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Acceptance of Deposits 

Acceptance of deposits is covered under Chapter V- section 73 to 76 of The Companies Act 2013. 

Section 73. Prohibition of acceptance of deposits from public 

(1) On and after the commencement of this Act, no company shall invite or renew deposits 

under this Act from the public except in a manner provided under this Chapter. 

Provided that nothing in this sub- section shall apply to a banking company and non- banking 

financial company as defined in the Reserve Bank of India Act, 1934 and to such other 

company as the Central Government may, after consultation with the Reserve Bank of India, 

specify in this behalf. 

 

(2) A company may, subject to the passing a resolution in general meeting and subject to such 

rules as may be prescribed in consultation with the Reserve Bank of India, accept deposits 

from its members on such terms and conditions, including the provision of security, if any, or 

for the repayment with interest, as may be agreed upon between the company and its 

members, subject to the fulfilment of the following conditions, namely:-  

a. Issuance of a circular to its members including therein a statement showing the 

financial position of the company, the credit rating obtained, the total number of 

depositors and the amount due towards deposits in respect of any previous deposits 

accepted by the company and such other particulars in such form as may be 

prescribed; 

b. Filing a copy of the circular along with such statement with the Registrar within 

thirty days before the date of issue of the circular; 

c. Depositing such sum which shall not be less than fifteen percent of the amount of its 

deposits maturing during a financial year and the financial year next following, and 

kept in a scheduled bank in a separate bank account to be called as deposit 

repayment reserve account; 

d. providing such deposit insurance in such manner and to such extent as may be 

prescribed; 

e. certifying that the company has not committed any default in the repayment of 

deposits either before or after the commencement of this Act or payment of interest 

on such deposit; and 

f. providing security, if any for the due repayment of the amount of deposit or the 

interest thereon including the creation of such charge on property or assets of the 

company. 

 

Provided that in case where a company does not secure the deposits or secures such 

deposits partially, then, the deposits shall be termed as “unsecured deposits” and shall 

be so quoted in every circular, form, advertisement or in any document related to 

invitation or acceptance of deposits. 

 

(3) Every deposit accepted by a company under sub-section (2) shall be repaid with interest in 

accordance with the terms and conditions of the agreement referred to in that sub- section 

(4) Where a company fails to repay the deposit or a part thereof or any interest thereon under 

sub-section (3), the depositor concerned may apply to the Tribunal for an order directing the 

company to pay the sum due or for any loss or damage incurred by him as a result of such 

non- payment and for such other order ass the Tribunal may deem fit. 



(5) The deposit repayment reserve account referred to in clause (c) of sub-section (2) shall not 

be used by the company for any purpose other than repayment of deposits. 

 

74.           Repayment of deposits, etc., accepted before the commencement of this Act 

(1) Where in respect of any deposit accepted by a company before the commencement of 

this Act, the amount of such deposit or part thereof or any interest thereon remains 

unpaid on such commencement or becomes due at any time thereafter, the company 

shall- 

a. File, within a period of three months from the commencement or from the date 

on which such payments, are due, with the Registrar, a statement of all the 

deposits accepted by the company and the sums remaining unpaid on such 

amount with the interest payable thereon along with the arrangements made for 

such repayment, notwithstanding anything contained in any other law for the 

time being in force or under the terms and conditions subject to which the 

deposit was accepted or any scheme framed under any law; and 

b. Repay within one year from commencement or from the date on which such 

repayments are due, whichever is earlier. 

(2) The Tribunal may on an application made by the company, after considering the financial 

condition of the company, the amount of deposit or part thereof and the interest payable 

thereon and such other matters, allow further time as considered reasonable to the 

company to repay the deposit. 

(3) If a company fails to repay the deposit or a part thereof or any interest thereon within 

the time specified in sub-section (1) or such further time as may be allowed by the 

Tribunal under sub- section (2), the company shall, in addition to the payment of the 

amount of the deposit or part thereof and the interest due, be punishable with fine 

which shall not be less than one crore rupees but which may extend to ten crore rupees 

and every officer of the company who is in default shall be punishable with imprisonment 

which may extend to seven years or with fine which shall not be less than twenty five 

lakh rupees but which may extend to two crore rupees, or with both. 

75.                  Damage or fraud 

(1) Where a company fails to repay the deposit or part thereof or any interest thereon 

referred to in section 74 within the time specified in sub- section (1) of that section or such 

further time as may be allowed by the Tribunal under sub- section (2) of that section, and it 

is proved that the deposits had been accepted with intent to defraud the depositors or for 

any fraudulent purpose, every officer of the company who is responsible for the acceptance 

of such deposit shall, without prejudice to the provisions contained in sub- section (3) of that 

section and liability under section 447, be personally responsible, without any limitation of 

liability, for all or any of the losses or damages that may have been incurred by the 

depositors 

(2) Any suit, proceedings or other action may be taken by any person, group of persons or 

any association of persons who had incurred any loss as a result of the failure of the 

company to repay the deposits or part thereof or any interest thereon. 

76.                     Acceptance of deposit from public by certain companies. 



(1) Notwithstanding anything contained in section 73, a public company having such net worth 

or turnover as may be prescribed, may accept deposits from persons other than its members 

subject to compliance with the requirements provided in sub- section  (2) of section 73 and 

subject to such rules as the Central Government may, in consultation with the Reserve Bank 

of India, prescribe 

Provided that such a company shall be required to obtain the rating (including its networth, liquidity 

and ability to pay its deposits on due date) from a recognised credit rating agency for informing the 

public the rating given to the company at the time of invitation of deposits from the public which 

ensures adequate safety and the rating shall be obtained for every year during the tenure of 

deposits. 

Provided further that every company accepting secured deposits from the public shall within thirty 

days of such acceptance, create a charge on its assets of an amount of deposits accepted in favour of 

the deposit holders in accordance with such rules as may be prescribed. 

(2) The provisions of this Chapter shall, mutatis mutandis, apply to the acceptance of deposits 

from public under this section. 

Some relevant definition from the Companies (Acceptance of Deposits) Rules, 2014 

 

(2) (c) Deposit: Deposit includes any receipt of money by way of deposit or loan or in any other 

form, by a company, but does not include 

i. Any amount received from the Central Government or a State Government, or any amount 

received from any other source whose repayment is guaranteed by the Central Government 

or a State Government, or any amount received from a local authority, or any amount 

received from a statutory authority constituted under an Act of Parliament or a State 

Legislature; 

ii. Any amount received from foreign Governments, foreign institutions (including, but not 

limited to, International Finance Corporation, Asian Development Bank, Commonwealth 

Development Corporation, International Bank for Industrial and Financial Reconstruction) 

Foreign Governments owned development financial Institution, foreign export credit 

agencies, foreign collaborators, foreign bodies corporate and foreign citizens, foreign 

authorities or persons resident outside India, subject to the provisions of the Foreign 

Exchange Management Act, 1992 and rule and regulations made thereunder.=; 

iii. Any amount received as loan or facility from any banking company or from State Bank of 

India or any of its subsidiary banks or from a banking institution notified by the Central 

Government under section 51 of the Banking Regulation Act, 1949 or a corresponding new 

bank as defined in clause (d) of section (2) of the Banking Companies ( Acquisition and 

Transfer of Undertakings) Act, 1980, or from a co- operative bank as defined in clause (b-ii) 

of section 2 of the Reserve Bank of India Act, 1934; 

iv. Any amount received as a loan or financial assistance from Public Financial Institutions 

notified by the Central Government in this behalf in consultation with the Reserve Bank of 

India or any regional financial institution or Insurance Companies or Scheduled Banks as 

defined in the Reserve Bank of India Act, 1934; 

v. Any amount received against issue of commercial paper or any other instrument issued in 

accordance with guidelines or notification issued by the Reserve Bank of India; 

vi. Any amount received by a company from any other company; 



vii. Any amount received and held pursuant to an offer made in accordance with the provisions 

of the Act towards subscription to any securities, including share application money or 

advance towards allotment of securities pending allotment, so long as the amount is 

appropriated only against the amount due on allotment of the securities applied for; 

Explanation: for the purpose of this sub- clause, it is hereby clarified that-  

a. Without prejudice to any other liability or action, if the securities for which application 

money or advance for such securities was received cannot be allotted within sixty days from 

the date of receipt of the application money or advance for such securities and such 

application money or advance is not refunded to the subscribers within fifteen days from the 

completion of sixty days, such amount shall be treated as deposit under these rules; 

b. Any adjustment of the amount for any other purpose shall not be treated as refund 

viii. Any amount received from a person who, at the time of the receipt of the amount, was a 

director of the company: 

Provided that the director from whom money is being received, furnishes to the company at the 

time of giving the money, a declaration in writing to the effect that the amount is not being given 

out of funds acquired by him by borrowing or accepting loan or deposits from others; 

ix. Any amount raised by the issue of bonds or debentures secured by a first charge or charge 

ranking pari- passu with the first charge on any asset referred to in Schedule III of the Act, 

excluding intangible assets, the amount of such bonds or debentures shall not exceed the 

market value of such assets as assessed by a registered valuer; 

x. Any amount received from an employee of the company not exceeding his annual salary 

under a contract of employment with the company in the nature of non- interest bearing 

security deposit; 

xi. Any non- interest bearing amount received or held in trust; 

xii. Any amount received in the course of, or for the purposes of, the business of the company,-  

a. As an advance for the supply of goods or provision of services accounted for in any 

manner whatsoever provided that such advance is appropriated against supply of 

goods or provision of services within a period of three hundred and sixty five days 

from the date of acceptance of such advance; 

Provided that in case of any advance which is subject to legal proceeding before any court of law, 

the said limit of three hundred and sixty five days shall not apply. 

b. As advance, accounted for in any manner whatsoever, received in connection with 

consideration for property under an agreement or arrangement, provided that such 

advance is adjusted against the property in accordance with the terms of agreement 

or arrangement; 

c. As security deposit for the performance of the contract for supply of goods or 

provision of services; 

d. As advance received under long term projects for supply of capital goods except 

those covered under item (b) above: 

Provided that if the amount received under items (a), (b) and (d) above becomes refundable (with or 

without interest) due to the reason that the company accepting the money does not have necessary 

permission or approval, wherever required, to deal in the goods or properties or services for which 

the money is taken, then the amount received shall be deemed to be a deposit under these rules: 



Explanation: For the purposes of this sub- clause the amount referred to in the first proviso shall 

be deemed to be deposits on the expiry of fifteen days from the date they become due for refund. 

xiii. Any amount brought in by the promoters of the company by way of unsecured loan in 

pursuance of the stipulation of any lending institution or a bank subject to fulfilment of the 

following conditions, namely:- 

a. The loan is brought in pursuance of the stipulation of imposed by the lending 

institutions on the promoters to contribute such finance; 

b. The loan is provided by the promoters themselves or by their relatives or by both; 

and 

c.  The exemption under this sub- clause shall be available only till the loans of financial 

institution or bank are repaid and not thereafter; 

xiv. Any amount accepted by a Nidhi company in accordance with the rules made under section 

406 of the Act. 

