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INTRODUCTION 

There are many different types of companies such as Sole Proprietorship, Partnership Firm, 

Hindu Undivided Family Business, Limited Liability Partnership, etc. But there is much other 

advantage for company form of business from another form of business such as Limited 

Liability, Perpetual Succession, Separate Legal Identity, etc.  

OBJECTS OF COMPANIES 

Following are the objectives of the companies: 

• To develop the economy by encouraging entrepreneurship 

• Creating flexibility and simplicity in the formation and maintenance of the companies 

• To encourage transparency and high standards of corporate governance 

• To recognise new concept and procedures to facilitate ease of doing business while 

protecting interest of all the stakeholders 

• To enforce strict action against fraud 

• To set up institutional structure in form of various authorities, bodies, and panels 

• To cater to the need for more effective and time bound approvals and compliance 

requirements 

POWERS OF COMPANIES 

Following are the powers  

• 1. General Powers of a Company Director 

According to Section 291 of the Act, the board is entitled to exercises all such powers and to 

do all such acts and things as the company which is authorized to do. The exceptions are the 

acts, which could be done by the company only if the general meetings of the members as 

required by law. 

• 2. Specific Powers of a Company Director 
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1. According to section 262, in the case of a public company or a private company, which is a 

subsidiary of the public company, the power to fill a casual vacancy of directors is to be 

exercised by the board meeting. 

2. According to section. 292, the following are the powers of the company which shall be 

exercised by the board by means of resolution passed in the meeting of the board – 

1. to make calls, 

2. to issue debentures, 

3. to borrow moneys by other means, 

4. to invest the funds of the company, and 

5. to make loans. 

The last three powers cannot be delegated to the Manager or to a Committee of Directors but 

must be exercised only at a Board meeting.  

• 3. Powers of Director subject to the Consent of the Company 

The directors of a public company and the private company can exercises many powers, 

which is a subsidiary of a public company only with the consent of the company in the 

general meeting: 

1. Sell, lease or otherwise dispose of the undertaking of the company. 

2. To remit or give time for repayment of any debt due by the director of the company. 

3. To invest the sale proceeds of any property of the company in securities other than trust 

securities. 

4. To borrow moneys where the moneys already borrowed (other than temporary) exceeds the 

total of the paid-up capital and free reserves of the company. 

5. To contribute to charities and other funds not directly relating to the business of the 

company or to the welfare of the employees in any year in excess of Rs.50000 or 5% of the 

average net profits of the three preceding financial years whichever is greater. 

• 4. Powers of Director subject to the Consent of the Central Government 
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1. According to section 268, any provision relating to the appointment or reappointment of a 

Managing Director can be altered by the Board with the consent of the Central Government. 

2. According to section. 295, the Board, subject to the Central Government’s consent, has the 

power to appoint a person for the first time as a Managing Director. 

3. According to section. 295, the Board, only with the previous approval of the Central 

Government, can make any loan or give any guarantee or provide any security in connection 

with a loan made by any other person to 

a. any of its directors or any director of its holding company, or 

b. any partner or relative of such director, or 

c. any firm in which any such director or relative is a partner, or 

d. any private company of which any such director is a member or director, or 

e. anybody corporate, 25% or more of whose total voting power may be exercised or 

controlled by any such director or two or more directors together, or 

f. anybody corporate, whose Board or Managing director or Manager is accustomed to 

act in accordance with the directions or instructions of any director or directors of the 

leading company. 

4. Subject to the approval of the Government, the Board has the power to invest in the shares 

of another company in excess of the limits specified in Sec. 372. 
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MEMORANDUM OF ASSOCIATION1 

A company is usually made when group of people work together to form a company. 

Company is made in order to achieve profit from the business. However, the formation of a 

company requires certain steps. This requires filing of application to Registrar of Companies. 

There are a lot of documents that is required to be submitted to the Registrar of Companies. 

The Memorandum of Association is one of the documents which is compulsory to submit to 

Registrar of Companies in order to incorporate a company. 

The Memorandum of Association is a legal document which explains the reason and purpose 

for the incorporation of the company. It contains all the rules and regulations of the company. 

