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Introduction

One of the advantages of floating a company is raising of capital from the public at

large or from a defined group or inner circle (pre-known select group of persons).

When the capital is raised from public at large, it is undertaken through the medium

of 'Public Offer’ and when it is raised from a defined group of persons it is carried

out through 'Private Placement of securities’. Acquisition of capital is inflow of funds

for the issuer and needs advertisement which should be in accordance with the

relevant legal provisions so that no investor is defrauded or cheated. On successful

closure of the application process, securities are allotted to the investors which

could then be listed on an appropriate segment of a recognised stock exchange after

fulfilling due formalities.

As already mentioned, the provisions relating to raising of capital such as issue of

prospectus, allotment of securities etc., and other matters incidental thereto are

contained in Chapter IIT of the Act. This Chapter is divided into two parts:

Part I relates to 'Public Offer' (sections 23 to 41); and

Part II relates to 'Private Placement' (section 42).

The provisions contained in Part I and part II are supplemented by the Companies

(Prospectus and Allotment of Securities) Rules, 2014. A number of amendments have

been made from time to time in the Rules.

B Public Offer and Private Placement

Various modes of issue of securities by a public company or a private company are

depicted in the following diagram:

Issue of Securities
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A public company may issue securities—

to public through prospectus (herein referred to as "public offer”) by complying with

the provisions of Part I; or

through private placement by complying with the provisions of Part ITI; or

through a rights issue or a bonus issue in accordance with the provisions of the Act

and in case of a listed company or a company which intends fo get its securities listed

also with the provisions of the Securities and Exchange Board of India Act, 1992

(SEBT) and the rules and regulations made thereunder.

A private company may issue securities—

by way of rights issue or bonus issue in accordance with the provisions of the Act; or

through private placement by complying with the provisions of Part II.

Such class of public companies may issue such class of securities for the purposes of

listing on permitted stock exchanges in permissible foreign jurisdictions or such

other jurisdictions, as may be prescribed.

The Central Government may, by notification, exempt any class or classes of public

companies referred to in sub-section (3) from any of the provisions of this Chapter,

Chapter IV, section 89, section 90 or section 127 and a copy of every such

notification shall, as soon as may be after it is issued, be laid before both Houses of

Parliament.

By way of Explanation it is provided that, "public offer” includes initial public offer

(IPO) or further public offer (FPO) of securities to the public by a company, or an

offer for sale of securities (OFS) to the public by an existing shareholder, through

issue of a prospectus.

Meaning of Securities:-

As per section 2 (81), the term 'securities’ means the securities as defined in clause
(h) of section 2 of the Securities Contracts (Regulation) Act, 1956 [SCRA].
The definition given by section 2 (h) of SCRA is as under:

“Securities" include -

Shares, scrips, stocks, bonds, debentures, debenture stock or other marketable
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securities of a like nature in or of any incorporated company or other body corporate;

derivative;

units or any other instrument issued by any collective investment scheme to the

investors in such schemes;

security receipt as defined in clause (zg) of section2 of the Securitisation and

Reconstruction of Financial Assets and Enforcement of Security Interest Act, 2002.

units or any other such instrument issued fo the investors under any mutual fund

scheme.

Explanation: For the removal of doubts, it is hereby declared that "Securities” shall

not include any unit linked insurance policy or scrips or any such instrument or unit, by

whatever name called, which provides a combined benefit risk on the life of the

persons and investment by such persons and issued by an insurer referred to in clause

(9) of section 2 of the Insurance Act, 1938.

any certificate or instrument (by whatever name called), issued to an investor by any

issuer being a special purpose distinct entity which possesses any debt or receivable,

including mortgage debt, assigned to such entity, & acknowledging beneficial interest

of such investor in such debt or receivable, including mortgage debt, as the case may

be;

Government securities;

such other instruments as may be declared by the Central Government o be

securities; and

rights or inferests in securities.

The provisions of Section 23 are tabulated below:

Public Company Private Company

Public Offer (including IPO, FPO or OFS) Yes No
Private Placement Yes Yes
Rights issue / Bonus Issue Yes Yes
Compliance with SEBI rules and regulations Yes (for a listed No

company or a company
proposed to be listed)

CA Aukifa Patui




Prospectus & Allotment of Securities 3 .

" Issue of Securities
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Initial Further Preferential Qualified Shareholders Employees
Public Public Issue Institutional Issue Issue

Offer Offer Placement
ESOS &
Right Bonus ESPS &
Issue Issue Sweat

Equity

Prospectus

Meaning of Prospectus

As per the definition given in section 2 (70), prospectus means any document

described or issued as a prospectus and includes a red herring prospectus referred

o in section 32 or shelf prospectus referred to in section 31 or any notice, circular,

advertisement or other document inviting offers from the public for the subscription

or purchase of any securities of a body corporate.

According to the above definition, following points emerge in relation to prospectus:

Prospectus is any document described or issued as a prospectus. Thus, any document

which is described as a prospectus or issued as a prospectus is to called prospectus.

A prospectus shall include a red herring prospectus or shelf prospectus.

A prospectus shall also include any notice, circular, advertisement or other document

which intends to invite offers from the public for the subscription of any securities

or purchase of any securities of a body corporate.

Following diagram, in nutshell, describes prospectus

Prospectus
1
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Matters to be stated in Prospectus

Prospectus

Every prospectus issued by or on behalf of a public company either

to be dated

with reference to its formation or subsequently, or by or on behalf

& signed &

of any person who is or has been engaged or interested in the

to state

formation of a public company, shall be dated and signed & shall state

specified

such information and set out such reports on financial information as

information,

may be specified by the Securities and Exchange Board in consultation

etfc.

with the Central Government.

However, until the Securities and Exchange Board specifies the

information & reports on financial information under this sub- section,

the regulations made by the Securities & Exchange Board under the

Securities and Exchange Board of India Act, 1992, in respect of such

financial information or reports on financial information shall apply.

Prospectus shall make a declaration about the compliance of the

provisions of the Companies Act, 2013 & a statement to the effect

that nothing in the prospectus is contrary to the provisions of this Act,

the Securities Contracts (Regulation) Act, 1956 & the Securities &

Exchange Board of India Act, 1992 & the rules & regulations made

thereunder. (clauses (a), (b) & (d) to sub-section (1) omitted by the

Companies (Amendment) Act, 2017)

Exceptions

Nothing in sub-section (1) shall apply—

a) to the issue to existing members or debenture-holders of a

company, of a prospectus or form of application relating fo shares

in or debentures of the company, whether an applicant has a right

to renounce the shares or not under sub-clause (ii) of clause (a) of

sub-section (1) of section 62 in favour of any other person; or

b) to the issue of a prospectus or form of application relating to

shares or debentures which are, or are to be, in all respects uniform

with shares or debentures previously issued and for the time being

dealt in or quoted on a recognised stock exchange.

CA Aukifu Patui




Prospectus & Allotment of Securities

(3)

Application of

3.

Subject to sub-section (2), the provisions of sub-section (1) shall

sub-section (1)

apply to a prospectus or a form of application, whether issued on or

to prospectus

with reference to the formation of a company or subsequently.

or to a form

As per the Explanation, the date indicated in the prospectus shall

of application

be deemed to be the date of its publication.

Prospectus to

No prospectus shall be issued by or on behalf of a company or in

be issued

relation to an intended company unless on or before the date of its

after delivery

publication, there has been delivered to the Registrar for filing, a

to Registrar

copy thereof signed by every person who is named therein as a

for filing

director or proposed director of the company or by his duly

authorised attorney.

Prospectus

A prospectus issued under sub-section (1) shall not include a

not to include

statement purporting to be made by an expert unless the expert is

Experts’

a person who is not, and has not been, engaged or interested in the

statement

formation or promotion or management, of the company and has

under certain

given his written consent to the issue of the prospectus and has not

circumstances

withdrawn such consent before the delivery of a copy of the

prospectus to the Registrar for filing and a statement to that

effect shall be included in the prospectus.

Note: As per Section 2(38) 'expert’ includes an engineer, a valuer, a

Chartered Accountant, a Company Secretary, a Cost Accountant &

any other person who has the power or authority to issue a

certificate in pursuance of any law for the time being in force.

Prospectus to

Every prospectus issued under sub-section (1) shall, on the face of i

mention

a) state that a copy has been delivered for filing to the Registrar

compliances

as required under sub-section (4); and

of certain

b) Specify any documents required by this section to be attached

formalities on

to the copy so delivered or refer to statements included in the

its face

prospectus which specify these documents.
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Prospectus to | No prospectus shall be valid if it is issued more than ninety days

be issued within | after the date on which a copy thereof is delivered to the Registrar

specified fime | under sub-section (4).

Punishment if | If a prospectus is issued in contravention of the provisions of

'issued section 26, the company shall be punishable with fine which shall

prospectus’ not be less than fifty thousand rupees but which may extend to

three lakh rupees and every person who is knowingly a party to the

issue of such prospectus shall be punishable with fine which shall

not be less than fifty thousand rupees but which may extend to

three lakh rupees.

Example I: The Board of Directors of Dr. Sunny Pharmaceutical Limited has allotted
shares to the investors at large without issuing a prospectus with the Registrar of

Companies, Mumbai. In this regard, it is o be noted that a public company can issue

securities to the public only by issuing a prospectus (Section 23).

Section 26 (1) lays down the matters required to be disclosed and included in a

prospectus and requires the filing of the prospectus with the Registrar before it is

issued.

In the given case, the company has violated the above provisions of the Companies

Act, 2013 and hence the allotment made by it is void. The company will have to refund

the entire moneys received and will also be punishable under section 26 (9) of the Act.

Note: With the deletion of 2Rules 3, 4, 5 and 6 of the Companies (Prospectus and

Allotment of Securities) Rules, 2014, substantial disclosure requirements, being

duplicate in nature, have been dispensed with. Henceforth, a company needs to follow

applicable SEBT Regulations till SEBI specifies the information and reports on

financial information fo be stated in a prospectus under sub- section (1)
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29

Public Offer of Securities to be in Dematerialised Form

Section 29 along with Companies (Prospectus and Allotment of Securities) Rules, 2014

[PAS Rules] contain provisions which require public offer of securities to be in

dematerialised form. Further, prescribed class or classes of companies shall issue the

securities only in the dematerialised form.

Every company making public offer & such other class or classes of companies as may

be prescribed shall issue the securities only in dematerialised form by complying with

the provisions of the Depositories Act, 1996 and the regulations made thereunder.

Dematerialisation of Securities: As per Rule 9 of PAS Rules, the promoters of every

public company making a public offer of any convertible securities may hold such

securities only in dematerialised form.

It is provided that the entire holding of convertible securities of the company by the

promoters held in physical form up to the date of the initial public offer shall be

converted into dematerialised form before such offer is made and thereafter such

promoter shareholding shall be held in dematerialised form only.

In case of such class or classes of unlisted companies as may be prescribed, the

securities shall be held or transferred only in dematerialised form in the manner laid

down in the Depositories Act, 1996 and the regulations made thereunder.

Any company, other than a company mentioned in sub-section (1), may convert its

securities into dematerialised form or issue its securities in physical form in

accordance with the provisions of this Act or in dematerialised form in accordance

with the provisions of the Depositories Act, 1996 & the regulations made thereunder.

Rule 9A of PAS Rules mentions about issue of securities in dematerialised form by

unlisted public companies. The provisions are as under:

Issue of According to Rule 9A (1), every unlisted public company (excluding a

securities in Nidhi, a Government company and a wholly owned subsidiary) shall

dematerialised | issue the securities only in dematerialised form and also facilitate

form by dematerialisation of all its existing securities in accordance with

unlisted public | provisions of the Depositories Act, 1996 & regulations made there

companies under.
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Conversion of

Rule 9A (2) states that every unlisted public company making any

securities in

offer for issue of any securities or buyback of securities or issue

dematerialised

of bonus shares or rights of fer shall ensure that before making

form

such offer, entire holding of securities of its promoters, directors,

key managerial personnel has been dematerialised in accordance

with provisions of the Depositories Act, 1996 and regulations made

there under.

Responsibility

According to Rule 9A (3), every holder of securities of an unlisted

of every

public company:

holder of

a) who intends to transfer such securities on or after 2nd October,

securities of

2018, shall get such securities dematerialised before the

an unlisted

transfer; or

public

b) who subscribes to any securities of an unlisted public company

company

(whether by way of private placement or bonus shares or rights

offer) on or after 2nd October, 2018

shall ensure that all his existing securities are held in dematerialized

form before such subscription.

As per Rule 9A (4), every unlisted public company shall facilitate

Application to

dematerialisation of all its existing securities by making necessary

the depository

application to a depository as defined in section 2 (1) (e) of the

Depositories Act, 1996 and shall secure International Security

Identification Number (ISIN) for each type of security and shall

inform all its existing security holders about such facility.

Obligations of

According to Rule 9A (5), every unlisted public company shall ensure

every unlisted

that -

public company

a) it makes timely payment of fees (admission as well as annual) o

the depository and registrar to an issue and share transfer agent

in accordance with the agreement executed between the parties;

b) it maintains security deposit, at all times, of not less than two

years' fees with the depository and registrar to an issue and
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3.

share transfer agent, in such form as may be agreed between the

parties; and

it complies with the regulations or directions or guidelines or

circulars, if any, issued by the Securities & Exchange Board or

Depository from time to tfime with respect to dematerialisation of

shares of unlisted public companies and matters incidental or

related thereto.

Prohibition

Rule 9A (6) states that no unlisted public company which has

on defaulting

defaulted in sub-rule (5) shall make offer of any securities or

unlisted public

buyback its securities or issue any bonus or right shares fill the

company

payments to depositories or registrar to an issue and share transfer

agent are made.

Application of

According to Rule 9A (7), except as provided in sub-rule (8), the

certain

provisions of the Depositories Act, 1996, the Securities and

provisions

Exchange Board of India (Depositories and Participants) Regulations,

2018 and the Securities and Exchange Board of India (Registrars to

an Issue and Share Transfer Agents) Regulations, 1993 shall apply

mutatis mutandis fo dematerialisation of securities of unlisted public

companies.

Filing with

Rules 9A (8) prescribes that every unlisted public company governed

the Registrar

by Rule 9A shall submit Form PAS-6 to the Registrar with such fee

as provided in the Companies (Registration Offices and Fees) Rules,

2014 within 60 days from the conclusion of each half year duly

certified by a company secretary in practice or chartered

accountant in practice.

Reporting of

As per Rule 9A (8A), the company shall immediately bring to the

difference

notice of the depositories any difference observed in its issued

capital and the capital held in dematerialised form.
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Grievances | According to Rule 9A (9), the grievances, if any, of security holders

redressal of unlisted public companies under Rule 9A shall be filed before the

mechanism | Investor Education and Protection Fund Authority (IEPF).

Initiation of | Rule 9A (10) states that the Investor Education and Protection Fund

action by Authority shall initiate any action against a depository or participant

IEPF or registrar to an issue and share transfer agent after prior

Authority consultation with the Securities and Exchange Board of India

Advertisement of Prospectus

According to Section 30, where an advertisement of any prospectus of a company is

published in any manner, it shall be necessary to specify therein the contents of its

memorandum as regards the following:

the objects,

the liability of members and the amount of share capital of the company,

the names of the signatories to the memorandum,

the number of shares subscribed for by the signatories, and

the capital structure of the company.

Shelf Prospectus

Section 31 contains provisions relating to Shelf Prospectus. These provisions play a

significant role in facilitating commercial and logistical consideration involved in the

funds raising cycle.

We may consider a situation where the issuer company issues debentures frequently

and has to file a prospectus every time it issues a new series of debentures. Here, the

concept of shelf prospectus comes into play. Literally, it means a prospectus with a

given shelf life. Any number of issues could be made during the tenure of the shelf

prospectus. The only caveat is to supplement the shelf prospectus by an "information

memorandum” containing key updates or changes.
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(1) | Filing of Any class or classes of companies, as the Securities & Exchange Board

shelf may provide by regulations in this behalf, may file a shelf prospectus

prospectus | with the Registrar at the stage-

with the B of the first offer of securities included therein which shall

Registrar indicate a period not exceeding one year as the period of validity of|

such prospectus which shall commence from the date of opening of

the first offer of securities under that prospectus, and

in respect of a second or subsequent offer of such securities issued

during the period of validity of that prospectus,

no further prospectus is required.

Filing of ® A company filing a shelf prospectus shall be required to file an

‘TInformation information memorandum containing all material facts relating to

Memorandum’|  new charges created, changes in the financial position of the

with the company as have occurred between the first offer of securities or

Shelf the previous offer of securities and the succeeding offer of

Prospectus securities and such other changes as may be prescribed, with the

Registrar within the prescribed time, prior to the issue of a second

or subsequent offer of securities under the shelf prospectus.

It is provided that where a company or any other person has

received applications for the allotment of securities along with

advance payments of subscription before the making of any such

change, the company or other person shall intimate the changes to

such applicants and if they express a desire to withdraw their

application, the company or other person shall refund all the monies

received as subscription within fifteen days thereof.

According to Rule 10 of the Companies (Prospectus and Allotment

of securities) Rules, 2014, the information memorandum shall be

prepared in Form PAS-2 and filed with the Registrar along with the

fee as provided in the Companies (Registration Offices and Fees)

Rules, 2014 within one month prior to the issue of a second or
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subsequent offer of securities under the shelf prospectus.

Deemed Where an information memorandum is filed, every time an offer of

Prospectus | securities is made under sub-section (2), such memorandum together

with the shelf prospectus shall be deemed to be a prospectus.

Explaination - For the purpose of this section, the expression "shelf prospectus”

means a prospectus in respect of which the securities or class of securities included

therein are issued for subscription in one or more issues over a certain period

without the issue of a further Prospectus.

Section 31 - Shelf Prospectus @ Registrar

- HIW

anklng Company
Information memorandum

—| A company filing a shelf prospectus shall be required to file an information
memorandum containing all material facts relating to

- New charges created,

- Changes in the financial position of the company as have occurred between the first
Shelf prospectus shall indicate a || offer of securities or the previous offer of securities and the succeeding offer of
period not exceeding one year as securities

the period of validity | |- Such other changes as may be prescribed

Red Herring Prospectus

Developments taking place in the financial markets from time to time allow innovative

methods of raising funds so as to avail the most of favourable market conditions.

Timing the issue and book building of issue are facilitated by the concept of red

herring prospectus whereby the price per security and number of securities are left

open to be decided post closure of the issue.

It is issued A company proposing fo make an of fer of securities may issue a red

prior fo issue | herring prospectus prior to the issue of a prospectus.

of Prospectus

Filing with A company proposing to issue a red herring prospectus shall file it

the registrar | with the Registrar at least three days prior to the opening of the
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subscription list and the offer.

(3) | Obligations A red herring prospectus shall carry the same obligations as are

under Red applicable to a prospectus and any variation between the red herring

Herring prospectus and a prospectus shall be highlighted as variations in the

Prospectus prospectus.

Filing of Red | Upon the closing of the of fer of securities under this section, the

Herring prospectus stating therein the total capital raised, whether by way

Prospectus of debt or share capital, & the closing price of the securities & any

with Registrar | other details as are not included in the red herring prospectus shall

& SEBT be filed with the Registrar and the Securities and Exchange Board.

Explanation - For the purpose of this section, the expression "red herring prospectus”

means a prospectus which does not include complete particulars of the quantum or

price of the securities included therein.

Over Subscribed It means a prospectus which does not include
complete particulars of the quantum or price
of the securities included therein

Abridged Prospectus

The term 'Abridged Prospectus’ has been defined by Section 2 (1). According to it,

'‘Abridged Prospectus’ means a memorandum containing such salient features of a

prospectus as may be specified by the Securities and Exchange Board by making

regulations in this behalf. In fact, 'Abridged Prospectus’ is a summarised form of

actual prospectus
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Document containing Offer of Securities for Sale to be Deemed Prospectus

Section 25 provides that a document by which offer of securities for sale to the

public is made, shall be a deemed prospectus. The provisions of Section 25 are

mentioned as under -

Documents | Where a company allots or agrees to allot any securities of the

which are | company with a view to all or any of those securities being offered for

deemed to | sale to the public, any document by which the offer for sale to the

be a public is made shall, for all purposes, be deemed to be a prospectus

Prospectus |issued by the company; and all enactments and rules of law as to the

contents of prospectus & as to liability in respect of misstatements, in

and omissions from, prospectus, or otherwise relating to prospectus,

shall apply with the modifications specified in sub-sections (3) & (4) &

shall have effect accordingly, as if the securities had been offered to

the public for subscription and as if persons accepting the offer in

respect of any securities were subscribers for those securities, but

without prejudice to the liability, if any, of the persons by whom the

offer is made in respect of misstatements contained in the document

or otherwise in respect thereof.

Securities | For the purposes of the Companies Act, 2013, it shall, unless the

offered for| contrary is proved, be evidence that an allotment of, or an agreement

sale to the | to allot, securities was made with a view to the securities being

public offered for sale to the public if it is shown -

a) that an offer of the securities or of any of them for sale to the

public was made within six months after the allotment or agreement

to allot; or

b) that at the date when the of fer was made, the whole consideration

to be received by the company in respect of the securities had not

been received by it.

Effect of | Section 26 as applied by section 25 shall have effect as if —

section 26 | i) it required a prospectus to state in addition fo the matters required
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by that section to be stated in a prospectus—

a) the net amount of the consideration received or to be received by

the company in respect of the securities to which the offer

relates; and

b) the time and place at which the contract where under the said

securities have been or are to be allotted may be inspected:;

i) the persons making the offer were persons named in a prospectus

as directors of a company.

Signing of Where a person making an offer to which this section relates is a

Document in | company or a firm, it shall be sufficient if the document referred to

case of a in sub-section (1) is signed on behalf of the company or firm by two

company or | directors of the company or by not less than one-half of the partners

a firm in the firm, as the case may be.

It is to be noted that all applicable provisions relating to prospectus viz.,

misstatements, contents, civil and criminal liability etc., are applicable to the deemed

prospectus. There is no dilution of liability for the persons making the offer which is

in addition to liability of the company whose securities are offered for sale.

Additionally, below mentioned information needs to be disclosed as well in the deemed

prospectus:

the net amount of the consideration received or to be received by the company in

respect of the securities o which the offer relates; and

the time and place at which the contract where under the said securities have been or

are fo be allotted may be inspected;

The purpose of deeming provision is to protect gullible investors from various

fraudulent practices.
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Has the allottee sold shares to Public
within 6 months after allotment

No

Yes

\ 4 \4

Has the allottee paid full consideration to
company before offer for sale to Public

Not a Deemed
prospectus |

No

Deemed prospectus

Presumption as to deemed prospectus

Unless the contrary is proved, it shall be presumed that an allotment of an
agreement to allot, securities was made with a view to the securities being
offered for sale to the public if it is shown -

i. That an offer of the securities for sale to the public was made within 6
months after the allotment or agreement to allot; or

ii. That the whole consideration had not been received by the company in
respect of the securities issued by it.

<

Issuing House

m Offer of Sale of Shares by Certain Members of Company

Sections 28 contains the provisions which regulate the offer for sale of securities by

certain members of company. These provisions are stated as under:

Offering of

Where certain members of a company propose, in consultation with

shares to public

the Board of Directors to offer, in accordance with the provisions

by certain

of any law for the time being in force, whole or part of their holding

members

of shares to the public, they may do so in accordance with such

permitted

procedure as may be prescribed.

Document

Any document by which the offer of sale to the public is made shall,

offering sale to

for all purposes, be deemed fo be a prospectus issued by the

public is

company and all laws and rules made thereunder as fo the contents

deemed to be a

of the prospectus and as to liability in respect of misstatements in

prospectus

and omission from prospectus or otherwise relating to prospectus

shall apply as if this is a prospectus issued by the company.
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(3)

Collective The members, whether individuals or bodies corporate or both,

Authorisation & | whose shares are proposed to be offered to the public, shall

reimbursement | collectively authorise the company, whose shares are offered for

of expenses to | sale to the public, to take all actions in respect of offer of sale for

company and on their behalf and they shall reimburse the company all

expenses incurred by it on this matter.

As regards offer of sale of shares by certain members of the company Rule 8 of the

Companies (Prospectus and Allotment of Securities) Rules, 2014, contains guiding

provisions which are stated as under:

Exceptions to certain Matters: According to Rule 8 (1), the provisions of Part I of

Chapter ITI namely "Prospectus and Allotment of Securities” and rules made

thereunder shall be applicable to an offer of sale referred to in section 28 except for

the following, namely:-

the provisions relating to minimum subscription;

the provisions for minimum application value;

the provisions requiring any statement to be made by the Board of directors in

respect of the utilization of money; and

any other provision or information which cannot be compiled or gathered by the

offeror, with detailed justifications for not being able to comply with such provisions.

Disclosure: As per Rules 8 (2), the prospectus issued under section 28 shall disclose

the name of the person or persons or entity bearing the cost of making the offer of

sale along with reasons.

Variation in terms of contract or objects in prospectus

Section 27 contains provisions relating to variation in ferms of contract or objects in

prospectus. Once funds are raised through a given prospectus, the principle of

"doctrine of ultra vires” (mutatis mutandis) comes into play i.e., the company has to

use the funds strictly in accordance with the prospectus. Deviations are required to

be pre-approved by the investors and ‘recall option’ needs to be given to the

dissenting investors. Deviation regarding use of proceeds of issue for buying, frading
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or otherwise dealing in equity shares of any other listed company is not permitted.

The provisions of Section 27 are stated as under:

Variation on A company shall not, at any time, vary the terms of a contract

approval in referred fo in the prospectus or objects for which the prospectus

general meeting | was issued, except subject to the approval of, or except subject to

by passing of SR| an authority given by the company in general meeting by way of

special resolution.

It is provided that the details, as may be prescribed, of the notice

in respect of such resolution to shareholders, shall also be

published in the newspapers (one in English and one in vernacular

language) in the city where the registered office of the company is

situated indicating clearly the justification for such variation.

Exit offer The dissenting shareholders being those shareholders who have

to dissenting not agreed to the proposal to vary the terms of contracts or

shareholders objects referred to in the prospectus, shall be given an exit offer

by promoters or controlling shareholders at such exit price, and in

such manner and conditions as may be specified by the Securities

and Exchange Board by making regulations in this behalf.

In respect of variation in terms of contracts referred to in the prospectus or

objects for which prospectus was issued, Rule 7 of the Companies (Prospectus and

allotment of Securities) Rules, 2014, states as under:

Special Resolution to be passed through Postal Ballot and Contents of Notice:

According to Sub-rule (1), where the company has raised money from public through

prospectus and has any unutilized amount out of the money so raised, it shall not vary

the terms of contracts referred to in the prospectus or objects for which the

prospectus was issued except by passing a special resolution through postal ballot and

the notice of the proposed special resolution shall contain the following particulars,

namely:—

the original purpose or object of the Issue;

the total money raised;
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(c)

the money utilised for the objects of the company stated in the prospectus:;

(d)

the extent of achievement of proposed objects (that is 50%, 60%, etfc.);

(e)

the unutilised amount out of the money so raised through prospectus,

(f)

the particulars of the proposed variation in the terms of contracts referred to in the

prospectus or objects for which prospectus was issued;

(9)

the reason and justification for seeking variation;

the proposed time limit within which the proposed varied objects would be achieved:;

the clause-wise details as specified in sub-rule (3) of rule 3 as was required with

respect to the originally proposed objects of the issue;

the risk factors pertaining to the new objects; and

the other relevant information which is necessary for the members to take an

informed decision on the proposed resolution.

Advertisement fo be in Specified Form: According to Sub-rule (2), the advertisement

of the notice for getting the resolution passed for varying the terms of any contract

referred to in the prospectus or altering the objects for which the prospectus was

issued, shall be in Form PAS-1 and such advertisement shall be published

simultaneously with dispatch of Postal Ballot Notices to Shareholders.

Placing of Notice on Web-site: According to Sub-rule (3), the notice shall also be

placed on the web-site of the company, if any.

m Securities to be dealt with in Stock Exchanges

Section 40 contains following provisions in respect of securities which are to be dealt

with in the recognised stock exchanges.

Filing of an Every company making public of fer shall, before making such of fer,

application with | make an application to one or more recognised stock exchange or

recognised exchanges and obtain permission for the securities to be dealt with

stock exchange | in such stock exchange or exchanges.

Prospectus fo | Where a prospectus states that an application has been made, such

state name of | prospectus shall also state the name or names of the stock

stock exchange | exchange in which the securities shall be dealt with.
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Maintaining of

All monies received on application from the public for

separate bank

subscription to the securities shall be kept in a separate bank

account

account in a scheduled bank & shall not be utilised for any

purpose other than -

a) for adjustment against allotment of securities where the

securities have been permitted to be dealt with in the stock

exchanges specified in the prospectus; or

b) for the repayment of monies within the time specified by

the Securities and Exchange Board, received from

applicants in pursuance of the prospectus, where the

company is for any other reason unable to allot securities.

Condition purporting

Any condition purporting fo require or bind any applicant for

to waive compliance

securities to waive compliance with any of the requirements of

shall be void

this section shall be void.

Default in complying

If a default is made in complying with the provisions of this

with provisions

section, both the company and the officer of the company

shall be punishable as under:

a) Company - with minimum fine of five lakh rupees & maximum

of fifty lakh rupees

b) Defaulting officer - with fine varying from fifty thousand

rupees to Three lakh rupees

Rule 13 of the Companies (Prospectus and Allotment of Securities) Rules, 2014

prescribes the following conditions for the payment of commission:

the payment of such commission shall be authorized in the company's articles of

association;

the commission may be paid out of proceeds of the issue or the profit of the company

or both;

Rate of commission: Following are the rates of commission-

In case of shares - shall not exceed 5% of the price at which the shares are issued,
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or a rate authorised by the articles, whichever is less

i)

In case of debentures - shall not exceed 2.5% of the price at which the debentures

are issued, or as specified in the company's articles, whichever is less

Disclosure of the particulars in prospectus: The prospectus of the company shall

disclose the following particulars -

the name of the underwriters;

the rate and amount of the commission payable to the underwriter; and

the number of securities which is to be underwritten or subscribed by the underwriter

absolutely or conditionally.

When no commission is to be paid: There shall not be paid commission to any

underwriter on securities which are not offered fo the public for subscription;

Copy of payment of commission to be delivered to Registrar: A copy of the contract

for the payment of commission is delivered fo the Registrar at the time of delivery

of the prospectus for registration.

Example 2: A public limited company which wanted to raise funds through public issue

of shares had applied for listing of its shares in three recognised Stock Exchanges.

However, only fwo exchanges had given permission for listing. Can the company

proceed with the public offer?

Answer: According to Section 40 (1) of the Companies Act, 2013, every company

making a public offer of shares shall, before making such offer, make an application

to one or more recognised stock exchange or exchanges and obtain permission for the

securities to be dealt with in such stock exchange or exchanges.

As per Section 40 (2), where a prospectus states that an application has been made,

such prospectus shall also state the name or names of the stock exchange in which

the securities shall be dealt with.

From the above it is clear that not only the company has to apply for listing of the

securities at a recognized stock exchange but also obtain permission thereof before

making the public offer.

In view of the above provisions, the company cannot proceed with the public offer of

shares before obtaining the necessary approval from the stock exchanges.
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Example 3: The Board of Directors of a company decide to pay 5% of the issue price

of shares as underwriting commission to the underwriters. However, the Articles of

Association of the company permit only 3% commission. The Board of Directors

further decide to pay the commission out of the proceeds of the share capital. Are

the decisions taken by the Board of Directors valid under the Companies Act, 2013?

Answer: Under Rule 13 of the Companies (Prospectus and Allotment of Securities)

Rules, 2014 the rate of commission paid or agreed to be paid shall not exceed, in case

of shares, five percent (5%) of the price at which the shares are issued or a rate

authorised by the articles, whichever is less.

The same rule allows the commission to be paid out of proceeds of the issue or the

profit of the company or both.

Therefore, the decision of the Board of Directors to pay 5% commission to the

underwriters is invalid since the same cannot exceed the rate which is permitted by

the Articles. However, the decision to pay commission out of the proceeds of the

share issue is valid provided it is paid at the rate authorised by the Articles.

Section 40 - Securities to be dealt with in stock exchanges

Read with Rule 13 of the Companies (Prospectus & Allotment of Securities)
Rules, 2014

Underwriting Companies Act
Commission

| Shares | 5% * 1P | 2.5% %P |

Debentures 2.5% * IP 2.5% * IP

Allotment of Securities by Company

Meaning of Allotment -

"Allotment” means the appropriation out of previously un-appropriated capital of a

company, of a certain number of shares to a person. Till the allotment, as such the

shares do not exist. It is on allotment that the shares come into existence. In fact,

with the sending of allotment letters, the company starts the process of allotment

and it is nothing but acceptance of offer made by the applicants of securities.

Legal Provisions governing Allotment -
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Section 39 contains provisions in respect of allotment of securities when there is a

public offer. Further, the Companies (Prospectus and Allotment of Securities) Rules,

2014 [PAS Rules] have also been issued.

Receipt of

No allotment of any securities of a company offered to the public for

Minimum

subscription shall be made unless the amount stated in the prospectus

Amount is

as the minimum amount has been subscribed and the sums payable on

a must

application for the amount so stated have been paid to and received by

the company by cheque or other instrument.

The prospectus must state the minimum amount to be subscribed. Such

minimum amount must be received from the subscribers or investors at

the time of making application.

Quantum of

The amount payable on application on every security shall not be less

Amount

than five per cent of the nominal amount of the security or such

Payable on

other percentage or amount, as may be specified by the Securities

Application

and Exchange Board by making regulations in this behalf.

Consequences

If the stated minimum amount has not been subscribed and the sum

if minimum

payable on application is not received within a period of thirty days

amount is not

from the date of issue of the prospectus, or such other period as

subscribed

may be specified by the Securities and Exchange Board, the amount

received under sub-section (1) shall be returned within such time and

manner as may be prescribed.

m Refund of Application Money - Rule 11 (1) of the PAS Rules

mentions that if the stated minimum amount has not been

subscribed & the sum payable on application is not received within

the period specified therein, then the application money shall be

repaid within a period of 15 days from the closure of the issue and

if any such money is not so repaid within such period, the directors

of the company who are officers in default shall jointly and

severally be liable to repay that money with interest at the rate of

15% per annum.
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® Which Account to be used for Refund - According to Rule 11 (2),

the application money to be refunded shall be credited only to the

bank account from which the subscription was remitted.

Refurn of | Whenever a company having a share capital makes any allotment of

Allotment | securities, it shall file with the Registrar a return of allotment in

such manner as may be prescribed.
® Time Limit for filing Return of Allotment - According to Rule 12 (1)
of PAS Rules, whenever a company having a share capital makes any

allotment of its securities, the company shall, within 30 days

thereafter, file with the Registrar a return of allotment in Form

PAS-3, along with the fee as specified in the Companies (Registration
Offices and Fees) Rules, 2014,

Details to be attached with PAS-3 - Rule 12 (2) states that there shall
be attached to the Form PAS-3 a list of allottees stating their names,

address, occupation, if any, & number of securities allotted to each of

the allottees & the list shall be certified by the signatory of the Form

PAS-3 as being complete & correct as per the records of the company.

Attachments with PAS-3 when Securities are issued for consideration

other than cash - According to Rule 12 (3), in the case of securities

(not being bonus shares) allotted as fully or partly paid up for

consideration other than cash, there shall be attached to the Form

PAS-3 a copy of the contract, duly stamped, pursuant to which the

securities have been allotted together with any contract of sale if

relating to a property or an asset, or a contract for services or other

consideration.

Attachments with PAS-3 when Contract is not Reduced to Writing -

Rule 12 (4) states that where a contract referred to in sub-rule (3) is

not reduced to writing, the company shall furnish along with the Form

PAS-3 complete particulars of the contract stamped with the same

stamp duty as would have been payable if the contract had been
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reduced to writing and those particulars shall be deemed to be an

instrument within the meaning of the Indian Stamp Act, 1899 (2 of

1899), and the Registrar may, as a condition of filing the particulars,

require that the stamp duty payable thereon be adjudicated under
section 31 of the Indian Stamp Act, 1899.
Attachment of Report of a Registered Valuer - According to Rule 12

(5), a report of a registered valuer in respect of valuation of the

consideration shall also be attached along with the contract as

mentioned in sub-rule (3) and sub-rule (4).

Attachment of Resolution in case of Bonus Shares- Rule 12 (6) states

that in the case of issue of bonus shares, a copy of the resolution

passed in the general meeting authorizing the issue of such shares
shall be attached to the Form PAS-3.
Attachment of Valuation Report of the Registered Valuer when

shares have been issued in pursuance of Section 62 (1) (c)- Rule 12

(7) states that in case the shares have been issued in pursuance of

clause (c) of sub-section (1) of section 62 by a company other than a

listed company whose equity shares or convertible preference shares

are listed on any recognised stock exchange, there shall be attached

to Form PAS-3, the valuation report of the registered valuer.

Punishment | In case of any default under sub-section (3) or sub-section (4), the

for company and its officer who is in default shall be liable o a penalty, for

Default each default, of one thousand rupees for each day during which such

default continues or one lakh rupees, whichever is less.

Companies Act Contract Act Allotment of Shares I
Persona

Prospectus Invitation to an offer L
directors,

Joint & several
Offer

\ | 30Days | [ 15Days |I @ 15% paa.

Application

Allotment Acceptance

Copy Minimum
sent to Subscription

Unconditional Registrar
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Allotment of securities

application money have application money shall not be less
been paid & received than 5% or such other percentage or
by the company amount as specified by SEBI

Minimum amount
subscribed, and

v

Minimum amount not subscribed and application money not received

within 30 days from date of issue of Such other period as specified

prospectus, or by SEBI

L 2

amount received shall be returned within 15 days from the closure of issue

v

Where company makes an allotment of securities

shall file a return of allotment within 30 days with the registrar

!

In case of default

Company shall pay penalty of X 1000 for each X 1,00,000 whichever is
day during which such default continues, or less

Once securities are issued and subscribed for, these needs to be allotted according to

the conditions given below:

Minimum subscription to be received within 30 days of issue of prospectus. In case

minimum subscription is not received, the issue is considered as failed. To take care of

such an eventuality, the merchant bankers in case of public offer resort to

underwriting, suitable pricing, bringing in anchor investors etc., among other things. In

case of a failed issue, the entire issue proceeds need to be refunded along with

applicable interest.

Application money need to be minimum 5% of the nominal amount and such amount

must be sufficient to cover the minimum amount stated in the prospectus.

Return of allotment needs to be filed with the ROC within the specified time after

the allotment of securities.
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Example 4: After having received 80% of the minimum subscription as stated in the

prospectus, Raksha Detective Instruments Limited, before finalisation of the

allotment, withdrew 50% of the said amount from the bank for the purchase of

certain assets. Thereafter, it started allotting the shares to the subscribers. Rashmi,

one of the subscribers, was allotted 1000 equity shares. She, however, refused to

accept the allotment on the ground that such allotment was violative of the provisions

of the Companies Act, 2013.

Answer: According to the above example, Raksha Detective Instruments Limited has

received only 80% of the minimum subscription as stated in the prospectus. Since

minimum amount has not been received in full, the allotment is in contravention of

section 39 (1) of the Companies Act, 2013 which prohibits a company from making any

allotment of securities until it has received the amount of minimum subscription

stated in the prospectus. Further, under section 39 (3), such company is required to

refund the application money received (i.e. 80% of the minimum subscription) to the

applicants.

Therefore, in the present case, Rashmi is within her rights to refuse the allotment of

shares which has been illegally made by the company.

Misstatements in Prospectus

In common parlance, misstatement is the act of stating something that is false or not

accurate. It could either be due to commission or omission or both.

Misstatement of prospectus is a serious offence which attracts the provisions of

section 34 and / or section 35. Liabilities can be classified under two headings:

Civil Liability ® Loss or damage is an essential condition

m Civil Procedure Code, 1908 applicable

m Offence against the counterparty

Criminal Liability | ® Mens rea (guilty mind) is an essential condition

® Criminal Procedure Code, 1973 applicable

m Offence is regarded as being committed against the state
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Criminal Liability for Misstatements in Prospectus

The provision of Section 34 which mentions criminal liability for misstatements in a

prospectus are stated as under -

Where a prospectus, issued, circulated or distributed under Chapter III, includes any

statement which is unfrue or misleading in form or context in which it is included or

where any inclusion or omission of any matter is likely to mislead, every person who

authorises the issue of such prospectus shall be liable under section 447.

Exception: It is provided that nothing in this section shall apply to a person if he

proves that such statement or omission was immaterial or that he had reasonable

grounds to believe, and did up to the time of issue of the prospectus believe, that the

statement was true or the inclusion or omission was necessary.

Note: The provisions of section 447 are given later in the chapter.

Civil Liability for Misstatements in Prospectus

Section 35 contains the provisions relating to civil liability for misstatements in a

prospectus. They are stated as under -

Liabilities of | Where a person has subscribed for securities of a company acting

Persons on any statement included, or the inclusion or omission of any

involved matter, in the prospectus which is misleading & has sustained any loss on

damage as a consequence thereof, the company and every person who -

a) is a director of the company at the time of the issue of the

prospectus;

b) has authorised himself to be named and is named in the prospectus

as a director of the company, or has agreed to become such director,

either immediately or after an interval of time;

c) is a promoter of the company;

d) has authorised the issue of the prospectus; and

e) is an expert referred to in sub-section (5) of section 26,

shall, without prejudice to any punishment to which any person may be

liable under section 36, be liable to pay compensation to every person
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who has sustained such loss or damage.

(2) | Exceptions | No person shall be liable under Sub-section (1) if he proves—

a) that, having consented to become a director of the company, he

withdrew his consent before the issue of the prospectus, and that it

was issued without his authority or consent; or

b) that the prospectus was issued without his knowledge or consent, and

that on becoming aware of its issue, he forthwith gave a reasonable

public notice that it was issued without his knowledge or consent.

that, as regards every misleading statement purported to be made by

an expert or contained in what purports to be a copy of or an extract

from a report or valuation of an expert, it was a correct and fair

representation of the statement, or a correct copy of, or a correct

and fair extract from, the report or valuation; and he had reasonable

ground to believe and did up to the time of the issue of the

prospectus believe, that the person making the statement was

competent to make it and that the said person had given the consent

required by sub-section (5) of section 26 to the issue of the

prospectus and had not withdrawn that consent before [filing of a

copy of the prospectus with the Registrar] or, to the defendant's

knowledge, before allotment thereunder.

Unlimited | Where it is proved that a prospectus has been issued with intent to

Liability defraud the applicants for the securities of a company or any other

when person or for any fraudulent purpose, every person referred to in

prospectus | subsection (1) shall be personally responsible, without any limitation

issued with | of liability, for all or any of the losses or damages that may have

infent to | been incurred by any person who subscribed to the securities on the

defraud basis of such prospectus.
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Liability for misstatement in the Prospectus » Promoter/ Director/ Expert

}

A ———— - Civil Liability Criminal Liability (Section 34)
Company Prompter/ Director/ Expert (Section 35) ‘|’

1. Rescind the contract Pay Compensation

e — Civil Liability | Criminal fismedies
: Remedies

(SECtiOI'\ 35) liability 1) Statement was

(Section 34) 1) Withdrew consent Immaterial
before issue of Prospectus

2) Reasonable ground to

2) Prospectus was issued believe that the
without his knowledge statement was true

(by giving a public notice)

Example 5: An allottee of shares in a company brought action against a director in

respect of false statements made in the prospectus. The director contended that the

statements were prepared by the promoters and he simply relied on them. Is the

director liable under the circumstances?

Answer: Yes, the Director shall be held liable for the false statements made in the

prospectus under sections 34 and 35 of the Companies Act, 2013. Whereas section

34 imposes a criminal punishment on every person who authorises the issue of such

prospectus, section 35 more particularly includes a director of the company in the

imposition of liability for such misstatements.

Certain situations when a director will not incur any liability for mis-statements in a

prospectus are covered under exceptions provided by Section 35 (2) but no such

exception specifies that relying on the statements prepared the promoters of the

company is a valid ground for a director to escape liability for mis-statement.

Example 6: All the statements contained in a prospectus issued by a company were

literally true. It was also stated in the prospectus that the company had paid

dividends for a number of years but there was no disclosure regarding the fact that

the dividends were paid out of realised capital profits and not out of trading profits.

An allottee of shares wants to avoid the contract on the ground that the prospectus

was false in material particulars.

Answer: The non-disclosure of the fact that dividends were paid out of capital

profits is a concealment of material fact as a company is normally required fo

distribute dividend only from trading or revenue profits and under exceptional
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circumstances it can pay dividend out of capital profits. Hence, a material

misrepresentation has been made.

Accordingly, in the given case the allottee can avoid the contract of allotment of

shares.

Example 7: A prospectus issued by a company contained certain misstatements. On

becoming aware of the fact regarding misstatements in the prospectus, one of the

experts Anilesh who had earlier given his consent, forthwith gave a reasonable public

notice stating that the prospectus was issued without his knowledge and consent. Is it

possible for Anilesh to escape liability for misstatement in the prospectus?

Answer: Section 35 (2) of the Companies Act, 2013 states that no person shall be

liable under Sub-section (1) if he proves that the prospectus was issued without his

knowledge or consent, and that on becoming aware of its issue, he forthwith gave a

reasonable public notice that it was issued without his knowledge or consent.

The case of Anilesh is covered under the above exception provided by Sub-section (2)

and therefore, he will escape liability for misstatement in the prospectus

Punishment for Fraudulently Inducing Persons to Invest Money

Section 36 prescribes punishment for fraudulently inducing persons fo invest money.

The provision is stated as under:

Any person who, either knowingly or recklessly makes any statement, promise or

forecast which is false, deceptive or misleading, or deliberately conceals any material

facts, to induce another person to enter into, or to offer to enter into,-

any agreement for, or with a view to, acquiring, disposing of, subscribing for, or

underwriting securities; or

any agreement, the purpose or the pretended purpose of which is to secure a profit to

any of the parties from the yield of securities or by reference to fluctuations in the

value of securities; or

any agreement for, or with a view to obtaining credit facilities from any bank or

financial institution,

shall be liable for action under section 447.
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Note: The provisions of section 447 are given later in the chapter

Action by Affected Persons

According to Section 37, a suit may be filed or any other action may be taken under

section 34 or section 35 or section 36 by any person, group of persons or any

association of persons affected by any misleading statement or the inclusion or

omission of any matter in the prospectus.