Explanation: For the purpose of this clause any amount: 

a. Received by the company, whether in the form of instalments or otherwise, from a 

person with promise or offer to give returns, in cash or in kind, on completion of 

the period specified in the promise or offer, or earlier, accounted for in any manner 

whatsoever, or 

b. Any additional contributions, over and above the amount under item (a) above, 

made by the company as part of such promise or offer, 

Shall be treated as a deposit 

 

2 (e) Eligible Companies: Means a public company referred to in sub- section (1) of 

section 76, having a networth of not less than Rs. 100 crore or a turnover of not less than Rs. 

500 crore, which has obtained the prior consent of the members by means of a special 

resolution and has filed the same with the Registrar of Companies before making any invitation 

to the public for acceptance of deposits.  

Provided that an eligible company, which is accepting deposits within the limits specified under 

clause (c)  of sub- section of section 180, may accept deposits by means of an ordinary 

resolution  

3. Terms and conditions of acceptance of deposits by companies:- (1) on and from the 

commencement of these rules,- 

a. No company referred to in sub- section (2) of section 73 and no eligible company shall 

accept or renew any deposit, whether secured or unsecured, which is repayable on 

demand or upon receiving a notice within a period of less than six months or more than 

thirty six months from the date of acceptance or renewal of such deposit: 

Provided that a company may, for the purpose of meeting any of its short term requirements of 

funds, accept or renew such deposits for repayment earlier than six months from the date of deposit 

or renewal, as the case may be, subject to the condition that,  

1. Such deposits shall not exceed ten percent of the aggregate of the paid- up 

share capital and free reserve of the company, and 



2. Such deposits are repayable not earlier than three months from the date of 

such deposit or renewal thereof.  

 

3. No company referred to in sub- section (2) of section 73 shall accept or renew any 

deposit from its members, if the amount of such deposit together with the amount of 

other deposit outstanding as on the date of acceptance or renewal of such deposit 

exceeds 25% of the aggregate of paid up share capital and free reserves of the 

company. 

4. No eligible company shall accept or renew- 

a. Any deposit from its members, if the amount of such deposit together with the 

amount of other deposit outstanding as on the date of acceptance or renewal of 

such deposit exceeds 10% of the aggregate of paid up share capital and free 

reserves of the company. 

b. Any other deposit, if he amount of such deposit together with the amount of such 

other deposit, other than deposits, referred to in clause (a), outstanding as on the 

date of acceptance or renewal of such deposit exceeds 25% of the aggregate of paid 

up share capital and free reserves of the company. 

 

5. No Government Company eligible to accept deposits under section 76 shall accepts or 

renew any deposit, if the amount of such deposit together with the amount of other 

deposits outstanding as on the date of acceptance or renewal of such deposit exceeds 

35% of the aggregate of paid up share capital and free reserves of the company. 

 

6. Every company referred to in sub- section (2) of section 73 intending to invite deposits 

from its members shall issue a circular to all its members by registered with 

acknowledgement due or speed post or by electronic mode in Form DPT 1 

Provided that in addition to issue of such circular to all members in the manner specified above, the 

circular may be published in English language in an English newspaper and in a vernacular language 

in a vernacular newspaper having wide circulation in the state in which the registered office of the 

company is situated. 

Every eligible company intending to invite deposits shall issue a circular in the form of advertisement 

in Form DPT 1 for the purpose in English language in an English newspaper and in a vernacular 

language in a vernacular newspaper having wide circulation in the state in which the registered 

office of the company is situated. 

Every company inviting deposits from public shall upload a copy of the circular on its website, if any. 

No circular or a circular in the form of an advertisement shall be issued by or on behalf of a company 

unless, not less than thirty days before the date of such issue, there has been delivered to the 

Registrar for registration a copy thereof signed by a majority of the directors of the company 

A circular or circular in the form of an advertisement issued shall be valid until the expiry of six 

months from the date of closure of the financial year in which it is issued or until the date on which 

the financial statement is laid before the company at the annual general meeting or, where the 

annual general meeting for any year has not been held, the latest day on which the meeting should 

have been held in accordance with the provisions of the Act, whichever is earlier, and a fresh circular 



or circular in the form of advertisement shall be issued, in each succeeding financial year, for inviting 

deposits during hat financial year. 

Explanation: For the purpose of this rule, the date of issue of the newspaper in which the 

advertisement appears shall be taken as the date of issue of advertisement and the effective date of 

issue of circular shall be the date of dispatch of circular. 

7. Manner and extent of deposit insurance: (1) Every company referred to sub- 

section (2) of section (73) and every other eligible company inviting deposits shall 

 enter into a contract for providing deposit insurance at least thirty days before the 

issue of circular or advertisement or at least thirty days before the date of renewal, 

as the case may be. 

Explanation: For the purpose of this sub- rule, the amount as specified in the deposit insurance 

contract shall be deemed to be the amount in respect of both principal amount and interest due 

thereon. 

The deposit insurance contract shall specifically provide that in case the company defaults in 

repayment of principal amount and interest thereon, the depositor shall be entitled to the 

repayment of principal amount of the interest thereon by the insurer up to the aggregate monetary 

ceiling as specified in the contract. 

Provided that in case of any deposit and interest not exceeding twenty thousand rupees, the deposit 

insurance contract shall provide for payment of the full amount of deposit and the interest thereon 

and in the case of any deposit and interest thereon in excess of twenty thousand rupees, the deposit 

insurance contract shall provide for payment of an amount of not less than twenty thousand rupees 

for each depositor. 

The amount of premium paid on the insurance of such deposits shall be borne by the company itself 

and shall not be recovered from the depositors by deducting the same from principal amount or 

interest payable thereon.  

If any default is made by the company in complying with the terms and conditions of the deposit 

insurance contract which makes the insurance cover ineffective, the company shall either rectify the 

default immediately or enter into a fresh contract within thirty days and in case of non-compliance, 

the amount of deposits covered under the deposit insurance contract and interest payable thereon 

shall be repaid within the next fifteen days and if such a company does not repay the amount of 

deposits within said fifteen days it shall pay fifteen per cent. interest per annum for the period of 

delay and shall be treated as having defaulted and shall be liable to be punished in accordance with 

the provisions of the Act.  

Creation of security: (1) For the purposes of providing security, every company referred to in sub-

section (2) of section 73 and every eligible company inviting secured deposits shall provide for 

security by way of a charge on its assets as referred to in Schedule III of the Act excluding intangible 

assets of the company for the due repayment of the amount of deposit and interest thereon for an 

amount which shall not be less than the amount remaining unsecured by the deposit insurance:  

Provided that in the case of deposits which are secured by the charge on the assets referred to in 

Schedule III of the Act excluding intangible assets, the amount of such deposits and the interest 

payable thereon shall not exceed the market value of such assets as assessed by a registered valuer.  



Explanation. I - For the purposes of this sub-rule it is clarified that the company shall ensure that the 

total value of the security either by way of deposit insurance or by way of charge or by both on 

company’s assets shall not be less than the amount of deposits accepted and the interest payable 

thereon.  

Explanation. II- For the purposes of proviso to sub-clause (ix) of clause (c) of sub-rule (1) of rule 2 and 

this sub-rule, it is hereby clarified that pending notification of sub-section (1) of section 247 of the 

Act and finalisation of qualifications and experience of valuers, valuation of stocks, shares, 

debentures, securities etc. shall be conducted by an independent merchant banker who is registered 

with the Securities and Exchange Board of India or an independent chartered accountant in practice 

having a minimum experience of ten years.  

(2) The security (not being in the nature of a pledge) for deposits as specified in sub-rule (1) shall be 

created in favour of a trustee for the depositors on:  

(a) specific movable property of the company, or  

(b) specific immovable property of the company wherever situated, or any interest therein.  

8. Appointment of trustee for depositors.- (1) No company referred to in sub-section (2) 

of section 73 or any eligible company shall issue a circular or advertisement inviting 

secured deposits unlessthe company has appointed one or more trustees for 

depositors for creating security for the deposits:  

Provided that a written consent shall be obtained from the trustee for depositors before their 

appointment and a statement shall appear in the circular or circular in the form of advertisement 

with reasonable prominence to the effect that the trustees for depositors have given their consent 

to the company to be so appointed.  

i. The company shall execute a deposit trust deed in Form DPT-2 at least seven days before 

issuing the circular or circular in the form of advertisement.  

ii. No person including a company that is in the business of providing trusteeship services shall 

be appointed as a trustee for the depositors, if the proposed trustee -  

iii. is a director, key managerial personnel or any other officer or an employee of the company or 

of its holding, subsidiary or associate company or a depositor in the company;  

iv. (b) is indebted to the company, or its subsidiary or its holding or associate company or a 

subsidiary of such holding company;  

i. (c) has any material pecuniary relationship with the company;  

ii. (d) has entered into any guarantee arrangement in respect of principal debts secured by the 

deposits or interest thereon;  

iii. (e) is related to any person specified in clause (a) above.  

iv. No trustee for depositors shall be removed from office after the issue of circular or 

advertisement and before the expiry of his term except with the consent of all the directors 

present at a meeting of the board.  

Provided that in case the company is required to have independent directors, at least one 

independent director shall be present in such meeting of the Board  

 

9. Duties of trustees.- It shall be the duty of every trustee for depositors to-  

(a) the time being outstanding;  



(b) the happening of any event, which constitutes a default or which, in the opinion 

of the trustee for depositors, affects the interest of the depositors.  

