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Clauses 1 and 2, the Title and the

Enacting Formula were added to the
Bill.

Shri Biswas: I beg to move:
“That the Bill be passed.”
Mr. Deputy-Speaker: The question
is:
“That the Bill be passed.”
The motion was udopted.

P

COMPANIES BILL
The Minister of Finanée (Shri C.D.
Deshmukh): I beg to move:

“That the Bill to consolidate
and amend the law relating to com-
panies and certain other associa-
tions, bé réferred to a Joint Com-
mittee of the Houses consisting of
49  members, 33 members from
this House, namely Shri Hari
Vinayak Pataskar. Shri Chiman-
lal Chakubhaj Shah, Shri Awadhe-
shwar Prasad Sinha, Shri V. B.
Gandhi, Shri Khandubhai Kasanji
Desai, Shri Dev Kanta Borooah,
Shri Shriman Narayan Agarwal.
Shri R. Venkataraman, Shri
Ghamandi Lal Bansal, Shri Radhe-
shyam Ramkumar Morarka, Shri
B. R. Bhagat, Shri Nityanand
Kanungo, Shri Purmendu Sekhar
Naskar, Shri T. S. Avinashilingam
Chettiar, Shri K. T. Achuthan,
Shri Kotha Raghuramaia, Pandit
Chatur Narain Malviya, Dr. Shau-
katullah Shah Ansari, Shri Tekur
Subramanyam, Col. B. H. Zaidi,.
Shri Mulchand Dube, Pandit Muni-
shwar Dutt Upadhyay, Shri
Radhelal Vyas, Shri Ajit Singh,
Shri Kamal Kumar Basu, Shri
C. R. Chowdary, Shri M. S.
Gurupadaswamy, Shri Amjad Ali,
Shri N. C. Chatterjee, Shri Tulsi-
das Kilachand, Shri G. D. Somani,
Shri Tridib Kumar Chaudhuri
and the mover and 16 members
from the Council;

that in order to constitute a
sitting 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
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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
will apply with such variations and
modifications as the Speaker may
make; and

that this House recommends to
the Council that the Counci'l do
join in the said joint Committee
and communicate to this Hogse-
the names of members to be appoin-
ted by the Council to the Jcint
Committee.”

Now, Sir, hon. Membery will recall
that the Bill was introduced in the
House of the People on the 2nd Septem-
ber 1953. It has had a long history
and in one form or another it has been
before the public since the end of 1949.
In the Statement of Objects and Rea-
son§ the various stages through which:
the Bill has passed since 1946 has been:
summarised and I need not recapitu-
Iute on this occasion the circumstances
in whick the then Government of India
Yook the decision in early 1946 to ini-
tiate an enquiry into the reform of
our company law.

I would remind hon. Members that
between 1946 and 1948 the entire field
©of company law was carefully reviewed
by two distinguished company lawyers.
who were appointed to recommend the
broad lines on which the present Act
should be revised. Their recommenda-
tions were examined in the then Min-
istry of Commerce and certain ienta-
tive departmental views which emerg-
ed were circulated in a comprehensive
memorandum to all recognised trade
and industrial associations, bar asso-
ciations, the High Courts and the State
Governments. That brought us to the
end of 1949.

Many represaentations on this memo-
randum were duly received from
Chambers of Commerce, trade and
industrial associations, State Govern-
ments and the general public. And at
the end of 1950 the Government of
India appointed a Committee under the
Chairmanship of Shri C. H. Bhaba to
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go into the entire question of the revi-
sion of the Companies Act, with parti-
cular reference to its bearing on the
development of trade and industry in
this country.

This Committee examined a large
number of witnesses in many parts of
the country and submitted its report in
March 1952. This report again was
circulated to all State Governments,
Chambers of Commerce, Trade Asso-
ciations, High Courts and many other
bodies. At the same time a Special
Officer was appointed in the Depart-
ment of Economic Affairs, Ministry of
Finance, to examine the report, in the
light of the views received from the in-
terested public and to submit proposals
to Government for the revision of the
present Act. N

The Bill now before the House is
based largely on the recommendations
of the Company Law Committee modi-
fied in a few particulars by the com-
ments received from the trade and in-
dustrial associations to whom the re-
port was circulated. Hon. Members
will notice that so far as public rela-
tions go, the Bill has covered adequate
ground. In a measure like the Compa-
nies Bill, however, which covers the
entire field of the operation of joint
stock companies, the limits of consul-
tation and discussion can never be ex-
hausted, and I would like to inform
hon. Members that although the Bill
was introduced in Parliament over
seven months ago our officers have
been engaged throughout this period
in further studies and informal discus-
sions with the interests concerned, and
on occasions I have also participated
in such discussions. I have also given
some further thought to some of the
issues arising out of the Bill and 1
propose at the appropriate stage to
bring before the Select Committee any
changes in the provisions of the Bill
which seem to me to be worthy of con-
sideration in the light of this further
examination. ‘

Now, hon, Members will have noticed
that the Bill contains 612 clauses and
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12 Schedules. I think it is probably
one of the longest legislative measu-
res in recent legislative history. But
its size might be regarded as mislea-
ding unless I make a few comments.

The Bill is both, one must remember,
a consolidating and amending measure.
As mentioned in the Statement of Ob-
jects and Reasons, this is the first op-
portunity which has occurred sinch 1913
for the consolidation of the Companies
Act. Advantage has, therefore, been
taken of this’ opportunity to redraft
the Act comprehensively. In the redraft
several long and complicated sections
in the present Act have been split up
into a large number of shorter clauses.
This is the largest single factor account-
able for the increase in the number
of clauses in the Bill. New clauses em-
bodying substantial changes in the pre-
sent law would hardly constitute more
thran a small fraction of the Bill.

11 a.M

I would also draw attention to the
structural changes in the Bill to which
a reference has been made in the State-
ment of Objects and Reasons.  The
redraft of the Bill and the rearrange-
ment of the existing chapters in the
Companies Act in a more logical order
have, I think, resulted in a noticeable
improvement in the form of the Bil
and I hope will facilitate the better
understanding and appreciation of the
scheme of the future Indian Companies
Act.

Now, Sir, I pass on to some of the
principal features of this Bill, as em-
bodied in its operative clauses. I feel

- sure that hon. Members will not ex-

pect me to summarise in the course of
my speech all the principal changes
in the present Act which we have intro-
duced in this Bill. Even if I were able
to do so, it would hardly serve any use-
ful purpose. The detailed provisions of
the Bill will be duly examined by the
Select Committee and it is only such a
Committee that can give them the close
and careful scrutiny which they need.
Nevertheless, by tomorrow I hope 1
shall be able to circulate a list showing
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the major changes made from in the
existing legislation.

Mr. Deputy-Speaker: The hon.
Minister just now said that he would
make certain suggestions to the Select
Committee for being incorporated in
the measure. If he can circulate those
suggestions also, it would be useful to
other hon. Members who are not on
the Select Committee, to consider this
measure.

Shri C. D. Deshmukh: I have not
quite made up my mind on all the sug-
gestions that have reached me. I am
still discussing certain things. It might
be I would be able to do it at a little
later state. I have also heard only some
of the interests concerned.

Of course, I hope to be able to circu-
late a copy of my speech, in case it
would help hon. Members to furnish
their observations in the course of the
debate. Now what I propose to do is to
elucidate the basic principles under-
lying some of the main provisions of
the Bill. These changes relate to the
following aspects of the company Law:

(a) Company promotion, formation
and capital structure of the companies;

(b) Company meetings and procedure;

(c) Presentation of company acco-
unts, their audit and the powers and
duties of auditors;

(d) Inspection and investigation of
the affairs of companies;

(e) Formation of Board of Directors
and the powers and duties of the
Directors;

(f) Terms and conditions of the ap-
pointment of managing agents, their
powers and duties.

In regard to company promotion
and formation, the provisions of the
Bill make considerable changes in the
matter of prospectuses. allotment of
shares, terms and conditions on which
companies may be floated and the share
structure of companies. The main
changes concerning prospectus are con-
tained in clauses 50 to 59, read with
Schedule II to the Bill. This Schedule
replaces the present section 93 of the
Companies Act and greatly enls*ges
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the particulars that will have to be
disclosed in future in a company pros-
pectus. For example, the Bill now re-
quires that previous consent of ex-
perts should be obtained before their
views can be reproduced in prospectus
issued to the public, and that in the
case of companies managed by manag-
ing agents, the subscribed capital of
the managing agency company should
also be disclosed.

Similarly, disclosure is required of
all material contracts into which a com-
pany promoter may have entered or
proposes to enter on behalf of the
company.

As regards the allotment of shares the
new provisions are disigned to im-
prove the machinery of the new issue
market.

They include the form and the man-
ner in which an application for allot-
ment of shares should be made and the
regulation of commissions to be paid to
the promoters and underwriters of the
new issues. The effect of all these pro-
visions under the general head relating
to company formation is to impose on
directors and others concerned with
the promotion of a company a much
higher degree of vigilance tham is at
present required of them and to place
the investors in a much better position
than they are at present to assess the
intrinsic merits of a new issue. It is
not necessary for me to argue the point
whether the principle of disclosure
underlying these provisions would or
could adequately safeguard the interests
of prospective investors or ensure
sound company flotation. ButI am
sure all hon. Members will agree that
disclosure of essential information is
the first step in this direction and can-
not by any means be said to impose an
unreasonable burden on private enter-
prise or their promoters.

The most important changes relating

“to the next item, that is to say the capi-

tal structure of a company, are contain-
ed in clauses 79 and 82 of the Bill
They provide that in future the share
capital of companies should be only of
two kinds, namely, equity capital and
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preference capital, and voting rights
should ordinarily be conferred only on
the holders of the former type of capi-
tal. Disproportionately excessive veot-
ing rights are sought to be eliminated,
except where the conferment of such
rights is considered necessary in the
public interest by the Central Govern-
ment.

Then we go on to the provisions re-
garding company meetings and com-
pany procedure. They are contained in
clauses 158 to 189. The general eftect
of these clauses 1is set out more pre-
cisely than in the present Act—the
place, the time and the manner in which
a general meeting should be called and
conducted in iuture. I am sure my
lawyer friends in the House know that
the present company law on this point
is a prolific source of litigation. To
no small extent this has been due to
the uncertainties of the present law.
The provisions of the Bill attempt to
remove the existing obscurities and to
try and hold the scales even as between
company managements and share-
holders, in regard to the exercise of
their voting rights in company meetings.

Two important changes in which hon.
Members might be interested are that
it is proposed to abolish extraordinary
resolutions, so that in future company
resolutions will either be ordinary or
special resolutions. Also, it is propcs-
ed to increase the period of notice for
general meetings from fourteen to
twenty-one days.

