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COMPANIES (SECOND AMEND-
MENT) BILL' 

The Minister of Finance (Shri T. T. 
Krishnamachari): Sir, I beg to move-

"That the Bill further to amend 
the Companies Act, 1956, be re-
f erred to a Joint Committee of thc 
Houses Consisting of 45 members, 
30 from this House. namely, Shri 
S. V. Krishnamoorthy Rao; Shri 
Achal Singh; Shri A. Shanker 
Alva; Shri Ramachandra Vithal 
Bade' Shri Rajendranath Barua; 
Shri 'Bali Ram Bhagat; Shri Dinen 
Bhattacharya; Shri N. C. Chatter-
jee: Shri Sachindra Chaudhuri; 
Shri N. Dandeker; Raja P. C. Deo 
Bhanj; Shr! Bhaskar Narayan 
Dighe; Shri G. N, Dixit; Shri 
Gajraj Singh Rao; Shri Prabhu 
Dayal Himatsingka; Shri Chcrian 
J. Kappen; Shri R. N. Yadav Loni-
kar; Shri Madhu Lilrulye; Shri 
Ghanshyamlal Oza; Shri Shivram 

Rango Ran~; Shri J. Ramapathi Rao; 
Shri R. V. Reddiar; Shri Era Sez-
hiyan; Swami Ramanand Shastri; 
Shri Digvijaya Naraian Singh; 
Shri Sivamurthi Swamy; Shri 
Radhelal Vyas; Shri K. K. Warior; 
Shri Nagendra Prasad Yadab and 
Shri T. T: Krishnamachari and 
15 from Rajya Sabha; 

that in order to constitute a sitting 
<It the J'oint Committee the quorum 
shall be 'One-third of the total number 
.of members of the Joint Committee; 

that the Committee shall make a re-
port 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 relating to 
Parliamentarv Committees shall apply 
W1ith such variations and modifica-
tions as the Speaker may make ;and 

that this House recommends to 
Rajya Sahha that Rajya Sabha do 

(Second 
Amendment) Bm 

Jom in the said J'oint Committee and 
communicate to this House the names 
of 15 members to be appointed by 
Rajya Sabha to the Joint Committee. 

As stated in the Statement of Ob-
jects and Reasons, the present Bill 
seeks (i) to implement the recom-
mendations of the Commission of In-
quiry on the administration of Dalmia 
Jain Companies (popularly known as 
Vivian Bose Commission) and the 
Daphtary-Sastri Committee; (ii) to 
strengthen the provisions relating to 
investigation into the affairs of com-
panies and to provide for more effec-
tive audit in dealing with cases of 
dishonesty and fraud in the corporate 
sector; and (iii) to simplify some of 
the procedural requirements which 
are at present burdensome to compan-
ie~ without being of corresponding ad-
vantage to the Government. Apart 
from these three categories of mea-
sures, the Bill also contains a few 
amendments of a clarificatory nature 
designed to remove drafting defects 
which had caused difficulties in inter-
pretation. The Bill consists of 62 clauses 
and one schedule. As the notes on 
clauses appended to the Bill explain 
the reasons for the proposed amend-
ments and as the time at my disposal 
is short, I 'now only propose to refer 
briefly to some of the more important 
amendments sought to be made by this 
Bill under the broad categories I have 
just mentioned. 

As the House is aware. in pursuance 
of its terms of reference, the Commis-
sion of Inquiry on the administration 
of Dalmia Jain Companies made cer-
tain recommendations for the amend-
ment of the Companies Act with a 
view to prevent in future malpractices 
of the nature observed by it and also 
to ensure due and proper administra-
tion of the funds and assets of com-
panies in the interest of the investing 
public. Later, at the instance of Gov-
ernment, a committee consisting of Shri 
C. K. Daphtary and Shri A. V. Visva-
natha Sastri examined the recommen-
dations of the Commission of Inquiry 
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and made some suggestions of its own 
for amending the said Act. Of the 62 
clauses in the present Bill nineteen 
clauses and three sub-clauses arise 
directly out of the recommendations of 
the said Commission and the Commit-
tee. I may now be permitted to deal 
briefIy with some of the important 
amendments proposed in the Bill: 

Clause 13 seeks to impose restric-
tions on the period of currency of 
blank transfers by providing that--

(a) Every instrument of transfer 
shall be in the prescribed form 
bearing the date of issue 
stamped by the prescribed 
authority; and 

(b) the said instrument shall be 
delivered to the company 
within six months from the 
date of issue thereof in the 
case of listed shares and with-
in two months from that date 
in the case of any other 
shares. 

As pointed out by the Vivan Bose 
Commission, the system of blank trans-
fer has increasingly lent itself to 
certain abuses, the most important of 
which are-

(a) concealment of the identity of 
the Teal beneficial owners be-
hind their nominees; and 

(b) evasion of tax by suppression 
of 'secret' profits invested in 
holdings on blank transfers. 

The proposed amendment is desil(ned 
to curb these abuses. The Joint Com-
mittee might go into this matter fur-
ther. Interested opinion in the coun-
try is pronouncedly against this pro-
vision, whereas there exists another 
point of view which would do away 
with this scheme of blank transfers 
except perhaps in the case of recog-
nised financial institutions. 

One other amendment of which spe-
cific mention may be made is that pro-
posed in section 370 by clause 46 of 
the Bill. Section 370 inter alia lays 
down that a company shaIl not make 

any loan to another company under 
the same management unless the tran-
saction has been approved by the lend-
ing company by means of a special 
resolution. At present there is no res-
triction on inter-company loans if the 
lending and borrowing companies are 
not under the same management. Even 
in the case of companies under the 
same management, the only restriCtion 
is that before making a loan, the lend-
ing company should pass a special re-
solution. In order, however, to ensure 
that company funds are properly uti-
lised for the growth of industries and 
to present misuse of such funds, clause 
46 of the Bill seeks to impose a limit 
on the amount of loans that can be 
advanced by a company by the mere 
passing of special resolution and make 
it obligatory for the lending company 
to seek the approval of tha Central 
Government before making any loan 
exceeding certain limits. 

I should also 1 ikc to refer to clause 
51 which proposes to amend section 
395 with a view to checking the mal-
practices in relation to "take-over" 
bids and acquisition of shares of dis-
senting share-holders under a scheme 
Or contract approved by the majority. 
The amendment provides for disclos-
ure of adequate information to the 
shareholders in a "take-over" bid so 
that they could judge for themselves 
whether or not to accept the offer. An-
other safeguard provided is that no 
circular containing any offer to take 
over the shares of a company should 
be issued until a copy thereof is pre-
sented to and registered by the Regis-
trar of Companies, who will have the 
power to refuse to register any such 
circular if it does not contain all the 
requisite information prescribed by the 
Government or if it sets out any infor-
mation in such a way as to give II 
false impression. 

I shall now come to the second cate-
gory of amendments dealing with ins-
pection, investigation and audit, which 
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are contained in clauses 21, 22(b), 24 
to 28 and 58. Based on the experience 
elf the difficulties encountered by the 
Registrars and Inspectors in carrying 
out their duties, the provisions relating 
to inspection and investigation are 
calculated to facilitate their work in 
regard to the inspection of books of 
accounts and investigation into the 
affairs of companies. 

I would also invite particular atten-
tion of Hon'ble Members to clauses 
22(b) and 24 read with clause 21 (a). 
Clause 22 (b) is intended to enable 
Government to issue suitable instruc-
tions to the statutory auditors of com-
panies, while clause 24 would enable 
Government to issue necessary direc-
tions for conducting cost audit of com-
panies engaged in. production, proces-
,ing, manufacturing or mining activi-
ties. To facilitate such cost audit, the 
proposed amendment to section 209 (1) 
by clause 21( a) seeks to ensure that 
proper records relating to utilisation 
of material and labour are kept by 
these companies. The basic objective 
behind these amendments is to make 
audit more effective and to ensure that 
the audit reports do reveal the real 
efficiency and character of manage-
ment. 

The third group of amendments seek 
to simplify and relax some of the res-
trictive provisions of the Act where 
compliance may either be needlessly 
difficult or involve labour and expense 
disproportionate to the results likely 
to be achieved. There are more than 
twenty clauses in this category and 
these are based largely on the sugges-
tion received from various Chambers 
of Commerce. It may be recalled that 
in its 53rd Report presented to thla 
House in April last, the Estimates 
Committee had also recommended the 
need to simplify the provisions of the 
Companies Act. 

Five clauses in this category, name-
ly, clauses 32, 33, 34, 41 and 57 are 
intended to eliminate or to reduce the 
periodicity of some of the returns re-
quired to be filled by companies and 

their directors with the Registrars of 
Companies. I have no doubt that this 
will be widely welcomed by all con-
cerned. Specific mention may also be 
made of clause 45, which proposes to 
relax the requirements of section 314 
regarding previous consent of the com-
pany in general meeting in regard to 
the appointment of a director or a 
partner or a relative of such a director 
etc. to an office or a place of profit 
under the company. In place of such 
previous consent, the proposed amend-
mer,t provides that it will be sufficient 
if approval of the company by means 
of a special resolution is obtained at 
the first general meeting held after 
such an appointment is made. 