 

10. Form of application for deposits.- (1) On and from the commencement of these rules, 

no company shall accept, or renew any deposit, whether secured or unsecured, unless 

an application, in such form as specified by the company, is submitted by the 

intending depositor for the acceptance of such deposit.  

(2) The form of application referred to in sub-rule (1) shall contain a declaration by 

the intending depositor to the effect that the deposit is not being made out of 

any money borrowed by him from any other person.  

11. Power to nominate.- Every depositor may, at any time, nominate any person to 

whom his deposits shall vest in the event of his death and the provisions of section 

72 shall, as far as may be, apply to the nomination made under this rule.  

12. Furnishing of deposit receipts to depositors.-(1) Every company shall, on the 

acceptance or renewal of a deposit, furnish to the depositor or his agent a receipt 

for the amount received by the company, within a period of twenty one days from 

the date of receipt of money or realisation of cheque or date of renewal.  

(2) The receipt referred to in sub-rule (1) shall be signed by an officer of the 

company duly authorised by the Board in this behalf and shall state the date of 

deposit, the name and address of the depositor, the amount received by the 

company as deposit, the rate of interest payable thereon and the date on which 

the deposit is repayable.  

13. Maintenance of liquid assets and creation of deposit repayment reserve account.-Every 

company referred to in sub-section (2) of section 73 and every eligible company shall on or before 

the 30th day of April of each year deposit the sum as specified in clause (c) of the said sub-section 

with any scheduled bank and the amount so deposited shall not be utilised for any purpose other 

than for the repayment of deposits:  

Provided that the amount remaining deposited shall not at any time fall below fifteen per cent. of 

the amount of deposits maturing, until the end of the current financial year and the next financial 

year.  

14. Registers of deposits.- (1) Every company accepting deposits shall maintain at its registered 

office one or more separate registers for deposits accepted or renewed, in which there shall be 

entered separately in the case of each depositor the following particulars, namely:-  

(a) name, address and PAN of the depositor/s;  

(b) particulars of guardian, in case of a minor;  

(c) particulars of the nominee;  

(d) deposit receipt number;  

(e) date and the amount of each deposit;  

(f) duration of the deposit and the date on which each deposit is repayable;  

(g) rate of interest or such deposits to be payable to the depositor;  

(h) due date for payment of interest;  

(i) mandate and instructions for payment of interest and for non-deduction of tax at 

source, if any;  

(j) date or dates on which the payment of interest shall be made;  

(k) details of deposit insurance including extent of deposit insurance;  

(l) particulars of security or charge created for repayment of deposits;  



(m) any other relevant particulars;  

(2) The entries specified in sub-rule (1) shall be made within seven days from the date of 

issuance of the receipt duly authenticated by a director or secretary of the company or by 

any other officer authorised by the Board for this purpose.  

(3) The register referred to in sub-rule (1) shall be preserved in good order for a period of not 

less than eight years from the financial year in which the latest entry is made in the register.  

15. General provisions regarding premature repayment of deposits.-Where a company makes a 

repayment of deposits, on the request of the depositor, after the expiry of a period of six months 

from the date of such deposit but before the expiry of the period for which such deposit was 

accepted, the rate of interest payable on such deposit shall be reduced by one per cent. from the 

rate which the company would have paid had the deposit been accepted for the period for which 

such deposit had actually run and the company shall not pay interest at any rate higher than the rate 

so reduced :  

Provided that nothing contained in this rule shall apply to the repayment of any deposit before the 

expiry of the period for which such deposit was accepted by the company, if such repayment is 

made solely for the purpose of—  

(a) complying with the provisions of rule 3; or  

(b) providing war risk or other related benefits to the personnel of the naval, military or air forces or 

to their families, on an application made by the associations or societies formed by such personnel, 

during the period of emergency declared under article 352 of the Constitution :  

Provided further that where a company referred to in under sub-section (2) of section 73 or any 

eligible company permits a depositor to renew his deposit, before the expiry of the period for which 

such deposit was accepted by the company, for availing of a higher rate of interest, the company 

shall pay interest to such depositor at the higher rate if such deposit is renewed in accordance with 

the other provisions of these rules and for a period longer than the unexpired period of the deposit.  

Explanation: For the purposes of this rule, where the period for which the deposit had run contains 

any part of a year, then, if such part is less than six months, it shall be excluded and if such part is six 

months or more, it shall be reckoned as one year.  

16. Return of deposits to be filed with the Registrar.-Every company to which these rules apply, 

shall on or before the 30th day of June, of every year, file with the Registrar, a return in Form DPT-3 

along with the fee as provided in Companies (Registration Offices and Fees) Rules, 2014 and furnish 

the information contained therein as on the 31st day of March of that year duly audited by the 

auditor of the company.  

17. Penal rate of interest.-Every company shall pay a penal rate of interest of eighteen per cent. per 

annum for the overdue period in case of deposits, whether secured or unsecured, matured and 

claimed but remaining unpaid.  

18. Power of Central Government to decide certain questions.-  

If any question arises as to the applicability of these rules to a particular company, such question 

shall be decided by the Central Government in consultation with the Reserve Bank of India.  

19. Applicability of sections 73 and 74 to eligible companies.-Pursuant to provisions of sub-section 

(2) of section 76 of the Act, the provisions of sections 73 and 74 shall, mutatis mutandis, apply to 

acceptance of deposits from public by eligible companies.  



Explanation.- For the purposes of this rule, it is hereby clarified that in case of a company which had 

accepted or invited public deposits under the relevant provisions of the Companies Act, 1956 and 

rules made under that Act (hereinafter known as “Earlier Deposits”) and has been repaying such 

deposits and interest thereon in accordance with such provisions, the provisions of clause (b) of sub-

section (1) of section 74 of the Act shall be deemed to have been complied with if the company 

complies with requirements under the Act and these rules and continues to repay such deposits and 

interest due thereon on due dates for the remaining period of such deposit in accordance with the 

terms and conditions and period of such Earlier Deposits and in compliance with the requirements 

under the Act and these rules;  

Provided further that the fresh deposits by every eligible company shall have to be in accordance 

with the provisions of Chapter V of the Act and these rules;  

20. Statement regarding deposits existing as on the date of commencement of the Act.-For the 

purposes of clause (a) of sub-section (1) of section 74, the statement shall be in Form DPT-4.  

21. Punishment for contravention.- If any company referred to in sub-section (2) of section 73 or 

any eligible company inviting deposits or any other person contravenes any provision of these rules 

for which no punishment is provided in the Act, the company and every officer of the company who 

is in default shall be punishable with fine which may extend to five thousand rupees and where the 

contravention is a continuing one, with a further fine which may extend to five hundred rupees for 

every day after the first day during which the contravention continues.  

  



DECLARATION AND PAYMENT OF DIVIDEND 

Chapter VIII of the Act covering sections 123 to 127 deal with provisions related to declaration and 

payment of dividend. 

123. (1) No dividend shall be declared or paid by a company for any financial yearexcept— 

(a) out of the profits of the company for that year arrived at after providing for depreciation in 

accordance with the provisions of sub-section (2), or out of the profits of the company for any 

previous financial year or years arrived at after providing for depreciation in accordance with the 

provisions of that sub-section and remaining undistributed, or out of both; or 

(b) out of money provided by the Central Government or a State Government for the payment of 

dividend by the company in pursuance of a guarantee given by that Government: 

Provided that a company may, before the declaration of any dividend in any financial year, transfer 

such percentage of its profits for that financial year as it may consider appropriate to the reserves of 

the company: 

Provided further that where, owing to inadequacy or absence of profits in any financial year, any 

company proposes to declare dividend out of the accumulated profits earned by it in previous years 

and transferred by the company to the reserves, such declaration of dividend shall not be made 

except in accordance with such rules as may be prescribed in this behalf: 

Provided also that no dividend shall be declared or paid by a company from its reserves other than 

free reserves. 

(2) For the purposes of clause (a) of sub-section (1), depreciation shall be provided in accordance 

with the provisions of Schedule II. 

(3) The Board of Directors of a company may declare interim dividend during any financial year out 

of the surplus in the profit and loss account and out of profits of the financial year in which such 

interim dividend is sought to be declared: 

Provided that in case the company has incurred loss during the current financial year up to the end 

of the quarter immediately preceding the date of declaration of interim dividend, such interim 

dividend shall not be declared at a rate higher than the average dividends declared by the company 

during the immediately preceding three financial years. 

(4) The amount of the dividend, including interim dividend, shall be deposited in a scheduled bank in 

a separate account within five days from the date of declaration of such dividend. 

(5) No dividend shall be paid by a company in respect of any share therein except to the registered 

shareholder of such share or to his order or to his banker and shall not be payable except in cash: 

Provided that nothing in this sub-section shall be deemed to prohibit the capitalisation of profits or 

reserves of a company 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: 

Provided further that any dividend payable in cash may be paid by cheque or warrant or in any 

electronic mode to the shareholder entitled to the payment of the dividend. 

(6) A company which fails to comply with the provisions of sections 73 and 74 shall not, so long as 

such failure continues, declare any dividend on its equity shares. 



124. (1) Where a dividend has been declared by a company but has not been paid or claimed within 

thirty days from the date of the declaration to any shareholder entitled to the payment of the 

dividend, the company shall, within seven days from the date of expiry of the said period of thirty 

days, transfer the total amount of dividend which remains unpaid or unclaimed to a special account 

to be opened by the company in that behalf in any scheduled bank to be called the Unpaid Dividend 

Account. 

(2) The company shall, within a period of ninety days of making any transfer of an amount under 

sub-section (1) to the Unpaid Dividend Account, prepare a statement containing the names, their 

last known addresses and the unpaid dividend to be paid to each person and place it on the website 

of the company, if any, and also on any other website approved by the Central Government for this 

purpose, in such form, manner and other particulars as may be prescribed. 

(3) If any default is made in transferring the total amount referred to in sub-section (1) or any part 

thereof to the Unpaid Dividend Account of the company, it shall pay, from the date of such default, 

interest on so much of the amount as has not been transferred to the said account, at the rate of 

twelve per cent. per annum and the interest accruing on such amount shall enure to the benefit of 

the members of the company in proportion to the amount remaining unpaid to them. 

