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a Naga, reported the presence of orga
nist armed âhgs, totalling a few 
hundred in this  area.  These  gangs 
possessed firearms and some automa
tic weapons.  The Political Officer had 
received numerous  complaints  from 
many villages to the effect that they 
had been terrorised by these gangs. 
He suggested to the NEFA administra
tion that these sporadic outbreaks of 
violence must be promptly and effec
tively put down.  He, therefore, ask
ed for military aid to the civil power. 
This recommendation was considered 
by the Governor and his advisers, and 
they were unanimously of opinion that 
it should  be  accepted.  Government 
have, therefore, agreed to send a batta
lion of the army to the Southern sec
tor of the Tuensang Frontier Dtvlision. 
This will act in close consultation with 
the local civil authorities and will be 
withdrawn as soon as these violent 
elements  have  been  rounded  up. 
This step was considered necessary in 
vitew of the evidence of murder, ex
tortion, arson and terrorisation of cer
tain villages so that this trouble may 
not be allowed to grow and should be 
fully controlled at the  outset.  The 
army has been directed not  to  use 
undue force.

Government, are, at the same time, 
carrying out  their  programme  of 
developing the tribal  areas  for  the 
benefit of the tribal people.  There is ̂ 
no change in our* policy of non-inter
ference with their social customs ana 
tribal structure.  It has been found tjy 
experience that the most effective way 
of dealing with these areas which have 
been recently brought under adminis
trative control, has been to introduce 
community  schemes,  with  suitable 
variations to suit  the  people  there. 
These schemes have  already  become 
popular wherever they have been intro
duced and have diverted the minds of 
the people to constructive and benefi
cent actihrities.  Most of the educated 
elements and the masses of the tribal 
people are co-operating with Govern
ment.  Even some of their leaders who 
had encouraged previously these  vio
lent activities, have  now  denounced

violence and promised support to Gor- 
emment in curbing ̂ d contr̂lUng the 
violent elementis who have been terro
rising the population for some mbntha 
past.

The casualties thus far suffered on 
pur side have been;

Killed: Five Assam Rifles,  two 
interpreters,  two  wood  cutters, 
one porter and twelve villagers.

Injured: Three  Assam  Rifles, 
two porters and five villagers.

Among the hostile  elements,  the 
exact casualties ane not known but, 
so far as is known, there have been 
fourteen killed and twelve injured.

The loss of proi>erty thus far due 
to arson and looting by these hostile 
elements has been sixty houses  and 
twenty-five granaries, one office build
ing and godown,  and  two  schools 
burnt.  Medical stores and  one  dis
pensary looted.  Eight culverts damag

ed.

The hostile elements have collected 
ransom from the \̂agers, amounting, 

so far as is known, to Bs. 2,700/-.

The troops that are being sent to the 
Tuensang Division will be in position 
on the 19th August.

COMPANIES BILL—Gontd.

Mr. Speaker: The  House  will now 
resimie  further  discussion  on  the 
Companies BilL

Out of the  total time of 25 hours 
alldted, there now remain 4 hours and 
a few minutes, one or two. How long 

will.the Hon. Finance Minister take tar 
his reply?.

The Minister of Finance (Shri C. D. 
Deshmnkh): Eighty or ninety minutes.

Afr. Speaker: That  means  1( hours. 
That leaves...

Shri Kamath (Hoshangabad): On a 
point of clarification. May I know wne- 
ther the Businws Advisory Comniltiiw 
did not recommend that....



Mr. Speaker; Let me finish.  I will 
hear thi Hon. Member later.
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That will leave us 2J hours  now. 
I was told yesterday that a number of 
Members have a desire to speak. I was 

just considering  whether  the  time 
should not be extended by me because 
the Business Advisory Committee had 
said that the Speaker, if he so liked, 
might extend the time to some extent. 
I am prepared to consider that...

An Hon. Member: Five hours.

Mr. Speaker: Not necessarily. I was 
considering whether we  might  not 
carry on this discussion for the whole 
or  more.  In all, there are 4  hours 
in balance, which v̂ill include the IJ 
hours or so today, and if the Finance 
Minister replies tomorrow, those  li 
hours will  also  be  added  to  the 
time aUotted.  So that will be a good 
compromise  between  5  hours  and 
something more.

Shri Altekar (North Satara); May I 
suggest one thing?  We have got 2i 
hours tomorrow before  the  Private 
Members’  'Business  is  taken  up. 
Therefore, we should have the whole 
of today and one hour tomorrow for 
discussion and the remaining 1| hours 
may be taken by the Finance Minis
ter tomorrow for reply.

Mr. Speaker: That will  mean  an 
extension of time.  It will be U hours, 
and how many hours tcwnorrow?

Shri Altekar: One hour.

Mr. Speaker: It will be IJ  hours 
today, li hours  tomorrow  plus  li 
hours for the Finance Minister.  So it 
comes to  hours.

Dr. Lanka  Sandaram (Visakhapat- 
nam): It comes to nearly 5 hours.

Mr. Speaker: i  wanted  that  this 
should be finished early  instead  of 
being prolonged.  It seems points are 
being repeated over and over again. 
It is only a question of  expressing 
different views which are already once 
•xpiressed and expressing concurrence 
i>r disagreement  with  those  views.

10382

That it what ift comes to.  However, I 
am entirely in the hancfc of the House 
in this respect.  I think  it wiU  be 
better if we prolong the sitting today 
by one hour.

Shrimati  Socheta  Kripalani ̂ N̂ew 
Delhi): We Have got a Select Com- 
niiftee meeting to day.

Mr.  Speaker: That is going to be 
there everyday.

So let us accept the first compromise 
Which I had suggested.  I had  sug
gested it considering  all  difficulties. 
The  programme  that  is  suggested 
today is that we go on with this for 
the whole day today and  then  to
morrow......

An Hon. Member: One hour.

Mr. Speaker: Not  one  hour.  To

morrow the Finance  Minister  wUl
reply.  That would be the best thing. 
It is no use keeping him also in sus
pense as to when he will be  called 
upon to reply.  That is how we pro
ceed.  If necessary, we can sit for 
half an hour more today.  So we wiU 
take up that business now.

Shri B. K.  Bay (Cuttack): I  was 
dealing yesterday with the subject of 
adequacy of the provisions  of  the 
Bill  relating  to  the  protection 
afforded to shareholders* rights.

[Mr. Deputy-Speaker in the Chair}

I do not complain that the Bill is 
without effective provisions for  pro
tecting the shareholders’ rights.  But 
my point is that dêite  an effortŝ 
they fall short of the requirements of 
the occasion.

Now, let us firist appreciate who the 
shareholders are.  They are  common 
men with petty shares, living in the 
rural areas far away from the centre 
of operation of the business—the head
quarters—of the company and having 
hardly any opportunity to be conver- 
sanl wi»th the necessary irlformatiokx on 
which they could exercise. their vigi
lance for the  protection  of  their 
rights.  Laws may be there; but laws
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standing i)y themselves do not bring 
to our doors ejther security or its en
forcement.  The person interested in 
its enforcement must be vigilant about 
it and must move in the matter to 
see that the law is  obeyed.  Delin- 
querî ̂ not very simple to deal with. 
Reviewing the provisions, we find that 
they give the shareholders with  one 
tenth of the voting rights  to  start 
complaining against oppression or mal
practices by the managing agents or 
anybody else in the company on which 
investigation  or  inspection  can  be 
undertaken.  Now, this again is sub
ject to the condition that they should 
give a certain guarantee which can 
be forfeited in case they do not es
tablish Iheir case.  I have always been 
of opinion that it is practically  un

sound.  In our  country,  people as 
they are, caa seldom combine to have 
the requisite strength and be  ready 
with proper guarantee in order  to 
canvass a grievance, even if there is 
a grievance, in fact.

Besides, it has been provided that 
on a report by the Registrar, Investi
gation and inspection  can  also  be 
taken.  So far as the Registrar is con
cerned, he  under the law, is given 
copies of all the necessary documents 
for the purpose of registration  and 
it is, probably, supposed that using 
those documents as a source he can 
come to know that malpractices are 
occurring or frauds  are  being  per
petrated or abuses are being practised. 
This again  is  impracticable.  Those 
who are delinquent should be careful 
enough to hand over such documents 
which on their very face cannot show 
anything. I, therefore,  consider thal 
the provisions are inadequate.

By way of an  alternative  sugges
tion, in addition to these provisions, I 
would suggest two other things name
ly that some further  provisions  be 
added so as to bring information to 
the door of ê shareholders, say, by 
the issue of bulletins containing infor
mation  about  the  important 
transactions  undertaken by  fhe 
company  both  on  the  expenditure

as weU as on the capdltal  formation 
side.  Besides, there ought to. he some 
attempt made to encourage the share
holders personally to attend the sta
tutory or annual  general  meetings. 
This can be done by the abolition ot 
the proxy system and making  provi
sion for allowing them their travelling 
allowances for comiag and  attending 
the meetings; and thie meetings also, 
instead of beitag held only once in a 
year, may be made  more  frequent. 

To crown all, I consider it proper that 
there should be a permanent machi-̂ 
nery for investigation and inspection,-̂ 
whose business will be complaint of 
no  complaint, to go round  to  the 
various registered companies and look 
to their business.  By way of com
parison, I will invite the attention of 
the Hon.  Finance  Minister  to the 
standing ajrangement that is made in 
every State with regard to invê ga- 
tion and inspection of the  business 
of the cooperative societies.  These are 
my suggestions with  regard to the 
provisions relating to the  protection 
of shareholders* rights and the safe
guarding of their interests.

With regard to their voting rights 

enough has been said on the floor of 
this House.  I have nothing more to 
add. •

The next complaint I find from the 
dissentient views given by some of the 
members of Joint Select Committee is 
that some of the provisions for regulat
ing the management of the company’s 
business are very rigorous and of a 
resistant  character.  That  is  true. 
These provisions, when enforced, in
troduce extraneous interference in the 
internal management of the business, 

and this may interfere with tiie origi
nality, drive and  initiative  of  the 
managing bodies.  These arugments 
are not without force.  Well, what is 
the remedy?  In  the  circumstances, 
bearing in mîd the conditions imder 
which this Bill is to be enacted, bear
ing in mind the excesses, abuses and 
malpractices that have be«i indulged 
in, in the  past,  by  the  managing 
agents, we cannot escape from having
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those provisions there in the statute. 
But, however, in order to introduce 
the element of flexibility,  the  best 
solution is that the central adminis
trative authority, whatever it is, either 
a statutory autonomous  body  or  a 
separate department functioning under 
the Ministry, will take discretionary 
powers  to  grant relief  from  those 
rigours when the circumstances, in the 
interests of the shareholders, in the 
mterests of the company and in pub
lic interests r̂ uire such relief. This 
suggests itself to me to be the only 
remedy.

The only other topic that I have to 
deal with is with regard to the exemp
tion of government companies from the 
operation of this Act.  This has been 
tak̂ exception  to.  And,  that  is 
ratier natural  I  quite  appreciate 
that it would be incongruous as well 
as anomalous that one department of 
Government should dominate over or 
ijiteĵere with or in> any other  way 
control  the  business  conducted by 
another department of Government. 
That may he a reason. But, however, 
suspicion is quite natural.  And be
sides, we ire not always sure  that 
government managed affairs  are  al
ways proceeding on the right lilies. At 
any rate, far from imputing anything 
of dishonesty or anything of a suspi
cious character, red-tapism is  there.
I do not think we have proceeded suffi-. 
ciently ahead so as to do away with 
red-tapism.  Red-tapism in ordinarily 
red-tapism.  Red-tapism in  ordinary 
administrative affairs and red-tapism 
in agricultural or comniercial affairs 
will have different effects.

.  I will illustrate my point by an ins
tance which did occur. In one State, 
êr the paddy crops had been damag
ed by floods, the authorities decided 
that  instead  of  giving  the tenants 
money  to  purchase  seeds for rabi 
crops it is better  that  the seeds  be 
distributed to  them  because money 
they may spend on purchase of food
stuffs for immediate consumption and 
?My not produce further crops. This 
d̂ îsori was  taken  by the  Central

authority, may be  the  Cabinet.  It 
was passed over to the Finance Depan> 
ment for the proper finance.  The rea 
tape was 30  miles.  Several  weeics 
were taken there and then, after tlnai 
sanction, it was sent to the AgncuJ- 
tural Department and  then  to 
district head, who took the usual turn* 
to appoint the contractor who is to 
purchase and supply seeds to the over
seers.  The fact is that when the seeds 
were taken to the doors of the tenant 

the crop had been harvested and they 
were induced to take it for the pur
pose of rt)nsumption.  This  ite  the 
effect of  red-tapism  in  agriculture. 
Similarly, in  business  matters,  red 
tapdsm will not do well.  Therefore, 
my suggestion is that, though Govern
ment companies  may  be  exempted 
from the operation of this law, there 
must be some code of conduct different 
from the code of conduct  applicable 
usually to government administrative 
business, to guide the operations  of 
Government companies.

Then, lastly, I have to invite the 

attention of the Hon. |fina&ce Minister
to the question of liquidation.  What is 
our experience with regard to liquida
tion proceedings?  Those  who  have 
been at the bar and at the bench are 
quite aware that the liquidation pro
ceedings are too long.  They drag on 
for a very long tiftne and it is in the 
hands of the court, but the adminis
trative machinery is that of the liqui
dator and kis assistants.  If  statistics 
are taken, it will be found that by 
the tifne liquidation proceedings  ter
minate, the value of the assets collected 
are more than offset by the expenses 
incurred in the liquidation prbt̂ings. 
This happens not' only with regard to 
liquidation  proceedings but also  in 
minority properties, guardianship cases 
etc. Therefor̂, I 'would' sugiŝ ia cf6ns- 
tructive way that quite apart from the 
Other provteions which give jurisdic
tion to the court in matters of various 
decisions of rights as between share
holders,  directors,  managing â nts 
atid  all  that,  so  far as liquidation 
ôceedings are concerned, a isî âte
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macliinery, which should be  judicial 
cum administrative, ought to be 3et 
up so that the liquidation proceedings, 
after they are terminated, may give 
back something to  the  shareholders 
instead of eating up the where of it.

With these observations  I  sujjport 
the Hon. Finance Minister̂  ̂ motioo.

Shri Gadgll (Poona  Central): Per
haps you remember that in 1936. when 
the BiU to amend the Companies Act 
was brought before the Central Ass«m- 
bly, the Congress  Party took a very 
helpful andconstruclive attitude with 
respect to this question of managing 
agents.  You  must  be  rem«mberine 
that our party meetings  then  were 
addressed both by the representatives 
of the  shareholders  and  represen

tatives of the managing  agents 
as  they  were,  in  Simla.  I  re
member how very helpful was Shri 
Kapadia, President of  the  Bombay 

Shareholders* Association, who is ux»- 
fortunately no more, and how he con
vinced every member of  our  party 
about the abuses which were indulged 
in by various managing agents, and 
the net result was the amending Act 
of 1936, which continues up till now. 
Yesterday, Shri  Tulŝ  ̂ Kilacl̂ d 
made a grievance that what is hap
pening or has happened in between 
1936 and now is due entirely to the 
fact that Government has not been 

êx7 prompt or vigilant in  putting 
down abuses as they were to be foimd 
from time to time.  My submission is 
that even if the Act of 1936 had been 
used most vigorously and rilgidly, it 
would have been found to be inade
quate in the changed circumstances in 

we n̂d our?̂ v̂ todŝ.  The 
'B̂ bha Committee was ap̂inted  in 
1950, it made its report in 1952, the 
Bill was brought in 1953, and now we 

are discussing the report of the 7oint 
Commi»ttee-  Something  more  than 
mere efflux of time has happened.  In 
1950 we adopted  a  constitution  in 
which we have visualised in a rouifh 
mariner what  would be the economic 
organisation of the  future  society.
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There we have guaranteed equality of 
status, equality of  opportunity  and 
that there shall be no concentration 
of wealth in a few hands.  It is not 
only in the Constitution that , these 
things have been provided for,  but 
subŝ uent to the inauguration of the 
Constitution  in  this  country, states 
ments have been  made  by  many 
parties, including the Congress Party, 
about this  particular  problem  of 
managing agency.  In  the  Bombay 
A.I.C.C. and later in the annual ses
sion of the Indian National Congress 
at  Jaipur  the  Congress  adopted 
the proposition that managiîljigency 
should be abolished. What is lar tnore 
important is that in Decembiê 1954, 
this Hon. House accepted an âiend- 
ment to the effect  that  thfe  future 
society in this country will be socia
list, without a single  dissident voice 
or a single differing vote.  If I  am 
entitled to draw any inference from 
this resolution passed  by  the Lok 
Sabha, it is that that  policy stands 
today unless the electorate pronounces 
something different. ̂ Till then  it  is 
binding not only on the government 
of the day but on every section of this 
Hon. Housê Therefore, in the  light 
of that, we have to see whether what 
we are proposing, so far as this parti
cular Bill is concerned, is conducive 
or consistent with that or whether we 
are raising institutions or continuing 
institutions which are sure to sabotage 
or at Jiny rate obstruct the incoming 
of ât society for which every on.of 
us is anxious and every one of us as
pires.  Apart from this, the  Indian 
National Trade Union  Congress has 
also passed a resolution that managing 
agency should be abolished, and over 
and above this, it is reported  in the 
papers that our esteemed Prime Minis
ter has also said that he is against 
managing agency  in  principle. With 
this baĉround  one  has  to  see 
whether the time has not come  for 
ending this system altogether.

Companies Bill 10388

My humble submission is this. The 
continuance of this system ruM coun
ter to the spirit, If not the letter, of 
the Constitution, 'to allow  so  many
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industries iii private hands is in my 

humble  opinion to deny equality  of 
status and of opportunity apart from 
the concentration of wealth in a few 
hands.  In private industry labour is 
nothing;  it  is  insignificant  It is 
only when they threaten to stri*ke or 
do something the management or the„̂ 
owners consider and think that there ̂ 
is something like the labour force.  In 
public enterprises, in other countries, 
particularly in the  United  Kingdom, 
the directorate  contains  representa
tives of labour  because  everyone— 
both the management and the labour— 
feels that ilt is a joint concern of theirs 
and that all of them are serving the 
community at large.  That feeling of 
‘belonging’, that feeling of ownership, 
is entirely absent in the private sector 
or in industries run by private people.
I am glad to note that so far as pub
lic enterprises are concerned, in thi« 
country some representation  is being 
given to the labour.  If we allow the 
private enterprise to function it means 
that we are going against the spirit 
of the Constitution whilch lays down 
that there shall be equality of status— 
not for an individual but equality of 
status for the labour class as against 
the capitalist or the management class.

As regards equality of  opportunity, 
whatever may be the faults of recruit
ing people through the Public Service 
Commission or this,  that  and  the 
other, at least there is a fair oppor
tunity for everji>ody with an aptitude 
to appear and get a chance.  But in 
private enterprise there is no equality 
of opportunity because the  managing 
agents—̂barring a few exceptions here 
and there— recruit  people  who  are 
their relatives or who belong to their 
community or their province.  Above 
all their sons, nephews and sons-in-law 
figure much more  prominently—not 
that sons-in-law do not figure in other 
spheres but they figure very  promi
nently in the  private  enterprise.  I 
remember some years back a certain 
Chief Minister—a Muslim  gentleman 
of undivided Bengal—was asked: ‘How 
is i*t that all your four nephews have

been appointed to high offices?”  He 
said “i’hey are a brilliant tribe,”  I 
find the nephews, sons and sons-in-law 
of managing aĝts are of a brilliant 
tribe arfd appointments are made irres
pective of merit  Their  sifeters  and 
wives alio become members of the 
managir̂  agencies  and  under  one 
pretext or the other they go on annex
ing money.  The very fact that  this 
is happening in this country goes to 
show that we are acting against the 
spirit of the Constitiititon and that is 
the reason  why  managing  agencies 
should be abolished.  ^

Then, there is th6 last point, namely, 
concentration of wealth.  I think suffi
cient has already been said.  To make 
the point a little more clear, I propose 
to point out that out of Rs. 13 crores of 
manâ g agency commission payable 
at present by companies, about Rs.  4 
crores are received by less than one 
dozen  managing  agency  companies 
which control a number of companies. 
Payment of remuneration of Rs, 25 
lakhs and Rs.  35 lakhs to managing 
agents by one single company  even 
though there is no necessity of such 
huge fund» cannot be considered reaso
nable.  But that is not  all.  I  shall 

further be able to show  this Hon* 
House that the  state  of  affairs  is 
much worse than  what  had  been 
stated above.  How the interlinking 
of directorship and concerns goes to 
make the concentration of wealth and., 
economic power much more dreadful 
from the point of view of the com
munity will be evident from what I  ̂
shall read nowc

“To understand the direct link 
between such institutional changes 

and a fair distribution of Incomeŝ 
it will be necessary to study  the 
working of the  ioint  stock com
panies .  No more than 1,013 indi
viduals held 3,728 directorships of 
500 important industrial concerns.
Of these just 20 men held over 800  ^
, directorships.”

What is the ratito of distribution of 
profits between the managing agent 
and shareholders?  According to  the
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figures available, froltt 1940 t6 1948. the 
.colion textile mills in Bombay distri
buted their profits in the ratio of 38 to 

46 per cent between  the  managiiig 
agents and shar̂olders. The ratio of 
profit distribution for the cottonmlUs 
of Ahmedabad—which 1 call the Mecca 
of the capitalist and where t;̂ trade 
unions have ail alone been under Cong

ress control and where dass. strilSfe has 
been conspicuous 'by ife absence—̂ was 
70:30 per cent between ttie m'anaging 
agents and the shareholders.  It has 
been calculated  that  250  managing 
agents  realise  as  much  as  what 
19,50,000 share holders do.  In  terms 
of  money  for  every  Rs.  15 
distributed  as  dividend  to  share
holders  who  are  mostly  from  the 
middle class, Rs. 10 goes to swell the 
bank balance of the managing agent. 
That is how the concentration process 
is working.

I realise that certain improvements 
have been effected in this Bill.  But the 
point is this.  If you know that this 
cannot be fully remedied due to  the 
character and capacity of the person 
and due to the fact that the organisa
tion i*tself is such that 99 persons out of 
100 are bound to abuse it rather than 
rViake proper use of it, what is the al
ternative?  If ihe Govemm.ent thinks 
that there is no alternative and that 
this must continue all I can say is that 
the alternative to public ownership is 
concentration of wealth in a flew hands. 
There ite no third alternative.  If after 
knowing all these facts—I am certain 
that the Government knows it much 

more and particularly my Hojl friend, 
the Finance Minister knows it—̂they 
think for one reason or the other that 

the present state of affairs must con
tinue, all I can say is that in their case, 
hope is succeeding over thei*r experi
ence,  Past experience does not justify 
the continuance of this system.

