RAJYA SABHA [30 November, 2000]

4.00 P.M
THE COMPANIES (AMENDMENT) BILL, 2000

THE MINISTER OF LAW, JUSTICE AND COMPANY AFFAIRS (SHR!
ARUN JAITLEY): Madam, | move:

"That the Bill further to amend the Companies Act, 1956, as passed
by the Lok Sabha be taken into consideration®

Madam, | am extremely grateful to you for giving me this
opportunity to table the Companies {(Amendment) Bill, 2000 before this hon.
House. At the very outset, | must state that on Monday, this Bill was
passed by the Lok Sabha and about 40 amendments which had been
suggested by the Standing Committee have been incorporated in this Bilk. ¢
am extremely grateful to the Members, and particularly, the Chairman of the
Standing Committee, who very expeditiously and very thorcughly examined
this Bill and suggested saveral changes to it which were unanimously
accepted by the other House,

In 1996, the Government of India had constituted a Committee to
go into the question of suggesting a comprehensive Company Law Bill.
Suggestions were made and a report was received in August, 1997, which
was referred to the Standing Commiltee on Finance because the
comprehensive Bill ran into several hundred clauses. Last year, in 1999, the
first part of the Bill was incorporated by way of an Ordinance, initially; and
then approved by both Houses of Parliament. The 1999 8ill which has now
become an Act had several major provisions; iiter alia, it referred tc a
provision for-sweat equity for employees, a provision for buy-back of shares,
simplification of nomination facilities for legal heirs and representatives of
deceased shareholders, enforcement of uniform accounting standards, and
most important, the creation of an investor education fund. The suggestion
was that unclaimed dividend lying with vanous companies as also interest
which was unclaimed on various deposits in companies would go into the
creation of an investor education fund.

[The Vice-Chairman {SHRI SANTOSH BAGRODIA} in the Chair.]

Similarly, Sir, the Companies (Amendment) Bill, 2000 has several
important provisions. But the three most important provisions relate to
transparency in corporate governance, improving the standards of corporate
governance and alse creating provisions for investor protection. | will just,
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briefly, outline some of the major amendments which have been included in
this amending Bill. The definition clause has several important additions. The
most important being the new definition of the word ‘dividend' as also the
new concept of employees' stock option, which has been defined in the
Companies Bill. Dividend, Sir, now means and includes interim dividend. A
large number of companies are declaring interim dividend, in addition to the
reqular dividend that they declare, and a legislative sanction to that has
been provided for. The employees' stock option, i.e., giving of stocks to
employees or directors of the company or officers of the company has been
specifically provided for in the Bill. There is a specific amendment relating to
a minimum share capital being provided, for both private and public limited
companies. This amendment has a dual purpose. The first being that a
minimum one lakh rupees will be the capital for a private hmited company
and five lakh rupees for a public limited company. So, the practice of
people registering companies without any investment -- and such
companies may become fly-by-night operators -- is to be discouraged.
Secondly, on the Register of the Registrar of Companies today, a very large
number of defunct companies which are doing no business are just
registered. Therefore, a disincentive has been created so that those
companies could be taken off the register which are defunct companies and
which are not doing any business.

Similarly, Sir, a very important amendment relatas to deletion of
certain obsofete clauses like managing agents and treasurers. These were
abolished long ago, but provisions relating to them continue to occupy the
statutory space. Therefore, an amendment has been suggested for deleting
various provisions which deal with managing agents and treasurers. Earlier,
Sir, the transfer of a registered office of a company from one State to
another required the prior approval of the Regional Director. Now, since a
large number of vanishing companies have come into existence, it has been
noticed that they transfer their registered office even within the State itself.
As the size of some of the States is very large, this also requires the prior
approval of the' Regional Director, in case there is a shift of registered office
within the State, from one place to another.

The provision relating o some private companies being deemed
public companies, after a passage of time, has been c¢onsidered
unnecessary, and it has been accepted by the Standing Committee that
these provisions may be deleted.
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Sir, a very important amendment relates to certain provisions which
are reilated to the various market activities of the companies. These
functions are now proposed to be transferred to the SEBI. The several
penalties, in terms of fine, have been enhanced to almost ten times for the
defaults which some of the companigs may make.

Clause 19 sedks to add section 58AA. This is a very important
provision relating to protection of the interests of smail investors. The
Companies Act now recognises the institution of small depositors. Once a
company fails 10 pay back their amounts, it is obligatory for the company to
inform the Company Law Beoard within sixty days. Once it informs the
Company Law Board within sixty days, the Company Law Board is
expected to pass the orders within 30 days, which is extendable by a
maximum of 30 days. S0, a complete remedy for the smail depositor, from
the CLB, shall be there within a period of 90 days, which can be stretchable
to 120 days. If these orders are violated, there are several deterrents on a
company, that if you are not paying the small depositors, then, you can't
collect further deposits. If you c¢ollect further advances from banks and
financial institutions, you dre o pay back the small depositors first. There is
also a penalty which has been provided for in the amendment.

Sir, additionally, there are other amendments relating to ensuring
corporate democracy. Clause 80 amends section 192. Earlier, the voting at
an AGM of a company was done either in persan or by proxy. Now, the Bili
creates an enabling provision that the Central Government may notify a
calegory of resolutions which can be voted upon by postal ballot also. The
definition of postal ballot has been extended by the Standing Committee so
as to include electronic voting also.

Similarly, Sir, the payment of interim dividend has beefi made
mandatory within a period of five days of its declaration. This is on the
suggestion of tha Standing Committee. There is also a default clause. In
casea, knowingly, the dividend has not been paid, then certain sections come
upon the Directors of the company who are involved in the process of non-

payment.

Clause 101 provides for Director's Responsibility Statement, that is
to say, the Directors of all cetegories are Row expeeted to file annually a
Director's Responsibility Statement that the accounts of the company have
been personally gonse through by them. They can't say that they have filed
the accounts withcut applying their mind. They are, personally, to ensure

238



[30 November, 2000} RAJYA SABHA

that tha accounting standards have been maintained in the approval of the
accounts of the company.

Similarty, Sir, special responsibilities have also been cast on the
Auditors of the company. If certain adversa comments have been made,
those adverse comments may go to the AGM of the company and they
would be in bold print or in italics so that they are not concealed in some
fine prints behind. The shareholders know, at least, what are the adverse
comments that the auditors have made in relation to the compeany.

Similarty, Sir, a provision has been made with regard to certain
Directors who default in relation to one company; their responsibifity falis on
other companies on which they continye to be Directors. The Audit
Committes, in order to ensure that the financial affairs of the company are
maintainad at the highest level, has been given wider powers. Even though
the audit committee I8 constitited by the Board of Directors, its findings
have been made binding on the Board of the company. in case the Board
disagrees, the findings would go to the AGM of the company. These are the
several amendments, amongst various other amendments, which | am not
elaborating. Very comprehensive provisions have been suggested first by
the Bil when it was tabled in the House, and thereafter, several additigns
have been made by the Standing Committee. | may add, Sir, that the first
instaliment, if | may use the phrase, of the 1997 draft Bill had already been
legislated by this House last year.

Second is that several amendments relating 10 the Imestors
protection, adding transparency and maintaining higher standards of
corporate governance which are internetionally accepted standards today
have been introduced by virtue of this Bil. There is one last limb which
remains which we have not brought up along with these amendments which
relates to an issue, as to the forum in which the commercial corporate
disputes are to be setted. There have been several suggestions which
have been made by the Standing Committee. The report is already with us.
There was also a paraliel committee relating to the functioning of certain
institutions such as the BIFR and the setflement of corporate disputes forum
such as the Company Law Board. The Committee headed by Justice Erag
has also made some suggestions. Taking a comprehensive \iew with
regard to the remaining suggestiona which really relate to the Tribunal of the
Company Law Board, the Government shall be bringing a Bjll, f necessary,
within a reasonable future date, as far as the third aspect is concerned. Sir,
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these have been very well-meaning amendments intended to good corporate
governance. | would appeal to the hon. Mambers here, that these having
been approved alsc by the Standing Committes, | commend this for the
acceptance of the hon. House.

The question was proposed.
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SHRI RAJU PARMAR (Gujarat): We can sit late and pass this Bill.
Vnterruptions).

SHRI NILOTPAL BASU (West Bengal):  Sir, | would like to have
one clarification.  Sir, some amendments were given in the morning but
these amaendments are not being circulated. . {nterruptions)...

SHRI MD. SALIM (West Bengal): At least the one amendment
which | have given notice of, has not been circulated. . {nterruptions)...

THE VICE-CHAIRMAN (SHRI SANTOSH BAGHODIA): Your point is
that these amendments have not been circulated. . {nterruptions)... | will
check with the office. ... The office will have to Gheck it. . {nterruptions)....
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SHRI PRAMOD MAHAJAN: Once a décision has been taken with
regard tc passing of this Bil, we wil also help you in finding your
amendments. {nterruptions)....

THE VICE-CHAIRMAN {SHR! SANTOSH BAGRODIA); | will let the
hon. Member know about it. {nterruptions)...Shri Rahman Khan.

SHRI K. RAHMAN KHAN (Karnataka): -~ Mr. Vice-Chairman, Sir, |
rise to speak on the Companies {(Amendment) Bill, 2000 whish has been
passed by the Lok Sabha. Sir, this is an important piece offlegislation.
As the hon. Minister has said, there are 5,32,580 companies as on date
involving a total paid up capital of Rs.2,72,865 crores. Hence the lagislation
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which we are going to pass for the administration of compamies in the
country is a very important piece of legislation which affects the life of every
citizen of this country in one way or the other. The hon. Minister has
rightly referred to a comprehensive legisiation which was promised in this
House and in the other House. The reason for not completing or bringing
a comprehensive legislation has not been given, Why is this legislation
being brought in a piecemeal way, first, through Ordinances, then second
instalment, third instatment, fourth instaiment, etc.? The reason has to be
given tc the Parliament as to why this legislation is being brought in a
piecemeal way. Mr. Vice-Chairman, Sir, the hon. Minster has said that
there are very important issues which have been addressed in this
Amendment Bill.

