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(c) how many of them are Hindi-
knowing; and

(d) how many appointments were
made after 1847, and amongst them
how many do not know Hindi?

Tee MINISTER ror  WORKS,
HOUSING anp SUPPLY (SARDAR
Swaran SinGH): (a) Eight including
two in Calcutta.

(b), (o) and (d). The informa-
tion is being collected and will be
placeq on the Table of the House
shortly.

ImpPoRT OF HONEY

370. Sur1 DEOKINANDAN NARA-
YAN: Will the Minister for COMMERCE
" AND INDUSTRY be pleased to state:

(a) the quantity and value of honey
that had been imported from foreign
countries during the years 1951-52,
1952-53, 1953-54 and 1954-55; and

(b) the names of the countries from
which it was imported?

Tae MINISTER ror COMMERCE
aNp INDUSTRY (Surt T. T. Krisu-
NAMACHARI): (a) and (b). Informa-
tion is not available as the item is not
separately shown in the customs
returns.

STATEMENT RE REPLY TO SUP-
PLEMENTARY QUESTION OF
QUESTION No. 413 ON 12TH SEP-
TEMBER 1955.

Tre DEPUTY MINISTER ror PRO-
DUCTION (SHrRt SATisH CHANDRA):
Sir, while answering a supplementary
question arising out of Starred Ques-
tion No. 413 asked by Dr. Raghubir
Sinh on the 12th September 1955, I
had stated that detailed project
reports for the proposeq Heavy Elec-
trical Equipment Factory had been
submitted by a few firms and nego-
tiations were being carried on with
two of them. I regret this statement
was made under a misapprehension,
A detailed project report was pre-
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pared in 1949. What we have actual-
ly received recently are only preli-
.minary project reports as distinct
from a detailed project report which
will be prepared later on by the firm
of technical consultants selected for
the purpose. Present negotiations are
based on preliminary project reports
received from a few firms.

I therefore desire, with your per-
mission, Sir, to correct the informa-
tion given by me

PAPER LAID ON THE TABLE

MINISTRY OF INFORMATION AND BROAD-
CASTING NOTIFICATION MAKING
FURTHER AMENDMENT TO THE CINEMA-
TOGRAPH (CENsorsHIP) Rures, 1951

Tre PARLIAMENTARY SECRE-
TARY 10 THE MINISTER rorR INFOR-~
MATION anp BROADCASTING (SHRr1
G. RarsacoparaN): Sir, I beg tQ lay
on the Table, under sub-section (3)
of section 8 of the Cinematograph
Act, 1952, a copy of the Ministry of
Information and Broadcasting Noti-~
fication No. 5/14/54-FC/C.C.R. Am/15
dated the 10th September 1955
making further amendment to the
Cinematograph (Censorship) Rules,
1951. [Placed in Library. See No.
S-338/55.]

THE COMPANIES BILL, 1955—conti-
nued.
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Surr K. MADHAVA MENON (Mad-
ras): Mr. Chairman, I don’t want to
speak much about the major policy
about managing agents or Secretaries
or Presidents or Treasurers as those
who are competent to speak about
them have spoken at length about it.
With the little experience that 1 have,
I only feel, as Mr. Govinda Reddy
said yesterday, that the managing
agency has been a necessary evil and
like King Charles’s head, it will rise
up, every time you try to slaughter
it, in one form or another. If the
managing agency goes, a caucus in
the board of directors will come and
take its place and we have to be
ever watchful to see that the vagaries
and mischiefs that they have been
doing are curbed to the extent it is
possible but human ingenuity and
lawyers’ ingenuity are such that, as I
said, like King Charles’s head, it will
come up in some form or other.

Surr BHUPESH GUPTA: We need
a Cromwell.

Surt K. MADHAVA MENON: Let
us try and see that the vagaries and
the mischiefs are stopped, but my
feeling is that like Charles’s head, it
will come up again.

I wish to speak only about certain
practical difficulties that I have {felt
as I was having an opportunity of
cursorily going through this big vol-
ume, in the working of certain of the
clauses. I did not send any amend-
ments to them because if the Govern-
ment think that the few things that
I suggest are worth anything, let
them bring amendments, if necessary.
1 will take up first the clauses 20 and
21. Clause 20 says:

“No company sghall be registered
by a name which, in the opinion of
the Central Government, is unde-
sirable”.
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Much delay would be caused if every
time a company is to be registered, a
reference has to be made to the Cen-
tral Government about the name of
the company. It is a very formal
matter whether the name is good or
not. If one has to come to Delhi to
get it done, it will cause unnecessary
delay. If on the presentation of a
memorandum for registration one has
to come to Delhi, it will take time.
It has been my little experience also
that one has to follow up to Delhi;
otherwise if personal contact or per-
sonal representation is not made, it
takes months; even for other matters
which require the Central Govern-
ment’'s sanction, sometimes it requires
some months. If even in the case of
names of the company, it has to come
to the Central Government, it will
cause some difficulty and delay.

Another point that I felt was
regarding clause 53 on page 28. When
foreign investors are permitted to
take shares in companies here, 1
don’t think it is right that we should
make a distinction between foreign
interests or shareholders and Indian
shareholders in regard to the matter
of service of notice. The words ‘in
India’ and ‘within India’ in lines 13
and 14 on page 29 make a discrimi-
nation between the two. Not that I
am pleading dfor foreign investors but
as long as you allow foreign people
to invest money and take shares here,
you should not make a distinction
between a foreign and Indian share-
holder.

[MR. DEPUTY CHAIRMAN in the Chair.]

I mean to say that clause 53 sub-
clause (3) on page 29 will make a
distinction between foreign share-
holders and Indian shareholders and
I think it is not correct so long as yau
allow a foreign shareholder to come
in.

Then I want to speak about clause
51 also, which deals with service of
documents on company. It says:
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“A document may be served on
a company or an officer thereof by
sending it to the company or offi-
cer at the registered office of the
company by post under a certificate
of posting or by regisfered post or
by leaving it at its registered office.”

In this clause the words ‘leaving it
at its registered office’ requires a little
clarification. To make it clear it
should be said that the notice etc.
must be left with a responsible offi-
cial of the company. Again the refe-
rence to ‘certificate of posting’ should
be deleted. If the matter was import-
ant enough to require a statutory
provision, the notice must be served
by registered post. The effect of
clauses 51 and 52 was not confined
merely to correspondence on formal
matters but also to the service of
important communications which will
give rise to legal consequences. It is
unlikely therefore that a man will
have to send so many communica-
tions and so we can very well make it
obligatory on him to send it by regis-
tered post.

In clause 153 on page 78 it says:

“No notice of any trust, express,
implied or constructive, shall be
entered on the register of members
or of debenture holders etc.”

This clause, I think, requires some
detailed consideration. It should be
specifically provided whether or not,
a charitable trust, for example, can
be entered on the register. There
are many charitable trusts which hold
shares. Such shares have to be
shown on the share register either in
the name of the trust itself or in the
names of individual trustees describ-
ed as such. For example, a trust
formed for an educational institution
under a trust deed without a corpo-
rate existence vests the properties of
the trust in the trustees. Some com-
panies raise objection to the registra-
tion of those persons, even though
their names are set out as trustees of
the institution. It is really incon-

.

[ 22 SEP. 1955 ]

Bill, 19855

venient to prevent such an institution
from holding shares in such names.
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In the Indian Succession Act where
a person dies leaving a minor heir,
the Succession certificate is, as a mat-
ter of practice, issued to all the heirs,
major as well as minor. If trusts
cannot be entered and if succession
certificates are given in the name of
guardian for minor, that guardian is
practically a sort of a trustee. The
company is bound to recognize the
right of the minor in exactly that
form. I suggest that this requires
detailed consideration that a trust
cannot be entered as a shareholder.

In clause 166 there i3 a very
important point which I would appeal
to the hon. Finance Minister to recon-
sider. In sub-clause (2) it says that
every general meeting shall be called
for a time during business hours—
perfectly all right—on a day. that is
not a public holiday. In fact most
of the shareholders ordinarily are
people engaged in various sorts of
professions and they will be engaged
on working days. To say that a gene-
ral body meeting should not be held
only on a holiday is rather making it
more inconvenient for those share-
holders. If the shareholders think
that they can have a meeting on a
holiday, why should we statutorily
prevent it by saying that a general
meeting can be called only on a
non-holiday. I feel it will be much
more convenient for shareholders to
have a meeting on a holiday because
they have various other professions
which they attend to on working days.
Instead of preventing by a statutory
provision that a general body meet-
ing shall be held not on a public
holiday, at least we must give the
general body power that by a special
resolution, they could hold a meeting
on any day that they like. After all
we have to treat the shareholders as
people who can think for themselves
to some extent and not as chattels.

Then I come to clause 169.
also a very small matter.

It is
It says:
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“The requisition shall set out the
matters for consideration of which
the meeting is to be called, shall
be signed by the requisitionists, and
shall be deposited at the registered
office of the company.”

The words ‘deposited at the register-
ed office’ have often led to abuses.

At least in an important matter
like a requisition for a meeting, the
receipt of which gives rise to legal
consequencas, the manner of service
should be such as to guarantee its
receipt by the responsible officials of
the company and this should be
clearly provided for. It is also to be
noted that requisitions for meetings
are usually sent only when there is a
disagreement between a body of
shareholders and the management. In
such a case, it i3 essential that the
requisition is sent by registered post.
This will avoid two difficulties. The
requisitionist may deposit an alleged
requisition with an irresponsible or
conniving subordinate and get his
signature as having received the
requisition, and the matter may never
come to the notice of the managing
agent or directors. Again, the office
may be closed and so personal ten-
dering of the requisition may be
impossible. Sending it by registered
post will obviate both these diffi-
culties.

Now, I come to clause 253 which
says that only individuals should be
directors. It says:

“No body corporate, association
or firm shall be appointed director
of a public or private company, and
only an individual shall be so
appointed.”

Sir, this prohibition of the appoint-
ment of a company as a director of
another company scems to be an
unnccessary restriction on a useful
arrangement. A company with its
continuity of function and represen-
tation by its business managers would

[ RAJYA SABHA ]
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be a valuable asset to the Board of
directors of most companies. I do not
want to dilate upon this point, but
I do feel that absolute prohibition of
a company from being director of
another and laying it down that only
individuals can be directors and not
any body corporate, is an unnecessary
restriction on useful and experienced
persons coming on the Board of
directors.

Sir, I have only one more sugges-
tion to make regarding the clauses.
Of course I could not go through
them completely, but as a result of
a cursory reading of the clauses, I am
making a few suggestions here.

Next I refer to clause 643 which
relates to the making of rules where
it is stated that the Supreme Court,
after consulting the High Courts shall
make the rules. I am afraid this will
take a considerable length of time. It
will take a long time if we ask the
Supreme Court to make the rules in
consultation with all the High Courts.
Section 365 of the English Act says
that the Lord Chancellor with the
concurrence of the Board of Trade
shall make the rules. Of course, the
Lord Chancellor there is the head of
the judicial administration and is also
a member of the Cabinet. There he
makes the rules in consultation with
the Board of Trade. I do not at all
in any way disparage or say anything
against our Supreme Court making
the rules. But I feel that the Sup-
reme Court consulting all the High
Courts, will take such a long time
that T do not know when you will get
the rules framed. Of course, I do
realise that there is the necessity for
uniformity in this matter. So, the
Central Government may as well
make the rules. If necessary, the
Central Government may make the
rules in consultation with the Sup-
reme Court and the High Courts and
also fix a time within which the
replies from these courts should be
received so that all delay may be
avoided. This may kindly be
exgmined.
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Now, I come to the question of
voluntary liquidation. I feel that
making the auditor of the company
the liquidator of the same company in
the case of voluntary liquidation is a
dangerous provision. There is clause
462 dealing with “Audit of liquidator’s
accounts”. but there is no such pro-
vision where the liquidation is a
voluntary one. In such a voluntary
liquidation the auditor of that com-
pany should not be the ligquidator.
For if anything had gone wrong, it
must have been done with the know-
ledge of the auditor and we would
only be making the person who is
partly responsible for or who had
been conniving at such mistakes fthe
liquidator of the company. That is
being liquidated. This should not be
allowed.

Sir, I have nothing more to say.

Becam  AIZAZ RASUL
Pradesh): Mr. Deputy Chairman,
many learned speeches have been
made on the Bill that is now under
discussion. I neither claim knowledge
of the intricacies of Company Law,
nor do I intend to discuss all those
difficult points. My only purpose in
standing here is to make a represen-
tation on behalf of the so-called
minority shareholders of whom the
hon. Finance Minister also spoke in
his opening speech. Some hon. Mem-
bers also have referred to them. I
feel that this is a matter that needs
the very careful attention of Govern-
ment, because it is very necessary to
see that the investing public, most of
whom sometimes invest their life’s
savings in these companies, are not
exploited by the directors in such a
manner that they feel frustrated and

(Uttar

helpless after once having invested
all their money.

I am glad that the hon. Finance
Minister has already paid attention

to this important matter and there are
some provisions in this Bill which
seek to widen the scope of the righ's
and privileges of the shareholders.
Power has also been given to Govern-
ment to investigate into the affairs of
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those companies which are net run
on proper lines. Under clause 408 it
is stated that if 200 shareholders give
notice to that effect, the Government
will have the power to investigate
into the affairs of the company and to
appoint two directors. There are
other clauses also, for instance 274
and 397 and others, under which Gov-
ernment have the power to investi-
gate the matter. I would, however,
request the hon. Finance Minister to
widen the scope of these provisions
by decreasing the number of 200.
This number of 200 shareholders is
very large and usually it is very diffi-
cult to get so many shareholders to
sign a reguest. 1 do admit that the
shareholders themselves are mostly
apathetic in this matter. They only
grumble, sit at home and say all sorts
of things, but when a meeting is
called, they do not go to the annual
general meeting to take any active
steps. If they do not take any active
steps, it is mot because they do not
feel that they are being exploited,
but because there is not enough ini-
tiative amongst them to do anything.
Therefore, I would like the Govern-
ment to recognise this fact and do
something.

First of all, most of these compa-
nies do not pay dividends for a num-
ber of years though many of them
have large capitals which they got by
floating these companies. Still they
do not declare any dividend. I would
like the Government to consider this
point and after the lapse of a reason-
able time since the start of the com-
pany the Government should check
and investigate the reasons why the
company does not declare any divi-
dends. There should be some power
provided for that. You know what is
really happening. The directors make
unconscionable sums of money by
way of remunerations, by entering
fictitious names of relatives and others
in the records as employees thus
making heavy charges on the com-
pany’s accounts and showing that no
money is left to be given as divi-
dends. These are things which I
hope will be gone into seriously by
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Government so that the confidence of
the investing public may not be
shaken in these private and public
companies and the public may come
forward to invest their money in
these ventures. It is on account of
these bad practices that the public is
getting more and more doubtful about
the advisability of investing their
money.

I would, therefore, request Govern-
ment to devise some system under
which periodical inspection of a com-
pany, irrespective of whether it was
good or bad, may be made. This will
promote confidence in the mind of the
public and will alsoc ensure better
management.

Serr S. C. KARAYALAR (Travan-
core-Cochin): Mr. Deputy Chairman,
the paid-up capital in these companies
the Motion for the consideration of
this Bill. I shall make only a few
general observations.

It will be seen that there has been
a phenomenal growth in the number
of companies and in the capital in-
vested in those companies during the
last ten or eleven years. The number
of companies has gone up from about
14,000 in 1943-44 to 30,000 in 1954-55;
the paid-up capital in these companies
has also risen from Rs. 350 crores to
about Rs. 385 crores. This is a very
healthy sign of growing economic
activity. We have not yet reached
the saturation point in the matter of
formation of joint stock companies;
“we have yet to go a long way. Having
regard to the economic development
of the country and having in mind the
future planned development of the
country, all possible inducement
should be given toc promotional acti-
vities as put forward by the Finance
Minister. Unless you give induce-
ment to promotional activity, forma-
tion of compdnies in future would
receive a great set-back. The Finance
Minister has put the case very
strongly in the note that had been
circulated to us of the speech which
he delivered in the other House. I
do not want to go farther than thart.

[ RAJYA SABHA ]

\
|
|

Bill, 1955 4022

I only want to make a few observa-
tions regarding the Bill as it is placed
before us. The Bill as it has emerged
now has become unduly voluminous
and complex. It throws a number of
onerous obligations both upon the
companies and upon the Government.
The number of obligations which are
imposed upon the companies can be
more or less judged from the number
of clauses of the Bill under which
Government have to come to some
decision or other. These clauses num-
ber about 100. Let us see what the
effect of these clauses will be both
upon Government and upon the com-
panies. These will necessarily have
a deterrent effect upon the formation
of companies. That is the first point

that I want to stress. The second
point that I want to stress is the
voluminous nature of the Bill. Tt has

been unduly enlarged because of the
incorporation in the Bill itself of
several matters of a procedural nature
or of a non-essential nature. For
instance, the Bill contains provisions
relating to the manner of service of
notice. There are several clauses
dealing with this matter. There are
other clauses dealing with the proce-
dure in regard to the conduct of meet-
ings. These are things which could
conveniently have been relegated to
the schedules containing regulations
for the working of the companies.
That has been the scheme of the
existing Act and I do not see why non-
essential matters should have been
incorporated in the Bill itself. Only
the fundamental principles relating
to the working ef companies should
have been put in the main body of
the Statute itself. Why I mention
these things is that under the burden
of the obligations imposed, the ordi-
nary promoters, the managing agents
who have been promoters hitherto,
will not come forward and will not
have the necessary incentive to form
new companies. That is the net result
of the voluminous nature of the Bill
and of the numerous obligations which
are cast upon the management.
While on this point I wish to refer to
another important aspect. I want to
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stress that incorporated companies are,
by their nature, autonomous bodies ]
working within the ambit of the
Memorandum and Articles of Asso-
ciation. Of course, the Memorandum
and Articles of Association are, to a
certain extent, governed by the pro-
visions of the Statute but so far as
the members of the company and the
company itself are concerned, they
are to move within the ambit of the
Memorandum and Articles of Asso-
ciation of the company. As a matter
of fact, Sir, the Memorandum and
Articles of Association of a company
are a sort of contract between the
company and the members of the
company. When the members of a
company subscribe to the Memoran-
dum and Articles of Association of a
company, they are bound by these
documents and that virtually estab-
lishes a contractual relationship be-
tween the company and the members.
This is a very fundamental thing. It ig
on the basis of the Memorandum and
Articles of Association that the com-
pany itself is constructed. It is
the whole basis on which the strue-
ture of a company rests. Why I men-
tion these facts is because there are
certain provisions in the Bill itself
which seek to interfere with the
Memorandum and Articles of Asso-
ciation; in other words, the Bill con-
tains provisions which interfere with
the internal autonomy of a company.
The Memorandum and Articles of
Association of a company are, more
or less, sacred documents so far as
the basis of the company is concern-
ed. The sacrosanct nature of the
Memorandum and Articles of Asso-
ciation should not be violated by
legislation; of course, it is open to
Parliament to make any provision
regarding the Memorandum and
Articles of Association and I do not
dispute the competency of Parliament

to make any regulations regarding
the Memorandum and Articles of
Association. But, as a matter of
policy, when you  concede thatJ
a company is based essentially on
the Memorandum an4 Articles of !
Association, it is rather injudi-
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cious to interfere with the  basis
on which the company is constructed.
I mention these again because I find
certain provisions in the Bill which
will interfere with the autonomy of
a company. I refer, for instance, to
clause 408 of the Bill which lays
down that under certain circumstances
Government may appoint not more
than two persons, being members of
the company, to hold office as addi-
tional directors in addition to the
number of directors already function-
Ing. This is a provision which inter-
feres with the Memorandum and
Articles of Association of a company.
These two directors are to be appoint-
ed not at the instance of all the mem-
bers but at the instance of a small
section. That raises a fundamental
question.

Sarr AKBAR ALI KHAN (Hyder-
abad): That is to protect the interest
of the minority shareholders.

Surr S. C. KARAYALAR: 1 under-
stand that but I was stressing the
point that a company itself is con-
structed on the basis of its Memoran-
dum and Articles of Association. This
is a serious interference with the
Memorandum and Articles of Associa-
tion and, therefore, with the autonomy
of a company. I personally feel that
such a serious encroachment upon the
autonomy of a company is not in the
bublic interest. It will, as a matter
of fact, give a severe jolt to the struc-
ture of a company and also to the
future formation of companies.

Surt AKBAR ALI KHAN: There
are several jolts.

Sarr S. C. KARAYALAR: Yes, but
this iz a very serious matter which
should be considered very seriously
lest the future destiny of companies
should be unduly disturbed. The
proviso to clause 408 continues this

very same trend. There, before
passing an order under clause
408, sub-clause (1), the Govern-
ment may direct the company

to amend its articles in the manner
provided in clause 265. Clause 265
provides for election of directors om
ine principle of proportional repre-
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sentation. Under clause 265 only an
option is given, but under the proviso
to sub-clause (1) of clause 408, Gov-
ernment are practically imposing their
wviews that the articles of assoclation
should be so amended as to provide
for election of directors on that prin-
ciple. I do not object to a company
itself making provision for election of
directors on the principle of propor-
tional representation but a provision
hike this empowering the Govern-
ment to direct the company to amend
its articles i the manner providedin
clause 265 1s a serious inferference
with the internal autonomy of the
company. These are matters which
will affect the future promotion and
structure of companies. This is a
matter whch should be considered
very seriously.

Sir, my next point would be with
regard to the distinction between
public and private companies. Sir,
private companies by thewr very
nature are organisations which are
brought into being by a set of people
who are generally friends or rela-
tions. They are, in the very nature,
private concerns and as private com-
panies they have been enjoying ecer-
tain immunities and privileges hither-
to. Some of those privileges are
sought to be taken away under this
Bill. For instance, private companies
are required to file balance-sheet with
the Registrar of Joint Stock Com-
panies Sir, this is a very serious
inva<ion of rights of private people
Actually private companies in their
very nature are only private bodies
which have nothing to do with the
public; public are not interested mn
those undertakings. It will be as
well to mention, Sir, that private
companies do not offer shares to the
public; they do not invite shares
from the public, nor do they offer
debentures to the public, and there is
a restriction on the transfer of shares
of private companies. That shows
the nature of the operation of private
companies, and in so far as this Bill
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or privileges hitherto enjoyed by
them, that will be a grave set- back fo
formation of private companies. That
1s a matter which should be seriously
considered.

I mentioned a few minutes back
that there are certain clauses which
geek to interfere with the autonomy
of companies. Sir, the autonomy of
companies 1s based upon a very
fundamental principle, namely, the
principle of rule by the majority; the
rule of the majority has become an
accepted principle underlying all com-
pany law. In England, Sir, 1t 1s firm-
ly rooted in the law relating to com-
panies and 1t has been the subject
matter of consideration by the courts
in England and I would like to read
only a few sentences from a leading
case on the subject. The principle
laid down in that leading case 1s that
the majority of the members of a com-
pany are entitled to control the com-
pany. I am quoting only a few sen-
tences. The Judge who decided that
case has stated: “In my opmion, if
the thing complained of is a thing
which, 1 substance, the majority of
the company are entitled to do, or
something has been done irregularly
that the majority of the company are
entitled to do regularly, or it some-
thing has been done illegally which
the majority of the company are
entitled to do legally, there can be no
use in having litigation about it. The
ultimate end no doubt is that a meet-
ing has to be called and then ulti-
mately the majority gets its wishes.”
This principle laid down in the lead-
ing case 1n England has been systema-
tically followed, and this is even now
the law. So the majority rule is the
basis on which companies are formed
and, if you are gomg to abrogate
that rule, company formation will
receive a rude setback. You shouiu
not interfere with the majority rule.
The very basis on which companies
are formed is the majority rule.
There are very serious invasions upon
the right of the majority. As a matter
of fact, the majority is now being
reduced to a munority. That iz the

seeks to intertere witn wme 1mmuunities | object of several clauses where the



4027 Companies

provisions are made for the protec-
tion of the interests of the minorities,
but, as a -matter of fact, in essence,
they seek to reduce the majority to
the position of the minority. This is
a very serious matter.

These are some of the points which
I wanted to urge. I hope, Sir, these
will receive the Finance Minister’s
consideration.

Mr. DEPUTY CHAIRMAN: Yes,
Mr. Kapoor, but you must finish by
1 O 'Clock angd I shall ask the Finance
Minister to reply.

Serr  JASPAT ROY KAPOOR
(Uttar Pradesh): I believe, Sir, the
Business Advisory Committee has
given us three hours to-day for this
and if the hon. the Finance Minister
takes only one hour or so, we have
still one hour and a quarter for the
non-official Members. That, Ibelieve,
is the arrangement.

Mr. DEPUTY CHAIRMAN:
Finance Minister will
O’Clock.

The
reply at 1

Surr JASPAT ROY KAPOOR:
You may do anything you please in
your discretion and we will abide by
it, but what the Business Advisory
Committee had decided yesterday
and you were pleased to announce is
this which I have just submitted. They
have allotted 33 hours. It was 30
hours according to the old schedule
for the second and third reading. So
the balance of three hours is for the
first reading to-day.

Mr. DEPUTY CHAIRMAN: We
have only 2% hours left out of which
one hour will be spent by the time
you close at 1 O'Clock. So 13 hours
are given to the hon. Minister for
reply. So you please try to close at
1 O’Clock.

Sart JASPAT ROY KAPOOR:
Very well, Sir. I will try to be as
briet ag I can.
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Surr H. C. DASAPPA (Mysore):
My submission is that it would be
better if the reply is given at 2 or
2-30; otherwise the difficulty is that

the House would get a little thin by
1 O’Clock.

Mgr. DEPUTY CHAIRMAN: The
House is expected to sit right through.

Sert BHUPESH GUPTA: What a
fantastic suggestion to make! If hon.
Members take time that would be a
different rmatter.

Mr. DEPUTY CHAIRMAN: You
go on, Mr." Kapoor.

Surt JASPAT ROY KAPOOR:
How can I, Sir, when my time Iis
taken up by interruptions?

Now, Mr. Deputy Chairman, may I
with your permission submit that I
almost feel flattered that during this
long drawn-out debate, out of all the
Members who have so far spoken I
have the singular good fortune of hav-
ing your guwdance in the matter of
making my speech short. I believe,
Sir, you would like this gentle hint to
be conveyed to my predecessors
through me, and I am glad that I

should have been made the vehicle of
this hint.

Surr AKBAR ALI KHAN: He con-
veyed that intimation through bell.

SHRI JASPAT ROY KAPOOR: Now
it is through a living human being. I
alone have the proud privilege  of
being the vehicle.

Sir, at long last this Bill has reach-
ed a stage when shortly hereafter it
is going to be placed on the statue
book. It has been before us for very
many years, before the public and
before the Legislature also ang it has
received careful consideration at every
stage, and I think all this has not
been in vain because we find that after
every review it has emerged in an
improved form. I hope, Sir, tha. we
shall be guided by this good resuilt
in this House also and that the various



Companies

4029

[Shri Jaspat Roy Kapoor.]
suggestions that are made here, I
hope, would be seriously considered
by the Finance Minister and he would
accept as many of our suggestions as
appeal to him and he would agree to
accept amendments in those respects
irrespective of the consideration that
we are discussing this Bill at the fag
end of this session and that he might
find some difficulty in having the
accepted amendments here Dbeing
accepted by the other House in the
course of this session. There is no
particulat hurry and i? he feels like
amendments, he

accepting  some

might as well put them before
the other House in the next
session. Sir, there does seem to be

something wrong somewhere in the
matter of adjustment of business.
Important Bills are taken up at the
fag end of the session when we feel
delicacy and handicapped in the mal-
ter of requesting the Government to
accept our amendments.

Be that as it may. Coming imme-
diately to the provisions of the Bill, I
would submit that this Bill is now in
a much more improved form than it
was before and I would also like to
take this opportunity to congratulate
the Finance Minister and express my
appreciation of the manner in which
this Bill has been piloted by the
Finance Minister who has throughout
shown an accommodating and respon-
sive attitude. I hope that this respon-
sive and accommodating attitude
would be shown in this House also.

