DOCTRINE OF INDOOR MANAGEMENT


As per the Section 290 read with Regulation 80 of Schedule I Table A of the Companies Act, if any person acts as a Director and has signed any Contract on behalf of the Company with an outsider, the Company will be liable under that Contract.

In such event, the third party, who enters into the Contract with the Company under the signature of the Director, need not verify whether the person signing the Contract is really a Director or not.

The law does not require a person to make the above verification because appointment of Director and giving powers to him to deal with third party are purely internal practices of the Company.  Therefore, an outsider can presume that the Company has made such appointment and given powers to the Director in accordance with the law.

The Company can not escape from the liability even if it is discovered afterwards about the unauthorised act of such person as a Director.  

This is known as Doctrine of Indoor Management.




EXCEPTION TO THE DOCTRINE OF INDOOR MANAGEMENT:

The Company will not be held liable only if that person who acted as a Director has:- 
(a)	committed forgery and the outsider claims compensation from the Company based on the forged document; or 
(b) acted outside the purview of the power vested in a Director under the Company Law. 

As per the Section 290, read with regulation 80, Schedule I Table A of the Companies Act, if any person represents himself as a Director and does any act, which a Director is empowered to do so, the Company will be liable for the acts of its Director.

In such event, the Third Party, which enters into a Contract with that Company under the signature of the Director, need not verify whether the person signing the Contract is really a Director or not.

The law does not require a person to make the above verification because appointment of Director and giving powers to him to deal with third party are purely internal practices of the Company.  Therefore, an outsider can presume that all such event done by the Company properly and in accordance with the law.

The Company will not be held liable only if that person who acted as a Director, has committed forgery or has acted outside the purview of the power vested in a Director under the Company Law. 
