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PREFACE TO FOURTH EDt:nON 

In the preSent edition the whole of the text had to be 
largely re-written and reVised with a view to bringing ill problems. 
of most up-to-date practice iIi business organisation. It has 
been the frequent complaint of business men th~t the training 
in colleges and schools of Commerce was not practical, and 
hence the alumni were "not suited in such cases for holding 
responsible positions in business offices of our large organiza
tions. The author feels confident that this revised and 
thoroughly overhauled edition, based upon lectures actually 

. delivered by him at his own college as well as elsewhere, will 
prove how erroneous this assumption happens to be. Not only 
will the contents be, it is hoped, of ~ense advantage to a 
student of commerce aspiring to acquire a thorough grasp on 
practical problems of the subject; but they will, the author 
trusts, be of llOme service to business men whq have to deal 
with living problems of the type and class dealt with within 
these pages. 

In course of the revision of the text the chapters dealing 
with Company Organization ha~e been brought np-to-date in 
the light of the latest legislation and practice. In case of the 
chapters on Organization of Wholesale Business, conside~ble 
additions have been effected with a view to bringing in the most 
advanced ideas and practice. Purchase and Selling policies in 
connection with the wholesale and retail businesses have been 
exhaustively dealt with. Problems of Distribution, After·sales
service, Dealer helps, Price policies, etc., find separate places 
in conformity with modern ideas. The Practices of Foreign 
trade, Import and Export, receive their due treatment with 
illustrations on exhaustive lines. A special chapter has been 
added to deal with Office Routine and Modern Appliances. 
Scientific Management and Industrial Efficiency, including 
labour problems, are exhaustively dealt with in a separate 
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.,hapter ; and the moSt recent developments in this connection, 
as well as up-to-date legislation, have been incorporated. The 
chapter on Scientific Advertising has also been overhauled with 
a view to bringing in new developments both in theory and 
practice. The Stock· Exchanges of London and Bombay find 
a special. place and the old chapter has. been here also 
thoroughly revised in light of recent amendments in rules and 
practice. Shipping, Marine and Fire insurance practice as 
well as Negotiable Instruments and Credit have been touched 
up, and a special chapter has been added dealing with General 
Problems of Finance. 

It is thus hoped that within the compass of a volume of 
.about 650 pages the author. has endeavoured to bring in all 
that is needed for .the preparation of a student of commerce' 
for the highest examiliation on the subject concerned. 

DAVAR'S COr.t.llGlI, 

Bombay, 15th August, 1939. 

SOHRAB R. DAVAR. 
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CHAPTER I. 

THE ESSENTIAL REQUISITES FOR 
BUSINESS SUCCESS. 

In this chapter it is proposed to deal brie:8.y with the 
most important· requisites fur business success. The various 
authoritative writers on this subject have no doubt expressed 
themselves differently, but all seem to be agreed in their con
clusions. Prof. Dicksee in his work on "Business Organiza
tion" lays down three requisites, viz., (I) skill .and energy, 
(2) the necessary capital and (3) the means of speedily 
acquiring connection or reputation. Writers of the older 
sc;hool have held out the three virtUes, viz., "tact, push and 
principle" as the most essential. There are writ~ who have 
actually issued questionnaires to a number of leading and 
successful business and professional men of great experience. 
enquiring the cause of the largest number of failures in both 
these branches. A large number of them have replied that 
the same was due to laziness. or lack of ability, and in some 
cases to speculation. Thus industry and ability play a most 
important part in the success of a person in the modern world, 
if backed up with an undying determination to win· by not 
shirking the hardest .kind of work. The point which these 
successful men have tried to impress on the minds of their 
readers is that there is no Heasy way" or "short cut" to 
success. The lives of most successful men, who t<>-day occupy 
places of honour and responsibility, if studied, would· show 
that they were the hardest worked men of· their time. Thus 
undoubtedly industry or hard work plays the most important 
part in bringing about success or victory. A young man who 
gets everything ready made because he is born in a prominent 
business or professional family, generally manages to lose every-
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thing, or to spoil same unleSs he has energy and other qualities 
inherited as well as acquired. This accounts for what is 
commonly known as "degeneration of the second or third 
generation" in every great industrial, business or professional 
family. After having given this subject the most anxious 
consideration for many years, and having read of and observed 
the various factors that have, or are said to have made or 
marred the careers of eminent business men, the writer hesitates 
to dogmatise. In the modern business world there are so many 
positions a business man may he called upon to fill, and that 
too under circumstances so varied, each requiring its own chain 
of equipments, that nothing more than a general discussion on 
broad lines is possible. It is said quite correctly that "the 
modern business man is a compound of temperament and 
training." All men are not bom alike. Some are bom as 
the gifted children of nature to. rule and' direct a business. 
Such men take to business like "ducks to water", and a good 
training, coupled with a little experience, enables them success
fully to organize and direct large enterprises. Others, less 
fortunate lack this ability in spite of training and experience: 
but though they fall when placed in positions where initiative, 
and correct judgment are necessary, they succeed in positions 
where directions are to be carried out, and initiative, or in
dependent action, or original thought, are not called for. 

To sum up, the most essential requisites to business
success appear to be (x) Sound Common Sense, (~) Business 
Morality, (3) Business Ability, (4) Business Training and 
(5) Capital. 

Sound CommOD Senle.-We are all said to be bom with 
a quantity of what is known as "common sense". How many 
of us can claim that this "common sense" which we are all 
possessed of, is sound and consistently unerring. Of course 
education and experience tend to improve us in that direction. 
We no doubt come across instances where med holding the 
highest academit distinctions lack what a business man may 
call "common sense". Fortunately these are rare exceptions. 
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Mankind generally benefits by experience and training. Tact, 
caution with self·confidence, ability to judge between men, 
a cool head, resourceful readiness to meet situations, courage 
to give up the most cherished opinions and schemes when 
found erroneous, a patient and tolerant attitude towards 
criticism, and a generous nature that is ready to forget and 
furgive, sum up the qualities that are to be found in all cases 
where common sense rules supreme. These qualities are the 
~esult of temperament, experience and training. There is no 
better school for the perfection of common sense than the 
school of experience: and an educated young man who has 
specialized in practical commerce, stands the chance of being 
able to improve himself in that direction, by passing through 
this most efficient of schools. 

• E>n the question of fear of criticism Mr. Albert J. Hall 
in his book entitled "Why Men Fail" rightly emphasises the 
fact that "the greater your superiority, the more of a genius 
you are, the greater the number of critics you ·will arouse. By 
their number you can easily measure your ability and estimate 
your probable success. Man is naturally envious of his 
superiors and is seldom willing to admit their superiority .••.. 
The man who never makes enemies or .never arouses criticism 
never amounts to much ... " When by overcoming opposi
tion and persevering in face of criticism, you have carried your 
plan to a successful .issue, you will be a bigger and a stronger 
man for it." As to well directed criticism Mr. Hall rightly 
concludes, as :-"Th":e is not one of us who does not 
at some time or other do things that justly call for criticism, 
for we are all !isble to err. At such times, criticism is good 
fur us and we should accept it as such and profit by it. It 
is when our purpose is right that we should 'have no fear." 

On the question of college education the same author 
• has something wise to say, particularly to those who claim 

superiority simply on the ground that they have crammed 
through a few books at a university. He rightly asserts that 
"A college education sometimes helps but it is not a passport 
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to success. Some of our greatest failures were college educated ... 
while most of the great ideas and inventions have been contri
buted to the world by unschooled thinkers. The scholar's. 
education is largely artificial, while the thinker's is natural. 
That accounts for the difference in the results obtained. It is 
very difficult to unlearn a wrong method, therefore, we should 
be careful to learn right methods, to learn nature's way. 
Learning 'Of any kind that we cannot make use of is valueless. 
And even correct learning is profitless unless we set it to work
ing for us." 

Business Morality.-This factor of business morality, or 
business honesty J plays no mean a part in contributing towards. 
business success. Straight-forward methods pay in the long 
run in every walk of life; so they do in business. The busi
ness which lasts and becomes permanent is one which is built 
up and maintained on the policy of strict honesty. The 
majority of businesses which have expanded and rise~ to their 
natural height have been built up on this principle', though a 
few cases here and there may be pointed out as exceptions. 
Even here it cannot be denied that if they had had honesty as, 
their policy they could have done much better. Besides, the 
result of dishonesty, whatever may have been its profits finan
cially, is not success; because no amount of money or pro
perty can make up for loss 'Of character and reputation among 
the public. There are some men, no doubt, who have made 
fortunes through dishonest methods; but they are the least 
respected of men and they know that, with the result that they 
cannot enjoy in their heart of hearts the fruits of their so called 
success achieved by these underhand and dishonest methods. 
If a manufacturer or merchant acquires a reputation for sharp
practice, his business declines in proportion. Once a bad 
name is made-it is so easy to do so in these competitive days, , 
with so many jealous rivals about you.-no effort at making 
amends, will avail. The modern merchant or manufacturer 
comes in touch with his compatriots of the most distant 
countries, and his reputation for honesty, or otherwise, travels 



The Essential Requisites for Business Success 5 

to these far off Ianas, and forms a serious factor which makes 
or mars the foreign trade of his country. The British business 
man has established a high reputation for clean methods all 
over the world, with the result that Great Britain COOlmands 
to-day the largest foreign trade of \ any . civilised country. 
Every patriotic Indian should see that his country is second 
to none in this regard. India, with its infant industries quickly 
growing into healthy manhood, naturally looks forward to the 
day when its manufactures, particularly those commanding 
special advantages, are in demand all over the civilised world. 
It should therefore see that it firmly establishes a reputation 
for business morality which is second to none. One no doubt 
meets with cases where the richest and the most successful 
men in business are not exactly patterns of virtue, still it can
not be denied that rewards of straight-forward methods are not 
only sweeter but more lasting. 

Let us consider this problem from the point of view of 
a unit, because units make a nation. Supposing a business 
man is in the habit of giving promises which lie has no inten
tion of keeping, and which he forgets immediately after 
giving them, he will find that he soon acquires a reputation 
which deprives him of his business as well as social standing. 
It is the most dangerous habit that could be cultivated by the 
young. Every broken promise serves as a nail in the collin. 
of success to the party concerned. Respect and esteem are 
the most valuable assets of a business man. When he :finds 
tliat he cannot obtain the credit necessary to succeed in busi
ness in competition with his rivals who have built up a credit 
by their honest and straight-forward methods, it is perhaps 
too late to improve the position. To put it Briefly, every time 
a person makes a promise he stakes his good name, credit and 
honour, on it, and therefore, promises ought to be made after 
carefnl consideration. 

The Acquisition of Business Ability and Busineu Training. 
-We have already noticed that· business ability depends 
first on temperament and next on training. A most favour-
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able combination of these two factc= in a young aspirant to 
bnsine!!S-S1lC<:ESS is foil of promise. In the words of Mr. Hall 
in his excellent book from which we have already quoted, 
"The world always pays for ability· in the coin of the realm 
and talent always attracts financial recognition." "If you 
wish to hold your present position or to climb to a higher onet 

you must make yourseH more 'fit' than your associates and 
competitors. U Commerce and :industry to-day have expanded 
to such gigantic proportions that specialised training, not only 
in the general principles of business, but also in connection 
with various professions that have sprung up within its fold, 
has come into prominence and has become a normal feature. 
The technicalities of these professions and vocations in the 
commercial world have become 50 complicated, that in each 
branch a specialised study J ranging from two to five years, 
is necessitated. As a result, Professional Boards of Accountants 
and Auditors, Company Secretaries, Chartered Insurance 
Experts, Actuaries, Bankers, &1esmanagers _ have now heeD 
established on the same principle as the· time honoured 
SocIeties of. the Inns of Court of England for Barristers, or 
the Colleges of Physicians and· Surgeons in connection with 
the medical profession. The courses of training in force pro
vide for both technical, and practical education; the furmer 
being obtained at colleges where specialised lectures on tecbni· 
cal education are provided, and the latter throngh a system of 
apprenticeship under accountants or in banks, insurance com
panies, etc. The product thus obtained is most finished, and 
ready for the purpose of being absorbed in the mercantile 
economy. Universities have also come on the scene with com
merce degrees; but the value of these, just like the degrees in 
law, is mach inferior to that of the professional diplomas for 
two reasons, (r) the training provided has too much of what is 
called "the cultural bias", the practical and technical side 
of education being largely neglected in many -cases, and (2) no 
provision is made for acquisition of practical experience side 
by side with technical theoretical education. The external side 
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of some universities, like that of London, does aim at 
the ideal of attracting those engaged in trades and professions 
towards taking university degrees through study either at night 
colleges or through postal training institutions conducted under 
the auspices of experts. The author himself was told by one 
of the most important business men in London that those of 
the university products who were successful in bUlliness, were 
the scholars of the external side, who joined the business at an 
early age and continued their studies in night schools and· 
colleges, appearing in university examinations for which no 
compulsorY terms are required to be kept, as in the case of 
internal scholars. This is natural, because commerce, like 
medicine or 6urgerY, has II practical side which must be deve
loped simultaneously with theoretical education; and unfortu
nately in the case of commerce one cannot work in a large bank 
or an insurance company side by side with a university day 
college as is the case with medical education, where hospitals 
are running in co-operation with medical colleges. 

The youug man who qualifies through a dipioma or other
wise should, however, not imagine that after he has acquired 
this much coveted and honoured distinction there is nothing 
more to be done, or that his education has ended. As a matter 
of fact, in the business world of to-day, with its complications, 
constant exercise of the highest intellectual faculty is absolutely 
essential; and the world is progressing so rapidly that unless 
one is a constant schow of the progress which takes place 
from year to year, he soon gets out of date and he is sure 
00 be beaten by other, and perhaps younger, men, who have 
kept themselves abreast of the times. The complicated busi
ness world is a great college in itself, a school in which you 
begin to learn as soon as you enter, but for which there 19 

no end till the day of your death or retirement. 

There are, no doubt, cases where men, through force of 
exceptional natural ability, have risen to prominence in spite 
of their defective education, or want of it. The student of 
commerce when confronted by that statement has to remember 
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two undeniable facts, 'lJiz., (I) all men destined for a com
mercial career, either by choice or force of circumstances, are 
not born with exceptional natural advantages, and (2) in these 
progressive days the circumstances under which these men 
worked and made a mark for themselves in years gone by, 
are not likely to recur to afford US similar facilities. With 
nations around US, specially trained and equipped for the 
various branches of commerce on the principle of specia1i2a
tion, it is useless for any race to expect to make an appreciable 
headway without being equa1ly armed. Have we not heard it 
repeatedly lamented in India that the children of some success
ful merchants proved so incompetent, that a1l that they did 
'after the death . of their parents was to help to destroy within 
a few years the magnificent fabric their fathers had built up 
during the course of a strenuous life? That gift of nature 
which· we have ca11ed business temperament, present in the 
parent, was found to be wanting in the children; For 
this the only remedy and the right remedy ,happens to 
be to provide, as a substitute, a sound business education for 
the mediocre children of the rich and sucCessful business men, 
and thus they, with the assistan";' of a specia1ly trained and 
experienced staff, could carry on their parents' business with 
certain amount of continuity, and uniformity of efficiency and 
success. 

The other point we should like to emphasise is that the 
acquisition of a diploma or a degree is only a means to an end. 
In other words, the object of all education is to acquire sound 
knowledge and become .most efficient: and not merely to cram 
through an examination without carefully studying the text 
lind reference books provided by the Examination Boards con
cerned. Unfortunately the tendency among yoUDjl" Indian 
students is to be attracted towards cram .of this type; and the 
writers who bring out cram literature for them in the form of 
short notes, and short cuts to the study of a particular curri
culum are not only doing a great disservice to the scholars 
concerned, but are injuring the good cause of the industrial and 
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'COmmercial expansion of their country. It is frequently asked 
why there are so many failures in life among our so called 
"qualified men" ; and the answer is that they manage to get 
through their examinations more on cram literature than on 
1:I1e sound foundation of deep learning and knowledge. Such 
men are woefully unqualified, rather than qualified, for the 
great struggle and competition before them irrespective of the 
<iegrees and diplomas they have obtained by, so to say, deceiv
ing their examiners into the belief that they have gone through 
the programme of studies provided for. Such youug men are 
also their own enemies; and it is the duty of every professor 
in every college to see that young men are saved from this 
type of folly by proper advice and caution, and by seeing that 
1:I1ey purchase and study the text books recommended. 
It is submitted that a bnsiness professor should make it his 
special business to take particular interest in the work of every 
1ICholar left under his charge, because the noble profession 
which he has taken up for nation building for India's great 
future will otherwise be very unworthily serve'<!. by him. 

. . , 
Capilal.-The last requisite, though not the least, is 

""'pitsl. The tendency of modem commerce is towards 
amalgamation and expansion of commercial enterprises into 
large business-houses. This makes it increasingly difficult for 
men less fortunate in this regard to start in business on their 
own account. There are, no doubt, various courses open to a 
man of ability and experience to make up for this lack of capitsl, 
with which we shall deal later in chapters on partnership, 
.,ompanies, organization of credit, etc., bu~ it cannot be 
<ienied that many a man who would otherwise have blossomed 
into prominence, has been compelled to occupy a subordinate 
position for the greater part of his life, if not all through
out it, for want of sufficient capital. In order to work 
any enterprise with success in these days of small profits and 
quick returns on huge lines, the principals should provide 
themselves with ample capital to be able to cope with all 
possible requirements. In the case of businesses that have 
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grown gradually to large dimensions from a small beginning. 
capital bas also grown with them: but where one contemplates 
the starting of an entirely new ent,;"prise, it is wise to sit 
down and make careful calculations, in order to arrive at as. 
accurate an estimate as possible as to the necessary' capital. 
with a view, not only to being able to launch the concern 
with success, but also to provide for that period in the life. 
of every new enterprise in the early stages of its career, when 
the profit and loss account usually exhibits a debit balance. 
which, by the persevering efforts of a capable head, is gradually 
brought round to the credit side. The ability to meet your 
engagements punctually, SO essential to. the establishment of 
business credit, can only be met with in enterprises which are. 
properly financed. The points to be noted while estimating: 
the approximate financial requirements are, (x) the amount 
actua11y required for permanent constructive work and loss of 

'interest on same during this process of construction,.()!) .the 
actual amolmt required for investment in stock in' trade as. 
working capital, (3) the actual extent of credit which has to 
tie allowed to customers according to the practice in that branch 
of business, (4) the extent of credit likely to be allowed to the 
business by others, though of course where cash discounts Oil. 

liberal scales are allowed for prompt paym~ts, it is best to. 
provide sufficient capital in order to be able to take advantage 
of the same. 

