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Delay in laying statement
showing action taken on
Conventions and Recommendations
of International Labour Conference

Mysore Government was also sought.
At the suggestion of the Labour
Minister, Government of Mysore, I
have agreed to act as the arbitrator
in the disputes between the Manage-
ment of the Indian Telephone Indus-
tries Ltd. and their workmen. This
has been welcomed by the workers
who agreed to give up the strike with
effect from 15th December. It has
been agreed that the arbitration will
be limited to the following two issues:

(1) the quantum of interim relief

to be paid to the workmen;
and

(2) House Rent Allowance to-
workmen.

Nothing will be paid to the workers
by way of interim relief pending the
award of the arbitrator.”

Shri S. M. Banerjee (Kanpur): After
the statement was made by the hon.
Minister of Communications, Shri
Satya Narayan Sinha, some of the =
Members like Shri Yashpal Singh, my-
self and others got a lot of telegrams
that the version of the hon. Minister
was not based on any definite or cer-
tain facts. I would like to know what
the condition today is. Are the
workers satisfied with the adjudication
and arbitration proposal, or is there
still some trouble going on?

Shri Bhagavati: The workers are
satisfied that the disputes have been
sent for arbitration by the hon. Minis-
ter of Communications. They are
satisfied as to that.

12.57 hrs.

STATEMENT RE: DELAY IN LAYING
STATEMENT SHOWING ACTION
TAKEN ON CONVENTIONS AND
RECOMMENDATIONS of INTER-
NATIONAL LABOUR CONFER-
ENCE
The Deputy Minister in the Minis-

try of Labour ang Employment (Shri

R. K. Malviya): The hon. Members

woulg recall that on December 7, I

had laid on the Table of this House a
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Statement indicating the action takem
or proposed to be taken by the Gov-
ernment of India on the Conventiom
and Recommendations adopted by the
International Labour Conference at its
47th Session held in Geneva in June
1963. Some of the members had
referred to the delay in the laying of
the above Statement and I had pro-
mised that I would verify and inform
the House of the position.

The procedure concerning examina-
tion of ILO Conventions and Recom-
mendations involves consultation with
the State Governments, the employing
Ministries concerned and workers’ and
employers’ organisations ectc. before a
Statement on the action taken or pro-
posed to be taken by Government in
respect of these instruments is drawn
up and placed, after approval by "the
Union Cabinet, before Parliament.
These steps usually take time and it
is precisely for this reason that the
ILO Constitution permits in the case
of countries like India, the time-limit
of 18 months for completing these
steps. So far as the Convention and
Recommendations adopted at the 47th
Session held in June 1963 are concern-
ed. this time-limit would expire on
December 26. 1964. It would thus be
seen that the Statement has been
placed before Parliament a couple of
weeks in advance of the permissible
time-limit.

12.58. hrs.

COMPANIES (SECOND AMEND-

MENT) BILL—Contd.

Mr. Speaker: The House will now
take up further consideration of the
motion to refer the Companies (Se-
cond Amendment) Bill to a Joint
Committee.

Out of 4 hours allotted, 3 hours
have been spent already, and 1 hour
remains,

Shri M. R. Masani (Rajkot): Perhaps
you would be good enough to indicate
when you propose to call the hon.
Minister to reply to the debate.
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Mr, Speaker: How long is the hon.
Minister likely to take?

The Minister of Finanee (Shri T. T.
Krishnamaehari): 1 shall take about
half an hour.

Mr. Speaker: I shall call the hon.
Minister at 13.30 hours.

Shrimati Lakshmikanthamma
(Khammam): In general, the people
of this country are law-abiding and
honest, but it is only a few selfish
people who out of their own personal
interest disobey the laws and acquire
unjustified wealth. The Vivian Bose
Commission of Inquiry on the adminis-
tration of the Dalmia-Jain companies
made certain recommendations to
amend the Companies Act with a view
to prevent the malpractices of the
nature observed and to ensure due and
proper administration of the funds and
assets of the companies in the interests
of the investing public. The Daphtary-
Sastri Committee also recommended
that the Companies Act should be
amended. The Bill seeks to imple-
ment these recommendations of the
Vivian Bose Commission as well as
the Daphtary-Sastri Committee, The

Bill also strengthens, as has been
stated by the Finance Minister, the
provisions relating to investigation

into the affairs of the companies to
provide for more effective audit in
cases of dishonesty and fraud in the
corporate sector and to simplify some
of the procedural requirements which
were at present burdensome to the
companies.

Clause 13 of the Bill seeks to impose
restrictions on the period of the cur-
rency of blank transfers, by providing
in the Clause as under:

“(1A) Every
transfer—

instrument of

(a) shall be in the prescribeq form
obtainable from the prescribed
authority wheo shall stamp or
otherwise thereon the date on
which it is issued, and

(b) shall be delivered to the com-
pany—

) in the case of shares dealt in

or quoted on a recognised
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stock exchange within six
months from such date,

(ii) in any other case, within two
months from that date.”.

13 hrs.

Now, let us examine what this blank
transfer is. As the name implies, a
blank transfer is a transfer deed
carrying only the signature of the
transferer and delivered along with
the share certificate; it peither con-
tains the name of the transferee, i.e.,
the buyer of the shares, nor is it dated.

|t gEw T vgEE (W)

AT FFAYW T A Y Y, TN H,
T FITT JY AT AR |

Mr. Speaker: The bell is being rung.
....Now there is quorum.

Shrimati Lakshmikanthamma: Thus
the blank transfer can change hands
swiftly and would enable the holder
to sell the shares without getting his
name registered in the books of the
company concerned.

The system of blank transfers pro-
vides scope for malpractices such as
concealment of the identity of the real
beneficial owners behind their nomi-
nees, evasion of tax by suppression of
secret profits invested in shares on
blank transfers, and windo-dressing of’
company balance-sheets by reshuffling
all shares held on blank transfers.
between companies in the same group:
with the object of substituting inter-
company loans and advances at the
time of the closing of accounts by in-
vestments, The proposed restriction
is designed to curb these malpractices.