Another important amendment is 
contained in clause 61 which proposes 
to reduce the categories of relatives 
specified in Schedule 1A to the Act 
from 49 to 22. It has been represent-
ed to Government by various Cham-
bers of Commerce that the list at pre-
sent specified in Schedule lA to the 
Act is sO compNhensive that it has 
caused undue inconvenience and hard-
ship to many companies in complyinlt 
with the requirements of section 314 
and other relevant sections, without 
any commensurate advantage to the 
companies concerned. After careful 
consideration of the matter, the Gov-
ernment have decided to revise the 
definition of 'relative' so as to include 
only near relatives specified in items 
1 to 22 of Schedule lA. 

While on the subject of simplifica-
tion, I may also refer to clause 62, the 
main object of which is to provide for 
a uniform time limit of 30 days £(1[' 
the filing of various documents by a 
company before the Registrar of Com-
panies. This uniform time-limit, would 
I hope, be a considerable improve-
ment on the existing position because 
at present the time-limit for filing 
various returns with the Registrar 
varies from 14 to 42 days. 

Lastly, I would say a few words 
about clause 56 which proposes tl} 
delete sections 410 to 415 in regard to 
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the Advisory Commission and insert a 
new clause to enable the Government 
to constitute an Advisory Committee 
fa: the purpOSe of advising it and the 
Company Law Board on such matters 
as may be referred to the Committee 
by the Government or the Board. As 
Hon'ble Members are aware, section 
411 01 the present Act requires Gov-
ernment to consult the Advisory Com-
mission constituted under section 410 
on all applications made to Govern-
ment under the various section enu-
merated in clause (b) of section 411 
before orders are passed on such ap-
plications. Experience has shown that 
the need to obtain advice from the 
Advisory Commission has caused de-
lay in the disposal of cases primarily 
because every application-irrespec-
tive of the size of the company or the 
1:[uantum of remuneration payable to 
the managerial personnel-is requited 
to be referred to the COmmiSSion. 
Moreover, the procedure involves lot 
of paper work, labour and expenses 
without any commensurate results. 
Ron'ble Members are also aware that 
very recently a Company Law Board 
'has been set up to administer the pro-
visions of the Companies Act. This 
"Board would be competent to advise 
the Government on any matter relat-
ing to major pOlicy in company affairs. 
'Since the Board could carry out the 
functions which are presently perform-
ed by the Advisory Board, it would be 
needless to continUe the latter any 
longer. After considering all the as-
pects of the matter, Govcernment have 
come to the conclusion that a change in 
the present procedure is called for. 
Accordingly, it is proposed to abolish 
the Advisory Commission and set up 
in its stead an Advisory Commitiee 
consisting of not more than five mem-
bers so that whenever necessary the 
Government or the Company Law 
Board can consult the said Committee 
Dn important cases or On questions of 
policy. 

Within the limited time at my dis-
posal, I am afraid, I have not been 
able to deal with the provisions of the 

Bill in greater detail though I would 
have very much liked to touch on 
some other amendments also. I would, 
however, like to emphasize that the 
Companies Act is essentially a regula-
tory measure and the various provi-
sions contained in the present Act and 
as proposed in the Bill under con-
sideration, are designed to promote 
greater efficiency in the working of the 
corporate sector and to ensure disclos-
ure of fuller information about the ac-
tivities of companies to the investors, 
creditors, general public and the Gov-
ernment. Disclosure of fuller inform-
ation is the only sure means of judg-
ing whether a company is using its 
capital to the best advantage, it is 
being run efficiently and in the public 
interest, and pays its legitimate dues 
to Government. In the context of our 
developing economy and our limited 
resources, 1Ihe promotion of greater 
economic efficiency is of paramount 
importance, and for the attainment of 
this objective, the corporate sector has 
to play its part by adapting its prac-
tices to rapidly changing conditions. 
Unless the regulatory provisions of the 
Company Law are also suitably modi-
fied from time to time to keep abreast 
of the changing economic and indus-
trial climate of the country, there is 
the risk that the present Companies 
Act will be -regarded as old fashioned. 
This is why the Government have to 
bring forward the present bill SO soon 
after the Act was comprehensibly 
amended in December 1960, and again 
in 1963. 

Since the introduction of the Bill in 
this House in September last, the 
Company Law Board has received 
various suggestions from Chambers of 
Commerce, Stock Exchanges and other 
bodies on some of the proposed amend-
ments and I shall, in due course, place 
these suggestions before the Joint 
Committee for their consideration. I 
have no doubt that the Joint Commit-
tee would carefully scrutinize each 
of the proposed amendments and sug-
gest such modifications thereto as may 
appear to be necessary, Sir, I move. 
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Mr. Deputy-Speaker: Motion mov-
ed: 

"That the Bill further to amend 
the Companies Act. 1956. be r£-
ferred to a J oint Committee of 
the Houses consisting of 45 mem-
bers, 30 from this House, namely, 
Shri S. V. Krishnamoorthy Rao, 
Seth Achal Singh, Shri A. Shanker 
Alva, Shri Ramchandra Vithal 
Bade, Shri Rajendranath Barua. 
Shri Bali Ram Bhagat. Shri Dinen 
Bhattacharya. Shri N. C. Chatter-
jee, Shri Sachindra Chaudhuri, 
Shri N. Dandeker, Raja P. C. Deo 
Bhanj, Shri Bhaskar Narayan 
Dighe, Shri G. N. Dixit, Shri 
Gajral Singh Rao. Shri Prabhu 
Dayal Himatsingka. Shri Cherian 
J. Kappen. Shri R. N. Yadav Loni-
kar, Shri Madhu Limaye. Shri 
Ghanshyamlal Oza, Shri Shivram 
Rango Rane, Shri J. Ramapafhi 
Rao, Shri R. V. Reddiar, Shri Era 
Sezhiyan, Swami Ramanand 
Shastri. Shri Digvijaya Narain 
Singh. Shri Sivamurthi Swamy, 
Shri Radhelal Vyas. Shri K. K. 
Warior, Shri Nagendra Prasad 
Yadab and Shri T. T. Krishna-
machari and 15 from Rajya Sabha 

that in order to constitute a sit-
ting of the Joint Committee the 
Quorum shall be one-third of the 
total number of members of the 
Joint Committee; 

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

that in other respects the Rules 
of Procedure of this House relat-
ing 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 do 
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." 

1916 (Ai) LS~. 

Four hours is the time allotted for 
this Bill. Members may please take 
fifteen to twenty minu'es each. 

Shri M. R. Masani (Rajkot): Me. 
Deputy-Speaker, Sir, the Finance Min-
ister has quite fairly stated that the 
scope of the Bill goes well beyond the 
recommendations of the Vivian Bose 
Commission and the Daphtary-Sastri 
Committee. The Statement of Objectll. 
and Reasons makes this very clear 
when it says that this Bill, inter-alia, 
seeks to implement the recommenda-
tions of the Commission and the Com-
mittee and that the opportunity is also 
being taken to do two things; to 
strengthen the provisions regarding in-
vestigation and to simplify some of 
the provisions of the Act. This is a 
point to be borne in mind; that the 
Vivian Bose Commission Report should 
not be considered to be an umbrella 
under which, all the provisions of this 
Bill-good, bad and indifferent-can be 
lightly accepted by this House. 

Having gone through the Bill, 
must confess that the amount of sim-
plification that it undertakes is some-
what disappointing. There could have 
been much more done in that direc-
tion if the Bill had to be brought be-
fore the House at all and it is disap-
pointing that this opportunity has not 
been adequately taken for this pur-
pose. However, as is now the prac-
tice, the opportunity has been taken to 
arm the Governmental authorities with 
more powers to increase the already 
very massive accumUlation of pow..r 
that has been concentrated in the 
hands of this Government and its offi-
cials. 

Now. the Vivian-Bose Commission 
considered mainly matters and inci-
dents which happened 16 or 17 years 
ago. The "ground that they covered 
was, therefore, old hat. In fact the en-
quiry committee itself was appointed 
under the Companies Act of 1913. The 
Bose Commission itself took note of 
the fact that. since this matter had 
been referred to them and since tbe 
incidents had taken place, a great Elelil 
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of ground had been covered by legis-
lation. The report observes that 
lacunas in the 1913 Act had been 
largely filled by the Companies Act 
of 1956 and the amending Act of 1960. 
Similarly, the Daphtary-Visvanatha 
Sastri Committee also confirmed that 
amendments have already been made 
in the company law to prevent many 
of the evils referred to in the report 
of the enquiry committee. To the ex-
tent that the Commission and the com-
mittee have accepted the fact that the 
kind of conduct that was referred to 
them could not have taken place under 
the law since 1956, and particularly 
since 1960, this Bill becomes uncalled 
for and unnecessary. 

This fact was also recognised by 
Government themselves. In the de-
liate in the Lok Sabha on the report 
of the Vivian-Bose Commission, the 
Minister of Industry, Shri Kanungo, 
stated that since the commencement of 
the Companies Act, 1956, very few 
cases of a serious nature of non-com-
pliance with the provisions of the Act 
had been reported to Government, des-
pite the existence of several provi-
sions under which shareholders and 
others could have brought complaints 
against the company managements. Tn 
other words, both the Government in 
earlier statements and the investigat-
ing bodies have themselves admitted 
lilat there is no cause for alarmism or 
Jor extreme measures. In fact, the 
Minister, Shri Kanungo, claimed that 
since 1956 a great deal of discipline in 
1he corporate sector had been main-
1ained, and the Daphtary-Sastri Re-
port confirms it. Therefore, I cannot 
but come to the conclusion that the 
existing law as of today is altogether 
adequate to deal with the evils that 
..... ere revealed by the Vivian-Bose 
Commission Report and the subsequent 
eommlttee. 

