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9-10 A.M.

PAPER LAID ON THE TABLE
A ppropriation A ccounts (Posts and

Telegraphs), 1951-52 and A udit
Report, 1953 .

The Minister of Finance (Shri C. D.
Deshmukh): I beg to lay on the
Table a copy of the Appropriation
Accounts (Posts and Telegraphs),
1951-̂ 2 and the Audit Report, 1953,
lander Article 151(1) of the Constitu­
tion. [Placed in Library. See No.
S-138/54.]

COMPANIES BILL^Concld.
Mr. Speaker: We will proceed with

the further consideration of the fol­
lowing motion moved by Shri C. D.
Deshmukh on the 28th April, namely:

‘That the BiU to consolidate
and amend the law uelating to
companies and certain other as­
sociations, be referred to a Joint
Committee of the Houses consist­
ing of 49 members, 33 members
from this House, namely, Shri
Hari Vinajrak Patask^r, Shri
Chimanlal Chakubhai Shah, Shri
Awadeshwar Prasad! Sinha, Shri
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V. B. Gandhi, Shri Khandubhai
Kasanji Desai, Shri Dev Kanta
Borooah, Shri Shriman Narayan
Agarwal, Shri R. Venkataraman,
Shri Ghamandi Lai Bansal, Shri
Radheyshyam Ramkumar Morar- 
ka, Shri B. R. Bhagat, Shri Nitya- 
nand Kanungo, Shri Pumendu
Sekhar Naskar, Shri T. S. Avina- 
shilingam Chettiar, Shri K. T.
Achuthan, Shri Kotha Raghura- 
maiah, Pandit Chatur Narain
Malviya, Dr. ShaukatuUah Shah
Ansari, Shri Tekur Subrahman̂ -
yam, Col. B. H. Zaidi, Shri Mul- 
chand Dube, Pandit Munishwar
Dutt Upadhyay, Shri Radhelal
Vyas, Shri Ajit Singh, Shri Kamal
Kumar Basu, Shri C. R. Chow- 
dary, Shri M. S. Gurupada- 
swamy, Shri Amjad Ali, Shri N. C.
Chatterjee, Shri Tulsidas Kila- 
chand, Shri G. D. Somani, Shri
Tridib Kumar Chaudhuri and Shri
C. D. Deshmukh and 16 members
from the Council;

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

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

that in other respects the Rules
of Procedure 8f this House relat­
ing to Parliamentary Committees
will apply with such variations
and modifications as the Speaker
may make; and

that this House recommends to
the Coimcil that the Council do
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[Mr. Speaker]
join in the said Joint Committee 
and communicate to this House 
the names of members to be ap­
pointed by the Council to the 
Joint Committee.”

We have, out of the allotment made 
by the Business Advisory Committee, 
about 3 hours and a few minutes left 
for this Bill. I should like to know 
What time the hon. Finance Minister 
would require to reply.

The nCnister of Ftnance (Shri C. D. 
Deshmnkh): About one hour.

Mr. Speaker: So, I shaU call the
Finance Minister at about eleven 
o’clock to reply.

Shri Kasliwal (Kotah-Jhalawar): 
May I make a request? There are a 
large nimiber of Members wishing to 
speak on the Bill yet. Would you 
kindly allot only ten minutes per 
Member?

Mr. Speaker: In faet, I was myself
going to request the Members to take 
as short a time as possible, and I in­
tend that the limit should be fifteen 
minutes at the most f̂or every Member’s 
sQ̂ ech. I wanted to mention it after 
I had finished something on my hatid. 
A point of order was raised on 1st ins­
tant by the hon. Member, Shri U. M. 
Trivedi that, as the Companies Bfll 
contains provisions, under Table Bof 
Schedule I, prescribing certain scales 
of payments which are not “fees for 
service rendered”, the Bill cannot be 
introduced or moved except on the 
recommendation of the President.

This objection was not raised when 
the Bill was introduced. But as the 
failure lo  raise that point Cannot be 
“an estoppal” , the present objection 
to the moving of the motion for the 
reference of the Bill 9io the Select 
Committee without having the re­
commendation of the President has to 
be considered. A number of subtle 
and learned arguments on this ques­
tion were advanced in the House and 
the proceedings were adjourned for the 
day. The Chairman has lieft it to me

to dispose of the point of order raised 
and she also stated that I may go 
through the proceedings and give my 
decision.

I have carefully gone through all 
the proceedings and have considered 
all the arguments advanced for and 
against the point of order. I do not 
propose to take each argument sepa» 
rately. It will be more convenient to 
deal generally with the matter raised 
in view of my appfoach to the que^ 
tion.

The main argument on which reli­
ance is placed by the supporters of 
the point of order seems to rest princi  ̂
pally on tihe plea tha/t the registration 
of a company or the various items of 
administration by or through govern­
ment agencies with reference to a 
company. In respect of which Table B 
makes a provision for fees cannot be 
said to be “service rendered” to the 
company concerned. Advocates of 
this argument seem to think that, as 
a company Is not in existence prior ta 
registration, the fees in respect of the 
registration of the company cannot be 
said to be fees for rendering service 
to the company, as, ex-hypothesi, the 
company has then not been bom and 
there can be no question of service 
to any unborn legal entity. The gist 
of this argument connotes that regis­
tration alone cannot be said to be a 
service rendered to the new child to 
be bom after registration; and there­
fore, in any case, so far as that part 
of the provisions in Table B as pro­
vide for initial registration is concern­
ed, though it is termed as fee, is not. 
fee for service rendered but pure im­
post, not falling within the exception 
provided by sub-clause (2) of article 
110. To me, it appears that the argu­
ment, though plausible, is yet fallaci­
ous; and it could be always argued 
with force that, just as a nurse can be 
said to serve the child in helping the 
safe delivery of the mother, registra­
tion of a company can be said to 
serve the company in as much as it 
enables it to come into legal existence 
and carry on its business.
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But apart from this, there is a 
wider and general a sp ^  about com­
pany formations and the service that 
the State renders to companies right 
from their inception. The legal notion 
about the existence of an artificial itH 
corporeal legal entity like a company 
can now be said to be very familiar 
and a firmly established one. To my 
mind, the principal purpose is to 
afford facilities to trade and industry 
by enabling the subjects and also the 
State jiot only to launch undertakings 
on a very large scale which it would 
not be possible for an individual or 
small body of people to do, but also 
further to enable them to limit their 
liabilities within certain limits. The 
ordinary partnerships which, by their 
very nature, usually limit the extent 
of capital and therefore the develop­
ment of an undertaking, carry also 
unlimited liability on the shoulders of 
the partners and it has been, there­
fore, necessary to have some device 
by which large undertakings with 
limited liabilities of the individuals 
can be made possible for the general 
and national benefit.

Looked at in this background, it be­
comes necessary, for advance of trade, 
commerce and industry for the gene­
ral and national benefit, that the State 
should provide facilities for floatint 
and conducting undertakings which wUl 
not only provide employment to large 
masses but also provide investment 
for smalj and big savings, to be put 
to the best use in the Interests of the 
nation. In this view, the special ad­
ministrative machinery through ser­
vices of the R^istrars of joint stock 
companies, their offices, etc., which 
the Bill creates and the State under­
takes to maintain, as provided in the 
present Bill, is in itself a benefit arrd 
it is but proper and equitable that 
those who stand to gain by this parti­
cular facility should contribute some­
thing towards the cost when they 
wish to get the benefit. But for forma­
tion, regulation, inspection and control 
of companies by the State, I doubt 
whether one would like to invest his 
savings or money either in large un­
dertakings, whether undertaken by 
the State or by private agencies and

whether the sponsors of industry 
would undertake to do so if they bad 
not the benefit of a limited liability 
and safeguards which the machinery 
set up under the Bill provides. In 
this view, it becomes unnecessary to 
discuss the various points raised 
during the course of the debate.

It is true that the rates of fees pres­
cribe certain graduated scales in some 
cases and the services rendered for 
or in respect of each particular com- 
iJany formation, for which the fee is 
charged on a graduated scale, are 
practically the same, and, therefore, 
it may appear on the surface that 
different fees are being charged for 
very nearly the same amount of work. 
But to look at the matter in that way 
is to take a very narrow and isolated 
view of each item. There is the basic 
advantage which every one gets when 
he wishes to have a company regis­
tered by reason of the costly adminis­
trative machinery which the State 
specially sets up under the Bill; and 
the cost incurred for the benefit given 
is met in part by the fees. The fixing 
of the scales appears, therefore, to be 
based on the principle that eadi con­
tributes to the cost of this basic bene­
fit in proporticm to each one’s capa­
city to pay. That is why you find the 
company with a small capital having 
to pay initially a smaller registration 
fee, while the companies with bigger 
capital have to pay higher fees vary­
ing with the capital formations. The 
work of actual registration maj 
th  ̂ same but the consequent advan­
tages that a bigger concern stands to 
gain or much larger than the smaller 
concerns and it therefore stands to 
reason that the bigger ones should 
pay higher amounts of fee in view of 
larger benefits that are going to ac­
crue by the larger formation.

To my mind, the essential test will 
be to see as to whether the fees are 
intended as a source of ordinary reve­
nue for general purposes of Govern­
ment or whether they are intended only 
to cover a part of the expenditure for 
the special administrative set up. 
Looking to the scales provided for in 
Table B ther#> Is no room for doubt
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that the fees are not prescribed foi 
general revenue purposes. It is also 
worth noting that every item fox 
which a fee is prescribed, also involv­
es some service to be rendered speci­
fically. In matters of this type, one 
has to go on the wider and general 
aspects and not on details as to how 
the scales are fixed. By the '̂ ery 
nature of things, it is impossible to 
arrive at the exact cost of every speci­
fic service and the contributory cott 
of the general set up of administration 
which Government provide for the 
facility of those who wish to form 
companies and have a specific service.

I may quote here what the Supreme 
Court judgment says:—

“It may not be possible to prove 
that the fees that are collected by 
Government approximate to the ex­
penditure incurred by Government in 
rendering any particular kind of ser­
vice or in performing any particular 
work for the benefit of certain indi\’i- 
duals” . The learned Judge further 
says. “In order that the collections 
made by Government can rank as 
fees, there must be co-relation bet­
ween the levy imposed and the expens­
es incurred by the State for the pur­
pose of rendering such services.” I 
fhink that, the expenses which Gov­
ernment will incur and are incurring 
for the maintenance of the special ad̂  
ministrative machinery set up by part 
XII of the Bill (clause 568 et seq) 
may be higher than “the moneys they 
are likely t» realise in the form of 
fees.

A point was madef and some argû  
ment was advanced based on the way 
in which the accounts in respect of 
tne receipts and disbursements of 
these fees are kept and it was urged 
that because these fees were credited 
in the Consolidated Fund, they were, 
therefore, part of the general reve­
nues. It cannot be denied that the 
proceeds received by way of fees are 
part of the revenues received by the 
Government of India and therefore 
under the provisions of article 266, 
they have to go to the Consolidated 
Fund of India. The conception of the

Consolidated Fund is to have a machi­
nery for check on accounting of reve­
nues and expenditure and one cannot 
decide about the nature of a parti  ̂
cular levy, as to whether it is a fee 
or tax or other kind of impost, by 
examining whether It is credited er 
not credited in the Consolidated Fund. 
I therefore need not enter into any 
examination of this part of the argu­
ment.

'  So long as one can prima facie see 
that the levy of these amounts in 
Table B is not in the nature of a 
source of general revenue, but is pres­
cribed more or less for meeting the 
expenditure in respect of specific 
facilities and the special machinery 
which Government provide, it is not 
necessary to see whether or not a se­
parate account of fees is kept. V̂ he- 
ther the moneys are separately ear­
marked for the expenditure or not, 
it will be enough if the amount of 
fees collected approximates to the ex­
penses incurred in rendering any par­
ticular kind of srivi c, as stated by 
the hon. Mr. Justice Mukerjee in the 
judgment first referred to.

I may also point out here what the 
hon. -Minister of Commerce has said. 
During the course of the debate, he 
invited the attention of the House to 
the fact that “ in all demands there 
is a column showing the revenue re­
ceived by way of fees for services 
rendered. Whether the demand is re­
duced or not is purely an orthodox 
or budgetary device, but it is shown 
against that particular appropriation 
that the sum is received by way of 
fees. That amoimt goes to the dimi­
nution of the total amount allocated 
for that particular demand” .

I do not think I need enter into 
the other questions which were inci­
dentally raised such as, for example 
whether the Bill can be called a 
Money BUI, the effect of clause 571 
in the Bill, etc. They do not seem to 
to be relevant for the purposes of the 
present decision.

I am, therefore, of the view that 
the point of order raised cannot Ftand
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and the Bill is introduced in a proper 
manner and the present motion is also 
in order, as it does not require the 
recommendation of the President 
under article 117(1).

Incidentally a second point was 
developed and that was with refe­
rence to the provisions of article 117 
of the Constitution, sub-clause (3) 
and that reads as under:

“A Bill which, if enacted and 
brought into operation, would in­
volve expenditure from the Con­
solidated Fund of India shall not 
be passed by either House of Par­
liament unless the President has 
recommended to that House the 
consideration of the Bill.”
In this case, I would like to read 

to the House this communication 
from the hon. Finance Minister: “The 
President has been informed of the 
subject-matter of th.e Companies Bill 
and recommends to the House of tlie 
People the consideration of the Biil.” 
So that question does not remain now 
for further consideralion.

We will now proceed with the fur­
ther consideration of the motion 
which is before the House and I will 
repeat what I have said, viz. I find 
a large number of hon. Members de­
sirous to speak an<i there are hardly 
about two hours now for hon. Mem­
bers excluding the one hour which 
the hon. Finance Minister will take. 
I would, therefore, request hon. Mem­
bers earnestly to finish their speeches 
within fifteen minutes each.

Shri H. N. Mukerjee (Calcutta 
North-East): We are dealing vith a
mammoth Bill with 600 and odd 
clauses and the hon. Finance Minister 
had said that this is, after 191:̂ , the 
first comprehensive re-draft of com­
pany laws. If the Finance Mini«̂ ter 
and his advisers had taken to some 
re-thinking more than the re-drafting, 
then perhaps there was some chance 
of this legislation being really compre­
hensive; otherwise, I am afraid that 
it would not be a luminous but volu­
minous and vapid piece of legislation. 
He has said that the 53 and odd

clauses dealing with the managing 
agency are of great importance and 
he has asked us to examine them in a 
wider aspect. He has also told us 
that regardless of our ideologies, we 
should make a worthwhile contribu­
tion to achieve the Lmited objective 
before us, i shall try to do so......