Section 37 has paved way for class action

Class Actions - Gift of the Companies Act, 2013

Class action suit is for a group of people filing a suit against a defendant who has

caused common harm to the entire group or class. This is not like a common litigation

method where one defendant files a case against another defendant while both the

parties are available in court. In the case of class action suit, the class or the group of

people filing the case need not be present in the court and can be represented by one

petitioner. The benefit of these type of suits is that if several people have been

injured by one defendant, each of the injured person need not file a case separately

but all of the people can file one single case together against the defendant.

The need for these types of suits was first felt in the context of securities market

during the time of Satyam Scam, where a large group of persons was cheated and all

such persons had to lose their hard-earned money invested in the stock markef.

During that time, it was felt that it was not at all viable and cost effective for a small

stakeholder to file a case independently against the defendants. Millions of cheated

investors during that time formed a large group and filed the case against the

company, but since there was no available legal remedy or law which could actually

support this type of litigation initiated by a group, it became tough for those

investors o take a recourse or gain advantage from the Indian Judicial System. Class

action suits in India were so far filed under the guise of public interest litigations

Courts were free to dismiss them. These shareholders ran pillar to post right from

the National Consumer Disputes Redressal Commission up to the extent of Supreme
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Court and ultimately had their claims rejected.

Example 8: M applies for equity shares of a company on the basis of a prospectus

which contains misstatement. The shares are allotted to him, who afterwards

transfers them to N. Whether N can bring an action for a rescission on the ground of

misstatement under section 37 of the Companies Act, 2013?

Answer: No. N cannot bring an action for rescission of the contract for buying shares

from M on the ground of misstatement made in the prospectus. Section 37 of the

Companies Act, 2013 does not become applicable in such a situation.

It is noteworthy that according to Section 37, a suit may be filed or any other action

may be taken under section 34 or section 35 or section 36 only by any person, group of

persons or any association of persons affected by any misleading statement or the

inclusion or omission of any matter in the prospectus. Therefore, only M is eligible to

file a suit.

Punishment for Fraud

Section 447 describes punishment for fraud. According to it, any person who is found

to be guilty of fraud involving an amount of at least ten lakh rupees or one per cent of

the turnover of the company, whichever is lower shall be punishable with imprisonment

for a term which shall not be less than six months but which may extend to ten years

and shall also be liable to fine which shall not be less than the amount involved in the

fraud, but which may extend to three fimes the amount involved in the fraud.

It is provided that where the fraud in question involves public interest, the term of

imprisonment shall not be less than three years.

It is provided further that where the fraud involves an amount less than ten lakh

rupees or one per cent. of the turnover of the company, whichever is lower, and does

not involve public interest, any person guilty of such fraud shall be punishable with

imprisonment for a term which may extend to five years or with fine which may

extend to fifty lakh rupees or with both.
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Meaning of Certain Terms -

Fraud: The term ‘fraud' in relation fo affairs of a company or any body corporate,

includes- any act, omission, concealment of any fact, or abuse of position committed

by any person, or any other person with the connivance in any manner, with intent to

deceive, to gain undue advantage from, or to injure the interests of, the company or

its shareholders or its creditors or any other person, whether or not there is any

wrongful gain or wrongful loss;

Wrongful Gain: The term ‘wrongful gain’ means the gain by unlawful means of property

to which the person gaining is not legally entitled;

Wrongful Loss: The term ‘wrongful loss’ means the loss by unlawful means of property

to which the person losing is legally entitled.

Fine Imprisonment

i) Fraud involving less than 10 | Up to X 50 lakhs Up to 5 years
lakh rupees or 1% of Minimum 6 months;
turnover, whichever is lower & Maximum 10 Years
(public interest not involved)

ii) Fraud involving at least 10 | Minimum fine equal to Minimum 3 years; &
lakh rupees or 1% of amount of fraud; and Maximum 10 Years
turnover, whichever is lower | Maximum fine 3 times
(public interest not involved)| of amount of fraud

i) Fraud at (i) involves public | Minimum fine equal to
interest amount of fraud; &
Maximum fine 3 times

of amount of fraud

m Offer or Invitation for Subscription of Securities on Private Placement

Private Placement -

a)

A private placement is a way of raising capital that involves the issue of securities to a

relatively small number of select investors.

A private placement is different from a public issue in which securities are made

available for issue or sale on the open market to any type of investor
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Issue of Shares on Private Placement Basis -

According to Section 42, following provisions are applicable when shares are issued on

private placement basis. They are also supplemented by Rule 149 the Companies
(Prospectus and Allotment of Securities) Rules, 2014 [PAS Rules].

Applicability -

A company may, subject fo the provisions of section 42, make a private placement of

securities.

Offer to be made only to a Select Group of Persons -

A private placement shall be made only to a select group of persons who have been

identified by the Board (herein referred fo as "identified persons"), whose number

shall not exceed 50 or such higher number as may be prescribed [excluding the

qualified institutional buyers & employees of the company being offered securities

under a scheme of employees stock option in terms of provisions of clause (b) of sub-

section (1) of section 62], in a financial year subject to such conditions as may be

prescribed.

According to Rule 14 (2) of the PAS Rules, an offer or invitation to subscribe

securities under private placement shall not be made fo persons more than 200 in the

aggregate in a financial year.

It is provided that any offer or invitation made to qualified institutional buyers, or to

employees of the company under a scheme of employees’ stock option as per provisions

of clause (b) of sub-section (1) of section 62 shall not be considered while calculating

the limit of two hundred persons.

As per Explanation given in this Rule, it is clarified that the restrictions aforesaid

would be reckoned individually for each kind of security that is equity share,

preference share or debenture.

Non-applicability of Sub-rule (2): The provisions of sub-rule (2) shall not be applicable
to -

non-banking financial companies (NBFCs) which are registered with the Reserve Bank of

India; and

housing finance companies (HFCs) which are registered with the National Housing Bank;
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if they are complying with regulations made by the Reserve Bank of India or the

National Housing Bank in respect of offer or invitation to be issued on private

placement basis.

It is provided that such companies shall comply with sub-rule (2) in case the Reserve

Bank of India or the National Housing Bank have not specified similar regulations.

Manner of Issuing Private Placement Offer and Application -

A company making private placement shall issue private placement offer and application

in such form and manner as may be prescribed to identified persons, whose names and

addresses are recorded by the company in such manner as may be prescribed.

It is provided that the private placement offer and application shall not carry any right

of renunciation.

Meaning of ‘Private Placement”: As per Explanation I, the term "private placement"

means any offer or invitation to subscribe or issue of securities to a select group of

persons by a company (other than by way of public offer) through private placement

Offer-cum-application, which satisfies the conditions specified in section 42.

Meaning of 'Qualified Institutional Buyer': As per Explanation IT, the term "qualified

institutional buyer" means the qualified institutional buyer as defined in the Securities

& Exchange Board of India (Issue of Capital and Disclosure Requirements) Regulations,

2009, as amended from time to time, made under the Securities and Exchange Board

of India Act, 1992.

When a Private Placement shall be deemed to be an Offer to the Public: As per

Explanation IITI, if a company, listed or unlisted, makes an offer to allot or invites

subscription, or allots, or enters into an agreement to allot, securities to more than the

prescribed number of persons, whether the payment for the securities has been

received or not or whether the company intends to list its securities or not on any

recognised stock exchange in or outside India, the same shall be deemed to be an offer

to the public & shall accordingly be governed by the provisions of Part I of Chapter IIT.

Requirement of Special resolution: According to Rule 14 (1) of the PAS Rules, for the

purposes of sub-section (2) and sub-section (3) of section 42, a company shall not make

an offer or invitation to subscribe to securities through private placement unless the
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proposal has been previously approved by the shareholders of the company, by a special

resolution for each of the offers or invitations.

In the explanatory statement annexed to the notice for shareholders' approval, the

following disclosure shall be made:-

particulars of the offer including date of passing of Board resolution;

kinds of securities offered and the price at which security is being offered;

basis or justification for the price (including premium, if any) at which the offer or

invitation is being made;

name and address of valuer who performed valuation;

amount which the company intends to raise by way of such securities;

material terms of raising such securities, proposed time schedule, purposes or objects

of offer, contribution being made by the promoters or directors either as part of the

offer or separately in furtherance of objects; principle terms of assets charged as

securities.

As per the 2" Proviso to Rule 14 (1), sub-rule (1) shall not apply in case of offer or

invitation for non-convertible debentures, where the proposed amount to be raised

through such offer or invitation does not exceed the limit as specified in clause (c) of

sub section (1) of section 180 and in such cases relevant Board resolution under clause

(c) of sub-section (3) of section 179 would be adequate.

As per the 3™ Proviso to Rule 14 (1), in case of of fer or invitation for non- convertible

debentures, where the proposed amount to be raised through such offer or invitation

exceeds the limit as specified in clause (c) of sub-section (1) of section 180, it shall be

sufficient if the company passes a previous special resolution only once in a year for all

the offers or invitations for such debentures during the year.

As per the 4™ proviso to Rule 14(1), in case of of fer or invitation of any securities to

qualified institutional buyers, it shall be sufficient if the company passes a previous

special resolution only in a year for all the allotments to such buyers during the year.

Applicable Application Form: According to Rule 14 (3) of the PAS Rules, a private

placement offer cum application letter shall be in the form of an application in Form

PAS-4 serially numbered and addressed specifically to the person fo whom the offer is
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made and shall be sent to him, either in writing or in electronic mode, within 30 days of

recording the name of such person pursuant to section 42 (3).

Provided also that no offer or invitation of any securities under this rule shall be made

to a body corporate incorporated in, or a national of, a country which shares a land

border with India, unless such body corporate or the national, as the case may be, have

obtained Government approval under the Foreign Exchange Management (Non-debt

Instruments) Rules, 2019 and attached the same with the private placement offer cum

application letter

It is provided that no person other than the person so addressed in the private

placement offer cum application letter shall be allowed to apply through such application

form and any application not conforming to this condition shall be treated as invalid.

Maintaining of Complete Record: According to Rule 14 (4) of the PAS Rules, the

company shall maintain a complete record of private placement offers in Form PAS-5.

Timing of issue of private placement offer cum application letter: According to Rule 14

(8) of the PAS Rules, a company shall issue private placement offer cum application

letter only after the relevant special resolution or Board resolution has been filed in

the Registry.

It is provided that private companies shall file with the Registry copy of the Board

resolution or special resolution with respect to approval under clause (c) of sub- section

(3) of section 179.

Manner of Subscribing to the Private Placement Issue -

Every identified person willing to subscribe to the private placement issue shall apply in

the private placement and application issued to such person along with subscription

money paid either by cheque or demand draft or other banking channel and not by cash.

It is provided that a company shall not utilise monies raised through private placement

unless allotment is made and the return of allotment is filed with the Registrar in

accordance with sub-section (8) of Section 42.

Utilisation of Bank account: Supplementing the above sub-section (4), Rule 14(1) of the

PAS Rules provides that the payment fo be made for subscription to securities shall be

made from the bank account of the person subscribing to such securities and the
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company shall keep the record of the bank account from where such payment for

subscription has been received.

In case of joint holders, it is provided that monies payable on subscription to

securities to be held by joint holders shall be paid from the bank account of the

person whose name appears first in the application.

It is further provided that the provisions of sub-rule (5) shall not apply in case of

issue of shares for consideration other than cash.

Example 9: Ruhi and her younger brother Sohit were offered jointly 1000 equity shares

of X 100 each by Soumya Software Private Limited under the issue of shares on private

placement basis. From whose account the company is required to take subscription

money for 1000 equity shares?

Answer: According to the first Proviso of Rule 14 (5) of the PAS Rules, monies payable

on subscription to securities to be held by joint holders shall be paid from the bank

account of the person whose name appears first in the application. It is presumed that

Ruhi's name appears first in the application and therefore, the subscription of

% 1,00,000 shall be payable by her from her account. It is obligatory for the company ta

ensure that the money is paid from her bank account and not from the bank account of

her younger brother Sohit.
Limit on Fresh Offer -

No fresh offer or invitation under this section shall be made unless the allotments with

respect to any offer or invitation made earlier have been completed or that offer or

invitation has been withdrawn or abandoned by the company.

It is provided that subject to the maximum number of identified persons under sub-

section (2) of section 42, a company may, at any time, make more than one issue of

securities o such class of identified persons as may be prescribed.

Time Limit for Allotment of Securities -

A company making an offer or invitation under this section shall allot its securities

within sixty days from the date of receipt of the application money for such securities

and if the company is not able to allot the securities within that period, it shall repay
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the application money to the subscribers within fifteen days from the expiry of sixty

days and if the company fails to repay the application money within the aforesaid

period, it shall be liable to repay that money with interest at the rate of twelve per

cent per annum from the expiry of the sixtieth day.

It is provided that the monies received on application under this section shall be kept in

a separate bank account in a scheduled bank and shall not be utilised for any purpose

other than -

for adjustment against allotment of securities; or

b)

for the repayment of monies where the company is unable to allot securities.

()

Prohibition on Public Advertisement -

No company issuing securities under this section shall release any public advertisements

or utilise any media, marketing or distribution channels or agents to inform the public af

large about such an issue.

(8)

Filing of Return of Allotment -

A company making any allotment of securities under this section, shall file with the

Registrar a return of allotment within fifteen days from the date of the allotment in

such manner as may be prescribed, including a complete list of all allottees, with their

full names, addresses, number of securities allotted and such other relevant

information as may be prescribed.

As regards Return of Allotment, Rule 14 (6) of the PAS Rules states that a return of

allotment of securities under section 42 shall be filed with the Registrar within 15 days

of allotment in Form PAS-3 and with the fee as provided in the Companies (Registration

Offices and Fees) Rules, 2014 along with a complete list of all the allottees containing-

the full name, address, Permanent Account Number & E-mail ID of such security holder;

the class of security held;

the date of allotment of security;

the number of securities held, nominal value and amount paid on such securities, and

particulars of consideration received if the securities were issued for consideration

other than cash.
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(9)

Default in Filing the Return of Allotment -

If a company defaults in filing the return of allotment within the period prescribed

under sub-section (8), the company, its promoters and directors shall be liable to a

penalty for each default of one thousand rupees for each day during which such default

continues but not exceeding twenty-five lakh rupees.

Punishment for Contravening the Private Placement Provisions -

Subject to sub-section (11), if a company makes an offer or accepts monies in

contravention of section 42, the company, its promoters and directors shall be liable

for a penalty which may extend to the amount raised through the private placement or

fwo crore rupees, whichever is lower, and the company shall also refund all monieswith

interest as specified in sub-section (6) to subscribers within a period of thirty days of

the order imposing the penalty.

Deemed Public Offer -

Notwithstanding anything contained in sub-section (9) and sub-section (10), any private

placement issue not made in compliance of the provisions of sub-section (2) shall be

deemed to be a public offer and all the provisions of this Act and the Securities

Contracts (Regulation) Act, 1956 and the Securities and Exchange Board of India Act,

1992 shall be applicable.
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4-_ Share Capital & Debentures

Introduction

Finance, the lifeblood for running the affairs of a company, can be raised, inter- alia,

by issuing shares and debentures. In fact, shares and debentures are financial

instruments which help in arranging funds for the company. Under the Companies Act,

2013, they are jointly referred to as "securities”.

Shares represent ownership interest in a company with entrepreneurial risks and

rewards whereas debentures depict lenders’ interest in the company with limited risks

and returns.

Sometimes, after the issue of capital, a company may either alter or reduce the share

capital depending upon the exigencies of the situation. The company has to follow the

requisite provisions for alteration or reduction of share capital.

Both the shares and debentures are presented in the Balance Sheet on the liabilities

side of the issuer company and on the assets side of the investor and lender

respectively.

Legal provisions relating fo these instruments are covered under Chapter IV of the

Companies Act, 2013 (comprising sections 43 to 72) and the Companies (Share Capital

& Debentures) Rules, 2014 as amended from time to time along with endorsement in

the company formation documents or approved at the suitable company forum,

wherever necessary.

Kinds of Share Capital

Definition of Share and Stock -

Section 2(84) defines share as a share in the share capital of a company & includes

stock.

The share capital of a company is divided into small units having a certain face value.

Each such unit is termed as share.

Example 1: Sun Bakers Limited has authorised share capital of X 50.00 lacs. The face

value of each unit of capital or 'share’ is X 10. In this case, it can be said that the

company has 5.00 lacs shares of X 10 each. When these shares (either in part or whole)

are allotted to various persons, they, on the date of allotment, become shareholders of
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the company.

The definition of 'share’ states that the term ‘share’ includes 'stock’. If a company

undertakes to aggregate the fully paid up shares of various members as per their

requests and merge those shares into one fund, then such fund is called 'stock’. In

simple words we can say that 'stock’ is a collection or bundle of fully paid-up shares.

According to Section 61 (1) (¢), a limited company having a share capital, after

completing certain formalities, can convert all or any of its fully paid-up shares into

stock, and reconvert that stock into fully paid-up shares of any denomination. Stock is

stated in lump sum whereas a 'share’ being the smallest unit is having face value.

Originally shares are issued to the shareholders while in case of stock, the fully paid-up

shares of the members are converted into 'stock’ afterwards. Thus 'stock’ is not issued

originally but is obtained by conversion of fully paid-up shares.

Following diagram depicts kinds of share capital -

Kinds of Share Capital

A
- N

Equity Share Capital —| Preference Share Capital
v ¥ !
With H  With differential Carries preferential right
voting || rights as to dividend, | {

rights | voting or otherwise | |y r.t. payment of dividend & repayment |
of capital at time of winding up

Two Kinds of Share Capital:

Broadly, there are two kinds of share capital of a company limited by shares:

e Equity share capital

e Preference share capital.

The Act defines preference share capital as instruments which have preferential

right to dividend payment (absolute/fixed or ad-valorem/ %) and preferential

repayment during winding up of the company. These shareholders can also participate

in equity pool post the preferential entitlements.

Shares which are not preference shares are termed as equity shares.
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Equity shares are further classified as plain vanilla (same voting rights) or

differential equity shares (differential with respect to dividend or voting rights or

otherwise).

According to Section 43, the share capital of a company limited by shares shall be of

two kinds, namely:—

equity share capital -

i) with voting rights; or

i) with differential rights as to dividend, voting or otherwise in accordance with

such rules as may be prescribed; and

preference share capital

Note: Nothing contained in this Act shall affect the rights of the preference

shareholders who are entitled to participate in the proceeds of winding up before the

commencement of this Act.

Explanation—For the purposes Section 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 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 fo 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 fo the payment of any fixed premium or premium on any

fixed scale, specified in the memorandum or articles of the company;

capital shall be deemed to be preference capital, notwithstanding that it is entitled

to either or both of the following rights, namely:—

a) that in respect of dividends, in addition to the preferential rights to the amounts

specified in sub-clause (a) of clause (ii), it has a right to participate, whether fully

or to a limited extent, with capital not entitled to the preferential right aforesaid;
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b) that in respect of capital, in addition to the preferential right to the repayment,

on a winding up, of the amounts specified in sub-clause (b) of clause (ii), it has a

right to participate, whether fully or to a limited extent, with capital not entitled

to that preferential right in any surplus which may remain after the entire capital

has been repaid.

Equity Shares with Differential Rights
Rule 4 of the Companies (Share capital and Debenture) Rules, 2014 contains

provisions which need to be followed while issuing equity shares with differential

rights. These are stated as under:

Conditions for the issue of equity shares with differential rights -

According to Rule 4 (1), a company limited by shares may issue equity shares with

differential rights as to dividend, voting or otherwise, if it complies with the

following conditions, namely:

the articles of association of the company authorizes the issue of shares with

differential rights;

the issue of shares is authorized by an ordinary resolution passed at a general

meeting of the shareholders.

Where the equity shares of a company are listed on a recognized stock exchange,

the issue of such shares shall be approved by the shareholders through postal ballot;

the voting power in respect of shares with differential rights of the company shall

not exceed seventy-four per cent of total voting power including voting power in

respect of equity shares with differential rights issued at any point of time;

Omitted;

the company has not defaulted in filing financial statements and annual returns for

three financial years immediately preceding the financial year in which it is decided

to issue such shares;

the company has no subsisting default in the payment of a declared dividend to its

shareholders or repayment of its matured deposits or redemption of its preference

shares or debentures that have become due for redemption or payment of inferest
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on such deposits or debentures or payment of dividend;

the company has not defaulted in payment of the dividend on preference shares or

repayment of any tferm loan from a public financial institution or State level financial

institution or scheduled Bank that has become repayable or interest payable thereon

or dues with respect to statutory payments relating to its employees to any

authority or default in crediting the amount in Investor Education and Protection

Fund to the Central Government;

It is provided that a company may issue equity shares with differential rights upon

expiry of five years from the end of the financial Year in which such default was

made good.

the company has not been penalized by Court or Tribunal during the last three years

of any offence under the Reserve Bank of India Act, 1934 (RBI), the Securities and

Exchange Board of India Act, 1992 (SEBI), the Securities Contracts Regulation Act,

1956 (SCRA), the Foreign Exchange Management Act, 1999 (FEMA) or any other

special Act, under which such companies being regulated by sectoral regulators.

Contents of Explanatory statement -

Rule 4 (2) states that the explanatory statement to the annexed fo the notice of

the general meeting or of a postal ballot shall contain various matters like

particulars of the issue including its size, details of differential rights, etc.

Restriction on conversion of equity share capital with voting rights into equity share

capital carrying differential voting rights -

Rule 4 (3) specifies that the company shall not convert its existing equity share

capital with voting rights into equity share capital carrying differential voting

rights and vice versa.

Disclosure in the Board's Report -

According to Rule 4 (4), the Board of Directors shall, inter-alia, disclose the

specified particulars in the Board's Report for the financial year in which the issue of

equity shares with differential rights was completed.

Rights to the holders of the equity shares with differential rights -

Rule 4 (5) states that the holders of the equity shares with differential rights shall
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enjoy all other rights such as bonus shares, rights shares, efc., which the holders of

equity shares are entitled to, subject to the differential rights with which such

shares have been issued.

Particulars of shares to be maintained in the register of members -

Rule 4 (6) provides that where a company issues equity shares with differential

rights, the Register of Members maintained under section 88 shall contain all the

relevant particulars of the shares so issued along with details of the shareholders.

Section 43 shall not apply to a -

private company, where memorandum or articles of association of the private

company so provides. However, the exemption shall be applicable to a private company

which has not committed a default in filing its financial statements under section 137
or annual return under section 92 with the Registrar. (Notification No. GSR 464 (E),
dated 5th June, 2015 as amended by Notification No. GSR 583 (E), dated 13th June,
2017.)

Specified IFSC Public Company, where memorandum of association or articles of

association of such company provides for it. - (Notification No. GSR 8 (E), dated 4th
January, 2017.)

m Certificate of Shares

A certificate of shares is required when shares are issued in physical form. Section

46 contains provisions which regulate certificate of shares. They are stated as

under:

Share According to section 46 (1), a certificate, issued under the common

Certificate| seal (Now it is optional for a company to have a common seal in terms of

is prima Proviso - inserted by the Companies (Amendment) Act, 2015), if any, of

facie the company or signed by 2 directors or by a director & the Company

evidence | Secretary, wherever the company has appointed a Company Secretary,

of title specifying the shares held by any person, shall be prima facie evidence

of the title of the person to such shares.
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Issue of

Section 46 (2) states that a duplicate certificate of shares may be

Duplicate

issued, if such certificate —

Certificate

a) is proved to have been lost or destroyed; or

b) has been defaced, mutilated or torn & is surrendered to the

company.

Manner of

According to section 46 (3), notwithstanding anything contained in

Issue of

the articles of a company, the manner of issue of a certificate of

Certificates/

shares or the duplicate thereof, the form of such certificate, the

Duplicate

particulars to be entered in the register of members and other

certificates

matters shall be such as may be prescribed

Shares held

According to Section 46 (4), where a share is held in depository

in Depository

form, the record of the depository is the prima facie evidence

Form

of the interest of the beneficial owner.

Punishment

As per Section 46 (5), if a company with intent fo defraud issues a

for issuing

duplicate certificate of shares, the punishment shall be as under:

Duplicate

a) the company shall be punishable with fine which shall not be less

Certificate

than five times the face value of the shares involved in the issue

of Shares

of the duplicate certificate but which may extend to ten times the

with intent

face value of such shares or rupees ten crores whichever is

to Defraud

higher; and

b) every officer of the company who is in default shall be liable for

action under section 447

Physical entitlement o a particular portion of share capital is prima facie

evidenced by way of a share certificate which has to be:

distinctively numbered; and

issued under common seal of the company or signed by fwo directors or by a

director and the Company Secretary, wherever the company has appointed a Company

Secretary.

In case the company is required to issue duplicate certificates, it can do so after
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following the procedure prescribed in Rule 6 of the Companies (Shares & Debentures)
Rules, 2014,

The aforesaid requirements are not applicable in case of dematerialised shares or

shares held in electronic form with any depository. In such a case, records of the

depository will be treated as prima facie evidence of the interest of the beneficial

owner.

Dematerialisation (in short ‘Demat’) of Securities - After the depositories started

functioning in India, the listed shares are required to be held in electronic form. Even

banks and financial institutions insist for demat of securities for creation of charge.

Now, Rule 9A (inserted w.e.f. 2-10-2018) of the Companies (Prospectus and

Allotment of Securities) Rules, 2014, requires every unlisted public company to issue

the securities only in dematerialised form and also facilitate dematerialisation of all

its existing securities.

According to Rule 9A (3), every holder of securities of an unlisted public company,

who intends to transfer such securities on or after 2nd October, 2018, shall get

such securities dematerialised before the transfer; or

who subscribes to any securities of an unlisted public company (whether by way of

private placement or bonus shares or rights offer) on or after 2nd October, 2018

shall ensure that all his existing securities are held in dematerialized form before

such subscription.

Rule 9A (11) states that Rule 9A shall not apply to an unlisted public company which is:
a Nidhi;

a Government company: or

a wholly owned subsidiary.

It is to be noted that only unlisted public companies (subject to exceptions) are

covered by Rule 9A and therefore, it is not necessary for a private limited company

to get its securities dematerialized

At present, there are two depositories available in India i.e. NSDL and CDSL. Various

depository participants (DPs) are linked to them. Dematerialised securities are held

by the investors in their respective accounts with the DP which keeps a track of
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transfer, transmission, charge creation etc. There are necessary enabling legal

enactments to facilitate all such procedures.

It is noteworthy to observe that the share certificates issued by a company are

comparable with the currency notes issued by the Central Bank i.e. Reserve Bank of

India. Therefore, strict penal provisions are in existence against fraudulent

activities. In such cases, the wrong-doer company and every officer who is in default

are punishable under Section 447.

Voting Rights

Voting rights of = —— Voting rights of members Proportion of

members holding holding preference 7 voting rights

—

equity share capital share capital

Section 47 governs the voting rights of the members of a company. The provisions

of Section 47 are stated as under:

Voting Rights | Section 47 (1) states that subject to the provisions of section 43,

of Members | section 50 (2) and section 188 (1) -

holding Equity| a) every member of a company limited by shares and holding equity

Share Capital share capital therein, shall have a right to vote on every

resolution placed before the company; and

b) his voting right on a poll shall be in proportion to his share in the

paid-up equity share capital of the company.

(In case of Nidhis, Section 47 (1) (b) shall apply, subject to the

modification that no member shall exercise voting rights on poll in

excess of 5%, of total voting rights of equity shareholders.)

Voting Rights | According to Section 47 (2), every member of a company limited by

of Members [ shares who is holding any preference share capital shall, in respect

holding of such capital, have -

Preference |a) aright to vote only on resolutions placed before the company

Share Capital which directly affect the rights attached to his preference

shares, and
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b) a right to vote on any resolution for the winding up of the company, or

for the repayment or reduction of its equity or preference share

capital.

and his voting right on a poll shall be in proportion to his share in the

paid-up preference share capital of the company.

Provided that, proportion of the voting rights of equity shareholders to

the voting rights of the preference shareholders shall be in the same

proportion as the paid-up capital in respect of the equity shares bears

to the paid-up capital in respect of the preference shares.

Provided further that, where the dividend in respect of a class of

preference shares has not been paid for a period of 2 years or more,

then such class of preference shareholders shall have a right to vote on

all the resolutions placed before the company.

From the above provisions, it is clear that in case of equity shares other than equity

shares with differential voting rights, each shareholder is entitled to vote on any

resolution placed before the company i.e., in the Annual General Meeting (AGM) or

Extra-ordinary General Meeting (EGM) of the members of the company. The voting

right shall be proportionate to the paid-up capital of the class of shares involved.

Though the preference shareholders have limited voting rights but they shall have a

right to vote on all the resolutions placed before the company if the dividend has not

been paid to them for a period of two years or more. Similarly, they have a right to

vote on any resolution for the winding up of the company or for the repayment or

reduction of company's equity or preference share capital.

Exemption to a Private Company -

Section 47 shall not apply to a private company, where memorandum or articles of

association of the private company so provides. However, the exemption shall be

applicable to a private company which has not committed a default in filing its

financial statements under section 137 or annual return under section 92 with the

Registrar. Thus, Private company could be more innovative in terms of voting rights
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if permitted by their Articles of Association.

In case of Nidhis, Section 47 (1) (b) shall apply, subject to the modification that no

member shall exercise voting rights on poll in excess of five per cent, of total voting

rights of equity shareholders.

Voting Rights

A
_ Y

Equity Shares Preference Shares

¥
On every resolution placed » In proportion of paid-up capital
before the company >

Dividend not paid for 2 years

y L] — or more
Normal Equity shares having
v | Differential Rights Winding Up
In proportion ¥
of paid-up | _|As defined in Articles/

capital Terms of issue

m Variation of Shareholders’ Rights

In case share capital of a company is divided into different classes of shares, it may

— Directly affecting interest

sometimes be necessary for it to amend the rights attached to one or more classes

of shares. Section 48 deals with such a situation and regulates the variations of

shareholders’ rights as under:

Variation in | where a share capital of the company is divided into different classes

Rights of of shares, the rights attached to the shares of any class may be

Shareholders| varied with the consent in writing of the holders of not less than

with Consent | three-fourths of the issued shares of that class or by means of a

special resolution passed at a separate meeting of the holders of the

issued shares of that class,—

a) if provision with respect to such variation is contained in the

memorandum or articles of the company:; or

b) in the absence of any such provision in the memorandum or

articles, if such variation is not prohibited by the terms of issue
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of the shares of that class.

No Consent

where the holders of not less than ten per cent of the issued shares

given for

of a class did not consent to such variation or vote in favour of the

Variation

special resolution for the variation, they may apply to the Tribunal

to have the variation cancelled, and where any such application is

made, the variation shall not have effect unless and until it is

confirmed by the Tribunal.

Provided that an application under this section shall be made within

21 days after the date on which the consent was given or the

resolution was passed, as the case may be, and may be made on behalf

of the shareholders entitled fo make the application by such one or

more of their number as they may appoint in writing for the purpose.

Decision of

The decision of the Tribunal on any application under sub-section

Tribunal

(2) shall be binding on the shareholders.

Filing of

The company shall, within 30 days of the date of the order of the

copy of order

Tribunal, file a copy thereof with the Registrar.

with Registrar

-

Special Resolution at
such class of issued share meeting of such class of
capital holders shareholders

S

v~
Authorised by MOA and AOA
If not authorised by MOA or AOA then must not be

prohibited by terms of issue of such class
If variation affects right of other

If shareholders voting against resolution or

not giving consent are 10% or more

l Within 21 Days
Apply to Tribunal

Time : Suo Motu

Order by Tribunal Final and non-
questionable binding on all

shareholders
Within 30 Days

Filing of order of : §
tribunal with ROC
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Calls on Shares of Same Class to be made on Uniform Basis |

When the shares are partly paid-up, the company issuing them can make calls, asking

the shareholders to pay the amount ‘called up’ in respect of such partly paid-up

shares.

As per Section 49, these calls have to be uniformly made and there should be no

differentiation for a given class of shareholders.

As per Explanation to Section 49, shares of the same nominal value on which

different amounts have been paid-up shall not be deemed to fall under the same

class (i.e. the provision is not applicable in case where different amounts are paid for

a same class of shares).

1)

m Company to Accept Unpaid Share Capital, although not Called Up

a company may, if so authorised by its articles, accept from any member, the whole

or a part of the amount remaining unpaid on any shares held by him, even if no part

of that amount has been called up (i.e. if authorised by the articles, a company is

permitted to keep advance subscription or call money received in advance).

(2)

However, a member of a company limited by shares shall have no voting right in

respect of the ‘advance amount’ paid by him on 'calls’ till the amount is duly called up.

m Payment of Dividend in Proportion to Amount Paid-Up

According to Section 51, the company is permitted to pay dividends in proportion to

the amount paid-up on each share, if so authorised by the articles.

In other words, advance payment will not lead to increased voting rights but delayed

payment of call money could be the reason of decreased voting rights.

Example 2: Moon Star Machineries Limited is authorised by its articles to accept the

whole or any part of the amount of remaining unpaid calls from any member even if

no part of that amount has been called up by it. 'Anand’, a shareholder, deposits in

advance the remaining amount due on his partly paid-up shares without any calls

being made by the company.
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In view of the authorisation given by the Articles, Moon Star Machineries Limited is

permitted to accept the advance amount received on unpaid calls from Anand. In

other words, this is a valid transaction.
Example 3: Coriander Masale Limited has issued 10,00,000 equity shares of X 10

each on which X 6 per share has been called till allotment and the first and final call

of X 4 is yet to be made. Reena holds 10,000 shares on which she has paid whole of

X 10 per share. In the upcoming extra-ordinary general meeting of the company she

wants to exercise her voting rights as the owner of fully paid-up shares. However,

the company cannot permit her as she does not have voting right in respect of the

‘advance amount’ paid by her in respect of first and final call. The restriction will

continue till the amount is duly called up by the company.

Issue of Shares at Premium or Discount

Under the concepts of financial management, fair value of a share may be equal to,

less than or more than its face value. If a share is issued to the new investors at a

price lower than the fair value then the existing shareholders are likely to make an

objection. Also, issuing a share at a value more than or less than the fair value may

have adverse consequences under the Income Tax Act or under the Foreign
Exchange Management Act (FEMA).

When a company issues shares at a price higher than their face value, the shares are

said to be issued at premium and the differential amount is termed as premium.

Example 4: A share having face value of X 10 is issued at a price of X 14. The amount

over and above the face value of X 10 is called premium.

Where the issue price is lower than the face value of the shares, such issue of

shares is regarded as being issued at discount and the differential amount is known

as discount.

Example 5: A share having face value of X 5 is issued at a lower price of X 4. The

differential amount of X 1 is known as discount which is being allowed by the company.

There are precautionary provisions covered in Sections 52 & 53 for both these

scenarios (i.e. premium or discount) to safeguard issuer company & its stakeholders.

CA Aukila Palui




4-_ Share Capital & Debentures

B Application of Premiums Received on Issue of Shares |

(1)

Where a company issues shares at a premium, whether for cash or otherwise, a sum

equal to the aggregate amount of the premium received on those shares shall be

transferred fo a "securities premium account”. Further, the provisions of the

Companies Act, 2013 relating to reduction of share capital (which are very stringent)

of a company shall, except as provided in this section, apply as if the securities

premium account were the paid-up share capital of the company.

Application of Securities Premium Account -

The securities premium account may be applied by the company -

towards the issue of unissued shares of the company to the members of the company

as fully paid bonus shares;

in writing of f the preliminary expenses of the company:;

in writing off the expenses of, or the commission paid or discount allowed on, any

issue of shares or debentures of the company;

in providing for the premium payable on the redemption of any redeemable

preference shares or of any debentures of the company; or

for the purchase of its own shares or other securities under section 68.

Prescribed Class of Companies are permitted to apply Securities Premium Account -

The securities premium account may be applied by such class of companies, as may be

prescribed and whose financial statement comply with the accounting standards

prescribed for such class of companies under Section 133:

in paying up unissued equity shares of the company to be issued fo members of the

company as fully paid bonus shares; or

in writing off the expenses of or the commission paid or discount allowed on any

issue of equity shares of the company; or

for the purchase of its own shares or other securities under section 68
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Prohibition on Issue of Shares at Discount

A company is prohibited from issuing shares at a discount if it does not follow the

provisions of Section 53.

(1)

According to Section 53 (1), a company shall not issue shares at a discount, except as

provided in Section 54.

Note: Section 54 contains provisions for the issue of ‘Sweat Equity Shares'.

(2)

Section 53 (2) states that any share issued by a company at a discount shall be void.

Exception: Section 53 (2A) states that notwithstanding anything contained in sub-

sections (1) and (2), a company may issue shares at a discount to its creditors when

its debt is converted into shares in pursuance of any statutory resolution plan or

debt restructuring scheme in accordance with any guidelines or directions or

regulations specified by the Reserve Bank of India under the Reserve Bank of India

Act, 1934 or the Banking (Regulation) Act, 1949.

(3)

According to Section 53 (3), where any company fails to comply with the provisions

of Section 53, such company and every officer who is in default shall be liable to a

penalty which may extend to an amount equal fo the amount raised through the issue

of shares at a discount or five lakh rupees, whichever is less, and the company shall

also be liable to refund all monies received with interest at the rate of twelve per

cent per annum from the date of issue of such shares to the persons to whom such

shares have been issued.

It is o be noted that the restrictions mentioned in Sections 52 and 53 apply only in

respect of issue of shares (either equity or preference shares) but not to the issue

of any debt related products like bonds or debentures whose pricing is mostly

governed by YTM (yield to maturity) considerations.

Issue of Sweat Equity Shares

Sweat equity shares are issued to keep the employees of a company motivated by

making them partner in the growth of the company.

Meaning of 'sweat equity shares': As per Section 2 (88), the term 'sweat equity

shares' means such equity shares as are issued by a company to ifs directors or
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employees at a discount or for consideration, other than cash, for providing their

know-how or making available rights in the nature of intellectual property rights or

value additions, by whatever name called.

Issue of 'sweat equity shares': Section 54 mentions the provisions which need to be

adhered to by a company if it desires to issue sweat equity shares.

Conditions

According to Section 54 (1), a company may issue sweat equity

shares of a class of shares already issued, if the following conditions

are fulfilled, namely—

a) the issue is authorised by a special resolution passed by the

company;

b) the resolution specifies the number of shares, the current market

price, consideration, if any, and the class or classes of directors

or employees to whom such equity shares are to be issued:;

c) Omitted

d) where the equity shares of the company are listed on a recognised

stock exchange, the sweat equity shares are issued in accordance

with the regulations made by the Securities and Exchange Board

in this behalf and if they are not so listed, the sweat equity

shares are issued in accordance with Rule 8 of the Companies

(Share and Debentures) Rules, 2014.

Sweat equity

According to Section 54 (2), the rights, limitations, restrictions and

shareholders

provisions as are for the time being applicable to equity shares shall

to rank pari

be applicable to the sweat equity shares issued under Section 54 and

passu with

the holders of such shares shall rank pari passu with other equity

other equity

shareholders.

shareholders

Some of the important provisions contained in Rule 8 of the Companies (Share and

Debentures) Rules, 2014, are stated as under:

Meaning of Employeel3: "Employee” means-

a permanent employee of the company who has been working in India or outside

CA Aukifu Patui




Share Capital & Debentures 4.

India; or

a director of the company, whether a whole- time director or not; or

an employee or a director as defined in sub-clauses (a) or (b) above of a subsidiary, in

India or outside India, or of a holding company of the company;

Meaning of 'Value additions’ -

The expression 'Value additions’ means actual or anticipated economic benefits

derived or to be derived by the company from an expert or a professional for

providing know-how or making available rights in the nature of intellectual property

rights, by such person to whom sweat equity is being issued for which the

consideration is not paid or included in the normal remuneration payable under the

contract of employment, in the case of an employee.

Validity of Special Resolution -

According to Rule 8 (3), the special resolution authorising the issue of sweat equity

shares shall be valid for making the allotment within a period of not more than twelve

months from the date of passing of the special resolution.

Limit on issue of Sweat Equity Shares -

According to Rule 8 (4), a company shall not issue sweat equity shares for more than

fifteen per cent of the existing paid up equity share capital in a year or shares of the

issue value of rupees five crores, whichever is higher.

It is provided that the issuance of sweat equity shares in the Company shall not

exceed twenty-five per cent of the paid-up equity capital of the Company at any time.

However, in case of a startup company, it is provided that it may issue sweat equity

shares not exceeding fifty per cent of its paid-up capital up to five years (ten years

w.e.f. 05-06-2020) from the date of its incorporation or registration.

Lock-in Period -

Rule 8 (5) states that the sweat equity shares issued to directors or employees shall

be locked in/non-transferable for a period of 3 years from the date of allotment.

Valuation of Sweat Equity Shares -

Rule 8 (6) mentions that the sweat equity shares to be issued shall be valued at a

price defermined by a registered valuer as the fair price giving justification for such
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valuation.

Valuation of IPR/know-how/value additions to be done by a Registered Valuer -

According to Rule 8 (7), the valuation of intellectual property rights or of know how

or value additions for which sweat equity shares are to be issued, shall be carried

out by a registered valuer, who shall provide a proper report addressed fo the Board

of directors with justification for such valuation.

Treatment of non-cash consideration -

According to Rule 8 (9), where the sweat equity shares are issued for a non-cash

consideration on the basis of a valuation report in respect thereof obtained from

the registered valuer, such non-cash consideration shall be treated in the following

manner in the books of account of the company:

where the non-cash consideration takes the form of a depreciable or amortizable

asset, it shall be carried to the balance sheet of the company in accordance with the

accounting standards; or

where clause (a) is not applicable, it shall be expensed as provided in the accounting

standards.

Disclosure in the Directors’ Report -

Rule 8 (13) states that the Board of Directors shall, inter alia, disclose in the

Directors' Report for the year in which such shares are issued, the specified details

of issue of sweat equity shares.

Maintenance of Register -

According to Rule 8 (14), the company shall maintain a Register of Sweat Equity

Shares in Form No. SH. 3. It shall be maintained at the registered office of the

company or such other place as the Board may decide.
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Section 52 - Premium J Section 53 - Discount Companies covered u/s 133 ﬁ
m [ @onus Shares ‘ 1) Bonus Shares

[z) Disc on issue of S/D ‘ |2) Preliminary Expenses

IP=FV IP > FV IP < FV M= BN e
Y 4) Discount on issue of
m Discount Shares/ Debentures
Exception: .
‘ Sweat Equity Shares Preliminary Bonus Shares ko

to its creditors when its debt is converted into shares in pursuance of any statutory resolution Discount peya Premium pe
plan/debt restructuring scheme Buyback Karu

B Issue and Redemption of Preference Shares

Types of Preference Shares

v v

On the basis of On the basis of On the basis of
Dividend payout convertibility to shares redeemability

v v v

a) Cumulative a) Convertible a) Redeemable

b) Non-cumulative (mandatorily or b) Irredeemable

c) Participatory optionally: partially (Cannot be

d) Non- or fully) issued)
participatory b) Non-convertible

Section 55 contains provisions for regulation of issue and redemption of preference

shares. These are stated as under:

Company to issue only Redeemable Preference Shares -

A company limited by shares shall not issue any preference shares which are

irredeemable.

Time Period within which Preference Shares are to be redeemed -

A company limited by shares may, if so authorised by its articles, issue preference

shares which are liable to be redeemed within a period not exceeding twenty years

from the date of their issue subject to such conditions as are prescribed in Rule 9 of
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the Companies (Share Capital and Debentures) Rules, 2014. These conditions are

mentioned as under:

Requirement of Special Resolution and Condition of no Default: According to Rule 9 (1),

the issue of preference shares has to be authorized by passing a special resolution in

the general meeting of the company. Further, at the time of such issue of preference

shares, the company should not have subsisting default in the redemption of

preference shares issued either before or after the commencement of this Act or in

payment of dividend due on any preference shares.

Maintenance of Register: Rule 9 (4) requires that if a company issues preference

shares, the Register of Members maintained under Section 88 shall contain the

particulars in respect of such preference shareholder(s).

Provided that A company may issue preference shares for a period exceeding twenty

years (but not exceeding thirty years) for infrastructure projects, subject to the

redemption of 10% of such preference shares beginning 21st year onwards or earlier,

on proportionate basis, at the option of such preferential shareholders.

Provided further that -

Preference Shares to be redeemed out of the Profits only - No such shares shall be

redeemed except out of the profits of the company which would otherwise be available

for dividend or out of the proceeds of a fresh issue of shares made for the purposes

of such redemption.

Only fully paid Preference Shares are to be redeemed - No such shares shall be

redeemed unless they are fully paid.

Transfer to CRR Account - Where such shares are proposed to be redeemed out of the

profits of the company, there shall, out of such profits, be transferred, a sum equal to

the nominal amount of the shares to be redeemed, to a reserve, to be called the

Capital Redemption Reserve (CRR) Account, and the provisions of this Act relating to

reduction of share capital of a company shall, except as provided in this section, apply as

if the Capital Redemption Reserve Account were paid-up share capital of the company.

Example 6: During the current financial year, the Board of Directors of Vintee

Lifestyles Garments Limited is fo undertake redemption of 20,000 preference shares
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of X 100 each at a premium of X 20 per share. It is made out by the Accounts

Department that the profits are sufficient to meet the ensuing liability arising out of

redemption of preference shares at premium.

In this case, the amount that needs to be transferred to Capital Redemption Reserve

(CRR) account, if preference shares are redeemed at a premium out of profits which

are otherwise available for dividend, is X 20,00,000 being the sum equal to the nominal

amount of the preference shares to be redeemed. There is no need to transfer to CRR

account any amount paid towards premium.

Payment of Premium in case of prescribed Class of Companies: In case of such class of

companies, as may be prescribed and whose financial statement comply with the

accounting standards prescribed for such class of companies under section 133, the

premium, if any, payable on redemption shall be provided for out of the profits of the

company, before the shares are redeemed.

Provided also that, premium, if any, payable on redemption of any preference shares

issued on or before the commencement of this Act by any such company shall be

provided for out of the profits of the company or out of the company's securities

premium account, before such shares are redeemed.

In a case not meeting above criteria, the premium, if any, payable on redemption shall

be provided for out of the profits of the company or out of the company's securities

premium account, before such shares are redeemed.

Issue of further Redeemable Preference Shares if a Company is unable to redeem

existing preference shares or pay dividend -

According to Section 55 (3), where a company is not in a position fo redeem any

preference shares or to pay dividend, if any, on such shares in accordance with the

terms of issue (such shares hereinafter referred to as unredeemed preference

shares), it may—

with the consent of the holders of three-fourths in value of such preference shares, &

with the approval of the Tribunal on a petition made by it in this behalf,

issue further redeemable preference shares equal o the amount due, including the

dividend thereon, in respect of the unredeemed preference shares, and on the issue
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of such further redeemable preference shares, the unredeemed preference shares

shall be deemed to have been redeemed.

