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ABOUT US 
 

Corpus Juris is an open access, peer reviewed journal published by Adv. Sunil 

Chauhan, which aims at generating dialogue on matters of current interest. The 

journal does not restrict its authors by any specific theme, allowing 

professionals, academic researchers and law students to express views on 

matters of their interest. It is a humble attempt to reinstate the lost atmosphere 

of legal research and progress.  

 

The ideology of Corpus Juris emanates from the acumen and philanthropic 

vision of its founders who maintain that no original thought process should be 

invalidated in order to ensure a staunch inclusive learning process.  

 

Further, Corpus Juris places an increased impetus on honing skills of their 

authors and constantly strives to make the publication process as collaborative 

as possible.  

 

After our previous edition which garnered an outreach of national as well as 

international students and practicing professionals, Corpus Juris has seen an 

enormous growth, because of you, its readers and our contributors.  
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BALANCING SHAREHOLDERS INTEREST: AN 

ANALYSIS OF MINORITY RIGHTS UNDER THE 

COMPANIES ACT, 2013 
-AYUSH KUMAR JAIN* 

 

ABSTRACT 

 

There is consistently a tussle among shareholders for the interest of minority shareholders in 

the administration and undertakings of the Organisation. There is no specific meaning of 

minority and majority shareholders under the Companies Act, 2013 but majority shareholders 

are those shareholders who holds maximum shares in the company and on the contrary, 

minority investors who have such part of total shares which does not give power over the 

administration of the company. In this article, the author will deal with how the new companies 

Act provides a safeguard to minority shareholders. Further, the author also emphasis on the 

principle of majority rule which was recognized under Foss vs. Harbottle Case. In India, the 

management of the company run and control by majority shareholders. There were many times 

in the past where the problem arises with the oppression of minority by majority.  Therefore, 

this article also discuss about oppression of minority and mismanagement of the company and 

how to balance their interest. 

 

Keywords: Minority Shareholders, Majority shareholders, Oppression, 

Majority rule, mismanagement etc. 

  

																																																								
* Student, 4th Year, Presidency University, Bengaluru. 
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INTRODUCTION 

 

There are two kinds of models which are followed globally. They are: the 

‘Outsider’ model and the ‘Insider’ model. The Outsider model existed in the 

United States and the United Kingdom and in this model, the division 

ownership and control is within the hands of various persons. The outsider 

model plays an important role in balancing the rights of both minority and 

majority shareholders, and there is always an equal dealing in the company’s 

affairs and management. On the contrary, countries like India follow the insider 

model, which means the ownership and control of the corporate is within the 

hands of the same few people and there is always a conflict of interest between 

these shareholders. There is a control over Management is with shareholders 

and directors are not have any power to take any decision in the affairs of the 

company.  

 

In India, shareholders are the owners of company and the directors manage the 

affairs of the same with the management of the company being based on 

majority rule principle. Majority rule means that the rights of majority 

shareholders will prevail over those of minority shareholders in the controlling 

and management of the company’s affairs. To mitigate this conflict, the 

Companies Act, 2013 has provided a number of protections against oppressive 

acts of majority shareholders but till now the conflict of interest issue has not 

resolved. In spite of so many remedies provided by the Companies Act, 2013, 

the balance of interest conflict between majority and minority shareholders in 

the decisions making in the affairs of the company is yet to be resolved. There 

have been many cases where the judiciary has also provided justice to the 

minority shareholders. The new Act provides for some rights and benefits to 

minority shareholders which were not provided for under the old Companies 

Act. Therefore, both our Legislature and Judiciary are actively trying to mitigate 

this conflict for better corporate governance.  

 

he terms “Oppression” and “Management” are not specified under the 

Companies Act, 2013 but According to Lord Keith, “Oppression” means a lack 



 
Corpus Juris                                                                                                       ISSN: 2582-2918  
The Law Journal   website: www.corpusjuris.co.in	
	

	   CORPUS JURIS|3 

of equal practices in corporate relations that are prejudicial or unfair to minority 

shareholders1. In simpler terms, it is the oppressive act of majority shareholders 

against minority shareholders. The term “Mismanagement” is neither defined 

under the new Act nor is it needed to be established, but it is left to the Court 

to determine whether it is mismanagement or not. According to the Companies 

Act, 1956, mismanagement means the inadequate administration of the 

Organisation and it includes failure to file paperwork with the company’s 

registrar & absence of records2. Moreover, oppression means exercising power 

against minority shareholders in unjust manner i.e. not calling a meeting, 

depriving a member from his membership & to exercise undue influence or put 

burden on members etc.3 

 

In the next chapter of this article, the Author will deal with majority rule and 

protections available to minority shareholders. The author will also place 

emphasis on the balancing of  interest of both the shareholders and suggest 

solutions by taking due note of English law to mitigate the conflict of interest 

in the affairs of the company.  

