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Abstract

The corporate structure plays a pivotal role in shaping the Indian business landscape. This
research paper examines various corporate structures prevalent in India, their legal implications,
and their impact on business operations. We explore the legal framework governing these
structures, including the Companies Act 2013, and analyse their advantages and limitations.
Additionally, we provide practical insights for entrepreneurs, investors, and policymakers to

make informed decisions regarding corporate structuring.

Introduction
India’s vibrant economy hosts a diverse range of businesses, from small proprietorships to large
multinational corporations. Understanding the legal aspects of corporate structures is essential

for sustainable growth and compliance.

Corporate structure plays a pivotal role in shaping the functioning and behaviour of businesses,
reflecting the legal, regulatory, and governance framework within which they operate. In the
context of India, a rapidly evolving economy with a diverse corporate landscape, understanding
the nuances of corporate structure is imperative for ensuring transparency, accountability, and
sustainable growth. This paper seeks to analyse corporate structure in India through the lens of
business laws and regulatory frameworks, exploring its implications for corporate governance,
shareholder rights, and regulatory compliance. By examining the legal landscape governing
corporate entities, including statutes such as the Companies Act, 2013, landmark case law,
regulatory guidelines issued by authorities like the Securities and Exchange Board of India
(SEBI) and the Ministry of Corporate Affairs (MCA), this study aims to provide a comprehensive

assessment of corporate structure in India and its alignment with legal requirements.

Corporate Governance Mechanisms:
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Corporate governance serves as the bedrock of effective corporate structure, encompassing the
systems, processes, and practices that guide the behaviour and decision-making of corporate
entities. In India, corporate governance norms are primarily governed by the Companies Act,
2013 !, supplemented by SEBI regulations, listing requirements of stock exchanges, and
corporate governance codes issued by industry bodies and professional associations. These
frameworks prescribe various mechanisms to ensure transparency, accountability, and integrity
in corporate operations, including the composition and functions of the board of directors?, audit
committee oversight®, disclosure requirements®, and shareholder engagement practices®.
However, despite the presence of robust regulatory mechanisms, challenges persist in
implementation and enforcement, ranging from boardroom diversity and independence to related-

party transactions and minority shareholder protection.

Shareholder Rights and Protections:

Protecting shareholder interests and ensuring their rights is integral to a robust corporate
structure®. In India, shareholders enjoy various rights, including voting rights, right to receive
dividends, right to inspect corporate records, and right to participate in corporate decision-
making. These rights are enshrined in company law provisions, SEBI regulations, and judicial
precedents, aimed at fostering shareholder democracy, enhancing transparency, and holding
corporate management accountable. However, challenges arise concerning minority shareholder
protection, especially in cases of oppressive conduct, related-party transactions, and corporate
governance failures. Addressing these challenges requires a multi-faceted approach, involving
regulatory reforms, judicial intervention, and investor activism to safeguard shareholder interests

and promote shareholder value’.

These frameworks prescribe various mechanisms to ensure transparency, accountability, and

integrity in corporate operations, including:

! Companies Act, 2013, Section 149.
2 Companies Act, 2013, Section 177.
3 SEBI (Listing Obligations and Disclosure Requirements) Regulations, 2015, Regulation 18.
4 Companies Act, 2013, Section 134.
5 SEBI (Listing Obligations and Disclosure Requirements) Regulations, 2015, Regulation 20.
6 Companies Act, 2013, Section 47.
7 Life Insurance Corporation of India v. Escorts Ltd. (1986) 1 SCC 264.
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e Composition and Functions of the Board of Directorsg:
The Companies Act, 2013, mandates the appointment of independent directors to ensure
board impartiality and oversight functions. SEBI regulations further reinforce board
independence® and competence, requiring a minimum number of independent directors

and specifying their roles and responsibilities.

e Audit Committee Oversight:

The Companies Act, 2013, mandates the establishment of an audit committee comprising
independent directors to oversee financial reporting, internal controls, and audit
processes. SEBI regulations prescribe additional requirements for audit committee
composition, meetings, and responsibilities to enhance financial transparency and

accountability.

e Disclosure Requirements®0:

Companies are required to comply with stringent disclosure norms regarding financial
performance, related-party transactions, corporate governance practices, and other
material information. SEBI regulations mandate timely and accurate disclosure to ensure

transparency and investor confidence in the capital markets.

e Shareholder Engagement Practices'?:

Enhancing shareholder engagement is crucial for promoting shareholder democracy and
aligning corporate interests with investor expectations. Companies are increasingly
adopting proactive measures such as investor meetings, electronic voting, and
shareholder communication channels to facilitate meaningful dialogue and address

investor concerns.