The Memorandum of Association has been explained under section 2(56) of The Companies 

Act, 2013. According to this section, Memorandum of Association is framed i.e. as it was 

during staring of the company and Memorandum of Association altered from time to time i.e. 

all changes made time to time will be part of the Memorandum of Association.  

The Memorandum of Association is considered to be a public document. If a person wants 

any information about any company the, he/she has to take help from the Registrar of 

Companies. It is duty of everyone to know every little information of the company with 

which he/she want to make a contract. 

Section 3 of The Companies Act describes about the importance of the Memorandum of 

Association. It has mentioned that number of people required for registering in a company. 

To register as a public company, seven or more members are required. For a private 

company, two or more people are required. In one person company, only one person is 

required. 

There are certain clauses that is required to form Memorandum of Association. These clauses 

include:2 

• Name Clause 

• Registered Office Clause 

 
1 Memorandum of Association/Meaning/Contents of MOA, By: ACCOUNTLEARNING.COM (2021), From: 

Memorandum of Association | Meaning | Contents of MOA (accountlearning.com) 
2 Memorandum of Association: Know everything about it, By: Diva Rai (18 October, 2019), From: 

https://blog.ipleaders.in/memorandum-of-association-2/ 

https://accountlearning.com/memorandum-of-association-meaning-contents-of-moa/
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• Object Clause 

• Liability Clause 

• Capital Clause 

• Subscription Clause 

• Association Clause 

Name Clause  

This the very first and important clause for any company that wants to get itself registered 

under the Registrar of Companies. In this clause, the company has to decide its name. There 

are also some limitations accompanied with the name clause. Like, for a Public company, it is 

compulsory to add the word Limited. e.g. Bharat Heavy Electricals Ltd, Coal India Ltd. Etc. 

If it is a private company then, the word private limited shall be used. Other rules includes, 

that no name should be same or similar with any other already existing company. 

Registered Office Clause 

This clause requires the company to mention about the state in which the company will be 

registered. It contains name of the state or union territory of the location of the office. Every 

company is required to inform the place within thirty days of incorporation of the company. 

Section 12 of The Companies Act, mentions about the Registered Office Clause. The 

company is required to fix its name and registered address outside of its office. In the case of 

one Person Company, the company should write “one person company” in brackets.  

Object Clause 

The object clause acts like the body of the company. It lists down the purpose of work and 

purpose of the company. Every work that the company does, has to be mentioned in the 

Memorandum of Association. It is responsibility of the company to give the details of its 

work. The object clause protects the shareholders, creditors and public. With the object clause 

the public as well as the company will have a transparent relation. 

Liability Clause 

This clause explains the liability of the company. Every company has certain liability. This 

clause helps in providing protection to the shareholders by not personally holding them liable 
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for their company. The liability clause also mentions the amount of contribution of every 

person in case the company decides to wind up in future. 

Capital Clause 

The Capital clause mentions the amount of money that was required to register the company. 

It states the amount of that has been used in what kind of capital. 

Subscription Clause 

The subscription clause mentions the name and address of the first subscribers of the 

company. It acts like a declaration of the subscribers declaring that they agree to subscribe 

the shares mentioned in the memorandum of association. It is compulsory for the subscribers 

to issue at least one share of the company. In case of private company, number of 

subscriptions should be two and for public company, it’s seven. 

Association Clause 

The association clause is when the members of the company declare that they want to be part 

of this company. Basically, it is a form of approval of the company members to take 

subscription.3 

Conclusion 

It can be seen that no company will be incorporated without registering the memorandum of 

association. The memorandum of association acts like a bible of a company. All the details 

like name, address, purpose etc. of a company is mentioned in the memorandum of 

association. Without it, a company can never exist. Therefore, it is very important for 

everyone who wish it start a company, to form a memorandum of association and get 

registered.  

4 

 

 

 
3 Memorandum of Association (MOA) under Companies Act, 2013, By: CS Tripti Shakya (30 November, 2020), 
From: https://taxguru.in/company-law/memorandum-association-moa-companies-act-2013.html 
4 Memorandum of Association-MOA format, By: cleartax (7 July, 2021), From: 
https://cleartax.in/s/memorandum-of-association-moa 
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WHAT ARE ARTICLES OF ASSOCIATION? 

