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Mr. Speaker: So, the House will 
meet again at One O'clock. 

The Lok Sabha then adjourned 
tiZl One of the Clock. 

The Lok Sabha re-as.embled at ,One 
of the Clock. 

[MIt. DEPUTY-SPEAXER in the Chair] 

The Prime Minister and Minister of 
EDemal Affairs (Shrl Jawabarlal 
Nehru): Lest there be a misundet'-
standing about what I said before we 
adjourned, about one matter, I should 
like to clear it up. I referred to the 
lady, Subhadrabai, who was shot. 1 
should like to make it clear that she 
is alive; she is not dead. She is, of 
course, seriously wounded and is in 
hospital. 

PAPERS LAID ,ON THE TABLE 
ANNuAL REPORT OF INDIAN Anu.INEs 

CORPORATION 

The Deputy Minister of Bebablll-
tatloa (Shri J. .K. BboDBle): On be-
half of Shri Jagjivan Ram. I beg to 
lay on the Table a copy of the Annual 
Report of the Indian Airlines Cor-
poration, under sub-section (2)' of 
section . 37 of the Air Corporations 
Act, 1953. (placed in the LibrlU'7. See 
No. 8-248/55.] 

DIsPLACED PERSONS COMPENSATION 
AND Rm.um.rrATION BUL18 

The Deputy MInister of Beha.blll-
tatlon (Shrl J . .K. Bbollllle): I' beg to 
lay on the Table a copy of the Dis-
placed Persons Compensation and Re· 
habilitation Rules, 1955. under sub-
section (3) of section 40 of the Dis-
placed Persons (Compensation and 
Rehabilitation) Act, 1954. [Placed in 
the Library. See No. 8-249/55.] 

PRESIDENT'S ASSENT TO BILL 
Secretary: Sir, I have to inform the 

HOuse \ that the Code of Criminal 
Procedure (Amendment) Bill, 1954, 
which was passed by the Houses of 
Parliament during the current session, 
was assented to by the President on 
the loth August, 1955. 

COMPANIES BILL-ContcI. 
Mr. Deputy-Speaker: The House will 

now proceed with further consider-
ation of the following motion moved 
by Shri C. D. Deshmukh on the 9th 
August, 1955: 

"That the Bill to eonsolidate 
and amend the law relating 1.0 
companies and certain other 
associations, as reported by the 
Joint Committee, be taken into 
consideration." 

Shri C. R. Chowdary is to continue 
his speech. But I find that he is 
absent from the House. 

Before I call upon Shri Bansal. I 
would tell hon. Members who are 
getting a chance to speak here, that 
I want an assurance from them be-
forehand. Again and again, I have 
to ring the quorum bell and We have 
become an object of criticism outside 
and inside. Therefore, I want an 
assurance that every hon. Member who 
wants to speak will continue to sit 
here ill the House and hear what 
others haVe to say. If, on the other 
hand, I find any hon. Member not 
sticking to this, I won't call him on 
the next occasion jn other debates. 

Shrl M. S. Garupadaswamy (My-
sore): Is it iron law? 

Mr. Deputy-Speaker: It is my dis-
cretion. I want to raise the level 'If 
the debate and I want the House full. 
Each of us is a representative of 71 
lakh population. In a HOUSe of 500, 
I find it very hard to get even 50 
people. If 26 people decide, they de-
cide in the name of the 360 million 
Indians. Hon. Members will kindly 
consider the responsibility that they 
have to bear in this House. There-
fore, I would urge upon every Wn. 
Member--whether he gets an oPPO!'-
tunity to speak or not-to be here 
throughout; otherwise, we will not be 
able to discharge our duty properly. 
Whichever hon. Member wants to 
catch my eye. I will allow. him to 
speak on one condition, that so far at 
least as that debate is concernd, he 
will sit here and hear what oU' r have 
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[Mr. Deputy-8peaker] 

to say. Again and again, hon. ¥em. 
bers have been bringing to my 
notice that Ministers are not here; 
they have been making a loud com· 
plaint and asking me to call the Min· 
isters, one after the other, though that 
was not ~ subject of that Minister. 
They must el;J.ually bear that res· 
ponsibility and see to it that we have 
quorum and I am not obliged to ring 
the bell again and again. for quorum. 

Slad M. S. Gurupadasw&m;': It 
should be reciprocal. 

Mr. Deputy-Speaker: Does 're· 
ciprocal' mean that I should speak? 

Shri Baa-bavaebad .(Penukond1l): 
May I submit one point? You have 
been pleased to be very hard. But 
you must take into c(f.lsideration the 
convention and the practice that we 
have, that ~ n 1 P.M. and 2-30 
P.M., the lunch period, we can go 
home; otherwise, it leads to strain )n 
us. 

Mr. Deputy-Speaker: This is con· 
sistent with the convention that we 
have developed, that during the 
lunch period I would not insist upon 
any quorum; no hon. Member also 
need bring .it to my notice. 

Slid Bansal (Jhajjar.Rewari): I 11m 
overtaken with a sense of dimdence 
when I rise to speak on this subject, 
and I almost feel like '1'. 8. Elliot when 
he said: 

"And I have known the eyes 
already. 

Known them all, 

The Eyes that fix you in a formu. 
lated phrase. 

And when I am formulated ..... . 

....... then how should I begin? 

And how should I presume!". 

But I presume to begin beCause I 
think I IIil one of those Members of 
the House who haVe received the in . 
• \.tlJrence of the Members of this 
'ioc'e. I am also risinJ to speak be· 

cause I have worked on the Joint Com· 
mittee. and I endorse every word vi 
what that committee has decided. I 
also take courage to speak becauie 1 
am one of those who have studied this 
Bill not from today but from the very 
time the first memorandum by the 
Commerce Ministry was issued. J 
have talked this matter over not only 
with the captains of industry-the 
managing agents,-but also with the 
spokesmen of shareholders. I re-
member having sat day in and day out 
with 8hri J.. J. Kapadia, whose name 
has been taken with so much respect 
in this House. Therefore, when I say 
anything about the managing agency 
system, for it or against it, I am doing 
so after weighing carefully all that 
has been said by the spokesmen of the 
managing agency system and by the 
spokesman of shareholders. 

Before I go to the major issues of 
this Bill, I would Hke to put aside. 
certain observations that were made 
by 8hri Asoka Mehta. His perfor. 
manCe was so brilliant that althpugh 
three or four days have passed since 
he spoke, I cannot get over tbe 
various points which he made, and I 
would like, if I may with your 
permission, to reply to some of them. 
One of the points which he made was 
about voting rights. About the 
types of shares, as you know, the 
Joint Committee decided that 
there should· be only two types 
of s a o ~  8hri Asoka Mehta, 
quoting. the. German precedent, 
wanted also to give Government some 
power so that they could authorise 
the isSUe of shares with dispropor-
tionate voting rights. I endorse what 
he said, and I suggest that the hOll. 
the Finance Minister will take that 
suggestion into consideration. But I 
would like to make another suggestion. 
that there should be a provision for 
shares of 'no par value'. As you' 
know. this question was discussed by 
the Cohen Committee and after that, 
it was referred to Mr. Montagu L. 
Gedge, who reported that shares of 
no par value haVe a very importpnt 
role to fulfll. I would, therefore SUI-
gest to the hon. the Finance Minister 
that he should take that into ac:cou.t 
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and see if even now no provision can 
be made for the issuance of shares 
of >'\0 par value. This is not a matteI 
of principle and. therefore. I am not 
making any fundamental departure 
from the report of the J.oint Com-
mittee. 

Then. Shri Asoka Mehta referred to 
social accounting. Referring to the 
changed and improved method of 
pccounting of the companies he opined 
that we murt now also develop the 
method of social accounting 80 that 
~  picture of private enterprise is 
presented in a form easily understood 
by the people and also that facts are 
so presented that some sort of a social 
pict1:1re, social balance-sheet, emerges. 
Lt is a very good suggestion. But. 
what I would like to point out· to the 
ilouse is fuat in England where they 
have had a socialist government. Pro-
tessor Stone. who is the father of 
locial accounting, has said this. I am 
reading from the boole by F. Sowell 
Bray-he is an international authorib 
after .Prof. Stone. After going into 
what has been achieved in U.K. so 
far. Mr. Bray says: 

"We would close i~  the com-
ment that although we have con-
Ristently raised the issue of sn. 
called social accounts, no attempt 
b.as been made in any of the 
accounting presentations put for-
ward here to carry in any sort of 
conventions to deal with social 
costs anll social benefits." 

I am only quoting this to impress 
O)n the House that althoulZh it may be 
a very good thing to present social 
accounts it is far too early for our 
economy. But, nevertheless, I would 
'lrge upon the Finance Minister tn 
keep it in view so that at least as far 
as the governmental enterprises are 
~on n  accounts are oresented in 
luch a way that we have a oraDer 
nictore of social gains and losses. 

Then, . Shri Asoka Mehta referred-
1\nd this is a very important Doint-
4.0 the costs of Drivate enterorise. He 
wd that apart 'from the costa of pro-
auction which are shown in the 
balance-sheet, the private enterprise 

subjects the community to • number 
. of other social costs and he quoted 
from a book of Prof. Kapp of some 
American University. I won't qUal, 
very a s i~  from this book but 
even reading from the contents you 
will find what the social costs Prot 
Kapp has in view. social costs in-
volved in contamination of the air 
by smoke and from Qbimneys and 
cO!ltamination of water by walel 
coming from the factories. 

What I am trying to say by refer. 
ring to all these thinis is that evel'7 
type of enterprise, every type 'Ii 
economy, is going to have some SOt:!aJ 
costs. After all when we have 8 
factory smoke will go into the air 
and when you have a factory some sun 
of dirty water will go into the rivulets 
Or somewhere. What we have to see 
is that these costs are redUCed to the 
minimum possible extent. 

Talking of costs, it is not as if only 
private enterprise has had sucb costs. 
Even if we walk on the road, we wear 
dowr. the roads and to that extent we 
are imDosing costs OIl the l:ommunity. 
Apart from this, if Prof. Kapp can be 
quoted, I can quote Prof. Von Mises 
and Prof. Schumpeter· who have reo 
ferred to a large number of other 
costs. of other and totalitarian types 
of economies. I am not ,ciq bdo 

-all thesE' details but I will quote a 
passage trom John Jewkes to show 
what type of costs can be involved Ju 
certain types of economies. It says: 

"It is, at first sight, stranp 
that the new ideas regarding 
economic organisation should 
have gained so Wide and ready an 
acceptance. Experience might 
have been expected to restrain the 
movement. The only centrally 
planned economies we have so 
far known have been born Into, 
or have ftnally produced 8oclette. 
In which terror, sadistic cruel_ 
and constant insecurity have been 
the lot of all saVe the privi1e,ed 
few." 

I don't want to quote this eDtlre 
passage of John Jewk-. he is :II V8I7 
eminent . economist and II the Staal8J 
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rShri Bansal) 
J evons Professor of the Manchester 
University. I am not quoting from a 
person who is not a well-known 
authority in his line. Therefore, 
talking of social costs is confusing the 
very issue. But what impressed me in 
Shri Asoka Mehta's argument wu 
that while attacking the managing 
agency system 'he wanted to cover the 
whole ground of private enterprise. 
Now, we are not discussing the merits 
or demerits of private enterprise. 
What we are discussing at presellt 
is a limited subject and that is the 
main instrument of the private sector 
in this country. Whatever you might 
say, the organs of private enterprise 
have been managed through the in· 
strumentality of the managing agency. 
Except in banking and insurance, ty 
and large, about 90 per cent. enter-
prises are run by the managing agency 
system and, therefore, what we al'e 
discussing at present is "naw that in-
strument, how that tool, of private 
enterprise has functioned in tI1ia 
country. 

A large number of speakers h3\'P 
spoken from the very first cause, Ihut 
is, after the first amending Bill of 19&6 
was passed, as to the misdeeds of the 
managing agency system. Reporo.ll 
have been quoted. My friend, Shri_ 
Shah, could not resist the temptation 
of quoting the report of a Registrar 
of Joint Stock Companies. MallY 
such things have been quoted. Bnt. 
what 1 say is, yes, it 'has been admit-
ted that the managing agency system 
has led to certain abuses. No one has 
denied it; that is the Taison detTe of 
this Bill. After all, this Bill bas been 
before this House because it has ~n 
found that the managing agency ~ s

tem has led to certain abuses in the 
management of companies and th.)se 
abuses were on the increase. That 
is why, soon after independence, Gov-
ernment came out with a memorandum 
and the Company Law Committee was 
appointed. 

Sbrl Joachba Alva (Kanara): ~  
were Dot ~ abuses. but a ~ 
whWIIII. 

Sbri BaDsa.l: Yes, grave abuses, and 
that is why the Company Law Com-
mittee was appointed to go into all 
these grave or highly grave abuses. 

There were on the O:>mpany Law 
Committee the representatives, again 
I say, of the managing agents, the 
shareholders, the workers and Ijf this 
Parliament. The Company Law Com-
mittee, after listening to the entire 
evidence, the evidence of the types oC 
persons referred to by my friend Shri 
Shah, after sifting and going through 
all this voluminous material, came to 
certain conclusions and their conclu-
sions are before us in the forIn. of 
the Report of the Company Law Com· 
mittee. What did they say? They 
came to this conclusion which they 
recorded in para. 115 of the Report: 

"We feel that shorn of the 
abuses and malpractices which 
have disfigured its working in the 
recent past, the system may yet 
prove to be a potent instrument 
for tapping the springs of private 
enterprise. Its adequacy and ef-
fectiveness iln future, will, how-
ever, depend not merely on the 
promptitude and thoroughness 
which the evils which have clung 
to it are removed, but also on the 
energy, enthusiasm and foresight 
with which the managing agents 
con4uct their business. While it 
will be for the leLders of the busi-
ness community to prov:de the 
syStem with the quality and the 
momentum that will be demanded 
of it in future, the recommenda-
tions that we make are designed to 
Uihten up the relevant provisions 
of the Indian O.Jmpanies Act, so 
that opportunities for CUITent 
abuses and malpractices may be 
reduced to a minimum." 

Sbri K. P. Tripatbt (Darrans): 
What about the socialistic pattern of 
society? 

Sbri Bansal: I will come to !bat 
aspect also if my hon. friend' will be 
patient. 
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What I am trying to say is that the 
entire evidence was sifted by them. 
I am certain that 8hri Khandubhai 
Desai was a member of this Com-
mittee; and, no one, e.'tcepting. one or 
two ~ ons  I think, signed a minute 
of dissent. This Bill which is before 
the House and which was amended by 
the Joint Committee was based on 
the recommendations of the Compaa, 
Law Committee. I will say ont: word 
more. A large number of representa-
tive bodies appeared before the Com-
pany Law Committee· and a large 
number of individuals from the oro-
fessions-from the chartered accoUD-
tancy profession, from the legal pr0-
fession and from the stock exchanges 
-appeared before this Committee, and 
I do not remember anyone excepting 
one person who suggested that the 
managing agency system should be 

ended. My information is •••• 

Shri Matthen (Thiruvellah): Objec-
tion was taken not against the manag-
ing agency system as much as against 
the abuses of the managing' agents. 
There is a difference between the two. 

Shri BansaIc That is exactly what r 
am saying. Objection was taken 
against the abuses and it is only t.J 
remove the abuses that' the Bill is be-
fore the House. Otherwise there is 
no point in the Bill being before the 
House. Even before the Company 
Law Committee was appointed, the 
Pllqllli.ng Commission and before the 
Planning Commission the Fiscal Com-
rrusslon, all of them had said that 
the managing agency system need 
not be ended but it needed lot of 
amendment. Exactly; what I am try-
ing to impress upon the House and 
particularly upon my friend 'Shri 
Matthen, is that we are trykg . to 
~ n  the abuses of the mannging 
agency system through this Bill. As 
to how we are going to do it I will go 
in greater detail shortly, but before 
I do tha.t I will quote a passage 
from the Fiscal COmmissioo's Report. 
They say: . 

"Wiotnesses have drawn atten-
tion to malpractices on the part of 

some managing BlfeDts as a factor 
discouraging capital formatioo. 
This is not unfounded. The ques-
tion of introducing improvements 
in the managing agency systenl is 
under the consideration uf the 
Government of Indi'a who have 
published for criticism tentative 
proposals suggested to tqem." 

They also talk in terms of impove-
ment and similarly did the Plallmng 
Commission later on who wanted to 
introdUCe certain changes in the sys-
tem. What I am saying is that ~ 
Bill, which was referred to the Select 
Committee, and the Bill whi!ch haa 
come to this House after the thorough 
scrutiny of the Select Committee have 
precisely done this thing, that is, tney 
have tried to mend this system. I 
think in tryi'ng to mend this system. 
we have not only achieved the objec-
tive which everyone had in view, but 
also, to the gersons of my persua-
sion, they have done it more 
than it was absolutely neces-
sary. As I am a signatory t\) the Re-
port, I do not want to criticise it on 
that account at all and I would be 
satisfied .if these varilOus provisions are 
worked in such a way that all the 
abuses of the managing agency sys-
tem, which had marred its face, will 
be removed. As to the manner in 
which this is being sought to be done, 
my hon. friend Shri Morarka, more 
than whom. I can say with ::lome 
degree of. knowledge, very few Mem-
bera of this House understand the JD-
tricacies of the Company Law, has 
in a very lucid speech the other day 
pointed out the manner in which this 
Bill, as amended by the Joint Com-
mittee, is going to plug the various 
loopholes. After all, what are we 
doing? We are having in this Bill 
about 139 penal clauses. In a ~  of 
649 clauses, 139 are penal clauses. I 
think this compares very favourably 
with the Penal Code. 

The MiDJster of Revenae aDi Civil 
ExpeDltitare (Shrl M. C. Shq.): In the 
English Law there are SO JDIU11' penal 
dauses like these. 
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8hri BaIlIaI: Having put in so many 
penal clauses about the acti"ms. Or in· 
actions of tbose wbo are in charge of 
company management, I wonder what 
more the Members of tbis House 
would desire. 

Paodlt K. C. Sbarma (Meerut 
Distt.-soutlJ): They are more heiDouII 
than the ordinary thieves. 

Sliri Bansal: More than that what 
the Select O:;Irnmittee has done is 
this. Apart fl'om giving Government 
power to declare that in certain in. 
dustries there need not be any manag· 
ing agency in tbe future after 1960, 
they have also given power to Gov-
ernment that when the question of 
appointing or re-appointing a manag· 
inl alent comes UP, they can dedde 
whether a particular person should be 
allowed to be the managing agent of 
that company or not. Further all 
heritable managing agencies will be 
void and no election ta the ofl1ce of 
managlng agents, by inheritance or 
device will take effect unless approved 
by the Central Goverr.ment. One of 
the criticisms of the managing agency 
system was that it is a relic of the 
feudal past. If a father forms a 
managing agency company, it automa. 
tically passes to the son even if tbe 
son does not have the brains of tbe 
father. To take careo! that, this new 
provision has been incorporated in the 
Bill. Further, it has been proposed 
that no person shall be IlPp.Jinted as 
a managing agent of more than ten 
companies after the 15th August, 1960. 
This is another provision which has 
been introduced in· keeping w.th t.le 
ideas that are prevalent now, namely, 
that there should be no concentration 
of wealth or power, and that takes 
me straight to the point of my hon. 
friend, Shri Tripathi, who unfortu-
nately has left the House after inter-
rupting me. Be said that the Com-
pany Law Committee reported before 
the socialistic pattern of society bad 
come into vogue. My reply is that 
the Joint Committee signed this Re-
port; in fact, it considered the Il1Qst 
Important "provisions of the Bill after 
t'w Avadi resob'i"'r bad been adopted 

and they were quite conscious of what 
they were doing. I think there 1S 110 
violence being done to our socialistic 
pattern of society by circumscribing 
the m~a in  agency system by so 
many hedges. 

Talking of powers that Government 
ere taking, I just now said that 
there are 139 penal clauses. Apan 
from 139 penal clauses, there are 95 
clauses whicb empower Govemment 
to do this or that' with regard to a 
company or a managing agencY. 

Sbri Joachim Alva: They are all 
fOr the black sheep. 