Next we come to company accounts
and audit. The provisions of the Bill on
this subject and the position of audi-
tors are contained in clauses 195 to
218. Here again the principle of dis-
closure is applied to require the presen-
tation, in balance sheets and profit
and loss accounts, of such additional
items of information as would reveal
the true financia! position of a com-
pany and its state of affairs as a going
concern, Unlike the United Kingdom,
our law in this country has always pre-
scribed a standard form of balance she-
et. The revised form of balance sheet
is set out in Part I of Schedule VI, and
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the new requirements as to the praofift
and loss account are enumerated at:
length in Part II of that Schedule..
The Compeny Law Committee’s recom--
mendations on this subject were large--
ly based on the advice which it re-
ceived from the accountancy prufes-
sion. Lately some further discussions
have taken place on this subject be-
tween our officers and the representa-
tives of the profession. In due course:
we shall place before the Select Com--
mittee our ideas on one or two issues
which, if accepted, will involve some
minor changes in the provisions of the
Bill. Meanwhile I should like to take
this opportunity of recording my ap-
preciation of the help and guidance:
which the Company Law Committee
and our officers have received from the:
accountancy profession in formulating’
their proposals on this subject. These
are in my view such as are calculated
to promote sound financial practices by
joint stock companies and also to en-
sure a higher standard of auditing of
company accounts in future.

Then we come to clauses 209 to 218
of the Bill which deal with the appoint~
ment, qualifications, duties and powers:
of auditors. These provisions are
intended to secure the independence
and the integrity of the auditors. The
two basic qualifications required of
auditors are their professional compe-
tence and their integrity and indepen-
dence of judgment. Hon. Members
will appreciate that no law, however
well designed, can ensure these quali-
ties. But the object of the provisions
of the Bill is to create conditions un-
der which auditors would be able to
discharge their statutory functions
without fear or favour.

Now, Sir, I come to the very impor-
tant question of the inspection and in-
vestigation ‘of the affairs of companies.
Perhaps no other aspect of the present
company law has attracted so much
adverse comment from the public as
this one. Clauses 219 to 230 of the
Bill which deal with this subject greatly
enlarge the powers of the Central Gov-
ernment and of shareholders to ini-
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tiate investigations into the affairs of
companies, while clauses 367 to 377,
which deal with the reliefs which a
court of law can give in cases of oppres-~
sion and mismanagement, introduce
some new principles in company law on
the analogy of the provisions of the well
known section 210 of the E:glish
Companies  Act, 1948. In this
connection the House will recall that
the Indian Companies (Amendment)
Act, 1951, passed about three years
ago, anticipated some of the provisions
contained in these later clauses.
Under these new clauses it would be
now open to the Central Government
not only to initiate investigations on its
own motion in suitable cases but also
to apply to a court of law for redress
in cases where a company acts in a
manner prejudicial to its interests or in
a manner which is oppressive to any
part of its members. The existing
powers of shareholders to apply for in-
vestigation or to seek relief in a court
of lJaw are also enlarged.

In clauses 231 to 234 power is taken
under certain circumstances to investi-
gate the ownership of shares in a com-
pany. In such cases an Inspector is
given power to call for and obtain such
information as he may need, not only
from the companies concerned but also
from the related managing agency
firms or companies, and also from com-
panies under the management of the
same managing agents. Some recent
cases have exposed the inadequacy of
the powers now conferred on Inspectors
and demonstrated the necessity for
the enlarged power now provided for
in the BIll.

Now I pass on to another set of
controversial issues, namely, the pro-
visions relating to directors and
managing agent. Clauses 236 to 306
which deal with directors are designed
to ensure, firstly, the constitution of
independent Boards of Directors con-
sisting of representatives of the
management as well as the share-
holders but without dominance of the
former over the latter; secondly, the
selection as directors of active indivi-
duals who can devote sufficient time
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and thought to the working of the
companies which they are supposed to.
direct; thirdly, the adequate exercise

of control by directors over managing
agents where the day-to-day manage-

ment of a company is in the hands of
the latter; and, fourthly, the preven-
tion of misuse by the directors of the
powers which they are entitled to

exercise on behalf of a company. Past

experience has shown that some con-
trol is needed over the exercise of some-
of these powers, namely, the power to

make loans, the power 1o enter into

contracts, the power to sell, lease or

otherwise dispose of property, the

power to remit or extend the date of

repayment of debt and the power to.
borrow on behalf of the company.

The House is not unaware that some

of these provisions have already given

rise to acute controversy and it has

been argued on behalf of the manage-
ment that they unduly restrict their

initiative and enterprise and may in.
the long run prove to be detrimental

to the interests of the companies

themselves. To what extent these

fears are justified will depend on the
view one takes of the detailed provi-

sions of this Bill relating to these-
matters. I do not like to anticipate

the recommendations of the Select

Committee. But, I am sure that 1

shall have the support of the House in

saying that nothing is farther from the
thoughts of any one here than to impose
unnecessary restrictions on bona fide-
business. Our proposals on this

subject have been formulated only to

prevent abuses and malpractices and

not to hinder sound and honest mana-

gement of companies. I am always

prepared to give further thought to

representations on this matter. Of

course, I hardly need assure the cri-

tics that I shall welcome the fullest

considerations of this and I hope that

the Select Committee will be able to

give that consideration.

I mention in passing two other pro-
visions in the Bill relating to directors
which have received prominence in
the current discussions quite out of
proportion to their importance in the-
scheme of reform envisaged in this
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Bill. I refer to clause 258 relating to
the age limit of the directors and to
.clause 253 relating to the number of
directorships which a person can hold.
Clause 258 follows very closely the
provisions of the English law on the
subject, while the limitation of the
number of directorships which a per-
son can hold to 20 is intended to
ensure that adequate attention is paid
to the affairs of the company by these
directors. The pros and cons of these
issues have been fully set out in the
report of the Company Law Commit-
tee and it will be for the Select Com-
mittee to weigh them carefully in due
course, in the light of such guidance
as the House gives now, and to make
recommendations.

Clauses 307 to 359 of the Bill deal
with the terms and conditions of ap-
pointment of managing agents, their
remuneration, powers of managiog
agents vis a wvis directors and the
powers and duties of the managing
.agents in regard to borrowing, loans,
contracts as well as purchases. The
.object of the proposed reform is to
prevent widespread abuse of the powers
conferred on the managing agents on
these subjects which took place all
over the country,  more particularly,
since the commencement of World War
II. I am sure, all of us will agree,
irrespective of our aftitude towards the
managing agency system, that these
provisions are of key importance in the
scheme of reform envisaged in this Bl
Government are in agreemeni with the
unanimous view of the Company Law
Committee that in the present economic
structure of the country, managing
agency will continue to have its use for
some time to come and that cleansed of
the abuses and malpractices which have
.disfigured its working in the recent past,
the system can yet prove to be a
potent instrument for tapping the
springs of private enterprise. This
view is not based only on history and
tradition. but on an objective assess-
ment of the present structural organisa-
tion in our trade and industry and the
obvious gaps in our institutional set-up,
particularly, in the closely related fields
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of company investment and company
finance, gaps which it will tnke some
years to close. It is therefore of the
utmost importance that the system
should be purged of the evils which
have crept into it as early as possible so
that it can play a worthy wnd useful
role in the future development of the
private sector. Here again, as in the
case of directors, the problem hefore
the House is one of striking a balance
between the admitted case for regula-
tion and control and the need for
preserving the -intiative ang resilience
of the honest managing agent. This
is not the place to go into the details.
But, by and large, the provisions of the
Bill under this head embody, in our
judgment, a reasonable compromise.

I shall not take any further time of
the House with the other provisions
of the Bill, important as some ¢f them
are, to, the future of corporate activi-
ties in this country. But. hon. Mem-
bers will expect me to say a few words
about our plans for the administration
of the Companies Act in future. Mr.
Cohen, Chairman of the Cohen Com-
mittee in the UK., himself a great
authority on commercial and nercantile
law in the country, once observed that
no modern system of Company law can
be satisfactorily administered except
through a strong and competent civil
service, for, it was of the essence of
any such system that effective powers
must be given io the executive and a
large measures of discretionary autho-
rity must of necessity be vested in the
organisation responsible for the admi-
nistration of the Companies Act. I
share these views and 1 am tberefore
fully seized of the importance of
building up such an administrative
organisation. @The Companies Bill
makes no special provision on this sub-
ject except to provide in clause 568 that
the Central Government may for the
purpose of registration of rompanies
under the Act appoint such Registrars
and Assistant Registrars as it thinks fit.
Government have, however, already
accepted the recommendation of 1ilie
Company Law Committee that the
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Central Government shall resume this
responsibility for the administration
of joint stock companies which it had
delegated to the State Goveraments.
This was the first necessary step in
this scheme of our reorganisation. But,
it was explained in the Statement of
Objects and Reasons that although the
Company Law Committee had recom-
mended the establishment of a statu-
tory authority at the centre, under the
new Act, for the administration of the
company law, and for the discharge of
other related functions, for instance,
capital issue control, regulation of
stock exchanges, when a Central
measure for this purpose was passed,
Government considered that for the
time being, at any rate, it was desirable
to set up an organisation directly urder
the administrative control of the Gov-
ernment and to defer the conferment of
statutory status on this organisation
to a later date. In pursuance of this
decision, a Central organisation has
been set up under the Department of
Economic Affairs. This organisation
will have regional offices in important
centres of trade and industry anq will
be in over-all charge of the administra-
tion of the Companies Act through its
regional offices. The Registrars of
Joint Stock Companies will be under
the direct control and guidauce of this
Central organisation. This organisa-
‘tion is now in the process of being
built up and it is my hope that when it
is fully established, it will constitute
an important administrative reform and
will be a major step in strengthening
and improving the administration of the
Companies Act all over India.

I would repeat that the hurried re-
view of some 6f the principal changes
introduced in the Bill which I have
made does not attempt to summarise
all the important provisions of the
Bill: It is only a bird’s-eye view of
the nature and scope of the reform con-
templated in the Bill before the house.
The objects underlying this reform
were succinctly set out in para 16 of
the report of the Company Law Com-
mittee. I can do no better than draw
the attention of the House to the
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observations of the Committee. They

said:

~ “Company law is primarily con-
cerned with means and not ends.
It attempts to provide a lcgal
framework for the corporate form
of business management in which
organisation, capital and labour zre
brought together in a particular
form of relationship which consti-
tutes the essence of private enter-
prise. The operation of private
enterprise under modern conditions
must, however, be subject to the
acceptance of certain broad social
objectives and of some recognised
standards of behaviour.”

In the words of the Planning Com-
mission, again, private enterprise has
to visualise for itself a new rnle and’
accept in the larger interests of the
country a new code of discipline.

In this view, tHe basic problem of"~
company law is to consider to what
extent it is possible to adjust the
structure and methods of the corporate
form of business management with a
view to weave an integrated pattern:
of relationship as between promoters,
investors and the managements, so
that the following ends may be-
_secured: (1) the efficiency of corporate
business may be increased as measured
by accepted standards, (2) managerial
efficiency may be reconciled with the
legitimate rights of investors, and (3)
the interests of creditors and other
partners in production and distribution
may be duly safeguarded and (4) the
attainment of the ultimate ends of
social policy, including labour relations,
may be helped and not hindered by the
manner in which the corporate form of
business organisation works in this
country.