(4) Any person claiming to be entitled to any money transferred under sub-section (1) to the Unpaid 

Dividend Account of the company may apply to the company for payment of the money claimed. 

(5) Any money transferred to the Unpaid Dividend Account of a company in pursuance of this 

section which remains unpaid or unclaimed for a period of seven years from the date of such 

transfer shall be transferred by the company along with interest accrued, if any, thereon to the Fund 

established under sub-section (1) of section 125 and the company shall send a statement in the 

prescribed form of the details of such transfer to the authority which administers the said Fund and 

that authority shall issue a receipt to the company as evidence of such transfer. 

(6) All shares in respect of which unpaid or unclaimed dividend has been transferred under sub-

section (5) shall also be transferred by the company in the name of Investor Education and 

Protection Fund along with a statement containing such details as may be prescribed: 

Provided that any claimant of shares transferred above shall be entitled to claim the transfer of 

shares from Investor Education and Protection Fund in accordance with such procedure and on 

submission of such documents as may be prescribed. 

(7) If a company fails to comply with any of the requirements of this section, the company shall be 

punishable with fine which shall not be less than five lakh rupees but which may extend to twenty-

five lakh rupees and every officer of the company who is in default shall be punishable with fine 

which shall not be less than one lakh rupees but which may extend to five lakh rupees. 

125. (1) The Central Government shall establish a Fund to be called the Investor Education and 

Protection Fund (herein referred to as the Fund). 

(2) There shall be credited to the Fund— 

(a) the amount given by the Central Government by way of grants after due appropriation made by 

Parliament by law in this behalf for being utilised for the purposes of the Fund; 

(b) donations given to the Fund by the Central Government, State Governments, companies or any 

other institution for the purposes of the Fund; 



(c) the amount in the Unpaid Dividend Account of companies transferred to the Fund under sub-

section (5) of section 124; 

(d) the amount in the general revenue account of the Central Government which had been 

transferred to that account under sub-section (5) of section 205A of the Companies Act, 1956, as it 

stood immediately before the commencement of the Companies (Amendment) Act, 1999, and 

remaining unpaid or unclaimed on the commencement of this Act; 

(e) the amount lying in the Investor Education and Protection Fund under section 205C of the 

Companies Act, 1956; 

(f) the interest or other income received out of investments made from the Fund; 

(g) the amount received under sub-section (4) of section 38; 

(h) the application money received by companies for allotment of any securities and due for refund; 

(i) matured deposits with companies other than banking companies; 

(j) matured debentures with companies; 

(k) interest accrued on the amounts referred to in clauses (h) to (j); 

(l) sale proceeds of fractional shares arising out of issuance of bonus shares, merger and 

amalgamation for seven or more years; 

(m) redemption amount of preference shares remaining unpaid or unclaimed for seven or more 

years; and 

(n) such other amount as may be prescribed: 

Provided that no such amount referred to in clauses (h) to (j) shall form part of the Fund unless such 

amount has remained unclaimed and unpaid for a period of seven years from the date it became 

due for payment. 

(3) The Fund shall be utilised for— 

(a) the refund in respect of unclaimed dividends, matured deposits, matured debentures, the 

application money due for refund and interest thereon; 

(b) promotion of investors’ education, awareness and protection; 

(c) distribution of any disgorged amount among eligible and identifiable applicants for shares or 

debentures, shareholders, debenture-holders or depositors who have suffered losses due to wrong 

actions by any person, in accordance with the orders made by the Court which had ordered 

disgorgement; 

(d) reimbursement of legal expenses incurred in pursuing class action suits under sections 37 and 

245 by members, debenture-holders or depositors as may be sanctioned by the Tribunal; and 

(e) any other purpose incidental thereto, in accordance with such rules as may be prescribed: 

Provided that the person whose amounts referred to in clauses (a) to (d) of sub-section (2) of section 

205C transferred to Investor Education and Protection Fund, after the expiry of the period of seven 

years as per provisions of the Companies Act, 1956, shall be entitled to get refund out of the Fund in 

respect of such claims in accordance with rules made under this section. 



Explanation.—The disgorged amount refers to the amount received through disgorgement or 

disposal of securities. 

(4) Any person claiming to be entitled to the amount referred in sub-section (2) may apply to the 

authority constituted under sub-section (5) for the payment of the money claimed. 

(5) The Central Government shall constitute, by notification, an authority for administration of the 

Fund consisting of a chairperson and such other members, not exceeding seven and a chief 

executive officer, as the Central Government may appoint. 

(6) The manner of administration of the Fund, appointment of chairperson, members and chief 

executive officer, holding of meetings of the authority shall be in accordance withsuch rules as may 

be prescribed. 

(7) The Central Government may provide to the authority such offices, officers,employees and other 

resources in accordance with such rules as may be prescribed. 

(8) The authority shall administer the Fund and maintain separate accounts and otherrelevant 

records in relation to the Fund in such form as may be prescribed after consultationwith the 

Comptroller and Auditor-General of India. 

(9) It shall be competent for the authority constituted under sub-section (5) to spendmoney out of 

the Fund for carrying out the objects specified in sub-section (3). 

(10) The accounts of the Fund shall be audited by the Comptroller and Auditor-General of India at 

such intervals as may be specified by him and such audited accountstogether with the audit report 

thereon shall be forwarded annually by the authority to theCentral Government. 

(11) The authority shall prepare in such form and at such time for each financial year asmay be 

prescribed its annual report giving a full account of its activities during the financialyear and forward 

a copy thereof to the Central Government and the Central Government shallcause the annual report 

and the audit report given by the Comptroller and Auditor-General ofIndia to be laid before each 

House of Parliament. 

126. Where any instrument of transfer of shares has been delivered to any companyfor registration 

and the transfer of such shares has not been registered by the company, itshall, notwithstanding 

anything contained in any other provision of this Act,— 

(a) transfer the dividend in relation to such shares to the Unpaid DividendAccount referred to in 

section 124 unless the company is authorised by the registeredholder of such shares in writing to 

pay such dividend to the transferee specified insuch instrument of transfer; and 

(b) keep in abeyance in relation to such shares, any offer of rights shares underclause (a) of sub-

section (1) of section 62 and any issue of fully paid-up bonus sharesin pursuance of first proviso to 

sub-section (5) of section 123. 

127. Where a dividend has been declared by a company but has not been paid or the warrant in 

respect thereof has not been posted within thirty days from the date of declaration to any 

shareholder entitled to the payment of the dividend, every director of the company shall, if he is 

knowingly a party to the default, be punishable with imprisonment which may extend to two years 

and with fine which shall not be less than one thousand rupees for every day during which such 

default continues and the company shall be liable to pay simple interest at the rate of eighteen per 

cent. per annum during the period for which such default continues: 



Provided that no offence under this section shall be deemed to have been committed:— 

(a) where the dividend could not be paid by reason of the operation of any law; 

(b) where a shareholder has given directions to the company regarding the payment of the dividend 

and those directions cannot be complied with and the same has been communicated to him; 

(c) where there is a dispute regarding the right to receive the dividend; 

(d) where the dividend has been lawfully adjusted by the company against any sum due to it from 

the shareholder; or 

(e) where, for any other reason, the failure to pay the dividend or to post the warrant within the 

period under this section was not due to any default on the part of the company. 

Companies (Declaration and Payment of Dividend) Rules, 2014 

3. Declaration of dividend out of reserves.- In the event of adequacy or absence of profits in any 

year, a company may declare dividend out of surplus subject to the fulfilment of the following 

conditions, namely:-  

(1) The rate of dividend declared shall not exceed the average of the rates at which dividend was 

declared by it in the three years immediately preceding that year 

Provided that this sub-rule shall not apply to a company, which has not declared any dividend in 

each of the three preceding financial year.  

(2) The total amount to be drawn from such accumulated profits shall not exceed one-tenth of the 

sum of its paid-up share capital and free reserves as appearing in the latest audited financial 

statement.  

(3) The amount so drawn shall first be utilised to set off the losses incurred in the financial year in 

which dividend is declared before any dividend in respect of equity shares is declared.  

(4) The balance of reserves after such withdrawal shall not fall below fifteen per cent of its paid up 

share capital as appearing in the latest audited financial statement.  

(5) No company shall declare dividend unless carried over previous losses and depreciation not 

provided in previous year or years are set off against profit of the company of the current year.  

4. Statement of amounts to be credited to investor education and protection fund shall be filed in 

Form DIV 5.  

  



RELATED PARTY TRANSACTIONS 

Definition of Related Party: 

Section 2(76) “related party”, with reference to a company, means— 

(i) a director or his relative; 

 (ii) a key managerial personnel or his relative; 

(iii) a firm, in which a director, manager or his relative is a partner; 

(iv) a private company in which a director or manager is a member ordirector; 

(v) a public company in which a director or manager is a director or holdsalong with his relatives, 

more than two per cent. of its paid-up share capital; 

(vi) any body corporate whose Board of Directors, managing director ormanager is accustomed to 

act in accordance with the advice, directions orinstructions of a director or manager; 

(vii) any person on whose advice, directions or instructions a director ormanager is accustomed to 

act: 

Provided that nothing in sub-clauses (vi) and (vii) shall apply to the advice,directions or instructions 

given in a professional capacity; 

(viii) any company which is— 

(A) a holding, subsidiary or an associate company of such company; or 

(B) a subsidiary of a holding company to which it is also a subsidiary; 

(ix) such other person as may be prescribed; 

Section 2 (76):  

 

188. (1) Except with the consent of the Board of Directors given by a resolution at a meeting of the 

Board and subject to such conditions as may be prescribed, no company shall enter into any contract 

or arrangement with a related party with respect to— 

(a) sale, purchase or supply of any goods or materials; 

(b) selling or otherwise disposing of, or buying, property of any kind; 

(c) leasing of property of any kind; 

(d) availing or rendering of any services; 

(e) appointment of any agent for purchase or sale of goods, materials, services or property; 

(f) such related party's appointment to any office or place of profit in the company, its subsidiary 

company or associate company; and 

(g) underwriting the subscription of any securities or derivatives thereof, of the company: 



Provided that no contract or arrangement, in the case of a company having a paid-up share capital of 

not less than such amount, or transactions not exceeding such sums, as may be prescribed, shall be 

entered into except with the prior approval of the company by a special resolution: 

Provided further that no member of the company shall vote on such special resolution, to approve 

any contract or arrangement which may be entered into by the company, if such member is a 

related party: 

Provided also that nothing in this sub-section shall apply to any transactions entered into by the 

company in its ordinary course of business other than transactions which are not on an arm’s length 

basis. 