Shrl C. D. Deshmakh:  No one  Is
claiming that the present state of aff
airs should continue.  In other words. 
If, In Ahmedabad, instead of 30:70 the 
<llstributiton is 90:10 between the share
holders and the managing agents, ob

viously the present state of affairs does 
not continue. '

Shri Gadgil:  The point is the con
tinuance  of the managing  agencies 
under certain controls.  Even th*en as I 
said  you are expecting that in  this 
new atmosphere or the new set-up that 
you  are having  they will  function 
honestly and in the manner in  which 
you think they wiU.  All I can say is 

that hope is triumphing over your ex- 
r̂ience.  I do not share your  hope. 
When everybody agrees that ita theory 
they ought to go, I submit respectfully 
that there should be no conflict  bet̂ 
ween theory  and practice.  What  is 
suited to theory should not be changed 

for practice :

There is a clear case for the ending 
of this system and nothing very un
desirable or chaotic or anything of that 
kind will happen.  If you want to con
tinue private enterprise in some field, 

all right,  continue.  But,  at 
I P.M. r«nove this worst fea
ture from the management  of private 
enterprise.

I am quite  aware of  the  present 
provisions in the BllL  It seems fhai 
having appointed a Committee, hav
ing got their report, having Introduced 
the Bill and after having  taken so 
much  parliamentary  labour  during 
the consideration stage and the Joint 
Committee stage, perhaps the Govern
ment are finding it very difficult to do 
anything radical  now.  I  appreciate 
the efforts made by the Joint  Com
mittee and the things as they are go to 
show that b3̂ 1960 the Government will 
have the right to notify certain indus
tries  where  no  managing  agencies 
will  be  allowed  to function.  Then 
every  new  managing  agent 
will  require  the  approval  ,of 
the Government.  May I suggest  one 
thing?  So far as the power of  noti
fication is concerned, why not take it 
from the date on which the Bill  be
comes the law; because, you are not 
taking any particular individual  but 
you are considering whether in  any 
particular indu?'ry there is no neces
sity fbr appoint ng a managing agency
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or M a particular industry the system 
of managing agency should continue.
It is for you to consider.  I remember, 
Sir, when the Insurance Act Amending 
Bill was before the House—̂ when you 
yourself were there—̂the managing ag
ency was sought to be abolished.  But, 
even in that industry such a row was 
kicked up  the  mnwgfag
agerits itĥt some ̂ftree years’ time ŵs 
given to them—I do not know for what- 
—and later on the managing  agency 
ceased to function in the field of insu
rance indu«?try.  I am. therefore, sug- 

gestinĝll I am not able and It seemi 
I will not be able to  persuade  the 
hard-headed Finance  Minister to end 
the managing agency here and now— 
that ̂  far as the time factor is con
cerned he can surely consider my pro
position whether even before I960 he 
should have the right to exercise the 

power and end the system industry- 
wise.

The Minister in the Ministry of Law 
(Shri Pataskar): May I bring to the 

notice of the Hon. Member clause 328
which clearly says that without having 
to wait this power can be exercised?

i&ii  li that is the implica
tion of toat clause I am glad.

Shri Pataskar:  That is what  that 
section says.

Shri Gadgil: If that is the implica
tion and meaning I will be very happy. 
Then my second suggestion  ite, why 
wait for 1960 to give approval for this 
managing  agent  or  that  managing 
agent?  Why not take the power right 
itxm ̂  date on which tie Act comes 
into foBce?

Shri S. S. More  (Siolapur):  They
have already got that power, under the 
tm.  15th August, 1960 is the dead- , 
line for the termination of the present 
managing agency system imder clause 
329.

Shri Gadgil: What I am suggesting 
is. the dead-line is for the termination 
of the existing managing agencies......

Shri S. S. More:  Under clause 323
they have got the power.

Shri Gadgil: What I am suggesting 
is that on the day on which the  Act 

con̂s into force  ev  ̂ managhif 
agency inurt come ĥorfe the tlnamce 
Ministry or the new department . for 
that pur̂)ose and  t̂  Jrooif of its 
bona fide and efficiency and only on 

that a certificate of good conduct will 
be given and they will be  continued. 
Instep of>k̂ piiiif the  date as l̂th 
August̂ 1960 Or if  the  terminatioa 
happens mudi  earlier,  what I am 
siiĝsting......

Pandit Thaknr Das Bhargava (Gur-
goan):  It is revolutionary.

Shri Gadgil:  What I am suggesting
is not revolutionary.

Pandit Thakur Das Bhargava:  It is
perfectly revolutionary.

Shri Gadgil:  I do not think that this
small step will become revolutionary. 
For some people even evolution is re
volutionary; that is due to difference in 
outlook.

Shri S. S. More:  How far will it be
practicable?

Shri Gadgil:  I am glad this aspect
is suggested by my friend îri S. S. 
More.

Shri S. S. Mme: I have  suggested 

it because I have no confidence in
present government machinery.

Shri Gadgil: Then the matter is still 
worse.  I have some confidence in the 
present machinery of the Government— 
that may be my weakness because of 
my pa§t history—but, all the same what 
I am suggesting is that instead of al
lowing the provision to remain as it te 
and ixiaking-it operative from the 15th 
August, 1960 onwards, just as there is 
a termination of lease by efflux of time 
or termination of lease by the fact that 
a new legislation has ccme ilnto force, 
why not accept the latter fact that a 
new legislation has come into  force, 
Therefore, every  managing  agency 
must come before the department con- 
COTed, prove its bona êŝ  prove its 
efficiency and then on the gr̂ t of a 
certificate continue.  That is my sug. 
gestioh.
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Shri «. S. More:  Will it not be ad
ding to the volume of corruption?

SEhri Gadgil: Then we have to choose. 

Assuming that the Government is taU.
' m corruption- which view I do  not 
Bbare—then  have to consider whe
ther we allow he managing agents to 

fleece the co  .lunity or whether we 

allow sometĥ  ;  to happen  in  the 
department tr  dê s or misdeeds o# 
which can be ..r̂nsidered here, thrasfeed 
out and ĉompletely scrutinised  when 
there will be full parliamentary control. 

We have to dioose between these two.
I have already made my  suggestion 
which I do not think is a suggestion so 

revolutionary as \o soare away any
body,  If there are honest people why 
akould they be afraid of the law?  If 
mere are dishonest people why should 
they t>e supported by any Member to 
thiQ House including the  Cêitalist 
Member?  This is a clear proposition. 
If they Act honestly there is nothing to 
fear and if they act dishonestly they 
have no rît to get our support.
Pandit Thakur Das Bhargava:  Are

all the managing agents d -shonest?

Shri Gad̂l.  I have not suggested 
that the whole community is dishonest. 
I have enough experience of that and 
my suggestion is not to indict the whole 
community or the whole class; but, by 
and large what I have stated is—in 
view  of  the  experience  that  has 
accumulated both with the  Govern
ment and with the public and amply 
testified in the report of the memoran
dum  of  the  Bombay Shareholders’ 
Association—I submit,  is  something 
which ought  to  be  taken  serious 
ndfiĉ of.

friend the Hon. Finance Minister, 
Id flupport of tiie continuance of max̂g*
lug agencies under this sort of control, 
quoted what the Shareholders’  Asso
ciation has sa>d.  My submission with 
respect to that proposition is that, it is 
all right.  We are doing justice  bc‘t- 
ŵ n shareholders on the one hand and 
ê managing agents on the other. But,

about the community?  Whether 
ârî ôlders or the man̂ement, both 
together form  the  capitalist  dass. 
Ttî together form the private enter

prise.  My objection i6 t6 ptivate en
terprise.  If you must have  private 
enterprise, weU, then the booty must 
be fairly shared by everybody—share
holders, managing agents, secretaries, 
treasurers and all sorts of people.  But 
the point is that, if you think that the 
community has a stake in the organi
sation' of imdustry in the private sec
tor, then from the view point of  the 
community the certificate of the share
holders that the present Bill is good is 
not valid.  It may be true if only we 
are confining our consideration to the 
shareholders on the one hand and the 
management on the other and are try
ing to strike a balance in "which their 

interest will not conflict If they cannot 
coincide  under  every  circumstance. 
My submission is that the continuance 
of this system is against the spirit of 
tlie Constitutipn.  That 16 the mam. 
point, and, M it cannot be done away 
with here ?»rd now. then I have sub

mitted certain suggestiims for̂ Uie Hon. 
Finance Minister to consider.

Then, in his speech he said that 
ceiling on the emoluments of managing 
agents may work out to be a ̂ dship 
in  certain  cases.  I  appredfate  it. 
He  has  been  good  enough to give 
me certain instances. Even  otĥ  
wise some  people  have  been  good 
enough to give me  certain  instan
ces, but the point is firstly the moral 
one, and the second point is the mate
rial point.  If we n̂cede that every
body should be paid as attractively as 
he considers, then there wiU be no end 
to it.  That is the first point.  This is 
the problem of incentive. Even under 
socialist economy, I do concede  that 
iacenUve has a place.  But incentive 
under the socialist economy works witii- 
m the framework of the overall social 
policy.  If the social policy is that no
body % to get more than Rs. 30,000, it 
does not mean there will be no incen
tive; everybody will try to rea.7h the 
zenith of income, say, Rs. 30,000; but 
today there is absolutdy no ceiling, and 
therefore there is a wild race to go as 
high as possible, the limit being pro
bably the sky.  The point h that you 

'  should put some limit.  Otherwise, the 
philosophy win be that anybody  can
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demand  his  price.  Perhaps  techni
cians, rare technicians from outside...

Shri C. D.  Deshmukh: Technicians 
are not affected by thfe.

Shrl Gadgn: If there are managing
•agents...... ®

Shri  C.  D.  Deshmokh: Managing 
agents also are not affected by the ex
emption.

Shii Gadgil;  Then the point is much 

more simple.  Our own people will not
work for this country unless whatever 
they have contracted for earlier is 
paid.  Every farthing, the pound of 
flesh, so to say, must be paid.  Con- 
cedmg this attitude -to be correct,  I 
ask, in the best interests of the coun
try and in the best interests of having 
a society of the  character  we  are 
visualising, will it lead to the proper 
moral atmosphere  or  will  it  add 
something by way of difficult̂  in 
our way towards the realisation of 
our objectives?  I have conceded that 
there are certain .cases in which this 
may work hardship; in cases  where 
the concern is in its initial  stages 
where it is not making money.  But 
let vs agree to give some power  to 
the Government but let that disare-

f̂ ded by  certain  well- 
detoed  prmcples  and  precedents. 
Therefore, m a very constructive way, 
suggest  that,  if  ultimately  the 

FAiance Minister thinks that taking 
ê  whole  thing into  consideration 
Government must have some  power 
of making exception, there should be 
a limit in terms of money.  Today 
you have put the limit of Rs. 50,000 
Do not open the door wide and go 
on adding a zero to î and making it 
Rs.  5,00,000,  Rs.  50,00,000  and 
Rs. 5,00,00,000 and so on.  It should 
not be an  endless  business.  Keep 
fomething  in your own minds.  If 
jrou can give some concrete examples 
of these principles on which you i*ro- 
pose to use your discretion, by all 
means put it in the statute.  Or, let 
us at least have an assurance that 
n win range within a certaki limit

and within which the discretion will 
have some play and some operative 
influence.  Therefore, firstly, if  pos
sible put it in terms of money.

The second point ite about the num
ber of directors.  Suppose a concern 
can have six or seven full-time ?lirec- 
tors; if they know that the Finance 
Minister is going to give some rela
xation, thai they wHl think; why 
have four or five full-time directonoa 
Rs. 3,000, Rs.  4,000,  Rs.  5,000  or 
Rs. 6,000?  Therefore, I suggest that 
the Finance Minister should take the 
job of the particular company,  the 
technital things  involved  and  the 
economic  activities of the  company 
and all these relative factors into con
sideration.  They are bound  to  be 
taken into consideration and by all 
•means, let them be taken into consi
deration.  But then  you  must  put 
some limit on the number of direc
tors.  Otherwi*se, as  I  said, it will 
open the gate for your  * discretion 
being not only properly used but used 
otherwise.  There  may  be  firin- 
mindedness on the part of the Gov
ernment.  This mental  strength  or 
firm-mindedness' can be applied in a 
different sense because in the com
mercial sense. Government .may  be 
firm-minded and may help the manag
ing firms, and the managing firms, 
whatever they have been  doing  so 
far, are more  of  ‘managing’  than 
‘management* and more profiteeritag 
than profiting.  Speaking for myself, 
I am prepared to give this discretion 
because there is force in what the 

H(m. Minister has said,  but let me 
be assured that this discretion will 
be used in terms  of certain  w -̂ 
defined precedents and pritaciples.

Thirdly, even 11 there is relaxation, 
the Minister should see that no  man 
gets more than  a  certain  ceiling. 
That  is the  third  suggestion that 
I would make  Because  a man  has 
contracted to be in  a i>osititon  on 
Rs. 4,000, does it mean that we should 
continue to keep him?  He  should 
make a sacrifice when we also are
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considering the hardshiips.  If there 
is hardship, both sides must undergo 
some sacrifice and the sacrifice should 
not be entirely demanded from one 
side.  Therefore, the limit should be 
in terms of overall ceiling in terms 
of money, and the number of direc
tors and individual ceilings.

The managing agents are supposed 
to supply capital for their individual 
concerns.  To what extent do  they 
supply it?  Some say it is 10 per cent, 
or 25 per cent, or  whatever  it  is. 
What I find from  the  CJovemment 
policy is that if the industry is not 
doing well and cannot compete with 
imports from other countrites, Govern
ment will give protection,  and  the 
industry will be built up behind the 
tariff walls.  When  it  is  properly 
built up, then it is expected that tAs 
products will be sold to national con
sumers at a lower price.  Then the 
argument that we can have a better 
price outside will come  in.  Then 
they may ask for a retention price. 
When the industry was not on its legs 
the  consumer  suffered  under  the 
policy of protection.  Our patriotism 
was appealed to, national sentiments 
were appealed  to.  We  agreed.  But 
when the concern is going  on  all 
right and cannot get more  because 
it is not allowed to export, does  it 
mean that every time that concern 
must have the pound of flesh of pro
fit and if there is loss it must  be 

ĥ ped?  I am almost ttmpted to fay 
that losses on private enterprise  are 
national and the profits are private. 
This is how it comes to.  The moment 
there is something, immediately the 
Government will reduce the  export 
duty, this duty and that duty.  But 
while the agriculturists were shouting 
when the prices went down, we were 
told Government is carefully watching 
the situation, is aware of  the situa
tion,  and  when  the  relief  came, 
the  grain  had  gone  away  from 
the producers and the bania was in 
possession.  The additional advantage 
as a result of puttitog some floor price 

was annexed not by the produce but 
by the middlemen. -

231 L.SD.

Shii S. S. Bforei The bania is  al
ways the gainer.

Shri Gadgil: i  will  answer  you 
elsewhere and not here.  The  point 
is, so far as the finances  are  con
cerned, today Government gives them 
finance by way of retention price and 
we are told that whatever they earn 
under that system is to go towards 
the expansion of the business.  Well, 
their capital has increased and their 
shares have gone up since the reten
tion price was granted in respect of 
steel, and the steel shares are goitog 
up.  There, the value of the capital 
concern has appreciated capital block 
has become  more  substantial  as  a 
result of retention price.  You have 
done this at the cost of the commu
nity.  There is no necessity now.

Shri Kamath: For the general elec
tions.

Shri GadgU: There was that neces
sity when the industry was not able 
to stand on its legs  and  when it 
wanted protection, though in the end 
it might make large profits, it was 
perfectly correct to grant protection 
as the industry was necessarily to be 
built up during that stage.  But now 
it is not necessary.  Now, the Gov- 

emmeDt  have  provided  induetrliJ 
financing through corporations at the 
Centre as well as in  some  States. 
Banins aire advancing money; subsi
dies are given.  Then what exactly is 
the function these managing agencies 
discharge?

Raw material prices are assured by 
the Government; if there is any little 
trouble, immediately the Grovemment 
will operate the excise duty in such 
a way as to reduce their losses. As 
I said, their losses are national and 
their profits are  private.  Therefore 
I ask, why give undue Importance to 
these people, when the main function 
they did in the past is no longer of 
the same itotensity and of the same 
size?

I now come to management.  They 
are talking that they are very good
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managers.  Of course,  the  Finance 
Minister had been very  shrewd  in 

just indicating the  alternative form 
of management.  I ask him to think 
further and make it compulsory, so 
that there will not be a vacuum some
where.  Some people fear that there 
may be vacuum; I say there will be 
no vacuum, just as there will never 
be a vacuum so far as profit-making 
ite concerned.  Yesterday I  said,  a 
poet who does not claim originality 
and a capitalist who nms his concern 
at a loss are sUll to be  bom.  So, 
there is going to be no vacuum;  if 
you drive them from this industry, 
they will go elsewhere and continue 
to earn profits.  But the  point  is, 
from the larger interest, by all means 
suggest  an  alternative.  Here  the 
capitalists are throwing out a  chal
lenge; let us take up the challenge. 
Do not think that they are  geniuses 
and are so efficient.  Go through the 

records of the vazlous  High  Couxfs 
and find out how many insolvency 
petitions have  been  made  in  the 
course of the last 75 years.  Is that 
not an indication or proof of their 
competence?  I remember a case and 
if I am allowed ihe lime......

Mr. Depoty-Speak̂r:  The  time  is
already over.

Shrl GadgU: I  will  finish  soon. 
When the war started, a certain en
gineering firm had some trouble with 
their labourers.  An arbitrator  was 
appointed—I will not name the gen
tleman, but he holds a high office— 
and I appeared on behalf of labour.
I showed to the arbitrator that on 
the 2nd of September,  1939,  each 
director was getting Rs. 250, but with
in four months, each one  of  them 
wafi getting Rs.  1,500.  I  said  to 
them: “Look here, I do not mind your 
geting more; but why don’t you share 
that prosperity with the poor people?” 
They said, this is a testimony of our 

ability, initiative, this and  that. 1 
asked them, where was your capacity 
during the preceding 15 years when 
you declared no dividends, when youp 
iliires were praettoanj out  of ite

share market?  If anybody  is  to be 
thanked, thank  Hitler,  because  he 
started the war and you  are  now 
prosperous.  The labourers  are  not 
denykig your claim lo some  share» 
but they only want that they should 
be also given  something.  I  there
fore suggest that the challenge of the 
capitalists that there is no  alterna
tive and that aU public concerns are 
very badly managed  should be  ac
cepted.  I remember when I was  a 
Minister, a certain big busmessman 
challenged that nothing could be done 
in the Sindri factory.  I showed him 
within a period  of one year  that 
whatever- the  Estimates  Committee 
reported was  completely  liquidated 
and the factory started in the right 
timifc and now it is doing gocd busi
ness.  The poitit is that it is not that 
there is no talent or no capacity for 
organisation, this that and the other; 
but the fact is that somehow or other 
the capitalists’ influence is not limited 
merely to citicism line, but  it  goes 
much that way.  That is the reason 
why We must accept the challenge.  I 
I ask the Finance Minister  to take 
up the challenge and evolve an alter
native formula and incorporate it in 
the Bill itself, so that the liquidation 
of manaeinc  neenrv  much  earlier 
than thp 15th Auenst. Iflfifl. will be 

an accomplished fact.

Sbil TtowanAtha Beddy (Chlttoor):
Mr. Deputy-Speaker, at this stage  of 
the  debate,  it  Is  very  difficult 
for anyone not to repeat  what  has 
been said; and everyone who speakM 
win be esqposed to the criticism fliat 
there is too much of repetition in the 
speech. However, I will  confine  my 
remarks briefly to only a very few 
points with regard to which I have to 
make some observations.

Judging fn>m the discussion of this 
measure in this House, in the Piesd 
and outside, I should think that this 
Bill can be  renamed  as  Managing 
Â nts Control and  Regulation  Bill 
instead of the  Companies  Bill.  So 
much of disproportionately large time 
and energy has been spent over tto
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question of managing agency. 1 would 
like to refer to a peculiar tiieoiy that
has been propounded in this House as 
well as elsewhere, the theory that the 
Company Law should be an  instru
ment for social reform, that is to saj 
to bring about a socialist pattern of 
society in this country. I beg to sub
mit with great respect to ail those 
Members who hold that view that this 
is a confusion of thinking. 1  think 

that Company Law arises  after tbm 
assumption that there is scope for a 
certain amount of public  activity  in 
tJie private sector. After that assump
tion, I do not know how it would be 
possible for anyone to say that the 
Company Law will be an instrument 
to bring about social reform. I think 
it is clearly a confusion of issues and 
we should come  ourselves  to  con
trolling certain ugly  aq;>ects of cor
porate activl̂ in this coanlu.

I might briefly to the question  of 
managing agents. According  to  the 
provisions oi this Bill, a great deal of 
control is proposed to be exercised on 
the managing agency system.  In cer
tain  types  of  activities,  managing 
agency is completely prohibited, and 
in certain other  types  of  industry 
where the managing agency system is 
allowed to continue, a great deal of 
control has been placed.  In fadt, if 
the Government so wills, it can put 
to end to the managing agency sys
tem by 1960, according to the provi
sions of this  measure.  There  has 
been a great deal of abuse and cri
ticism with regard to the managing 
agency system I do not stand here to 
champion the cause of this system, 
but I am only anxious to see  that 
whatever  little  effort  that  the 
private sector is going to make in fur* 
ther?ng the industrial activity in this 
country, it ought to  be  allowed  to 
make that without any fetters. I feel 
that there has been too much of abuse 
and criticism of the managing agency 
S3̂ m.  Even assuming that this sys- 
*ftm has been admittedly  abused by 
certain individuals and certain groups 
of individuals, I think Government it
self is not quite dear what to do with 
this managing agency system.  They 
»oem to feel that, though they  have

provided that as far as State under
takings are concerned, the  managing 
agency system will not function, they 
are not quite definite as to what to do 
with the private sector.  They  have 
provided, and they hope, that by 1960 
an alternative system to the manâ ng 
agency system will be evolved by the 
private sector, so that  the  change
over from this system to the alternate 

system like the directorate, secr̂aiiâ 
treasurers etc. will take place without 
any  imdue  displacement  of tte 
industrial activity in this countcj. 1 
am quite sure that the provisions as 
they  are  with regard to controlling 
the managing agency system are quite 
enough and this Bill need not be made 
an instrument for the  establishment 
of a socialistic  pattern  of  society. 
After all, this Parliament is supreme 
and it can at any time pass a measure 
declaring that there need not be any 
activity in the private sector, in which 
case, it will serve the  purpose  of 
establishing a socialistic structure of 
society.

Another provision in this Bill says 
that no firm can ba a managing afetii 
for more than 10 companies. That !■ 
the celling that has been fixed. To mjr 
mind, the harm is not done so muck 
by the concentration  of  managerial 
activity in one firm as by a combinar- 

tion of managerial responsibilities as 
l>etween  fitt̂cial  institutions  and 
ordinary coftiiiercial concerns. That Is 
the greater tiMm. I should say ttat 

there must be  a  clear  bifurcat-on 
oetween the financial institutions and 
other conmiercial concerns as far  ai 

the managerial  estabUshment is 
cenied.  I find there is no  provision 
in  this  Bill  to provide for such a 
thing.  I hope the Hon. Finance Min
ister would consider this aspect of the 
matter.

