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Mr., Speaker: Do not fees come
under clause (2) of article 1107 It
refers to ‘payment of fees for hicences
or feeg for services rendered’ (Inter-
ruptions) If there 13 a doubt, it is
better to have it cleared.

Shrl Kanungo: This Is done by way
of ample precaution

Mr. Speaker: If it is done by way
of abundant caution, there is no harm

The question is.

“That the first proviso to Rule
74 of the Rules of Procedure and
Conduct of Business in Lok Sabha
i 1ts application to the motion
for reference of the Companies
(Amendment) Bill, 1959, to a Joint
Committee be suspended”

The motton was adopted.

1217 hrs,
COMPANIES (AMENDMENT) BILL

The Minister of Commerce (Shri
Kanungo): On behalt of Shn Lal
Bahadur Shastr1, I beg to move

“That the Bill further to amend
the Companies Act, 1956, be re-
ferred to a Jomt Committee of the
Houses consisting of 45 members,
30 from this House, namely —
Sardar Hukam Singh, Shri H C
Heda, Shr1 Satyendra Narayan
Sinha Pandit Dwarka Nath
Tiwary, Shr1 Shivram Rango Rane,
Shri Radhelal Vyas, S N R M
Swamy, Shri P T Thanu Pilla),
Shri1 M Shankaraiya, Shri1 Jaga-
natha Rao, Shn Ajit Singh Sar-
hady, Shr1 Radheshyam Ramkumar
Morarks, Shr1 G D Somani, Shn
Peroze Gandhi, Shn C D Pande,
Shr1 Mulchand Dube, Shr1 Rohan-
lal Chaturvedi, Shm Arun Chandra
Guha, Shrimat1 Sucheta Kripalani,
Shri Narendrabha: Nathwani, Shn
K T K Tangamani, Shn S Eas-
wara Iyer, Shri M R Masani, Shn1
Yadav Narayan Jadhav, Shn
Tridib Kumar Chaudhuri, Shri
Surendra Mahanty, Shri G K.
Manay, Shri Naushir Bharucha,
Shri Lal Bahadur Shastri and
the Mover,
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and 15 members from Rajys
Sabha;

that in order to constitute a
situng of the Joint Commuttee tne
quorum shall be one-thira aof the
total number of mgmhm of the
Joint Committee;

that the Committee shall maxe
a report to this House by the last
day of the first week of the next
session;

that in other respects the Rules
of Procedure of this House relat-
ing to Parliamentary Committees
will apply with such varations and
moaifications as the Speaker may
make, and (Y

that this House recommends to
Rgiya Sabha that Rajya Sabha
do join the said Joint Commuttee
and communicate to this House
the names of members to be ap-
pointed by Rajya Sabha to the
Jomt Commuttee”

Hon Members are aware that the
principal act, namely, the Companies
Act, 1956, which the present Bill seeks
to amend was debated on the floor
of this House at some length and mn
great detail and passed in November
1955 It was brought into force from
the 1st of Apri]l 1956 As mentioned
in the Statement of Objects and Rea-
sons appended to the present Bill, the
Act had barelv been in force for 13
months when Government decided to
appoint a Committee under the chair-
manship of Shr1 A V  Viswanatha
Sastri a former Judge of the Madras
High Court, to exsmine the structure
of the Act as well as its contents with
a view not only to removing its draft-
g defects and deficiencies, including
practical difficulties in its working
but also ensuring better fulfilment ot
the purposes underlving the Act The
Committee submitted its report in
November 1857 The Revort was
published and copies of it werr made
available to Members of both Houses
of Parliament

In its Report, the Commuttee refer-
ved to the usual criticlsms regarding



the lay-out and draftsmanship of the
Act but came to tae conciuuion that
tae common iumpression that the Act
was of mnordinate iength was not quite
correce since its size did not apprecia-
bly exceed that of the corresponding
rnglhish Act, 1848, on which it bhaa
been largely based. They also obser-
ved that although it would perhaps be
possible to have a different lay-out of
the Act on the basis of a subject-wise
arrangement and a regrouping and
recasting of its cdufferent provisions,
thus would have necessitated a re-
writing of large portions of the Act
and a complete re-arrangement of its
sections. Well informed opinion ex-
pressed before the Committee was,
however, almost unanimously against
such a drastic or wholesale change
After examining representations on
this matter by various interests, the
Committee expressed it as its cons:-
dered view that it was too early to
change radically either the structure
of the Act or the basic policies behind
1it, particularly as it would cause
considerable hardship to the business
community and accountants and audi-
tors who had with considerable effort
just familhiarised themselves with the
scheme and the various provisions of
the Act. In keeping with the above
views, the Commuttee refrained from
recommending changes on matters of
major policy because, as they obser-
ved, “the decisions embodied 1n the
Act on such matters were taken after
great deliberation and very recently
and it would be premature to alter
such decisions at this stage”

As stated in the Statement of Ob-
Jects and Reasons,” the detailed recom-
mendations of the Commuttee may be
broadly classified in accordance with
its terms of reference under the fol-
lowing heads: (i) amendments which
seek to overcome practical difficulties
by reducing the elements of rigidity
in the statute or to ease the apphica-
tl_on of some of its restrictive provi-
sions; (ii) amendments of a clarifica-
tory nature designed to remove draft-
Ing defects and obsourities which had
caused difficulties in interpretation;
and (ili) amendments considered
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necessary for plugging loopholes and
removing lacunae in the provisions of
the Act so as to ensure better fuifll-
ment of the purposes underlying the
Act.

The present Bill is largely based on
the recommendations of the Committee
which have been very carefully con-
sidered by Government, and in some
particulars modified in the light of the
experience of the working of the Act
gained in the past three years and
partly also considering the views ex-
pressed by chambers of commerce and
other interested persons.

The Bill consists of 212 clauses of
which 208 clauses seek to make some
amendments in the substantive part
of the Act and the remaining 4 deal
with the amendments to Schedules I,
VI and VII to the Act and the inser-
tion of a new Schedule IA The Notes
on clauses appended to the Bill very
well explains the reasons for the pro-
posed amendments.

I may now briefly refer to some of
the more important amendments
sought to be made by the Bill under
the particular classifications I have
just referred to. As regards the
amendments which are designed to
ovcicome practical gdifficulties and to
remove avoidable rigidity of some of
the provisions of the Act, it will be
noticed that the objective is sought to
be achieved partly by exempting or
vesting in the Central Government
the power to exempt Chambers of
Commerce, Clubs, Charitable Institu-
tions and Nidhis and Benefit Societies
from the strict requirements of the
Act, in regard to the holding of
annua! general meetings, elections of
directors, the age of directors and
other matters of a like nature, vide
clauses 8, 92 and 195, and partly by
relaxing the requirements of law
where compliance with its provisions
may either, be needlessly difficult or
involve labour and expense dispro-
portionate to the results likely to be
achieved.

There are a large number of amend-
ments of this latter type included in
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the Bill, among which mav be

mentioned those dealt with in clauses
4, 80-35, 51, 107-111, 119, 155 and 196

Clause 4 of the Bill attempts to
lIimit the scope of the present defini-
tion of the term ‘relative’ in section 8
of the Act This term has been used
n several other sections of the Act
30 as to 1mpose certain restrictions on
directors, managing agents and secre-
taries and treasurers with the object
of preventing them from conferrnng
any undue advantage on their rela-
tives or taking undue advantage of
their position in securing benefits from
transactions entered into in the name
of thewr relatives It i1s appreciated
that 1n many cases it may be incon-
venient or even impracticable for a
director of a company to ascertain
whether one of the enumerated rela-
fives 1s a partner or managing agent
or director m any contracting firm or
company with which a genuine trans-
action may take place m good faith
1he Commuttee, therefore, recom-
mended a simpler and narrower
definition of the term ‘relative’ Clause
4 of the Bill accordingly provides a
revised definition of the term For the
sake of convenience 1t 18 also proposed
to specify all the relationships 1n
respect of which the restrictions of
the Act should be applicable Clause
210 of the Bill accordingly seeks to
insert a Schedule of such relation-
shups, Schedule IA

Clauses 30 to 34 of the Bill carry
out some amendments to sections 138
to 142 of the Act relating to the regis-
tration of charges on the properties
of a company and of memoranda of
payment or satisfaction of such
charges The object underlying these
amendments 18 to dispense with the
statutory requirement which section
138 at present imposes, that part
satisfaction of charges should be
reporied by the company to the
Registrar within a time lmt of
twenty -one days, a requirement which
had caused some practical difficulties
The powers of the Court provided
under section 141 are also proposed to
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be enlarged so that, where through
madvertence or other sufficient reason,

a report under section mmwdinz
the satisfaction of a charge or the
1ssue of debentures of a series under
section 128 has not been filed with the
Regmstrar, the Court may extend the
statutory time limit

Section 187 of the present Act
empowers & corporation to appoint a
representative authorising him to
exercise the same rights and powers
on behalf of the corporation including
the right to vote by proxy as the cor-
poration could exercise as a member,
debenture-holder or creditor The
proposed amendment 1in clause 51
seeks to extend the same rights to a
representative appointed by the
President of India or a Governor of
a State in whose name shares are now
held 1n many companies This would
remove some practical difficulties
which are at present experienced
when the President or a Governor 1s
a member of a company

The amendments proposed in
clauses 107 to 111 seek to clarify and
liberalise the provisions of section 287
to 301 relating to contracts and
arrangments entered into by a com-
pany with its directors or their rela-
tives or firms and bodies corporate in
which they are interested, and the
mamntenance of a register in which
relevant particulars of such contracts
etc are to be entered and seek to
temove practical difficulties experi-
enced by companies in complymng with
the provisions of these sections
Amendments to section 814 are
similarly made by clause 119 wath the
like object and the changes make the
section more effective

Section 431 of the present Act
requires the Centra] Government to
consult the Advisory Commission on
applications made to :t under sections
408 and 409 alleging oppression or
mismanagement or share transfers
having prejudicial effect on the
management of a company The view
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has been taken that the section as it
is implied at present requires every
such application, however frivolous it
may be, to be referred to the Com-
misgion. This was not the intention
of the Legislature when this provision
was inserted in the Act and, in any
case, it would not be appropriate to
refer all applications under these
sections to the Advisory Commission
without exercising any preliminary
scrutiny to decide whether they are
of a sufficiently serious character to
require reference to the Commission.
The Companies Act Amendment Com-
mittee preferred to maintain the
status quo on the ground that until
sufficient experience was gained of
the actual working of the provisions
of these sections, it was premature to
amend them. However, in the light
of the experience of the cases which
have been already dealt with by the
Department under these provisions in
the past 3 years, it is proposed 0
omit sections 408 and 409 from the
purview of clause (b) of section 411.
Clause 155 of the Bil] seeks to do
this. It may, however, be mentioned
that all appropriate cases under sec-
tions 408 and 409 would still continue
to be referred to the Advisory Com-
mission before final action under
clause (c) of section 411.

Special mention may be made of
the amendments which clause 179
seeks to carry out in section 530
regarding preferential payments in
connection with the winding up of a
company. The amendment purports
to include compensation payable to
workmen under Chapter V(A) of the
Industrial Disputes Act, 1847, within
the scope of the term ‘wages’ occur-
ring in clause (b) of sub-section (1)
of section 530. The effect would be
that when a company is in the process
of being wound up, lay-off and
retrenchment compensation would
rank equally with wages or salary
earned by the employees of the com-
pany in respect of services rendered
by them to the company to the extent
specified in that section.

One other amendment of which
specific mention may be made in this
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context is that proposed to be made to
section 621 by clause 196 of the Bill.
Notwithstanding the provisions of
section 247 of the Criminal Procedure
Code, Magistrates in several States
have been refusing to exercise their
discretion in favour of the Registrars
of Companies to exempt their per-
sonal attendance before the Court. As
Registrars do not always have full
knowledge of the facts in a prosecu-
tion under the Companies Act but
have to rely on records maintained in
their offices and it is not possible for
them to be pregent personally in
every court within their extensive
jurisdiction, this amendment seeks to
provide that the persona] attendance
of the Registrar before the Court
trying an offence would not be neces-
sary unless the Court, for reasons to
be recorded in writing, requires his
personal attendance at the trial. This
will facilitate the conduct of prosecu-
tions 1n company cases.

The second category of amendments
to which I  have referred earlier,
namely, those of a procedura] or
clariticatory nature designed to
remove drafting defects and obscuri-
ties, represent by far the largest
number of amendments included in
the present Bill. These do not deal
with matters of any high importance
and 1 do not propuse to take the time
of the House in discussing this class
of amendments. { may, however,
state that it 13 proposed to accept
most of the recommendations of the
Committee in regard to such amend-
ments. The notes on clauses appended
to the Bill will explain their nature.

The third category of amendments
to which I have referred, comprises
those considered necessary for piug-
ging the loopholes and removing
lacunae in the the provisions of the
Act so as to secure better fulfilment
of the underlying purposes. I shall
now dea! with the more important of
such amendments.

Clause 3 of the Bill seeks to make
certain amendments to section 4 of
the Act and is based on the recom-
mendations of the Companies Act
Amendments Committee in para 34 of
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its report. To avoid discrimination a
private company registered in India
which 1s a subsidiary of a foreign pub-
lic company is now placed on a par
with an Indian private company
which 18 a subsidiary of a public
company registered i India. To avoid
any unnecessary hardship to a com-
pany in which there is no Indian
shareholding interests, only a private
company registered in India which is
a wholly owned subsidiary of a pub-
lic company incorporated outside
India is sought to be exempted.

Since under the pattern of the
Indian Companies Act, unlike the
provisions 1n the United Xingdom
Companies Act, even companies in
which the bulk of the shareholding is
by other corporate bodies and not by
bona fide private mdivaduals, are
treated as private companies, 1t was
felt that all private companies were
not really private in the true sense
of this word. A corollary of this view
1s that there should be some reason-
able control over the conversion of
public companies 1nto private com-
panies, so called under our Indian
law. By an amendment of section 31
of the Act clause 11 of the Bill
attempts to lay down that in future
any conversion of a public company
into a private company would require
the prior approval of Government. It
1s considered desirable to subject any
proposal for such conversion to Gov-
crnment’s scrutiny so as to ensure
that the conversion is not resorted to
merely with the object of evading the
restrictions placed on the management
of public companies.

Similarly, another important recom-
mendation of the Committee contained
in paragraph 23 of its report is
intended to restrict the privileges and
immunities of private companies
which are private only in form but
are really owned by the public Clause
15 implements this recommendation
with slight modification. It provides
that where not less than 25 per cent
of the paid up share capital of a
private company is held by one or
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more bodies corporate such private
company shall in future be treated as
a public company for purposes of the
Act

It also indicates the steps that
should be taken by such a company
m regard to the changing of its
name and altering of its
articles. It 13, however, proposed to
exempt a private company which is
either a wholly-owned subsidiary of
another Indian private company or is
wholly owned by one or more foreign
companies from the operation of this
new psovision. The first exemption is
considered necessary in order to avoid
an obvious anomaly. The second
exemption 1s considered necessary in
order to avord any possible dis-
couragement to foreign participation
in 1ndustrial undertakings m India.

Clause 27 secks to make some
amendments to section 111 of the Act
dealing with appeals to the Central
Government agamnst a company’s
refusal to register a transfer or trans-
mission of shares or debentures The
proposed amendment 1s designed (1)
to empower the Government to pres-
cribe a fee for an appeal made under
this section, (1) to require the com-
pany {o disclose reasone {or refusmg
to transfer or transmit shares or
debentures even though its articles
authorises 1t not to disclose such
reasons, and (1) to enforce the
orders passed by the Central Govern-
ment 1n such appeals. It 1s hoped
that these amendments will make the
provisions of the section more effec-
tive

Clause 62 of the Bill implements the
recommendation of the Committee
contained 1n paragraph 86 of its
report. It 1ntends to give statutory
recognition to the prictice or prudent
company managements to provide for
depreciation before declaration of
dividends Opportunity has also been
taken to lay down that dividends
shall 1n future be distributed in cash.
This is intended to discourage the
practice of some comoanies which
authorise declaration of dividends in
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specie or pass on unmarketable shares
he d by them in other companies to
their shareholders as payments in lieu
of dividends.

Clauses 62 to 75 of the Bill are
based on the recommendations of the
Committee for strengthening the pro-
visions in the Act regarding accounts
and' audit. They provide in particular
for a proper period for preservation
of company books, fix the responsi-
bility for their due custody, enjoin
that the Board's report shall be fully
informative and up-to-date, require
even private companies to file profit
and loss accounts with the Registrar
and make effective provisions for
audit of branches.

On the subject of inspection and
investigation of the affairs of com-
panies it is proposed to make several
amendments in the relevant sections
of the Act on the lines suggested by
the Committee so as to remove the
defects and deficiencies of the present
provisions brought to light in the
course of working of the Act.

Clause 76 proposes certain amend-
ments to section 234 whith inter alia
empowers the Registrar in the case
specified to call for and inspect such
books of accounts or documents as
hc may consider necessary.

Clause 77 lays down that where the
Registrar has reason to believe that
documents, books and papers relating
to any company or its managing
agents or secretaries and treasurers or
their associates may be destroyed or
tampered with, he may obtain the
necessary authority from a first class
magistrate to enter the premises of
the company and seize such books and
papers.

Clauses 78 and 79 propose to amend
sections 239 and 240 of the Act so as
to enlarge the powers of inspectors to
enable them to examine the employees
of the companies concerned and
compel such companies to produce

books and papers to him through the
" processes of the court. Much on the
same as in the case of the Registrar,
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clause 80 seeks to empower the
inspector, with permigsion of a first
class magistrate, to enter the premises
of the company or companies under
his investigation and seize the books
and papers whenever it becomes
necessary to do so.

It is considered desirable that the
Central Government should also have
power to effect recovery of the cost
of an investigation instituted suo
motu or of the reports of Registrars
from the company or such other party
as it thinks fit. Clause 82 seeks to
make the necessary amendments in
section 245,

On the vexed question of the corne-
ring of shares the Committee has
made certain recommendations in para-
graphs 99 and 158 of its report with
the object of making it more difficu't
for unscrupulous persons to reap the
benefit of cornering. Clause 84 of the
Bill is largely based on the Commit-
tee's recommendation. It is provided
in this clause that when any transfer
of shares considered to be undesirable
in the public interest is about to take
place, the Central Government can
prohibit such transfer and where such
transfer has already taken p'ace it can
direct that the voting power in res-
pect of the shares shall not be exer-

" cised for a period not exceeding three

years.

In this context, mention may be
made of another amendment which,
it is hoped, will go some way towards
preventing undesirable cornering by
one company of shares in another
company. By clause 138 of the Bill
it is proposed to make some amend-
ments to section 372 of the Act
dealing with purchase by one com-
pany of shares of other companies in
the same group, not only to make
the intention behind this section
clearer and its provisions more
effective, but also to extend the prin-
ciple underlying it to all investments
by the company to which section 372
now applies in the shares of another
company, though the two companies
may not be in the same group. This
will help to counteract the growing
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evil of the misuse of company funds
for inter-company loans and invest-
ments which subserve no useful pur-
pose but merely facilitate the building
up of a bad or increased concentra-
tion of wealth and/or economic power
mn a few hands.