It is provided that the Tribunal shall, while giving approval under this sub-section,

order the redemption forthwith of preference shares held by such persons who have

not consented to the issue of further redeemable preference shares.

Note: According to the Explanation given, the issue of further redeemable preference

shares or the redemption of preference shares under this section shall not be deemed

to be an increase or, as the case may be, a reduction, in the share capital of the

company.
Utilisation of CRR Account -
According to Section 55 (4), the capital redemption reserve account may be applied by

the company in paying up unissued shares of the company to be issued fo members of

the company as fully paid bonus shares.

Irredeemable preference shares are not allowed to be issued

o

Normally preference shares Exceptional cases
shall be redeemable Redemption

Redemption of Debentures

I J, ) l ) l

No Only Fully Redemption Creation of Redemption Notice to
approval is paid up out of free CRR upto Premium out ROC in 30
required in shares can be reserves or nominal of free reserve days in

AOA redeemed fresh issue of value of or share Form SH7
shares redemption premium with MOA

Transfer and Transmission of Securities

Section 56 deals with the transfer and transmission of securities or interest of a

member in the company.

Requirement |e According to Section 56(1), a company shall not register a tfransfer

for Registering| of securities of the company, or the interest of a member in the

the Transfer company in the case of a company having no share capital, unless a

of Securities proper instrument of fransfer in the prescribed form (As per Rule
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11 (1), Form No. SH-4 is to be used, in case securities are held in physical

form.), duly stamped, dated and executed by or on behalf of transferor &

the transferee (except where the transfer is between persons both of

whose names are entered as holders of beneficial interest in the records

of a depository), specifying the name, address & occupation, if any, of the

transferee, has been delivered to the company by the transferor or the

transferee within a period of 60 days from the date of execution, along

with the certificate relating to the securities, or if no such certificate is

in existence, along with the letter of allotment of securities.

Where Instrument of Transfer lost/not delivered - First proviso to

section 56(1) states that where the instrument of transfer has been lost

or the instrument of transfer has not been delivered within the prescribed

period, the company may register the transfer on such terms as to

indemnity as the Board may think fit.

Instrument of Transfer not required in case of Bonds issued by a

Government Company - It is provided that the provisions of this sub-

section [i.e. section 56(1)], in so far as it requires a proper instrument of

transfer, to be duly stamped and executed by or on behalf of the

transferor and by or on behalf of the transferee, shall not apply with

respect to bonds issued by a Government company, provided that an

intimation by the transferee specifying his name, address & occupation, if

any, has been delivered to the company along with the certificate relating

to the bond; & if no such certificate is in existence, along with the letter
of allotment of the bond.

Further, the provisions of section 56 (1) shall not apply to a Government

Company in respect of securities held by nominees of the Government.

Note: The above exceptions are applicable to a Government Company, which

has not committed a default in filing its financial statements under section

137 or Annual Return under section 92 with the Registrar.
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Power of

According to section 56 (2), the power of company to register shall

Company to

not be affected by the provision contained in Section 56 (1).

Register

Accordingly, the company is empowered to register, if it receives an

Transmission

intimation of transmission of any right fo securities by operation of

of Shares not

law from any person to whom such right has been fransmitted. In

affected by

other words, there is no need for submission of instrument of

section 56 (1)

transfer in case of transmission of shares.

Procedure for

e According to Section 56 (3), where an application is made by the

Transfer of

transferor alone and relates to partly paid shares, the transfer

partly paid

shall not be registered, unless the company gives the notice of the

Shares on an

application, in such manner as may be prescribed, to the fransferee

application of

and the transferee gives no objection to the transfer within two

transferor

weeks from the receipt of notice.

alone

Subscribing the above position, Rule 11 (3) of the Companies (Share

Capital and Debentures) Rules, 2014, states that a company shall

not register a transfer of partly paid shares, unless the company

has given a notice in Form No. SH-5 to the transferee and the

transferee has given no objection to the transfer within two weeks

from the date of receipt of notice.

Example 7: Himanshu has received a notice from Chaitanya

Progressive Books Private Limited on 7th August, 2019 intimating

that Shefali has submitted a transfer deed duly signed by her

for transfer of 500 partly paid shares (X 6 paid- up out of Face

Value of X 10 per share) in his name. Himanshu as transferee must

raise his objection to the proposed transfer of partly paid shares

latest by 21st August, 2019.

Time Period

Section 56 (4) states the time period for delivery of certificates.

for Delivery of

Accordingly, every company shall, unless prohibited by any provision

certificates

of law or any order of Court, Tribunal or other authority, deliver the

certificates of all securities allotted, transferred or transmitted-
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Particulars Time Period for delivering the

Certificates of all Securities allotted, [
transferred or transmitted

In the case of subscribers| Within 2 months from the date of

to the memorandum. incorporation

In the case of any Within a period of 2 months from the

allotment of any of its date of allotment.

shares by a company.

In thecase of a transfer | Within a period of 1 month from the
or transmission of date of receipt by the company of the ||

securities. instrument of transfer or the

intimation of transmission

In the case of any Within a period of 6 months from the
allotment of debenture. | date of allotment.

e Securities dealt with in a Depository: According to the Proviso to

Section 56 (4), where the securities are dealt with in a depository,

the company shall intimate the details of allotment of securities to

depository immediately on allotment of such securities.

In case of Specified IFSC Public or Specified IFSC Private

Company, after the proviso to Section 56 (4), the following proviso

shall be inserted, namely:-

"Provided further that a Specified IFSC public company/Specified

IFSC Private Company shall deliver the certificates of all

securities to subscribers after incorporation, allotment, transfer or

transmission within a period of sixty days." (Vide Notification No.

GSR 9 (E), dated 4th January, 2017)

Transfer of

e According to Section 56 (5), the transfer of any security or other

Security of the

interest of a deceased person in a company made by his legal

Deceased

representative shall, even if the legal representative is not a holder

Person by his

thereof, be valid as if he had been the holder at the time of the

Legal

execution of the instrument of transfer.

Representative

e Example 8: Richa Daniel, after having obtained succession
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certificate, succeeded to 7,000 shares of X 100 each allotted to her late
father Alexender Daniel by Speed Software Limited. To pay of f the debt

of her cousin Stesley, she wants to transfer whole of the 7,000 shares to

her on the basis of a duly stamped instrument of transfer which has been

signed by her as well as Stesley. Accordingly, she has delivered the

required documents to the company for transfer of shares.

In terms of Section 56 (5), the company, on receipt of duly stamped

instrument of transfer along with requisite share certificates and

succession certificate, shall transfer the shares in favour of Stesley.

Thus, even though Richa Daniel, the legal representative of Alexender

Daniel, is not a holder of 7,000 shares as per the Register of Members of

the company, the transfer effected by her in favour of her cousin Stesley

is a valid transfer as if she had been the holder of securities at the time

of executing the transfer deed.

Note: As an alternative, Richa Daniel may choose to get herself registered

as holder of the 7,000 shares in which case, she will make an application

to Speed Software Limited. Such application shall be accompanied with

share certificates and succession certificate. There is no need to submit

instrument of transfer or transfer deed in such a case of transmission.

This is so because transfer deed cannot be signed by the deceased person

as transferor.

On receipt of these documents, the company will scrutinize them & if

found in order, it shall proceed to enter the name of Richa Daniel in the

Register of Members. Consequently, the name of the deceased person i.e.

Alexender Daniel shall be deleted. Further, new share certificates will be

issued in the name of Richa Daniel, the legal representative of Alexender

Daniel.

Cases of Transmission: In the following cases, transmission of shares shall

take place:

e Death: When a shareholder expires, his shares need to be transmitted
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to his legal representative.

e Insolvency: When a shareholder becomes insolvent, his shares are to

be transmitted to his Official Receiver.

o Lunacy: When a shareholder becomes lunatic, his shares are to be

transmitted to his administrator appointed by the Court.

Punishment | Where any default is made in complying with the provisions of sub-

for Default | sections (1) fo (5), the company and every officer of the company who

is in default shall be liable to a penalty of fifty thousand rupees.

Liability of | Section 56 (7) states that where any depository or depository

Depository | participant, with an intention to defraud a person, has transferred

shares, it shall be liable under Section 447 along with the liability

mentioned under the Depositories Act, 1996.

Refusal to ~ *Time period to file an appeal to Tribunal by the person

Register B liS5i01 giving Transfer Deed or Intimation of Transmission

Transfer/
Transmission ||
record

To rectify register When Companv When Compa ny
Company should do the gives notice to the person Does not give notice to the

needful within 10 Days within 30 Days of Date of person within 30 Days of
& Company Submission Date of Submission

‘ Transfer/ transmission ‘ . ;
T Res,'ster

By the company to

transferor & transferee = T > TR S
along with reasons Within 30 D: Within 60 Days Within 90 %+ Days
(In case of {In case of Public Co)

! Within 30 Days from the date of i Public Co) i

a) Submission of Transfer Deed | Of Date of submission
b) Intimation of Transmission | Of receipt of Notice ‘

Forged Transfer:

A forged transfer is a 'nullity’ and is not legally binding. Forged transfer takes place

when a company effects transfer of shares on the basis of an instrument of transfer

containing forged signatures of transferor. Is it possible for a tfransferee of ‘forged

transfer' to acquire ownership of shares contained in the instrument of transfer? The

answer is 'NO'. At the same time, the transferor who is the real owner continues to be

the shareholder and accordingly, the company can be forced by him to delete the name

of the transferee and fo restore his name as owner of shares in the Register of

Members.
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What will happen if the transferee of 'forged transfer' transfers the shares to another

buyer who does not know about the forgery and the company also registers the transfer

in the name of new buyer and endorses the share certificates. In fact, the company

cannot deny the ownership rights of new genuine buyer but it can also not deny the

ownership rights of original shareholder because ‘forged transfer' is void ab-initio and

therefore, the company has to restore his name. While restoring the name of the

original shareholder, the company may be asked to compensate the new genuine buyer

who exercised good faith in purchasing the shares. As a remedy, the company may get

itself indemnified by the first transferee who used the forged instrument of transfer

to get the shares transferred in his name.

Note: With the dematerialisation process becoming a necessity in case of unlisted

public companies i.e. they are required to dematerialise all of their securities as per

Rule 9A of the Companies (Prospectus and Allotment of Securities) Rules, 2014, the

chances of forgery are very thin or almost negligible. Though private companies are not

required to dematerialise their securities but due to the limited number of

shareholders, the company can exercise caution and easily detect the forgery, if at all

it is going to happen.

‘ a) The Original owner can compel the company to restore its

' name in the ROMs

; b) Innocent Buyer can claim compensation from the company

| ¢) Company can claim damages from the person who lodged
‘ the forged instrument
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Punishment for Personation of Shareholder

Section 57 contains provisions relating to punishment for personation of a shareholder.

If any person deceitfully personates -

as an owner of any security or interest in a company, or

b)

as an owner of any share warrant or coupon issued in pursuance of the Companies Act,

2013, and

thereby obtains or attempts to obtain any such security or interest or any such share

warrant or coupon, or receives or attempts to receive any money due to any such

owner, such person shall be punishable with imprisonment for a term which shall not be

less than one year but which may extend to three years and with fine which shall not

be less than one lakh rupees but which may extend to five lakh rupees.

m Refusal of Registration and Appeal against Refusal

It is possible that a company may refuse registration of transfer or transmission.

According to Section 2 (68) (i), a private company is required to restrict the right to

transfer its shares by providing so in its Articles. However, this right to prohibit

transfer is not absolute but it should be reasonable so that it is in the interest of the

company.

Section 58 contains the procedure which needs to be followed by a company while

refusing to register the transfer of securities. It also contains process of filing appeal

against such refusal. The provisions of Section 58 are stated as under:

1)

Notice of | According to Section 58 (1), if a private company limited by shares

Refusal to | refuses to register the transfer of, or the transmission by operation of

be sent law of the right to any securities or interest of a member in the

company, then the company shall send notice of refusal to the transferor

& the transferee or to the person giving intimation of such transmission,

within a period of 30 days from the date on which the instrument of

transfer, or the intimation of such transmission, was delivered to the

company.
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Securities/

As per Section 58 (2), the securities or other interest of any member

other interest

in a public company are freely transferable. It is provided that any

a Public

contract or arrangement between two or more persons in respect of

Company

transfer of securities shall be enforceable as a contract.

Appeal to

According to Section 58 (3), the transferee may appeal to the Tribunal

Tribunal

against the refusal within a period of 30 days from the date of receipt

against

of the notice or in case no notice has been sent by the company, within

Refusal

a period of 60 days from the date on which the instrument of transfer

or the intimation of transmission, was delivered to the company.

Appeal to

Section 58 (4) states that if a public company without sufficient cause

Tribunal

refuses to register the transfer of securities within a period of 30

against

days from the date on which the instrument of transfer or the

Refusal by a

intimation of transmission, is delivered to the company, the transferee

Public Company

may, within a period of 60 days of such refusal or where no intimation

without

has been received from the company, within 9 days of the delivery of

sufficient

the instrument of transfer or intimation of transmission, appeal to the

cause

Tribunal.

Order of

According to Section 58 (5), the Tribunal, while dealing with an appeal

Tribunal

may, after hearing the parties, either dismiss the appeal, or by order—

a) direct that the transfer or transmission shall be registered by the

company and the company shall comply with such order within a

period of 10 days of the receipt of the order; or

b) direct rectification of the register and also direct the company to

pay damages, if any, sustained by any party aggrieved.

Contravention

As per Section 58 (6), if a person contravenes the order of the

of the Order

Tribunal, he shall be punishable with imprisonment for a term not less

of the

than 1 year but may extend to three years and with fine not less than

Tribunal

one lakh rupees which may extend to five lakh rupees
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Refusal to transfer - 58

A
_ N\

Private Company Public Company

v v
Send notice of refusal with reasons ——— Send notice of refusal with reasons —

v ¥

Appeal to Tribunal in 30/60 days Appeal to Tribunal in 30/60 days

v v

Tribunal will either dismiss appeal or order -
1. Transfer within 10 days

2. Rectification of Register

!

In case of Contravention of order -

Fine & Imprisonment

m Rectification of Register of Members

Section 59 provides the procedure for the rectification of register of members. These

provisions are stated as under:

Appeal by | According to Section 59 (1), if the name of any person is, without

Aggrieved | sufficient cause,

Person e entered in the register of members of a company, or

o after having been entered in the register, is, omitted therefrom, or

e if a default is made, or unnecessary delay takes place in entering in the

register, the fact of any person having become or ceased to be a member

then the person aggrieved, or any member of the company, or the

company may appeal in such form as may be prescribed, to the Tribunal,

or to a competent court outside India, specified by the Central

Government by notification, in respect of foreign members or debenture

holders residing outside India, for rectification of the register.

Order of | Section 59 (2) states that the Tribunal may, after hearing the parties to

the the appeal by order,

Tribunal | e either dismiss the appeal, or

e direct that the transfer or transmission shall be registered by the
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company within a period of 10 days of the receipt of the order, or

e direct rectification of the records of the depository or the register

and in the latter case, direct the company to pay damages, if any,

sustained by the party aggrieved.

Entitlement

Section 59 (3) states that the provisions of Section 59 shall not

to Voting

restrict the right of a holder of securities, to transfer such securities.

Rights

Further, any person acquiring such securities shall be entitled o voting

rights unless the voting rights have been suspended by an order of the

Tribunal.

Transfer of

According to Section 59 (4), where the transfer of securities is in

Securities

contravention of any of the provisions of the Securities Contracts

contravenes

(Regulation) Act, 1956 (SCRA), the Securities and Exchange Board of

certain Acts

India Act, 1992 (SEBI) or the Companies Act, 2013 or any other law for

& Direction

the time being in force, the Tribunal may, on an application made by the

of Tribunal

depository, company, depository participant, the holder of the securities

or the Securities and Exchange Board, direct any company or a

depository to set right the contravention and rectify its register or

records concerned.

\.

If without sufficient clause
Name added in Name is omitted Unnecessary
ROM from ROM delay in entering

!

name in ROM

For Rectification of ROM

Presenter Order by Tribunal

Dismiss the Order of transfer Rectification of

Appeal or transmission of Register & Records
shares in 10 days
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Alteration of Share Capital

Before proceeding further, we may look at the following definitions:

Definition of Authorised Capital or Nominal Capital: Section 2(8) defines the term

authorised capital or nominal capital fo mean such capital as is authorized by the

memorandum of a company to be the maximum amount of share capital of the company.

Definition of Called-up Capital: Section 2(15) states that the term called-up capital

means such part of the capital, which has been called for payment.

Power of Limited Company to Alter its Share Capital

According to Section 61, a limited company having a share capital is empowered fo alter

its capital clause of the Memorandum of Association. The provisions are as under:

Section 61 (1) states that a limited company having a share capital may, if so authorised

by its articles, alter its memorandum in its general meeting to—

increase its authorised share capital by such amount as it thinks expedient;

consolidate and divide all or any of its share capital into shares of a larger amount than

its existing shares,

However, no consolidation and division which results in changes in the voting percentage

of shareholders shall take effect unless it is approved by the Tribunal on an application

made in the prescribed manner;

convert all or any of its fully paid-up shares into stock, and reconvert that stock into

fully paid-up shares of any denomination;

sub-divide its shares, or any of them, into shares of smaller amount than is fixed by the

memorandum, so, however, that in the sub-division the proportion between the amount

paid and the amount, if any, unpaid on each reduced share shall be the same as it was

in the case of the share from which the reduced share is derived.

cancel shares which, at the date of the passing of the resolution in that behalf, have

not been taken or agreed to be taken by any person, and diminish the amount of its

share capital by the amount of the shares so cancelled.

Section 61 (2) provides that the cancellation of shares shall not be deemed fo be a

reduction of share capital.
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Note: Section 64 states that a company shall, within 30 days of its share capital having

been altered in the manner provided in Section 61 (1), give notice to the Registrar in

the prescribed form (Form No. SH-7 is to be used as per Rule 15 of the Companies

(Share Capital and Debentures) Rules, 2014) along with an altered memorandum.

m Further Issue of Share Capital

A rights issue involves pre-emptive subscription rights to buy additional securities in a

company offered to the company's existing security holders. It is a non- dilutive pro

rata way to raise capital.

Example 9: If a company announces '1:10 rights issue’, it means an existing shareholder

can buy one extra share for every ten shares held by him/her. Usually the price at

which the new shares are issued by way of rights issue is less than the prevailing

market price of the stock to encourage subscription.

A public company may issue securities through a rights issue or a bonus issue in

accordance with the provisions of this Act and in case of a listed company or a company

which intends to get its securities listed also with the provisions of the Securities and

Exchange Board of India Act, 1992 and the rules and regulations made thereunder as

per section 23(1)(c) of the Companies Act, 2013.

A private company may issue securities by way of rights issue or bonus issue in

accordance with the provisions of this Act as per the section 23(2)(a).

Section 62 deals with further issue of share capital. The provisions ensure equitable

distribution of such shares to the existing shareholders. These are mentioned in the

following paragraphs:

In case of Nidhis, Section 62 shall not apply. While complying with such exception, the

Nidhis shall ensure that the interests of their shareholders are protected.

(Notification No. GSR 465 (E), dated 5th June, 2015).
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1)

Offering of issue of further Shares -

According to Section 62 (1), where at any time, a company having a share capital

proposes to increase its subscribed capital by the issue of further shares, such shares

shall be offered—

to persons who, at the date of the offer, are holders of equity shares of the company

in proportion, to the paid-up share capital on those shares by sending a letter of offer

subject to the following conditions, namely:—

(Insertion of Proviso in clause (a) of sub-section (1) of Section 62 - "Provided that

notwithstanding anything contained in sub-clause (i), in case of a Specified IFSC Public

Company, the periods lesser than those specified in the said sub-clause shall apply if

ninety per cent of the members have given their consent in writing or in electronic

mode.” - Notification No. GSR 8 (E), dated 4th January, 2017)

the offer shall be made by notice specifying the number of shares offered and limiting

a tfime not being less than 15 days or such lesser number of days as may be prescribed

and not exceeding 30 days from the date of the offer within which the offer, if not

accepted, shall be deemed to have been declined:;

(In case of private companies, Section 62 (1)(a)(i) and Section 62 (2) shall apply with

following modification - In clause (a), in sub-clause (i), the following proviso shall be

inserted - "Provided that that notwithstanding anything contained in this sub-clause and

sub- section (2) of Section 62, in case ninety percent of the members of a private

company have given their consent in writing or in electronic mode, the periods lesser

than those specified in the said sub-clause or sub-section (2), shall apply”. - Notification

No. GSR 464 (E), dated 05-06-2015).

unless the articles of the company otherwise provide, the offer aforesaid shall be

deemed fo include a right exercisable by the person concerned fo renounce the shares

offered o him or any of them in favour of any other person; and the notice referred to

in clause (i) shall contain a statement of this right;

after the expiry of the time specified in the notice aforesaid, or on receipt of earlier

intimation from the person to whom such notice is given that he declines to accept the

shares offered, the Board of Directors may dispose of them in such manner which is not
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dis- advantageous to the shareholders and the company.

to employees under a scheme of employees’ stock option, subject to special resolution

passed by company and subject to the conditions as may be prescribed; or

(In case of private company - In clause (b) of Sub-section (1) of Section 62 for the

words "special resolution", the words "ordinary resolution" shall be substituted.

However, this is applicable to a private company which has not defaulted in filing its

financial statements under Section 137 or Annual Return under Section 92. -
Notification No. GSR 464 (E), dated 5th June, 2015 as amended by Notification No.
GSR 583 (E), dated 13th June, 2017.

In case of Specified IFSC Public Company - Clause (b) of Sub- section (1) of section 62:

for the words "special resolution” read as “ordinary resolution”. - Notification No. GSR
8 (E), dated 4th January, 2017.)

to any persons, if it is authorised by a special resolution, whether or not those persons

include the persons referred to in clause (a) or clause (b), either for cash or for a

consideration other than cash, if the price of such shares is determined by the

valuation report of a registered valuer, subject to the compliance with the applicable

provisions of Chapter III and any other conditions as may be prescribed.

This clause authorises company to issue shares to persons other than its existing

shareholders & to employees under ESOP. However, the process fo issue those shares

is provided under section 42 of the Act (Private Placement).

In case an unlisted company (A listed company while issuing shares under ESOP Scheme

shall follow the provisions of SEBI (Share Based Employee Benefits) Regulations, 2014.)

desires to issue shares under ESOP Scheme to its directors, of ficers or employees,

Rule 12 of the Companies (Shares and Debentures) Rules, 2014 requires certain

conditions to be fulfilled. Some of the important provisions are as under:

According to Rule 12 (1), the issue of Employees’ Stock Option Scheme has been

approved by the shareholders of the company by passing a special resolution.

The term ‘Employee’ means:

a permanent employee of the company who has been working in India or outside India; or
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a director of the company, whether a whole-time director or not but excluding an

independent director; or

an employee as defined in clause (a) or (b) of a subsidiary, in India or outside India, or

of a holding company of the company, but does not include-

e an employee who is a promoter or a person belonging to the promoter group; or

e adirector who either himself or through his relative or through any body corporate,

directly or indirectly, holds more than ten per cent of the outstanding equity shares

of the company:

Provided that in case of a startup company, the conditions mentioned in sub-clauses

(i) & (ii) shall not apply up to 10 years from the date of its incorporation or registration.

According to Rule 12 (2), the company shall make the specified disclosures in the

explanatory statement annexed to the notice for passing of the resolution.

According To Rule 12 (3), the companies granting option to its employees pursuant to

Employees Stock Option Scheme will have the freedom to determine the exercise price

in conformity with the applicable accounting policies, if any.
According to Rule 12 (6):

There shall be a minimum period of one year between the grant of options and vesting

of option:

It is provided that in a case where options are granted by a company under its

Employees Stock Option Scheme in lieu of options held by the same person under an

Employees Stock Option Scheme in another company, which has merged or amalgamated

with the first mentioned company, the period during which the options granted by the

merging or amalgamating company were held by him shall be adjusted against the

minimum vesting period required under this clause;

The company shall have the freedom to specify the lock-in period for the shares issued

pursuant to exercise of option.

The Employees shall not have right to receive any dividend or to vote or in any manner

enjoy the benefits of a shareholder in respect of option granted fto them, till shares

are issued on exercise of option.
According to Rule 12 (8):
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The option granted to employees shall not be transferable to any other person.

The option granted to the employees shall not be pledged, hypothecated, mortgaged or

otherwise encumbered or alienated in any other manner.

Subject to clause (d), no person other than the employees to whom the option is

granted shall be entitled to exercise the option.

In the event of the death of employee while in employment, all the options granted to

him till such date shall vest in the legal heirs or nominees of the deceased employee.

In case the employee suffers a permanent incapacity while in employment, all the

options granted to him as on the date of permanent incapacitation, shall vest in him on

that day.

In the event of resignation or termination of employment, all options not vested in the

employee as on that day shall expire. However, the employee can exercise the options

granted to him which are vested within the period specified in this behalf, subject to

the terms & conditions under the scheme granting such options as approved by the

Board.

Dispatch of Notice to the existing Shareholders:

Section 62 (2) requires that the notice referred to in sub-clause (i) of clause (a) of

sub-section (1) shall be dispatched through registered post or speed post or through

electronic mode or courier or any other mode having proof of delivery to all the existing

shareholders at least three days before the opening of the issue.

Exception:

According to Section 62 (3), Section 62 shall not apply to the increase of the

subscribed capital of a company caused by the exercise of an option attached to the

debentures issued or loan raised by the company to convert such debentures or loans

into shares in the company.

It is provided that the terms of issue of such debentures or loan containing such an

option have been approved before the issue of such debentures or the raising of loan by

a special resolution passed by the company in general meeting.

Conversion of Debentures/Loan into Shares:

According to Section 62 (4), where any debentures have been issued, or loan has been
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obtained from any Government by a company, and if that Government considers it

necessary in the public interest so fo do, it may, by order, direct that such debentures

or loans or any part thereof shall be converted into shares in the company on such

terms and conditions as appear to the Government o be reasonable in the

circumstances of the case even if ferms of the issue of such debentures or the raising

of such loans do not include a term for providing for an option for such conversion.

Term of Conversion not acceptable to the Company: It is provided that where the terms

and conditions of such conversion are not acceptable to the company, it may, within

sixty days from the date of communication of such order, appeal to the Tribunal which

shall after hearing the company and the Government pass such order as it deems fit.

Consideration of Terms and Conditions of Conversion by the Government:

Section 62(5) requires that in determining the terms and conditions of conversion, the

Government shall have due regard to the financial position of the company, the terms

of issue of debentures or loans, as the case may be, the rate of interest payable on

such debentures or loans and such other matters as it may consider necessary.

If required, Memorandum needs to be Altered to accommodate increased Share Capital:

According to Section 62 (6), where the Government has, by an order made under sub-

section (4), directed that any debenture or loan or any part thereof shall be converted

into shares in a company and where no appeal has been preferred to the Tribunal or

where such appeal has been dismissed, the memorandum of such company shall, where

such order has the effect of increasing the authorised share capital of the company,

stand altered and the authorised share capital of such company shall stand increased by

an amount equal to the amount of the value of shares which such debentures or loans or

part thereof has been converted into.

Example 10: A company, listed at Bombay Stock Exchange, intends to offer its new

shares to the non-members. The existing members of the company consider such offer

as invalid in view of the provisions contained in Section 62 (1) (a). However, the

company is not prohibited in absolute terms while offering new shares to the non-

members. It can do so after fulfilling the conditions given in Section 62 (1) (c). Thus,

new shares of a company limited by shares may be issued to non-members under
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certain circumstances.

Further issue of Share Capital
To existing To existing To any other
shareholders/ Employees person

Right i
— GM-SR + GM-SR +
GM-SR + Condltlons Conditions +
Conditions Price decndmg

Right issue/ Employees Stock Issue to Public
reservation Option or 3" person

m Issue of Bonus Shares

B | Bonus shares are shares issued proportionately by a company to its current

shareholders as fully paid-up shares free of cost.

Section 63 prescribes the condition and the manner of issue of fully paid-up bonus

shares by a company to its members. The provisions are as under:

According to Section 63 (1), a company may issue fully paid-up bonus shares to its

members, in any manner whatsoever, out of —

its free reserves;

the securities premium account; or

the capital redemption reserve account.

However, no issue of bonus shares shall be made by capitalising reserves created by

the revaluation of assets. In other words, a company cannot issue bonus shares out of

reserves created by the revaluation of assets.

Bonus Shares may be issued from

v v v v

Free Securities Not from

|| i CRR .
Reserves Premium Revaluation Reserve

Section 63 (2) states that no company shall capitalise its profits or reserves for the

purpose of issuing fully paid-up bonus shares, unless—

it is authorised by its articles;
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it has on the recommendation of the Board, been authorised in the general meeting of

the company;

it has not defaulted in payment of interest or principal in respect of fixed deposits or

debt securities issued by it;

it has not defaulted in respect of the payment of statutory dues of the employees,

such as, contribution to provident fund, gratuity and bonus;

the partly paid-up shares, if any outstanding on the date of allotment, are made fully

paid-up;

it complies with such conditions as prescribed by Rule 14 (given below).

According to Rule 14 of the Companies (Share capital and debenture) Rules, 2014, a

company which has once announced the decision of its Board recommending a bonus

issue, shall not subsequently withdraw the same.

According to Section 63 (3), the bonus shares shall not be issued in lieu of dividend.

It is noteworthy that the fully paid-up bonus shares can only be issued if the articles

of the company contain authorisation in this respect. Bonus shares are issued out of

profits which are otherwise available for distribution among the members. Such profits

are not distributed among them in cash but the shareholders are allotted further

shares in the form of bonus shares. Free reserves, share premium amount and amount

lying in capital redemption reserve account can be used for the purpose of issuing fully

paid-up bonus shares.
Note: According to the proviso to Section 123(5) of the Companies Act, 2013, it is

permissible for a company to capitalise its profits or reserves for the purpose of

issuing fully paid up bonus shares or paying up any amount for the time being unpaid on

any shares held by the members of the company.

Example 11: XYZ Limited declares bonus shares in the ratio of 1:5. It means an existing

shareholder of the company, say Mr. 'R’, will get one bonus share free of cost for every

five shares already held by him. The larger the holding of any shareholder, the more

bonus shares he will get in comparison to others.
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Bonus Shares

T
Repayment

i Authorised by AOA ‘ ‘ General Reserve ‘

Authorised by ‘ Securities Premium ‘ ‘ Deposit ‘

Board Resolution . ‘ Provident Fund ‘
Capital

Authorised by Redemption Shares to be fully
GM - OR Reserve paid-up

Notice to be Given to Registrar for Alteration of Share Capital

As and when, there is an alteration of share capital, the company concerned shall

notify the registrar. The provisions in this respect are contained in Section 64.

Filing of According to Section 64 (1), where-

Prescribed | « a company alters its share capital in any manner specified in section
Notice 61 (1),

e an order made by the Government under section 62(4) read with

62(6) has the effect of increasing authorised capital of a company; or

e a company redeems any redeemable preference shares,

the company shall file a notice in the prescribed form (Form No. SH-7 is

to be used as per Rule 15 of the Companies (Share Capital & Debentures)
Rules, 2014) with the Registrar within a period of 30 days of such

alteration or increase or redemption, as the case may be, along with an

altered memorandum.

Default in | Section 64 (2) states that where any company fails to comply with the

Filing of provisions of sub-section (1), such company and every officer who is in

Notice default shall be liable to a penalty of five hundred rupees for each day

during which such default continues, subject o a maximum of five lakh

rupees in case of a company and one lakh rupees in case of an officer who

is in default."
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Reduction of Share Capital

As a principle of sound financial management, a company is required to keep its capital

intact. At times, however, it may become necessary for the company fo bring about a

reduction in its capital. Accumulated business losses, assets of reduced or doubtful

value like unsound investments proving bad or having paid- up capital in excess of the

requirements of the company or surplus capital which cannot be employed gainfully,

require corrective measures to be taken to keep the financial health of the company in

a reasonably well position. Accordingly, the company may find it necessary to reduce its

share capital.

Section 66 deals with the reduction of share capital. The provisions are stated as under:

1)

Reduction of

Section 66 (1) provides that subject to confirmation by the Tribunal on

Share Capital

an application by the company, a company limited by shares or limited by,

by Special

guarantee & having a share capital may, by a special resolution, reduce

Resolution to

the share capital in any manner and in particular, may—

be confirmed

a) extinguish or reduce the liability on any of its shares in respect of

by Tribunal

the share capital not paid-up;

Example 12: In respect of a share of X 10, a company has called only

X 7 per share and the same has been paid by all the shareholders. The

company decides not to call remaining X 3 per share and reduces its

shareholders' liability. If done, the company is said to have reduced its

share of X 10 to X 7 as fully paid-up share.

b) either with or without extinguishing or reducing liability on any of

its shares,—

i) cancel any paid-up share capital which is lost or is unrepresented by

available assets; or

ii) pay off any paid-up share capital which is in excess of the wants of

the company,

The company shall also alter its memorandum by reducing the amount

of its share capital and of its shares accordingly.

Reduction not permitted: Section 66 (1) further Provides that no such
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reduction shall be made if the company is in arrears in the repayment of

any deposits accepted by it, either before or after the commencement

of this Act, or the interest payable thereon.

Issue of

According to Section 66 (2), the Tribunal shall give notice of every

Notice by

application made to it under sub-section (1) fo the Central Government,

the Tribunal

(The powers of Central Government stand delegated to Regional

Directors. - Notification No. SO 2938 (E), dated 6th September, 2017),

Registrar & to the Securities and Exchange Board, in the case of listed

companies, & the creditors of the company & shall take into consideration

the representations, if any, made to it by that Government, Registrar,

the Securities and Exchange Board and the creditors within a period of

3 months from the date of receipt of the notice.

Where no representation has been received from the Central

Government, Registrar, the Securities and Exchange Board or the

creditors within the said period, it shall be presumed that they have no

objection to the reduction.

Order of

According to Section 66 (3), the Tribunal may, if it is satisfied that the

Tribunal

debt or claim of every creditor of the company has been discharged or

determined or has been secured or his consent is obtained, make an

order confirming the reduction of share capital on such terms and

conditions as it deems fit.

It is provided that no application for reduction of share capital shall be

sanctioned by the Tribunal unless the accounting freatment, proposed by

the company for such reduction is in conformity with the accounting

standards specified in Section 133 or any other provision of this Act and

a certificate to that effect by the company's auditor has been filed with

the Tribunal.
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Publication

4,

Section 66 (4) states that the order of confirmation of the reduction

of Order of

of share capital by the Tribunal under sub-section (3) shall be

Confirmation

published by the company in such manner as the Tribunal may direct.

of Tribunal

Delivery of

Section 66 (5) requires that the company shall deliver a certified copy

Certified

of the order of the Tribunal under sub-section (3) and of a minute

Copy of

approved by the Tribunal showing—

Order of

a) the amount of share capital;

Tribunal to

b) the number of shares into which it is to be divided:;

Registrar

c) the amount of each share; and

d) the amount, if any, at the date of registration deemed to be paid-

up on each share,

to the Registrar within 30 days of the receipt of the copy of the order,

who shall register the same and issue a certificate to that effect.

Exemption to

According to Section 66 (6), nothing in this section shall apply to buy-

Buy-Back

back of its own securities by a company under Section 68.

No Liability

Section 66 (7) states that a member of the company, past or present,

of Members

shall not be liable to any call or contribution in respect of any share

held by him exceeding the amount of difference, if any, between the

amount paid on the share, or reduced amount, if any, which is fo be

deemed to have been paid thereon, as the case may be, and the amount

of the share as fixed by the order of reduction.

In case where

According to Section 66 (8), where the name of any creditor entitled

Creditor is

to object to the reduction of share capital under this section is, by

entitled to

reason of his ignorance of the proceedings for reduction or of their

object but

nature and effect with respect to his debt or claim, not entered on

was not

the list of creditors, and after such reduction, the company commits

included in

a default, within the meaning of section 6 of the Insolvency and

the list of

Bankruptcy Code, 2016, in respect of the amount of his debt or claim-

Creditors

a) every person, who was a member of the company on the date of the
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registration of the order for reduction by the Registrar, shall be

liable to contribute to the payment of that debt or claim, an

amount not exceeding the amount which he would have been liable

to contribute if the company had commenced winding up on the day

immediately before the said date; and

b)if the company is wound up, the Tribunal may, on the application of

any such creditor and proof of his ignorance as aforesaid, if it

thinks fit, settle a list of persons so liable to contribute, and make

and enforce calls and orders on the contributories settled on the

list, as if they were ordinary contributories in a winding up.

Rights of

Section 66 (9) provides that nothing in sub-section (8) shall affect

Contributories

the rights of the contributories among themselves.

not affected

Liability of

Section 66 (10) deals with the liability of defaulting officers.

Officers

Accordingly, if any officer of the company—

a) knowingly conceals the name of any creditor entitled to object to

the reduction;

b) knowingly misrepresents the nature or amount of the debt or

claim of any creditor; or

c) abets or is privy to any such concealment or misrepresentation as

aforesaid, he shall be liable under Section 447.

Reduction of Share Capital (Section 66)

Extinguishing Paying off Paying off the Writing
/ Reducing the Paid up Paid up share off the

the liability of share capital capital, on capital
the members the footing which is

that it may be lost
F 90/75 \M ) called later

|

Elo0k PUSC= "\ Rs. | o Rs.100/-
PUSC=Rs.75/- | Rs.100/-
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Restrictions on Purchase by Company or Giving of Loans by it for Purchase of its Shares

As a fundamental principle, a company cannot buy its own shares because in that case it

will involve reduction of share capital affecting the creditors. However, this restriction

is not absolute. If the prescribed procedure as laid by Section 67 is followed, the

company is permitted to buy its own shares and the prohibition shall not apply. The

provisions of Section 67 are mentioned below:

(1) | Reduction Section 67(1) lays down that no company limited by shares or by
according to | guarantee and having a share capital shall have power to buy its own
the applicable| shares unless the consequent reduction of share capital is effected
Provisions under the provisions of this Act.

(In case of Nidhis, Section 67 (1) shall not apply, when shares are
purchased by the company from a member on his ceasing to be a
depositor or borrower and it shall not be considered as reduction of
capital under Section 66 of the Companies Act, 2013. While complying
with such exception, the Nidhis shall ensure that the interests of
their shareholders are protected. - Notification No. GSR 465 (E),
dated 5th June, 2015)

(2) | Restriction on| According to Section 67 (2), no public company shall give, whether
giving Loan, | directly or indirectly and whether by means of a loan, guarantee, the
Guarantee or | provision of security or otherwise, any financial assistance for the
provision of | purpose of, or in connection with, a purchase or subscription made or
Security, efc.| to be made, by any person of or for any shares in the company or in its

holding company.
(3) | Exceptions As per Section 66(3), there are, however, certain exceptions where a

company may provide the financial assistance, namely:

a) the lending of money by a banking company in the ordinary course

of its business;

b) the provision is made by a company for lending of money in

accordance with any scheme approved by company through special

resolution with such requirements as may be prescribed, for the
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purchase of, or subscription for, fully paid up shares in the company

or its holding company, if the purchase of, or the subscription for,

the shares held by trustees for the benefit of the employees or

such shares held by the employee of the company:;

the giving of loans by a company to persons in the employment of

the company other than its directors or key managerial personnel,

for an amount not exceeding their salary or wages for a period of

six months with a view to enabling them to purchase or subscribe

for fully paid-up shares in the company or its holding company to be

held by them by way of beneficial ownership.

However, disclosures in respect of voting rights not exercised directly

by the employees in respect of shares to which the scheme relates shall

be made in the Board's report in such manner as may be prescribed.

Redemption

According to Section 67 (4), nothing in Section 67 shall affect the

of Preference

right of a company to redeem any preference shares issued under this

Shares

Act or under any previous company law.

Permitted

Section 67 (5) states that if a company contravenes the provisions of

Punishment

this section, the punishment shall be as under:

for

a) Company: It shall be punishable with fine which shall not be less than

Contravention

one lakh rupees but which may extend to twenty-five lakh rupees:;

b) Every officer of the company who is in default: He shall be

punishable with imprisonment for a ferm which may extend to three

years and with fine which shall not be less than one lakh rupees but

which may extend to twenty-five lakh rupees.

Private companies: Section 67 shall not apply to private companies-

in whose share capital no other body corporate has invested any money;

if the borrowings of such a company from banks or financial institutions or any body

corporate is less than ftwice its paid-up share capital or fifty crore rupees, whichever is

lower; and
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such a company is not in default in repayment of such borrowings subsisting at the time

of making transactions under this section. However, the exemption is applicable if the

private company has not defaulted in filing its financial statements under Section 137
and Annual Return under Section 92. (Notification No. GSR 464 (E), dated 5th June,
2015 as amended by Notification No. GSR 583 (E), dated 13th June, 2017).

Specified IFSC Public Company - Section 67 Shall not apply to a Specified IFSC public

company-

In whose share capital no other body corporate has invested any money;

if the borrowings of such company from banks or financial institutions or any body

corporate is less than twice of its paid up share capital or fifty crore rupees,

whichever is lower; and

such a company is not in default in repayment of such borrowings subsisting at the time

of making transactions under this section. (Notification No. GSR 8 (E), dated 4th
January, 2017).

Buy Back of Securities

Buy back is the re-acquisition by a company of its own securities. It is a way of

returning money to its investors. Section 68 to Section 70 contain provisions for buy

back of securities by the issuer company. They are stated as under:

Power of Company to Purchase its Own Securities

Section 68 contains provisions which describe the power a company to purchase its own

securities subject to the applicable conditions.

Sources of | According to Section 68 (1), a company may purchase its own shares or

Funds for | other specified securities. The purchase should be made out of:

Buy-Back [i) its free reserves; or

of Shares |ii) the securities premium account; or

iii) the proceeds of the issue of any shares or other specified securities

However, buy-back of any kind of shares or other specified securities

cannot be made out of the proceeds of an earlier issue of the same kind
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of other specified securities.

"Specified securities” includes employees’ stock option or other securities

as may be notified by the Central Government from time to time.

Conditions

According to Section 68 (2), the company shall not purchase its own shares

for Buy-

or other specified securities unless:

Back

a) the buy-back is authorised by its articles;

b) a special resolution authorising the buy-back is passed in general

meeting of the company:

Exception: A special resolution is not necessary where:

i) the buy-back is, ten per cent or less of the total paid-up equity

capital and free reserves of the company; &

ii) such buy-back has been authorised by the Board by means of a

resolution passed at its meeting;

c) the buy-back is 25% or less of the aggregate of paid-up capital and

free reserves of the company;

It is provided that the buy-back of equity shares in any financial year

shall not exceed 25% of its total paid up equity capital in that financial

year.

d) the ratio of the aggregate debts (secured and unsecured) owed by the

company after buy back is not more than twice the paid up capital and

its free reserves;

It is provided that the Central Government may prescribe a higher

ratio of the debt to capital & free reserves for a class or classes of

companies.

The expression "free reserves” includes securities premium account.

e) all the shares or other specified securities for buy-back are fully paid-

up;

f) the buy-back of the shares or other specified securities listed on any

recognised stock exchange is in accordance with the regulations made
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by SEBI in this behalf;

g) the buy-back in respect of shares or other specified securities

other than those specified in Clause (f) is in accordance with rules as

may be prescribed. [Sections 68(2)]

Provided that no offer of buy-back, shall be made within a period of 1

year from the date of the closure of the preceding offer of buy-back,

if any.

Procedure According to Section 68 (3), the notice of the meeting at which

before Buy- | special resolution is proposed to be passed shall be accompanied by an

Back explanatory statement stating -

a) a full and complete disclosure of all the material facts;

b) the necessity for the buy-back;

c) the class of shares or securities intended to be purchased under
the buy back;

d) the amount to be invested under the buy-back; and

e) the time limit for completion of buy-back.

Time limit for| Section 68(4) states that every buy-back shall be completed within 12

Completion | months from the date of passing the special resolution or a resolution

of Buy-Back | passed by the Board at general meeting authorising the buy-back.

Whose According to Section 68 (5), the buy-back under sub-section (1) may

Securities be—

are to be a) from the existing shareholders or security holders on a

Purchased proportionate basis; or

under 'Buy- | b) from the open market; or

Back’ c) by purchasing the securities issued to employees of the company

pursuant to a scheme of stock option or sweat equity.

Declaration | According to Section 68 (6), where a company has passed a special

of Solvency | resolution under clause (b) of sub-section (2) or the Board has

passed a resolution under item (ii) of the proviso to clause (b) of sub-

section (2) to buy-back its own shares or other securities, it shall,
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before making such buy-back, file with the Registrar and the SEBI, a

declaration of solvency in the form as may be prescribed (Form No.

SH-9 to be used as per Rule 17 (3) of the Companies - Share Capital

& Debentures, Rules, 2014) and verified by an affidavit to the effect

that the Board has made a full inquiry into the affairs of the

company as a result of which they have formed an opinion that it is

capable of meeting its liabilities and will not be rendered insolvent

within a period of 1 year from the date of declaration of solvency

adopted by the Board. The declaration shall be signed by at least

two directors of the company, one of whom shall be the managing

director, if any;

Provided that no declaration of solvency shall be filed with the SEBI

by a company whose shares are not listed on any recognised stock

exchange.

Extinguishment

Section 68 (7) requires that where a company buys back its own

of Securities

securities or other specified securities, it shall extinguish and

physically destroy the shares or securities so bought-back within

7 days of the last date of completion of buy-back.

Cooling Period

Section 68 (8) casts an obligation that where a company completes a

buy-back of its shares or other specified securities under this

section, it shall not make further issue of same kind of shares

including allotment of further shares under Section 62 (1) (a) or

other specified securities within a period of 6 months except by way

of bonus issue or in the discharge of subsisting obligations such as

conversion of warrants, stock option schemes, sweat equity or

conversion of preference shares or debentures into equity shares.

Register of Buy

Section 68 (9) requires that where a company buys- back its shares

Back

or other specified securities under this section, it shall maintain a

register (To be maintained in Form No. SH-10 as per Rule 17 (12)(a)

of the Companies - Share Capital and Debentures, Rules, 2014) of the
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shares or securities so bought, the consideration paid for the shares

or securities bought-back, the date of cancellation of shares or

securities, the date of extinguishing and physically destroying the

shares or securities and such other particulars as may be prescribed.

