
2193 Motion re Investment 29 NOVEMBER 1958
PoliClJ of Life Insur-
ance Corporation

[Shri Morarji Desai]
that when the next report of the LIC
is presented to this hon. House, all
those facts and figures will be given,
so that the House will have full in-
formation about it and suggestions
can be made in the light of those
figures which provide that informa-
tion.

I do not think I should take longer
time in this matter, except to reply to
one question raised by Shri Mahanty
about surplus funds. The actual
evaluation has not yet been made and
therefore, the occasion for giving a
direction has not yet arisen. But
under the provisions of the first Act
of 1938, the former companies were
entitled or they were allowed to re-
lain out of the surplus funds a maxi-
mum of 7~ per cent as profits. But
Government, as the main shareholder,
reserves to itself only 5 per cent of
the surplus funds. There were thirty
companies which had become insol-
vent, but Government decided to pay
the policyholders their money as their
policic became due. This am.ounts
to about Rs. 70 lakhs. This also will
come out of that 5 per cent. So an
indication may be taken from this
fact as to how the surplus funds are
going to be utilised. I cannot say
anything beyond that at this stage.

I hope I have clarified the points
raised by several hon. Members as
far as I can deal with them.

Shri Bimal Ghose: I want one clari-
fication. In regard to mortgages, the
hon. Deputy Minister said that the
past experience has been bad and
therefore, we are not going into that.

Shri Morarji Desai: There is no
permanent policy of negation with the
LIC. As soon as they are able to
hold together, I think they will ad-
vance money. I do not see why they
should not do H.

15 hI'S.

Shri Mahanty: What is meant by
"any other investment"?
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Shri Morarji Desai: "Other invest-
mer.t" means investments other than
in "approved secur-ities", tha; is to
say, investments which are not
covered, so far as they are safe. That
is to say, those companies which do
not satisfy some of the conditions.
Some Government companies or other
companies may not satisfy the condi-
tions, though they are sound invest-
ments. ..I

Shri S. A. Danger May we know
something about Jessops and BIe?

8hri Morarji Desai: My hon. friend
was not here when this has beP'I1done.
111ere[01'(" he seems to have lost sight
of it. Otherwise, he would. have
known that a board of management.
has already been appointed ~y Gov-
ernment for .Iessops, and the old
management has been removed.
Therefore the purpose has bf:€'n scrv-
cd. The same thing has bU."l done
about Richarri-on o!!d Cruddas

Shri S. A. Dange: What about the
buying of the assets of Jessops?

Shri Morarji Desai: Why does he
want the Government to spend all
the money when it is not necessary
to do so? Is he only mterested in
seeing that the Government goes
bankrupt?

Shri S. A. Dange: I want it so that
the profits go to the State.

DISCUSSION RE: REPORT ON THE
WORKING AND ADMINISTRATION

OF COMPANIES ACT

M.r. Chairman: The House will now
take up the motion by Shri Ram Kri-
shan and others relating to the Report
on the working and administration of
the Companies Act.

--
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: I beg to move

“That the Annual Report on the 
working and administration of the 
Companies Act, 1956 for the year 
ended 31st March, 1957, laid on 
the Table of the House on the 31st 
March. 1958, be taken into con-
sideration.”

? n m frr v?. fW £  tfr  z t t ’t  % 

<tt r>sft »if t, T*rft
f» "Wffa %% fWt? %
sfa sR  % ;Tnjr  * * fr * i *pt 

? 5 *3 #  3PT >?T? vr w  W>TF( *FT 
y tfrrsT #  »Tf n'T ** *T W
?r̂ r «rr 7*tt fa n ? Trj*r w

r̂rfir'- fa<n *tot £ i

“That the law should provide 
for the fullest possible disclosure 
in prospectus or statement in lieu 
>of prospectus issued;

That company accounts should 
be prepared in such a way as to 
disclose facts which are material 
to the full understanding of the 
manner in which companies are 
.worked;

That the provision for investi-
gation into the affairs of the 
company should be so designed as 
to enable the appropriate autho-
rity to intervene in its affairs.."

^rrr & fa s*  v* ****  # 
<pgt ?TP vtw w  ft? 5 i * *  A w  frr'tt

^RTTff A IT? ^  T|niT
fa  fapT envmT *T
i l f  >rar fa*iT w  «rr, ^
mrere *  f a w  ®»n?T w w  ?taT 
w rff#  «rr, s *  vm *n w  ^  y ?  n ew  % 

in* *  *t * *  foftc t o  $ t o  
i fr l*  *TOBjpnTr%»iTn*iT fc t 

3 7  fcrti-% «?r
W 'd  :

piffiutfpn re

“In course of the adiy nistraltion of 
the sections dealing with investigation, 
the following difficulties were experi-
enced:

(a) it was found difficult to get
suitable persons for appointment as 
inspectors.........

(b) where the officers of the 
company or its managing agents 
deliberately withheld from the in-
spector, on one pretext or another, 
relevant books of accounts or dec-
lined to appear before him and to 
give evidence the new act provided 
no power to compel the offenders
to do so__  All that the inspectors
could do was to file complaint to 
punish the offenders as if they 
were guilty of contempt of court. 
The delays involved in attendant 
litigation has helped the parties 
concerned to stave off compliance 
with inspector’s requirments;

(c) in view of these delays, there
was the possibility of destruction or 
removal of records by companies 
under investigation..........”

?*T OT jf t  ’T7' foPP fa^TT 

f. ■ĝ rapr *PT*ni £ fa 
ara fajfr % .jp- *  sre irrtt f,
V«r*T if1 * £ r  ^f?sp5T %

z'vft Ir i f i r  fp r* if t^ T  it^h- % frs?r

SFTT 5*Mfe«T5I!T 5T̂  fft XW
$ spraft srrf*raT £ f^r% fa 

?rs ^ q # f^ r$ n r ift  <

n̂PTRr ^>r#*r
t  ^  % qw *?lf

q m  fa ftp #  i f r t  #
«renft % ^  w  1 w
^ p r ifr  «p p w r t  ^ r.fa iiT

a»r?iT % 1 fafiwj ?=r
jq  A *1?  firw  ^u-fa  ** m fefi 
jpft j t  w ,% fw? far 5Htt 
4F&1 Hf*TT mfa

I P  m
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1 ** rfa^« i? t f r o m  w r m  

fa3*ft 1 g^T?mr ^ r f trq T J T  ^  ?*tst 
?ft fw 5 r  irrw *rnrr w r r  $ 1 
i f t  fr«r# *  *nrf ° €t° % ^ rq  *t 
tr?p f5pf̂ r f( fsrcrqfr fa fa ?^  wot

# I 3H sp̂ T-TV % A FT 
fa**r «Pt f a r r m  * t  *rt f a  ?»fa ^?rr- 
fc-Hit* 5'T'rfeTRPT StJ  ̂Vt 3TPT I *T VnA 
qftfsrsr «»><h % «d4̂ < ?ft mvj»r *fift

*m  fa 5̂  j n w  fa*r *rc?̂ r qr f.
gW Tf a  fSPFRW  % 5T^T sr?T tftfo P T  

nfvPT5H & *J*t<’i«T s«M 1 <«r*IT^jT'TT,  
dHwtfte  anTT? *?t ^ T T  xftK f*ft
f a R  *?t »ft «ft I ?*rfVnr v[
IBtfhr r̂t
^ t t  % farr nf «frrr
*§?T »WT nvn v i  ?ft T f t  tT*
^  W lfa  5ft J # J T O  ^  ffffit %
*ptt m  «n *r 'jrt *nft f>ft £ 'ft

?̂tf 'RT̂ RT *tii srfafr -J>PT sTf?*TR 
if̂ TT f. I

fm ft 9TFT aft J*T % ?HFT tfprft
STT frv fx rfiT ^ H  % stnrTTT'TTf^rTR %

m  ¥ t  t  -?*& i f ? w  yfrw *fr?r *t t

?*T% ? fT  H fnFPT ?TTfa*R 
^ 7 7  far to  # *ftr ?;fa ffj r̂ Tf^PT 
*ni>Tf faq JTT  ̂ I ** *PTFT *  Tfarenr 
#  frr?T5 ?*T VHT ^ r  577 ’TTH % falT 
TTlft HITt £ I

IV lf «T,r sf̂ pprT % VFST
3?rr?T? «ftT m  ^  tt* t  ̂ f?r 

w  t s t  |  1 fnfHTT i t  f»r ?fTrT « r  ^ rk  
<j»n f«F rt*t ?r?Tt % ftrti ami fa  
V*qrfNr ^ t  cTRre !51JKT *T 
9HP?r fwtr v t  nrer?
3HPT WfT  ̂ 3TW tTlffi VPT ^Wf

%ttT 33 %  *TPT f̂t T f3 l?fP T  ?TPTT? >ft

WT| 3TT«T mf«P «TT «FTqr ? n f)T ^ ^
« f t T T f W  xmrnft k ft ?r% 1

f*nn5r % «ftr «tt vm  ẑarnrsr 
fnmr ^ f ^ r f  vt r̂nr ?rt w«t ^r*r 
fa faypft «f»lT̂  %frr ***i #  f
^rn ft^sn rff^ ?r^t?9rfa!T '<far^ r̂  
^ ft  5TT3T5 %  f a i r  J ? W  |  I ? fT f« n r  ^

?>i Jim qr *ti?t fftr »r sftr »̂rr fa  fa?r 
% *f ?jt vvtpfhr *̂rrar 

?> T^t f  Tfa?jfR tfrr 
T̂Ĵ T ^t fii<;|? Mali T̂*I I

fft^rO ^Rf 3ft A «rf?T ^ f t  »TWTT 
g f 3TT*Pt fa  W ?T3*r % »TT*R T9RT
^T?frr f  r̂w qw t  fa 5rar ?r jt?  ̂  ^rr t
5t*T % 1FZT 5T? 7 ? * ft spft £  t f l r  q ?

§f*fr T?t t  fa f̂t
M*rr? v^fh?r # ’f^ frw
^ ir* W* f^TT 3TR 1 f»t fnft# # ift ?»T 
9 T H  5TT f a m  i m  ^  ? f t r  » n s  9 3 <TT 

SRT W  ^ :

“ 227 p u b l ic  c o m p a n ie s  w e r e  r e -
p o r te d  to  h a v e  c o n v e r t e d  th e m -
selves in to  p r iv a te  c o m p a n ie s  i n  
o r d e r  t o  e s c a p e  f r o m  s o m e  o f  th e  
r e s t r ic t iv e  p r o v is io n s  o f  th e  A c t .”

