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has also jurisdiction to legislate. The
relevant item there is 33 and I would
like to draw special attention 1o that.
It reads; “Trade and commerce in,
and the production, supply and dis-
tribution of —

(a) the products of any industry..."
Obviously, this is not the product of
any industry.

“(b) foodstuffs, including edible
oilsecds and oils;” But in this Bill
they are not dealing with foodstuffs;
they are dealing with the production,
distribution and sale of seeds.

“{e) cattle fodder, including oil-
cakes and other concentrates:”

This Is not cattle fodder, nor ocilcake
but gnly seeds.

“(d) raw cotton, whether gin-
ned or unginned, and cotlon
seed;"

Nor is thig cotton, whether ginned or
unginned, Certainly, they have
power to deal with cotton seeds, under
the jurisdiction given by the Concur-
rent List; but they have not power
to deal with the production, distribu-
tion and sale of other seeds at all
If they had that power, it would have
been specifically mentioned, as is done
in the case of colton seed. This power
cannot be taken by inference; it must
be express statement. So, I think the
objection is well taken and 1 humbly
submit that this House js really not
competent to discuss this Bill at all.

Shri C. K. Bhattacharyya: Sir, in
the present circumstances, I  would
suggest that the Minister of Law may
be called and his opinion obtained.

Shri K. 8. Pandey (Guna): I
suggest that it may be referred to 2
Select Committee,

Shri Gauri Shankar Kakkar: When
it has been passed by Rajya Sabha
how can you refer it to a Select Com-
mittee?

SRAVANA 27, 1887 (SAKA)

Companies
(Second Amdt.) Bill
Shri Rane (Buldava): I beg to

move;

“That further discussion on the

Bill be postponed to a covenient
date”,

Dr. Chandrabhan Singh (Bilaspur):
What about the point of order that
has been raised?

Mr. Deputy-Speaker: 1 do not want
lo give any ruling on the point of
order raised mow. I will hold it
over,

Now, the motion has been made
that the further discussion on the
Bill may be postponed,

The question is:

“That further discussion on the
Bill be postponsd to a convenient
date”,

The motion was adopted,

16:15 hrs.
COMPANTES (SECOND AMEND-
MENT) BILL
The Minister of Finance (Shrl T.
T. Krishnamacharl): Mr. Deputy-

Speaker, Sir, I beg to move:

“Thay the Bill further to amend
the Companies Act, 1056, as re-
proted by the Joint Committee,
be taken inlo consideration™

As the hon, Members agre aware,
the report was presented to this House
on the 23rd February, 1865. The Com-
mittee, after considering the evidence
given before them, have made certain
changes in the Bill. The observa-
tions of the Committee with reagard
to the principal changes proposed in
the Bill gre detailed in their report.
I do not, therefore, propose to gO
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into details of these changes. 1

would, however, briefly touch on some
of them.

Clause 5 of the Bill providing for
clear definition of the main and sub-
sidiary objects of g pany in  its
Memorandum of  Association has
been amended so as to make it clear
that this new provision will apply
only to companies incorporated after
the Amendment Act (s brought into
force.

The new provision in clause 13 re-
lating to the proposed restrictions on
blank transfers is intended to remove
any possible hardships in relation to
the blank transfers circulating at the
commencement of the Amendment
Act. It has been provided that an in-
strument of transfer executed before
the coming intg force of this measure
but which is not in conformity with
the proposed restrictions should also
be accepted by a company upto a
period of six months from the date of
such commencement. To remove any
possibility of doubt, it has further
been provided that nothing in the
proposed provision shall be deemed
to prevent any person from depositing
aiy share with the State Bank of
India or any scheduled bank or any
financial institution approved by the
Government by a notification in the
official gazette, by way of security
for the repayment of any loan ad-
vanced to or the performance of any
obligation undertaken by such person.
Further, in order to avoid hardship in
individual cases, the Government is
being empowered, on an application
made 1o it in thay behalf, to extend
the period within which instruments
of trangfer are required to be delive-
red to companies for such further
time os the Government might deem
fit, It hag also been suggested by the
Con mittep that information relating
to thie number of extensions so grant-
ed and the period of each such exten-
sion should be shown in the Annual
Report laid before the Houwes of Par-
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liament under gection 638 of the Com-
panies Act.