Despite the presence of robust regulatory mechanisms, challenges persist in implementation and

enforcement, ranging from boardroom diversity and independence to related-party transactions

8 Companies Act, 2013, Section 149.
9 Section 149 of the Companies Act, 2013 mandates the appointment of independent directors to ensure the
board's impartiality and oversight functions.
10 SEBI (Listing Obligations and Disclosure Requirements) Regulations, 2015, Regulation 17.
11 Gupta, R. (2017). "Shareholder Engagement in India: Trends and Challenges." Indian Journal of Corporate
Governance, 8(1), 45-56.
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and minority shareholder protection.

ANALYSIS OF CORPORATE STRUCTURE

In terms of law and in conformity with business laws, corporate structure refers to the legal
framework as well as means of organization, through which business entities can be set up,
managed, and operate. It begins with established practices that are regulated by business laws
aiming at conformance, transparency, and good governance. Below are the key components of

corporate structure in the context of business laws:
Incorporation and Legal Status:

e Business Entity Type: The choice of a legal form like a limited liability company or
corporation, general partnership or sole proprietorship is a fundamental which are guided
by business laws.

e Incorporation Procedures: Business laws stipulate how a business entity should go
about the official stamp based on laws and regulations that make it legally operative.

e Formation Documents: The process of setting up a limited company requires preparing
and filing necessary documents with appropriate regulatory bodies. These usually include
Memorandum of Association (MoA) and Articles of Association (AoA) for a company,
or LLP Agreement for Limited Liability Partnership. The Memorandum lays down the

company's key objectives and powers, while the Articles specify its internal rules.
Corporate Governance:

e Board of Directors: The composition, powers, and responsibility of the board of directors
are defined by business laws. Under which the directors are expected to act in the best
interests of the company and its stakeholders.

e Composition and Powers: The composition and powers of the board of directors are set
out in company law and related matters. Directors owe fiduciary duties as they make key
decisions on behalf of the firm.

e Rights of Shareholders: The rights and duties of shareholders, including the right to vote,

entitlement to dividends, and access to information, are all regulated by business laws.
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e Compliance and Reporting: Business laws, especially corporate governance codes, call
for conformity with specific norms as well as disclosures. These include regular financial
reporting, audit procedures, and maintaining ethical and governance standards as a matter

of adherence to ethical and governance standards.

Financial Arrangement and Statement:

e Capital Structure: Laws outline how a business can raise and use capital. They set rules
about shares, debentures, and all other monetary instruments.

e Financial Reporting: Business laws require financial statements to be prepared and
disclosed, to ensure that shareholders and regulatory bodies can see what is happening
with the money.

e Issued Capital and Authorized Capital: Business laws regulate the issuance and
administration of share capital. The capital structure of a company, including amounts
and classes of shares, as well as their specific rights, must accord with law. Shareholders'
rights, such as the right to vote or get dividends, are established by law and a company's

constitution.

Regulatory Compliance:

e Compliance Framework: Corporate structures must comply with all sorts of business
laws--tax laws and labour regulations, environmental codes and regulation from their
particular industry.

e Annual Report: Companies must submit reports on their annual business, financial
statements, and other things to regulatory bodies in accordance with business laws.

e Tax and Regulatory Compliance: Organizational forms must follow tax laws and
industrial safety laws, and naturally also the entire list of legal formalities. Violation could

result in fines or prosecution.

Corporate Social Responsibility (CSR):

e CSR Obligations: Business laws may require certain companies to allocate some
percentage of their earnings toward activities undertaken in corporate social
responsibility. Compliance with this requirement includes disclosure concerning what

kind of CSR projects were undertaken and on how much they were spent.

Page | 9


http://www.ijlra.com/

www.ijlra.com

Volume 2 Issue 7| March 2024 ISSN: 2582-6433

Compliance with Risk Management and the Law:

e Risk Avoidance: Firms need to have a risk management policy, to identify and assess
plus find ways of preventing legal risks in their work.

e Contractual Compliance: Compliance with contracts and all the various legal
agreements is very important. Failure to comply can lead to problems in court and

significant financial loss.
Mergers and Acquisitions (M&A):

¢ M&A Regulations: Business laws govern the process of mergers, acquisitions, and

takeovers, including the formalities of shareholder votes and reports to regulators.
Intellectual Property Rights (IPR):

e |IPR Protection: Firms must operate in accordance with laws protecting intellectual

property including trademarks and patents, copyrights as well as trade secrets.
Laws of Employment:

e Employment Contracts: The conditions of employment contracts are governed by
business laws. It protects employee’s fairness and adherence to labour regulations.
e Workplace Safety: Adherence to safety and occupational health laws is necessary in

creating a safe working environment.
Protection of Data and Privacy:

e Data Handling: During an age of increasing digitalization, business laws regulate how
businesses manage and shield sensitive data, guaranteeing compliance with data

protection and privacy laws.