Sir, one of the most important sub-
jects that has been discussed in rela-
tion to this Bill is the question of tha
managing agency system. All sorts of
abuses have been hurled on the
managing agency system and on the
managing agents. Abusive language
has been used;strong words have been
used against them Of course, I am
prepared to admit that the managing
spents have to thank themselves for
it, because they have resorted to
mal practices and they have in the
past very often acted in a manner that
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public feeling has grown horribly
agaimnst them. But then I would sub-
mit that even the devil must be given
his due and we must, while abusing
them and their malpractices, also give
them the credit for the good work
that they have done. They have been
pioneers in the matter of establish-
ment of industries in this country.
The field was open to everybody to
establish industries and it it is gen-
erally the managing agents, and the
nine families who have contributed
700 directors to the various institu-
tions, who have done go, we should
not grudge them The field was open
to everybody including my Thon.
friends of the Communist Party and
everybody including them could have
chiablished as many industries in this
country as he liked, May I ask why
my Communist friends should be
ahieing these nine families and the
700 directors coming from them, when

“they have not contributed anything to

tlie  industrial development of the
country? Perhaps they are more inter-
ested in destroying than in setting
up Industries. I do not think there
is anything inherently wrong in the
managing agency system; the wrong
lies in the managing agents, in their
conduct and in their character. If
cnly the managing agents had not
behaved in the manner in which many
o! them have behaved in the past,
particularly in the recent past, I think
all would have been well and nobody
would be against the managing agen-
cy system as such, Sir, whatever legis-
lation we might pass in respect of the
managing agency system and in res-
pect of the managing agents, I am
sure you are not going to achieve your
object because the managing agents
are much too clever. They are much
too clever in the game of hide
and seek. This legislation is very
much in the nature of playing a game
of hide and seek. You try to net
them.in, they manage to get out from
some loose hole. You should there-
fore appeal to their better sense and
raise their character.

SHrr H, P. SAKSENA (Uttar Pra-
desh): You are abusing them.
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Surt JASPAT ROY KAPOOR: My
time is short and my friend Mr.
Saksena knows it more than anybody
else, I do not know why he drags me
into unnecessary controversy. Sir, I
have almost lost my thread.

Surr H. P. SAKSENA (Uttar Pra-
desh): You were abusing them; I will
remind you.

Mr. DEPUtY CHAIRMAN: Order,
order,

Surr JASPAT ROY KAPOOR: I
was submitting that they have render-
ed good service also. Only if they had
not resorted to malpractices as they
have done, nobody will probably be
against them. Sir, I would submit that
even if this Bill is enacted in its
present form in its entirety, they have
nothing to be afraid of if they work
henestly and like good and patriotic
citizens. A challenge has been thrown
to them that if during the next five
years they behave well, they might
be allowed to continue and, therefore,
this is the time for them to accept
this challenge and show to the people
1hat they are not as bad as they have
Leen painted to be and that whatever
sing they might have committed in the
past, they are capable of rising to the
needs of the situation. If the require-
ment of the situation is that they
should behave in an honest and
. patriotic manner, they can show that
they can rise to the occasion.

Having said so much about the
managing agency system, I would
come to the provision of clause 176 in
the Bill which suggests that even non-
members may hold proxies for mem-
bers_ It is against all canons of fair-
play. Why should a person who has
absolutely no financial stake or inter-
est in the company be allowed to hold
proxy? I know that an improvement
has been effected in this clause in the
Lok Sabha according to which such
persons will have no right to speak
2t the meetings, but the right of
speaking is not so important as the

right of moulding the declsion by ! kests that the
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exercising the right of vote. Why
should one who has no financial stake
in the company have the right to vota?
This, I submit, is a dangerous thing
and must be deleted,

SHR1 AKBAR ALI KHAN: I do not
think there is the right of vote.

SHRI JASPAT ROY KAPOOR: No,
no. They have the right of vote,

Now, coming to the question of the
appointment of directors, I am strong
Iy of the view that it should be made
obligatory in the Bill that the election
of directors should be by a system of
proportional representation. This is
very necessary, My hon. friend who
has just preceded me said that the
rule of majority must be maintained.
I do not see how if my suggestion—a
suggestion which has been made by
many other Members also—is accepted
the majority will be reducedq to a
minority, because even under the
system of proportional representation
if a large number of shareholders are
with the managing agents, then of
course the majority of directors will
still be elected aceording to the views
and wishes of the managing
agents, Introduction in a large
body of directors of one or two or
three directors who are not in the
good books of the managing agents
would not reduce the majority into a
minority. I would submit that in
clause 408, it should be the other way
round. Rather than having the pre-
sent provision of clause 408, it should
be open to the Government to direct
the company to delete the system of
proportional representation if it does
not work well. We should have it
just the other way about that if the
Government finds that this system of
proportional representation has not
worked well in the case of a parti-
cular company and if a representa-
tion to that effect is made to the
Government, they may direct that
this provision for proportional repre-
sentation might be deleted.

There is another clause which sug-
directors, whenevel
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they reach the age of 65, should not be
elected. That, I think, must be delet-
ed, for, we cannot subscribe to the
view that persons attaining the age of
65 become old fossils. Look at some
of the Members in our own House
who have crossed that age and see
how vigilant and how energetic they
are. I see my old friend, Mr. Saksena,
who has crossed the age of 65;
vigilant he always is!

Surr V. K. DHAGE (Hyderabad):
There is & provision that the Govern-
ment might make an exemption.

Sarr  JASPAT ROY KAPOOR:
True; but I do not want that sort of
thing. I want it as a matter of right.
Take the instance of our own Fin-
ance Minister who, we see, as years
roll by, goes on getting younger and
stronger and even more graceful.
Could it be said that he, of all the
persons, when he has attained the age
of 65—I do not know how old he is;
to me he looks not more than 45 and
to be in the prime of youth.

Tue MINISTER ror FINANCE
(SHrRt C. D. DESHMUKH): Second
childhood.

Suri JASPAT ROY KAPOOR:
I have rightly judged him then. I
hope, Sir, we shall not relish the
idea that the hon. Mr. Deshmukh,
when he attains the age of 65, should
be considered an old fossil, not
capable of performing the duties of
a director properly and efficiently.

1 p.M.

Sir, I now want to make a sugges-
tion which may appear to be a little
drastic and revolutionary But, then,
I think, when we are enacting a law
like this, in these revolutionary
times, we should not be afraid to
suggest and even accept revolutionary
suggestions and it is this. In every
limited company there should be a
provision that every labourer therein
shall hold at least one share of the
value of Rs. 10 and that all these
labourers must be represented on the
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board of directors. The Government
is laying a good deal of emphasis,
and rightly too, on the encourage-
ment of co-operative societies, Well,
all the elements of co-operation can-
not be introduced in all limited
companies, but certain elements of
co-operation can certainly be intro-
duced. And I think that no difficulty
should be felt in accepting the sug-
gestion of mine. If this is accepted,
the labour would feel that they have
some interest in the concern, they
would work harder and more honest-
ly. The production would increase.
The labour-management troubles
would decrease, My hon friend, Mr.
Bhupesn Gupta, said the other day
that he was not much concerned
about it. He was perhaps even against
it. My hon. friend, Mr  Dasappa,.
wanted to waste his breath in trying
to convince him., It is no wuse
wasting time, because he hag certainly
not an open mind on this subject.
He has a closed mind. He would
certainly be opposed to this sort of
provision in the enactment, because
that would bring about better rela-
tions between labour and capital and
he and all others of his political
tribe thrive on trouble and turmoil.
They would not like to see that
peaceful relations exist between
labour and capital.

I would now come to the question
of auditors and in this respect I
would suggest something which might
appear to be novel and that is, in
the case of big companies-—big com-
panies have got to be defined in that
case—and particularly in the case of
companies which are producing
important articles of national interest,
one auditor must be appointed by
the Government initially. Of course,
it is provided that if an auditor 18
not appointed by the sharehoders in
due time, he shall be appointed by
the Government. But I suggest that
in the case of big compaines of the
kind that I have just described, Gov-
ernment should have the right to
appoint an auditor because do we not
know what is going on today? In the
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limited companieg the
often are under the thumb of the
managing agents. You must have
independent auditors and to achieve
that object it is necessary that the
Government should have the right to
appoint’ an auditor on its own initia-
tive in the case of important com-
panies.

auditors very

Coming now to foreign capital, my
attention again goes towards my
friend, Mr. Bhupesh Gupta, who
would not like foreign capital to come
here at all and who would even like
foreign capital to be confiscated. They
would like the nationalisation of all
the industries which are run by the
Britishers particularly. In this pam-
phlet “Communist Party and Prob-
lems of National Reconstruction”
which they submitted to the Planning
Commission, they have suggested that
all the British concerns should be
nationalised, They have, of course
discreetly not said as to whether this
nationalisation should be with or
without compensation.

(Time bell rings.)

Sur: BHUPESH GUPTA: Please
give him a little time; for once he is
reading a good thing.

Surr JASPAT ROY KAPOOR: 1

have not been able to catch him
but I might advise him that
sailing as we do in the 3ame boat in
the matter of hearing, it would

perhaps be to our mutual advantage
if we speak to each other in whispers
and not expose ourselves to the
laughter of the House. Now, in the
pamphlet which they had placed
before the Planning Commission in
one of their meetings, they have sug-
gested that if the British concerns are
nationalised, fit would offer
source of capital formation and funds
for smation-building purposes, 1 infer
therefrom that their suggestion is that
that should be expropriated. Well,
Sir, they might even have suggested,
in order to get more funds, whether we
should not carry on daylight robbery
all over the country and even in the
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perhaps. 1

Mr. DEPUTY CHAIRMAN: 1t is
time.

SHR1 JASPAT ROY KAPOOR: A
couple of minutes more and I am
finishing.  This suggestion certainly
does not deserve to be accepted
because this is not meant in the
interests of the Industrial develop-
ment of the country, but in the inter-
ests of the demolition of the industries
in this country,

Sir, my time being very short, I
will skip over one or two points
hurriedly. One is that we should have
suitable administrative personnel. In
that connection, I would make three
suggestions. Firstly, we should have a
training institute for this purpose;
secondly, the private concerns, and
particularly the Government concerns,
should see to it that they train a
good number of personnel regularly
frorn vear to year; and, thirdly, all
the Universit.eg should have a gradu-
ate’s course in this subject.

And, lastly, I would suggest for the
serious consideration of the Govern-
ment that they should have like the
Indian Administrative Service and
the Indian Educational Service, an
Indian Industrial and Commercial
Service, with the same pay and scale
as they have in the Educational and
Administrative Services.

I would not like to hear the bell,
though even if it is done, I may not
be able to hear it. I would not like to
give you the trouble of ringing the
bell, And so to close in the end, I
would appeal once again to my friends,
the managing agents, that they should
try to improve their methods and
character and I would like to appeal
to my other friends who are so much
against them—and perhaps rightly—
that they should try and attempt to
convert them to better ways to adopt
the Gandhian method of Sarvodaya
and make an earnest appeal to them
to evoke the best in them, to take
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out the best in them, not by abusing
them but by persuading them, by sug-
gesting to them that it is in their
own enlightened self-interest that they
should behave in a better way The
Sarvodaya method, if adopted, I am
sure, will take out the best that is in
them as had been our experience in
the past. For do we not remember
that Sardar Patel, when he dealt with
them, adopted an attitude which was
appreciated by them also and brought
about good results? Almost in one
breath he was able to take out from

themm Rs 10 lakhs for the construc-
tion or reconstruction of Somnath
temple, and also for many other
causes. I would, therefore, submit

that in all our dealings. in the ways
that we adopt in enacting legislation
and in the ways we adopt in dealing
with any class of society, we must
adopt the Gandhian and Sarvodaya
way. For in that lies the ultimate
solution of our problems and the weli-
being of the country,

Dr. W. S. BARLINGAY (Madhya
Pradesh): May I ask the hon, the
Finance Minister just one question

before he rises? I am aware that the
question may appear a little naive
or perhaps irrelevant and the hon.
the Minister need*not answer it if he
does not want to. The question 1
should like to ask is this. Since we
are anyhow retaining the managing
agency system, what is the necessity
of having the companies at all? Why
not organize the private sector merely
on the basis of co-operative societies
plus the managing agency system plus
Government control?

SHRI B. C. GHOSE (West Bengal):
Managing agents are to be organised

as co-operatives? That is a new defini-
tion

Sari C. D. DESHMUKH: Mr.
Deputy Chairman, I had better deal
with this question first, I think we
will have to do our work all over
again, ¥ we have to implement the
suggestion, the revolutionary sugges-
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tion, made by the hon, Member in
his question. And as he has been kind
enough to concede, the proper answer
for the question may take a lot of
time since it will be a long process
of cogitation before one could come
to the conclusion that the 30,000 joint
stock enterprises could be turned into
a co-operative movement managed by
managing agents under Government
control It is too much of a morsel to
be digested at one gulp

Now, I come to the observations of
other Members They are very valu-
able indeed and have thrown light on
many aspects of the problem I do
not know 1f within the time that is
available to me, I shall be able to deal
with all the criticisms that have been
made or all the suggestions that have
been made. I refer in particular to
some suggestions made this morning. I
may have at the close of my speech
time to deal with some of them. But
as the intention in one case was that
Government should consider it and
that the Member himself may not
come with an amendment to that
effect, it will all depend on what
conclusions we come to not now but
perhaps on reflection in regard to
those, and some of them may be
taken up or regarded as matter for
future amendments in the light ot
experience.

There was a complaint made that
this debate has been arranged at the
fag end of the Session and therefore,
it might lead to Government adopting
an attitude of hostility, so to speak,
to amendments., Now that Is not, ag I
conceive, the matter. In other words
I shall feel most bound to answer
any amendment that may be proposed
and if I give a satisfactory answer,
then I expect that the amendment
will not be pressed or if it is pressed,
it will not be carried by the House.

SuHr1 JASPAT ROY KAPOOR: Anda
if you feel otherwise, you will be
able to accept it.

Sury C D, DESHMUKH: At thts
moment, I can only say that I shau
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deal with every amendment on its ;, they made up by the number of Sec-

merits and not on the basis of the
time element—that, if I were to accept
it, certain other conclusions might
follow, We have announced that we
should like, at the latest, to bring this
law into force by 1st April next year,
but may be 2nd April. But that is not
to say that it would not be desirable
to bring it into effect earlier. On the
other hand, we shall require three or
four months’ time for formulating the
rules and now we are almost in the
beginning of October, Therefore, it
could not come into force very much
before, say, the 1st of March, That
is the kind of time element that »ne
has to bear in mind.

Many Members have referred to the
complexity of this legislation, That, I
think, is in the nature of things. The
joint stock enterprise has grown’and
developed not only in this country,
but in other countries and a progres-
sively expanding code of conduct has
had to be enacted. There is a recent
publication come out after the debate
in the Lok Sabha was over, Issued
by the Ministry of Finance, Depart-
ment of Company Law Administra-
tion, “Progress of Joint Stock Com-
panies in India” which in the begin-
ning, the introductory section, gives
some details of the length of legisla-
tion here as well as in the United
Kingdom. We started......

Surr LALCHAND HIRACHAND
DOSHI (Bombay): Is it on sale?

Surr C, D. DESHMUKH: It is plac-
ed in the Library. I will give you a
few figures which might be of inter-
est. We started enacting in regard
to compaines in 1850 with 105 Sec-
tions and one Schedule and we have
ended in the Lok Sabha with 658 Sec-
tions and 12 Schedules. There was a
revision in 1886, 1913, 1936 and then a
gmall amendment in 1951 and then
this Bill in 1954. The comparative
position relating to Company legisla-
Hion in the United Kingdom was as
follows.

This started a lttle later, you will
be interested to know, in 1862. But

|
|

tions, They had 212 Sections and 3
Schedules and they ended a few years
earlier in 1948 with 462 Sections and
18 Schedules.

With all these statistics, it is not
possible to have a simple law when
one is handling a matter of such
public interest. There is no way of
handling what can be described justly
as public money without tears and
with a simple code of conduct. And
as experience shows, dbuses of various
kinds are being practised. Then one
has to stop the loopholes, so to speak.
Therefore, although we shall try to
bring out a simple hand-book, it will
suffer on account of its simplicity, It
may give an idea of the scheme of
things, a kind of perspective, a sense
of proportion. But it cannot be a
reliable guide to the businessman,
however small he may be, who sets
out to invite other people’s capital for
starting an enterprise. There is no
way out for him but to study the
provisions of the law and if necessary.
to encourage the legal profession by
appointing some one qualified to advise
him. We are suffering in dealing with
this measure from one big defect and
that is that in the past, as many hon.
Members have stated, administration
was very unsatisfactory, I have given
the details of the general lay out in my
speeches which have been re-printed
here. But the fact remains that there
was no systematic administration or
no effective administration. And there
was a complete lack of systematic
research and gathering of informa-
tion. Therefore it is that many of the
judgments that we here pass now or
see passed in books and in memoranda
are mostly qualitative judgments
whereas I think you will agree that
before we make any fundamental
changes in this matter we should have
very reliable quantitative facts and
figures as the basis for a quantitative
judgment and it is that consideration
which has been at the back of our
minds in proposing certain amend.-
ments or in refusing to accept certain
others. There is a feeling with us that
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we ought not to take any steps that
will introduce any basic disturbances
in the present scheme unless we are
sure of our ground and that considera-
tion is reinforced by a fact to which
many Members on this side drew
attention, namely that we are at the
béginning of asecond planning period
in which the emphasis is likely to be
shifted from agriculture to industry.
So, we feel that this is not a period
when we should take any chances,
especially if it can be shown that by
taking no chances, we are not likely
to lose anything significant or substan-
tial. All that responsibility rightly
rests on the executive government.

Now, Sir, in regard to statistics
themselves, it is so much sympto-
matic of their imperfection that in cne
of my interventions I said that nc
positive statement has been made that
the statistics that we circulated relat-
ed to companies managed by manag-
ing agents only. I verified that and I
find that it is true to say that all
these companies are managed by
managing agents. I have now referred
to the original letter which was
addressed, not directly by us to com-
panies but to Registrars, and the
statistics were compiled from the
information which was sent to us by
the Registrars. I said that these
statistics were not complete in all
respects. That statement remains true
still. That is to say, although they
were compiled from the records main-
tained by the Registrars, the records
themselves were somewhat defective
as all the particualrs were either not
available or had not been  brought
up-to-date.

There is another disadvantage from
which the Registrar suffered, and that
is the statistics were collected at very
short notice. They were given barely
34 weeks' time in which to compile
them for the use of the Select Com-
mittee. So, it was not possible for
them to address the individual com-
panies or to bring their records
up-to-date. Nevertheless, most of the
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Registrars have told us that the
stafistics which they had supplied

covered most of the important manag-
ing agents carrying on activities in
their areas. How far that is true
we have not been able to verify.

A scrutiny of these figures shows
that out of 1,720 managed companies,
1,516 were public companies and 204
were private companies. The total
paid-up capital of these 1,720 manag-
ed companies is more than 215 croras
of rupees, which is about 25 per cent.
of the total paid-up capital of all joint
stock companies in India. That is to
say in that relevant year 1951-52, the
total paid-up capital was 856 crores
of rupees. Since the beginning of this
debate I spent some time in trying to
analyse some of these figures and
have found that this is the break-up
of fhg managing agencies in 1,245
compaines. There was only one com-
pany to one managing agent, and
these companies accounted for 33-4
per cent. of the total of 215 crores of
rupees, which, you will recall, is
one-fourth of the total paid-up capital
of all companies. The amount per
managing agent was Rs. 5-7 lakhs and,
therefore, the amount per company
also was Rs. 57 lakhs. That is to say,
these are all very small companies,
and there can be no question of con-
centration of economic power in such
a case. The company itself is small
and only one company is managed
by cne managing agent.

Now, these 1,245 companies are out
of 1,340 managing agents. Therefore,
1,245 managing agents accounting for
33'4 per cent of the paid-up capital
of the companies could not be accused

of wielding concentrated economic
power.
Then we come to the next class

which has 26 managing agents. Now
each managed two companies, and,
therefore, they managed 52 com-
panies, and the amount per manag-
ing agent was Rs. 54 lakhs. Certainly
here you come to the bigger com-
panies, each company, therefore,
" having an average capital of 27 lakhs.
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So these are very substantial managing | company is a small one, with a paid-

agents, as well as substantial com-
panies, but in each case not more
than two companies were managed,
and the total paid-up capital account-
ed for 6-6 per cent, out of the total

of Rs. 215 crores.

The third case is still more impor-
tant i.e., 36 managing agents manag-
ing 3—5 companies each. Now between
them, these companies accounted for
as much as 256 per cent. of the
paid-up capital. The amount per
managing agent comes to Rs. 150
lakhs. Ang taking that each agent
managed 3—5 companies—I take even
the lower figure in order to yield a
higher figure per company—that
comes to Rs. 50 lakhs. This is a very
substantial and very important
group. But the puint to remember is
that each managing agent is wielding
power so to speak over paid-up capi-
tal on an average of Rs. 150 lakhs.
Whether you call it concentration of
vower or not, we do not know. It is
all a relative question.

1 come to the next class where the
number of managing agents is 24.
They are managing between 6-—10
companies each. Now, here the
amount of paid-up capital per manag-
i1g agent is Rs. 197 lakhs and the
amount per company is Rs. 28 lakhs.

Now, all these four classes together
zre 1,331 and they would be managing
agents managing less than ten com-
ninies each. All those four classes are
below ten. ‘They account for a total
paid-up capital out of Rs. 215 crores
of, I think, 87 per cent. That leaves
nine managing agents only. Six
managing agents managed between
11—20 companies each, and the paid-
up capital that each one handles is
only Rs. 114 lakhs. Therefore, the
number of companies is very large.

Each managing agent is managing
paid-up capital of Rs. 114 lakhs of
rupees and the amount of paid-up

capital per company is Rs. 95 lakhs.
So in this class, although the number
of companies managed is large, each

78 RSD.—6.

up capital of 9'5 lakhs of rupees.

Next you come to two manazin«
agents, managing 21—30 companies °
each. Now, here the paid-up capital
managed is Rs. 666 lakhs. So these
iwo are super-managing agents and
the capital of each company managed
is Rs. 31'8 lakhs.

Now, I come to the last class, which
is one solitary managing agent,
managing between 31—40 companies.
It might be more by this time. This
was in 1951-52, because in my other
list I have got a managing agent
managing 50 companies. Here again
the total paid-up capital managed is
Rs. 688 lakhs and the amount of paid-
up capital per company is Rs. 19
lakhs. Now, I hope that subject to the
reservation that I have made in regard
to these figures, this gives some indi-
cation as to the line of action that
we will follow. The conclusion that I
would draw here is that you are deal-
ing with a few hand-picked managing
agencies, either corporate companies
or firms or individuals.and so on, and
it is a problem which cannot be dealt
with by a general formula, because a
general formula might very well be
very hard on innocuous people, peo-
ple who are incapable, so to speak,
by their very situation to practise any
abuse arising out of their being
managing agents.

Surr B. C. GHOSE: I did not quite
follow it, Sir. What is the conclusion
that the Finance Minister wants to
draw from that? If the conclusion is
that there is not much concentration
of economic authority because a large
number of managing =gents are one-
company managing agents, then the
other conclusion is also quite relevant
that if we were to abolish it, it would
affect only a small number of people,
because for these one-company manag-
ing agents it does not matter whether
there is a managing agency or not.

Suri C. D. DESHMUKH: That is
only an obiter dictum, if I may say
so. My conclusion would be exactly
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the opposite unless you examine

these cases. You are not quite sure

“what will happen to these companies.

And why should we rush to the con-

clusion that ......

Suyr; BHUPESH GUPTA: The hon.
Minister should give us some idea of
the working capital.

Surr C. D. DESHMUKH: I am
sorry, Sir, I cannot produce all those
figures. I have only tried to analyse
the figures that are already before
me. That only reinforces my point
that one ought not to take a decision
which will fundamentally affect the
working of compaines unless one was
in possession of far more comprehen-
sive data.

Surr V. K. DHAGE: May I inter-
vene and ask one question as to the
number of managing agents? Can the
hon. Minister say as to which are
the foreign firms and which are the
Indian firms out of all those figures
which are quoted by the hon. Finance
Minister?

Sur; C. D. DESHMUKH: Sir, I
cannot give all the information., I
have got a separate list here which
gives the names of the principal
foreign firms—foreign means foreign
names, because I do not know how
many have been transferred, for ins-
tance I do not know whether Hall
& Anderson is today a foreign firm, or
it is an Indian firm. Therefore, I give
the names {subject to this. Martin
has some Indian element, and so on.
90 there are about 15 very big foreign
houses. One of them held the manag-
ing agency of 32 companies in 1911—
5 jute, 12 coal, 8 tea and 7 miscel-
laneous—and today it holds 50. Today
means 1951. Then I would not like to
go down the list, But take Duncan
Brothers, because they specialise in
tea alone. They had 13 different com-
panies as far back as 1911, and today,
they have 26, out of which 25 are
tea companies and one is a jute com-
pany. And then there is Killick Nixon,
which holds 7. Among these 15, many
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of them hold, as I said, 50, 40 or 30,
and some of them hold between
10 and 20, The big Indian firms
are three, ang they are very well~-
known, Tatas, Birlas and Dalmias.
The Tatas started with 6 in 1911 and
ended up in 1951 with 24. They are
of miscellaneous kinds, mostly hydro-
electric, cotton textile mills and so
on. There is a much wider dispersal
of the character of the companies
held by the Indian managing agents
The Birlas, in 1951, held 26, and the
Dalmias, in 1951, held 35. Most of
them are given heie under the head-
ing ‘Miscellaneous’. Now, I thought
that this information would be of
interest to hon. Members.

Surr BHUPESH GUPTA: I want to
know the total paid-up capital manag-
ed by the foreign concerns.

Surr C. D. DESHMUKH: That is
given separately in the survey of
foreign investment held in 1948 by the
Reserve Bank, As far as I remember,

Surr BHUPESH GUPTA: You have
mentioned 15 managing agents. We
would like to know the total paid-up
capital under their management.

Surr V. K. DHAGE: That is about
Rs. 1,220 crores.

SHrt BHUPESH GUPTA: 1 would
like to know the total paid-up capital
of the managing agents as also the
total paid-up capital of the companies
under their management.

SHr1 C. D. DESHMUKH: Sir, I am
not a walking encyclopaedia. But I
have tried to analyse certain figures
in' order to help the House to appre-
ciate the problem. I sat down last
night, and got some of these figures.

Surt V. K. DHAGE: May I inter-
rupt the hon. Minister again for a
minute?

Mgr. DEPUTY CHAIRMAN: There
are a lot of interruptions.
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Sarr C. D. DESHMUKH: I would
invite the hon. Members to have a
look at this publication which is
available in the Library.

