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the Districts. Slight showers conti-
nued till yesterday in certain Dist-
ricts. Relief operations are continu-
ing. Further amounts are being allot-
ted by the State Government for flood
relief work,

Surr B. C. GHOSH (West Bengal):
What about Orissa?

Surr J. S. L. HATHI: About Orissa,
Sir, the statement gives the detailed
information up to 21st September 1955.
Since then there have been no recur-
ring floods. But so far as Bihar is
concerned, we have the information
that during the last few days there
were heavy rains in the Nepal area,
and that more floods were expected.
We are in constant touch with the
Bihar authorities. This is the infor-
mation which we received last night.
The floods have receded. That is
contained in the statement which T
have already laid on the Table.

ProF. G. RANGA (Andhra): Sir,
there have been floods in the districts
of Kistna, East Godavari and West
Godavari in Andhra in the first week
of this month. I do not know whe-
ther the Government of India have
received any reports to that effect. I
would like them to make enquiries,
and if possible, they should place a
statement, on some later occasion,
before this House, containing all the
information.

SHrr J. S. L. HATHI: About Andhra

also, the information ig containcd in
the statement.

Surr KISHEN CHAND (Hydera-
bad): Sir, may I ask for some infor-
mation from the hon. Minister? In
view of the recurring floods, is the
Government taking serious steps for
their prevention? We have been get-
ting the reports about the floods from
year to year saying that all the neces-
sary stepsz are being taken in the mat-
ter, and all that; and yet the floods
happening from year to year. I think,
considering the loss of life and pro-
perty, and the loss of agricultural
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property, the Government must take
very serious steps. And we want to
have a discussion in this House on
this subject.

Surt BHUPESH GUPTA (West
Bengal): Sir, as you know—and I
have already requested that—we
would like to have a discussion on
the flood situation, It is good that
the Government makes a statement
from time to time. But we come
across a lot of things from various
sources, and we have no means of
stating our position and ventilating
the grievances of the people, until and
unless we have some opportunities in
Parliament to discuss such matters.
And, natural calamities like these
should be a subject matter, in our
view, for discussion in Parliament.

THE COMPANIES BILL, 1955—
continued

Clause 78 (Application of premium
received on issue of shares)—-—
continued

Surr KISHEN CHAND (Hydera-
bad): Sir, yesterday I was speaking
on the amendment to clause 78. And
I have already pointed out how the
utilisation of this premium money
for the payment of bonus shares, for
the issue of bonus shares, is highly
prejudicial to the economic stability
of the companies. In this connection,
I will read out the very heading of
clause 78 (2), which says:

“The share premium account may,
notwithstanding anything in sub-
section (1), be applied by the com-
pany...... »

It means that normally sub-clause (1)
should have been applied. But by
giving an exemption we are utilising
the premium paid on shares, which
should have formed the reserve fund,
for the issue of these fully paid-up
bonus shares. Therefore, I fully sup-
port the amendment moved by Mr.
Bhupesh Gupta.
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, MINISTER ror FINANCE

"C. D. DESHMUKH) : Sir, we have

en able to accept this amend-

This point has been considered

The effect of the amendment

_\e to prevent the application of

1are premium account in paying

unissued shares of the company

, issued as fully paid-up bonus

’s. Now this is bazed on a well

practice. and the Company Law

mittee specifically recommended

7 section 56 (2) of the UK. Act

,ould be adopted. And I have not

:en any real objection as to why it
hould not be adopted.

¥ Mr. CHAIRMAN:
!} your amendment?

Do you press

Sur1 BHUPESH GUPTA
Bengal): Yes, yes,

(West

Mgr. CHAIRMAN: The question is:

26. “That at page 46, lines 3 and
4 be deleted.” .

The motion was negatived.
Mr. CHAIRMAN: The question is:

“That clause 78 stand part of the
Biil.”

N

The motion was adopted.

Clause 78 was added to the Bill.

Clause 79 (Power to issue shares at
a discount)

Mr. CHAIRMAN: There is one
amendment. No. 27.

Surt  BHUPESH GUPTA: Sir, I
move:

27. “That at page 46, lines 29-30,
the words ‘or such higher percen-
tage as the Central Government
may permit in any special case’ be
deleted.

Mr. CHAIRMAN: The amendment
and the clause are now open for dis-
cussion.

s
SurRr BHUPESH GUPTA: Now, Sir,
T do not know what the U.K. practice
iz in such matters.
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Mr. CHAIRMAN: Well, we do not
imitate U.K. in all matters.

Surt BHUPESH GUPTA: As you
will realise, Sir, I am not very much
anxious about the U.K. practice, as
the hon. Minister is. because. some-
how or other, it seems that whenever
we have to look forward to somebody
for guidance, we lock forward to UXK.
I have practically forgotten those
people, But the hon. Minister, who,
I suppose, had been there much ear-
lier than I had been there, does not
seem to forget any of those people.

Sarr C, D. DESHMUKH: But the
UK. Act was passed after both of us
had returned from UK.

Surt BHUPESH GUPTA: Anyway,
Sir, now here in clause 79(2) (ii) it
has been stated as follows:

“(ii) the resolution specifies the
maximum rate of discount (not
exceeding ten per cent. or such
higher percentage as the Central
Government mav permit in any
special case) at which the shares
are to be issued;”.

That relates to the discount on the
issue of shares,

Sir, T do not want to give any
authority and power to the Govern-
ment to raise the percentage to a
higher level. They do not say ‘lower
percentage’, but they say ‘higher per-
centage’. They are taking the power
not with a view to reducing the per~
centage in certain cases, but with a
view to raising it. It is a_ one-way
traffic, and that traffic is in the inter-
ests of the monopolistic element.
Those people are indulging in all man-
ner of speculation. When I utter the
word ‘monopolists’, the Finance Min-
ister takes down notes. And I think
he should take note of these mono-
polists, Therefore, Sir, as you know,
m our country, a lot of speculation
takes place before an allotment of
shares is made. So many tricks take
place behind the scene, and certain
veople—whether you call them inter-
lopers or something else, I do not
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know—have also come into the scene,
and they reap certain profits.

If we had our way, we would see to
jt that there is no such scope for any
form of speculation. Speculation in
the country is of many types. We
want to put a stop toit. Itisa
scheme which I cannot support, that
always a set of people should live in

the country whose business is to make |

profits out of transactions in shares.
This is something which we cannot
at all support. You will see that in
our country, in Calcutta, Bombay and
in very many places, it is not as if
the common man goes in for share
scerips and all that sort of things and
makes money out of it. But there
are so many big financial concerns
and houses who indulge in this kind
of share speculation and make money
out of this sort of transaction. Natu-
rally they have under them a whole
army of people—their agents and all
that—who function for them and we
know, from whatever little knowledge
we have of the business world, that
these people do not derive much bene-
fit. Somehow or other they also get
exploited by the top ones in the ‘busi-
ness. Now I would ask the Govern-
ment not to raise the percentage.
Already it is 10 per cent. which is quite
high. Now they think in terms of 10
per cent. for those people, monied
people, rich people and for them it is
always 10, 11 or 20 per cent.; but the
moment it comes to the workers, the
toiling people, there is no percentage
at all. It disappears. You see that
the Bank Award is modified against
the interests of the emvloyees and the
Finance Minister, artful as he is, finds
always arguments to put across such
things. Here again, we know that
ingenious as he is, he would have no
dearth of arguments to raise the dis-
count rates whenever he thinks the
gentlemen of the big money required
such rise in their discounts. There-
fore, Sir, I am very sorry, that some-
how or other, after 3% years, we find
it difficult to place much confidence
in those hands which are so kind to
the monopolists and big people.
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Therefore we are against giving
power to the Government. L
power is required, let them iak
power to reduce the percentage

to raise it; and I am prepared to
such powers even to the hon. Fir
Minister who is a very tough pi
sition for many of us. I hope,
that this amendment will be acce
and I don’t know why the Cong
Party is not supporting me when I
moving this amendment. None of
amendments I have formulated
exclusively from the Communist ot
Socialist point of view. I have taken
the position of a small medium busi-
nessman and from that angle I am
moving this amendment. After all it
is their interest which has got to be
protected, Sir, Mr. Dasappa,—you,
Sir, were not here—when I made such
suggestions from their angle, told me
that I had sold my intellect to a
foreign power I was a little surprised.

Mr. CHAIRMAN: You need not
refer to them. i

Surr BHUPESH GUPTA: 1 can
understand such utterances from peo-
ple who generally don't possess that
commodity called intellect—intangible
property in thiz case—but I don’t know
how a person like him who is sup-
posed to have some intellect can make
such suggestions as this when I am
tabling the amendments from the point
of view of many people who sit across
the floor on that side of the House, I
hope the Finance Minister will accept
this amendment. I am aware that
vesterday, before he left, he made it
clear that he would not accept any of
the amendments and he gave us a
promissory note for the future saying
that some day he will see that the
law is amended or the Bill, as it is,
is amended. You cannot put us off
like this on promissory notes. All
that we want now is that you accept
some of the amendments if you think
they are reasonable amendments and
they can be also placed before the
other House and the formalities com-
pleted. There should not be any
reluctance on the part of the Finance
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Minister on that score. Therefore, I
request the PFinance Minister to

accept my amendment and change his
frame of mind a little, if only for the
sake of a gesture, shall we say, in these
matters.

Surr JASPAT ROY KAPOOR
(Uttar Pradesh): Mr. Chairman, I am
glad that my hon. friend Mr., Bhupesh
Gupta, has made a plain confession
that he is moving this amendment
not on behalf of the party which he
represents but on behalf of those
whom obviously he does not represent.
That being the case, I see no reason
why he should have waxed eloquent
on behalf of persons whose mind
obviously he is not expected to know.
This amendment seeks to protect the
interests of the shareholders but sure-
ly shareholders cannot find a worse
representative than my hon. friend,
Mr. Gupta. For, surely even he
would not claim that there are many
communists who invest their money
in these industrial concerns. Though,
I should think, the shareholders need
to be protected against themselves
even in this country, in this particular
case, 1 see no reason why their rights
should be interfered with, 1f they want
to pass a resolution to the effect that
bonus shares should be given at a
discount of more than 10 per cent, I
see no reason why they should not be
permittec¢ to do so except in some rare
cases where the Central Government
may not consider it advisable to per-
mit them to do so. My hon. friend
Mr. Gupta blows hot and cold in the
same breath. He would have no
objection to vest in the Government
the right to reduce the rate of discount.
He is prepared in one breath to trust
the Government to some extent but
on the other hand he is not prepared
to trust the Government if the Gov-
ernment thinks that a discount of
more than 10 per cent. is also neces-
sary in the interest of the advance-
ment of the particular concern if the
shareholders adopt a  resolution to
that effect. That being so, I oppose
this amendment and support the clause
#s it stands. ‘
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Surr KISHEN CHAND: Mr. Chair-
man, | support the amendment. The
hon., Member who moved this amend-
ment has already pointed out that
1ssuing shares at a discount is an
indirect way, at a subsequent date, to
give advantace to the shareholders. I
shall try to explain it. The under-
lying idea is this: Supposing a share
of Rs. 100 is given to the shareholders
at Rs. 90 that means his investment
is only 90 per cent., while he will be
getting dividend on full 100 per cent.
Here power is given to the Govern-
ment to allow a discount of even more
than 10 per cent. It may be any rate
—there is no limit stated. It may be
as high as 50 per cent. That means
only Rs. 50 will be paid on a share
of Rs. 100 and yet the dividend will
be paid at full maximum value. All
along I have been opposing the idea of
bonus shares and instead of giving
bonus shares, this is an indirect way
of asking for & smaller payment on
the value of the shares thereby the
full benefit of the bonus shares will
be derived by the shareholder. He
shall be paying a smaller amount and
getting the full share value. The
hon. Minister for Finance, when it is
convenient, always quotes the case of
U.K. But may I ask, is the whole Bill
based on the UK. law? Are we try-
ing to copy only the defective parts
of the company laws in the world,
just amalgamating them and present-
ing them? Whenever any hon. Mem-
ber raises an objection, the hon.
Finance Minister quotes the case of
UK. or U.S.A. or some other country
and he says this part of the Bill is
present in such and such countries.
Therefore the hon. Minister should
very carefully see that any idea of
bonus shares, whether directly or
indirectly, whether by the issue of
fullv paid-up shares or by issuing
shares at a discount is prejudicial to
the general scheme of a socialistic
pattern in this country and I there-
fore fully support this amendment.

Sarr C. D, DESHMUKH: Sir, Mem-
bers on both sides of the House draw
attention to provisions in the UK.
Act. The value of it is that you have
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a provision which has been in exis~
tence for a few years now and which
according to our knowledge, has work-
ed well, That forms the starting point
whenever we have such a starting
point for our consideration. I drew
attention to the fact on the previous
occasion that the Company Law Com-
mittee had given independent thought
to it, and that only reinforces, so to
speak, the equity or the necessity of
that partizular  provision. Now,
obviously, it is not every provision for
which we can run to the UK. Act, for
the simple reason that our Bill is a
very much bigger and more compli-
cated one and the most important pro-
visions in our Bill, namely those relat-
ing to the managing agents, secre-
taries and treasurers, have no counter-
part in the UK. Act. Therefore, this
gibe need not be flung at any one who
draws attention to something in the
U.K. Act perhaps which has given rise
to cases in courts. I shall leave that
point there.

In regard to the merits of this parti-
cular provision, one has to concentrate
attention on the typical case, that is
to say, on the kind of case which it is
designed to meet. Obviously, I should
imagine, every single provision of this
Bill is capable of being misused. There
may be cases in which some clique
or some speculation has produced
circumstances under which a com-
pany desires to issue shares at a dis-
count larger than the limit provided
here. Now, it is precisely here that
the Government’s discrimination comes
in. Government will go into the cir-
cumstances in which such an issue is
proposed to be made and if there is
evidence—and there must be—in
regard to, shall we say, cliques, intri-
gues or speculations, then it is not
unreasonable to assume that Govern-
ment will not give the wvermission.
There may, however, be genuine cases
in which a company has had an
uufortunate experience over a series
of years. In other words. it has to give
a certain incentive to ti.e prnspective
investors. That is not unknown, say
qualitatively, at any vate even 'a Gov-
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ernment securities although they are
fixed and they have fixed rates of
interest. But if, judged in the light of
the market returns, one finds that
money is not likely to come in at par
value, then a discount rate is fixed.
They do not range as much as 10 per
cent., because they vary from year to
year but discounts of Rs. 2/8/-in
Rs, 100 ang so forth, are not unknown.
And it is in order, I believe to meet the
circumstances of a company which
is in need of capital and which has
had a somewhat discouraging expe-
rience and which hopes that by a
small incentive it will be able to
attract money, that this provision is
intended. And I might add that it is
not due to the artfulness of the Finance
Minister, but to the deliberations of
the Joint Select Committee. There-
fore, when the hon. Member is mak-
ing slighting remarks, he need not
imagine that they are confined only
to the person of the Finance Minister.
I do not know how many Members of
this House were there on the Select

Committee. .

AN Hon. MEMBER: Fifteen.

Surr C. D. DESHMUKH: There were
fifteen and these Members, most of
them, have fully considered this pro-
vision and to my knowledge there is
no minute of dissent on this. This is
quite an innocuous provision which
the Select Committee—it is I think in
paragraph 36 of their Report—wanted
to introduce here.

Well, the trouble with the hon.
Member opposite is that with all his
show of reason, his basic hypothesis
is wrong and he puts forward that
hypothesis only when it suits him. He
belongs to a party which is essential-
ly authoritarian in character and yet
he made the astounding statement that
he objected and did not believe in
authoritarian power being given to the
Government. One could imagine what
his objection is. His objection is giv-
ing power to this Government. If it
were any other Government, there is
not a single section under which he
will not take power,
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Surt BHUPESH GUPTA: Yes.
Mr. CHAIRMAN: He agrees

Surr C. D. DESHMUKH: He agrees.
Therefore, it is not a question of
exrnange of reasons. And he has also
put wrong words in my mouth, basing
himself on the press report rather
than the report of my speech. What
1 said yesterday was precisely the
opposite. I said that although the
time element is there, I shall conceive
it my duty to give my reasonable
answers to amendments put forward,
and if I succeed—as I hope I shall
succeed—in proving that the amend-
ment is unnecessary, or we can wait,
or it can take the form of rules, in
that case, I expect the hon. Member
will not press it. That is a sort of a
gist of what I said. I never said that
I find it impossible to accept any
amendment, that I have made up my
mind against any amendment because
if I accepted any the passage of the
Bill would be delayed. If only the
hon. Member will take the trouble of
going through my speech again, he
will find that he has been under a
misapprehension,

And finally, the most curious part
of it all is, after having assumed all
tae show of reason, he appeals to me
for a gesture. I cannot exchange
gestures with the hon. Member either,
because his gestures are far too vio-
lent for me.

Sari BHUPESH GUPTA: Yours also
are violent,.

Mgr. CHAIRMAN: Well, have you
been persuaded, Mr. Gupta?

Surr BHUPESH GUPTA: No, not
at all.

Mk. CHAIRMAN: The question is:

27. “That at page 46, lines 29-30,
the words ‘or such higher percentage

as the Central Government may
permit in any special case’ be
deleted.” )

The motion was negatived.
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Mr. CHAIRMAN: The question is:

“That clause '79 stand part of the
Bill.”

The motion was adopted.
! Clause 79 was added to the Bill,

Clause 80 (Power to issue redeemable
preference shares)

Mr. CHAIRMAN: Mr. Jain has two
amendments.

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

28. “That at page 47, at the end
of line 15, after the words ‘redemp-
tion’ the words ‘or out of the sale
proceeds of any property of the
company’ be inserted.”

I also move:

29. “That at page 47, lines 16 and
17 be deleted.”

Mr. CHAIRMAN: The clause and
the two amendments are now open fot
discussion. e :

Surr SHRIYANS PRASAD JAIN;
Sir, clause 80 provides that if the pre-
ference shares of a company are to
; be redeemed, they can only be re-

deemed out of the profits of the
company or out of the company’s
share premium account. My conten-
tion is that besides these, preference
shares should alsc be capable of being
redeemed out of the sale proceeds of
the properties, if any, of the company.
Here there is a distinction made bet-
ween the profits and the sale proceeds
which according to me is a purpose-
less restriction. It will be wrong to
contend that the sale proceeds of the
property of the company should not
be utilised for the purpose of this
redemption. I am unable to appre-
ciate this point and I do not think
tnere can be anv Ingieal argument to
prove that sale prouceeds should mnot
be utilised for redeeming preference
shares of the company. The company
sells the property and somer~3r eise
buys it and the amount that the com-
] pany has received for that propertv
| can be very wusefuilv utilised tor
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getting rid of the preference shares
that are not required for the running
of this company. Therefore, I would
suggest that the sale proceeds of the
property of the company, which are
not required for the functioning of
the company may be utilised for
redemption of the preference shares.

1 would also submit that in the
existing Act, such a provision is
already there. When the present Bill
was sent to the Select Committee
that provision was there. Sir, when
1 was moving my amendment to clause
60 yesterday, it was said that Govern-
ment would not like to disturb any-
thing that was already there in the
present Act. On this ground, Sir, I
would say that since this provision is
already there in the present Act and
since there has been no complaint, as
far as I know, that this facility has
been misused or that it was not in
the interest of the companies, there
is no reason why we should not have
a similar provision in the present
Bill.

The other restriction is that no such
shares can be redeemed unless they
are fully paid-up. Supposing a com-
pany wants to redeem its partly paid-
up shares, these cannot be redeemed
by virtue of this provision, The com-
pany will call for the balance amount,
make them fully paid-up and then
redeem them. This will mean a
delay of two, three or four months.
According to me, it is a purposeless
restriction.  When the company no
longer needs these funds for its work-
ing, it should be in a position to re-
deem these shares. Therefore, I
would request the Finance Minister
to accept this amendment; it will not
come in the way of the proper running
of the concerns.

SHrr BHUPESH GUPTA: I oppose
this amendment. You have heard
the hon. Member. He has, however,
not explained some more things that
he ought to have. After all, there is
a lot of difference between philoso-
phy and preference shares. In this
smendment, ne wants the assets of
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the company to be sold for the pur-

pose of redeeming the preference
shares.
SHrRT SHRIYANS PRASAD JAIN:

Those which are not required for the
functioning of the company.

Sar1 BHUPESH GUPTA: Who are
the holders of such shares? They
are generally big people, not the small
or the average shareholders. These
shares are issued, as we know, in
favour of the rich people, people who
really command the companies. These
are issued at their own will and for
their own reasons. Sometimes they
do it in their own interest and some-
times, of course, they also take the
broader interest into view. Having
done that, they now want that when-
ever they feel like redeeming such
shares, they should be in a position
to sell the assets of the company and
redeem these shares. In other words,
the assets of the company"are to be
sold and the sale proceeds utilised for
the purchase of these shares, We are
opposed to this kind of thing. We
have also got to think of the equity
shareholders. The assets of the com-
pany, in the final analysis, is the pro-
perty of all those who have contribut-
ed to it. By adopting such procedure
the rights of the others are prejudiced
and jeopardised. I know, they will
say, “What happens in case of liqui-
dation?”. There, of course, the pre-
ference shares get preference. Here,
we are not dealing with a case of
liquidation. Here, we are dealing with
a case where a company may, at its
discretion, sell certain properties and
then proceed to redeem the preference
shares. In practice, this will be one
of the ways of the rich people trying
to re-imburse themselves at the cost of
the ordinary shareholder. The assets
of the company, so to say, get more
or less mortgaged to these preference
shares especially when the manage-
ment of the company or the boss of the
company has an interest in such pre.
ference shares, Therefore, I am
opposed to it. I find that all the
amendments given notice of by the
hon. Member are in another direction

¢

a
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The Finance Minister knows it very
well. After all, he is not a business-
man; the Finance Minister is in a
Government which wants to retain
its political power. Naturally, he has
to give certain concessions to smaller
people hcere and there and, there-
fore, it is that he has given little con-
cessions to those people, The others
who are not holding political authority
but who certainty back up such
authority do not even tolerate that,
They want their pound of flesh on
every single clause and on every
single item. I cannot convince them
of the unjustness of their case; but I
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think that suchi amendmerits should
nonetheless be rejected. If 1 have
spoken on this amendment it is

!
]
because ot my desire 1o unveil the l
)

motive behing such kind of amend-
ments. The Finance Minister naturally
would not go as far as 1 would go in
such matters but they should be
rejected for my reasons and also for
the reasons that the Finance Minister
may have in his own mind.

Surt LALCHAND HIRACHAND
DOSHI (Bombay): Sir, I support
this amendment. What is provided

in this amendment is only this, that if
there are surplus funds with a com-
pany, those funds may be utilised for
the redemption of the preference
shares for which provision has
already been made in the Articles of
Association. Also, when the preference
shares were issued, they were meant
to be redeemed. If they are redeem-
able shares, this clause gives you per-~
mission to wutilise only certain funds;
what is aimed at in the amendments
is that if funds become available due
to other reasons, e.g.. by sale of machi-
nery, etc., those funds should also be
allowed to be used for the redemption
of these preference shares. What will

be the result of redeeming these
shares? That will be giving greater
strength to the equity capital on

which we are assuming that the whole
of the functioning of the company
rests, It is the equity capital that har
10 Y« strehgthenad from time to time. f
t'er this reason snly were the gpre-
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ference shares, when issued, made
redeemable so that the eguity capital
which takes the brunt of the respon-
sibility may be strengthened, When
these shares are to be redeemed, they
will not be redeemed by a mere
resolution of the Board of Directors
or by the mere wish of the manaking
agent; a specific provision will have
to be there in the Articles of Associa-
tion and then a special resolution will
also have to be passed for the redemp-
tion of such capital. Therefore, the
vote of the equity capital will first be
taken before any action is taken. The
only thing that is provided in these
amendments is that if there are any
other surplus funds, they should be
allowed to be used for the redemp-
tion of the preference shares. I, there-
fore, feel that the opposition that has
come from the hon. Member on the
other side, is nothing but opposition
for the sake of opposition and has no
basis and no reason. I would, there-
fore, strongly support these amend-
ments and plead with the Finance
Minister to accept them.

Surr V. K. DHAGE (Hyderabad):
I oppose these amendments. The
two Members who supported these
amendments did not go to the root of
the proposition. The object of this
clause is that there should be no
reduction in the capital of a company.
If one were to sell the property of the
company-—one may have surplus funds
—it will affect the capital which
will be reduced and that is why it has
been specifically provided in this
clause that there should be no redemp-
tion of preference capital unless the
profits of the company make it possi-
ble to do so. That is the simple point
and the amendments suggested by the
hon. Member are not feasible. They
should not be accepted,

Sarr C P. PARIKH (Bombay): 1
am zorry I am not in agreement with
these anirndments for two reasons.

Suart BHUPESH GUPTA:
discord.

Family

J



Companies

4179

Surr C. P, PARIKH: I cannot be in !
agreement with all the persons at all
times, The argument is that the pre-
ference shares miay Lc¢ redeemed oul
of sale of machinery etc. The point
that 1 want to ask is this: If there is
a reserve fund at that time, why
should not that fund be utilised for
the payment of these preference
scares instead of the sale proceeds of
machinery, etc.? i inay also be said
that the sale proceeds of machinery
and asset, etc., could be utilised in case
there was no reserve fund but that
argument is also not valid. The pre-
ference capital may be of {wo varie-
ties, those paid for in cash and those
paid for in bonus shares. If it is paid
in cash, then naturally, Sir, at the
time of issue it was contemplated that
the fixed assets would require such
capital becau.e the fixed assets could
not be met by other resources. There-
fore when the preference shares are
paid for in cash the fixed assets
require them for the development and
expansion. Now as regards this, Sir,
when the assets are sold, naturally
they are sold for replacement. Where
will the replacement funds come from
is another thing. Therefore I say that
this amendment should not be accept-
ed on the ground that the company
must have full scope for expansion
whereas the profits must first be
utilised for redemption rather than the
sale of assets.

Now, Sir, another question which
has come in is as regards bonus shares
to which Mr. Gupta referred. Bonus
shares or preference shares are of
two types, redeemable out of profits
and paid in cash. As regards redeem-
able out of profits they were to the
extent of Rs. 77 crores in the last
five years and I think, Sir, owing to
our policy of taxation which was a
little lax in my opinion, that amount |
is escaping taxation. Although it is '
not the point at issue here, I say, Sir,
when redemption is to be brought "

|
|

forward on account of the sdle of fixed
assets that argument gets stronger
that those bonus shares which were
issued should not be paid out of the
sale proceeds because the sale pro-
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ceeds are meant for expansion and
therefore with regard to the future
issue of bonus shares I think, Sir,
permission should not be given unless
for reasons which are very strong for
expansion of the company because
bonus shares, when they are redeemea
ake passed on to a man who does not
pay super-tax and the man selling it,
who is liable to pay the super-tax,
escapes from- it—and as I said it is
8 to 10 annas by way of super-tax
only. In order that he may not have
to pay the tax on them he sells the
shares to a man who is not liable
to super-tax or whose income is less
than Rs. 5,000 and I know and the
Finance Minister will know  of
cases where many preference
shares which were issued out of pro-
fits were sold by the recipient to
charitable concerns and they have
claimed refund from the company on
these shares because charitable insti-
tutions can claim refund. This whole
lacuna was there and I think, Sir, in
connection with any new permission
that may be given to preference shares
all these points may be borne in mind.

Surr C. D. DESHMUKH: Mr, Chair-
man, I oppose this amendment but not
necesczarily for the reasons which
have been advanced by all the Mem-
bers who have spoken on this side,
that is to say, on the side of opposing
the amendment. Here is a case where
one is concerned with the rights and
wrongs of cases rather than the pos-
sibilities of circumvention. Before 1
come to the merits of ir, I must make
some reference to the argument used
by the mover as to whether this is in
the original Act or it is not. As it
happens, Sir, in amendment No. 28 he
caid that this was not in the original
Act and therefore we should not have
this provision, that is t> say, restrici-
ing the rights. But I should like to
voint out then that so far as amend-
ment No. 29 is concerned, that pro-
vision already exist; in the present
Act. Now that shows the danger of
going too much by whether a parti-
cular provision is found either in our
Act, the old Act, or in the original
Bill or in the UK, Act. One should

!
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take note of these facts but finally
come 1o a conclusion on the merits of
a case.

Now, as ¥ said, this clause to which
amenJdment No, 28 relates is not in
the original act put to Mr. Gupta 1
must say that 1t does not find a place
in the British Act, section 58.

Now as regardas the otaer one,
amendment No. 29, that provision
exists in our Act in section 105B(1),
provisu (b) and also in the U.K. Act,
section 58(i), proviso (b). Now what-
ever conclusion one has 1o draw from
this, Mempers may draw.

I now proceed to the merits of the
matter. This question was discussed
at some length in the Joint Select
Committee and I am convinced that
the decision that we have come to in
either case is the right one. The crux
of the situation is how do we affect
the rights of third parties? It is not
so much a question of existing share-
holders or new shareholders or the
need for a company to expand or the
issue of bonus shares, which seems
largely irrelevant in the present con-
text. But what we are concerned
with is how by taking a particular
action we shall be affecting the rights
of third parties. Now it is obvious
that if we sell part of the assets we
might be taking the risk of affecting
the rights of creditors and thererore
it is that the law makes a distinction
between redemption which is here in
clause 80 and redemption of share
capital in clauses 100, 101, 102 and so
on and so forth. Now if there is
property which the company does not
want or assets which the company
does not want and it wishes to sell
for this particular purpose and they
want to redeem preference shares, it
seems *0 me that they must then go
through the process of redemption of
capital and there hon. Members will
find that there is the special resolution
required under clause 100, then under
clause 107 an application to the court
is required for a confirmatory order,
objections by creditors and settlement
of loans of objecting creditors. Now
therefore it is for ;the purpose of pro-
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i tecting the rights of third parties that

this distinction has been made and
| 1 am convinced that it has rightly
been made and it is for this reason
that I oppose both these amendments.

Mr. CHAIRMAN: Do you press your
amendments, Mr. Jain?

Surr SHRIYANS PRASAD JAIN:
I beg leave to withdraw them.

Amendments Nos. 28* and 29* were,
by leave, withdrawn.
Mr. CHAIRMAN: The question is:

“That clause 80 stand part of the
Bill.” s

The motion was ‘adopted.
Clause 80 was added to the Bill.

Clauses 81 to 86 were added to the
Bin.

Clause 87 (Voting Rights)

Mr. CHAIRMAN:
amendments.

BHUPESH GUPTA:

There are two

SHRI
Move:

30. “That at page 50, line 16, after
the word ‘shall’, the words ‘unless
he or she is a foreigner other than a
Pakistani or a national of a foreign
country but of Indian origin,’ be
inserted.”

Surr KISHEN CHAND: Sir, I move:

31. “That at page 50, for lines 19
and 20, the following be substituted,
namely:

Sir, 1

‘(b) his voting right on a poll
shall be calculated as follows:—

one share of paid-up equity
capital, one vote; in excess of
one share, one vote per ten
shares up to one hundred and
one shares ;

in excess of one hundred and
one shares, one vote for every

hundred shares, subject to &
maximum of one hundred
votes’.”

(The amendment also stood in the
name of Mr. V. K. Dhage)

lg *For text of the amendments vide
| col, 4174 enpra,




Companies

4183

Mr. CHAIRMAN: The amendments !

.and the clause are open for discussion.

Suri BHUPESH GUPTA: Sir, this
.amendment is a very simple one, if
simplicity has its appeal to the hon.
Minister. Here this clause deals with
voting rights and, as you see, I want
these voting rights to be taken away
from the foreigners in company mat-
ters. 1 want these people. the
foreigners, to be disenfranchised in
.company affairs in the interests of the
.company. Of course I have made an
éxception—unless such foreigner is a
Pakistani or a national of a foreign
country but of Indian origin. I have
in mind people of Indian origin, those
who live in Ceylon and various other
.countries: in the world even if they
.do not politically happen to be citizens
.of India.

Sir, when 1 move such amendments
I always come up against metaphysical
argumentations and also a certain
amount of business casuistry. 1 am at
once told: How can we discriminate
between those who are Indian nation-
als in company matters and those who
are foreigners subject to the excep-
tions that I have given here? Yester-
«day, Sir, we were given a sort of lec-
-fure on international law in such mat-
ters, Mr. Shah gave that lecture and
4 am very sorry you were not present
in the House and you missed the
most interesting lecture ever delivered
,on international law by an hen. Mem-
her of the Government. At one time
I have also been a student of inter-
national law.

Mr. CHAIRMAN: No further com-
ments on international law.

Surt BHUPESH GUPTA:  Sir, if
Mr. Shah were there, he would have
waised it. Mr. Deshmukh is after all
more businesslike and comes to brass
tacks straightway.