16.17 hrs.

[Sura K#ADILRAR in the Chair)

Ag the hon. Members may recall,
the provision in clause 15 which seeks
to prohibit a company from commen-
cing any business in relation to its
objects without obtaining the prior
approval of the shareholders by a
special resolution was the gubject
matter of considerable discussion
when the motion for referring the
Bill to the Joint Committee was adop-
ted in this House. In the light of this
discussion and the evidence given be-
fore the Joint Committee, the clause
hag been suitably modified. In terms
of the amended clause the proposed
restriclions would not apply to any
existing company except when it com-
mences any new business which is not
germane to the business which it is
already carrying on at the time of
enforcement of the new measure. Se-
condly, in the case of a new company,
the proposed resirictions will not
apply except when it commences any
business in relation to its objects
which are not its main objects or
objects incidental or ancillary there-
to. Even if it is not possible to pass
o special resolution ag required by
thig clause, a company can commence
n neyw business with the gpproval of
the Government provided the resolu-
tion has been passed by the sharehol-
ders by a simple majority, Hon,
Members will also noticeg that the
private companies will continue to be
excluded from the purview of this
section as at present.

Another important change effected
in the Bill relates to the original
clause 26 which seeks to provide cer-
tain facilities to Inspectors appointed
under this Act to investigate various
aspects of company matters. It may
be recalled that under the original
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clause the Inspector was empowered,
with the previous approval of the
Central Government, to call for in-
formation or production of books and
papers for the purpose of his investi=
gation not only from anybody corpo-
rate but also from any firm or indivi-
dual. The Joint Select Committee
have suggested (hat the power of the
Inspector should be restricted to cal-
ing for information etc. only from
any body corporate and not from
any firm or any individual. The Com-
mittee has also proposed that the
Inspector should return the books and
papers obtained by him from a com-
pany after & period of six months. He
may, however, cal] for the books and
papers again if they are needed.

823 SRAVANA 27,
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In the light of the representations
made to the Joint Committee, it is
now proposed to exclude private com-
panies which are not subsidiaries of
public companies, from the operation
of the proposed restriction regarding
age limit of directors.

1 should also like to refer to the
modifications made by the Joint Com-
mittee in the original clause 46 (the
revised clause 44) of the Bill seeking
to impose restriction on inter-company
loans. In the clause as amended by
the Committee, the approval of the
shareholders by means of a Special
Resolution will not be necessary in
the case of loans made by companies
to other bodies corporate not under
the same management as the lending
company, when the aggregate of such
loans does not exceed 10 per cent of
the aggregate of the subscribed capi-
tal of the lending company and its
free reserves. Though the Joing Come
mittee have not made any modifica-
tion to the original percentage limits
up to which inter-company loans may
be made without the approval of the
Governmant, they have, with a view
to facilitating the smooth working of
business, suggested that, if a Special
Resolution has been passed by the
lending company authorising the mak-
ing of loans upto the preseribed per-
centage limits, no further Special Re-
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solution or Resolutions shall be nece=
ssary for the making of loans within
such limit.
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Hon, Members will notice that
there was no provision in the original
clause for regulating loans, guarantees
or securities given or provided by a
company before the enforcement of
the proposed measure. This vmission
has been rectified by the Committee
by adding a sub-clause requiring com-
panies to enforce the repayment of
the loans made or revoke the guaran-
tees given or securitiey provided, not-
withstanding any agreement to the
contrary, within six months from the
date of enforcement of the new mea-
sure. Government have also been
empowered to extend the sald period
of six months in suitable cases,

Before I conclude, I may also refer
to the omission of original clauses 17
and 42 from this Bill as the Commit-
tee felt that it would be difficult for
the companies to note bencflcial hol-
derg of more than five per cent of the
equily share capital unless the con-
cerned shareholders themselves inti-
mate such holdings.

