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RAJESH RELAN

HE Companies (Amendment) Acl.

2000 has amended Section 252(110f

the Companles Act. 1936 by adding i«
provisothatapublic company havingapald
upcapitalof Rs 3croreormorcand 10U ot
more small shareholders may have a dircC
torelected by sinnll sharcholders.

“Small sharcholders” means sharchold
ers holding shares of nominal value of Rs
20,000 or less, Thisprovislon hasbeenlntre-
duced to enable small sharcholders, wio
individually hold few shares but collectively
hold i largechunk. toappoint thelrnominec
onthecompuny'sboard toensureprolection
of thelrinterests. Togive elfecttotheainend-
ment. the department of company affair.
(DCA) has recently notified Compantic:
(Appointment of the Small Sharcholder’
Director) Rules, 2001 Therules provide it
acompany may acl elther suomotutoelecta
smull sharcholders’ director or upon receipt
of anntice from small sharcholders propos-
fng the mame of a person asdirector.

It may be recalled that the Companics
(Second Amendment) Bill. 1999 included
clause which sought to amend Section

252(1)of the Actby prm’ldinglhul:|Il'puhfic
companies having a pald-up capital of R< 3
crore or more #nd 1,000 or more <nall
shareholders shall hiwve it least one director
clected by small shareholders. However.
later on the proviston was diluted to some
extentaistheword “shall” wassubstitited by
the word "may” when the Act was a passed
Therefore. asort of discretionary power wis
conferred upon companies 1., whether to
haveasmall shareholders’ directorornoton
theboard. But the rulesnotifiedby DCA scem
tobecontradictory o thisas now companics
will avenooption but to set intomotion the
procedure for appointment of small share
holders’ director once a notlce is reccived.

Morcover, the terin ‘pald-up capital” has

finnd i fitid- upmpl(,llmcludu\ both ¢quiiy
capital and preference share capital. the

right given to small shareholders o elect a
noniinee director will be avallable to prefer-
ence sharcholders tilo whereas the fact is
that preference sharcholders are entitled 10
vole at general medtings only i dividend on
theirsharesisinarrearfortwoyearsormore

[n view ol this, only small equity sharehold-
ersshouldhavetherighttoappointneminee
dircclor.

Anotherareaof contradictionisbetiveen
Rule 41 1)and Rule4(2). The former requires
that at least one-10th of rotal small share-
holdersshould proposetlienime of 2 persor;
1o be their director whereas the latter pro-
videsthat [OOsmallshareholdersmay leave
anatice of theirintention with the company
atleast 14 dayshelorethemeeling proposing
the name of a small shareholder as director.
Therclore, il a company has 10000 simail
shareholders a notice received from 100
shareholderswill bein conformitywith itule
12) but will not flfill the condition Faid
downunder Rule-H Dasinsuchacase notice
should have been endorsed by atleast 1.000
sharcholders, ) |

Further, Rule 4(5) says that unlisted
companies may appoint such director il
majority of simall sharcholders recommend
his candidature. This provision goes against
Sectlon 87 of the Actasitprovidesthat every

member shall huve a right to vote on cvery
resolution  placed  before the  company

wherensn such o cise those holding shares
of nominal value of over Rs 20.000 will be
debarred from voting.
(Thewriter isan Asst. Manager with K
Indvestries Ltd. These are his personal vieves)
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