Filing of

According to Section 68 (10), a company shall, after completion of the buy-

Return of

back under this section, file with the Registrar and the SEBI, a return (To

Buy-back

be filed in Form No. SH-11 as per Rule 17 (13) of the Companies - Share

Capital and Debenture), Rules, 2014) containing such particulars relating to

the buy-back within 30 days of such completion, as may be prescribed.

However, no return shall be filed with the SEBI by a company whose

shares are not listed on any recognised stock exchange.

Penalty

Section 68 (11) states that if a company makes default in complying with

for

the provisions of this section or any regulations made by SEBI under

Default

clause (f) of sub-section (2), the punishment shall be as under:

e Company- It shall be punishable with fine which shall not be less than one

lakh rupees but which may extend to three lakh rupees; and

e Every officer of the company who is in default- He shall be punishable

with fine which shall not be less than one lakh rupees but which may

extend fo three lakh rupees.

Buy Back of Shares

4

Quantum

& Filings
AOA

From
existing Give explanatory

of Buy Back

Approval Buy Back

shall be

shareholders statement with

Debt to details of buy

completed
within 1

Upto 10%

equity ratio From Open back
2:1 after buy Market
back

year from

Create solvency .
passing

t & file

resolution
From with ROC & SEBI

Listed Employees Cool

Board

Resolution Company to whom Register of Buy period

between 2

Back with details
ESOS/ sweat
Buy Backs

comply with of securities
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SEBI

shall be
minimum
6 months
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allotted File return of

completion of

Fully paid
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Transfer of Certain Sums to Capital Redemption Reserve Account

Section 69 requires certain amount to be transferred to the capital redemption reserve

account in case a company buys back its own shares. The provisions are as under:

Amount fo | Section 69 (1) prescribes that where a company purchases its own shares

be out of free reserves or securities premium account, then a sum equal to

transferred | the nominal value of the share so purchased shall be transferred to the

to CRR capital redemption reserve account and details of such transfer shall be

Account disclosed in the balance sheet.

Application | Section 69 (2) states that the capital redemption reserve account may

of CRR be applied by the company, in paying up unissued shares of the company

Account to be issued to members of the company as fully paid bonus shares.

Prohibition for Buy-Back in Certain Circumstances

Section 70 prohibits a company to buy back its own securities in certain circumstances.

The provisions are as under:

No company shall directly or indirectly purchase its own shares or other specified

securities-

through any subsidiary company including its own subsidiary companies; or

through any investment company or group of investment companies; or

if a default, is made by the company, in repayment of deposits, interest payment

thereon, redemption of debentures or preference shares or payment of dividend to any

shareholder or repayment of any term loan or interest payable thereon to any financial

institutions or banking company;

It is provided that where the default is remedied and a period of 3 years has lapsed

after such default ceased to subsist, such buy-back is not prohibited.

No company shall directly or indirectly purchase its own shares or other specified

securities in case such company has not complied with provisions of:

Section 92 (Annual Report),

Section 123 (Declaration and Payment of Dividend),

Section 127 (Punishment for failure to distribute dividends), and
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Section 129 (Financial Statement).

Debentures

Before taking up the provisions of Section 71, we may look into the definition of

debenture as given below:

Definition of Debenture -

As per Section 2(30), debenture includes debenture stock, bonds or any other

instrument of a company evidencing a debt, whether constituting a charge on the assets

of the company or not:
Provided that—
the instruments referred to in Ch. ITI-D of the Reserve Bank of India Act, 1934; and

such other instrument, as may be prescribed by the Central Government in consultation

with the Reserve Bank of India, issued by a company,

shall not be treated as debenture.

Features of Debentures

A debenture is the smallest unit of a sizeable amount of loan.

When debentures are issued, the applicants are given certificates representing the

money they have lent to the company.

A debenture certificate is issued by the company under its common seal, if any, or

under the signatures of two directors or a director and the company secretary, if he

has been appointed.

The company pays periodic interest on the amount raised by issuing debentures fill

they are fully redeemed.

A debenture is generally pre-fixed with the rate of interest which the company

intends to pay.

Example 13: The name '10% Debentures' indicates that the company shall pay interest

at the rate of 10% on the outstanding amount till maturity of such debentures.

Voting rights are not available in case of debentures since Section 71 (2) clearly states

that no company shall issue any debentures carrying any voting rights.

A debenture is in the nature of movable property which is transferable as per the

CA Aukifu Patui




4-_ Share Capital & Debentures

provisions contained in the Articles of the company issuing the debentures.

A debenture may be secured or unsecured. In case of secured debentures, a charge is

created on the assets of the company in favour of debenture trustee.

As per the tferms of the issue of debentures, they may be redeemed (i.e. repaid) at the

end of full ferm or in installments, say yearly or bi-yearly or any other period like in

two installments.

The terms of issue may also provide for conversion of debentures at maturity into

equity shares at the option of the debenture holders.

The debenture certificates are required o be delivered within a period of six months

from the date of allotment of debentures, unless the company is prohibited by any

provision of law or any order of Court, Tribunal or any other authority

Example 14: Sigma Computers Limited desires to borrow X 50,00,000 from the public by

issuing 7% Debentures. It is intended that each unit of debenture shall be of X 100.

Thus, it can issue 50,000 debentures of X 100 each carrying 7% rate of interest which

can be paid at the end of every quarter. If such debentures (secured by a charge on

the assets of the company) are issued for six-year duration, the principal amount shall

be repaid by the end of sixth year. The terms of issue may even allow repayment of

principal amount in equal yearly instalments, in which case a portion of debentures shall

be redeemed on yearly basis and the company shall be required to pay interest only on

the outstanding amount. The debenture holders may also be given the option of

converting their debentures into equity shares at the time of maturity.

Thus, Sigma Computers Limited is able to borrow a large sum of money from different

borrowers with the help of debentures and it is not required to approach a single

borrower for such a big amount. In other words, ‘issue of debentures' is the most

convenient way of borrowing large sums of money and at the same time the debenture

holders do not exert any influence over the ownership and working of the company

unless their interest is jeopardized by certain decisions.
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Types of Debentures

On the basisof | |  On the basis of On the basis of
security Convertibility to shares Redeemability

! { !

a) Secured ~|a) Convertible (mandatorily or | | a) Redeemable
b) Unsecured —  optionally; partially or fully)l— b) Irredeemable
b) Non-convertible

Issue of Debentures with an Option to Convert -

According to Section 71 (1), a company may issue debentures with an option to convert

such debentures into shares, either wholly or partly at the time of redemption.

As a pre-condition, it is provided that the issue of debentures with an option to convert

such debentures into shares, wholly or partly, shall be approved by a special resolution

passed at a general meeting.

No Voting Rights -

Section 71 (2) states that no company shall issue any debentures carrying any voting

rights.

Issue of Secured Debentures -

According to Section 71 (3), secured debentures may be issued by a company subject

to such terms and conditions as are prescribed in Rule 18 of the Companies (Share

Capital and Debentures) Rules, 2014.

According to Rule 18 (1), the company issuing secured debentures shall comply with the

following conditions:

Date of redemption of secured debentures shall not exceed 10 years from the date of

issue.

Following classes of companies are permitted to issued secured debentures for a

period exceeding ten years but not exceeding 30 years:

Companies engaged in setting up of infrastructure projects;
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Infrastructure Finance Companies;

Infrastructure Debt Fund Non-Banking Financial Companies;

Companies permitted by a Ministry or Department of the Central Government or by

Reserve Bank of India or by the National Housing Bank or by any other statutory body

to issue debentures for a period exceeding 10 fears.

Creation of Charge: Such an issue of debentures shall be secured by the creation of a

charge on the properties or assets of the company or its subsidiaries or its holding

company or its associates companies. Such assets or properties shall be of value which

is sufficient for the due repayment of the amount of debentures and interest thereon.

Appointment of Debenture Trustee: The company shall appoint a debenture trustee

before the issue of prospectus or letter of offer for subscription of its debentures.

Further, not later than 60 days after the allotment of the debentures, it shall execute

a debenture trust deed (Form No. SH-12 is to be used for execution of Trust Deed -

refer Rule 18 (5) to protect the interest of the debenture holders.

Security: The security for the debentures by way of a charge or mortgage shall be

created by the company in favour of the debenture trustee.

Creation of Debenture Redemption Reserve (DRR) Account -

Section 71 requires that where debentures are issued by a company under section 71,

the company shall create a debenture redemption reserve account out of the profits of

the company available for payment of dividend and the amount credited to such

account shall not be utilised by the company except for the redemption of debentures.

In this respect Rule 18 (7) is relevant which is mentioned below:

Rule 18 (7) specifies that the company shall comply with the requirements with regard

to Debentfure Redemption Reserve (DRR) and investment or deposit of sum in respect

of debentures maturing during the year ending on the 31st day of March of next year,

in accordance with the conditions given below:-

Debenture Redemption Reserve shall be created out of profits of the company

available for payment of dividend;

The limits with respect to adequacy of Debenture Redemption Reserve & investment
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or deposits, as the case may be, shall be as under:-

Debenture Redemption Reserve is not required for debentures issued by All India

Financial Institutions regulated by Reserve Bank of India and Banking Companies for

both public as well as privately placed debentures;

For other Financial Institutions within the meaning of clause (72) of section 2 of the

Companies Act, 2013, Debenture Redemption Reserve shall be as applicable to Non-

Banking Finance Companies registered with Reserve Bank of India.

For listed companies (other than All India financial Institutions and Banking Companies

as specified in sub-clause (i)), Debenture Redemption Reserve is not required in the

following cases -

in case of public issue of debentures - for NBFCs registered with Reserve Bank of
India under section 45-1A of the RBI Act, 1934 and for Housing Finance Companies

registered with National Housing Bank; for other listed companies;

in case of privately placed debentures, for companies specified in sub-items A & B,

for unlisted companies, (other than All India financial Institutions and Banking

Companies as specified in sub-clause (i)) -

for NBFCs registered with RBI under section 45-IA of the Reserve Bank of India Act,

1934 and for Housing Finance Companies registered with National Housing Bank,

Debenture Redemption Reserve is not required in case of privately placed debentures.

for other unlisted companies, the adequacy of Debenture Redemption Reserve shall be

10 percent, of the value of the outstanding debentures;

In case a company is covered in item (A) of sub-clause (iii) of clause (b) or item (B) of

sub- clause (iv) of clause (b), it shall on or before the 30th day of April in each year, in

respect of debentures issued by such a company, invest or deposit, as the case may be,

a sum which shall not be less than fifteen percent., of the amount of its debentures

maturing during the year, ending on the 31st day of March of the next year in any one

or more methods of investments or deposits as provided in sub-clause (vi):

Provided that the amount remaining invested or deposited, as the case may be, shall

not any time fall below fifteen percent. of the amount of the debentures maturing

during the year ending on 31st day of March of that year”.
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for the purpose of sub clause (v), the methods of deposits or investments, as the case

may be, are as follows: -

in deposits with any scheduled bank, free from any charge or lien;

in unencumbered securities of the Central Government or any State Government;

in unencumbered securities mentioned in sub-clause (a) to (d) and (ee) of section 20 of

the Indian Trusts Act, 1882;

in unencumbered bonds issued by any other company which is notified under sub-clause

(f) of section 20 of the Indian trusts Act, 1882:

Provided that the amount invested or deposited as above shall not be used for any

purpose other than for redemption of debentures maturing during the year referred

above.

in case of partly convertible debentures, Debenture Redemption Reserve shall be

created in respect of non-convertible portion of debenture issue in accordance with

this sub-rule,

the amount credited to Debenture Redemption Reserve shall not be utilized by the

company except for the purpose of redemption of debentures.

Limitation on the Issue of Prospectus/Offer/Invitation to the public -

According to Section 71 (5), no company shall issue a prospectus or make an offer or

invitation to the public or to its members exceeding five hundred for the subscription

of its debentures, unless the company has, before such issue or offer, appointed one or

more debenture trustees and the conditions governing the appointment of such

trustees shall be such as are prescribed in Rule 18 (2) of the Companies (Share Capital

and Debentures) Rules, 2014.

The provisions of Rule 18 (2) are as under -

The company shall appoint debenture trustees under sub-section (5) of section 71,

after complying with the following conditions, namely:—

the names of the debenture trustees shall be stated in letter of offer inviting

subscription for debentures and also in all the subsequent notices or other

communications sent to the debenture holders;
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before the appointment of debenture trustee or trustees, a written consent shall be

obtained from such debenture trustee or trustees proposed to be appointed and a

statement to that effect shall appear in the letter of offer issued for inviting the

subscription of the debentures:;

A person shall not be appointed as a debenture trustee, if he—

beneficially holds shares in the company;

is a promoter, director or key managerial personnel or any other officer or an

employee of the company or its holding, subsidiary or associate company;

is beneficially entitled to moneys which are to be paid by the company otherwise than

as remuneration payable to the debenture trustee;

is indebted to the company, or its subsidiary or its holding or associate company or a

subsidiary of such holding company:

has furnished any guarantee in respect of the principal debts secured by the

debentures or interest thereon;

has any pecuniary relationship with the company amounting to fwo per cent or more of

its gross turnover or total income or fifty lakh rupees or such higher amount as may be

prescribed, whichever is lower, during the 2 immediately preceding financial years or

during the current financial year;

is relative of any promoter or any person who is in the employment of the company as a

director or key managerial personnel.

the Board may fill any casual vacancy in the office of the trustee but while any such

vacancy continues, the remaining frustee or trustees, if any, may act.

It is provided that where such vacancy is caused by the resignation of the debenture

frustee, the vacancy shall only be filled with the written consent of the majority of

the debenture holders.

any debenture trustee may be removed from office before the expiry of his term only

if it is approved by the holders of not less than three fourth in value of the

debentures outstanding, at their meeting.
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Debenture Trustee to protect Interest of Debenture Holders -

Section 71 (6) requires that a debenture trustee shall take steps to protect the

interests of the debenture-holders and redress their grievances in accordance with

such rules as may be prescribed.

In order to protect the interest of debenture holders, Rule 18 (4) provides for the

convening of the meeting of debenture-holders. Accordingly, the meeting of all the

debenture holders shall be convened by the debenture trustee on:

requisition in writing signed by debenture holders holding at least one- tenth in value

of the debentures for the time being outstanding;

the happening of any event, which constitutes a breach, default or which in the opinion

of the debenture trustees affects the interest of the debenture holders.

Liability of Debenture Trustee -

According to Section 71 (7), any provision contained in a trust deed for securing the

issue of debentures, or in any contract with the debenture-holders secured by a trust

deed, shall be void in so far as it would have the effect of exempting a trustee thereof

from, or indemnifying him against, any liability for breach of trust, where he fails to

show the degree of care and due diligence required of him as a trustee, having regard

to the provisions of the trust deed conferring on him any power, authority or discretion.

It is provided that the liability of the debenture trustee shall be subject to such

exemptions as may be agreed upon by a majority of debenture-holders holding not less

than three-fourths in value of the fotal debentures at a meeting held for the purpose.

To pay Interest and Redeem Debentures -

Section 71 (8) requires that a company shall pay interest and redeem the debentures in

accordance with the terms and conditions of their issue.

Filing of Petition before Tribunal by Debenture Trustee -

Section 71 (9) states that where at any fime the debenture frustee comes to a

conclusion that the assets of the company are insufficient or are likely to
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become insufficient to discharge the principal amount as and when it becomes due, the

debenture trustee may file a petition before the Tribunal and the Tribunal may, after

hearing the company and any other person interested in the matter, by order, impose

such restrictions on the incurring of any further liabilities by the company as the

Tribunal may consider necessary in the interests of the debenture-holders

Order of Tribunal on Failure to Redeem Debentures/Pay Interest -

According to Section 71 (10), where a company fails to redeem the debentures on the

date of their maturity or fails to pay interest on the debentures when it is due, the

Tribunal may, on the application of any or all of the debenture-holders, or debenture

trustee and, after hearing the parties concerned, direct, by order, the company to

redeem the debentures forthwith on payment of principal and interest due thereon.

Specific Performance of the Contract -

Section 71 (12) states that a contract with the company to take up and pay for any

debentures of the company may be enforced by a decree for specific performance.

Procedure to be prescribed by Central Government -

According to Section 71 (13), the Centfral Government may prescribe the procedure, for

securing the issue of debentures, the form of debenture trust deed, the procedure for

the debenture-holders to inspect the trust deed and to obtain copies thereof, quantum

of debenture redemption reserve required to be created and such other matters.

Limit on Borrowings through Debentures -

Before the issue of debentures, the Board of Directors of the company shall obtain

approval of the shareholders through special resolution if the borrowings by issuing

debentures together with the amount already borrowed exceed the aggregate of

company's paid-up share capital, free reserves and securities premium amount.

Temporary loans obtained from the company's bankers in the ordinary course of

business are not to be included in the borrowings. (As per Section 180 (1) (c) [not
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applicable to a private company vide Notification No. GSR 464 (E), dated 5-6-2015)

Return of Allotment -

If a company having share capital makes allotment of any debentures (falls within

the definition of 'securities’), it is required to file with the jurisdictional Registrar a

Return of Allotment (Form No. PAS-3) within 30 days of such allotment.
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What is a Shelf-Prospectus? State the important provisions relating to the
issuance of Shelf-Prospectus under the provisions of Companies Act,2013.

November 18, RTP November 18, ICAI

Answer :

(i) Shelf prospectus : As per the Explanation given in Section 31 of the Companies

Act, 2013, the expression “shelf prospectus” means a prospectus in respect of

which the securities or class of securities included therein are issued for

subscription in one or more issues over a certain period without the issue of a

further prospectus.

Provisions relating to issue of Shelf-prospectus :

a)

Filing of shelf prospectus with the registrar: According to section 31, any
class or classes of companies, as the Securities and Exchange Board may
provide by regulations in this behalf, may file a shelf prospectus with the
Registrar at the stage- (i) of the first offer of securities included therein which
shall indicate a period not exceeding one year as the period of validity of such
prospectus which shall commence from the date of opening of the first offer of
securities under that prospectus, and (ii) in respect of a second or subsequent
offer of such securities issued during the period of validity of that prospectus,
no further prospectus is required.

Filing of information memorandum with the shelf prospectus: A company
filing a shelf prospectus shall be required to file an information memorandum
containing all material facts relating to new charges created, changes in the
financial position of the company as have occurred between the first offer of
securities or the previous offer of securities and the succeeding offer of
securities and such other changes as may be prescribed, with the Registrar
within the prescribed time, prior to the issue of a second or subsequent offer
of securities under the shelf prospectus:

Intimation of changes: Provided that where a company or any other person
has received applications for the allotment of securities along with advance
payments of subscription before the making of any such change, the company
or other person shall intimate the changes to such applicants and if they
express a desire to withdraw their application, the company or other person
shall refund all the monies received as subscription within fifteen days
thereof.
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Memorandum together with the shelf prospectus shall be deemed to be
a prospectus : Where an information memorandum is filed, every time an
offer of securities is made under sub-section (2), such memorandum together
with the shelf prospectus shall be deemed to be a prospectus.

Explain various instances which make the allotment of securities as
irregular allotiment under the Companies Act, 2013.

May 19, ICAI

Answer :

» Irregular allotment: The Companies Act, 2013 does not specifically provide for the
term “Irregular Allotment” of securities. Hence, we have to examine the
requirements of a proper issue of securities and consider the consequences of non-
fulfilment of those requirements.

In broad terms an allotment of shares is deemed to be irregular when it has been
made by a company in violation of Sections 23, 26, 39 or 40. Irregular allotment
therefore arises in the following instances :

Where a company does not issue a prospectus in a public issue as required by
section 23; or

Where the prospectus issued by the company does not include any of the
matters required to be included therein under section 26 (1), or the
information given is misleading, faulty and incorrect; or

Where the prospectus has not been filed with the Registrar for registration
under section 26 (4); or

The minimum subscription as specified in the prospectus has not been
received in terms of section 39; or

The minimum amount receivable on application is less than 5% of the
nominal value of the securities offered or lower than the amount prescribed
by SEBI in this behalf; or 6. In case of a public issue, approval for listing has
not been obtained from one or more of the recognized stock exchanges under
section 40 of the Companies Act, 2013.
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The Board of Directors of Chandra Ltd. proposes to issue the prospectus
tnviting offers from the public for subscribing the shares of the Company.
State the reports which shall be included in the prospectus for the purposes
of providing financial information under the provisions of the Companies
Act, 2013.

November 2019, RTP November 2020, RTP May 2022

Answer :

>

As per section 26(1) of the Companies Act, 2013, every prospectus issued by or on
behalf of a public company either with reference to its formation or subsequently,
or by or on behalf of any person who is or has been engaged or interested in the
formation of a public company, shall be dated and signed and shall state such
information and set out such reports on financial information as may be specified
by the Securities and Exchange Board in consultation with the Central
Government:

Provided that until the Securities and Exchange Board specifies the information
and reports on financial information under this sub-section, the regulations made
by the Securities and Exchange Board under the Securities and Exchange Board of
India Act, 1992, in respect of such financial information or reports on financial
information shall apply.

Prospectus issued make a declaration about the compliance of the provisions of
this Act and a statement to the effect that nothing in the prospectus is contrary to
the provisions of this Act, the Securities Contracts (Regulation) Act, 1956 and the
Securities and Exchange Board of India Act, 1992 and the rules and regulations
made thereunder.

Accordingly, the Board of Directors of Chandra Ltd. who proposes to issue the
prospectus shall provide such reports on financial information as may be specified
by the Securities and Exchange Board in consultation with the Central Government
in compliance with the above stated provision and make a declaration about the
compliance of the above stated provisions.

A Ltd. issued 1,00,000 equity shares of ¥ 100 each at par to the public by
issuing a prospectus. The prospectus discloses the minimum subscription
amount of ¥15,00,000 required to be received on application of shares and
share application money shall be payable at ¥ 20 per share. The prospectus
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Jurther reveals that A Ltd. has applied for listing of shares in 3 recognized
stock exchanges of which 1 application has been rejected. The issue was fully
subscribed and A Ltd. received an amount of ¥ 20,00,000 on share
application. A Ltd., then proceeded for allotment of shares.

Examine the three disclosures in the above case study which are the
deciding factors in an allotment of shares and the consequences for
violation, if any under the provisions of the Companies Act, 2013.

Answer :

>

As per the requirement of the question, disclosures which are the deciding factors

in an allotment of shares are laid down in section 39 of the Companies Act, 2013.

According to Section 39(1), no allotment of any securities of a company offered to
the public for subscription shall be made unless-

The amount stated in the prospectus as the minimum amount has been
subscribed, and

the sums payable on application for the amount so stated have been paid to,
and received by the company by cheque or other instrument.

The amount payable on application on every security shall not be less than five per
cent of the nominal amount of the security or such other percentage or amount, as
may be specified by the Securities and Exchange Board by making regulations in
this behallf.

In the question, A Ltd. issued shares to public by issuing of prospectus, disclosing
minimum subscription, sum payable on application for the amount; and the
amount received on share application is more than 5% of the nominal amount of
the security.

Further, it revealed that A Ltd. has applied for listing of shares in 3 recognized
stock exchanges of which one application was rejected.

In the given instance, there is compliance to section 23, as nothing is talked about
matters required to be included in the prospectus under section 26 (1) and about
filing with the registrar; assuming that the said requirements have been complied
with, requirement of section 39 as regards obtaining of minimum subscription and
the minimum amount receivable on application (not less than 5% of the nominal
value of the securities offered) are fulfilled.
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The provisions of section 40 of the Companies Act, 2013 states that every company
making public offer shall, before making such offer, make an application to one or
more recognized stock exchange or exchanges and obtain permission for the
securities to be dealt with in such stock exchange or exchanges.

The above provision is very clear that not only the company has to apply for listing
of the securities at a recognized stock exchange, but also obtain permission thereof
from all the stock exchanges where it has applied, before making the public offer.

Since one of the three recognized stock exchanges, where the company has applied
for enlisting, has rejected the application and the company has proceeded with
making the offer of shares, it has violated the provisions of section 40. Therefore,
this shall be deemed to be irregular allotment of shares.

Consequently, A Ltd. shall be required to refund the application money to the
applicants in the prescribed manner within the stipulated time frame.

ABC Limited proposes to issue series of debentures frequently within a
period of one year to raise the funds without undergoing the complicated
exercise of issuing the prospectus every time of issuing a new series of
debentures. Examine the feasibility of the proposal of ABC Limited having
taken into account the concept of deemed prospectus dealt with under the
provisions of the Companies Act, 2013.

Answer :

>

>

Information Memorandum to ether with Shelf Prospectus is deemed Prospectus.
The expression "shelf prospectus” means a prospectus in respect of which the
securities or class of securities included therein are issued for subscription in one
or more issues over a certain period without the issue of a further prospectus.

[Explanation to Section 31]

Any class or classes of companies, as the Securities and Exchange Board may

provide by regulations in this behalf, may file a shelf prospectus with the Registrar
at the stage:

i)  of the first offer of securities included therein which shall indicate a period
not exceeding one year as the period of validity of such prospectus which
shall commence from the date of opening of the first offer of securities under

that prospectus, and
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ii) inrespect of a second or subsequent offer of such securities issued during the

period of validity of that prospectus,

No further prospectus is required for issue of securities. [Sub-section (1)] Hence,
the proposal of ABC Limited to take into account the concept of deemed

prospectus is correct.

RD Ltd. issued a prospectus. All the statements contained therein were

literally true. It also stated that company had paid dividends for a number

of years but did not disclose the fact that the dividends were not paid out of

trading profits but out of capital profits. An allotee of shares claims to avoid

the contract on the ground that the prospectus was false in material

particulars. Decide that the argument of shareholder, as per the provision of
the Companies Act, 2013, is correct or not?

Answer :

>

According to section 34 of the Companies Act, 2013, where a prospectus, issued,
circulated or distributed, includes any statement which is untrue or misleading in
form or context in which it is included or where any inclusion or omission of any
matter is likely to mislead, every person who authorises the issue of such
prospectus shall be liable under section 447.

Further, Section 35(3) provides that, where it is proved that a prospectus has been
issued with intent to defraud the applicants for the securities of a company or any
other person or for any fraudulent purpose, every person referred to in sub-
section (1) of section 35, shall be personally responsible, without any limitation of
liability, for all or any of the losses or damages that may have been incurred by any
person who subscribed to the securities on the basis of such prospectus.

In the given question, the non-disclosure of the fact that dividends were paid out of
capital profits is a concealment of material fact as a company is normally required
to distribute dividend only from trading or revenue profits and under exceptional
circumstances it can pay dividend out of capital profits. Hence, a material
misrepresentation has been made.

Accordingly, in the given case the allottee can avoid the contract of allotment of
shares.
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Examine that following offers of ABC Limited are in compliance with

provisions of the Companies Act, 2013, related to private placement or

should these offers be treated as public:

)

119

ABC limited wants to raise funds for its upcoming project. It has
issued private placement offer letters to 55 persons in their individual
name to issue its equity shares. Out of these four are qualified
institutional buyers.

If in case (i) before allotment under this offer letter company issued
another private placement offer to another 155 persons in their
individual name for issue of its debentures.

Being a public company can it issue securities in a private placement

offers ? December 21

Answer :

>

>

According to section 42 of the Companies Act, 2013 any private or public company
may make private placement through issue of a private placement offer letter.

However, the offer shall be made to the persons not exceeding fifty or such higher
number as may be prescribed, in a financial year. For counting number of persons,
Qualified Institutional Buyers (QIBs) and employees of the company being offered
securities under a scheme of employees’ stock option will not be considered.

Further, Rule 14 (2) of the Companies (Prospectus and Allotment of Securities)
Rules, 2014 prescribes maximum of 200 persons who can be offered securities
under the private placement in a financial year, though this limit should be
counted separately for each type of security.

It is to be noted that if a company makes an offer or invitation to more than the
prescribed number of persons, it shall be deemed to be an offer to the public and
accordingly, it shall be governed by the provisions relating to prospectus.

Also, a company is not permitted to make fresh offer under this section if the
allotment with respect to any offer made earlier has not been completed or

otherwise, that offer has been withdrawn or abandoned by the company. This

provision is applicable even if the issue is of different kind of security.

Any offer or invitation not in compliance with the provisions of this section shall
be treated as a public offer and all provisions will apply accordingly.
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In the given case ABC Limited, though is a public company but the private
placement provisions allow even a public company to raise funds through this
route. The company has given offer to 55 persons out of which 4 are qualified
institutional buyers and hence, the offer is given effectively to only 51 persons
which is well within the limit of 200 persons. From this point of view, the
company complies the private placement provisions.

However, as per the question, the company has given another private
placement offer of debentures before completing the allotment in respect of
first offer and therefore, the second offer does not comply with the provisions
of section 42. Hence, the offers given by the company will be treated as public
offer.

In case the company gives offer for debentures in the same financial year after
allotment of equity shares is complete then both the offers can well be treated
as private placement offers.

iii) According to section 42 of the Companies Act, 2013 any private or public
company may make private placement through issue of a private placement
offer letter. Hence, ABC Limited can issue securities in a private placement
offer.

The Board of Directors of ABC Limited are proposing to raise funds from the
public through issue of equity shares. However due to volatile financial
markets, the price per share and the number of shares to be issued are left
open and to be decided post closure of the issue. As a financial advisor of the
company, what would you suggest to the Board in this regard as per the
provisions of the Companies Act, 2013?

Answer :

» As a financial consultant the Board of Directors of ABC Limited would be advised
to issue a Red Herring Prospectus. The expression “red herring prospectus” means
a prospectus which does not include complete particulars of the quantum or price
of the securities included therein. [Explanation to Section 32]

Thus, ABC Limited may raise funds from public through red herring prospectus

whereby the price per security and number of securities are left open to be
decided post closure of the issue.

The company may follow the provisions of section 32 in issuing a red herring
prospectus:
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Red Herring Prospectus is issued prior to issue of Prospectus: A company
proposing to make an offer of securities may issue a red herring prospectus
prior to the issue of a prospectus.

Filing with the registrar: A company proposing to issue a red herring
prospectus shall file it with the Registrar at least three days prior to the
opening of the subscription list and the offer.

Obligations under Red Herring Prospectus vis-a-vis Prospectus: A red
herring prospectus shall carry the same obligations as are applicable to a
prospectus and any variation between the red herring prospectus and a
prospectus shall be highlighted as variations in the prospectus.

Filing of Red Herring Prospectus with Registrar and SEBI upon closing of
Offer: Upon the closing of the offer of securities under this section, the
prospectus stating therein the total capital raised, whether by way of debt or
share capital, and the closing price of the securities and any other details as
are not included in the red herring prospectus shall be filed with the Registrar

and the Securities and Exchange Board.

Green Ltd. was dealing in export of rubber to specified foreign countries.

The company was willing to purchase rubber trees in A.P. State. The
prospectus issued by the company contained some important extracts of the
expert report and number of trees in A.P. St ate. The report was found
untrue. Mr. Andrew purchased the shares of Green Ltd. on the basis of the
expert’s report published in the prospectus. However, he did not suffer any
loss due to purchase of such shares. Will Mr. Andrew have any remedy
against the company? State also the circumstances where an expert is not

liable under the Companies Act, 2013. RTP May 20, ICAI

Answer :

» Under section 35 (1) of the Companies Act 2013, where a person has subscribed
for securities of a company acting on any statement included in the prospectus
which is misleading and has sustained any loss or damage as a consequence
thereof, the company and every person including an expert shall, be liable to pay

compensation to the person who has sustained such loss or damage.
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In the present case, Mr. Andrew purchased the shares of Green Ltd. on the basis of

the expert report published in the prospectus. Mr. Andrew can claim compensation

for any loss or damage that he might have sustained from the purchase of shares.

However, he did not suffer any loss due to purchase of such shares.
Hence, Mr. Andrew will have no remedy against the company.

Circumstances when an expert is not liable: An expert will not be liable for any

misstatements in the prospectus under the following situations:

Under section 26 (5), that having given his consent, but withdrew it in writing
before delivery of the copy of prospectus for filing, or

Under section 35 (2), that the prospectus was issued without his knowledge /
consent and that on becoming aware of it, he forthwith gave a reasonable

public notice that it was issued without his knowledge or consent;

An expert will not be liable in respect of any statement not made by him in the

capacity of an expert and included in the prospectus as such;

that, as regards every misleading statement purported to be made by an
expert or contained in what purports to be a copy of or an extract from a
report or valuation of an expert, it was a correct and fair representation of the
statement, or a correct copy of, or a correct and fair extract from, the report or
valuation; and he had reasonable ground to believe and did up to the time of
the issue of the prospectus believe, that the person making the statement was
competent to make it and that the said person had given the consent required
by section 26(5) to the issue of the prospectus and had not withdrawn that
consent before filing of a copy of the prospectus with the Registrar or, to the

defendant's knowledge, before allotment the reunder.

Keya Limited decides to issue securities of the company. The company

decides to publish an advertisement of the prospectus. Enumerate to the

company about necessary contents of its memorandum to be specified

therein. RTP May 21
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Answer :

According to Section 30, where an advertisement of any prospectus of a company
is published in any manner, it shall be necessary to specify therein the contents of its

memorandum as regards the following :
the objects,
the liability of members and the amount of share capital of the company,
the names of the signatories to the memorandum,

the number of shares subscribed for by the signatories, and (xi) the capital

structure of the company.
| Question 11 : |

The Board of Directors of Reckless Investments Limited, having registered

office at Mumbai, has allotted equity shares to the 550 investors of the
company without issuing a prospectus. As no prospectus was issued,
nothing was delivered to the Registrar of Companies, Mumbai for filing.

Explain the remedy available to the investors in this regard. ICA

Answer:

» According to Section 23 of the Companies Act, 2013, a public company can issue

securities to the public only by issuing a prospectus. Further, where the limit
crosses 200 investors the issue shall be deemed to be a public offer, as provided by
Section 42. Section 26 (1) lays down the matters required to be disclosed and
included in a prospectus and requires the delivery of the prospectus to the
Registrar for filing before its issue.

In the given case, the company has violated the above provisions and therefore, the
allotment made by it is void. The company will be required to refund the entire
moneys received and will also be punishable under section 26 (9).

An allottee of shares in a company brought action against a director in
respect of false statements made in the prospectus. The director contended
that the statements were prepared by the promoters and he simply relied on
them. Is the director liable under these circumstances? Decide referring to
the provisions of the Companies Act, 2013. ICA
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Answer :

>

Yes, the Director shall be held liable for the false statements made in the
prospectus under sections 34 and 35 of the Companies Act, 2013. Whereas section
34 imposes a criminal punishment on every person who authorises the issue of
such prospectus, section 35 more particularly includes a director of the company
in the imposition of liability for such misstatements.

The only situations when a director will not incur any liability for mis-statements
in a prospectus are as under :

No criminal liability under section 34 shall apply to a person if he proves that such
statement or omission was immaterial or that he had reasonable grounds to
believe, and did up to the time of issue of the prospectus believe, that the
statement was true or the inclusion or omission was necessary.

No civil liability for any mis-statement under section 35 shall apply to a person if
he proves that :

a) having consented to become a director of the company, he withdrew his
consent before the issue of the prospectus, and that it was issued without his
authority or consent; or

the prospectus was issued without his knowledge or consent, and that on
becoming aware of its issue, he forthwith gave a reasonable public notice that
it was issued without his knowledge or consent.

Therefore, in the present case the director cannot escape the liability by stating
that he had relied on the promoters for making correct statements in the
prospectus. He will be liable for mis-statements in the prospectus.

PS> P P

“BE PROUD OF YOURSELF FOR GETTING
THROUGH THE DAYS YOU THOUGHT YOU
NEVER COULD”
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TDL Ltd., a public company is planning to bring a public issue of equity

shares in June, 2018. The company has appointed underwriters for getting
its shares subscribed. As a Chartered Accountant of the company appraise
the Board of TDL Ltd. about the provisions of payment of underwriter's

commission as per Companies Act, 2013. May 18

Answer :

» The provisions of the Companies Act, 2013 regarding the payment of
underwriter’s commission are as follows: Payment of commission: A company may
pay commission to any person in connection with the subscription to its securities,
whether absolute or conditional, subject to such conditions as given in Rule 13 of
the Companies (Prospectus and Allotment of Securities) Rules, 2014. Conditions
for the payment of commission:

e payment of such commission shall be authorized in the company’s articles of
association;

the commission may be paid out of proceeds of the issue or the profit of the
company or both;

Rate of commission : The rate of commission paid or agreed to be paid shall
not exceed, in case of shares, five percent of the price at which the shares are
issued or a rate authorised by the articles, whichever is less, and in case of
debentures, shall not exceed two and a half per cent of the price at which the
debentures are issued, or as specified in the company’s articles, whichever is
less.

Disclosure of particulars : the prospectus of the company shall disclose the
following particulars - a. the name of the underwriters; b. the rate and amount
of the commission payable to the underwriter; and c. the number of securities
which is to be underwritten or subscribed by the underwriter absolutely or
conditionally.

No commission to be paid: There shall not be paid commission to any
underwriter on securities which are not offered to the public for subscription;

Copy of contract of payment of commission to be delivered to registrar: a copy
of the contract for the payment of commission is delivered to the Registrar at
the time of delivery of the prospectus for registration.
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Harsh purchased 1000 shares of Singhania Ltd. from Pratik and sent those
shares to the company for transfer in his name. The company neither
transferred the shares nor sent any notice of refusal of transfer to any party
within the period stipulated in the Companies Act, 2013. What is the time
Jrame in which the company is supposed to reply to transferee? Does Harsh,
the transferee have any remedies against the company for not sending any
intimation in relation to transfer of shares to him ?

May 18, RTP May 18, ICAI

Answer :

Refusal for Registration of transferred/transmitted securities: According to
Section 58 (4) of the Companies Act, 2013, if a public company without sufficient cause
refuses to register the transfer of securities within a period of thirty days from the date
on which the instrument of transfer is delivered to the company, the transferee may,
within a period of ninety days of the delivery of the instrument of transfer, appeal to
the Tribunal. Remedies available to the Transferee against the company: Section 58 (5)
of the Companies Act, 2013, provides that the Tribunal, while dealing with an appeal
may, after hearing the parties, either dismiss the appeal, or by order— (a) direct that
the transfer or transmission shall be registered by the company and the company shall
comply with such order within a period of ten days of the receipt of the order; or (b)
direct rectification of the register and also direct the company to pay damages, if any,
sustained by any party aggrieved; In the instant case, Harsh, can make an appeal before
the tribunal for remedies that the company shall be ordered to register transfer
/transmission of securities within 10 days of the receipt of order, or rectify register and
pay damages.

Xgen Limited has a paid-up equity capital and free reserves to the extent of ¥
50,00,000. The company is planning to buy-back shares to the extent of T
4,50,000. The company approaches you for advice with regard to the
Jollowing (1) Is special resolution required to be passed? (it) What is the time
limit for completion of buy-back? (iii) What should be ratio of aggregate
debts to the paid-up capital-and firee reserves after buy-back?

Answer :

» Section 68(2) of the Companies Act, 2013 deals with the Conditions required for
buy-back of shares. As per the Act, the company shall not purchase its own shares

or other specified securities unless :
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The buy-back is authorized by its articles;

A special resolution has been passed at a general meeting of the company

authorizing the buy-back: except where :

a) the buy-back s, ten per cent or less of the total paid-up equity capital and free
reserves of the company; and

b) such buy-back has been authorised by the Board by means of a resolution
passed at its meeting;

Time limit for Completion of Buy Back: As per section 68(4), every buy-back
shall be completed within a period of one year from the date of passing of the
special resolution, or as the case may be, the resolution passed by the Board under

sub-section (2).

Ratio of aggregate debts: Provision also specifies that ratio of the aggregate debts
(secured and unsecured) owed by the company after buy back is not more than
twice the paid up capital and its free reserves. However, Central Government may

prescribe higher ratio of the debt for a class or classes of companies.

As per the stated facts, Xgen Ltd. has a paid up equity capital and free reserves to
the extent of ¥ 50,00,000. The company planned to buy back shares to the extent of

% 4,50,000. Referring to the above provisions, the answers will be as follows :

i)  No, special resolution will not be required as the buyback is less than 10% of
the total paid-up equity capital and free reserves (50,00,000x10/100=
5,00,000) of the company, but such buy back must be authorized by the Board

by means of a resolution passed at its meeting.

Time limit for completion of buy back will be- within a period of one year

from the date of passing of the resolution by the Board.

The ratio of the aggregate debts (secured and unsecured) owed by the
company after buy back should not be more than twice the paid up capital and
its free reserves. The above buy-back is possible when backed by the

authorization by the articles of the company.
| Question 4 :

Can equity share with differential voting rights be issued? If yes, state the
conditions under which such shares may be issued.
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Answer :

» Conditions for the issue of equity shares with differential rights (Rule 4 of the

Companies (Share capital and Debenture) Rules, 2014): No company limited by
shares shall issue equity shares with differential rights as to dividend, voting or
otherwise, unless it complies with the following conditions, namely :-

the articles of association of the company authorizes the issue of shares with

differential rights;

the issue of shares is authorized by an ordinary resolution passed at a general

meeting of the shareholders.

However, where the equity shares of a company are listed on a recognized
stock exchange, the issue of such shares shall be approved by the

shareholders through postal ballot;

the shares with differential rights shall not exceed seventy-four percent of

the total postissue paid up equity share capital including equity shares with

differential rights issued at any point of time;

the company has not defaulted in filing financial statements and annual
returns for three financial years immediately preceding the financial year in

which it is decided to issue such shares;

the company has no subsisting default in the payment of a declared dividend
to its shareholders or repayment of its matured deposits or redemption of its
preference shares or debentures that have become due for redemption or

payment of interest on such deposits or debentures or payment of dividend;

the company has not defaulted in payment of the dividend on preference
shares or repayment of any term loan from a public financial institution or
State level financial institution or Scheduled Bank that has become repayable
or interest payable thereon or dues with respect to statutory payments
relating to its employees to any authority or default in crediting the amount in

Investor Education and Protection Fund to the Central Government;

viii) However, a company may issue equity shares with differential rights upon
expiry of five years from the end of the financial Year in which such default

was made good.
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ix) the company has not been penalized by Court or Tribunal during the last
three years of any offence under the Reserve Bank of India Act, 1934, the
Securities and Exchange Board of India Act, 1992, the Securities Contracts
Regulation Act, 1956, the Foreign Exchange Management Act, 1999 or any
other special Act, under which such companies being regulated by sectoral

regulators.
| Question 5 : |

Discuss the provisions relating to private placement of shares under the
Companies Act, 2013.

OR

Prakhar Ltd. intends to raise share capital by issuing Equity Shares in
different stages over a certain period of time. However, the company does
not wish to issue prospectus each and every time of issue of shares.
Considering the provisions of the Companies Act, 2013, discuss what
Jormalities Prakhar Ltd. should follow to avoid repeated issuance of

prospectus? RTP- November 2018

Answer :

» “Private placement” means any offer of securities or invitation to subscribe
securities to a select group of persons by a company (other than by way of public
offer) through issue of a private placement offer letter and which satisfies below
conditions. Any offer or invitation not in compliance with the provisions of this
section shall be treated as a public offer and all provisions of this Act, and the
Securities Contracts (Regulation) Act, 1956 and the Securities and Exchange Board
of India Act, 1992 shall be required to be complied with. If a company makes an

offer or accepts monies in contravention of this section, the company, its
promoters and directors shall be liable for a penalty which may extend to the
amount involved in the offer or invitation or two crore rupees, whichever is
higher, and the company shall also refund all monies to subscribers within a
period of thirty days of the order imposing the penalty.

Requirements of offer or invitation for subscription of securities on private
placement: (Section 42)

i) Issue of private placement offer letter: According to Section 42(1), a
company may, make private placement through issue of a private placement
offer letter.
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ii) Offer/invitation to number of persons: The offer of securities or invitation
to subscribe securities, shall be made to such number of persons not
exceeding fifty or such higher number as may be prescribed, in a financial
year and on such conditions (including the form and manner of private
placement) as may be prescribed in the relevant Rules given in the Companies
(Prospectus and Allotment of Securities) Rules, 2014.

Offer/ invitation made to more than the prescribed number of persons :
If a company, listed or unlisted, makes an offer to allot or invites subscription,
or allots, or enters into an agreement to allot, securities to more than the
prescribed number of persons, whether the payment for the securities has
been received or not or whether the company intends to list its securities or
not on any recognised stock exchange in or outside India, the same shall be
deemed to be an offer to the public and shall accordingly be governed by the
provisions of Part I of Chapter III.

No issue of fresh offer/ invitation: No fresh offer or invitation under this
section shall be made unless the allotments with respect to any offer or
invitation made earlier-

a) have been completed, or
b) that offer or invitation has been withdrawn, or

c) abandoned by the company.(Not applicable to specified IFSC Public and
IFSC Private Companies)

Offer / invitation treated as public offer : Any offer or invitation not in
compliance with the provisions of this section shall be treated as a public
offer and all provisions of this Act, and the Securities Contracts (Regulation)
Act, 1956 and the Securities and Exchange Board of India Act, 1992 shall be
required to be complied with.

Payment of amount : All monies payable towards subscription of securities
under this section shall be paid through cheque or demand draft or other
banking channels but not by cash.

Time for allotment of securities : A company making an offer or invitation
under this section shall allot its securities within sixty days from the date of

receipt of the application money for such securities. (90 days in case in the

case of specified IFSC Public and IFSC Private Companies)
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Default in allotment of securities : Where the company is not able to allot
the securities within that period, it shall repay the application money to the
subscribers within fifteen days from the date of completion of sixty days and
if the company fails to repay the application money within the aforesaid
period, it shall be liable to repay that money with interest at the rate of twelve

per cent per annum from the expiry of the sixtieth day:

Separate Bank Account : Provided that monies received on application
under this section shall be kept in a separate bank account in a scheduled

bank and shall not be utilised for any purpose other than—
a) for adjustment against allotment of securities; or

b) for the repayment of monies where the company is unable to allot

securities.

Offers made to the persons whose name is recorded : All offers covered
under this section shall be made only to such persons whose names are
recorded by the company prior to the invitation to subscribe, and that such
persons shall receive the offer by name, and that a complete record of such
offers shall be kept by the company in such manner as may be prescribed and
complete information about such offer shall be filed with the Registrar within
a period of thirty days of circulation of relevant private placement offer letter.

(Not applicable to specified IFSC Public and IFSC Private Companies)

viii) No publication required: No company offering securities under this section

shall release any public advertisements or utilise any media, marketing or
distribution channels or agents to inform the public at large about such an

offer.

Filing with the registrar: Whenever a company makes any allotment of
securities under this section, it shall file with the Registrar a return of
allotment in such manner as may be prescribed, including the complete list of
all security holders, with their full names, addresses, number of securities

allotted and such other relevant information as may be prescribed.