Sir, I do not wish to take up the
time of this House by dealing in grea-
ter detail with the various other pro-
visiong of the Bill. I hope the Mem-
bers will readily agree with me when
I say that there is a general consen-
sus of opinion in favour of accepting
this measure and I commend it for
acceptance by the House.

Sir, I move,

Mr. Chairman: Motion moved:

“That the Bill further to amend
the Companies Act, 1056, as
reported by the Joint Com-
mittee, be taken into conside-
ration.”

Shri Morarka (Jhunjhunu): The
total time allowed ig only five hours?

Shrl N. Dandekar (Gonda): We
also suggest that the time for yorh
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important Bill be extended. Five
hours are not sufficient to cover the
whole thing.

Mr. Chairman: It is left to the ‘“"('l.
cretion of the Speaker.

I shall indicate that there was a
desire expressed on the floor of the
House for extension of time.

Bhri Morarka: What is the distri-
bution of the time?

Mr. Chalrman: Three hours and
two hours will be all right.

\
Shrl Alvares (Panjim): 1 suggest fl

that al] the five hours
devoted for the First
another two hours......

should be
Reading and

Mr. Chalrman: We shall
it at that stage.

Mr. Dandeker.

‘{ Shri Dandeker: Mr. Chairman, Sir.
I rise to oppose this motion for rea-
sons which I have already made clear

to some extent in earlier discussiona( )

of this Bill as well as during the
oourse of discussiong before the Joint
\, Committee. Before I deal with some
of the more objectionable clauses,
would like to say at the outset that 1
accept that the Bill has come from the
Joint Committeg considerably im-
proved and many of its objectionable
features have been either eliminated
or to spme cxtent reduced. Never-
theleas, /I would like, first of all,
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After it was passed, there have
been, I think, six amendments, some
of them very lengthy and important,
in the years 1960, 1062, 1963 and 1064,

) and now,/this is, I think, the geventh

attempt to amend this Act comprehen-
sively. Now, I do suggest for the
consideration of the House that legis-
lation of this kind which goes to the
root of the organisational structure of
a very important and lively -pery of
the economy of this country ocught
not in principle to be tampered with
and messed around and amended and
reamended in thig fdshion. I believe
that it is wrong. Every year when
they come across some difficulty, im-
mediately, in the following year, Ahey
feel that it is necessary that Act
should be amended. I myself have
had something to do with various
other Acts and the practice, a good
practice, that used to prevail was that

consider 4/,over a period of years, the working of

an Act was watched, various difficul-
ties were noted and considered, and
legislative proposals were considered,
bug the process took a considerable
time, a number of years, before the
Government ventured to come for-
ward with any major amendments 10

e law. Now, the contrary/is the
practice. For legislation of this kind,
as [ have said, there have been amend.
ments every year from 1960 onwards
until those who are familiar with the
administration of companies knbw
that they do not know what the com-
pany law fs.

state the main case against the consi- ]R VLeliwe that many companies quite

deration of this Bill

Sir, the Indian Companies Act, the
consolidated Act, which is under eon-
sideration for amendment, namely,

the Companies Act, 1858 w:;/pnscd\
after years of examination special

unwittingly are contravening every
day provisions of the Companieg Act,
not because they wish to contravene
them but simply because the law keeps
on changing so rapidly and so fre-
quently that it is impossible to know
t any, t of time what the law
is, and what the ruleg are, and what

" committees and also after a prolonged  the forms are and what the prescribed
examination by & joint committee of things are and so on because they
the House. always keep changing.
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Admittedly, the main purpose ot Shel-Nr—-Dandeker: Consequently,

first submission is this that today

the present attempt to amend the la/:./., my

on the vast scale that is attemp
here js to implement the recommen-
dations of the two commissions which
have had to deal with the Dalmia-
Jain group of cases; one was the
Vivian Bose Commission, and ity re-
commendations were further conside-
red by
D . The
main burden of the amendments sou-
ght to be made both in substance as
well as in procedure are connected
with an attempt, as it is said, to plug
the loopholes. I have been endeavo=
uring to understand the meaning of
that proposition. As/I understand it, r
1 take it that it meéns this, that but
for the proposed amendment, frauds
of the kind that were possible under
the old Companies Act and that were
perpetrated—let us assume they were
perpetrated—and that were exposed
b}%e Vivian Bose Commission are %
today, in the present state of the law,
technically possible in a legal way.
That is to say, it is possible to drive

