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Management 
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  ABSTRACT 
Purpose: The purpose of the paper is to understand the concept of the Doctrine of Indoor 

Management. 

Research Implications: The paper provides a basic overview of the Theory of Indoor 

Management in Company law by discussing the development of the doctrine, its legal status 

under Indian Company Law, and key case laws pertaining to the doctrine. 

Findings: This theory exists primarily to defend the interests and rights of third parties who 

engage in good faith transactions with the firm and to whom the company owes money. 

This regulation emphasizes that outsiders participating in transactions with a public 

business are not required to perform a thorough investigation of the firm's internal 

procedures and processes and that they will not be impacted by any irregularities they are 

ignorant of. 

The Turquand rule has since been utilized in other Indian instances to defend the rights of 

third parties against corporations. For the correct application of this doctrine in the modern 

era, several exceptions have emerged over time, such as forgery, negligence, knowledge of 

irregularity, acts done beyond the scope of apparent authority, etc., which strike a balance 

by providing reasonable protection to both the company's outsiders and the company. 

Keywords: Doctrine of Indoor Management, Turquand Rules, Memorandum of Association, 

Articles of Association, outsider. 

 

I. INTRODUCTION 

The Indoor Management Doctrine is among the oldest concepts. Also known as the Turquand 

rule the primary objective of the philosophy is to safeguard other parties from a company's 

conduct. It protects third parties that sign into a contract with the firm from any irregularities 

committed by the company. It is predicated on the assumption that external parties are often 

incapable of discovering a company's internal abnormalities or practices. In such 

circumstances, the firm is thus deemed accountable. Good faith is essential in implementing 

the theory. Any such third party entering into a contract with the firm must do so in good 

faith. The idea of indoor management is an exception to the law of constructive notice, which 
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shields the corporation from the actions of an outsider. The theory is codified in India in 

section 290 of the Indian Companies Act of 1956. 

This idea emphasizes that an outsider who enters into a transaction with a business in good 

faith is entitled to the assumption that there are no internal irregularities and that all 

procedural requirements have been completed. This protection is provided by the Indoor 

Management Doctrine. To seek remedy, however, the outsider must be conversant with the 

company's Articles of Incorporation and Memorandum of Association. This idea embraces 

government power as well. 

The approach of constructive notice shields the organization from outsiders, but the 

philosophical system of indoor management shields the organization from its own employees. 

In addition, the Memorandum of Association outlines the company's control, while the 

Articles of Association outline the rules regulating the exercise of this authority. Similar to 

how Constructive Notice arose to protect donors from obligations over which they had no 

influence, the Indoor Management regulation arose to protect outsiders from abnormalities in 

corporate acts. The importance of the Indoor Management doctrine asserts that this law is 

based on the principle of convenience, as business cannot be conducted if a person 

communicating with the authorized agents of a corporation is required to request proof that 

all internal rules have been followed properly. Based on the concept of perceived 

convenience in economic partnerships, this theory is established. The memorandum and 

articles of association are public documents that may be reviewed, but the intricacies of 

organizational operations cannot be viewed. Therefore, an outsider is expected to know the 

company's constitution, but not what may or may not have occurred behind closed doors. In 

addition, the corporate world would grind to a halt if people who deal with firms were 

required to thoroughly audit a company's equipment for defects. The objective of the Doctrine 

of Indoor Management is to safeguard innocent people who are engaged in good faith, 

assuming the firm is doing business in accordance with its documents. 

The aim of this paper is to analyze the doctrine of Indoor Management by studying and tracing 

the origin of Indoor management, examining the judicial approach to Indoor management in 

India, understating the exceptions to doctrine of Indoor Management and assessing the 

concept various case laws.CHAPTERS 

1.1. Origin of the Doctrine of Indoor Management 

The foundation of the Doctrine of Indoor Management may be traced to the English case 

Royal British Bank v. Turquand. Consequently, this concept is also known as the "Turquand 
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Rule." 