Explanation.—In this sub-section,— 

(a) the expression “office or place of profit” means any office or place— 

(i) where such office or place is held by a director, if the director holding it receives from the 

company anything by way of remuneration over and above the remuneration to which he is entitled 

as director, by way of salary, fee, commission, perquisites, any rent-free accommodation, or 

otherwise; 

(ii) where such office or place is held by an individual other than a director or by any firm, private 

company or other body corporate, if the individual, firm, private company or body corporate holding 

it receives from the company anything by way of remuneration, salary, fee, commission, perquisites, 

any rent-free accommodation, or otherwise; 

(b) the expression “arm’s length transaction” means a transaction between two related parties that 

is conducted as if they were unrelated, so that there is no conflict of interest. 

(2) Every contract or arrangement entered into under sub-section (1) shall be referred to in the 

Board’s report to the shareholders along with the justification for entering into such contract or 

arrangement. 

(3) Where any contract or arrangement is entered into by a director or any other employee, without 

obtaining the consent of the Board or approval by a special resolution in the general meeting under 

sub-section (1) and if it is not ratified by the Board or, as the case may be, by the shareholders at a 

meeting within three months from the date on which such contract or arrangement was entered 

into, such contract or arrangement shall be voidable at the option of the Board and if the contract or 

arrangement is with a related party to any director, or is authorised by any other director, the 

directors concerned shall indemnify the company against any loss incurred by it. 

(4) Without prejudice to anything contained in sub-section (3), it shall be open to the company to 

proceed against a director or any other employee who had entered into such contract or 

arrangement in contravention of the provisions of this section for recovery of any loss sustained by it 

as a result of such contract or arrangement. 

(5) Any director or any other employee of a company, who had entered into or authorised the 

contract or arrangement in violation of the provisions of this section shall,— 

(i) in case of listed company, be punishable with imprisonment for a term which may extend to one 

year or with fine which shall not be less than twenty-five thousand rupees but which may extend to 

five lakh rupees, or with both; and 



(ii) in case of any other company, be punishable with fine which shall not be less than twenty-five 

thousand rupees but which may extend to five lakh rupees. 

189. (1) Every company shall keep one or more registers giving separately the particulars of all 

contracts or arrangements to which sub-section (2) of section 184 or section 188 applies, in such 

manner and containing such particulars as may be prescribed and after entering the particulars, such 

register or registers shall be placed before the next meeting of the Board and signed by all the 

directors present at the meeting. 

(2) Every director or key managerial personnel shall, within a period of thirty days of his 

appointment, or relinquishment of his office, as the case may be, disclose to the company the 

particulars specified in sub-section (1) of section 184 relating to his concern or interest in the other 

associations which are required to be included in the register under that sub-section or such other 

information relating to himself as may be prescribed. 

(3) The register referred to in sub-section (1) shall be kept at the registered office of the company 

and it shall be open for inspection at such office during business hours and extracts may be taken 

therefrom, and copies thereof as may be required by any member of the company shall be furnished 

by the company to such extent, in such manner, and on payment of such fees as may be prescribed. 

(4) The register to be kept under this section shall also be produced at the commencement of every 

annual general meeting of the company and shall remain open and accessible during the 

continuance of the meeting to any person having the right to attend the meeting. 

(5) Nothing contained in sub-section (1) shall apply to any contract or arrangement— 

(a) for the sale, purchase or supply of any goods, materials or services if the value of such goods and 

materials or the cost of such services does not exceed five lakh rupees in the aggregate in any year; 

or 

(b) by a banking company for the collection of bills in the ordinary course of its business. 

(6) Every director who fails to comply with the provisions of this section and the rules made 

thereunder shall be liable to a penalty of twenty-five thousand rupees. 

190. (1) Every company shall keep at its registered office,— 

(a) where a contract of service with a managing or whole-time director is in writing, a copy of the 

contract; or 

(b) where such a contract is not in writing, a written memorandum setting out its terms. 

(2) The copies of the contract or the memorandum kept under sub-section (1) shall be open to 

inspection by any member of the company without payment of fee. 

(3) If any default is made in complying with the provisions of sub-section (1) or sub-section (2), the 

company shall be liable to a penalty of twenty-five thousand rupees and every officer of the 

company who is in default shall be liable to a penalty of five thousand rupees for each default. 

(4) The provisions of this section shall not apply to a private company. 

191. (1) No director of a company shall, in connection with— 

(a) the transfer of the whole or any part of any undertaking or property of thecompany; or 



(b) the transfer to any person of all or any of the shares in a company being atransfer resulting 

from— 

(i) an offer made to the general body of shareholders; 

(ii) an offer made by or on behalf of some other body corporate with a viewto a company becoming 

a subsidiary company of such body corporate or asubsidiary company of its holding company; 

(iii) an offer made by or on behalf of an individual with a view to hisobtaining the right to exercise, or 

control the exercise of, not less than one-thirdof the total voting power at any general meeting of 

the company; or 

(iv) any other offer which is conditional on acceptance to a given extent,receive any payment by way 

of compensation for loss of office or as considerationfor retirement from office, or in connection 

with such loss or retirement fromsuch company or from the transferee of such undertaking or 

property, or fromthe transferees of shares or from any other person, not being such company,unless 

particulars as may be prescribed with respect to the payment proposed tobe made by such 

transferee or person, including the amount thereof, have beendisclosed to the members of the 

company and the proposal has been approvedby the company in general meeting. 

(2) Nothing in sub-section (1) shall affect any payment made by a company to amanaging director or 

whole-time director or manager of the company by way of compensationfor loss of office or as 

consideration for retirement from office or in connection with such lossor retirement subject to 

limits or priorities, as may be prescribed. 

(3) If the payment under sub-section (1) or sub-section (2) is not approved for want ofquorum either 

in a meeting or an adjourned meeting, the proposal shall not be deemed tohave been approved. 

(4) Where a director of a company receives payment of any amount in contraventionof sub-section 

(1) or the proposed payment is made before it is approved in the meeting, theamount so received by 

the director shall be deemed to have been received by him in trust forthe company. 

(5) If a director of the company contravenes the provisions of this section, suchdirector shall be 

punishable with fine which shall not be less than twenty-five thousandrupees but which may extend 

to one lakh rupees. 

(6) Nothing in this section shall be taken to prejudice the operation of any law requiringdisclosure to 

be made with respect to any payment received under this section or such otherlike payments made 

to a director. 

192. (1) No company shall enter into an arrangement by which— 

(a) a director of the company or its holding, subsidiary or associate company or a person connected 

with him acquires or is to acquire assets for consideration other than cash, from the company; or 

(b) the company acquires or is to acquire assets for consideration other than cash, from such 

director or person so connected, unless prior approval for such arrangement is accorded by a 

resolution of the company in general meeting and if the director or connected person is a director of 

its holding company,approval under this sub-section shall also be required to be obtained by passing 

a resolution in general meeting of the holding company. 

(2) The notice for approval of the resolution by the company or holding company in general meeting 

under sub-section (1) shall include the particulars of the arrangement along with the value of the 

assets involved in such arrangement duly calculated by a registered valuer. 



(3) Any arrangement entered into by a company or its holding company in contravention of the 

provisions of this section shall be voidable at the instance of the company unless— 

(a) the restitution of any money or other consideration which is the subject matter of the 

arrangement is no longer possible and the company has been indemnified by any other person for 

any loss or damage caused to it; or  

(b) any rights are acquired bona fide for value and without notice of the contravention of the 

provisions of this section by any other person. 

193. (1) Where One Person Company limited by shares or by guarantee enters into a contract with 

the sole member of the company who is also the director of the company, the company shall, unless 

the contract is in writing, ensure that the terms of the contract or offer are contained in a 

memorandum or are recorded in the minutes of the first meeting of the Board of Directors of the 

company held next after entering into contract: 

Provided that nothing in this sub-section shall apply to contracts entered into by the company in the 

ordinary course of its business. 

(2) The company shall inform the Registrar about every contract entered into by the company and 

recorded in the minutes of the meeting of its Board of Directors under sub-section (1) within a 

period of fifteen days of the date of approval by the Board of Directors. 

Rules Relating to Related Party Transactions 

15. Contract or arrangement with a related party.-A company shall enter into any contract or 

arrangement with arelated party subject to the following conditions, namely:- 

(1) The agenda of the Board meeting at which the resolution is proposed to be moved shall disclose- 

(a) the name of the related party and nature of relationship; 

(b) the nature, duration of the contract and particulars of the contract or arrangement; 

(c) the material terms of the contract or arrangement including the value, if any; 

(d) any advance paid or received for the contract or arrangement, if any; 

(e) themanner of determining the pricing and other commercial terms, both included as part of 

contract and notconsidered as part of the contract; 

(f) whether all factors relevant to the contract have been considered, if not, the details of factors not 

consideredwith the rationale for not considering those factors; and 

(g) any other information relevant or important for the Board to take a decision on the proposed 

transaction. 

(2) Where any director is interested in any contract or arrangement with a related party, such 

director shall not bepresent at the meeting during discussions on the subject matter of the 

resolution relating to such contract orarrangement- 

(3) For the purposes of first proviso to sub-section (1) of section 188, except with the prior approval 

of thecompany by a special resolution 

 (i) a company having a paid-up share capital of ten crore rupeesor more shall not enter into a 

contract orarrangement with any related party; or 



(ii) a company shall not enter into a transaction or transactions, where the transaction or 

transactions to be enteredinto— 

(a) as contracts or arrangements with respect to clauses (a) to (e) of sub-section (1) of section 188 

with criteria, asmentioned below— 

(i) sale, purchase or supply of any goods or materials directly or through appointment of agents 

exceeding twentyfive percent.of the annual turnover as mentioned in clause (a) and clause (e) 

respectively of sub-section (1) ofsection 188; 

(ii) selling or otherwise disposing of, or buying, property of any kind directly or through appointment 

of agentsexceeding ten percent of net worth as mentioned in clause (b) and clause (e) respectively 

of sub-section (1) ofsection 188; 

(iii) leasing of property of any kind exceeding ten percent of the net worth or exceeding ten percent 

of turnoverasmentioned in clause (c) of sub-section (1) of section 188; 

(iv) availing or rendering of any services directly or through appointment of agents exceeding ten 

percent of thenet worth as mentioned in clause (d) and clause (e) of sub-section (1) of section 188; 

(b) appointment to any office or place of profit in the company, its subsidiary company or associate 

company at amonthly remuneration exceeding two and half lakh rupees as mentioned in clause (f) 

of sub-section (1) of section188; or 

(c) remuneration for underwriting the subscription of any securities or derivatives thereof of the 

companyexceeding one percent of the net worth as mentioned in clause (g) of sub-section (1) of 

section 188. 