A  ?*T 3 FT % fan; *TPT TZ  

3f> ^rn fa ^  HW, eztr %?TT 
=5nfar I TTR^aR- fr^T fafj=R  ̂ A >ft 
itr H w t  TT 3RT?r ?̂r f  IT f  *T ?T?T
spt «tt?t f??T <ftr v ?t «tt fa  r̂rarf
«nif5TT aft fa  JTnjfJ v «p fW
#  %ar tit T jft 5 •3?ppt (fT5T? ^ f?r 5JJTCT

Tift t, %* y tqfinft yt srr^y?
A =9R «TT̂  TT | fa
rrnm? ^rn r?  qr art itt^ w k  gmm 
<rr f, amr 1 %m «rrq ^rr
w  % ^rrr ^  ?ft w frr'^ra:



OTTO Vg *ft i tt W T T fc fa  3. 3?TC f J Z  «GT ^ t ? T
STT?#? T tq r fh r  T T  t f t  *PTT fo f  StT? I ? R T  I
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5pr 3fr 4 fa*rfa% 
A SFSRT T̂̂ TT j? fa n?. Tf7 % fa f  *T 
Vf*Z % TSrfsR: f^Tsfpr
* t  rTnrr»T?fiT fs^T 7, I

*flT 3«fa asrr jft SliR
t  ̂ $ftft i ^  A jtwtt
g  ? ? f a t  «PT 5T*ft VR&K « r f a  
fa * ft 'rf'sTO  *FW  % fo rr ?rt/flf * t  

% fatr trtft r̂qsfr <̂5TPfr
3TR fispfWT STfar «Tfs5f*F ^UT % fatr 
*nr ft 1 «rn^fr % 3?R apr? ?*T 
faFT *T frft^fBR ^  fftT T̂%tx |
4  ?*T % QJi if 'Tf+H'

^RT ^Tf̂ T fsp ^  ^
W ?  A TTfTT 5ft ̂  ftcTT f a  3fcT *ft

V**pfhr STR JTT*T 5TT % rT T̂ *TT 
srrft | <t Nr  jĵ Tgsr ^rfipfsr 

3ft ^TTR *V *f f. T f̂at ^  V
strnr f. i rfr ?RfrnT A  ^  snfpr
^»TT fa *mr fafr *»R t T̂ inW JB 
5T '51W *ft d*H faij ^TT 3rp̂  1WM 
*THt ÎIV. w | ^Tf 3rr̂ r nsnlH % 
?rifT n;*fT *nf * 3t 3ir i

£*r* A  srg; ^ r r  ^ fa snrc
rriih^PT f t  >fr arm fft 3?T W T  % 
Tf^srnt 'T7 sfri ?rrr
«n: w? ^r ^  ^ rt  i 
?mr ^  ?  fa g*r
f»T f5H? T̂T | fa a*TO STfa?
pfnft vht| % fair «rf«5Rf <W ^r- 

fan? w w  5T»rT i fft A ^ r  
tnTflrrr fa ;3?fa ft?  ^t, *rT«H*t> t t  
lift *wl »r ^t i *r ^ripr 
fa :

\ . Sft «ft 3TTT
m vittit*r fa^rr ^  wvt t t v w  Wk

9HT *T Tt 5ft*T ^IW com pany 

1956 5? ^ft ^IfcTT

$ *pfffa ^T ^R: % «P?T 5f5T ?t 
"FTP** | f^RVT8mcnd ̂ 7% ̂ T 5TFTcT t

«rt flnraai : (farrsrm?) : 
» r t ^  t  i

M r . C h a ir m a n : T h e  b e l l  is  b e in g  
r u n g ------

N o w , th e r e  is  q u o r u m . T h e  h o n . 
M e m b e r , S h r i R a m  K r is h a n  m a y  c o n -
tin u e .

t ts t  * * » ? :  ^nrrrfir 1 sfr A 
^  ^  r f r  «tt fa  rfraft *r ft ^anffa 
5?r f?Frft# if ^ fa jt  ̂>fl ^nfa 
jfrfetf #  ?mfr frtt fa ?|̂ r wt .̂wpft̂ r
^ 5TCR fa<ffl5Jff ^TT 7^  5rm | I
z t  w e t x tr* fa*fr % ^ n r  
|  *nfa«P  ^ h t t  f l t r  *ri 1 1 vt
5T îfi *?T « < H  *4(*i ^ft< q r  snpTtT

t  f̂t ^ wTt5? sp w  fa
f* r  ^ft ^  i » r  % w ?  fa ? n  ^

rfTt«P r r  fan=r «Pt ^  *r ft  *r£ 1 
A  fft Jfij t o  fa aft

? r c fa  % Sf«PT ^  3TT# 5 ^RT ^  5TfcT 

* F r w :  %  qr*r t r t  ? H t  ^ n fftr  ?rrfa  

^  o t  ^ p i  >ft cpr
TT I

5*fa w  fa A if « m  fa^  
fa q r ?r3TT spt f^RT <F ^  ^  ^  ^  

^ f i R  T t  ^ T T  T^TT I 4

•3R 5TRR «Ft f R H  ^T « T R  fa T R T  

^T^TT ^  I « f 'J i+ ^  ^ T W fa fe m

Azx <pt » ft ?m ^ t  s m n r  m * t  f  •

s* r fa ^  p  w  ^  >ft ^ t  

vi ^  # s r  qOTT m f a  s s r  i w r r  

%  f5ft»  ^  ^  fa R T  wtr t *
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ftpffpw | *rr ippHf* v f  Sr 
ftwrwr | VffrlTf f T  is v tft 11 
W  *  *ft JTfSr 3*n<T «̂Tft5T 1 1

$ o tpt  ^  ft*
*jt «rfwrp R rfW  vurfjv *rr 
I*ntr ^tt f t  1
ffffwpr *t >rr?ft % wrwr *t^pp 
firftfor £, ftr* % «mr 3  *rr 
*nc*rm t  «fk ■jit *re*rw *t snrtsztf 

w fo  & wrraT f»rar$?F f  1 
*r*ft w  A  ftr* *fT fr
fira srft% It 43r *t *rrc
^rwnra tffo: wt^r %
i i y ^ g  ftw rT  * m  |  « f t r

A  $■ Jf̂ r, A  *?t
% f^tr *ftr t̂ftrer

3TRft 1

?<T W  WIcft §t{ ^  Tt|
st ^rr m ter <wwx v fem x  ^ r r  
»t* » tt, f^ rer ^  ^  v * q f t j f l r  « rc  5 * r r c r  

'jtr trf̂ ppn: ff 1 
< r v  f t r c r c T  ? ? r r  s *  v w r f i w f  3  t *t w t  
%  *PTT 'W ^T Sjft IRTRTT gmwr 5fT 
*ftr *rft o t  *t «ft rw*r &m 

^fr#fo^^mtfr*^t'*THC^ifft 
^rf r̂ *r£ <bts* star '9IT5T % fm  A \ 
imrFft *t t o t  s*r | * w  
f ^ ^ ^ ? i c r « w 5 f k q T T ? ^ r g i

*RT A  A  ?T <far cTSTEfVif fRtf % 
*rm •tot ^  w
rn fz % ?r r̂ ^  ^  tot? T<snft ^rfî r, 
fjRT %■ ?*r ^  W  «P»fhJT5T 1J*RT *FT 
m , ^  i f f  T W T J f r j  STTT

*rm  v ? : f * p  im-xm
^«TRCT «WT *TT * f f T  W t  f * R R T

fWT 1 
254 (Ai) LSD—7.

? !# ^»N r fW T ff  VfhPT % 
^ptfc»w? A  v?*rr ^rr îT j[ fit
**farc ^  m s  ?rf?r « r t  
V^RR^ l^RTRrty VT# 
f̂ pm w  1 1 w  A  vra5V ?m  5t»it i 
*r? ^srrftw $ m  fv v $
«r*rffc snt t  v p tix  * r arm,
«m  w  ft** m t^T ff, eft

TT̂ rpqrCt v k  ^  1 vrS5V 
?T 5*TRT *T?i? f̂ TH’ft sftr ’5RN€tWir 
W #  # %T srff 5fipft 1

^  s& zi % m * A  f^ K . irft̂ r 
rr f*P ^r ??r f̂r ?q#? 

% far: ^  w -tt ^rnft Trf^r, tfr ft?
' f̂ TR- ir^r rz  5>^ro f w c  ^

*mr*r ^  fF ffrro 3ft j pt c r  nr, pr 
5̂T A  *nf vff TW T7 fir, ĝ r A  

wr tot tz  »rf t. ^nftj ^r
p  mx % &  5wt ^  ^’nr spr m , 
ITT 5̂ r A  5THW- TT fm  ^  qfs5(̂
’VBpfrsr T* ^TTO ^ T  ®P|>W r| I 

ycr firr«ny | ft; ^rr ^  % %*nrr 
TT WrTT ?fk M<44i VPT^ft 

’FT 3ft «^qH ^  ft ^RTT 
t  »

Jlft *T? A t TPT t  ft? 3fT ftst# 
^ r  *rf |, vrfisftfinr 1 1 
W  A  HX^-!(V9 Tt 3ft %f55Rr tr̂ tffqft 
%■ f̂ pr Jj^tr ftrtr ^T |( -&1 ^  ^T5T
^ t  t  I f ^  A  wqfa- r̂iKJiT ftr 
Pnts »ft ^ rfnr|RT«i ft?ft T̂f̂ c[, mfv 
T̂3W ^  SRIT.5T»T 3FTn ftf ^ T  ̂  r 

vnrftrat f. ft?fr ftffr *«rfTOt % ftrarrs 
mwtrct ft T^t ^  ^m rC t ftsir 
^3T v k  | ^t ^cr % fas
*TPT 5RTT VT̂ TT «T?nT 1

Mr. Chainun: Motion moved:
“That the Annual Report on the 

working and administration of the
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Companies Act, 1956 for the year 
ended 31st March, 1957 laid on 
the Table of the House on the 
31st March, 19S8, be taken into 
consideration.”
Shri Bimal Gfcoae (Barrackpore): It 

is a matter of some satisfaction that 
the report which we are discussing 
gives us much valuable information, 
which phenomenon, I concede, is in-
dicative of the fact that the company 
law administration is working some-
what better than it was doing before 
1956. 1 am aware that it is not say-
ing much because before 1956 the 
company law administration was not 
only lax, but more or less absent, and 
I am also conscious that much yet re-
mains to be done

I want first to draw your attention 
to a few observations m this report, 
and then make a few suggestions 

In Chapter II in regard to the re-
gistration of new companies, it is 
stated that the fall in registration is 
due to certain factors, and the report 
expects that the tendency will again 
be for more registrations later on. I 
do not understand the underlying im-
plication of that observation, becausr 
I believe one of the purposes of the 
new Companies Act was to prevent 
the growth of mushroom companies 
and we should have expected that the 
registrations would decline) and it is 
not a bad thmg that there should be 
a decline in new registrations as such 
Moreover, there has been a complaint 
in some quarters that there has been 
less private capital forthcoming in 
the private sector, and that it is due 
to the rigours of the Companies Act 
But that also is not, to my mmd, a 
very relevant criticism, because the 
capital that was required either for 
the private or the public sector was 
provided for m the Plan, and if less 
was provided for the private sector 
compared to earlier years, there would 
be less capital raised. The question 
is whether the capital that was need-
ed in the private sector was coming 
forward, and if not, what are the 
reasons? Is it the new Companies

Companies Act

Act or other taxation measures that 
have been responsible for the new 
capital not forthcoming to the extent 
that it was doing previously?

I should also like to refer you to 
certain other defects in company 
administration that are pointed out in 
the report, namely, a tendency of 
public companies to convert them-
selves into private companies, or of 
managing agents into sole selling 
agents. It is stated in the report that 
this development is being watched. 
About ten months have gone by. I 
should like to know what has been 
the result of such investigation, and 
’whettret any action & ttsntunptated

There is also reference to untenable 
practices in respect of mter-company 
investment. I should like to know 
what the position now is and whether 
Government propose to extend the 
scope of control now exercised only 
m regard to inter-company invest-
ments under same managements to 
investments by one company in any 
other company

Then there is also a reference to 
difficulties encountered in regard to 
the conduct of investigations into the 
affairs of companies What is the 
Government’s proposal to overcome 
those difficulties?