Yes, though amendments look to be huge, nearly 200 amendments
are there in this Bill but strictly speaking, there are about 30 amendments,
which need to be debated. The rest of 200 amendments are only
consequential or increasing the penalties wheraver it is there, So, | would
not like to go into the other details. | would like to confine myself 1o
legislations. Fourteen new sections have been added and there are 16
existing sections, which have been amended. Mr. Vice-Chairman, Sir, the
hon. Minister said that there is some change in the definition clauses., |
agree with him that there is need for certain definition. But one thing |
would like 1o say is that while framing the definition of an officer, a statutory
auditor is also included as an officer. An officer is one who comes under
the control of the Board. The shareholders appoint the statutory auditor.
His independence is affected. by including the auditor as an officer. That
was not the intention of the Standing Committee. | do not think that was
the intention of the Government alsa. |If an auditor is an officer, you can
bring in other clauses to regulate the statutory audit. But to bring the audit
that is an independent authority within the definition of “officer”, is not
correct and not judicious. Internal auditor, yes, but statutory auditors are
also included in "officers™. That is the amendment which | have moved. |
would like the hon. Minister to look into it. Then, "deemed public limited
company'has been removed. Some more explanation has to be coffered as
to why this provision has been withdrawn.

[THE VICE-CHAIRMAN (SHRI MD. SALIM) in the Chair.]

A deemed public limited company was a private limited company; if t'hey
attained certain level of transactions, they have to be treated as public
imited companies. Now that you have removed this "deemed public limited
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company®, a private lmited company will remain a private limited company,
irrespective of the size of the company. Mr. Vice-Chairman, Sit, | would like
to say here that now about the accountability aspect of private tirited
companies vis-a-vis public limited companies. 80 many sections of the
public limited companies are exempted from operation vis-a-vis private
limited companies. So, in that case, there are private limited companies.
Now all the multi-national companies which are going to come here will be
going to be private limited companies because thay are not required to have
capital and go-to the capital market. -So, in that case, how do we ensura?
In any case, thers will be borrowings from the banks; in any case public
money -is involved. So the accountability aspect has also to be looked into
and the change from deemed limited to deemed public fimited companies
needs more explanation.

You have transferred certain powers from the Registrar of
Companies to SEBI because whenever there is a public issue by a public
limited company, SEBl has to come into picture. How long wili this dual
control continua? Sir, SEBI should be given, except registration, the charge
of evary aspect of it because SEB! is a better organisation te control it
rather than the Registrar of Companries. Today, the role of the Registrar of
Companies is just like a post office. Now, there are 5,32,000 companias in
the country. It is an admitted fact in the Report of the Company Law Board
that not more than 56 per cent of the companies are complying with the
regulations. So, almost, 30 per cent of the companies, in spite of having
régulations by the ‘Registrar of Companies, are not filing their returns, are
not hokfing the Gangral Body mestings and are not complying with the
statutory obligations. You- have given a lot of powers to the Registrar,
starting from section.23t to 260 and odd under the Companies Act, to take
action against the defaulfing companies. We would fike 10 know as to how
far the Registrar has used these powers 1o call far information and with
regard to search and seizure. Al the powers given to the Registrar have
beon defined from sections ‘241 to 260 and cdd of the Companies Act.
Today, if you go to the office of the Registrar of Gompanies, you will ses
the condition of the qffica. It is just like a sub-Hegistrar's office and nothing
else. Huw do you expsct that the Registrar of Companies is going to
contro) Rs. 2,72,85Q crores of paid up caphal of this nation? It is a small
office. You cannot get even a document from there and they will not be
able to tell you whether a particular documeant has been filed. 1 wouid like
te bring to the notice of the hon. Minister several prosecutions that they
have launched. If you take into account the number of companies against

292



[30 November, 2000] RAJYA SABHA

whom you have launched the prosecution then you will know that it is not
more than 100 or 150 companies. | have got a statement. This is from the
Company Law Board. Thig is, 'Details of investigation of cases pending as
on 31.03.1989." In this, you have initiated proceedings under section 237 (B)
to investigate companies. And, these cases are pending since as early as
1973. Sir, in the case &f M/s Sudarshan Trading Company, the date of
order was 31.12.1973. A court stayed it. For 27 years, the stay has not
been vacated and it is still stayed by the court. This is the latest
ipformation. from the Company Law Board. Coming to Modi industries, the
prosecution and invastigation was faunched on 12.05.1977 but still the stay
has not bean vacated. Coming to investrnent Finance Company, Karanpur
Collieries, the Indien Express blewspaper Bombay Limited, in all thase
cases, the pressecution case was filed in 1887 but, so far, no stay has been
vacated.

So far, no stay has been vacated. Still # is pending. Indian
Express, Madurai, and Express News --all these cases wera filad in 1987.
For investigation cases, stay orders weré obtained. But no action has been
taken Dy the Registrar. They gre lying as it is. It was the duty of the
Registrar to get the stay vatated and then proceed with these things. What
have you done after 17,18 , or 23years, of investigation? M it is like this,
how will the public invest in companies? How will the banks or the financial
institutions have confidence in the functioning of the Registcar's office? Out
of 11,900 prosecutions launched last year, 11,200 relate to non-filing. Either
you ara-not holding the Annual General Body meeting or returns are not
being filed. It is hardly 2% of the total defauit which the Registrars have
addressed. Now, | come to Section 58 AA, |t is regarding small
depositors. It says ' Every company which accepts deposits from small
depositors, shall intimate to the Company Law Board any default made by
it --their own default-- to the Registrar of Companies’. Then the Registrar
will take action. The company in default will itself file it. Is this the
mechanism of your Department? Are you asking the culprit, the thief to file
his own FIRs? So, | think this provision has to be looked into. Then, you
have brought out a very good *Citizen Charter.® It is very good to iook at.
“Investigation into the affairs of companies, specially where complaints are
receivad, prescribing cost audits rules and ensuring compliance.” | would
like to know how far this *Citizen Charter® is being implemented by the
ROC or the public. How far you have publicised it? It is there on paper
only. Powers have been given 1o the Registrar. f that is the case, why
have you gone in for the Voluntary Disclosure Scheme? Now, you have
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allowad all companies who have been defaulting for the last 20 years, to
make a certain payment and get themselves relieved. Togday, we would like
to know whether you have collected the Rs 100 crores which you were
expecting. If you have collected, | would like 1o know whether you are
going o use that amount in modernising the offices of the ROC. You
should inform the Parliament . Fifty per cent of the problems are from the
vanishing companies, what you call, fly -by -night* companies. They are in
collusion with the Registrars. Otherwise, if they had been wvigilant, no
company would have escaped.

Mr. Vice-Chairman, Sir, while considering all this, the one thing
which | would like to bring to your notice is that there is no provision of
tribunals in the Bill. There should be Tribunals to have the disputes settled.
There is no provision of Tribunals in the Companies Act. You are depending
only on prosecutions. Sir, prosecution is not going to solve this problem,
because 33,000 prosecution cases are already pending in the courts, and
they will not see the light of the day. You should have a permanant
mechanism within the legislation s0 @s to have this prosecution or
adjudication or something within the Department iself. Then, there are
certain issues which are not being covered. Far example, the issue related
to winding up of proceedings. There was an assurance given in the
Parliament that the Nquigation and the winding up proceedings will be
simplified, and the long process of winding up or liquidation wil be
addressed to. A Committee was also appointed to leok into this. We
would like to know as to what has happened to the Report of the
Committee on Winding up and Liguidation. Then, | would like to say
something on Nidhi companies. We do not find anything about these Nidhi
companies. Sir, why | am saying this is because this is a very grey area.
We are taking the small depositors for a ride; blade companies, Nidhi
companies and all these are included in it. There was a Committeeg,
namely, the Sabanayagam Committes. It has submitted a report. What
action the Government is going to take on that report is to be clarified.
Then | would like to say something on cost audit. The purpose of cost-
audit is to control the costing in different sectors. Now, the cost-audit has
become a ritual. There is no comparative analysis of the cost. Now, for
example, for a particular industry, a cost-audit is ordered. It may be either
for sugar or textile or for any other industry. For example, the Government
has notified around 682 companies which have to get their production cost
audited and manufacturing cost audited. It covers companies like textile,
sugar, soaps and detergent, shaving system, paper, airconditioner, milk,
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food, jute, cables, fertilisers, ¢hemicals, cement, bulk drugs, engineering
goods, bearings, etc. Now, | would like to know whether the Company Law
Board has compiled the costing of the different companies or not. If the
costihg in 'x' company is Rs. 100 and the cpsting in 'y' company is Rs. 200,
have they found out as to why this difference is there? Otherwise, what is
the purpose of cost-audit? Why bhave you introduced this? Who is
monitoring it? Which is the Department in the Company Law Board which
is monitoring thRese things? Then you said about the postal ballot. No
doubt, it is a good thing because it was also there in the general body
meeting. But, at the same time, the postal bafiot can also be misused.

We know that in the election of the Presiderit of America, postal
ballots and other things are playing havoc. | am not opposed to postal
ballots for giving an opportunity. B8u a proper procedure has to be laid
down.

Then, you have mentioned about Audit Committees. It is a good
piece of legislation. There is need to have Audit Committees. But the
Government has differed with the Standing Committes's recommendation.
The Standing Committee has said that the Audit Committees are created by
the Board and that, therefore, they are accountable to the Board. This is a
point that has to be debatad. You give to two or three Directors the overall
power over the Board of Directors. So, the Standing Committee has
differed with the Government’'s view.

Another important thing that has been brought out is about the
appointment of auditors under section 227. It has been fixed that an auditor
individually can audit no mcre than 20 companias, and, if a partnership firm
is there, not more than 20 companies per partner can be audited. When
"deemed public company' was removed, they have also said, "Exclude
private limited companies from these 20 companies.” The audit profession
is saying, "Don't exclude these. Keep this tab." Why? Because, now,
you have taken away “deemed public limited companies.” So, even
multinationals can be private limitad companies, and they can remain private
limited companies. Now, pecple prefer large companies to be private
limited companies. So, what is demanded is that, including private limited
companies, per auditor, it should not be more than that. There is a
difference between the legal profession and the adcounting profession. A
person has to go into the accounts of the company and take personal
rasponsibility, by certifying the audit. There is a limit to which a person can
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take the responsibility. He cannot employ hundreds of assistants and certify
any number of companies. That is why a well considered legislation was
brought Even if there is a big firm, the maximum number of audits that
can be conducted by it is:

The number of partners x 20.