The arguments advanced ggainst the-
proposed restriction are, firstly, that
there are various other ways in which
secret profits can be invested, for
example in currency notes, jewellery,
precious stones, Government securities
etc. even if blank transfers are res-
tricted. The fact that there are other
ways of evading certain provisions of’
law is no justification for not taking
action to prevent the abuses inherent
in blank transfers,
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Another argument advanced is that
blank transfers are freely permitted
in USA and continental countries.
Therefore, why should we impose res-
trictions on its currency in India. The
example of USA is not relevant to
conditions in India. In India, blank
transfers are used mainly by big
operators for making quick gains,
while in the USA it is meant to pro-
tect the interests of small investors.
I have gone through American cases
relating to company law, and I may
quote a court judgment in an Ameri-
can case which says as follows:

“All courts will agree that
manipulation of corporate assets or
the elimination of the dividend
will, when intended to mislead
shareholders and induce them to
sell shares, constitute actionable
fraud.”

The American law specially lays
down that directors have no right to
make use of the confidence reposed
in them to make private gains.

| gEW T FEATT ; HeAeT AT
A AGY & | A WAL qBH & FHA

FILH JT T@AT AT |
Mr. Speaker: The bell is being
rung.....Now there is quorum.
Shrimati - Lakshmikanthamma:

Again, in Ameriea, the directors are
accountable for profits or losses made
in dealing with the shares of their
companies. Any secret profit made by
a director at the expense of the share-
holders belongs to all the shareholders.
The right of action to recover losses
resulting from a director’s negligence
belongs to all shareholders.

In spite of the arguments of some
of the Members who oppose this Bill,
we know how many restrictions there
are in countries like America and
continental countries. The vast majo-
rity of the companies in USA are re-
ported to be declaring dividends quar-
terly, and that is an indirect check on
the currency of blank transfers in that
country. There are also far more rig-
orous controls on the stock exchanges
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in USA than in India. I may alse-

point out that Clause 13 of the Bill
does not seek to prohibit blank trans-
fers, but only to restrict the period of
their currency.

Coming to Clause 46, the existing:
section 370 prohibits a company from
making any loan or giving any gua-
rantee for a loan to another company
under the same management, unless
the transaction has been previously
appraved by a special resolution of
the lending company. As will be ob-
served from the Report of the Vivian:
Bose Commission, numerous cases
came to its notice where loans were
made by a company to another com-
pany far in excess of the paid-up-
capital, and even the authorised capi-
tal, which was clearly to the detriment
of the lending company. It appeared’
as if the funds of the lending company
were meant for the use of the other-
companies. In the present conditions,
it is not very difficult to obtain the-
sanction of the shareholders by a spe-
cial resolution. Therefore, in order to
prevent the diversion of the funds of’
one company to another company, and
to allow the said funds to be utilised
for the proper growth of industries, a
proper check is considered necessary.
Accordingly, as recommended by the-
Vivian Bose Commission and the
Daphtary-Sastri Colnmittee, Clause 46
seeks to impose certain restrictions on
loans given by a company to another,
even if both are not under the same-
Apart from the require-
ment of passing a special resolution,
it provides for prior approval of the
Central Government before loans in-
excess of certain limits are sanction-
ed. It is presumed that whenever a
company has sufficient reasons to jus-
tify a loan to another company, Gov-
ernment will accord its sanction.

Clause 21 provides that in respect of
companies engaged in production, pro-
cessing, manufacturing and mining ac-
tivities, which may be specified by a
notification issued by the Central Gov-
ernment, proper records relating to-
utilisation of materials and labour:
should be kept. A general complaint
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has been made that the efficiency of a
company is not properly reflected in
its audited accounts. It is also a fact
that in the absence of this knowledge,
the investment-worthiness of a com-
~pany cannot be fully judged. It will
be noticed that the requirement in the
Clause does not apply suo motu to all
companies, but will be made appli-
cable only whenever considered neces-
sary by Government.

It has also been said that auditors
have failed to detect some of the mal-
practices because of the fact that the
Act at present does not specifically
Tequire them to look into certain
transactions. Some of the malprac-
tices brought to light by the Vivian
Bose Commission are as under. Loans
and advances were made without se-
curity and at low interest or no inter-
est to private companies controlled by
certain individuals, or to the indivi-
duals themselves, to the detriment of
the public company. Sometimes faci-
lity was provided for repayment in
‘many instalments spread over a long
period without interest. Payments for
purchases and sales were shown as
made in cash although in reality only
book entries had been made in the
respective. accounts.. Manipulations
were made in t}}e purchase price or
sale price of shares held by public
companies in order fictitiously to
create a loss, and the individuals in
control of the concerns in which they
were interested enjoyed the benefit.

It is, therefore, considered necessary
that certain duties of the auditors
should be specifically provided for in
the Act itself, so that they should look
into the transactions which are likely
to be abused.

Along with these restrictions and
special powers given to check mal-
practices in the working of companies,
there are also provisions for simplifi-
cation and liberalisation.

More than twenty clauses which
come in the category of simplification
.of the existing provisiong of the Act,
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seek to simplify and relax some of
the irritant provisions of the Act.
Clauses 32, 33, 34, 41 and 57 are cal-
culated to eliminate or reduce the
periodicity of some of the returns re-
quired to be filed by companies and
their directors with registrarg of the
companies.

Mr. Speaker: The hon.
should try to conclude.

Member

Shrimati Lakshmikanthamma: I
shall conclude in one or two minutes.
Most of the time has beer taken by
the quorum Bell.

At present there are 49 categories
of relatives specified in schedule IA
to the Act, it is now proposed to re-
duce this to 22 to include only near
relatives. This is a welcome measure
and will remove hardships and incon-
venience to the company management.
The varying time-limits for submis-
sion of different documents to the re-
gistrar is removed by clause 62 which
provides a uniform timelimit of 30
days in respect of various documents
to be filed with the registrar of com-
panies. The prescribed time-limit of
42 days for annual returns is extend-
ed to 60 days. Different periods for
different documents was annoying
many companies before. Sir, this Bill
is a welcome measure and when im-
plemented properly will remove many
of the evils and will create a healthy
atmosphere in the corporate sector.