In contravention of the section: If a company makes an offer or accepts

monies in contravention of this section :
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Persons liable Penalty

Company, Promoters and | May extend to the amount involved in the
Directors offer or invitation, or

Two crore rupees- whichever is higher

Company Shall also refund all monies to subscribers
within a period of thirty days of the order
imposing the penalty.

ABC Ltd. has following balances in their Balance Sheet as on 31st March,
2018:

X

(1) | Equity shares capital (3.00 lakhs equity shares of X 10 each) | 30.00 lacs

(2) | Free reserves 5.00 lacs
(3) | Securities Premium Account 3.00 lacs

(4) | Capital redemption reserve account 4.00 lacs

(5) | Revaluation Reserve 3.00 lacs

Directors of the company seeks your advice in following cases :
1) Whether company can give bonus shares in the ratio of 1:3?

1) What if company decide to give bonus shares in the ratio of 1:2?

Answer :

» Issue of bonus shares (Section 63): As per Section 63 of the Companies Act,
2013, a company may issue fully paid-up bonus shares to its members, in any
manner whatsoever, out of :

(i) its free reserves;
(ii) the securities premium account; or

(iii) the capital redemption reserve account:
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Provided that no issue of bonus shares shall be made by capitalising reserves
created by the revaluation of assets.

As per the given facts, ABC Ltd. has total eligible amount of ¥ 12 lakhs (i.e.
5.00+3.00+4.00) out of which bonus shares can be issued and the total share
capital is ¥ 30.00 lakhs. Accordingly:

For issue of 1:3 bonus shares, there will be a requirement of X 10 lakhs (i.e.,
1/3 x 30.00 lakh) which is well within the limit of available amount of ¥ 12
lakhs. So, ABC Limited can go ahead with the bonus issue in the ratio of 1:3.

In case ABC Limited intends to issue bonus shares in the ratio of 1:2, there
will be a requirement of X 15 lakhs (i.e., %2 x 30.00 lakh). Here in this case, the
company cannot go ahead with the issue of bonus shares in the ratio of 1:2,

since the requirement of X 15 Lakhs is exceeding the available eligible amount
of X 12 lakhs.

Which fund may be utilized by a public limited company for purchasing
(buy back) its own shares? Also explain the provisions of the Companies Act,
2013 regarding the circumstances in which a company is prohibited to buy

back its own shares.

Funds utilized for purchase of its own securities: Section 68 of the
Companies Act, 2013 states that a company may purchase its own securities
out of:

i) its free reserves; or
1) the securities premium account; or

the proceeds of the issue of any shares or other specified securities.
However, buy-back of any kind of shares or other specified securities
cannot be made out of the proceeds of an earlier issue of the same
kind of shares or same kind of other specified securities.

Answer :
Prohibition for buy-back in certain circumstances (Section 70)

The provision says that no company shall directly or indirectly purchase its own
shares or other specified securities-

a) through any subsidiary company including its own subsidiary companies; or

b) through any investment company or group of investment companies; or
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if a default is made by the company in repayment of deposits or interest
payment thereon, redemption of debentures or preference shares or payment
of dividend to any shareholder or repayment of any term loan or interest
payable thereon, to any financial institutions or banking company;

But where the default is remedied and a period of three years has lapsed after such
default ceased to subsist, then such buy-back is not prohibited.

No company shall directly or indirectly purchase its own shares or other specified
securities in case such company has not complied with provisions of Sections 92
(Annual Report), 123 (Declaration of dividend), 127 (Punishment for failure to
distribute dividends), and section 129 (Financial Statements)

X Ltd. issued a notice on 1 st Feb, 2018 to its existing shares holders offering
to purchase one extra share for every five shares held by them. The last date
to accept the offer was 15th Feb, 2018 only. Mr. Kavi has given an
application to renounce the shares offered to him in favour of Mr. Ravi, who
is not a shareholder of the company. Examine the validity of application of
Mpr. Kavi under the provisions of the Companies Act, 2013. Would your
answer differ if Mr. Kavi is a shareholder of X Ltd.?

Answer :

According to section 62 of the Companies Act, 2013, where at any time, a company
having a share capital proposes to increase its subscribed capital by the issue of further

shares, such shares shall be offered :

i) to persons who, at the date of the offer, are holders of equity shares of the
company in proportion, as nearly as circumstances admit, to the paid-up share
capital on those shares by sending a letter of offer subject to the following

conditions, namely :-

a) the offer shall be made by notice specifying the number of shares offered and
limiting a time not being less than fifteen days and not exceeding thirty days
from the date of the offer within which the offer, if not accepted, shall be
deemed to have been declined;

unless the articles of the company otherwise provide, the offer aforesaid shall
be deemed to include a right exercisable by the person concerned to renounce
the shares offered to him or any of them in favour of any other person; and
the notice referred to in clause
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(1) shall contain a statement of this right;

(2) after the expiry of the time specified in the notice aforesaid, or on receipt
of earlier intimation from the person to whom such notice is given that
he declines to accept the shares offered, the Board of Directors may
dispose of them in such manner which is not dis-advantageous to the
shareholders and the company.

In the instant case, X Ltd. issued a notice on 1st Feb, 2018 to its existing shares
holders offering to purchase one extra share for every five shares held by them.
The last date to accept the offer was 15th Feb, 2018 only. Mr. Kavi has given an
application to renounce the shares offered to him in favour of Mr. Ravi, who is not

a shareholder of the company.

iii) As nothing is specified related to the Articles of the company, it is assumed offer

shall be deemed to include a right of renunciation. Hence, Mr. Kavi can renounce
the shares offered to him in favour of Mr. Ravi, who is not a shareholder of the
company.

In the second part of the question, even if Mr. Ravi is a shareholder of X Ltd. then
also it does not affect the right of renunciation of shares of Mr. Kavi to Mr. Ravi.

XYZ unlisted company passed a special resolution in a general meeting on

January 5th, 2019 to buy back 30% of its own equity shares. The Articles of
Association empowers the company to buy back its own shares. Earlier the
company has also passed a special resolution to buy back its own shares on
January 15th, 2018. The company further decided that the payment for
buyback be made out of the proceeds of the company's earlier issue of equity
share. In the light of the provisions of the Companies Act, 2013, (i) Decide,
whether the company's proposal is in order. (it) What will be your answer if
buy back offer date is revised from January 5th , 2019 to January 25th 2019

and percentage of buyback is reduced from 30% to 25% keeping the source of

purchase as above? November 19, January 21
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Answer:

(i) In the instant case, the company’s proposal is not in order due to the following
reasons:

a) Though XYZ unlisted company passed a special resolution but it proposed to
buy back 30% of its own equity shares. But as per section 68(2)(c) of the
Companies Act, 2013, buyback of equity shares in any financial year shall not
exceed 25% of its total paid up equity capital in that financial year.

The Articles of Association empowers the company to buy back its own
shares. This condition is in order as per section 68(2)(a).

Earlier the company has also passed a special resolution to buy back its own
shares on January 15th, 2018, now the company passed a special resolution
on January 5th, 2019 to buy back its own shares. This is not valid as no offer
of buy-back, shall be made within a period of one year from the date of the
closure of the preceding offer of buy-back, if any. (proviso to section 68(2))

The company further decided that the payment for buy back be made out of
the proceeds of the company’s earlier issue of equity share. This is not in
order as according to proviso to section 68(1), buy-back of any kind of shares
or other specified securities cannot be made out of the proceeds of an earlier
issue of the same kind of shares or same kind of other specified securities.

If buy back offer date is revised from 5th January 2019 to January 25th 2019 and
percentage of buy back is reduced from 30% to 25% keeping the source of
purchase as above, then also the company’s proposal is not in order as buy-back of

any kind of shares or other specified securities cannot be made out of the proceeds

of an earlier issue of the same kind of shares or same kind of other specified
securities.

The Authorized share capital of SSP Limited 1is ¥ 5 crore divided into 50
Lakhs equity shares of ¥ 10 each. The Company issued 30 Lakhs equity
shares for subscription which was fully subscribed. The Company called so
Jar ¥ 8 per share and it was paid up. Later on the Company proposed to
reduce the Nominal Value of equity share from ¥ 10 each to ¥ 8 each and to
carry out the following proposals:

1) Reduction in Authorized Capital from ¥ 5 crore divided into 50 Lakhs
equity shares of ¥ 10 each to ¥ 4 crore divided into 50 Lakhs equity
shares of ¥8 each.
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1)) Conversion of 30 Lakhs partly paid up equity shares of ¥ 8 each to
Jully paid up equity shares of ¥ 8 each there by relieving the
shareholders from making further payment of 72 per share.

State the procedures to be followed by the Company to carry out the above
proposals under the provisions of the Companies Act, 2013.

Answer (1) :

i) Procedure for reduction of share capital : In order to carry out proposals by SSP
Limited to reduce the nominal value of the equity share, the company has to
comply with the procedure given under section 66 of the Companies Act, 2013
which deals with the Reduction of share capital. Procedure

a) Reduction of share capital by special resolution : Subject to confirmation
by the Tribunal on an application by the company, a company limited by
shares or limited by guarantee and having a share capital may, by a special
resolution, reduce the share capital in any manner and in particular, may—

(a) extinguish or reduce the liability on any of its shares in respect of the
share capital not paid-up; or

(b) either with or without extinguishing or reducing liability on any of its
shares, :

c) cancel any paid-up share capital which is lost or is unrepresented by
available assets; or

d) pay off any paid-up share capital which is in excess of the wants of the
company, alter its memorandum by reducing the amount of its share
capital and of its shares accordingly.

Issue of Notice from the Tribunal : The Tribunal shall give notice of every

application made to it to the Central Government, Registrar and the creditors of

the company and shall take into consideration the representations, if any, made to
it by them within a period of three months from the date of receipt of the notice.

Order of tribunal : The Tribunal may, if it is satisfied that the debt or claim of
every creditor of the company has been discharged or determined or has been
secured or his consent is obtained, make an order confirming the reduction of
share capital on such terms and conditions as it deems fit.

Publishing of order of confirmation of tribunal : The order of confirmation of
the reduction of share capital by the Tribunal shall be published by the company in
such manner as the Tribunal may direct.
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Delivery of certified copy of order to the registrar : The company shall deliver a
certified copy of the order of the Tribunal and of a minute approved by the
Tribunal to the Registrar within thirty days of the receipt of the copy of the order,
who shall register the same and issue a certificate to that effect.

vi) Alteration of Share Capital : SSP Limited proposes to alter its share capital. The
Present authorized share capital ¥ 5 Crore will be altered to X 4 Crore. According to
Section 61 of the Companies Act, 2013, a limited company having a share capital
may alter its capital part of the memorandum.

Answer (il) :

» A limited company having a share capital may, if so authorized by its articles, alter

its memorandum in its general meeting to :

i)  Cancel shares which, at the date of the passing of the resolution in that behalf,
have not been taken or agreed to be taken by any person, and diminish the
amount of its share capital by the amount of the shares so cancelled. The
cancellation of shares shall not be deemed to be reduction of share capital.

ii) A company shall within 30 days of the shares having been consolidated,
converted, sub-divided, redeemed, or cancelled or the stock having been
reconverted, shall give a notice to the Registrar in the prescribed form along
with an altered memorandum [Section 64 of the Companies Act, 2013].

The Company has to follow the above procedures to alter its authorized share
capital.

ABC Limited is a public company incorporated in New Delhi. The Board of
Directors (BOD) of the company wants to bring a public issue of 100000
equity shares of ¥10 each. The BOD has appointed an underwriter for this
issue for ensuring the minimum subscription of the issue. The underwriter
advised the BOD that due to current economic situation of the Country it
would be better if the company offers these shares at a discount of ¥ 1 per
share to ensure full subscription of this public issue. The Board of Directors
agreed to the suggestion of underwriter and offered the shares at a discount
of T1 per share. The issue was fully subscribed and the shares were allotted
to the applicants in due course. Decide whether the issue of shares as
mentioned above is valid or not as per Section 53 of Companies Act 2013.
What would be your answer in the above case if the shares are issued to

employees as Sweat equity shares? November 20, RTP May 19, ICAI
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Answer :

>
>

Sweat equity shares of a class of shares already issued.

According to section 54 of the Companies Act, 2013, a company may issue sweat
equity shares of a class of shares already issued, if the following conditions are
fulfilled, namely:

the issue is authorised by a special resolution passed by the company;

the resolution specifies the number of shares, the current market price,
consideration, if any, and the class or classes of directors or employees to
whom such equity shares are to be issued;

where the equity shares of the company are listed on a recognised stock
exchange, the sweat equity shares are issued in accordance with the
regulations made by the Securities and Exchange Board in this behalf and if
they are not so listed, the sweat equity shares are issued in accordance with
such rules as prescribed under Rule 8 of the Companies (Share and
Debentures) Rules, 2014

The rights, limitations, restrictions and provisions as are for the time being
applicable to equity shares shall be applicable to the sweat equity shares issued
under Section 54 and the holders of such shares shall rank pari passu with other
equity shareholders.

The Board of Directors of Rajesh Exports Ltd., a subsidiary of Manish Ltd.,
decides to grant a loan of ¥ 3 lakh to Bhaskar, the finance manager of
Manish Ltd., getting salary of ¥40,000 per month, to buy 500 partly paidUp
equity shares of T1,000 each of Rajesh Exports Ltd. Examine the validity of
Board's decision with reference to the provisions of the Companies Act,

2013. January 21, ICAI, RTP May 20, RTP May 18, RTP November 18

Answer :

>

As per section 67(2) of the Companies Act, 2013, no public company shall give,
whether directly or indirectly and whether by means of a loan, guarantee, the
provision of security or otherwise, any financial assistance for the purpose of, or in
connection with, a purchase or subscription made or to be made, by any person of
or for any shares in the company or in its holding company.

As per section 67(2) of the Companies Act, 2013, no public company shall give,
whether directly or indirectly and whether by means of a loan, guarantee, the

provision of security or otherwise, any financial assistance for the purpose of, or in

connection with, a purchase or subscription made or to be made, by any person of
or for any shares in the company or in its holding company.
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If we analyse the provisions of section 67(3)(c) of the Companies Act, 2013, we can
come to know that the relaxation given here can be availed only when all the
following three conditions are fulfilled:

The loan has been given to the employees of the company other than its
directors or key managerial personnel (not the employee of its holding
company). - Therefore this condition has not been fulfilled;

The amount does not exceed their salary or wages for a period of six months.-
This condition has not been fulfilled.

The amount should be utilized by the employee for purchase of fully shares or
subscribe for fully paid-up shares in the company or its holding company to
be held by them by way of beneficial ownership. - Here Mr. Bhaskar is going to
purchase the shares in Rajesh Exports Ltd. which is neither his employer
company, nor holding company of his employer company and the shares are
not fully paid-up. Therefore, this condition has also not been fulfilled.

Even in case Mr. Bhaskar would not have fulfilled any one of the above conditions,
the decision of the Board of Directors of Rajesh Exports Ltd. would not have been
valid. Therefore, we can conclude that the decision of the Board of Directors of
Rajesh Exports Ltd. is not valid.

"The offer of buy-back of its own shares by a company shall not be made
within a period of six months from the date of the closure of the preceding
offer of buy -back, if any and cooling period to make further issue of same
kind of shares including allotment of further shares shall be a period of one
year from the completion of buy back subject to certain exceptions.”
Examine the validity of this statement by explaining the provisions of the
Companies Act, 2013 in this regard.

Answer :

» According to proviso to section 68(2) of the Companies Act, 2013, no offer of buy
back, shall be made within a period of one year from the date of the closure of the
preceding offer of buy-back, if any.

Section 68 (8) casts an obligation that where a company completes a buy-back of
its shares or other specified securities under this section, it shall not make further
issue of same kind of shares including allotment of further shares under section 62
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(1) (a) or other specified securities within a period of six months except by way of

bonus issue or in the discharge of subsisting obligations such as conversion of

warrants, stock option schemes, sweat equity or conversion of preference shares

or debentures into equity shares.

Keeping in view of the above provisions, the statement “the offer of buy -back of its

own shares by a company shall not be made within a period of six months from the

date of the closure of the preceding offer of buy back, if any and cooling period to

make further issue of same kind of shares including allotment of further shares

shall be a period of one year from the completion of buy back subject to certain

exceptions” is not valid.

Following is the extract of the Balance sheet Beltex Ltd. as on 315t March,

2020:

Particulars

Amount

&

quity & Liabilities
(1) Shareholder’s Fund
(a) Share Capital:
Authorized Capital:

10,000, 12% Preference Shares of ¥10 each

1,00,000 equity shares of T10 each Issued &
Subscribed Capital : 8000,12% Preference Shares
of ¥10 each fully paid up 90,000 equity shares of
Y10 each, ¥8 paid up
(b) Reserve and Surplus

General Reserve Capital Reserve
Securities Premium
Surplus in statement of P& L

(2) Non-Current Liabilities:

(a) Long-term borrowings:
Secured Loan: 12% partly convertible
Debenture @ ¥100 each

1,00,000
10,00,000

1,20,000
75,000

25,000

2,00,000

11,00,000

80,000

7,20,000

5,00,000
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On 15t April, 2020 the company has made final call at ¥ 2 each on 90,000
Equity Shares. The call money was received by 25" April, 2020. Thereafter,
the company decided to capitalize it’s reserves by way of bonus @ 1 share for
every 4 shares to existing shareholders.

Answer the following questions according to the Companies Act, 2013, in
above case:

A)

(B)

Which of the above-mentioned sources can be used by company to
issue bonus shares?

Calculate the amount to be capitalized from free reserves to issue
bonus shares?

If the company did not ask for the final call on April 15t, 2020. Can it still
issue bonus shares to its members?

December 21

Answer :

Issue of Bonus Shares

According to section 63 (1) of the Companies Act, 2013, a company may issue fully
paid-up bonus shares to its members, in any manner whatsoever, out of—

a) itsfree reserves;
b) the securities premium account; or
c) the capital redemption reserve account.

However, no issue of bonus shares shall be made by capitalising reserves created
by the revaluation of assets.

Section 63 (2) provides that the company can issue bonus shares only when the
partly paid-up shares, if any outstanding on the date of allotment, are made fully
paid-up.

The following sources can be used by the company to issue bonus shares:

a) General Reserve

b) Securities Premium

c) Surplusin statement of P&L

Amount of bonus shares to be issued =90,000 shares x 1/4 = 22,500 shares

Amount that ought to be capitalized for issue of = 22,500 x X 10 per share bonus
shares =% 2,25,000
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Total amount available to be capitalized from = 1,20,000 + 25,000 + 2,00,000 free
reserves to issue bonus shares =% 3,45,000

Hence, the amount to be capitalized from free reserves to issue bonus shares will
be X 2,25,000.

v) A company can issue bonus shares on only fully paid shares. Hence, if the company
did not ask for the final call on 1st April, 2020, it cannot issue bonus shares to its
members.

What are provisions of the Companies Act, 2013 relating to the appointment
of ‘Debenture Trustee’ by a company? Whether the following can be
appointed as ‘Debenture Trustee’?

i) A shareholder of the company who has shares of ¥10,000.
i) A creditor whom the company owes T999 only.

A person who has given a guarantee for repayment of amount of
debentures issued by the company.

December 21, RTP November 22, ICAI

Answer :

» Appointment of Debenture Trustee: Under section 71 (5) of the Companies Act,
2013, no company shall issue a prospectus or make an offer or invitation to the
public or to its members exceeding five hundred for the subscription of its

debentures, unless the company has, before such issue or offer, appointed one or
more debenture trustees and the conditions governing the appointment of such
trustees shall be such as may be prescribed.

Rule 18 (2) of the Companies (Share Capital and Debentures) Rules, 2014, framed
under the Companies Act for the issue of secured debentures provide that before
the appointment of debenture trustee or trustees, a written consent shall be
obtained from such debenture trustee or trustees proposed to be appointed and a
statement to that effect shall appear in the letter of offer issued for inviting the
subscription of the debentures. Further according to the provided rules inter-alia,
no person shall be appointed as a debenture trustee, if he-

i)  beneficially holds shares in the company;

ii) is beneficially entitled to moneys which are to be paid by the company
otherwise than as remuneration payable to the debenture trustee;
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iii) has furnished any guarantee in respect of the principal debts secured by the
debentures or interest thereon;

Thus, based on the above provisions answers to the given questions are as follows:

A shareholder who has holds shares of X 10,000, cannot be appointed as a
debenture trustee.

A creditor whom company owes ¥ 999 cannot be appointed as a debenture
trustee. The amount owed is immaterial.

iii) A person who has given guarantee for repayment of principal and interest
thereon in respect of debentures also cannot be appointed as a debenture
trustee.

SKS Limited issued 8% ¥ 1,50,000; Redeemable Preference Shares of ¥ 100
each in the month of May, 2010, which are liable to be redeemed within a
period of 10 years. Due to the Covid-19 pandemic, the Company is neither in
a position to redeem the preference shares nor to pay dividend in
accordance with the terms of issue. The Company with the consent of
Redeemable Preference Shareholders of 70% in value, made a petition to the
Tribunal [NCLT] to accord approval to issue further redeemable preference
shares equal to the amount due. Will the petition be approved by the
Tribunal in the light of the provisions of the Companies Act, 2013?

Can the company include the dividend unpaid in the above issue of
redeemable preference shares? May 22, ICAI

Answer :

» According to section 55(3) of the Companies Act, 2013, where a company is not in

a position to redeem any preference shares or to pay dividend, if any, on such
shares in accordance with the terms of issue (such shares hereinafter referred to
as unredeemed preference shares), it may—

with the consent of the holders of three-fourths in value of such preference
shares, and

with the approval of the Tribunal on a petition made by it in this behalf, issue
further redeemable preference shares equal to the amount due, including the
dividend thereon, in respect of the unredeemed preference shares, and on the
issue of such further redeemable preference shares, the unredeemed
preference shares shall be deemed to have been redeemed.
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Provided that the Tribunal shall, while giving approval under this sub-section,
order the redemption forthwith of preference shares held by such persons who
have not consented to the issue of further redeemable preference shares.

In the instant case, since the company made a petition to the NCLT with the
consent of Redeemable Preference Shareholders of 70% in value, the said petition
is not valid and will not be approved by the NCLT.

If the consent has been taken by three-fourths (75%) in value of such preference
shares, the company can include the dividend unpaid in the above issue of
redeemable preference shares.

As per the financial statement as at 31.03.2021, the Authorized and Issued
share capital of Manorama Travels Private Limited (the Company) is of ¢
100 Lakh divided into 10 Lakh equity shares of ¥10 each. The subscribed and
paid-up share capital on that date is T 80 Lakh divided into 8 Lakh equity
shares of ¥10 each. The Company has reduced its share capital by cancelling
2 Lakh issued but unsubscribed equity shares during the financial year
2021-22, without obtaining the confirmation from the National Company
Law Tribunal (the Tribunal). It is noted that the Company has amended its
Memorandum of Association by passing the requisite resolution at the duly
convened meeting for the above purpose. While filing the relevant e-form the
Practicing Company Secretary refused to certify the form for the reason
that the action of the Company reducing the share capital without
confirmation of the Tribunal is invalid.

In light of the above facts and in accordance with the provisions of the
Companies Act, 2013, you are requested to (i) examine, the validity of the
decision of the Company and contention of the practicing Company
Secretary and (ii) state, the type of resolution required to be passed for
amending the capital clause of the Memorandum of Association.

Answer :

»  According to section 61 of the Companies Act, 2013, a limited company having a

share capital is empowered to alter its capital clause of the Memorandum of
Association. The provisions are as under:

i)  According to the section, a limited company having a share capital may, if so
authorised by its articles, alter its memorandum in its general meeting to
cancel shares which, at the date of the passing of the resolution in that behalf,
have not been taken or agreed to be taken by any person, and diminish the
amount of its share capital by the amount of the shares so cancelled.
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ii) It provides that the cancellation of shares shall not be deemed to be a
reduction of share capital.

According to the given facts, in the said question, the company reduced its share
capital without obtaining the confirmation from the NCLT. The Company amended
its memorandum by passing the requisite resolution at the duly convened meeting.
However, Company Secretary refused to certify stating that action of company
reducing the share capital without confirmation of the Tribunal, is invalid.

Accordingly, in the light of the stated facts, following shall be the answers:

i) Decision of the company is valid, as for alteration of share capital by
cancellation of shares and diminishing of amount of share capital by the
amount of the shares so cancelled, does not require confirmation of the
Tribunal. As per the law, passing of the resolution in that behalf at the duly
convened meeting by amending Memorandum of Association, is the sufficient
compliance. Therefore, contention of practicing Company Secretary is not
valid.

According to section13, save as provided in section 61 of the Companies Act,
2013, company may alter the provisions of its memorandum with the
approval of the members by a special resolution.

500 equity shares of ABC Limited were acquired by Mr. Amit, but the
signature of Mr. Manoj, the transferor, on the transfer deed was forged. Mr.
Amit, after getting the shares registered by the company in his name, sold
250 equity shares to Mr. Abhi on the strength of the share certificate issued
by ABC Limited. Mr. Amit and Mr. Abhi were not aware of the forgery. What
are the liabilities/rights of Mr. Manoj, Amit and Abhi against the company
with reference to the aforesaid shares?

Answer :

>

According to Section 46(1) of the Companies Act, 2013, a share certificate once
issued under the common seal, if any, of the company or signed by two directors or
by a director and the Company Secretary, wherever the company has appointed a
Company Secretary, specifying the shares held by any person, shall be prima facie
evidence of the title of the person to such shares.

Therefore, in the normal course the person named in the share certificate is for all
practical purposes the legal owner of the shares therein and the company cannot
deny his title to the shares.
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However, a forged transfer is a nullity. It does not give the transferee (Mr. Amit)
any title to the shares. Similarly, any transfer made by Mr. Amit (to Mr. Abhi) will
also not give a good title to the shares as the title of the buyer is only as good as
that of the seller.

Therefore, if the company acts on a forged transfer and removes the name of the re
al owner (Mr. Manoj) from the Register of Members, then the company is bound to
restore the name of Mr. Manoj as the holder of the shares and to pay him any
dividends which he ought to have received’

In the above case, therefore, Mr. Manoj has the right against the company to get the
shares recorded in his name. However, neither Mr. Amit nor Mr. Abhi have any
rights against the company even if they are bona fide purchasers. But as Mr. Abhi
acted on the faith of share certificate issued by company, he can demand
compensation from Mr. Amit.

Growmore Limited's share capital is divided into different classes. Now,
Growmore Limited intends to vary the rights attached to a particular class
of shares. Explain the provisions of the Companies Act, 2013 to Growmore
Limited as to obtaining consent from the shareholders in relation to

variation of rights. RTP November 18

Answer :

According to section 48 of the Companies Act, 2013-

Variation in rights of shareholders with consent : Where a share capital of the
company is divided into different classes of shares, the rights attached to the
shares of any class may be varied with the consent in writing of the holders of not
less than three-fourths of the issued shares of that class or by means of a special
resolution passed at a separate meeting of the holders of the issued shares of that
class:

a) if provision with respect to such variation is contained in the memorandum
orarticles of the company; or

b) in the absence of any such provision in the memorandum or articles, if such
variation is not prohibited by the terms of issue of the shares of that class:

Provided that if variation by one class of shareholders affects the rights of any
other class of shareholders, the consent of three-fourths of such other class of

shareholders shall also be obtained and the provisions of this section shall apply to
such variation.
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iii) Cancellation of variation : Where the holders of not less than ten per cent of the

issued shares of a class did not consent to such variation or vote in favour of the
special resolution for the variation, they may apply to the Tribunal to have the

variation cancelled, and where any such application is made, the variation shall not
have effect unless and until it is confirmed by the Tribunal:

Provided that an application under this section shall be made within twenty-one
days after the date on which the consent was given or the resolution was passed,
as the case may be, and may be made on behalf of the shareholders entitled to
make the application by such one or more of their number as they may appoint in
writing for the purpose.

| Question 20 : |
Earth Ltd., a Public Company offer the new shares (further issue of shares)
to persons other than the existing shareholders of the Company. Explain the

conditions when shares can be issued to persons other than existing
shareholders. Discuss whether these shares can be offered to the Preference

Shareholders? RTP November 2018

Answer :

» According to Section 62 (1) of the Companies Act, 2013 if at any time, a company

having a share capital proposes to increase its subscribed capital by the issue of
further shares, such shares should be offered to the

existing equity shareholders of the company as at the date of the offer, in
proportion to the capital paid up on those shares.

employees under a scheme of employees' stock option subject to a special
resolution passed by the company and subject to such conditions as may be
prescribed.

iii) to any persons, if it is authorised by a special resolution, whether or not those
persons include the persons referred to in clause (i) or clause (ii), either for
cash or for a consideration other than cash, if the price of such shares is
determined by the valuation report of a registered valuer subject to such
conditions as may be prescribed.

From the wordings of Section 62 (1) (c), it is quite clear that these shares can be
issued to any persons who may be preference shareholders as well provided such
issue is authorized by a special resolution of the company and are issued on such
conditions as may be prescribed.
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Walnut Limited has an authorized share capital of equity shares of Rs. 100
per share and an amount of Rs. 3 crores in its Share Premium Account as on
31-3-2018. The Board of Directors seeks your advice about the application of
share premium account for its business purposes. Please give your advice.

RTP May 19, ICAI Module

Answer :

» According to section 52 of the Companies Act, 2013, where a company issues

shares at a premium, whether for cash or otherwise, a sum equal to the aggregate
amount of the premium received on those shares shall be transferred to a
"securities premium account” and the provisions of this Act relating to reduction of
share capital of a company shall, except as provided in this section, apply as if the
securities premium account were the paid-up share capital of the company.

The securities premium account may be applied by the company—

towards the issue of unissued shares of the company to the members of the
company as fully paid bonus shares;

in writing off the preliminary expenses of the company;

in writing off the expenses of, or the commission paid or discount allowed on,
any issue of shares or debentures of the company;

in providing for the premium payable on the redemption of any redeemable
preference shares or of any debentures of the company; or

for the purchase of its own shares or other securities under section 68

The securities premium account may be applied by such class of companies, as
may be prescribed and whose financial statement comply with the accounting
standards prescribed for such class of companies under section 133:

in paying up unissued equity shares of the company to be issued to members
of the company as fully paid bonus shares; or

in writing off the expenses of or the commission paid or discount allowed on
any issue of equity shares of the company; or

iiii) for the purchase of its own shares or other securities under section 68.

Keeping the above points in view Walnut Foods Limited should proceed to utilise
the amount of Securities Premium Account.
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Surya Ltd. is engaged in the manufacture of consumer goods and has got a
good brand value. Over the years, it has built a good reputation and its
Balance Sheet as at March 31, 2019 shows the following position:

Authorized Share Capital (25,00,000 equity shares of face value of ¥ 10/-
each) ¥2,50,00,000

Issued, subscribed and paid-up capital (10,00,000 equity shares of face
value of % o/- each, fully paid-up) ¥1,00,00,000
Free Reserves ¥3,00,00,000

The Board of Directors are proposing to declare a bonus issue of 1 share for
every 2 shares held by the existing shareholders. The Board wants to know
the conditions and the manner of issuing bonus shares under the provisions

of the Companies Act, 2013. Discuss. RTP Nov 20, RTP May 21, ICAI

Answer:

»  According to Section 63 of the Companies Act, 2013, a company may issue fully

paid-up bonus shares to its members, in any manner whatsoever, out of -
i) itsfree reserves;
ii) the securities premium account; or

iii) the capital redemption reserve account. Provided that no issue of bonus
shares shall be made by capitalising reserves created by the revaluation of
assets.

Conditions for issue of Bonus Shares: No company shall capitalise its profits or
reserves for the purpose of issuing fully paid-up bonus shares, unless—

it is authorised by its Articles;

it has, on the recommendation of the Board, been authorised in the general
meeting of the company;

it has not defaulted in payment of interest or principal in respect of fixed
deposits or debt securities issued by it;

it has not defaulted in respect of payment of statutory dues of the employees,
such as, contribution to provident fund, gratuity and bonus;

the partly paid-up shares, if any outstanding on the date of allotment, are
made fully paid-up;

it complies with such conditions as may be prescribed.
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>

>

But the company has to ensure that the bonus shares shall not be issued in lieu of
dividend.

To issue bonus shares, company will need reserves of I 50,00,000 (half of
%1,00,00,000), which is available with the company. Hence, after following the
above compliances on issuing bonus shares under the Companies Act, 2013, Surya
Ltd. may proceed for a bonus issue of 1 share for every 2 shares held by the
existing shareholders.

Yellow Put Ltd. is an unlisted company incorporated in the year 2012. The

company have share capital of rupees fifty crores. The company has decided

to issue sweat equity shares to its directors and employees. The company

decided to issue 10% sweat equity shares (which in total will add up to 30%

of its paid up equity shares), with a locking period of five years, as it is a

start-up company. How would you justify these facts in relation to the

provision for issue of sweat equity shares by a start-up company, with

reference to the provision of the Company Act, 2013. Explain?

RTP November 21

Answer :

>

Sweat Equity Shares is governed by Section 54 of the Companies Act, 2013 and
Rule 8 of Companies (Share capital and debentures) Rules, 2014. According to
Section 54 the company can issue sweat equity shares to its director and
permanent employees of the company.

According to rule 8 (4) proviso, states that a start up company, is defined in a
notification number Ministry of Commerce and industry Government of India, may
issue sweat equity share not exceeding 50% of its paid up share capital up to 10
years from the date of its in incorporation or registration.

According to Rule 8(5), the sweat equity shares issued to directors or employees
shall be locked in/ non transferable for a period of three years from the date of
allotment and the fact that the share certificates are under lock-in too.

Hence, in the above case the company can issue sweat equity shares by passing
special resolution at its general meeting. The company as a startup company is
right in issue of 10% sweat equity share as it is overall within the limit of 50% of
its paid up share capital. But the lock in period of the shares is limited to maximum
three years period from the date of allotment.
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VRS Company Ltd. is holding 45% of total equity shares in SV Company Ltd.
The Board of Directors of SV Company Ltd. (incorporated on January 1,

2019) decided to raise the share capital by issuing further equity shares. The

Board of Directors resolved not to offer any shares to VRS Company Ltd., on

the ground that it was already holding a high percentage of the total

number of shares issued by SV Company Ltd. The Articles of Association of
SV Company Ltd. provide that the new shares should first be offered to the
existing shareholders of the company. On March 1, 2019 SV Company Ltd.

offered new equity shares to all the shareholders except VRS Company Ltd.

Referring to the provisions of the Companies Act, 2013 examine the validity
of the decision of the Board of Directors of SV Company Ltd. of not offering
any further shares to VRS Company Limited.
Answer :

>

>

The legal issues involved herein are covered under Section 62 (1) of the
Companies Act, 2013.

Section 62 (1) (a) of the Companies Act, 2013 provides that if, at any time, a
company having a share capital proposes to increase its subscribed capital by issue
of further shares, such shares should first be offered to the existing equity
shareholders of the company as at the date of the offer, in proportion to the paid-
up capital on those shares. Hence, the company cannot ignore a section of the
existing shareholders and must offer the shares to the existing equity shareholders
in proportion of their holdings.

As per facts of the case, the Articles of SV Company Ltd. provide that the new

shares should first be offered to the existing shareholders. However, the company

offered new shares to all shareholders excepting VRS Company Ltd., which held a
major portion of its equity shares. It is to be noted that under the Companies Act,
2013, SV Company Ltd. did not have any legal authority to do so.

Therefore, in the given case, decision of the Board of Directors of SV Company Ltd.
not to offer any further equity shares to VRS Company Ltd. on the ground that VRS
Company Ltd. already held a high percentage of shareholding in SV Company Ltd.
is not valid. Such a decision violates the provisions of Section 62 (1) (a) as well as
Articles of the issuing company.

CA ANKITA PATNI PAGE | 81



Companies act.
CHART



pajadsul aq Aew panoje aq
0} 248 10 U3 ALY SAIYINIAS
pies 1apun aJaym }Ie.u0d

Yarym e soejd g awin (q

13 s)ejal JaHOo YoIiym

0] 31314235 Jo 323dsau ul *0)
Aq paniadaJ aq 03 40 paniadal
uOo[)eJaPISUOD JO Jwe Jau (e

-5n}23dso.d pawaaq
ul apew aq 03 2.4ns0|s1(

‘wJyeloode
S1 1940 ue Sunjew uosJad (1

‘3 Ag pan1adal

ud3q 30U pey SaIINIIS Jo 1dadsal ul

'0) Aq pan1231 9q 0} UOIIRIIPISUO BjOYM
‘apew sem Ja40 uaym ajep 1ejeyl (q

o o|e

0} JudwWaaJSe Jo JuUdW)O||e J3Ye Syuw

9 uIy2IM apew sem d1jgnd 03 3|es Joj way}y
Jo Aue Jo Jo Sa1314n23s JO J3Jj0 ue Jey) (e

-umoys st 31
J1o11qnd 03 3jes 10§ paJao Sutaq sa1INIBS
01 M3IA & Y}IM dpEW SeM $31314NJ3S

‘10||e 03 Juawda48e ue Jo ‘J0 JudWIO||e ue
1By} 20U3PIA3 3q ‘pano.d s| Asesjuod ssajun

*Ajdde jjeys ‘snyoadsoud

0} Suije|aJ asimIaylo Jo ‘snydadsoud
‘WoJj SUOISSIWO *3 Ul ‘S)UBWDIE)S
-s1w Jo 3oadsad ul Ayjiqer

0} se '3 sn}dadsoud Jo sjuau0d 0}

Se Me| Jo S3[nJ 1 Ssyudwldeud e (q
B *0) Aq panss| snydadsoud

e 3¢ 0} pawaap aq ‘sasodind

l|e 10} ‘|jeys apew si d1jqnd

01 2B 10} J3}J0 YaIym Aq Juawnaop
Aue 1jqnd 03 3jes 10} paJayo Suiaq
$91314n235 350y} Jo Aue Jo ||e 0} MIIA
B Y}m "0) Jo sa1naas Aue o e

0} s2245e 10 510]|e *0J @ d4aYM (e

', udwelied Jo Sasnoy
4104 240499 pie| aq ‘panssi S ) Jayje aq Aew se uoos se

‘|lleys uoneaiyou yans A1ans jo Adod e pue £gT uo13I3s 10 06
uoiaas ‘g8 uoaas ‘A| 133dey) ‘4adey) siy jo suoisinoid ay}
Jo Aue wouy (€) uonaas-qns uj 03 paJsayad sajuedwod a1jgnd

Jo sasse|d 4o ssejd Aue ydwiaxa ‘uoneaynnou Aq ‘Aew 9) ayy (A1

‘paquasald aq Aew se
‘suonpipsun( 1aY30 yans Jo suondipsinf udiaioy aqissiwiad ul
sagueyaxa %201 paniwsad uo 3unsi| jo sasodind 1o} Sa1314NIAS
Jo ssejd yans anssi Aew sajuedwod d1jgnd jo ssejd yans (i

: 91/qnd 03 3]s 10} PaJao SaNIINIAS (1l

(gz uonoas) snyaadso.d pawaaq (|

:snypadsoad
€ 3¢ 0} PAWIAP Yd1ym suawnaoq (1

awade|d ajeand ysnoays (q

anss| snuoq 40 anss| syysi jo Aem Aq (e

-531314n23s anss| Aew 03 ajeand e ‘(g)gg uonaas Jad sy (i

9)es0d402 Apoq jo sa11inI3s Aue

Jo aseyaund Jo vonduosgns Joj 21jgnd wouj s1a450 SUNIAUL JUBWNIOP JIYI0 JO JUIWISILIBAPE ‘4e[ndii ‘ad1jou Aue

10 T€ 235 U] 0} paJJaja. snyaadso.d J|ays 40 Z€ 235 ul 0} paJajad snjdadsosd Suliiay pas e sapnjou) g snjdadsoad
e Se panss| 10 Paq14asap Juawndop Aue sueaw snyadsouad ‘€70z PV saluedwo) ayy Jo (0/)z 295 J4ad sy

sn32adsoud

¢

anssi snuoq e Jo anss! syysi e ysnoayy (9

Juawade|d aeand ysnoays (q

snydadsoad ysnoayy 21jqnd oy (e

-$91314n23s anss| Aew *02 a1qnd v () £z 295 49d sy (1

juswiade|d 9leAlld 3 194j0 dl|qnd

% 3

(1€ 3eyd) s3ILINNIIS 40 LNIWLOTIV ANV SNLITJSOUd




pJeog 28ueydx3 pue saiINIS

3 1e13s139Y Yum paji4 39 |jeys snyadso.d Suriiay

paJ ul papnjaul Jou 3Je Se S|1e1ap J3Y10 Aue 13 Sa13INIAS
0 214d Suisopd ¥ ‘|ended aJeys Jo 1qap johem Aq
Jay1aym ‘pasies |eyded |ejo1 uidaay) Sunels snyadsoud
33$ 1Yy} J9puN S3I1INIAS J0 1340 Jo Suiso)d uodn

‘Jeyaq

sIy} ui suoiejngai
Sunjew Aq

pieog a8ueydx3
13 S91314n23S Aq
paidads aq Aew
se sn)adsoad e
JO sainjeay Jualjes
yans Sujurejuod
wnpuejowaw

e sueaw }|

: 1940 Jo Buisopd uodn

193S '3 Aea3si824 yum sndadsoud Sunuay pas jo Sulji (A

snjoadsoad uj suonjersen se paysiysiy

3¢ ||eys snyoadsoud e B snyoadsoud Suiiiay pas
udam1aq uojersen Aue 1 snyaadsoud e 03 ajqearjdde ale
se suonesijqo awes Asied |jeys snyoadsoud Suiiiay pas y

: uonesijqo awes (1

*13J40 1 35I| uondidsqns
Jo Sujuado 03 Joud sAep ¢ 1ses| Je JesisiSay Yum i
9|1} ||eys sn3dadsoud Suriay paJ e anssi 03 Suisodoad *0)

(€€ uonaas)
snydadso.d

padpuqy (Al

: Jea3siSas ay3 yum Suipid (1

*snydadso.d
e Jo anss| 01 Jolid snyadso.d Suriiay pas e anss) Aew *0)

e Jo anss| 01 Jolid snydadsoad Suliiay pas e anssj (1

snyadsoad

e 9¢ 0} pawaap

94 ||eys snyadsosd
J12ys yum Jayiasoy
wnpueJowaw
yons ‘() aes

-qns Japun apew

S1 $91314N23S JO J3y40
ue awn Aana ‘pajy
S| wnpueJowaw
uonewJoju

ue aJdym

: snyadsoad

e 9 0} pawaap

q ||eys snyadsoad
J13Ys yum Jay1ado

wnpuesows| (1t

'shep GT ulyum

uondiasgns se panIada4 sajUOW ||e punyal
[Ieys ‘0D ‘uonearjdde J1ay) meapysm o3 Jisap
e ssasdxa Aay3 J1 3 syuearjdde yans o3 sadueyd
21ewiul |[eys *0d ‘@8ueyd yans Aue jo Supjew
a1043q uonduosqgns jo sjuawAhed aaueape yum
8uoje san1nd3s Jo Juawyojje Joj suonealjdde
PaAIa23J Sey 02 B 243YM ey} papinoid

snaadsoud §|ays Jopun S3114NI3S JO 340
uanbasqgns 10 puodas e Jo anssj 03 Jold ‘Dwi
paquasasd ulyym JeansiSay yum ‘paquasasd aq
Aew se saSueyd J3y30 Yyans 13 S3I}INIBS JO J3}J0
Suipaadans 13 s31314N23S Jo Jayo snoinaad Jo
$31114N23S JO JAJ0 1SJ1} UDIMIB( P3.IN2I0 BABY
se 02 jo uojysod |epueuly ul saSueyd ‘pajeasd
sa81eyd mau o3 Sune|au syoey |elalew ||e
Sujuieud wnpuelowaw uoewIojul Ue 3|1 03

paainbau sy snyoadso.d saypiny

ou ‘snydadso.d jey jo Aupijen jo pouad
Sunnp panss| sal}14NI3S Yans Jo Jajjo
juanbasqns 40 puoaas e jo 1adsal ul (q

9 ‘snjoadso.d jeyy Japun

S1314NJ3S JO 4310 15414 Jo Sujuado jo aep
W04} 9IUBWIWOI ||eys Yydiym sndadsoid
yans jo Aupijen jo pousad se JA T Suipaadxa
10U poLad e a1edIpul ||eys YoIym uiaiay}
papn|oul $31114n23S JO J9}40 1SJ1} JO (e

pa4inbaJ aq [jeys snydadsoad yays e Suijiy *0d

: snyoadsoad
J|9yYs YuM wnpuelowaw uonewojul jo Suljid (i

-a9e1s 1e Jes1siZay yum snyoadsoad Jjays
e 3|1} Aew ‘Jleyaq siys ui suonejnsas Aq
apinosd Aew pieog aSueyax3 13 sal}INIS
se ‘saluedwod Jo sassed 40 ssepd Aue

: Jea3s18a4 yum snyoadsoud Jjays yo Sunjid (1

S$1114n235 Jo 3d14d Jo wnjuenb jo sienaipied
919|dwo3 apnjaul J0u S0P Ya1ym snyoadsoid e sueaw 3

(z€ uoin2as) snydadsolq BuriiaH pay (il

snyoadsoad Jay1iny e Jo anssi 3y} oYM polsad uleldI B JIAO SANSSI I0W J0 BUO Ul uondiasgns
10} panssi ale UIaJayY} PapN|aul SAIHINIIS JO SSE|I JO SIIINIS YIIYM J0 323dsa Ul snjdadsoud e sueaw 3

(1€ uonaas) snyadsoad jjays (|1

sn)ladso.d

*

(2"€ 1ey) s31L1INI3IS 40 LNIWLOTIV ANV SNLIIdSOUd




SS9 SI JDAIYIIYM
anJe

5,00 Aq paiyads se e

10 panssi aJ4e sa.njuagap
Yoiym e ad1d Jo %5°2
P292X3 10U ||eys e

SS9 SI JDAYIIYM o
s9|dI1pe

Aq pasiioyine ajeu o
10 panss| d.e saleys
yoiym je aoud Jo %9
Po92X3 10U ||eys e

sainjuagag saieys

- UOoISSIWWOD JO Iley (2

y1oq 40 *0) jo yjoud 4o

anss| Jo spad20.d jo 1no pied aq Aew uoissiwwod (q
uolle1dosse Jo sd|d11de s,0) ul

paziioyine aq ||eys uoissiuwod yans jo yuswied (e
:uoissiwwod jo judwAed 10j suonipuo)