In regard to the dufficult problem
of the mnterlocking of company funds
as suggested by the Committee, it 18
proposed to amend section 870 and
close certain loopholes detected m the
course of the working of the Act
Clause 136 carries out the necessary
amendments

Clauses 102 and 108 seek to make
certain amendments in sections 292
and 298 of the Act dealing with the
exercise of powers by the Board of
Directors and restrictions thereon
Most of these amendments are on the
lines suggesed by the Commuttee and
are designed to liberalise the restric-
tions contamned in these sections

Hon Members may, however, like
to have their attention drawn to the
amendments proposed to be made m
sub-section (1) (b) of section 293 and
the new sub-sectiong (6) and (7) pro-
posed to be mserted in the section,
which deal with a matter which has
been raised mn this House on more
than one occasion While considering
contributions sanctioned by the Board
of Directors of a company under this
provision, the Companies Act Amend-
ment Committee recommended that
every company should be requred to
disc'ose all donations made by 1its
directors in the year of account to
any political party giving particulars
of the amounts donated and the name
of the person or association or panty
to whom or to which such donations
are made The relevant part of clause
108 of the Bill implements the Com-
muttee's recommendation with the
amplfication that any domation made
for any political purpose to any
individual or body should also be dis-
closed and that these provisions
should be extended to all companies,

A large number of amendments,
though in the main of a clarificatory
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nature, are also calculated to plug
loopholes in the Act of which manag-
ing agents had taken advantage. Thus
clause 59 puts an embargo on a com-
pany employing more than one type
of managerial personnel As the result
of the mmposition wof a celling on
managing agents’ remuneration pro-
wvided 1n section 348 of the present Act
and the other restrictions imposed by
sections 356 to 359 on their function-
ing as buying or sellng agents of
companies under their management,
soon after the commencement of the
new Act, some persons gave up their
managing agenclies and got them-
selves appomnted as managing direc-
tors 1n order to enable themselves or
their erstwhile associates to be
appointed as sole selling agents of the
same companles on more advan-
tageous terms of remuneration The
amendments proposed 1n clause 104
are designed to regulate the appoint-
ment of former managing agents or
their associates as sole selling agents
for the same companies It 1s also
proposed, on the lines of the Com-
mittee’s recommendation, to lay down
that no sole selling agent should be
appointed 1n future in such industries
as may be notified by Government
except with Government's approval

Clause 124 seeks to insert a new
section providing that no company
shall appomt or employ as 1its
managing agent another body cor-
porate which 1s itself a subsidiary of
another body corporate This provi-
sion has been considered necessary,
since ordinarily a subsidiary 1s under
the control of its holding company
and possesses no initiative and free-
dom mn any important matter of policy
such as 18 obviously required of a
company which sets out to act as the
managing agent of another company
So far as the existing managing
agents, which are subsidiacries of other
companies, are concerned, it 18 pre-
posed by clause 127 amending section
346 to take power to regulate also
any changes 1 the constitution of the
body corporate which is the holding
company of the managing agency
company.
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Another important change which 1s
proposed to be made in regard to the
managerial personnel of a company 18
that dealt with in clause 80 which
inter alia seeks to provide a definition
of the term ‘remuneration’ in relation
to the various sections dealmg with
remuneration payable to officers 1n
charge of management (viz. sections
309, 310, 311, 348, 352, 381 and 387)
This definition, together with a pro-
vision for amending Schedule VI
sought to be made by clause 211(b)
(i1), requiring the full disclosure of
managerial remuneration ncluding
commussions or other benefits, would
fill a gap in the scheme of the Act
The new sub-section to section 363
included 1n clause 134 by prohibiting
waiver by the company of amounts
overdrawn as remuneration by mana-
ging agents plugs a loophole Two
other amendments, viz, those coni-
amned in clauses 125 and 126, concern-
ing managing agents are designed to
clarify that resignation of office by a
managing agent would not absolve
him from the lhability of his acts of
commission or omussion during his
managmng agency and to prevent
evasion of restrictions on transfer of
his office without the approval of the
Central Government, for instance by
giving an 1rrevocable power of
attorney to third parties after reser-
ving a portion of the profits

I would also invite attention to a
number of changes in the provision of
the Act regarding hquidation Brief-
ly they are calculated to enlarge
the scope of courts in dealing with
hqwdation applications (vide sections
446,456 and 477), to gave locus stands
to the Registrars to approach the courts
m regard to removal or taking action
agamnst Liquidators in all clauses of
lhiquidation so as to make the control
sought to be assumed by Government
under section 463 more effective; to
make the provisions regardmg rende-
ring of accounts by liquidators even
m cases of voluntary winding up
more strict (vde clauses 178 and 184);
and, finally, strengthening the provi-
sions for avoiding frsudulent prefe-
rences generally on the lines of insol-
vency law—clause 180.
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Experience has shown that in
spite of repeated warnings, companies
often fail to submit documents in time
or delay their submussion inordinately
Prosecution for this defauit does not
necessarily secure the desired result.
On the lines suggested by the Com-
mittee, clause 189 seeks to authorise
the Registrars to accept documents
filed outside the prescribed time-limit
on payment of the prescribed fee to-
gether with a penal fee If the
House accepts the proposed amend-
ment, 1t 1s intended that comprehen-
sive administrative instructions will
be 1ssued to the field officers on this
subject laying down a graduated scale
of the penal fee.

Clauses 198 and 200 of the Bill
implement two other recommenda-
tions of the Amendment Committee,
which would go a long way towards
ensuring the effective admnistra-
tion of the Act Several sections of
the Act impose specific duties on com-
pany managements without laying
down any sanctions. To ensure due
compliance with such provisions of
the Act and to strengthen the mach-
inery for its enforcement, it is propo-
sed to lay down (mnde clause 198) a
general provision which  would
render contravention of or deliberate
default in complying with any of s
provisions, for which no  separate
penalty has been preseribed, punish-
able as an offence. Instead of de-
pending on the State Government
prosecutors who are generally very
busy officers, it 1s considered desir-
able that the Central Government
should be able to appomnt its own
officers for the conduct of prosecu-
tions arising out of the Act and also
assume powers to direct or authorise
any person to prefer an appeal from
an order of acquittal passed by a
court of law Clause 200 makes a pro-
vision on these lines,

Within the limited time at my dis-
posal, it has not been possible for
me to deal with the provisions of the
Bill 1n greater detail, though some of
the other amendments are also of
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some importance and I would have
very much 1ked to touch on them
aiso I have no doubt, however, that
the Joint Committee would consider
each of the proposed amendments
very carefully and,6 suggest such
modafications to them as may appear
to be necessary.

Mr. Speaker: Motion moved:

“That the Bill further to amend
the Companies Act, 1956, be refer-
red to a Joint Committee of the
Houses consicting of 45 members,
30 from this House, namely —Sar-
dar Hukam Singh, Shri H C Heda,
Sh.1 Setyendra Narayan Sinha,
Pand t Dwarka Nath Tiwary, Shn
Shivaram Rango Rane, Shri Radhe-
lal Vyas, Shn N R M Swamy,
Shr1 P T Thanu PiLas, Shn M
Shankaraiya, Shr1 Jaganatha Rao,
Shr1 Ant Singh  Sarhadi;, Shn
Radheshyam Ramkumar Morarka,
Shri G D Somani, Shri1 Feroze
Gandh, Shr1 C D Pande, Shr1 Mul-
chand Dube, Shr1 Rohanlal Chatur-
vedi, Shr1 Arun Chandra Guha,
Shrimati Sucheta Kripalani, Shr
Narendrabha: Nathwan: Shr1 K T
K Tangamani Shr; S Easwara
Iyer, Shri M R Masan, Shri
Yadav Narayan Jadhav, Shr1 Tri-
dib Kumar Chaudhuri, Shr1 Suren-
dra Mahanty, Shri G K Manay,
Shr1 Naushir Bharucha, Shri Lal
Bahadur Shastr; and Shr1 Kanungo
and 15 members from Rajya Sabha,

that in order to constitute a sit-
ting of the Jomt Committee the
quorum shall be one-third of the
total number of members of the
Jo nt Comnu‘tee,

that the Committee chall make a
report to this House by the last day
of the first week of the next ses-
si0n;

that in other respects the Rules
of Procedure of this House rel-ting
to Parliamentary Committees will
apply with such varlations 2nd
modifications as the Speaker may
make, and
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that this House recommends to
Rajya Sabha that Rajya Sabha do
join the said Jont Commuttee and
communicate to this House the
names of members to be appointed
by Rajya Sabha to the Jomt Com-
mittee ”

Shri Tangamani (Madurai): I re-
quest that copies of the hon. Minis-
ter's speech may be circulated to hon
Members

Mr. Speaker: For what purpose?
Today we are finiching it

Shri Kanungo: We will do it. Is it
your desire that it shouid be distri-
buted to the Members of the Jomnt
Committee or to all the Members of
the House?

Mr. Speaker: It will be arculated
to the Members of the Jomnt Com-
mittee If any other hon Member
wants a copy, he can have it from
the Notice Office.

Shri H. N Mukerjee (Calcutta—
Central) Mr Speaker, Sir, this Bil
1s gong to a Jomnt Committee and
therefore. it 1s necessary for me at
the present stage to refer only to cer-
tain matters of general interest and
to express the hope that the Joimnt
Committee will go into the provi-
siong of this measure with the care
which 1s naturally expected of it
We had m 1955-56 a voluminous Act,
which was described to us as the
biggest ever in the history of legis-
lation in this country, with 658 sec-
tions and 12 Schedules We have now
got the present Bill which has as
many as 212 clauses

I remember how it was sought to
be pointed out when the Act of 1956
was being discussed that there were
many gaping lacunae in the measure
in spite of the claam that 1t was
massive and comprehensive The fact
that in 1957 the Shastri Commuittee
had to be appointed and the fact
again that early m 1959 the Minister
has to come before the House with
another massive measure ndicate
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that there is something wrong with
our ‘“comprehensive” approaches so
tar,

1, therefore, welcome this Bill in so
far ag it is an effort to rectity the
defects. But I feel that the very fact
of the Minister having to come before
Parliament after a very comprehen-
sive piece of legislation—I know he
had to come before Parliament
because many difficulties cropped up
—but that very fact suggests that
there are basic maladies which have
to be treated radically. But I am
afraid that in this measure that radi-
cal treatment of barsic maladies is
still absent

I should hike first of all to refer to
the fact that Chapter 3 of the 1956
Act, which relates to the manag ng
agencies 18 being sought to be amend-
ed not in essentials, not m a radical
way but only in so far as certain in-
essentials are concerned I remem-
ber very distinctly that when the
Companies Bill was before Parlia-
ment last time, 1t was the managing
agency system which was described
by speakers from all sides of the
House as the villain of the piece. 1
do not mean to suggest that all
managing agents were or are villains.
Far from it. But the whole system
was rotten and that was the 1idea
which was expressed by all kinds of
people, I remember in particular

Mr. Speaker: The hon. Member
will please speak a little louder. Hon
Members, who are sitting towards
the end, are not able to hear him

The Minister of Commerce axd In-
dustry (Shri Lal Bahadur Shastrl):
It is not possible for me also to hear
him

Mr. Speaker: He can come to the
front.

3

Shri H N. Mukerjee...men from
the Congress Party, like Shr1 Gadgil
had expressed the hope that even
before......
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Mr, Speaker: He can come to the
front bench.

Shri H. N. Mukerjee: I think my
voice 18 loud enough.

The Miniter of Parllamentary
Affairs (Shri Satya Narayan Sinha):
Fortunately, today 1t is subdued.

Shri H. N. Mukerjee: I will speak
as loudly as possible.

Mr, Speaker: I would aske for in-
creasing the volume of sound n the
House also.

Shri H. N. Mukerjee: I remember
distinctly that Shri Gadgil of the
Congress Party had expressed the
hope that the managing agency sys-
tem should go altogether even before
1960, which was the target date more
or less tentatively suggested in the
course of the discussion on the Bill
But 1 fear that far from go'ng the
managing agency system has been
given very much more than a breath-
ing time The hon. Minister of Com-
merce and Industry, Shri Shestri, had
told us in Parhament at the conclu-
sion of the debate on the Demands of
the Commerce and Industry Ministry
that the renewal of managing agency
agreements after 1960 would be con-
sidered on their merits and while
considering the question of renewal
1t would be necessary to consider a
shorter period of reappointment :ns-
tead of the full term of ten years in
every case. He also told us that the
remuneration of managing agents
need not necessarily be the maxi-
mum of ten per cent of net profits in
every case. We welcomed that an-
nouncement when he made 1t in this
House, but in the meantime, since
August 15, 1958, quite a number of
fresh managing agency coniracts
have been proposed to share-holders
or concluded for the full term of ten
years and at fully ten per cent of the
net profits. Now this indicates that
Government has not got a very ciear
idea as to what it should like to do.

In regard to the desirability of
having less than ten per cent of the
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net profits as the apportionment of
the managing agents I feel that there
ought to have been some provision
in thus amending Bill If it is felt by
the Government that this maximum
of ten per cent being provided 1s
ucually taken advantage of by all
managing agencies. all and sundry, f
it 18 the desire bf the Government to
see to it that the maximum is given
only in exceptional cases, then sure-
ly some kind of a provision perhaps
should have been made. I think the
Joint Committee might give some
thought to this matter.

I know also and the Mimstry knows
it very well; we were given a re-
port on the working and admimistra-
tion of the Companies Act where a
number of abuses, which had bzen
noticed by the Admimstration, were
given prominence. So, i1t ought to be
very well known to Government that
the Company Law  Administration
that the 1956 Act had devised was
intended mainly to curb the powers
of managng agents, but 1t had only
a very partial success. It enforced
greater publicity and drove the
sbuses of corporate management
underground and they took recourse
to subterfuges of different descrip-
tions. Now what is necessary I feel
is that these loopholes should be
plugged properly and the trouble
is that 1n the meantime a fairly
large number of managing agents
have resigned and have become sell-
ing agents, which in many cases is
highly remunerative. It 1s perhaps
always impossible to regulate. I know
that in this amending Bill there is a
provision that there should be no sole
selling agents without Government
approval. Now, this 18 in clause 104.
I feel that this is not good enough. In
the first place Government approval
might be wangled by people who are
influential with Government. In the
second place no sole selling agents
can be appointed, that is to say, more

, than one sole selling agents might be
appointed. This is an occasion for
loopholes to creep in. I do hope that
something is done in order to plug
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this particular loophole about selling
agents because this 18 a provision of
which, I am sure, the managing
agents—the leading elements among
the managing agents—are going to
take advantage.

I know also that the hon. Minister
18 very well aware of these deficien-
cies, but I fear that Government has
not any very clear idea of the system
which should replace the managing
agency system, That 18 why they are
not ready to abolish the managing
agency system altogether. Now it
may be that there are risks attend-
ant upon the adoption of other
systems but I wish the hon Mimster
as well as the Joint Committee try to
examine the question of such develop-
ments as inter-company investments
and indirect mnterlocking which, 1
am told, 1s gomng on exceedingly well,
as far as big money 1nterests arc
concerned. So, as far as that goes, }
do wish that the hon Mmister and
the Joint Committee apply their mind
very carefully to these matters

We notice that since the 1956 Act
nearly all the leading houses have
multiplied the number of ther
managing agency concerns to avoid
the legal limitation of ten companies
under the same managing agents.
Now this 1s a matter which has also
got to be tackled Under different
names, under subterfuges of different
descriptions—and if the new com-
panies which are managed ostensibly
by directors come into the picture
and sometimes you cannot identify
as to who these people are—the
boards may be packed as they occa-
sionally are with courtesy directors
or nominees who are really puppets,
who are satellites, who are indivi-
duals who might have a certain pos:-
tio in society. But that i1s sought
to be exploited by the holders of big
money because it 13 through these
people, who wear a mask on behalf
of the real controlling interests and
who might be put on the boards of
directors that such things are done.
This is a way of evading the law,
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essentially speaking, which also has
got to be plugged. I do hope the
hon Minister and the Jomt Com-
mittee will apply their mind to this
particular aspect of the matter also

In regard to the Company Law
Administration, I feel also that very
serious defaults have taken place
On this point, serious ohservations
have been made in their comments
by our newspapers I am  quoting
now from the comments, which were
made, though some time ago, that is,
on December 28, 1957, by the Com-
mercial Editor of the Hindusthan
Standard At that time 1t will be
recalled that the exploits of the
Mundhra group of companies were
very much in the picture At that
time the Commercial Editor wrote —

“The Mundhra group of com-
pantes turned these provisions ”

Provisions, specially of section 166
and section 210 of the Companies Act

“The Mundhra group of com-
panies turned these provisions of
the Act into a mockery Many a
fifteen months has elapsed since
the last balance sheet of some of
the Mundhra companies was 1ssued
Not only that, in the case of Rich-
ardson and Cruddas the dividend
declared has not yet been paid to
the shareholders although section
208 of the Act clearly lays down
that dividends declared by the
company must be paid within
three months Penalty for wiola-
tion—seven days simple imprison-
ment and fine”

Now, the point of this was that the
Regional Directorate of the Company
Law Adminstration did not move
quickly enough  This matter has
formed the subject matter of investi-
gation later on, but the Mundhras
were not the only exception The
number of such recalcitrant com-
panies was legion The Commercial
Editor of the Hindusthan Standard
made this further comment —

“In another instance a particular
company has not 1issued any balance
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sheet since 1952 and meanwhile its
funds are being mismanaged anu
misused for the purchase of
directors’ residence and so on and
so forth”

The complaint 15 made on sevcral
occasions by the Commercial Editor
of this newspaper that letters written
to the Regional Directorate of the
Company Law Administration are
not responded to—not even an
acknowledgment 18 sent

18 hrs.

1 know things improved a  bttle
after the Mundhra phenomena came
into the picture and it was elicited
by a Question in Parliament on  the
24th February last year—Starred
Question 444—that 1n 1956-57 the
Company Law Admunistration laun-
ched 572 prosecutions, while during
the nine months from the 1st of April
1957 to the 31st December 1957 there
were 760 prosecutions So, naturally
I must concede there was some im-
provement But, as a matter of fact,
considering the gravity of the prob-
lem and the number of instances of
mismanagement, which were cropp-
g up, the work of the Company
Law Administration, I fear, was not
good enough and this 18 a matter to
which, I feel, the Minister 1n parti-
cular should give special attention

These big groups continue to func-
tion 1n our country There 1s the
Birla Group, for example It was
told m answer to an Unstarred
Question—No 1080 on the 10th March
1958—that the three Birla Managing
Agency Companies managed and
controlled fifty companies of which
twenty were subsidiaries, anq ac-
cording to the latest annual accounts
their annual turn-over came to more
than Rs 82 crores These companies
do tremendous transactions and the
way they do these transactions and
cheat the country’s exchequer of in-
come-tax and sales tax and other
things are sometimes exposed

Everybody has heard of the three
books the Mystery of Birla House—-
two volumes, and T T K and Birla
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House. 1 know there books are mnot
even permitted to be sold openly in
the market Newspapers do not ac-
cept advertisements of these books. I
have told the Prime Minister about
it; I have wrntten to him; he knows
about it. He told me he could not
do anything about the sale of these
books if there are certain interests
which prevent the open sale of this
kind of book. I remember once
having quoted 1n this House an
observa‘ion by foreign commentators
that if this kind of book was pub-
lished elsewhere, either the firm
whch is being maligned allegedly
would come forward and sue the
writer m a court of law or Govern-
ment would step 1n apd do something
about it. But nothing of the co1t is
being done on account 1t s alleged
of pohtical influences possessed by
certain houses,

This 1s the sort of thing wh ch goes
on. I cannot vouch for the accuracy
of all that is said here or anywhere
else, unless I have personal informa-
tion myself, which I have not But
I ray this kind of thing, this kind of
information, 1s sought to bhe with-
held from the publc gaze ang the
Government 1s also preven‘ed from
taking steps which are necessiry to
see that the country’s exchcoumr 1¢
not cheated of its dues by the activi-
ties of certain financial intere:ts
operating in thie way,

I have noticed in this ameoendng
Bill a certain attitude of softnes,
towards foreign companies which I
recall are doing very well 1n our
country The flow of foreign busi-
ness 1nvestment in this countrv has
increased very s gnificantly. In Jume
1948 it was Rs. 288 crores; 1n
December 1953 1t was Rs 419 3
crores; 1n 19565 it was Rs 480 64
crores and I am sure since then the
volume of foreign business invest-
ment has grown I was reading 1n
the Reserve Bank of India Bulletin
lately that the return of investments
on foreign companies 15 somewhat
higher than the corresponding return
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of Indian Jownt stock compantes. And
these foreign companies are stil
allowed to carry on their activities
with impunity in so far as the in-
terests of the Indian rhareholders,
wherever Indian shareholders are
permitted to be there, are roncerned.