In this Bill, greater privileges have 
been conferred on  the  sharehokters 
Apart from the provisions  regardiî 
the transfer of shares, by the provi
sion that the dixectorate should be 
elected on the principle of proportion

al r̂resentatioQ Is a  hediiqr  Mb 
and there need not be any fear that 
holding just 50 per cent of ths shaxes 
wiH result in capturing the âin &
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a single company.  There is  propor
tional  representation;  the  minarity 
will always get representation  and 
there need not be any fear :nat the 
majority will rule the day.  In  this 
connection, I may make a small ob
servation  regarding  the  provision 
whereby Government is empowered 
to nominate two direcors in the directo
rate.  When  there is provision for 
proportional  representation  in  the 
directorate, in  which  the  minority 
shareholders can have a voice I do not 
see any reason why the  Ccvermxient 
should be clothed wilh power to nomi
nate two directors in any  company. 
Obviously, the directors that are like
ly to be appointed on the reoresenta- 
tion of the shareholders of a company 
are naturally going to be officers of 
the Gk)vernment. I do not know what 
exiperience these officers will have with 
regard to the management of a com
pany, and also with regard to  the 
affairs of a particular company which 
may be concerned, with  a  type  of 
industrial activity in which these offi
cers may not have any experience at 
all.  I think these officers, when they 
go and sit in the directorate, will not 
fee helpful to the shareh jldors wh ■rn 
they astensibly represent.  They will 

"be iust dummies  there,  slttinc and 
hearing what is happenmg ana they 
will not be helpful at all. I do  not 
think this provision is necessary in 
view of the fact that* proportional re
presentation in the directorate is pro
vided for in this Bill.

Regarding the question of remaner- 
ation for the management  of  these 
companies.  I  am  rather  ronfused 
about clause 197. I really cannot make 
much about this clause.  As far as my 
understanding goes, there is a maxi
mum fixed with regard to remunera
tion and also a minimum. There rre 
a number of clauses which are  not 
subject to this clause and also there is 

•B owildlng power In  fhls  dauK 
with regard  to  other clauses.  This 
question of  remuneration is  rather 
ticklish.  It has been admitted that the 
average remuneration  for  manage-

mH of copies In tfb fScmXtr It

13  per  cent,  of  the  profits.  The 
maximum  that  has  been  fixed 
in  this  Bill  is  11  per  cent 
of  the  net  profits.  I  have  no 
quarrel with this provision. This quite 
approximates to the average. I should 
think that even the comoanies mil be 
quite  happy  over  this  maximum. 
Regarding the minimum it has been 
said that their remuneration, includ
ing all emoluments and commission 
cannot be more than Rs. 50,000 when 
there is no profit in the company. This 
provision works as a great  deal  of 
hardship  on  the  companies  whidi 
have been just  started  and  wbicfa 
during the initial years of their acti
vity may have to suffer loss, and during 
which period the management o' Ibis 
company will have to exert their ut
most and see that the company suc
ceeds.  Therefore, a small provision 
that this clause regarding  the  mini
mum may not be applicable  to  the 
companies that  have  been  started 
newly is necessary. Jt may be prorU
ed that for j years irom me aaie of 
the starting of these con'.panieo  this 
clause iregarding minimum may not 
be made applicable to  such compa
nies.  With this simple amendment, 
I should think that the purpose  wlD 
clearly be served.

There is clause 199 In this BIB wldei'
says that in future no  management 
can receive tax-free pc>*ment. I do 
not know clearly what the purpose of 
this provision is.  If it is the purpose 
that the employees in these companies 
should not get too much of remunera- 
ation, that can be provided for other
wise than in this Bill. To mop  up 
the excess incomes, there are other 
instruments in the hands of the Gov
ernment.  After all, only during the 
last session, we have provided that 
the Income-tax law itseif  that  per- 
quisities cannot be allowed over and 
above a certan maximum to the offi
cers  or  employees  of  compainee 
for the purpose oI Income-tax, Some 
such provision will serve the ends 
we desire, rather than a provision ef 
this kind in this Bill. However, thli 
is a very small point. Ic can be con
sidered in the clause by clause stage.
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I have to say something about the 
problems of the administration of the 
company law. According to this Bill, 
the administration of this law is to 
take place in two ways. One is main
ly through the Economic Affairs depart
ment of the Ministry of Finance.  To 
assist them in the administration, it 
is proposed that a statutory Advisory 
Commission is to be appointed.  With 
regard to some provisions, the deci
sion of the Government is absolutely 
final. With regard to  certain  other 
provisions, the Advisory Commission 
will give advice to the Government 
and the Government may or may not 
accept this advice.  With regard  to 
certain other provisiors, if the Gov
ernment differs from the advice given 
by the Advisory Commission, the rules 
framed, and so on, and the reasons 
for differing from the advice of the 
Advisory Commission should be plac
ed on the Table of both the Houses of 
Parliament and that gives an  oppor
tunity for discussion of the decisions 
by the country. However, I find that 
a large number of provisions in 
Bill are mandatory and  regulatory. 
That means a great deal, and discre
tion is left in the hands of  Govera- 
ment. How is this discretion exercis
ed? It is usually exercised  through 
the officers of the Government.  The 
implication of this is that the officers 
of the Government are asked to decide 
on questions  regarding  commercial 
undertakings. With aU  due  respect 
to the members of our administration 
in this country, I must say that they 
are not competent or they are  not 
trained to take decisions on matters 
connected  with industry  and  com
merce. It has been voiced several times 
in this House and outside in the country 
also that it is absolutely necessary for 
us to evolve a cadre of service which 
will be conversant with industry and 
commerce.  As it is, we are putting 
some of those officers who are train
ed only in bureaucratic type of admin
istration, who do not know how to take 
quick decisions with regard to com- 
inercial matters, in charge of the ad
ministration of this law under which 
a great deal of discretion Is vested In 
the hands of Government I  |n

practice this will result in imdue ( 
and hampering industrial activity in 
this country. For the future  also we 
are thinking in terms of enlarging the 
public sector, in which case it is about 
time that we try to create a cadre of 
service and train them for lookng after 
industrial undertakings.  Therefore,  I 
think it is appropriate time to think in 
those terms and try to do  somethiiig 
in the matter. Of course, this is  nut 
strictly within the provisions of  tfefs 
BUI, but I am just making a suggestion 
which I hope will meat with the ap
proval of the Government.

With regard to Government compa
nies it has been provided in clause «14 
that it is in the discretion of the Gov
ernment to say which are the previ
sions of this Bill which will apply tD 
the companies sponsored by the Gov
ernment.  There are two i>arts of this 
clause. The first part says:

“The Central Government may, 
by  notification  in  the  Official 
Gazette, direct that any of the pro
visions of this Act (other than sec
tions 612 and 613) specified in the 
notification; —

(a) shall not apply to any Gov
ernment company; or

(b) shall apply to  any  Govern-
emment company......’’

I think this sub-clause (b) can safely 
be omilited. After all,  the  company 
system of managing our undertakings 
has been thought of in order to import 
all the advantages of company manage 
ment, in order also  to  import  the 
idea  that  business-like manner of 
managing public undertakings  should 
be inculcated in those  who  are  In 
charge of the administration of these 
companies.  Therefore, I think that as 
far as possible as many provisions as 
possible of this Bill should apply to 
the governmental  undertakings  also. 
However, in certain special cases Govs- 
emment may be given the power to 
exempt certain previsions of this BCQ. 
Therefore, both the purposes can  be 
served by omitting sub-clause (b)  of 
clause 614. I think I will have 
thing to say in respect of this
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the clause by clause discussion takes 
place.

In conclusion I have to say that a 
measure of this bulk will naturally be 
not perfect as has been admitted  by 
the Finance Minister himself. No doubt, 
certain improvements will be made at 
the later stages of the consideration of 
this measure.  The Finance Minister 
has also pointed out to us that the very 
fact that the Government has been clo
thed with a normous  powers under 
this Bill will have a salutary effect 
on company management.  I am sure 
hopes of the Finance Minister wiU be 
fulfilled and the private imdertakings 
that are going to function xinder this 
Bill will play their part and act for 
the best of the country.

Shri T. N. Singh (Banaras Disttt.— 
East):  I thank you for giving me an
opportunity t© speak on this very intri
cate measure.  It has also aroused a 
lot of controversy and all kinds of 
views have been expressed. It was but 
natural that such a big measure should 
evoke so much of controversy.

The  main  controversy  that  has 
raged during all these days of the dis
cussion in this House has been over the 
question of managing agency. I would 
like to take that subject much later, 
but in the beginining I wish to i>oint 
out one aspect of company law ad
ministration which I feel has not been 
touched at all in this  comprehensive 
measure.

In these days of private enterprise, 
development and all kinds of compa> 
nies that are growing, a system has 
arisen whereby a number  of  public 
limited companies form  a  kind  of 
super company. In America and other 
places, they are generally understood 
to be corporations. This is happening 
here also. In another sphere of  my 
activity, in one of the committees  I 
had occasion to examine some of the 
biggest industrialists and entrepreneurs 
Of this coimtry, and I was told—we 
werfe all told in that committee—̂that 
the future development of companies 
Is going to be in ̂  line of these cor

porations which will be formed  by 
severed companies joining together and 
contributing to the major part of the 
âreholding. It was very frankly ad
mitted that they have not got the lln- 
ances to invest. Secondly, they are not 
prepared to risk whatever they have. 
There are all kinds of new fields of 
industry which should be developed 
and they have not that enterprise te 
risk their capital on such things. At a 
matter of fact, in the plans that wc 
envisage for the next five years we 
want to develop industries in all kinds 
of new lines, and the private sector is 
expected to play its part, but I want 
to assure the House that no private 
industrialist, no house  of  managing 
agents is going to pi*ovide  the  risk 
capital for that purpose.  They  will 
either require the Grovemment or the 
various finance corporations that have 
been established to provide the finance, 
or the companies which they manage 
should provide it. This is  what  is 
going to happen. If corporations are 
formed out of so many public limited 
companies in which the managing dir
ectors hold hardly 15 or 20 per 'cent 
of the shares, on the strength of this 
minority shares in five or ten compa
nies, they become virtual owners of 
that bigger corporation, and there is 
nothing in this law to prevent manag
ing agency from organising and run
ning such companies. There is no im>- 
vision. Government may say that they 
have got the discretion to ban any cor
poration, but they have also got the 
discretion to allow such corporations. 
Are we clear in our minds on this point 
or not as to whether persons should 
risk the capital of so many others, es
pecially companies in which they are 
only minority shareholders, and play 
with that money, by forming a manag
ing agency of their own? As it Is, they 
can form such a managing agency, and 
they will not disclose who are going 
to be the future shareholders. Govern
ment cannot ban this sort of  thing, 
and ordinarily they will not be atito to 
prevent the fbrmation of suĉ a manag
ing agency. Once such an agency  k 
formed, and  fhe  persons who  are 
manage agents of that concern bare
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got controlling interest as  managing 
directors or as directors in charge of 
the various public limited companies, 
what is going to prevent them having 
such a system?  I feel that this is a 
serious lacuna in this Bill. Such a kind 
of activity should never be permitted. 
It is against all morals, and against 
ethics and rules of public behaviour 
and conduct, and therefore, this shouid 
never be allowed. I am really much 
grieved that no provision has  been 
made to prevent this

The Minister of Revenae and Civil 
Bxpenditure (Shrl M. C. Shah): About 
what? There are holding and subsidiary 
companies.  What  does  the  Hon. 
Member mean  by super-corporation? 

We  do not quite follow.

Shri T. N. Singh: I think I was quite 
clear. Anyhow, in order to make  my 
poiBt clear still,.........

Shil  Aclurthaa  (Crangannur): 
Please give an illustration.

Shri T. N. Singh:  Suppose  there
are companies A, B, C and D.

They are all public limited comx>a« 
nies, and they are not even managed 
by manâ ng agents. Yet, in all these 
four companies, the managing direc
tors who hold ten or fifteen per cent 
of the  shares  are  virtually  the 
managers and  controllers of  these 
public limited companies.

Shri M. C. Shah: They are govern
ed by the provisions of the Act.

Shri T. N. Singh: Please  hear  me 
out first. First tmderstand what I am 
saying.

Now, these four companies have got 
reserve capitals, and they can invest 
their money in some other  company. 
Suppose a new company X is formed 
in this manner;  the  shareholders  of 
that company in future are going to 
be these companies A, B, C and V. 
Suppose whUe fbrming that compaxiy, 
the person says that this will be run 
by a managing agency. Then, this will 
be a public limited company, but  it 
win be run by a managing agency. Tbe 
Biaiiagfng agency of that is the aame

as the directors Of these four or five 
concerns.  There  is  nothing  a£̂ainst 
that. Only for a  holding  companj, 
you have put restrictions. But please 
look at it from the point of view of 
the company formed  in  the  above 
manner, which has got holding com
panies which are all  public  limited

Shri M. C. Shah: How can there be 
any such thing? Can  you  give  any 
instance here in India, if you know it?

Shri T. N. Singh: I have been con
nected with one or two concerns; they 
were not profit-making concerns, but 
they were companies all the same.  I 
was connected with a concern like 
the National Herald, and I was free 
to invest whatever savings in the com̂ 
pany there were in any other company 
by purchasing shares.  I was free to 
do that.

Shri M. C. Shah: May I invite your 
attention to certain clauses in the Bfll 
with regard to investment, with re* 
gard to the holdi® of these public 
limited companies and other compani
es, etc? There are so many restrictions 
now placed on theni.

Shri T. N. Singh: I have seen them. 
Those restrictions are in regard to how 
much one can hold, Le. how much one 
company can hold in another company. 
That is quite another thing altogether.

What I was saying was that another 
company is formed, the share capital 
at which comes from various compa
nies which are all public limited com
panies; these companies from a closed 
eateries, and they are there.  In all« 
there are about ten to twenty public 
limited companies today. I can say, and 
the ^n. Finance Minister probably is 
not tiai4̂R»re of the fact, that there are 
today several public limited companies 
which are virtually owned by a house 
of big financiers  and  industrialists; 
they are all public limited companies, 
and there is no managing agency there. 
And their money can be utilised lor 
floating other companies with a manag
ing agency system. This is what I was 
saying. I think by now it would have 
been clear to the Hon.  Minister. I
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want that this sort of thing should be 
totally banned, and there should be 

no discretion either way left to any
body whatsoever. I am very clear on 
this point

I am also sorry that we have not got 
before us the picture as regards the 
amendments to be moved  for  audit 
purposes. I wish I had those amend- 
I ments. I  have  my  great  grievance 
against the audit organisation as It is 
functioning today.  I  feel  that  the 
chartered  accountants’  organisation 
needs to be overhauled. I want to put 
a straight question to the Hon. Min
ister, namely whether it is or is not a 
fact that in the several  cases of in
vestigations going on in  regard to 
hiding of income-tax, the advisers of 
those people who are hiding income- 
tax are chartered accountants.  The 
evaders of income-tax are being ad
vised systematically by a number of 

chartered accountants.  I do not mean 
anything against the whole organisa
tion as such, I have got  all respect 
for that noble profession,  and I do 
not mean anything  against  them. 
But I do hold that today it is possi

ble, and it  has  been possible,  for 
many persons to evade  income-tax 
with the very sound advice that the 
chartered accountants were  able to 
give.

[Pandit Thakur Das Bhargava 

in the Chair]

I  would like to have before me the 
whole picture as to what is going to 
be done about the audit organisation 
and what is going to be done in case 
it is found that an auditor has been 
delinquent or has neglected his duties. 
What is  the  professional  sanction, 
what is the legal sanction, and wliat 
is the administrative sanction against 
that auditor? I do not know what 
sanctions there will be. I am yet wait
ing for the amendments  which  the 
Hon. Minister is going to bring for
ward.

Sbri M. C. Shah: There are provi
sions in the  Chartered  Accountants 
Act in respect of that

Shri T. N. Singh: I know them. But 
are they adequate?

Shri M. C. Shah: Yes.

Shri T. N. Singh: My point is whe
ther they are adequate. Unless  some
thing is done about this. I do not see 
how any kind of second or double audit 
or any other thing  which the Hon. 
Minister may provide for by his amend
ments is going to help us. So, I shall 
very carefuly watch the actual pro
posals that are going to be made in 
regard to the audit of these companies.

The third point that I would like to 
deal with, before I come to the sub
ject of managing agency, is in regard 
to Government undertakings. I  want 
that the highe-st ethics and standards 
of conduct should  be maintained for 
any Government undertakings.  I am 
not ashamed of the performance  of 
our undertakings so far. I think com
pared to the various acts of omission 
and commission of the private enter
prise, the performance of 6br State 
undertakings  is  a  thousazicl  times 
better. There m  ̂have  been  mis
takes. But the colossal mistakes that 
have been committed by various pri
vate concerns are something of which 
none can be proud.

Then, it is also a fact that for all 
the cases of tax evasion and for all 
the cases where blackmarketing  has 
been done, it is the very same private 
sector, which we are trsdng so much 
to extol and to uphold, that  is res
ponsible. So, I want to be very careful 
that there are very good and healthy 
provisions for Government undertak
ings. I am sorry that the Hon. Finance 
Minister could not keep to his under
taking given at the time the origina] 
moiton was being discussed here, that 
a separate chapter would be included 
in respect of Government undertakings. 
The present provisions do not satisfy 
me, lor the very simple reason that to
day  €k)vernment  undertakings  are 
being run on various lines.  There is 
the system of total  investment  by 
Government; there Is also the system 
of 51 per cent, 49 per cent, 60 per cent
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or other per cents of  investment by 
Government; In this way, all kinds of 
permutations and  combinations are 
there, so far as the contribution to the 
shareholding  is  concerned.  Then, 
there is also another system, accord
ing to which Grovemment contribute 
to the shares first, and then they also 
contribute to debentures on the as
sets of the very same company. Then, 
Government make advances and loans 
also.

One of my grievances against manag
ing agency especially has been that 
having purchased some shares, t.c. a 
proportion of the total shares, they do 
not want t© invest their own capitaL 
Then, money is advanced on deben
tures, so that the entire company’s as
sets  are mortaged.  Thus, it  tran
spires that the same party is the man
aging agency, and the same party is 
issuing debentures  and also holding 
shares.  This is a thing which is not 
proper according to financial rules.

2  I feel that  this is a bad
system and it should be  done 

away with.  Any law  which per
mits this kind of investment is bad. 
Secondly, it has yet t© be considered 
whether it is permissible under the Con
stitution itself.  I have grave doubts 
whether it is possible to transfer shares 
to each  official like  that. Benami 
transactions of transfer of shares are 
done by private owners, private mana
gers, private managing agents and pri
vate company owners.  But here we 
go on transferring from one officer to 
another.  This system somehow  does 
not appeal to me.  We must regula
rise it.  We must set forth as to whom 
It should be transferred, by designation 
of his function, saying that such and 
such person, the Secretary of such and 
such Ministry or the Deputy Secre
tary wUl be there.  That I can un
derstand, but now at the whim and 
pleasure of the person  that is there 
at any time, we are having this kind
oil  tiling.  That is not proper. This 
Irregular transfer  of  shares  also 
leads to unnecessary  expenditure by 
the Government.  That  has to  be 
regularised.  I would have varr mudi

liked if the picture had been made 
clear by the Joint Committee itself.

Coming to the  managing  agency 
system, I must pay a tribute to the 
hardihood of our colleagues  on this 
side who have stoutly  defended the 
managing agency system.  I am say
ing ‘hardihood’ deliberately  because 
they are themselves in that position, 
in the category of managing agent 
and  company  promoters.  And  in 

this House, for people who are in* 
terested in particular things, to plead 
for them is Hon.  Members  should
reaUse..........

Pandit S. C. BCshra (Monghyr North
East): That your side  has  become 
managing agents for the whole nation.

Shri T. N. Singh: That  is another 
thing.  Here is a private imdertaking- 
I am referring t© these private under
takings.  They should not have tried to 
influence the House in their own inter
est.  That is unfair.  That should not 
have been done.

Mr. Chairman: Wlhat aboutj iwiblic 
undertakings?  Government are owners 
Of public xmdertakings.  Should Gov
ernment also not vote?

Shri T. N. Singh: That is not the 
question.  I was only referring to this, 
that according to our own behaviour, 
rule of conduct, if some Members are 
actually interested  in a  particular 
thing—̂the Finance Minister  is  not 
interested.

Mr. Chairman: There  is  a  rule 
which we have got according to which 
if any Member has got personal inter
est in a particular matter, then  he 
cannot be allowed to vote.

Shri  T.  N.  Singh: Suppose  the 
question of  managing agency is  at 
stake.  I happen to be a  managing 
agent  My whole future depends on 
that  If I plead the cause of manag
ing agents, I am trying to help my
self.

Mr. Chairman: It  is  an  abstract 
question.  It Is not a question of di
rect i>ersonal interest.

Shri T. N. Singh: I would not like 
to make any personal attack and, there- 
fbre, I desist from that. But 1 liav*
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btought this only as a general point. 
Howsoever that be, I feel, as one who 
entered  public  life  thirty  years 
ô at the call of Gandhiji, that there 
is  no  place  in  moderr  India 
in the India of Gandhiji and  Nehru, 
for intermediaries in economic activi
ty.  That was the reason why we all 
went for abolishing even the smallest 
of the zamindars.  He was not such a 
menace to equality of wealth, equality 
Of distribution.  He was a very small 
man; yet he was an intermediary, and 
that was our objection and therefore, 
we said, he must go, an intermediary 
has no business to exist.  That was the 
aw>roach.  Now, 1 want to know whe
ther the managing agents are or are 
not an intermediary between the share
holder and the company itself.  That is 
a fact, that they are an intermediajT- 
I am sorry side issues have been rais
ed unnecessarily.  The question of risk 
capital, the qufestidB of providing some
thing so that there may be no vacu
um—all these  questions  have been 
raised.  There  was  the  question 
of  vacuum  without  zamindars, 
even the smallest of them, who pro
bably were not getting even two squar© 
meals a day, and yet they were abo
lished.  I happened to be one of those 
amall zamindars,  I ̂ nt about, even 
at the risk of the displeasure of my old 
mother, calling on people to destroy the 
intermediaries. But here if wp raise this 
point, that managing agents idiould go, 
these intermediaries must go, we are 
asked to have patience, we are told 
that the whole national economy will 
topple down, there will  be  destruc
tion, there will be disturbance, there 
will be dislocation. That is what we 
aze told-  Where is the vacuum? What 
vacuum is going to occur if such a few 
handful of intermediaries in the mat
ter of company management are not 
there?  Have not companies survived 
without managing agents? Are there 
not several noble cases of companies 
which are being managed by directors 
only?  That has happened.  Then it is 
said that they are experts.  Compared 
to some Of the things that have been 
managed by Ibese experts, I tkink

the Sindri factory is an example of 
creditable wnrk. Today Its pnoducto 
are being sold at rates cheaper than 
ên of some Sfbreign manufactured 
fertiUsers. Their cost of  production 
if quite low, despite the many mis
takes and errors—of wh»ch I was a 
great critic—which have happened- So 
compared to that, these people who 
have managed,  have  mismanaged 
things terribly.  And whose money is 
it?  It is public money.  The small 
savings of the middle man, the middle 
dass people. It is on them that usual
ly shares are in the end imburdened 
by the managing agents.  This is what 
is happening.  It is their money.  It 
is just like our fault.  I admit, very 
frankly, that when it is public money, 
very few of us can be careful.  Mary 
of us are extravagant with  pablic 
money, here in Government and other 
places. Shareholders’ money is a kind of 
public money.  But so far as the ma
naging agents and imfortunately aljo 
some of the managing directors are 
concerned,  it  is  nobody's  money. 
Zamindari was extinguished because 
there were some taluqdars who wsnA 
about showing off their wealth  and 
grandeur, I say there is nothing to 
compare the grandeur, the showing 
off and the ostentation which the capi
talists are indulging in Calcutta, Bom
bay, Madras and Delhi.

