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CONSTITUENT ASSEMBLY OF INDIA (ﬁEGISLATWE)

A

Rerorr oF Tue SELECT COMMITTEE ON THE BANKING COMPANIES BirL, 1848

WE, the undersigned, members of the Select Committee to which the Bill

*Memorandum to consolidate and amend the law relating to banking
‘_ _3?:31‘2)11{!:8]” ;32. coz.nps.nies was referred, have counsidered the Bill, the
i gation of Indian evidence tendered by the delegation of the
% Banks Associa- Indian Banks Association, headed by Bir Homi Mody,
W tion. and the papers* noted in the margin, and have now the

:,'"ﬁono;)r to submit this our Report, with the Bill as amended by us annexed
- nereuo.

We oqnsidered the possibility of extending the scope of the Rill to cover
partnerships or individuals carrying on banking business but found the same
- constitutiorial objections as were present before the previous Select Committee.

“Upon the changes proposed by us which are not formal or consequential we
note below.

Clause 1.—Most of the Acceding States have acceded to the Dominion if
respect of all matters in Lists T and IIl in the Seventh Schedule to the Gov-
ernment of India Act, 1985, and we have therefore revised this clause in agcord-
ance with the formula now adopted so as to make the Act applicable, to the
#xtent to which it can be made applicable, to all such Acceding States.

¢ Clause 4.—We think that copies of notifications issued by the Central Gov-
* ernment under sub-clause (8) should be laid on the table of the Dominion
* Legislature so that it may have an opportunity to consider any extensions
_granted under this .clause.

Clause 5.—The mere aoceptance of deposits by companies, like textile
-mills, ete., for the purpose of financing their own businesseés should not be re-
garded as ‘‘banking’’ within the meaning of this Act, and although we are
given to understand that this would be 8o even under the existing definition of
“‘banking’’, we have thought it advisable to maks the legal position clear by
edding an Ezplanation to this effect in the definition of ‘‘banking company’’.

In the definition of ‘‘managing agent” we have added the words ‘‘or by
F‘_"lﬁrtue of the memorandum or articles of association relating thereto’’, as ib
is .possible that a person may bLe entitled to the management of the affairs of
-# banking company under its memorandum or articles of association.

We have recast item (o) as a separate sub-clause.

%  Clause 6.-—We have made one or two sight drafting changes, and have
"omitted the words “wheresoever incorporated’’, in sub-ocluuse (2) as well as in
‘yarious other clauses where they are superfluous.

. Clause 7.—We see no reason why existing banks should be exempted from
baving to use as part of their name, one of the words ‘‘bank’’, ‘‘banker’’ or
“banking’’, if they actuslly carry on the business of banking. We have,
therefore, omitted the proviso to sub-clause (1) and, incidentally, have recast
the whole .of this clause so as to bring out the prohibitions contained therein
more prominently.

(0ld Clause 8.)—It has been pointed out to us that this clause will have
%’e effect of prohibiting banking companies from allowing to companies any
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kind of demand advances by whatever name called, whether loan, overdraft

or cash credit, and this obviously was not the intention ¢f the previous Select
Committee which inserted this provision.  Vurther, it seems to be unuecessary
_to include in a Bill for the regulatior of bunking companies, a prohibition as
respects demand depogits on companies which to the knowledge of the len-
der are not banking companies ana of the nature of the business of which he
is aware. We have therefore omitted this clause.

Clause 8 (old clause §).—The first day of Junuary, 1948, was the date on
which the Bill was expected previously to come into force. ~We have now
substituted for that date the formulu ‘‘the date of commencement of this Act’.

Clause 9 (old clause 10).—The use of the words ‘‘being assets in respect of
which it is not lawful under the said sections for the company to trunsact busi-
ness’’ i8 not appropriate in view of the business which banks are allowed to
transact. We have therefore recast this clause so as to specify clearly what
transactions banks ore prohibited from carrying on.

(lause 10 (old clause 11).—It has been represented to us that the prohibition
of the employment by a banking company of any person who is engaged
in any other business or vocation would prevent banking companies from
employing part-time employees, like legal advisers and so on, which  the
framers of the Bill did not intend. We also think that a person who has beer
sedjudicated insolvent or has been convicted of any offence involving mors
turpitude should not be employed by any banking coinpany. We also think
that the requirement as to the remewal or extension for a further period -
contracts of management being subject to the approval of the sharcholde
should be omitted because we fear that the continuity of poliey end th
integrity of administration of banking companies may thercby be adversel
affected.

We have recast the whale of thie clause in the light of the above.

Clause 11 (old clause 12).-—As this clause was  somewhat involved,
we have redrafted it without making any changes of substance. 1t now appears
a8 two separate clauses.

Clause 15.—In our opinion, the question of limitation of dividends should
be considered with reference to companies generally and it is not desirable
4o make n separate provision for banking companies glone on this matter in
anticipation of any general decision that may be arrived at. At present the
subject matter of limitation of dividends is regulated by an Ordinance. We
have therefore omitted sub-clause (2).

Clause 17.—The words “net profits’’ have been defined in section 87C of
the Indian Companies Act, 1918, and we have therefore substituted this ex-
pression for the expression ‘‘declared profits’’ which has not been defined.

_ Clause 19.—We think that the reduction s respects the holding of shares
in any company by a banking ®ompany from 40 per cent. as provided in the
Indian Companies Act, 1913, to 20 per cent. which was made to prevent bank-
ing companies from acquirmg control over non-banking companies, would
in effect unduly interfere with the legitimate business of hanks and might also
introduce an element of uncertainty in the credit arrangements of banks with
investors and stock brokers. The majority of us are therefore of the opinion
that the percentage should be restored to 40.

Clause 20.—1t has been represented to us that the prohibition in respect
of unsecured loans made to a private company any director of which is also «
director of the banking company advancing the loan would have the effect
of eompelling the private company to divert all ite business to other quartere
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z‘. this, in our opinion, is certainly not desirable. On the other hand, we
»think that the prohibition should apply to any individuals, firms ar private
oeompanies in cases where any of the directors of the banking company is
% guarantor.

¥ - Clause 21 is new. We think it desirable that the Reserve Bank should
gibe given powers to give directions to banks in regard to their lending pohcxes
fgso that, where necessary, credit facilities may be controlled with a view to
gchecking speculation or rising prices.

' Clause 22 (old clause 81).—As a matter of drafting we have recast sub-
%,pluuses (1) and (2).

¢~ Clause 24 (old clause 23).—We have redrafted sub-clause (1), and in sub-
plause (2) we have added the words ‘‘or its agent’’ so that balances maintained

Lwith any ngeiit of the Reserve Bank may also be regarded a8 part of the liquid
assets.

Clause 25 (old olause 24).—We have made some small drafting amend-
ments, and in the definition of ‘‘assets’’ we have included import bills drawn
on and payable in India.

Clause 36 (old clause 35).—We have redrafted sub-clause (1). In item (d)
we have made it clear that the Reserve Bank may, if it so desires, take the
* action prescribed in this item even during the course of ‘an inspection. -

It .

I Clause 37 (old clouse 36).—We thiuk that where the Court acts suo motu

# under the proviso to sub-clause (2) it should be required to cull for a report from
the Reserve Bank on receipt of which any order already passed may either be

hrucmded or modified.

87 Clause 39 (old clause 38).—In our opinior it would be itnprac twuble at the
gpresent moment, for the Reserve Bank to undertake the liquidation of all
banking companies ordered to be wound up. We have no doubt that the
Eeserve Bank would be willing to undertake the liquidation of banking com-
/puan in cases where large publrc funds are involved. We think that it should
¥be left to the Reserve Bank to apply in suitable cases for being appointed as
’Fbﬁlcm] liguidator in winding up proceedings. This clause has been redrafted
cordingly. .
Clause 45 (old clause 44).—We have slightly modified sub-clause (a) as we
think that the certificate of the Reserve Bank should be a pre-requisite for the
bctual sanctioning of the compromise or arrangement and not for the entertain-
ent by the Court of an application in that behalf.

(Old Clause 50).—This provision is no longer necessary as almost all Acced-
,};inn Btates have acceded to the Dominion in respect of banking and olause 1(2)

W,

“has already mode the necessary provision in this behalf.

b
2
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; Clause. 562.—In our opinion the Bill should be brought into force as early as
¢ possible and therefore the condition of previous publication should not apply
"1 respect of the first occasion on which rules are made. This clause has been
t moditied accordingly.

Clause 53.—This is a provmon which we have added as a matter of caution.

p 1 is possible that exemptions may be needed in the case of industrial finance

<-corporations, land mortgage banks, houqmg societies, and other like institu-

mmns which obtain deposits from the pubilic. This pm\mon would algo enable
*fcmpomrv relief to be given in cases of emergency.

i Clauses 54 and 55.—We have transferred all provisions velating to amend-
ments and repeals to the Fxrsf end Second Schedules.

L The Bill was published in the (iazette of Tndia, Part V, dated the 3rd
Aprll 1948.

......
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8. We think that the Bill has not been so altered as to require circulation
urder Rule 49 (8) of Rules of Procedure and Conduct of Business, and we
recothmend that it be passed as now amended.

B. R. AMBEDKAR.

JOHN MATTHAL

*T, T, KRISHNAMACHARL

K. T. SHAH.

B. L. SONDHL

U. SRINIVASA MALLAYYA.

T. A. RAMALINGAM CHETTIAR.
JASPAT ROY KAPOOR.

PRABHU DAYAL HIMATSINGKA. o
ARUN CHANDRA GUHA. e
T. CHANNIAH. t
G. DURGABAL

*M. ANANTHASAYANAM AYYANGAR.
DHARAM PRAKASH.

B. PATTABHI SITARAMAYYA.

K. CHALIHA.

New DeLHI;
The 1st Fébruary, 1949.

* Bubject to & Mjnute of Dissent. .
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MINUTES OF DISSENT
I

.'..

Clause 6(j}—

(1) In Clause 6(j) amongst the several forms of business in which banking
companies might be permitted to engage, enumerated therein, is included
“subscribing to or guaranteeing moneys for charitable or benevolent objects
or for any exhibition or for any public or useful object.”” This in my opinion
15 outside the scope of normal banking business and in any case the guarunteeing
part of it is a risk that a banking company ought not to undertake.

Clause 12—

(2) The new clause 12 is sought to be applied only to banking companies
‘ncorporated after the 15th day of Junuary, 1987. In o far as the require-
~ents in regard to capital structure of bafiking companies I see no serious
% ojection to the proviso to this cluuse limiting the application of this clause to
. institutions which are less than twelve years old. My objection to this limitation
in regard to the application of sub-clause (iv) omly to the younger
stitutions.  Concentration of shares in the hands of a few persons is not an
il that is peculiar to banking companies which have been incorporated after
nuary, 1987. It exists in an equal degree in the older companies. This
ct was admitted by the leader of the Bankers’ Deputation though such an
Imission was made on u question put to him in connection with a different
ovision in the Bill. In my opinion the degres of concentration permitted
‘en in regard to the younger institutions is very high as I consider that the
ting rights of any one share-holder should not exceed 2% per cent. of the total
wing rights of all the share-holders, and this restriction raust be made appli-
ble to all banking companies irrespective of their age. If it is the
tention of the Legislature to allow a few persons to continue to control the
wking of banking companies this legislation may well be dropped.

ause 15—

(8) In regard to the omitting of sub-clause (2) of elause 15, I am unable to
ee to the views expressed by the majority of the Comnfittee. I emphatically
sagree with the view that the question of limitation of dividends should be
msidered with reference to companies generally and that it is undesirable to
ake a separate provision in regard to banking companies. Buch a view,
my opinion, runs counter to the whole schgme of the Bill. 1 am for limitation
dividends being made applicable to all banking companies old and new
ike. With a measure of the nature of the Bill co:ning into operation the
ks involved in investment in the shares of banking companies would be
ynsiderably minimised and a limitation of the dividend payable on the shares
banking companies would cause no injury to investors in such shares. The
.gument that there is now in existence an Ordinance limiting dividends pay-
Jle by all types of companies is beside the point as I do not believe it is the
tention of Government to make this Ordinance a permanent feature.

iauge 19(2)—

(4) The action of the Select Committee in restoring the position as i.t now
>tains in the Indian Companies Act in the matter of a company holding as
vner pledgee, etc., over 40 per cent. of the shares of any -company, ete.. is in
y view unwise. I feel that the limit of 20 per cent. provided in the Bill waa
self very high and no ressonable grounds have been advanced before the
ommittee to justify this change.

‘Even though I have appended my signature to the majority report I am of
1e opinion that the Committee has done little or nothing to improve the Bill
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and have thereby lost a valuable opportunity of helpiué to place on the Statute.
book & measure which would ensure the strengthening of the credit and
monetary structure in the country. i '

New Dewni; 1. T. KRISHNAMA('HARL
The 1st February, 1949.

II

I want the retention of the clause relating to the limitation of dividends.
The accounts of foreign banks also should be auditzd by a registered accountant
or an auditor of India. T am opposed to any power being given to the Govern-
ment to exempt any banks from the operation of the provisions of this Act as ia
provided for in clause 58.

\ t

New DeLni; M. ANANTHASAYANAM AYYANGAR.
The 18t February, 1948.

III

1. I regret 1 cannot sign the majority Report of the Select Committee on
this Bill, as my differences are fundamental. They affect the bagis as well as
structure of the proposed legislation; and so cannot be reconciled by verbal
‘changes in the several clauses of the Bill. The principle accepted by the
House, when it appointed the Select Committee, was thap the law relating to
banks and bsnking be consolidated; and not that the principles underlying the-
several provisions of this Bill be accepted. This fiote is, accordingly relevant
and appropriate.