I have just got some information
which again has got to be investigat-
ed into with regard to the Dunlop
Rubber Company, which I am told
has got as one of its Ind an Directors,
as one of 1ts ‘mask’ directors, a dis-
tinguished gentleman. who was at
one time an Ambassador of our coun-
try and he is paid according to the
information I have got a fairly large
sum of money and 1S given & car In
Delhi and he operates only n Delhi,
while the Dunlop Rubber Company
has 1t headquarters nearabout
Calcutta And this takes placd
becauce they get this kind of cover
And there are Indian  shareholders
who are hardly in a position to make
their voice heard or presence felt,
because they bring peop'e from
overseas by all kinds of subicrfuges
and put them on ther Board of
Directors. I am ready to send on
this information I have got to  thc
Minister and wish something 1 done
m regard to these foreign compunies
who appear top treat our country as
dumping ground for their own c¢xecu-~
tives and who appear to continue to
enjoy more facihities than they had
even at the time when they  were
masters of India

My hon friend Shr1 Kanungo has
referred 1n his speech to the change
suggested 1n this dmending Bill 1n re-
gard to the point of contribution of
the companie to the politica) parties
And clause 103 1s now lay ng down
that donations to political parties,
subject to the amplificatian that any
donation made for political purposes
to any individual or body snould alse
be disclosed and the provisien s
extended to all compan es.

Now, Sir, I feel that this is not
good enough. In thir House as well
as in the other House, non-official
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Bills have been sought to be intro-
duced—my hon., Iriend Shn Bharu-

i heerl it was sought to be
the statute-book that com-
should not be permitted to
make their contributions to political

es. This was in pursuance of
certain judgments pronounced in the
Calcutta High Court as well as in the
Bombay High Court and at least in
one of those judgments it was said
very clearly that from the political or
the ethical points of view, it is cora--
pletely undesirable for people who
are in control of large sums of money,
especially of public money in the
shape of shareholders’ money to con-
tribute to the funds of political par-
ties, because if they do naturally
being human they expect perhaps
some kind of quid pro quo

e

I remember how the Tata Iron and
Steel Company when their report
was published, disclosed that in 1957,
the year of the General Elections,
they had paid Rs. 10,30,000 to the
coffers of the Congress Party:
Rs. 6,00,000 to the All Inca Congress
Committee; Rs. 3,30,000 to the Bihar
Pradesh Congress Committee and
Rs. 1,00,000 to the Orissa Pradesh
Congress Committee, This was open-
ly disclosed. Now disclosure 1s not
enough. I say this because corvorate
income controlled by big money,
apart from what they choose to pay
as ndividuals, should not be avail-
able as political contributions Those
who are leaders of big money inter-
ests can very well contribute to
whichever political party they wish
to as individual shareholders. That
15 a different matter. But these cor-
porate assets which are in the con-
trol of a very few individuals,—what-
ever the ramifications of the Com-
Panies Act it cannot control every-
thing a8 far as these companies are
concerned, should not be at the dis-
posal of people who might like to
trade in them for purposes of politi-
cal advancement.

This 13 a point which I need not
iabour because so many things have
been said about it earlier But I feel
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the Joint Committee should try and
give more attention to this matter
and look up the proceedings in this
House as well as in the other House
regarding the non-official demand to
abolish the very idea of Companies’
contribution to political parties and
then come to a mature judgment
which we shall be later in a position
to examine in this House.

I feel, therefore, that there are
many lacunae in this Act and they
have to be looked into and a lot more
carefully than has been done so far.

I only wapt to refer to another
point and with that I shall try to
conclude. That 1s the myth which is
sedulously circulated that there is
hardly any such thing as big busi-
ness in our country, that small
shareholders abound everywhere and
therefore we should not talk about
this big money interest and all the
rest of it. I remember having been
told at some time that nearly half the
Tata Iron and Steel Company’s share-s
holders had holdings of less than one
thousand rupees each. This kind of
argument 1s flung in our fact to show
that very small people are concerned
In these companies and therefore we
should treat them in a very lenient
fashion Sir, I have every sympathy
with the small shareholder whose in-
terests generally go by the wall. But
even so, taking the overall interests of
the country 1 should say that these
shareholders comprise a very infinite-
simal proportion of our population.
Even in America, I was looking up
some literature on the subject and 1
found that an American sociologist,
Wright Mills, has estimated that 98-8
per cent of all the American workers
do not own any shares. More than 80
per cent of the American population
own on shares at all. And I tried to
make some very rough calculation, and
that is this,. We have about forty
crores in our country. I do not think
the total number of shareholders
would come to more than 4,00,000
which is about '1 per cent—it might be
a lttle more or & little less, but it is
notverymuchmoreurlupthmlpc
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«gent. There is talk about the interest

« of the small lharehold:r I have evg
Aympathy with it, but too m
should not be made of it. Actually,
these small shareholders are more or
fess victimised by the other people,
the bigger people who control every-
thing as far as the set-up of the com-
pany is concerned. And therefore I
feel that this argument regarding
small shareholders being in a majority
in our country should not be brought
forward in order to have very lenient
treatment as far as thes administra-
tion of companies is concerned. On
the contrary, we have to have very
strong, strict contro] of the adminis-
tration and in regard to such things as
the managing agency system.

I would say again that the desire
of the country, the desire of the
House as far ag we could ascertain it

time was that as soon as ever it
posgible we should do away with
the managing agency system altoge-
ther. But Government does not seem
to have given a thought to it, because
‘Government does not know what
alternative apparatus can or ought to
be put up in the place of the manag-
fng agency system. And therefore
t is trying to control the

selling agency business and so on
and so forth. But that is by no means
sufficient, and therefore, I do wish
more thought is given to it. Anyhow,
it is a very impertcct world, and the
Government lacks courage and the im-
aginative approach which alone can
bring nearer a soclalist pattern of
sSociety. And therefore, we cannot
expect a real basic, radical measure.

In so far as this measure seeks to
veetify  certain  defects it s
certainly welcome., But I do wish
had gone a great deal farther than

hag done 50 far. And that is why
sy that the Joint Committee should
take its job & little more seriously
-and produce something which would
be & very much changed edition of the
amending Bfll which the Minister has
Just propounded,

ad - 24
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Mr. Speaker: Shri Damani. I will

« call Shri Jhunjhunwala next and then

Shri Bhattacharyya and Shri Barman,
one after the other. Hon, Membérs
may take fifteen minutes each.

Shri Damani (Jalore): Sir, the
Company Law Amendment Bill, 1950
has chiefly been based on the recom-
méndations made by the Sastri Com-
mittee, There are many important
amendments proposed in the Bill.
Some are for clarifying and for re-
moving the defects in the parent Act;
some are for removing the difficulties
in the parent Act; and some are for
tightening up the Company Law.

In doing so it would be observed
that the Companies Act has become
Mmore difficult with respect to some
clauses. Therefore I would like to
suggest that the Joint Committee
should consider some of the clauses
which will create more difficulties in
the way of the smooth working of
companies.

It we go through the 210 amend-
ments proposed in the Bill, we can
See two points there: one, distrust
of the management and, second, more
emphasis has been paid on safeguard-~
ing the interests of shareholders,

As regards safeguarding the in-
terests of shareholders, there would
be no two opinions. It is the duty
of the management ag well as the
Government to do the utmost to safe-
guard the interests of the share-
holders. But we have, while doing
this duty, " to keep in mind that we
do not make these laws so difficult
that the smooth running of the com-
Panies becomeg difficult.

We should also keep in ming that
the growth of the corporate enterprise
is not checked, because the corporate
sector has done much to develop the
industries in this country, an@ we
should provide for suficient smooth-
negs in the law that it cap develop.
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1 feel the Joint Committee should
consider all this, particularly, how far
it will affect the smooth working of
companies, how far it will affect the
development of busginess in corporate
enterprise, how far it will encourage
formation of companies, how far it
will safeguard and protect the inter-
ests of shareholders, and how far it
will contribute to the country’s all-
round development programmes.
These are factors to which more im-
portance should be given, and they
are vital matters, so that the progress
of the corporate sector is not with-
held due to difficult laws.

Clause 15 proposes to insert a new
section, 48A, which says that privatc
companies which employ public
money up {o an appreciable extent,
that is, in which shares up to 25 per
cent of the paid-up capital are held
by public or private companies, will
be treated as public companies. If 25
per cent of the shares is held by a
private company, then it will be treat-
ed as a private company. But if in
that 25 per cent, 23 per cent is held
by a private company and 2 per cent
is held by a public company (making
it 25 per cent), in that case that
private company turns itself into &
public company. That will create
difficulties, because a small fraction
will turn a private company into a
public company. 1 therefore want to
suggest that a proper percentage of the
capital held by a public company in
the private company should be men-
tioned, 30 that, according to that per-
centage, if the capital is being held
by a public company, in that case it
can be taken as a public compsny. It
should not be that the combined
capital of the private company and
the public company makes a private
company into a public company.

In regard to the conversion of pub-
lic companies into private companies,
it is proposed that the sanction of the
Central Government will be necessary
for the conversion of a public com-
bany into a private company. If we
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look into the Second Report on the
working and administration of the
Companies Act, 1856, for 1057-38, we
will find that conversion during that
year was 54, as against 227 in 19856-57.
Further, the fact is that a number of
companies that were so converted
were originally private companies,
most of them, or were de facto pri-
vate companies. Subsequently they
changed, due to the strict restrictions
imposed on the public companies, Now
we have tightened up the restrictions
on the private companies also. There-
fore, I do not think it necessary that
Government sanction ‘should be re-
quired for such conversion of public
company into a private company, be-
cause, most of the rules are similar,
and the rules that are applied to pri-
vate companies are those which are
applied to public companies and in
the past, very few companies had
done like this, I think the Joint
Committee will go into this question.

I want to say & few words about
the powers given 0 the Registrar.
Under the proposed amendments, the
Registrar has been given wide powers.
Clause 64 empowers the Registrar to
inspect books of companies for eight
years which shall have to be preserv-
ed. I do not think such wide powers
should be given to the Registrar. Be-
cause, when the account books of the
company are audited by the auditors
and then, the Income-tax department
and other tax authorities examine
them and make assessments, after all
these inspections and assessments to
require that the account books should
be maintained for a long period of 8
years, 1 think, is not justifiable. I
think some suitable adjustment is
necessary, Otherwise, it will create
many difficulties and harassment to
the companies.

it
« The Raqgistrar has also been em-
powered to call for any books of
accounts he might require in connec-
tion with a comphint lodged before
him and seize the documents, books,
papers with the previous permission
of a magistrate, This power and au-
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thority is capable of being misused.
1 think the Joint Committee will also
go into this matter and see that some
more leniency is shown.

In the case of investigation hy a
Registrar, the expenses incurred by
the Registrar are to be recovéred from
the company whether the complaints
against the company are proved or
not, and these expenses can be reco-

vered as arrears of land revenue. I.

think that such drastic measures will
credte more harassment in the cor-
porate sector. The expenses incurred
by the Registrar can only be recover-
ed if they find some defects in the
books, papers and documents. In that
case, the expenses can be recovered.
It they do not find sanything, why
should the companies asked to pay
the expenses? This should be consi-
dered; 1 hoped thé Joint Committee
will consider this aspect.

Regarding managing agency, many
rules and regulations have been
made and many laws have
been  tightened. Also regard.
ing managing agency commis-
sions, some elterations and suggestions
have been made. Beyond that, I
think the Government hag not taken
into consideration the most important
thing and if they had taken that into
consideration, that would avoid much
of the difficulties. I want to suggest
that a maximum limit of investment
of the managing agency in the con-
cern they manage should be fixed. In
a concern that a managing agency
manages, what should be their capital
investment in that concern: that
should be clarified. 1f it is clarified,
many of the provisions will be not
required, because, his own invest-
ment will be there and in
that case, he will try to safeguard his
investment to the best of his ability
and that would help in many ways.
1 think "the Government and the hon.
Minister will consider this suggestion
that a minim or maximum limit
for such investment should be pro-
vided.
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An Hon, Member: Maximum?

Shri Damani: I mean minimum
limit,

*One amendment regarding loans to
managing agents and their assoclates
is contained in clause 135. Here, you
find the word ‘4ndirectly’. In this
connection, I would submit that this
word ‘indirectly’ should be clarified.
Because, it is capable of being stret-
ched by imagination. From this, many
kinds of difficulties would arise.
Therefore, I suggest that an explana-
tion should be added as to how far
this word ‘indirectly’ shall be stre-
ched.

13.28 hrs.
[Mg. DrruTy-SPEAKER in the Chair]

One thing we have to keep in mirnd,
In business, money circulation is the
most important thing. If, for the sake
of the benefit of the concern, some
advances are made to associate con-
cerns, for devclopmnt of busiress,
such strict rules and regulations
should not be framed because, busi-
ness is business and everything can-
not be done by law. We must consi-
der the genuineness of the manage-
ment, the persons who are handling
the concerns.

One thing 1s surprising about the
appointment of a manager, One
amendment has been made in clause
147 which seeks to make the appoint-
ment of the manager subject to the
Government approval. This is a most
amazing smendment. Managers are
appointed. According to this,
the managers are placed on an equal
basis with the managing director or
whale-time director. I think the
managers are only to help the manag-
ing directors or managing agents or
whole-time directors. If the work of
the managers is not liked by the
managing directors, they can be re-
pluced, or the managers can quit their
office and join other concerns. There
{3 no law for that. In that case, te
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ask for the permission of Government
or approvil will be difficult. I do not
think it is going to help, It will create
#o many difficulties, Therefare, I re-
quest that this should be considered
and I hope the Joint Committee wili
consider this suggestion. very seriously,
Otherwise, it is going to affect very
hardly

Regarding Board meetings, I think
this provision tightens the present
section 285 and further sanction for
exemption from the Central Govern-
ment may cause delay. In view of
the tightening of the definition of
private companiegs and considering
that true private companies are no-
thing but glorified partnerships orv
faxaily eoneerns, (o ek them 40 haxe
compulsory board mecetings at certain
intervals will be very bard. If they
have not got any business, why should
they be asked to hold a board meeting
and incur unnecessary expenditure?
Therefore, I guggest that power should
be given to the Registrar so that he
can waive such rules and instead of
asking the Government, the Registrar
can deal with such matters in case of
public companies.

It is proposed under clause 84 of
the amending Bill to render cornering
of shares by unscrupulous persons
more difficult, and Government are
seeking to take power in their own
hands to restrict voting rights relat-
ing to any transfer of shares, should
they consider such a step necessary
in the public interest. It is provided
that Government can direct that vot-
ing rights in respect of such shares
shall not be exercisable by the trans-
feree of those shares or any persons
claiming through them such right, for
such period as will not exceed three
years.

In this connection, I want to point
out that the relationship between the
shareholders and a company is volun-
tary., During the last two years, only
two or three applications were made
under sections 408 and 409. So, I
would say that sections 408 and 409
are quite sufficient to su?mrd the

interests of the company or of the
managing® agents. The proposed
amendment will only create difficul-
ties and will not be helpful either to
the shareholders or to the managihg
agents. Therefare, I suggest that this
matter should be considered carefully
and Some improvement should be
made:

Ian'x glad that opportunity has
been taken to proposed changes aim-
ed at overcoming difficulties exprei-

.enced by companies, and simplifying

other provisions so that they are
clearer and more helpful. The simpli-
fication of the definition of ‘managing
director’ will remove difficulties ex-
perienced by many companies, es-
peciauy banks.

In section 303 also, some most desir-
able changes have been made. Now,
only the company in which changes
in managerial personnel take place
need notify the registrar, and not the
other companies. That will avuid
unnecessary botheration and also dup-
lication.

Clguse 119 removes the hardships
under section 314, experienced by
directors who lost their directorship
if their relatives were appointed to an
office of profit for any petty salary
without special resolution. Up to a
salary of Rs. 500 p.m. such appoint-
ments Will not requi any special
resolution. This will cilitate the
working of the companies, and no
unnecessary difficulties will crop up
in the future.

By another provision in clause 128
it is proposed to plug important loop-
holes by means of which managing
agents could evade the restrictions as
to the limit of remuneration. This
is also desirable, and it will help the
shareholders and the companies.

Further, clause 62 makes a very
ortant amendment, and it says
that it shall be obligatory for the
company to provide for depreciation
before declaring dividends which shall
always be in cash. Normally spea-
king, this is a very sound one, since
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1t mnvolves only normal depreciation
end not accumulated depreciation as
provided under section 850 But in
sPecial cases there should be a saving
clause whereby under certain cfr-
cumstances this should be permitted

Lastly, I must add that thus 15 a
very important piece of legisiation
gnd must not be put through in great
haste I hope the Joint Committee
would consider all the pomnts thread-
bare and suggest suitable improve-
ments that may be necessary for the
development of the corporate sector
and for national industrial develop-
ment

Shri Jhunjhunwala (Bhagalpur)
As my hon friend Shri H N Mukerjee
has pomted out, only three years be-
fore, we had an Act of 658 sections
Now, we have before us another Bill,
which will, of course, be enacted of
about 212 clauses It 18 really sur-
prising how within a period of two
vears Government have found 1t
necessary to bring forward such a big
Bill again after finding so many loop-
holes 1n the working of the parent
Act

1 have gone through the Bill, and
1 find that there are many salutary
provisions There 1s a provision re-
garding the selling agency, which
says that one cannot get the sole
selling agency But have Govern.
ment reahised in what way this provi-
sion can be circumvented, and have
Government been able to check any
evasion 1n this regard in the past”?

Sir, this Bill reflects a great deal on
the administration If the administra-
tion had been all right, if the adminis.
tration had been properly tightened I
do not think there would have been
any necessity to bring forward such
a big Bill and in such a short time
Now that this Bill has been brought
forward, it means that the adminis-
tration has not been able to create
any impressmion on the wrong-doers
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The admumstration has totally failed
to create any impression on them
whereby they will be afraid of domng
any muschief On the other hang, I
find that the way in which the Act is
administered makes the wrong-doer
further emboldened to indulge in
more and more wrong and anti-social
activities I do not want to dilate on
this aspect I am just giving a hint,
and 1t 1s for the Joint Commuttee to
ponder over 1t and find out why it
has become necessary to bring forward
& big Bill of this nature It will be
more useful for the proper admins-
tration of the Act and for bringing
about a socialistic pattern of society,
to tighten the administration and find”
out the loopholes in the administra-
tion rather than to find out loopholes
m the law here and there If only
the administration can create an im-
pression on the wrong-doers and the
antl-social people induiging in anti-
social activities the administration can
do better

This Bill has two aspects One 1s
that wealth should not be concentrat-
¢d in a few hands Government with
the aid of this company law are trying
to check that and thereby bring about
a socialistic pattern of society I
would say that Government have
totally failed m thus I find that the
hon Minister 1s taking notes since 1
have said that Government have
totally failed, of course, he will re-
ply later on and sav that Govern-
ment have not failed that they have
prosecuted this person, that person
and so on and that so many other
things have been done But the crite-
rion or the test is what effect 1t has
produced, and actually into whose
pockets the money has accumulated

There were several provisions re-
garding selling agency But can
Government tell me whether they
have been successtul in checking any
malpractzces in  this regard in the
past?

