
Chapter-V 

Articles of Association 



Articles of Association are the 

rules, regulations and bye laws 

for the internal management and 

of the affairs of a company.  

 

• They are framed with the object 

of carrying out the aims and 

objects as set out in the 

Memorandum of Association. 



Definition : 

• Sec-2(5) "the Articles of Association 

of a company as originally framed or 

as altered from time to time in 

pursuance of this Act or any 

previous Acts. They include the 

regulations contained in Table A in 

Schedule I to the Act, in so far as 

they apply to the  company.” 



• The Articles are next in importance to 

Memorandum of Association which contains 

the fundamental conditions upon which alone 

a company is allowed to be incorporated.  

• They are as such subordinate to, and 

controlled by, the Memorandum.  

Ashbury Rly. Carriage & Iron Co. Ltd V.Riche, 

(1875) 

• Must not violate the Memorandum and the 

Act.  

 

 



Contents of Articles: 

The Articles usually contain provisions 

relating to the following matters: 

1. Share capital, rights of shareholders, 

variation of these rights, payment of 

commissions, share certificates. 

2. Lien on shares. 

3. Calls on shares. 

4. Transfer of shares. 

5. Transmission of shares. 

6. Forfeiture of shares. 

 



(7) Conversion of shares into stock.  

(8) Share warrants.  

(9) Alteration of capital.  

(10) General meetings and proceedings thereat. 

(11) Voting rights of members, voting and poll,  
proxies.    

(12) Directors, their appointment, remuneration, 
qualifications, powers and proceedings of Board of 
directors.   

(13) Manager.  

(14) Secretary.   

(15) Dividends and reserves.  

(16) Accounts, audit and borrowing powers.   

(17) Capitalisation of profits.  

(18) Winding up.  



• Form and signature of Articles  

• The Articles shall be 

• (a) printed,  

• (b) divided into paragraphs, and 

• (c) signed by each subscriber of the Memorandum 

(who shall add his address, description and 

occupation, if any) in the presence of at least 1 

witness who will attest the signature and likewise 

add his address, description and occupation, if any. 

• The Articles of Association printed on computer 

laser printer is accepted by the Registrar for 

registration of a company provided they are neatly 

 and legibly printed. 



ALTERATION OF ARTICLES(Sec. 14)  
• Companies have been given very wide powers to 

alter their Articles.  

• Any clause in the Articles that restricts or prohibits 
alteration of Articles is invalid.  

 

Procedure of alteration 

• By passing a special resolution in the duly 
convened meeting of the shareholders/members. 

• A copy of every special resolution altering the 
Articles shall be filed  with the Registrar within 30 
days of its passing. 

• Any alteration so made in the Articles shall be as 
valid as if originally contained in the Articles. ‘  



Limitations to Alteration  

1. Must not be inconsistent with the Act:  

• The alteration of the Articles  must not be 
inconsistent with, or go beyond, the 
provisions of the CompaniesAct. For 
example, the Articles cannot be altered so as 
to give power to a company to purchase its 
own shares.   

Madhav Ramchandra Kamath v. Canara 
Banking Corpn. Ltd. 

• A company passed a resolution expelling a 
member and authorising the directors to 
register the transfer of his shares without 
transfer deed.  

• Held, the resolution was in violation of 
provision relating to transfer under the Act.  



2. Must not conflict with the Memorandum.  

• The alteration of the Articles must not exceed 

the power given by the Memorandum, or 

conflict with the provisions of the 

Memorandum.  

• If it does, it will be ultra vires and wholly void 

and inoperative.  

• In case of conflict between the Articles and the 

Memorandum, the Memorandum shall prevail.  

• A Reference maybe made to the  Articles to 

explain any ambiguity in the Memorandum.  

• The Articles may also be referred to in case the 

Memorandum is silent on a particular point.  



3. Must not sanction anything illegal.  

4. Approval of Central Government for conversion of public 

company into private. 

5. No increase in the liability of members unless they agrees 

in writing before or after the alteration is made.  

6. Alteration by Special Resolution only. 

7. Alteration should not cause breach of contract.  

• Example : British Murac Syndicate v. Alperton Rubber 

Co. Ltd. (1915)  
• An agreement provided that so long as X company should hold 5,000 

shares in the Y company, it should have the right of nominating two 

directors on the Board of the Y company.  

• A provision to the same effect was contained in the articles of the Y 

company. 



• X company had nominated two persons as 

directors whom the Y company refused to 

accept. 

• An attempt was made to alter the articles of 

Y Company but an injunction was granted 

to restrain it as it would constitute a 

deliberate breach of contract with an 

outsider.  



8. Must be for the benefit of the company.  

• The power to alter the articles must be exercised bonafide 

for the benefit of the company as a whole.  

• lf the alteration is bonafide for the benefit of the company as 

a whole, the interests of the minority may be sacrificed.  

9. Fraud on the minority.  

• The alteration must not constitute a’ fraud on the minority.  
10. Articles may be so altered as to have retrospective effect. 