The plaintiff loaned £2,000 to the directors of the defendant firm. According to the company's 

memorandum and articles of incorporation, the directors may only borrow money with the 

consent of an ordinary resolution of the members at the annual meeting. The resolution was 

approved, but the amount the directors might borrow was not mentioned. The firm argued that 

under its articles of incorporation, directors are only authorized to borrow a specified sum that 

has been approved by a simple majority vote at its annual meeting. The court determined that 

the surety bond was lawful and enforceable, therefore the claimant may properly enforce its 

provisions. The court also found that the plaintiff bank is permitted by law to assume that the 

resolution permitting the directors to borrow the amount in line with the articles was duly held 

and passed, since it was unable to investigate the internal formalities of the firm. 

Consequently, the defendant business was liable. In this case, the court found that the bond 

was enforceable because Turquand had the right to infer that the company's resolution was 

accepted at the general meeting. The Memorandum and Articles of Association are public 

documents that may be seen by anyone. The public, meanwhile, is oblivious of what is going 

inside the firm. An outsider is uninformed of the business's internal processes; hence, outsiders 

may think that all internal procedures are managed by the corporation. In the Turquand case, 

several common law courts embraced the rule, and in other cases, so many novel concepts 

emerged that the norm is now firmly entrenched in the United Kingdom. Consequently, 

section 40 of the Companies Act of the United Kingdom, 2006 provides that a company is 

bound by the actions of its agents, notwithstanding anything to the contrary in its articles of 

incorporation. The idea established in the Turquand case was formalized under section 290 of 

the Companies Act of 1956 in India, which states that the company is bound by the behavior 

of its agents regardless of any later-discovered information to the contrary. 

As a consequence of the ruling in the Royal British Bank case, it is evident that an outsider 

must have relied on the agent's authority in order for the Indoor Management clause to be 

extended in his favor to correct violations. 

In the Mahoney v. East Hollyford Mining Co. case, it was discovered in the company's articles 

that a cheque had to be signed by two of the three managers and the secretary. Until the House 

of Lords confirmed the rule, it was not regarded as being firmly established in legislation. 

However, in this instance, the UN organization's leader who signed the check was not 

supported. The court stated that whether or not the director was properly appointed, it falls 

under the corporate's internal administration, and thus the third-party UN entity that was 

receiving the cheque had the right to assume that the managers had been properly appointed 

https://www.ijlmh.com/
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and that all formalities had been fulfilled. 

II. APPLICATION OF DOCTRINE OF INDOOR MANAGEMENT TO INDIAN CORPORATE 

LAW 

The Doctrine of Indoor management may be traced back to Section 290 of the Indian Companies 

Act of 1956, which is described as follows- 

Validity of Director Acts: Acts performed by a director are legal, even if it is subsequently 

determined that his appointment was invalid owing to any disqualification or defect, or that it 

was terminated according to any provision of the Act or the Articles. Provided that nothing in 

this section confers legitimacy on any activities performed by a director after his invalidity or 

termination has been shown to the company. 

According to the Royal British Bank v. Turquand case, which was upheld by the courts in 

legal proceedings in India, any stakeholder dealing with a corporation is legally required to 

be informed with its exterior status, which can generally be understood from the documents 

of the company, the Memorandum of Association, and the Articles of Association, but they 

are not required to investigate and satisfy themselves with all aspects of the company's Indoor 

Management. The application was founded on the assumption of regularity since neither 

corporations' clients nor the companies themselves are legally permitted to acquire access to 

their internal affairs. It is crystal evident that the operation of the philosophy of indoor 

management was not intended to interfere with or limit the operation of the doctrine of 

constructive notice, but rather to prevent the doctrine's invasion. 

In Raja Bahadur and Others v. The Tricumdas Mills Co., Ltd., the indoor management rule was 

first implemented in India. The court ruled that the appellant and his legal counsel had every 

right to assume that what was being done was lawful and legitimate, and that all requirements 

for the execution of the contract, which was executed by the respondent's company, had been 

satisfied prior to the execution of that document. The appellant and his attorneys were unaware 

that the defendant corporation's Board of Directors lacked the minimum number of Directors 

required by its Articles of Association. The attorneys for the plaintiff had every reason to think 

that the needed settlement had previously been approved in a timely and acceptable way. 

The norm is founded on practical considerations in corporate relationships. First, the 

memorandum and articles of association are subject to public scrutiny as public papers. 

