
1 
 

In making an order for winding up on the ground that it is just and equitable 

that a Company should be wound up, the Court must consider the interests of 

the shareholders as well as of the creditors. 

[Case Brief] MOHAN LAL & ANR. V/S GRAIN CHAMBER 

LTD., MUZAFFARNAGAR & ORS. 

Case name: Mohan Lal & Anr. V/S Grain Chamber Ltd., 

Muzaffarnagar & Ors. (1968 AIR 772, 1968 SCR (2) 252) 

Case number: Civil Appeals Nos. 114 and 115 of 1965. 

Court: Supreme Court of India 

Bench: Hon’ble Justice Shah, J.C.  

Decided on: NOVEMBER 15, 1967 

Relevant 

Act/Sections: 

Section 86(1); Section-91B; Section 162: Indian 

Companies Act, 1913 

 

➢ BRIEF FACTS AND PROCEDURAL HISTORY: 

1. The Grain Chamber Ltd., Muzaffarnagar, a Company registered under the Indian 

Companies Act, 1913 was framed for the purpose of carrying on business of an exchange in 

grains, Cotton, sugar, gur, pulses and other commodities. The method of carrying on business 

in "futures" was explained as follows by the parties to the dispute in an agreed statement 

submitted before the Company Judge. 

2. The buyer and the seller who are members of the Company negotiate transactions of sale and 

purchase in gur through their respective brokers and then approach the Company. 

3. The seller has to sell to the Company a specified quantity and the buyer agrees to purchase 

the same quantity from the Company under an independent contract. 

4. By December 1949 Seth Mohan Lal and Company who will hereinafter be called "the 

appellants" had entered into transactions with the Company which aggregated to 1136 Bijaks 

of sale of gur for the PaushSudi 15, 2006 delivery.  
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5. On February 22, 1950, the appellants and their partner Mohan Lal filed a petition in the 

High Court of Judicature at Allahabad for an order winding up the Company. 

6. The principal grounds were that the Company was unable to pay its debts, that it was just and 

equitable to wind up the Company, because the directors and the officers of the Company 

were guilty of fraudulent acts resulting in misappropriation of large funds, and that the 

substratum of the Company had disappeared, the business of the Company having been 

completely destroyed. 

7. In the second petition it was averted that by virtue of the notification issued by the 

Government, the forward contracts in gur had become void and the appellants were entitled 

to be repaid all the amounts deposited by them, that the outstanding contracts stood 

rescinded, and the Company having paid out large sums to its directors and other 

shareholders was not in a position to meet its liability to the appellants. 

Procedural history 

 

On February 22, 1950, the appellants and their partner Mohan Lal filed a petition in the 

High Court of Judicature at Allahabad for an order winding up of the Company. Diverse 

grounds were set up in the petition. 

1. Brij Mohan Lal, J., held that the Company was not unable to pay its debts and that it was not 

just and equitable to wind up the Company on the grounds set out in the petition. Orders 

passed by Brij Mohan Lal, J., dismissing the petitions were confirmed by the High Court of 

Allahabad in its appellate jurisdiction. 

2. With certificates granted by the High Court, these two appeals have been preferred by the 

appellants and their partner Mohan Lal.  

3. The appellants had, it is true, filed suits against the Company in respect of certain gur 

transactions on the footing that they had entered into transactions in the names of other 

persons. But those suits were dismissed.  

 

➢ ISSUE BEFORE THE COURT: 

1. Whether Company was unable to pay its debts; 

2. Whether Central Government specifically imposed prohibition in regards to transaction in 

future; 

3. Whether the directors who took part in the meeting were disqualified under Section 86(1) and 

Section-91B of the Indian Companies Act, 2013; 

4. Whether it was just and equitable to wind up the company; 
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5. Whether resolution passed by the Board of Directors was a dishonest intention to make profit 

for themselves and others who were purchasers, and to cause loss to appellants. 

 

➢ RATIO OF THE COURT: 

1. The plea made by the petitioner that there was frustration of the contracts, and on that 

account the Company was liable to refund all the amounts which it had received, had no 

substance. The Court held that the outstanding contracts were not at all mattered by the 

Government Order.  