 

TRACING MAJORITY RULE IN CONNECTION WITH MINORITY 

SHAREHOLDERS: FOSS VS HARBOTTLE 

 

The Management of a company is based on majority rule, and rule of majority 

means that the majority shareholders have the right to administer and monitor 

the affairs of the company. A company is an association of individuals i.e. 

stakeholders, creditors, shareholders, directors, members etc., that is run and 

controlled by the decisions of the majority shareholders, similar to a democracy 

which requires majority4. The principle of majority rule is that the Will of 

majority shareholders prevails over that of the minority shareholders and is 

																																																								
1 Suman Gupta, Oppression and mismanagement under Companies Act, 203,  https://taxguru.in/company-
law/oppression-mismanagement-companies-act-2013.html. 
2 M. Rishi Kumar Dugar, Minority Shareholders buying out Majority Shareholders – An Analysis, National Law School 
of India Review Vol. 22(2), 107. 
3 http://www.ingovern.com/wp-content/uploads/2018/01/Minority-Shareholders-under-Companies-Act-2013.pdf 
4 Dr. Sukhvinder Singh Dari, Majority Rule and Minority Protection under Companies Act 1956 with special reference 
to Foss vs. Harbottle (International Journal of Research Vol. 1, Issue-9 October 2014). 



 
Corpus Juris                                                                                                       ISSN: 2582-2918  
The Law Journal   website: www.corpusjuris.co.in	
	

	   CORPUS JURIS|4 

binding upon them5. This principle has been established in the landmark 

Judgment of Foss vs. Harbottle6. In this case, two shareholders filed a case against 

the  directors and promoters of the company as the property of the company 

was being misapplied and wasted. The Court held that action could not be 

brought forward by minority shareholders and that only the majority 

shareholders have the power to commence proceedings against the directors 

and promoters in this case7. The basic intention behind this rule was that 

protection to the majority is supreme, and once the person becomes a member 

of the company, then members would be bound by the decision of the majority 

shareholders.  

 

The rule of majority was recognized in this case, however, the same is not 

completely followed by Indian Courts. The Indian Legislature has made laws 

for granting protection to Minority shareholders by providing them rights 

against the oppressive acts of majority shareholders. This was previously not 

the case as Courts consistently used to hold that minority shareholders do not 

have the power to interfere in the internal matters of Company if it comes under 

the purview of Articles of Association8. These rules were misused by the 

majority shareholders and after a few years, to remedy this situation, the 

judiciary tried to maintain the balance of interest by deviating from the strict 

sense of majority rule.  

 

This rule was criticized in the United Kingdom, as well as in India, and was not 

completely followed. However, there are some exceptions to this rule which 

provide a safeguard to minority shareholders against Majority shareholders, and 

the same are as follows:  

 

  

																																																								
5 Dr. Ashok Sharma, Company Law and Secretarial Practice, V.K.Enterprises, New Delhi, 2010 
6 Foss vs. Harbottle, (1843) 67 ER 189 
7 A.K. Majumdar & Dr.G.K.Kapoor, Company Law and Practice, 935 (Taxmann publications, 17th Ed.) 
8 Rajamundhry Electric Supply Corpn. Vs. A. Nageshwar Rao, AIR 1956 SC 213, Bhajekar v. Shinkar, (1934) 36 
BOMLR 483. 
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Acts ultra vires 

 

he term “Ultra vires” means ‘beyond the power’. The Articles of Association, 

which provides the directors and other officers their power and duties, provides 

that they must act in accordance with the objectives of Company. If an act is 

ultra vires to the objectives provided for in the Articles of Association, then the 

shareholders have a right to bring a suit against the company and this has been 

seen in a number of cases9, where the directors are acting against the object of 

the company itself. 

 

Defraud by Majority on Minority  

 

The decisions of the majority shareholders are followed rather than those of the 

minority shareholders in the affairs of the company, and due to this supremacy, 

there are more chances of exploitation of the minority by the majority 

shareholders. If there are any acts by way of which the majority shareholders 

commit fraud on the minority shareholders by taking any discriminative 

decision, then, even single shareholders have the right to take action against 

them on the grounds of fraud or unfair practices.  

 

Certain Acts needs Special Majority to pass a resolution  

 

The Companies Act provides that there are certain acts which require special 

majority, however, if the majority purports to do any such act by passing only 

an ordinary resolution, then, the shareholders can bring action to restrain the 

majority from doing such acts, and in such cases, the majority rule will not be 

applicable. This was seen in the case of Dhakeswari Cotton Mills v. Nil Kamal 

Chakravarty10 and Nagappa Chettiar v. Madras Race Club.11 

 

Controlling shareholders are Wrongdoers. 

																																																								
9 Bharat Insurance Company Ltd v. Kanhaiya Lal, AIR 1935 Lah 792 
10 Dhakeswari Cotton Mills v. Nil Kamal Chakravarty, AIR 1937 Cal 645 
11 Nagappa Chettiar v. Madras Race Club, (1949) 1 MLJ 662. 
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This exception itself is provided for in the Foss vs Harbottle12 case. Under this 

exception, if any wrong is committed by a wrongdoer and the controlling 

shareholders fail to take any action, then, for safeguarding the interest of the 

company, the minority shareholders can also bring an action in the name of the 

company.  