Opportaaity.-Many writers and thinkers have assigned 
great importance to one more factor, 'Viz., "opportunity", in 
this regard. There is no doubt some force in the assertion 
that unless a person gets an opportunity to "make good", he 
or she cannot be blamed if success' has not attended his or 
her efforts. Some poets have sung to the effect that oPP,ortunity 
is a delusive Goddess, who knocks at the door of us all' in turn 
but once, and that if we allow ourselves to be surprised when 
unprepared to receive her, or, while in a state of leisured ease 
we happen to be asleep at the psychological moment when 
she chooses to call, the rest of the voyage of our life is 
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~demned to misery. The writer thinks that this teaching, 
which is inclined to make a man more or less of a fatalist, 
has perhaps done more harm than good. It has encouraged 
persons with weak will-power to sit with folded hands and cry 
over the 'want of opportunity all throughout the best tinte of 
their life. Here the asSumption is that the vague item called 
"opportunity" is on a tour and that one must wait till it breaks 
its journey somewhere near our home. On the other hand to 
an active man of common sense, the modem American idea 
that opportunity is present everywhere for the man who is
willing to see it, appeals with greater force. It is true, as is
said by our Americali. friends, that "opportunity is in the very 
air we breathe" . No, they go further and assert that one must 
make his own opportunities by origina1ity in thought, by creat
ing ideas that are worth millions, and thus the opportunity 
arises from one's own exertion. Again, to a man of sound: 
common sense and practical ability, every difficulty or obstacle 
serves as an opportunity to test his ability and turn the situa-
tion from failure to success. In the words of -Mr. Hall in_ 
his excellent book from which we have already quoted 
"Trouble ,makes the right man great, while those it breaks" 
were not worth while. The greatest men in the world tCHlay" 
the men who have really done big things, are those who have 
encountered much trouble and made use of it." Trouble is
described by this authority as "Blessing in disguise in ninety
nine cases out of a hundred". Out of trouble itself a deter
mined and able individual may discover an opportunity for 
making headway. ' Anyhow, the struggle against troubles and: 
obstructions is in itself an exercise for developing the will
power as well as various faculties lying dOrmJlllt within the 
human frame. Make use of trouble for this purpose, and profit 
by it, instead of going under in despair. To us, it appears that 
troubles and obstructions are so many opportunities placed our
way, with the right use of which we are helped by indulgent 
Nature to get fitter for the struggle in life. As Mr. Hall 
rightly puts it "an obstacle is not to stop you, but to furnish 
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-momentum by having you ride over it. Sit tight when you 
-meet trouble and dig in the spurs, increase your speed, look 
straight ahead and keep going, and you will reach the goal 
.and score a vic1:ory." 



CHAPTER II. 

COMBINATION IN BUS~ 

Individualistic Conce ...... -Under the present~ of 
society the social organization is based on the principle which 
acknowledges the existence of private property and the freedom. 
of the individual to use his exertions according to his wishes. 
with a view to acquire private property as well as multiply 
same through the use of this private property SO acquired. 
In other words it is a system which is opposed to the idea. 
of the socialistic organization, which aims at the idea of all 
property belonging to. the state, or society as represented by 
the state. The individuals, also, under the socialistic organi. 
zation, being looked upon as so many servants of the state 
who '"have to work for society at large, and in return have 
to be satisfied with the distribution that the state may make 
for their necessaries and comforts. That is a system where 
individua1liberty is denied and a state becomes virtually speak. 
ing a prison-house where each individual has simply to carry 

out orders, and has no initiative or liberty of action apart from 
the sphere laid down by the state. Many practical economists. 
and . thinkers have rightly said that socialism will only be 
possible when human beings are perfect ; and when that ideal 
state is reached socialism perhaps will be unnecessary. It is. 
not our purpose in the course of this chapter to deal with the 
merits or otherwise of socialism as a system. But what. is. 
proposed to be done here is to explain the various developments 
of modern individualism, a system which has been handed down 
by generations of civilisation and has been evolved by improve-· 
ments suggested by experience till it has arrived to this stage. 
It is no doubt not perfect for the simple reason that no system 
that human intellect can invent is likely to be perfect, but has. 
proved satisfactory while looked at from various standpoints. 
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Under the individualistic system various members of 
·society are engaged on their own account in various 
activities with a mew to produce and supply commodities or 
,services which society in general requires; and in exchange for 
their work and labour become entitled in their turn to receive 
.goods and services that they may require from the other 
me~bers of society from time to time. The medium for this 
..exchange in services and goods is known in our modern society 
by the popular name of money. We shall now deal with each 
.type separately. 

The Sole Trader.-The sole trader is a person who carries 
.on business on his 0';"". that is, without the assistance of 
]I. partner. He brings in his own capital and uses all his 
labour. He also gets himself assisted by others, to whom 
he pays a salary by way of remuneration. This method of 
:carrying on business is necessarily confined to a small area, 
because a single individual naturally finds considerable 
difficulty in connection with the expansion of, the business 
within wider spheres. The limitations he has .. to· cope with 
.re scarcity of capital and also a limitation in, managerial 
ability. Of course this type of concerns have, in some cases, 
.owing to exceptional natural ability of the proprietor, expanded 
mto sufficiently large proportions and many chain stores here 
sprung up from this type of enterprise; bllt they have been 
m many cases converted either into partnership combinations 
.or joint-stock companies as the proprietor finds himself getting 
.on in age and thinks of either taking things at ease or of 
·retiring. There is one advantage however in connection with 
mdividllal enterprise, and that is that personal interest in the 
.details of bllsiness is being taken by its proprietor which 
-naturally conduces to economy as well as efficient resnlts. 
Another advantage is that the proprietor of a small shop or 
·.bllsin~ comes in personal tOllch with his custq/ner, with 
whom he makes a sort of personal business acquaintance and 
·thus attracts bllsiness. There ere many people who naturally 
Jike to be attended to by traders and shop-keepers who take 
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a personal interest in them and with whom they get familiar. 
'Thus generally one finds sole traders flourishing where the 
:markets are localised and where customers give greater' im
portance. to their own requirements being studied in detail. 

Joint-Hindu FamUY.-Under the M.takshara Law which 
'is in force in Bombay, Madras, Benares, etc., all the pro
operty of a Hindu is inherited by his heirs as ancestral pro
operties. The ancestral property may go down through genera
'lions, and a Hindu may have inherited the property either of 
'his father, grand-father or great grand-father. The idea here 
'is that the property is to be held in joint ownership by those 
'heirs, in what is known as a co-parcenary. This joint pro
perty is managed by the senior male member of the family 
'known as the manager who is known by the name of Karta. 
n the senior member does not wish to manage, the manage
ment naturally falls on a male member junior to him. Each 
;;on of the family acquires ail interest equal to that of the 
father in this ancestral property, though the father by reason 
.of his paternal relations and his position as the head of the 
;family and its manager, is entitled to make lawful disposition 
.of the family property in the interest of the family. Thus .. 
Joint-Hindu Family Firm may form part of ancestral business 
omd it descends with other property through the heirs of the 
family. This is a peculiar type of partnership composed Qf 
... ale issues by the operation of law. To this form of com
"'ination the general rules of Hindu law alone apply. The 
peculiarity is that this family partnership· is not dissolved by 
.death of a co-parcener, nor is a co-parcener entitled, on sever
.ing his connection with the family firm, to ask for accounts of 
past profits and losses. The only person who has a right of 
management in this partnership firm is the manager. and no 
.other co-parcener has any authority to deal with the property 
.of this form of partnership or to sign or do busine5S1 in its 
name. In cases of losses and liabilities incurred by this form 
.of partnership the co-parceners are liable only to the extent of 
the joint-family property, whereas their private separate pro-
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perty is not at all liable. In case of the manager, however. 
it has been held that he is personally liable to his last penny
for the debts incurred by him in connection with the manage
ment of the Joint-Hindu family partnership. 

Partnership., Where and Why Neceuary7-In the last 
chapter we discussed in the form of a general survey, the
various requisites for business success. It is rare to find a 
combination of all these requisites in one person. Besides, 
there are other practical difficulties which make difficult, if 
not actually impossible, the smooth running of a concern with
out the combination of a number of proprietors. We have
noticed how a man who combines business temperament and 
training may be handicapped through the lack of capital. 
Here, " combination with a financing partner, pia",,!! him OIr 

the right road to the benefit of both. Again, where the nature
of the business demands special concentration in more than 
one direction, division of responsibility by a number of indi
viduals for the common good of all, tends to _ efficiency of 
work. 

Th. advantages of parln.~s"ip a~. as follow's:-

(I) Co-operation of two or m,ore individuals with ex
perience or ability or both could be easily
secured. 

(2) The business departments could be conveniently and 
advantageously divided and taken over by partners. 
accordihg to their ability and experience. 

(3) The formation or dissolution of a partnership does. 
not entail fue legal expenditure and formalities as. 
in the case of joint-stock companies. 

(4) The fact that each partner is liable to his last penny
for the debts of the :firm incurred in ~e regular 
course of its business keeps every partner vigilant 
with a view to see that slackness or speculatioll 
does not prevail. 
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Th. disadvantages may be .... mmed .. 1> as joUcyws:-

(I) The unlimited liability of partners for payment of 
debts of the firm, 

(2) the fact that the partnership is dissolved in law o~ 
"the death or retirement of a partner: though of 
course there is no obiection to the surviving 
partner cariying on the business under the same 
name and style, and without having to go through 
any legal formality which entails expenditure or 
inconvenience. 

A partnership as defined by the Indian Partnership Act, 
1932 "is the relationship between persons who have agreed to 
share profits of a business carried on by all or any of them 
acting for ,all." The English Partnership Act, 1890, 4efines 
partnei-s1l.ip as '''the relation which subsists between persons 
carrying on a business in common with a view to profit." 

This legal definition embraces in brief the obiect with 
which people in business enter into partnerships. The paramount 
object is to share profits of a business carried on by them, and 
the success of the firm thus constituted depends mostly on the 
nature of this combination and the care" and judgment with 
which selection is made. A number of individuals possessed of 
the necessary skill and ready to devote their time and labour, 
may combine, with others possessed of capital, who are prepared 
to invest in the proposed enterprise. It is no doubt true that 
those individuals, endowed with the necessary skill and experi
ence, may be a)lle to arrange for a loan, but a firm which deals 
entirely or largely on borrowed capital, is at so great a dis
advantage in actual practice, that that course is seld::'m resorted 
to. It may be argued with equal force that a person who 
commands capital may avoid partnership by engaging the 
services of trusted employees possessed of the necesSary skill 
and experience. This is no doubt frequently done, but it is 
easy to understand that the incentive to work and labour to 
the !;>est of one's abilities in concerns, in the profits and the 
future good-will of which one has proprietary interests, is one 

II 
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which cannot be substituted by any other device known to 
mankind. In fact, this is a factor which is said to place part_ 
nership in a more advantageous position compared to public 
companies, as we shall see in a later chapter. It would thus 
be seen that it is a great mistake for people to join as partners 
on the simple ground that they possess capital and would like 
to be doing something by way of business. Absence of com
bination with those with experience and training in some form, 
would here spell disaster. This seems so self-evident that it 
would hardly deserve mention in a work of this character, were 
it not true that this simple fact is frequently ignored. 

The Psychology of Trade Name.-The partnership, or 
a sole trader, has to select a name by which to be known in 
the business world, and under which to. carry on business. 
The most popular method, as well as the most advantageous, 
has been to use the surname or names of the proprietor or 
proprietors in connection with the business, so that once a 
good-will is established, these names get associated with the 
qualities and reliability of the goods in their own line of busi
ness. The surname also suggests personal craftsmanship and 
quality for the simple reason that the proprieto~ or proprietors 
are willing to lend their name to the business. It is said that 
these types of names last long, with the result that in the 
modem business world one finds surnames with centuries of 
usage behind them. To put it briefly, surnames are preferable 
to Ulere descriptive names of business unless they are extremely 
common or have an unpleasant association, or are too difficult 
and long-winded to remember or pronounce. There are cases 
where ordinary words which are not descriptive in connection 
with business concern are frequently used in connection with 
business names, as in the case of Camel Cigarettes, Shell Petrol, 
White Horse Whisky, etc. There are invented names used in 
connection with business, such as Kodak, used ib connection 
with the famous camera and photograph materials manufa~ 
turers. This word is of a classic type and thus its neutrality 
is so superb that it has stood the test of time, and has associated 
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itself in the mind of the readers of its advertisements, as 
well as users of its materials, with a particular quality of photo
graphic camera and materials. Of course such names without 
any meaning have to be incessantly advertised with a view to 
reminding or impressing themselves on the memory of its 
readers. These trade names are coined, and once impressed on 
the memory of the buyers have a peculiar psychological effect, 
so that when a person orders a Bass Beer, or a Ford Car or a 
Kodak camera he does not so much think of the article, because 
the name itself brings to his mind the inipression of what he 
is trying to get. 

In law however a trade name of a partnership or firm is 
nothing more than a brand under which the proprietors are 
carrying on their business, because the law does not acknow
ledge a partnership as a distinct personality from that of the 
members that constitute it. Thus if A & B are carrying on 
partnership under the name of Kodak & Co., the law does not 
recognise Kodak & Co., as a personality ; but the' description 
given to the business in law will be "A & B carrying on busi
ness under the name and style of Kodak & Co'" 

The Essence of Parlnerlhip.-The essence of partnership 
is mutual trust and mutual confidence. One' has to display 
great caution and judgment in the selection of partners with 
regard to their integrity and honesty of purpose. In law 
every partner is responsible to his last penny for the debts 
of a partnership incurred in the regular course of its business, 
and hence the necessity for greater caution, lest the specula
tive tendency or dishonesty of a partner may involve the firm 
and the other partners in losses. However small the share of 
a partner in the business, his liability remains unlimited with 
regard to its debts to outside creditors. This facto~ should 
never be lost sight of or ignored by those who enter into a 
business partnership. The other factor to be settled is the 
amount of capital each is to provide and the share of profit 
each is entitled to draw. This share need not depend on 
the proportion of the capital contributed by each, for a financ-
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ing partner may bring in Capital which. is much larger in 
amount compared to that contributed by his' experienced 
coIIeagues, and may draw an equal or even a smaller share in 
the profits. This difference in contribution towards the capital 
of the firm is supposed to be made up by th~ experience and 
knowledge of those who bring in a smaller contribution. Fre
quently a partner who devotes more, or most of his time to 
the partnership bUsiness, compared to his colleagues, is allowed 
to draw a salary over and above his share of profits. This 
sa!ary, which forms part of the establishment expenses of the 
:finp, has to be written off to the debit of the profit and loss 
account before arriving at the :figure of divisible profits. We 
thus arrive at the meaning of the expressions "active" or 
"working" partners and "sleeping" or Hfinancing" partners. 
Those who take an active or working part in the business 
are known by the designations first named, whereas those who 
have invested their capital in the firm, but do not take any 
active part in the" working of the concern, are known as sleep
ing, dormant or financing partners. 

The Partnership Agreement.-Having selected the right 
men as partners in the business, the next step is to see that 
a worklni agreement is drawn out and signed by the partners. 
Nowell constituted partnership of modem times should be 
allowed to exist fur a day without going through this legal 
form:tIity. When people join hands as partners they are in 
the best of spirits and frequently forget that this happy mood 
unfortunately does not prevail fur ever in all cases. Unexpected 
losses, or even unIooked for profits, are frequently the sigua1s 
fur some misunderstanding which, in the absence of a written 
agreement, may develop into an expensive law suit. The 
sudden death of one of the partners may also bring about an 
unpleasant situation which could have been avoided if a weII 
thought out and properly drawn agreement had ileen in exis
tence. Differences have also arisen when one or "more of the 
partners get into the habit of drawing out large amounts for 
their persona! expenses. The calculation of "goodwill" in case 
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of death or retirement of partners, has also frequently resulted. 
in heavy litigation. In order to provide for all these unpleasant 
contingencies, a partnership agreement is absolutely necessary. 
Of course, in law such an agreement in writing need not exist, 
and in the absence of the same, the practice of the firm during 
its active years ·of work is taken as data ; but as we have seen, 
the expense, inconvenience and unnecessary unpleasantness 
may all be avoided by this simple document. 

The most important points that a partnership agreement 
should provide fur, may be summed up· as follows,-

(x) The term or duration of the partnership. • 
(2) The actual amount of capital each partner under

takes to bring in. 
(3) The total amount that each is to be allowed to draw 

out for personal use, monthly or quarterly. 
(4) The percentage of interest, if any, that has to be 

allowed on each partner's capital and charged to 
each partner against his withdrawals from the 
firm, before profits are ascertained. 

(5) The actual apportionment of work, for-which each 
partner makes himself responsible to his co
partners. 

(6) The proportion in which the profits or losses are to 
be divided among partners at agreed intervals. 

(7) The steps to be taken on dissolution, by death, 
retirement or otherwise as to the calculation of 
good-will and. capital and the method by which 
such a share has to be paid out. 

(8) The arbitration clause providing for certain disputes 
and differences between partners to be settled by 
a reference to arbitration. . 

(9) The right of a partner to get books of accounts 
independently examined by an expert of his own 
choice. 

In the absence of an express agreement to the contrary, 
the following rules laid down in sec. 253 of the Indian 
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Contract Act, 1872 would apply to the various points dealt 
with above. 

