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what wil] be our programme before
the close of thig year,

As regards the question of “prescrib-
ing” referred to by the hon. Member,
I would not dilate on the legality of
it, but only say that rules are part
of the law and no substantive legisla-
tion can contain in it all that has to
be prescribed by the rules. The differ-
ent types will have to be prescribed
in the rules and it will be necessary
for all those who are engaged in
manufacturing thingg in this cauatry
and who come under the quality,
control, to be aware of the various
rules which the Council may, from
time to time, prescribe under the
authority given to it by this august
House. Therefore, it is not possible
to give any period of 15 days or one
month. I hope the hon. Member
will appreciate the difficulty. In the
case of textile goods it may be 3
months, though in the case of print-
ed fabrics it may be necessary to keep
the period even as fifteen days. We
do not want the export trade to be
prolonged by these disputes. In other
countries, as,
where I had been the other day,
the International Court of Arbit-
ration for Export Trade gives the
award in 36 hours because they do not
want the customers to suffer and it is
felt that it is better to satisfy him by
an immediate judgment. And in al-
most all cases the judgment is in fav-
our of the buyer for they think it is
better to create goodwill of the buyers,
In our country if years and years are
allowed to the defaulters to produce
bad gnods and to sell those bad goods,
and if they ask for postponement and
postponement, it will do more harm to
everybody than otherwise. Therefore,
it will be our endeavour to exnedite
things and to ask these tribunals to
give their awards immediately, consis.
tent with the dignity of law and the
provisions of the law so that our ex-
port trade mav increase as a result
of those awards rather than create a
bad impression.

for instance. Brussels,
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With these words, Madam, I re-
quest that the House may be pleased to
agree to my motion.

Tue DEPUTY CHAIRMAN: The
question is:

“That the Bill be passed.”

The motion was agdopted,

MOTION RE REPORT OF THE
COMMISSION OF INQUIRY INTO
THE ADMINISTRATION OF CER-
TAIN DALMIA.JAIN COMPANIES

Tue MINISTER oF
(Surr N. KanNunco): Madam,
to move:

INDUSTRY
I beg

“That the Report (1862) of the
Commission of Inquiry appointed
to investigate into the administra-
tion of certain Dalmia-Jain Com-
panies, laid on the Table of the
Rajya Sabha on the 23rd January,
1963, be taken into consideration.”

Ags hon, Members are aware, this
motion should have been moved and
discussed in the last session of the
House, but owing to lack of time it
could not be taken up then.

As the memory of the events which
led to the constitution of the Com-
mission in 1956 might have become
somewhat blurred owing to the pas-
sage of time, I would seek the in-
dulgence of the House for recapitulat-
ing them briefly at the outset. On
receipt of numerous complaints bet-
ween 1949 and 1951 Government order-
ed investigation into the affairs of
three important companies of the
Dalmia-Jain group in 1952. On the
basis of the findings of the Inspector
who found many objectionable fea-
tures in the management of D.J, Air-
ways Ltd., the Registrar of Companies,
Delhi, filed a First Information Report
with the Special Police Establish-
ment in November, 1953. The Special
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Police Establishment after obtaining
search warrants fromy the District
Magistrate Delhi, conducted a large
number of searches all over India for
the relevant books and accounts re-
lating to D.J. Airways and the allied
concerns and got hold of material
which was subsequently made over to
the Commission.

While these enquiries were going
on, gn receipt of some  information
about the diversion of fundg by the
Bharat Insurance Company belonging
to this group an investigation was
ordered into the affairs of this com-
pany and the investigation report sub-
mitted in July, 1953, disclosed consi-
derable manipulation of the company’s
funds and callous disregard of the in-
terests of the policy-holders. Subse-
quently, the company’s failure to pro-
duce the securities held by it for its
auditor’s physical verification came to
the notice of Government whereupon
the matter was entrusted to the
Special Police Establishment. Follow-
ing investigation by the Special Police
Establishment, Shri R. K. Dalmia was
arrested and subsequently prosecuted
on charges of ctiminal conspiracy and
breach of trust under section 120 B
read with section 409 of the Indian
Penal Code. He was duly convicled
Government that a comprehensive in-
prisonment in 1959. The inquiries and
investigations mentioned about prima
facie disclosed a deliberate scheme of
the Dalmia-Jain group to utilise the
funds of the companies under their
control for the personal gains and ex-
pansion of the business interests of
this group. It was, therefore felt by
Governmen{ that a comprehensive in-
vestigation into the affairs of com-
panies managed by this group was
called for in order to ascertain the
full facts about the modus operandi of
the mapagement, to expose the mal-
practices committed by the group of
industrialists connected with these
concerrs  nd to recommend stens to
be taken to prevent such malpractices
in future. Government, therefore, set
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up a Commission of Inquiry in Decem-
ber, 1956, under the provisions of
Commission of Inquiry Act 1952, to
inquire’ into and report on the admi-
nistration of nine companies, the
nature and extent of the control, direct
and indirect, exercised over such com-
panies and firms or in any of them by
Shri Ramkrishan Dalmia, Shri Jai
Dayal Dalmia, Shri Shanti Prasad Jain,
Shri Sital Prasad Jain, Shri Shriyans
Prasad Jain, their relatives employees
and persons concerned with them and
also to report what measures in the
opinion of the Commission were ne-
cessary to ensure in future que and
proper administration of the funds
and assets of companies and firms in
the interests of the investing public.
Subsequently a tenth company, name-
ly, Dalmia Dadri Cement Ltd., was
added to the list,

AR

Surr LOKANATH MISRA (Orissa):
On a point of clarification Madam. 1
would like to have a clarification from
the hon, Minister here.

Tue DEPUTY CHAIRMAN: What
clarification? You have not yet heard
him,

Surr LOKANATH MISRA: Madam,
he said that a tenth company was add-
ed. But there wag another company,
namely, The Kalinga Tubes, of which
Mr. Jain was Chairman. Why was it
left out?

Surr A. D. MANI
desh):

(Madhya
That is the point,

Pra-

Surt N. KANUNGO: That is a mat-
ter of detail.

Surt LOKANATH MISRA: Some
money also invested by Mr, Jain from
that company. . .

Sart N, KANUNGO: The original
Notification appointing the Commission
required that in addition to its find-
ings on the alleged malpractices the
Commission should recommend the
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action which in its opinion, should be '

taken as and by way of securing re-
dress of punishment. This portion of
the terms of reference of the Com-
mission wag held by the Supreme
Court to be ultra vires the Commission
of Inquiry Act on an appeal preferred
against the order of the Bombay
High Court in several writ petitions
filed by Shri Dalmia and others soon
after the appointment of the Commis-
sion, The original terms of refernce
thus stood modified accordingly. The
Commission, therefore, has not made
any observation or recommendation in
its Reports as to the action needed “as
and by way of securing redress or
punishment” of Shri Dalmia and other
members of this group or other on
whom personal responsibility had
been fixed for the irregularities and
malpractices. The implication of the
above decision of the Supreme Court
wag that the Commission was placed
essentially in the position of a fact
finding tribunal. Its Report thus em-
bodies the available facts supported
by documentary and other evidence
relating to the various irregularities
and malpractices of the scheduled
companies noticed in the course of
the enquiry. In any judicial action,
these acts will, therefore have to be
proved in the usual meticulous way
before competent courts of law.

The Commission was originally
headed by the late Shri Justice S. R.
Tendolkar of the Bombay High Court
and on his resignation Shri Justice
Vivian Bose was appointed Chairman
in 1958. Numerous petitions before
High Courts and appeals before the
Suprem»~ Court as well as applications
before the Commission itself by Sari
R. K. Dalmia and others challenging
the validity of the appointment of tne
Commission its constitution its juris-
diction, etc. held up the proceedings
before the Commission for a consi-
derable time and delaved the comple-
tion of its work by nearly two years.
Further, the dilatory tactics adopted by
the companies whose affairs were n-
vestigated and by the persons in
charge of their management in not
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producing the necessary evidence be-
fore the Commission and destructicn
of valuable records with the object of
thwarting the efforts of the Commis-
sion considerably delayed its pro-
gress,
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The Commission submittegq 1ts Re-
port in two parts. The first part de.t-
ing with the irregularities and mal-
practices committed in the scheduled
companies under investigation was
received by Government on the 18th
June 1962. The second part of the
Report which contains the Commis-
sion’s recommendationg a3 to the steps
to be taken to prevent recurrence of
such irregularities and malpractices in
future wag received on the 31st Octo-
ber, 1962.

