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APPOINTMENT AND ELECTION OF DIRECTORS  

 

DIRECTORS 

Definition 
“Director” includes any person occupying the position of a director, by 
whatever name called. 

Natural 
person 

Only natural persons can be directors of the company. No company can 
be a director of any other company. 

Not to be 
variable 
representative 

It means that no director can claim relief from his responsibility as a 
director claiming that he is not concerned with any particular area of the 
company’s business. When he is a director, he is a director in entirety. 

To be member 

Directors must be member of the company except where law specifically 
allows the non-members as directors. In the board of directors meeting 
every director shall have one vote but the same persons while sitting in a 
general meeting as members may have different voting rights based on the 
number of shares they hold. 

Authority 
Directors act collectively or by majority, every decision to be taken by 
the directors is taken in a board meeting of the directors in which every 
director has got one vote. 

Fiduciary 
relationship 

A fiduciary relationship is generally established only when the 
confidence given by one person is actually accepted by the other person.  
 

Directors of the company may well be said as agents of the company 
whom members have given the right to make financial decisions on their 
behalf. They are supposed to make decisions in the best interest of the 
company and its stakeholders. They must be vigilant and should not be 
negligent in performance of their duties. 
 

No director can hold office of a director if he is declared as lacking 
fiduciary behaviour by the court. 

Consent to 
act as a 
director 

In case of a public company, no person shall be elected or appointed as a 
director or a chief executive if such person has not filed his consent in 
writing for becoming the director or chief executive.  
 

The company shall file such consent to the registrar within fourteen 
days of the date of appointment or election of the director or chief 
executive as the case may be. 

Minimum 
number of 
directors 

. 

SMC  At least 1 Public (unlisted)  At least 3 

Other private  At least 2 Public (Listed)  At least 7 
 

A company may require a larger number by its articles. 
 

NOMINEE DIRECTORS 

Nominated 
by Creditors 

In addition to the elected/appointed directors, the creditors may also 
nominate directors on the board of the company if they are empowered to do 
so by virtue of any agreement in this regard.  

By 
Government 
or Investor 
Company 

The Federal Government, Provincial Government and any company, if 
hold shares in any other company, can nominate any person to represent 
them as a director on the board of directors of the company. Such person 
shall be considered to be an elected director termed as ‘deemed to have 
been elected director’ and shall be considered for the calculation of 
minimum number of directors required for any company. 
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FIRST DIRECTORS 

Mentioned 
in articles 

Company may appoint first directors by mentioning their names in its articles 
of association. 

Decided by 
Subscribers 

If not so written in the articles of association, the names and number of first 
directors shall be decided by the subscribers of memorandum who shall 
decide this matter with their majority. 

Subscribers 
themselves 

Until the names and number of directors is so determined, all the 
subscribers of memorandum who are natural persons shall be considered 
as directors of the company. 

Retirement 
The first directors shall retire at the date of first AGM and in such a meeting 
an election of directors shall be conducted to elect and appoint subsequent 
directors. 

 

SUBSEQUENT DIRECTORS / ELECTION PROCEDURE 

Term of 
office 

In the first AGM, all the first directors shall retire and election of directors 
shall be held to appoint new directors. The directors so appointed shall hold 
office of the directors for next three year after which they retire and elections 
are held afresh. 

Fixing the 
number of 
directors 

Existing directors decide the number of directors for the next term at least 
35 days before the date of meeting. Such number once fixed cannot be 
changed by the directors themselves without the approval of members in a 
general meeting. 

Calling AGM 

A general meeting of the members of the company is called for the elections 
and the notice of general meeting, in addition to its routine contents, 
includes the number of directors to be elected and the names of the retiring 
directors as its extra contents. 

Notice by 
interested 
contestants 

Every members interested in contesting the election of directors sends the 
notice of his interest to the company at least 14 days before the date of 
meeting. However any such member may withdraw such notice at any time 
before the election, if he so desires. 

Notice and 
publication 

Company sends such notices (of interest to contest the election of directors) 
to all the members in the same manner as a notice of general meeting is 
given to the shareholders and in case of a listed company it is published in 
one issue of a daily newspaper in English Language and a daily newspaper 
in Urdu language having circulation in the province where the stock 
exchange is situated on which the securities of the company are listed. 

Elected 
unopposed  

If the number of persons offering themselves to be elected as director is not 
more than the number of directors fixed for election by the directors, the 
directors shall stand elected unopposed. 