a coach and four not only through the
Companies Act but also through
numerous associated/Acts, so that the 3/
present legal structure presumably is
such that one can still legally commit
those frauds. But if one no longer
legally commit those frauds, that is to

in the totality of the law as it exists
in this country I shall presently men-
tion what those laws are—offences of
the kind that were exposed by the
Vivian Bose Commisslon are not capa-
ble/u[ being committed, and that,
therefore, an amendment of the com-

*

committee . km—tl'r!lri Jpany law is no longer required.

The laws [ have in mind are the
Companies Act ag it is, the Indian
Fenal Code, the licensing rules and
Exchange Control, the Act, rules and/
regulations connected with Foreign
Exchange Control, the Act, rules and

) regulations connected with Import

Control, the Act, rules and regulations
connected with capital jssues control,
in particular the Industries (Develop-
ment and Regulation) Act and a wholg
number of other regulatory Acts, noti-
fications, rules /and regulations. And
I have tried see whether, despite
this formidable legal structure that
already exists, it is possible for any-
body to commit offences of the kind
that were exposed, that were admitte-
dly committed, under the, old Com.
panies Act when the total/legal struc- ¥
ture was very different from what it

is today.

b

I do not merely stop at making a

say, if the offences that were the sub-  theoretical statement of that kind. I

ject-matter of
Vivian Bose Commission were suc!
that they are and can be caught under
any of the existing laws of this coun-
try, then, I submit that there is no case
for the amendment of the Companies
Act. No one suggests, for instance,
that because/ the present

Act, does not provide that if the mana-
ging director of a company is murde-
red by his chairman, there should be
any penalty provided in that Act for
hanging the chairman.

'fl,

v/

in

The proper penalty is provided e

the Indian Penal Code/

investigation by the/ )ventured to write to the Minister tn

the Minisiry of Finance, Shei-Bhagat:
to enquire whether any offences of the
kind /nentioned in the Vivian Bose *
Commission report had, in fact, been
committed and could not be lobked or
could not be prevented by the total
law ag it stands today. [ wrote thus
letter to him at the commencement of
the joint commitiee's/sittings. T have 6
had 3 reply. but it evades the lssue.
I therefore assume that he agrees with
me that it is not possible 1o commit
offences of that kind. nor indeed have
any offences of that kind beepn com-

“mitted since the new/Complnlu Act '

cam~ inlo force.