Sbri Baasal: Tbat is exactly the 
reason and the basis of this Bill. My 
only fear is that havin& been armed 
with so vast and so wide powers it 
may not be possible tar GoverDJDeDt 
to exercise them properly ar.d lor 
the companies and managing agencies 
to function 10 as efficient a manner 
as possible. The Finance Minister re-
ferred to the instance of the Kandian 
Ministers. I am reminded of the 
lovers of the Arabian Nights who 
used to take the vow of &leeping with 
a sword in between them when they 
went to 'bed, whi('b only led to s:ogbs 
and groans of forlornness and to no 
results. I am sure these powers will 
be used by Government in suc.n a 
manner that something concrete will 
fructify and materialise if our coun· 
try is to advance. I know the manag· 
ing agency system and private en-
terprise come in for a lot of criticism., 
but during the last few. years if you 
see the economic history of our coun· 
try, private enterprise. that is, the 
industrial sector. has a very proud re-
cord indeed. Shri Asoka Mehta may 
take objection to the word p o~  , 
but I would ask him: if it is not 8 
matter tor ''pride", then what 18 it? 
In 1947 the general index of industrial 
production was 97. In 1948 it was 1011 
TOday it is 166. Atter all What is 
this prosperity that We see and talk 
about in our country? This prosperity 
is nothing but the increased produc-
tion in our alU'icultural and industrial 
aectors and withoUt this increased 
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productivity our country would not 
hav, been comparatively speaking as 
prosperous and as well off today as it 
has been during these seven or eilht 
years of our inC1e.Dendence. Whether 
you like it or not, the credit for thia 
must to some extent go to those 
people who are manning, working and 
managing the industries. Whether 
you li4ke it or not, the credit is there 
at least to some extent and befcre 
we think of abolishing a particular 
system or criticising that system be-
yond all proportions we must bear 
this in mind that whatever wI! may 
say for or against the managing 
agency system at ieast a part of the 
credit for this industrial prosperity 
has to go to that system. 

I agree that there are abuses and 
.the-se abuses mUllt be done away' with. 
That is exactly,-as I said and I re-
peat,-the purpose of this Bill and I 
am sure the Joint Committee has suc-
ceeded in doing that in an ample 
measure. 

One of the criticisms that was voice-
ed by my friend Shri Asoka Mehta 
was this. I am sorry I am referring 
to him again and again but that is 
because I respect him so much that I 
cannot allow the argument 1)ut for-
ward by him to remain unanswered. 
He said that in foreil{ll countdes-
acce-Ming to some information which 
he has,-the management charges are 
only 1.5 to 2 per cent while in this 
country they are 13 to 14 per cent. I 
have not been able to collect many 
figures on that point. Shri Asoka 
Mehta has Quoted from the evidence 
that was J!:iven before the Joint Com-
mittee by the representatives of the 
shareholders. When thl!y referred to 
the percentage of 1.5 or. 2, my friend 
Shn Morarka asked the witnesses a 
question. 1 1lII". qupting, Shri Morarka 
said: 

"With your permlSsIon" I wlll 
give some figures here and I whuM 
request the witness to contraciict 
me if he thinks that I am wrl'\"g. 
For example in the Azre.rf,.,,'l '{'P 

bacco Co. the percentage paid to 
the President and Vice-Presiden, 
alone is ten per cent of the Drollt 
and the income of the President In 
one year alone was 11,10,500 dOl-
lars or a little over Rs. 50 lakhs. 
SimilarlY,' in the National City 
Bank of New York, 20 per cent of 
the profits in excess Of 8 per cent 
of the rapital emplOyed at a parti-
cular time is payable to the Presi-
dent .... " 
The witness, Shri Parekh, said: 

"We have no desire to contradict 
these figures. We think they are 
quite in order." 

Mr. Deputy-Speaker: Who was the 
witness? 

Shri BaDsal: Shri Parekh was the 
witness representing the Bombay 
Shareholders' Association who had 
earlier stated that the percentage in 
other countries was 1.5 or 2. Alter 
these things were poin ~ out to him. 
he said so. . 

Shri Matthea: Any instance from 
the United Kingdom like that? 

Sbri BanIJal: n o n~  I do 
not have any. such instance. But my 
own impression is that no company in 
the world can be managed with two 
or three per cent. That is my de-
finite impression and I say that with 
a certain amount of m:}Wledge of 
company management. 

Sbril Asoka Mehta lIut forward a 
very big argument. After referring to 
the report of the Reserve Bank he 
said that the managing agencies have 
been getting on the whole about 13 
per cent and you are reducing it from 
13 to 10 per cent. So, he said, yOU are 
not malting any remarkable reduc-
tion. This is like the question: "Did 
you beat YOUI' wife?" 

If the manaliDlf agencies are charr-
ing mUCh, then of course it is \'{rong. 
If they are charging less, even then. 
it its wrong. But, I wouW have expect-
ed a man of Shri Asoka Mehta'. 
stBDdinf to have quoted fully from 
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[Shri Bansal] 
this report because in the same para· 
graph where mention is made of 13 
per cent on the average, another thing 
is also mentioned. I am sorry I am 
not able to lay my hand on that parti-
cular page. 

Shri S. S. More (Sholapur): That 
may be the difficulty of Shri Asoka 
Mehta abo. 

Sbri BaDSal: I can remove that diffi-
culty in a minute because it has been 
said here that there are other com-
panies charging 35, 36, or 40 per cent. 

Shri M. S. o a~ am  What 
is the average? 

Shri Bansal: The average is alxJut 
13.9 per cent. or so. But, the 
law is not based on averages. The 
criminal law is not made for an 
average citizen; it is O1Ot made for 
Shri Gurupadaswamy; it is made for 
the criminals and therefore, this law 
is being made for those people who 
have been charging very m ~  
commissions. And what I say is that it 
fully meets the requirements I)f the 
,'ase inasmuch as it makes certain 
things impossible for those people 
who have been charging commissions 
on percentage' basis on sales and 
thereby fattening their profit margin 
to 30 or 40 per cellt. It makes it im-
possible tor them to charge anything 
more than ten per cent and I thi."1k 
that it is a very great advance that has 
been made. 

My frrend, Shri Asoka Mehta refer-
red to the question of representation 
of workers on the board of directors. 
He quoted from a paper circulated by 
the Planning Commission. I th;nk it 
has come from the Labour Ministry 
but the paper has been circulated by 
the Planning Commission to the mem-
bers of the panel for labour. I hap-
pen to be a member like Shri Asoka 
Mehta. I respectfully submit that 
such documents whiten have not yet 
been discussed or considered and 
which are i ~ a  to members of 
certain committees should not be 
quoted on the floor of the o s ~o  

that my friend has done it, may 1 
with your permission, also quote cer-
tain passages from that paper? He 
tried to make out a case for the inclu-
sion of workers' representatives in the 
board of directors. That very docu-
ment says: 

"It goes without saying that • 
strong and sound trade union 
movement is necessary for the 
effective working of an industrial 
democracy. Even ardent trade 
unionists iIn this country will ad-
mit that the situation in this 
country leaves much to be desir-
ed. Political rivalries which 
often come in the way of settle-
ment of disputes, lack of re-
sources, disunity among the 
ranks, multiplicity of trade unions 
and lack of bargaining strength 
are the major ills that affiict trade 
unions in the country today .. '. 
The Plan recommended that there 
should be one union per industry 
in an area. Multiplicity of unions 
in the same establishment leads 
to inter-uniten rivalries whicb 
ultimately cut at the root of the 
movement .... If such rivalries are 
to be checked action is needed in 
the direction' of reducmg the 
number of outsiders in trade 
unions and providing for statutory 
recognition of one union." 

I would like to ask Shri Asoka 
Mehta one questiOn' very humblY. 
This being the stage of trade union 
movement would he like representa. 
tives to be sent on the board of direc· 
tors? .After all, what is our ex-
perience of the working of the works 
committees which were constituted 
in order to have the Tepresentatives 
of workers and employers sit at a 
slightly lower level and discuss their 
problems amicably? . What is the ex-
perience of these? I will again quote 
from the same document. 

It reads: 
"Barring a few cases wheTe 

such committees have proved a 
success, it may generally be said 
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that the institution has not lived 
up to expectations. Workers' or-
,anisatrons have attributed the 
failure of these committees to the 
unhelpful and obstructive atti. 
tude of employers. Complaints 
have been made of the undesir-
able methods adooted by em-
ployers in the election of mem-
bers. On the other hand, em-
ployers have attributed the failure 
of works committees to lack of 
co-operation from trade 
unions .. ,." 
Further. I would also like to say 

that it is not as 'if thls document 
makes a complete case and says: "we 
must have representatives of workers 
on the board, of directors here and 
now." What they have all suggested 
is that we should select a few 
industries where collective bargaining 
has proved a success and in these. 
as an experimental measure, we 
should try to do that. I am not ex_ 
pressing any opinion for or against 
the association of workers' repreSeD-
tatives on the board of directors. 
All that I am trying to say is that 
even on the basis of this memoran-
dum from which Shri Asoka Mehta 
himself quoted I do not think a case 
has yet been made out for the in-
r.lusion of workers' representatives on 
the board of directors. 

Then, there is another practical 
difficulty whkh I have in view. Sup-
posing Shri Asoka Mehta's sugges-. 
tion is accepted that t.here should be 
two representatives of the workers 
on the board of directors thete is 
another difficulty. As my friend Shri 
C. C. Shah would have us believe 
that there is no need for any manag-
ing agents because the main function 
of the managing agents. namely, to 
finance is no longer there becaUSe the 
Industrial Finance Corporation ge·es 
on giving loans freely. and if this 
system of the private enterprise work-
ing b1. the free loans given by the 
Industrial Finance Corporation comes 
into vogue. then what will happen 
is that the Industrial Finance Corpo-
ration will want to have one or two 
representatitves of its own on the 

board of directors. Now, lest my 
friends here might say that I am no\ 
on firm grounds I have here a letter 
issued by the Industrial Finance Cor-
poration to one of the compames 
which applied for a loan from the 
Corporation. 

Shri Matthen: Will the hon. Mem-
ber kindly menti4<m thl! date of the 
letter? 

Shrl Bansal: 31st December, 1953. 
I have the letter with tlie and I can 
very well show it to my frrend if he 
is so anxious to know its contents. 
There is nothing secret about it be-
cause the company ultimately decided 
not to take any loan from this Cor-
poration due to the reason that one 
of the conditions of the loan was that 
the Corporation will have the right 
to nominate, whenever it chooses, 
one or two representatitves of its own 
on the board of directors. 

Shrl' JoachJm Alva: Why was the 
company frightened to take Govern. 
ment nominees? There may be many 
skeletons in the cup-board to hold. 

Shri Bansal: What I am suggestill" 
to my hon. friends is this. According 
to Shri Asoka Mehta there should be 
t.wo representatives of workers; r..c 
cordmg to the Finance Corporation 
there should be two representatives 
of the Corporatron; according to my 
hon. friend Shri Morarka there should 
he one or two representatives of the 
minorities and according to some 
shareholders who may complain there 
must be two persons nominated by 
the Government. Like this we will 
have eight representatives on the 
board of directors from these various 
sources-labour. Finance Corporation, 
Government and the mmorities. 
Therefore, I do not know how that 
company will function. 

Shrl Joachim Alva: May I ask the 
hen. Member, has the private sector 
or the managing agents been known 
to have made an offer at any time 
to the representatives of labour even 
to sit as guest directors 1D their un· 
dertakings? 
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Shri Bansal: I can quote instances 
for the edification of my hon. friend 
which, on these matters, seem to be 
quite restrioted-ano, natural'ly SJ); 

I do not know anything about jour-
nalism which is his field-to show 
that there are companies in this 
country even today who take workers' 
representativl!\I on the board of 
directors. 

Mr. Deputy-Speaker: Does· the hon. 
Member mean to say that hon. Mem-
bers must work in compartments? A 
journalist may know Company Law 
also. 

Shri Bansal: What I was saying is 
that I do not know Journalism. That 
was all I said. 

Shri Joachim Alva: There are 
workers' representative:. on the board 
of directors in Yugoslavia. 

Shri Bansal: I was saying that here 
too there are companies which t&ke 
representatives of labour on the board 
of directors. There is a very big 
mill here in Delhi, which is under 
... Ur very nose, where a representa-
tive of workers ill freely elected toO the 
board of directors. There is free 
election and all the workers vote. 
The worker who is elected is made 
to sit as a full director on the Board. 

Shri S. S. More: With what result? 

Shrt MobaDlal Saksena (Lucknow 
Distt. cum Bara Banki Dilstt.>: Is 
that an argument for aopointing 
workers' p~ s n a i s  

Shl'l. BaDSal: What I say is that if 
all these ideas of my hon. friend 
Shri Asoka Mehta, Shri Morarka and 
Shri C. C. Shah are put into effect 
and· the representatives of the Corpo-
ration of my hon. friend Shri M. C. 
Shah are also there, then there will 
be on the board of directors at lea!;t 
8 representatives of these outside 
bodies and \ leave it for the judgment 
of the House as to how that company 
will function. 

Then, Sir, that takes me strailZht 
to the question of proportional re-
presentatir.m which is such a Det ('hild 
of my friend Shri Morarka. I just 
want to know only one in~  whether 
this demand has been made from the 
side of the shareholders because it is 
pointed out that if there is no pro-
portional representation then the 
shareholders who are in a minority 
cannot have any say there and,. In 
fact Shri Morarka went to the ex-
tent of saying that there Is ·no use of 
putting so many restricUons unless 
you gilve proportional representation. 
I would very humbly ask him whe-
ther this demand was at any time 
made by the representatives of the 
shareholders. I have a")ne through 
their memorandum. I have· my!'elf 
worked. as I said in the beginning, 
with Shri J. J. Kapadia, a greater 
champion than whom of shareholders 
the country ·has yet to see. I a ~ 
never heard from him this very novel 
and dangerous suggestion that the 
minorities should have a representa-
tive on the boam of directors. 

Shri Mattheo: What is the danger 
please? 

Sbrl Bansal: If the hon. Member 
wants. to know I can tell him a~ o  

the dangers. I wanted to avoid some 
unpleasantness on the floor of the 
House by quoting instances and. I will 
even now desist from quoting in-
stances. Hon. Members who have 
spoken on the subject, perha'O'! have 
not known the recent instances of 
some of the companies which have 
come for lot of cri'ticism in this cnun-
try. I can say with some Iluthority 
that most of the criticism ~as due to 
the fact that the board of directonl 
was not homogeneous. If you do not 
want to repeat those very ugly in-
stances I would request the House t,Q 
think over this very calmly. It is 
not a party issue. It is nut Ilt! Issue 
on which anybody holds opinion based 
on principles. I suggest that it 
is not a matter of principle. It is 
just a matter of empirical pragmatic 
exoerience and .based 'In the ex-
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perience of those woo ltave known 
the working of company manage-
ment. I I can tell you that unless the 
Board works in a homogeneous map.· 
ner a company will never function 
properly. 

Sbrl S. S. More: Should there be 
no opposition there? 

Sbrl Bansal: The oppositiC'n will be 
there even from tb'e board of direc-
tors because the board of directors 
cannot be a packed body under this 
new Bill. 

Sbrl S. S. More: What do :Y')U mean 
by homogeneous then? 

Sbrl Bansal: There has been some 
improvement made in the prOvisions 
with regard to the election to the 
board of d·irectors and in view cf 
these IIrovilsions the board of direc-
tors can never be a packed body. But, 
to deliberately impose on the Board 
representatives of a recalcitrant and 
deliberately conceived minority will 
be most dangerous, in my opinion, 
and I am saying this with a lot of 
sense of responsibility. I willI reQuest 
my friend6 to consider this question 
dispassionately and not to make it 
a party issue or an issue of passion. 

Mr. DePUty-Speaker: How can a 
minority over.rule a majority? They 
will be there only for the pUl'Dose 
of getting information. 

Sbrl Bansal: They will not be able 
to over.rule but they will always be 
able to create difficulties in the 
smooth functioning of the com;Jany. 

Shrl 
jhunu): 

Morarka (Ganganagar-Jhun-
Smooth functioning? 

Sbri Bansal: The recent instances 
in some of the companies have amply 
proved this and there!-lre that is 
my opinion. I' am nct tryir.g to 
force my opinion on anybl)dv: but 
what I say is that those I!entlemen 
who are trying to press this point o ~ 
ward shduld' tarrY and consider. I Sbrl S. S. More: Is it not our n· 
perienre that the abuses and. mal-
practices are mostly due ber.ause the· 
board of directors is a packed house? 

Sbri Bansal: That is exactly what 
I say. Under this Bill, as amf'Dded. 
it will not be a packed house. U 
the hon. Member will kintUv see the 
provisions of the Bill he will know 
of it. 

Shri Mattben: Sir, I have not un-
derstood. 

Mr. Deputy-8peaker: He knows the 
other view and he is trying to answer 
to the best of his abilitv. 

s 1i ~ 

Sbrt Bansal: Then,- there are so 
many powers of investi'gati"n. There 
are so many powers given to the 
shareholdJers for approachin,q the 
Government for getting investigation 

. made into the affairs oJ: the c"mp:my 
and for getting two i i ~s 
nominated by Government if the Go..,':' 
ernment are satisfied that ~  affairs 
of the company are being conducted 
in a particular manner. What I mean 
to say is that there are lot of safe-
guards for the shareholders who are 
in a minority. 

Mr. Depnty-Speaker: The hon. 
Member referred to certain recent 
instances. Do these instances Iel!lte 
to cases where the management are 
elected on the principle of propor-
tional representation? 

Sbri Bansal: No, Sir. They were 
not represented" 

Mr. Deputy-Speaker: Therefore. i.t 
is not directly in point. 

Shri Ban!al: They WE're not 'elel'ted 
but the formatmn of the board bv 
virtue of the shareholding has been 
such that there were warrinl grouDs 
in the board of directors. Please do 
not let me say. more on that point. 

Shri S. S. More: Does he Jldt. wJlnt 
to persuade us to his point of view? 

Shri Bansal: I have already said 
that I have persuaded as far as Rhrl 
More is concerned, and I am sure 
he is going to vote with me. 

Mr. Deputy-Speaker: A unique 1In-
stance of both the oppoSition and the 
Government voting on the same liD .. 
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Shri S. S. More: We always vote 
on the side of truth. 

Shri Bansal: Now, I would not take 
more than two minutes, .. tid I have 
come to the end of my stOIY. There 
is a provision in this Bill to which I 
am a party. That provision is that 
proxies can be held by nr,fi·sl'.are· 
holders also. I am referring to it be-
cauSe I do not consider it a matter 
of principle but because I believe that 
this is going to create some difficulties 
inasmuch as a new class on advisers 
to the shareholders, a self-styled 
class, is likely to spring up and 
which, i o~ any shareholding or 
any interest in the company, will get 
itself nominated as proxy to the vari· 
ous meetings of the shareholders. 

,Not that I am totally opposed to this 
idea but I would suggest that just as 
in the. case of the managing agents 
where you have placed a limit that a 
managing age!lt cannot hold more 
than ten managing agencies, in the 
same manner. if the Government finds 
that one particular gentleman is 
working as a proxy to a nnmber o~ 
companies then, I think Government 
must come and stop that being done 
indefinitel:y. Bec.ause, in that case, 
what will happen? This ~ ass will 
become a sort of parasite class and 
will thrive on tb,e real or imagitnary 
offerences which are likely to be 
there among the various shareholders. 

I shall finish with only one more 
point, and that again relates to my 
hon. f.riend Shri Asoka ME'hta with 
whom I began. 

Shri M. S. Gorupadaswamy: You 
are obsessed. . 

Shri Bansal: I am, because he is 
such a worthy speaker in the House 
and I would also be obsessed if you 
yourself made such a' brilliant speech. 
8hri Asoka Mehta said that the 
managing agency system is no longer 
playing the role of financiers and 
added that the financing role of 
managing agencies has become a 
myth. I was looking into certain 
figures. I '80 not think you will al!ow 
me so much time but if you did. I 

could quote to you figures from a 
number of companies who have 
received from their Managing Agents 
financial accommodations even to a 
beater extent than their entire 
capital of the company in times of 
difficulties. Without elaborating on 
that point, I would just say that the 
managing agency system even now 
plays a role of financiers of companies 
both in ordinary' times and in tim'!!! 
of difficulties. 