Then, again, a defimtion of ‘rela-
tives’ has been given, and so many
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restiictions have been put on the ap-
pointment of relatives, the terms and
conditions of service of the relatives
and so on. But Government have
1o #ind out how these things have been
circumvented

There was one point which was
brought out very strongly last time,
and that was that there should be at
Jeast a representative of the minority
shareholders 1n the board of directors
©Of course, the voice of the majonty
will prevail and should prevail, I do
not say that it should not prevail At
the same time, I also believe in the
principle that there should not be
any interference 1n the management of
a company or & business firm The
moment there 1s undue interference,
unnecessary interference, the business
cannot run I believe in this prna-
ple But, 1n view of the way 1n which
the management 1s being carmed on
to the prejudice of society and to the
prejudice of the shareholders, 1t 1s
very necessary that there should be a
representative of the minority share-
‘holders on the Board of Directors, <o
that at least there will be a check
and they will be able to bring to the
notice of the Government the things
that are happening

There 1s a very salutary provision
which 1s being 1ntroduced in this Bill,
that m the annual report only the
speech of the Chairman of the Board
should not be advertised, but the other
discussions that take place at the an-
nudl general meeting should also find
a place

1 said just now that Government
should find out a way so that there
can be representation  for the muno
rity shareholders They should not
interfere to the prejudice of the work-
g of the compay, but certainly they
should put their point of view before
the Board of Directors, and their views
should be properly incorporated in
‘the proceedings, so that when the time
comes Government can see when the
company has done wrong, or the min-
ority shareholders
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I was referring to companies being
admunistered to the prejudice of
munonity shareholders or against the
mnterests of the socialist pattern of
society Many a time the company
law admunistration says that the
management has gone to the court, the
books are not shown to them, they are
not allowed to mnspect the books of the
subsidiary companies where there are
many loopholes, and that they can do
nothing I do not want to quote
mstances, but I have found one
gentleman saying “Whaf can I du,
when the people sitting 1n my depart-
ment in Bombav or Calcutta do not
even care to reply to my letters and
do not care to carry out my instruc-
tions?” Similarly, people 1n Bombay
say “What can we do?” We are domg
our best here We are putting in all
labour possible here but the people
sitting 1in Delh1 are simply bossing
over us and do not do the real thing”
That 15 the state of the admmstration

As 1 have said, there are many
salutary provisions brought into this
Bill, for instance regarding the issue
of duphcate certificates, giving divi-
dends within a prescribed period, n
cash providing for depreciation before
declaring dividend etc All these
things are there, but, as I have said,
unless the administration 1s tightened
up, and unless the companies &re
made to feel that they have to comply
with the law though you may have
an Act with thousands of sections, 1t
will not help the situation

I do not want to go into details
My hon friend, Shri Damani, was say-
mng that there 1s a provision for
recovering the money from the com-
panies, but I say there should be a
stricter provision There are several
sections under which if & company
does not supply the shareholders the -
required information or the required
documents, does not give them inspec-
tion within a particular time, does not -
even send them the dividend war~
rants, does not even send them notice
of a meeting, there are penalties of™
Rs 50 per day, Rs 100 per day o
Re 1,000 in a lumpsum as the case
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may be All these things are there,
but what is to be done for reallsing
them, for getting the companies pena-
lised for such wrongs?

A shareholder holding Rs. 10,000
worth of shares has to run ¢o
Bombay or Calcutta wherever the
Company’s registered office 18 and file
a petition there, if the company 18 1n
Bombay, saying that the company has
not supplied him the required infor-
mation or document, and that it should
be punished under the particular sec-
tion I would ask the hon Minister if
1t 1s possible for the shareholder to do
that, If he approaches the company
law administration, 1t does help him mn
some cases, but in cases particularly
where the shareholder is poor, they
say that he has got the right, and he
can go to court Is it possible for him
to go to court and get the company
fined” It 1s :mpossible ‘I would sug-
gest for the consideration of the Jomnt
Compttee that the Registrar or the
central administratien here should be
empowered to impose a fine and rea-
lise 1t from the company If the com-
pany or the managing agent has got
any grievance against the decision of
the Registrar, they can go to court and
say that they have been wrongly fined
If the court upsets the order, it 18 all
rght But my submssion 1s that the
shareholders should no be asked to go
to court to start with since they can-
not do 1t

There 18 a very beautiful provision
here Whatever wrong the managing
agent or an officer of the company
may do, the company’s funds are uti-
Iised for defending hum, if any share-
holder or the Government brings any
case against him The nterests of the
company in many cases are quite
different from those of the managing
agent. The interest of the company
is the interest of the shareholders
But there for defending a wrong-doer
you are utilimng the money of the
shareholders. Why? If a sharcholder
fights, he has to find money for him-
self The company does not come to
his help But here the other party,
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the M,A etc, 13 wasting the money of
the company and goes on fighting from
court to court up to the Supreme
Court. I would hke the Joint Com-
mittee to give 1ts thought to thus matter
properly and see that a company’s
fund 15 not utilised for that purpose
Prdvision should be made to the effuct
that if a particular person or manag-
g agent is found guilty and if it is
‘found that it was done not in the
mnterest of the company but for the
benefit of the managing agent, he
should be held responsible for it and
the company’s fund should not be ut:-
hised for that purpose These twe
points are very important and I can
say that if they are attended to, it
will help a great deal m better admin-
1istration and m bringing offenders to
book

I have already said that I do nét
want to dilate on the different clauses
at this juncture I shall do so when
the Bill comes back from the Joimnt
Committee But I have made some
general observations and I would
request the Joimnt Committee to find
out where the mistake hes, what is it
that has led Government to come with
such a long Bill again, whether the
defect lies 1n the admimstration or
somewhere else

‘With these words, I support the Bill
and the Motion for referring it to the
Jomnt Commuttee in the hope that they
will take note of the suggestions I
have made

Shri Aurobindo Ghosa] (Ulubena):
The Companies (Amendrhent) Bill 18
mamly drafted on the suggest:ons of
the Companies Act Amendment Com-
mittee under the chairmanship of Shri
Viswanatha Sastta  Out of 210 clauses
of this amending Bill, the majority
relate to procedural changes covering
a8 very wide range. The provisions
generally gqim at the prevention of
cornering of shares and inter-locking
of companies. The important gmend-
ments relate to ensuring a more effec-
tive regulation of the managing agency
system and enforcing effective com-
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pliance with the provisions of the
Companies Act by public and private
limited companies.

Previously due to bad drafting and
ambiguity in the use of words, inter-
pretation used to vary from ocourt to
court and the offenders also used to get
cover under this confusion. Public
companies used to be convested into
private companies in order to avoid
the restrictions and limitations impos-
ed on public companies. Duplicate
shares used to be issued unscrupulous-

iy. This has come out Very promi-

nently in the Mundhra case.

Now, I am glad to find that under
the provisions of the Bill, the approval
of the Central Government will be
necessary before this conversion. But
I would have been more glad if the
amendment suggested by the Com-
panies Act Amendment Committee
had been accepted in this Bill. I would
draw the attention of the Joint Com-
mittee to the recommendation of this
Committee on page 20 of their Report.
They suggest the inclusion of a pro-
viso to section 3(I) (iv) as under:

“Provided, however, that any
private company in which shares
to the extent of 25 per cent. or
more of the paid up capital are
held by one or more companies,
public or private, shall be deemed
to be a public company.”

It is provided that the permission of
the Central Government should be
obtained before conwverting a public
company into a private company, but
the specific amendment suggested by
this amending Committee has not
been accepted. I would like to draw
the attention of the Joint Committee
to this. More than 80 per cent. of the
capital of limited companies are held
by middle class people. Sometimes
dividends used to be given for
pampering the shareholders. Profits
used to be liquidated by the item of
depreciation, at the cost of share-
holders, Now, it j§ well that an obli-
Bation heg been imposed on the com-
Pany managements to provide f0r

depreciation before the declaration of
dividends. Further, dividends shall
have to be paid in cash instead of in
the shape of shares of other companies
owned by the management. In addi-~
tion, the date for payment of dividend .
has also been fixed. The practice of
deferr:ng the annual general meeting .
was generally resorted to by all sorts
of companies, big and small, on differ-
ent pleas. On this ground, several.
hundred cases were flled, as we find
from the Report of the Department of
Company Law Administration.

I am glad that in this Bill, the liabi-
lity of holding annual general meeting
has further been tightened. Another
prevalent vice relates to drawal of
remuneration in excess of the limits
prescribed by the directors. This has
been stopped by inserting provisions
for taking action.

As ;egards the system of managing
agency, I would have been more glad
if the system had been abolished. But
still, under this Bill the system has-
been tried to be modified or tightened.
The Bill debars a person holding the
office of managing director or a pub-
lic or private company from holding a-
similar office in another company
simultaneously. Managing agents -
have been stopped from charging any °
commission from the company under
their management on sales made to
it by other companies under their
managing agency. The appointment of
firms or corporate bodies as managers
has been prohibited even in the case
of private companies which are not
subsidiaries of public companies. The
remuneration of a manager, whether
in the form of salary or otherwise,
shall not in future exceed 5 per cent.
of the net profits. The Bill further
empowers Government to recover
from the companies cost of investiga-
tion wunder the Public Demand*
Recovery Aci for cases instituted
either suo motu or on the report of the
Registrar, as arrears of land revenue.

Retrenchment or lay-off éompenn-
tion could not be 80 long described as.
part of wages for including it as a-
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preferential charge, under section 530
. of the Act, but now the Bill has made

a very welcome provision saying that
. compensation due to workmen under

the Industrial Disputes Act shall be

treated as wages for liquidation
. purposes.

But I have not been able to agree
-on one pomt, that is, with regard to
the disclosure of donations made by
companies to poltical parties. The
grievance was not in regard to the
secrecy of it, but in respect of the very
principle of the system. High Courts
have passed strong remarks against
the system. The issue has been the
subject of discussion in this House
also. Every time the hon. Minister
gave an assurance that it would be
locked into when the next amending
Bill was brought forward. But here 1
have been very much disappointed not
to see any change in the attitude of
Government to this abnoxious system
The Sastri Committee did not go into
the propriety of the system because
1t is poltical. They have said on
page 113 of their Report:

“Whether lobbying and financ-
ing of political parties or candi-
dates for elections should be pro-
hibited in the interests of the
public, is a broad question of pub-
lic policy. It has been the subject
of special legislation in America.
The case of companies could not
be considered m 1solation and con-
tributions from other sources, such
as bodies corporate, partnerships,
societies, trusts, trade unions and
even from individuals might have
to be regulated or prohibited by
a comprehensjive enactment.”

Therefore, they did not go into this
matter on that ground. I would like
the Joint Committee to ponder over
this and consider the pros and cons
of the system and see whether our
public life would not be vitiated if
the system is retained in our company
law and the business community is
allowed to make gifis to political
parties for their own interests.

MAY 6, 1059

(Amendment) Bill = 15340

14 hrs,

Now, I would like to say a few
words regarding the Company Law
Administration Department. The duty
of the department is to be like a
watch-dog and see whether the com-
panies are following or implementing
the provisions of the company law.
This Department, I think, should be
revitalised and remodelled. We know
that in the Mundhra affair no action
was taken against this gentleman for
violation of the different provisions ef
the Companies Act and all action was
taken only after his main offence was
detected in public

Regardmg the dumping of foreign
executives 1 foreign companies,
which has been mentioned by my
learned friend, Shri Mukerjee, I would
also say it is true because I know gome
of the foreign companies where the
foreign executives are given service
contracts and the terms of service
mnclude passage even for their dogs to
England. The companies are compel-
led to pay them. Not only it is so in
Dunlop but in many other companies
Iike Kilburn Meneil Berry, R.S.N,,
IGN and SG. Co etc. If the con-
tracts and affairs of these companies
arc examined many more things may
be discovered

Finally, I would request the Joint
Commuttee to weigh the amendments
seriously so that we may not be called
upon to biing mn amendments off and
on.

Lastly, the percentage of dividend
which, under section 23A of the Act,
has to be declared has been changed at
least half a dozen times. 1 hope we
may be saved from the accusation
which used to be made about the old
Greeks that they passed their laws
:‘hm they were drunk and considered

em when they were sober.

Shri Barman (Cooch-Bibar—
Reserved—Sch. Tribes): Sir, first of
all, I want to make & submission that
in a big Mill like’this, introduced only
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-a few days before, if the hon Mnister
has got to read out a hote explaining
the several provisions of the Bill, it
would be quite useful for the Members
if that note 1s circulated at ledst a
day before Today the hon Minister
has read out a long note explamning
certam provisions of this Bill But it
was not possible for hon Members
like me to be benefited bv whatever
intelligence he tried to impart to us
1 would only request through you, Str,
that in such cases the Ministry may be
asked to circulate such notes at least
a day before

This 1s a Bill compnsing of 210
clauses along with Schedules And, 1t
was not possible for us in the midst
of other duties to go through it even
<clause by clause I shall not, there-
fore, try to say anything about the
various provisions of this Bill, but, I
shall confine myself to one particular
object to which 1 want to draw the
attention of the Jont Committee also

In the second annual report for the
year ending March 31, 1858, it has
been reported very significantly how a
few capitalist owners of companies
behave 1in such a way and manmpulate
in such a way that, practically, being
in commmand of a substantial number
of shares, they can use the company’s
fund or the company’s property as
they lke and, ultimately, defraud
ordinary small sharcholders in a way
which 1s quite patent from page 43 of
this report

I shall simply mention the salient
features and say how these sorts of
things go on On page 43, 1n the para-
graph on investigation under 247, it
has been revealed by enqury that
although the shares of a company were
registered in  the names of certann
ndividuals, most of them were
Jenamidars and the true beneficiaries
vere some fat companies all of which
‘elonged to a particular group and in
vhich a single individual had a vital
lnancial interest. The said individual
vas the real person who was ultimgte-
¥ financially interested in the success
« failure of the company Then, what
id be do*
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As regards the directorate, one argu-
ment 18 that the Board of Directors
can check any kind of mismanagement
or any kind of fraud that might be
perpetrated by a single big share-
holder Here in this investigation, it
has been revealed that although the
affairs of the company were ostensibly
managed by 1its directors, most, if not
all, of them owed theiwr directorship to
the said individual and he was, accord-
mngly, in a position materlly to
influence and shape the policies of the
company  Although the company
earned substantial profits during the
period beginning from 1951 to 1954 no
dividend was declared Naturally,
when the ordinary shareholders did
not get any dividend for 5 years, they
did not think 1t profitable at all to
keep those shares and the value of the
shares sagged so much that that said
individual and his agents purchased,
at prices which were m some cases
much below their face value, those
shares If this sort of things had been
detected 1 one mnvestigation, I beg to
submit that there are several such
companies 1n which such thmgs have
occurred

What does 1t lead t0? In our mixed
economy, when we are unable to enter
mnto all sorts of production in the
public sector, we have to rely very
much on the private sector so that
production m the industrial sector may
increase to meet the needs of our
country For that we want share
capital to be invested not only by big
persons but also by small people who
can mnvest a hitle in compames But,
if Government fails in protecting the
small shareholders against the big
who manipulate matters in this way
as has been evidenced in this investi-
gation, 1t will, naturally, be no incen-
tive to any person to invest any money
m our private industral enterprise
So, was 1t not the duty of the Gow-
ernment, while coming forward with
such a big bill containing 210 clauses,
to make provisions so that such things
may not occur” What about the com-
panies 1n which these things have
occurred already?
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In the course of a statement by the
hon Mimister, I heard him gay that in
order to prevent such cornering of
shares certain provision has been
made by clause 84 of the Bill
When 1 went through the provisions
that have been framed, I found that
it » only in future contingencies,
that this clause, 1if enacted, can
operate Clause 84 of the Bill says
as follows.

“(a) after sub-section (2), the
followang sub-section shall
be inserted, namely:—

‘(2A) Where as a result of
transfer of shares in a
company, a change—

() in the composition of the
Board of directors, or

(b) where the managing
agent 13 an individual,
of the managing agent,
or’ ” and so on,

“of the company may take place
and the Central Government 1s
of the opmnion that any such
change would be prejudicial ..”
ete

It clearly means that this clause,
when enacted, can operate only in
case of future contingencies. But so
far as the mmschief that has already
been done in the past, this clause
does not offer any remedy whatso-
ever.

Here agamn, I beg to submit that
this provision may not be a salutary
one I do not know whether 1t is
a salutary one Now, in the free
market, when a person who has got
money purchases some more shares,
it wall be very difficult to say, and
it would be difficult for the adminis-
tration to judge, whether that person
has purchased those shares for
the purpose of cornering and for
having a predominent voice in the
concern. He may be an honest pur-
chaser. So, in such cases, we give
an unlimited power of diacretion
which again is a very uncertain thing
in the hands of the administration.
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m the admimstration of
the mcentives for the small
holders in the companies that are
already fhere, will not be beneficial
to them, and naturally the small
shareholders will not purchase the

own submussion 15 that as in the case
of other flelds, here also we can im-
pose certain restrictions The presént
rule 1s, one share one vote. I know
of certain companies which emsted
before, where there was a certain
gradation of voting rights After
the last Bill was passed in 1856, those
provisions became inoperative, and at
present each share carries one vote.
So, as soon as any big shareholder
finds an opportumty, he purchases a
substantial number of shares in his
own name or m the name of the
benamidars and it he gets control of
25 per cent of the shares in the
company 1t 1s sufficient for him to
dommate the affairs of the company.
Some of the shareholders generally
do not attend meetings knowing fully
well that 1t would not be possible for
them %o have any predominent voice
over one or a few big shareholders.
Naturally they do not come and our
experience shows that though here is
a general meeting, there are certaln
dignatures of atbendance practically
the business is transacted only by a
few who have got certain interests
1n 1t and who dominate the affairs of

vote, and beyond that, fo
shares, two votes may be cast, #



15345 Companies  VAISAKHA 16, 1881 (SAKA) (Amendment) Bir 15346

& limitation could be introduced
e voting rights of shareholders,
not think that will detract in
anyway the incentive of private peo-
ple coming in to set up cempanies
and promote them.

1 have just given an indication.
‘The Government may decide, by their
own judgment, what should be the
limitation and what should be the
gradation for the voting rights, but
until and unless such things are done,
in future also the Government would
be helpless, and as in the case of
clause 88, they will try to give s~
cretionary power to the administra-
tion from time to time which the
administration may sometimes use
properly and sometimes also misuse
it. But if such limitations are imposed
m the case of company administra-
tion also, I think that will give some
relief. ¢

My friend Shri Jhunjhunwala has
spoken about the socialist pattern of
society. I do not think this Com-
panies Bill can be very helpful in
that regard. But, at the same time,
I think "that Government have some
obligation and a duty to protect the
small shareholders and restrict the
avarice of the big capitalist. I have
only submitted a suggestion of mine
to you and to the House and for the
consideration of the Joint Committee
as to whether any remedy can be
found in this regard.