Mr. Speaker: Order, order. Let
there be no talk please.

Shri H. N. Mukerjee: I shall try to
make a worthwhile contribution ac­
cording to the Finance Minister’s ad­
vice but. Sir, I confess that I have 
very little expectation of our advice 
being taken for whatever it is worth.

I was very interested to listen to 
the speech of the hon. the Minister 
of Commerce and Industry who. with 
his usual dexterity with words and 
ideas played some interesting varia­
tions on the theme of the Finance 
Minister. He said that the benefits 
accruing from the joint stock com­
panies system relate only secondarily 
to the entire economic structure of 
the country. This shows wh2t the 
Government’s mind is lika; it is fan?- 
tastic in the setting of a planned eco­
nomy. He said: ‘We consider the
benefits accruing from the joint stock
companies to be only secondarily re­
lated to the entire economic structure 
of the country. He said, of course 
a good deal about the evils of the 
acquisitive society. Possibly he has 
been lately reading R. H. Tawney’s 
famous book on that subject. We
tolerate, he said, this acquisitive so­
ciety either because of the good that 
comes out of it or because we have 
nothing e\se to replace it. I fear that 
be really believes that good comes 
out of this acquisitive society; other­
wise I do not understand the way 
the Government goes. I say that ir 
the context of planned economy it ir 
for the Government either to oppose 
or to guide a thorough-going soc-ia! 
and economic revolution. Govern­
ment today has not the guts and the 
courage to say openly that it is op­
posing the transformation, nor ô  
course does it guide that transfOrmaf* 
tion. Because it is not guiding that
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transformation, it is really putting 
hurdles in the way of economic deve­
lopment.

I cannot accept the idea that we 
have nothing else today to replace 
the system of managing agency with. 
It is not like the laws of the Medes 
and Persians, something which is im­
mutable. If in this House we can 
say that in August 1959 our present 
managing agencies will terminate, 
there is nothing to prevent us saying 
that this termination should be for 
ever.

I heard Mr. Chatterjee—unfortunate­
ly he is not here—and I was reminded 
of the minute of dissent by Pandit 
Madan Mohan Malaviya whose man­
tle he perhaps vainly imagines to 
have inherited—I mean the minute of 
dissent which was appended by 
Pandit Malaviya to the Indian Indus­
trial Commission’s Report of 1916. 
From Malaviya to K. T. Shah who 
was very closely associated with the 
National Planning Committee which 
made the only real planning efior: 
in this country, we find the opposition 
to this system of managing agencies.

[ P a n d it  T h a k u r  D a s  B h a r g a v a  in  the 
Chair]

In view of the very short time at 
my disposal, I will refer to certain 
comments made by Professor Shah in 
regard to these managing agencies 
In his book—Report of the National 
Planning Committee on Industrial 
Finance—on pages 24-25, he refers to 
these agencies as a new species of 
predatory animals who help to fin­
ance enterprises for the sake of the 
cream obtainable from them. There 
he says; Industrial financing through 
stock exchange operations makes it 
little better tnan gambling and the 
industrial financier is a super gamb­
ler; only he is protected by law for 
perverting it and honoured by the 
<!ommunity for exploiting it. He says 
further about the same managing 
agencies, that even though there may 
appear a few institutions or people

who try to behave fairly and decent­
ly, the whole system is rotten root 
and branch, leaf and bark and blos­
som, and must be abolished at the 
first opportunity so that no ground 
can remain for any prepostrous 
claims being made by its advocates 
on the score of providing industrial 
finance. I know all sorts of slogans 
are bruited about capital in India 
being shy and how those who 
have inherited the methods of plund  ̂
er which the British interests in this 
country adopted in the shape of 
managing agency, those people alone 
are able to mobilise the financial re­
sources of our country. I know that 
today, there is a combination of 
Indian and foreign monopoly inter- 
^sts. There is a kind of window- 
dressing with the guinea»-pig Indian 
directors in show-battles. This Indo- 
foreign collaboration is a danger to 
our country if we care for capital 
development. In this fashion econo­
mic swaraj is going to be absolutely 
impossible.

This matter has been re ŝtated by 
n̂ any writers and I am afraid I have 
not got the time to give the facts and 
figures in relation thereto. But I 
would mention only one report from 
a book by Professor Lokanathan—In­
dustrial Organisation of India. There 
it is reported, quoting from the Cot­
ton Textile Enquiry Report of the 
Tariff Board in 1927, that the com­
mission paid to the managing agents 
for the Bombay cotton mills dur­
ing the 20 years from 1905 to 1925 
averaged 5*2 per cent annually on the 
paid-up capital. This was in addition 
to any dividend on shares held by 
the managing agency and commis­
sions by way of purchases and sales. 
We find, for example in 1927, that 
whereas 75 of the mills of Bombay 
made a net loss of Rs. 7,36,309 the 
total allowance and commission drawn 
by managing agents were Rs. 
30,87,477. And, how the foreign in­
terests come into the picture and 
control the operation is seen in the 
same report of the Tariff Board, cot­
ton textile enquiry. It shows, on the 
basis of statistics covering 99 per
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cent of the Bombay cotton mills— 
J’irst volume, page 258—that the 
managing agents while they controll­
ed only 22 per cent of the companies, 
controlled 33 per cent of the mills, 
32 per cent of the spindles, 30 per 
cent of the looms and 53 *.30 per cent 
or the actual majority of the capital. 
This is in the industry which has 
been the principal field of advance of 
Indian capital, and it is no wonder 
that all our economists and all our 
patriots have raised their voice 
against this managing agency system.

Now, Sir, I would like to draw the 
attention of the Finance Minister to 
a very interesting statement made by 
a leader of the Praja Socialist Party, 
Shri Ashok Mehta, who wrote a pam­
phlet called “Who owns India?'* He 
shows therein how there are indivi­
dual directors who like a Bombay 
magnate whom 1 shall not name, 

with 55 directorships. Then he goes 
on further and gives figures on page 
35 of his book, that out of 3728 direc­
torships, 61 directors hold 1038 direc­
torships, 20 persons hold 805 direcf- 
torships and So on. This is the kind 
of way in which 2 per cent, of the 
directors control almost 22 per cent, 
of the directorships.

We find also that in India, though 
there is no material expansion of 
production, no real improvement in 
the standard of living of the peo­
ple, there has been a tremendous 
degree of concentration and the re­
sult of it is that the managing agents’ 
share of net profit is much more than 
that of the poor shareholders. It has 
t>een found by the Bombay Share­
holders’ Association on the calcula­
tion of figures for 1940-47 that the 
cotton textile mills in Ahmedabad
made 70*5 per cent of the net profits, 
while the shareholders got 31 per 
cent. The jute mills in Calcutta got 
54*2 per cent as the managing agents’ 
share of net profits while the share- 

liolders got 43*2 per cent. That is 
the kind of thing which goes on. We 
know also, Sir, how certain empires 
have been created like the Birla 
House, Dalmia House, Singhania 
Mouse. Tata House. Goenka House

and so on. We know how they are 
controlling the financial operations; 
how they are trying to control the 
Press all over the country and how 
they are trying to create a condition 
of things so that they alone shall be 
ruling the roost. They have got the 
finance and they spend a lot of 
money. I find a book by Prof. S. K. 
Basu, which was quoted by my 
friend Mr. Nayar. Therein he gives 
some figures about .the Calcutta jute 
mills. In his book on page 151—“In­
dustrial Finance”—he has shown that 
in 35 jute mills in Calcutta, the per­
centage of total capital held by 
managing agents varied ifrom 4 to 
11*5 per cent. That is the wonder­
ful contribution they make towards 
mobilisation of finance for the sake 
of development of the industries in 
.our country.

We know, how these managing 
agents resort to the most dastardly 
methods in cheating the shareholders, 
the consumers and the State. I refer 
in particular to the two volumes of 
the Mystery of Birla House. The 
publication has been a scandal which 
Government has not been able to 
outlive. I have quoted in this House 
before what foreign observers have 
said, that if a book of this kind 
comes out in any country which 
claims to have a civilised economy, 
something must be done about it or 
the Government must come forward 
and entirely justify whatever has 
been allegedly done by that firm. 
Now, that empire of Big Money ope­
rates today in such a fashion that 
the interest of our country is in great 
jeopardy and the managing agency 
system is the method they are using 
in order to perpetuate their strangle­
hold.

In regard to this, I wish to draw 
the attention of the Finance Minister 
to a document to which I drew his 
attention some time earlier, namely, 
the lectures given by Prof. Charles 
Bettelheim at the Indian Statistical 
Institute in Calcutta in January 1954. 
Talking about the planning of invest­
ment, he says that in a capitalist eco­
nomy based on the market, the per- 
ttan of national income which goes
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to investment depends upon so many 
factors, of which the most important 
seems rather definitely to be the 
amount of profits realised. It is 
generally recognised, how despite the 
efforts made in capitalist countries to 
control the amount of investment, 
the latter is subject to sharp and 
large fluctuations which can shake 
the entire economy. Thus in the 
United States the rate of net invest­
ment in relation to gross national 
product went from 8*4 per cent in 
1929 to minus 4*5 per cent in 1933; 
from 6 6 per cent in 1940 to minus 
0;2 per cent in 1944 and again to 10*8 
per cent in 1950, the year of the 
Korean war. In a planned economy 
the rate of investment is, by contrast 
extremely stable. In effect in the Soviet 
Union, the rate of gross investment 
has remained for many years around
20 to 25 per cent. The rate is fixed 
by decision of the political and eco­
nomic organs. This is because, if 
monopolistic practices are tolerated 
then there is every possibility of 
economic dis-equilibrium, and if we 
are going to encourage the continued 
existence of these monopolistic inter­
ests, then, surely, the economic dis­
equilibrium which you want to remove 
will never be removed.

Now, Sir, about Industrial Finance 
I hope the House gets an opportimi- 
ty of having a real discussion before 
the foundations are laid for the 
Second Five Year Plan. Industrial 
finance requires reorientation of the 
banking structure, reform and drastic 
overhaul of the stock exchanges, 
changing the entire trade, financial, 
fiscal and industrial policy; in a 
word, the entire economic policy of 
the Government. There must be 
control in regard to prices, in regard 
to production, as well as in regard to 
distribution. There has to be contro! 
on capital issues. Government has to 
look after the diversification of trade. 
It is for Government to see. to it that 
there is no dissipation of surpluses 
which can be avoided. Government 
lias to take steps against the unfair

and objectionable competition o f 
foreign units. Government has fur­
ther to avoid excessive imports and 
see that processing industries are 
started in our country. Also, Gov­
ernment has to have a real taxation 
policy. In regard to this point, I  
quoted some time earlier the index 
numbers of industrial profits with 
1939 as the basis, from the Eastern 
Economist dated 5th March 1954. In 
1951 jute industrial profits rose to 
679 1; cotton rose to 55M, sugar rose 
to 420 8, and all industries together 
reached the figure of 310.5. This is 
the increase made in the industrial 
profits. At the same time we find 
that the common people* are told to 
come forward with their savings. Who 
has got the savings? The savings are 
all in the money bags of the mighty 
whom you do not dare to touch. You 
do not try to improve the standard 
of living of the people; instead you 
are asking them to bring up their 
savings and blaming them for noth­
ing.

Shri C. D. Deshmnkh: May I know 
whether these figures which the hon. 
Member just now quoted are gross 
profits or net profits?

Shri H. N. Mukerjee: I quoted the
figures from the Eastern Economist 
where the figures of industrial profits 
are given:

Shri C. D. Deshmnkh: Are they
gross profit, net profit or distributing 
profits?

Shri Yelayudhan (Quilon cum 
Mavelikkara—Reserved—Sch. Castes): 
It is a very complicated economy.

Shri H. N. Mukerjee: My basic
point is that there are reserves which 
can be drawn upon if Government 
has a real fiscal policy.

Mr. Chairman: The hon. Minister
wants to know whether the figures re­
present gross profits, net profits or 
distributed dividends. If the hon. 
Member has got the information he 
may pass it on
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Shri H. N. Mukeijee: My point

was......
Shri C. D. Deshmakh: I do not ex­

pect the hon. Member to remember 
from the Eastern Economist, What I 
want to say is that at one stage the 
hon. Member says that the managing 
agents take away a large percentage 
of the profits and the shareholders 
get nothing, and then a little later he 
says that the profits are so large that 
the Grovemment can do everything.

Shri H. N. Mnkerjee: My point was 
that we have to safeguard not only 
the interests of the shareholders 
from the hands of these managing 
agents who exploit the shareholder, 
the consumer and the State. They 
are a class of industrial profiteers 
who have been drawing their divi­
dends in a variety of ways. The posi­
tion of our industries is most rotten. 
If it is our conclusion that with these 
people alone we can build up our in­
dustries and we cannot mobilise the 
financial strength of the country with­
out these people, I say that is a 
wrong conclusion. My point is that 
there are reserves which wecanmobi^ 
Use. I refer to these industrial pro­
fits only to show that we have 
to have a change in the taxation 
structure of our country. I say it, 
Sir, because we can prove to the 
satisfaction of the rest of the coun­
try that there are resources which 
can be utilised to bring about a com­
plete topsyturvydom in our economic 
system. That is my point.

In regard to the resources which 
are available, there were some very 
interesting figures which were given 
by Prof. K. T. Shah in his essay on 
Industrial Finance in the report of 
the National Planning Committee. He 
refers to the resources which may be 
mobilised. I am quoting from pages 
37 and 38. His estimate was that 
bank deposits are available for invest­
ment to the tune of Rs. 500 crores, 
sterling balances to the tune of Rs. 
750 crores, reserves in existing indus­
tries Rs. 150 crores, reserves in indi­
vidual hands Rs. 500 crores, poten­
tial mobilisable from charities and re­
ligious foundations Rs. 1500 crores.

making a total of Rs. 3400 crores. 
Leaving a large margin of cautious 
reckoning, he said that Rs. 2500 cro­
res could be immediately available. 
I do not adopt these figures entirely. 
Looking at the Eastern Economist for 
the week ending 23rd April 1954 I 
find that bank deposits, both on call 
and for fixed periods in the Reserve 
Bank and the scheduled banks come 
to Rs. 1056.96 crores. There must be 
some overlapping; j agree much of it 
is already being invested. But, one- 
third of this figure is certainly avail­
able. That would make Rs. 350 cro­
res.