 

Articles of association acquire a certification that specifies the superintendencies for 

a company's applications and defines the company's function. 

The certification lays out how the businesses are to be followed through within 

the association, thus comprehending the process for which usually the 

commissioning directors, and the administration of financial records. 

Articles of association frequently associate the approach in which the main source 

presence will issue shares, pay dividends, audit financial records, and hand over voting rights. 

This set of rules can be esteemed a user's manual for the company because it outlines 

the technique for achieving the day - to - day tasks that must be redeemed. 

While the content of the articles of association and the rigorous terms used mutate from the 

jurisdiction to jurisdiction, the certification is quite correspondent throughout 

the world and by and large contains victuals on the company name, the company's purpose, 

the share capital, the company's organisation, 

and victuals considering shareholder conjunctions. 

Company Name 

As a lawful individual, the company must have a personage that can be inaugurate in 

the articles of association . 

All administrations will have rules involving company names . generally, a 

suffix comparable as " Inc. " or " Ltd. " must be used to show that the individuality is 

a company. Also, some maxims that could disrupt the public, such as " governance " or 

" ministry, " can not be used or 

must be acted only for precise types of individualities. apothegms that are objectionable or 

heinous are also usually banned. 

Capacity of the Company 

The intellection for the advancement of the company must also be enunciated in 

the articles of association. Some administrations bide very broad capacities — 

" administration " — while others challenge greater assignment — " the operation of a mass-

produced bakery, " for example. 
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Share Capital 

The computation and classification of shares that constitute a company's capital are listed in 

the articles of association. There will leastwise be at least 

one configuration of common share that makes up a company's capital.  

In accumulating, there may be several classifications of preferred shares. The company may 

or may not discharge the shares, but if they're inaugurate in the articles of association, they 

can be discharged if and when the destituteness presents itself. 

Organization of the Company 

The legitimate organization of the company, comprehending its comportment, 

the number of administrators and officers and identity of 

the generators and original shareholders, are found in this section. 

Calculating on the governance and type of establishment, the auditors and legal counsels of 

the company may also be in this section. 

Shareholder Meetings 

The provisions for the commanding general meeting of shareholders and the conventions that 

will administrate subsequent yearly shareholder meetings — such as notices, determinations, 

and votes — are laid out in specific in this segment. 

Purpose of memorandum 

The capacity of having a memorandum of association is that the person outside 

the company must have a clear duplication about the company.  The 

shareholder denoting to embozo his bases should know the accomplished assignments about 

the expansion he's succeeding to put his menace on. Any other person 

who's intending to deal with the company is obliged to know without any misdoubt whether 

the contractual relation with the company he's esteeming to enter with is the 

one veritably relating to the challenge within the company ’s marketable objects. 

 

What are the pathway demanded for altering in MOA? 

A Notice of Board confluence is issued at least 7 days before the date of Board meeting. 
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In the board meeting, a board resolution is befalling enunciated for the altering in 

MOA grounds to favour of shareholder meeting. 

Fix the date, time and venue for conglomerating the shareholder meeting. A notice of 

Shareholder convergence is discharged at least 21 days before the date of 

shareholder meeting. After the shareholder decidedness is being constituted, Form MGT-14 

is filed within 30 days from passing of the special resolution along with the explicatory 

attirance, revamped duplicate of MOA. 

 

A company can change its notability at any time by any of the following methodologies 

• By passing a special resolution. 

• By earning the favour of the Central Government. 

 

What are the circumscriptions for any cognate altering in the notability? 

The fluctuation of name shall not be allowed to a company which has defaulted in filing its : 

• Quarterly proceeds 

• Fiscal articulations 

• Any certification due for filing with Registrar paying off of developed accounts or 

debentures or interest on deposits or debentures 

 

How to Reserve the Company name? 