11. Articles cannot be made unalterable.  

 



EFFECT OF MEMORANDUM AND ARTICLES 

• The memorandum and the articles shall, when 

registered, bind the company and the members 

thereof to the same extent as if they-  

• have been signed by the company and by each 

member and  

• contained covenants(agreement) by the company 

and each member to observe all the provisions of 

the memorandum and the articles. [Section 36(1)]. 



• The effect and the implications of this 

section may be appreciated by considering 

how far the memorandum and the articles 

bind- _ 

(i) the members to the company, 

(ii) the company to the members, 

(iii) the member inter se, 

(iv) the company to the outsiders. 



(i) Members to the company.  

• The memorandum and article constitute a contract 
between the company and each member.  

• Each member of the company is bound to observe the 
various provisions of the memorandum and articles of 
association as if he had actually signed the same.  

• The company can therefore, enforce articles of association 
against any member. 

 

Examples : [Bradford Banking Corporation v. Briggs (1866) 12 
AC 29]. 

• The articles provided that the company shall have a first and 
paramount lien upon each share for debt due to the company by 
shareholders.  

• One of the shareholders owing money to the company borrowed 
money from the bank on the security of shares. 

• The bank gave notice of deposit of shares to the company.  

• It was held that the shares deposited with the bank were bound 
by the articles just as if the shareholder had contracted with the 
company, and therefore, the lien which the company acquired 
under the articles on those shares precluded the bank from 
getting priority in respect of the debts incurred by a shareholder 
before the notice was given 



(ii) Company to the members.  
• The company is bound to the members by the various 

provisions contained in the memorandum and the articles of 

association in the same way as the members are bound to 

the company.  

• Every member is entitled to sue the company to prevent any 

breach of the articles which would affect his right as a 

member of the company.  

• A shareholder to record his vote at a company meeting, the 

chairman of the meeting cannot deprive him of this right.  

• Similarly a shareholder can enforce his right to recover 

dividend which has been declared or receive notice of any 

general meeting in pursuance to the articles, if he is denied 

any of these rights by the company. 

 



(iii) Members Inter se: 

•  The articles and the memorandum do not 

constitute express agreement between the 

members of the company.  

• Yet each member of the company is bound by 

the memorandum and articles on the basis of an 

implied contract to the other members.  

• The articles regulate the rights of the members 

inter se but such right can be enforced only 

through the company or though the liquidator 

representing the company.  [Rayfield v. Hands (1960) 

Ch. 1].  

• When a member complains of a breach of the 

terms of articles by another member, the suit can 

be brought not by that member but by the 

company. 
• [Borland’s Trustee v. Steel Bros. and Co. Ltd. (1901)] 



(iv) Company to the outsiders. 

•  Articles do not constitute any contract between 
the company and an outsider.  

• This is because an outsider is not a party to the 
contract, and therefore, cannot sue on it. 

• The term ‘outsider’ means a person who is not a 
member of the company.  

• Even a member will be regarded as an outsider 
and he will not be in a position to enforce  a right 
against the company if he enjoys the right in the 
capacity of a solicitor or a  director and not in the 
capacity of a member. 

  



Example : Eley v. Positive. Government Life Assurance 
Company (1876) 

• The articles of association of a company provided that E 
should be a solicitor of the company for life and should 
not be removed from his office except on account of his 
conduct. He was also a member of the company.  

• E acted as a solicitor of the company for sometime but 
ultimately the company discontinued his services without 
any allegation of misconduct.  

• He sued the company for damages for breach of the 
contract.  

• It was held that the action was not maintainable because 
the right which he attempted to enforce was conferred 
upon him in a capacity other than that of a shareholder.  
 



A Constructive notice of Memorandum 

and Articles of Association.  

• The memorandum and articles of 

association of every company are 

required to be registered with the 

Registrar of Companies.  

• The office of the Registrar is a public 

office  

• And consequently the memorandum 

and the articles on registration 

become public documents. 



• Every one dealing with the company, 

whether a shareholder or an outsider is 

presumed to have read the two documents. 

•  The parties dealing with the company must 

be taken not only to have read these 

documents but also to have understood 

them according to their proper meaning.  

• This deemed knowledge of the two 

documents and their contents is known as 

the constructive notice of memorandum and 

articles. 

 



• Example .· Venkataswamy v. Ram Murthi AIR 1934  

 

• The articles of a company required that all 
deeds and other important documents should 
be signed by the managing director; the 
secretary and a working director on behalf of 
the company.  

• The plaintiff accepted a deed of mortgage 
executed by the secretary and the working 
director only.  

• It was held that the plaintiff could not claim 
under this deed as the bond was invalid.  

• The court applied the doctrine of constructive 
notice in favour of the company.  



DOCTRINE OF INDOOR MANAGEMENT 

• The doctrine of indoor management is an exception 
to the rule of constructive notice. 