Consequently, an outsider is expected to know the company's constitution, but not what may 

or may not have occurred behind closed doors. If those who interact with a firm were required 

https://www.ijlmh.com/
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to check its inner workings to ensure there are no issues, business would come to a halt. The 

rule is incredibly beneficial in practice. It has been used in a number of disputes over rights and 

responsibilities. It has been used to cover acts performed on behalf of a company by de facto 

directors who have never been appointed or whose appointment is defective, or who, having 

been regularly appointed, have exercised an authority that could have been delegated to them 

under the company's articles, but was not, or who have exercised an authority without a quorum. 

When directors of a corporation could issue shares only with permission, which they could only 

do with board authorization, and when managing agents with the capacity to borrow with 

directors' approval borrowed without such approval, the firm was held liable. 

In several instances, the Indian Courts have broadened the Indoor Management Doctrine's 

reach. The goal is the same, which is to protect the third party that transacts with the firm in 

good faith and who is unaware of the company's complex internal management. In Monark 

Enterprises v. Kishan Tulpule et al., the Company Board ruled that the validity of the challenged 

transaction was not affected by the fact that no resolution for entering into it was actually passed 

by the board of the company, because the company had entered into, adopted, and implemented 

the transaction after accepting consideration for it. 

In Varkey Souriar v. Keraleeya Banking Co. Ltd., Turquand rule was approved and followed 

when the court ruled that coming to the alternative ground, it is undisputed that where a 

company is governed by memorandum and articles registered in a public office, persons dealing 

with the company are required to read the registered documents and ensure that the proposed 

transaction is not inconsistent with them but are not required to do more. They are not obligated 

to investigate the legality of internal procedures. Consequently, if there is a managing director 

and authorization in the articles for the directors to transfer their powers to him, a person dealing 

with him may feel it falls within the scope of a managing director's duties. The only thing he 

must evaluate is whether or whether the managing director has the power to carry out his stated 

responsibilities. However, the rule cannot be used if, as in this instance, the question is not the 

scope of power exercised by an apparent agent of the company, but rather the existence of the 

agency itself. 

In MRF Ltd. v. Manohar Parrikar, where the issue is broadened to general public law, the 

Supreme Court examined the Indoor Management Doctrine in depth, but a comparison was 

made to the indoor management theory. In this instance, a notice issued by the Ministry of 

Power revoked a notification issued by the State Government offering a 25 percent reduction in 

rate for power delivery to low tension and high-tension industrial users. The court noted that 

the law of Indoor Management protects the stakeholder addressing the company, but the 

https://www.ijlmh.com/
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doctrine of constructive notice protects the insiders of an organization or corporation from 

transactions with the stakeholders. However, the indoor management philosophy has long 

acknowledged the presumption of irregularity as an exception. It was determined that the 

doctrine does not operate arbitrarily, as there are restrictions imposed on it, such as forgery, the 

third-party having knowledge of irregularity, negligence, where the third party does not read 

the memorandum and articles, and the doctrine will not apply when the issue concerns the 

company's very existence. Not only does it penalize private enterprises, but it may also be used 

to government agencies. This theory safeguards the general public against the abuse of power 

and authority by corporation directors. In circumstances when genuine notice of failure to 

comply with internal procedures has been provided, this theory cannot be used. 

In the landmark case Lakshmi Ratan Cotton Mills Co. Ltd v. J. K. Jute Mitts Co. Ltd, the 

plaintiff sued the defendant over a Rs. 1,50,000 debts. The defendant corporation argued, among 

other reasons, that the transaction was not binding since the board of directors did not issue a 

resolution authorizing the loan. After citing Turquand case and other Indian cases, the court 

ruled: "If it is found that the transaction of loan into which the creditor is entering is not barred 

by the company's charter or articles of association and could be entered into on behalf of the 

company by the person negotiating it, then he is entitled to presume that all formalities required 

in connection therewith have been met. If the transaction in issue may be authorized by a 

resolution, then this act is only formality. In the absence of suspicious circumstances, a 

legitimate creditor is allowed to assume the debtor's existence. Under such circumstances, a 

transaction entered into by the borrowing corporation cannot be voided solely on the grounds 

that no such resolution was ever enacted. The adoption of such a decision is only an issue of 

internal management, and its absence under such circumstances cannot be used to invalidate the 

claim of a legitimate creditor. A creditor who is an outsider, a third party, or an innocent stranger 

is permitted to continue under the premise of its existence and is not required to know what 

occurs behind closed doors. If the conduct is not outside the scope of the legislation or the 

company's jurisdiction, the creditor may infer that the apparent or ostensible authority of the 

agent is legitimate or genuine. He may presume that this individual had the authority to represent 

the corporation, and if he provided money based on this belief, he would be protected under the 

internal management theory." 