Hon. Members will appreciate that
the fundamental problem underlying
the Bill is thus a problem of balancing
private and social interests—a problem
which is never easy of solution, and in
the case of company law, has been ren-
dered more difficult by the complicated
nexus of relationship which lras been
built up over the years beiween the-
+
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promoters, the investors and the
management of a company. -

It will be easy enough to tuke one
- particular position in this grouping of
interests and then try and pick holes
in the Bill from that point of view, but
at this stage in the consideration of the
Bill_when we are concerned with the
" basic prirciples dhderlying it, I would
venture to suggest that we should
.constantly bear in mind the wider
perspective in which the Bill needs to
be viewed. We should mnot at this
stage, at any rate, forget the wood for
‘the trees. At a later stage we shall
have ample opportunity of going into
the details of the Bill, Clause by Clause.
1 would. however, suggesi to =y hon.
friends that if at a later date tl.ey feel
that in some matters the Bill has not
gone far enough to safeguard the social
interests and company management, il
will be for them, not merely to point
this out to me, but also to suggest to
what further extent it. could bhave
gone without tilting the scales too
much in the other direction. Similarly,
I would ask hon. Members who may
have a different point of view that it
would not be enough to say &t the
appropriate time that some provisions
in the Bill unduly restrict the freedom
of promoters and management. it
would also be necessary for them ‘o
show which of these provisions can be
suitably amended, so that such free-
dom can be much better reconciled
with the requirements of our economir
and social policy.

I do not claim that the Bill as a
whole, much less some of its provisions,
will not bear further scrutiny and
examination. Indeed. as I have said

‘more than once, I am looking forward
to the Select Committee in due course
to help us with its guidance and, after

hearing all interests concerned if they’

deem fit, {o indicate to us specifically
how best we can achieve a better
balance betwen the private and the
social interests. Since the issue of
practical policy is to determine how
“the unsocial elements in business
~management can be controlled without
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unduly restricting the freedom of
enterprise of legitimate business, I
venture to think that it will be possible
for all of us to get together regardiess
of our ideologies and to make a worth-
while contribution to achieve the
limited object: before us. In any case,
it is of the utmost importance that we
should do all we can in this House to
expedite the progress of the Bill.

The Bill is the first comprehensive
attempt, after prolonged investigation
and deliberation, at a basic reorganisa-
tion of the private sector of cur eco-
nomy. Too often in the past we have
complained in the Legislature and cut-
side it of anti-social activities in the
private sector. Critics have not bten
slow to point out how its present dis-
organised state makes it difficult for it
to fulfil its assigned role in the eco-
nomic development of the country. Now
that this comprehensive effort to reor-
ganise the private sector has been
made, it is up to all ot us in this House
to assist in the fulfilment of this effort
within the shortest possible time, and
I am sure I can count on the fullest
co-operation of all sections of the House.

Shri Joachim Alva (Kanara): Be-
fore you put the motion to the House,
may I suggest that the names of two
other men who are able and can make
more constructive suggestions—Dr.
Lanka Sundaram and Mr. Tek Chand
—may be added on to the Committee?

Mr. Deputy-Speaker: A suggestion
has been made. But I shall first place
the motion before the House.

Motion moved:

“That the Bill to consolidate
and amend the law relating to
Companies and certain other asso-
ciations, be referred to a Joint
Committee of the Houses consisting
of 49 members, 33 members from
this House, namely Shri Hari
Vinayak Pataskar, Shri Chimanlal
Chakubhai Shah, Shri Awadeshwar
Prasad Sinha, Shri V. B. Gandhi,
Shri Khandubhai Kasanji Desai,
Shri Dev Kanta Borooah, Shri
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Shriman Narayan Agarwal, Shri
R. Venkataraman, Shri Ghamandi
.Lal Bansal, Shri Radheshyam
Ramkumar Morarka, Shri B. R.
Bhagat, Shri Nityanand Kanungo,
Shri Purnendu Sekhar Naskar,
'Shri T. S. Avinashilingam
«Chettiar, Shri K. T. Achuthan,
Shri Kotha Raghuramaiah, Pandit
Chatur Narain Malaviya, Dr.
‘Shaukatullah Shah Ansari, Shri
Tekur Subramanyam, Col. B. H.
‘Zaidi, Shri Mulchand Dube,
Pandit Munishwar Dutt Upa-
dhyay, Shri Radhelal : Vyas, Shri
Ajit Singh, Shri Kamal Kumar
Basu, Shri C. R. Chowdary, Shri
M. S. Gurupadaswamy, Shri Amjad
Ali, Shri N, C. Chatterjee, Shri
‘Tulsidas Kilachand, Shri G. D.
Somani, Shri Tridib Kumar Chau-
dhuri and the Mover,...... ”

“What about those two names? Hon.
Minister might consider.

Shri C. D. Deshmukh: This list has
‘been made up with the advice of the
Minister for Parliamentary Affairs
after a great deal of deliberation. The
hon, Members whose names he suggest-
‘ed are very valuable Members, and I
have no doubt that in due course they
will be able to make their contribution.
It is not possible to include names
suggested like this, especially when one
belongs’ to the party and the other
belongs I think to the Opposition.

An Hon. Member: Independent.

Mr, Deputy-Speaker: Unattached
group.

Shri C. D. Desiimukh: Now, there is
a kind of proportion maintained here
between party members and unattached
groups, and each independent group
has been asked what their nominationg
-are,

Mr. Deputy-Speaker: Also between
this House and that House I believe.

Shri C. D. Deshmukfl: As between

‘this House and that House too. It is
“very difficult now to make any change.

Pandit K. C. Sharma: (Meerut
Dist.—South): It is a bad pocedure,
to0.
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Shri Tek Chand (Ambala-Simla):
If it is no discourtesy to my learned
friend, I beg to be excused because,
in view of the length of the measure,
I may not be in a position to lend such
services as might otherwise be possible.

Shri Ramachandra Reddi (Nellore):
I would like to know the procedure
that has been followed in selecting
these names. I know that groups have
been advised to send a panel of
names, but I am sure that the advice
has not been taken properly. I would
like to know from the hon. Minister for
Parliamentary Affairs exactly the
principles that have been followed in
the seleciion of these names to the
Committee.

Mr. Deputy-Speaker: I do not know.
I can only ask the Mover, so far as
the Mover is in the picture here.

Shri Ramaciiandra Reddi: But he re-
ferred to the name of the Minister for
Parliamentary Affairs.

Mr. Deputy-Speaker: That is all
right. That Minister will take notice
of this and will explain to the House.

I shall complete the placing of the
motion.

“..and 16 members from the
Council;

that in order to constitute a
sitting 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 next
session;

that in other respects the Rules
of Procedure of this House relat-
ing to Parliamentary Committees
will apply with such variations
and modifications "as the Speaker
may make; and

that this House recommends fo
the Council that the Council do join
in the said Joint Committee &and
communicate to this House the
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[Mr. Deputy-Speaker]

names of members to be appointed
by the Cduncil to the Joint Com-
mittee.”

There are 32 Members excluding
the hon. Mover. Normally, the prac-
tice is not to call on any of the Mem-
bers included in the Select Committee
to take part in the debate except on
exceptional matters which need not be
ieft only to the committee but must
also be diseussed on the floor of the
House. I will consider such excep-
tions. But normally, hon. Members
whose names are in this list will kindly
niot stand up and put the burden on
me of finding out whether the name
is in the list or not.

Shri Heda (Nizamabad):

Shri Vallatharas (Pudukkottai): I
have gct an amendment.

rogse—

Mr. Deputy-Speaker: Yes. He may
move his amendment,

Shri Vallatharas: I beg to move:

“That the Bill be circulated for
the purpose of eliciting opinion
thereon by the 31st July, 1954.”

Mr. Deputy-Speaker: I thought the

hon. Member did not want to make a
speech.

Shri Vallatharas: I am very serious
on it.

Mr. Deputy-Speaker: Then, he must
have continued.

Shri Vallatharas:
now.

I shall continue

Mr. Deputy-Speaker: The practice is
this. Whenever notice of a motion is
given, the Mover moves that motion and
then makes his speech. In this case, the
hon. Finance Minister had given notice
of a motion for reference of the Bill
to a select committee; he made his
‘motion and then spoke; thereafter, 1
placed the motion before the House.
Likewise, whoever moves an amend-
ment should make his speech after
moving it, and then leave it to me to
place it before the House.
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Shri Vallatharas: I am submitting this

.amendment for eliciting public opinion.

When I saw the notice of the motion of
the hon. Finance Minister for reference
of this Bill to a select committee, I
thought very much over it. Ordinarily,
this is a stage in which the best of our
opinions are expressed only for the
guidance of a future formulation. I
read the Statement of Objects and
Reasons very carefully, tracing from
1946 up to 1952, the various stages in
which the consideration of this matter
had taken place; of course, these are
fully known to us.

In 1946-47, two expert lawyers who
were entrusted with this business, had
submitted their reports. The first
lawyer had not done it completely, but
the second lawyer had done it fully.
Government had printed a memoran-
dum thereafter and sent it to the State
Governments and certain selected in-
dustrial concerns and interests for their
opinion. It was not at all a circulation
for public opinion, in the sense in which
it must be considered, so far as our
parliamentary business is concerned.

I understand that several hundred
pages of printed matter, containing
opinions came from all directions, both
called for and uncalled for; and how
they were considered by Government is
a matter of secret to Government them-
selves so far. In 1948, the report of
the Cohen Committee of the United
Kingdom was available. In 1950, the
Company Law Committee in question
was appointed. In 1952, they submiited
their report. Thereafter, in 1953, this
Bill was placed before us.

[SHRIMATI KHONGMEN in the Chairl

The hon. Minister referred to certain
opinions elicited from State Govern-
ments and other places. But the provi-
sion for eliciting public opinion implies
that Parliament Members must be made
to know the exact opinions which are
available from the nation. All the
opinions that were received from the
private as well as the public bodies
should be printed and placed before
Parliament. A copy of that should be
in the hands of hon. Members, so that
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they may study them, and then offer
their best opinions. But now the Mem-
bers of Parliament are not in a posi-
tion to know what the opinions that
were received during the last seven
years are. This is my first point.

If Government ask us to place com-
plete and absolute faith in them, I-do
not dispute their bona fides. But my
point is, that we, the Members of
Parliament, want to know what those
opinions are. If Government want to
rush through this legislation, I do not
say that they want to rush through with
a view to avoiding us but on the other
hand, things have happened in such a
manner that so much of time is taken
up before a matter comes on to the
preparatory stage. For the last eight
months or so, this Bill has been pend-
ing before us, and if it had been the
interest of Government to see that on
this important matter of an all-embrac-
ing nature, and of very great future
substantive concern to the nation, the
opinion of the whole nation must be
made known to Parliament Members,
an opportunity must have been taken
earlier to see that the Bill was circulat-
ed for eliciting public opinion thereon.
Now, I have got a conception of the
abuses existing in the practice of the
existing company law. Those abuses are
too many, and they ought to be con-
demned at the eatliest possible instance.
If the hon. Minister pleads that because
it is too late already, we should see that
no great time is taken and that the Bill
must codify the law very soon, I agree
with him, But he does so with a reser-
vation which is peculiar to government
procedure in a democratic government.