193S Aq paydads

awin ulyum satuow jo juswAieday 104 (q
S91314N23S

Jo jusuwnojje 3suieSe Juawisnipe 1oy (e

-ueyj 19yjo asodund Aue

J0j pasI|ian 9q 10U ||eys B Jueq pajnpayds e ul
junodoe jyueq alesedas e ul 1day| 29 |jeys a1qnd
9yl wouy uonedijdde uo paniaIa. saluow ||y

Yum iesap
9q ||eys Sa1314N23S Ya1ym ul 95ueydoxa 3201s
JO saweu 10 aweu ajels osje |jeys snidadsoud

Y1oq 10 1€ 01 30§ - duly
10 JedA T 01dn jJuswuosidwi = 1921440 (q
705 01 16 - @uly = Auedwo) (e

pIOA 3q [|eYS U013I3s SIy)} Jo syudwalinbau jo Aue
yHm ascuejjdwod aniem 03 sa1314nI3s 40y} jJuedjjdde
Aue puiq 10 ai1nbaa 03 Sunsodind uonipuod Auy

sa8ueyoxa

10 98ueydxXa }201S Yons ul YHm jjeap aq

01 S31314n23S 10} uoissiwaad uielqo R sagueydxa
10 98ueydxa }201s pasiuSoIa. 0w 40

auo 03 uonedjdde ue aew ‘1340 yans Supjew
94049q ‘||eys 49440 d1jqnd Sunjew "0d A1ana

mww:mr_uxm )901S Ul yiim jjea 9q 0] sa111uNJdaS

S19)Jew sa1114Nn23s 1@ ssado4d

a413ua 03 A)jIqiIpaJsd @ Aduaiedsuedy Suipua)
$313114N23s Jo juawysinSunxa ‘@8pa|d ‘@seydrand
‘9les ‘@nssi J9N0 |043U0I Jooud |00} SBINSUD

1ewaq ‘9661 10V Sal101sodag yiim asuep.iodoe

ul wioj 1ewap ul Ajluolepuew 3¢ 03 sey Salllandas
40 1330 d1jgnd JI9NAIMOH "WI0) pasijerialewap

10 |eaisAyd ul pjay aq p|nod sa1314ndas

*19punaJiayl apew suoinye|n3al

R 966T ‘1Y Sal10lisodaq Jo suoisinoid yyum
dduUep.odde ul W0} pasijelad1ewdp ul 10 1Y Siyl
40O suoisinoad 9yl yiim asuepiodde ul waoy [esisAyd
ul S31314NJ3S S} BNSS] 10 W0} pISsijelidlewdp

01Ul S31111N23S SH MdAU0d Aew ‘(T)

uo1199S-gNS Ul pauojudw ‘03 ueyl 13Yylo ‘o) Auy (¢
1apuna.iayl appbw suonpinbai R 966T

12V saLiolisodag ur umop pip| Jauupbw Ul Wiof|
pasi|pLiaipwap Ui Ajuo paiiafsun.ay 1o p|ay aq [[PYs
$31114n23s 3y} ‘paqlLidsaid aq Aow sp sajupduwod
paisijun fo sassp|d 10 sSp|d Yyans Jfo IspI uf
J9punaJay) sapew

suone|ng8al 1 9661 AV Sali01sodaq jo suoisinoad
yym SuiAjldwod

Aq wuoj pasijersarewap ul AjJuo sa1314n23S dNSS|
l1eys 6 9|y 43pun paquiasaid aq Aew se sajuedwod
JO S3sse|d 40 SSe|d J9Yy10 Yyons 1@ {4940 dijqnd
Sunjew *0) A1and 1Y) s91e1s (T)6Z UoNnISS (T

w0y pasijersalewap
ul 9 0} S31314NJ3S JO 1340 d1|qnd

A

A

(€°€ 31eyd) SIILINNDIAS 40 LNINLOTIV ANV SNLOIAdSOUd




‘Lt UOIILS Japun

uoie 10y 3|qel| aq ||eys

‘uonanjisul [e1dUBUL 10 Yueq
Aue wouy saiydey 1pasd
Suluie1qo 03 main e yum

4o ‘104 JuawaaaSe Aue (11

40 {S311IN23S

JO anjeA uj suonenyanjy

0] 2JudJ3)a4 Ag 40 SDIINIBS
J0 pIaIA wouy saiued jo Aue
0} Jj0.d e 34n23s 03 S| YaIym
Jo asodund papuaiaid Jo
asodind quawaaide Aue (11

10
{sa1} -14n23s SulIMIBpUN JO
‘10§ Suiquaasqgns ‘jo Suisodsip
‘Buinboe ‘03 maln e

Yyum Jo ‘10§ JusawaaJise Aue (1

snypadsoud yans

JO siseq uo Sa1}INIAS
01 paquasgns

oym uosiad

Aue Aq pasanoul

uaaq aney Aew jey)
s98ewep 10 $3sSO| JO
Aue a0 |je 10} ‘Aujiqer)
Jo uoneywi| Aue
moyum ‘s|qisuodsals
Ajjeuosiad aq |jeys (1)
*29sgNS U| 0} paJJajal
uosiad A1ana ‘esodind
judjnpnedsy Aue 1oy

Jo uosiad Jayio Aue
10 *0J e JO S3IHINIDS
Jo} syuedjdde
pneajap 03 Judjul
Y1Mm panssi uaaq

sey snyadsoud e 1ey)
panoud si 1 a19ym

11adx3 Aq apew juawajels o
98pajmouy|

sS4 Inoyym panssi snyadsoud e
snjdadsoud Jo anss| 810)9q 10123.1p
9W029q 0} JUISUOI SIY MAIPYHM

-sanoad ay I
d|qel| 3q ||eys uossad oN : suondadx3 (q

‘9z uondas Jo ()

UoI31995-qNS U] 0} PaJIdd4 14adxXa ue s| e
3 ‘snydadsoud Jo anss| pasiioyine e

*0) Jo J2j0woud e

J0323.11p e se snjdadsoud uj paweu s|
3 paweu 3¢ 0} Jjaswiy pastioyine sey o

snydadsoud

JO 3NSSI JO 3w} 1. 0D JO 10)I3JIp B Sl o
-oym uosiad A1ana 13 *0) ‘J0aJay}
93uanbasuod e se a8ewep 10 SsO|

Aue pauieisns sey 13 Suipeajsiw s yorym
snyaadsoad ul ‘4913w Aue jo uoissiwo
10 uoIsSnaul J0 ‘papn|aul JUBWIIELS

Aue uo Supoe ‘0o e jo sa114NIBS

10} paquasqns sey uosiad e asaym

*Aiessadau sem
uoISSIWO J0 uoiIshjoul
10 9nJ) SeMm jJudwajels

1eyy ‘analjaq
sn)dadsoud jo anssi
jo 3w o3 dn pip

3 ‘andljaq 03 spunous
d|qeuosea. pey

9y 1ey1 Jo |elsdjewwl
SeM UOISSIWO 10
JUBWIAILIS YINs Jey)
sanoad ay J1 uossad

e 0} Ajdde jjeys

295 SIy1 ul Suiylou

‘L

295 Japun d|qel| 9q
lleys snyadsoad yans
JO anss| sasloyine
oym uosiad A1ana e

3neyap jo ased uj (A

ss9)

S1 J3AD Y2IYM - JB| T 10 ‘SINUIIUO0I 3 NEJIP YdNS YdIym
Sunnp Aep yoea 104 000T x Jo Ayeuad Aed |jeys ‘0)

S3I}14NJ3S JO JUSW)O|[E UB SIHEW 03 IYM (Al

anss| JO 3INSO|d Wiy

JeJ)siSal ay) YHm JuaWioj|e JO uin3adl e 3l ||eys

sAep GT UIY3IM paulnial 3q [|eys PaAIdI Jwy (i

193S Aq paiydads se pownad 1aylo Yyong

PoAIaJal Jou Asuow

1o ‘sn)dadsoud jo anssi o aep wouy shep Qg uIlyIm

uonedijdde )3 paquasqns jou Junowe wnwiul (1

pnesjap uo Aujiqery (i

:suosiad jo sanijiqer (e

(5€ uondas) Aupqer a1 (1

(€ uondas)

Aupiqer) jeutw) (1

193S Aq paidads se ywe 10 a8ejuadsad Y10

4ans 10 %G ueyy ssa| 29 jou |jeys Asuow uonedjjdde o

‘0D Aq paniadai 3 pied uaaq aney

S3I}4NI3S JO JUBUNOY (1

Asuow uonesjdde 1 ‘paquIsgns Junowe WNWIUIA o

)

i}

kS

("€ 31eyd) s31LINNIIS 40 LNIJWLOTIV ANV SNLIIdSOUd




SIBAA 0L XeW

£ X (PNe1j JO JUNOWE) Xe

sieafcoupy | pue PNl JO JUNOLWE Ul 15a13)u| J1|gng buinjonu)
S1B3 0 XB € X(pnel} Jounowe) Xepy | Ss3|SIIAA3YDIYM JIA0WIN] JO % J0Saadm
SYuow g:ulpy | pue PNEl} JO JUNOWE Ul UNe| (] Ueyl asouw 1o 0} |enba jo pneyy
559] 51 JaNaYIIYM JanowIn]

sieaf ¢ O1df 10 suNe 06 » O1dh 102 10 s9adni yye| O ueYl 5s3] JO pneX

Juawuosudw|

‘y30q yum Jo saadn. yynj 0§ 03 puajixa Aow yaiym auif yym
10 si0af g 03 puajxa Abw yarym w3} b Jof yJuawuosrdwi yum ajqoysiund aq [jpys pno.if yons Jo
A)inb uosiad Aup “)saiayui a1jgnd anjoaul Jou saop 1 ‘41amoy si Janayarym ‘Aunduwiod ayj fo 1anouiny
ay3 Jo 9T 40 saadnu yyp| QT UDY) SS3| JUNOWID UD SIAJOAUI PNDIS Y] 3JaYym 3By} JaYyrinf papinoid

sJA € ueyy ssa| aq 10U [jeys Juawuosidwi Jo wId} ‘3sa1a3ul d1jqnd SaAjoAUL pnedj 3iaym (il

pneJy ul panjoaul

Jwe sawi) € 0} pualxa Aew YaIym inq ‘pnedy ur paAjoAul JuUnoWe uey) ssaf aq 10U ||_YsS YaIym auly
0} 9|qel| 9q os|e ||eys 1@ sieah QT 01 puaIxa Aew YdoIym Ing syjuow 9 ueyl ssaj aq 10U |[eYs Yyaiym
w3} e Joj Juawuostdwi yum ajqeysiund aq jjeys

‘pneuy jo A)in3 aq 01 punoy st oym uosiad Aue (i

weds weAjes - ajdwexy (A1

‘juepuajap sujese

13y31a380) ased 9|3uis suo 3|14 ued 3|doad jo
||e ang Aj93e4edas ased e 3j1 Jou pasu 3jdoad
painfui jo auo yoea ‘yuepudjap auo Aq painfu
ua3q aney a|doad |e4aA3s I - Jyauag (M

Jauoiiad auo Aq
pajuasaidal aq ued 1 3nod uj Juasaid aq jou
paau ased Sul|iy 9jdoad jo dnois Jo ssejd (il

sse[d 40 dnoJs aJi3ua 0} wJey uowwod pasned
sey oym juepuajap e jsuiese uns e Suljy
9|doad jo dnoJs e 10 s1 }ns uonye ssep) (1

- [P 396 Jad sy

€107 ‘WY saluedwo) Jo Y19 — SUoIIY sse|)

pne.4 10} Jusawysiung

(L€

U0I393G) SUOSIad PRV Aq uonay

(5°¢ 34ey9) S3ILIINIIS 40 LNIWLOTIV ANV SNLIIdSOUd




‘[a1qea1dde aq

[IBYS Z66T 1V elpu|
40 paeog a3ueyax3
pue S311INIRG

3418 956T PY
(uonyejn3ay) syesiuo)
$a13N32S Ay} B

12V S1y3 Jo suoisinoad
Y} ||e pue Jajj0
21|qnd e aq 03 pawaap
34 | eys (z) uonoas
-ns Jo suoisino.d
3y} Jo aouey|dwod

Ul 9pew Jou Anss|
Juawade|d ayeud
Aue ‘(ot) uonas-gns
pue (g) uonaas-gns

ul pauejuod Suiyjhue
Suipueasyumon (1x

Ayjeuad Suisodwi Japio Jo shep ¢ Jo pouad e uiyim SI3qHISGNS 03 (9) 28S-qns ul paly1aads se 15313
Y}IM SIUOW |[B punjdJ OS|E |[BYS 03 1§ JaMO] SI JAYIIYM “SY 21042 7 10 Juawade|d ajeand ay) ySnoay)
pasie Junowe 03 puaixa Aew yaiym Ayjeuad e 1o} 3)0el aq ||eys s103031p 1 siajowo.d sy ‘Auedwod
‘U01)35 S1Y3 JO UOIJUIABIIUOD U] S3IUOW S}A3IIE J0 J3J0 e saxyew *0d e ji ‘(TT) 9s-qns 03 33(qns (x

saadnJ yye| 5z SulpasoXa Jou g S3NUIRUOD JNEJ3P YONS YIym
Suunp Aep yaea 1oy saadna 00T 40 3nejap yaea 1oy Ayjeuad e 03 ajgel| 3¢ ||eys 51032a41p g Sid3owo.d S)
‘Auedwod ‘(g) 28s-qns Japun paquasaid porsad ujynm Juawiojje Jo uiniad uly ul synejap Auedwod e f (xi

paqLasald aq Aews se ‘ojul Juend|as

13410 Yans 13 Pajioj[e SAIINIAS JO JAGuINU ‘s3ssIppe ‘SaLeU [Ny A1y} YNM ‘S330] e [[e JO 3s1| 333]dwiod
e Suipnpoul ‘paquasasd aq Aew se Jauuew Yans ul 1UaLW10|[e J0 31ep Lok SAEP GT UILIM Judw)o|e

JO UINJJ B JeJ1SIERY UIIM 2] ||BYS “IBS SIY) Japun Sa1Inaas Jo Juawiojje Aue Suyew Auedwod v (1A

"paguasaid aq Aew
se suosJad paliauap! JO SSe|d Yans 0 SaIINIBS
J0 3nss| auo uey) aJow dyew ‘dwny Aue e ‘Aew

Auedwod e ‘(g) 28s-qns Japun suosiad paiiuapl
J0 J3quunu wnwixew 03 393(qns ‘)ey} papinoid

:Auedwod ay) Aq pauopueqe Jo umespyim
U330 Sey UOIIEIIAUI IO J3JJ0 Jey} 40 pajajdwod
U3aq dAY J3I|Je3 APew uoneNAUI J0 Jajo Aue

03 309dS34 Y3IM SYUBWIO|[e SS3|UN APew aq |[eys
UOI)3S SIY} JAPUN LIOIEIIAUI 10 JBL10 Ysals O (A

anss) ue yans ynoge agie| 3e 1jgnd wuoyu) 0} suaSe Jo S|BUUBRY UoRNGUISIP 10 Surayew
‘elpaw Aue az)[13n Jo suawasianpe aljgnd Aue asea|al ||eys *3as Sy} Japun SaiLndas Suinss| 103 oy (1IA

*$31314n235 0|8 03 3jqeun si Auedwiod 313ym sajuow jo Juawhedal 1o} (q
10 {591314n235 JO JuaL30]|e JsuleSe Juswishlpe o (e

-uey} Jay3o asodind Aue 1o} pazi|ian aq J0u ||eysS B Yueq pajnpayas
B U] Junodde yueq a)eJedas e ul 3day aq |jeys *3as SIy} 49pun uoijedljdde uo paniada. sajuow Jey} papinoid

:Aep 397 Jo Aundxa wiouy "e'd 9T Jo d1eJ Je JsaURI

yum Asuow ey3 Aedal o3 3|qel| 3q [jeys 3 ‘pouiad piesaioje uyum Asuow uoijedijdde Aedal o} s|ie}
Auedwod J1 % shep 9 Jo Anidxa wouy shep GT ulyym siaquasqns o3 Auow uoiyednjdde Aeda. jjeys 3 ‘porad
1BY3 UIYIIM S1314N3S 10| e 03 3|qe Jou S| AuedLuod J1 %3 Sa131N23S Yans Joj Aauow uoijedrdde jo 1diadai jo
91ep WoJ) SAEp 09 UIL3IM S31314N235 511 10] B [[BYS *33S SIY} JpuN uoneAul 10 Jajo ue Supjew Auedwod v (1A

‘() uo1393s-NS Y3IM ULPI0IE Ul JelsISY YyM
PaJ1} 1 JUBWO][e JO UIN)J 9 BPEW S| Judwo|je
ss9|un Juawade|d ajeaud ySnouyy pasiel

saluow az1|13n Jou ||eys Auedwiod e Jey) papinoid

ysea Aq jou g

|duuey Suryueq Jay30 Jo Jeap puewsap 4o anbayp
Aq s3yy1 pied Asuow uondiasgns yym Suoje
uos1ad yans 0y panss| uoijedydde 1 Juawaoe)d
ajeaud uj Ajdde jjeys anssi juawsadeyd ajeand

01 90115¢ns 03 Sul|jim uosJad paiyuap! A1ang (Al

"UojjeIIUNUR) JO
1481 Aue Asiea jou jeys uoneardde pue
13}40 Judwade|d dyentid 1ey) papinoid

paquasaid

90 Aew se Jauuew yans uj Auedwod Aq
PapJ023. BJE S3SSBIPPE 1B SAEU ASOYM
‘suossad paiyuap! 03 paqlasaid aq Aew
SE JUUBW 13 W0} Yans uj uofeal(dde

13 13}J0 Juawade|d ajeid anss| |jeys
juawaded ajeaud Supjew Auedwiod v (i

‘A4 Ul ‘(uondo ya03s saakojdwa

JO AWAYS B J3PUN SAIHINIAS PaIBYO
Su1aq Auedwiod Jo saakojdwa B go
Suipnoxa] paquasaad aq Aew se saquinu
J3Y81y yans 1o (g PaaIXA J0U [|eys
Jaguinu asoym ‘,suosiad payuapt, se 0}
pauJajal utRJay) pieog Aq paunuapl uaag
aney oym suossad jo dnois 129jas e 0}
Ajuo apew aq ||eys Juawade)d areand v (it

ANQ :o_tw& JuaWade|d a1eAlld uo so131andas Jo co_pn_humn_:m 10} UOIelIAU| 10 J3JJO - JuBWIIIL|d 31eAlld

12138 Ja3jo Juawade|d a1enud Jo ansst ySnolyy (4340 anjgnd jo Aem Aq uey Jay3o) *03 Aq suosiad jo dnoi8 123]9s 03 SAIINIBS 3GLIISGNS 0} UOIIEIIAUI JO SAIINIS JO JBH0 Aue Sueaw 3

(9°¢ 3ey9) SILIINIIS 40 LNIWLOTIV ANV SNLIISOUd




siapjoyaseys
JO s|ie1ap yum Suoje panssi 0s saJeys Jo
siejndiied JueAd|a4 ||e ulejuod jjeys 88 uoilddS
Japun paulejulew sJaquidlA Jo 1935189y syt
|eluaLayip yum saseys *ba sanssi *0d e asaym

: s1aquiawi Jo 43351894
Ul paulejuiew aq 03 SJeys Jo siejnaiued (ia

219 saJeys s1ysu ‘saseys

snuoq se yans siysis 1ay3o ||e Aofua |jeys

S1ySu |ennuatadip yum saseys Ayinba jo siapjoy
: S)ySu jenuasaylp

yum saseys Aunba jo siapjoy 03 sysiy (A

BSI9A—3IIA 13 SIYS11 SunjoA [ernuasap SulAiied
|exded aseys *ba ojui s3ySi Sunjon yim jeyideds
aJeys *ba Sunsixa sy 11dAU0 J0U ||eysS ‘0D

: S3Y314 Sunon |eipualaip SuiAed jended
24eys Ajinba ojui syySis Sunnon yum jeyded
aJeys A1nba Jo uoISIaAU0I UO UO1I1IISAY (Al

siedA € 1se| 9y} Sulnp jeunquil

40 uno) Aq pazijeuad uaaq jou sey ‘02 (Y
D) 0} pung uo11393104d

3 UoIleanp3 101SaAU| Ul Junowe
Sunipasd ui yneyap 10 Ajuoyine Aue

0} saaAojdwa sy 01 Suneja. syuswAied
Aioinjels 03 129dsa4 Yy}Im sanp 40 uoaiayl
d|geAed 1sa493ul J0 ueo| w.d) Aue

Jo JuswAedal 10 saieys *J24d uo puapiaip
jo udwAed uj paynejap jou sey *0d (3

$24N3U3(3p 10 Sa4eys ud4aa.d

s} Jo uondwapau 1o sysodap painjew
s) Jo JudwAedau 10 siapjoya.eys

S}| 0] pU3PIAIp paJejaap e jo JudwAed
ur 3 nesap Sunsisgns ou sey 03 (}

SaJeys Yans anss| 0} papidap
SI 3 Ya1ym ui A4 Suipadaad Aj@ielpawiwg
Ad € 40} SuINjaJ |BNUUE 3 SJUBWIIE)S
|eroueuly Suljiy ul paynesap Jou sey *0d (3

‘awn Jo jurod

Aup 1o panss| syybu [p1auaaffip yum
saipys Aynba fo 13adsai ui 1amod burjon
buipnjoui 1amod buijon [p103 fo %t/
pa3aaxa jou ||pys ‘03 fo syybii [p13UI[fip
yum sainys Jo 12adsau ui samod buijop (s
siap|oy a4eys

JO IAID e e passed uoiinjosa. Aseuipio
ue Aq paziioyine s| saleys Jo anssi (q
S1Y31 [eIIUBIDHIP YUM

saJeys Jo anss| saziioyine "0d Jo YOV (e

|euded aseys Aynb3 (g

A

-1 S1YS1 |enualaiip yum saseys Aunba jo anssi 1oy suonipuo) (i

(asimiayio

10 S3YyS14 Su130A 10 PUBPIAIP *3'4°M SBIUBIRMIP YHUM) saseys Aunba |enualapig
410 (s1y811 Sunon awes) ejjiuen uie|d se paljisse|d 19yliny e saseys Aynb3 (i1
*saJeys Alinba se pawua) aJe saseys aouasagaad jou aJe yaym saleys (1

SJUDWIDJIIUD
|ennuauajaid

3sod jood Ayinba ui
21edpiued osje pjnod
siapjoya.ieys asayL
‘02 }Jo dn Suipuim
Surinp JusawAeda.
|ennuasayaid

3 (% / waJojeape

10 paxiy/ainjosqe)
judwAed puapialp

01 1ySu |[enuaialaud
aAeY Yyariym
sjuswnJlsul ue si 3

‘lended
dJeys aduaJayaid (V

*)201s Sapn[dul 73 0 e Jo [eyded aJeys ul aJeys e se aleys sauyap €10z ‘PV saluedwo) ay} Jo (y8)z uonIas

(ey uonaas) sadA] - jeude) aseys

*

(1L'y 3eys) STUNLNIFGIA ANV TVLIdVI JUVHS




"Jes)s139y yum joaiayy Adod e ajiy
‘leunqui1 Jo J3pJo jo d3ep o shep Og ulyIM ‘|jeys ‘0D

1 Jeslsigay yum aapao jo Adod Suiji4 (a1

s13p|oy -aJeys uo Suipuiq
aq ||eys uoneaydde Aue uo jeunqu] Jo uoisp3ApP

* |eunquiy jo uoisiaap Suipuig (1

'shep Tz ulysm apew aq |[eys uoned)jddy

‘leunqul Aq pawijuod Si 31 [13un 1B ssajun

109449 ALY 10U ||BYS UOIIEIIEA ‘DpEW S| uonedljdde
yans Aue a1aym 13 ‘pa||22ued UoijelIeA INRY 0}
|eunqu] 03 Ajdde Aew A3y} ‘uoijelien 4o} Ys Jo Jnoney
Ul 9]0 JO UOIIBLIBA YINS 0} JUASUOD 10U PIp SSE|) € JO
S3JBYS Panss! Jo % 0T UBY1 SS3] 10U JO SI3p|oYy IBYM

: UOIBLIBA 10} JU3SU0D ON (11

siap|oy
Jo Suneaw ajesedas e je passed Ys e jo sueaw Aq

10 SSE[d 1.y} Jo SaJeys Panssl Jo Yip/€ ueyy sss| Jou Jo
SI9P|0Y JO SuIlIM Ul JUISUOI YIM palieA 3 Aew ssefd
Aue o saseys 03 paydene spySu ‘saseys Jo sasse|d
JUBIDIP 03Ul PAPIAIP SI *0) JO [eNded dieys e dJaYM

: JUISUOD YYIM SI9P|oYdJeys Jo Sy uj uonenen (1

‘lended aseys aduaJayaid
10 Ayinba jo uordnpa. 1o JuawAhedal sanjoaul e

*0) Jo dn Suipuim SIA|OAUI o

JapjoyaJeys *aid se spysui s34 Aj3aauip e

uofisanb uj UOIIN|OSAI IBYM SIDQIBW d10)dq pade|d
SUu0IIN|0SaJ MO|3q uo Ajuo 210A p|nod Japjoyaieys
2JuaJaa4d ‘Buniaaw s Japjoyaleys 1ay30 Jo4 (3

*0) Ul |eyded aseys *jaid [euiwou |10} 0} JUBWISAAUI
aJeys ‘ya4d s,auo 03 ajeuoipodoad ale syysu Suiron
2auaJayald ‘siapjoyaseys *ya4d jo Sunaaw e uj (p

*0) 24042 pade|d uoinjosas Aue uo 310A 03 pajuud
s1 Jap|oyaJeys yaea ‘s)ysu Sunon |eruJapIp yum
saJeys Aunba uey) Jayio saseys Axnba jo asea ui (3

*0) 240499
pade|d suoiin|osas ||e uo 3j0A 03} 3YSu e aney |jeys
si9p|oyaJeys duaJaja.id Jo SSeJd yans 313y} ‘alow

10 sJA g Jo pousad e Joj pied uaaq Jou sey saieys

20uaJ9ja.d Jo Ssejd e Jo 10adsau ul puapIAIp 3IBYM (q

|exded dn-pied se uoipiodoad swes
u1 aq ||eys siapjoyaleys duasajaid jo syysu Sunion
03 sJapjoyaJeys *ba jo syysu Sunon jo uoiodoud (e

'0) Jo
|exded aJeys duasajaid dn-pied ay)
u1 a4eys sty 03 uorpodoad ui aq |[eys

jlod e uo 3ySu Sunoa siy
1 |ended aseys dua4a)a4d Jo Ayinba

S} Jo uo1aNpaJ 4o JuawAeda. 1oy (
‘0

4o dn Suipuim Joj uonnjosa. Aue (q
*0) 910j2q pade|d

suoljnjosaJ uo Ajuo 210A 03 JySii e (e

-aney ‘jeyded

Yans Jo 9adsau ul ‘||eys [exded aseys
dudJsaa.d Aue Buipjoy s1 oym saeys
Aq paywi| 03 e jo Jaquiaw Asang

: |lended aJeys aduauayaid
Suipjoy Jaquiaw Jo 1ySu Sunon (it

*0) Jo |eyided aseys *ba
dn-pied uj aJeys siy 03 uorodoad ul
9q [|eys |jod e uo yS1 Sujoa siy pue

:0) 21052 pase|d uonnjosas Aiand
uo 910/ 01 3y e aAey |[eys ‘|ended
aJeys *ba Suipjoy s oym saieys

Aq paywi| 03 e jo Jaquiaw Aang

(Lt 935) pnedy sawn € Jo Ayjeuad
Asezauow yym Suoje siA o1 03 syjuw 9 wouy Suidues
juawuosiidwy 03 3jqel| St neyap ul 13140 A1ana (A

*13Y81y 1 JAN3YIIYM 10 0T
*SY 10 PIAJOAUI SDJBYS JO BN|BA 3B} JO SBWI) 0T 01 § JO
Ayjeuad Aresuow yum ajqeysiund si 103 1a0pSucim (Al

“jueg |es3ud) Aq panssi sajou Aduatind 03 pasedwod
Aem e uj aq pjnod ‘03 e Aq sanss| a1ea1y143d aseys (i

2)3 Uo13eald 38eyd ‘UoissIwSueL} ‘Iajsuel)
Joyoesy e sdasy 4@ 'da YHm siunodde anidadsal Jiayy
ul s103s3Au1 Aq p|ay Je S3N1INd3s pasijersalewaq (1

wayy 0}
payul| (sda) siuedined Aioyisodap snoen yym 15a)
3 1ASN :elpu] ut saL10}Isodap g a4e 349y} Juasasd 1y (1

(8Y

uo123s) sySu S19p|oyaJeys Jo suoielep

: sy Sunon Jo uorodoid (i

: |lended aseys Ayinba
Suipjoy Jaquiaw o 1ySu Sunon (1

') e pajulodde

sey "0 JandJaYMm ‘) 13 1030341p e Aq 40 $1039341p OM)
Aq pausis 1o *0) Jo |eas uowiwod Japun panssi aq oy (1
B {pasaquinu AjpARdUNSI (1

9 01 SeY Yd1ym 31111

aJeys e jo Aem Aq pasuapina aey ewid si jeyded
aJeys jo uoipod Jejnaiped e 03 Juawajiua |eaishyd

—'(1)88T U01I3S 1 (Z)0S UOIIIBS ‘Ef UOINIAS JO suoisinoid ayy 03 3I3[gnS

A

(9% 8 St u01I3S) JuBWAIINbAY diseg

+

(2'¥ Meyd) sSTUNLNIFIA ANV TVLIdYI JUVHS




panss| uaaq anvy saloys yans wioym o suosiad 0} saivys yans Jo anssi
Jo a1op wouf wnuup 13d %gT @ 153433Ul YIM PanIadAJ saluoul (b punfal
0} 3|qi| 3q 0S|b [[DYS *0) R ‘SS3| SI JNJYIIYM “-/000°00°S *SY 10 JUN0ISIP
10 saioys fo anss| ybnoay3 pasinJ Junowp 03 jonba Junown up 03 PuaIXa
Aow yorym Ayouad o3 3jquyy aq Jjoys ynofap ul 13aiffo A1ana 1 Aupdwod
yans ‘uoiaas siy3 Jo suoisinoid yyum Adwoa oy sjinf ‘0 Aup asaym

‘[6v6T

30y (uoniejngay) Sunjueg Jo yE6T 1Y 19Y Y3 Japun |gY Aq paiydads
suoienSaJ 1o suol3IAJIp 40 Saul[aPINg Aue yyim duepiodde ul aWYds
8ulinyonaysal 1gap Jo uejd uorinjosas Asoniess Aue jo auensind uj saseys
03Ul PALIBAUO0D SI 1G3P S} UIYM SI0}IP3JD S) 03 JUNOISIP E Je SaJeYS aNss|
Aew 03 e ‘() 8 (T) 29s-gns ul pautejuod uiyiAue Suipueisyymion (A

ylog Jo
a7 S 'Sy 03 Yyeq T *sy - dul4 - 10 syuw g oidn - Judwuosudwy - 1140
YYeT S sy 03 yyeq T 'sy - Auedwo)

- Uo1juaARIIUO) 10} Bul4 (Il

PIOA B [|_YS JUN0JsIp e *0d e Aq panss) aleys Auy (i

saJeys Ayinba jeams
JO anss| ue Jo 3sed 3y} u1 3d3IX3 “1uNodsIp e 1e saJeys anssi jou |leys ‘o) (I

*89 U0I}I3S JapUN SaJeys UMo s}l Jo aseydand 1o} (7

10 102 Jo saseys ba Jo anssi Aue uo pamojje
JUn0dsIp 40 pied uoissIWWO) 10 J0 SASUIAX3 JJO SuldIM Ul (q

1o {saueys snuoq pied Ajjny se *0J Jo siaquiaw
0} panssi aq 03 ‘0) Jo saJeys ‘ba panssiun dn Suihed ui (e

- Junodde wnjwaid sanaas ayy Ajdde Aew oy (i

'89 995 Japun $aJeys UMo ) Jo aseydand Joj (3

s2Jnjuaqap Aue Jo Jo saJeys ouaJaaid a|qewaapal

Aue jo uondwapai uo ajqeAed wniwaid 104 Suipirold uj (p
$34N3U3qap J0 SaJeys Jo anssi Aue ‘uo pamoj|e Junodsip

1o pied uoissiwwod 10 ‘40 sasuadxa Jo Sunm uj (3
sasuadxa Ateujwija.d o Sunum g (g
$9JeUS snuog Jo anss| spiemo) (e

-Junodde wniwaid $a13INI3S Jo uonedyddy (i

junodde wnjwaud

$91314N23S € 0} PaJIdjsuel] 3q ||eys Saieys asoy) uo paniadl
wniwa.d jo Jwe d)e3a.133e 03 |enba wns e ‘asiMI3Y10 J0
1529 10J J2Y19UM ‘winjwdJd e Je sseys sanssi *0 e JaYM (1

*$3y814 Sunon

paseaJaap Jo uoseal g p|nod Asuow ||ed jo
yuawAed pakejap nq s1ys1s Sunon paseasoul
01 pea| J9A3U [|Im JudwAed dduenpe (1A

‘(15 29¢) sajonne Aq pasiioyine
J1 ‘aJeys yaea uo pied yunowe 0} uorodoid
u1 spuapiaip a3euoiriodoad Aed pnod *0) (A

dIUBApE Ul paAIdRI Asuow

||e2 Jo uondiiasgns adueape daay ued 03

e ‘sajaie Aq pasiioyine J1 ‘o 36 4ad sy (Al
*Ayanaas Joy sse|d

aWes e Joj pied 3. SuNowWe JUIBIP dIBYM
a5ed Ul ajgearjdde jou sy uoisinoad ayy (1

si9p|oy A1undas Jo ssepd uanis e

10} UOIIEIJURIBYYIP OU 3q p|NOYS 23y} g dpew
Ajwojiun 03 aney s|ea asayl ‘6y 295 4ad sy (i
21314235 dn

pied Ajpied Jo 30adsas ui dn pajjes unowe Aed
0} s13pjoy A3anaas uo *0) Aq apew aJe sjje) (I

(€5 u013I3S) JUN0ISIp € S3IBYS JO BNSS] UO UOIHAIYOId

(25 uonaag) saseys

JO 3Nss| uo paniRdaJ swnjwaid Jo uonedjddy

4

(1§ uon2as 03 6y

U0I1}I3S) SIANEA [BIUBPIDU] 3 S|[ED

*

(€'p 1eyd) STYNLNIFIA ANV TVLIdVDI FUVHS




*saJeys snuoq pred Ajjnj se

'0) JO SIaQWAW 0} Panss| aq 0} ‘0)
Jo saJeys panssiun dn Suihed u; “0)
Aq pajjdde aq ‘Aew Junodae yy)y

pawaapaJ aJe
saJeys aJoyaq 03 jo syyoid Jo 1no
10} papino.ad 3q |[eys uondwapal
uo 3|qeAed ‘Aue j1 ‘wniwaig

: sIaquiRaw
0} saJeys panssiun jo Suihed (1A

: Spaepueis Suiunody
yum saljdwod Juawaiels
[e1ouBUL BSOYM $,09 JO Sse|) (IA

uondwapal

yans jo sasodund Joj apew sateys
JO 3nss| ysaJj e Jo spaadoud

40 1IN0 10 PUBPIAIp 10} 3[qejIeAe
90 ASIM -13Y10 PjnNOM YIIYMm *0)
J0 syjoud jo no 1dadxa pawaapal
94 ||eys saJeys yans o

u0aJay puapialp Suipnjpul
‘anp Junowe o} [enba saJeys
J94d 3|qewaapal Jayuny anssi (I

Jleyaq siy3 ur 31 Aq spew uonnad
e uo |eunqu] jo jenosdde yyum (q

1B ‘saseys *Ja.d yans Jo anjen ul
Yip/€ J0 SI3p|O0Y JO JUISUOD YUM (e
-Repy o)

UN0Y (YY) Jansasay uondwapay
|ende) pajjea aq 03 ‘anJasal

e 0} ‘pawaapai aq 01 Ssateys

JO Junowe [eujwou 0} [enba wns e

: Ajuo syjoud
40 1n0 pawaapaJ aq 03 saJeys (1

JUNod0e YY) 0} PaLI3JSuel} aq [[eys
pawaapai aq 03 saeys pasodod (A

sieal oz Suipandxa
j0u poriad e ulyHM pawaapal
9q 03 3|qel| Je saJeys jaid

3|y Japun paquasaid se sajnJ
2IUBPJ0II. U] PANSS| dJe SaIeYS
*ba Jeams ‘paisi| os Jou aJe Aay}
J1 13 J{eyaq siy3 ul pJeog a3ueyx]
13 S21314n235 Aq apew suoijejnsal
Y}IM dduepJodIe U] panssi

2Je saJeys *ba jeams ‘a8ueyaxa
)203s pasius0a. e uo pajsi|

3Je 02 Jo saseys *ba Iaym (2

aud

paulw.alap-a.d e je djep aininj
e 1€ '0) JO SaJeys ‘10§ 3qLIISNS
01 Jo ‘aseyaand 03 Jysu 1o }jauaq
‘saaho|dwa J0 $1321440 ‘510303.1p
yans san18 yarym ‘Aue i ‘s,09

10 02 Azeipisgns 1o *03 Suipjoy
$11J0 10 *0J e Jo saaAo|dwd

10 SI221J§0 ‘51032341p 0}

uanig uondo sueaw uondo }201s
S3dkojdwa - (£€) 7 uondag (i

: saleys
J24d Jo widapaJ 40j potidd (it

‘pied Ajjnj a4e Ay ssajun
pawaapal 3q |[eys SaJeys yans ou

: saeys
J2.1d pawaapaJun o ased uj (1A

: pred
AjIn} 3q 01 sa1eys pawaapay (Al

9]qewaapalli Je Yarym
saJeys duaJajaad Aue anss|
[1eys sa4eys Aq paywi| *0) ON

panssi aq 0}
aJe saseys Aynba yons woym 03
saaho|dwa 40 S1030341p JO SAssed
Jo sse|d g ‘Aue JI ‘uonjesapisuod
‘11d 19y eW JUBLINI ‘SDIRYS

J0 Jaquinu say1dads uoinjosaJ (q

Y e Aq pasuoyane si anss (e

‘Ja4d 9)qewaapai anss| 03 *0) (I

-suoiipuo) (11

'paj|ed aweu

Janajeym Aq ‘suoryippe anjea

40 spysu Apadoad [enyaajjaul jo
aJnjeu uj s)ySu 3|qejiene Supyew
10 Moy-mouy| 413y} Suipinoad Joj
‘ysea ueyy Jay30 ‘uorresapisuod
10} 10 Jun0dsIp e e saahkojdwa Jo
$1032241p S} 03 ‘02 e Aq panss| a.e
se saJeys *ba yans sueaw saJeys
Ayinba jeams - (88)z u01323s (1

[5§ uonas] uondwapas pue anss| - saseys U4

A

(S uonaas) saseys Aynba jeamg jo anss)

4

(v'v 1ey9) STYNLNIFIA ANY TV.LIAVD JUVHS




'Sy Yje1 g0l sy ynent-
aul4 SJA € 03 JA T - Jusawuosudw)
- Juawysiung

‘Jaumo yons
Aue 03 anp Asuow Aue an19231
01 s3dwanie 40 SaAIRIAM (Al

10 ‘uodnod Jo Juesem

aJeys yans Aue 10 3s313u

10 Ayan23s yans Aue uieyqo oy
sydwajie Jo sureyqo Agasays (i

1B WY sly
Jo dauensind uj panss| uodnod
10 Juessem aJeys Aue jo (11

10 00 e uj 3sa19ul
10 Ajnaas Aue jo Jaumo ue (i

—se sajeuossad
Ajinja1229p uosiad Aue |

1UBLLIO|[E JO J)BP BY) WO
syjuow Xis 4o pouiad e Uiy

3INjuaaP Jo
JusLujojje Aue jo ases ayj uf

UISSIUSURL}

JOUOIIRWIUIBY) 0 J3jSUBL)
J0 JuawnJisui ay3 jo Auedwod
Y3 Aq 1d133a4 Jo 1P Ay} W4
YIuow auo Jo poiad e ulynm

531}14N235 JO UOISSIWISUBL)
10 J3JSUBJ} B JO 35E 3y} U]

Ly

1013235 Japun 3|qel| 3q |[eys Y ‘sdleys
paJiajsues) sey ‘uosiad e pnesyap

0} uoljuajul ue yym ‘uediiped
Aoyisodap 10 Asoysodap Aue asaym

+ hioyisodap jo Aujigery (i

JUBLLO][e JO 3Jep AU} WOl
sypuow om} o poriad e uIyIm

5a1eys S}l jo Aue Jo
Juawjojle Aue jo ased ay) u|

uoryesodiod -ul Jo ajep

3} WY SYILOW Z UIYIM

SAJIYIHR0 A
Supanap aus Jo popad

{wnpueJowaw
3y} 0] 543411SYNS JO 35EI AY) U

SUORIpUOI JUSIBHA

: 9131411192 SulaAIRp 0D (A

(26 uondag) 19pjoyaseys
jo uonjeuossad
10} JudWYsiung

J9jsuel] Jo Juswniisul Jo UoilNILXa

JO 3w} e J3p|OY U] pey dYy

J1 Se pljeA 2q 40343y} Jap|oy e Jou si
aAnjeuasasdal |33 ay3 Jl uaA? ‘[jeys
aAejuasasdal |esa) siy Aq apew

"0 B U] U0SIad paseadap e Jo )saldul
13y30 40 Ajundas Aue jo Jajsues|

: paseadap Jo Ajndas Jo Jaysuel] (1A

32130u J0 1d1323) WU} SHIIM

Z UIY1IM J3jsuel) 03 Uo11I3(qo ou SaAIS 3aJajsues)
13 93.9)sues) 03 ‘paquasald aq Aew se Jouuew yans
ul ‘uonjearjdde Jo 32130u SAIS 03 SS3JUN ‘paIBISISAM
94 J0u ||eys Jajsues) ‘saieys pied Ajped 03 sajejas g
auo|e Josajsues) Aq apew si uonjedrjdde ue asaym

. 9uoje Joiajsues)

40 uojeai|dde ue uo S3131IN3S JO UOISSIWISUBL] (Ml

‘paniwsues)

uaaq sey ySu yons
woym o0 uosiad Aue
wouy mej jo uoijesado
Aq sanunaas 03 y8u
Aue jo uoissiwsueu} Jo
uojjewjui ue jo 3diasal
uo uoisinoid anoqe

Aq payaays aq jou |jeys
19151321 03 '02 JO JaMod

1 19151804
03°0) J0 Jamod (1

IR

Aew pieog se Ajuwapul
0] SE SWwud} Yyans uo
Jajsuesy 135184 Aew *0)

: PaJanIjap 10U /150]
J3jsueJy Jo Juawnaysuj (1

@

*$31}14N23S JO

JuUaWioj|e Jo Ja13| Yum Suoje
‘92UR)SIX3 Ul S| LI
Yans ou J1 10 ‘san3lINIASs

0} Su1je|aJ 1L

Yum uoje ‘uoinaaxa

Jo 21ep wouy shep o9 jo
pouad e ulylm aalajsues) 10
loJajsues) Aq *0) 03 paJanijap
uaaq sey ‘@asajsue) jo ‘Aue Ji
‘uonjedndo B ssaippe ‘aweu
8uikynads dasajsuesy g
JoJajsuel} Jo jjeyaq uo Jo Aq
painaaxa 3 pajep ‘padwels
Anp “13jsueJy Jo Jusawnisui
Jadoud e ssajun ‘jeyded aseys
ou Sulaey ‘03 e Jo 3sed uj *0)
Ul Jaquiaw e Jo 1salajul 1o
0 JO $31314N23S JO J3jsuel)

e 19151831 J0u ||eys '0)

$91314N23S JO J3jSues)
3un1a1s1804 10§ Juawialinbay (1

(95 uonaas) Auedwo) ay3 ui JAQUIBIA E JO 3S343)U] JO SBIINIAS JO UOISSIWISURI] pUe Jdjsuel]

. &

(g'y Mey9) S3YNLNIFIA ANV TVLIdVI JUVHS




*PaUIIU0) SPJ0I3
10 19351834 syl Aj1309. '3 uoUBARIIUO)D
1y814 13s 03 Asoyisodap e 1o ‘03 Aue 10a41p

: T66T ‘WY

elpu| jo pJeog agueyox3 g sa1H4NIAS 3y}
‘966T ‘1Y (uonen3ay) syoesyuo) sanlINIAg
3y} jo suoisinoad jo Aue Jo uoljuanesyuod
Ul SI S9114NI3S JO J3jsuesy dRYM (Al

panan3se Aued Aq

pauieisns ‘Aue i ‘saSewep Aed 03 "0 10341p
‘ased Jane| ul 13 1a3s18a4 4o Aroyisodap

JO SPJ033J JO UOIILIIHIID 1IJIP 10 ‘I3pIO
jo 1d19231 Jo shep QT Jo pouad e uiyym

‘0D Aq pa491s18a4 34 [|eys uoissiwsuesy Jo
Jajsuesy 3ey3 10241p Jo [eadde ssjwsip Jayyd

SYeE 01 YyeqT - suly

sJAg 03 JAT - Juswuosudwi)

- |leunquil jo

19pJo sauanesjuod uosiad e y| (A

! [eunqu] 3y3 Jo J3pJQ (1

|eunqui] jo Jap4o ue Aq papuadsns

uaaq aney s3ysi1 SunoA ssajun syysis Sunoa
03 paJ111uad 3q ||eys Sa1H4NIAS yans Suuinboe
uosiad Aue pue sa1314n23s yans Jajsue.)