A good business gets the best out of free enterprise, creates employment, and encourages
economic well-being. It earns reasonable profits, places of responsibility, and service to the
community. The basic nature of it must be such as is beneficial for the entire well-being of the
nation, as regulators legislated earlier. And? Without business, life in any country can be looked

forward to getting steadily worse.
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Corporate Law and Structure

Corporate governance is guided by the important consideration of compliance with the law, and
so all parts in a company's organizational structure should be subjected to such compliances and

checks as well.

The hit enters the portal, which is a series of detailed proposals written by the Bombay high Court
at the end of 2004 in response to Economic Change and Government initiatives. At this time,
India was transitioned into a market economy. Unlike other markets throughout the world India
has its own unique case in that it is an interesting mix of the traditional practices with on
regulatory liberalization dating from eighteenth century which serves as something of a backdrop
for our study. We also hope to clarify how Indian corporations (businesses) aligned their
structures with the constantly changing legal environment by examining the law written after
launch of an LPG policy. For example, what are Companies Act, SEBI rules at different periods
and other related legislative acts on tax as well as mergers and accaqusion. The business
ecosystem in India has undergone significant and transformative changes as mentioned earlier
with new legislation brought in to enhance transparency, accountability and getting things done.
The introduction of the Companies Act 2013 and subsequent amendments together with some
other regulatory measures have all had a significant impact on how businesses coped with life.

To reflect the core of our analysis, special emphasis of this kind will be placed on exploring how
in India's new business laws seriously consider problems relating to corporate structure. This will
involve looking at the impact of laws dealing with corporate governance, financial disclosure,
and management systems on how choices are made as to the organization of a company. Our
research is intended to decode the concrete terms of the law which directly decide the form that

company structures may take, and consequently have a bearing on how companies are governed.

At the same time, there is a need to be conceded with this matter of selecting applicable corporate
forms. Contractual obligations, measures of statutory compliance, the fisc, and potential liability
all must be properly understood to successfully bring a corporate entity into existence in any

jurisdiction.

As a result of the liberalizations and regulations made in accordance with policy by the State
Administration of Foreign Exchange, the Indian economy has recently experienced a tremendous

surge of increase from foreign direct inflows. Therefore, foreign companies who wish to come
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into India's existence in some forms are literally obliged to select the type of legal organization

most suited for its own needs and convenience to facilitate operations and management smoothly.

The choice of a foreign entity in its intention to establish a wholly owned subsidiary in India or
acquire/invest an existing Indian entity will have a profound bearing upon its success in gaining
market knowledge, access to business networks, and the implementation of financial strategies

within India’s regulatory framework.

CASE LAW : Life Insurance Corporation of India v. Escorts Ltd. (1986) 1 SCC 2642,

These expanded subtopics provide a more comprehensive analysis of corporate governance
mechanisms and shareholder rights and protections in India, offering insights into the
complexities and challenges of corporate structuring practices. Through empirical research and
theoretical insights, this paper contributes to the scholarly discourse on corporate structure and
business laws in India, offering valuable insights for policymakers, practitioners, and scholars

alike.

The landmark judgment of the Supreme Court in Life Insurance Corporation of India v. Escorts
Ltd?3. (1986) affirmed the rights of minority shareholders and the duty of directors to act in their

interests.

Conclusion:

In conclusion, analysing corporate structure in India within the framework of business laws
reveals a complex interplay between legal provisions, regulatory requirements, and corporate
practices. While India boasts a robust legal and regulatory framework governing corporate
entities, challenges persist in implementation, enforcement, and compliance. Addressing these
challenges requires concerted efforts from policymakers, regulators, industry stakeholders, and
the legal fraternity to foster a corporate environment characterized by transparency,
accountability, and ethical conduct. By aligning corporate structure with legal requirements and

12 Companies Act, 2013, Section 47.
13 Life Insurance Corporation of India v. Escorts Ltd. (1986) 1 SCC 264.
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best practices, India can enhance investor confidence, attract capital inflows, and fuel economic

growth, thereby realizing its vision of becoming a global economic powerhouse.

These sections provide a deeper analysis of corporate governance mechanisms and shareholder
rights and protections in India, highlighting both the strengths and challenges inherent in the
regulatory framework. Through empirical research and theoretical insights, this paper contributes
to the scholarly discourse on corporate structure and business laws in India, offering valuable
insights for policymakers, practitioners, and scholars alike.
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