Mr. CHAIRMAN: No compliments
please.

Sur:t C. D. DESHMUKH:

order to say that an hon,
jectures to the House?

Is it in
Mamber
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Sur: BHUPESH GUPTA: I want to
be frank. I want to make this discri-
mination because in our country a
large number of companies are in the
hands of British elements. I do not
know the total number of British
shareholders in our companies who
have got votes. Naturally all share-
holders have got wvotes but the Gov-
ernment has not been able to give us
some idea as to the total number of
British shareholders in our country.
Any patriotic Government should
have put in practice what they had
preached in the past in the liberation
struggle, We must know the total
number of  British  shareholders
because we want to find out the kind
of grip that they have on our economy.
Yesterday, the Finance Minister gave
us some very interesting figures about
managing agencies and the biggest
ones in the managing agency system
seemed to be held by the British. We

know that apart from managing
agencies, there are a large number of
concerns and  undertakings in  our

country, not necessarily managed by
managing agencies. The majority of
shaYeholders in such concerns are
British or the effective shareholding is
in the hands of the British_ I will show
how things happen. If he is an Indian
shareholder he would be normally
guided, apart from his enlightened
self-interest, by the interests of India.
He would not be exercising his right
guided by certain other extraneous
interests, alien to our country. By
‘country’ 1 mean the various classes
living in the country and I am not
pressing forward the aims and objects
of any particular class, For instance,
if Mr. Parikh were on a Board of
Directors and if he had his vote, he
would be naturally concerned about
his wealth and all that, but certainly
he would not be interested in things
in which the British sharehnlders are
interested. There is nothing common
with our aspirations and interests as
far as the British shareholders ar
concerned. Therefore I would be in

favour of making a discrimination

here, a very ‘broad discrimination,
| and I know that unless we make such
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a discrimination and take away their |
rigat of voting, in many concerns the .
alien interests will operate. i
|

I can give you an example, the
example of Calcutta Tramway Co.
where you have also the Indian share-
holders. It is not as if the entire
shareholding is in the hands of the
British. There you have got some
Indian shareholders but a large chunk
of shares is held by the British, In
1953—the hon. the Finance Minister
will please note—the company decided
to enhance the tram fare for the second
class, and the Indian shareholders
were opposed to it. Some Indian
shareholders who were there made
statements, came out in the public
and said that as shareholders they
were opposed to the enhancement of
the tram fare. Similarly various other
people associated with that particular
concern made their point of view
known and they talked more or less
in conformity with the national inter-
est, with the public interest. But it
was not possible for either them or
the Government to do anything in the
matter because the decision was taken
there in England. Whether the tram
fare in Calcutta should go up or not
was decided upon not by our people—
capitalists or no capitalists—but by
somebody else in some other country
and we were told, when we entered
into discussions with the Government,
t-at they were helpless in the matter,
that after all it was a joint stock com-
pany and that the Board of Directors
had to look to the interests of the
shareholders and go by what it thought
to be the wishes of the shareholders.
We were completely helpless. I am
not going into that story; how the
Government supported it initially and
then had to eat humble pie, that is
not for me to state here; but one thing
came out very clearly, that is, how
these British shareholders operate in
our country. That was revealed
clearly in the case of the Calcutta
Tramway Co.

Sir. we talk about our sovereignty;
we talk about ocur ecenomic indepen-
dence that we want to build; we talk

{ 23 SEP. 1955 }

Bill, 1955 4186

about our own rights and what not.
At the same time a large number of
concerns in our country occupying
strategic positions in our economy,
concerned with public utility services:
and such other things as coal mines,
tea plantations etc. are in the grip of

" those shareholders who are motivated

by interests other than Indian and
who look forward to their own class
and country and not to India or the
Indian public. We, therefore, want
that such people should not at least
be given the right to vote. I suggest-
ed yesterday that we should not have
such shareholders in the ncw com-
panies and my very consiwructive and
patriotic suggestion was turned down
by hon. Members from that side of’
the House for reasons which I do not
know, There was a time when they
and we together from a common plat-
form spoke in such accents and passed
similar resolutions. I can pro-
duce plenty of books and material
written by eminent Congress leaders,
including the present Prime Minister
of India wherein they had said that
these companies should be got rid of.
Not that they were talking about
individual shareholders but after all
this collection of shareholders makes
an entity which is called the British
interests in India. Now, tocay they
should at least accept the suggestionr
that these people be not given the
right to vote, You have given them
the right to take away our money;
you have given them the right to
remain in possession of India’s assets,
of India’s companies, fields and planta-
tions. We want you not to give them
the right to vote. That is the most
important demand that I make and
the Finance Minister should not think
that this is a violent gesture that T
am making. This gesture, if you like,
I got from the non-violent leaders of
the Congress Party. At one time they
made this suggestion with all their
non-violence behind it. It is not a
violent gesture at all. I do not know
wha! definition he gives nowadays
to the word “violent”, If things injure
the British vested interests in this
country and if such things are
violent, then of course I am a violent
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person and I cannot help 1t If things
such as these “which serve the mnter-
ests of the country ang the people,
guarantee economic independence to
our country, and eliminate the foreign
vested interests, are called violent,
then of cour<e I will be a violent per-
son Now, Sir, I say, do not bring in
the question of violence.. ...

Mr CHAIRMAN: Now they will
say vou are giving a lecture

Sarr BHUPESH GUPTA- We are
under no obligation with regard to

UK We can do such a thing. Do
not bring i international law. Of
course, you, Sir, know 1nternational

law but most of them do not know
anything about international law. The
managing agents at least are very
very 1gnorant about 1t. So do not
bring in such things We can do 1t
Thev might say, “If you do such a
thing, England will retaliate; other
countries will retaliate.” Do not bring
in other countries Against whom will
England retaliate? We do not have
any shares in England Our tradition
1s not that way. We go out of our
country; we send Ambassadors like
you who carry the message of peac-,
gocdwill and culture of India There-
fore 1 say England cannot take any
retaliatory action; even if she did, we
do not stand to lose anything, As far
as other countries are concerned, I do
not know what other countries they
have 1n mind They are not going
to take any retaliatory action against
us just because we have taken this
step against the British shareholders
here On the contrary, they would
welcome such measures on our part
Th» 1]k against colonialism the Ban-
dune Declaration—all these things
are good, but I think we must now
begin somewhere and let us eliminate
these interests from India’s economy
if not by one shot, at least gradually,
and the Finance Minister—well, 1
know where I am crying—should at
least answer the question as to why
we should allow these people the right
to vote which is exercised against
Indian interests, no matter whether
it is m'ne or somebody elce’s, Wheun
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such rights are exercised against us,
we want to take away the teeth of
such people. He believes in taking
the teeth; T am told he has said this
in the other House Take away the
fangs of the British capital one after
another and make 1t harmless 1n this
country so that we can mould and
fashion our economy mn the way we
like

12 NOON

Surr KISHEN CHAND Sir, I have
moved an amendment about the vot-
g right. If you read clause 87 (1)
(a), 1t will be seen that 1n a meeting
every shareholder present hag the
right of voting. But what happens is
that a few shareholders who hold a
large number of shares, if they do not
carry their opinion by their votes on
any resolution, immediately demand a
poll and when a poll 1s demanded then
every chareholder has not got one
vote only, but in proportion to the
number of shares The result 1s that
if 1n a meeting there are one or two
shareholders who hold a large num-
ber of shares, then by the exercise of
this right by one individual, the resolu-
fion 1s passed or defeated and the
result 1s that the rest of the share-
holders become disinterested. It was
due to the disinterestedness of the
shareholders that this Companies Bill
has come, because the shareholders
did not take interest in the manage-
ment of their companies, the minority
interests were bewng sacrificed and
oppressin¥way “taking place and the
Government has taken all the powers
in their own hands

I have alieady pointed out in the
first reading of the Bill that with
thirty thousand companies, and one
advisory body 1t will be very very
difficult for Government to properly
do supervision work and 1t will lead
to a great deal of corruption The
better way would have been that the
small shareholder should have a voice
in the management of his company
and that is only possible if the vot-
ing right of the big shareholder when
a poll is demanded is reduced There-
fore, I have submitted a simple tor-
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mula that for the first share, there
will be one vote; after that one vote
for every subsequent ten shares up to
one hundred shares, in excess of one
hundred and one saares, one vote for
every hundred shares, subject to a
maximum of one hundred votes. I
may just quote the example of the
Reserve Bank of India Act, 1934, and
the hon Finance Miister having been
Governor of that Bank will probably
realise that when that Bank was ins-
tituted and the public were allowed
to subscribe, there was one vote for
every five shares, but there was a
maximum limit of ten votes. The hon.
Finance Minister will come round and
say that 11 the Reserve Bank we d d
not want concentration of shares and
we made it as broad-based as possible
and a larger number of people were
asked to subscribe to them  Well

here we are giving more liberal vot-
ing rights to the big shareholders,
because we are permitting not ten
votes only but we are permitting up
to one hundred votes and tiey are
going to get one vote for every hund-
red shares

Let us take the case of voting right
in the political field At one time only
the rich peeple, people highly quali-
fied academically were allowed to have
any voting right Gradually the world
has changed towards giving adult
franchise, one vote for everybody
Only some years ago in England when
I was a student of Cambridge Uni-
vergity, we had two votes;y ongas a
citizen of Cambridge and another as
a graduate of Cambridge University
But that right has been removed This
plural voting right has beer ¢a? 1
ly removed from every sphere of life,
in the political life and in the civic
life In municipalities at one time a
person could only vote if he had been
paying a rent of Rs 7/- per mensem
A person who was paying a rent less
than that was not given any vote

Then, 1f you consider, because a
person having a large number of
shares has a bigger stake in that com-
pany, he should be allowed a bigger
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voling right, may I draw your atten-
wlon to the fact that the person having
a big property in a city should have
a bigger voting right in the municipa-
lity, because he has a bigger stake?
Will that argument stand even one
minute’s consideration? Will anybody
even think about 1t? Similarly, in
the political field 1f we argue that
because certain people have a bigger
stake 1n the country, they should have
more votes, nobody will consider that
for a moment And, therefore, 1in this
Companies Bill as long as you keep
this 1nequality of voting right and as
lang as you permit one or two persons
or ¢ven half a dozen persons to entire-
!5  contro! the company, cortrol
the election of the directors, control
the passing of any resolution, the
tesult will be that a large number of
shareholders who cannot have their
Opinion 1nfluence the decision of the
company, naturally will become apa-
thetic to 1t The result will be that
the company will be entirely manag-
ed by one, two or half a dozen people
and when they start oppressing, the
Government comes 1 with all this
Companies Bill with more than six
hundred clauses I am sure that the
ton Finance Minister, if he had really
made the <hareholders the final autho-
ity by giving them this differential
right of voting, would have really
helped 1n the better management of
companies, than by bringing in all
sorts of penal clauses

Then, I come to the point which has
been raised in the first amendment.
There also, I may point out that when
the Reserve Bank of India Act was
passed mn 1934, 1t was stated that a
shareholder shall be qualified to be
registered as such and no person
Who 1s not—now you come to the
definition—domiciled in India, either
an Indian subject of His Majesty or
subject of a State in India or a British
cubject ordinarily resident in India,
and so on Sir, we find that in 1934
When India was not mdependent, even
then, when the Reserve Bank of India
Act was passed, it was considered
essential that the shareholding and the
voting right be restricted to per-ons
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who are domicile in India, and nor-
mally resident in India. The hon.
Member who spoke before me pointed
out that in the case of public utility
concerns where the interests of the
general masses of our country are
involved, it is not right to give voting
rights to foreigners who may not be
resident in India, who may not realise
the importance and the significance of
that public utility concern for our
country. Yesterday when we were
discussing a clause about shares, we
maintained, though it was not accepted
by the hon. Finance Minister piloting
the Bill, that foreigners should not be
allowed to hold shares in our country.
But if we are permitting them to hold
shares in our country, we should not
permit them to have voting rights.
And even if it is not voting right in
any and every company, let there be
restriction after considering the nature
of the company, If it was all right in
the case of the Reserve Bank of
India, why should it not be right in
the case of public utility concerns?

Therefore, I will once more request
the hon. Finance Minister to consider
the whole question from an unbiassed
point of view and see whether he
cannot by giving differential voting
rights and curtailing the voting rights
of all large shareholders permit the
small shareholders to take active
interest in the management of the
company and whether he does not
think it proper that persons who are
not domiciled in India or ordinarily
resident in India should not have
voting rights in companies which are
of national importance such as
transport, etc. Therefore, I will
press my amendment.

Surt JASPAT ROY KAPOOR: 1
will deal only with my hon. friend.
Mr. Bhupesh Gupta, of course, with
his amendment. Somehow I have
developed a strong fancy for him
because of the quaint way in which
he places himself. I should think that
we should be obliged to him for hav-
ing moved this amendment and some
otaer amendments of this nature for,

[ RAJYA SABHA ]

Bill, 1955 4192
thereby he exposes the working of
his own mind and the working of the
mind of the party to which he
belongs.

Serr BHUPESH GUPTA: Can you
cee it?

Surr JASPAT ROY KAPOOR: Well,
I see it in all its loathsomeness. How-
ever loathsome the sight may be, we
still appreciate Mr. Gupta’s frankness.
What is it that this amendment sug-
gests? It suggests that we should
deprive every foreign investor in
this country of the right of voting
excepting such foreign investors who
have betrayed the interests of this
country and have gone away to
Pakistan regardless......

Surr BHUPESH GUPTA: Are they
traitors?

Mr. CHAIRMAN: I do not think it
is necessary to talk about it.

Surt JASPAT ROY KAPOOR: It is
very necessary.

Mr. CHAIRMAN: No, it is not.

Surr JASPAT ROY KAPOOR: In
this amendment, Sir,......

Mr. CHAIRMAN: He has talked
about nationals of Pakistan.

Surt JASPAT ROY KAPOOR: No,
Sir. * He talked about such persons
wha were formerly residents of India
—India, of course, as it is today—and
who have gone away to Pakistan. His
amendment suggests that such per-
sons who are evacuees should have
the right of voting, but not even the
9rigina] residents of Pakistan mean-
ing thereby......

Surt BHUPESH GUPTA: Many
Hindus, incidentally, in East Bengal
have properties in Calcutta. He should
%{now it. What can I do with such
1gnorance?

Surr JASPAT ROY KAPOOR: Will
he please read his amendment again?

Surr BHUPESH GUPTA: Yes.

Surt JASPAT ROY KAPOOR: It
makes an  exception in the case of
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those persons who are Pakistanis or
nationals of a foreign country, but of
Indian origin. Now, a Pakistani of
Indian origin is entitled to have vot-
ing rights here. Now, ‘Indian origin’
in the present context of things means
one who was a resident of India as it
is today and who has now gone away
to Pakistan. The implication of thig
is that if the late Mr. Jinnah were
alive today—may his soul rest in
peace—he would have been entitled
to the voting rights...... .

Tt

Surt BHUPESH GUPTA: No, no.

Surr JASPAT ROY KAPOOR: It
is, of course, very inconvenient for my
friend. Mr. Bhupesh Gupta who may
be every now and then......

(Interruptions.)

M. CHAIRM/AN: Order, order.

Surt JASPAT ROY KAPOOR: But
on some occasions, he should exercise
a little restraint on himself. It means
very clearly and I am sorry if he is
being exposed too much, he does not
relish it, but this is as it is. If the
late Mr, Jinnah were alive today, he
would have had all the rights of a
shareholder, because he would have
been a Pakistani of Indian origin.

Surt BHUPESH GUPTA: I did not
say that.

Surr JASPAT ROY KAPOOR: But
Gaffar Khan, who is an original Pakis-

tani, but not a Pakistani of Indian
origin, cannot have those rights.
This is the clear, unambiguous im-

plication of this amendment.

Sarr C. D. DESHMUKH: May I
poiut out that ‘Pakistani’ stands in a
separate category irrespective of ori-
gin and in any other case, a national
of a foreign country but of Indian
origin?

Surt JASPAT ROY KAPOOR: No,
Sir, This is how it stands. If I have
forgotten......

(Interruntions.)
79 RSD—2
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Mr. CHAIRMAN: Order, order. The
Finance Minister has explained what
Mr. Bhupesh Gupta means and these
two people are agreed. You are
opposing both of them. .

Surr JASPAT ROY KAPOOR: I
know a little more of Mr. Bhupesh
Gupta and his mind than my friend,
the Finance Minister.

Mgr. CHAIRMAN: Do not talk about
his mind.

Surt JASPAT ROY KAPOOR: This
is how it stands. I would be glad if
he now further amends it. But you
might be pleased to read the amend-
ment which says “That at page 50, line
16, after the word ‘shall’ the words
‘unless he or she is a foreigner other
than a Pakistani or a national of a
foreign country but of Indian origin’.”
There is no comma after ‘Pakistani’.
If there were a comma, it would give
that meaning.

Mgr. CHAIRMAN: We want a com-
ma. -

Surr JASPAT ROY KAPOOR: Even
if that were not his intention—I am
not prepared always to take him at
his word so far as the intention is
concerned. But if that be his inten-
tion, I fail to see how or why he
should have particularly great affec-
tion for the Pakistanis and not for the
Ceylonese or for the Burmese who
are living close by. If we want to
show any special regard for our
neighbours, we should show this re-
gard for all citizens of neighbouring
countries. Sir, I see no reason why
this should be accepted, What will
be the result of the acceptance of this
amendment? The simple motive is
that foreign capital should be scared
away. Now this point was debated
at considerable length yesterday and
I do not want to waste the time of
the House by repeating those argu-
ments. But it is necessary, in the
interests of the country, to have
foreign capital subject, of course, to
any restrictions which the Central
Government consider it necessary to
impose in the interests of the country.



4195 Companies
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But the motive behind this is to
scare away all foreign capital and
particularly United Kingdom -capital.

Throughout his speech, he was
referring to foreigners in general, but
to the United Kingdom people in
particular. The United Kingdom
seems to be constantly haunting him.
But, Sir, we find that if it is not a
care of the United Kingdom, and it is
a case of U.S.S.R. they would perhaps
have not only no objection, but they
would, perhaps, give such foreign
assistance special concession, May I,
in this connection, read out a portion
of the pamphlet to which I made a
reference yesterday, entitled “Commu-

*nist Party and problemg of national
reconstruction”? On page 31, they
say—this pamphlet has the impross
of all the sincerity of Mr. Bhupesh
Gupta and it appears it has been
written by him-—“Faced with such
realities and guided by their urge for
capitalist development, the Indian
ruling class and its planners have
begun re-formulating their approach
and have already given some indica-
tion of a new orientation.” Beautiful
sentirnent! “The Government’s agree-
ment with the Soviet Union for the
building of a steel plant in the state
sector, for example, represents a sig-
nificant departure from the earlier
abject dependence on the British and
American imperialists for capital goods
and technical know-how,” Sir, as T
have read it and as I look at him, I
find a glow of jubilation on his face.
Although he would have no objection
to associating freely with the U.S.S.R.,
but if it is a case of associating our-
selves in country’s interests, with any
other foreign country, he takes serious
objection to it.

Sir, that being the case and these
being the facts, I think we should not
touch these amendments even with a
pair of tongs and reject them most
unceremo‘niousiy.

Surr C. P. PARIKH: Mr. Chairman,
these two amendments go to the very
root of the formation and the princi-
ples under which joint stock companiss
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are formed. As regards the first
amendment of Mr. Bhupesh Gupta, it
was sufficiently discussed yesterday, I
mean, the principle of it. He said
yesterday in amendment No. 17 that
foreigners should not be shareholders
in this country. That was rejected.
Today he brings forward another
amendment that they should not
have voting right. He forgets there
are existing shareholders in the
country, as well as future share-
holders that may come in. I do not
want to repeat the arguments which
I advanced yesterday, because he has
very well understood them as he
never interrupted me yesterday which
he usually does.

In this connection, I want to bring
in a few points, Foreign capital can
come into India only under the licens-
ing system which has been laid down
for industrial development. If our
nationals are unable to promote any
industry then only foreigners will be
allowed to have any industry in the
country. Another condition is that
51 per cent. of the shares in most of
the cases will be in the hands of Indjan
nationals. 'These two conditions are
there.

Then technical training will have
to be imparted to Indians. That is
the third condition. Then there is
the Capital Issues Control Order. All
these conditions are there. I do not
want to repeat my arguments. First

of all he wants to create a nervous

feeling among foreigners in this
country. That is his object. He has
no sympathy with those investors,

from whatever country they come to
invest their capital here.

Now, Sir, as I explained yesterday,
we require huge capital for our indus-
trial development. Over and above,
we require machinery as well as
technical skill, and as I pointed out,
machinery cannot be handled by us
in any way we desire. Many machines
have been installed but, if they go out
of order, they cannot be restarted
unless we call in foreign aid for that
Therefore, shareholding is required
in order that their capital is invested



~= Reserve

Companies

4197

and we want that capital to remain

invested in order that our progress in

mecianical and technical skill and
technical know-how does not suffer.

Sir, the main thing is that our in-
dustrial development is very small,
although it may be big looking to the
progress that we have made in five
years; but we have to make still much
faster progress. On that account we
want to create confidence among in-
vestors outside that India ig a safe
fleld if they come here on our terms,
which are such that they are not able
to exploit our country against the ma-
tional interest. ’ -

Now, Sir, I will come to the amend-
ment of Mr. Kishen Chand. That also
I am unable to understand how it is
brougat forward in the way in which
it has been. He wants to convert a
majority into a minority. He wants
to give the minority control over the
majority. How can -this happen?
About co-operative societies, as he
pointed out yesterday, it may be a
different thing. But what is the pro-
gress of co-operative societies in this
country? The progress of co-operative
societies has been thoroughly review-
ed in the Rural Credit Survey Report
where it has been said that unless the
State participates and promotes the
co-operative societies and partakes
share capital, if necessary, to the
,extent of 75 per cent, till then the
growth of co-operative societies will
be retarded. That point has been
conveniently forgotten. .

Then my hon. friend brought up
the point about the Reserve Bank.
Many Members might not be aware
of what was happening when the
Bank shares were floated.
The Reserve Bank was an institution
entirely controlled by the Government
as regards shareholding. He con-
veniently forgets that the public were
not i-sued all the shares that they
demanded. Also in matters of allot-
ment the number that could be aliot-
ted to any shareholder was limited.

[Mgr. DepuTY CHAIRMAN in the Chalir.]

|
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When we are talking about the vot-
ing rights, we forget about the equity
capital and the persons whe have
taken risks. They should not be at
the mercy of those who want to take
advantage of that. I will give you
an illustration. We have shareholders’
meetings oftentimes, and persons hold-
ing one or two shares each come to
the meeting, about 50 or 100. What
they ask is, “You give us cloth at
nearly the market rate or less than
the market rate, and the other share-
holders will then suffer.” Does it
mean that the capital resources of
those who have invested more should
be exploited by the minority by such
argument? 1 think he has to under-
stand that the policy of industrial
control has to remain and that those
who take risks should not be denied
the benefit of the risk capital that
each one has invested. He has sald:

One share, one vote; 10—100
shares, ten votes; in excess of 101
shares one vote for every hundred
shares;

but he conveniently forgets that in
the country there are many companies
whose paid up share value is Rs. 10
only. There are ten lakh shareholders
and, therefore, about 10,000 share-
holders will have control over 9,90,000
shareholders. That is what his
amendment comes to,

Sarr KISHEN CHAND: Now all
people have got control over them.

Surr C. P. PARIKH: He convenient-
ly forgets that in clause 408 the
Finance Minister has taken all mea-
sures in his contemplation in order
that the minority is not oppressed or
those who are holding lesser number
of shares are not oppressed. These,
I think, will protect the minority.
Therefore, this amendment in my
opinion should be rejected.

Dr. W. S. BARLINGAY (Madhya
Pradesh): Mr., Deputy Chairman, in
spite of what has fallen from the lips
of hon. Mr. Parikh, it seems to me
that there is a good deal in the amend-
ment of Prof. Kishen Chand, After
all, it seems to me that there is no
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necessary conflict of interests between
the various shareholders themselves.
Here there is no real contrast between
minority and majority. The interest
of all the shareholders tends to be
the same. What I suggest is that a
vote must approximate to a reasoned
judgment. There is no necessary
conflict between the interest of the
minority and the majority. The
activities of all the various sections
of voters are directed towards a com-
mon end. Clause 87 (1) (b) says:—
N “His voting right on a poll shall
be in proportion to his share of the
paid up equity capital of the com-
pany.”

Of course, everybody knows that that
always is the case in the case of
companies. But after all, are we not
revoluticnising the very process of
the company meetings and why should
we not do it in such a manner that
reasoned judgment of any issue will
be the result. I, therefore, suggest
that there is a good deal in the amend-
ment of Prof. Kishen Chand. I may
not repeat his other arguments, his
argument on the basis of what hap-
pens in the Reserve Bank and so on
and so forth, but I do suggest, Sir,
that there is something good in that
amendment. It has got to be looked
into very carefully.

Smrr S. N, MAZUMDAR (West
Bengal): Mr. Deputy Chairman, Mr.
Kapoor has characterized the amend-
ment by Mr. Bhupesh Gupta as
“loathcome” but after listening to the
speech by him, I can only say that
the attempt to distort the point of
view of a political opponent is revolt.
ing and nauseated, Mr. Kapoor said
that Mr. Bhupesh Gupta’s amend-
ment has revealed the working of
his mind, but the speech of Mr.
Kapoor also gives a revelation of the
working of his inner mind. It was a
surprise to me that his outlook is so
haunted and dominated by communa-
lism that he forgets the people of
Pakistan. To give some facilities to
the people of Pakistan is some sort
of enormity of monstrosity to him.

[ RAJYA SABHA ]
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We have advocated this because in
spite of the fact that India has been
artificially divided, the people of
India and Pakistan have close ties—
economic ties, cultural and historical
ties—and it should be our endeavour
to develop all these common ties so
that our hearts may beat in unison
and most of the bitterness that is now
prevailing may be dispelled, so that
our energies may be diverted to more
constructive and peaceful lives.

SHRT JASPAT ROY KAPOOR:
Must not our attitude towards Nepa-
lese be the same? Why exclude Nepa-
lese? - o

SHRT1 S, N. MAZUMDAR: Nepal
and Pakistan are not on the same
footing. And when I say that our

feelings towards the people of Pakis-
tan should be such and such, that
does not mean that we have to cherish

a sort of hostile feeling towards the °

people of Nepal.

Secondly, Sir, Mr. Kapoor has
again distorted our point of view, not
only the point of view of Mr, Bhupesh
Gupta, but our point of view, regard-
ing the question of foreign capital.
Sir, it was made very clear on several
occasions on the floor of this House
yesterday that we are for foreign
assistance, if it can be had without
any strings attached to it. It can be
from any foreign country, including
the United Kingdom. We are not
against it, And the portion which he
has read out from the booklet of the
Communist Party has been misinter-
preted and torn out of the context.
Yesterday also we made it clear that
the Soviet assistance which has come
in the form of the steel plant is not
the Soviet private capital investment,
We make a distinction ~between the
two. Hon,-Members are open to criti-
cise our point of view, but let them
not put their own interpretation into
our mouth and then criticise it, Let
them have the honesty and the frank-

ness to take what we say as it is and
then criticise it.

Now, Sir, as regards this question
of foreign capital, it is true that it was
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discussed to some extent on the floor
of the House yesterday—why yester-
day only? We were discussing this
question on so many occasions—but
unfortunately there has been no
opportunity to discuss this question
in a thorough manner. And I wonder,
Sir, why the Government has not
undertaken a study or an enquiry into
the question of how foreign capital is
working in India. It is now 7 or 8
years since the Government’s policy
about foreign capital was enunciated,
Since then there have been many
complaints from many sides that
foreign capital has flowed into the
consumer goods producing industries,
floweq into industries where indigen=
ous capital and initiative is forthcom-
ing. Sir, this thing is against the dec-
lared policy of the Government,
There have been complaints from in-
dustrialists and other sections that
foreign capital, at least in some indus-
tries, is working to the detriment of
our national interests, And I remember,
Sir, that when this question was rais-
ed by me on a previous éccasion, the
Minister for Commvrce, Mr, Kdrmar-
kar, gave a challenge to me and said,
“Let us study this question thorough-
ly, in a scientific and objective man-
ner.” And I accepted that challenge.
But the Government is completely
shelving this question. This is not a
demand which has been raised only
by us.

Now, Sir, coming to the other point,
vesterday, the hon. Finance Minister
developed a new argument and said
that we shoulq allow foreign capital
investment here so that they may
have some stake, and if we dp hot
give them that facility, the foreign
firms which have the monopoly of
technical know-how, will give us
wrong advice, Sir, I think it is a very
strange and distorted conclusion from
the findings of the Public Accounts
Committee, If that Logic is eontinued,
then it means that in every major
project that we plan in India, the
foreign capital will have to be given
a stake. That is the logical conclu-
sion. As I said yesterday, this
conclusion, to my mind, cannot arise
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from the findings of the Public
Accounts Committee which were
referred to by the hon, Finance
Minister yesterday, And in this

connection, Sir, I can assure him tnat
in the conditions of the world today,
even if foreign private capital is not
given any stake in this country, that
will not mean that we cannot get
foreign assistance, And I would
like to make it quite clear. Sir,
that when we, in our booklet, or
in our speeches, mentioned any change
in the Government’s policy that they
are |taking help from the Soviet
Union, we did not mean that they
should take help from the Soviet
Union exclusively, We stmply meant
that the Government should recognise
the existence of two world markets
and take advantage of these markets
and get assistance on beneficial and
favourable terms. And we are very
much pleased to see that the Govern-
ment is, to some extent, taking that
advice and is turning for capital
equipment and other resources to the
other market incontrast to its pre-
vious policy of completely depending
on the cabritalist market

Now, Sir, as regards the capitalist
market, I hope the Finance Minister
will bear me out and will agree—I do
not know whether he will agree or
not, but I will request him to do so—
that the big capitalist countries, today,
have to export their capital, either in
the form of loans or in the form of
machinery and other capital equip-
ment, to other countries, They cannot
subsist without that. If the flow of
foreign capital is checked ‘here, those
capitalist countries, in order to main-
tain their high rate of profit, will ex-
port their capital in another form. If
this comes in the form of capital
equipment, there is no objection to
take advantage of it. And he need
not be apprehensive that it will not
be forthcoming, if we take certain
measures here, the measures which we
think are necessary for our national

interests. Now I do not want to go
into the whole history of foreign
capital. If T speak only for five

minutes or so, that will not convince
the hon. Members. But I have given
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them a very good suggestion. Let |

them make an attempt to study the i

whole question objectively and find |

out how foreign capital has worked ’

from the year 1947 to the year 1955.

.With these
this amendment,

Sur; RAJENDRA PRATAP SINHA |
(Bihar): Mr. Deputy Chairman, I '
wish my hon. friends, the capitalists
and the industrialists, as also the !
Finance Minister could appreciate the j
spirit and the genesis of the amend-
ment which has been moved by my |
hon. friend, Mr. Kishen Chand. I am \

i

)
words, Sir, I support

very happy, Sir, to find that the
fairness of his argument and also of
the spirit of this amendment has been
accepted and appreciated by my
friend, Dr. Barlingay, even though
he does not sit with us. And I am
sure, Sir, that in time to come more
and more of the Congressmen will
appreciate the force of the argument
advanced by my friend, Mr. Kishen
Chand. .

Now the question is why such an
amendment has been brought forward
for the consideration of this House. A
point was raised by my learned friend,
Mr, Parikh, with regard to the question
of minority and majority. He says
that the minority will dominate the
majority. But what has happened till
today? The majo_rity' has persecuted
and exploited the minority. This is
an obvious fact in the company ad-
ministration, Sir, which even the
Finance Minister has accepted, and
that is evident from the fact that so
many clauses have been introduced
in this Bill in order to stop persecu-
tion by the majority of the minority.
Had there been no persecution by the
majority, in the companies, of the
minority, these clauses would not
have found a place in the Bill itself.
Therefore, if such a demand is made,
it Is there because the majority has
abused the powers which we have
given to them. My friend was talk-
Ing about majority and minority.
Majority of what? He is alwavs |
thinking in terms of majority of
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money that a person may possess but
things are vastly changing, the society
is revolutionising. We cannot equate
money and men at par.

Dr. W. S. BARLINGAY:
gence, .