You have removed this. | will mention the consequences, Mr. Vice-
Chairman. Take, for exampls, a big group having several private limited
companies. Sometimes, big groups will have 20, 30 or 40 private limited
companies. They will be changing the funds drom one company to another
company. It will suit such companies 10 have one auditor for even 50 or 80
companies. They can have all the companias put togéther. Hera, what the
institute or the profession is demanding is that you should have for one
privatea fBmited company, one auditor; and for another private HAmited
company, anothér auditor. Then, there will be transparency.

Anyhow, | have moved the amendmeant. | request the hon. Law
Minister: let us not stand on some prastige. When a professional body that
regulates the profession is demanding it, it is in the interest of companies
and it is in the interest of transparency.

| want to tell this House that the Enron company is a private limited
company. There are several such companies, multinational companies. One
auditor cannot audit the accounts of the Enron company completely. So, |
wouid urge upon the hon. Minister to take into consideration this particular

aspect.

Regarding the prospectus, | want to say a few words. Today,
because of the prospectus, the primary market is suffering. When a public
issue is made, many operators are invoived in it. The investing public has
lost confidence in the primary market. Therefore, most of the companies
which enter the market, have failed 10 get requisite investment, in the last
few years . No doubt, the SEBI has brought out certain guidelines. But
what | feel is that the prospettus should be simplified. Today, there is a
provision that a compeny has to issue a prospectus when it enters the
market. One has to read the prospectus with the help of a magnifying
glass as to what is contained in it. it is impossible 10 read. As a result,
nobody reads it. The public will go by what appears-in the Fconomic
Times, what appears in newspapers, what appears in the publicity, whsether
a big hoarding is put up for the public issue or not. These are the things
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which the public go through. Nobody looks ifito the risk factor. You say,
the risk factor has to be highiighted. As you said rightly, for an auditor’s
report, everything should be put in bold and italic letters. Here also, there is
no need for 20 or 30 pages of prospectus. | think a simple prospectus
which gives real issues and makes various parties personally liable 1S
encugh. For example, underwriters, managers to the issues, they should
be made accountabie. Now the managers to the issue who print beautiful
booklets and brochures are escaping. Underwriter collects a huge amount.
Whan the company fails, then, they escape. Only the invastor would suffer.
Of course, a few promoters will be prosecuted. They happily go and get
bails. So far, how many people have besn prosacuted? How many
companies have vanished? The prosecution takes years to materialise. |
suggest that underwriters, managers to thé issue and brokers also should
have a stake in the issue.

SHRI SURESH A. KESWANI (Maharashtra); They should be
answerable.

SHRI K. RAHMAN KHAN: Not only answerable, they should have
stake in the issue,

Then, clause 86, equity shares, is not very clear, There are tweg
kinds of equity shares, equity share voting and non-equity share voting.
From this clause, it is not clear as 10 what are the voting and non-voting
shares.

| request the Minister to clarify as to how non-voting shares work.
it neads a little clarification.

Then, there is clause 252 about minority shareholders'
representative. Here also, the Standing Committee is not in favour of this.
The provision here says that if they have got 20,000 shares or less than
that, then, they may elect a director to the board. There are two views.
For the small shareholders, you are giving the postal ballot, right to postal
baftot.

THE VICE-CHAIRMAN (SHRI MD. SALIM): You have three speakers
from your party.

SHRI K. RAHMAN KHAN: Qut of the one hour that we have, |
have taken half an hour only.
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THE VICE-CHAIRMAN (SHRI MD. SALIM): Whether you will
consume the full time or not is another matier. There are three speakers
from your party.

SHRI K. RAHMAN KHAN: Here, in small shareholders, sometimes
anti-social elemeants also may come because that js not properly drafted.
So, | would like the hon. Minister to kindly clarify as to how this provision
would function and what safeguards he is going to have to protect the
company as a whole. It is a good provision as well as a dangerous
provision. We would like the hon. Minister to clarify this.

There are other speakers also from my party. | would not like to
take more time. At the time of passing the Bill, my amendments may be
taken up. | have given notices of my amendments. | have already
expressed my views on those amendments. | once again request the hon.
Minister to consider the amendments. | thank you, Mr. Vice-Chairman, for
giving me this opportunity to participate in the debate.

THE VICE-CHAIRMAN (SHRI MD. SALIM): Mr. C. Ramachandraiah.

SHRI C. RAMACHANDRAIAH {Andhra Pradesh): Mr, Vice-Chairman,
Sir, kindly first let me know the time allocated to me.

THE VICE-CHAIRMAN (SHRI MD. SALIM): Twelve minutes for your
party. That is the time originally allotted. But now, since it is the fag-end of
the day, you may take 10 minutes. No problem.

SHRI C. RAMACHANDRAIAR: Sir, Mr. Rahman Khan, the earlier
speaker, who happens to be a practising Chartered Accountant, has dealt
with, in detail, all the amendments that have been proposed in this Bill. Sir,
| presume that because the comprehensive Companies Bill has been
referred to the Standing Committee and the final report is vet to come, the
Government has made an attempt to bring this Bill in this Session.

Sir, first, | will deal with the proposed amendments to which | want
to draw the attention of the Minister. Clause 17 is with regard to shifting of
registered office from one place to another within a State. The proposed
amendment stipulates that it requires the permission of the Regional
Diractor. | wonder how the Regional Director can be the best judge to shift
the office from one place to another. The shareholders, according to their
convenience, will judge the viability or the necessity of.shifting. S0, why
should you create one more level of hierarchy to decide? | request the
Minister to kindly take note of it.
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Sir, with regard to the small deposits, the definition of the depositor
in the case of the small deposits, Tovered in the section s toe small. |t
does not cover the interest of the depositors who has made a deposit of
more than Rs. 20,000/-. S0, | request the Minister 1o increase the limit to
Rs. one lakh. Thirdly, | come to the question of statutery audit. This
aspect has been dealt with by my friend, Shri K. Rahman Khan. There s
demand from the Institute of Chartered Accountants of India, which is the-
Body representing the professionals in this field, that there are private
companies with a huge turnover, and with a very big capital base, and if the
proposed amendment is accepted, the purpose of acquiring a major share
of the audits of the public limited comparnies by most of the companies of
the Chartered Accountants will be achieved, and most of the members of
the profession, especially, the new comers, the new entrants, will be the
losers. Then, allocation of more work of companies to the chartered
accountant companies is also not good on the part of the profession
because it requires a lot of independence, it requires a thorough check- up
so that they can verify and certify the authenticity of the accounts which
they are submitting to the General Body. That is why, alongwith  Shri
Rahman, | too have made a proposal to amend this provision.

Now, | come to the question of audit report. The auditor is
competent only to quantify the effect of the financial irregularity and verify
the veracity of the statement of accounts. It is pertaining to section 227 (3)
(€). He is not the competent authority to comment on the impact of the
administration of the company. Sc, this aspect has to be taken into
consideration. The amendgment is impracticable and will result in imposing
undue responsibility on the auditor. One more aspect, which is very
important, is the appintment of director by small shareholders. Sir, it is true
that the small shareholders have to be given a representation. | do admit
that. But, what for? Do you think that they can exercise their due diligence
and provide a good administratlive base? My opinion and my expernence is
that the institutional financiers will play a vital role. The equity market has
bzen institutionalised. The small savings will be mopped up by the
institutions and the instilutions can act as a good representative of the small
investors in this corporate world. Sir, recently, | have read this thing in the
Caiifornia Public Employees Retirement System. They have virtually thrown
out the poorly performing managements. This aspect has to be taken into
consideration. We should not go by the moyements. To what extent, the
representation of the small shareholders will strengthen the functioning of
the company, the corporate base? Maost of the shareholders have a verv
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limited shareholding. So, there will be a lot of changes. They will be
disposing of the shares. There will be a lot of changes m the ownership of
the shares. This clause seems to be very mmpractical in terms of
implementation.

Now, | want to draw the attention of the. Minister to certain aspects
which naeeds to be amended. He should consider these points, at least, in
the next Bil. With regacd to the objects of the company, generally, the
chartered accountants will prepare the Memorandum of Associafion and the
Memorandum of Articles in a proforma. There will be some proforma.

The cther objects are ancillary cbjects. It is wide embracing. It
ingludes every activity under the sky. The aspec! concerning the operative
incomes from objectives which were nol included in other objectiyes,
compared to non-operative. incomes, should alsc be taken into
consideration. They should aiso be treated on a par with the change of
cobjactives and the relevant provision of the Act should be amended.

[The Vice-Chawman (SHR!I SANTOSH BAGRODIA) in the Chair.)

With regard to naming clause, everybody is aware that most of the
MNCs are coming to India after globalisation and liberalisation. The Act
prohibits the incorporation of a company with a name similar 1o the name of
an existing company. If you want to incorporate a company, you have to
acquire the name of the company from the Registrar of Companies. Most
the MNCs companies wanf 10 have the name of a holding company. This
aspect should also be taken into consideration and the necessary
amendment should be made. (Time Bill ) | am concluding. | am giving only
Bullet points. | am not narrating anything.

With regard to holding and subsidiary companies, Section 4 deals
with the relationship of an Indian outfit with a foreign: company. That
provision is very cumbersome and iliogical, That nesds to be simplified and
redrafted to bring the relationstip in line with the domestic companies.
Keeping in view the majority of the foreign software companies having their
outfits in India, there is an imperative need 10 redraft the pravision.

Regarding registration .of share capital, it is highly prohibitive. Now
the rate of fees that is being.levted for incorporating a company is very high.
The Government of India will, | think, definitely agree with me that most
companies have to be incorporated in the country. Tha pfohibitive fee has
to be considerably reduced.
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5.00 P.M.

Regarding registration of prospectus, now the SEBI has been
conferred with more powers for regulation of the public issues,
implementdtion of the prospectus, and so on. But one lacuna is there in
the Act. Before issuing the prospsctus, the company need no file a copy of
prospectus with the SEBI. 1 is under obligation to file a copy of the
prospectus with the Regmstrar of Companies alone. Sir, that lacuna has 1o
be removed.

