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concerned, who formally dissociated
ves from the go-slow cam-
paign. In order to meet situations of
this kind which threaten to seriously
ect the working of the port, the
alcutta Dock Workers (Regulation
{ Employment) Scheme was amend-

in May, 1965 conferring powers on

E

Chairman is empowered, among other
things, to hold enquiries against wor-
kers charged with indiscipline, go-
slow, etc. and impose appropriste
punishment on offenders. As in the
opinion of the Chairmsn of the Dock
Labour Board the situation in the
port justified the declaration of an
emergency under the scheme, such
a declaration was made with the ap-
proval of the Central Government for
a period of three months from the 1st
of August 1935

In the past two weeks, due to inter-
union rivalry, several stray cases of
assault including a case of stabbing
have occurred among dock labour in
the Calcutta port. These, 1 regret to
say, culminated in a clash between
rival sections within the office of the

tained although a few bad spots still
econtinue to exist,

—

COMPANIES BILL —Contd.

Mr. Speaker: The Howse will now
take up further consideration of the
Companies Bill as reported by the
Joint Committee. As the House is
aware, 33 hours have been allotted for
the general discussion on the Bill.
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The time-limit for speeches will be
30 minutes for Members and one hour,
if necessary, for Leaders of Groups.

‘The Minister of Finance (Sbhri C. D.
Deshmukh): I do not think it is neces-
sary for me to go again into the his-
tory of this long-drawn measure. One
way or another, the subject of com-
pany law reform has been before the
Government for about nine years and
therefore, nobody concerned with it
can br accused of proceeding with
any kind of haste. ' Some kind of
strange destiny seems to be dogging
this measure. That is to say, this
qQuestion of company law reform, as
the House is aware, was last com-
prehensively reviewed in 18836 but
before the amended law had time to
operite, the Second World War began
and during the period that it lasted—
that is to say, till 1945—there was a
tremendous expansion in commercial
and industrial activity. Money was
very easy to make and there was an
exaggerated feeling of confidence in
the minds of enterpreneurs as well
as the private investor. As a result,
a great many ventures were launch-
ed soon after the war. But it soon
became clear that all was not well
with company management and that
was how in 1046 the first step was
taken to review again the working of
company law.

Now, in these two decades that have
passed from 1938, the economic scene
has shifted and political conditions
have altered profoundly and our
ideologies and philosophies have, as a
result, had a change—so rich and
strange. Many new factors have
emerged and our approach to old
ones has also altered. But the basic
aim remains the same, that is, en-
couraging and reasonahly safeguard-
ing private investment in fields which
are not marked out for the public
sector and regulating it for the com-
mon good. Sententiously, the overall
objective could be defilned as one of
growing hedges rather than finding
fetters for private enterprive.
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It is in this conception of their duties
that the Joint Committee addressed
themselves to the task as well as in
the light of observations that fell
from hon. Members on the occasion
of the first reading. They examined
a large number of witnesses including
representatives of some of the princi-
pal chambers of commerce, Bombay
Shareholder’s  Association—by  the
way, which used to be and perhaps is
a very vigilant body watching over
shareholders’ interests—Indian Nation-
al Trade Union Congress, Indian
Federation of Working Journalists,
Institute of Chartered Accountants
and the Incorporated Law Societies of
Calcutta and Bombay, The Com-
mittee held as many as 61
sittings spread over a year while its
two sub-committees held 8 sittings in
the’ course of which they not only
scrutinised *he more important pro-
visions of the Bill but also went
through the schedules numbering 12
attached to it. The slim and lucid
report which has been presented by
the Joint Committee does not....

Shri Kamath (Hoshangabad): Slim?

Shri C. D. Deshmukh: Only the
report and not the Bill—the report
does not adequately reflect the ear-
nestness and the equipoise that has
gone into the consideration of this
mammoth piece of legislation and I
feel sure that the House would like
to associate itself with me in paying a
tribute to the work of the Joint Com-
_mittee and its two sub-committees.

As the Bill was both an amending
and a consolidating measure, it not

only called for careful scrutiny of its

detailed provisions but it also
demanded a thorough re-examination
of the basic principles underlying
them especially in the light of pre-
sent day plans and accepted economic
philosophy. The task of the Joint
Committee was, thus, exacting and
arduous and it is due to their devoted
work that it has been possible to
take forward this measure another

step.
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The fundamental aim which the
Joint Committee kept before itself was,
as I said, to maintain the confidence
of the shareholder and to ensure pro-
tection of his legitimate interests—
sometimes inspite of himself in the

-interests of the national economy.

Now, Sir, although the Joint Com-
mittee has proposed many amend-
ments in the Bill, hon. Members will
find that the basic pattern remains
unaltered. The amendments proposed
by the Joint Committee cover some
170 clauses out of about 650 clauses
now—~G49 clauses to be exact. In
other words, more than 70 per cent
of the Bill as originally introduced in
Parliament has remained unaltered
after the Joint Committee's scrutiny,
thorough though it was, Of these,
amendments proposed by the Joint
Committee, a large number are either
of a drafting nature or are consequen-
tial to re-arrangement of matter. If
these are ignored the substantial
changes proposed by the Joint Com-
mittee would be found to relate hard-
ly to more than 100 clauses of which, ,
so far as I can see, major issues of
policy are not likely to account for
more than 40 or 50 clauses. It is
these 50 and odd clauses which in-
clude most-of the controversial pro-
visions relating to directors and
managing agents. I thought it neces-
sary to mention these flgures to the
House so that hon. Members gould
view the work of ‘the Joint Commit-
tee 1n its proper perspective.

I do not propose to comment on all
the changes proposed in the Bill by
the Joint Committee, nor is such a
course necessary. The more impor-
tant of these have been already ex-
plained in the Committee's report and
in the course of the debate we shall
have ample opportunity of going
through the provisions clause by
clause. All I propose to do at- this
stage is to draw the attention of the
House only to those amendments in
the Bill which, in my view, require
special consideration because of their
possible effects on the structure and
working of corporate enterprise in
this country.

!
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Firstly, the provisions of the ori-
ginal Bill relating to the incorpora-
tion of companies and their cipital
structure. These have largely remain-
ed unaltered. But, {f hon. Members
look to clauses 84 to 89 of the Bill
they will notice that the Joint Com-
mittee has made one important change
in that it has withdrawn the powers
which were sought to be conferred on
the Central Government in the ori-
ginal Bill to sanction in special cases
the lssue of shares with dispropor-
tlonate voting rights after the com-
mencement of the new Act.  Apart
from this the general effect of the
Joint Committee's proposals is to con-
firm the earlier proposals on this sub-
ject. These briefly are that future
companies will have only two types
of shares—ordinary and preference—
and that the latter class of shares will
have no voting rights except when
the rights attached to such shares
other than voting rights .are likely to
be affected by the acts and omissions
of the company. Further, shares with
disproportionate voting rights, where

such rights are admissible, would be
prohlbitive and the existing com-

panies which have issued such shares
would be required to readjust their
voting rights within a period of 3
years from the commencement of the
new Act,

Next, as regards company procedure
and compeny meetings the changes
Introduced by the Joint Committee
are intended generally to increase the
rights of shareholders. But, I believe
the House will find that they are of
no more than marginal important— I
mean the changes. 1 am aware of
the different views which prevail on
the subject of rights of shareholders
especially in  regard to proxies in
company meetings and the need for
reconciling these rights with the
harmonious working of Joint Stock
Companies, but, as far ag I can see,
the amendments introduced by the
Joint Committee do not go much be-
yond the principles underlying the
provivions on this subject in the ori-
ginal Bill as htrodu.eed in Parlisment.
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On the important subject of inspec-
tion and investigation of the affairs
of a company, the only specific changes
introduced by the Joint Committee are
that no firm or body corporate should
in future be appointed as inspectors
under the Companies Act and the
power which was conferred on ins-
pectors to carry on investigation into
the affairs of related companies or

. managing agents or their associates

can be exercised now only with the
approval of the Central Government.
The Joint Committee felt that it was
necessary to provide for the safeguard
against possible roving and futile en-
quiries which were not likely to serve
any useful purpose.

In this connection I should like to
say a few words about the provision
relating to company accounts and
company auditor, Hon. Members will
remember that Schedule VI of the Bill
provide for a standard form of
balance-sheet and lay down in detail
the manner in which the contents of
‘profit and loss account should be cast.
The Joint Committee approved of this
provision subject to the condition
that where the accounts of a company
were governed by any special Acts as
in the case of banking, insurance or
electricity supply companies, the pro-
visions of the special Acts relating to
such companies were to prevall over
the provisions of the Bill

On a further consideration of clause
210 of the Bill as now drafted it scems
to me that it may be necessary to
move a small drafting amendment to
make our intentiong in this respect
perfectly clear.

As regards conditions relating to

auditors, the Joint Committee has more
or less confirmed the ons of

the original Bill except in one impor.
tant respect. The Committee thought
that the discretionary authority vest-
ed in the Central Government to reco-
gnise chartered accountantsy other
than members of the Institute of
Chartered Accountants should be
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limited to the recognition on a reci-
procal basis of only accountants pos-
sessing foreign qualifications and train-
ing. Accordingly, clause 211 of the
original Bill was recast in the manner
indicated in clause 225. The Institute
of Chartered Accountants also fully
appreciate the need for a reserve of
authority in the Central Government
for the purpose of recognising char-
tered accountants qualified abroad on
a basis of reciprocity. They are an-
xious that these powers should be
conferred on the Central Government
not by the Companies Act but by a
suitable provision in the Chartered
Accountants Act, 1949. We have
agreed to accept this recommendation
of the Institute and have already in-
troduced a very short Bill in the cur-
rent session suitably to amend the
Chartered Accountants Act. On the
assumption that the House will accept
this amendment in the Chartered
Accountants Act, I propose to move in
due course for a consequential amend-
ment of clause 225 of the Companies
Bill suggesting the deletion of the
provision which confers thig discre-
tionary power on the Central Govern-
ment,

Now, I shall turn to the provisions
of the Bill relating to the important
subject of directors. As I have al-
ready said, by far the most important
changes proposed in the Bill by the
Joint Committee concern the provi-
sions relating to these and to manag-
ing agents. It would, howevér, be
wrong to conclude from this fact that
the Joint Committee has introduced
many new principles in these amend-
ments. [ would illustrate my argu-
ment with a brief analysis of the two
new clauses of the Bill for which in
certain quarters the Joint Committee
has been ‘criticised—clauses 284 and
407. The new clause 264 inserted by
the Joint Committee provides that it
would be open to a company to lay
down in its articles that no less
than two-thirds of the total number
of directors of a public company or a
private company which is a subsidiary
of a public company may be electad
to its Board on the principle of
proportional representation, Where
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a company chooses this par-
ticular form of election to its Board.
this clause further provides that the
appointment of directors may be made
for ‘a period of three years at a time.
This is a permigsive provision which
does not in any way interfere with
the rights of a company to decide on
the best form of election of directors
on its board. According to our infor-
mation, a great majority of the fede-
rating States in the United States of
America provide for this method of
election to the boards of companies
in their corporation laws. Whatever
may be the advantages of this method
of election,—and I submit that one
cannot be dogmatic about this in the
absence of experience in our own
country—I do not see how the powers
conferred on a company to regulate
the method by which it can elect its
members on its board can be described
as an innovation alien to the structure
of Joint stock companies. Indeed,
some hon. Members who were Mem-
bers of the Joint Committee are not
content with this permissive provision
and would like a statutory provision
in this behalf. When they raise the
issue, as I have no doubt they will, I
shall have occasion to deal with that
particular aspect of the argument.
Briefly, one might say that it is not
axiomatic that the accepted form of
democracy which obtalns in regard to
our political institutions would be
prima facie unsuitable also for the
management of industrial enterprises.

The other new clause, 407, inserted
by the Joint Committee which again
in some quarters has been described
as an innovation inconsistent with the
basic principles of company legisla-
tion, empowers the Central Govern-
ment to "appoint not more than two
persons being members of the company
to hold office as its directors for such
perind not exceeding three years as
the Central Government may pres-
cribe. It will be noticed that before
such appointments can be made, the
Central Government must be satisfied,
onr the application of the members of
the company holding not less than
one-tenth of the total voting power,
that it is necessary to make such
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appointments in order to prevent
affairs of the company from
conducted in a manner which
pressive to any members of the
pany or s prejudicial to its tnteuttl.

What [ would like the House to
notice in this connection is that the
power conferred on the Central Gov-
ernment is one which would be exer-
cised by it entirely at its discretion
and only if it is satisfied that it is
necessary for it to exercise the power
for the purposes mentioned. If hon.
Members will refer to the other pro-
visions inserted in the Bill for safe-
guarding the interests of minority
shareholders, provisions which have
recelved general support, they will
notice that all that this new clause
407 does Is to extend to the executive
Government some of the extensive
powers which under the other clauses
have already been conferred on the
courts. But I recognise that it is
possible to have a wide difference of
opinion in matters of this kind and
I should welcome, at the appropriate
stage. the comments of the House an
this provision. But the point I wish
to make is that the changes proposed
by the Joint Committee can hardly
be sald to go beyond the principles of
-the Bill as originally conceived, In-
deed, it seems to me that there is
some confusion on this subject in
the minds of those who have criticis-
od these provisions, What the Joint
Committee had before it was the con-
slderation of the entire subject of
company law reform on the broad pat-
tern outlined in the original Bill and
not merely the details of the actual
provisions contained in it. I made
this clear, and the House might re-
eall, In the course df my reply to the
debate on the motion for reference
of the Bill to the Joint Committee.
1 said that “the all-pervasive prin-
ciple of the Bill is that the present
company laws stand in need of
amendment. Therefore, all the ob-
servations that have fallen from the
hon. Members are observations which
will be for the consideration of the
Joint Committee”. Nothing, so to
speak, was barred.

H
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Now, I turn fo .an important pro-
vision introduced by the Joint Com-
mittee relating to the Yemuneration
of directors, which also has been the
subject of some controversy. The
House will remember that while the
original Bill provided for a ceiling on
the remuneration of managing agents
and also imposed a limit on the per-
centage of the net profits of a com-
pany which might be paid to its direc-
tors by way of a commission, there
was neither any ceiling on the total
remuneration of directors nor any
limit on the overall managerial re-
muneration of a company. The Joint
Committee, has, therefore, inserted a
new clause; clause 197, which lays
down an overall limit of 11 per cent
of net profits for all types of remune-
ration which may be paid by a com-
pany to its top management, that is
to say, managing agents, where there
are managing agents, managing direc-
tors and managers. Where a com-
pany earns no profits or s profits
are inadequate, the clause further
provides that the overall managerial
remuneration for all managerial staff
should be Rs. 50,000 a year.

clause 352. But in that case it refers
to commission, whereas here we are
considering all forms of remuneration
including salaries except fees earned
by directors for attending the meet-
ings of the company. As I said, sala-
ries and all other types of remunera-
tion are included in it. I might say
that the original Bill excluded sala-
ries. But the Joint Committee thought
that salaries ought to be included, as
otherwise this limit which they: pro-
vided was likely to be circumvented.
I have received representations criti-
cising this provision on the ground
that this overall limit would be inade-

new hig companies, especially in their
constructional or earlier stages when
cbviously no profits are likely to be
made. It has also been pointed out
that in some industries there might be
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losses even in the case of growing
_concerns if these industries are sub-
_Jected to large fluctuations in their net
profits owing to circumstances beyond
their control. Therefore, it has been
urged that if this provision is retained
in its present form, it will be extre-
mely difficult, if not impossible, to
run large-scale enterprises in this
country. It has been pointed out that
rmmy big concerns require more than
one wholetime managing director and
.in such cases, it is said, it would be
impossible to attract adequate mana-
gerial talent to industry on the basis
jof the remuneration provided in this
clause. It should be remembered that
this clause will apply even to manag-
ing agency companies which are public
limited companies that is to say,
where there are not sufficient profits,
even the directors of the managing
agency would have to share this re-
muneration of Rs. 50,000 in a year in
which, as I said, either there are no
profits or there is a loss and it is pos-
sible that such managing agency com-
panies might be maintaining execu-
tive directors—three or four, or cer-
tainly more than one. I am sure that
there is a real difficulty here and that
nobody in this House would desire the
industrial development of the country
to be hampered by inadequate rem-
uneration to the top management of
joint-stock enterprises. So, the real
problem here, as in other parts of the
Bill, is to reconcile the legitimate
requirements of trade and industry
with a balanced view of what should
be an appropriate level of personal
income for different types of mana-
gerial talent. It is from this point of
view that 1 have been considering
this question for sometime past and
T expect to move in due course a
suitable amendment to this clause,
which will, in my view, reconcile the
two-fold objectives which I have
mentioned above by conferring powers
on the Central Government in cases
of proved hardship to relax the provi-
sions of this clause under suitable
conditions and put proper safeguards;
put the matter is open for the consi-
deration of any other way equally
suitable out of this difficulty.
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I do not wish at this stage to com-
ment on the other changes introduced
by the Joint Committee on
the subject of directors. I feel sure
they will receive adequate treatment
during the clause-by-clause consi-
deration of the Bill, I should, how-
ever, like to clarify one issue of
general policy which hag been raised
from time to time. It has been sug-
gested in some quarters that in view
of the general attitude which the
Joint Committee has adopted towards
the managing agency system, it was
up to the committee to offer suita-
ble facilities or inducements to com-
panies to develop alternative forms
of management through directors. °
Instead, they complain that the Joint
Committee has imposed some further
needless restrictions on directors.
Now, it is not clear to me what the
sponsors of this view have In mind.
It is possible to conceive of facilities
or other inducements to compantes
managed by directors which may be.
denied to companies managed by
managing agencies, although in my
opinion, such a course would be very
inadvisable. But, it is not easy to

see what * differential  provisions
could be made in the Companies
Bill in favour of directors. The

restrictions which have been impos-
ed on directors are the same as
those imposed on managing agencles
and are intended for the same pur-
pose in either case, While it must
be the desire of all of ug to give
reasonable facilities and encourage-
ment to companies run by honest
directors, we cannot obviously in the
light ot our past experience overlook
the fact that abuses in company mana-
gement which we seek to prevent
have occurred not only in companies
managed by managing agents, but
also in companies managed by direc-
tors. The Government's general
policy has, therefore, been to impose
such restrictions as they consider
necessary to prevent the abuses and
malpractices, irrespective of whether
they occur in one type of company
or another. 1If, consistent with this
basic policy, it is possible to provide
suitable facilities or encouragement
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for this form of company manage-
ment or any other, then certainly
we are all bound to entertain con-
structive sugestions in thid behalf.

Now, I come to the subject of
managing agents. It is a trulem ¢to
say that no part of the Joimt Com-
mittee’s report has evoked so much
comment and controversy as the
amendments proposed by it relating
to this subject. And yet, 1 cannot
help thinking that the pragmatic
approach of the Joint Committee to-
wards this difficult and complex
subject is the only cortect and realis-
tic attitude to take in the present
circumstances of this country. It is
easy to take sides on an issue like
this on a purely ideclogical plane,
but I do not see how practical men
can commit themselves to dogmas
and can adopt any other attitude than
the one that has commended itself
to the Joint Committee; nor can I
see how any responsible Government
could take a sweeping decision in a
matter of thls importance on purely
a priory considerations, paritcularly
in view of the Government's heavy
responalbilities and commitments in
connection with the Second Five
Yoar Plan. The recommendations of
the Joint Committee with which
Government are in accord have, it
seems to me, wisely steered clear of
extreme views on either side. They
have avolded committing Government
in either direction, but have confer-
red adequate powers on them to de-
cide on an appropriste policy in
this matter by the end of the next
plan period in the light of their ex-
perience of the working of  joint-
stnck compantes under the new Act
and espechlly in the light of the
beshaviour of managing agents in
future. Thus, there is no outright
prohibition of the appointment of
managing agents in the Bill, except
in the case of companies which al-
ready have managing agents or are
themselves managed by others. But,
power has been conferred on
the .entral Government  under
clause 333 to notity from time to time
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the types of industry or business in
which there shall be no managing
agent at the expiry of 3 years from
the date of the notification or from
15th August, 1860, whichever is
Iater.