III. IS BOARD RESOLUTION INCLUDED UNDER THE DOCTRINE OF INDOOR 

MANAGEMENT 

A board resolution is a formal decision made at a board meeting by vote of the directors. A 
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board resolution serves as documentation of the board of directors' decision. Consequently, 

board resolutions might be legally binding for an organization. Directors must be aware of 

the sort of resolution that will be approved. In some situations, the board of directors must 

adopt an ordinary resolution, but in others, they must pass a special ordinary resolution. A 

regular resolution is one that was approved by at least fifty percent of the quorum present at 

the meeting. In contrast, a special resolution is one approved by at least 75 percent of the 

quorum present at the meeting. To determine the sort of resolution to be issued for various 

subjects before the board, directors must be conversant with the company's governing 

documents and applicable company laws in their jurisdiction. 

A quorum is required for a board of directors to act or make business decisions on behalf of 

the firm. A quorum is the minimum number of directors necessary to convene a board meeting 

as defined in advance. Before a vote may be held at a board meeting, a majority of the 

directors must be present. Every director has the right to vote unless he or she has a personal 

stake in the motion under consideration by the board. If a director has a personal interest in 

the proposed resolution, he or she must declare it to the board and abstain from voting on it. 

A majority of the votes cast on a resolution is sufficient for its approval. In the event of a tie 

vote, the chairperson may cast the deciding vote if he or she did not originally vote; if the 

chairperson does not provide a deciding vote, the issue being voted on fails. In some 

situations, a special resolution, such as a resolution to change the company's constitutive 

articles, or alterations in the Articles of Association, the same must be registered with the 

Companies Registry in order to take effect. If such a decision is not communicated to the 

Registrar of Companies within the requisite period, it will be null and void until it has been 

registered. 

There is no need to report board decisions to a government agency or other oversight body. It 

is preserved for self-assessment inside the firm or in case any of the company's major 

shareholders choose to verify the acts performed on their behalf by the board of directors. 

Alternately, some organizations, such as banks, brokerage companies, the Internal Revenue 

Service, or the court, may need copies of a board resolution as part of their audit/verification 

processes. 

The concept presumes that everyone is aware of the contents of the Memorandum of 

Association, Articles of Association, and other documents such as special resolutions since 

they have been filed with the Registrar and are accessible to the public. 

https://www.ijlmh.com/
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IV. EXCEPTIONS TO THE DOCTRINE OF INDOOR MANAGEMENT 

The doctrine is susceptible to the following four exceptions: 

Understanding of inconsistency i.e., an outsider who engages in a transaction with a 

corporation and has real or constructive knowledge of an irregularity in the company's 

internal management cannot claim relief under the Indoor Management concept. In some 

cases, the outsider may be involved in the internal activity. E.D. Sassoon & Co. against T.R. 

Pratt (Bombay) Ltd. Company A had handed Company B money in return for Company B's 

assets. Not following the procedure outlined in the Articles for transactions of this kind. 

Directors of both companies were the same. The court decided that the lender was aware of such 

an irregularity, and thus declared the transaction illegal. 

When an outsider relies on a fake document produced in the company's name, the Doctrine of 

Indoor Management does not apply. Never can a business be held liable for the forgeries its 

executives commit. In Ruben v. Great Fingall Ltd., the plaintiff was the transferee of the share 

certificate issued under the corporate seal of the defendant corporation. The secretary of the 

company issued the certificate, forging the signatures of the two company directors and 

affixing the company's seal. In this case, the plaintiff asserted that the firm's internal 

management determines whether the signature was forged or authentic, and hence the company 

should be held liable. The court determined, however, that the Indoor Management approach 

has never been enlarged to include forgeries. Lord Loreburn recognised that an outsider 

dealing with companies is not compelled to scrutinize their internal administration and is 

unaffected by any irregularities of which they are unaware. 