Sir, with regard to public issue of funds, a speacific provision needs
to be incorporated in the Act to regulate the deployment and usags of
funds for a public issue. The Companies Act regdlates the monitoring of
the share-capital. When the shares are issusd at a premium, but not at a
regular issue, a machinery has to be created to assess whbther the shars-
capital has been utilised for the purpose for which it has bean issued to the
public. This is a very important issue. To a large extent, jt would prevent
the vanishing companies and the fly-by-night operators.

Shares without voting rights: As mentioned by one of my friends,
Mr. Rahman Khan, this is in vogue in many capitalist countries. The
companies require a lot of resources for their expansion and diversification.
Wwithout disturbing the existing management structure, the shares can be
issued without dilution of the voting percentages.

Sir, with regard to the maintenance of registars, the ragisters can
be maintained on the website. The Act should be suitably amended to
enable display of the registers of members, Directors, stc., on the wabsite
of the company, in addition to the current mandatory requirements. Each
shareholder can be given a password to have access to this information.

THE VICE-CHAIRMAN SHR!I SANTOSH BAGRGDIA): You please
finish now.

SHR! C. RAMACHANDRAIAH:  Sir, therg are only two more
aspects.

THE VICE-CHAIRMAN (SHRI SANTOSH BAGRODIA): You take
only one minute. There is no time.

SHRI C. RAMACHANDRAIAH: There are only two more point, Sir,
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THE VICE-CHAIRMAN (SHRI SANTOSH BAGRODIA): 1t is not the
point that matter. It is the time that matter. You can talk on one pomnl for
one hour. S50, you take one minute only. You have already taken more
time.

SHRI C. RAMACHANDGRAIAH:  Sir, | am covering the points in
single sentence. | will honestly finish in one minute.

Sw, with regard 1o the Directors’ meeting, now, virtually, there is no
necessity for the Directors 1o meet physically, With the inventicns that have
been made and the information technology, the Directors can confabulate,
deliverate and hold the proceedings from the place they reside. Thay
need not go te a particular pltace and duly convene a meeting. This aspect
should be taken into consideration, and 1 will be more convenient for the
Directors.

Sir, there should be some disgqualification provision., Whenever a
Managing Director or Directer, full-time or part-ume, ©f a company defaults
in repayment of the depesits to the public or the loans to the banks, they
should be disqualified from betoming Directors of other companies.  This 1s
an important aspect.

Sir, with regard to managenal remuneration, there is a stipulation.
It should not be there because it will dampen the spirit ©f the persons whce
have got the capability and merit should nct be the consideration i such
Cases, I request the hon. Minister to take all these aspecis Into
consideration when he comes out with further amendments in future. Thank
yOu.

SHAI KA. RA. SUBBIAN (Tamil Nadu): Thank you, Mr. Vice-
Chairman, for giving me this opportunity to express my views on the
Companies [Amendment) Bill, which has been brought forward by the hon.
Minister. We have to appreciate gur hon, Minister for having brought this
amendment where the definitions of dividend, abolition of deemed private
company and public company. etc. have been given. As far as India 1s
concerned, we are not in any way behind 1o anybody, and as this type of
fegislation is concerned. We arg in the forefromt in Gompany Law which
was enacted in 1913: Jater t was amended in 1836 and 1951, As far as the
Companies Act is concerned, it was enacted in 1956, and there were 17
amendments 1o it. As my learned friend has stated, the total number o&f
companies in India are 5,32,580 and the paid-up capital is Rs.2,72,865
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crores. Now, a private company can be started with a paid-up capital of
Rs.1 lakh arnd a public company can be started with a paid-up capital of
Rs.5 lakhs. Onginally, it was that two persons could start a public company
with a paid-up capital of Rs.7 lakhs. Now, the hon. Minister has deleted ali
those prowvisions and a private company can be started with a paid-up
capital of Rs.1 lakh and a public company gan be started with a paid-up
capital of Rs.5 lakhs., Since there i1s an imperative need 1o further amend
this Act, this amendment has been brought. In fact, it was introduced in
1997 by the then Finance Minister, Shri Chidambaram, and the first
amendment was made in 1999, This second amendment is brought, taking
into censideration the new Economic Policy announced as early as in 1991,
for rapid economic development, which has been taking place globally,
iberalisation of economy, access to WTQO, etc., to facilitate healthy growth
of the Indian corporate sector under the liberalised and highly competitve
environment greater flexibility, transparency, disclosure, efficient enforcement,
tough penatties, better investor protection and changing economic scenario,
taking all these things into consideration, this amendment Bill has been
brought. My learned senior colleagues have already made their
submissions. So far as tlus Bill is concerned, from 15 Schedules, it has
been reduced to 3 Schedules and ffom 658 section, it has been reduced to
458 section. The paid up capital has also been increased. So far as the
shifting of a reqgistered office is concerned, RD has been given unbridled
power. Shifting of registered office from the juridiction of one Registrar of
Companies to the other Registrar of Companies can be permittad. Mr.
Vice-Chairman, Sir, if a registered office has to be shifted fram one portion
to the other portion in the same building, the management has to approach
the Regional Director seeking his permission to shift the office. What criteria
he wilt apply to give or refuse 10 give permission; how he will invite and deal
with objections; where the aggrieved company will appeal, etc., are some
questions that have arisen. Absence of express provisions will lead to
exercising the power in arbitrary, whimsical and capricious manner. | would
request the hon. Minister to add some more power or provision in this
clause itself. Shifting of regisiered office comes under Section 17 A of the
Companies Act. If the Regional Director refuses to give permission for.
shifting of the registered office, whom should the management approach?
Should they approach the High Cowrt? Who is the appellate authority? It
has not been exptained. Secondly, everywhere it is being said that there
should be 33 per cent reservation for women. Now a large number of
women are entering intc the arena of corporate management. | would
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request the hon. Minister to consider giving adeguate tepresentation 1o
women on the Board of Directors. We appreciate the hon. Minister
becayse two new sections have been inserted, i.e. 58AA and 58AAA. Now
if a default is committed by a company, the company will have to intimate
the Company Law Board within 60 days from the Jdate of default. Then the
period of returning the deposit and also interest has been reduced from 42
days to 30 days. The action wil be taken from the date pf receipt of
irflormation from the company. The Company Law Board has to initiate
action within 80 days. What action the Company Law Board would take in
such a case, thera is no such provision. Of course, the Supreme Court and
the National Commission had held that they have every right to approach
the Consumer Court for recovering the amount,

As far as the small shareholders are concerned, there is a provision
that if the public limited company's paid up capital is Rs.5 crores and thare
are thousand sharehoiders who have shares worth not less than Rs.20,000,
then, they can elect one director from among the smatt shareholders. But |
would like to know what the mode of election would be. Would it ba by
holding a general body' meeting or would it be by exercise of vote that the
said director would be elected? 1 would also like to suggest that in place
of one director, the améndment S$houwld be made for appointment of two
directors from ampongst the small shareholders.

Lastly, as regards postal bailot, it has been mentioned that even
without attending a general body meeting, a resolution can be passed by
postal ballots. Now, if there aré 5,000 shareholders, and the ballot papers
are received from all of them, then who is going to have thé authority for
keeping all those papers? And, supposing, f among the 5,000
shareholders, only 1,000 shareholders have sent their reply, out of which
even if 501 shareholders have favoured the resolution, then, the resolution
will be deemed to have been passed. Now would it be practically possible
to get all the tesolutions passed by ballot papers? So 1 request all these
things to be considered by the hon. Minister. As far as this Bill is
concerned, as a Member of the NDA Government, | support this Bill
baecause several benevolent provisions have beaen brought in this Bill

SHRI VEDPRAKASH P. GOYAL (Maharashtral Mr. Vice-Chairman,
Sir, | rise to support the Billl. The Companies Act is the largest Act on the
dngian statute. And this Amendment Bill deals with hardly 230 to 235
clauses. As | go through the amendments, | find that nearly 200 of them
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just refer tc raising the fees or penalties. They just multiply the earlier figure
by ten ar so. Those are very simple amendments. This change in value
nardly takes care of inflation and the fal of rupee. S, the original Bill
pertaing to 1913, which was then amended in 1956. n the second part of
the present Bill, many of the amendments refer to the managing agency
system. That is alsc a notional thing because it just does not exist. It is to
be removed from the statule DOOK. 30 there 15 nothing new in these two
aspects. Sir, the purpose of the Bill has been very ably explained by the
Minister. During the pericd when this subiect was earlier discussed in the
House and till now, so many changes have taken place on the Indian scene.
The corporate sector has undergone a lot of changes in character, size,
volume and vanety. The requwements for liberalisation, deregulation,
simplification, changing economic scenario and the international corporate
market make it necessary to amend the Company Law lest we should be
left behind in the days of the economic growth of the world.

In fact, most of the big countries hke UK, USA, Canada, European
Union, Austrakia, etc. have already updated their company laws. A
comprehensive Companies Bill, 1997 was a reflection of the consensus on
this subtect. Tihe main prnnciple that pervades corporate governance 15 ihe
control of busiess by shareholders, retable pubhc reporting, avoidance of
exclusive powers at the top, finance board compcesition, strong board of
directors, a streng audt process, assessment of nsk and  involvement of all
the shareholders. That is the main principie that pervades the governance
of companies. This is what this amendment Bill tries to bring about. It is
for these reasons that the passage of this 8ill has become necessary What
are the highlights? The highlights are: transparency and good corporate
governance, investors' protection, stringent penalties, repeal of redundant
pravisions. As | mentioned earher, the penalties have been increased. But |
think they have becoma stringent. A punishment of Rs.10/- in 1956
becoming Rs.100 now does not really make it stringent. Of course,
redundant provisions are being repealed, which 15 a good thing.

i will come to tha provisions of the Bill one by one. | won't take
much time of the House. | can feet the sense »f the House. | will take the
minimum time since everybody 15 probably interested in going home. There
are only a few clauses which need tc be discussed and which the hon.
Minister has also explained.
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First is clause 16 which relates to the i1ssue and transfer of
securities and non-payment of dividend. It says:

*(a) in case of listed public companies;

(b) in case of those public companies which intend to get their
securities listed on any recognised stock exchange in india, be
administered by the Securities and Exchange Board of India; and

{c} in any other case, be administer by the Central Government. ..