Without going into the details, 1
would like to submit that this company
law is a very technical subject. The
hon. Finance Minister had some time
earlier observed that the interest in the
company law will naturally be confined
to a few lawyers, and especially to the
very few who have got some experience
of the company law or who are experts
in it. If that is his conception, I do
not feel any grievance when a criticism
is being levelled at, that this Companies
Bill as it is. is a bureaucratic pendantry
imposed upon a democratic Parliament.

125 L.S.D.
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Some of us here are lawyers, but many
of us are layinen, and many of us are
coming out of the regular mass itself;
and how are we to understand the im-
plications of your law? You are a Gov-
ernment appointed by us with pcpular
will, and therefore, you must make the
law popular, easy, and simple to
understand, and not make it a Vedic
secret and make the interpretation of
the law very difficult. I am a lawyer,
and I was able to follow your speech,
because I had studied this matter a
bit before. But how can you expect
the other hon. Members to follow it?

When a general decision is given on
a matter of such vital importance as
this, we must know how the nation
receives it, and it is only with that
view that I have moved this amend-
ment of mine. I also want to submit
on this occasion that in cases when
comprehensive Bills of a very vast
and far-reaching importance concern-
ing the future interests of the nation
are brought forward, the first question
that should be zonsidered must be
whether it must be circulated for elicit-
ing public opinion or not. There is
10 question of waste of time in
arculating it for public opinion. I
have been happy to hear thut this Gov-
ernment is a poor man’s Government,
for the poor man; tha poor man must

' pay, and the poor- man must bear the

burnt of it. Nobody can say at this
stage that the common man in this
country can ever build up his edifice
of prosperity upon the concessions of
capitalistic interests in the country.
We want to build our interests upon
our own strength. So, whenever the
private sector begins to operate under
the first Five Year Plan, the second
Five Year Plan, or any o*her plan it
must be financed by the capital of the
common - man and not that of the
capitalists; the poor man and the
middle-class man must contribuic his
capital to build up t.ie private.sector,
to the total exclusion of the capitalist
interests. But as it is. the joint stock
enterprises in this country have been
built up largely out of the confribu-
tions made by the capitalists. This
law is only to regulate the form in
which- the capital so far entrusted oy .
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[Shri Vallatharas]

the capitalists will be promoted and
managed. There have been so many
abuses so far, and it is our desire that
they should be condemned at the
earliest possible instance. We want to
build a fortress for the common man
against the capitalists that have been
operating in this country so far. They
have managed to ")uild_a fortress for
themselves so far; and this we want to
be lowered at the earliest possible
instance. In view of these considera-
tions, I am not against any of the
provisions in this Bill. I am one with
you in regard to the veasons for intro-
ducing this Bill, and for hzving it en-
acted at the earliest possible oppor-
tunity, and for seeing iha: the design
is made so complete that no loophole
is left for any abuses, and the private
sector will be worked with the greatest
possible efficiency. So. if this legisla-
tion is not going io succeed in the
manner envisaged, certainly, there will
be a collapse in the working of the
private sector. So, fecling the grave
importance of this legislation, I wish
to submit another ooint. This Bill,
just like the factories law that we dealt
with yesterday, is only a copy of the
English law. It needs no originality
10 copy an alien Act, or the principles
laid down by an alien law. When the
Englishmen entered into this country,
they were businessmen, and they iatro-
duced the company system here, sO
that they could loot tke country and
the internal resources in the country
as much as possible by exploitation
and other commercial means, by intro-
ducing managing agencies ete. So,
when a company was to be formed,
originally, there was not the legal re-
quirement by law that cirectors must
be appointed or that a Board of
Directors must be constiluted; it was
just enough that a managing agent or
a manager was put in charge of the
business of the company. But the
Englishmen were not able to find an
adequate number of efficient and com-
petent industrialists to be transferred
to this country to manage the British
capital invested in their industries

. here. So the first stage was the con-
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ception of company law, the concep-
tion of joint enterprise, the concep-
tion that it must be managed in this
way or that way; this was introduced
by the English conceras in this coun-
try. Later on came the necessity that
Board of Directors must be constituted.
The managing agency system was
introduced by the British businessmen.
They wanted to exploit the resources
of this country, not to build the
national strength and stability of this
country. So we must lock at it from
that background. As it is. in England
the Cohen Committee made recom-
mendations. The Act ¢f 1929 was com-
prehensively revised. So this Govern-
ment had also felt in 1046, 1947, 1948
and 1949 that the company law in this
country must also be reviced on the
basis of the English law. So inspiration
was drawn, in the post-war period
from the English statutes, the activitics
of commercial people and industrialists
in England. We are now copying that
structure; it is not of ~ur own original
genius; but the structure that was al-
ready in existence arising out of the

necessities of the British. We are
simply copying that, as a matter of
fact, the super structure, not the

foundation itself. In 1945, 1947, 1948
and 1949, there was not the conception
of the planned economy which must
strictly form the justification for our
conception in this country. In the
year 1950 when the Bhabha Committee
was constituted, people might have got
some idea. But even after three years
of the Five Year Plan, it is very difficul+
for many of us to have a proper con-
ception of the internal structure of the
planned scheme itself. In 1950, they
wanted these people to have a proper
conception of the structure; but it is
too much; in an immature age. As a
matter of fact, one critic had obderved
that this Bill, this legislation, was
thought of at a very very confused
time; it must have been brought in a
cooler moment, in a normal time. But
apart from that, the Bill is before us.
Now, we have got a planned economy.
There is justification for the existence
of these enterprises. Even according
to the Planning Commission’s observa-
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tions, which the hon. Min’ster was
pleased to refer to, the prrivate sector
has a place. So the private sector and
the public sector are the two impor-
tant elements in the constituition of the
#Plan and industrial develcpment de-
pends upon these two factiors. Now,
Sir, 2 per cent. of the national income
is invested in these enterprises of the
private sector—I speak subject to cor-
rection Would you be satisfied with
this investment? Won't you like the
public to come forward, just as you
‘have invited the public to contribute
to the National Plan Loan, end become
shareholders in some ecnierprise or
other? In that way if they give their
wealth for the establishment of these
enterprises, there is a ckance of a
democraiic touch being given in the
establishment of indusiries in the pri-
vale sector. We are nat having the
voice of the common m:=an. The voice
‘will be predominantly that of the so-
called stock industrialists, if I may put
it like that. Some neople in this
country may say: ‘I have got ex-
.perience of industrialism and commerce
~during the last 25 years or 50 years
and there are only a few people like
that’ and they at once say indusirial
leadership is very meagre or very
-weak. Unless you give a stimulus by
which the people can come forward
«and be in constant touch with the
‘movement of things, how can you ex-
pect the popular background to get
itself stimulated? It is orly in that
‘way that it can be done. When such
-an important and comprehensive legis-
lation is brought forward tcuching the
welfane of the nation totally, it is
;always desirable that 1t should be sub-
mitted for public opinion so that we
may be able to know their opinion.
Now, you have got a few opinions of
industrialists and of suvine State Gov-
ernments. The lawyers and judges are
a very important section in this atmos-
phere. They are the people who are
directly coucerned with the working of
this law; their opinion should have
‘been expressed. 1 do not know what
-is the quantum or what is the quality
-of the opinion that you received in the
Year 1949 or 1947. Simply because two
€xpert lawyers have made their
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" wvention,
.- this matte r
" saying that public op:

recommendations, it does not mean
that the whole thing is perfect. I do
not say that it must be zltogether ab-
surd or weak. But we want to know
all opinions. Now the business class
has not only become enlarged; it has
become very potent in the country.
The middle-class people an:i even the
lower middle class people have enter-
ed into business in a large and exten-
sive way so that much of their money
is invested in Industry. So theil
opinion is very important. It is or
these two grounds that I submit that
this Bill should be circulated for pub-
lic opinion. But I leave it to the
Minister because if in such an im-
portant matter he feels that there
should be no delay, I do ndt stand in
his way. But my grievance is very
strong in this matter kecause the

Government has always been lethargic.
and a bit indifferent also, in the initial
stages when they wanted tc formulate
legislation. It has been ly:ng for over
8 months. What would be lost if it
lies for two months more? The whole |
country’s economy is not going to be
upset. But that is not the view I a.m
taking. There must be a certain
cautiousness, foresight and insight into
this question. We have been seeing
everyday, in regard to the efficiency
of Government officers and these ex-
perts, how pitfalls arise out of confu-
sion in the minds of these experfs. It
is not as if we are distrusting the
administralive agency, but on the other
hand, we want to assert our rights
that we must be put in possession of
all the necessary and relevant‘ matters

~which according to the law and con-

musl be available to us. So in
r we are 1ot sutisfied by yqur
inion was receiv-
adequate, a farce of

ed. That was in )
ooinion must

. . . lie
a public opinion. Public s
be in our hands; We huve no public

injon now. Now, you are sending
(;IE:;?BiH to a Select Ccrmittee; they
will make some prunings here and
there, because the foundation is not
ours, the growth is not ours, but the
present control is «urs. That is the
only thing. It must be cunsidered from
the background of a planned economy.
So it is desirable in future cases that
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the question of circulating any compre-
hensive Bill for the ccnsideration of
the public must be ‘aken ur. 1If it so,
the Government may be able to know
what they feel and Parliament Mem-
bers also may know.

. Coming to the merits of the law, I
will only touch on one aspect. This
Bill is too much. One cannot drive his
eyes from the first page up to the 325th
page. All these things are really fright-
ful. Of course, we are going to give
our consent to this, because we believe
in you and in the necessity and utility
of this Bill. But this is not the way a
democratic Parliament must be treat-
ed. To make a law easy and simple
is a process which must engage the
psychological morality of the law-
drafting section itself. If they think
they are great experts, the language
also will be expert language. If they
think that it should GLe easy for the
public to understand, ihe:langauge will
be easy for the public: I can redraft
this Bill in simpler language; I can
get some of its provisions deleted. In
regard to managing agency, from 307
to 359—52 sections—are added, where-
as in the previous law it was only 9
sections. I may see the necessity com-
ing up, but on the other hand, imita-
tion is the very greatest danger pos-
sible. I will have to attack the report
and the authors of the report as well
as the Bill for this reason, that much
of their concentration has been on how
to avoid all possible loopholes that
have been found so far. Their eyes are
"concentrated on the already existing
literature—of the Cohen Committee or
of the African Inquiry Committee or
of the Canadian legislation or of the
Australian legislation. Suppose there
had been some originality in this, it
would have been simple and also to
the noint. But here we have introduc-
ed the precedents, laws and policies of
the other countries in this matter. The
volume has swelled up. I cannot
imagine how this Government can
swell this like this. It is a bloated mass
of rank unwieldy woe. The common
public cannot understand it. No per-
son can understand it except the ex-
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pert, the lawyer or the expert of age-
old industry. As it is, it is not under-
standable to the poor man. I would
request the Government to look into
this matter of the simplification and
codification of language and the ideas
sought to be imposed upon it from
this point of view.