S OW PO A ( TR ). I
T ARG, TN TR, S W
q¥ Wi @ ferg oY farer dur fivar wrav &,
6T 4 @ s g 1 & awwarg e
T g # faw #r agam T e o)
W ¥ fag oF w3 o et Yk
AR Wt R, RRYS § agd W A

o g Fedw duw raf off, gv &
H F wew W gee fear aar
§ MRwawa Ixfprand
fir o TR ¥ wax oHE e g |

amaw T Tww W OE
it FR 1 wwex 7g § i vt o
® o W gefafaefer sefrdr 8, wy
vl AV W afeiE g s
% ¢ & Tz w7 e [ §
W T & a9 ¥ qwe A vy fiear
g fre & fin v qae wrar & aaw
g% MR AT e g dmagdy
o &1 | Y EO AT gy N wed
& fie wifeeH aig Pk $@ & 0
TAAAS WT EMA BY | TW AUTH rIAT Ay
wggd %@ g A wawa § 6 ag o
fawr 3@ FFaT Ty 8, 7 T faay
#F & O g A v ow N
s § @A PEF Fwe aodhi grow
& g OT T g § W e
g fir Sawe WY 3 o< frare o o
3y fr o fedwy qom foiée &
ward T &, I fedmw WY g ¥
{(WT‘IT!“\FI

a9 ¥ g g ag § R Sa i
ofq@® IS W AeE s §
woat four omar @ @Y 3w g F Wk
3T Tt a1 g w Awr
gra@ et € d 1 &5 o o faw
ol A Oy ofy s A o fear v
Wik SEYNET e N a@agd fs
ot Y TR R o Wik @ R
§ o fawrfed & Y s o & a &,
g [aeifeEy & A T aEr T
FAd 7 X T R ey a1 —

«We therefore recommend that

a proviso be added to section
$(1), Part IV, in these terms:

‘Provided, however, that any
private company in which shares
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to the extent of 25 per cent or
more of the paid-up capital are
held by one or more companies,
public or private, shall be deemed
to be a public company’”
Yy 7Y, FER dwE W R wGT W
A axdfier w1 F Y @, ey
afy wrr T afer Sewr S owe
fear war & Forq ot fork G 30 T far
mry — .

“Provided that no resolution
which has the effect of converting
a public into a private compeany
shall have effect unless the Cen-

tral Government approve of the
same.”

o N xm A & A , ST WA
s 7z § fr Whegmw w da fear o
awar § WR W W 9 da
NP ar y AfeT ae § T9E TH-
#Hz #Y Fee firaT s WK e Y
AT ® T I ICAAA LT aFAT
afe w3 #Y 7z T o i w fee
& Fege f difer § e S
O & TG 7 Y A%ar | ¥
oW # At wrar § fe g aoritor wY |y
AT @ wwwar g WR#
W AR & wgwr g F g am
¥t a7F o9 § Sanr s & ey
7 & i vz g e fogd &
gmY § aga @ qfemw  seEE W
WA 99 § wwae farar mar § fow
&7 A%H% 9g W ff gfems Fofw o g
i % Fgw A qrifgar s g 4,
I I | W AN § S §EE
foce dr M af ¢ s 7 T w e
T frrmr sk wgr g fr
afenw: FFHIE B ATET WAR 7 For
fFarar @R o gEd Araw ¥
qgel} 994 33 & fr O AT 9
faarx fear g Wik Swriz W Ot
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v we wHd R, @ fer BYwer
¥ it W faw & fir afsre et B
AT W § v 7 ey o @
W s wad fear g A 3w o
Yt qrafgr & oY fis dfew et
o ar el § 1 g Ay  yafag F
wg T § fr ager & Qe afemrs wgefvor
g, for & fo w00 w3 w1 g
Wil g § W IR STedE e
# qadrer v faar 7 & Forg et difvewr
wga arer 97 fae At e w-
A & A 7 @ W o s fear
a1 | Tt fade S fraet
& ®UT (R I F ¥ Y, J9W
TF STEAT e § wAad o e
o w1 7 wagw frmfor ey o7 o
forg %7 &% w9 $foza awQaT Ko,000
a1 X A § wear § fe g
aTH ST 37 WY age savar Sea

T aorior Y F W FAT AEen
g g & Fr s FASY 9 fedE & S avogEr
TR F AFTAY A7 04, wrag s
foar T § -

“Section 275 restricts the num-
ber of directorships capable of
being held by an individual to.
20. Section 316 restricts manag-
ing directorships to two companies
and section 332 limits managing
agencies to ten companies.”

? rgan g fr xw fafwe ¥ 9Y &9 fear
o | ¥ fodfe 7 Y W aw o fas
fiway mar § fis o ofa'w Qar vy arar
Y ag gy T —

“There are on the other hand
complaints that the limit of 20
directorships and 10 managing
agencies is too high and that
there is a tendency for a few
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businessmen and the members of
- their families to concentrate in
their hands enormous industrial
power by virtue of their position
as managing agents of a large
number of public families.”

A FZT 5T 7999 48 ¢ f 39 g5
F1 ¥ T FIA T agd SATRT T
2 | A g9 3=q g {5 fergeam #r o
a€t a1 FHfEi § 59 T 9= a8 a9
A, 95 <t a9t A Gy =g
EE AR W % mi swasg a A
fa T @ AT A7 S it g2 g aFAr
% 99 f& =g % & W uiw fFar’
ST | 56 7 7g Y #2171 2 5 Lo Fo
AT Zo NHo To W TAXI IR dgd

“We have been informed that
in practice the average number
of directorships held by an indi-
idual in the UK. or U.S.A. is
uch less than the number
' permissible under our Act.”

i1 Q1 faamm g fF samE w9t
q AT 9% T fa=T w0 S we
s 399 & foF i Ffaat = a1
e IAFT  qFLL &1 HAT g,
TR TTRTE F1 AT FH fHET 1 o A
AT A& g | gHwdl g Ay
@ ford oY siedY g 5 =7 Fwafagt &1
it &7 g S AR qAT geed w
gr o Ffaat & faaw 7 #i
§ ffizg § w5 T &1 Ay §

I e frzart @y Y 93 |

TF 3 WY a9 g O F a<% 7
T =T feeer Trear g 1 agd W
T Ol g o & faw gee g a7
g w femmd € 7
1% qg AT f§v 3@ UFR AT
O 3 7eEd & X Ml
el F1 AGT | WIFA qgd A
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iy fywmd gAs § g § 5
ZXE ST g3 S a9 AT g, A6

T ST § U I YA B TR

29 1 Wifasiq & a1 FFIET OFT FF AT
nfesa g, ST A T9@T T § | 39
TG T FT G Y S AT g
g fr ww faw 7 o= oFT T WY @
JT aifs s feEr FeAr &
T & faa axe qi fear sma ar
QT IF I FIAIT TFE FT qT{qq F7
qTocd 8, 4 &L IF €2 9T A THATS,
g1 T gw IEq g fF faad dav
UFCH § 9% A1 T 9 AWE A §
AfFT FIUAT TFE IT 9T AAS ARL
B | I9 9T ATIE A FA & qga A
e WTEq & T & | ST F9% QI F
Tifaer & 9 T 9T 7F9% & 98 59 I

'TIE AR TOF F g AG g | 3T

frdd 37 a@ o W 9k gmfe
@GR & fadfad § sarde #4239
e ) faar R arfs s gae,
2e4s ot i & 77 1 Z6EE TE
TATT T4 § I I AT TOATE &

=t} arq 3q fawfas @ § ag Fga1
=rear g f, sam fF oot 3R FRT s
aHa 0 fo= fen, o foege amer o
fraiE qar Y 1 oY I¥ F HeaL GRE
Y9 F Jgd I FAfedRE gF  Sq
Fr faarer WY <r SO H 9% dX 77 98
Wagrmn g

“Prima facie there were -
contraventions of the provision
of section 49 of the Companies -
Act, 1956.”

# ag A FAT A1Ea § 5 5w
% faens a7 03w fagr T | ag 3
g f& o famn ot 980 <7 g%ar 51
FfF 0 TF § F1$ CHT TS AG1 §
o %Y g8 79 TRE F 97 o9 faF -
AT I A 9 A SART T&Q .
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it d omife & @w W
t @ fewr Wy W N
TR g W1 I Rl § e
- ® feTre Y vty € & anfa Y ol
¥ oy B Qe W AT &
* farerss 1 forar o @@ Y ¥ aww F
s #Y o TR AR wT AT
wrd wafad & wig e fieer &
ooy oft YW O § o o fae ¥ e
't vt & faams dwee fagr oraw
A oY off R W grew F ww W
form famr a7 o1k ? gowar a1 fr o ag
fier qur fargr S @Y S F xw e
s W AW faw
Y T M & 37, dfeT qR 77 3w
T 3@ g i o § o frew o g
g Tl &
N gEd oww foE § W o
e
“In course of a recent debate
on the First ‘Report of the work-
ing of the Companies Act, 1956,
in the Lok Sabha the need for
administrative integration of the
working of the Companies Act
with that of the Indusfries Deve-
lopment and Regulation Act was
pressed by many Members of
Parliament. The Minister of
Commerce and Industry assured
the Low Sabha that the problem
was already under his considera-

tion and he hoped to take appro-
priate action at an early date.”

i@ s § ww
waAa afy awwar § fe a5 oy
® feorr § W O aorfter o Wik ag
| O R WITY HRT FAT AR
< forg ¥ fir gefeaw Adawie Tw -

Ao G & agy & finelt @™ W

AATH TAAAE WU g § & &% |
<% farer & +fy Y€ Qa7 o 1 nfgd
Wi Swed v ® agy wrE wRfeiu
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@ ok vy o afer @ @ 39 wovh
w7 LR AR R e F S e,
g wfwr g wifigd 1 o aw Jer oy
fear ardn awr o wwfaal @ e
quT 7t awfr Wi foag v & ford
g fawr Qu ey war § ag oot @
F%AT |

™ faafe® & & ag ¥ v e
g % x fiewr & arar vw Qve o gl
A fomrfeer w<@ #f frgrae orear 8
ag WY g fed o e F
o oo AT ¥y < o fear T &
TE T A AT, @ W
saraT § 1 wge ¥ ¥ Fw ¢ ot e ow
# aewE ¥ e ¥ § AfeT ag wewr
WA T o & w e da
QN g | & 7w arer g g fr g
gar fory fraromg | R fad dow
foamer & Igan g | AT Bgw-
ww #feafed § age ¥ v §
AN w TIE U HAT ATH F w7
g1 Sraww NgFE g IR fow 5@
Y A TG T AET § | R T
famm g fe s #98 oA
ferame it W gw % A g
T ¥ fom ok fore w50 faw &
TR GO oY T Y aeae & FLAG
RS QY A | WX A AR
#r fgrae farmar o

aferd & oS W ag
oY st w7 Tefafrede @ wad
t su & faufaw & o sgav wg@r g
78 1 g e A g Sw A
IHA quAT fawrat w1 Forw famar & 1
qi g famara § fir g Sl ot ot U
W T IR | IR faE @
ag ¥ fasfea § .

“The 'Registrars of Companies
went into these compisints and
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wherever necessary sought
gwudance from the Regional
Directors. Serious cases, such as
complaints about mis-manage-
ment, misappropriation of funds,
fraudulent dealings, mampulation
and falsification of accounts, re-
fusal to register the transfer of
shares, uregular constitution of
board of directors and unautho-
rised grant of loans in contran-
vention of the provisions of the
Act were forwarded by the Regis-
wars of Companies”
THR urt I« FT w7 fr qg N § e
X T AT Y ¥ AgIRTT T A
wtferw #t 7€ o g o) T3 wfew
Hared gty ofew w1 A Ao
Y uf oY a7 arfewr a8 & & wfe
T TR ® 9T B O srfaee T
& 1 % ¢, @ faw § o 5w feew o1
w4 § forg o ager W= R wig
I 6 geATE AET A A oY ag w1
F WL TTRTE & FT IT FHEATT Y
gfaa &7 Arafgwscerd g §
TN RETANR
qAT WA GT I WATHS WO AG
g ®ife g7 ag § F qT WY
Y 37 qFw Fg Y A #< fear
T | o o 70 g i d fr e
9 ) W far ey o Wk oS
F gt arra € w afer ag 99w
' T famr ey T wr A 7
frov frd & gu wrar ¥ gifaa s an
atw bz ¥ wifnvaw sgie fogm
8 foed ST )

TH T AT § 779 & T oo war
g % € awm aret 9% wamgE #¥5 fame
¥ e @ o O A g7 ¥ s
& § 5 Y e wrafaar § s
T 3re @Y | A aorelr qg oY
o ww T qrde s qw e
T, TR 7 A TaT v AR g,
Wt o ag fawr wite fr o <1
108 (A1) LSD—7

ot 39 & @I I W qE AT o
wear ¢ fow & frawm st afrwdy
soafaat & faer & o st somaAT ],
I N A A F O S AR T
TAiHe aE¥ET ®T % wfE wor
st Y firft wroeft & ot g e
&1 Y § W 39 A EEd 1R
*Y wrfare Y I § O I FH wrr awT
amar ¢ 1 g fet wwfaar st
® R & Y Wi o< fear v, oF
WX FA ) W F FT A QT
Iq § a0 © a7 & WEHA TR 1
R 19 AT gl By forer amr
A 77 ¥ W6 F AT AT A WY
fam 3 & Fom ¥ @ Y ol @
waw g A g 1 gafad 3 ag
wiiw § fe 59 3% F g9 o1 dwe
w&T g7 Mgy forr ¥ fin s ot
TR S AR A e ar sw &
faems T Rl gE @ Wi
WX 39 AT ¥ YT arfa g
IF A FEFH AR § I & fars
R foray o % 1 @ faefes & q
war § g g W@ s § e
NT FAEY TF TR AT I WE
faar w4t
Shri C. K. Bhattacharyya (West
Dmajpur ) Mr Deputy-Speaker, Sir,
I would like to draw attention of the
hon Mimister to the mususe that 19
just now being made of the Com-
panies Act 1n the newspaper world.
Parent companies are bemng frag-
mented with the result that the
employees are being deprived of their
legitimate dues and rights The
management, who have under thexr
control several newspapers are set-
ting up separate companies with ht-
tle or no capital for each of the
constituent newspapers This pro-
cess has commenced since the ‘Wage
Board under the Working Journahsts
Act announced their decision This

18 being followed with a view to
pass on the contingent habilithes of
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the old company to the mew com-
pany. The result, as I have stated,
is that the employees at a future date
would be deprived of the statutory
benefits conferred on them by the
Industrial Disputes Act and the ad-
judicators’ awards under the Indus-
trial Disputes Act and under the
Working Journalists Act. The share-
holders of the new companies, if a
scrutiny is made, will be found to
be mostly belonging to the group of
shareholders of the old companies and
if further scrutiny is made the direc-
tors of these new companies would
be found to be none other than trus-
ted men and employees of the old
companies. This has happened at
Allahabad, at Delhi, at Bombay and
at Madras. I do not know whether it
has happened elsewhere.

The setting up of berami companies
becomes possible only through
loopholes in the Company Law.
Therefore in amending the law steps
should be taken to prevent the for-
mation of such benami companies so
that the employees may not be de-
frauded of the benefits conferred upon
them by other legislation. The Com-
pany Law has been mainly drafted
with an eye protecting the interests
of the shareholders. Many of my
hon. friends here have just now
spoken about the Yrotection of small
shareholders. I am putting in a plea
for the protection of the interests of
the workers because in the running
of the company the contribution that
the workers make is no less impor-
tant and their interests also require
equal protection.

Sir. unfortunately, neither the
original law nor the present amend-
ment guarantée any effective machi~
nery through which the interests of
the employees may be protected.
Certain expenditures are charged and
showh in the accounts as bona fide
expenditure, although, in practice,
these payments are made to promo-
ters or managers. This puts the
workers in difficulty when they come

MAY &, 13t

(Amendment) Bill 14386

out with any demand for benus or
for any improvement of their
cohditions. In spite of having a wast
business, it is found possible for the
companies and the management ¢to
show a loss. In an industrial dispute
the workers find themselves pushed

:

warkers get an opportunity to aee
that the accounts of the company show
their real financial condition. That is
my request to the hon. Minister,

Then again, the workers find them~
selves in dificulty when a company
goes into liquidation. Although the
workers' salaries have a preferengial
claim on their assets, in fact, the
workers do get nothing. On paper
therr liabilities are shown, but it
transpires that the machinery dnhd
other assets of the companies have
already been mortgaged or a floating
charge has already been created.
‘What happens is this. The mortgagee
and the charge-holder take possession
and the workers are left completely
stranded. This is a position which
requires to be remedied.

There is one thing more in this
cohnection. The maximum amount
realisable is also very low, Dbeing
Rs. 2,000. This has no relation to the
present salary structure and does not
do justice to the workers or to the
working journalist under the Working
Journalists Act. The then Finance
Minister, Shri Chintaman Deshmukh
in 1956 gave an assurance that he
would come in with another amend-
ment to remedy these defects in the
Company law, but up tll now no-
thing has been done and even in the
present amendment excepting a small
provision regarding retrenchment
compensation, there is nothing pro-
posed to remove these defeots.

Sir, I have referred to the benami
fransfers which have become a great
danger nowadays for the workerw.
Under the Industrial Disputes Act
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there is a statutory responsibihity on
the employers to pay notice pay,
retrenchment compensation, etc. These
sbilities accrue from time to time,
although they might be only contin-
gent Liabilitles to be paid at a future
dste. The same is the case in res-
pect of gratwty and other retirement
benefiis for some classes of employees,
as 1n the case of working journalists
under the Working Journalists Act,
or by Industnal Trbunals in the
case of others. In order to avoid
these obligations, private enterprises,
especially those who run private
limited companies, enter into these
questionable deals which have re-
sulted in the employees being dep-
rived of their legitimate dues.

The Industrial Disputes Act pro-
vides that when a concern changes
hands, employees have to be paid
the notice pay, compensation, ete,
and other dues But the proviso to
section 25(ff) also mentions that
where 2 new owner assures the same
terms and conditions of service and
takes over all the habihtes and
assures contmwty of service, the
services of the employees can be
transferred to the new owner with-
out any obligation to pay immediately
all the dues Thus the new owners
take over in such cases the entire
past habihity in respect of the em-
ployees What the employers do 1s
that they transfer their business and
lLiabiittes to the new owners under
benam: ownership without correspon-
ding tangible assets transferred to
the new companies which may meet
the requirements of the workers at
any time that they may be due to
them Under the new Companies
Act while they take over the legal
llabilities, they have 1n fact no assets
to meet these habilities In all these
cases if the legal veil of the new
compames are torn as under, it will
be found m fact that the owners are
one and the same and the new
owners are the benamidars of the
old owners They have no fixed
assets and they acquire all legal obli-
§ations of the old business,
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These companies have usually capi-
tal much below Rs. § lakhs and hence
do not require the sanction of the
Controller of Capita)l Issues. That is
one of the loopholes through which
these companies come into existence,
Being private lmited compames,
none of the transfers of business
comes up before the Company Law
Admunistration either at any time for
scrutimsing or sanction This is ano-
ther loophole through which these
benam: companies are bemng formed.
These are, in fact, though not m
law, a violation of the spint of the
company law Being contingent ha-
bilities, they need not be shown in
the balance sheet either and hence
the question of solvency of the com-~
pany also does not arise on papes.
In many instances the employees may
not even be aware of the terms and
conditions of these transfers All that
they are told 1s that the new owners
have undertaken to employ all the
employees under section 25(ff) and
the provisions of the Industrial Dis-
putes Act would be complhed wath.
It 1s only later that they learn to
their regret that the new owners
have no funds or assets to discharge
their obligations

Sir, the Government of Indm
through various legislations have
conferred rights on the employees
and this Parhament s a party to
these legisla We must see that
these are not circumvented by un-
scrupulous businessmen resorting to
such transactions and throwing out
employees 1n such large numbers.
The new Company Law and the
amentment that 18 being proposed
should provide that transfer of
ownership or sale of a part of busi-
ness should be notified to the Regis-
trar of Joint Stock Companies and
that Company Law Administration
should also know them and their
sanction would be reguired for such
transfers Before giving such sanc-
tion the Registrar must hear the em-
ployees and if he is satisfied that a
mala fide transaction is envisaged, he
should refuse the transaction He
should be permitted to impose condi-
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tions that ensure sufficient assets to
be transferred to the new companies
t0 meet the statutory obligations of
the old company to the workers,

Sir, in cases of closure and wind-
ing up not only the salaries, but the
gratuity, notice pay, retrenchment
compensation and all other benefits
can be converted into cash and made
the first charge to be_ realised from
the assets of the company. What I
suggest is this. The director should
be made personally responsible for
these payments, even if the company's
assets are not sufficient and the arbi-
trary limit of Rs. 2,000 which as I
have said has no relationship witR
the present galary structure should
be removed. These are my submise
sions to the hon. Minister and the
Joint Commitfee that is going to be
formed should kindly go irito the
defects of the Company Law and in
the interest of the workers and em-
ployees should remove them.