Shri Kashi Ram Gupta (Alwar):
Mr. Speaker, while speaking on this
Bill the hon. Finance Minister has said
that this Bill has been necessitated be-
cause of the rapid changing conditions.
Are they changing rapidly due to
Government or some other factors?
That has to be seen. In my opinion,
the main consideration is this. There
is the wrong thinking of the Govern-
ment so far as socialism is concerned.
They are experimenting with socialism
in a peculiar way in this country. Om
the one side they are allowing big
monopolists to continue; on the other
side they are trying to apply the same
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Jaws to small-sized, medium-sized and
large-sized industries and companies.
It ig the root cause of the whole trou-
ble and it is not remedied, things will
not improve.

Some of the provisions in this Bill
are to be welcomed but there are some
which may lead to much harassment
of the concerned managements. We
say that the managing agency system
should go. But we ghould not forget
the way in which the directors and
otherg have to function when there are
so many complexities of the law these
days. 1t is these that lead them to
take to malpractices in certain circum-
stances. To plug these loopholes and
malpractices, we have to see to these
things. In the present context of
things, small companies and medium
size companies must be treated in a
very lenient way. About the large-
size companieg also, I think we should
see whether the present law seeks to
put things in a logical manner or not.
When we see their remuneration or
something else to be paid to the mana-
gers or directors of companies, we
should see the way in which they have
to function and then only come to any
decision.

I want to bring to the notice of the
hon. Minister a few points. By clauses
21 and 24, the hon. Minister has pro-
vided for audit and cost accounting.
Government may as a practical mea-
sure think of certain companies only
where these will take these measures.
But law itself should make it clear
that this does not apply to medium or
small companies. Perhaps the main
purpose of this provision is to plug
the evasion of tax. But the remedy is
more of a harassing nature. Indian
companies upto this date have not been
able to come to that standard where
the cost accountancy can be applied in
a very rigid way. That is why I say
there should be lenience in respect of
small and medium companies. But
there are certain aspects which even
these cost accountants or auditors will
not be able to overcome. There may
be certain scarce commodities. The
management of mills which produce

1959 (Ai) LSD—S5.
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them will then take to corrupt prac-
tices. Cost accountancy or audit will
not be able to check these things.
Manufactured goods will be billed for
a certain amount but they will be sold
for a higher price. I do not know how
the present law can rectify these
things.
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a There is another thing. Until and
unless Government itself removes the
cdnfusion about the private sector and
its future, things will go from bad to
worse. For instance, the Prime Min-
ister has said more than once that in
future the textile industry should be in
the public sector also. There are vari-
oug designs, and qualities now because
there is open competition. Govern-
ment-owned mills cannot stand so
many designs and types of products
as in so many private mills. So, they
have to take the whole of the textile
industry; otherwise, they will put
themselves into great trouble. So also
with regard to sugar industry. Gov-
ernment hag taken to the co-operative
pattern. So, I do not think there is
any need for public sector in sugar
'mills. I have to mention all these
points because government declara-
tions lead to confusion.

Now, I come to page 11, clause 26
where it says that the books can be
seized by an.inspector. There is no
time-limit to return the books and so’
it meang for any period as the officer
deems fit. This is a lamentable pro-
vision. I request the hon. Minister to
see that there is some time-limit. It
may be said that they will be return-
ed after the investigation. But in
practical experience we see that in-
vestigation goes on over a number of
years. The provision for certified
copies may be there; then certified
copies of entries can be taken. But I
say that certified copies of the whole
book cannot be taken; only those which
are required for enquiry purposes can
Hence this clause creates
difficultieg to that extent.

Then I come to page 15, clause 40.
It is stated in that clause that if the
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question is determined earlier, com-
pensation will be paid to the manag-
ing agents, that is, an extra amount.
But a technical question hag now aris-
en whether such compensation is to be
treated ag capital expenditure or re-
venue expenditure. There will be a
great effect of this on this decision. If
the expenditure is taken as capital ex-
penditure, then the person shall have
to lose much. But if it is taken as
revenue expenditure, then justice will
be done to him. Therefore, it is very
necessary that it is clearly defined,
namely, the compensation will not be
charged as capital expenditure.

13.21 hrs.
[MR, DepUTY-SPEARER in the Chair]

Then 1 come to the question of the
director’'s age. I am rather surprised
whether men of such an old age as 75
years, which has been provided for
now, can work so efficiently as direc-
tors. My hon. friend Shri Himatsingka
may be knowing much better. But in
my opinion, when a high court judge
or a Supreme Court judge cannot work
beyond 65 years of age, it is better
that the age of the director ig not
put at 75. There is also another as-
pect to this question. After a certain
age, a man has to bend his energies
towards some other side than to the
business side. That hag been the
philosophy at least of the Hindus.
Therefore, in my opinion, raising of
the age-limit is neither conducive to
the directors nor to the company nor
to any other aspect of this matter. The
clause prescribing the age as 65 must
remain as it is.

Lastly, I have to emphasise one
point. So far as the working of the
companies is concerned, a comprehen-
sive study shall have to be made in the
near future, because the present Bill
has been brought only on the basis of
the Vivian Bose Commission and the
report of the Daphtary-Sastri Commit-
tee and it has been based mainly on
one company’s doings, Therefore, a
comprehensive study shall have to be
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made, and in my opinion, there should
be a definite policy regarding the
small entrepreneurs and the small
companies. They must be encouraged;
the medium-size companies must be
encouraged. So far as the ‘large-size
companies are concerned, if socialism
is to prevail, then the Government
should take a share in them and a
definite policy for the future must be

_ laid down according to the capital of

the company and the working of the
company.

