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Assessing the Legal Structures for Minority Shareholder Safeguards:-

India's legal frameworks protecting the interests of minority shareholders have changed
significantly in the last several years. The legal framework has been reinforced by these
modifications, although there are still some places where it is not up to par with international
norms. This section will examine the present legal frameworks in India, highlighting its

advantages and disadvantages.
1. Advantages of the Current Legal Structures:-

The existing legal structures for protecting minority shareholders have a number of advantages
that support shareholder democracy. Minority shareholder interests are safeguarded by a
number of provisions outlined in the Indian Companies Act of 2013 and SEBI regulations. The
Indian legal system's need that independent directors be appointed to the boards of publicly
traded firms is one of its advantages. In addition to protecting the interests of all parties
involved, including minority shareholders, independent directors are supposed to contribute an
unbiased and objective viewpoint to the board's decision-making process. The requirement that
a company secretary be appointed is another advantage of the legal system. Complying with
all applicable laws and regulations, as well as supporting the board and shareholders, are the
responsibilities of the company secretary. By taking this step, the company's activities may
become more accountable and transparent. In addition, SEBI has implemented a number of
rules aimed at enhancing corporate governance in India. For example, SEBI rules require listed
companies to adhere to a number of disclosure standards, such as providing financial
statements, board meeting minutes, and information about insider trading transactions, and they
also require the appointment of an audit committee made up of independent directors. So, by
enhancing accountability, openness, and information flow, these actions can support the

minority shareholders' interests. The OECD corporate governance standards, the UN standards

Page: 281



Indian Journal of Integrated Research in Law Volume V Issue II | ISSN: 2583-0538

for Responsible Investment, and the UN Global Compact are just a few of the international
agreements and directives that India has ratified in an effort to support sound corporate
governance practices. Following these recommendations can support shareholder democracy

and strengthen the legal framework protecting minority shareholders.

2. Shortcomings of the Current Legal Structures:-

The preservation of minority shareholder rights is hampered by a number of enduring flaws in
the legal frameworks, notwithstanding their advantages. One major flaw is that minority
shareholders do not have enough channels to exercise their rights under India's legal system.
For example, it can be difficult for minority shareholders to file a lawsuit against a business or
its executives. First off, minority shareholders may be discouraged from pursuing their claims
due to the drawbacks of the lengthy, costly, and time-consuming legal process. Second,
minority shareholders' dissident opinions might be silenced by the majority shareholders, who
frequently control the board and management of the company, using their voting power.
Thirdly, minority shareholders could not have access to important details on the management
and operations of the business, which could make it challenging to prove the validity of their
claims. The comparatively light punishments for breaking corporate governance laws in India
are another flaw in the legal system. For example, non-compliance with SEBI laws carries only
minimal fines, and the severity of the penalty is sometimes not proportionate with the offense.
This light punishment structure may deter businesses from following the rules, which would

reduce the efficacy of the legal system.

The Indian Legal system also has a number of holes that make minority shareholders open to
misuse. For instance, in situations of oppression of minority shareholders, the legal framework
does not clearly define how to determine fair value, placing minority owners at the mercy of
dominant shareholders. Additionally, the legal system does not give minority shareholders a
meaningful voice in CEO compensation or director appointments, which can result in conflicts
of interest and abuses of power by the majority owners. Ultimately, although India's minority
shareholder protection laws offer many advantages, they also have serious drawbacks that
make it more difficult to defend the interests of minority shareholders. To strengthen corporate
governance procedures, advance shareholder democracy, and protect the interests of all

stakeholders, the legal framework's flaws must be fixed.
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3. Instances and Illustrations:-

A key component of corporate governance is protecting minority shareholders, and several case
studies and instances have shown how important it is to have strong legal frameworks in place
to guarantee that minority shareholders' interests are upheld. We will look at a few noteworthy
Indian cases that emphasize the value of protecting minority shareholders in this part. The
decision of Bhushan Steel to sell its assets to a foreign business was challenged in a petition
filed by a minority stakeholder. The Delhi High Court declared that the company's choice was
not optimal for minority shareholders, and it decided in favour of the shareholder. The lawsuit
made it clear that minority shareholders needed more protection and that it was crucial to make

sure that all shareholders' interests were considered when making important decisions.
g 1mp

A Seminal case in Indian corporate law pertaining to the rights of minority shareholders in a
firm is “Bacha F. Guzdar v. Commissioner of Income Tax Bombay”. The Indian Supreme
Court held that a shareholder, regardless of whether it serves the interests of the majority
shareholders, has the power to vote against a resolution that is detrimental to the company's
interests. The Court determined that the Assessee was entitled to vote against the resolution
authorizing the share sale because it did not serve the company's best interests. The majority
shareholders cannot use their voting authority to enact resolutions that hurt the firm, the court
stressed, and the company's interests must always come before those of the majority
shareholders. Furthermore, the majority owners were given the responsibility by the Court to
demonstrate the validity of the share transaction. The share sale could be deemed illegal if such
legitimacy cannot be established, as it would be interpreted as an attempt to mislead the revenue

authorities.