An Hon. Member: And Kanpur.

Shri T. N. Singh: I am glad he has 
reminded me of one city of my  own 
State.  There are other places also.  I 
Saj, the sin Of this ostentation is goiac 
to be very serious.  I know many of 
our friends here have felt very strongly 
about it.  They have fett that  some
thing was being done which should not 
have been done.  They are agitated. 
I say it would probably have been 
kinder to the managing agents to flnitii 
them off today,  if it is not being done 
and if they take advantage of the dis
cretion which Grovemfflent have In al
lowing so many managing  agencies 
ir future Heaven help them  because 
this process cannot go on  and  the 
country will not tolerate it.  Every
body is pleading that Rs. 50.000 Is to*
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little, 10 per cent or 11 Tier cent is said 
to be be too little.  But, nobody has

pleaded for that small zamindar I am 
coming again to that. Sir—̂who did not 
get even two square meals a day. No- 
bô  said a word.  There are many of 
tis here and also outside who do not 
know what is going to happen to us 
tomorrow, wherefrom shall we  feed 
our children, how shall we  educate 
them.  I myself do not know.  Yet, 
there are people here who plead the 
cause of persons  who must  get Rs. 
60,000, Rs. 70,000 or Rs 80,000. Then 
they say there may be  difficulties. 
There may be two or three managing 
agents; what will  happen to them? 

This is our anxiety for them.  I wish 
the same anxiety was shown also in 
other directions.  But that has  not 
been done.  In the name of shyness of 
capital, in the name of not creating a 
vacuiun, shall we perpetuate all this? 
1 appeal to this House and I appeal to 
our managing agents and our manag
ing directors:  for God’s sake do not
create a sitution in which ultimately it 
is these persons who will suffer.  That 
is what is going to happen.  I can as
sure you that there will be evasion 
of iQcome-tax, there  will be  black- 

marketing and all kinds of loses and 
there will be hidden money out of the 
accounting system on the advice of 
charactered accountants......

An Hoo. Member: Corruption.

Shn T. N. SlBgh: .. .and corruption 
also and they wUl  certainly spend 
their money in ostentation.  That is 
bad. But supposing they do not spend 
then it is a national loss also because 
that money will lie  imused which 
should have been used otherwise.

Mr. Chaimuui: The Hon. Member’s 

time is up.

Sliri T. N. Singh: I shall finish in 
five minutes

That will be the position.  There
fore, I am very strongly of the opinion 
that the system of managing agency 
should be ended. I do not hold that 
It is possible  for us to nationalise 
everything. It is not possible.  I also 

that wiUy-nilly we have  to

allow some of these persons to func
tion. But, they will have to function 
in the interests of the nation. That Is 
what I want to be assured- Believe 
me, Sir, national interests and public 
interests can hardly be  compatible 
with imlimited or very large incomes, 
in the shape of remuneration. Let us 
not shirk the issue. If it is national 
interest that these industries should 
develop, that the capacity of our men 
should be utilised to the best  pur
pose, it is also true that this cannot 
be allowed to be used as a plea for 
any amount of income that any one 
can get, for any kind of life that one 
can lead, living in luxury and comfort 
when millions of our fellow-men are 
in the streets, are in poverty and are 
in squalor. This is what I feel. Why 
are you  forcing the issue?  Today 
somebody may say it is a revolutionary 
process, it is a revolutionary Bill. It 
is not. But the non-incorporation of 
certain very essential features which 
some of us are advocating may bring 
a revolutionary situation soon.  This 
is why I say that it is better that the 
system is ended.

Another thing that has grieved me 
is that the Secretaries and Treasurers 
are a new class that are being created 
to take the  place of the managing 
agents. We are so much afraid of a 
vacuum, though in a vacuum electrons 
and  other  things  function  better 
accOTding to the scientists—even radio
activity is there to a greater extent. 
But the Secretaries and the Treasurers 
are going to take the place of the 
managing agents and that too without 
any restrictions. Already our manag
ing agents are finding ways and means 
of evading the law and thffy are also 
seeking a solution by which they can 
take rest. We have provided that very 
thing—tlfe Secretaries and Treasurers.
I feel that this fear of vacuum must 
end.  This fear that prhrate capital 
wUl not be forthcouuus must end.  If 
private capital is so unpatriotic,  so 
anti-national that it wUl come only at 
the price of 100 per cent, profit or 200 
per cent, security and permanency, 
then we better not have that capital. 
We would  much rather have  the 
sacilfiee of a few pice from every



IQ42I Companies Bill 18 AUGUST 1955 Companies Bill IQ422

[Shri T. N. Singh]

Indian national and run our concerns 
and run our economy.  That is my 
appeal.

Siiri  S.  L.  Sakscna  (Gorakhpur 
Distt.—̂ North): This Bill is one of the 
most fundamental Bills which we are 
considering.  We have already seen 
that the Second Five Year Plan is to 
consist of a public sector which will 
^nd about 4300/- crores of rupees 
.and the  private sector  which will 
spend about 2200 crores  of rupees. 
Many companies will be  floated and 
what will be the management of the 
companies is a matter  of the most 
crucial moment.  Therefore, this Bill 
is a fundamental Bill because it lays 
down the structure of  the manage
ment of those comi>anies.

When I was speaking on the State 
Bank of India Bill I had suggested jn 
tny amendments that the number of 
directors drawn from labour and from 
employees  should be equal  to the 
directors drawn  from  shareholders. 
At that time it was not accepted and 
the Finance Minister was pleased to 
make some observations.  I  would 
like to read out a passage from his 
speech.  This is what he said.

“Now that leaves only one big, 
important matter, and that is, the 
representation of  the «nployees 
and all the consequental amend
ments.  Certain Hon.  Members, 
especially  from the Opposition, 
are in the habit  of advocating 
thear pet theories on each and 
every possible occasion. There are 
occasions on which they should 
be properly discussed. I have no 
doubt that these are very impor
tant matters, and I do not pro
pose to be drawn into a contro
versy here and now as to whether 
workers should be represented on 
the  Board and, if so, in  what 
particular  manner, on industrial 
cMicems  generally and on con
cerns which  belong to Govern
ment in particular. That is a very 
big issue which will require to be 
discussed on the floor  of  this 
House when a suitable opportunity 
piresents  itself.  TTiere  will be

numerous aspects of that matter 
and one cannot by way of just a 
solitary  amendment get such a 
revolutionary principle  accepted.
I submit that  that is a matter 
which ought to be considered at 
greater leisure and more delibe
rately.”

Sir, this is what the Finance Minis
ter had said on that occasion only 
three months back. I had then ex
pected that in this Bill on company 
law he would  certainly make some 
provision about the representation of 
labour on the directorate of the com
panies  equal to that of the share
holders.  But, in vain have I gone 
through the Bill and found that no
provision is there. In fact, I am sur
prised that no indication is given that 
there will be some amendment, even 
though the Labour  Minister of the 
Government of India has himself sug
gested it. He is reported in the Hindu
stan Times of July 23, 1955 to have 
said:

“The time has come for provid
ing for workers’ participation in 
management and a scheme should 
be worked out to facilitate this 
during the Second Five Year Plan.

Facilities  should be given to 
workers to acquire and hold shares 
in establishments so that many 
of them may come to have per
sonal stakes, however limited, in 
the operation and success of the 
undertaking, Mr. Desai said in a 
broadcast from Delhi.

He declared that labour ‘as the 
largest single factor in the crea
tion of wealth will come of age 
in the new order’  based on a 
socialistic pattern.

Mr. Desai said:  The  decision 
of the Government to shape the 
coimtry’s economy on a socialis
tic  pattern, as a means to the 
establishment of a welfare State 
is of profound  significance to 
labour. Labour will no longer be 
the isolated and neglected wage- 
earaer that it used to be; it will 
be an honoured partner in the 
greater  adventure  of  nation- 
buUdlng.**
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This is what the Labour Minister 
has said and yet I find that when we 
make this law, the Companies Bill, 
and we are laying down the pattern 
of the  management,  no  provision 
whatsoever has been made for labour. 
There is no  provision giving them 
facilities  to  hold  shares.  In  fact» 
several of them, that is, workers, tried 
to acquire shares, but they were not 
available. The managing agents care
fully see that they do not pass into 
our hands  because we might make 
some strong criticism of their affairs. 
There is no provision in this Bill 
which can enable the workers to hold 
or acquire shares of concerns in which 
they work and  whose wealth they 
produce by the sweat of their brow. 
Much has been said about the disas
ter that will follow if labour comes 
on the directorate of these companies. 
I was  surprised to hear even you 
sul>scribing to that view.  A  very 
interesting reason was given by Shri 
Tulsidas Kilachand why they should 
not be there. In U.K. labour leaders 
were  appointed  as  directors,  who 
turned capitalists. He is very ahxioua 
to see that we are not corrupted by 
being among those friends.  I would 
tell him that his  observations only 
prove that  when  labour  goes on 
the directorate,  it  becomes  much 
more  responsible  and  behaves 
much better.  That is the experience 
In U.K. Our Prime Minister has re
turned  from a tour of the Soviet 
Union.  Some time back he went to 
China also and to other countries like 
Yugoslavia, etc.  He also said that 
labour should have joint partnership 
with capital. But in this Bill it has 
not come so. I wonder whether there 
will be a Government amendment to 
that efltect.  While the Minister of 
liSbour says something, the Minister 
of Finance brings some other thing 
in this Bill and is absolutely silent 
about the provisions for having labour 
on the board at management. I there- 
fbre trust and hope that the Govern
ment would bring in some amend
ment which will provide for an equal 
mare for labour with the shareholders.
You Sir were worried as to what 

will happen if all the managing agents 
go.  I want you to see for yourself

the example of China.  I am told that 
you are very soon going to tour that 
country on  behalf of  the  Par
liament.  China  has  been  free
only for the last five years; they were 
liberated on the 1st October 1949 and 
I was  amazed to see big factories 
there having 100,000 spindles  being 
managed by ordinary  people rising 
'from  the  ranks  of  workers. Out 
of their labour heroes  and  model 
workers, they have recruited  mana
gers of  those  factories  and  they 
were running the factories in a perfect 
manner.  I would give  you  some
idea of the  progress  which  they
have made during the last five years. 
In the year 1950, the first year after 
their liberation, they had a budget for 
Rs. 1,200/- crores, of which  Rs. 300 
crores were set apart for industriali
sation of the country. Next year the 
budget became Rs. 2,500 crores; in the 
third year Rs. 3,500 crores;  in  the 
fourth year Rs. 4,300 crores; and in 

the fifth year Rs. 4,600 crores,  and 
70 x>er cent, of the increase in income 
was derived from income from indus
trial  enterprises.  That shows that 
this S3Tstem  of  management is quite 
sufficient and  it  has  been  able to 

produce results  which  very  few
countries have been able to do—̂their 
progress is phenomenal.

I have in my hands a copy of their 
five year plan. This plan was launched 
in 1952 and it dovers the period from 
1953 to 1957.  The Chinese Govern
ment proposes to invest Rs.  15,000 

crores roughly in  their  first  five 
year plan.  By 1957 they  will have 
invested Rs. 15.000 crores  and our 
Second Five Year Plan is estimated 
to  cost  only  Rs.  6,500/-  croresV* 
roughly, which means theirs will be 

three times bigger than ours. We will 
complete our next Plan in 1960. Out of 
this, they are spending 58.2 per cent, 
on industrialisation and 19.2 per cent 
on transport, posts and telecommuni
cations, and the rest on cultural, edu
cational  and  other  activities.  They 
are spending 3 per cent, on trad*, 
banking etc., which means that about 
81 per cent. Is being spent on industry, 
bank, trade and commuunications out
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€i the plan. All these are managed, 
not by managing agents, but by young 
directors  drawn  from  the  labour 
classes—labour  heroes  and  model 
workers. I want the Government to 
take a leaf out of their book. It is not 
enough, that we only praise them and 
not copy at least that which has proved 
to be of great significance by results.
I therefore think that it is absurd to 
say that the managing agents cannot 
be replaced;  they can be replaced. 
More than these managing agents, it 
is the managers,  technicians, chief 
chemists, chief engineers who are res
ponsible for the success of the fac
tories. If the Government has got the 
strength and the courage, they may 
meet the  challenge of the managing 
agents and  appoint those persons in 
charge of the concerns. As somebody 
said, the Indian Service of Managers 
is already there.  They are already 
working in the industry and you have 
only  to  entrust them  with power 
which they need.

Just now my friend, Shri Gadgil, 
gave interesting figures. He said that 
20 persons in this country between 
them hold 800 directorships. I could 
give similar  figures for the U.SA. 
Some time back I was reading a book 
and it said that 12 jpersons in U.S.A.. 
control 57 per cent, of  the  entire 
wealth of the U.SA. and those 12 i>er- 
sons are  more powerful' than  the 
Cabinet of the U.S-A Therefore, 1 say 
tiiat these 20 persons in India, who 
control 800  directorships, are more 
powerful than the Cabinet of the Gov
ernment of India. The accusation laid 
against the Government that it is a 
capitalist Government is really this. 
Our Prime Minister may be a great 
person and a world figure, but he him
self is a prisoner of this system and 
cannot get out of it so long as that 
system prevails—̂the managing agency 
system. These 20 persons will hold all 
the power and he cannot get out of 
their influence. We want a socialistic 
pattern of society, but how  can we 
have it? We simply cannot  have it 
because Ihe managing agents will not 
allow Us to have it. Therefore, in spite

of all that is said in this House, from 
the Congress benches as well as Oppo
sition benches, that this system should 
go, still the Government clings to it. 
not because the Prime  Minister likes 
it but because he dare not abolish it. 
You know the case of Shanmukham 
Chetty in connection with the Income- 
tax Commission. We do not know how 
many Chettys are there—there must 
be many more.  We know what the 
Income-tax  Commission  has  been 
doing and yet they have not been 
able to lay their hands on the bigwigs. 
I, therefore, think that so long as the 
system of managing agency continues» 
you cannot have a socialistic pattern 
of society in the country. This is the 
crux of the whole problem. If twenty 
persons  are allowed to hold  eight 
hundred directorships in this country 
they will continue to rule this country 
whether  Jawaharlal  is  the  Prime 
Minister or anybody else is the Prime 
Minister.  This  is  the  fundamental 
issue before us. Meiiely talking and 
befooling the country by sa3̂g that 
you  want to establish a  socialist 
pattern of society in this country will 
not do, if when you come to face real 
facts like amendments to the Consti
tution or progressive amendments In 
important  enactments, you were to 
shirk. I, therefore, say, if you really 
want  to proceed on the  road to 
socialism, then for Gk>d*s sake abolish 
this system-  This Government is the 
most weak-kneed, I say. As my hon. 
friend said yesterday, at the time of 
the elections, "these people will offer 
you a few crores of rupees. When they 
earn crores and  crores, why should 
they bother to part with a couple of 
crores. But they are out to loot the 
whole country; they will loot millions 
and millions of  poor people in this 
country by giving you a few crores 
for the elections. Therefore, if you are 
reaUy serious about what you talk, 
abolish this S3̂tem root and branch. 
You must not be afraid of the chal
lenge. You must  trust the workers 
and the workers will take the responsi
bility and rise to the occasion.  They 
have done so in America; they have 
done so in Russia; they have done so 
in Yugoslavia and more recently thegr
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have done so in China. I am not say
ing this; your Prime  Minister said 
this.  This is what he said;

*'Mr.  Nehru  said  in  Russia 
there  was  a  high  degree  of 
mechanizaticn  in  all  activities, 
not only in  ndustry but in agri
culture also. Boys and girls were 
given a mechanical bent of mind. 
He referred to the  extra-school 
activities  of  Young  Pio 
Children  in  Russia  were  well 
looked after. There were holiday 
homes  for them all over  the 
country.  Last  year  about  five 
million pioneers  had a month's 
holiday  at  the  Pioneers’  Rest 
houses.

There were also  rest houses 
attached to big factories where a 
tired worker could spend a night 
in more comfort  than he could 
have at home so that he would be 
fit for work the next morning.

Mr. Neiiru said Russian workers, 
both men and women, worked at 
a very high tempo. Wages varied 
from a minimum of 500 roubles 
(a rouble is equivalent to a rupee) 
to a maximum of 5,000 roubles a 
month. Single families had large 
earnings because  both men and 
women worked. Some of the goods 
like ordinary food were cheap but 
clothes and other consumer goods 
were rather costly.

The Prime Minister was full of 
praise for the building plan of 
Moscow which, he said, was being 
implemented sector by sector.

He said the way the manager 
of a factory and the worker was 
clad, it was difficult to distinguish 
who was who.  All people were 
limply clad.”

This is the  creation of workers, 
tljese are not the exaggerations of a 
communist, but a plain statement of 
our own Prime Minister.

1 may here remind the House how 
powerful these managing agents are. 
Our Father of the Nation was shot 
dead at the house of one of these

managing agents.  Yet till today we 
are not able to acquire that house. 
Any  other, even ordinary,  person, 
would have built a big memorial. But 
we cannot do it today, because the 
owner of the house says that he shall 
not part with it and the Government 
cannot acquiife it. % therefore, say 
that this House should be ashamed 
to continue this system any longer. 
If this system is to be allowed to con
tinue, I would say that all our efforts 
in connection with this measure ex
tending over a period of nearly ten 
years, is like that of a mountain In 
labour  producing  the  proverbial 
mouse.

I have been particularly concerned 
with the sugar industry. Every year I 
have to fight with the managing agents 
for  bonus  for  the  workers.  The 
balance sheets no  doubt are pub
lished. But they are all faked balance 
sheets and even our highest tribunals 

have  condemned  them.  The 
High Court of Allahabad has held that 
they cannot be relied upon; the Appel
late Tribunal  have said that  they 
cannot be relied upon, and therefore, 
we must find other means of finding 
out the bonus due to the workers. 
This is the iudgment of the highest 
tribunals >i' this land about the vera
city of tne balance sheets; and yet 
nobody is prosecuted, nobody is sent 
to jail; millions of rupees are allowed 
to be  swallowed by the  managing 
agents. The result is that the share
holders lose; the labour suffers.

You know very well about this In
dustry—how labour is being treated 
in it. I think I have been to the fac
tory with which you yourself were 
connected...

Mr. Chairmaii;  I  am  no .longer 
connected with aiiy managing agency 
or such factory.

Shrl S. L. Saksena: I am glad you 
have left it.

But I would like to tell the House 
that these balance sheets are com
pletely  faked. You  have no doubt 
provided for balance sheets, but you 
have not provided there as to who 
can sue. The Government will not do
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it; the shareholders will hot have the 
money to do it. The only body which 
can do it is the trade union. It is the 
body which is vitally concerned with 
the bonus.  But you have not made 
any provision for the trade unions to 
sue the managing agent if the balance 
sheets are false.  If only there was 
such a provision the balance sheets 
will be more carefully drawn. Labour 
have not even the power to piirchase 
shares; otherwise they can be put in 
as shareholders. Along with the other 
amendments, which Government may 
bring to this Bill, they should bring 
one giving this power to bring a suit 
against false balance sfieets to trade 
unions. They should be p>ermitted to 
own shares in their names.

Various are the ways in which these 
managing agents cheat the country as 
weU as the shareholders.  Many of 
them have already been described by 
don. Members who preceded me, but 
I shall give a few novel ones.  One 
of these are benami transactions.  We 
know very well that a few years back 
sugar was sold for Rs. 50, and some
times even Rs. 70 a maund. But can 
you show a single  company in this 
country which has shown it in the 
books. In all cases the sale price is 
shown as Rs. 30, or Rs. 40 at the 
most. The sales were mostly made to 
their own relatives. This is what is 
called benami transaction.  These are 
the findings of  committee  which 
was appointed to ?o into this question. 
But nothing happened afterwards.

In the purchase of stores how much 
money  is swallowed is known  to 
everybody.  A  very  extraordinary 
thing is that  managing agents no 
longer finance the industry. In fact, in 
Uttar Pradesh cane  prices are not 
f>aid imtil the sugar is sold out. About 
Rs. 2i crores of the  cane growers 
money is still pending with them. Not 
only  the  cane  growers,  but  the 
labourers of the Khadda factory and 
the Padrauna factory have not been 
paid their wages for six months.  So, 
these  managing  agents  no  longer 
finance any industry, wnich was given 
out as one of their functions. Pioneer

ing they no longer do, because Gov
ernment itself is now the pioneer of 
industrialisation.  We have now got a 
plan which lays down which indus
tries should be started.  The sugar 
factory owners of UP. are running 
their  factories by withholding  the 
labourers’ money.  The UP. Govern
ment has been unable to get payments 
made to the labourers.

It  has  already  been  said  how 
managing agents make appointments. 
Almost every  high post is held by 
some relative of the managing agent. 
Punjabis  would keep only  Punjabis, 
Marwaris would keep only Marwaris, 
and even the smallest posts would be 
given only to them. This is a very bad 
feeling, the feeling of anti-Punjabi or 
anti-Marwari, that has been created. 
It is because the managing agents 
have all the power in their own hands.

One more thing. Shri T. N. Singh 
said something about auditors. These 
balance sheets which are known to be 
false and which are  declared to be 
false by the highest courts cannot be 
made unless the auditors and accoun
tants are a party to it. They are the 
persons who give the skill as to how 
they should make false balance sheets 
and keep false accounts. I therefore 
think that when  balance sheets are 
found to be false, not only the Direc
tors but the auditors should also be 
pimished.  There should be provision 
for punishing the auditors with the 
same term of imprisonment as manag
ing directors if the balance sheets are 
found to be false. Because it is they 
who prepare the balance sheets and 
pass the accounts, and nobody else. 
And if they only want, they can avoid 
this. Therefore, if you want to stop 
this evil, you must provide that the 
auditors  and  chartered  accountants 
who give their names and sign the 
balance sheets  should also be held 
responsible and they should be puni* 
shed with the same term of imprison
ment of two years as the others.

Sir, you have rung the bell already 
and I do not want to take more time. 
If I had the time I would have givea 
you something more about managlnf
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agents and how they are cheating the 
country. But I would only say that if 
this system will not go, then all this 
Bill is useless and your plea that you 
want to have a socialistic pattern is 
all fales.

Shri Sarangadhar Das (Dhenkanal— 
West Cuttack): A great deal has been 
said about the managing agents, both 
for and  against, and I particularly 
wish to mention the representatives 
of business interests in this House 
who have sung nothing but praise for 
the work of the managing agents for 
establishing  industries  in  India.  In 
order to combat their  contention I 
wish to give a little background of 
the history of industrial development 
in India.

It fs well known  that there was 
very little industry,  that is modem 
industry, steam-driven machinery and 
so on, in our country in the nineteenth 
century.  It was at the beginning of 
the twentieth century that the textile 
industry began to grow. But the pros- 
p>erity of the Indian textile industry, 
as well as of any other industry, was 
against the  interests of the British; 
and they put all kinds of obstacles in 
the way of its growth.  It was the 
swodeshi movement of the first decade 
of this century, which was motivated 
by the desire to boycott British goods 
and particularly  Manchester textile 
goods, that l>ut the industry on its 
feet.