In ragard to sterling securities,  ̂
what I feel is that we should make 
sure that even if we are not utilising 
as much of it as some of us would 
like, at least the current accumula­
tions, which would be about Rs. 300 
crores, (£35 million multiplied by 
six) due to be released in 6 years,, 
should be certainly utilised for deve­
lopment, mainly industrial develop­
ment. The reserves of the joint 
stock companies will be to the tune 
of Rs. 100 crores. We are not in 
favour of nationalising at this pre­
sent moment. But, I remember that 
National Planning Committee, in its 
preface to the report on industrial 
finance suggested that the total re­
serves of the joint stock concerns 
should be pooled together in the 
National Reserve of capital. I say 
this has to be done because industria­
lists are shy. In 1947-1950, the Pre­
Plan period, investment in the pri­
vate sector was on the average Rs. 
80 crores per year. Since 1950-51, 
during the three years of planning 
the average has been Rs. 20 crores per 
year. This kind of thing has got to 
be prevented. That is why we have 
suggested before and I repeat it that 
for the purposes of industrial finance, 
the private industrial sector has real­
ly to be integrated with the overall 
Plan. There should be a statutory 
fixation of a ceiling of 6i per cent on 
all profits. I do not mind some ex­
pectation of profits by some of my 
friends over there. Let there be a
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minimum fixed and also a ceiling of 
'6i per cent fixed. Prohibit remit­
tance to Britain of industrial, trading, 
dipping, insurance and other profits, 
which amount to an enormous sum; 
compulsorily plough back all profits 
into lines determined by the Govern­
ment into industries that promote in­
dustrialisation. Along with these 
measures, reduce the prices at least 
by 30 per cent, take steps to raise 
wages and salaries, stop the eviction 
•of the peasantry and the realisation 
of peasant debts, reduce the burden 
of taxes, assure fair prices to agri­
cultural produce, fix adequate wages 
and so on. You will get a context 
of society where capital formation 
can really and surely take place. 
These are some of the most important 
points that I wanted to place very 
seriously before the Finance Minis>- 
ter.

One other point...

Mr. Chairman: I am sorry, the
hon. Member has al^ady taken 20 
minutes, i request the hon. Member 
to conclude in one minute.

Shri H. N. Mukerjee: I shall finish
in two minutes; there has been some 
interruption.

There is one important point to 
which I want to refer. Shri T. T. 
Krishnamachari wanted us to wel­
come certain clauses of this Bill. I 
welcome clause 53 where the foreign 
companies are asked to produce their 
balance-sheets. But, there is a pro­
viso which is the sting in the tail. I 
want the proviso to go. After all, if 
the foreign companies whom we are 
treating with so much consideration 
are going to get the advantage that 
they may be exempted from the ob­
ligation to publish the balance 
sheets, they may behave very badly. 
I wanted to refer, in this connection, 
to Company News of November-De- 
cember 1953 where these Indian capi­
talists objected very strongly to the 
fact that in the case of Burma Shell 
and Standard Vacuum, the right of 

"the Indian shareholders to more than

25 per cent of the capital was refus­
ed and that they are not allowed to 
have any right in regard to vote. We 
also find in the oil refinery agreement 
tthat there are special specified con­
cessions in the matter of investment 
of capital, nationalisation and the ap­
plication of the Industries Develop­
ment and Regulation Act. This is a 
kind of thing which we do to show 
our particular fondness for foreign 
capital. Let us have foreign loans 
if we need them, by all means. But 
let us keep out foreign equity capi­
tal. That is the point about which 
Indian patriotism has been shouting 
all the time and i want the Govern­
ment to take note of it.

I would make a last appeal to the 
Finance Minister. I would tell him, 
you shed the profitable pessimisms of 
the prosperous. It is these people 
who tell him, you cannot go forward 
courageously and imaginatively to 
build a new future for our country. 
That courage and that quality of im­
agination I miss in the Companies 
Bill before us. I have very little hope 
that even the Select Committee, in 
spite of whatever labours it may put 
forth, could produce that kind of 
comprehensive legisliation which 
would be a preface to the real plan­
ning and real economic reconstruc­
tion of our country.

Sbri M. D. JosM (Ratnagiri South):
I rise to welcome this Bill for two 
reasons. First, it seeks to remove cer­
tain inequities and it seeks to do just- 
tice to the common man.

Before I enter the subject, I should 
like to say that the system of manag­
ing agency which has been the cause 
of immense evil has been censured in 
different terms. Managing agents 
have been described as sharks; some 
have described them as leeches. Cer̂  
tain others have described them as 
vultures. Well, the vocabulary of 
the English language is copious and 
several other names can be added 
with good justice. I do not, however, 
wish to add other names. The fact 
remains that in spite of all this cen­
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sure, it is realised by most people 
that the managing agency system 
should continue at least for sometime 
to come. Whatever we may say about 
it, the managing agency system must 
:pjemain for some time more.

The hon. Member, Shri Sadhan 
Gupta, said the other day that this 
Bill betrays a love of something Bri­
tish or words to that effect. India 
was under British rule for over 200 
years. It is inevitable that in many 
respects the British pattern should 
xemain here. We are not enamoured 
of the British pattern. In spite of 
our association with the British pat­
tern, we have succeeded in ousting 
the British from India. Therefore, 
we should not be afraid of the Bri­
tish pattern in certain respects. At 
least, we do not want other patterns 
which We do not know. I wish to 
remind him of a well-known saying 
that it is better to be associated with a 
thief whom we know than with a 
thief whom we do not know. There­
fore, we are not afraid of the British 
pattern as the hon. friend is. Nor do 
we love any other pattern, such as 
the Russian pattern.

Shii Sadhan Gupta (Calcutta- 
South-East) : Irrelevant.

Shri M. D. Joshi: The managing
agency system is sure to go, but it 
^ ill take some time before it will go. 
likewise, private enterprise is also 
essential. We find that even on this 
side certain friends have said that 
nationalisation of certain concerns— 
o f certain industries—has not been as 
successful as it should have been. We 
are yet far from that sta^e of society 
when nationalisation will be success­
ful. The other day my hon. friend, 
Shri C. D. Pande, pointed out the case 
of the S.T. Corporation in Bombay 
State. He said that it had been too 
expensive. I entirely agree with him. 
Nationalisation is, no doubt, a con­
summation certainly devoutly to be 
desired. However, we have to wait 
for that day, we have to develop our 
society, we have to develop our view 
o f  things, our attitude to life, and 
therefore it will take sometime before 
"we can dispose of private enterprise

In the meanwhile, let private enter­
prise keep before themselves the ideal 
placed before them by Mahatma 
Gandhi. Let .them consider themselv­
es to be the trustee for the common 
man. Mahatma Gandhi alone could 
place this great ideal and he had the 
power to induce even private enter­
prise to adopt a change of heart. We 
have not got that power. Therefore 
We must have recourse to legislatiMi; 
it is by legislation alone that we can 
effect the change. Therefore, I would 
compliment the Finance Minister on 
introducing this legislation.

I have said justice is sought to be 
done to the common man. Now, the 
common man figures in two capaciti­
es: he is either shareholder or a de­
positor. The provisions in this Bill 
seek to protect the shareholder 
against the machinations of managing 
agents or the directors. Now, I want 
to bring to the notice of this House 
a great deal of hardship that is caused 
to the investor, viz. both shareholders 
as well as depositors. In Maharash­
tra, there have been certain private 
companies as well as public compani  ̂
es with a total share capital of about 
Rs. 3 crores to Rs. 4 crores and a de­
posit capital also of about Rs. 3 to Rs. 
4 crores. This capital was contribut­
ed by poor people, of the lower mid­
dle-class. Now, I have before me a 
copy of the memorandum submitted 
to the Government of India by the 
Thevidar Parishad of Maharashtra. 
There were two conferences of this 
Parishad, The second conference was 
presided over by Mr. R. A. Jagirdar. 
who was at one time a judge of the 
Bombay High Court. In that they 
lay stress on the incompetency, cal­
lousness and unscrupulousness of 
these private and public companies. I 
have also before me a Marathi news­
paper which has published the names 
of 13 companies which have gone into 
liquidation and of 17 other companies 
which are in the process of liquida­
tion in the city of Poona alone. Their 
cases are pending in the district court 
of Poona. There are, I leam, about 
25 more companies in Maharashtra 
which are facing the same fate. If 
that is the case in a province like
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Maharashtra, it may be that other 
provinces aslo are sharing the same 
experience. So the common man, if he 
is protected as a shareholder, must have 
the same protection meted out to him 
when he goes to the companies as a 
depositor. Now, Mr. L. N. Wellingkar 
wl̂ o was the Chairman of the Thevidar 
Parishad said in that conference that an 
advice was published by them through 
the newspapers to the common depo­
sitors. What they said is as follows— 
this is the advertisement published—

“A Warning to the Depositors—
Do not be deceived by alluring 
adverlfisements—Make deposits 
after making sure of security 
and solvency— F̂or further infor­
mation, apply to the Associa­
tion*’.
10 A.M.

So if we want that the common man 
should be protected, if we want that 
the common man’s noble instinct of 
subscribing to the national capital 
and subscribing to the national ad­
vance of industrialisation should be 
developed, then the common man’s 
interests must be given adequate pro­
tection. When the Company Law Com­
mittee went round in their investiga­
tion, this particular problem of the 
common investor was not before 
their eyes. We do not find any refe­
rence to it in the discussions of the 
Company Law Committee. But after 
the deliberations of the Company 
Law Committee were published in 
the form of the report, these repre­
sentatives of the common investors 
approached Government, and I am 
sure that this matter must be ensa?- 
ing the attention of the hon. Finan'̂ e 
Minister. I would appeal to him that 
proper and adequate protection be 
given to them in the form of £ome 
section—I do not know in what precise 
terms they can be protected; it is 
not for me to say, it is for the Select 
Committee—but one thing I know—that 
the debenture-holders are given am­
ple protection. The debentures are 
secured debts while the depositors 
who subscribe to the capital of the 
company are not secured. Theiefore,

they should be given some security  ̂
some safety which will induce them 
to invest further.

One more point and I shall have 
done. That is about proceedings in 
the High Court. Now, the High 
Court alone can take cognisance ot 
suits under this law; proceedings can 
be started in the High Court alone. A 
good deal has been discussed in the 
Company Law Committee’s report  ̂
but unfortunately they have come to 
the conclusion that the jurisdiction of 
the district courts should be with­
drawn in this matter. I think this is 
a hardship. If we want to protect 
the common man, if we want to give 
him all the facilities to seek justice 
from the courts, he must be allowed to 
approach the District Courts. In this 
light, this section giving High Courts 
alone the jurisdiction seems to be a 
retrograde step. Therefore, I think 
if real redress is to be given, if the 
interests of the common man are to 
be really protected, the district courts 
should be given jurisdiction. If my 
time is up, I conclude.

3tT^ anHT̂  c; »

^  I

T O  ^  ^  *rer c w

<Ti ^  ^
^  ^  ’I? «IT ^

^

^ ^  T'i(n-qtJl ^
I ^  ^  fspT

^ fTT W  ^
^  ari*?

#  vspft 5IT
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^  ^  <mr ?hTT, arft ;jf jji?^  ^  
n;5r f»n^ <n ?m? f
<tRT r̂ai5=5T ^5f»T JHrlTr 5^11 #  i aiT^

«n^ ?if»T sinr ^  
ar# R i?iN i ?m kr atft »̂ a()<rfn'
5lf*T r̂a" ^  ?HT *<rJ ^  ^
^  ^ afTflW' ^  <;3ft ^  T<u|jir 
*f 5nu^ ^  artV Jwn ^  ^  ^  
gfsrf r̂ J»77 w ? f  f ,  f̂fsrsr tf
*n 3tmr f  v ip N r «cn-
"rf̂ r-T, g'-'faqij^ tfTTirf/vtH 3jft ^  
*nH?T f«rgpf

sTsihnrtg"
flHMIHI appf <d«{j|j|i’ ^  ?5I^ ^ 7i f

5rf»rf
iT ^  «»rT̂  f  sR5?r qr«nih ik r

ffT  ^  I f i r  «TT ^  nf*T 3ppt
«l5nT 3̂  ?qi I J ^  7̂7!̂  ^  ̂

»̂ , airar #  ^nr«f
fl| f  ?rf ^  T3(? !T^ t
^  T# ? * 5 ^  ŜPl̂ T ^ ^

^  I fw  » f  w*nfTw 
f? r  in n  ?rf»rf?r ^  a ft r»n^

« 5 i? ^  M = r ^  in ? ir  ^  a jft tsnsr 

T^  ^  t«rm rf «S ^tw * f  f t r  ?*r?r ^
^  < C1I I

Shri U. M. Trivedi (Chittor): The
discussion of the company law has 
been somehow or other centred only 
round the managing agency system. 
Under our present economic struc­
ture, it is not possible to do away 
with the managing agency system.

I should certainly congratulate the 
Government for the trouble they have 
taken in bringing the Bill before the 
House. Some hon. Members, in a 
most vituperative language, have 
tried to run down the provisions of 
the company law and attacked the 
very principles of the company law. 
They have said that we must scrap 
all this and do away with it complete­
ly, and have complete nationalisation.

It might be an ideal, perhaps fitted 
to some particular type of people  ̂
living in a particular society, with a 
particular background. I do not 
think that it does apply to the Indian 
conditions or the conditions in this 
country. We are not yet prepared to 
reduce ourselves to slavery. We want 
that our employees should not be ren­
dered mere serfs, and if we want 
democracy to work, it is fit and pro­
per for us that the private sector of 
our economic life should not be done 
away with.

With these few remarks, I shall 
come to the discussion of the draft Bill. 
I note that in some cases, the drafting, 
has been either copying of what was 
already before, or clumsy more or 
less.