I need not go into the various find-
ings of the Commission contained ir
part I of its Report as Members to
whom copies of the Report have been
supplied individually are already
aware of them. A general summary
of its findings has been made by the
Commussion itself in Volume I of the
Report,

In part II of the Report the Con-
mission has noted the fact that the
company law has beerr considerably
amended and tightened since these
malpractices took place first in 1956
and subsequently in i3€0 ar.d observ-
ed that it had only a few recommen-
dations to make for further amend-
ment of the Act withh a view to clusz-
ing the existing loopholes and remov-
ing the current deficiuncies in the Act.
It also made some uiservations ro-
garding the organisation and wotk-
ing of the adm‘nistrative machinerv

In view of the Supreme Court’s
ruling already referred 10, which pre-
cluded the Commission from reporting
on the action to be taken ag and hy
way of securing redress or pumn.sh-
ment it was left to Sovernment in
consider what further penal or ad-
ministrative action by way of punish-
ment or redress they can take against
the persong concerncd on the basis of

|
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the available material. In doing
it became necessary to examine
evidence collected by the Commission
in detail and assess; the cxtent to
which such evidence will have to b-
supplemented if legal action against
the persons found gulty of various
malpractices by the Commission were
to be taken. Such an examinatimn
and study was undertaker in the De-
partment of Company Law Adminis-
tration in consultation with the Law
Ministry and as the Housc is aware
Government requested Sarvashri
C. K. Daphtary, the then Solicitor-
General and A, Vishwanatha Sastri, a
retired Judge of the Madras Faigh
Court, to consider the Keport and ad-
vice Government as to the steps that
could be taken in pursuance of the
findings of the Commussion. The Re-
port received in iwo parts hcs already
been placeq before the House, Parl It
on the 29th April 1933 ang Part I on
the 6th May 1963.

50

In pursuance of the suggestions con-
tained in Part I, the &pecial Pouce
Establishment has undertaken a fur-
ther study of ten t-amsactions in r2-
gard to which these two lawyers felt
that proceedings in a court of law
might be sustainable. Thir examina-
tion by the Special I'olice Establish-
ment has not yet been concluded and
on account of the huge mass of evi-
dence that has to be carefully sifted
and studied, is likely to take another
two or three months. In regard to Part
II of the Daphtary-Sastri Report, Gov-
ernment have taken up the question
of amending the company law and a
Bill in this regard is to be brought
forward very soon,

Following the consideration of the
Report, Government have taken cer-
tain stepg through the various adminis-
trative Ministries to ensure that in
considering applications for grant of
statutory approval under the Com-
panies Act and other connectedg laws
and issue of licenceg and other 1acili-
ties for setting up new lines of busi-

the '
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ness or the substantial expansion of
the existing ones by companies and
persons belonging to this group due
care and diligence is exercised. I may
also mention for the information of
the House that twe members of this
group have vacated their offices on the
Board of a leading banking concern
after the publication of this Report.

Apart from the Report of the Com-
mission on receipt of some complaints
Government have ordered investiga-
tion under section 237 of the Com-
panies Act intg the affairs of five com-
panies which are under the control
and management of Shri Shanti Pra-
sad Jain, a leading member of the
Dalmia-Jain Group. These companies
are:

(i) Bennett Coleman and Co, Ltd.
(i) Rohtag Industries Ltd.
(iii) New Central Jute Mills Ltd.

(iv) Sahu Jain Ltd,
(v) Ashoka Marketing Co. Ltd,

In view of the Supreme Courts
company an investigation under sec-
tion 249 of the Companies Act to de-
termine whether it is ap associate of
the managing agency company Sahu
Jain Ltd., has also been ordered. An
enquiry has also been ordered under
section 235 of the Companieg Act into
Asia Udyog Private Ltd., which is one
of the ten companies covered by the
Commission’s investigation. These in-
vestigations are proceeding.

In considering thig Report, I sub-
mit, it is necessary to bear in mind
that the various irregularities and
malpractices pointed out by the
Vivian Bose Commission occurred at
a time when the Company Law in
force was not the Act of 1956 as
amended by the Act of 1960, but the
Act of 1913, a much milder piece of
legislation based on the philosophy of
Laissez faire of an earlier generation.
Further, the Department of Company.
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Law Administration was not in exis-
tence at that time, and the responsibi-
Iity for the administration of the Act,
such as it was, was left to the State
‘Governments. Indeed in that period,
it was only in the States of West Ben-
gal and Bombay that there were full-
time Registrars of Companies, the Re-
gistrars in other States being all part-
time officers who were also Registrars
of Co-operative Societies, Directors of
Industries, ete. This necessarily -re-
sulted in inadequate administration or
enforcement of the Act. Hon. Mem-
bers will recall that one of the main
objects of setting up the Department
of Company Law Administration in
1955 in the Central Government was to
replace this unsatisfactory arrange-
ment by an administrative set-up,
which if it was properly equipped
with the requisite tools, could ensure
effective administration of the Com-
panies Act and if it was properly or-
ganised could exercise adequate syper-
wvision over the corporate sector. ‘

Hon., Members are no doubt aware
that Company Law, which is py far
the most important piece of legisla-
tion designed to regulate commercial
practices in the corporate sector has
undergone considerable changes since
the period covered by the Commis-
sion’s Report (1945—1955) by virtue
of the amendment of the Companies
Act effected first in 1956 and subse-
quently in 1960. A large number of
questionable transactions which might
have been within the four corners of
Jaw under the 1913 Act are no lon-
ger so, and have become punishable
under the present Companies Act. A
number of wholesome restrictive pro-
visions to check misuse of powers by
corporate management have been in-
troduced in law and numerous safe-
guards of a preventive or prophylactic
nature have been provided to ensure
that unhealthy corporate trends are
kept under control. The concept of
“associates” and “relatives” introduc-
ed in law for the first time in 1956
have effectively restrained company
managements from entering into tran-
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sactions of a dubious nature with theiy
relatives or members belonging to
their group by making such transac-
tions valid only if they are sanctioned
by the Genera] Body in some cases
and by the Central Government in
others. It is no longer possible to
make advances or loans to concerns
with  which the directors of public
companies gre associated without the
approval of the Central Government.
It is also not possible for a public
company to make invesiments in the
shares of other companies beyond cer-
tain limits without such approval. The
associates of managing agents cannoi
be appointed as selling or buying
agents and compensation for termina-
tion of managing agency agreements
can be paid only on lines permitted by
law. Public companieg cannot freely
be converted into private ones and ac-
counts of branch offices have got to
be compulsorily audited unlesg exemp-
tion is granted by the Central Gov-
ernment. Payment of managerial re-
muneration has been brought under
control and certain safeguards have
been provic :j in law to prevent any
ownersh » of shares affecting prejudi-
cially the interests of shareholders.
Increaseq powers have been granted
to Government to order an investiga-
tion in suitable cases and provision for
special audit of accounts under cer-
tain circumstances hag been introduc-

ed.

I mention these changes effected in
1956 and 1960 in company law by way
of illustration only, to submit to the
House that the tightening of the Com-
panies Act that has been effected since
the happening of events commented
upor. by the Commission has consider-
ably reduced the possibility of the re-
currence of such events, a fact that
has been noted by the Bose Commis-
sion in its Report, In para 2 of the
Report, the Commission has observed:

“The Companies Act of 1956 and
the amendment Act of 1960, have
ce: tainly brought about far-resch-
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ing changes to the provisions exist-
ing under the Indian Companies
Act, 1913 3s amended in 1936. Var-
ioas deficiencies and malpractices
disclosed and discovereq in the ad-
ministration of companies have been
lessened and the loopholes plugged
to a large extent. For example, one
of the malpractices which came to
our notice, namely the premature
and deliberate termination of
managing agencies and payment of
compensation for termination has
been effectively dealt with in the
Companies Act as well as in the
Taxing Statute. We are therefore
left with not many recommenda-~
ticns to make.”