In FormINC. 24 an exercise shall be filed along with the charge for an alteration in 

the megastar of the company and a new certification of embodiment in Form No.INC. 25 

shall be expelled to the company regarding upon the change in the name. In RUN 

(Reservation of Unique Name) form an exercise for the stipulation of 

a name is occurred along with the claimed charge as fed in the companies Rules, 2014.  
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PURPOSE OF MEMORANDUM 

Memorandum- Memorandum of association is a legal document signed by initial 

shareholders and other guarantors to form a company. It specifies the objective of formation 

of the company.it consists of a name clause, business location clause, objective or objects 

clause, liability clause, capital clause, as well as an association clause. It describes powers 

and objectives of a company. MOA regulates a company’s external affairs, and complements 

the article of association which covers a company’s internal constitution. 

 It comprises of several clauses, namely- 

1. Name clause- The clause should clearly represent the name of a company. The name 

should not be identical to an existing company’s name. Certain words are restricted and 

cannot be used as names. Moreover, the name should end with “private/ private limited” 

2. Business location clause- It consists of name of the state in which the business is 

established. 

3. Objects clause- this clause specifies all the business a company will commence once it is 

incorporated. 

• Main Objective: It states the main business of the company 

• Incidental Objective: These are the objects ancillary to the attainment of main 

objects of the company 

• Other objectives: Any other objects which the company may pursue and are 

not covered in above (a) and (b) 

4. Liability clause- It states the liability of the members of a company. The liability can be 

limited on unlimited. 

5. Capital clause- It clarifies the authorised capital of a company, number of shares and value 

per share. 

6. Subscription clause- It contains names and addresses of initial subscribers. There must at 

least be 2 people in case of private company, 7 in case of a public company and 1 in case of 

One person company. 

Purpose of a memorandum is to provide a certain limits and structure in which a company is 

needs to carry out its business.  The MoA lays down the boundary beyond which the actions 
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of the company cannot go. It provides an understanding of powers and rights of a shareholder 

of a company, so that shareholders can determine how much capital they would want to 

invest in a company. It provides readers a clear idea of the objective and business of a 

company to avoid any kind of fraud or misunderstanding. 

Article of association- 

According to Section 2 (5) of the Companies Act, 2013, Articles of Association have been 

defined as- “The Articles of Association (AOA) of a company originally framed or altered or 

applied in pursuance of any previous company law or this Act.” 

 

 The article of association is by-laws of a company abiding by which the company carries out 

its internal affairs. In order to make change in article of association, a company has to comply 

with provisions of Section 14 of Companies Act, 2013. Any power of a company be 

exercised only if it is mentioned in article of association, and only in the manner it is 

mentioned. Article of association has a binding effect on the company.  

The binding effects can be of following manner-  

1. Members bound to the company. 

2. Company bound to its members. 

3. Members bound to other members. 

4. Company and outsiders. 

Alteration can be made by inserting a new article, removal of an article, modification or 

substitution. 

 

Steps involved in alteration of article of association-  

1. Convey Board meeting of directors- a notice for alteration of article is to be provided for at 

least 7 days. 

2. Hold Board meeting-  

o The resolution must be passed by the board. 
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o To Get Approval to Alteration in Article of Association and recommending the 

proposal for members' consideration by way of special resolution. 

o date, time, and venue of the general meeting is to be fixed and a director or any other 

person is to be authorized to send the notice for the same to the members. 

3. Issue notice of general meeting- Notice of EGM must be given at least 21 days before the 

actual date of EGM. EGM can be called on shorter notice with the consent of at least majority 

in number and ninety five percent of such part of the paid-up share capital of the company 

giving a right to vote at such a meeting: All the Directors, Members and Auditors of 

Company. 

The notice must include date, day, time and place of the meeting and state of business. 

4. Hold general meeting-  

a. Quorum must be checked. 

 b. Check whether auditor is present, if not, then leave of absence is Granted or Not. (As per 

Section- 146).  

 c. Special Resolution is to be passed. [Section-114(2)]  

d. Approval of Alteration in AOA. 

5. Filling of form with ROC- Filing of Resolutions and agreements to the Registrar (under 

section117) with the Registrar along with the requisite filing within 30 days of passing the 

special resolution, along with given documents - 

a. Certified True Copies of the Special Resolutions along with explanatory statement;  

b.  Copy of the Notice of meeting send to members along with all the annexure;  

c. A printed copy of the Altered Article of Associations. 
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ALTERATION OF MEMORANDUM OF ASSOCIATION, 

ARTICLES. 