In any case, as we all know, "hard 
cases make bad law." One does not 
Jeglslate, if one is wise, for the hard 
ease or the extreme example. One 
legislates for the normal situation and 

for normal behaviour. When laws are 
made dealing with extreme or isolated 
cases, in trying to dispose of one evil, 
they open the door to a hundred new 
evils, and that is why the lawyers say 
"that hard cases make bad law". And 
this Bill is a case of bad law to a large 
extent because it emerges frQffi a 
hard case. 

Then again, quite apart from the 
merits or demerits of this Bill, I think 
it will be admitted that constant tin-
kering with the law on any particular 
subject is in itself bad. There must 
be something like stability in the laws 
of a country, and people must know 
over a number of years where they 
stand. 

Mr. Palkhiwala, one of our most 
distinguished lawyers in regard to 
taxation and company law, stated in 
Bombay on 9th November this year in 
the course of a speech that the Com-
panies Act had been amended on an 
average twice a year. Twice a year, 
this very same law gets constantly tin-
kered with. This Bill, as he pointed 
out, proposes 61 major changes and 21 
minor amendments. Mr. Palkhiwala 
went on to point out that section 350 
of the Companies Act has now become 
so involved through constant tinkering 
and changing that it is capable of as 
many as six different interpretations 
which can all be validly held! He went 
on to say that the interpretation held 
to be right would not be endorsed by 
anyone having any knowledge of the 
English language. That is the state 
to which we have brought our com-
pany legislation, and he therefore, 
urged that all the complex provisions 
in the law should be scrapped. 

Finally, this Bill is most untimely. 
We all know that the capital market 
is in the doldrums. Industrial prog-
ress has collapsed. Investors are shy 
of investing their money. Entrepre-
neurship faces a very difficult situa-
tion. The Finance Minister has re-
cently frankly conceded-and I am glad 
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lhat he has done it, because the coun-
try has to be educated on this subject 
-the crying need for equity capital 
from abroad to be invested in this 
country, and I welcome his very wise 
statement on that point. But what 
kind of effect is this Bill going to have 
on our capital market in India and on 
foreign capital in this country which, 
as the Minister conceded, we so badly 
and desperately need? 

The London. Times of 3rd Decem-
ber, 1964, discussing our fourth Five 
Year Plan, says: 

"India's fourth five-year plan is 
now being drafted in an atmos-
phere of gloom and despondency, 
which contrasts sharply with the 
enthusiasm attached to the third 
plan four years ago .... The prob-
lems of the industrial sector stem 
very largely from a lack of capital, 
of markets and of basic amenities 
such as power which are the hall-
marks of a poor country. The 
shortage of foreign exchange 
means rigorous quota restrictions 
on imports, even of raw materials 
and equipment, while virtually all 
the private investment will have 
to come from domestic sources. 
In spite of the high rate of profit 
On foreign capital, there has been 
a net outflow of capital over the 
past three years." 

This is in very sad contrast to the 
Ilopes and the wishes expressed by 
~e Finance Minister. As the London 
Times pointed out, we have behaved 
'0 unintelligently in our desire to 
have foreign capital-

Dr. M. S. Aney (Nagpur): What is 
the name of that paper? 

Shri M. R. Masani The Lond01t 
Times of 3rd December-that far from 
attracting it we are scaring it away. 
All our efforts come to this: that over 
the last three years, there has been 
a net outflow-not inflow-of capital 
out of this country. I feel that this 
Bill is going to be disastrous in its 
efl'ect on Indian and foreign invest-
Ment. 

Sir, this Bill cannot be looked at in 
isolation. It has to be seen in the 
context of other statements and other 
policies of Government dealin~ with 
the corporate sector. It comes as one 
of several threats recently held out to 
the corporate sector. 

The Finance Minister addressed a 
Conference of Regional Directors and 
Registrars of Companies on the 27th 
and 28th of October in Delhi. T'nere 
he stated that proposals for the renew-
al of several managing agencies would 
have to be considered during the first 
half of 1965. That is correct. He then 
went on to say that the Company Law 
Board should give thought to this pro-
lem and consider whether in well-
established industries the managing 
agency system could be gradually 
abolished sectorwise. The effect of 
such a statement is bound to be harm-
ful to the capital market. It is bound 
to impede the growth of our industry 
and our economy. There was no need 
for that statement. There was no need 
to frighten people of. Section 324 
of the Companies Act lays dawn a 
procedure by which if it is decided not 
to have managing agencies in a certain 
sector of industry the matter can be 
proces5ed. Sir, let me tell the House 
what the procedure laid down is. Sec-
tion 324 of the Act says that a 
Committee of Inquiry should be ap-
'pointed on the basis of whose findings 
Government may notify in the Official 
Gazette that companies engaged in 
any particular class of industry shall 
not have any managing agents as 
from a particular date. Where then 
was the need for this obiter dictum? 
When the time came. a Committee of 
Inquiry could have been appointed by 
the Government, the Committee could 
have investigated, their findings would 
have come before the Government and 
they could have made their decision. 

I am sure the han. Finance Minister 
did not want to scare off capital in-
vestment; on the contrary. he wants 
more and more of it. I would there-
fore like that w):latever harm has been 
done may be undone by hi5 giving an 
assurance on the floor of this House in 
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reply to this debate that this was 
mere loud thinking and that the pro-
visions of 'the law as laid down in the 
Companies Act will be applied and 
that this was not an expression of his 
intention to by-pass the law by exe-
cutive order or administrative dictate 
or to by-pass the provisions of the 
Company Law through executive de-
crees. I think if this is done and re-
assurance is given that the normal 
law will take its course and that this 
was a personal expression of opinion 
which need not be taken into account 
by those concerned, it would have a 
helpful influence on the money market. 

Then again, addressing that Confer-
ence of Company Registrars the Fin-
ance Minister threatened to revive his 
scheme for the deposit with the Re-
serve Bank of company reserves which 
had been mooted by him during his 
previous Finance Ministership in 1957 
and which, fortunately for all, had 
been dropped. Under that scheme limi-
ted companies would be obliged and 
required by law to part with a part 
of their current reserves to the Re-
serve Bank. This requiring the com-
pulsory deposit of reserves built up 
by a company would cause the great-
est hardship to those companies which 
wanted to go in for expansion, which 
required the resources for their own 
re-investment to develop their busi-
ness and create more goods and values 
for the country. With bank credit 
tight, this proposal would be even 
worse now than what it was when the 
Finance Minister first mooted it in 
1957. 

This. Sir, is the kind of statement 
that does great harm to the economy 
of this country, this kind of threaten-
ing attitude towards the corporate sec-
tor that is being indulged in. 

On the other hand, the Finance Min-
ister made a very gOod statement. I 
want to give him credit for that. He 
mentioned that the Companies Act 
should not be regarded as an ideologi-
cal instrllment for the achievement of 

socialism. That was very good. Bllt 
what is the value of a general state-
ment, a platonic statement like this, if 
the other two statements and this Bill 
show that this profession that the 
Company Law should not be used as 
an engine of oppression against pri-
vate business for socialist ends is not 
carried out in practice? 

Sir, the joint stock company is the 
modem twentieth century method of 
producing goods. There is nO better 
system yet known to civilisation. The 
joint stock corporation is a co-opera-
tive enterprise. We have heard a lot 
from han. Members on the other side 
about their love for co-operation. We 
too, on this side, are ardent believers 
in co-operation. But then, why not 
recognise the. joint stock company for 
what it is-a co-operative of investors. 
of entrepreneurs, a co-operative of 
those who want to come together to 
produce goods and services for the 
community, which is exactly what it 
is? The principle of limited liability 
makes it possible for the small man 
to put his Rs. 10. Rs. 50, Rs. 100 or 
Rs. 200 into an enterprise without 
risking everything that he may possess. 
That is how the limited liability prin-
ciple came in. But; instead of the 
joint stock company being looked 
upon with affection, with kind-
ness and encouragement, we find 
that one· law after another, one mea-
sure after another is brought in to 
break its back. and I fear the effect of 
this Bill is not going to be different 
from that of its predecessors. 

Having stated this broad approach 
of reserve and caution and opposition 
tu this Bill, let me now illustrate from 
just three provisions how harmful 
this Bill can be to enterprise. Some of 
these provisions were referred to by 
the hon. Minister in his opening re-
marks. 