Now, Sir, I come to some of the
more specific points made " by hon.
Meinbers. There .was one point which
was made in regard to the new regis-
trations and liquiaatiords, and I would
like to clear up a certain amount of
misunderstanding here. The compari-
son of figures relating to new regis-
trationg with the number of the com-
panies going into liquidation is apt to
be misleading. The figures of paid-up
capital of new registrations in a year
represent the paid-up capital at the
end of the year of the companies
registered during the preceding twelve
months. Some of the compaines might
have worked for the full period of one
year, and some for a much less
period, and may be 15 days. A com-
pany registered in April, for instance,
might have been in existence for
about twelve months, and the capital
raised by it during that period will
be shown against the figure of that
company. But a company registered
in February or March will hardly be
in a posititon to raise much capital
before the expiry of the financial
year, That is obvious. And conse-
quently, the figure of paid-up capital
of new companies for the 11 years,
1943-44 to 1954-55, reférred to by
Shri Dhage, namely, Rs. 67 crores,
includes for each year only the capi-
tal raised by them during the first
financial year—April to March—af
their existence. These figures do not
include the capital raised by such
companies during the subsequent
years, while the . paid-up capital of
the companies that went into liquida-
tion during the period of 11 years
mentioned above includes the figure of
the paid-up capital accumulated by
such companies from their inception
te liquidation. It is the total of it, A
correct appreciation of the position
relating to net capital formation of
companies during the period of 11
years can, therefore, be had only by
a comparison of the paid-up capital
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of the companies at work at the hegin-
ring of that period with that at the
end of that period. Now, the paid-up
capital of all companies at work on
the 3ist of March, 1944, was Rs. 354
crores asg against Rs. 983 crores on the
31st of March, 1955. This accounts
for a net increase in capital formation
of all companies by Rs. 629 crores,
‘hat is to say, an average of Rs. 57

odd crores a year. Now, whether all
this is due t{o managing agents, or
whether if there were liquidations,

they were due to managing agents, it
.5 not possible for me at the present
moment to say. I do not even know
how many of these 30 thousang com-
punies are managed by managing
agents. According to the Registrars,
they have given account of most of
the managing agents. If that were to
pe correct, then it would look as if
c¢nly one-fourth of the total paid-up
capital is invested in the companies
managed by the managing agents. But
it might very well be that investiga-
tion might prove that managing
agency is adopted as a mode of
management by a larger proportion of
companies. These matters have to be
investigated very patiently and very
carefully. That is why I say that one
ought to take with a certain amount
of hesitation any fundamental steps
such as would disturb the system, the
full incidence of which is not known
10 us and that iz why one ought not
to allow oneself to be over-influenced
by the accounts of abuses or evil
practices. It is like taking a very well
known analogy—reading a Sanitary
Inspector’s report—as Gandhiji said
about some notorious book written
about India. It was in their interest or
even in the interest of the writer to
represent India in one wdy or to bring
forward one’s grievances and there-
fcre grievances are bound to predomi-
nate. It was nobody’s case. It was
the case of the managing agents but
they were hundreds and thousands of
them. They perhaps did not get
iogether and collectively. They have
never accumulated evidence to the
contrary, that is to say, to show what

they have done.
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Sart B C GHOSE The Jomnt
Select Commuttee was flooded with
Literature

Surr C D DESHMUKH No
quantitative analysis was available
even to the Joint Select Committee

even 1n that memorandum I am sure
membpers of the Joint Select Commut-
tee had the memorandum from
Federations, many members of the
Assoclated Chambers and variwous
others but there was nothing quanti-
{ative 1n this So far as Shri1 Dhage's
attitude 1s concerned, 1t remunds me
ot the attitude of a Christian soldier
who was once caught beating a Jew
in one of the port towns Somebody
asked him why he was doing 1t He
said “Don’t you know that the Jews
crucified Christ?” The bystander sald
“Well that was 2,000 years ago' He
said “I heard ot 1t only yesterday.”
The hon Member 1s drawing attentior
to some memorandum given by the
Shareholders’” Association We all
know that these memordnda have
been given They are printed, they are
rot secret documents It was after
that that the Expert Committee went
mto 1t and what 1s more, the moving
spirit, one who was known as the
moving spirit of the Bombay Share-
holders’ Association, Shr1 Jag Mohan
Kapadia—everybody has paid tributes
to his activities on behalt of the
Shareholders—he, 1t must be remem-
bered, has signed this Expert Com-
mittee report That 1s one The second
1s, after that the Bombay Shareholders’
Assoclation has made another recom-
mendation Now Members have said—
I don’t know whether Shri Dhage has
said it, I cannot now recall, I think
1t was said somewhere else—that all
this happened when some Minister
happened to have visited Bombay o1
something or other and then it was
that the Bombay Shareholders’ Asso-
c1ation made some other recommenda-
tion

SHR1 V
that.

K DHAGE 1 never said

Surr C D DESHMUKH Nor did
¥ say that you said it If people do
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~hange their minds, I think one ought
to respect that change Even 'f the
Communist Party changes its mind, as
1t has done on some other issues, |
say that 1s right After all, consistency
1s the v riue of a somewhat dense
anmimal which we all know but one
must abide by the last judgment of
anyone who pronounces that judgment
and that 1s why we say that the Bom-
bay Shareholders’ Association are
quite content with thé scheme that
as been adumbrated by the Joint
Select Committee and which, with
minor changes has been accepted by
Lok Sabha Now, Sir, this is really the
erux of all this matter The rest of
them are matiers which one can dis-
cuss—whether 1t 15 director’'s powers
or proportional representation or
Government companies or any other
matters The compass of the contro-
versv 1s very small, but the whole
crux of this problem 1s thus Should
we here and now take the decision tc
abolish the managing agency system?
There 15 a certain amount of confu-
sion between mamnaging agents and
managing agency system Sometimes
when one thinks of the system, one
thinks of the people who have been
rnanaging agents I think one ought
to dissociate these two things because
as some speakers said, so long as you
have these men 1n business they will
Y ehave according to certaln pattern
I don’t say that they will hrehave in
the way that they have behaved in
the past I don’t say so Indeed I have
expressed hopes that they will behave,
being good businessmen, 1n quite a
different way That 15 the hope on
which this plece of legislation 1s
centred But you cannot get nd of
them They are thtre in business If
they are not managing agents, they
vill be something else If they are not
honorary secretaries and treasurers,
they will be managing directors or
directors and you have to deal with
them and that 1s why the law has
not concentrated only on managing
agents but 1t also deals with the
powers of the directors It deals with
various things which companies must

do That is why 1t has altered the
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Schedule as one hon. Member com-
rlained and put something from
the Schedules into the body of the
Act itself so that there should be no
discretion left to the people. There
are certain compulsory provisions.
They have left others in the Schedules
even now so that they can be chang-
ed by us by rules. There are certain
other things which are models which
companies may or may not accept. It
is that which we have adopted. So
what one has to consider is, what do
we exactly mean when we say “Shall
we abolish the managing agents?” I
have here a statement showing what
exactly—it is rather a complete one—
we have done with managing agents.
This is to elaborate the point which
was made by one of the speakers
which I think was a valid point. What
are you dealing with? Are you deal-
ing with something static, something
that has remained unchanged and
therefore it must be destroyed or atre
you dealing with something that is
taking the imprint of your legislative
measures, whatever they may be and
your administrative measures which
were very few from time to time but
which might be more in the future?
Now in the 1913 Act, there was no
regulatory provision whatsoever in
regard to managing agents, In practice
a firm or limited company called
managing agents used 1o take large
powers under the articles and perform-
ed the functions of the managing
director, manager or secretary. The
essence of managing agent is one who
exercises his powers by agreement
with the company or under the articles
of association or memorandum, not
delegated power by the Board. That
is the distinction between managing
agents and the others. In other words,
there is a transfer of sovereignty by
agreement subject of course to all the
regulations and all the controls or the
provisions which are contained in the
Acts from time to time, Subject to
that, it is a contract cf that kind
where . sovereignty, so to speak, is
transferred from the shareholders to
the managing agents. Now as I said,
in 1913 there was no regulation at
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all. In 1936 about 11 restrictions
were placed on managing agents for
the first time. For example, appoint-
ment for 20 years is now reduced to
15 and 10. Then the remuneration
was fixed at a percentage of the net
crofit but net profits themselves were
very loosely defined and office
expenses were allowed which are not
¢llowed now. Then there was another
restriction on loans to managfng agents
out of the moneys of the company.
That is a prohibition which continues.
Then loans by company to another
under the same managing agent were
prohibited. That also continues, though
we have changed it a bit. We have
now given power to shareholders to
approve of the transaction. subiect to
Government approval and so on.
Then purchase of shares by another
company under the same managing
agent fs to be approved by the
directors. That was another power.
The power to issue debenture by
managing agent was prohibited. Then
investment of funds of the company
and the limits thereof were to be
approved by the Board for the first
time in 1936. Then they were not to
engage in business competing with
business of the managed company.
Then they were not to appoint more
than one-third of the Directors. Then
there was a question of compensation.
That was prohibited it it was due to
default or negligence on the part of
the managing agents. And lastly there
was a provision inserted for the
removal of the managing agent for
fraud or breach of trust.

I believe if the war had not inter-
vened and if, therefore, the Govern-
ment of the day had been freer to
devote more attention to the adminis-
fration of the Act, may be would not
have found so many abuses as were
complained of. Also the very fact that
there was a war led to a crep of
abuses. Morality was a casualty not
only in this country, as some hon.
Member said, but it was the first
casualty of the war all over the
world. And that is why we are now
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faced with a situation where we have
to impose many more siringent
regulations and almost change the
managing agency system out of recog-
nition. "I

The first step taken was in 1951
where we put in another five restric-
tions which were of very great
importance. For the first time we
interfered, so to say, with the auto-
nomy, of which one hen. Member
spoke, of the company. The managing
agent was to be approved. If there
wag a transfer of the managing agency
or if there was a change in the com-
position of the managing agency, then
that was to be approved. These provi-
sions we have strengthened here in this
Bill by making it impossible for
managing agency to be hereditary or
automatic. If we find that. it brings
in blood which could not be regarded
as competent or fresh or anything like
that, then we have power to inter-
fere in the composition of the manag-
ing agency. The terms of remunera-
tions were also for the first time
brought under the regulation of the
executive authority. Then, of course,
hon. Members know the further
stages. The Bill itself which was
based on the recommendations of an
expert committee added another
thirteen restrictions. I shall not name
them again. cut they were in addition
to those eleven imposed in 1936 and
the five imposed in 1951. That is to
say to sixteen were added another
thirteen. And then the Joint Select
Committee added another three res-
trictions, all of very fundamental
importance, at least two were. In one
case, of course, they reduced the
remuneration from 123 per cent. to 10
per cent. Also no person is to he
managing agent of more than ten
companies, We regard these as funda-
mental restrictions. Moreover, the
Central Government has power to
notify the specific classes of industries
which shall net have managina
agents. That could very well have
wide consequences. Then, lastly, the
Bill ag passed by the Lok Sabna has
added another four restrictions. So
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since 1936, we have about 25 further
restrictions imposed on the managing
agents, that is to say, in about 20
years, /Therefore it is very right to
say that what we are dealing with is
not the managing agency which
Perhaps was the basis of the charges
which were brought forward before
some special officer or befere some
committee and so forth. We deal
with quite a different category of peo-
Ple. P

Then again, what is the essence of
this system? As far as I am able to
understand it, it is this. In a country
Where they are not sure that promo-
tional talent or financing capacity is
Plentiful they take advantage of
others, namely, of people of experi-
ence or enterprise. And they say
to &hem, “Well, if you are prepared
to have an agreement with the com-
Pany, for its management under the
rules and regulations that we shall
be making, you will have certain
rights and you shall have certain res-
Ponsibilities. The rights are that your
remuneration, the maximum remun-
eration, will be allowed to be a little
higher than in other cases, the dif-
feiecrce as  between you and the
secrelaries and treasurers being 2%
per cent. And the other right is that
You will be allowed to nominate a
Certain number of directors on the
Board.” Thirdly, as I said, it is a
Guestion of contract between them
and the company managed, that is to
say, it is not power which is delegated
by the company which can be taken
back at any time. So we say, “These
are your rights. As against that, you
will have responsibilities. Those res-
bonsibilities are:  You will bring to
bear the best of your experience to
the service of the company that you
will be managing, and in particular
it will be an understanding that you
will look after the financing of this
tompany.” Now, that may take the
form of direct loans, or it may take
the form of a guarantee of a loan,
Or it may even take the“Idrm, at the
time that the agreement was made,
6f taking a certain percentage of the

capital of the company. It will be
1 .

-
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combination of all the three. We
usually find that a managing agent

has perhaps ten to fifteen per cent.
«capital in the industry that he is
managing. Then he lends his name

and has a stake in the industry. He
has also certain means of, I will not
sayy controlling, but certainly of
diresting the taking of policy deci-
sions in the Board. As against that,
he has a certain amount of security
in regard to the delegation of powers,
which really is transter of power, and
he can take a long-term view and
make his plans with regard to the
management of the company.

All that we are saying is that we
do not know to what extent this
scheme does prevail in the industrial
world. We do not know precisely what
is the record of the managing agent
from the statistical or quantitative
point of view. So for a few years we
shall examine these matters as well
as we may and we have organised
# Department through which we shall
do so. Then during these four years
we shall have started investigations
to find out whether there is any
category or class of industries for
which promotional activity is not
required so much, ~because may be
You do not require many new units.
After all thisissue is also before the
Planning Commission. Certain units
we may not want, because we may
raise the consumer goods through
other ways. If it is found that pro-
motional activity is not required, then
the next question is that of financing.
Here, it may be that banks are well
used to financing certain established
industries. 1 do not want to name
.any, because at once there is the
danger that if T name an industry,
immediately hon. Members will say,
“You dre partial, you are committed
to issuing a notification.”

Sur; B. C. GHOSE: Jute o1 tea?

Sur1 C. D. DESHMUKH: But

Syry B. C. GHOSE: I am suggest-
ing it, not the Finance Minister. He

is not suggesting. That is the advant- | particular
age; it was my suggestion and not ' I am quite
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that ot the Finance Mirnister.
Sur; C. D. DESHMUKH: That is

very kind of the hon. Member. I take
it, although the example does not suit
me very well. In tea there was lot of
difficulty as regards financing the units
in 1952, in the case of the minor ones,
though the major ones were well
looked after by the managing agents.
But take any other consumer industry.
The profits come in and the banks
very well know that there is a ready
market. As in the case of food, there
may be other essential articles in
which there is a good market and
there will not be much difficulty,
unless the company is particularly
Ladly managed or is a marginal com-
pany. Of course, in the case of a
marginal company even the managing
agent cannot sustain it very much.
But for an average representative
company there will not be any diffi-
culty in regard to raising finance.
But if, after investigation and after
hearing all the interests, one comes
to the conclusion that there is a case
for the issue of a notification, then,
with the advice of the Advisory Com-
mission, one may choose to do so.

2 P.M.

In regard to the others, as 1 said,
after examination you may find that
there is a great deal of fleld still
left for an expansion both for promo-
tional activity as well as for financ-
ing. All that Government is saying
¥s, leave the matter open for a few
years., We are assuming that all
the present managing agency con-
tracts would have come to a close
on a particular ddte, four or five
years hence, Zour years from the
assumed date of commencement of
the Act and no new formations which
are not known to us or in existence
like secretaries and treasurers can
come into existence without our
knowledge. In both these cases, wn
have the situation well under contro!-
we will have the figures and the
information and we can take decisions
with reference to the national interest.
We do not cale what happens to
managing agents because

sure that these people
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will be employed in the same
field 1 some form or other The

managing agent 1s not going 1o sit at
home doing nothing he will continue
to make his contribution to the
industry and to the country but what
we have to see 1s whether he makes
his best contribution  He may have
Iittle money, he may have Lttle
experience ang he may have lttle
talent All that we say 1s, we leave
the situation open for a few vears
so that we shall see if any real
mterest of the country 1s going to be
served  That 1s the only mnarrow
pont of difference between us and
Members who have suggested that
we abolish the managing agency
system, and those who say that we
abolish the managing agency have not
suggested that we do so rere znd
now, that 1s to say, immediately the
Act comes into force That will pose
problems of very great -ragmitude 1n
organisation and enterprise. There-
fore, 1t 1s a matier of two, three or
four years In that period, I have
no doubt that the managing agents
themselves will be, because of these
uncertainties, able to improve mat-
ters He might say, “Well, mine is
an ndustry that 1s not lLikely to be
threatened by this naotification
Therefore, I mght establish a good
record After all, the logic of events
must speak for me 1If I have or
# nmy tribe had helped in the pro-
motion of industry if my tribe
can show with more exact figures
that the industry has been financgd
by 1t, then I expect a patrniotic-murfed
Government to take the view that
here is something whrch we should
not destroy” After all, 1t 1s very
difficult to demonstrate what you Jdo
We can only argue on supposttions
Supposing we keep the managing
agents and supposing at the end of
five vears, at the cnd of the Plan
period, we are able to show that
Rs 750 crores—the figure mentioned
by some hon Member—have heen
invested 1n 1ndustry mostly through
the managing agents, hon Members
can report, “Oh! yes, but how much
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] would 1t have been 1f *here had not

been any managmng agents?’ It 1s
impossible to give an answer  Simi-
larly, contrarywise, 1f we destroy

the managing agents ond supposing
hon Memberg were to say, “Oh, you
5 11l got your target of Rs 730 crores’,
I 1might retort, “How do you hnow
that the target would not bave been
bettered 1f there had been managing
agents?” Whatever we are olanmng,
we are not planning so closely for
the private sector The privale sector
offers 1ts own 1ncentives 1o the share-
holder and it may be that the share-
polder may be mduced 10 reduce nis
i own consumption and put more
i money 1into the industry Therefore.
| these flgures are not ngiudly fixed
figures  whether 1t 1s 750 crores of
ruvees or 500 crores of rupees What-
ever the figures are, I am certain
that everyone in this House 1 agreed
that we wmust take every cawe 10
maximise the industriabisation  of
our counfry through the channels
that we have chosen for our.elves

Now I am not on controversial
ground we have left behind contro

iversy, controversy as to whether cer-
tain industries, should be nationalised

when that shoula be done and <o on
and sc¢ forth These are all matters
about whicn we are not concerned
here We know what our policy 1s
in regard to the foreign cumpanies

The House ds a whole will, I think,
agree—although certain sections of it
may not—that for a number of years
—how long that will be, what period
that will be nobody knows—we shall
require foreign 1nvestment, not only
direct foreign assistance but also a
certain amount of foreign mvesiment
because that forms a kind ot stake
whirh makes 1t easy for us to operate
a particular industry Those Mem-
bers who study the Revorts of the
Public Accounts Committee and the
Estimates Committee know very welt
that through 1is 1nexperience gov-
ernment might make some errors.
Also, we may not Xnow with whom
we are participating There may be
coispanies which may offer theiwr

and that advice may be very

advice
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expensive and costly for us Dbut
if they have a certain stake here.
then there is a possibility thot the
cost of their participation would be
lower to us than if we were merely 10
borrow money and employ experts of
various kinds. It takes a great deal
of experience to discriminate bet-
ween experts and experts. That, Sir,
is the simple case for the managing
agents. I would advise the House to
give ils serivus thought to it and ask
this question: *“Are we sure that
thete would be a positive and signifi-
cant gain if we were to decide to
destroy the managing agency system,
not the managing agent here and
now?”

Suri BHUPESH GUPTA- Absolute-
ly. N

Surt C. D. DESHMUKH: There is
one foolhardy person who would be
rash enough to take that responsibi-
lity because he knows that the
executive responsibility may not come

to that section ,for Jong, long
number of years.

Surt BHUPESH GUPTA: That 1s
your only hope.

SHr; C. D. DESHMUKH: That 1s
what I have to say on this mam

point and it covers many of the minor
points which had been made during
the course of the speeches o©of hon.
Members.

There were points in regard to the
number of companies managed, the
size of the remuneration—~why 10
per cent., why not 74 per cent.—and
so on, This is a matter of judgment.
Certainly, if it could be 6% per cent.,
it would be more favourabie to the
shareholders. On the other hand.
the House will remember that the
Expert Committee itself recommended
a provision which would give Gov-
ernment power to increase from 12%
per cent. The original recommenda-
tion was 124 per cent. and, with
respect to that recommendation, the
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there might be cases of a1 new corn-
cern where better incentive was
required. In such cases, Government

might examine and then agree to a
higher rate of remuneration.

Surt B. C. GHOSE: That is in the
Bill itself. If you have 7} per cent.
Government has power to increase it.
Whether it #s an increase from 10
per cent. to 15 per cent. or from
74 per cent. to 15 per cent.

Surr C. D. DESHMUKH: You may.
put it at 2 per cent. and then take
it higher to 15 per cent.

Surr B, C. GHOSE:
absurdun.

Reductio ad

Sur; C. D. DESHMUKH: There
must be some relationship to what is
provided by the law and what you
are going to provide by special
dispensation. 'The lower the figure
the larger will be the number of
exemptions and then Government
might expose itself to the charge
that Government is exercising these
powers with laxity and with excess
generosity. Therefore, I do think
that in the light ot all the circum-
stances, 10 per cent. is quite a satis-
factory ceiling. I have no doubt
myself that the higher the paid-up
capital of a company or the higher
the net profits earned, the lower will
this figure Be. Only time can show.
I should be very much satisfied if the
average comes to 8 ag aguamnst 14 in
some years and 16 in others. When
it comes to 8, I think we can call it
a day. We must also remember that
in the case of many individuat
managing agents it will also mean a

very considerable reduction. There
are certain places where it ranges
from 20 to 24 per cent. In those

cases also, it will have to come down
to 10 per cent. Here I am not
influenceq by any considerationg of
taxation but even in regard to such
1ambs or black sheep, there is such
a thing as tempering it to the wrad
Therefore, I think this is a reasonable

Expert Committee suggested that | figure to take but finally it is =&
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they do expect too much, then there

matter of judgment. It is not possible , are the fiscal measures which can be

for any one to swear that 10 per cent.
is the right one and 74 per cent. is
wrong. The whole scheme now has
been arranged round this figure. There
is 5 per cent. [for the managing
«director, 74 per cent. for the secretary
and treasurer, 10 per cent. for the
managing agent and 11 per cent.
overall. I myself think that this is
as good a scheme as any other that
«<ould be devised.

Then there is this question of slid-
ing scale and so on. I think that
this is a matter which can be handl-
ed much more successfully and much
more flexibly when we deal with the
individual clauses, as they are bound
to come up to us, because then one
can go into the merits of each case
and it may be that the Finance Minis-
try or the special department might
told that five per ‘cent. of net profit
is enormous, that fve ought to be
reduced to three. Therefore all these
-scales and formulae have their cwn
disadvantages, and it is much better
to concentrate attention on the cir-
cumstances of any particular case
and then come to the necessary con-
clusion. What one can bear in mind is

of course this idea which is after
all......

Sur: LALCHAND HIRACHAND
DOSHI: 1Is there going to be higgle-

haggle whenever a manaing agent
approaches the Government for fix-
ing the commission?

Sur1 C. D. DESHMUKH: Higgle-
thaggle is a term which is used bet-
‘ween two equals. There ¥s no ques-
tion of either higgling or haggling.
We issue a direction. We ask ques-
tions; we expect reasonable answers
to these questions, If they are given,
we give a reasonable decision. There
¥s no bargain here at all. But even
the managing agents will recognise it
“hat after all there must be some
1imit to what a man expects by way
of rewards for his services, and If

taken, which can be made o operate
as a somewhat moderate disincentive
to them.

SHRI
DOSHI:

LALCHAND HIRACHAND
It is already there,

Surt C. D. DESHMUKH: Therefore,
Sir, there are limits within which
these matters can be considered and
I have no doubt that in practice one
would be able to come to a satis-
factory conclusion in regard to each
case. As I sawd, about 1200—1245 or
1275—they are small men. They
would never come within this 50,000
business. Their total remuneration
may be 20,000 or 25,000. Now in that
case, supposing it is_a profit of one

lakh now 10 per cent. of one lakh
is quite different from 10 per cent.
of 50 lakhs. It is an arithmetical

truism and it may be that in such
small cases even 10 per cent. may
just give, say, 700 or 800 rupees per
month to a . managing director,
which no one would regard as exces-
sive even for a small company.
Alter all if ycu are handling 5 lakhs
worth of assets, another 5 lakhs worth
of block and this and that and deben-
tures and so on, I do not think any
one would hold that a managing
director should not get Rs. 700 or
Rs. 800 a month or about Rs. 10,000
a Yyear, but that assumes a net pro-
fit of one lakh which you can calcu-
late on the assets of the company
working backwards. So I think, Sir,
that there is advantage in leaving
this situation somewhat flexible and
to be dealt with by Government in
the course of the exercise of the
powers which have been vested in
them.

Now about these powers incidertal-

ly I might make a statement that
the alternative to them was to put
more liberal provisions. The two

alternatives open to Government were
either to put more liberal provisions
and give freedom to everybody or to
put stringent restrictions and at the
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same time allow for more liberal
treatment in cases where certain dif-
ficulties were experienced. Now the
course we have taken is this. We have
put stringent restrictions but left
room for executive relaxation, and
we think that that is a better method
than leaving the rein loose, so to
speak, for all concerned. That is why
the number of powers has gone up,
as for imstance in the case of inter-
company investments where the group
uhder the same managing agent is
concerned,

Now that is almost all that I have
to say on the subject of managing
agents except one small point. I think
it is clear to the hon, Member why
there are two clauses like 352 and
198.

Sur1 B. C. GHOSE: Yes, it is
clear. 1If necessary I shall move an
amendment.

Surr C. D, DESHMUKH: If the
hon, Member ig satisfied, then 1 do
not think 1 need take up the time of
the House by going over that matter.

Now, in regard to directors, Sir,
there is this question of the right of
workers to participate. There seems
to be almost universal agreement
that there should be some form of
participation. The difficulty is that
we do not know which form will
secure the best results from every-
body’s point of view, from the
workers’ point of view, from the
employers’ point of view and from the
consumer<’ point of view., As I said,
this is a matter in which one has
to revise one’s notions from time to
time, ANl the different schools of
thought had opportunities of expres-
sing their views before the Planning
Commission. That is & development
that has taken place since I spoke on
this subject ¥n the Lok Sabha, and
there was a sub-rommittee appointed.
I think—TI have not seen the reports
of the sub-committee. I think they
are to be submitted to another meet-
ing of the labour panel a little later,
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about a month later and then we
shall know where we stand. It may
not take the form of direct participa-
tion on the Board—there may be sonie
other—and 1 thimk there was the
mention of some council of manage-
ment and so on and so forth, Now
all these matters will he thrashed
cut and then, as I said, if there are
any consequential amendments to be
made in the various enactments, not
only this one but all the other
enactments, then they will have to be
made. That will have the advantage.
I hope, of having the adherence of
many schools of thought or most
schools of thought. At least I hope
that there will be a tripartite agree-
ment so far as employers, employees
and Government are concerned.

Surr H. C. DASAPPA: May I know
Sir, whether this participation of
labour would be in the corporations

belonging to thg public sector: also?

SHr1 C. D. DESHMUKH: Whatever
principles are evolved will not ¥gnore
the public sector. Actually in some
of the Government concerns there are
already representatives of labour; in
Sindri I think there is one. In many
there are. So I have no doubt that
changes mutatis mutandis would
have to be made. Now that is all
i need say on this because I do not
regard this as a matter of current ur
even imminent controversy so far as
this legislation is concerned.

L ]

Then there were other suggestions
which. I have no doubt, I chall have
to deal with when we come to the
clauses, as for instance that the num-
ber of directorships should be relat.
ed to the size of the block capital
Now that point was raiseg in the Lok
Sabha also, and the only danger 1s
that it might put a sort of limit which
might be undesirable in the present
context on the expansion of com-
pand¥es. an expansion which might be
justified otherwise by the economics
of production. Moreover, Sir, the
rature of companies varies enormously
from industry to industry and if a

4064
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fairly high ceiling s proposed—which
may defeat its own purpose-—on thr
total paid up capital, then we feel
that company formation might be
impeded Therefore here as in manyv
other matters I would say ‘hat 1t 1=
best to have two bites at the cherry
mstead of trying to swallow 1t whole
because you may then decide on the
next course of artion either you can
retrace or you can rewnforce the
action that you have taken and there
1s no restriction on the power of
Parl'ament » this matter After all
1f certain experiences emerge as i
result of the adnmumistration of the
Act, then from time t0o time we shall
have to consider these i1ssues There
will be the annual report which will
come before Parliament I have no
doubt that Parhiament will take a far
livelier interest in the administration
of companiles 1n the hight of all these
debates and so on that hake preced-
ed this legislatior and Governmert
will be called upon (a) to narrate
their experience and (b) then tu take
steps which appear reasonable to take
m the light of the experiences of
the Houses of Parliament which study
ihe annual report Therefore I
would say again that there 15 every
thing to be said for not taking
almost 1irrevocable steps or not taking
too big risks in the beginning in one s
reforming zeal and that holds good

also for this question or propor-
tional representation I myseif con
fess that I felt in two munds about
this but I &ould not ignore the fact |,
that there were two equally likely

possibilities  either important grouns
of shareholders might wage warfare
within the precincts of the company
in which case the company would
suffer, or a large majority holder
might oppress the mimoritv  Now 1
do not know statistically which 1s
going to happen, whether the first
one or the second one One would
require a great deal of
experience of the actual working
ol companies under ncw cenditions-—
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before we come to a decision that pro-
portional represeatation 1s the best
one We should remember that atter
all m this world where joint stock
enterprise 1s tairly widespread there
are only a few States 1n vne countiy
where proportional representation 1
practised I gave the figures, I think
they are containéd in my speeches
Even 1mn the Uniled States tnis 1s not
the recognised form In the mosi
industrially advanceq States, I think
in 45 per cent of the total mndustiiat

enterprise 1n the US A th.s form «f
proportional representdtion has no
been adopted 1 do not see why we

<hould rush in the vanguard of th
kind of progress when we have plerty
vf time ahead We hope that inste~d
of 30,000 companies, 1n five year<
time we may have 60,000 or 70,00(
companies Why should we take
rsk today which will imveril the
smooth working of -~ompames 1 ou
~ountry?

