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Corporate & Allied Laws

Companies Deposit Rules - in pursuit of 
harmony

accept deposits from public, while enjoying privilege 
to accept deposits from its members as well. 

Deposit regulations are largely focused on 
enhancing investor protection which is being 
ensured by the 2013 Act through credit rating of 
company, issuance of detailed circular inviting 
deposits, reporting to Registrar Companies and 
appointment of deposits trustee etc.

As per the 2013 Act, deposits include any receipt 
of money by way of deposit or loan or in any other 
form by a company. The intent of the law to broad 
base the coverage of the deposits can be seen in 
definition of deposits. In order to keep the genuine 
financial and commercial transactions out of ambit 
of deposits, Companies (Acceptance of Deposits) 
Rules, 2014 (“Deposit Rules”) prescribes certain 
exemptions from rigorous provisions of deposits. 

Deposits, under the Companies Act, are an additional avenue of raising funds from the public 
and the members of the Company. The Companies Act, 1956, intent of the law has always been 
to regulate the acceptance of deposits by the Companies, as lack of regulations often encouraged 
companies to compromise on the interest of depositors/stakeholders. While the regulations 
are necessary to protect the interest of the depositors/stakeholders, it needs to be ensured that 
regulations do not affect the mobilisation of funds for legitimate purposes. The promulgation 
of the Companies Act, 2013 provisions governing deposits have been amended multiple times 
indicating the Government’s commitment to clear any ambiguity in the law relating to deposits. 
With an aim to give a life line to the start up ecosystem in India, Ministry of Corporate Affairs 
has amended the deposit regulations to pave the way for the new categories of exemptions from 
deposits, clarifications in the existing exemptions from deposits while ensuring the interest of 
stakeholders by way of mandatory disclosures in the financial statements. The article attempts to 
summarise the state of law pertaining to deposits, to give a clear picture of the various exemptions 
available to the corporate.
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1 100% of aggregate value of paid up share capital and free reserves
2 Networth of at least INR 100 Crore or Turnover of at least INR 500 Crore

Background:
The basic framework for accepting deposits under 
the Companies Act 2013 (2013 Act) regulates the 
manner in which a Company can borrow funds from 
public, its shareholders and directors. As per the 
2013 Act, a Private Company can only accept loans/
borrowings from its shareholders up to a certain 
threshold1. Public Companies fulfilling eligibility 
criteria2 based on their net worth or turnover may 
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In order to catalyse the startup3 initiative of 
the Government of India, an additional exemption 
category has been made in Deposit Rules to exempt 
receipt of funds by startup in the form of convertible 
notes4. 

The Government of India has once again strived 
to strike a balance between depositor’s protection 
and ease of accessing the source of deposit funding 
by bringing changes to the extant deposit rules.

The Ministry of Corporate Affairs vide its 
notification5 has brought in amendment to the 
deposit rules. The amendment seeks to introduce 
new categories of exemptions from deposit 

regulations, changes in the existing deposit rules and 
mandatory disclosures governing the acceptance of 
deposits by the companies. 

Many new exemptions have also been brought 
into light to reduce the compliance burden of 
companies.

 
These amendments are divided into three 
parts: 
Part I: Introduction of new exemptions in the 
definition of ‘Deposits’ 
Part II: Alterations to existing provisions
Part III: Disclosure Requirements 

3 Start-up Company means a private company incorporated under the Companies Act, 2013 or Companies Act, 1956 and recognised as such in 
accordance with notification number G.S.R. 180(E) dated 17th February, 2016 issued by the Department of Industrial Policy and Promotion, Ministry of 
Commerce and Industry.

4 Convertible Note means an instrument evidencing receipt of money initially as a debt, which is repayable at the option of the holder, or which is 
convertible into such number of equity shares of the start-up company upon occurrence of specified events and as per the other terms and conditions 
agreed to and indicated in the instrument.

5 Notification: MCA notified Companies (Acceptance of Deposits) Amendment Rules, 2016 on 29th June 2016

Part I: Introduction of new exemptions in the definition of ‘Deposits’
Subject Matter Changes Introduced Relevant Rule Analysis

Startups

Amount of INR 25 lakh or more 
received by a Startup in a single 
tranche, by issue of convertible 
note which shall be converted into 
equity or repaid in maximum 5 
years. 
(Meaning of ‘Start-up’ and 
‘Convertible note’ are given in 
explanation to the sub-clause)

Sub-clause (xvii) 
of Rule 2(1)(c)

The convertible notes are promissory 
notes which are the most preferred 
instrument by Start-ups in India. 
As a result of this amendment, a start-
up company shall not be required to 
comply with the deposit provisions 
if an investment is received through 
issue of such instrument, subject to 
condition for conversion or repayment 
within 5 years. 

Receipt 
of advances 
in ordinary 
course of 
business 

Any advance sum received for 
future provisioning of services 
in relation to warranty or 
maintenance service as under 
written agreement shall not be 
treated as a ‘Deposit’. However, 
the period for such provisioning 
of service shall be as per common 
business practice, subject to a 
maximum of 5 years.

