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NATIONAL LAW SCHOOL OF INDIA UNIVERSITY

BANGALORE

MBL PART I ANNUAL EXAMINATION (JUNE) 2010

CORPORATE LAW

Marks : 100

Time : 3 hours

Instructions:

1. No clarifications can be sought on the question paper;

2. Mobile phones are strictly prohibited inside the examination hall;

3. NO Bare Acts or Books permitted

-------------

Answer ANY THREE questions from Part A.  Each question carries 12 marks.

PART - A

1. A & B Ltd., is proposed to be formed for the purpose of manufacturing automobiles

ancillaries.  M/s. Ashok (A) and Balakrishnan (B) are the promoters of the company.  The

project study estimates that a sum of Rs. 100 crores has to be raised initially for the purpose.

The promoters and their family members will be able to invest about Rs. 40 crores as equity,

partly as cash payment (Rs. 10 crores) and the balance as the price of the property which

they propose to sell to the company on its formation.  The remaining amount has to be

collected through public issue of securities:

a) State in chronological order, the legal steps to be taken for the implementation of the

scheme envisaged by `A’ & `B’;

b) Assume that the company is incorporated.  What further steps have to be taken for

the commencement of the business of the company?

c) Assume that the main reason for the promotion of the company by `A’ and `B’ was

to sell their property to the newly formed company.  What steps they should take to

ensure that the sale takes place as quickly as possible and to make the transaction

binding on the company?

2. The main object of A & B Ltd., is the manufacture of automobile ancillaries.  Ashok Menon

and Balakrishnan are the Chairman and Managing Director of the company.  They entered

into a contract with one Doraiswamy for the purchase of a luxury hotel in Chennai for Rs.

40 crores.  The transaction is approved by the Board of Directors of the company at the next

Board meeting.

a) What further steps are necessary to make the contract unimpeachable and binding on

the company and the vendor?

b) Assume that immediately after the approval of the contract by the Board of A & B
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Ltd., a sale deed was executed and the agreed price was paid to the vendor.  Mr.

Jayaraj, a minority shareholder of the company on obtaining information about the

transaction has instituted a suit against the company and other parties involved in the

transaction seeking the following reliefs:

i) a declaration that the sale is invalid and not binding on the company;

ii) recovery of the sum paid to Mr. Doraiswamy as price money;

iii) Award of damages against `A’, `B’ and other members of the Board. 

Decide addressing the relevant legal issues, including the locus standi of Mr. Jayaraj.

3.   In August 2009, M/s. Apsara Constructions Ltd.(A) issued 10 lakh equity shares to M/s.

Suvarna Investment Company Ltd. (S), at a premium of Rs. 50 per share (the face value of

the share is Rs. 10).  The terms of issue was that ̀ S’ sould pay Rs. 20 at the time of allotment

and the balance within one year after this.  About 10 months after the issue, `S’ offered the

shares of ̀ A’ (which it got through allotment from the latter) at a premium of Rs. 70 to about

200 persons who were its clients.   The offer document stated that the technology employed

by 1A’, in the construction of residential houses compared to its competitors, is superior in

quality and cheaper in costs.  In support of its claim, ̀ S’ attached along with the offer letter,

a letter written by one Mr. Chandrasekhar, a wellknown structural engineer congratulating

Mr. Devan, the managing director of Apsara Constructions Ltd., for the development of the

new technology.  In response to the offer letter of `S’, many of its clients purchased the

shares of A from S.  But the construction technology employed by `A’ was faulty and the

building constructed by it using the new technology collapsed.  The news spread like wild

fire and the share price plummeted to an all time low.  The clients of ̀ S’ who purchased the

shares from it have launched the criminal proceedings against `A’, `S’ and their directors.

Adverting to the relevant legal provisions, decide pointing out the possible arguments of the

parties.

4.a) All the shareholders of `Spandanam Ltd.’ (S) are the members of `Arackal family’.  They

are twelve in number, consisting of three brothers, M/s. Sukhdev, Sadasivan, Siva Raman

and their spouses and all the children of the three brothers.  In April, 2009, while on a

pilgrimage to Tirupathi, the three brothers namely Sukhdev, Sadasivan, Siva Raman and

their wives died in a road accident.  Thereafter, their children took over the management of

the company.  In December, 2009, Mr. Chandran, the eldest son of Sukhdev, who was

appointed as the managing director of `Spandanam’, on the death of his father, took a loan

of Rs. 2 crores from M/s. Canara Bank, Kochi, for the business purposes of the company.

The loan was taken by him, on the authority of a unanimous resolution of the Board of

Directors. The new management indulged in imprudent business activities.  One such

activity which had broken the financial stability of the company was the commencement of

a shopping mall in Kochi.  The shopping building was constructed at a cost of Rs. 20 crores.

As the company could not pay the contractor who constructed the building, and the vendors

who supplied goods on credit, they sued the company and all its members for the realisation

of the amount due from the company.  As the company failed to repay the loan amount,

Canara Bank also sues the company and all its members for the realisation of the loan

amount and the interest thereon.  All the suits are heard together.  The company pleads
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inability to pay.

Discuss whether the members would be personally liable in respect of the claims made by

the plaintiffs.

    b) Assume that ̀ Spandanam Ltd.,’ is a subsidiary of ̀ X & Y Ltd.’, and one Mr. Vivekanandan

is the controlling shareholder of the latter company.  He also holds 25% of the equity of

Spandanam Ltd.  All the directors of Spandanam are either nominated by or elected with the

help of the votes cast in their favour by Mr. Vivekanandan and X & Y Ltd.  On a petition

filed by a creditor, Spandanam was ordered to be wound up by the court.  In the winding up

proceedings, the liquidator pleads that all the directors of Spandanam, ̀ X & Y’ Ltd., and its

directors and also Mr. Vivekanandan, shall be made liable for all the debts and liabilities of

Spandanam.  Decide. 

PART - B

Answer ANY FOUR questions.  Each question carries 16 marks.

1. a) How far the provisions in the articles of association of a company contractual terms

between the company and its members and also between the company and outsiders?

   b) What are the exceptions to the rule that a company may alter the provisions in its

articles?

2. a) Discuss the position, powers and duties of the Chairman of a General Meeting?  Who

will be the Chairman of such a meeting?

    b) Write a critical note on extraordinary general meeting on requisition.

3. a) Explain the `no conflict rule’ and the remedies available to the company for breach

of the above rule.

b) Examine the jurisprudential nature of the `floating charge’ and its distinguishing

features.  What is the effect of a `negative covenant’ in a floating charge?

4. a) What is meant by allotment of shares?  Discuss the scope of the legal provisions

governing allotment of shares. 

b) Discuss the scope and ambit of Sec. 299 of the Act. 

5. Write critical notes on ANY THREE of the following:

a) Declaration of solvency 

b) Preference shares 

c) `Squeezing out’ the minority 

d) Illegal association 

**********