Surt RAJENDRA PRATAP SINHA:
I am coming to that. Therefore the
society, the State and the Finance
Minister will one day have to recog-
pise that in a company the shareholder
and the share will not be treated at

Intelli-

par. I mean to say that the number
of people composing the company—
who are members of the comvanv

will have to be treated equally. All
the people, all those comprising a com-
pany will have to be treated equally.
Because you hold 51 per cent. of the
shares—maybe by two persons—these
two persons cannot dominate 49 per
cent. sharcholding, maybe, by 49 per-
s0ns ho\lding one share each. This
will have to go—may mnot be today
but tomorrow or the day after and 1
think, if you are anxious to maintain
your control over the company mana-
gement, the only way by which you
can do is, in the future, by fair-play
and efficient management. If you are
honest, efficient and fair, the 49 per
cent. will not turn you out but will
retain you to manage the company.
Therefore the best safeguard for your
continuing to manage the company is
not your share-capital but your capa-
city to manage and to conduct your-
self honestly and fairly.

There is another point which I
would like my hon. friend there to
appreciate. He has talked about risks.
Risks of what? He says that two per-
sons have risked all their money in
the company and therefore their in-
terests should be regarded at a higher
level than those of the other people.
Others have also risked. Supposing
I have got only Rs. 10 and I have in-
vested that in one share. My risk so
far as the money is concerned, is just
the same as that of the one who has
invested Rs, 1,000. It does not make
any difference. Then there are thou-
sands of labourers who are working
tnere. There are other peavle who die
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in the factory working and their Surr H. C. DASAPPA: 1 am not
families are living—all these concep- | answering Mr. Kishen Chand. I am
tions will have to be taken into con- only answering now Mr. Bhupesh

sideration. It may not be done today
by the hon, Finance Minister but to-
morrow they will have to be taken
mto consideration. Therefore the
risks will have to be equalised. The
risks of all the people will have to be
considered at par including the labour
—all those who constitute the com-
pany. My conception is that a com-
pany consists both of capital and
labour. Their interests do not vary
and those people should be put in
charge of the company who are cap-
able, efficient and honest in managing
the company, If you want to
develop the form of mandgement
envisaged in this Bill—the Secretary
and the treasurer form of manage-
ment—this can only happen if we
accept this amendment. In the long
run, ultimately that form of manage-
ment will develop only if the amend-
ment proposed is accepted. Other-
wise the big people, the managing
agents, who are there today will con~
tinue and control the companies.

Surr H. C. DASAPPA (Mysore):
Mr. Deputy Chairman, I would much
rather prefer to deal with the amend-
ment of my hon. friend, Mr. Gupta,
first. This question of voting right
is a thing which is incidental to the
ownership of shares., I am afraid he
has introduced a foreign element into
this particular chapter and particular
clause by referring to the foreigners
who may possess shares. When a per-
son becomes a member of a company
and purchases shares, he must have
some rights as a shareholder. It is a
necessary concomitant of the right of
possessing a share. Now if a person
is to be disenfranchised from exercis-
ing his rights as a voter by virtue of
his possessing the share, I am afraid,
it is just the same as saying that no
foreigner can own a share, or should
ever be permitted to own a share. I
do not think that a provision like this
exists in any set-up of companies in
any part of the world.

Srrr KISHEN CHAND: In Reserve

cay, has been extended far beyond
the fronliers of this chapter relating
to voting rights. Both my friend Mr.
Gupta and Mr. Mazumdar have been
talking of the existence of foreign
companies functioning in this land
and the way in which they have been
working to the detriment of the coun-
try. That, I believe, comes under
_Part 11. There is a separate chapter
for that and those clauses are 594 and
onwards. I don’t know why my friends
both Mr. Mazumdar and Mr. Gupta,
who, I expect, have a very clear mind
in this respect, should introduce all
"those considerations in  determining
what right a shareholder should have.
So I feel that absolutely it is irrele-
vant for the consideration of this
particular clause here,

|

! . .

’ Gupta. The discussion also, I may
|

|

As regards Mr. XKishen Chand, I
must say that it is a radical suggestion,
a thing which has not been accepted
as a necessary part of the functioning
of any company law,

Dr. W. S. BARLINGAY: That is no
ground for rejecting it.

Surt H. C. DASAPPA: It is not.
What I say is, it requires a great deal
more of thinking than a mere sum-
mary consideration here at such short
notice. Tk}ere may be something to
be said in favour of that but it must
also be seen

...... -

Surt V. K. DHAGE: You can keep
aver the clause.

Surr H. C. DASAPPA: The moment
we accept that suggestion or we in-
corporate it in this, it means a ter-
rible danger of thorough dislocation
in all companies. We simply don’
know what a small body of share-
holders mustering themselves strongly
at a meeting could do in the circum-
stances of the case if they choosc to
come together with a previous intemt

of upsetting the existing order ¢f
things,
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Dr. W. S. BARLINGAY: May I ask !
a question to my hon. friend? When |
the concern is being managed by a |
managing agent, how can there be any
dislocation? There will be no disle- ’
cation whatever. J

}
\

Surr H. C. DASAPPA: No, no. It
is just in the company that is being !
managed by the managing agent that
the trouble will arise. And the trouble !
can be more aggravated becaude every “
action of the managing agency can be |
negatived or neutralised by a body \
of sl.areholders who are in a hopeless
minority so far as shares are
concerned. I may make the posi- l
tion clear by means of an illustration.
Suppose there are a hundred share-
holders holding single shares. And
you have also a body of a hundred
shareholders owning about 9,000 or
10,000 shares, each of them having 90
or 100 shares. If my hon. friend Mr.
Kishen Chand’s argument is to be
accepted, then what happens is, those
100 shareholders holding single shares
will muster strong at a meeting and
upset the entire arrangement of the
managing agency. Sir, it is so obvious
to me that I do not think that it needs
any argument. Of course, I am not
saying that a proposal of that kind
need not be considered at all, but it
has to be

-

Surt BHUPESH GUPTA: That is to
say, it is the purse that counts and
not the shares.

Mr. DEPUTY CHAIRMAN: Order,
order.

Dr. W. S. BARLINGAY: Will they
work against their own interests?

Surr H. C. DASAPPA: Sir, my hon.
friend Dr. Barlingay asks me the
question whether they will work
against their own interests. But I
would ask him why he thinks that
those with a single share each will

[ RAJYA SABHA ]
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stake in the concern than those who
possess a hundred or thousand shares
each? It may be that the shares are |
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confined in the hands of a few. But
who will have greater interest in the
succeszful functioning of the concern
which is a common concern? These
hundred persons may lose at the most
Rs. 1,000 in all, if they possess a
Rs. 10 share each. But the other
twenty or thirty persons who own
greater number of shares each, will
stand to lose a much greater sum,
maybe a lakh of rupees. Why should
my hon. friend think that the few
people who have a larger stake in the
company will work against the best
interests of the common concern? If
anything, psychologically considered
or even from a commonsense point of
view ‘the larger shareholders will
have a greater risk and a greater
interest in the concern. That is the
natural thing to expect.
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Suri KISHEN CHAND: In that case,
my hon. friend should oppose adult
franchise also, on the same ground.

SHrr H. C. DASAPPA: But why
should anyone confuse the issues? So
far as adult franchise is concerned,
that is a different thing altogether.
But I am afraid it will take me a long
time to convince my hon, friend Mr.
Kishen Chand.

Mgr. DEPUTY CHAIRMAN: No,
you need not dilate on that point.

SHrr H. C. DASAPPA: No, Sir, I
will not dilate on that. It is quite
obvious that those who have invest-
ed greater sums in the concern will be
more directly interested and they will
have a greater stake than individual
shareholders who may choose to invest
small savings. My fear is that this is
too radical a suggestion for ws to
accept on this woccasion,

Surr SHRIYANS PRASAD JAIN:
Sir, I rise to oppose the amendment
moved by Shri Kishen Chand. If
that amendment is accepted, then I
feel it will strike at the very root of
the capital formation and the forma-
tion of all joint stock companies. No

.
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joint stock company will be formed,
once this amendment is accepted. As
for present companies, those that exist
now, the amendment will create chaos
and dislocation and there will be great
disturbances in the administrative
field.

I may inform my hon. friend, Mr.
Kishen Chand, that it is not the in-
dividual but it is the money that brings
in the vote and we cannot apply the
analogy of political administration or
the administration of political parties
in the case of the” administration of
the Board of Directors which is quite
a different matter. My hon. friend
wants those who have comparatively
a lesser stake in the company to be
put in charge of its affairs and yield
greater power over those who have
higher stake in it, who would like to
put his money in the hands of such
people, however innocent they may
_be, and to put them in charge of the
company and when he who puts in
more money will have no say in the
matter of the administration of the
company? Nobody will. And as I
said, this will stop all future company
formation.

Dr. Barlingay and others have said
that the interests of all the directors
-are common. 1 perfectly agree with
that statement. But why should it be
argued that he who has a lesser stake
in the company should be in charge
of the administration? I would point
out that the person who has a higher
stake will safeguard not only his own
interests but will safeguarg the in-
terests of the minority shareholders
also, since the interests are common.
And when there is oppression of the
minority by the majority, there are
so many provisions in the Bill by
which they can go to the Government
or go to court and get their grievan-
ces redressed, The proposed amend-
ment, instead of redressing any grie-
vance, will only, put in difficulties in

the way of company’s formation and

also in the administration of the com-
panies.

Dr. Barlingay stated that there will
not be any dislocation where the com-

.
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panies are managed by managing
agents. But my hon. friend seems to
forget that Dbesides the managing

agents, there are the Board of Direc-
tors who according to certain provi-
sions guide the managing agents in
the formation of the policy of the com-
pany and in certain other matters.
When the minority shareholders have
more right in the matter of votes than
the majority shareholders, then the
former will be elected to the Board
and these are the people who have
less stake in the company, how can my
hon. friend say that there will be no
chaos or dislocation? 1 cannot un-
derstand his argument. '

On these grounds, Sir, I oppose the
amendment.

Surt V. K. DHAGE: Sir, I do not
know why our friends on the other
side should be so apprehensive of the
effects of the amendment that has
been given notice of by us.

SHrt SHRIYANS PRASAD JAIN:
It is not the apprehension, but the

impracticability of the amendment
that I spoke of.
Surr V. K. DHAGE: It will be

noticed that under clause 87(a) every
person shall have one vote. It is only
in the case of a ballot being demand-
ed that the number of votes can be
according to the capital that one pos-
sesses. Therefore, ordinarily speak-
ing, the provision is that each person
shall have one vote. This principle
Is recognised so far as the Co-opera-
tive Corporation Law is concerned.
There, every person, irrespective of
the capital he is holding, is given only
one vote when he is present, There
is one mestriction in the case of the
Cooperative Corporation Law, and
that is with regard to the possession
of capital by one single person, which,
I think, is about 10 per cent., and not
more. No person can possess more
than 10 per cent. of the capital issue.
Applying that analogy here, in case
a poll is demanded, it has been pro-
vided in our amendment that he
shall have hundred votes, whicl. is
the maximum. That is to say, he
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|Shr1 V K Dhage.]
will have to take 1n all, about
10,000 shares or a little more, 10,010
or 10 less than 10000, something hke
that That being the case, there need
be no apprehensions by a person
possessing more shares, that 1s to say,
holding blockholdings The  provi-
sion that 1s suggested here 1s based
on the same kind of -principle as 1n
the Co-operative Corporation Law
While there 1s Iimitation on the pos-
session of capital there 1s lLimitation
on the power of voting here That has
peen restricted to 100 votes, you
IP M may, if you like, increase the
number from 100 to 150 I do not mind
that but a Iimitation on the number
of votes that a person can exercise
has certainly a healthy mfluence with-
out 1In any way exercising any kmd of
an oppression on those who hold
block snares

Sur1 C D DESHMUKH Mr Deputy
Chairman, I oppose both these amend-
ments If the second one 1s approved,
then, I think, there will be an end to
jomt stock companies as we know
them, 1if the first one 1s accepted, then
there will be an end to foreign
mvestment I shall deal with the
second one first It 1s not possible to
postulate in advance what precisely
the effect 1s gomng to be 1n any given
company Maybe 1n some companies
the majority may not turn into a mi-
nority, 1n other cases that result
might follow where 1t 1s a matter of
taking a poll But the fact would
remain that those who have a finan-
cial stake will not be able to exercise
voting powers proportionate to those
financial stakes and that 1s at the basis
of the scheme of the whole Bill Now,
hon Members might ask, “Why
should we have this law for the joint
stock companies and a different law
for co-operative credit societies or for
some other special form of com-
panies? Or, why did we have a
special law for the Reserve Bank?” So
far as the Reserve Bank 1s concern-
ed, in regard to both the amendments,
the answer 1s a very simple one The
Reserve Bank was, even when it was
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a shareholders’ bank, expected to be .
the main assistance to Government in
the direction of the country’s mone-
tary credit and economic policies.
It was, (herefore, felt that even in
1ts constitution 1t should reflect a
widebased democratic spirit and that
was why when shares were 1ssued,
not more than five shares were
1ssued to any single individual while
at a latter date a limit was placed on
the number of votes that could be cast
by any 1individual shareholder It
was not a question of expanding the
Reserve Bank or of allowing the Re-
serve Bank to s art other industries,
1t was just an institution by itself
Indeed, 1t was regarded a> <ca on-
able that trafficing in shares should
not be permitted even 1f they were
quoted on the S ock Exchange, the
range of variatiors was very small
The profits were limited according to
a formula which was given 1In a
schedule to the Reserve Bank Act of
1935 Finally, the surplus profits—
the dividends were restricted—were
tr go to the S ate Therefore, the
transition from the shareholders’
Reserve Bank to the nationalised
Reserve Bank was so smooth that
hardly anyone noticed 1* and today,
of course 1t 1s entirely an ins itution
owned by Government For the
same reason——although I am now on
the second pomt—it was considered
desirable not to allow foreigners to
hold shares there, especially because
the operations of the Bank went to
the heart of the fiscal and monetarv
management of the coun‘ry, that way
1t was permissible to keep foreigners
from that particular field There-
fore, the Reserve Bank 1s essentially
g case apart

Taking the co-operative law we all
know that co-operation is the union
of small men who have not got the
power or money or who have not
got mndividual credit-worthiness but
whose credit-worthiness consists 1n
their union together That is why a
Iimit was placed on individual share-
holding It has 1its own laws Tt is
regulated not by the Company Law



Companies

4213
but by the laws passed by the |
various State Governments. |>

There are two Centrdl Laws in
which we have some limit on the |
voiing rights and to which hon. Mem- |
bers have not referred but to which. |
in all fairness, I ought to refer. One
is the Banking Companies Act. In
the Banking Companies Act, under
section 10(4), voting rights of any
one shareholder should not exceed 5
per cent. of the total voting rights
of all shareholders. There is.some
kind of limit. Here again there is a
reason. The banking companies are
essentially credit institutions. We
do not desire any further promotional
activity, so to speak, in the banking
field and much of - their working
capital comes not from shareholders
but from depositors, as I had occa-
sion to point out in connection with

some other debate, and about ten
times as numerous as the share-
holders. Therefore, the Shareholder

does not predominate so much, or
his fortunes or his reactions are not
quite so important as in the case of
an ordinary joint stock company.

Then comes the Insurance Act.
Under section 6B(7), after 1950, no
one can hold more than 5 per cent.
of the equity capital. Here again, it
is well-known that the capital of
insurance companies is very small as
compared with the funds of which
the management has command.
Much of the fund of the life insurance
companies—it is called the Life
Fund—really belongs to the policy-
holders who again are far more

numerous than the shareholders.
Where, therefore, there is a2 zood
reason for a distinction of making

some limit, we do so but, by the
same token, since we have to attain
an entirely different object, namely,
rapid industrial expansion in all
directions, we should aveid putting
any such limit on the total holding
or the total voting power. That is
the scheme on which, as I said before,
this Bill is based.
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Sur1 V. K. DHAGE: May I in-
terrupt? Our objective in putting for-
ward the amendment is not to curtail
the possession of capital; it is only to
curtail the voting power.

Sarr C. D. DESHMUKH: I under-
stand that but if you curtail voting
power, you will automatically curtail
the capital. I do not know whether
hon. Members have any share them-
selves and to what extent they sup-
port this structure of joint stock enter-
prises. Ii would be presumptuous on
my part even to try to guess but all I
can say is that they seem singularly
dispassionate and indifferent in this
matter. 1 can only judge from my
own reactions and I should certainly
object to putting a lot of money which
would be as honestly earned as the
money belonging to hon. Members, in
any venture where I am told that I
shall not exercise voting powers be-
yond a certain limit. I am quite sure
that that reflects the possible reaction
of the ordinary citizen. It is only a
matter of judgment, but I am quite
convinced that if we were to intro-
duce a provision of this kind into this
Bill, then we might say good-bye for
ever to any hopes of expansion of the
private sector. Now, if that is a con-
summation devoutly to be wished for,
as it possibly is in the eyes of hon.
Members opposite, then obviously we
cannot argue about the matter because
we have got quite different ideologies.
We have, that is to say the country
has deliberately made its choice and it
is that the private sector should be
enabled to operate to its maximum
capacity and efficiency. I am quite
convinced that a provision like that
will impede the legitimate progress
of the private sector. )

Now, Sir, I come to the first point in
regard to the voting rights of the
foreigners,

I agree with the Leader of the Com-
munist Party that this is not a violent
gesture, but, in my opinion, it is a
shocking gesture,

Sart  BHUPESH GUPTA: Why
should you be shocked?
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Surr C. D, DESHMUKH: | am
amazed at a suggestion like that. Ob-

viously he has in mind Rs. 350 crores.
Whatever it is, that is the book value.
The actual value is very much more
of the investments of foreigners in
this country. Now at one fell sweep
he suggests that all of them should
be deprived of their voting rights. I
say 1t 1s shocking, such conduct in
international relations,—I do not say
interndtional law—because that sub-
ject is not very familiar to me but I
am well aware of what is regarded as
good International conduct and I can
think of no country which would even
entertain a thought of this kind, that
15 to say, by just a stroke of the pen,
80 to speak, to take away the voting
rights of people who have such a large
stake here. Now that is due to his-
torical reasons.
(Interruptions.)

1 cannot deal with these mutterings
trom the opposition bench,

I think there is a historical explana-
tion for it. At one time we all oppos-
ed it 1n a sense because we feit that
economic power was joined to politi-
cal power. Now the situation is en-
tirely different. The question was
asked why we are now saying some-
thing different. The answer is very
obvious. Today we are an indepen-
dent country. We are captaius of our
own souls and therefore we can geal
with this situation, and il there 19 any
friendly foreign country coming with
capital to work in this country and
ready to observe the laws of this
country in regard to joint stock enter-
prise, then we welcome their assist-
ance. We are only a3t the beginning
of expansion of our industries and
maybe“"%en years time we shall not
even recognise the present picture.
The total capital at work might be
several times large and what appears
to hon. Members opposite as some-
thing very terrible may then shrink
into its proper perspectivc. In any
case I do think it verv important
that we should adhere to recognised
Codes of conduct in international re-
lations. Now that is so far as exist-
ing investment is concerncd.
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So far as future investment is con-
cerned, I have no doubt whatsoever
tnat there will be no future invest-
ment. Why should anyone put his
money here in risk-bearing capital,
equity capital, if he knows that'is not
going to be able to exercise any sort
of control?

Now one hon. Member said that by
necessity, by virtue ot necessity, other
nations have to Invest thelr capital
abroad. Well, it may be true in the
sense that there 1s a surplus of capi-
tal 1n those countries. That would be
a truism. "There are certain countries
which engender a surplus of capital.
‘Lhere are other countries which ab-
sorb that capital. 'That is how this
traffic goes on. But there is no rea-
son why we should proceed to the
next step and imagine that all these
billions of dollars worth of capital is
only waiting on its tiptoes to enter
India.

I think one hon. Member who spoke
here—I think it was Professor Ranga
—gave figures. He referred to a publi-
cation and said Dbillions of dollars
have gone into Canada, into South
America, into the Middle East and all
over the world. Now we are concerned
only with our needs of expansion and
it is well known that we need capital.
Therefore it would be foolish to
hinder this process of inflow of capital
—as it is I do not believe that the
conditions are any too favourable.
For that reason we have not gone out
of our way to extend special incen-
tives to the foreign investor. As one
hon. Member pointed out, there is also
a very great screening as to the
enterprise in which we receive foreign
capital. Now, subject to those safe-
guards, as I said the other day, 1
1eally do not see why we should take
any step which would discourage the
entry of foreign capital. Now there is
room for difference of opinion as to
whether you should encourage the
entry of foreign capital without limit,
whether that process is free of danger
and whether any alternative methods
also are free of danger or not. Now
the first point I make is that the world
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is not showing such an excessive
eagerness to throw its capital into

India. We have to wean it almost from
people who are either nervous or
reluctant or unfamiliar with the
scene, I gave the figure the other day,
about 131 crores, in five or six years,
which is no great amount considering
our needs. Therefore we have to con-
sider this particular point as to
whether equity capital is the best
form in which capital need enter ipto
the country. Now at some stage or
other we may take the view—I do
not say that that stage has been reach-
ed today—but supposing at some
future time we find that about 75
per cent of the total capital at work
in this country is held by foreigners,
I have no doubt that we shall have
tos take a view of the situation and,
may be, we will have to take some
action. But such a situation is not
likely to arise so far as the exercise
of economic power is concerned. I do
not think there is very much of a
difference, it is of course a truism to
say that U.S.S.R. has no private capital
at work in any other country. How
can they? There is no private capital
to my knowledge with all the instru-
ments of production in the hands of
the State. But I should not be over-
anxious to lay down as an axiom that
if we receive export credits or if we
receive long-term loans even because
export credits are long-term loans
which is the only thing that has been
extended to us by some countries, but
even if it is a long-term loan cases
are known where the existence of
that indebtedness has led to the spoil-
ing of international relations between
the two countries and I do not wish
to quote instances, but instances are
not unknown where pressure has been
put on countries not for the sake of

equity capital but for the sake of
other payments.
Surr S. N. MAZUMDAR: Foreign

assistance without strings.

Surr C. D. DESHMUKH: Well, I
am trying to define what these strings
are. I say tha* to call export credit
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not a string and to call equity capital
a string is unscientific. In certain
circumstances both could be......

Surr B. C. GHOSE: Strings.

barrassing. I do not know about
strings, whether they could be des-
cribed as strings, but they could be
certainly embarrdssing. But that situa-
tion is not likely to be reached for a
very long time. (Interruption) 1 do
not give in.

The next question is: Is there any
proof that powers have been misused?
There is only a statement, a bare state-
ment to that effect made by the hon.
Member. No proof has been given
that foreign shareholders do, so to
speak, cut their nose to spite India’s
face—I do not know of any instance.
The only instance he has given is in
regard to the Calcutta Tramways.
Now, Sir, that is not a company, an
Indian company at all, and therefore
there is no question of foreign share-
holders here exercising their rights
against the wishes of the Indian
shareholders and we are given to
understand that the Indian share-
holders were not in a majority. That
is my information. If they are not in
a majority, they have no right to
complain. After all, if they happen
to be foreigners and they happen to
be in a majority, well, they take the
view. Why should I imagine that they
take a view which was against the
interests of the country? It may not
have been palatable to the citizens of
Calcutta. That is another point. But.
as I said, my information is that the
Caléutta Tramways is a sterling com-
pany registered in the United King-
dom.

Surr BHUPESH GUPTA: That s
true.

Surt C. D. DESHMUKH: If that is
so, all that the hon. Member has said
in regard to this company is com-
pletely irrelevant......

Surt BHUPESH GUPTA: Why?
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Surr C, D, DESHMUKH: ..... in

regard to the point that we are
discussing,

Suri BHUPESH GUPTA: 1 men-
tioned the instance to show how they
operate,

Surr C. D. DESHMUKH: The share~
holders are not here, the shareholders
are in London.

Sar1 BHUPESH GUPTA: Some are
here.

SHRI C. P. PARIKH: Meetings can-
not be held here.

Surr C. D. DESHMUKH: The whole
administration of it is there. The
effective operation of the company is
in England. We do not know their
total capital, all that. That is there.
Therefore it is not regulated by our
Acts. Therefore, as I said, the example
of this Calcutta Tramways is irrele-
vant, No other example has been
given; no evidence has been furnish-
ed and therefore I submit that there
is no case whatsoever for introducing

this revolutionary element in the
rights of voting of foreigners.
Mr. DEPUTY CHAIRMAN: The
guestion is:
30. “That at page 50, line 16,
after the word ‘shall’, the words
‘unless he or she is a foreigner

other than a Pakistani or a national
of a foreign country but of Indian
origin’ be inserted.’

The motion was negatived.

Mgr. DEPUTY CHAIRMAN:
question is:

The

31. “That at page 50, for lines 19
and 20, the following be substituted
namely:—

‘(b) his voting right on a poll
shall be calculated as follows:—

one share of paid up equity
capital, one vote;

in excess of one share, one
vote per ten shares up to one
hundred and one shares;
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in excess of one hundred and
one shares, one vote for every

hundred shares, subject to a
maximum of one hundred
votes’.” -

The motion was negatived.

Mg. DEPUTY CHAIRMAN: The

question is:

“That clause 87 stand part of the
Bill.”

1
The motion was adopted.

’

Clause 87 was added to the Bill.

Clause 88 (Prohibition of issue of
shares with disproportionate rights)

Mr. DEPUTY CHAIRMAN: There is
one amendment.

Surt  LALCHAND HIRACHAND
DOSHI: Sir, I move:

32. “That at page 51, lines 19-20,
the words ‘or rights in the com-
pany as to dividend, capifal or
otherwise’ be deleted.”

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

Surt LALCHAND HIRACHAND
DOSHI: The only object to be achiev-
ed is, whenever there is difficulty, to
facilitate finding equity capital by
giving certain advantages to the equity
shareholders whereby it would be
possible to get equity capital easily.

{Tae  Vice-CHAIRMAN
CHANDRAVATI LAKHANPAL)
Chair}

(SHRIMATI
in the

In this it is not intended to vary the
voting rights. The voting rights will
remain proportionate to the shares
subscribed. What is proposed is an
alternative method of subscribing to
the equity capital. We have got dif-
ferent methods of management and
we also want to provide different
methods of subscribing to equity
capital. And as [ said the voting right
is not in any way affected. There
Have been cases in the past where the
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shareholders of equity capital are
given advantages in different forms
and thereby it has been possible to
attract more capital to finance “the
activities of the company. That is
the only object in moving this amend-
ment and I do hope it will be accept-
ed.

SRt B. C. GHOSE (West Bengal):
On a point of order, what the hon.
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Member wants is in reference to
equity capital and not preference
cupital. If it is equity capital, we

have already adopted the definition
of preference capital and equity capi-
tal in clause 85. What he wants to
introduce in this clause 88 would con-
vert it into preference capital. Pre-
ference capital under clause 85 is that,
as respects dividends, which carries
or will carry a preferential right to
be paid a fixed amount or an amount
calculated at a fixed rate. Equity
capital cannot be paid a preferential
&ividend. So the hon. Member should
have started from clause 85 if he
tvanted to make any distinction in
clause 88. Now. having adopted the
definition in clause 85, I am afraid
we cannot do anything in clause 88.

Surr V., K. DHAGE: The
ment is out of order.

Tae VICE-CHAIRMAN (SHRIMATI
CHANDRAVATI LAKHANPAL): 'There is
no point of order in it. If you have
anything, you may say that after he
has finished his speech.

SHrT B. C. GHOSE: Then I with-
draw my point of order. If a point
of order is raised it has to be settled
straightway. I will say what 1 want
to say later on. I withdraw my point
of order.

THE MINISTER ror REVENUE anp

amend-

CIVIL EXPENDITURE (Surt M. C.
SHaH): Sir, I do not accept the
amendment. We do not propose to

give disproportionate rights so far as
voting is concerned and also so far as
dividend is concerned. No sort of
disproportionate rights will be given
to shareholders, with request to either
voting or to dividend. That is the
scheme of the Bill and we do not pro-
pose to accept any other scheme.
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SHrRI B. C, GHOSE: I should like to
know from fhe hon. Minister whe-
ther with that definition in clause 85
it is possible to accept an amend-
ment of this nature.

Sur1 M. C. SHAH: When I say that

f am not prepared to accept the

amendment where is the necassity of
" going into this?

Surr V. K. DHAGE: The quecstion
is not of his acceptance or otherwise.
The question is whether it is consist-
ent with clause 85 which has already
been adopted. -

Surr M. C. SHAH: I do not accept
it. That is all.

Tae VICE-CHAIRMAN (SHRIMATI
CHANDRAVATI LAKHANPAL): Mr. Doghi,
what about your amendment?

Surt LALCHAND HIRACHAND
DOSHI: I would like to withdraw.

The amendment No, 32* was, by

leave, withdrawn,

Tee VICE-CHAIRMAN (SHRIMATI
CHANDRAVATI LAKHANPAL): The ques-
tion is: -

“That clause 88 stand part of
the Bill.”

The motion was adopted.

Clause 88 was added to the Bill.
Clause 89 was added to the Bill.
Clause 90 (Savings)

Tae VICE-CHAIRMAN
CHANDRAVATI LAKHANPAL):
cne amendment, No. 33.

Supr LALCHAND HIRACHAND
DOSHI: I am not moving it.

Tue VICE-CHAIRMAN (SHRIMATI
CHANDRAVATI LAKHANPAL): The quas-
tion is:

“That clause 90
the Bill.”

The motion was adopted.'

(SHRIMATI
There is

stand part of

*For text of the amendment vide
| col. 4220 supra
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Clause 90 was added to the Bill.

Clauses 91 to 104 were added to the
Bill.

Clause 105 (Penalty for concealing
name of creditor)

Tue VICE-CHAIRMAN
CHANDRAVATI LAKHANPAL):
one amendment,

( SHRIMATI
There is

-

1

Kazt KARIMUDDIN (Madhya Pra-
desh): Sir, I move:

34, “That at page 58, in lines 20

and 22, the word ‘knowingly’ i=
deleted.”
, \
Tue VICE-CHAIRMAN (SHRIMATI
CHANDRAVATI LAKHANPAL) : The

clause and the amendment are open
for discussion.

Kazr KARIMUDDIN: I have to
submit that the word ‘knowingly’ is
nueaningless here because the posi-
tive act of concealment involves
knowledge. Even if the word ‘know-
ingly’ is kept there, according to the
definition of ‘concealment’ given in
the Penal Code, it is no offence under
section 415. An explanation is given
that a dishonest concealment of facts
is deception within the meaning of
the section. If the word ‘fraudulent’
or ‘dishonest’ is used before the word
‘conceals’, it will have some meaning
but ‘knowingly conceals’ and ‘know-
ingly misrepresents’ is meaningless.
Therefore my submission is that the
word ‘knowingly’ may be taken out
and I may move a verbal amendment
to add the word ‘dishonestly” or
“fraudulently’ before ‘conceals’ and
‘misrepresents’,

SHrr M. C. SHAH: I cannot accept
it, Sir. The effect of this amendment
would be that even if there has been
concealment unknowingly—he may
not be knowing thaf he Ras concealed
something—he will be penalised. We
are advised by the Law Ministry that
this is quite all right and therefore
we want to have it. If any conceal-
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L}
ment has been there unknowingly,
we cannot penalise that man,

Kazi KARIMUDDIN: Can there be
any concealment without knowing it?

Surr M. C. SHAH: That is what we
have been advised by the Law Minis-
try and I think as I said yesterday
also we have to accept the advice of
the Law Ministry in such cases.

Surr V. K. DHAGE: May we know
what is the advice of the Law Minis-
try in this regatd?

Surt JASPAT ROY KAPOOR:
Would you not have our advice rather
than the advice of anybody else out-
side?

Surr M. C. SHAH: Law Ministry®
is our legal adviser......

Sur1 JASPAT ROY KAPOOR: May
be anything, but it is Parliament
which should be the final adviser. .....

Surr M. C. SHAH: Therefore, Gov-
ernment will go by the advice of the
Law Ministry which has considered
this question very, very carefully......

Surr BHUPESH GUPTA: On a
point of order....

Surr M. C, SHAH: Therefore we
should accept that and that alone.
The Member of Parliament may make
certain interpretation of certain
words. The Member of Parliament
may say that this ought not to be
there. The Member of Parliament
has got a right to point out certain
things. But what we usually do so
far as the legal aspect of the matter
is concerned is, we will be always
justified in accepting the advice of the
Law Ministry

Surr JASPAT ROY KAPOOR: We
make laws, not they. It is for us to
make laws according to the best of
our wisdom. Even apart from the
advice of the Law Minsiry. ..