Voting 
system 

During a poll for election of directors every member is entitled to cast the 
number of votes equal to the product of number of shares held and the 
number of directors to be elected, a member can give all his votes to any 
one contestants or he may distribute it to more than one contestant as he 
deems appropriate. 

Election 
result 

The person getting the highest number of votes shall be considered as a 
director then the second and then third until the number of directors fixed for 
election is reached. 

All directors 
are equal 

After election as a director, every director shall have equal authority and 
they shall not be superior or inferior on the basis of number of votes they got 
in election or on any other grounds. 

Company 
not having 
share capital 

In case of a company not having share capital, the procedure for election of 
directors shall be mentioned in its articles of association. 
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FRESH ELECTION ON REQUEST OF SUBSTANTIAL ACQUIRER 

Application 
to SECP 

Where a person acquires 12.5% or more voting shares in a listed 
company in his own name, he may apply to the Commission for ordering 
the company to hold fresh election of directors in the forthcoming AGM. 

Power of 
SECP 

The Commission may, if it deems appropriate in the interest of the company, 
its minority shareholders or the capital markets generally, direct the 
company to hold the election of directors in the manner provided as above. 

Restriction 
The person on whose request fresh elections of directors is held shall not 
sell or otherwise dispose of the shares acquired by him for at least one year 
from the date of election of directors. 

 

DECLARING ELECTION OF DIRECTORS INVALID 

Appeal to 
court 

Members holding at least twenty percent of the voting power in the company 
may make an appeal in the court to declare the election of all directors or 
any one or more of them invalid. 

Time frame Such appeal may be made within thirty days from the date of election. 

Power of 
court 

The court shall declare the elections invalid if it is satisfied that there has 
been material irregularity in the holding of the elections and incidental or 
relating matters. 

Validity of 
actions 

Actions of directors taken within their scope of being a director are 
considered as valid whatever invalidity may be subsequently discovered in 
their election or appointment. 

 

ELIGIBILITY TO ACT AS DIRECTOR 

Eligibility 
The company may by its articles fix any conditions to become the director of 
the company. These may include a specific number of shares as a minimum 
to become a director or may be of specific educational requirements. 

Ineligibility 

No person shall be appointed as a director of a company if he: 
 is a minor; 
 is of unsound mind; 
 has applied to be adjudicated as an insolvent and his application is 

pending; 
 is an un-discharged insolvent; 
 has been convicted by a court of law for an offense involving immorality 
 has been debarred from holding such office under any provision of this 

Ordinance; 
 has betrayed lack of fiduciary behavior and a declaration to this effect 

has been made by the Court at any time during the preceding five years; 
 is not a member. However this ineligibility shall not apply in the case of: 

 a person representing the Government or an institution or authority 
which is a member; 

 a whole-time director who is an employee of the company;  
 a chief executive; or 
 a person representing a creditor 

 
Further for listed companies only (other than stock exchange) a person 
shall not be appointed as a director if he: 
 has been declared by a Court as defaulter in repayment of loan to a 

financial institution, 
 is engaged in the business of brokerage, or is a spouse of such person 

or is a sponsor, director or officer of a corporate brokerage house 
 

As above, a person who is a bankrupt shall not act as a director of the 
company and if such person acts as such he shall be liable to 
imprisonment for a term which may extend to two years or with a fine 
which may extend to ten thousand rupees or with both. 
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CASUAL VACANCY 

Meaning and 
appointment 

Directors are appointed for a term of three years, however they may earlier 
resign from the office and casual vacancy shall be filled by the remaining 
directors. There is no time limit specified in the ordinance for the filling of 
casual vacancy. 

Appointment 
not 
necessary 

The company should not work with less than required minimum number of 
directors at any time, however if the number of members of the company is 
equal or above the minimum number of members required for that company, 
such directors may not fill in the casual vacancy and complete the term 
without filling such vacancy. 

Term of 
office 

The director appointed under a casual vacancy shall be appointed for the 
remainder of the term of the directors and shall vacate the office when the 
term of routine directors end. 

 

REMOVAL OF DIRECTOR 

Power of 
members 

Director may be removed from the office by the members of the company by 
passing a resolution. 

Voting 
system 

The director shall not be considered to have been removed: 

Type of director Votes against removal equal to exceed 

Elected director 
Least number of votes which were enough to 

qualify a person as a director in the last 
election of directors. 

Elected unopposed / 
casual vacancy / first 

directors 

Average votes  

=
𝑛𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑑𝑖𝑟𝑒𝑐𝑡𝑜𝑟𝑠 × 𝑛𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑠ℎ𝑎𝑟𝑒𝑠

𝑛𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑑𝑖𝑟𝑒𝑐𝑡𝑜𝑟𝑠 𝑓𝑜𝑟 𝑡ℎ𝑒 𝑡𝑖𝑚𝑒 𝑏𝑒𝑖𝑛𝑔
 

. 
 