So far as the managing agency
system is concerned, one beautiful
thing has been done. But, even though.
We are condemning it, even though:
You are blasting it by 52 sections or
even by 200 sections, you are not going:
to put an end to the evils of the sys-
tem. In my humble opinion, I must
say that it is absolutely necessary that
the managing agency system must be
eliminated from private enterprise in
this country. Of course, I heard the:
Finance Minister saying that the Law
Committee had recommended that this-
system must be continued. I cannot
imagine the reason, the utility...

Shri C. D. Deshmukh: I did not say-
‘Law Committee’. ‘The Expert Com=-
mittee on the amendment of the
Company Law’—that was what I said.

Shri Vallatharas: I am sorry. That
is the committee I was referring to—the-
Company Law Commitfee. So when I
read it, I was pervaded by a feeling
that the law was not original. When T
want tq argue a case and convince the
judge as to what should be done or
what should not be done, I simply go-
and run over the pages of Digests and
case laws and say ‘An American judge
has written like that, an English judge
has written like that; so you do like
this’. 1 never arguz: ‘This is the
original interpretation. T zm putting
according to my commonsense: I take
the conditions in my country ard the
psychology of my people’. It is not in
that way that this is approached. So
they wanted all possible loopholes to be
plugged. What are the possikle lcop-
holes? As you find stated in the Cohen
Committee report. What are tha
loopholes in this country? Sir, the peo-
ple of our country are inexperienced
in industrial development, the people
of our country -are inexperienced
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‘in accountancy, the people are inex-
sperienced in business. All these people
-had been placed during the second
World War in control of large move-
ment of trade and commerce. So
whatever came, they began to loot.
What is the unnatural thing about it?
Black-marketing has become the re-
gular order of the day since the last 8
years in the government and its
departments and what have ycu done
-during the last four or five vyears by
your leadership? So the war was the
reason. So in thal way, fraud,
-dishonesty, betrayal, treachery and
-everything appeared. That was the
basis on which these abuses developed.
And who are these managing agents?
“They are not angels coming from abowe.
“They are ordinary men who are pla--*
<ced on a particular pedestal. So,
even before the war ended, in 1945,
the Government was shocked by the
abuses. Did the Government lose its
dbreath by the abuses which were ex-
istent even in its own internal admi-
nistration? Why should you forget that
Pparticular moment? You should have
thought of these abuses. The manag-
3ing agency system has been so bad
that it has been criticized much. Once
You place the Agents in manage-
‘ments, in power, they weild great
power, and others are to turn to them.
"If we go to you, a Minister, who is one
-of our members, we talk with you
about some subject. You are in power.
Suppose you express a bit hotly. We
feel nervous. This is all human weak-
ness. If it is found everywhere, even
from Member to Member, with the
«change of events and circumstances..
If the managing agents are in direct
management of the company under,
say the supervision and control of the
directors, the managing agents could
dominate very well. But what is
happening now? What are these
directors doing? It is only sharing
of these spoils of the company that is
being done by the directors as well as
the managing agents. These directors
are just recommended by the managing
agents. They are not inaepenaemt
people. There is only a pretence of
-their being elected by the shareholders.
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But they are really the vested interests
of the managing agents. They are the
people who manoeuvre in the elections.
What did the managing agents do, cn
the other hand? They had forced these
directors to declare false dividends ex-
cessive dividends. They never cared
for the company. In that way,
the directors submitted to the influ-
ence of these managing agents, and
declared false dividents. Many com-
panies became bankrupts in this way.
Whether it is accountants or auditors—
even they were appointed by a resolu-
tion of the committee. The nominations
were all manoeuvred by the managing
agents. So, even the auditors, who hold
a vital place in the whole machinery,—
they are the pivots in the machinery—
come through manoeuvring of the
Agents. And yet the auditors' who
are expected to be independent act
under the influence of the Agents.
Further there is always friction bet-
ween the directors and the managing
agents, in spite of all this. Every sec-
tion, every aspect and every point in
the entire machinery of the Company
Law bristles with so many doubts and ’
difficulties, so that there is always
friction between the controller and
the man who exercises the right of
management. How are you going to
anticipate that the director is going
to be a high, superior type of human
being, to be evolved during the course
of this year 1954? How are you going
to ensure that the managing agent will
be endowed with a high sense of
superiority and integrity—to be like a
sanyasi, with the greatest detachment
from pecuniary gains. These people
who have cheated the public so far
will again continue to cheat them.
Any amount of sincerity and any
amount of your restriction on them
will not meet ewith happy results. How
can you prevent such things being
committed by people who are prone
to do it? How can you control them?
You have heard stories of Vikrama-
ditya. whele we are told that a prosti-
tute will continue to be so for all
time. You cannot change a profes-
sional vprostitute «nd her wicked
mind. Even if you put a habitual 'thief .
in ja’l for 15 years, as soon as ba
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comes out, he will indulge in his old
deeds. I have got a very bad concep-
tion of this managing agency system.

Mr, Chairman: I very much appre-
ciate the hon. Member’s enthusiasm
and his concentration on the subject.
But I shall appreciate him even more
if he addresses the Chair, as he ought
to.

Shri Vallatharas: Thank you, Sir.

Shri A. M Thomas (Ernakulam):
Say, ‘madam.’

Shri Vallatharas: Yes. Man includes
woman. So ‘Sir’ includes ‘madam. (
am very sorry.

Mr. Chairman: I am sorry to have
embarrassed the hon. Member!

Shri Vallatharas: Madam, we are
dealing with some trained people of
two decades’ experience. I have got a
very great glamour which amounts to

. a sort of madness, so far as my love
and attachment for the Finance Minis-
ter are concerned, because he wants
all the 36 crores of people to assume
that they should have that degree of
superiority and constructive mentality
as he himself possesses. I would like
to suggest to the Members on that side
—because we do mnot possess such a
quality—to bring a Bill just like the
one Sterilisation Bill which was
brought in this House some time be-
fore, a Bill to say that children of a
lesser intellectual calibre than that of
the Finance Minister or some other
should not be born in this country. Or
else, what is the meaning of this bulky
hard legislation. the language and
import of which is very difficult to

‘nderstand. It is pook-poohing the

-blic. .

12 Noon

So, it is not at all going in the pro-
per manner. How are you going to
expect from the people that they would
co-operate with the Government in
bringing to book these time-honour-
ed and traditional system of the manag-
ing agents and their directors?
That is the position. If you have got
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the co-operation of the people, the
thief will be caught. But our police-
men will not be able to do it. How
many theft cases have been detected
in Delhi? I know there are a few
cases of theft, where certain people
caught hold of the robber and took
back the money and sent the thieves
away! The co-operation of the people
is an important element about which
the Government has not cared to study.
Please excuse me for using such a
language. So, in his sense, the manag-
ing agency system which has led to so
much of abuse during the war years, is
sought to be continued in this Bill.
What do you expect from it further?
Opne of the critics very recently said

« that these frictions and scope for con-
flict between the supervisory board of
directors and the people who are plac-
ed in actual management, that is, the
managing agents, are not good. One
man says that so long as this law re-
mains, it is a paradise for the lawyers,
because there is always a conflict bet-
ween the managing agents and the
public. Do you mean to say that this
view is absurd, or, it is not to be
considered? I see some meaning in
it. So, I submit that the Government,
from this moment, must abandon their
idea to retain the institution of manag-
ing agents. It is a system which was
brought from the British people in
order to escape from a sort of scarcity
of trained industrialists to be placed
in charge of the capital invested in
British India. Now it is our capital,
and even if it is abused, so to say, it

. comes back, in some form or other, to
the person who needs it for national
purposes. This is the view which the
committee must have taken; but it dic%k
not take that view.

One point more. The Government
will see that they should not have sc
much of faith in the recommendatior:
of the Law Committee in respect of
the managing agency system. They
must now prepare to find out a pro-
per substitute for the agency system.
If that is done. so much of ecriticism
which is launched against this Bils
can certainly be met.
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Lastly, I shall refer to the resolution
of 1950 which appointed the Company
Law Committee. There were two terms
of reference. You know the first term
of reference in the resolution is about
the design of management. The design
of management is sought to be made
perfect. Look back over the past seven
years. The greatest effort of the people
engaged in reviewing the company law
had picked up section after section and
precedent after precedent from the
English Law and put them in this Bill
just to plug the holes. Loopholes may
arise, and I am not worried. The
second term of reference is this:

“Consider and report any other
matter incidental to the adminis-
tration of the Company Act, in its
bearing on the development of
Indian trade and industry.”

I feel that the Committee had not con-
sidered the second term. If it is con-
sidered, I would like the hon. Minis-
ter to inform this House as to how
that term had been complied with by
the Committee. The Committee was
working under four limitations. The
authors of the Bill have not made any
exceptions to the Committee’'s report.
So, I have to say that all the limitations
that were attached to the Com-
mittee’s report attach also to the pre-
‘sent Bill. The first limitation is:

(i) A statistical assessment of
the role of the joint stock
companies in the economic de-
velopment of the country was not
available to the Committee. The
preparation and utilisation of the
statistics was left for the future.

This task is left over by the Committee
to the future research. The Com-
mittee says that they were precluded
from making an attempt. in this direc-
tion by shortness of time and in-
adequacy of data. I need not emphasize
the importance of the statistical assess-
ment of the role of joint stock com-
panies in the economic development of
the country. So, the Committee had
not had the advantage of working its
own recommendations on the basis of
statistical assessment of the role of
joint stock companies.
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The second limitation was:

(ii) Specific problems of econo-
mic policy were left off without
consideration as being outside the
purview of the Committee,

So, the question of planned economic
policies relating to it and the resolu-
tion on industry which was passed in
1948 which specified the  industrial
policy of this country were not con-
sidered. They are on the records. I
understand that this Committee had
not devoted any attention towards
analysing those policies and applying
them to formulate their recommenda-
tions.

Thirdly, the Committee exclusively
concerned itself with the structural
and procedural improvements under
item (i). To put it in a student’s or
a layman’s language, it was a totally
Ee adithan copy. Suppose a person
attempts to copy the contents in a
paper. Accidently a fly that sat on it
was beaten and it struck dead to the
paper. The person who copies the
contents draws a diagram copy of the
dead: fly also. Without understanding
that it need not be copied. That is a
faithful type of copying!

An Hon. Member: Will you repeat
it? .