The first provision to which I would 
like to draw attention is clause 13 of 
the Bill-one page 5. The Minister 
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explained that clause 13 seeks to im-
pose restr; .tions on the period of cur-
rency of b lk transfers by requiring 
every instr; .. 112nt of transfer to be 
delivered :0 ,:," company within six 
months from the eLI te of issue in case 
of listed shares and two months in the 
case of other shares. The claim made 
is that this would curb abuses. So far. 
the abuses which it is meant to curb 
have not been placed before the House. 
I am sure the Joint Committee will 
demand a very satisfactory explana-
tion of what exactly these abuses are 
and how they arise. Section 49 of the 
Companies Act permits the holding of 
shares by nominees in certain circum-
stances. Certainly that category of 
shares should be excluded from the 
purview of this new section, which is 
not being done. Similarly, shares held 
by banks and other financial institu-
tions need to be excluded from the 
purview of this amendment. 

l'he system of blank transfers is a 
common method of raising finance on 
the security of shares throughout the 
world. Shares with blank transfers 
are pledged with bankers or individu-
als. It lends mobility and liquidity to 
the shares and facilitate the raising 
of finance by those who need it. The 
proposed restriction would curtail the 
negotiability and liquidity of shares 
and create difficulty in raising finan-
ces' with adverse repercussions on the 
money market. 

Throughout the world, as I said, the 
system of blank transfers exists and 
nobody has argued that the system of 
blank transfers creates any abuses. 
Only one country in the world does 
not allow blank transfers and that is 
the United Kingdom. The United 
States and all countries on the Conti-
nent have this system. There are 
bearer shares, shares on which nO name 
would ever appear, and there are 
blank transfers. In the United States, 
instead of restricting the currency of 
blank transfers, the law gives statu-
tory recognition and protects the hold-
ers of bearer shares and blank trans-

fers. Th" Uniform Commercial Code 
and the Uniform Stock Transfer Act 
of the c: nited States give special pro-
tectio:1 and blank transfers are recog-
nised by leading stock exchanges 
everywhere. If the system can work 
on the whole Continent of Europe and 
in the United States, there is no rea-
sOn for us not to give it a chance to 
function. 

I would like to warn the House that 
if this clause is not suitably modified 
in the Joint Committee, there will be 
a further drop in the stock market, 
there will be a further set-back in our 
capital market. Practical difficulties 
would arise. I mentioned what they 
would be. In the case of loans grant-
ed by banks on the security of shares, 
in the case of shares held by trusts, in 
the case of shares where a nominee 
holds shares for voting purposes, in 
all these cases great harm would be 
done. The inquiry commission itself, 
the Vivian Bose Commission, recom-
mended that the restrictions should not 
apply when shares are held in a fidu-
ciary capacity or as security by a fin-
ancial institution. I fail to understand 
why in this particular respect the re-
commendation of the Commission of 
Inquiry was jettisoned Or ignored 
while so much of lip service is being 
paid to it in other respects. 

15 hrs. 

Sir, you have rung the bell, but I 
would like to refer very briefly to two 
other clauses. Clause 24 provides for 
the Government to enforce a cost 
audit over the head of the manage-
ments of companies where it thinks it 
is necessary. All right, let there be a 
C05t audit. But the worst part of this 
provision is that the report of the 
audit has to be given te> the Registrar 
of Companies, which means that any 
Tom, Bick and Harry will get hold of 
that report, exposing a company's con-
fidential, secret and technical infor-
matiOn to their foreign or local indus-
trial rivals in the world. This is a 
very dangerous clause and, if there is 
anything which frightens foreign capi-
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tal, I want to tell the Finance Minis-
ter, this is it. No foreign capitalist 
with any self-respect is going to come 
into this country to suffer this treat-
ment. It will not come to India when 
their patents and technical secrets are 
to be exposed to the scrutiny of the 
market place, because the Government 
of India at some stage makes up its 
mind that such a report should be 
made. The Associated Chambers of 
Commerce have expressed their con-
cern very strongly and I do hope that 
when this Bill goes to the Joint Com-
mittee, the provision that the auditor's 
report should be sent to the Registrar 
of Companies will be struck dOWn as 
being a most harmful provision in the 
interests of this country. 

Lastly, I come to clause 46, which 
seeks to apply the principles govern-
ing inter-company investments to 
inter-company loans, which is bad. 
Under the Companies law inter-com-
pany investments and inter-company 
loans are two entirely different things 
with a different nature and different 
aspects. One is short-term and the 
other is long-term, and what applies 
to one does not apply to the other. So, 
this attempt to apply the restrictions 
imposed on inter-company investments 
on inter-company loans is misconceiv-
ed and should be dropped. 

It seems to me that at a time when 
the patient is sinking, when the blood 
pressure is low and a stimulant is re-
quired, which is the state of our capi-
tal market today, Government have 
brought forward measures to combat 
high-bloOd pressure. As I said before, 
this is not medicine, this is not scien-
tific treatment; this is quackery. This 
Bill shows that the path of quackery 
is still the path that the Government 
propose to follow. I am glad that this 
measure, good and bad in parts, is 
going to the Joint Committee. I sin-
cerely hope that the Joint Committee 
will eliminate some of the harmful and 
objectionable features of the Bill. If 
it does not do la, we shall have to 
fight them when the Bill comes back fo 
the House. 

Shri Morarka (Jhunjunu): Mr. 
Deputy-Speaker, Sir, I am thankful to 
the hon. Finance Minister for the 
motion he has just moved, the motion 
to refer this Bill to the Joint Select 
Committee. The present Bill contains 
very many important provisions and, 
if I may say so, some of them are very 
novel provisions. It is therefore very 
essential that a Bill like this is scru-
tinised by the Joint Committee. Since 
this Bill governs the operation of 
the corporations in this country, it has 
a far-reaching effect on the economic 
life of the country, in as much as most 
of the economic life Of the country is 
controlled and managed by these COr-
porations. 

Before I siy anything more, I would 
like to correct one impression, and 
that is this. The han. Finance Minis-
ter stated in his speech, and it is also 
mentioned in some of the notes on 
clauses, that some of the present im-
portant amendments are as a result of 
the recommendations of the Commis-
sion, popularly known as Vivian-Bose 
Commission. So far as the Vivian 
Bose Commission is concerned, it sub-
mitted its reports in two parts. The 
first part deals only with the findings 
on those 9 companies of the Dalmia-
Jain group, a factual report to which 
Justice Vivian Bose was a party. But 
the actual recommendations, on the 
basis of which this Bill has been 
brought, are not the recommendations 
to which Shri Vivian Bose was a party. 
Those recommendations were made at 
the end of October 1962 by the other 
members of the Commission exclud-
ing Shri Vivian Bose. Therefore, it 
would not be proper to say that Justice 
Vivian Bose is in any way a party to 
the recommendations which we are 
considering today. 

It was not long ago that we have 
re-written our company law. It wu 
only in 1956. Then we made another 
major amendment in 1960. Between 
the years 1956 and 1964 this law has 
been amended for not less than six 
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times and this is the seventh amend-
ing measure which is before the House. 
I agree with the hon. Finance Minis-
ter that some of the amendments 
which are sought to be made are dir-
ected towards simplifying the provi-
sions of the Act, So, I must congratu-
late the hon. Finance Minister for 

,}laving realised a practical difficul-
ties of the corporations and tried to 
reduce the avoidable paper-work as 
well as some routine formality. Even 
so, the overall picture that would 
emerge after the passing of this Bill 
would be to make the companies law 
a little more rigid, a little more harsh, 
a little more complicated and that, in 
any case. it is not going to achieve the 
purpose, it is not going to fulfil the 
objectives which the hon.· Finance 
Minister so eloquently mentioned to-
day. 

I want to repeat the argument which 
the hon. Member, Shri Masani, men-
tioned namely, that all the recom-
mendations of the enquiry Commis-
sion-I would not call Vivian Bose 
Commission are based on the findings 
of one group of companies, companies 
under one management, and that too 
at a time when the present Companies 
Act of 1956 was not in existence. It is 
on the basis of those recommendations 
that we are amending the law. What 
is the evidence that the hon. Finance 
Minister has for bringing in this mea-
sure before Us after the 1956 Act came 
into force? In the course of his speech 
he said something about the difficul-
ties that the Company Law Depart-
ment faced. Here I would like to give 

. two quotations from the reports of the 
Company Law Department which have 
been placed on the Table of the House. 
What do they saY? On page 97 of the 
report for the year ending March 196() 
they say: 

"As a result of the vigilance 
exercised by the department and 
its field officers the deliberate 
evasion of the provisions of the 
Act is becoming less and less com-
mon." 

Then again, in the next year's report 
it is stated: 

"It is relevant to mer.tion in this 
connection that as a result of con-
tinued vigilance exercised and the 
advice tendered during the last 
few years by the department and 
its field officers. deliberate evasion 
of the provisions of the Act has 
diminished appreciably." 

The evasion of the law is becoming 
less and less, it has diminished appre-
ciabily. Then the Minister in charge 
of this Department, Shri Kanungo, as 
late as in the month of May last year 
told this House that after the "6 Act 
came into force, the instances of omis-
sion and commission are very few. 
One quotation Shri Masani had given, 
but he did not give the other one, 
which I would now' give. Shri 
Kanungo had stated on the same day: 

"The point which I am empha-
sising is that since the coming into 
operation of the Companies Act, 
1956 and the amending Act of 1960, 
there has been a great deal of dis-
cipline in the corporate sector." 

A perfect sense of satisfaction in the 
mind of the Minister, a perfect sense 
of satisfaction in the minds of . the' 
department which administers it, and 
yet based on the recommendations of 
a Commission, which examined cases 
of a period prior to 1950 and the mal-
practices which took place under the 
provisions of the 1913 Act, you are 
bringing in this amendment. I say 
that in order to defeat the designs of 
an odd offender, you cannot legislate, 
you cannot put fetters or prevent 
honest corporations from functioning 
with a certain amount of flexibility. In 
this view, I am supported by what ~e 
Jenkins Committee has stated 1. 
England recently. I am quoting: 

"It would be wrong in princi-
ple to disturb in any im~~t 
respect longstanding proVISIOns 
designed to serve their ends unless 
they have Clearly outlived their 
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usefulness or are demonstrably 
objectionable On other grounds." 