Tae VICE-CHAIRMAN (SHRIMATI
CHANDRAVATI LARKHANCALY Order.
order. .
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Sext BHUPESH GUPTA: Madam, Surr M. C. SHAH: I object to that.
will you ask the Minister...... The hon. Member must observe

Surt M. C. SHAH: When I am
standing, when I am not yielding,
when my friend. Mr. Kapoor, advises
other Members to observe the Parlia-
mentary rules, I think he should also
conform to thoge rules. What I say
ijs this. If a Member of Parliament
says something that legally it ought to
be this way, it ought not to be that
way, then we are justified in saying
that our view is this. There is noth-
ing wrong in saying thaf, Parliament
makes laws, certainly. If Parliament
decides that this word should go,
then the Government cannot go
against it. But the Government must
express their view. There is no
slight on Parliament. I think my
hon. friend, Mr. Kapoor, stre}ttched it
too far unnecessarily. It is conceded
that Parliament is the sovereign body.
I do not say Pdrliament is not the
sovereign body. We are to obey the
mandate of Parliament. But when
we put in this word, we say that we
have put it in because we feel that it
is correct......

Surt V. K. DHAGE: The hon.
Minister says that in a matter of this
kind, the Law Ministry have been
consulted and they have expressed
their opinion in the matter. May I
know as to what that opinion is?
Will the hon. Minister read it out to
us, so that we may be able to under-
stand the reasoning behind it?

Surt BHUPESH GUPTA: On =&
point of order, Madam Vice-
Chairman. The hon. Minister has said
that he has got the legal advice. I
have no objection, if he refers to cer-
tain legal advice that he may have
got. But it is for him here in this
House to satisfy the Members of the
legal validity of the case. He can

Jopt any argument he likes. We

not concerned with the Advocate-
‘al or the Attornev-General.
1 mention them but when we
at the legal grounds are, he
‘'vance those grounds. He can
e repeat them..... .
2

decorum. He is not the person here

Sarr BHUPESH GUPTA: Now, he
can Dparrot-like repeat it. He can
read it from any piece of paper. I
have no objection. But every time
we ask some such thing, he has con-
sulted somebody—Advocate-General
or Attorney-General and what not, we
are not concerned—but we are mak-
ing the law. We would like to know
the implications of the law. If he
has a particular interpretation to
make, for that reason he can seek any
advice he likes outside. But he
should not tell us that he has consult-
ed and just fob us off by mentioning
certain names. I think it is not right.
Henceforth, Madam Vice-Chairman,
whenever we ask him to explain cer-
tain legal positions and legal formulae
and legal propositions, he should trv
to explain them instead of telling us
as to how the Attorney-General had
certified it. It does not speak well of
those people who adorn the Treasury
Benches.

Surt M. C. SHAH: Is he giving a
sermon?

Tae VICE-CHAIRMAN (SHRIMATI
CHANDRAVATI LARHANPAL): He is seek-
ing some clariflcation.

Surr M. C. SHAH: Because he
never hears others he goes on, whe-
ther it is relevant or irrelevant, in
any way he likes.

Dr. W. S. BARLINGAY: Madam
Vice-Chairman, may I respecttully
point out the proper position in thiy
case? I can assure Mr. Shah that I
will say all this most respectfully
without meaning any offence what-
ever. The whole point is this. There
is no objection to the Ministry con-
sidering any opinion which the legal
department has given. There is
absolutely no objection to that., The
cnly objection comes in when it is
stated on behalt of any Member—Ilet
alone a Minister—of this House thnat
the opinion of the legal department
or the Attorney-General or for that
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matter the Supreme Court is binding l
on this House, when it is said, for !
instance, that no further argument
can be advanced against it, I wish to
point out that even the Govern-

Surt M. C. SHAH: I have not said
that no arguments can be advanced.
My friend, Dr. Barlingay, may not be
attending to what I have been saying.
Any Member can advance any argu-
ment that he wants to make. He
may be satisfled, or he may not be
satisfied with what we say. We say
that this word “knowingly” was used
after careful consideration. [t was
digscussed in the Joint Committee. We
nave referred to this clause with
regard to the legal implications of
those words. We have looked into the
English Act, In section 71 of the
English Act, there is a word “wilfully”.
Instead of that we have wused the
word “knowingly”. Therefore, we say
the word “knowingly” is necessary -
and it cannot be omitted, because of
a certain interpretation put by the
hon. Member who has moved an
aniendment. He has every right to
move that amendment. He has every
right to advance his ‘arguments in
favour of it. But I say that we can-
not accept those arguments. I think
I am perfectly justified in saying that
I cannot accept those arguments.

Dr. W. S. BARLINGAY: If he says
that we must necessarily accept the
opinion of the legal department then
alone that is wrong, otherwise there
is no objection.

Tue VICE-CHAIRMAN (SHRIMATI
CHANDRAVATI LarHANPAL): Do you
press your amendment?

Kazr KARIMUDDIN: Although I
do not quite agree with the reasoning
given by the Minister-incharge, I
withdraw my amendment.

The amendment No. 34* was, by
leave, withdrawn.

( RATYA SABHA ]

*For text of the amendment, vide
col, 4223 supra.

Bill, 1986 4228

Tug VICE-CHAIRMAN (SHRIMATI
CHANDRAVATT LARHANPAL): The ques-
tion is:

“That clause 105 stand part of the
Bill.”
The motion was adopted.

Clause 105 was added to the Bill

Clauses 106 to 110 were added to
the Bill

Clause 111 (Power to refuse registra-
tion and appeal against refusals)

Tae VICE-CHAIRMAN (SHRIMATI
CHaANDRAVATI LAKHANPAL): There is
one amendment.

Surr C. P. PARIKH: Sir, I move:

35. “That at page 61, line 23 the
words ‘in writing’ be deleted.”

THE VICE-CHAIRMAN (SHRIMATI
CHANDRAVATI LAKHANPAL): The
clause and the amendment are open
for discussion,

Surt C. P. PARIKH: I have to say

only a few words about this. The
words “in writing” are there in
clause 111. But in sub-clause (5), I

think these words “in writing” are
not necessary. Representations can
be made in so many words. If the
representation is not made “in writ-
Ing”, then it is barred. I think that
will not be proper, because some
interviews may be given, personal
explanations may be given. On that
account I have moved the amendment
and I think the words “in writing”
may be omitted.

Surr M. C. SHAH: Madam, I can-
not accept it.....

Surr BHUPESH GUPTA: Why?
Sert M. C. SHAH:......becawr
the Joint Committee felt that
writing” 1is absolutely nece
And, therefore, we feel th-
writing” is necessary. In t}

of Shri Parikh it may

necessary.
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Surt BHUPESH GUPTA: We would
like to know why he is feeling that
way?

THE. VICE-CHAIRMAN (SHRIMATI
'CHANDRAVAT] LAKHANPAL) : Mr,
Parikh, do you press your amend-
ment? :

Surr C. P. PARIKH: No.

The amendment No. 35* was, by
leave, withdrawn.,
TaHE VICE-CHAIRMAN (SHRIMATI

‘CHANDRAVATI LAKHANPAL): The ques-
tion is:

“That clause 111 stand part of the
Bill.”

The motion was adopted.
Clause 111 was added to the Bill.

Clauses 112 to 148 were added to
the Bill.

Clause 149 (Restrictions on com-
mencement of business)

TaHe VICE-CHAIRMAN (SHRIMATI
CHANDRAVATI LAKHANPAL): There is
one amendment,

Surr V. S. SARWATE (Madhya

Bharat): Sir, I move:

101. “That at page 77, after line
13, the following proviso be
inserted, namely:—

‘Provided that in cases where
the company has been publishing
yearly reports, the contracts shall
become binding on the expiry of
three years from the date of their
execution, even though the com-
pany may not have been entitled
to commence business or exer-

- cise borrowing powers'’.”

Tae VICE-CHAIRMAN (SERIMATI
CHANDRAVATI LAKHANPAL) : The
clause and the amendment are open
for discussion.

Surr V. S. SARWATE: Sir, hon.
Members should know that section
149 in the Company Law is in the

*For text of the amendment, vide
col, 4228 supra.
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interest of the creditors. This see-
tion lays down that a company should
not borrow or should not commence
business unless a certain amount of
share capital has come in, which
means that the creditor advances his
money. Against his advance there
would be the security of certain
share capital. So, the interests of
third party, that is the creditors and
the persons who enter into contracts
or agreements with the company, are
hereby safeguarded. That section is
meant for safeguarding the interests
of third party, the creditors. It
sometimes so happens and it has hap-
pened—I know because I was prac-
tising myself in Company Law with
a certain company. Though it was
not entitled to commence business, it
went on  borrowing. The creditors
went on giving their money as loan.
This went on for a number of years.
With the borrowed money, the com-
pany went on managing its business.
After some time before the company
got the necessary certificate of com=-
mencement of business, it went into
liguidation. The result was that the
creditors who had advanced money
all suffered and none of them was
able to recover any money. What
happened was that, though the com-
pany derived advantages and went on
running the concern with the bor-
rowed money, still the persons who
gave the money on credit suffered.
This should not happen. Therefore,
equity requires that the creditor
must be protected; it is in his interests
that the section is enacted here. He
takes certain risks and advances
money. If I am saying here in the
proviso which I have added “in cases
where the company has been publish-
ing yearly reports”, this would make
their position secure. All the share-
holders know all these reports. They
would understand that eertain money
has been taken on loan. 'This pro-
tects the shareholders. On the other
hand, the creditors know that their
money is there. So, I am saying that
“in cases where the company has
been publishing yearly reports, the
contracts shall become binding on the
expiry of three years” I have given
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sufficient time. Three years is gene-
rally the period which is allowed in
the case of limitations. After three
vears jt generally becomes time-
barred. So, 7 have taken on that
analogy the period of three years.

Suri C. P. PARIKH: Certificate of
commencement of business is not
given for three years and the
accounts are published for three
years! Are there instances where for
three years certificate of commence-
ment of business is not given?

Surt V. S. SARWATE: I know of
cases where they went on for gix or
seven years.

Surt C. P. PARIKH: No certificate
of commencement of business?

Sart V. S. SARWATE: No. Because
of the laxity of the directors, the
certificate was not obtained.

Two conditions are required; cer-
tain share money is to be collected
and further, the directors are to go
to the Registrar and obtain the certi-
ficate for commencement of buginess.

Surr C. P. PARIKH: Will the hon.
Minister kindly elucidate whether
there is no certificate given for three
years?

Sarr M. C. SHAH: He refers to
Madhya Bharat. It is not so here.

Surr V. S, SARWATE: 1 have
appeared in these cases. And there
were more than one case where owing
to the negligence of the directors, no
certificate of commencement of busi-
ness was acquired and, therefore, all
the creditors suffered, So, I have taken
‘three years’. If within three years
the certificate of commencement of
business is obtained, the proviso
would be unnecessary, superfluous. In
that case, no harm results, But if
within three years there is no certifi-
cate of commencement of business
obtained, then the creditors should
not suffer, That is the objective of
the proviso. If as my friend suggests
the company cannot exist, there would

[ RAJYA SABHA ]
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be no commencement of business certi-
ficate and in that case, the proviso
would be unnecessary. It would dono
harm in that case. It would not be
applicable to that case. I say that, if’
the business commencement certificater
is not obtained till after three years,
then the state of things continues for

years. The general principle is
that 1t should be taken to
be  valid and it should be

recognized. So, equity requires that
in such cases. I have sufficiently
hedged around, and I submit this
taking into consideration the equity
and rights which the creditor should
have in such cases. Where a certain
right has been given for his protec-
tion and if he does not want to have
that protection, in that case he should
be allowed to have his contract,
which was provisional, to be made
binding after three years. That is my
submission.

st wmea oo A (e ww) -
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Suart M. C. SHAH: I think there is
some misconception. If my friend
just sees sub-clause (4) of clause
149, he will find;

“Any contraef made by a com-
pany before the date at which it is
entitled to commence business shall
be provisional only, and shall not
be binding on the company until
that date, and on that date it shall
become binding.”

As a matter of fact, by this sub-
clauge it has been provided that no
contract shall be binding on the com-
pany so Iong as it has not commenced
working. Now, i! anybody enters
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into a contract, and then he enters
into a contract with the directors, the
directors will be liable for the com-
pany that has accepted the liability
of these contracts when it starts
working. Therefore, if we accept
the amendment it will cut across the
principle that has been laid down in
sub-clause (4) of clause 149.

My friend complains that for some
years the commencement certificate
is not given.

Surt KANHAIYALAL D, VAIDYA:
For six years,

Serr M. C. SHAH: I am afraid it
must be due to the negligence of the
directors or it may be that the con-
ditions for obtaining the commence-
ment certificate may not have been
fulfilled, or the directors may not
have applied for the commencement
certificate. Otherwise on inquiry, I
find that the Registrar always issues
the commencement certificate when
there is an application to him for
issuing the certificate of commence-
ment after fulfilling the conditions
which are required to be fulfilled.
Therefore, it is possible, it may be a
fault on the part of the directors.
Perhaps they may have tried to
defraud the unaware people. Those
unwary people must suffer because
when the Act specifically says that no
contract shall be binding on the com-
pany until that date, on which it
starts working, it is the business of
those people to know the working of
the company. If we accept the
amendment it will cut across the
principle that has been enunciated
in sub-clause (4) of clause 149.
For that reason I cannot accept this
amendment. If there is any com-
plaint with regard to the issuing of
commencement certificate and the
negligence of the Registrar, I am
prepared to look into the matter and
mend matters immediately,

Surt V. S. SARWATE: Madam, 1
beg leave te¢ withdraw my amend-

| ment No. 103
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Amendment No. 101* was, by leave,
withdrawn,

THE VICE-CHAIRMAN (SHRIMATI
CHANDRAVATY LARHANPAL): The ques-
tion is:

“That clause 149 stand part of the

Bill.”

The motion was adopted.

added to the Bill.

Clauses 150 to 175 were added to
the Bill.

Clause 176 (Proxies)

Sart C. P. PARIKH: Madam, I
move:

Clause 149 was

37. “That at page 90, lines 41-42,
for the words ‘but a proxy so
appointed shall not have any right
to speak at the meeting’, the words
‘and a proxy so appointed by a
member of a private company shall
also have the same rights as the
member to speak at the wmeeting’
be substituted.”

Surr KISHEN CHAND: Mine is a
consequential amendment. It falls.
Since it has been rejected before, it
cannot be moved.

Smrt JASPAT ROY XAPOOR:
Madam, I move:

102. “That at page 90, line 4o,
for the word ‘person’., the word
‘member’ be substituted and the
words and brackets ‘(whether a
member or not)’ be deleted.”

Sart  JASPAT ROY EKAPOOR:
Madam, I move:

103. “That at page 90, lines 41-412,
the words ‘but a proxy so appointed
shall not have any right to speak
at the meeting’ be deleted.”

Tuae VICE-CHAIRMAN (SHRIMATI
CHANDRAVATI LAKHANPAL) : The
amendments and the clause 176, b ta
are open for discussion,

Sarr C. P. PARIKH: The amend-
n.ent, which | have moved to clause

*For text of the amendment vi(g
col, 4229 sypra,
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178, is not an amendment practical-
ly. I am asking this House to adopt
what the Select Committee has agreed
to. Members of this House were also
in the Select Committee and I do not
find that any comments or any
adverse remarks were made or any
opposition arguments were advanced
in that respect. Therefore, I think,
what wag originally standing in the
Select Committee’s report should
stand.

Regarding the proxies those who
are members of a private limited
company would like to speak and
vote because in private limited com-
panies there are persons who may be
widows, who may be minors, who
may be illiterate and they are unable
to explain matters, They might have
inherited those shares from those who
might have contributed to the com-
pany and the situation might be differ-
ent at that time. Therefore, in order
to arrive at an agreement mutual dis-
cussion is necessary, and, therefore,
the proxy should have a right to
speak, That is what the Joint Select
Committee agreed to. I do not know
the reason why afterwards it has made
the change because there are 17,000
10int stock companies which are pri-
vate limited and they have to be pro-
tected as regards their running, And
because private limited companies
will still expand in future it is all the
more necessary that these safeguards
should remain in order that those
who contribute to the private limited
companies’ membership do not suffer
when they are no longer there.

SR JASPAT ROY KAPOOR: No,
Your amendment §uggests that even
a stranger proxy holder should have
a right to speak.

Suri C, P. PARIKH: That was ori-
ginally recommended by the Select
Committee. As regards public limited
company, a non-member should not
have a right to speak, You have not
read my amendment, That is the diffi-
culty, You may not hear me but you
must read my amendment. It is as
rlear as daylight and if you read also
what 1s written in the Joint Select
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Committee’s report it is the same
thing. For Mr., Kapoor’s sake I will
read this amendment:

“That at page 90, lines 41-42, for
the words ‘but a proxy so appointed
shall not have any right to speak
at the meeting’, the words ‘and a
proxy so appointed by a member of
a private company shall alsp have
the same right as the member 0
speak at the meeting’ be substitut-
ed.”

It means a non-member appointed by
a member of a private limited com-
pany only shall have the same right
as the member to speak at the meet-
ing. Soit only applies to a private
limited company and not to a public
limited company. That is what was
originally in clause 175 of the Joint
Select Committee’s repot. I think it
is necessary that the original clause
should be restored.

Surt JASPAT ROY KAPOOR:

Maddm Vice-Chairman, at the outset
I would like to dispose of my hon.
friend Mr. Parikh’s amendment, for
obviously it appears to me there is a
good deal of misunderstanding in his
own mind about the implication of his
own amendment.

Surt C, P. PARIKH: But not ir
the mind of the Joint Select Commut
tee?

Srrr JASPAT ROY KAPOOR: The
import of his amendment {s much
wider than what he thiaks to be.
What he suggests is not only that the
right of speaking should be conferred
on a proxy holder, who may not be
a member of a private company, but
he at the same time wants the deletion
of the disqualifying sub-clause in
clause 176, which imposes a disquali-
fication on a non-member whose
9 p.M ceded. So there are two points
‘(right of speaking is not cor.-
involved In his amendment.

Sury C, P. PARIKH: On a point of
order, Madam. Mr. Kapoor was a
Member of the Joint Select Commit-
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has endorsed in the Select Commit-,
tee

Sert  JASPAT ROY KAPOOR:

I should think, Madam, that it is
never too late to be wise. And now
we are concerned not with the

Report of the Joint Select Committee,
but with......

SHrr S. N. MAZUMDAR: Unless he
has submitted a minute of dissent,
can he speak on the clause to which

he agreed in the Joint Select Com-
mittee?

SHrr JASPAT ROY KAPOOR:
Madam, I thought I was treading on
very safe ground when I was follow-
ing the hon. Finance Minister who
had tabled so many amendments in
the other House and which have been
accepted though he was a member of
Select Committee. But whatever be
the position, Madam, we are at this
stage concerned, not with the Report
of the Joint Select Committee, but
with the Bill itself, as it has emanat-
ed from the Lok Sabha, And clause
176, as adopted by the Lok Sabha,
makes a specific provision to the
effect that if a proxy-holder is a non-
member, he shall not have the right
to speak. That is the essential point.
Now this  disqualification has been
Imposed in this clause in this way.
I will read the whole clause for the

benefit of the House. It reads as fol-
lows:

“Any member of a company
entitled to attend and vote at a
meeting of the company shall be

entitled to appoint another person
(whether a member or not) ”

So a non-member is entitleq to hold
a proxy,

...... as his proxy to attend and
vote instead of himself; but a proxy
so appointed shall not have any
right to speak at the meeting.”

So a proxy-holder shall not have

tee. And I am only saying what he | a right to speak at the meeting. Wew
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my hon. friend, Mr. Parikh, wants
that at page 90, lines 41-42, for the
words ‘but a proxy so appointed shall
not have any right to speak at the
meeting’, the words ‘and a proxy so
appointed by a member of a private
company shall also have the same
right as the member {o speak at the
meeting’ be substituted. So the
implication is that the disqualification
prescribed in clause 176 goes off, and
an entitling clause is inserted instead
of it, giving the right to a non-
member of a private company also to
speak. So obviously the previous
disqualifying clause goes away. So
this is a very major amendment and
not a very formal thing, as seems to
appear to my friend, Mr. Parikh. So,
1 should think, Madam, that Mr.
Parikh’s amendment is not only
against the adopted provisions of
clause 176, but it goes violently
against my own amendments No. 102
and 103, which suggest that a non-
member should not have the right
to hold the proxy even, let alone
the question of speaking at the
meeting. I submit, Madam, that it
is against the elementary princi-
ples that one who has no stake in a
company should be allowed to hold
a proxy on behalf of a member and
attend meeting and influence deci-
sion. I have not been able to under-
stand what necessity there is for pro-
viding in the Biil that a non-member
should be entitled to hold a proxy.
In a company there are a large num-
ber of shareholders, and if any share-
holder, at any time, is not in a position
to attend the general meeting, he
should have no difficulty in finding
out some other member to hold proxy
on his behalf. Why should he go out
of the entire field of membership?
Why should he go beyond the list to
find a person worthy of his confi-
dence? There must be some very
strange reasons. Even a shareholder
holding one share can be a member,
and if any person is not in a position
to find even one person, out of the
whole list off shareholders, to hold
proxy on his behalf, well, he must
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be in a very strange position, and he
must be holding views which are
certainlyscontrary to the views of the
rest of m members of the company.

Suri C. P. PARIKH: THere may be
two shareholders in a private limited
company.

Sart JASPAT ROY KAPOOR:
I am, for the time being, dealing with
the public limited company. If my
hon. friend’s amendment is so framed
as to empower a hon-member to be
a proxy-holder in a private limited
company, I, for one, wil have no
cbjection. I was speaking against his
amendment because of its very wide
implications. If what he means is
properly conveyed by his amendment
after it is suitably amended, I will be
in agreement with him. But that is
not the position now. Let him modi-
fy his amendment, and then, I hope,
there will be no objection in accept-
ing the spirit of the amendment. But,
for the time being, I had in my mind
only the public Ilimited companies.
My submission therefore, Madam, is
that my amendment should be accept-
ed, the implication of which is that
only a member of a company should
be a proxy-holder. And if he is a
proxy-holder, obviously, in his own
right, as also holding a proxy on
behalf of one of the members, he shall
have the right to speak also. And
therefore the latter portion, which is
a disqualifying portion, will have to
go. These two amendments, Madam,
have to go together. If No. 102 is
accepted, No, 103 follows. And if No,
102 is rejected, then No. 103 automa-
tically goes away. Madam, I would
earnestly appeal to the hon. Minister
to seriously consider this suggestion,
and if he will seriously consider it,
I am sure, he will agree to accept
this amendment. It is no use trying
to introduce in a “homogenous body
ot shareholders somebody who might
create trouble and discord, for in a
case where a non-member, is appont-
ed a proxy-holder, it will almost
invariably be with a view to creating
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some trouble in the company. A bona
fide member of a company if he
honestly wants to have hmself
represented properly in <4fe interest
of the company, shall have no diffi-
culty mn finding another member. I
tail to see, to provide for what con-
tingencies this suggestion has been
ingerted, that a non-member should
also be a proxy holder. I can very
easlly envisage many occasions where
one who has no stake, for ulterior
objects, with ulterior motives, would
attend a company meeting to create
trouble and discord. Let us save com-~
panies from such persons and I would
therefore earnestly request the hon.
Fingnoce Minister not to lightly think
of this subject. I can very weill con-
cewve of occasions—I have some per-
sonal experience of some persons who
want to attend a meeting only to
create trouble, and come there not to
set things right but to make things
go absolutely wrong,

Srrr B. C. GHOSE: 1 am sure the
hon. Minister would be able to ans-
wer my hon friend, Mr Kapoor.
This pomnt was very much in the
mind of the Joint Select Committee
and the considerations that he had
urged were also taken into account.
There are advantages and disadvan-
tages and one had to come to a con-
clusion as to what would be best in
the mterest of the shareholders. If
thigs provision 1s here, it was because
we felt—the Members of the Jomnt
Select Committee—that it was in the
best interests of the shareholder. The
position 1s that it is not so easy for
a member to know or find another
member in the place where he may
be lLiving. He may be in a village
and it is not necessary that there
should also be another member of the
same company living in the village.
A meeting of the shareholder may be
called in a certain place. He may
know somebody there whom he can
use as his proxy and we felt at the
same time that that might create
irouble because if ah voutsider was
allowed to attend the meeting, then
undesirable persons might be givea

[ 23 SEP, 1956 ]

Bill, 1935 4242

proxies and they mught attend the
meetmgs and thereby create difficul-
ties. We did not want that at the
same time. Therefore we have made
a provision that he will not be per-
mitted to speak, not to take any part
m the proceedings of the meeting,
not to create disturbance in the meet-
mg but when he 18 armed with the
power of voting in a certain way by
a member for whom he 1s a proxy,
that he should be able to exercise
that proxy so that the opinion of the
member concerned on the 1ssue mught
be made known. We felt that we
were giving a certain right to the
shareholder and at the same time
avoiding the difficuities to which Shri
Kapoor had referred, because we
were not unconscious that there are
undesirable persons who might create
difficulties, but here we wanted to
avoid that as much as possible. At
the same time we wanted that there
might be members living in distant
places who might not be able to exer-
cise their votes at all but might have
an opinion on the subjects which wiil
come up for discussion in a share-
holders’ meeting or on any issue that
might be put in the form of a reso-
lution at a shareholders’ meeting.
Therefore it was deswrable that he
should cast his vote and with a view
to adjust these conflicting considera-
tions, we came to this scheme of thingy
and I think that 1t was a good schem.:
that the Joint Committee had adopt-
ed and that it should therefore com-
mend itself to the House.

SHrr RAJENDRA PRATAP SINHA:
Madam Vice-Chairman, I stand to
object to the amendment moved by
my hon. friend Shri Kapoor. I could
not understand the logic of his argu-
ments. What is the sanctity behind
his asking that a non-member should
not be permitted to hold a proxy?
We are doing away with all kinds of
untouchability and we should ¢
away with this untouchability also in
the companies’ affairs. Why it wus
adopted that a non-member should be
permitted to hold proxy has been
very well explained by hon. Mr.
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Ghose. The point is that this Com-
panies Bill is before us to safeguard
the interests of the shareholders and
this can only be achieved as has been
explained by my hon. friend if we
permit non-members to hold the pro-
xies but I do not accept the view of
the Joint Select Committee with
regard to not permitting the proxies
to speak at the meetings and here I
support my hon. friend Mr, Parikh
and he will appreciate that I do
support him wherever he is in the
right as I have no prejudice agdinst
him.

Surt B. C. GHOSE: Mr, Parikh has
no amendment so far as public com-
panies are concerned.

Sarr RAJENDRA PRATAP SINHA:
I was saying that about private com-
panies. A situation might develop, as
was pointed out by Mr. Parikh him-
self, where there may be two per-
sons forming a private limited com-
pany. Those two may be living quite
a distance apart and there may be a
shareholders’ meeting. Now  that
gentleman may be holding 50 per
cent. of the share in that company
and the other may be holding another
50 per cent. One may have gone out-
side the country and important mnat-
ters may be coming for discussion at
the shareholders’ meeting. The other
man can only send in a proxy to ditto
or vote against any proposition that
may be raised but the other share-
holder is debarred from knowing the
views of t other shareholder. It is
impossible for him at that point to
find vut what the other shareholder
has to say at all although he may
hold the shares. It is a strange pro-
position. Therefore I submit that this
must be changed. We must accept
that in such contingencies in a pri-
vate limited company, the sharehold-
ers may be permitted to send non-
members with the power to speak.

After all what is a proxy? The pro-
Xy represents the shareholder as a
whole. He must represent all his

rights—his rights to vote and to speak
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He must be placed in a position to
get his views expressed in every mat-
ter and to get the other views medi-
fied. Theé'other members’ views may
be modified by permitting him to
speak. What really happens is that
private limited companies are formed
in a family or in a group of friends.
Seven persons usually form a private
limited company. It is impossible to
find another member and therefore
not to permit him to speak will be
very unfair, very unjust to the other
members of that private limited com-
pany. I don’t know whether the Joint
Select Committee considered this
aspect of the question and what led
them to come to this conclusion even
with regard to private limited com-
panies. It is never too late to mend
oneself and I hope the hon. Minister
will not stand on ceremonies and he
will accept an honest advice and get
it passed by the other House as well.
Thank you,

\

Sart H. P. SAKSENA (Uttar Pra-
desh): Madam Vice-Chairman, I am
on my legs to speak on clause 176
relating to proxies. I have my quar-
rel with a portion of the wording of
this clause. It, therefore, follows that
my remarks may apply to either Mr.
Kapoor’'s amendment or to Mr
Parikh’s amendment. But that is not
mv concern,

Sprr JASPAT ROY KAPOOR: Let
it strike anybody.

Surr H. P. SAKSENA: This clause
says:

“Any member of a company
entitled to attend and vote at a
meeting of the company shall be
entitled to appoint another person
(whether a mermber or not) as his
proxy to att>nd and vote instead of
himself; but @ proxy so appointed
shall not have any right to speak
at the meeting.”
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My quarrel is. with the last portion
of it—

Companies

“shall not have any right to
speak at the meeting.,” 1 have stood
up, Sir..... .

Surt JASPAT ROY KAPOOR:
You mean, Madam.

Surt H. P. SAKSENA: I am thank-
ful to Mr. Kapoor for inviting my
attention to that slip, Madam, in this
Jree world, in this free age of demo-
cracy, I do not see any justification
for the use of these words—‘“shall
not have any right to speak” What
right have we to arm ourselves with
the authority to muzzle anybody?
You cannot muzzle anybody. The
person has been very rightly and very
legally appointed as proxy. 1lf I ap-
point such a proxy, it means that I
have full trust and confidence in him
and I send him as my representative
to act for me, to vote for me and also
to speak for me. Why should he be
prohibited from speaking?

A YVvery fantastic objection was
raised by an hon. Member, or rather
the view was expressed by him that
the person selected and sent to the
meeting may create mischief there,
that he may be an undesirable per-
son. But who is the man, I would
like to know and see his face, who is
the judge to say that such and such
a person is a desirable one and such
and such another person is an undesi-
rable man? It was the inherent right
of the person who appointed him as
his proxy to see whether he was a
desirable person or not. He appoint-
ed him as his proxy which means that
he took him to be a desirable person
and so appointed him as his proxy.
1f this man attends the meeting and
misbehaves there and if he acts
against the accepted notions of a meet-
ing, whether it be a company meet-
ing or any other meetinp, then he will
be dealt with by the presiding officer
of that meeting. So there need be no
fear on that ground, that he mav
c-eate mischief.
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SHrt  JASPAT ROY KAPOOR:
Tl:nere are subtle ways of creating
mischief which are outside the con-

trolling powers of the presiding offi-
cer.

SRt H. P, SAKSENA: If there are
subtle ways of creating mischief they
can be brought into play by even not
uttering a single word from the
mouth. T can attend g meeting, keep
sitting there and yet create such a
horrible mischief as would make it

impossible for any proceedings to go
on.

Surr B. C. GHOSE: Really?

Surt H. P. SAKSENA: Yes, I have
irdulged in these things, I may tell
Mr. Ghose. I have disturbed scores
of meetings. I have done it. I have
made a nuisance of myself. I have
played at that game several times.

Surt JASPAT ROY KAPOOR:
That is exactly what I mean. One
can create trouble silently by mere
attending,

Surt H. P. SAKSENA: Mr. Ghose
will have to reckon with a public life
of over fifty years in analysing me.
I entirely agree with Mr. Ghose aad
I do not agree with Mr. Kapoor and
with due respect to him I would ask
him to keep to his seat. Sir, my friend
Mr. Kapoor has been over delighted
to find that I have suppiried his argu-
ment, of a person being undesirable.
Now, this was only as a reply tc that
point which was raised, that a person
may not be permitted to speak. Now,
so far as the power of speaking and
participating in the meeting is con-
cerned, I do not think anybody can
take it away. Therefore, I am not in
favour of retention of these words
which say that he shall not have the
right to speak at the meeting.

Surr SHRIYANS PRASAD JAIN:
Madam, I have the greatest respect

{ and vegard for my hon. friend "Mr,
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Parikh’s view, but in this matter, I
do not agree with him and I am
totally in agreement with Mr. Kapoor.
Mr, Parikh referred to the proceed-
ings of the Joint Select Committee,

Smrr C. P. PARIKH: Of which
my hon. friend was a member,

Sur: SHRIYANS PRASAD JAIN:
Yes, of which I was a member and I
may inform my hon. friend that this
clause was discussed at very great
length and it was voted twice, not
once, and ultimately whatever deci-
sion was arrived at, it was translated
into this clause.