Another Hon. Member: We have not
been able to understand what he said.

Shri Vallatharas: ‘Ee’ is a fly. A
fly that has been killed on the paper
is sticking to it. Some other man who
wants to copy the writing in the paper
i.e., that is written on the paper goes
on copying the Iimpression of the
dead fly also without knowing what it
is. (Interruption)

Shri N. C. Chatterjee
What is the Tamil for it?

(Hooghly):

Shri Vallatharas: Ee adithan copy.
The man who copies not only the
writing but also the fly that was stick-
ing to the paper.

Shri Algu Rai Shastri (Azamgarh
Distt.—East cum Ballia Distt.—West):
Makshika sthane makshika.
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Shri Vallatharas: That is how the
English law, policy, precedents and all
are all copied exactly and embodied in
these 612 sections. Are we to be
enamoured of ‘the bulk; are we to be
énamoured of the quantity? If another
bill, a consolidating bill were to be
brought ten years later, then it will be
twice or thrice this. I think people
who have learnt much and who have
got degrees in the English language
should know how to use that language.
I would request Mr. Chatterjee to say
whether all these 612 sections could
not be reduced to at least 300 sections.
Precision is the better part of know-
ledge. So, nothing beyond copying
work has been done by the Committee
and nothing but copying the Com-
mittee’s report has been done by the
authors of this Bill.

(iv) Problems of industrial manage-
ment and industrial relations having
direct bearing on the development of
India’s trade and industry wvis-a-vis
the basic economic logic under term II
have no influence to shape or to adjust
the structure and management to
achieve the desired end. So the
Company law is a new mechanical
device to define and regulate the re-
lationship betwgen the shareholders
and directors and managing agents and
nothing more.

There are a great many things to say
but I am not going to enter into them.
There are four days before us and
there are lawyers and others who will
speak on this. So far as the poor man
-in the country, the man who is desirous
of democratising capital \and vested
interests in this country, the man who
wishes that the democratic opinion
takes charge of the investment of capi-
tal and the management itself is con-
cerned, I am inclined to say that there
are very serious defects which must be_
looked into from a different angle alto-
gether. Having said this much, I
wiil wait till the end to see whether
1 should withdraw my amendment or
not. When the hon. Minister tables a
resolution we know what it is. Suppos-
ing he wanis tv persist, he has a strong
majority. It is not that fear or appre-
hension that 1 have. Whatever must
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be told must be told on the very face.
That is why I say these are things
which we feel. There are thousand
and one odd things. This is only one
link in the chain of grievances which
can be brought out in respect of this
Bill. If we have 612 clauses, multiply
it by ten, we will have 6120 grievances.
As the volume grows the evils also
increase in quality and quantity to
that extent. This is not a proper Bill
at all; this is not the way in which the
managing agents and directors are
going to be controlled. The Finance
Minister said that this is a poor man’s
government. We should try to see that
it really is a poor man’s government.
We have seen democracies saying that
recial discrimination should end and
when the time comes, when the reai
situation comes for the abolition of dis-
crimination these very countries come
and say we should not. This is not
the way in which legislation should
be done. If really it is the poor man’s
government, then the poor man must
invest, the poor man must manage and
the capitalist must be diluted. From
that angle we must look at the
management of the joint-stock com-
panies in the private sector. The
private sector is the most potential
sector in this country which is going
to establish the strength of the nation
for the future welfare state. This can-
not be done without the private sector
coming up to this level. Certainly.
the capitalist interests are not going
to advance the progress of this country
any further. Probably they may come
up from 0.2 per cent. to 0.4 per cent.
If a Bank puts in Rs. 10,00,000 or so in
the National Loan, it is not an indica-
tion of the popular man’s support. On
the other hand, if you get about
Rs. 1,00,00,000 from the National Sav-
ings Certificate, it is certainly an indi-
cation of the poor man’s co-operation.
This Bill shuts out the common man,
this shuts out the lawyer, this shuts
out the middle-class businessman, any
man who wants to see the democratisa-
tion of the private sector.

I would submit to the Government
that this is a Bill which requires very
serious reconsideration and I request
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that the Select Committee should not
only go through the various clauses
-of the Bill but they must go to the
.background. We drafted this Bill in
1952 and we must now change it and
integrate it with the Plan which was
not there then. This Bill must be
changed in structure and prospect to
_give encouragement for the private
sector. ’

Mr. Chairman: I will place the
amendment before the House. Amend-
anent moved:

“That the Bill be circulated for
the purpose of eliciting opinion
thereon by the 3ist July, 1954.”

Shri Heda: Madam Chairman, be-
fore 1 come to grips with the subject-
atter of this Bill, I should like to
say a word with regard to the motion
Jjust moved by the hon. gentleman on
that side. No doubt, this Bill is very
important. We knew for the last few
Yyears that such a Bill is coming. As
he himself stated, there are no revolu-
tionary changes made in this Bill
Rather, different amendments have
been adapted and though it is not a
faithful copy, to some extent it has
‘been adapted on the lines of similar
enactment in the United Kingdom.
“Therefore, I do not find any reason for
us to delay this matter further by
«circulating this Bill for eliciting pub-
lic opinion.

I know it is important as it is going
40 set up an industrial and commercial
pattern for our country. Therefore, I
would like to make two suggestions.
Firstly, as we had done in the past in
respect of certain Bills, we should
«consult the public in the Select Com-
mittee by calling in witnesses—people
who are concerned—to give their evi-
.dence. Questions were asked of them
and they replied and that way it help-
ed those interests, to represent their
own viewpoints. [t also enabled the
Select Committee members to under-
stand and learn the different aspects
of the problem. Therefore, I would
suggest to the Government that in this
case also, witnesses should be called
for before the Select Committee.
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So far as the witnesses are' concern-
ed, I always felt one difficulty. It is
this. The interest that is enlightened,
the interest that is predominant always
gets the benefit of such measures.
Therefore, I am quite certain that so
far as the class that represents the
managing hgents, the class that re-
presents big business, the big industries
and big commerce and all that, they
would come in good number and re-
present their grievances. They would
submit their memoranda, but the class
which is vitally affected, the class of
the ordinary shareholder who
purchases a few shares of the value of
Rs. 5 or Rs. 10 or even Rs. 100 with a
view to help the private sector or the
industries to build our country and
profit himself also, or the class that
grows the raw material, or the con-
sumer class. These may not come be-
fore the Select Committee to give
their views. These types of interest
may not come to the Select Committee
and give their evidence. Therefore,
I would request the Government to
take particular care to see that the
representatives of the producers of
raw materials, the representatives of
the lower middle-class or what I would
call the ‘general shareholder class’ and
the representatives of consumers are
particularly called for and that their
view-points and their opinions may
also be considered.

©

The second suggestion in this con-
nection that I would like to make is
this. Some time before, one of the hon.
Members on this side suggested two
names to be included in the Select
Committee. What is the idea behind
it? The idea is not that the number
of members on the Select Committee
is not sufficient, but it is that the Bill
is so important that some more mem-
bers would be interested in the Bill.
I suggest that those of us from this
House and also those from the other
House, who feel . interested in the
Select Committee proceedings, should,
on their writing, be provided with the
proceedings of the Select Committee
from meeting to meeting, so that at
whatever meeting and in whatever
portion of the Bill they feel interested
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or it is convenient for them to attend
the Select Committee meeting, they
may be allowed to attend and express
their view-points. Of course, they will
have no right of vote and generally
speaking, they, the members of Select
Committee do not go by vote there. All
of us who feel interested in the Bill
would like to contribute something
while the Bill is in the Select Com-
mittee stage. I suggest that they may
be associated in that way.

I may also give another suggestion
to the Government that the minutes of
the Select Committee proceedings from
meeting to meeting and sitting to
sitting be supplied to those Members
who feel interested and who intimate
their desire in that way.

Now, I come to the subject-matter
itself. The Industrial Resolution that
we passed in 1948, certain provisions
in our Constitution, various pronounce-
ments made by Government from time
to time and lastly the ideological por-
tion of the Five Year Plan make it
very clear that we have adopted a
particular pattern of economy, and
that economy is certainly not socialis-
tic; nor is it an unbridled capitalistic
economy; that economy is following a
middle path. It adopts certain aspects
. of socialistic economy and at the same
time it accepts certain patterns ot the
capitalistic economy. It is a sort of
controlled private economy, and in this
type of mixed economy, the pattern of
managing agency system that we have
is going to influence us enormously.
This Bill is not, in my opinion, going
to test all our pronouncements but it
will shape the things to come in the
fields of commerce and industry, and
those are very important sectors, on
which our future development
depends. Let us see how the managing
agency system developed so far. There
are certain houses in the country that
have made their name as being very
efficient—I need not mention them be-
cause they are on the lips of every-
body. My own observation makes me
to divide these houses of big businesses
into two classes. One of them I would
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call industrialists, or industrially
minded—they look after the industry,
rather they love the industry, put into-
it all their vigour, energy and
experience to see that the industry is.
expanded and well-established and
gives the highest profits, which they
would like to divide among their own
shareholders. There is also a class of
managing agents whom I would {erm
as ‘speculators’. Their main concern
is how to earn more and more. and
they adopt different measures to
achieve their end. I know cevtain
cases where they adopt somewhat fol--
lowing methods. First, they get into-
the Press which comes out with a
statement or advertisement that they
are going to float such and such a con-
cern. They gauge the public mind as
to whether the public will purchase
their shares or not. Suppose the shar>
capital is Rs. 50 lakhs or a crore of
rupees; then they see whether thei™
shares are going to be in the preraium
from the very outset, that is, when
they float the company. Suppose the
value of a share is Rs. 10, and ‘hey
feel that very soon it will fetch Rs. 11
or Rs. 12, then, they have 50 or 60 or
even 70 per cent. of the capital ras:rv-
ed in the names of their own f-mily
members and friends. In the beginning:
they sell the shares on premium in the
free open market, and in that way they
gain about 10 to 20 per cent., probably
without putting any money inte it.
After that,—the matter does not end
here—the company is floated and
money is called for; the full money is
called for. After about a year or so,
they come out saying that the company
is not well-established because the first.
§it€”chosen has since been changed,
there is delay in getting the necessary
machinery and so oun and so forth. The:
result is that in one or two years, sirce
nothing has been done and no produc-
tion has started. the shares sre quo‘ed
in the market at a discount, and rhe
value of the sharés may probably go
down to Rs. 8 or even Rs 5. A: that
time, they again purchase the shares,
and within three months thereafter,
the whole thing is changed again. T1he
machinery comes, production starts:
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and big emporia are established ail
over the country. The sales are begun
and again the shares go up. My own feel-
ing is that in this way certain houses
in the country earn many times niore
in the course of the first two years than
what they would earn as the manag-
ing agents’ remuneration, whether in
the shape of percentage of profils or
in the shape of salaries or both put to-
gether for 10 to 15 years. I call tnis
class of managing -dgents as
‘speculators’. It is very difficult to
bring in a law to stop these people
from doing this or have a check over
them. The non. friend who preceded
me has used strong language about
these people and he said it was loot. In
fact, it is nothing but loot and it may
be something more. It is cheating and,
therefore, we have to stop this. Ilow
to stop it is a very big oroblem. and I
feel the whole Bill does not solve the
problem. But I know 1t is a very
difficult problem to solve. The best
guarantee that we can have is that
the Government should be very
vigilant and take a strong line against
those managing agency houces who, in
the name of industry, are more con-
cerned with the speculative side rvather
than the industrial or commercial siae.
There are other managing agency
houses and what they do is this.
Suppose a managing agency house has
a few textile mills. I have seen in
certain cases the big business has
purchased the textile mills with a view
to having a freer and safer scope In
the speculation of cottor. They
purchase cotton in somebody's namf:,
and if the prices go up, the profit is
collected by them, but if the prices go
down, the loss goes to ihe particular
individual mill as then it is that mill
in whose name it is bought. Therefore,
if there are profits, they take it, and
if there are losses, the individual mill
bears it and thus the cost of the cloth
in the textile mills increases in that
way and the country sufters. They
have no worry over the sufferirgs in
the country. When a very big concern
ov any concern for that matter is float-
ed, Government should encourage the
tealthy type of managing agents, who
never purchase more than the neces-
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sary quota of shares and who are the
last persons to sell their shares, the
persons who never speculate wita their
shares. Hard and fast rules may not
help us, but Government should be
vigilant to see which are the honuses
to be encouraged and which to be
condemned. And when they decide to
condemn, they have sufficient ways
and means of condemning them.

