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At a Glance

A company in Chennai received a declaration from its ‘significant beneficial
owner’ in 2022. It was supposed to inform the Ministry of Corporate Affairs in a
month. It ultimately did so in 2025, over 1,300 days late. The company explained
that the delay came from a lack of clarity about the legal requirements, particularly
what “majority stake” and “significant influence or control” actually meant. The
order that followed did not engage with that submission or that uncertainty. It
computed the delay and imposed a penalty of I5,00,000 on the company and
X1,00,000 on each of two directors, payable from their personal funds.

Six weeks later, the Delhi High Court found the same uncertainty tenable in
deliberating whether a CEO had ‘significant influence or control’. Counsel for the
CEO had made a disarmingly simple argument. A chief executive serves at the
pleasure of a board. Terminate the employment tomorrow and every trace of
authority disappears with it. Whatever that is, they said, it i1s not ‘beneficial
ownership’. The Court thought the point substantial enough to stay the penalty.
The matter is listed again in October.

This is not a story about two unusual instances. In the financial year 2024-25
alone, over 80 adjudication orders have been passed imposing penalties. Most
concerned nothing more exotic than a late filing, a register never written up, or a

notice that nobody remembered to send.
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Fun Fact

A woman who holds
ninety per cent of an
Indian company, in her
own name, on the share
register, with nothing
held through anyone else,
is not a significant
beneficial owner.

The law on beneficial
ownership has no interest
in her. She is already
visible. The law was
written to find the people
the register hides, which
is why so many perfectly
ordinary shareholders
never appear in a filing
and so many invisible
ones should.
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The question that has no number

An individual could become a significant beneficial owner through three routes: by holding at least ten per cent of the
shares, or ten per cent of the voting rights, or the right to at least ten per cent of what the company distributes. Each of
those can be worked out on a spreadsheet. Each of them, importantly, counts only what a person holds through
someone else. Shares in your own name do not qualify, which 1s why the ninety per cent ‘woman shareholder in the

box’ walks free.

The fourth route has no percentage attached to it at all. A person 1s also a significant beneficial owner if they have the
right to exercise, or actually exercise, significant influence or control. There is no threshold to breach and no formula to
apply. Accounting standards, faced with the same phrase, at least supply a rule of thumb: twenty per cent of the voting

power 1s presumed to confer significant influence. The law here borrows the words but supplies no number.

For most Indian groups this hardly matters, because the arithmetic finds somebody. The ditficulty begins with
structures where 1t does not. Trace upwards through a body corporate and the law asks whether an individual holds
more than half of that body corporate, or more than half of its ultimate holding company. More than half. Not ten
per cent. Three friends who own a Singapore holding company between them in percentages of forty, thirty-five and
twenty-five will produce no significant beneficial owner at all, though each of them has an economic interest in the
Indian subsidiary several times over the threshold. Widen the same logic to a listed multinational, where no natural

person owns anything approaching half, and the answer stays the same.

That 1s where the fourth route comes in, and that 1s where the law has taken aim. Reading the orders of the last two
years, the material relied on 1s striking for how ordinary it 1s: financial statements that name a holding company (that
holds no shares), reporting lines, intercompany agreements or the bye laws of a foreign parent. Whether the statute
permits that reading is now a question for the Delhi High Court. What 1s already settled, and what boards should

absorb, 1s narrower and more immediate.

Your organisation chart has become a disclosure document.
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Sujoy’s Perspective

e The regulator’s instinct is sound. The method is what troubles me. An individual may decide what a
company does, and such individual 1s rarely the person whose name sits on the register. The difficulty is one of
borrowed language. The law defines control, and it was written to answer a corporate question: which company
controls another, for takeover and holding company purposes. This definition has been changed to a human
question: which individual stands behind the company? Counsel in the Delhi High Court matter put 1t well
when they said that a chief executive who is dismissed on Monday has no authority on Tuesday. Ownership

does not behave that way.

e There is nowhere to take an honest doubt, and that is the practical lesson of Chennai. The company in
Chennai raised the very difficulty the Delhi High Court has now found substantial enough to grant a stay over,
but it got no answer, because a penalty provision 1s a computation rather than a judgement. An interpretive
argument therefore buys nothing at the adjudication stage. It has to be made in appeal or in a writ court, by

which time the company has already been named in a published order.

e One distinction does survive all of this, and it is the one that matters from the perspective of an entity’s
reputation. The rules separate error from dishonesty. A late or mistaken filing attracts a penalty. Information
that i1s wilfully false or suppressed results in an action for fraud. A conclusion that 1s documented, reasoned and

later disagreed with sits in an entirely different world from one that 1s merely convenient (or lazy).

e Boards tend to ask who the significant beneficial owner is, which invites a debate nobody can win.
The better question is whether everything this company has already told the world about who controls it can be
reconciled with what it has told the relevant regulator. Every order of the last two years was built from the
company's own documents. Where the story told by the financial statements differs from the story told in the
company’s filings, the discrepancy does the regulator’s work for him.

The regulator is not really asking who owns the company. He is asking who would have to answer for it.
Most boards know that answer perfectly well. Few have it written down. And until they do, they may as
well play Eminem’s iconic (Grammy-winning 2000 era) song in the background at every board and shareholders’

meeting,

SUJOY BHATIA
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