That the changes in law so far effect-
ed do not go all the way and do not
completely eradicate the evil of mi:-
management or dishonest corporate
prac:ices has, however, to be acknow-
ledged. Both the Bose Commission as
wel] as the Daphtarv.Sastri Report
have made recommendations and sug~
gestions for the amendment of th=e
present Companies Act in order to
plug the existing loopholes and defi-
ciencies. These recommiendationg and
suggestions are being considered by
Government along with the recom-
mendations of the Jenkins Commitiee
which went into the working of the
joint stock companies in UK. last
year In the light of these various re-
commendations and proposals, a Bill
to amend the Companies Act will be
brought before the House very soon.
In +he
prov'sions of the Comgpanies Act the
powers at the disposal of the Govern-
ment are only thoge of enquiry, inves-
tigation and prosecution. Penalties
and punishments can be imposed hy
courts only. '

Though a company would be regis-
tered as a corporation under the Com-
panies Act, its operation would be re-
gulated by provisions of other statutes
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which govern those uperations de-
pending upon the nature of such ope-
rations. For example a banking or
an insurance company is governed
wholly as far as its operation goes by
the Banking Act and the Insurance
Act. Similarly, a company generat-
ing and distributing power would be
governed by the Electricity Act. A
company whose operationg are indus-
trial production will be governed by
the Industries (Regulation and Deve-
lopment) Act. And above all the in-
centives and disincentives in any ope-
ration would be largely governed by
the various general and special taxa-
tion laws. Therefore, a compay can
be adequately regulated only when
the various statutes governing the par-
ticulay field of operation are set im
motion along with the Companies Aect.
This we always endeavour to do.

1 do not want to take any more
time of the House at this stage. I pre-
pose that the motion be taken into
consideration.

Surr NIREN GHOSH (West Ben-
gal): Madam, I want one or two
clarifications from the hon. Minister
b_fore the debate opens.

Surr A. D. MANTI:
them in his speech.

He can raise

Surr NIREN GHOSH: But I must
have the clarification before

Tue DEPUTY CHAIRMAN: Mr.
Ghosh, be brief and address the Chair
always.

e

Sgri NIREN GHOSH- Will the hon.
Minister enlighten us on one point?
He said in the statement just now
read out that the original purpose of
the Enquiry Commission was modified
by the Award of the Supreme Court
and that wvarious impediments were
placed in the way of the functioning of
the Commission, Now, the Govern-
ment were aware of all those things.
What exactly did the Government do
in those days in order to help the
Commission se that it can have the:
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original terms of reference and speedi-
ly finish its labour? That is one point.
The second point is

Tue DEPUTY CHAIRMAN;
many points have you?

How

SHrRt A. D. MANI: You can raise
all those points in your speech.

Tee DEPUTY CHAIRMAN:-
your first point be clarified.

Let

Sarr N. KANUNGO: This is a mat-
ter of argument. Am I to take each
point and answer it? Then the debate
will become impossible. The points will
be recorded in the proceedings and

when I reply I will meet those points.
|

The question was proposed. ‘

Tre DEPUTY CHAIRMAN: Taere
are {wo amendments. ‘ |

Sert M. N. GOVINDAN NAIR
{Kerala): Madam, [ move:

1 “That at the end of the Motion,
the following be added namely:—

‘and having considered the
same, this House is of opimian that
all the Dalmia-Jain business con-
cerns be immediately taken over
hy the Government’”

[The amendment also stood n the
name of Shri Niren Ghosh.:

2 “That at the ead of the Motion,
the following be added namely: —

‘and having considered the same,
this House is of opinion that in
the light of the disclosures made
in the said Report, a permanent
Statutory Commission should be
set up to keep a watch over and
enquire inlo the affairs of the Big
Business concerns to check corrup-
tion and malpractices, curb mono-
poly and concentration of wealth
and safeguard the interests of the
public and the State’.”

The questions were proposed.]

|
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Surr M. N. GOVINDAN NAIR:
Madam, Deputy Chairman, at the very
outset let me pay tribute on my be-
half and on behalf of my party to the
commendable work dune by the Vivian
Bose Commission in bringing to light
the malpractices systematically fol-
lowed for years by one of the most pro-
minent industrial houses in this coun-
try. The Commission has already
pointed out that they have robbed Rs.
260 lakhs from the investing public
and Rs. 150 lakhs from the exchequer
by way of tax evasion. Now, in this
stunendous task the Cammission had
to face evasions, opposition and often
resistance and defiance. In spite of all
that today we have before us a monu-
mental work which throws light on
how this big business houses are being
run.

300

Now, as the hon, Minister himself
has pointed out, the Commission was
appointed to find out the modus ope-
randi of these people. And what is it
that has been revealed? Utilising the
funds of the public limited concerns
under their control they buy other
concerns with large accumulated
reserves and substantial liquid cash.
Then these assets are transferred in
the name of other concerns of the
Dalmia-Jain group and finally when
the entire money has been thus drain-
ed away, the public limited company
is converted into a private limited
company and then that private limited
company with the help of obhging
auditors and liquidators is des:royed
so that no trace is left behind. Now, 1
ask you, Madam, is there much diffe~
rence between a set ot robbers who
somehow get hold of the key of a
. house, enter into it, remove all the
valuables and finally set fire to the
house and get off?

Surr A, D. MANT:
company law.

That is called

Surr M. N. GOVINDAN NAIR: This
is what has been said by the Vivian
Bose Commission. They have dummy
concerns as managing agents which
1 are given long-term managing agencies
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and then taey are a'ruptly ended after
which a huge amount is paid by way
of compensation and finally that con-
cerns is also brought to ruin. Then
there are fraudulent payments for
themselves as underwriting commis~
sion. There are allotment of shares to
fictitious persons, fabrication of
-accounts, vouchers and documents, fic-
titious entries regarding inter-company
loans etc. They dishonestly refrain
from declaring bonus and then when
the price of the shares goes down they
buy them and then declare bonus and
sell the shares for a higher price. All
these things have been dealt with in
detail in the Report of the Commission.
It has been pointed out that the Com-
mission could function only as a fact-
finding Commission. At the same time
the Government should remember
that when the Commission was ap-
pointed first they wanted to give them
wider jurisdiction and they selected
persons who were quile competent {¢
do the job as the Government desired.
That was why they had an ex-Sup-
reme Court Judge as one among them,
but unfortunately, they had to restrict
themselves to the responsibilities of
fact-finding only. So, I suggest that
now it is left to the Government to
take necessary action. And hearing the
Minister I am sorry to say that when
he comes to that aspect of the matter
he reminds us of the 1913 Act, then
the 1936 Act and all that.

Sunrr A. D. MANI: It is only the ear-
lier generation we are reminded of.

Surt M. N. GOVINDAN NAIR: And
he seeks the help of prominent jurists.
To that I would come later. One of the
defences of Shri S. P. Jain was: “I am
not the only one who practises it”.
My friend. Mr. Mani said: This is
-what is meant by company law. If that
is so, it leads us to certain other con-
clusions, If there are loopholes in
law by which these people cannot be
caught, if the company law itself per-
mits them to commit such fraudulent
acts, then can it be that only the
Dalmia-Jain group exploited that
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situation or 1s 1t that this has beem
the common practice with all these big
business houses?

Sart A. M. TARIQ (Jammu and

Kashmir): For instance.

Surt M N GOVINDAN NAIR:
Thackerseys comes to mind.

Surr A, D. MANI: Only one firm?

Sarr M, N. GOVINDAN NAIR: No.
The way in which these people are ac-
cumulating wealth hags been shown in
this. You examine how many of these
people have doubled and redoubled
their capital during the last ten years.
Since my friends are interested, dur-
ing the last ten years, according to a
study of Prof. Hazari, Tatas have in-
creased their gross capital from Rs. 152
crores to Rs. 388 crores, Birlas from
Rs. 65 to Rs. 159 crores, Martin-Burns
from Rs. 40 to Rs. 92 crores and
Dalmia-Jain from Rs. 31 to Rs. 76
crores.

Sert A. D. MANT: Not much.

SHrr A. M. TARIQ: Especially for
Mr. Mani.

