SECTION 297 OF THE COMPANIES ACT, 1956 Detailed analysis  
(By Jayashree S Iyer,  M.Com. LL.B. ACS & Rajashree S Iyer, M.Com. LL.B. ACS)
BOARD’S CONSENT AND CENTRAL GOVERNMENT’S APPROVAL FOR CERTAIN CONTRACTS IN WHICH PARTICULAR DIRECTORS ARE INTERESTED
Object-  
· The Board should have knowledge of the extent of interest of directors in any contractual dealings with the Company 

Applicability –  

· Applicable to all companies, private as well as public;
· Not applicable to contracts between public companies ;
· Not applicable to Section 25 companies;
· Not applicable to contracts with a body corporate or a co-operative society;
What contracts are covered – 

· Contacts for sale, purchase or supply of any goods or materials;

· Contracts for sale, purchase of supply of any services;

· Contracts for underwriting the subscription of any shares in or debentures of the company.

                                     Between

· A director of the company or his relative &  the company;

· A firm in which such a director or relative is a partner or any other partner in such firm &  the company;

· A private company of which the director is a member or director & the company

What contracts are not covered –

· Sale or purchase of immoveable property;
· Lease of immoveable property;

· Supply of professional services e.g. solicitors, advocates, etc.
Consent When?

· Either before entering into the contract; or

· Within three months of entering into the contract (in case of urgent necessity).
Board Resolution-

· Must be passed at its meeting;
· Circular resolution is not allowed;
· If consent is not accorded, the contract is voidable at the option of the Board.

When Central Government approval? (Powers of  CG is delegated to Regional Directors)
· Only in case of Companies having paid up capital of Rs.1 crore or more;
When CG (RD) approval is not required –
· in respect of contracts between two Government Companies;
· Contracts entered into by the company with a dealer on a 'principal to principal' basis, not on agency basis. 
· Where approval under section 269 or 314(1B) or 294AA and also under 297, approval under section 269, 314(1B) or 294AA would be enough and no separate approval under 297 is necessary.

Exempted Contracts –
· Contracts for purchase or sale of goods or materials for cash at prevailing market price. (Not applicable to contracts of service). Cheque to be treated as equivalent of cash;
· Contract for sale, purchase or supply of goods, materials or services, in which the company or the director/relative/partner/private company regularly trades and the value or cost does not exceed Rs.5,000/- in any year;
· In the case of banking or insurance company, any transaction in the ordinary course of business.
TABLE ELABORATING THE PROVISIONS OF SECTION 297 OF THE COMPANIES ACT, 1956 

Applicable To All Public And Private Companies

	Sr.

No.
	TYPE OF TRANSACTION
	PROVISIONS OF SECTION 
	PAID UP CAPITAL BELOW Rs. 1.00 CRORE
	PAID UP CAPITAL of Rs. 1.00 CRORE or ABOVE

	1. 
	Any contract for sale, purchase or supply of Goods/ Material/ Services 
	297 (1) (a)
	Prior approval of the Board of Directors
	Prior approval of the Board of Directors and Central Government

	2. 
	Goods/ Material for Cash (which also includes Cheque) at prevailing market price 
	Exemption

297 (2) (a)
	N. A.
	N. A.

	3. 
	Supply of goods / materials against advance
	Exemption

297 (2) (a)
	N. A.
	N. A.

	4. 
	Supply of goods / materials at prevailing Market Price against hundies/ promissory notes payable on demand
	Exemption

297 (2) (a)
	N. A.
	N. A.

	5. 
	None of the Party is regularly trading in that line
	Not covered in exemption granted u/s

297 (2) (a)
	Prior approval of the Board of Directors
	Prior Approval of the Board of Directors and Central Government

	6. 
	Services provided for cash irrespective of value.
	
	
	

	7. 
	Any Contract for Goods/ Materials/ Services total value below Rs.5,000/- p.a. & any one of the party is regularly trading in it.
	Exemption

297(2)(b) and proviso
	N. A.
	N. A.

	9. 
	Any contract below Rs. 5,000/- per annum but none of the party is regularly trading in it
	Not covered in exemption granted u/s

297 (2) (b) and proviso
	Prior approval of the Board of Directors


	Prior Approval of the Board of Directors and Central Government



	10. 
	Any Contract for Goods/Material/ 

Services on credit total value above Rs. 5,000/-p.a. 
	
	
	

	11. 
	Any transaction by the Banking/ Insurance company in the ordinary course of business 
	Exemption 

297 (2) (c)
	N. A.
	N. A.

	12.
	Underwriting contracts for subscribing of any shares in or debentures of the Company.
	297 (1) (b)
	Prior approval of the Board of Directors 
	Prior Approval of the Board of Directors and Central Government

	13.
	Urgent necessity Contracts for Goods/ Material/ Services irrespective of value 
	297 (3)


(Also Refer DCA Letter No. 8/11/75 – CL – V dated 29.03.1975)



	Approval of the Board of Directors within 3 months from the date of contract


	The escape route is not available, since this provision does not escape prior approval of the Central Government. 



	14. 
	Loans made by Directors to the Company.
	It is not covered under Goods / Services.
	N. A.
	N. A.

	15. 
	Immovable property transactions including letting out of premises on rent or otherwise. 
	Refer Definition of Goods under SOGA. 

Section 297 is applicable only to Goods and Services. 
	N. A.

Also refer Opinion by DCA to Sona Steering Systems Limited vide Letter No. 9/41/90 – CL – X Dated 27.03.1990


	N. A.

	16.
	Contract of any nature with Private Company in which relative of a director is Director or Member.
	Because it is not within the purview of the section.
	N. A.
	N. A.

	17.
	Any contract between two Public Limited Companies in which director/s is/are common.
	Interpretation. 
	N. A.
	N. A.

	18.
	Service contract by a Director not falling under Section 314.
	Not covered under exemptions
	Prior Approval of the Board of Directors 
	Prior Approval of the Board of Directors and Central Government

	19.
	Contract by a Director for extra services on 

Remuneration.
	DCA Circular No. 18/76 dated 29.06.1976.
	Not covered under this section but under Section 314.
	Prior approval of BOD & Central Govt. u/s 314 with express reference to Section 297.

	20.
	Contract of service with 

Managing Director, Executive Director, Whole-Time Director.


	Circular No. 13/75 dated 05/06/1975 of DCA
	N.A.
	N.A.

	21.
	Professional services of solicitors/ advocates

who is a Director. (Not provided by their firms)


	Circular No. 13/75 dated 05/06/1975
	N. A.
	N. A.

	22.
	Any contract by a private limited company with public limited company having common directors


	Because it is not within the purview of the section
	N. A.
	N. A.

	23. 
	Contracts between a company and a body corporate or a co-operative society in which a director or relative is a member or director


	Because it is not within the purview of the section (Refer Ramaiya Page No. 2968 - 16th Edition)
	N.A.
	N.A.

	24. 
	Contracts between Government Companies
	Notification: GSR 233 dated 31.01.1978


	N.A.
	N.A.

	25.
	Contracts with Producer Company / Contracts between two Producer Companies
	Section 581C(5)

A Producer Company is a Body Corporate. Section 297 is not applicable to Body Corporate
	N.A.
	N.A.

	26.
	Appointment of a Person as an Additional Director who is related to the present Director
	Shailesh Harilal Shah Vs. Matushree Textiles Limited.

 AIR 1994 Bom. 20:(1995) 82 Com. Cases 5
	N.A.
	N.A.