Although I would· like to say some-
thing more. but as my ~im  is up and 
I would not keep the Bouse waiting 
any longl"r. I will end by saying 
that you must please give a trial to 

this amending legislation which has 
been drafted by the Joint Committee 
after a /treat deal of care. A grE:at 
rieal of labour has gone into the pre· 
oaration of this amending Bill and 
I am sure it deserves to be given a 
trial by the country. 

Shri G. D. Somani (Nagaur-Pali): 
India today is on the threshold of an 
industrial revolution. Our Second 
Filve-Year Plan envisages an BMbi· 
tious programme of industrialisation 
both in the public as well as the pr'i. 
vate sectors. So far as the private 
sector is concerned. it .nostly :CllnC·· 
tions under the system of joint stock 
enterprises and naturally, therefore, 
this mammoth legislation, the Com-
panies BID. which we are now cllnsi· 
dering, will have a direl!t ~ in  so 
far as the activities of the private 
sector are concerned. I have appended 
a Minute of Dissent along with 
my friend Shri Tulsidas in whi,.!J. we 
have drawn attention to the general 
approach of the Bill as well as the 
various detailed provisions J would 
rertainly not like to take the ,'aluable 
time of the House by repeating thus: 
m<gumen1B. My submission is this. 

The primary objective of the company 
legislation must be to actively assist 
and encourage the promotion "and 
smooth functioning of. joint stock 
enterprises throughout the length and 
breadth of the country and we should 
apply the test whether the Companif>s 
Bill that we have under ronsideration 
will X)romote 01' retard the e<.-onomic 
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of fulfilment of these objectives? It 
is w:th that point of view that I 
wculd appeal to the hon. Members to 
seriously and dispassionately consider 
ttI" implications of this Bill on the 
various 'Objectives that we have set 
before ourselves. 

opm n~ of the country. I quite 
. admit that certain deficiencies and 
defects which have ~om  to light must 
be 'removed but I am firmly of the 
opinion that the primary cor::sidera-
tion in this legislation should be to 
ensure the promo'ion a!id SIn'Joth 
working of companies throllghnut thc 
·country anel itt is from that nsi ~a
tion that I respectlully subinit that 
th:s Bill is too complicated, teo rigid 
and too restrictive. 

If you will compare this Bill, which 
is the most elaborate of its ltiiJd ever 
presented to Parlitament, with the 
United Kingdom legislation on which 
model our Bill has been designed, we 
will find that while the United King-
dom legislation has got 462 clauses, 
here in this Bill we have got 652 
clauses with a number of sub-clauses. 
apoendices and annexures and so on 
and so forth. Weare all aware that 
the standard of literacy in the United 
Kingdom is far above that of our 
country and that the size of the com-
panies being formed there is also 
much greater and bigger than what 
we have in this country; It will there-
fore be quite logical to say that in 
an under-developed state of olir 
country and in view of the very am-
bitious programme of development 
that we have before us, it should be 
our primary responsibility to ensure 
that the companies for whom we are 
legislatina: will be ablc to be fcrmed, 
promoted and run on smooth and 
sound lines according to the provisions 
of the Bill. 

After all, what ills our objective? We 
are thinking in terms of increasing 
the national income by 25 pel; cent. 
We are thinking of creating teo to 
twelve million new jobs· in the next 
five years. We are chillking in terms 
of decentralised economy. We 
are also thinking in terms 
of the I(rowth and develqpment 
of small-scale industries throughout 
the lehgth and breadth of the country. 
May· I ask respectfully whether thpse 
objectives are going to be achieved by 
the Bill that is before us or whether 
this Bill is guing to come in the way 

230 L.S.D.-2 
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So far as the big c6mpanies are 
concerned, I know they will be able 
to function a ~  because mostly 
they are located in important centres 
like Calcutta and. Bombay where ex-
pert legal opinion like that of my 
friend Shri C. C. Shah is av:.ilable, 
but I am quite sure that the managing 
agents, if it all they are allowed 
to function, a.nd the directors will 
have to spend a lot of their valuable 
time not in ilmproving the manage· 
ment and efficiency of the concerns 
which are under their control but in 
ensuring that nothing is allowed to 
be done in the day-to-day administra-
tion of the company which will tn-
volve t.hem in committing. any 
breaches of law and in incurring 
penalties. As just now pointed out 
by my friend Shri a ~sa  there are 
as many as 149 clauses which have 
prescribed one sort of penalty or the· 
other. Apart from that, leaving aside 
the question of big compania 
what I want to submit is that 
so far as the small companies are con-
cerned, I am very much afraid that 
it will be almost impossible for the 
small-scale industries in small centres 
to grow and to promote companies and 
to carryon their smooth fl'.nctiIJn-
ing. The Bill, as it stands today, is 
too complex and too complicated, too 
rigid and too restrictive to enable 
these small-scale companies to be 
able to get the necessary legal opinion 
and be able to function without In-
curring the various raenalties' which 
have been provided in the Bill. I 
therefore submit that the primary 
consideration in framing this legisla-
tion should have been to actively assist 
the formation 01. the joint-stock en-
terpise throughout the ~o n  and 
as Mr. C. C. Shah himself pomted out 
the other day. to p omo~ the indus-
trialisation of ~  Ca m~  Ill.lt II 
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it is I find that the primary consi·· 
deration in framing thils Bill has been 
the maintenance. as the hon. Finance 
Minister pointed out the other liay. 
of law and onler ifl the private sector. 
If the primary consideration of the 
Companies Bill is only to be confined 
to the maintenance oJ1 law and order, 
I respectfully submit that the de-
velopmental sillie of our economy as 
to how the Companies Bill will be as-
sisting the economic development of 
the country is going to be defcated. 
I therefore even at this . late litqe 
appeal to my lawyer friends in this 
House to apply their mind and see a8 
to how far this legislation will ~ 
the fulfilment ?f the decentralised eco-
nomy and the formation and smooth 
running of small-scale industries 
throughout the length and breadth of 
the country. 

'l'he hon. Finance Minister while 
speaking the other day hinted that 
there was no departure from the prin-
ciples as originally law down in the 
Bill and the basic pattern remained' 
unaltered. I respectfully submit that 
there has been a radical departure in 
certain directions which may have 
far. reaching consequences on the eco-
nomy Of our country and therefore 
I do not agree that the Bill. as it 
has emerged from the Joint Commit-
tee d';)es not materially (liffer from 
the' one which was referred. 

Comin~ to the "exed question of 
the managing agency ~  I am 
quite aware that this system has been . 
a matter of controversy not only at 
the present time but throughout the 
last 20 or 25 years. So far as the 
abuses and malpractiCes are concern-
ed, I will deal with this point a Uttle 
later. ,- But nobody can have any 
difference of opinion about making 
any'provisions which will remove the 
defects and deficiencies in the Act as 
it stands today and which will result 
in the ruhiiing of our compaDy 
management on sound and healThy nne!. The' point. however. is that the 
prevalence of 'malpractices and abuses 
nas been given emphasis out of all 

proportion and has overshadowed the 
appree1'ation of the role ",hich the 
managing agency system has p:.ayei 
in the economic development of our 
country. My friend, Shd Bansal, who 
preceded me has Already qnoted the 
variQus high-powered C nm ission~ 

and Committees which have gone into 
the a:buses and malpractices as also 
the contribution which the managing 
agency system has made to the eco-
nomic development of our c.1untry; 
therefore. it is not necessary for me 
now to quote extensively ·frc.m these 
commissions and committees. I would 
only like to draw the attentiOn of 
my friend to the fact that the obser-
vations of the Fiscal Commission or 
the Planning Commissi'on cr the Bha-
bha Committee were made at a time 

. when the abuses and malpract1cea 
were a:t their worst. We are an 
aware that the war and postwar con-
ditions ereated opportunities for mak-
Ing easy money and it was under those 
abonormallY boom coodltions-I am 
painfully aware-that a section of the 
managing agency houses indulged in 
unsocial activities about which the 
strongest words may be used to con-
demn them. The qUe!ition, however, 
is that after hamg gone il.to all 
these malpractices and abuses. these 
high-powered a:ld impartial commis-
sions have unanimously expressed 
their view that the system should be 
mended and not ended. I would quote 
only a few words of the Bhabha Com-
mittee. to show what they have said 
about If;he contribution and adhieve-
ments of the managing agency system 
in building the economic development 
of the countrY. They say. 

"It is also to be remembered 
that organisations built up by 
these reputab:e and established 
managing agency houses wh:cl". 
have' l?rovided technical, manage. 
rial, and finallcial advice and 
assistance and top level cnntrol io 
the companies and their manage-
ment have contributed milch to 
the development of i n s i~  tor 
the- benefit of all interests con-
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cerned. Having regard to all the 
circqmstances, . we consider that 
in the present economic structure 
of the country, it would be an ad-
vantage to rontinue l.) rt'ly on the 
managing agency system;" and so 
forth. 

My point is that the malpractices and 
abuses have been there during the 
recent two or three years on a much 
lesser scale thaD what they were at 
tht' time when these views were ex-
pressed by those commissions and I 
am quk sure that if the Bhabha Com-

'ttee would have been writing their 
eport today, perhaps they would have 

recommended far less rigid restric-
upon the managing agency syB-
than what they did at that 

Shri S. S. More: lias there been any 
the morality of the 

Shri G. D. SoJDaDi: I will come to 
e question of morality later. So far 

the cases of mismanagement and 
alpractices are concerned, my point 

is that they are on the decline 'Uld 
during the last two or three ~  ~ I 
am not aware of any widespread 

ractice of such evils. That may be 
ue to the powers which the Govern-
ent have assumed in 1951: or it may 

due to the fact that opportunities 
re now on a much lesser scale that 
hat they were in the abnormal war 
nd postwar period. Now sellers' 
arkets have disappeared and buyers' 
arkets have emerged and this is 

a period of healthy competition. It 
ay be due to one reason or the 

ther, but my submi§sion is that these 
buses and malpractices are much 
ess now than what they were at the 
ime when those commissions maae 

eir unanimous recommendations 
bout the managing agency system. 

It ma", also be mentioned in this 
nnection that the late Shri J. T. 
apadia who was also a Member of 
he Company Law Enquiry Committee 

d who was the greatest critic of the 
anaging agency system was also • 

. 
party to the suuestion that the system 
should be mended and not ended. My 
point in drawing attention to this 
matter is that in this picture of the 
misdeeds of a few managing agent. 
in an abnormal period, the entire con-
tribution that the whole system hu 
made during a long periOd has been 
completely ignored Or fOl'gotten. It 
should be remembered that it is the 
managing agency system which bM 
placed India on the industrial map of 
the world. It is., agNn, this system 
diue to which India occupies today the 
foremost industrial position in the 
East excepting only Japan. Looking 
to the production of the various Im-
por1Ian1l industri __ , whether it XI 
textiles. jute, sugar, cement, steel. 
or engineering and chemical indus-
tries, you will find an impressive in-
crease in the production, year by 
year. We are not only self-sufBciant 
in a number of essential items, but 
our industries have been able to 
export substantial QUanuties of their 
manufactured goods in the growing 
competition throughout the world 
markets, and have thereby earned va-
luable foreign exchange for the C'O\ln-
try. If one were to comparatiYeiJ' 
analyse the positive contributilon 01 
the managing agency system on the 
one hand and the existence of abullel 
and malpractices. which a few of the 
unsocial elements may have perpe-
trated on the other I think the posi-
tion 'will be i~ obvious that in 
spite of the weaknesses and a s~  
this system hal! dene a great service 
toO the country. As the Bhabha Com-
nDttee itself says, it is still in a posi-
tion to make a vital contribution to 
the eronomic development of the 
country in the future. 

Coming to the malpra.::tices. I alk, 
because certain government servantl 
have been corrupt or dishonest. would 
you be justified in condemning the 
Government machine!"Y all a whole? I 
hope my Congress friends will DOt 
take it ill. Mav I go a step further 
and ask. simply because, alter the 
achievement of our Independence, cer-
tain opportunities have • presented 
themselvllll and a section of our Con-
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~ss friends have fallen a prey and 
t.alJ.en down from the hiah code of 
r.haracter and discipline which was 
laid down by the Father of the Na-
ti6n. will it be in order to condemn 
the o~ ss organisation as a whole? 
Speakilng for myself. I would say 
that the Cengress organisation is do-
ln2 much more "ood to the country 
than the evils which are being perpe-
trated by a sectiOn of the Congress 
people throughout the various States. 

Shri L. N. Mtmra (Darbhanga cum 
Bhagalpur): No evila. 

Shrl G. D. Somani: I can only say 
this in reply. What one Ieet in the 
press. the reilliar scramble for power 
and for office and for various other 
matters goq on in the various states 
bears ample testimony to the io~ 
ration in the moral standardll through. 
out the country. 

Shn M. 8. GarupaduW&lll7: We 
agree with you on thi. point. 

Shrl G. D. 8omaal: Shri S. S. More 
asked about the deterioration in the 
moral standards. My reply is that 
this deterioration in the moral 
.tandards is not conftned to the busi-
Dess community alone. 

Shrl S. S. More: I asked about Im-
provement. 

Shri G. D. Somani: It is quite pos-
sible that the business community may 
have had more opportunities in that 
abnormal period and perhaps the ex-
tent of their misdeeds may have been 
greater than those of the other sec-
tions of the community. But, it is quite 
clear thl!t whenever an opportunity 
presented itself to any .ection of thl! 
::ommunity .... 

Mr. Deputy.Speaker: Does the hon. 
Member say that it i. their business! 

Shri G. D. Somani: My submission 
is only this. When you condemn the 
managing agency system as a whole 
due to the misdeeds of a certain sec-
tion of the people in a particuiar 
period when the;-e were easy opportu-
nities for falling a prey, you are 10-

ing too a ~ I am only just drawing 
attention that this deterioration III . t. 
moral standards was not confined to 
the business ::ommunity alene. but 
this has been a common weakness of 
all sections of our community. Certain-
ly every effort should be made to 
improve the moral tone of the whole 
country so that all sections of the 
community can adjust their conduct 
on healthy lines. 

Shrl S. S. More: May I know whe- . 
ther the guilty part of the manBJCiDg 
agency system constitutes a majority 
or a minority! 

Sbri G. D. Somani: ~  there have 
been speeches of! and on about the .. 
abolition of the managing agency sys- • 
tem. I submit that this is nothinl 
short of flogging a dead horse. Those 
who are asking for the abolition of 
the sYstem, I respectfully submit, have 
not properly appreciated or·· realised 
the 'significance of the tremendous 
changes and tremendous restrictions 
that have been provided in the Bill 
under consideration. It is not a system 
under which the managing agents can 
draw any remuneration they like. The 
managing agents used to draw com-
mission without providing for depre-
ciation; the managing agents used to 
C1raw al!l.ce allowances. The managing 
apnts used to draw commission on 
Icales as part of the managing agency 
remuneration. The managing agent. 
used to draw in certain seeton also 
a commission by acting as buyiDa 
agents. The managing agents could 
indulp in a ~ of interlocking. There 
were a lot of other ways which were 
open to the managing agents whereby 
the total remuneration that they could 
draw under the existng Act wall s0me-
thing much more than what they can 
under the provisions which have been 
drastically modifted in the Bill that we 
are considering today. Even this 10 
per cent., provided in the Bill, doeII 
not fUlly reflect the provisions that 
have been made for makinc allowance 
for depreciation and various other 
charges. I submit that if, today, any-
body floats a new company, it II j1at 
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quite practical to assume that it will 
take 3 or 4 years before the factory 
goes. in~o production and in the nen 
4 or 5 years, he will get so much libe-
ral depreciation allowances from the 
Income-tax department for new plant 
and machinery so that any managinc 
agent of a new company is not going 
to let anything tor the next 10 years, 
not even in the nature of afftce allow-
ances. Not only that. The managinl 
agents have to work under so m8D7 
restrictions and rigid regulations, 

. and I can tell my hon. friends that 
there is a responsible section of ma-
naging agenc,. houses· today which 
feels that it its not worthwhile now to 
have managing agency of a compan,.. 
I would not be IUrprilled If the neW' 
flotations now coming up in the coun-
tr,. may bave no managing agents, in 
View of the manner in which the ma-
naging agency has been made leas at-
tractive from 10 man,. points of view 
and has been placed under 10 maD7 
restrictions and rigidities under 10 
many provisions of the BilL There-
fore, I do not realise the enthusialtJD 
With whitch some people, even after 
I21akiq ali these provisions in the Bdl, 
are still agitating for the abolition of 
the system, because it will not be the 
rystem which prevails today or which 
was prevailinc 3 or 4 years before. If 
only the real implications of the dras-
tic changes which have been provid-
ed in the Bill are realised, they will 
feel that the lot of the managing agent 
has really been made unenviable. This 
is bound to automatically result in 
the elimination of the managing 
agency system gradually. Even from 
the point of view of the managing 
agents. I am Quite sure that the system 
II going to diminish gradually. There-
fore, our friends need not be so on-
thusiastic in their demand for the 
abolition of a system which will come 
automatically out of the sheer force 
of economic factors which will operate 
aDeler the new Bill. ThoR who are 
talking ,about the abolition of the 
DWlaalDj' qency s;rstem due to the 
Iftalpractices and abuses, also forget 
tb.at all,. other alternative form of 
.... nQement is susceptible to the AIDe 
abUSes as can be perpetrated by a 

manuing a,ent. The hon. J'inance 
Minister himself drew attention to thia 
aspect when he said that it is not the 
system, but it is the loopholes in the 
Law which can enable even a directOl'-
controlled company to fUnction in an 
unhealthy manner. Therefore, to say 
tllat the managing agency system alone 
is re&ponsible for all the abusellis 
just not to realise the practical aida 
of it. Companies hke banking and 
in.'1urance which have been fUnction-
mg under directors have also shown 
that malpractices and abuses can be 
perpetrated wbere the manqinc 
aiency sYStem is not prevalent. M,. 
point, therefore, is that it is Dot the 
system. it is the individuals that we 
have to blame. These individuals are 
to be found in every section of the 
commWlity. Therefore, this fashion of 
on ~ the managing Rlene,. sys-

tem day in and day out has lone ra-
ther too far. It is better that we 
realise the chanpd pattern under 
which the managing Rlency system will 
function in the future. I think the ma· 
naging agency system should now be 
encouraged, and if YOU can ftnd any 
managing agent to fUnction under ,be 
new Bill. then his sacriflce, I Ihould· 
say, should rather be appreciated than 
sllYinl anything to discourage tIM 
system 

I was j.ust talking about the econo-
mic. development of the country, and 
agam talking from that general point 
of view of developmental needs of 
our country, I would appeal to' the 
Members of the House that at a time 
when the private sector is being given 
a very primary responsibilitY of 
investment of something of the order 
of Rs. 750 crores for industrialisation 
in the n~ flve year plan, we should 
talk in a manner which would create 
an atmosphere wherein people will 
a ~ the initiative and enterprise to 

go m for such an ambitious scheme 
of industrialisation. I can make bold 
to say without the least fear of con-
tradiction that we have got a team 
of businessmen in thil country whose 
talent ,and experience are second to 
DOne in tale world. and whose aeDM 
of honesty and integrity and above 
aD, whose sphit 01. patrJ,,'_ .. 
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second to no other section of the 
community. I would appeal to the 
hon. Members of this House to create 
an atmosphere wherein such a team 
of businessmen will be able to offer 
their vital contribution to the historic 
task of developing the country's re-
sources to lin extent which is ~n isa

ed under the Second Five Year Plan. 
It will not do and it is not in the 
country's interests-and I am not 
talking from the self-interest of the 
business community-day in and day 
out to run down and to offer remarks 
which are derogatory to the commu-
nity - asa whole. The community is 
proud of Its achievements. of what-
ever it has been able to do so far. 
and the community is eager to offer 
its best for the historical task which 
we have undertaken. So, it is in 

.. this atmosphere in which we are told 
by the Prime Minister and the other 
leaders that everybody has to offer 
his best talent and experience in 
building up a new India, that I ap-
peal to the hon. Members of the House 
to be a little restrained and not to in-
dulge in such criticism of the system 
which might hurt the feelings of 
those honest and enterprising busi-
nessmen who are at present planning 
for the economic development of the 
country. 

