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Incorporated
v

Association

Registered group of members. Public 7

and Private 2 /

Transferability of

Shares

As per the Articles, as shares are
42 | movable property.
In Pvt}- Restricted but not prohibited

. W Freely transferable

Ownership -
separate from its
members

Members do not participate in day-to-
day affairs. The company is managed by
BOD elected by members. So ultimate

control of members

\/ Perpetual

Succession

Members may come and go but \/

company goes on forever.

et




C

Common Seal
B ——

Sign of a company as it's an artificial

person. NoEoEtional és per the Act v

®

Artificial Legal Person

p
eyes of law.

e —————

)

Seperate Legal Enti

Distinct from its members having its own
e ————— .

rights & obligations

Seperate Property and
ue

—————

7

Can enjoy property in its own name.

Members are neither owners or co-owners
, \

nor they have any insurable interest. Also,\L

company can sue and can be sued

*
o )

@' M| Limited by shares - Unpaid value

Yes, not a fictitious person. Exist only in thf/



71 N
« LEGAL personality. @ * * *

T+ 'S o vaiguée

Jeatse %) 9/ €O
Its existence is Distinct and separate from that i Co .
of its members. Lahidn Says that

« SAME rights and powers as a human being.

\) . 3 - % R
| o -
» CAN OWN Property P‘QPQ"’U /(+) s d.":s it t;er—sm
' fOM | rn
« Have bank account 2 \(\) J

Contsanct
* Raise loans

(an Sve - case —»>
Incur liabilities and | € be Sved &

Enter contracts. ‘ L / L‘i’\(\)‘(.
_ .
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Gilford Motor Co. vs. Horne % * * *

Held

The Court saw through the corporate veil
and held that Mr. Horne was the person
behind it and

that the( non-compete)clcuse in the
employment ract should Dbe

interpreted as binding

m

not only on Mr. Horne personally but also
on the new company._ "y

w



To determine the character of the company. * * *

« A company does not have fnindjor conscience; therefore, it cannot

———————————— ———————————

be a friend or enemy.

« It may, however, be characterized as an enemy company, if its
are under the control of the people of an'enemy country. ,
a1t S T i

ﬂ

« For this purpose, the Court may_examine the character of the
who are really behind affairs of the company.
during wartime. LT —

especiolly

GEE——
« The court held that paying the debt to Continental Tyre Co.
incorporated in England but controlled by Germans) would result in

trading with the enemy, which was illegal during wartime. Thus,

Daimler Co. Ltd. was not required to pay.

« A company can take on the character of its




To protect revenue or tax -

* w &
- - . \_/
 Where corporate entity is used tr cnrcumven! tax) the@

can disregard the corporate entity.

. hod formed four private companies and transferred his income-
producing assets (shares and securities) to these companies. 4

« These companies then distributed the incomé back)to him in the
form of loans PNP = \paqs .

+ The arrangement was made to (reduce )his tax liability, as the

companies were taxed at a lower rate, and the “loans” he received
——— e ——

SHAM

« The Court decided - The private companies were a sham_and not ——
_\r‘%____\ nuine at all but{merely the assessee himself diSguised under the

legal entity of a limited company hence the corporate veil was lifted.

were not taxable




. * k&
. Thcompony createdjocompony which has NO ) > i

Assets of its own except those transferred to it by the principal

SOpOnY) No — Assets | B1z— / Income
No\ Business or income of its own except from

m ransferred to Ity the principal company and  D\w.

« With o except to! reduce the gross profit)of the principal
. e
company to reduce the amount paid as bonus tQ workmen.
- The workmen contended that the ne bsidiary company was
formed to pay lower bonuses because of transferring the dividend
amount to the subsidiary company.

* Thus, the brushed aside the se rZé existence of the

subsidiary company.

To avoid legal obligation -




Formation of subsidiaries to act as agents - * * * @
N\
Facts of the Case: @a

. A!transport company|wanted to obtain licenses for its vehicles but
could not do so If applied in its own name. = ey

A

» It therefore formed a subsidiary company and the application for
license was made in the name of the subsidiary. 1F & ERvEi =
« The vehi were 1o be transferred to the subsidiary company.
/ehl.cles._ 7 ry pany

Judgement and Star Statement:
. the nd the (subsidiary er ommercial unit and
the applicatierrfor licenses ected. 1\\




Company formed for fraud/ improper conduct or to defeat law - @

* Ak =

 Where th.of incorporation is adopted

. for some. proper purpose

. or circumvent law, to defraud creditors or to avoid
legarl obligations. (00 —Lornpa R v[( c\au SQ_ %

* Held Thow through the corporate veil and held that Mr.