Surt M. N. GOVINDAN NAIR: So,
it is a matter of grave concern. About
Birlas the same Prof. Hazari has made
certain references in his study. He
5ays:—

“The Birla chain is the most com-
plex of all”

Sart A. D. MANI: Naturally.

Surr M. N. GOVINDAN NAIR: He
says:

“One cannot find any single prin-
cipal company in the Birla Com-
plex, to which ultimate control can
be traced on a purely inductive
basis’ ”

In the case of Dalmia group, we had
the DCPM, the Dalmia Cement and
Paper Marketing Company, and be-
cause of that you could get hold of
them. In the case of Birlas you cannot
get them like that. Then, it says:—
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“Controlling investments are dis-
persed over a phenomenally large
number of corporate investors.
trusts, and individuals, many of
whom are not members of the Birla
family nor even top executives of
the Group. Controlling equity in
most of their leading industrial com-
panies is held mostly in the names
of Investment companies registered
in the States of Madhya Pradesh
and Rajasthan.” !

That ig why in the present context, in
view of what has been revealed by the
Vivian Bose Commission, it is high
time we took note of this factor and
appointed a statutory commission to
enquire into the working of all these
concerns and I believe that my amend-
ment will get support from all sides

of the House.

Now, I do not think that Ln-der
cover of loopholes in the company law
the Government can ghirk its respon-
sibilities for all this kind of develop-
ment. Now, these big business houses
were encouraged in such activities by
the latitude the Government has
shown to them during all these years.

Surr A. D. MANI: There was a gene-
ra! election at that time.

Surr M. N. GOVINDAN NAIR: It
is not only general election.

Sur1 M. GOVINDA REDDY: (My-
sore): What you mean by encourag-
ed?

Surr M, N. GOVINDAN NAIR: 1
will come to the general election at a
later stage. (Interruption). My point
is, if the Government wants to check
such malpractices and irregularities,
what should be the attitude which they
should follow towards those people
against whom such charges have been
proved., For example, this morning
in reply to a question the Minister in-
formed us that one Bajoria was fined
Rs. 22 lakhs

Surr A. D. MANI:
Company.

McLeod and
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for under-invoicing, .
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Surr N, SRI RAMA REDDY (My-
sore}: It is the total.

SHrRI M. N. GOVINDAN NAIR: The
B.I.C. which was taken over from
Mundhra was handed over to the same
Bajoria. Why? Is it because the Gov-
ernment found that Mundhra was not
competent enough to conceal this
fraud and that a better person should
be appointed for that job that this
company was handed over? Otherwise,
how can you justify it?

Surr NIREN GHOSH:
an honourable man.

Bajoria is

Surt M. N. GOVINDAN NAIR:
Now, take the case of Dalmia group
itself. This Report has shocked the
entire country, but the Secretariat of
the Central Government did not know
it. After this Report has been pub-
lished, three licences were given to the
very same group. Why? Now, Rs. 187
crores are in arrears as income-tax,
from the big business houses. If an
ordinary peasant fails to pay his rent
or tax, his movable and immovable
property are auctioned. He is sent to
the street. What action has the Gov-
ernment taken against these people?
Even Tatas have to pay Rs. 2 crores.
Now, a gentleman was given a reward
for exposing the suppressed income-
tax of JK. concerns. Rupees seven
crores were revealed.

Surt A. D. MANI: How much was
the reward?

Surr M. N. GOVINDAN NAIR: It
was something like Rs. 35,000. I
mean to say that payment of reward
was a loss to the Government because
this amount of Rs, 7 crores was not
realised. No action was taken by
the Government against J. K. con-
cerns and this person who got
Rs. 35,000, he alone benefited.
(Interruption).
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Only the Communists will make capl-
tal out of these mistakes

Surt M N GOVINDAN NAIR Is it
a mistake? If it 1s one instance, then
it can be calleq a mustake If 1t 1s
a continuous affair, 1t 1s part of a

policy
Then about underinvoicing, the
Customs take possession of certan

consignmentg of one Ramnath Goenka
For 24 hours the consignment was
under the custody of the Customs
people, but within 24 hours 1t had to
be released Why? Is 1t because that
within 24 hours the Customs people
were able to go through the whole
thing and found that nothing was there
to be taken note of that they relea-
sed 1t? Is 1t like that or 1s 1t that
someone moved 1n Delhi so that the
Customs people had to release the
whole thing? 1 do not know? So,
1f T go on like thie, there are so many
instances which I can quote

Now, my point 1s that ;t 15 this
attitude, 1t 1s this softness towards the
business houses 1in the country that 1s
responstble for this kind of develop-
ment Now, everything is attributed
to loopholes 1n the Company Law
My submission 1s that there are
loopholes dug up by the big business
in the administrative structure that
help them and that 1s why every-
thing 1s inteipreted in their favour
If the Government is serious in putting
an end to this State of affairs,
Madam 1 would suggest that they
should beware of every Government
Secretary who 1s above 50 and near-
ing the retiring age

Sert N KANUNGO
age

Dangerous

Surr M N GOVINDAN NAIR Very
dangerous age It 1s dangerous,
because they are like suitors counting

[RAJYA SABHA ]

the big business to join them imme-
diately after 1etirement, when you !
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are a swtor and when your fiancee
wants anything, you will go out of
your way to get it done That 1s the
psychology with which many of your
Secretaries function today, because as
soon as they get out of here, they get
very lucrative posts in some of these
concerns When that 1s se, how can
you take stern action against any-
body”? That 1s one but that 1s not all
That 1s only one layer of the adminis-
tration, the bureaucracy But there
1s the other layer, the Ministers I
am not generalising I know there
are very good people

SHrt A D MANI That 1s genera-
lising

Sutrt M N GOVINDAN NAIR' But
there are Ministers with sons or sons-
in-law 1n the employment of big bust-
ness When these in-laws and out-
laws join together then the Minusters
naturally become helpless Now, I
ask how many of the State Ministers”
or Central Ministers’ sons or sons-
in-law are employed in these big con-
cerns?

Surr ARJUN ARORA (Uttar Pra-
desh) They have to earn their bread

Surr M. N GOVINDAN NAIR
Yes, yes (Interruption) The most
interesting fact 1s that with all his
experience, competency or efficiency,
if the Minister changes his portfolio
hig son gets demoted or son-in-law
gets demoted

Surt ARJUN ARORA Do you ad-
vocate that the portfoilio should not
change?

Suar M N GOVINDAN NAIR®
My pomnt 1s that in the administrative
structure the Ministers are softened
by big business by employing their
sons or sons-in-law That 1s not all
Now I come to the third layer the
Parliament and Legislatures

AN Hon MEMBER What abouk

the Communist Party?
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Surt M. N. GOVINDAN NAIR:
When some big business houscs say
that they are helping the elections for
the Congress for the whole State, how
can Members of Parliament or a
State Legislature, when gquestions re-
lating to their affairs are posed before
them, tackle them strongly and frank-
ly and honestly? Here, Madam, is an
extract from a petition submitted by
Shri Dalmia himself before the
Sessions Court on 24-10-1958. There
he says:
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“I met from my own pocket the
election cost of Bihar Corgress
though a few candidates contribu-

ted small amounts for their own
expenses.”
Sur:t A, D. MANI: What is that?

Surr M. N. GOVINDAN NAIR:
This is from a petition submitted
before the Court by Dalmia himself.

Surt ARJUN ARORA: He is ad-
mittedly very unreliable. You will
not agree that Dalmia is reliable.

Seri M. N. GOVINDAN NAIR:
I do not say that he is reliable, but
my point is, when this has been before
the public, how is it that it was not
contradicted?

Surr LOKANATH MISRA: Would
you kindly place it on the Table of
the House?

Sgrr M. N. GOVINDAN AIR:
1 shall place it. Recently, the 'Chief
Minister of Orissa, Shri Patnaik, gave
a tape-recorded press conference, and
in that press conference he stressed
that Rs. 15 lakhs were got from
Mr. Serajuddin for Orissa elections.

Surr A. D. MANI: Who says that?