It was an unnecessary work with the ROC. SEBI, being a
professional body, will definitely do it much better. Then, as per part (c) of
the clause, others still remain to be administered by the Central
Government. Then, we come to clause 19 which says:

"Every company, which accepts deposits from small
depositors,shall intimate to the Company Law Board any default
made by it in repayment of any such deposits or part thereof®.

Now, it is provided that thera will be 80 days' time to further
explain. Even though, it is sixty days, it will be on a monthly basis. This
takes care of -expedient disposal. Then, in part {4}, it further says:

"No company shall, at any time, accept further deposits from small
depositors, unless each small depositor whose deposit has
matured, had been paid the amount of the deposit and the interest
accrued thereupon®.

You cannot become a defaulter and continue to get the privilege of
depositing. Further, the terms small depositor' has been defined, which is
good, instead of leaving it lose. Then, there is a very important clause here
which says:

"Notwithstanding anything contained in section 621 and 624, every
offence connected with or arising out of acceptance of the deposits
under section 58 {a} or A{a), shall be cognisable offence under the
Code of Criminal Procedure, 1973°.

This is very important because it brings the punitive point into it.
Every year, it is multiplying by ten, page after page, clause after clause.
Then, there is only the explanation about share capital of a company, voting
and other shares.
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Then, coming to clause 80, ie., about passing of rasolution by
postal ballot, it has been very widely welcomed. It is very widely used in the
institutions. Our professional institutions have it as a normal practice. There
it says, "... a listed public company may, and in the case of resolutions
ralating to such business as the Central Government may, by notification,
declare to be conducted only by postal ballot..." So, it is restricted to be
used only in those cases. The postal baliot has further been defined. The
other things are managing agents, secretaries and treasurers. They were
redundant things; therefore, they have been removed.

Then, thare is clause 92 about the interim dividend. It says, "The
board of directors may deciare interim dividend,” -- that is being given
statutory authority-- *and the amount of dividend, including interim dividend
shall be deposited in a separate bank account within five days.” So it is not
leaving it loose on the companies to do it at their sweet will. They have to
do it within five days from the date of declaration of such dividend. It has to
be put into a separate bank account.

Then, the words "forty-two days® wherevar they occur, have bsen
reduced to 'thirty days®. It is trying 10 compress in terms of time action left
to the companies in the past. There is a safeguard, and it says, "Where a
dividend has been declared by a company but has not been paid, or the-
warrant in respect thereof has not been posted, within thirty days from the
date of declaration, to any shareholder entitled to the payment of the
dividend, every director of the company shall, if he is knowingly a party to
the default, be punishable with simple imprisonment for a tarm which may
extend to three years..." So, it iIs making the directors rasponsible not to
just attend the meetings, but also panicipate in the operations of the
company. The simple imprisonment term may extend to three years, etc.,
etc. "The company will also be liable to pay a simple interest at the rate of
eighteen per cent, per annum during the period for which such defauit
continues.” Then, it further clarifies on the foreign provisions which is also a
very welcome step.

Then, there was a subject of minority shareholders. A provision has
been made, not as was being considered in the Standing Committee.
Clause 128 says, "In section 252 of the principal Act, in sub-section (1), the
following shall be inserted, namely:-

Provided that a public company having-

{a) paid-up capital of five crore rupees or more;
{b) one thousand or more small shareholders,
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may have a director...” There was a discussion 10 the Standing Committee
as it wanted to say, “shail have a director™. | think 1t has been very
reasonably brought out in the Bill. It says, *...may have a director elected by
such smail shareholders in the manner as may be prescribed” It is
necesgefry. Somebody can take cne share; somebody may be prompted to
buy one share and create problem in the smooth, homogenous and
integrated working of the board of directors.

It has been providad that it may be elected and small shareholders
defined. The section applies 10 the shareholder holding shares of a nominal
value of Rs.20,000 or less in a public company.

The number of directorship that one may take has been reduced
from 20 to 15. 1t was a very large number and it is reduced in the right
direction.

In clause 132, in section 274 of the principal Act, the following shall
he inserted: "Such person who is already a director of a public company
which (A} has not filed the annual acccunts and annuai returns for any
continuous three financial years commencing on the ist of April, 1999, such
person shall not be eligible 10 be appceinted as a director of any other public
company for a period of five years. from the date in which such public
company in which he s has tailed to file the annual accounts and annual
return; as required. This provides that you can't continuously be a defauiter
and remam a director.

Then clause 140, after section 292 of the principal Act, it is
proposed to be added that every public company, having a paid-up capital
of not less than Rs.5 crores shall constitute a committee on the Board,
known as the Audit Committee, shall consist of not less than three directors
and such number of directors as the Board may determine This is a very
important step, which has been named as the Auditing Committee.
innumerable shareholders have no access and they do not have any
knowledge of the operation of the company. 3o, the Audit Committee is
proposed to be formed of which 2/3 of the total number of mernbers shail
be directors, either managing or whole-time drrectors, and auditors, internal
auditor, if any, and, the director-in-charge of the finance shall attend and
participate in the meeting. They will give the benelil of their advice and
knowledge there but they shail not have a right to vote. One objection was
raised saying that they would interfere and, hence, they aré not authorised
to vote. The Audit Committee shall have the authonty to investigate intc any
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methaacd m refation 10 the nems specified in the sechion referred to in it by
the Board The Boadd authorises the auditors 1o investgate into any matter
that 15 rewerred to i For thes purpose, !here shall be full access to
nforenstion containedd n the records of the company. The auditors will have
the full access to alt information avaiiable with the company and exlernal
advice also. This would strengthen the auditing process. The
recommendation of tne Audii Committee on any matier relating to financial
management, including the audit report shall be binding on the Board. it is
not just 1o form a commiltee, the committee has tc form its opinion, give its
recommendations and the company does not care for 1f. it is not like that. {t
s binding on the Board now because the Board has appointed it and the
Board has to accept s findings. The chairman of the Audit Commitiee shall
attend the AGM of the company and he shall explain 10 the shareholders
whatever 1he recommengdations are and any clarifications if there are any.
te shall give clanfication and explanation.

i a default is made n compliance with the provisions of the
sections, the company and other officers, who are in default, shait be
punishable with imprisonment for a term, which may be extended to one
year, and with a fine, which extends to Rs.50,000 Here again, the spirit is
that the governance should be transparent and the defaulters must be ready
for punishment,

Then we come to clause 171, Every coempany does not require to
emplicy a wholz tirne secretary. it is said, "Provided thatl every company not
required to employ a whole-time secretary under sub-section (I} and having
a pad-up share capital of ten lakh rupees or more shall file with the
Registrar a cerlificate from a secretary in whole-time practice...” His suppaort
may be taken and a cerlificate in a form is taken, “...and within such time
and subject 1o such conditions as may bDe prescribed as to whether the
company has complied wath all provisions of this Act and a copy of such
certificare shall be atiached with Board's report referred to in section 217.°
It is sugect te some condibons as may be prescribed. The rest of the
pages refer only to muBliplying the penalties by ten and removing the
clauses which have hecome redundant. With these words, | support this
Bill wholeheartedly. Thank vou
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THE VICE-CHAIRMAN (SHRI SANTOSH BAGRODIA), Earlier also
you raised this issue. | draw your attention.

SHRI MD. SALIM: Sir, | am raising it just now.

THE VICE-CHAIRMAN (SHRI SANTOSH BAGRODIA): No. Earlier
also you had raised this issue stating that you had given a notice for this.

SHRI NILOTPAL BASU: Sir, also raised a
point...{mterruptions).. .Just one minute...{nterruiptions)...| would like to submit
ong  point. Sir, there are umpteen precedents in this House where
amendments had been submitted just before the Minister started moving the
Bill.  They had been accepted and ciwculated. Even if they are not
circulated, a Member is allowed to move the amendment, and if some
Member objected to it, the Chair can take a view on that, There is
absolutely no provision that a Member has moved an amendment and it is
decided extraneously. | do not know. | do not know what should be the
role of the Charr...{nterruplions)...It is a very serious issue.

THE VICE-CHAIRMAN (SHRI SANTOSH BAGRODIAY: For your
information, | will read the provision about Notice of amendments to Bill.
Under the Rules of Procedure, the ordinary period of notice of amendment
to a Bill which is to be considered, including an amendment to refer the Bill
to Joint Committee is one day. So, there is a rule. We have to be
practical.

SHRI NILOTPAL BASU: Here, we have to goc by the precedent.
Precedents are as much part ¢of the parliamentary practice, as the rules
itself.

ff = AT (SR EBY):ER, 9HE §8W R 39 aRE S @ U
g W @ @t ¥ & woh w6ifE s @l e sgm At S W wEA ¥
3 g N wg g v gEY | e may s shall S e1 v g & |

SHRI MD. SALIM: | am quoting rule g5. It says, "if notice of an
armendment has not been given one day before the day on which the Bill is
to be considered, any member may object to the moving of the
amendment...” So, the Member has a right. fF &% 98 & =# fen 7 g9
AW At w1, SfFT T awt @ reEifenmel feuge Td 8 oo, e € 8
HwEar | "...and such cbjection shall prevail, unless the Chairman allows the
amendment to be moved." 1 ATHT B TE T & IR ¥ T g7 g=t A LY A
arEdT, §9 o 989 Wl T S wedn | W, W uige 3o kR A aw opiede W@
AT orE IE oy AR H A g a awi ov @ & o
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THE VICE-CHAIRMAN (SHRI SANTOSH BAGRODIA): It has been
pointed out. You go ahead.

SHAI NILOTPAL BASU: There are precedents. That amendment
can be moved.

DR. L.M. SINGHVI {Rajasthan): Amendments should not be
considered, Mr. Vice-Chairman, Sir, unless a notice is._given...{nterruptions)...