Has there been any evidence that 
the provisions of this law have OUl-
lived their utility Or have they been 
proved to be demonstrably objection-
able The answer is "No". Then, why 
disturb this provision? On what basis? 
On what evidence? 

I think, a basic law, like our 
rorporate, law, should not be subject-
ed to such majOr changes so frequent-
iY. When Shri Chagla was the Ch,ief 
Justice of the Bombay High Court he 
once otIII,rved that the production of 
laws by Parliament was so fast that, 
leave alone the citizen even the judges 
could not cope with it. I have a feel-
ing that after independence we have 
been prolific in the production of 
three things without any dobut, one 
is our population, the ot'her is legis-
lation and the third, is the crop of 
politicians. 

Having said this, I would like to say 
that fOr some reason or the other th~ 
rorporate sector is suffering from an 
apathy of the Government. It 
suffers from three main handicaps, 
namely, legislative rigidity, adminis-
trative discrimination and fiscal 
severity. Why do I say legislative 
rigidity? The provisiOn in the law is 
that if ,the entire Board of Directors 
want to give any increment to !'he 
manager even of Rs. 100 they must 
not only have the special resolution 
of the company but also the permis-
sion of the Central Government. Sir, 
look at the absurdity. If they want 
to appoint any other person and do 
not want to call him the General 
Manager but call him as a departmen-
tal heact or by other names they 
can give any salary they like, 
You can give three or even ten times 
the salary that you give to yOUr Mana-
ging Director or to your Manager. 
thought that at the hands of the pres-
ent Finance Minister this law would 
become a little more realistic t'hat he 
would remove all these obje~tionable 
and absured features in the law and 

make it a simple and effective instru-
ment for controlling and regulating 
the corporate sector, but I am sorry to 
say that in this respect to the present 
amendment has disappointed us. 

What does the Commission, on the .. 
basis of whose recommendations we 
are legislating this, say? The Com-
mission has said in para 63 of its 
Report:-

"We have not taken the evid-
ence of Chambers of Commerce 
and other bodies representing 
Commerce and Industry, as we 
have been assured that if any 
legislation is contemplated, the 
normal process of consultation will 
ensue, and also because the time 
at our disposal between the sub-
mission of the investigation part 
of our Report on 18th June and 
making these recommendations 
was just over four months." 

After this the only thing that the 
Government has done is to elicit the 
opinion of the Daphtary-Sastry Com-
mittee. I admit, they are very emi-
nent and knowledgeable people in 
their own field. But what do they 
know of the practical difficulties of 
running a company? And, again, 
they did not take any evidence from 
any corporaloion, chamber of com-
merce or any business organisation. 
The opinion of individuals, howsoever 
eminent they may be, is likely to be 
fallible and it must be tested by the 
testimony of the general people, of 
persons who are ocncerned, who are 
likely to be affected and who know 
something about the subject. Unless 
those tests are applied and the recom-
mendations are tested, it is no USe our 
hastening legislation on these subjects. 

I am not making this criticism in the 
air. I will give you one example 
because time would not permit me to 
give yOU more. I can assure the 
House that I can give many more, 
but I will give only one example to 
Ulustrate what I mean. The present 
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Bill seeks to regulate the objects clause 
in the corporation's memorandum. It 
says that hereafter before a company 
commences its business it shall place 
the matter before the general body 
and that general body must approve 
the commencement of the business by 
a special resolution. "By a special 
resolution" means by a resolution to 
be passed by three-fourths majority. 
A company is formed, but before a 
company can commence its business, 
even the main objects of the company 
must be approved by a special reso-
lution! If 26 per cent of the share-
holders in a company-take the ex-
treme eXample-for one reason or an· 
other do not approve it, the wishes of 
74 per cent of the shareholders can be 
thrown to pieces. All the arrange-
ments, collaboration agreement, :oans, 
banking, purchase of land, whatever 
you have done go phut. By this are 
you not giving the minority the veto 
power? Are yOU not aware that there 
can be many cantankerous people in 
the minority wherever they may be? 
It is not easy to have a very pliable 
minority everywhere. Therefore, 
knowing what minorities are and 
knowing how they behave, I think, the 
hon. Finance Minister should have 
been very careful in giving this veto 
power. 

What has happened is this. The 
Bose Commission only said: Divide the 
objectives of the company in two 
parts, the main and the ancillary ones. 
So far as the main objects are concern-
ed, you follow the normal course; but 
so far as the other objects are con-
cerned, which are not related to the 
main obdects, you must have the 
approval of 75 per cent shareholders 
by a special resolution for those ob-
jects. Then, this recommendation was 
referred to the Daphtary-Sastry 
Committee. They went a step further 
and said that even the main functions 
or objectives of the company should 
also be approved by a special resolu-
tion. I am sure, the Finance Minister 
did not apply his mind to this pro-
vision; otherwise, he would never 

allow a thing like this to happen 
because unwittingly you are giving 
veto power to 24 per cent shareholderz, 
if the 100 per cent shareholders are 
present. But in other companies 10 
per cent shareholdeds can veto a pro-
vision like this. Who would benefit 
by this? 

Then another thing is there. This 
report criticizing the provisions was 
made in the month of October 1962 
and here are two Government com-
panies whose memorandums I have 
got which were floated in January 
1964 and June 1964. I wish to draw 
your attention to their objects clause. 
What are the objects for which these 
companies have been floated? Permit 
me to read out from the memorandum 
of Bokaro Steel Limited. It is a com-
pany, as you know, incorporated for 
the purpose of erecting' the Bokaro 
steel plant, running it and managing it. 
Its objects clause includes:-

"To carry on business as tim-
ber merchants, saw-mill proprie-
tors and timber growers and to 
buy, sell, grow, prepare for 
market, manipulate, import, ex-
port and deal in timber and wood 
of all kinds, aDd to manufacture 
and deal in articles of all kinds, 
in the manufacture of which tim-
ber or wOOd is used, and to buy 
clear, plant and work timber 
estates." 

Another one is: 

"To carryon business as manu-
facturers of chemicals and 
manures, distillers, dye makers, 
gas makers, metallurgists, and 
mechanical engineers, ship-owners 
and charterers, and carriers by 
land and sea, wharfingers, ware-
housemen, barge-owners, planters, 
farmers and sugar merchants; and 
So far as may be deemed expedi-
ent the business of general mer-
chants; and to carry on" etc. 

Shri P. R. Patel (Patan): Sugar 
growing is there or not? 
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Shri Morarka: No. Then, the next Another one is: 
Dne is: 

".To carry on the business ~ 
printers, lithographers and 
binders." 

.still another one is: 

"To carryon business as manu-
facturers of and dealers in motor 
cars, tractors and vehicles of all 
descriptions, aeroplanes, hydro-
planes and all kinds of aircraft 
and all .component parts, engines, 
accessories. spare parts and fittings 
thereof." 

Shri A. p. Jain (Tumkur): They are 
major objects or minor objects? 

Shri Moraro: I want to mention 
·one more object and that is: 

"To establish, maintain, manage 
and operate restaurants, refresh-
ment rooms, bu1fets, canteens, 
cafetarias and hotels and to carry 
on the business of general provi-
·sion merchants, licensed victual-
lers and tobacconists." 

Mr. Deputy-Speaker: The hon. 
Member should conclude now. 

Shri Moraro: Now, Sir, even after 
hearing the criticism of this Inquiry 
Commission, the companies of the 
Government themselves are including 
all these in their Objects Clause in 
their own companies even thoul!h the 
Government companies do not have 
to do any other business for their 
maintenance or sustenance as the 
companies in the private sector may 
have to do. SiBce yoU have rung the 
bell, I w()uld not quote other things. 

Shri A. p. Jain: You quote from 
the other ones also. 

Shri Morarka: Since it is the desire. 
of the hon. Members let me quote 
from the other one. This is the 
Memorandum of Association of 
Hindustan Steelworks Construction 
Limite(! whlch was incorporated on 
23rd June, 1964. One object is: 

"To carry on the business of 
carriers by land, sea and air." 

"To purchase, take on lease or 
in exchange or under amalga-
mation licence or concession or 
otherwise, absolutely or condi-
tionally, solely or jointly with 
others and make, construct, main-
tain, work. hire, hold, im-
prove, aiter, manage, let, sell, 
dispose of, exchange, roads, 
canals, water-courses, ferries, 
piors. aerodromes, lands, bUild-
ings, water-houses, works, 
factories, mills. workshops, rail-
ways, sidings, tramways, engi-
neers, machinery and apparatus, 
water-rights, way leaves, trade 
marks, patents and designs, pri-
vileges Or rights of any description 
Or kind." 

Then, there is another one which says: 

"To C<lrry on the business of 
manufacturers and dealers in ex-
plosives, ammunition, fireworks. 
and other explosive products and 
accessories of all kinds and of 
whatsoever composition and 
whether for military, sporting, 
mining, industrial or any other 
purpose." 

can go on indefinitely quoting all 
these things. 