Surr JASPAT ROY KAPOOR Doe
the hon Minister conceive that here
after any company 1s gomg to adop
the option of having this clause 1
their articles of association to th
etfect that they shall have proportiona
representation and 1f any compan
or any fair number of compa es
not gowng to adoont this thing v
the expervence to be gained”

Surr C D DESHMUKH: 1 sa
that m this matter, as 1n specu st
and stock exchange, there ar
always two views If there 15 a Bul
there 1s a Bear Simri'arly 1if ther
15 a body of opmwn which feels tha
a kind of unified control 1s good fo
a company they will take a certa?
course of action, and there will t
another equally respeciable bady ¢
shareholders who might come to th
conclusion that 1t 15> better to ador
this kind of proportional revwreser
tation which holds some kind ¢
safeguards for minorities It i1s nt
a matter which 1s capable of an
amthmetical definition In this Hou
itself, 1 am sure that therc will b
twn opinions
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Suri BHUPESH GUPTA Why do
vou stand between the Bull and the
Bear?

Companies

Surt C D DESHMUKH That s
the dilemma

SHR1 JASPAT ROY KAPOOR Why
not between the Devil and the Deep
Sea, perhaps Mr Gupta v culd ask

Sur1 C D DESHMUK Then I
come to the questionn of administra-
tion on which I bhave not anything
much to say I have said n.ost of
what I had to say already in the
Lok Sabha and I can only repeat the
assurances that I have given that we
<shall try to help and not hinder

Some questions were raised by Dr
Kunzru with regard to the report
He was wondering whether the infor-
mation under clause 237 was or wds
not covered by the provisions 1n
clauses 217 and 219 in regard to the
state of affairs of the company ‘The
answer 1s that the state of affairs
itself is not nm.uch of a rsgid require~
ment When a company warts to set
out mnformation about 1ts state of
aftairs, 1t may mean anything Sup-
posing cotton 1s sporled 1n the go-
down, scmeone has to say that 1t
has been spofled That 1s some-
thing bearing on the state of affairs
of the company Tt 15 impessible to
define 1t beforehand Neverthel-ss
a shareholder may say, ‘ Well, there
is one particular fact which was no’
shown 1n the report that the godown
that was hired had a damp floor™ I
am only gving a kind of an 1magt
nary instance In such a case it
would be open to the qharehold’er to
seek his remedy and therefore I do
not think that one i1s excluded by the
other That 1s to say, even 1n giving
a statement of affairs and m attach

ing a statement to the balance sheet
it 1¢ still the duty of the management
to g ve all the material facts so that

the shareholder 1s well.informed of
what exactly happened Sc I think
that will remove the doubt that ’he
hon Member has in thss particular
respect
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(Uttar Pra-
Sir, I put another question
also  Suppose a shareholder wiites to
the Board of Directors and asks for
information which s reasonab e and
which cannot be regarded as being of
a confidential nature likely to affect
1njuriously the interests of ihe com-
pany, will he be entitled to get a
reply to his enquiry under this clduse?

Surr C P, PARIKH (Bimoay)
Without that clause he 1s gatting
at present

1t

Surt H N KUNZRU 1 want not
the hon Member's wopimion but the
Government’s opinion

Surr C D DESHMUKH  What it
says here 1s, “if 1n the opinion of the
Central Government there are circum-
stances suggesting that the members
of the ccmpany have not been given
all the information with respect to
1ts affairs whh they might reasonably
expect . " There 1s nothing to say
that this 15 only con erned with the
balance sheet or the statutory state-

ment and therefore 1 should say
that they are enfitled to this infor-
matron

Surr H N KUNZRU* 1 think it
will be better 1f the Finance Minister
looks into the matter and has the
point made clear

Siri C D DESHMUKH We shall
have occasion to deal with this when

we come to the clause also
Then there was another puint
which the same hon Member made

in regard to the bringing of tic
regulation of Yanking dng insurance
companies also within the ambit of
this new department Whatever one
might have to say m theory about 1%,
I am reluctant ‘o enter on this
course
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SurI H., N. KUNZRU: Why?

SHr1 C. D. DESHMd F when
that department has to deal with an
unpredictable volume of work. I
am anxious that they should be able
to deal satisfactorily with the large
number of matters that would come
to them from ordinary companies,
apart from banking and insurance
companies except to the extent to
which banking and insurance com-
panies are govermed by the same
regulations, but there are other
matters which affect the banking and
insurance companies but which are
not necessarily connected with joint
stock enterprise or with the incor-

poration or winding up or the
management of companies. Those
companies are connected with the
economic life of the country. So

far as banks are concerned, for ins-
tance, there is the question of control
of credit and we have a central bank
for the whole country dealing with
this. Now, that matter is not neces-
sarily cognate with the looking after
the minutiae of the banking company
as a joint stock enterprise. Some
questions may arise......

Sarr H. N. KUNZRU: There are
other questions, for instance, with
regard to directorships which can be
profitably reviewed by the Central
department which will deal with
the affairs of joint stock companies.

Sunr C. D. DESHMUKH: As I said,
to the extent to which there are
common provisions, I expect that it
will come under the Department of
Company Law Administration. To
the extent to which there are matters
which are outside the scope of the
Company Law, we require a separate
organisation. In any case, that simp-

ly means coordination between the
two Secretaries under the same
Minister. At present it is the

Reserve Bank which centralises all
these in its department. There is
already a coordination so to speak at
the Reserve Bank end and their pro-
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posals come to us in the Department
of Economiic Aftairs That wmeans,
they come up to the Minister who is
advised by the Secretary. Now, it
is possible to hold that everything is
interconnected and therefore every-
thing in the field of economic affairs
should be in the hands of one person,
but in practice that is not feasible.

Mgr. DEPUTY CHAIRMAN: They
are governed by seperate Acts.

Surt1 C. D, DESHMUKH: Even
electricity was pointed out the other
day as part of this, but electricity is
not under me. It is under the Irri-
gation and Power Ministry. I cannot
bring everything relating to electri-
city here. There are provisions for
passing on the advantage to the con-
sumers but that is something else.
Then there is the Industries (Deve-
lopment and Regulation) Act. That
is administered~—although it deals
with companies and also investigates
into the affairs of industrial con~
cerns—by the Commerce and Industry
Ministry. And, therefore, while
bearing in mind that as far as
possible cognate subjects should be

handled by the same department,
one has to bear in mind these
administrative  difficulties. In any

case, one can keep this matter under
review as one goes along, but one
would be ill-advised to pile every-
thing into a new department which
has not yet been properly organised.
It is not a question of drawing a
chart of one Secretary, two joint
Secretaries, so many Deputy Secre-
taries, Under Secretaries, and so0 on.
It is very difficult to get . properly
qualified persons for the job. We
have to gather a certain amount of
experience in this particular fleld,
especially as I said, so far, our
experience was confined to officers
of the State Governments or provin-
cial Governments. Although some of
them have no doubt come to us on
transfer. some of them have net.
And, therefore, we have this difficult
job of building up a new department.
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Then, there is this question of | foreign exchange, and it is not a
statutory authority. Now, I do not matter for Company Law. But I
really understand how it is that we | would say prima facie it is very
are not establishing a statutory | difficult to suggest that nothing shall
authority. The Advisory Commission be transferred from one to the

is being established under a Statute

and, therefore, it is a statutory
authotrity. If it is a question of
autonomy, I think, hon. Members

have conceded that there is no such
thing as complete autonomy. It can-
not be so long as Parliament is look-
ing after all these questions through
a Ministry responsible to them.
Otherwise, it seems to me to be sett-
ing up a seperate functiomal execu-
tive department only for dealing
with Company Law. That can never
be. The Minister must remain res-
ponsible and as long as he remains
responsible, he must have the final
word. And as I have pointed out in
the other House, it may be possible
to delegate powers to the Advisory
Commission. You may say also
some of these matters may be dis-
posed of by power being delegated
to the registrar, deputy registrar,
assistant registrar and so on and so
forth. But in one case out of two
thousand. maybe the Minister may
have a view which he has to put
forward to the Advisory Commission.
That, again, will be discussed with
the Advisory Commission and even
there differences of opinion might
be ironed out. But it is very neces-
sary that the final control must
remain in the hands of Government
and could not possibly be given up
to the Advisory Commission by call-~
ing it by any other name you like,
an “executive body.”

Sir, I have not got the time to
deal with many of the other issues,
for instance, the one raised by Dr.
Raghubir Sinh in regard to control
of transfer of foreign assets......

Dr. RAGHUBIR SINH (Madhya
Bharat): Not by me. It was raised
by Shri Fakhruddin Ali Ahmed.

Sur1 C. D. DESHMUKH:
look behind.

I did not
That is a matter of

other—no assets of a company shall
be transferred from one buyer to
another without Government appro-
val, If you do want to render all
this non-negotiable, so to speak, this
is the easiest way of doing it. It
seems to me that immediately it will
have a reaction on stock exchange
values and prices and so on. There-
fore, one has to move very warily in
a matter of this kind. This position imr
regard to transfer of assets will be
with us as long as the present sterling
balances agreement remains with
us. Afterwards can take a
view, and that view must Dbe
taken having full regard to the
desirability of leaving the door open
both ways. That is to say, if capital
flows out, it will be—if we leave the
door open—in the hope that capital
will flow in, that more capital will
fiow in than goes out. According to
the calculation made by the Reserve
Bank, I think we have received o
net investment of Rs. 131 crores im
the last six or seven years. That is
the net inflow into the country.

we

As regards the suggestion for
nationalising and so on, it is, again,
a double edged weapon, They have
assets here, but we have also assets
in other countries. I think one has,
however, to maintain a certain modi~
cum of decent international behavie
our. One cannot just issue a ukase
or firman saying, we nationalise
completely and put a ban on the
transmission of assets, transfer of
dividends, and so on. The experi-
ence we have gained in the course of
economic history is that most foreign
investment grows its own sources of
servicing the debt. In other words,
it is seldom that a country, especially
an independent country, loses by
inviting foreign investment on pro-
jects selected by it or in directions
selected by it. Usually you find that
when such a judicicus choice has been
made, we get more in foreign

»
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exchange than we lose by servicing
that particular debt. And if that is
50, that is quite a business-like pro-
position.

Sir, I shall have opportunities of
dealing with many of these other
matters in the course of the dis-
cussion on clauses and so I ought to
close now,

Mgr. DEPUTY CHAIRMAN: The
question 1s: .

“That th~ Bill to consolidate and
amend the law relating to com-
panies and certain aqther assacia-
tions, as passed by the Lok Sabha,
be taken into consideration.”

The motion was adopted.

Mr. DEPUTY CHAIRMAN: We
shall now take up the clause by
clause consideration of the Bill.

Clause 2 ( Definitions)

Mr., DEPUTY CHAIRMAN: There
age fourteen amendments on clause
2.

Surt SHRIYANS PRASAD JAIN
(Bombay): Sir, I move:

2. “That at page 2, line 16 for the
word ‘one-third’ the word ‘one-
half’ be substituted.”

15, “That at page 6, after line 11,
the following proviso be inserted,
namely: —

‘Provided that an individual,
by whatever mname called, not
being an associate of the manag-

ing agent or secretaries and
treasurers, who is subject to the
superintendence, control and

direction of the managing agent,
Secretaries and  freasurers or
managing director, shall not be
deemed to be a manager.”

e

(Amendment No. 15 also stood in
the names of Shri C. P. Parikh and
Shri Lalchand Hirachand Doshi.) l

[ RAJYA SABHA ]
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sarr C. P. PARIKH: Sir, I move:

3. “That at page 2, line 38 for

the word ‘one-third® the word
‘one-half’ be substituted.”

4. “That at page 3, line 9, for
the word ‘one-third’” the word
‘one-half’ be substituted.”

7. “That page 3, line 45, for
the word ‘one-third’ the word

‘one-half’” be substituted.”
10. “That at page 4, line 16, for

the word ‘one-third’ the word
‘one-hal? be substituted.”
14. “That at page 6.—
¢i) in line 6, after the word

‘who’ the words ‘by virtue of a
resolution passed in the general
meeting, has,’ be inserted; and

(ii) in line 7, the word ‘has’
be deleted.”

(Amendments Nos, 3, 4, 7 and 10
also stood in the name of Shn
Shriyang Prasad Jain )

Sgri BHUPESH GUPTA: Sir, I
move:

5. “That at page 3 line 15, after
the word ‘above’ the words ‘and
or any body corporate in which
any member or any person con-
nected with, the managing agents
is a director’ be inserted.”

6. “That at page 3, line 24, after
the word ‘corporate’ the words ‘or
any relative of the member’ be
inserted.”

8. “That at page 3, line 50, after
the word ‘members’ the words
‘and/or any relatives thereof be
inserted.”

9. “That at page 4, lines 1 to 30
be deleted.”

11. “That at page 4, at the end
of line 30, after the words ‘body
corporate’ the words ‘or any rela-
tive of the member’ be inserted.”

12. “That at page 7, lines 34-35,
the words ‘or body corporate (not

.
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being the managing agent)’
deleted.”

13, “That at page 7, lines 38-39
the words ‘or body corporate’ be
deleted.”

(Amendments Nos. 5, 6, 8, 9, 11,
12 and 13 also stood in the names of
Shri Abdul Rezzak Khan and Shri K.
L. Narasimbam.)

be

Mgr. DEPUTY CHAIRMAN: Cluuse
2 and the amendments are open for
discussion.

[{THE VICE-CHAIKMAN (Sur1 H, C.
MaTHUR) in the Chair.]

Suri BHUPESH GUPTA: Now,
here clause 2 deals with definitions.
You will find on Page 2, “associate”
is defined and in the following pages

this definition has continued. We
have tried in our amendments to
widen the scope of this definition.

The reason is obvious. For instance,
we have said that at page 3, line 14,
“and/or anybody corporate in which
any member or any person connected
with the managing agents is a direc-
tor” be inserted. Similarly, the
other amendments are more or less
the same, We want this insertion
because we feel that the relatives
should be included, brought within
the purview of this deflnition. It is
well~-known that in our country,
especially among the very big ones
in the business circle, there is a lot
of trade and business going on in
what is called benami and there we
find that names of relatives, sons
and daughters and others, are asso-
ciated with it and in such cases
many of the things that are sought
to be done under the law are put
outside the pale of the law. There-
fore, we feel that this definition has
to be enlarged with a view to
guaranteeing against  malpractices
that are carried on by a section of
the businessmen.

Then, there is also another amend-
ment at page 3, line 24, “or any
relative of the member” be inserted.
I feel that the hon. Minister has

78 RSD.—T.
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ignored while drafting this particular
clause the fact that in many cases
these “associated” are really respone-
sible for all kinds of malpractices
and corruption, And these relatives
and others if let out of the operation
of this clause or definition will not-
really much improve the matter.

thece associates are
really responsible for all kinds of
malpractices and corruption. It
they are left out of the portion of
this clause of definition, it will not
really much matter. I am not saying
that that will be done through this
clause, What I want to stress here
is that the definition should be
enlarged. 1 think it is clear from
these clauses themselves that they
will have wider powersin the subse-
quent chapter. Therefore, I want to
fill in the whole thing by broadening
the scope of the portion of this parti-
cular clause.

In any case,

Surt C. P. PARIKH: Mr. Vice-
Chairman, first of all I want to say
that this definition of ‘“associates”
has been enlarged from what it was
in the Joint Select Committee Report.
If Mr. Bhupesh Gupta notes it, he
will find that the definition is enlarg-
ed to such an extent that about 75
per cent. relationship will be cover-
ed or will come under the definition
of “associates” in many companies
and he wants to expand it still fur-
ther by adding the words “or any
relative of the member” in the pri-
vate limited company. Now, a pri-
vate limited company may have 50
members and their relatives may
number to 200. Therefore, the account
of the 250 relatives has to be kept,
I think, at present. The changes that
have been made are very adequate
and therefore, the amendment which
Mr. Bhupash Gupta has suggested is
not necessary at all.

With regard to my amendment, I
may say that, wherever the “body
corporate” is there, you should take
into consideration the relatives of
directors and managing agents, Many
companies are managed by more than
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ten directors and if we take such a
view and restrict the number which
originally stood at 50 per cent. or
one-half, to the present one-third, we
are going too far and the difficulties
of company management will be very
great on that account. Therefore, I
suggest that, instead of ‘“one-third”
which is standing at present, the ori-
ginal figure of one-half which was in
the Joint Select Committee should
be retained.

Another amendment relates to the
definition of “manager” and the
amendment which I am suggesting
is very important. First of all, it
cuts at the whole root of the com-
pany management because the com-
pany management which is envisaged
under this Bill is of four types. One
is the managing agents; the second
is secretary and treasures: the third
is managing director and the fourth
is manager. When all these three
are not existing, then this ‘“manager”
will come into the picture, according
to the clauses which range from 384
to 388. Now. it is true that these
managers will be appointed, in my

opinion, according to these clauses
from 384 onwards by the Board of
directors and not by the general
meeting, So, according to the

there should have
been approval of Government as
regards their appointment. But the
definition which is made out by the
Finance Minister leaves many loop-
holes because the present designation
of “manager” has to be taken into
account, because ‘“manager” which is
defined here under clause 24 of the
definition means “an individual who,
subject to the super intendence, con-
trol and direction of the Board of
directors, has the management of the
whole. or substantially the whole, of
the affairs of a company” ete. It
means that there are and there will
be many persons. more than one, in
charge of whole or substantially the
whole of management. In such a
case, 1t will be difficult to meet for
many companies their remuneratiop

remaining three,
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and especially when the remunera-
tion iz based on 11 per cent. Exemp-
tion has been made as regards
Rs. 50.000/-. But something should
be left to the managing agents or
secretaries. When a manager who is
atso in the company draws some
remuneration and if that remunera-
tion has to be added to 11 per cent.
the difficulty of a general nature will
The hon. the Finance Minister

arise.
in the other House has tried to
explain that it does not mean that

two persons will be working together
in the whole or substantially the
whole of management. Therefore,
waat has been provided here. will
meet also with the desire and the
views which have been expressed by
the Finance Minister—*“Provided
that an individual, by whatever name
called. not being an associate of the
managing agent or secretaries and
creasurers, who is subject to the
superintendence, control and direc-
tion of the managing agent, secre-
taries and treasurers or managing
director, shall be deemed to be a
manager.” Therefore. whenever any
person who is appointed as a mana-
ger is to take direction or guidance
or advice from or is under the con-
trol of the managing agents, or secre-
tary or treasurer or managing direc-
tor, then that person should not be
manager. This is
important because these persons are
appointed and only one man is in
sole authority. If this is accepted
the commercial and industrial houses
will be able to adjust much better.
If the definition which is existing is
there, difficulties will arise that there
will be need for tremendous changes
in the designation which are given to
those who are managing the com-
pany and the difficulties will be
enormous. Also we shall have to
enter into enormous correspondence
with Government whether they are
willing to recognize and what is
their view in interpreting this point
of manager because nobody will be
able to know how it will be inter-
preted by Government and also by

shareholders. So, clarity is required,
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which will represent the views apd
the assurance the Finance Minister
has given. Therefore, instead of ask-
ing the industrial community to
change the designation of managers,
" it is much better that it is made clear
that, if they are acting under any
one, then these persons will not be
called managers.

1 would further say why this defi-
nition is put down. He says he has
included in clause 198 the manager
for the purposes of remuneration in
order that their associates or rela-
tives of managing agents may not be
appointed to have indirect remunera-
tion. To a large degree we can
admit. Therefore, 1 have suggested
in the amendment “not being an
associate of the managing agent or
secretaries and treasurers.” If he is
an associate of the managing agents,
then do consider him in the remu-
neration of 11 per cent. Therefore,
the word “manager” is appearing in
many places. It is very necessary
that for clarity, this amendment
should be accepted, in order that the
present smooth working may be
carried on and so that there may not
be a need for any great change. This
will enable the people in manage-
ment to understand the word much

better and it will also lessen the
disputes.
As regards the appointment of

manager, 1 am not sure whether the
appointment is by the Board of
directors or a general meeting, but
if the appointment is by the general
meeting, naturally the general meet-
ing is the best judge of his appoint-
ment. Naturally those persons
should be considered genuine because
they are not at all connected with
the managing agents, They are
neither the associates. There the
w1ole matter should be left to the
general meeting who is the best
judge for regulating the affairs of
the company and for determining the
remuneration. Therefore, I suggest
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M. GOVINDA REDDY
(Mysore): Sir, I would like to invite
the attention of the House to item
(20) on page 5 of the Companies Bill:

“India” means the territory of
India excluding the State of Jammu
and Kashmir.

SHRI

1 unders.and, the object of introduc-
g this definition is to exclude
Jammu and Kashmir which has
already been stated in sub-clause (3)
of Clause 1 of thig Bill, So the pur-
pose is served there when we say
that “it extends to the whole of India
except the State of Jammu and
Kashmir.” It means that no clause
of the Act applies to Jammu and
Kashmir. So, first of all this defi-
nition is unnecessary. I we delete
the whole definition, it does not affect
the Act in any way. By adding it
we are implicitly admitting that
India, at least for purposes of this
Act, is without Jammu and Kashmir.
For other reasons. not for purposes
of this Act, it is not advisable to
define India that way, particularly
in view of the fact that by not add-
ing this definition we do not lose
anything; this Act is in no way affect-
ed. I would request the hon. Minis-
ter to consider dropping this defi-
nition, It is politically not desirable
to have it.

SHRr SHRIYANS PRASAD JAIN:
Sir, the definition of “asso-
ciates” wh.ch was originally in the
Bill has been very much tightened
in the Lok Sabha from what was
redrafted in the original Bill or
redrafted in the Joint Select Com-
mittee. After all. Sir, what is the
objective of tightening this defimi-
tion? The objective was to echeck
all the abuses, which came to notice,
through these relatives or through
the associates of the managing
agents. Therefore, to tighten that
loophole it was thought that some
kind of restriction may be put so
that the abuses which crept in the
manhaging agency system may not
recur. I appreciate that point of

that this amendment may be accept- | view. These loopholes came through

ed.

|

the relatives of the managing agents.
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It is, to a very great extent, true.
We are very angry with our rela-
tions, with our brothers and sisters
and sons-in-law and so on. It is
very legitimate that we must be
angry with them so that these things

which were occurring before may
not recur. But in our anxiety to
remove this loophole, the definition

should not be tightened to this extent
that the thing may become a little
bit difficult, if not impossible.

Sir, as regards my amendment,
notice regarding which I have
already given, it may be possible

that a particular company may not
be aware that I am an associate of
the managing agents or not. I may
give you an illustration here. There
is a company, and according to the
definition whaich has now been put
here. if more than 33 per cent. capi-
tal is held in that body corporate by
the relation or of the manager or
directors of the managing agents,
that company will be the associate
of the managing agent. This is a
public limited company. It may be
possible neither that company will
be aware nor the managing agent
will be aware whether both of them
were associated with each other. And
if some of the transactions take place,
that person is the associate of the
other then and all the liability,
which may apply to the managing
agents or to that company will be
applicable to them.

So far as associates are concerned
the restriction comes in four clas-es.
Firstly. an Inspector investigating
the affairs of the managing agency
or secretary/treasurer may investi-
gate the affairs of the acssociates.
That is clause 239. The restriction
comes in cases mentioned in clauses
356 to 360 ie. restriction imposed in
the appointment of managing agent
or associate as selling agent of goods
produced by the company. The
third restriction comes in regard to
loans to managing agency, which is
covered by clause 369. The fourth
and the last restriction comes where

[ RAJYA SABHA ]

Bill, 1955 1082

the managing agent, secretary/irea-
surer is debarred by the court from
acting as such for a period of five
years, This bar will also apply to
the associate.

In this connection I may tell you
one thing. Under clause 314 it has
been said that even the relations of
a director are debarred from holding
an office of profit unless a special
resolution is passed by the Board of
directors. Why, Sir, is there a bar
here? If there is a genuine case, I
do not see why some such power
should not be given to the Board of
directors as has been given under
clause 314 that by passing a special
resolution they may be appointed
either the selling agents or the loans
may be given, or whatever disabi-
lities may occur to them now, that
may not apply to the associates.
That is a point which I want to put
before the Finance Minister for his

consideration so that he may look
into it. In clause 407 it has been
said that, if any agreement or any
such thing is terminated of the
managing agents, either by the order
of the court or otherwise, and

managing agents are debarred to
become the director or secretary or
treasurer or managing agents of any
other company, the associates will
also incur that liability. I would
particularly draw his attention to
this clause. 1 think, Sir, we are
going too far in that connection. If
the associates knew what the manag-
ing agent, secretary or treasurer had
done or the associate was responsible
for this, I can appreciate the point of
view that the associates should also
be debarred. He has no financisl
interest. He has no say in the matter.
Simply by virtue of this clause he is
debarred, cannot be appointed as
managing agent, secretary or trea-
surer. It is not proper. Therefore,
this is a thing which I want to put
before the Finance Minister to con-
sider so that unneces~ary liabilities
or unnecessary disabilities may not
apply to the associates, while they
are not directly interested in any
financial transactions or whether they
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could have been there by virtue of
their own merit.

As regards my amendment to the
definition of “manager”, I want to
know the objective behind this defi-
nition. About the definition of the
word “manager” I have consulted
Members of this Parliament who are
very much conversant with the Com-
panies Law, as well as people out-
side. and I have been told that the
definition given here is not very
clear. Different legal authorities
have put different interpretations, to
the definition of “manager”. There-
fore, it is very necessary ncw, when
we are framing this Bill, that as far
as possible we should clarify this
definition so that no misunderstand-
ing or difficulties occur in the way of
administration.

Sir, what is the idea of this defi-
nition? What I could understand
from the various speeches which the
Finance Minister has made is that
they do not want a manager who is
directly or indirectly connected with
the managing agent should draw a
remuneration over and above 11 per
cent., which has been provided under
Clause 198, I quite agree with that.
I have no gquarrel over that. If a
manager, who is a relation of the
managing agents, or of the secretary
or treasurer, is an associate of the
managing agent or of the secretary
and treasurer, whatever the case
may be, should not get him much
more remuneration than what he is
entitled to under this clause. I accept
that position. I am in agreement
with the Government that the over-
all remuneration should not be more
than 11 per cent. Sir, in
the case of bigger companies,
when a manager is appointed, he may
not be in charge of the whole
management. But according to this
definition he may be holding the
charge of substantially the whole
management. And a situation can
arise when there is no commission.

3 P.M.
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salary, and the profit is not adequate,
nr there is no profit, what will be
the position then? Shall we in that
case ask the manager to refund that
salary or to refund his remuneration?
After all, he is a person who is not
interested in the commission. He is
only concerned with his salary. If
he is drawing a salary of say Rs.
5,000 or Rs. 6000, and if this defini-

_tion remaing as it is he might be ask-

ed to refund a portion of his salary.
I do not think that that is the inten-
tion of the Government. I therefore
request the Finance Minister to
accept this amendment. which is »o
very innocent one. And by accept-
ing that amendment all the points of
view are adequately met. He should
not reject this amendment fearing
that the Bill may have to go back to
the Lok Sabha. That argument
should not stand in the way of this
amendment being accepted, because
this amendment will facilitate the
smooth running of the companies.

Dr. W. S. BARLINGAY: Sir, I
merely wanted to support what Shri
Govinda Reddy has said with regard
to the definition of ‘India’ in item
(20) of clause 2. There, Sir, the
word ‘India’ is defined as meaning
the territory of India excluding the
State of Jammu and Kashmir. And
if you will turn to clause 1 (3), you
will find it stated that the Act extends
to the whole of India except the
State of Jammu and Kashmir. Now
there is obvious overlapping in these
two definitions. If we substitute the
definition of ‘India’ as given in item
(20) of clause 2 in clause 1, sub-
clause (3) of the whole thing would
mean that “It extends to the territory -
of India excluding the State of Jam-
mu and Kashmir.” Now that is
nbviously redundant, Apart from
that, Sir, there is a very real objec-
tion to the definition as given in
item (20) of clause 2, Sir, the word
“India” has been defined, and is very
well understood by virtue of our
Constitution. There is absolutely no
need to define “India” here, especial-
ly in these terms, namely, 4<hat
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“India” means the territory of India
excluding the State of Jammu and
Kashmir. Why should we exclude
the State of Jammu and Kashmir
from India? There may be certain
enactments which may not apply to
Jammu and XKashmir. which is a
different matter altogether. But
there is no earthly reason why .we
should define “India” as a territory
excluding Jammu and Kashmir. If
and when—God forbid—the State of
Jammu and Kashmir goes out of
India by any chance—I do not
know—the whole thing can then be
reconsidered, But until that happens
there is no earthly reason why we
should define deliberately that way
the word “India”. India, as we
know it today, includes the territory
of Jammu and Kashmir, and that has
been pronounced on the floor of this
House several times by the Prime
Minister. And that has been pro-
nounced by him also in his public
speeches. There is, therefore, no
justification whatever for this defi-
nition, apart from its creating cer-
tain obvious legal difficulties. It is
mathematically incorrect, if I may
say so, Thank you.