Explanation.-(1) The Turnover or Net Worth referred in the above sub-rules shall be on the basis of 

the AuditedFinancial Statement of the preceding Financial year. 

(2) In case of wholly owned subsidiary, the special resolution passed by the holding company shall be 

sufficientfor the purpose of entering into the transactions between wholly owned subsidiary and 

holding company. 

(3) The explanatory statement to be annexed to the notice of a general meeting convened pursuant 

to section 101shall contain the following particulars namely:- 

(a) name of the related party ; 

(b) name of the director or key managerial personnel who is related, if any; 

(c) nature of relationship; 

(d) nature, material terms, monetary value and particulars of the contract or arrangement; 

(e) any other information relevant or important for the members to take a decision on the proposed 

resolution. 

16. Register of contracts or arrangements in which directors are interested.—(1) Every company 

shall 

maintain one or more registers in Form MBP 4, and shall enter therein the particulars of— 



(a) company or companies or bodies corporate, firms or other association of individuals, in which 

any director hasany concern or interest, as mentioned under sub-section (1) of section 184: 

Provided that the particulars of the company or companies or bodies corporate in which a director 

himself togetherwith any other director holds two percent or less of the paid-up share capital would 

not be required to be entered inthe register; 

(b) contracts or arrangements with a body corporate or firm or other entity as mentioned under sub-

section (2) ofsection 184, in which any director is, directly or indirectly, concerned or interested; and 

(c) contracts or arrangements with a related party with respect to transactions to which section 188 

applies. 

(2) The entries in the register shall be made at once, whenever there is a cause to make entry, in 

chronologicalorder and shall be authenticated by the company secretary of the company or by any 

other person authorised by theBoard for the purpose. 

(3) The register shall be kept at the registered office of the company and the register shall be 

preservedpermanently and shall be kept in the custody of the company secretary of the company or 

any other personauthorised by the Board for the purpose. 

(4) The company shall provide extracts from such register to a member of the company on his 

request, withinseven days from the date on which such request is made upon the payment of such 

fee as may be specified in thearticles of the company but not exceeding ten rupees per page. 

17. Payment to director for loss of office, etc. in connection with transfer of undertaking, property or 

shares.—(1)No director of a company shall receive any payment by way of compensation in 

connection with anyevent mentioned in sub-section (1) of section 191 unless the following 

particulars are disclosed to the members ofthe company and they pass a resolution at a general 

meeting approving the payment of such amount — 

(a) name of the director; 

(b) amount proposed to be paid; 

(c) event due to which compensation become payable; 

(d) date of Board meeting recommending such payment; 

(e) basis for the amount determined; 

(f) reason or justification for the payment; 

(g) manner of payment - whether payable in cash or otherwise and how; 

(h) sources of payment; and 

(i) any other relevant particulars as the Board may think fit. 

(2) Any payment made by a company by way of compensation for the loss of office or as a 

consideration for retirementfrom office or in connection with such loss or retirement, to a managing 

director or whole time director or manager ofthe company shall not exceed the limit as set out 

under section 202. 



(3) No payment shall be made to the managing director or whole time director or manager of the 

company by way ofcompensation for the loss of office or as consideration for retirement from office 

(other than notice pay and statutorypayments in accordance with the terms of appointment of such 

director or manager, as applicable) or in connection withsuch loss or retirement if — 

(a) the company is in default in repayment of public deposits or payment of interest thereon; 

(b) the company is in default in redemption of debentures or payment of interest thereon; 

(c) the company is in default in repayment of any liability, secured or unsecured, payable to any 

bank, publicfinancial institution or any other financial institution; 

(d) the company is in default in payment of any dues towards income tax, VAT, excise duty, service 

tax orany other tax or duty, by whatever name called, payable to the Central Government or any 

State Government,statutory authority or local authority (other than in cases where the company has 

disputed the liability to pay suchdues); 

(e) there are outstanding statutory dues to the employees or workmen of the company which have 

not beenpaid by the company (other than in cases where the company has disputed the liability to 

pay such dues); and 

(f) the company has not paid dividend on preference shares or not redeemed preference shares on 

due date. 

Explanation : Pending notification of sub-section (1) of section 247 of the Act and finalisation of 

qualificationsand experience of valuers, valuation of stocks, shares, debentures, securities etc. will 

be conducted by anindependent merchant banker who is registered with the Securities and 

Exchange Board of India or an independentchartered accountant in practice having a minimum 

experience of ten years. 

 

 

 

 

  



 

MANAGERIAL REMUNERATION 

197. (1) The total managerial remuneration payable by a public company, to its directors, including 

managing director and whole-time director, and its manager in respect of any financial year shall not 

exceed eleven per cent. of the net profits of that company for that financial year computed in the 

manner laid down in section 198 except that the remuneration of the directors shall not be 

deducted from the gross profits: 

Provided that the company in general meeting may, with the approval of the Central Government, 

authorise the payment of remuneration exceeding eleven per cent. of the net profits of the 

company, subject to the provisions of Schedule V: 

Provided further that, except with the approval of the company in general meeting,— 

(i) the remuneration payable to any one managing director; or whole-time director or manager shall 

not exceed five per cent. of the net profits of the company and if there is more than one such 

director remuneration shall not exceed ten per cent. of the net profits to all such directors and 

manager taken together; 

(ii) the remuneration payable to directors who are neither managing directors nor whole-time 

directors shall not exceed,— 

(A) one per cent. of the net profits of the company, if there is a managing or whole-time director or 

manager; 

(B) three per cent. of the net profits in any other case. 

(2) The percentages aforesaid shall be exclusive of any fees payable to directors under sub-section 

(5). 

(3) Notwithstanding anything contained in sub-sections (1) and (2), but subject to the provisions of 

Schedule V, if, in any financial year, a company has no profits or its profits are inadequate, the 

company shall not pay to its directors, including any managing or whole time director or manager, 

by way of remuneration any sum exclusive of any fees payable to directors under sub-section (5) 

hereunder except in accordance with the provisions of Schedule V and if it is not able to comply with 

such provisions, with the previous approval of the Central Government. 

(4) The remuneration payable to the directors of a company, including any managing or whole-time 

director or manager, shall be determined, in accordance with and subject to the provisions of this 

section, either by the articles of the company, or by a resolution or, if the articles so require, by a 

special resolution, passed by the company in general meeting and the remuneration payable to a 

director determined aforesaid shall be inclusive of the remuneration payable to him for the services 

rendered by him in any other capacity: 

Provided that any remuneration for services rendered by any such director in other capacity shall 

not be so included if— 

(a) the services rendered are of a professional nature; and  

(b) in the opinion of the Nomination and Remuneration Committee, if the company is covered under 

sub-section (1) of section 178, or the Board of Directors in other cases, the director possesses the 

requisite qualification for the practice of the profession. 



(5) A director may receive remuneration by way of fee for attending meetings of the Board or 

Committee thereof or for any other purpose whatsoever as may be decided by the Board: 

Provided that the amount of such fees shall not exceed the amount as may be prescribed: 

Provided further that different fees for different classes of companies and fees in respect of 

independent director may be such as may be prescribed. 

(6) A director or manager may be paid remuneration either by way of a monthly payment or at a 

specified percentage of the net profits of the company or partly by one way and partly by the other. 

(7) Notwithstanding anything contained in any other provision of this Act but subject to the 

provisions of this section, an independent director shall not be entitled to any stock option and may 

receive remuneration by way of fees provided under sub-section (5), reimbursement of expenses for 

participation in the Board and other meetings and profit related commission as may be approved by 

the members. 

(8) The net profits for the purposes of this section shall be computed in the manner referred to in 

section 198. 

(9) If any director draws or receives, directly or indirectly, by way of remuneration any such sums in 

excess of the limit prescribed by this section or without the prior sanction of the Central 

Government, where it is required, he shall refund such sums to the company and until such sum is 

refunded, hold it in trust for the company. 

(10) The company shall not waive the recovery of any sum refundable to it under sub-section (9) 

unless permitted by the Central Government. 

(11) In cases where Schedule V is applicable on grounds of no profits or inadequate profits, any 

provision relating to the remuneration of any director which purports to increase or has the effect of 

increasing the amount thereof, whether the provision be contained in the company’s memorandum 

or articles, or in an agreement entered into by it, or in any resolution passed by the company in 

general meeting or its Board, shall not have any effect unless such increase is in accordance with the 

conditions specified in that Schedule and if such conditions are not being complied, the approval of 

the Central Government had been obtained. 

(12) Every listed company shall disclose in the Board’s report, the ratio of the remuneration of each 

director to the median employee’s remuneration and such other details as may be prescribed. 

(13) Where any insurance is taken by a company on behalf of its managing director, whole-time 

director, manager, Chief Executive Officer, Chief Financial Officer or Company Secretary for 

indemnifying any of them against any liability in respect of any negligence, default, misfeasance, 

breach of duty or breach of trust for which they may be guilty in relation to the company, the 

premium paid on such insurance shall not be treated as part of the remuneration payable to any 

such personnel: 

Provided that if such person is proved to be guilty, the premium paid on such insurance shall be 

treated as part of the remuneration. 

(14) Subject to the provisions of this section, any director who is in receipt of any commission from 

the company and who is a managing or whole-time director of the company shall not be disqualified 

from receiving any remuneration or commission from any holding company or subsidiary company 

of such company subject to its disclosure by the company in the Board’s report. 



(15) If any person contravenes the provisions of this section, he shall be punishable with fine which 

shall not be less than one lakh rupees but which may extend to five lakh rupees. 