Introduction: 

         Memorandum of association is the document that governs relationship between the 

company and the outside. It is a charter of the company and mentions the extent and scope of 

its activities. Hence, memorandum of association is an important document as it defines the 

relationship of the company with the interest and rights of the company members. 

          Thus, it is important to consider the approval of all the members of the company where 

their consent is much required before making any alteration in the memorandum of 

association. 

Meaning: 

            A Memorandum of Association of any company is a legal document that consist 

fundamental information required for the Incorporation of the company. It is also called the 

charter of the company. Companies may need to bring changes in the clauses of the company, 

for which alteration of Memorandum of Association is required. The MOA of a company 

outlines the company’s name, the physical address of registered office, names of 

shareholders, and distribution of shares. 

Section 4 of the Companies Act defines MOA and Memorandum of Association consists of 

following clauses: 

Name clause: 

         The name clause of the Memorandum defines that the name of the company must be 

unique, authentic, and legal. The name of the company must be different from those names 

which are already registered with a similar name. the name availability of the companies can 

be checked on the MCA portal for verification. Any such changes in the name clause require 

alteration in MOA. 

Registered office clause: 

          The registered office clause comprises of all the details of the registered office of the 

company. It has the name of the state or UT of the office location which may or may not 

contain the exact address of the office. It includes the name of the state and UT of the 
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registered office. After the Incorporation of the company, within  15 days you need to specify 

the exact location of the office and also verify the office address within 30 days from the 

Incorporation of the company. Any such change in the objective requires Alteration in the 

Registered Office clause of the MOA. 

Objective Clause: 

          This clause defines the object for which the proposed company is going to be 

incorporated, which means the purpose for which the company is being established. Any 

changes in the objective of the company require alteration in the object clause of MOA. 

Liability clause: 

           Liability clause defines the extent to which the shareholders are liable to  pay off the 

debt obligations during the discontinuation of the company. The clause also states that no 

member can be asked to pay more than the amount that is liable to be paid. 

Capital clause:    

This clause includes the company’s authorized capital with which the company is registered. 

Capital clause specifies the number of shares of each kind and the face value of each share. 

 

Alteration of Memorandum in different clauses 

      Any alteration in the different clauses of the MOA are described as the Alteration of 

Memorandum of Association. 

1. Alteration in the Name clause of Memorandum 

     If the company itself wants to change its name, then this alteration in the name clause of 

Memorandum will come under clause section13. 

Where as for any kind of rectification in the name of the company, then the alteration will 

come under clause section 16 which requires approval from the Central Government. 

 

          

Purpose of Memorandum 
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        The purpose of having a memorandum of association is that the person outside the 

company must have a clear picture about the company: 

1. The shareholder intending to invest his capitals should know the complete details 

about the field he is put his risk on. 

2. Any other person who is planning to deal with the company is obliged to know 

without any doubt whether the contractual relation with the company he is 

considering to enter with is the one actually relating to the matter within the 

company’s corporate objects. 

A company can change its name at any time by any of the following procedures: 

          By passing a special resolution. 

          By  obtaining the approval of the central government. 

           The change of name shall not be allowed to a company which has defaulted in filling 

its 

➢ Annual returns  

➢ Financial statements 

➢ Any document due for filling with Registrar 

➢ Repayment of matured deposits or debentures or interest on deposits of debentures 

 

Steps taken by ROC (Registrar of Companies) 

          On any change in the name of the company, the Registrar will enter the new name in 

the new name in the register of companies in place of the previous name. And after that, it 

will issue a fresh certificate of Incorporation with the new name and the change in the name 

shall be complete and valid only on the issue of the fresh certificate of incorporation. 

 

Alteration in the Objective Clause of Memorandum 

        If the company wants to change the objective of its business, then there is a requirement 

of special resolution that must be passed. For example, reliance is telecommunication 
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industry and wants to expand or change its  service, and then it requires consent from the 

majority of its shareholders. 

The details of the objective must be published in the newspaper that too in different language 

and other in the vernacular language where the registered office of the company is situated 

and also on the website of the company. 

 

Alteration of Registered Office Clause: 

       In case, the company wants to change its registered office, then this alteration in the 

registered office clause of  memorandum will come under clause Section12. 