Tee MINISTER ror REVENUE
AND CIVIL EXPENDITURE (SHrI
M. C. SuaH): Sir, first of all, T will
take up the amendment of my
friends, Mr. Parikh and Mr. Jain.
They want to add one proviso to the
definition of the word “manager”.
The definition of “manager” as con-
tained in the present Act ig substan-
tially the same, and we have taken
that definition here. Now, if we
accept the amendment of Mr. Parikh
and Mr, Jain, the effect of that will
be rather to exclude the manager,
who is in substantial management of
the company, from the provisions of
clause 198. We want to have the
overall managerial remuneration to
be fixed at 11 per cent, and in that
the manager is also to be included.
So. the manager who is in substan-
tial management of the company will

[ RAJYA SABHA ]

Bill, 1955 4086

come in. I do not think there is any
fear with regard to hampering the
working of the companies. In the
case of any genuine difficulties, we
have taken certain powers under the
proviso to clause 198. So, if there
are any persons who are affected in
any way, they can always come to
the Government. and the Government

will certainly examine all those
cases and exempt such managers,
who are drawing higher salaries.

They need not be afraid of anything.
I do not think that they are right in
requesting the Government to widen
this definition.

Surt SHRIYANS PRASAD JAIN:
Sir, may I ask one question? Sup-
pos.:g there is a manager who is
looking after the production, and he
may not be looking after the finance
and other things. Will that parti-
cular person be taken as managing
substantially the whole of the com-
pany or not?

SHR1 M. C. SHAH: Sir, I cannat
give any answers to these hypothetical
questions. It is up to the man to
come Yo the Government, and the
Government will look into thegnatter,
and then if the Government comes
to the conclusion that that person is
in substantial management of the

company, he will be termed as
“manager”. Sir, I cannot give
answers to such hypothetical ques-

But I can tell the House that
in order to obviate any genuine
difficulties, we have taken certain
powers under this Bill, and we can
exempt all such persons. And there-
fore, Sir, they will not be justified
in asking the Government to widen
the scope of this definition, which
has been purposely put in this Bill.

tions.

Surr C. P. PARIKH: Sir, I think
the Minister has not replied to the
whole question and the point at issue.
T want him to make one point very
clear. If the manager is in charge
of the company, but if he is to work
subject to the superintendence, con-
trol, direction and advice of ths
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managing agents or the secretaries.
will he be considered as ‘“manager”
or not. because that is the main
criterion? I want an unequivocal
answer to this question, It is no use
approaching the Government in such
cases.

Surt M. C. SHAH: After the Bill
has been put on the Statute Book. if
he has any difficuliies, he may refer
those questions to the Government
and then the Government will reply
to any hypothetical questions.

(Interruptions.)

1 am not going to reply. The expla-
nation is there. ' '

Tae VICE-CHAIRMAN (Surr H.
C. MaTtHUR): You need not reply to
any hypothetical question but he
seeks certain clarification and it
should be given.

Surt M. C. SHAH: That is
They are very clear words. I can-
not oblige my friends. ‘Manager’
means an individual (not being the
managing agent) who, subject to the
superintendence, control and direc-
tion of the Board of directors, has
the management of the whole, or
substantially the whole, of the affairs
of a company and includes a director
or any other person occupying the
position of a manager, by whatever
name called, and whether under a
contract of service or not.

there.

The language is very clear. They
might have consulted some lawyers
who might have raised some doubts.
If they want to have those doubts
cleared, I cannot reply to them. Here
the definition is very clear and they
want to amend it by widening the
definition as follows:—

“Provided that an individual, by
whatever name called, not being an
associate of the managing agent or
secretaries and treasurers, who is
subject to the superintendence,
control and direction of the manag-
ing agent, secretaries and trea-
surers or managing director, shall
not be deemed to be a manager.”
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We don't propose to accept that
definition. I am not here to deal
with all the points raised by lawyers
whom they may have consulted.

Now with regard to sub-clause
(20) some points have been raised.
Now we have mno jurisdiction to
legislate for Jammu and Kashmir in
the matter of companies generally.
References to “India” in the body ot
the Bill have necessarily to exclude
Jammu and Kashmir. This Bill will
not apply to Jammu and Xashmir.
Now there are many references in
certain clauses to India like “so
registered in India” or “done in
India” etc. Therefore we say “India”
there means this. Therefore it is
with reference to this Bill. I don’t
understand why my friends are so
apprehensive because India is there,

(Interruptions.)

1 don’'t understand why all these
imaginary fears and doubts are
brought in here, Therefcre we say
that there the word “India” means
this. There is nothing wrong.

Dr. W. S. BARLINGAY: Why not
delete sub-clause (3) of clause 3?

Surr M. C. SHAH: Why should we?
We are advised by the Law Ministry
and by our legal advisers to keep it
like this and we will go by the
advice of the Law Ministry......

Dr. W. S, BARLINGAY: We are
not going to accept their word as final.

Surr M, GOVINDA REDDY: Does
not sub-clause (3) answer that?

Tue VICE-CHAIRMAN (SHrr H. C.
MaTtaurR): You have made your
position clear and Mr. Shah has given
his reply.

Surt M, C. SHAH: These are all
imaginary fears and I think we will
not be well advised to have these ima-
ginary fears. Because India is referred
to in certain clauses of this Bill s~
therefore we say that when India is
used in that clause it will mean this
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This is only a definition with regard to
the provisions of this Bill and not
with regard to anything else. Nobody
can make capital out of this as is
feared by Mr. Reddy and Dr, Barlin-
gay. It is a very clear thing and it
ought to be clear to them also.

About my friend Mr, Bhupesh
Gupta, he wants to insert the words
“body corporate” and “or acny relative
of the member”. We have tried to
bring in relatives. Wherever the word
“relative” was not there, we have
already included it there and I don’t
think we will be justified in now
widening this definition as it would
create some difficulty in the working
of the company. So I regret that I
cannot accept these amendments.

Suri SHRIYANS PRASAD JAIN:
1t is perfectly true that whatever may
be the legal opinion, the Minister may
not give reply but the Members of
this House can certainly expect that
when a specific question is put to him,
he should not evade the issue. He
must reply whether it is the meaning
of this clause or not. We should legiti-
mately expect from him to know his
mind as to what he means by that
clause or by that amendment.

SHRI M, C. SHAH: 1 specifically
mentioned that ‘manager’ is one who
is in substantial management of the
affairs of the company and his remu-
neration also will be in the all-inclu-
sive remuneration of 11 per cent. We
don t propose to exclude that manager
by accepting this amendment from
the over-all inclusion of the manageri-
al remuneration.

THE VICE-CHAIRMAN (SEHRI H. C,
MATHUR): I will now put the amend-
ments to vote. Amendment No. 2.

Sarr SHRIYANS PRASAD JAIN:
In spite of the fact that the Minister
has not given a satisfactory reply, I
beg to withdraw my amendment.

*Amendment No. 2 was, by leave,
withdrawn,
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Surr C. P. PARIKH: Sir, I beg to
withdraw amendments Nos. 3 and 4.

*Amendments Nos. 3 and 4 were,
by leave, withdrawn.

Tue VICE-CHAIRMAN (Serr H.
C. MaTtuUR): The question is:

5. “That at page 3, line 15, after
the word ‘above’ the words ‘and/or
any body corporate in which any
member or any person connected

with, the managing agents is a
director’ be inserted.”

The motion was negatived.

Tue VICE-CHAIRMAN (Sarr H.

C. MaTHUR): The question is:

6. “That at page 3, line 24, after
the word ‘corporate’ the words ‘or
any relative of the member’ be
inserted.”

The motion was negatived.

Sarr C. P. PARIKH: Sir, I beg to
withdraw my amendment No. 7.

* Amendment No. 7, was, by leave,
withdrawn.

Tue VICE-CHAIRMAN (Surr H.
C. MatHUR): The question is:

8. “That at page 3, line 50, after
the word ‘members’ the words
‘and/or any relatives thereof’ be
inserted.”

The motion was negatived.
Tue VICE-CHAIRMAN (SHr H.
C. Matuur): The question is:

9. “That at page 4, lines 1 to 30
be deleted.”

The motion was negatived.

Surr C. P. PARIKH: Sir, I beg to
withdraw my amendment No. 10.

*Amendment No. 10 was, by leave,
withdrawn.

Tue VICE-CHAIRMAN (Smrr H.
C. MaTHUR): Now I put amendment
No. 11.

*For text of amendments vide cols.4073—4074 supra
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Surr SHRIYANS PRASAD JAIN:
But the amendment is clearly barred. )

Tee VICE-CHAIRMAN (Sart H.
C. MaTuur): Is the hon. Member
withdrawing it?

Surt S. N. MAZUMDAR
Bengal): But if it is
barred.

Surt BHUPESH GUPTA: I may be
allowed to withdraw it.

Tuee VICE-CHAIRMAN (Serr H.
C. MaTHur): It is not parred.

(West
barred, it is

* Amendment No. 11 was, by leave,
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" MATHUR): Does Mr,

withdrawn,

Tue VICE-CHAIRMAN (Serr H.
C. Martuur): Then there is amend-
ment No. 12. Does Mr. Bhupesh

Gupta withdraw it?

Surt BHUPESH GUPTA: If it is
not barred, I do not withdraw it.

Tue VICE-CHAIRMAN (S=rr H.
C. MatruRr): The question is:

12. “That at page 7, lines 34-35,
the words ‘or body corporate (not

being the managing agent)’ be
deleted.”

The motion was negatived.

Tur VICE-CHAIRMAN (SeHrr H.

C. Maraur): The question is:

13. “That at page 7, lines 38-39,

the words ‘or body corporate’ be
deleted.” .
The motion was negatived.
Tae VICE-CHAIRMAN (Sart H.

C. MaTtrUR): Then I come to amend-
ment No. 14, moved by Shri Parikh.

Surr C. P. PARIKH: Sir, I may be
permitted to withdraw my amend-
ment,

*Amendment No, 14 was, by leave,
withdrawn,

*For texts of amendments wvide

col. 4074 supra.
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Jain press his
amendment, that is amendment No. 157

Sar; SHRIYANS PRASAD JAIN-:
Sir, I request leave of the House to:
withdraw my amendment.

THE VICE-CHAIRMAN (SHrI H. C.
MaTHUR): But I find that two others-
also had given notice of the same-
amendment It stands in the name of
two othems also one of whom— M,
Doshi—is not here now. So it can-
not be withdrawn, I shall put it to.
vote.

The question is:

15, “That at page 6, after line 11,
the following proviso be inserted,.
namely:—

‘Provided that an individual, by
whatever name called, not being.
an associate of the managing agent
or secretaries and treasurers, whos-
is subject fo the superintendence,.
control and direction of the manag-
ing agent, secretaries and trea-
surers or managing director, shall
not be deemed to be a manager.”

The motion was negatived.,

Tur VICE-CHAIRMAN (Sur; H. C.
MATHUR): The question is:

“That clause 2 stand part of the
Bill”

The motion was adopted.
Clause 2 was added to the Bill.

SHRI KISHEN CHAND (Hyderabad):
Sir, there is definition of item (20) in
this clause 2 to which some objection
had been taken. But that stands part
of this clause, So should we not take
a separate vote on definition of item:
(20)?

THE VICE-CHAIRMAN (SHr:r H. C.
MATHUR): But there was no amend-
ment.

SHr; KISHEN CHAND: It is just &
question of deleting that item (20)
from the clause. That is a negative-
amendment and no negative amend-
ments are moved. This is not the
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.subject for an amendment but taking e
.a particular point and......

THE VICE-CHAIRMAN (Sar1 H. C.
MATHUR): Clause 2 as a whole has to
be put to vote. I cannot put part of
the clause to the vote of the House,
There wag no amendment to it also
and the clause has been adopted.

There are no amendments to claus-
es 3 and 4.

Clauses 3 and 4 were added to the
Bill,

«Clause 5 (Meaning of “officer who is
in default”)

THE VicE-CHAIRMAN (Sar1 H. C.
MatHUR): Now I come to clause 5 to
which there is an amendment stand-
ing in the name of Mr. Gutpa and
others.

SHRI
move:

16. “That at page 10, lines 43-44,
the words 'and wilfully’ be deleted.”

BHUPESH GUPTA: Sir, I

(Amendment No. 16 also stood in
the names of Shri Abdur Rezzak
Khan and shri K. L, Narasimham.)

Tue VICE-CHAIRMAN (Sur; H. C
MATHUR): Now the amendment and
«clause 5 are open for discussion.

Serl BHUPESH GUPTA: Sir, it

may be that at the end I withdraw
4his amendment of mine, but I would
like to explain why I have moved
it. It will be seen that this clause
vefates to certain responsibilities on
the part of officers of a company. The
wording in the clause is that he must
be found to be wilfully guilty, That
is the meaning of the “officer who is

in default” as defined here in this
clause, But the trouble is that the
word “officer” is used here. And I

feel there will be some difficulty in the
administration of this portion of the
law. I have no doubt in my mind that
as far as the managing agents and the
managing director, the secretaries and
{reasurers or some such people who
are really at the helm of the company’s
affairs are concerned, if they are guilty,

[ RAJYA SABHA ]

Bill, 1955 4094

they should be considered as officers
in default, whether the thing is done
wilfully or not. The presumption
should be that in the event of any
default, these people had been wil-
tully at fault and it shoulq be left to
them to prove that that presumption
is wrong, they should be left to rebut
that presumption. But the trouble is
when it comes to the other officers. The
term “officer” covers a wide range of
persons. Sir, very often these other
officers do things without knowing what
had happened at the top and without
knowing, they may land themselveg in
some trouble, although they did not
stand to gain anything by way of

money or anything of that sort.
Therefore, in a way, they will
suffer. So my suggestion is that

the Minister may be pleased to restrict
this clause fo the cases of the big
people, in which case I am prepared
to keep it. Therefore, in my amend-
ment I wish to suggest that the worl
“wilfully” be deleted. But if it is not
accepted, I shall not press it to the
vote,

SHRI C. P. PARIKH: Sir, as regards
this amendment of my hon. friend Mr.
Bhupesh Gupta, I feel that both the
words “knowingly” and “wilfully”
should be there in this clause, because
these offences are committeq with the
knowledge of these officers. Therefore
it is very difficult to trace whe‘re the
offence and the cause of it lie. And
if they did not have any knowledge of
it how did they participate in it?
Therefore, I feel that this amendment
should be’rejected. The offence should
be punished. Actually the words
znowingly and wilfully” should alsa
be there in line 42. As it is, this
amendment that is now moved may
be rejected,

Surr BHUPESH GUPTA: | am not
pressing it.

Sur;y M. C. SHAH: Sir, this has
been very deliberately done. The
distinction is there of the officer who
kncwingly does a thing and of the
officer who “authorises” the doing of
it. In the case of the officer who
authorises the terms “knowingly and
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wilfully” should be there. In the
other case the officer knowingly does
the thing. So there is that distinction.
So I submit the amendment may be
rejected. ’

Tue VICE-CHAIRMAN (SHrr H. C
MaTHUR): Even when Mr, Gupta does
not want to press his amendment, I

am unable to take advantage of his
generosity, for......
Suri BHUPESH GUPTA: I am be-

tween the devil and the deep sea, 1
suppose.

Tae VICE-CHAIRMAN (Sarr H. C.
MaTHUR): The hon. Member need not
worry, I have to put his amendment
to vote, because it stands in the names
of three Members and the other two
are not here to say whether they with-
draw it or not.

The question is:

lo, “That at page 10 lines 43-44,
the words ‘and wilfully’ be deleted.”

The motion was negatived.

Te VICE-CHAIRMAN (SHrr H. C.
MatHUR): The question is:

“That clause 5 stand part of the
Bill”

The motion was adopted.

Clause 5 was added to the Bill.

Tue VICE-CHAIRMAN (SHr1 H. C.
MATHUR): Now we take up clauses 6
to 40. There are no amendments pro-
posed to these clauses, but anybody
wants to speak on them may do so.

R wwew gt dwr : Fwwumhr
wEiT, T & o wgt Pedesq ¥ sven
= g ¥, v ap P At @t ot A
b rar & | A wwrw & teww gw
Targen w7t aied =t deaw R #
x wet s feer ot w ot gt Pewe
= & 79 dve &1 =W O At g o
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Serr M. GOVINDA REDDY: 1
would like to point out some verbal
changes required in clause 11, In
sub-clauses (1) and (2), the words used
are “¥** Indian law”. “Indian law”

does not sound well; it should be “the
law of the Indian Union”.

Sart BHUPESH GUPTA: It must
ctome by way of an amendment.
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SHr1 M. C. SHAH: Does
any difference?

it make

Surr SHRIYANS PRASAD JAIN:
The Lok Sabha has made an amend-
ment to clause 6 and has included
provision to the effect that if the first
cousins are not members of the joint
Hindu family, they will not be consi-
dered as relatives for the purposes of
this Act, It means that relatives can
come in provided they have no finan-
cial interest. The present pattern of
society is such that brethers are not
residing with the other brothers; they

are living separately and have no
common financial interest. It will not
be in the fitness of things to retain

this deflnition and debar them. 1 can
understand if these people have any
financial interest with the brothers or
parents or uncles or aunts etc., it is
all right; but, if they have no financial
interest these people should be exclud-
ed as has been done in the case of
first cousins.

(Shri P, T, Leuwa rose.)

Sir1 BHUPESH GUPTA? I think
the hon. Membher can speak after me.

SHrRr P. T. LEUVA (Bombay): I
am not going to reply to you.

Suri BHUPESH GUPTA: The hon.
Member will have to help the hon.
Minister. The very opening has been
difficult for him. I do not know how
he will pilot all these 600 odd clauses.

We have not given any amendment
to any of these clauses because we do
not see any point in bringing forward
any amendment but we feel that we
should give some of our ideas for the
consideration of Government in regard
t> these clauses. As you know, Sir,
these rlauses deal with the Memoran-
dum and articles of association, regis-
tration and so on. Certain procedural
matters and certain formalities that
have to be gone through before com-
panies come into existence are dealt
with in these clauses. I do not say
that whatever is said In the Memoran- !
dum and articles of gssociation is not |
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required to be said. What I feel is
that the Memorandum and articles of
association should contain much more
things than what is said in them. For
instance, you find in these documents
some kind of formulations and pre-
sentation of facts in order to attract
shareholders and in order to draw
capital towards them. At the same
time, nothing is said about how the
interests of the workers would be
looked after when the company comes
into existence. The approach is one
of profit making, It is understandable
that the capitalist concerns would be
guided mainly by the profit motive
and that also holds good as far as the
prospective shareholders are concern-
ed. From the point of view of the
public and from the other point which
I am interesteq in, certain obligatory
things should be said in these docu-
ments in regard to how, when a com-
pany comes into existence, it would
deal with the gquestion of labour and
all that. Nothing is said about it.

It is said somewhere else that Gov-
ernment will have power to retuse

registration of a company with an
undesirable name. T do not know
what exactly is meant by that. To
me, the names of the British com-
panies are undesirable because they
smack of certain very rotten things
in our society. We want to

get out of that state of affairs. There
fore. this clause requires a little more
of explanation as to what is meant by

the word “undesirable”, If a com-
pany is started by Messrs. Andrew
Yule & Co., I for one would not

register any company with that sort
of name. We want to know what
exactly the Government policy is in
regard to this matter. 1 generally
support this point of view because we
must see that certain names are not
registered at all, We should nof
entertain such applications at all.

“(India) Limited” is another {trick
that is going on. There are certair
companies like Ralli Brothers (Indiay
Ltd., Imperial Chemical (India) Lid.,
and all that. This is a great fraud.
I am not going into the detalls of
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these because they relate
other things but when the company is
essentially a foreign one, there is no
reason why this sort of addition should
be allowed. They do it only with a
view to deceiving the public or to
circumventing certain laws, Such
things should not be given any quarter
and the memorandum and articles of
association of such companies should
be rejected outright. They should not
be eligible for regisfration at all
Government should have definite ideas
about this and decide which companies
are to be registered and which not.

{Mgr, DepuTty CHAIRMAN in the Chair.]
1 know that the hon, Minister, when
he gets up, will not be in a pbsition to
say anything on the subject. As he
must give an answer, he will say
something. It is a “must” for him, a
formality, but what I would like to
convey to this House is that this is
a matter which calls for a little deeper
consideration. It should be approach-
ed from the point of view of the
national interest and from the point
of view of the consumers and the
workers, After all, the companies,
even if they are started by the capi-
talists, are run ultimately, as far as
production is concerned, by the work-
ers and their interests should, as far
as possible, be guaranteed at the very
inception of such undertakings.

Surr P. T. LEUVA: Mr. Deputy
Chairman, I wish to make a few
observations regarding clause 13.

Clause 13(1) (a) says:

“the name of the company with
‘Limited’ as the last word of the
name in the case of a public limited
company and with ‘Private Limited",
as the last words of the name in
the case of a private limitedq com-
pany;”

In the case of a private limited com-
pany, it must say that the company
is a private limited company; in the
case of a public limited company, the
mention of the word “Limited” Iis
sufficient. It appears to me that the
Draftsman has forgoften to mention

[ 22 SEP. 1855 ]

to some |

Bill, 1955 4100

one category of companies. The com-
panies can be limited by shares as
well as by guarantees. Obviously,
“public limited companies” would
mean that the company might be
limited by shares or limited by
guarantee but the Draftsman has not
mentioned specifically whether “limit-
ed by guarantee” would be covered by
clause 13(1)(a) or not. I would there-
fore submit that it must Be specifically
laid down that this also covers the
case of a company which is a limited
company by guarantee. This clause
is based on the English law and cor-
responds to section 2 of the Companies
Act in England, which says: “The
memorandum of every company must
state the name of the company, with
“limited” as the last word of the
name in the case of a company limit-
ed by shares or Dby gu?hntee."
Therefore under the English law it is
quite clear that when there is a com-
pany either limited by shares or by
guarantee the word ‘limited’ is to be
used, If you strictly interpret the
present clause 13, it would exclude a
coppany which is limited by
gurantee. I would submit, Sir, to the
Government—of  course it does not
involve any question of principle but—
that I personally feel that there must
be some amendment to this effect to
show that this also covers the case of
companies limited by gurantees.
(Interruption).

That is my interpretation because
this clause has been drafted on the
basis of section 2 of the English Com-
panies Act, While the English Com-
panies Act has specifically mentioned
“company limited by shares or by
guarantee” it has not been made clear
in our clause 13,

I would now come to clause 13, sub-
clause (3) which reads:

“The memorandum of a company
limited by guarantee shall also state
that each member unaertakes to
contribute to the assets of the
company in the event of its being

wound up while he is a mem-
ber or within one year after
he ceases to be a member for
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payment of the debts and liabilities
of the company, or of such debts
and liabilities of the company as
may have been contracted before he
ceases to be a member, as the case
may be, and of the costs, charges
and expenses of winding up, and
for adjustment of the rights of the
contributories among themselves,
such amount as may be required
not exceeding a specified amount.”

Now you know, Sir, that the liability
of a member in a company limited by
shares is limited to the extent of the
amount which is unpaid on the share
which stands in the name of a parti-
cular member, but this sub-clause
there relates 1o the case where limi-
tation is by guarantee. Under this
clause the liability of a member
extends first of all to such amount as
might have been mentioned in the
memorandum of association at the
time he joined the company. Now
this liability to pay at the time of
winding up extends to two things.
First is the liability createq by the
company till the time he i a member
and he must pay this in the case of
the winding up of the company tak-
ing place while he is a member. Sup-
pose a person is a member of a com-
pany which is limited by guarantee.
That company goes into liquidation
and the person was a member of that
company on a particular date. say,
the 1st of April 1954, Now on the
date of 1st April 1954 whatever debts
are contracted by the company the
member would be liable to contribute
pro rata. But there is another pro-
vision also which is made here and
it is this. He might have been a
member on 1st April 1954 but he
might have sold hig share on the 2nd
April 1954 and the winding up pro-
ceedings take place within one year
after he ceases to be a member.
Therefore his liability still subsists so
far as the debts and lisbil‘ties of the
company are concerned incurred upto
1st April 1954. That is all right. But
in the present provision a new idea
has been put, namely, that the liabi-
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lities which are incurred after the
member his ceased to be a member
of that company, those liabilities still
subsist till the date of winding up.
Now suppose a person has ceased to
be a member on lst April 1954 and
winding up proceedings take place on
2nd February 1955. The winding up
proceedings have been within one
year. Therefore obviously the mem-
ber would be liable to pay the debts
of the company as they stood on 1st
April 1954. But a new idea has been
put in this clause to cover the debts
which might be incurred between those
two dates, 1st April 1954 to 31st March
1955, whatever the liabilities. Fresh
liabilities’ are inserted, liabilities in-
curred within one year after he
ceases to be a member. Now obvious-
ly this is an inequitable thing, In the
English Act also there is the provision
that the liability of a member ceases
the moment he ceases to be a mem-
ber, but here in our clause 13 the
liability is sought to be increased. The
person has ceased to be a member
on 1st April 1954; he is no longer a
member of that company, but becausc
the winding up proceedings take olace
within one year after he ceases to be
a member whatever fresh ligbilities
are incurred by the law, they are also
passed on to the person who has al-
ready ceased 1o be a member.

Mr. DEPUTY CHAIRMAN: Please
see the provision “for payment of the
debts ang liabilities of the company,
or of such debts and liabilities of the
company as may have been contracted
before he ceases to be a member”.
His liability is only for debts incurred
when he was a member and it extends
to one year after he ceases to be a
member,

Sgrr M. C. SHAH: He does not

want to have that liability also.

Surt P. T, LEUVA: [ do not want
the liability which is contracted after
he ceases to be a member.

Mgr. DEPUTY CHAIRMAN: His
liability extends to one year after he
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ceases to be a member for payment
of the debts ang liabilities of the com
pany Incurred when he was a mem-
ber

Surt M. C. SHAH: Yes, Sir,
Sar; P. T. LEUVA: Al right, Sir.

SHr1 C. P. PARIKH: I first want
to know, Dbefore I criticise the
“Definition” the meaning of “relative”
given in clause 2. 1 want to know
from the Minister whether under
“brothers or sisters, or as brother and
sister” brother’s wife and sister’s
husband and vice versa come. Also I
want to know whether “uncle or aunt,
and nephew or niece” refer to the
maternal side or paternal side. I want
to know what are the implications of
these two categories before I go over
to offer my remarks.

Surr M. C, SHAH: Let him offer
his remarks first. I cannot explain
that way. If he raises some point I
will give a reoly. He wants first
explanation; then he wants to com-
ment It is wonderful.

SHRI B. C. GHOSE: Surely we must
understand the thing.

Surr M. C. SHAH: Let him place
a point and to that point I shall reply.

SHrr C. P. PARIKH: I want to know
what he means by this definition. On
these words I want a clarification and
a clarification cannot be denied, Sir.

SHrT1 M. C. SHAH: I say the words
are there. You just read them and
find out what is the meaning. If there
is any doubt then you raise that point
and then I shall reply, It is ordinary
intelligence.

Sur1 C. P. PARIKH: Now the Min
ister in this case is requested to clarify
the point whether brother’s wife is
included in that or not, whether
sister’s husband is included in that or
not. These are simple questions. How
can we offer our remarks on these
without knowing it. The hon. Min-
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ister has the whole secretariat behinc.
him, legal advisers, etec,

Mgr. DEPUTY CHAIRMAN: Whien.
clause do you refer to?

SHr: C. P. PARIKH: Clause 8, <ub-
clauses (iii) and (iv).

SHRI M. C. SHAH: “Two persons
shall be deemed to be ‘relatives’ {if,
and only if, they are husband and
wife, or she one or the spouse of the
one ig related to the other or the
spouse of the cther, whether by legiti-
mate or illegitimate descent or by
adoption and whether by full blood
or by half blood, in any of the follow-
ing ways, namely, (i) as parent and
child” and so on upto (v). It is just
arithmetic. You calculate,

Sur1 C. P. PARIKH: I only wanted
a clarification. The Minister could
have given it much earlier, I had it
in mind that it was included but I
wanted to know it from him in order
to be sure

Surt M. C. SHAH: I am not here
under the cross-examination of my
friend Mr. Parikh,

Surr C. P. PARIKH: I was only
asking for a clarification and when
the Bill is under discussion clause by
clause, any clarification required should
be given. Anyway, I am thankful to
him now for having given it,

Sgrr M. C. SHAH: It is very clear
as il is.