Here, perhaps, it would not be out
of place if I bring to the notice of
the House the considered views of
the Bombay Shsureholders’ Associatiog !
because, after all, apart from the genes
ral economic interests of the country,
it is the shareholders for whom we
are seeking to ensure reasonable pro-
tection. This Association, as hon
Members may know, has been respon-
sible for some years now for focussing
attention on the abuses and malprac-
tices of company mansgement in “this
country and has been drawing the
attention of the Government to the
urgency of Company law reform. In
their memorandum submitted to the
Joint Committee and in the course of
their evidence before the Joint Com-
mittee, the representatives of this
Association clearly defined their atti-
tude towards the managing agency
system. 1 quote below from the
memorandum:

“A sudden termination of the
managing agency system, in our
opinion, is undesirable, because
it will disorganise industrial
management and therefore retapd
any new industrial development
which we regard as vital. We are,
therefore. of the opinion that
while the managing  agency
system may be continued at
present, its working, financial,
managerial, business and other
aspects should be reviewed
after 5 years to ascertain exactly
the services which the managing
agents render to the industry in
the changed economic climate in
the country now prevailing”

The House will know that this is
precisely what the Joint Committee
have attempted to do in the basic pro-
visions of the Bill relating to manag-
ing agents. The Committee have
devised proposals which seem to be in
accord with he interests of the
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shareholders as represented by this
Association as well as to accord with
the general economic interests of the
country. It seems to me that if con-
crete decisions are to be taken at a
later stage, they would be taken in
an atmosphere which would be free
from the &cerbities of the current
controversy and also in the' light of
the performance of managing agents
under the amended law that may be
passed by Parliament,

One indication of the manner in
which this is regarded by the private
investor generally is furnished by the
state of health of the stock exchanges
in the country. If the private inves-
tors had felt that the provisions in the
Bill as reported by the Joint Com-
mittee held a risk or jeopardy to their
own interest, then, one would normally
expect that stock exchange values
would suffer or tumble down. But,
as a matter of fact, the level of quota-
tions reflects quite a different state of
affairs. It seems to indicate that the
private investor is feeling confident
about the future,

Another important amendment pro-
posed by the Joint Committee to which
I should like to make a passing refe-
repce is the provision in clause 331
that no persom shall be appointed a
.managing agent of more than 10
‘companies from 15th  August, 1960.
‘Then, there is the provision of clause
325 that all new appointments of
managing agents or re-appoint-
ments of existing managing agents
after the 15th August, 1960, will re-
quire the prior approval of the Cen-
tral Government, and that such appro-
val will be given only if the Govern-
ment are satisfied (a) that it is not
against the public interest to allow
the company to have a managing
agent, (b) that the managing agent is
a fit and proper person to be so ap-
pointed or re-appointed, and (c) that
the managing agent proposed to be
appointed or re-appointed, has fulfiled
the conditions which the Central
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Government may require him to ful
fil,

[Mr. Depury SPEAKER in the Chair]

Then, there are the provisions of
clause 344 which provide for the prior
approval of Government of all here-
ditable managing agency agreements
and succession to the office of manag-
ing agents by inheritance or device.
There is also a provision relating to
changes in the constitution of manag-
ing agency firms or companies, the
remuneration of managing agents,
etc, which I think are well
known and well understood. I
am not commenting on these pro-
visiong which to me seem self-ex-
planatory, except to draw the atten-
tion of the House to the fact that
apart from clause 331 which limits
the number of companies which a
managing agent can manage, all the
other clauses are no more than an
extension of the provisions of the
Indian Cnmpanies (Amendment) Act
of 1851. What was supposed to be
transient or temporary in that
Amendment Act is now sought to be
made permanent,

I now come to the new provisions
of.the Bill relating to BSecretaries
and Treasurers. In a sense, these
provisions were perhaps not neces-
sary, because there was nothing in
the Bill which would prohibit the
appointment of Secretaries and
Treasurers. But, it was felt that
that being so, there should be posi-
tive provisions in order to regulate
some matters in  connection with
this, especially their remunegation.
The mstitution itself is by no means
unknown to company management in
this country. But, the wide vogue
which the managing agency system
has hitherto enjoyed in this country
has stood in the way of the more
extensive use of this form of manage-
ment. In its essence, this institution
seems to be nothing but a form of
management through corporate
managers. If I may say so, the Joint
Committee have made a valusble
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lopment of ‘an slternative foryn of
management by their proposal to re-
cognise this kind of manage-
ment formally in the Com-
panies Act. There are, of course,
views both for and against this. But,
if hon. Members will carefully read
the provisions of clauses 378 to 383,
which deal with Becretaries and Trea-
surers, they will have no difficulty in
appreciating the object underlying
them. While the Joint Committee was
anxious to prevent the concentration
of economic power in the hands of a
few managing agency houses with
long established tie-ups with finan.
cia]l institutions like banks and insu-
rance companies, it was equally
anxious to ensure that no sudden
vacuum was created in the organisa-
tion of trade and industry by a possi-
ble decline or disappearance of the
managing agency
tors by 1060, They recognise that
the Secretaries and Treasurers would
have no economic power. That is to
say, it would be the managing agency
system without its teeth, Therefore,
they were congerned to develop a
form of management which would
preserve all that was good, as for ins-
tance, the pooling of technical com-
petence, In the institution of manag-
ing agents by denuding it of its power
to dominate the affairs of the manag-
ing companies. Secretaries and Trea-
surers would not be entitled by virtue
of their agreements alone to have any
representation on the Board of Direc-
tors. For myself, I do not see’ that
there is any inconsistency between
this anxiety to prevent the concentra-
tion of economic power and at the
same time to try to retain for trade
and industry those benefits of large-
scale and expert management and
supervision which at least the Dbest
among the managing agency houses
have always conferred on the com-
panies managed by them,

Now, I wish to say a few words
about Government companies. The
House will remember that in the
course of the debate on the motion
for referring the Bill tn the Jaoint
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Commitiee we made it clear that
Government would place before the
Joint Commitiee & special chapter
containing special provisions dealing
with Government companies, that is
to say companies in which Govern-
ment ha,d a defined predominant
financial ‘interest. In pursuance of
this undertaking, a set of specigl pro-
visions applicable to Government
companies was drafted and placed
before the Joint Committee for its
consideration. The Committee con-
sidered this draft, but decided that it
would be better to revert to the arran-
gement of the original Bill It was
of the view that the exemptions and
modifications which the standard pro-
visions of the Bill required in order
to make them applicable to Govern-

ment companics could not be
framed on a uniform basis
as  the amount of Govern-

ment's interest in, and the nature
of the activities carried on by, the

various Government companies differ-

ed, or might differ, very widely. Each

case, therefore, the Committee thought
would have to be decided on merits

and the only authority which could

posaibly be entrusted with this func-

tion was, in their opinion, the Gov-

ernment. In this view the Joint Com-

mittee suggested that only the mini-

mum of provisions relating to Gov-

ernment companies should be jncorpo-

rated in the Bill, leaving Government
free to modify the Act in relation to.
Government companies in the light of
the requirements of each individual
case subject to the condition that

every notification issued by Govern-

ment exempting a Government com-

pany from, or modifying in relation

to such company, the provisions of the
Bill should be laid on the Table of

both the Houses of Parliament as

soon as possible after the issue of the

notification. I trust that the House

will find this arrangement generally

satisfactory.

There have been some discussions.
between my Ministry and the Com-
ptroller and Auditor-General in re-
gard to audit, and I propose at the-
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appropriate stage to move some
amendments to the existing provisions
of the Bill relating to Government
companies in order to ensure more
effective control over the audit of
such companies by the Comptroller
and Auditor-General and to provide
that the results of such audit are
readily available to Parliament.

Now, there are a few other amend-
ments which it might be necessary for
us to move, either to make the inten-
tion of the Joint Committee clear or
to overcome practical difficulties
which may arise from the operation

of some provisions of the Bill as
drafted. There are a few other
amendments largely of a drafting

nature and I shall of course draw the
attention of the House and explain
them as we go through the Bill
clause by clause, It should be recog-
nised that there can be no ‘nality to
such drafting changes and indeed there
can be no limit, in theory, to drafting
improvements and refilnements if one
could ignore the limitations of time
and space, but I can assure the House
that we have exerted ourselves to see
that such amendments are kept down
to what we regard as the essential
minimum. '

It is futile to claim perfection for
a measure of this size and complexity
and I am fully aware that, notwith-
standing the amendments which we
intend to move and which perhaps

other Members might wish to move, *

the Bill, even after it is passed by the
House, might contain defects and
deficiencies which might not have
come to light. Nobody who iz fami-
liar with the, development of company
law in other parts of the world....

Shri Kamath: Further amending
Bills may be brought,

Shri C. D, Deshmukh: That is what
I am saying.

Shri Gadgil (Poona—Central): Bad
company. Do not listen to him.

Shri Eamath: Is listening to you
worth while? :
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Shri C. D. Deshmukh: I was going
to say that nobody who is familiar
with the development of company law
in other parts of the world need feel
unduly depressed by.this fact. It is
in the essence of company law
that it must not only grow with the
growing needs of trade and industry,.
but also by re-shaped from time to.
time to meet unforeseeable changes in
company practice as may result either
from developments in techniques of
production or investment, or may be
contrived by the wit of man to evade
the provisions of the existing law, and
for what I know many wits are already
busy at this game. Indeed, the suc-
cess of company law in any country
depends on the promptitude with
which it can adjust itcelf to meet
changes in the structure and func-
tioning of companies in future as well
as in the alterations that take place
in basic philosophies.

The House might recall that in my
speech muoving for reference of the
Bill to the Joint Committee, I had
outlined the plans which I had in
view for the administration of the
Companies Act and related matters.
I then explained why we had taken a
provisional decision not to set up &
statutory commission as recommend-
ed by the Company Law Committee,
but had added that in this matter as
in many others Government would be
guided largely by the views of the
Joint Committee, The subject was
discussed at some length in the com-
mittee and finally the Committee ap-
proved of the establishment of a
strong central organisation for the
administration of companies and relat-
ed subjects. The Committee favours
the establishment of a central depart-
ment functioning directly under the
Minister in charge, and the more I
think of it, the more I consider that
it is a right decision. There are so
many powers the exercise of which
involves the decision of questions of
policy and I cannot readily conceive
of any statutory commission which is
bound to be autonomous exercising
these kinds of powers on beha¥ of
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Government, because their exercise
goes to the root of the economic con-
ditions in the country. Therefore, 1

think the House would approve of the

arrangement recommended by the
Joint Committee. They will be glad
to know that we have already acted on
this In advance of approval by the
House and have set up a new depart-
ment within the Ministry of Finanee
for this purpose. The responsibility
of this department will include not
only the administration of the Com-
panles Act, but also such other insti-
tutions as are closely connected with
the operation of companies, i.e., stock
exchanges, financial corporations,
capital issue control ete.

S8hri A, M., Thomas (Ernskulam):
Are banking and lnsurance also In-
cluded?

Shri C. D. Deshmukh: Banking and
insurance are not included because
they have ramifications which react
on other aspects of economic policy,
and at the moment I think it would
be best |f they are left to be admini-
stered as they are through the Reserve
Bank so far as banks are concerned
and through the Controller of Cur-
rency so far as insurance is con-
cerned. .

Mr. Depuly-Speaker: Controller of
Insurance or Currency?

Shri C. D. Deshmukh: Controller of
insurance under the Secretary of
Economic Affairs. That raises ques-
tions of savings and investment and
#so on which is a somewhat different
sot of problems than those posed by
company management. It will neces-
sirlly take some time to build up thia
new department and K is my hope
that when it is fully staffed and equlp-
ped with the necessary expertise it
will prove to be a major factor in the
proper functioning of the private sec-
tor of our economy,

I would, in this connection, draw
the attention of the House to clause
408 which provides for the establish-
ment of a statutory sdvisory com-
mission to be attached to this depart-,
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ment. As soon as the Act comes
force, we shall take steps to set up
this advisory commission which will

ing to the working of joint stock com-
panies. In future, the permanent
advisory commission will have the
duty of advising Government in res-
pect of those matters which are
specifically provided in the BHl It
will also be open to Government to.
refer to it any other matters for their
advice. It is my hope that in course
of time this advisory commission will
help Government to build up sound
traditions for regulating the working
of joint stock companies in this coun-
try and assist the new department in
the discharge of its onerous respon-
sibilities.

1 r.

The House might be interested to
know that Government's approval
one way orf the other is required
under about 94 or 95 clauses, at
lgast 50 .of which involve decision
on questions of policy. Now, it may
also prove necessary to set up other
technical advisory bodies to assist the
new department.

1 am aware that some Members
of the Joint Committee do not feel
very happy sbout the departmental
organisation, and the powers of de-
tailed regulation which have been
conferred on the Central Govern-
ment under the provisions of this
Bill. Well, I can assure the House that
we feel no less worried by the heavy
burden and responsibility which
the Bill will cast on us, and nothing
would have pleased us better, had
it been possible to frame the pro-
visions of the Bill in such a way as
to reduce the need for detailed re-
gulation to 2 minimum. But fthe
House should appreciate that the obli-
gations which have been cast on the
Central Government are only a
mmulun of the complexity of the
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In this connection, I would like to
recall what I said when I moved
for the reference of the Bill to the
Joint Committee. I often quoted
the observations of Lord Cohen, who
was chairman of the Cohen Com-
matter on company law reform in
the United Kingdom, and is himseif
a great authority on commercial
and mercantile law in that country.
Those observatfons will bear repeti-
tion in the present context. He said:

“No model system of company
law could be satisfactorily ad-
ministered except through a
strong and competent civil ser-
vice, for it was of the essence of
any such system that effective
powers must be given to the
executive, and a large measure,
of discretionary authority must
of necessity be vested in the
organisation responsible for the
adminstration of the Company
Act.”

1 added at that time that I fully
shared these views, and that as far
as I could see, if the twin require-
ments of the effective regulation of
company affairs and the need for
flexibility in law and administra-
tion were to be secured, there was no
escape from the conferment of exten-
sive powers' on the authority res-
ponsible for the administration of
the Companies Act. Since Govern-
ment have taken the wview, a view
which has now been endorsed by the
Joint Committee, that this respons-
ibility cannot be properly delegated
to any authority outside Government,
the only issue of practical import-
ance seems to be whether the internal
structure and working of the Gov-
ernment Department entrusted with
this responsibility would be such
as would ensure effective con-
trol and supervision over the actual
exercise of powers by it.

The Joint Committee was anxious
to ensure that the more important
of the powers conferred on the
Central Government should be
exercised with the approval of and
under the guidance of the Minister
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in charge. I can assure the House
that 1 fully appreciate the Joimt
Committee’s anxiety, and it will be
my constant endeavour to keep my-
self fully informed of the activities
of the new Department and any
other authority under its general
control which may be charged with
the day to day working of the Act.

Generelly speaking, it is a ques-
tion of a Joint collahoration between
the regulating authority and those
whose affairs are regulated. So, here
is 3 question of the maintenance of
law and order, so to speak, in the
private sector, as well as the ques-
tion of its development on sound
and healthy lines, especially in view
of the Plan and the place it gives to
the private sector, and to the private
investment and to the volume of
total savings of the community. I~
think the House would recognise
that it is not always possible by
fiscal instruments to bring out all
possible savings by taxation or bor-
rowing or any kind of forced levies
or forced saving, And therefore,
there are other kinds of inducements,
as for instance a reasonable profit,
which are necessary, if the com-
munity is to be stimulated to do its.
best for the common good.

The vesting of these powers of
regulation in Government ‘does not
mean that they will be exerclsed or
need to be exercised every now and
then. While it may be true that
uncontrolled power corrupts, it is
no less true that the possession of
power itself often obviates the neces-
sity of its exercise. And that has
been borne out by our experience of
the working of the temporary
amendment Act of 1851. I am not
aware of any serious complaints
having been made by the interests
concerned ‘either of delay or of
harasssment or of oppressive deci-
sions. Nevertheless, there is a cer-
tain amount of current bitterness
about these matters, and I should
therefore like to bring in here a bit
of Kandy—] mean the old kingdom.
of Kandy in Ceylon.
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Shri Eamath: Not sugar-candy?

Shrt C. D. Deshmskh: No, not
sugar-candy,

Some hon, Members' might re-
member that the old Kandyan kings
had two joint prime ministers cal-
led aodikars, who halped them to
wield thelr authority. It is recora-
ed that these two adikars had the
right to behead one Kandyan citizen
at the end of every year without
assigning any reason whatsoever.
Now, It §s not known to me how
they exercised their powers, but I
think it is recorded that the posses-
sion of this right by them did the
trick and kept their unruly flock
under rsasonablr control. We can-
not, and we do not wish to, emulate
the Kandyan adikars, but I think the
powers. ...

Mr. Deputy-Bpeaker: What did
they .do between themselvas? Each
one

Shwi C. D. Deshmukh: I think

implicity the other joint adikar was
axcluded.

8o, 1 feel sure that the House will
agree that the existence of this bat-
tery of ocomprehensive powers Is
something like the power of the Kan-
dyan kings, although

same way, and
confident that the possession of these
controls will prove to be equally
effective in our case. .

Mr, Deputy-Speaker:
moved:

“That the Bll to
and amend the law
companies and certain other asso-
clations, as reported by the
Commitiee, be taken into consi-
-deration.”

We have received notice of
amendments to this motion, both
Shri Vallatharas.
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8Shri Vallatharas (Pudukkottai): I

am moving only the second amend-
ment,

1 beg to move:

“That the Bill, as reported by
the Joint Committee, be recom-
mitted without limitation to the
Joint Committee with Instructions
to report on or before the 3ist
December 1855.”

this is not a dilatory motion. Prima
facie, it seems to be a dilatory motion.
I would like to hear the hon. Mem-
ber on this matter only, and dispose
of this before we proceed
general discussion. If this
then discussion will procedd
this origina] motion as also
other motion; if this is not
then it will be, of course, on
ginal motion only.

-
48

gES
g?s

e orl

Shri Valistharas: Some serious
charges have been levelled in the
press, so far as Government and the
Select Committees are concerned,
namely that the Select Committees
have been used as instruments for
bringing in radical measures, after
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[ want to bring to your notice, and if
you permit, I will go on.

Mr. Deputy-Speaker: Has the hon.
Finance Minister anything to say on
this. He says there are a number of
things which appeared in the papers
and, therefore, without limitation, the
Bill must be recommitted to the Joint
Committee. )

Shri C. D, Deshmuokh: It is non
sequitur. There are a number of
things which appear in the papers.’

Mr. Deputy-Speaker: I want first
to dispose of this amendment TUnder
rule 323, it is open to me, ¥ I consi-
der it to be dilatory, to rule it out of
order. Or I can immediately put of
question to the vote of the House. I
need not wait until the general dis-
cussion on the main motion takes
place. In view of that, I asked the
hon. Member to explain it to the

House,

Shri C. D. Deshmukh: In view of
the facts I have given in the course
of my speech, I am firmly convinced
that it is a dilatory motion.

Shri 8. 8. More (Sholapur): Is he
giving a ruling?

Mr. Deputy-Speaker: It is his opi-
nion. The ruling is mine or the House's,

So far as this Bill is concerned, I
believe there was a Committee which
gave a long, big report. The Company
Law Committee went into the whole
matter, sat for a long time, and there-
after the Bill was introduced. Then it
was refered to a Joint Committee. It
held 61 sittings, and a number of
witnesses have been examined. No
witness has been rejected. Every
opportunity has been given. Ulth-
mately, it is always open to the Joint
Committee to come forth with its
own decisions, and it has placed them
before this House for vetting. The
Government always have an opportu-
nity to exercise their influence. I
would like the hon. Member to con-
sider how, even if this ghould be sent
back to the Joint Committee,- the
‘Government will not be in the picture.
3¢ Government have exercised some
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undue influence last time over the
Joint Committee, they will still con-
tinue to exercise the same undue in-
fluence with respect to the same Joint
Committee. 1 do not know how it
will improve matters. '

Shri 8, S. More: We are not pre-
pared to take such a bad view of
Government,

Mr. Deputy-Speaker: I am glad.

Then it says it has to be recommit-
ted without limitation. I can under-
stand If there are any specific
points to be sent back. This is
a roving inquiry which will never be
completed even by the 31st Decem-
ber—I think the hon. Member should
have put down ‘1956’ because even
by then, if all the matters should be
recommitted, there may not be suffi=
cient time., This is my view; but I do
not want to proceed merely on my
view that this Is a dilatory motion.
Under rule 323, I will put this quea-
tion straight to the vote of the House.'