THE VICE-CHAIRMAN (SHRI SANTOSH BAGRODIA): This point is
well taken. Now, it is over. This point is over.

sft e woltht @ a7 9 sl e # s <d &, o) s=eh & O
o ol oA gEere & ISR @ o9 oR Frow i o g &, O
VFRIUfETRTel! & X O, 3EE aeva & | 99 gwl R Ryueiied oy v £, afrm
T R AT M BT EF 1 R Wored Ifhg g 55 v Re & fge
Fdl & o 90 R T & e 9 1R, WRRYE @ 9, S U9 a4 &, {9R
UH 9 & | D # gt ofef@E fore avg @ et 2, st o # fF g ure
il & They shifted their regional headquarter from Geneva to Paris.3 ¥ &9 Og]
4 g g9 ¢ Re, Y & aigy, 3R 99y / &9 T & | @ dgd ® A o
&4 g1 % Ui o 92 1 A ol fRen-fdw a# # | a9 o SO wer ue R ¥
A TH TRy R TF T U giRe wF W € % A s v &, feeh
A | 39 T B (FA § |

SHRI ARUN JAITLEY: Sir, since this question is being raised by
several Members, | think, it will not make much of a debate, if the
Explanation is seen. The Explanation says that this provision will apply only
in thoss cases where, in a State, there are more than one Registrar of
Companies. If you are moving out of the jurisdiction of one to another, it is
only then this will apply. The rationale for this is, a large number of
vanishing companies shift their offices from the jurisdiction of one Registrar
of Companies, where they are situated, to another; hence, we lose any
control over them, or, any knowledge of their existence also.

Earlier, the provision was, for going from one State to another,
you required the permission. But, today, in large States, where there are
two ~or three Registrar of Companies' offices, you shift out of the
jurisdiction of one and go under the jurisdiction of the other. This
gentleman does not know where the Company has gone. This was seen
in the case of ..{merruptions).

SHRI.MD. SALIM: This is in Maharashtra.
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SHRI K. RAHMAN KHAN: Only in Bombay.

SHRI ARUN JAITLEY: In Chennai and Coimbatore, there are two
Registrar of Companies. The Explanation says, this applies in only those
States where there are more than one Registrar of Companies, when you
shift from the jurisdiction of one to the other, s0 that nobody vanishes
away from the jurisdiction of the Registrar of Companies.

THE VICE-CHAIRMAN (SHRI SANTOSH BAGRODIA): Mr. Minister,
with the computers, you can know what is happening all over the world.

=it W weim 5 U § gEa ¥ dwnm & 59-60 dgww &, o feehe
*A @ 99 &, I9F wR ¥ # T don uEe § i 9Ea wW & | 9eY F ST ER
Wit g TE-FE fEe W 9 T o) Y & - gfivele, deedl, WANe, 3 W@
Jorm €, 3% IR | A § o T F7 g o 9fow & 20, SO ¥ A A wE @
a7 | U A Rwiee (e dded & 4R 7 41 wEr ofik guw & uiwea feew & am A,
g Mt & g & | dred doigd ¥ AR ¥ @t &9 3Ud. B Fdl SR 9 @ 9,
oY 7wt B & AfFE R o e A olR aued or § WY |e geara
2, g5 FEEd d a5 w6 & | R o wEa § P dRed TR aeE WS,
dffm, ¥ taking all this into consideration JTI®! SRT AFME BT =IFRY
& Praga a8 81 R particularly, in this era, ¥ 3eR, A=K, or, acquisition
gd IR ¥ 9 ¥E &, 9% 9F 95a 3ofaca o AE 89 W, 39 9 g URed
& ¥ uEa d[ St AN A gU € I3 UgT YSRYNITW YA B UE Hien
fyen % iR o (& @A™ 9ra weA ¥ /R dwmE s aifty aify Prega
1| ifs w3m 79 RAuE e |9aR 1 § 27 35 wf 7 o @ | F
T A ¥ SN IFFHT AT IS Fwa B

¥ gz o5 w1 W 5 woh & TvaRe d9eX © o $ J99 /9 =
FH FH A T T E A W FIF AR FH gHfeea T = & @ g T B
wEar | w5 wW Fed € & 8 K po fwee gm @) smy 9@ sraveel A FIN,
Ffteta =& o, T8 W e wo Fw Rl & v@ &, e ow st

oEl ! 3mu 7E HEN B wiffeie S gan, Rwiee g3, WW 9% A9
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a8 B | gl S 6 AER § qf e W TRT A w7 T, A
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SHRI RANGANATH MISRA (QOrissa) : M. Vice-Chairman, Sir, |
thank you for the opportunity given to me to speak on this Bill. | would
start by seeking some clarifications, but, ultimately, | will support the Bill,
subject to certain items. There are four aspects which | would like to
present. We were just talking about minority shareholders. | am not on
"shall® or "may”". My point is, if we elect a shareholder, and if he ceases to
be a shareholder, by transfer of his shares, what happens to him? He has
no stake in the company, but he continues to be on the Board. So, such a
situation should be provided for; on his ceasing to be a sharehoider, he
should cease to be a Director also. That you have not provided far. Then,
we wers talking about the Auditor not being an officer. As the definition
now stands, reasonably, it should be construed that an Auditor is not
wncluded. .. {nterruptions).. No; kindly listen. With the same definition in the
axisting law, you have made a proviso, saying that it is not included in such
and such secticn. You have now deleted that. With your experience at
the Bar, this will be a contentious issue. They say that the Legislature does
not talk without any purpose; it does not talk in vacuum. Something must
have been there on the basis of which it has been deleted. My Joint is,
either continue with that, or make it clear. Let ail the five or six sections be
continued, “not in such and such sections®, as it is occurring now; and if
you want to delete it, make it very clear that "Auditor” is not an officer of
the company. Kindly have a look at it. Presently, it stands, but not in
these sections. A number of sections have been indicated. Do you have
the Act or shall | pass on to you the Act, Mr. Minister? Here, it is said,
*...Officer .."; | am talking about that entire clause; and at the end, it is
said, ®...but not in section such and such." Therefore, the proper way
would be to say that an 'Officer’ does not include the 'Auditor’, but the
'‘Auditor’ should not be an ‘Officer’, not subjected tc the control of the
management. The other provision which | would like 10 refer to is the
existing provision which is limiting the number of companies to 20, to a
Chartered Accountant, Transparency is the culture now. You are looking
for t. But this was adding to transparency. It is said, “That a person who
would not be won over, would not be subjected to the control of the
management of one corporation, a big corporation with 20, 36, 40
companies.” The limit being there, it would operate. Then he would have
_enough time to look into it. Since you have been at the Bar, with all your
experience, you know that it distributes the work; a limit of 20 has been a
fair number. So, it becomes a professional aid, assistance. That should be
done. There.is no point in trying t0 monopolise, and we are against
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monopcoly because monopoly takes away transparency. Therefore, if it is
distributed, with a limit of 20, it would be good. There is no justification
why you should do away with it, particularly when the practitioner and their
controlling Board does not want it.  Sir, neither the practitioner nor the
controlling Board wants it. They wam you to continue with the limit of 20.
So, continue with the limit of 20. It would be beneficial to the practitioner
and to the institution; and, ultimately, to your purpose of transparency.

The other thing | want to mention is that you must have had an
irritating experience of finding that some amendment had not been carried
out in the book given 10 you. At the bar, when you are briefed, you must
be finding that it is an outdated law that you have been prepared with. You
are introducing the Companies Act in three stages now. One has gone.
The second one is being gone through. The third one is yet to come.
What is necessary is 10 ensure that finally a printed book with all these
amendments is made available. Otherwise, it is really irritating when you
refer to a book. That is all | have to say. Thank you.

SHRI B. J. PANDA (Orissa}: Mr. Chairman, Sir, | rise to support the
Bill,

Sir, it is indeed a great day when hon. Members from the
Opposition Benches not only support the steps being taken but also, in fact,
insist that we should be going a long way further. In the past, like many
other laws in our country, the Companies Act has been draconian. it has
put shackles on the engines of our economy, rather than providing them the
framework in which we could be internationally competitive. In this
environment, Sir,.in the past few decades, we have seen countries racing
past us in economic development, not the teast of which are in South East
Asia, about whose companies Acts several Members have referred to today.

| have personal experience of this, Sir. More than a decade ago, |
have had to make repeated rounds of officials in this Department, having to
justify my claim to run a company that was less than one-tenth of the size
of a company | had already run in a similar field in another country. If all
these draconian shackles had been there for any higher purpose, they might
even have been justified. If they wera for investor protection or if they were
for corporate governance, they might even have made sense. But that was
not the case either. In fact, it provided the background in which corporate
governance was a non-starter and investor protection was a contradiction in

terms.
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Sir, in recent times, there has been much liberalisation not only in
the Companies Act, as was pcinted out by hon. Member, Shri Salim, but
also in the economy in general and in many other laws. This has led to a
significant and noticeable improvernent in the standards of corporate
governance. It has led to significant and noticeable measures for
protection of minority investors, particularly small stakeholders in companies.

Sir, many heon. Members have gone into the details of the
proposed amendments. Many of them are experts in the field. | have only
been at the brunt of some of H. | would not like to go into the details. It is
already late in the day. | would just like to personally touch upon the theme,
the spirt with which these amendments propose to take this liberalisation
forward.

As | mentioned earlier, it is a great day when a sense of consensus
exists across this House that we need to make these changes and that we
need to take these changes even more forward. However, Sir, there is a
sense of urgency. As has been repcorted extensively in the media, in the
last several months there has been seemingly a crisis of confidence in the
Indian economy. This is the time to set out our intentions not only clearty
but also quickly. It will in no small measure help to increase investor
confidence in our economy and in our country. This is the need of the
hour,

| too support the call for a comprehensive review of the Act, even if
it comes only three years later. But this is not the time for us to embark
upcon that venture. We need to push forward these amendments urgently
and with purposefuiness.

