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CORPORATE ADMINISTRATION 

CHAPTER 1- INTRODUCTION 

Meaning of Company 

 

Meaning of the word ‘company’ is an association of persons formed for common object. A 

company is a voluntary association of persons recognized by law, having a distinctive name 

and common seal, formed to carry on business for profit, with capital divisible into 

transferable shares, limited liability, a corporate body and perpetual succession. 

A company is a company formed under the companies Act 2013 or under any of the 

previous acts relating to companies.” 

A company may be defined as “an incorporated association which is an artificial person, 

having a separate legal entity, with a perpetual succession, a common seal, a common 

capital compromised of transferable shares and limited liability.” 

According to Section 3 (1) (i) of Indian Companies Act, 1956. “Company means a company 

formed and registered under this act or an existing company. ‘Existing Company’ means a 

company formed and registered under any of the previous Company Laws.” 

According to Prof. Haney, “A company is an artificial person created by law having a 

separate entity with a perpetual succession and a common seal.” 

 

Characteristics of company 

1. Artificial Legal Person: A company is an artificial person created by law. Though it has 

no body, no conscience, still it exists as a person. Like a person, it can enter into contracts in 

its own name and likewise may sue and be sued in its own name. 

2. Separate Legal Entity: A company has a distinct entity separate from its members or 

shareholders. Therefore, a shareholder of the company can enter into contract with the 

company. He/she can sue the company and be sued by company. 
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3. Common Seal: Being an artificial person, company cannot sign the documents. Hence, it 

uses a common seal on which its name is engraved. Putting the common seal on papers 

relating to company’s transactions makes them binding on the company. 

4. Perpetual Existence: Unlike partnership, the existence of a company is not affected by 

the death, lunacy, insolvency or retirement of its members or directors. This is because the 

company enjoys a separate legal existence from that of its members. It is said, “Members 

may come, members may go but the company goes for ever”. It is created by law and is 

dissolved by law itself. 

5. Limited Liability: The liability of the members of a company is normally limited to the 

amount of shares held or guarantee given by them. 

6. Transferability of Shares: The member of a public limited company can sell his shares 

to others without the consent of other shareholders. Yes, he has to follow the procedure 

laid down in the Companies Act for transferring his shares. However, there are restrictions 

for transferring shares to others in case of a private limited company. 

7. Separation of Ownership from Management: The shareholders, i.e., owners being 

scattered all over country give right the directors to manage the affairs of the company. The 

directors are the representatives of the shareholders. Thus, ownership is separated from 

management. 

8. Number of Members: In case of a public limited company, the minimum number is 

seven and there is no maximum limit. But, for a private limited company, the minimum 

number of members is two and the maximum number is fifty. 

9. An incorporated association: The term incorporate means to register the organization. 

To register means to get permission/ license from the company law authorities. 

10. Voluntary Association of person: No single individual or a group of individuals can 

start a business and call it a joint stock company. The company is a group of persons. These 

persons have formed the company on their own interest. 
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Kinds of Companies 

The various Kinds of companies that can be formed under the Companies Act, 

2013 are: 

On The Basis of 

 

The following are the different kinds of companies that can be formed under the 

Companies Act – 

Royal Chartered Company – These are companies formed under the Royal Charter of a 

company or by a special order of king or queen. Eg. East India Company formed by the 

Royal Charter of Great Britain.  Such a company derives its nature on the basis of the 

charter under which they are formed. 

Statutory Company – It is incorporated by a special Act passed either by the Central or 

State legislature.  Companies intended to carry on some business of national importance 

are formed this way to provide a service to its citizens.  Eg. RBI formed under RBI Act 1934. 

Registered Companies – A company registered under the companies Act 2013 or any other 

existing Act.  It is governed by the companies Act 2013. 
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Company limited by shares – It is a company in which the liability of the members 

(shareholders) limited i.e. they are only liable for the unpaid value of shares held by the 

member.  The unpaid amount can be called upon any time during the life time or winding 

up of the company.  If the shares of a member are fully paid up then his liability will be nil. 

Company limited by Guarantee – In such a company the Liability of shareholders is limited 

up to the amount guaranteed or invested by the shareholder towards the assets of the 

company in the event of its being wound up.  The amount guaranteed can be only 

demanded at the time of its wound up, hence it is a reserve capital.  Such companies are 

generally formed to promote art, science, commerce, sports etc. and are not for profit 

making. 

