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Participation of Shareholders in Corporate

Governance

S.VENKATA SAI NITEESH!

ABSTRACT
According to both common and company law, shareholders have the right to participate in

significant corporate governance decisions, such as the appointment and removal of
directors and external auditors, as well as the approval of major business decisions. Among
the fundamental shareholder rights explained in this paper are the right to secure
ownership registration methods, the right to transfer shares, the right to relevant and
material information about the company, the right to attend general shareholder meetings
and vote (in person or by proxy), and the right to a share of the company's earnings. A
shareholder's rights to financial information and to challenge CEOs at general meetings
will be derived from the document at a later stage. When it comes to investing, shareholders
have a variety of legal rights. Shareholder rights increase controller responsibility,
according to a large body of research. The danger is that if managers and large owners
aren't held responsible, they'll use their positions of influence to further their own agendas
at the expense of outside investors. As an alternative, strengthening shareholder rights may
come at the price of other stakeholders, thereby leading in a misallocation of corporate
resources, a quick description of shareholders, who are shareholders, and how they
participate in corporate governance will be provided by the research study

Keywords: Shareholders, Corporate Governance, Ownership Regulations, Shareholders

Participation.

l. INTRODUCTION

Commentators use a variety of terms and definitions to describe corporate governance. That's
basically what regulation and management have in common. According to both common and
company law, shareholders have the right to take part in important corporate governance
decisions, such as the appointment and removal of directors and external auditors, as well as
the approval of crucial business decisions. participation and vote at general shareholder
meetings (in person or by proxy) and a cut of business profits at general meetings, shareholders

have the right to ask questions of management and receive information, including financial
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information.

Effective checks and balances among shareholders are important components of good
corporate governance standards. Active shareholder engagement in the company's direct and
indirect control via the board of directors is one of these requirements. Corporate governance
difficulties with shareholder engagement have their roots in the agency problem of information

asymmetry. Therefore, investors lose their rights.
The Corporate Governance issues related to Corporate Governance are as follows

e Institutional Investors

e Expropriation of Minority Shareholder Rights
e Related Party Transactions

e Excessive Executive Remuneration

e Power of controlling shareholders

Controlling shareholders can sometimes exercise control without holding a major portion of
the cash flow rights by using pyramid ownership, shareholder agreements, and dual classes of
shares. Controlling shareholders are difficult to deal with since most good governance
measures are geared toward resolving conflicts between shareholders and management, rather
than problems between controlling owners and minority shareholders. Typically, boards are
not independent from controlling stockholders.

A distribution of the firm's profits in the form of dividends or surplus assets (for ordinary
shareholders) is made to shareholders who invested money in the company. Berle and Means
recognised in the 1930s the potential effect of wealthy owners on company governance.
According to Stapledon, even if contemporary corporations do not have the same kind of
widely dispersed ownership structure, there is still a conflict between the interests of
shareholders and management. As a result, when directors run a corporation, they may not

always act in the interests of the company (as represented by the shareholders collectively)?.
Il. SHAREHOLDERS RIGHT TO INFORMATION

Corporate documents and data on the administration and financial execution are accessible and
may be examined by shareholders. When an organization's financial and operational data is
available to the public, it must be reported to the Securities and Exchange Commission (SEC).

Institutionalised announcing archives should make this information accessible to investors as

2 Shubhi Agarwal et al., Corporate Governance and Agency Cost, 4 Indian Journal of Applied Research, 153-154
(2011)
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well. Unlike publicly traded organisations, privately held firms do not disclose their financial

information in an open manner.
(A)Right to Vote

Every partnership must have at least one class of equity that represents a stakeholder's
excitement for the company. The essential ownership stake in many partnerships is referred to

as "regular stock.” The investor has voting rights in these deals.
(B) Elections of Directors

Investors have the opportunity to select CEOs during the annual meeting. A corporate
designating panel of the governing body nominates a slate of executives and mandates the
selection of a single executive for each open board position. On an intermediary declaration,
the names of appointed executives are recorded and transmitted to investors. The investors can

vote for or against the selected leader.
(C) Sale of Assets

Shareholders must approve the offer of "all or substantially all" of the company's assets. The
assumption is that the company has successfully completed a merger or has closed down.

