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Company Law

Characteristics of company:

Corporate Personality:

A company incorporated under the Act is vested with a corporate personality so it bears
its own name, acts under name, has a seal of its own and its assets are separate and
distinct from those of its members. It is a different ‘person’ from the members who
compose it. Therefore it is capable of owning property, incurring debts, borrowing
money, having a bank account, employing people, entering into contracts and suing or
being sued in the same manner as an individual. Its members are its owners however they
can be its creditors simultaneously. A shareholder cannot be held liable for the acts of the

company even if he holds virtually the entire share capital.

The shareholders are not the agents of the company and so they cannot bind it by their
acts. The company does not hold its property as an agent or trustee for its members and
they cannot sue to enforce its rights, nor can they be sued in respect of its liabilities.
Thus, ‘incorporation’ is the act of forming a legal corporation as a juristic person. A
juristic person is in law also conferred with rights and obligations and is dealt in
accordance with law. In other words, the entity acts like a natural person but only

through a designated person, whose acts are processed within the ambit of law.
Artificial person:

A Company is an artificial person created by law. It is not a human being but it acts
through human beings. It is considered as a legal person which can enter into contracts,
possess properties in its own name, sue and can be sued by others etc. It is called an
artificial person since it is invisible, intangible, existing only in the contemplation of law.

It is capable of enjoying rights and being subject to duties.



Company is not a citizen:

The company, though a legal person, is not a citizen under the Citizenship Act, 1955 or
the Constitution of India. A company can act only through natural persons. Nevertheless,
it is to be noted that certain fundamental rights enshrined in the Constitution for
protection of “person”, e.g., right to equality (Article 14) etc. are also available to
company. Section 2(f) of Citizenship Act, 1955 expressly excludes a company or

association or body of individuals from citizenship.
Limited liability:

The privilege of limited liability for business debts is one of the principal advantages of
doing business under the corporate form of organisation. The company, being a separate
person, is the owner of its assets and bound by its liabilities. The liability of a member as
shareholder, extends to the contribution to the capital of the company up to the nominal
value of the shares held and not paid by him. Members, even as a whole, are neither the

owners of the company’s undertakings, nor liable for its debts.

In other words, a shareholder is liable to pay the balance, if any, due on the shares held
by him, when called upon to pay and nothing more, even if the liabilities of the company
far exceed its assets. This means that the liability of a member is limited. For example, if
A holds shates of the total nominal value of 1,000 and has already paid Rs.500/- (or 50%
of the value) as part payment at the time of allotment, he cannot be called upon to pay
more than Rs. 500/-, the amount remaining unpaid on his shares. If he holds fully-paid
shares, he has no further liability to pay even if the company is declared insolvent. In the
case of a company limited by guarantee, the liability of members is limited to a specified

amount of the guarantee mentioned in the memorandum.
Perpetual Succession:

An incorporated company never dies, except when it is wound up as per law. A company,
being a separate legal person is unaffected by death or departure of any member and it
remains the same entity, despite total change in the membership. Perpetual succession,
means that the membership of a company may keep changing from time to time, but that

shall not affect its continuity. The membership of an incorporated company may change



either because one shareholder has sold/transferred his shares to another or his shares
devolve on his legal representatives on his death or he ceases to be a member under some
other provisions of the Companies Act. Thus, perpetual succession denotes the ability of
a company to maintain its existence by the succession of new individuals who step into
the shoes of those who cease to be members of the company. Professor L.C.B. Gower
rightly mentions, “Members may come and go, but the company can go on forever.
During the war all the members of one private company, while in general meeting, were
killed by a bomb, but the company survived — not even a hydrogen bomb could have

destroyed it.
Separate Property:

A company being a legal person and entirely distinct from its members, is capable of
owning, enjoying and disposing of property in its own name. The company is the real
person in which all its property is vested, and by which it is controlled, managed and
disposed off. No member can claim himself to be the owner of the company’s property
during its existence or in its winding-up. A member does not even have an insurable

interest in the property of the company.
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