Item (e) of Sub-
clause (xii) of 
Rule 2(1)(c) 

These provisions have been inserted 
to reduce unnecessary compliance 
burden which may be experienced by a 
relevant company during its ordinary 
course of business.

Any advance received by a 
company which is allowed by a 
Sectoral Regulator with directions 
of Central/State Government shall 
not be treated as ‘Deposit’. 

Item (f ) of Sub-
clause (xii) of 
Rule 2(1)(c)

Any advance for subscription 
towards publication, whether 
in print or in electronic to be 
adjusted against receipt of such 
publications.

Item (g) of Sub-
clause (xii) of 
Rule 2(1)(c)
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Subject Matter Changes Introduced Relevant Rule Analysis

Listed 
Unsecured 
Non-
Convertible 
Debentures 
(NCD)

Amount raised by issue of Listed 
Unsecured NCD shall not be 
treated as ‘Deposit’.

Rule 2(1)(c)(ixa)

The following type of debentures shall 
still be governed under the provisions 
of ‘Deposits’
• Debentures secured by second or 

third charge
• Debentures secured by intangible 

assets 
• Unlisted unsecured Debentures.

Amounts 
invested in 
a company 
by Specified 
Entities

Any amount received by the 
company under any collective 
investment scheme in compliance 
with SEBI regulations. 

Sub-clause (xvi) 
of Rule 2(1)(c) These kind of investments have 

been specifically excluded from the 
definition of ‘Deposit’.Any amount received by a 

company from AIF, Domestic VCF 
or MF registered with SEBI. 

Sub-clause 
(xviii) of Rule 
2(1)(c)

Amount 
received by a 
Chit Fund

Any amount received by way of 
subscription in respect of a chit 
under the Chit Fund Act.

Sub-clause (xv) 
of Rule 2(1)(c)

The activities of a Chit Fund are 
regulated by the State Government as a 
result of which such receipt of sums are 
kept outside deposit provisions.

Part II: Alteration to Existing Provisions
Subject Matter Existing Provision Amendment Relevant Rule
Increase in 
period of 
conversion 
of Bonds and 
Debentures

Amount raised by issue of Bonds 
or Debentures which were 
compulsorily convertible into 
shares within 5 years, were not 
treated as ‘Deposits’.

The period of conversion has been 
raised to 10 years. Hence, a company 
raising an amount through such an 
issue need not comply with the deposit 
provisions upto 10 years. 

Sub-clause (ix) 
of Rule 2(1)(c) 

Clarification 
on non- 
interest 
bearing 
amount

‘Deposit’ shall not include any 
non-interest bearing amount 
received or held in trust.

The amendment seeks to clarify this 
exception by providing that a non-
interest bearing amount received and 
held in trust shall be excluded from the 
definition of ‘Deposit’.

Sub-clause (xi) 
of Rule 2(1)(c)

Clarification 
in respect of 
sums received 
by a Nidhi 
Company

In case of a Nidhi Company:
a) Any amount received by the 

Company from a person with a 
promise to give returns on such 
sum on completion of period 
promised, OR

b) Any additional contribution 
made by such company over 
and above such amount as a 
part of such promise shall be 
treated as ‘Deposit’.

a) Any amount received by the 
Company from a person with a 
promise to give returns on such sum 
on completion of period promised, 
OR

b) Any additional contribution made by 
such company over and above such 
amount as a part of such promise 
shall not be treated as ‘Deposits’ 
if the same falls under any of 
exemption specified in Rule 2(1)(c ).

Explanation to 
Sub-clause (xiv) 
of Rule 2(1)(c)

Limit of 
acceptance of 
deposits from 
members 

The existing provisions puts a 
cap on the quantum of deposits 
that can be raised by a company 
referred to Section 73(2) of 
Companies Act, 2013 from its 
members, 
i.e. 25% of paid up share capital, 
free reserves and securities 
premium account.

This limit has been enhanced under 
the amendments which raises the 
cap to 35% of paid up share capital, 
free reserves and securities premium 
account.

Rule 3(3) Clause 
(a)
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Subject Matter Existing Provision Amendment Relevant Rule

Limits For 
Private 
Companies

Private companies can accept 
deposits from its members up 
to a limit of 100% of paid up 
share capital, free reserves and 
securities premium account, 
without complying with 
provisions of Section 73(2) 
(a) to (e), subject to reporting 
requirements of ROC.

The exemption provided to 
private companies was vide MCA 
notification dated 5 June 2015 
under Section 462 of Companies 
Act, 2013. The exemption was not 
yet incorporated under the Deposit 
Rules. Hence, with a view to align 
the Deposit Rules along with the 
private companies’ exemption, this 
amendment has been introduced.