It has been contended by many of 
the si)eakers that one has to consider 
both capital and labour in judging an 
industry.  But my contention is that 
besides capital and labour there is the 
consumer who plays a very great part 
in bringing about prosperity in indus- 
tty. If the ̂ttieral mass of people had 
not patronised  Indian textile goods 
. beginning from about 1906 or 1907, 
and if there had not been a complete 
boycott of Manchester  goods during 
the salt satyagraha in the thirties of 
this century, the textile industry could 
not have survived; it would have gone 
down very long ago. So it is not right 
to say that it is the managing agents, 
the managers of these factories, who 
have  established  these  industries.. 

231 L.S.D.

These industries  have  been  estab
lished by vjarious agencies which are 
not recognised generally by people. I 
think the part that the consumers play 
in this respect has not been mentioned 
so far by anyone here.

Then we come to the sugar industry 
which was mentioned just now by 
my friend Shri S. L. Saksena.  The 
sugar industry also had a boom in the 
thirtieŝ beginning from about 1931-32 
when a high  protective duty v/as 
imposed on Java sugar coming  into 
this country. And since then that duty 
has remained, although it is now a 
revenue  duty.  But  the  industry 
receives that  amount of protection. 
The consumer has been paying to thfe 
tune of several hundred crores every 
year  to ‘ maintain  this  industry. 
Besides what Shri Saksena said about 
non-paypnent of the price of cane to 
the growers and also of wages to the 
labourers, I want to say here that the 
sugar industry in India, particularly 
in North India, is the most inefficient 
in comparison with similar industries 
anywhere else in the world.

At the outset I want to point out, 
as I have done many a time before, 
that if these  managing agents, the 
owners of small private capital, who 
established  this industry in North 
India had any  intelligence or com
petence, they would not have placed 
the industry in UP. and Bihar.  Be
cause, the climate of North India is 
not suitable to the growth of sugar
cane. And—I have said it many a time 
and I will do it again—I make this 
prophecy that some day or other in 
the future you will have to move this 
industry  to the south—to  Madras, 
Maharashtra, Mysore and places like 
them. If they had been efficient they 
would  not have put the  industry 
where it is none.

And besides that, what did they do? 
The petty traders in  goods who
had ten or fifteen lakbŝv̂ rupees in 
the family, they went to ..U.P.; they 
saw hundreds of acres of sugarcane 
growing, and the3* put up factories in 
every station on the then Bengal and 
North-Eastern  Railway.  And  there 
were some stations where they—̂not
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the same party  but two or three 
different competitors—put up two or 
three factories. Later on they came to 
grief, because there was competition 
for the same cane from the locality, 
and each one of them could not get 
what was  needed for his  factory. 
They cofuld not run to capacity. If I 
were to speak about the inefficiency 
of these enterpreneurs it would  take 
me a long  time, but I will not be 
allowed that time.  Till three years 
back, when I was a member of the 
Sugar Committee I came to know that 
there was no steam efficiency scheme 
in the sugar factories.  By  rfteam 
efficiency I mean that in a factory the 
bagasse, that is, cane refuse should be 
gufficient to run the factor;̂ and to 
supply all the steam that is necessary. 
But all our factories even today use 
Are wood wherever it is available or 
coal in addition to  baggaae which 
shows how inefficient they are.  That 
Is the way these factories have been 
running imder the “efficient” manage
ment of the managing agents.

If you go deeper into it, you will 
find that the  factories have made 
profits—the  textile and sugar fac
tories—̂by not piaying fair with the 
consumers or workers.  For instance, 
Cake the textile industry. The swadeshi 
movement put the textile industry on 
its feet. In the 1920s they found that 
they could get South  African coal 
cheaper than  Bengal coal and they 
bought South African coal. This was 
tbeir patriotism and this  was their 
way of playing cricket with the con
sumers and others in India.

In the sugar industry a protective 
tariff was imposed for both parties— 
for the millowners or manufacturers 
who made sugar and for the cultiva
tors who grew cane. But what hap
pened? Till 1936-37 they were paying 
five annas a maund of sugarcane; they 
were paying four annas a day to un
skilled  labourers because  in those 
days the workers had no organisation 
and  the  farmers had no ma  bap. 
Later on when  the first Congress
Government  came  to  power  they 
raised it to eight annas. Gradually it

has been going up since then. It is 
not only the protection that has kept 
the industry going but  the low
price paid to labour and for cane that 
had brought profits. So nobody should 
shed any tears  when the managing 
agency system has to be eliminated.
I do not say ‘liquidated’ because that 
is . the language of totalitarian coun
tries. But in a democracy  anything 
which is found to be an evil and about 
which i>eople are  convinced can be 
eliminated by legislation and by other 
peaceful methods.

Unfortunately  our  Government  is 
laid to be afraid of  vacuum; it is
really afraid of vested interests. Con
sequently instead of  abolishing the
system altogether at one stroke it gives 
it a span of life again. It wiU again 
be reviewed in 1960. The discretion is 
in the hands of the Government as to 
what they will do in 1960. I wish to 
point out that the day is gone when 
you considered  labour unintelligent 
and unfit for doing anything.  It is 
not so now. I have myself worked in 
several  manufacturing  concerns  in 
India and I have found that the so- 
called managing agents who claim to 
be very efficient are nothing of the 
sort. They have kept the financing of 
the concerns in their hands. It is the 

manager,  chief  engineer, 
skilled operatives, etc. who run the 
Ifectory and produce the goods.  The 
managing agents or the directors of 
the company bring the finance and 
they sell the goods.  The  finished 
articles are sold by them and in doing 
that they are not only amassing wealth 
as managing  agents but also their 
goods are given to sole distributors 
who happen to be their relations. In 
the sugar crisis of  1950-51 it was 
these relations who were their distri* 
butiors and the factories handed over 
the sugar to them. Sugar was in their 
godowns in plenty while there was 
scaijcity all over the coxmtry and the 
price went up to Rs. 100 a bag or 
Rs. 50 a maund. In these ways they 
not only monopolise all parts of the 
trade connected with the industry but 
also put in their  own relations in 
technical  positicms  like  chemists.
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technologists. In this industry parti- 
cailarly—I know very well about this— 
for about ten years beginning from 
1S32 the technical men had no place. 
They would be taken today to be sent 
out tomorrow wihen the pr6prietor’s 
or managing  agent’s son-in-law or 
nephew or some  other relation has 
been an understudy to the technical 
man for about two or three months. 
Then he says: “Daddy, I have leamt 
the business; why do you ke*p this 
man on a thousand rupees a month”? 
Immediately he is thrown out.  The 
point is that they are not only mono
polising everything in the family 01 
caste but also running the factory In
efficiently.  It  is  no  matter  how 
brilliant a scm or a son-in-law may 
be, he may be brilliant enough to run 
a commercial business, but in a manu
facturing business technical ability is 
the first thing necessary and the fac
tory cannot be efficiently worked by a 
novice of two or three months train
ing looking roimd the factory.  By 
emplojnng their relations on all sorts 
of  positions—technical  and  non
technical  they  have  lowered  the 
efficiency of ttie factories. That is an
other charge  against the managing 
agency system.

If I had my way and I had the 
power, I would be bold  enough to 
abolish  this  evil  as we  abolished 
zamindari system. I would abolish It 
right away. But I know that I am 
only crying in the wilderness because 
the Government have the steam roller 
which will pass the Bill as it is, with
out  any  amendment.  Therefore,  1 
want to maioe some constructive sug
gestions.

The first suggestion I wish to make 
is  this. If  the  Government  really 
desire to abolish the system in five 
years from now, they should imme
diately start a cadre for industrial and 
commercial managers  and technical 
men and train them in the next five 
years so that the latter can take the 
place of these managing agents. There 
would be no vacuum. I am not afraid 
of the vacuimi myself. But I am say
ing that if the Government is afraid 
of it, they should start building this 
cadre  from  today.  So  far  many

3 P.M.

developmental  schemes  have  been 
initiated by the Government and many 
enterprises  have  been  started  but 
uptil now, there is no cadre of this 

sort—managers, technical di
rectors, technologists etc., in 

different industries. This is something 
in  which the  Government fails.  It 
does not do it in the right time and 
later on saŷ: ‘*Here is  a  vacuum. 
How can we do it?” I say to the Fin
ance Minister and to his colleagues in 
the Government to start this  cadre 
right away as soon as  the  Bill  is 
passed.

Then, some of my  friends have 
pleaded for an autonomous body to 
look after the affairs of the  com
panies. I, somehow, do not agree with 
that view. I believe that the Grovem- 
ment should have this power and the 
Government should have this responsi
bility so that we can hold the Govern
ment responsible some day if they fail 
to carry out their responsibility.  We 
are not able to discuss the matter relat
ing to these autonomous bodies like 
the  Industrial  Finance  Corporation, 
or the D.V.C., or the Hindustan Steel 
Company that has begun to operate 
now, or the Company proposed to be 
started with Russian aid. Being auto
nomous  bodies,  we  in  Parliament, 
although we grant  them mc«iey by 
shares, are not able to discuss their 
affairs and make our criticism felt by 
these bodies. From that point of view 
I would  say that the  Government 
should have full  responsibility and 
they should  be careful in avoiding 
red-tape. What I mean to say is, so 
far we had administrators to adminis
ter law and order.  Practically the 
services were doing—̂the administra
tive service and the executive service— 
the work of a police State. Now, we 
haver all kinds of development. Busi
ness i>eople’s work and  commercial 
men’s work we are taking into the 
Government.  Therefore, it is incum
bent on the  Government to conduct 
the affairs of  this new department 
that will be created to look after the 
affairs of the companies in such » 
way as to absolutely eliminate reu- 
t̂pe. If there is an appUcation for the 
floatation of a new company it should
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be  attended to  immediately.  There 
should be enough staff to attend to 
it and give permission or withhold 
permission  within a few days as it 
would be done in a business house. 
These things are done in a business 
house very quickly.  People always 
say that Government red-tape is at 
the root of all the evil in our country.
I admit that is so. But, now that the 
Government is taking to State enter
prises, it is going to control business 
of companies, their working, whether 
they are working  properly or not, 
whether they are taking funds from 
the public and uHilising them pro
perly; when the Government is taking 
all these responsibilities it should do 
it in a businesslike manner. In other 
departments which are not concerned 
with the manufacturing process and 
business it may be possible to have 
red-tape if they are so enamoured of 
it, but in this new department which 
is going to be opened thoie should be 
no red-tape. It should be absolutely 
prompt in its work nnd should not 
harass anyone or show any favours to 
anyone.  Corruption  and  nepotism 
should disappear  from this depart
ment.  Therefore,  I  urge  upon the 
Finance Ministry to realise this res
ponsibility which is much bigger than 
the  finance  department  itself—the 
income-tax,  excise  or  other  depart
ments. In this matter- of production 
whatever is needed by the producer 
companies  should  be  attended  to 
promptly and there  should be no 
delay. No sort of  delay should be 
brooked by the Finance Ministry.
Sir, after saying this much I want 

to say for our future guidance that 
neither managing agents nor secretaries 
and treasurers are required to manage 
these  manufacturing  companies.  If 
the new branch of the Finance Minis
try to look after the affairs of the 
companies will work efficiently then it 
can train the small company promo
ters. It can train them by propaganda 
and by issuing booklets as to how to 
manage small companies, where the 
market is and so on and so forth; 
that is to say, this new department 
of the Finance Ministry should be the

guide, friend and philosopher of the 
small  companies about whom  our 
friend Shri Tulsidas said that they da 
not know how to get finance and they 
will be  handicapped with the in- 
numberable  provisions  of  this  Bill 
when it is passed into an Act. It is 
only this  department that can help 
the  small  manufacturing  concerns, 
eliminate managing agencies as well 
as secretaries and treasurers and fill 
the vacuum by having all the work of 
the companies done by directors. Each 
director will take a department for 
himself and be responsible for it. He 
will be a full-time monthly paid mar 
who will do the work and the manag
ing agents will not be necessary.

Shri Altekar.  Sir, when the Com
pany Law is being amended and con
solidated it is bound to be affected by 
the economic policy of the State.  It 
is not a matter which can be thought 
in the abstract. We have to take into 
consideration  how  companies  are 
floated, how capital comes in, invest
ments are made, company affairs are 
beirg managed and profits are being 
earned and distributed. All this has to 
be taken into consideration and while 

' drafting this Bill we are to see that 
the companies are required to play a 
role  which is consistent with  the 
economic policy of the State.

There were certain Hon. Members 
who said that the Company Law is to 
think of nothing but the relationship 
between the  shareholders  and  the 
management.  My Hon.  friend Dr. 
Krishnaswami referred to the obser
vation that  nade by the Cohen
Committee and it was quoted in the 
Bhabha Committee Report. I will only 
read a smaU passage from it. Here it 
says:

“Questions of economic policy 
should be dealt with by legisla* 
tion directed to that subject and 
kept distinct  from the general 
law governing company.”

That is not the only quotation that 
they have given. They have also cited, 
the Directive Principles in our Con- 
-stitution which require that the meazis



10439 Companies Bill 18 AUGUST 1955 Companies Bill 10440

of production should not be concen
trated or, rather, kept in the hands 
of a few people, and that the income 
should be evenly distributed.  They 
also quote from the Planning Com
mission. Not only that.  They have 
also  given the observation  of the 
London Economist and said that it is 
also clear that the execution of Gov
ernment’s econwnic policy must itself 
largely operate through the medium 
of companies. We have to see that the 
company law is not an end but rather 
a means to an end. From ĥat point 
of view they have clearly enunciated 
and stated:

“In the Chapters that follow, our 
object will be to consider to what 
extent it is possible to adjust the 
structure and methods of the cor
porate form of business manage
ment with a view to weaving an 
integrated pattern of relationship 
as  between promoters,  ir*vestors
and managements___”

I am not going to quote it at lengtĥ 

“So that the attainment of the 
ultimate ends of social policy is 
helped and not hindered by the 
manner in which  the corporate 
form  of  business  organisation 
works in this country.”

We are to see that the industrial 
policy that we have  enunciated is 
helped, is advanced and is furthered 
by the law that we are framing and 
not in anyway hindered and retarded. 
That is the very object which we are 
i:o seek in this legislation.  I do not 
say  that this Bill can in  an3rway 
enunciate an economic policy but that 
this Bill  corresponds to and is in 
consonance with that economic policy 
and furthers the end, and from that 
point of view we have to see how far 
we are achieving this ann. I would 
like to point out that we are, as a 
matter of fact, serving that purpose 
ihrough this measure.

We do want that the private sector 
of industry has to flourish.  In the 
Industrial policy resolution it is also 
stated that if all the industries are to 
go at a rapid rate and if they are to 
industrialise the whole  country, all

the industries have to be brought as 
soon as jxwsible to a stage where the 
people are able to  contribute their 
share and the companies are allowed 
to play their role, and from that point 
of view we are legislating this Bill 
here. It has to be seen that this is 
not  only our view.  Even in the 
Minutes of Dissent  that have been 
appended to this  Bill, we find that 
even Shri K, K. Basu and others on 
the other side have  stated that the 
private sector has a role to play in 
our industrial development and we are 
to see that that role is being fulfilled. 
We have to approach this subject in 
that light and  we are to see that 
sufficient scope is given to them and 
the abuses  that we find are elimi
nated. There will be certain restric
tions; there will be certain limitations 
placed, but these limitations are there 
for the purpose of removing abuses 
and to see that the role that the in
dustrialists are to play is played well. 
It is complained by many that these 
restrictions and fetters are coming in 
the way of industry and that they will 
be great handicaps. Here, I am re
minded of an incident where a remark 
was made by my  principal  in  the 
college when I was at the  college. 
There was a meeting and the principal 
said  that  discipline  and  proper 
behaviour must  be observed jn the 
haU and he sidded that gentlemen ‘will’ 
and the others ‘must’. Those who are 
following the methods of honesty, inte
grity and proper behaviour will not 
feel any sort of restriction or handi
cap,  but only those who  want to 
achieve, somehow or other, large pro
fits by any means  whatsoever will 
certainly  be curbed and their  bad 
activities will largely be restrained. 
That is the principle and that is the 
aim of this legislation and from that 
point of view we are approaching and 
drafting this Bill.

I would next like to say that there 
may be some irksome provisions in 
the Bill. There will always be a little 
bit of irksomeness there. In an imper
fect world, we have to deal with and 
play our role amongst others Who are 
not so honest, and so a little bit of 
irksomeness will be there. There is a
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very good proverb or rather a saying 
in sanskrit:

?TPFf? q̂TTIi

Even though  certain persons are 
good and may not by themselves mis
behave in anyway, if they are to work 
in company of persons who are not 
behaving in a proper way and going 
wrong, they have to suffer to some 
extent. Hence a little bit of restraint 
and a little bit of restriction that are 
placed will have to apply to all of 
them. Therefore, we are to see that 
the whole social benefit as such is 
kept in view  and we must take a 
broad view of the whole matter and 
we must accept such things.  These 
restrictions and limitations are for the 
purposes of removing all abuses that 
we find now.

Next we will have to see how we 
are achieving the  objectives placed 
before us. I may illustrate this and 
show how this will serve the purpose 
of economic policy. I am not going to 
quote again from  figures that have 
been stated here as regards the huge 
profits—̂30 per cent, or 70 per cent.— 
that were  made by the managing 
agents. But, when we know the extent 
of profits that they are making, is it 
not a great gain that we are reducing 
the remuneration to 10 or 11 per cent 
and that it has been reduced to a 
very sizable minimum. The result of 
it would be that the large gains of 
these persons will be brought down 
and the small profits or dividends that 
have been paid to the shareholders 
will be enhanced. So, there will be a 
better distribution of the profits and 
gains among the shareholders and the 
managing agefits. That will be a great 
gain and that will be achieved hf till* 
measure.  Large profits wiU not be 
accumulating in the hands of a few 
persons.

I would like to point out that by 
this legislation we*are abolishing the 
deferred shares or the founder shares 
•s they are known.  Formerly when 
oompanies  were being floated.  the«

shares were issued to the founders or 
promoters. For  what  purpose?  Be
cause they had conceived the idea of 
floating  the company and  for the 
insight they had shown, sacrifices and 
out of pocket expenses they had made 
and the advantages that would be had 
by the company and the shareholders 
in the  time of prosperity in future. 
And therefor̂ they were given these 
fuUy paid-up shares with unequal, dis
proportionate  and higher rights of 
voting. At the same time dividend was 
to rank last for them and was to 
accrue to them  when the company 
would be in a flourishing  condition* 
Later these shares were kept open to 
the speculating public. It was thought 
at the outset that this was rather a 
better way of having capital and that 
possibly  dt little exi>ense,  because 
these shareholders  would be getting 
dividends later on, while the company 
was getting this capital without any 
freat  trouble.  Ultimately  it  was- 
realised  that  when  the  enterprise 
succeeded,  the disproportionate  and 
high dividends that they were getting 
by arbitrary ways of distribution and. 
also the unequal  and high powers- 
which  were  concentrated  in  their 
hands for running the company far 
outweighed  the advantages on  the 
other side. Therefore, even the Bhaba 
Committee reported that these defer
red shares should be issued only when 
the central authority that was pro
posed by that committee in its report 
consented to the issuing of such shares. 
But  in the original Bill that  wa» 
brought before this House, the autho> 
rity of giving this particular consent 
or approval was  conferred on the 
Government under clause 81.  These 
shares could be issued only if Govern
ment would  approve the issuing of 
such shares. What we have done now 
is that we have altogether abolished 
the issuing of such shares. Is it not ai 
great gain if we abolish that ingenious 
and most subtle  way  of  earning: 
huge profits and taking control  of 
the whole company?  Is  it  not a< 
great advance that we have made in 
this respect in the company law? I d» 
submit that this will go a long way'
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in taking away from those p̂ ple the 
large and huge  profits which they 
enjoyed and also at the same time the 
control  which lay in their  hands. 
That is what we are achieving by this 
particular step that we have taken in 
this Bill.

Again, we have restricted the num
ber of directorships and managerships. 
This point has been  already dealt 
with and I am not going to dwell on 
it over and over again; but that also 
is a sort of restriction towards limit
ing the profit. This is how we are try
ing to go ahead towards the goal of 
economic policy of equal distribution, 
because we cannot do all these things 
in one step. There is this advance that 
we are making and achieving by this 
Bill.  •

So far as the managing agency is 
concerned, much has been said and it 
would be unnecessary to dwell on that 
point in detail. But the fact remains 
that there are two divergent views. 
What is the approach  towards this 
question?  It is not in any way a 
theoretical one. It is a purely pratti- 
cal approach. We are going to indus
trially our coimtry at a very rapid 
rate. We want to increase our national 
Income by 5 per cent,  every year. 
Therefore, we must move in such a 
way that the progress of industrialisa
tion will not in any way be slowed 
down. When we take that into con
sideration, we shall find that if we 
remove the  evils in the managing 
•gency system and at the same time 
maintain a high rate of production, it 
will be a good thing. Meanwhile we 
should also have such provisions by 
which this managing agency system 
will be coming to an end. All these 
things have been taken into considera
tion and the clauses have beeii added 
from that point of view. I would like 
to point out that we do not want in 
any way to hold a brief for these 
managing agents; we hold a brief for 
the country and the people. There are 
certain Hon. Members h«*e who, on 
certain Hon. Members here who, on 
managing agency as such, have said 
certain  things.  An  Hon.  Membcsr 
yesterday said that “he holds his Guru

in high reverence”,  but he has not 
perhaps read the  minute of dissent 
appended to this report by his Guru. 
I do not want to mention the name 
of the Hon. Member, but I will read 
the minute of dissent:

“This power of abolition of the 
Managing  Agency  system  by 
executive fiat may be influenced 
by political objectives and may act 
as a deterrent on company forma
tion and may check initiative and 
may lead to undue  cramping of 
the activities of the existing con- 
evns unless an alternative system 
is achieved it would be unwise to 
destroy the existing system in a 
precipitate manner.”

I do not know what knowledge or 
fund of information he has in con
nection with this Company Law, but I 
think  that he was speaking  from 
mere intuition rather than from facts. 
He was stating that so many cror̂ 
of  rupees were to be given  to a 
certain party. I beg to state that it 
must have arisen only from his imagi
nation and not from facts; such sorts 
of allegations of course, have only to 
be ignored. We should approach this 
legislation taking  into consideration 
the  objective  drcimistances  that 
obtain today. Even the most avowed 
opponent  of this managing agency 
system—the  Bombay  Shareholders* 
Associaticxi—had said in its evidence, 
that this system should not be al
together  abolished  fdrthwith.  A 
spokesman of that association, while 
giving evidence before the Joint Com
mittee, has stated that it should not 
be ended forthwith. Let it come to aj» 
end or rather let it remain tiU the 
15th August, 1959. I may also 
to my Hon. friend who is not her&— 
Shri Gadgil—that when he says that 
fhifi system should be abolished forth
with, we are to take into consideration 
the fact that the whole set-up of Gov- 
enun̂t  machinery that  would  be 
required to consider and decide matters 
in this connection caxmot be organised 
in a minute when the law comes into 
force. Some time has to p̂se.  The 
companies also will have to think of 
an alternative management All these
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things can only be done if there is 
sufficient time—say about three years 
or up to 15th August, 1960, as is laid 
down in this Bill. At the same time.
I would like to point out that the 
shareholders*  Association has stated 
that investors in this country who do 
not come  forward to invest  their 
money have to be pursuaded. Under 
this circumstance, we shall have to 
think twice before we end the system 
immediately. The Association has also 
stated that in the case of two com
panies floated recently in Bombay— 
the Indian Dyestuff Industries with a 
capital of Rs. 30 lakhs and the Empire 
Dye Company Ltd. with a capital of 
Rs. 50 lakhs—half of the capital was 
contributed by the managing agents. 
Therefore, unless  there are proper 
avenues of having investments, it will 
not be  desirable to end the system 
immediately.,  The  spokesman  has 
stated that if the system is ended, the 
Managing Houses will be unwilling to 
invest. The reason why I refer to the 
Bombay Shareholders’  Association is 
that it is the greatest well informed 
opponent of the managing agency sys
tem. They are the persons who have 
brought the evils and abuses to light, 
and they say that after taking into 
account all these things, we must pro
ceed in a way which will not adversely 
affect the starting of new companies. 
Therefore, we have to take everything 
into consideration and then legislate 
in the matter.