I would now come to the powers 
that are beibg taken to notify certain 
industries where we will have no 
more of the managinc agency sys-
tem. I do not quarrel with the pos-
sibmty that might arise in the future 
where the Government and the House 
may feel that there is absolutely no 
need for the managing agency sys-
tem to continue, but as a -practical 
man I would Uk. to ask whether you 
cannot achieve this objectilve eve!I 
without taking these powers. Shri 
C. C. Shah the other day himself re-
ferred, and the Finance Mmlstel' also 

, the other day said that the compan:y 
law has to be changed quickly and 
promptly to suit the changed rondl-
tions of economic activity in OUr coun-
try _ and' therefore there ill no 8na-
Ut7. Those who are experts in COID-

pany law all envisqe that frequent 
changes in the company law Iilight 
be necessary in the light of the ex-
perience that we gain. So, if tile 
company law may have to be ~

ed again, as it is likely that it will 
have 10 be, then a~ difficulty r'lo the 
Gav..-nm.ent and the hon. ~  
envisage iii. abolishing the manlltlina 
agency System at the time when it 
is regarded as opportune for doing ~ 
by bringing. about the necessary 
amendment to do away with the ma-
nlijJing agency system either ina 
particular class of industries or in 
the industrial field as a: whole? What 
I say is that the ilmplications of the 
uncertainty, insecurity, doubts 
and fears which you will be creatiIllf 
in the b\lline&s field by taking these 
powers are not being properly realis-
ed. On tbe one had you can easily 
r,chieve your objective of doing away 
with the system after five years or 
whenever it iIs necessary to do so by 
bringing about the necessary amend-
ment of the Companies Act. On the 
other hand,)'Qu are taking powen 
which are not meant to be utilised at 
least in the near future and YOl4 are 
creating conditions of fear and doubt 
and insecurity in the minds of those 
who are plannin8 for a long period. 
Either the powers will be utilised or 
will not be utilised. If the powers 
have to be utilised. there is l'lothing 
to prevent Parliament from passing 
the necessary amendment any time 
such powers are sought and are deem-
ed necessary to be exercised. If they 
are not to be utilised, then there is 
no useful purpose served by haviDC 
those powers in the Bill. So, in my 
opinion, even from the point of view 
of those who want to abolish the 
managing agency system" this taJdne 
of powers is not a salutary step, and 
I would appeal to the House to rea-
lise that thf:ir objective of doing 
away with the man~ agency BYS-
tem in the future will not in any 
way be aaversely affected even if 
these . powers are not there. We have 
ctlanged our Constitution four times 
dUrBlg the last few years and i do 
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not foresee the slightest difficulty in 
bringing about a simple amendment 
in the Companies Act at any time 
whenl such a necessity arises. I there-
fore feel that mucb bann will be done 
and nothing dseful will be gained by 
the taking of these powers which will 
enable the Government to noti'!y such 
industries as they' choose. If how-
ever these powers have to be taken, 
then I would at ll'ast ask for an as-
surance from the hon. MiniSter that 
before any such notification in the 
case of an industry is issu.!!d, a Syste-
matic and comprebensive enquiry will 
be made into the financial 'and other 
implications of that announcement 
and that the industry concerned will 
be given an opportunity to express 
their views. Because, if the execu-
tive one flne morning just says tlui.t 
managing agency wID not be allowed 
In·a particular industry. then it 
might have repercussions, the impli-
cation. of whicb may not be properly 
realised. So, I think the least tbat 
the Government can do will be to 
give an assurance' that whenever any 
such notification is issued, it will be 
preceded by a systematic enquiry in-
to the implicatilons of the step that 
they propose to take. 

. I will now come to this question of 
confining the managing' agency to teD 
companies and thus eliniinating and 
avoiding the concentration of econo-
mic power and wealth in a few hands 
which was so eloquently pleaded for 
the otber day by my friend Slui C. C.' 
Shah. In this connection, I would 
llke to ask a straight question. What 
Is the policy of the Government? Be-
cause. so far as I have been able to 
understand it. and so far as the pub-
Hc utterances of the Prime Minister, 
the Industries Minister and the 
Finance Minilster go. they have all 
along been asking the industrialists 

to go ahead with the economic deve-
lOpment of the country aod with the 
establishment of new iildilStrles, and 
It is.. in pursuance,-of course. also of 
their s 1 ~in s  as also of that 
polley that many b;' hOuses' are at 
present ~  new bld"ustrtes and 
exPansion ... theli' existfDa' ones. I 

would. therefore like to have an au-
thoritative a ~ i a ion from the hon 
Finance Minister whether all these 
biR: bouses-TatBa, Birlas or some-
body else-are quilte in order to au 
on p anni~ the establishment and 
expansion of their existill4r in s~ i s  
Or whether, as Shri Shah pointed out 
the other day, they should simply 
come to a dead stop a:ad realise that 
they are not going to be allowed to 
expand any more or plan any new 
industry. If the idea of the Govern-
ment is that because of the fact that 
these big houses are expanding or 
adding new industries they are oi~ 
against the basic objective of the 
State ilOliey, tlien the State has ,ot 
ample powers. No Industry can be 
at present substantially expanded or 
established without securin, the ne· 
cessary licence and without securin, 
the necessary' consent fr6m the Capi-
tal Issues Depattinent. That being 
so how can Shrl shah or any other 
~  of hiS wi.-i of thinking ac-

cuse the business people of going 
against the spirit of the Act when 
they plan expansion or establishment 
of new industrles? Let this iSSUe be 
cleared once ando for all. In that case 
the big ~ ss and Industrial 
houses would not be particular of 
planning and starting new enter-
prllses: If the Government ~  thKt 
we have already got sufficient indus-
tries in the cQuntry, let them say so 
plainly and these, big' business houses 
will not waste their time and energy 
in planning and establishing new in· 
dustries. So far as these big hQuses 
understand. aDd so far as my under-
s an ~  goes, the basic policy of the 
Government is that all the available 
talent and experience in the country 
should be utiliSed for developing the 
country"s resources and if that is so 
these big holises: wouid be serving 
the country's Interests by expandIng 
their existing and establishing; nf'W 
iildustrlal COncemB: 

I dO not. propose to,o Into. tJw 
merits of the pafttcular caSe' tJl&t waf 
mentioned by my lion. friend Ibzf e c: Sbah.' taut I thInk' there fa • IaI 
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of confusion in this matter when we 
talk about concentration of wealth. 
I can understand the various taxa-
tion measures adopted by Govern-
ment; Government have already 
placed the estate duty on the statute-
book; they have already increased 
the tax on ~  personal incomes to 
87l per cent. The concentration of 
wealth and power ill thus being taken 
care of by the taxation policy of 
Government. 

But if this policy Is to be taken to 
an extent which wlll prevent the 
present big houses from plannin, for 
expansion or establishment of new 
industries, It will be a new policy to 
me and to these houses. We would 
all like 'to know how bill business 
,tands in this respect. My submission 
is that the principle of puttinl a 
cel1i!l.g on the number of t'!lmpanlel 
tlhic:h a manalin, agency can have 
is inconsistent' with Government's 
policy of expandin, the country's 
resources. We can wait for some 
more time for an application of these 
ideololies. 

We have been told time and uam 
by our Prime Minister ~a  if we con-
centrate too much on the distribution 
side, if will only mean distribution 
of poverty. So, from the poiat of 
view of the interests (jf the country,' 
whether a house II big or small. 
everybody shOUld be encourapd 10 
go ahead and nothlnl showd be do" ... 
in the name of concentration 01 
wealth, or concentration of I>0wer. to 
doiscourBie those who arc: in a posl· 
tion to do a job and who ha;re iot 
1i1e nel#eSSUY ltalent experient'e and 
resources to develop the countty ItI 
the mOISt economic and ef'llclent man-
ner. 

My hon. friend Shrl Shah was alRn 
very critical about the ~ o s o  
about Secrefariles and Treasurers. I 
would like to draw hb attention to 
the remarks of the bon. ~an  MI-
nister wben he IIlid that this Is a 
IdIDd. ol man&lln.l BleDL'y system 
without teeth. Many of the poWers of 

nominating directors and even of sel-
ling and purchasin, have I1\)t bL'en 
conferred on these Secretaries and 
Treasurers and if these Secretaries 
and Treasurers are not allowed to 
work, I am afraid it will cause great 
dislocation in several rompanies. If 
it is concentratmn at all I submit it 
is concentration of technical mana-
gerial and administrative ~ sonn  
It is not on n a ion~ in any sense of 
the word, ~  economic power. 

I would in this connection like to 
draw the' attention of my hon. friends 
to the representation that was sub-
mitted by the Associated Chamber& 
of Commerce of Calcutta. They have 
given various instances where there 
are a number of, sometimes as 
many as 25, tea estates under the 
management of one concern. A 
single manager and a sinlle superin-
tendent is looking after the manage-
ment of all these estates. You 
cannot get the services of a top 
technician for a small estate, if these 
are to be fralIDented. The idea, 
therefore of havin, Secretaries 
and Treasurers, I think, is a 
constructive idea, and if the limit of 
ten companies remains, it will help 
at least in continuing the benefits 
which these various companies enjoy 
by this concentration-if it can be so 
called-of technical, managerial and 
administrative personnel. Because 
these companies are small they can-
not naturally afJord to have top 
technicians, because they cannot pay 
the high salaries which a qualified 
technician would demand. But if a 
number of companies are under one 
management and if they are able to 
have the services of such highly paid 
1Ilechnicians, administrators, accoun-
tants and 10 on, naturally it goes for 
efticient and economic management 
and there is absolutely no questmn of 
any ono i ~ power i~ concen-
trated In the hands of Secretaries 
and Treasurers. I, therefore, think 
that these provisions about SeC'retariea 
and Treasurers are very helpful and 
very WIeful and they should be retaiD-
ed a~ they are. Otherwise, there ts 
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bound to be a lot of dislocation and 
disintegration of several companiles. 

I Iwould like to draw the attention 
of the hon. the Finance Minister to 
clause 197. I am ~ a  that he has 
given an assurance that there are 
certain genuine difficulties if the 
clause remains as it iB and I hope, it 
will be possible for him 110 accept a 
reasonable amendment to this clause. 
In my opinion it is not enough for 
the Government just to take 
powers to exempt in special 
cases. It is not a question of special 
cases. You have also roped iIn the 
word "manager" there and so far as 
legal opinion in certain quarters in 
Bombay goes, even the top tllCtor7 
manalter& may be classified under 
this clause, or may be roped in. I 
would suggest that there should be 
a proper clarification and I hope the 
hon. the Finance Minister will be 
able to do so in h. reply. He shoulJ 
~  a definite assurance that what is 
meant is not the employment 01 
technicians in the shape of managers 
should be worded in a way wbich will 
be affected by this clause. Indeed I 
would like that the whole claule 
should be worded in a way which will 
not come in the way of companies 
employing highly. quali1led techni-
cians. So far as this limit of 
Rs. 50,000 is concerned. it is quite 
obvious that for the first five 01' seven 
years, it would not be possible for 
any new company to make profits.' 
It will be very difficult for those com-
panies who have managing directOl'll 
and managers to do the :lob. 

When I talk of this Rs. 50,000 I 
may in passing draw the attention of 
the House to a reCent Government ap-
pointment which was made of. a Rus-
sian expert on Rs. 4,000 a month free 
of tax. This comes to something like 
Rs. 1,20,000 per 7I!ar. I do not know 
how our socialRit or communist 
friends,. would like an appointment of 
an expert from a communist country 
on the term. and conditions which 
they haVe been crlticisin« all alOD«. 
Hezoe again u an example to show 
that U we have til pot aD expert 

o ~ techruci4an we have lot to pay 
for it. There are various other in-
stances of American and Continental 
experts W\)rking in various Govern-
ment projects who are drawing 
Rs. 10,000 and Rs. 15,000 a month. 
Therefore to place a concern under 
the restriction of Rs. 50,000 a year is 
to place unnecessary h,rdships and 
difficulties. Why should ~ be neces-
sary to come to Government every 
now and then 110 seek exemption from 
this clause? It will; therefore, be in 
the best interests of the industrial de-
velopment of the country that a suit-
able amendment of thi. clause is 
made so sa to ensure that aenuine re-
quirements of technical and mana-
gerial staff are not in any way affect-
ed by the operation of this provisloD 
and companies are not forced to come 
to Government for exemption every 
now and then. 

I would DOW' like to come to tbia 
vexed question of proPOrtional repre-
lentation. My hon. friend Shri Ban-
lal has already dealt with in a VerT 
lucid way about the implications of 
this system of proportipnal represen-
tation. I am aware, and Shri Elaaul 
himself has indicated-but certainl7 
it will not be desirable to give any· 
names here--how certain companies 
have !unctioned recently in Bomba;, 
when they had a board of directors 
who were constantly quarreling bet-
ween themselves and how the alraJn 
of those companies have simply gone 
to dogs. 'My . hoD. friend Sbri Korar-
ka is amply aware of this instance. 
When a company has got a board of 
directors who are constantly quarrel-
ling between themselves then how can 
the lIDlooth functioning of the com-
pany 10 on? It u the actual experi-
ence of a very unpol"tant group of 
companies that the affairs have gone 
from bad to wone during the last 
two or three years owing to the pre· 
IlenCe of directors on the hoard. who 
have been quarrelling between them-
selves. 

So, 10 long .. there lIB no difference 
of opinion, the question of propol'-
tional reprMSltaUon da.s not ari .. ; 
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and whoever may be the directors, 
so long as they are acting in a way 
which is not in any way prejudicial 
to the interests of the company, this 
a,stem of proportibnal representattlJIl 
will not serve any purpose. But when 
such differences arille, and when you 
force on ~ company some directors, 
who will create a lot of interference 
in the day to day wonting of com-
pany, then I say that it will very 
adversely affect· the functioning of 
the company, and it will make the 
task of the board simply very difficult. 

My hon. friend Shri N. P. Nathwani 
himself gave the example of a coali-
tion government. We all know how 
the Congress..Muslim-Leaaue coali-
tion fared for the, shol'!; period that 
the countl7 was ruled by them. It 
might be said that this was a politi-
cal question. But apart from. Ita 
political aspect, the fact remains that 
Muslim Leaaue alsO swore allegiance 
to the country as much as the Con-
gress, and they also said that It was 
in the country's interests to _ act ill 
the manner they did. Similarly, the 
minority directors also may say that 
they are doing _ something only in the 
interests of the company. But 'in-
terests of the company' is a very 
wide term, and it can be interpreted 
in any way. The question, therefore, 
is-whether it is a concern or whe-
ther, it is, democracy-that unless 
you have got a team of people on the 
managing side w,ho will agree between 
themselves and who will act in har-
mony, the smooth functioning of a 
concern its not possible. If such a 
~am of people is not there, then 'end-

len complications will' arise in .!be 
day to daY management of the com-
pany. I would therefore respectfully 
submit that this proportional repre-

sentation will be deftnItely detrimental 
to the smooth functionitng -of com-
panies, and should, therefore be drop-
ped. 

I have no quarrel with the enabling 
clause, as it stands, under which any 
company if It so chooses can have 
that 'vstem of election. I have abso-

lutely nothing to say against it. But 
I do not like Government to :o.m.lune 
powers to themselves to impOSt! two 
directors on any company, Whl!III,vel' 
they recewe any complaint from ten 
per cent shareholders. This is really 
a very dangerous clause, under which 
a few companies might find it very 
difticult to work. For, after all, it 
may be that circumstances may pre-
vail in a particular company in a 
partic'llar manner. and "if Government were to exercilae this power to nomi-
nate two directors on the board of 
that company. who will be constantly 
at loggerheads with the 'majority, 
then that certainly would create . a 
s~  ot affairs Which is abso;>lutely 
undersirable. My submission is that 
the shareholders mi,lhtresort to the 
various' other remedies that are open 
to minority shareholders, such as 
going to court', going to Government, 
etc. So, there can be absolutely no 
justiftcation whatsoever for placing 
people on the board, who WIill be con-
s ~  quarrelling with the majo-
rity. 

I now come to the question of the 
olPDibU$' ppwen which have been 
placed in the hands of Government. 
There are about 90 clauses, under 
which the companies will have to go 
to Govermnent- for seeking their con-

• sent and perIrussion at every staee. 
To take one instance, whenever Any 
new managing agent bas to be ap-
pointed. then the pennission. of Gov-
ernment is necessary. The criterion 
that has been laitl down is that in 
giving permission to that company to 
have that managing agent, Govern-
ment will see whether he Is a fit and 
proper person. What is the deftnition 
on 'fit and proper person'? Again, 1 
wC'uld ask my hon. friend Shri C. C. 
Shah to realise the impli4cations tlf 
this clause in terms of concentration 
of power and wealth. So far as one 
(!an make out, 'fit person' can he 
deftned only as a person who bas 20t 
the necessary experience and back-
ground of industrial management. Tf 
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a Government officer is going to exa- director on the board within the maxi-
mine the application of any new- mum laid down in the articles. 
romer. then naturally he will class 
t}J.at newcqmer as an unfit person, 
because he has no experience jOn that 
line. That will only mean that I}nly 
those who are already in the line, 
i.e. the big people alone will get the 
certificate of fitness, and those who 
have absolutely had no experience. 
and who want 1x> enter the line for 
the first time. will' have to be lett 
out. I do not quite realise the im-
plications of this clause. I can un-
derstand the desirability of keeping 
out somebody who may be undesir-
able, who may have misbehaved, or 
who may have something else against 
him. But to apply a posititve test 
of fitness and capability while grant-
ing permission will certainly lead to 
unnecessary complications. and I 
think it will be better that thi's ciause 
providing for the ;system of givIng a 
certificate of fitness and capability to 
managing agents is not' introduced in 
the Bill. 

r shall Pve ~  another instance in 
this regard. ~ if the company has 
to increase the number of directors, 
within the maximum laid down in 
the articles of aSSOCiation, still the 
company has to seek the permission 
of Government for that ilncrease. 
I simply cannot' understand ,.this 'Oro-
vision. If when once the companv is 
fioated, the articles are filed with 
the Registrar, and the maximum num-
ber of directors is laid down in. the 
articles themselves, then where is 
the necessilty or the desirability of 
going to Government even if one or 
t'M> additional directors have to be 
added to the board for some very 
essential reasons. I submit tliat thi!! 
is going rather too far. It does not 
in any way solve the problem. It 
one has to go to that extent. which 
one can imagine, into all detaills of 
work that has to be done in the com-
pany d.ay to day. then that is quite 
another matter. But in the ordinary 
course, one r.annot see the justifica-
tion of goinl to Government for their 
consent even fOr having an additional 

Then again, the remuneration of 
the managing director cannot be fixed 
unless it is approved by Government: 
The key-stone of a joint-stock enter-
prise is democratic functioning. After 
all, it should definitely be recognised 
that the shareholders are the ultimate 
masters of their modey and of their 
company. Why should Government 
come to the conclusion that the share-
holders cannot protect their interests, 
and therefore, Government must step 
in to protect their interests? 

Shri S. S, More: Have they been 
able to protect their interests up till 
now'?, 

Shri G. D. SomaDi: Things have 
changed since then, i.e. since the 
period which my hon. friend Shri 
S. S. More is contemplating. I know 
of company meetings in Bombay 
which continue fur two hours, or 
three hours, and sometimes even late 
up to midni8bt, and in some cases 
where the meetings have to be ad-
journed al90. The shareholders of 

today are Dot the shareholders of teD 
years or fifteen years ago, who did 
not attend any company meetings, and 
things went on at that time accoI'ding 
as the managing director chose, But 
conditions have chanied now. 

I quite realise that the utmost pos-
sible publicity should be give to the 
affairs and accounts of the company, 
and that the shareholders must have 
the fullest possible right to go into 
the minutest details of work in their 
company. But that is the farthest 
one can go ill the ordinary course of 
company management. And to try 
to think that the shareholders are 
unable to protect their interf'sts. and 
therefore Government must step in at 
every stage on every minor matter to 
protect them. is to contemplate .the 
impossible. We have 20t so many 
things to do at nresent in the econo. 
mic field that it will simply not be 
desilrable even for the Department of 
Government to fritter away their 
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time and energy in scrutinising small 
r;>Oints of a vast number of companies 
that will be springing up throughout 
I.be country. rt would simply mean 
providing for an impossible state of 
affairs. so far as one could see. I 
can' undernand that sort of thing in 
respect of certain important matters 
of policy which have got to be ap-
proved by Government. But to Say 
that on each and every minor detail, 
one must go to the Government De-
partment and seek their approval will 
mean creating unnecessary complica-
tions. I do not see the slightest justi-
fication, therefore, for some of' these 
powers which are sought to be· taken 
by Government. 