Although we enacted a very elabo-
rate Companies Act m 1956, I believe 
it has to be conceded that it does not 
appear, compared to the position 
prior to 1956, either to have improved 
substantially the quality of manage-
ment or the consciousness of share-
holders about their rights. I want 
to say a few things on both. First, I 
shall take up the question of share-
holders’ consciousness That share-
holders evince very little interest in 
the companies whose shareholders they 
are is borne out by the fact that spe-
cial resolutions are passed without 
any difficulty. As a matter of fact, a 
reference is made to that phenomenon
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“The ease with which such re-
solutions are reported to be pas-
sed and the comparatively few 
cases m which such resolutions 
have been thrown out are a point-
er not so much to the confidence 
m company managements in 
general as to the need for better 
awareness of their rights and 
responsibilities by shareholders”

In this situation, I have a few sug-
gestions to make as to what is to be 
done

I should like the hon Minister to 
consider whether this elaborate pro-
vision in regard to special resolutions, 
particularly, in regard to over-aged 
company directors and appointment 
of relations, is still necessary, and 
whether that purpose might not be 
served by an advertisement in a 
newspaper, with the added proviso 
that if a certain percentage of the 
shareholders, let us say, two per 
cent or five per cent, should take an 
objection then a special resolution 
will have to be passed For, this pro-
vision creates a lot of difficulties and 
expense for companies I would like 
the hon Min rter to consider whether 
it is worth while having this provi-
sion even now

The second question is how to make 
the shareholders more conscious of 
their responsibilities One solution 
would be to sponsor shareholders' 
associations in all areas which are 
industrially important I do not know 
what Government can do about it Of 
course. I am sure they would be will-
ing, and they would give all assistance 
But if they can do something to help 
sponsoi these associations, that would 
be a welcome thing I know that it 
maj also have a bad effect, because, 
sometimes, the shareholders' associa-
tions may intimidate private com-
panies, as we know some not-well- 
conducted trade unions sometimes inti-
midate their employers In the same

The third suggestion 1 woluld like to 
make is that Government may consider 
the appointment of an officer at the 
office of every registrar, wherever 
there is a registrar of companies, who 
will be like a public relations officer,
< nd v. host duty it would be to give 
service to the shareholders Most of 
the shareholders are now ignorant of 
their rights Take, for instance, the 
case of the rebate of income-tax Many 
shareholders are entitled to it, because 
the income-tax wh ch a company pays 
ts at a higher rate, but that rebate U 
not taken advantage of by them 
because the> do not know the rules; 
and of course, Government gain But 
still it is the shareholders' dues, and if 
there were somebody who could edu-
cate them and tell them what to do, I 
believe they would be benefited Of 
course, if such a public relations officer 
were appointed, it should be advertis-
ed widely, and the functons he could 
perform should also be advertised

When wc come to the question of 
managements it is agreed that what is 
necessary is a continuous watch on 
management A post-mortem, and that 
too \ery overdue post-mortem is . 
often useless What this Company 
Law Administration is doing is m the 
nature of what the Publ c Accounts 
Committee does and that is not very 
helpful We have always to keep a 
continuous watch on the companies, I 
believe it is necessary not only that 
there should be an adequate orgarusa- 
*)on for that, but also that the organi-
sation which will be keeping that 
watch should have charge of all 
agencies dealing with the corporate 
sector as such That is a very 
important matter

When the Companies Bill was under 
discussion, there was a lot of contro-
versy as to what sort of administrative 
machinery should be set up for over-
seeing the working of the companies. 
There was a proposal for the setting
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{.Shri Binal Ghose] 
up of a statutory organisation. There 
was also an alternative proposal for a 
department to be in charge of that 
administration. For reasons which 
were explained by the then Finance 
Minister, the second alternative was 
accepted but he had given an assurance 
that company management and all 
related subjects would be dealt with by 
that department, whatever the depart-
ment might be; call it the Department 
of Company Law Administration or 
call it the Economic Affairs Depart-
ment, that is immaterial, again, it may 
be attached to the Finance Ministry or 
to the Commerce and Industry Minis-
try, that is also immaterial What is 
necessary is that all the agencies deal-
ing with companies should be brought 
together under one control. The assur-
ance which the then Finance Minister 
had given was in the following words'

“The responsibility of this 
Department, namely the Company 
Law Administration will include 
not only the administration of the 
Companies Act but also such other 
institutions as are closely connect-
ed with the operations of the com-
panies as far as stock exchanges, 
financial corporations, capital 
issue control etc are concerned.”

When the Department of Company 
Law Administration was started, I 
believe most of these institutions were 
under the control of that department. 
Since then, many of them like stock 
exchanges, financial corporations, capi-
tal issue control etc. have been taken 
out of its scope of activitie-* I do not 
understand why, because the procedure 
lhat we had established was a whole-
some one, and that obtains also in 
foreign countries, whether in Great 
Britain or in U S A In U S A there 
is a statutory body; m Great Britain 
it is an administrative department; but 
whether it is a statutory body or an 
administrate department, the prin-
ciple is accepted that it is desirable 
that the department concerned should 
deal with all the agencies that have 
anything to do with the corporate 
sector

It has become very important today 
because we are pursuing a particular 
economic and social policy. Whether 
that policy is being fully implemented 
should be looked into by some cen-
tralised agency. Company manage-
ment has become so important that it 
is not merely a question of share-
holders today but it is a question of 
the utilisation of our scarce resources. 
Then, it is a question of assuring suit-
able conditions of work and adequate 
scope of employment to the labourers. 
So, it also impinges on the question at 
employment

Let us take this case For example, 
so many textile mills have closed 
down And why are they closing 
down9 Can there be no agency to see 
in tune why they are closing down? 
Some may be in financial difficulties, 
but many closures probably are due to 
management defects But the manage-
ment defects are detected long after 
the closures take place But if we 
had an institution which could oversee 
all the time how the managements are 
functioning, then I believe that not 
onl> can we save much in the way 
of our industries but it will also have 
a good effect on the employment prob-
lem I believe that the question of 
law and order in company manage-
ment today is as important as it was 
considered to be by the old British 
Government in the political sphere. 
The question of economic development 
is supreme today Therefore, I feel 
very strongly on this point, and I 
would like to know what the attitude 
of not only the Minister but of Gov-
ernment 15 to this matter, because so 
many departments are dealing with 
companies. Now, some are carrying on 
investigations through other depart-
ments Of course, the Commerce and 
Industry Ministry also carries on inves-
tigations, as for example, under the 
Industries (Development and Regula-
tion) Act. I do not know whether that 
is also done through the Department of 
Company Law Administration If not, 
there should be a liaison between the
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agencies carrying on such investiga-
tions because unless all information 
about companies is pooled together in 
one particular place, I do not think 
we shall have a good control over 
companies and be able to rectify 
defects in management and assure 
good management, that is necessary in 
order to implement the Plan that we 
have taken in hand, and also to assure 
the success of the social and economic 
policy that we have in view There-
fore, I think, that this matter deserves 
very great attention, namely, that not 
only all agencies should be brought 
together but there should be a conti-
guous watch

In this connection, I would quote 
from the observations of the Company 
Law Committee which explained the 
necessity for continuous watch It says

“The law can only provide 
against abuses which have already 
appeared and are widespread The 
law which is appropriate to one 
set of circumstances becomes out 
of date when those circumstances 
change It is not beyond the wit 
of man to circumvent the law 
The weary task of reform must 
begin from where it has ended It 
is only an appropriate organisation 
whose function is to maintain a 
close watch over the working of 
joint stock companies that can 
oversee the operations of the 
Companies Act and can keep track 
of new tendencies and develop-
ments and recommend suitable 
changes in the existing law either 
to nip the growing evils m the bud 
or to remove hampering restric-
tions "

I ask the hon Ministei as to whether 
they have this organisation today If 
they have not, do they consider it 
necessary to build up such an organi-
sation, and if so, whether they will do 
something soon7 Because so many 
companies are closing down today on 
account of bad management, I believe 
fhe defects could be dealt with pi ope r- 
ly if these cases were taken up in

and Administration of 
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time, which would meafi that there 
would not be so much waste of capital 
nor unemployment which closures 
occasion

Therefore I would again draw the 
attention of the Minister to this 
important problem and give his serious 
thought to it

Shri Naray&nankutty Menos
(Mukandapuram) Normally in a dis-
cussion of this kind only the subject- 
matter of the Report is discussed— 
shortcomings of the Report and also 
Qjestaux aspect* highlighted m. ttw 
Report But I submit that in this case 
the whole subject-matter of the 
Report is so important and it is so inter-
linked with the entire company law 
m general that the discussion cannot 
strictly be confined to those points 
raised m the Report and those happen-
ings during the year the company law 
administration was functioning

Going back to the past history of the 
Companies Act itself, after a long and 
protracted debate covering almost 55 
hours, this House passed the Indian 
Companies Act You will find from the 
trend of the discussions during the 
debate the anxiety of this House was 
not to have certain technical provi-
sions incorporated here and there, but 
the unanimous opinion of the House 
was that the maladies which existed 
prior to 1956 should at least be partial-
ly controlled or to an extent put an 
end to After the Act came into force 
after that organisation which was the 
custodian and watchdog according to 
the words of the then Finance M'rns- 
tef. administered the company law for 
a year, this is the first opportunity the 
House has to test the real effects of the 
meritorious provisions of the Act which 
from all parts of the House were the 
subject of criticism Assurances after 
assurances were given bv the then 
Finance Minister that according to his 
convictions and according to Govern-
ment’s opinion, the provisions incorpo-
rated in the Bill at that tune were suffi-
cient to put a check on the maladies
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existing in the administration of com-
panies throughout India at that time. 
Further it was emphasised that in 
order that the overall policy of Gov-
ernment and Parliament be implement-
ed, in order that there should be a 
check on the activities of private capi-
tal, in order that there should be a 
certain formulation in investment and 
also in the way in which private capital 
functioned in this country, the Com-
panies Act would be a weapon in the 
hands of Government. In the light of 
these assurances and laudable objec-
tives of the Act, the House should, 
when we are considering the first 
Report of the Company Law Admin-
istration, review the whole aspect and 
see how far those promises and objec-
tives have come to successful fruition.

The primary principle when amend-
ing the Indian Companies Act com-
prehensively was first of all, to con-
form the functioning of these com-
panies to the declared policy of Par-
liament the oft-repeated and sometimes 
too much repeated socialist pattern of 
society. It is not possible for any gov-
ernment or society to leave such a 
large chunk of capital which plays an 
important part in the formulation of 
economic policies in the country to a 
certain state of anarchic affairs in the 
hands of private capital which has goi 
nothing to do with the Plan. There-
fore, in the interest of the State itself, 
in the interest of the successful work-
ing of the Plan itself, there should be 
a certain amount of civilised and 
democratic control over private capital 
in this country.

The second objective was that the 
interests of the small shareholders 
should be protected by checking the 
activities of directors who hold a very 
large amount of shares, that is, the 
oft-repeated tyranny of the directors 
should be put an end to. The para-
mount consideration should be: how 
far theBe objects have been fulfilled 
by the new Companies Act?

First of all, how far, by the intro-
duction of the new Act, have Govern-
ment succeeded or this Parliament
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succeeded in putting an end to or at 
least in controlling the maladies that 
existed as far as the operations of 
limited companies prior to 1956 are 
concerned? When we look into the 
history of the past one or two years 
after 1956. we find that even after the 
incorporation of these laudatory pro-
visions in the Act, nothing has been 
done in that respect and private capi-
tal, as is invested in the private limit-
ed companies, is going on unbridled on 
its own course, and those maladies that 
existed in 1956 exist today, except for 
the fact that there has been a skin- 
deep scratch made.

I will first deal with foreign com-
panies. When questions are put about 
foreign companies, Members of the 
Cabinet rise up and say that it is 
impossible to understand the real 
financial state of affairs of certain 
companies. When detailed question-
ing is done on the accounts of the 
foreign companies, the Cabinet M nis- 
ters say that they are helpless in the 
matter because the only obligation of 
the companies under the Indian Com-
panies Act, in the words of the Min-
ister of Mines and Oil, is to deposit a 
piece of paper called the balance sheet 
with the Registrar of Joint Stock 
Companies, from which something may 
be made out or at times nothing could 
be made out. How much has been 
earned by the company in a particular 
year, how much is the expenditure 
incurred, how much tax is paid, how 
much has been paid to the foreign 
employees and how much to the Indian 
employees—all these details could not 
be had even for the purpose of infor-
mation in the Central Intelligence of 
this country.

I can submit before the Rouse that 
these foreign companies, in spite of the 
provisions in the Act, have no uniform 
method of keeping accounts. With 
particular reference to certain ques-
tions answered here, we have come to 
understand that especially in the case 
of oil companies which control the
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maximum amount of foreign trade in 
this country, there is no uniform 
method of keeping any accounts at ’ill 
Thu is not based on what I alone say 
On the 20th May, Government enter-
ed into an agreement with the oil 
companies in which the latter agreed 
to pay on tht interim basis Rs 10 
crores subject to the condition that the 
government auditors and accountants 
would examine the accounts of the oil 
companies and find out what is the 
real state of affairs Six months have 
passed The government accountants 
have gone to the oil companies, but 
till now they are not able to under-
stand even a single piece of paper 
that the foreign companies have got 
because the entire accounting is done 
on the code system on the slotting 
machine, and Government are afraid to 
admit that they are not able to under-
stand it

The Deputy Minister of Commerce 
and Industry (Shn Satish Chandra):
How is that matter connected with the 
subject under discussion7 It is not 
even remotely connected

Shri Narayanankutty Menon: It is
very relevantly connected

Mr. Chairman: The very purpose of 
enacting the new Companies Act was 
to get more control over these com-
panies He is complaining that so far 
as foreign companies are concerned, 
there are no provisions whereby Gov-
ernment can ask them to place their 
full accounts befoie the Government

Shri Bimal Ghose: As a matter of 
fact, there was no proposal when the*- > 
Companies Bill was being discussed to * 
make any distinction between Indian 
and foreign companies Of course, 
there is no objection to what he says

Mr. Chairman: The hon Member’s 
complaint is that tile Companies Act 
is not sufficient to exercise control 
over foreign companies There is no 
warrant for saying that control which

was expected to have be<jn got by the 
Act over these companies has been 
got The hon Member says that there 
are no provisions and, therefore, you 
cannot get the foreign companies to .