The question is:

“That the Bill, as reported by
the Joint Committee, be recom.
mitted without limitation to the
Joint Committee with instructions
to report on or before the 3lst .
December 19855." ’

The ti

poas megati

Mr. Deputy-Speaker: The House
wili now proceed with consideration
of the motion moved by the hon the
Finance Minister,

Shri Ascka Mehta (Bhandara):
When this particular Bill was first
moved by the hon. the Finance Minis-
ter, he had approvingly quoted from
the Company Law  Committee's -
Report, saying that the company law
is primarily concerned with means
and not ends. It is true that company
law is primarily concerned with
means, but mean: have to be harmo-
nised with, and have to unfold into,
the ends that we have placed before
ourselves. ‘' While this particular Biil
must be approached primarfly from
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the functional point of view—for the
functional considerations are impor-
tant—we cannot divorce, nor ignore
completgly, the ideological Iimplica-
tions, 1 have no desire to dwell very
much on the ideological implications,
but I would like to point out that in
the last nine years, and particularly
in the last year or year and a half,
when this Bill has been passing
through the stage of incubation,
certain major clarifications or pro-
nouncements have been made by this
Parliament about the social ends that
we seek, and it s necessary to see
how far this Bill has been brought
in harmony with the new ends that
we have chosen.

A serious charge has been made
against this Bill, that it is likely to
endow the Government with  vast
powers and it ls likely to interfere
with the normal working of companies
where, as our  industrialists have
been arguing, some kind of demo-
cracy of shareholders should be per-
mitted to prevail. If this is happen-
ing. it s mainly for two reasons.
Firstly, small shareholders have been
found from experience to be incapable
of exercising the powers that theore-
tically as shareholdery they possess.
WhHe the inability of the sharehol-
ders to- exercise Rheir powers is a
universal phenomenon, in India the
situation has been} worsened, to a
considerable extent. because of prov-
ed mismanagement in a number of
caser by the managing agents con-
cerned. Here we have before us the
memorandum which was prepared by
the Bombay Shareholders’ Assocla-
tion, to which a fitting tribute has been
paid by the Finance Minister, and
therein we shall find that something
like 40 managing agents had mis-
managed the affairs of companies
involving a capital of Rs. 80 crores.
When these things have been hap-
pening, it is necewsary that the State
should step in and take a serious view
of the miachief that has gone on. As
the Mover has explained, the need for
revising and amending the company
law arose from the fact that this mis-
management has existed in the past.
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But there ig another aspect of the
question also to which attention needs
to be given. It is not always realised
that there is what is known as the so-
cial cost of private enterprise -1 have
no desire to go into the details of it,
but Prof, William Kapp in his book
Social Costs of Private Enterprise
has worked out even statis-
tically, as far as it is possi-
ble, the social costs of private en-
terprise in the United States of
America. Here also, private enter-
prise does not take into consideration,
when costs are calculated, the tangi-
ble and intangible social costs, and it
is the duty of this House, the custo-
dian of the welfare of our people, to
see that care is taken that private en-
terprise does not grow at the expense
of or by piling up of social costs upon
the community. All the same, I agree
with the Mover that our approach to
the Bill should be from the point of
view of functional efficiency because
we are likely to expand the private
sector considerably im the Second
Five Year Plan period, and we are
anxious to see that conditions are
created where this development can
become healthy and fruitful And, it
is mainly with that consideration in
view that 1 shall make my observa-
tions on the Bill.

Before 1 turn to the provisions
about managing agents, I would like
to dispose of some of the minor points.
In the Bill, only two types®of shares
have been provided. I do not know
why the Joint Committee and, per-
haps, the Government also thought it
proper not to consider other types
such as convertible bonds or quali-
fied dividend instruments. These are,
as the Mover knows, quite popular op
the European continent and 1 would
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ir cent of the liablility of the com-
iy, with all the 700 and odd com-
inies taken together, m 1851 and
152, for which the survey hag been
ade, debenture finance has contri-
ited as much as 33 per cent of fresh
inds raised. If that is so—I do not
ww what has been the position after

52 because the latest available in-

rmation takes us only to 1852—and
debentures are playing an impor-
nt part, it may be that our capital
arket may become more responaive
the needs of our industry if
'ms such as convertible bonds and
wlified dividend instruments are
po thought of to be introduced.
Then, 1 find that the Joint Com-
ittee has thought it proper to eli-
inate completely and totally any
nd of shares with plural voting. I
n understand that normally that
wuld be so, But, I find that In
erman Company Law a special pro-
sion is made. The issue of such
\ares—

“was an efficlent means of pre-
venting control over industrial
companieg from  passing Into
foreign hands; it was particularly
sound to give shares with plural
voting rights to public authorities
in order to safeguard public inter-
ests and to break the influence of
speculative shareholders. In the
Hamburg Overhead Railway Com-
pany one share only was owned
by the State of Hamburg, but that
share carried 48,800 votes™
(Manual of German law, p.242).

I am in complete agreement with
e Joint Committee when it rules out
1y share with plural voting nor-
ally. But, whether in extraordi-
Iry circumstances—I think in the
iginal Bill the Government was
ithorised to permit shares with
ural voting—whether that kind of
ntingent power should not remain
ith the State and whether it is wise
take away such contingent power
a matter which I would like the
ouse to consider once again. Be-
use in some countries of the world,
ridently, it has pliyed a socially
Ipful role. I know these shares with
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plural voting right have very often
been misused by the management but
in the context which I have suggest-
ed it they can, perhaps, play a socially
useful role.

As far as the voting rights are con-
cerned, the Mover has pointed out
that proportional representation would
be permissible; it need not be statu-
tery. He also referred to the minute
of dissent of two of our Members, I
am in sgreement with the two of our
Members and I feel that the demo-
cracy of a company is basically difie-
rent from political democracy. I was
one of those who, though belongins
to a minority party in the country and
who knew that for a long time he
would" have to in the opposition—
favoured the type of voting that we
have adopted in the country and 1
was opposed to proportional repre-
sentation. But, here in companies,
proprotional representation would
be useful because then alone
would it be possible for mino-
rity shareholders to know what
is happening in companies. Unless
it is made obligatory and not left
optional the minority groups of share-
holders wil never be able to collect
the information that the Government
require in order that a thorough
scrutiny be made into the working of
companies. It is only when one or

'two representatives of the minority

shareholders sit on the board that they
would be in a position to collect the
information if necessary and where
necessary and bring it to the atten-
tion of the authorities concerned.

As the Mover has pointed out, im
the United States of America, the
staggered system of electing directors
prevails. Not only it prevails there;
but I find that any other system is
tuled to be illegal by the courts. Re-
cently, the Illinois Supreme Court
ruled that the kind of election that
we have in our country was Hlegal
in the: Urited States and it is interest-
ing to find that when such a ruling was
given in the case of Montgomery
Ward & Co., the New York Journal of
Commerce reported that the World
stock jumped up a point and a half
on the New York Stock Exchange.
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This happened in April this year. Evi-
dently, therefore, staggered election
of directors is something that the
shareholdery like. The ruling given
by the Illinois Supreme Court would
not have resulted in the steoks jump-
ing up by a point and a half unless
the shareholders approved of the
ing that the Supreme Court of
State had given,

of proportional . representation rather

United States and examine whether,
in view of the fact that a number of
switch-overs are likely to take place
in the management of the companies
in the country in coming years, voting
tfrusts would not be of some value to
our country. In the Bill as it has
coms from the Joint Committee....
Mr. Depuly-Spesaker: How do they
work?

Bhri Asoka Mehta: Sir, that will®
take a lot of time to explain and it is
a minor point. ,

In clause 274 it has been laid down
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dence that there are 1400 to 1500
managing agents in our country. It
has been argued that the managing
agents have been able to provide
finances for companies. The total
aggregate corporate sector has grown
from Rs. 276 crores in 1038-39 to
about Rs. 800 crores now. How much
of thig finance was provided by the
managing agents? I would be grate- -
ful to the hon. Finance Minister if he
would let us have any information
that he may have on this subject; be-
cause | find from the latest study of
company finance that has been publi-
shed in the recent bulletin of the Re-
serve Bank of India that three-fourths
of the capital formation is from in-’
ternal finance. In 1951-52, three-
fourths of the gross capital formation
in companies was through internal
finance. Only one-fourth was from
outside. There also the contribution
made by the managing agents is not
separately given but, perhaps, it can
be ascertained. [ am sure that if we
go into this question we will ind that
the managing agents’ contribution or
the managing agents playing the role
of a financing agency to these con-
cerns has fast become a myth.

As a matter of fact, those of us
who have carefully gone through the
memorandum that was prepared by
the Bombay Shareholders’ Associa-
tion in 1949 know wvery well that it
is the managing agents who utilise the
resources of the company for indulg-
ing in all kinds of practices, good as
well as bad I believe we have reach-
ed a stage today where the managing
agents need not fulfll or need not be
called upon to fulfll the responsibility

When we come to the management
of concerns, what do we find? For
the vemuneration a ceiling has been
fixed at 10 per cent of the net profits.
From 1948 to 1051, we find from the
ven by the

that

i
g
H
J

the managing agency

worked cut to 137 per cent I find
from the Reserve Bank Bulletin that
during 1950 to 1052, the percentage
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was more or less the same. But in
‘well-managed companies the figure
was always 10 per cent. It is only in
exceptional cases that people uged
to charge higher commissions. When
you fix 10 per cent, what is the im-
provement you are making? You are
trying to freeze what has been pre-

vailing so far. The general impreas-.

sion in the country seems to be that
you are going to reduce the extrava-
gant managing agency commissions
that are being enjoyed, but when we
go into details, we find that all that
is sought to be done is to formalise
what has generally been existing, The
Finance Minister has quoted approv-
ingly what the Shareholders’' Associa-
tion has to say in ‘the course of the
evidence about the managing agency
system, But may I draw his atten-
tion to the fact that they also invited
the attention of the Joint Committee
to the fact that in foreign countries the
management charges vary between }
and 2 per cent? Originally the Share-
holders' Association when Shri Kapa-
dia was there—he wag the man who
built up the Association—he suggest-
ed that the managing agency com-
mission should not exceed T} per
cent. The new secretaries that have
come up there after his death, I
know, have suggested 10 per cent,
but they have suggested it because
as they have said that was the pre-
valent rate. I do not know how far
they have safeguarded the interests
of the shareholders by doing that. But
the world over—if the Shareholders’
Association is to be believed and I
have taken the figures from the evi-
dence volume—the management
charge is § to 2 per cent; if that is the
general cost of management in foreign
countries, surely the Finance Minister
must make out a case why in this
country 10 per cent should be given.
As | have already pointed out, to the
best of my knowledge hardly any
financing is done by these managing
agents today and they are demanding,
as I shall show ycu in a minute, addi-
tional remunerations for ancillary
activities that they may perform
They have asked for it, but whether
this House will agree to it or not I
do not know. But even today at this
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stage they have made this del_nand

It has been said that a managing
agency will be permitted to control
or run only ten companies. Your
attention must have been drawn to
the three very able articles that were
recently published. by the Statesman
on the Company Law Amegdment
Bill. Furthermore, the articles ap-
peared in teh Statesman, which is a
very responsible paper, and so I take
them seriously. I believe it wag in”
the third article that it was pointed
out that this provision would be e¢ir-
cumvented. It was pointed that it
can easily be circumvented by open-
ing departments. You may not set
up new companies but you may open
new departments. I do not know
how that kind of circumventing will
be prevented. If the circumventing
is permitted by the law, then ta say
that the managing agents will be per-
mit to control only ten companies
will e meaningless, as I shall
show a little later when I come ‘te
the evidence given by Shri B, M.
Birla. But even with the 'limited
restrictiong or the pragmatic approach
that has been adopted, to quote the
Finance Minister, the big business
seem to be contending that if these
restrictions are brought into opera-
tion—if they remain merely to adorn
the statute-book, of course, then
there is no difficulty—then it will
become almost impossible for the big
business to carry on the responsibili-
ties that will be put upon them. I
find in a memorandum prepared by
the Associated Chambers of Com-
merce, a very responsible body in this
country, on 4th July the following on
page 2 therecf:

“They do so on the grounds—
which have already been elabo-
rately explhined—that if the
powers now envisaged are in prac-
tice carried to their logical con-
clusion, the exercise of them will
prove gravely detrimental to the
existing and future structure of in-
dustrial and commercial develop-
ment in the country and, 13y
undermining confidence and dé-
preciating the assets of the vast
number of India’'s small investors,
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will render even more difficult the
already difficult task which the
private sector is to be asked to

fulfll in the second Five Year
Plan.”

On page 15 of the memorandum, the
point iz further elaborated and it is
stated:

“They (the Chambers) would
agiin strongly emphasise that a
ten-year period 18 much too short
for the most satisfactory results
to be obtained under a managing
agency agreement and that a rene-
wal period lLimited to ten years
will muke it impossible for those
features, which are the distinctive
advantages of the managing
agency system, to operate to the
fullest extent, numely the support
of i managed compuny ..., "

The Finunce Minister, if I under-
atood him aright, was saying that he
was trying to steer clear between
two extremes—one extreme \)eing
that the rights enjoyed by the manag-
ing agents should remain as they are
and the other which wants the sys-
tem to go. The two propusitions are:
whether the managing agency system
can function efficiently; where it can-
not function efficiently or If we are not
prepared to give the managing agenta
the powers that they want for fune-
tioning efficiently, it has to go. The
Finance Minister has taken the middle
courde or middle position, But those
tv whom  the shoe is  likely
to pinch, turn round and
suy that if the pragmatic approach
that you have taken s going to be
worked out in practice, then we shall
not be able to do what you expect us
to do. When that attitude is taken
up ux a pragmatist—not as a dogma-
tist- I want to ask the Finance Minis-
ter whether it is= not necessary, in
the light of what these authoritative
apokramen of managing agents have
to say, that we should terminate the
entire pattern of management by the
manuging agency system because they
are not prepared to accept the res-
trictions that we are imposing. They
seem to be .

Sari C. D. Deshmukh: May be they
will commit =ulcide to save them-

10 AUGUST, 1955

Companies Bill 9836

selves from slaughter.

Shri Asoka Metha: I do not know,
but the question is that we are sit-
ting here to decide whether it is to
be suicide or slaughter or whatever
it is. As he himself has said, we do
not want to be guided by the exam-
ple of the Kandian Prime Ministers.
We would rather prevent people from
committing suicide.

Shri Kamath: They may only
attempt to commit suicide.

Shri Asoka Metha: That is a ques-
tion which we should go into tho-
roughly. It has been suggested that
they can transform themselves into
secretartes  and  treasurers—clauses
378 to 383. We all know what the dif-
ferences are and I shall not dilate on
them. 1 feel that ‘secretaries and
treasurers’ is only a slight variation
of the managing agency system and
no basic change takes place. 1 feel
that the secretaries and treasurers,
far from removing, are likely to en-
courage the real evil of interlocking.
I ndmit that some provisions have
been made in this Bill to guard
against the evil of interlocking.
Naturally we will discuss these things
in detail when we come to clause-by-
clause consideration, Full safeguards
however, have not been taken.

In the Statesman’s article that I
referred to, the author had pointed
out that the real evil ig not manag-
ing agency system but . interlocking.
It there is this evil what is the attl-
tude of our distinguished industrim-
lists? In the evidence volume of the
Joint Committee, I find Shri Birla
saying "Firstly, we do not agree with
what you call evil; in fact we are
proud of the advance” I believe it
was Shri C. C. Shah who asked him
about the evils of interlocking. Shri
Birla replied, *We are proud of that™
Shri C. C. Shah asked him whether
he was proud of interlocking and Shri
Birla replied. "Yes." We are dealing
with a tribe of very proud men who
are proud of the fact that they indul-
ged in large scale interlocking and
you have to formulate a law which
may make these people humble
enough to accept the implications and
philosophy of the economic policy that
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this House wants to lay down, If you
permit the managing agency system
to continue or if you transform it
merely into secretaryship or trea-
surership you will be catering to their
pride and perhaps create
where interlocking will continue.

Shri A, M. Thomas: Secretaries

and treasurers will be creatures of the
board, .

Shri V. P. Nayar (Chirayinkil):
What is the board?

Shri Asoka Mehta: Here again I
would like to invite your attention
%0 page 209 of the evidence volume
where Mr. Birla has stated:

“As you are aware previously
small shareholders used to come
forward and companies were being
formed with capital subscribed
by them. But with the high rate
of taxation, new companies are
being formed in lesser and lesser
number. - So companies join toge-
ther and start a new company.
This is the most feasible method
of doing business.”

A new pheonomenon is emerging in
India’s  industrial life. It is
not the shareholders who are
going to come together, that is what
Shri Birla says. It ig not the share-
holders who are going to come to-
gether to form a company. It ig the
companies that are going to come to-
gether. You can say that only ten
companies can be controlled by manag-
ing agents but when these companies
are going to come together and there
are further companies, I do not know
what is going to happen. My friend
Bhri Somani is not here; if he had
been I would have referred to some
of his recent efforts in thig direction.

Under the circumstances, I would
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we want to pool our experiences to-
gether and see that we devise a Bill
which will safeguard our people and
help our economy to progress in the
best possible manner and it is in that
spirit that I am making these sug-
gestions.

A considerable amount of contro-
versy has been raging round clause
187. Of course the Finance Minister
has told us today that he is going to
review and reconsider it. I see no
reason why he should review or re-
consider it because our industrialists
are not at all worried about it. In
the special supplement on Company
Law that has been published by the
Eastern Economist, the following ob-
servations are made:

“Clause 197 introduces a wholly
gratuitous complication, the
actual effect of which may be to
reduce the number of incumbents
bearing descriptions such ag direc-
tor, manager or managing direc-
tor and to convert such of them
as are essential for a company’s
prosperity into salaried officials
with designations which do not
come within the mischief of clause
197, to the extent there is willing-
ness among them to acquiesce in
such devious procedure”

Whether you amend it or not what
is needed is to see that this kind of
circumventing is  prevented. The
clause has got to be so worded and I
would request the Finance Minister
to consider it from that point of view
that the real views of Parliament
may not be circumvented by this kind
of devious procedure. .Whether
Rs. 50,000 is a proper ceiling or a
slightly higher ceiling should be
necessary is a different question. But,
to my mind, -this is something of
greater importance. I would also like
to point out that while it ig possible
to argue that there has got to be a
certain amount of elasticity in the
cefling, surely there should be some
kind of ceiling on the payment made
to individuals, If -there is only one
managing director, Is it open to a
company to pay him Rs. 6,000 or Rs.
7,000 or should there be some kind
of ceiling? This question is very
important because our Estimates Com-
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mittee has suggested that; the Taxa-
tion Enquiry Commission has sug-
gpsted that and there is some indica-
tion to that effect even in the plan
frame that has been placed before the
country.

The Finance Minister is right when
he suggested that the essence of the
Bill lies ultimately in its provisions
for the implementing machinery, The
future administrative set-up is of
crucial importance. In the course of
his speech, he has made certain
observations about the future ad-
ministrative set-up and they have
somewhat altered the picture that
was in my mind before. It will be
a departmental set-up but it will also
have multilateral functions. 1 was in
favour and was going to recom-
mend o statutory authority mainly
because I felt that it would be possi-
ble for it to take up multilateral func-
tions. For instance an authority like
that could have undertaken the func-
tions of the Stock Exchange Com-
mission also but—ag he himself has
pointed out—even in the department,
the multilateral functions will be
there. ! do not want to'put forward
that argument but two other argu-
ments remain out of which one is
about dilatoriness. He has
that there has been no dilatoriness in
the past, But I find from the memo-
randum that has been submitted by
the Associated Chambers of Commerce
that they seem to have serious appre-
hemslons about the dilatoriness if
thmpoﬂonnmkcptintbnhandlot
the department. But the more im-
portant objection iz the one that has
been raised by the Company Law
Committee. You will recollect that
two reasons have been given there
for setting up a statutory authority.
The first was that while o departmen-
tal organisation would be simpler to
work, a stitutory  authority would
create more conhdence aud  posses:
more olasticity and initiative, which
ia something just the obverse of saying
that a department would be dilatory.

But the other argument was this. It
is only in this way that it can main-

tain its independent character and

avold suspicion, biss or partisanship
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An the discharge of its functions. The

Minister used a number of
words but he had not referred to the
charge of partisanship. There,
believe, he used some three words

" but the word ‘partisan’ was not used.