Shri M, L. Jadhav (Malegaon): Mr.
Deputy-Speaker, Sir, I support the
measure before the House. The Vivian
Bose Commission report was delayed
by a number of years. If you look into
the Vivian Bose Commission report,
you will finq that the report was
delayed and the enquiry was delayed
because a number of books, account-
books, papers, etc., were not made
available to the Commission. There-
fore, the Commission had to proceed
with the work against heavy odds
because of the difficulties put forth by
the company directors and manage-
ment. Therefore, in order to see that
the companies work on proper lines,
it is very desirable and necessary
that some audit check and inspection
are resorted to in these matters. We
find that the Vivian Bose Commission’s
work was delayed, and in order to see
that the work of inspecting authorities
is not delayed, the measures brought
forward in this Bill are very necessary
in the interests of the public and of
the shareholders. and in the larger in-
terests of the people.

T fing that there hags been some
criticism that Messrs. Sastri and
Daphtary are not industrialists, not
businessmen ang that they know

nothing of business. But we must
at least admit that they are eminent
jurists who have dealt with cases of a
number of companies and are men of
legal acumen who are not likely to do
any injustice to anbody because of
any ignorance, and they are porsons
who are expected to study the
matter and come to conclusions.
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Mr. Deputy-Speaker: The bell is
being rung. Yes, now there is quo-
rum. The hon. Member may proceed,

Shri M. L. Jadhav: So, we can ex-
pect these two jurists to have studied
the matter ang after proper study, and
going into the Vivian Bose Commis-
sion report, they have placed certain
recommendations which Government
has been pleased to accept. We will
find that these recommendations find a
place in the measure before this
House

Then, I may point out that in this
Bill there is no effort to curb the pri-
vate sector, I think it is the desire
and also the policy of the Government
to have the public sector and private
sector work hand to hand and that
they should both help in the progress
of tae nation. In the light of that. I
think that mention may be made of
certain aspects. I think that the same
concern, Dalmia-Jain is again in the
picture. I find also that in Bombay,
enquiry is being made into the affairs
of Bennett-Coleman and Co. I know
that the matter is sub-judice. But we
find that matter is lingering for a
number of days. We also find that the
directors are from the same
family. Some directors are
practically dummy directors who are
not at all dealing with the affairs of
the particular firm, .and somehow,
some outsiders, some persons who are
pulling the wires from behind the cur-
tain, are conducting the affairs of this
company and such fictitious dealings
and cheating of the shareholders are
going on in such big firmg as Bennet-
Coleman & Co.

I find that the measure that is before
the House is helping the Registrar to
have a better audit and inspection. We
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note that in these companies undesir-
able practices are going on. Therefore,
it is very necessary that the Registrar
should be given wide powers in
order that he may be able to check
and mend matters and do certain
desirable things at the proper time.
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Then we find that a provision is
made to the effect that the Registrar
can inspect and audit without notice
the accounts or books of any company
and if he finds that a document is very
important or necessary or if some
manipulations are being carried on,
then, in that case, that document can
be had and the matter proceeded with.
Again, in some companies, dubious
practices are being followed. So, some
provision is made in this Bill to find
out that things that are prejudicial to
the interests of the company and to
the interests of the shareholders are
not being done. The books are kept
in such a way that the actual balan-
ces and other things which should find
a place in the books are found there;
the shares and the debentures do
show the proper price of those shares
and also the shares are sold or trans-
ferred at a price which is equitable
and not to the detriment of the inter-
ests of the companies.

- -

Moreover, certain things found in
this measure do put a check on the
transfer of shares or change of busi-
ness. A company may change business
and take to some other business with-
out the permission of the shareholders.
In that case, the Bill provides that the
company has to obtain the permission
of the shareholders and then alone it
can take to some other business. Some
criticism has been levelled against
companies working in the public sec-
tor. In the public sector. The
management is in the hands of
Government and there is absolutely no
scope for malpractices. We cannot
guarantee that in the case of private
companies. Therefore, the amend-
ment that the company cannot take to
some other business without the pre-
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vious consent of the shareholders is a
healthy one.

Taking into consideration all these
things, I find that these checks and
counter-checks are very necessary in
the interests of the public, of the na-
tion and of the shareholders. There-
fore, 1 support the measure that is
before the House.

Shri T. T. Krishnamachari: Mr.
Deputy-Speaker, Sir, I have listened
with attention and care to what fell
from the hon. Members who have in-
tervened in this debate. I have no
doubt that many of the criticisms that
have been levelled against the parti-
cular provisions of this Bill would be
gone into carefully by the Joint Com-
mittee, which is to be constituted if
this House approves of the motion. If
you look at the Members representing
this House on this committee, it is a
fairly long list of people with experi-
ence and Government will place all
the facts that they have in regard to
the reasons for our making these
.changes in the Companies Act before
the Joint Committee.

Even so, I would probably have to
refer to some of the criticisms made
here. Naturally, the first place in re-
gard to the consideration of criticisms
made hag to go to the hon. Member
opposite, representing the Swatantra
.Party. 1 should be grateful, perhaps,
to him for his criticism which was not
as strong as usual, excepting in a gene-
ral sort of way that, of course, Gov-
ernment goes on meddling in the
affairs of private people and private
companies; there is no justification for
this Bill and so on. But it is a mat-
ter of judgment undoubtedly. In fact,
if we can leave peaple free to do as
they like, with thig assurance that peo-
ple will do them in the proper way, 1
think that would be an ideal state.
Unfortunately, Utopia has never been
a fact and governments have to rule
and have to provide defences against
mis-deeds and against what 1 said
some time back, namely. the acquisi-
tive instinct in man.
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The very reason why we provide
these regulationg in the Companies Act
is to give him freedom subject to
those regulations. Naturally, nobody
who is doing nothing wrong has any
reason to be afraid. I agree with one
thing that this Companies Act has to
control companies. And, companies
are what you may call normally joint-
stock enterprise. That ig controlled.
Unless somebody comes forward to
collect money from people and people
are willing to subscribe money, and
he starts a business, the Companies
Act would not be called upon at all
to interfere in his activity. In regard
to certain actg that a person does by
getting money from other people, na-
turally it is the duty of the Govern-
ment to see that those monies are
properly spent and companies are pro-
perly managed. So, it is something
which is certainly a logical conse-
quence of that freedom given to the
people to use the company method of
running business.