Conduct of Busine .. and Mutual Rights and Liabiliti .... 
-Subject to contract between partners:-

(I) every partner has a right to take part in the conduct 
of the business; 

(2) every partner is bound to attend diligently to his 
duties in the conduct of the business ; 

(3) any difference arising as to ordinary matters con
nected with the business may be decided by a 
majority of the partners, and every partner shall 
have the right to express his opinion before the 
matter is decided, but no change may be made in 
the nature of the business without the consent of 
all the partners; 

(4)" every partner has a right- to have access to, and to 
inspect and copy, any of the books of the firm ; 

(s) a partner is not entitled to receive remuneration for 
taking part in the conduct of the business ; 

(6) the partners are entitled to share 'equally in the 
profits earned, and shall contribute equapy to .the 
losses sustained by the firm ; 

(7) where a partner is entitled to interest on the capital 
subscribed by him such interest shall be payable 
only out of profits ; 

(8) a partner making, for the purposes of the business, 
any payment or advance beyond the amount of 
capital he has agreed to subscribe, is entitled to 
interest thereon at the rate of six per cent per 
annum j 

(9) the firm shall indemnify a partner in respect of pay
ments made and liabilities incurred by him-

(i) in the ordinary and proper conduct lof the busi
ness, and 

(ii) in doing such act, in an emergency, for the pur
pose of protecting the firm from loss, as would 
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be done by a person of ordinary prudence, in 
his own case, under similar circumstance; 

(10) a partner sball indemnify the fum for any loss 
caused to it by his wilful neglect in the conduct 
of the business of the fum. 

What a Partner Cannot Do Under Implied Powerl.
In the absence of ussge or express authority from all other 
partners the implied authority of a partner does not empower 
him to:-

(x) .~ubmit a dispute relating b>the business of the fum 
to arbitration; 

(2) open a banking account on behalf of the firm in his 
own name; 

(3) compromise or relinquish any claim or portion of a 
claim by the fum ; 

(4) withdraw a suit or proceeding filed on behalf of the 
fum ; 

(5) admit any liability in a suit or proceeding against 
the firm; 

(6) acquire immoveable property on behalf -of the fum ; 
(7) transfer immoveable property belonging to the 

fum; or 
(8) enter into partnership on behalf of the fum. 

Good-wil.I.':::"It will not be out of place to devote some 
space here to the treatment of this most important item which 
frequently forms one of the most valuable· assets of a business 
concern. Good-will is tlie value attached to the established 
reputation and connection of a fum. . "The possibility that 
the old. customers will resort to the old place" (Lo<d Elde .. 
in C .... ttW61l v. Lye, I7 Ves. 335). In the words of Warrington, 
J.; "The good-will of a business is the advantage, whatever 
it may be, which a person gets by continuing to carryon, and 
by being entitled to represent to the outside world, that he is 
carrying on a business which has been carried on for some time 
previously. JJ 
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Thus good-will is an asset which owes its very existence 
to the efforts of the proprietors or managers of the concern 
to which it is attached, and thus, it is but fair that in cases 
where the concern is run through the co-operation of partners, 
it should he, as it usually is, considered as a common asset of 
partnership, which must be taken into account when com
puting the share of the capital of an outgoing partner. The 
difficulty however arises in the computation of the actual value 
of this most fickle of assets. I call it fickle in the sense that 
it constantly fluctuates with the increased prosperity or other
wise of the concern. Besides, there are so many circumstances 
that are to be considered before anything like a correct 
computation can be made; the more so because the circum
stances considered to be of value and importance in some 
particular cases may, if applied to a different class of business, 
be considered to be trivial. Under these circumstances unless 
proper provision is made in the partnership agreement 
indicating the lines on which the good-will of the firm on 
dissolution is to be calculated, expensive litigation, or perhaps 
worse, a public sale of good-will by auction would result.· .0£ 
course there is nothing to prevent partners from expressly 
laying down that in case of death or retirement the good-will 
is to belong entirely to the continuing partners. The usual 
provision is that it should either be computed through arbitra
tion or on the basis of the average profits of a certain number 
of years. It is also usual to lay down in such cases a condition 
to the effect that, in case of the sale of good-will to outsiders 
on dissolution, the surviving partners who are not purchasers, 
will not compete with the old firm within reasonable limits, 
or use the old name. This is all that need be said here on 
the question of good-will. The author's books on Higher 
Accounting and Mercantile Law, respectively, embrace further 
details to which the reader who is interest~ from the 
accounting or legal standpoint is referred. 

The Arbitration Clauae.-Partnership agreements usually 
contain a clause by which it is laid down that, all or any 
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dispute between partners are to be referred to the arbitration 
of some person named, or to be selected hereafter, or ~ some 
one holding a particular' office or position, •. g., the President 
of the Indian Merchants' Chamber and Bureau. This 
minimises the chances of partners indulging in unnecessary 
litigation. Such a clause is legal and binding under excep
tion No. I to sec. 28 of the Indian Contract Act, 1872, as long 
as it does not deprive any partner of his right to appeal to a 
Civil Court; and any stipulation that restricts such a right 
to appeal, would be to that extent, void and unenforceable . 

. Shares aad Right. of Partaen.-We have noticed that 
as far as the law is concerned, all partners are entitled to share 
equally and to take an active and controlling part in the 

. working of the firm. This is of course subject to agreement 
to the contrary, and such agreements to the contrary are not 
the exception, but almost the rule. We have noticed that in 
actual practice all the partners do not devote equal time, 
labour, or capital, to the partnership business, nor are they 
generally possessed of a uniform standard of efficiency and 
experience. It is therefore usual to fix the share.!l of profits on 
. considerations of ability, actual time employed and the actual 
share in the capital. On the question of control anil direction 
also, a well organized firm ought to lay down fixed rules as 
to the powers and the scope of work of each partner by mutual 
agreement, to which all should strictly adhere. To those of 
the partners who possess expert knowledge or experience in 
the business of the firm, should be assigned the right of 
management of the various departments of purchase and sale; 
whereas, the financing partners should control the finance in 
consultation with their managing colleagues. This control of 
finance also requires considerable care, caution and experience, 
and therefore, if the financing partner is not pOssessed of these, 
he should in his ~wn interest engage the services of a trusted 
assistant of ripe experience, or should allow himself to be 
guided by his more experienced colleagues. It is also desirable 
that one of the partners should take up the supervision, if not· 
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actual control, of the counting house, keeping a close watch 
on the items of outstandings in the debtors' ledger. If 
possible the private-ledger which contains the profit and loss 
account, balance sheet and capital accounts of the respective 
partners should be written up by the partner in charge of the 
counting house. 

Diuolution of Partne .. hip.-'-A partnership firm may be 
dissolved by mutual agreement or consent of all partners at 
any time. Where it is a partnership at will, the same may be 
dissolved as from the date mentioned in the notice given in 
writing by any partner to all other partners. If no such date 
is mentioned the same is dissolved from the date of the 
communication of the notice. 

A firm is dissolved compulsorily when all partners, or all 
but one partner, are adjudicated, or where an event has 
happened which makes it unlawful for the business of the firm 
to be carried on or for partners to carry it on in partnership. 

A partnership is also dissolved (subject of course to con
tract between partners) (I) by the expiry of the .term if it is. 
for a fixed term; (2) by completion of one or more enterprise 
to cariy on which the partnership was constituted; (3)' by 
death of a partner, and (4) by the adjudication of a partner as 
an insolvent. In this case the adjudicated partner ceases to 
be a partner on the date on which the order of adjudication is 
made, irrespective of whether the firm is dissolved or not. 
Where by a special contract between partners the firm is not 
dissolved on death of a partner, the estate of the deceased 
partner is not liable for any act of the firm done after his death. 

Account. on Diuolution.-The principles on which the 
partnership accounts ought to be finally settled on a dissolu
tion are now laid down in sec. 48 of the Indian Partnership 
Act, 1932, as follows:-

I 
In settliug the accounts of a firm after dissolution, 

the following rules shall, subjecf to agreement by the 
partners, be observed ; 
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(/I) Losses, including deficiencies of capital, shall he 
paid first out of profits, next out of capital, and, 
lastly, if necessary, by the partners individually 
in the proportions in which they were entitled 
to share profits, 

(b) The assets of the fum, including any sums con
tributed by the partners to make up deficiencies 
of capital, shall he applied in the following 
manner and order:-

(i) in paying the debts of the finti to third parties, 
(ii) in paying to each partner rateably what is due to 

him from the fum for advances as distinguished 
from capital, 

(iii) in paying to each partner rateably what is due 
to him on account of capital ; and 

(i,,) the residue, if any, shall he divided among the 
partners in the proportions in which they were 
entitled to share profits. 

It may he added here that a suit for account in dissolution 
of partnership is to he brought within three years of the date 
of dissolution. 

It may be further noticed that each and every partner has 
a right, on dissolution, to insist on a sale of the partnership 
assets. No partner, in the absence of an agreement to that 
effect, can claim to have his own share or that of his partner 
valued by a valuer or to have same divided in specie. Besides, 
the right of winding up the affairs of a partnership in 
dissolution is a personal 'right belonging to each of the members 
of the firm, which cannot be taken out of the hands of other 
partners by the personal representatives or trustees of. a 
deceased or bankrupt partner. The general rule with regard 
to the above is stated thus: "On the diSsolution of the 
partnership all the property belonging to the partnership shall 
be sold, and the proceeds of the sale, after discharging all th~ 
partnership debts and liabilities shall be divided among the 
partners according to their respective shares in capital" (Darby 
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v. Darby (X856) Crew., p. 503). Here good-will on the value 
attached to the firm's name must also be sold for the common 
benefit of all the partners (Levy v. Walker (x879), xo Ch. 
D. 446). 

RegistratioD of Firml.-The Partnership Act of X932 has 
introduced a new departure, lIiz., registration of partnership 
firms. Though registration is optional and not compulsory in 
the sense that no penalty is imposed, the sections are so framed 
as to provide media for sufficient indirect pressure to be 
brought to bear on partners to have the firm and themselves 
registered. as we shall see presently. It may be added, how
ever, that the sections as to registration came into force as 
and from xst October, X933. 

The idea is -that the registration should be introduced 
gradually in such provinces as are sufficiently developed for 
the purpose, but to leave undeveloped areas untouched for the
present. Thus the Governor General in Council is given the 
power by notification in the G82ette of India, to direct to what 
province, or any part of it, the provisions applying to registra
tion shall not apply (sec. 56). 

How to Regilter.-The registration is to be ~ected, by 
officers known as registrars, of firms of the respective area, by 
either sending through post or delivery in person a statement 
on a prescribed form with a prescribed fee. The statement is 
to contain (x) the name of the firm, (2) the principal place of 
business of the firm, (3) names of any other places where the 
firm carries on business, (4) the date on which each partner 
joined the firm, (5) names in full and permanent addresses of 
the partners and the duration of the firm. This statement 
must be signed by all partners or their duly authorised agents. 

Reltriction •• to Name.-The usual restrictions imposed 
on joint stock companies as to the use of words in connection 
with their name such as "Crown", "Emperor", "Fpressn

• 

"Empire", "Imperial", liKing", "Queen", "Royal" or words 
expressing or implying the sanction, approval or patronage of 
the Crown or of the Government of India or local Government 
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are also made applicable to registered fums (sec. 58). All 
alterations in the name or locations of the principal place of 
business of such a firm have also to be notified to the registrar 
in similar fashion (sec. 60). Similarly a change in the constitu
tion bas to be notified either by the incoming, continuing or 
outgoing partuer. A dissolution may. also be notified by a 
partner, or an agent of a partner who was a partner 
immediately before the dissolution. 

Registration and Minor Parlner.-When a minor is 
admitted to the benefits of partnership and the said minor 
attains majority he may notify whether he elects to' 
become a partuer or not. The registrar' in all these 
cases makes a record of such notice in his register. The 
registrar may rectify any mistake, or the Court deciding any 
matter relating to a registered firm may direct the registrar 
to make any amendment of the entry in the register of firms 
relating to such firms which is consequential upon its decision 
(sees. 46-65). The register is open for inspection to any person 
on payment of the prescribed fee, together with all statements 
notified and intimations filed (sec. 66). 

JOINT STOCK COMPANIES. 

The other most popular form of combination which has 
helped the modem industries by providing enormous capital, 
takes the form of joint stock companies. 

The actual process of incorporation, working and office 
organization of such inStitutions are dealt with at length in 
their proper sequence in course of the subsequent chapters, 
but for the purpose of this chapter we shall confine ourselves 
to a general survey as to the services rendered by these 
institutions to the business world and the pomts of interest as 
to their foundation and constitution. 

~ompanies are formed either with a view to take over the 
business of some old firm, with a view to extending and 
working the same on joidt stock principles, or an entirely new' 
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concern may be sought to be brought. into existence through 
the medium of this form of incorporation. 

The advent of these institutions on the scene has brought 
into existence gigantic enterprises with capital of millions of 
pounds, capital far beyond the powers of a single individual 
even in these days of multi·millionaires. The joint stock 
company enterprise has also, besides stimulating enterprise, 
encouraged public saving among not only the rich and the 
upper middle class, but also among the middle and the lower 
middle classes. To-day, with a ready market on which shares 
of joint stock compames can be easily sold and bought, the 
average citizen is encouraged to economise and .save with a 
view to investing in these companies; and thereby, besides 
helping the development of industries of his own country, he 
secures a good return by way of dividend on his investment, 
and frequently finds his capital itself augmented through 
success of the enterprise concerned. While stating this it is 
not forgotten that company enterprise is not always an 
unmixed blessing, because joint stock compa11ies fail as well as 
succeed in their enterprise: but in a country where the com· 
pany system has existed for a long tim.e, the average investor 
gets too shrewd and experienced in connection with his dealings 
in shares and stock of these companies to be easily misled. 
Besides, legislation has considerably helped, as far as legisla· 
tion can do so, to protect the average investor by introducing 
in the Companies Act various safeguards which tend to protect 
a cautious investor, and help him to arrive at a correct decision .. 
The enterprises where joint stock companies are playing an 
increasingly important part are manufacturing, mmmg, 
banking and transport. The company system has so far not 
progressed, as far as the agricultural :field is concerned: 
though there is no reason why its utility should not be tested 
in that direction. Some writers, and even learn", judges, 
have described this form of enterprise as an extension of the 
partnership system. When the joint stock enterprise originally 
started, the liability of mempers who contributed capital was 
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generally unlimited: but soon a stage was reached when it 
was found that the expansion in numbers of the investors, and 
the smallness of their stake as determined by the small value 
of their shares, made the burden of unlimited liability 
undesirable as well as impracticable. This economic pheno
menon brought on the scene the limitation of liability of share
holders; and to-day the bulk of joint stock organization works 
on a limited liability basis. 

We have already noticed that the greatest advantage 
offered by joint stock enterprise is that one can secure through 
it an almost unlimited extension of capital as the enterprise 
flourishes and expands. Another advantage is that the com
bination is so based that the whole internal management is left 
in the hands of a small number known as the board of 
directors, and with managers, managing directors or managing 
agents as the permanent . whole time executive officers. Not 
only one with a moderate income can invest in joint stock 
companies, but even a person with large capital finds invest
ments in joint stock companies in modem times more 
advantageous, inasmuch as he can distribute his capital over 
a large number of enterprises and thereby minimise the risk 
and at the same time collect satisfactory returns. A further 
advantage is, that a joint stock company is a legal entity with 
a permanent succession; and is not dissolved through the death 
or retirement of any of its members, however important and 
whatever 'his stake in the enterprise may be. The disadvantages 
lie in tbe direction of undesirable dishonest or incapable persons 
taking advantage of a ·period of excitement and speculation 
under which they secure capital which may be lost. It is 
rightly stated that, under ioint stock company organization, 
the possibility of unscrupulous promoters securing capital for 
an undesirable concern are substantial through the help of 
glaring advertisements and attractive prospectuses: though 
here too the legislature has done much to make the position 
as safe and secure as possible for an average cautious' 
investor. The incentive to work hard and secure all the profits. 
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of his labour for himself, which is present in case of owbers 
of private concerns such as those of sole traders and partner
ships, no doubt is absent in joint stock enterprise: but through 
the grant of bonuses paid out of profits made by the concerns 
to managers, managing directors and other officers, this draw
back is sought to be obviated. 

In spite of the disadvantages discussed above the advant
ages no doubt considerably. outweigh the disadvantsges, and 
hence the system has become universally popular and well 
established in all the modern industrial countries. 

The most popular form is incorporation under the limited 
liability arrangement, which enables investors even with small 
savings, to share the fortunes of the largest enterprise in 
existence, with no greater risk than that of losing the face 
value of the shares. It also encourages thrift and saving among 
the middle and professional classes, who' in them find a medium. 
of profitable investment, at the same time materially assisting 
in the development and progress of the industries and com
merce of the nation. Thus in a gigantic concern with a capital 
of millions of pounds, a humble workman, or .8 -poor clerk 
with 8 modest saving, can have a proprietary interest by 
buying up say Rs. 10 shares in which its capital may have been 
divided. It has no doubt been argued with some force, as 
we stated above, that these joint stock concerns could not be 
expected to conduce to the same efficiency of work on the 
part of their directors, or managerS, as in the case of institu
tions owned by private owners, who devote personal skill and 
labour; but in the absence of better substitutes, joint stock 
enterprises are accepted as a sort of compromise in these days 
when huge capitals are absolutely necessary for certain types 

of enterprises. To quote Mr. Hartley Withers from. his ex. 
cellent book on "Stock and Shares" :-"The needs of 
commerce have compelled the creation of a machinery which 
works with a good deal of jarring and plenty of loss .Iud failure 
in individual cases, but well enough on the whole, though its 
most striking successes are still won in the fields which Smith 
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and • M'Culloch marked out as specially favourable to its 
efforts." It may be mentioned that these specia1 fields, accord
ing to the two gentlemen just named, are enterprises "where 
business may be conducted according to a nearly uniform 
system-such as dock, canal, railway, insurance, and banking 
companies." To these may be added mining, manufacturing, 
hydraulic power, gas and electric lighting companies. There 
are, however, enterprises, where personal attention to details 
and anxious care on the part of those in charge are necessary, 
e.g., purely trading firms. Here the joint stock company 
arrangement, pure and simple, does not stand an equal chance 
of success with a well managed and amply financed partner
ship. Some partnerships frequently don the garb of joint 
stock comllanies with a view. to taking advantage of the limited 
liability principle; but as the whole of the capital is practically 
held by proprietors who are the working genius of the concern, 
the distinction. is but in name if viewed from the organization 
stsndpoint. 