Sarr C. P. PARIKH: Now, I come
to this point about the meaning of
“relative”. The Joint Select Committee
when they defined ‘“‘associate” did not
take so many relatives whieh they
have taken now in clauses 293, 294
296, 313 and 356 to 360 and 369. In
all these clauses. the relative was no.
there: only the associate was there,
That was the report of the Joint Select
Committee and after that these changes
have been made. I quite agree that
I suggested to the hon. the Finance
Minjster that this should be included
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[Shr1 C. P. Parikh.]
because that was a lacuna. I am

thankful to him for having included 1t
but I also asked him to exclude sub-
«clause (v) of clause 6 relating to first
cousins It is no use going to such
distant relationship when you are
incorporating relatives in so many
clauses

Mr DEPUTY CHAIRMAN: That is
qualified, It says, “provided the
«cousins are members of a Hindu Joint
family ...”

Sarr C P PARIKH: I say it should
be entirely omitted. When we are
saying all these—brother’s wife, sister’s
“husband, uncles and aunts, paternal
and maternal, 1magine what will be
the number of relatives of one
«director This whole group of relatives
from (i), to (v) .s more than
-adequate and the first cousins should
go. 1 say the members of the Jomnt
‘Select Comm.ttee have not taken this
'point of view in th.s matter Srir,
mmany representations were wmade 10
the Finance Minister

Mr DEPUTY CHAIRMAN:
way, there 1s no amendment,

Any-

Surr C, P PARIKH: But as the
«clause js under discussion I say that
sub clause (v) should be dropped be-
.cause when a company has 10 directors
and each director has 15 or 20 relatives
under this clause, more than 200 per-
sons will be brought in. Therefore
the first cousins under sub-clause (v)
should be omitted although there is
the qualification that they must be
persons having a common grandparent
and members of a Hindu Joint family.
With regard to sub-clauses (1) to (1v)
4t is very clear, but regarding first
<ousins we do not know sometimes
There are marriages; there are divorces
and so many other things and 1t 1s not
-possible for the company to have a
register of all such relatives. There-
fore 1 say that the Finance Minister
should consider dropping sub-clause

)

Now, with regard to “(India) Ltd.”,
Mr. Bhupesh Gupta said that this

[ RAJYA SABHA ]

Ball, 1855

should not be used by the foreign con
cerns, That 1s an old argument that
foreign companies should not directly
or indirectly be allowed to operate in
this country. He forgets convenientl,/
that we require fore.gn assistance. He
also forgets convenienily how many
technical units of manufacture are
being run in our country which cannot
be run without foreign assistance and
without their technical help. 1 think
there are 60 big umts in India which
are making a profit of over Rs. 20
lakhs every year and out of these 60
units, 30 concerns are owned and
managed by foreigners Do we not
desire the existence of these concerns?
Do we not want to promote more con-
cerns 1n India? I think that argument
should not be accepted.

4016

Now, with regard to “Private
Limited”, again I want a clarification
from the Finance Minister whether in
“body corporate” wherever it appears
“Private Limited” 1s included or not.

Sury M, C. SHAH: With regard to
the first point, my friend M. Shriyans
Prasad Jain wants to restrict the
relatives and my friend Mr. Parikh
complained that certain of his sugges-
tions were accepted while others were
not accepted. Whenever we felt that
there were loopholes, we accepted his
suggestions

Mr. DEPUTY CHAIRMAN: The
complaint 1s that you have gone far
beyond his suggestions.

SHRI M C SHAH: There were two
kinds of suggestions with regard to
clause 2 There were certain mistakes.
Relatives were to be brought in and
the moment he drew our attention to
the fact that it should be there because
that was the intention of the Joint
Select Committee, we accepted his
suggestion, But he also wanted to
restrict clause 6; he wanted us to
drop first cousins. We considered it
and we thought it was not in public
Interest now to drop these first cousins,
As a matter of fact we did not want
to allow these managing agents and
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their associates to take advantage About brother’s wife and sister’s
through relatives. Relatives were very husband, they have already been

well defined by the Select Committee
but when they thought that first
cousins as they stood may not be
members of a Hindu Joint family, the
qualifying provision was put there. So
he must thank the Finance Minister
that he has accepted his suggestions.
As far as the first cousing are concern-
ed my friend Mr, Shriyans Prasad
Jain would like to put in as many
restrictions as possible but I am afraid
I cannot accept......

MR, DEPUTY CHAIRMAN: There
are no amendments and there is
nothing to accept.

Surr M, C. SHAH: Only he wants
that relatives should go. Again there
will be a wide field for all the abuses
which were mentioned by Mr. Dhage
and also by the shareholders’ memo-
randum some time back and we do
not want to open that wide field again.

With regard to the point of Mr.
Leuva, under section 2(3) of the
English Act also the liability of a

member continues for a period of one
year after he ceases to be a mem-

Mr. DEPUTY CHAIRMAN: He has
withdrawn hig objection.

Sarr M, GOVINDA REDDY: The
Chair has convinced him. The hon.
Minister need not reply that point.

SHrr M. C. SHAH: My friend Mr,
Bhupesh Gupta wanted to have some
restrictions on foreigners. We cannot
impose any restriction on foreigners
which are not imposeq on Indian
nationals in the foreign countries.
Trade and commerce are mutual and
international amity requires certain
things to be observed or done. We
cannot take unilateral action in such
matters and therefore we do not pro-
pose to have any discrimination intro-
duced in this Bill against the
foreigners. Therefore his remarks are
not worth considering.

78 RSD.—8
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explained and I think my friend Mr.
Parikh is now satisfied that brother’s
w.fe would be included. Sister’s hus-
band will also be included; also all
those relatives.

Sury M, GOVINDA REDDY: Even
those who are not related are includ-
ed.

4 PM.

Surr M. C. SHAH: Now, Sir, those
are the only points that have been
raised in the debate, though there is
no amendment. So, I submit that the
House will pass all these clauses as
they are from 6 to 40.

MRr. DEPUTY CHAIRMAN: The
question is: :

“That clauses 6 to 40 stand part
of the Bill”.

The motion wag adopted.

Clauses 6 to 40 were added to the
Bill. -

Clause 41 (Definition of ‘“member”)

Mr. DEPUTY CHAIRMAN: Now,
we take up clause 41. There is one
amendment by Mr. Bhupesh Gupta.

Sari BHUPESH GUPTA:
move:

Sir, I

17. “That at page 23, after line
44, the following be inserted, name-
ly:.—

‘(3) No one who is not an Indian
national shall be regarded as a
member:

Provided that Pakistani nation-
als and nationals of other coun-
tries but of Indian origin, shall,
with the permission of the Gov-
ernment of India, be entitled to
subscribe to shares and thus be
regarded as members’.”

Mgr. DEPUTY CHAIRMAN: The
clause and the amendment are open
for discussion.
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Suri BHUPESH GUPTA: Sir, you
can quite gather from the text of tbe
amendment that according to us it is
an important amendment. According
to Government it is perhaps not even
worth considering. But that does not
make it any the less important for
the country and the people. What do
I say? Here, clause 41 relates to the
membership of a company. I want to
insert a proviso: “No one who is not
an Indian national shall be regarded
as a member: provided that Pakistani
nationals and nationals of other coun-
tries, but of Indian origin, shall, with
the permission of the Government of
India, be entitled to subscribe to shares
and thus be regarded as members.” 1
have been told by more than one
Member from that side of the House
that we require foreign investment
and all that. By foreign investment,
of course, they mean foreign private
capital investment which is otherwise
called equity capital investment. Now,
Sir, 1 would come to that later on, but
here what I want to say is this. Non-
Indian nationals should ordinarily be
excluded from promoting any new
companies. I have made two excep-
tions. In the case of Pakistan having
regard to the close economic ties that
we have got with that country because
of the history of the past, we want
that Pakistani citizens are not debarred
from starting companies here, provid-
ed they fulfil certain obligations and
get the official sanction. Likewise, I
have also in mind meant those of our
countrymen who have gone abroad and
acquired the citizenship of other coun-
tries. Shall we say, a person of Indian
origin, who is a citizen of Ceylon
today, would be eligible for member-
ship of a company, provided he gets
the sanction of the Government. Now,
I have made these two exceptions
deliberately with a view to covering
such people, because we have got
veople of Indian origin spread in
different parts of the world, Now,
Government is put to the test as far
as this amendment is concerned. We
certainly stand for the industrialisation
ef the country. 1 have made it clear
time and again in this House and the

position has been made clear also in
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the other House, that we do stand for
industrialisation of the country. Let
there be no doubt about it.
having regard to the present state cf
our development, our economy and
various other factors, subjective as
well as objective, we also feel that for
a time, at any rate, private capital
has an important part to play in our
economy, of course under direction
and control in the interests of the
public. Therefore, we feel that these
companies that are going to come
into existence in the future have an
important part to play. I do not know
to what extent they will be ‘well
directeg by the Government, because
the policies of the Government how-
ever much it may talk about indus-
trialisation of the country, is one of
blatant support to the monopolist
class. Well, I do not stand for private
capitalist  exploitation ideologically
speaking, but we are realists and
therefore, we take it also that for
some time to come the private capita’
will have a part to¢ play, In that con-
text, naturally the new companies that
are coming into existence or which
will come into existence in future
acquire great importance. Now. who
should start these companies? [ say,
ordinarily speaking none but Indian
nationals should be allowed to start
private concerns in our country. I
know that hon. Members from that
side of the House would say that it is
dogmatism. They will perhaps suggest
that I am pressing forward a certain
particular bias, political ideology, and
all that. Nothing of the sort. All
that I say is that today what is most
important, when we have in view the
industrialisation of the country, is to
keep in mind the simple fact that our
economy has got to be made indepen-
dent, that we must start industries on
our own, that we must get out of the
clutches of foreign interests that we
must stand on our own legs, and we
must assert ourselves in such a man-
ner that it becomes impossible tor the
existing foreign undertakings to fleece
the resources of the country, T must
have that outlook, otherwise what s
the use of talking about the second

Five Year Plan and all that dangling
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Secondly
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the carrot of industrialisation of the
country, until and unless that indus-
trialisation becomes our own indus-
trialisation? Hon. Members will say,
perhaps some of them seem to have
some misconception about this matter,
will perhaps ask “from where do we
get this capital if we do such things?”
I say as an answer to thig that we
have got plenty of resources in our
country which we must harness with
a view to develop the economy of our
country, For these shareholders of
private companies and all that we
need not go outside the country. Let
us first utilise the resourcesg that are
within the country and start companies
with them. And let these companies
and undertakings be placed in the
hands of Indian nationals, no matter
to which party they belong That is
our demand,

Sir, much has been said about foreign
assistance and all that. Whenever 1
raise this question, some hon. Members
and Mr, Dasappa in particular docs
not find that I have any original sug-
gestions to make. But he always
makes himself Iudicrous by making
original suggestions. And he always
says ‘“there is nothing new that we
hear from him.” But I should like to
say that old things and past experi-
ence have to be borne in mind... ..

Some HoN. MEMBERS: Here Mr.
Dasappa comes.

SHrr BHUPESH GUPTA: Here
comes the ex-Finance Minister and I
will try to put something into his head
if that head will kindly receive noble
ideas. When I say such things, repeat
the old things, it is because I feel that
some of the important things that you
should do you are not doing, It is not
a question of spreading any novel or
new ideas. It is a question of redeem-
ing some of the past pledges. Did not
we say in our Independence Resolu-
tion that we must break the power of
foreign capital? Did not the Prime
Minister in “Parting of the ways” in
1840 write that the hold of the city
of London on our economy must be
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wroken? Did not the Ramgarh Congress
pass a resolution in the same strain?
These are vital questions that the hen.
Members must ask themselves, There-
fore, I say when we are looking for-
ward to starting of new industries,
undertakings and joint stock compa-
nies,—and we are told that they will
be fifty thousand by the end of the
second Plan—we  must naturally ask
ourselves, who will run these indus-
tries? Who will start them and who
will sponsor them? This is a question
of policy to which Government must
give g satisfactory answer. It is that
we cannot become industrialised un-
less and until we go to the imperia-
lists? Do they, the Americans and
British, allow others to go to those
countries and start new factories, 1
ask. You will say, “What about the
Soviet Union?” The Soviet Union does
not go to other countries to exploit.

SHrr M. GOVINDA REDDY: What
about China? (Interruptions.)

Sur1 BHUPESH GUPTA: Yes, I will
come to that. (l’%érruptions.)

Mgr. DEPUTY CHAIRMAN: Order,
order.

SHRrr S. N. MAZUMDAR : Hon. Mem-
bers like Mr. Dasappa will require to
be enraged, I want to say in this
connection that......

SHr1 M. GOVINDA REDDY: I want
to ask the hon. Member whether the
Soviet Union did not start a number
of industries.

Saurt BHUPESH GUPTA: I will
come to that. Mr. Reddy is a very
knowledgeable person and generally he
is very sober and reasonable. He will
understand me if I say that what the
Soviet Union has given to China is a
loan and on that loan, one per cent.
interest is to be paid, but the industry
belongs to the Chinese people and not
a pie earned out of the industry goes
outside that country, except the one
per cent. interest,
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Mgr. DEPUTY CHAIRMAN: Come
to the amendment. You need not
repeat all those things.

curi BHUPESH GUPTA: This is a
well known fact. If you want to get
a loan from any country, I have no
objection. You get the loan from the
United States of America or the United
Kingdom on suitable terms, What we
are opposed to is not getting loans
from such c-untries on reasonable
terms. They will not have any equity
interest. But we are opposed to the
private investment to carry on—what
1 call—the colonial plunder of the
resources of our country. That is the
difference between a loan capital
investment and private investment in
a country. Takin~” loan from other
countries, whether you call it export
credit facilities or not that is a dif-
ferent thing. Suppose, we have got a
steel plant from the Soviet Union.
Profits earned out of that plant will
not go to the Soviet Union, except the
price of it that you will have to give to
them. But the Standard Vacuum Oil
Company which has got its establish-
ment here sends its profits or a part
of them to their country angd they will
draw dividends from our country.

(Time bell rings.)

Mgr. DEPUTY CHAIRMAN:
will do, Mr. Gupta.

Surt BHUPESH GUPTA: No, Sir. I
will have to speak.

That

Mr. DEPUTY CHAIRMAN:
do not repeat all those things,
not going to allow it.

Please
I am

SHR1 BHUPESH GUPTA: You may
not allow. If you do not allow, [ wilt
not speak.

Mr. DEPUTY CHAIRMAN: You
should not repeat your arguments;
you have said all these things.

Surr BHUPESH GUPTA: This is a
very simple amendment, I know that
if you were in Government, perhaps
you would have accepted it. But these
people do not accept. Therefore. ....
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Mgr. DEPUTY CHAIRMAN: No
amount of repetition will add weight
to your points.

BHUPESH GUPTA: 1 will
come to my point. I cannot move an
amendment without an introduction.
It is rather difficult. I say that this
difference must be understood. 1 say
that these foreign nationals should not
be allowed because it will lead to
exploitation of our resources, That is
why I am opposed to it. Whatever is
earned by way of profits, a part of it
at least will be remitted outside our
couniry. That is 1o say that with the
earnings of these concerns, it will not
be possible for you to utilise them for
the development of your economy Or
what you call the planned and well
directed re-investments in our country.
As we know, according to the Finance
Minister himself, Rs. 30 croreg are
estimated to go outside India every
yvear by way of profits and interest
alone. We do not want to carry for-
ward this legacy into more intensified
exploitation ot our resources.
If you add the other earnings of these
foreign concerns, about a hundred
crores of rupees or more are remitted.
If in a national income of a thousand
crores of rupees, 125 crores of rupees
are taken away, by any volume, this
is a substantial amount and we can-
not permit such a thing.

SHRI

Then, we have been told this morn-
ing by the hon. the Finance Min-
ister that the mnet inflow of
capital has been more than the
outflow. In other words, he has
told us that about Rs. 131 crores
of capital come into India as
private investment. If the money
comes by way of loan or by way of
equity investment and if it is honour-
able and favourable to us, certainly we
will try to avail ourselves of assistance
of that sort from any country. But
this money has come for exploitation
of the resources of India. It is well
known to whomsoever reads the Lon-
don Times that they are trying to
pump out capital from their country
for investment in certain under-deve-
loped and backward countries in order
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to earn ang maintain their position. !
Gone are the days when they could
hold our country in subjugation. But
still they look forward to the day when
by reason of their economic tentacles
they can keep countries under their
grip. Therefore, I say that no foreigner
more especially Britisher should be
allowed to start industries here. You
are giving them a fresh lease of life
by allowing them to float companies
and to start industries and to carry
on the exploitation of our resources.
1 say this is unpatriotic. I say that
the Company Law is out of tempo
with the times: I say the Company
Law is indeed making these people
great, these people who exploit all the
colonial and semi-colonial economies.
We are an under-developed and back-
ward people, We should look forward
to the day when we get free from
Leave our industries entirely in the
hands of the indigenous elements.
This is why I have vigorously pressed
for this amendment because there is
no use talking about your patriotism
every time. You always say that I
believe in foreign ideology and all
that. Here is a thing which relates
to Indian industries and I think and
sincerely believe that many of you
stand for India.

. Sir. what is most objectionable in
the whole of the Company Law is
that the entire thing, the British struc-
ture of joint stock companies, has
been left totally untouched. We have
been told this morning that among
the big managing agents are Messrs.
Andrew Yule and other companies
who carry on exploitation. Are we
going to tolerate such things? If such
things are made over even to Mr.
Parikh, Mr. Doshi and Mr. Jain, the
three musketeers. 1 leave the things
in their hands, But certainly I will
not tolerate any quarter being given
in future to foreign interests and this
is why I move this amendment and I
hope hon. members of the Congress
Party will accept it. T know they are
Indians and they should stand for In-
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but in practice also. Exploitation of
our resources by foreigners must be
stopped. But if they come here for
sincere assistance, we shall accept
them, but if they want to come here
for exploitation purposes such as jute
mills, copper mines or in engineering
or banks, we will tell them instantly
and straightaway that we are not going
to tolerate them. Therefore, I hope
that this amendment will be accepted
by the Government even at this hour.
{f they do not accept it they will ex-
pose themselves as an unpatriotic Gov-
ernment, a Government that protects
British capital, a Government that
sides with them, a Government that
follows the traditions of Mir Jafar
and not the traditions of the martyrs
of the liberation movement

Mgr. DEPUTY CHAIRMAN: Order,
order.

Sart BHUPESH GUPTA: ..... a Gov-
ernment that does not redeem the
pledges of the nation, a Government
that considers itself more bound by its
political undertakings to the British
than by its pledges to the people;
such a Government it is time to get

Mr. DEPUTY CHAIRMAN: Order,
order.

Surr BHUPESH GUPTA: What 7
was saying was that if you do not
accept this amendment, it is because
vou are interested in protecting the
British interests in this country.

Mr. DEPUTY CHAIRMAN: Order,
order. You are repeating vourself
again.

Surt BHUPESH GUPTA: I am
finishing. And it will only show that
not only do you want to keep the
managing agency system alive, but
yvou are also inviting them, you are
giving encouragement to British
interests to carry on the exploitation
of our economy. I think the people
will draw their conclusion with
regard to the Government which still
believes in protecting the interests of
the British capital in our economy.
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Surr H. P. SAKSENA: Did I not
say yesterday that it is impossible te
cure him?

Sarr KISHEN CHAND: Sir, I rise
to support this amendment. We should
very calmly and cerefully consider
the implications of this amendment.
The hon. the Finance Minister, only
a few hours back in his very lucid
and explanatory speech, tried to show
that it is a two-way traffic—our
nationals have invested their money in
foreign countries and the foreigners
have invested their funds in our
country. I entirely agree with the hon.
the Finance Minister, but let us not
only look to the past, let us look to
the future also. In the future we are
going to industrialise our country. In
that industrialisation can we really
allow these foreigners to take a big
part? I may warn the Government
that the foreigners are going to stran-
gulate our economy in future. I can=-
not see an Indian industrialist start-
ing any industry in a foreign country
of the world, in Burma, Ceylon, Aus-
tralia, South Africa, Canada or any
other country. Therefore, the result
will be that although the hon, Finance
Minister may have some idea when
he said that it should remain a two-
way traffic—it does not remain a two-
way traffic. It will be only foreigners
who will invest their funds in cur
country while our countrymen will
not be able to invest any funds oui-
side,

Then the question arises whether
this foreign investment creates such
types of industries which are going to
bring wealth to our country? Sir, the
type of industries that the foreigner
takes up in our country is of a well-
established nature. The hon. Minister
knows about the soap and match
industries. There is no need of repeat-
ing it. The result is that in the next
Five Year Plan, if we are going to
heavily industrialise our country
under that Plan structure, it will not
be advisable to permit the foreigners
to invest large sums of money in our
country. If they develop new indus-
tries, I would not mind it to some
extent, but if they were starting
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industries which really compete with
well-established Indian industries and
thereby really affect the interests or
Indians in this country, would it be
fair? Well, in his presentation Mr.
Bhupesh Gupta might have in his ora-
tory said certain things about British
interests. We should not be prejudiced
and immediately take up the attitude
that foreign investment jis in the best
interest of our country. I say, it is not
in the interest of our country. Foreign
investment in the next Five Year Plan
will be very prejudicial and highly
detrimental to the interest of our
country. By allowing managing agen-
cies we are permitting them to ex-
ploit. If some Indian families want to
take up new industries let them come
forward, because at least that money
will remain in our country.

Sir, we are going to have a deficit
financing of Rs. 1,000 crores. When
we are going to invest Rs. 5500 crores
both in the public and the private sec-
tors in the next Five Year Plan, what
is the advantage of taking about a
hundred crores of rupees from for-
eigners? Is it advisable? If in our
size of Plan of Rs. 5,500 crores, in-
cluding private and public sectors, if
we were getting a substantial amount
of investment from outside, there
would have been some justification.
But just to get Rs. 100 crores or Rs. 150
crores in our country permitting them
to exploit and comvete with the
Indian industry is not fair. Therefore,
I give my whole-hearted support to
the amendment of Mr. Bhupesh
Gupta.

Surt H. C. DASAPPA: Sir, I had
not the slightest idea of taking part
in a discussion on this particular
amendment for more than one reason.
I thought this question was sufficient-
ly dealt with by the hon. the Finance
Minister. both in the other House and
in this House, but since certain ideas
still loom large in the minds of some
of my hon. friends there, I feel, T
ought to say a few words.

Sir, how the Japanese built up their
industries would be a fascinating
story to know. How did they build
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up some of their industries? Take for
instance the electrical industries in
Japan. With their closest touch and
collaboration with the Westinghouse
Company of U.S.A. a concern has
built up both heavy and light electri-
cal indusftry.

Mgr. DEPUTY CHAIRMAN: How
many more minutes will you take?

Surt H. C. DASAPPA: A few
minutes more, Let me tell you, Sir.
today they are exporting to America
certain of these electrical goods, like
the high tension insulators. That is as
a result of getting the technical know-
how from America, which is abreast
with the latest development in this
direction. But, Sir, how are they go-
ing to give you that technical know-
how? There must be some terms which
are favourable to them, as indeed they
should be favourable to us, This is
such a simple elementary thing that
I am astonished that my friends should
be thinking on different lines. 1 say
we cannot build up the entire eco-
nomy without any kind of foreign
collaboration.

Then, Sir, take another point which
my friends, Messrs. Kishen Chand and
Bhupesh Gupta have mentioned. Are
other nations going to allow us to start
industries in their countries? It all
depends if our collaboration 1s a
thing which is likely to help them.

Your
of an

Ssrr  BHUPESH GUPTA:
Ambassador was turned out
American hotel!

SHrr H. C. DASAPPA: 1 expect my
hon. colleagues to cbserve the Parlia-
mentary rules.

Surt BHUPESH GUPTA: 1 needa
not learn Parliamentary vules from
you.

Mr. DEPUTY CHAIRMAN: Order,
order.

Surr H. C. DASAPPA: When I am
on my legs, it is not fair for them to
interrupt

Take for instance British East Afri-
ca. How many of our industrialists
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nave gone and established themselves
there and started factories? I think
the people ought to know  things
hefore they venture on generalities.
Quite a number of Indians are flour-
ishing industrialists in East Africa.
They have established sugar factories
and so on., Similarly in other places.
I do not want to go on quoting. What
I want to say is that we should not
lose chances of getting all their, not
merely financial aid—I am not so much
enamoured of the financial aid—but
the technical know-how. The foreign
investors know very clearly that if
they have to give their aid it is on
two conditions. First thing is that it
Must be In the inferest of India, of
our country. The second thing is that
it will be on our terms and not their
terms. Now when there are these two
conditions, I ask my hon. friends
Wwhere is the need for any apprehen-
sion. My friend is always over-
anxious about jute mills and other old
concerns of Britishers that came into
existence when they were the masters
of our land and we were their slaves.
May I ask Shri Bhupesh Gupta, at
that time when the liberation move-
Ment was going on, who was collabo-
Tating with these foreigners, those
unwarranted people? I do not want to
remind my hon. frieng of such
unpleasant things. And now, Sir, we
are blamed for having some associa-
tions, some contact with the foreign
ers for the purpose of building up our
economy, May I say it comes with ill
8race from one who has sold his
eptire thinking capacity to an out-
sider?

Surt BHUPESH GUPTA: I say, the
hon. Member should meet mv argu-
ment,

4120

Mr. DEPUTY CHAIRMAN: Order,
order.

Surt BHUPESH GUPTA: Why is he
saying such things? On a point of
order, Sir. Can he say such things?
I have not said anything against hir

Mgr. DEPUTY CHAIRMAN: Please
sit down.
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Sart BHUPESH GUPTA: Ask him
to sit down.

SHr1 H. C. DASAPPA: I am on my
legs.

Sarr S. N. MAZUMDAR: I under-
stood Mr. Dasappa passing a remark
that Mr. Bhupesh Gupta had sold all
his intellectual capacities to some for-
eign countries......

Sart BHUPESH GUPTA: He has
not got that commodity to sell.
Sury H. C. DASAPPA: Sir, it is

accepted that the ideology that they
have placed before themselves is an
ideology which is not indigenous to
the country. I challenge anybody to
question this point.

Sarr S. N. MAZUMDAR: We are
challenging it.

Suri H. C. DASAPPA: 1 am prepar-
ed to modify the expression, Sir, that
thev have sold their ideology to a
foreign country, and I will say that
they have mortgaged their ideology to
a foreign country.

Mgr. DEPUTY CHAIRMAN: Speak
on the amendment.

Surt H. C. DASAPPA: And there-
fore, Sir, there is no meaning in trying
to tie our hands up by an amendment
like this, which makes it impossible
for us to get any technical know-how
from foreign countries,

Suri C. P, PARIKH: Mr. Deputy
Chairman, this amendment is g very
important amendment, and if we do
not say a few words on that, I think,
Sir, a wrong impression is very likely
to be created in this country as well
as outside,

First of all. Sir, it goes to the root
of the formation of joint stock com-
panies, and the hon, Member’s amend-
ment says that nobody who is a for-
eigner can be a shareholder in India.

Sert BHUPESH GUPTA: With cer-
tain exceptions.

[ RAJYA SABHA ]
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Surt C. P. PARIKH: First of all,
Sir, my friend should understand that
in India many industries existed be-
fore 1947, and many foreigners were
already there before we got political
independence. And in the case of the
industries which were already exist-
ing, we cannot expropriate them and
we cannot expropriate their rights,
because certain foreigners  were
already the shareholders in those
industries. Therefore, Sir, in regard
to the foreign capital that was invest-
ed before the year 1947, we have to
pay the interest, we have to pay the

dividends and all other things. And
he hag conweniently forgoffen that
Rs. 30 crores are partly on the
account.

Now, Sir, I will come to what has
happened from the year 1947 to the
year 1955. The Finance Minister only
just now gave the figures and said
that the capital to the extent of Rs. 131
crores was brought in India. Now that
capital has got to be paid back along
with the interest. When he says ‘take
loans’, he easily forgets interest on
loans, and he easily forgets the inte-
rest that we have got to pay on those
loans. So, the obligations which have
been incurred till now have got to be
fulfilled, and we cannot escape them.
Now he says, Sir, that there should be
no shareholder in future, in India,
who is a foreigner. Let us now trvy to
understand that position. While advo-
cating this position, he goes on to say
further that he wants industrialisa-
tion of the country to the maximum
extent. Sir, what is the meaning of
‘industrialisation of the country’? He
must be able to define it and he must
let us know how he wants that to be
done.