2. The Bill is styled to be ‘A Bill to consolidate and amend the law relat-
ing to banking companies.”” Notwithstanding this title and preambls, con-
siderable sectors of the banking business are left out of the purview of the
proposed legislation. The Bill does not pay any attention to the entire system
of private banking, including money-lending, which is not conducted by a
joint-stock company. This seems be an arbitrary distinction, and need-
%ess]y reztricts the scope of the legislation, which cannot therefore, be correctly
described as a consolidating Bill,

8. There is, T understand, constitutional reason aguinst the inclusion of
this sector of banking within the scope of this Bill, which is said to lie within
the prpvincial sphere, and not of the Central Legislature. This objection
secms to me invalid, when we set out expressly to enact an integral, compre-
hensive, orguniq, legislation. Even if constitutional reasons stcod in the way,
a really ‘‘consolidating’’ measure, applicable to the whole country, may be
undertaken by agreement with the component parts of the Union, assuming
that the constitution, as it stands, does not allow the Central Legislature to
undertake such a measure. If such an agrcement between the Units and the
Centrc is not possible, and I see no justification for such an assumption, it
must be remembered that we are, at this moment, making the consfitution
of Free Indin; and if at this moment, such snags are discovered while over-
hauling and consolidating such imrortant legislation, there is no reason why
the necessarv and appropriate amendments be not introduceq in the relevant
Articles in the Draft Constitution when they come up for discussion aund
adoption.
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‘4. 1f this artificial division is left between private or individual proprietory

or partvership banking, and money-lending on the one hand, which is left to
be legislated for by the units, while ihe legislation for orgenised, joint-stock
banking is entrusted to the Central Legislature, the result would only be an
evasion of the law, wherever it aims at effective control, scientific co-ordination,
and adequate safeguard. We must not permit such loopholes for evading the
law to remain, if we perceive them while considering such proposals.

6. The constitutional objection, it may be added, is founded, I understand,
only on un opinion of the law officers. 1t is not a judicial decision which may
be tuken as binding. The Constituent Assembly, moreover, being & sovereign
body, can essily overcome this obstacle, even if it is conceded to be the real
reason for thus dividing up the functions of the Legislatures in the country,
and oreating an unnatural, unwarrantable distinction in the several forms of
banking organisation, for purposes of legislation, merely on the ground of a
formal difference in organisation, i.e., whether a joint-stock company, or a
+private concern. Besides, there seems nothing to prevent the law making ib
*compulsory for all banking business to be organised ag & joint-stock concern,
so thut the consolidated law should apply uniformly. throughout the country.

6. The muin purpose of the proposed legislation seems to be to safeguard
the interests of the depositors. {t; is legitimate and proper that those interests
be duly and adequately safeguarded. Panking is dealing in other people's
money; and it is but right that the interests of the latter be safeguarded.
But the Bill does not effectually safeguard those. interests, as I read its pro-
visions. The entire management und policy of each buanking institution is,
under this proposal, left in the hands of the Directors, who represent only the
proprietors. The qualificutions for being elected or appointed Director of a
bank is not any knowledge, understanding or experience of Banking business,
but the mere holding of minimum number of shares prescribed as essential
for being a candidate to a bank directorship. Even if they, are qualified by
khowledge and experience they are, primarily, representatives and nominees
of shareholders, with whom they have the subconscious sympathy of the class
identity of interests,

7. It may also be added that 16 provision is made in the Bill to see that
only tho<e persons shall be placed in responsible posts in a bank, who are
properly qualified Ry lknowledge, experience, or training. No room should be
left in this great service of public utility for nepotism of any sort. Power
should be given to the Reserve Bank to prescribe by rules the qualifications by
way of knowledge, experience, or training in the essence as well a8 routine of
banking business, which should be expected of persons to be appointed or
elected mansagers, Branch Irspectors,'Accountants or Directors,

. 8 No other person, body or authority discharges the function of gunardian
for the depositor’s interests. The powers vested in the Reserve Bank, even
assuming they are adequate effectually to protect and safeguard the interests
of the depositors, will come into operation only when the mischief has already
been done. In the day-to-day conduct of the business of banking company,

s Reserve Bank, or the Government, or even the Legislature, will have no
right to intervene to protect the public, the depositor or even the shareholder.
The harm to the interests of the parties concerned, particularly the depositor,
is usuallv done by the negligent, hazerdous, or even dishonest management
of the company or inefficient conduct of its business. The briefest glance at
any case of bank frauds will suffice to stablish this proposition.

9 The depositors should, therefore, be given the right to appoint their
own dircetors,——in such number of proportion the Legislature deems proper,
if their interests are to be effectively, adequately and permanently safeguarded.
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Both princip.e and precedent are in favour of this suggestion. The Msuranse
legislation, for instance has provided a Director to look after the poli¢y holders’
interests; und depositors in a bank correspond in & lurge degree to the policy
hclders in an Insurance Concern. Even in un ordinary industrial and com-
mercial Company, where borrowed capital formally secured plays an important
rolo in financing the business, o debenture trustee i8 a Director of such a
concern. Following this analogy, 1 would advocate the election or appoint-
ment of some Ldirectors to represent depositors,—whether demand or fixed.

10. The deposit holder, however, is not only party concerned, in the
successful operation of a banking business. Success in that business is not to
be estimated by the size of the dividend only, or even the Reserve Fund. We
must view bunking as an .integral and important public’utility and social ser-
vice, u part of the aggregate national economy, which has a vital role to play
in the 1naterial development of the country, its resources and also its poten-
tialities. The Bill, however, shows no conception of this wider viewpoint,
these larger, long-range interests, even though it is styled a consolidating
measure. If this wider objective is to be fully achieved provision should be
made for the appointment of a Director by the Reserve Bank of India, as
representing the country, to serve on the Board of Directors of every bank,
and so be awatre of the policy and business of each such institution, and be in
a position to prevent any malpractice before it becomes too late to mend
matters. This is all the more desirable and necessary if cne takes banking
to ba a public utility of vital importance in the long-range economic develop-
ment. of the country. .

11. In the banking business of to-day, agricultural financing 1is wholly
ignored, even though agriculture is the largest single industry, the greatest
source of wenlth production, the largest field for employment. The Co-
operative Credit Society and Land Morigage Banks, which may be said to be
coucerned with this business, are specifically excluded from the purview of this
measure; while not a mention is made of the industrial finance for which there
is no bank in India tn-day, apart, of course, from the Statutory Industrial
Finance Corporation recently set up by special legislation. Neither the Co-
operative Credit Society nor the Land Mortgage really aid directly or nctively
in stimulating agricultural production. And Government g¢ponsored Industrial
Finance Corporation, viewed in the present setting of the sanking as a private
enterprise ministering to private industry or commerce, is likely to find itself
out of harmony with the general economic background. Tt has in any case to
be seen how far it really stimulates new industry being established. or existing
ones being expanded. Pending that growth, industrial financing must be a
lacuna in our credit organisation; and the ‘‘consolidating’’ (sic) legislation does
nothing to fill it. Amendment is, accordingly, necessary to rectifyv this
omission, or restriction of the scope of the proposed legislation.

12. Logislation is not intended only to regulate that which is; it wounld
alco stimulate that which should be, and provide for it when it comes into
being. The country, its productive resources and potentialities, have sufferred
grievously in the past for lack of specialised tvpe of hanking, agricultural ar
industrial, for production as well as distribution. The fact, however, that we
have under Pritish influence or model, not developed such types of banking
institution does not argue the needlessness of such banks, or of legislation to
regulato and control it. The Bill, which purports to ‘‘consolidate’’ all legis-
lation on banking, must be pronounced to be fundamentally defoctive, if it
leaves ont of aceount such an. integral necessity of the country’s economy.
There is no proposal, likely to come before the Tegislature in the near future,
for establishing, in the same milieu in‘*which other banks work to-day. such
specinlised type of banking in the country. The plea, therefore, that for that
type sepurate legislation would be brought forward, would be irrelevant, even
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!nssumiug that such an argument would not prejudice the claim of this legis-
laticu to Le regarded us ''consolidating’’ the law on the subject.

13. 1he law on the subject, it muy be added in passing, is not contsined
in ity fulluess in the Bill under Keport. Not only are the various types of
specialised banks and their activities regulated by separave legislation, e.g.,
Reserve Bank, lmperiul Bank, Co-operative Bank, etc., the very organisation
of an ordinary commercial bunk, to which this Bill mainly relates, and the
regulation of its activities has to be found in other legislation, like the Com-
panies Act or the Negotiuble Instruments Act. This also detracts from the
claim of the proposed legislation to be consoiidating Act.

14. The use of the bank as an active agent in the all-round development of
the country, including its trade (both local and international), industry, agri-
oulture, forestry and mining—all facets of production as well as distribution of
weu.th,-—ig hardly contemplated in the proposed measure. It must, therefore,
be treuted as lacking in essential particulars. Banks must be organised, and
their business defined, regulated, controlled and supervised, so that they be-
come an active agent in the promotian of the country’s well-being. It is only
the: that there would be universal need and justification for the several pro-
visions relating to control, supervision. regulation, or restriction of o bank’s
business from some central authority, like the Reserve Bank, in the collective
interest of the commumity. As these provisions stand fo-day, thev would
require amendment, if this objective is to be attained.

15. The view that banking is u great public utility and an integral s.ucml
gervice in a modern national economy, which cannot be left for ever in private
hands without serious prejudice to the all-round and maximum possible develop-
ment of the rescurces of the country, ig likewise conspicuous by ite absence
from the provisions of this Bill. No clause is inserted to secure an eventual
socialisation of this service, Utility or-Enterprise in its dggregate, or indi-
vidually. Far more interests are involved in its sound conduet than those of
the proprietors, or depositors, neither of whom have any active interest in the
working ~f a bank. Amendments must, accordingly, be inserted which would
facilitate the acquisition by the State of any, or all, banking concerns to be
miflmlad and operated as public enterprise in the interests of the country ns a
wihole. ®

16. No mention is, likewise made of the possibility of developing yet other
types of banks, like a Municipal Bank, which would be a far cheaper device
that would more effectively and universally popularise banking habit among
the people thai, any provisions of this measure. Banking is very backward
in this_ country, and so any development that is calculated to encourage its
expansion should be welcomed. Clauses in the present Bill, which relate to
the form or functions of a bank, and the lines of business it may degl in, will
consequently have to be amended, if the service is to be made nvailable to
the largest possible number of people, and if the service itself is to be as wide
and full and varied'as we can possibly make it.

17. The Bill ig, in fact, replete with apprehension or misgivings regarding
the extens‘on of branches of banks or foundation of new banks. It seems to
consid=r it dangerous and undesirable that banks should multiply or branchifv—
even of the standard commercial tvpe. The advent of new banks or increase
of branches of existing banks may be a sign of danger from the point of view
of depositors, of unsound methods of business: but they are indispensable for
the effective development of the country's resources. The law should. indeed,
.see that uny uneound practice is preventeq rather than branch banking be
stopped, or increase in the number of existing bank branches is prevented.
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18. There are obvious objections to excessively concentrated banking in a(~
few gigantic companies, with a larger number of branches each. At the same
time, 1 recoghise the difficulty of wholly decentralised bunking, where iu each
town or centre of large population and industries would have its own bank or
bauks. But whether we adopt decentrulised systemn with a large number of
independent Lanks or cemtrabsed Lanking, few in number but each of them
with u Jurge number of branches, legislation governing it must see that the
banking service is extended as wuch as possible, and its benefit made avail-
abie to as large @ public as possible, in industry as well as commerce, In pro-
duction as well as distribution. . ’

19. Pecuuse the real, crucial, vitau]l importance of the role of banks in
developing national economy of & dynamic society with immense potentialities
is not perceived, the Bill is confined only to companies registered in India, to
which the Companies Act would apply for purposes of winding up. This
would leave out a very considerable sector of Banking Enterprise in the
country from the effective control of this legislation, and therefore of the
Reserve Bank of Indin. The so-called Exchange Banks, which operate in
India but are registered outside will be, under this Bill, exempt from such
control and supervision as would be possible to exercise under the law to make
all bauks follow a measure of common policy. The harm done by these insti-
tutions to Inflia’s industry and productive capacity; the obstruction these
irstitutions have always caused to even the political emancipation of this
country, and the insistence they had laid on the provision of specific safes
guards, in the Government of India Act, 1935, ngainst any discrimination by
Government or legislation in favour of indigenous enterprise, must be suffi-
ciently fresh in men’s minds to justify, and even necessitate, the provision of
special sefeguard against the recurrcnce of mischief these banks are still in a
position tc do. The law must accordingly, apply to the institutions registered
abroad but operating in India, no less fully than to the indigenous banks of
every type. In proportion as such indispensable provisions are left out, the
proposed legislation must be deemed to be defective.

20. The functions of a soundly developed and scientifically operated bank-
ing system, in devising ways and means to popularise banking, economise
currency, stebilise prices, mobilise investable capital or savings, develop credit,
and otherwisc maintain the economjc system of a dynamic society on an even
keel, are also not fully realised in the proposed consolidating Bill. The possi-
bilitv of the banking system inventing special devices of making payments
within the country, free of charge now levied; the intfoduction of such instru-
ments, methods of technique of payments us the Giro System and the postal
chequs end the extension of banking habil to every worker and peasant in the
country are still to be fully perceived and given effeqt to in and by means of
such legislation, :

New Dgwini; K. T. BHAH.
The 1st February, 1949, i



[As AMENDED BY THE SELECT COMMITTEE]

(Words side-lined or under-lined indicate the amendments suggested by
the Committee; asterisks indicate omissions.)

TA

BILL
*  to consolidate and amend the law relating to banking companies.
WhEREAS it is expedient to consolidute and amend the law relating to bank-

ing companies;’
1t is hereby eusacted as follows:—
PART 1
PRELIMINARY

1. Short title, extent and commencement.—(1) This Act may be called the
Banking Companies Act, 1949.

(2) It extends to all the Provinces of India, and also to every Acceding
Btate to the extent to which the Dominion l.egislature hag power to Iuke
laws for that State as respects banking.

() 1t shall come into force on such date as the Centrul Government may,
by notification in the ofticigl Guzette, appoint in this bebalf,

2. Application of other laws not barred.——The provisicns of this Act shall be
in addition to, and not, save as hereinafter expressly provided, in derogation
of, the Indian Companies Act, 1918 (VII of 1913), and any other law for the
time being in force, ) '

8. Act not to apply to co-operative banks.—Nothing in this Act shall apply
to a co-operative bank registered under the Co-operative Bocieties Act, 1912
(IT of 1912), or-any other law for the time Leing in force in any Provinee of
India, relating to co-operative societies.

4. Power to suspend operation of Act.—(1) The Central Governrnent, if on a
representation made by the Reserve Bank in this behalf it is satisfied that it
is expedient so to do, may by wnotification in the official Gazette suspend for
such period, not exceeding sixty days, as may bc specified in the notification,
the operation of all or any of the provisions of this Act, either generally or in
relation to any specified banking company.

(2) In a case of special emergency, the Governor of the Reserve Bank, or
in his absence a Deputy Governor of.the Reserve Bank nominated by him in
this behalf may, by order in writing, exercise the powers of the Central Govern-
ment under sub-section (I) so however that the period of suspension shall not
exceed thirty days, and where he does so, he shall report the matter to the
Central Government forthwith, and the order shall, as soon as may be, be
published in the Gazette of India.