1 am afraid suspicion of partisanship
will be there. In fact the

minute that my very able frien
N. C. Chatterjee has drafted i
ten from this standpoint that
large powers are taken by the
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there is the feeling that
misused for political reasons. 1
not think that the Finance Minister
has said anything that would disarm
kind of suspicign. It is not
oicing this suspicion; it
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who sit on the other gide also because
we feel that such

being misused particularly where we
have a democracy without the requi-
site kind of mass popular organisa-
tions. In England, as you know, Sir,
for the Labour Farty the resources
for election come from the trade
union members. But, here almost all
partles are dependent, in one form or
another, on resources provided by
moneyed people and special precau-
tions should be taken to see that the
insidious influence of money does not
affect our administration. The ad-
ministration needs to be safeguarded

Mmmmﬂlmm
they will be multilateral activities. ) §
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am also prepared to believe it if the
Finance Minister tells us that its
functioning will not be dilatory.
Even then, for political reasons and
for ethical reasons I feel it 'would be
safer and wiser 10 set up an inde-
pendent authority. A number of policy
decisions may have to be taken, but,
after all, it should be possible for the
Government—as the report has said—
to lay down certain broad policies.
Why should policies fluctuate from
time to time? Over a period of a
Year or two certain basic policy deci-
sions should be available which
should guide the authority; of course,
the overall control of the Government
over the authority would remain, but
it would perhaps create a better cli-
mate in the country, particularly when
we are moving towards the next
general election, if any kind of sus-
picion on this score is completely eli-
minated.

The Finance Minister, in the course
of his speech made cestain observa-
tions about the changes that he pro-
poses to make in the provisions with
regard to the Government companiss.
I was unable to follow them fully and
I am, therefore, at a little disadvan-
tage in criticising the provisions that
have already been made in the report
of the Joint Committee, The provi-
sions as they have been made are
unacceptable to me; because I find
that neither the control of the Parlia-

ment would be there, nor the

control of this law would be there
completely. But, I believe the Finance
Minister in the course of his obser-
vations said that he is at present
having discussions with the Auditor-
General to see whether these Govern-
ment companies’ accounts could not
be audited by the Auditor-General
and the Audit Reports made avatlable
to us. Perhaps. when the clause-by-
clause discussion come up F shall be
in a better position to say what I
have to say in the matter,

Another important subject on which
some of us have been putting a lot
of emphasis i: the right of workers
to participate in the management of
industries. Here again, I would like
the Finance Minister not to dismiss
it as a dogma; this is also a pragmatic
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consideration—entirely  pragmatic, I
shall invite his attention—now that
Yugoslavia hag become sufficiently res-
pectable—to what Edward Kardelf
has to say on the subject. - 1 believe
he is the Prime Minister of Yugosla-
via. It is a brief quotation and, with
your permission, Sir, I would like to
read it. He says:

“I believe it would be' difficult
to find a man, either in our coun-
try or abroad, who would—after
a thorough analysis of that expe-
rience—be capable of denying
the indisputable positive afirma-
tion of the workers’ councily in
our social development. This
affirmation has been so successful,
powerful and rich in positive so-
cialist results, that we can pres-
ently say that the workers' coun-
cils are not only a specific institu-
tion in our own development, but
that they are, in one form or
another, an indispensaile element -
in the mechanism of socialist
democracy in the period of transi-
tion from capitalism to socialism
generally.”

Mark the words: “In period of tran-
sition from capitalism to socialism
generally,” and I believe we are in
that period just now; at least the
Parliament wantg us to be in that
period. It has been pointed out by
Edward Kardelj—there are further
relevant passages, but I shall not take
the time of the House by quoting them
—on the next page of the book from
whete 1 am quoting:

“The workers' councils, toge-
ther with the councils of producers
and' the communes, are for the
era of socialism what meant for
the period of capitalism the ap-
pearance of the ‘Commons’ iIn-
Parliament,......"

He argues, “the appearamce of
‘Commons’ in Parliament” was a signi-
ficant, vital, decisive turning point m
the history of political democracy.
Su, workers' participation in 1theo
management of industries is likely to
be a turning point in the ®conomic
demogracy or socialistic
that we want to create. That is what
a, highly experienced person has to
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say on the subject. Perhaps we can
dismiss Yugoslavia by saying that it
is a communistic country or non-
cominformist communistic country—
that is how they describe themselves.
Therefore, 1 would like to invite the
attention of the Finance Minister to
the law that has been passed—I am
sure he knows it—in West Germany.
1 am referring to West Germany which
can be considered to be the one
State which, from the point of view
of economic administration leaves
pothing to be desired. There what is
known as ‘co-determination rights' are
given to the workers. Paragraph IV
of Part Il of the law says:

“The Supervisory Board consists
of eleven members.”

Under the Germany Company Law

members. It is made up of four
representatives of the shareholders
and one other meamber; four represen-
tatives of the labour force of the
enterprise and one other mamber and
one additional member. You will thus
see that almost 50 per cent of the
Supervisory Board, which enjoys some
of the powers of our board of
and also general body shareholders,
are represeniatives of the

8ir, I happen to be a member of the
Labour Panel set up by the Planning
Commission and, ag I referred to it
last time, the Labour Minister has

the Houde slso, In the course of the
memorandum the Labour Minister has
sald that for the Second Five Year Plan
he would lixe that a minimum of two
directors and a maximum of 38 per
cent of the alrectors should be elected

by the employees of the concern oon- -

cerned. Now, if this is the palicy of
the Government—I do not know whe-
ther this is going to be the policy of
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the Government—surely, they should
not think in a piecemeal fashion. Here
is the Labour Minister, here is the
Finance Minister, and here we are
being called upon to amend the
Company Law. I was very happy
when I read this memoranda and
I am sure the panel that is being
set up will endorse the suggestion that
has been made by the distinguished,
very able and very experienced Lab-
our Minister. But, if that is to be en-
dorsed, how do we square it; how do
we bring it into conformity with the
Company Law that we are trying to
enact just now? When we completely
ignore this whole vital question—
which the Prime Minister has also
been raising from time to time—no-
thing will be gained by the Finance
Minister turning round and telling me:
“These are ideological considerations.
You are only emphasising your domga”.
These are not dogmatic considerations.
These are functional questions. We
want to create a new pattern of society.
That isnot a dogma. That i my objec-
tive. Thatizmy ideal. After all, life
becomes worthwhile only when one
has made an attempt to achieve that
1 want that my State should work in
conformity with this pattern. I want
to create conditions where not only
the shareholders’ right will be safe-
guarded, not only where enterpreneurs
will be able to put forward their best,
but the workers will feel that a new
kind of society, » new civilisation is
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consideration labour also according to
the Finance Minister himself. But, 1
find no reference to labour ir this
valuminous report of the Joint Com-
mittee. I would, therefore, request the
Finance Minister to give his considera-
tion to this aspect and, if he is not
willing, I will, with due respect to him,
request the House to consider whether
the time has not come when we should
amend the Company Law in order to
provide to labour its legitimate share
in the management of industries.

2 PM.

There are just two more puints that
1 want to make before I rasume my
seat. The first point is about audit.
As far as auditors are concerned, two
of our Members Shri N. P. Nathwanl
and Shri Morarka have made a sug-
gestion that there should be additional
government audit. I personally feel
that there is something in that sugges-
tion; because, there is no doubt that,
that kind of additional government
audit would strengthen the position
and independence of the auditors.
But I personally favour the system of
double audit that prevails in France.
In France the accounts of a company
are audited by an auditor who is elect-
ed by the shareholders and another
auditor who is elected by the em-
ployers. I think there is a considera-
ble amount of force in having double
audit of this kind because the workers
have as much a claim on the wealth
that is produced by the company and
the workers should have an opportu-
nity of knowing what is happening.
Company Law should not be a bipar-
tite law between the shareholders on
the one hand and the company on the
other. The workers must be permitted
to come in and I think it would be
worthwhile if we amend the provi-
sions for audit by providing that the
workers also should have an opportu-
nity to appoint their own auditors as
exists in France.

The next point that I want to make
is rather a difficult point and I do not
know how far I am competent to make
it I cannot claim to have studied
wery carefully all the Schedules. But

a
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the question that I want to put to the
Finance Minister who is an eminent
authority on matters of finance ii, how
far he has tried to reconcile the claims
of accountancy with the claims of
economics. I shall make myself clearer
by saying that in the West today,
wherever economic planning i3 being
seriously taken up, the accounts of
companies are sought to be recast so
that it may be possible to use them
for social accounting. Here is a book
called Social Accounts and the Busi-
ness Enterprise Sector of the National
Economy where this question has been
gone into in great detail. Not being an
accountant or an auditor mysecit and
also not being a professional econo-
mist, I do not think I would be able to
say anything categorical, but because
we are entering an era of planning and
because we are amending this Act,
when we are going to devote perhaps
three or four weeks to it, I wonder if
the Finance Minister would ssk his
Ministry to consider, in case it has not
been considered, how far the balance
sheet forme can be recast in cider to
make them useful for social account-
ing that will be very necessary if our
planning is to be meaningful,

Here, I would llke to invite your
attention to a very significant remark
that has been made by the author of
the same book which I quoted, in
another book called The Measurement
of Profit. On page 5 of this book, he
says: .

“There is still a secondary point
to be touched upon. If the trans-
fer of some particular facilitics of
production from private to public
ownership‘is held to engender
social welfare then accounting
forms should minister to the dis-
position of its economic tests In
the pattern of quantitative
measurements of the soclal bene-
fits, or If it be not too unseemly to
add, the soclal costs inherent In
the transfer”.

In simple words, the author suggests
that it 1is possible through social
accounting to find out what would be
the social cost of transferring from
private to public sector certain facili-
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ties and what would be the advaniage
of such a transfer from the private
sector to the public sector. These
were the very questions that 1 believe
the Finance Minister himself has been
raising and as he knows very well,
these matters have besn considered
deeply and profoundly by competent
authorities in foreign countries. _

For instance, in the Designing of
aecounts, a research study which was
produced by = recognised body of
accountants in England, it is sald-

»Accurately analysed revenus
figures constitute a test of manage-
ment.”

That means, the balance-sheet should
be 3o cast that it would constitute the
test of management.

“And in the case of published
accounts the share of each factor
in production should be disclosed
as well as the nst amount avail-
ablé for owners".

1 belleve it ia possible to ro
1 would not be able to say bow to do
it—these two aspects, and f{rom my
reading I feel it is possible 1o * have
a balance-sheet which would serve as

|

sheets that have been included in the
Schedules have been conceived or

done, whether he would make an effort
to get them checked up from that point
of view.

I would also like to draw hir atten-
tion to just two points because there
may e many more cases Hike that. |

transfer income. One of the recognised *

authorities on the subject of financisl
accounting, Mr. George May, has
pointed out this distinction between
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income from operations angd iransfer
income—the income from the opera-
tion that the company makes end the
tranefer income that the ,.company
gains is of peramount value. I believe
that distinction has been made, but 1
would still like to be reassured on that
point. -

Dr. Singer, who has made an out-
standing study on tHe "sccounting
practices on the European continent,
has drawn our attention particularly
to resting accounts, that is, zccounts
which do not enter into the main pro-
fit and loss accounts. 1 find from the
Mearurement of Profit as well as from
the other book, Social Accounts and
the Business Enterprise Sector of the
National Economy, that the concept
of resting accounts is of signal impor-
tance for social accounting. [ would,
therefore, request the Finance Minis-
ter also to find out how far in drawing

up the modern balsnce-sheet #nd the -

profit and loss accounts, consideration
has been given to some of the relevant
thinking, not merely in Engiand but
also on the continent of Europe for so
deslgning and drafting the balance-
sheety a3 to make them useful tnols of
economnicy as well as of operation.

1 have tried to invite the ailtention
of the Finance Minister and the House
to some points that I consider to be
of great importance, and I hope that
when we take up the clausc-by-clause
~nnsideration, I shall be able to add
to what 1 have said generally just now.

Shri V. P. Nayar: 1 have been listen-
ing to the speech of the aon. Finance
Minister and also that of my friend
Shri Ascka Mehta. | am afraid that
in a speech at the stage of general
discussion on a bill which was describ-
ed by the Finance Minister as a
mammoth Bill and when some of us
feel that in the mammoth Bill there
are some monstrous provisions, it is not
possible to go into the Bill provision
by provision. I was very glac tc hear
the Finance Minister when he gave
some statistics about the work done
by the Joint Committee. 1 &1 mnot
personally interested in the «tatistics
as to how many clsuses were redrafted

‘or how many additions or subtractions
'Y
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midde. 1 am interested in finding out
what is the rea]l effect of this law as
amended by the Joint Commitiee, on
the future of India's economy. I am
positive that viewed from this angle,
the work of the Joint Commitiee has
very little relevance to the future of
India’s economy. We know,—and
some of us have no doubts about it—
that so long as the law of capitallsm
operates, the Company Law will be
there. Such laws cannot prevent. the
growth of monopolieg and all the evils
which you find today will be there. It
is very interesting for us to find that
the Joint Committee has aot—I am
sorry to say—considered the Bill with
reference to the directive principles
contained in our Constitution, a point
which has been made in ‘he Minutes
of Dissent by my friends Shri K. K.
Basu, Sjri C. R. Chowdary and Shri
Satyapriya Banerjee. 1 may Invite
/the attention of the House to the
‘Directive Principles of State Policy.
‘Article 39(b) and (c):

"{b) that the ownership and con-
trol of the material resources of
the community are so distributed-
as best to ve the ¢
good;

' (e) that the operation of the
economic system does not result in
the concentration of wealth and
means of production to the com-
mon detriment;"”

May I ask whether this Joint Com- -

mittee has given any thought to this
question? We hear tall talks of advance
fowards a socialistic pattern of soclety
and all that. May I ask, it is through
this= reform of Company Law that a
socialistic pattern and sn egalitarian
soclety proposed to be ushered in? As
we have seen, the Joint Committee has
incorporated in the Bill certain provi-
sions which will have in a very little
measure an advantage over the other
provisions. What was the necessity for
this legislation? It was because all of
us knew—the whole country knew—
that what is called corporate finance s
being subjected to the grosscst abuse
and misuse by a set of oprotesrional
people whose only business in ' this
country is to evade taxes, resort to

10 AUGUST, 1855

Companies Bill 9850

blackmarketing whenever it is possible
and to call for funds from the poor
people, collect them and misuse them
to make private gains. Due to the
unfettered functioning of these poople,
the Government remaining almnct idle
and the Company Law being very very
defective, we have today such giant
monopolies which .control the economy
and the industrial sphere in particular.
I shall refer to the managing agents
and their modes of operation a little
later. But let us not make mistake,
that the Government thinks company
law reform is necessary because the
growth of the companies which were
funetioning under the Company Law
for decades has now become some
thing which the Constitution pro-
nounces against. It ia definitely against
the Directive Principles of State
Policy. We know that this was due
to historical reasons. We know that
this monopoly has not grown in one
day, They grew in a few decades;
the growth of our industrial structure
has certainly led to the growth of
very big monopolies. It is very often
argued that managing agencies have
had their share; it is the most despi-
cable system in ‘any business any-
where in the world. I hear that the
Finance Minister was even now com-
plimenting that system and was say-
ing that we have no alternative, I
want him to bear in mind that this
system has today a very well-deserv-
ed disrepute. It is not disrepute
caused by a few speechrs made in the
Parliament. You can .find it from the
Government documents.

I was saying that if one goes through
the history of the development of
these undertakings in the form of
companies, one finds that it is not
merely a horizontal monopoly, it is
not merely a honrizontal-cum-vertical
monopoly; but today the growth of
monopolies is in all directions. You
will find that companies take up new
ventures in the running of which they
have had no previous experience at all.
If you analyse the working of any of
the biggest groups, here, you will find
that the managing agency system and
its qualifications do not exist. 1 am
still to ind a man who is equally
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thelr managing agency taking up the
chemical industry. I have not heard of
anyone In the managing agency firm
of Birla Brothers being competent to
run an automoblle factory, por have
1 heard of anyone in the Dalmia Com-
pany being able to start an aviation
factory, because he was an expert In
ssronautical engineering, All these

be prevented, But what we find
is a mere regulatiocof this or
that aspect, which I am afraid will
Jaad us nowhare.

We are very sagar to ensure a
better distribution of wealth and to

to them. I am asking his representa-
tive here whether Government have

considered the necesszity of putting a
ceilling on the profits of companies. 1
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. monopolies, Tne Government

—which the Government says it also
wants to prevent—by putting a eefling
on their profits. I may also suggest
that the distributable profits of a
limited company or an unlimited com-
pany may be kept at a maximum, say,
double the rate of the bank interest,
which will be very reasonable A
shareholder who takes a share for

rupees, Rs, 5 are reduced. I do not

absolute bearing on a detailed plan
to be evolved by the Government.
Are they prepared to do it? Is our

If such a thing is donme, it is a funda-
mental change and we can under-
stand [t. But it is not even consider-

I again come to the question of

:

that by limiting the directorship to

managed companies, it can prevent

I
f
i
'
g

sion can be done and who will evade
whatever provisions of law Govern-
ment may bring forward. I refer in
this connection to a very revealing
observation about managing agencies
lnlh._nepu-t on the Working of

s
]
i
i
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t describes a few typical cases.
| am reading from page 8:

“A limited company carrying on
business in speculation and
as managing agents for a number
of other limited companies belong-
ing to an influential group of in-
@Qustrialists of the country, manag-
ed to keep a large part of its
income outside the acccount books.
Even the profits entered in the
books were considerably whittled
down by debiting fictitious losses
in speculation against them. For
purposes for claiming the fictitious
losses a chain of influential brok-
ers and benamidars was introduc-
ed and the course dt the transac-
tions wasg made circuitous to avold
detection.

“ln order to give the transac-
tions an appearance of reality,
the payments were made by
means of cheques and the ulti.
‘mate beneficiary was some non-
resident (non-existent man) who
was not traceable to the Income-
tax Department.” .

Ilncome-tax laws, as Shri Tyagl
knows, were made strict by him.
Were they not?

The Minister of Defence Organise-
thom (Shri Tyagl): I know the story.

Shri V. P, Nayar: Sir, he knows the
particular story also. This is a typl-
cal case of a managing agent. Later
on, you find another case. These are
not isolated cases but are said to be
typical. That is why I said that the
managing agents have earned a well
deserved  disrepute. On page 13
another case ig given.

“A firm of managing agents
derived substantial income from
the managing agency of a textile
mill year after year. but the
same wa2s being wiped out to a
large extent by the losses clalmed
fn bullion and cotton supecula-
dons, etc.” . )
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One can understand buying any-
thing else; the firm was buying fcti-
tious losses: .

“The investigations discloser!
that the firm was buying fctit:
ous lossez in speculation with «
view to reducing its taxable in
come—a not uncommon device
and one which is being largely
practised in places like Bombay
and Calcutta."—

where, unfortunately, we have a con-

centration of these managing agen-
cles also.

What is the posijon in our indus-
try today? Are we going to have
rules made that a particular manag-
ing agency firm should not operate
more than 10 companies and see that
by this rule, it iz limited? We would
suggest, on the other hangd. that If
the Government are keen on limiting
the fleld of opsration of a particular
managing ogency, let them leave tri-
sort of ineffective control. Let them
control the total amount of bly-¥
capital of the managed companies
[et them say thal a managing agency
can control other companies with a
block capital of Rs. 5 crores. We do
not mind. That we can discuss later,
to arrive at a convenlent figure. We
know that the managing agents have
control over the Board of Directors.
Managing agencies have power to
appoint any one, even a servant, as a
director. One of the cooks of one of
the leading indusirialists of India is
a director. The sixth brother of the
fourth wife of another industrialist
was a director in a managing agency
concern at the age of 18. I once
stated it on the floor of the House.
It ig like this. What is the purpose?
You will find that even if you com-
trol the directorships at 20 and
managed companies at 10, it will not
mean much. I have here a .list of
the number of ditectorships held by
some of the top people in Indian busi-
ness. They have still vacancles. They
can still create vacancles for thelr
brothers who are in the same mana-
ging agen¢y firm. For the informa-
tion of the House, I may say,—~I am
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sure it will be interesting—that there

are some directors today who have 30
_directorships. H. C. Waters, for ex-
ample has 50 directorship. Shri

Purushothama Das Thakur Das has’

50 directorsships. [ am giving a
list of the directorships as held at the
end of 1050 because when a further
reference was made about the current
position to the Finance Ministry
through our Reference and Research
Branch, | was told that no such in.
formation was available in the Fin-
ance Ministry. Therefore, I am oblig-
ed to rely on the 1949-50 record pub-
lished in a book called Combination
Movement In Indian Industry by

M. M. Mehta, on pages 30 to 34:
C. J. B. Palmer 30 director-
ships;

G. C. Bangur -
G. L, Bangur »
(3, Morgan "
A. D. Vickers "
C. L. Jatla
K. L. Jatia
T. L. Martin
H. F. Bensay
Ram Newas Rula
Padampat Singhania
Luxmipat Singhania
Kailashpat Singhania
Ramakrishna Dalmia
Shantl Prasad Jain
D. M, Khatau
K. P Goenka
It 1s & long list, I do not want to tire
the House.