After this, I come to other aspects-.
of the managing agency system. There
are certain managing agents who come-
forward as if they are well-wishers of
the country. They tell us: “Look at
us, we are manufacturing, we are pro~
ducing so much, but what is our gain.
after all? We do not gain even 1 per
cent., sometimes we get hardly 1} per-
cent. We give 50 per cent. to {ebour,
so much to our other men, this that
and tht other.” But the point is nnt
whether they are gaining 1 per cent.
or 5 per cent. or 10 per cent., what-
ever it may be, though that in itself is.
an important factor. The point i3z how
much that 1 per cent. comes tu. If
that 1 per cent. comes to say Rs. 10
lakhs, it is not a small sum, it is a.
handsome one. Whether a managing
agent is getting 1 per cent., or 1} per
cent. should not be a material thing.
The material thing should be how much.
that 1 per cent. becomes in the last
analysis.

Another important consideration is.
what is the proportion of what he geis
as remunefation in the shape of com-.
mission or salary to the dividend that
is paid to the shareholders. I think in
no case should it be more than 10 per
cent. Whatever return the ordinary
shareholders get in the shape of divi-
dends, not more than 10 per cent. of
it should go to the managing agents.
Some such criteria should be there.
With this criteria if we look at any
concern, I do not think there is any-
managi\ng agent in this country who can
say: “I give 5 per cent. to the share-
hoiders while I have taken less than 1
per cent.” I do not think there is any
example like that. Therefore, in some-
way or other we have to control, we-
have to put a check over the remunera-.
tion that the managing agents get.
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Then there ig another point and
that is the control cver these managing
.agents. Mr. Vallathars was very voci-
ferous over the matter and I think if
‘we look at the different concerns he
was quite right. What we see is that
the whole Board of .Directors is gene-
rally, if not in the first instance, domi-
nated by the managing agents. In many
-cases, the directors who appear to be
independent, who appear not to be re-
lated or connected with the managing
.agency houses, are really so associated,
that the whole thing becomes rather a
‘tame show, If one has attended a few
ordinary meetings of these companies,
he would see that here is a company
which boasts that it produces say Rs. 19
million worth of articles. If you look
.at their meetings you will see no con-
troversy, nothing; somebody °‘comes,
Teads the report, somebody tables a
resolution and it is passed. Everything
8oes according to plan. The domina-
tion of the managing agents gives them
a sort of feeling that they can do any-
thing they like. There are many ways
1o do the things in that way.

One of the industries, which for some
‘reason or other, has no good name
in our country is thle sugar industry.
We have seen how one Food Ministry
after another has come, but they have
not been successful in solving either
the sugar problem, or controlling the
sugar industry, What is the reason?
The reason is not that we have to
control the industry, but we have to
-control the commercial aspect of the
industry. What the managing agents
do in most cases is this. They sell’ the
‘sugar is some name; the names in
many cases are fictitious. and sugar
-disappears. Then, that sugar appears
at some place in somebody’s name. In
‘between the price of sugar goes up by
Rs. 10 per bag. This is not a rare

happening; this is a thing which hap-
‘pens every day. In my constituency

there is a big sugar factory. I had
been watching as to how the sugar
was appearing and then disappearing,
where it was appearing and
where it was -disappearing, and
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how gall this happened. If you ask
the factory-owner he says: “We have
sold the sugar at such and such rate
on such and such date; regisiers are
qQuite clear; the account books are
there; entries are there. So you can-
not have any doubt. But if you just
try to find out when that sugar went
away, when the wagons were found,
when the lorries were found, how it
went and where it went, then you will
find that the names and the dales
given are fictitious. Manv  times
sales are effected; delivery is shown as
having beepn given; still the aticle is in
the warehouse. Many times the arti-
cle is not there at all; it had already
disappeared, it had been 'sold and
money was somewhere else, But in
the books the articles are shown as
in the warehouse. After the prices
have come down the sales are shown.
Many such things happen.

Therefore, if we have to control
these unscrupulous type of managing
agents, who indulge in all sorts of
methods with a view to make huge
profits, we have to see that a system
is evolved by which the Board of
Directors is so elected as to safeguard
not only the interest of the ordinary
shareholders but also the jnterest of
the country as a whole, the interest of
the producers of raw materials and
the interest of the consumers. With
that end in view, the Finance Minister
should give very serious consideration
to this matter.

I may tell him that there are cer-
tain people who have got a very good
‘'name, who have got a vervy high name.
Therefore, people feel that if such and
such gentlemen are included in the
Board of Directors, the interests of the
shareholders would be safe, In this
belies they purchase shares. Such
people have got a good name and they
rightly deserve it. I have a temptation
to mention the names of one or two,’
bui that would not be proper. Govern-
ment should see that such people are
elected under some law or rule on the
Board of Directors. But wunder the
system as it obtains, it is very difficult



6001 Companies Bill

to ensure their election, because the
meetings are made up. The only man
who can upset the managing agents’
plans is another big man who would
have purchased a good number of
shares beforehand, got proxies with a
view to out-vote them, In that case
the change of managing agency does not
benefit dither the country or the people
in general. Therefore, Government
should see that at least in the cuses of
concerng with g share capital of more
than Rs. 25 lakhs, they should have a
right to nominate or to appoint or
suggest appointment of a few directors.
They should not be.high Government
Officers who are already over-burdened
with work. Such directors are not able
to attend meetings. Such directors
should be the people who feel honoured
by the appointment, and not attend
the meetings for the sake of travelling
allowance or daily allowance of say
Rs. 50 or 100, They should consider
themselves as the guardians of the in-
terests o¢ the people of the country.
A certain percentage of such directors
should be appointed by Government
on the Board. If this is done we may
be able to have some control over the
managing agents.

Another matter is that many times
a shareholder wants to get some in-
formation about the working of the
industry or the commercial company.
The replies that he gets, as it happens
In government offices also, are dilatory.
They are delayed, and many times
they are very vague. It should not be
go. If any shareholder wants any
particular information he should
have 3 right under the statute, after
giving information. to go to the office
and see the things for himself. He
should have easy access to the files,
to the account books and all that, Well,
somebody may say: then the working
of any company would be impossible.
It would not be so. Who has got time
to waste? Onlv those would go in
whose case enormous interests are at
stake. If the person loses something
little he is not going to bother him-
self. The middle class nerson, the
ordinary shareholder, is a very busy
person. He has so many things on
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hand and ig hard-pressed for time. It
is only when his whole mmoney is—lo
use the word that was used by Shri
Vallatharas—looted or when he is.
cheated or something like that, then
alone he will spend that much of time
for that work. Therefore. some pro-
vision should be there, some rules may "
be made under which an ordinary mem-
ber may be allowed to have f{ree
access to the flles, to the account books,
to the agreements or the concerned:
matters where money is concerned,
where the question of profit or loss is
concerned. If it is not possible for
the whole of the year, it should be-
possible, say, in the period of three
months before a general body meeting
is held. This is adopted particularly
by all big concerns that their general
body meetings are held in particular
months, People know when the general

"body meeting is going to be held in

respect of a particular industrial con-
cern. So in that period of three:
months before the scheduled date of
the general body meeting. ordinary
members should have free accesS:
to these things.

Shri Vallatharas has referred to the-
elimination of the managing agents.
I know there are many peoble who-
think in those terms, It is rot so-
easy to do that. at least in the sector
where we have to establish, to grow,
to build, to start a new industrv. In
the industry or trade, in the sectors
which we can call already established"
sectors, I think we can work there
without the mansaging agents. Take-
for example banks, insurance ~om-
panies and big established companies
like textile. cement, jute or iron com-
panies—of course not every company
among them—but such of the com-
panies as have shown very good tro-
gress and whose paid uo capital s,
say, more than Rs. 50 lakhs or some-
thing like that. In such comnanies
bv persuasion Government can if
thev so desire. take such steps as to
eliminate the managing agents. and
the Board of Directors or some other
body may directly manage the whole
affair. And thereby thev can set a
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wew and, I think, a more healthy
pattern to look after our industries
and trade. The same thing can be
‘applied to others,

The main point in this regard is
that we have to see that the interest
of the ordinary shareholder is upheld
and that the healthy type of manag-
.ing agents class is respected. If that
is done, then this type of peaple
‘would be able to start more factories,

and thereby we would be able to deve- *

lop our country in a better way. If
we curb the other type of managing
agents whom I have called specula-
tors, peonle woul® not be sorry or
Trepentant over it

One more poini, though it may not

come strictly under this Bill, and that’

is this. When Government gives per-
mission to float any company 1 think
it should be the duty of Government
10 see whether there is any genuine
mneed to start such a company or not.
In our country, unfortunately, if some-
‘body has started a new industry or a
‘new company and has started making
a good profit, so many people come in-
tn the same Feld and they start imita-
“ting that venture. That is why we
‘have a greater number of oil mills and
a greater number of ginning and pres-
sing mills than we reaquire, In certain
‘States we have got four times more
number of them than we require.
All this capital has been blocked. No
«doubt the primary fault is of those
people who floated those companies.
"but to some extent Government should
‘also be held responsible for this It
‘should be the duty of the Government
“to see that the capital, of which we
are short and which we need for start-
ing so many industries and factories,
should not be blocked in such a way.
Not only unhealthy type o competi-
tion gets allowed, but many times
‘practically all of them, or many of
them. have to remain closed for the
“whole of the year. That type of deve-
lopment should not be allowed to come
in. and 1 hope that Government will
also consider that point.
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With these words I support the
motion for reference to Select Com-
mittee.