Here, the registrar will register any alteration in the Memorandum with respect to the objects 

of the company and then certify the registration within a period of 30 days. Any such change 

in the Memorandum results in the  transfer of registered office of a company from one state 

to another. 

 

Alteration of capital clause: 

➢ An increase of its share capital by issue of new shares. 

➢ Consolidation of existing shares into shares of larger amounts. 

➢  Conversion of fully paid shares into stock or vice versa. 

➢ Cancellation of unissued shares. 

 

Alteration of the Liability Clause: 

      The alteration of the Liability Clause restricts the liability of the directors. The liability 

clause can be unlimited by passing a special resolution which should be filed with the 

Registrar within a period of 30 days. 

 

 

Alteration of Articles of Association 
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      The AOA can be altered in the following ways 

➢ By adopting a new set of articles. 

➢ By adding or inserting any new article. 

➢ By deleting any article. 

➢ By amending or substituting any specific rule. 

 

Some major highlights about the Alteration in AOA- 

1. Alteration in AOA is to be noted in every copy- any kind of alteration in the 

AOA of a company must be noted in every copy of the AOA.  

2. If the company makes any default in complying with the provision, the 

company and every  officer of the company who is in default shall be liable 

for the default. 

In accordance with section 14 of the Companies Act,2013, a company may alter its articles 

mentioned in its AOA by passing a special resolution. The alteration done in the AOA of a 

company must be filed with the registrar with a printed copy of the articles within 15 days.  

The entrenchment provisions of the articles can only be made on the formation of a company 

or by an amending the articles as has been agreed to by all the company members in the case 

of a private company and in the case of a public company by a special resolution. 

         It is obligatory for the company to pass a special resolution for the converting public 

company into private company and vice-versa. 

  

 

Effects of Alteration in AOA: 

           Companies need to alter their articles according to the requirements. The most 

important things is that a company cannot alter its article for their personal benefit or for the 

sake of doing illegal business. Alteration in the AOA of a company bounds the company to 

its members. The AOA governs the internal management, business, or administration of the 

company. 
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Conclusion: 

     Changes are frequent, and so are the changes in the company’s law rules and regulation. 

Companies may need to alter the clauses of the company, and so alteration in the Articles of 

Association is required. But these alterations cannot overrule the Companies Act,2013. This 

it is essential to have MOA and AOA drafted before the Incorporation of the Company as it 

includes the rules and regulations for the internal management of the company. 
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DOCTRINE OF CONSTRUCTIVE NOTICE 

 

Constructive notice is the legal fiction that signifies that a person or entity should have 

known, as a reasonable person would have, of a legal action taken or to be taken, even if they 

have no actual knowledge of it.5 The doctrine specifies that all persons dealing with the 

company are deemed to have knowledge of the company's articles of association and 

memorandum of association. 

 

The memorandum of association and articles of association of the company are signed by its 

members. These documents are accessible to public in general either free or with the payment 

of nominal fee. As the person who wants to be the member of the company has to sign these 

documents. The person is presumed to be aware of all the rights and obligations mentioned in 

these documents. It is presumed he has read these documents and is aware and understand the 

documents properly and in its exact form. He is presumed to know about the powers 

delegated to different functionaries like directors. Though there can be exceptions but the 

general presumption cannot be rebutted. The scrutiny to the fact that whether he have read the 

documents or not is beyond comprehension as it will become difficult for the company to 

personally verify about desire of every person to know about the entity, they are going to be 

part. As a company can have a lot many members it has to be presumed that if the person is 

giving his consent to the memorandum of association and articles of association, he knows 

about the necessary details before making up his mind. Everyday share are traded in the stock 

market, many people buy the company’s share for the first time using the electronic devices 

in their hands. Just a click and you can be allotted shares. Now if you giving to money to buy 

the shares, it becomes a kind liability on your person to have knowledge about the company 

before investing your money. It should be noted that everything cannot be known to the 

member just by reading documents. There are many things which he cannot know that are 

related to day to day functions of the company or the conduct of the directors in person. He 

cannot contemplate these things in advance and this kept in mind by the law makers. 