Shri Bimal Ghose: There was no
discussion about that But his criti-
cism as such is a valid criticism

Shri Narayanankutty Menon: Even 
the answer given on the floor of the 
House in reply to starred question No. 
194

Mr. Chairman: If there are no pro-
visions, then, A io\towa tkart. the com-
pany administration cannot do any-
thing in respect of those companies. 
Therefore, there is a case for criticism 
of the working of the Companies Act 
as it exists and there is no use com-
plaining that the company administra-
tion has not been careful in so far as 
this report under discussion is concern-
ed

Shri Bimal Ghose: He is suggesting 
an amendment

Shri Narayanankutty Menon: Sir, I 
said in the very beginning that instead 
of confining the discussion to

Mr. Chairman. As a matter of fact, 
we find that when we are discussing 
this report, suggestions are coming 
from the hon Mover of the motion and 
3ho from other hon Members that the 
Companies Act is defective and should 
be amended Then there is a case for 
bringing a motion to that effect But 
here we are only reviewmg the work-
ing of the Act—the administration of 
the Companies Act since 1956

Shri Bimal Ghose: May I say that 
the Viswanatha Sastn Committee’s 
recommendation is referred to in this 
report’  It has recommended certain 
amendments of the Act and, there-
fore, this becomes relevant
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Mr. Chairman: Is there any recom-

mendation rllating to foreign com-
panies.?

Shrl A. C. Guha (Barasat) There is 
a chapter on foreign companies in this 
report

Mr. Chairman. Therefore, I say that 
this debate is developing really into a 
debate for suggesting amendments to 
the Act But now we are reviewing 
the working of the Act There is no 
objection on the part of the Chair to 
allow these things being mentioned as 
suggestions m respect of the amend* 
ment of the Companies Act

Shrl Naray&nankutty Menon. May 1
submit that when the working of the 
Companies Act during the previous 
year is being reviewed and certain 
defects are noticed not only in the 
working but also as regards certain 
sections of the Act which are referred 
to in the report it is for the House 
to decide whether in reviewing the 
report we should not suggest suitable 
steps as far as the Government is con-
cerned for plugging certain loopholes 
that are found m the Act So, to a 
\ery limited extent

Shri Braj Raj Singh May I submit 
m this connection that the terms of 
reference of the Viswanatha Sastn 
Committee are —

(a) to overcome practical difficul-
ties m its working,

(b) to remove such obscurities in 
it as may have interfered with 
its proper working,

(c) to ensure better fulfilment cf 
the purposes underlying it, 
and

(d) to consider what changes in 
its form oi stiucture, if any, 
are necessary or desirable to 
simplify it

Shri Satish Clundra. Wc arc not 
discussing that report here We are 
discussing the administrative report on 
the working of the Act during 1950-57

Shri Bimal Ghoee: In the report we 
see

Shrl Braj Raj Singh. This is in the 
terms of reference of the Company 
Act Amendment Committee

Mr. Chairman: That is exactly the 
objection—that we are not considering 
the report Viswanatha Shastri Com-
mittee { Interruptions)

As a matter of fact, the notice 
which was given by hon Member* 
mentions certain points on which the 
attention of the House would be 
focussed There it is stated that the 
following are the points

1 Loans to directors,
2 Inter-company investments,
3 Courts’ liberal attitude in case*

of infringements of the previ-
sions of the Act,

4 Limited power of investigation,
and

5 Administration of the Companies
Act and its connection with 
allied matters

These are the only points mentioned 
and the hon Member should confine 
his attention to them.

Shri A C Guha* Sir, I think that is 
not a correct statement of the position 
I was also asked by the Lok Sabha 
Secretariat to give some points I said 
categorically that it is not possible to 
give an exhaustive list of all the 
points I only mentioned that among 
other things these are the few points 
I would wish to touch

Mr Chairman: The only purpose of 
asking the hon Members to give the 
points is that these points only should 
be mainly discussed The Chair is 
there, to permit the discussion of any 
other points that may be coming up 
But these points are new and are not 
mentioned in the notice They are not 
even remotely relevant to the discus-
sion of the report Then the discus-
sion would roam over very large sub-
ject and become very wide of the
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mark. It is very difficult to answer 
all those points unlen specific atten-
tion is drawn to them in the matter. 
The hon. Uinister may or may not be 
ready with those points which were 
not mentioned in the notice. He may 
not be quite prepared with regard to 
all those other points. If it becomes a 
roving discussion it will become very 
difficult to control it as also to give 
proper replies.

Shri A. C. Go)ia: 1 may submit that 
the Lok Sabha Secretariat's letter men-
tioned that if we so desire we may 
mention the points on which we want-
ed to discuss so that the Minister may 
be ready It was not compulsory on 
our part to give the points exhaustive-
ly.

Moreover, these foreign companies 
form the subject of one of the chapters 
in this annual report. There is a 
separate chapter on foreign companies. 
So, by its very nature it cannot be 
said that it is irrelevant.

Mr. Chairman: If the rules require 
that the points should be mentioned, 
what is the purpose of that require-
ment’  The only purpose is that it 
would be open to the hon. Members 
mainly to foe ass the attention of the 
House on those points. If the rules do 
not require that all the points need be 
mentioned, it does not mean that .a 
discussion on the whole of company 
law is possible on account of the con-
sideration of the annual report. I am 
not going to be very strict so far as 
this is concerned. But what I would 
expect is that the discussion shall 
mainly be focussed on those points 
which are mentioned

Shri Narayanankutty Menon: When 
an annual report is under discussion 
and details are mentioned in each 
chapter, the hon Minister should have 
expected that those facts which are 
contained in each chapter would come 
up for discussion apart from the points 
on which the hon. Mover might have 
indicated his intention to speak. My

submission is that whatever I have 
stated and what I an? going to state 
hereafter will very clearly and safely 
come within the points that have been 
raised This particular point is rele-
vant in the reference to foreign com-
panies—m connection with the point of 
limited power of investigation because 
after signing that agreement with that 
company Government is absolutely 
powerless to get any details of the 
agreement under the Companies Act.

Mr. Chairman: According to the 
hon Member if he says that the 
expression ‘limited power of investi-
gation’ is given in the notice, it only 
means ‘limited power in respect of the 
powers confined in the Act’ whether 
they should be widened or not. The 
hon Member stated previously that no 
powers are given so far as the foreign 
companies are concerned. If no powers 
are given, then any question of review-
ing the powers not given in respect of 
foreign companies are exercised right-
ly or wrongly would be widening the 
scope of relevant discussion. In so far 
as that is concerned, m the absence of 
any powers m the Act itself, I hope the 
statement made by the hon. Member Is 
certainly wide of the mark and is 
irrelevant.

Shri Narayanankatty Menon: On
page 49 of the Report, it is said:

“In May 1957, the then Finance 
Minister decided to set up an 
informal Committee to go into the 
Companies Act 1956 with the fol-
lowing terms of reference:—

(a) to overcome practical difficul-
ties in its working;

(b) to remove such obscurities in 
it as may have interfered with 
its proper working;

(c) to ensure better fulfilment of 
the purposes underlying it; and

(d) to consider what changes in 
its form or structure, if any, 
are necessary or desirable to 
simplify it.”
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Certainly, if we have noticed tiny 

defects in the working of the Act, then 
any suggestions to get rid of those 
defects and also suggesting amend-
ments to the Act is within the scope of 
the discussion on the report itself. 
Whatever I have submitted comes 
within the scope of discussion. It is 
stated on page 49 of the Report and 
the hon. Minister is expected to be pre-
pared with all that. That is why I am 
"bringing these matters here in an 
indirect way.

My submission was that the present 
provisions relating to foreign com-
panies in the Indian Companies Act 
are not sufficient, becausc the way in 
which these foreign companies, 
in conformity with the provi-
sions of this Act, have given you the 
accounts has not given any satisfac-
tion as far as the Government is con-
cerned. It has not given satisfaction 
as far as the Parliament is concerned; 
it has not given satisfaction as far as 
the country is concerned. A large 
amount of foreign capital is still being 
invested here. The Parliament having 
decided to have certain control and 
check as far as the working of that 
capital and the control of profits arc 
concerned, if today when we are dis-
cussing the report of the Company 
Law Administration, we are powerless 
to decide about the real state of affairs 
of the particular company certainly 
the working of the Act has fail-
ed. It is high time the Government 
looked into that particular provision 
whereby the Government could get 
reasonable information of the working 
of the companies.

16 hrs.

According to the provisions of the 
Companies Act relating to the foreign 
and Indian companies, their balance 
sheet and profit and loss accounts are to 
be filed before the Registrar. The 
intention is made clear in the Act;

Companies Act

it is to get a real state of affairs of the 
finances of that particular company for 
the previous year. Unless the Regis-
trar and through him the Government 
gets the real state of affairs of the 
finances of these companies, the very 
purpose of that particular section 
which compels the companies to file 
these accounts will be defeated. What-
ever might be the lacuna, it should b» 
rectified. I am not saying there is no 
lacuna. The Government gives the 
interpretation that they should only 
deposit the balance sheets. Whatever 
it might be, I submit that the present 
state of affairs as far as the foreign 
companies are concerned is deplorable. 
The Government is not getting enough 
information on that subject. Many 
Ministers have repeatedly admitted 
while answering questions, the real 
account of even the foreign exchange 
that these people are spending in their 
travel and that the others are sending 
by way of trade transactions or profit 
is not being filed with the Registrar. 
So, it is high time that the Govern-
ment comes forward with a better 
scrutiny of those provisions of the 
Companies Act and bring forward an 
amendment so that it will be in a 
position to know the real state of the 
finances of cach foreign company as in 
the case of the Indian companies so 
that this deplorable and unsatisfactory 
situation will not prevail.

After incorporation many sections 
purporting to control the managing 
agency system and the interlocking of 
companies and monopolisation, is there 
any satisfactory change in these affairs 
of monopolistic groups which act to the 
detriment of the shareholders? 
According to this law, the directors 
are supposed to file with Ihe Registrar 
the balance-sheet and the profit and 
loss account. It has been said that 
these should give a real picture of the 
transactions of the previous year and 
the profit taken. What is happening 
today is this.

In these companies, the real size of 
the profits is one and it is shown in
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another way in the profit and loss 
account Concealed profits are being 
taken by many companies in the coun-
try We have instances where the 
directors who are the directors of more 
than ten or twenty companies getting 
a foreign exchange allowance of 
Hr 250 only from the Government go 
to America for business purposes and 
<rtay in the Waldof Astona Hotel for 
fourteen or twenty days with this 
amount and then they come back to 
this country Later on, we find that 
these people are directors of more 
than fifteen companies at a stretch 
Their entire expenses are somehow met 
by these companies How can this 
House believe that tausmessmen £ons 
from India with Rs 250 as foreign 
exchange, can spend about three or 
four months in America staying at 
such big hoVls’  Where does this 
money come from0 I am connecting 
the whole thing to the balance-sheet 
for one simple reason We find today 
that many of India’s businessmen 
transacting business m overseas on 
behalf of their companies, with Gov-
ernment’s blessings, are accumulating 
foreign exchange both in the United 
States and m the Continent How is it 
possible today7 It is possible because 
of the way m which they are supposed 
to keep the account, the way in which 
the Go\ emment exercises its control 
and scrutinises the foreign exchange 
transactions and the way m which 
auditing is done That is why these 
people arc able to accumulate foreign 
exchange without the knowledge of the 
Government or the Reserve Bank of 
India How can a single businessman 
who has got ramifications of business 
with different export and import com-
panies amass foreign exchange without 
the knowledge of the Government’  It 
is simple In a business transaction, 
while an invoice is made when a par-
ticular thing is imported, the whole 
invoice price is put m a way which has 
got no proportion at all to the real 
price But only the real market value 
is paid in the United States The 
difference is deposited in a particular 
bank in that country in the name at 
this businessman so that he can spend 
it without the knowledge of the

Reserve Bank or the GdVemment of 
India There is also nobody to scruti-
nise it on behalf of the shareholder or 
on behalf of the Government of India.