Mr. Deputy-Speaker: Is not the hon.
Member giving an argumaent for keep-
ing the figure at 20! The hon, Member

CB2EEBIZRURRERg X

10 AUGUST, 1855

Companies Bill 5856

Mr. Deputy-Speaker: I am bearing
with him,

Shei™W. P. Nayar: Turning to the
top business in this House, I find
Shri Tulsides has only 12 and Shri
G. D. Bomani has only 10, I do

have figures for the Morarkas; they
may also have less. If I am to accept
your argument, that would mean that
we have to confer another 8 on Shri
Tulsidag and 10 on Shri G. D. Somanl
That is not the position. What I say

These managing agencies can shift
the directorships, If Mr. H C. Waters
has 30 directorships, some 30 direc-
torships can Ko from « particular
managing agency firm to any person
with him, so that H. C. Waters
will have only 19 and some X or Y
will have 15, like that. Theas director-
ships can be and are controlled.

You will please bear with me when
1 quote some more figures. 1 shall give
figures of managing agencles controlling
directorghlps of other companies and
the position will be clear to you. The
Singhania Brothers, for example, have
betwen them 107 directorships. Dalmia
Jain Brothers or their managing agency
concerns have 105 directorships. Ruia
Brothers 80 directorships; Birla Bro-
thers 60 direstorships; Poddar Brothers
35 directorships. Bangur Brotherg 52
directorships; Goenka Brothers 35
directorships; Jatia Brothers 51 diree-
torships. These are all manipulated by
the managing agencies. If this system
remains untouched, what is the effect?
Padampat Singhania,—I am taking
one concern, 1 do not mean any
offence to the persons whase names 1
have given here because it is the result
of the managing agency system—or
Luxmipat Singhania or Kailashpat
Singhania or Ramakrishna Dalmia can
hold 20 directorships and the manag-
ing agencies which have given them
30 or 40 directorships can take away
10 or 15 from them and distribute
them. A director of one company can
be made the director in another com-
pany, Later on, | will be able to show
how the voting strength is also con-
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trolled by the managing agencies so
that they can fix anybody in the
Board of Directors. I have only read
the names of Indian managing agency
companies, It is not merly the Indian
managing agencies, but the Europegn
managing agencies have also indulged
in thi® same manner.

Andrew Yule & Co. manages 178
rompanies and has 138 directorships.
Bird & Co which has 31 concerns
under its management has 80 director-
ships. Martin Burns has 20 companies
under it and has 118 directorships.
Mcleod has 55 concerns and 8%
directorships. It is again a very long
list This is all their manipulation.

I heard the hon, Finance Minister
quoting with approval the observations
made by the Bombay Shareholders
Association. He read a quotation from
their memorandum to the Joint Com-
mittee. I have hare another quotation
from the same source, a source which,
according to the Finance Minister
is very authentic. I also heard him say
that the Bombay Shareholders As-
soclation have been known for their
zealous fight for the rights of the
Bombay's shareholders. Thig is what
they said in their memorandum which
they submitted to the Bhabha Com-
mittee. I am reading from an extract
with me:

“An analysis of the lists of
shareholders of the representative
companies would show that sever-
al shareholders for some reason or
another allow their shares to stand
in the name of nominees, e.g.
banks, with the result that the
beneficial owners are not easily
traceable and therefore the proxies
in respect of their holdings are
not easily obtainable. Again,
certain classes of shareholders,
eg. Insurance and Trust com-
panies and other big business
bouses, for reasons of their own
- do not :ui.re openly to anta-
gonise the managing agents
the retiring dlmh:c :loreu:::
certain shareholders are dead or
are outside India, while many
others, on account of their small

“holdings or other reasons, pre-
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fer to remain indifferent. Due
to all these factors, it is not possi-
ble to poll more than 50 per cent.
of the votes at the Directors’ ro-
election in spite of keen canvass-
ing."

It further states that the—

“above factors distinctly ope-
rate to the advantage of the
Managing Agent and the Direc-
tors in that they have to canvass
votes from a limited circle hold-
ing block votes as compared to the
vast fleld that the contending
shareholders have to tap for their
votes and they succeeded in car-
rying the resolution for re-elec-
tion of the retiring directors with
25 to 30 per cent. of the total
number of votes"

It ig stated by the Bombay share-

_holders Association that 20 to 25 per

cent, of the voting strength can at apy
time be whipped up by the managing
agents. In our system the sharehol-
Aders are so scattered throughout
the length and breadth of the country
that no humnan ingenuity can bring
them together for purposes of voting.
It is not a difficulty which we in
Indla alone face. I was reading just
now a report about a manipulation.
like this which happened in the Unit-
ed States of America in 1929 when it
was a difficult task for John D Rock-
feller whose interest in a paticular
company amounted to the extent of
149 per cent. to oust one man from
the Board of Directors. Here it i«
written:

“How hard the fight to unseat
a board in possession may be is
illustrated by the conflict in stan-
dard Oil of Indiana, in which at
the time the Rockfeller Group
had a holding of 14.9 per cent.
Mr. John D Rockfeller Jr. was
dissatisfled with the management
of Colonel Stewart chairman of
the Board, in consequence of his
part In certain dublous transac-
tions. and in 1929 asked for his
resignation. Colonel Stewart re.
fused to resign and was support-
ed by the Board. In the ensuing
struggle the board denied Mr.



9859  Companies Bill

[Shri V. P. Nayar)

Rackfeller the use of the proxy
machinery. sought the support of
the 16,000 odd employee stock-
hoiders, and in order to impress
the members, declared a 50 per
cent. stock dividend. At the
meeting the Rockfeller Group
obtained the votes of 53519, 210
shares agsinst 2,954,986 for Colo-
nel Stewart ... .."

“This sounds an .sutstanding
victory, but was undoubtedly due
to the substantial holding of the
Rockfeller Group, Its prestige
und the serious grounds for a
change in management. The
cffort is sald to have cost the
Rockefeller Group $ 300,000

If a powerful shareholder like John
D Rockfeller experiences so much
dificulty in America to oust g man
from the Board of Directors for »
definite charge of misappropriation of
corporate funds, you can as well ima-
gine what chance you and I—if we
are shareholders—can have against a
mansging Agent in India. We can
not even correspond with other share
holders, because we do not know
where they are. As is aptly deserib
ed by the Bombay Shareholders' Asso-
ciation, that the shareholders are
very litlle concerned with the actual
working of a company; they are in-
terested only in getting dividends.

1 remember when the Company
Law Bill was under discussion In
1936, Pandit Govind Ballabh Pant—
whom 1 do not see here now made a
very strong plea on behalf of the
shareholders. Those were the days
when the Congress were telling the
pecple that when they came to power
they would do such and such a thing,
only to be very convenlently forgot
ten later on. Pandit Govind Ballabh
Pant made a very. emphatic plea
You may even remember that speech,
because 1 find that occasionally you
also participated In it

Mr. Deputy-Speaker: We were all
sitting on this side.

10 AUQUST, 1955

not believe, with the facts before us
We can never even think of any sort
of democracy in our companies, un-
less there is some fundamental change
brought about in the constitution of
the companies. And this aspect has
not been considered at all, either by
the Government or by the Jeint Com-
mittee

With all this, I do not say that the
defective functioning of the publl:
limited companies was the fact which
is solely attributable to the managing
agencies however bad they are. As
prof. K. T. Shah zaid it was bad; not
only bad it was rotten, root and
branch. It has to be removed. But
let us also lock at this aspect. Ig it
merely because of the managing agen-
¢y system that we today have in our
industrial sphere giant monopolies
which it is Impossible to dislodge by
such legislative measure? I remem-
ber that before the Tatas began thelr
Jamshedpur enterprise, the late Jam-
shedji Tats made an effort, but he
could not raise funds in India. That
was In 1880, I belleve. He tried to
float a loan in England, but di1 not
sueceed. Later on when the national
aspiration of Indians began to change
by about 1910 or 1912 a call was made
and there was an over.subscription
1 am saying this with some purpose.
If the entire profits which accrued to
Tatas had been pooled and spent only
on furthering the iron and steel in-
dustry of India our position would
have been different. I am saying
that it is not merely because of
managing agencies, but because
the utter disregard of the control
public companies by the managing

ar ¥
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agencies which our Government hLas
been tolerating very consistently.

' Later on the Tatas built up one of
the biggest steel empires in the East;
earned profits; Government gave them
adequate protection and fixed prices

to sult them. When the industry

started yielding profits what did they
do” Did they pool all the resources for
furthering the prospects of the iron
and steel industry? I could have
understood if the entire money had
been spent on some other industries
which were very closely allied to the
fron and ste€l industry. Goverament
on the one hand were giving all sorts
uof protection to the Tata Iron and
Steel Company; on the other hand,
*they did not lay down that the pro-
fits which are so derived should be
utilised in a particular direction. The
result wag that you find there is an
oil factory for Tatas; there is a Che-
mical Factory where sulphuric acid
;and other chemicals are manufactur-
‘ed. Even that is understandable A
. irm of pioneering industrialists could
! have invested their profits in other
' metallurgical industries. But not
being sutisfed with the industrial
undertakings, Tatas recently swal-
lowed up the Indian business of the
glant international undertaking for
both commerce and industry—the
firm of Volkart Brothers. It is a trad-
ing cum industrial firm.

It is not as is sought to be made
out by Government that managing
agencies have provided finance. It is not
always the case. It is a fallacy, it is
wrong to say that the managing agen-
cies have provided finance. There is
not a single instance in the whole In-
dustrial history of our country where
by individual efforts of managing
agencies monopolies have grown. It
is always like this. The pattern is
the same for all monopolies. They
:19:; w: the poor man rushes

penny. The m
do not take risk, in " schemes about
which ﬂ;:yi. :I.ra certain, with their
money; woys col sub-
scription. Then th-tb’p.n]wgu]” indus-
208 LSD
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try comes to a stage of yielding pro-
fits. That profit is then utilised with-
out  reference to the shareholders,
without reference to the context
of  the economy, without refe-
rence to the interest of the public.
It 1s Invested In some other neigh-
bouring concern In order to create a
control. That is why I said at the
beginning that it is not merely hori-
zontal control; it is not merely verti-
cal control; it is a mixture of all
known controls.

How can we prevent that? I am
asking the Minister: Is there any pro-
visfon in this law by which such
growth of monopolies can be prevent-
ed? Has the Joint Committee applied
its mind to the fact that these colos-
sal monopolies have existed solely by
exploiting the corporate fnances of
the country? Did the Joint Committee
find a single instance of a person,
noweve: good he wus at industry,
whatever be the zeal he had as a
pioneer in the industry, who had built
up the industry to its present stage
solely by his fnancial resources?
There is not a single instance!

Shri B. Das
Why this theory?

(Jajpur-Keonjhar):

Shri V. P, Nayar: I am saying that
all the finances have been collected
from the people.......... .

An Hon. Member: By the efforts of
a single man,

Shri V. P. Nayar: I shall come to
that later on, I see the venerable
Shri Das's point, but I am afraid.....

‘Shri 8. 8, More: You cannot agree
with him.

Bhri V. P. Nayar:...... I have to dis-
agree with him, with great respect.
This was certainly not the view which
Shri Das himself had when he parti.
cipated in the discussion in the House
in 1936, I find that also partici-

4
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pated and gave many frank views in
those days.

Shri V. P. NMayar: Unfortuuately,
our library has a record of all those
spoeches.

Bhri 8. 8. More: He does not know

may make out to show us that the
Joint Committee has considered 180
clauses, modified so many clauses,
made fundamental changes in other
clauses and all that, we feel that what-
ever change there has been has been
ronfined mostly to drafting. There
have been some changes here and
there which are certainly good, but
there has not been a single change
un any fundamental, any basic ques-
tion relating to the company law of
nur country. It is not merely that.
While on the one hand the fundamen-
tals of company law have not been
touched, while nothing has been pro-
vided for any positive steps which will
ensure that the experience of com-
pany law for the last two or three
decades will not be repeated again,
they have introduced one fundamen-
tal provision the justification for
which I am unable to see. I said that
1 may not refer to the provisions, but
I am forced to refer to one provision
at least. In the new Bill a;y reported
upon by the Joint Committee you find
that perhaps for the first time there
iv a provision under which foreign
companiea operating in India have to
submit their accounts, their balante
sheets, As | rewd it, I did not see
any power reserved either for the
Government ur for any uther authori-
ty to audit the accounts so submitted.
The mere proclaiming that hereafter
foreign interests in India will have to
submit their balance sheets means
nothing. Mere submission of balance
sheets mearfs nothing because Govern-

10 AUGUST, 1935 .

ciause reads:

“Every toreign company snali,

in every calendar year,—

(a) make out a balance sheet and
profit and loss dccount in
such form, containing such
particulars and including or

But there is a proviso to sub-clause
(b) which says:

“Provided that the Central Gsov-
ernment may, by notification In
the Officlal Gazette, direct that,
in the case of any toreisn company
or class of foreign company® the
requirements of clause (a) shall
not apply or shall apply subject
10 such exceptions and modifica-
tons u3 may be specified In the
notification.~

I ask the Government: are they not
aghamed to face this House with such
provisions? On the one hand you say
that hereafter all foreign companies
will have to submit their accounts for
Government's scrutiny. After all, it
is merely a balance sheet out of which
nobody in the Government can make
head or tail about the atrocious deals
of such foreign companies. On the
other hand, Government reserve to
themselves power to exempt any class
of these people practising diaboli-
cal crimes on India's economy
from submitting accounts. © What
is the context in which Govern-
ment has been forced to adopt
this. 1 know that the Govern-
ment have been committed to certain
foreign companies in the matter of
certain agreements. I know thst the
Burmah-Shell and the Standard Va-
cuum Oil Companies with which the
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ately after giving a right to the Gov-
prmment to examine the accouus, you
have a provision for exemption
also? This rediculous and I want a
very categorical answer. 1 cannot
find out from any sources not even
Shri Shah could help me the other
day, when I wanted to know how
much profits were made by the rub.

ber company Good-Year Shri Shah .

may perhaps remember that I asked
him for details of the profits mude by
Dunlop and Good-Year. He wrote to
me that for Dunlop, it is a limited
company in India and he could give
me the flgure, but Good-Year is not
e limited company and he could not
give me the figure for it. We found
that Dunlop had made a profit of
Rs. Seven crores after 1950. Not a
foke. We wanted to know because
ilmost all the rubber goes from my
State. Ninety per cent. of the rubber
Is from my State and | wgnted to
know what was the deal which our
rubber planters and our workers got,
That could be decided only when I
know the profits made by the rubber
industry and there is no means to get
it these. And if Government are
foing to exempt Dunlop or Good-
fear from submission of accounts,
ind exempt them not as individual
irms but as cless of foreign firms, I
sk what is the chance to know their
wofits. It is therefore that I pose this
juestion. When the hon. Minister re-
slles, he should reply to this point
uUso.

Then there is the question of how
hese restrictions on interlocking can
e applied. As I told you it is very
mnfortunate that almost on every
oplc which is related to company
alv you have to discuss it in the
erspective of a managing agent also.
"he managing agents in Indla have

profit which is now fixed at
5. 30,000 je, their remuneration.
f there is no profit, for expenses a
ranaging agency firm can get per
ear Rs. 50.000. That is the upper
mit. In that case, {f all the firms
un by Singhania Brothers do not
ield profit for the year 1956, thevy
rould have got a sum of Rs. 53%
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lakhs because they control 107 mana-
ging agencies. But that is not the
point which I wanted to make,

The Minister of Revenue and Civil
Expenliiture (Shri M. C. Shah): It
will not be so now,

Shri V. P. Nayar: [ heard some
reference to the interlocking arrange-
ments also. I can illustrate how
there is interlocking only by repeat-
ing what ] said and elaborating it
in detail. Interlocking is a necessary
evil and where there is capitalism
there is interlocking also; it is in-
escapable. So long as the law of capil-
talism operates, there will be inter-
locking, but I have not found so
much interlocking In any other coun-
try the economy of which Is so under-
developed, and when industry i{s at a
very, very low ebb, There is no rele-
vance between the industries which a
particular indlvidual gathers, grabs.
There is, for example, as'] told you
before, Dalmia Jains, as managing
agents, for aviation companies, They
must be accepted as experts! Then
they have got cement factories. They
have got the bank, the insurance com-
panles and even a biscult factory.
S0, the same person under the mana-
ging agency system and under the
present law which the Joint Com-
mittee does not seek to revise, can
function as an aviation expert, as an
automoblle speclalist, even as a phar-
maceutical chemist, a baker and
what not. This is the position.

Take for example any leading
managing agency house. I have not
prepared a statement of those, but I
can off-hand say that the managing
agency bouse of Birlas have ua varle-
ty of Industries. I do not mention
them by name, but I refer to the
managing agency house of Birlas.
They have an automobile factory at
Calcutta. They have interests in the
jute industry. They have got tex-
tile, rayon, sugar, paper, and more
than all, dealings in foreign exchange.
Is it not a fact? Take for example,
the case of Dalmia Jain, 8 managing
agency firm about which I have spo-
ken before. Then, look at the case
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of even our own Members represen-
ting capital. 1 do not say that they
are opersting through managing
agencles. But there i this inter-
locking by managing agencies, by
directors, by finance ana everything
else. The surpriming aspect 15.....

Mr. Deputy-Speaker: Objection can
certainly be taken to interlocking and
the charging of large profits. But can
8 quarrel be started with our indus-
trialists or persons who are entrepre-
neurs on the ground that they have
started .30 many industries in this
country?

Shri V. P. Nayar: If only you refer
to the minute of Dissent given by my
bon. friends Shri Tuisidas and Shri
G. D. Somani, you will find that some
reference to them is also necessary,
because they have taken a stand very
much different from even the very
ordinary stand taken by Government.
You may ask anyone of them and ask
for his oplnion about interlocking, and
he will say that it is necessary, be-
cause he iy functioning........

Mr. Depuly-Speaker: All that I was
saying was if persons start a large
number of industries. then that ought
not to be a charge or accusation
against such persons. But the charge
may be that they are swallowing large
profits, they are taking to
methods or to Interlocking which leads
to defects and s0 on. These are the
charges that can be levelled, but it ia
not proper to go on saying, they have
started soap manufacture, this manu.
facture, that manufacture and so on.
There are still many other things which
we are Importing !rom foreign coun.

5
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right’to go on saying, this man has'
got ofl industry, cake industry, soap
industry, metal ‘ndustre and so on.
What !z toe harm in that?

Shri V. P. Nayar: Sir, why should

you not give me » minute to show what
the harm is?

Mr. Deputy-Speaker: I have been
nearing for half an hour.

Shri V. P, Nayar: The harm is that
there 1s a tendency on the part of
every indusirialist and every managing
agency house to grab more and more
industries which are absolutely unre-
lated, and for which they use public
funds which the subscribers give,
without reference to the subscribers,
Jur present law makes no effort to
prevent such bad practices.

There is trafficking in managing
agencies. You may say that there is
a resolution. And that is the point to
which I am coming. There is provi-
sion for an ordinary resolution or an
extraordinary resolution, or whatever
it is. I am arguing that in the con-
text in which we see things today,
and in the context of monopolies
spreading their vicious poisonous
tentacles to every comer of the in-
dustry, it is absolutely impossible by
such restrictions providing for ordi-
nary and extracrdinary resolutions to
prevent them from further enlarging
their hold. That is why [ said that
this does not apply to the very well.
known or leading managing agency
houses at the top. It is there from top
to bottom: in India's industrial
management, thus is a phenomenon
now, I never classed Shri Tuilsidag or
Shri G. D. Somani as occupying the
highest place :n any managmg agency
house cr in India’s industry. 1 am
saying that comparatively, even these
back-benchers or people who are hav-
ing training behind the leading indus-
trialists have this tendency becauss
they have interest not merely in one
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automobile industry on the one hand,
aeronautical industry on the other, and
a biscuit tactory and jute mills iz
other plgces,

Mr. Deputy-Speaker: Does the hon.
Member mean to say that whoever Is
a managing agent is an expert? For
instance, if there i3 an oil industry,
does the hon. Member mean that the
managing agent is an expert in oil?
He appoints experts.

Shri V. P. Nayar: Sir, that 1s pre-
cisely the point which is emphasised
over and over again in order to justi-
ty the system of managing agencies.

Mr. Deputy-Speaker: Does the hon.
.Member mean to say that whoever is
a managing agent should be an expert,
for instance, in the textile industry,
whoever is the managing agent should
be an experi 1n textiles, and so on?