VACATION OF OFFICE BY CONTRAVENTION OF LAW 

Disqualification 

A director shall be treated to have vacated the office of director if he 
becomes subject to any of the ineligibilities as discussed above or he 
absents himself from three consecutive meetings of the board or from 
all meeting held in a consecutive period of three months, whichever 
is longer. 

Acceptance of 
prohibited loan 
or office of 
profit 

Further a director shall be treated to have vacated the office of director if 
he, his partnership firm in which he is a partner or any private company 
in which he is a director, 

 accepts any loan or guarantee in contravention of the provisions 
of this Ordinance; or 

 Accepts any office of profit without sanction of the company in a 
general meeting. However office of chief executive, legal or 
technical advisor and banker are not covered by the above 
prohibition. 

Additional 
disqualifications 

In addition to the above, the company may also add in its articles any 
other clauses to get the office of director vacated. 

 

RESTRICTION ON DIRECTOR'S REMUNERATION, ETC. 

For extra 
services 

The remuneration of a director for performing extra services, including the 
holding of the office of chairman, is determined by the directors or the 
company in general meeting in accordance with the provisions in the 
company's articles. 

For 
attending 
the 
meetings 

The remuneration to be paid to any director for attending the meetings of the 
directors or a committee of directors shall not exceed the scale approved by 
the company or the directors, as the case may be, in accordance with the 
provisions of the articles. 
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TEST YOUR KNOWLEDGE  9.1 

 

  True / False 

1. Private company shall have at least three directors appointed and 
elected in the manner provided in the Ordinance 

 

2. The first directors shall hold their office for next three years after which 
they retire and elections are held afresh 

 

3. A person with at least 12.5% voting shares in a private company in his 
own name may apply to the Commission for fresh election of directors 

 

4. Directors in simple majority may remove any other director from office 
at their meeting 

 

5. Mr. A did not attend any of last five board meetings held during last 
three months. He shall be treated to have vacated the office of director. 

 

 

 

POWER, DUTIES AND LIABILITIES OF DIRECTORS  

 

POWERS OF DIRECTORS 

General 
Directors are empowered to pay all the costs incurred in promotion and 
registration of the company and can exercise all the powers regarding 
company which have not been vested with the members. 

Power 
through BoD 
meetings 

Directors shall exercise the following powers by ‘passing a resolution’ in 
board meeting: 

 To call the uncalled an unpaid share capital of the company 
 To issue shares, debentures or other redeemable capital or to 

otherwise borrow money or invest the funds of the company 
 To make loans, provided in case of banking companies, the 

acceptance of deposits and other amounts from account holders and 
placements of own funds in other banking companies shall not be 
considered as incurring or making of a loan. 

 To approve annual and periodical accounts and to approve bonus for 
Employees 

 To incur capital expenditure exceeding or undertake leasing 
obligations exceeding Rs. 1,000,000/- or to sell/dispose of assets 
having book value exceeding Rs. 100,000. 

 To undertake leasing obligation exceeding Rs. 1,000,000/-. 
 To declare interim dividend 
 To authorize a director or firm (in which he is a partner) or a private 

company (of which he is a director) to transact with company. 
 If the amount is material as per generally accepted accounting 

principles. 
 To write off bad debts 
 To write of inventories and other assets 
 To determine the terms and circumstances on which a law suit 

may be compromised or a claim in favor of company be vanished 
or reduced. 

With 
consent of 
general 
meeting 

Directors of a public company can exercise the following powers by 
resolution in their meeting only if they are authorized in this regard by the 
company in a general meeting: 
 Sell, lease or otherwise dispose of the undertaking or any sizable part 

unless it is the company's business. 
 Remit, give relief or extension of time for loans or advances provided 

under the provisions of the ordinance. 
The authorization for exercise of such powers may be either specific for 
transaction to transaction basis or it may take form of a general authorization 
by the members of the company. 
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LOAN TO DIRECTORS ETC. 