Again many of these exporting firms 
do not keep the normal account When 
they sell things they under-invoice 
things and the difference is kept there 
m the name of this businessman so 
that when he goes there every year— 
almost as a religious duty to travel to 
these countries—for bus ness transac-
tions, the> are able to manipulate for 
another business transaction the excess 
foreign exchange there

Start V ?  ¥tayar (Quilon) They 
take their wives and servants

Shri Narayanankutty Menon: All
these things are possible because of the 
inadequate provisions jn the Company 
Law and the incapacity and the 
inability of the Company Law Admin-
istration, because of the weakness of 
this Act to go deep into the question. 
Whatever might be the dubious 
methods used in manipulating accounts 
of a particular company, the auditor is 
helpless to probe into the real slate 
of affairs of the company apart from 
accepting the transactions that had 
been given to the auditor He gives a 
simple certificate that as far as the 
books are concerned, he has got a pro-
per account From the experience 
before us, they should have come to 
the conclusion that this sort of audit-
ing and depositing of papers with the 
Registrar is not at all enabling us to 
know tht real slate of affairs The 
Government should consider what 
steps they could take under this Act, 
or what amendments they should 
bring if they are unable to take steps 
under this Act, to scrutinise and con-
trol these transactions m a better and. 
effective way

All the sermons given in the Act 
and all the sermons that the hem. 
Minister is going to give us today 
about the interest of the small share-
holders will remain on paper. The 
small shareholder even today after
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this Act has come into existence, is 
the sorrowful spectator of the whole 
transaction done by a few directors. 
All the rights he has got under this 
Act are~only a misnomer as far as 
the practical transactions are concer-
ned. In the interest of the country, 
the small shareholder should be given 
better protection and it can be done 
only by amending the Act

In another kind of transaction also, 
the Government is completely help-
less. How it cannot simply do any-
thing is demonstrated even when so 
many trasactions which have happened 
are brought to its notice. A question 
was answered on the floor of the 
House yesterday. Whatever might be 
the merits of the case it is not proper 
for us to discuss the merits of that 
particular case, but a case has come 
to our knowledge where one indus-
trialist who was given a certain 
amount of foreign exchange comes 
back from overseas, after spending 
almost double that foreign exchange, 
with double the amount of foreign 
exchange that was given to him. At 
the same time, he keeps an account of 
a hidden foreign exchange which is 
available for his benefit in the dif-
ferent banks overseas. If he would 
have been a businessman, a director 
of a smgle company, the malady 
would have been confined to the four 
earners of that particular company. 
But under cover of the law, under 
cover of Government’s policy and 
also, to an extent, Government's own 
patronage and the patronage of big 
personalities, it is easily possible to 
have a situation where an individual 
director of one company is not a 
director of one company alone, but 
interlockingly he could control the 
entire finance of a big monopolistic 
concern which could lay its hands upon 
the export trade the import trade and 
also have a large amount of foreign 
exchange transactions because of the 
individual being a big man In a bank 
which controls large amounts of 
foreign exchange.

Sir, in spite of the working of the 
Companies Act, in spite of the sermon 
that monopoly has been put an end to, 
in spite of the sermon that interlock-
ing of companies has been put an end 
to, these people are controlling with 
one hand big banks having 
power to transact large amounts of 
foreign exchange, and with the other 
hand they control different companies 
doing export trade, import trade and 
also home trade. Is it difficult, Sir, 
for a single individual to bypass the 
provisions of a simple, innocent Act 
and thus have concealed incomes in 
other countries where they have diff-
erent Companies Acts and are able to 
Ywvt tonctsAed incomes \o a vtry large 
extent?

Therfore, I submit, this malady can 
be put axt end to not only by with-
drawing the patronages and privileges 
given to them; it can be put an end 
to only by exercising stricter control 
over these people so that they will not 
be allowed to put their finger into 
different pics. By this ramification of 
the whol<» mechanism of banking 
companies, export companies and 
manufacturing companies these people 
are able to accumulate, as I said, under 
their cover, a huge amount of illegal 
money both in this country and also 
unauthorised money overseas and the 
Government finds itself unable to find 
out.

Normally, this case having come 
limelight today—I am not saying 
anything against the particular indi-
vidual, because I take it for granted 
that any individual of this type if he 
is given an opportunity to bypass and 
jump over law will be inclined to 
jump over law so that he will have 
more money as h« himself has no 
security for tomorrow—that is a 
pointer today for the Government, 
that if this could happen at the Palam 
Airport as far as one industrialist is 
concerned there should be an alarming 
picture existing today as far as other 
industrialists are concerned with re-
gard to the whole foreign exchange 
position and also company transactions.
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really want to put a stop to this 
malady, if you really want to put an 
end to this whole process of un-iden- 
tified and hidden accounts, certainly 
you will have to do something more, 
certainly you will have to amend 
certain provisions of the Companies 
Act and come forward with certain 
aspects of the whole thing so that you 
may get even an idea of the whole 
transactions that these people are 
indulging in today

One more point I want to submit and 
I will conclude A pointed reference 
has been made m the annual report 
about upstream loans and how the 
Company Law Administration look 
into this Instances have come to light 
last year to show that the very idea 
of upstream loans is very fictitious in 
character A loan, Sir, means that 
there is an intention to pay it back 
If you look at these loans from this 
particular aspect, that essential quality 
of a loan is lacking; there is no inten-
tion to pay back at all. What is the 
result7 In many textile mills, as my 
hon friend pointed out, we And that 
the managing agents who are manag-
ing the mills in a particular State take 
loans for some other charitable trusts 
or companies that they are managing. 
They take very huge amounts of 
money, during the past or preceding 
years and at the meeting of the next 
year, the whole thing is written off 
I do not know whether the hon. Min* 
ister knows this There is a very big 
textile mill in Kerala, managed by 
Alagappa Textiles There, lakhs and 
lakhs of rupees have been taken every 
year for the past several years, as 
loan for a charitable institution which 
he runs somewhere in Karaikudi The 
loan was never approved by the share-
holders and then, later on, the whole 
question of loans came up before the 
body of shareholders. Some of the 
shareholders objected to that. But 
the directors simply said that the loan 
could not be recovered and that it 
should be written off. In effect, today, 
the whole loan was written off In

the purchase of machinery, in the 
valuation of machinery, etc., it has 
been reported that in the same textile 
mill there was a lot of dubious trans-
action, and now, the mill is at the 
point of closure.

Shri Satish Chandra: Who gave that 
loan?

Shri Narayanankutty Menon: The
managing agents

Shri Satish Chandra: I mean the 
loan to the company Was it given 
by the Government?

Shri Narayanankutty Menon: No,
no. The Alagappa Textiles gave the 
loan to some charitable trust m Madras 
whose director is the late-lamented 
Alagappa Chettiar The director of 
the managing agency firm was also 
Shn Alagappa Chettiar and the direc-
tor of the Alagappa Textiles was also 
Shn Alagappa Chettiar Now, what 
happened today is, the loan has been 
written off because it could not be 
recovered During the last year, when 
the workers demanded bonus, the 
accounts were shown and it was 
pointed out that Rs 8 lakhs have had 
to be written off and that therefore 
no bonus could be given not only this 
year but also for subsequent years. It 
was said that the loans could never be 
recouped and the losses never 
recouped

I have also heard recently that the 
entire affairs of the company have 
been m such a condition that some-
thing has to be done about The Com* 
pany Law Administration has to go 
into the matter I have pointed out 
specifically this company But there 
are other such companies in other 
places too The industrial crisis, if 
such are the affairs, will become M- 
major problem The question of re-
trenchment will become a major prob-
lem. A11 these questions are posed 
before the Government, and the Gov-
ernment tries to solve these problems 
m a different angle. But the nuln, 
root cause of all these problems lies
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in the conaq\ou3 mismanagement of 
the private sector where there is 
absolutely no obligation to carry out 
the so-called policies laid down by the 
Government, and the real policies 
laid down by the Parliament. Their 
only obligation is obligation for them-
selves, namely, to accumulate more 
money, if required without the know-
ledge of the shareholders, necessarily 
without the knowledge of income-tax 
authorities and absolutely without the 
knowledge of the Government, so that 
in such an unsocial and irresponsible 
way they could carry on. The control 
over this is lacking, and the Govern-
ment looks for remedies in some other 
sector. The mills are closing down, 
and in some cases the managing direc-
tor is among those at fault, because 
of such troubles. All these maladies

Companies Act

Mr. Chairman: HU sentences are 
interminable. I wanted to stop him 
when he finished his sentences on a 
particular point but he goes on, sen-
tence after sentence without finishing 
the point. I request him to stop now 
since he has already taken more than 
40 minutes.

Shri Narayanankutty Menon: 15
minutes were taken away by inter-
ruptions.

Mr. Chairman: Interruptions are as 
a rule counted in the time allotted tor 
the Member. That was the practice 
announced when I was speaking two 
days back when the hon. Deputy- 
Speaker was in the Chair. I would 
now request the hon. Member to finish. 
His sentences are interminable.

All these maladies are mainly due 
to the irresponsible control over the 
private industries. I am not submitting 
that the whole thing could be nationa-
lized m one day, but in consonance 
with the declared policy of the Gov-
ernment, if the Government want a 
certain extent and quantum of control, 
if they really want to exercise that 
control, if they do believe in their 
policy, that amount of control could 
not be exercised as far as this parti-
cular Act goes at present. If they 
really want to exercise that control, 
certain amendments will have to be 
made to the existing Act.

Further, the Company Law Admi-
nistration should be the real watchdog 
of the private capital which is so 
essential as far as our Plan is con-
cerned. and as far as our entire 
national economy is concerned. Even 
tkough, because of expediency of the 
Government’s policies, today, the Gov-
ernment decides on the principle of 
mixed economy, as long as there is 
the socialist pattern of society, private 
capital here will not be in favour of 
socialism, and.........

Shri Narayanankutty Menon: At
least you might rule that the time 
taken by interruptions will not be 
counted

Mr. Chairman: I have already said 
that the hon. Member should close 
now.

Shrl Narayanankutty Menon: 1 shall 
conclude bv saying that this private 
industry which is really controlling a 
large sector of our economy, should 
be effectively controlled. It should be 
put in its own place in the socialistic 
economy of the country. Till the 
socialist pattern is worked out com-
pletely, there should be stricter control 
which is absolutely necessary. Further, 
the Company Law Administration 
should act as the watchdog of the 
unruly elements which are let loose 
on our economy, and until such time 
as the Government and this Parlia-
ment ends the private sector, the 
Company Law Administration should 
art as the watchdog over the private 
sector, so that they will not trample 
upon the national economy hereafter.

Shrl Aehar (Mangalore): Though
the new Act has worked only tor a
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year and it is too early to pass any 
judgment as to the effect of this new 
Act, I fear that the facts disclosed in 
this report gives rise to certain grave 
doubts. The Opposition Members 
would like to see that private limited 
companies are wiped out and probably 
they would like to have the funeral 
oration to the private sector. From 
their point of view, they think that 
the control is not sufficient, but seeing 
the facts disclosed in this report, one 
feels certain grave doubts as to what 
has happened to the private sector, 
especially with regard to limited com-
panies. Whatever my friends from 
the Communist side may say,' at least 
the Government feels that there is a 
certain scope for the private sector.

The report clearly discloses that the 
number of registered companies are 
decreasing. Not only that. The capital 
invested is also decreasing. With 
regard to that. I might refer to Table 
I, because it gives all the figures. In
1954-55, the figures are number of 
public companies registered 211, pri-
vate companies 992 and total 1203. In
1955-56, the figures are public com-
panies 186, private companies 1262 and 
total 1448. Let us look at the figures 
subsequent to the coming into force 
of the new Act. The new Act came 
into force after almost a revolutionary 
change after a century. The register-
ing of companies started sometime in 
1853. It was to a certain extent modi-
fied in 1930, but more important 
changes were brought about in 1956. 
We know that a committee was ap-
pointed as early as 1952. The committee 
considered the whole matter for a long 
time and the new Act was passed in 
1956. The now Act came into force 
on 1st April, 1956.

are complete advocates of the public 
sector and who would like to have a 
funeral oration for the private sector,, 
might think that the situation is very 
good, still there are some of us who 
feel that the private sector has also 
got some scope in this country.
16.25 hrs.