 
1.https://en.wikipedia.org/wiki/Constructive_notice#:~:text=Constructive%20notice%20is%20the%20legal,no
%20actual%20knowledge%20of%20it. 
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Adequate safeguards are provided for the benefit of an innocent inestor or in general for any 

member of the company. 

 

This doctrine is based on the fact that people have sufficient wisdom to read the documents 

and conditions they are adhering to. They have an innate desire to check the company's 

memorandum and articles before entering into any contract with the company. There is an 

legal maxim- IGNORANTIA JURIS NON EXCUSAT- ignorance of law is no excuse. In the 

same way ignorance to the laws and policies related to the company is not excuse though 

there are several reservations to this when we talk about a company 

The exception to the doctrine of constructive notice is the "Rule of Indoor management" or 

"Turquand's Rule". 

 

Legal effect of memorandum and articles 

Under sec.10 of the Companies Act, 2013, the memorandum and the articles when registered, 

shall bind the company and its members to the same extent as if it had been signed by them 

and had contained a covenant on their part that the memorandum and the articles shall be 

observed. 

Their legal effect are follows. 

1. Each member of the company is bound by it. 

As each member is required to sign the Memorandum of Association and Articles of 

Association. Their signature and commitment bind them with the company. These documents 

are treated as contracts between the company and its members. Company can sue the 

members in case of Non-compliance of memorandum or articles of association. 

2. The company is bound to the members 

As each member is bound by the company. The company is also bound to the members. 

Company must comply with its provisions and policies. Members can enforce their right 

against the company. Company cannot breach its own articles against its members.  

3. They bind the members with each other 
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Though members are not bound to each other directly. They are bound by the way of signing 

and being bound with the company at the same time. These contracts can be enforced only 

though the medium of the company. Rights and liabilities are binding among the members 

via the company.  

Note. Members cannot bring a suit against another member for the enforcement of articles. 

He has to do it by the mediation of the company.  

4. They do not bind the company or its members to the outsiders.  

Outsiders do not have any contractual right against the company. They cannot enforce any 

rights and liabilities against the company. 

5. Any act of the company outside the scope of activities as laid down in the memorandum is 

said to be ultra vires and non-binding on it. 
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CONCLUSION; 

→ The Doctrine of Indoor Management – The ‘Doctrine of Indoor Management is an 

ancient principle that is being used for 165 years. It is popularly known as Turquand Rule. 

• The role of this principle is to protect the outsiders against the actions taken by the 

company. 

• It controls all the actions taken by the company as it involves the company’s documents, 

which helps in protecting outsiders from the company.  

• A person entering into a transaction with the company needs to satisfy that the proposal 

made is not inconsistent and is authorized by the articles and memorandum of the company. 

He/ She is not bounded to look into any internal irregularities of the company, if there are any 

internal irregularities in the company then the company will be held liable in such case as the 

person has acted on the ground of good faith as he/she did know about the internal agreement 

of the company.  

• The role of the doctrine of indoor is different from that of the role of the doctrine of 

constructive notice. 

• The doctrine of constructive notice protects the company against outsiders whereas the 

doctrine of indoor management protects outsiders from the company.  

• This could also act as a safeguard against the abuse of the doctrine of constructive 

management. 

♯ Origin of Doctrine of Indoor Management;  

• The ‘Doctrine of Indoor Management’ originated from the landmark case of Royal British 

Bank V Turquand (1856).   

• In the above case the directors of the company borrowed money from the plaintiff. The 

Articles of the company provide for the borrowing of the money on bonds, which requires a 

resolution to be passed in the general meeting. The repayment of the loan was not duly met 

and the directors claimed the reason being that the resolution was not made in the general 

meeting. Later the company was held liable. As the directors could borrow and pass the 

resolution, so the plaintiff has the right to assume that the necessary resolution would have 
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been passed. It was held that the plaintiff could sue the company based on the bond. As he 

was entitled to assume that all the necessary resolutions have been made.  

• Lord Hatherly observed – “Outsiders are bound to know the external position of the 

company, but they are not bound to know its indoor management”.  

• The rule was further endorsed by the House of Lords in Mahony V East Holyford 

Mining Co. (1875) LR 7 869.  