Looking at the definition clause, I 
find that the words ‘trading corpora­
tion’, which have a very important 
place in the company law, are not 
defined there. On the contrary, we' 
are left to look into the Constitution 
for a definition of ‘trading corpora­
tion’. When we look at the constitu­
tion, we still find that there is the fal­
lacy of beg^ng the question. The 
‘trading corporation’ is nowhere de­
fined. This is very important and it 
should be well defined.

Coming to the question of putting 
some prohibition on the formation of 
companies, on the formation of asso­
ciations and on the number of pec^le 
who could go and form associations 
or companies, 1 wish to say that the 
prohibition is merely of a negative 
type. It creates difficulties at many 
places. Mere prohibition should not 
do. The penalty, not in the sense o f  
a criminal liability, but in the sense 
that those who do not abide by this 
provision of law should have some 
handicap placed against them on their 
economic interests, is not enough. It 
is not enough to say that so many 
persons should not form associations.
It should be declared that any such 
formation shall be void, all the tran­
sactions entered into by them shall 
be void and that they shall not be- 
adlowed to enforce any contractual re­
lations that they may have enteredi



<385 Companies Bill 3 ^A Y  1954 Companies Bill 6386

IStiTi U. M. Trivedi] 
into. We have some provisions of 
this nature under the Partnership 
Act I urge that a similar provision 
must be made in this Bill.

Dealing with the memoranda ques­
tion, time and again complaints have 
l>een made that in the memoranda--al­
though the company may be floated 
^ d  it might be a spinning and weav­
ing company or a company dealing 
with cotton or with jute— ît is des- 
<ribed that you can borrow, can lend 
money, can buy land, can sell land, 
can mortgage land etc. All tliese 
things should properly be looked in­
to, because it is these things that ge­
nerally land companies in difficulties 
-and So there should be some check 
imposed on these various items which 
are put down in the memorandum. 
Again. I would urge that the wora* 
‘trading corporation’ must be proper­
ly defined and the Select Committee 
will do well to look into the provi­
sions under clause 11.

I find that we are still at the old 
English law about the use of the word 
‘limited*. I see no propriety for keep­
ing or preserving in this law the pro­
visions of clause 21. Why is the pro­
vision made, namely, that the Govern­
ment shall have power to dispense 
ivith the word ‘limited’ in the case of 
charitable associations? Wlhat is 
^rong there? Why are we afraid of 
allowing the use of the word ‘limited*? 
l^ e n  you put down so many safe­
guards and other provisions for re- 

■voking this particular type of licence, 
ivhich is to be granted, why is section
21 still kept there? There is absolute­
ly no charm in these days for not 
lo w in g  this word ‘limited’ to be ap­
pended even to a charitable associa­
tion, and I request that the Select 
Committee may kindly go into this 
iand re-draft this clause entirely.

Then, a good deal of cheating is 
l>ractised by the Head Office and the 
Registered Office of a Company being 
at two different places. Technical 
•objections about rules, notices and 
•other things are being raised by such 
companies by putting down on their 
letter-heads, their head office in one

place and registered office in another 
place. A definite provision should be 
made to the effect that the Registered 
Office of a company should not be 
different from its Head Office. 1 am 
sure the Select Committee will do 
this.

I would in this connection like to 
draw the attention of the House to 
the discussi(m we had in this House 
last session in connection with the 
Banking Companies Bill. If a Direc­
tor or a Secretary or officer of a Bank­
ing Company defaulted, or did a 
particular thing, we made such acts 
punishable heavily. I ^ell remember 
we had a lengthy discussion about it 
and we made all those offences cogni­
zable. Here in this particular ins­
tance I find that cheating is cheating 
fraudulent actions are fraudulant 
actions, no doubt, but what do clauses 
55 and 56 provide? Though im­
prisonment up to five years is provided 
for, yet all these offences are kept
non-cognizable. Why should special 
consideration be given to these 
cheats? If a director of a .banking 
company is to be hauled up for aU 
these delinquencies, why not a direc­
tor of a company? A director of a 
company who is always in a fidu-
ciait/ capacity to the shareholders, 
should not be dealt with differently 
from a director of a banking concern* 
I request the Select Committee to pay 
due attention to this provision.

Coming to the provisions relating 
to managing agency, I find that an 
attempt is being made to limit the 
number of years for which the mana­
ging agent may derive the benefit of 
his exertions. But one thing is con­
veniently forgotten. The managing 
agency is the result of a personal 
effort of a particular individual and 
the! redation between the managing 
agent and the company is always a 
personal one. It is a personal cont­
ract. But we find that in practice 
whenever an agreement for mana­
ging agency is entered into between 
the managing agent and the company
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Ihe first clause provides: “This agree­
ment entered into by such and such 
person on the first Part and the com­
pany on the second part provides 
like this: that the first part, the mana­
ging agent, includes his heirs, suc- 
<!essors and assigns” . I fail to under­
stand, when this particular provision 
is being recast, why this assignment 
question is still accepted. A personal 
relation is a personal relation; a per­
sonal contract is a personal contract 
-a personal contract of such a nature 
which a managing SLfient secures for 
hinweif for having i*endered some 

tservice to a company at the initial 
stage should not be of such an assign- 
alfle nature. This assignment takes 
away from it the personal position of 
the managing agent, and if he is not 
able to render those services, or con­
tinue to render those services, or de­
rive the .benefit for himelf of those 
services, this question of assignment 

Tnust be done away with. Although 
there is a provision that the transfer 
by â manaiging ttiflftot will only be 
accepted by a general resolution, I 
say that this provision should be done 

away with; or there must be a posi­
tive prohibitive provision incorpo­
rated in the Bill that such an assign­
ment should not be allowed in law.

I also request that while dealing 
with the managing agency s3rstem the 
Ŝelect Committee will do well to look 

into the very good work which the 
tsystem has done in places like 
Ahemdabad. Hon. Members may 

i:ertainly have come across managing 
agents who may have acted to the 
detriment of the country. But sweep­
ing generalisations should not be 
made on that ground. I would sug­
gest that the following assertion of 
the Ahmedabad Mill-owners* Associa­
tion may be looked into in redrafting 
or in overhauling any of the clauses 
relating to the managing agency sys­
tem (552-568) in the present Bill.

“The close attachment between 
the industry and the managing 
agents is sought to .be threatened 
which will bring about coxApIfete 
di8k)cation in the industry. The 

135 P.S.D.

managing agents finance the in­
dustry in their initial stages and 
at times even staking their per­
sonal credits even manage to 
get finance on their personal pro­
perty in times of need. The pro­
posed amendment regarding re­
muneration will kill all incentive 
and initiative to greater produc­
tion and the mana^ng agents 
would simply become mere mer­
cenaries devoid of all interest in 
the concern.”

The Committee, in their considera­
tion of ihis very important and value- 
able institution, should not be actua­
ted by certain theoretical propositions 
put forward by certain . individuals 
whose knowledge of the system is 
derived from the books they have 
read on the subject.

Slui Debeswar Sarmah (Golaghat- 
Jorhat): Mr. Chairman, before I 
make my submissions on certain 
clauses of this Bill, I have to confess 
to a feeling of being disturbed in my 
mind Jby certain remaiics made by 
the hon. Minister for Commerce and 
Industry in the earlier part of his 
speech herein  he sought to educate 
us on the policy and the objective of 
this Bill. I understood him to have 
said that it is no part of the objec­
tive o  ̂ the Company Bill whether 
capital would be concentrated in a 
few hands or it will be distributed 
among many. That is not the way 
that we understand the objective of 
the Bill to be; that is not the way 
that our Government from time to 
time express their social objectives 
in various legislations. Of course, 
it is not my point that every piece of 
legislation should or could try to 
tackle the problem whether the gap 
between the rich and the poor should 
be lessened* or that capital should 
remain concentrated in a few hands 
or otherwise. Admittedly company law 
deals with a ccmsiderable sector of 
production and distribution, and as 
such it is closely connected with the 
pn^lem as to whether capital will be 
concentrated in a few hands or it will
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be distributed amongst a large num­
ber of our countrymen, as large as 
it may be. If what he expressed is 
the view that the han. Minister for 
Commerce amd Industry takes on 
such an important piece of legislation, 
one can only request him to think 
over and search deep down into his 
heart as to whether he fits in with 
the present scheme of things envi­
saged by the congress party.

Coming to the Bill itself, we find 
provisions for promotion, manage­
ment and for winding up of Compa­
nies. Unfortunately, attention has 
not been paid to one aspect. It is the 
transfer of Companies lock, stock and 
bartrel. Undoubtedly labour welfare 
is one of the accepted objectives of 
the Company Bill, as we find it stated 
in the Company Law Committee Re­
port at page 12 : it runs as follows: 
‘The policy of labour and other per­
sonnel in the matter of production’. 
We read about this at page 12 and they 
are reproduced in the other chapters. 
They have considered to what extent 
it is possible to adjust the structure 
and methods of the corporate form 
of business management with a view 
to weaving an integrated pattern of 
relationships as between promoters, 
investors and the management, so 
that—I refer to clause (c) “—the in­
terests of creditors labour and other 
partners in production and distri­
bution may be duly safeguarded.” I 
underline labour in this context. We 
find, particularly in our part of the 
cooantry, companiies are transferred 
totally. What happens with such 
transfers? The Reserve fund or the 
depreciation fund which was built up 
by the sweat of labour in those com­
panies—there is no dispute about it 
and no impartial observer can have a 
different 'opinion' about it—is taken 
away by the vendor company and 
vendee company does not get it. Then 
when the vendee company or an indi­
vidual takes the concern in its entirety, 
he victimises the workers— t̂he emplo­
yees—in that concern. I submit that 
when this Bill goes to the Select Com­

mittee, the hon. Finance Minister and 
the hon. Members who constitute the 
Select Committee will keep this in 
view and will, I hope, try to insert 
some sections which will safeguard 
the interests of the concern as a 
whole, the property as a whole as 
well as the workers in that concern. 
It cannot be disputed that this is not 
outside the scope of the Companies 
Bill. So, my first submission is that 
a few sections should be inserted 
or a miscellaneous chapter—you may 
call it whatever you like—might be 
inserted to see that the interests of 
the workers and the reserve fund are 
safeguarded when companies are 
transferred or change hands so that 
the interests of the workers and 
labourers may not suffer.

I would like to invite the attention, 
of the hon. House to another points 
In those companies which belong ta 
the foreigners or which are regis­
tered outside India, I submit there 
should be provision at least for one 
director of the company to be Indian. 
The Company Law Committee itself 
has srtiated that we have precedents 
in the United States and Switzerland 
Company liBgi^ation in this respect. 
The General Corporation Law in the 
State of New York provides that “the 
business of a corporation shall be 
managed by a Board of Directors at 
least one of whom shall be a citizen of 
the United States and a resident of 
that State”. Similarly, the Swiss legis­
lation lays down that “the sole direc­
tor of a company or if there are more 
than one director a majority of the 
directors should be of Swiss nationa-̂
lity ;...... violation of this law may
give icause foî  judicial dissolution” .̂

The Company Law Conmiittee dis­
cussed this aspect but since it related 
to high policy of the State, they did 
not go into this matter. I for one fail to 
imderstand as to why in India we 
could not incorporate into this legisla­
tion a provision to the effect that at 
least one director of the foreign com­
panies should be an Indian. What is
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there which prevents us from incor­
porating such a provision? We have 
good examples; we try to copy certain 
provisions of the statute of New York; 
we are also inclined to take our model 
from the Swiss constitution. I hope 
that this aspect of the matter will be 
taken into consideration by the Select 
Committee and by the Finance 
Minister.

From a little personal experience^
I say that when the matters relating 
to labour, the cost of production of 
tea and ancillary matter were gone 
into in the State of Assam in 1938 and 
this humble-self was one of the mem­
bers of the Enquiry Conunittee, the 
progress of work of the Committee 
was practically suspended, it ceased 
to function for all practical purposes 
when the manager of a tea estate in­
advertently showed his balance-sheet 
which was kept in his drawer. The 
Chairman who happened to be an 
ICS officer, .basking at that time in 
the favour of the foreign Occupation 
Power, dislocated the committee so 
that it could not function. The 
balance sheet would disclose matters 
which the Foreign Company would 
not like. Then again we heard of a 
talk of a committee being appointed 
long ago to go into the cost structure of 
tea and recently a three-man committee 
was appointed to go into the cost 
structure of production of tea. I 
apprehend that this committee will 
not be able to find out that there is 
considerable inflation in the cost 
structure of production by the foreign 
companies. If at least one Indian 
director is there in the company, he 
will at least have a knowledge as to 
how these things are manipulated, 
even though he may not be able to 
give shape to the course of things in 
the Company. This is my submission 
and I would earnestly request the 
Members of the Select Conunittee to 
take this matter into consideration 
and try to incorporate a section in the 
Bill so that one Indian at least may 
be there on the Board of directors of 
the foreign companies who have a 
Place of business in India.

The third point, I shall refer to is 
the managing agency system. This is 
a vexed question and from the argu­
ments advanced from the various sides 
one thing has puzzled me as it should 
have puzzled many others who have 
had not much insight into matters 
financial. The various Tariff Board 
reports,—the Fiscal Conmiission report, 
the Planning Conmiission report— în 
fact every one had said something 
derogatory about the managing 
agency. We find that in no other 
civilized country except India the 
managing agency system is preva­
lent as it is in India. If that is so, why 
should we still cling to the managing 
agency system? Can we not do away 
with it? How other civilized and in­
dustrialised States are faring well 
without managing agency system? 
It is said that in India there has 
not developed a capital market. Sir, 
it is a vicious circle. So long as th  ̂
managing agency system continues, 
can we expect to build up a capital 
market. I think it is futile to expect 
that. It is also said that managing 
agency system arose out of history, 
geography and economics of India. 
Admittedly history has changed. 
Geography has also changed with the 
improvement of communications, 
with the improvement of air travel, 
radio and wireless communications. 
Geography cannot, therefore, play 
any substantial part in these days. 
Now, we in India want to change the 
old feudalistic economy. Very brief­
ly the origin of this managing agency 
system is: when the governance of 
India was transferred from the East 
India Company to the Crown  ̂ British 
investment poured into India, and 
the investors were not able to look 
after their investments here from 
that long distance. Therefore, the 
old East India Company people who 
were in India and who knew about 
India, managed the affairs and the 
managing agency system started and 
grew. We are carrying on that 
archaic system even now. I hope. 
Six*, that fStka SAed Committee will 
Itake this matter into consideration 
and amend Section 311 In such a way
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that by the 15th of August 1964, the 
managing agency system in India 
will be no more. Here, under this 
section 311 we find that existing 
managing agencies are to g6 giving 
place to new ones in accordance with 
this Bill or Act. I once again to 
express my hope that the Select 
Committee will amend the clause in 
such a way that by the 15th of August 
1964, there will be no more managing 
agency system in India. Let Ug have 
this time of ten years to devise ways 
and means to manage affairs of the 
company and to pay off these manag­
ing agents, so that we may come into 
a new order of things in ten years. 
I commend this to the serious consi­
deration of the Members of the Select 
Committee.