Shri A. P. Jain: Now you can leave 
it. 

Shri Morarka: The only point I 
want to make is this that this Objects 
clause of companies is not a new thing 
to our companies at all. This clause 
exists from the time immemorial. It 
has been tested in England. There is 
a decision of the House of Lords and 
the House of Lords, while criticising 
the probing nature, haVe come to the 
conclusion that this clause has the 
backing of the history behind it and, 
therefore, it is very effective and it 
would be wrong to change it. The 
Daftary-Shastri Committee, while 
relying on this decision of the House 
of Lords, have mentioned this thing 
to support the case but they did not 
do the courtesy to mention the full 
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facts as to what was the ultimate con-
clusion, the decision, of the House of 
Lords. And that thing is done by the 
Jenkins Committee. The Jenkins 
Committee has said that even though 
they have criticised it, they still feel 
that it is an effective provision and it 
must remain; there should be no 
change in it. Whether yoU like to 
keep it or change it is immaterial. 
But the point is this. Is it your inten-
tion to give the minority a veto power 
even for starting the main objects of 
the company? What would happen if 
such a special resolution cannot be 
passed by that company? Money 
would have been collected, all other 
anangements would have been made 
and expenses would have been incur-
red but still the company would not 
be able to commence its business. 

Shri A. P. Jain: The company 
will go into liquidation. 

Sbri Morarka: No. The company will 
not go into liquidation. The com-
pany cannot go into liquidation. It 
would be hanging somewhere in the 
air. It cannot start its business. It 
will go on incurring various expenses. 
This is what will happen. 

The conclusion of the Jenkins Com-
mittee is that undoubtedly there is a 
risk that dishonest directors in some 
companies might mismanage the 
affairs, they might benefit and they 
might do harm to the corporate sector 
but still they say, "After careful consi-
deration we have come to the con-
clusion that that is the legitimate risk 
and in every business that risk must 
be taken." As you know, Sir, it is 
reported very many times that thieves 
enter into a house from a window and 
that thieves enter into a house because 
the doors were unlocked etc. Now, 
the proper thing for yOU would be to 
protect those windows or to keep a 
chowkidar. But to legislate that nO 
house shall have a window, I think, is 
a remedy that would be worse than 
the disease itself. According to me, 
that would be a very short-righted 
policy. 

Then, I said, there was adminisll'a-
tive discrimination. What can be the 
better proof of administrative dis-
crimination than this that for the pur-
pose of Income-Tax Act a public 
company is considered to be a private 
company-a really public company is 
considered to be a private company 
for the purpose of income-tax-and. 
for the purpose of Companies Act, a 
private company is considered a public 
company? Why is this sort of apathy 
to the companies particularly whea 
the Government encourages the co-
operatives so much? What is the 
differenCe between a co-operative and 
a company? There are two main differ-
ences. One is that the dividend in a 
co-operative society is limited to 6 per 
cent and another is that each share-
holder has one vote irrespective of 
the number of shares he holds. If the 
GQvernment thinks that that pattern 
is better, if the Government thinks 
that the co-operative societies have 
given a better account of their per-
formance in this country ..... . 

An Hon, Member: Question. 

Shri Morarka: .... and if the GQv-
ernment feels that that type of organi-
sation, that tYPe of management 
should be encouraged, then why not 
limit the voting power and put these 
companies at least on the same level 
as the co-operative societies? This 
type of administrative discriminaiioll 
does not do any good to the growth of 
our cOFPorate sector. 

Then, I said about the fiscal severity. 
If there has been one consistent policy 
followed in the Finance Ministry 
irrespective of the change of the 
Finance Ministers, it is the cons-
tant increase of tax burdeR 
on the companies. In many other 
fields there have been chan~. But 
so far as the companies are concerned, 
the tax burden on tbe companies has 
been conSistently increasing. As lon~ 
as the companies can bear, as Ion: 
as these tax measures do not dl.-
courage the formation of new com-
panies, it is all right. The country 
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needs more money, more revenue, for 
defence and development and nobody 
will object to that. But then to im-
POse such a crushing taxation on 
particularly what are known as 23A 
companies is not proper. The com-
pany which has got 20,000 share-
holders, but because the majority of 
the share-holding of this company is 
eontrolled by a few persons, is regard-
ed as a private company for the pur-
POSe of the Income-Tax Act whereas 
another company which has gbt only 
10 or 11 share-holders is regarded, for 
the Income-Tax Act, as a public com-
pany. I was hoping that the present 
Finance Minister will remove this 
sort of thing and that he will bring a 
sort of rationale and logic in the 
corpor a te sector so far as the tax law 
is concerned and so far as the pro-
visions of the company law are con-
cerned. 

Mr. Deputy-Speaker: The hon. 
Member must conclude now. 

Shri Morarka: I have already taken 
so much time. I would refer to only 
one clause more, that is, Section 370 
whkh deals with inter-company loans. 
Here again, the Government's policy 
is not clear. So far as the fiscal law 
or the taxation law is concerned, the 
Government encourages inter-corpo-
rate investment. They charge less tax 
On the dividends received by ant; 
corporation from another corporation. 
Inter-corporate investment is en-
couraged by our fiscal laws whereas 
so far as the company law is concern-
ed, there is a prohibition on invest-
ment, and there are limits about the 
investment, and now they also seek to 
put limits on inter corporate loans. I 
can understand if yOU do not permit 
one company giving loans to another 
company, when both of them are 
under the same mana.gement, and this 
prohibition Or this limit was already 
there. Now, Government are seekir," 
to amend it by saying that no company 
can give a loan to another company 
above a certain percentage, and that 
percentage is 20 per cent of the 
paid-up capital. 

The managing agency companies 
have gOt a very small capital, of the 
order of Rs. 1 lakh Or' Rs. 2 lakhs. 
They haVe to give in times of emer-
gency large amounts by way of loan 
to the managed companies. If this 
provision would apply to them also. 
how could it be possible for them to 
fulfil their contractual obligations t() 
find finance for the companies in time~ 
of emergency under the managing. 
agency agreements? 

There are so many other provisions 
like this which merit very careful 
scrutiny at the hands of the Joint 
Committee. My consolation is that 
this Bill is going to a Joint Committee 
where very many eminent Members of 
this HOUse would be present, and I am 
sure that the han. Finance Minister 
who is present here and who has so 
kindly heard my speech would no 
doubt give due consideratiOn to thest 
things. 

Before I conclude, I want to men-
tion one point, and that is regarding 
the objecti()n or the exception which 
my hon. friend Shri M. R. Masani took 
to the statement of the Finance Minis-
ter which was made by him before 
the Conference of the registrars and 
regional directors, about abolition of 
the managing agency System. In 
section 324 of the Act of 1956, ther" 
is a provision that the Government 
may at any time after the lath August. 
1960 name any industry from which 
the managing agency system would be 
ab()Iished, and, thereafter, the manag-
ing agencies, that is, even the existing 
ones, would come to an end, and new 
ones would not be sanctioned. 

Now, it could be legitimately asked 
of Government why they did not take 
any action under the provisions which 
were enacted in 1956. If Government 
are serious that the managing agency 
system should have been curtailed, the 
managing agency system S'hould have 
been contracted at least from the field 
of some industries which are already 
well established anct which do not 
need the services of the managing 
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agents any more, then they should 
have initiated some action under sec· 
tion 324. All that I want t6 tell my hon. 
friend Shri M. R. Masani is that the 
statement of the Finance Minister to 
which he had referred was nothing 
more than a reiteration of the provi-
-sions of section 324 which still require 
to be enforced. I think that the han. 
Finance Minister should apply hi~ 
mind, whether by appointing a com-
mittee or 'otherwise, to see in which 
of the industries where this managin& 
agency system has already outlived its 
utility and where this provision should 
be enforced. 

Shri S. M. Banerjee (Kanpur): 
Since the Bill is going before a Joint 
Committee. I would like to reserve 
some of mv comments and I shall 
offer them" when the Bill emerges 
from t.he Joint Committee. 

As is evidenced from the State-
ment of Objects and Reasons, this 
Bill has been brought forward after 
considering the recommendat!On_ 
made by or the report of. the Vivian 
Bose Commission and also the ob~er
vations made by the former Solicitar-
General 

I have heard with rapt attentio" 
the very eloquent speeches of my hor:. 
friends Shri M. R. Masani and Shri 
Morarka. Some of the points deserve 
reconsideration by the Finance Mir;is-
ter. But when something is said about 
the managing agency system. I am 
reminded of what happened recently. 
Recently, the DCM at their annual 
general meeting have made an appeal 
lo Government that the period shouLi 
'be raised to ten years. I know ho,,; 
far the Finance Minister or the Gov-
ernment would reconcile this with 
their past declarations, I know the 
Finance Minister. and if I have hearri 
him aright. I know that he is against 
the managing agency system. He has 
mane it abundantly clear in many of 
his speeches that he was personaJly 
opposed to this. J would like to have 
a clear assurance froIn him \\'heH~"?r 

the managing agency system is goillC 
to continue in this country or whe-
ther it is going to be abolished. 

15.36 Ms. 

[DR. SAR<;'JINI MAHISHI in the Chair] 

The managing agency system may 
be good temporarily to suit the con-
venience of the ne\,. companies, arlll 
it may be allowed to continue for 
some time or for some years in the 
case of those companies. But where, 
the companies are well established 'I 
do not think that there is any need 
for the managing agency system. 