The Indian Supreme Court tackled minority shareholder persecution in closely held firms in
“Durga Prasad v. Baldeo”. The lawsuit was a disagreement between two equal shareholders
regarding the dominant shareholder's claimed oppressive actions. Minority shareholders must
not be unjustly discriminated against and have the right to participate in the company's
management, the Court said. Minority owners must not be excluded from management
engagement, even if the greater control of majority shareholders is acknowledged. The
specifics of the case will determine the best course of action, which could include a
management change to protect the interests of the minority shareholder or a buyout of their

shares. For the rights of minority shareholders in India, this case establishes a major precedent.
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It highlights the value of treating the majority fairly as well as their rights to take part in

business management.

The “Gopikishan Shivram v. Tricumdas Dwarkadas” case was a disagreement between
directors and shareholders regarding the selling of corporate assets without consent. The Indian
Supreme Court declared that the directors' disregard for the company's well-being in favour of
their own personal benefit was a breach of their fiduciary obligations. Directors must act with
the best interests of the firm and for a justifiable reason. The Court declared the sale voidable
and set it aside, stipulating that directors must work exclusively in the best interests of the firm
and that shareholders have the right to contest directors' acts that are detrimental to those

interests.

A dispute over a decision to sell assets between a shareholder and the corporation was at the
heart of the “Greenhalgh v. Arderne Cinemas Ltd.” case. The court determined that this choice
was not optimal for the business since it would have led to goodwill loss and liquidation.
Additionally, the decision was taken for the benefit of the majority shareholders, which went
against the rule that directors should put the interests of the firm before their own or the
majority. The case demonstrated that decisions taken by the majority shareholders may be
overturned if they are not in the best interests of the company. This emphasized the notion that
directors have an obligation to act in the best interests of the firm, not for their own benefit or

that of the majority.

Furthermore, In the matter of “Innoventive Industries Ltd. v. ICICI Bank”, a business and its
insolvency-related creditor were at odds. The company's loan payment default led to the Indian
Supreme Court upholding the start of insolvency proceedings. If the corporation could
demonstrate that the default did not occur, it might contest the proceedings. It also established
the process for insolvency proceedings under the Insolvency and Bankruptcy Code, 2016. In
addition to stressing the proceedings' vital importance in economic development and
safeguarding the rights of creditors and debtors, the Court underlined that their goal was to
revitalize the company rather than liquidate it. This case establishes significant precedents for
the legal framework of the Insolvency and Bankruptcy Code, elucidating the rights and
obligations of debtors and creditors as well as their influence on the economic growth of the

nation.
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The case of “Miheer H. Mafatlal v. Mafatlal Industries Ltd.” dealt with a disagreement
between brothers regarding management of the textile company and equal ownership. Ajit's
arbitrary judgment was overturned by the Indian Supreme Court, which decided that Miheer
had the right to co-own the business with his brother and share management and control. The
Court made it clear that directors had an obligation to act in the best interests of the firm, not
their own or the majority shareholders' interests. It emphasized the value of accountability in
business management, openness, and protecting the interests of minority owners. By outlining
the responsibilities of directors and placing a strong emphasis on accountability, transparency,
and minority shareholder protection, this case establishes a crucial precedent for co-ownership

in businesses.

Moreover, the conflict in “Rajendra Prasad Gupta v. R.K. Birla” concerned the nomination
of a director to a firm. Because he had not resigned, the Indian Supreme Court declared that
Gupta's dismissal from the directorship was unlawful. A director must be removed for good
cause and in accordance with the Companies Act, the court stressed. It also brought attention
to the rights of minority shareholders and the openness and responsibility to the company's
management. The ruling lays forth important guidelines for dismissing directors, stressing
justifications and adherence to the Companies Act, outlining the responsibilities of directors,
and placing a high priority on accountability, transparency, and minority shareholder

protection.