198. (1) In computing the net profits of a company in any financial year for the purpose of section 

197,— 

(a) credit shall be given for the sums specified in sub-section (2), and credit shall not be given for 

those specified in sub-section (3); and (b) the sums specified in sub-section (4) shall be deducted, 

and those specified in sub-section (5) shall not be deducted. 

(2) In making the computation aforesaid, credit shall be given for the bounties and subsidies 

received from any Government, or any public authority constituted or authorised in this behalf, by 

any Government, unless and except in so far as the Central Government otherwise directs. 

(3) In making the computation aforesaid, credit shall not be given for the following sums, namely:— 

(a) profits, by way of premium on shares or debentures of the company, which are issued or sold by 

the company; 

(b) profits on sales by the company of forfeited shares; 

(c) profits of a capital nature including profits from the sale of the undertaking or any of the 

undertakings of the company or of any part thereof; 

(d) profits from the sale of any immovable property or fixed assets of a capital nature comprised in 

the undertaking or any of the undertakings of the company,unless the business of the company 

consists, whether wholly or partly, of buying and selling any such property or assets: 

Provided that where the amount for which any fixed asset is sold exceeds the written-down value 

thereof, credit shall be given for so much of the excess as is not higher than the difference between 

the original cost of that fixed asset and its written down value; 

(e) any change in carrying amount of an asset or of a liability recognised in equity reserves including 

surplus in profit and loss account on measurement of the asset or the liability at fair value. 

(4) In making the computation aforesaid, the following sums shall be deducted, namely:— 

(a) all the usual working charges; 

(b) directors’ remuneration; 

(c) bonus or commission paid or payable to any member of the company’s staff, or to any engineer, 

technician or person employed or engaged by the company, whether on a whole-time or on a part-

time basis; 

(d) any tax notified by the Central Government as being in the nature of a tax on excess or abnormal 

profits; 

(e) any tax on business profits imposed for special reasons or in special circumstances and notified 

by the Central Government in this behalf; 

(f) interest on debentures issued by the company; 

(g) interest on mortgages executed by the company and on loans and advances secured by a charge 

on its fixed or floating assets; 



(h) interest on unsecured loans and advances; 

(i) expenses on repairs, whether to immovable or to movable property, provided the repairs are not 

of a capital nature; 

(j) outgoings inclusive of contributions made under section 181; 

(k) depreciation to the extent specified in section 123; 

(l) the excess of expenditure over income, which had arisen in computing the net profits in 

accordance with this section in any year which begins at or after the commencement of this Act, in 

so far as such excess has not been deducted in any subsequent year preceding the year in respect of 

which the net profits have to be ascertained; 

(m) any compensation or damages to be paid in virtue of any legal liabilityincluding a liability arising 

from a breach of contract; 

(n) any sum paid by way of insurance against the risk of meeting any liability such as is referred to in 

clause (m); 

(o) debts considered bad and written off or adjusted during the year of account. 

(5) In making the computation aforesaid, the following sums shall not be deducted, namely:— 

(a) income-tax and super-tax payable by the company under the Income-tax Act, 1961, or any other 

tax on the income of the company not falling under clauses (d) and (e) of sub-section (4); 

(b) any compensation, damages or payments made voluntarily, that is to say, otherwise than in 

virtue of a liability such as is referred to in clause (m) of sub-section (4); 

(c) loss of a capital nature including loss on sale of the undertaking or any of the undertakings of the 

company or of any part thereof not including any excess of the written-down value of any asset 

which is sold, discarded, demolished or destroyed over its sale proceeds or its scrap value; 

(d) any change in carrying amount of an asset or of a liability recognised in equity reserves including 

surplus in profit and loss account on measurement of the asset or the liability at fair value. 

199. Without prejudice to any liability incurred under the provisions of this Act or any other law for 

the time being in force, where a company is required to re-state its financial statements due to fraud 

or non-compliance with any requirement under this Act and the rules made thereunder, the 

company shall recover from any past or present managing director or whole-time director or 

manager or Chief Executive Officer (by whatever name called) who, during the period for which the 

financial statements are required to be re-stated, received the remuneration (including stock option) 

in excess of what would have been payable to him as per restatement of financial statements. 

200. Notwithstanding anything contained in this Chapter, the Central Government or a company 

may, while according its approval under section 196, to any appointment or to any remuneration 

under section 197 in respect of cases where the company has inadequate or no profits, fix the 

remuneration within the limits specified in this Act, at such amount or percentage of profits of the 

company, as it may deem fit and while fixing the remuneration, the Central Government or the 

company shall have regard to— 

(a) the financial position of the company; 

(b) the remuneration or commission drawn by the individual concerned in any other capacity; 



(c) the remuneration or commission drawn by him from any other company; 

(d) professional qualifications and experience of the individual concerned; 

(e) such other matters as may be prescribed. 

201. (1) Every application made to the Central Government under this Chapter shall be in such form 

as may be prescribed. 

(2) (a) Before any application is made by a company to the Central Government under any of the 

sections aforesaid, there shall be issued by or on behalf of the company a general notice to the 

members thereof, indicating the nature of the application proposed to be made. 

(b) Such notice shall be published at least once in a newspaper in the principal language of the 

district in which the registered office of the company is situate and circulating in that district, and at 

least once in English in an English newspaper circulating in that district. 

(c) The copies of the notices, together with a certificate by the company as to the due publication 

thereof, shall be attached to the application. 

202. (1) A company may make payment to a managing or whole-time director or manager, but not 

to any other director, by way of compensation for loss of office, or as consideration for retirement 

from office or in connection with such loss or retirement. 

(2) No payment shall be made under sub-section (1) in the following cases, namely:— 

(a) where the director resigns from his office as a result of the reconstruction of the company, or of 

its amalgamation with any other body corporate or bodies corporate, and is appointed as the 

managing or whole-time director, manager or other officer of the reconstructed company or of the 

body corporate resulting from the amalgamation; 

(b) where the director resigns from his office otherwise than on the reconstruction of the company 

or its amalgamation as aforesaid; 

(c) where the office of the director is vacated under sub-section (1) of section 167; 

(d) where the company is being wound up, whether by an order of the Tribunal or voluntarily, 

provided the winding up was due to the negligence or default of the director; 

(e) where the director has been guilty of fraud or breach of trust in relation to, or of gross negligence 

in or gross mismanagement of, the conduct of the affairs of the company or any subsidiary company 

or holding company thereof; and 

(f) where the director has instigated, or has taken part directly or indirectly in bringing about, the 

termination of his office. 

(3) Any payment made to a managing or whole-time director or manager in pursuanceof sub-section 

(1) shall not exceed the remuneration which he would have earned if he hadbeen in office for the 

remainder of his term or for three years, whichever is shorter, calculatedon the basis of the average 

remuneration actually earned by him during a period of threeyears immediately preceding the date 

on which he ceased to hold office, or where he held theoffice for a lesser period than three years, 

during such period: 

Provided that no such payment shall be made to the director in the event of thecommencement of 

the winding up of the company, whether before or at any time withintwelve months after, the date 



on which he ceased to hold office, if the assets of the companyon the winding up, after deducting 

the expenses thereof, are not sufficient to repay to theshareholders the share capital, including the 

premiums, if any, contributed by them. 

(4) Nothing in this section shall be deemed to prohibit the payment to a managing orwhole-time 

director, or manager, of any remuneration for services rendered by him to thecompany in any other 

capacity. 

  



Schedule V Part II 

REMUNERATION 

Section I— Remuneration payable by companies having profits: 

Subject to the provisions of section 197, a company having profits in a financial yearmay pay 

remuneration to a managerial person or persons not exceeding the limits specified insuch section. 

Section II— Remuneration payable by companies having no profit or inadequate profit 

without Central Government approval: 

Where in any financial year during the currency of tenure of a managerial person, acompany has no 

profits or its profits are inadequate, it may, without Central Governmentapproval, pay remuneration 

to the managerial person not exceeding the higher of the limitsunder (A) and (B) given below:— 

Provided that the above limits shall be doubled if the resolution passed by theshareholders is a 

special resolution. 

Explanation.—It is hereby clarified that for a period less than one year, the limits shallbe pro-rated. 

(B) In the case of a managerial person who was not a security holder holding securitiesof the 

company of nominal value of rupees five lakh or more or an employee or a director ofthe company 

or not related to any director or promoter at any time during the two years priorto his appointment 

as a managerial person, — 2.5% of the current relevant profit: 

Provided that if the resolution passed by the shareholders is a special resolution, thislimit shall 

bedoubled: 

Provided further that the limits specified under this section shall apply, if— 

(i) payment of remuneration is approved by a resolution passed by the Board and, inthe case of a 

company covered under sub-section (1) of section 178 also by theNomination and Remuneration 

Committee; 

(1) (2) 

Where effective capital is (Rupees) Limit of yearly remuneration payable shall not 

exceed (Rupees) 

(i) Negative or less than 5 crores 30 lakhs 

(ii) 5 crores and above but less than 100 

crores 

42 lakhs 

(iii) 100 crores and above but below 250 

crores 

60 lakhs 

(iv) 250 crores and above 60 lakhs plus 0.01% of effective capital in 

excess of 250 crores 



(ii) the company has not made any default in repayment of any of its debts (includingpublic deposits) 

or debentures or interest payable thereon for a continuous periodof thirty days in the preceding 

financial year before the date of appointment of suchmanagerial person; 

(iii) a special resolution has been passed at the general meeting of the company forpayment of 

remuneration for a period not exceeding three years; 

(iv) a statement along with a notice calling the general meeting referred to in clause (iii)is given to 

the shareholders containing the following information, namely:— 

I. General Information: 

(1) Nature of industry 

(2) Date or expected date of commencement of commercial production 

(3) In case of new companies, expected date of commencement of activities asper project approved 

by financial institutions appearing in the prospectus 

(4) Financial performance based on given indicators 

(5) Foreign investments or collaborations, if any. 

II. Information about the appointee: 

(1) Background details 

(2) Past remuneration 

(3) Recognition or awards 

(4) Job profile and his suitability 

(5) Remuneration proposed 

(6) Comparative remuneration profile with respect to industry, size of thecompany, profile of the 

position and person (in case of expatriates therelevant details would be with respect to the country 

of his origin) 

(7) Pecuniary relationship directly or indirectly with the company, orrelationship with the managerial 

personnel, if any. 