Another point to which I would like 
to refer is this. It has been contended 
that the  Government are assuming 
very large powers. There are so many 
clauses in this Bill which give powers 
to' the Government.  I will cite one 
instance: The spokesman of the Indian 
Federation of Commerce and Industry 
said  before the committee that  in 
Calcutta  many  European  managing 
agency  companies  are  transferring 
their shares to Indian companies, not 
to the extent of more than 75 per cent., 
but only up to 74 per cent., retaining 
26 per cent, in their hands.  If the 
managing agency system is to go from 
them into the hands of the transferees,

that can only be done by a special 
resolution with a majority of 75 per 
cent.  That cannot be done if they 
retain 26 per cent, of the shares in 
their hands. Another aspect about it 
was pointed out by the Hon. Minister, 
Shri M. C. Shal̂, who is sitting here, 
nameiy, does it not mean that for the 
sake of earning 26 per cent., they want 
to dictate their own terms and prices? 
When the Finance Minister said, under 
these circumstances,  would you like 
that the power should be given in the 
bands of the Government, he at once 
said that he would like it. As a matter 
of fact, that is the provision that we 
see here in this BiU and it is for the 
good of the country as a whole. From 
that point of view, we have taken into 
consideration the various aspects and 
the difficulties that are there and they 
have been properly provided for one 
after another. It is not possible for 
me to speak in connection with all 
these things, but I would only point 
out the imxx>rtant factors that have to 
be considered in this respect. I would 
like to state that the interests of the 
shareholders  have been taken  into 
consideration.

Another point that I would like to 
urge is that the depositors’ interests 
should Tbe looked after.  I mentioned 
this point at the time when the origi
nal Bill came before this House.  I 
admit that some improvement has been 
made in that it is provided that the 
advances should not be more than the 
aggregate of the paid-up capital plus 
free reserves. This is a small advance 
over what was provided in the original 
Bill, that is the  subscribed capital. 
That does not in any way sufficiently 
look after the interests of the deposi
tors. I would like to point out that a 
provision has been made that if there 
is to be a larger advance, the share
holders  should consent to it  in a 
general meeting.  Even if the share
holders  consent to this, they would 
only look to their interests, and not to 
the interests of the depositors.  If a 
company is in difficulty,  the  share- 
shareholders will say, let us have more 

money, let us see  how  we  can
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get out of  the  difficulty.  The 
interests  of  the  depositors 
are  not  kept  in view.  On  the 
analogy of clause 103 which prov4des 
that when the capital is reduced, the 
difference  between the original and 
reduced capital will have to be paid 
for discharging debts by the members 
from their pocket, I suggest that if 
they are taking more deposits, beycwid 
the limit that has been placed here, 
they should  be personally responsi
ble to that extent. Great care has been 
taken to protect the interests of the 
debenture holders and charge holders.
A register of debenture-holders and 
charge-holders is to be kept and it is 
to be made available to them. I shall 
not quote the clauses because the time 
at my disposal is short. At the same 
time, I would say that as in their 
case, there should be a register in the 
case of depositors  and they should 
have access to that.  The depositors 
have deposited these amounts for long 
periods. There is no security for the 
Investments they have made. So far 
as the debenture-holders and charge
holders are concerned, tnere is secu
rity.  I think that the interests of the 
depositors have to be guarded with 
greater qare than the interests of the 
<iebenture-holders and charge-holders. 
From that point of view I submit that 
xiccess to the balance-sheet, and to the 
register, which has been made avail
able  to the debenture-holders  and 
charge-holders should also be there in 
the case of the depositors. So many 
.powers have been taken by the Gov
ernment in their hands.  Unless and 
until  the  Registrar  authorises  the 
borrowing of moneys over and above 
the  limit  laid  down  here,  further 
deposits should not be taken.  There 
should be some such provision.

Lastly, I submit that I am not so 
much  worried  about  the  Central 
Authority or the Advisory Commission 
and departmental control. What I am 
particular  about, and what I would 
urge  upon the Government is  that 
tnere should be a machinery whereby 
the large powers that have been taken 
by the Government in their hand in 
connection with the routine business 
that has to be carried on, could be

exercised  effectivelŷ  and companies 
managed and inspected by the Gov
ernment. It is a very huge task. There 
are more than 29,000 companies. Every 
year 1,000 new companies will  be 
coming  up.  So many ix>wers have 
been taken by the Government in their 
hands. Who is going to look after all 
this work? What is the set-up of the 
department? What is the set-up of the 
machinery? We should be in a posi
tion to say that it will effectively dis
charge its functions, hear complaints, 
and dispose of all matters. There is 
provision for an Advisory Commission. 
We have proceeded in that way in 
the  Forward  Contracts  Act  and 
section 25 of that Act provides for an 
Advisory Committee. It is functioning 
now. Even if there is such a provision 
here, the important point is that the 
law should be administered effectively, 
properly  and  without  delay.  This 
House should know how the Gîvem- 
ment are going to do this.  In the 
former days, we knew that the Regis
trar was not in a i»sition even to go 
through all the pajpers that were sent 
to him. That should not be the situa
tion hereafter.  This department will 
have to carry on the administration 
entrusted  to it in a business  Uke 
manner. Only if that is done properly, 
the objective will be  achieved; not 
merely by passing legislation, but by 
enforcing it and administering it in 
an effective way.

Shri Gopala Rao (Gudivada):  This 
is the longest Bill in our legislative 
history.  This Bill deals comprehen
sively in a consolidated form with the 
whole  reorganisation of the private 
sector. According to me, this Bill is 
meant to regulate, contrpl and direct 
the affaires of all associations which 
are concerned with the industrial and 
commercial field.

Certain observations were made in 
this connection by the Hon. Finance 
Mimster the other day while speaking 
on this Bill.  According to him,—I am 
not able to understand that—the whole 
problem simply is a mafTer of balanc
ing the public interest and the private 
interest. On another occasion he said 
that this is a problem of collaboration
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between the regulating authorities and 
those people whose affairs are regu
lated. I do not think this is a correct 
understanding of the Bill or the pro
visions that are being made. The main 
purpose  of the Bill is to  regulate 
affairs. At this stage when we have 
accepted the mixed economy with a 
public and a private lector under tb 
aegis of the Gk)vemment, there must 
be some control and direction of thfe 
private sector.  Regulation does not 
Imply control and directing of mattere 
In such a way that they are not detri
mental to the public interests or the 
todal interests  at  large.  If  we 
approach this BiU or discuss the pro
visions of this Bill with this view, we 
will not be doing our duty rightly 
I do not mean that the private sector 
ihould be deprived of reasonable pro
fits, or that the private sector should 
be confiscated. That is not the spirit 
of my statement.  We have to direct 
affairs in such a way that we may 
solve the problem, which is to prevent 
concentration of power in the hands 
of monopolists and a few managing 
agency houses which have established 
long ties with many financial institu
tions. That being the case, the ques
tion of collaborati(Mi arises only whra 
the  other  side  accepts  the  basic 
Immediate objective  underlying this 
Bill. I do not know whether the other 
side, I mean the private sector, has 
accepted the immediate  objective of 
this Bill. If that is not the case, the 
question  of collaboration  does not 
arise. The question of control domi
nates the scene. Under these- circum- 
ftances, the question is to what extent 
the development of the private sector 
ean be allowed in accordance with the 
yHating system.  This must be done 
under the aegis of the Government 
and the pubUc sector, in the interests 
of the general development of indus
try and the general economic develop
ment of the country. Confining to the 
lour comers of this £ill, we have to 
see whether these orovisions are in 
consonance with our declared objec
tive. I know this is not the occasion 
on which the  economic policies or 
philosophies or ideologies involved are

to be discussed. But, at the same time, 
any measure, whether  legislative or 
administrative, must have some basis,, 
some immediate and ultimate objec
tives on which it should be based. The 
superstructure  presupposes a certain 
foundation on which it is built.  That 
being so, you cannot see the provi
sions of the Bill in water-tight com
partments  away from the declared 
objects. That is why the Joint Com
mittee had also to scrutinise the pro
visions on the Bill and also to make 
a  thorough  examination  of  the 
principles.

Coming to a concrete aspect, it is 
surprising that in such a voluminous 
BiU we do not find any reference to 
labour.  The Finance Minister is at 
every ,stage  trying to advocate the
relation of the managing agency sys
tem, maintain the high rate of remune
ration  and profits, but he did  not 
mention in his speech the interests of 
labour.  That is why a new clause
must be  inserted in the  Bill to  the
effect that labour, which is the main 
element  playing the dominant  and
important role in production, that the 
workers,  technicians and other  em
ployees must also be given a place in 
the management of the affairs of com
panies. By  giving  representation  to 
workers  a  new  situation  will  be 
created, a very  healthy atmosphere 
will be created for the fulfihnent of 
our objects in both the private and 
the public sector. I need not go into 
details such as the form of represen
tation, the percentage that should be 
given,  the qualifications and  other 
things  that  should  be  taken  into 
account. I may take it up when the 
clause by clause discussion takes place. 
At this stage I would only say that a 
certain amoimt of care has to be taken 
to see that yes-men are not taken on 
the board of directors. The other day, 
Hon. Member Shri Tulsidas was say
ing  that  according  to  experience 
whenever a worker was elevated to m 
director’s post, he ceased to be a re
presentative of the workers. That 
why I say that a certain amount of 
care must be taken In selecting or
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denting, whatever  form may  be 
adopted, persons to the board of direc
tors to see that they are not yes-men.

Coming to clause 264, it says that 
two-thirds of the total  number of 
directors can be appointed on the basis 
of proportional representation. Simply 
an option is given to companies. They 
may adopt any method according to 
their will. This is only i>ermissive and 
does not solve the problem or serve 
the purpose at all. I suggest that a 
statutory provision must be made in 
the Bill definitely that*’ not less than 
two-thirds of the directors must be 
elected on the basis of proportional 
representation.  By  this  process  all 
groups concerned in a company will 
be represented. An argument has been 
advanced against this that if there are 
several elements there may not be 
imity and that therefore the success 
of the business will be in jeopardy. I 
do not understand why conflicts and 
disputes should arise. Of course, there 
may be problems on  which several 
directors may  differ, but ultimately 
decisions will be taken  according to 
majority and they will be implemented. 
Actually, the interests of the share
holders will be to some extent safe
guarded on the one side, and on the 
other there will be some sort of check. 
Previously in the name of majority 
certain powerful groups commanding 
the whole scene used to resort to all 
sorts of things. That is the past ex- 
I>erience. That is w  ̂there should be 
no hesitation in providing a statutory 
provision to this effect.

Coming to the authority which will 
administer the law, it is very difflcxilt 
for me to choose between a statutory 
board and a department under the 
Finance Ministry, If we think that a 
statutory board is a proper institution 
to administer  company law, in the 
name of experience and expert know
ledge, certain people will be brought 
into it and great powers will be given 
to that board. This House will have 
practically no right to check the board 
in its day to day administration or 
in othCT respects. That is why I am 
not for the constitution of a statutory 
board.  The  other alternative is  a

Government  department  under  the 
Finance Ministry. It is the Ministry 
which faUed in performing its duties 
for a considerable period in the past, 
in  preventing  concentration,  inter
locking and the misdeeds, malpractices 
and machinations  which have been 
going  on.  It has not checked or 
punished them. If a department of the 
same Ministry is entrusted with the 
administration of this law, I do not 
know how far it will be able to fulfil 
its functions. Anyhow, in the existing 
circumstances I do not find a third 
alternative. I prefer the lesser evil of 
having a department of the Govern
ment as the central authority. But I 
humbly request  the  Hon.  Finance 
Minister to select such a personnel 
who will work with a new spirit and 
enthusiasm, who will carry with them 
the spirit of this legislaticm, and who 
will bring to  bear a natiwial and 
patriotic  approach and not  simply 
think of their personal salaries.  I 
hope tliat this dex>artmait will give a 
new hope and inspiration. While con
cluding his speech the Fiuance Minis
ter tried to give some assurances that 
he is not going to  exercise all the 
powers. He was narrating some mytho
logical or historical  story about the 
Ceylonese. Actually, I am afraid these 
powers will never be exercised. It is a 
question of the  powers being never 
exercised, not that the powers will be 
exercised for harassing and doing all 
sorts of things. The whole cc«nplaint 
is likely to be of this kind. If it is the 
common man, of course, whether the 
law ôvides certain powers or not, 
they will go ahead. But when it comes 
to these ?>ig forces, they think so many 
times before they touch them. That is 
why I feel they have tried to deUbe- 
rately delay matters, and my fear is 
that this deliberate evasion may be 
there in the future also. Yet, I hope 
that new traditions will be created by 
the new Department which is going to 
be constituted and which is going to 
function directly under the Finance 
Minister.

Coming to the question of manag
ing agency, I am not going to say 
much about it, because a lot has beec 
said about it already  other Hoc.
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Members. I feel that much of the con
troversy  in regard to this  matter 
could have been avoided, if only the 
Nuance Minister haa given us some 
kind of a review of the functioning 
and activities of the managing agencies 
for the last five or ten years. I wish 
he had given us an assessment of the 
whole situati<Mi and given us also a 
balance-sheet saying  these are the 
misdeeds, malpractices and machina
tions of these managing agencies, and 
that these are the achievements of the 
managing agencies. The Hon. Finance 
Minister has stated  that managing 
agency has proved and still proves to 
he a potent instrument for industrial 
development.  But that must be sub
stantiated  with  facts.  Without  any 
facts and figures, now. can the House 
accept the Hon. Finance  Minister’s 
analysis? Unless we have a balance- 
sheet before us reviewing the whole 
'Situation as to how these managing 
agencies were functioning, how far the 
Tole of financing agencies was fulfilled 
by the managing  agencies, how far 
their technical and managerial assist
ance has been necessary for the com
panies, whether the  offices of these 
managing agents have been used for 
speculative ventures with a view to 
making profits or for the development 
of the  industries or the companies 
which  they  have  been  managing, 
unless we have an objective review 
covering all these aspects before us 
it is very difficult to come to any 
conclusion. Had the' Finance Minister 
given us such an  objective review, 
then it would have been veir easy 
for us to come to a conclusion that 
this institution must be closed down 
once and for all, and here and now, 
without any consideration.

Though our Finance Minister has 
been advocating the retention of the 
managing  agencies—of  course,  with 
some  restrictions—̂yet,  he has not 
mentioned to us even a single achieve
ment to the credit of the system. Per
haps, or I should say certainly, there 
are no achievements to the credit of 
the managing agency system.  Other
wise, a person who advocates their 
retention must have flooded the House

with  their  achievements.  However, 
as far as these misdeeds and mal
practices are concerned, he must have 
with him a huge cartload of material 
which he can produce before us; but 
if he produces all that material,* then 
his case will become baseless. In fact, 
in the course of his speech on the 
motion for reference of this Bill to a 
Joint Committee—I think it was on 
3rd May 1954 or so—ho haa stated 
that he had got a lot of material with 
him about these  misdeeds and mal
practices, in fact, more material than 
any other Member had. But then it 
was difficult for him to proceed further 
and to get those persons prosecuted 
and punished. That is why this whole 
controversy has been there all along.

So far as I am concerned, I stand 
for the abolition of managing agency. 
I think ihe Hon. Finance Minister is 
simply  exaggerating  the  situation 
when he says that if and when the 
managing agency system is abolished, 
some unhappy  things will come to 
p̂ s, that there will be a vacuum, and 
that it will deal a heavy blow to the 
expansion t)f industry, since there is 
no alternative system that has been 
developed to take its place. The Hon. 
Minister is presenting this kind of 
exaggerated picture before us so that 
we can also suMx>rt his stand.  And 
basing all his  arguments on these 
premises, he wants to give another 
trial for this system for a period of 
five more years. But I feel that we 
have had sufficient experience already 
for the last  twenty-five years, and 
therefore there is no necessity for an
other five years. In my opinion, these 
abuses, malpractices* and misdeeds are 
all inherent in the system. So, if we 
want to end these malpractices etc., 
ttien we have to end the system itself.

Apart from this, there is one other 
consideration which impels me to this 
conclusion*  and that is that in the 
present situation,  Government them
selves are taking up the question of 
industrial financing in a big way both 
in the public sector and also in the 
private  sector.  There  are  several 
agencies already for this purpose. For
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instance, there is the State Bank on 
the one side; and on the other side, 
there is the Industrial Finance Corpo
ration at the Centre; there are also 
the State Finance Corporations, and 
the new Industrial Credit and Invest
ment  Corporation.  Further,  direct 
State finance is also t̂iere for big 
Industries like iron sind steel. More
over, the private sector is competent 
to fit itself into the new set-up, and 
the people in the private sector do 
have some  experience of industrial 
management—I do not under-estimate 
their talents at all. Secondly, Govern
ment themselves are taking up the 
question of training of the technical 
and administrative personnel for com
pany management.

Coming to the remuneration ques
tion, I find that the Bill has provided 
for 11 per cent, of the net profits in 
case  there  are  profits,  and  for 
Rs. 50,000 in case there are no profits. 
I feel that this is too much, and there 
should be some control in regard to 
this. Yet I find that criticism is level
led against this from certain quarters, 
and our Finance Minister also appears 
to show some  sympathetic attitude 
towards them saying, it would be a 
detrimental thing if you give them 
less, with a small renumeration, how 
cfan they pull on, etc. He argued also 
saying  that  nobody  in  this  House 
would desire  industrial development 
in th“ country to be hampered by the 
provision of inadequate remuneration. 
But  industrial development  of the 
country does ncft mean the payment 
of abnormal  remuneration either to 
the managing agents or to the manag
ing directors-  There must be some 
limit to their remuneration.  Ixi my 
own constituency, there is a gentleman 
working as a managing director, who 
gets Rs. 4 lakhs as remuneration. That 
is something abnormal and extraordi
nary.  Nobody  can tolerate such a 
thing. That is why I say that there 
must be some strict provisions in this 
reeard.

It should not simply be said that if 
•vou reduce their  remuneration, you 
would be hampering the pace of Indus
trie dev̂opment. I feel that clause 197

must further be improved providing 
for  a sliding scale of profits;  for 
instance, it may be provided that up 
to Rs. 10 lakhs, 10 per cent, may be 
given as remimeration; up to Rs. 15 
lakhs, 5 per cent, or 4 per cent, or
3 per cent, may be provided; and for 
amounts exceeding Rs. 15 lakhs, no 
remuneration will be given.  In this 
way, some sort of graded scale might 
be introduced in clause 197.

I would even go further and say 
that ,there should be a limit to the 
profits also.  Profits above a certain 
limit must be at the disposal of the 
public sector, and the surplus funds- 
should be directed in such a way that 
Government will have tjieir grip over 
them, and will utilise those moneys 
for such purposes or such industries; 
as they may consider desirable and 

proper.

I now come to the question as Xo 
the  number  of managing  agencies 
which a person or a firm can hold. My 
general principle in regard to this is 
that the  smaller the number,  the 
lesser the evil and the greater the 
safety. I would approach this ques- 
tiop from this princip̂ only.

Lastly, I would like to say a word 
about the role of the shareholders* 
v/ith whose interests this Bill concerns 
itself.  The  shareholders  must  be 
encouraged to participate in person 'in 
the deliberations at the general body 
meetings, annual meetings fete, instead 
of being represented by proxies.  The 
shareholders must be made conscious 
of the role that they have to play, by 
proper education and encouragement.

Shri J. R. Mehta (Jodhpur); At this; 
stage of the debate, it will be pre
sumptuous on my part to pretend that 
I have much to say which will be 
original. At the same time, as I would 
like immense value to be attached to 
the time of this House, I shall try to 
be as brief  as possible, so far as 
points which have already been made 
out are  concemet̂, and attemnt to 
throw light at somewhat greater lengtHi 
only on points which I have to inake 

anew
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4 PJM.

I endorse the view which many hon. 
Members have expressed that this Bill 
is too prolix and too complex.  I wish 

the House to appreciate ‘ that in a 
complex legislation of this kind, it is 
the scrupulous or honest and the com
paratively poorer section of the people 
who are hit hard and stand to suffer; 
the imscrupulous  and the moneyed 
people manage somehow or the other 
to have their own way. If I take this 
opportunity to make a general obser
vation, I do feel that we are legislat
ing too fast; not only that, we are also 
making our laws too complicated, so 
much so that, it is difficult even for 
Judges and lawyers to keep pace with 
them. So far as complexity goes, this 
legislation almost breaks the record. I 
wish the Finance Minister will take 
the conditions prevailing in India into 
consideration and  try to make this 
legislation simpler than what it is.

I should like to say without any 
reservation that I am in perfect agree
ment with the main object of the Bill, 
which is to purge company manage- 
anent of its many  abuses and mal
practices and to  ensure that such 
management subserves to the advant
age of the shareholders. I even agree 
that we ought to ensure through our 
company  law, so far as it may be 
possible to do so, that  there is no 
undue  concentration  of  economic 
power in the hands of a few persons, 
in so far as that concentration may 
be to the detriment of the imblic good. 
But having conceded this, I want to 
apply my mind to the question, how 
far this Bill, as it has been presented 
to' the House, is going to serve the 
purpose we have in view. I am afraid 
I am bound to say that from this point 
of view the Bill leaves much to be 
desired. .

Now, it goes without saĵ g that the 
managing agency system is the villain 
of the piece so far as this legislation 
is concsrned. What do we propose to 
<16 about this system in this Bill? It 
will continue up to the 15th August 
*1900.  I do not know why this 15th

August 1960 has been chosen. Perhaps 
the idea is that it will be their emanci
pation day, and that after that date it 
will depend on Government’s discre
tion whether it is to be continued or 
not in a particular industry or busi
ness or not at all. Now, I respectfully 
submit that this is not a practical way 
of dealing with the problem. We ought 
to be in a position to judge whether 
the managing agency system is good 
or bad, here and now. There is no 
system in the world which is without 
its advantages and disadvantages.  If 
we think that this managing agency 
is so bad that with all the restrictions 
and checks and the limitations that 
human ingenuity can devise to counter
act the abuses and malpractices attri
buted to it at present, we cannot con
trol it, it should forthwith be termi
nated. If, however, we think otherwise, 
that is to say,  if we feel that the 
managing agency system can serve a 
useful purpose, we should concentrate 
all our efforts merely towards evolv
ing proper safeguards and checks. If 
we cannot take a firm decision as to 
the two alternatives I have mentioned, 
surely it seems to me that it is pre
mature to fix the *D’ day for  the 
managing agency system at this stage. 
What we are  telling the managing 
agents is somewhat Uke telling a per
son that he is a thief and that he will 
be hanged after three or four years. 
In such a case, are you not instigat
ing the supposed thief to ‘make hay 
while the sim shines'?