Shri Supakar (Sambalpur): Mr.
Deputy-Speaker, tlie Companies Act
of 1956 was enacted after a good
deal of deliberation for a period of
about two years, on the basis of a
report submitted by a committee
under the chairmanship of Shri
Bhabha. And the Government took
steps almost immediately after the
passing of the 1956 Act, one year
after that, to set up the Sastri Com-
' mittee to see how the 1956 Act
worked. I am glad to note that that
committee has submitted a com-
prehensive report about the difficul~
ties that are experienced in the
working of the Companies Act. But
my feeling is that the new Bill that
is placed before the House does not
take into consideration most of the
serious difficulties that have been
pointed out by the Committee. Not
only that. The difficulties that are
pointed out, the criticisms that are
made in Parliament and outside, are
not given sufficient weight by the
Government while framing the Bill.
1 hope that these points will receive
due consideration at the hands of the
Joint Committee.
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I shall make a very brief reference’
to three important points which, 1
thinks, the Joint Committee may
take into consideration. My first
point relates to the public sector com~
panjes. You know, Sir, about the
development of the public sector: we
have now many government com-
panjes, and many more in the future
are likely to crop up. With the for-
mation of these public sector com-
panjes there is bound to be some sort
of competition, at least some appre-
hengion of competition with the com-
panies, in the private sector. And
thevefore the private sector has been
looking on government companies
with a little apprehension.

The Sastri Committee makes &
brief reference to section 620 and
says:

“It has been represented by a
Chamber of Commerce that
Government companies should be
Placed on the same footing as
other companies. Section 620 is
of a wide and sweeping character
and it is desirable that these
companies should, as far as possi-
ble, be put on the same
footing as other public com-
panies. It appears, however, that
only exemptions of a minor
character have so far been
granted.”

Whatever be the actual facts re-
garding the cqncessions that are offe-
red to the public sector companies,
the law as it stands should not give
an appearance of discrimination in
favour of the public sector company,.
having regard to our Constitution.

In this connection, to give a proper
perspective and to see the other side
of the picture, namely, how the pub-
lic sector companies suffer in com-
petition and in comparison with the
private sector companies, I shall
draw your attention to. some points:
that have been made by the different.
reports of the Estimates Committee,.
regarding the handicaps of the pub-
lic, sector companies and request the
Joint Committee to see if they could
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do anything to remedy these defects
I draw your attertion to the com-
ments contamned i1n the report of the
Estimates Commuttee on the two
Shipping Corporations, which was re-
cently presented to the House There,
at page 12, the report discusses both
the pros and cons of the public sec-
tor companies, the benefits that they
derive and the handicaps that they
suffer from It 1s stated there

“The Committee heard diver-
gent views with rgeard to the
relationship subsisting between
the Government and the Corpo-
rations On the one hand, 1t
was alleged that by virtue of the
appomntment of the senior offi-
cers of Government to manage
the Corporations, the latter were
treated as extensions and parts
of Government departments and
were given preferential treatment
m varous ways They were not
allowed to function on commer-
cial lines and, mnstead, were
given full Government support,
m season and out of season,
thereby preventing them from
growmng up, on their own, into
virile, self-contamed, efficient
and prosperous business umts®

The other side of the picture is
that these public sector compames
are over-bureaucratised with officials
who have to devote a lot of time to
official business, that 1s to the busi-
ness of their departments, and that
they have very Mhttle spare time for
the management of these companies,
tnd that the rules of red-tape stand
n the way of the proper functioning
of these government companies

I may just read one more para-
graph, paragraph 37, from the same
report before I go over to the other
point

“The Commuttee feel that there
are many mis-conceptions with
regard to the nature of responsi-
bility sttaching to Government in
Telation to the public wunder-
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takings and the nature and extent
of checks and controls that have
to and can be exercised over
them by Government Ther.
therefore, suggest that the whole
question may be reviewed com-
prehensively and a sound and
well defined relationship estab-
lLished between the companies and
the Government”

I believe that the Government so
far as the legislation on the point 1s
concerned and regarding the mana-
gement 1tself, from an executive
standpoint may look to these mat-
ters

Now I come to another point
which has been a subject of keen
controversy in this House I refer
you to the discussion on the amend-
ment of the Company Law, which
was moved by Shr1 Naushir Bharu-
cha Jast year, on 18th April, 1958.
And the subject related to payment
by the companies to political funds
and parties You will remember, it
was then contended that between
contribution to political parties and
bribery there is not much different
And the Sastri Committee only
avoided giving a definite opinion on
these matters on the plea that it did
not like to enter into political ques-
tions which should be tackled from
the political standpoint, and that it
was rather beyond the scope of 1its
enquiry I would suggest, if you want
to mmprove the political life of the
country and set up a high moral
standard, we must do something in
the matter, and having regard to
public opinion we must make a de-
finite amendment that not merely
any political contributions should be
pubhicised 1n newspapers but we must
put a definite stop to political contrz-
butions and put a complete ban on
any contnbution by a company to
any political party

Now I ecome to my third pomnt
regarding the managing agency sys-
tem You will see that the recom-
mendation, the latest amendment of
the Government, 1s that so ¥ar as the
government companies are concerned,
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in future they will have no managing
agency for government companies.
Regarding the other companies, how-
ever, the Government 13 not able to
make up i1ts mind and lay a defimite
policy on this subject. In this con-
nection, may I quote from page 129
of the Sastrn Commuttee report? It
1s stated:

15 hrs

“The Government do not
appear to have laid down any
policy regarding the future of
the managing agency system The
Chairman of the Advisory Com-
massion informed us that in con-
sidering applications for appomnt-
ment or reappointment as manag-
ing agent, the Tommssion prin-
cipally concerned itself with the
question of remuneration. Fur-
ther, renewals have been granted
on a liberal scale and such re-
appointments wall not terminate
on 15th August, 1960, notwith-
standing the prowvisions of section
330 It s true that these appoint-
ments and re-appointments are
made without prejudice to any
action the Government may take
under section 324 It 15 now
desirable that the Government
should formulate a definite policy
so that by the 16th August, 1960,
action can be taken under section
824 and the present state of
suspense removed”

I believe 1t was origmnally understood
when the 1956 Act came into bemng
and then the attitude of the Govern-
ment was, let us see how it works,
by 1860, we shall be 1na pbsition to
see how it works and then we shall
be 1n a position to come to a defimte
conclusion Since the 1956 Act was
passed, we have covered practically
three years and only one year has to
go Since the new Bill hds come into
being, the Government should have
been able to assess the working of
the managing agency system and
should have been able to come to a
definite conclusion. I see that, so far

Companies , MAY 6 1839

(Amendment) Bill  1536¢

as the Government companies are
concerned, they are 0f the definite
opinion that the managing agency
system should go. There 18 no reason
why they should not be and the
Joint Committee should not be able
to come to a defimite conclusion that
1t should be put an end to as soon
as possitble even for other companies

Shri Narayanankutty Menon (Muk-
andapuram) Sir, during the last
session, when the annual report of the
Company Law Administration was
discussed 1n this House, when a geries
of complaints were raised both regard-
mg the loopholes contained in the Act
and also regarding the application of
the provisions of the Act, the hon.
Minister of Commerce and Industry
gave a categoric reply that, to meet
the criticisms levelled on the floor of
the House in that discussion, 8 new
amending Bill wag being brought as
soon as possible The prima facie
understanding at that time was that
most of the craticisms made on the
floor of the House on that day were
vahd criticisms with which the hon.
Minister more or less agreed, and, 1n
order to eliminate those defects in the
statute on which those criticisms were
based, a new amending Bill would be
brought But, when the new amend-
ing Bill has been introduced, it 13 &
sad disappomntment that most of the
loopholes that were in the original
Act, and most of the sections on which
the criticisms were mainly based mn
that discussion are retained intact,
even though a voluminous amendmng
Bill hag bcen brought, most of the
amending sections relating to proce-
dural matters

It was said that the amendments to
the Companies Act would be largely
based upon the recommendations made
by the Sastr1i Committee, because it
was that Committee which was to
review the working of the Act since
1t was passed 1n 1957 and suggest
amendments if called for When we
read the Sasfri Committee’s report in
the light of the assurances made by
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the hon, Finance Minsster in 1057 dur-
g the 69 hours of discussion that
took place on the original Bill on the
floor of the House, I am reminded of
an old Munsif 1n one of the South
Indian princely States, about 100
years ago A law graduate who did
not practise was appointed as a 'mun-
sif by the then Maharaja He sat to
hear cases There was a suit upon a
pronote where the plaintiff claimed
that Rs 100 was borrowed from him
and the defendant did not pay it back.
The defendant’s counsel contended that
the money was not being taken from
the defendant The learned Munsif
was so puzzled that he consulted his
clerk whether the money was to be
paid out of the Munsif’s pocket

So much evidence has been let m
before the Sastr:1 Committee in the
light of the criticasms and also assur-
ances made by the Finance Mimster in
1956

Mr Deputy-Speaker: That must
have been a very happy time

Shri Narayanankutty Menon: It was
happy time I said, 1t was 100 years
ago when the times were more happy
than today

Shr1 Sastri, obviously with his jur-
1dical mind and hus peaceful mental
set up, decided that he should not
traverse much into controversial pro-
blems and he should give certain indi-
cations regarding innocent procedural
matters The Sastra Commattee left all
questions of serious controversy, which
were the subject matter of controver-
sial discussions and assurances when
the original Bill was discussed on the
floor of this House to be decided again
on controversies on the floor of the
House When this motion for sending
this Bill to a Joint Commuttee 18 being
considered, I wish to pomnt out only
certain very important aspects which
are to be incorporated in the new Bill
and certain defects inherent in the
original Act itself, which were left by
the then Finance Minister to be
decided by passage of time and the
behaviour of certain incorporated
agencies in the country
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We could not understand why this
Bill itself 1s being referred to a Jomt
Committee A Bill, if 1t involves cer-
tain controversial principles, will cer-
tainly have to be sent to a Select Com-
mittee Especially, mn this Bill, when
only technical procedural matters are
mvolved and only incidentally certain
basic sections of the original Act are
being touched, 1t will be merely an
elaborate process to protract the pas-
sage of the Bill that 1t is being referred
to a Joint Commuttee Anyway, the
Government has taken the decision
that the Bill should go to a Joint Com-
mittee But, when the Bill goes to
a Joint Commuttee, we have got a right
to demand from the hon Minster of
Commerce and Industry, what 1s the
position of the Government regarding
the most important controversial 1ssues
upon which categorical assurances
from the Finance Minister were there
on the floor of the House in 1857

Later on during the Question Hour
and during the discussions, once I
remember, the hon Home Minister
himself intervened to say, regarding
accounts of foreign companies, that, if
required, legislation will be brought
in as soon as possible . order that
the Government at least will get a
correct picture of the accounts of the
companies In spite of all these things,
when we see the amendments here, all
those lacunae have been left as they
are and nothing has been done to
remedy the situation

The first 1mportant point that I
place before the Commerce and Indus-
try Minster is the question of manag-~
ing agency itself A lot of controversy
was there in the House and from all
parts of the House, irrespective of poh-
tical opmnions, wholesale condemnation
came that the managing agency system
m the country has become out-dated
in the present context. At that time,
after elaborate speeches made in sup-
port of the managing agency system,
the reply given by the then Finance
Minister was a compromusing reply
that before we end thig system, let us
give it some time and see whether it
is going to behave properly and a time
limit has been fixed for this purpase
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for the managing agencies to survive,
Is it not the duty of the Commerce
and Industry Minister, when he comes
before this House to amend the Com-
panies Act, to say how managing
agency has behaved during the last
three years, since the 1856 Act has
come into force? Not only that. He
has not told the House how the manag-
ing agencies which were the subject
matter of 50 much criticism from all
parts of the House in 1956 -have be-
haved for three years. Our experi-
ence shows that not in a single case
the managing agency has tried at least
on its own efforts to improve matters.
But, we are seeing deterioration on
every side.

The Finance Minister, while reply-
ing to the debate on the original Bill,
touched at length on the necessity of
continuing the managing agency. When
we are now speaking again on this
amending Bill, it is necessary to sub-
mit before the hon. Minister of Com-
merce and Industry once again that
the managing agency system in India,
which is not existent in any other
country today, came into existence
here because of certain historical rea-
sons. They themselves said, that pri-
marily the managing agency used to
help in getting finances for the limit-
ed companies at that time; and in
order to get additional finances for
iheir business, managing agencies were
necessary. Secondly, it was stated
1hat because a single managing agency
system will have under it many a com-
pany of a similar nature, the pooling
of the managerial experience and the
pooling of the technical personnel
would be possible, and, therefore, this
would economise in the working of the
companies.

Now, when we see the picture of
the public and private limited com-
panies today, the nature of the busin-
ness they are doing and the nature of
the businesg that managing agencies are
doing, we come to the one and the only
conclusion that the managing agency
system cannot fulfll either of those
conditions. I shall guote one or two
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examples for the hon. Minister to look
into carefully and to ascertain whe-
ther the conditions which were there
for the existence and continuance of
the managing agency system were
there at least in the case of one public
limited company. I know the instances
of two or three companies in my own
constituency, a cross-section of which
gives a glaring example of how the
managing agency system is not only
not functioning for the advantage of
the industry concerned but is func-
tioning for the utter disadvantage of
the industry.

There is a company called the Ferti-
lisers and Chemicals Limited, Travan-
core. That company has a capital of
about Rs. 4'25 crores, of which Rs. 8
crores belong to the State of Kerala.
The Madras Government also have got
a share. A company from Madras was
given the managing agency of that
company from the very beginning, and
the managing agency firm has a sub-
scribed capital of Rs. 60,000. The
Industrial Finance Corporation has
given a loan of Rs. 2 crores to the
Fertilisers and Chemicals Limited,
Travancore. At no stage in the com-
pany’s history, ever since the manag-
ing agents have come into power in
the company, will you find that even
Rs. 2 lakhs of additional working
capital have been supplied by this
managing agency firm. This company
with a capital of Rs. 60,000 acts as the
managing agency for the primary pur-
pose of finding out capital for the Fer-
tilisers and Chemicals Limited, Tra-
vancore, with a commission of 10 per
cent. on the overall net profits of the
Fertilisers and Chemicals Limited,
Travancore.

As regards the second. condition
namely whether the technical person-
nel and the experience of the manag-
ing agency firm is available for the
better advantage of the Fertilisers and
Chemicals Limited, this company has
under its management no other ferti-
lisers company; it has got some other
little companies in Madras, but no
fertiliser companies at all. As a result,
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dhe managing agents could appoint
only raw hands to the Fertilisers and
Chemicals Limited, Travancore, The
raw hands have to be trained at the
expense of the original company.
Because of the non-availability and
non-existence of properly trained
technical personnel, this important
«company, almost in the public
sector, which is so vital as far as the
Plan is concerned, had to suffer to the
extent of 50 per cent. in production,
for the last ten years did not also
make any profit till the year 1955.

As a matter of fact, till 1955, the
balance-sheets of the company disclose
that the company was absolutely los-
ing. But in 1956, you will find that
it made & profit of Rs. 8 lakhs, because
it got .subsidy for the fertilisers pro-
duced for the Government of India.
Actually, the Government of India
paid the profits, and because of that,
profit was shown. In 1957, extraordi-
narily, on the eve of the application
to be made for the renewal of the
managing agency system, you find a
profit of Rs. 40 lakhs being made; for
the first time in the course of 11 years,
the company has made a profit of Rs.
40 2akhs. And how is the Company
Law Administration or the Govern-
ment of India or any other Govern-
ment competent to look into the matter
as to how this company made Rs. 40
lakhs profit? It is by manipulation of
accounts, by adopting a new system
by which reserves, depreciation and
provision for rehabilitation etc., were
calculated, just on the eve of the
application being made to the Govern-
ment of India for the renewal of the
managing agency system, that the
company comes and shows a profit of
Rs. 40 lakhs, with the net result that
as per the agreement, the managing
agency company with an invested capi-
tal of Rs. 60,000 gets 10 per cent. com-
mission, that is, it gets Rs. 4 lakhs as
profit in 1857, and that too, by mani-
pulation of accounts and by cutting
down the depreciation which really
ought to go into the accounts of the
company. There are so many other
thingg left to be-said about the com-
pany. But I was only pointing out
how a managing sgency company,
which had no relation to the
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fertiliser ‘industry, which could mnot
pool any technical personnel because
it had no technical personnel, and
which had absolutely no advantage in
working a fertiliser factory for twelve
years, and which was a managing com-
pany with a capital of Rs. 60,000 was
making enormous profits at the
expense of the original company. The
Sindri Fertilisers, which started eight
years after the Fertilisers and Chemi-
cals Limited, Travancore, could run
with 1.C.S. officers and newly trained
technical personnel and could make a
profit and fulfil the quota of entire pro-
duction within a few years; but we
find that this company even after
twelve years did not produce even 50
per cent of it capacity, and that too
at the cost of the foreign exchange of
the country, because this company
which can manufacture such a lot of
material as fertilisers is not manufac-
turing it deliberately, because the
managing agency company did not
want, in their own way, to fulfil the
production target. This example shows
how the managing agency in that com-
pany has certainly failed; it has work-
ed to the detriment of the sharehold-
ers of that company. Now, after
twelve years, this managing agency
has made only one contribution, the
contribution of manipulated accounts,
and at the cost of production and also
loss to the shareholders for all these
years.

Then, there is another company,
called the Travancore Rayons. The
Travancore Rayong company with a
capital of about Rs. 3 crores has got a
managing agency called the M.C.T.
company. The invested capital of the
M.C.T. company is very small. The
M.CT. company has got no experi-
ence in the rayon industry. As a
matter of fact, rayon was a new indus-
try at that time. The M.C.T. company’s
directors, acting as the managing
agents of the Travancore Rayonsf with
a.small and little investment as com-
pared with that of the Travancore
Rayons, have sat tight for the last ten
years as the managing agents of the
Travancore Rayons. And what is the
total amount of profit that they have
made for a negligible investment of
Rs. 50,0007 The Travancere Rayons
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purchase the entire pulp from the
foreign countries, at the expense of our
foreign exchange, and the M.C.T. com-
pany has got enormous commission for
the purchase of the entire pulp in the
foreign lands, And what happens
really 15 that the entire commission
that has been paid on the purchase of
the pulp is remitted in the foreign
lands in the banks, in the name of
the directors of the managing agency
company, namely the M.C.T. company.
And the directors of the M.C.T. com-
pany go to America and to Western
Germany every othet fortnight with
family, and spend money there on
business trips connected with other
business, and spend the foreign ex-
change, also not showing actually what
i3 the gotuui credit of gt xRy
that they have got.