Then. even if there Is a slight 
change in the managing agency ftrm 
or company, Government's APProval 
should be .ought. 

Certain powers were taken in 1951 
to deal with some temporary di1ft-
culties. Now, they are sought to be 
provided permanently on the statuw-
book. I can understand that if there 
II • major change in the constitution 
of the managing aleney-yOU can 
provide for a certain p n a ~n 
the Government's permission should 
be necessary, but if Government hDs 
to be approached for approval even 
if there is a slight change, a technical 
change-if somebody retires or if 
somebody dies- it is again creating 
Il sort of unnecessary interference in 
the day to day working of .. the com-
pany. 

There are various other clausea-as 
I said, there are about 90 or 95 of 
them-under which companies have 
to go to Government at every stage 
for seeking their approval. At a time 
when we haVe to concentrate on big 
thiBgs and big policies, when big 
development plans are under ex-
ecution, I think you are simply puttina 
powers in the bands of Govenunent 
which they will not be able to exercise 
with the care which they deserve. We 
are all aware of the deftciency of the 

administration in company law aU 
along. Indeed, it has bel!n recognised 
and unanimously felt that it was not 
so much the lack of legal provisions 
in the present Act as the deficiency of 
the administration which has been 
responsible for many of the abuses 
and malpractices. That being so, it II 
better to tighten our administa-ative 
machinery in implementing certain 
major policies and in ensuring that 
the companies, so far as the major 
points. are concerned, have to leek 
Government's conaent and approval. 
But to stretch it too far, to provide 
for each minor and minute detail to 
be taken to Government for approval, 
is, I personally feel, doing things in a 
most impractical manner, and it lIoill 
put a burden on the Government 
which they may not be able to catTY 
out satisfactorily. 

These are the few important points 
to which I wanted to draw attention. 
I would in the end· again appeal to 
hon. Members to dispassionately con-
sider the Bill as it st,nds. We are 
here to make combined efforts to take 
our country forward to procress and 
prosperit,.. There are business people 
who are capable of deliverin& the 
goods, who have shown by their ex-
perience and by their achievements. 
that they are capable of making a 
positive· contribution to the develop-
ment of the country's resources. :rt 
is in that spirit of encouraging th8 
development of the corporate sector 
that the entire Bill should be design. 
ed. I again repeat that the Bill 
should not e designed only to main. 
tain law and order. That is also one 
consideration and we must ensure that 
our company management is on sound 
and healthy lines. But the primary 

. objective must be to encourage and 
assist the formation of companies 
throughout the length and breadth of 

~ country. And if the Bill, as it 
stands, is passed into law. then I am 
very much afraid that it will come in 
the way of decentralisation of our 
economY and of various small com. 
panies springing up throughout the 
country; there rna,. also be various 
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other complications which the bi, com-
panies may have to face. The Bill, I 
qliite agree, has not been placed be-
fore the House in any haste. I agree 
with the Finance Minister in that res-
pect. It has been a subject-matter of 

'detailed inquiry and the Joint Com-
mittee also devoted its full attention 
in scrutinising and examining the 
various provisions of the Bill. But 
my submission is this, that in this 
scrutiny and examination, the Bill 
has been made more complicated, 
more cumbersome. more intricate, 
more rigid and more restrictive, and 
the entire developmental approach has 
been subordinated to the approach of 
keeping the abuses out. So far as the 
major points to plug the loopHoles are 
concerned, there can be no difference 
of opinion. The diffEt"ence of opinion 
is only is. as regards the extent to 
which we should go in realising this 
goal. We must have a healthy and 
sound management, .but in ensuring 
that management, we should not iO 
too far, which will in any way 
adversely affect the scope of free en-
terprise, and it is in that spirit of 
examining the Bill to promote the 
economic development of the country 
that I appeal to all the hon. Members 
of the llouse to see that the Bill, as 
it is finally passed, is designed in a 
manner which will assist in the fulfil-
me!lt of that objective. 

Mr. Deputy-Speaker: Shrj Barman. 
A number of hon. Members who have 
appended Minutes of Dissent have 
been called. As regards other hon. 
Members, many of them were on the 
Joint Committee. I intend giving an 
opportunity to such of those hon. 
Members wilo have not served on the 
Joint Committee and have had Do 
opportunity to speak. 

Shrl Barman: I was not on the Joint 
Committee. 

\ 

Mr. Deputy-Speaker: I know. 

Shd V. B. GaIulbl 
Morth) ro_ (Bomb.,- City 

Mr. Deputy-Speaker: The hon. 
Member was on the o~  Co~i  

Shri V. B. Gandhi: I was just; going 
to say that. Because we were on the 
Joint Commi ~  we were not allow-
ed a chance to speak last time. 
Now, I am one of those who have not 
had a chance to speak .. 

Mr. Depa.ty-Speaker: He need not 
speak if he was on the Joint Com-
mittee. The Joint Committee went on 
for several months, for one year. If 
any Member had· appended a Minute 
of Dissent and had some particular 
points to urge, and I consider it neces-
sary that those points should be 
pressed, it is one thing, but if a Mem-
ber wants merely to say that the Joint 
Committee Report ought to be accept-
ed, why not other people, who have 
not had a chance, be given one? 

Some BOD. Members: You are i ~  

Ill' . Deputy-Speaker: After Shrl 
Barman, I will call upon Shri S. C. 
Singhal. 

Shd C. C. Shah (Gohilwad-Sorath): 
This is an invitation to append Minute. 
of Dissent! 

Shd BarmaD (North Bengal-Re-
served-Sch. Castes): While I was hear-
ing my friend Shri G. D. Somani, in 
the beginning,' I thought that though 
he did not like the Bill quite well, 
yet perhaps considering all the cir-
cumstances, he was amenable to the 
present Bill. But hillf an our after 
he began-when it could not be 
clearly known as to whether he was 
supporting the Bill or opposing it-
he gave expression to views with 
which I do not agree. That is to say, 
he began by criticising each and ~ 
clause that has been inserted later on 
by the Joint Committee. I for myself 
have taken this opportunity to speak 
specially to thank the Joint Com-
mittee for the ~ an s that have been 
introduced in the Bill. In the begin-
ning, I thought that I should take up 
a few poin ~ that have been made by 
opposition parties and alo;o the Note. 
of Dissent apended to this Bill. !'rom 
that I find some of the part!. 11ft 
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not at all satisfied, specially the PSP, 
the RSP and the Communist Party for 
two reasons. First of all, they ~an  
to say that the managing agency sys-
tem should be done away with all at 
once and no time-limit shouid be 
given to the life of the system. The 
second point they have made is that in 
order to administer the Company law 
an autonomous authority should be 
constituted; they cannot accept that 
any govel"Ilment department, any 
Advisory Commission, can fulfil that 
task. With both these points, I would 
say I do not agree, and I shan present-
ly explain it. The inspiration of the 
Opposition parties as regards this 
attitude is drawn from the expert 
committee Report. The expert com-
mittee have observed in their Report 
that their main task is to see that this 
company law serves the purposes of 
means and not the ends-alone so 
far as the administration of it is con-
cerned. Later on also, they have IBid 
in their Report that so far as their 
province is concerned, the problem of 
economic policy is outside the scope 
of their inquiry. For that, they have 
cited the Cohen Committee Report, 
and observed as follows:-

"It is not, however, the pro-
vince of comp,any law to antici-
pate what economic policy should 
be, and we fully endorse the 
following observations of the 
Cohen Committee: 

'We haVe regarded the question 
of general economic pOlicy, which 
embraces such matters as mono-
polies as outside our terms of 
reference. The company law 
mould, in our view, deal with 
companies irrespective of their 
particular activities; questions of 
economic policy should be dealt 
with by legislation directed to that 
subject, and kept distinct from the 
,eneral law ,overning com-
panies' ". 

The terms of reference given to the 
Bhabha Committee did not really in-
volve anything more than this, be-
C!IIUIe tbat Committee was constituted 

in the year 1948-as we can see from 
the Report of the Committee-to in-
vestigate and report on how com-
panies can be best administered under 
the present circumstances. So I was 
saying that the Bhabha Committee. 
aceording to their terms of reference 
and accordinl to the notion on which 
they proceeded, have done their ,. 
quite wen. But times have now 
chanled. After the passing of the 
Avadi resolution and endorsement Qf 
the same resolution in this House, 
times haVe changed and the policy that 
.as been adopted by the Bhabha Com-
mittee is. a shortcoming so far all the 
new poI,icy is concerned. That has 
peen . supplemented by the Joint 
Committee Report. The Joint 
Committee has inserted certain pro-
visions in this Bill and it is to those 
very provisions Shri Somani has 
taken exception. My view is that 
the Joint Committee has acted in 
consonance with our present econo-
mic pOlicy and it has improved upon 
the main provisions of the Bill and 
both together serve the means as well 
as the ends of the administration of 
company law. 

3 P.M. 
You will find that in clause 197, 

which 8hri Somani has cited, it hal 
been provided that the maximum 
managerial remuneration should be 
fixed from time to time by Govern-
ment. It is necessary because of the 
economic policy that we want to 
administer in this country hencefor-. 
ward. 

[PANDlT THAKUR DAS BBARGAVA ita 
the Chair] 

It is for that purpose that I hope 
Government will, while considering the 
circumstances of a particular company 
or business house, take into account 
how many experts they have to 
engage, what is the liability of the 
managing agent in that particular 
concern and then suggest what the 
managerial remuneration should be 
accordingly. The Finance Minfster 
himself said that the provisions of 
this clause, as they stand, ma7 haft 
to be modified in some way or otlter 
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and for that he will place some amend-
ment before this House. We shall 
onsi ~  it at that time. But, my 

point is that this is one of the pro-
visions that have been inserted by the 
Joint Committee and that removes a 
lacuna that existed in the Bill. 

Secondly Shri Somani has criticis· 
ed the ~on of clause 323 to notify 
an industry wherein the managing 
agency may be terminated after 
August, 1960 or even before. I do not 

. think there should be any objection to 
that. If, as Shri Somani says, there 

, are certain companies which are doing 
:: their job very well and whose assis-
, tance is necessarY for the develop-
I ment of the country's industry, then 

they can exist even after that date. 
But, if in any particular industry, the 
o ~ n  .. with the advice of the 

advisOry commission and with the 
approval of the country as a whole. 
finds that there is no necessity for the 
managing agency to be continued, what 
is the objection of my friend to a pro-. 
vision iike this by which the Govern-
ment can terminate such managing 
agencies? There should be none. 

At the same time, those who hold the 
extreme view that the managing 
a«ency should be terminated by a 
particular' date, I submit should not 
hold that view. If we &d that parti-
cular managing agencies are really 
doing well and are helping in the 

, development of the country industrial-
l¥ and they are doing their work 
according to the advice of the Gov-
ernment, certainly, we shall continue 
them. I may tell you that we should 
have to do some such thing. 

I will give a comparison though it 
will be said that it is o~pa in  big 
things with very small ones. I, as a 
farmer, require a pair of bullocks for 
cultivating my field. I also req,uire a 
cow for giving milk to my children. 
There Il're bullocks, which when 

r tethez:ed break the string and stray 
into the field and feed upon the cro, ps. 
Shall I sell them off at once? I should 
Pl:Ovide for a stronger string. Simi-
larlY, In the case of my cow. There 

are some bad cows which will kick 
when you want to milk them. I just 
tie the hind legs and get the milk. I 
do not sell the cow at once. If after 
some time I find that the cow does 
not give milk even when the legs ue 
tied, then, of course, I shall have to 
sell it. Similar is the thing done ..... 

An BOD. Member: A practical in-
stance. 

Sbri Barman: Yes; a practical m-
stance because I do not know the 
intricacies of business houses . 

Sbri T. N. S4ngb (Banaras Distt.-
East) : If they are not wicked cOWl 
bot yet do not give milk, what will 
happen? 

ShrJ. Barman: If they do not give 
milk I shall sell them off. 

I think this provision is a mean 
between the two extremes. I am nl)t 
for disposing of managing agencip.s 
which provE' beneficial to the develop-
ment of industry; it is in the country's 
interest to allow them to continue. It 
in any particular industry or a partl-
fular case it is considered that there 
Is no need for any managing agency, 
Government, with the best advice, can 
discontinue the managing agencyatter 
the stipulated date. I do not find an,. 
objection there. 

Shri Somani has taken objection to 
practically all the new clauses that 
have been inserted by the Joini Com-
mittee and which I strongly support 
because these are practically thE' 
clauses that will help us, in further-
ing our economic policy, the particular 
destination which we want to reach 
sooner or later. 

He has taken objection to clauSe 325 
and, perhaps, also to clause' 3(4. 
Clause 325 is an improvement on U·;e 
existing clause which was in SchedulE' 
XII as clause 87CC of the 1951 amend-
ing Bill. But. the improvement made 
by the Joint Committee is that the 
Government will consider at the 
particular time whether they should 
appoint or re-appolnt a managlnl 
agency. tn clause 344 the Covent-
ment will recognise the clabM of t_ 
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heirs or successors of the managing 
agents while considering other things 
and they will consider these claims or 
applicants for appointment or re-
appointment if they fulfil certain con-
ditions. I think Government is going 
to take this power for certain pur-
poses and it is again for furthering 
our economic policy. 

We want to bring down the re-
muneration of the managing . agents. 
Under this Bill that we are going to 
paSS the existing managing a n i ~ 
cannot be touched, so long ·as thp.il· 
terms do not expire or till the 15th 
August, 1960. Up till now the con-
ditions that they have entered into 
with the shareholders will subsist. We 
want that after 1960 or after three 
years from notification in the case of 
particular businesses, Government 
should calrefully considp,r these as-
pects, that is, whether there should 
be a real change in the managinK 
agents, whether the remuneration that 
fa stipulated already in the previous 
contract is fair and reasonable, "nd 
If it is not fair, certainly Government 
will exercise its right to reduce the· 
remmuneration. If the managing 
agent conce'rned consents to such re-
asonable reduction, Government will 
consider renewing the contract. 
Though these things may not be t'x-
pressly provided, I think that is the 
motive on which the Joint Com-
mittee' has amended the Gutmg 
clauses. . 

The MiDlster 01. FiDaDee (Sbrt C. D. 
Deshmukb): Remuneration will b .. 
according to the Act, after the end ~i 
the financial a~ n  clause lin. 

Shrt . BanD&D: Anyhow, Govemment 
can put in certain conditions under 
.:enain circumstances and if the com-
panies are amenable to thOle CO'l" 
ditions. 

Mr. Cbalrmaa: liP conditions. 
accordlnl. to the provisions of the 
Act. 

Sbrt M. C. Sbab: The remuneration 
that obtains now will not be the same 
after the coming Into effect of this 

Act. The new terms will come into 
effect accordingly. 

Sbri Barman: I am thankful fer 
this correction. I did not notice that 
clause. Anyhow, it is stipulated un-ler 
the amended section 325 that Gove-rn-
ment may put in certain conditions 
which Government consider to be 
reasonable. 

Clause 331 is a new clause inserted 
by the Joint Committee, fixing the 
total number of companies as ten in 
the case of managing agents; that iI, 
no person shall be a managing agent 
of more than ten companies. l'bat 
is also a wholesome provision and 
the objective is practically the same. 
There may not be any concentration 
of wealth in a few hands. If one 
family is managing agent ·for a BUrT.-

ber of companies, that means accumu-
lation of wealth at one place. The 
purpose is in conformity with ·i.he 
Directive Principles of the Consti-
tution. 

Again, the Joint Committee has 
macie certain amendments by which 
two directors can be appointed undcr 
special circumstances under clauH 
407-and under clause 246, power 
is given to a company to adopt pro-
portional representation in the matter 
of voting, election of directors, etc. 
I do not want to cite any more in-
stances. but I simply want to say that 
the Joint Committee has made deft.-
nite improvements on the original Bill, 
and most of the improvements fulfil 
the purpose of our economic polic]', 
which the Bhabha Committee did ,lot 
go into because they though that 
that was not their province. 

The next point is as to whether the 
administration of the Company Law 
would be better done by an autono-
mous authority or by an advisolT 
commission as proposed in the Bm. I 
submit that a Government institution. 
that is, an advisory commission, WOulo 
be better fitted for the task. n~ 
Bhabha Committee, of course recom-
mended an autonomous a ~ i  be-
caUSe they o ~  that enUQdaUoD 
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?f economic policy was not the job 
of thEj Company Law but that it should 
be done by some other enactment. 
Now, certain amendments have been 
made by the Joint Committee, t.hF.: i~  
that the Company Law must hav!' 
within its purview not only the effi-
cient formation of companies I)ut 
also they must have an eye upon the 
economic policy that the country has 
adopted recently. It is only the GOT,_ 
ernment that can perform this \ job. 
Our experience with autonomous 
authorities is not happy; after being 
installed in power, these autonomous 
authorities even tried to question the 
quihority of Parli4ament over their 
work. Of course, this has been cor-
rected later. Even then, I think t.hat 
an autonomous authority can act 
within a certain sphere and unrl.cr 
certain limitations. So far as' pol\('Y 
is concerned, it can act only on the 
policy that has been laid down by 
Government. But in these matters it 
will be very difficult for Government 
to lay dOWI¥ definite policies as to how 

I to reduce the income of the managing 
agencies in so far as the economic 

• policy is concerned. The advisory 
commission will advise Government. 
and here from day to day the Mem-
bers of Parliament shall have the 
right and the opportunity to ask the 
hon. Minister how this thing has 
been done or that has not been done. 

o ~  thls House will be in 
closer touch with the administration 
of the Company Law if we place the 
task of discharging the functions 
under this Law on the Governme11t, 
advised by an advisory commissif.n. 
I think this is the best plan that we 
h:ave drawn. Of course, there may 
be changes here and there and J have 
not gone through the particulsr ~o
visions of the Bill carefully and they 
will come up for discussion when we 
take up the second stage of onsi ~
ation. 

I i~ to say that Government 
should have some more powers, so 
far as investigation and auditing is 
concerned, besides the powers stipulat-
ed here. My suggestion is that Gov-
ernment should set up a bod7 of in-

230 L.S.D.-3 

spectors and auditors and place them 
in ditIerent parts of the country ~  
the industries are concentrated, so 
that they can send these inspectors 
and auditors, to audit and inspect each 
and every company on an ad hoc 
basis. In that case, the companies and 
business offices will always remain 
cautious because they knt>w that some-
body can at any moment come down 
upon them if they did not behave 
properly. As the Finance Minister said 
the other day that the Kandyan King 
had two Prime Ministers. I think he 
should have anoiher added tu his 
cabinet as it will help his objecth·e. 

With these words 
Bill. 

I support the 

Shrl Nevatla (Shahjahanpur Distt.-
North cum Kheri-East): A lot of 
criticism has been advanced against 
the managing agency system. It has 
been said that it is against the 
socialistic pattern of society envisag-
ed by us. Whatever other things 
might' be said about the managing 
agency system, I do not see any re-
lation between the system and the 
socialistic pattern of society because 
as our Prime Minister on some other 
occasion had said, there are many 
countries in the world which are cal-
led capitalistic countries and they do 
not have. this system. What we have 
to do is to see whether in the con-
ditioDg of our society, this system Is 
useful for promoting private corporate 
enterprise. That is the main issue 
which we have to look to. The 
Bhabha Committee after a lot of de-
liberations came to the conclusion that 
shorn of its evil, this institution was 
a useful thing and that it should he 
continued in the interest of the 
country. NObody has disputed that 
argument. Even the Joint Committee 
has not contradicted that conclusion. 
They only suggest that Government 
should have power to review thingS 
after a certain period of years. It 
baa not come to the conclusion that 
the institution. is not useful. The 
very fact that. the managing ageDC7 
IIYStem will rontiDue deftnitely for 
another five yean showl the lame. 
Even after that, Government have not 
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[Shri Nevatia, 
aa1d that they will discontinue it. They 
want only time for reviewing as to 
how the managing agency system 
works. 