It is a matter of valued judgment
whether that freedom should be un-
restrained or restrained subject to
good behaviour. That is probably
where the hon. Member opposite and
I differ. In fact, it is not intended to
kill the companies. If it is intended
to kill the companies, we can say,
there can be no companies and each
person must act individually.

Shri M. R. Masani: The intention
may not be that, but the result will
be that.

Shri T. T. Krishnamachari: As 1
said, it is a 'matter of valued judg-
ment. His ideas and our ideas must
necessarily be different. Otherwise, he
would be on this side of the House.
It is because of the mere fact that he
differs from ug that he has taken all
the trouble- of getting elected and
come prepared to attack the Govern-
ment and hold it up to ridicule or
condemnation as the case may be. This
is normal parliamentary warfare, if
you would call it, and I have no quar-
rel at all with the hon. Member for
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objecting or even to some extent put-
ting a check on whatever Government
wants to do. But where I differ from
him is in his representation of facts
as being otherwise than what they are,
and also importing certain intentions.

Shri M. R. Masani: That is also a

matter of opinion.

Shri T. T. Krishnamachari: This
question whether the Companies Act
is good enough ag it is or it should be
amended to make it less restrictive is
again a matter on which there is con-
siderable difference of opinion. I re-
member in 1955-56 when this Act was
being enacted by this House, these
matters were constantly mentioned. I
do noet know if the hon. Member oppo-
site was here at that time; possibly
not. An hon. Member, who is an ex-
tremely competent authority on com-
pany law and company management,
referred to the Jenkins Committee re-
port. Even at the time when the ini-
tial report was made about the opera-
tion of company law—the 1913 Act—
in India by a committee presided over
by Mr. Bhabha, they had made a de-
parture from the British practice. I
remember the law ag it existed in
1948 after the committee went into it
in Great Britain. There, the British
Committee felt that all they have to do
is merely to publicise every act done
by a company. In fact, the Bhabha
Committee itself did not take that
view. The amendment of the 1913 Act
which was undertaken in 1955-56 cer-
tainly departed from the view as held
by people in Great Britain and one
should recognise that the Jenkins
Committee could only report on what
was an accepted fact in Great Britain
and not on what was a law in India.
There may be some analogy; I do not
say analogies are completely ruled
out. But the approach to the prob-
jem is completely different. It may
be that you have an enlightened body
of shareholders who are active and all
that needs to be done is to have some-
thing like the UK. law here, namely,
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allow for the maximum amount of
publicity and leave the rest in the
hands of the sharehoiders. Unfortu-
nately, the presumption here is the
other way about. The shareholders
are usually dumb and there should be
somebody to speak for them.
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I do not mind confessing that the
only time I owned shares in any joint-
stock concern was when I wag a party
to go and attend an annual meeting.
I had qualifying shares for that pur-
pose. Having attended that single
meeting I lost interest in it. I do not
own any shares nor do I have interest
in any company. It is possible that a
person may buy a share and attend a
meeting probably to do something
right or to create trouble. But that
kind of aberration does not normally
occur. We have heard of people at-
tending a meeting and giving trouble.
But normally most of the companies
are not subject to this kind of scru-
tiny.

Therefore, the approach as to how
a company should be administered,
how far the company administration
should be a matter of scrutiny and
what kind of scrutiny should be made
is something in which we have com-
pletely departed from the UK. tradi-
tion, and the Act as it stands today,
the amendments that have been made
to it from time to time and the amend-
ment that is now sought to be im-
ported into this Act are motivated
by considerations slightly different. It
is that there is need for a check be-
cause the shareholders are not in a
position to look after their interests.
Apart from the shareholders’ interest,
there are certain things which a com-
pany can do and which will have an
anti-social effect. Therefore, there is
a little more in regard to the inten-
tions behind this Companies Act and
its various amendhents than what can
be found in the law as it stands in the
United Kingdom. That, Sir, is my
justification for coming here with an
amendment of the Companies Act and
also for reference of this measure to
the Joint Committee.
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Of course, the point raised by the
hon. Member opposite was that you
cannot quote the Vivian Bose Com-
mittee’s report or the sequel to it—
the Daphtary-Sastri Committee’s re-
port as an authority for the reason
that the first report was made on cer-
tain facts which came ino being before
the Companies Act was amended in
1956. Of course you cannot say the
same thing in regard to Daphtary-
Sastri Committee’s report; excepting,
a sort of, to say that there is no need
for the report. As I said, it is a per-
fectly legitimate argument to put
forward, but that does not mean that
the mere fact that the Vivian Bose
Committee found that the law as it
stood in 1956 provided certain safe-
guards against occurences prior to that
law being amended shows that the
law need not be amended further if
need be. Certain positions which were
appreciated by the Vivian Bose Com-
mittee Report might have been dealt
with if the law had been amended
earlier. But since the law was amen-
ded later there are also certain things
which could not be wholly dealt with
by the amended law, and that is the
justification for further amendments.

Sir, while I cannot say I feel asham-
ed of bringing forward these amend-
ments. ... (Interruption). No matter
whether an eminent lawyer, who hap-
pens to be also a friend of mine, has
said that we bring forward two
amendments every year, which of
course is somewhat of an exaggeration
which is permitted when people speak
in public; I think every amendment
that we brought forward is something
which is necessary. In fact, it gives
me no pleasure just to bring forward
amendments for bringing amendments
alone unless some necessity is pointed

out. fl .