First of all, Sir, it must be very well
understood that in certain industries,

we, as Indians, have no technical
knowledge and no technical know-
how. And we do not know how
to develop those particular indus-

tries, for example, the chemical

industry, the dyes industry, the iron
and stea]l industry, the mining indus-
| try, the shipping industry, and
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so many other industries. Ana | allowed to start those particular
we also require heavy electrical ' industries. Andq there is one condi-
equipment for these indusiries. Can | tion specifically put, according to

we, without any foreign help, without | which 49 per cent. of the shares will

any foreign machinery, and
any technical know-how from foreign
eountries, develop such industries even
after ten years? Let him reply to this
question. That is the first question that
I would like to ask him. He must
ancderstand also as to how these indus-
wries are run. For running them we
require the imported machinery, we
require the foreign technical know-

how and so many other things.
it is no use having imported
machinery unless we have the

people who can handle it proper-
'y, Without the foreign technical
i.now-how any machinery that is
importeq from outside will be u.eless,
tu-cause there will be no persons here
to handle that machinery properly and
« fficiently. For the industrial develop-
iwent of our country, we have to
1 ianufacture several producers’ goods,
and therefore we shall have to import
{ wreign machinery. And as far as pos-
< tle, we want to pay the foreigners
b way of shares etc. And, Sir, if we
do not get the foreign technicians,
w hat will happen is that all our money
wiil be sunk. There is no doubt that
th. Indian nationals will have to be
tr- ned for handling that machinery
pr« perly, but till then we have to rely
on ‘he foreign technicians to a large
ex: nt. He talked of industrialisation.
But how can the country be indus-
tr: ised? Not simply by dreaming
an: hoping. Everything has to be
tra. "ated into action,

N .+, Sir, I would like to say some-~
thir  about the capital issues, First
of . ' I might point out that any
indu try which has to be started by

a fui igner mn India requires to be
appr  ed by the Government under
the Industrial Development Regula-
tion ‘rt. T'he Government permission

has ¢ t to be tagken for starting such
indusiries by foreigners. And if there
are a v Indians who are able to start
those ndustries, certainly they can
start those industries, and in
that rase no  foreigner will be

without | be held by the foreigners and 51 per

cent. of the shares will be held by the
Indians, And the foreigners are put-
ting trust in the Indians. And no for-
eigner who has no faith in the Gov-

ernment’s policies will ever come
forward to start any industries in
India.

Suri KISHEN CHAND: In this

amendment it is only said that they
cannot subscribe to the shares. It is
not a question of starting any indus-
try, and it is not a question of getting
permission.

Suri C. P. PARIKH: 1 think Mr.
Kishen Chand, very well knows that
without subscriptions he cannot be a
member and he cannot be a share-
holder. I think that is a simple
question. And Mr. Bhupesh Gupta has
himself admitted that a foreigner
cannot be a shareholder.

Now, Sir, we should remember that
our plan now is to industrialise the
country, because in the sphere of agri-
culture we have already made some
advancement. In the matter of indus-
trialisation we are still backward. I
should rather say that we have achiev-
ed industrialisation on a very tiny
scale. And we have vet to industrial-
ise our country properly. But I am
asking: Can we industrialise our
country properly without foreign
capital? If we do not take any
foreign help in the shape of foreign
capital, we will not be able to indus-
trialise our country properly even
within ten or fifteen years.

Then, Sir, there is the question of
capital which is required for our pur-
poses. Even after deficit financing to
the extent of about Rs. 1,200 crores,
we are short of Rs. 800 crores which
we have got to find out. Now there-
fore should we delay, or should we
scrap our plans? I think we shall be
running a great risk if we do so. and
we shall be running a greater risk,
if there is inflation in the country. and
in that case, deficit financing will have
to be curtailed, Even as it is, we have
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sot a deficit of Rs. 800 crares.,~and we
have got to find out ways and means
to get that money, They are not com-
ing from the country because all the
requirements of the country have been
accounted for and have been taken
into consideration, What will happen
to the Rs. 800 crores which we are
looking for? Unless we get this capital
from outside, we will be nowhere in
industrialisation and the progress that
we have made also will be retarded
and practically we shall be against a
nation where there will be a lot of
unemployment, discontent and unrest
if we don’t employ more people. These
are the producer industries and if they
are started, they will provide ancillary
industries and also ancillary employ-
ment. The machinery industry cannot
start without the iron and steel. The
whole fabricating industry cannot
start without iron and steel. The che-
mical industrv ig there. Dyes are
required. Our shipping industry
also is there. What is our shipping
industry? We have entirely to rvely
on foreigners. Does he mean that
we go on importing these things and
be at the mercy of other countries?
Have we any mineral development?
Are our mineral resources exploited
at present? In the matter of exploita-
tion of mineral resources we are
very backward and we have made

NG pProgress, Have we exploited
our forest resources? Therefore I
say that these mineral resources
and other resources have to bhe

exploited and they cannot be done.
So I don’t understand his amendment.
We have accepted the help even from
the Soviet country. 1 don't say that
we should not take from this
country or that. Whoever wants
to help this country in indus-
trialisation on our terms, we shall
accept it. First of all the Capital
Issues Control Order is there and
therefore he must have confidence in
the Government who are passing this
measure and having this control on
capitals. With these few words, I
oppose the amendments with ail my
strength.

[ RAJYA SABHA ]
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Mgr. DEPUTY CHAIRMAN: Mr,
Mazumdar. No offensive language

please because it will again recoil on
you from the other side.

Surt BHUPESH GUPTA: We will
pay back in Mr. Dasappa’s coin.....,

Mr. DEPUTY CHAIRMAN: We
have to finish this today.
Sarr S. N. MAZUMDAR: I shall

speak on this amendment. I don't re-
lish hurling soiled arguments against
political opponents and so I don’t relish
referring to that. I shall come to the
pomnts, Now the points which have
been made here against this amend-
ment are really going abegging the
issue, The distinction should be made
between foreign assistance and foreign
private capital investment here. Now
the argument which Mr. Parikh was
trying to develop towards the conclu-
sion of his speech was again confus-
ing the whole issue, We are not
against foreign assistance.

As regards the working of foreign
capital in India, it is our experience
that in the past it worked to the
detriment of our national economy. {
shall not delve into the past for long
but I shall conclude my remarks with
nnly one observation that in the past
foreign capital which was entrenched
in the vital sectors of our economy
was utilized only for the development
of those industries which were neces-
sa1y for the commercial exploitation
of our country. It did not try to deve-
lop key industries or vital industries.
Only those industries like extractive
industries or those necessary for
exploiting trade and commerce were
paid attention to by foreign capital.
Now the whole process by which for-
eign capital worked in India should
really be characterised as de-
industrialisation. if we look at
the flgures of factory labour and
the progress of industry towards
the close of British rule in India.
Now the foreign capital that is
now working is detrimental
to our national economy, what-
aover the spokesman from the Govern-
ment side may say. Take the case of
the tea industry. There Indian con-
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SO many other industries. And i allowed to start those particular
we also require heavy electrical ' industries. Ang there is one condi-
equipment for these industries. Can | tion specifically put, according to

we, without any foreign help, without
any foreign machinery, and without
any technical know-how from foreign
countries, develop such industries even
after ten years? Let him reply to this
question. That is the first question that
I would like to ask him. He must
understand also as to how these indus-
tries are run. For running them we
require the imported machinery, we
require the foreign technical know-
how and so many other things.
It is no use having imported
machinery unless we have the
people who can handle it proper-
ly. Without the foreign technical
know-how any machinery that is
importeq from outside will be u_eless,
because there will be no persons here
to handle that machinery properly and
efficiently. For the industrial develop-
ment of our country, we have to
manufacture several producers’ goods,
and therefore we shall have to import
foreign machinery. And as far as pos-
sible, we want to pay the foreigners
by way of shares etc. And, Sir, if we
do not get the foreign technicians,
what will happen is that all our money
will be sunk. There is no doubt that
the Indian nationals will have to be
trained for handling that machinery
properly, but till then we have to rely
on the foreign technicians to a large
extent. He talked of industrialisation.
But how can the country be indus-
trialised? Not simply by dreaming
and hoping. Everything has to be
translated into action.

Now, Sir, I would like to say some-
thing about the capital issues, First
of all, I might point out that any
industry which has to be started by
a foreigner in India requires to be
approved by the Government under
the Industrial Development Regula-
tion Act. The Government permission
has got to be taken for starting such
industries by foreigners. And if there
are any Indiang who are able to start
those industries, certainly they can
start those industries, and in
that case no  foreigner will be

which 49 per cent. of the shares will
be held by the foreigners and 51 per
cent. of the shares will be held by the
Indians, And the foreigners are put-
ting trust in the Indians. And no for-
eigner who has no faith in the Gov-
ernment’s policies will ever come
forward to start any industries in
India.

Surt KISHEN CHAND: In this
amendment it is only said that they
cannot subscribe to the shares. Tt is
not a question of starting any indus-
try, and it is not a question of getting
permission.

SHrr C. P. PARIKH: I think WMr.
Kishen Chand, very well knows that
without subscriptions he cannot be g
member and he cannot be a share-
holder. I think that is a simple
question. And Mr. Bhupesh Gupta has
himself admitted that a foreigner
cannot be a shareholder.

Now, Sir, we should remember that
our plan now is to industrialise the
country, because in the sphere of agri-
culture we have already made some
advancement. In the matter of indus-
trialisation we are still backward. I
should rather say that we have achiev-
ed industrialisation on a very tiny
scale. And we have vet to industrial-
ise our country properly. But I am

asking: Can we industrialise our
country properly without foreign
capital? If we do not take any

foreign help in the shape of foreign
capital, we will not be able to indus-
trialise our country properly even
within ten or fifteen years.

-Then, Sir, there is the question of
capital which is required for our pur-
poses. Even after deficit financing to
the extent of about Rs. 1,200 crores,
we are short of Rs. 800 crores which
we have got to find out. Now there-
fore should we delay, or should we
scrap our plans? I think we shall be
running a great risk if we do so. and
we shall be running a greater risk,
if there is inflation in the country. and
in that case, deficit financing will have
to be curtailed. Even as it is, we have
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got a deficit of Rs. 800 crores.and we
have got to find out ways and means
to get that money, They are not com-
ing from the country because all the
requirements of the country have been
accounted for and have been taken
into consideration, What will happen
to the Rs. 800 crores which we are
looking for? Unless we get this capital
from outside, we will be nowhere in
industrialisation and the progress that
we have made also will be retarded
and practically we shall be against a
nation where there will be g lot of
unemployment, discontent and unrest
if we don’t employ more people. These
are the producer industries and if they
are started, they will provide ancillary
industries and also ancillary employ-
ment. The machinery industry cannot
start without the iron and steel. The
whole fabricating industry cannot
start without iron and steel. The che-
mical industry is there. Dyes are
required. Our shipping industry
also is there. What is our shipping
industry? We have entirely to rvely
on foreigners. Does he mean that
we go on importing these things and
be at the mercy of other countries?
Have we any mineral development?
Are our mineral resources exploited
at present? In the matter of exploita-
tion of mineral resources we are
very backward and we have made
no progress. Have we exploited
our forest resources? Therefore I
say that these mineral resources
and other resources have to be
exploited and they cannot be done.
So I don’t understand his amendment.
We have accepted the help even from
the Soviet country. I don’t say that
we should not take from this
country or that. Whoever wants
to help this country in indus-
trialisation on our terms, we shall
accept it. First of all the Capital
Issues Control Order is there and
therefore he must have confidence in
the Government who are passing this
measure and having this control on
capitals. With these few words, I
oppose the amendments with all my
strength.

[ RAJYA SABHA ]
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Mr. DEPUTY CHAIRMAN: Mr.
Mazumdar. No offensive language

please because it will again recoil on
you from the other side.

Surt BHUPESH GUPTA: We will
pay back in Mr. Dasappa’s coin......

Mgr. DEPUTY CHAIRMAN: We
have to finish this today.
SHrRI S. N. MAZUMDAR: I shall

speak on this amendment. I don’t re-
lish hurling soiled arguments against
political opponents and so T don’t relish
referring to that. I shall come to the
pomts, Now the points which have
been made here against this amend-
ment are really going abegging the
issue, The distinction should be made
between foreign assistance and foreign
private capital investment here. Now
the argument which Mr. Parikh was
trying to develop towards the conclu-
sion of his speech was again confus-
ing the whole issue, We are not
against foreign assistance.

As regards the working of foreign
capital in India, it is our experience
that in the past it worked to the
detriment of our national economy. 1
shall not delve into the past for long
but 1 shall conclude my remarks with
only one observation that in the past
foreign capital which was entrenched
in the vital sectors of our economy
was utilized only for the development
of those industries which were neces-
sa1y for the commercial exploitation
of our country. It did not try to deve-
lop key industries or vital industries.
Only those industries like extractive
industries or those necessary for
exploiting trade and commerce were
paid attention to by foreign capital.
Now the whole process by which for-
eign capital worked in India should
really be characterised as de-
industrialisation. if we look at
the flgures of factory labour and
the progress of industry towards
the close of British rule in India.
Now the foreign capital that is
even now working is detrimental
to our national economy, what-
aever the spokesman from the Govern-
ment side may say. Take the case of
the tea industry. There Indian con-
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Surr M, C. SHAH: Well, I do not
know whether there is any company
law in the US.S.R. I am not aware of
it. But as far as other countries are
concerned where there are company
laws, in all those countries there is
no such restriction on norn-nationals
from being shareholders.

Sur1 S. N. MAZUMDAR: But there
are other restrictions.

Surr M. C. SHAH: How can we
discriminate between nationals and
non-nationals in the matter of buying
shares in the companies that are being
promoted here? So far as non-resi-
dents are concerned, my hon. friend
Mr. Bhupesh Gupta is not probably
aware, or he has forgotten, for he has
a short memory, that the matter has
been explained here many a time on
the floor of this House and also on
the floor of the other House, that we
allow foreign capital only it Govern-
ment considers that it is in the national
interest, that it is in the best public
Interest to do so. He must also be
aware, and if he is not, I may inform
him now, that there are [foreign
exchange regulations which have to
be complied with. FEven when a
single share is to be purchaseq by a
non-national, of a company floated in
India, that has to pass through those

foreign exchange regulations, Then
there is the Capital Issues Act.

Sur1 BHUPESH GUPTA: Suppose
there are nationals......

Mr. DEPUTY CHAIRMAN: No

disturbance, please. He has understood
your point perfectly.

Sgr1 M. C. SHAH: Suppose it is
found that a non-national purchasing
shares in a company here is not in
the best interest of the country, then
that non-national will not be given
the permission to purchase the share.
That is the clear position. This has
been so often stated on the floor of
this House and also on the floor of
the other House. We invite foreign
capital, but only on our own terms
and in the best interests of the coun-
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try, and all - this heroics will not
influence us to deviate from the path
that has to be followed in the best
interests of the country. Therefore, 1
feel this is an amendment which ought

not to have been moved at all,
because thereby......
Mgr. DEPUTY CHAIRMAN: But it

has now been moved.

SHrr M. C. SHAH: If he will only
read the clause he will find it stated
there:

“The subscribers of the memo-
randum of a company shall be
deemed to have agreed to become
members of the company, and on its

registration, shall be entered as
members in its register of mem-
bers.”

He wanted to know whether our

nationals are allowed to hold shares
in other countries. Well, as I saig I do
not know wa_tier there is any coin-
pany law in the U.S.SR., or whether
there is any private sector, probably
no private sector is possible there.
But wherever there are company laws,
in the United Kingdom, in the US.A.,
in Burma, in Ceylon, Africa, and
other places, Indians are allowed to
hold shares. We cannot discriminate
between nationals and non-nationals
in the matter of holding shares. Of
rourse, we have already kept all the
necessary safeguards that are possible
and our primary motive is to see that
the shares are held iIn the best
interests of the country. They have
also top pass through three stages.
First there is the Exchange Control
Regulation Act. Then we consylt the
Reserve  Bank. We consult the
Commerce and Industry Ministry. We
thus find out whether we can allow
such holding of shares. There are
the rules of the foreign exchange
remittances. There is also the Capital
Issues Act. When a company is to be
formed under the Indian Companies
Act and whenever they issue capital,
then also they have to come to the
Government under the Capital Issues
Act. Then there is the Industries
(Development and Regulation) Act.



4133 Companies

{Shr1 M, C. Shah.]
In raising the investment capital fot
certain industries, they have to come
to the Government under the Indus-

tries (Development and Regulation)
Act, There is a council which looks
into all these things and if they

advise that such investment will be
mn the best interests of the country,
then and only then, can they proceed
further under the Capital Issues Act
and the Foreign Exchange Regula-

tions. We hear always about
5 P.M. .

these foreign concerns and

foreign capital investment; they
are al] attacked by my friends there
but I may assure them that all these
long speeches and their harangues
will not make Government deviate
from following the right policy that

should be followed in the best
interests of the country.
Mr. DEPUTY CHAIRMAN: The

question is:

17. “That at page 23, after line
44  the following be inserted,
namely:—

‘(3) No one who is not an Indian
national shall be regarded as a
member.

Proovided that Pakistani
nationals and nationals of other
countries, but of Indian origin,
shall, with the permission of the
Government of India, be entitled
to subscribe to shares and thus
be regarded as members.””

The motion wag negatived.

Mgr. DEPUTY CHAIRMAN:
question is:

The

“That clause 41 stand part of the
Bill.”

The motion was adopted.

Clause 41 wag added to the Bill.

Clauses 42 to 45 were added to the
Bill.

[ RAJYA SABHA ]

Bill, 1955 4134

Clause 46 (Form' of contracts)

Suri BHUPESH GUPTA: Sir, I
beg to move:

18. “That at page 26, after line
28, the following proviso be insert-
ed, namely:—

‘Provided that the Central Gov-
ernment may, by notification,
limit the amount of such coutracis
which a particular class of com-
ponies may enter into." ”

(Amendment No, 18 also stood in
the name of Shri Abdur Rezzak
Khan.)

Mr. DEPUTY CHAIRMAN: The
clause and the amendment are open
for discussion.

Suri BHUPESH GUPTA: I hepe
the hon, Minister will listen to what 1
say.

Mr. DEPUTY CHAIRMAN: The
whole House listens.

Sgr1 BHUPESH GUPTA: This
clause relates to certain contracts

being entered into by the companies
or by any functionary acting on
behalf of the companies. HereI want
I to give a little more power to the
Government but I know it will not
take such powers. I want to say here:

“Provided that the Central Gov-
ernment may, by notification, limit
the amount of such contracts which
a particular class of companies may
enter into”.

| Powers are given in the clause but
there is no restriction to these powers.
As we know, and the shoreholders
know to their bitter experience, in
the past contracts had been entered
into by companies or the functionaries
of the companies which were not in
accord with the interest of the general
run of shareholders. In other words,
such contract< ctreate obligations and
liabilities which are very difficult to
overcome, The burden ig ultimately
| bassed on to the shoulders of the
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shareholders That has been the
experience of many of us. TIn this
country a large number of companies
have gone into hiquidation 1n the lfast
few years precisely because some of
the obligations they entered into were
unreasonable obligations, obligations
which should not have been under-
taken at all You will say, “Why
should the Government come into the
picture?” I do not say that the Gov-
ernment should go into the details of
every case but what I feel is, since
we have got this authority to admin-
ister this Law in the various States,
those authorities should be given
powers to regulate such contracts in
the interests of the shareholders. T
would not have moved this amendment
had it not been for the fact that in
the top layer of the system of com-
panies in our country, we have got a
large number of people wWwho are
really interested in entering iuto
contracts for getting quick returns. In
the business field. there are an adven-
turous lot of people and they enter
intp all manner of contracts which
they cannot fulfil. When they fail to
fulfil these contracts, other people
suffer As far as those people are con-
cerned, they can always look after
their interest and take precautionary
measures in the event of a company
. going intp liquidation That possibility
of taking precautionary measures 1s
not open to the ordinary shareholder.
Therefore, this amendment is very
important from the point of view of
the shareholders Here again, all that
I say is that Government should have
power to limit the contracts. I do not
say that it should be fixed but only
want that Government should have
the power to limit the contracts so
that if necessity comes. Government
can come in and act. I come from
West Bengal and 1 have come across
a number of companies, the authorities
of which entered into very wrong
types of contracts; whether they
entered into that knowingly or other-
wise is not my point at all today; but
the result has been the same, that is
to say., the shareholders and the

subscribers in general have suffered
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tecause of such contracts It is because
too much 1s being left in their hands
T dv not say that you should control
them or manipulate them, that is not
at all my case There are certain wvital
spots where Government intervention
1s necessary 1n order to protect the
interests of the public and the share-
holders

Surt C P PARIKH:
they?

What are

Suerr BHUPESH GUPTA I suggest,
therefore, that this amendment be
considered Again, I have no doubt in
my mund that, as far as this Govern-
ment 1s concerned, 1t is not amen-
able to reason and, therefore, this
amendment will not be accepted. After
us, some people will come and thev
may at least know that we tried to do
our best for improving matters. I
leave 1t to Mr Shah to get up in his

vsual way, half in excitement and
half in confusion, to reject this
amendment

Mr DEPUTY CHAIRMAN Is there
any obligation on the part of the
companies to notify all the contracts
to the Central Government?

Serr M C SHAH*: No, Sir

Mr DEPUTY CHAIRMAN Then
the amendment 1itself is irrelevant

Surt BHUPESH GUPTA:
amendment is relevant

My

Surr1 M C. SHAH- I oppose this
amendment because we have alreaay
taken very wide powers to see that
there are no abuses. If we take this
power also, I think there will be
difficulties in the wholesome working
of the companies The companies must
be left with some discretion and some
latitude After all, the shareholders
have got all possible means of getting
information Therefore, this power is
not necessary I need not use strong
words as my friend, Mr. Bhupesh
Gupta, because it is not necessary.
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MRr. DEPUTY CHAIRMAN: The
question is:
18. “That at page 26, after line

28, the following proviso be insert-
ed namely;

‘Provided that the Central Gov-
ernment may, by notification,
limit the amount of such contracts
which a particular class of rom-
panies may enter into.”
The motion wag negatived.

Mir DEPUTY CHAIRMAN:
quection is:

The

“That clause 46 stand part of the
Bill.”

The motion was adopted.
Clause 46 was added to the Bill.

Clauses 47 to 59 were added to the
Bill.

Clause 60 (Registration of prospectus)
Mgr. DEPUTY CHAIRMAN:

you moving your amendment,
Jain? -

Surr SHRIYANS PRASAD JAIN:
Yes, Sir. I move:

Are
Mr.

21. “That at page 31, lines 32 to
34, for the words ‘by every person
who is named therein as a director
or proposed director of the company
or by his agent authorised in writ-
ing’ the words ‘by a majority of
the persons who are named therein
as directors or proposed directors of
the company or by their agents
authorised in writing’ be substitu-
ted,” .

Mr. DEPUTY CHAIRMAN:
amendment and the clause
for discussion.

The
are open

Suri SHRIYANS PRASAD JAIN:
This is an innocent and simple amend-
ment! and I hope the Minister will be
a little bit responsive and sympathetic.
If you read clause 60 you will find
this: ‘“No prospectus shall be 1ssued
by or on behalf of a company or in
relation to an intended company
unless, on or before the date of its

[ RAJYA SABHA ]
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publication, there has been delivered
to the Registrar for registration 2
copy thereot signed by every perscn
who is named therein as a director or
proposed director of the company or
by hig agent authorised in wmting,
and having endorseq thereon or
attached thereto any consent to the
issue of the prospectus required by sec-
tion 58 from any person as an expert;
* ¥ *"Now, Sir, the difficulty arises
this way. Suppose one of the direc-
tors says: I do not want to consent to
the issue of the prospectug then the
difficulty is that the whole expansion
programme of the company will te
held up. As you know, Sir, now no
company can have any expansion
scheme unless he goes to the Indus-
tnal Regulation and  Development
Board and gets a licence. If permis-
sion is granted, then and then only
expansion can take place. Not only
that. Afterwards he has got to go
to the Controller of Capital Issues to
get his permission. Unless he gets
hig permission no capital can be float-
ed and no expansion of the com-
pany can take place. Having obtained
the permission from the Regulation
Board and from the Controller of
Capital Issues then the matter goes
before the general meeting of the
company and the decision is endorsed
by the shareholders. After having done
all this if any director denies to
consent to the issue of the prospectus,
in that case this prospectus will not
be registered and the difficulty will
arise. Under the changed circum-
stances there ig a possibility that the
homogeneous Board which wag the
cage so far will not be there. Some
foreign elements, some heterogeneous
elements can come into the Board
and it may enter into the head of one
to say: I am not consenting to the
prospectus or he may demand a price
for his signature. To avoid that diffi-
culty I would rather suggest this
amendment that if the prospectus is
teing consented to by the majority of
the directors, that should be sufficient
and nothing will come in the way of
expansion of the industry. I hope I
have cleared the point to the hon.
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Minister and if he is not going to
amend this clause as suggested by

me, he may show us a way, if such a
situation should arise, as to how to
combat that and how to overconse the
diffreulty.

Swrr LALCHAND  HIRACHAND
DOSHI: I am in full agreement with
my colleague who just spoke with
regard to this. There are likely to be
several cases where such a contingency
will arise, When everything is ready
for expansion, when everything Iis
ready for the formation, if somebody
takes it into his head not to sign the
prospectus, the whole project comes
to a standstill. T would therefore
strengly support the amendment that
my friend has moved and I do hope
that the Government will accept it.

Surr P. T. LEUVA: 1t is *in rela-
ftion to an intended company”.

Surl LALCHAND HIRACHAND
DOSHI: It is: “No prospectus shall
be issued by or on behalf of a com-
pany or in relation to an intended
company.”

Surr M. C. SHAH: Section 92 of the
present Act is similar to the one that
we propose to have and thére is no
reason why we should deviate from
the practice that has been followed
so far. So far we have not any com-
plaint about any such difficulty report-
ed to us. Therefore merely on the
apprehension of a certain difficulty
that may be there later on, though
{for so many years that section 92 is
there and we have not come across
any difficulty, I do not think it would
be @ wise policy for the Government
to deviate from the policy and the
practice that have been followed up
to now and so I am sorry I cannot
accept this amendment for the sake
of some eventuality,

Suyrt SHRIYANS PRASAD JAIN:
May I say one thing? The hon. Min-
istet may realize that under . the

78 RSD.—9
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changed circumstances that eventu-
alily can arise.

Surr M. C. SHAH: It has not so
fer arisen; so there is no reason to
imagine that there will be this diffi-
culty. Imagination has no place here.

MRr. DEPUTY CHAIRMAN: Do you
press your amendment?

Sur1 SHRIYANS PRASAD JAIN: I
am asked to withdraw the amend-
ment; I have no option but to with-
draw.

Mgr. DEPUTY CHAIRMAN:
have to decide it for yourself.

You

SHr1 SHRIYANS PRASAD JAIN:
Yes, Sir, I withdraw.

*Amendment No. 21 was, by leave,
withdrawn.

Mr. DEPUTY CHAIRMAN:
question is:

The
“That clause 60 stand part of the

Bill.” -

The motion was adopted.

Clause 60 was added to the Bill.

Clauses 61 and 62 were added
the Bill.

to

Clanse 63 (Criminal liability for mie-
statements in prospectus)

Mr. DEPUTY CHAIRMAN: There
is one amendment by Mr, Jain. Are
you moving it?

Suri SHRIYANS PRASAD JAIN:
Yes, Sir. I move-

22, “That at page 35, after line
11, the following vroviso be insert-
ed, namely:—

‘Provided that notwithstanding
anything contained in section 621

*For text of amendment vid.
cols. 4137 supra.
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{Shri Shriyans Prasad Jain.]
no prosecution under this section
shall be launched by any person
without obtaining the sanction of
the Central Government in that
behalf.” ”

Mr. DEPUTY CHAIRMAN: The
clause and the amendment are open
for discussion.

Surr SHRIYANS PRASAD JAIN:
So far as clause 63 is concerned, it
provides for criminal liability for mis-
statements in prospectus. I am not
suggesting that there should be no
criminal liability. What I want to
suggest is that if any shareholder
wants to take any criminal liability
action against the promoters, in that
case he may go to the Government
and when the Government has taken
so much -power they should exercise
this power also. The shareholder may
go to the Goyernment and state his
case to them and if the Government
soe that the facts are  correct and
there is a prima facie case then they
may allow him to launch criminal
proceedings against the promoters of
the compauv What will happen is
that if this power 1is not with the
Government, then any shareholder
will go to the court even on flimsy
grounds and will put the directors in
difficulty TNtimately the court may do
away with the prosecution but i the
meantime damage will be done and
the promoters will fall into difficulty
and they will be always in a sort of
sucpense, Therefore if the Government
assumes this power, they themselves
may hear the case from a prospective
shareholder who wants to lodge the
ccmplaint against the promoters, and
in that case much of the hardship
which may otherwise be caused on
account of the institution of proceed-
ings on flimsy grounds can be avoid-
ed. The Government will be perfectly
at liberty to give the permission to
Jaunch the proceedings if they think
that there is a fit case for launching
3 criminal proceeding. This is a very
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} simple and a very inrocent suggestion
and I think the Government should
accept it. But I do not think that he
is in a mood to accept any suggestion.