Unlimited companies – A company having no limit on the liability of its Shareholders is an 

unlimited company.  Thus the liability may extend to the personal property of the 

Shareholders in case the company is not able to satisfy its claims at the time of winding up.  

This liability of members is like a partnership where they have to contribute according to 

the ratio of amount invested in the company. 

Holding and Subsidiary company – Where one company controls the management of 

another company, the former is called the holding company and the later over which the 

control is exercised is termed as a subsidiary company. 

A company shall deemed to be a holding company of another, if that other is a subsidiary 

A company shall be deemed to be subsidiary of another company if the other company – 

1. Controls the composition of its Board of Directors. 

2. Holds more than half of nominal value of equity share capital. 

3. It is a subsidiary of another company which is another company’s subsidiary. 

4. If it holds more than 50% of the total voting rights of the company. 
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Private Company – The term “private company” has been defined under section 2(68) of 

Companies act 2013. A private company means a company, which has a minimum paid up 

share capital of Rs. 1 lakh and which provides the following restrictions through its Articles 

of Association and Memorandum – 

1. Restricts the transfer of shares by its members 

2. Limits the maximum number of members to 50 

3. Prohibits any invitation or acceptance of public deposits 

4. Prohibits invitation to public for debentures of the company 

It enjoys special privileges also – 

1. It can be started with only 2 members (minimum members) 

2. It is not required to prepare a prospectus and it can start its operations immediately 

after receiving the certificate of incorporation. 

Public company – The term ‘public company’ has been defined under section 2(71)of 

Companies act 2013. A ‘public company’ means a company which has minimum paid up 

share capital of Rs. 5 lakh and which is not a private company. It has the following features– 

1. It does not restrict transferability of shares 

2. At least 7 members are required to form a public company 

3. There is no restrictions on the number of members 

4. It has atleast 3 directors 

5. Its name end with the word “limited” 

6. It can accept public deposits and invite public for subscription of its shares and 

debentures 

A private company which is a subsidiary of a public company will also be considered a  

public company under this Act 

Domestic company – A company which is based in India registered under the Companies 

Act 2013.  The head Office and its business operations are conducted within the country.  It 

can either be private or public. 
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Foreign company – A Foreign company is a company incorporated outside India which 

establishes its business operations within India under the Companies Act 2013. Within 30 

days of its establishment, it has to furnish important documents to the registrar as per Sec 

380. They are: 

1. A certified copy of the charter of the company 

2. Memorandum and Articles of Association of the company 

3. Address of the registered office 

4. List of directors and secretary 

5. Full address of the principle place of business in India 

6. Name and address of the authorised person to do business on behalf of the company 

in India. 

 One Person Company – Where one man holds practically the whole of the share capital of 

a company and takes a few more dummy members simply to meet the statutory 

requirements of the minimum number of persons such a company is one man company. A 

one man company can be incorporated under sec 2(62) of the Companies Act, 2013. In such 

a company the principle shareholder is the virtual owner running the business with limited 

liability and other members may have even one share. 

Companies not for profit – These companies must obtain a license from the central 

government before they are registered.  They are limited liability but are not required to 

use the word Limited or private with their names. 

1. They are formed promoting art, science, commerce, sports etc. Profits are applied 

towards its objective and cannot be distributed among its members. 

2. It enjoys various exemptions on registration. 

3. It does not pay stamp duty for registration of Memorandum and Articles of 

Association. 

4. It can be formed without share capital 

5. Government can revoke license any time by giving a notice 
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Difference between Public company and Private Company 

BASIS FOR 
COMPARISON 

PUBLIC COMPANY PRIVATE COMPANY 

Meaning A public company is a company 
which is owned and traded 
publicly 

A private company is a 
company which is owned 
and traded privately. 

Minimum members 7 2 

Maximum members Unlimited 200 

Minimum Directors 3 2 

Suffix Limited Private Limited 

Start of business After receiving certificate of 
incorporation and certificate of 
commencement of business. 

After receiving certificate of 
incorporation. 