The hon. Member opposite mention-
ed certain matters about which I refer-
red in a meeting of the regional com-
pany law officials. It was not a public
meeting, but it may be that somebody
reported it. I do not deny it. I was
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speaking to people who are in charge
of the administration of company law.
1 was also speaking to people who
were making some research in that
administration. In fact, what I said to
them in regard to managing agents is
not an obiter, because there is an obli-
gation so far as Government is con-
cerned that in August 1965 certain
things will happen. If those things
should not happen as the law indicates
that it would or it should happen, well,
we have to find out whether we should
have an amendment, whether that
amendment should be that some of the
companies might have managing
agents and others may not, whether
some new companies might have them
and others need not and whether cer-
tain industries which are developed to
some extent need the support of the
managing agents and others do «not.
Therefore, it is not intended to scare
anybody because the market can be
scared by the law ag it stands today.
The law says that on a particular day
in the year 1965, unless otherwise in-
dicated, the managing agents will have
to go.

Shri M. R. Masani: That is not what
it says. It says that there should be
a committee to study the matter.

Shri T. T. Krishnamachari: Yes,
there should be a committee of in-
quiry if necessary, if these things have
got to be phased out. I thought if I
had taken note of something that is
to happen, it was not to scare people
but it was something about which
everybody knew. People who are
functioning as managing agents know
that in 1960 the Act was amended,
otherwise this would have come into
being in 1960. Therefore, I felt I was
probably doing a service to ask these
people who are in charge of the ad-
ministration of company law to pre-
pare a paper that may be necessary
for the purpose of consideration of the
whole issue, undoubtedly by a com-
mittee. It may be that that committee
might invite evidence or it might take
a narrow view of the situation—what
it would do I do not know. But I think
what I did is perfectly right, perfect-
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ly logical, perfectly within the limits
of whatever powers that I have and
something that is also necessary. It is
not something which I just mentioned
merely for the sake of mentioning.
Naturally, some decision w!il have to
be taken by Government and every-
body knows about it. There is no
threat at all. The hon. Member may
feel assured that the Government is
not threatening anybody; certain facts
will happen and the people have to
be prepared for that.

The other thing he mentioned was—
of course it has no relation to the
companies’ affairs at all—that I did
something in 1957 and that wag drop-
ped. He asked whether something on
those lines would be needed. Yes, it
is true. I feel that there are certain
companies which we do not allow to
expand for the reason that they have
reached the limits of expansion or
that individual companies cannot ex-
pand for sorne reason or another. What
shall we do about it, or what shall we
do about their resources? Either you
permit them to invest in other com-
panies—cross-investment as you call
it—or you advise some other method
by which that money can be used. In
fact, if I could only share my thoughts
with the hon. Member, probably the
hon. Member might applaud me and
that will be objected to by other peo-
ple. That is why I do not go further
into the matter. The only point I want
to mention is that while the hon.
Member is perfectly right in holding
up Government to ransom for any-
thing that they may have said in mat-
ters not wholly germane but distantly,
remotely related, I feel that that by
itself—my having said a few things in
other circumstances—need not make
the House take a decision that this
should not jo before a Joint Commit-
tee.

Mueh was made by the hon. Member
about blank transfers. I would like
the hon. Member to read again what
I said in my opening remarks. While
the amendment has been tabled in
regard to blank trensfers, I said that
there are two points of view. One
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condemns the move that we have made
and the other condemns the somewhat
halting action' which we have taken
and says that blank transfers should
only be made in the case of deposit-
ing shares of certain recognised or-
phan institutions and not otherwise. So
it is a matter in which I would like
the Joint Committee to take a view.
Personally, there is no denial of the
fact that blank transfers, whatever
may be the benefit that might accrue in
the matter of convenience, is certainly
a method of abuse. Blank transfers
are virtually like bearer bonds. I have
been told very often that if Govern-
ment is persuaded ‘o issue bearer
bonds all the money that is secreted
would come out. ~ do not know. But
it is something which we do not relish,
for one reason, a man who is honest
1s mulcted by taxation and a dis-
honest map is allowed to bring back
into circulation his money in the form
of bonds and earn some interest there-
on. I think the question of bearer
bonds is on all fours with blank trans-
fers. A transfer has to take place and
you @#not know who gets the money
and then you make a blank transfer.
My hon. friend, who is certainly an
expert on company management,
knows that this question of bond-
washing which has been the fashion in
certain sections of our own economy,
is something which deprives the ex-
chequer a considerable amount of
money. I do not believe for one mo-
ment, whatever might be my hon.
friend’s differences with Government,
he wants people who really cheat the
exchequer of its dues to be encourag-
ed. I think he is one with everybody
else in the country that everybody
should pay tax so that the honest
man’s burden will be a little less. I
should like him to look at it from that
point of view, thig question of bond-
washing. I can single out parties—of
course, I should not mention them in
this House—who hold enormous
amounts in stocks and shares but do
not pay any tax thereon, because the
dividends are drawn by somebody else;
so, they do not come within the clut-
ches of the law. It may be I have
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been foolish in allowing a little more
concession in prior taxation of divi-
dends last year. I should go back to
the old idea that we should get the
maximum tax first and then let the
person come and make a claim for re-
fund. That is one way at any rate of
mitigating the benefits that a bond-
washer gets. So long as these prac-
tices are followed, we have to devise
some checks, and every check is an
inconvenience. But there is no other
way of doing it.

Shri Nambiar (Tiruchirapalli): What

is the objection to banning blank-
transfers?

Shri T. T. Krishnamachari: As I said
earlier, there is a limitation to it. I
would refer the hon. Member again to
my opening remarks namely, that in
regard to financial institutions blank
transfers would be necessary. If you
are going tu pledge your shares with
a financial Institution, then you have
to transfer your share to that institu-
tion or give them a blank trasfer.
Because, that is one of the methods by
which people raise money and you
cannot put people under restraint. Be-
cause, every person who owns shares
would like to make some money there-
by if he has some difficulty. So, we
cannot altogether ban it. I have posed
the question whether we should im-
pose a little more restrictions. I leave
it as it is.