In the “Tata Iron and Steel Co. Ltd. v. State of Jharkhand” case, the State and TISCO were
at odds about the royalty that was levied on iron ore that was taken from state-owned mines.
Because it held a mining lease from the state government, TISCO claimed it was immune from
royalty. The Supreme Court of India stressed the state's power to charge and amend royalty
rates and payments rather than taxes for the removal of minerals from state-owned mines,
ruling that the mining lease did not remove the royalty obligation. The state's ownership of the
minerals and its entitlement to a just portion of the earnings from their exploitation were further
emphasized by the ruling. The regulatory framework for the Indian mining sector is established
by this case, which places a strong emphasis on the state's ownership, authority to impose

royalties, and responsibility for guaranteeing the equitable distribution of mineral income.

The “Hindustan Lever Limited (HLL) v. Bombay Stock Exchange (BSE)” case is yet another

noteworthy illustration of the significance of protecting minority shareholders. In this instance,

Page: 285



Indian Journal of Integrated Research in Law Volume V Issue II | ISSN: 2583-0538

HLL suggested merging with Brooke Bond Lipton India Limited (BBLIL), a subsidiary,
without telling the minority owners. Declaring that the interests of minority shareholders had
not been considered, the Bombay Stock Exchange (BSE) protested the proposal. Guidelines
were created as a result of the lawsuit to guarantee that minority owners are notified and

consulted on all significant decisions.

A. The conflict between Cyrus Mistry and Tata Sons:-

With a substantial presence in a number of industries, including steel, automotive, and IT
services, the Tata Group is one of India's biggest corporations. Cyrus Mistry succeeded Ratan
Tata as chairman of Tata Sons, the Tata Group's holding company, in 2016. A sour court battle
between Mistry and the Tata Group ensued when he was ousted as chairman of Tata Sons in
2016. Mistry claimed that the Tata Group mistreated and oppressed him, and that he was
terminated because he was attempting to change the group's governance structure. As a result
of the disagreement, Mistry and the Tata Group engaged in multiple court cases against one
another. The Supreme Court heard the matter and finally decided in favour of the Tata Group.
In corporate governance, accountability and openness are crucial, as demonstrated by the
controversy surrounding Cyrus Mistry and Tata Sons. The case also emphasizes how important
it is to have strong legal safeguards against disputes between minority shareholders and

management.

B. The Nirav Modi Fraud Case:-

In 2018, Nirav Modi, a well-known diamond jeweller in India, was charged with defrauding
the Punjab National Bank (PNB) of around $2 billion. According to allegations, Modi and his
colleagues obtained loans from the PNB by using fictitious letters of credit. These loans were
subsequently utilized to fund Modi's diamond venture. The PNB discovered unlawful
transactions involving Modi's enterprises, which led to the discovery of the fraud. After he left
the country, Modi was listed as a fugitive after the Indian authorities opened an inquiry. The
effective regulatory measures are necessary to stop fraud and wrongdoing in the financial
industry, as the Nirav Modi case makes clear. The case also emphasizes the necessity of
accountability and openness in corporate governance, since the PNB's lack of supervision and

due diligence allowed the fraud to occur.
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C. The Satyam Computer Services Ltd. case:-

One well-known Indian provider of IT services, Satyam Computer Services Ltd., was listed on
both the Bombay Stock Exchange (BSE) and the New York Stock Exchange (NYSE).
Ramalinga Raju, the company's chairman and founder, acknowledged in 2009 that he had
engaged in a significant accounting scam that had exaggerated the company's earnings. The
company's shareholders lost around $2.1 billion as a result of the fraud. When Raju wrote to
the company's board of directors to admit to the fraud and resign from his position, the scam
was exposed. The letter also claimed that the company's cash balance was much less than what
had been represented and that the balance sheet had been fabricated. The effective legal
structures are necessary to safeguard the rights of minority shareholders, as the Satyam crisis
makes clear. In this instance, the deceptive practices of the company's management resulted in
large losses for minority shareholders. Although India's legal system protects the interests of
minority shareholders, the Satyam case demonstrates that these laws' application has to be

improved.

So, the significance of strong legal frameworks for defending minority shareholders' rights is
demonstrated by these cases. Though there is still more work to be done, minority shareholders
are somewhat protected by the Indian Companies Act of 2013 and SEBI regulations. For
minority shareholders to be treated properly and have their interests safeguarded, there must
be more accountability, transparency, and independent scrutiny. Furthermore, the
aforementioned case studies and examples demonstrates that the strong legal frameworks are
necessary to safeguard minority shareholders' rights. Given the critical role minority
shareholders play in corporate governance, it is imperative that all significant decisions take
their interests into consideration. While considerable protection is offered by the Indian
Companies Act of 2013 and SEBI regulations, much more work needs to be done. For the
current legislative frameworks to effectively support shareholder democracy and safeguard the
rights of minority shareholders, legislators and regulators must keep reviewing and fortifying

them.