Sert M. N. GOVINDAN NAIR:
From Mr, Serajuddin Rs. 15 lakhs
were got, and this statement comes
from a responsible Congressman; 1t 1S
published in the press and it is not
rontradicted, which means ‘
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Bengal): On the strength of
document does he make this state-

ment? Is he prepareq to lay it before
the House?
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THE DEPUTY CHAIRMAN: What is
is the basis for your statement?

!

Surr M. N. GOVINDAN NAIR:
It appeared in the press, and I think
any Member will know it, because
it was a report which was noted by
all. If necessary, I shall place it on
the Table tomorrow. (Interruption).
I would not withdraw my statement.
I shall place it before the House.

AN Hon. MEMBER: Not the tape
record, but the report. .
Suri N. KANUNGO: Now, the

hon. Member has made a statement
Either he should submit to the House
the decuments on which he makes this
statement ‘or he should withdraw it.

4 P.M.’

Tre DEPUTY CHAIRMAN: He said
that he was going to produce the paper
from which he had read out. Is
that correct, Mr. Nair?

Surt M. N. GOVINDAN NAIR:
Yes.

T DEPUTY CHAIRMAN:
is going to place it.

He

Surt M. N. GOVINDAN NAIR:
In such matters, I am 1ot obstinate.

SHrr N. KANUNGO: That is all
right as long as he places it.

Sart M. N. GOVINDAN NAIRKR:
More than the loopholes in the law,
it is the softening of the administra-
tive structure at the various °levels
that is responsible for the present
state of affairs. This morning a ques-
tion was askeq about Messrs, Bird &
Co. 1t is of course under investiga-
tion. I am not going into its merits at
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all But 1t 1s strongly r1eumoured m
Delhi that four Ministers are jnvolv-
ed through their sons or sons-in-law
or brothers-in-law

Suri AKBAR ALI KHAN (Andhra
Pradesh) Are you going

Ssrt M N GOVINDAN NAIR
I may agree with you

Surt AKBAR ALI KHAN You
should have basic evidence of some
documents Should we go on ru-
mours?

Ter DEPUTY CHAIRMAN I think
Mr Nair

Surt M N GOVINDAN NAIR
1 also agree (Interruption)

SHrt N SRI RAMA REDDY What
are we discussing, the Vivian Bose
Commission’s Report or the conduct
of the Ministers here?

SHrt M N GOVINDAN NAIR It
1s veiy mu~1 connected with the dis-
cussion of the Vivian Bose Commission
Report Why should the Ministers
get tied up with these people? I am
prepared to admit, 1f 1t 1s proved, that
these are irresponsible talks by inde-
cent people, spread for the character
assassination of Ministers All that
I am prepared to accept but the
pomnt 1s

Surt M P SHUKLA (Uttar Pra-
desh) Would the hon Member let
us know why 1t 1s that the Com-
munist Government of Kerala invited
the Birlas and others for their own
product n?

Surt NIREN GHOSH Because the
Kerala Government which was 1n
power could not arrange things as
they pleased under your Constitution

Surt M N GOVINDAN NAIR The
question 1s this There are talks that
certain Ministers are mvolved though
their sons and in-laws 1n the Bird &
Company affan  When I say this
why should you create an uproar?

[ RAJYA SABHA ]

admmstration of cer~- 310
tawn Dalmia-Jamn Companies
Tue DEPUTY CHAIRMAN You

should stick to facts you better not
yield to rumours

SHRI M N GOVINDAN NAIR That
15 all right

Suri KHANDUBHAI K DESAI
(Gujarat) Are we discussing some
rumours going on In the city o1 are
we discussing here the Vivian Bose
Commission’s Repo1t?

Suri M N GOVINDAN NAIR
Not only am I speaking about these
rumours, I have suggested a concrete
method by which these can be exposed
Have a statutory commttce Go inte
the matter, find out whether Ministers
are involved 1n 1t and get them out of
it

Now Madam, I come to the other

side
Surt A D MANI Dalmia side

Surr M N GOVINDAN NAIR

I admit that we have a very compe-
tent man as our Law Mimister He
was recently trying to be the initia-
tor interpreter and executor of law
He felt himself competent to do so
He felt himself competent to advise
Parliament to enact laws in violation
of the Constitution So, I have abso-
lutely no doubt that we have a very
competent Law Minister I am not a
lawyer, I understand something of
law from the practices 1 see around

AN Hon MEMBER From lawyers

Surt M N GOVINDAN NAIR
And here I was shockeq to find, after
reading the Report of the Bose Com-
mission that the Government found
1tself helpless to proceed against them
harass them They say, there 1> no
provision Now

Sur1 AKBAR ALl KHAN Gov-
ernment will proceed according to the
law and not according to the indivi-
dual

Surr M N GOVINDAN
That 1s why I ask

NAIR-
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AN Hon MEMBER For their In-
terest

SHri M N GOVINDAN NAIR
If a man lLike me or Mr Mani com-
mits a similar offence, I am quite suie
that we will be hanged for it

SHrRI AKBAR ALI KHAN They are
sons-mn-law of a very important pei-
son I

Surt M N, GOVINDAN NAJR
Now my point 1s why 1s 1t that these
people are not airestedq for ciiminal
conspiracly They had committed a
breach of trust Can anyone deny 1t?
Or do you want a new law? Can
any body deny that a breach of trust
was committed by them”? Have they
not cheated the people? As 1 men-
tioned earlier, dividends are not dec-
lared 1n order to deliberately bring
down the value of the shares Then
you buy them and declare the divi-
dend Is it not cheating? Are not
criminal proceedings possible against
such actions® I cannot understand
1t Now, a sum of Rs 4,50,000 or so
has been taken by Shri R Dalmia who
is neither a director nor an officer of
the concern ﬂT

AN Hon. MEMBER He is now 1

jail .

Surr M N GOVINDAN NAIR
That 1s all right But I ask you Is
1t not a breach of trust® Is not any
action possible?  Then, announce it
openly that 1if such things are done,
our law 1s helpless We cannot do 1t.
If one-hundredth or one-millionth
part of such a crime 1s committed by
somebody else, by an ordinary citizen,
I know that the law will be there to
take action against him But when
such people commit such a daylight
robbery such fraud you say thht your
law 1s helpless Then 1if that 1s so,
if the arms of law are not long enough
to reach them, I would suggest, change
the law 1f the Constitution stands in
the way, change i1t and see that such
people a“~ bnoked and they are book-
ed 1n such a way that nobody wiil
dare repeat similar crimes heleafter
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Instead of that, the Minister pleads

helplessness before us under cover
of the Company Law and 1ts loopholes
1 say, if the Government 1s not going
to take note of the seriousness of the
crimes committed by the big busi-
ness and take a strong stand to put
an end to them by w-eeding nut all
the suspicious contacts and relations
with big business, 1t will be bad for
them, bad for the country We can-
not allow such rot to eat mto the
economic life of the country and run
our country We have to take note
of this factor

Thank you Madam

surt KHANDUBHAI K DESAI
Madam Deputy Chairman at the
outset I woulg hike to pay my com-
pliments to the Vivian Bose Com-
mission for having placed before the
country the fraudulent transactions
that have been done by the various

companies managed by the Dalma
group
[THE VIcE-CHAIRMAN (SHRI M

Govinpa Reppy) in the Chanj

As the Minister has said at the outset,
all these frauds or misappropriations
or m nipulations were done under an
old Company Law which 1s a genera-
tion old, that 1s the 1913 law Since
then, a comprehensive legislation has
been brought on the Statute Book and
certain loopholes have been plugged
Subsequent loopholes have been plug-
ged 1n 1960 and I believe that a new
legislation will be coming up mn order
to plug further loophcles which ar:
even now possible under the existing
law In spite of many handicaps
and gbstructions created by Rama-
krishna Dalmia and his associates the
Commus<ion has done a very good job
The Report 1s both interesting and
mstructive to laymen like us One
need not go into the varrous details
which have been discussed at very
great length in the Report but I am
sure the Government on the facts
found 1n the Report, will bring before
this House and the other House somc
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further legislation in order that such

frauds and mampulations may not
occur 1n future
In a nut-shell Sir, these Dalmia

companies, whose master-mind and
architect was Ramkrishna Dalmia and
his associates, found according to my
lay readings three gold mines in the
form of (1) Shapoojynt Bhaioocha and
Madhavyr Dharamsi Mills, (1) the
Lahore Electric Co and, last but not
the least, Disposal transactions which
were made by Shri Shant: Prasad Jain
somewhere 1n 1946 when they pur-
chased from the Disposals goods worth
Rs 5 crores for disposal Now, these
were the three gold mines which they
wanted to mme for themselves per-
sonally rather than for any public
good. The Dalmia Cement and Mar-
keting Co was utiliseq under the then
existing law as a clearing house for
all these frauds These are the facts as
revealed 1n the Report