So far as the question of private 
P.llterprise is concerned, the main iSSUe 
is the private joint stock enterprise 
and we have" to take it ihto account 
when we talk of the abolition of the 
Managing agency system. The Prime 
Minister has said on one occasion that 
the private enterprise should be 
allowed freedom t.:: act provide<1 we 
have certain embankments so that 
it does not ftood the countryside and 
cause devastation. It must be allow-
ed certain liberty to act. Otherwise 
private enterprise will have no mean: 
Ing. We should view this report and 
our su,ggestion!l ~m this point of 
View: whether it will promote the pur-
pOse which we have in view, that is to 
say raising the standard 01 'living of 
the' people to a considerable degree by ,n increase in wealth. So lorig as we 
feel that the managing agency system 
can continue to promote the joint 
stock enterprise and help in that 
process, t think there is every reason 
to help that system after depriving it 
of its undue gains or whatever it may 
be and making it run on hel!-lthy lines. 
That is the main purpose of this Bill. 

'!'he report of the Joint Committee 
has cut down the remuneration to a 
very large extent. The other day the 
Finance Minister pointed out that the 
remuneration for a number of com-
panies came to 27 per cent. of the pro-
fit. It has been cut down to 11 per 
cent; that is quite a big reduction. The 
average might have been 14 but in ~ 
large number of companies he said 
that It worked out to nearly 27 Per 
cent. and now it is sought to be flxed 
at 11 per cent. That is a good feature 
In this report. 

But there 11l"e certain other things 
which should be looked into. For in-
stance; it is atated that the Govern-
ment will look into it whether a per-
lIOn la a fit or proper person, to bi! 
appointed Or fe-appointed a* hlart&girti 
.,ent. As my friend, Shrl G. D. 

Somani, pointed out, this ls liable to 
create a lot of difficulties. ' It will de-
pend upon the officer of the Govern-
ment to judge whether a person is a 
fit or proper person to be a managin£ 
agent. A new man may not be treated 
as a fit and proper person. Instead of 
saying so, is it not possible to say 
that these are the disqualiftcations as 
we have provided in die case of 
directors. There are certain disquali-
fications. He should not be of wi. 
sound mind; he must not be such and 
such and then only he can be elected 
as a director. Similarly, is it not 
possible to say tbat these are the dis-
qualifications for becoming a manl!-iiRg 
agent rather than saying that the Gov-
ernment shall decide as to whether 
one is a proper and fit person? It 
will lead to the vagaries of the officer 
concerned; he may recommend that ,a 
particular managing agent has no ex-
perienCe of a particular line arid there-
fOre he is not -a fit and proper person. 
This will lead to a lot of other com-
plications. In my opinion instead of 
leaving it to the Goverr;lment, the law 
shoUld specify certain disquallficatjons 
so that the chances of corruption in 
these matters are minimisi!d. 

The previous Speaker has recom-
mended proportionai representation. I 
know from experience the cases of 
several industries in Uttar Pradesh; 
They were not able to pay the wages 
to- the labourers because the directors 
quarrelled among themselves. There 
was no homogenous board as a result 
of which half a dozen sugar factorieS 
closed down and great hardship wall 
caused to the workers. They were nol 
able to make payments to the cane-
growers. All of them were ftouiishint 
sometime back and then the directon 
quarrelled. So, the homogenity of the 
board is a very vital fact in working 
the companies. Otherwise what lias 
happened in the case of several sugar 
mills in Uttar Pradesh is likely to be 
repeated almost ever:ywhere. 

The Finance Minister has said ihat 
tbere is no a~on to thllik that the 
practice which is prevailing in pOHU-
cal democracy is not likely to succeed 
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in economic democracy-he said some t .uch words. Some friends have sug-
I gested that the analogy of political 
l, democracy does not apply to economic r democracy. But we know that so far 
" as the broad objectives are concerned. 

almost every political party says that 
it has the good of the country at its 
heart and yet it is not possible to have 

, in our cabinet representatives of all 
the parties. It would not lead to 

, smooth working of day to day 
policies. Similarly, I do not see any 
reason why we should not continue 
the same system in companies also 
because every day decisions liave to 
be taken there also. There may be 
honest differences of opinion and 
every time the business may have to 
be carried by majority votes. It will 
lead to some bitterness. Our people 
are not so used to it to accept 
every majority decision with grace. 
It leads to bitterness and 
frustration and ultimately it 
creates trouble: We should not do 
everYthing by a majority. There are 

pIe safeguards provided in the new 
Bill so that in caSe of difficulties, the 
minority has a right to go to the Gov-
ernment and say that they are being 
oppressed and the Government will 
eertainly intervene. I support the 
pr('sent permissive provisions. 

Shri s ~  (Mayuram-Re-
s ~ s  Castes): On a Point of 
order. SIr, there is no quorum in the 

. House. 

Mr. Chairman: I think there is. Let me count the m ii s~ 

Shri Ne.a&: They' do not make it 
compulsory that there must be propor. 
tional representation. 

Mr. ChaIrmaD: 1 am ringing the 
bell-now there is quorum. 

Shri', Nm*: I would request the 
hon. Finance MinIster to clarlf1 certain 
thingS about clause 197. The 
mana2er's remuneration includes 
inany things and all are put togeilier. 
The word used is 'manager' and aat 
'manacers'. Now. the manager is 
d$ed as a Person wbo wholly or 
wllstailtlally conirolli the aftairs. Now. 
.IIWlIlging agents are a1st> debed Ill· 

most in the same terms. I do not see 
how the managing agent and manager 
can both have substantially or whole 
control. Both cannot have the same 
type of control. If the manager is to 
work under the managing agent, tnen. 
I believe his remuneration does not 
come under the definition of thill 
clause. Because, two penons with 
different designations--managing 
agent and manager-cannot have 
control over all the affairs of 
the company. 

Shri C. D. Deshm1ikh: If there is 
delegation of powers? 

Shrl Nevatla: Unless tb.e managing 
agents delegate the powers over the, 
whOle affairs of the company I be· 
lieve. this clause can not come into 
operation. 

sarI' C. D. ~  That is the 
intention. There may be lin attempt 
to circutnveilt the 1'1 per cent. The 
managing agent Mij-ht say: I am 
drawing 11 per cent. and' so the rest Of 
It is IOmg to the manager. n ~  
manager may be a relation or an 
associate of his. 

Shrt Nevatla: I am glad this hal 
been clarified; otherwise even where 
there is no delegation of o ~ or 
substantial powers, even though the 
manager does very important and vital 
job' iD the factory, he would come 
under this Clause. But, siDce there 
Is' no delegation of such Powers that II, 
the managing agents, do not abdicate 
Ulemselves of the· powers and, there· 
fore, that position would not come. 

My only submi'SSiori here is thllt this 
systein, which has 6een useful in the 
past and about which the Bhabha 
COIlUIlittee said th'at inso1te or aU It. 
evils it can still 'be cOntinued, shou14 
not be discontinued merely because Of 
certain gross abuses which have baeD 
found in the system iD the put; 

Inspite of the several criticisms that 
bave been advanced' against certain 
business houses 1I'itb,' which i .lso 
l!iiee, we know ,from the, present ~  
ket Quotations of ~  ~ s of tbe 
compames man.-eel by them that UIe , 



10211 Companies Bill 16 AUGUST 1955 Companies Bill I02IZ 

[8hr;' I\evatiaJ 
public has got a lot of confidence in 
the shares of th'Jse companies, their 
share prices have gone up very con-
siderably. 

Shri T. N. Singh: They have confi. 
dence because of the proposed Bill. 

Shri Nevatia: Even before the 
jOint Committee had given thei'r __ e. 
port on this Bill the market quota-
tions had gone high and they are still 
going up. The om p~mi s which are 
f\'.'lated by these business houses are 
subscribed by the public. Inspite of 
the fact that the public know that 
quite a lot of money wi'll be taken by 
these housl'!s they know that if they 
invest their money in buying shares 
of the companies floated by these 
business houses there is a chance of 
appreciation in the value of shares. 
They have the 'know-how' and they 
WlJrk efficiently with the result that 
they do brini down the cost of pro-
duction. That is the confidence 
whilch the public have in these busi-
ness houses. Inspite of the system 
of interlocking and many other com-
plaints made about these business 
houses still the public find it o~
while to invest their Jl1'()ney in the 
companies floated by these people. 
That shoWs the measure of confidence 
the public have in their abililty to run 
these companies efllciently. After aU 
nobody invests in a share simply to 
get 3 or 4 per cent return. If that 
were so he would have gone for a 
Jl\:)vernment loan. Mostly people in-
vest money on shares to get appreda-
tion in share value. People invest 
in ioint stock enterprises primarily to 
get some appreciation in share value 
and not to get 3 or 4 per ~n  return. 
The fact that certain business houses 
are able to cammand such confidence 
from the public with regard to their 
ability to run new enterprises shows 
that so far as the ordinary investor 
is concerned he iI not so very sus-
picious as we in this House feel. 
Honourable though we are, I do not 
think that many of the outside share-
bolders will come forward to invest 

money if we try to fioat enterprises. 
People who have got the 'know-how', 
people who have run bUSh'"1eSS effi-
ciently and who are able to bring 
down the cost of production for their 
articles wID be supported by the pub-
lic. Inspite of the fact that they 
grab a little more money, people-
kfiow that their cost of production 
will be lower and they will be able 
to make a success of the ccmpany. 
That is why the public have confi-
dence in those business houses. We 
should, therefore, utilise their talents 
and see that they do not make n~  
gains at the cost of the o~m  
That purpose i's very well aC.hleved by 
the proposals of the Jomt Com-
mittee. 
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"to consolidate and amend the 
law relating to companies and cer-
tain other associations." 

·tv tt ~ mr {{tq; • ;rtf Ihf} f , 
~ ~~~

"to consolidate and amar,c • 
law relatini to companies and cer-
tain other associations with a 
view to protect the rights of the 
.shareholders and with the object 
of gradual elimination of the 
managing agency system." 
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"In the House of Commons it 
is a rule that no member who has 
direct personal interest shall be 
allowed to vote upon it". 

\ 

Mr. ChalrJnaa: Why did you not 
Object at the time when the BJl,1 was 
~  to the Joint Committee tl)Jl.t such 
~ such a member who a i i~ 

personal interest should not be allow-
ed to 10 on the Jomt Committee! 
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[lIlT ~o ~o~  

~ ~  tlf ~ ~ m ~i a i  
~~m C ~~  ~ 
~ IR "311i1Jffi""l" ~ ~ ~a  f 

f'efi: 
"In the Chapters that follow, 

our object will be to consider to 
what exten't it is possible to ad-
just the structure aDd methods 
of the corporate foml of busine6s 
management with a view to weav-
in" an integrated pattern of rela-
tionships as between promoters, 
Investors and the manageinent, 80 
that: 

<a) the efficiency of the corpo-
rate form of organisation may 
be increased as measured by 
accepted standards; 

Cb) managerial efficiency 
may be reconciled wii:h the legi-
timate rights of investors: 

(c) the interests of creditors, 
labour and other partners in 
p o ~n and distribution may 
be duly safeguarded; and 

Cd) the attainment of the ulti-
mate ends of social policy is 
helped and not hindered by the 
manner in which the corporate 
form of business organisation 
works in this country." 

~~~m ~ ~ ~ 
~ ~~~~~i ~  
n~~ n ~1 ~  

n~~~~ ~amm 
'" ~ ~a  am ~ qt.t ~ ~ ~ ra I ~  mr ~ *-ft ~ teIi 
l'i'IfQ ~ ~ ~ lfR ~ ~ 'I n~~~i ~ ~ i~ 
~~~ ~  

~ ~ ~ ~ mr ~ 'I!fT('m 

~~~ ~~n~ 
~  ~~ ~ t"ifl ~ 
~~~~ 'I lQqn'In 
1 m ~  qmllll 

~~ ~~~~ 
it; i n~~~~  

tft qm I[li ~ f ''ifq; of C;; ~  I 

~ i~ ~ ~ ;t 
~ i, ~ ~  ~ Ulto ~ fij"'i!lE<lH 
~ 1 ~ i1 ~~ ~ i  
am~ ~~ n  ~11  
~ ~~m  ffi tftl nf 

;:f 'Ilf ~ arcr-t ~ {lr ~ ~ tnt 
~~ i i~~ 

~~  ~~~ am 
~~ ~  n i ~  

~~~~ 1 ~~ omr 
~ ~ ;ftrr it;-m k«rr wi ~ ~1  
~ f I q ~ ~ Ii' ~ 1  
m'nt \Jlf ~ Ii' m teIi ~ m -t I 
\Jlf ~ ~ ~ Ii' m ~ :-

Ram Das took me into one of these 
and said, "250 people use the same 
latrine." They showed me the primi-
tive dooriess cubicles. "There is no 
privacy. The women have to use 
the same ones." I knew that modesty 
with Indian women amounts almost 
to a religion. 

~ o ~ ~ 1ft qmr;n ~ IIfint 
-tl ~am~~~~~  
qt IR ~ ~~ ~  tit I 

~~~ i m~
"There is IJnly one hand pump. 

This single hand pump serves 
sixty quarters. There is no place 
to take a bath." 

~~~~~~i 1 1  
~ qf IR ~ lfR .ti \FT1 if tit I 

~~ i ~~m  ~ 
~~ ~i

Ram Du took me into one of thea'. 
It measured, I estimated, about nine 
by twelve feet. Altbaugh there wu 
one window. which let a little daylilbt 
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inw the compartmllIlt, it took me 
a moment to comprehend the 
sight. I saw on the floor: to grasp the 
iact that the tightly packed sausage 
rolls were sleeping men. 

~~ n~~ ~ 
.:;mn 1fT 1 

These were all weavers, I found, 
.getting an average of 35 rupees a 
month ......... They paid rent for theh' 
floor space-not much-it amounted 
to two rupees and twelve annas each, 
.." just under one dollar a month. 

~~ ~~ ~  ~ 
fffiW ~ ~ ~ 'm' 'Iil1f ~ ~ 
~ ~ i, ~ m !fit ~ "" 
t \Ill ~ tTtJt ~ tImf amn= ~ ~ 
#'1 apnm i~~ ~ 
t, d tffl ~ ~ ;rtf amrr f'Ifi ~ 
~~ i~ ~ ~ ~ 
~  

.& IAPI; ~ llIm't: ~ ~ 1 

~~ ~~~~ 
~ ~ ~nn~  

Shri C. D. Deshmukh: I suggest 
1hat the hon. Member should see ~om  
Quarters persunally himself instead' of 
taking an account given by an Ameri· 
.can l:ldy. 

Shri K. P. Tripathl: I also hLve 
.seen some quarters personally lond 
have found them in the same condi-
tion. 

Pandit K. C. Sharma: You must see 
.quarters in Kanpur. 

Shri G. D. SomaDl: I would like Mr. 
Singhal and Mr. Tripathi to visit 
some of the factories under the Fame 
manqement which he is quotin,( and 
find· out for himself the conditions of 
the quarters. I am prepared to ar-
range o~ Mr. Singhal and Mr. Tri-
patM to visit those quarters and see 
'What the conditmn is. 

PaDdtt K. C. Sharma: They are bet-
ter quarten. 

Sbri C. D. Deshmukh: I am not in-
terested in the quarters provided by 
any particular employer; I say that 
unless one looks round himself one 
cannot get a correct idea of ~ posi-
tion: one should have a compr.:hen-
sive view of what is being done In 
this country in regard to industrial 
housing. 

ShrI S. C. S1nPal: I could not lul-
low. 

•• o o~  ~~  ~ 
1l1Ii it ~ ~ waf ~ tf«r ~ ~ qw 

~  ~ ~  
i ~~~~~ ~~ 

~ m ~ 31PtJl ~  IfIJR ~ ~ ~ 
~ <f "fit t, q ~ ~ ;rin 1 

.& ","0 • fau: ~ ~~11~ ftft f'rqff 
I, ~ ~ n -mf' ~ "cj t 1 (11' 

at fOf amri' !fit ~ ~ ~ ill ri f 
~~ ut'lTtl 

.& IAPI; n llIm't: ~ ~  ~ 
~ ~ ~ ~ ~ '4iT q tmII"ff f 
~ N fm:r ~ ot 1l1Ii ~ ~ r.r 
i ~ ;it tit, ~ it q ~ hm " 
"Iff i am ~ ~ lfili ~ ;rtf , 
~ ~ iil«1i'ei,,*,1 ~ ~ ~ .. 
m ~ ~~~~  

o o~  ~ i~ 
~ i i ~ ~ ~~ w.. .1 

Mr. Chairman: The hon. Member is 
speaking at conditions in 1946. He il 
reading trom a book written ht that 
time. 

Mr. Chairman: It wu a,ain liill: 
years qo. 

.& ","0 .0 fvw: "" ot m aIIIIf 
n~ ~ 1 a ~  ",. 
'It 11111r V1I'IIi _ , I 
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[9Jt Q'lfo uto ~  

~ ~ ~ * If a ~  If ~ 
a;arr i \\1i ~ <1iT ~ ~ ~ 
f ~ ~  m~ 

~ ortf ~  

~~ am ~ 'Ii ~ If ;rf 
ImIltfl ~~ ~i  am 

~~ ~ ~~ 1i 
a m a ~~~m 
~ omr ~ ~ ~ ~ \\1i ffl ;f.t • 
~ If ~ tfhu mr t1T i, m 
~m ~~m ~ 

tfhu mr t1T I I ~ mrl' <1iT ~ ~ 
~ ~ m am m \fCIi ~ ~ 

\r-f ~ ~ arwi ~ am ~ ~  
~ ~ ~  ~ ;,V omr 

'f1'- ;f ~ f \r-f ~ I:.<:(fof if.:rr ~ 
~  

~~ m am~11 ~~ 
'1ft ~~ ~i i ~ 
I6hft m QN" If ~ ffirr I I ~ If 
~ cfiiEtle:;q;l!('1 ~ at ~ ~ {t 
n 1~  ~ ~ '" am m ~ 

ut ~ dT' I q \IfW a ~a 1 '" I 
~ ~ m ~ ti;,.IMdcl!" 'Ii fCli fiM 
tN at ~ ~  If {t ~ .. q;n ~ 

.n qi ~ ~ iTW \i1IT ~ ~ 
~~ ~  at n~  

i ~ ;;il(ltl ~ I ~ ~ ~ \iIPr 
q;6' ~ ~ t, ~ ~ (f' qf 

t:!d m {i', 3!tl ~ \15 ~  t. 
amqi ~~~~ ~ I, 
~ i'qipft ~ \'ITt 3RifII"R q;":,i( ~ ~  it 

i i ~ ~~ am ~~ ~ 
\II'i q;nf -t, ~ ~ ~ ~ 
q;t ~ If ;rtf an;f h am ~
tn- ~~~  aT1fit 
~~~ ~ 1n'foni ~  ~ 
tv I6r ~ ~ ~ I at1ft lit ~ 
'1ft ~ m q;t ~ i, III qr ~ 

~ i, m ohrrari' <liT ~ Ji' llrftT 
~~a  ~ a 1 ~~ 
a ~ ~~~ 1IfIIt-

~ n n~~~~1 ~ ~ 
~~i ~~~ m1  
<liT ~ « ~ 3i"'ij" ~ ~ I 
4 P.M. 