Lastly, I have to say a few words 
f.bout controL As regards control, 
most of us who have tried to under­
stand a little, are of the divided 
opinion in that respect. When we 
think of a Corporation, atonce the 
affairs of D.V.C. comes to our mind. 
It is not only that the D.V.C. has 
bungled and wasted crores and crores, 
but the other day when two Members  ̂
of the Estimates Committee went to 
see and examine things for them­
selves on the site, the authoriti­
es of the D. V. C. did not have 
even the good manners to extend them 
the usual courtesy that is exi>ected by 
a gentleman from another gentleman. 
When we talk of the wastage of crores 
and crores of rupees, committees are 
set up and committees come up ui a 
way to white wash it. The other side 
of the picture is equally gloomy. The 
other day” we found that the Central 
Tea Board Act was passed and the 
Government took upon themselves 
to nominate certain Members. We 
found that to a considerable extent, 
apparently the qualifications of the 
nominees showed that they knew 
nothing on this subject. Perhaps the 
hon. Minister for Commerce and 
Industry thought that they would be 
able to bring in an open mind because 
they new nothing about the subject In 
which Hiey were mit. Thereiore, we

find ourselves between Scylla and 
Charibdes, but, ultimately. I submit 
that if there is to be an inspectorate, 
the Government inspectorate would be 
the best under the present circum-

• stances. In that case the Parliament 
\ will have a greater control.

Shri Kasllwal: Sir, during the last
four days, long arguments have been 
put forth on the floor of the House on 
the Bill that has been under discus­
sion; arguments both for and against 
the investors, for and against the 
managing agents, how effective con­
trol of the investors has to be exer­
cised; how the shareholders have to 
be safeguarded and so on. AH these 
arguments have been raised and it is 
not my object now to repeat any of 
those arguments. I need not also 
address you on another matter relat­
ing to accounts because the Finance 
Minister has assured that, as far as 
possible, disclosures will he made in 
the balance-sheet by which the inte­
rests of the shareholders would be 
safeguarded.

Then, Sir, there î  one matter to 
which I would like to draw the atten­
tion of the Finance Minister and of 
this House, because it seems to me 
that, that point has hardly been touch­
ed upon—of course, subject to correc­
tion. I refer to the point relating to 
winding up. In the liquidation pro­
ceedings it has been found—and the 
matter has been represented to the 
Company Law Committee also>-that 
these proceedings take a very pro­
longed and procrastinated shape with 
the result that all the money which 
might otherwise go to the shareholders 
is swallowed up by these liquidators. 
These liquidators have a very pecu­
liar tendency. They get into collusion 
with the managing agents, enhance 
their remuneration, lose their inde­
pendence and in a way they virtually 
become the tools of managing agents. 
For a long time these proceedings 
simply continue. It is not possible for 
the shareholders in any way to take 
any great interest and the result 
uttimat^ is that most of the m<mey 
is completely lost which goes entirely 
in the form el lee» for the Uquidalon^
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I know of some companies which went 
into liquidation, where had it been 
possible for the proceedings to be 
terminated expeditiously, probably 
eight annas in the rupee would have 
been distributed to the shareholders, 
but they managed to distribute only 
one anna in the rupee and the balance 
of seven annas simply went into the 
pockets of the liquidators who in col­
lusion with the managing agents pro­
longed the proceedings as I said 
before.

The Company Law Committee had 
made scnrne suggestions and one of the 
suggestions is that every Hî h Court 
should have a liqmdator appointed. 
So far so good; but there is no provi­
sion in the Bill which would show that 
it shall be the duty of the court liqui­
dator to terminate these proceedings 
expeditiously. I wish that when the 
Select Committee meets, it will take 
this point into consideration and make 
some provision so that these proceed­
ings of liquidation are terminated as 
quickly as possible.

[M r . D e p u t y - S p e a k e r  in  the Chair]

Sir, I need not take a longer time of 
the House because the hon. Finance 
Minister in his speech himself said 
that if he felt or if the Select Com­
mittee felt that there were not suffi­
cient safeguards fbr the social inte­
rests, he would be prepared to accept 
amendments without tilting the scale 
on any particular side.

There is another point to which I 
would like to refer. There are one or 
two particular things which are to be 
found in the Bill. They are *asso- 
ciate of the managing agents’ and 
‘competitive business of the managing 
agents'. According to managing 
agents these two provisions are un­
necessary restrictions on business and 
they are of the view that if these res­
trictions continue it will be very diffi­
cult for the managing agents to work 
smoothly. There will also be short­
age in capital formation and many 
other things. They seem to point out 
that it will not be possible to work 
smoothly the entire administration of 
companies in which these restrictions 
•re placed. This is a matter which.

I believe, the Select Committee will 
take into consideration. I say it for 
this reason, that the hon. Minister^ 
Shri T. T. Krishnamachari said yes­
terday that we have accepted for the 
moment that the managing agency 
system should continue. We have ac­
cepted the validity of the argument 
that for some time the managing 
agents are necessary. If that is so, 
this is a particular point relating to 
'associate of managing agoits’ and 
‘competitive business gone into by 
managing agents’ to be considered by 
the Select Committee.

There is only one small point which 
I want to make and then I will close. 
That relates to the authority which is 
now proposed to be vested in the 
Central Government My hon. friend 
Shri Debeswar Sarmah who preceded 
me, did say a bit of it  What I want 
to say is, that if so much of authority 
is being vested in the Central Gov> 
emment, what is the guarantee that 
the employees of the Central Govern­
ment who deal with these matters 
will not make mistakes. What is the 
guarantee that these people will not 
meddle in the affairs of the company 
in such a manner that the smooth 
working of the companies is not im­
paired. This 'also is a point w hi^ I 
hope the Select Committee will take 
into c<msideration.

I do not want to take any mor^ time 
of the House, and I close.

Mr. Depoty-Speaker: There are only 
three minutes left I want to call the 
hon. Minister at elev^m o’clock. Will 
Shri Samanta finish in five minutes?

Shri S. C. Samanta (Tamluk): Yes, 
Sir.

Mr. Depaty-Speaker:. Very welL
Shri S. C. Samanta:. I heartily sup­

port the amendments and the conso­
lidation of the Companies BiU. It wild 
be a very hard task for the Select 
Committee.

.1 wish to idace an instance before 
them. Here, in the heart of the Delhi 
city, which is the capital of India, 
there is one company called the Indian 
Union Finance Corporation, whidi is 
functioning here. This company does
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money lending business. It is a regis­
tered body. They are functioning ac­
cording to rules. I would request 
hon. Minister and the Select Com­
mittee to go into this matter. This 
Corporation issued an advertisement 
in the Ananda Bazar Patrika In West 
Bengal, only in that paper and said 
that people may borrow up to Rs. 1,500 
from the company on personal gua­
rantee. Some people applied. In the 
first instance, they were informed 
that they should send Rs. 10 for the 
functioning of the company. See the 
fun. One is asking for a loan. Before 
he is granted the loan, he is asked to 
send Rs. 10 by money order. I have 
no time; but î  is an interesting case. 
One person sent some questions. So 
his case was disallowed. He was in­
formed thit the loans were arrang­
ed strictly on terms fixed by the 
Corporation. This Corporation re­
ceives money orders first and then 
they say, for some reason or other the 
loans will not be granted to those who 
hiave ai^lied. Thene are so many* 
persons who are being cheated in this 
way. These organisations and com­
panies which are functioning in the 
heart of the Delhi city should be 
looked into and the Finance Minister 
and the Select Committee should find 
out what other remedies should be 
added so that such business may not 
be carried on.

I would suggest one thing. There 
is so much discussion, so much argu­
ment about managing agencies, about 
directors and so on. I would request 
the Committee to consider whether a 
reserve fund can be created by law, 
whether there can be a provision in 
the law whereby every company may 
be made to pay some amoimt into the 
reserve fimd so that the problem of 
money which stands in the way of 
further progress of the country may be 
solved.

II A.M.
Sliri C. D. Deshmakh: My task has 

been greatly lightened by the massive 
contribution to the debate that was 
made by my colleague the hon. Minis­
ter for Commerce and Industry. He is

the person who is affected by the 
failure or success, as the case may be. 
that we secure in the administration 
of the measure before the House and 
therefore any observations that he 
has made deserve the fullest consi­
deration of the Select Committee.

The first point that I should like to 
dispose of is the point made by the 
hon. Member for Pudukkottai. He 
complained......

Shri S. S. More (Sholapiur): Would 
it not be better if the names are men­
tioned? We do not get any idea by 
the mention of the constituencies.

Shri C. D. D e^v k h : Shri Valla- 
tharas, Member for Pudukkottai___

Mr. Depnty-Speaker: Hon. Mem­
bers also must try to familiarise them­
selves with the constituencies.

Shri S. S. Bfore: That would be a 
great strain on our memory.

Mr. Depnty-Speaker: I am not say­
ing that names ought not to be given. 
Gradually we must try to replace this 
practice by the other one.

Shri S. S. More: Then, you wiU 
have to reduce the number of Mem­
bers.

Shri C. D. Dedmrakh: He complain­
ed of the inadequate publicity for the 
report and said that the Members 
have not been supplied with the 
views expressed on the proposals now 
embodied in the Bill which was being 
considered. It is not the practice 
to put every sort of material before 
the House. The volumes containing 
the evidence that was tendered before 
the Expert Commfttee are available 
to hon. Members. In any case, in my 
speech, I had fully explained the 
different stages through which the 
consideration of this matter had pro­
ceeded before the present Bill was 
Introduced in Parliament. Having re­
gard to the history of this measure 
and the different stages through 
which the consideration of this sub­
ject has passed, it would really have 
been impracticable to provide the hon. 
Members with copies of the hundreds
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o f documents that have been examin­
ed at one stage or other by the Com­
pany Law Committee or by the Gov­
ernment Anyway, for the informa­
tion of hon. Members, I would add 
that as early as 1949, a press note with 
a memo, containing the principal pro­
posals for the revision of the Indian 
Companies Act had been issued by 
the then Ministry of Commerce for 
eliciting public opinion on it  Copies 
of the memo, were freely sent to all 
those who asked for it  After the 
Company Law Committee submitted 
its report in March, 1952, again, wide 
publicity was given to these recom­
mendations in a press note issued 
shortly afterwards which contained a 
simmiary of the recommendations 
made by that Committee. As usual, 
copies of the report were distributed 
to the press and were made available 
in all Government book depots and 
agents for Government publications. 
Then, opinions on the report of the 
Company Law Committee were speci­
fically asked for from the State Gov­
ernments, Chambers of Commerce and 
Trade Associations and eopies of these 
documents have been placed in the 
Library of the Parliament for the use 
of hon. Members. So, I think the 
House will agree that we have taken 
all practicable steps we could take to 
ensure wide publicity to the recom­
mendations of the Committee. The 
Bill itself was published in the 
Oazette of India. I do not honestly 
believe that having regard to its com­
plicated nature we could have elicited 
any further useful views on it, so far 
as the public are concerned, on whose 
behalf the hon. Member was speaking. 
In any case, no other hon. Member 
has a|)pai^tly shared hfe views. I 
do not therefore think that it is neces­
sary now to lose time by circulating 
this Bill, or that even on substantial 
grounds, it is necessary to do so.

The next question is what is it that 
we are discussing here today. It is a 
motion to refer the Bill to the Select 
Committee which means that the 
House is being asked whether it ap­
proves of the principles of the Bill. The 
all-pervasive principle of the Bill is 
that the present company law stands

in need of amendment. The Speaker, 
when he gave his ruling, made some 
illuminating observations on the need 
fcs: a modernised company law. That 
being the case, so far as this parti­
cular motion is concerned, I do not 
think that there is any controversy. 
Therefore, all the observations that 
have fallen from the hon Members 
are observations which will be for the 
consideration of the Select Conmiittee.

I have no doubt that they will 
receive the most serious consideraticm 
at their hands. My colleague threw 
out a suggestion for the Select Com­
mittee to consider, that it might split 
into sub-committees. That is a mat­
ter for the Select Committee to decide 
when it decides its own procedure* 
and I do not think it is necessary for 
me to add any observations of my 
own on that suggestion.

Certain hon. Members have com­
plained that this is only a copy of the 
English Act. Now, I do not really 
understand the force of this criticism. 
The system that we are working has 
been taken from the British. They 
themselves had to amend the law, I 
think in a space of about 19 years. 
The Cohen Committee was appointed 
in 1945, and they amended the Act in 
1948. Our Act was of 1913 which we 
amended in 1936, and it is only natural 
that from time to time over periods we 
should be comparing notes. But, Sir, 
I could give many examples where our 
law differs in detail from the English 
law. If hon. Members would look at 
clauses 44. 79, 80, 81, 84, 111, 192, 197, 
219, 237, 240, 243—all important
clauses—252, 253, 254, 263, 270, 278, 
280 and so on and so forth, these are 
clauses which do not occur in the 
English law and which, therefore, are 
not based on the English Companies 
Act of 1948. Now, so far as the 
language is concerned, when we are 
dealing with the same subject-matter, 
it is almost inescapable, having in 
view the history of our own com­
pany law, that our language should 
flow into the same kind of moulds. 
But I do not think that that is open to 
any objection. In any case, as some 
hon. Members have admitted, the 
language o f the , English statute itself
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is not so complicated as that of the 
Estate Duty Act. Therefore, I think 
as we go on in the Select Committee 
to deal with the draft in detail we can 
consider whether we can make our 
own improvements in expressing our 
meaning.