0} ‘S31314N23S JO 13p|0Y € J0 JYSI1 10143524
10U ||BYS UOI3I3S SIY} JO suoisinoad (il

*1915139. JO UOIILIIH113. 10}

‘elpu| apIsINo SulpisaJ S19P|OY 1NJUIGIP 10
s1aquiaw ugia40y o 1adsaa ul ‘uonedtjiiou
Aq 9) Aq paiydads ‘elpu| apisino Lnod
jualadwod e 03 10 ‘jeunqli] 03 ‘paguiasaid
aq Aew se wJoy yans ui [eadde Aew

: slaquwiaw Jo 13351834 uj sadueyd
SuiAuied jou 10j pananiS8e 01 Apaway (1

‘panali88e Aped Aue

Aq pauieisns ‘Aue ji ‘saSewep
Aed 01 *0) 100.1p OS|e

19151824 Jo uoed1193. 32341p (q

10 {19pJ0 jo 1didas Jo shep

0T }0 pouad e ulyum Jap4o yans
yum Ajdwod jjeys ‘0 3 '0) Aq
paJa3si8al aq ||eys uoissiwsuesy
10 J3jsueJ} Jeyy 19.1p (e

—JapJo Aq

10 ‘|eadde ssiwsip Jayua ‘saied
Suneay Joye ‘Aew |eadde ue
Yaim 3uljeap 3jiym ‘jeunquiL (Al

‘|leunqui] o3 |eadde

sAep 06 UIYIM 0D WO4§ PAAIRIAL
U993 Sey uonewijul ou 3JAYM

Jo |esnjaa yans jo shep o9 jo porsad
e ulyum ‘Aew dasajsuely ayy ‘shep
0€ Jo pousad e ulyym saiLINIS

JO J3jsueu) 12151894 0] Sashya4 asned
WaN1Ns 1noym *0d dljgnd e §j (1

shep og Jo pouad
B ulyum |esnyau JsuieSe [eunqlL
01 |eadde Aew aaJajsued] (i

shep

0€ Jo pouad e ulyum ‘uoissiwsuesy
yons jo uonewiyul Suini8 uosiad 0}
10 d3J3jsueu) g 1013)suel 0} [eSnjdi
JO 32130U puas ||eyYs *03 uayy “o) ul
Jaquidw e Jo 159433ul 10 SAIHINIAS
Aue 01 1y3u1 Jo uoissiwsues)

10 ‘Jo J3)suesy 19351834 03 ‘sasnyal

saJeys Aq paywi| *0d aeaud e §j (1

[65 U0I3S] Jaquiaw Jo 433s1SaJ JO UOIRIIIRY

[85 uonsas]
|esnjas JsuieSe jeadde pue uorjesysiSas Jo jesnjoy

-

(9'y 31e4d) STUNLNIGIA ANV TVLIdVI JUVHS




“paquasaid aq Aew
B SUOIPUOI YaNS YyM saljdwo 3 (3

‘dn-pred A} apew
218 ‘uawijojje Jo ajep uo Suipuelsino
Aue Ji ‘saaeys dn-pied Ajued (3

‘snuoq g Aynjes ‘puny juapinoud
03 UOIINGLIL0 ‘s yans ‘saakojdwd
40 sanp Aionjess Jo Juawufed
4039301534 ] pay|neyap Jou sey 3l (p

31 Aq panss} sa131n2as qap Jo sysodap
PaXi} Jo 193dsa uj [edioupd 10 1sasa3u1
40 juawAed uj payjneyap Jou sey 3l o
07 JO |\ Ul pasuioyne uaaq

pleog JO uorepUAWLI0IB. U0 Sey i (q
'sao1ue s}t Aq pasuioyne s (e

"puspIAIR Jo nal|
Ul panss| aq Jou [jeys
saleys snuog ayL (1

'S}SSe Jo uojjen|enal
Aq payeann sansasal
Buisijended Aq apew aq
[|BYS S31eys shuog Jo
anss| ou ey} papinolq
Junod2e yy) (0

10 ‘Junodoe
winiwaJd saiandzs (g

'Sanasa1 231y S (e

-§53|un saJeys snuog dn-pied
Ajiny umnsst jo asodind Joj Sansasal
10 Sy1j04d 531 asijeaidle |1eys 02 o (i

-jono
19N30S)eYM J3uLEW
Rue up ‘siaquiaw s31 03
saJeys snuog dn-pied
Ajiny anss) Aew 0 (1

"0Jul PaMaAU0)
U3aq| Sey JoaJay) Med Jo SUeo| J0 S3INJU3GRP
4onS YIyM S3JeYS JO anjeA Jo Junowe

0} |enba Junoule ue Aq paseasoul pueis

[1ys 03 yans 4o [eiced aJeys pastioyine g
paJalje puels “0 Jo |ended leys pastioyne
Buisealour j0 19343 Suiney Jap.o yans

Aq ‘|jeys 02 Jo wnpuesowaw uayy ‘passiwsip
U3 Sey [eadde yans 313yM Jo |eunqu]

0} pa.aj24d udaq sey [eadde ou aiaym

1800 B Ul S34BYS 03Ul PALIAAUO) 3¢ [|YS
J0243y3 Wed Aue 4o ueoj Jo ainjuagap Aue jey
Paj9AIp JapA0 Ue Aq ‘sey JuawILI3N0Y 43YM

: [exded aleys pazuoyane saseaiou
PRI3)]e puels '02 J0 WNpUIOLIAW UBYM (1A

"} SWa3p

11 5 J3pJ0 Yons ssed JuaLwUIAN0D 1§ ‘02 Sulieay
1314 [|ys Yo1yM [eunqua 0} [eadde ‘1apJo yans jo
uoneatuNWIWO) Jo ajep wody skep 09 uiyim ‘Aew ')
+'0 0} 3|je3d3208 10U UOISIBAUD JO LB (IA

“UIS43nU0) yans Joj uoiydo

ue Joj uipinoud oy 3} e Bpnaul J0u Op SUBOJYINS
J0 Buisiel 10 SINJUG3P YINS Jo 3NSS| Jo Swd)

1 UBNQ 3. JO SROUBSWINDI Ul 3[GeUOSEaI 3¢ 0}
JUWUIAn09 0} Jeadde Se SUOI}PU0D g S} Yans uo

* S3IBYS OJU] UBO]/S3INJUAG3P JO UOISIANUO) (A

‘0 ul
S3JBYS 03Ul SUBO| JO S3NJUBGAP YINS LAAU0) 0} ‘0) Aq
Pasied UBo| 40 panss| sainjuagap 0 payaexe uondo
Ue Jo 3si24axa Aq pashed ‘03 e Jo [eyided pagLisqns
Jo aseaioul 03 Ajdde jou |[eys uonaas - uondaox3 (n

"0 J uoiyisod [eoueul} 0}
4e331 3P aney [|eys JUSWILIANOD ‘UOISIANU0D
J0 SUOI}IpU0D g SULIR) SuluIULIAI3P U]
:UOISI3AU0 JO W3}

10§ UOJBI3PISU0D O}l UBXE} 3q 03 S}ulog (1A

anss| Jo Sujuado ai04aq skep o§
15e3] 16 S13p|oya1eys Sunsixa [|e 03 Aianijap Jo jooud
Suiney apow Jay3o Aue 40 J31n03 10 ApOL A|U0IIBJ

y8noayy o 3sod paads o 350d pasajsial yBnoiyy
Pay21edsap aq |[eys Sa4eys Jo 43440 Jo aanoN (i

paquasaid 3q Aew se suorypuod

13y30 Aue 11| *dey Jo suoisinod 3jqealjdde

43m oueydwod 0} 303[qns ‘1an|eA paialsigal

£ J0 JodaJ uonjen|en Aq pauluuIaiap S Saieys yans
10 301l 1 ‘ysed uey} Jay1o UOILIPISUO) 10} J0
14582 40} J3Y313 ‘(q) 3sneja 4o (e) asneja ur 03 paLajel
suossad apnjaul suosiad 3oy} Jou Jo Jaylaym

‘ys e Aq pastioyane s 31 ‘suossed Aue 0 (0

02 Aq passed ys 03 393(qns ‘uoiydo 203s
saahojdwia Jo awiays e Japun saakojdwa 03 (q

(exiden
aleys dn-pred 03 ‘vopodoad uj *0 Jo saseys Aynba
J0 513p|0y 348 ‘I3}40 Jo 33ep Je ‘oym suosiad 0} (e

—P3Ia}40 3q ||Rys SaJeys yans
‘s3leys Jayung Jo anss| Aq [eyided paquosqns sy
aseaJou] 0} sasodoJd [e3idea aseys e Suiney ‘03 e (I

‘[exded asies o} Aem ejes oxd

ANN|Ip-uou e s3] *s43pjoy A31naas Sunsixa 5,00 ay}
0} PRJAJ40 *03 B U] $3131n23S [euoyippe Ang 03 sy
uondisasgns anidwa-a.d sanjoaur ansst SyyBu y (1

‘[exded
21YS JO UOIJNPaJ B 3¢ 0} PaWaaP
30 J0U [|eys Sa4eys 40 uorjej[aauea (i

‘uossad Aue

Aq uayey 3q 0} pani3e Jo udyey uaaq Jou
9ABY ‘J{eyaq Jey} ui uoin|osal Jo Suissed
40 33ep 38 ‘Ya1ym saseys [aouea (9

wnpuesowaw Aq
PaXj S UBL) JWIE J3]|BWS JO S3JeYS 0jul
‘wayy Jo Aue Jo ‘saaeys sy apIAIp-gns (p

‘uoneurwouap

Aue jo saseys dn-pred Ajjny ojul

Y9035 18y} M3AU0D3I 1§ Y015 03Ul SaJeYS
dn-pred Ayny st Jo Aue Jo ||e uanuod (2

saJeys unsixa sy vey)
Jwe Jague) e Jo saleys ojul [eded aueys
$31J0 Aue Jo ||e apinip 13 33epijosuod (q

[e3ided aJeys pastioyane sy aseaiou (e

—0} N9 S} Ul WnpUBIOWAW S}
Jayje ‘sapoiue sy Aq pasuioyne os Ji ‘Rew
[exidea aleys e Suiney 02 paywi e (1

1503 Aue Jo 331 saieys pred Ajjnj se s1apjoy4eys JuaLind
s)1 000 e Aq Ajpjeuoriodoud panss saleys aie Saieys snuog

[£9 U013935] s3Jeys Shuog Jo anss|

t

[29 uoiaag] JuaLIO||y [e1UBIRJRI4 ‘anss| SySHy - [exded leys Jo anss) Jaymng

[19 u0132ag]
ended aieys Jo uoijesayy

A

(£'p Mey9) SIUNLNIFIA ANY TVLIdYVI JUVHS




‘L 995 Japun
9[qe!| 2q |[eYs 3y ‘pIesaJoje se uolejuasaidalsiw
10 Judweadu0d yans Aue 03 Aapid si 4o syage (3

Jo {1031paJa Aue jo wiepd 4o 3qap
J0 Junowe Jo aJnjeu sjuasaidaisiw AjSuimouy (q

uo13dnpai 01 393(jo 03 pajIUB
J1031pa.d Aue Jo aweu s[eaduod Ajuimouy (e

='0J 9y} jO 13d1j}0 Aue 3}l + 1931}j0 JO >~___a_m_._ Ax_

‘910 ‘2p0) Addnnjueg g Asuanjosu|

§0 9 U013235 JO Sujueaw ay3 ulyM ‘Ynejap

€ SHWWO? *03 ‘U0IdNPAI YINS JdY. 1 ‘51011pad
J0 151] UO PAJIIUD 10U ‘WIe|d 40 3gap SIY 0}
109dS34 Y)IM 293443 %3 3JnJeU J13Y} JO JO LIO11INPa)
Joj s3uipaado.d Jo 2auesousi sy Jo uosea.

Aq ‘s123s s1y3 4apun |eyided aueys Jo uoiaNpal

03 122[00 03 paJIUA J0}IP3.I Aue Jo dweu IaYM

[M3U3 S1 103IPaII DIBYM 3SED U] (IHIA

uoiNpal
Jo JapJo Aq paxiy se aieys
J0 Junowe 3 ‘uoaJay} pred
ud3q 3ABY 0} paWIpP aq
03 s1 ya1ym ‘Aue §1 ‘yunowe
paanpai 4o ‘aJeys ay3 uo
pied junowe uaamiaq ‘Aue
J1 ‘90U3J341p JO Junowe
Suipaaaxa wiy Aq pjay
2Jeys Aue jo 12adsa. u|
uo1Inq43u0d Jo |[ed Aue 03
9|gel| 39 10U ||eys ‘Quasaid
Jo 3sed “09 Jo Jaquiaw

aquiaul Jo Ajiger| oN (A

*89 UOI329S Japun
*00 e Aq $31314n23S UMO S}
Jojoeq-Anq 03 Ajdde |jeys

U01393S SIy3 u1 Suiyion (in

*199}43 18y} 0 3JLINYINIID
B 9Nnss| g Awes J21s18a. |[eys oym ‘4apJo
Jo Adoo Jo 3d19231 Jo shep og uiy1m JesysiSay
0} ‘aJeys yaea uo dn-pred aq 03 pawaap
uo1eJ3sigal Jo a1ep e ‘Aue Ji ‘qunowe (p

13 {3leys yoea Jo Junowe (I

‘papinip

30 03 I 31 YIIYM 03Ul 531215 JO Jaguinu (g
‘lendea aseys jo junoue (e

:JensiSal
JanIaq (A

0} J3pJ0 Jo Adod payiad §

! [eunqu}
JO UOI1BWLIIUO JO J3pJO JO Suysijgnd (Al

[euNq1] 3Y3 WOy 3I1ION o 3nss] (1l

: Ajuipaod2e saieys syl Jo 1§ |eyides aeys
$11 Jo Junowe SupnpaJ Aq wnpuesowsw
S)1 J3}{e 0 JO SJUBM JO SSBIX3 Ul

s1yaiym [eyded aseys dn-pred Aue jjo Aed o

10 {syasse
d|qejiene Aq pajuasasdaiun S| 4o 1s0|

11} SLIB3P }1 SE SUOIIPUOI 1§ SWIB) YINS UO
[e3dea aJeys Jo uo1ldnpaJ ujwaijuod 1apIo
UE )L ‘pauleIqo SI JU3SUOI SIY 40 PaINIas
u33q Sey 40 pauIwI13p Jo pasdieydsip
u33aq sey 02 J0 1031paJd A13A3 jo wiep
101q3p 1ey) paiysies st 3 i ‘Aew jeunqr

* [eunq3 Jo 43pJQ (11t

[99 uonoag] |ended aseys jo uononpay

4

s1ya1ym |eaded aseys dn-pied Aue |3oued e

-‘saseys sy jo Aue uo Ayijiqer| Sunpal
J0 SuysiSuiIxa IoYM J0 YHm JaYHd (q

Jo !dn-pied
j0u |eyides aueys Jo 30adsau ul saJeys sy
Jo Aue uo Ay1jiqer| 2anpas Jo ysinSunx3 (e

- Rew “se[naiyJed uj g sauuew Aue u
[enides aJeys onpal ‘ys e Aq ‘Aew jeyded
aJeys e Suiney g dajuesens Aq payiwi| 1o
saJeys Aq payiwi| ‘0o e “0) Aq uonesijdde
ue uo jeunqd) Aq uorjew.ijuod 03 193(gng

:4$ Aq [ended aueys jo uordnpay (1

§$3] S14an3yd1ym -/000°00°S

*sy J0 ‘saNUI3U0D }neyap Yons

ya1ym Suranp Aep yoes 1oy -/00S *sY
Jo Ayjeuad 03 a|qe1| aq ||eys 3nejap ul
1 oym 13213j0 A1ana 1§ Auedwiod yans
‘(1) uordas-qns o suoisinold yym
Ajdwod 03 srej Auedwod Aue asaym

-|nejaq (m

uondwapaJ 1o aseatoul

10 uoijeJaye yans jo shep o€ jo
pouiad e uiyiim Jea3siSay yum wioy
paqusaad up ad1jou e )1 |jeys *0d (i

‘saseys aduasajaud
3]qewaapal Aue swaapai ‘03 e (d

Jo 03 e jo [eyded

pasiioyine Suisea.oul Jo 19349 ay)
sey (9)z9 yam peal ()9 39S 1apun
JuawuIano9 Aq apew Japio ue (q

(T)19 235 U1 paiydads Jauuew
Aue ui [eyides aJeys sy siye 03 e (B

(9 uonoas) [eyde) aseys

JO uoijeIR)|Y 104 JesysiSay
0} USAIS 3q 03 ION

-

(8'¥ Meyd) STIUNLNIFIA ANV TV.LIdVI JUVHS




00 Suryueq Jo suonnynsul [eoueul

Aue 0 3jqeAed 1s2183u1 0 UBO| WHB) JO
juawAedas 1o puapinip Jo yuawhed Jo sazeys
0uaJaja1d Jo SaunjuaGaP Jo uondwiapal
‘uoauay juswehed 3sa133u1 1o sysodap

Jo juawAedas uj “0d Aq apew s| ‘ynejape i

10 £5,00 JuauISAAUI
40 dnoJ8 40 *02 Juawisanul Aue ySnoiy

105,00 Lieipisqns
umo sy Suipnpul 03 Aseipisgns Aue ySnoayy ¢

-S313N23s Paly123ds Jay}0 0 S3JeyS UMo S}l
aseyaand Apaaaipur Jo Apyaauip [[eys ‘0 o (e

(02 uonaas) saaueiswinai

UIe) U1 yoeq-Ang Joj uorgiyoid (i

syuow g §o popad e uiyym
SBIBYS JO puIY| BWES JO ANSS|
J3YHN} yew Jou ||eys 3 ‘uopdas
SIY3 J3pun Sa[NI3s payyads
13130 40 S21BYS S} JO 0]

-Anq e $333|dw0d 02 € B1AYM

13pun panssi sapLnas Suiseyaind Aq e

10 y3yiew uado woy e

10 siseq djeuorpodoud e uo s1apjoy
A31n23s Jo $13p|0Y B1eyS SunsIxa Woly e

* ¢uioyM woipyoeg-Ang (4

46 Suissed J0 33ep wouy SYIUOW 7] UlyHm

UYeT€ 03 YeT T - 3ul - 4301J0
{)e1 € 03 yyer T -Auedwo)

: pouaq Suijoo) (1

+oeq-Ang Jo uoia|dwiod Joj 1| awi (3

+3inejaq Joj Ayjeudd (|

shep O Il ‘eipu Jo pleog
28ueyox3 pue saiunaas Ay}
pue JesisiSay yam uinjaie 3|4

"yoeq-Anq Jo uora|duiod Jo ajep
18] Jo sAep / uiuyyim ypeq-1ysnog

05 S31314n235 J0 Sa1eys Aosjsap
Ajjeaishyd 1 ysinSunxa jeys ‘o)

+ i}y yped-ng Jo Sui4

:S313N23S J0 JuaWIYSINGuNX3 (y

S3Jeys snuog
Jo3uawAed 1oy pazi|iin aq Aew Junoy ¥y (4
*}33Ys duejeq

Ul pasojasIp aq ||eys JaJsues) yans J s|ie3ap 1
Junodoe Yy 0} pauajsuely aq ||eys paseyaand
05 3JBYS JO 3NeA [eujwIou 0} [enba wins e uay)
‘unodge winiwIaJd S3IHANIS JO SBAIASBI 334}
JOIN0 S3JBYS UMO S} Saseyaind ‘03 e B1ay (B

(69 uonas)
JUN022E YY) 0} SWNS UIEH3) Jo J3jsued (I

Suhonsap Ajjeaishyd 3
Suysinduixa Jo ajep ‘sanuNIas
10 S24BYS JO UOI}e||30UED
J033ep ‘yoeq-1yBnog sanLndas
10 S21eYS 10 pred uoileIapIsued
‘Jy8nog os 531311235 40 SaJeYS
4013151521 € UIRJUIRW |BYS 0)

*0) JO SileyJe 0jul
Ainbur jjny e apew sey pieog
1843199443 33 03 Jinepiye ue Aq
paljuan g paguasald aq Aew se
w0} ul Aauanjos Jo uoneiepap
B BIpu| Jo pieog 3Sueyox3

19 591)1N23§ 3y} 19 JeysiSaY yum
3|1} “yoeq-Ang Suryew a1043q

yoeq-Ang Jo uoia|dwi0d Joj 3juul| Auil} o

19 Hyoeq-Ang Japun pajsanul g 03 Junowe e
‘yoeq Ang Japun paseyaind

90] 0} PAPUBUI S3I}ANIBS 40 SAIRYS JO SSB[D o
‘yoeq-Ang Joj Ayissaoau o

‘spey

[EuR3EW |8 J0 2InS0)asIp 313100 1 [nje e

- Buneas Juawajels Alojeuedxa
ue Aq pajuedwiodoe aq |[eys passed aq
0} pasodoud S| yS yarym Je Suraaw Jo 210U

1935 Aq apew suoiye|nSai yym duepione

u1 S| 38ueyaxa Y03 pasiusodas Aue uo paisi| e
dn - pred Ajny 218 saJeYS ||y 0

T+7 uey) Jow jou S| ofjel Aynba 1qaq e

dn-pied jo aje32183e Jo $3] 10 %Gz SIydeq-Anq e

Sunaaw sy 3 passed uonn|osal

e Jo sueaw Aq pieog Aq pastioyane uaaq sey yoeq
-Anq yons 1 *0) Jo sanIBsRI 331} 1 [eided Aynba
dn-pred [e303 J0 5531 40 "% ‘s10eq-Ang - 1d20x3
Avedwo) Jo N9 1L YS

‘sajoiue s)1 Aq pastioyne siyoeq-Ang o

*03 BuIpjoy

SH U0 *0) Ul S3JeYS

Aue 10} 10 jo uosiad Aue

SUNETSZ||  Aq ‘apew aq 030 apew

0} Yye1T - dui{ g sieake ||  uonduosqns Jo aseypind

03d - JuawuosLow| - 12140 B ‘Y3IM UOJ}I3UUO0)

uyJo ‘jo asodind

$yoeq-Ang Joy suonipuo) (q

+)oeq-Anq 310)3q a4npadoid (p

:yoeg Ang Jo aysiSay ([

: houanjos jo uonesepaq (8

“Rue 1 “yoeq-Anq Jo Jay0 Suipaoaid
40 3nso0) Jo 33ep wiody ek T o pouad
B UIL3IM 3pew 3q [[eys eq-Ang 4o Jaj0 ou (o

[89 uod35] S313MNIBS UMO S} aseyaand 03 ‘00 J0 JaMog (1

SBJBLS JO UL BWES JO ANss Ja1ed
UB J0 SPaa0Jd 4030 BPeuw 3¢ JOUUED S3INIAS
patyiaads J3y30 o Sa1eys Jo pupy Aue Jo yoeq-Ang

EETIIEY

patyads Jay30 1o saseys Aue Jo anssi jo spaadoid o

10 Jun0doe winjwiaid S31LNIAS o

10 {53951 334} 0

saJeys J0 ypeq-Ang Joj spunj Jo saaunos (e

YYe1se
O} fenT - aul4 - Aueduwo 10} B0UBJSISSE [eoUBUL}
Aue ‘@s1miayo 40 Aanaas
- U01UBABIUO) (A
Jo uoisinoid ‘aajuesend
‘ueoj e jo sueaw
. Aqayraym g Apoauipul
4o powiad e Joj safem Jo Asejes G2y g il
10 Apaaap Jaypaym

113y} SuIpaaoxa jou junowe

‘anig ||eys ‘02 21jgnd o (11
ue Jo} ‘|auuosiad [eyaseuew || Iy fndoN

A2y 10 S1019311p S} UBY} JBYI0
*0) 40 JuawAojdwa us suossad

0302 e Aq sueo| Jo Suinig 2 papayas|

[exdea azeys Jo uopanpa
Juanbasuod ssaun saleys
umo sy Ang 03 samod

aney ||eys [exdes aseys

e Suiney 1 adjuesend Aq o
saJeys Aq payiwi) 0a ou (1

45 ySnoayy '02 Aq pano.dde
awayps Aue yym aauepiodse
ut Asuow jo Suipuaj Joj

*03 e Aq apew s1 uoisinodd (g

'ssauisnq sy Jo

saleys
asIno Aeulpio ul*0d 3umueq (| umo syl Ang joued ‘o)
e Aq Asuow Jo Suipua) (e [e yeyy sem meq Auedwio) jo

ssuondaox (1| ajdipund eyuawepunyy (1

*510J53AU] 531 03 A3uow Sujuinjal jo Aem e s13] *Sa13NIAs UMO S §0 00 e Aq uoryisinboe-a1 ayy siyeq Ang

(0L -89 suo13aas) sa11naas jo yoeq Ang

(L9 uonaas) saseys sy jo aseyaand Joj 3 Aq sueoj
40 Buinig 1o Auedwod Aq aseyaund uo uonoulsay

1

(6'F Mey9) S3UNLNIFIA ANV TVLIAVI JUVHS




,,'Sainyuaqap fo uondwapal

Jo asodind ay 10f 1dasxa Aundwiod
ay3 Aq pazijnn aq Jou [joys

Y@ 03 pajipald yunown ay} (p)

*3|nJ-qns SIY3 Y3IM 30UDPI0IID
u1 anss| ainyuaqap fo uoiod
3]q11anu03-uou Jo 12adsal ur

Pa3paid aq [[bys Yya ‘sainjuaqap

3|qIManu0d Ajnd fo aspa uj (2)

‘anoqo paliafal 10k

ayz burnp butinjow sainjuagap
Jo uondwapai Jof unyj say3o
asodind Aup Jof pasn aq jou [[bys
anoqn so pajisodap o pajsanul
Junown ay3 3oy} papinoid

‘7881 Py sisniL

upipuj ay} fo oz uodas fo (f)
asnuja-qns Japun paifizou s yarym
*02J3Y30 Aup Aq panss| spuoq
paJaquinauaun uj :z88T ‘1Y SisniL
upipuj ay Jo oz uoas Jo (3a)
(p) 01 (n) asnbja-qns ui pauonuaw
$31314n23s paJaquinauaun ui ()

‘Juawuianog azo3s Aup
10 9 3y} Jo sa1p1anas pasaquinauaun ui (g)

{uaiy 10 abaoyd Aup wouf
a4 “yunq pajnpayas Aup yaim syisodap ui (v)

-:sMoj[of s a.p ‘aq Aow aspI
ayy s ‘spuawysanuj o sysodap Jo spoyraul
ay3 ‘(n) asnoja-qns fo asodind ay3 Jof (in)

*I0af 3oy3 Jo yaio fo Abp 3sTE uo

Buipua aoah ayy bulinp Bulinypw sainjuaqap
ay3 Jo Junown 3y} fo %ST mojaq |pf awry Auo
10 30U [bys ‘aq Abw aswa 3y} sb ‘pazisodap 1o
pajsanul BuuIowal Junown ay3 3oy} papinoid
:(1n) asnojd

-qns ul papinoad sp syisodap 1o syuawsanul

Jo spoyzaw asow 10 auo Aup ul 1naf 3xau

ay3 Jo yauo fo Aop 3sT€ ay3 uo buipua Inak
ay3 burinp bulinjpw sainjuaqap sy o “3up ay3
J0 ‘9%GT upy) s3] aq J0u [[bYS YoIyM wins b ‘aq
Aow aspa ay3 so ‘1sodap 1o 3sanul ‘(q) asnojs fo
(n1) asnoj>-gns fo (g) wiay 4o (q) asnoj fo (i
asnuja-qns Jo (g) waji o (v) wajl ul paianod
Aupdwiod v Aq panssi sainyuaqap Jo 12adsal

u1 40af yaa ui jLdy Jo Aop yiog ay1 aiofaq

10 o |[ys 31 ‘(q) asnoja Jo (a1) asnoja-qns fo
() way 10 () asnop fo (111) asnojo-qns fo (g)
waj1 .10 () wajl ul paianod si 03 b aspd uf (A)

!sainyuaqap buipupisino
ays Jo anjn ay Jo %01 3q [|oys ¥ya Jo
Aaonbapo ay) ‘sajundwiod pajsijun Jayzo 1of (g)

*sainjuaqap paanjd Aj23on1d

Jo asna uj pasinbai jou s1 ¥y “Yyung buisnoq
[DUOIIDN Y3IM paiaysibai salundwo) asuoul{
buisnoH Jof '8 yE6T ‘1O 194 3y3 Jo VI-St
U01323s Japun |gY yaim paiaisibal sH4gN 1of (v)

~ ((1) asnoja-qns u1 paifdads so salunduwio)
Bunyjung % suoin3asu [oUDUI{ DIPU]
|1V uny3 Jay30) ‘saundwiod pajsijun Jof (1)

‘g 19 v Swayl-qns ul paif1dads s,03
Jof ‘sainyuaqap pasn|d Aja3pnLid Jo aspa ul (g)

sajundwioa pajsi| 1ay30Jof 'g

yung buisnoy

[ouonBN YHmM paiaisibal salundwio) asuouly
buisnoy 1of '3 vE6T VY 194 343 J0 VIS
013935 Japun [gy yaim paiaisibal s)4gN 1of 'y
- sainjuaqap Jo anssi aijqnd fo asnd ui (v)

-saspa Bbuimoyjof ay3 ui painbai

Jou s1 yy@ ‘(1) asnpja-qns ui paifirads so
sajunduwio) buryung pup suonN3IIsul [o1UDUIY
ipuj ||y uby} Jay3o) salupdwiod pajsi| 1o4 (111

184 yum pasajsibal )4gN 03 3|qaijddo
S0 39 |[bys Y4a ‘€T0Z ‘PY sajunduwio)
aya fo z uonaas fo (z£) asnoya Jo burupaw
Y3 ulyaIm suolan3Isuj [0IoUDUIS J3Y10 404 (1]

‘saimyuaqap pasoyd A23pLid so

112m s 21jqnd y10q Jof saiundwo) buryung
194 Aq paipjnba. suonanyiasuj [p1aubuld pipuj ||y
Aq panss| sainyuaqap Jof paiinbai Jou s1 ¥ya (1)

-{1apun so aq [joys
‘aq Abw aspa ay) so ‘syisodap 0 Juawiysanuy
1 Y4@ Jo Aapnbapo 03 yadsal yym sywr (q)

‘puapinip Jo yuawAnd Jof 3jqojivAn
*02 3y} Jo syfoud Jo 3no pa3paid aq [|pys Yya ()

-:M0Jag UaAIh SUOIRIPUOD Y} Y3IM 3UDPIOIID U]
“unaf 3xau fo yaioj\ Jo Anp 1STE aya uo buipua
A0aA bunp buniow sainjuaqap Jo 1aadsal ui
wns Jo 31sodap 40 Juawiisanul ' ¥y o3 pinbai
yam syuawalinbail yym Aidwoa fjoys ‘03 ayy

*S1331BW J3Y10 YaNS 3 pajeasd aq 0}
paiinbai an1asa) uondwapal ainjuagap
40 wnjuenb ‘joaiay) saidoa uieiqo 03

3 Paap 1snJ3 10adsul 03 SIap|oY-aInuagap
104 24npadoud ‘paap isniy aamuagap

JO W0} ‘s3unjuagap 4o anss| ay}
8unnaas 4oy ‘@inpadoud aquasasd Aew )
:9) Aq paquasaid aq 03 aunpadoid (11X

*S19p|0Y-24NjU3Y3P
40 S352133u1 Ul Aessa03u Japisuod Aew

31 se 02 Aq sanijigel) Jaymny Aue jo Surunaul
U0 SUOIIMISAI Yans asodw Aew eunquy

‘eunqiiy
al0y3q uonnad e aj1y Aew 3a3sniy ainuagap
‘anp s3W003¢ 3 U3YM g se Junowe [edpuud
381eydsIp 03 JuaINSUl SW0I3] 03 Ay1| e

10 JU3PIYNSU] JE "0D JO S}3SSE 1By} UOISN|IU0D
© 0} S3W0D 93)SNJ} 2INJUAGIP dwir} Aue Je a1dym

HEEIBENGIELET)
Aq jeunqu 310439 uoniad jo Suiji4 (x1

‘paquasaid

a0 Aew se yans aq ||eys s3aisnJ3 Yons jo
juawyuiodde Sujuianod suonipuod g salsnI}
aInjuaqap alow Jo T pajuiodde ‘1a}j0 Jo
aNss| Yans 210Jaq ‘sey *0J ssajun ‘sainjuagap
s31 Jo uonduasqns 104 0s Sulpaadxa
S1aquiaw sy 0140 d1jgnd 03 UoNEIAUI 10 130
Ue 3)ew Jo sn)radsoud e anss| ||eys "0 oN

qnd 03 uoneyiAul
/43330 /snydadsoud Jo anssi uo uoneywry (A

anssi
1194} O SUOLIPUOD 73 SULIB} Y}IM 3IUBPI0IIE

Ul S24NU3G3P WAapal 13 3sa193ul Aed [[eys ‘09
1S24N3U3QaP WIPa 13 3sa.93ul Aed of (1A

*aduewopad d1109ds 10§ 33.109p

e Aq pasioyua aq Aew *0) Jo saunjuagap
Aue 1o Aed 13 dn 3e3 03 *00 Y3IM JERIUOI Y
$10843U00 JO duewIoMAd 1S (11X

*U03J3Y} ANP IsAIRI
3 |edipund jo uswAhed uo yymyuoy
$INJUAGAP WaPaJ 0} 03 ‘1api0 Aq a11p
‘pauiaou0d saiyed Sunieay Jaye ‘g aisny
2.NUaQ3p 40 ‘s1ap|oY-aINUYIP JO

||e Jo Aue jo uonesijdde uo ‘Aew jeunqu

: Ss24muaqap uo isasdul Aed
0} /S2.njua(ap Waapal 0} aJnjiej uQ (x

uonasIp
4o Ayuioyane ‘4amod Aue wiy uo Suiajuod

paap 1snay Jo suoisinoad oy paedai Suiney
‘aa)snJ3 e se wiy Jo pasinbai 2auasi|ip anp

'3 218D 4O 93433 MOYS 0} 5|1} 3Y BIBYM ‘IsnJ} Jo
yoeauq 40j Ayjiger) Aue ‘suiese wiy SuiAjiuwapul
10 ‘wiouy Joasayy assniy e undwaxae

0199443 dABY P|NOM 31 SB JB} OS Ul PIOA 3¢ [[BYS
‘paap 1sni) e Aq paindas s19p|oy-a1nuagap yum
10e43u09 Aue uj 10 ‘saanjuagap 4o anssi SuLnas
10§ paap 1snJ} e ul paurejuod uoisinoid Auy

1 99)sn43 anjuaqap Jo Ayjiger (A

*sainjuagap
Jo uondwapai 10§ 3dadxa *0) Aq pasijin

90 30U |[BYS JUN02IE YaNS 03 Pa3IPaLd Junowe
3 puapIAIp jo Juswhed 1o} 3|qejiene "0

40 s31304d 40 3n0 JUNOIIE YYQ € 33e310 |[BYS '0)

13unodde (yya)
93534 uondwiapal a1njuagap Jo uoneal) (Al

8T 3|nYy u1 paquosaid
3¢ Aew se suoiIpu0d 1g swa} Yans 03 13lgns
*00 & Aq panssi aq Aew sanjuagap paniag

$ S2INJU33P PaINIas Jo anss| (il

*s3ySu Sunon Aue
Buihutes saamuagap Aue anss |[eys ‘0 op (1t

S19p|oy 3Inuagap
0 153.33u1 32930.d 03 33)SNJ} dINUGAQ (IA

uondwapai jo aw je Ajued Jo Ajjoym
J3Y}19 ‘saJeys 0Jul SINJUYIP YaNSs UAAUOD
03 uoindo ue y3Im sainjuaqap anss| Aew ‘02

: YaAu0d
03 uoido ue y3m sainjuaqap Jo anssj (1

$T0T ‘s3ny (saunuaqaq g [exide) aseys) sajuedwo)

2Jnuagap se pajeas) 3 Jou |jeys ‘Auedwiod Aq panssi ‘|gy Yim uoneynsuod ui 5) Aq paquasaid aq Aew se ‘Quawiniisul 13410 yons (q
pue {FE6T WV 19Y J0 @-11 193dey) ul 03 pasiajad sjuawniisul (e

+ 18y} papinold
j0u 10 Auedwiod jo syasse uo agieyd

Supnisuod Jay1aym 4qap Supuapina Auedwiod Jo Juawiniisul 13y30 Aue 10 Spuoq 9203 3INJUIGIP SAPN[IUI AINJUAYIP * (0€)Z U01IAS Jad sy

(T2 suondas) saimuagaq

=

(01'y eY9) SIUNLNIFIA ANV TVLIAVD JUVHS




TRISHULA
NOTES




E CA INTERMEDIATE

l:l]llP[lIlﬂl'lES

23 Attempt b

CA Ankita Patni

@ All Rights Reserved 2023




Chapter Name

Company Law-

Preliminary

Incorporation of Company
& Matters Incidental There to

Prospectus & Allotment of Securities

Share Capital & Debentures

Acceptance of Deposits by Companies

Registration of Charges

Management & Administration

19

14

Declaration & Payment of Dividend

6

10

7

Accounts of Companies

10

7

7

Audit & Auditors

6

6

3

0| O | W | O | O | |00 W

OTHER LAWS WEIGHTAGE

CHAPTER

MAY18

NOV18

MAY19

NOV19

JULY21

INDIAN CONTRACT ACT,1872

12

9

12

12

12

NEGOTIABLES INSTRUMENT ACT,1881

8

8

11

10

9

GENERAL CLAUSES ACT,1897

10

3

4

7

7

INTERPRETATION OF STATUTES

10

9

6

6

CA ANKITA PATNI




PRELIMINARY

Multiple Choice Questions with Answers

Roma along with her six friends has incorporated Roma Trading Ltd. in May
2019. The paid-up share capital of the company is ¥ 30 lacs. Further, in April
2020, she noticed that in the last financial year, the turnover of the company was
well below ¥ 20 crores. Advise whether the company can be treated as a ‘small
company’.

(a) Roma Trading Ltd. is definitely a ‘small company’ since its paid- up capital
iIs much below ¥ 2 crores and also its turnover has not exceeded the
threshold limit of 220 crores.

The concept of ‘small company’ is applicable only in case of a private
limited company/OPC and therefore, despite meeting the criteria of ‘small
company’ it being a public limited company it cannot enjoy benefits of
‘small company’.

Unlike a private limited company/OPC which automatically becomes a
‘'small company’ as soon as it meets the criteria of ‘small company’, Roma
Trading Ltd. being a public limited company has to maintain the norms
applicable to a ‘small company’ continuously for two years so that,
thereafter, it will be treated as a ‘small company'.

If all the shareholders of Roma Trading Ltd. give an undertaking to the
ROC stating that they will not let the paid-up share capital and also
turnover exceed the limits applicable to a ‘small company’ in the next two
years, then it can be treated as a ‘small company’.

Abhilasha and Amrita have incorporated a ‘not for profit' private limited
company which is registered under Section 8 of the Companies Act, 2013. One of
their friends has informed them that their company can be categorized as a ‘small
company’ because as per the last profit and loss account for the year ending 31st
March, 2019, its turnover was less than ¥20 crores and its paid up share capital
was less than ¢2 crores. Advise.

(a) A section 8 company, which meets the criteria of ‘turnover’ and ‘paid-up
share capital’ in the last financial year, can avail the status of ‘small
company’ only if it acquires at least 5% stake in another ‘small company’
within the immediately following financial year.
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If the acquisition of minimum 5% stake in another ‘small company’
materializes in the second financial year (and not in the immediately
following financial year) after meeting the criteria of ‘turnover’ and ‘paid-
up share capital’ then with the written permission of concerned ROC, it can
acquire the status of ‘small company'.

The status of ‘small company’ cannot be bestowed upon a ‘not for profit’
company which is registered under Section 8 of the Companies Act, 2013.

A section 8 company, if incorporated as a private limited company (and
not as public limited company) can avail the status of ‘small company’ with
the permission of concerned ROC, after it meets the criteria of ‘turnover’

and ‘paid-up share capital'.

Answer Keys
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INCORPORATION OF COMPANIES AND
MATTERS INCIDENTAL THERETO

Multiple Choice Questions with Answers

Namita Ceramic Goods Limited having 152 members was incorporated with the
main objects of manufacture of ceramic goods, glazed, unglazed floor and wall
tiles, etc. and to carry on trading in such products. After three years of successful
operation, it wants to diversify its business by entering into the field of
manufacturing electronic goods for which it is required to alter its objects clause.
Advise the company in relation to alteration of Memorandum.

(a) The company can alter its Memorandum of Association by passing an
ordinary resolution and obtaining the confirmation of the Regional
Director (RD).

The company can alter its Memorandum of Association by passing a
special resolution at the shareholders’ meeting.

The company can alter its Memorandum of Association in relation to the
objects clause by passing a special resolution at the shareholders’ meeting
and obtaining the confirmation of the Regional Director (RD).

The company can alter its Memorandum of Association in relation to the
objects clause by passing a special resolution at the shareholders’ meeting
and simultaneously publishing the contents of special resolution in two
newspapers (one in English and the other one in vernacular language)
circulating in that area

Anupam incorporated a ‘One Person Company’ (OPC) with his sister Alpana as
the nominee and about three years have passed satisfactorily. Anupam does a
number of charitable works and is associated with three NGOs. His business
under his OPC has also flourished. Now he is planning to convert the OPC into a
Section 8 company (i.e. a company formed with charitable objects). Choose the
correct option.

(a) Since the company belongs to Anupam, he has full discretion to convert the
OPC either as a Section 8 company or as a private or public company
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Since the company was formed as a private company, the only option
available with Anupam is to convert it into a public limited company.

There is specific prohibition on converting OPC into a Section 8 company;
otherwise it can be converted into a private or public company without
any hindrance.

(d) Since Anupam does a lot of charitable works there is no prohibition on
converting his OPC into a Section 8 company.
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PROSPECTUS AND ALLOTMENT OF SECURITIES

Multiple Choice Questions with Answers

Q.1  An issuing house (share broker) has issued an advertisement in two leading
newspapers for selling a large number of shares allotted to it by a company under
a private placement. In which of the following conditions will the advertisement
NOT be deemed to be a prospectus:

(a) Advertisement was given within six months from the date of allotment

(b) Advertisement was given after six months from the date of allotment and
the issuing house has paid the entire consideration to the company

(©) The issuing house did not pay entire consideration to the company till the
date of allotment

(d) advertisement was given within three month from the date of allotment

Q.2  Which of the following statements is not true?

(a) in case of shares, the rate of underwriting commission to be paid shall not
exceed five percent of the issue price of the share.

underwriting commission should not be more than the rate specified by the
Article of Association.

(©) in case of debentures, the rate of underwriting commission shall not exceed
five percent of the issue price of the debentures.

(d) amount of commission may be paid out of profits of the company.

Q.3  Asshelf prospectus filed with the ROC shall remain valid for a period of:
one year from the date of registration
one year from the date of closing of first issue
one year from the date of opening of first issue

Ninety days from the date on which a copy was delivered to ROC
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Shripad Religious Publishers Limited has received application money of
¢ 20,00,000 (2,00,000 equity shares of ¥10 each) on 10th October, 2019 from the
applicants who applied for allotment of shares in response to a private placement
offer of securities made by the company to them. Select the latest date by which
the company must allot the shares against the application money so received.

(a) 9th November, 2019
(b) 24h November, 2019
© 9th December, 2019.
(d) 8th January, 2020

Neptune Metal Tools Limited was incorporated on 2nd December, 2018 with
twenty-five subscribers and authorised capital of ¥50,00,000 (5,00,000 equity
shares of ¥10 each). The directors of the company are in a dilemma whether to
issue share certificates to the subscribers in physical form or in dematerialized
form. Advise them correctly on this matter:

(a) Being an unlisted company, Neptune may either issue physical share
certificates to the subscribers or alternatively, issue them in dematerialized
form.

Neptune needs to issue shares to the subscribers only in dematerialized
form.

A company having more than 100 shareholders needs to issue shares in
dematerialized form and therefore, Neptune may issue physical share
certificates to the subscribers.

(d) A company having authorised capital of fifty lakhs and above needs to
issue shares in dematerialized form and therefore, Neptune may issue
physical share certificates to the subscribers.

Q1 () Q2 (o)
Q3 (@ Q4 (o

Q.5 (b)
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SHARE CAPITAL AND DEBENTURES

Multiple Choice Questions with Answers

Which of the following statement is contrary to the provisions of the Companies
Act, 2013 ?

(a) A private company can make a private placement of its securities.
(b) The company has to pass a special resolution for private placement.
(© Minimum offer per person should have Market Value of #20,000.

(d) A public company can make a private placement of its securities.

Being in need of further capital, Rimsi Cotton-Silk Products Limited offered 50
lacs equity shares of ¥1 each to 50 identified persons on ‘private placement’ basis
and accordingly a letter of offer accompanied by application the necessary form
was sent to them after fulfillment of due formalities including passing of special
resolution. One of the applicants Rajan made a written complaint to the company
highlighting the fact that the offer letter was incomplete as well as illegal, as it did
not contain ‘renunciation clause’ as he wanted to exercise his ‘right of
renunciation’ in favour of his son Uday. By choosing the correct option, advise the
company in this matter.

(a) As the ‘Right of Renunciation’ cannot be denied, the company needs to
rectify its mistake by including the same in the offer letter and the
application form.

The company is prohibited from providing ‘Right of Renunciation’ so the
offer letter and the application form need not include any such clause.

(© Instead of absolute prohibition, the company can provide ‘Right of
Renunciation’ limited to twenty five percent of offering.

(d) Instead of absolute prohibition, the company can provide ‘Right of
Renunciation’ limited to fifty percent of offering.

Innovative Tech Sol Limited intends to invite subscription for ¥1.10 crores equity
shares of 10 each on private placement basis. The persons identified as potential
subscribers are within the statutory limit and also include the two other categories
to which such statutory limit is not applicable. One such category is employees of
the company who are offered equity shares under Employees’ Stock Option
Scheme. the other excluded category is :
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(a)
(b)
(©)
(d)

Quality Institutional Buyers
Qualified Institutional Buyers.
Qualificational Institutional Buyers.

Qualified Investing Institutional Buyers.

The amount that an unlisted public company is required to maintain as security
deposit, at all times, with the respective depository when it dematerializes its
securities shall be

(a)
(b)
(c)
(d)

Equal to not less than one year’s fees payable to the depository
Equal to not less than two years’ fees payable to the depository
Equal to not less than two and a half years’ fees payable to the depository

Equal to not less than three years' fees payable to the depository

Commission is permitted to be paid to any underwriter by the company only in
respect of an offer of securities:

(a)
(b)
(©)
(d)

where securities are offered on rights basis
where securities are offered in the form of bonus issue
where securities are offered on private placement basis

where securities are offered to the public for subscription

In case of ‘offer of sale of shares by certain members of the company’, which of the
following options is applicable:

(a)
(b)

(©)

The provisions relating to minimum subscription are not applicable

Entire minimum subscription amount is required to be received within
three days of the opening date

25% of the minimum subscription amount is required to be received on the
opening date and the remaining 75% within three days thereafter

50% of the minimum subscription is required to be received by the second
day of the opening date and the remaining 50% within next three days
after the second day

The time limit within which a copy of the contract for the payment of
underwriting commission is required to be delivered to the Registrar is :

(a)
(b)

Three days before the delivery of the prospectus for registration

At the time of delivery of the prospectus for registration
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(©) Three days after the delivery of the prospectus for registration

(d) Five days after the delivery of the prospectus for registration

Shares issued by a company to its directors or employees at a discount or for a
consideration other than cash for their providing know-how or making available
rights in the nature of intellectual property rights or value additions, by whatever
name called are known as:

(a) Equity Shares
(b) Preference Shares
(©) Sweat Equity Shares

(d) Redeemable preference shares

The Articles of Association of a private limited company state that the company
may issue preference shares which will have preference with respect to payment
of dividend only but no preference as to the repayment of capital, in the case of
winding up. Is it possible for the company to issue such preference shares?