Sarr C. P. PARIKH: There is no
note of dissent from any member,

SRl SHRIYANS PRASAD JAIN:
If my hon. friend will only go through
the Report, he will find that certain
members did dissent on this point

Sur: C. P. PARIKH: But there is
no amendment,

Surt SHRIYANS PRASAD JAIN:
1 have not put in a dissenting note.
But when any particular or new
thing comes to notice or in the light
of changed circumstances, the Gov-
ernment can and it has acted very
sensibly in the Lok Sabha, in
spite of being a party to the Report
of the Select Committee, they
brought in amendments. Not only
the Government, but several members
of the Select Committee also tabled
amendments in the Lok Sabha and
they got through. So it is not as if
whatever decision had been arrived
at in the Joint Select Commiltee
should be binding on the Govern-
ment and on the Members who were
amembers of the Select Committee,

Madam, so far as this clause is
concerned, I am not a lawyer, but Mr.
Kapoor who is one, has explained
the position. But as far as the inten-
tion of Mr, Parikh is concerned, I
feel that what he wants is that so
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far as private companieg are con-
cerned permission may be given to
an outsider and he should have the
night to speak at the meeting. But
Mr, Kapoor feels that this will apply
to public limited companies also.
Whatever may be the position, I am
not one of those who think that any
outsider may speak and interfere in
the administration of the company,
whether it be a private or a public
limited company, I am in agreement
with the principle that if a member
is not able to attend a particular
meeting and if he cannot find any
member to substitute himself, he may
send as a proxy an outsider so that
he may go and give his vote. But so
far as speaking is concerned, that is
a very vital matter and it should not
be provided that any one even
though he is not directly connected
with the company can go and speak
at the meeting whatever he likes. We
have got experience in Bombay and
Calcutta where there are a class of
people who go round among the mem-
bers and come to the meetings as
proxies and disturb the proceedings.
My hon. friend Mr. Saksena who
seems to know the art of Jdisturbing
meetings has described what he had
done and after hearing him, I am
confirmed in my views that an out-
sider should not be allowed to speak
at these meetings.

Sarr H. P. SAKSENA: My hon
friend should not forget that I was
talking of political meetings. I have
never attended any company meeting,

SHRT SHRIYANS PRASAD JAIN:
I am very glad my hon, friend has
clarified the position, because all the
time I was wondering how a person
of Mr, Saksena’s stature could go
and disturb a company meeting.

Then Mr. Sinha asked if there are
two members, how is a proxy to be
sent? I would in this connection
refer my hon. friend to clause 174
where it is clearly stated that even
if it is a private company, two mem-
bers must necessarily be present in
person and unless there are two such
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persons, the meeting cannot be held
for want of quorum.

Sarr RAJENDRA PRATAP SINHA:
Make it three.

Sarr B. C. GHOSE: Yes, make it
three.

Surt SHRIYANS PRASAD JAIN:
The argument was only restricted to
two; even if there are three, this
question does not arise. One of the
two is sure to get the proxy of the
third man. Supposing an outsider is
given the right of speaking? How
does it matter? It does not really
matter at all excepting that the out-
gider can create some nuisance. He
will not be able to carry any convic-
tion, '

SHrI RAJENDRA PRATAP SINHA:
If the third man holds more
shares than the two put together?

Sart SHRIYANS PRASAD JAIN:
[ cannot understand how such a
situation can arise? If the third man
has more shares then naturally he
will be the person holding charge of
the company, not the other two.
Under the present Bill, only the man
with larger shares will manage the
concerns,

Surt RAJENDRA PRATAP SINHA:
It is not debarred. Is a minority
shareholders debarred from manag-
ing a company?

Surr SHRIYANS PRASAD JAIN:
He is not debarred but we have to
take the practical view. We cannot go
on on the basis of ideology. I do not
know of any concern managed by the
minority shareholders. Could the hon.
Member tell me of an instance where
a concern is managed by the minority
shareholders?

Surt RAJENDRA PRATAP SINHA:
He may be doing it with the consent
. of the majority shareholders.

Surr SHRIYANS PRASAD JAIN:
In case, such a question will not
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arise. Where does the differ nce
arise? 1 am totally opposed to any

outsider being given the proxy. So:
far as this point is concerned, it has.
already been included in the Bill; but
g0 far as speaking in the meetings is
concerned; I do not want any out-
sider to be given the right to speak.
After all, the meeting is a domestic
affair. Somebody might bring a
lawyer or a solicitor and it will be-
come some sort of a political arena.
We want the homogeneity of the meet-
ings to be retained. If there are
differences of opinion, they cannot be
ironed out in the Board meetings or
in the general meeting. They will
have to be ironed out in private
meetings. If we bring in an outsider,
it will be very difficult to reconcile
different points of view; on the other
hand, it will create more complica-
tions.

Sugt M. C. SHAH: Madam Vice-
Chairman, my hon. friend, Mr. Ghose,
has explained the discussions that took
place in the Joint Select Commitiee.
He has explained them in detail and
I do not think I should take the time
of the House by repeating the same
things. It has been advisedly put
there that a proxy may be given to
an outsider but, at the same time, the
proxy has not been given the right
to speak at the meetings. The Joint
Committee gave the proxy the right
of speaking.

[Mgr. DEpuTY CHAIRMAN in the Chair.]

Representations were received from
many quarters. It was represented
to Government that when the proxy
was not allowed to speak in the pub-
lic limited companies, there was no
reason for allowing him to speak in
the case of private limited Companies.
‘1 the earlier case, the reason was
that, if the proxy was allowed to
speak, he might create trouble or dis-
cord. That was what was apprehend-
ed. Really speaking, the case for
preventing the proxy from speaking
in the private meetings is on stronger
grounds. My friend, Mr, Parikh, does
not want the proxy to speak at public
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meetings but wants him to have

the right to speak 1n private meetings.
I do not understand on what justifi-
able grounds we can accept his
amendment. If there 1s going to be
discord and muschief mn the case of
public meetings, there are more chan-
ces of such disturbance and discord
being brought about by the proxy in
the case of private meetings. 1 am
glad that both the capitalists have
fallen out on this issue. Shri1 Shri-
yans Prasad has supported the view
taken by the Government On very
strong grounds of not allowing dis-
putes and discords being raised in
the private company meetings, we do
not propose to accept the amendment
of Mr Chandula; Parikh

With regard to Mr  Jaspat Roy
Xapoor, 1t has already been explain-
ed by Mr Ghose that there are
advantages and disadvantages As a
matter of fact, we have adopted a
golden mean, that means, allowing
outsiders to hold proxies but not
allowing them to speak.

SHrt RAJENDRA PRATAP SINHA-
What 1s meant by “public meetings”?

Surt M. C. SHAH: Let me finish.
I know water finds 1its level, you are
now in agreement with Mr. Chandu-

’amikh I wall reply to your poimnt
2'so, 1f there are any.

Surt RAJENDRA PRATAP SINHA-
I wanted to know the meaning of
“public meetings.”

Surt M C SHAH: Meetings of pub-
lic Immited companies, not public
meetings. The hon. Member 1s not very
attentive when I speak. He has per-
haps his own views and goes on harp-
ing on those He has misconstrued
what I said I meant meetings of the
public Iimited companies. The hon.
Member should presume these things
when we are discussing proxies to be
given for attending meetings of pub-
dic limited companies and private
dimited companies,
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I was referring to the amendments
of my friend, Mr. Jaspat Roy Kapoor.
As I said, 1t has already been explain-
ed by Mr Ghose. We have found a
golden mean between two views held;
some Members wanted to have out-
siders to be given proxies and also
the right to speak while some Mem-~
bers wanted no outsider to be given
a proxy Advisedly, the Jomnt Select
Committee came to the conclusion
that proxies may be given to those
persons who are not members of the
company but that they should not be
allowed to speak Therefore, the
shareholders who could not attend
could at least exercise their votes on
a certain proposition; they may give
instructions to their proxies. At the
same time, the proxies are not
allowed to create any possible distur-
bance.

I cannot accept both the amend-
ments and the House may reject them.

Sgrt ¢ P PARIKH' 1In view of
the change 1n the opinion of the
Minister, I beg leave to withdraw my
amendment.

Serr M C. SHAH: It is not a ques-
tion of changing my opnion. It has
already been passed by the Lok
Sabha.

The *amendment No 37 was, by
leave, withdrawn.

Smrt JASPAT ROY KAPQOR: I do
not want to disappoint my friend, Mr.
Shah. I beg leave to withdraw the
amendments.

The *amendments Nos. 102 and 103
were, by leave, withdrawn.

Mr DEPUTY CHAIRMAN: The
question is:
“That clause 176 stand part of
the Bill.”
The motion was adopted

Clause 176 was added to the Bill.

Clauses 177 to 197 were added ta
the Bill.

*For text of the amendments vide
col, 4235 supra.
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Clause 198 (Owverall maximum mana-
gerial remuneration and minimum
managerial remuneration in the
absence or inadequacy of profits).

Mr. DEPUTY CHAIRMAN: We
shall now take up clause 198.

SHr KISHEN CHAND: I move:

39. “That at page 99, lines 32-33,
for the words ‘shall not exceed
eleven per cent. of the net profits
of the company’ the words ‘shall
not exceed eleven per cent, ten per
cent and eight per cent of the net
profits of the company whose paid
up capital is below ten lakhs of
rupees, below fifty lakhs of rupees
and above fifty lakhs of rupees
respectively with marginal adjust~
ment’ be substituted.”

Sarr C. P. PARIKH: I move:

40, “That at page 99, lines 34-33,
the words ‘except that the
remuneration of the directors shall
1ot be deducted from the gross
profits’ be deleted.”

41. “That at page 99, lines 42-43,
for the words ‘in accordance with
the provisions of section 387 the
words ‘unless he is either an
associate of the managing agent or
shares in the remuneration payable
to the managing agent’ be
substituted.”

Surt BHUPESH GUPTA: I move:

105. “That at page 99, line 32,
after the words ‘its manager’, the
words ‘and persons in effective
management of the company’ he
inserted.”

107. “That at page 99, line 32, for
the words ‘eleven per cent’, the
words ‘eight per cent.’ be substitut-
ed.”

Surt KISHEN CHAND: Sir, I am
not moving amendment Nos. 42 and
43 but I move Nos. 110 and 114. I
move:

110. “That at page 100, lines 1 to
3. for the words ‘such sum not ex-
ceeding fifty thousand rupees per

[ 23 SEP. 1953 ]

Bill, 1933 4254

annum as it considers reasonable’,
the words ‘such sum not exceeding
fifty thousand rupees or one per
cent. of the total paid up (equity
and preference) capital, whichever
is less, per annum as it considers
reasonable’ be substituted.”

(The amendment also stood in the
name of Shri V, K. Dhage)

Surt BHUPESH GUPTA: I move:

111. “That at page 100, line 2, for
the words ‘fifty thousand rupees’
the words ‘twenty thousand rupees’
be substituted.”

112, “That at page 100, after line
3, the following proviso be insert-
ed, namely:—

‘Provided that the Central Gov-
ernment may authorise higher
amount for reasons recorded in
writing’.”

Suri B. C. GHOSE: I move:

113. “That at page 108, line 6,
after the words ‘or more of them’,
the words ‘and the company passes
a special resolution sanctioning pay-
ment in excess of fifty thousand
rupees per annum’ be inserted.”
Srrr KISHEN CHAND: 1 sove:

114, “That at page 100, line 8,
after the words ‘fifty thousand
rupees’, the words ‘or one per cent.
of the total paid up capital (equity
and preference) whichever is less,’
be inserted.”

Mr. DEPUTY CHAIRMAN: Mr.
Gupta, you have given notice of four
amendments today. They are out of
time. You can move them only it
the hon. Minister agrees.

Suarr M. C. SHAH: I have no objec-
tion. Let him move all the four.

Surr B. C. GHOSE: From the atti-
tude of the hon. Minister it seems
that he has not seen them. It is not
a pleasing reply.
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Mr. DEPUTY CHAIRMAN: He has
seen them.

SRy B. C. GHOSE: Then I am
sorry; I withdraw my remark,

Mr. DEPUTY CHAIRMAN: Yes,
Mr. Gupta.

Smrt BHUPESH GUPTA: I move:

184. “That at page 99, line 32, for
the words ‘eleven per cent’, the
words ‘six per cent’ be substituted.”

185. “That at page 99, lines 40 to
43 be deleted.”

186. “That at page 99, lines 44-45,
for the words and figures ‘sections
352, 353, 354, 356, 357, 358, 359 or
360°, the words and figures ‘sections
353, 354, 356, 357, 358 or 360’ be
substituted.”

187. “That at page 100, line 2, for
the words ‘fifty thousand rupees’,
the words ‘twenty-five thousand
rupees’ be substituted.”

Mr. DEPUTY CHAIRMAN: The
clause and the amendments are now
cpen for discussion.

Surr KISHEN CHAND: Mr. Deputy
Chairman, I think this is one of the
most important clauses in this Com-
panies Bill. It relates to the overall
commission that is allowed for the ex-
penses and therefore, Sir, I will have
to just read out the relevant clause
for a better understanding of the
amendments. Now, Sir, clause 198
consists of two main parts. The first
part is the total remuneration. I will
not read the whole clause because
that is not necessary but just two
lInes that are relevant. “The total
remuneration payable by the com-
pany to its directors, its managing
agent or secretaries and treasurers, if
any and its manager, if any, shall not
exceed eleven per cent. of the net pro-
tits of the company, computed” in
such and such manner. That is one
pasic part, that the overall expendi-
wure shall not exceed eleven per cent.
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Then, Sir, are the other sub-clauses
which go on and then it says in sub-
clause (4):

“Notwithstanding anything con-
tained in sub-sections (1) to (3)”
*** “to all of them together, by
way of minimum remuneration, such
sum not exceeding fifty thousand
rupees per annum as it considers
reasonable.”

So that means in clause there:
is the overall limit of eleven per
cent. fixed and in case the company
does not make sufficient profits there
is the overall limit of fifty thousand
rupees fixed. As against this clause
I have sent in three amendments.
Now my first amendment is against
that eleven per cent. I pointed out,
Sir, when the Bill was being consi-
dered, that there is great divergence
in the size of companies in our coun-
try and the hon. Minister also in his
reply pointed out that the average
share capital amount of the 30,000
companies registered as joint stock
companies in our country is only Rs.
3 lakhs. But there are a large num-
ber of companies which have got on
an average a share capital of nearly
Rs. 13 lakhs and there are a small
number of companies which on an
average have got a capital of over Rs.
1 crore.

Now if you put the small companies
and the big companies in one category
of eleven per cent, it may be too lit-
tle for the very small companies and it
may be too much for the big compa-
nies. I should like to know, when we
know the pattern and the size of joint
stock companies registered in our
country, why did the Joint Select
Committee come to the conclusion of
having a uniform scale. I have tried
to really divide up the companies
into three categories. There are com-
panies with a capital of less than Rs.
10 lakhs and then companies with a
capital of less than Rs. 50 lakhs and
companies with a capital in excess of
Rs. 50 lakhs. My amendment is that
for companies with g capital below
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Rs. 10 lakhs the eleven per cent figure -
may be right or reasonable but for
companies which have got a capital
of above Rs. 10 lakhs but below Rs.
50 lakhs, I think that eleven per cent.
figure is too high and for companies
whose capital is above Rs. 50 lakhs
even that figure of ten per cent.
would have been too high and I have
suggested a sliding scale from eleven
per cent, to ten per cent. and then to
eight per cent. To understand this,
we raust first of all consider the scale
of proMly Supposing a company has
got a capital of Rs. 10 lakhs, then the
possibility is that, with very good
management, it may make a very
large profit, and if we take the normal
profit of 10 to 12 per cent.,, then for
that company whose capital is Rs. 10
lakhs, the profit will be about Rs.
1,20,000, and eleven per cent. of Rs.
1,20,000 will be about Rs. 13,000. That
reans about Rs. 1100 per month; it
i3 reasonable. If the managing agents
together with the directors and the
manager get this overall remunera-
tion in the case of companies which
have capital below Rs. 10 lakhs, eleven
per cent. will be reasonable. With
that I have no quarrel. But my
quarrel arises when the company has
above Rs. 10 lakhs and below Rs. 50
lakhs. If a company has a capital of,
say, Rs. 40 lakhs and if it makes 12
per cent. profit, it will be Rs. 4,80,000
and 11 per cent will be much too
excessive as it will be about Rs.
50,000. There I have suggested 10
per cent., only a reduction of one per
cent. I do not want to really suggest
figures which are unpractical but we
should be a little more reasonable.
Comparing a company with a capital
of Rs. 10 lakhs with another with a
capital of Rs. 50 lakhs or a little less
than that, will not be proper as the
amount of profit will be much higher
in the case of the bigger capital vom-
pany than in the case of the smaller
capital company. In spite of the fact
that the responsibilities of the manag-
ing agents in bigger companies will
be bigger, and making due allowance
for it T still submit, Sir, that the over-
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quite reasonable in the case of big

companies,

Then I come to still bigger compa-
nies. Take the case of a company
with a capital of Rs. 1 crore. If they
make 12 per cent profit, it will be Rs.
12 lakhs and 8 per cent. of Rs. 12
lakhs will be nearly a lakh of rupees.
Now do they want a bigger amount
than Rs. 1 lakh to be paid to the
managing agents and to the directors
and the managers? If they keep 11
per cent. the extra 3 per cent. would
mean another 30 or 35 thousand
rupees for which there is no justifica-
tion, So my contention is, that
considering the pattern of wur joint
stock companies, where the capital
varies from Rs 2 lakhs to Rs. 5
crores, to prescribe one uniform rule
is most unfair.

Surr J. S. RISHT (Uttar Pradesh):
In case there are no profits?

Surt KISHEN CHAND: I will come
to it a little latter. I am first deal-
ing with clause 198, sub-clause (1).
T will come to sub-clause (4) just in
a minute or two.

What I was trying to point out 1s
that we have fixed one uniform scale
of 11 per cent. which does not meet
the situation where the capital struc-
ture varies from Rs. 2 lakhs, or even
less, from Rs. ! lakh to Rs. 5 rrores
or above. Therefore, we shouli have
a sliding scale.

Now, I come to the question of
minimum profit. Supposing there is
no profit, then we have put a uniform
scale of Rs. 50,000 which can be raised
further by appeal to the Central
Government. The Central Govern-
ment may raise it to0 any amount.
Now, here I should like to draw your
attention to the case of a company,
say, with a capital of Rs. 1 lakh. That
company with the best of efforts can
never make a profit in excess of Rs.
12,000. And if it it not run properly
or it it is running at a loss, there will
be no profit. If such a company were
to pay any amount up to Rs. 50.000
as manacing agency remuneration,
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the company will go bankrupt in one
year’s time or two years’ time. Even
if only Rs. 25,000 is paid to the
managing agents as their remunera-
tion out of its capital of Rs. 1 lakh,
the company will go bankrupt in a
short time. Therefore there should
be certain relationship, when you are
fixing a minimum of Rs. 50,000, to the
capital of the company and it is not
right to leave it to the sweet mercy
of the Government. Even if it is a con-~
cern with a capital of Rs. 10 lakhs
and supposing it makes a profit of
Rs. 50,000 will it be open to the
managing agents and to the director
ang manager to come forward and
say, ‘the company has not made
sufficient profit; we are not prepared
to accept this? Normally, they would
have been entitled to 11 per cent. of
Rs, 50,000, That is only Rs. 5,500.
Supposing they come forward and
say that the profits are insufficient
and therefore they should be paid
the whole amount due to them,
that is, Rs. 50,000, that is the
entire profit made by the company.
I do not think it is fair or reasonable.
If there is no guiding principle, if the
Central Government does not lay
down certain principles, it will be-
come arbitrary. They might say in
this case they consider Rs. 40,000 to
be reasonable; in another case they
consider Rs. 30,000 to be reasonable.
That is why I have sent in an amend-
ment that in case of insufficient profits
there should be a certain relation-
ship between the remuneration paid
-~ ¢ the paid-up capital of the com-
pany. On the basis that a company
in normal times makes a profit of 10
per cent,, you are paying to the ma-
naging agents and directors 10 per
cent. of the net profits. The result
is that the profit is 10 per cent. of the
share capital and 10 per cent. of that
10 per cent. comes to 1 per cent. of
the original capital. I will make it
clear by an example.

Supposing a company with a paid-
up capital of Rs. 10 lakhs makes a
profit of 10 per cent., that is Rs. 1 Jakh,
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in that case the managing agents
would get as their remuneration 11
per cent. of Rs. 1 lakh. That will be
Rs. 11,0000 Now, if that company
makes as big a profit as Rs. 1 lakh,
then the managing agents get remu-
neration of Rs. 11,000, but if the com-
pany does not make a profit and the
company remains in the same condi-
tion with its capital of Rs. 10 lakhs,
the managing agents can say that the
profits are not there and so they will
take Rs. 50,000 as their remuneration.
It is a very curious situation. If the
cor~pany makes a full 10 per cent.
prou. they will get only Rs. 11,000 as
remuneration but if the company
does .ot make any profit, they can
claim anything up to Rs. 50,000.

Mr. DEPUTY CHAIRMAN: But
you also retain the minimum of Rs.
50,000 1n your amendment. You say,
“such swu not exceeding fifty thou-
sand rupees or one per cent. of the
total paid-up capital...... ”

Surr KISHEN CHAND: But the
words “whichever is less” are there.
I have to provide for big companies
also. If I send an amendment which
does not apply to big companies, it
will not be right and {fair. Now
supposing there is a company with a
capital of Rs. 5 crores. In that case,
if that company makes a small profit
or makes no profit at all, I would
certainly give Rs. 50,000 as managing
agents’ remuneration. I do not want
to leave it to the discretion of the
Central Government or to the officers
or inspectors who may somehow or
other be persuaded by the managing
agents to sanetion an amount more
than what the company can afford to
pay. Our real object is that the joint
stock companies should prosper and
when we want the joint stock com-
panies to prosper, we should really
consider the case of both small and
big companies and lay down definite
rules. If you do not have definite
rules and if it is left to the discretion
of, say, the local Registrar of Joint
Stock Companies or the advisory
commission, it is possible that these

a
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smal. companies will suffer and in
the case of big companies what will
happen is that they will not be
satisfied with Rs, 50,000. They will
immediately approach the Central
Government and they will say that in
that case Rs. 50,000 is inadequate and
that the amount can be raised to any
extent. They can go up even to Rs.
10 lakhs because there is no upper
limit fixed. Is it right, Sir? So I
submit, that I have in my amendment
made it clear that it is the total paid-
up capital including the preference
and equity capital that has to be
taken into account. I have tried to
be very fair so that the interests of
both the small and the big companies
are served, both when they make fair
profits and also when they do not
make any profit.

There are certain other amendments
whereby an effort has been made to
remove some of the items which were
deducted from the gross profit. If
those items are not going to be
deducted from the gross profit, the
result will be that the managing
agency commission will be increased.
1 oppcse all such amendments which
make use of indirect methods to
increase the gross profit so that the
remuneration of the managing agents
may increase, because in this Com-
panies Bill, after very mature
consideration it has been decided that
there should be an upper ceiling to the
remuneration paid to the managing
agents. Therefore, I request the hon.
the TFinance Minister to carefully
consider whether when the size of the
companies is so varying it would not
be better to have a graded scale of
remuneration

Mgr. DEPUTY CHAIRMAN: Mr.
Gupta.

Surt BHUPESH GUPTA: After Mr.
Parikh, Sir.

Mgr. DEPUTY CHAIRMAN: Pro-
bably he wants to speak after you.

SHrr BHUPESH GUPTA: I wanted
to hear Mr. Parikh because there are
certain amendments in his name.

Mr. DEPUTY CHAIRMAN: You
understand each other very well.
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Surt BHUPT H GUFTA: It would
have been better. Anyway, parti of
the ground has been covered by the
previous speaker; yet I think this is
a subject which calls for some discus-
sion and at some length too because
the clause deals with managerial
remuneration which according to
us is very high, as it is provided here,
Sir, there are all types of companies;
we do not deny it. There are some
very big; there are some very small.
Naturally, in settling this question
one cannot just lay down a sort of
over-all equity or percentage because
that would not beright. Undoubtedly
it is necessary to protect the smaller
companies because we know that
in their case the gross profit is very
often very small. Naturally, a per-
centage in such cases may raise it to
a relatively higher figure. I am not
accepting this figure at all. But
in the case of bigger companies this
would not be true because they make
enormous profits and even at a very
low percentage the quantum of money
the managing agents get would be
very high. In the other House in the
course of the discussion it was reveal-
ed that about 1,720 companies in 1951
made a profit of about Rs.38 crores

and that gives you an idea of the
profits that are made. And
these  companies were again
allowed various allowances and
commissions ete. to the tune of

Rs. 10'4 crores. Thus it
3 p.M. comes to 48:4 crores which

is an enormous sum. We
have got certain other figures
given to us yesterday by
the TFinance Minister and that
gave us some idea as to the

amount of profit made by very big

~-ns ih the country. And even
generally speaking he told us that
the managing agents during 1950, 1951
and 1952 earned on an average a pro-
fit of 277 per cent. which, again, Is
very high. Now, having taken his
stand on that position, he says that
by fixing eleven per cent. now he is
reducing it considerably. I do not
deny that from 27-7 per cent. to 11
per cent. there is a big reduction.
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Nobody will deny 1t. It 1s a purely

arithmetical proposition. Yet at the

same time one has to note that the

ceiling fixed here 1s exorbitantly high,

especlially in the case of big concerns.

Take, for 1instance, the Tatas for
the period to which some of the
Timance Mimster’s figures relate.
During those years on an average the
Tata Company made a profit of five
erores of rupees, the Associated
Cement Companies, three crores of
rupees, the Imperial Tobaccos, Rs, 2°8
crores; the Indian Iron and Steel
Company HRs 2 44 crores. Such were
the amounts of profit made by these
concerns You can imagine what the
managing agencles of those concerns
where there are managing agencles,
will get if we allow them at the rate
of eleven per cent. Now, i1n the case
of Tatas, or of anybody, if they make
a profit of five crores, 1t will come to
about or over fifty lakhs by way of
remuneration to the managins agents.
Now, this according to us 1s very, very
high The question may be raised as
to how they would otherwise manage
the companies. Now, from all that
we know of the companies, through
the trade union experiences and from
other material published from time
to time, we find that the companies
are not merely managed by the
managing agents themselves, It is
true that they are in g commanding
position. They are the masters of
these companies in very many ways,
Yet 1t 1s also a fact that the manage-
ment of the company, if I take a
proper view of the matter, 1s
considerably left in the hands of the
officers of the company many of whom
do not get very high salaries compared
to what the managers or the managing
agents get. Therefore, it would not be
right to say that the management of
the company is a matter which is
entirely done by the fortunate manag-
ing agents and in which others do
not have any part to play. I know
that a number of concerns have their
officers very highly paid, the Tatas,
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for instance, or the Associated Cement
Compantes, and so on, They have got
some highly placed officials who are
given enormous salaries. And, also,
Enghish concerns like Andrew Yule,
and so on But by and large if jou
look at even these big concerns, you
will find that the officers of these con-
cerns taken as a whole do not really
get very, very high salaries. Some of
them do They are exceptions, As
against that, the managing agents draw
enormous amounts, That is something
to which we take objection, Ang the
managing agents are really rich people
who handle such companies, In many
cases they are muillionaires, and they
have got various concerns under thewr
management Apart from that they
have got plenty of personal proper-
ties and other assets And, thereiore,
it 1s not as 1f they need money for
their maintance and all that You
will say that since they are managing,
there should be some incentive Yes,
mcentive First of all, may I make
my position clear that we are not at
all interested m keeping this system
of managing agency? Assuming that
you have kept 1t as you have kept it,
now what 1s the incentive? The in-
centive 1s profit as far as they are
concerned. Nothing short of it. The
only thing they will listen to 1s a high
rate of profit Now, you may say
that it has been reduced, but they are
not absolutely upset because they
know, they have got ways and means
of circumventing the existing law and
making profits. And mn any case,
even eleven per cent. will give them
enormous sums of money every year.
But we are concerned, not from the
angle of the managing agents, how-
ever mmportant it may be according
to them. We are concerned with the
economy as a whole. We take a so-
cial view of the matter. It is incone
ceivable that in our country a set ot
people should be so privileged that
they are in a position to draw such

sums of money. We must remem-
ber that in our country the average
national income comes to about Rs.
265 per year per head. This is the
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per capita national income. I am not
saying that there are people, even
middle class people, who do not get
muc* higher. Many people get much
higher, but the overwhelming major-
ity of our ccuntrymen, whether in the
urban areas or in che rural areas, do
not have even this much of income.
You must remember it. If you take
a family, the family income is about
a thousand rupees or so, taking a
standard family.

" Now, such is the position in our
country today when vast sections of
our people are condemned to live a
life which is far below the average
standard-—average standard even ac-
cording to our own economic facts.
So, when such is the the condition, we
cannot allow at the top a handful of
people to grab the fruits of our labour,
fruits of the labour of workers and
toiling people, by way of managing
agency fees and all that, It is socially
unjust, Economically also it is detri-
mental to the country. You will ask:
why? Because we feel that the
money they get from managing agen-
cles—sometimes such funds are used,
I concede, for industrial development.
But this industrial development is
carried out not with a view to
strengthening the economy as a whole,
but, again, for making profit. A nar-
row view of the matter is taken.
When a managing agency is interest-
ed in investing its funds, it does not
take into account the country’s inter-
ests. I give you an example. Take
the instance of some of the managing
agents in Calcutta. They edrn enor-
mous profits and think in terms of re-
investing this money in some industry
which would fetch them immediate
profits. When we are thinking in terms
of planning, we will have to invest in
some industries which will not im-
mediately yield profits. Therefore, that
money would not be available fo us
because they are guided by profit
motive and profit motive alone.

You take another case. In India we
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in very many respects. For instance
Andhra is industrially  backward.

West Bengal is relatively industnally
advanced. If the industrial concerns
make some profits in West Bengal, it
is necessary that some of the funds
should be utilised for the industrialisa-
tion of places or States which are
relatively backward. An ordinary
capitalist will not take that view of the
matter, But if I were there, 1 would
certainly take that view or for that
matter, anybody will take that view.
The Calcutta industrialist will reinvest
the money in his own concern or for
developing concerns in and arocund
West Bengal. Sometimes he may be
justified from the economic point of
view., But on many occasions such
things would not be justified in the
light of bigger considerations that we
have in mind. It is necessary today
that the Government should have a
better control of the funds because
these are the products of the
endeavours and the toil of the people
and having got that control, it should
be in the hands of the Government to
determine where and how these funds
should be used.

YL '

The managing agents form a coterie
and earn, They utilise these funds in
the manner they like. But this money
is not spent usefully. That becomes
idle money or it is driven into specula-
tive channels, we know. Therefore,
we have this money which ig not
permissible from the point of view of
our economy. We have not got all the
figures. But it appears that a large
chunk of national income that comes
from the industrial sector of our eco-
nomy will be diverted into channels
over which we have no control—chan-
nels which are wundoubtedly very
shaky. Whatever one may or may not
say in defence or otherwise of the
managing agents, it has been proved
effectively, of late, that they are guid-
ed only by their own consideration.
However much they pretend to be
patriotic and broad-visioned people,
they are more concerned with their
own pockets than with anything else.
Sir, we cannot accept that position as

live in an economy which is unbalanced | far as these people are concerned.
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Sir, here it is 11 per cent, I have
given two amendments, one for 6 per
cent and another for 8 per cent. If you
do not accept this then at Ileast
accept 8 per cent. Now, I press that 6
per cent. should be fixed. Government
in a sense can retain certain powers of
discretion in the event of smaller
companies requiring a little fund. But
there again you have got something
in terms of grant. But I am prepared
to consider that. [ have in mind the
bigger concerns, the managing agents
whether they control one company or
forty companijes. They should not be
allowed more than 6 per cent. That is
enough Ior any one who really thinks
in terms of the economic advancement
of the country. They think now is the
time somehow or other to make
money as far as possible and fill their
pockets with both hands. But, if they
really think that the Government has
launched upon a scheme industria-
lisation of the country and if they want
to spend the money in such a way as
to make the country progress, then,
of course, they will have to change
their minds. Therefore, I say: Suppose
a company earns a profit of one crore
of rupees. Now, 6 per cent. of that
would be fairly high—six lakhs of
rupees. I think the hon. gentlemen
who sit across the floor there in those
benches are very confident about the
financial position. They will bear with
me if I tell them that they are in a
position to manage their concerns with
less than six lakhs of rupees. Why
they do not do it, I do not know.

I know how managing agents are
spending money. I live in a towr
which is infested with managing
agents. I use that word because in
Calcutta City most of them, I find
stroll, about. I find one managing
agent has got ten cars, twelve cars
which they do not buy out of their
pockets. Somehow or other they sc
devise plans that money comes from
the management. The management
glves them four cars, five cars—all
huge cars. They spend a lot of money
on many things which I need not go
into. It is a very common thing. You
8o to the Great Eastern Hotel.

You '
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will find a huge party thrown there,
where people are entertained.

SHrr M. C. SHAH: Were you in-
vited or not?