(D) Right to make proposals

At corporate meetings, certain financiers have the chance to recommend certain company
verdicts. This is typically able by integrating these plan facts into corporate intermediate

clarifications. the material used by the corporation as an intermediary for investor voting
(E) Shareholders right under company’s act

The managers of an organisation who own value shares allotted by the organisation are
recognized as investors. The Companies Act of 2013 provides diverse rights and insurances to

an organization's investors.
(F) Changes in MOA or AOA

Memorandums and articles of association for a corporation may only be changed in a general
meeting called by providing adequate notice to the organization's investors. This meeting is
called. Investors think they have the right to vote on changes to the AOA or MOA. Few
modifications that impose a significantly larger share need an approved vote from at least 75%

of investors.
(G)Convene General Meeting

If the Board of Directors receives a request from investors who own at least 10% of the paid-
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up capital of the organisation to abstain from holding an EGM, the Board of Directors must
call a second common general meeting (EGM). If out-of-town investors want an EGM, the
board must convene one within 21 days and at least 45 days from the date of the demand.

(H)Voting and Attending at General Meeting

All organisations are required to have an annual broad meeting every year, with a gap of no
more than 15 months between the two. Every shareholder in a company has the right to be
notified of annual general meetings and special general meetings, and to vote for or against any
resolution that is proposed to be approved at these meetings.

(1) Transfer Shares

shareholders have the right to readily swap their shares in a business; nevertheless, if a
transferee is not a man who is approved by the board, the board may refuse to list the exchange
of offers. Instead, a privately managed organisation may place restrictions on the exchange of
ideas and provide its members the opportunity to purchase shares in the transferee that are
proposed to be exchanged in its articles of association.

(J) Receive Dividends

For every financial year, a company may pay dividends out of profits touched base after
accommodating deflation for that year, or out of benefits touched base after accommodating
devaluation and not dispersed for any prior financial year or years, or out of both. Investors
must agree at an annual general meeting before the returns are approved. Any outstanding
money must be transferred to a separate profit account recognised by the firm in a reliable bank

within 30 days of the advance being reported and disclosed.
I1l. MINORITY SHAREHOLDER PROTECTION

Insurance and superlatives are popular with minority investors because they protect them from
being misused in the event of investor manipulation or mistake. There is a chance that at least
100 investors or a sum representing at least 10% of the total investors will participate. Investors
may register a complaint with the Company Law Board in the event of an ambiguous situation.
in such a manner that benefits the general public or an organization's advantage or is
unfavourable to any investment that the organization's fears are being identified. However,
even in an advanced economy like the United States, India scored better in terms of
safeguarding shareholder rights than any other nation save for the United States, which came
in at 4th position in the World Bank's modern business calculation. As far as ‘investor

protection,' India came out on top with the strongest fortification of shareholder advantages.
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To summarise, India offers investors a high market value and well-protected rights.
IV. CASE LAWS

(A)  Salomon v. Salomon & Co. Ltd?®: The organization's manager's son had to turn out to
be a business partner, and the company later had debentures and was thrown into insolvency.
The question was whether the counter guaranteed required Salomon's debentures to be wiped
out and the money paid to him to be repaid. That lawful material must be isolated and
emphasised was brought to light in this well-known case. Regardless of whether a person has
all of the organization's offerings, a registered organisation has evolved into a substance
separate from its members.

(B) Bates v. Standard Land Co* : Questions arose as to whether or not an organisation
may be considered a human being. Investors who are the organization's intellects and key
intellects pick the organization's top decision-making team, which is seen as a formed person.
It's quite probable that an organisation will only be able to act through them.

(C) Kaye v. Croydon Tramways Co. Itd °: The advertisement for the stockholders'
conference to study the purchaseable understanding of the endeavour did not reveal that a
preparation had been made in the declaration for the payment of compensation to the executives
where there was a temporary agreement between two organisations for the offer of one
organization's endeavour to the subsequent. The question before the court was whether or not
the notification should be considered. Consequently, the Court decided that resolutions taken
at this meeting were unconstitutional and unproductive since the notice did not give an accurate
and full disclosure of all relevant information to be discussed and voted on at the meeting

(D)  Macaura v. Northern Assurance Company?® : A Canadian Milling Concern agreed
to buy the wood from Mr. Macaura, the plaintiff, in exchange for accepting payments in
instalments from the Canadian Milling Concern. He was the only one who owned all of the
42,000 fully paid up £1 shares, thanks to the party who appealed. He also had a £19,000
unsecured debt from his employer. A personal protection plan was used by the appealing party,
and the fire swiftly spread, resulting in substantial damage in within seconds. Northern
Assurance Co. declined to pay because the organisation argued the wood and the way that
organisation functions is a separate legal substance, which the plaintiff sought to recuperate

from such a protective tactic.