Shri C. D. Deshmukh:  He is on
probation for three or four years.

Slifl J. R. Mehta: He is on proba
tion. So you are prepared to give him 
a chance if during the probation period 
he behaves well.

Mr. Chairman: And not make hay 
while the sun shines.

Shri’M. S. Gnrapadaswamy  (My
sore): Will he behave well as a thief?

Shri J. R. Mehta: I can understand 
if you impose checks and safeguards 
to counteract the  abuses and mal
practices which are at present rampant
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in the management of companies.  I 
am prepared to go further and say 
lhat we should make these provisions 
as stringent as possible. But, so far 
as the checks and safeguards provided 
in this Bill are concerned, my con
sidered feeling is that we have gone 
too far. The Finance Minister has told 
us that what is being done is done 
with the object of maintaining law 
and order in the sphere of company 
management. This is a laudable object. 
But how many sins  have not been 
committed in the past in the name of 
law and order? I submit that ĥere 
are many checks and safeguards in 
this Bill which are not necessary, to 
my mind, to maintain the law and 
order of the Finance Minister’s con
ception. I will not name all such pro
visions. But ôr the sake of illustra
tion, let us take the provision that in 
future no new managing agency can 
come into being without the sanction 
of the Government, or that no manag
ing agency can get a new lease of 
life without the sanction of the Gov
ernment,  or  that  the  number  of 
directors  on  the  board  cannot  be 
increased without the sanction of the 
Government.  These  provisions  and 
many others leave ever3̂hing to the 
<Uscretion of the Government, and the 
discretion of the Government in these 
cases cannot be anything but arbitrary. 
I can see no purpose in such provi
sions; they -will do more harm than 
good.  They are likely to lead  to 
corruption and nepotism.  We have 
the assurance of the Finance Minister 
that he will carefully watch the imple
mentation of the Bill, and we ‘know 
ĥat he is capable of. But the scope 
of this Bill is so vast that it will be 
impossible, I submit, for him, with all 
his capabilities to keep a close watch 
on the manner in  which the large 
army of subordinate officers entrusted 
with the implementation of the Act 
discharge' their functions.  The Hem. 
the Finance Minister regaled the House 
the other day with the analogy of the 
Kandyan Kings with two Prime Minis
ters, each of whom had the power to 
bang one person every year without 
assigning any reason. I maintain that 
in this analogy, there Is an Implicit

confession on the part of the Finance 
Minister that the task is too great, 
and he does not think it practicable 
to keep a close watcĥ check or super
vision on each and  every company 
with a view to detect abuses and mal
practices. On the other hand, he seems 
to think that it is the fear of being 
hanged which will do the trick. I put 
it to the Hon. the Finance Minister 
and to this House to consider in all 
earnestness whether this is a satis
factory way of implementing this Bill. 
The proper  approach to the whole 
question seems to me to be to concen
trate on the detection and prevention 
of the major abuses and malpractices 
and then to take severe action, where- 
ever they are  detected, and not to 
fritter away our energies on unessen
tial and unnecessary  so-called con
trols. The very magnitude of tiie task 
we are und«:taking is so great that I 
am afraid that the very multiplicity 
of provisions will defeat the iHirpose 
we have in view.

I do not know to ^at caste the 
Finance Minister belongs. We do not 
think in terms of castes these days. 

But.,.,

Sbri C. D. Deshmnkh: No caste.

Shri  ML  S.  Gumpadaswamy:

National caste.

An Hon. Member: Bom in a brah

min family.

SliTl J. R. Mehta;  But,  the  aU- 
pervading powers which the Govern
ment seeks to assume under this Bill 
reminds me of the Brahminism of old 
which at one time controlled every 
stage of the life of a Hindu from birth 
to  death by pi;escribing so  many 
sanskaras.  So, this Bill seems  to be 
the code of sanskaras of the managing 
agency system, of my  friends like 
Mr. Kilachand and Mr. Somani.

Shri  C.  D.  n«hmokhr  Ihese 
sanskaras were called  the chaturvin- 
sati chintamani.

Shî J. R. Mehta: So, you are the 
fittest person to play the role of the 
high priest for these, sanskaras.
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IShri J. R. Mehta]

I see a positive danger in the Gov
ernment  trying to have  such all
embracing powers.  We are painfully 
aware how the controls demoralised 
the people as a whole, the officials as 
well as the public.  Human Nature 
being what it is, there is real danger 
of history repeating itself unless Gov
ernment  should  agree  to  dispense 
with some of the vast jwwers it has 
proposed for itself.

There is another aspect of this very 
important  matter  which  deserves 
attention. I am in perfect agreement 
with the view that one effect of the 
provisions of this Bill is going to be 
that it will be very difficult, well-nigh 
imiwssible for new managing agents 
or agencies to come into being. In so 
far as this is going to be the effect 
of these  provisions, it  to me
that we are playing in the hands of 
 ̂the big business and creating condi
tions of virtual  monopoly in their 
favour.  These provisions will, I am 
.sure, defeat our avowed object of 
preventing concentration of economic 
power in the* hands of a few persons. 
If you are serious in this objective, I 
would submit that we should encour
age new managing  agents to come 
into existence, new  talent to come 
into  the field rather than  to put 
obstacles in the very way of their 
coming into existence.

We are told that only fit and com
petent persons will be allowed to be
come new managing agents in future. 
Supposing  I  decide  to  become  a 
managing  agent—I am not going to 
be—and if 50 or 100 of my friends 
here consider me to be a fit person 
and repose their confidence in me and 
are prepared to place their money in 
my hands, then, I do not see why I 
should be prevented from becoming a 
managing agent with all the odium 
attached to it.

Shri Sadhiui Gtipta (Calcutta South
East): Is that an invitation?

Shri J. R, Mehta: After all what is 
the yardstick by which Government 
will be able to judge who is fit or who 
is not fit.

A feeling has been voiced in this 
House by some Hon.  Members that 
instead of Government assuming wide 
and all-embracing powerŝ the proper 
course wiU be to ensure that the share
holders are able to  exercise better 
viĝance and supervision. To my mind„ 
this way of thinking ignores the reali
ties of the situation.  A company may 
have thousands of shareholders spread 
all over the country and you cannot 
expect all of them, even if you pay 
them T.A. as some Hon. Member sug
gested, to assemble at the meeting of 
the company. The very fact that only 
5 members can make a quorum in a 
company meeting will bring out the 
force of my observation.  From this 
point of view, while I have nothing 
to say against the provision of pro
portional representation I am inclined 
to think that it will not go very far 
and the value of this  provision is 
going to be merely sentimental.

While considering how to make the 
shareholders’ supervision more effec
tive, I should like to make one humble 
suggestion for the consideration of the 
Finance Minister for  whatever it is 
worth. I suggest that provision should 
be made that all objections or repre
sentations which absentee shareholders 
may choose to send for consideration 
at a general meeting of the company 
should be read out and Answered at 
the meeting and that it should further 
be made incumbent on the auditors 
to refer to these objections or repre
sentations in their report—unless they 
think these are flimsy or trivial or 
unless they are  satisfied with the 
answers given by the company.

There is another suggestion I should 
like to make by way of giving more 
powers to the shareholders.  Clause 
407 confers on the Government the 
power to appoint two additional direc
tors for a limited period on a requisi
tion by shareholders representing ten 
per cent, of the share capital. On this 
analogy, I suggest  that Government 
should have  powers to appoint an 
additional auditor on a similar requi
sition on behalf of the shareholders.
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I do not pretend to be an expert 
In law and I confess that I do not 
know the A B C of company manage
ment. But I claim some little experi
ence of the administration and I sub
mit that if we are to check effectively 
the malpractices and  safeguard the 
interests of the shareholders we should 
provide for  something like what I 
would call administrative audit.  Per
haps, cost audit also. I am aware that 
it will be difficult for some time to 
come to have adequate qualified per
sonnel for the purpose. But, even so, 
I consider that applying the principle 
underlying  the  Finance  Minister’s 
story of the Kandyan kings that it will 
be useful to provide for it in the Bill. 
To begin with it may be made com
pulsory in cases of comi>anies with 
sales of say more than a crore of 
rupees or so, cind the others be left 
to the discretion of the Government,

One point more.  I do not  like 
clause 614 which empowers Grovem- 
ment to direct that government com
panies shall be exempted from any of 
the  provisions of the Act  except 
sections 612 *and 613.  I think this is 
not a desirable provision. The govern
ment companies should be required to 
maintain, if anything, a higher stan
dard of behaviour  than  the public 
companies.

Shri Bogawat (Ahmednagar South): 
Sir, I rise to support the Bill as recom
mended by the Joint Select Committee.

Yesterday, I was sorry to hear from 
one hon. Member a scandalous state
ment made here—which is insensible 
to make—when the Joint Committee 
itself has made these proposals.  So, 
in order to have political gains it is 
very dangerous to make such state
ments in this honourable House.

Some Hon. Members:  What was
that?

Shri Bogawat: It is that somebody 
is to get Rs. 3 crores and so on and 
this  is a statement made by an Hon. 
gentleman  here in this House  as 
against the  proposals ma<Je  by the 
Joint Committee, as if these are the 
proposals of the Congress Party only. 
231 D.S.D.

Shri M. S. Gmnpadaswamy: It only
said a possibility.

Shri  Bogawat:  The  statement  is 
there; you can read it and see whether 
it is a scandal or not. It is for you to 
say. ♦

Shri M. S. Gornpadaswamy: I was
here.

Shri Bogawat: It may be.

The Joint Committee amended the 
provisions so far as the managing 
agents and directors are concerned. 
Now, We have to develop our industry 
and industrial production. The Joint 
Committee have  given a chance to 
these multi-millionaires  who mainly 
are the managing  agents of several 
big companies and it is natural tnere 
some restrictions must be there so that 
thCTe should not be any fraud against 
the shareholders, the consumers, the 
Government and the public.

We know that the -managing agents 
have played havoc after the last war. 
We saw so many things; they evaded 
income-tax; they  played many fotd 
games when there were controls.  In 
order to make gains for themselves, 
they made purchases through bogus 
persons and reduced the profit of the 
company.  They suppressed the sales 
also.  They made false purchases of 
firewood, coal, etc.  Many such things 
were done and they took advantage of 
the boom period. In order to avoid all 
these things happening in the future, 
instead  of  ending  the  managing 
agency, the Joint Committee has given 
a chance to mend it.  When the Hon. 
Finance Minister made a reference to 
it at the time of referring the Bill to 
the Joint Committee, he clearly stated 
that in order to prevent the abuse* 
and malpractices and not to hinder 
sound and honest management of the 
comi>any, there are certain provisions. 
There is nothing to be afraid of if the 
persons are honest and are bona fide 
business  people.  But  the  multi
millionaires or the  managing agency 
houses still want to have concentra
tion of wealth. They think that just 
as they did before Independence, they 
can still exploit and amass wealth, but
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that will not do. We are leading our 
way to a welfare State and we have 
to raise the status of our i>eople, and 
so, this Government at least will not 
allow thft exploitation either of the 
shareholders or labour.  Really these 
business  people  or  the  managing 
agents are the trustees, but they do 
not want to behave as trustees. They 
do not even imagine that their profits 
are due to the labour of their em
ployees. All the gains that are made 
 ̂are mainly due to the labour of the 
workers in the industry or the factory, 
but they forget that.

[Shri Barman in the Chair}

They do not want to give representa
tion to labour or even to the minori
ties, and if  there is any provision 
concerning the  minorities or labour, 
they are very much angry. Yesterday 
an Hon. Member said that there would 
not be harmony and that the business 
would not be run homogeneously, and 
if  these  restrictions  are  put,  the 
economy of the country will topple 
down. They go to such lengths and 
want ;o terrorise the Government say
ing “Oh! if these are the restrictions, 
then we will not co-operate”. But this 
is not a sensible way of doing the 
thing. They must understand the times 
and must also try to serve the country. 
If they behave honestly, do their busi
ness properly and give the advantage 
of their enterprise, genius and busi
ness management, then the percentage 
that is suggested is very much more 
than sufficient—10 per cent, is sug
gested and that is not less. They must 
forget that in future they would be 
able to gain much more than 10 per 
cent.  If these persons do not come 
to their senses, then it is quite possi
ble that this system would go or would 
be ended.

As regards certain other provisions, 
let me say a few words.  I do not 
know why clause 56 is there in the 
Bill  which states that the  expert 
should be a person unconnected with 
ihe formation or management of the 
company. This ought to be deleted, be
cause a person  having a knowledge 
and personnel experience  should not

be forbidden to have connection with 
the formation or management of the 
company.  I  request  the  Finance 
Minister to consider this provision.

As regards the provisions relating to 
the kinds of shares, it is a very good 
thing that the Joint Committee has 
done; it has suggested two kinds of 
shares in the interest of the share
holders and no undue advantage being 
gained by the business houses.

Then I refer to the provisions re
garding  chartered  accountants.  We 
know that crores of rupees are sunk 
in public undertakings  and there is 
nothing  before  the  House  so  far, 
though now there is a provision made 
under clause 225  that the chartered 
accountant’s report  would be placed 
before the House.  But that is not 
sufficient.  I  think  that  even  the 
balance-sheet  and all the  material 
•ught to be placed before the House 
and We must also know in what way 
Government  undertakings  are going 
on.  For instance, we have investe<* 
several crores of rupees in Ambernath 
machine  Tools  Factory  and  other 
undertakings of Government. They are 
all public undertakings and it is but 
natural that this House must be able 
to know what is going on when we 
arc  spending crores and crores  of 
rupees on those undertakings, jiist as 
it is necessary to  know as regards 
public limited companies in the private 
sector. Similarly, so far as Govern
ment undertakings are concerned. It 
is very  material to know all these 
transactions  and  also  the  balance- 
sheets of these public undertakings, 
without which it will be impossible to 
know what is going on there.

As regards proportional representa
tion, I am very glad that-these clauses 
that are amended by the Joint Com
mittee—clauses 264 and 407—are very 
material, and in spite of any indigna
tion on the part of the capitalists, they 
are quite material. The proposals made 
by the Joint  Committee are perfect 
and quite in order, and they will be 
of much use so far the labour and the 
ministries are concerned.
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As regards the provisions regarding 
the  Statutory  Advisory  Commission 
that has to be appointed, I am one 
the Hon. Member, Shri C. C. Shah. 
He has made a good suggestion as to 
how this Advisory Commission should 
be. If the persons, as suggested by 
him, are there on that Commission, 
then it is possible that proper advice 
will be given to the Government and 
only those managing agencies will be 
re-appointed who are doing their busi. 
ness  properly  and  conducting  the 
managing agencies properly.  I think 
after a few years it is quite necessary 
that these  intermediaries must go, 
because in the interests of the country 
and in the interests of the labour, it 
is quite necessary that there must be 
abolition of the intermediaries. We are 
abolishing zamindari.  We are fixing* 
ceilings on the lands also. Why should 
there not be a ceiling on the concen
tration of wealth? Why the capitalists 
and especially the  managing agency 
which is a child of capitalism, should 
be allowed to continue? It is essential 
that after some period these manag
ing agencies must go and some other 
sort of management must be prefer
red. The Government is trying to find 
out  a way and I think if  proper 
persons are trained to manage the big 
undertakings, then it will be possible 
to appoint such persons , and continue 
these industries.

Now, if there is any new concern to 
be started, i;he Government may not 
ânt 10 give it to any  managing 
agency. Now there is a possibility that 
new concerns can be started by any 
going concern. For instance, there is 
the Delhi Cloth Mills and they can 
start any other company, say, a soda 
«sh factory in Saurashtra.  If a con
sent is given, it is indirectly allowing 
n̂anaging  agency of a new concern. 
As regards this  matter also, some 
restriction should be there and if such 
new concerns are allowed under this 
pretext, then there would be no end 
and the manning agencies or busi
ness houses would find out some loop
holes and they would go on starting 
«ueh new concerns. 60 tĥ e shotild be 
*ome such checks also on such new

concerns and no industry should be 
allowed under such pretext.

After saying this, I am going to saj 
something about clause 197.  Under 
clause 197. 11 per cent, is allowed and 
in case there is no adequate profit, 
Rs. 50,000 would be allowed, but I 
want to suggest that if there are more 
profits, say, about Rs. 20 lakhs, then 
there should be  inverse proportion 
and a cut, say, li per cent, after Rs. 20 
lakhs and so on,  I have given an 
amendment to that effect and I request 
the Hon’ble Finance Minister to take 
into consideration  the inverse per
centage whenever the profit is more 
than a certain limit. The maximum 
should be 5 per cent., in my opinion.,

If all these important points are 
taken into consideration, it is quite 
possible that these big businessmen 
may behave properly and they may 
continue their industries. They should 
care more  for the welfare  of the 
country and also for the welfare of 
the people  and not for Iheû ês 
alone. With these words, I '̂onclttie.

 ̂  ̂  ̂ I .

w  ^

^

 ̂ I

 ̂fir 3̂ ̂  ^
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îdfl <p4M  ̂I >j)«( ri«b 3nr jf̂TT̂ ’Sn̂’̂nrî 
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5TT m ârr # 1 ar̂n

T̂7̂ ̂  dm ?fr ̂   <ri*i*f> ni ^

4̂1 cH’  fir   ̂ n̂r̂ 

tT7W9ffi ̂^̂  r̂̂ brcT ¥5rÎ i n*<w N̂r
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fK w  1? «T'he aift ̂i<inji; 3pim« 

=T̂ r??W gt §Tnift ?R?ft aTWf ̂  ̂  

arî   ̂ ̂    ̂  ;î

?W  4  «t|  HRIJT   ̂?»  g*fW 

 ̂?mr r>»̂  îr fnnw ^  ^

f I

Mr. Deputy>Speaker:  I shall now
call upon Shri Vallatharas to speak. 
He has given a motion for re-commit
tal and it has been voted out. All the 
same, I shall give him an opportunity 
to speak.  I shall give all the rest, 
who have not spoken on the Bill, an 
opportunity to speak in the clause-by- 
clause stage.

Shri Bhagwat Jlia Azad  (Purnea 
cum Santhal Parganas);  I want  an 
opportunity to speak.

Mr. Depaty-Speaker;  I shall cer
tainly give him an opportunity.  «

Shri Mulchand Dube (Farrukhabad 
District—̂ North):  What  about  my
name?

Mr. Deputy-Speaker: All others who 
have not spoken  will be given an 
opportunity to speak when we come 
to the clauses. We will shoiily close 
for today. I request the Hon. Minis
ter to start his reply tomorrow.

Shri U. M Trivedi (Chittor):  Are'
we not rising now?

Mr. Deputy-Speaker:  We rise at
5-30 today. The Hon.  Members will 
kindly be in their seats to give quorum 
to the House. ‘

Shri  VaUatharas  (Pudukkottal); 
The entire ambition in the course of 
this legislation is to safeguard the 
money invested in the private enter
prise and the welfare of the inves
tors. The investors are practically the 
shareholders.  As  we  know  very 
clearly, this joint stock company sys
tem, ever since its inception, has got 
its inherent structure. I would call it 
as a three-tier structure. One is the 
managing agency system; the second 
is the directors; and the third is the 
shareholders-  On this basis, over a 
caitury, this Joint  stock enterprise
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alias  private  enterprise  has  been 
going on. On several occasions it has 
been pointed out that the shareholders 
have been the  victims of both the 
managing agents and the directors aU 
through these years.  So, the funda
mental and final conception is that 
the BiU will have served its purpose 
if the interests of  the shareholders 
are preserved. But in view of the fact 
that the managing agency system is 
more or less a cancer in the body, the 
institution imder this  legislation is 
not capable of achieving its objects 
and aims.  Diflferences of opinion on 
either side are very strong, and, as 
a matter of fact the Joint Committee 
devoted four days on the subject of 
managing agency, considering whether 
to retain it or abolish it; and it has 
loomed large in the discussion of the 
various  parties that constitute the 
membership of this House. In princi
ple, it is accepted that the managing 
agency system should go, but when 
some experts say  that it may be 
continued for some time and giv̂ a 
trial, it is sought to be continued. In 
any event I join the ranks of those 
who Ifefore me have been ringing the 
death-knell of this managing agency 
system. It must go. I have no com
promise with any other situation. But 
I shall confine for the present to the 
topic of shareholders.

The interest of the shareholders has 
received lukewarm  attention on the 
part of the Government.  They say 
that it must be safeguarded and to 
that  extent  so  many  restrictions 
should be placed  over the manage
ment, whether it be managing agents 
or directors or whoever comes in the 
way  of  managing  the. company. 
Characteristically  described by the 
Finance Minister,  hedges are being 
put up around these  investors and 
fetters are not put upon these private 

enterprises.  What I should like 
.  to say is  that there  are so
5 P.M. many attempts to  protect the 

shareholders.  In  a  sense, 
hedges are being put up around 

them.  But do the hedges stop the 
leopards and the tigers that have been 
devastating for the last one himdred 
years the entire industrial field «nd

Without removing these wild creaturea 
outside, what is the use of putting 
the  hedges?  Anyhow,  things  have 
come to a stage in the BiU and I will 
say something on  behalf of these 
shareholders which may deserve the 
consideration of this House.  Share
holders are even now___

Mr.  Deputy-Speaker:  There  is  a
movement outside to preserve these 
animals for games.

Shri Vallatharas: Of course. Games 
preservation is also  preservation of 
the national wealth of this country. 
So far as the shareholders are con
cerned, in the evidence taken before 
the Joinf Committee, the representa
tives of the  Bombay Shareholders* 
Association described the shareholders 
as a flock of sheep and so the manag
ing agency system must exist. This is 
the exact sentence. This is his reason 
for not ending the Managing Agency 
system. Ever since 1936 onwards the 
Bombay  Shareholders’  Association
had been agitating for the  aboUtion
of this managing agency system, and 
I cannot understand the rationale of 
the present representative of 1955 to 
say that  this system m  ̂ not  be
abruptly  terminated and k  may be
given a further trial. Apart from that 
the shareholders stiU remain a flock 
of sheep in the strictest sense possi
ble. I can point out several charac
teristic features about this.  In spite 
of the efforts in the Bill to give them 
a chance for taking up the responsi- 
biUty of the management of the com
pany, certainly these provisions can
not go to a very great extent. I will 
state some of their drawbacks.  The 
shareholder does not ordinarily take 
interest in the actual working of his 
company; his interest stops with the 
obtaining of the dividends; the share
. holders  are scattered over a  very 
large area and it is hardly possible 
for them to combine and act against 
the management; the stationary rights 
of the shareholders in the affairs of 
the company are nuUifled by the fact 
that there is an intimidating flnanciat 
barrier in the way of implementing 
their policy of direct section against
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[Shri Vallatharas] 

the  management;  few  shareholders 
have both the means and the tena
city tb surmount it; and the share
holder  is  powerless  against  the 
directors.