Surt BHUPESH GUPTA: I am very
sorry. Tney never invited me to the
party.

There, they throw bhig parties in
Calcutta. Go to Calcutta and see.
Some of you have gone to Bombay,
their temple. Come to the other tem-
ple, Calcutta. There you will find in
ihe Grand Hotel, Great Eastern Hotel
that almost ‘every day parties are
fnrown by managing agenis and Cer-
tain big people flock there. The entire
cost is charged to the company. I can
understand such kind of hospitality on
the part of these people if they bear
the cost out of their pockets. But they
do not do that. This money comes out
of the company funds and somehow
or other they debit the company’s ac-
count with this expenditure. Naturally
they are worldly wise people. They
spend with certain ulterior objectives.
All we are concerned with is why this
money should be spent in this manner.
I do not know why, in order to run
the managing agency you must al-
ways entertain one Minister or other,
one officer or other, Then, all kinds of
presents come out of the funds. Per-
haps one can understand the manag-
ing agent making a present of a re-
frigerator to an officer out of his own
money. Such kindness I do not ruie
out. But why such things should be
charged to the company, I cannot
understand, This is how they spend
their money.

Mr, DEPUTY CHAIRMAN: You
are now concerned only with managers
remuneration.

Suri BHUPESH GUPTA: I am talk-
ing about remuneration.

MRr. DEPUTY CHAIRMAN: Not
refrigerators and all that. This clause
is about remuneration.

Sug; BHUPESH GUPTA: Why do
they take so much money?
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Mr. DEPUTY CHAIRMAN: Though
it is very interesting, you are far be-
yond the point.

Sur1 BHUPESH GUPTA: I can give
you many more examples as to how
they squander away funds and how
they make enormous fortune out of it.
I think that we cannot afford to allow
them to have so much money in the
present situation. At any time it would
be imperceptible, today it would really
be a sort of crime if we allow them
such funds.

Then, Sir, I suggest that a sliding
scale may be fixed in order to protect
these people. Here according to this
clause they would, in any case, get
Rs. 50,000, no matter how the cum-
pany runs. [ could understand if you
give some money to meet certain es-
sential expenses to the company which
runs at a loss. But why on earth must
you lay down in this clause that
irrespective of how much more they
get, Rs, 50,000 is the minimum. In any
case they will get Rs. 50,000. My hon.
friend, Mr. Kishen Chand was giving
an instance how in the event of mak-
ing profit he would get much less than
if he were not making any profit, be-
cause Rs. 50,000 1is guaranteed to
them. This again is wrong. We have
suggested In our amendment that Rs.
25,000 should be enough. I think, in
such contingencies they should try to
manage certain concerns with Rs.
25,000, If they cannot let them come
to Parliament and seek an amendment
to the provision. Today they should
not be allowed so much money for
what they call for managing these
things.

Then, Sir, in sub-clause
elause 198 you find:

(3) of

“Nothing contained in sub-sec-
tions (1) and (2) shall be deemed—

(a) to prohibit the payment of
a monthly remuneration to direc-
tors in accordance with the provi-
sions of section 309 or to a mana-~
ger in accordance with the pro-
visions of section 387; or
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(b) to affect the operation of
sections 352, 858, 354, 356, 357,
358, 359 or 360."

Directors are guaranteed their remu.
neration; it is his fundamental right
The directors, manager, treasurer and
the whole lot of them are guaranteed
that right. Why should it be there.
Please delete it. It is not necessary to
retain a provision like that. The
company should decide how it should
handle this matter.

Then clause 352 deals with the pay-
ment of additional remuneration. That
is to say the additional remuneration
will not be affected by it and nothing
in this clause will affect that. We say
that we are not prepared to make pro-
visions for additional remuneration.
Additional remunerations should also
be brought within the purview of the
limitations that you set.

Again in clause 359 you find the
commission etc. of managing agent as
buying or selling agent of other con-
cerns. Now whatever they earn as
buying and selling agents will not be
affected by any of the limitations
under clause 198. £.gain a guarantee!
That is to say the law has been con-
ceived with the idea of serving these

managing agents and managers and
all that. !

Surr SHRIYANS PRASAD JAIN:
You are not concerned with that. May
I explain, Sir, that point?

Surt BHUPESH GUPTA: We are
concerned. Generally I do not speak
unless I am concerned.

Surr B. C. GHOSH: Sir, we are
dealing with the over-all managerial
remuneration, and if we knew as to
what they are getting under other
clauses which are not affected by
clause 198, we wauld have an idea as
to what the over-all managerial re-
muneration would be.

, SRt M. C. SHAH: The overall re.
, Mmuneration is subject to clause 198.
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Surt SHRIYANS PRASAD JAIN:
Mr. Bhupesh Gupta was just speaking
about the commission which one gets
over and above what he is getting as
managing agent for acting as buying
or selling agent of other concerns.
What I want to explain is that the
mamaging agent or his associate under
clause 356 is debarred from getting any
remuneration so far as selling and
huying agent, Therefore, the question
which has been put by him is not
{ustified.

Surr BHUPESH GUPTA: I have
suggested abolition of two clauses
here. Clause 198 inter alia refers to

sub-clause 3(b) of clause 352, 333,
354, 356, 357, 358, 359 and 360 saying
that nothing contained earlier shall
affect this. In my amendment, I have
suggested that clauses 352 and 339 be
deleted from here. Why I want the
deletion of these two clauses, natural-
ly for the life of me, I cannot explain
until I look in advance and refer to
these clauses which are given later.
It is quite relevant and Mr. Jain, I
believe, certainly understands it much
better than I do.

Surr SHRIYANS PRASAD JAIN:
He cannot understand the implication
of clause 356.

Surr BHUPESH GUPTA: Now,
here again I want these things to be
deleted. To protect the interest of
those people at the top a precaution
has been taken. No room for any kind
of adverse interpretation against them
is left here at all. Every precaution
has been taken. I say the whole thing
has been conceived with very wrong
outlock. Are we formulating the
Company Law to pay our homage and
salutations to the managing agents or
the managers or the bosses, or are we
formulating the Company Law to pro-
tect the interests of the public, the
consumers, the workers and the com-
mon man’ That is the question that I
ask. The whole intention of clause
198 is to somehow or other protect
their interest. We are not prepared
for this sort of thing. I suggest,
therefore, the whole thing should be
re-written. Begin at least with a part

-
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of my amendment and, if necessary,
take other amendments later. Because
it is detrimental to the interests of
big bosses, one of the three musketeers
is burning his back. I think, I am
grateful to him, because we are fight-
ers, so are they. Now, I say, change
the whole thing. You have not eli-
minated the managing agency system;
you have not accepted the advice of
the people since, you have retained
it to see that their interests do not
suffer.

I have told you, Sir, that the struc-
ture of our industrial economy is one
which does not permit such a thing
because we want the money to be
saved from their hands to be invest-
ed into desired lines of industrial de-
velopment. We do not want our funds
to be driven away into speculative
channels, to be utilised by them just
as they like. They should be spent at
the will of Parliament and the will of
the people. I think I have made some
sense to my friends sitting on the
other side, because such things I take
from them. The arguments that I am
advancing, I get from them. It is they
who speak such things in the lobbies,
outside in their public meetings and
in their private conversations. But I
know that these views that we express
here will not be accepted, because
they think that they do not suit the
ruling class. I know that it will be
breaking my head against a stone wall
when I talk to them, because they will
never listen to such arguments. But I
think they should bow to the will of
the people and should accept the sug-
gestions and the propositions that we
have made. Every time we are speak-
ing on this subject, we are challeng-
ing your bona fides—the bona fides of
the monopolists, not the bona fides of
these honourable gentlemen here. We
are putting their conduct to test, and
we are challenging their bona fides.
And I think some of them should show
that chivalry to stand up and accept
the challenge and endorse some of the
amendments that we have given in
order to prove that they are not only
monopolists, but they have also cer-
tain other interests apart from the
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interests of the monied-men, and

our amendments should be acceptable
to them,

And finally, Sir, I would only appeal
to the hon. Finance Minister who is
nodding—I do not know whether he is
understanding or not understanding
me, but he is nodding none the less,
and I would appeal to him—to recon-
sider the whole position and not go by
what he had thought earlier. And if
he thinks that there is some grain of
justice and social wvalues in what I
have been saying, he would be prone
to accepting the suggestions that I
have made, because these suggestions
are made for helping whatever good
work they have in mind by way of
planned development of the country.
Sir, with these few words, I move all
my amendments except one, and I
hope the Members from that side of
the House will be rising in support of
these very legitimate amendments
that I have tabled.

Surt C. P. PARIKH: Mr. Deputy
Chairman, we must try to study under
this clause 198 the size of the problem
and the companies that will be govern~
ed by the principle of 11 per cent,
remuneration, 11 per cent. of the net
profits.

Now, Sir, this remuneration, as it
has been clearly explained, is the
overall remuneration, and the remu-
neration of managing agents, secreta-
ries, treasurers, managing directors,
managers and others is separately
given under various clauses which will
be coming afterwards. And there
will be time enough to discuss those
clauses then. 5

Now, Sir, first of all, Iwish to point
out that the managing agency com-
panies which are private and limited
are 780 1n number. I have got the
figures available for the year 1951-52.
The Finance Minister has also circu-
lated those figures. And the public
limited companies—which are manag-
ing agency companies—are 152 in
number. So the total number of the
companies, both private and public
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limited, is about 930, of which 80 per
cent. are private limited companies.
Probably that problem can very well
be understood. And then, Sir, as the
Finance Minister has mentioned in his
note and the speech that he made in
the other House, a copy of which was
circulated among the Members, 84
companies are managing more than
one company. OQut of these 930 com-
panies, 84 companies are managing
more than one company. The other
managing agents manage only one
company.

Now, with regard to the remunera-
tion that will be payable over and
above Rs. 50,000, there are only 775
companies which are making profits of
more than Rs. 5 lakhs. So, on the
basis of 11 per cent., these companies
will be able to pay to the managing
agents this much commission. But I
may point out here, Sir, that all these
companies may not have managing
agents. So we find that only 700 com-
panies which are existing in India will
be able to pay to their managing
agents a sum of over Rs. 50,000. Let
us make the problems quite distinct,
because the clauses also are quite dis-
tinct. There are only 700 companies
where they will draw remuneration of
over Rs. 50,000, They are only 700
companies in the whole of India
according to the figures that are avail-
able to us for the year 1952-53 in the
Central Board of Revenue Statistics.
It means that only 700 companies are
getting this percentage remuneration.
And, Sir, the commission given by the
big companies is about Rs. 6 crores. I
have got the other statistics also, but
I need not reproduce them here. There
are 50 companies in India, big com-
panies, which are paying to their
managing agents about Rs. 4 crores as
commission. That is paid by only 50
companies. So the problem is narrow-
ed down to only 50 companies. Now,
Sir, I will give you the list of ten
companies which are paying a com
mission of Rs. 2 crores. Out of 700
companies that are paying commis-
sion over and above Rs. 50,000, only
ten companies are paying commission
to the extent of Rs. 180 lakhs to their
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managing agents. Now those
panies are as follows.

com-

I will first mention the Tata Iron
and Steel Company which pays Rs. 35
lakhs to its managing agents. And I
think, Sir, nobody should grudge it on
that account, because most of the
commission—nearly 90 per cent. of
that commission—is spent in charity.
Therefore, we should not grudge that
commission, and the country should
not grudge it, because it is well-utilis-
ed. Then, Sir, there is the Associat-
ed Cement Company whirh pays
Rs. 33 lakhs.

Surr V. K. DHAGE: How much is
spent in charity?

SHr1 C. P. PARIKH: I do not know,
but not 90 per cent., which I mention-
ed that Tatas are spending. And with
regard to the others, the hon. Members
may make their own conjectures.
Then, Sir, the Delhi Cloth Mills are
paying Rs. 21 lakhs, the Calico Mills
Rs. 22 lakhs, the Scindia Steam Rs. 15
lakhs—although the company is not
prospering—Wimco, that match fac-
tory, Rs. 12 lakhs, Madurai Mills Rs. 12
lakhs, Bombay-Burma Rs. 10 lakhs,
Arvind Mills Rs. 10 lakhs, Ambica
Mills Rs., 10 lakhs, Rohtas Rs. 10 lakhs
and Jayajirao Mills Rs. 10 lakhs. So
the total commission comes to Rs. 180
lakhs, It is one-third of the com-
mission paid on a large scale basis.
With regard to the others, I have given
figures in the Economic Review of the
AICC. which will be published
tomorrow and Members can read that.

Surr B. C. GHOSE: Why was it not
published yesterday?

SHrr BHUPESH GUPTA: Send me
a copy, if you want me to read it.

Surr C. P. PARIKH: Let us under-
stand the size of the problem in all
their aspects, because the other remu-
neration is drawn as office allowance
and it varies from Rs. 1,000 to
Rs. 8,000 per month. The average for the
whole country may be Rs. 2,000. On
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that the office allowance is Rs. 3 crores
and this amount will no longer be
given as office allowance to companies.
In its place the minimum remunera-
tion which is mentioned under sub-
clause (2) will be given upto Rs. 50,000
or whatever figure may be agreed by
agreement with the shareholders in
the meetings. So those companies
which are paying office allowance at
present will now convert themselves
and make a change in the articles and
also the managing agency agreements
that the commission paid will be &
certain minimum if the profits are not
adequate or there are losses, in order
that the services of the managing
agent or secretary or treasurer may be
remunerated in such cases.

With regard to this sum of Rs. 50,000
which now will be distributed and
will have to be given to certain com-
panies where the pnofit range is less
than 11 per cent. I say now many of
the companies will have to take
recourse to minimum commission
because the 11 per cent. net profit
commission will not come in this
range, About 600 companies or more
than that will not get Rs, 50,000
commission based on 11 per cent. of
the net profits. That is the position.

ProF. G. RANGA (Andhra): What
happens to them? Will they go into
liquidation?

Surr C. P. PARIKH: No company
will go into liquidation, I can assure
you, but they will make a change in
the managing agency agreement sti-
pulating the commission 1o a mini-
mum which may be payable to man-
aging agents and that agreement will
be arrived at, with the shareholders’
meeting concurring in that.

Mr. Gupta has advanced certain
arguments that this remuneration may
be brought down to Rs. 25,000 instead
of Rs. 50,000. While advancing this
argument, he has forgotten the size of
the various companies. To certain
companies, even the minimum of Rs.
50,000 will be inadeguate. He has also
forgotten that certain new industries
will have to be started in which there
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will be no commission even for 5 years
because there will be teething troubles
in each industry especially in the ini-
tial stages—that can be noticed from
the last 5 years’ floatations. Therefore
the remunerations will have to Dbe
exceeded by more than Rs. 25,000
according to so many amendments
have been put forward by various
Members. I think they have to realize
whether even the remuneration which
is drawn by technicians or by a single
manager in the company or a sales-
man should not be given to the manag-
ing agent who is devoting all his time
for procuring all the finances. There-
fore this Rs. 20,000 limit put down is
quite ridiculous and impracticable.
Instead of promoting the industrial
growth of which he is desirous and
which he is advocating, I think, it will
be retarded. He wants to talk as if
he wants the maximum industrialisa-
tion of this country but the measures
he suggests are quite opposite to that
and they will destroy the industriali-
sation of the country or will even
destroy what is existing at present in
the industries, ,

Surr  BHUPESH GUPTA: Mr.
Shah......

Surr C. P. PARIKH: I think he has
already answered you and if you have
not learnt wisdom, I think you cannot
be convinced by arguments.

The other point is about the 10 per
cent. and 1 per cent. paid-up capital.
With regard to Mr. Dhage and Mr.
Kishen Chand’s amendment Nos. 42

Sarr KISHEN CHAND: Amend-
ments Nos. 42 and 43 have not been
moved. Nos. 110 and 114 are moved.

SHrr C. P. PARIKH: Thank you for
that. It means that some wisdom has
dawned on you.

SHr1 KISHEN CHAND:
clerical mistake. By mistake it was
printed there. I had written one and
there was a per cent. i.e., for percent-
age one and zero was written and it

It was a
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had been read as 10. It was only a

mistake in print.

Surr C. P. PARIKH: I want to again
ask an explanation from Mr. Kishen
Chand that even in the second list
that we have got, in the amendment
110 the pereentage given is only 1 and
not 10. :

Surr KISHEN CHAND: One is
correct.

Surr C. P. PARIKH: So you have
changed your mind from 10 to one?

Surr KISHEN CHAND: It was a
clerical mistake by the Department.

Surr B. C. GHOSE: No change of
mind.

Surr C. P. PARIKH: But you have
entirely missed the whole point and
it is in this way. 1 per cent. is to be
paid as the minimum remuneration
That is what he is advancing.

Sur1 KISHEN CHAND: 1 per cent.
of the share capital.

Surr C. P. PARIKH: I will agree to
that or Rs. 50,000 whichever is less.
Let us understand the paid up capital,
size ete. If the company has Rs. 10
lakhs paid-up capital, the commission
will be Rs. 10,000 if it is Rs. 20 lakhs
paid-up capital, the commission is
Rs. 20,000. If it is Rs. 30 lakhs paid-
up capital, it is Rs. 30,000 as commis-
sion and when the paid-up capital is
Rs. 50 lakhs, the commission will be
Rs, 50,000 Now how many com-
panies have paid-up capital of more
than Rs. 50 lakhs, I think, he has not
thought of trying to enquire. I am
dealing with the figures for that.

Surr KISHEN CHAND: In case of
insufficient profits.

SHrr C. P. PARIKH: I quite under-
stand that but I am advancing my
arguments on your proposal of 1 per
cent. of the paid-up capital and how
many companies have this capital.
Public limited companies are 155 with
over Rs. 50 lakhs capital. I hope Mr
Kishen Chand will note jt. I cam
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assure him that all these companies
are making more than Rs. 5,00,000
profit and they don’t come under this.
Therefore you will see how impractic-
able the proposition is. Private limit-
ed companies which have a capital of
over Rs. 50 lakhs are 19.

Seri B. C. GHOSE: Private com-
panies don’'t come under this.

Surt C. P. PARIKH: That is very
good. There were 155 companies in
1952 of the paid-up capital of more
than Rs. 50 lakhs. So all those 155
companies, if he analyses the list, all
of them are able to pay more than
Rs, 50,000. So they don’t come. Now he
Is roping in other companies and he is
not oblivious of what will happen to
companies which have a paid-up capi-
tal of less than Rs. 50 lakhs.

Now he says, “be satisfied with
Rs. 10,000”. Will this be adequate for
those who will be getting Rs. 1,00,000
and Rs. 1,50,000 and Rs. 2,00,000 as
minimum remuneration, and who have
discharged the duties of managing
agents and have provided finance
for the concern and administered
ts affairs? Will this remuneration
Je deemed adequate? Further
there has been the employing of
technical staff and so many other
people who were in charge of the con-
cern, each of whom may be getting
more than Rs. 20,000. I feel if my hon.
friend had known what remunerations
are being paid at present, he would
not have suggested the percentage
that he has suggested. Remuneration
on the basis of 1 per cent. of the net
profit is quite impracticable and it will
destroy the present industrial struc-
ture of the country. Nobody will be
prepared to take up managing agency
on the remuneration suggested here.

Sarr KISHEN CHAND: Will my
hon, friend kindly suggest what
remuneration according to him would
be adequate? What remuneration will
he suggest for a company with a paid-
ap capital of Rs. 1 lakh?

Sger C P PARIKE: I may tell ms
fion. friend that on the remuneration
of Rs. 1,000 that he has suggested, he
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will not get even a worker to work
throughout the year.

Syrr KISHEN CHAND: Does he
want it to be Rs. 50,0007

Sur1 C. P. PARIKH: You first of all
said one lakh and now that I have
answered you, you now go to some-
thing else.

Srrr KISHEN CHAND: 1 ask, will
he put the remuneration as Rs. 50,000
for a company with a lakh as paid-
up capital?

Srrr C. P. PARIKH: Mr. Kishen
Chand who is connected with indus-
try, knows it very well and a com-
pany with a paid-up capital of a lakh
of rupees, may even earn five lakhs,
What is there to compare here?

Kazi KARIMUDDIN: Sir, the two
hon. Members are addressing each
other direct and that is not allowed.

Sugr C. P. PARIKH: I am sorry, I
am grateful to Mr. Karimuddin for
drawing my attention to it. But Mr,
Kishen Chand goes on from one point
to another. As soon as he is defeat-
ed on one point, he proceeds to
another,

Pror. G. RANGA: Because he is a
mathematician.

Surr C. P. PARIKH: Now I come
to the subject of having a special
resolution. One hon. Member asked,
“Why not have a special resolution?”
That suggestion too is a most imprac-
ticable one. How can you have any
such special resolution when there is
a recalcitrant minority? Certain
parties in order to get into power, will
not have a special resolution. The
entering into agreements with manag-
ing agents the appointment of manag-
ing agents, and even the sharing of
remuneration are all based on ordinary
resolutions. So there is no use
depending on passing a special resolu-
tion for fixing the minimum remune-
raticz,

Next I come to the point raisea
about the buying snd selling commis-
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gions. i don’t really know how this
question of buying and selling com-
missions comes into the picture at all.
My hon. friend Mr. Bhupesh Gupta
might not have paid much attention to
the provisions that appear in this
Bill, for he, I would like to point out
to him, has been concentrating all his
attention to what had happened in
the past. He has not devoted his mind
to the present and to the provisions
contained in this Bill. According to
the provisions of this Bill the manag-
ing agent or his associates—and these
associates may number 200—cannot
have any share in the buying and sel-
ling agency commission. Therefore, I
fail to understand how he forgot this
fact and then brought forward his
suggestion. This commission can be
paid only when the products are sold
outside India and that will form a
very insignificant portion also. More-
over there are several conditions to be
fulfilled even when the sale takes
place outside. Therefore generally he
will find there is no receipt through
buying and selling operations for the
managing agents or their associates.
That is a great departure which the
hon. Finance Minister has made in
these clauses.

Next, I come to my amendment,

that is amendment No. 40. I suggest
that the words “except that the
remuneration of the directors shall

not be deducted from the gross profits”
" be deleted from lines 34-35, I am really
puzzled how this came to be put in
here in clause 198, because clause 349
mentions that director’s remuneration
will be excluded while calculating the
gross profit. I would like to draw the
attention of the Finance Minister that
we should have followed the same
method in clause 198 also. On page
179 in sub-clause (4) of clause 349, it
is stated that the director’s remunera-
tion is to be deducted. It is to be
excluded here when calculating the
net profits. I want the same principle
to be followed in clause 198 also. I
wanted to bring in the analogy here
and I also wanted to know the prineci-
ple on which this clause 198 was fram-
ed. 1 have advanced my arguments
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and I would not insist on my amend-
ment, No. 40. Of course it is......

Mgr. DEPUTY CHAIRMAN: So you
do not insist on your amendment No.
40?

Surt C. P. PARIKH: No, but it is
for the House to decide, Sir.

As regards my amendment No. 41
by that amendment I seek fo delere
the words. .

“in accordance with the provisions
of section 387"

in lines 42-43, and in their place insert
the words.

“unless he is either an associate
of the managing agent or shares in
the remuneration payable to the
managing agent.”

I wanted clarification of the defini-
tion of the term “managing agent”
from the hon. the Finance Minister;
but in spite of repeated specific ques-
tions he did not give an answer.
Earlier also, in the other House the
Finance Minister made it clear that
he was bringing in the manager in the
over-all remuneration in order that
there may be no circumvention by
appointment of relatives or associates.
If that was his intention, why should
we not clearly provide for it here?

Surt M. C. SHAH: 1 do not think
the Finance Minister said it.

Surr C. P. PARIKH: Yes he said
and my hon. friend will be able to
find it in his speech.

Smrr M. C. SHAH: No, he did not
and my hon. friend should not put
words in the mouth of the Finance
Minister which he did not utter. If
he says that the Finance Minister
said, he should be able to show the
words to me.

Surr C. P. PARIKH: I shall do so
when we come to the definition of
manager,

Sarr M. C. SHAH: But the defini-

tion of manager has already been
passed by the Houge.
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Surt C. P. PARIKH: I am afraid
the hon. Deputy Minister has not
understood me correctly. I say when
the clause about manager comes up,
I will have an opportunity to explain
the position. All that I now say is
that unless the change suggested by
me is effected, it will not be possible
to run the industrial concerns in the
way we desire to see them run. We
cannot do that unless there is some
freedom given to the industrial con-
cerns to select their managers and if
necessary they may be selected by
the general meeting. What is the use
of being kept in suspense? What will
be the interpretation of the Finance
Ministry about this clause? So I sub-
mit some clarity is required and in
the case of business, clarity is very
important because there may be lot of
litigations if the situation is not clari-
fied. I do not understand how the
Finance Minister will be able to
demarcate, even when he is given the
power, that such and such a man can
be called a manager or not. I think
it is impossible. I have taken
the best legal advice. He will
also take the advice of his depart-
ment but the question is whether it
is possible to differentiate between
two border line cases. That is why
I have moved this amendment.

4 pM.

With regard to the sliding scale and
other points raised by Shri Gupta, I
have to say that it is a welcome sys-
tem but this is not the occasion. It
is not necessary to argue that point
in this clause. When we come to the
remuneration that is to be given to
the managing agents and secretaries
and treasurers we can have our say
on this matter. 1 do not now propose
to come out with my reaction 1o what
Mr. Gupta has said. I will also move
an amendment and then speak.

Serr B. C. GHOSE: Before I come
to my amendment, I should like to
make a few general observations on
this clause. My friend, Mr. Kishen
Chand, has suggested that the overall
remuneration should be 8 per cent.—
it should be brought down from 11 per
cent. to 8 per cent.

\
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Mr. DEPUTY CHAIRMAN: 11 per
cent., 10 per cent. and 8 per cent.

Surr V. K. DHAGE: In inverse pro-
portion to the capital.

Surt B. C. GHOSE: Yes; one was
8 per cent. and Shri Bhupesh Gupta
has also said that it should be 8 per
cent. What I want to suggest is that
this is not a doctrinaire or an unfair
proposal. Of course, it is a case of
judgment and I want hon. Members
to consider carefully certain facts
which I shall place before them and
I am sure that, although I may not
get their votes, I shall at least be able
to get their reason in my favour.
What does this 11 per cent. mean? We
must first realise that it is only for
public companies. It does not apply
to private companies. I am told that
out of 30,000 companies, over 17,000
are private companies to which this
clause will not apply. In the next
place although we have provided for
a 11 per cent. overall commission,
there are other clauses which have the
effect of either over-riding this clause
or giving further remuneration to the
managing agents. For example, there
is clause 352 under which the Central
Government, if there is a request
from the company backed by a special
resolution, rhay  give additional
remuneration to a company Clauses
356 to 360 also provide for cases
where certain other remuneration,
besides this 11 per cent,, may be paid
to the managing agents. It is quite
true, as Shri Parikh has pointed out,
that so far as buying and selling is
concerned within the country, there is
very little chance for the managing
agent to get anything more; in the
case of buying within the country,
the actual expenses may be paid te
them and this will not be deducted
from the managing agents commissioz
or the overall commission. So far as
selling is concerned, it it is in foreign
countries, commission may be paid.
Clause 359 deals with commission, ete.,
of managing agent as buying or sel-
ling agent of other concerns. There
may be certain other earnings also as
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a result of this provision. There is
also clause 360 which speaks of con-
tracts between managing agent or
associate and company for the sale or
purchase of goods or the supply of
services, ete. Certain remuneration
may be paid to the managing agents.
These may not be large figures; I am
prepared to concede that but this 11
per cent. is exclusive of all these
items. In order to come to a judg-
ment as to whether this 11 per cent.
is or is not a high figure, we have
to examine as to how it will apply and
in what way it will affect the com-
panies. Mr. Parikh has pointed out
that only 775 companies make a profit
of five lakhs of rupees or over. Only
in their case would this question of
even 10 per cent. commission to the
managing agent be at all significant.
In the case of the vast majority of
companies, they will have to fall back
upon the minimum remuneration
clause. It is said that the present Bill
has done away with office allowance.
That is quite true but it has come in
another form, in the form of minimum
remuneration. That will certainly
now become the office allowance. As
Mr. Parikh certainly knows very
well, in a very large number of com-
panies which are very small com-
panies, the managing agents depend
upon the office allowance and not on
the commission on profits. The com-
mission on profits will probably be
Rs. 2,000 or Rs. 5,000 a year but it
is the office allowance that brings in
their remuneration, The office allow-
ance varies from Rs. 1,000 to—I should
say—Rs. 2,500, not Rs. 5,000. It does
not probably exceed Rs. 2,500 and the
average wouild be about Rs. 1,500 a
month Rs. 18,000 a year. What will
happen is that for a large number of
managing agents we would probably
be increasing their remuneration
because a very large number of manag-
ing agents are depending upon the
office allowance. The office allow-
ance, during the last few years, espe-
cially since the 1951 amendment, was
being gradually brought down; for-
merfly it used ty be much higher but
it came down in many cases to Rs.
1,500 and in some cases to Rs. 2,000 per
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month. That was the general scale
of office allowance so that in many
cases it would have been Rs. 24,000 or
Rs. 25,000 a year. For the very large
number of companies, we are making
a provision under which, by arrange-
ment with the company—and every-
body knows that it will not be very
difficult for the managing agents to
have a resolution passed sanctioning a
payment—the managing agent will be
able to get a higher office remunera-
tion. We know that the company
which was getting Rs. 20,000 or
Rs. 24,000, if it is wise, will not bring
it up to Rs. 50,000 all of a sudden; it
will increase it to Rs. 35,000 or Rs.
40,000. By this provision we are, in
effect, increasing the remuneration of
the managing agents in a very large
number of cases. Let us be very clear
about that. This Bill really affecte
only a small number of companiey
which make very large profits. Those
companies are of the order of 775 only.
The question now is whether, in the
case of these small number of com-
panies, the 11 per cent. suggested is
high or not. Would 8 per cent. be
really very unfair? If the profits are
large, then even 5 per cent. or 6 per
cent. would yield quite a Ilarge
amount. Mr. Parikh referred to the
Tatas and said that they distribute 90
per cent. of their profits to charities.
Probably they do; I do not know but
what is important is that Tatas’
managing agency commission is 74 per
cent; in years when sufficient profits
are not made, it comes down to, I
believe, even 5 per cent, So, the biggest
company that we have in our country
do not accept voluntarily remunera-
tion higher than 74 per cent. and is
prepared to reduce it to 5 per cent. in
bad years. If that is so, then in whose
interest are we fixing the remunera-
tion at 11 per cent? The large com-
panies do not need it because 5 per
cent, or 6 per cent. or even 7 per cent.
will give them sufficient profits; the
smaller companies do not need it
because, in their case, it is immaterial;
they have to fall back upon the mini-
mum remuneration clause. It is only
a small number of mediumsized
industries which will profit by this 11
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per cent. figure. Their number would
be very very small. Now I ask, if
those are the facts of the case, is it
very preposterous on our part to sug-
gest that the minimum remuneration
should be reduced to 8 ver cent?
Because even 8 per cent, will bring to
many of the very large companies
adequate remuneration. If they do not
have adequate remuneration it means
that more companies will have to fall
back upon the ‘minimum remunera-
tion’ clause. So in what way does it
really affect the interest of the com-
panies or the adequacy of the remu-
‘neration which the managing agents
will get in relation to what they are
getting today? I should like the hon.
Minister to explain that point to me.
When we suggest 7% per cent. or 8 per
cent. we are not being very unfair.
We are going by the facts of the case
as we find it t{oday in regard to man-
aging agents in this country and I
hope, Sir, that no managing agents
would grudge 74 per cent. remunera-
tion as we find that at least one com-
pany has voluntarily accepted that
figure. If that is so, Sir, then our
suggestion—that it should be reduced
to 8 per cent. should not be consider-
ed, as I said, unfair and I should like
to repeat again that hon. Members
should realize that for the vast num-
ber of managing agents what we are
doing is increasing their remunera-
tion, not reducing it. For the smaller
people it may be a good thing because
the smaller people will have some
more money. If we were in favour
of smaller people from that point of
view it may be said that it is a good
thing. But we are giving them more
than they would be getting otherwise.

Now, Sir, I come to my amendment
which is about a special resolution
which, I said, should be required if
the Government were to allow direc-
tfors or managing directors or mana-
gers or secretaries and treasurers
anything in excess of the minimum
remuneration of Rs. 50,000.