The same M.C.T. company, under
different names in Bombay, Madras
and Calcutta, gets the sole agency for
the entire rayons produced in the
Travancore Rayons, and gets an over-
all commission of 15 per cent. on the
same. Therefore, this company which
has not got any experience in the
rayon industry, with a very little
invested capital has got the entire
monopoly of importing rayon pulp for
the Travancore Rayons, gets & commis-
sion in foreign exchange, remits that
commission, not in the records, but by
secret accounts in the banks of Ame-
rica and Western Germany; and the
directors of the M.C.T. company are
going there and staying just like any
other industrialist, with family, for
business connected with the managing
agency firm but completely unconnect-
ed with the Travancore Rayons. Their
application also is coming up before
the Government of India, and they are
confident that the application will be
favourably considered.

These are the two classical examples.
If you go into the details of other com.
panies, you will find the very same
thing, a small capital investment, sit-
ting tight over the affairs of the com-
pany, draining out the entire profits
of the company, lack of technical per-
sonnel, as far as the managing agency
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is concerned, and 80 on. They train.
thege technical personnel at,the cost of
the company; they send them to
America or t0 Western Germany or to
England every other fortnight, to the
avantage of the managing agency
campany, because the employees who-
ake there belong to the managing
agency company.

In 1956 hon. Members from all sides.
o the House maintained that the
mManaging system had become outdat-
eq and that it should not live for one
mMoment more {0 the cost and detri-
ment of industrial progress in India. I
therefore hope that the hon. Minister
Will reconsider the position and bring
in a provision in the Joint Committee
Whereby managing agency i the pab-
lic and private companies ceases by
15th August, 1960,

The second important point is re-
garding the foreign companies. It is
a pity that in many instances, this Min-
istry as well as the Ministry of Steel,
Mines and Fuel and the Ministry of
Finance, have come to a very difficult
Possition. I myself do not undersiand
what the real position is as far as the
accounts of the foreign companies are
concerned. From direct experience I
can say that the foreign companies are
not bound by any law to give a correct
accounting to the Government of India
itself. The hon. Minister of Steel,
Mines and Fuel at least seven times
hgs told me on the floor of this House
that the detailed accounts of the oil
companies in India have never been
khown to him, and one day when he
said that some sort of legislation would
be required, the hon. Home Minister
iitervened and said that if necessary,
logislation would be brought forward

Today the position is this, that the
Ok-iginal investment of the oil compan-
i6s in this country is completely un-
known to anybody. The figures shown
in their balance sheets which are filed,
if at all filed, do not bear any relation-
ship to the actual capital invested
These companies are keeping certain
8ccounts which have absolutely no
Teality as far as the circumstances as»
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concerned. I will point out only oie
or two instances where the company’s
accounts do not show the real position
of the invested capital to the detriment
both of the Exchequer, and also, as
pointed out by my hon. friend Shri
C. K. Bhattacharyya, of the workers
who are said to he real partners in the
industry by the Government of India.

The Burmah Oil Co., had an invest-
ed capital of Rs. 16 crores in 1848, No-
body knows whether it was brought by
them. In 1956 the invested capital of
the company had increased to Rs. 57
crores from Rs. 16 crores. It is an
agreed fact that not one pie has been
brought by the company either from
Burma or Great Britain or any other
place where its associated companies
are situated. How did Rs. 18 crores
multiply to Rs. 587 crores?—by the
simple process which the company
adopted last year when the new refl-
neries were going to be taken over,
namely, revaluation of the entire stock
of the company. When these people
are adopting this process of revalua-
tion, and inflated capital is shown in
their balance sheets, I ask the hon.
Minister whether the Government has
got any power to control this process
by which they get more and more
returns in the matter of income-tax,
bonus and many other advantages.
What is the power with the Govern-
ment if a company todsy with a capi-
tal of Rs. 1 crores, revalues its entire
assets, which is not subject to audit,
and say that their capital now is Rs.
25 crores with consequent return on
that capital, interest for that and all
other considerations?

The Kanan Devan Hills Produce Co.,
a mighty plantation company, which
had been in the news some six months
back, is controlled by the Finlay group
of industries, and is a glaring example.
In 1958 the capital of this company as
disclosed by the Finlay group of indus-
tries was £11 lakhs. This is not the
original capital, but as valued by the
company. In 1955 this was £37 lakhs,
How was this achieved?—by: the sim-
ple process of revaluation of the land
of the company. By this process the
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company has increased its capital with-
out actually bringing in any capital at
all. We find there are certain cases
pending in which the workers wanted
the accounts of the company, and now
the High Court has said that the com-
pany is not bound to produce any
accounts.

In this company the General Mana-
ger gets an overall cash payment of
Rs. 17,000 a month; the Deputy Gene-
ral Manager, with his responsibility
allowance, gets Rs. 17,000; 28 other
foreign managers get Rs. 2,500 each
with enormous paraphernalia; 1,500
managerial and supervisory staff come
within the pay group of Rs. 500 to
Rs. 1,000, This is the establishment
maintained by them. The General
Manager gets sumptuary allowance,
car allowance and so many other
allowanceg which are not subject to
income-tax. This is the way in which
they behave. What is the power in
the hands of the hon. Minister or the
company law administration to prevent
this inflation of capital and expendi-
ture indulged in by these companies?

‘This morning I read a judgment of
the Supreme Court which is certainly,
as far as we are concerned, most dis-
turbing. Shri C. K. Bhattacharyya has
referred to it, and it is regarding the
guarantees as far ag the private and
public limited companies are concern-
ed regarding the claims of the workers.
The learned Judges have said that as
far as the balance sheets are concerned,
in the case of public or private limit-
ed companies the industrial tribunals
have to accept the figures shown in
them, and unless extraordinary cir-
cumstances exist, the industrial tribu-
nal has no business to look into the
accounts of the company. That is a
very disturbing state of affairs, espe-
cially in the case of companies which
inflate their capital and expenditure,
and have so many hidden expendi-
tures. I can bring many such cases
to the notice of the hon. Minister, Com-
panies make lakhg and lakhs of rupees
as profit, and ultimately the workers
ask for bonus, and the balance sheets
are to be accepted as prima facie evid-
ence of the correctness of the state of™
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affairs and the trading results of the
company, and the workers have to go
back from the court without getting a
single pte as bonus Therefore, some-
thing will have to be done, and the
company law admunistration and the
statute should have control over infla-
tion of capital end also the éxpendi-
ture of these foreign companies Un-
less that is done, the workers will not
get their share, the Government of
India will not get their share, and
these companies will go on making
profit, subdued profit, without the
knowledge of anybody concerned

I make an earnest appeal to the hon
Minister that considering all  these
pomts, he will have to review the
amendment that he has brought for-
ward Unless the amendments are
reviewed 1n the lhight of the realities
of the situation, apart from the re-
port of Shr1 Shastr), the purpose of
this amending legislation, and the in-
tention with which 1t 1s brought by
the Government, will be defeated I
therefore hope that in the Joint Com
mittee the Government will itself take
the mtiative to plug these loopholes,
so that the rights of the workers and
the Government will be guaranteed
and the thorough mismanagement of
these companes will be prevented

Pandit Munishwar Duit Upadhyay
(Pratapgarh) The company law was
overhauled only two or three years
ago ‘The old Act agamnst which there
were a number of complaints was re-
pealed, and we took qute a long time
in preparing the present one But
even then 1t was considered that if
any defects were found in the work-
ing of this law, steps would be taken
to amend 1t It 1s according to that
stipulation that this amendment has
come before us

What I want to submit especially
in this connection 1s that the report
of 1958 has given us almost up to date
all the drawbacks in the working of
the Act that have been found either by
the Committee that was appomted or
by the administration I do not think
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any hon Member here could go any
further in pomting out these defects,
because on the most serious defects
that could be expected from the com-
plamnts that we had when we were
considering the law three years back,
the Report 13 very emphatic I would
simply read out & few instances and
you will find that nothing has been
left out that could be said agamnst the
working of the Act.

The mam point to be considered
was whether there should be any res-
friction on the income of the manag-
mg agency which used to increase
somehow or other, by hook or crook
This has been accumulating at the cost
of shareholders There was no check
Even the checks that we provided
could not work successfully Attempts
were made 1n the Act to see that
these checks could be effective, but an
spite of those attempts and these pro-
visions, we find that even now breach.
es of these provisions are so frequent

They have saixd that even now com-
mussions are being charged on bank
overdrafts In order to increase their
remuneration indirectly, some manag-
g agents and directors of companies
have started to receive commission
on bank overdrafts and other loans
guaranteed by them Then they have
emphasised that instances have also
come to light where relatives of direc-
tors who, by and large, were rcported
to be men of no substantial means
have acted as guarantors and received
relatively high rates of commission in
lieu of the services said to have been
rendered as guarantors to the loan

These complaints were made at that
time and 1f they are being repeated,
although we have made provisions to
check these tendencies, it only shows
that there 1s some loophole I do not
know how far the provisions made in
the present Bill shall be adequate for
this purpose I shall just refer to some
of the drawbacks pointed out in the
report One relates to contracts with
associates of managing agents This
is a contrivance to increase the income
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of the managing agents. Section 348
of the Companies Act restricts the
managing agents’ remuneration in any
year to 10 per cent of the net profits
of the managed company and section
198 restricts the overall managerial
remuneration in any year to 11 per
cent of the net profits of the com-
pany. Sections 356 and 358 prohibit
the appointment of the managing
agent or his associates as buying
agents of the managed company or
as selling agents of the goods produced
by the company. Section 360, how-
aver, requires the approval of a com-
pany to be obtained through a special
resolution in respect of any contract.
etc. with the managing agent or his
associates in lieu of the rendering of
any service other than that of the
managing agents. In one case, it has
been found that two associates of the
managing agents were appointed on
substantial remuneration as attorneys
for the managed companies and en-
wrusted with the purchase and sale of
goods for the company. So they were
attorneys and they were also appointed
as buying and selling agents. The
arrangement was approved by the
company by a special resolution under
section 860 of the Act. This device
seems to have been adopted by the
managing agents apparently to aug-
ment thewr own earnings.

So in spite of the fact that we have
made a provision to the effect that
there should be a special resolution to
approve these proposals, still there
has been absolutely no effective check.
Sometimes the resolutions go even
further than what the managing agents
or the managing committee suggest.
We have seen 1n certain cases here
that the managing committee has sug-
gested only an emolument of, say,
Rs 850 for a particular person related
to the directors, but the shareholders
In the general body meeting have gone
to the extent of saying that he should
be given Rs. 1,500 per month, although
he probably did not deserve even
Rs 850.

Shri V., P. Nayar (Quilon): What
Percentage of the shareholders attend-
ed that meeting?
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Pandit Munishwar Dutt Upadhyay:
1 do not know how they passed that
resolution giving something more than
what was suggested. So it appears
that even this check made in the Act is
not effective. How it is manoeuvred
by them, it is very difficult for me to
say. But these things are being done.

Therefore, we have to have better
checks; otherwise, I do not think we
can in any way restrict the income the
managing agents are even now trying
to make in spite of the Act we have
passed,

Again, in one case, the resignation
of a managing agent was accepted:
and he was appointed selling agent.
Probably the income from beng
selling agent was much higher than
that obtamned by being managing agent.
on account of the restrictions we have
placed. We have not placed any
restrictions on the income of the
selling agent; therefore, he resigns his
post ag managing agent and 1mme-
diately becomes selling agent.

Then employment of relatives has
also been mentioned This was also
complained of before and 1t was then
considered that some provision should
be made 1n the Act to prevent it. But
it has been found that relatives who
do not deserve to be in certain posts
were appomnted The instance that I
cited of a person who was recom-
mended Rs. 850 and was appointed.
on Rs. 1,500 1s one in pomnt.

There 1s another instance which I
find. Some shareholders who were
probably relatives of managing agents
were allowed to have a tour abroad.
They were given travelling allowance
of quite a large sum I do not know
how they could do that. These peo-
ple were neither officers of the com-
pany nor directors, nor had anything
to do with the management

Dr. M. S. Aney (Nagpur): They are
the masters of the officers of the

company.
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Pandtt Munishwar Dutt Upadhysy:
“They are the masters In spite of the
provisions made, somehow or other,
they find some loophole and through
that increase their income

The defintion of ‘relatives’ was dis-
cussed 1n the Report of the Committee
that was appointed and the suggestion
made 1s that 1t should be restricted
It may be that there may be a restric-
tion of the term ‘relatives’, but I do
not know if any kind of restriction
would be helpful Unless you try to
cover all possible relatives, there would
be some loophole through which they
will employ people again to defeat the
provisions we make in the Act

Some hon Members were making
complaints, but then very serious
complaints have been made in the
Report 1itself I think the amending
Bill has tried to cover most of those
complaints, although I am not sure
how far it shall be an effective check
on the tendencies that we see among
these managing agents to increase
their emoluments, still the provisions
that have been made do really intend
to have some sort of restriction on
the increase of their income

Only one more pomnt and I have
done As regards the Companies Act
which was passed only three years
ago, the main thing that was discussed
was the mcome of these agents and
also the manner in which they were
trymmg to become managing agents of
a number of companies By that also
they increase theiwr income

Some cases were cited by another
speaker 1 thunk I should not take
much time over 1t I should say that
the number of companies allowed to be
meanaged by a particular managing
agent should be further decreased
The number that i1s there 1s such that
somehow or other, by direct or in-
direct methods, a man may have a
number of companies and earn lakhs
although that was not the intention of
the legislation that we conmdered
when passing the Compames Act last
time So, I would submit that there

MAY 6, 1989

(Amendment) Bilt  y53%

should be restriction on that Let us
have these amendments and agam let
us see how far we succeed in imposing
the restrictions that we want to have
in this legislation
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[#fr @o 7o FS]

gl adF ¥ wiw gen fF 9 aw
FALT Fr e oA arer off AT g
gwar 91 % arfasrT & faars T1H1T
T & AT A Fg A9 99 7 &Y,
gq fad Sg Y s s fagr w1 g
g AT ¥ IR IW FT AAMA L®
T faar 1 oo & wre Sl ST
foraTe R AT § | RN I F IR
© FEAX FAF a7 FL fad W HT
TG I FTH TARTC a4 HIT ST 7
FIH HFET ATS T FAATT & § AT
FTTE | g g y AR gEL AT A
3T TG FT FATAT AT | 9T WA
39 §I | 4% AT M7 GAT AT FAL
Gt & g T@Ar g 1 OF AT A
FEENT, T AT JEAIT G I F¥ AqT@1 F
FGATE | §F AT a9g FAT L 7 A9 FALT
#r fE & faspere ¥ g, 3T aeT &
ggedl #1 fagare feamar =stgar § 0
fe 9 & =T anT §, g9 F@w R
" g UF TG T A& § AW a_QA
HT AT g T3 F APt =T qH
grana qar &7 f&F saw fF asr w9y
#r fawrfant @1 wrEr ame G
qAFIL T &1 7 g1 | “qre Frfawa’
FT I IE &, TAL TFAT T & HGFIL
Y 55T a0F T IF WE | TR TAFRTT
T Tg FAQ a4 9% § A A qwaar
g f& o9 F7 T T FT A9 o
s Gaoiw 99 7 wifase €8 &1 Qo
alg ToaT ST Ag frar qar g
T A0 WET TS a4 % saral fgya
g\ T g9gr s fF afaz ag @
T g %gr §1 A Argar § fvoaA
i A i Fr wGF W] i
FAEY | A A1 AT AT | A I
F AC KT ART & IS W
fg=r <@AT =TRd § ar @i &
gu avwie Y 3 A1 ghaard Wz
FT, A3 AT I *1 fvar @T &
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fad gatdr &3 #1 qaR § 2T
T Hatdir F1 s faw wrfest o
g, STERaed 1 g1, qaforr g 51
g, o &1 FW &I 417 AAGR §
ag WERHIAT FLG W@, T TG BT 9%
FafiA@Qrg ) A gnaa g F @
F e § St AT =rfET

e H{AY Sft FT s & oo
FTAGL TG AT K & SATAT ATZAT§ |
g fatear Siear araa= w1 difsg
o 3T Agw 7 9w forar &, FfE
HTST AIEA ¥ TgH F AT A FgAT F o
fafear Efeat Freaem o= ool F99 of
for o< ot s 7 & SIE /W
taq qenfos =3 & @9, oF 92w
TITHE § QFATIAE % . (a9 MR &
fafemr ifeat sroRem . & qenfow
% forg, Y § a8 TR F AT FF ToRAT
g for 1 sIEi § Y ag wew aew fafew
gfear FTCNTE T FH FEAT AEN
a7 FAAF I g7 TG HFF AT | AW
g HET GG AT | FILT ATRA 7
T & oot ag a fawar &, & famm
feerrar g fF & S 2% 722 aeft Av AW

T A WG, SH ¥ TG o 4

. FET TROWEART S g4l | 91,9

39 & AT STRTHH *7 gTAT AT
g 1 afy /T 9rs ofy Twfag wis aat
dFg1 & o an 93 SNF a7 &F 7 |
TR A HT AT FAG 74 av 7 faa-
AT 5 o ag & e ®o g Al
7 s fea § 1w fafew <hew
FIATEA ST § 99 *1 afeqd | w@a av
AT & ST T FFae f g aerar AT,
afed #IST IFAT AT §F qE A v
o7 W g o gare A Sty i wad & fr
FHYR Fed faq & R 7 fF 3z vF T
g5z f Tvs | mife ¢ werifa aveed
X FY AE AT HA S P F Q¥ FFw
5 oRTE T AR ML AT & a9
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# W gt & et ¥ g A
g e sy § fe gl
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o o S Wl et 7@ T g Rl
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6 QU X | W G g g T
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feaT STRRT § ¥ e STiedy
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§ qordfe & ¥ o @ 9O |
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forw 1 were It ST Y WYX W
T e & ST A g | Wl
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st 5o 7o wwall]
qrAgrd s Affe e e
md ) Hedairdrsto
forg Wt & w17 quwd § fs fradaor-
Fe§, wtwed, prer it
FOs ysE NV AT T AT, W
&t wiw A% W 39 ® fag sfw
srarear w3 | S T ag ¢ e ag we-
frat araw ¥ € waR wE el §
qrgg Azt Aeew feafed &
& wrowr sqiT g & AfoT W W
& wrr W § gt ) fw qeew
worft § W 3 F wry 3R e W
fiar A3 wradwex & O IEw Y
i g | AN T R @
oy & T v ot o eI e §
g Wt 4 RATorT TR 1 AT
g g7 Ao g fe g Rl
efinae forg & o agt ¥y g i oy
A& e TR FA@ # ey
o Y, STHY AT AT T | FEH
o fedy gafoede ws g &)
A wrgan ¢ i W g el 9 3 W
wiz dwTwR dfms dReA R A
o | gy Aif dege Srefaeda
ot § s vaferde ag. A fwex dfwe
R A AWM EAIRY &@
g, mewfeat € o §, Foreddorde o
gq'f-(q-qshw&wfqmwmﬂ'ﬂ
H g O @ O A Wk -
ey Wy afg o @ g AG ferar &
T Sy & et £ e v
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grer veT Wgw § 1 g Tl vy
wgx & o fie wely Aoy wre fenr
WEETAT 9T ST IY FTAYT F W AW
3 ¥ afierat afe o w7 E oY wTewd
et wrw a4 fie ag Iudr gt
g 1 gl ot g wfr e
scrfta § Wco d smtarfer ste
9, g7 & fomr vt 2aar g ot fewr
¥ of frar § o wowar g v gk
A AT W o T A W g oeT
et =k B | & wrga fiw o el )
e w3 @ AT AF FT T AR
AT I ¥ 48 daew @ wrd anfe
T At TEadt, oATEr Wi weerare
der guTd AR W |

& wren waan g fe Woft wdea
it g edreaTgEs faa w6 Wik
fo oY ag G AT 3T 9T ¥ W
qT 37 K §9 § K7 0 F7 A Fifew
41 & %o e vy fegra feamr
g g e ¥ aafedi M gr e ©
fore foreft  oft worgdt Wi st #
wATT &Y wew q¥ Y, g &)

Shri Lal Bahadur Shastri: Mr.

g€ WA weew : Foar gl |
AT
Shri Lal Bahadur Shastrl: May I
speak in Hindi?