Control of Joint Stock Enterprisel.-Joint stock com
panies are controlled by a Board of Directors, "1.ho are again 
selected and elected by the shareholders. The directors, techni
cally, stsnd on the footing of a committee of management 
and are primarily responsible for the working results. A joint 
stock company is an inanimate body. The legal phraseology 
defines it as "an artificial person, created by law with a per
petual succession and a common seal." It can therefore enter 
into contracts and deal with the outside world only through 
duly authorised agents. ·These .agents, besides the directors, 
are the seqetary or the manager. The manager is also occa
sionally designated the "Agent" in some companies. In India 
we have a peculiar system of' organization, '/liz., that of 
managing agents, under which a firm or a joInt stock com
pany (usually a private limited company) controls and manages 
joint stock companies, most of which companies they have 
themselves promoted, or agencies which they happen to have 
acquired by purchase or otherwise. Many managing agencies 

II 
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are run by honest, industrious as well as inBuential business 
men: but it cannot be. denied that a much larger number are 
in the hands of indifferent, incapable and frequently undesirable 
persons, which fact has caused frequent comment and criticism 
of the system. The details as to the legal position and import
ance of this peculiar system of management under managing 
agency will be dealt with under a separate heading: but it 
may be stated that this managing agency system took its rise 
in early days, particularly in case of the cotton textile industry, 
at a time when the people of this country were not, owing to 
their igl!orance of the working of the joint stock system, 
enterprising enough to come forward with capital. Under the 
circumstances, the only method by which a large company 
could, in those days, be promoted with a view to working a 
mill or a factory, was through the assistance of a firm of 
prominent merchants, who, besides investing their own money 
in the enterprise, also, through their prestige and credit, 
obtained finance not only through the selling of these shares 
among their own friends and receiving deposits and loans on 
their credit, but frequently on their 'personal guarantee. 
Perhaps the time is now ripe when we can safely do without 
the managing agency system in the case of most of our enter
prises floated in the future under the company system. The 
Central Legislature has already accepted this proposition by 
providing in the Indian Companies (Amendment) Act of 1936, 
as well as in the Insurance Act of 1938, to the effect that in 
the future no banking or insurance company shall be promoted 
or managed through managing agents. 

THE MANAGING AGENTS. 

We have, as we noticed above, a system in operation in 
connection with the management of our companies ~der which 
a firm of merchants or a private limited company is appointed 
a manager or managing agent of a number of companies. In 
most cases the managing agents are themselves promoters of 



Combination in Business !IS 

the companies, and as such, take a leading part in the settlement 
of various questions of preliminary contracts with the company 
they are promoting as founders, and of which they propose 
ultimately 10 hecome managers in the garb of managing agents. 
In spite of the fact that the managing ageney system has 
existed in India for more than half a century, the Incllal,. 
Companies Act not only failed to define a managing agent, 
but even failed to mention the expression "managing agent" 
anywhere within the fold of its 290 sections. This anomaly 
has heen removed by the Indian Companies (Amendment) Act 
of 1936 ; and now not only are managing agents defined by the 
Act in a series of sections, 'Viz., secs. 87A to 871, but the 
various incidents applicable to managing agency work and 
organization have been provided for in the light of past 
experience of the working of the system. The idea dominant 
in the mind of the legislator has naturally been to see that, 
without in any way restricting the expansion aild growth of 
company organization on which our Indian industries largely 
depend, they should bring the managing agency organization 
within the control both of ,the shareholders as well as the law, 
in such a way as would tend to increase the confidence of the 
investors on the one hand, and on the other hand protect an 
honest and first class managing agent from unequal competition 
of aqventurers appearing on the market with fantastic schemes 
of more or less mushroom growth. 

Thus the Act now defines the managing agents in 
sec. 2 (9A) as follows:-

"Managing Agent" 'means a person, firm or company 
entitled to the. management of the whole affairs of a company 
by virtue of an agreement with the company and under the 
control and direction of the directors except to the extent, if 
any, otherwise provided for in the agreement, and includes any 
person, firm or company occupying such position by whatever 
name called: 

Explanation: -If a person occupying the position of a 
managing agent calls himself a manager he shall nevertheless 
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be regarded as' managing agent and not as manager for the 
purposes of this Act." . 

It will he seen from the above definition that a very able 
attempt has been made to bring within the purview of the 
definition .not only the explanation of what the system happens 
to be, but also to prevent persons assuming other garbs or 
names though they may be actually d. fad" acting as managing 
agents an~ thereby escaping the provisions of the Act. The 
definition was drafted after considerable difficulty, and it 
remains to be seen how far it works satisfactorily in practice. 
It is, however, in the opinion of the author, a very bold 
attempt to tackle a rather difficult and complicated problem. 

Term. or Period of MaDaging Agency Agreement.
The greatest opposition offered to the managing agency agree
ments, from the standpoint of the investors, by the Bombay 
Shareholders' Association, was the length of the term of 
managing agency contracts. A term of fifty years· was not· 
uncommOn, and in many cases it was provided, in addition, 
that after the expiry of the said term the agentS could continue 
until they resigned: and the agency contract itself was expressed 
to have been entered into between the company and the agents, 
their heirs, successors and assigns. It has been now laid down 
in this connection· that:-

"No managing agent shall after the commencement of the 
Indian Companies (Amendment) Act, 1936 be appointed to 
hold the bfficefor a term of more than 20 years at a time." 
However, with regard to th!)Se who were appointed prior to 
the commencement of the Act, it is laid down that notwith
standing anything to the contrary contained in the articles of 
a company or in any agreement with the company, a managing 
agent of a company appointed before the commencement of 
the Indian Companies (Amendment) Act, 1936 shall not 
continue to hold office after the expiry of 20 yef!rS from the 
commencement of the said Act unless then reappointed thereto 
or unless he has been reappointed thereto before the expiry 
of the said 20 years. In case of old managing agents it is 
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further provided that upon such termination such managing 
agents shall be entitled to a charge upon the assets of the 
company by way of indemnity for all liabilities or obligations 
properly incurred by the managing agents on behalf of the 
company subject .to existing charges and encumbrances if any 
ancl. that the termination of the office of the managing· agent 
by virtue of these provisions shall not take effect until all 
moneys payable to the managing agents for loans made to Or 
remuneration due up to the date of such termination frOIl\ the 
company are paid. This section is not to apply to a private 
company which is not the subsidiary company of the public 
company. 

It will be seen from this that the rights of the old managing 
agents appointed prior to the Act have been preserved for a 
further period of 20 years after the 'commencement of the Act 
in case their agreements are lengthy enough to exceed this· 
period. The other protection given to them is that in case they 
have advanced any money or incurred any personal liability 
on behalf of the company j they would naturally have a right 
to be indemnified for same, and that the termination of their 
office is not to take effect until all moneys payable to them for 
loans made to the company or any remunerations due up to 
date. 

Remuneration of Managing Agenb.-In connection with 
the remuneration chargeable by managing agents who are 
appointed after the commencement of the Indian Companies 
(Amendment) Act of 1936, it i.laid down: -". . . . . . the 
remuneration shall be a sum based on a fixed percentage of 
the net annual profits of the company, with provision for a 
minimum payment in the case of absence of or inadequacy of 
profits, together with an office allowance to be defined in the 
agreement of management." (Sec. 87C(I)). In ptSe there is any 
stipulation for remuneration additional to or in any other form 
than the remuneration specified above, it shall not be binding 
on the company unless sanctioned by a special resolution of 
the company (sec. 87C(2)). Thus now all agreements with the. 
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company by managing agents fur remuneration in form other 
than a percentage 'on profits, etc., such as a percentage on sale, 
etc., 'IVi11 be void unless they are sanctioned hy a special resolu
tion of the company concerned. 

The next point to be. noted is that "net profits" on which' 
the remuneration of managing agents is to be calculated, are 
specifically defined by the Act instead of leaving them to be 
defined in the managing agency agreements according to the 
whims of the agents concerned. It is now laid down that "net 
profits" for this purpose means:-

The profits of the company calculated after allowing for 
all the usual working charges, interest on loans and advances, 
repairs and outgoings, depreciation, bounties or subsidies 
teceivOd from Government or from a public body, profits by 
way of premium on shares sold, profits on sale proceeds of 
forfeited shares, or profits from the sale of the whole or part of 
the undertaking of the company but without any deduction in 
respect of income-tax ot super-tax or any other tax or' duty 
on income or revenue or fur expenditure by way of inter~ on 
debentures or otherwise on capital account or on acco1mt of 
any sum which may be set aside in each year out of the profits 
for reserve or any other special fund. 

Inter-Company Loanl and Purchale of Shares.-A 
practice had grown up by which it was universally common for 
companies under the same managing agents to lend and borrow 
from one another large amounts of money. It was discovered 
that in good many cases a sinking company was propped up by 
managing agents with a view to maintaining their own remunera
tion for the management, through making some other prosperous 
company under their management advance money to the sinking 
concern. In some cases this money was advanced through the 
purchase of debentures issued by the company in a less 
favourable position, as an investment on reserve fund by the 
stronger company, and in other cases, a still more w,desirable 
practice, of borrowing on fixed deposits on the credit of thE! 
suhstantial company under the management, with a view to 
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lending that amount to a weaker company which had no such 
credit was indulged in. ThiS naturally resulted in the 
weakening, and in many cases the ruination, of many good 
companies through the failure of the weaker borrowing 
companies. 

The Indian Companies (Amendment) Act of 1936 now 
provides that:-

"No company incorporated under the Act after the 
commencement of the Amending Act of 1936 which is under 
the management of a managing agenf shall make any loan to 
or guarantee any loan made to any company under manage
ment of the same managing agent, and no company shall after 
the expiry of six months from the commencement of the said 
Act except by way of renewal of an existing loan or guarantee 
given make any loan to or guarantee any loan made to any 
such company." This rule is not to apply to loans made or 
guarantees given by a company to or on behalf of a company 
under its own management, or loans made by or to a company 
to or !>y a subsidiary company thereof, or to guarantees given 
by or to a company on behalf of a subsidiarY company thereof. 
Any contravention of this prc>vision would entail a fine not 
exceeding rupees one thousand on an;v director or officer of the 
company making the loan or giving the guarantee whc> is 
knowingly and wi1fu11y in default and he shall be also jointly 
and severally liable for any loan incurred by the company in 
respect of such loans or guarantee. 

In connection with the purchase of shares it is laid down 
that:-

A company other than an investment company, that is to 
say, a 'company whose principal business is the acquisition and 
holding of shares, stocks, debentures or other securities, shall 
not purcbase shares or debentures of any' company under 
management by the same managing agent, unless the purchase 
has been previously approved by a unanimous decision of the 
Board of Directors of the purchasing company. 
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-Other Restrictions on Managing Agenlo.-The other 
restrictions are that in case a managing agent becomes insolvent, 
his office shall be vacated: and that a transfer of his office by 
a managing agent shall be void unless it is approved by the 
company in general meeting. It is, therefore, not now possible 
for a managing agent to assign or transfer his office without 
consulting the company or the shareholders in genera! meeting. 
A charge or assignment of remuneration or any part of remunera
tion effected by a managing agent is now declared to be void 
against the company. The law also provides that if the 
liquidation of the company is due to the negligence or default 
of the managing agent, he shall not be entitled to receive any 
compensation which may be provided for in his agreement or 
otherwise for termination of his office earlier than what is 
provided for in his agreement with the company. Further that 
any variation in the agreements of managing 'agents or their 
remuneration made by the directors after the Commencement of 
the Amending Act of I936, must be approved .by the b>mpany 
by a resolution in general meeting. 

Constitution of the Board_-The successf1,1l organization 
and the control of joint stock compairies largely depend on 
the constitution of its board of directors and more care and 
judgment is required here than is frequently displayed. The 
temptation to include gentlemen of title with very little 
experience, or devoid of business education, seems to have 
proved all powerful in the past, with disastrous results. The 
banking crisis through which we had to pass a few years ago, 
with considerable loss, both material and moral, forcibly 
illustrated the strength of this contention. Many well 
meaning and honest men of reputation and standing in public 
life, who were induced to join the boards of these companies, 
were simply led by the nose by dishonest managers through sheer 
lack of all knowledge of even the most elementary' principles 
of banking ·business, which nearly encompassed their ruin. 
The subsequent disclosures in courts of law exhibited to the 
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public gaze amazing ignorance on the part of the directors, who 
presented a sight which was very pathetic. To avoid such 
disasters, the proper course, as is now increasingly acknowledged 
aU the world over, is to select men of business experience who 

are likely substantially to contribute towards the successful 
management of the enterprise.' For this purpose it is best to 
mobilise the best business talent of the country, paying. them 

substantial remuneration, and insisting on their taking a genuine 
interest in, and devoting sufficient time and labour to the work 
entrusted to them. For this purpose men who are already on 
the boards of a large number of companies ought to be avoided, 
as it is hardly possible for these overworked men to give 
adequate attention and thought to the efficient working of the 
company. In India we are labouring under both these draw
backs. We have not yet sufficiently appreciated the fact that 
dummy titled directors, minus aU other qualifications, are not 
only a hoax practised on the investing public with which to 
attract capital in the initial stage (a factor of doubtful value even 
ill this regard in advanced countries), but, that it is positively 
dangerous to entrust such men with the responsible' position of 
directors in the case of companies dealing with large amounts 
subscribed for by the investing public by way of capital. It is 
also usual for us to find certain names repeatedly on the boards 
of directors of almost aU our companies. How these gentlemen 
could be expected to be managing so many concerns of their 
own, besides devoting sufficient time and attention to the 
important details connected with their dutieS as directors of 
independent companies outside the sphere of their own firms, 
is a question which the author finds impossible to answer. 
Co-operation of a board of experts, on the other hand, who 
have sufficient time at their command, and are ready and willing 
to devote it to the services of the company, with that of a 
capable manager and the staff, is bound to produce the best 
possible results. 
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C()"()PERATIVE SOCIETIES. 

A co-<>perative society is generally formed by a class of 
people with a common interest, such as railway employees' or 
employees in an industry or agriculturists, etc., who as far as 
possible subscribe the capital and act as the society's customers. 
The dominating idea here is to derive· from this organization, 
whether industrial or otherwise, the benefits which usually go to 
the outside capitalists or shareholders who provide the capital. 
Here the idea is to supply the various articles required by 
members of a particular group at popular prices, which embrace 
a small margin of profit which the society keeps to provide for 
its expenditure and for the purpose of paying a dividend to its 
shareholders. The dividend itself is usually restricted to a 
modest percentage. Thus in such societies the consumers 
combine either to produce the goods themselves or to purchase 
them collectively with a view to eliminating the profit of the 
middleman. 

Co-operative societies are of four well·known types, na",eiy 
(I) Distributive Co-operation, (2) Productive .Co-operation, 
(3) Agricultural Co·operation and (4) Co-operative Credit. 

Distributive Co-operatioD. -The . idea here is that the 
consumers associate with a view to economising by buying in 
common, and to increasing their profits by selling in common, 
hecause when a class of people want certain commodity, by 
wholesale combination they get it cheap, at the wholesale price. 
Then the society, after adding a small margin for the purpose 
of meeting its expenditure, and also for paying a small interest 
or dividend to those who have invested money, may re·sell 
the goods to the members at the most favourable price. 
Generally, each member is made to buy certain shares, and 
thereby becomes a shareholder. Of late this idea of co-operation 
has considerably develot>ed, and co-operative societies are to 
be found in many towns and villages in all civilised countries. 
According to Stephenson, in his book entitled "Principles and 
Practice of Commerce", this system has met with little success 
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in sea-side towns with a moving population in England. It 
has flourished in Lancashire, Yorkshire, the Midlands and the 
Valley of the Clyde. It is naturally not successful among very 
poor classes, who cannot afiord to pay ready money, or among 
the wealthy classes, who are indiHerent as to economy, but 
wish to be paid !/lore attention to when they are making their 
purchases. 

Distributive co-operative societies are also run on whole
sale lines, i.B., where wholesale dealers combine and form a 
co-operative society which makes purchases for them and 
re-sells them wholesale. Frequently there is a combination by 
which a wholesale co-operative Society purchases and re-sells 
the goods to the retail co-operative societies and the retail 
co-operative societies sell them to their members, who are 
generally consumers. 

Productive Co-operation.-Here a combination of producers 
act together through a committee elected by them and secure 
the profits to themselves. These productive societies were not 
very successfu1 in their origin.iJ. idea, where the workers wanted 
to combine in production and then sell with a view to..getting the 
profits themselves. The management is done by the committee 
who are the delegates of the workers. 

Agricultural Co-operation.-This form of co-operation has 
generally flourished in foreign countries such as Denmark, 
Belgium and Holland. Small agricultural holders combine 
together and purchase in co-operation all their requirements such 
as seed, manure, etc., and make their arrangements on the 
same footing for transport and marketing, etc. Thereby they 
manage to get the advantage of wholesale arrangement. 

Co-operative Credit.-These are societies formed to 
receive deposits from their members who have spare cash with 
a view to lending them out to those members who happen 
to be in want. The idea is to give credit to small business men, 
who cannot get ready accommodation from other sources. 
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COMBINATION. 

The most noteworthy development of modern industry is 
the increased growth of combinations among industrial units. 
These combinations are made either by informal understandings, 
or through what are commonly known as "gentlemen's agree
ments" between competing units, '.e., firms or companies; or 
agreements for regulating prices, more or less formally made. 
There are also associations for regulating output or for allocating 
contracts for each type of work or sale or supply. All these 
eombines can be divided into two main divisions, 'Viz., (I) The 
Vertical and (2) the Horizontal combines. 