(3) The Central Government may, by notitication in the official Gazette,
extend from time to time the period of any suspension ordered imder sub-
section (I) or sub-section (2) for such period, not exceeding sixty days at any
one time, as it thinks fit so however that the total neriod does not excced
one year. . :

(4) A copy of any notification issued under sub-section (3) shall be laid on
the table of the Dominion Legislature as soon as may be after it is Issued,
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6. Interpretalion.—(I) In this Act, unless there is anything repugnant in
the subject or context,—

(a) “‘approved securities’’ means securities in which a trustee may invesb
money under clause (@), claude (b), clause (bd), clause (¢) or clause (d) of
section 20 of the Indian Trusts Act, 1882 (II of 1862), and such securities of,
or fully guaranteed by, Acceding States as the Reserve Bank may be autho-
rised to purchuse under clause (8) of section 17 of the Reserve Bank of India
Act, 1934 (11 of 1934);

(b) “banking’’ means the accepting, for the purposc ot lending or invest-
ment, of deposits of money from the public, répayable on demand or other-
wise, and withdrawable by cbeque, draft, order or -otherwise;

(¢) “"banking company’ means uny company which transacts the business
-of banking in any Province of India;

Explanation—Any company which is engaged in the manufacture of goods
or carries on any trade and.which accepts deposits of money from the public
for the purpose of tinancing its business as such manufacturer or trader shall

not be deemed to transact the business of banking within the meaning of this
clause; :

(d) “‘company’’ means any company which may be wound up under the
Indian Companies Act, 1913 (VII of 1913);

() ‘‘Court”’ means the Court having jurisdiction under the Indinn Com-
panies Act, 1413;

(f) “‘demand liabilities’” means liabilities which tmust be met on demand,
and ‘‘time liabilities’’ means liabilities which are not demand liabilities;

(9) “‘gold” includes gold in the form of coin, whether legal tender or
mot, or in the form of bullion or ingot, whether refined or not:

(h) ‘‘managing agent’’ means a person, firm or compgny entitled to the
mansgement of the whole affairs of a company by virtue of an agreement
with the company or by virtue of the memorandum or articles of association
relating therto, and under the control and direction of the directors except to
the extent, if any, otherwise provided for in the agrecment, memorandum or
.articles of association, and includes any person, firm or company occupying
such position by whatever name called;

Ezplanation.—If a person occupying the position of 1managing agent
-oalls himself manager or managing director, he shall nevertheless be regarded
as managing agent for the purposes of this Act;

(1) “‘private company’’ has the same meaning as in the Indian Companies
Act, 1913;

(j) “‘prescribed’’ means prescribed by rules made under this Act;

(k) ‘‘registrar’”’ has the same meaning as in * * * the Indian Com-
panies Act, 1918;

(1) “‘Reserve Bank’’ means the Reserve Bank of India;

(m) ‘‘scheduled bank’’ means a bank for the time being included in the
Becond Schedule to the Reserve Bank of India Act, 1984; and

(n) “‘secured loan or advance’’ means a loan or advance made on ‘the
security of assets the market value of which is not at any time less than
the amount of such loan or sdvance; and “‘unsecured loan or advance’’

means & loan or advance not so secured.*
L - * * * *

(2) In the application of this Act to Acceding States all references to the
Provinces of India shall be construed 'as including references to the Aoceding
States to which this Act extends. i
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PART 11

BusiNngss oF BaNkiNg COMPANIES

6. Forms of business in which banking companies may emgage.—(I) In
addition to the business of banking, a banking company may engage in any
one or more of the following forms of business, namely:—

(a) the borrowing, raising, or taking up of money; the lending or ad-
vancing of money either upon or without security; the drawing, making,
accepting, discounting, buying, selling, collecting and dealing in bills of
exchange, hoondees, promissory notes, coupons, drafts, bills of lading,
railway receipts, warrants, debentures, certificates, scrips and other in-
struments, and securities whether transferable or negotiable or not; the
grenting and issuing of letters of credit, traveller’s cheques and circular
notes; the buying, selling and dealing in bullion and specie; the buying
and selling of foreign exchange including foreign bank notes; the acquir-
ing, holding, issuing on commission, underwriting and dealing in stock,
funds, shares, debentures, debenture stock, bonds. obligations, securities
and investments of all kinds; the purchasing and selling of bonds, scrips
or other forms of securities on behalf of constituents or others, the ne-
gotiating of loans and advances; the receiving of all kinds of bonds, secrips
or valuables on deposit, or for safe custody or otherwise; the providing

of safe deposit vaults; the collecting and transmitting of money and se-
curities;

(b) acting as agents for any Government or local authority or any
other person or persons; the carrying on of agency business of any descrip-
tion including the clearing and forwarding of goods, giving of rececipts and
discharges and otherwise acting as an attorney on behalf of customers, but
excluding the business of a managing agent of & company;

(c) contracting for public and private loans and negotiating and issuing
the same;

(d) the effecting, insuring, guaranteeing, underwriting, participating in
managing and carrying out of any issue, public or private, of State, munici-
p2l or other loans or of shares, stock, debentures, or debenture stock of
any company, corporation or association and the lending of money for the
purpose of any such issue;

(e) carrying on and transacting every kind of guarantee and indem-
nity business;

(/) managing, selling and realising any property * « ., " *
which may come into the possession of the company in satisfaction or
port satisfaction of any of its claims;

(9) acquiring and holding and generally dealing with any property or
any right, title or interest in any such  property ~ *  * * *
which may form part of the security for any loans or advances or which
may be conneeted with any such security;

(k) undertaking and executing trusts;

(i) undertaking the administration of estates as executor, trustee or
otherwise; -

(j) establishing and supporting or aiding in the establishment and sup-
port of associations, institutions, funds, trusts and conveniences calcu-
lated to benefit employees or ex-emplovees of the company of the depend-
ents or connections of such persons; granting pensions and allowances and
meking payments towards insurance; subscribing to or guaranteeing
moneys for charitable or benevolent objects or for any exhibition or for
any public, general or useful object



4

(k) the acquisition, construction, maintenance and alteration of any
building or works necessary or convenient for the purposes of the com-
pany :

(1) selling, improving, managing, developing, -exchanging, leasing,
maortgaging, disposing of or turning into account or otherwise dealing with
all or any part of the property and rights of the company;

(m) soquiring and underteking the whole or any part of the business
of any person or company, when such business is of & nature enumerated
or described in this sub-seotion;

(n) doing all such other things as are incidental or conducive to the
promotion or advancement of the busivess of the company;

(o) any other form of business which the Central Government may,
by notification in the official Gazette, specily as a form of business in
which it is lawful for a banking company to enguge.

(8) No banking company * * * shall engage in any form of business other
than those referred to in sub-gection (7).

7. Use of words ‘‘bank’’, ‘‘banker’’, ‘‘banking’’.—After the expiry of two
years from the commencement of this Act, no company, other than a banking
company, shall use as part of its name. anv of the words ‘“‘bank’’, ‘‘banker’’ or
“banking’’ and no company shall carry on the business of banking in any Pro-
vince of India, unless it uses as part of its name at leass one of .sych names:

Provided that nothing in this section shall apply to any association of banks
formed for the protection of their mutual interests and registered under section
26 of the Indian Companies Act, 1018 (VII of 1918).
A * * * *

* *

8. Prohibition of trading.—Notwithstanding anything contained in section
& or in any contract, no banking company shall directly or indirectly deal in
the buying or selling or bartering of goods, except in conmection with the reali-
sation of security given to or held by it, or engags in gny trade, or buy or sell
or barter goods for others otherwise than in connection with bills of exchange
received for collection or negotiation or with such of its business as is yeferred
to in clause (i) of sub-section (I) of section 6:

Provided that this section shall not apply to any such business as aforesaid
which was in the eourse of being transacted on the commencement of this Act,
so however, that the said busincss shall be completed before the expiry of one
year from such commencement, * * *

Explanation.—For the purposes of this section, ‘‘goods’’ means every kind
of movable property, other than actionable claims, stocks, shares, money, bul-
lion and specie, and all instruinents referred to in clause (a) of sub-section (I)
of section 6.

9. Disposal of non-banking assets.—Notwithstanding anything contained in
sectiors 6 and 8, no banking company shull hold any immovable property how-
goever acquired, except such as is required for its own use, for any period
Jexceeding sever years from the ncquisition thereof or any extension of such
{period as in this section provided, and such property shal]l be disposed of within
Isuch period or extended period, as the case may be:

1 Provided that the bavking company may, within the period of seven years
1as nforesaid, deal or trade in any such property for the purpose of facilitating
1the disposal thereof:

Provided further that the Reserve Bunk may in any particular case extend
‘|the aforesaid period of seven years by such period not exceeding five years
{where it is eutisfied that such extension would be in the interests of the deposi-
tors of the banking company. -
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. 10. Prohibition of employment of managing agents and restrictions on
certain forms of employment.—(1) No bauking company—

(a) shall employ or be managed by & managin‘g agent, or

(b) shall employ any person— o o ‘

(i) who is or at any time hss been ad_)udxqated msolvent, oxi] has
gugpended payment or {ms compounded with his creditors, or wlo. is
or has been convicted by & crimninal Court of an offence involving

moral turpitude; or '
(ii) whose remuneration or part of whose remuneration takes the
form of commission or of s share in the profits of the company; or

(it)) whose remuneration is on a gcale d?spropor.tionatc, a}c](cord-
ing to the normal standards preggiling in banking business, to the re-
sources of the company, or :

(c) shall be managed by any pervon— . N

(1) who is a director of any other company, not being a subsidiary
companry of the banking company; or

(i) who is engaged in any other busibess or vocation; or

(i) who has a contract with the company for its management
for u period exceeding five years ut any one time:

Provided that the said period of five years shall, in relation to
contracts  subsisting on the lst day of July, 1944, be computed fror
that date:

Provided further that any contract with the eompany for its
management may be renewed or extended for a further period not
cxceeding five years at o time if and so often as the directors so|
decide.

o
(2) 1f any question arises in any particular case whether remuneration is on
a scale disproportionate, according to the normal stundards prevailing in
bunking business, .to the resources of the company for the purpose of sub-
elause (iii) of ciause (b) of sub-section (I:, the decision of the Reserve Bank
therecn shall be final for all purposes. ‘

11. Requirement as to minimum paid-up capital and reserves.—(I) Not-
withstanding wything contained in section 108 of the Indian Companies Act,
1918 (VI1 of 1¢13), no banking company in existence on the commencement of
this Act, shall, after the expiry of three years from such commencement or
of such further period not exceeding one vear as the Reserve Bank, having
regard to the interests of the depositors of the company, may think fit in any
particular case to allow, carry on business in any Province of India, and no
other banking company shall, after the cornmencement of this Act, commence
or carry on business in any Province of India, unless it has paid-up capital
and reserves of such aggregate value as iz hereinafter required by this section.

(2) Tu the case of a banking company incorporated elsewhere than in a
Provinee of India, the nggregate value of its paid-up capital and reserves shall
not be less than fifteen lakhs of rupees, and, if it has n place or places of busi-
ness in the City of Bombay or Caleutta or both, twenty lakhs of rupees:

_Provided that no such banking company shall be deemed to have complied
with the provisions of this sub-section, vnless it deposits and kesps deposited
with the Reserve Bank an amount not less than the minimum required by this
sub-gection. either in cash or in unencumbered approved securities or partly
in cash and partly in such securities. '
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and have thereby lost a valuable opportunity of helpiné to place on the Statute-
book & measure which would ensure the strengthening of the credit and

monetary structure in the country.

Npw Dewni; T. T. KRISBHNAMACHARIL
The 1st February, 1949,

I

I want the retention of the clause relating to the limitation of dividends.
The accounts of foreign banks also should be audited by a registered accountant
or an auditor of India. T am opposed to any power being given to the Govern-
ment to exempt any banks from the operation of the provisions of this Act as is
provided for in clause 58.

\

New Devar; M. ANANTHASAYANAM AYYANGAR.
The 18t February, 1949.

m 7

1. I regret I cannot sign the majority Report of the Select Committee on
this Bill, as my differences are fundamental. They affect the basis as well as
structure of the proposed legislation; and so cannot be reconciled by verbal
‘changes in the several clauses of the Bill. The principle accepted by the
House, when it appointed the Select Committee, was that the law relating to
banks and banking be consolidated; and not that the principles underlying the
geveral provisions of this Bill be accepted. This fiote is, accordingly relevant
and appropriate,

2. The Bill is styled to be ‘A Bill to consolidate and amend the law relat-
ing to banking companies.’”’ Notwithstanding this title and preamble, con-
siderable sectors of the banking businese are left out of the purview of the
proposed legislation. The Bill does not pay any attention to the entire system
of private banpking, including money-lending, which is not conducted by a
;oint-stock company., This seems be an arbitrary distinction, and need-
essly restricts the scope of the legislation, which cannot therefore, be correctly
described ns a consolidating Bill.

8. There is, I understand, constitutional reason against the inclusion of
this sector of banking within the scope of this Bill, which is said to lie within
the previncial sphere, and not of the Central Legislature. This objection
seemws to me invalid, when we set out expressly to enact an integral, compre-
hensive, organiq legislation. Even if constitutional reasons stcod in the way,
a really ‘‘coneolidating’’ measure, applicable to the whole country, may be
undertaken by agreement with the comnponent parts of the Union, assuming
that the constitution, as it stands, does not allow the Central Legislature to
undertake such a measure. If such an agreement between the Units and the
Centre is not possible, and I sse no justification for such an assumption, it
must he remembered that we are, at this moment, making the constitution
of Free India: and if at this moment, such snags are discovered while over-
hauling and cousolidating such important legislation, there is no reason why
the necessary and appropriate amendments be not introduced in the relevanti
Articles in the Draft Constitution when they come up for discussion and
adoption,
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‘}“4. 1f this artificial division is left between private or individual proprietory

¢ or partuership banking, and money-lending on the one hand, which is left o
be legislated for by the units, while ihe legislation for organised, joint-stock
banking is entrusted to the Central Legislature, the result would only be an
evasion of the luw, wherever it aims at effective control, scientific co-ordination,
and adequate safeguard. We must not permit such loopholes for evading the
law to remain, if we perceive them while considering such proposals.

b. The constitutional objection, it may be added, is founded, I understand,
only on an opinion of the law officers. 1t is not a judigial decision which may
be tuken as binding. The Constituent Assembly, moreover, being & sovereign
body, can easily overcome this obstacle, even if it is conceded to be the real
reason for thus dividing up the functions of the Legislatures in the country,
and oreating an unnatural, unwarrantable distinction in the several forms of
banking organisation, for purposes of legislation, merely on the ground of a
formal difference in organisation, i.e., whether a joint-stock compuny, or &
private concern. Besides, there seems nothing to prevent the law making it
compulsory for all banking business to be organised ns a joint-stock concern,
so thut the consolidated law should apply uniformly. throughout the country.