• Persons transacting business with the company are 
deemed to have notice of what they would have 
discovered by making a search at the office of the 
Registrar of Companies,  

• and they would be stopped from asserting that they 
had not read the documents.  

• But such persons are not deemed to have notice 
of, nor are they under a duty to inquire into the 
internal proceedings of a company.  

• Irregularity of internal proceedings will not affect the 
validity of contracts. 

• This rule has been described by Lord Hatherley as 
the ‘Doctrine of Indoor management’ in a famous 
case of Mahony V. East Holyford Mining Co. (1875) 



• Where as the doctrine of constructive 
notice protects the company against 
outsiders,  

• the doctrine of indoor management seeks 
to protect outsiders against the company.  

• The doctrine of indoor management is 
based on the maxim  

 omnia praesumuntur rite esse acts  

(all things are presumed to have been done 
rightly). 



• The doctrine had its origin in the leading case of  

• Royal British Bank v. Turquand (1856) 

Point decided is : 

• The outsiders dealings with the company are entitled to presume that 
as far as the internal managment of the company is concerned, every 
thing has been regularly done. 

Facts of the case are : 

• The directors of the bank issued a bond to Mr. Turquand.  

• The articles provided that the directors had the power to issue bond if 
authorised by a proper resolution of the company. 

•  No such resolution was passed.  

• It was held that Mr. Turquand could sue on the bond as he was 
entitled to assume that the resolution must have been passed. 

• It was observed that persons dealing with the company are bound to 
read the registered documents and to see that the proposed dealing 
is not inconsistent therewith.  

• But they are not bound to do more ,· they need not inquire into the 
regularity of internal proceedings. 



Exceptions of Doctrine of Indoor 

Management 

1. Knowledge of irregularity :  

2. Negligence 

3. Forgery  

4. Acts outside Apparent Authority 

5. No knowledge of articles 



1. Knowledge of irregularity:  

when a person dealing with a company has actual or 

constructive notice of the irregularity as regards internal 

management, he cannot claim benefit under the rule of indoor 

management. He may in some cases, be himself a part of the 

internal procedure. The rule is based on common sense and 

any other rule would encourage ignorance and condone 

dereliction of duty. 

. 



Howard Vs.Patent ivory Manufacturing Co. 

• Under the Articles the directors were 

empowered to borrow upto £1,000 on behalf of 

the company without the consent of the 

general meeting and to borrow further money 

with such consent. 

• The directors themselves lent £3,500 and took 

debentures. 

• No resolution in the general meeting was 

passed to authorise such borrowings The 

company went into liquidation. 

• It was held that the company was liable to the 

extent of £1000 only as directors had 

knowledge of irregularity. 



2. Negligence 

• Where a person dealing with a company could 

discover the irregularity if he had made proper 

inquiries, he cannot claim the benefit of the rule of 

indoor management.  

• The protection of the rule is also not available 

where the circumstances surrounding the contract 

are so suspicious as to invite inquiry, and the 

outsider dealing with the company does not make 

proper inquiry.  

 



Negligence  
• Underwood Vs. Bank of Liverpool 

• The Articles of a company provided that the business 

was to be managed by directors. 

• The sole director and principal shareholder of the 

company paid cheques drawn in favor of the company 

into his personal account.  

• The bank collected the cheques and credited his 

account. 

• An action was brought by the company on behalf of the 

debenture holders. 

• The bank sought to rely on doctrine of Indoor 

management. It was held that it was not allowed to do so 

because the fact that the directors had paid the cheques 

into his personal account was an unusual one and the 

bank should have made proper enquiry. 

 



3.Forgery 

• The rule in Turquand’s case does not 

apply where a person relies upon a 

document that turns out to be forged since 

nothing can validate forgery.  

• A company can never be held bound for 

forgeries committed by its officers.  



Forgery 

• Ruben Vs. Great Fingall Consolidated Co. 
• Ruben lent a company a sum of money on the security 

of a share certificate. 

• The secretary had forged signatures on the certificates. 

• The company refused to register the share certificate. 

• Ruben sought damages relying on  Turquand case. 

• It was held that he can’t as the rule doesn’t apply where 

the document was forged.  

 



4. Acts outside Apparent Authority  

Doctrine doesn’t apply if person exceeds actual or 

ostensible authority. 

 

Anad Bihari Lal Vs. Binshaw and Co. 

P accepted a transfer of company’s property from the 

accountant. Since such transactions are apparently beyond 

the scope of accountant’s authority, it was void.   

 

 



5.  No Knowledge of the contents of Articles at 

the time of entering into contract  

• P Company purported to enter into an agreement with D 

company in which T (director) represented as an agent. 

• T had no authority. 

• P co. paid certain sum to T, pursuant to alleged 

agreement. 

• T misappropriated the money leaving £1000 owing to P 

company. 

• It was held that P couldn’t recover any money from D as 

the company hadn’t delegated any power to T and also 

P company hadn’t read the articles at the time of 

entering the contract.  

 