Inserted as 
a proviso to 
sub-rule (3) of 
Rule 3

Additional 
provisions 
related to 
Credit Rating 
have been 
inserted

Every eligible company shall 
obtain credit rating every year of 
the deposits accepted by it which 
shall not be below the minimum 
investment grade ratings of 
specified credit rating agencies 
as provided under the Rules 
itself.

The criteria has been partially 
amended to provide that the rating 
shall not be below the minimum 
investment grade rating or other 
specified credit rating of fixed 
deposits from any of approved credit 
rating agencies for NBFCs

Rule 3(8)

Extension 
of time limit 
for accepting 
deposits 
without 
insurance

Companies may accept deposits 
without deposit insurance 
contract till 31st March 2016 or 
till the availability of deposit 
insurance product (Whichever is 
earlier).

This date has been extended to 31st 
March 2017. The remaining provision 
shall remain unchanged.

Proviso to Rule 
5(1)

Issue of 
Circulars to 
members

Eligible companies inviting 
deposits shall issue circular in 
form of advertisement in Form 
DPT-1 which shall be published 
in English and Vernacular 
Language Newspaper.

Clarification has been made in 
cases of inviting deposits by eligible 
companies. The amendment omits 
the requirement of providing 
individual circulars to each member 
[As required under Rule 4(1)] when 
an eligible company invites deposits 
from public, subject to newspapers 
publishing and website disclosures of 
such Circular.

Rule 4(2)

Part III: Other Amendments 
Subject Matter Existing Provision Proposed Amendment Relevant Rule

Disclosures 
in Financial 
Statements

N.A

Every company other than private company 
shall disclose by way of notes in the financial 
statements, the amounts received from its 
directors in the relevant financial year.

Rule 16A(1)

Private companies shall also make the same 
disclosures in its financial statements about 
monies received from its directors or their 
relatives.

Rule 16A(2)

Insertion of 
Disclaimer 
Clause in DPT-1

N.A

The disclaimer clause shall state that the filing 
of DPT-1 with the Registrar of Companies 
(“ROC”) shall not be construed as if it 
has been approved by ROC and the ROC 
disclaims itself from any liability arising out of 
the failure of the deposit scheme.

Annexure to 
Rules
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Conclusion
These are the much awaited amendments which 
should have been incorporated in Companies Act, 
2013 when the same was being promulgated. These 
amendments seek to achieve multiple objectives by 
providing clarity in existing provisions and at the 
same time fresh exemptions aims to promote ease of 
doing business in India.

These exemptions would further reduce the 
unnecessary compliance burden in respect of 
amounts which, before this proposed amendment, 
were being treated as ‘Deposit’ in the eyes of law. 
From the Corporate Governance perspective, 
mandatory disclosures to be made in the financial 
statements is a welcome step.

A focused approach of the Government of India  
can be seen to promote the start-ups by facilitating 
the funding sources. It is yet to be seen if Ministry  
of Corporate Affairs shall issue any detailed  
guidelines concerning the convertible notes 
which do not find its place in the 2013 Act. There  
is a need to bring clarity on procedure to be  
adopted by companies for issuing the convertible 
notes. 

Though the Government has extended the 
timelines for taking compulsory deposit insurance 
by deposit taking companies, yet the inherent  
defect behind non-availability of deposit insurance 
products has been overlooked. The Company 
Law Committee (“CLC”) in its report has rightly 

emphasised that deposit insurance products  
are not available as it is difficult for the Insurance 
Companies to assess the risks associated with the 
deposits taking companies.

Even though the amendments seek to resolve 
some practical difficulties faced by India Inc., 
yet few fundamental defects still need to be  
addressed. For instance, life time embargo from 
raising public deposits6, in case the Company  
has made any default in repayment of deposits  
or interest thereon either under 2013 Act or  
1956 Act.

The Companies Amendment Bill, 2016 (2016 
Bill) proposes to allow defaulting companies in  
accessing public deposits, once the default has  
been made good and a period of five years had  
lapsed.

On the other hand, the 2016 bill in order to 
ensure safety of depositors provides that the  
deposit repayment reserve shall not be less than  
20% instead of 15% of the amount of deposits 
maturing during the following financial year.

The above indicates the approach of the 
Government to create a balanced framework for 
deposits, yet the method adopted in bringing  
such changes through amendments, removal of 
difficulties order and proposals under 2016 Bill,  
as and when passed, keeps the situation fluid  
even after two years of commencement of the  
2013 Act. 

6 Section 73 sub-section (2) clause (e) of the Companies Act, 2013

The Companies Amendment Bill, 2016 (2016 
Bill) proposes to allow defaulting companies in 

accessing public deposits once the default has been 
made good and a period of five years had lapsed.

On the other hand, the 2016 bill in order to ensure 
safety of depositors provides that the deposit 
repayment reserve shall not be less than 20% 

instead of 15% of the amount of deposits maturing 
during the following financial year.

No act of kindness, no matter how small, is ever wasted. - Aesop
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