Horne was the person behind it and——
« that the non-compete clause in t

be interpreted as binding -  —
on Mr. Horne personally but also on the new company.
ﬂ
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Company limited by Shares -{Section 2(22i 1-\/ * *
R * Y

« When the liability of the members of a comp(ony iby its
memorandum of association to the amount (if any -
. anoid on the shares held bz them,) /

« It is implied that for meeting the debts of the company, the
shareholder may be called upon tq contribute only to the extent o (22)

of the amount, which remains unpaid on his shareholdings.

 His _Separate property cannot be encompassed to meet the
company’s debt. ><{
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Definitions are in relation to each other -

Holding Company means who - [IRaiLal3 Sl N1 -
e e e .___.————-"'"_—— - —

T n Controls the comEosition of the Board of Director

(OR )
Exercises or controls more than one-half of the ' ower

Move Hhen 20%\@rrpase of total Share Capital <

DIRECTLY - either atits own or
INDIRECTLY - Together with one or more of its subsidiary companies

hat do you mean by controlling BOD
@ot its dlscretlon can oppom or remove all or majorlty of the directors

S e S
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N
Government Company means any company in @

* which - N

A (G + 5S4 + Both

[ Not less than 51% Jof the paid-up share capital (with
oting rights) Is held by- Z

o Central Government, or

“

o State Government or Governments, or

o Partly by the CG and partly by one or more SG,

~
~

and

/
o Includes a company which is a subsidiary

company of such a Government company.
>
"
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1) MOA/AOA - Shall be duly signed by subscribers. .

2.) Declaration - o

_a) Signed by — CA/Cost Acéﬁntont Advocate/CS in practice and
Director/Manager/Secretary as perarticles. | A oA
b) By every subscriber & 15t directors that:
.  Not been convicted for promotion & related activities.

Il. Has not been found guilty of fraud in 5 years.
lll. All doc with ROC are correct and complete.

3) Address - Till the RO is established.

\9\ °°J 0)-
4. Particulars of every subscriber and It directorinfo: Agq,vocs
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— —————————— —— | — e

5. Interest held by directors in other entities & consent to act as

. A e ———
director.
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n @nd model of articles of association - ‘ ! .

S. No. Clause Description
l Contalns The Rules and regulations for internal management of
regulatlons the company.
@ Inclusion of | |A company may als@uct‘(pdditional mattersS
motters in_its articles as may be consi sary for its

management. x
To protect something or to have
(sofe?g-uords S—- Certain specified provisions can be

altered to make them more restrictive and tough to

overrlde

Entrenchment may be made :-

e At the time of formation

e By amendment — Through consent of all in Private
and SR in case of Public company.

Shall give notice to ROC for such provision.

ntrenchment
provision
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Key Differences:

Aspect

Who it protects

Obligation on third

parties

Assumption

Constructive Notice

Protects the company by presuming

outsiders have knowledge

Outsiders must verify the company’s

public documents

Assumes third parties know internal rules

from public documents

Focuses on external corporate

documents

Indoor Management

Protects outsiders dealing with the

company

Outsiders can assume internal company

procedures are correct

Assumes internal management is

properly conducted

Focuses on internal corporate

pProcesses
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Actual or constructive knowledge of irregularity:

The rule does not Erotect

when the person dealing with the company = Knguw) Qo\

whether actual or constructive of the_ @ ,
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\\M & 8usp:c:on of Irregularity , * '

The doctrine in no way, rewards those who behave negligently. .

(dapwH! & fAT BIg TIIE Tl € )

« Where the person dealing with the company is put upon an
inquiry,

« for example, where the transaction is unusual or

« not in the ordinary course of business,

« itis the duty of the outsider to make the necessary enquiry.

 the circumstances surrounding the contract are suspicious and
therefore invite inquiry.

« Suspicion should arise from the fact that an officer who is

acting in the matter which is apparently outside the scope of his
authority.
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« The doctrine of indoor management applies only to
irregularities

which might otherwise affect a transaction

but it cannot apply to forgery

which must be regarded as nullity.

Forgery may in circumstances exclude the ‘Turquand
Rule’.
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