Dr. Krishnaswami (Kancheepuram); 
The hon. the Finance Minister, in in-
troducing the motion for considera-
tion of this measure, pointed OLit 
that some kind of strange destUl,Y 
seemed to be dogging this measure. 1 
agree that even if tfis Bill goes 
through thi6 House, we would not 
have heard the last word on company 
law legislation; Part of the explana-
tion for repeated amendments of 
company legislation lies in our at-
tempting to achieve too much in our 
attempting to give to omp~n  law 
legislation a content which it cannot 
hold. The purpose of company law 
legi'Slation, I take it, is to ensure 
companies being managed in the in-
terests of their owners, who in legal 
parlance are shareholders. This im-
plies that the directorate must be 
responsible for honest and cilicient 
management. Company law ,egisla-
tion must concern itself only with 
laying down standards for the atiain-
ment of these objectives and not at-
tempt to regulate economic policy. On 
this matter, the Cohen Committee has 
remarked aptly in the following terms: 

"We have reiarded questions of 
general economic policy which em-
braces such matters as monopoly 
as outside our terms of reference: 
Company law should, in our view 
deal with companies irrespective 
of theilr particular activities. 
Questions of economic policy 
should be dealt with by legisla-
tion directed to that subject and 
kept distinct from the general law 
governing companies." 
What is the reason for company 

law legislation being concerned u-
elusively with laying down standards 
and being precluded from deal1n8 
with economlc policy? ODe of' the 
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reasons fOT this limitation is that the 
area over which its laws are applica-
ble is' necessarily limited. If it 
chooses tu .hlllL with econ.omic policy, 
the consequences that flow from sucn 
company law legislation would cover 
areas over whicft the company law 
would have no jurisdiction whatsoever. 
1 onlY wish that the Joint Commit-
tee had borne this in mind. In a~ 
case many of its recommendations 
would have been realistic and would 
probably have been more enduring. 
The Bill as it has emerged from the 
Joint committee has, however, not 
changed the recommendations made 
by the Company Law Committee, ,,,u 
matters pertaining to memorandum of 
association, sponsoring and articles of 
association. I have therefore fc·.v re-
marks to offer on these aspects as I 
~ i  that the main recommendations 
. made by the Company Law Committee 
on these .matters are eminently sound 
and sensible. But, the changes effect-
ed in rules. pertaining to the manage-
ment and administration of compa-
nies, the comple;lt rules and TIOr;rU".-
tions, the complicated balance sheets 
and profit and loss accounts to be 
lUed, stimUlate certain questions 
which, I hl;)pe, the Finance Minister 
will clarify: 

What would be the effect of such 
legislation on the formation or conti-

, nuance of companies? Do we want 
companies to be formed at all? Would 

. the small man, for whom we profess 
interest, be in a position to form a 
company and yet get on without in-
frjnging the various rules and regula-

. tions? There are a little over 149 
penal clauses, as several speakers have 
reminded us, many of which aTe high-
ly . technical and some of wilich are I inquisitorially purposeless. 

, 
i But the major controversy is over 

I, . the consti.tution .and continuance of the 
Dl.anagi,wragency sYE;tem. .Now, no 

I .. one n~ hold a. brief tor managing I qents. ~  .have been many caSE'S 
of signal . failure to discharge thPir 
duties properly. There have been eases °Wberefheybave charged too 

_!Uih a Price tor services rendered, I" 
them to -eompllDies .• There have betIn 

instances where they have o ain~ 
remuneration and yet remained '1 
functionless element in our society. 
But, it is one thing to suggest that t!-e 
managing agency system has been 
abused; it'is another matter to impose 
such regulations that the very process 
of economic development is thwarted. 
May we not, in our apxiety to cu\'e 
the managing agency of its abuses, go 
too far and commit the mistake, of 
emptying the baby with the bath tub? 
But before I deal with some aspects of 
the managing agency system as it has 
emerged, I shall give an explanation 
of the role which the managing agent 
has played in the past, plays in the 
present and is expected to play in the 
future development of our economy_ 

Why did we have the man~in  
agency system at all in our country? 
If we did not have the need for it, it 
would not have come into beini at all. 
Where financial institutions are rela-
tively unde'"eioped, where the investi'll 
class is shy, where the ancillary st'r-
vices required for the promotion 3'ld 
running of industries are absent. 
where issue houses, underwriters and 
technical consultants, are not in evi-
dence, the need for pioneering is ob-
viously great. The managing agenC'y 
system has come into being to ful1U 
this function, and in many cases, it 
has fulfilled a very proper function. 
After a certain stage, however in rer-
tain industries it has become function-
less, Hence, it is admitted by the !e-
gislature, and there seems to be no 
difference of opinion On this subject.-
that where the managing agents 31" 
functionless, or where they charge too 
high a price for services rendered 10-
ciety has a right to step in and rei\!-
late their activities and enforce a fair 
remuneration where necessary, and 
abolish the system in those se':'tors 
where it is superfluous. I, peru!:P.C! 
with great interest the clause that ~ s 
been put in in this Bill, clause 323, to 
determine the continuance of managtnC 
agencies in certain industries. May I 
read this clause with your pemtfssiODf 
The clause is entitled: "Power of c... 
tral Goveriunent to notify that ~ 
lIanles engaie'd in' .pecifted ela__ 
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lOr. Krish:J.aswami] 
industry or business shall not have 

managing agents." The clause says: 

"(1) Subject to such rules as 
may be prescribed in this behaU, 
the ':entral Government may, by 
notification in the Official Gazette, 
declare that, as from such date a;; 
may be specified in the notifiea-
,tion, the provisions of sub-section 
,(2) shall apply to all companie., 
. whether incorporated before or 
.after the commencement of this 
Act, which are engaged on that 
date or may thereafter be· engag-
ed, wholly or in part, in such clal4 
or description of industry or bu .. i-
ness as may be specified in the 
notification. 

.(2) Thereupon,-

(a) where any such company 
has a managing agent on the spe-
cified date, the term of offir.e at 
that managing agent, shall, if it 
does not expire earlier, expire ~  
the end of three years from the 
specified date or on the 15th day 
of August, 1960, whichever is later. 
and the company shall not re-ap.-
point or appoint the same or any 
ether managing agent; and 

(b) where any such company 
bas no managiIli agent on the 
-specified date or where it is inl'Ot-
-pcrated on or after that date, it 
shall not appoint a managin r 
,agent. 

(3) Copies of all rules prescrlb-
~  and of all notifications i'll!ued, 
,under sub-section (1) sBaIl. :U 
SOOn as may be after they have 
been prescribed or issued, be laid 
,before each House of Parliament." 

Considering this clause, one finds 
-that vast discretionary powers ate 
liven to the Government. i have no 
objection to the Government determill-
Ing the classes of business or under-
takings which shall not have man.l-
Ing agents. For instance, in tMwx-
tile industry we intend putting a will-
In, on production of cloth by mWs 

_ and it miiht therefore be argued with 

a certain degree of legitimacy ~  so 
far as the vast bulk of the textile m-
dustry is concerned, since there is t'J 
be a ceiling on the growth of n<:w 
mills, it would not be necessary to 
have managing agents. Neverthe-
less, even here there might be 
cases where managing agents miJht 
have to be employed as for instance 
in certain backward areas where the 
investing class is shy, where it ;s not 
possible to collect money and where 
certain pioneering risks have to be 
undertaken. I am glad that the Gov-
ernment have power under clause 323 
to achieve this purpose, but I should 
like to point out that the ~  fa.:t 
that such large discretion bas been 
given to the Government should en-
title us, Members of ParliameTlt, to 
suggest s i~ ions on the use "f such 
powers. I believe that it would be 
most helpful if the advisory commis-
sion which is to be constituted under 
clause 409 is asked to live its opinion 
before any notification under thI.a 
clause is issued. The advisory com-
mission presumably wllI conaist of in-
telligent men and women who would 
know something Of the economic de-
velopment of our COUDtry and who 
on that account might be in a better 
position to suggest whether a parti-
cular firm even within a pa¢icular in-
dustry may have a managing agent or 
not. 

There is also another matter whieh 
I would like to bring to your notice. 
You, Sir, have specialised in procedure 
and are therefore aware of the impli-
cations of 'rules beiq laid on the 
Table'. As you know these rules can-
not be amended by this house; ~ 
are laid on the table for the informa-
tJon of hon'ble members. I sugeed 
that the rules to be framed under 
clause 323 should be subject to amend-
ments to be proposed by Members of 
Parliament within a specifled periocl 
alter tbey are laid, and provisioD 
should be made in this clause stratght-
away to thiA effect. 

Having tdwn ~ approval to clause 
3lt$, I now come to certam other pr0-
visions relat1nl to m8l1llllD8 ~ 



1022:1 Companiee Bill 16 AUGUST 1955 Companies Bill 

" with which I am not in agreement. 
Once powers have been taken under 
L,"'U;,e ';;....:>. i .lail to n s~an  why 
clause 325 nas been put in this Bill 
at ail. Clause 325, as you will recol-
lect-and I hope I have your pennis-
sion to read a brief excerpt of this 
particular provision -let the house 

a ~s  what wide powers are sought 
;.'.1 oe ~ n IO rae ~ n a  Govern-
ment-reads as follows: 

"(1) In respect of any company 
to which neither the prohibition 
sp.."Cified in section 323 not that 
specihed in section 324 applies a 
managing agent shall not be ap-
pointed or re-appointed,-

(a) except by the company in 
general meeting; and 

(b) unless the approval of the 
Central Government has been 
obtained for such appointment 
or re-appointment. 

(2) The Central Government 
shall not accord its approval under 
sub-section (1) in any case, unles8 
it is satisfied,-

(a) that it is not alainst the public 
interest to allow the omp~ 
to have a managlnl a,ent; 

(b) that the managinl agent pro-
posed is, in its opinion, a fit 
and proper person to be ap-
pointed or re-appointed as 
such, and that the conditlODS 
of the managing agency qree-
ment proposed are fair . and 
reasonable; and 

ec) that the managing alent pr0-
posed has tulfilled ~ condi-
tions which the Central G0v-
ernment require him to tulfU. It 

I ask a straight question. If a c0m-
pany is declared to be one tor which 
a managing agent can be appointed, 
n,. should Government play the role 
of a 'nosey parker'? If the sharehold-
ers accept a cerfafn person as. 
Allanaging agent, how Is the Govern-
ment in It- better position to decide that 
he is not a fit and proper person to 
be appointed as the managing agent? 
If the conditions of the mllJlallq 
agency agreement conftrm to the re-
quirements Of the Act. tile question of 

assessing whether they aTe fair and 
reasonable does not arise at all. Fur-
tllt.:i'. :1: !.hc nlanilglllg agent nas nul 
fulfilled any condition whiCh the Go".. 
ernment thinks he should have fulfill-
ed appropriate action may be takln 
either under the company law or un-
der the general law. In the original 
Bill this provision was "not included at 
all. In fact, it found a place only 10 
the Schedule because it was for a per-
i('lr! of :hree year::;, ~ n \vhr:;11 thf' 
Bill was introduced, it was considered 
inadvisable to make it permanent. 
Perusing the Statement of Objc!cts and 
Reasons of the original Bill ot j951 I 
found there a pregna.nt sentence stat-
ing that in view of the tact that new 
companies were coming into being like 
the South Sea bubble in the days of 
Walpole, it was necessary to exercise 
some sort of control over entry of Ilew 
managing agents. It was also therein 
pointed out that this was at best a 
temporary measure. Now. why have 
we in this bill made this a IIt!rmanen, 
feature? Who is to judie as to whe-
ther a managing agent Is a tit and pro-
per person, and what are to be the 
standards of fitness and propriety? We 
all know th8't the Industrial J'ina..iC8 
Corporation in giving loans to indivi-
duals went by the names and reputa-
tions established. So, in other· wom.. 
here also the Government mliht ob-
"<;1 >Ie the same criterion. lt may oe 
that as a result of the exercise of this 
power the very idea of having indus-
trial development broad-based will be 
defeated, that the very idea of new 
men entering the private sector will 
be scotched. It may be that we wIn 
have eventually a little over three or 
four hundred of these old managing 
agents, old managing agents who can 
conveniently be rediculed day in and 
day out, who could be pointed out to 
the legislature as the villains of die 
piece. 

I consider that clause 329 also should 
not find a place in the Bill and should 
be omitted. There are a number of 
provisions which are ancillary to clause 
325, which I would request the B01I8e 
to omit. Government after all, if it is to. 
exercise discretionary powers, has to be 
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[Dr. Krishnaswami] 
(!ontrolled, and' on the subject of ap-
pointment of individual managing 
altertts' l' do not see w'li4t grounds of 
public interest there are to justit,y 
these particular provisions being put 
in. 

Let me pass on to the ccmtroversial 
clause 331. A ereat deal was said 
about the need fot cuttaning cOncen-
tration of economic power. I am all 
in favour of controlling the concentra-
tion of econolnlc power. Let us assume 
that in fUture a person is not a manag-
ing agent for more than ten companies. 
The reason for this provision finding a 
p a ~ is th'at cOneexllratioh of economiC 
power should not be eneouraged. A 
very laui:1able objective! But is this ob-
jective likely to' be achieved by this par-
ticula!' provision? r wonder"whether as 
a result of this particular clause there 
might not on ~ other bimd be an in-
crease in the concentration of economic 
poWet fn the hAnds of maDaifDg 
.gen'ts. Let me tell the HoUse how 
this is likely to a~p n  What the 
JoInt CommIttee has ignored is the 
i'r.lcentive'to create branches of the 
same- company. We should examine 
thE! memoranda of soine of the com-
panies. I kn'Ow tor inSt8nce a com-
pany which has a number of objects 
in its memorandum. It can start a 
textile mill. It can start a chemical 
faciory. It can start a dye1nl factol'7. 
It can even start a'light rallway. And 
now as a result of your havinl laid 
down that no more than ten compBDies 
can be managed by one agent, one 
compan;v would have the rilht to open 
a nUmber of branChes and this would 
be the new tn»e of development. What 
would be the result? The result would 
be that we would witness the growth 
-of giant concerns as it were. I per-
sonally believe that whatever might 

!;Ie the defects of our company struc-
ture, it is better to have Independent 
companies with directors rather than 
have one giant company with 200 
sprawling branches. One has only to 
analyse the memorandum of assoel8-
tion of companies Uke the Delhi Cloth 

and GerieraoJ. Mills to reaIJBe the n. 
bet of branches that can be started bJ' 
or.e independent cOmPanY. 

What we are doing by this provi-
sion is, ... 

Shri Kane: There is clause 8. 

Dr. Krishnaswami: I have read it. 
and I am giving this interpretatIon 
only after having read it. What would 
happen is that when we have com-
panies with these branches aU over 
the country. we would be faced with 
the problem of economic power. What 
I suggest to the House is that if .we 
wish to control economic power. we 
ought to . have different and indepen-
dent legislation. 

I now pass on to another controver-
sial provision which deals with re-
muneration. I wonder whether hon. 
m~m s have perused clause 197. It 
dii:blot find a place in the original Bill. 
After having ~ s  it, I came to 
the conClusion, perhaps a conclusion 
which was not altogether unjustified, 
-ffi'lit if thii p-n,vision passes in the 
form in v.lhich it is. we would be vio-
lating two sound criteria. Basically. 
VIr! would: be doing something whi("h 
.Quld prevent the formation of ("om-
oantes. and secondly we would· not 
be promoting the objective which we 
h:ave at heart. namely of having a fair 
dlstrlbution of income. Clause 107 
begins Viith the head.note: 

"Overall maXimum managerial 
remaneration and mh1imuni mana-
ietial remUneratiion in the absence or inadequacy of profits". 

I do not propose to read the whole 
cl&usii. But the im,port of this clause 
1$ ibat by company leiislation we 
should' determiIi.e the distribution of 
income. The Joint Committee went 
~n  in assumin/( that it was entiU-
ed to' Use company law leplation 
for. a i ~ the distribu+icn of In. 
come. This is the function of t3Xa-
i~ n i  n ~ n .of company If.w 

lqislation at all. By i~ a remune-
iiluOIi, by ~ it down In the sta-
tute, what we are doin& iIS to force 
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persons to make a choice as 10 whee 
ther they will serve in companies or 
not. Persons faced with the choice 
of serving in a companY, as business 
executives, or as traders, or as (om· 
mission agents would very probably 
-choose being traders Or commission 
agents, which classe:; will not be affect-
ed by the harsh and onerous pro-

-wsions of company law· remuneration. 
Is this what we want? Would this be 
in con1';)rmity with the Second Five 
Year Plan for economic development! 
I venture to think that this is not 
what we want. But I ask this ques· 
tion: have we such a surfeit of busi· 
ness executives that we can affOrd 
this costly experiment for which so-
ciety will have to pay. and which 
will not benefit even our companies 

either in the short or in the long run? 

One ("an understand the logic be-
bind fixing a managing agent's remu· 
neration. The managing agent is after 
all an entrepreneur who is entitl-
ed to remuneration out of proUts. 
Now, profits are a residue. But tae 
manager, the ~ director, 

these are concerned with administra-
tion. The mistake that the ,Toint 
Committee made was to confuse entre· 
preneurship with administration of ~ 
company. One can control an en. 
trepreneur's income, but One canno1. 
lay down by statute a ceiling on over-
heads which will have to be incurred 
in any event. I think the Joint Select 
Co-nmittee went wrong completely iID 
trying to imagine i't could fix an over. 
all remuneration for these managers. 
executives and others. It committed 
the vulgar. error of confusing entre. 
preneurship with administration. 'l'be 
t'Ompromise that bas been suggested 
that in hard cases my hon. friend 
would grant exemptions does not 
carry us anywhere; this clause eata at 
the root of what I would say proDer 
company management; we e8nnot ... 
should not rely On the discretion of 
Government for ftxing a proper re-
muneration. 

Having said this about clause lV'1, 
what have I to say on clauSe 347? The 
latter deals, with the managing agents' 

remuneration. I think that clause 
347 is a fair clause. I should like to 
point out that in clause 347 what tbt'! 
Joint Committee has done is to lay 
down that the managing agents' remu-
neration shall not exceed a certain 
amount. ten per cent. of the 'net pro-
fits'. After all, the managing agent 
is expected to get his remuneration 
from the profitS. Indee<i in 1936, Sir 
N. N. Sircar when he introduced this 
measure on company law pointed ~  

that the manaKing agents were entitle 
ed to obtain only a certain ftxed 
amount out of the. net profi's. A very 
elaborate definition of 'net protl:s' 
was drawn up then, and I ci-J T.Ot 
know whether that definilticn would 
ever have been arrived at but for the 
co.operati;on and the healthy criti· 
cism which Members of the Legisla-
ture amo~ whom you ~ one. 
made during that period. 

Now, what we have done is to put 
a ten per cent maximum limit for the 
managing agents. I think that this 
clause is essentiall), failr. I should 
like in this connection ,to remind the 
House of what Dr. John MaUhai has 
said in his Report of the Tamtioll 
Enquiry Commission. On page 127 
of Vol. I of that report, this is what 
Dr. John Matthai says: 

"statement XXVI shows the re-
muneratilon paid to managing 
agents expressed as per ozent of 
profits before tax plus this remu· 
neration; all forms of remunera-
tion to managing agentS and reo 
muneration to managing directors 
also are included. The average 
remuneration works out to neu)' 
14 per cent. of profits for the en;' 
tire period 1946-51. In certain 
industries, this proportion is much 
higher, especilally In jute; the high 
ratio in shipping is associated 
with very law profits of this in-
dUlltry. During the ~ io  

~ 51  this ratio rose from 12 
Per cent. to 14 per cent. for all in-
dustries together." 

Then, the commissiOn Drof'l!e.is to 
give the table of the Income teQlEi 
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by the managing agents, and the in-
come which the shareholders get. And 
here let me pOint out that even the 
Matthai Commission has nodded, be-
cause it has forgotten to add 11 e dis-
tributed profits to the retained profits 
in determininf the amount whic:h 
shareholders get. The shareholdel's 
after all are entitled to the retained 
pI'Oilts. and whE'n you wish to fmd out 
how much income goes to different 
classes, you have necessarily to take 
into account the lotJll that each class 
gets. The Matthai CommiSsion over-
looked this fact, and that is why pro-
portionate income that goes t.) the 
managing agent is overestimated re-
latively to the shareholder. But this 
does not alter the main conclusion of 
the commission namely that the ma-
naging agent obtains 14 per cent. of 
the' net profits. The C"n.'JIpany law 
committee has recommended that 12 
per cent of the net profits should be 
given to the managing agent. I do not 
think it is unfair to gilVe ten per cent. 
of net profits to a managing agent. 

Here. let me compliment the hon. 
Finance Minister on the care whic'h 
he has taken to deane 'net profits' 
and particularly on the way that he 
has defined. I thought there would be 
loopholes as in the Sircar Act. but I 
found out after careful investigation 
that there are no loopholes. Sitlce this 
clause is practically a copy of the 
oNinal Bill. I think he should take 
credit for what has been done. 

I have referred to some of the pro-
visions relating to remuneration of 
managL"lgagents. I do not think there 
is any justification for my hon. 
friends saying that the managing 
agent's remuneration is not fair. -""hat 
they can take exception to, as I POint-
ed out is clause 197 which deals with 
administration. There, as I pointed out 
when you have to hire technical per. 
sonnel especially in the years when the 
industry has to pass through teething 
troubles, it would be dimcult, if not 
impossible, to do so if you fix a ceil. 
lUi limit Industries cannot have 
the best ~a  consultants, or the 

best managers or other executNea. 
Provided these managers, these <ilrec· 
tors do not have a share in the rna· 
naging agency commit,.;;on. I ventur6 
to think that we have no right wha:-
soever to fix a ceiling on the mao 
nagerial income. I think it would be 
best, as I pointed out, tu omit that 
provisi'on altogether from the Bill, 
when the consideration of the clauses 
(!omes up. 