[Mr . Speaker  in the choir]

i am certain about this point. Govern-
ment are in favour of private sector 
and public sector. From that point of 
view, I would say these figures are 
thought provoking. Not only that. It 
may also be remembered that when 
tve look into the capital invested after 
this Act came into force, we find that 
it is very much less. In addition to' 
that, even in the figure are included 
a large number of companies spon-
sored by the Government itself. Even 
including that the capital is not very 
much. I am referring to page 10, "The 
size pattern". If you look into the 
table on the next page about the size- 
distribution of companies in 1954-55,
1955-56 and 1956-57, you will find that 
companies having an authorised capital 
of Rs. 1 crore or more during 1956-57 
was 28, as against 42 in 1954-55. Even 
here we must remember the more 
important flotations with an authorised 
capital of Rs. 5 crores and more are 
the National Coal Development Cor-
poration Private Ltd., Heavy Electri-
cals Private Ltd., Neyveli Lignite 
Corporation Private Ltd., Western 
Shipping Corporation Private Ltd., 
Indian Rayon Corporation Ltd. and so 
on. If we exclude this capital we 
can realise what exactly the private 
sector is prepared to invest after this 
Act came into force. The Government, 
rather the report, refers to these facts 
in page 9. I will only read a portion: 
(if it, and not the whole. It says:

After this Act came into force, the 
figures for 1956-57 are: public com-
panies 84, private companies 764 'and 
total 848. So, the total number which 
was 1448 in 1955-56 had come down 
to 848 in 1956-57. As I said, though 
the Communists and other people who

“The small deviation in th# 
percentage of new companies 
formed cannot be attributed enti-
rely to the greater degree of dis-
closure and control imposed on 
public companies and private com-
panies which are their subsidiaries.
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The trend is, however being 
studied. There was also a tall in 
the number of companies regis-
tered in 1956-57, as compared 
with those registered in 1954-55 
and 1955-56, although their aggre-
gate authorised capital exceeded 
the corresponding figures in 1955- 
56. The fall in the number of 
companies registered in 1956-57 
is attributable to several causes. 
Exaggerated apprehensions about 
the provisions of the new Com-
panies Act may have led to a 
rush of registrations during the 
last quarter of 1955-56, just before 
the enforcement of the new Com- 
pantes AcV ratvnaYty affect-
ed the number of subsequent 
registrations. Company promot-
ers and others interested in cor-
porate activities may have also 
wanted fully to understand the 
ramifications and implications of 
the new Company Law before 
forming companies under the pre-
sent Act. Further, the limit set 
on the number of companies with 
which a managing agent or a 
director could remain associated 
may have also partially encour-
aged the recent tendency to set 
up new departments of existing 
companies rather than incorporate 
new companies."

'Whatever it be, one thing is certain. 
The private sector is getting very 
shy. There is no doubt that less 
amount is being invested by them. 
The Government, at least this Report, 
seems to think that it may be due to 
the fact that they did not know the 
provisions of law or it may be due to 
the fact that when they knew that a 
new Act is coming into force they 
were not prepared to register the com-
panies. With all respect, I would like 
to submit that industrial magnates or 
people who invest and promote these 
companies are not such people who do 
not understand matters. Mv submis-
sion is that it is not because of these 
facts that investments are not made 
In registered companies. There may

be certain difficulties. I do not say 
that, in our present set-up of things, 
there should be no control over the 
private companies. The very basis of 
the Act was also that we want control 
over them. At the same time, we 
have also to consider this aspect of 
the question. Why are these private 
individuals not coming forward with 
capital? How is it that companies are 
not being registered as they were for-
merly? I do not feel that the reasons 
given in the annual report, that the 
business people are ignorant people, 
people who do not know the matter 
and that is why they are not coming 
forward, would be the proper reasons. 
We are, as the policy of the Govern-
ment shows, in need of capital. There 
is no doubt about that. We want even 
to attract foreign capital. I remember, 
the other day, the Deputy Minister 
made a statement that foreigners, in-
cluding the Americans and British, 
are willing to invest money in this 
country. For our development, we 
want money, not only from our own 
people, but from foreign countries 
also. Our taxation laws, our Company 
laws are coming in the way of getting 
sufficient capital. I do not say, all of 
a sudden, we should change or any-
thing of that kind. My submission is 
only this. This requires considerable 
amount of thinking. I do not think 
that this going down of the number of 
companies or this withdrawing of the 
capital is simply due to any ignorance. 
Capital is shy. Our economy has both 
a private sector and a public sector. 
From that point of view, I would like 
the Government to consider this 
matter seriously.

Another aspect of this matter is 
further illustrated from the facts dfs- 
closed regardHg winding up of several 
companies. 7 would like to draw the 
attention of the House to page 41. 
During the year, that is, the year of 
report, 8S3 companies were reported to 
have gone into liquidation. Of these, 
22S cases were of members’ voluntary 
liquidation, 59 of creditors’ voluntary 
liquidation, 47 of compulsory liquida-
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ion and 4 of liquidation under the 
upervision of the Court. In addition,
04 eonpinitt ffcrt struck off the 
egister by the Registrars of Com- 
xmies under section 960 of the Com-
mies Act, 1986, and 141 were report - 
id to have been finally dissolved after 
lie completion of the winding-up 
proceedings. Certainly, this is not a 
irery happy state of affairs so far as 
the position of these companies is con- 
eemed. I know a Committee has been 
already appointed under the Chair-
manship of Shri Viswanatha Sastri, an 
ex-Judge of a High Court and his 
report has also been circulated to 
Members. That Committee has been 
requested to suggest certain amend-
ments. But, I find, in the report, the 
Committee restricts itself and restricts 
its scope to suggest amendments only 
with regard to minor changes. That 
Committee does not seem to go into 
the question of policy. I would appeal 
to the Government as well as to the 
Minister to consider whether the posi-
tion now we are in with regard to 
these private companies, does not 
require careful consideration. I do 
not for a moment say that companies 
which are maintaining false accounts 
or committing fraud, or making huge 
profits and not allowing anything to 
the servants, should be encouraged. 
That is not my view. At the same 
time, we should not entirely sap the 
source of the private sector from our 
point of view of economy of both a 
public sector and a private sector. I 
would submit that this aspect should 
be considered. Though one year by 
itself may not be sufficient, I submit, 
there are certain indications and I 
appeal to the Government to consider 
this aspect.

Aa Hen. Member: What is your
concrete suggestion?

Mr. Speaker: Shri P. R. Patel: Be-
fore the hon. Member begins, may I 
know how many other hon. Members 
want to speak?

Slut A. C. Guha: My name is ap-
pended to the motion.
284 (Ai) LSD-8.

Mr. Speaker: Unless the hon. Mem-
ber stands up, how can 1* know?

Shri A. C. Guha; I stood up several
tWies.

Mr. Speaker: 1 do not know why he 
did not catch the eye of the Chair

Well. Shri Guha and Shri Chaud- 
hun. And then, how long will the 
hfi:j Minister take?

Shri A. C. Guha: I think both of 
them will speak.

Shri Satish Chandra: I will speak 
at the end and take about 20 or 25 
minutes. Twenty minutes, I ibiak, 
should be enough, but the Commerce 
atid Industries Minister wants to in-
tervene for five or ten minutes.

Mr. Speaker: Both of them will take 
30 minutes. We are rising at 9.30 
Therefore by 5 O’ Clock these hon. 
Members should finish.

Shri P. S. Patel (Mehsana): The 
report gives some idea about the
administration of companies. It 
itaakes happy reading and at the same 
time unhappy reading. The happy 
reading is that we are having good 
control over public and private com-
panies, and when there is any mis-
appropriation or any offence commit-
ted, we look into it, prosecute them 
%nd see that in future no such thing 
Happens.

We cannot do away with the private 
sector. We know it has served the 
country well in the days of the Briti-
shers and thereafter. We -are putting 
steps in the public sector, but we can-
not do away with the private sector. 
Naturally there would be misdeeds in 
the private sector as well as in the 
public sector, and because there nay 
be some cases here and there, we can-
not condemn the private sector 
altogether.

Though after much labour we had 
the new company law, one year’s ex-
perience shows that it requires some
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modifications,r-some changes here and 
there. It requires to be revised. I 
hope the hon. Minister in charge will 
look into the matter.

1 0 8  hrs.

[P a n d it  Th a k u r  Da s  Bh ar g av a  in the 
Chair]

At page 41 the report says:

“Section 463 for the first time 
gives statutory control lor the 
Central Government over the 
work of Official Liquidator. The 
exercise of these powers will en-
sure greater despatch in the dis-
posal of liquidation proceeding 
and greater control over accounts 
of liquidations.”

However, there were certain com-
panies registered under the old law 
and there are certain difficulties. I 
shall read out paragraph 92:

“As regards the administrative 
difficulties experienced by the 
Government, the most important 
was the one of exercising adequate 
control over the work of the 
liquidators of companies which 
had gone into liquidation under 
the 1913 Act. Clause (ii) of sec-
tion 647 of the 1956 Act stipulates 
that, except in regard to the com-
panies’ liquidation account men-
tioned in sub-section (7) of sec-
tion 555, the other provisions of 
the present Act relating to wind-
ing-up would not apply to com-
panies which had gone into liqui-
dation before the commencement 
of the 1956 Act.”

And as many as 2,280 of such com-
panies are under liquidation. The 
liquidators are there, but the Central 
Government has no control over them, 
nor can Government ask them to finish 
the matter early.

Some days back I put a question 
regarding one company registered in 
Calcutta, i.e., Jenak Limited, which is

under liquidation, and the reply was 
that as the company under liquidation 
was registered under the old law, it 
was outside the scope of Parliament 
and that it was a State subject. That 
is nice and good, but once the Com' 
panies Act is within our purview, we 
must change the law so that we may 
look into all these things. The Jenak 
Co. Ltd. is in liquidation for the last 
eight or ten years. Some lakhs of 
rupees have been collected by the 
Liquidator, but that is not distributed, 
and we cannot do anything. In para 
92 of the report, the Government alao 
feel that something must be done. 
I hope Government will do that as 
early as possible.

Then, we find that some public 
companies are turned into private 
companies. That is just natural. I 
do not complain against it, because 
under the Companies Act, if the num-
ber of shareholders is less than 50, and 
they so choose, they may change the 
character of the company from public 
to private, because, in private com-
panies, they have got certain conces-
sions, so far as control etc. are con-
cerned. After an, it becomes an 
individual company or the company of 
a family, and the powers regarding 
public companies cannot be exercised 
in the case of private companies.

However, I would like to suggest 
that we must enquire into the reasons 
why public companies have been turn-
ed into private companies and why 
the tendency is increasing, and we 
should consider whether we should 
have some change in the law, so that 
the tendency may not be on the in-
crease.

We look rather with suspicion at 
the private sector. We may have 
the public sector, and we should 
invest more and more in the public 
sector, but looking at the private sec-
tor with suspicion makes the private 
sector rather shy in regard to their 
progress. If there be some mistakes 
here and there, they may be prosecut-
ed. I do not aay, no, to that, but it Is 
not proper to give bad names alwaya.
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Alter all, we require industry in our 
country, and the private sector serves 
the country that way. I would, there-
fore, submit that the administration 
should not see with a suspicious eye 
at the private sector.

Then, there is a clause in the Com-
panies Act under which directors are 
required to furnish names of their 
near relatives. I do not say it is bad. 
But I would suggest that in Govern-
ment companies also, the managing 
director or whoever be in charge 
should be asked to furnish names of 
persons in service, if they are related 
to wiste Wk ttsa
Government. The tendency is that 
even foreign companies engage some 
near relatives of the officers, and 
sometimes, Ministers; and some pri-
vate companies of Indians also engage 
such persons. The result is that they 
get the monopoly to go on with the 
concern in the way they like.