One other question raised by my
hon. friend, Shri Morarka, was the
question of the commencement of
business. Well, it looked as though
our action could be held to ridicule.
It is not so bad as that. I am quite
prepared to consider any amendment
that ‘may be suggested. It is a fact
that notwithstanding the very liberal
powers given under the articles of
association to any company, the share-
holder would like to know what is
being done after the first meeting. Any
further exphnsional activities, even
though pernitted according to the
articles of association, he would like
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to know about them. I am quite open
to have this matter examined by the
Joint Committee and if we could per-
haps narrow it down by getting either
a special resolution or even a general
resolution in regard to any departure
from the known activities of the com-
pany, the initial activities of the com-

pany, I am quite prepared to consider
the matter.

But my hon. friend, Shri Morarka
would not, I hope, object to my point-
ing out to the House that he made the
Government look very ridiculous by
reading from the articles of association
of Government companies.

Shri Morarka (Jhunjhunu): No, _
did not want the Government to look
ridiculous. I said that the general
scheme of this clause has proved very
effective and that it has the making
of historical expericnce. So, it cannot
be abused like this. Even though the
House of Lords had criticised it, they
also recognised the effectiveness of it.
That is what I said.

Shri T. T. Krishnamachari: I am glad
that he has corrected my own under-
standing. The only thing I would
like to mention is, so far as Govern-
ment companies are concerned, if you
say how or why a steel company .
should start restaurants or go into the
timber trade, I suppose i: is a question
of taking power for doing everything
that is necessary. Of course, sieel
companies da run restaurants, and I
am told that in more civilised coun-
tries big steel companies do several
other business besides those which
are mentioned in the articles of as-
sociation. Anyhow, I am glad for
the correction. '

Shri Morarka: My objection was to
the usage of the term “doing business
of’ for the main object if ancillary
things are done, that is a diffcrent
But here you say ‘“company
shall engage in the business of run--
ning a canteen”. That is what 1 was
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Shri T. T. Krishnamachari: As a
matter of fact, I have done a litile
research in a field about which I have
been singulariy ignorant, namely, the
question of memorandum of associa-
tion of various companies and I have
got with me here the memorandum
of association and other documents of
seven private companies. So, I say that
the Government iz in very good com-
pany. If we have been stupid, we have
been stupid like other people; if we
have been wise, we have been wise
like other people. I agree that Gov-
ernment cannot claim any originality
in this matter. For example, I find
Usha Refrigeration - industry want to
do working of ore business, spinners
and dyers. I do not know whether
refrigeration also wants to do dying.
T merely want to say that if Govern-
ment errs, it errs in very good com-
pany.

Shri Nambiar: The Usha sewing
machine requires thread. Therefore,
they are spinning threads

Shri T. T. Krishnamachari: I was
referring to Usha Refrigeration,—not
Usha sewing machine—putting people
in cold storage.

In fact, I have been telling the peo-
ple who are in charge of this adminis-
tration that we should try, as far as
possible, even if necessary by an
amendment of the Act, to get most
of the information that we require
from these companies put in the an-
nual report. Even now they are going
to the registrar of companies, but
when they are sent to the regional
registrars sometimes they get lost and
we have to go to the research depart-
ment to get at them; so it is much
better that we get once a year as much
information as possible in the annual
report.

The other point which was objected
to is the question of cost audit. Well,
1 think we coulq probably take care
to see that that information is not
normally passed on to a competi-
tor; unless it is absolutely necessary
for the purpase of takimg action
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against an erring company, the infar-
mation need not be passed on to a
compeiliur. 1 ug 40U KOOW, Decause
spylng seems to be so common even
1 government circles, I am perfectly
sure that a competing company is
able to get all the information that
it wants from the other companies
through perhaps the people who work
there. Even so, I think some kind
of safeguard could be there that un-
less penal action is called for the re-
ports should be kept confidential. That
is a matter which the Joint Committee
might consider.

5960-

Another matter which wag mention-
ed was about the chambers of com-
merce being consulted. I would only
mention this, This Bill was introduced
in the last session. It was before the
public, and the chambers of commerce
are extremely alert about these mat-
ters; they have their research sections
and they have many eminent perso-
nalities. They have been studying it
and I think they have also sent a
memorandum for the consideration of
the Joint Committee. It is not some-
thing which we are rushing through.
It is not as if it was introduced day
before yesterday, passed today and
becomes law day after tomorrow. We
are doing it in a very leisurely sort of
way and so we should meet with the
approval and even the approbation of
the chambers of commerce.

14 hrs.

Then, my hon. friend Mr. Banerjee
who is not here raised certain matters
of individual companies. I think that
does not fall part of this. I thirnk the
work of those individual companies
neither justifies the passing of this
Bill nor can it stand against the pas-
sing of the Bill. Some of these mat-
ters, I think, were also raised by him
before and he has got answers by
way of answers to his questions. 1
should not refer to them now. The
only thing is this. If any matter
comes before the Company Law Board
or the Commission that it has, natural-
ly it is being dealt with in a proper
way. Sometimes, I agree, it may be-
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a rather restricted view taken about
it. But if it ever comes before the
Minister, we try to put a sort of
check on people taking an
unduly restricted view. I for one
would agree if my hon. friend Mr.
Masani says, “By what yardstick do

you judge that a particular person
should be paid Rs. 2500 and not
Rs. 4000?” 1 quite recognise this.

These things change. We should not
take an unduly restricted view on
‘these matters unless it be that some-
body in going to pay something for
nothing. That is where we are
asked to intervene. 1 do feel and
I have told my officers frequently
that we are not in a position to say
‘that a man is only worth Rs. 4000 and
not Rs. 5000 and whether paying
Rs. 4000 more per month is going to
make the company lose. These are
all necessary in the case of smali com-
panies and very many small com-
panies are private companies with
which we do not interfere at all.
1 quite agree that there is room
for considerable liberality in inter-
preting the sections of the Act.
I for my part, so long as I am here,
-would urge on my officers to take a
more liberal view of this aspect of
their powers.