2. Obligation by the Central Government of a prohibition by its notification dated March 1, 

1950 restraining persons from offering and the Railway Administration from accepting for 

transportation by rail any goods, except with the permit of the Central Government from any 

station outside the State of Uttar Pradesh which was situated within a radius of thirty miles 

from the border of Uttar Pradesh didn’t lead to frustration of the contracts. 

3.  Newly made contracts were forbidden but settlement of the outstanding contracts by 

disbursement of differences was not prohibited, nor was delivery of gur in fulfillment of the 

contract and receipt thereof at the due date by the Company forbidden.  

4. The difficulty which was arisen by the Government orders in transporting the goods needed 

to meet the contract was not an impossibility contemplated by section 56 of the Contract Act 

leading to frustration of the contracts. 

5. The Court further held that Company was running an extensive business in “futures” in gur, 

but the Company was formed not with the only objective of carrying on business in “futures’ 

in gur alone, but in numerous other commodities and supplies as well.  

6. The Company had an immovable property and liquid assets of the total worth of Rs.2, 

54,000. There was no evidence that the Company was incapable of paying its debts.  

7. In making an order for winding up on the ground that it is just and reasonable that a Company 

should be wound up, the Court will consider the interests of the shareholders as well as of the 

creditors. Substratum and objectives of the Company is said to have disappeared when the 

objective for which it was incorporated has substantively failed, or when it is impossible to 

carry on the business of the Company except at a loss, or the surviving and possible assets are 

deficient to meet the existing liabilities.” 

8.  In the case the objective for which the Company was incorporated has not substantively 

failed, and it cannot be contended that the Company is not in the position to carry on its 

business except at a loss, nor that its assets were deficient to meet its liabilities.  
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9. After a thorough investigation and reports made by the Court it said that there were no 

creditors to whom debts were payable by the Company. The appellants had, it is real and 

proper that filed suits against the Company in respect of certain gur transactions on the basis 

that they had entered into transactions as third parties but later those suits were dismissed.  

10. The business corporation of the Company was destroyed, merely because the brokers who 

were acting as mediators in carrying out the business between the members had been 

discharged and their accounts settled. The services of the brokers could again be secured.  

11. The Company could always restart the business with the assets it holds, and put in motion the 

objectives for which it was incorporated. Further it was held that because of the stretched out 

litigation held, the Company’s business has come to a stand-still but it will not be a valid 

ground to put issue an order of winding up against the Company.  

12. The court observed that there is no evidence that the directors were aware of the 

disqualification which would be incurred by entering into transactions with the company 

without the express sanction of the directors and by the subsequent discovery of such a 

disqualification the resolution was not rendered invalid. 

13. In passing the resolution dated February 15, 1950, the Board of Directors acted, in the light 

of the situation prevailing then, as prudent businessmen for the protection of the interests of 

the company and its members. Since, after the notification no reverse transaction to protect 

the company against loss, if a member failed to pay margin was possible, the company had to 

devise effective means to settle the outstanding transactions. 

14. The resolution did not put an end to outstanding contracts; it merely fixed the rate at which 

transactions were to be settled on the due date, the possibility of any fresh transactions in 

futures so long as the notification remained in force being completely ruled out.  

15. The contracts, if they were to be settled by payment of differences, could still be settled on 

the due date at the rates fixed and it was open to the appellants to deliver goods’ under the 

contract if they desired to do so. Imposition by the Central Government of a prohibition by its 

notification dated March 1, 1950, restraining persons from offering and the Railway 

administration from accepting for transportation by rail any gur except with the permit of the 

Central Government does not lead to frustration of the contracts. 

16. In the present case the object for which the company was incorporated has not substantially 

failed and it cannot be said that the company could not carry on its business except at a loss 

nor that its assets were insufficient to meet its-liabilities. Primarily the circumstances 

existing’ at’ the date of the petition must be taken into consideration for determining whether 
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a case is made out for holding that it is just and equitable that the company should be wound 

up. 

 

➢ DECISION HELD BY COURT: 

No Case was made out for winding up of the company. 

1. The resolution dated March 14, 1949 cannot be challenged in view of Regulation 94 of Table 

A.  

2. Considering all the circumstances and evidences on the primary level at the existed dates of 

the petition in the Court it was determined  that  no such case was made out under which the 

Company should be wound up and the Supreme Court agreed with the High Court that no 

such case is made out. 

Hence, the appeal was dismissed. 

 

 