I might add here, incidentally, that 
the UJC Act was passed by a Social­
ist Government in 1948. That is a 
point of some importance which has a 
general bearing on much that has 
fallen from hon. Members here. And 
that really brings me to the pith and 
substance of this BilL Many hon. 
Members have complained that the 
present Bill does not go far enough. 
Principally the hon. Members from Cal­
cutta North-East and South-East, that 
is to say, Shri H. N. Mukerjee from 
North-East Calcutta, and Shri Sadhan 
Gupta from South-East Calcutta al­
though they come from north and 
south, have seemed to agree on many 
particulars here. Their main com­
plaint is that the scope of this Bill is 
too restrictive, and that we really 
have not done much thinking. My 
retort would be that our thinking has 
advanced very much farther than 
theirs. For instance, they want that 
this Bill should provide for almost 
everything that they attach import­
ance to in the economic policy 6f the 
country, control of foreign invest­
ments, capital issue control, the pre­
vention of British competition, the 
prevention of concentration in the 
hands of industrialists, that is to say, 
prevention of monopolies or cartels, 
then the threat to small-scale indus­
tries— t̂hen that we must provide for 
bank finance, that we must provide 
for industrialisation in the rural areas, 
that we should ensure that the petrol 
and other companies are driven out 
and that we should also see that the 
employees are not cheated—apart 
from other suggestions which, I think, 
are germane to the purpose of this 
BilL Then the other hon. Member 
also made suggestions. He also refer­
red to foreign investments. Then he 
has referred to the necessity of an 
overall planning of investments, the

complaint being that if you plan on 
the basis of private ent^rise, then 
there are likely to be disconcert]^ in̂  
creases and decreases in the volume 
of investment. He also wants that 
something should be done about the 
r^siittance of profits and excessive 
imports. Now, all these are matters 
which are of relevance in discussing 
the general economic policy of Gov* 
emment, and certainly the views that 
the hon. Member has expressed must 
be taken into consideration when. 
Government makes up its mind. But 
I doubt whether with the best o f 
intentions the Select Committee will 
be able to introduce all this material 
into this Bill which already runs into- 
612 clauses; possibly you might have 
to add another 100 clauses or so, and 
then I think the House can very well 
complain that we have really now .. . .

Shri Gadgil (Poona Central): It
might go up to a thousand.

Shri .C. D. ]>cshmiiUi: It might— 
one does not know. But then I should 
say that we really would have gone 
very far from the main gist and the 
substance of this BilL Therefore, I 
think we ought to confine ourselves to 
the narrow conception of the scope of 
the Bill, namely, how to regidate the 
affairs of these volimtary associations 
of individuals for the purpose of earn­
ing a profit in the industrial or com­
mercial field.

I shall deal with some of the points 
which fall within the scope of this 
Bill later on when I come to them. 
The majority of Members, I find, con­
sider that the Bill is about right, but 
that it needs various amendments. 
Now that, as I said, is a matter which 
the Select Committee will have to 
consider and I do not think as regards 
those who are in the Select Com­
mittee including Government Mem­
bers, it is e3q>ected t^ t  they would 
stand hard and fast by ansrthing that 
they have proposed. This does not 
mean that we shall yield position un­
less we are convinced that there are 
good reasons for doing so.
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Shri A. P. Sinha (Muzaffarpur 
East): Obviously iny appreciation has 
frightened you!

Shri C. D. Deshmokh: In regard to 
these details, I thixik it would be best 
to deal with some points because 
those are the points which the Select 
Committee will have to consider, in­
cluding the major issue of whether 
the managing agency system should 
be mended or ended. Now, there 
was a suggestion—1 dispose of it be­
cause it is a small cnne— b̂y the hon. 
Member for Tliiruvellah (Shri Mat- 
then) that we should consider the 
question of shares of no par value. 
His reason for suggesting this was 
that this had been examined in the 
U.K. by a Committee over which Sir 
Montagu Gedge, formerly a member 
of the Cohen Committee, presided. 
This Committee recommended that 
the English Companies Act, 1948, 
should be amended to permit of issue 
of shares of no par value. Now  ̂ so 
far as the actual working of the ioint 
stock companies is concerned, the 
issue of shares of no par value does 
not affect it. What it does affect of 
course is transactions in the stock 
exchanges.

Now, apart from the fact that we 
have still to bring before the House 
a measure for the regulation of stock 
exchanges, in country, there has 
been so far no demand for such 
shares. As far as one can see, there 
does not seem to be any necessity for 
them. It seems to me that the intro­
duction of such shares would provide 
a needless element of complexity in a 
matter which is already complex 
enough. In any case, at the moment 
there does not seem to be any strong 
case for authorising the issue of 
shares of no par value.

Then the same Member drew atten­
tion to Section 87(B) (C) of the 
Indian Companies Act requiring that 
the transfer of the office of managing 
agents should be void unless approv­
ed by the companies in a general 
meeting. The only important change 
introduced in clauses 324 and 325 of

the Bill, which deal with the subject,, 
is that a special resolution instead of 
an ordinary resolution is now requir­
ed for the transfer of office by a 
managing agent. This is one of the 
new provisions which really takes the 
place of the existing temporary 
amendment Bill, which requires the 
approval of Government to any 
changes in managing agencies. We 
have had, in administering the present 
law, cases—at least one celebrated
Calcutta case—before’ us and in deal­
ing with that, it struck me that I 
should try out. so to speak test, the 
provision that is contained in this be­
half in the BilL I therefore made it 
a condition of my approval that 
special resolution shouldf be passed. 
The company had some difficulty in 
getting special resolutions passed but 
finally, they have succeeded in d<rfng 
so. And, since the condition laid 
down by me was satisfied, approval' 
to the transfer has been given.

My colleague has pointed out here 
that there is some discrepancy be­
tween these clauses 324 and 325, which 
deal with the transfers of managing 
agency or change in their constitution 
and clause 310 which requires the 
resolution of the general meeting by 
ordinary resolution to appoint the 
managing agent; and therefore it 
might be possible for a managing 
agency just to liquidate itself and 
then reform itself and be appointed 
by the company concerned. These 
are matters which the Select CZom- 
mittee will have to consider carefully.

Then the same hon. Member referr­
ed to the age of the directors and the 
number of directorships which a per­
son can hold, (^ r  original proposal 
was to prohibit out-right all persons 
over 65 from being appointed direct­
ors of a company but that seemed to 
be taking away the liberties of what 
we dub as private enterprise. This 
proposal was. therefore, subsequent­
ly modified as in clauses 258 and 259 
and although the age-limit of y  is 
now retained and a director is not 
supposed to continue as such or to be 
appointed as such after he attainŝ
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this age, it is left to the company to 
decide, if it so desires, to relax this 
^e-limit in the case of suitable 
directors; and a company can do so 
by an ordinary resolution. Therefore, 
I think, it secures the convenience of 
everyone concerned and I do not 
think we ought to be carried away by 
misleading analogies of directors of 
companies and Ministers and politi­
cians. .

Shri Gadgil: More politics in com­
panies now-a-days.

Shri C. D. DeshnmUi: After all,
you must consider it is an association 
of private persons.

As regards the number of director­
ships—that is clause 253—this ex­
cludes directorships of various kinds. 
For instance, private companies which 
are not subsidiaries of public com­
panies, directorships of unlimited 
companies, associations n^t for profit 
^ d  companies in which such a person 
IS only an alternate director, that is 
to say, a director who is only qualifi­
ed to act as such during the absence 
or incapacity of some other director.

Now, I may mention that the 
number twenty is much in excess of 
the average number of directorships 
lield by a person in USA or UK. As 
the Company Law Committee has 
pointed out, some continental coim- 
tries have statutorily restricted the 
number to a lower figure. And, any­
way, the matter is before the Select 
Committee. If they do not like 
twenty, they may suggest some other 
figure and, indeed, they might hold 
the view that if there are only a few 
people or bodies, so to speak, who are 
capable of making a contribution al­
though they hold a large number of 
directorships, some way might be 
found by which their contribution 
<rould be secured.

Shri Bfattheii (Thiruvellah): Can
the hon. Minister restrict the manag­
ing agency directors to one—not to 
one director—but to a maximum 
number of one in the Board?

Shri C. D. DeAmddi: I do not
understand this. Can I restrict any­
thing?

BIr. Depttty-I^^eaken By this law, 
will the Government care according 
to the hon. Member to restrict the 
number of directors under the manag­
ing agency to one?

Skri Matthew: On the general Board 
to one.

Shri C. D. Dednmikh: This is a
suggestion; he does not expect an 
answer on the floor of this House.

Hr. Depaty-Ŝ êaker: The House is 
in possession of the whole BilL

Shri C. D. Deghnmkh: I am only
explaining why certain provisions 
have been made—whatever thinking 
has been, if the hon. Members will 
concede—that there has been any 
thinking up to this moment

Some hon. Members wanted powers 
to remove delinquent directors and 
managing agents. I think it was the 
hon. Member from Meerut, Shri 
Krishna Chandra Sharma. Clause 
252 imposes certain disqualifications 
on directors and clauses 315 to 319 
provide for the vacation of offices by 
managing agents when they become 
insolvents or are convicted of certain 
offences or commit frauds or breach­
es of trust or have been guilty of 
mismanagement of companies en­
trusted to them. No doubt, this sug­
gestion will commend itself to the 
Select Committee that power should 
be taken to remove the directors or 
managing agents. Of course, under 
the present temporary amendment 
law, there is a provision for going to 
the High Court. But, I doubt, as I 
said, whether there will be any in­
clination to vest these powers in Gov­
ernment or any machinery set up by 
Government.

Then there were suggestions about 
the minimum remuneration to 
managing agents in case of absence 
or inadequacy of profits, the appoint­
ment of directors by managing agents
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the employment of relatives of manag­
ing agents and dire^rs requiring 
the approval of government and the 
costs of investigation to be borne by 
the Government. This last sugges- 
jtion, of course, will again introduce 
the obligation of recommendation by 
the President and so on. I do not 
think these are suggestions which we 
need consider very earnestly.

Then there was the suggestion by 
the hon. Member from Nizamabad, 
Shri Heda, that shareholders should 
be supplied with whatever informa­
tion th ^  may ask for from the com­
panies. I should like to explain that 
the scheme of the entire Bill is to 
enhance the existing powers of the 
shareholders but it would be impossi­
ble for a company to carry on its 
business if shareholders were to have 
access to whatever information they 
might ask for from the companies re­
gardless of their nature. It may weU 
be that in the interests of the com­
pany itself some types of information 
may have to be withheld from the 
shareholders.

The Minister of Agricnltnre (Dr. 
P. S. DeshmuUi): Creating a Parlia­
ment of shareholders.

Shri C. D. Deahmnkh: That is what 
it comes to; more sovereign than 
Parliament itself.

There are other points about safe­
guarding the interests of the share­
holders. We can say that that is the 
main purpose of the Bill and a series 
of provisions have been made for 
intervention by Government or the 
court for the purpose of safeguarding 
the interests of the shareholder, who 
is not in a position to hold his own— 
I think that is generally admitted— 
against the management or the major­
ity of shareholders. There is the 
power of the Registrar to call for 
information—clause 219; there is the 
power of the Government to investi­
gate into the affairs of the company 
on the application of the shareholders 
or On the Registrar's report or of its 
own motion—clauses 220 and 221: 
pewer of the Government to investi­

gate into the affairs of other com­
panies managed by the same managing 
agents, clause 223; power for bringing 
legal proceedings against the direct­
ors, managing agents and officers of 
the company in case of prosecution 
for an offence for which they are 
criminally liable, clause 226; and 
finally, the provision, to which I have 
already made a reference, that the 
power of the shareholders to move 
the court for relief when the affairs 
of the company are conducted in a 
way prejudicial -to its interests. Two 
hon. Members—one from North Satara 
(Shri Altekar) and the other from 
Ratnagiri South (Shri M. D. josh i)-- 
urged that adequate provision should 
be made to safeguard the interests of 
the depositor. There is some sort of 
provision and it will be for the Select 
Committee to take note of what is 
undoubtedly a very serious evil and 
menace in some parts of the couintry, 
and perhaps at certain periods, as in 
a post-war period when profits are 
high and when attractive allurements 
are held out before the unwary public. 
It will be remembered in connection 
with the whole of the Bill that, al­
though there are palliatives against 
gullibility or greed, there are no per­
manent cures, human nature being 
what it is.

fflui D. C. Sharma (Hoshiarpur): 
Cannot himian nature be cured?

Shri C. D. Deahi—kh; Not in the
short run and not by legislation, but 
it is a matter of public educaticm. I 
have no doubt that if we let in the 
lime-light of truth on the transactions 
complained against, then, in time, the 
public will be far more cautious and 
far more prudent, but at present, the 
moment one finds that somebody 
offers a rate of interest slightly higher 
than that obtainable on 0>vemment 
securities, banks and so on. then peo­
ple rush and put in their money in 
that business venture, with conse­
quences very largely disastrous for 
them.

There were some suggestions about 
the liquidation procedure by an hon. 
Member—I think it was from Vtm hon.
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Member for Banaras District—Central 
(Shri Raghunath Singh). He asked 
whether it was not possible to simpli­
fy the liquidation proceedings. The 
answer is that it is difficult beyond a 
certain stage and. further, the reali­
sation of the assets of the company 
must, of course, await the process of 
law. The companies in liquidation 
are not generally in a solvent condi­
tion, and the liquidator faces consi­
derable difficulty in ̂ finding funds. In 
order to eliminate all the delay and 
to ensure close supervision over the 
work, it has been provided that the 
liquidator attached to the court should 
be under the control of the Central 
Government. This is under clause 
411. .

Some hon. Members have suggested 
that dause 492 of the KU, dealing 
with the subject of preferential pay­
ments in the event of licfcddation of 
the company should be oilarged and 
tightened up to favour the claims of 
woiicers and other categories of per­
sons, such as working journalists. As 
hon. Members are aware, some priori­
ty is already given, in the Press Law, 
to the ’claim of wage-eamers and 
salary-eamers, and the Select Com­
mittee will no doubt take into account 
the observations made by hon. Mem­
bers in this behalf.