If that is the case, my submission is
that apart from the undesirability of
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repeated amendments to legislation of  conferring upon the Central Govern-
this kind, it is unnecessary and unde- \/ ment / what virtually amounts to
sirable to amend this particular Act. legslative powers to prescribe addi-
1 go further. I have sufficient acquai- tonal things to be done by auditors.
nuncelﬁwit.h the industrial and com- I do not want to go into details now,
mercial world both in this countrv but if anybody cares to look up sec.
and abroad to say that this kind of 227 of the principa] Act, as already
repeated legislation bringg this coun- ‘LM" to be amended cl, 21(a) of
try into utter contempt and dispre- * the amendment Bill/ fhey will find
pute in the organisation of its affairs. that over a period of years the duties.
Peuple, both in this country and ab-  obligations and responsibilities of the
road, think that we/just do not know auditors have been steadily expand-
a thing about h to organise com- ing both in range and depth. In gene-
panies, that this country is full of I?IL’-““ this is quite properly so, but th
lot of rascals, that this country is also important point to note is this, tha
full of company law administrations, these extensions of the duties gnd res-
company law departments and offici-  ponsibilities of auditors have been
aldom who do not know their own specified by statutory provisions to
bu:iness/and are unable to draft laws that effect. But this sub.clause 21
that are reasonably compotent to  (b) to which I am objecting is one
achieve the purpose for which those which is concerned with conferring
laws are intended. I know quite a QJupo the Central Government further
number of cases in which people from ' unlimited law-making powers con-
other parts of the world, considering ercning additional responsibilities that
possibilities of collaboration or new  may be cast upon auditors. I think
developmentg d further develop- that an uncertainty of that kind, apart
ments in this country have been from the impropriety and ridiculous-
deterred by the number and comple- ness of it, is something that ought to
xity of legislations that has ma‘hr persuade this House to condemn/this
enacted in this country over the last clause altogether.
year or two, the number of agmend=
mets to various laws that have been I come tp perhaps the most obnoxi-
going on over the/past years, and in oug clause which, in the discussion in
particular this formidable set of the Joint Committee, or rather as a
amendments to the Companies Act. result of consideration by the Joint
Committee has not, I regret to say,
Having said that concerning the emerged with any adequate change
general proposition as to why I be-hin termi/of the amendments propo-
Ueve it is not yet too late—if what 1  ped.
say ir correct, it is not yet late— —
to drop this piece of legislation, 1 5. M. S. Aney (Nagpur): You =
will now proceed to deal with some ave written a Minute of Dissent. '
of the more obnoxious clauses that [r——
have still not been amended by the 1 refer to Clause
Joint C. itt dequately. I will 23 (original Clause 24) which pro-
deal with only a few of them: the poses the most unthinkable proposi-
rest will be/dealt with during the tion, not existing in any part of the
course of the clause by clause consi- world at gll, that there must not
deration, unless in the meanwhile merely be compulsory maintenance of
thig Bill is withdrawn from conside- some kind of cost accounts (dealt with
ratton. 5./ in some othef clause), but that there
‘I' must also be ‘statutory auditing of cost
The first obnoxious provision is  accounts. I have been myself con-
contained in  sub-el. (b) of ¢l 21 cerned with taxation affairs; and 1
(ariginal cl. 22). It is concerned with  have also been concerned with mana-
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gement of industrial affairs. But it
seems to me an astonishing proposi-
tion that cost accounts ought Ao be the
subject of a statwtory audit. It is
even more ding that it should
be so subject to audit in this country
when the most sophisticated countries
in the world do not apparently consi-
der it necessary or practicable. And
it is even more absurd when one con-
siders all this in the light of the fact
that cost accounts of a quality that is
sustainable in terms of audit is the
feature only of a highly sophisticated
industrial structure such gs may
exist and can only exist where in-
dustrial development has advanced
considerably, and which only exists in
this country in so far as something
like 15 to 20 per cent of the com-
panies is concerned, and that 15 or 20
per cent being large companies. The
fact is that the vast majority, some-
thing like 80 per cent of the small
scale and middle scale companies have
no cost accounting, cannot afford to
have cost accounting, and to suggest
that they should have compulsory
audit of cost accounting is, indeed, to
prescribe 8 good deal of nonsense.

831 21,

One or two other clauses 1 shall
mention and then I shall close. The
first is the abolition of the Company
Law Advisory Commission—Clausc
51. It is a most extraordinary pro-
position that the Company Law Advi-
sory Commission—the proposal con-
cerning which was examined with
care by the Joint Committee which
considereq the Companies Bill, sub-
sequently enacted as the Companies
Act of 1056, a proposal that was ap-
proved and accepted by this House
and supported by the then Finance
Minister in very strong terms, a pro-
posal  which was concerned with
establishing an jnstitution designed to
evolve a set of agreed principles of
company practice. . . .

May I request the Finance Minis-
Shri T. T Krishnamschari: |

listening.
867 (A1) LSD—10.
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Shri N. Dandeker: I am also able to
listen to his conversation.

Shri T. T. Krishnamachari: My
hearing is not very good, but still it
is good enough.