3 Salomon v. Salomon & Co. Ltd [1897] AC 22

4 Bates v. Standard Land Co* [1910] 2 Ch 408 271

5 Kaye v. Croydon Tramways Co. Itd [1898] 1 Ch 358: 91
6 Macaura v. Northern Assurance Company [1925] AC 619

© 2022. International Journal of Law Management & Humanities [ISSN 2581-5369]


https://www.ijlmh.com/
https://www.ijlmh.com/

1382 International Journal of Law Management & Humanities [Vol. 5 Iss 1; 1377]

(E) VB Rangaraj v. VB Gopalakrishnan ’: A private company operated by two brothers,
Baluswamy and Guruviah Naidu, has measures up to appropriation of proposals as its only
investors. Each branch of the family agreed orally to keep their promises on a holding level
with several offers, and that any element from either branch could He'd make his bids, and the
people from that area would get first dibs on the acquisition. branch and only if the offer was
rejected would offers be sold to others. branch.. In the exchange of pre-emption power offers,
there was a constraint on the mode of expression that was different from the claim. If an expired
part's offerings are to be used again, they must be distributed among current persons in the
same manner and with the same care and consent by the majority of the extant population as

they were when they were first used.

The preceding case law illustrates the importance of shareholders and the extent to which
shareholders are vital to a firm. Shareholders are the essential foundation of a corporation and
play a significant part in it. The rights of shareholders must be protected. It is critical for a
company's money to be attracted. Organisation for Economic Cooperation and Development
(OECD) The availability of productive, successful, and low-cost resources is recognised by
development principles. The extent to which shareholder rights have been violated is a key
indicator of whether Shareholder Rights have been violated. protected. Shareholder confidence
grows if the legal system includes procedures that allow them to do so. When shareholders'

rights are breached, they can file a lawsuit in court.
V. AUTHORS OBSERVATION

Rehearsal Internet methods for boosting sufficiency of the business' reveal Internet sites are
being used more often, which is beneficial to investors. Investors have the most up-to-date
information about the firm since data is preserved in an electronic format that is simpler to
change than printed edition representations. When it comes to exercising ownership control,
having a working pay system is essential. Using the compensation structure, the board of
directors, the supervisory committees, and other administrators will be more motivated to work
toward furthering the organization's and its investors' interests. In addition to basic pay, the
compensation framework contains, among other things, performance-related incentive plans,
annuity plans, compensating as offers, and offer-related pay frameworks. For example, a
controlling investor may attempt to direct the partnership to make a choice that serves its own
interests above those of the firm. Answering this sort of question correctly is very dependent
on the particulars of each case.

VB Rangaraj v. VB Gopalakrishnan AIR [1992] SC 453
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V1. CONCLUSION

A company's management is a tool to achieve a goal, not an end in and of itself. Benefits,
productivity, welfare, and a pleasant contemporary environment should all be reflected in the
organization's activities at all levels of the relationship to reflect this. The pinnacle of every
company's success is its ability to demonstrate corporate excellence. Corporate. Genuine
understanding and deliberate preparation should be the cornerstones of administration.
Involvement and responsibility Corporate management will only alter a large number of long-
standing frameworks and practises in the mechanical society in order for India to reach the
greatest potential position. In developed nations, by 2020, if not sooner. As a consequence, the
hypothesis that improving corporate governance is motivated by a shareholder's share value
has been verified. According to the definition, investor esteem is the respect given to investors
because of management's capacity to generate deals, profits, and free income over time. High-
level management choices such as the capacity to make sensible investments and achieve a
good return on invested money give investors trust in a firm. Because of this, as time passes,
the offer price will climb and the company's ability to pay more earnings to shareholders will
improve. Strong speculator assurance is a prerequisite for effective corporate management.
Speculators have a variety of rights, and the Investors Grievance and Redress Mechanism may
help safeguard them. Investors have changed from being hands-on company owners to
becoming detached financial specialists. Consequently, the resources and incentives available

to investors today are limited.
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