Now, how was 1t possible? As a
Member of the Select Commuittee for
both the Bills, I think even the pre-
sent law 15 not encugh to stop these
malpractices 1n the future even with
the comprehensiveness which 1t has
got The company law depends upon
the honesty, integrity and independent
jwlgment of the auditors In 1960 a
special audit, as we see, 15 provided on
the assumpuon that th. auditors ame
guite independent people But from
practical point of view we know that
the auditors are, more or less the
creatures however much they mas
boast the other way about of the board
of dizectors Thev have got to carry
oat what the board of directors or the
chil man 21 :the manaping director
directs them And that i1s what has
be=n ¢l irly vointed out 1n the Com-
mi-sioi1 > Report But for the collusion
of he auditors such large-scal> frauds
and manipulations could not have been
possible Therefore the special audi-
tor provision 1n the 1960 law 1s not
adequate Some of us even then sug-
gested publicly in the Select Commut-
tee that the time now has come when
1t will be worth while, expedient and

[ RAJYA SABHA]
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n the public interest to nationalise the
audit setvice so that we can have the
watch-dog of Parliament and the de-
mocratic Government to watch the
working of all the companies If for
the time being that 1s not possible for
practical reasons, I may suggest for
the consideration of the Government
that 1n the present system of audit
there must be added collateral check
audit for every company so that there
will be a healthy fear that if collateral
check audit 1s provided in the law,
even the so-called independent audi-
tors will be alert because if something
1s found out they will lose their cer-
tificate and licence to audit It is a
healthy, indirect way of looking at
this problem Mr Vice-Chairman, S,
this 1s one suggestion that I would
place before the Government for their
consideration when the amending Bill
1s brought before 1t I think 1t should
not only be done but it should be a
“must” 1n the new Bill, because as 1t
1s, now the corporate investment has
considerably increased during the last
fifteen years under the protective shel-
ter given by the Government in vari-
ous ways The public funds are being
utilised either through banks or
through the Industrial Finance~ Cor-
porationg or through certain other
credit 1nstitutions guaranteed by the
State So, they are all public funds
and 1t 1s but proper that the public
funds are very properly audited and
accounted for so that the trust in the
private enterprise by the shareholders
and investors will be fully mamtained
1f the Government brings in a clause
1in the law showing that all reasonable
care and precaution has been taken
by the Company Law Adminis ration
for the proper utilisation of the funds.
Therefore, I suggested either the na-
tionalisation of audit o1, failing that,
collateral check audit

Now, the other revelation which has
been brought about in the Report is
that there are as many aecounting
years 1n the ccmpany as there are
months In one company there 1s
Janua.y In the secongd it 1s Febiu-
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ary. Ia the third it is March and in
the fourth it is April and sc on. $o, at
the time of casting the balance-sheets
there are cross entries from one con-
cern to the other, as it is called in
Gujarati havala. For purposes of
audit they will show proper accgunts.
But immediately within a month'or a
fortnight of the accoun.ing year they
will again transfer it to the lemding
company. Now, if you want to stop
that, the only way that you can do is
to have one uniform financial ac«
counts year. Either it may be March-
March, December-December or June-
June whateyer is suitable. That js the
other suggestion which I would like to
make. While going through thd Re-
port—ags I said it was found veny in-
teresting and instructive Repﬁ't—»I
found that there was a lot of mani-
pulation done in the matter of private
and public companies. The suggéstion
has been made by varioug people who
appeared before the Select Committee
on the 1960 (Amendment) Bi]li that
the distinction between priva.e and
public companies should be done away
with. That is, all the liabilities which
a public company has to go through
under the Company Law should be
applicable equally to a private com-
pany. There is no private ¢ any
also. What is private? Is it private
money? Whether it is private limited
or public limited, it has to deal with
banks, it has to deal with the deposi-
tors. It gets loans from tho.:.ﬂglblic
companies. It gets loans I the
LFC. and others. So the timg has
now come for the new amendmént to
do away with the distinction between
private ang public limited companies.
If these 2 or 3 suggestions of mine are
carried out, the inducement and urge
to create fraud and manipulation will
be lessened gradually. Why are they
doing all these things? It is either to
appropriate the money for themselves
or to defrauq the public exchequer of
the taxation. Some rough calcula-
tions have been made that Dalmias
have been able to defraud the public
companies to the extent of Rs. 2 or 3
crores and to the same extent they
have been able to defraud the public

]
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treasury of their taxation liability.
More they could not find out because
there is an easy method of destroying
the records and documents by first
converting the opublic concern into a
private one, then taking it to liquida-
tion and then pass a resolution that
tne documents mey be destroyed.

The last suggestion which I would
make is that no public or private com-
pany should be allowed {o be taken
to liquidation either voluntarily or
otherwise unless the company's ac-
counts and the case for liquidation is
properly examined by a court.

These are the few suggestions I
would make. It is no use now going
into the question of who are responsi~
ble and who are nnt. I am very defi
nitely of the opinion that even though
in the matter of this group the respon-
sibility is being cshifted to Mr. R. K.
Dalmia, who is the master-mird bee
hind it, the beneficiaries of the frau
dulent transactions are his associates
too. Therefore Mr. Dalmia and all his
associates are morally and construc-
tively responsible for ali the transac-
tions that have been pointed out by
the Bose Commission and should be
dealt with accordingly.

With these few words I wouid very
humbly commend these 3 or 4 sugges-
tions to the Government in addition to
certain other technical amendments
which are being made.

Surr ROHIT M. DAVE (Gujarzat):
Mr. Vice-Chairman, 1 also join in pay-
ing my iribute to the Vivian Bose
Commission for doing this monumental
work and giving us a Report which is
very revealing and which points to
some of the glaring defects and defi-
ciencies in our law and administration
which has resulted in large scale
fraud on the public as well as on the
Government, Normally, one might
take a cynical view and say that
wherever there is profit motive,
people always try to amass as much
money as they can through various
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devices, some legal and some extra-
legal, in the hope that they might not
be caught and one has to reconcile
oneself to such a situation. Unfor-
tunately, we are so situatedq today
that it is not possible for us to take
such a cynical view. Both the defence
and development of this country re-
quire large scale economic expansion
and howsoever I may wish, it is not
possible for the public sector to under-
take the sole responsibility of this
economic expansion. We have, there-
fore, to depend wupon the private
sector, upon the corporate sector for
our economic development and if this
sector does not play its part, honestly
and efficiently, it will not only be a
question of moral turpitude of a per-
sonal character but it would spell
disaster to the country as a whole. We
have, therefore, to take a very serious
view of the defects and deficiencies
that have been pointed out in the
Commission’s Report. To my mind,
this Report has two aspects. One is to
bring to book those who are found
responsible or who are found guilty
of breaking the law and committing
the fraud. I am sorry to say that in
this connection the Government has
failed in its duty to bring to book the
culprits all these years. As the Minis-
ter has already pointed out, since 1949
rumours were heard about certain ir-
regularities and breaches of laws by
certain concerns. A very complicated
and long-drawn-out machinery was
put into motion in order to deal with
this complaint. We had first certain
investigations, then investigation by
the S.P.E, then a Commission, then
another Committee to give legal ad-
vice as to what should be done and
now again, inspection by the Company
Law Administration and by the S.P.E.
Much precious time has been lost
with the result that evidence is not
available and whatever one might do,
it is now quite certain that the guilty
will not be brought to book. I am not
one of those who would advocate any
historic prosecution of any person,
whatever be the sentiment in the pub-
lic. It is the law which has to take its
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own course, and as far as we the Mem-
bers of Parliament are concerned, we
have only to see that the law does take
its course and that the Government
does discharge its duty. It is not for us
to recommend who should be prosecut-
ed and who should not be prosecuted,
because we as Members of Parliament
are not competent to do so. But cer-
tainly we are entitled to register our
sense of sorrow when we learn that
the machinery that was put into
motion was so complicated and so
long-drawn-out that prima facie it is
now likely that all the guilty are not
to be brought to book. Here again,
it is not just a question of bringing
the guilty to book, though that by it-
self is a very commendable object and
it is the responsibility of the Govern-
ment to do so. However, in the pre-
sent circumstances, this has become
very important because a feeling is
growing in the community that you ecan
do anything you like and get away
with it, that the administration of law
in this country has become so lax
that it ig possible for you to indulge
in al} sorts of malpractices. There is
not the fear of law in the minds of the
public, especially in the minds of the
business community, I am very sorry
to say it. As I have said at the begin-
ning, I know we have to depend upon
the industrialists and the business
community and the private sector for
the development of our economy and
it would not be wise to pass any judg-
ment in a generalised manner. But
with all sense of responsibility I am
constrained to say that today, at least
in the industrial community and the
business community, the respect for
law has disappeared, and the feeling
has grown that you can do anything
you like as long as you are clever
enough to hide what you are doing.
This particular Report is a monument-
al testimony to this fact and because
all those who are responsible for the
crimes that have been indicated in
this Report are not going to be brought
to book, because of the type of machi-
nery that was put inte motion, the
feeling is further likely to go abroad
that you can get away with such
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crimes as have been indicated in this
Report, It is from that point of view
that I am really sorry that such a
procedure was followed and enougi
promptitude was not shown in dealing
with such malpractices, even when
the Governmeat became fully aware
that something was very wrong with
this group.