A mention was made about inter-
company loans. Again, it is a matter
which the Joint Committee will go
into. But broadly, as regards inter-
company loans—of course, my hon.
friend Shri Morarka mentioned this
question of loans by managing agenc-
jes—I do not think private companies
would be affected by that.

Shri Morarka: Also public limited
companies.

Shri T. T. Krishnamachari: I do not
know whether the public limited com-
pany managing agencies wil] remain
after August, 1965. But in a way it
may be that in certain cases we should
know what is happening. This ques-
tion of using funds for lending even
for short-termg is there. Sometimes it
happens that they lend for a period
of time and if you say, “All right,

DECEMBER 21, 1964

(Second Amendment) 5962
Bill

let us see the annual assessment”,
he might perhaps repay it on the 31st
March so that there will be no debit.
So, some kind of scrutiny is neces-
sary in regard to these inter-company
loans unless specifically permitted.

My hon. friend, Shri Morarka, men-
tioned an obvious anomaly of the Com-
pany Law doing something which is
directly the opposite of what the fiscal
device does. It does happen. By way
of fiscal device, we give certain con-
cessions in regard to inter-corporate
investment. On the other hand, the
the Company Law does not encour-
age it. 1 quite see there is room for
rationalising this attitude somehow or
other and, maybe, as 1 said, some
other methods might be devised by
which inter-corporate  ‘investment
could be made through an agency.
This is what I have in mind.
I did not want to re-introduce my
somewhat half-baked measures, as my
hon. friend, Mr. Masani, put it, that
I had in mind in 1957 which them-
selves were leading to something else.
This question of inter-corporate in-
vestment cannot be regularised
through some channel. I would like
Mr. Masani to consider it and maybe
we might be able to help. But this
shou'd be known. Therefore, I fesl
that the present amendment is justi-
fiable. If the Joint Committee has
something to say about it, naturally
Government will certainly give a lot
of thought to it.

Then, my hon. friend, Mr. Dwivedy's
support was solid and T am very grate-
ful to him. He mentioned one fact

saying, “It is all right, you can pass
laws but you should implement
them”. That is the intention. Other-

wise, why should I take all this
trouble if I had no intention of im-
plementing them? Maybe somebody
else later on, some years hence, may
not do so.

Dr. M. S. Aney (Nagpur): I hope
that will not happen.

Shri T. T. Krishnamachari: We had
some powerful support from some of
the Jady Members of the House.
(Laughter). Tt is not a matter for
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laughter. It merely shows that the
fair sex thinks in advance of us. Cer-
tainly, I have found that on one or
two other mecasures -also I got support
from them because they are more pro-
gressive ang the acquisitive tendency,
I believe, is less in a woman than, I
think, in a man. I am very grateful
for the support I got from Shrimati
Renuka Ray, Shrimati Mukerjee and
the hon. Member from Andhra on this
matter.

My hon. friend, Mr. Gandhi, and
the hon. Member opposite spoke about
the various provisions. I will have all
these placed before the Joint Com-
mittee.

far as the point of teeth is con-
cerned, there is only one thing, that
my hon. friend Mr. Nambiar made a
slight error. You might say, these are
worn-out teeth which probably I have
but they are certainly not milk teeth
because nobody even in 3 second
childhood does get milk teeth. The
teeth may not be strong enough, they
may not bite, there may be loopholes
somewhere, but they are teeth never-
theless.

Shri Nambiar: If they are old. they
should have been used in biting
earlier. There was no occasion to do
so. That is why I said they must be
child’s teeth.

Shri T. T. Krishnamachari: My hon.
friend knows we gulp our food. It is
only later on we are told that we
should chew our food and masticate
it and then eat it. That kind of wis-
dom comes a little later in life and
it might come to '‘me just now,

Sir, I am very grateful to the hon.
Members who have made many sug-
gestiong and I shall have these sug-
gestions tabulateq and put before the
Joint Committee. I do hope that when
the Bill comes back to this House, it
would p~rhaps be modified in such a
manner as would satisfy the desires
of the majority of the hon. Members
of this House.

Mr. Deputy-Speaker: The question
is:
“That the Bil] further to amend
the Companies Act, 1956, be refer-
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redq to a Joint Committee of the

Houses consisting of 45 membe:s.

30 from this House, namely:

Shri S. V. Krishnamurthy

Rao; Seth Achal Singh; Shri
A. Shanker Alva; Shri Ram-
chandra Vithal Bade; Shri
Rajendranath  Barwa; Shri
Bali Ram Bhagat; Shri Dinen
Bhattacharya; Shri N. C.
Chatterjee; Shri Sachindra

Chaudhuri; Shri N. Dandekar;
Raja P. C. Deo Bhanj; Shri
Bhaskar Narayan Dighe; Shri
G. N. Dixit; Shri Gajraj Singh
Rao; Shri Prabhu Dayal
Himatsingka; Shri Cherian J.
Kappen; Shri R. N. Yadav
Lonikar; Shri Madhu Limayz;
Shri Ghanshyamial Oza; Shri
Shivram Rango Rane; Shri J.
Ramapathi Rao; Shri R. V.
Reddiar; Shri Era Sezhiyan;
Swami Ramanand Shastri;
Shri Digvijaya Narain Singh;
Shri Sivamurthi Swami; Shri
Radhelal Vyas; Shri K. K.
Warior; Shri Nagendra Prasad
Yadav ang Shri T. T. Krishna-
machari;

and 15 from Rajya Sabha;

that in order to constitute a
sitting of the Joint Committee the
quorum shall be one-third of the
tota] number of members of the
Joint Committee;

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

that in other respects the Rules
of Procedure of this House rela-
ting to Parliamentary Committees
shall apply with such variations
and modifications as the Speaker
may make; and

that this House recommends to
Rajya Sabha that Rajya Sabha dn
join the said Joint Committee and
communicate to this House the
names of 15 members to be ap-
pointed by Rajya Sabha to the
Joint Committee.”

The motion was adopted.