In the case of vertical combinations, one large company 
or corporation ·links up all the stages of production, right from 
the raw material to the finished article. Thus there is one 
large limited company, 'Viz., Dorman Long & Bolckow-Vaughan 
Ltd., which is an iron company, and links up right from the 
coal mines to iron and limestone supply in all its stages: and 
the famou:. Bovril Ltd., which supplies the concentrated Ox 
soup, owns large ranches of cattle in Argentina and Australia 
and manufactures the condensed soup which it puts'on the 
markets. 

In the case horizontal combinations, however, there is 
a combine of a number of companies or organizations producing 
an article in the same state, the object being to prevent cut
throat competition or to maintain prices at a certain ievel, as 
in the case of Imperial Tobacco Co., of England, which is a 
combination formed by a number of independent tobacco and 
cigarette producers. We have a large combine of a similar 
character in India, 'Viz., The Associated Cement Co., Ltd.,' 
which is formed or made up of a combination of a large number 
of joint stock companies in the cement manufacturing line. 

The advantage of such combines is to avoid cut-throat 
competition (as in the case of our cement compani~) as well as 
'making for efficiency and perfection in the product and reduc
tion of costs through large scale organization and production. 
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MONOPOLIES. 

A monopoly, generally speaking, is in effeCt, control, 
either natural or artificial, on either the supply or demand side 
of goods or services. According to John Stuart Mill, monopoly 
is a limitation of supply. Monopolies thus may he divided into 
two divisions, '/liz., (I) monopoly of supply or (2) monopoly 
of demand. In the modern world, absolute control of the 
demand or supply is very difficnlt, except in the case of 
monopolies enjoyed by the State, as in the case of post office 
and telegraph work, or similar other work of public utility, 
of which the State secures the monopoly through . legislation 
preventing any other party within its borders from either 
supplying or producing the article. There is another type of 
monopoly known as legal monopoly acquired by individuals 
in case of inventions, through obtaining of patent rights for 
a certain period. This is allowed in civilised societies on the 
ground that invention should be encouraged through such 
protection given by the State. There may be monopolies in 
the case of certain supplies, due to peculiar geographical 
conditions by which a certain article is exclusively produced in 
oue country, and thus that country acquires a monopoly of 
supply of that natural wealth to the rest of the world. These 
latter monopolies are natural, and not artificially made by 
legislation or otherwise; but in the lI10dern world even such 
monopolies do not succeed for a long time, as synthetic 
processes may produce even that natural article, and compete 
with it, and thereby destroy the monopoly of supplye A 
professional man or a bqsiness office or a manufacturer may 
secure a parlial monopoly through his peculiar talent or through 
the reputation or prestige of the firm or company for excellent 
quality, style, etc., which monopoly can be maintained so long 
as competitors are unable to produce and supply the same 
quality of service or commodity. There are other monopolies 
which go under the heading of social monopolies such as copy
rights, trademarks, etc. There is one more class of monopoly 
known as sec~ot monopoly which is made up of the secret of 
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the process of manufacturing or producing a particular article, 
for which the manufacturer or producer does not care to get 
a patent lest the secrecy of the process of manufacture may 
become known. 

RATIONALISATION. 

Rationalisation is a word of continental ongm and of 
rather wide significance; but generally speaking it denotes a 
form of organization particularly designed with a view to 
eliminating waste and inefficiency. On the close of the great 
war, it began to dawn on the leaders of industry that the old 
system of individualism must now be replaced by the more 
efficient method of running the whole industry under a special 
form of reorganization of all the il}dustrial concerns covered 
by the said industry on most modernised and scientific basis, 
with a view to eliminating waste as well. as inefficiency 
connected with the productive units as well as' Selling organiza
tions. This is done through co-ordination and co-operation of 
the individual concerns covered by the industry, each i;;-dividual 
concern restricting itself towards producing that for which 
it has the most efficient organization and machinery, and 
co-operating with the rest of the concerns along given lines. 
Through this type of combined organization not only large 
capital is naturally made available, but the most efficient organi
zation for purchasing, producing and selling or marketing 
prJlucts is achieved. Competition is also reduced and specialisa
tion is encouraged. On the whole the result is not only better 
and more efficient production, but the cost of the units is 
considerably reduced with the result that the selling prices 
are also a bit lowered. As we have already stated, rationalisa
tion is a very wide term and involves one or more of the 
following ideas:-

(x) simplification and standardisation of the product 
leading ultimately to economy, 
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(2) wholesale application of scientific management accord
ing to the present day methods, 

(3) consolidation or amalgamation of certain undertakings 
either in the same line or in allied industries in 
one great unit, with common management and 
control with a view to produce in the largest 
possible quantity and reduce cost. 

Rings or combinations of capitalists formed with a view 
to maintaining a standard price of a particular commodity in 
which they are interested, which price may be higher than 
that of the actual or economic market value. 

Pool.-In case of Pool, certain firms which ordinarily 
competed with each other agree to ioin in a combination, under 
which all their profits are clubbed together and then distributed 
in p~oportion to their capit.al and output. The idea is to permit 
each member to retain his individual independence and to 
remove competition by a combination of profits through a loose 
form of trust. 

Trust.-The modern form of Trust is the combination of 
companies under which the shares are purchased by a new 
company formed by themselves. The old rorm Of Trust was 
one where companies and firms which combine, confer a general 
power of Attorney' upon certain individuals whom they appoint 
trustees. Under this power they were given entire control as 
administrators and managers. The owners of the shares con
cerned received trust certificate and the profits were distributed 
among them in a proportion guaranteed. 

Cartell.-Are a loose form of trust, whose main obiect 
is the maintenance of reasonable price or limitation of supplies. 
Under the cartel each separate unit or business maintains a 
separate existence and their idea is to break as soon as possible 
the particular reason which brought them into existence 
disappears. 

Trade A •• ociBtion •• -A looser form of combination or 
association on more or less a gentleman's contract principle is 
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what are called Trade Associations. In the case of these associa. 
tions each member contributes a certain amount with a view t~ 
creating a fund which is being augmented through similar 
contributions on the basis of sales, etc. These associations may 
have as their principal objective either to restrict output and to 
share it among its associated members in times of difficulty or 
over-production; or it may be formed for the purpose of price 
maintenance. The other general object is to prevent unfair 
competition and to fix fines or penalties in case of infringement 
of any of the regulations of the association mutually agreed to. 
They may also go in for collective advertising out of the COmmon 
funds of. the association. In connection with sales, also, quotas 
are fixed. based upon past records of trading of individual 
members. There are other important services rendered to the 
members such as information bureaus for credit information, 
research laboratories, debt colleCtion, etc. It is usual, in the 
case' of such associations, . to appoint a secretary by mutual 
agreement who is usually an independent accountant who has 
the right of inspection of the books of any of the members 
at any time, and who ascertains or verifies percentages'of actual 
.business done for each of them with 'a view to ascertain how 
much each member has exceeded or fallen short of his quota 
either of production or of sale so that the final adjustment can 
be arrived'at. 

An Association of Employers is virtually speaking a trade 
union of employers. We have. B.g •• our Mill-owners Associa
tion in connection with textile industry. which is virtually 
speaking an association of employers in that industry. Their 
object generally is to protect the interests of employers in a 
particular industry or in the country or district in which they 
are established. These associations help the employers to 
work in' collaboration in connection with the industry con
cerned and prevent abnormal rise in wages. i .•.• they are a 
counterblast to the workmen's trade unions by presenting a 
united front of employers against these trade unions when any 
unreasonable demands are made by the said unions. Frequently 



such associations have arranged efficient control for output and 
price in mutual interest. In connection with research work 
also, both on marketing and technical questions, the associa
tions by a united effort provide finance. They also collect and 
distribute technical and business information among their 
members, as well as acting as -a medium through which 
standardisation conld be introduced. 

Comer.-Is where an individual or a syndicate buys a 
particn1ar commodity from a given market with a· view to 
raise the price to their own liking. This type of corner has 
now become very dilIicn1t in cases of commodities, because of 
the facility in communication and transport and markets such
as the stock exchange, and one seldom· hears of them. 



CHAPTER ill. 

ORGANIZATION OF WHOLESALE 
BUSINESS. 

PURCHASE DEPARTMENT AND BUYING POUCIES. 

Wholesale Basine ... -Having dealt with the most 
necessary preliminaries we shall· now proceed to deal with the 
organization of a wholesale business. 

A wholesale business may be carried on either by a sole 
proprietor or a partnership or even a ioint stock company. 
The main purpose of the business is to buy in large quantities 
either on the concern's own account or act as agents of manu
facturers and receive goods on the arrangement of consignments 
or indent and in return sell these goods wholesale. The 
wholesaler of modem times has become virtually speaking the 
controller of markets at various locations where he studies the 
requirements of the buyers through market research and other 
methods and guides the manufacturers who areattacbed to him 
in one form or other as to the type of prod!1c;tion they should 
bring out, or as to the alterations, improvements and variations 
that should be made from time to time in order to meet the 
requirements of the average buyer in the district where the 
wholesaler happens to be predominant. He is also a great 
convenience to the retailer, inasmuch as he keeps a stock of 
the goods in the line in which he is dealing from which the 
retailer keeps on replenishing his little stock in the shop as he 
manages to sell them retail. Were it not for this whole
saler, the retailer would have to keep a much larger stock, 
and to run the risk of same getting out of date or stale, as well 
as the risk of getting out of stock and losing orders through 
the interval that he secures them from the manufacturer from 
a distant place. The wholesaler also helps to maintain the 
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prices which would otherwise fall heavily during slack seasons 
if the production happens to be much larger than the demand. 
He also exercises a similar wholesome infInence in checking a 
constant rise in the price through the production getting 
suddenly out of stock at particular location. The usual 
practice of these wholesalers happens to· be that they buy 
during the slack season, when prices are more favourable, and 
sell them during the busier season. 

The wholesalers are divided into. (x) wholesale warehouse 
men who sell locally on the markets where they are situated 
and do not export in large quantities for foreign buyers an<i 
(2) export merchants who get orders from abroad from indent 
linns and other agents at different locations and either supply 
from their own stock, or place the orders with various manufac
turers whom they select as those whose manufactures are 
suitable for the foreign buyer who has sent him the order. 
We shall deal with the indent firms with whom these foreign 
export merchants deal in a separate chapter when we shall also 
give an idea as to the nature and type of organi2ation that 
these export wholesale merchants have to maintain. 

Whole.a1e.. and Manufacturerl.-The whol~ers help 
the manufacturers considerably not only in connection with 
formulating policies as to the manufacture of the goods and 
help them to secure markets for their manufacture, but also 
relieve them from the necessity of employing large capital by 
either purchasing the goods in large quantities or by advancing 
money or finsnce in form of acceptances of the bills of 
exchange for goods consigned by the manufacturers to them. 
They also relieve the manufacturers from the work of collecting· 
and securing orders, and thereby relieve the former of having 
to maintain a large sale organi2ation of their own and thereby 
distract their attention from their legitimate and proper work 
of manufacturing goods. By frequently signing forward 
contracts for supply of goods from ·month to month in the 
year to come, they relieve the manufacturer not only of the 
anxiety of their produce being sold, but also that of maintaining 
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a larg~ stock on the off chance of getting orders. Thus a 
large proportion of manufacturers of modern times do not 
carry stocks oil their own account and riSk, but produce goods 
against contracts that have been already made with them. 

There· have been of course cases, though rare, of manu
facturers setting up their own wholesale. organization for 
selling at different locations; and also of wholesalers starting 
·to manufacture on. their own. In the case of manufacturers 

. setting up a sales organization, we have already seen that that 
coms., would entail the locking up of enormous capital both in 
connection with maintaining of stocks as well as of giving 
credit to the retail Shop-krepers and also in connection with 
floating capital to be employed in the huge selling organization 
which is to be maintained in such cases. In the case of the 
Wholesale organization which is also manufacturing, a similar 
difficulty arises not only in connection with having to layout a 
much larger capital for setting up factories, but also disadvan
tages connected· with distracting attention between· manufactur
ing. and selling. Some manufacturers have even gone to the 
length of eliminating the wholesaler altogether, and by opening 
a large number pf what are called "chain Shops", 01' "mnltiple 
Shops", try to sell to the consumer directly. We shall deal 
separately in detail with this form of organization under a 
special heading. 

Generally speaking a wholesale organization, as distinct 
from manufacturing organization, has proved to be a necessity ; 
particularly in connection with independent retailers as well as 
for the convenience of a large number of manufacturers whG 
are not required to have their own selling organizrtion. The 
convenience of the independent retailers arises from the fact 
that through the wholesaler they are able to secure all their 
requirements instead of having to get them from numerous 
manufacturers. They are also relieved of the necessity of 
keeping a large stock, as we have seen above, 01' of the riSk 
arising through the constant Ijuctuation in prices if the whole
saler was not on the market to balance same. 



Organization of Wholesale Business 53 

Wholesalers' OrganizatioD.-We shall now proceed to 
study the organization of a wholesale office on its administrative 
and executive sides, the principles of which will no doubt in 
a large measure apply, with certain variations, even to a large 
selling organization for retail purposes. The administrative 
side looks after office routine, finance, etc., whereas the 
executive side is in control of the purchase, sales, publicity 
and despatch departments. Mr. Stephenson, in his work on 
Principles and Practice of Commerce, divides the organization 
into five facultative divisions, and assigns to each of these a 
personnel and duties. They are as follows:-

Faculties Required in Business Administration. 

Determinative 

DESClUPTION or PlRSONNBL Dtrms. 

Board of Directors. Man- Determination of policy. 
aging Director. 

Administrative .. General Manager, Secre
tary, Group Managers. 

General appUchtion of 
policy, co-ordination be
tween functions, control 
of executive. 

Executive 

Operative 

Consultative 

Departmental Managers, 
Foremen and Overseers. 

Factory Operatives, 
Clerks, Labourers and 
Apprentices. 

Departmental supervision 
and local co-ordination 
of function. Immediate 
supervision of work. 

MannfacturiDg and func
tional operations. 

Legal advisers, Consult-- Specialised advice. 
ing Engineers, Auditors, 
Advertising Agencies. 

From the above it will be noticed that the learned author 
has placed the board of directors and the managing director 
in what he. calls the "determinative" faculty; inasmuch as 
they are there to determine and lay down the policy of the 
undertaking as a whole. On the "administrative" side of the 
faculty he places the general manager, the secretary as well 
as group managers, whereas to the executive faculty he 
assigns the departmental managers, foremen and overseer's. 
The operative faculty is naturally in the hands of the lower 
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staff, made up of the operatives, clerks, labourers and 
apprentices ;' whereas in the consultative faculty group fall the 
legal advisers,. consulting engineers, auditors and advertising 
agents. 

Individual v. Collective Responsibility.-We shall now' 
proceed to deal with the question of the selection of the staff,: 
or the employees, and deal with the duties connected with the ,I 
principal offices in some detail. It has been repeatedly empha-l 
sised that the success of this form of combination mainly I 
depends on' the efficiency of the officers and the extent of per- i 
sonal interest displayed by them in the successful working of the i 
enterprise. It has been conceded by the best authorities, that the ; 
duties and responsibilities of men in charge of the establishment: 
should be regulated on the collective responsibility principle,: 
in order to ensure smooth and continuous work. If a concern' 
is' made to hang on the sole and individual resPonsibility of I' 
the chief officer, that officer has not only to be exceptionally 
capable:, but the danger is, that the abilities of his subordinates 
are likely to be dwarfed fur want of continuous practice and! 
experience in the work where initiative and original. thought I 
are required, with the result that the sudden removal of the; 
chief through illness, death, or resignati~; leaves the whole: 
establishment in a state of confusion and stagnation, till hisl 
place is filled in by an outsider equally capable. On the otherj' 
hand, if the establishment is carefully divided into departments, 
each in charge of an efficient head, with a careful distribution; 
of work and responsibility, permanence of efficiency is ensured,; 
and an opportunity for development of originality and initiative'l 
brought within the reach of a much larger Inumber. ThOj 
removal of one of the heads, through any of the accidents abov~ 
enumerated, does not give rise to any inconvenience under thi) 
form of organization, because the post can be filled up by! 
gradual promotion from the staff itself. This affords the addi-l 
tiona! advantage of creating a sort of incentive among the Staff~" 
to work hard and bring out the best of their talent in th 
service of the company in the hope of promotion. The humbles 
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member of the staff should be made to feel that the highest and 
the most remunerative office is open to him provided he proves 
himself worthy of it. 

Technical and BUlines. Knowledge Distinguilhed.-The 
other point to be remembered. particularly in the selec
tion of the Manager is the fact frequently lost sight· of, 
'Viz., that technical knowledge and business ability are two 
distinct qualifications. In other words, a technical expert, say 
for example a practical chemist, will no doubt prove a good 
acquisition for the laboratory of a company formed to manu
facture patent drugs, but if he is handed the charge of office 
management, i. B., the work of pushing the sales and organizing 

. a distribution campaign, he is bound to fail. Many a promising 
Indian enterprise has failed through the total disregard of this 
most potent factor. There should be an appropriate division 
of work. The technical expert should strictly keep himself 
within the limits of factory management, whereas, the business 
specialist should be left a free hand in connection with his office 
work and finance. They should, however, co-operate by an 
exchange of views in order to bring aboUJ: the most successful 
result. This class of mistake is common in connection with 
companies formed in order to work a patent. Here the inventor 
is hardly the fit person to act as the manager. He is no doubt 
an expert as far as the production or improvement of his inven
tion goes; but he seldom possesses the ability and judgment 
necessary to push the sales or to control the financial side of 
the enterprise. This branch of work must be left in charge of 
a business specialist. 