Apart from that, Sir, there i5 the
further quesiion of preventing these
malpractices and of seeing what could
be done about them. The hon. Minis-
ter has told us that he is bringing in
amendments to the Company Law in
order to plug certain loopholes that
have come to light. I do not know
what is going to be the nature of these
amendments. Here again, I woulld like
to point out that the Report pbf the
Commission haz indicated that it is
not merely a question of plugging the
loopholes in the Company Law. The
malady is much deeper and we have to
deal this malady from all the aspects
of the question, rather than merely
plugging the loopholes in the Com-
pany Law, though I do not for a mo-
ment belittle the importance of plug-
ging those loopholes.

Sir, T had the good fortune OJ being
a member of the Joint Select Com-
mittee which sat on the Bill to amend
the Company Law in 1960, and there
I found that from the side of the
businessmen and from the side of the
industrialists all possible obstructions
were put in order to prevent the work
of making this Company Law as fool-
proof as the Government wanted to
maike it, and in many respects the
Government succumbed to the pres-
sure, and ultimately, the law which
emerged and which this Parliament
passed, was a law which had many
defects and deficiencies. Even apart
from the defects and deficiencies in
the Act itself, it is still not quite
clear what are the implications of this
Act and many a time I am bewildered
at the sort of game of chess that goes
on between the Company Law admi-
nistration on the one hand and the
business community on the other. I

1
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wculd give only one instance, In the

Select Committee we had discussed at
great length the desirability of stop-
ping the pracice of publishing only
the summary of the prospectus which
might not give a clear picture of the
objects of the company. In this Re-
port itself the dangers of such adver-
tisements in such announcements have
been pointed out and it has been indi-
cated that by merely seeing the name
of a particular company, the share-
holders are misguided as a result of
which they put their money into that
company, thinking that it is an airway
company, while really it is something
different.

Surt M. N. GOVINDAN NAIR: It
was for motor cars.

Sarr ROHIT M. DAVE: Yes, for
buying motor car spare paris. The

mere mention of the name of the com-~
pany can create so much difficully
for the honest shareholders, the honest
investing public who want to parti-
cipate in the economic development of
this country, the public who have been
called upon day after day to save as
much money as they can and put it
in the service of the economic deve-
lopment of the community. Therefore,
one would have thought that the Go-
vernment and the Company Law Ad-
ministration had gufficient resources to
see that these people are protected.
But what do we find? I read the
other day a report that a notice was
sent by the Company Law Adminis-
tration to the parties concerned that
henceforward it was illegal to publish
such summaries of prospectuses. Yet
I find that again and again summaries
of prospectuses do appear and I am yet
to come across a single news item
wherein the Company Law Adminis-
tration has launched any prosecution
against any such party. We have a
law and we were assured at that time
that this section as it was, was quite
sufficient to protect 1ihe investing
public. The Company Law Adminis-
tration has announceqd that it would be
an offence to publish such summaries,
that it would be illegal, still we read
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in tne newspapers such summaries.
What is bappening? How is it that ne
posecution is being launched? Is
there something wrong with the law?
If there is something wrong in the law,
how is if that it was not looked into
at that time? How long are we to go
on waiting and watching this game of
hide and seek between the Company
Law Administration on the one hand
and the business community on the
other, before the legitimate interests
of the investing public are properly
ssfeguarded?

Then again, we were told that the
speeches of the chairmen of companies
should not be published, unless cer-
tain other iteme were also published
with them. But we do find such
speeches being pudlished every day.

An Honv. MEMBER: They are paid
for it.

Sir1 ROHIT M. DAVE: Here and
there they are paid for it.

Surt ARJUN ARORA: Yes, from the
funds of the company.

AN Hon, MEMBER: It is advertise-
ment.

Saxr ROHIT M. DAVE: Other
methods are found to give the sum-
mary and the objects and reasons of
the company, by way of certain advices
to the investors in the financial news-
papers which are now appearing in
our country. If the investing public
is really to be protected, it is the
business of the Company Law Ad-
ministration to see that the investing
public is protected, but I am afraid
that they have not got enough powers
under the Company Law to see that
the legitimate interests of the inves-
tors are protected. That is one aspect
of the question. Ag I said even if all
these loopholes are plugged, we are
not going to have a situation which
might be reasonably foolproof. We
have got here the case of auditors
and even the case of liquidators who
were pressed into service by this
group in order to practise fraud on the
shareholders. What are we doing
sbout this? 1 fully realise that it is
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not possible for the Government to
check each and every fraud, to check
each and every irregularity nor is it
possible for the shareholders to do so.
Both the shareholders and the Govern-
ment have to depend upon the reports
of the auditors. It is the auditors who
are the eyes and ears of the invest-
ing public as well as the Government.
If these eyes and ears themselves
are defective, and if they are able to
enter into collusions with the
dishonest people in the indusiry, how
are we going to protect again the
interests ot the investing public,

Here again, it is not merely a ques-
tion of plugging the loopholes in the
Company Law. We have to find
ways and means whereby the auditors
are not in a position, the 1li-
quidators are mnot in a position
to be a party to the fraud on the in-
vesting public. There are instances
given in this Report regarding the
fraud on the public exchequer, that
false accounts are kept that profits
have actually been earned have not
been shown and thereby the public
exchequer is deprived of its legitimate
share out of the profits of the company
or the individuals. Now, no plugging
of the company law is going to help
us against these malpractices. Are we
to understand that today no false ac-
count books are being written? Are
we to understand that all the incomes
and profits of individuals and corpora-
tions are fully being revealed and
that the public exchequer is in 3 po-
sition to get its legitimate share out of
the incomes and profits of the indivi-
duals and companies? Again, it is
common knowledge that it is not so
and that we have failed so far to re-
vise the income-tax law whereby it
would be possible for us to get our
legitimate share, Again it is a ques-
tion of disrespect for law and disres-
pect for administration.

Sarr A, D. MANI: Lack of charac-
ter.

Surr ROHIT M. DAVE: People feel
that they can get away. They feel
that it is always possible for them te
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indulge in these malpractices and' that
nothing would happen to them. If this
kind of things go on, this type of para-
lysing, lack of character or loss of
character would continue with the
result that the entire community will
almost lose confidence in pergonal
morality as well as public morality.
This is not a small thing. This is
something which is eating into our
very vitals, our society and our com-
munity and it is the responsibility of
the Government to see that effective
measures are taken whereby the law
of the land is respected and no one is
able to escape. Partly this is the fault
of the law as such and partly it is
also due to lethargy in administration.