III. Other information: 

(1) Reasons of loss or inadequate profits 

(2) Steps taken or proposed to be taken for improvement 

(3) Expected increase in productivity and profits in measurable terms. 

IV. Disclosures: 

The following disclosures shall be mentioned in the Board of Director’s reportunder the heading 

“Corporate Governance”, if any, attached to the financialstatement:— 

(i) all elements of remuneration package such as salary, benefits, bonuses,stock options, pension, 

etc., of all the directors; 



(ii) details of fixed component and performance linked incentives along withthe performance 

criteria; 

(iii) service contracts, notice period, severance fees; 

(iv) stock option details, if any, and whether the same has been issued at adiscount as well as the 

period over which accrued and over whichexercisable. 

Section III.— Remuneration payable by companies having no profit or inadequate profitwithout 

Central Government approval in certain special circumstances: 

In the following circumstances a company may, without the Central Governmentapproval, pay 

remuneration to a managerial person in excess of the amounts provided inSection II above:— 

(a) where the remuneration in excess of the limits specified in Section I or II is paid byany other 

company and that other company is either a foreign company or has gotthe approval of its 

shareholders in general meeting to make such payment, andtreats this amount as managerial 

remuneration for the purpose of section 197 andthe total managerial remuneration payable by such 

other company to its managerialpersons including such amount or amounts is within permissible 

limits undersection 197. 

(b) where the company— 

(i) is a newly incorporated company, for a period of seven years from the date ofits incorporation, or 

(ii) is a sick company, for whom a scheme of revival or rehabilitation has beenordered by the Board 

for Industrial and Financial Reconstruction or NationalCompany Law Tribunal, for a period of five 

years from the date of sanction ofscheme of revival,it may pay remuneration up to two times the 

amount permissible under Section II. 

(c) where remuneration of a managerial person exceeds the limits in Section II but theremuneration 

has been fixed by the Board for Industrial and Financial Reconstructionor the National Company Law 

Tribunal: 

Provided that the limits under this Section shall be applicable subject to meeting all theconditions 

specified under Section II and the following additional conditions:— 

(i) except as provided in para (a) of this Section, the managerial person is notreceiving remuneration 

from any other company; 

(ii) the auditor or Company Secretary of the company or where the company hasnot appointed a 

Secretary, a Secretary in whole-time practice, certifies that allsecured creditors and term lenders 

have stated in writing that they have noobjection for the appointment of the managerial person as 

well as the quantumof remuneration and such certificate is filed along with the return as 

prescribedunder sub-section (4) of section 196. 

(iii) the auditor or Company Secretary or where the company has not appointed asecretary, a 

secretary in whole-time practice certifies that there is no default onpayments to any creditors, and 

all dues to deposit holders are being settled ontime. 

(d) a company in a Special Economic Zone as notified by Department of Commercefrom time to time 

which has not raised any money by public issue of shares ordebentures in India, and has not made 

any default in India in repayment of any of itsdebts (including public deposits) or debentures or 



interest payable thereon for acontinuous period of thirty days in any financial year, may pay 

remuneration up toRs. 2,40,00,000 per annum. 

Section IV.— Perquisites not included in managerial remuneration: 

1. A managerial person shall be eligible for the following perquisites which shall not beincluded in 

the computation of the ceiling on remuneration specified in Section II and 

Section III:— 

(a) contribution to provident fund, superannuation fund or annuity fund to the extentthese either 

singly or put together are not taxable under the Income-tax Act, 1961; 

(b) gratuity payable at a rate not exceeding half a month’s salary for each completedyear of service; 

and 

(c) encashment of leave at the end of the tenure. 

2. In addition to the perquisites specified in paragraph 1 of this section, an 

expatriatemanagerialperson (including a non-resident Indian) shall be eligible to the 

followingperquisites which shall not be included in the computation of the ceiling on 

remunerationspecified in Section II or Section III— 

(a) Children’s education allowance: In case of children studying in or outside India,an allowance 

limited to a maximum of Rs. 12,000 per month per child or actualexpenses incurred, whichever is 

less. Such allowance is admissible up to a maximumof two children. 

(b) Holiday passage for children studying outside India or family staying abroad: 

Return holiday passage once in a year by economy class or once in two years byfirst class to children 

and to the members of the family from the place of their studyor stay abroad to India if they are not 

residing in India, with the managerial person. 

(c) Leave travel concession: Return passage for self and family in accordance with therules specified 

by the company where it is proposed that the leave be spent in homecountry instead of anywhere in 

India. 

Explanation I.— For the purposes of Section II of this Part, “effective capital” meansthe aggregate of 

the paid-up share capital (excluding share application money or advancesagainst shares); amount, if 

any, for the time being standing to the credit of share premiumaccount; reserves and surplus 

(excluding revaluation reserve); long-term loans and depositsrepayable after one year (excluding 

working capital loans, over drafts, interest due on loansunless funded, bank guarantee, etc., and 

other short-term arrangements) as reduced by theaggregate of any investments (except in case of 

investment by an investment companywhose principal business is acquisition of shares, stock, 

debentures or other securities),accumulated losses and preliminary expenses not written off. 

Explanation II.— (a) Where the appointment of the managerial person is made in theyear in which 

company has been incorporated, the effective capital shall be calculated as onthe date of such 

appointment; 

(b) In any other case the effective capital shall be calculated as on the last date of thefinancial year 

preceding the financial year in which the appointment of the managerial personis made. 



Explanation III.— For the purposes of this Schedule, ‘‘family’’ means the spouse,dependent children 

and dependent parents of the managerial person. 

Explanation IV.— The Nomination and Remuneration Committee while approving theremuneration 

under Section II or Section III, shall— 

(a) take into account, financial position of the company, trend in the industry,appointee’s 

qualification, experience, past performance, past remuneration, etc.; 

(b) be in a position to bring about objectivity in determining the remunerationpackage while striking 

a balance between the interest of the company and theshareholders. 

Explanation V.— For the purposes of this Schedule, “negative effective capital” meansthe effective 

capital which is calculated in accordance with the provisions contained inExplanation I of this Part is 

less than zero. 

Explanation VI.— For the purposes of this Schedule:— 

(A) “current relevant profit” means the profit as calculated under section 198 butwithout deducting 

the excess of expenditure over income referred to in sub-section 4(l) thereof in respect of those 

years during which the managerial person was not anemployee, director or shareholder of the 

company or its holding or subsidiarycompanies. 

(B) “Remuneration” means remuneration as defined in clause (78) of section 2and includes 

reimbursement of any direct taxes to the managerial person. 

Section V. —Remuneration payable to a managerial person in two companies: 

Subject to the provisions of sections I to IV, a managerial person shall draw remunerationfrom one 

or both companies, provided that the total remuneration drawn from the companiesdoes not 

exceed the higher maximum limit admissible from any one of the companies of whichhe is a 

managerial person. 

PART III 

Provisions applicable to Parts I and II of this Schedule 

1. The appointment and remuneration referred to in Part I and Part II of this Scheduleshall be subject 

to approval by a resolution of the shareholders in general meeting. 

2. The auditor or the Secretary of the company or where the company is not required toappointed a 

Secretary, a Secretary in whole-time practice shall certify that the requirement ofthis Schedule have 

been complied with and such certificate shall be incorporated in thereturn filed with the Registrar 

under sub-section (4) of section 196. 

PART IV 

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

the requirements contained in this Schedule. 

 



CORPORATE SOCIAL RESPOSIBILITY 

135. (1) Every company having net worth of rupees five hundred crore or more, orturnover of 

rupees one thousand crore or more or a net profit of rupees five crore or moreduring any financial 

year shall constitute a Corporate Social Responsibility Committee of theBoard consisting of three or 

more directors, out of which at least one director shall be anindependent director. 

(2) The Board's report under sub-section (3) of section 134 shall disclose thecomposition of the 

Corporate Social Responsibility Committee. 

(3) The Corporate Social Responsibility Committee shall,— 

(a) formulate and recommend to the Board, a Corporate Social ResponsibilityPolicy which shall 

indicate the activities to be undertaken by the company asspecified in Schedule VII; 

(b) recommend the amount of expenditure to be incurred on the activities referredto in clause (a); 

and 

(c) monitor the Corporate Social Responsibility Policy of the company from timeto time. 

(4) The Board of every company referred to in sub-section (1) shall,— 

(a) after taking into account the recommendations made by the Corporate SocialResponsibility 

Committee, approve the Corporate Social Responsibility Policy for thecompany and disclose 

contents of such Policy in its report and also place it on thecompany's website, if any, in such 

manner as may be prescribed; and 

(b) ensure that the activities as are included in Corporate Social ResponsibilityPolicy of the company 

are undertaken by the company. 

(5) The Board of every company referred to in sub-section (1), shall ensure that thecompany spends, 

in every financial year, at least two per cent. of the average net profits ofthe company made during 

the three immediately preceding financial years, in pursuance ofits Corporate Social Responsibility 

Policy: 

Provided that the company shall give preference to the local area and areas around itwhere it 

operates, for spending the amount earmarked for Corporate Social Responsibilityactivities: 

Provided further that if the company fails to spend such amount, the Board shall, in itsreport made 

under clause (o) of sub-section (3) of section 134, specify the reasons for notspending the amount. 

Explanation.—For the purposes of this section “average net profit” shall be calculatedin accordance 

with the provisions of section 198. 

SCHEDULE VII 

Activities which may be included by companies in their Corporate SocialResponsibility Policies 

Activities relating to:— 

(i) eradicating extreme hunger and poverty; 

(ii) promotion of education; 

(iii) promoting gender equality and empowering women; 

(iv) reducing child mortality and improving maternal health; 



(v) combating human immunodeficiency virus, acquired immune deficiencysyndrome, malaria and 

other diseases; 

(vi) ensuring environmental sustainability; 

(vii) employment enhancing vocational skills; 

(viii) social business projects; 

(ix) contribution to the Prime Minister's National Relief Fund or any otherfund set up by the Central 

Government or the State Governments forsocio-economic development and relief and funds for the 

welfare of the ScheduledCastes, the Scheduled Tribes, other backward classes, minorities and 

women; and 

(x) such other matters as may be prescribed. 

 