Prohibitions 

The company is not allowed to provide any of loan/guarantee/security for 
borrowing to: 
(a) a director of the company, a director of the holding company or their 

relatives or their partner; 
(b) a partnership firm in which the director or relative is a partner; 
(c) a private company in which such director is a director or a member; 
(d) a body corporate whose twenty five per cent or more voting power is 

held by the director, or more such directors or their relatives combined, 
(e) a body corporate whose management is accustomed of taking advice 

from the chief executive or any one or more directors of the company 

Exceptions 

The restrictions to not to grant loan or extend any other financial facilities as 
above shall not apply to: 
(a) a private company which is not a subsidiary of a public company 
(b) a banking company 
(c) any loan, guarantee or security provided by the holding company 

for/to its subsidiary company. 

Loan to 
whole time 
Employee 
director 

The loan or guarantee or security for a loan may be given by the company to 
a whole time working director if it is approved by Commission and the 
purpose of financial facility take any of the following forms. 

 Purchase or construction of a dwelling house 
 Purchase of a conveyance for personal use 
 Purchase of household effects 
 Payment of medical cost incurred by the director for himself or for 

any relative. 
Any relaxation in the terms of such loan may only be granted if the same is 
approved by the company in the general meeting. 

Indemnity to 
director 

A company is not allowed to exempt from or indemnify against its director, 
chief executive or officer or any other person or auditor, any liability which by 
virtue of any law would otherwise attach to that person in respect of any 
negligence, default, breach of duty or breach of trust of which he may be 
guilty in relation to the company. 
 
However, a company may indemnify any such director, chief executive, 
officer, or auditor against any liability incurred by him in defending any 
proceedings, whether civil or criminal, in which Judgment is given in his 
favour or in which he is acquitted, or a relief is granted on the basis of the 
fact that the person acted honestly and reasonably. 

 

QUORUM AND FREQUENCY OF MEETINGS 

Quorum  
The quorum for a meeting of directors of a listed company will not be less 
than one-third of their number or four, whichever is greater. 

Frequency 
The directors of a public company are required to meet at least once in 
each quarter of a year. 

 

DISCLOSURE OF INTEREST BY DIRECTORS 

Transaction 
b/w directors 
and company 

If directors are forbidden to make transactions with the company by 
provisions of any other law, those provisions shall prevail. Even for 
transactions which are not prohibited, disclosure of interest is required. 

Timing of 
disclosure 

The director should give the notice of his interest in any transaction or 
arrangement of the company in which he is directly or indirectly interested 
and such notice shall be given 
 if the transaction or arrangement requires the directors' approval before 

start-up of the contract or transaction as the case may be then in the 
first meeting of directors in which discussion is started regarding the 
transaction or arrangement and in case the directors was not interested 
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at the time of first discussion regarding the matter, such disclosure 
shall be given at the first meeting after he becomes so interested. 

 in case where the transaction or arrangement does not require 
directors' approval before its start up or commencement then the 
director concerned shall give the notice of his interest in first meeting 
held after the transaction or arrangement is entered into. 

General 
notice 

Instead making a disclosure at separate intervals on each transaction, the 
director may give a general notice regarding his directorships in other body 
corporate or partnership in firms so that he may be considered as  
interested in any transaction, contract or arrangement entered into with 
these businesses. 
 

Such notice should be given at the directors' meeting or the concerned 
director may take reasonable steps to ensure that the notice is read by 
other directors. 
 

This general notice shall expire at the end of the financial year in which it is 
given and may be replaced by fresh notice to be given in last month of 
financial year. 

Restriction 
on interest 
director 

Interested director shall not participate in the discussion for the matter in 
which he is interested. He shall not be counted for the purpose of quorum 
for that part of the meeting of the board and further he shall not be allowed 
to vote on such matter. If the director votes for such transaction or 
arrangement in which he is interested, his vote shall be void. 

Exceptions 

However, in the following circumstances the provisions of this section shall 
not apply: 
 when the company is a private company and it is neither a subsidiary 

nor a holding company of any public company. 
 when the director has acted as surety of the company and the 

resolution under consideration relates to the indemnification of the 
surety director against any loss incurred by the director for becoming 
surety of the company. 

 when the director is a director on the board of any public company on 
an appointment made by his present company and he has got only that 
number of shares which are qualification shares. He shall not be 
considered as interested director on the board of his original company 
for any transaction to be entered into with that other public company. 

 

RESTRICTION ON ASSIGNMENT OF OFFICE BY DIRECTOR 

Assignment 
of office 

Articles of the company or any agreement entered into between any person 
and the company may empower a director to assign his office to another 
person. 
 

However, such assignment will be of no effect unless and until it is approved 
by a special resolution of the company. 

Alternate or 
substitute 
director 

The appointment by a director, of an alternate or substitute director to act for 
him during his absence from Pakistan of not less than three months, will not 
be deemed to be an assignment of office. The alternate director so 
appointed vacates office when the director appointing him returns to 
Pakistan. 