6. The muin purpose of the proposed legislation seems to be to safeguard
the interests of the depositors. It is legitimate and proper that those interests
be duly and adequately safeguarded. Panking is dealing in other people’s
money; and it is but right that the interests of the latter be safeguarded.
But the Bill does not effectually safeguard those interests, as I read its pro-
visions. The entire mandgement and policy of each banking institution is,
under this proposal, left in the hands of the Directors, who represent only the
proprietors. The qualifications for being elected or appointed Director of a
bank is not any knowledge, understanding or experience of Banking business,
but the wmere holding of minimum number of shares prescribed as essential
for being n cundidate to a bank directorship, Even if they, are qualified by
knowledge and experience they are, primarily, representatives and nominees
of shareholders, with whom they have the subconscious sympathy of the class
identity of interests,

7. It may also be added that no provision is made in the Bill to see that
only those persons shall be placed in responsible posts in s bank, who are
properly qualified Ry knowledge, experience, or training. No room should be
left in this great service of public utility for nepotism of any sort. Power
should be given to the Reserve Bank to prescribe by rules the qualifications by
way of knowledge, experience, or training in the essence as well as routine of
banking business, which should be expected of persons to be appointed or
elected managers, Branch Irspectors, 'Accountants or Directors.

_ 8. No other person, body or authority discharges the function of guardian
for the depositor’s interests. The powers vested in the Reserve Bank, even
assuming they are adequate effectually to proteet and safeguard the interests
of the depositors, will come into operation only when the mischief bas already
been done. In the day-to-day conducti of the business of banking company,
ths Reserve Bank, or the Government. or even the Legislature, will have no
right to intervene to protect the public, the depositor or even the shareholder.
The harm to the interests of the parties concerned, particularly the depositor,
is usually done by the negligent, hazardous, or even dishonest management
of the company or inefficient conduct of its business. The bricfest glance at
any care of bank frauds will suffice to stablish this proposition.

9 The depositors should, therefore, be given the right to appoint their
own dircetors,—-in such number of proportion the Legislature deems proper,
if their interests are to be effectively, adequately and permenently safeguarded.
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Both princip.e and precedent are in favour of this suggestion. The '"xhsura.gé
legislation, for instance has provided a Director to look alter the policy holders’‘
interests; and depositors in & bank correspond in a large degree to the policy
holders in an Insurance Concern. Xven in an ordinary industrial and com-
mercial Company, where borrowed cupital formally secured plays an important
role in financing the business, a debenture trustee is a Director of such a
concern. Following this analogy, 1 would advocate the election or appoint-
ment of some Directors to represent depositors,—whether demand or fixed.

10. The deposit holder, however, is not only party concerned, in the
successful operation of a banking business. Success in that business is vot to
be estimated by the size of the dividend only, or even the Reserve Fund. We
must view banking as an integral and importunt publie’utility and social ser-
vice, & part of the aggregate national economy, which has a vital role to play
in the roaterial development of the country, its resources and also its poten-
tialitice. The Rill, however, shows no conception of this wider viewpoint,
these larger, long-range interests, even though it is styled a consolidating
measure. If this wider objective i8 to be fully achieveq provision should be
made for the appointment of a Director by the Reserve Bank of India, as
representing the country, to serve on the Board of Directors of every bank,
and so be aware of the policy and business of each such institution, and be in
a position to prevent any malpractice before it becomes too late to mend
matters. This is all the more desirable and necessary if one takes banking
to be a public utility of vital importance in the long-range economic develop-
ment of the country.

11. In the banking business of to-day, agricultural financing is wholly
ignored, even though agriculture is the largest single industry, the greatest
sourre of wealth production, she largest field for employment. The Co-
operative (redit Society snd Land Mortgage Baunks, which may be said to be
coucerned with this business, are specifically excluded from the purview of this
measure; while not a mention is made of the industrial finance for which there
is no bank in India to-dayv, apart, of course, from the Statutory Industrial
Finance Corporation recently set up by special legislation. Neither the Co-
operative Credit Society nor the Land Mortgage really aid directly or actively
in stimulating agricultural production. And Government sponmsored Industrial
Finance Corporation, viewed in the present setting of the sanking as a private
enterprise ministering to private industry or conumerce, is likely to find itself
out of harmony with the general economic background. It has in any case to
be secn how far it really stimulates new industry being established. or existing
ones being* expanded. Pending that growth, industrial financing must be a
lacuna in our credit organisation; and the ‘‘consolidating’’ (sic) legislation does
nothing to fill it. Amendment is, accordingly, necessary to rectify this
omission, or restriction of the scope of the proposed legislation.

12. Legislation is not intended only to regulate that which is; it wonld
also stimulate that which should bc, and provide for it when it comes into
being. The country, its productive resources and potentialities, have sufterred
grievously in the past for lack of specialised tvpe of hanking, agricultural §r
industrial, for production as well as distribution. The fact, however, that we
have under British influence or model, not developed such types of banking
institution does not argue the needlessness of such banks, or of legislation to
regulate and control it. The Bill, which purports to ‘‘consolidate’ all legis-
lation on banking, must he pronounced to be fundamentally defective, if it
leaves ont of aceount such an. integral necessity of the country’s economy.
There is no proposal, likely to come before the Legislature in the near future,
for establishing, in the same milieu in which other banks work to-day, such
specialised type of banking in the country. ~ The plea, therefore. that for that
type sepurate legislation would be brought forward. would be irrelevant, even
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',Lssumiug thot such an argument would not prejudice the claim of this legis-
laticn to Le regarded as ‘'consolidating’ the law on the subject.

13. The law on the subject, it muy be added in passing, is not contained
in its fulluess in the Bill under Report. Not only are the various types of
specialised banks and their activities regulated by soparate legislation, e.g.,
Reserve Bank, Imperial Bank, Co-operative Bank, etc., the very organisation
of an ordinary comumercial bank, to which this Bill mainly relates, and the
regulation of its activities hus to be found in other legislation, like the Com-
panies Aet or the Negotiable Instruments Act. This also detracts from the
claim of the proposed legislation to be” consoidating Act.

14. The use of the bank as an active agent in the all-round development of
the country, including its trade (both local and international), industry, agri-
culture, forestry and mining—all facets of production as well as distribution of
wea.th,-—ig hardly contemplated in the proposed measure. It must, therefore,
be treated as lacking in essential particulars. Banks must be organised, and
their business defined, regulated, contrclled and supervised, so that they be-
come an active ugent in the promotian of the country’s well-being. It is only
then that there would be universal need and justification for the several pro-
visions relating to control, supervision, regulation, or restriction of a bank’s
business from some central authority, like the Reserve Bank, in the collective
interest of the community. As these provisions stand to-day, thev would
require amendment, if this objective is to be attained.

15. The view that banking is a great public utility and an integral  social
gervice in & modern national economy, which cannot be left for ever in private
hands without serious prejudice to the all-round und maximum possible develop-
ment of the rescurces of the country, ig likewise conmpicuous by its absence
from the provisions of this Bill. No clause is inserted to secure an eventual
socialisution of this service,. Utility or- Enterprise in its aggregate, or indi-
vidually. Far more interests are involved in its sound conduct than those of
the proprietors, or depositors, neither of whom have any active interest in the
working ~f a bank. Amendments must, accordingly, be inserted which would
facilitate the acquisition by the State of any, or all, banking concerns to be
%mled and operated as public enterprise in the interests of the country nas a

ole. *

18. No mention is, likewise made of the possibility of developing yet other
types of banks, like a Municipal Bank, which would be a far cheaper device
that would more effectively and universally popularise banking habit among
the people thai any provisions of this measure. Banking is very backward
in this country; and so any development that is calculated to encourage its
expansion should be welcomed. Clauses in the present Bill, which relate to
the form or functions of a bank, and the lines of business it mway deal in, will
consequently have to be amended, if the service is to be made available to
the largest possible number of people, and if the service itself i to he as wide
and full and varied as we can possibly make it.

4

17. The Rill is, in fact, replete with apprehension or misgivings regarding
the extens’on of branches of banks or foundation of new banks. It seems to
considzr it dangerous and undesirable that banks should multiply or branchify—
even of the standard commercial tvpe. The advent of new banks or increase
of branches of existing banks may be a sign of danger from the point of view
of depositors, of unsound methods of husiness; but they are indispensable for
the effective development of the country’s resources. The law should. indeed,
see that unv unround practice is preventeq rather than branch banking be
stopped, or increase in the number of existing bank branches is prevented.
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18. There are obvious objections to excessively concentrated banking in s‘
few gigantic companies, with a larger number of branches each. At the same
time, 1 recognise the difficulty of wholly decentralised banking, where in each
town or, centre of large population and industries would have its own bank or
banks. But whether we adopt decentralised system with a large number of
independent bLunks or ceutralised Launking, few in number but each of them
with u Jurge number of branches, legislation governing it must see that the
banking service is extended as much us possible, and ite benefit made avail-
abie to uc large a public as possible, in industry as well as commerce, in pro-
duction as well as distribution. - '

19. Pecuuse the real, cruciul, vital importance of the role of banks in
developing national economy of a dynamic society with immense potentialities
is not perceived, the Bill is confined only to companies registered in India, to
which the Companies Act would apply for purposes of winding up. This
would leave out a very considerable scctor of Banking Enterprise in the
country from the effective control of this legislution, and therefore of the
Reserve Bank of India. The go-called Exchange Banks, which operate in
Indin but are registered outside will be, under this Bill, exempt from such
control and supervision as would be possible to exercise under the luw to mauke
all bauks follow a measure of common policy. The harm done by these insti-
tutions to Infia’s industry and productive capacity; the obstruction these
ivstitutions have always caused to even the pplitical emancipation of ‘this
country, and the insistence they had laid on the provision of specific safe«
guards, in the Government of India Act, 1935, against any discrimination by
Government or legislation in favour of indigenous enterprise, must be suffi-
oieutly fresh in men’s minds to justify, and even necessitate, the provision of
spe-ial safeguard against the recurrence of mischief these banks are still iu a
position te do. The law must accordingly, apply to the institutions registered
abroad but operating in Indin, no less fully than to the indigenaus banks of
every type. In proportion as such indispensable provisions wure left out, the
proposed legislation must be deemed to be defective.

20. The functions of a soundly developed and scientifically operated bank-
ing system, in devising ways and meuns to popularise banking, economise
currency, stabilise prices, mobilise investable capital or savings, develop credit,
and otherwisc maintain the economjic system of a dynamic society on an even
keel, are also not fully realised in the proposed consolidating Bill. The possi-
bility of the banking system inventing special devices of making payments
within the country, free of charge now levied; the infroduction of sueh instru-
ments, methods of technique of payments as the Giro System and the postal
chequ2 and the extension of banking habit to every worker and peasant in the
country are still to be fully perceived and given effeqt to in and by means of
such legislation, )

New Dernr; K. T. SHAH.
The 1st February, 1949, i



[As aMENDED BY THE SELECT COMMITTEE]

(Words side-lined or under-lined indicate the amendments suggested by
the Committee; asterisks indicate omissions.)
" A
BILL
*  to consolidate and amend the law relating to bunking companies.
WHEREAs it is expedient to consolidatc and amend the law reluting to bank-
ing companies;’
1t is hereby enacted as follows:—

PART 1
PRELIMINARY

1. Bhort title, extent and commencement.—(1) This Act may be called the
Banking Companies Act, 194?.

() It extends to ull the FProvinces of Indiu, and also to every Acceding
State to the extent to which the Dowminion liegislature has power to muke
laws for that State as respects bankng.

(3) 1t shall come into force ou such dute as the Centrul Government may,
by notification in the officigl ‘Gazette, appuint in this behalf.

2. Application ot other laws not barred.—The provisicns of this Act shall be
in addition to, and not, save as hereinafter expressly provided, in derogation
of, the Indian Companies Act, 1918 (VII of 1918), and any other law for the
time being in force,

8. Act not to apply to co-operative banks.—Nothing in this Act shall apply
to a co-operative bank registered under the Co-operative Societies Act, 1912
(IT of 1912), or any other law for the timne Luing in force in any Province of
India, relating to co-operative societies.

4. Power to suspend operation of Act.—(1) The Central Government, if on a
representation made by the Reserve Bank in this behalt it is satisfied that it
is expedient so to do, may by notification in the official Gazette suspend for
such period, not emeedmg sixty’ days, as may be specified in the notification,
the operation of all or any of the provisions of this Act, either generally or in
relation to any specitied banking company.

(2) In a cuse of special emergency, the Governor of the Reserve Bank, or
in his absence a Deputy Governor of the Reserve Bank nominated by him in
this behalf may, by order in writing, exercise the powers of the Central Govern-
ment under sub-section (I) so however that the period of suspension shall nob
exceed thirty days, and where he does so, he shall report the matter to the
Central Government forthwith, and the order shall, as soon a8 may be, be
published in the Gazette of India.