The Company Law Administration
in its Report year after year has
pointed out deflciencies in the
administration of the company
law. They have complained that
enough resources are not placed at
their disposal whereby it would be
possible for them to discharge the
onerous responsibility that they are
called upon to discharge with reference
to the corporate sector which is fast
growing and expanding. The Com-
pany Law Administration in its Re-
port has pointed out that its scope is
too limited that it is not possible for
it to detect all the various loopholes
that are existing in the working of the
corporate sector and unless its juris-
diction is enlarged and all the various
acts which deal with the working of a
given company are brought under its
purview, it will not be possible for
the Company Law Administration to
discharge its functions effectively. We
go on reading on the very first page
of the Report of the Company Law
Administration, year after year, this
complaint and this suggestion. So far
nothing has been done about it. The
whole thing is allowed to drift as it
is with the result that the corporate
sector goes its own way and there is
hardly any indication of improving the
situation and, what is more, any indi-
cation which would suggest that the
Government is keen in seeing that the
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Unless this keenness is shown,
unless this awareness is shown, unless
this determination is shown, because
of the vast expansion of our economy
and the opportunities that are easily
available to get rich quickly without
contributing one’s own productive
share in the development of the eco-
nomy, this sense that one can
get away with crimes against commu-
nity will continue, Because the tem-
ptation is so great, because the op-
portunities are so many, it is all the
more the responsibility of the Govern-
ment to see that people do not suc-
cumb to these temptations, that people
are not induced to take advantage of
the opportunities that are just appear-
ing before their eyes.

The greater inducement, the stric-
ter ought to have been the administra-
tion of the law and greater ought to
have been the determination on the
part of the Government to gee that law
is respected. It is this aspect, lack of
determination on the part of the Go-
vernment and their own helplessness
to effectively implement the law, which
forms part of the sad features of the
working of our corporate sector today.
Again, I do not wish to indicate even
for a moment that the entire corporate
sector is dishonest, that the entire
corporate sector is corrupt, but what
I am concerned with is this growing
sense of immunity from the adminis-
tration of the law which is real and we
have to arrest it here and now. We
have to see that those who are honest,
those who are competent, those who
are efficient are protected, that the
confidence of the investing public in
the corporate sector grows more and
more so that it may be possible for
us to induce larger and larger number
of income earners into our community
to save more and to put their savings
in the service of the development of
our economy.

Therefore, Sir, this is not merely a
question of plugging certain loopholes.
This is a question of creating the cli-
mate in the country whereby it may be
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possible for us to make it clear to all
whom it concerns that the breaking of
law, that the evasion of law will not
pay in the long run. If we are able
to create this atmosphere, the monu-
mental work which this Vivian Bose
Commission has done would be of
some value and whatever might have
been the situation in the past, at least
in the future it will be possible for
us to create greater confidence in the
investing public.

Sir, I thank you.

ot g W (ST TR ): AT
Jurene SfY, I gATR arAn fafaae
e wfaee @ fe faarad oo
ST HAAT §eE YA g9 o fawy
WA IF § IR B F JqAT
=it fafoaa av #1 7o 79T fesgea fa
g T Ry g9 WIS F AqEAT Alew
g AW TF am mieT e
qrEaT § W awr foegw wfema &
AT ®Y [ ARAT | IR AL
a1 9f e 73 o g faega o
wwd gwa dwar g fed 'w
afedt N wid gw  wE §
WR IR qaT W ww g owrE
& fras & #e WA gy S gF A
ST o Jf ¥, IETHET Wi, O 9
G AT FAFA § , A A o § oy
W FT ATATATA FA97 T ¢ |

sfT S 99 F s A S
sfea A o s wwe feg &
SE qWt 9N wgWT M 99 ag
fE g9 @Rl F T wseT Ry An
WA | SHARAT 9 49 @ AeE §
T HIE 9 EAGA U, §gd
BIEA 9N AT 1 F TF A
o Fefa 4, Toq 99 Goafa
wafrfFaas & ™ &
I ALTE T I AT IaAT | &Y
/1 AT FT WA WK gofafaat ¥ &
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BT & A A9 WY HT ATAHR
frar & afea s qo 3 ot Ao
F FEA I3 AR faw goF
oI W g W oA fad
geiafa #1 SaAT qEEH TEATET
FOAG A | STAfHAT S 4T F
uF w5 41, g @ fewwram
TAaq &OAT | 98 gzae fafwes
FEqAY oY, ag T fagey aveAT O, foaw
S g foar o1 | Wl @Y
FH F, WA F IIN FT GG T
FTCEAT 971 @1 SO%T SR @9
e AR adiT FT IRW AR & HIGL
9T St wafe fraga @ WS g
qT ATE €1 W S agd a1 B qrEA
IS HT STHT Jgi 98 ATAT 41, S
g aET gEar | q TwE W AR
mfeat agt = W F, @ CATEQ
FoqAT 7 Snar AfEfe T v 3Fr o«
faar & saFY g 3% graw @ qged
% fag aweq ®AM, i gg 9%
AT, IAHT TRET FIAT TGM T TET
g 7 <@ 5 97 7 Begl avg 9
FH 2 9% | g AfeT §, wF a3id
@en g1 F1 A%, JT ITEY TT AT B
gt & AT fa waterr & ara aga &
e mifent § Wi o 99w wrd
oW grY @Y FAfT AuAr 39 99
migat it fagT F Wi 9 a9 SrRn
a sTafaar 9 97 & four § ag a9
ot fF T 4% FT A IIAT AT
T AGA AT H AT fwRAT
T | T F 9T SqAT ST
T oar fFarwe wWER |
FEdY, FE FAST  FT OATRAT 9T
Sar fa fafeam Awar 7 A =T fae
Ffaar &, comed AT & §39 Me
¥ AW grarg i gusdr g, TEE,
T U F@ATT &7 I A IaT &
¥ w09, TG FA ¥, IR AT
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T &, WL AGT FT GFA 4 qv 9
FUT TAT 4F ¥ Jq@i § AT
IR ¥ s T 1 afeaar darar 38
o FAT T A AT ) &SR
TGS T ATH [y § Ii6-
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¥ fr & R 3 To ¥ @@
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a_atg org fr g R v e s
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FUAT FATS WA FAIE oS Y
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¥ S ¥ ol st 98 fawdr 9n
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fafds  Fm) g@d a9 I WY
W ¥ af@ ¥ ofsers ¥ Fa< i
FT HT STIIE FT 39 H TAATAE |
afwq ofsas & 9@y TR 95 99 @
WhrgsamersE G § @ aug
afsas & @R 9a A @ORd | S/
AW & T gt #1 safaal F qa
&7 ofsqs § @y AR o, @ W A
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S #7890 w1 AR W@ A
F5 I3 faa fear fe nge sdifeeq,
FAT gady anfeat 1, o gar FIT

e RO miedl ¥ HIW gww WA
fagag SR AR wT ¥ faar , "}
Tz OF QT A O AR R E W
feamr & A€y W @wdr 97 ) SO
T OGRT AT @A & WA R
& SaF qew dur g1 Aigd AR
I @ HISw AT I §f SR
qTEeT & IAFT gar ey i I as
WAl S 991 4 FL 7 AT Olerdr
gur FT A A TF AT [
TqT SAF1 ST g AIfEE 0 AT gER
FIQAT 7 F FFEIAT AT 6T AT FTATH
FH A E 9 99 @ AT T FE q@-
qq A FWQ AR A I QW
g frem & ag afoar ¢fe ag

T FAX | A STAAEAT X AW
HIERT ISET |

Toe VICE-CHAIRMAN (Surt M.
Govinpa Rebppy): How much time will
you take? '

Surr KRISHNA CHANDRA: I will
take at least 15 minutes.

Tue VICE-CHAIRMAN (Surz M
Govinpa Reppy): Congress Members
are to get only 15 minutes each. You
have already taken 8 minutes. Could
you finish your speach in two or three
minutes? In that case I suggest that
the House may sit a little longer.

Surt KRISHNA CHANDIIA: I shall
continue on the next day.

Tue VICE-CHAIRMAN <(SHrr M.
Govinpa Reppy): The House stands
adjourned till 11 am. on Friday,
16th August.

The House then adjourned
at one minute past five of the
clock till eleven of the clock
on Friday, of the 16th August
1963,



