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Answer 1:   
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: 
(i) Where a company does not issue a prospectus in a public issue as required by section 23; or 
(ii) 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 

(iii) Where the prospectus has not been filed with the Registrar for registration under section 
26 (4); or 

(iv) The minimum subscription as specified in prospectus has not been received in terms of 
section 39; or 

(v) 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 

(vi) 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. 

[4 marks]  
Answer 2:   
Shelf prospectus means a prospectus in respect of which securities or class of securities 
included therein are issued for subscription in one or more issues over a certain period without 
issue of a further prospectus 
 

According to Section 31 of the Company Act, 2013 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. 

The other formalities related to such repeated/subsequent issue of shares– 
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 or 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. 
 

Thus, Prakhar Ltd. can follow the above provisions and can issue a shelf prospectus. 
[4 marks] 



 
Answer 3:   
Relevant Provision: 
As per the provisions of sub-section (2) of section 42 of the Companies Act, 2013, private 
placement shall be made only to a select group of persons who have been identified by the 
Board (herein referred to as "identified persons"), whose number shall not exceed 50 or such 
higher number as may be prescribed, in a financial year subject to such conditions as may be 
prescribed. 
 
It is also 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 
section 62(1)(b) shall not be considered while calculating the limit of two hundred persons. 
According to Rule 14 (2) of the Companies (Prospectus and Allotment of Securities) Rules, 
2014, an offer or invitation to subscribe securities under private placement shall not be made 
to persons more than two hundred in the aggregate in a financial year. 
 
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. 
 
Referring to the above-mentioned provisions of sub-section (2) of section 42 of the Companies 
Act, 2013 and Rule 14 the Companies (Prospectus and Allotment of Securities) Rules, 2014, we 
can conclude as follows: 
(i) The company is correct in proposing that private placement shall be made only to a select 

group of identified persons not exceeding 200 in a financial year. This part of the proposal 
is correct. 
 
The company is also correct in proposing that the aforesaid ceiling of identified persons 
shall not apply to offer made to the qualified institutional buyers, but the company is not 
correct in saying that the said ceiling is applicable to employees covered under the 
Company’s Employee Stock Option Scheme.  
 
Hence, the second part of the proposal is only partially correct. 
 

(ii) The Companies (Prospectus and Allotment of Securities) Rules, 2014 provides that an 
offer or invitation to subscribe securities under private placement shall not be made to 
persons more than 200 in aggregate in a financial year. 
 
Keeping the ceiling of 200 persons in aggregate during a financial year, offer of private 
placement can be made more than once in a financial year. Therefore, the second 
statement is not fully correct. 

[5 marks] 
Answer 4:   
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.  
 
Conclusion:  
Accordingly, the Board of Directors of Plum 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 

[4 marks] 
Answer 5: 
Relevant Provision: 
Section 40 (6) of the Companies Act 2013, provides that a company may pay commission to any 
person in connection with the subscription or procurement of subscription to its securities, 
whether absolute or conditional, subject to the number of conditions which are prescribed 
under Companies (Prospectus and Allotment of Securities) Rules, 2014.  
 
Under 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. 
In the given problem, the articles of X Ltd. have prescribed 4% underwriting commission but 
the directors decided to pay 5% underwriting commission. 
 
Conclusion: 
Therefore, the decision of the Board of Directors to pay 5% commission to the underwriters 
is invalid. 

[4 marks] 
Answer 6: 
The Companies Act, 2013 by virtue of the provisions as contained in Section 39 (1) and (2) 
regulates and restricts the minimum amount stated in the prospectus and the application money 
payable in a public issue of shares as under:  
 
Minimum amount stated in a prospectus  
No Allotment shall be made of any securities of a company offered to the public for 
subscription; unless; -  
(i) the amount stated in the prospectus as the minimum amount has been subscribed; and  
(ii) the sums payable on application for such amount has been paid to and received by the 

company.  
 
Application money  
Section 39 (2) provides that the amount payable on application on each security shall not be 
less than 5% of the nominal amount of such security or such amount as SEBI may prescribe by 
making any regulations in this behalf. Further section 39 (3) provides that if the stated 



 
minimum amount is not received by the company within 30 days of the date of issue of the 
prospectus or such time as prescribed by SEBI, the company will be required to refund the 
application money received within such time and manner as may be prescribed.  
 
Rule 11 (1) of the Companies (Prospectus and Allotment of Securities) Rules, 2014 mentions 
that if the stated minimum amount has not been subscribed and the sum payable on application 
is not received within the period specified therein, then the application money shall be repaid 
within a period of fifteen 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 fifteen percent per 
annum.  
 
In case of any default, the company and its officer who is in default shall be liable to a penalty, 
for each default, of one thousand rupees for each day during which such default continues or 
one lakh rupees, whichever is less. 

[4 marks] 
 