• In this case, the Articles of the company provided that the cheques to be passed shall be 

signed by two directors and countersigned by the secretary of the company. It later came to 

light that the director who signed the cheque was not properly appointed. Later it was held 

that the person receiving such cheque should be entitled to the amount as the appointment of 

the director is related to the internal management of the company and the person dealing with 

the company is not required to enquire about it. 

• The view held in the above the House of Lords in Mahony V East Holyford Mining Co. 

case is supported by Section 176 of the Companies Act, 2013, which states that the defects in 

the appointment of the director shall not invalidate the acts done.  

• The doctrine provides that the third party who entered into a contract with a company is 

protected against any irregularities in the internal procedure of the company. The third parties 

cannot find out internal irregularities of the company, hence the company will be held liable 

if any loss is incurred due to these irregularities. 

→ Exception to Doctrine of Indoor Management –  

Listed below are exceptions to the doctrine of indoor management that has been judicially 

established, which provides the circumstances under which the benefits of indoor 

management cannot be claimed by the person dealing with the company.  

       • KNOWLEDGE OF IRREGULARITY – This rule does not apply not the circumstances 

where the affected has actual or constructive notice about the irregularity. In Howard V 

Patent Ivory Manufacturing Company (1888), the Articles of the company entitled the 

directors of the company to borrow up to 1,000 pounds. The limit could be raised provided 

the consent must be given in the general meeting. Without the resolution being passed, the 

directors took 3,500 pounds from one of the directors who took debentures. Later, the 
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company was held liable only for 1,000 pounds. Since the director knew the resolution was 

not passed, they could not claim protection under the rule. 

       • SUSPICION OF IRREGULARITY – In any case, a person dealing with the company is 

suspicious about the circumstances revolving around the contract, and then he shall enquire 

into it. If the person falls into the enquire he cannot rely on this rule. 

       • FORGERY – The rule does not apply to the transaction involving forgery or illegal or 

transactions that are void ab initio (null and void). This was established in the Ruben V Great 

Fingall Consolidation Case (1906). A person was issued a share certificate with the common 

seal of the company. The signature of two directors and the secretary was required for the 

valid certificate. But the secretary signed his name and forged the signature the name of the 

two directors. The court held that the company is not liable for forgery done by the officers. 

→ Memorandum of Association – It is the charter document of the company. It is a legal 

document prepared during the formation of the company, it defines the company’s 

relationship with its shareholders, and along with that it also specifies the objectives of the 

company. It regulates company’s external affairs. It lays down the boundaries of the company 

under which it has to work. The MoA helps its shareholders, creditors, or other people 

dealing with the company regarding their power. The MoA consists of the following clauses; 

(1) Name Clause 

(2) Registered office clause  

(3) Object clause  

(4) Liability clause  

(5) Capital clause 

→ Article of Association – It is a form of document that specifies the regulations for a 

company's operations and defines the company's purpose. It provides the process of how 

various are tasks are to be done in a company like appointing directors, recording financial 

transactions.  

→ Any alteration in Memorandum of Association of a company comes under Section 13 of 

Companies Act 2013. The alteration can be of several types like the change of company’s 

name. 
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→ Any alteration in the Article of Association of a company like adding, deleting, or 

modifying companies articles such as the procedure for issue of shares or appointing of 

directors comes under Section 14 of Companies Act 2013.   

→ Purpose of Memorandum – Its main purpose is to provide a clear picture of the company 

to outsiders to the company like shareholders or any person interested in dealing with the 

company. 

→ Memorandum of Association defines the company’s relation with outsiders, whereas 

Article of Association states the company’s relation with its members. MoA is the basic 

foundation on which the company is built and the AoA is the compression of companies by 

laws that govern the company’s management and code of conduct. 

→ Doctrine of Constrictive Notice – It states that everyone involved with the business has 

the knowledge of company’s Article of Association. It helps in the reduction of liability, as it 

assumes that everyone entering into a contract with the company has the knowledge of 

companies articles as they are in the form of public records.  

→ Legal effect of MoA and AoA – (a) bind each member to the company   

           (b) bind the company to its members 

           (c) bind the members with each other 

           (d) prevent the binding of the company or its members to outsiders. 

 

 

 

 

 

 

 

 