Sur1 PHUPESH GUPTA: 1 oppose
this amendment. I do not see any
reason why this amendment should

even be considered by the Govern-
ment. Because the shareholder has
been given the right to go to court it
he feels that hig interest has been
neglected or he has been aggrieved,
now the hon. Member by his amend-
ment wants the shareholder to go to
the Government. In certain matters
they are very doubtful about the Gov-
ernment whereas here suddenly they
have developed a great compassion
for the Government on this point. Now
why do you want a shareholder to
go to the Government? Suppose I am
a shareholder; I live in a far flung
village; there is only a district court
or sub-divisional court within, shall
we say, five miles of my residence. I
tind, on my information, that certain
management is functioning in a man-
ner which is detrimental to my
interest and perhaps to the interest of
the shareholders. Now if this amend
ment were to be accepted, what will

happen? I shall have to go to the
(Government. Chowkidar is not
certainly the Government. or the

police inspector in the village is not
the Government. Who is that Govern-
ment? I take it that the Central Gov-
ernment will have to be approached
in this case. Imagine such a thing
taking place, seeking the permission
of the Central Government, when I
have to start a case against an hon.
gentleman who believes in malprac-
tices? It is improper and illogical. If
they have made this suggestion there
is some reason in it. I feel that they
think, I have a feeling in this matter
that they feel, if the shareholder is
put under the oblig*ion to approach
the Government, a2 the shareholder
approaches the GoviTnment so will
they approach the Government ir
order to hush up matters, Such things
happen.
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Sur: SHRIYANS PRASAD JAIN:
That is not the intention. He has mis-
understood me if he thinks that is
my intention.

Surr BHUPESH GUPTA: Such
things happen because the Government
in such cases, it is as we know this
present Government, is liable” to be
influenced more by .them, the bosses,
than by an average shareholder. That
we have seen. Therefore they want to
keep the door open even when they
have committed or been alleged to
have committed a certain crime which
ig liable under the penal laws. Hence,
he is moving this amenament, There-
fore I tell you that this amendment,
if it is accepted, even 1f it is given
the slightest quarter, will defeat the
whole purpose. Of course there are
some honourable men, men above
board in the Government: there is no
doubt about it. But there are also
people whom they can buy. After all,
you had in your Government Secre-
taries now standing trial for all sorts
of things. I know this will happen. In
Bengal during war time some such
thing was there and no prosecution
could be launched by individual citi-
zens against some of the big people
because they always frustrated efforts
to start prosecutions against them. If
I had my way I would immediately
apprehend the person concerned as
soon as I hear a complaint from the
average shareholders against any
monopolist in the country; not that 1
would put him wunder Preventive
Detention. I would arrest him and let
him on bail and make him stand his
trial. Here you want to dilute the
whole thing and I think this should
not be acceptable to the Government.
And the hon. Member who has spoken
in support of this amendment should
not try to press such a point of view
because they will be only exposing
themselves a little more than what
has been done by the managing agency
system.

SHrI M. C. SHAH: I cannot accept
this amendment. He says this 1=
an innocent amendment but I do
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At least
my friend

not think it is innocent.
I am  thankful to
Mr. Bhupesh Gupta, for once sup-
porting us but at the same time
on grounds which I do not accept
He is very much afraid that the Gov.
ernment might be influenced by other
people and therefore he does not
want us to accept the amendment. As
a matter of fact we do not want to
accept this amendment because we
do not want to deprive the Registra
or the shareholders of their right to
broceed in such matters. We have
taken so many powers and perhaps
my friend Mr. Shriyans Prasad Jain
does not like that the Government
should take these powers. He is
liberal so far as he is concerned and
I can understand why he is so liberai.
S0 I do not think that the Govern-
ment can accept this and thus deprive
the right of the Registrar and of the
shareholders.

Sur1 SHRIYANS PRASAD JAIN:
Have not there been some cases at
least where the shareholder has tried
to harass the management by going
to court?

Sury M. C. SHAH: Maybe. But
there is a remedy for that; there is
the provision for compensation ar-d
the court will decide.

Mgr. DEPUTY CHAIRMAN: What
about your amendment?

Surr SHRIYANS PRASAD JAIN:
As Mr. Shah and Mr. Gupta are in
agreement, 1 would like to withdraw.

*Amendment No. 22 was, by leave,
withdrawn.

Mr. DEPUTY CHAIRMAN: The

question is:

“That clause 63 stand part of the
Bill.”

The motion was adopted.

Clause 63 was added to the Bill.

*For text of amendment vide cols.
4140—4141 supra,



4145 Cornpanies

Clauses 64 to 71 were added to the
BilL. |

Clause 72 (Applications for, and allot-
ment of, shares and debentures)

Mgr. DEPUTY CHAIRMAN: There
are amendments.
Suri BHUPESH GUPTA: Sir, I

move:

23. “That at page 41, line 14, the
word ‘wilfully’ be deleted.”

24. “That at page 41, after line
22, the following e inserted,
namely:

‘(6) All allotments shall be

made within one week of the
closure of the subscription list.’”

(Amendments Nos. 23 and 24
stood in the
Rezzak Khan.)

also
name of Shri Abdur

Mr. DEPUTY CHAIRMAN: The
clause and the amendment are before
the House.

Sur: BHUPESH GUPTA: Sir,
before I proceed, I would request that
in the case of clauses to which there
is no amendment, you might at least
give breathing space to the Members
to find out whether they want to
speak on them. They may just like
to make......

Mgr. DEPUTY CHAIRMAN: Well,
they are expected to come prepared.

Sur1 BHUPESH GUPTA:
wise, I must give
the clauses.
language.

Other-
amendments to all
I can always find some

Now, this clause 72 is about applica-
tiong for, anq allotment of, shares and
debentures. Here again there is come
trouble about the word “wilfully”
occurring in sub-clause (4) on page 41.
It says:

“In the application of this section
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debentures for sale, sub-sections (1)
to (3) shall have effect with the
substitution of references to sale for
references to allotment, and with
the substitution for the reference to
the company and every officer of
the company who is in default of
a reference to any person by or
through whom the offer is made and
who is knowingly guilty of, cr wil-
fully authorises or permits, the
contravention.”

Here I want the deletion of the word
“wilfully”. I need not develop this
point. That word will make it difficult
for the legal process to be started.
Again I have difficulty with the offi-
cers because sometimes they are
genuinely mistaken. It might harm
them when they need not be harmed
at all.

With regard to the other amend-
ment, I want that all allotments should
be made within one week of the

. closure of the subscription list and 1

want this to be inserted at the end of
this elause as a separate sub-clause.

There should be some time limit
because from the time the sub-
scription starts till the allotment

actually takes place, as we know, the
gentlemen of the financial world
indulge in all kinds of malpractices
and tricks. If you ask me to enumer-
ate them it will be very difficult to go
into all of them within a short time
and besides it is very difficult because
we always find a great apprehension

on the part of the common share-
holders when they subscribe to
the shares and when the allot-
ment is  delayed, for, the delay
in allotment is utilised for doing
all kinds of tricks. Sometimes

it has happened that an arrangement
is made in such a way that the entire
allotment—though public subscription
is invited—goes to a certain chosen
few. We all know that it is open for
subscription. An announcement is
made in half a page of a newspaper
and people rush in and then some-
thing happens and they find that they
cannot get subscription, or even 1if
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they get subscription, they find diffi-
culty in allotment. Even before the
allotment there is a tendency on the
part of those people to corner the
shares, That is why I say that a time
limit should be fixed and after the
subscription is closed they should be
under obligation to complete the
allotment within a period of seven
days. I know that hon. Members there
—I have never seen them present
together for such a long time znd it
is very good that we are having their
company—will advance their argu-
ments but in view of the fact that
the public have certain apprehensions,
rightly or wrongly, with regard to
such matters. I hope that even they
will desist from opposing the amend-
ment that I have given. I take it that
for once they do mean honest busi-
ness ag far as their shareholders are
concerned,

Sur1 C. P. PARIKH: I do not know
how even this amendment is moved
by Mr. Bhupesh Gupta because he
does not, in my opinion, understand
how allotments are made, how appli-
cations are made and how the shares
are allolted. Sometimes a company
hag to allot a number of shares; it may
be one lakh. And naturally 1t takes
time to make all the allotments espe-
cially when it is oversubscribed
because in what proportion allotment
should be made, all such questions
arise.

Secondly, it is against the company’s
interests not to allot the shares at the
earliest possible moment because the
money received on application is only
a small amount; the remaining amount
has to be collected by the company
only after the allotment and so the
compankes will always be in earnest
to make the allotments as soon as
possible in order that the funds may
be forthcoming. It is in the company’s
own interest to expedite allotments.
A specific time limit of one week is
rather impossible and impracticable
unless it is a very small company.
There is no purpose in holding back
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the allotment as the company is
anxious to get the money which can
be had only after allotment. Therefore
I oppose the amendment, Sir.

Surr M. C. SHAH: 1 oppose the
amendment. About “wilfully” 1t has
already been explained and Mr, Parikh
has dealt in full with the time limit
for allotment. Last time I acceptea
Mr. Gupta’s viewpoint and this time
I accept Mr. Parikh’s.

Mr, DEPUTY CHAIRMAN: What
about your amendments, Mr. Gupta?

L
Suri BHUPESH GUPTA: No. 23, I
do not press; the other I press.

*Amendment Ne. 23 was, by leave,
withdrawn,

Mr. DEPUTY CHAIRMAN:
question is:

The

24. “That at page 41, after line
22, the following be inserted
namely:—

‘(6) All allotments shall be made
within one week of the closure
cf the subscription list.’”

The motion was negatived,

MRr. DEPUTY CHAIRMAN:
question is:

The

“That clause 72 stands part of the
Bill.”

The motion was adopted.

Clause 72 was added to the Bill.

Clauses 73 and 74
the Bill.

were added to

Clause 75 (Return as to allotments)

Mr DEPUTY CHAIRMAN: There

1s one amendment by Mr., Bhupesh
Gupta
Sur1 BHUPESH GUPTA  Sir, 1
move:

25. “That at page 43, lines 6 to 8
be deleted.”

*For text of amendment vide
col. 4145 supra,
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(Amendment No. 25 also stood in

the name of Shri Abdur Rezzak
Khan.)

Mgr. DEPUTY CHAIRMAN: The
clause and the amendment are open
for discussion,

Surt BHUPESH GUPTA: This is,
again, an important amendment.
Important amendment does not neces-
sarily mean a long speech. Here, 1
can assure you of that. This parti-
cular amendment relates to bonus
shares. Now, on page 43 you will
find it reads: —

“(c) in the case of bonus shares,
file with the Registrar a return
stating the number and nominal
amount of the bonus shares so allot-
ted.”

. We want the deletion of the entire
concept and idea ©f bonus share irom
the company law. Therefore, the first
chance that we got in the Bill to
sirike a3 the bonus share, we have
utilised. As you know, this has been
a matter of public resentment, espe-
cially on the part of the workers. We
nave seen very many companies deny-
ing bonus to the workers, fair wages
1o the workers, disregarding the
conditions of the workers, yet distri-
buting bonus shares. This is some-
thing which is against public morality.
Now, Sir, as you know, a large num-
ber of companies in our country do
earn a lot of profit and when they
earn profits naturally workers demand

bonus. And it has been established
in the wvarious Tribunals that the
bonug in the case of the workers

should not be considered as an
er gratie payment, but something
which is more or less obligatory on
the part of the companies to pay. Even
so today the companies deny bonus to
the workers. At the same time the
very same companies distribute bonus
shares. Now, I think I can tell you
that this is sometning which is wrong
irom any angle, until and unless you
have in mind only the monopolist
element,

Then, Sir, the distribution of bonus
shares has other serious i#mplications,

f RAJYA SABHA ]
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For one thing, that is how the
monopolists strive to evade income-
tax on these earnings. I know that
under the law at the moment they
are not liable toc be taxed in respect
of the money that is capitalised by
way of bonus shares. But I should
have thought thai the Government
would see to it that the tax evasion
is not practised that way. Now, it
is legalised tax evasion. Now, the
plea in favour of it is: why should
not the company be allowed to re-
invest the money which it has itself
earned by way of giving bonus
shares? If we had been living in an
unplanned egonomy, if we had not
been thinking in terms of industrial-
isation of the country, maybe this
argument might have been somewhat
understandable. Twoday it is nog at
all understandable, because the honus
share eats up the funds that are
required for being invested along cer-
tain desired and directed channels.
For instance, even if the company
produces certain things which are of
vital importance, but it is in a posi-
tion to earn enormous profits and
declare bonus shares. why should I
accept that position? If it has earned
the money, I take it that it has been
possible to earn such™ money at the
cost ©of the workers and the public;
and the Government should be in a
position to see that cuch earnings are
diverted, as far as possible, into
desired channels of imvestment where
we give priority, keeping in mind the
interests of the country. Therefore,
also  from a proper angle of national
economic reconstruction, the bonus
share has got to be put a stop to. We
find that even in the current year the
Government has sanctioned a number
of applications and about Rs. 13 crores
worth of bonus share has been sanc-
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tioned. I do not know how much had
been sanctioned starting from 15th
August 1947, but it appears from
whatever report we get that a sub-
stantial amount of money has been

locked up in distribution of bonus
shares. Sir,
things.

we are opposed to such
Now, you have left the vast
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private sector entirely into the hands
of certain people. You may have a
large number of shareholders, but
every company today is not in a posi-
tion to declare bonus share. Only
those companies which are really
well off and which make lots of profit
go in for such bonus share, Now,
these companies, as we find, are
generally in the grips of the monopo-
lists in our economy and we want
that these moneys should not be
allowed to be left in their hands that
way. That is why we are opposed to
the very idea of bonus share. I think.
some months ago in the course of
the debate in the other House, it was
revealed that the amount of bonus
share issued during the last few
years would be in the neighbourhood
of Rs. 80 crores or so. The hon.
Minister when replying "might correct
me # I am wrong. But we remem-
ber that money hag been invested by
them, or capitalised by them, by
private monopolists and private con-
cerns according to their own narrow
interest. Now, that money had not
been available for being invested in
a planned mamnner or into directed
channels for the development of the
country’s economy. I think. there
fore, that the registrar should be
empowered not to entertain applica-
tions for the issue ‘of bonus shares.
especially when, on the one hand. the
workers are being denied a fair living
wage and a national minimum wage
for the workers remains a far ecry;
and, on the other hand, the countrvy
requires capital formation and every
pie earned out of our industry for
being invested along channelg which
must be promoted for putting our eco-
nomy on solid and sound foundations
Therefore, for these reasons I hope
the hon. Minister will accent this
amendment. I do not doubt, as I see
it, that the champions of the bonus
share—whereby they commit fraud on
the public exchequer and deceive the
public, retard the development of our
country—will get up in supvort of it.

Surr C. P. PARIKH: Sir, with
regard to the remarks which Mr.
Bhupesh Gupta has just made avout
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bonus shares, he entirely forgets that
they are free from taxation. In the
first place, bonus shares which are
fssued are both ordinary and prefer-
ence. As regards ordinary, if it is con~
verted from reserve fungd to
vrdinary capital, then the moneys are
permanently kept in the company,
bYecause there is no redemption of
ordinary capital, And ¥ is desirable
tor the industrialifation and for
strengthening of the company that
these assets which are existing in the
reserve fund should be capitalised in
the form ofs ordinary shares. So,
there should be no difficulty. Because
If one ordinary share of Rs. 100 is
given another bonus share of Rs. 100
then naturally the. dividend or the
profit will be half. So, there is no
accretion to the shareholder in respect
of this. But the difference arises in
cne case and that is in the case of
preference shares. 1 say, Sir, that
honus preference shares should not be
issued unless the present Act which
allows bonus shares ‘0 be taxed only
when they are redeemed, is changed,
because on account of this many
honus preference shares are ifsued ard
tax is not got by Government on
account of people transferring their
shares to such of those who are not
liable to Income-tax and ‘Super Tax
Therefore, what happens 1is this:
When bonus preference shares are
to be redeemed, according to this Act,
2 man who knows that these are to
be redeemed, at that time he sells the

shares to somebody who has not to
Pay tax. Therefore, Government
loses revenue on that account. I say,
therefore, that  bonus preference

shares sheould be taxed whenever they
are issued. If this is not possible
then it should be laid down that
bonus preference shares may be taxed
as dividend whenever the first
Tecipient sells it because bonus pre-
farence shares are always in any case
to be redeemed and redeemed with..
in a certain time Reserves or the
orofits instead of being distributed as
dividengd which is taxable to Super
Tax, thus escape taxation. In regard
to bonus preference shares, when
they are redeemed, the recipient
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who is liable to Super Tax of about
ten annas has not to pay any fax and
the recipient sells these bonus shares
to one who 1s not liable to Income
tax or whose income 1s less than five
or ten thousand rupees So, mstead
of getting nine to ten annas on these
bonus shares which should be treat-
ed as dividend, the State loses
revenue on account of that transfer

Surt  SHRIYANS PRASAD JAIN
What about non-redeemable shares?

Surt C P PARIKH I do not
say. I say only 1if redeemable Mr
Jain will find 80 per cent 1ssues are
redeemable, I can go into the
figures for that.

As regards figures for bonus pre-
ference shares and bonus ordinary
shares, they have been 1ssued, dur-
ing the last five years to the extent
of Bs 77 crores I do not know how
much revenue Government have lost

especially on this account by giving
permission for the ¥ssue of bonus
preference shares Therefore, I

say—the Finance Minister has made
some statement in the other House
that bonus shares may be taxable—
that when 1t comes to s budget next
time, he will bear 1t 1n mind., It
will be a wise method by which
bonus shares which are redeemable
do not escape taxation

Sn far as the argument of Mr,
Bhupesh Gupta as regards bonus
redeemable preference shares 1s con-
cerned 1t has< no bearing as regards
workers, because there the position
is quite different Instead of reserve

funds. the bonus 1s converted into
bonus preference shares and the
workers are getting the’r return

Either the amount 1s starding as
bonus preference shares or as resetve
fund Therefore This argument has
no place on this account

Suar1 KISHEN CHAND I support
this amendment because I maintain
that the argument given by Mr

[ RAJYA SABHA )
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Parikh 1s not correct. The 1idea
underlying our Government’s policy is
that ther¢e sheuld be a ceiling on
dividend and fixing the ceilling on
dividend at about s1x per cent (93¢
In the case of com-
panies which have large reserves,
the market value of the share 1s hgh
and dividends up to 16 or 20 per cent
are paid The vecent case of the
Imperial Bank 1s well known to you
By 1ssuing these bonus shares the
capitalist gets double the number of
shares and naturally the rate of divi-
dend goes down to half If they were
giving 12 per cent, every body
would have rarsed objection that the
dividend is very high  With double
the number of shares, the dividend
comes down to six per cent It looks
a reasonable rate and there will be
no leglislation agamnst it  Therefore,
the underlymg mdea is to restrict the
dividend to six per cent , and to pro

vide for 1t we aye nsisting that
there should be no bonus shares
Giving a bonus share is really capi

talising the reserves 1 do not deny
1t That 1s a fact but the effect of
1t is that artificially the dividend is
made to look a small figure I
therefore, support that there should
be no bonus shares because even-
tually we want a ceiling on dividends

SHr1 S. N MAZUMDAR: Mr
Kishen Chand has made mvy task

easler I come across the question of
issue of bonus shares as a trade
unionist in connection with  the

demand for bonus raised by the wor-
kers Mr Parkh saig@ that the
workers’ demand for bonus has no
connection with this because they get
on fairly or something like that 1
did not quite catch him

Now, the main question 1s that
there are different formulae abcout
payment of bonus to workers 1 have

not here the formulae which were

arrived at the Profit Sharing Com-
mittee But according tc the formula
of the Labour Appellate Tribunal

after payment of a certain percentage
of dividend-—it wag six per cent—the
question of payment of bonus to
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workers would be decided. Now, Mr.
Kishen Chand has put his finger on
the right spot that issue of bonus
shares is actually utilised in order to
show a lesser rate of dividend and
thereby the amount increases while
the rate gets reduced. That is why
I say that this may be utilised in
order to deprive the workers of their
right to bonus. That is so. I strongly
oppose the issue of bonus shares and
I want that this matter should be
entirely dropped and hence the
importance of this amendment.

Sur1i M. C. SHAH: I cannot accept

the amendment of my friend, Mr.
Bhupesh Gupta. Mr. Gupta says,
“Do not give out of the reserves

created, from undistributed profits.”
Suppose bonus shares are mot allowed
to be given, then what wi.i, happen?
When there are profits, all those pro-
fits will be distributed among the
shareholders as dividend and there-
fore, the idea of ploughing back some
part of the profits into industries for
expansion will be defeated. Bonus
shares are given from the reserves
created out of undistributed profits.
If undistributed profits are not
allowed to be issued in the form of
benus shares to the shareholders,
naturally the position will be that
those who are in the management will
distribute all' the profits among the
shareholders and as a matter of fact,
these undistributed profits belong to
the shareholders. As 1 understand,
the legal opinron is that workers have
no right over these undistributed pro-
fits and therefore, we cannot stop
the issue of bonus shares. The Taxa-
tion Enquiry Commission also has
said to this effect. And that clause
was inserted on the recommendation
of the Bhabha Committee.

About the question of taxation,
the point will be certainly examined.
My friend, Mr. Parikh spoke of these
preference shares and I think since
the last year and-a-half or so, we do
not allow preference shares at all.

With regard to taxation referred teo
by Mr. Bhupesh Gupta, up till now

78 RSD.—10
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in order to encourage undistributed
profits to be ploughed back, we nave
granted one anna rebate., But one
anna, so far as these undistributed
profits are taken to reserves. But
now the matter was discussed by
the Taxation Enquiry OCommission
regarding bonus shares. The Gov-
ernment have not taken any decision
on thal recommendation whether to
tax them or not. That matter is
under the active consideration of the
Government, If the Government
come to the conclusion that the bonus
shares should be taxed—in what
form we cannot say at present—that

will also apply to the bonus shares
which are Dbeing issued this year.
Therefore, I may assure Mr. Bhu.

pesh Gupta that so far as tax evasion
is concerned, or the tax effect is
concerned, Government are  con-
sidering that matter very carefully.
In what form or whether they will
be taxed or not, I cannot say. I
can only say that that matter is
under consideration of the Govern-
ment,

Surt H. C. DASAPPA: May 1
know, Sir, for my information whe-
ther they are going .to stay the

issue of bonus shares and whether if
in the meantime they do issue bonus
shares they will also become liable
for tax?

Surr M. C, SHAH: According to
the Finance Act and the Income Tax
Act all those bonus shares—I do not
know what will be the form of the
taxation, but so far as I understand--
will be liable to taxation. If the
Government comes to the conclusion
that a certain form of taxation
should be levied on the bonus shares,
it will be levied.

SHR1 H, . DASAPPA:
have retrospective eftect?

wil it

Surt M, C. SHAH: So far as
income-tax is concerned it is always
determined on the basis of the previous
year’s income. Any amendment in
the income tax law applies to that.
Suppose we just do it in March 1955,
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then the accounting year will be
1954-55  For the income of 1954-55,
that Income Tax Act will apply
Therefore [ am afraid I cannot
accept the amendment by my hon
triend Mr Bhupesh Gupta About
the living wasge and other things they
can agitate

Mr DEPUTY CHAIRMAN Mr
Bhupesh Gupia do you press for #?

Sur1 BHUPESH GUPTA Yes, sSIir

Mr DEPUTY CHAIRMAN
quest¥on 1s

The
25 “That at page 43, lines 6 to
8 be deleted ”

The motion was negatived

Mr DEPUTY CHAIRMAN
question 1s

The

“That clause
the Bill ”

75 stang part of

The motion was adopted
Clause 75 was added to the Bill

Clauses 76 and 77 were added to
the Bill

Clause 718 (Applcation of premiums
received on issue of shares)

Mr DEPUTY CHAIRMAN  There
1s an amendment
Surt BHUPESH GUPTA I hope

in between there will be a nttle ¢is
cussion on this That gives me =
little respite I do not want the
Minister to go so0 easily Sir I move

26 “That at page 46, lineg 3 and
4 be deleted’

(Amendment No 26 also stood 1n

the name of Shn Abdur Rezzak
Khan )
Mr DEPUTY CHAIRMAN The

clause and the amendment are open
for discussion

Surt BHUPESH GUPTA S, tb
clause 1s again concerned with bonus
shares Here you find a provision

[ RAJYA
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“(a) 1n paying up unissued shares
of the ~ompany fo be issued 10
members of the compaiy as fully
paid bonus shares”

Here you find that certain shares
which are not 1ssued can then be
1ssued as fully paid bonus shares It 1s
again a contrivance to cheat the
public exchequer and to strengthen
the position of monopolistic element
i the company and also sometimes
to deprive the workers Sir, I can
give you one good example as far as
these bonus shares are concerned
There had been a contract between the
Calcutta Tramways Co on the one
hand and the Government on the
nther hand limiting the percentage
of dividend that they could give
Now 1n order to obviate that position
they have resorted to i1ssuing bonus
shares and all that Because of
doubling 1t they give the same
amount, but the percentage remains
at a low leve' That 1s how they
are obwviating the contract Here
again In  some cases you will find
that a company suddenly makes a
profit and then gets out of its obliga
tions {o cheat the exchequer by
1ssuing bonus shares As you know
Sir, there 1s no end to the mgenuity
of the monopolists Their 1magina
tion ang resourcefulness 1s limitless
in such matters and they always
resort to such practices 1, therefore,
say that this thing be deleted

Suri KISHEN CHAND
plication of premiums
1ssué of shares”
clause 78

Sir, “Ap-
received on
15 the headimg of

Mr DEPUJTY CHAIRMAN How
much time do you want?

Sert KISHEN CHAND I Wil
take a few minutes Unless I explamn
the whole (lause I cannot explain
about the amendment

The usual practice 1s there are cer
tatn  shareholders who hold certan
shares Then there is an additional
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issue of the capital which is made at
a premium. The premium amount
forms into a special fund. The
usual practice, followed by almost all
the companies is that it forms a
reserve fund and it is never utilised
either for any expenditure or inany
other way as in giving bonus or divi-
dend or meeting other expenses.
You are asking certain shareholders
that in order to permit them to take
those shares, because the assets of
the company are more than the mar-
ket value of "the shares, a premium
is being charged. Therefore, I should
like to know from the hon. Minister
what has led him to alter it and
introduce this change in the common
practice about the premium? With
this introduction I come to the amend-
ment.

In sub-clause (2) of clause 178 it
is said that this premium amount
can be spent in so many various ways
such as:

“in paying up unissuéd shares of
the eompany to be issued to mem-
bers of the company as fully paid
bonus shares;”

My contcation 1is that when a pre-
mium was charged it was specifically
charged on the understanding from
certain shareholders that because the
assets of the company are more than
the paid up share capital, therefore,
they are paying premium. Now, to
utilise this premium, paid by these
shareholders, in giving bonus share to
rest of the shareholders is most
unfair. T will have to give a cswcérete

!
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example. Supposing there are already
1,000 shares.

Mgr. DEPUTY CHAIRMAN: One
minute more.
Sur: KISHEN CHAND: Suppose

there are one thousand shares already
issued and we want to issue another
200 shares. Now these subsequent
200 shareg are issued at a premium.
How is it justified to give a premifum
secured on these 200 shares to the
holders of 1000 shares? I cannot
understand. If he restricted the giving
of bonus share to only those persons
who have paid the premium, there
would have been some reason and
some justification for argument’s sake.
Although I would have opposed even
that thing, but in the present case
where the premium obtained from
some shareholders is being given in
the shape of unissued share capital

to all the shareholders it is most
unjustifiable,

Mr. DEPUTY CHAIRMAN: It
seems the hon. Member will take -
some time,

Y

Sary KISHEN CHAND: Yes, Sir.

Mr. DEPUTY CHAIRMAN: He can
continue tomorrow.

The House stands
11 aM., tomorrow.

adjourned til

The House then adjourned
at six of the clock till eleven
of the clock on Friday, the
23rd Septer ber 1955.