Specialisation v. General Knowledge.-This brings us to 
the consideration of the important distinction to be drawn 
between the specialist and the general business expert. Specia
lisation within certain limits, and in certain branches of work,· 
has no doubt proved to be the most advantageous from the 
point of view of efficiency, but there are other employments 
where the zeal for specialisation may be carried too far. Mr • 
.Harry Tipper in his book entitled "The. New Business" rightly 
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states that "Specia1isation in any kind of pursuit has the ten
dency to limit the outlook in breadth while increasing it in 
depth." In other words a specialist no doubt acquires a deep 
knowledge of his own branch of human activity, but outside its 
limits he is a mere child. The result is that the specialist 
can only be used as a component part of a large organization, 
working and co-operating in that work with his brother special
ists in other departments, but all of them have to be directed 
and guided hy a master mind at the head of the organization 
who has acquired a sort of a "specialised knowledge of general 
affairs". The specialist efficiently assists the general manager 
with the practical solution of the problems set before him, but 
he is incapable of creating ideas as far as the directing of the 
;whole organization is concerned. This, according to Mr. Harry 
Tipper, "must be done by a mind well enough equipped with 
general knowledge of human afiairs to construct, with a suffi
ciently broad understsnding of the relations of the different 
branches of human affairs, the plan upon which the operating 
problems are based. It is for this reason that many of the most 
successfnl merchants have been found among those who were 
not specialists in anything except the broad interests in 

. humanity and buying and selling, . but who because of this 
broad knowledge could direct the work of the specialists in any 
particular line so that the greatest efficiency could be secured 
out of the whole plan." To support this argument further 
Mr. Tipper adds that "commercial affairs of tG-day dealing 
with enormous masses of employees, with trade extending over 
the whole world, with activities of scores of sciences and lnnu
merable details of practice, are demanding more an~ more not 
the detailed information along simple narrow lines possessed by 
the specialist, but the broad general information which permits 
of a view-point properly proportioned with due consideration 
of the prospective." 

It will thus be noticed that in the grouping together of 
the staff of' a large establishment, we have to provide for 
specially selected specialists, who are to carry out instructions 
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from higher quarters and who are to be directed and guided by 
-managers or heads possessed of general knowledge, wide ex-
-perience and considerable practical ability. Our business 
1lChooIs and colleges should therefore devote their attention to 
the manufacture both of the specialist, and the business man 
with a "specialised knowledge of general affairs". 

The Locality, Site and Building and Their Inflaence 011 

Buaine ... -In connection with the business office of a wholesale 
merchant, the location and site will entirely depend on ,the 
nature of the business. Of course the site value in the case of 
a wholesale business office would be of as great an importance 
as in the case of retail shop-keeper: but it is asserted by sales 
managers of great experience in the wholesale line that in the 
modern trading conditions, the location of the office is also a 
very important factor in organization which may make 'or mar 
the selling capacity of the whole business. In almost all whole
sale trade there are what are known as "baying centres" where 
,the mofussil and countryside bayers, in the form of retail 
merchants, frequently call whenever they happen to be in the 
town or city, either to place orders or to discuss other equally 
important items of basiness. In fact the retail shop-keeper!) make 
'Up two types of buyers. One is that which belongs to the class 
which waits for the salesman to call for his orders, whereas the 
-other is one who is in the habit of frequently calling at the 
wholesale office itself, in order to make his choice or purchase 
-and discuss incidentals thereot Thus it is necessary that a 
wholesale office must also be located in that part of the city or 
town where such buyers are in the habit of frequently going ; 
-and thus that location may becOme almost a wholesale 
market. The office building must be easy of access in the 
locality, and there should be outside a display of signs, and 
uniformed attendants clever enough to guide the mofussil buyer ' 
-or customer to the correct department or to a particular head of 
department whom he may have come to visit: There should 
be in the main hall or entrance a clear indication as to the 
positions of the rooms of various heads of departments, and a lift 
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service. In short, the appearance of the premises should he itt 
keeping with the dignity and the name of the firm. Many large 
wholesale houses have built their own buildings along modem 
lines and the tendency now-a-days is to eliminate small rooms
and compartments in order to save space and time in passing from 
one room to another. In connection with ventilation and 
lighting arrangements also, small compartments are more ex
pensive and inconvenient. Only for those officers and' 
employees whose work is likely to be disturbed are separate 
rooms provided ; and for the principals or heads of departments
special interview rooms fitted with telephones, etc., are main
tained. In fact the modem executive seldom receives a client 
in his working office, but maintains a separate interview room 
to receive and discuss business with him. This is most con
venient in view of the fact that in the work room there may be 
an amount of important ·papers lying about, and when the busy 
executive is working on them the room may not have an 
exactly attractive appearance; and a specially fitted up room. 
makes an excellent first impression. 

The building should he built with a view to provide ample 
day-light and ventilation through windows, besides fans for 
the warm season. This helps the staff concerned not only 1:0-
work in ·comfort, but also to maintain their efficiency for the 
whole day through; fatigue heing much lessened by these 
methods. In the case of artificial lights, not only should they 
he ample, but the modem tendency is to get them so covered 
up as to be free from glare and dazzle. On that side 6f the 
country where winter is severe, heating arrangements on most 
modem lines should be maintained for winter. 'The office 
accommodation should he free from overcrowding either 
tbrough so many employees being placed in a small space, or 
through files and other papers being stored up in a clumsy 
manner. Every modem office should he fitted up with what is
called a strong room, with pigeon holes and steel cabinets
where the whole record of accounts and books of a most valu-
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able character may be stored every evening and kept saf~ 

against an outbreak of fire. 

The most modern offices have now adopted the prac
tice of keeping a reception or an enquiry office in charge o! 
an intelligent and. trained attendant who is in a position to
distinguish between important callers and others, and who is. 
able to receive the callers and give them private directions. 
Many offices maintain special reading and writing -rooms for 
such callers and visitors, particularly where they have a number 
of visitors frequently visiting them on business from the mofus
sil and countryside, so that the customers can use these rooms. 
as a sort of an office and club during their short stay in the· 
city. It is asserted that this experiment has brought a consi
derable amount of business, not only from the old customers, 
but has also helped the introduction of new customers who
accompany the old ones during their visit to t11.e city. 

Furniture.-In large offices the telephone exchanges are 
placed in separate compartments to prevent conversation being 
overheard; and also to avoid interruption by outside noises. 
The office furniture of modern times is made up of tables which 
are cleared every day, and the old fashioned roll top desk has 
virtually disappeared. Desks ttsed by ledger keepers should 
be sloping; whereas in the case of typists, special typewriter 
tables must be used. These tables are of a height which is 
adjustable with a view to eliminating fatigue. In the case of 
chairs, too, comfortable chairs which give the least possible 
degree of physical fatigue and discomfort. should be used. 
Various other mechanical devices should be used for labour 
saving purposes, which will be dealt with separately. 

Selection of Staff.-The next item of importance in con· 
nection with large wholesale, as well as other offices, is the 
question of the selection of staff. In connection with original 
selection of staff, considerable skill, care and impartiality has 
to be observed. Unfortunately the human element generally 
prevails in favour of nepotism which is a weakness which tends 
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to destroy or impair the efficiency of a good business as one 
.great writer 'has rightly stated. 

The only considerations which should weigh in the balance 
'in the selection should be ability, education and experience. 
In short, selection should be on the footing of. merit, irrespec-

1ive of caste or creed; and it is the duty of every business head 
who is called upon to select staff, to see that he adheres to that 
principle. It is bad enough to select members of staff on the 
'principle of nepotism if the business happens to belong to 
'yourself though there may be the redeeming feature that the 
.loss entailed through inefficiency affects your own pocket ; but 
it is positively a crime against moral order, as well as against 
the concern which one is called upon to manage, to show 
any favouritism to any relative, friend or outsider over other 
more deserving applicants. Many a good business has 
been ruined when, as Professor Russell Smith puts it in 
his excellent book on "Elements of Industrial Manage
ment", nepotism is resorted to. Nepotism is derived from 
the Latin word "Nepos" a nephew or grandson, and means 
favouritism shown to nephews and other relatives with a view 
to finding them some remunerative employment, irrespective of 
'their training or ability. In the words of the same learned 
.author "they are nice young men, it is true, and being of the 
blood of the successfu1, they have, upon the average, a better 
chance of inheriting the qualities for success than the average 
man. The trouble is that the potential qualities for success 
must, we know be developed by education and experi~nce. 

The latter they often fail to get. Merely because they are 
these fortunate nephews, they do not get the knock!!, that give 
the experience necessary to develop their powers. The old 
saying that 'Blood is thicker than water' is really a potent 
destroyer of good business. It is a fact, blood .is thicker than 
water. We love our relatives, we like our friends, and we are 
going to do the best we can for all of them; with the result 
that we put men in positions becanse they are our friends or 
relatives rather than because they are fitted by nature or experi-
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ence to assame responsibilities in the best possible way. 
Another name for nepotism is 'pull'. It puts the right man. ~ 
the wrong place, where he can wreck enterprises. It also dis
courages other young men because they see that a rival has an 
opportunity merely because of relationship, not because 01 
merit. This evil is particularly strong in old enterprises that 
run through second and third generations. A man starts. a. 
concern, hands it doWn to two or three sons, who vary in 
ability, and by the time their sons have got good positions aU 
the way through the' concern, it is well fixed on the high way' 
to ruin. Almost any person of wide observation can name IL 

few examples in point." Human nature in the United States. 
of America, where these words were written, is evidently in no
wise different from that in India. Do we not know of com
panies and enterprises started and successfully developed by
the founders, particularly by some of our old firms of "Secre
taries and Agents", which were handed down to their children. 
in a flourishing condition, gradually exhibiting signs of decay? 

Enco .... age Your Own Staff_-The next point to remember
is that the first desideratam of every business executive is to
encourage his own staff by giving them aU facilities for training 
and study with B view to improving themselves, so that when 
higher appointments in the concern £aU vacant through retire-
ment or death, one from the staft itself is promoted. In some
concerns the so called policy of "importing new blood" is. 
followed. In such cases it has been found in many instances
that this is only an excuse to fill up the vacancies with men 
related to, or having some connection with, ·the directors or 
managers. Where however there is genuine intention of em
ploying specially trained men and thus import new blood in 
that rorm, care should be taken to see whether there is anyr 
member of the staff worthy enough with similar qualification to
fill up that place; and if so-the first opportunity must be given 
to him. Any departure from this naturally results in disaffec
tion and dissatisfaction among the members of the staff which 
would soon lead to inefficiency all along the line in the business. 
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organization resulting in great loss. It is rightly said that 
employees are entitled to look for promotion and unless there 
is reasonable prospect to look forward to, the best man might 
leave the organization as soon as a better opportunity occurs. 

The Procedure for Selecting Junior Employee •. -The 
usual practice in selection of junior employees is either to adver
tise for them or to write to various employment agencies specia
lising in that class of work. If an advertisement is put in, care 
should be taken to state clearly the type of people required, 
together with qualifications and prospects, so that the right kind 
of applicant may be attracted and it may save the reading through 
a large quantity of applications of unwanted persons. Many 
offices therefore prefer to take the assistance of employment 
agencies of standing and repute who submit names. Whether 
the applicant comes through the employment agency or 
through advertisement, he is to be interviewed, and thus a 
eertain number of suitable candidates are selected. Origina! 
eertificates should be asked for to be produced at the interview, 
and as each applicant is interviewed a note should be taken 
as to the impression created on the party by the officer inter
'viewing who must be an experienced head in this type of work. 
Where references are produced or mentioned they should be 
noted down and correspondence opened in due course and cor
Tect informatiOR obtained. 

Usually in all large businesses where the employees are 
being interviewed the practice is to prepare a standard ques
tionnaire fur each class of employee so that the officer concerned 
may utilise same and ask questions from the said questionnaire 
and take down the answers given at the interview. After 
these questionnaires are dealt with, the interviewer Imakes his 
nport for which report also the firm prepares a special 
questionnaire which is to be answered by the interviewing 
officer. The papers are then circulated among the board of 
directors or handed to the chief officer concerned, who has 
the final voice in selecting for the post. In connection with 
salary asked for by the applicant it may be that in these days 
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of unemployment he may ask for much less than what he 
actually needs, or in some rare cases ask for much more. The 
best course therefore is to see that the salary and promotions 
are fixed in advance according to the nature of work that is to 
be done for a man properly qualified; and thereafter the firm 
must see that it gets the person who deserves such a salary and 
promotion. This will not only resnlt in the best selection, but 
will also encourage the selected party to continue with the firm, 
and not to leave it suddenly for a better job. One point which 
1J.as been emphasised by the most experienced and successful 
business men is, that it is a great mistake to expect the best 
:results from under·paid or poorly paid clerks and assistants. 

Unfortunately there are many concerns in this country making 
buge profits and in spite of that they are most tardy in the 
-payment of their clerical and other staff, while the principal 
-officers are given large salaries. This principle mi)itates against 
.efficiency, because a poorly paid staff works without stamina, 
gets easily fatigued, gets frequently absent through illness and 
thus in the long run the organization suffers. 

After the new clerks are engaged, the work of training 
-them in the routine of the office coneemed must also be 
left to superior and experienced clerks who are sympathetic and 
energetic enough to see. that the young men are given all 
possible facilities to pick up their work. Frequently in 
case of complicated departmental organizations, office manuals 
.are prepared, giving in detail the description of the 
work to be done by each officer concerned, .explaining the 
:teason why that is to be done, and finally showing how the 
'Work of a particular officer is linked up with the rest of the 
·office. A large number of offices encourage their own assistanta. 
to attend morning or night lectures at commercial colleges by . 
not only providing facilities of atte;'dance and examination 
-study leave, but also by paying a portion of their fees. U1ti. 
mately this course results in benefit to the office itself through 
"""uring of able and grateful asaistants. 
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Capital and Sources of Supply.-Every business naturally
requires capital. In the case of a sole trader the proprietor 
generally starts with his own capital, whereas in case of partner
ship, the partners bring in their quota of capital as agreed 
upon. In the case of a joint stock company, the capital is raised 
by issue of shares to the public aad thus the shareholders. 
become, virtually speaking, the proprietors of the company, 
providing it with the necessary capital. This capital is there
after employed in business and may become what is known as. 
fixed capital or circulating capital. The fixed· capital is, of 
course, that part of the capital which is utilised on purchase· of 
fixed assets such as building, machinery, etc., which assets are 
worked with a view to produce income; whereas the circulating 
capital, otherwise known as working capital, is a liquid capital 
which is used for carrying on the .business: as for example for 
purchasing goods or raw materials in case of manufacture. 
payment of wages and salaries, etc. The quantity of capital 
required in business will not· only depend upon the nature of 
the business, but also upon the credit of the owners in the 
business world. Merchants and firms with established reputa
tion and credit can do a much larger quantity of business with 
relatively smaller capital than new businesses, which do not 
generally command the same credit or prestige on the markets 
concerned. 

In case of joint stock compauies, besides share capital one 
comes across debenture capital, which is the amou":t of money 
raised or borrowed by issue of debenture bonds on which the 
company agrees to pay a fixed rate of interest. This am~unt. 
raised through issue of debentures is frequently CII1led deben
ture capital ; but it is in fact a misnomer because it is nothing 
more than the money horrowed for the purpose of business. 

It may be added that besides the actual capital which has 
been thus brought into business or raised through the issue of 
shares, etc., the financing of business is also largely done on 
the concern's credit through the acceptance of bills of exchange 
for purchase of goods, discounting of bills accepted by other 
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traders against goods the concern has sold, overdraft arrange-
ment with bankers on personal security or guarantee or on 
pledging or mortgage of moveable and immoveable assets. 

DepartmenlL-By a department is meant a unit of organi
zation to which a set of functions are allotted. In a wholesale 
business office the usual departments are departments for 
(I) Cash,' (2) PUIchase, (3) Sales, (4) Accounts and (5) Works. 

Th. Cash D.ptl.rlme"I.-We shall first of all see how the 
finance of the concern, i.... the Cash Department is organized. 
'there is a head cashier' and he' is assisted by a number of 
junior cashiers or assistants. The head ~shier keeps the 
General Cash Book which has separate columns for "bank", 
"cash" and "discount". The head cashier is supplied with 
printed receipts bound in book-form, with perforated counter
foils, which are also consecutively numbered, and is instructed 
to acknowledge all cash received on these receipts. On every 
invoice as well as debit note sen~ out by the firn:i, intimation 
is printed in red letters to the effect that all receipts' not ack
nowledged on the firm's printed' forms will be deemed worth
less. When the head cashier receives cash, he has to fill in one 
of the receipt forms in the receipt-book, filling in the original 
and the counterfoil coupon at the same time. He signs the 
original receipt, initials the counterfoil, which remains with 
him, and hands over the original receipt to the customer. If 
the cashier is not empowered to sign the receipts, he gets the 
same signed by the departmental manager concerned. He 
then proceeds to enter the amount in the cash book on the 
debit side, placing the number of the counterfoil in the 
"voucher number column"-a special column to be found on 
both sides of the cash book-in the same line with the amount 
received. 

With regard to payments, the best rule followed is to make 
all payments by cheques, crossed wherever possible, whereas 
only in case of emergency, or absolute necessity, tho! payment 
is to be made in cash. The cheques are all filled in by the 
head cashier, or his assistants, and then presented to be signed 

5 
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by; the head of. the departmellit concerned. A receipt from the 
payee for the amount paid has to be obtained and in case of 
payments over Rs.. 20, the same has to be stamped. These 
receipts are then pasted in a book called the "voucher guard 
book" . They are then cOllSecutively numbered in the proper 
order, t,he number being placed on these vouchers either in 
red ink or in blue pencil, which numbers are then recorded in 
the "voucher number column" in the cash book on the credit 
side in the same line as the amount of payment. It will thus 
be noticed that there is a proper voucher for each of the receipts 
and payments. The cashier never makes a payment unless the 
bill or invoice against which the payment is to be made is duly 
certified by the managing partner concerned. Thus a thorough 
check is maintained on aU payments coming in and going out. 
The auditors of the :firm will thus be able to easily check the 

. receipt-book counterfoil with the amounts and details as entered 
on the cash book debit side and. then "erify if they are properly 
posted in the ledger. With regard to payments, the auditors 
will be in a position to check them with the counterfoils of .the 
cheque books, as well as with the "voucher guard book", 
where the "receipt voucher" from each of the payees is care
fully pasted in its numerical order. The cheque book counter
foils are also checked by the auditors with the bauk pass book 
to see whether the payments were actually made by the bank. 