I would suggest that tht* public 
companies, private companies as well 
as Government companies should be 
asked to furnish lists of employees 
who may be related to some persons, 
m the government office and so on.

There is one thing I would like to 
mention. The industries must also 
treat 'abour fairly. Labour also should 
have their dues. I have received a 
complaint that one textile company in 
Bombay State has engaged a near 
relative of a union worker. Once this 
is done, the Company is saved from 
the duty of doing justice to labour. 
The result is that the old labourers 
have been removed from the service 
of the company and new ones engaged. 
I would suggest that in the next 
report that may be put before us this 
' f̂ormation may also be furnished.

Lastly, the Report does not contain 
•me piece of information, and that is, 
contributions made by private and 
public companies to political parties or 
to elections. I would suggest that dis-
closure of such information would

help us to know what contribution is 
made by limited companies to the 
funds of political parties.

Shri A. C. Guha; The working of 
the Companies Act can be reviewed 
oiily in the background of the purpose 
for which this Act was passed. There 
was a Company Law Committee which 
made certain suggestions. Most of 
those suggestions were accepted. The 
Committee itself said that acceptance 
of certain broad social objectives and 
some recognised standards of behavi-
our was the purpose of this Act. 
While piloting the Bill the Finance 
Minister also mentioned about the 
attainment of the ultimate end of a 
social policy. He also mentioned that 
tftis was a question of balancing the 
interests of the private sector with the 
social interests. So we should con-
sider the report of the working of the 
Companies Act during the first year 
irt the light of these objectives.

One objective is that there should 
not be concentration of wealth in a 
few hands. It is also the objective of 
tne Second Plan that the disparity 
between the richer and the poorer 
sections of the people should be 
reduced and there should, more or 
less, be equal distribution of wealth, 
at least equal distribution of opportu-
nities. In the Report, the first thing 
we find is that the number of com-
panies has gone down during the first 
year, but the share capital of these 
companies is higher than that in the 
previous years—though the number Is 
rtiore than 35 per cent less than the 
previous year. Even if we exclude a 
few government companies, I think 
tjie trend is towards having bigger 
companies with bigger share capital. It 
has been said in the Report that 28 
companies would cover about 81 pe& 
cent of the entire share capital of all 
the companies registered during the 
year. Of course, out of the 28 com-
panies some were government com-
panies. All these 28 companies would 
have about Rs. 161 crores out at 
fts. 211 crores of share capital of all the 
companies. Excluding the government
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companies—5 or 6 of them—the other 
bigger companies would have a very 
bigger share of the total share capital 
of the companies registered during this 
year. This is a trend which would go 
to show that nothing has been done 
to check the concentration of wealth 
in fewer hands.

My friend, Shri Bimal Ghose, is 
rather happy at this trend because he 
has said that mushroom companies 
should not be encouraged. But small-
er companies need not necessarily be 
mushroom companies. I think Shri 
Ghose is also connected with some of 
the smaller companies which cannot 
be called mushroom companies. The 
policy of the Government should be 
to see that poorer people, people with 
modset means, are allowed to play 
their part in the industrial develop-
ment of the country at least as long 
as private enterprises in this field is 
allowed. (Interruption.)

During this year about 1,041 com-
panies have gone into liquidation out 
at which 887 were with a share capital 
and the others were associations with-
out any share capital—not for profit 
earning. Total share capital involved 
In these companies is Rs. 759 lakhs. 
I do not know what has happened to 
the shareholders of these companies. 
I think liquidation proceedings even 
under this Act are as tortuous as you 
can possibly imagine.

I would like the hon. Minister to 
say something about the fate of the 
shareholders of these nearly 1,000 
companies who invested about Rs. 760 
lakhs—to be accurate, Rs. 759 lakhs— 
of their hard-earned money. How 
luuch would they get back as a result 
of these liquidation proceedings?

well-qualified inspectors. Apart from 
that, their powers are limited. If the 
management declines to submit the 
reports, they can only file cases in the 
court which means that the manage-
ment may carry on f&r two, three or 
even four years with the work of 
doing all sorts of mischief. Neither 
Government nor the Inspector has got 
any authority to compel the delbi- 
quent managing authorities to submit 
report or surrender their books or to 
take some interim measures to pre-
vent them doing further mischief.

In this connection I may also men-
tion about certain provisions for safe-
guarding the interests of the minority 
shareholders. There also the report 
does not give any encouraging picture. 
I feel the process is somewhat rigid 
and formal. I know of several cases 
where the minority shareholders 
approached the Company Law Depart-
ment or the Regional Registrars but 
could get hardly any protection or 
relief. That aspect should engage the 
attention of Government and they 
should try to give real protection to 
the minority shareholders against the 
mischievous activities of some people 
who might have a majority of shares 
or have covered the shares. Then, 
cases are sent to the Court for not 
holding the annual general meetings in 
time or for not submitting the balance 
sheets in time or for not preparing 
the annual reports in time or for other 
things. There also I find the Court is 
taking a very lenient view. Out of 
573 cases, the penalty imposed comes 
only to Rs. 28,954 in the form of fines. 
It is a little over Rs. 50 per case. In 
the now famous Mundhra case* we 
have seen several cases against him. 
He paid the fine and came out to enjoy 
all his adventurous pursuits in the 
industrial field.

In the Act, there are some provi- 
dtas for investigation into the 
forking of the companies. In the 
report we find that it is hardly pos-
sible to get the adequate number of

I can understand it is difficult for 
the Government to say anything to 
the Court but still it should be men-
tioned that the Court should take not 
so lenient a view of the violations of
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this Act. That would practically 
nullify the purpose for which the Act 
was passed. If necessary the Govern-
ment should bring forward an amend* 
ment to raise the penal provisions of 
the Act so that the court may have 
not so low a limit of punishment. The 
courts generally inflict the minimum 
punishment which is very low at pre-
sent. If necessary, those provisions 
may be amended to raise the minimum 
limit of punishment so that adequate 
penal measures may be taken against 
the violators of the provisions of this 
Act.

Then, there is the creation of loans 
to directors. 1 find a very dangerous 
concession allowed by the Department 
m some cases Within one year from 
the commencement of the Act. the 
loans had to be approved or to be 
repaid. But in many cases, the loans 
have not been repaid and “in order to 
obviate the hardship fresh loans for 
limited periods have been allowed” 
That means the same loan has been 
made to appear as a fresh loan to 
these directors. I think the Depart-
ment should .not be a party to this 
attempt to by-pass the provisions of 
this Act. This is a bad precedent and 
this should not be allowed any further

The inter-company investment 
which was one of the mam allegations 
against the private enterprise;—this 
point was very much raised when the 
law was discussed—has been going on 
even now. Several cases have been 
mentioned in this report We have 
also reports from other sources, apart 
from what are mentioned here. The 
inter-company investments, an un-
healthy phenomenon in the economic 
life of our country, is still going on. 
Along with this would come the 
question of the cornering of shares 
One case has been mentioned here in 
which the beneficial ownership in res-
pect of 79,359 ordinary shares and also 
a number of preference shares stood 
in the names of individuals “belonging 
to an identifiable family group”. In 
another company, about more than 
66,000 shares belonged to the members 
of the same family. These things are

Companies Act 
going on even now. Oijly about two 
or three days ago, I received the copy 
of a telegram to the Minister of Com-
merce and Industry. Only this, morn-
ing I have received the copy of a long 
letter sent to him. It has been stated 
there that practically the entire capi-
tal of this company, a very important 
and useful company in Calcutta, is 
held by members of the same group or 
same family and they have been play-
ing with the funds. Now the company 
has come almost to a crisis. This is a 
very useful company. I do not like 
to mention the name, but I shall pass 
on the papers to the hon. Minister, and 
I hope he will take necessary action 
m this matter. This will show how 
the managing authorities have been 
wasting public money and have been 
playing with some very useful indus-
trial units.
17 hrs.

In this connection, I should also like 
to say that along with this Company 
Law there are other matters connected 
with it which should have been under 
the Company Law Administration. 
This very case of the Company which 
I have just mentioned has also been 
referred to the hon. Minister so that 
he may take certain action under the 
Industries (Development and Regula-
tion) Act This is a fit case also for 
the Company Law Administration to 
tackle. When this Department was 
formed certain other things were 
allotted to it. Suddenly those subjects 
have been removed. It was not that 
those subjects were given to this 
Department without any reasonable 
basis. That was on the recommenda-
tion of the Company Law Committee 
and also according to the suggestions 
of the Members of this Rouse. It has 
been mentioned in the Company Law 
Committee's report that stock 
exchange, capital issue and some othgf 
things should be under the control of 
the same department or commission 
whichever may be put in charge of the 
Company Law Administration It is 
mentioned in the report:

“As we have already said, it
would be impossible for the com-
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mission to function in isolation 
from the main currents of econo-
mic policy and administration and 
indeed its usefulness and effici-
ency would be greatly impaired if 
it did so."

Sir, I do not know why an arrange-
ment which was made on the basis 
of this recommendation and on an 
assurance given on the floor of the 
House by the then Finance Minister 
was suddenly changed and some other 
arrangement has been made. Even if 
that arrangement has been made 
on some whimsical basis, I think 
it is now time for the Government to 
reconsider the whole thing anew and 
come to some rational distribution of 
work along with this Company Law 
Department. This Department cannot 
properly function if it has not got the 
control over some other allied subjects. 
I hope the hon. Minister will look into 
this matter.

The Minister of Commerce and 
Industry (Shri Lai Bahadur Shastrl):
Mr. Chairman, Sir, I shall merely take 
a few minutes, because the main reply 
has to be given by the Deputy Minis-
ter, Shri Satish Chandra. I would 
in the beginning say that the 
Company Law Administration has on 
whole functioned well in the changed 
context after the passing or after the 
enactment of the last Company Law. 
It is true they have not been very 
harsh in the beginning, for example, 
in regard to the submission of balance- 
sheets, profit and loss accounts or 
fheir annual report, because those 
companies had to function in a differ-
ent context altogether after the pass-
ing of the Company Law Act. and not 
only the private companies but others 
have also failed occasional'y and some- 

.times frequently. But, as some time 
has now passed, the Company Law 

■ Administration will have to function 
and it will function more effectively, 
and tt will have to be more strict 
on the companies in bo  far as the sub-
mission of profit and loss accounts, 
balance-sheets or other reports is con-
cerned.

As regards the question at pub-
lic companies being converted into 
private companies, the matter is before 
us, and I do not want to say much on 
that at the present moment But, 
as it has been said in the report, 
we are keeping a watch over it, and 
I can assure the House that in no case 
shall we tolerate any kind of subter-
fuge in regard to these conversions. 
More than that I shall not say at 
present, but we will certainly bear in 
mind what has been said here in the 
House in regard to this matter, and 
would take appropriate action at the 
appropriate time.

As regards inter-company invest-
ments, there also I agree that 
cases have come to our notice in which 
undue advantage has been taken by 
certain companies and certain con-
cerns. I personally feel that we should 
have power to regulate such transac-
tions and we have to consider this 
matter in connection with the amend-
ment which we propose to make in the 
Companies Act.

I have now to mention only one or 
two matters to which reference was 
made by Shri Bimal Ghose. Shri 
Guha has a'so said something about 
the social objectives of this law and 
he has also mentioned about the small-
er companies. In fact, I am inclined 
to agree with Shri Bimal Ghose that 
there should neither be mushroom 
companies nor b:g monopolistic con-
cerns or huge companies. We will 
have to strike a middle course. Two 
suggestions which Shri Bimal Ghose 
has placed before the House deserve 
consideration, especially the one relat-
ing to creating consciousness, as he 
put It, among the shareholders, of their 
rights. He made reference to the 
elaborate procedure regarding passing 
of special resolutions, etc. I shall not 
go into the details because there is not 
much time, but I do agree that 
we should consider whether we should 
have some public relations officers
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in order to educate the shareholders 
in regard to their rights. We will also 
have to consider what ways and means 
we should adopt in order to improve 
the quality of management.