 

Individual Membership rights 

 

There are some personal rights which cannot be taken away at any cost by the 

majority shareholders, and the controlling shareholders do  not have any rights 

to take decisions which are related to the rights of minority shareholders. These 

rights are vested with the shareholders themselves, as provided for by the 

Articles of Association. 

 

Oppression and mismanagement  

 

These terms have not been defined in the Companies Act, 2013 and the 

meaning of these terms has already been discussed above in this article. If there 

is any oppressive act on the part of majority shareholders, then, the certain 

protections to minority shareholders have been provided for by the Companies 

Act, 2013 itself.  

 

SAFEGUARD OF MINORITY SHAREHOLDERS UNDER 

COMPANIES ACT, 2013 

 

There have been a number of instances where minority shareholders have been 

exploited by majority shareholders. Keeping this in mind, the Companies Act, 

2013 has provided various rights to protect minority shareholders and there are 

some benefits to them which were not embodied in the old Companies Act. In 

India, the situation is also similar to that of the United Kingdom, because Indian  

Company law is based on common law. There are certain rights which are 

																																																								
12 1843) 2 Hare 461. 
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provided for by the new Companies Act, such as those at the time of 

amalgamation, mergers and reconstructions. Minority rights are always 

suppressed by those of the majority shareholders at such instances, so Section 

236 of the said Act provides protection to minority shareholders, and some of 

them are as follows:  

 

Right to appoint small shareholder’s directors 

 

Small Shareholders are those shareholders who hold shares in the company, the 

face value of which does not exceed Rs. 20,000. Small shareholders are minority 

shareholders, and elect an individual as the small shareholders director on the 

Board of their company. The right to appoint a small shareholders’ directors is 

mentioned under Section 151 of the Companies Act, 2013. The new Companies 

Act has worked towards empowering the minority shareholders, so that these 

shareholders are also a part of the decision making process and this Act ensures 

that there will be no unfair dealings in the company by the majority 

shareholders, which can harm minority shareholders and the interests of the 

company. 

    

Right to apply to NCLT for Oppression and Mismanagement  

 

ASections 241 and 242 of the Companies Act, 2013 provide a remedy in the 

scenario where there is any oppression and mismanagement in the company by 

majority shareholders. Moreover, Minority shareholders have a right to 

approach the National Company Law Tribunal [NCLT] if there is any 

unfairness or injustice caused to them by majority shareholders. These rights 

can be exercised against the Board of Directors, the Management and the 

Promoters of the company.  There are some conditions mentioned under 

Sections 241 and 242 of the said Act which must be fulfilled for the minority 

shareholders to be able to approach the NCLT.  
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Right to file a class Action Suit 

 

ASection 245 of the Companies Act, 2013 provides a right to file a class action 

suit. A class action suit is a suit that can be filed by a group of shareholders who 

have a common interest, in the NCLT against acts caused by prejudice or 

unfairness in the decision making of the company. These shareholders and the 

lenders of the company have a right to file a suit under this provision against 

the management, shareholders and company. This section is slightly different 

from section 241 of the said Act and this provision provides a benefit to both, 

lenders as well as minority shareholders. Moreover, the intention of this 

provision is to restrain the company from committing an act which is beyond 

its power or from breaching any provision of its Memorandum of Association 

& Articles of Associations or acts contrary to any law or from taking any action 

which is contrary to resolutions passed by shareholders etc.  

 

Further, there are certain rights such as adoption of fair valuation mechanism, 

E-voting rights under Section 108 of the Companies Act and lastly majority of 

the Minority required at the time of related parties transaction under Section 

188 of the Act, in which the Company needs a majority of non-interested 

parties. Therefore, this Act provides more protection to minority shareholders 

than was previously given, so that majority shareholders are unable to introduce 

prejudice in the affairs of the company.  

 

BALANCE OF INTEREST OF MAJORITY SHAREHOLDERS AND 

MINORITY SHAREHOLDERS 

 

Every Shareholder plays an essential role in the company and therefore, there 

must be a proper balance between majority and minority shareholders for the 

welfare of the company. The Companies Act also provides certain rights to 

minority shareholders so that they cannot be abused by controlling 

shareholders. On the other hand, there is also a need of majority or supremacy 

while taking decisions on behalf of the company. Therefore, there are some 

steps to maintain a balance between both majority and minority shareholders.  
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 ‘Buy out’ is one of the steps which can balance the interest of both the 

shareholders i.e. if the minority shareholders want to sell their shares at a fair 

value, then it is the duty of the majority shareholders to buy the same at a fair 

value. However, if the controlling shareholders refuse to do so, then the Articles 

of Association gives a right to the dissenting shareholders to demand the same 

from the company.  
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CONCLUSION & SUGGESTIONS 

 

Majority rule is applicable in the country but after a number of instances of 

exploitation by majority shareholders, a revised approach has been provided for 

in Indian company law by providing protection to minority shareholders by 

giving certain rights to them. There is always a conflict between minority rights 

and majority rights and for the smooth functioning of the company, there is a 

need to mitigate these conflicts. Therefore, the Companies Act, 2013 provides 

a remedy to minority shareholders so that majority shareholders are not able to 

abuse their power and prejudice the interest of minority shareholders.  

 