832

Shri N. Dandeker: [ am not com=
plaining that you are nol listening to
what | am saying. 1 am complaining
that | am able to listen to your con-
versation ang it interrupts me,

This institution of the Company
Law Advisory Commission was adopt~

ed by this House after, as 1 said,
careful cxamination by the Joint
Committee and supported in the

strongest terms by the then Finance
Minister at the time of moving the
Companies Bill as it then was, and
which  became the 1956 Act.
We have now had some considerable
working knowledge of the Company
Law Advisory Commission for the
past several years. Suddenly, out of
the blue comes & proposal that this
whole agency, brought in after care-
ful consideration should be abolished.
There is not a single statement to the
effect that nothing of which was ex-
pected of the Commission has come
to pass. Whal was expected of it was
this, according to the then Finance
Minister:

"1 should say that the chances
are that jn almost all ciles we
shall be guided by the advice of
the advisory commission. What 1
foresec is that a body of case law
will grow as a resull of the close
working of the advisory commis-
sion and the central authority.
Both of them will learn;. .......
what [ expect is as a result of
these discussions, a body of case
law and philosophy will grow,
and we shall jointly regulate the
affairs of the companies in these
respects which are in controversy
today.”

That was what he said in 1956. There
is not @ single ling of explanation
that none of these expectations have
been realised that all the hopes In
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this advisory commission have been
belied. All that we have is the pro-
posed clause 51 which throws this
Advisory Commission out of the
window and brings in an Advisory
Committee which the Government
may consult if they chose to. Here
again, speaking from a certain amount
of experience,—not that 1 have al-
ways been able to persuade the Com-
mission 1o my point of view; 1 have
appeared before them several jimes
and more often than not they have
disagreed with me,—but the fact re-
mains that over the years the Com-
pany Law Advisory Commission had
developed an approach o the cases
that have bcen going to them (for
advice and guidance and consultation
and so on), an approach that was at
any rate gradually becoming accept-
able to the industry and to the Gov-
ernment. Iy was therefore g great
surprise to be suddenly given to un-
derstand that it was not acceptable
to the Government and thay the
Government felt that this Commis-
sion should be thrown overboard.

The last clause which 1 consider
most objectionable in this Bill is
clause 56 which ig concerned with
two things. In the first place in so
far as It is concerned with immunity
to officers doing things in good faith,
there could be no objection. It 18
necessary that officers acting in good
faith, even though they happen to he
acting on the basis of wrong informe-
tion which they did noy know was
wrong, although they may be climb-
ing up the wrong tree, so long as
they acted in good faith, they ought
to be protected. Bul extraordinari-
ly this clause goes further. [t seek:
to protect any person and the name
of that ‘any person’. other than the
officers will mnot be disclosed. Tt
relers not merely to officers but 1o
other persons also. and their names
may not be disclosed. not even to &
tribunal or to a court. If this kind of
immunily is let Joose on the public,—-
corresponding to the provisions jn the
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revenue law, income-tax law and
customs law, where you cannot dis-
slose the name of informers, which Is
another kind of thing altogether ior
there is some justification in those
cases involving officers against the
State—to say that the informers' name
may not be disclosed, if that kind of
immunity is let loose here also, one
tannot accept it. Here one js con-
cerned with company administratien
To give protection to informers and
blackmailerg in the same termg as 1o
the officers of the Governmeni acting
in  good (faith seems to me
preposterous.

I do not want to take any further
time, 1 have touched upon some of
the highlights of the Bill ag it has
emerged from the Joint Committee.
It still remains highly objectionable
in many respects. But my main ob-
jection is that I really, honestly antl
sincerely fee] that this Bill ig alto-
gether unnecessary and undesirable;
that there is now no scope, in anv
major way, for any of the sort of
[rauds that were committeq by the
Dalmia-Jain group to be committed in
‘he state of law as it exists today;
that to amend the law in these cir-
cumsances is to bring ridicule and
contempt upon ourselves apart from
causing confusion in company law ad-
ministration, and to destroy economic
stability. Iy will have considerable
adverse effect upon technical colla-
boration ang capital collaboration de-
velopments with forelgn enterprises,
it being remembered, as the Finance
Minister himself at one time observeaq,
that it would be far better if we
could attract foreign equity participa-
tion in this country than rely upon
Government to Government borrow-
ing.