(a) No; as per section 43 preference shares should have both preferences.
(b) No; this will become an equity share as per section 43.

(©) Yes; because as per section 43 preference shares should have any one
preference.

(d) Yes; because Articles of Association of the company allow issue of such
preference shares and the issuing company is a private limited company.

A general meeting of the company is to be held on 30th August, 2020. The
company has not paid dividend in respect of its preference shares for the financial
year 2018-19 as well as 2019-20. In such case preference shareholders:

(a) will not have the right to vote because preferential shareholders have no
right to vote

will have the right to vote because dividend has not been paid for the last
two years

(©) will not have the right to vote because only equity shareholders can vote in
general meetings

(d) will have right to vote because preference shareholders have the right to
vote in general meetings

Where there is a change in the rights of one class of shareholders of a company
that also affects the rights of another class therein, then:
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(a) A special resolution should be passed at a general meeting in this regard
The company need not to do anything further

(© the consent in writing of three-fourths of such other class of shareholders
shall also be obtained

(d) A resolution at a joint meeting of both the classes should be passed

Rajesh Infrastructure Limited wants to issue preference shares for a period
exceeding 20 years for financing its proposed infrastructure project. On the basis
of which statement, company can do so?

(a) Yes, the company can issue irredeemable preference shares by passing a
special resolution

Yes, company can issue preference shares for a period exceeding 20 years
with the prior approval of Central Government

(© Yes, the company can issue irredeemable preference shares for
infrastructure project

(d) Yes, the company can issue preference shares for financing an
infrastructure project for a period exceeding to 20 years.

If a company has Authorised Share Capital of ¥6,00,000, Paid-up Share Capital
of ¢5,00,000 and a loan of ¥2,00,000 obtained from the State Government. The
State Government has directed the company to convert its loan into equity shares,
then such order shall have the effect of increasing:

(a) The subscribed share capital of the company
(b) The paid-up share capital of the company

(© The Authorised Share Capital of the company
(d) All of the above

A company bought back 10% of its equity shares in August 2020. Due to certain
miscalculations during the first buy-back, it again bought back another 10%
equity shares in September 2020. Is second buy-back valid?

(a) It can do so subject to the fulfilment of other conditions because maximum
buy-back in a financial year is up to 25%

It cannot do so because there must be a time gap of 12 months between two
buy-backs

It can buy back shares within one year but the company should pass an
ordinary resolution at a meeting of its board
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(d) It can buy back shares within one year but the company will have to pass a
special resolution

Swagat Hospitality Limited defaulted in the repayment of last two instalments of
term loan availed from National Commercial Bank. On 30th September, 2019,
they cleared all the dues by repaying it. When can it issue equity shares with
differential voting rights ?

(a) Upon expiry of five years from the date on which the default was made
good

Upon expiry of three years from the end of the financial Year in which the
default was made good

© Upon expiry of five years from the end of the financial Year in which the
default was made good

(d) Upon expiry of seven years from the end of the financial Year in which the
default was made good

Keshika, the original allottee and owner of 1000 equity shares of ¢ 50 eachin
Modern Biscuits Private Limited, wanted to transfer these shares to her younger

sister Vanshika by way of gift. She completed the transfer deed in all respects and

delivered the same to the company along with the share certificates on 17th July,
2020. However, the company did not register the transfer even after the expiry of
more than one month nor did it send any notice of refusal. The lone reminder to
the company remained unanswered. An appeal is to be filed against the company
with the National Company Law Tribunal (NCLT) against this failure to register
transfer of the said shares. Who has the right to file the appeal in this regard?

(a) Keshika, who continues to remain owner and transferor of the said equity
shares till they are registered in the name of Vanshika, has the right to file
an appeal with NCLT against the company.

Vanshika, as transferee and potential owner of equity shares, has the right
to file an appeal with NCLT against the company.

Both Keshika and Vanshika have to file a joint appeal with NCLT against
the company, for neither Keshika nor Vanshika are authorised to file the
appeal individually.

As per its discretion, NCLT may allow either Keshika or Vanshika to file an
appeal against the company.
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Q.17 Vanita Watches Limited has proposed to issue sweat equity shares to five of its
employees for the ‘value additions’ made by them in term of economic benefits
which proved beneficial to the company. The period for which the employees who
have been allotted the said sweat equity shares cannot transfer them is:

(a) One year from the date of allotment
(b) Three years from the date of allotment
© Five years from the date of allotment

(d) Six months from the date of allotment

Prithvi Cements Limited is desirous of issuing debentures carrying voting rights.
Choose the right option from the following:

(a) Prithvi Cements Limited can issue debentures carrying voting rights by
passing an ordinary resolution at a general meeting of the company.

Prithvi Cements Limited can issue debentures carrying voting rights by
passing a special resolution at a general meeting of the company.

Prithvi Cements Limited can issue such debentures carrying voting rights
only if it mortgages its land and buildings worth two times the amount of
the debentures.

(d) Prithvi Cements Limited cannot issue debentures carrying voting rights.
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ACCEPTANCE OF DEPOSITS BY THE COMPANY

Multiple Choice Questions With Answers

A reserve account that shall not be used by the company for any purpose other
than repayment of deposits is called:

(a) Debenture redemption reserve account
(b) Deposit repayment reserve account
© Capital redemption reserve account

(d) Free reserve account

Normally no deposits are repayable earlier than from the date of such
deposits or renewal thereof.

(a) 3 months
(b) 6 months
(© 12 months
(d) 1year

Bhumi Real Estate Developers Limited has accepted deposits from its members.
There is no default in repayment of such deposits on their maturity. The statutory
amount to be deposited by the company on or before 30th April of each year in a
specified account opened with its bankers, till the deposits are fully repaid is:

(a) Not less than 50% of the amount of its deposits maturing during the
following financial year.

Not less than 30% of the amount of its deposits maturing during the
following financial year.

Not less than 20% of the amount of its deposits maturing during the
following financial year.

Not less than 10% of the amount of its deposits maturing during the
following financial year.
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Q.4 A Limited Company is accepting deposits of various tenures from its members
from time to time. The current Register of Deposits, maintained at its registered
office is complete. State the mandatory minimum period for which it should be
preserved in good order.

(a) Four years from the financial year in which the latest entry is made in the
Register.

Six years from the financial year in which the latest entry is made in the
Register.

© Eight years from the financial year in which the latest entry is made in the
Register.

(d) Ten years from the latest date of entry.

Dream World Entertainment Limited, has accepted deposits worth ¥50.00 lacs
from public on 1st April 2019 for a period of 24 months i.e. repayment of deposit
would be made on 31st March 2021. The rate of interest payable on such deposits
iIs 9% p.a. One of the depositors Mr. Aman requested the company on 1st June
2020 for premature repayment of his deposit of ¥6.00 lacs along with interest.
Advise the company in the said matter.

(a) The company can make premature repayment of deposits only with an
intention to reduce the total amount of deposits to bring it within
permissible limits. Hence, in the given case, the company cannot repay the
deposit before the actual maturity.

The company can prematurely repay the deposit along with interest @9%
p.a. for the period of 12 months (from 1st April 2019 to 31st March 2020).

© The company can prematurely repay the deposit along with interest @8%
p.a. for the period of 12 months (from 1st April 2019 to 31st March 2020).

(d) The company can prematurely repay the deposit along with interest @8%
p.a. for the period of 14 months (from 1st April 2019 to 31st May 2020).

Suneet Spices Limited decides to raise deposits of ¥20.00 lacs from its members.
However, it proposes to secure such deposits partially by offering a security worth
¢ 15.00 lacs. Which of the following options best describe such deposits:

(a) Fully secured deposits (except a small portion)

(b) Unsecured deposits

© Partially secured deposits

(d) These cannot be classified as deposits
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Q.7 What is the maximum tenure for which a company can accept or renew deposits
from its members as well as public?

(a) 12 months
(b) 24 months
© 36 months

(d) 48 months
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REGISTRATION OF CHARGES

Multiple Choice Questions with Answers

Any person acquiring property, on which charge is registered under section 77,
shall be deemed to have notice of the charge from:

(a) the expiry of thirty days of such charge
(b) the date of application for registration of the charge
© the date of acquiring the property

(d) the date of such registration

An interest or lien created on the property or assets of a company or any of its
undertakings or both as security is known as :

(a) Debt

(b) Charge

©) Liability

(d) Hypothecation

A charge was created by Cygnus Softwares Limited on its office premises to secure
a term loan of ¥ 1.00 crore availed from Next Gen Commercial Bank Limited
through an instrument of charge executed by both the parties on 16th February,
2019. Inadvertently, the company could not get the charge registered with the
concerned Registrar of Companies (ROC) within the first statutory period
permitted by law and the default was made known to it by the lending banker
with a stern warning to take immediate steps for rectification. The latest date
within which the company must register the charge with the ROC so as to avoid
paying ad valorem fees for registration of the charge is

(a) 27th April, 2019. (b) 17th April, 2019.
(©) 2nd May, 2019. (d) 16th June 2019

Q.1
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MANAGEMENT AND ADMINISTRATION

Multiple Choice Questions with Answers

Due to the management disputes, Flow Writing Industries Limited could not hold
its current Annual General Meeting by the latest due date. Even after lapse of the
due date, it seemed rather impossible to convene the AGM. In such a grim
situation, one option available was to approach National Company Law Tribunal
(NCLT) and seek direction for the calling of AGM. Out of the following four
options, which one is applicable in the given case:

(a) Any member of the company can make an application to the National
Company Law Tribunal (NCLT) and seek direction for the calling of AGM.

A member of the company holding at least 1% of the total paid- up share
capital must make an application to the National Company Law Tribunal
(NCLT) and seek direction for the calling of AGM.

Minimum two members of the company holding at least 1% of the total
paid-up share capital must make a joint application to the National
Company Law Tribunal (NCLT) and seek direction for the calling of AGM.

Minimum five members of the company holding at least 1% of the total
paid-up share capital must make a joint application to the National
Company Law Tribunal (NCLT) and seek direction for the calling of AGM.

Which one of the following transactions requires the passing of an ordinary
resolution ?

(a) To change the name of the company
(b) To alter the articles of association
(© To reduce the share capital

(d) To declare dividends.

A resolution shall be a special resolution when the votes cast in favour of the
resolution by members are not less than the number of votes, if any, cast against
the resolution.

(a) Twice

(b) Three times
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(©) Three fourth of
(d) Two third of

Every listed company shall file with the Registrar a copy of the report on each
annual general meeting within of the conclusion of the annual general meeting.

(a) 7 days

(b) 30 days
(© 60 days
(d) 90 days

The AGM shall be called by giving 21 clear days’ notice. However, it can be called
by giving shorter notice if members entitled to vote at that meeting give their
consent in writing or by electronic mode. In such cases how many members have
to give their consent?

(a) 75% of members entitled
(b) 90% of members entitled
(©) 91% of members entitled

(d) 95% of members entitled.
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Declaration And Payment Of Dividend

Multiple Choice Questions with Answers

Dividend once declared, should be paid within days from the date of declaration
(a) 14 days (b) 21days
(© 30 days (d) 45days

Q.2

Which of the following amount need not be credited to Investor Education and
Protection Fund Account (IEPF)?

(a) Amount in unpaid dividend account (UDA) of company
(b) Amount of matured deposits with the company
© Profit on sale of asset

(d) Amount of matured debentures with the company.

Q.3

Amount to be transferred to reserves out of profits before any declaration of
dividend is

(a) 5%
(b) 7.5%
() 10%

(d) at the discretion of the company.

Q.4

The authorised and paid-up share capital of Avantika Ayurvedic Products Limited
is ¥50.00 lacs divided into 5,00,000 equity shares of ¥ 10 each. At its Annual
General Meeting (AGM) held on 24th September, 2019, the company declared a
dividend of ¥ 2 per share by passing an ordinary resolution. Mention the latest
date by which the amount of dividend must be deposited in a separate account
maintained with a scheduled bank

(a) Latest by 29th September, 2019
(b) Latest by 4th October, 2019

© Latest by 9th October, 2019

(d) Latest by 24th October, 2019
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The Directors of Silver tongue Solutions Limited proposed dividend at 18% on
equity shares for the financial year 2018-2019. The same was approved at the
Annual general body meeting held on 30th September 2019. Mr. Jagan was the
holder of 2000 equity of shares on 31st March, 2019, but he transferred the shares
to Mr. Rajiv on 8th August 2019. Mr. Rajiv has sent the shares together with the
instrument of transfer to the company for registration of the shares in his favour
only on 25th September 2019. The registration of the transfer of shares is pending
on 30th September 2019. With respect to the dividend declared the correct action
to be taken by the company is:

(a) Pay the dividend to Mr. Jagan
(b) Pay the dividend to Mr. Rajiv

(© Transfer the dividend in relation to such shares to the Unpaid Dividend
Account

(d) Transfer the dividend in relation to such shares to the Investor Education
and Protection Fund.

The Board of Directors of Jip Rise Pharmaceuticals Limited wish to declare
interim dividend in the last week of July, 2018. The company has incurred a loss
during the current financial year up to the end of June, 2018. However, it is noted
that during the previous five financial years i.e., 2013-14, 2014-15, 2015-16, 2016-
17 and 2017-18, the company had declared dividend at the rate of 8%, 9%, 12%,
11% and 10% respectively. Advise the Board as to the maximum rate at which they
can declare interim dividend despite incurring loss during the current financial
year.

(@  10%.
(b)  11%.
(©) 10.5%.
(d)  11.5%.

CSR Committee of the Board of shall consist of:
(a) Directors forming 1/3rd of the total no of directors.
(b) At least 2 directors out of which one shall be independent director.

© 3 or more directors out of which one shall be managing director.

(d) 3 or more directors, out of which at least 1 director shall be an independent
director.
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Q.8 Provisions of CSR are applicable to:

(a)
(b)
(©)

(d)

Companies with net worth of ¥250 crore or more but less than 500 crore.
Companies with turnover of #1000 crore or more.

Companies with net profit of 1 crore or more but less than ¥crore in any
financial year

Companies having aggregate outstanding loans and deposits exceeding ¢
50 crore or more in any financial year.

One Person Company shall file a copy of the duly adopted financial statements to
the Registrar within :

(a)
(b)
(©)
(d)

30 days of the date of meeting at which it was adopted.
90 days of the date of meeting at which it was adopted.
90 days from the closure of the financial year.

180 days from the closure of the financial year.

Rema formed and occupied the office of director in Rem Stationers (OPC) Private
Limited which deals in manufacturing and trading of various items of stationery.
Rema noticed a changed provision which mandates that from the Financial Year
2020-21 onwards, an OPC shall file its Annual Return in MGT - 7A. Rema is also
one of the directors in another company which too is required to file its Annual
Return in MGT - 7A. Which is that ‘other company’ where Rema also occupies the
office of director in addition to OPC.

(a)

That other company is a ‘small company’ where Rema also occupies the
office of director in addition to OPC.

That other company is an ‘associate company’ where Rema also occupies
the office of director in addition to OPC.

That other company is a ‘subsidiary company’ where Rema also occupies
the office of director in addition to OPC.

That other company is a ‘dormant company’ where Rema also occupies the
office of director in addition to OPC.
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ACCOUNTS OF COMPANIES

Multiple Choice Questions with Answers

Ayush Power Limited has reported a net profit of ¢6 crore, ¥7.5 crore and v 3
crore for the financial year(s) ended on March 2017, March 2018 and March 2019
respectively. The board’s report of the company for the year ended March 2020
did not disclose the composition of the CSR Committee on the grounds that
company is not required to constitute CSR committee as net profit during the
immediately preceding financial year is less than the statutory requirements laid
down in section135. You are required to examine in the given scenario whether the
act of non-composition and non- disclosure of the composition of CSR committee
in the Board's Report is valid in law?

(a) No, the act of the company is not valid in law as every company is required
to constitute a CSR committee and disclose the constitution of same in the
board’s report in every financial year irrespective of the profits earned by
the company.

Yes, the act of the company is valid in law as the net profit of the company
is less than ¥5 crore in the immediately preceding financial year.

No, the act of the company is not valid in law as composition and
disclosure of composition of CSR Committee will be required only if the
profits of the company are not less than ¥5 crore for a consecutive period
of 3 financial years.

The act of the company is valid only to the extent of non- disclosure of the
composition of CSR committee as the net profit of the company is less than
¢5 crore in the immediately preceding financial year.

During the half year ended September 2019, the board of directors (BOD) of
Vidyut Manufacturing Limited has made an application to the Tribunal for
revision in the accounts of the company for the financial year ended as on March
2017. Further during the year ended March 2020, the BOD has again made an
application to the Tribunal for revision in the board’s report pertaining to the year
ended March 2019. You are required to state the validity of the acts of the Board of
directors.
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The act of the BOD is valid only to the extent of application made for
revisions in accounts as board’s report are not eligible for revision.

The act of the BOD is valid as the applications made for revision in the
accounts and board'’s report pertain to two different financial years.

The act of the BOD is invalid as the law provides for only one time
application to be made in a financial year for revision of accounts and
boards report.

The act of the BOD is invalid as the application made for revision in
accounts pertains to a period beyond 2 years immediately preceding the
year 2020. The application made for revision in the Board report is
however valid in law.

Adani Enterprises Limited has its shares listed on a recognized stock exchange in
India. During the current financial year ending on 31st March 2020, the securities
and exchange board of India (SEBI) has found some irregularities in the filings
made by the company. Accordingly, SEBI proposes to make an application to the
Tribunal for reopening of the books of accounts of the Company. You, as an
expert, are called upon by SEBI to advise with which last financial year for
reopening of books of accounts an application can be made?

(@) 2015-2016
(b)  2013-2014
(c)  2010-2011
(d)  2011-2012

Ganesh Company Ltd, a public company incorporated under the Companies Act,
2013 has Mr. Jay- Director, Mr. Sagar — Independent Director, Mr. Abhishek —
Nominee Director and Mr. Yash — Whole time director. Mr. Abhishek wants to
inspect the books of account of Shankar Company Limited, the subsidiary of
Ganesh Company Limited. You are required to state whether Mr. Abhishek is
eligible to inspect the books of accounts of Ganesh Company Limited?

(a) Yes, Mr. Abhishek can inspect the books of account of Shankar Company
limited only on authorization of the public financial institution on whose
behalf he has been so appointed in the board of the Ganesh Company Ltd.

No. Mr. Abhishek being a nominee director can only inspect the books of
account of Ganesh Company Ltd and not its subsidiary company.
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Yes, Mr. Abhishek can inspect the books of account of Shankar Company

limited only on authorization by way of resolution of the board of
directors.

Yes, Mr. Abhishek can inspect the books of account of Shankar Company
limited only on authorization by way of resolution of the members holding
not less than 25% of the paid up share capital of the company.

Q.1 (b) Q.2

Q.3 d) Q.4
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AUDIT AND AUDITORS

Multiple Choice Questions with Answers

Q.1  For appointing an auditor other than the retiring auditor,
(a) Special notice is required.
(b) Ordinary notice is required.
© Neither ordinary nor special notice is required

(d) Approval of Central Government is required

The auditor of a Government Company shall be appointed or re- appointed by-
(a) The Central Government
(b) Comptroller and Auditor General of India (CAG).

© Central Government on the advice of Comptroller and Auditor General of
India.

(d) Chairman of the Board of Directors

Q.3  Which of the following is a service prohibited to be rendered by the auditor of the
Company?

(a) Design and implementation of any financial information system

(b) Making report to the members of the company on the accounts examined
by him

© Compliance with the auditing standards

(d) Reporting of fraud against the company by officers or employees to the
Central Government

The word ‘firm’ for the purpose of Section 139 shall include-
(a) An individual auditor

(b) LLP

© Both an individual auditor and LLP

(d) A company
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“MAKE SHORT NOTES ON YOUR STICKY NOTES
AND PASTE IT ON YOUR WALLS (SECTION WISE)

REVISE IT EVERYNIGHT BEFORE SLEEPING”
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INDIAN CONTRACT ACT, 1872

Multiple Choice Questions with Answers

Q.1 A contracts to save B against the consequences of any proceedings, which C may
take against B in respect of a certain sum of 500 rupees. This is a:

(a) Contract of guarantee
(b) Quasi contract
© Contract of indemnity

(d) Void contract

S and P go into a shop. S says to the shopkeeper, C, “Let P have the goods, and if he
does not pay you, | will.” This is a

(a) Contract of Guarantee
(b) Contract of Indemnity
© Wagering agreement

(d) Quasi-contract

A contract by which one party promises to save the other from loss caused to him
by the conduct of the promisor himself or by the conduct of any other person is
calleda:

(a) Surety contract
(b) Simple contract
(©) Contract of indemnity

(d) Contract of guarantee

Any guarantee obtained by means of misrepresentation made by the creditor or
with his knowledge and assent concerning a material part of the transaction is

(a) Valid
(b) Invalid
(© voidable at the option of the surety

d)  void
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Mr. Sharad has recently shifted from Delhi to Noida. During the shifting some of
the furniture was damaged. Mr. Sharad gave the items to Asian Arts, Greater
Noida for repair, refabrication, and painting, etc. Asian Arts deals in the sale of
furniture and repair thereof. It was decided that the whole work will be done on a
lumpsum amount of ¥50,000. In between this period, the workshop at Asian Arts
caught fire and there was no fault of the proprietors. Goods bailed by Mr. Sharad
along with another furniture destroyed in this fire incident. Mr. Sharad has lost
furniture due to fire at workshop of Asian Arts. What is the correct statement
considering there was no specific contract?

(a) Asian Arts is liable, because fire took place at his place
(b) Asian Arts is liable, because bailment is on going

© Asian Arts is not liable because risk of any loss during bailment is to be
borne by bailor.

(d) Asian Arts is not liable because fire is not due to any negligence of their
part.

Atul contracts to indemnify Neha against the consequences of any proceedings
which Chirag may take against Neha in respect of a sum of ¥15000/- advanced by
Chirag to Neha. Neha who is called upon to pay the sum of money due to Chirag

fails to do so. Advise Chirag on the course of action to be taken as per the
provisions of the Indian Contract Act, 1872.

(a) Chirag can file a suit only against Neha
(b) Chirag can file a suit only against Atul
© Chirag can file a suit against both Neha and Atul

(d) Chirag can file a suit only against Atul but not against Neha

The position of a finder of lost goods is that of a
(a) Bailor

(b) Bailee

© Surety

(d) Principal debtor

The delivery of goods by one person to another for some specific purpose is known
as:

(a) Mortgage (b) Pledge
(© Bailment (d) Charge
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With respect to Contract of Bailment, which of the following statement is
incorrect:

(a) No consideration is necessary to create a valid contract of bailment.

(b) It involves the delivery of goods from one person to another for a specific
purpose.

© Bailment is only for immovable goods and never for moveable goods

(d) Change of possession in bailment does not lead to change of ownership.

Vishal parks his car at a parking lot, locks it, and keeps the keys with himself.
Which of the following statements is correct in this regard?

(a) This is a case of bailment
(b) The operator of the parking lot has possession of Vishal's car
© The operator of the parking lot has custody of Vishal's car

(d) This is a case of mortgage

The Pawnee doesn’t have the right to retain the goods pledged for
(a) Performance of the promise
(b) Extraordinary expenses incurred by him for preservation of goods pledged

© Payment of debt

(d) Necessary expenses incurred by him in respect of possession of goods
pledged

A hires a carriage from B. The carriage is unsafe though B is not aware of itand A
is injured. Choose the correct answer as per the provisions of the Indian Contract
Act, 1872.

(a) B is responsible to A for the injury
(b) B is not responsible to A for the injury
(© Neither is responsible to the other

(d) A himself is responsible for his injury

iIs one who represents to be an agent of another when in reality he has no such
authority from the other agent at all.

(a) Substituted agent (b) Subordinate agent
(© Pretended agent (d) Both (a) & (b)
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Q.14 L made an offer to the Managing Director of a company. The Managing Director
accepted the offer though he had no authority to do so. Subsequently L withdrew
the offer but the company had already ratified the Managing Director’'s
acceptance. State which of the statements given below is correct:

L is bound by the offer due to ratification
An offer once accepted cannot be withdrawn
Both option (a) & (b) is correct

L is not bound by the offer.

A is residing in Delhi and has a house in Mumbai. A appoints B by a power of
attorney to take care of his house. State the nature of agency created between A
and B :

(a) Implied agency
(b) Agency by ratification
(© Agency by necessity

(d) Express agency

Vinod, a transporter was transporting tomatoes of Avinash from his (Avinash’s)
farm to the market. However, due to heavy rains, Vinod was stuck for three days
and thus he sold the tomatoes below the market rate in the nearby market where
he was stranded fearing that the tomatoes may perish. Choose the correct option
in the light of the provisions of the Indian Contract Act, 1872.

(a) Avinash will succeed in recovering losses of tomatoes from Vinod

(b) Avinash will not succeed in recovering losses of tomatoes from Vinod
(© Vinod can sell the tomatoes only at a price higher than the market rate

(d) Avinash is liable to compensate Vinod as his truck was stuck for three days
and hence, he (Vinod) could not complete the deliveries of other clients and
thus he (Vinod) suffered loss

Jane has appointed Vinita as his agent to sell the garments manufactured by
Jane. Vinita due to her personal issues could not work effectively. Hence, she
appointed Kanth to sell on her behalf. Can Jane be bound by the acts of Kanth?
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No, an agent without authority cannot lawfully appoint a sub- agent.

Yes, Vinita is liable for the acts of Kanth and in turn Jane is liable for the
transaction.

(© No, Kanth will be liable on his own account for any sales made.

(d) Yes, Kanth now becomes direct agent of Jane as Kanth has sold garments
manufactured by Jane.

Answer Key :
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NEGOTIABLES INSTRUMENT ACT 1881

Multiple Choice Questions with Answers

Days of grace provided to the Instruments at maturity is—
(a) 1 day (b) 2days
(© 3 days (d) 5days

Parties to a negotiable instrument can be discharged from liability by—
(a) Cancellation (b) Payment

© Release (d) All of the above

Validity period for the presentment of cheque in bank is—
(a) 3 months (b) 6 months

(© 1year (d) 2years

A negotiable instrument that is payable to order can be transferred by:
(a) Simple delivery (b) Indorsement and delivery

(© Indorsement (d) Registered post

A negotiable instrument drawn in favour of a minor is

(a) Void ab initio (b) Void but enforceable
© Valid (d) Quasi contract

As per the Negotiable Instruments Act, 1881, when the day on which a promissory
note or bill of exchange is at maturity is a public holiday, the instrument shall be
deemed to be due on the........ :

(a) Said public holiday
(b) 5 days succeeding public holiday

(© Next succeeding business day

(d) Next preceding business day
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Which of the following is an essential characteristic of a promissory note:

(a) There must be an order to pay certain sum
(b) It must be payable to bearer
© It must be signed by the Payee

(d) It must contain an unconditional undertaking

Mr. Aylam issued a cheque amounting to ¢ 25,000 dated 2nd February 2020 to
Mr. Gandhi which was deposited by Mr. Gandhi on 16th March 2020 in his bank
account. The said cheque was returned unpaid on 17th March 2020 by the bank of
Mr. Aylam citing insufficient funds in the account of Mr. Aylam. Mr. Gandhi
demanded the payment from Mr. Aylam by issuing the notice on 31st March 2020
which was received by Mr. Aylam on 2nd April 2020. Assuming that Mr. Aylam
failed to make the payment within stipulated time, what is the last date by which
Mr. Gandhi should have made a complaint in the court?

(@ 17t May 2020
(b)  2nd May 2020
(c) 17t April 2020
(d) 30t April 2020
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GENERAL CLAUSES ACT

Multiple Choice Questions with Answers

Q.1  The preamble is most important in any legislation, it:
Provides definitions in the Act.
Expresses scope, object and purpose of the Act.
Provides summary of the entire Act.

provides side notes often found at the side of a section.

As per the rules of an educational institution, every student may come on
weekends for extra classes but every student shall appear on a weekly test
conducted in the institute, which means:

(a) Attending extra classes on weekends is optional but appearing in weekly
test is compulsory

Attending weekend classes is compulsory but appearing in weekly test is
optional

(© Attending weekend classes and appearing in weekly test, both are
compulsory for students

(d) Attending weekend classes and appearing in weekly test both are optional
for students.

Q.3  Which of the following is not an Immovable Property?
(a) Land
(b) Building
(© Timber

(d) Machinery permanently attached to the land

Q.4 Where an act of parliament does not expressly specify any particular day as to the
day of coming into operation of such Act, then it shall come into operation on the
day on which :
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(a)
(b)
(©)
(d)

It receives the assent of the President
It receives the assent of the Governor General
It receives assent of both the houses of Parliament

It receives assent of the Prime Minister

Q.5 As per the provisions of the General Clauses Act, 1897, where an act or omission
constitutes an offence under two or more enactments, then the offender shall be
liable to be prosecuted and punished under:

(a)
(b)
(c)
(d)

Under either or any of those enactments
Twice for the same offence
Either (a) or (b) as per the discretion of the court

Under the cumulative effect of both the enactments

Formal legal document which creates or confirms a right or records a fact is —

(a)
(b)
(©)
(d)

a Document
a Deed
a Statute

an Instrument

Q.1 (b) Q.2

Q.4 () Q.5
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INTERPRETATION OF STATUTES

Multiple Choice Questions with Answers

Q.1  The Rule in Heydon’s case is also known as—
(a) Purposive construction
(b) Mischief Rule
© Golden Rule

(d) Exceptional Construction

Pick the odd one out of the following aids to interpretation—
(a) Preamble

(b) Marginal Notes

© Proviso

(d) Usage

Which rule of construction is applicable where there is a real and not merely
apparent conflict between the provisions of an Act, and one of them has not been
made subject to the other—

(a) Rule of Beneficial construction
(b) Rule of Literal construction
© Rule of Harmonious construction

(d) Rule of Exceptional construction

An internal aid that may be added to include something within the section or to
exclude something from it, is—

(a) Proviso
(b) Explanation
© Schedule

(d) Ilustrations
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Q.1 (b) Q.2

Q.3 © Q.4

PRGN P P

“GET UP EVERY MORNING TELLING
YOURSELF 'YOU CAN DO THIS”°
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LIMIT CHARTS

CHAPTER 1 : PRELIMINARY

Private Company,
Public Company,
One Person Company

No. of Shareholders
OPC

2(68) 2(62) N |

No Limit ‘ 1

Any person Any Person Individual ‘

No. of Directors

Individual

Subsidiary

> 50% TVP; Layers < 2

Small Co.

Private company with PSC < 4 crore; and Turnover of last FY <40 crore

Govt. Co.

= 51% PSC held by Govt. 251% TVP if DVR has been issued

Associate Co.

Significant Influence = 20% TVP

[llegal Association

Maximum 50 members
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CHAPTER 2 : INCORPORATION OF COMPANY
& MATTERS INCIDENTAL THERE TO

Section 3 Resident =120 days stay in India in preceding FY

If becomes member in 2 OPCs, correct situation within 180 days

Section 3A If members below statutory limit, they will be liable after 6 months

Section 4 Name to be reserved for
20 days New name
60 days Change of name

If incorporated by false particulars, RoC may direct to change name within 3 months by OR

Section 12 Verification of registered office within 30 days of incorporation

In case of name change, former name to be affixed for 2 years

Change of RoC within same state

a) RD approval within 30 days; - Co. will file confirmation with RoC within next 60 days
b) RoC to certify within 30 days

Section 13 Copy of SR altering MOA to be filed with RoC within 30 days

Section 14 Copy of SR altering AOA to be filed with RoC within 15 days

Section 16 Rectification of name by CG
Suo-moto: 3 months + OR

On application of trademark holder within 3 years: 3 months + OR

Section 17 Members to get copies of MOA or AOA within 7 days
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CHAPTER 3 : PROSPECTUS & ALLOTMENT OF SECURITIES

Section 25 Document to be deemed as prospectus if issue house sells the shares within 6 months of allotment

Section 26 Prospectus to be issued within 90 days of filing with RoC

Section 31 Shelf prospectus is valid for 1 year from date of opening of first offer

Section 32 Red herring prospectus is filed with RoC 3 days prior to opening of issue

Section 40 | Rate of underwriting commission is lower of Shares: 5% of issue price or rate in AOA
Debentures: 2.5% of issue price or rate in AOA

Section 39 Allotment of Shares

Personal
Liability of
directors,

Joint & several
@ 15% p.a.

Copy Minimum
sent to Subscription

Registrar

CA ANKITA PATNI PAGE | 42



Section 42

| Private Placement

In case of default
Directors -
personally,

jointly & severally

liable @ 12% p.a.

Private Allotment

Placement
Offer
Letter

Interest from

Refund | the 60th Day

>

Presenter
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CHAPTER 4 : SHARE CAPITAL & DEBENTURES

Section 43 Voting rights on DVR < 74% of TVP

During 3 years no default in financial statement, annual return, not been penalised under
SEBI,SCRA,RBI,FEMA

During 5 years no default in Pref. dividend, term loan, IEPF, employees’ statutory dues

Section 47 Voting rights to Preference, if divided not paid for 2 years

Section 48 Right to appeal against variation to NCLT
Holders having = 10% issued shares of that class
Appeal shall be made within 21 days

Section 53 If shares are issued at discount, to refund the money with 12% interest

Section 55 Preference shares = max. 20 years

For infrastructure companies; tenure can be 30 years but redemption option shall be given to 2
10% from 21st year onwards

Section 56 Time for delivery of share certificate

Subscribers to MOA months from incorporation

Allotment of shares months from allotment

Allotment of debentures months from allotment

Transfer month of receipt of transfer deed
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Section 58

* Time period to file an appeal to Tribunal by the person
giving Transfer Deed or Intimation of Transmission

When Company When Company
gives notice to the person Does not give notice to the
within 30 Days of Date of person within 30 Days of

Submission Date of Submission

Within 60 Days ‘Within 90 869 Days
(In case of (In case of Public Co)

Public Co)

Of Date of submission

Of receipt of Notice

Section 62

Rights issue to remain open for 7 to 30 days. Letter of offer is dispatched 3 days before opening of
issue. (For Pvt Co. - lesser time period applicable where 90% members agree)

In case of conversion of loan into shares on Govt’s order, Co. may appeal to NCLT within 60 days
ESOP vesting period = 1 year

Section67

Public co. can give loan to its employees (other than directors/ KMP) < 6 months’ salary to purchase
fully paid-up shares

Section68

Max. Buy-back by Board - 10% of paid-up equity + free reserves
Max. Buy-back by Members - 25% of paid-up + free reserves AND max. 25% no. of equity in a FY

Max. post buy-back Debt-Equity ratio - 2:1 (6:1 for Govt Co. in NBFC or Housing finance)

Destroy shares within 7 days
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Gap of 1 year between 2 buy-backs
Buy-back to be completed within 1 year of resolution

No further issue of same kind within 6 months

Buy-back return within 30 days

Section 70 No buy-back if during 3 years, default in Deposits; Dividend; Pref. shares; term loans

Section 71

Debentures (Section 71)

Type of Company

All India Financial
Institutions (AIFI)
& Banking
Companies

Mode of Issue of
Debentures

Public Issue or Private
Placement

DRR
Needed?

How much How much
DRR? DRI?

Public Financial
Institution (PFI)

Public Issue Private
Placement

Same as
for NBFC

Listed Companies
except (i)

(A) Public Issue
(Listed NBFC/HFC)

N/A

(A) Public Issue
(other Listed Co.)

N/A

(B) Private Placement
(Listed NBFC/HFC)

N/A

(B) Private Placement
(other Listed Co.)

N/A

Unlisted Companies
except (i)

(A) Unlisted NBFC/HFC

N/A

(B) Other Unlisted
Companies

10% of
O/5 Deb.
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CHAPTER 5 : ACCEPTANCE OF DEPOSITS BY COMPANIES

Section73

Private
Company
satisfying all 3
s L conditions
Worth
Minimum 100 L i) is not associate
Cr or Turnover or subsidiary

Minimum 500Cr by DPIIT

ii) its loan ofs is
not exceeding 2

a) Unlimited | | times of PSCor
50 Cr whichever

|l'.|]—0 is lower
iii) Not defaulted
All % are on (Paid Up loan

Deposits from LRSS Share Capital +FR + SP) 1

a) Members - 10% a) Unlimited

b) Outsiders - 25% Blg ‘

Section76 Eligible Co. means Public Co. having -
» Net Worth = 100 crore; or

> Turnover = 500 crore
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CHAPTER 6 : REGISTRATION OF CHARGES

Section 77 Modification/ Registration of Charges

Sufficient Reason
Creation Additional Fees
of Charge

Sufficient Reason ~ Valorem Basis
o & e
CHG 1 (Others)

Fees: Ad

§ roc Da"-

CHG 9 (Debentures) Declaration that
creditor is not

adversely affected

Section78 If Co. fails to register within 30 days; Charge-holder may register
RoC shall give 14 days’ notice to Co. before registering
Extension of < 3 months from RoC on special reasons

AGM of unlisted company at any place in India with consent of ALL members

Section82 | Time limit to report satisfaction of charge

Within 30 days of satisfaction | normal fees

Within 300 days of satisfaction | additional fees

Beyond 300 days Delay to be condoned by CG

RoC to give 14 days’ notice to charge-holder, if form is not signed by charge-holder

Section85 | > Co. to preserve register of charges permanently & instrument creating charge for 8 years from the
date of satisfaction
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CHAPTER 7 : MANAGEMENT & ADMINISTRATION

Section88 | > Index to be maintain in register if members = 50 Foreign Register
»  File MGT-3 within 30 days
»  Copy of foreign register is sent to India within 15 days

Section90 | SBO means INDIVIDUAL holding = 10% beneficial interest
Section 91

Notice regarding
closure of books &
register to SEBI & ¥

ROC at least 7 days
before m

Closure of Books

Only one tlme Total closure days inyear§j
closure shall not 10 together of all closures l (T

exceed30 days el shall not exceed 45 days

J

Penalty for every day during which the register is kept closed in contravention o
Section 91 of theCompanies Act, 2013-
For Company and every officer in default-
Rs. 5,000 per day of default; oRs. 1,00,000/ Whichever is lower

Section92 Annual return is certified by CS in practices in case of

a) Listed Co.; or

b) Companies having o PSC = 10 crore; or of Turnover = 50 crore
Annual return is filed with RoC within 60 days of AGM

If no AGM, file within 60 days of last due date of AGM
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Section94

Register & Annual return can be kept at any other place in India where > 1/10th members reside,

after SR

Time period for preservation :

Register of members

Permanently

Register of other security holders

8 years

Annual Return

8 years

Foreign register of members

Permanently|

Foreign register of other security holders

8 years

Section 96

First AGM
Time limit for holding first AGM

r_'i %} ‘

ACM

Certificate of End of 1t F.Y.
Incorporation

Certificate of
Incorporation

Last date by
which AGM
must be held
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Subsequent AGM

15 Months

oot o]

End of 5" F.Y.

Last date by
which AGM
must be held

Section 100

|| 3 Months II

Board must
proceed to
Call EGM

EGM to be
held when
called by
Members
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Section 101 | Notice of 21 clear days (excludes date of dispatch; date of meeting & 48 hours in case of post)
14 days’ notice in Section 8 Co.

Shorter notice if consent of

EGM

Is Co. having S/C?

Yes Majority in No. +95% TVP
No 95% TVP

Section 103 | Quorum Pvt Co. 2 members

Public Co.

Members Quorum
<1,000 5

> 1,000 but<5,000| 15

> 5,000 30

Articles may increase quorum

Section 105 | Max. 50 members, but having < 10% share capital can have 1 proxy

Proxy form to be deposited 48 hours before the meeting Co. cannot increase 48 hours

3 days’ Notice to be given for inspection of proxy forms

Inspection period - 24 hours before meeting till conclusion
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Section 108 | E-voting mandatory for

Listed Co.; or

Every Co. with 2 1,000 members

Co. shall announce cut-off date which shall be within max. 7 days before the GM

Remote e-voting to remain open for 2 3 days and to conclude at 5:00 p.m. one day before GM

Section 109 | Poll to be taken within 48 hours
Demand of Poll by

Co. having S/C| 2 1/10th TVP or paid-up capital ofX 5 lakh

Any other Co. | =21/10th TVP

Section 110 | OPC and Co. having < 200 members are exempt from Postal Ballot

Section 111 | On request of members having = 10% TVP; Co. shall

Give notice of resolution| =2 6  weeks before meeting

Circulate statement = 2 weeks before meeting
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Section 115

Eligible members for Special
Notice

Having 2 1% TVP; or

Holding shares of ¥ 5 lakh

Notice to be received within 3 months before GM but at least 14 days before GM

Co. shall give notice to all members 7 days before GM

Section 117

Copy of certain resolutions & agreements to be filed within 30 days

Section 118

Minutes to be prepared within 30 days of conclusion of the meeting

Section 119

Members entitled to get copies of minutes within 7 working days

Section 121

Listed Public Co. to file report on AGM within 30 days
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CHAPTER 8 : DECLARATION & PAYMENT OF DIVIDEND

Selection 123 Dividend shall be deposited in separate scheduled bank A/c within 5 days from declaration

Max. Dividend out of reserves in case of inadequate profits
1) Dividend < Average of last 3 years’ dividend rate
2) Amountdrawn < 10% (PSC + FR)
3) Losses set-off against amount drawn

4) Balance of reserves = 15% PSC
Max. interim dividend in case of loss in previous quarter

Average of last 3 years’ dividend rate

Section 124 Dividend to be paid within 30 days

If remaining unclaimed, transfer to Unclaimed Div. A/c within 7 days
If not transferred, transfer with interest @ 12% p.a.

If transferred, upload statement within 90 days

Transfer to IEPF after 7 years

Section 127 If dividend is not paid to the shareholder within 30 days, pay along with 18% p.a. interest
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CHAPTER 9 : ACCOUNTS OF COMPANIES

Section128

Books of A/c to be preserved for 8 years Can be kept at any place in India, after givingnotice to RoC

within 7 days

Section129

Copy of periodical financial statements to be filed within 30 days

Section 130

Accounts can be re-opened for 8 FYs

Section 131

Voluntary revision of financials is allowed for max. 3 FYs

Section135

CSR applicable to companies having
Net Worth = 500 cr; or
Turnover = 1,000 cr; or

Net Profits = 5 cr, in the preceding FY

Section 136

Annual Report is circulated 21 days before the GM

14 days in case of Sec. 8 Co. Shorter period if consent of

Co. having S/C | Majority in + Number =95% TVP
Any other Co. | 295% TVP
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Section 137 Annual report is filed with RoC within 30 days of AGM or adjourned AGM or else the last due
date of AGM

OPC to file within 180 days from end of FY

XBRL filing mandatory for - Listed + their Indian subs.
a) Co.withPSC=5cr

b) Co. with turnover = 100 cr

c) Co.covered under Ind-AS

Listed Co. or

Public Co. having o NW > 1 cr; and Turnover > 10 cr

Section 138 | Internal Audit applicable on Listed Co. and either of following :

Public

0O/s Deposit 225 cr

PSC =50 cr

Borrowings >100 cr >100 cr

Turnover =200 cr =200 cr
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CHAPTER 10 : AUDIT & AUDITORS

Section 139

Section 139(6) and (7) - Appointment of First Auditor _'

In case of Government
Company or Government
Controlled Company

Registration of Company Registration of Company

Maximum 30 days {7 ' ﬂ N
\b ; | Appointment by CAG |

In case of Failure, in next 30 days

Appointment by Board

Appointment at EGM

In case of Company other
than Government Co.
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Casual Vacancy

Section 139(8)- Filling of Casual Vacancy in the Office of Auditor

In case of Normal In case of Government
Company other than GCC | Controlled Company

If reason of Casual Reason of Casual
i If not made in 30da
Vacancy is resignation Vacancy is other than yS

then approve it by ORin resignation then ¢

GM within 3 months of appointment is . .
BRin BM already confirmed Appomtment by BR in BM
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Section 140 Removal of Auditor :

SECTION 140(1) —-REMOVAL OF AUDITOR BEFORE EXPIRY OF HIS
TERM

How to Remove Auditor?

Within 60
Pass Within 30 Take days of Pass SR in

Board days of approval receipt of

. resolution . approval
Resolution from CG in

Form ADT- 2

Before taking any action for removal of auditor before expiry of his term, auditor
concerned shall be given areasonable opportunity of being heard

» Resignation : Auditor shall give notice within 30 days

» NCLT changed auditor : Cannot be appointed as auditor for 5 years

Section 141 | Auditor disqualified

»  Person, Relative or Partner holds security or interest in CASH or co subsidiary
»  But Relative may hold security in Co. of FV < 1 lakh

»  Further if > 1 lakh, relative may take corrective action in 60 days

»  Person, Relative or Partner indebted for = 5 lakh in CASH or Co-subsidiary
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Person, Relative or Partner has given Guarantee or security for 2 1 lakh to CASH or Co-subsidiary
Audit of > 20 Co. [Exclusion - OPC, Dormant, Small & Pvt Co. + PSC < 100 cr]

Section 143 Fraud < 1cr = Auditor to report to Board within 2 days
Fraud 2 1 cr = Auditor to seek reply of Board within 45 days, then report to CG within 15 days

Section 148 | Cost Records
» Specified goods + service + Overall turnover = 35 cr
Cost Audit

Applicability of Cost Audit

Regulated Non-Regulated

Overall Annual Overall Annual
Turnover 2 50 Cr A\ Turnover 2 100 Cr

Turnover of Individual Turnover of Individual
Product = 25 Cr Product = 35 Cr

Cost auditor appointed within 180 days of commencement of FY

Appointed till earlier of 180 days of closure of FY or submission of report
Casual vacancy filled by Board within 30 days

Cost auditor to submit report within 180 days from closure of FY

Co. shall intimate everything to CG within 30 days
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