Exploring the efficacy of Current Legal Structures for the retention of Minority

Shareholders:-

India's legal system for protecting minority shareholders is strong, consisting of various clauses
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found in the Companies Act of 2013 and Securities and Exchange Board of India (SEBI)
regulations. However, there is disagreement about how well these legal frameworks support

shareholder democracy and safeguard minority shareholders' interests.

1. The Effectiveness of the legal systems in place: The minimum shareholding requirement
in the Companies Act of 2013 is one of the key legal foundations for protecting minority
shareholders. According to the Act, an individual who owns one-tenth or more of a company's
issued share capital or who has paid-up capital of at least Rs. 10 lakhs must be considered a
"member" of the business. This allows the shareholder to be notified of general meetings and
to vote on resolutions. Special decisions are required for specific transactions in which
interested parties have a stake, which is another significant clause. For example, Section 188
of the Companies Act of 2013 mandates that transactions in which a director or a director's
relative has an interest must be approved by special resolution. This guarantees that the
interested parties do not abuse their position to the detriment of minority shareholders. In
addition, the Companies Act, 2013 mandates that independent directors be appointed to a
company's board; these directors are supposed to serve as a watchdog, safeguarding minority
shareholders' interests and offering the board objective advice in order to encourage
accountability and transparency in the decision-making process of the company. Furthermore,
the SEBI has released rules, like the, Listing Obligations and Disclosure Requirements
Regulations, 2015, to safeguard the interests of minority shareholders. For some transactions,
listed businesses must have the consent of the majority of minority shareholders, according to
these requirements. This clause protects minority shareholders by preventing transactions from

being approved purely on the basis of the interests of the majority shareholders.

2. Difficulties in Putting Current Legal Frameworks into Practice: Despite the strength of
India's legislative structures protecting minority shareholders, there are nevertheless obstacles
to their efficient use. Lack of knowledge among minority shareholders regarding their rights
and the safeguards in place is one of the major obstacles. Minority shareholders frequently take
a passive role in the business's decision-making process and don't actively engage. The lack of
finances for minority shareholders to take legal action against the business or its management
presents another difficulty. This restricts their power to pursue compensation for any perceived
wrongs done to them. In addition, India's judicial system can be sluggish and onerous, which

makes conflict settlement even more difficult.

Page: 288



Indian Journal of Integrated Research in Law Volume V Issue II | ISSN: 2583-0538

3. Comparative Analysis of Indian and International Law Systems on the retention of
Minority Shareholders: The Legal structure in India for minority shareholder rights is quite
robust when compared to other jurisdictions. Minority shareholders are granted a number of
protections under the Indian Companies Act, 2013, such as the ability to initiate a class action
lawsuit, obtain corporate information, and bring a derivative action. A number of rules have
also been put in place by the Securities and Exchange Board of India (SEBI) to safeguard the
interests of minority shareholders. One such rule is the necessity of shareholder approval for
transactions involving related parties. Furthermore, the India's legislative system for protecting
the minority shareholders might yet be improved, though. The legal foundations for protecting
minority shareholders are stronger in many other jurisdictions, such the US and the UK. These
nations have more stringent disclosure laws, give shareholders more influence over company
decisions, and have more efficient enforcement systems. The difficulties previously mentioned,
such as minority shareholders' ignorance and controlling shareholders' domination, also
frequently impede India's legal system. In general, India's current legislative frameworks for
protecting minority shareholders have changed significantly over time. Implementing these
legislative frameworks continues to provide difficulties, despite some encouraging advances,
such as the addition of requirements for independent directors and shareholder democracy. The
issues include poor institutional systems, insufficient disclosure requirements, and ineffective
enforcement measures. In addition, the Indian legal system for protecting minority shareholders
is not as strong as that of other nations, especially developed nations. International norms must
be incorporated into the Indian legal system, especially in regards to the function of

independent directors, voting processes, and transparency obligations.

