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ABSTRACT

This article explores the legislative regime of oppression and
mismanagement under Sections 241 and 242 of the Companies Act, 2013. It
places these provisions against the background of the larger tension between
majority rule and the preservation of minority shareholders. By following the
development from the original principles of Foss v. Harbottle, which
promoted internal resolution of company conflicts and restricted judicial
intervention, to Indian case law that validates exceptions where there is a
resultant injustice, the analysis highlights the subtle parameters necessary for
maintaining an oppression claim. By examining landmark cases like Shanti
Prasad Jain v. Kalinga Tubes Ltd. and Needle Industries, the article points
out that the courts evaluate not individual acts but the aggregate conduct,
intention, and outcome for the minority stakeholders. Finally, the article
contends that these sections represent a remedial, as opposed to penal,
measure to ensure corporate fairness and accountability. As company
structures become more complicated, these provisions remain an important
tool to safeguard minority rights without destroying legitimate managerial
flexibility.
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INTRODUCTION

The “Companies Act, 2013” attempts to find a balance between the dual objectives of
enhancing corporate independence and protecting shareholder interests. Within this context,
“Sections 241 and 242 of Companies Act, 2013 form key protective measures against
oppression and mismanagement in corporate management.! Such provisions acknowledge that
though majority rule forms the foundation of corporate governance, it cannot be unqualified.
The minority stakeholders and shareholders need to be shielded from behaviour prejudicial,

unfair, or oppressive.?

Members who are eligible may file a petition in the National Company Law Tribunal (NCLT)
under "Section 241 of Companies Act, 2013" if the company's operations are being carried out
in a way that is oppressive to any member or detrimental to the public interest or the company's
own interests. “Section 242 of Companies Act, 2013 gives the Tribunal wide discretion to
grant relief once satisfied that such oppression or mismanagement does indeed exist. Such
powers comprise reorganizing the management, controlling future behaviour, and even altering
corporate documents, thus highlighting the remedial, and not just punitive nature of the

provision.

Collectively, these parts are an essential judicial mechanism to counteract power disparities in
businesses and enforce fair principles of corporate management. Their importance has only
increased after the rise in corporate conflicts, shareholder activism, and the growing concern

for transparency and accountability in corporate conduct.
WHEN CAN THE MINORITY SHAREHOLDERS SUE?

The question of whether and under what conditions a minority shareholder may launch a
lawsuit under "Sections 241 and 242 of the Companies Act, 2013" is one of the most important
ones that may arise in cases of corporate oppression or mismanagement in a firm. Although the
grounds for making a complaint are outlined in "Section 241 of the Companies Act, 2013" such
as oppression, poor management, or actions that are detrimental to the company's or its
members' interests, the application of this section is not always automatic, even in cases where

an allegation is made. Courts have uniformly demanded that the petitioner prove that the

! Companies Act 2013, ss 241-242
2 LiveLaw, ‘Understanding Oppression and Mismanagement under Companies Act, 2013 (2024)
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complained of behaviour is not only irregular but oppressive, continuous, and lacking in
probity. This threshold ensures that not every grievance becomes an actionable claim,

particularly in the context of routine business judgments.

The common law case of Foss v. Harbottle (1843)3 established two important principles: “the
"proper plaintiff rule” which holds that only the company is entitled to sue for wrongs against
it, and the "majority rule" which posits that internal company disputes are best resolved by
shareholder vote.” This doctrine was designed to show respect for the corporate form and to
refrain from unnecessary intrusion into internal governance. Nevertheless, this rule is not rigid

and is qualified by a number of significant exceptions.*

The court in Foss v. Harbottle created exceptions for situations where strict application of the
rule of majority would lead to injustice. These exceptions include situations involving “(i) ultra
vires acts of the company, (ii) special majorities to be approved by an ordinary majority, (iii)
fraud on the minority where the wrongdoers are in the control of the majority, and (iv)
infringement of personal membership rights. Minority shareholders may, in these situations,

initiate derivative actions for and on behalf of the company.’”

Indian courts have incorporated these principles into the statute law. For example, in Needle
Industries (India) Ltd. v. Needle Industries Newey (India) Holding Ltd., AIR 1981 SC 1298,
the Supreme Court (SC) acknowledged that oppression encompasses absence of probity and
fair dealing in company matters and allowed minority shareholders to approach the court for

relief where controlling shareholders exercised their powers oppressively.

Thus, minority shareholders can sue under “Section 241 of the Companies Act, 2013” not just
when their rights are directly affected, but also when the majority's conduct threatens the very

fabric of fair corporate governance.
WHAT CONSTITUTES AS OPPRESSION?