It was said that the present Com-
pany Law Administration is not fully 
authorized to deal with all matters 
concerning the companies. There is 
truth in it. Certain branches are with 
the Economic Affairs Department of 
the Ministry of Finance; some others 
are with us. For example, cases which 
come under the Industries (Develop-
ment and Regulation) Act are dealt 
with by a different section in the same 
Ministry of Commerce and Industry. 
I have been thinking over it, but I 
have not been able to take a final deci-
sion. However, I would like to inform 
the House that this is an important 
matter, specially the work which 
is being done in a different sec-
tion in our Ministry. We should try 
to co-ordinate these things; not only 
co-ordinate but we should try to see 
whether that work could also be done 
or taken over by the Company Law 
Administration. That aspect is receiv-
ing my attention. I hope it will be 
possible for us to decide this matter, 
or take a decision on this matter, 
rather early.

Shri A. C. Goha: What about those 
items which are now with the Depart-
ment of Economic Affairs of the Fin-
ance Ministry?

Shrl Lai Bahadur Shastri: That 
will have to be taken up by the Fin-
ance Ministry. I want to confine my-
self to my own Ministry. At least I 
should see that whatever work con-
cerns my Ministry is carried out 
quickly.

Shri Blmal Ghose: Will the hon.
Minister take it up with the hon. Fin-
ance Minister?

Shri Lai Bahadur Shastri: I have
not personally done it myself, but I 
-was told that it wn* taken up before.

Report on the Working 22^8 
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I do not know. I shalj consider that 
matter. I cannot say anything off-
hand about it.

Shri A. C. Guha: An assurance was 
given on the floor of this House that 
these sections will be under the same 
Company Law Department. That was 
on the recommendation of an expert 
committee.

Shri Lai Bahadur Shastri: If an
assurance was given, I shall certainly 
look into it.

Shri Menon has raised a number of 
matters and Mr. Guha also has raised 
some points about liquidation proceed-
ings. I would merely say that we have 
already prepared our draft of the com-
pany law amendments and we want at 
least to introduce it in this session. 
Those amendments are rather vital and 
I think the House will get an oppor-
tunity again when the amendments are 
considered to consider the other mat-
ters relevant to the Bill which were 
raised in this House today. I have 
nothing more to say.

Shri Satish Chandra: Mr. Chair-
man, many important points have been 
raised and I am grateful to Members 
who have made constructive sugges-
tions. But I may respectfully say that 
the debate has been more or less like 
a general debate on the Company Law 
Amending Bill which is likely to come 
only after some time when Members 
will have an opportunity to suggest 
new provisions for incorporation.

Some Members have referred to the 
social objectives of the Plan. The 
Company Law Department is not pre-
sumptuous enough to claim entire res-
ponsibility for the achievement of 
those social objectives. It can gplj* 
make a contribution towards the 
achievement of those objectives and 
its role is very much limited. Many 
extraneous things have been brought 
into the discussion. Something has 
been said about* cost accounting pro-
cedures and about deficiencies- in 
various laws which do not fall within
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the administrative scope of the Com-
pany Law Department. The Com-
pany Law only attempts to safeguard 
the interests of the shareholders. That 
is its primary object and it also 
attempt* to create an atmosphere in 
our industries and trade so that 
healthy management practices may be 
gradually evolved in the corporate 
sector.

The old Act was passed in 1913. 
The country had since then made a 
tremendous progress in the field of 
trade and industry. It was necessary 
to bring that law in conformity with 
the present conditions. With that 
object in view, a Bill was brought 
before the House three years ago. It 
was considered by a joint select com-
mittee of the two Houses end consider-
ably amended in the Committee stage 
as well as in the House. The pre-
sent Act of 1956 is the result of the 
long deliberations in this House. 
Now I will request the hon. Members 
to judge the performance of the 
Company Law Administration in the 
light of the existing provision in the 
Companies Act. Of course, many good 
suggestions have been made today, but 
the right stage to consider them will be 
when the new Company Law (Amend-
ment) Bill, over which Government 
have given considerable thought, is 
brought before the House.

Something has been said about dis-
couragement to capital formation 
after the enactment of the present 
law. I would like to say in this con-
nection that the number of companies, 
newly registered in the year imme-
diately after the passing of the Indian 
Companies Act of 1956, declined sud-
denly as compared to the previous 
jjear. It came down from 1,448 in the 
previous year to 848 in the next year. 
The new registrations in the subse-
quent year, in 1957-58, have however 
improved over 1956-57. The number 
was 961 against 848. From April to 
October this year -it was 592 in six 
months. So, it will be evident that 
tiie number of registrations is going up.

Companies Act

Mjr esteemed Mead, Shri A. C. 
Ghsha, referred to falling investments 
in eompantts. I would stffaanit that 
it is not s».

Shri A. C. Qaka; I have not said 
that. Somebody might have said that. 
I have said file number is 
down but the share capital has in-
creased.

Shri 8atish Chandra: I am sorry. 
If that is so, I have nothing more to 
say on this subject.

Mr. Chairman: It was said by Shri 
Acbar.

Shri Satish Chandra: What I want-
ed to say in this connection is that 
the real measure of success of the 
corporate sector is the capital invest-
ment attracted to it and not so much 
the number of companies.

Shri A char: Even with regard to the 
capital, it is less. I am only speaking 
of that one year. Added to that, 
most of the companies are Govern-
ment-owned and not private-owned.

Shri Satish Chandra: In 1955-56, the 
year just before the Act came into 
force, the money invested in Govern-
ment companies was Rs. 6*7 crores 
In non-Govemment companies it was 
Rs. 50 crores and odd, making a total 
of Rs. 57 crores. In the following 
year, that is, immediately after the 
Act was passed, the investment in 
Government companies increased from 
Rs. 6:7 crores to Rs. 8:2 crores. In 
the case of non -Government com-
panies it increased from Rs. 50:4 crores 
to Rs. 83 crores. These are separate 
figures for Government companies and 
non-Govemment companies.

Shri Achar: It includes both?

Shri Satish Chandra: I gave the 
figures separately. The investment in 
the year following the passing of the 
Act, was Bs. 91-2 crores, as against
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Companies Act 
to day. Within the limitation* at theRs. $7 crores in the preceding year, 

it has increased in both the cafes. 
It has increased only by Rs. 1*5 crores 
in the case of Government companies 
afcd Rs. 28 crores in the ease of pri-
vate companies. Therefore, the tears 
entertained by some hon. Members 
are not correct.

Several other points raised by hon. 
Members will deserve consideration 
aft a later stage. Shri Rem 
Krishan said something about the 
T.I.T. company. According to my 
present information, there is no such 
company registered under the Com-
panies Act The T.LT. in Bhiwani is 
a Technological Institute of the tex-
tile industry. Hiat is what T.I.T. 
means. Some complaints about it 
were made to the Punjab Govern-
ment. No representation appears to 
have been received by the Company 
Law Department. That is the position 
as ftor as the T.I.T. is concerned.

Shri Narayanankutty Menon spoke 
something about Dr. Alagappa 
Chettiar Mills. He said that the com-
plaints were not enquired into and 
money was given to some Trust.

Shri Namyaaaakatty Menon: I did 
not say that the complaint was not 
enquired into. The money has gone 
and the workers have not got their 
bonus.

An Hon. Member: After all, it has 
gone to charity.

Shri Nanjraaaakatty Menon: 
Charity at the expense of the workers.

Shri Satish Chandra: He said 
something about a resolution having 
been passed giving the money in 
charity. The company did not pass 
any resolution.

An Han. Member: Loaned?
Shri Satish Chandra: As soon as we 

received a complaint about this 
matter, we instituted a proper investi-
gation. There is something in what 
my bon. friend Shri Bimal Ghose bas 

that we carry on e post-mortem 
examination rather than watch the 
interests of the shareholders from

administrative machinery at the dis-
posal of the Company Law Depart-
ment and the existing provisions of 
the Company law, we try to perform 
our functions to the best of our 
ability. But, if some money is passed 
on from a company to another insti-
tution without the knowledge of the 
Board of Directors or the shareholders 
of a company, action is possible only 
when the fact is brought to the notice 
of the Company Law Department Ac-
tion has been taken and investigations 
are going on to ascertain the circum-
stances under which this money was 
transferred from the mills to another 
society

I wish to touch very briefly on 
inter-company investments. It i* 
true that there have been many 
inter-company investments. Some of 
them may be said to be of a dubious 
character. Die shares of other com-
panies have been cornered by the 
directors by utilizing the funds of a 
company under their control. The cor- 
neming of shares as well as invest-
ments of the funds of one company 
in another company are matters which 
require serious consideration. The 
Company Law Amendment Commit-
tee has suggested some measures to 
plug the loop-holes and they shall fee 
brought before this House for con-
sideration. If hon. Members have any 
other suggestions to make, they can 
do so at the proper time.

Shri Ram Krishan: May I know 
when this Bill is coming?

Shri Satish Chandra: It is likely to 
be introduced before this session ends 
or early next session.

Many members have pointed out 
that the definition of relatives js 
absurd and leads to a lot of harass-
ment. That will also be amended
suitably

The liquidation proceedings of the- 
old companies have presented some 
difficulty. Under the law, the liqui-
dation proceedings started under the 
191S Act are deah with by liquidators
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[Shri Satisft Chandra] 
or receivers appointed' by the respec-
tive High Courts, over whom the 
•Company Law Department has no con-
trol It is only after the passing of 
the 1056 Act that the Company Law 
Department became entitled to ap-
point official liquidators for looking 
after the liquidation of companies 
under the new Act. An official liqui-
dator has been appointed at Bombay. 
Some part-time officers have been ap-
pointed at other places, and the num-
ber can be increased as soon as there 
is more work for them. In order to 
expedite the old cases, we have re-
quested High Courts to transfer them 
to the new official liquidators, bat the 
High Courts have been rcluctant to do 
so, and therefore the Company Law 
Department has found itself helpless 
in expediting those cases, though we 
would very much have liked to do so.

There is another section under the 
Companies Act under which we can 
call upon the liquidators appointed 
under the old Act to submit periodi-
cal returns to us, but it is not pos-
sible to expedite the cases, and the 
Company Law Administration cannot 
be held responsible for these delays.

Cost accounting procedures of in-
dustrial undertakings is not so far the 
responsibility of the Company Law 
Administration. I am repeating this 
because the scope of the company law. 
must be clearly understood.

Shri Menon spoke very strongly 
about the foreign oil companies, and 
said that they do not submit their 
accounts as required under the Com-
panies Act. Some section was quot-
ed. I may respectfully point out that 
these companies have to submit their 
returns and profit and loss accounts, 
but these are not exclusively for the 
operation of their business in India. 

*A copy of their world balance sheet 
which they submit to the Registrar in 
the country of incorporation is also 
filed here with the Registrar at New 
Delhi. Of course, it is open to the 
Company Law Pepartment to ask

• questions, or to get more information, 
.but the costing of the products of a

Companies Act

company or the agreements that may 
have been entered into at earlier 
stages are not matters which cone 
within the purview of the Company 
Law Department

In spite of such criticism, I wish to 
say that many constructive sugges-
tions have been made today. We 
are bringing forward a very compre-
hensive amending Bill.

An Hon. Member: This session?
Star! Satish Chandra; This session 

or the next session. It may be intro-
duced by the end of this session or 
early next session. Anyway, it will 
he before the hon. Members in the 
Budget Session. That will be the 
right time when we will be able to 
thoroughly examine every aspect of 
company management, and try to 
bring the law in conformity with the 
Present needs and requirements con-
sistent with our industrial and com-
mercial progress and the social objec-
tives which all of us hold dear.

There are legitimate complaints that 
investigations carried on in respect of 
Certain companies have been delayed. 
Rue to certain steps taken by com-
pany owners such as obtaining in-
junctions from the High Courts or the 
Supreme Court or filing of a writ 
Petition, the investigations are delay-
ed. It is for this House to find some 
remedy. The Department of Com-
pany Law Administration cannot be 
held responsible for such delays 
which result from the directions given 
hy the High Courts or by the 
Supreme Court to which the matter 
unay have been taken.

I would request hon. Members to 
Consider all these matters dis-
passionately. Government will be 
glad to examine constructive sugges-
tions which may be offered for the 
improvement of the Company Law 
Administration.
17.32 hrs.

The Lok Sabha then adjourned till 
Eleven of the Clock on Monday, th* 
1st December, 1958.