Under the Indoor Management hypothesis, negligence, i.e., when an outsider engaged in a 

transaction with a business might have identified irregularities in the company's management 

if he or she had conducted proper research, excludes a claim. The remedy under this principle 

is likewise absent if the surrounding facts and occurrences are sufficiently suspicious to 

warrant an inquiry, but the firm's outsider fails to undertake an adequate investigation. The 

plaintiff in Anand Bihari Lal v. Dinshaw & Co. accepted a property transfer from the 

company's accountant. The court found that the transfer is null and void since the accountant 

lacked the authority to conduct such a transaction. The plaintiff was responsible for examining 

the signed power of attorney granted to the accountant by the corporation. 

The firm is not liable for any defaults caused by an executive whose actions exceed his or her 

apparent authority. In this situation, the outsider has no recourse under the Indoor Management 

concept, since the Articles do not provide the officer such power. Under the Indoor 
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Management paradigm, the outsider may only sue the business if the official was given the 

power to act for these reasons. 

In Kreditbank Cassel v. Schenkers Ltd., the company's branch manager signed many bills of 

exchange on behalf of a payee to whom he was personally owed. The Company did not 

provide him authorization to act in this manner. The court found that the company owed 

nothing. In addition, it was ruled that if an officer of the firm commits fraud using his apparent 

authority on behalf of the business, the corporation would be held liable for the officer's 

fraudulent action. 

V. RELEVANT CASE LAWS 

In addition to the above-mentioned case law and references, there are a number of additional 

instances involving the Indoor Management Doctrine that would aid in a comprehensive 

understanding of the doctrine. 

In Charnock Collieries Co. Ltd. v. Bholanath Dhar, determined by the Calcutta High Court, the 

court ruled that the lender has the right to believe that the managing agent was permitted or 

approved by the Board of Directors. When the lender provided funds to the company, he was 

led to think that the managing agent had obtained the Board of Directors' approval for the 

borrowing of certain sums. 

In Shree Meenakshi Mills Ltd. v. Calliangee and Sons, the court concluded that although 

newcomers to the business have constructive notice of the Memorandum and Articles of 

Association, they may assume that the articles included therein were drafted by the firm's 

executives. The Articles of Incorporation require the directors to immediately enforce the 

arranged arrangement by affixing the company's seal to it. The shareholders of the corporation 

have the right to assume that this course of action has been taken, and as a consequence, the 

company has the right to function as managing agents with the powers granted by the planned 

arrangement. Clearly, the appeal against the bank was failed. 

In addition, in Hi-tech Gears Ltd. v. Yogi Pharmacy Ltd. & Ors., the court determined that the 

complainant was a bona fide borrower who borrowed money through an inter-corporate 

deposit, and therefore had the right to presume, as against the respondent-company, that all 

management conditions had been met, such as required motions on the books to bring them 

into routine, and that the Directors had contracted in accordance with the protocol decided in 

the board meeting. 
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VI. CONCLUSION 

As a reaction to the notion of constructive notice, the philosophy of indoor management 

evolved. It bans constructive notice and protects third parties that acted in good faith. This 

doctrine protects outsiders engaging or capturing with an organization. It was determined that 

the doctrine should not be applied arbitrarily, and that certain restrictions are necessary, such 

as forgery, a third-party having knowledge of an irregularity, incompetence, and situations in 

which a third party does not search the organization's memorandum and articles. Furthermore, 

the doctrine would not apply in situations where the existence of the organization is in question. 

The security afforded by the "Indoor Management" philosophy is inaccessible if the 

circumstances surrounding the transaction are questionable and, as a consequence, attract 

examination. In the situation of incapacity on the side of the person engaging with the firm, the 

Indoor Management theory does not apply to a person who conducts carelessly while 

interacting with the company. Consequently, this theory is a well-established idea in company 

law. Accepted as a solid rule that provides enough protection to persons engaging with the 

corporation in their capacity as independent third parties, this provision is regarded as effective. 

If they are satisfied that the transaction is in line with the company's memorandum and articles 

of incorporation, they do not need to check if the company's internal procedures pertaining to 

the contract have been followed properly. 
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