A shareholder has no “say” in management of a company unless and until he becomes part of management

 

A shareholder has a right only to the dividend and of participation in the annual general meetings and to vote there
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3.
Brief facts relevant for the purpose of deciding this issue are that the defendant no.1 company was a tenant in property no. 3 Amrita Shergill Marg, New Delhi. This property was leased by defendant no.5 M/s H.G.Gupta & Sons (HUF) to defendant No. 1 Company for residence of its officers. The company by a resolution in the meeting of Board of Directors held on 27.2.1974 allotted this property to late Lala Hansraj Gupta in his capacity as CEO/Chairman of the company. Late Lala Hansraj Gupta was father of plaintiff no. 2 and defendants no. 2-4 and grandfather of plaintiff no. 1. Late Lala Hansraj Gupta passed away on 3.7.1985. At the time of death of Lala Hansraj Gupta his widow Smt. Angira Devi was living in the premises and plaintiffs no. 1 & 2 were living with her. These three persons continued to occupy the property leased out to the company without any formal allotment from the company. However, plaintiff no. 1 at one point of time was Chief Executive Officer of the defendant no.1 company. For this reason, no objection seemed to have raised by Board of Directors against plaintiff no. 1 and his father occupying the property. The Board  of Directors of defendant no.1 in their meeting held on 9.10.2000 removed plaintiff no. 1 from the post of Chief Executive Officer of defendant no.1 Company. Plaintiff did not vacate the property even thereafter. Defendant No. 1 Company filed a criminal complaint under the Companies Act before the Court of Additional Chief Metropolitan Magistrate in this respect regarding unauthorized occupation of the company property. Thereafter, a resolution was passed by the company on 12.1.2002 surrendering this property to the HUF i.e. defendant no.5. 

4. The plaintiffs have filed this suit challenging the validity of this board resolution on the ground that the resolution was in contravention of Section 299 of the Companies Act, since the Directors, who passed the resolution had not disclosed their interests. It is submitted that defendants no. 2-4 being Directors of defendant No. 1 Company had also interest in the property, in question, being co-parceners of the HUF (defendant no. 5) and since they did not disclose their interests under Section 299 of the Companies Act, the resolution was bad in the eyes of law. The other ground taken is that defendant No. 1 Company had taken this property on lease from defendant no.5 HUF vide its special resolution passed in an extraordinary General Meeting of shareholders held on 27.1.1974 for use and occupation of company officers, the plaintiffs have been residing in the premises during lifetime of late Lala Hansraj Gupta, who was occupying the premises as Chairman/ChiefEO and after death of Lala Hansraj Gupta plaintiffs have been in continuous, uninterrupted and peaceful enjoyment  of the premises till date. The defendant no. 1 company has been holding leasehold rights for more than 25 years and there was no reason for defendant No. 1 Company, surrendering the leasehold rights by passing the impugned resolution. The defendants were acting to further their own interest and misuse their capacity as Directors to cause grievance to the plaintiffs.

 

5. 
Plaintiff no. 1 is a Director of the defendant no.1 company. Defendant No. 1 Company is a family company in which all Directors are related to each other; they are all also members of HUF and all the Directors know each others ’ interests. The question of non-disclosure of interest of by any of the Directors therefore does not arise.The term ‘disclosure ’as used in Section 299 of the Companies Act means - to make others aware of something, which they are not aware. Since the relationship between the plaintiffs and the defendants is such that they were all aware that the property was HUF property and the co-parceners had interest in the property, there was no question of making others aware of this interest and the plea taken by the plaintiffs is a baseless plea. Even otherwise, plaintiff no. 1 is a Director of the Company; he himself had ratified this resolution at the subsequent meeting of the Board of Directors as a Director. He has no right to challenge the resolution of the company of surrendering the tenancy before a Civil Court. Even if, he was living in the premises with the permission of the Company or without the permission of the company, he has no locus standi to challenge the resolution of the company on the ground of violation of section 299 of the Companies Act since he and other directors were aware of the interests of all the directors. Similarly, plaintiff No. 2, who is only a shareholder of defendant No. 1 company has no right to challenge the resolution passed by the board of directors of the company. A shareholder has a right only to the dividend and of participation in the annual general meeting and to vote there. A shareholder has no “say” in the management unless and until he becomes part of the management. 

8.
Board of Directors of defendant no.1 Company knew each others ’ interests and therefore there was no violation of Section 299 of the Companies Act. In A. Sivasailam v. Registrar of Companies, 1995, Company Law Cases, Volume 83, Page 141, the Company Law Board has considered this issue of disclosure of interest and had observed that ‘disclosure of interest ’has to be in the meeting of Board and the object of the provision in the section is not that a Director should not have any personal interest in a contract or arrangement but only stipulates that the same should be disclosed and if the Directors already know the interest of each other the question of further disclosure does not arise.
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