Sir, | would like to conclude by saying that the proposed
amendments are no radical departure from the consensus that has
developed over the past decade, but rather evolutionary, even conservative,
and if | may say so, sensible. They mostly aim at streamlining the Act,
taking the consensus forward without making revolutionary changes which,
in my opinion will, come in due course. . it will have the effect of making not
only companies, but the entire stock markets in our country much more
transparent. Thank you,

THE VICE-CHAIRMAN (SHRI SANTOSH BAGRODIA):  Mr. F.
Prabhakar Reddy. Absent. Shri Rarm Nath Kovind.
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SHRI RAM NATH KOVIND {Uttar Pradesh): Thank you, Vice
Chairman. | would like to support the Companies {(Amendment) Bill, 2000.
We have discussed various provisions of the Bill exhaustively. Therefore, |
would be brief in my submissions. Most of the proposed amendments are
based on the recommendations of the Standing Committee’s report. We
know that since many of the functions of the Company Law Board have
been transferred to the SEBI, this has necessitated the proposed
amendments. We find that most of the offences in the principal Act are
punishable with monetary penalty. Those penalty amounts are meagre. But
due to inflation, we find that the existing penalty amounts have become
insignificant. That is why the proposged amendments have increased the
penalty amounts by ten times.

Sir, | would particularly refer to Section 58AA which provides that a
defaulting company suo motu has to intimate. | quote Section S8AA:
*Every company, which accepts deposits from small depositors, shall
intimate to the Company Law Board any default made by it in repayment of
any such deposits or part thereof or any interest thersupon.” Then, | come
to Section 58AA (3) which says, "Whera a company has made a default in
repayment of any deposit or part thereof or any interest thereupon to a
small depositor....” What | want to say is that this provision is silent if a
defaulting company fails to intimate the Company Law Board. Here a
penalty has been provided if the defaulting company fails in the matter of
repayment. If the defaulting company itself does not intimate the Company
i aw Board, then, the provision is quite silent.

Now, Sir, | come to Section 58AAA. This is a good Section by
which the deposit-related violation has been made a cognizable offence. The
diractor of a defaulting company has been debarred for five years from
being a director in another company. Sir, clause 75 seeks 10 amend Section
176 of the principal Act.

This clause is really introducing the philosophy of corporate
democracy and governance by introducing the system of postal ballot which
includes electronic voting also. Sir, this gives a right to the sharsholders.
The shareholders can definitely exercise their right sitling at a distant place.
They may be exercising this right even when they are abroad also.

Sir, there is a provision regarding director's responsibility statement.
Every director is obliged to file an annual statament about his responsibility.
But, Sir, this responsibility statement restricts itself to the financial
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compliance. There is no responsibility statement with regard to the legal
compliance of the various provisions of the Act. | would request the hon.
Minister to take into consideration this fact also. This will definitely protect
the interests of investors, particularly, small depesitors. Sir, clause 134 talks
of an audit committee which wil go into the matters relating to internal
control and financial system. The recommendations of the Committee have
been made mandatory. This 13 a good provision. Clause 126 talks of
disqualification of a director, if he fails in the matier of fiing annual returns
continuously for three years or in the matter of repayvmeant of deposits. And
the penalty which is being proposed is that he cannot be eligible to be a
director of any other company for five years. This is a salutary provision.

Now, Sir, while concluding, | am of the opinion that the Bill, after
its passage, will definitely bring a new era of corporate governance. But,
one thing, | would like to point out that the job of comptliance of the Act
has been entrusted to the Fegistrar of Companies and the Company Law
Board, but the mechanism or the administrative and disposal machinery
which is available with these two authorities is not to the tune of the presgnt
day. It should be streamlined and strengthened. They should evolve a
monitoring system for the strict compliance and, if necessary, we should
introduce some penal provistons also.

With these words, | support the 8ill, Sir.

SHRI NILOTPAL BASU: Mr. Vice-Chairman, Sir, | just have a
suggestion. Already it is 6.10 p.m. i think the poinis that have been made
by the different speakers are such that it proper justice has to be done to
them--though | am conceding that my friend Mr. Minister is very efficient so
far as brevity is concerned--it will take gonsiderable time. Therefore, it would
be better if we can adjourn now and take up his reply and the procedure of
passing the Bill tomorrow. {nterruptions).

THE VICE-CHAIRMAN (SHRI SANTOSH BAGRCDIA): Please sit
down, all of you. One minute. When the LTTE issue was discussed and
extended beyond 1 ©'clock, it was agreaed that we would finish it. Let us
finish it. | do not think it will take a long time. All the speakers have
already spoken. | have a right to speak according t¢ my party's timing. But
| am not using that right. So that time is saved for you.

Mr. Minister, it is now your turn o reply. Before that, | will only say
that the provision about minor shareholders is impractical. Anyway, we will
discuss that later.
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SHRI ARUN JAITLEY: Sir, despite the constraint of time, very
valuable suggestions have been made by several Members. In fact, ona of
the questions which was raised by several Members is that we must
consider a comprehensive legislation, and a question addressed was: "Why
are we not having a comprehensive legislation?” As | mentioned in the
opening comments, we have already had the first part of the legislation
which has received the consent of both Houses of Parliament, which dealt
with several modern concepts of corporate governance, such as sweat
equity, buy-back shares, enforcement of accounting standards, investors’
education, that is something which we have already done last year. The
important aspect which has been held back, is a recognition in relation to
the forum in which corporate disputes are to be adjudicated. Shri Mohd.
Salim and Shri K. Rabman Khan wanted to know as to what the reascon
was. Why was it held back for the present? The reason was that the
Standing Committee has already made several vafuable suggestions in this
regard. Those are the suggestions which deal with the parameters of the
company legistation. There are several aspects which have, both a direct
and an indirect bearing on the subject, which are outside the parameters of
company laws. For instance, | will give two illustrations-- The entire gamut
of law relating to the NBFCs, the plantation companies, their relations to the
administration and who would have control. Now, these are the companies
in relation to which there has been a concern in the last few years that
several depositors have lost a large amount of money. Also, there is this
whole question about commercial insolvency and the forum which will relate
to commercial insolvency. As far as NBFCs are concerned, there is aiready
a proposed legislation., As far as corporate and commercial insolvency is
concerned, there are different forums. Some disputes are settled under the
Companias Act, the winding up procedure which Shri Rahman Khan said is
a tedious procedure, before the High Court; there are some issues relating
to commercial insolvency, which go to the BIFR. There are some issues
which go to the Company Law Board, and therefore, an Expert Committee,
which also would look at different legislations which have a bearing on this,
have already made some recommendations. The Government is still in the
process of taking a final viewon that, and they have suggested that all these
corporate issues should be taken up and referred to a Company Law
Tribunal which would really deal with the entire gamut of issues, such as
resolution of commercial disputes, interest of small shareholders, the
NBFCs and theé plantation companies, and also the forum where the
question of industrial sickness as also revival could be discussed. Since
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these are all affairs which have to be dealt with comprehensively, it is that
vital part of the suggestions which was made by the Standing Committes,
which has been currently held back, and we will finally take a
comprehensive view on that forum, which will really substantially complete
the protess of reforms in our law relating to corporate governance. There
have been several issues whicn nave been raised, and one of the issues
was in relation to corporate governance. Then | come to the issue relating
to functioning of the Registrar of Companies offices. Several suggestions
were made that these offices have to become more efficient, You cannct
have heaps of papers just lving there and the people not have an access to
this: 1 must mention the figure which was mentioned by Shri Khan. We
have today 5.,32,000 companies which are registered with the Registrar of
Companies. Almost 50 per cent of these are defunct companies which had
not been filing the maturns. These companies really exist on papers. In a
large number of cases, as | said, 50 per cent of them are not even filing
therr returns, and. therefore, if we go back to the traditional scheme under
the Act, we would have to have an over-sized machinery which would be
busy in the process of prosecuting each one of them, and ultimately, those
prosecuticns would go on for a very long time. We, therefore, came out
parlier this year with the Company Law Settiement Scheme for the year
2000. We gave an option to all defaulting companies that please, file your
returns which are outstanding, and therefore, by filing them, avail the
amnesty; you will have to pay a certain amount of penalty, Rs. 100 crores
was the target, and almost a large number of them, aimost 1,30,000
companies--|1 am giving the approximate figure-- have alreacy availed of the
amnesty, and as against Rs. 100 crores, Rs. 136 crores have already been
collected. Now, we have announced a second innovative scheme which
5 the second limb of the CLSS scheme, which is a Fast Track Exit Route,
which we are providing to these companies. If you are no longer in business
and you have availed of the amnesty scheme, and even if you have not
availed of the amnesty scheme, we give you a facility of now paying an
additional 25 per cent penalty and asking for an exit route, i.e. deregistration
of the companies. That scheme is currently going on, and shall go on Hill
the end of the coming month. The fast track exit route is, don't go through
courts; wind up the process; 30 days for a public notice and 7 days for
processing the papers; and those companies would be taken off the
HRegister of Companies. And the people would be absolved of those
liabilities, because we want to get out of the era where for technical
defaults, such as non-filing of returns, a large amourt of Governmental
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companies should function, it is outside the scope of the present
amendment. We have already placed the report, along with the suogestions
made therein, on the wabsite. These are available. We are inviting
suggestions on these gquidelines before we notify the relevant guidelines for
the functioning of the Nidhi companies.

Another important issue s related to th: role of the Audit
Committee. In fact, Mr. Khan mentioned that there was slight divergence,
as far as the recommendations of the Standing Committee are concerned; it
may not be so, if you see the recommendations of the Standing Committes
itself on clause 134. An auditor discharges a function wheare he has to
reflect upan the true and correct state of the ancounts of the company.
The auditors' report, therefore, has a certain kind of sanctity. There are
cases where auditors may adversely comment on issues relating to the
company. We have mads an amendment that these issues should be
highlighted in italics and not in fine prints so that the shareholders at the
AGM of the company are aware of the issues. It the auditors give &
report, it is no longer possible for the Board of Directors to say, "We ¢o not
agree with it. We, therefore, ignore the entire thing". If the Board disa~rees
with the Audit Committee's report, they have to refer the issue to the AGM.
This was he spirit of the suggestions of the Standing Committee. |t is
thaere in sub-clauses (8) and (& ) of clause 140 The language is stightly
different. But they have been incorporated. A combined reading, of sub-
clauses (8) and (9) of the relevant clause shows that the Audit Committee’s
report has now been given a sanctity. In cases whaere there are adverse
remarks in th~ nctioring of the comp.ny ir relation to the management of
its accounts, a large. wmount of transparency has been introduced, as far
as this amendment is concernea.