1 feel that in the light of all the
things that we still hope for, and ear-
nestly look for,—in the dgreadful cur-
rent state of affairs,—where foreign
cxchange is in a terrible state, prices
are ijn a terrible state, the capital
market is in a terrible state, the gene-
ral administration is in a terrible
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state, when the whole wrelched eco-
nomy is in a greadful state,—to come
along and mount yet another offen-
sive of this kind against the most
active sector in the economy today
would be lamentable indeed. I suggest
that careful thought oughy to be given
to the question whether this House
should proceed further with this Bill
at all

Shri Himatsingka (Godda): Sir, in
connection with the amendments that
have been proposed to the Companies
({Amendment) Bill, I would like the
House to judge the Bill from the dil-
ferent angles for which the law may
be reasonably expected to be intro-
duced. The company law, as the
House knows, and as has been men-
tioned, has been amended from tim~
to time; the whole Act was remodel-
led in 1956, and thers, were very
heavy amendmenis in 1960 and there
were other gmendments from year to
year, almost every year. Nﬁw. the
amendment; thay are proposed are
very good because they will pemove
a number of difficulties that erc
being experienced by companies in
their day-to-day working.

But there are some provisionsg in
the Bill which are not only not nec-
cessary for the purpose of preventing
any fraud or any wrong oractlce by
the companies or by the management.
but will create a lot of dificulties in
the way of the proper functioning of
the companies. A provision will be
welcome and will be necessary if &t
serves the purpose of slopping some
wrong practice that may be prevalent
in the management of companies or if
it otherwise helps in creating a
favourable climate for foreign invest-
ment or otherwise. If we want to
judge it from that angle, we will find
that some of the provisions will stand
in the way of proper functioning of
the companies.

In this connection, I may mention
clause 5 which provides that when a
company is formed, the main objects
have to be separated from the other
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objects. The company has {o mention

the main objects of the company to be
pursued by the company on its incor-
poration and objects incidental or
ancillary to the attainment of the
main objects. And then, geparately it
has to mention other objects of the
company not included in that clause.
I have not been able to follow how
that will be of any importance or how
that wil] help in the better manage-
meny of the company.

Then there is another clause, sub-
clause (¢) which says as follows:

“in the case of companies (other
than trading corporations), with
objects not confined to one State,
the States to whose territorieg the
objects extend.”.

As you know, sometimes, y company
which wants to gtart a big industry
formg jtself into a corporation with
another company, and they have
their registered office in a partleular
State. They cannot be definite In the
beginning as to which State they will
be able to find a suitable site in, or
the suitable climate for the jndustry
that they intend to start. This pro-
vision pequireg them (o state jn tht
memorandum itself the State or
States to whose territories the ob-
jects will extend. It iz very difficulr
in the beginning for any entrepreneur
to decide to which State the working
of the industry will extend. I do not
understand how that will be of any
use to anybody or how that is
necessary in order {o improve ihe
working of any company or in any
other way beneficial to the working
S0, this provision in clause 5(e) i3
absolutely unnecessary and wil] mere-
ly create difficulties.

Clause 15 provides that before &
company can start a business, a spe-
cial resolution must be passed by the
shareholders. As you know, when a
company goeg 1o the market for ram-
ing money for share capital, the pros-
pectus js issued and the objects for
which the company has been formed
and the business that it intends to
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start are mentioned in the prospec-
tus at greag length.  Still, when the
company gets money and wants to
stary business, mgain a special resolu-
tion is necessary to be passed before it
can commence business. The select
committee has made certain modifi-
cations in the requirements of pass-
ing a special resolution. I have not
been able to und@erstand the purpose
of this clause 15. As Mr. Morarka
so ably mentioned, if some person
wants to stand in the way of a com-
pany functioning properly—maybe
he is & competitor or g Dérson Who
does not look friendly towards ihc
company—he may collect a number
of shareholders or purchase a num-
ber of shares sufficient to enable him
to stand in the way of the company
being able to pass such a resolution.
What will be the fale of the company
if ceriain persons who want lo create
trouble manage to hold those shaves?
1 have not been able to understard
the ressons behind this provision.