Statutory Meeting Compulsory Optional 

Issue of prospectus / 
Statement in lieu of 
prospectus 

Obligatory Not required 

Public subscription Allowed Not allowed 

Quorum at AGM 5 members must present in 
person. 

2 members must present in 
person. 

Transfer of shares Free Restricted 
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Stages in formation of a company:- 

There are four stages in formation of a company :-  

1. Promotion 

2. Incorporation 

3. Capital subscription 

4. Business Commencement 

1. Promotion stage: 

Promotion is the first step in the formation of any company. 

“Promotion refers to discovery of business opportunities and the subsequent organization 

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

profits there form” 

I. Discovery of business Opportunities- The promotion starts with searching the 

business opportunities. The question is what to do ? This question is answered 

by searching the business ideas. Somebody should have ideas. ‘Something to do’ 

is the raw state of ideas. 

II.  Detailed Investigation- After the time of initiation, the promoters reached the 

investigation stage for collecting the particular source of data from the market. 

III.  Assembly of necessary materials- After the time of the investigation, now is the 

time to assemble the resources of the company and keep it in a safe place and 

prepare it for your company’s formation. 

IV. Formation of business concern- A final blue print of business concept will be 

finalized. 

Meaning of a Promoter: 

The idea of carrying on a business which can be profitably undertaken is conceived either 

by a person or by a group of persons who are called promoters. After the idea is conceived, 

the promoters make detailed investigations to find out the weaknesses and strong points of 

the idea, to determine the amount of capital required and to estimate the operating 

expenses and probable income. 
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Legal Position of a Promoter: 

The promoter is neither a trustee nor an agent of the company because there is no 

company yet in existence. The correct way to describe his legal position is that he stands in 

a fiduciary position towards the company about to be formed. 

Lord Cairns has correctly stated the position of promoter in Erlanger V. New Semberero 

Phophate Co. “The promoters of a company stand undoubtedly in a fiduciary position. They 

have in their hands the creation and moulding of the company. They have the power of 

defining how and when and in what shape and under what supervision, it shall start into 

existence and begin to act as a trading corporation.” 

From the fiduciary position of promoters, the two important results follow: 

(1) A promoter cannot be allowed to make any secret profits. If it is found that in any 

particular transaction of the company, he has obtained a secret profit for himself, he will be 

bound to refund the same to the company. 

(2) The promoter is not allowed to derive a profit from the sale of his own property to the 

company unless all material facts are disclosed. If he contracts to sell his own property to 

the company without making a full disclosure, the company may either repudiate/rescind 

the sale or affirm the contract and recover the profit made out of it by the promoter. 

Duties of Promoter: 

The duties of promoters are as follows: 

1. To disclose the secret profit: The promoter should not make any secret profit. If he has 

made any secret profit, it is his duty to disclose all the money secretly obtained by way of 

profit. He is empowered to deduct the reasonable expenses incurred by him. 

2. To disclose all the material facts: The promoter should disclose all the material facts. If a 

promoter contracts to sell the company a property without making a full disclosure, and 

the property was acquired by him at a time when he stood in a fiduciary position towards 

the company, the company may either repudiate the sale or affirm the contract and recover 

the profit made out of it by the promoters. 
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3. The promoter must make good to the company what he has obtained as a trustee: A 

promoters stands in fiduciary position towards the company. It is the duty of the promoter 

to make good to the company what he has obtained as trustee and not what he may get at 

any time. 

4. Duty to disclose private arrangements: It is the duty of the promoter to disclose all the 

private arrangement resulting him profit by the promotion of the company. 

Liabilities of Promoter: 

The liabilities of promoters are given below: 

1. Liability to account in profit: As we have already discussed that promoter stands in a 

fiduciary position to the company. The promoter is liable to account to the company for all 

secret profits made by him without full disclosure to the company. The company may adopt 

any one of the following two courses if the promoter fails to disclose the profit. 

(i)The company can sue the promoter for an amount of profit and recover the same with 

interest. 

(ii) The company can rescind the contract and can recover the money paid. 

2. Liability for mis-statement in the prospectus: Section 62(1) holds the promoter liable to 

pay compensation to every person who subscribes for any share or debentures on the faith 

of the prospectus for any loss or damage sustained by reason of any untrue statement 

included in it. Sec. on 62 also provides certain grounds on which a promoter can avoid his 

liability. Similarly Sec. 63 provides for criminal liability for mis-statement in the prospectus 

and a promoter may also become liable under this section. 