In the Bill now before the House, 
a further provision has been made to 
strengthen the position of these class­
es, and it will have to be considered, 
but hon. Members should remember 
that this will involve a careful 
balancing again of conflicting claims, 
and whatever decision we may ulti­
mately take, we must take care to 
see that we do not gravely jeopardise 
the interests of creditors of the com­
pany, for that would be fatal to the 
growth and development of corporate 
enterprise in this country.

One hon. Member suggested that 
the priority in favour of rents and 
taxes should be waived. That is a 
suggestion which is completely im- 
acceptable to Govermnent. I think

[Shri C. D. Deshmukh]
the claims of the State must come 
first in all circumstances, and, to my 
knowledge, there is no precedent 
whatsoever in support of the sugges­
tion that has been made by the hon. 
Member.

On the merits, we have given work­
ers’ organisations the third priority 
after the claims of the public exche­
quer and of the clerks and servants 
of the company, and that, 1 think, is 
the usual order all over the world.

Suggestions were made about safe­
guards in the constitution of the Board 
of Directors* to ensure the interests 
of the minority shareholders. The 
proposal was that cT percentage of the 
directors should be appointed by 
Government. I am inclined to think 
that this would be very undesirable* 
because while Government will be 
liable to criticism for the acts of 
directors, they will have no hold over 
their activities, and if it is intended 
that Government should appoint their 
own officers as directors of compa­
nies, it will be impracticable, having 
regard to the personnel at our dis­
posal, to do so on any appreciable 
scale.

There was a suggestion by one hon. 
Member that minority shar^olders 
should be represented on the Board 
of Directors. That was a point which 
was considered and rejected. This is 
bound to lead to conflicts in the 
Board itself and would not be con­
ducive to team work which is essen­
tial for the success of every busi­
ness. I doubt whether that will prove 
acceptable as a practicable proposi­
tion to the Select Committee.

The hon. Member from Hooghly 
(Shri Chatterjee) made certain points. 
He sought clarification on some points 
of detail, which he said, have caused 
a certain amount of misgiving in 
business circles. Of course, all these 
points win require further considera­
tion. and as I said in tSie course of 
my speech I am even now receivtng 
representations which I atn bound to
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place before the Select Committee. In 
this connection. I might refer to the 
suggestion which you made 
that I might place before the House 
my tentative conclusions on some 
of these representations. Tlie fact is 
that I have not yet finished hearing 
these proponents of the changes and 
I am not in a position to give an 
indication of how our mind is work­
ing. Apart from that fact even if I 
had in my mind arrived at a cpn- 
elusion I have no time to place it 
before the Government which I shaU 
have to do before it is submitted for 
the consideration of the Select Com­
mittee.

The hon. Member referred to clause 
60 as limiting the voting rights of 
pifeference ahareholders. The Gov­
ernment agreed with the unanimous 
view of the CqQipany Law Committee 
that it was unfair tt^t preference 
shareholders should be deprived of 
their voting rights even when their 
dividends were in arrears. From the 
point of view of the equity share­
holders whose interests the hon. 
Member seemed to have uppermost in 
his mind, I should like to point out 
that the provision is indeed an ad­
vance on the present position inas­
much as at present preference share­
holders of many companies have vot­
ing rights more or less on the same 
footin^as equity shareholders. The 
hon. Member seemed to be anxious to 
ensure that even when their divi­
dends were in arrears the preference 

‘Shareholders* right to vote should be 
limited only to issue of dividends. 
I appreciate the object underljring the 
hon. Member’s suggestion, and it may 
be that the Select Committee wlU 
give some thought to it.

There is clause 231 to which the 
hon. Member referred. Here again, 
the powers proposed to be taken 
would be exerciMd in excei^cmal 

cases and they follow the analogous 
provision of the Bnglish Qompanies 
Act but the hon. Member apprehended 
that the BUI goes beyond the provi­
sions of 8ub-aect£on (3) of aectloii 171 
•of tbe Aoglish Act which maket it

obligatory for the Board of Trade to 
order an investigation into the owner­
ship of shares when the requisite 
number of shareholders apply for 
such investigation. But in our Bill 
we have imposed no such obligation 
on Government.

Then there is clause 243 to which 
the hon. Member referred which 
seeks to prohibit certain categories of 
persons from being elected to the so- 
called 2/3rd quota of a Board except 
on a special resolution of tbe com­
pany. The hon. Member’s apprefaen- 
sioQ was that 26 per cent of ttie 
shareholders would have a veto on 
the rights of the remaining 74 per 
cent. Now certainly in theory this 
kind of result could follow in margin­
al cases, but if one has regard to the 
average holding of managing agents 
in the companies whidi they manage, 
this result is not likely to follow in 
the majority of cases. But I am quite 
prepared to give some further thought 
to tUs clause.

Tben the hoa. Member did not like 
tte VBitrletloD wbidi clause 272 im- 
poaoe eo ttie borrowing powers of 
directors. These powers are proposed 
to be limited to the paid-up capital 
of the company plus free reserves. 
But these limits can be waived by a 
special resolution of the company. 
This clause does not apply to banks 
or other monetary institutions and is 
really based on stock »change prac­
tice not only in this country but also 
abroad which has been accepted by 
w^-reputed companies.

Another hon. member. I think the 
hon. Member from Satara, made a 
suggestion—^̂ hich 1 have already re­
ferred to in this connection—that is 
to say borrowing from depositors. 
Now there is this question of loana 
to directors. Here again the Select 
Committee will have to go into de­
tails. But I should like to disp^ any 
tears that he and peoi^e who think 
like him may have on the subject It 
is not our desire to interfere u&> 
necessarilj in the business transac­
tions of a comDtny. But we do wMtk
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to close loop-holes through which 
company funds may be dissipated. 
This is one of the points on which 
representations have been made to 
me by spokesmen lor trade and in̂  
dustry and in due course I shall place 
their point ol view before the Select 
Committee.

Then, Sir, I come to the question ol 
organisation for administering the 
law. I am dealing with small points 
before I come to the major issue of 
Managing agents. Hon. members 
asked why I had deviated from the 
unanimous recommendation of the 
Company Law Committee for a Cen­
tral statutory authority in favour ol 
a departmental organisation. I think 
it is clear from the Statement of 
Objects and Reasons and my speech 
that this is a provisional decision, 
that is to say, this is the arrange­
ment that we suggest for the time 
being, without committing ourselves 
to a decision for the long term. We 
wanted an authority in any case to 
take over from the somewhat disperse 
authority that was partly responsiblie 
for the bad administration of the law 
in the past, and therefore, we had to 
take it over as a departmental con­
cern. Thai, Sir, another more im­
portant reason is that under the 
Temporary (Amendment) Law, tliere 
are several matters which are referr­
ed to Government for their approval 
and Government exercise these powers 
after consultation with a committee, 
an advisory committee. Now under 
the present Bill these provisions will 
— îf they stand after discussion in the 
Select Committee and the later stages 
—continue for the next three years 
and therefore the House will see that 
important powers like transfer of 
managing agents and so on have to 
be exercised by Government, which 
involve considerations of policy. I do 
not think that unless we have some 
experience of how the present system 
is working, it would be justifiable to 
plump for the other arrangement 
which has been suggested by ^le 
Company L a w  Commftfte.

The real problem is the question oi 
personnel. Whether you manage a 
thing departmentally, or whether you 
manage it through some statutory 
corporation, one need not assume that 
the proper personnel would be avail­
able. It is the man and not the 
machine that matters. You may 
have all the apparatus of a statutory 
commission, and yet find that you 
cannot locate a proper person for 
guiding its affairs in which case you 
shall have gained nothing and indeed 
might have introduced complications; 
whereas if you manage departmen­
tally, it is much easier to make 
changes in case such changes are 
called for. So these are the reasons, 
why we thought that at the moment 
the Central statutory authority should 
be a departmental body. But hon. 
Members who are Members of the
Select Committee will no doubt ex­
press their views on this point when 
the clauses come up for discussion.

Then, Sir, the hon. Member from 
Banaras Distt.—East. Shri T. N.
Singh, asked what provisions we in­
tended to include or suggest for gov­
ernment undertakings organised in
the form of companies. There is 
nothing in the present Bill to abridge 
or affect the scope or the range of the 
public sector. This is a matter of 
industrial policy and not of company 
law. We have only one clause here 
(Clause 574 of the Bill) which deals 
with this matter. But I might tell 
hon. Members that we are giving 
thought to this issue and the only 
reason why I have not brought for­
ward specific proposals of a more 
elaborate kind is that we have not 
yet taken any formal decision as 
Government.

There are two categories of public 
enterprises to consider; one is where 
Government holds all the shares; the 
other is >where Government partici* 
pates. It struck us that it might be 
possible to make a distinction in re* 
gard to the treatment of these two; 
'niat .is to say, one might possibly de»
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fine as a government undertaking 
anything which has a proportion of 
shares in favour of Govemment 
larger than 50: mayt>e 51, maybe 66, 
maybe 75. For those certain specific 
provisicms would have to be made in 
the nature of exemption from certain 
clauses of the Bill. We have a draft 
ready which I might be able to place 
before the Select Committee. Over 
and above this, it may well be neces­
sary to have legislation to regulate 
the affairs of govemment corporations 
that is to say, corporations set up by 
Government containing no shares by 
anybody else. So, it may be that we 
require this double barrel remedy for 
regulating these matters.

In dealing with details, I should 
mention this question of foreign capi­
tal and monopoly, whether arising 
out of the managing agency or arising 
in other ways. Now, as I pointed 
out, whether there is predominance 
of foreign interests, whatever one 
might say about the historical origin 
of these things, these are not matters 
which one can deal with in the com­
pany law, because it is an instru* 
ment equally ain;>licable to Indian and 
non-Indian businessmen except of 
course to certain matters where 
branches of foreign companies are 
registered here or are not registered.

Some hon. Members have said that 
foreip;n companies should be requir­
ed to take out registration and licen­
ces because under the present rules 
they do not require any permission 
from the Capital Issues Controller. 
Apart from that, our basic object in 
the Bill is to create conditions under 
which the company law will be used 
not so much for the personal 
aggrandisement of industrialists as 
for the promotion of an industry and 
for the economic development of the 
country. The obligaUons which we 
propose to impose on, say, the mana­
ging agents will equally apply to 
ladiani and non- Îndians.

Whatever may be the personal 
views of hon. Members on the ques­
tion 0f foreign I feel that on

consideration they will agree ^ t  it 
is impossible in a measure like the 
company law to distinguish between 
Indian and foreign companies, or be­
tween Indian inanaging agents 
foreign managing agents. Incidental­
ly, I think it might be worthwhile it 
at a future date, we had a full dis-̂  
cussion on foreign capital because 
this issue comes up again and again 
and it has not i>roved possible to deal 
with it in any satisfactory way be­
cause I do not have the time to dilate 
on our policy regarding foreign 
capital.

On the issue of monopoly also, I 
can only support what my colleague 
said the other day. Like the prob­
lem of foreign capital, that is also an 
issue of economic policy somewhat 
outside the scope of the Companies 
BilL That is not to say that this as­
pect does not need consideration. 
There are many others, for instance* 
which need consideration, like, as I 
said, regulation of the stock exchange. 
Nevertheless, there are provisions in 
this BilL—

Mr. Depaty-Speaker: Is it not open, 
even in the Company Law, to impose 
qualifications on directors or to say 
that such and such shall not be appoint­
ed officers in the company? I think 
that might be done. Hon. Ministry n̂ ay 
or may not agree but that will arise 
and will be incorporated. Is it not 
open for this House, in connection 
with this BiU, to say such and such 
persons shall not be in charge of such 
and such company?

Shri C. D. DeslMnUi: It is certain­
ly open for this House but the major 
question of policy has first to be 
considered and cleared. That is to  
say, in bur policy announcements of 
April 1948 and so on, we have stated 
that no discrimination shall be made. 
If that hurdle is crossed, of course it 
would be possible to include anything 
here. But what I said was that a 
discussion seems to be called for on 
that major issue of policy. Tliat 
policy was laid down in 1$4% and it
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has been reiterated again and again. 
All I meant was that it is unsatisfac­
tory to have to answer this kind of 
short snaps; it requires a full-dress 
debate. If one comes to the conclu­
sion that a certain thing is necessary, 
then there is nothing to prevent us 
from amending this law at the ap- 

jpropriate time.

Some reference was made to pro­
moters and their responsibilities to 

investors. The hon. Member from 
Ambala-Simla Shri Tek Chand and 
the hon. Member from Banaras Distt. 
ilast. Shri T. N. Singh, referred to 
ithese.

The known and common method of 
raising capital is through the issue of 
prospectus to the intending investors. 
Vnder this method the promoter may 
^r may not be the same person as 
vendor. He arranges the promotion 
and classification of a business the 
terms on which the new business is 
lo  be established, drafts the prospect­
us, secures the consent of the pro- 

jK)sed directors to act as such and 
arranges with the under-writers to 
guarantee the subscription of the pro­
posed issue. The company is then 
registered and the prospectus is sent 
for registration to the Registrar of 
•Companies and then published. Very 
•shoTiW~after the publication of the 
prospectus the “lists’  ̂ are opened. In 
other words, the bank authorised by 
the company to receive applications 
io  subscriptions from the public an­
nounces its readiness to accept them. 
When sufficient applications are recei­
ved the lists are closed and the com­
pany allots shares to the public. The 
3 ill makes many principal changes in 
the present law on the subject in 
order to safeguard the interests of 
ordinary members of the investing 
public and to protect them against ttae 
machinations of unscrupulous com­
pany promoters or directors. I shall 
only refer to the clauses 8, 9, 10. 11, 
12, 13, 15, 24, 55, 56, 63 and 67. It 
during the course of the consideration 
l)y the Select Committee, the hon.

Members feel that any additional pro­
tections are required, their suggestions 
are certainly welcome in this respect. 
Now, I come to this vexed question 
of managing agents. Various animals 
have been pressed into service in 
dealing with this matter. Apart from 
angels and devils, black-sheep, leeches 
octopus, sharks and vultures were 
mentioned. But, really the two im­
portant animals that matter have not 
been mentioned—bulls and bears.

lation.
It is only specu-

Shrt C. D. DeAmvU: It is the plans 
of the bulls and bears that really 
give you an indication of the health 
of a particular economy and therefore 
one must not jump to certain conclu­
sions from certain instances or 
personal experiences. CerUin hon. 
Members asked me if I have sufficient 
details in my possession in regard to 
the operation of the managing agency 
system, that is to say, whether there 
is any element of good in it or whe­
ther it is wholly bad. I confess that 
I have no larger expcsrience in this 
matter and no greater evidence than 
what was produced before the expert 
committee. The hon. Members who 
are interested must go through the 
evidence volumes of that committee’s 
report and there, they will And ins­
tances of both kinds.