 

PROHIBITION REGARDING POLITICAL CONTRIBUTION AND GIFTS 

Political 
contributions 

A company is not allowed to contribute any amount: 
 to any political party; or 
 for any political purpose to any individual or body. 

Gifts 
A company is also not allowed to distribute gifts in any form to its members 
in its meeting. 
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TEST YOUR KNOWLEDGE  9.2 

 

  True / False 

1. Directors have no power to declare interim dividend unless authorized 
in this regard by the company in GM 

 

2. Private company may grant loan to its directors.  

3. If a director enters into any transaction on behalf of the company in 
which he is interested he should give a complete disclosure of the fact. 

 

4. Interested director may participate in the discussion of matter in which 
he is interested but shall not be allowed to vote 

 

5. Banking company shall not grant any financial facilities to its directors  
 

 

CHIEF EXECUTIVE AND COMPANY SECRETARY  

 

CHIEF EXECUTIVE 

Definition 

"Chief executive", in relation to a company means an individual who subject 
to the control and directions of the directors, is entrusted with the whole, or 
substantially the whole, of the powers of management of the affairs of the 
company, and includes a director or any other person occupying the position 
of a chief executive, by whatever name called, and whether under a contract 
of service or otherwise; 

Terms of 
appointment 

The terms and conditions of appointment of a chief executive are 
determined by the directors or the company in general meeting in 
accordance with the provisions in the articles. 

Status of a 
director 

If not already a directors, shall be deemed to be a director in addition to his 
being a chief executive of the company. 

Ineligibility 
A person who is ineligible to become a director of a company cannot be 
appointed or continue as the chief executive of any company. 

First chief 
executive 

Directors shall appoint chief executive within 15 days of incorporation date 
or date of commencement of the business, whichever is earlier.  
 

First chief executive can be appointed for a period of maximum up to the first 
AGM. He may earlier resign or be removed from his office.  

Subsequent 
chief 
executive 

Subsequent chief executive shall be appointed within 14 days of the election 
of the directors themselves or casual vacancy. 
 

Subsequent chief executive shall be appointed for a maximum period of 
three years. Retiring chief executive can be re-appointed. 
 

Retiring chief executive shall continue to perform his services until his 
successor is appointed unless: 
 His office was expressly terminated 
 He is the cause of non-appointment of new chief executive. 

Removal 

Chief executive can be removed through any of the following modes at any 
point in time regardless of any provisions in the articles of association or in 
his appointment to the contrary: 
 by passing a special resolution in general meeting of the company; or 
 by passing a resolution in the board of directors supported by at least 

three-fourth of the number of directors. 

Competing 
business 

In case of a public company a chief executive, his spouse and minor 
children are prohibited to engage in a business which competes with the 
business of the company in which he is a chief executive or with the 
business of any of its subsidiary company. 
 

Chief executive is required to furnish to the company the detail of every such 
business carried on by him forthwith at the time of his appointment. 
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OTHER OFFICERS 

Company 
secretary 

The Ordinance requires the appointment of a whole time qualified company 
secretary for listed companies. He shall be an employee of the company and 
his responsibilities include making sure that company complies with all 
relevant corporate requirements. 
 

Further the appointment of a company secretary is also compulsory for 
single member companies. 

Share 
registrar 

Listed companies are further required to appoint independent share registrar 
to handle the transfer of shares and all other obligations of the company as 
an issuer towards shareholder. In case of listed companies all applications 
for transfer of shares are directed to the share registrar instead of company. 
The name of share registrar of the company is mentioned in the notice of 
general meetings as well. 
 
Commission provides licenses to persons for working as share registrar and 
the pre-requisites have been established by the Commission to grant a 
license for providing share registrar services. 

Interest of 
other 
officers 

An officer of a company who is in any way, directly or indirectly, concerned 
or interested in any proposed contract or arrangement with the company is 
required to: 

 disclose the nature and extent of his interest in the transaction; and 
 obtain the prior approval of the directors. 

 

TEST YOUR KNOWLEDGE  9.3 

 

  True / False 

1. Chief executive shall only be appointed out of elected directors  

2. First chief executive shall retire on the date of first AGM.  

3. In every company the chief executive, his spouse and minor children 
are prohibited to engage in a business competing with the business of 
the company 

 

4. Chief executive can be removed by passing an ordinary resolution in 
the general meeting of the company 

 

5. Retiring chief executive shall continue to perform his services until his 
successor is appointed. 

 

 

 

End of Chapter 

 