The promoter may also be imprisoned for a term which may extend to two years or may be 

punished with the fine upto Rs. 5,000 for untrue statement in the prospectus. (Sec. 63). 

3. Personal liability: The promoter is personally liable for all contracts made by him on 

behalf of the company until the contracts have been discharged or the company takes over 

the liability of the promoter. 

The death of promoter does not relieve him from liabilities. 
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4. Liability at the time of winding up of the company: In the course of winding up of the 

company, on an application made by the official liquidator, the court may make a promoter 

liable for misfeasance or breach of trust. (Sec. 543). 

Further where fraud has been alleged by the liquidator against a promoter, the court may 

order for his public examination. (Sec. 478). 

 

2 Incorporation stage: 

I. Registrar’s approval for name: The promoters have to finalize the name and send it 

to the registrar of companies. The name should be selected by following the 

company law restrictions. 

II. Subscriber’s selection: The promoters have to finalize the person to sign the 

Memorandum of association. They are the subscribers and first members of the 

company. 

III. Preparation of documents: The Company should prepare two documents i.e. 

Memorandum and Article of association. 

IV. Application to registrar: Finally an application is to be submitted to the registrar 

with required documents(Memorandum and Article of association, Registered 

address of the company, acceptance letter of name by department of company 

affairs etc.) 

V. Issue of incorporation certificate: The registrar evaluates the documents. If correct 

in all the respect, enter the name of the company in the register. Finally a certificate 

is issued, called ‘Incorporation Certificate’. 
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3. Capital Subscription Stage- This is the third stage of Formation of a Company and in 

this stage, the promoters of the company will decide the capital structure of their company 

because managing any company for their capital is an important task.  

The private company can deposit its capital from limited members by the company but the 

public company has to observe with the varied legal rules for the collection of capital. 

After this, the question arises, from where to collect the capital? The answer is that The 

company runs many advertisements around the public, issuing a prospectus for the public, 

and inform in the share market for the collection of capital. 

4. Commencement of Business Stage- This is the fourth stage of Formation of a Company 

and it means, at this stage, the company gets a legal approval certificate from the registrar 

office for the purpose of running a specific company or business. When a company’s legal 

documents are verified by any registrar under section 149(1) and section 149(2), then the 

company gets a legal certificate to run the business.  

This legal certificate is also known as “Certificate of commencement of Business“. 

Pre-incorporation contract and provisional contract:  

Contracts made before the incorporation of company is called pre-incorporation contracts. 

Contracts made after incorporation, but before the company becomes entitled to 

commence business are called provisional contracts. 

Pre-Incorporation Contracts Provisional Contracts 
A contract entered into by the promoters on 
behalf of a proposed company i.e. before 
incorporation of a company 

Any contract made by a company before the 
date at which it is entitled to commence 
business 

A Pre-Incorporation contract is governed by 
Specific Relief Act, 1963. 

A Provisional Contract is governed by 
Companies Act, 2013. 

The term Pre-Incorporation Contract is 
relevant for public as well as private 
company 

The term Provisional Contract is not 
relevant for Private Company 

The term Pre-Incorporation Contract is 
relevant for every company, even though it 
has no share capital 

The term Provisional Contract is not 
relevant for a company not having share 
capital. 

A Pre-Incorporation contract is not binding 
unless the company adopts the contract. 

A provisional contract becomes binding on 
the company when it obtains the certificate 
of commencement. 
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Questions: 

2 mark questions: 

1. State definition of Indian companies act 2013 about company. 

2. What is incorporated association? 

3. Why company is an artificial person? 

4. What are freely transferable shares? 

5. What do you mean by Charted Company? 

6. Define Promotion. 

 

5 mark question 

1. Explain features of company. 

2. Explain features of private company.  

3. Explain features of Public company. 

4. Difference between Public and private company. 

5. Explain Capital subscription of company. 

 

15 mark question 

1. Define company. Explain its various features. 

2. Define company. Briefly explain the kinds of company. 

3. Briefly explain the stages in formation of company. 


