
1 | P a g e                                                                                                    Knowledge Bank  
                                                                                                                               06.03.2017 

 

APPROVAL OF RELATED PARTY TRANSACTIONS: 

 

The ge e al e ui e e t fo  app o al of a y su h Related Pa ty T a sa tio  is y ay of o se t of the Boa d of Di e to s. 

However, the Proviso to Section 188 of the 2013 Act further requires passing of a Special Resolution
1
 in addition to approval 

of the Board in case of any Company, whose paid up capital exceeds Rs. 1 crore or where the sum involved in the transaction 

exceeds the specified limit as may be prescribed. Further any member who is a related party is prohibited from voting in 

special resolutions. 

 

Under the 1956 Act if any appointment of a relative without the knowledge of the director takes place, then in such cases 

consent is also required. This requirement is not present under the 2013 Act as such. Further the 1956 Act also requires any 

appointment with monthly remuneration above a prescribed sum, to be consented by a special resolution and the approval 

of the Central Government which has been done away under the 2013 Act. 

 

Section 188(2) of the 2013 Act requires every contract or arrangement entered into to be referred to in the Board's Report to 

the shareholders along with justification for its necessity. 

 

Section 188(3) of the 2013 Act states the contract or arrangement entered into by a director or employee of the company 

without the approval of the Board or special resolution at the general meeting, shall be ratified by the Board or the 

shareholders within three months from the date on which the contract or arrangement is entered into failing which the 

specified contract/arrangement shall be voidable at the instance of the Board. 

 

 

APPROVAL OF RELATED PARTY TRANSACTIONS- ADDITIONAL REQUIREMENTS FOR LISTED COMPANIES UNDER THE 

SEBI LISTING AGREEMENT: 

 

1. Related Party Transactions is defined in Clause 49(VII) of the Listing Agreement
2
. This clause is made applicable to 

every company intending to get listed on the stock exchange as a result of which such companies have to comply 

with the additional disclosures as under the Listing Agreement along with the disclosures under the Companies Act 

and other rules supplementary to it. 

 

2. Clause 49(VII) lays down the following: 

                                                           
1
 114-Special Resolution- A resolution can be considered as a special resolution when the intention to propose a special 

resolution has been specified and a notice duly given pursuant to which the votes cast in favour of the resolution is not less 

than 3 times the votes cast against the resolution. 
2
Listing Agreement is an agreement executed between a Company intending to get listed and between the Stock Exchange. It 

is based on the concept of Corporate Governance so as to ensure good Corporate Governance Practices. The listing 

agreement requires the Company to make certain disclosures and further lays down the Rights, obligations and liabilities 

which the Company has to comply with. It further lays down other ancillary measures by specifying the composition, tenure, 

policies, committees, penalties and other procedural requirements.  
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A. A related part  tra sa tio  is a tra sfer of resour es, services or obligations between a company and a 

related party, regardless of whether a price is charged. 

 

B. A related part ' is a perso  or e tit  that is related to the o pa . Parties are o sidered to e related if 

one party has the ability to control the other party or exercise significant influence over the other party, 

directly or indirectly, in making financial and/or operating decisions and includes the following: 

 

1. A perso  or a lose e er of that perso s fa il  is related to a o pa  if that person: 

a. is a related party under Section 2(76) of the Companies Act, 2013. 

b. has control or joint control or significant influence over the company. 

c. is a key management personnel of the company or of a parent of the company. 

 

2. An entity is related to a company if any of the following conditions applies: 

 

a. The entity is a related party under Section 2(76) of the Companies Act, 2013; or 

b. The entity and the company are members of the same group (which means that each parent, subsidiary 

and fellow subsidiary is related to the others); or 

c. One entity is an associate or joint venture of the other entity (or an associate or joint venture of a member 

of a group of which the other entity is a member); or 

d. Both entities are joint ventures of the same third party; or 

e. One entity is a joint venture of a third entity and the other entity is an associate of the third entity; or 

f. The entity is a post-employment benefit plan for the benefit of employees of either the company or an 

entity related to the company. If the company is itself such a plan, the sponsoring employers are also 

related to the company; or 

g. The entity is controlled or jointly controlled by a person identified in (1). 

h. A person identified in (1)(b) has significant influence over the entity (or of a parent of the entity); or 

E pla atio : For the purpose of Clause 49 V  a d Clause VII B , the ter  o trol  shall have the sa e 

meaning as defined in SEBI (Substantial Acquisition of Shares and Takeovers) Regulations, 2011. 

Thus from a reading from the above definition the following criterion are used to determine Related Party 

Transactions apart from those under the Companies Act, 2013. 

 Control/ Joint Control or Significant Influence 

 Members of the same group 

 An entity being an associate or joint venture of the other entity 

 Entity being in a post-employment benefit plan for the benefit of employees 
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3. An essential difference under the SEBI Listing Agreement under 49(VII) as laid down above is that fact that any 

transaction between a related party is considered as a related party transaction in spite of the fact whether a 

price is charged or not. There is nothing as such stated under the Act, the general implication of which is that a 

price must be charged for considering it as a Related Party Transaction. 

 

4. A listed company is also required to formulate a policy on materiality
3
 of related party transactions and also on 

dealing with related party transactions which is not required under the Companies Act. 

 

5. Requirements such as approval of Audit Committee and Special Resolution are similar for both listed and 

unlisted companies. 

 

6. The Listing Agreement under Clause 49(VIII) A additionally requires disclosures of all material transactions with 

related parties quarterly and also the policy of dealing with related party transaction in the website and in the 

annual report. 

 

 

TYPES OF RELATED PARTY TRANSACTIONS THAT NEED APPROVAL: 

 

1. Any transaction, which is undertaken by a Company with any of the persons within the ambit of a related party for 

the purpose of Section 2(76) of the 2013 Act is a Related Party Transaction.  

 

2. Section 188 requires any contract or arrangement with a related party to be consented by the Board of Directors 

given by a resolution at a meeting of the Board. The following need approval of the Board in this regard: 

 

a. sale, purchase or supply of any goods or materials; 

b. selling or otherwise disposing of, or buying, property of any kind; 

c. leasing of property of any kind; 

d. availing or rendering of any services; 

e. appointment of any agent for purchase or sale of goods, materials, services or property; 

f. such related party's appointment to any office or place of profit in the company, its subsidiary company or 

associate company; and 

g. underwriting the subscription of any securities or derivatives thereof, of the company. 

Further Related Party Transactions by a company having a paid up share capital greater than 1 Crore are also 

required to obtain approval by a special resolution.  

                                                           
3
A transaction with a related party is considered as material when the transactions to be entered into individually or taken 

together with previous transactions during a financial year, exceeds five percent of the annual turnover or twenty percent of 

the net worth of the company as per the last audited financial statements of the company, whichever is higher 
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The only exception to the requirement of obtaining approval of a Related Party Transaction is that of transactions in 

ordinary course of business which are at arm's length price. 

Hence, any transaction by way of an agreement or contract with a related party needs approval under the 2013 Act. 
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