Now, I pass on to another matter, 
the constitution of nationalised 
companies. While going through 
clauses 610, 611, 612 and 613, which 
re:ate to pUblic companies, the first 
thought that struck me was that 
these public companies were ~ a  
in a speci'al category. 

Why should nationalised companies. 
be placed in a special category? After 
all, minority righ'ts in a nationalis-
ed concern require as much protec-
tion as in joint stock companies rim 
by greedy managilng agents or fat 
directors whose outlook on life is 
brought out by ·Shankar'. After all, 
in these nationalised companies the 
ventUation of grievances may act as 
a valuable check on the mB."lage. 
ment. My friends, Sbri Tulsidas aNI 
Shri G. D. Somani, have poinled out 
that a public company has been defin .. 
ed to be one iIn which the Govern-
ment have 51 per cent. and not ~ 
per cent. as in the original Bill. I am 
not willing to quibble over whether 
it should have been 80 per cent or 51 
per cent. If the Government have 51 
per cent. control. over the shares they 
can have, for all Dl"actical purposes,. 
as much control as they would have 
if they had owned 80 per cent. But 
if in addition you lay down that pro-
visions relating to protecti!on of mino-
rity shareholders shall not apply,. 
if you exempt them from several 
provisions of the Companies Act, thea. 
I venture to think you are a~ 
constitutional mOillsters in our eco-
nomy whi('.b it would be dimcult to 
control and which would run amok. 
ConsiIder what would happen. A na-
tionalised company would have the 
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stitution should operate. What I .am 
suggestilng is that· we should have 
chartered accountants who Ihould be 
responsible for the auditing of these 
various natioaallsed companies. 

right to manage its day to day af-
'fairs; it would have the ~  to de-
termine its policy. But in Parlia-
ment, hoo. members would be preclud-
ed by rules of procedure from put-
ting questions pertaining to its day 
to day adrniD;istration. If nationalia-
ed industries were a department of 
the Government. it would be different. 
We would have the constitutional 
right to put questlons, we would have 
the right to ventilate our grievances, 
we would also have the right to 
change their policy. Now, when you 
give them the special status of com-
panies and exemut them from the 
prov;'Sions of the Companies Act, as 
you are attempting to do, you will 
prevent even the minority share-

~ holders from expressing their views. 
Someone has pointed out that publi-
city is the greatest safeguard against 
the evils of the manllJPng agency 
system. Publicity, I say, is not PDly 
the ireatest safeiuard agLust the 
evils of the manqing aiency s s~ m  
it is also the greatest safeguard 
aia:onst the evils of nationa-
lised industry in our country. 
And I want this publidty to find rea-
sonable SCO De , I want it to be free. 
so that we might have a chance of 
knowing how our money is being 
spent, how our money is beiDi utilis-

d for the objective¥ that we have in 
iew_ 

There is a sub-clause whilch relates 
auditing by the Auditor-General 

public companies. Now, Sir this 
revision has been drawn UP. with 
reat care. But I should like to point 

out that I have one objection to the 
uditor-General being gioven so much 

ower to issue directions. The Audi-
or-General, after all, functions in 

limited environment. He bas ex-
rience of Government accounts, but 

e has little or no experience of 
trading accounts. Indeed, larRe por-

DS (If the Auditor-Genera!'s recent 
.report oertaining on the o ~ of 

".the Industrial Finance Corporation 

~ a  complete lack of apprec1atioJ: 
< • t how a business concern works, lack 
I· f appreciation of how 8. financial in-

2SO LSD.--4 

The Auditor-General should at but, 
have only o;rerall supervision. That 
would help us to run these conw-nies 
properly on sound commercial Unes. 

Next I pass OIl to a claUla whidl 
has seemed to flncl· sti"aDleJ..y enoUlh 
a place in the Companies Bill-I refer 
to . the claUla which deala with need 
for disclosinl secret reaervea. Now, 
Sir the phrase 'secr't n!IIeI'Ves' COIl-
jures up before the mind's eye man), 
illusions; the ver)' phrase. 'secret . ra-
serves' seems to bave led maD)" crit\Cs 
into thinking th!lt such. reserves : lire 
shady, that the), are beIni collected 
by manaiina qents for the purpose 
of swindlini companies, aod that the 
Ume bas come when it should be not 
0Illy made . public, but a180 revalued 
so as to iive a true pleture. But, what 
are secret reserves? The HOUR is 
entitled to have a full and compll!te 
account of what these reserves .re. 
These secret reserves spriDi fJ:om 
following the rules of accountiq A 
common method ot valuation III to 
assign the ioads either their orilinal 
market price or the orilinal cr_, 
whicMver is. lower. The major de-
fence of t.hi4s procedure is that It 
will never reault in over-valued ilnVI!l-
tories. For in,lance; in the Korean 
war if we had taken the market 
a ~  . as the basis of accounting all 

the ~ o s would have been over-
valued. This would have inftated the 
walth plsltioD of companies. There-
fore, it is beat to adopt a basis 
wblleh under-esUmatea the wealth 
poaitioD of a.COIIIPazi7. ,Bow is the 
wealth· position., 1Ig be. shown. to lbare-
holders? If· as is·1Misted b)' the 
joint select committee ID Schedule 
VI· we value stocks- at market price. 
this would· lead to an over-estimate of 
inventoriea and all o s a~~ ~ 
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,the wealth, and profit and loss pes'-
tion of a company. I want this House 
co consider the lI!erious implications 
of altering a well-known rule of ac-
counting p o~  I want this 
HOUle to /ionsider this question not 
from the point of view of suspicmn 
but from the ooint of view of legiti-
mate and sound accounting and thus 
beneftt the country. 

Finally. I would like to emphasise 
an upect-a commonsense aspect 0' 
thill lelllislation before I sit down 
Whoever perused this voluminous Bl 
must have been struck by the large 
powers lIIiven to Government to exer-
cise detailed supervision over com-
pany management. That company law 
reform 111 deSirable, no one denies. 
But what is the pul'jlOse of having de-
tAiled supervision and control? How 
will luch supervisibn affect the for-
mation of companies? How is such 
supervilion expected to be exercised'? 
The Reserve Bank, under the able 
stewardship of my hon. friend, the 
Finance Minister, when he was Gov-
emor of that bank" instituted a new 
SYlltem of control and supervisibn of 
the banks. But hon. Members know 
that there are in this country only 
380 ttl ·400 scheduled banks, and to 
supervise them the strength of the 
starr required lor such supervision is 
about 1500. The Reaistrar of Joint 
Stock Companies only last year in 
his report pointed out that there are 
29,000 companies. If we are to have 
detailed superviBion, according to 
the provisions of this Bill, we would 
have to employ a regular army 
of inquisitors. This would be 
obviously impossible. Therefore, what 
would happen II that the company 
law 'administration wiIIl work in 
spasms. Some report about a parti-
cular company win reach the Gov-
ernment, and thereafter an investi-
,ation will be started by the Govern-
ment. Many of the smaller business-
men would be almost everyday in-

i~in  some of these technical rules, 
for wblch they can be landed in 
eedIrus trouble if there is some slight 

friction between them and some dis-
contented shareholder or some other 
busy-body who feels aggrieved. What 
I am pointing out is that this will 
act as an inhibition on. the small man 
from forming a company. While the 
bigger industrialist can command pro-
per legal advice not only to keep 
straight according to the law but also 
to circumvent the provisions of the 
law, the small man would go to the 
..... all, and instead of making our in-
iustrial development bonl'll-based. as 
We are affirming everyday. what we 
would be doing by this company law 
legislation is to apply a new and 
grand contraceptilve to new industrial 
development; and it is in the back-
ward areas and on the smaller men 
that this contraceptive would have 
the largest effect. The hon. the 
Finance Minister said that tbJI 
measure has a strange destiny. I ven-
ture to think that within a year of 
this measure becoming law. the 
Fi'nance Minister and the Government 
will come forward to this House witr. 
lin amending measure; for the govern-
ment will realise by bitter experience 
and after having affected the develop-
ment of our economy that this mea-
sure is impractical, unworkable and 
is productive of jfreat harm to the 
small man and the regionally back-
ward area. 

Pandlt K. C. Sharma: I congratu-
late the hon. Finance Minister for 
bringing this comprehensiYe piece . of 
legislation. The reform of the Com-
pany Law took about nine years and 
various viewpoints have been taken 
into consideratilen and a workable 
piece of legislation has been brought 
forward. The fundamental questions 
before Parliament have been two, 
namely, the safeguarding of the in-
terests of the shareholders and creat-
ing confidence for investment and limit 
ing the powers of the managing 
agency. I am not one of those who 
wiIll not acknowledge the great ser-
vices that tbe managing agency sys-
tem has rendered. It has certainly 
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contributed to the growth of industry 

j and expansion of many new institu. 
tions of production and many Dew 
manufacturing concerns. That is all 
good. But from the talk of my friends 
from the industrial s:de I find a 
certain Jilek of appreciation; they do 
not undelStand. that these great insti· 
tutions, these great manufacturing 
concerns in almost all cases have been 
made possible on the sacrifice of the 
common man. What about the pro· 
tecticn, the big protection? Has any 
concern of considerable magnitude 
pros,Pered and o~ without the help 
of the protective duties? How much 
has the poor man, the ordinary citi. 
zens, paid for it? That is why the 
State comes in. The State comes in 
because the manufacturing concern, 
however, creditable it might be and 
however much mi'ght it be due to 
YO'Jr abilities and hard work, has 
been possible and has grown on the 
sacrifice of the people at large. 

Then, what is the base of these big 
business houses, of these big manu· 
facturing concerns? The base is the 
shareholder. Now, the shareholder 
goes to the background because the 
shareholder as such is not entitled to 
remove the managing agents. The 
only power given to him is under 
clause 337 for negligence and gross 
mismanagement. What about inetfl·· 
ciency? A di'rector who concerns 
himself with the management of a 
concern can be removed under clause 
283 in an ordinary meeting by an 
ordinary majority votiIUt. Why can't 
a managing agency be terminated like-
.-,ise, I fan to understand. There was 
a theory of the divine right of kings. 
The king was a king; nobody appoint-
ed him. During the long politiCal 
evolutionaTY process that system of 
king by the divine right coming to 
the thrcr.e has vanished. But the 
ting had many virtues on account of 
'lth past inheritance. on account of his 
tra:tiltions and on account of his 
p s ~na  equipment: the managinlt 
agent bas none. Yet he has occupied 
tbe Pl'sition of the divine right of 
kings. Certain people come fn and 
float a company. In six months they 

get themselves confirmed. In six 
months how many shareholders will 
there be? Then they are irremovable. 
With all respect to my fri'ends. it is 
something that cannot be put up With. 
and I am sorry to find that even this 
present legislation has made no pro. 
vision for the removal. of managing 
agents. 

Now, you say that the managing 
agency has done well. Yes. it hac; 
none well. Take it for granted But 
it has also done something which my 
in s ~ 1 friends are ashamed of. 
One of them,-a very rich man,_ays 
that no managing agency whatsoever 
is in a position to justify its actions 
and some of them are very disgrace-
ful. He is one of them. I do not find 
fault with tbem. They were tempted 
to do certain tbinis; but to say that 
everybody else was doing miSchief 11 
to say that the magistrate should Dot 
convict the thief for thieves are in 
large number. 

Dr. Krishnaswami: The magistrate 
will never be convicted. 

Pandit K. C. Sharma: Therefore, 
the magistrate should not convict him 
simPlY because there are ten olher 
thieves in the market. That is DO 
argument. My only painful observa-
tion is that at this hour no man 
should stand up and say "we did 
something which was wrong because 
others have done it." This is no justl. 
fication. With all respect, it doeil 
not sound well from the experienced 
and well.meaning gentlemen Iiotting ia 
the Parliament. 

Mr. Deputy-speaker: Let bygonea 
be bygones; let us see tor the future. 

Pandit K. C. Sharma: So, I mean to 
say that this law is a necessity an~ It 
IS a logical l'Onsequence of the thmR\l 
that preceded. It is not today. The 
idea was already in existence in 1936. 
It was already in op a ~n in 1951. 
More control wp.s necessaTY, not be-
cause managing agency as !ruch was 
something that must go down. They 
accept that the managing agency 
should remain: otherwise, they woulil 
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have abolished it in this Bill but 
that ,reater control is necessary: Why 
is it necessary? Because people mis·. 
behave, because the shareholder is 
comi'ng into the picture and because 
the common man is coming into the 
picture. Wheg. the Englishman was 
ruling here, the common man could 
not come up. Now, you go to any 
district or any toVo'Il and people will 
Eay "the District Magistrate does not 
do this"; "Tbat man does not do 
this"; "The Subordinate Magistrate 
m:'Sbehaves". He cries; he makes a 
demand. So does the shareholder. If 
it is true of the ordinary citizen in 
the street-to cry aloud and demand 
his share in the administration of 
the Government, to demand his share 
in shaping the well-being of the peo-
ple-it is equally true tPat the share-
holder should get the better of the 
managing agent. It is nothing wrong, 
nothing new. What is true in other 
spheres of life is equally true in the 
management of big business. So my 
point is that there should be a p~o i
sion i'n the Bill that like the Directors, 
the managing agency should be re-
moveable by the vote of the share-
holder, because it is accepted that 
the things are not what they should 
be Or are not acceptable. This being 
t,he case, ~  shareholder should eet a 
chance, the first opportunity, to de. 
dare whether this managing Iliency 
should remain or should get out. 
While I plead for this provision, I 
also plead that this clause 366 for com-
pensatooll by three years' remunera-
tion should go. Once a body of 
persor,s in charge of a big concern are 
found to be ineft\cient or not doing 
their job in the proper way, not satis-
fying the shareholders-their masters 
-they have no business to get any 
compensation. II a wrong-doer entitl-
p.d to any compensation whatsoever? 
There is no 10gi'C in it. It is not fair 
even. If people do not behave well, 
if they have not worked well, it is 
m tile people's interest and it is in 
me 1nterest of the business that they 
Inould '0 out. Nobody of share-

holders would keep such managing 
agency people. If they work well, it 
is in the interests of the s~ ss to 
keep them. They wiD certainly 
think that if their services are iood, 
they should be kept on. Why should 
they kick off good people? Therefore 
they should be removable by ordinar; 
vote as the director is, and secondly 
they should not be entitled to any 
compensation whatsoever. 

Acain as ShrJ Morarka and Shri 
Nathwani have said, I also emphasize 
that the appointment of diMCtors 
should be on the basis of proportional 
representation by single transferable 
vote. The argument i~ that it will 
break the homogeneity of the direc-
torate and they will not be allowed to 
work well. I was looking into a 
report in the U.S.A. In most ot the 
States this system is prevalent and the 
report says that it has done well. 
Now they say there was Nehru-
LiaQuat Ali a,reement and it di<1 
110t work well. There is a 
rule on application of ana-
loi)' in Logic. The analogy is appli-
cable only to the (ases in the ~am  

Cllte,Ory, that is of the same kind. 
Administration and profit-making are 
two different things. They differ in 
rate&lJries. Administration has cer-
tain ideologies, certain different i~
points, what jos good for the people, 
what is the objective for buildinl a 
new State, etc. A political party 
'uf'fers in its outlook. But no two 
persons differ in the ways of ma;Qng 
profits. They know full well where 
the profit is to be put., the more it 
is made the better it its. In India at 
least, business means profit nothing 
more. It may mean that their' chilrlren 
should be well fed and therefore it 
will be to the ,ood of the scciety. A 
,ood child is always an asset to the 
,;ociety, but it is a remote possibility. 
1"he immediate concem of every busi- . 
Iless in India has been profit-making 
Illd that is why so much troub!e hns 
uisen. It is no fault of yours. It is 
simply a tong tradition. If yOU want 
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to find out the truth go to any busi. 
ness I house. What would be the in. 
scription? Not the 'truth'; not the 
'light', but "Shri 'Labh' Shri 'Sukh· ... 
God give me profit. and God give me 
comfort. nothing else. Go to any busi. 
ness house. in that palatial build· 
ing you will see only this inscription. 
So. it is a long tradition that in n i~ 
business has always meant profit and 
even big manufacturing concems have 
not deviated from this principle. It is 
a sad case. In this modem age of 
industrialists, the businE!lls houses are 
likely to play their part which the 
great Rajput warriors played in the 
hiStory of this great country. Why? 
Because now it is a qUE!lltion of vote, 
how to catch the vote? With your 
money. Who constitute . democracy? 
The intelligent monied man will al-
ways be a powerful factor in any 
democratic set-up. Because he sup· 
plies the wherewithal to fight the 
election. He owns chains of DailY 
papers. He may be remote in the cor-
ner behind the curtain. But he shall 
always have an important say and he 
is the man to be convinced of the 
measures that the Government or 
Parliament is to take. But with the 
profit motive alone in the mind and 
in the heart. will any democracy suc-
ceed with this set of people? This is 
a fundamental questiOn. I do not 
worry whether the managing agent 
makes a few crores of rupees or a 
hundred crores of rupees. My only 
encern is that the present attitude 
that you should not change the law 
because there are thieves elsewhere is 
not correct. Do you mean to say that 
because other people misbehave you 
should not behave well? The busi-
ness classes-the richer classes--are 
always all over the world in a demo-
cratic set-up an important factor SO 
far as the administration of the j:oun-
try is concerned. You cannot escape 
the fact that in democracy you have 
to apptoach the common voter and in 
approaching the common man you 
have to find some money, because you 
cannot walk on foot. Then Industry 
i" an important factor in raising the 
standard of life. With this mJDd 
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and character. it would be impossible 
to have any SOUlld, administraUon 
whatsoever. This is my painfUl obse!'-
vation-not that you have got lot of 
money, not that you do not have it. 
All the money in your J)OC.k.et will 
come in the market, What does it 
matter? Instead of one car. one man 
may have 10 cars. It is· somewhere 
and some people have it in some way 
or the other. It does not lnatter 
much, but what matters is the wind 
and character I say that the empha. 
sis from the managing agency must 
pass on to the share-holder and, there-
fore, the elections of the directors 
must be on the basits of proportional 
representation by si~  transferable 
vote. I submit lIIain that ~ is 
nothing strange in it. There is no 
force in the argument that it will not 
work well. I have. heard very care-
fully MI'. Bansal's speech. I say the 
fears are without any foundation. It 
will work well and it will gi've satis-
faction to all sections of the share-
holders. 

Then, Sir, again my one observation 
is that all companies operating in In-
dia should have on their directorates 
smoe nationals of India. In support 
of this argument. I am reading lrom 
the Company Law Committtee's Rto-
port. Here is a provision from the 
General Corporation Law in the 
States of New York: 

It provides: 

"The Business of the Corpora-
tion shall be managed by its Board 
of Directors, all of whom shall be 
of full age and at least one of 

whom shall be a citizen of the 
United State. ... 

Again, there is a provision iort the 
Swiss legislation, wbit:h says: 

"The sole director of the com-
pany. and if there are more, the 
majority of diPectorll must be of 
Swiss nationality and domicile. 
For holding companies. if the 
main purpose is investment .Jut-
side Switzerland, Government may 
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grant exemption from this require-
ment. Violation of the law may 
give cause for judical dissolution." 

1 do not think it requi'res any argu-
ment. It is a general sentiment of 
our people that whoever oper-ates in 
India must have some Indian on the 
management, so that the country's in-
terest may be safeguarded. There 
might be difficult times where even 
the security and the important interest 
of the country are to be looked after 
and if our national its there, it would 
be much more to the benefit of the 
country. 

Having done this, I pass on to cer-
tain provisions to which my friends 

have taken objection. This is about 
the 11 % of overall managerial remu-
neration. 'It fa true that competent 
people should get on the directorate 
and, fOr the mere sake of remunera-
tion, the interest of the industries .... 

5 P.M. 

Mr. Depub'-S-peaker: The hon. Mem-
ber is proceeding on a new topic. I 
think he can resume his llpeech to-
morrow. The House will meet again 
at 11 O'clock tomorrow. 

The Lok Sabha then ad;ouned till 
Eleven of the Clock on Wednesday, 
the 17th August, 1955. 