There are two issues which ae raised by two of our hon.
Members, particuiarly, in relaticn to the interests of the auditors. | have
examinad both the issues al lennth.  As far as the definition of the “officer
of the company" is concernad, the hon. Member and the former Chief
.ustice of India has expressed an opinion that, from a bare reading of the
definition ‘n clauce (30, it appears that the auditors are not going t© be part
of the officers of tha company because the Bcard of Directors does not act
on the instructions of the auditors. The auditcrs have an independent
function to perform and, therefore, the fears .un this issue will not be very
real because the definition and the words in clause (30) speak for
themselves and are clear so as 10 exclude the auditors. Therefore, the
apprehension need not be there.
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machinery is spent on merely prosecuting people. Such companies must
be persuaded 1o go out of the Register. The third part which we have
brought in this law is that even if you are an orginally registered company,
you myst have a minimum. share-holding base, one lakh in the case of
private companies and five lakhs in the case of public companies. If you
don't have it, you will have to make up for that. And, therefore, ali these
defunct companies will have to make up for the share-holding base, which
will, again, provide them with an incentive to go out, rather than be an
excess baggage on the Register of the Registrar of Companies. Now this
entire amount which has been collected from this--of course, it goes into
the Consolidated Fund of India, and we have requested the Finance Ministry
who are in the process of agreeing with us--or a very large amount or part
of this is to be used for the reasons of modernisation and transparency for
updating all the offices of the Registrar of Companies. There are 22 offices
currently operating. if the 22 offices are computerised--the Coimbatore
office is the first office which is completely computerised, and we arse
intending that for the long-term plan for the Registrar of Companies--once
they are computerised, the processes, such as filing of returns, inspections,
should be all on line so that these offices should coperate in a paperless
manner, as against the current system:; as was rightly mentioned, there are
heaps of papers lying there; some peopla even misuse the excessive of
workload which is there on the companies; inspections are difficult.
Therefore, a large part of an equivalent amount is intended to be used for
this purpose. Another part of the amount--because we are intending to
raise some more amount, ovet and above this Rs.136 crores, because énce
the companies come up for the exit route, some of them will have to pay a
fittle more--or a small part of the amount is also being used as a corpus for
setting up an expert institute for corporate governance in India, which is
going to train people and which is going to devise modern techniques,
which are world-class techniques so far as corporate governance is
concernad.

Sir, having said that these are two of the major points which were
raised, ! will just turn to some of the broad suggestions which have been
made or questions which have been raised. Why should we do away with
the entire process of deemed private companias beyond a certain turnover
necoming deemed public companies?  Since there has been a long-
standing demand of both the industry and the expert group which went into
this whole question that if you increase a particuiar amount, if you go in
turnover beyond a particular amount, you lose that status and become a
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The second issue that has been raised in relation to the auditors is
capping of twenty.  Originally, there was a.capping of twenty. That was
the maximum number of companies that an auditor could audit. We have,
in the interest of the Audtiors' profession, the Chartered Accountants,
introduced a liberalised provision and that liberalised provision is that the
number of private companias that you audit need not really be part of that
20, so that you can audit 20 plus a number of private companies. It shouid
have been really welcomed by the profession. This fear that merely
increasing the cap or decreasing the cap is not going to benefit the
profession is something which is not understandable. Ultimately, it is the
market forces which will determine the number of companies, the clients the
auditors will audit. ¥ somebody is overbusy, the company will look for
somebody eise. Now, this applies to almost every profession. Today,
there may be several such cases.

SHRI K. RAHMAN KHAN: There should be a limitation for an
inclividual because it is an individual who certifies the accounts.

SHRI ARUN JAITLEY: | am quite aware of the argument which has
been made. If there is a limitation that an individual cannot do mare than
*X* number of audit and if he is overbusy, the company wil look for
somebody who has time to audit.

SHRI NILOTPAL BASU: It will affect their professional efficiency.

SHRI ARUN JAITLEY: This is an issue. [t will affect the
professional efficiency. There is no such provision. It is so with regard to
other professions alsc. Therefore, to have a fear and say, let not the
market forces operate and we must restrict the clauses, may not be real.

SHRt NILOTPAL BASLU): If you are trying to improve the efficiency
and transparency, it can also affect them.

SHRI ARUN JAITLEY: It is a provision which has been really
liberalised in favour of Chartered Accountants. The Chartered Accountants
themselves should have no real fear, so far as this provision is concerned.

SHR! " NILOTPAL BASL:  When Parliament is making such
legislation, we cannot think only about the concerned profession. We have
to think about the whole country, The whole objective is to ensure greater
transparency.
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SHRI ARUN JAITLEY: That is exactly what is being done by this
Bil!.

SHRI NILOTPAL BASU: You are making a provision by which a
particular profession and its efficiency would be adversely affected. It can
also be manipulated. We cannot agree to that.

SHRI ARUN JAITLEY: That is precisely what is being done. It is
the facility which is being given to the profession of CAs. Sir, two or three
questions were raised. | have already answered one question when |
intervened. When a registered office is shifted intra-State, i.e. within the
same State, the Explanation to the section very clearly says that it would
only apply in those cases where there are more than one offices of Registrar
of Companies in the State. One question was raised with regard to the
offences. So far as this Bill is concerned, not only have the penallies been
increased ten-fold, the offences have been made cognisable. In an
environment of liberaksation when you give addiitonal factities for the people
to perform, you also keep deterrents in place that if they misconduct
themselves, they will be held accountable to the law. Lastly, an issua has
been raised with regard to the representation of the small shareholders, as
far as Boards of the companies are concerned. That is an amendment
which has been suggested under section 252 of the principal Act. This
provision is an enabling provision. This is a provision which has not been
tested in many countries the world cover. When the initial Bill was
mtrogduced, it had a provision that it would be mandatory to have a nominee
of the small shareholders. Thereafter, the matter went to the Standing
Committee. Different views were expressed and varnous agprehensions in
favour and against this provision were expressed. The Standing Committee
expressed an opinion that probably # was not required. Having taken all
these views and aiso the interest of the shareholders into consideration, an
enabling provision has been created in accordance with the procedure
which may be defined by the Government; the companies which wanted,
would be enabled and permitted to do so because it would otherwise have
run contrary to the scheme of the Act itself. The schema cf the Act is that
if you are a majority, ali the Directors belong to you. S0 an enabling
provision has been enacted -- the experimentation of how it picks up in the
first instance would be seen. It would always be open to the legislature on
a future date tg recensider on the basis of its wisdom, how this procedure
itself has to evolve, whether on a future date it should be made mandatory
or it shoufd .only remain an enabling provision. These are several issues
which have been raised. [ would like to say that the object of these
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amendments which have been brought in is very clear. We have a very well
thought-of and well-advised report of the Standing Committee. As many as
40 amendments and changes suggested by the Standing Committee have
been incorporated in it. The object is really transparency, interest of the
small shareholders to be protected. The interest of the small investors is
being protected to the extent that if the deposits are not repaid, there are
sarious deterrents on the company which have been imposed and also from
the point of view of corporate governance, this law becomes a milestone in
the direction of a new culture of corporate governance in this country. !
commend this Bill ¢ the hon. House. Thank you.

THE VICE-CHAIRMAN (SHRI SANTOSH BAGRODIA): The question

"That the Bill further o amend the Companies Act, 1956, as passed
by the Lok Sabha be taken into consideration®.

The motion was adoptad.

THE VICE-CHAIRMAN (SHRI SANTOSH BAGRODIA)Y: We shall now
take up clause-by-clause consideration of the Bill. We shall now take up
clause 2. There is one amendment by Shri Rahman Khan.

SHAI K. RAHMAN KHAN: Sir, in view of the assurance given by
the hon. Minister that this clause does not include auditors, | am not maving
my amendment.

Clause 2 was added to the Bill.
Clauses 3 to 106 were added to the Bil,

THE VICE-CHAIRMAN {SHRI SANTCSH BAGRODIA): We shall now
take up clause 107. There is one amendment by Shri C. Ramachandraiah.
Not present. Shri K. Rahman Khan.

SHRI K. RAHMAN KHAN: Sir, the Minister has said that this
provision is in favour of the companies. But a statutory body is not in
Javour of this provision. Hence | would request the hon. Minister to have a
dialogue with the institute of Charntered Accountants.  Sir, | don't press this
armendment.

THE VICE-CHAIRMAN (SHRI SANTOSH BAGRODIA): t shall now
put clause 107 to vote.

Clause 107 was added to the Bilf.
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Clauses 108 to 170 were added to the Bill.

THE VICE-CHAIRMAN (SHRI SANTOSH BAGRODIA): We shali now
take up clause 171 of the Bill. There is one amendment by Shri K. Rahman
Khan.

SHRI K. RAHMAN KHAN: Sir, | am not moving this amendment.

THE VICE-CHAIRMAN (SHRI SANTOSH BAGRODIA): | shall now
put clause 171 to vote.

Clause 171 was added to the Bil.
Clauses 172 to 231 were added to the Bill
Clause 1, the Enacting Formula and the Titte were added to the Bil.
SHRI ARUN JAITLEY: Sir, | move:
That the Bill be passed.

The question was put and the motion was adopted,

MESSAGE FROM THE LOK SABHA
THE IMMIGRATION (CARRIERS' LIABILITY) BiLL, 2000

SECRETARY-GENERAL: Sir, | have to report to the House the
following message received from the Lok Sabha signed by the Secretary-
General of the Lok Sabha:

"In accordance with the provisions of rule 120 of the Ruies of
Procedure and Conduct of Business in Lok Sabha, | am
directed to inform you that Lok Sabha, at its sitting held on the
30™ November, 2000, agreed without any amendment to the
immigration (Carriers' Liability) Bill, 2000, which was passed by
Rajya Sabha at its sitting held on the 24™ November, 2000."

THE VICE-CHAIRMAN (SHRI SANTQSH BAGRODIA): The House is
adjourned till 11 a.m. tomorrow.

The House then adjourned at thirty-four mmutes past six of the clocik iill
eleven of the clock on Friday, the 1™ December, 2000.
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