(3) The Central Government may, "by notitication in the official Gazette,
extend from time to time the period of any suspension ordered under sub--
section (I) or sub-section (2) for such period, not exceeding sixty days at any
one time, as it thinks fit so however that the total neriod does not exceed

one year. . ,
(4) A copy of any notification issued under sub-section (3) shall be laid on
the table of the Dominion Legislature as soon as may be after it is issued.
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6. Interpretation.—(1) In this Act, unless there is anything repugnant in
the subjeot or context,—

(a) *‘approved securities’’ means securities in which a trustee may invest
money under clause (a), claude (b), clause (bb), clause (c) or clause (d) of
section 20 of the Indian Trust_s Act, 1882 (II of 1882), and such securities of,
or tully guarantced by, Acceding States as the Reserve Bank may be autho-
rised to purchase under clause (8) of section 17 of the Reserve bank of India
Act, 1934 (11 of 1984);

(b) “banking'’ means the accepting, for the purpose of lending or invest-
ment, of deposits of money from the public, repayable on demand or other-
wise, and withdrawable by cheque, draft, order or otherwise;

(e) “'bnnl.dug company’’ means any company which transacts the business
of banking in any Province of India;

Explanation—Any company which is engaged in the manufacture of goods
or carries on any trade and .which accepts deposits of money from the public
for the purpose of financiug its business as such manufacturer or trader shall

not be deemed to transact the business of banking wlthin the meaning of this
clause: :

(d) “‘company’’ means any company which may be wound up under the
Indian Companies Act, 1918 (VII of 1918);

(e) *“Court” means the Court having jurisdiction under the Indinn Com-
panies Act, 1918;

(f) ‘‘“demand liabilities’" means liabilities which tust be met on demand,
.and ‘‘time liabilities’’ means liabilities which are not demand liabilities;

(9) “‘gold”’ includes gold in the form of coin, whether legal tender or
mnot, or in the form of bullion or ingot, whether refined or not;

(h) “‘managing agent’’ means & person, firm or company entitled to the
manegement of the whole affairs of a compuny by virtue of an agreement
‘with the company or by virtue of the memorandum or articlas of association
relating therto, and under the control and direction of the directors except to
the extent, if any, otherwise provided for in the agreement, memorandum or
articles of association, and includes any person, firm or company occupying
such position by whatever name called;

Ezplanation.—If a person occupying the position of munaging agent
-oalls himself manager or managing director, he shall nevertheless be regarded
a8 managing agent for the purposes of this Act;

(i) “private company’’ has the same meaning as in the Indian Companies
Act, 1918;

(j) “‘prescribed’’ means prescribed by rules made under thiz Act;

(k) ‘‘registror’’ has the same meaning as in * * * the Indian Com-
panies Act, 1913;

() “Reserve Bank'’ means the Reserve Bank of India;

(m) ‘‘scheduled bank' means a bank for the time being included in the
Becond Schedule to the Reserve Bank of India Act, 1934; and

(n) ‘‘secured loan or advance’’ means a loan or advance made on ‘the
securify of assets the market value of which is not at any time less than
the amount of such Joan or advance; and “‘‘unsecured loan or advance’’
means & loan or advance not so secured.*

- »* * * %* *

(2) In the application of this Act to Acceding States all references to the

Provinces of India shall be construed us. including references to the Acceding

Btates to which this Act extends.

L)
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PART 11

Business oF BaNKING COMPANIES

8. Forms of business in which banking companies may engage.—(I) In
addition to the business of banking, a banking company may engage in any
one or more of the following forms of business, namely:—

(a) the borrowing, raising, or taking up of money; the lending or ad-
vancing of money either upon or without security; the drawing, making,
accepting, discounting, buying, selling, collecting and dealing in bills of
exchange, hoondees, promissory notes, coupons, drafts, bills of Ilading,
railway receipts, warrants, debentures, certificates, scrips and other in-
struments, and securities whether transferable or negotiable or not; the
granting and issuing of letters of credit, traveller’s cheques and ecircular
notes; the buying, selling and desaling in bullion and specie; the buying
and selling of foreign exchange including foreign bank notes; the acquir-
ing, holding, issuing on commission, underwriting and dealing in stock,
funds, shares, debentures, debenture stock, bonds. obligations, securities
and investments of all kinds; the purchasing and selling of bonds, scrips
or other forms of securities on behalf of constituents or others, the ne-
gotiating of loans and advances; the receiving of all kinds of bonds, scrips
or valuables on deposit, or for safe custody or otherwise; the providing

of safe deposit vaults; the collecting and transmitting of money and se-
curities;

(b) acting as agents for any Government or local authority or any
other person or persons; the carrying on of agency business of any descrip-
tion including the clearing and forwarding of goods, giving of receipts and
discharges and otherwise acting as an attorney on behalf of customers, but
excluding the business of a managing agent of a company;

(¢) contracting for public and private loans and negotiating and issuing
the same;

(d) the effecting, insuring, guarantebing, underwriting, participating in
managing and carrying out of any issue, public or private, of State, munici-
pal or other loans or of shares, stock, debentures, or debenture stock of
any company, corporation or sssociation and the lending of money for the
purpose of any such issue;

(e) carrying on and trunsacting every kind of guarantee and indem-
nity business;

(f) managing, selling and realising any property * N »

which may come into the possession of the company in satisfaction or
part satisfaction of any of its claims;

(9) acquiring and holding and generally dealing with any property or
any right, title or interest in any such property * * oo

which may form \pa.rt of the security for any loans or advances or whick
may be connected with any such security;

(h) undertaking and executing trusts;

(i) undertaking the administration of estates as executor, trustee or
otherwise;

(j) establishing and supporting or aiding in the establishment and sup-
port of associations, institutions, funds, trusts and conveniences calcu-
lated to benefit employees or ex-employees of the company of the depend-
ents or connections of such persons; granting pensions and allowances and
meking payments towards insurance; subseribing to or guaranteeing
moneys for charitable or benevolent objects or for any exhibition or for
any public, general or useful object;
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) (_I:) the acquisition, construction, raintenance and alteration of an}(‘~
building or works neccessary or convenient for the purposes of the com-
pany;

(1) selling, improving, managing, developing, .exchanging, leasing,
mortgaging, disposing of or turning into account or otherwise dealing with
ull or any part of the property and rights of the cowpany;

(m) acquiring and undertaking the whole or any part of the business .
of uny person or compeny, when such busiuess is of a nature enumerated
or described in this sub-section; -

(n) doing all such other things as are incidental or eonducive to the
promotion or advancement of the business of the company;

(0) any other form of business which the Centrsl Government may,
by notification in the official Gazette, specily as a form of business in
which it is lawful for a banking company to enguge.

(?) No banking company * % * shall engage in any form of business other
than those referred to in sub-section (7).

7. Use of words ‘“‘bank’’, ‘‘banker’’, *“‘banking’’.—After the expiry of two
years from the commencement of this Act, no company, other than a banking
company, shall use as part of its name. any of the words “‘bank’’, ‘“‘banker’’ or
“banking’’ and no company shall carry on the business of banking in any Pro-
vince of India, unless it uses as part of its name ut leass oue of such names:

Provided that nothing in this section shall apply to any associatiog of banks
formed for the protection of their mutual interests and registered under scction
26 of the Indian Companies Act, 1913 (VII of 1918).

* * * *

% *

8. Prohibition of trading.—Notwithstanding anything contained in section
6 or in any contract, no banking company shall directly or indirectly deal in
the buying or selling or bartering of goods, except in counection with the reali-
sation of security given to or held by it, or engage in any trade, or buy or sell
or barter goods for others otherwise than in councetion with bills of exchange
received for collection or negotiation or with such of its business as is jeferred
to in clause (i) of sub-section (1) of section 6:

Provided that this section shall not apply to any such business as aforesaid
which was in the course of bejng trunsacted on the commencement of this Act,
50 however, that the suid business shall be completed before the expiry of one
year from such commencement. * * *

Ezplanation.—For the purposes of this section, ‘‘goods’’ means every kind
of movable property, other than actionable claims, stocks, shares, money, bul-
lion and specie, and all instruments referred to in clause (a) of sub-section (1)
of section 6.

9. Disposal of non-banking assets. —Notwithstanding anything contained in
sections 6 and 8, no banking company shail hold any immovable property how-
soever acquired, except such ns is requircd for its own use, for any period
Jexceeding sever years from the acquisition thereof or any extension of such
i| period as in this sestion provided, and such property shall be disposed of within
Jsuch period or extended period, as the case may be:

Provided that the banking company may, within the period of seven years
1as aforessid, deal or trade in any such property for the purpose of facilitating
1the disposal thereof:

Provided {imther that the Reserve Bunk may in any particular case extend
{the aforesaid period of seven years by such period not exceeding five years
{where it is eatisfied that such extension would be in the interests of the deposi-
{tors of the banking company.
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. 10, Prohibition of employment of managing agenis and resirictions on
oertain forms of employment.—(I) No banking company—

(a) shall employ or be managed by a manngin_g agent, or

(b) sball employ any person— L ‘

(i) who is or at ani time hss been ad'judic'ated u§solvent, or has
suspended payment or has compolunded with his creditors, or who. i8
or has been convicted by a criiainal Court of an offence involving
moral turpitude; or

(ii) whose remuneration or part of whose remuneration takes the
form of commission or of & share in the profits of the company; or

(iti) whose remuneration is on & scale d@spropor.tionale, accord-
ing ‘to the normal standards proggiling in banking business, to the re-
sources of the company, or :

(¢) shall be managed by any person—- .

(1) who is a director of any other compauny, not being a subsidiary
compary of the banking company; or

(i1) who is engaged in any other business or vocation; or

‘(iti) who has a contract with the company for its management
for a period exceeding five years at any one time:

Provided that the said period of five years shall, in relation to
contracts  subsisting on the 1st day of July, 1944, be computed from
that date:

Provided further that any contract with the company for its
management may “be renewed or extended for a further period not
exceeding five years at a time if and so often as the directors so|
decide. .

() If any question arises in any particular case whether remuneration is on
a seale disproportionste, according to -the normal standards prevailing in
banking business, .to the resources of the company for the purpose of sub-
clause (ifi) of ciause (b) of sub-section (I}, the decision of the Reserve Bank
therecn shall be final for all purposes.

11. Requirement as to minimum paid-up capital and reserves.—(I) Not-
withstanding suything contained in section 103 of the Indian Tompanies Act,
1918 (VII1 of 1913), no banking company in existence on the commencement of
this Act, shall, ufter the expiry of three years from such commencement or
of such further period not exceeding one year as the Reserve Bank, having
regard to the interests of the depositors of the company, may think fit in any
particular case to allow, carry on business in any Province of India, and no
other banking company shall, after the commencement of this Act, commence
or carry on business in any Province of India, unless it has paid-up capital
and reserves of such aggregate value as iz hereinafter required by this section.

(2) In the case of n banking company incorporated elsewhere than in a
Province of India, the aggregate value of its paid-up capital and reserves shall
not be less than fifteen lakhs of rupees, and, if it has a place or places of busi-
ness in the City of Bombay or Caleutta or both, twenty lakhs of rupees:

Provided that no such banking company shall be deemed to have complied
with the provisiona of this sub-section, unless it deposits and keeps deposited
with the Reserve Bank an amount not less than the minimum required by this
sub-section, either in cash or in unencumbered approved securities or partly
ir cash and partly in such securities.




6 \

i i isi f sub-
3) 1n the case of any banking company to which the provisions o
eect(iu)ix (2) do not apply, the aggregate vulve of its paid-up oapital and reserves
shall not be less than—

(i) if it has places of business in more than one Province, five lakhs of
rupees, and if any such place or places of business is or are situsted in the
City of Bombay or Calcutta or both, ten lakhs of rupees;

(it) if it has all its places of business in one Province none of which
is situated n the City of Bombay or Calcutta, one‘lakh of rupees in respect
of its principal place of business, plus ten thousand rupees in respect of vach
of its other places of business situated in the same district in which it has
its prjncipal place of business, plus twenty-five thousand rupees in respect
of each place of business situated c'sewhere in the TProvince otherwise
than in the same district : @

Provided that no banking company to which this clause applies shall
be required to have paid-up capital aud reserves exceeding uan aggregate
value of five lakhs of rupees:

Provided further that no banking company to which this clause,
applies and which has only one place of business, shall be required to have
paid-up capital and reserves exceeding an aggregate valie of fifty thousand

rupees; v

(iii) if it has all its places of business in one Province, one or more of
which is or are situated in the City of Bombay or Calcutta, five lakhs of
rupees, plus twenty-five thousand rupees in respect of each place of busi-
ness situated outside the City of Bombay or Calcutta, as the case may be:

Provided that no banking company to which this clause applies shall

be required to have paid-up capital and reserves exceeding an aggregate
value of ten lakhs of rupees. '

Ezxplanation.—For the purposes of this*Bub-section, s place of busi-
ness situated in a Province other 4han that in which the principal place of
business of the banking company is situated shall, if it is fot more than
twenty-five miles distant from such principal place of business, be deemed
to b= situated within the same Province as such principal place of business.

(4) Any amount deposited and kept deposited with the Reserve Bank under
the proviso to sub-section (2) by any bankiug company incorporated elsewhers
thaa in & Province of India shall, in the avent of the company ceasing for any
reason to carry on banking business in the Provinces of India, be an asset of
the company on which the claims of all the creditors of the company in the
Provinces of India shall be a first charge.

(6) For the purposes of this section ‘'value’’ means the real or exchange-
able value, and rot the nominal value which may be shown in the books of the
banking coempany concerned. {

(6) If any dispute arises in computing the aggregate value of the paid-up
capital and reserves of any banking company, a determination thereof by the
Reserve Bank shall be final for the purposes of this section.

12. Regulation of paid-up capital, subscribed capital and authorised capi-
tal, and voting rights of shareholders.—No banking company shall carry on

busine]ass in any Province of India, unless it satisfies the following conditions,
namely:— )

() that the subseribed capital of the company is not less than one
half of the authorised capital, and the paid-up capital is not less than one
half of the subscribed capital and that, if the capital is increased, it com-
p'ies with the conditions prescribed in this clause within such period not
exceeding two years as the Reserve Bank may allow;
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‘ (i) that the capital of the company consists of ordinary shares ogly or
o 7 of ordinary shares and such preference shares as may have been issued
prior to the 1st day of July, 1944;

(i) that, subject to the provisions contained in clause (iy) herof, the
voting 1ights of any one shareholder, whether a preference shareholder or
an ordinary shareholder, are strictfgf roportionate to the contribution
made by bim to the paid-up capital of the company;

(iv) that the voting rights of any one shareholder do not exceed ten
per cent. of the total voting rights oi all the shareholders:

Provided tlLat nothing contaiued in this section shall apply to any banking
company incorporated before the 15th day of January, 1937. 2

18. Restriction on commission, brokerage, discount, etc., on sale of shares.
—Notwithstanding anything to the contrary contained in sections 105 and 105A
yof the Indian Companies Act, 1918 (VIT of 1918), no banking company shall
i pay out directly or indirectly by way of commission, brokerage, discount or
i femuneration in any form in respect of any share issued by it, any amount

" exceeding in the aggregate two and one-half per cent. of the paid-up value of
the said share.

14. Prohibition of charge on unpaid capital.—No banking company shall

crente any charge upon auy unpaid capital of ihe company, and any such
charge shall be invalid.

-

15. Restrictions as to payment of dividend.—*No banking company shall
pay any dividend on its shares until all its capitalised expenses (including
preliminary expenses, organisation expenscs, share selling commission, broker-
age, amounts of losses incurred and any other item of expeuditure not repre-

schted by tangible assets) have been completely writton off. ’

* * * * *

16. Prohibition of common directors.—No banking company incorporated

2 in a Province of India shall havé as a director any person who is a director of
;- another banking company.