Coming to the question of selling 
agents, I was surprised to know the 
Jist of selling agents of the Synthetics 
and Chemical Co. at Bareilly whic;1 
is said to be manufacturing synthetIc 
rubber and other things. Their sel· 
ling agents are mainly their kith and 
kin It is a limited concern, but it is 
limited to their own kith and kin. 
Unless a thorough probe is made into 
the appointment of the selling agente, 
I do not know what is going to happen 
to the shareholders and how their 
confidence in the particular company 
could be restored. I would ha ve 
given the names of some individuals, 
but I do not think that it is advisable, 
nor would it be proper for me to 
mention some of the names of a new 
concern which is coming up because I 
wish them all success. But the mal-
practices, the maladministration, thl" 
mismanagement etc. right from the 
very beginning may ultimately beceme 
a cancer and then it will be difficult 
for the Company Law Administration 
Or the Finance Ministry or an),one 
clse to rectify those mistakes and mos-
management of those companies. 

Then. I would come to some of the 
other items under company law. !t 
takes a considerable time to finaliSE a 
particular case. When mv han. friends 
Shri Kanungo and Shri' K. C. Reddy 
were heading or supervising thi. 
company law administration, had 
referred to onp typical case in Kan-
pUr of the weekly called the Citizen. 
The editor of this particular paper 
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Shri Mehra, is facing all sorts of 
Ilumiliations at the hands of the com-
pany law administration because the 
other party is a big industrialist of 
:Kanpur, and my informatiWl is that 
he has influenced some of the officers 
of the company law administration to 
humiliate Shri Mehra to the hilt, and 
in fact, not merely Shri Mehra bu t 
even his son, his wife and all oth~rs 
,,-ho were connected with criticism of 
that small concern which was floated 
actually by the big industrialists of 
Kanpur. I need not mention the name 
of that· big industrialist, because his 
name is already popular after the 
Gonda case. I would request the 
Finance Minister to kindly consider 
this case, to ask for the files and ,~e 
why he is made to face so mud; of 
humiliation because one industrialist 
is involved. 

Then, I would refer to certain other 
companies. My attention has been 
t1rawn to the various news items in 
some of the reputed weekly pape,'s 
about one company known as t.hp 
Permament Magnets Ltd. Recer.t1y. 
we have been reading a lot in 'he 
Bombay and Gujarat press about" t>ir, 
company called the Permanent Mag-
lIets Limited, with which, I am s'Jrry 
to say. the son of an ex-Cabinct 
Minister is connected. It has been 
reported that some aspetcs of t.he 
eonduct of this company's affairs were 
recently referred to the advisory com-
missiOn of the company law admi!1:s-
!ration of the Finance Ministry, and 
we hear that the agreement that this 
eompany has signed for the sale of its 
products especially is under scrutiny, 
I would like to know what the truth 
aloout these things is. I say this 
beacuse when the name of some 
Cabinet Minister or ex-Cabinet Minis-
ter or his ISDn or anybody cannec-
ted with him is involved, it 
gives a bad name to our coun-
try as a whole. becaunse we 
want Cabinet Ministers to be :i~.e 
Caesar's wives. They are not dirf:c'~~y 
respons>b1e for the conduct of t!,<!ir 
eon.s--I am sure about it. But if the 
position of his father Or her father is 
utilised for ':he purpose of benefiting 

a particular company, it requires a 
thorough probe and investigation. Bi~ 
personalities were or are connected 
with Permanent Magnets. As I have 
mentioned, the son of an ex-Cabmct 
Minister was its chairman. The in-
auguration of this particular concern 
or unit was graced by the ex-Financ" 
Minister. I am really sorry to Ik'Y 
this. Some months ago, a persor.iil 
assistant of this gentleman-I do not 
want to name him since he canuo.! 
defend himself here-filed an affidavit 
in the Bombay court cataloguing a 
number of irregularities alleg~L'ty 

committed by his former employer. A 
number of dubious transactions were 
mentioned. Has Government triecl to 
verify these? They should veri[l 
these. I am prepared to give them as 
much material as they would likE !i) 
have. I am not opposed to the ",-
Cabinet Minister or his beloved soo. 
but I am more concerned with this 
country and the country is more be-
loved to me than anybody's belove'! 
son. So I would like the Finar..ce 
Minister, who is known for his inte 
grity, to kindly consider the w\"oole 
aspect of this case and Jet, 
us know wha t is the IT,,' It 
about this Permanent Magltc! >, 

Coming to another point, my hon. 
friend, Shri Kanungo, came here and 
went away, perhaps because he is not 
concerned with this. In this very 
House we put some Questions about 
the appointment of an inspector ta-
go into the Sahu-Jain companies. I put 
a question whether this inspector 
who was appointed was involved in 
a case in connection with the Muktes-
war Electric Company. In reply 
the han. Minister wanted to ridicule 
me by saying 'you wish to champion 
the cause of some business house'. I 
was sorry. I laughed at him. Just 
after two months of his saying that 
there was no charge against that 
inspector, what did we read in the 
newspapers the other day? The same 
thing which ! mentioned has in this 
House has com'e true, and that gentle-
man has been arrested because of 
defalcation or falsification of accounts 
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Or something like that connected 
with the same company. When you 
select some persons, if you are 
'sincerely interested in going into the 
affairs of big business houses--whe-
~her it is Sahu-Jain or Birlas or any-
aody-should we not select persons of 
known integrity with a clean slate, so 
that there may not be any impression 
oreated in the country that we are 
appointing those who have not got a 
clean slate? I would humbly urge the 
Minister through you to ask his col-
leagues like Shri Kanungo not to 
make such sweeping remarks that so 
and so was never involved, he was 
very honest.' Of course, in his answer, 
he said that 'it was not to his know-
ledge'. Shri Kanungo, who is sup-
posed to be a versatile genius in 
everything said that he was not con-
versant with it. I wanted to raise 
ihe matter as a question of privilege 
for misleading the House, but since 
lie is elder to me, I left him. 

Let me come to another matter 
which is still agitating my mind. You 
know in this House at the time of the 
dis<:ussion of the Vivian Bose Report 
and other reports, we had been 
-demanding the auditors' reports of 
two Birla companies--the Ruby 
General Insurance Company and the 
New Asiatic Insurance Co. Ltd. On 
5th December 1959, one of the Under 
Secretaries to the Government of 
India, Ministry of Finance, wrote to 
1he principal officer of the New 
Asiatic Insurance Co. Ltd., New Delhi, 
as follows: 

"I am directed to state that 
irregularities in the management 
of the New Asiatic Insurance 
Company Ltd., have come to the 
notice of the Government of India. 
They are set out in the Annexure 
to this letter. Before deciding 
whether any action should be 
taken and if so, what, Govern-
ment would be glad to have the 
explanation of the Company in 
regard to all the items set out in 
the Annexure. A reply may be 
.ent as early as possible and in 

any case before the expiry of 
a month from the date of this 
letter." 

In the Annexure enclosed with the 
letter there are serious irregularities 
pointed out on the basis of the Audi-
tor's report. 

Another letter was sent on 30th, 
July, 196U by the same officer, Under 
Secretary to the Government of 
India; ..... . 

Shri p. R. Patel: I rise on a point. 
of order. Are we discussing Birla's, 
affairs or the affairs of the New 
Asiatic Co, How are they relevant? 

Shri S. M. Banerjee: Whenever I 
mention this house--I have not men-
tioned Birla's house--he is very 
allergic to it, I do not know why. 

Shl'i P. R. Patel: The point of order 
am submitting is that here we are· 

discussing something . . . 

Shri S. M. Banerjee: Something is 
what? Company law. 

Shri P. R. Patel: Company law, 
and my friend refers to some com-
panies, saying this and that. I am not 
concerned with them, but my sub-
mission is this, that whatever may be· 
said by one Secretary to another, a 
final decision has been taken by the' 
Goverrunent, and also it has been 
examined perhaps by the Advocate-
General. 

Shri S. M. Banerjee: 
reply from the Minister. 

expect ~ 

Shri P. R. Patel: The reply ha9 
been given in the House, and that is 
final. Would it be proper to agitate 
again and again for the same thing? 

Mr. Chairman: Shri Banerjee should 
not get excited over the matter. He' 
is not required to reply to the hon. 
Member. lam requesting han, Mem-
bers that when they refer to any 
particular case, they need not men-
tion the names of those who are not 
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[Mr. Chairman] 
present here, and they need not also 
go into the details. I request them 
to make the reference only to the 
extent that is relevant. 

Shri S. M. Banerjee: As you have 
correctly said, I need not answer 
him because to me it is all irrelevant. 

I was saying that a letter was 
addressed to the Ruby General Insu-
rance Co. I am not talking of per-
sons. It states: 

"I am directed to state that 
irregularities in the management 
of the Ruby General Insurance 
Company Ltd .. have come to the 
notice of the Government of 
India. They are set out in the 
Annexure to this letter. Before 
deciding whether any action 
should be taken and if so, what, 
Government would be glad to 
have the explanation of the Com-
pany in regard to all the items set 
out in the Annexure. A reply 
may be sent as early as possibl.e 
and in any case before the expiry 
of a month from the date of this 
letter" 

Shri A. P . .rain: How does he get 
a COpy of it? 