Petty Cash.-Petty. expenses such as postage, cartage, 
cooly hire, packing, ststionery, etc., are sometimes too 
numerous to engage the attention of the head cashier and it is 
often arranged in large concerns of the type we are dealing 
with, to allocate to a particular clerk the duty '" acting as a 
petty cashier and the petty cash is kept on, what' is known in 
book-keeping, as the "lmpresl System of Pelly Cash", under 
which the head cashier advances a sum at a round figure, say 
[.20, to the petty cashier by drawing a cheque in favour of the 
petty cashier. The petty cashier cashes the cheque, makes all 
the petty disbursements, for which wherever possible he obtains 
receipts, and at the end of the week presents his account to the 
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head cashier. We will suppose that his detailed expenditure 
in the week amounted to £15-10-0. for which he accounts' to' 
the head cashier as paid for telegrams £10. cartage £5' and 
postage lOS.. the head cashier passes an entry in' the Cash 
Book oli the credit side according to the ordiruuy rules of 
hook-keeping. debiting these heads of aceounts' and hands over 
to the petty cashier a further cheque fur £15"10-0. •.•.• the 
actual amount the petty cashier has accounted for. thus 
replenishing the petty cash in order to make' it up to the 
original figure of £20. 

Credit Information and' Collection of Aecountl.-The 
object of this branch of work is to arrange a system by which 
the most aCCllrate information could be obtained. filed and kept 
up-to-date. as to the credit and standing of parties who deal. 
or are likely to deal with the firm. In old-fashioned business 
offices. including banks. this branch of work is left to the 
cashier. The second branch of work indicated by, the heading. 
"Viz •• the collection of accounts. is also more or less left in charge 
of this generally overworked official. Perfection and accuracy 
can hardly be expected under the circumstances. The trained 
business manager should never allow this state of affairs to con
'tinue. Large amounts are often written off yearly by business 
houses as bad debts. that could have been saved through the effi
cient handling of credit information work and a proper system 
of collection of accounts. Every firm of any magnitude or 
importance should maintain a department such as the "intelli
gence and collection department". the principal work of which 
is to collect and file information as to the standing and' credit 
of hoth the wholesale and retail firins with which credit 
business is done. For this purpose. in small concerns a book 
called the "Opinion Book" is maintained with an alphabetical 
index on the first few pages. One or two pages of this book 
are devoted to each name. which is indexed and the details 
collected are written out on the pages assigned to each. The 
information is dated and kept up-to-date by insertion of new 
reports from time to time. The general practice is to revise 
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these reports at least. once a year. The information collected 
may be. generally placed under some or all of the following 
headings:-

Firm's Name. 
Partners. 
Financial standing of each. 
Do they hold landed properties, if so of what value? 
Are they encumbered; if so, up to what extent? 
What is the value of the stoCk-in-trade generally 

maintained by the firm ? 
What is the yearly turn over? 
What is the reputation of each partner individually and 

the firm collectively as to honesty and resources; 
whether he is speculative or sober in his dealings? 

What is the amount they are good for and for what time? 
Are they competent and experienced? 

When the credit customers are numerous, beyond the scope 
of a single, or a number of opinion books, the' information 
reports may be kept in folders, filed on the principles of the 
vertical system of filing, ,.with either an' alphabetical or 
numerical card index. 

In case of joint stock companies, the information required 
is collected from balance sheets and published accounts as 
well as from bankers and the' bazaar merchants. '. Character 
element plays an important part in this type of concern, though 
of course the same by no means should ~ ignored in case of 
private firms. Are we not frequently meeting with instances, 
where the balance sheets periodically proclaim concerns that 
are rotten to the core, as being financially sound ~ The head 
of the credit intelligence department should ne~ allow him
self to be Irllided substantially by these statementS, but should 
work hard to find out all the secrets as to the inner working of 
these concerns and for that purpose should keep himself closely 
in touch with the market gossip, each time trying to test the 
strength and truth of each story that the daily excitement of a 
busy markei: brings out by way of relaxation. A firm or 
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company, whose directors are inclined to he speculative, should 
he watched with great care and anxiety in spite of its prosperity 
and capital. 

In the case of concerns situated outside' the district, 
information may be collected through business friends sitUated 
in the same locality, ,or through. bankers who generally 
maintain branches or agencies in all principal towns. In 
Europe and America "Information Agencies" are conducted 
either under the auspices of local chambers of cOmmerce, trade 
associations, or by private individuals. These agencies under
i¥:e to furnish confidential information as to the standing and 
credit of firms situated within a certain radius for a small 
charge. There is no reason why such agencies should not he 
started and developed in the principal towns of India, either' 
by our Indian Merchants' Chambers, or by men of established 
standing and reputation. 

The intelligence and collection department should under
take the work of collecting accounts. The accounts depart
ment should from time to time, send out a return of balances 
due from customers, together with the length of time during 
which the accounts are left unpaid, to the credit information 
and collection department, whose duty it is to see that the 
same are collected without undue delay. Being in close touch 
with the latest information as to the fluctuations in the credit 
and the standing of each of these firms, this department is in 
the best position to judge where a polite reminder, and where 
a more vigorous demand is necessary to bring about the desired 
effect. As a rule the department should hegin with a polite 
reminder, which may he followed by one or more similar letters 
as the knowledge as to the standing of the firm addressed may 
dictate. Finally a more emphatic demand may be resorted to. , 

Inquiry Agenciea.-Inquiry agencies or information 
bureaus are also very handy in connection with obtaining 
reports on the standing and credit of people in business. One 
agency in America has about 200 offices located in principal 
cities throughout the world, through whom it obtains- all 
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information it desires with regard to any trader or business 
man in the locality concerned. The t;erVices of such agencies 
are undoubtedly of great value to the subscribers who g~t their 
information at a .reasonable charge. 

IIUYING POLICIES. 

In <C0nnection ...... th all large concerns which deal in whole
·sale lines, the most vital factor is that of purchase along 
COlTect lines ; and it may be stated that the policies laid down, 
'on the footing of which purchases are to be made, must be 
closely related to the policy ,of selling as well as the financial 
policy of the concern. The policy of purchase centres round 
the question as to what to buy, what. types and qualities are 
to be purchased and where they could be had to the best 
advantage. In short, good purchasing can ouly be made by 
the head of the purchase .department who makes a thorough 
research in this connection and obtains a definite knowledge 
. through such ~esearch which enables him to purchase at the 
·best advantage. He will then obtain a complete knowledge 
of prices ilt which goods could be had from different manu
facturers and producers. and their lIuctuations, and for this 
purpose a coostant research is necessary. The policy is to be 
based on the type of customers for whom the goods are to be 
purchased by the wholesaler. If the selling organization caters 
for middle class customers, the class of goods suitable to that 
class will have to be covered, whereas in case where its 
customers are shop-keepers located in wealthy localities, the 
goods suitable for wholeSale dealing will nat11nU1y be those 
suitable for richer a class. The next points that 'will have to 
be taken into account are the quantity which should be kept 
always ready in stock, and the forward contracts that should 
be made with producers and manufacturers, which idea the 
manager of the purchase department will get through his past 
experience in connection with his own firm, and the tendency 
of the market at the time he lays down that policy. The style, 
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colour and the pattern also play an important part in this 
connection, in view of the fact that the taste or fashion 
constantly changes. This particular phenomenon of co'nstant 
changes generally is the principal item of worry to the. manager· 
of a purchase department in view of the fact that there are 
very few articles which maintain a . steady demand for a 
lengthened period; and even the demand for staple articles 
frequently varies. 

Job Lob.-Frequently the buyer of the buying depart
ment is offered what are known as "Job Lots", i.e., goods 
which are to be sold in lots, belonging to bankrupts or to 
those who wish to rapidly convert them into cash. Naturally 
here the temptation of the buyer is to make purchases owing 
to the exceptionally tempting price at which these job lots are 
offered; but the deciding factor should be here the suitability 
of the job articles for the purpose of the customers of the 
buying firm, whereas otherwise, unsuitable articles however 
cheap will lie heavily on their hands, and may ultimately have 
to be sold at a loss. If a decision is arrived at to purchase, all 

possible deductions should be made for unsuited goods which 
will have to be scrapped. The goods should not 'be purchased 
on the footing of mere sample or samples presented, but every 
article ought to be carefu11y examined. It may be that some 
of the wholesalers' customers are situated in a poor locality 
where cheap goods of inferior styles or out of date patterns 
could be sold at a profit. In such a case, of course, that factor 
will play an important part in the decision to p~chase. 

The QUaDlily 10 be Purchaled.-As we have already 
stated, the quantity which should be purchased will largely 
depend upon anticipated sales, which will again depend upon' 
the past record of sales maintained by the purchase department 
of the wholesaler himself. Here naturally the purchase depart
ment will have to decide the problem in close collaboration with 
the sales department. The quantity that should be purchased 
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at a time will again depend on the policy of the finn as to 
quantity discounts offered to its customers, its facility for 
storin'g its goods, risk of change of style or fashion as well as 
that of perishability of the goods, amount of capital at the 
disposal of the wholesaler, transport facilities fur obtaining 
such goods at short notice, etc. In connection with records of 
past sales, the analysis of the number of years immediately 
preceding the date of purchase will be an excellent guide in 
connection with the quantity sales, style and the price, class of 
the goods concerned. There are goods of a class that entirely 
depend on the type of weather and naturally the furecast of 
weather conditions will naturally have to be taken into account, 
such as in the case of umbrellas, overcoats, etc., for rainy season 
or woollen for the winter. 

Rapid Stock TurDover.-Frequently some wholesalers as 
well as retailers follow the policy of what is called "rapid stock 
turnover", which means buying in small quantities frequently 
and trying to sell them away as rapidly as possible. The 
advantages of following such a method happen to be that goods 
which are maintained in stock are fresher; which element is 
enough to tend towards increased sales, the risk of deterioration 
is lessened, loss through sudden fall in the price is in a large 
measure eliminated, the capital required is also small in amount 
and the expense of warehousing and storing are' also lower. 
However, there is the other side of the question, in case of 
rising market this policy will not pay, and the general practice 
is to buy larger quantities with a view to taking advantage of 
the rise in price. The other risk which this policy has to face 
is that of getting out of stock suddenly and unexpectedly 
through suddenly increased demand, and that the stock 
checking has to be constantly and vigilantly employed. In 
short, if this rapid turnover policy is carried too far, it may 
result in increased expenses in connection with buying, account
ing, packing, shipping, etc. 

Buying Budget.-Frequently large concerns prepare a 
budget in advance as to the quantity they should purchase from 
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time to time during the year and the toW estimated purchase. 
This is a very common practice in connection with large depart· 
ment stores who employ a large number of buyers in their 
service, and who have to take guidance as to what quantity 
should be purchased at certain interva1s. In the preparation 
<If the budget, of course, the rerord analysis of past sales serve 
as a guide, and constantly the budget has to be adjusted accord
ing to the actuals in unexpected increase or decrease of sales. 
It is claimed that by such method a sort of a check is main
tained on over-purchase or under-purchase of particular articles. 
As the budget deals with the purchase of various departments, 
naturally it forms a medium through which the principal 
executive is able to control and co-ordinate the results of the 
departments concerned. 

In8uence of Prices and Quantity Discount. on Parchase. 
-No doubt the prevailing prices on the market frequently in
fluence the quantity purchase and in this connection what are 
called quantity discounts play, also an equally in;J.portant part. 
Wben the market prices show a tendency to rise, a large pur
chase is made in anticipation of being able to sell at a still 
higher price and make a larger profit. In the case of quantity 
discou';'ts, there is always a temptation to buy a larger quantity 
so that a large percentage of discount may be obtained. Both 
these tendencies entail considerable risk because in the case of 
prices the upward tendency may suddenly change, whereas in 
the case of quantity discount, if a quantity is purchased which 
turns out to be beyond the calculation of possible sales, the 
goods may not only lie on hand, but if they are perishable may 
get stale or spoiled and ultimately entail a large loss. 

Buying Agent •• -We have seen that in order to be an 
expert in purchase, one has to be in constant running touch' 
with the cbanging phases of the purchasing and' manufacturing' 
markets, and it is frequently found desirable that the purchas
ing should be left to outside buyiug agents who make a 
speciality of buying or purchasing. This is particularly so 
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where purchases are made from a centre of produce or manu
facture which is outside the country or located at a great dis
tance. Many large concerns make use of the specialist buying 
agents because it is found in many cases advantageous to do 
so, as these buying agents, being in constant touch with markets 
and prices, secure better offers than tbe purchasing head of 
the firm can do on his own. The sources from which products 
can be obtained are better known to them and in times of 
shortage these buyers are in a better position to know where 
to get these goods and give quick delivery. It is frequently 
argued that there are some disadvantages connected with this, 
inasmuch as these outside buying agents will not have the 
interests of the buyer at heart and may frequently mislead them 
by wrong advice. However, it is admitted on all hands that 
the specialist buying agents in many cases are not only ad
vantageous but indispensable, though of course their utility 
largely depends upon their reputation for honesty and fair play. 

C .... oper~tive Purch ..... -In a previous chapter we bave 
dealt with co-operation in its various phases. Frequently large 
buyers who may be wholesalers tbemselves or retail shop
keepers combine to make this form of purchase, and if these 
co-operative organizations happen to be efficiently managed they 
no doubt work out to the bene6.t of the buyers concerned. The 
management of these co-operative purchase organizations of 
course should be honest, reliable and energetic. Usually these 
co-operative organizations are incorPOrated companies whose 
shares have been" purchased by members who are themselves 
large retail or wholesale organizations. 

Group Parchaling.-This organization should be dis
tinguished from a co-operative purchase organization although 
this group buying is no doubt a form of co-operative purchase, 
and has now prominently come on the scene both in Europe 
and America. Here, groups of buying offices of different con
cerns combine in making their purchase and thereby secure the 
goods at more favourable prices and also get better selection. 
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In many cases this results in the pw:chase of the entire out
put of a factory or a mill. One difficulty of group buying is 
that the different concerns that make up a group may fre
quently require different styles and patterns as well as colours 
of goods ; in which case the purchase cannot be made on favow:
able prices. However there are groups who have round that 
they can advantageously combine and are working satisfactorily 
as well as with economy in expenses and <Iuantity prices. 

Organization of Purchase Department.-The organization 
of this department is of vital importance as to the degree of· 
success with which the business can be managed, whether whole
sale or retail. We have already dealt with the main feaMes 
of buying policies and shall now proceed to consider the practi
cal aspects of office records and organization. 

To certain officials and clerks is assigned the duty of re
porting to the head as to what c1ass of goods "are "low". in 
stock, in view of the margin laid down, on whose report the 
head takes action in time so as t~ avoid loss and inconvenience 
arising through any of the articles getting out of stock. A 
well-organized business, as we have already noticed, . should 
never be short of stock, and all the time and trouble 
devoted to this branch of organization is bound amply 
to repay in its results. Dw:ing what is known as the 
"season", the articles which are likely to be in the greatest 
demand should be adequately stocked, otherwise the stock 
is likely to run short at that very time when there is a 
possibility of effecting the largest sale. Even w~rse, a late pur
chase order may bring in the goods too late for the season, 
thus involving the finn in greater loss, both through the loss 
of opportunity for sale and the burden of carrying over a heavy 
stock to the next season, by which time it might get out of . 
fashion. 

Every department of the firm sends out its orders on 
regular printed "Order Forms" of the firm. These "Order 
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Forms" are printed and bound in book-form consecutively 
numbered and duplicated. The manager of the particular 
department, when he fills up the "Order Form", takes a carbon 
duplicate which he keeps with him in the book itself. The 
original "Order Form" is filled in and signed by the manager. 
Very often the firm sends out orders for purchases on account 
of contracts that the firm has entered into, in which case the 
order always refers to the purchase contract on which the same 
is based. With regard to these order forms, the usual practice 
is to prepare a number of copies by using carbon paper. One 
of these is sent up to the firm to which the order is sent, 
another is sent to the accounts department to facilitate their 
work of checking the Invoices ,When the goods come, a third 
may be sent to the godown keeper ,Who receives the stock. 
Here it may be stated that many firms prefer to send only 
specifications of the !!"Ods to the accounts deparbnent, as the 
purchase-prices are generally kept secret and one copy is main
tained in the order book itself_ When the goods come in, in 
response to these orders, the invoices of the goods are to be care
fully checked by one of the clerks of the deparbnents con
cerned to whom the work is allocated. The first thing to 

be checked in the invoice is th~ quantity ordered, with the 
quantity supplied, for which the clerk has to refer to the carbon 
duplicate in the Order Book. He has al';" to see whether the 
goods supplied are of the same quality as stated in the order. 
He has then to see if the price is correctly charged. For that 
purpose he should see if any price is indicated on the "Order 
Duplicates". Where the purchase is made on a~count of a 
purchase-contract by the firm, the clerk has to ~efer to the 
original contract. All the calculations in the invoice itself 
should also be carefully checked. Mistakes are frequently made 
in ordinary mathematical calculations to the detriment of the 
firm to whom the invoices are sent out. Thus the time and 
trouble devoted to these minute details are amply rewarded. 
These invoices are then sent on to the counting-house, or the 
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accounts department. where they are entered in the "purchase
journal". The purchase-journal is ruled as under:-

The student here notices a number of columns. each for a 
separate department of the firm together with the amount 
column which indicates the total amount of purchases made 
from the firm whose name is found entered in the column 
h~aded "Invoice". The invoice is practically speaking analysed 
and a one line entry is made in the purchase-journal stating the 
particulars of invoice in the invoice column. lIiz., the name· 
of the purchaser. the amount of actual goods purchased for each 
of the departments being entered in each of the separate columns 
reserved for each of these departments, and the total expenses 
being entered in the expenses column. This method of main-
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taining separate columns for each department gives us sep
arately, the total monthly purchases of each of the departments. 
The expenditure column gives us the total expenditure on 
purchases. It also facilitates the posting of the ledger. What 
is done here is that each of the firms from whom the goods 
were purchased as entered in the invoice column, is credited 
in the ledger separately for .the total amount of purchases as
shown by the amoun! column, . and at the end of the month, 
totals are taken of the cloth, coal, wool and crockery and the 
expenses columns and the accounts are debited for the totals 
of the respective columns of the total, thus making a complete 
double entry. 