17. Reserve fund.—FEvery banking company incorporated in a Province of

. India shall maintain « reserve fund, and shall, out of the net profits of

" each year and before any dividend is declared, transfer o sum equivalent to

not less than twenty per cent. of such profits to the veserve fund until the
amount of the said fund is equal to the paid-up capitul.

Erplaration.—TFor the purposes of this section, the expression ‘‘net profits”
shall have the meaning assigned to it in sub-section (3) of section 87C of the
Indian Companies Aet, 1913 (VII of 1913).

18. Oash reserve.—Every banking company not being a scheduled bank
. shall maintain by<way of cash reserve in cash with itself, or in an account open-
“#ed with the Reserve Bank, or partly in cash with itself und partly in  such
acoount, o sum equivalent to at least two per cent. of its time liubilities and five
& per cent. of its demand liabilities and shall file with the Reserve Bank before
‘. the fifteenth day of every month three copies of a statement of the amount so
held on the Friday of each week of the preceding month with particulars of its
time and demand liahilities on each such Friday.

19. Restriction on nature of subsidiary cdmpanies.—(/) A banking company
shall not form any subsidiary company except a snbsidiary company fermed
for one or more of the following purposes, namely, the undertaking and execu-

‘ “bing of trusts, the undertaking of the administration of estates as exeoutor,

e
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trugtee or otherwise,” the providing of safe deposit vsulta or, with the pre{ 8
permission in writing of the Reserve Bank, such other purposes as are incidenta!
to the business of banking.

(@) Bave'as provided in sub-section (1), no banking company shall hold shares
in any company, whether as pledgee, mortgagee or sbsolute owner, of an
amount excezding forty per oent. of the paid-up shere capital of that com-
pany or forty per cent. of its own paid-up share capital und rescrves, which-

ever is less: ;
Provided that a banking company shall not be liable for an inadvertent
contravention of the provisions of this sub-section if it had not been guilty there-

of for a period exceeding two months and if it satisfies the Reserve Bank with-

out delay that such contravention was inadvertent: .

Provided further that any banking company which is on the date of the
commencement of this Act holding any shares in contravention of the provisions
of this sub-section shall not be liable to any penalty therefor if it reports the
matter without delay to the Reserwe Bank and if it brings its holding of shares
into conformity with the said provisions within such period, not exceeding two
years, as the Reserve Bank may think fit to allow.

(3) Save as provided in sub-section (I) and notwithstending anything contain.
ed in sub-section (2), a banking company shall not, after the expiry of one year
from the date of the commencement of this Act, hold shares, whether as
pledgee, ‘mortgagee or absolute owner, in any company in the management of
which any mapaging director or manager of the banking company is in any
manner concerned or interested. '

20. Restrictions on loans and advapces.—(1) Notwithstanding anything to
the contrary contained in section 54A of the Indian Companies Act, 1913 (VII
of 1918);, no banking company shall make any loans or advances on the security
of its own shares, or grant unsecured loans or advances to any of its directors
or to firms or private companies in which it or any of its directors is interested
as partner or managing agent or to any individuals, firms or private companies

in cases where any of the directors is a guarantor.

(2) Every banking company shall, before the close of the month succeeding
that to which the return relates, submit to the Resevve Bunk a return in the
preseribed form and manner, showing all unsecured leans and advances granted
by it to companies * * * in which it or any of its directors is interested as

. director or managing agent or guarantor.
(8) 1f on examination of any return submitted under sub-section (2) it -

appears to the Reserve Bank that uny loans or advances referred to in that
sub-gsection are being granted to the detriment of the interests of the depositors
of the banking company, the Reserve Bank may, by order in writing, prohibit
the banking company from granting any such further loans or advances or im-
posc such restrictions on the grant thereof as it thinks fit, and may by like
order direct the banking company to sccure the repayment of any such loan or

advance within such time as may be specified in the order.

21. Power of Reserve. Bank to control advances by banking companies.—
(I) Where the Reserve Bank is satisfied that it is necessary or expedient in
the public interest so to do, it may determine the policy in relation to advances
to be followed by banking companies generally or by any banking company in
particular, and when the policy has heen so determined, all banking companies
or the banking company concerned, as the .case may be, shall be bound to
follow the policy as so determined.

(2) Without prejudice to the generality of the power vested in the Reserve
Bank under sub-section (7), the Reserve Bank may give directions to banking.
companies, either generally or to any banking company or group of banking
companies in particular, as to the purposes.for which advances may or mav
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not be made, the margins to be maintained in respect of secured advances and

the rates of interest to be charged on advances, and each banking company
shall be bound to comply with any directions as so given. ,

22. Licensing of banking companies.—(1) Save as hereinafter provided, no
company shall carry on banking business in any Province of India unless it
holds a licence granted by the Reserve Bank in such behalf.

(2) Every banking company in existence on the commencement of this Act,
before the expiry of six months from such commencement, and evory other
company before commencing banking business in any Province of Tndia, shall
apply in writing to the Reserve Bank for o licence under this section:

Provided that in the case of a banking company in existence on the com-
mencement of this Act, nothing-in sub-section (I) shall be deemed to prohibit
the company from carrying on banking business until it is granted a licence
in pursuance of sub-section (2) or is by notice in writing informed by the
Reserve Bank that a licence cannot be granted to it:

Provided further that the Reserve Bank shall not give a notice as aforesaid
to a banking company in existence on the commencement of this Act before
the expiry of the three years referred to in sub-section (I) of section 11 or of
such further period as the Reserve Bank may under that sub-section think fit
to allow.

(3) Before granting any licence under this section, the Reserve Bank may
require to be satisfied by um inspection of the books of the company or other-
wise that all or any of the following conditions are fulfilled, namely:—

(a) that the company is in a position to pay its depositors in full as
their claims accrue;

(b) that the affairs of the company are not being conducted to the

@  detriment of the interests of its depositors;

(c) in the case of a company incorporated elsewhere than in a I’ro-
vince of India that the Government or law of the country in which it is in-
corporated does not discriminate in any way against banking companies re-
gistered in a Provinee of India, and that the compuny complies with all
the provisions of this Act, applicable to banking comparies incorporated
outside the Provinces of Iudia.

{4) The Reserve Bank may—

(a) cancel any licence granted under this section where any of the cons
ditions set out in sub-section (3) on the fulfilrent of which it required to be
satisfied when granting the licence ceases to be fu:filled, or if the company
ceases tc carry on banking husiness * * in the Provinces of India or
goes into liquidation; .

(b) at any time after granting a licence under this seetion require thut
any of the said conditions on the fulfilment of which it did not require to
be satisfied when granting the licence shall be fulfilled to its satisfaction
within such time as it may specify, and if the condition is not so fulfilled,
cancel the licence.

(%) Any banking company sggrieved by the cancellation of its licence under
sub-section (4) may appeal to the Central Government, and the decision of the
Central Government on such appeal shall be final. ’

23, Restrictions on opening of new, and transfer of existing, places of busi-
ness.—No banking company shall open a new place of business or change,
otherwise than within the same city, town or village. the location of an existing
place of business without obtaining the prior pesmission in writing of the
Reserve Bank; and before giving any such permission the Reserve Bank may
require to be satisfied by an imfpeetion under section 85 or otherwise as to the
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financial condition and history of the company, the general character of it% *
management, the adequacy of its capital structure and earning prospects and
that public interest will be served by the opening or, as the case may be,
change of location, of the place of business: :

Provided that nothing in this section shall apply to the cpening for a period
not exceeding one month of a temporary place of business within a city, town
or villnge or the environs thereof within which the banking company alresdy
has a place of business for the purpose of affording banking facilities to the
public on the occasion of an exhibition, conference’ or mela.

Ezplanation.—For the purposes of this section ‘‘place of business'’ includes
any sub-office, pay-office, sub-pny-office and any plaze of business at which de- -
posits are received, cheques cashed or moneys lent. -

24. Maintenance of a percentage of assets.—(1) After the expiry of two years
from the commencement of this Act, every banking compery shall maintain in
cash, gold or unencumbered approved securities, valued at a price not exceeding
the current market price, an nmount which shall not at” the close of business on
any day be less than twenty ver cent. of the totsl of its time wand demand
liabilities in the Provinces of India. '

Explanation.—For the purposes of this sectirm liabilities shall. not include
the paid-up capital or the reserves or any credit balance in the profit and loss
account of the company or the amount of any loan taken from the Reserve Bank.

(# In computing the amount for the purposes of sub-section (I), the deposit
Yequired under the proviso to sub-section (2) of section 11 to be made with the
Reserve Bank by a banking company incorporated elsewhere thun in a I'rovince
of India and any balance muintained by n bhanking compuny with the Reserve
Bank or its agent or both, including in the case of a scheduled bank the balance

required under sub-section (1) of section 42 of the Reserve Bunk of India Act,“
1934 (11 of 1984), to be sc maintained, shall be d-emed to be cash maintained.

(3) For the purpose of ensuring compliance with the provisions of this
gection, every banking company shall, not later than fiftecn days after the
end of the month to which it relates, furnish to the Reserve Bank in the
prescribed form and manner a monthly return showing particulars of its assets
maintained in accordance with this section, and its time and demand liabilities
at the close of business on each Friday during ‘he month, or if uny I'riday
is a public holiday under the Negotiuble Instruments Act, 1881 (XVI of 1881),
at the close of business-on the preceding working duy.

" 95, Assets in the Provinces of India —(7) The assels in the Provinces of
India of every banking company at the close of the last working day of every
quarter shall not be less than seventy-five per cent. of its demand and tima
liabilities therein. :

* (2) Every bauking company shali, within one month from the end of évery
guarter, submit to the Reserve Bank a return in the preseribed form and
manner of the assets and liabilities referred to in sub-section (I) as at the close
of the last working day of the previous quarter. -

(3) For the purposes of this section,—

(a) “‘assets’’ shall be deemed to include such promissory notes, bills of
exchapge and securities as the Reserve Bank is, under the Reserve Bank
of India Act, 1934 (T1 of 1934) empowcred to purchase, discouunt or make
advances agsinst, and export bills drawn in, and import bills drawn on, and
payable in India and expressed in such currencies as the Reserve Bank
may from time to time approve in this behalf;

(b) ‘“quarter” meane the period of three months ending on the last day
of Magch, June, September or December. __
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E. Return of unclaimed deposits.—Iivery banking company shall, within
thirty days after the close of each calendar year, submit & return in the pres-
cribed form and manner to the Reserve Bauk as at the end of such calendar
year of all accounts in the Provinces of India which have not been operated
upon for ten vears, giving particulars of the deposits standing to the credift
of each such account:

Provided that iu the case of money deposited fo: a fixed period the said
term of ten years shull be reckonel from the dute of the expiry of such fixed
period.

27. Monthly returns and power to call for other returns and information.—
(1) Every banking company shall before the close of the month succeeding
that to which it relates submit to the Reserve Jank a return in the prescribed
form and manner showing its assets and liabilities in the Provinces of India
as at the close of business on the last Friday of every month or if that Friday
is a public holiday under the Negotiable Instruments Act, 1881 (XVI of 1881),
at the close of business on the preceding working day.

(2) The Reserve Bank may, by notice in writing, require a banking company
at any time to furnish it within the time specified therein or such further time
as the Reserve Bank may allow, with statements and information relating to
the business of such banking company, and without prejudice to the generality
of the foregoing power, may call for information everv half-year rcgarding the
classification of advances and investments of vanking companies in respect of
industry, commerce and agriculture.

28. Power to publish information.—The Reserve Bank, if it considers it in
the public interest so to do, may publish any information obtained by it under
section 27 in such consolidated form as it thinks fit.

29. Accounts and balance-sheet.—(1) At the expiration of each calendar
year every banking company incorporated in a Province of India, in respect of
all business transacted by it, -and every bankiug company incorporated outside
the Provinces of India, in respect of all business ‘transacted through its bran-
ches in the Provinces of India, shall prepare with reference to that year a
balance-sheet an:l profit and loss account as on the last working dstv of the year
in the Forms set out in the Third Schedule or as near thereto as circumstances
udrnit :

Provided that in the case of a banking company incorporated outside the
Provinces of India, the profit and loss account may be prepared as on a date
not earlier than two months before the last working day of the year.

(2) The balance-sheet and profit and loss account shall be signed—

(a) in the case of a banking company incorporated in a Province of
India, by the manager or the principal officer of the company and where
there are more than three directors of the company, by at least three of
those directors, or where there are not more than three directors, by all
‘the directors, and )

(b) in the case of a banking company incorporated outside the Pro-
vinces of India by the manager or agent of the principal officer of the
company in the Provinces of India. .

(3) Notwithstanding that the balance-sheet of a banking eompany is under
sub-section (1) required to be prepared in a form other than the form marked
F in the Third Schedule to the Indian Companies Act, 1918 (VII of 1913},
the requirements of that Act relating tc the balance-sheet and profit and loss
-account of a company shall, in so far as they are not ineonsistent with this
Act, apply to the balance-cheet or profit and loss account, as the case may be,
of a baupking company.
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(4) The Central Government, after giving not less than three months
notice of its intention so to do by a notification in the official Gazette, may
from time to time by a like notification amend the Forms set out in the
Third Schedule. ‘

80. Audit,—(1) The balance-sheet and profit and loss account prepared in
accordance with section 20 shall be audited—

(a) in the case of a banking company incorporated in a Province of
India, by a person duly qualified under any law for the tima being in force

to be an auditor of companies;

—m

(b) in the case of a banking company incorporated outside the Pro-
vinces of India, either by such an auditor as aforesaid, or by a person duly
qualified to be an auditor under tha law of the country in which the com-
pany is incorporated. -

(2) The Auditor shall have the powers of, exercise the functions vested in
and discharge the duties and be subject to the liabilities and penalties imposed
on, auditors of companies by section 145 of the Indian Companies Act, 1913
(VII of 1913). -

(8) In addition to the matters which under the aforesaid Act the auditor ia
required to state in his report, he shall, in the case of a banking company
incorporated in a Province of India, state in his report,—

(a) whether or not the information and explanations required by hiru
have been found to be satisfactory;

(b) whether or not the transactions of the company which have come
to his notice have been within the powers of the company;

(¢) whether or not the returns recsived from branch offices of the
company have been found adequate for the purposes of his audit;

(d) whether the profit and loss account shows a true balance of profit
and loss for the period covered by such account;

(¢) any other matter which he considers should be brought to the
notice of the shareholders of the company. .