Now why I sent in that amendment
was this. Under clause 352, if it is a
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case of managing agent, if he is to be
cent, or a
remuneration more than Rs. 50,009
then he is to have it by a special
resolution. The proviso to clause 188
does not affect the managing agent
because in clause 352 provision has
been made for the managing agent.
The proviso to clause 198 affects only
managing ‘directors, whole-time
directors ang managers, Now the
proviso to clause 198 does not say
how this remuneration will be
increased in the sense as to what the
companies will have to do if they want
that this remuneration should be
increased, It only says: Provided
certain things happen, ‘“‘Provided***the
Central Government is satisfled that
for the efficient conduct of the business
of the company, the minimum
remuneration of fifty thousand rupees
per annum is or will be insufficient, the
Central Government may, by order,
sanction an increase***”. But I pres-
ume that the Central Government
would have to be approached by the
company concerned; otherwise they
would not be apbrised of the situation,
Of course, it is not stated there, but
that is certainly the implication.

Now the next question arises, if the
company concerned is to approach the
Central Government, in what way
will it approach the central Govern-
ment. Will a Board resolution be
sufficient or will there be the neces-
sity of a resolution of the company or
will there be the necessity of a special
resolution? Now no mention of that
is made in the proviso whereas I find
that in regard to the managing agents
there is a strict provision that a spe-
cial resolution would be necessary if
any increase over the minimum is to
be given to the managing agents, and
if a request has to be made to the
Central Government for such increase,
I thought that it stood to reason that
the same condition should apply, at
least to the managing directors. They
should not be considered on a footing
very much different from the manag-
ing agents. In many companies the
managing directors exercise as much
power and have as much control over
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the company as the managing agents
have, and both have practised abuses
which probably are comparable.
Therefore, if a special resolution
should be necessary in the case of the
managing agents, I do not see any
reason why the same condition should
not be applied in the case of a manag-
ing director. I do not know if it is
the intention of the Government to
provide that in the rules, that is,
whether it is the intention of the Gov-
ernment to provide rules as to how
the companies should approach Gov-
ernment with a request for paying to
the managing directors or whole-time
directors or managers a remuneration
over and above Rs. 50,000 per annum.
If it is the intention of the Govern-
ment that they will provide that by
rules and if Government say that
these rules will include a condition
that preferably a special resolution or
at least a general resolution of the
company will be required and that
they will consider the request only on
an application made by the Board of
Directors, I shall be prepared to with-
draw my amendment, but otherwise I
do not think that I should withdraw
my amendment because it stands to
reason at least to me and I think the
House also will agree that there
should be at least a resolution by the
company before a request is made to
the Government for increasing the
remuneration because the members of
the company should know the condi-
tions under which the increase in the
remuneration of the management over
Rs. 50,000 is desired.

Now that is all that I have to say.

Surr S. N. MAZUMDAR: Mr. Deputy
Chairman, now this question has
been discussed in several aspects. Mr.
Parikh gave certain figures to us and
my friend Mr, Ghose has quite ably, I
think, answered some of the argu-
ments advanced by Mr. Parikh. Now
Mr. Parikh tries to show that the pro-
blem narrows down by citing the
number of managing agencies which
manage different concerns. But the
problem is narrowed down in quite
the opposite sense to what was impli-
ed by Mr. Parikh,
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Sir, I have always said that statis-
tical analysis can be used to hide.
realities and also it can be used to
point out glaring realities. The hon.;
Finance Minister vesterday treated us
with a statistical analysis of the con-
cerns managed by managing agencies
and asked the question: Where is the
concentration of power and concentra-
tion of wealth? But Mr. Parikh and
the hon. the Finance Minister both of
them forgot certain other things. Im
India out of a total of nearly 30,000
concerns, less than 400 control more
than 60 per cent. or nearly 70 per cent.
of the total paid-up capital. Manag-
ing agencies, they control a large
number of important concerns. ¥For
looking into the question of concentra-
tion we need not diffuse our attention
all over the industrial field or all over
the field where there are small minute
concerns at one end and where there
are giant concerns at the other end.
We should look at the giant concerns
controlling the vital sectors of the
industry and we should look for con-
centration of wealth there. Mr. Parikh
has given us many figures and he has
shown how many companies pay
remuneration of a total of Rs, 4 crores.
I do not like to repeat those figures
again, but I like to point out to him
that even those figures which he has
given should be viewed in relation to
certain other matters in a country
where the per capita annual income is
a little over Rs. 250 and that also is
the overall average.

If we analyse the income of the
lower income groups it will become
very much less. These figures are
not very modest. When the expendi-
ture per head on necessities of life
comes to three annas per month, I
think, as estimated by the framers of
the draft proposals for the second Five
Year Plan, these figures are not very
modest figures. While congidering the
remuneration of the managing agents
we should consider also what they
have amassed in the past and how
they have got it. The evidence which
was tendered before the Joint Select
Committee by the representatives of
a trade union organisation, I mean the
ILN.T.U.C.,, pointed out how in
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Ahmedabad in the textile industry in
the last five years the managing
agents got by way of commission etc.
an amount which is equal to the total
paid-up capital of that industry. These
facts we have to bear in mind. More-
over when discussing this question of
the remuneration of managing agents,
we should not forget the Directive
Principles of the Constitution, namely,
the prevention of concentration of
wealth and reduction of inequality of
income. It was from that point of
view that the ILN.T.U.C. suggested
even in 1948 before the profit Sharing
Committee—as I find from a minute of
dissent of the present Labour Minis-
ter—a commission of 7§ per cent,
Now, in 1955, when things have chang-
ed, when objectives have come to be
defined in a changed manner, it is
necessary that this percentage should
be fixed at a lower rate. And these
managing agents, managers, secreta-
ries and treasurers are not going to
be losers if the percentage is lowered.
Mr. Ghose has pointed out that in the
case of the bigger companies, though
the percentage may look reduced, still
the amount will be considerable. As
regards the smaller companies, there
is no question. For them the only
question will be the question of mini-
mum remuneration. Only in case of
certain medium concerns, the remu-
neration of the managing agents and
those other gentlemen will be increas-
ed. We should look at that question
of increase, as I have said, from the
point of view of our objectives, name-
ly, the prevention of concentration of
wealth in few hands and the reduc-
tion of inequality of income. From
that point of view, the remuneration
will have to be further reduced. I
should also like to point out that the
labour representatives held the view—
and I am including among these
labour representatives, representatives
of the IN.T.U.C. also—that the reser-
ves should be considered not only as
the contribution made by capital buf
as the contribution made by the
labour. I am not going to discuss that
question at this stage; that will be

discussed later on. But if we take
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seriously the professions which fall
from the lips of the spokesmen of
the Government regarding the share
of the Ilabour in industry, their
partnership, their contribution, their
blace in industry and all these things,
then I think we should consider the
question seriously whether this per-

centage should not be further reduc-
ed. ’

Then there is another aspect to this
question; not exactly remuneration.
The income of the gentlemen who
functicn as managing agents, secre-
taries, treasurers and the like, is not
confined only to remuneration earned
in those capacities. There are other
sources of income. They will have
return on the capital which they econ-
tribute to the companies; they will
have income accruing to them as divi-
dends paid on the shares which are
held by them and we know how these
are inflated. That question also was,
to some extent, discussed yesterday,
though not very elaborately, while
discussing the question of the bonus
shares. Considering all these facts,
I think, Sir, that the percentage pro-
posed by Mr. Bhupesh Gupta, that is,
six per cent as regard maximum
remuneration, is a very reasonable one,
As regards the minimum also, the
reduction which has been suggested
by him from Rs. 50,000 to Rs. 25,000 is
also very reasonable.

Now, in the course of his speech Mr.
Parikh said that some of the technical
staff in some concerns would be draw-
ing more than Rs. 20,000. Well, that
question also should be gone into,
because when we are considering the
question of reducing inequalities of
remuneration, this ratio between the

maximum and the minimum salary
should also be looked into.
Then there is another aspect. Some

of the people who actually manage the
concerns bear a greater share of res-
ponsibility in the management—I
mean the technically qualified people
—and in the development of the con-

cerns than the managing agents,
secretaries, treasurers and the like.
From the point of view of their

contribution in that way to the pros-
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perity of the concern, if they happen
to draw remuneration which is great-
er than that payable to the managing
agents, secretaries or managers, 1
think that should not be grudged.
With these words, Sir, I support his
amendment.

Sma H. C. DASAPPA: May I ask
just one thing of Mr. Mazumdar?
What would be his attitude to clause
352 where the Government is
empowered to give higher remunera-
tion?

Samr B. C. GHOSE: They have
opposed that.

Surr H. C. DASAPPA: Rs. 25,000
should be the maximum?

Suart B. C. GHOSE: Yes; they are
whole-hoggers.

Sarr H. P. SAKSENA: Sir, I rise to
speak on clause 198 which deals with
managerial remuneration. As I
understand it, the minimum remune-
ration is fixed at Rs. 50,000 and I also
take it that it is Rs. 50,000 per com-
pany. If I happen to be managing 10
companies my remuneration in a
particular year will come to Rs. §
lakhs. That fact has got to be taken
in'o consideration when we are consi-
dering the amount of remuneration.
My hon. friend, Mr. Parikh spoke of
the benevolence and the charitable
d sposition of the industrialists and
stated very many cases of charity being
given by industrialists like Tatas
and others. All honoyr to them and
all glory to them in this world as well
as in the next. So far as the amount
of Hs. 50,000 per year is concerned, ba
said and rightly complained that it
was ridiculous and impracticable. I
concede that it is both ridiculous and
impracticable. I would go a step fur-
ther and state categorically that it is
beneath the dignity of any managing
agent to accept this sum of Rs. 50,000
per year as his remuneration. The
first thing and the best thing for him
would be to work in an honorary
capacity. I suggested the other day
that the best thing for these friends

’
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after having rendered such meritori-
ous service would be to work in an
honorary capacity in future. I am
sorry, Sir, that here this managerial
remuneration is always considered in
terms of money; it has not been consi-
dered in terms of service.

Now, we all appreciate the merit,
the talent, the skill, the self-sacrific-
ing spirit and the nobility of heart
that these friends possess. It has not
up till now been of any service to us.
The country is crying aloud and
requesting them to render these
services now, subsequently, and in
future for the uplift of the country.
We all wish them a long life,. We
wish them spiritual enlightenment. We
wish them contentment and request
them with all the humility at our
command to render us in future the
skill, the talent and the experience
that they possess in managing the
industrial concerns for the rest of
their life. That will be the greatest
contribution that they can make and
all this talk about the fixation of the
managerial remuneration, this percen-
tage and all that will come to an end.
And there will be no talk of eleven
per cent. fixing or six per cent. Now,
we are between two extremes. The
Bill allows eleven per cent. at the
utmost, My friend, Mr. Bhupesh
Gupta, suggests six per cent. So,
there will be no dispute, no quarrel
about any percentage whatsoever, the
moment my appeal is responded to
and the services are rendered, are
offered to the country which we all
hold dear, without any remuneration.

Surr V. K. DHAGE: Are you not
hoping against hope?

Surt RAJENDRA PRATAP SINHA:
Mr. Deputy Chairman, we are on thig
clause of remuneration which I cone
sider is one of the most Iimportant
clauses in this Bill. We are fixing
eleven per cent. as the maximum
remuneration......

Kazi KARIMUDDIN: Minimum.

Surt RAJENDRA PRATAP SINHA:
Not minimum, but maximum that will
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be permitted to be given to the mana-
gers or managing agents or whoever
it may be. Now, I would like to give
you the background of my argumenr.s.
Of late, the industrial production in
this country has been rising. The
gales have been rising and the profits
have also been rising. And the pro-
fits in the year 1954 would be prob-
ably one of the biggest in India. It
would reach the level reached in 1951
which was the year when the
biggest profits were recorded in the
industrial sector. Now, I find that a

journal run by the big business has X

made a very interesting study of this
question of profits and production in
India. This is a very powerful journal
supported by the Birla group and it
says in their latest quarterly report
as follows: “It seems that profit
margins have tended to decline in the
sales of jute and coal industries, but
not in cement, cotton textiles, tea,
sugar, paper, iron and steel. On the
other hand, profits as a whole have
not shown any tendency to decline
over the 1954 figures and they might
be said to have been higher than in
any year since 1951, which recorded
an all time peak after Independence.”
Sir, what I find is this, that after we
have adopted this idea of the social-
istic pattern of society, the profits in
the industrial sector are the highest

ever since the introduction of joint
stock companies in this country, It
has even surpassed the profits that

were available during thes British
regime. With this background I would
like you to appreciate this clause
fixing eleven per cent. We are saying
that eleven per cent. would be the
maximum. Now, when the quantum
of profits is higher, this eleven per
cent. would be equivalent to 13 per
cent. or 14 per cent. of yesterday,
because the total profit in the industry
is highest today in the country. The
quantum of commission at eleven per
cent. that would be available today,
would be more or equiyalent to the
commission calculated,12 or 13 per
cent., say, a few years‘(‘back.

Now, Sir, I should also 1like to
examine the other points which were
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| made by the Finance Minister. He
claimed that a great thing has been
achieved with the introduction of this
clause. The claim was that they had
been able to bring down the profit
margin or the commission of the
managing agent from 27 per cent. to 11
per cent. I say this is a fallacy. Here
are the figures given by the Taxation -
Enquiry Commission, after examining
the balance sheets of 492 companies
covering a capital of Rs. 252 crores.
They have given the commission earn~
ed or the remuneration earned by the
managing agents for the years 1946-51.
I will give the average for the years
1946-51. They have given several
industries like cotton textiles, jute
textiles, other textiles, iron and steel,
engineering, sugar, chemicals, paper,
tea and other things like coal and
shipping. The average of all these for
these five years comes to 13:7 per cent.

So, I should say that this is very
authentic. The Taxation Enquiry
Commission Report says that the

average by way of remuneration to
managing agents was 13°7 per cent.
Therefore, we are not reducing it
from 27 per cent. to eleven per cent.
I should like the House to appreciate
it. We are merely reducing it from
137 per cent. to 11 per cent. That is
number one......

Surt LALCHAND HIRACHAND
DOSHI: Let the hon. Member make
up his mind whether he thinks that it
is 27 per cent. or 13 per cent. There
seems to be shifting of ground by the
other side. One is that the managing
agents are making very huge profits to
the extent of 27 per cent.; the other
one is that it is only 13 per cent.

Surt RAJENDRA PRATAP SINHA:
Well, I leave it to his friend who will
explain to him. I am merely quoting
what the Finance Minister has pointed
out. I have also said that there were
a group of factories where 70 per cent.
of the profits were taken away by
the managing agents. I have not
worked out the figures, but the Share-
holders’ Association has worked out
the figures which I explained in the
consideration stage of the Bill. What
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1 am pointing out here is this. The
claim of the Finance Minister that he
is reducing the managing agents’
remuneration from 27 per cent. to 11
per cent. is not very correct. He is
reducing it from 13-7 per cent. to 11
per cent. i #rasdid

e

S RTY

Surt LALCHAND HIRACHAND
DOSHI: He is reducing it from 70 per
cent. to 11 per cent. You must take
the maximum. That is the comparison
Yyou must make.

Surt RAJENDRA PRATAP SINHA:
My friend forgets conveniently that
what I am quoting is the average. I
am not talking of the maximum. I
am talking of the average. The Fin-
ance Minister maintained that the
average is 27. I say that from the
Government’s figures the average is 13
per cent. P

Sert B. P. AGARWAL (West
Bengal): Has he assumed eleven per
cent. as the average?

AN HonN. MEMBER:
maximum?

That is the

Mr. DEPUTY CHAIRMAN: Order,
order. Let him go on.

Surr RAJENDRA PRATAP SINHA:
I will talk on that point also. -

Surt LALCHAND HIRACHAND
DOSHI: That 13 per cent. refers to
400 and odd companies while the 27
per cent......

Mr. DEPUTY CHAIRMAN: You
will have your chance.

Suri LALCHAND HIRACHAND
DOSHI: to 1,700 companies.

Sart RAJENDRA PRATAP SINHA:
If you will refer to the speech of the
hon. the Finance Minister, you will
find that he has also said that the
average may be that. Nobody can
guess this because these are all aver-
age calculations. But I am talking of
the Taxation Enquiry Commission—
137 per cent. to 11 per cent.—and I
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have already explained to you pre-
viously that there has been a rise in
the quantum of profits available for
distribution among the managing
agents even at 11 per cent. Say a year
back it was 100 and it is now 125.
Therefore, the 11 per cent. will be
equivalent to 13:7 per cent. of yester-
day. So far as the total money avail-
able to the managing agents is not
being affected at all, because there has
been a rise in the profits available
with the companies. This point I
would like to emphasise. What I find
is that there has been going on a
jugglery of words between the prota-
gonists of capital and the Finance
Minister and in this battle of wits, I
would like to congratulate the friends
on the other side, that they have won
and their profits on the whole are
intact in spite of this Bill that is
before us. Their commission will not
be affected.

B PO M

Now, we have also to consider
another very important point. What is
the social cost which the country is
today asked to bear for the manage-
ment in the private sector? You will
find that the society is called upon to
pay a very much higher cost for
managing the industries under private
sector as compared with the indus-
tries in the public sector., You will
find from the speech of the Finance
Minister—it is very interesting—that
the cost of management of the Sindri
Fertilisers is only 1 per cent. Now we
are asked to pay 11 per cent. as the
managerial cost in the private sector.
The only claim of the private sector
is that they can manage the industries
more efficiently than the public sector.
There are various tests of efficiency
and one of them is the ‘cost’. How does
the private sector face when we apply
the test of cost? The social cost of
management under the private sector
is much higher, as compared to the
bublic sector. I know my friend will
rise and say that there are many
abuses, that the public sector is not
being run efficiently and that there
is so much of wastage. I would like
to point out here: just compare the
working of the two. In the publis
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sector, there is the Auditor General
to audit the accounts and to place them
on the Table of this House. We do not
know what is going on in the private
sector. So, it they permit, as a sample
checking, the Auditor General to
examine the working of a few of the
companies, then we can find what are
the abuses and defects. I do not hold
out any brief for the abuses or for
the inefficiency that is in existence in
the public sector. We all want that
the abuses should be removed and that
efficiency should be improved. What
I would like to say to my friend is
this. Wealth is now assuming more
and more a social conception. Wealth
belongs to the society; it does not
belong to the individual. That is the
modern conception of wealth that is
coming up. If they want to manage
the wealth of the country, the indus-
tries of the country, then they can
continue to do so only if they prove
efficient. The only test and the best
test which the country—the society—
will put is, as to what cost the society
has to bear in permitting the private
industrialists to manage the social
wealth, and what cost the society is
expected to bear when it is managed
under the State. So, if they want to
continue—I am talking as a friend in
their interest......

SHr1 LALCHAND HIRACHAND
DOSHI: Thank you.

Suart RAJENDRA PRATAP SINHA:
They can continue only if they prove
that the overall cost of management
will be less than in the public sector.
Unless they prove that and unless they
satisfy the society on this point, they
cannot continue. Therefore, in their
interests, I would advise them to
accept this figure.

I will tell you what is the cost of
management in other countries. Never,
it is 11 per cent. I may tell you that
the overall cost of management in
forelgn countries varies between less
than 1 to %5 per cent. depending
upon the company.
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Sumt LALCHAND HIRACHAND
DOSHI: Upon what? .

Sart RAJENDRA PRATAP SINHA:
Upon profits. Therefore, we have to
judge everything on world standards.
We cannot have a national standard.
Now it is a well known fact that our
management is not efficient. There
are very many managing agents in
this House, and I presume they are
efficient managers. 1 wish the others
to emulate them. Majority of them
are inefficient. They have got to
improve their managerial capacity
and if they improve that, naturally
cost of management will also come
down. Therefore, we have to judge
them by the world standard and if in
the countries of the world the overall
managerial remuneration is less than
1 per cent, to 3'5 per cent, I see there
is no justification in our giving this
11 per cent. to them.

Now, my friend just said that 11 per
cent. is the maximum. Now, the Fin-
ance Minister has estimated that the
average that will work out will be
probably 8 per cent. That is what he
said. That is also his conjecture.
Nobody can be sure because we have
not got all the figures. But he consi-
ders that probably the average pay-
ment will work out at 8 per cent. If
that is so, there is no point in having
this maximum of 11 per cent. I would
submit, therefore, that this 11 per
cent. should be brought down to 8 per
cent. so that the average will further
go down.

.

Mr. DEPUTY CHAIRMAN: That is
all?

Surt RAJENDRA PRATAP SINHA:
One word. I would like to say in this
connection in support of my argument
that the national income per head per
year in India comes to Rs. 265. Now
in the United Kingdom it comes to
Rs. 3,500, that is to say, 12 to 13 times
more than the individual income of an
Indian. If you take the United States
figure, it is forty times i.e. Rs. 10,000
per head per year. The cost of
management here is very much higher,
We are paying 11 per cent. whereag
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the maximum there is only 3'6 per
cent. Now there must be parity in this
also, if my friends claim that in
America they are having a very high
remuneration. Granted. But you
should not forget that the minimum
there is also Rs. 10,000 for every indi-
vidual. Every person will have
Rs. 10,000 first and then the maximum
will come. In England, the minimum
is Rs. 3,500 whereas in India our mini-
mum is Rs. 265. The maximum profit
in India also must be brought at par,
in equal proportion to these things.
Therefore, I submit that this 11 per
cent, ig a very high figure. I thought
that they would have moved an
amendment themselves to bring down
the remuneration cost.

Surt LALCHAND HIRACHAND
DOSHI: Sir, I have been hearing
attentively to the speeches of some
hon. Members on the other side, who
have been pressing that the maximum
remuneration provided under this
Bill, namely of 11 per cent. of the net
profits, should be brought down to,
say, 8 per cent. or, as somebody said,
to 6 per cent. and like that. There
has been also a suggestion that the
minimum, that has been provided,
namely Rs. 50,000 should be reduced
to 1 per cent. of the paid-up capital,
according to the amendment of Shri
Kishen Chandji. There seems to be a
misconception on the part of these
Members. As has already been point-
ed out, 11 per cent. is the maximum
provided. Formerly, the managing
agent, as the Finance Minister, point-
ed out, got an average of 25 per cent.
My friend, Mr. Bhupesh Gupta thinks,
no, no, it was 25 per cent., or the aver-
age was 13 per cent. or some other
set of figures. Whatever it may be,
all the same it shows that the maxi-
mum the managing agents were earn-
ing was much more than 11 per cent.
that this Bill provides. As my friend
said yesterday, if it was 50 per cent.,
the drop from 50 per cent. to 11 per
cent. is certainly very big. Even if it
was not 50 per cent., it was only 25
per cent. maximum, that brought the
average to 13 per cent. Well even
then the 11 per cent. which is the

)

[ 23 SEP. 1058 ]

Bill, 1956 4302

maximum in this case is a fairly big
drop. But the whole thing is—accord-
ing to the position as it seems to be—
that they are considering that 11 per
cent. is going to be the average in all
cases, which is not true. As has been
pointed out by Mr. Ghosh himself,
some of the companies are already tak-
ing 74 per cent. or even less when-
ever the occasion demands it. I know
of several cases who have satisfied
themselves with a certain percentage
of 10 or 11 of the profits without tak-
ing any commissions on sales or pur-
chases. 1 can definitely say that there
has been a common practice in many
places not to charge any kind of com-
mission on sales or purchases, not to
charge office allowance. There are
cases where they have not charged
even the minimum. So it is not that
everybody is going to charge what is
provided as the maximum in this case
or everybody is not going to claim
the minimum of Rs. 50,000. It is going
to be according to the nature of each
company and the risk involved or the
effort that is involved in running the
company. Is the management going
to be run by one man, two men or
three men or how many men are likely
to be required for running the con-
cern. That will determine to a large
extent all remuneration that will be
drawn.

Sir, a big point was being made by
the last speaker that though the per-
centage has remained the same, yet
the total remuneration of the manag-
ing agent has gone up, because the
total profits of the concern have gone,
up. Well, where is the point of
grouse in that case? The total share-
holders’ income has gone up and along
with them the income of the managing
agents has gone up. Why should he
grudge in that case when they have
managed the company better to bring
the overall profit higher for the share-
holders? I think the shareholder
would be much more happy in getting
a total higher overall profit and from
that overall profit he will be happy
to pass a certain percentage to the
managing agent. But, Sir, yesterday
the Finance Minister made it clear
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-that when the profits are very high
-t0 the managing agent, he would cer-
.tainly provide a certain graded scale
.which he does not want to lay down
1in the Bill because he thinks it
dimpracticable. Well, if he is going to
-provide it is all right. That should
-satisfy at least some of the criticism
of the Members on the other side.

Surr RAJENDRA PRATAP SINHA:
.Is the hon. Member agreeable to that
extent? Does he consider also that
the total remuneration that will be
.available to the managing agents
~under this Bill will not be affected?
They will continue to get what they
. were getting yesterday?

Sert LALCHAND HIRACHAND
DOSHI: I was coming to that point.
I do not agree because who is the
better judge? It is not the authorities
who is the better judge, as to what the
management should get in a company.
The man who is investing money in
his company is the better judge to see
whether the manager should get 10
per cent., 5 per cent. or 15 per cent.
Yes, Sir, I agree that there have been
certain abuses during the war period.
The legislature is here to prevent the
malpractices that have cropped up in
those managements during this period.
But whether a manager should get
Rs. 1,000, Rs. 2,000, Rs. 5000 or
Rs. 10,000 entirely depends on the
nature of the service rendered and the
capacity of the manager to bring ulti-
mate results to the concern in which

the shareholder is primarily interest-
ed.

Sir, let us take the case of a
manager who takes only Rs. 5,000 as
remuneration, but shows only, say,
Rs. 50,000 as profit. : There is another
manager who, with his efficiency,
with his hard work and other quali-
ties, brings a profit of Rs. 5 lakhs and
demands Rs. 1 lakh as his remunera-
tion. Sir, I am quite certain, as a
practical thing, the shareholders will
prefer to pay Rs. 1 lakh instead of
Rs. 5,000 to another manager and earn
a proflt of Rs. § lakhs instead of earn-
ing lesser profit. Therefore, he is the
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man who s primarily concerned for
fixing the remuneration of the mana-
ger—in manager I include the man-
aging agent because he is in charge
of management. That man is the
shareholder who fixes this remunera-
tion, not at an ordinary meeting but
at a special meeting to be called for
that purpose where 75 per cent. of the
voting will be for that particular
thing. Therefore, Sir, whether it is
a big man or a small man that is

_involved in this company, he will be

amply protected in deciding as tfo
what remuneration that particular
manager should get. . - .

9 P.M.

SHRT RAJENDRA PRATAP SINHA:
Does my friend think that society has
no concern over that?

Surt LALCHAND HIRACHAND
DOSHI: Bociety certainly has con-
cern, so far as the total profits are con-
cerned, because that is where the
consumer, as society, comes in.

Surt AKBAR ALI KHAN (Hyder-
abad): Production of wealth.

Sert LALCHAND HIRACHAND
DOSHI: Society ought to encourage
that man who is able to produce, with
limited means of production, more and
more wealth. But instead of grudging
better incentive for the production of
more wealth with limited resources, if
they give him better incentive, I think
they will be doing a greater service to
society rather than grudging a little
remuneration here and there.

Sir, 1 am now coming to the ques-
tion of Rs. 50,000 which is a minimum
limit. It has been suggested and
argued that even a one-lakh-rupees
concern will go on asking for a mini-
mum of Rs. 50,000, That is not so.
That has not been our experience.
Even when there was no restriction
with regard to the minimum laid
down by any Act or Bill, the manag-
ing agents did not say that in all cases
they would insist on a minimum of
Rs. 50,000. I know of several com-
paniess which were content with even
Rs. 5,000, and there were certain con-

]
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cerns which did not lay down any
minimum at all. Sir, it is a contract
between the shareholder, and the
management. _If the shareholder
feels that the managing agent, look-
ing to the nature of the business,
-ought to get something at the end of
-the year, because he has rendered
service during that year, and for the
reasons beyond his control, he has not
been able to make reasonable profits,
he might be offered a certain minimum
-which might be Rs. 10,000, Rs. 5,000
or Rs. 50,000 which is the maximum
that is provided by this measure. So,
it is wrong to assume that everybody
is going to claim Rs. 50,000 and is
going to get Hs. 50,000, No, Sir. It
is entirely a different thing. The
shareholder will have to see as to
what the management is going to
claim out of the profits or out of the
remuneration in the form of salary,
and what is the minimum that he has
to give in case there are no profits,
and after considering all that he
decides as to whether he should invest
in that particular organisation or not.
There is no compulsion of any kind on
that shareholder that he must invest
Rs. 5,000 or Rs. 1,000, or even Rs. 100,
just as happens in a Government
organisation, where out of public funds
a company has been formed, and the
person is given certain salary, irres-
pective of the fact whether he makes
profits or not. But here the share-
holder has complete freedom to make
his selection as to whether he will
inyest his money, invest his fortunes,
in that particular organisation or not.
And if he is satisfied that instead of
fixing a particular salary, his interest
would be better served by giving a
percentage of the total profits, he has
perfect freedom to do so. To avoid
bad practices, the Government comes
forward and lays down certain
minima and certain maxima; in that
way, some of the malpractices that had
cropped up during the war years
could be avoided, and the working of
the joint stock companies could be
more smooth. Sir, this is the whole
gist of this thing, and I am afraid,
Sir, that the Members who have pass-
ed this criticism that everybody is
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going to get all the 11 per cent. are
totally wrong. That criticism is com-
pletely ill-conceived. I therefore
feel, Sir, that this provision is very
reasonable, and there should be no
fear in the mind of any person that
everybody is going to claim all that
has been provided as the minimum or
the maximum. But there will always
be that much which a reasonable and
a practical businessman would expect
from any good going concerns.

Surr C. P. PARIKH: Sir, I would
like to quote from the Finance Minis-
ter’s speech in the other House.

Mr. DEPUTY CHAIRMAN: You can
Pass it on to the hon. Minister.

Surr C. P. PARIKH: The House
must know it. Sir, the Finance
Minister has stated as follows:

“In the clause that was original-
ly brought before the Joint Com-
mittee, there was a reference to
salaries being excluded, that is to
say, it was intended to cover only
commission, not directors’ fees or
salaries. Then it was felt that if
salaries were excluded, there might
be circumvention of this limit of 11
per cent. and it would be better to
include salaries. At that time it
was not realised that this might
cause difficulties in certain circums-
tances.”

Surt M. C. SHAH: Sir, he said that
because he thought that relatives
would be appointed as managers.

Surr C. P. PARIKH: And then, Sir,
in another speech the Finance Minis-
ter has said......

Mg. DEPUTY CHAIRMAN: You can
Pass it on to him. We cannot go on at
this rate.

Surt C. P, PARIKH: Only one sen-
tence, Sir. He has stated as follows:

“And we say that unless it is
shown that this is the top manage-
ment which is in charge substan-
tively of the affairs of the company.
we shall not consider any case.”
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Mzr. DEPUTY CHAIRMAN: Mr.
Shah.

S M. C. SHAH: Mr. Deputy
Chairman, first of all, I would like to
deal with the amendment moved by
my friend, Mr. Ghose. He wants
some words to be added after the
words ‘or more of them’. Now, Sir,
the position is this. There seems to
be some misconception. At first,
clause 198 was not there in the Bill
that was introduced by the Finance
Minister in the Joint Select Commit-
tee. Then we just discussed this mat-
ter in the Joint Select Committee. And
we thought that when we provide for
the managing agents’ remuneration at
10 per cent., the managing directors’
remuneration at 5 per cent, and the
managers’ remuneration also at 5 per-
cent.,, perhaps there might be paid
managing directors or paid managers.
And we also thought that if their
remuneration is cut down, they might
try to get more by way of commission
over and above the commission that
was laid down for the managing
agents, which might come to about 20
per cent. or about 15 per cent. So the
purpose was to reduce the commis-
sion taken by these managing agents
and their associates or their own men,
because they might circumvent the
limit and just get more by way of
commission. So we thought that
there must be some over-all remune-
ration to be paid for the management
of the company. Therefore the origi-
nal clause 197 was brought before the
Joint Select Committee and they
approved of that clause. In the
beginning there was a proviso that
the salaries of managers and others
were excluded. The matter was dis-
cussed by the Joint Select Committee
and they felt that if that proviso was
there, then there might be circum-
vention. They might appoint one of
them as manager or managing direc-
tor and they might get by way of
salaries what they cannot legitimate-
ly get under the clauses of the Bill.
Therefore that provision was dropped
and the Joint Select Committee sent
this original clause 197 which is now
clause 198. After the report of the
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Committee was presented to the Lok
Sabha, there were many representa-
tions from the business associations to
the Finance Minister. It was repre-
sented to him that if the clause stood
as it was in the Joint Select Commit-
tee report, there would be many diffi-
culties e.g., there may be new con-
cerns and new . concerns involving
huge capital and for that it may be
necessary to have some people to
manage them and it may be that more
salaries may have to be paid and per-
haps instead of one, two may be
necessary or even in big existing
companies, there may be two manag-
ing directors to manage those con-
cerns and they may have to be paid
rather big salaries like Rs. 4,000. In
such cases, in new industries as well
as in big industries if we exclude the
salaries of these persons and these
salaries also were to come out of the
11 per cent. or out of the minimum
of Rs. 50,000, it may not be possible
to pay these salaries and there might
be difficulties in running these indus-
tries smoothly. We realized that
there was justification for the appre-
hensions or for the difficulties that
were placed before us and so we
thought that instead of having the
provision which was previously plac-
ed before the Joint Select Committee,
the Central Government should take
powers that in those cases the Central
Government may consider and if thai
Rs. 90,000 is not sufficient to meet the
salary bill of that director, managing
director or directors or the manager
or managers, then the Government, if
they were satisfied, may allow a higher
sum than Rs. 50,000 which was pro-
vided for in proviso to clause 198,
when there was no adequate profit or
when there were no profits. Now that
proviso only applies to the salaries of
the managing director or managing
directors or manager or managers. It
does not apply to secretary and trea-
surer. It does not apply to managing
agents. Only when such hard cases
are brought to the notice of the Gov-
ernment, the Government will exercise
the powers after full enquiry as to
whether there is any justification for
allowing this salary to be paig to



these people and that is the
meaning of that Droviso.

only

Mz, DEPUTY CHAIRMAN: But how
is the Government to be moved?