In Eingland, the majority of direc
tors are neither supermen nor rogues, 
but well-meaning individuals. I need 
not  describe  what  the  managing 
agents here are. I am reminded of a 
criticism of Fielding about the modem 
prose-writers.  He  said  that  their 
heroes are rogues and their heroines 
are abandoned jades. So is the case 
with managing agents. In that way, 
the word ‘rogue’ has a great signific
ance. I said, in England the majority 
of directors are neither supermen nor 
rogues, but well-meaning individuals. 
This is contained in the report of the 
Green Committee on the English Act 
of 1929 or so. Considering the Indian 
situation in 1936, so far as I can read 
the literature, criticisms, representa
tions and memoranda that were sub
mitted  to  the  committee  on  the 
amending Bill of 1936, the managing 
agency system had not been referred 
to in kind words except the few who 
were interested persons, either as the 
managing agents or as those interested 
in the magging agents. They wanted 
to say that they were honest, very 
efficient and so on. An3nvay, I am not 
at all happy with the constituent ele
ments of that managing agency sys
tem which have been responsible for 
so  many ills in this country.  One 
critic observed that the shareholders, 
with their experience of the last 100 
years, and under the present set-up 
of  the  managing  agency  system, 
viewed  the  Managing  Agents  are 
parasites.

Noŵ Sir, in order to give greater 
responsibility  and incentive to the 
shareholders to have direct control of 
the companies, a suggestion may be 
made. I am not sajdng it on my own 
account, but I base it on an idea of 
the existing state of things in Holland. 
Holland, of course, is a country which 
is huming with industrial life. There 
the âreholders appoint a small body 
consisting of a few among them. That

body  is  known  as  commissarissetu
The function of this body is to super
vise the activities of the management. 
Members are drawn mainly from the 
shareholders and the body has got the 
power to veto any act of the Direc- 
teuren. Therefore, there is an interim 
body: a small group of representatives 
that are elected or  selected to re
present the shareholders.  These re
presentatives have< got the power of 
vetoing the management’s acts. When 
vetoing is exercised, it is brought to 
the notice of the General Body which 
decides  whether  the  vetoing  was 
exercised properly or not. Under these 
circumstances, the  shareholders are 
enabled to  have a body which is 
vigilant in watching the activities of 
the management,  in  consulting  the
shareholders in some form or pro
cedure then and there, in taking their 
instructions, and  in  acting in  the
interests of the shareholders.  I sub
mit whether such a system can be 
introduced here. Of course there are 
major  shareholders’  associations  in 
Bombay and Bengal representing a 
number of  companies; but io each 
company, the shareholders may have 
a representative  group to represent 
them.  Also,  we  should  consider 
whether under the existing circum
stances we may be able to give the 
power of veto to this small group. 
This of course will be a controversial 
question. But on the other hand there 
is no difficulty in statutorily provid
ing for the existence of an interim 
group consisting of shareholders to 
directly watch over the management’s 
activities.  In that case there is a 
greater  possibility  of  the  vicious 
activities of the  management being 
brought to the notice of the Govern
ment. Because in this Bill the Govern
ment is taking more or less a very 
great responsibility for looking after 
the activities of the management of 
the companies. My suggestion may be 
considered.

I will only deal with one aspect of 
the managing agency system, because 
almost all the points have been touch
ed. Ever since 1867 up to this stage,.



I04S3 Companies Bill 18 AUGUST 1955 Companies Bill 10484.

we should be cognizant of the three 
stages in the growth of this private 
enterprise. First stage: when English 
directors were iinable to be present in 
India to conduct the affairs of their 
companies,  managing  agents  were 
appointed by them.  In the earlier 
stages directors were appointed; and 
later the managing agents themselves 
were at liberty to employ their own 
finances and also to promote or intro
duce other  industries, according to 
their wishes. Thus, they got domina
tion over the financial situation as 
well as the domination over manage
ment.  But as years went on  their 
abuses  became very  great in 1913 
there was a very great move against 
the managing agents.  I mentioned 
the year 1867 because that was the 
time when the first Act was passed 
in order to limit the shareholder’ 
liabilities to the shares subscribed by 
them.  Afterwards so many amend
ments came, but the only legislation 
worth mentioning was in 1913. Even 
in 1913, the fundamental defect of the 
managing agency system was not at 
all  pointed out by the  legislators. 
Therefore, without any  restraint of 
law and without any other check, tĥ 
managing agency system was going 
on Second stage: in the year 1936 we 
come to another important stage in 
the history of this law. In 1936, the 
representatives  of  the  various 
interested  bodies  submitted  their 
memoranda and we have a voluminous 
literature. On that basis, the Govern
ment recognised the existence of this 
managing agency system and began 
to put some sort of restrictions over 
the managing agents.

The next Act after 1936 is the Act 
of 1951. The Act of 1936 failed totally 
in  achieving the objective  of the 
Government. All the things that the 
Irovernment  wanted to rectify, the 
managing agents were able to circum
vent and they were able to conduct 
their business in a more aggravated 
manner.  Third stage; in 1951, a new 
section was added in respect of the 
.managing agents and after 4 or 5 
years, we are in the present situation. 
The recognition of this institution in 
the eye* of law came «bout in 1936.

After all, we ask what it has achieved?. 
Even in  1936, the Bombay Share
holders Association, the Bengal Share
holders Association and so many other* 
institutions  demanded  the  total 
abolition of this institution.  I need 
not go into all those details.  Some
how or other, favour was enlisted on 
behalf  of  the  continuance  of  the 
managing agency system.  Dangerous 
criticisms  were  made  against  the 
managing agency  system; but the 
managing agency system has not at 
all improved. On the other hand, they 
have abused their powers in still a 
worse manner.

One important factor that I should 
like to tell the House is that the 
managing agency system hds outlived 
its purpose and utility. It is not at 
all necessary. Finances are available; 
entrepreneurs are available; men with 
technical skill and interested in the 
promoting  of  business  in  modem 
ways are  available.  The  managing 
agency as a system is not necessary 
now.

The managing  agents have pro
moted certain  industries, no doubt. 
That is admitted. But, on the other 
hand, the mischief which this system 
has been able to do has been of a 
greater magnitude. I shall give you 
certain statistics which I came across. 
It is not of recent date. During the 
period of 15 years from 1923 to 1936, 
every year, some new companies were 
registered. Their average is from 400 
to 850. In the year 1935, the number 
of new companies  registered was 
about 1,055, and in 1922, it was about 
400. Thus, we see that not less than 
400 companies were registered every 
year on an average.  The casualties 
during this 15 year period ire worth 
noting. In 1935, the number of com
panies that failed rose to 885. Every 
year, on an average, the number of 
failures has been of the order of 400 
to 855,  So  many companies  were 
spoiled. I can say many things aside. 
Many memoranda  were  submitted; 
there were many approaches to this 
question, the quintessence of all of 
which was ineflficieticy, incompetence, 
malpractices, fraud, dishonesty, selfish-
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jiess, circumventing of the law by the 
jnanaging agents.  There has been a 
habitual formation of a character in 
-the managing agents during all these 
100 years, a character that has been 
responsible for the  failure of these 
<K>mpanies by the promoterŝ manag
ing agents or whatever they may be.

After 1936, we have ourselves seen 
the things. The situation has not im
proved. We know Wolsey said, “Had 
I but served God with half the zeal 
ŝ  I served my king” the  matter 
would have been different. Had the 
jnanaging agents  thought about the 
interests of the country with half the 
:2eal with which they selfishly wanted 
to gain profits, certainly, these com
panies 400 to 855 would not have 
failed.  There would have been an 
increase jn the number of companies 
and the mechanical devices, modern 
marketing; and all these things would 
have been there. The present situa
tion would have been  happier and 
more enthusiastic.  Growth of enter
prise has been benumbed, chiUed, and 
crippled by the abuses of the manag
ing agency system all these years.  '

On that basis, you are not going 
to improve or  redeem a confirmed 
criminal by probation.  Here  is  a 
man who has  committed 10 murders, 
15 dacoities and who has gone to jail
1,000 times and violated the law.  In 
the fag end of his life, you want to 
improve him and say, you will be on 
probation for 3 months or 3 years, get 
yourself purified. I think it is impos
sible. This is a half-hearted measure, 
a jolting measure. Once the principle 
is  accepted, the abuses that  have 
been practised  so long have* been 
admitted, victimisation of the share
holders  and  abuse  of  the  share- 
 ̂holders’ money  during all these 100 
years is on record, where is the hesi
tation in ending this system at once? 
What will happen if the system ends? 
I read the entire evidence. ;Shri Magan 
Lai,  representative  of  the Bombay 
Shareholders Association, said that to 
end the system all of a sudden may 
tiot be in the interests of the country.

What  are  those  interests  of  the 
country?  The Hon. Finance Minister 
said 'that in the interests of the coun
try, it should not be ended. The wish 
is there.' Opinions differ.  We respect 
the opinions of others. What is the 
interest of the coimtry that i$ going to 
be lost by the abolition of the manag
ing agency system? People speak that 
under the Bill  honest men are not 
enabled to participate. Who are those 
honest  men?  Where is the list of 
honest men in the managing agency? 
From 1866 up till now, they could have 
given a list of honest -men and dis
honest men and shown that the per
centage of honest men is at least one 
per cent, more, that is 51 per cent. It 
is but a sentimental clinging to certain 
corrupt  institutions  for  which,  by 
tradition, some have been cultivating 
a  certain  prepossession.  There  is 
nothing but that. In this view, I sub
mit that the Government’s decision in 
this matter is halting halfhearted.

I have read clauses 323 to 329. It 
is a veiled matter. It is better that 
we come out openly and say either 
we retain it or we do not retain it. 
If we read clause 323, it says that by 
15th August 1960, in certain classes 
of industries the  managing agency 
will be terminated. If you go to the 
other clauses, it is said  that even 
though  terminated,  the  managing 
agency can be permitted in the insti
tutions in which it has been prohibit
ed, by the Government.  The mean
ings are very subtle. On an analysis 
of clause 323, if the Gk)vernment could 
give a list of industries in which the 
appointment of managing  agency is 
prohibited, and those in which power 
may be given to appoint managing 
agents, it will be better. I must tell 
one important matter.  In all these 
things, Government wiU have to state 
at least for the  information of the 
House in what classes of industries 
they think it is proper and desirjfcle 
to  prohibit the managing agencies. 
The cotton textile industry, coal in
dustry,  jute industry  and the  tea 
industry, are industries in which all 
these 100 years exploitation and pil-
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fering has been going on.  In these 
four  industries,  managing  agency 
must be put an end to. At least in 
the textile industry some reform must 
be effected. Shri Maganlal said in his 
evidence that  about  80 crores 
have been taken away by more than 
40  managing  agencies.  If  Rs.  80 
crores had been abused, there is no 
justification for retaining the manag
ing agency system. Much has already 
been said on this matter. I do not 
want to multiply the number of cases.

There is a view that this Bill is 
based on the English law.  Even in 
1913, it was based on the English law 
of 1908.  When England wanted to 
revise and  overhaul the provisions 
according to their changed conditions 
and  their  future  requirements,  it 
enacted a law in 1929, totally repeal
ing the Act of 1908. We slept from 
1913 to 1936 without attempting any 
reform in the company law. In 1936, 
we simply copied the provisions of 
the English law.  What is this Bill? 
Without any  disparagement to any
body who participated in the making 
of it, 99 per cent, of the entire Bill 
is only on the basis of the English 
law.  In  England,  honest  men.  no 
supermen, no rogues, took part in the 
company work and provided for the 
growth of  industry in the light of 
world expansion and in the interests 
of the welfare of their society.  We 
have been imitating others and even 
in 1955, it is deplorable to see that 
we have imitated to a certain extent 
the law in England, without regard to 
our essential requirements.

One  factor I would offer  as a 
challenge. The Hon. Finance Minister 
had said that the  structure of the 
Company Law is maintain̂, and that 
the role of private enterprise is main
tained in spite of all that has occur
red so far, we have succeeded in keep
ing the structure intact and succeeded 
in keeping the role of private enter
prise intact. The 1867 structure and 
the role of private enterprise have 
been kept intact with some modifica
tions and amendments. Is it a glory,
[ ask, for any legislative body to say 
that an antiquated structure of 1867

‘ .1

is preserved in 1955 intact with some- 
pruning and cropping of certain super
fluous matters? I do not see anything, 
happen in that. If you are to intro
duce the reform, we have to see what 
We have done. In the year 1948, this 
institution of joint  enterprise wai 
recognised in the  Industrial policy 
resolution. In 1950, the Planning Com
mission in its draft report had stated 
that the joint enterprise, if at all it 
must survive, it must justify itself by 
evolving a new role, and by evolving 
a new code of business. These are the 
two important factors, because tiiese 
are the fundamental things on which 
our prosperity in the present and in. 
the future is to be built. So, we place 
our faith in the industrial policy and 
the  Planning  Commission.  Because 
the Planning  Commission did not 
believe  that  the  existing managing 
agency system or private enterprise 
was on a propitious or a better foot
ing, they wanted  their role to be: 
renewed, the discipline to be renewed. 
And what is the discipline and role 
renewed under the Bill?  I do not 
know! There is nothing.  Simply thê 
Bill has put hedges  around share
holders and then  has let loose the 
managing agents and their partners 
to roam about. So, the Planning Com
mission’s requirements are not at all 
met with in this Bill. On the other 
hand, a more refractt̂ry and more 
reactionary measure has been brought 
in, in which the old antiquated struc
ture and mechanism are still allowed 
to  exist.  Under the  circumstances, 
private enterprise cannot go on. The 
Finance Minister was pleased to say* 
the private  enterprise is limited in 
more  than one  sense.  First, it  i&- 
Umited only to the sphere where the 
public sector does not come in.  Thiŝ 
is  one  limlfcaPtion.  Secondly,  the 
managing agê  ̂system as it is, is. 
baneful. We wilt give it a trial and 
if it does not  succeed, it will be 
abolished.  Therein lies the halting 
nature, therein lies the half-hearted 
nature of the measure.  My sugges
tion is that, whether the present struc
ture remains or is altered, the share
holders should have a small represen
tative body of their own on a statu
tory basis just to watch vigilantly the
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activities  of  the  management  and 
submit it to  Government, because 
Grovemment has assumed control and 
responsibility for everything.  Under 
the circumstances, I submit that the 
shareholders’  position  may  be 
êmboldened.

Another point is that the manag
ing agent is given the power, to nomi
nate not more than two directors. As 
it is, the structure of the share capital 
is not merely the conception of ordi
nary shares and  preference shares. 
The structure of the  capital is the 
mutuaUy  conflicting  capital  of the 
managing agent which gives him a 
place and the capital of the indepen
dent shareholders who are exploited 
by him. How are we going to dilute 
the managing agent’s capital in it or 
convert it in such a way that it will 
also assume the role of independent 
share capital to be ranked along with 
the others?  In the new system of 
capital structure there is a thorough 
revision and the managing agent is 
now  an  employee.  He is paid, his 
terms are prescribed. He can be nomi
nated or dismissed. Once he becomes 
an employee, why should he be given 
the  power of nominating  directors 
himself? What is the underlying pur
pose? In some companies his share
holding is vê small; in some others 
it is larger, say 51 per cent.; but what 
is the criterion on which he is given 
this power. This power >of nomination 
has been in existence since 1867 and 
•deliberately designed for the funda
mental crippling of the rights of the 
shareholders. The Government wants 
to have some supervisory power. On 
this I congratulate them and agree to 
the fuUest extent. Except for this, the 
rest should be left to the shareholders 
themselves.  The management inside 
belongs to the shareholders and there 
must be no fetter on them from with
in or without. The managing agent, 
must be on a par with other share
holders to the extent of his shares, 
ô the extent it is guarded by the 
State oy legislation I do not object 
to any representation which the Gov
ernment wants. Even if the Govem- 
■aiient takes it entirely, I do not object.
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It would only amount to nationalisa
tion.

What is the reaction to this BiU on 
the part of the so-called capitalists 
and industrialists in this country who 
are  managing  agents pnma  facie. 
Government  spokesmen in many of 
their speeches  have said that the 
private sector must rise to the occa
sion and work out the second Five 
Year Plan.  I do not want to give 
names, because the names are very 
big. ^

Shri V. P. Nayar (Chirayinkil); No. 
no.

Shri Kamath:  Just  one  or two
names.

Mr. Demity>Speaker:  Names need
nô be referred to.

Shri V. P. Nayar: Names of firms 
can be referred to.

Shri Vallatharas:  Even after con
demnation for several years by large 
section of the society they survive. 
That is their strength. The tradition 
is that if several lakhs of people or 
numerous people cry down a man, he 
wiU die or suffer. Here, these people 
are immune.

Mr.  Depaty>Speaker:  All  that  I
wanted to say  was that individual 
names need not be brought in nere.

Shri Vallatharas:  I have not said
anything about individuals or com
panies.

Mr.  Deputy-Speaker:  Managing
agencies can be referred to.

Sliri  Vallatharas:  These  people
have presided over  conferences of 
Chambers of Commerce or other meet
ings  and  have  made  declarations 
publicly. There is no secrecy about it. 
You would have  read the reports. 
They have  given a warning to the 
business community. They have said: 
“We do not want any ârantee from 
the  Government.  This  Government 
may say so today, but another Gov- 
wnment may say differently tomorrow. 
We  should be on our guard  and 
adjust ourselves to the changed con>



10491 CoTTtpanies Bill 10 AUGUST 1955 Companies Bill 10492

ditians.  In this country every one 
wants to enjoy as a capitalist-  All 
of us must become capitalists”. How 
that is possible I do not know, but 
that has appeared in the papers. This 
array of disciplined army of vested 
interests will always circumvent the 
Law. They will come and cajole the 
Government.  In their presence, it is 
very diflficult to extricate ourselves, 
and in order to extricate ourselves, 
the farther away we are from they 
the better. Whether it is possible or 
not is a different question. Our past 
has a capitalist tradition.  Therefore, 
we must transform ourselves to the 
level of a mass man and see whether 
the directive iwlicies of the Constitu
tion are followed or not. It is only 
in this way I submit that the capita
lists, industrialists and vested interests 
who have openly expressed their ideas 
and given a warning to the business 
community...
Shri V. P. Nayar: May I rise on a 

point of order in'regard to procedure? 
Tou may remember that  the Hon. 
Member, Shri Vallatharas, had given 
notice of a motion for circulation and 
you were good enough to call upon 
him to give his explanation why that 
motion  was  necessary.  I consider 
that this is a case in which the Hon. 
Member has taken the opportunity to 
speak on it at this stage of the Bill. 
I  would seek your guidance  and 
ruling whether  permitting him just 
now would amount to a precedent in 
this House. I am strengthened in this 
because the other day you yourself 
gave a ruling and expunged the speech 
which  was  inadvertantly made by 
Shri Barman.  It is confusing from 
the point of view of procedure.

Mr. Deputy-Speaker;  Why confus
ing? Even if it is not confusing, I 
must set it right.

Regarding  the point of  order, I 
definitely asked the Hon, Member who 
tabled that motion to confine his re
marks only to satisfying the House as 
to why there should be circulation or 
re-committal.  On that  small  issue 
alone he was given an opportunity to 
speak.  That was put to the House 
immediately and thrown out.  There
fore, this is not a second time, . He

had no opportunity to speak on this 
Bill.

Regarding  Shri  Barman,  he  had 
spoken on the BiU and himself was 
not aware that he had spoken at an 
earlier stage. Therefore, as soon as it 
was brought to my notice.  I drew 
his attention to it. He was sorry that 
he had spoken inadvertantly. There
fore I said  there cannot be  two 
speeches on the same Bill.

Then, the Hon. Member  is a little 
too late. He must have raised it ,a 
little earlier.

Shri V. P. Nayar: A point of order 
can be raised at any stage.

Mr.  Deimty-Speaker:  Very  good.
But it can also be over-ruled. I over
ruled it.

Shri V. P. Nayar: My difficulty is...

Mr. Deputy-Speaker:  There is no
difficulty.  I have given my ruling. 
How can I go on explaining.

Shri V. P. Nayar: Nor do I question
your ruling. I only want a clarifica
tion.
Mr.  Deputy-Speaker:  No  question
of  clarification.  I  have  given  my 

ruling. I have spoken in English, not 
in any other foreign language.

Shri Vallatharas must conclude.

Shri Vallatharas:  We cannot place
too much reliance upon these vested 
interests for the  execution of our 
Pl»ns.  They had spoken out their 
mind openly that if the present Gov
ernment is not able to solve the pro
blem of unemployment and poverty, 
it must end. Suppose the Government 
is hot able, who is able in this country 
I ask. There are two ideologies one 
against the other, ût otherwise there 
is practically no difference, despite the 
existence of  rival  political parties. 
Who else is going to see that these 
questions  of  unemployment  and 
poverty are solved? Is it the capita
list? I have read a lot of literature 
about it. They think they are thought 
of by the Government as the chief 
instrument which will solve these pro
blems of unemployment and poverty
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by working for the  success of the 
Second Five Year Plan.  Let them 
work, for they  must work; or else 
they cannot  have a place in this 
country.  That  is  quite  definite.  I 
urould like to suggest to Government 
that their dependence on these indus
trialists and vested interests, which as 
I see from day to day, is growing; it 
should become lesser and lesser day 
oy day, so that they may also know 
that Government as a representative 
institution of this country does not 
‘place any reliance at all on them. So, 
the question  whether unemplosnnept 
or iK)verty is solved or not is a diffe
rent question  altogether; the main 
question is that a democratic form of 
Government  must  certainly  get 
through in spite of all the ills that are 
bound to exist. And if they do not 
help us to remove these evils, certainly 
they  cannot have a place  in the 
country, and it is no use simply say
ing that Government may not have 
a place in the coimtry.

Under these circumstances I submit 
that  very  great  implications  are 
underlying this Bill: social changes, 
political changes, our  futurity, our 
present, our welfare, etc. So, a care
ful solution is necessary for this pro
blem. But for the endeavour of the 
Hon. Finance Minister on  the other 
day,  the  Congress  Parliamentary 
Party would have been able to say 
that the managing agency should be 
abolished. I would appear to Govern

ment to revise their policy, and see 
what best can be done.

Shri C. D. Deshmiikh: After these 
15 hours of debate, I feel more than 
3ver convinced that by and large the 
ichenie put forward by the Joint Com
mittee is the  best in the circum
stances.

Mr.  Deputy-Speaker:  The  Hon.
Minister  may  continue  his  speech 
tomorrow.

MESSAGE FROM RAJYA SABHA

Secretary: Sir, I have to report the 
following message received from vne 
Secretary of Rajya Sabha:

“In accordance with the provi
sions of sub-rule (6) of rule 162 
of the Rules of Procedure and 
Conduct of Business in the Rajya 
Sabha, I am  directed to return 
herewith  the  Indian  Tariff 
(Amendment)  Bill,  1955,  which 
was passed by the Lok Sabha at 
its sittmg held on the 26th July,. 
1955 and transmitted to the Rajya 
Sabha  for  its  recommendations 
and to state that this House has 
no recommendations to make to 
- the Lok Sabha in regard to the 
said Bill.”

The Lok Sabha then adjourned tilt 
Eleven of the Clocfc on  Friday  the 
19th August 1955.