81. Submission of returns.—The accounts and balance-sheet referred to in
section 29 together with the auditor’s report shall be published in the pres-
cribed 1nanuer, and three copies thereof shall be furnished as returns to the
Reserve Bank within three months from the end of the period to which they
refer:

Irovided that the Reserve Bank may in any case extend the said period
of threc months {or the furnishing of such returns by a further period not
exceeding three mnonthe '

82. Oopies of balance-sheets and accounts to be sent to registrar.—(1) Where
a banking company in any year furnishes its balance-sheet and accounts in
accordance with the provisions of section 81 it may, or when it is a private
company, * * , *, shall,
at the same time send to the registrar three copies of such balance-sheet and
accounts and of the auditor’s report, and where such copies are so sent, it shall
not be necessary for the company, to file copies of the balance-sheet and
accounts with the registrar as required by sub-section (1) of section 134 of the
Indian Companies Acty 1913 (VII of 1913), and such copies so sent shall be
chargeabl: with the snme fees and sball be dealt with in all respects as if they
were filed in accordanbe with that section.

(2) When in pursusnce of sub-section (2) of section 27 the Reserve Bank
requires any additional statement or information in connection with the
balance-sheet and aceounts furnished under section: 81, the banking company
shall, when supplying such statement or information, send u copy thereof to-
the registrar.




33. Display of audited balance-sheet by companies incorporated .outslde
the Provinces of India.—Every banking company in-corporp,ted outside the
Provinces of India, shall, not later thau the first Monduy in August of any
year in which it earries on business, display in a conspicuous place in its prinei-
pal office and in every branch office in the Provinces of India a copy of its lg(st»
sudited balance-sheet and profit and loss account prepared under section 29,
and sbul' keep the copy so displayed until replaced by a copy of the subsequent
balance-sheet and profit and loss account 8o prepfu'ed, un.d every §uch banking
corapany shall digpley in like manner copies qf its complete .uudnted balance-
sheet and profit and loss account relating to its banking business as soon as

_they are available and shall keep the copies so displayed until copies of such
subsequent accounts are available.

"84. Accounting provisions of this Act not retrospective.—Nothing in this‘
Act shall apply to the preparation of accounts by a bauking company and the
audit and subinission thereof in respect of any accounting year which has ex-

. pired prior to the commencement of this Act, and notwith.standmg the qther
. provisions of this Act, such accounts shali be prepared, audited and submitted
?in accordance with the law in force immediately before the commencement of
i this Act.

! 85. Inspection.—(1) Notwithstanding anything to the contrary contained in
! section 188 of the Indian Companies Act, 1918 (VII of 1918), the Reserve
“Bank at any time may, and on being directed so to do by the Central Gov-
ernment shall, cause an inépection to be made by one or more of its officers cf
sny banking company and its books and accounts; and the Reserve Bank
_shall supply to the banking company a copy of its report on such inspection.

(2) Tt shall be the duty of every director or other officer of the banking cem-
;. pany tc produce to any officer muaking an nspection under sub-section (I) all
¢ such books, accounts and other documents in his custody or power and to fur-
inish him with any statements and information relating to the affairs of the
banking company as the said officer may require of him within such time as the
.said officer may specify.

(3) Any person making an inspection under sub-section (1) muay examine om
‘oath any director or other officer of the banking company in relation fo its
‘business, and may administer an oath accordingly.

(4) The Reserve Bank shall, if it has been directed by the Central Govern.
ment to cause an inspection to be made, and may, in any other case, report to
the Central Government on any inspection made under this section, and the
Central Government, if it is of opinion after considering the report that the
affairs of the banking company are being conducted to the detriment of ‘the
_interests of its depositors, may, after giving such opportunity to the banking
company to make a representation in connection with the report as, in the

opinion of the Central Government, geems reasonable, by order in writing—

"(a) prohibit the banking compdn_y from receiving fresh deposits;

(b) direct the Reserve Bank to apply under seetion 88 for the winding
up of the banking company : -

Provided that the Central Government may defer, for such period as
it may think fit, the passing of an order undef this sub-section, or cancel
or modify any such order, upon such terms and conditions us it may think
fit to impose. -

(9) The Central Government may, after gziéing reasonable notice to the
banking company, publish the report submitted by the Reserve Bunk or such
portion thereof as may appear necessary.
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36. Further powers and functions ¢f Reserve Bank.—(I) The Leserve Bank |

may-—

(a) caution or prohibit banking compunies generally or any bunking
company in particulur against entering into any purticulur transaction or
class of transactious, and generally give advice to any banking company;

(b) on n request by the companies concerned and subject to the pro-
visions of section 45, assist as intermediary or otherwise, in proposals for
the amulgamation of such banking companies;

(¢) give assistance to any banking company by meafs of the graut ot
a loan or advance to it under clause (3) of section 18 of the Reserve Bauk
of India Act, 1934 (II of 1934);

(d) during the course, or after the completion, of any inspection of
a banking company under section 85, by order in writing, require the
company—

(i) to call a meeting of its.directors for the purpose of considering .
uny matter-arising in the course of or out of such inspection or of
mecting un officer of the Reserve Bank to discuss nny such matter;

(if) to make, within such time as may be specified in the order,
such changes in its management as the Reserve Bank may consider
necessary in consequence of the state of affairs disclosed during or by
the inspection, .

(2) The Reserve Bank shall make an annual report to the Central Govern-
ment on the trend and progress of banking in the country, with particular
reference to its activities under clause (2) of section 17 of the Reserve Bank ot
Todia Act, 1934, including in such report its suggestions, if any, for the streng-
theging of banking business throughout the country.

(3) The Reserve Bank may appoint such staff at such places as it consi-
ders necessary for the scrutiny of the returns, statements and information
furnished by banking companies under this Act, and generally to ensure the
efficient performance of its functions under this Act. .

PART 111
SUSPENSION OF BUSINESS AND WINDING UP OF BANKING (OMPANIES.

87. Suspension of business.-—~(1) The Court may on the application of a
banking company which is temporurily unable to meet its obligations make an
order (a copy of which it shall cause to be forwarded to the Reserve Bank)
staying the commencement or continuance of all actions and proceedings against
the company for a fixed period of time on such terms end conditions as if
shall think fit and proper, and may from time to time extend the period up to a
total period not exceeding six months in all.

(2) No such application shall be maintainable unless it is accompanied by
a report of the Reserve Bank indiocating that in the opinion of the Reserve- .
Bank the banking company will be able to pay its debts if the application is
granted:

Provided that the Court may, for sufficient reasons, grant relief under this
gection even if the application is not accompanied by =such report
and where such relief is granted, the Court shall call for a report from the
Reserve Bank on the affairs of the banking company, on receipt of which it
may either rescind any order already passed or pass such further orders there-
on as mav be just and proper in the circumstances.

88. Winding up by Oourt.—(7) Without prejudice to the provisions contain-
ed in section 162 or section 271 of the Indiarn Companies Act, 1913 (VIT of
1918), and without prejudice to its powers under section 87, the Court shall
order the winding up of a banking company if it is unable to pay its debts
and the Court shall also order the winding up of a hanking company if the
Reserve Bank applies in this behalf to the Court.

\
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(2) The Reserve Bank muy make an applicationr under this section only if
it is directed so to do by order under clause (b) of sub-section (4) of section
85 or if the banking company has fuiled to comply within due time with the
demand contained in & notice under sub-section (5) of section 46.

(3) Without prejudice to the provisions contained in section 163 of the
Indian Companies Act, 1918 (VIl of 1918), a banking company shall be
deemed to be unable to pay its, debts if it has refused to meet any lawful
demand for payment made at any of its offices or branches within two
working days if such demand is made at a place where there is an office,
branch or agency of the Reserve Bank, or within five working days if such
demand is made elsewhere, and if the Reserve Bank certifies in writing
that the banking company is unable to pay its debts.

(4) A copy of every application by the Reserve Bank under sub-section
(1) shall be sent by the Reserve Bank to the registrar.

39. Reserve Bank to be official liguidator.—Notwithstanding anythin
contained in section 175 of the Indian Companies Act, 1913 (VII of 1913),
where in any proceeding for the winding up by the Court; of & banking
company, an application is made by the Reserve Bank in this behalf, the
Reserve Bank shall be appointed as the official liquidator of the banking
company in such proceeding.

40. SBtay of proceedings.—Notwithstanding anything to the contrary con-
tained in section 178 of the Indian Companies Act, 1913 (VII of 1913), the
Court shall not make any order staying the proceedings in relgtion to the wind-
ing up of a banking company, unless the Court is satisfied that an arrange-
ment has been made whereby the ecompany can pay its depositors in full as
their claims accrue.

41. Report of lquidator.—Notwithstanding anything to the contrary con-
tained in section 177B of the Indian Companies Act. 1918 (VIT of 1913), where
& winding up order is made in respect of a banking® company. the official
liquidator shall submit a preliminary report to the Court within two months
from the date of the order giving the informuation required by that section
so far ns it iz available to him, to enable the Court to order the payment of
a preliminary dividend if sufficient assets are available.

42. Power to dispense with meetings of creditors, etc.—Notwithstanding
anything to the contrary contained in gections 178A and 183 of the Indian
Companies Act, 1913 (VII of 1918), the Court may in the proceedings for
winding up a banking company dispense with any meetings of creditors or
contributories or with the appointment of a committee of inspection if it
considers that no object will be secured thereby sufficient to justify the delay
and expense. .

43. Booked depositors’ credits to be deemed proved.—Notwithstanding
anything to the contrary contained in seetion 191 of the Indian Companies
Act, 1918 (VII of 1918), the Court shall presume that the amounts shown in
the books of a banking company as standing to the oredit of depositors are
proved without requiring further proof from the depositors concerned unless
the official liquidator shows that there is reason for doubting any particular
entry.

44. Restriction on voluntary winding up.—Notwithstanding anything to the
contrary contained in section 208 of the Tndian Companies Act, 1913 (VI of
1913), no banking company which holds a licence grantzd under section 22 may
ba voluntarily wound up unless the Reserve Bank certifies  in writing that the
company is able to pay in full all its debts to its creditors «s theyv necure, and
without prejudice to the provisions contained in sections 218 nnd 220 of that
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Act, the Court shall, on the application of the Reserva Bank, order the winding
up of the company by the Court if at any stage during the voluntary winding
up proceedings the company is not able to meet such debts as they accrue.

45. Restriction on amalgamation, etc.—Notwithstanding anything contained
in any law for the time being in force,—

(a) no Court shall sanction a compromiss ¢r arrungement between a
banking company and its creditors or any -luss of them or between such
corpany aud its members or uny class of them, unless the compromise or
arrangement is certitied by the Reserve Bank as nou being detrimental to
the interests of the depositors of such compauny, and

(b) no-banking compuny shall enter mto any agreement or arrungement
for, or be a party to, any scheme for the amalgamation of such company
with any other banking company without the previous sauction in writing
of the Reserve Bank.

PART 1V
MiscELLANFOUS

46. Penalties.—(1) Whoever in any return, balance-sheet or other document
required by or under or for the purposes of any provision of this Act, wilfully
makes a statement which is false in any material particular, knowing it to be
false, or wilfully omits to make a material statemer:t, shall be punishably with
imprisonment for a term  which may extend to three years and shall also be
liable to fine. ) .

(2) If any person fails to produce any book, nccount or other document
or to furnish any statement or informatioh which under sub-section (2) of section
854 it is his duty & produce or furnish or to answer any question relating to the
business of a banking company which he is asked by un officer making an ius-
pection under that section, he shall be punishable with a fine which snny extend
to five hiindred rupees in respect of each offence, and if he persists in such
refusal, to a further fine which may extend to fifty rupaes for every day during
which the offence continues.

(3) If any deposits are received by a banking company in contravention of
an order under clause (a) of sub-section (4) of section 35, every director or other
officer of the banking company, unless he proves that the contravention took.
place without his knowledge or that he exercised ali due diligence to prevent it,
shall he deemed to be guilty of such contravention and shall he punishable with
a fine which may extend to twice the amount of the deposits so received.

(4) Tf any other provision of this Act is contravened. or if any default is
made in complying with any rvequirement of this Act or of any order made
thercunder, every director and other officer of the banking ccnipany who is
knowingly a party to the contravention or defautt shall b punishable with a
fine not exceeding five hundred rupees, and where the contravention or default
is a continuing one with a further fing not exceeding vitty rupees for «-very day
during which it continues.

(5) Without prejudice to the provisions of sub-scetion (4), if any banking
company fails to comply with the provisions of section _2_4_0r section ﬂ_thc Re-
serve Bank shall by notice in writing make_a demand on the banking campany
to comply with the said provisions withia thirty days from the receipt of the
notice, and if the banking company fails so to do, the Reserve Bank may apply
under section 88 for the winding up of the banking company.

47. Oognizance of offences.—No Court shall take cognizance of any offence
punishable under seotion 46 except upon complaint in writing made by an officer
of the Beserve Bank generaily or specially authorised in writing in this behalf by
the Reserve Bank, and no Court inferior to that of a Presidency Magistrate or a
Magistrate of the first class shall try any such offence.
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' 48. Application of fines.—A Court imposing any fine under this Act may
dz.rect that the whole or any part thereof shall bo applied in or towards payment.
of the costs of the proceedings, or in or towards the rewarding of the person.
on whose information the fine is recovered.

49. Special provisions for private banking companies.—The exemptions, .
whether express or implied, in favour of a private company in sections 17, 77,
SBB“, 86H, 91B, and 91D, and sub-section (5) of section 144 of the Indian éom-
panies Act, 1913 (VII of 1913), shall not operate in favour «f a private company -
which is a banking company. )

50. Oertain claims for compensation barred.—No person shall have any right
whether in contract or otherwise to any compensation for any loss incurred by
reason of the operation of any of the provisions contained in sections 10 and
16 or by reason of the compliance by a banking company with any order given:
to it-und:r sub-c]ause.(izf) of clausiw of sub-section (I) of section 36.

* . *

51. Application of certain provisions to the Imperial Bank of India.—With-
out prejudice to the provisions of the Imperial Bank of India Act, 1920 (XLVII
of 1920), the provisions of sections 10, 13 to 17, 19 to 21, 23 to 81, 84 to 48, 50
and 52 shall also apply, so far as may be,* to and in relation to the Imperial

Bank of India as they apply to and 1n relation to other banking companies.
52. Power of Central Government to make rules.—(1) The Central Govern-
ment may, after consultation with the Reserve Bauk, make rules to provide for

all matters for which provision is necessary or expadient for the purpose of
giving effect to the provisions of this Act and all such rul:s: shall be published
in the official Gazette.