Sur1 M. C, SHAH: I am coming to

- - y
Saxz B. C. GHOSE: 1 did not object
to that.

Surr M. C. SHAH: He wants that
there must be a special resolution. I
say that there should not be that
rigidity. This is a question about the
salary. It may not be at the end of
the year. It may be at the beginning of
the year. We visualise that there will
be some applications just after the Bill
is passed to allow the salaries to be
paid to those persons. They cannot
wait till the end of the year to find out
whether there are adequate profits to
meet the salaries’ bill of these persons
or whether the profits are inadequate.
They will have to be just examined
quite separately because for example,
take the Tatas. They have directors
and managing directors, Now if they
are paying Rs. 5,000 each to Directors
and if there are managing directors
too, then that means it comes to
Rs. 1,20,000 a year. In case there are
no profits or in case there are inade-
quate profits, we cannot tell those
people that theéy will not be paid or
they will be paid after the results of
the working of the company are known,
at the end of the year; if there dre
inadequate profits, then they will get
Rs. 50,000. Rs. 50,000 will not be suffi-
cient. Suppose tomorrow there is
going to be a new industry involving
a capital of Rs. 3 or Rs. 4 crores and
they want to have a manager or mana-
gers who will have to be paid high
salaries of about Rs. 4,000 a month,
then about Rs. 1,20,000 will be
required. Now there will be no
profits in the new concerns, We all
know that it is very difficult to. have
profits in the first few years. Do we
want to just stop the running of
these new industries? What is our
intention? OQur intention is not to
hamper or hinder the progress of
these industries, Therefore the Gov-
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ernment have taken powers and
there the resolution is not necessary.
I! it is found that the Government
finds when they examine the ques-
tion that a resolution is necessary,
then there is no prohibition for the
Government......

Surr B. C. GHOSE: May I speak for
a minute? Probably the hon. Minister
hag really a good answer to the point
that I raised but we have not caught
it as yet. My point was simple that
it a higher remuneration is to be
given the company must approach the
Government. How will the Govern-
ment know? The company will cer-
tainly have to approach the Govern-
ment. It is not a question of the
profits not being adequate and at the
end of the year finding it that they
cannot pay their wage bill or the
remunerations bill. That is not the
point at issue at all. The company
will have to approach and my amend-
ment was that before the company
approached the Government with such
a request, they should have a general
or special resolution. If the Govern-
ment does not agree, at least the gene-
ral resolution should be passed before
such a request is passed to the Govern-
ment. That is a simple request.

Surr M. C. SHAH: It is not remune-

ration to managing agents, not a
remuneration to secretary or
treasurer. It is remuneration only to

these people, Then, as | said, if while
just examining this question the
Government finds that a resolution
is necessary, there is nothing prohibit-
ing the Government to ask those
people to pass a resolution and send
it but by making that rigidity I
think we come in the way of the
good working of these companies.

Sarr B. C. GHOSE: The hon. Minis-
ter realises that it is the company’s
money that is to be paid and the
shareholders should have a say in
that. It is the company’s money that
will be paid and before the company
comes to the Government for increas-
ing the minimum remuneration, the
shareholders should say whether they
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agree that this should be paid. It is
not as if the managing director him-
self should be the sole judge of
whether he should be paid more or
not. The shareholders should have a
‘say. That is my only poins.

Sur1 V. K. DHAGE: May I also raise
one question? Is it the case of the
Government that before the financial
year is out, they will be able to deter-
mine whether that company is making
a profit or loss or whether the profits
are inadequate, the company may
make a request to the Government
that they do sanction the wage amount
or remuneration fixed? Is that the
case of the Government? Is that the
contention of the hon. Minister?

Sart M. C. SHAH: Suppose the
company has to pay, for example
two managing directors Rs. 4,000 each,
that means Rs. 8,000; and in case it
turns out at the end that the com-
pany has made no profit or that it
has made inadequate profit, then this
payment to these people cannot be
held up, it cannot wait till the end of
the financial year. Therefore, Gov-
ernment will consider when such a
matter is brought before the Govern-
ment, whether this salary was paid
to these men during the last one or
two years, whether it was necessary,
whether they should be employed by
the company at that remuneration.
And then, if the Government is satis-
fied that for the work of the company,
for the smooth working of the com-
pany their employment was neces-
.sary, then Government will allow
that remuneration.

Mr. DEPUTY CHAIRMAN: But
that is not the point in dispute. Mr.
Ghose’s question is......

Surt M. C. SHAH: I am replying to

My, Dhage's question.

Mr. DEPUTY CHAIRMAN: What
“Mr. Ghose wants to know is, who is to
bring this matter to the notice of
Government?

Surr M. C. SHAH: The company.
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' Mr. DEPUTY CHATRMAN: How?

Surr M. C. SHAH: Suppose there is
a managing agent, he will bring it to
notice, or there will be the managing
director or manager or a whole-time
director. There is nothing to preclude

the managing agent from..... . .
Suer B. C. GHOSE: He is precluded.

Sarr M. C. SHAH: There will be
companies where there are the manag-
ing agents, the managing direetars,
managers, all the three can be there.
It is not as if because there are
managing agents, there will not be a
managing director or a paid director
or paid manager. Therefore, suffi-
cient safeguards are there for the
smooth working of these companies.
There are safeguards also for the
smooth working of new companies
which will be formed. We have
taken all these necessary powers.
Therefore, a resolution to that effect
is not necessary.

Surrt BHUPESH GUPTA: Can't we
help in smooth understanding also?

Sert M. C. SHAH: My hon. friend
does not understand? Well, I don’t
think he will ever understand.

SHRI J. S. BISHT: May I just point
out that this point is......

Surt M. C. SHAH: There are four
cases which are contemplated.

(Interruption)

Mr. DEPUTY CHAIRMAN: Order,
order.

Surr J. S. BISHT: I am trying to
help the Minister, Sir.

Surr M. C. SHAH: Should I go on?
Let them hear me first and whatever
questions they may have, may be put
later.

Surr J. S. BISHT: The point that
Mr. Ghose has raised is how the mat-
ter will be brought to the notice of
the Government. I think he has only
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read the proviso to sub-clause (4)
and not the sub-clause itself which
clearly says it down:

RPN the company may pay to
any director or directors including
managing or whole-time directors,
if any, its managing agent or secre-
taries and treasurers, if any, and its
manager, if any, or if there are two
or more of them holding office in
the company, +to all of them
_together, by way of minimum
remuneration such sum not exceed-
ing fifty thousand rupees per
annum &k it considers reasonable.”

And then follows the proviso. So it
ts the company that does it. And it
is not necessary to repeat it in the
proviso.

1t LT LRI

Surr B. C. GHOSE: If that is so, it
will be a general resolution and I am
prepared to withdraw my amendment.
Does the hon. Minister accept the
interpretation of Mr. Bisht?

Sarr M. C. SHAH: No, I do not.

Sir, as I said, there are four types
of cases. Shall I explain all these
four types of cases?

Surr BHUPESH GUPTA:
please do.

Yes,

Surr M. C. SHAH: One type is that
of a company which came to our
notice lately, where a new company
of an important character had to be
started. It was thought that a manag-
ing director might have to be brought,
perhaps from abroad, with the requi-
site technical and administrative
qualifications. In such a case it was
felt that it would not be in the inter-
est of the company to say that under
our law the limit is to be only Rs.
50,000 in a year in which there is no
profit, because it was realised that in
order to build up some of these indus-
tries, especially the heavy industries,
the company might have to incur
losses in the earlier years. That is a
kind of necessary concomitant when
you build up your heavy industries.
Well, that is one type of cases, the
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type of big industries where it will be
necessary to have highly qualified
technicians who may have to be
appointed.

Another type is......

Surt B. C. GHOSE: But these are
not points in dispute.

Surt M, C. SHAH: Another class of
companies comprises companies that
exist where a large number of people
exist, may be as managers or manag-
ing directors or may be others, who
are in receipt of salaries which are in
excess of Rs. 50,0000 What is to be
done in such a case in a year in which
such a company incurs losses? That
is the second type.

The third type is a very interesting
one. It is the case of a managing
agency company itself where it is a
bublic company. This clause would
also apply to the managing agency
which is a public limited company. It
might be that in a particular year,
this managing agent has a certain
number of companies which can only
bay a maximum of Rs. 50,000 because
the limit is there. The wmanaging
director or the managing agent can be
baid only Rs. 50,000. But there may
be ten companies with ten separate
managing directors. Take the case of
the tea companies. In 1952, in the tea
industry there were losses and nobody
knew whether there would be losses
or not. There are certain cases where
the company has been paying for a
length of time, for a certain number
of years in the past, salaries more
than Rs. 50,000 and if it is a genuine
case, then we cannot ask the company
to wait till the end of the financial
vear to find out whether that company
has incurred a loss or has made inade-
quate profits. Therefore, we have
taken these powers advisedly.

As regards the apprehensions of my
hon. friend Mr. Ghose, I say there is
nothing to prohibit the Government
coming to the conclusion that a special
resolution or an ordinary resolution is
necessary and then they will ask the
company to pass a special or ordinary



4315 Companies

[Shri M. C. Shah.}]
resolution as might be the case.
Therefore itis not necessary that......

Mr. DEPUTY CHAIRMAN: That
means to say, any managing director
or director, whoever is in charge can
come straightaway to the Central
Government?

Sarr M. C. SHAH: No, the parti-
cular company can come.

Mr. DEPUTY CHAIRMAN: But
somebody has to move the Govern-
ment. The company is a eorporate
body and so, on behalf of the com-
pany who will move the Government?

Ssrrt M. C. SHAH: If there is a
managing agent, the managing agent
will do it. If there is only the manag-
ing director, then the managing direc-
tor comes, or if it is the manager,
then the manager will do it.

Mr. DEPUTY CHAIRMAN: So, any
person who is in charge of the com-
pany, the managing director, the
director or manager, he comes to the
Government?

Surr M. C. SHAH: Yes.

Surr B. C. GHOSE: Will he come

and say, “A higher remuneration
should be paid to me?” Will that be
sufficient?

Surr M. C. SHAH: I say, if there is
a managing agent or if there isa

Mr. DEPUTY CHAIRMAN: If you
please, I have got some doubts. Ordi-
narily, according to the ordinary law
that you lay down in clause 198,

nobody can get more than Rs, 50,000
as remuneration.

Surr M. C. SHAH: No, if there are
losses or if there are inadequate pro-

fits, then we have prescribed the
maximum limit as Rs. 50,000. It
should not exceed Rs. 50,000. That

does not mean that a company should
have an article or a resolution that
Rs. 50,000 shall be paid. Rs. 50,000 is
the maximum. As a matter of fact,
a company may have a provision in
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its. Articles of Association or may have
a resolution passed that in ease of
inadequate profits or losses, the
managing agent, the managing
director or the manager will be paid
a sum not exceeding Rs. 50,000, It
may be Rs. 10,000 or Rs. 20,000 or -
whatever it is according to the
capacity of the company. That may
pbe decided by the Board of Directors
or by the shareholders. There is no
need to have a resolution,

Mgr. DEPUTY CHAIRMAN: That is
exactly what he wants to know. Is
a resolution necessary?

Sxex M. C. SHAH: Government have
taken powers to sanction sums
exceeding this figure,

Mz. DEPUTY CHAIRMAN: He
wants to know whether the managing
director or the managing agent can
come to the Government without a
resolution, special or ordinary, to
enhance his remuneration.

Semr M. C. SHAH: Under this
proviso he can.
Sur1 V., K, DHAGE: Without a

resolution?

Sarr M. C. SHAH: Yes, without a
resolution. They can come without a
resolution but Government will have
to satisfy itself that it is necessary.

Surt B. C. GHOSE: So far as the
managing agent is concerned, he can-
not come because under 352 there
must be a special resolution.

Serr M. C. SHAH: I know but that
{s for the managing agency commis-
sion. We have to distinguish between
the two. The proviso applies only so
far as the paid manager and paid
directors are concerned. Supposing
Rs. 50,000 is the minimum or maxi-
mum or whatever it is. If the mana-
ger were there as also the managing
agent and if the manager were to
take this away, th: managing agent
will not get a pie; he will go without
a pie. Clause 352 is a separate thing
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altogether and it deals with the
managing agency commission. There
might be certain cases. Under clause
198, it is not the intention of Gov-
ernment to pay anything to the man-
aging agent or secretaries and trea-
surers or directors or managing direc-
tors if they are not paid servants.

Surr B. C. GHOSE: That does not
say so.

Surr M. C. SHAH: When we have
provided a limit of 10 per cent. under
clause 348 for the managing agents, it
may be that there are certain indus-
tries which may be very peculiar
industries which require to be develop-
ed. In these cases it may be neces-
sary for us to agree to a higher figure
than 10 per cent. and in that case

clause 198 will not apply to clause 352
at all.

Surt B. C. GHOSE: I must seek
your protection, Sir. If you look at
clause 352, you will find that it deals
with excess of remuneration to be
paid beyond the limits prescribed in
elauses 198 and 348.

Mr. DEPUTY 'CHAIRMAN: Clause
352 does not apply here. Clause 352
deals with additional remuneration
but this is only ordinary remunera-
tion,

Surr B. C. GHOSE: So far as the
managing agents are concerned, clause
852 should apply. It refers to clause
198 also which has two parts. One
deals with commission and the other
is about minimum remuneration. If
the managing agents were to ask for
remuneration in excess of Rs. 50,000,
then clause 352 comes into operation.

Surr M. C. SHAH: It will not apply.
They cannot come and ask for more
than Rs. 50,000. In that Rs. 50,000
they will have to provide for manag-
ing directors, directors, managers, etc.

Mr. DEPUTY CHAIRMAN: Clause
352 comes into operation, if I under-
stand correctly.
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Sart M. C. SHAH: The companies
are always managed by somebody. If
there is no managing agent, there will
be the Board of Directors. Naturally,
the Board of Directors will appoint
the managing director. The Board of
Directors will certainly pass a resolu-
tion and send it to the Government
for increasing the remuneration of the
managing director. I grant, for the
sake of argument, that there is no
managing agent but then there will be
the Board of Directors. There are the
secretaries and treasurers and if they
are not there, the Board of Directors
is there.

Surr B. C. GHOSE: I want {o put a
simple question to the hon. Minister.
Under the proviso to clause 198, Gov-
ernment will consider the case for
increasing the limit, but my point is,
who is to approach the Government?
If there is no managing agent, there
will be the managing director. Will
he represent to Government that the

managing  director’s remuneration
should be increased? Will that be
sufficient? Will a resolution of the

Board be necessary? Will a resclu~
tion of the shareholders be necessary?

Sert V. K. DHAGE: Who is the
sanctioning authority?

Surr M. C. SHAH: As I said earlier,
if there is no managing agent, there
will be the Board of Directors. There
will be no company without a Board
of Directors. This Board will appoint
the managing agent or the managing
director. In such a case, the manag-
ing agent or the managing director,
with the approval of the Board of
Directors, will apply; if there is no
managing agent but only secretaries
and treasurers, then the secretaries
and treasurers will apply; even if this
set-up is not there, the Board of
Directors will pass a resolution and
then apply to the Government for
increasing the remunerdtion for the
managing director or the manager.

Surr V. K. DHAGE:
clear to us.

Nothing is
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Surt M. C. SHAH: I do not think
further clarification is at all neces-
sary. nt PO TR S

Smrt V. K. DHAGE: The point is,
whatever be the amount of remunera-
tion payable, which is the sanctioning
authority? -Is it the company or the
Board of Directors? If y~u say it is
the company, then natura: y you must
have a resolution; if you say it is the
Board of Directors, then there should
be a resolution passed by the Board of
Directors. It is only on the basis of
that that the managing sgent or the
managing director »r the manager o.
the secretaries and treasurere -~ whn-
ever is the person wu “« ir charge

of the business will proceed to
approach the Government but the
point is, which is the sanctioning

authority?

Surr M. C. SHAH: May be the
Board of Directors or the shareholders
gathered together at a meeting or
may be the managing agent himself,
in anticipation of the sanction of the
Board of Directors.

Mr. DEPUTY CHAIRMAN: He
means, any of them can do it.

Surt BHUPESH GUPTA: Are we
clear now?

Surr M. C. SHAH: I am very clear.
Surr B. C. GHOSE: I give up, Sir.

SHrI H. C. DASAPPA: The resolu-
tion may be implied.

Suri BHUPESH GUPTA: Do not
make confusion worse confounded.

Sart M. C. SHAH: I do not think it
is necessary at all to introduce what
Mr. Ghose wants introduced. If Gov-
ernment comes to the conclusion that
a resolution of the Board of Directors
or of the shareholders is required, it
will call for it. I think there is no
doubt about it now.

Surt V. K. DHAGE: Could we have
Mr. Leuva’s views in this matter?

Sarr H. P. SAKSENA: No doubts
have yet been cleared.
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Sgrt P. T. LEUVA (Bombay): I‘
only want to ask one question. The
question of approaching the Central
Government would arise only if the
remuncration is to be increased
beyond Rs, 50,000 Rs, 50,000 is also
only in case where the profits are not
adequate or if there are losses. Up
to Rs. 50,000, there is no question of
going to Government because it is
laid down in the Memorandum and
Articles of Association. It may be
Rs. 5,000 or Rs. 6,000 but in no case
can it be more than 11 per cent.
This question of minimum remunera-
tion would not arise unless and until
there is loss or inadequate profits
made. If there is profit, then the
question is not governed by this
clause but by the limit of 11 per cent.
In case of inadequacy of profit or of
loss, if the company wants to increase
the amount beyond Rs. 50,000 then
only has it to come to the Govern-
ment. It is also laid down that the
company has to ask the Government
for the increase. The company is a
corporate body acting through its
officers or the Board of Directors. The
Board of Directors are acting on
behalf of the company and naturally,
therefore, the Board of Directors will
apply to the Government. In case
Government says that it will not sanc-

tion this increased remuneration
unless and until certain conditions
are satisfied......

Surr M. C, SHAH: That is what T
am saying.

SHrI P. T. LEUVA (Bombay): I am
only asking the Minister whether he
agrees with my explanation.

Surr B. C. GHOSE: Is this ex post
facto sanction?

Suri M. C. SHAH: I do not want to
have any misunderstanding on this
question.

Surr B. C. GHOSE: It is stil!l more
confused, Sir.
gt
Sarr M. C. SHAH: We have pro-
vided that at the beginning of a fin-
ancial year, not knowing what the



4321 Companies

[ 23 SEP. 1955 ]

Bill, 1955 4322

results later will be, if the managing ! salaries to be paid to the managers

director or the director or the mana-
ger is to be paid higher rates, which
will give higher than Rs. 50,000. Gov-
ernment will consider that position
and Government will sanction the
payment of those salaries to those
persons without waiting for the
results of the company. If the results
of the company show that within 11
per cent. those things can come in,
then certainly those things will come
in, those salaries that were paid. If
the salary comes within Rs. 50,000,
suppose there is only one manager
and if within that Rs. 50,000 the sala-
ries are included, then the question
will not arise. But the Government
do not propose, if there is an applica-
tion from the company, to wait till
the results of the financial year are
known. That is the intention of the
Government and that intention should
be clearly understood.

SHrr B. C. GHOSE: Is it not ex post
facto sanction?

Mgr. DEPUTY CHAIRMAN: I have
got a doubt. The whole clause 198
is framed on the presumption that
the company makes some profits, but
here you say, in the initial stages,
when there are no profits, the com-
pany can come. That means you pre-
sume that the company starts with-
out the idea of making profits. Then
why don’t you clearly state it so in
the clause that in the initial stages
when the company is unable to make
profits, etc?

Surt M. C. SHAH: It is not neces-
sary because......

Mr. DEPUTY CHAIRMAN: You
also gave another instance. You gave
the instance of a tea estate which
was making profits in the previous
years but in the next year they may
not make any profit. When will they
come to know that they are not mak-
ing profits? It is only when the
balance-sheet is prepared......

- Sgrt M. C. SHAH: There is a dis-
tinction between the managing agents’
commission or the secretaries and
treasurers’ commission and the
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or the managing directors. As a mat-
ter of fact, if there are no profits,
then these managing directors will not
be entitled to get anything; the secre-
taries will not be entitled to get any-
thing. Whatever is to be paid to the
managers or managing directors will
come out of the Rs. 50,000, Suppose
now that the sum of Rs. 50,000 is
inadequate to meet the salary of that
managing director or managing dizeg="
tors or the manager or managers, then
we say that we will allow a higher
amount. Now today suppose in a
company there are two managing
directors who are getting Rs. 4,000
each, it comes tfo Hs. 8,000. Now the
company may not know the results
in the beginning. Now it may be
that in the end there may be losses
or there may be inadequate profits not
enough to meet even the charges of
the two managing directors which
Mmeans Rs. 8,000 per month. Now
that company cannot dispense with
the services of the managing direc~
tors, cannot withhold payment to
them till the final results are known.
Therefore we say that when there are
Salaried people, manager or managers,
managing director or managing direc-
tors, if Government are satisfied that
those persons are absolutely necessary
for the conduct of the business of that
company and that company also is
such which can maintain salaried ser~
vants to the extent of Rs. 4,000 each
for the efficient conduct of their busi-
Ness, then we say that we need to have
the power to agree to that salary,
That is the only thing. It is not a
Question of managing agents’ commis-
§ion or any such thing and the word-
Ing is very clear: “Provided that
Where a monthly payment is being
Made or is proposed to be made” we
have included both “is being made
Or is proposed to be made”, “is pro-
bosed to be made” because it is a new
toncern, “is being made” in the case
0f an existing concern.....

*

Surt B. C. GHOSE: May I make a
Suggestion? Probably this may be all
Tight, but if you would agree with me,
we may leave over voting of thig
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Mr. DEPUTY CHAIRMAN: How do

particular thing for tomorrow. I do | you come to know that?

not want to waste the time of the
House over this. It can be done; it
may be all right, but I want to be
satisfied before passing it.

Surt RAJENDRA PRATAP SINHA:
We may take up other clauses.

Mr. DEPUTY CHAIRMAN: So far
as your question is concerned, the
managing director or the Board of
Directors or the manager, if there is
one, can approach the Government
with a proposition that extra remu-
neration be sanctioned.

Serr B. C. GHOSE: It may also be
ex post facto sanction. Already over
Rs. 50,000 will have been spent. The
company might not know that there
would be inadequacy of profits and
after it has paid more than Rs. 50,000
then it may approach the Govern-
ment, is that the position?

Mr. DEPUTY CHAIRMAN: Does
it apply to ex post facto sanction?

Surr M. C. S8HAH: It is not a ques-
tion of ex post facto sanction. As 1
said—I made it clear—such cases will
come up even in the beginning of the
financial year, in the beginning. Ezx
post facto sanction will only come in
after they have paid—they cannot
pay.

Mr. DEPUTY CHAIRMAN: In the
case of new companies I can under-
stand your position, but in the old
companies, suppose last year one com-
pany made huge profits; it has paid all
the salaries; there is no question of
any increased salary being paid, but
during the current year it goes on
working. When will you come to
know whether it has made profit or
not? It is only at the end of the year
when the balance-sheet is struck and
that becomes ex post facto sanction as
Mr. Ghose mentioned.

Serr M. C. SHAH: Therefore I say
that such companies where the salary
bill goes beyond Rs. 50,000......

'

Sar M. C. SHAH: Why? The Board
of Directors, the company.....

Mr. DEPUTY CHAIRMAN: Till last
year it has made profits; it is a going
concern; you do not know, you cannot
say till the official year is over......

SErt M. C. SHAH: I will respect-
fully submit that there is again con-
fusion of thought. 1 made the posi-
tion very clear. I say that there is
the provision of Rs. 50 thousand, “not
exceeding fifty thousand rupees”,
there is that provision already. Now
there may be companies, as I said,
having two managing directors and
the salary of each is Rs. 4,000 per
month. So the salary of both will
come to Rs. 96,000 per annum which
they have to pay at the rate of
Rs. 8,000 every month and have they
to wait till the end of the year to find
that there are losses or there are not
adequate profits? They cannot wait
till then and therefore they will have
to come in the beginning of the finan-
cial year. Otherwise, they cannot pay
or they may have to keep in abeyance
the salary bill of these people.

Mr. DEPUTY CHAIRMAN: You
know, Mr. Shah, that a company may
be suffering losses for all the eleven
months but in the last month they
may make huge profits. Until the
balance-sheet is struck......

SHrr M. C. SHAH: It profits are
made, then within that eleven per
cent. it comes in, and the question
does not arise at all. The question
only arises when there are losses or
where there are inadequate profits.
Then and then only the question
arises. Now as you say, if there are
profits and this Rs. 4,000 each has
been paid, they have taken the sanc-
tion as a matter of caution really
speaking. As a matter of caution they
will take the permission of the Gov-
ernment.
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Sarr P. T. LEUVA:
sanction can be obtained.

Provisional

Mgr. DEPUTY CHAIRMAN: The
proviso refers only to ‘increase’.

Sarr M. C. SHAH: Only salaries.
The provision is: “Provided that
where a monthly payment is being
made or is proposed to be made to
any managing or whole-time director
or directors and the manager or to
any one or more of them and the
Central Government is satisfled that
for the efficient conduct of the business
of the company, the minimum remune-
ration of fifty thousand rupees per
annum is or will be insufficient”—‘is’
means, suppose the monthly payment
is Rs. 8,000 it is very clear, the word-
ing is very clear—‘is being made or is
proposed to be made” and “is suffl-
cient” “or will be insufficient.” That
Rs. 50,000 will be insufficient automati-
cally in case there are losses or inade-
quate profits. Therefore those rompa-
nies will have to come to the Govern-
ment to get sanction beforehand that
they may pay and if the Government
are satisfied that there are sufficient
reasons, looking to the nature of the
business, the size of the company and
those things, they will sanction that.
I feel that everything is very clear.

Surt V. K. DHAGE: May I say a
word. I think the proviso here wuses
the word ‘sanction’. It says that the
Central Government may by order
sanction an increase in the remunera-
tion etc. The proviso seems to con-
template that it is the Government
alone who will be entitled to sanction
and not the general body by a general
resolution or by a special resolution.

Surr H, C. DASAPPA: That is
obvious.

SHrr M. C. SHAH: After all, the
Board of Directors is a responsible

body. They are elected by the share-
holders to manage the affairs ¢f the
company. If the Board of Directors
feelg that the managing director should
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be paid so much, then they must have
that confidence that the body of share-
holders will spprove of their action.
After all they are responsible for the
management of tue company and I do
not think the shareholder......

(Inzerruptions.)

Mg, DEPUTY CHAIRMAN: Order,
order,

SHR1 M. C. SHAH: Sir, this has
taken much time.

SHR1 H. C. DASAPPA: The resolu-
tion of the Board of Directors is
obviously implied in the scheme of
things,

Mg, DEPUTY CHAIRMAN: Yes; he
has said that.

SHr M. C. SHAH: Now, Sir, I will
take the amendments of Mr. Parikh.
He hag tried to have the definition of
‘manager’ expanded and I have not
agreed to that. Here also the purpose
of the amendment is to exclude the
salary of the manager. I do not think
we can allow that.

.

MR, DEPUTY CHAIRMAN: He does
not press amendment No. 40,

SHrr M. C. SHAH: Yes; he does not
press for the deduction of the direc-
tors’ remuneration. So I won't take
any time over that.

MR, DEPUTY CHAIRMAN: But he
presses amendment No. 41.

SHRr M. C. SHAH: I am sorry that
we cannot accept that amendment
becayse our intention is that all riana-
geria] cost should not exceed more
than 11 per cent. If there are mana-
gers and others, naturally, they must
be contained within that 11 per cent.
It the managing agent has to take less,
he has to take less. Secretaries.
treasyrers and others will have 7% per
cent. and then there will be 34 per
cent, for the directors and others. So
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that way we feel that we cannot

accept the amendment of Mr. Parikn.

Now comes Mr. Bhupesh Gupta's
amendment., The same arguments
have been advanced here. If we
accept his amendment, I think we will
be coming in the way of the healthy
development of industries. As a
matter of fact, there must be sufficient
remuneration for the managerial set-
up. If we go down to six per cent. or
eight per cent., I am afraid that will
affect the working of the industries.

Sur: BHUPESH GUPTA: How?

SHurr M. C. SHAH: Because the
managing agent is there; the manager
is there; the managing director comes
in; the directors come in. All tlhese
are there. Today they are getting
about 27'5 per cent. or according to
the other set of figures, it may be 14
per cent.

Surr BHUPESH GUPTA: Which set?

SuHrI M. C, SHAH: Your set. Sir, we
have substantially reduced the manag-
ing agents’ commission. The Bhabha
Committee suggested 124 per cent,;
instead of that we have brought it
down to 10 per cent. and perhaps in
effect it may come to about 8 per cent
At the same time we have salready
plugged many loopholes whereby the
managing agents used to get money by
way of commission as buying agents,
as selling agents, by associates etc.
We have stopped such things and as
far as we can see we are not allowing
the managing agents to get anything
except this remuneration., We have
not allowed them the office allowance
also. Really speaking we have very
substantially cut down their remune-
ration. In over-all management we
have only added one per cent. for the
manager, managing director, directors
and all those people combined. If
they are there, it will be only one per
eent. more, because the manager Is
Included dlso with them, There are
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efforts from our friends that manager
should be dropped from there or the
clause must be worded in such a way
that the manager does not come in.
We are not agreeing to those amend-
ments. So this 11 per cent. for over-
all management is very fair and
reasonable. The suggestion of six per
cent. or eight per cent. is attractive
no doubt. Everybody would like if the
cost can be brought down; everybody
would be happy but at the same time
we have to be realistic. We have to
be practical. We cannot go on ideo-
logies. We have to see that produc-
tion does not suffer. We have
to see that the targets we have
set in the second Five Year Plan
do not sufier. We should not ntiro-
duce anything which might hamper
that objective of having more and
more of industrialisation and indus-
trial production., We have already
gone rather far enough. We have cut
down very considerably their remune-
ration and I think we must wait and
see how this scheme works. Therefore
though it is attractive—and it is just
trying to be popular by suggesting
eight or six per cent—as I said, we
must be realistic. Considering the
amounts that these managing agents
used to get, we have brought down
that figure very, very low. And this
11 per cent. is for over-all manage-
ment; that also we must not lorget.
Therefore, Sir I am afraid that if I
reply to all the arguments raised by
Mr. Bhupesh Gupta, it would take
more time unnecessarily and I Jdo not
want to take more time of the TIouse.
All these arguments were advanced
during the general discussion, and they
have all been already replied to. Even
if T go on for two or three hours, I do
not think I can satisfy my friends
over there—Mr. Bhupesh Gupta and
his friends. I have nc quarrel with
them. If we cannot accept their views,
they should not make a grievance of
it. There are very reasonable and
potent grounds as I sajd.

SRt RAJENDRA PRATAP SINHA:
We want to hear those reasonable and
potent grounds.
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Surt M C. SHAH: It is all very well
to say that in UK., or U.S.A. the

managerial cost is only one or two per
cent

The House stands adjourned till 11
A.M. tomorrow.

The House then adjournea

Mf DEfUTY CH%IRIV;\!N}:I Yoii ﬁn at six of the clock till eleven
continue tomorrow, Mr. Shah. In the TIOY

meantime you may kindly examine of the clock “r

the proviso. . 24th September 1955,
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