Shri Barman (North Bengal—Reserv-
ed—Sch. Castes): I rise to support the
motion generally. While supporting it
I would like to place before this House
certain incidents about the company
affairs, their formation, management,
etc. for the consideration of the Select
Committee. I shall generally mention
these matters and I hope that when
the Select Committee goes into the
detailed provisions of the Bill they will
try to remedy. as much as possible, the
defects that 1 shall point out.

First of all. I would like to impress
upon the hon. the Finance Minister that
though we are much in need of develop-
ment of industry, commerce, etc., for
want of funds. for want of capital we
are not able to proceed fast. But from
my limited experience I would like to
suggest to him that if he can. with the
help ‘of this Bill and subsequent amend-
ments that may be necessary, purify
this institution of ours, namely, the for-
mation and management of companies,
much more capital than we can expect
from the capitalists now will be forth-
coming. I can say that though there
was a great depression in this country,
by the steps that Government have
taken all these years after Inde-
pendence, some amount of money has
gone to the rural areas. Whereas in
former years the rural areas were
absolutely drained, within the course of
the past few years I hope and think
that there has been some formation of
capital—it may be just a hundred
rupees for a man who can save only
that much in a year—but still there
has been some sort of capital forma-
tion in that sense which has taken place
in the rural areas. And these people
are in a fix as to how to utilise that
capital. There are instances reported
every day in the newspapers, especially
local newspapers, that there are thefts,
dacoities in the rural areas, particularly
where the people are absolutely help-
less. I can say from my experience
what these people generally do. They
place whatever savings they have in
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the hands of the capitalists. In small
itowns, there are bandars where the
.merchant classes, especially, have built
up a business. These people from the
Tural areas place their money in their
hands without any interest, without any
document. Of course, there is that busi-
ness honesty. They never teil these
people, you have not placed the money
with me. They give it back bit by bit
sout of the profits that they make out of
the capital placed in their hands. It
the Government could reform these
<ompanies in such a way that the
‘people will feel that if they piace their
little savings in the formation of
companies. Government will guarantee
in a way and that the capital would not
be lost and that something could be got
:out of it. the Finance Minister could
expect much more maneyv tc come to
the companies and by flcating bonds
and locans. We have commitied our-
sclves by our Industrial Resolution of
1948, to the policy that so far as the
basic industries are concerned, it will
‘be the Government itself that will float
‘the companies and run them. But, the
finances of the Government being very
much limited and our needs being so
-extensive, it is not possible for the Gov-
‘ernment to take up State industrialisa-
tion in all spheres of industrial develop-
ment. Therefore, we require that
private capital should be built up and
it should take up the development of
-other industries which the Government
.could not undertake. Nor have the
‘Government the resources to do so.
“Therefore, we require companies to be
formed and we require capital for the
formation of the companies in our coun-
1ry. There is of course, at present, as
-has been said by some hon. Members,
suspicion against the companies be-
cause of the misdeeds of managing
agents in running these companies. I
do not say all; but most of the manag-
ing agencies do not behave properly.
It is because of that suspicion and be-
cause of their failures even under
favourable conditions that people do
not invest any money in companies. But
:after all, the running of a businegs is
ot a very simple affair. It requires
scientific knowledge and scientific
action to float a company and run it
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successfully. Whatever defects there
may be in the managing agency system,
it is a necessity now to remedy them,
so that our industries may prosper, so
that companies may be floated and xrun *
successfully, and our industrial develop-
ment can make headway. It is incum-
bent on the Government to see that
these defects are removed. So far as 1
have gone through the report of the
committee cursorily, they have suggest-
ed a statutory commission to take
charge of inspection, investgation and
over-all supervision of all companies in
our country. That is a good suggestion.
In the Statement of Objects and
Reasons. the Finance Minister has said
that though at present such a statutory
commission is not being formed, they
have in contemplation such an authority
for the future, that for the present a
similar body under the Economic
Affairs Department has been formed
and that it is going to take charge of
this work on these lines so far as is
needed. and in course of time the statu-
tory commission may come into exist-
ence. I think that is the best step that
the Ministry has taken this time. If
there be a statutory body or govern-
mental authority to look into all the
stages, from the time of formation and
during the time of management, then
1 think much of the evil will be check-
ed. After all, these misdeeds are patent,
so that if there is a competent authority
with all the legal powers in its hands,
it will be able to detect the miscreants
and bring them to book. And if such
steps be taken at the very outset, the
mischeif can be averted. That is a
very good thing that the Ministry has
taken upon itself.

Up till now the system has been very
defective. Every State Government has
got a Registrar just to register the
company. When that is done, the
managing agents or the directors are
left to themselves, to do whatever they
like. Neither the Registrar nor any
other authority looks after the interests
of the shareholders. Under the present
law there is no such effective provi-
sion. This time the Government has
taken upon itself that responsibility.
When people are invited to put their
money into a company just after its

6006
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registration, it becomes a trust upon
Government, and Government will

. take it upon themselves as a sacred
trust. Not only is it a sacred trust.
but the Government will also stand
or fall in its objective of industrial
development according as it succeeds
in protecting the money of these small
shareholders.

There are some other suggestions
‘which have been mentioned by Mr.
Heda also. Really, the directors at pre-
sent have very little voice where there
is a powerfull managing agent. The
latter controls practically all the shares
and, being naturally a monied man
with much capital, he also procures
proxies from distant places where the
sharcholders live and wherefrom the
shareholder has neither any oppor-
tunity nor any mind to come to the
place of meeting and exercise his vote.
Neither does the shareholder know the
people who are just standing for elec-
tion as directors. So, it is mainly the
managing agents that procure all the
votes from shareholders living in dis-
tant places and, naturally, having the
. majority of votes in their hands, it is
they who can decide who shall be in the
Board of Directors. And there are per-
sons who think: “When I have absolute-
ly no chance to go against this manag-
ing agency, I should rather side with
them and get whatever I can during
the year or term I remain as director.”
So he becomes nothing but a puppet in
the hands of the managing agents, and
though the shareholders think that they
have got a separate Board of Directors,
the directors become nothing but a
plaything in the hands of the managing
agents. This is an evil which should be
vemedied by legislation as much as pos-
cibje.

I venture to suggest that some kind
of procedure for the election of direc-
tors should be introduced so that not
only the majority party of the share-
holders or the people who can procure
the majority number of votes should
bhave all the directors in the Board, but
the other party that is gontesting may
alsp be allowed to have at least one
or two directors in that Board.
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Shri Heda suggested that there should
be one or two nominated directors in
the Board, so that they can at least
pry into the secrets of the managing
agent and his puppet Board. But I
think that will be rather a difficult
thing. However, if it is a feasible pro-
position, I also support it. But on
principle, it will mean interfering with.
the affairs of private indusiry. So, I
would suggest that it wouid be better
if we make the system of voting such.
that not only the party which controls
majority of votes elect all the directors
in the Board, but also the other party
could elect a few directors representing
it. In the case of the local bodies, we"
have seen that there are always two
parties, and wherever there is a
minority party, the majority party is
not allowed to have all its whims and
wishes, because the other party acts as
a very good check. Similarly, in the
case of the companies also, if the op-
position party can have one or two per-
sons in the Board of Directors by way-
of election or some other process, much.
of the evils can be avoided, and the
opposition party will be in a position.
to inform Government of the misdeeds
that are happening there or are going
to happen. This is one of my humble
suggestions.

I hope that by improving the Bill in
the Select Committee, it may be pos-
sible for us to ensure that our
companies will be looked after by Gov-
ernment. and' the evils that obtain now
in the company affairs will be put an
end to in such a way that the people in
the country can have sufficient faith in
the companies, and may invest thelr
savings in them. If we could do that,
the industrial development of the coun-
try can procecd at a much faster pace
than it is doing now. I wish this Bill
all success. and I hope that one of the
main defects in the economic structure
of the rountry would be removed.

1 pPM,

it gam fag (o= Tva-
wex) : &, oY fadas Sufesa frar
2IEHT EATA FCOE | T AW
¥ T aga ¥ fedwe g A e
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[T Afgd + g FEA BT w7 o
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a0 § S fel o=Er w IR
fear wma, wifs  ag www oET 4T
g wr fe S Fafaw TR g
¢ R Jurch W 9, IR @
FO ¥ T ¥ agT @ fgen T
I AT T TR 9T A F feqr |
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# 9 ¥ Il T R N T e
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L
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TR FT AAC AR, 0 WA FT [AAT
AT AT o WA FT P &AR |
qfeos ¥ AT FIX FTS TN &, & 39
ImET ¥ g O § 5 g T
ST 26, Sff I § ar w1
i 5 @l T I WRET T TG
TR &, IR @ A ¥ dfpe 7@
§fF Fodr ¥ SUIET § SURT EwEET
IR @, AR IR Pes¥ A TR
o0 TIF FT AAX WAXA & 97 d Ffe@
fF AR ¥ faoTE I JET F
feors, o e & faors Tm@T
IRV PIEAE AR
Tgar g 5 5@ fadus & wT @AW
= @1 AW 5 agieed 71 W 99-
FC 2, WifF g g W AR
gfsors, | FT IA AT Y T[T F@AT
g a9 7 fod sl o W @
TH§ TS Lo T IR T 7 fouk
| g, 98t W tweafeeg ;Y @
AT I ALY T G, X9 AT 6 32
TR TR A §, I AR G
T Fgwma wWAAYS g, @ied
T A= & o A ¥ savan quan feaey
Fwfrgi § 99 7 A $L 1 ST WY
FPAT G 1E YT & 97 § gH TIT T
FIG E AIfF A go SR A | TR
¥ Fgan g F oY JAL oA § 9AFT
AT ITHC FHTT S&F T A1fgd AR
TS T AN F @A 00T

Ffaw a9 § 9y 9g FEAT ATEAT
g fs g ox fefede Sritfem wr
T, TR AG F W IFqT. ...

Mr. Chairman: May I remind the
hon. Member that at this stage we
are discussing only the general princi-
vles of the Bill?

Shri Raghunath Simgh: I am saying
the same thing.

gl a% fefaesas wifew 1 a9
8, agaf«r seafai _ ame a9 e E
>fea foffmee 19 ¥ T ag swfqgt
frY Qere EiesT A 20 To F < AW
NI Tar T, W wRg g 7
TF B & GENYS § | AT aARE
v ar, aghe T i suet fofe-
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ATS AT qF 7T AT FT & | v
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L gy ¥ foofad
N gragy g feam e &
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st ¥Owe § arfae & § AR
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T4 §, T ¥ AT WX Ty 7T € |

Mr. Chairman: Order, order. The

hon. Member will continue his speech
tomorrow.

The House then adjourned till a
Quarter Past Eight of the Clock on
Thursday the 20th April, 1954,

qE, T ITE RN g ATy
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