Shri K. C. Sharma (Sardhana): 
. Resourceful. 

Shri S. M. Banerjee: It is available 
in the Library. 

We have yet to get the full audit 
reports of these companies, I do not 
know why. Somebody asked me wby 
I was speaking against these com-
panies. I generally say that if a 
particular person is a good person, 
that report must be brought to the 
notice of the House. should be laid 
On the Table of the House. How is 
it that the reports on these two com-
panies, even after all the pressures, 
at least the full reports, have not 
seen the light of day? The Finance 
Minister .should be a Daniel, should 
be impartial. I sincerely appeal to 
his sense of impartiality and justice 

Bill 

If there is something wrong with • 
particular house and if there y 
really an audit report which is abso-
lutelv scandalous,-1 do not feel slIT 
of u~ing the word scandalous-thea 
it should be laid on the Table of the 
House. If the particular company 
wants to prove its innocence, or i. 
good intentions, then it is m~ 
necessary that it should be discue-
sed on the floor of the House. 

In . this amending Bill. certain pro-
visions are really good. I congratu-
late the Finance Minister on bring-
ing this 'legislation, but I feel that a 
mare comprehensive legislation, 
covering all aspects, whereby we can 
plug all loopholes in the company 
law, should have been brought. 
have a feeling that there is a pres-
sure throughout the country that 
this Bill should not have been pro-
ceeded with. The resolution, the 
letter of the Chamber of Commerce 
people is there, which was published. 
They do not want anything to be 
considered, they do not want that 
such a legislation should ·be brought. 
If companies are allowed to SQuander 
the money of the shareholders, if 
companies are allowed to swindle the 
money of the shareholders. I do not 
think that the shareholders will 
have any faith in such companies. r 
am almost sure that the Joint Com-
mittee would invite the opinIOn of 
those who have made a careful study 
of the chains of big business houses. I 
would request that men like Prof. 
R. K. Hazaria should be invited by 
the Joint Committee to place their 
valuable suggestions before that 
Committee. Because, the Vivian Bose 
report has shown us what is going on 
in the companies. Shanti Prasad Jain 
or Dalmia Jain may not be a solitary 
instance: it should be an eye opener 
to us to show what is happening i. 
other concerns. 

The Finance Minister may reply to 
two of my points in his reply. One 
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is ahout the Permanent Magnete; it 
is a horrihle magnete. It should he 
replied to. The second point is whe-
ther the Government has taken a 
nnal decision ahout these two com-
panies-Ruby and New Asiatic. I 
assure the Finance Minister that what-
ever legislation he brings forward 
to loophole the plug ... (Interrup-
tions). The lawyers and a loophole 
;n the legislation. Whatever opposi-
tion there might be from the reac-
i ionary elements, who are hig indus-
trialists and who want to reap a har-
yest at the cost of the poverty of the 
('()untry, we will support such legis-
J;,tion. 

Shri Surendranath DW'ivedy (Ken-
drapara): Madam Chainnan, in spite 
of the scare that has been created by 
my friend Mr. Masani that the provi-
.'.ions of this Bill are likely to have 
~n adYerse reaction in the capital 
",arket not onlv in our countrv but 
,,;so outside. I think Parliament would 
"ever hesitate to arm this Govern-
ment with more powers to remove 
malpractices and take stringent mea-
,ures to prevent fraud going on in 
free enterprise. There is no place 
~or a free capital in this country at 
the cost of the conununity and the 
nation. to do all sorts of mischief 
end create difficulties for the develop-
ment of our country. Mr. Masani 
mentions ahout the accumulation of 
rowers in the Government: he has 
,,]so stated that the present laws are 
adequate to regulate the corporate 
.ector and there was no need at this 
moment when capital is shy to go in 
~'or measures like this. But it would 
have oeen obvious to him after the 
J eport of the Bose Commission and 
1 he report of the 5hastri-Daphthari 
('ommittee that the present laws are 
not sufficient to prevent malpractices 
that came out in the course of the 
investigations. My complaint is 
ll1at this Government has done pre-
"ious little to prevent these malprac-
1 ices in spite of the fact that more 
,md more powers are unhesitatingly 
being given to this Government. 
If one goes through the provisions of 
~his Bill one would find that in spite 
]916 (Ai) LS--7. 

of the specific recommendations 
made by hoth the Bose Commission 
and the Daphtary committee the 
provisions of the Bill do not 'gO for 
enough to prevent this mischief. They 
have enough power not only in this 
company law whieh has been amend-
ed several times during the course 
of the last nine years in order to give 
them more powers to check mal-
practices and to prevent anti-social 
activities. hut there are the Defence 
of India Rules at their disposal to 
take action if there was no adequate 
provision in this Bill for any contin-
gency. 

50 far as the present Finance 
Minister is concerned, not only has 
he all the legal powers but-I would 
not he uncharitahle if I say-he it 
enjoying almost a monopoly so far as 
the shaping of the economic policy 
of this Government is concerned. He 
has also vast experience through all 
these years how and why, in spite 
of hest efforts, the private sector it 
not playing its part as well as it was 
expected to play. If in spite of all 
these laws evasion of income-tax 
!lIkes place, blank transfers go on 
merrily-Shri Massni indicated that 
even in the United Kingdom this is 
permitted and we should continue this 
practice in this country-I say there 
would he no harm at aU if the blank 
transfer system is altogether abolished. 

15.57 hrs. 

[MR. SPEAKER in the Chair] 

would welcome if in this measure 
there was a provision to safeguard 
against manipulations and manoeuvres 
and to control companies with ficti-
tious names. All these have conti-
nued in this country, and that is 
hecause the Government have failed 
to take any action. They have fail-
ed miserably, r would say. Here and 
there. they have sometimes caught 
hold of small fries hut so far as the 
big husiness is concerned, which is 
at the root of the very difficult situa-
tion that has heen created. they have 
done precious little. . 



Discussion re: DECEMBER 17, 19~ Manufacture, 
Consumption and 

Price of Curs 

5526 

[Shri Surendranath Dwivedy] 

In this connection, I want to refer 
to this aspect. After all, they have 
the Company Law Administration to 
lidminister all these powers which 
have been taken by this Government 
and this executive. Now, there is a 
history behind the company law 
administration itself which is known 
as the Company Law Board or some-
thing like that. For 20 years they 
have discussed as to what will be 
the powers etc. of this body, and they 
have wasted time-it was under the 
Commerce Ministry. It was again 
transferred to the Commerce and 
Industry Ministry, after it was 
taken over by the Finance Ministry 
for some time. Now, it has again 
come back to the Finance Ministry. 
One does not know whether this is 
the final thing or again they are go-
ing to transfer it to some other Minis-
try or not. But what is the record 
of this Company Law Administra-
tion? It is very disappointing indeed. 
It is not that these things have not 
come to the notice of the Company 
Law Administration. It is not that 
reports of malpractices in respect of 
various companies have not been 
brought to the notice of this adminis-
tration or the Government. The point 
is they have always hesitated to take 
action. Even in the case of the 
"Mundra deal", I would respectfully 
submit. it is not the Company Law 
Administration that uneartherd it. 

Mr. Speaker: Is the hon. Member 
going to conclude his speech in a 
few minutes? 

Shri Surendranath Dwivedy: No, 
Sir: I have just begun. 

Mr. Speaker: Then he may conti-
nue next time. We have to take up 
another item now. 

16 hrs. 

DISCUSSION RE: MANUFACTURE, 
CONSUMPTION AND PRICE OF 

CARS-Contd. 

Mr. Speaker: The House will noW 
take up the discussion under Rule 

193, the discussion on manufacture. 
consumption and price of cars. We 
had originally aUotted two hours for 
this discussion. About twelve hon. 
Members have already spoken on this. 
I have a list of 18 others, besides 
those who might try to catch my eye. 

Shri Hari Vishnu Kamath (Hosh-
angabad): It may be extended b~' 

one hour. 

Mr. Speaker: That one hour we 
are having today. 

Shrl A. P. Jain (Tumkur): Let it 
be exclusive of t:le Minister's reply. 

Mr. Speaker: Even if I extend it 
by another hour I cannot accommo-
date such a large number. 

Shri M. L. Dwivedi (Hamirpun: 
Let it be two hours more. 

Mr. Speaker: Then too. if 
ten minutes to each hon. 

give 
Member 

it means that I require three hours 
for 18 hon. Members whose names 
are here. Besides those 18. there 
would ,be others also who have not 
given their names, but are anxious 
to speak. 

The Minister of Finance (Shri T. T. 
Krishnamachari) : Cars are very 
interesting, and if I am a layman I 
would also like to speak. 

Mr. Speaker: I would also like that 
hon. Members have a free expression 
of their views. What does the Minis-
ter say? 

The Minister of Heavy Engineering 
in the Ministry of Industry and Sup-
ply (Shri T. N. Singh): I am unable 
to say anything. As has been the 
experience, it may not be possible 
for the House to continue after 5.00 
because there may be laek of quorum. 
Therefore, my suggestion i, that if 
possible we may finish this discussion 
~oday instead of dragging on this 

debate for more than two days. But 
I cannot advise you as to how you 
will manage such a large number of 
speakers. I do not want any hon. 
Member to be deprived of his say. 