Shri 8. S. More: Cannot one who
eats biscuits be the managing agent
of a biscuit factory?

Mr. Deputy-Speaker: Certainly.

Shri V. P. Nayar: It is not a ques-
tion of eating biscuits. It is not
because a managing agent has any
expert knowledge, it is not because
he knows the organisation of uny
particular industry in so far as the
technique of the industry is concerned,
but it is because, and precisely
because, of the power of finance-capi-
tal, which is behind him that he is
able to grab more and more .indus-
tries to the very serious detrimenmt of
the common good. That is the main
reason; and that is the thing which
the Constitution prooounces against.
The Constitution says that one of the
Directive Principles shall be eqra!
distribution. But what do we find?
For so long, we have been having the
company law: it has been operating;
and Government had controls, but
with all this, it has not been possible
to prevent the growth of those pgiant
monopolies. You may call it wvert-
cal control or some other control. I
do not know the technical term for it.
But the fact is that there are these
managing agencies, there are direc-
tors, there are banks, there are In-
surance companies, etc.; again it is
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in a cycle, and the managing agency
controls them. That is why I sald
that the leading managing agency
houses have their own banks, have
their own insurance companies, and
have their own other industries, sub-
sidiary, ancilliary and unconnected.
The result is what I have stated al-
ready. do not want to discuss it
further, because 1 think you have
heard enough of it,

Mr. Deputy-Speaker: I have been
hearing for 20 years. -~

Shri Sarangadhar Das (Dhenkanal—
West Cuttack): And talking too.

Shri V. P. Nayar: Now, I come to
some of the other provisions, I am
unfortunately not in a position to give
the relevant provisions of law in the
U. 8. A. or East Germany or Yugo-
slavia, which my hon. friend Shri
Asoka Mehta could give, But I know
that in other countries, for instance, In
Switzerland, there is a provision that
in the constitution of a company,
there shall be at least a given num-
ber of Swiss nationals. In the Ame-
rican Federal laws, there are provi-
sions that companles incorporated
within the territory should have In
the board of directors one or iwo
Americans. This is a rule which you
will find in most of the countrles.
But I am asking Shri M. C. Shah,
through you, Sir, whether we have any
provision incorporated in thig Bill, by
which in the case of formation of new
companies by foreign entrepreneurs
there is a restriction or a provision
that at least one or two people will
be Indians.

Shri 8. 8. More: No,

Shri V. P. Nayar: Is there any such
provision here? This is why I say that
whatever attempts have been made by
Government or by the Joint Commit-
tee have not been directed to making
any fundamental change with a view
to completely getting rid of this evil,
which has resulted in what we see
today.



9871 Companies Bill
[Shri V. P. Nayar]

of Government Ig to associate the
workers more and more in manage-
ment. Why not incorporate it here?
I do not believe that the Joint Com-
mittee considered this very imporiant
question at all.

There is one other matter which I
would like to emphasise over and
over again.

Mr. Deputy-Speaker: The hon.
Member has only ten minutes more,
even It [ allow him the full one hour
He started at 2-8 P,

shri V. P, Nayar: | shall Onish pre.
sently, because | am sure, as we dis.
cuss the Bill clause by clause, I will
get enough opportunity to advance
my arguments further.

1 once again ntreas this point that
Government should  consider, when
thi= Bill is under discussion here,
ways and means ar to how to limit the
profits, and how to cnsure that such
profits—whatever be the industries
{nvolved, whether they are operatsd
by managing agencies or otherwise,
whother they are managed by Gov.
ernment or otherwise—sghould be used
only for specific purposes unuer o
well-defined plan which has to be
evolved, It may take some time.
You will And that concealed profits
never come up for any useful pur.
poses, [Even the reserves are spent In
running factories with antiquated or
dilapidated machinery. And some-
times huge reserves also go in for
uperation 1n the stock market, and
nobody will know that. Therefore, 1
sav that at least now, when there is
a tall talk of a socielistic pattern and

4 well
fined ventures under a State Plan.
3rm,

Ag you have reminded me

a point without actually meeting it;
he brushes it aside and goes to an-
other point, knowing full well that
after that we do nop get time to ask
the question again. So I hope that at
least now, on the definite points that
I have raised, I will get a categorical
apswer,

Shri Heda (Nizamabad): When we
view the industrial growth of wour
country, we come across two conira-
dictory opinions. One opinion held
is that whatever industrial deve-
lopmert could take place in our
country in spite of forelgn or
alien rule, is entirely due to the
system that we have developed more
particularly in thiz country, known as
the managing agency system. The
nther opinion that is expreased or h-ld
{s that the country could develop in.
dustrially so much in spite of the
present managing  agency sysiem,
Where the truth lies is very difficult
to find out But I think the truth
must be lying somewhere In between
these two extreme views.

My first point is that we have to
make a difference between one manag-
ing agent and another managing agent.
There are certain managing agents
who really work for industrial growth
and who try to develop and build in-.
dustries with the same care and same
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earnest desire as one looks to his own
child or his own belongings, while
are certain other managing agents
who try to exploit the community and
wield their influence through the
companies of which they are manag
ing agents. :
[SHrRrMATI RENU CHARRAVARTTY in the
Chair) ’

Omce, on a previous occaslon, [ had
narrated some of the methods that the
second type of managing agents ariopt.
1 would like to repeat it, in short.
Une of the ways is that they wield
these managing agencies for specula-
tive purposes. [ had given an exam-
ple, and I would repeat it. Suppose
one would like to become the manag-
ing agent of a textlle or some such
industry with a view to speculate in
cotton or some other raw material. If
the deal is profitable, the deal goes in
the name of the individual or the
firm of the managing agents: if the
deal is not profitable if the rates have
decreased Iin between, the deal goes
in the name of the company. That
way, this is a sure type of speculation
in which these people indulge with no
chance of loss and every chance of
full surety or guarantee of profits.

Another device that some managing
agents adopt is this. First they float
rumours that so and so is Hoating
such and such company and that com-
pany 1s going to make very good pro-
tits and it has got all the bright fes-
tures. Therefore. before the company
1s actually Hoated, the shares go into
premium. The managing agency firm
reserves most of the shares—many
times 50 to B0 per cent —in the names
o! themselves or their friends and they
sell the shares at a premium in the
market. After some time the com-
pany 1s  formed, money is obtained
and people find that nothing is taking
place, machinery is not coming or the
factory is not being erected. There-
fore, in the course of a year or twn.
the sharés go into discount and are
yuoled 50 In the market, many tim.s
at 50 per cent. of the value paid.
Thrn slowly these very inanaging
agents purchase the shares of their
own company and within a period of
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six months to one year, the machinery
comes, production starts and the com-
pany starts making profit and a Aivi-
aend is paid. Naturally the shares go
up again and are quoted at a pre-
mium. Then they sell again the
samte shares. So this is one type of
managing agents who do not care for
the industry, who have got a specu-
lative mind, whose bent of mind is
primarily speculative; whether they
speculate in the raw material that
their company needs or whether they
speculate in their own shards, is im-
material, but this type of managing
agency firms has brought a great
disrepute to the system as well as to
our country.

Just now, Shri V. P. Nayar was
making a point that there is hardly a
managing agent who has raised all
the finances needed for the company
by himself. That is true, In foreign
in USA. we
come across some financiers who put
all their own money, and a nominal
amount—say about 10 to 25 per cent—
is asked for from other people by wauy
of subscription, and thereby they
carry on the industry. Such manag-
ing agents are Investors. The manag-
ing agents that we have got are either
industrially-minded or speculatively-
minded. There are very few examples
of the managing agents who are indus-
trially minded. But I think it is for
the Government to differentiate bet-
would develop the country towards
agents and encourage the one and dis-
courage or punish the other,

The Finance Minister in his speech
today used a very proper word. JHe
gaid that one of the objectives of this
Bill is to encourage the private sec-
tor. Thereby he meant, I think, to
encourage the right type of personne:
or the right type of system whicr
would develop the country towards
greater industrialisation. The main
difficulty that I find is that if we look
into *he past record, Government did
not try to encourage the right type of
managing agent and punish or at least
discourage, the wrong type of manag-
ing agent. Sometimes, they say that
they have no adequate powers. I
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doubt that. No doubt, the company
law that we have at the moment has
§ot lesg powers than the company 'aw
that is now proposed. But when was
the complaint made by the Govern.
ment about inadequacy of powlrs?
Did they ever try to use those powers
and then come to this House with a
plea that they want to do such and
such thing in the Interests of Lhe
country and their hamds are bound
because of the defects in the existing
cumpany law? That is not the point.
The point |5 that the Finance Minls-
ter or some officers in the Finance
Ministry may be very brilliant and
intelligent, but there are more Intelli-
gent and brillant persons 1o what we
call the private sector or managing
sgency firms. Therefore, unleas a
system is devised by which we create
a sort of convention, we bulld a parti-
cular department through which we
keep our watch on every individual in
the industry, his moves from day to
day, and accordingly form our own
opinions, and taking into considera-
tion the past record, try to punish or
catch him, whenever he goes wrong.
unless some guch device ls there, mere
legislation will not come to our help.
The present company law is no doubt
a very big improvement, but whatever
improvement it may have by itself, Is
not sufficient. The Finance Minister
was pleased to announce today that
he has already opened a department
and that department would be in
charge of company law, and along
with it, it will be In charge of some
other subjects. My friend  Shri
Thomas, expressed his desire that
banks and insurance companies ilso
should be within the purview of the
same department. Though the Fin-
ance Minister did not agree, I am
quite sure that a day will come when
this department will have to lock to
it; because finance and industry both
go together.

Banks and Insurance companies
have got a lot of finance, and control
over them is quite neceasary. other-
wise, without such control, control
over the companies would be very
dificult, Anyway, I am glad that the
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department has aiready started fune-
tioning, and I hope that this depart-
ment will try to achieve some fair
name, as some of our departments
have already achieved, and try to buiid
the right type of managing agency or
private sector or industrial class and
try to punish the wrong type of mana-
ging agency class.

Another question that has received
attention in this Bill is the future of
the managing agency. Some have
expressed the opinion that this system
should be done away with here and
now. Some are of the opinion that it
18 quite necessary and that it should
be given a longer lease of life than
is stipulated in the Bill. The various
minutes of dissent and the opinions
expressed In the country also show
the same thing.

In this connection I would like to
point out a bagic thing that while we
believe in mixed economy we will have
to think of some system—whether w2
call it the managing agency system or
we call it as secretaries and treasu-
rers or by whatever name we call it
like operative control by directors—
and while we leave some scope for the
private sector we will have to allow
some system to sustain the industries
in the private sector. I find that the
difference between the managing agen.
cy system and the system of secreta-
ries and treasurers is there but it is
not of a vital nature. After all, the
basic nature is not changed. There isa
difference between the percentage of
Commission and the remuneration.
That is all, But I would like to ob-

=4

supposed to be a vicious system—

it be called by a bad name alone.

There Is another device used to con-
tro! this managing agency and that is
by lmiting the commission or the
remuneration. I am glad that in this
matter of remuneration, the managing
agency. the manawing director or "he
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operative director or the manager—
all are included. The entire business
organisation should be included in this
managing agency by whatover name
you may call it. The industrial orga-
nisation is, of course, quite indepen-
dent and it will remain as a separate
organisation. But my point is this.
Du these managing agents take up
s0 many companies and so many
managing agencies simply to earn
money as commission oOr remunera-
tion? Of course, the amount that they
receive as commission or remuneration
is big. But that is not the main con-
sideration. I have already pointed out
how large sums of money are earned
through speculation of wvarious types.
Generally on these sums earned by
them through speculation they evade
paying income-tax, super-tax and other
charges which amount to fourteen
unnas in the rupee and they pocket
the whole profit. Therefore, to think
that the managing agents would be
discouraged by limiting the commis-
sion or remuneration is not quite
correct. I have seen many industria-
lists and many managing agents float-
ing company after company for the
iove of power, for the lure of having
greater organisations under them.
Naturally everybody would like to
expand the sphere of his power. That
is one of the reasons why they go on
Noating one company after another.
To think that the managing agenta
would be curbed by limiting their pro-
fits or commission or remuneration
would not be quite correct. Unless
the department which is visualised and
about which an announcement has been
made today works in right earnest,
with the right’ spirit, and zealously
guards the interests of the coyntry.
I fear that the purpose of the Bill
would not be achieved.

There is another danger also. That
is without taking the past record and
personal factors into consideration if
the law is applied, it is just possible
that more honcst persons may be
punished more and less honest persons
may be punished less. That is gene-
rally the experience in other spheres
also because the more tactful and re-
sourceful persons know how to evade
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the clutches of the law. Everything
will depend ,upon the working of the
department and I hope the department
will work rightly, We can du away
with this managing agency system only
when the right type of alternative is
devised in our country. The alter-
native that is suggested in the BIll...

Shri U. M. Trivedi (Chittor): On a
point of order, Madam, it is now
three o'clock and we should have
quorum.

Mr. Chairman: I will have the bell
rung.
Yes, now there is quorum; Shri
Heda may continue.

Shri Heda: I was dealing with the
point that unless a real alternative
was devised and developed to the
managing agency system, 1t will not
be possible to do away with the pre.
sent system. The alternative sugges-
tion in the Bill is no alternative in the
real sense. The real alternative can
come through the public sector alone,
and, therefore, it is up to the public

-sector, to the industries in the public:

sector, to show greater efficiency, grea-
ter cronomies and better profits, Un-
less that is done, the people will al.
ways compare public sector with pri-
vate sector and they may start getting
the feeling that the private sector is
more efficient and because of the per-
sonal factor, the development of in-
dustries Is looked after properly. Un-
less we establish a fair name for the
public sector, I fear that the real alter-
native to the private sector or to the
managing agency system could not
have come, and till that time what-
ever system we have already built,
we have to carry on with it, always
keeping a watchful eye over the dif-
ferent persons or firms working, and
thereby trying to mend that matters
to the best of the situation.

Now I come to the point about new
companies. On the one hand it has
been said that one should not be
director of more than 20 companiea,
The provision sounds quite gooa. On
the other hand, we find that there
arec more difficulties created in this
law for floating a new company. If
we invite a new talent, already he
has to face big difficulties. The pre-



to aa many hands as pessible, and that
more and moure persons, particularly
new talent, should come into the in-
dustrial and business organisations,
tihe Houting of new companies should
have beenh comparatively less difficult.
1 am glad to note that in the present
Bill the rights of the shareholders
have beun very zealously guarded and
they are not at the marcy of the manu-
ging agents as was the case mn the
past. No doubt, the principle of oru
portionate voting has been Introducen.
but 1 doubt that it has not taken in
the logieal consequences 1 wish that
all eclections to the board of directors
should be held by proportionate vot-
ing or cven single transferable voting.
so that every shade in the share-
holders would be represented on the
board of directors, who would zea-
lously watch and guard the interests
of the shareholders. 1 am further
very happy to note that the prefer-
ence sharcholders have been denied
the vote. It is a step in the right
direction, and 1 think the ordinary
shareholders, who are the founders
or bullders or owners of the company,
will have the last word to decide
about the working of their companies.

With these few comments, ! welcome
the present Bil

Shri Khardekar (Kolhapur cum
Batarn): | welcome this Mill. I only
wish I could give my wholehearted
support to it., but you cannot give
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wholehearted support to
a half

Shri Heda; Half the heart is some-
where else. s

Shri Kbhardekar: First, I will make
a few general observations and then
talk ‘sbout certain important provi-
sions which contain certain glaring
defects. You know that the greatness
of a nation does not lie in the extent
of its territory or the number of its
citizens, but in the character and
greatness of its people. Similarly, the
importance of a legislative measure
does not lie in its bulk, length, width
or leviathan size, but in the purpose
it serves. Every Act of our Parile-
ment must be judged in the light of
the objectives and the ideals set forth
in the Comstitution. We are pledged
to justice, social and economic. We
are directed against concentration of
wealth, economic power and means of
production. Now the question of ques-
tions. the most controversial question
that we have to consider very care-
fully is whether to mend or to end
the managing agency system. Expe-
rience has shown that ull efforts at
mending have failed miserably, and if
we do not learn from experience, I
think we shall learn from nothing. It
is more difficult, I think, to mend the
managing agency system than to
straighten the crooked tail of a dog.
In the last few years there has been
a very great public demand for the
abolition of this system, and the spirit
nf the public demand is accepted in
this Bill by providing that by notifi-
cation the Government might take
away the managing agency system
Irom certain industries. Why not go
a step further al least and throw the
onus or the burden of showing that
the remaining concerns are in the
public interest on the managing
agenis? The fears that capital will
not be forthcoming are imagihary and
Musory  The sins and malpractices

.of the managing agents are mostly

responsible for capital being shy, and
those who have listened to Shri Asoka
Mehta as also to my friend, Shri



9881 Companies Bill

Nayar, should be convinced about
that. 1 think people have confidence
in the Government, thereby I do not
mean in the executive, and always the
Government must move more con-
fidently. The path of a reformer.
revolutionary reformer, is always
difficult and it requires courage and
the spirit of adventure. This Bill
unfortunately is & compromise, and
compromise with evil is an evil thing.
I believe in the motto “Strike wrong
an the head, let it come from any
source, irrespective of the consequen-
ces.” Since Independence, this
country has taken a few very bold
steps and done a few great things.
We have been able to put an end to
the relic of feudalism of the princes
and landlords. Zamindari is in the
process of liquidation. Why is the
Government afraid of the barons of
industry? 1Is it, as some suggest,
because these barons of industry make
the party pockets swell? Now the
princes at least had some saving
grace. Even their very vices had gla-
mour and grandeur about them—a
fleet of cars, a stable of horges. a pack
of hounds, dogs, animal and human
caparisoned elephants, a harem of
beautiful women, a band of musicians,
dancers, poets and sportsmen—a
colourful collection altogether. Their
wealth was dfstributed and did not
accumulate and people were not
oppressed by their wealth as they are
by the wealth of these business
magnates.

I could tell you one or twp short
stories within a couple of minutes.
“The extravagant generosity of a
prince” is a short story which appear-
«d in one of the Readers’ Digest num-
bers. On board a steamer 2 rajah was
having a Scotsman as his companion
and he was usefu] to the vajah in
celrialn respacts. The rejah was filled
with generosity and so he said:
“Please do me a favour and ask for
some present or a gift” The poor
Scotsman s2id: “Give me 2 few golf
clubs” meaning thereby the sticks but
the rajah understood that he wanted
‘clubs’—buildings, fields and other
things. When the rajah went to Eng-
tand and S-otland, he purchased twe
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or three clubs costing probably a few
lakhg of rupees and wrote to this
friend: “I have managed to purchase
three clubs; I am trying to have one
more and then the title deeds etc.
would be handed over to you.”

Shri Kamath: It is not a story; it
is a fact, a true story.

Shri Khardekar: I am very much
obliged. Here is another fact which
I said was a story.

Mr. Chairman: Could we come back
to the discussion?

Shri KEhardekar: A yov.\mg managing
agent well-versed in Kalidasa and
Shakespeare decided to play the role
of @ Romeo and he hired a taxi. He
did not want to guv in his own car
because that might affect his business;
he attracted a very romantic young
person and they went to the Hanging
Gardens. The driver was taking a
walk for sometime. Of course mutua!
compliments were paid this wey and
that way and then the romantic young
thing started thinking of the bright
future and was more or less In a
meditating mood. The yournr man
ulso was serlously thinking and she
d4id not know what he was thinking
about. After sometime when she
rame to her own, she looked at her
lover and said: “What have *ou been
thinking about?” Perhaps she expect-
ed that he would say: "I have heen
comparing ithe moon below with the
moon above” and the rest of il, Some-
how he was a businessman who did
not iell a lie in matters other than
business and so he said—it was un-
pleasent rather; He said “we have
been two hourz here and [ have heen
thirking of the taxi meter.” So, that
s the attitude of the businessmen.

After these few general remarks,
let me consider some of the important
vrovisions of the Bill and their
defects, This Bill provides that =&
person van be a managing agent in
ten companies and director in twenty.
1 think we are living in days of spe-
cialisation and I expect a managing
agent to have an expert know'edge at
Jeast about the peorticular ¢ mrerns
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with which he is connected. Sut these
businesses will be of different types.
You know that Aristotlc who took all
knowledge to be his province would
not have been an Aristotle today if
he wers to live today because specia-
lisation has advanced so much and
when you manage things of different
types you mismanage all of them. This
Blll gives a charter for mismanage-
ment to some persons or groups, It
also means divided work and multi-
plied remuneration.