(2) In particular, and without prejudice to the generulity of the foregoing
power, such rules may provide for the details to be included in the returns re-
quired by this Act and the manner in which such returns shall be submitted.

(3) All rules made under this section shall bs * * % subject to the
condition of previous publication, and the date to be specified under clause (3)
of section 28 of the General Clauses Act, 1897 (X of 1897), shall not be less than
six months from the date on which the draft of the proposed rules was
published :

Provided that in respect of the first occasion on which rules ere made under
this reotion, the provisions of this sub-section shalinot apply.

53. Power to exempt in certain cases.—The Central Government may, on|’
the recommendation of the Reserve Baunk, declare by notification in the cfticial|
Gazette that anv or all of the provisions of this Aet shall not apply to any
banking company or to_any class of banking companies cither generally or for|
such period as may be specified.

54. Amendment of Act II of 1984.—The Reserve Bank of India Act, 1934
(1I of 1934) shall be amended in the manner speeified in th: fourth colunm of
the First Schedule and the amendments to section 18 thereof as specified in the
said Schedule shall be deemed to have had effect ¢n and from the 20th day of].
September, 1947. :

55. Repeals.—(1) The enactments mentioned in the third column of the|.
Second Schedule shall be repealed to the extent specified in the fourth eclumni.
therecof.

(2) Notwithstanding the repeal by this Act of any Ordinance mentioned in|.
the Second Schedule, anything done or any action takeu, in the exergjse of eny{:
power conferred by any Ordinance so repealed, shall for all purposes be deemed f:
to have been done or tukeun in the exercise of powevs conferred by this Act as if};
this Act had been in force on the day such thing was done or such action warf
taken. S
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THE FIRST SCHEDULE ‘
’ (See section 54)
AMENDMENTS
Year No. Short title Amendments
1 2 3 4
1934 I The Reserve Bank of ' (13 In section 17, to clause (15A), the

India Act, 1934.

>

following shall be added, namely :—

‘“and under the Banking Companies
Ach, 1040,

(2) (u) Section 18 8hall be renumbered as
sub-section (I) of that section and in sub-
section (I), as so renumbered,——

(¢) in clause (3), after the words *‘ of
that section’’, the following words

' shall be added, namely :—

‘““or, when the loan of advance
is made to a banking company,
a8 defined in  the Banki
Companjes Act, 1949, against
such  other form of security
as the Bank may consider
sufficient ™ ;

(#2) for the words ‘‘ under this section ”,
wherever they ooccur, the words
‘“‘under this sub-section ’ shall be
substituted ;

(b) After mub-section (I) a8 s0 renum-
bered, the following sub-tection shall be
inserted, namely :—

‘“(2) Where & banking company to
which a loan or advance has heen
made under the provisions of clause
(3) of sub-section (1) is wound up,
any sums duo to the Bank in res-
pect of such loan or advance, shall,
subject only to the claims, if any,
of ‘any other banking company
in respect of any prior loan or ad-
vance made by such banking com-
pany against any security, be a
first charge on the assets of the
banking company.”

(3) In section 42, for sub-section (6) the
following sub-section shall be substituted,
namely :—

“(6) The Bank shall, save as herein-
after provided, by notification in
the Gazette of India,—

(a) direct the inclusion in the
Second Schedule of any bank
not already 8o included which
carries on the businoss of
banking in apy Province of
India and which—

(t) has a paid-up capital and
reserves of an aggregate
value of not less than:
five lakhs of rupees, and
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Year.

No.

Shor.e title ' Amendments
4
3

(¢£) satisfies the Bank t})at
its affairs are not being
conducted in a manne

detrimental to the interests}-

- of its depositors, and

(#44) is & company as defined in
clause (2) of section 2 o
the Indian Companics Aot;

1913 (VIIof 1918) or a cor-|.

poration or a company in-
corporated by or under any
law in force in any p'ace
outsido the Provinces of]
India -

(b) direct the exclusion from that|:

Schedule of any scheduled
bank, -~

(¢) the  aggregate valuo of]

whoso paid-up capital and
rescrves becomes at any|
time less than five lakhs of]
rupees, or

(¥7) which ix, in the opinion of:
the Bank after making an

inspection under section 36

of the Banking Companies|
-+ Act, 1840, conducting its|:

affuirs to the detriment of]
the interests of its doposi-
tors, or

(éi7) which goes into liquidation|’
or otherwise oeases to |

carry on banking business :

Provided that the Bank may
on application of the sche-
duled bank concerned and
subject to such conditions,
if any, as it may impose,
defer the making of a
direction under sub-clause
(¢) or sub-clasuse (71) of]
clause (b) for such period
a8 the Bank considors
rensonable to give the
scheduled bank an oppor-
tunity of increasing tho,
aggrogato value of ity paid-
up  capital and roserves
to not less than five'lakhs
of rupees or, as tho case
may. be, of reraoving the
dofects in. the conduct of]
its affairs ;

(c) alter the doscription in that
Schedule whonever any sche-
duled bank changes its name.

Ezplanation.—In this sub-section the
expression ‘“‘value " means the real or|
exchangeablo value and not the nominal
value which may be shown in the books of|
the bank concerned ; and if any dispute
arises in computing the aggregate value
of the peid-up capital and reserves of ¢

* bank, & determination thereof by the Bank

pypeeEpraracn~ A~

shall be final for the purposes of this sub-;

8 section.”
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THE SECOND SCHEDULE
(See section 65)

REPEALS
Year No. Short title Extont of repeal
1 2 3 4
1913 VII The Indian Companies The whole of Part XA.
Act, 1913.
1946 XXVII The Banking Companies The whole.
(Restriction of Braa.
ches) Aot, 1046, _
1946 IV The Banking Companies The whole.
(Inspection) _Ordi-
nance, 1946.
1948 XXV The Banking Companies The whole.

(Control) Ordinance,
1948.

-
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f THE THIRD SCHEDULE
mm—
v (See section ?9)
FORM A
FORM OF BALANCE-BHEET*
CAPITAL AND LIABILITIES PROPERTY AND ASSETS
Rs.a.p. Rs. A, P. Rs.A.p. Rs. A P.

CAPITAL (u)— CaSH :

Authorised Capital........ In hand and with Reserve
Shares of Rs......each Bank (including foreign
resesacsrsnane currency notss) .

- Issued Capital......Shares .
of Rs........ .each . . Balanoes with other Banks
(showing whether on de-
> ————— posit or current account):
8ubscribed Capital........ (¢) in the Provinoes of
Shares of Rs......each . India.
(4$) outside the Provinces of
— India~.

Amount called up at Ra.. .. MONEY AT CALL AND SHORT
por share e ; NOTIOE Coe e

Less calls unpaid . . . BILLs DISOOUNTED AND PUR-

’ CHABED (e).
(Other than Treasury Bills
Add forfeited shares . . of the Central and Pro-
—— vincial Governments) . ‘,
RRSERVE FUND (b)) . . (¢) Payable in any Pro-
Derosrrs AND OTHER AO- vinee of India.
COUNTS : coe

- (i) Payable outside the
Provinces of India

Fixed Deposits Lo INVESTMENTS (stating mode
Savings Bank Deposits . - of valuation, e.g., ocost
Current Accounts and Contin- or market value) ** (f)
gency (unadjusted) ac-
counts. o e

(i) Government of India
e and Trustee . ecuritios in-

Borrowings from othor Banks, cluding Treasury Bills of
Agents, otc.: Government of India and
(¢) in the Provinces of India Provincial Governments.
{(#¢) outside the Provinces of (74) Shares (classifying into
India. proforence, ordinary, de-
—_— ferred and othor classes

- of sharos and, showing

soparatoly shaves fully
paid up and partly paid

up)
Particulars : (iti) Hebontures or Bonds.
(%) Beoured (stating the pa- (év) Other investments (to
ture of security) . . . bo classified under pro-
. por heads) . . .
{¢i) Unrecured ... (v) Gold

Bills payable coe . LOANS, ADVANCFS, CASH
Bills for vollection being bills CREDITS AND OVERDRAVTS
receivable as per contra ; (other  than bad  and

. doubtful debts for which

provision has heen made
to the satisfaction of tho

- auditorg) . . .

() pat)_'ublo.in any Province (7) in the Provinces of India
ol ia .o

(tt) payablo outside the Pro- (it) outside'the Provinoes of

~

vingces of India. . . India.
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FORM A—oontd. (

CAPITAL AND LIABILITIES “PROPERTY ‘AND ASSETS

Rs.A.p. Rs.aA.p.’ Rs.a.P. Rs.A.P.
Panlcutl'ars : dored xood i
Other Liabilities (to be spe- (¢) Debts considered good in
ciﬂ‘elad)m (::)l fos Pe reapect of which the bank

Acceptances, endorsements
and other obligations per
conira.

" PROFT® AND LOSS :
* [ ] * L]

Le iation thereof
Less sppropriation thereo

» [ ] L * L]
CONTIF ¢ ENT LIABILITIES (d)

is fully secured .,

(#¢) Debts cousidered ood
for which the bank holds
no other security than
the debtors’  personal
security .

(¢43) Debts considered good
secured by the personal
liabilities of one or more
parties in addition to the
personal security of the
debtors .

(1v) Dobts considered doubt-
ful or bad not provided
for .

(¢) Debts due by durectorn
or officers of the bank or
any = of them either
soverally or jointly with
any other persons .

(vi) Debts due by compun-
ies or firms in which the
directors of the bank are
intorested an directors,
partners or managi
agents or, in the case:?
private companies, as
members . . .

(vit) Maximum total
amount of loans, inclyd-
ing temporary advances
made at any time dur-
ing the year to directors
or managers or officers
of the company.

(viid) Maximum total
amount of loans, includ-
ing temporary advances
granted dux-mg the year
to the companies or firms
in which the directors

of the bank are interested '

as directors, partners or
managing agents or, in
the case of private com-
panmes, as membors
(i:% Due from bagks. .
ills for collection being
bills receivable ans per
contra.
() paynble in any Province
India .
(11)£n_yuble outside  the
rovinces of India

L

Acceptances, endorge-

" ments and other obliga-

tions per eomira.
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FORM A-—ooneld.
CAPITAL AND LIABILITIES PROPERTY AND ASSETS
Promisen leas deprecia- ’
tion (g)
Furniture and fixtures
‘ less depreciation (g) ...

Other assets, including
silver (to be apecified)

» L. ..
Non-bauking assets ac-
quired in satisfaction of
olaims (stating mode of
valuation) (¢) .. ..
Prorrr AND ro8S .

ToraL ToTaL

NOTES

{7) Oﬂp‘lal —

(§) The various classes of capital, if any, should be distinguished.

(#4) Shares issued as fully paid-up pursuant to any contract without payments being
received in cash should be stated separately.

(#44) Where circumstances permit, issued and subscribed capitsl and amount called up
fnay be shown as o:lxe item, ¢.g., Issued and Bubscribed Capital......Shares of
Reeooovvinine id up.

(ir) In the case of banking companies incorporated outside the Provinces of India, the
amount of deposit kept with the Roserve Bank of Indin under sub-section (£) of
section 11 of the Banking Compamies Act, 1949, shoulld Lo shuwii under this heat ;

- the amount however should not br oxtend d to the outnr solumn,

(b) The roserve fund maintainod undsr 8istion 17 of thy 34id Ast should by shown se-
parately.

(¢) Under this heading are to boe included such items as the following, to be shown under
eeparate heading suitably described : pension or insurance funds, unclusimed dividends, advance
payments and unexpired discounts, liubilitios to subsidiary companies and any other liabili-
tiea.

(d) These should he classified under the following categories :—

(¢) Claims against the banking company not acknowledged as debts.

(s2) Money for which the bank is contingently liable showing separately the amount of
any guarantee given by tho banking company on bohalf of directors or officera.

(i77) Arrears of oumulative preforence dividends.

(sv) Linbility on Billa of Exchange rediscounted.

(v) Liability on aecount of outstanding Forward Exchange Coutraots.

(e) Particulars as under ‘‘ Loans, Advances, Cush Credits and Overdrafts *’ are to bo shown
under this heading

*(f) Where the value of the investments shown in the outer column of the balance sheet is
higher than the market value, the market valun shall be shown separately in brackets.

(9) Bank premises wholly or partly ocoupied for the purposes of business should be shown
against ‘‘ Premises less depreciation.”’ In the case of fixed capital expenditure, tho original
cost, and additions thercto and deductions therefrom during the year should be stated, us also
the total depreciation written off. Where sums have heen written off on a reduction of capital
or revaluation of assots, every balance-sheot after the first balance-sheet subsequent to the re-
duction or - revaluation should show the reduced figures with the date andyamount of the reduc-
tion made. Furniture, fixtures und other assets which have been completely written off need
not be shown :n the L-alance-sheet. _

(h) Under this heading may be included such items a« the following, which must be shown
under hendings suitably described: preliminary, formation and organisation expenses, de-
velopment expenditure, commission and brokerage on shares, interest accrued on investments
but not oollested, inveatments in shares of subsidiary compuanies and any other assets.

(¢) Value shown shall in no case exceed market value.

*Reforonces to the Provinoes of India shall be construed as including references to the
Aocceding States to which the Banking Companies Act, 1049 for the time being extends.
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FORM B

Forx or ProrIT AND L0S8 ACCOUNT

Profit and Losa Account fer the year ended

s

EXPENDITURE

Interest paid on depoeits

Salaries and Allowances (showing
soparately salaries and allowances
tom director or manager.)

Directors' Fees and allowances

Looal Committee members’ fees and
allowances. ’

Provident Fund

L] L] - . L] L L ]

Rent, * Taxes, Insurance, Lighting, etc.

Law Char,

Postage, Telograms and Stamps

Auditors’ Fees

Depreciation on Banks’ Property ..

irs to Banks® Property” e

m;', Printing, Advertisement, ..
eto.

Loss from sale of or dealing with non-
banking assets.

Other Expenditu!

Balance of Profit

Total

December

INCOME (LESS PROVISION MADE
DURING THE YEAR FOR BAD AND
DOUBTFUL DEBTS)

Interest and Discount
Commission, Exchange and Broker-

8
Rengt:

Transfer from contingencies account

Profit made on sale of investmentas,
gold and silver, land, premises
and other asseta.

Profits made on revaluation of in-
vestments, gold and silver, land,
premises and other assets.

Inocome from non-banking asssts, and
profit from sale of or dealing with
such assets. ’

Other receipts
Loss (if any)

Total
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