An Hon. Member: No.

Mr. Deputy-Speaker: It is for the
hon. Minister to choose any language
he likes.

Shri Narayanankuity Menom: We
can understand English. That is the
reason why we want you %o speak in
English.

Shri Lal Bahadur Shastrl:  Mr.
Deputy-Speaker, Sir, my ocolldsgue,



there is no provision which he con-
sidered to be important enough for
this measure to be brought before the
House. From his point of view he felt
that it was not necessary at all for
this measure to be brought before this
House. To an extent Shri Menon also
said the same thing.

As I said, I am somewhat surprised
over that statement because it they
wil carefully go through the
Bill they will find that we
have made important provisiong in
the amending Bill so far as the cor-
nering of shares is concerned and so
far as inter-company transactions and
loans are concerned. We have also
made provisions to see that private
companies do not convert themselves
mto private limited companies with-
out the approval of Government. We
have taken powers for inspecting the
papers and documents of the com-
panies. All these steps have been sug-
gested through the amendments which
are placed before the House. The
amending Bill containg all those pro-
visions. In the circumstances, I feel
that this Bill deserves a more serious
congideration by the House as well as
by the Joint Committee.

I am indeed thankful to Shri Muker-
jee for having made a very construc-
tive speech, although he was fairly
critical of the working of the com-
Panjes, specially of the foreign com-
Panies in this country.
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16.18 hrs,
{SEx BanmAx in the Chair]

I must say that I am not fully satis-
fled with the way in which our Com-
pany Law Administration has been
able to function during the last few
years—I am not talking of the last
one year—and specially since the last
Companies (Amendment) Act was
framed, that is, in the year 1956. After
that it took some time to put up the
Company Law Adminstration on a
sound footing and preliminary work
had to be done. It was, therefore, not
possible for them to take immediate
action in regard to various cases of
maladministration which prevailed in
different companies. But during the
last one year and a half I think ade-
quate action has been taken, which
was conceded by Shri Mukerjee him-
self. Large number of cases—more
than 1,200 in one year were looked
into and prosecutions were launched
against a number of companies. But
this Bill is placed before the House
because—one of the main considera-
tions of bringing forward this amend-
ing Bill is that the administration is
not adequately empowered at the
present moment to look into the mal.
administration of companies or even
inspect their accounts and other docu-
ments fully--the power has to be
further given to the administration so
that they can examine papers and
documents more closely, At the pre-
sent moment the Registrar has got
very inadequate powers. He can in-
spect the balance sheet and the papers
connected with the accounts; he cannot
go beyond that. If he wants any
other papers pertaining to the balance
sheets or accounts, he is not entitled
to ask for them, unless he gets special
authority from the High Court to do
so. In the amendment we have sug-
gested that the Registrar can go into
the papers concerning the balance-
sheets and accounts and some other
document, if he finds it necessary to
look into them. It will not be neces-
sary for him in every oase to go to
the High Court. He can approach the
magistrate and the magistrate will
give him the necessary authority. The

1
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(Shr: Lal Bahadur Shastr) ’

magistrate hinself can make a search
and find out the papers or the Regis-
trar can ask for those papers No
extra action may be called for, if the
papers are submutted as 1t will suffice
for the purpose of the Registrar

I am merely putting this as an
example that we do not have adequate
powers to deal with compames in
many matters, especially in regard to
the production of documents, etc. In
fact, there have been considerable
delays Papers have not been submut-
ted and the Registrar went on wait-
mng So, we thought this situation
should be remedied. If there are
delays and f the Registrar has not got
adequate powers, practically the ins-
pection comes to an end. Not only
the Registrar, but we have in this
amending Bill authorised the inspec-
tors to look into cases and make neces-
sary enquiries and see to it that the
documents needed are submutted to the
mspector or to the Regstrar I
therefore feel that the amending Bill
now before Parliament will help to
remove most of the admtted defi-
ciencies 1n the present law and the
further steps we have taken, and we
propose to take, if necessary, in future
will help us 1n strengthening and remn-
foraing the admunistration

The main pomnt that has been raised
by any hon Members of the House 1s
about the managing agency system I
would like to make it clear that the
law does not enjoin any abolition of
the managing agency system It 1s
true i1t empowers Government to
abolish managing agencies in parti~
cular industmes, if 1t so desired It
Government come to the conclusion
that the managing agency should be
abolished in a particular industry the
power is there provided m the present
Bill But there 18 a regular procedure
also provided for the same I think
hon. Members know that there has
been some confusion about the aboli-
tion of the managing agencies by a
particular date The Bill merely pro-
vides that by the 18th of August 1980
all the managing agencies will come
to an end, provided they do not seek
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for remewal of the terms of their
managing agency. So on the 15th of
August 1960 the managing agency of
those companies who do not come
forward to renew their agencies will
naturally come to an end. But those
companies, or managing agencies
whuch will conform, or which will sub-
mit or apply to Government for
renewal of their agencies, their cases
will have to be consudered by the Com-
pany law Advisory Commission and
ultimately by the Company Law
Administration and Government

Shri Supakar: Why was that date-
line fixed?

Shri Lal Bahadur Shastri: That
date-line, as far as I think was fixed,
because m between 1f Government
considered 1t necessary it mught look
nto, or investigate into any particular
one, two or three industries or any
number of industries If such an en-
quiry 1s held and ultimately Govern-
ment feels convinced by the recom-
mendations of that enquiry that the
managing agency in those particular
industries should come to an end, it
will come to an end, it will have to
be abolished

I might make 1t clear that this
matter, as I saud during the course of
the discussion on the Demands for
Grants, 1s receiving our serious atten-
tion what shall we do, what are the
mndustries m which investigations will
have to be started—all these things
have to be carefully considered But
I might tell Shr1 Mukerjee that even
i the case of renewals, where we
have given renewals to managing
agencies, we have taken care to see
that even if the period has been
renewed by ten years, 1t 1s subject to
the condition only if the Government
does not review the position regarding
the managing agencies betore that
period The proviso is there If we
have given renewal to a managing
agency in some sugar factory, or sugar
mdustry, and after two years we come
to the conclusion that the managing
agencies in the sugar industry sheuld
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comng to an end, even if we have given
them ten years' life, the managing
sgency 1n the sugar industry will
come to an end. We have made it
quite clear m the terms of the renewal
that the managmg agencies will come
to an end when Government have so
decaded We have taken that care

Similarly in regard to commussion,
to which Shr1 Mukerjee made a refer-
ence, It 18 true that in the past gen-
erally 10 per cent was given ‘as com-
mussion {0 managing agencles I made
an announcement only a few days
back—1t 18 true. But even before that
we had taken some action in certain
cases in which the commussion was
reduced to 6 per cent instead of 10
per cent I personally looked into a
case 1n which the profits went up from
a lakh and a half to about five or six
lakhs The remuneration of the
managing agents was therefore rismg
up very high 1 asked’ why should 1t
be necessary for us to agree to the
10 per cent limit being sanctioned The
Adwvisory Commission also looked into
the matter and ultimately we reduced
the profits or the remuneration from
10 per cent to 5 per cent So, we have
been taking action I do not wish to
mention the name of the company, but
I may tell the House that it was one
of the big concerns ;n India It 1s true
that the general practice has been that
of giving the maximum commission as
well as the maximum period In re-
gard to both, we have taken the neces-
sary precautions, as I have told the
House before

As regards remuneration m future
we shall have to depend on the advice
of the Company Law Adwvisory Com-
mission The Company Law Advisory
Commission knows the policy of Gov-
ernment, and I am sure the Com-
pany Law Adwvisory Commussion wall
function in that context, mn the back
ground of the policies announced by
Government.

Well, Sir, as regards foreign com-
panies ¥ need not say much. But when
Shri Mukerjee says that we have
Some soft corner for them or that we
are somewhat lenient to foreign com-
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panues, I do not think he 13 fully
justified in saying that. I shall mere-
ly tell him that one of the amend-
ments which we have suggested will
g0 to show that we are trying to put
the foreign companies on a par with
the Indian compamies This 1s sought
to be ensured by the exercise of
regulatory power by Government.
There 13 an anomaly at present which
18 sought to be removed by an amend-
ment in clause 3 under which 1t is
proposed to place a private company
registered in India which is a subsi-
diary of a foreign company at per
with similarly placed Indian private
company. There has been a distinc-
tion and the treatment has been
different between the subsidiary com-
panies registered m India and the
subsidiary companies of a foreign
company, that i1s one which 1s regis-
tered outside India So, now this
anomaly 18 bemng removed And this
will prove that we want to deal with
them on an equal level, we do no}
want to make any distinction

As regards o1l companies, I cannot
say much at the present moment It
was said that these 011 compames do
not file their accounis before the
Registrar, that they do not, as the
hon Member said, properly file therr
accounts As far as our information
goes, they have to submit thewr
accounts to the Registrar, but under
section 594 of the Act, only the
accounts relating to their Indian busi-
ness will have to be filed in detail mn
accordance with the provisions.
Simultaneously, for i1ts world business,
the accounts filed with the Registrar
m the country of origin of the parent
company are also filed This 18 also
in accordance, it 18 said, with the
provisions of other Companies Acts
Iike the UK Act Well, the complaint
that the o1l companies do not disclose
other details, about profits etec, 13 &
matter to be settled by agreement
with the companies where Govern-
ment participates 1n  therr business;
and the concerned Minustry, I hope,
will take steps to get the information.
required

Shri Menon also referred. .
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the accounts that mﬁledundu' the
statute with the Registrar of Joint
Stock Companies the actual trading
remluottheeunpmi could not be
ascertained, and the details cannot be
<alled for because statutorily there is
no provision for it. That is what he
said, and he said that he will consider
enacting legislation in order to have
power to call for the informsation to
know the real trading position of the
companies.

Shri Lal Bahadur Shastri: I do not
know. I will examine that. But some
reciprocatory provisions may have to
be made with other countries, Com-
monwealth countries and other coun-
tries. There might be certain intrica-
cies. But, as the hon. Member has
said, we can have a discussion with
the concerned Ministry and this
matter can be further looked into.

Shri Menon referred to a company
of Kerala, the Fertilizer factory. I
have had some discussions, about that
factory and its working, with the
Minister concerned in Kerala some
time back and also with some of the
officers of the Kerala Government.
‘Well, there has been some dispute,
some difference of opinion, which
gradually increased, between the
Government as shareholders and the
managing agents. When they came
here they themselves felt after some
discussion, and I also emphasised, that
if these differences could be patched
up it will be helpful for the industry
so that it may grow up and expand.
But it seems that the differences have
furher widened. I am not aware fully
of the latest position, but I got some
paper only last night in connection
with this factory and about its present
working. However, I would like to
tell Shri Menon that the Kerala Gov-
ernment has got a majority share and
they can in the meetings of the board
take any action they like. As majority
shareholders they might do what they
think proper, but, of course, as Gov-

Shri Mukerjee said something about
sole selling agents, and he said that
the provision is good so far as it goes.
When the Bill was drafted I had also
looked into it, but just now I also felt
that this matter in so0 far as the
appointment of sole selling agents is
concerned—because that word “sole”
has been used—deserves further
examination. Because, it might, toan
extent, be misused, and instead of
having one agent, there may be two
or three and they may distribute the
profits among themselves. So this
lacuna perhaps has to be avoided. But
T cannot make any definite suggestion
at the present moment. However, I
agree that it should be further looked
into. And there is a Joint Committee
which will certainly pay attention to
this matter.

I might also tell him that in so far
as the delay in the presecution of
compames is concerned, there is an
amendment suggested under section
166 of the Bill which will help us in
expediting taking action against com-
panies or launching prosecutions.

The intricate questions of cornering
of shares and interlooking of shares
have also been dealt wmith in the Bill;
and, as Shri Mukerjee said, there have
been recently some cases in which
cornering of shares or inter-company
transactions have created a difficult
situation and action had to be taken
against them at a later stage. How-
ever, 1 agree that it is necessary to
prevent them and therefore thele
amendments are being proposed,
thltwecanhkeuctlonltammtm
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stage. I may tell Shri H. N. Mukerjee
that at the back of my mind I also
have an idea about the amendments
regarding interlocking and inter-
company transactions to prevent con-
centration of economic power in a
few hands.

I need not say much about the
question of companies giving political
contributions. I have said enough on
that subject and I need not repeat the
arguments that I advanced on one or
two occasions in this House as well
as in the other House. Shri S. M.
Banerjee has given a nice sermon or
lecture to us. He is entitled to do so.
He sgid, what has happened to us, we
are taking money from the Tatas. I
do not know. Of course, money is
contributed. But, he perhaps forgets
that we used to take funds before also
from these people, big or small. We
were not polluted then. I am talking
of the British days. pre-Independence
days. Then, according to Shri S. M.
Banerjee’s view, we were not polluted.
But, now, he thinks it will have an
adverse effect on us. I am not, I must
say frankly, very much enamoured of
getting political contributions from
companies. But, as recommended by
the Sastri Committee, I have agreed
that there should be disclosure of the
contributions made.

So far as the maximum amount of
Rs. 25,000 is concerned, from the com-
panies’ point of view, it is not a very
big sum. But, it is necessary that
there should be no underhand dealing,
no contribution which is not put
before the public. The public should
know that a particular sum has been
given by a particular company. It is
for the public to judge merits of the
members 6f the party which agreed
to take that contribution. Once it is
made public, whatever grievance or
complaint there might be, practically
comes to an end. Therefore I felt, let
the old provision remain, but a pro-
vision for disclosure should be made
8o that there remains no secrecy about
the contributions. I would, however.
say 'that I have an absolutely open
mind and I am not committed to any
particular thing, Let the Joint Com-

VAISAKHA 16, 1881 (SAKA) (Amendment) Bill 15406

mittee say, let the House consider this
matter and if they want to make any
changes, I shall, of course, not come
in their way.

I do not want to take more of the
time of the House. I hope that the
Joint Committee will give thought to
these matters and perhaps the Bill
might come back in a form which
would be more acceptable to the
Members of this House.

Mr, Chalrman: The question is:

“That the Bill further to amend
the Companies Act, 1956, be
referred to a Joint Committee of
the Houses consisting of 45 mem-
bers; 30 from this House, namely-
ly:—Sardar Hukam Singh, Shri
H. C. Heda. Shri Satyendra
Narayan Sinha, Pandit Dwarka
Nath Tiwary, ShriShivram Range
Rane Shri Radhelal Vyas, Shri
N.R.M. Swamy, Shri P. T. Thanu
Pillai, Shri M. Shankaraiya, Shri
Jaganatha Rao, Shri Ajit Singh
Sarhadi, Shri Radheshyam Ram-
kumar Morarka, Shri G. D.
Somani, Shri Feroze Gandhi, Shri
C. D. Pande, Shri Mulchand Dube,
Shri Rohanlal Chaturvedi, Shri
Arun Chandra Guha, Shrimati
Sucheta Kripalani, Shri Narend-
rabhai Nathwani, Shri K. T. K.
Tangamani, Shri S. Easwara Iyer
Shr1 M. R. Masani, Shri Yadav
Narayan Jadhav, Shri Tridib
Kumar Chaudhuri, Shri Surendra
Mahanty, Shri G. K. Manay, Shri
Naushir Bharucha, Shri Lal
Bahadur  Shastri and Shri
Kanungo, and 15 members from
Rajya Sabha;

“that in order to constitute a
sitting of the Joint Committee the
quorum shall he one-third of the
total number of members of the
Joint Committee;

“that the Committee shall make
a report to this House by the last
day of the first week of the next
session;

“that in other respects the Rules
of Procedure of this House rela-
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ting to Parliamentary Commuttees
will apply with such variations
and modifications as the Speaker
may make, and

“that this House recomends to
Rajya Sabha that Rajya Sabha do
join the said Joint Committee and
communicate to this House the
names of members to be appoint-
ed by Rajya Sabha to the Joint
Commuttee”

The moton was adopted

1645 hrs

COST AND WORKS ACCOUNTANTS
BILL

The Deputy Minister of Commerce
and Industry (Shri Satish Chandra):
Sir, I beg to move

‘“That the Bill to make provi-
sion for the regulation of the pro~
fession of cost and works accoun-
tants, as passed by Rajya Sabha,
be taken into consideration™

This Bill was discussed mn this
House 1n the last session and referred
to a Jont Commuttee of the two
Houses The Joint Committee looked
into every section very carefully and
after detailled discussions made
certain amendments in the Bill The
Bill as 1t has emerged from the Jont
Committee represents the greatest
common measure of agreement among
the Members

Some amendments have now been
moved 1 the Bil] as emerged from
the Joint Commuttee and I find that
out of six amendments, notice for
which has been received, five are
from Shr1 Prabhat Kar who was a
Member of the Joint Commuttee and
took a very active 1nterest in 1ts
proceedings All the pomnts that have
been raised by him in his amendments
were discussed at great length and
wWe were unable to convince him in
the Committee It would be difficult
for me now at thif stage to convince
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him when the
wisdom of al] the Membhers of the
Jomt Commuttee. could not do so dur-
ing the long discussions that took
place there

I do not wish to state in detail the
object of the Bill It was stated by
me when the Bill was discussed
origwnally It has also been discussed
thoroughly m the Joint Committee I
only wish to pomnt out some of the
important changes made by the Joint
Commttee In clause 2 of the Bill.
the defimition of the expression ‘cost
accountant’ has been amended and
thus designation 18 now available to
all persons who are members of the
proposed Institute of Cost and Works
Accountants, irrespective of the fact
that they are actually m practice or
not It was demanded that the pror~
vision 1 this respect should be
brought 1n line with a similar provi-
sion n the Chartered Accountants
Act and 1t has been done

The Joint Committee was of the
opinion that the Central Government
should not have the power of hearing
cases 1n regard to misconduct of
members of the Institute and the pro-
visions contained in clauses 21 and 33
of the original Bill have been amend-
ed so as to vest the power of final
disposal on matters relating to mus-
conduct, in the High Court The High

-Courts will now be vested with power
to hear appeals 1n the more important
cases Some of them will, of course,
be disposed of by the Council of the
Institute of Costs and Works Accoun-
tants Appeal In more important
cases will he with the High Courts

Another change made by the Joint
Committee relates to clause 12 m
which the tenure of the office of
Pre<ident or Vice President has been
reduced to one year A longer tenure
was provided in the orieinal Bill But,
there was an apprehension that it
may put some men i the saddle in
the Institute and they may exercise
their autheritv in arbitrary manner.