The business side of oppression is not considered with a very wide definition of use, but there

is certain level of oppression for which legal action can be initiated in the Court. In the case of

3 Foss v Harbottle (1843) 2 Hare 461; 67 ER 189

4 LawBhoomi, ‘Foss vs Harbottle Case’ (2024)

5 Foss v Harbottle (1843) 2 Hare 461; 67 ER 189

¢ Needle Industries (India) Ltd v Needle Industries Newey (India) Holding Ltd (1981) AIR 1298 SC.
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Shanti Prasad Jain v. Kalinga Tubes Ltd. (1965)’, the Court laid down the level of acts which
would amount to oppression. The court focused on “not considering individual acts of
oppression, but rather the general pattern of conduct which must include (i) persistent unfair
treatment of some shareholders, (ii) burdening, unreasonable or wrongful behaviour, (iii)
absence of honesty or fair dealing towards shareholders' rights.” What is important to observe
is that the judiciary is concerned not with individual complaints or managerial disagreements,
but with whether the overall conduct generates a prejudicial environment that denigrates the
rights of the minority in the corporate framework. Where there is a conflict between both

classes of shareholders on any business decision, it will not be oppression.

The doctrine settled in this case was reinforced in the case of Needle Industries (India) Ltd. v.
Needle Industries Newey (India) Holding Ltd., AIR 1981 SC 12988, where the Court went on
to state that “even if there are some acts which are being performed by the majority
shareholders which might appear oppressive on the surface but if performed in good faith and
in accordance with the law without any connate ulterior motives, then such acts will not be
constituted as oppression.” This adds an important caveat to the analysis of oppression—
namely, that the 'intent' behind the behaviour is as important as the 'effect' of the behaviour.
The courts have taken a subtle line, drawing a distinction between commercially explicable
decisions made in the best interests of the company and those made with an intent to exclude
or unfairly prejudice minority shareholders. For instance, issuing new shares may water down
the minority holding, but if for the purpose of raising money bona fide and in procedural good
faith, it may not be oppressive. However, if such a purpose is to change the voting ratio and

remove minority influence, the same action could be deemed oppressive.

We can easily conclude the stories taken by the judiciary in such cases: they consider the
entirety of the transaction of the acts and not the mere nature itself before issuing their decision.
Secondly, they consider the intent of the individual performing those acts and verify the
conformity of these acts to the law. This interpretive strategy is an expression of the Court's
effort to reconcile managerial autonomy with shareholder protection. The remedy under
“Section 241 of the Companies Act, 2013 is therefore not intended to replace the judgment of

management, but to act when the majority in the company behaves in a way that steps over the

7 Shanti Prasad Jain v Kalinga Tubes Ltd AIR 1965 SC 1535
8 Needle Industries (India) Ltd v Needle Industries Newey (India) Holding Ltd (1981) AIR 1298 SC.
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line of fair commercial behaviour and into abuse of dominance.
CONCLUSION

The scheme under “Sections 241 and 242 of the Companies Act, 2013” is a critical check on
the majority rule and proper plaintiff doctrine by instilling fairness, accountability, and judicial
vigilance in corporate governance.’ The provisions are an expression of legislative wisdom that
shareholder democracy cannot be unfettered, particularly when it promises to overwhelm the
underlying principles of equity and fiduciary duty. The jurisprudence that has developed in
these sections discloses a consistent pattern: courts are not influenced by technical breaches or
single grievances, but consider the behavior in totality—its intent, duration, and effect on

minority shareholders and the health of the company.

Significantly, the Indian judiciary has taken a balanced approach—"upholding the
management's autonomy to make rightful business choices while at the same time ensuring that
such autonomy is not abused for imposing exclusionary or prejudiced behavior.”'’ In this
manner, the legislation does not punish the wrongdoings but attempts to rebuild confidence in

corporate operations through corrective, forward-looking directions.

The relevance of “Sections 241 and 242 of the Companies Act, 2013” can only increase as
company structures become more complex and minority investors play a bigger part in
fostering openness and sound governance. They are not only devices for redressal but
instruments for accountability that reconcile economic efficiency with popular participation in
corporate affairs. For minority shareholders, they are a constitutional protection—
strengthening their position in the corporate hierarchy and preventing their rights from being

crushed under the ambitions for majority convenience or domination.

° Companies Act 2013, ss 241-242
10 Needle Industries (India) Ltd v Needle Industries Newey (India) Holding Ltd (1981) AIR 1298 SC.
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