Similarly, there are other provi-
sions in the Bill which to my mind
wil] stand in the way of the proper
functioning of the companies. Clause
35 states that @ person who has
attained the age of 75 will not be
entitled to remain a director of a com-
pany. As you know, there js no pro-
vision ln any law preventing a peison
aged above 75 from becoming an
M.P, or an MLA or a minister or even
the Prime Minister. But if a persoa
is aged 75 he cannot be allowed 1o
manage & company which probably he
himselt floated! I have not been able
to follow the reason behind s,
The existing provision—even that is
unnecessary—is that if a person is
aged 65 and if the company passes a
special resolution stating that the age
limiy will not apply to g particular
director, he can be allowed to re-
main a director. There is no such
enabling provision in the presant
omending Bill. There is an abso'u:r
bar to a person who attmins the age
of 78 from remaining g director of
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any company, even though the com-
pany is being managed by him,
started by him, and he is all in al
in that company. I feel either ihe
provision in gection 281 ghould be al-
logether dropped gnd there should bv
no provision about age-limit, or 1!
age-limit is going to be retained, thc
enabling provision, as it exists in
section 281 which ig jntended to be
deleted by clause 36, should be con-
tinued, so that if a company in it:
wisdom or it the shareholders fxcl
that the services of a particular direc-
tor are necessary and beneficial for
the proper management of that com.-
pany, thay company should be a%le
to clect such a person to be a director.
1 do not understand the reasons why
this absolute bar should be provided.
Such g provision does not exist in
any part of the world. So far a3 I
know, there is no provision any-
where prohibiting any person simply
becuusg he has attained a particular
age from functioning as a director of
a company. Therefore, I feel that
cither the enabling provision should
be there or both the secticns, sections
280 and 281 should be done gway wit.

Another provision that is now being
introduced is clause 44 Ay the pre-
sent moment there is no hur or intr-
company loans. The fisca! policy of
the Government wants that thers
should be inter-company ,oans; on:
company should be able to help an-
other. But, Sir, the previous provi-
sion was only applicable to compa-
nies under the same management.
There was a bar on companies under
the same management lending more
than 10 per cent of their puid-up capl-
‘al and free reserves to any other
company under the same managemea.
But the words "under the sa=e
management” gre being removed. The
resuly is that one company which has
tunds cannot lend more than 10 pe.
cent of its funds to any other com-
nany and the total amount that it can
lend, even if it has more money, is
I'mited to 30 per cent of ity paid-up
capital and free reserves. I do not
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understand the reason behind such a
orovision

830 SRAVANA 27,

As you know the money market is
so bad at the present moment that
no company for the last *wo yeass, |
feel, has been able to raise any equity
capital in the market. The stock
market has practically collapsed.
Since the budget that was introduced
in April more than 10 per cent of the
prices have gone down. If you take
about two years, [ think more than
30 per cent of the value has gone
down in equity shares. At present,
all the companies thay have been
floated, on account of the fiscal policy
of the Government, are in a very bad
way. No new companies are being
floateq on account of the various pro-
visions in the Companies Bill that are
being introduced from time to time.
They are standing in the way of even
any foreigner, any outsider, coming in
and investing any money in the
country. No provision should be made
like this which will stand in the way
of the proper functioning of companies
or their being able to meet temporary
difficulties in timeg of need. At pre-
sent that js the position, because the
money market is very bad. If this
provision as proposed in clause 44 15
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enacied into law, then whatever little
help one company can get from an-
uthier company will also come to &
stop and it will be very difficult for
companies to manage. The result has
been that on account of the monctary
difficulties the companies cannop get
funds and as a result production is
talling. That is why In spite of
attempts the price line is not being
held. The price line can be held only
if there ig production. On account of
the difficul.ies that ure being created
by various legislations, the companies
are finding it more and more difficult
lo be gble to carry on their business.
Theretore, 1 feel that the provision
like the ong thay ig In  clause 44
should noy be passed. The provision
as it existed before was quile suffi-
cient. No case hag been pointed out
of any misuse of the provisiong that
exist before the present amendment
Bill was introduced.
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Mr. Chairman: The hon. Member
may continue his gpeech tomorrow.

17.01 hrs.
The Lok Sabha then adjourned till

Eleven of the Clock on Thursday,
August 19, 1965/Sravana 28, 1887
(Saka).
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