Moreover, in order to guarantee the effective protection of minority shareholder rights, it is
advised that the Indian legal framework for minority shareholder protection be examined and
modified in light of the aforementioned. The government, SEBI, and other pertinent authorities
ought to take the required actions to resolve the difficulties encountered in putting the current
legal frameworks into practice and to guarantee that they conform to international norms.
All things considered, it is imperative that corporate governance in India be made more
transparent, accountable, and democratic in order to guarantee that the interests of all

stakeholders are protected and that minority shareholders are suitably protected.
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Suggestions to enhance the protection of Minority Shareholders:-

Notwithstanding the existence of laws and rules protecting minority shareholders' rights,
difficulties in their execution and enforcement frequently restrict their efficacy. This leads to a

number of suggestions for enhancing the protection of minority shareholders.

1. Legislative Changes: Reforming the law is one of the most important measures to increase
the protection of minority shareholders. Indian laws could be changed to make minority
shareholders' rights such as the right to knowledge, the ability to participate in decision-
making, and the ability to be protected against unfair practices more explicit and explicit.
Furthermore, measures for the appointment of independent directors to boards could be
included, as they can act as a check on the influence of powerful shareholders. In order to
safeguard minority shareholders, the Companies Act might potentially be changed to include

harsher penalties for breaking disclosure obligations and other clauses.

2. Enhancements in the practices pertaining to Corporate Governance: Enhancing
minority shareholder protection can also be greatly aided by corporate governance
improvements. The creation of audit and nomination committees, as well as the adoption of
best practices for board composition, including the appointment of independent members,
could be examples of such actions. Additionally, there can be more openness regarding
executive pay, which can significantly affect share value. More control over the selection and

dismissal of directors could potentially be granted to shareholders.

3. Engagement and Activism of Shareholders: Another useful strategy for enhancing
minority shareholder protection is shareholder activism and involvement. This could involve
actions like shareholder proposals, which provide shareholders the chance to voice their
concerns and recommend modifications to company procedures and policies. Furthermore, the
shareholders can be granted more voting rights and a bigger voice in crucial choices like
mergers and acquisitions. Another useful strategy for promoting shareholder participation is

the use of social media and other digital channels.

4. The Function of Government and Regulators: Lastly, the government's and regulators'
role is essential to enhancing the protection of minority shareholders. Regulators can help
enforce adherence to rules and guarantee that shareholders receive timely and accurate

information. In order to handle shareholder conflicts and offer prompt and efficient remedies,
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the government could potentially set up specialized courts or tribunals. Additionally, more
funding might be given to enforcement organizations to guarantee that rules and regulations

safeguarding minority shareholders are implemented effectively.

Therefore, in order to guarantee the better protection and advance shareholder democracy, we
can conclude that even if the legal framework for minority shareholder protection is in place,
more reforms are required. To achieve these goals, it is essential to implement legal reforms,
corporate governance reforms, shareholder activism and participation, and the involvement of

government and regulators.

Conclusion:-

The protection of minority shareholders' rights is crucial for both the general well-being of the
economy and the efficient operation of corporate governance. This study assessed India's
current legal framework for protecting minority shareholders and examined how well the rules
and legislation in this field work. In conclusion, India has a strong and comprehensive legal
framework for protecting minority shareholders, with clauses in the Companies Act of 2013
and SEBI regulations that guarantee openness, responsibility, and equitable treatment for all
shareholders. Nevertheless, the Satyam and Nirav Modi scandals show that there are
weaknesses in the way these rules are enforced, underscoring the need for stronger laws and
more efficient enforcement systems. Minority shareholders also confront a number of
formidable obstacles, including the absence of representation on the board of directors and the
difficulties of carrying out effective shareholder agitation. Other obstacles for minority
shareholders trying to defend their rights are the scarcity of available legal remedies and the
high expense of litigation. According to the study's conclusions, rules and regulations
protecting the rights of minority shareholders are in place, but their efficacy is restricted
because of a number of flaws and deficiencies. Furthermore, The SEBI (LODR) Regulations,
2015, the Companies Act of 2013, and other pertinent laws and regulations do not sufficiently
address minority shareholders' concerns. For minority shareholders to be adequately protected,
the rules governing related party transactions, the selection of independent directors, and
information disclosure must be reinforced. A number of areas where legal and corporate
governance improvements could enhance the protection of minority shareholders have also
been identified by the study. These consist of changes to the disclosure standards, board

composition, and linked party transactions. In order to advance minority shareholder
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protection, the study has also emphasized the significance of shareholder activism and
involvement. Encouragement is required for shareholders to take an active role in business
activities and to use their right to hold the board responsible. The ramifications of these findings
are noteworthy because minority shareholders are essential to encouraging sound corporate
governance and making sure that businesses act in the best interests of all shareholders, not just
large shareholders. Corporate wrongdoing, a decline in investor trust, and adverse economic

effects can result from inadequate protection for minority shareholders.
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