The Prime Minister once said
agram haram hai; this Bill gives
daram tb a number of harams. No-
where in the Bill minimum qualilica-
tions have been prescribed, You know,
even for us who come here mainly for
exercising vocal organs—speaking—
we have to be at least 25 years of
uge. Teen agers can become managing
agents. An age limit should be there;
they should be at least 23 because
these people are going to be in charge
3 national wealth. I think they should
“ave minimum educational qualifica-
tions; they should be at least matricu-
lates and possess some experience of
a specialised kind of business that

_they are going to undertake, 1 do
not think that 1 am asking tou much,
My hon. friend, Shri V. P. Neyar,
talked a good deal about mal-oractices
but I will talk about one or two
instances which are actually takine
place. We know of some managing
agency houses; they are entirly a
tamily affair. X has a firm of manag-
ing agents; Mrs, X becomes madam
chairman of the board of directors—
the blemsing of education she has is
upto the third standard—then the
daughters and the sons—they are
directors. Naturally the income is
divided for evading taxes. Everyone
dravrs a very fat salary in this family;

sonal use are to be in the name of
In the ssventh ache-
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dule, it has been provided that manag-
ing agents shall not appoint their
relatives withouv. the previous
approval of the board of directors.
But 1n most companies the directors
are not in a position to oppose the
‘mavaging agents because they will be
thrown out at the next election as a
result of the strength of the shares
that the managing agents hold,

A good deal has been said aboul the
remuneration. You know that even
the Taxation Enquiry Commission
recommended that no family’s income
should be more than thirty times that
of an average family. Even the mini-
mum that might be given where there
are no profits is Rs. 50,000. 1 think
that works out nesrly to double the
amount that the Ministers at the
Centre get. There should Le some
limit; 1 do not know what exactly the
limit should be. But if we are wedded
to a socialistic pattern of society and
equal distribution of wealth, I think
we should try to make some progress
in that respect.

One great objection to this Bill, as
has been pointed out earlier is the
refusal to accept the excellent propo-
sal of the Bhaba Commmittee to
appoint a Central authority to ad-
minister the Act—some inrdependent
statutory body. The Minister sald
that Government had its policy and
so on. Government’s broad policy
may be outlined and these members
of the semi-independent body could
be taken into confidence. It is pot
suitable to have a Government depart-
ment. It necessarily means red tape;
possibly it means favouritism and
quite somstimes it means corruption.
Power of notification given to the
Government is objectionable in princi-
ple and very mischievous in practice.
Departments always Have a few blue-
eyed babies and notifications may be
issued at the instance of interested

.very essential to discharge the duties.
1 think the Finance Minister, being
Mdlmm&n’m«t
looking in a subjective manner. His
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approach is undoubtedly subjective.
He sees every officer in his own image
but if he takes an objective view and
locks round he will find that for one
Deshmukh there are probably half a
dozen or more Venkataramans and on
this particular point I recommend
Shri N. C. Chatterjee's minute of
dissent as to why a semi-independent
statutory body ought to be estab-
lished.

I now come to the enforcement of
the Act because we must know that
any law that we make as legislators
must be enforced properly. Ordinary
law is for ordinary people; ordinary
people have common intelligence but
this law—Companies Bill—is for
special people, very uncommon people,
very clever and almost cunning people
and therefore, it is necessary to see
that the Act is really made enforce-
able. There has to be an effective
»nforcement and for that there should
be a suitable machinery. For the
whole State of Bombay—now I am
roming to some particulars—there is
only one Registrar of Companies. He
is mssisted by a few assistants, He is
also the Registrar of Firms under the
Partnership Act. He is also Registrar
of Societies under the Societies Regis-
tration Act. Before he takes any
oroceedings he must consult the law
officers of the Government. Then the
Hling of the complaint begins. After
that he is to arrange for the service
of the process— a very difficult affair
altogether. The complaint to be filed
must be filed before a Presidency
Magistrate or a Magistrate of
the First class under section 616
of this particular Bill, Apart
from a very few offences which
may be tried summarily under sec-
tion 616 the normel procedure Aas to
be followed. That means you have to
fo to the Presidency Magistrates or
First Class Magistrates and they, as
you know, have no special apprecia-
lion of the Intricacies of the Compeny
Law. The Registrar cannot claim any
special priority in a criminal court.
50, proceedings drag on for months
logether. Ultimately, more often than
not, the court is inclined to regard the
default as purely technical and lets

10 AUGUST, 1956

Companies Bill 9R86

off the defaulter with a fine. The de-
faulter pays the money of the fine
with a sweet smile and repeats the
same performance being backed uj
by very superior legal advice, Now,
my suggestion is that the Registrar
inust have special and separate staff.
In towns like Bombay one or two
special Presidency Magistrates ought
to be provided, In Bombay there are
now several Special Magistrates to
enforce the Prohibition Act; but, you
know, Prohibition Act is entirely on
a different footing. The Prohibition
Act is the most beloved child of the
ruler of Bombay.

Then I come to an important point.
We want distribution of wealth and
the idea is also to help small comp-
anies. But, this Act will, in my opi-
nion operate very harshly against
small companies. Today, traders in a
small way prefer to form companies
in order to secure the benefits of limit-
ed liability; but if the duties enjoined
on companies by this Act require the
employment of suitable snd expensive
staff the small companies are bound
to be squeezed out and they will be
left only with the choice of forming
partnerships without the advantage of
limited liability. The question I ask
is: Is it the intention of the Govern-
ment to foster huge companies and
squeeze out small ones? The Insur-
ance Act has already done the mis-
chief. Does this lead to equitable
distribution of wealth? Would it
bring us nearer to a socialistic pattern
of society? All this reminds me of
another very short story where a
sculptor who wanted to carve the
idol of Lord Ganesh unfortunately
succeeded in producing a monkey. So,
it is no use telling us that Govemn-
ment means well. It is not enough
tnat you mean well. You krow, Bir,
there is a good old saying that if you
mean well and do not do well then
you are a damn fool.

I cannot end my speech before I
refer to the very clever minute of
dissent by my hon. friend Shri Tulsi-
das. Of course, 1 somewhat agree
with his first statement that this Bill
is prolix, complex, rigid and so on.
Then he says that political bias has
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(Shn Khardektar]
made some people move the Bill in a
different direction. The main point
is that it is not a political bias;

That necessarily
means railsing the standard and dig-
nity of the common man. Shri Tulsi-
das probably wants the rich to
become richer and the poor to
become poorer. If one were to accept
all his recommendations, I think,
Bill will have to be ended. As I
once with regard to the Ertate
Bill Shri Tulsidas loves only to
He welcomed the Bill and then
to demolish everything. He seems to
be living—although he is a child of
the industrial revolution—in a sort of
mediaeval dream. He opposed the
Estate Duty Bill. He opposed the
Constitution Amending Bill. He has
opposed this Bill also. Of course, his
minute of dissent {s drafted by an
expert—] do not know—expert in
himself or outside.

With regard to the maia Qquestion
what 1 want to say is that this Gov-
ernment by monopalising power not
only in this particular Bill but In
other things also—if you see the Uni-
versity Grants Commission Bill out
of nine nominated members there is
a posnibility of four being ufficimis—
is tending to become more and more
departmentsl and totalitarian. That
means the Government have no faith
in the people of this country, This is
a very sorry spectacle and 1 hope the
learned Finance Minister will try to
set up a statutory body.

Shri Mohiwddia (Hyderabad City):
After a long pericd of consideration
the Bill has now reached a -stage
when it is hoped that It will become
an Act. The Finance Minister has
called it a ‘mammoth legislation'. It
is no doubt a very big Act covering
about 650 clauses while the Act which
it will replace had only abgut 350
clauses, The clauses are overlapping.
somplicated and very difficult for a

$EZEg
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layman to understand its intricacies.
Anyhow 1 welcome the Bil] becauss It
attempts to incorporate definite
measures against the evils that were
practised in the company mavagement
during the last 20 or 30 years.

Now, I will refer only to a few
clauses which, 1 personally think,
would require some amendment. Shri
Asoka Mehta has referred io propor-
tional representation for the election
of board of directors. I think it is
necessary that minorities should be
given some representation so that
they may have a chance to express
the views of shareholders whom they
represent. But the method of repre-
sentation by proportional voting is
extremely undesirable because it will
leag to complications in the actual
management of industries.

1 Aind there is some support for this
measure because they think that the
opposition group must come into the
management. That will be very dan-
gerous for the efficient manegement
of the industry itself. 1If persons
want to go into the manag€ment for
co-operation they should be welcome,
but If they want to go to disrupt. it
will be undesirable and will lead to
bad management and inefficiency. In
this respect, I would mention the
healthy conventions that had been
established by the Government of
Hyderabad in the industries in which
they hold very large shares, They
hold large shares and even th: manag-
ing agency of certain indurtries like
textiles, sugar and so on, and they
also hold 51 per cent. of the shares
in the Hyderabad State Bark. The
healthy coovention that they had
established was that apart from the
directors elected on behalf of the
Government, the directors represent-
ing the Government did not vote in
the case of election of other directors.
They abstain from voting so that
they could allow other voters to send
in their own representatives as they
like. In all such cases the other
representstives that came in. came
with a view to co-operate and not to
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{isrupt. I think the proposal that has
»een incorporated in the Bill is that
t is left to the companies to alter
heir articles of association if neces-
ary and provide for proportional
epresentation. It is a desirable pro-
rision.

Clause 348 which refers to the
tems that will be deducted and the
tems that will not be deducted from
ne profit, provides that thke losses
ncurred after the enforcement of this
Act will be deducted from the profits
or the purpose of calculaling the
'ommission for the managiag agents
Chis provision may lead tu some
ndustries remaining in inefficient
ands. There are some industries
vhich I know are running it a loss
ind have accumulated iosses in their
dalance-sheets because they are in
nefficient hands or because their
resent managing agents heve lacked
he resources for the purpose of run-
ing the industry efficiently. If this
yrovision is adopted, it will mean
hat the industries which are now in
nefficient hands wiil remain in ineffi-
ient hands and we will have no
mprovemet In future, I surgest that
ome amendment may be mace in tms
lause to provide that if the new
nanaging agents are not as:ociates of
he old managing agents this provi-
ion will not apply and necessary
anction of the Government may be
1ad for such non-application.

Reference has been macde by a
umber of Members in regard to the
woposal that was made by the Bhaba
‘ommittee for the establishment of a
‘entral authority or a semi independ-
‘nt authority with statutory power
or the control of the affair: of .the
‘ompanies. It was a very useful
roposal and it would have had a
ery good effect on the management
d the indusiries and the companies
5 a whole In India. The Govern-
1ent, however, have not accepted
hat recommendation. The joint Com-
iuttee has also not insisted on it. But

personally think that such a statu-
wy body will be wuseful for the
ealthy growth of joint stock compa-
ies in India: You might remember
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that in the Forward Contracts (Regu
lation) Act, which became an Act
about two years ago, the Bill as
originally introduced in the Lok
Sabha provided for a statutory body
to control the forward markets in
commodities, When that Bill went to
the Select Committee, that clause wag
altered and the control of the forward
markets was vested in the Ministry
of Commerce and Industry. There
seems to be a deliberate policy on
the part of the Government to avoid
statutory bodies as fer as possible.
The hon. Finance Minister has said
that in the administration of the Com-
pany Law, there will be so0 many
matters in which Government will
have to take policy decisions. In
important matters of course the policy
decisions will have to be taken by
Government and that can be done
either by directives or by amendiag
the appropriate Act for the purpose.
But for the day-to-day administration,
a statutory body would be a very
desirable instrument under this Act.

The second point which Is not pro-
vided for or on which there s very
little emphasig is that there is no
regular inspection of companies, The
Reserve Bank of India began the
inspection of benks about six or seven
years ago and I remember that as soon
as the Reserve Bank selected a bank
for the purpose of inspection there
was a run on the bank or the deposi-
tors always thought that there was
something wrong or leaky in the bank
itself, But now we see that the
Reserve Bank of India has made It a
practice of inspecting banks regularly,
and I find that this regular inspection
of banks has had a very salutarv
effect on the administration of the
banks. Similarly, if Government were
to provide regular inspections under
the statutory body of the companies,
it will have a very salutary effect on
all the cbmpanies. I know that it will
not be possible for the inspectors fto
inspect 18,000 or 20,000 fjoint stock
companies but it is not necessary that
every company should be inspected.
The fact that inspection will be made.
the fact that any company may be
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«chosen for inspection is itself sufficient
to keep the managing agents, manag-
ing directors or the treasurers and
secretaries on their guard, and [
sure that if such a provision is
and arrangement is made for a
lar inspection there will be com
able improvement in the affairs of
companies.

13T

g

We are all ready to condemn the
managing agents. We are all ready
to expose their defects and their evile,

But the alternative instrument of

treasures or the system of operative
directors, has not been given sufficient
inducement so that the opresent
managing agents may give up their
managing agencies and adopt the other
system, The managing agencies are
allowed 10 per cent. While the other
system is allowed only 7} per cent.
<commission. With this difference of
two and a haif per cent. 1 am afraid
that there will be definite prefercuce
for the enterpreneurs to adopt the
system of managing agency and not
the other system. [ doubt whether
with these provisions the altermative
aystem will make any progress what-
soever. It Is hardly possible that
industrialists will adopt the alterna-
tive aystem unless they are compelled
to adopt it. I would therefore sug-
gest that the provision may be made
that up to a paid-up capital of Rs. 30
lakhs or Rs. 30 lakhs, the commission
for the management, whatever from it
may take, should be 10 per cent. and
for the paid-up capital of over Re. 20
lakhs or whatever amount is fixed, it
abould be 7} per cent. That will give
a definite inducement for the manag-
ing agenta to transform themselvms
into some other zystem of management'
and in course of time, the managing
agency will come to an end)

4 PN

1 should like to refer to another
important point which the previous
speaker had mentioned and that is
that this mammoth legislation seems
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fo be meant only for big corporations.
The provisions are so complicated and
s0 overlapping that no managemeus:
can run a company without constan:
advice from the auditors or from the
experts on commercial law, It appecrs
that this Act wi)l be used only by biz
companies and big corporations, The
small companies will be in difficulties.
They cannot afford to emplov constant-
ly experts on commercial law nor cia
they always take advice from thelr
auditors in regard to what they can
do and what they cannot ao: wnat
resolutions the Board should pass ani
for what resolutions they should go
to the general body for confirmatinn.
We expect that there will be wide-
spread  industrialisation, especially
small and medium-scale in rural areas.
The landlords and the moneylenders
who so far had lent money to the ~ul-
tivaters at usurious rates of interest
will very soon be squeezed out of their
business and the co-operative societies
will take their place. With the estab-
lishment of co-operative warehouses
and multipurpose societies, the ‘rade
in agricultural produce will pass into
the hands of the co-operatives. We

money to the cultivators and who are
in this business for a very very long
time. Now, it is expected that with

join the co-operative movement; but
we have got to be realistic. I hardly
think that the class or people to whom
1 am referring will easily or willingly
take to the co-operative method of
organisation of industries. I hope



9893 Companies Bill

especially on a small scale or
medium-scale in the rural areas, this
piece of legislation is absolutely use-
less, because it is so frightening for
those who cannot employ at very high
expense the services of an expert on
commercial law. I think, therefore,
that the Finance Minister may thiuk
of some other law by which the advan-
tages of joint-stock companies ran be
extended to fhe small and medium-
scale industries.

The hon. Finance Minister in his
introductory remarks said that . the
purpose of this Bill is to help in un
increasing measure the running of
companies on honest and healthy lines.
As I have just now said, this has shut
out a particular class of people whu
have the capacity to take the Initia-
tive, because the Bill is so complicat-
ed. With these remarks, I support
the Bill and I hope that the sugges-
tions 1 have made in regard to the
amendments of the wvarious clauses
would be considered by the Finance
Minister.

Mr. Chairman; [ would like to bring
to the notice of the House that several
hon. Members who had given their
names to speak on this Bill are absent
from the House, This, I think, is not

a very desirable practice, I would

request the Members who desire to
speak to continue to sit in the IHcuse.
As a matter of fact, on a very impor-
tant Bill of this nature, there wure
hardly any speakers now except one
Member; and, there is every chance ot
the first ‘'reading of the Bill being
finished just now. I would request
that Members who are desirous of
speaking should be present in the
House; otherwise the first reading will
be over.

Bhri N. M. Lingam (Coimbatore):
The Finance Minister has said that
since the Joint Committee reported on
this legislation, several fundamen’al
changes have taken place in the social
structure and there is no finality abcut
making perfect a Bill of this kind As
we go on adapting ourseives to chang-
ed conditions, we will go on amending
4his legislation. This change in social

208 LSD
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philosophy is not the only cause for
the present amendments propusad hy
the Joint Committee; it is slso the
effects of legislative measures of the
kind we are discussing here today.
It is not my intention to go over the
entire fleld of the Bill and bore the
House. I would like to focus the
attention of the House on twn or three
issues over which
there has been controversy both in
the House and outside.

[Sur1 Barman in the Chair]

In the first place, it appears to me
that the attempt to improve the Com-
panies Bill, marathon though the effort
has been, is bound to fail because we
are trying to rectity the obvious'y
impossible, trying to achieve the
obviously impossible. It is pertinent
in this connection to bring to the notice
of the House a review of the history
of the managing agency system in this
country. The managing agency sys-
tem thrived in an atmosphere where
there was no concious attempt at
industrialisation. There was no plan-
ned economy in the country either.
Profit motive was supreme everywhere
and our Indian entrepreneurs wanted
to join bhands with their British com-
peers in making as much profit as
possible, Nor did the shareholder take
any interest in the proper marag=ment
of the company. [ mention this
because often the blame for the im-
proper management of the joint stock
companies in our country is entirely
laid at the doors nf the manuging
agents. I submit thet they are pari
of the system and not the whele, They
thrived because the system was
favourable to the growth of the
managing agency system in a fashion
which we are here trying to remodel.
As I said, the shareholders did not
take any interest at all in the proper
working of the company. They were
scattered over wide areas of the land
and it was enough if they were assur-
ed of their dividends. The system of
audit was none too good. If the
auditors only had the power and the
independence to expose the companies,
things would have improved. I shall
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deal with the question of auditors
iater on when 1 come to the clauses.

I shall now only briefly review the
factors that contributed to the rtate of
affuirs which we are critcising here
today. Another important factor was,
as hon. Members who preceded me
have said, lack of supervision and
control by the Government. There
was really no effective machinery to
supervise the working of the compa-
nles and to Investigate the complaints
made against the companies. It is
now only that the Central Govern-
ment has taken up the responsibility
to inspect of companies. I am glad
the Finance Minister has lost no time
in accepting this recommendation of
the Bhuba Committee und is building
up an efficient department to super-
vise the working of the joint stock
companies in the country. In the past
there was no properly developed
capital market; no under-writing
firm and no Investment Syndicate.
It is also true that managerial,
technical and “business experties
was not availablee. What s the
position today? We have got a
planned oconomy. Our public sector
is steadily expanding. I shall refer to
only a few of the development which
have taken place even since the Bill
was first Introduced in the House. A
ery is often raised that without the
capital market, the private sector will
suffer; thore will be no investment and
that if ‘we abolish thae managing
agency saystem, a vacuum will be
croated and there will be a big gap in
the industrialisation of the country.
I shall, with your permission, bring to
the notice of the House the following
developments that have taken place
during the last two years. The indus-
trial Finance Corporalion has  been
Mt up not only on & ali-Ind'a basia
but also at State levals. Then we have
the Industrial Credjt and Investement
Corporation formed Ly Lhe LUntan Gov-
ernment and the Wuild Bank with a
capital of 17} crores, of which 7§
crores have been given interest-free
Then, we have Government-owned
Natiopal Investment Devel.pment Cor-
porations for plannng ®rojects and
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setting up new industries We have
the direct Stite financing of the
expansion programmes of the Teta
Iron and Steel Company an: the Indian
Iron and Steel Cnmpany advanging
large  scale loans. ™2 have the
nationalisation of the Linperial Bank.
We have also envisaged with regaro
to the rehabilitation of agriculiure,
the expansion of co-operative marke: -
ing in the country; but though u»
operation should not come under
Joint Btock Companies, I only want
show that we are covering every
sector of the economy of the country
by creating sources of finance. We
are not depending entirely on the
capital market which has been financ-
ing the Joint Stock Companies so far. .
It is also common knowledge that this
capital market has not been able 10
finance the First Five Year Plan in the
private sector adequately in all desir-
able flelds. Se, my submission is that
it is too much to say that without the
managing ageacy system, there can-
not be company promotion; that capi-
tal market will dry up and that there
will be a lacura or gap in the financial
structure, affecting the economy of the
country. Then, as [ have said at the
outset we have now got a plammed
economy and we bave also declarod

“the objective of our economic policy

as being onr af acaleving a socialistic
pattern of society. But 1 mention this
only tn show that it is not ideologica!
conslderation aions that prompts us
to examine 1he scheme of the Bill with
regard to managing agency critically
It is true tnat ev:ry measure that we
discuss anci pass :n this House has to
be in harmnny wi:h the basic philoso-
phies as the Finunce Minister men-
tioned this morning, but even from
the pragmatic jpoint of view. my
humble submission is that the policy
towards managing agency, as it is
given out in the Joint Committee
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bave made a pfovision in the Bill that
pew companies will not have mhnag-
ing agents after the notified date.