You will remember. Sir—many hon. 
Members may not remember who 
were not Members then in the provi­
sional Parliament that when I piloted 
the Temporary Laws Amendment Bill, 
I said, I had a list of about 30 c r 40 

V cases of managing agents whose mis­
deeds seemed to call for prosecution. 
I went into the matter and I found 
that when one came down to what one 
calls brass-tacks, for some reason or 
the other, it was very difRcuU to per­
mit any prosecution. Even at the 
present moment, 1 am stnigtftng with 
a case concerning a very larg» group 
for the last five months we caonot 
even make a teacdi of doeuewts.
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Conu>laints have been received in re­
gard to the mis-deeds or practice of 
fraud on shareholders and Iradulent 
liquidation in about 12 or 15 companies 
and we started searching the premises 
in November. For one reaspn or an­
other, we have not been able to make 
any headway. There are about 12 
cases. The first case went to the 
^Supreme Court and then there are 
about 12 cases,—1 think in one High 
Court I do not wish to give any 
details here. But, I say that this is 
symptomatic of the general state of 
affairs in tfiis country. That is to say. 
for understandable reasons our 
Constitution has ensured that no one 
shall be deprived of his rights and so 
on except through proper processes of 
law. We have also a very elal>orate 
Judicial system; then we have the law 
of evidence and we have a very alert 
Bar. Now, here we are engaged in 
making laws of every kind and we 
«xpect that those laws will be pro­
perly administered. On the other 
hand we have to bring guilt home to 
the people through the processes of 
law. In my opinion, many things 
which appears to be failures on the 
executive side are not so much fail­
ures as the difficulty of meeting the 
very exacting criteria of law. So, if 
one wants definite remedies, then one 
would have to think much more pro­
foundly than merely concentrating 
attention on what the provisions of 
any particular legislation are. In 
ether words, one would have to as­
sume that as the background of any 
legislation.

As 1 said, I can quote instances of 
«ie  cases of mis-deeds of managing 
agents, which are possibly in my 
possession to a far greater extent than 
any other hon. Member. I have also 
instances where managing agents 
bave been able to nurse the industries, 
having advanced loans to it to help 
It over a stile, so on and so forth; but, 
I confess that I have no statistical 
evidence which would point one way 
or the other, except that prima facie 
I am prepared to accept the findings 
o f  the Expert Committee which de­
voted a great deal of attention to this 

J35 RS.D.

matter, and which, as one hon. Mem­
ber pointed out. contained a very 
vigilant representative of the share­
holders. I am prepared to accept 
their findings, that the time has not 
come for eliminating the managing 
agency system. Here again, it is a 
matter for the Select Committee and 
I think, that apart from any consti­
tutional issues of compensation and 
so on. they will still come to the 
conclusion that if we were to elimi­
nate the managing agency system, we 
would probably be dealing a very 
severe blow to the expansion of in­
dustrialisation in this country. There­
fore. it seems to me that we should 
not end this system unless we have 
first tried mending it. After all. this 
is the first major opportunity that 
we are taking of mending it and my 
own advice would be that we should 
wait and see how in our legal environ­
ment we are able to regulate this to 
secure the best interests of the share­
holders and the general public.

Mr. Depaty-Speaken Has the hon. 
Minister any idea as to how many 
cases of managing agency the Com­
mittee inquired into?

Shri C. D. Deshaiiildi: They have
got a large mass of evidence. I can­
not quote statistically how many 
cases they considered, but anyway, 
with regard to the provisions that are 
made, it is open to the Select Com­
mittee to suggest the number of years, 
term and so on. A reference was 
made for instance, to the un-conscion- 
able share taken by the managing 
agents. Well, there is clause 311 
which refers to the term after the 
first terms are over and it is always 
a question of how far Parliament can 
interfere with the present terms and 
contracts of managing agents. It is 
possible to take the view that if one 
were to eliminate it all of a sudden, 
then it might raise the difficult issue 
of compensation for existing rights. I 
am not putting ideas intojhe heads 
of managing agents; they have got 
their own legal advisers who will 
naturally advise them. These are 
very difficult issues and I would ask
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the Hou^ not to be carried away by 
their justifiable and xinderstandable 
indignation. I am myself indignant 
at my impotence in proceeding with 
certain matters, but inspite of that, 
as I said, one must make sure that 
one does not throw out the baby with 
the bath water.

Shri H. N. Mnkerjee: May I ask if
the principal reason for Government 
not to proceed with the liquidation 
of the managing agency system has 
something to do with the constitution­
al and juridical difficulties?

Shii C. D. Deshmukh: That is not 
the main reason. Unless the contrary 
is proved, and I say that no hon. 
Member is statistically in a position to 
prove it that the present system is 
doing nothing but harm—one can
consider the evidence; if hon. Mem­
bers want to refer to the evidences 
again which were before the Com­
mittee, they can go into this matter— 
but, I myself believe like my col­
league, that^ at the moment we can
ill afford to eliminate the system al­
together and that by doing so, we 
would probably be undertaking too 
much of a burden which we shall 
not be able to bear, or too mudi of 
a responsibility which we shall not 
be able to discharge.

Reference has been made, for ins­
tance, to nationalisation as one way 
out. Even now we find that we are 
very short of the right sort of 
personneL Some hon. Members have 
complained of frequent transfers of 
officers who have been appointed as 
managing directors to some of our 
public enterprises. The reason is that 
we try to make six officers do the 
work of twelve; that is why they are 
needed for any fresh enterprise. If 
some officer has started something 
and that gets into its stride, then it is 
considered permissible to withdraw 
him to enable him to start some 
other puBlic enterprise. I think this 
is the way by wEI^ we can hope to 
build up a commercial or economic 
service. After all inspite of tiie many

hard things that have been said about 
the I.C.S., they had one quality ieaid 
that was to be able to turn their
attention after a little experience, to a 
large variety of matters with the result 
that they cultivated a very large and 
extensive outlook and it is that kind 
of outlook which we should possibly 
want our own present government em­
ployees. to cultivate in order that ther 
may help us in the public sector where- 
ever we considered it necessary to da 
so. Therefore, so far as this nationa­
lisation is concerned, our hands are full. 
That leaves the choice between the 
managing agents and Board of 
Directors.

12 Noon

Again. I do not have the statistics nor 
am I prepared to say that in the last 
four or five years, no new important 
company has been started with manag­
ing agents. I am looking into the actual 
evidence and 1 may be able to place it 
before the Select Committee. It may be 
that one case in ten enterprises has 
been started by a promoter and Board 
of directors  ̂while nine have been start­
ed by managing agents. In any caae  ̂
it seems that we cannot deny the
human ingenuity and the human 
gullibility being there and I have 
doubt that we shall have to wrestle 
with any new system. Even if we da 
away with managing agency, we shall 
have to wrestle with rnanaginc 
directors. For instance, we 
have no managing agents in banks 
or insurance companies> and yet, I 
doubt if any hon. Member will come 
up and say there is nothing wronc 
whatsoever with the management o f  
banks and insurance companies. We 
are wrestling here with the malad­
ministration in many insurance conk> 
panies.

Another hon. Member from Salem 
said that what he looked forward to 
was the professionalisation of indus­
try. That is a very good ideal. That 
is precisely what we are trying to do 
in regard to insurance companies. 1
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cannot say we have succeeded. The 
council that has been appointed has 
not yet been able to deal with some 
of the malpractices which are preval­
ent in the insurance work. Therefore 
there is danger of our being in the 
position of a person who was asked 
what it was that led to inebriation, 
who first tried a mixture of water 
and whisky, then tried water and gin, 
then water and brandy, he was in­
ebriated on every occasion and final­
ly came to the conclusion that it was 
the water that was to be blamed. It 
seems to me that is the attitude of 
the hon. Members and for them it is 
the managing agency.

Shri Gadfil: May I know if the
attitude of the Government is open 
and will be so in the Select Com­
mittee on this question?

Shri C. D. Dealminkh: The attitude 
of Government is open on all ques­
tions that go to the Select Committee.

Shri Gadgil: I am asking this
question in particular because the 
impression I am canring after listen­
ing to you very attentively is that 
you are loading the dice against it.

Shri C. D. Deshmokh: If a Bill is 
brought forward before the Houae 
which contains certain provisions, 
after hearing everything, I must still 
say what I feel. I must justify the 
provisions that have been brought 
forward for the consideration of the 
House. But. it is still open to hon. 
Members. As I said I have not got 
much of the evidence with me; it may 
be, by the time the Select Committee 
meets we shall go into the matter 
fairly well; of course, the House has 
concentrated on this issue much more 
than any other issue......

Shri Sinhasan Singh (Gorakhpur 
Distt.—South): Just as the hon. Min­
ister has said that he himself is 
indignant at his impotence, does he 
feel that either Parliament is not be­
hind him or the public is against it, 
that he is unable to remove the 
managing agency system?

Shri C. D. Deshmnkh: I do not think 
that the hon. Member was here when 
I referred to the legal structure. It 
is our respect for the law, and it is 
our judiciary and other institutions 
that make it difficult, in my mind, to 
bring home the guilt tc the people 
who offend against some of our im­
portant provisions. I have given an 
instance. For the last five months, 
on the complaint of a Registrar of 
Joint Stock Companies, we* have not 
been able to carry out even a search, 
much less to put forward a case be­
fore a court. These are matters which 
hon. Members must consider.

Shri S. S. More:
sible?

Who is respon-

Shri C. D. Dertnaakh; I am not
responsible for the Constitution; I am 
not responsible for the judiciary; I 
am not responsible for the Bar.

Shri S. S. More: Then, your police 
are responsible.

Shri C. D. Dcntenkh: Anyway, if 
my hon. friend, with his nimble wit, 
can point out a wjsty to get over these 
dilBculties, I shall consider him as an 
ally.

With these observations, I close.

, Mr, Deimty-ftieftker I shall place 
before the House first ShiT Vallatha- 
ras*8 amendment and then the main 
motion.

The question is:
“That the Bill be circulated 

for the purpose of eliciting opini­
on thereon by the 31st July,
1954.”

The motion was negatived.

Mr. Deimty-Speaker. The question
is:

“That the Bill to consolidate 
and amend the law relating to 
companies and certain other as­
sociations, be referred to a Joint 
Committee of the Houses con­
sisting of 49 members, 33 from 
this House, namely, Shri Hari
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Vinayak Pataskar, Shri Chiman- 
lal Chakubhai Shah, Shri Awa- 
deshwar Prasad Sinha, Shri V. B. 
Gandhi, Shri Khandubhai Kasanji 
Desai, Shri Dev Kanta Borooah, 
Shri Shriman NarayBn Agarwal, 
Shri R. Venkataraman, Shri 
Ghamandi Lai Bansal, Shri 
Radheshyam Ramkumar Morarka, 
Shri B. R. Bhagat, Shri Nityan- 
and Kanungo, Shri Pumendu 
Sekhar Naskar, Shri T. S. Avi- 
nashilingam Chettiar, Shri K T. 
Achuthan, Shri Kotha Raghura- 
maiah. Pandit Chatur Narain 
Malviya, Dr, aiaukatuUah Shah 
Ansari, Shri Tekur Subrahmany- 
am. Col. B. H. ZaiHi, Shri 
Mulchand Dube, Pandit Munish- 
war Dutt Upadhyay, Shri Radhe- 
lal Vyas, Shri Ajit Singh, Shri 
Kamal Kumar Basu, Shri C. R. 
Chowdary, Shri M. S. Gurupada- 
swamy, Shri Amjad Ali, Shri 
N. C. Chatterjee, Shri Tulsidas 
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 
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 
relating to Parliamentary Com­
mittees will apply with such 
variations and modifications as 
the Speaker may make; and

that this House recommends to 
the Council that the Council do 
join in the said Joint Committee 
and communicate to this House 
the names of members to be ap­
pointed by the Council to the 
Joint Committee.”

The motion was adopted.

CODE OF CRIMINAL PROCEDURE 
(AMENDMENT) BILL.

The Minister of Home Affairs and
States (Dr. Katju): I beg to move:

“That the Bill further to 
amend the Code of Oiminal 
Procedure, 1898, be referred to a 
Joint Committee of the Houses 
consisting of 49 members. 33 mem­
bers from this House, namely, 
Shri Narhar Vishnu Gadgil, Shri 
Ganesh Sadashiv Altekar, Shri 
Joachim Alva, Shri Lokenath 
Mishra, Shri Radha Charan 
Sharma, Shri Shankargauda 
Veeranagauda Patil, Shri Tek 
Chand, Shri Nemi Chandra 
KasUwal, Shri K. Periaswami 
Gounder, Shri *C. R. Basappa, 
Shri Jhulan Sinha, Shri Ahmed 
Mohiuddin, Shri Kailash Pati 
Sinha, Shri C. P. Matthen, Shri 
Satyendra Narayan Sinha, Shri 
Resham Lai Jangde, Shri 
Basanta Kumar Das, Shri 
Rohini Kumar Chaudhuri, Shri 
Raghubir Sahai, Shri Raghunath 
Singh, Shri Ganpati Ram, Shri 
Syed Ahmed, Shri Radha Raman, 
Shri C. Madhao Reddi, Shri K. M. 
Vallatharas, Shri Sadhan Chandra 
Gupta, Shri Shankar Shantaram 
More, Sardar Hukam Singh, Shri 
Bhawani Singh, Dr. Lanka * 
Sundaram, Shri Rayasam Sesha- 
giri Rao, Shri N. R. M. Swamy 
and Dr. Kailash Nath KatJu. 
and 16 members from the Council;

that in order to constitute n 
sitting of the Joint Committee the 
quorum shall be one-third of the 
total number of members of the 
Joint Cammittee;

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

that in other respects the Rules 
of Procedure of this House re­
lating to Parliamentary Com­
mittees will apply with such 
variations and modifications as 
the Speaker may make; and