With regard to. the existing manag-
ing .agencies, power is given to Gov-
ernment to decide whether a particu-
lar industry needs menaging agency
or not.- Taking for instance a textile
company which has to come up for
sanction of the Government, we are
confronted with the position where
such a company will have no manag-
ing esgency, but the existin® managing
agents in the industry wiid continue.
The Government have the power to
renew the managing agency in respect
of an existing industry on the same
lines. It is not that the textile indus-
try is going to need managing agents.
The textile indutsry is probably one
of those which will not need manag-
ing agents. I am only citing an ex-
ample. This will lead to conflicts;
this will lead to discrimination,

Then this uncertainty about the
renewal ' of managing agencieg is also

bound to have adverse effects on the °

growth of the industries which the
managing agencies are supposed to
manage. I would even go to the ex-
tent of saying with one of the Mem-
bers who has appended a minute of
dissent to this Bill, that instead of
having this middle-of-the-road policy
with regard to managing agency, it is
better to sbolish it altogether with
effect from a certain date.

I listened to the speech of the Fin-
ance Minister this morning. I know he
is weighed down with the responsi-
bility of the successful Iimplementa-
tion of the Second Five Year Plan
where we envisage a huge industrial
expansion both in public and private
sectors, but my own feeling is that we
have to take a risk in measures of
this kind where we are concerned
with basic phflosophies. The tempta-
tion for taking the line of least resist-
ance can be appreciated by the House,
but T fee] that nothing in the world is
an unmixed evil op good. It is true,
and the House will readily concede,
that managing agency has contributed
to the industrial growth of the coun-
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try, although such growth has not
been according to a plan.

Shri C. D. Deshmukh: I am sorry
to interrupt. Do I understand the hon.
Member tn say that if an industry is
nouﬁqd then, only in new enterprises -
belonging to that category, no manag-
ing agents will be allowed and that
existing managing agents will be
allowed to continue? Is that his im-
pression?

Shri N. M. Lingam: According to the
Bill, no new industry will have anag-
ing agency.

Shri A, M. Thomas: It is not like that.

Shri N. M. Lingam: Whia it is
notified, it comes within the prohibit-
ed degree.

8hri C. D. Deshmukh: Then, after a
period of notice—three years or what-
ever the date is—even the existing
managing agencies have to ceass.

8bri N. M. Lingam: Then I stand
corrected

Apart from the- conflict I was
referring to the industrial sector
in the Second Five Year Plan and
I said it is for this House to decide
where the balance of advantage
les. As I said at the outset, manag-
ing agency is the creation of conditions
in which such institutions thrived and
it is now for the House to see whether
we can take the risk of doing away
with it and launching upon our plan ot
industrialisation having regard to the
developments that have taken place in
the country and in the world. My own
submission i{s that the time has come
when we should do away with this
relic of the past. I also say that in-
stead of having the power vested in the
Government to notify industries which
will not have managing agencies and
giving them power also to renew mana-
ging agency wherever necessary, it is
better to lay down a definite policy and
since the anxiety seems to be about the
immediate future, I beg to suggest that
we should in this House decide that
the managing agency system will cont-
nue only till the end of the BSecond
Five Year Plaf. Under the Second
Five Year Plan we are envisaging in-
dustrial expension and during the five
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years of the Plan the private sector
will have time also to adjust itself to
new methods of business management.
These are the important points with
regard o the managing agency system.

Shri 8. 8. More: What is his con-
crete suggestion? I have not been

able to follow what his concrete sug-
gestion s

Shri Kamsth: Have patience.

Shri 8. 8. More: It is as confusing
as the report. ’

Shri N. M. Liagam: I did not hear
him properly.

Shri C. D. Deahmukh: The Hon.
Member suggests that managing agency
be eliminated by the end of the Second
Five Year Plan, that is to say, we
should take a decision here and now.
That is his suggestion.

Shri N. M. Lingam: Yes, then I
have to make a few observations with
regard to the sudit of joint stock com-
panies. I agree with the remarks made
by the two hon, Members, 8nri Morarka
and Shri Nathwani, who have append-
ed a Minute of Dissent to have the
audit controlled by Government, I
would even go further and say that we
should have the entire audit service
under the control of the Government
as in the case of co-operative and local
tund audit. That is an effective check
over the tendencies of these joint stock
companies to indulge in malpractices
which have been in the past the cause
of so much criticism. I am not satisfi-
ed with the present provision in the
Bill with regard to audit and account-
ing of joint stock companies, They
still leave room for evading the provi-
sions of the Act and unless audit is
tightened up, most of these provisions
will become inaffective !

Then, [ want to say few words on the
central authority about which the
Finance Minister has spoken. The
provisions of the Bill envisage only an
advisory commission to advise Govern-
ment on all matters relaling to the ad-
ministration of companiss. Some Mem-
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bers have pointed out the desirability

"of having an autonomous statutory
body for purposes of superintendence
of joint stock companies which will be
independent in all matters except those
involving matters of high policy. T am
inclined to veer round to the view that
it should be possible to have an auto-
nomous body which will have very
little interference from the Government,
Such a body should be held responsible
not only for the superintendence of
joint stock companies but for the
growth and expansion in all direc-
tions. They should be responsible
for arranging their audits, for ins-
pecting their affairs, and of course,
also for the investigation with regard
to their winding up. It must be a
very high-powered body with powers
commensurate with the responsibility
that we seek to place on them.

Shri Sadhan Gupta (Calcutta—
South-East): I was frankly disappoint-
ed to hear the Finance Minister's
speech while moving for the consi-
deration of the Companies Bill as
reported by the Joint Committee. In
the course of the speech he gave an
indication that it was after all the
shareholders’ interest that was to be
secured by the Bill, and obviously he

has presented a Bill and has moved’

for the consideration of a Bill with
that kind of a limited outlook

We are a backward country which
has just emerged out of bondage, the
bondage of a powerful forelgn imperia-
lism which has left all sorts of lega-
cies in our country. The legacy of the
foreign rule, which  although it has
politically left us, is still economically
very much in our country. Forelgners
control the most vital sectors of our
economy, and the most important in-
dustries at that. An industry like jute
which is a very important, industry as
far as our exports go, industries like
oll production, an  industyy like tea,
which brings us so much of revenue,
and all kinds of other industries are
controlled by forelgners, important
industries, important both for themfl:
pose of our earnings and also as

as the life of our country ia concerned.

. m
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If we just have a peep Into our
daily life, we will know what kind
of control the foreigner exercises
Now, let us start our day with a cup
of tea. Even there, 85 per cent of the
price we pay for the tea goes to the
foreigner. Then let us start with our
cooking. The price that we pay for
the coal or the fuel which is neces-
sary goes to the foreigner. From
whatever angle you may look at it, you
will find thatitis the foreigner whom
we have to pay in respect of most of the
activities of life that we pursue. If ycu
trave)] hy train, the coal that runs the
train is more or less foreign-owned. If
you switch on the lights in Calcutta,
you have to pay to the foreigner, and
worse still, even in a village when you
light a kerosene lamp you pay for it to
the foreigner. Thiz is the kind of
dependence that we have upon the
foreigner.

Shri §. S, More: Even in dreams we
dream of the foreigner.

Shri Sadhan Gupta: This is the kind
of economic dependence we still have
on foreigners, in spite of the fact that
we have won political freedom. It is
self-evident that a country with such
economic dependence cannot make very
great progress.

What has this Bill done to relieve
our economy of this vicious grip of the
foreigner? Let us not forget that this
grip is excercised by foreign in joint-
stock companies in various forms.
This being a Bill to regulate the
affairs of joint-stock companies, I
ask, what provision has this Bill
made to liberate out economy from
the vicious grip of the foreigners.
I u!nll try to make some sug-
gestions as to how we could have
provided in the Bill, to some extent, to
liberate our economy from foreign
grip. But at the moment I only want
to say that this Bill has not provided
for guch liberation. Apart from this
Itcreisn domination, there are the other
evils which are prevalent in a capital-
;istic system and particularly in an
economy Wwhich is  backward, and
; Which Is not as developed as in the
case of other countries. Various mal-

imm.bmamthere. And
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the Finance Minister has told us that
Government’s general policy is to re-
from these abuses and malpractices.
I for one very much doubt— in fact, I
am very much convinced on that—
whether without uprooting the social
structure, we can really reform or
remove these abuses. These abuses
will continue, However much we may
try to remove these abuses, they will
express themselves in one form or an-
other. But even  within the present
social structure, I shall try to show
you that the Finance Minister has not
given us a Bill calculated to reform
the abuses which are prevalent in our
economy.

Mr. Chairman: I think at this stage
the hon. Member should direct his re-
marks to the Bill as it has emerged
from the Jolnt Committee. All these
remarks of the hon, Member would
have fitted in with the geneval discus-
sion on the original Bill. But now
when the Bill has emerged from the
Joint Committee, the hon. Member
may touch the provisiong of the Bill
in its present from and  direct his
remarks to them.

Shri Sadhan Gupta: Whether it is
the Finance Minister or the Joint Com-
mittee, my remarks are directed against
whoever is responsible for it.

.

Mr. Chairman: I am not taking ex-
ception to that. I am only saying that
after a Bill comes from a Select Com-"
mittee, the discussion should be confln-
ed to the changes only.

Sbhri Sadhan Gupta: Change was
suggested, but the change has not been
made.

Shri 8. 8, More: This is a consolida-
ting measure and as such the ques-
tion of principle does not arise. The
only principle that we are committed
to by referring it to the Joint Commit-
tee, and by welcoming it after it has
emerged from the Joint Committee is
that there must be some company law
for the purpose of c.ntroling com-
panies. Ag far as an amending Bill is
concerned, there is some principle for
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[Shri 8. 8. More)
the amendments, and we have to res-
trict our debate to those limits. But
as far as a consolidated measure Is
concerned, my submission is that the
fleld Is wide open. Otherwise, on such
a measure which goes to the root of

Mr. Chalrman: What I mean is that
at the time the Bill was referred to
the Joint Committes, all kinds >f
suggestions and objections would have
been more appropriate. But that stage
{s now past, and the Joint Commitice
has submitted its report on the provi-
slons of the Bill and has given the 3ill
to us with some amendments.

Shri 8. 8, More: With due differvnce
{io you, I want to suggest that at the
time of the first reading, that s to sey,
when the Bill was referred to the
Joint Committee, we did make certain
suggestions, both sides. Now it s for
us to see how far those suggestions
have been carried out, and therelore,
reference to them will be necessary.

Myr. Chatrmaa: I think it will be more
proper if the hon. Member mentions the
provisiong of the Bill and then points
out that this has not been done or that
bas not been done.

Shri Sadhan Gupta: ] do not know
whether you were here at that Ume
but you might recall that I mage these
wery points about our dependence on
foreigners etc. In the course of my
mpeech during the general discumion
when the Bill was referred to the Joint
Committer After that, the Joint
Committee has considered the Bill,
but they have not made any changes
that ] had suggested.

[Mr. Deruty-Sézaxse in the Chair)

I submit we are not bound by what
the Joint Committes has not done and
we have the right to criticise it, on
what the Joint Committee has not
done, we have also the right to criti-
cise It on whatthe Joint Committee
has done, in  particalar when the
attentlon of the Joint Committee was
drawn to these matters in the course
of our speeches on the original motion
for reference to a Joint Committee.
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80 I was submitting that these pro-
svisions had not beep made. Now, 1
would make the strongest olea for in-
corporating such provisions calculated
to do away, in some measure, or at
least attempt to do away with the
abuses, and also to relieve our economy
from the grip of foreign control inlo
which it has passed as & result of our
imperlalistic heritage from the past

Now, let us take this matterof
foreign control. Foreign control is
exercised in a variety of ways. I had
just given you the extent of the
foreign control over our economy and
what I want to tell you now is that
it is exercised in a variety of ways.
It is exercised, first of all, through
the managing agency system, to which
I shall come later. Apart from that,
foreigners think our country is a very
covetable investing ground and they
have come forward with their invest-
ments. Now, there should have been
a defnite check-on such investments.
We cannot welcome in.our country a
stuation where in every concelv-
able Industry, foreigners should
come with their capital to com-
pete with our own Industrialists
or our own people, and thereby
to have a grip on our economy. It is
well known that foreigners are better
able to run their business in our coun-
try, because they have considerable
resources. If they are allowed free-
dom to do so, then the interests of our
national  industrialists, those of our
countrymen who want to do business,
who want to establish industries, will
suffer greatly, except, of course, a very
few big guns who have collaborated
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fountaln pens, pencils, typewriters elc.
which might easily be manufactured
by people of our country. There is no
restriction in this Bill on such a thing.
I would have desired that foreign in-
vestments either should have been
banned or should have been so drasti-
cally regulated that they would not be
able to compete with our own indus-
trialists or businessmen. I would pre-
fer that foreign investments be totally
banned. If capital was necessary for
the establishment of industry, and if
that could not be forthcoming from our
own country, then it should be brought
on a government to government basls
as loan capital and not as investment
capital. That way, we could have pald
interest on the loan and utilised the
loan to increase our resources—the loan
would have pald its own interest. In-
stead, we are asking people to come
and invest, and the result is that their
investment only yields profit to them
and only gets us a miserable pittance
by way of employment alone. It does
not add to the prosperity of the country
at all. Therefore, there is a complete
case for banning it altogether. But I
know I cannot have all my own way.
The Government, as they are constitut-
ed, will look with horror at the pros-
pect of banning forelgn investments.
But I could at least expect them to do
this: they could drastically regulate it
they could say that foreign investments
w not be permitted, except In

where national businessmen or
the Government do not find it possible
to invest their resources. Or if they
want to permit forelgn investments in
all sectors, the Bill should have pro-
vided that investments mude by forel-
Eners should be not more than, say,
& gmall percentage of the whole invest-
ment. It must be so regulated, what-
ever the way. There is need for a
drastic curtailment of foreign invest-
ment, but it is not being so regulated.
Therefore, that is my first objection

against the Report of the JointaCom-
mittee.

Now, let us look at the claim that
the policy of the Government im this
Bill is to reform the abuses and mal-
practices. Let us see whether the

.
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labours of the Joint Committee have
contributed to such a policy. We
know that one of the sources of abuses
was the managing agency system. I
do not, for a moment, pretend that by
removing the managing agency system,
you will remove all the abuses {o which
caplitalism is subject to, because capi-
talism is a thing which will lead to
abuses, Whether it ig  through the
managing agency system or whether
it is through some other system, the
capitalist economy will invent an
infinity of ways of creating abuses and
malpractices. But the question is,
have even the existing sources of
abuses been removed? - Tierg, was &
strong plea for the removal of the
managing agency system because it is
before us as the source of some of the
major abuses. Here too, the Joint
Committee has displayed a lot of hesi-
tation which has not pleased anyone
except the reactionaries In our country.
The managing agency system has been
kept. The old Blll recommended that
it should be abolished within some
time, The Joint Committee, Instead,
has sought to perpetuate it, may be
with certaln limitations; but it has
sought to perpetuate it.

These limitations, as I shall shuw
presently, are absolutely useless by
way of limitations. In spite of the
attempt to exclude associates, In spite
of the attempt to exclude  relatives
there are so many ways in which the
same people may defeat the attempts
of the Act to restrict the scope of

. management. It is said that a partl-

cular great industrialist of our country
has his cook as director of certain
companies.

Mr. Deputy-Speaker: We must be
glad that the cook has risen to such
a position.

Shri Sadhan Gupta: The cook has
risen to this position....

Shri V. P. Nayar: He s the manag-
ing director of the kitchen Sir.

Shri Eamath: He may be cooking
up other things too.

Shri Sadhan Gupta: He is a cook
and the directorship is cooked for him
by his master, for his own benefit. If
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(Shri Sadhan Gupta)

that is true that shows the possible
ways in which the whole Act may be
evaded. The cook is not a relative
and it will be very difficult to say
that he is an associate. Similarly, 1
do not know in what ways these pro-
visions .may be defeated. It is said
in defence of the perpetuation of the
managing agency that the Bombay
8hareholders’ Association has asked
for its retention and therefore there
can be no proof stronger to show that
there is a case for the managing agency”
system, as if the Shareholders’ Asso-
clation the only party interested in
the retention or non-retention of the
managing agency. I do not know any-
thing about this Shareholders’ Associa-
tion or what kind of shareholders it
represents. The Company Law Com-
mittes report reveals that shareholders
are notoriously disinterested in their
own affairs, particularly small share-
holders; as long as they get a dividend
they are not very much Interested
in the affairs of the company. And,
theretore, I do not know whether the
Association representa such sharehol-
ders or the bigger shareholders who
are also in a way gullty of promoting
the maneging agency system or a least
of having quite an interest to support
the managing agency aystem, Even
apart from the question of share-
holders—whatever the opinlon of the
sharcholders may be—the question of
rotention or non-retention of an evil
like the managing agency is not the
wicrest of the shareholders alone; it
is the Interest of the whale people of
the country, Because a  joint-stock
company, particularly a big joint-sturk
company, has ita influence not only on
its wharcholders, has its reactions not
only on its shareholders it has its rea-
ctions on the economy of the whole
country. Whether & certain foreign
firm manages ohe company or two
companies or 30 or 30 companies
fs not a question with which
only the sharcholders of the
company or companies are concern-
ed but it ia a question with which the
whole country ls concerned. Whether
two or three foreign firms through
their managing agency have the comtrol
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of the industrial produce of a certain
industry, whether two or three foreign
firmg through a small Investment con-
trol a relatively vast proportion of
the capital invested in our country,
these are questions in which not only
the shareholders of the companies are
interested but in  which the whole
country {s interested. Therefore, 1
am oot at all persuaded by the Finance

ging agency system? The greatest evi!
for our country has been that its has

enabled the foreigner to keep

do not always control it throush their
own companies, through companies
which they own or in which they have
the majority of shares. In many cases
the companies may be such that they
do not own the majority of shares; yet
there is their managing agency which
controls those companies; without mak-
ing any considerable investment in the
resources of those companies these
managing agencies control those com-
panies. It is in this way that a i-
gner without investing much capifpl is
enabled to control many sectors our
economy. This Is one of the greatest
banes of the managing agency system
for which we want its abolition.

There i3 also the other aspect of it
The managing agent manages many
companies and manipulates the ac-
counts and the affairs in such a way
that he is able to evade the payment of
tmﬂahtawtﬂct&mﬂ t
Mwwhhmnlm nere
are 30 many instances in which the
managing agencies had manipulated
the accounts of the various companies
they mansge. They show the profits
of one company as the loss of anotber
and thereby deprive the Government
of the legitimate taxes. .
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I have seen in the course of
my practice in industrial courts
how the managing agencies keep
the employees quite uncertain about
their employer, whether it is the
company or the managing agency.
When it suits them one way they

say they are the employees of the

company, when it suits them the other
way they say they are our employees.
In this way, when the employees claim
wages, when the managing agenq_!s a
profitable concern they say that they
are not their employees they are em-
ployees of the particular company they
manage and that company has suffered
a loss and so they cannot get wages.
When it is a question of a transfer from
one company to the other and the em-
ployees resist, they say, ‘well you are
our employees and we can transfer you
wherever we want'. That is the way
it goes on. It is not at all difficult for

208 LSD
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them to manipulate the affairs and
thereby to deceive the employees. This
is the way Iin which managing agencies
function. Therefore can there be any
doubt that there is absolutely no case
for retention of the managing agencies
on however limited a scale? When
you allow managing agents to manage
more than one company it inevitably
follows that you place them in a posi-
tion to manipulate the affairs of dif-
ferent companies and manipulate the
accounts.

5 pat,

Mr. Deputy-Speaker: The hon. Mem-
ber has evidently a lot to say. He may
continue day after tomorrow.

The Lok Sabha then adjourned HlUl
Eleven of the Clock on Friday, 13th
August, 1088, )