Here, it may be further added that, in wholesale concerns 
the warehouse where the stores are kept should be in a more 
or less well regulated order. It would not do to heap up 
goods as they arrive at random, so that much time is wasted 
iu sorting out the articles at the time they are wanted. The 
idea in the arrangement of the warehouse should be to so 
.arrange the articles as conld admit of their being easily handled. 
This can be done by allotting certain space to each type of 
articles where they should be segregated, arranged and stored 
up on specially-made shelves to suit the nature of the goods 
that are stocked. The stock-book should also be carefully 
ruled, indicating each type of stock and showing the quantity 
received, and quantity sent out, with facility fot reckoning of 
the stock which is likely to be on hand. For this purpose books 
with pages ruled in the fann of a banker's current account 
ledger are universally in use, which admit of the quantity of 
stock received being shown on one side in a set of columns, 
those sold on the other, with the balance on hand in the third. 
There shonld also be some arrangement for the proper checking 
of stock at certain intervals. 

It would not be out of place to deal with a few documents 
usually used in business in connection with purchase and sale. 
Most important of these documents, as' we have already seen 
above are invoices. Invoices may be inland or foreign. The 
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following are the fonns· of Inland and Foreign Invoices 
respectively:-

INLAND INVOICE. 
5th March, 1939. 

Bought of 

MESSRS. GORDHANDAS GIRDHARILAI. & CO., 

Wholesale Provisioners, 
84, Mazagaon Road, 

Bombay. 

Messrs. Nagji Premji & Sons, 
553, Eldon Street, 

Bombay. 

Order No. 296. 

Rs. As. P. 

10 2 cwt. bags rice @ Rs. 28/- ... ... 280 0 o . 

1 tin tea of 100 Ibs. net @ Rs. 15/- ... IS 0 0 

6 dozens porcelain jars @ Rs. 3/- ! d02. . .. 18 0 0 

--- - -
E. & O. E. 313 0 0 

--- - -
Net· Cash, 30 days. 
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The following is the form of Foreign Export Invoice for 
goods sent out:-

MESSRS. Su;LEMAN KHAN & Co., 

Invoice of 1000 bags groundnut seed shipped per S.S. 

D .... kirk from Bombay to Calais by order and for account and 
risk of Messrs. P. Elliot & Co., Calais. 

Rs. As. P. 
1000 bags groundnut seed each 1 ~ cwt. net 

(about) f.o.b. at Rs. 8 per bag .. , 8,000 0 0 

Total net weight Tons 80-12-3-8. 

CHARGES : 

Carriage to docks Rs. 47 8 0 

Freight Rs. 10/- per ton .. 807 7 0 

Shipping charges .0 I 0 

Marine Insurance 4 8 0 879 8 0 

E. & O. E. Rs. 8,879 8 0 

Suleman Khan & Co., 

136, Kalbadevi Road, Bombay. 

Credit Note.-The following is the form of Credit Note 
which is generally sent by the seller to the buyer when the 
buyer complains of some inferiority in quality or some leakage 
or loss and the seller admits that claim. By sending this Credit 
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Note the seller informs the buyer that he bas credited him in 
his ledger for the said amount. 

Credit Note Form. 

CREDIT NOTE. 

43, SUPARIBAll'G, PARl!L, BOMBAY. 
18th Jan., 1939. 

MBsSll.s. SORABJI & CO., 
II2-13, PYooWNDe, BOMBAY. 

Cr. In account with KALIANDAS KANJI & CO. 

I Rs., A
o
" Po' 

By allowance made for leakage of rice in transit 50 

Foreign Price QuotatiOD.-In connection with Foreign 
TIBde the student bas to master various prices quoted for 
various incidents. There BIe what BIe known as I,oco Prices ; 
Free on Wagon Prices; F. A. S. Price; F. O. B. Price; C. I. F. 
Price and Franco Price. The following diagram cleBIly explains 
same:-

I. 

2. 

3. 

4. 

ITEMS INCLUDED IN BACH CLASS OP PRICE. 

Manmacmrer'. price I ~ I ~ I P. 
P. 

A. 
. S· I go"j C. C. 

=ges~~.~:::::::: ............ S. O. 

B. P. L 
Loading Charll" ................................ 

P 

II. 

A

N 

7. Insuranreo .............................................................. . P. C 

8. Landing clJarll"o in foreign COUlltry ............................. . 
O. 

9. Transport charges 10 and by .tation .......................... .. 

10. Local Delivery charges ................................ ~ .............. .. 

II. Commiasions .................................................................. . 
6 
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'Certificate of Origja.-When goods are exported from 
places like Italy, Spain, South Africa, Australia and Canada 
certificates of origin are required. They are frequently printed 
on the back of invoices and can be obtained from the local 
British Chambers of Commerce or from the Customs House at 
the time the goods are entered. They have to be signed either 
by the exporter or by the Secretary of the Chamber. 

COlUular Invoices.-These invoices are required by 
countries such as the United States, as well as a number of 
Republics of South America. These invoices have to be signed 
by the IConsul of the country to which the goods are being 
shipped. The Consul certifies these invoices in three copies, 
one of which has to be given to the shipper, other to the customs 
authority at the port of entry, while the third is retained by 
the Consul himself. A small fee is charged for so doing bJ( 
the Consul concerned. 



CHAPTER IV. 

ORGANIZATION OF WHOLESALE BUSINESS 
(Continued). 

SALES DEPARTMENT .. SELLING POLICIES. 

We dealt in the last chapter, iIi some detail, with the buying 
department of a wholesale business and shall now proceed to 
deal with the Sales Department of a similar concern. . 

Is a Wholesaler Necessary ? -Frequently manufacturenl 
maintain their own wholesale selling department and thuS 
divide their organization into two sections, viz., (I) the factory' 
organization and (2) the sales organization. There are otherS 
who prefer to concentrate on manufacture; and entrust the 
work of selling to wholesale merchants who at different centreS 
command great influence and maintain most efficient selling 
organization under competent salesmanagers. These whole-: 
sale organizations have established their claim through their 
long experience and efficient work, which has given them an 
enormous influence over the retailers in their district. They 
are prepared frequently either to purchase against cash or oIi 
credit on their own accotint, the goods of the manufacturers; 
or to receive them on consignments for sale on their account; 
The manufacturers find in such cases that they are not onl:; 
relieved from the worry of maintaining their own efficient""'es 
organization, but also from providing a sufficiently large capital 
in case they were to open up their own sales department with 
a head office at the centre at which they manufacture and 
district branches with district salesmanagers supervising sales 
of their manufacture in each district. Many manufacturers in 
India, such as our cotton mills, have /inns of selling agents to 
whom the monopoly of sale of almost all their products is given 
by long term contracts. The question has been frequently 
raised whether this form of division is advantageous. The 
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answer is, that if the selling organization of the agent is main
tained on modem lines, with an efficient staff at every centre, 
the division of work would certainly bring about the best 
results, 'Diz., concentration or specialisation in each <If these 
two departments. Unfortunately many of our Indian selling 
agency firms are too old fashioned and out of date for modem 
requirements, and hence our textile manufactures are not 
marketed on the most modem lines as they should be: which 
is one of the causes why the foreigll imported textile cotton 
goods are sti11 in control of the Indian markets. In early days 
when the textile cotton industry could not secure all 
the capitsl it required from the share-holding public, 
perhaps that course was necessitated through force of circum
stances, but now there is no reason why selling departments 
should not be opened and run by such of our mills as cannot 
secure the services of selling agents with modernised equip
ment for selling, pushing and marketing their goods. 

Whether the manufacturer employs a wholesaler or works 
his own department, he must of necessity, in modem times, 
carry on a propaganda of his own with a view to keep his 
brands and goods known on the market. Many manufacturers, 
however, with their own departments for selling, have managed 
to come in direct touch with. retailers and sell the goods most 
favourably through their advertised brands: but of course in 
such cases a much larger capital outlay, and specialised orga
nization for selling of a most efficient .. character, is necessary. 

A few of the manufacturers have .even gone SO far as to 
open chain shops and sell to consumers directly. This aspect of 
selling has been dealt with in a separate chapterud hence a 
passing reference need only be made here. 

There are however cases where a manufacturer is not pre
pared, or is not able, to layout large capital outlay in a selling 
organization of his own, and prefers to deal with competent 
wholesale agencies. In the case of foreigll markets, parti
cularly, opening of branch offices for wholesale sellirig is most 
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expensive; and it has been found in practice that the whole
sale selling agents who are natives of the countries concerned, 
and who command an efficient selling organization, are most 
desirable, at least until such time as the sales at such a foreign 
centre are sufficiently large to warrant opening of a branch of 
his own by the manufacturer. 

Thus it will be seen that a large number of manufacturers 
use the wholesalers for keeping in stock their goods at different 
centres, selling them on credit to retailers, and advancing the 
manufacturers against the goods thus sold sufficient finance in 
one form or other. In many cases the wholesalers actin the 
centres where they are located as sale agents of the goods pro
duced by the manufacturer and are thus encouraged to push 
the goods if the agencies are given to them for a sufficiently 
lengthened period to recoup all the expenditure that they may 
make for creating goodwill for them during early years. This 
relieves the manufacturer also of certain amount of expenditure 
which he himself would otherwise have to incur in pushing, 
selling and creating goodwill for his goods. In assigning a 
territory for Ii sole agency, care should be taken however to 
see that too large a territory is not assigned: bnt each whole
saler is given monopoly within an area which he is in a position 
most efficiently to develop and control. Generally it is the 
experience that if a product is of such a character that it re
quires aggressive salesmanship and pushing at different centres, 
the wholesale sole agency system is not only desirable but 
advantageous while looked at from various stand.points. 

There are no doubt arguments against exclusive agencies 
"is., (I) that they frequently result in decline in sales due to 
reduced number of outlets, (2) that for exclusive agencies, the 
best dealers cannot be always secured, (3) that the dealer in ex
clusive territory may become indifferent. As against that, the' 
question of finance, and the necessity of large organizations at 
different centres have to be weighed; and it should not be for
gotten that in many cases the local wholesalers command a 
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prestige by themselves, which in case of unknown goods of a new 
manufacturer may be of considerable help. The consumer at 
"ach centre is much benefited through these wholesale exclu
sive agents who of necessity have to carry large stocks; and 
thus the local consumer as well as the retailer can always find 
the goods they want and do not themselves have to keep large 
stocks with a view to avoid their getting out of stock. The 
only care that should be taken in coruiection with the appoint
ment of wholesale agencies in any territory is to see that the 
selection is made with great care. Generally speaking the 
wholesaler has been found to be indispensable in modern selling 
economy on almost every market. 

SALES DEPARTMENT. 

:rn the case of the sales djOpartment, care has to be taken 
to see that the department is left in charge of those who are 
experts in the line, and know how and where the goods dealt 
with by their firm can be sold to the best advantage. A number 
of salesmen are employed, even in the case of wholesale busi
ness, to go round and secure orders. The men should be 
imbued with enthusiasm in their work, and should know the 
articles they are attempting to push forward in all their details, 
including both their strong and weak points, in comparison to 
those of competing business-houses. The practice of large 
English and American firms of modern times is to provide 
for a specialised training of salesmen and in this connection 
what . they generally do is to take up smart men of good 
manners and fairly good education to be trained up specially 
for the work of salesmanship. As far as possible they are 
taught by demonstration and lectures as to the processes 
of manufacture, or production, of the articles concerned 
with a view to. give them a general idea as to these. The 
principles of salesmanship are then imparted according to the 
writing and teaching of recognised experts on the subject, 
and they are next given in charge of experienced salesmen 
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to learn practical work. Thus the young man gets in touch 
with all the dealers and buyers in the line, and knowing as he 
does, the strong as well as weak points of the goods that are 
offered for sale, as compared to the advantages offered and draw
backs of those sold by competing suppliers, he is in the best 
position to argue out and convince his buyers, if necessary, 
as to the merits of the goods he offers. As far as possible the 
salesmen are encouraged to lay suggestions as to improvements 
or alterations in the quality, get-up, and specification of the 
articles, with a view to suiting the changing requirements of 
the market, of which suggestions the manager of the purchase 
department should take careful note. In the case of an entirely 
new business, a prolonged selling and advertising campaign 
has to be maintained, for which sufficient capital should be 
provided at the time of assessing the actual financial require
ments of the contemplated undertaking. The techuicalities 
of an advertising campaign ought to be thoroughly mastered 
by the capable head of the sales department who should select 
and engage specialists to assist him in carrying on this campaign 
either as full time employees or on the basis of professional fees. 
Once a capable head is selected for the sales department, the 
proprietor or director should give him. a fair chance to display 
his talents and interfere as little as possible. In case of the 
wholesale dealers both in. commodities such as tea, sugar, etc., 
which are articles of every day want, and also in the case of 
manufactured goods, nothing pays better than selling the same 
through the agency of salesmen travelling from place to place 
and establishing a direct connection with the r~tai1ers all over 
the country. This branch of work of the sales department is 
woefully neglected in this country, and sales of these particu1ar 
articles are left simply to chance, or to the slow process of 
recommendations by business friends. There is an unexplored 
field, full of potentialities in this direction, which can be used . 
by well organized firms of wholesale dealers through the help 
of enthusiastic salesmen, who are rewarded according to 
their working results. This is fully recognised by European 
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and American firms who take the full advantage of their 
opportunities. An average Indian merchant hardly rea1ises to 
what extent his sales can be multiplied by paying more attention 
to ,this branch of organization. A good salesman is said to 
sell not only what the customer thinks he wants, but like the 
advertiser he creates wants where they did not exist, and thus 
multiplies the demand ro., the articles sold by his firm. If 
these articles are really good, this demand is 1ikely to be con
stant, and if the goods sold by a particular :finn are designated 
by a brand or mark, such a brand will soon establish a lasting 
reputation. The heads of the Indian cotton, wool and silk mills 
do not yet seem fully to realise this. If they were to advertise 
their goods properly, open up shops for the sale and exhibition 
of their manufactures and try '" push them with greater vigour 
through trave11ing salesmen than they seem to be doing at 
present, their sales can be multiplied in these days of Swadeshi 
sentiment, provided of course their manufactures are worthy 
of public patronage. 

Returning to the salesmen, the head of the sales depart
ment should assign to them a particular district or market for 
the exercise of the individual activities of each. The most 
suitable men ought to be selected for this work and the division 
should rest on the basis of ability as compared with the require
ments of a particular district or market concerned. 

The salesmen are allotted their territories ~ to 
their ability for securing orders and according to the nature 
of the customers which the territory covers. Generally more 
than one salesman is assigned a territory ; preferably a seni ... 
and a junior so that during the absence of the senioa- on leave 
or illness the junior could fill up this and look after the sales 
without any interroption or break. The transfer of sales from 
one territory to another is generally undesirable because it 

• has been found that a new salesman taking over a new territ«y 
is almost always certain to lose a certain portion of the orders 
and even lose future customers. 
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WHOLESALE SELUNG. SUPERVISION AND CONTROL. 

Most of the wholesale business houses largely depend upon 
the orders secured by travelling salesmen who not only obtain 
continuous orders frOl!1 the firm's standing customers, but also 
make a continuous attempt to secure new customers by visiting 
what are technically known as "prospects". The work of 
securing these prospects' orders,as well as that of reviving 
what are called "dead clients" accounts is the most trying work, 
and is generally entrUsted to the most experienced Bnd sUccess
ftll of salesmen on the firm;s staff. The dead clients are those 
customers who have stopped giving orders. The best course 
in connection with this class of customers is to send a salesman 
other than the one to whom the territory is assigned, preferably 
at 'a time when he is absent on leave or otherwise, so that if 
there has been any dispute between the salesman and the 
customer concerned the new salesman could easily get over the 
difficulty and manage to get the old dead accoimt reopened. 
Some travelling salesmen, through their honesty of dealings 
with the retailer, and through their tact and personality, win 
over the confidence of an average retailer with the result that 
the retailer looks upon them as his guides and advisers in 
connection not only with purchasing of goods but also with 
regard to other points such as the methods of display, the 
likely future demands for" the goods, the possibility of alteration 
in pattern, design or fashion, the selling points which they 
should put forward to the consumers to buy frOID their shops 
and even on the quality of stock that they should require for 
a particular period. 

This army of salesmen is continuously supervised by the 
salesmanagers of the district or head office, who have special 
records prepared from time to time in statistical order of each " 
salesman under them, and receive continuous reports frOID 
these" travellers as to the dealers they are visiting, the places. 
they are travelling and the ~esults obtained. The salesmanagers' 
sales office also assists the salesmen to secure interviews with 
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new customers by writing letters from the central office, and 
requesting appointments. They also simplify the work of 
selling by continuously sending the customers on the list, as 
well as the prospects, sales literature prepared from time to 
time in connection with new goods or old ones, illustrating the 
advantages as well as prices and emphasising various selling 
points in connection with the goods offered for sale. Thus the 
dealer who is always anxious to find out avenues for greater 
profits: having read this literature, is quite prepared to receive 
the salesmen and discuss with them the business. A skilful 
and proficient salesman has thus his work made easy. 

The office of the salesmanager issues from time to time 
instructions to the salesmen known as "sale bulletins" which 
are prepared by the salesmanagers or other equally superior 
officers, continuously giving them ideas as to how they should 
proceed in connection with securing of orders, how arguments 
of rivals and competing ~ ought to be answered, what new 
goods are proposed to be placed on the markets, their selling 
points and advantages and general questions of policies of the 
1irm and alterations if any in them from time to time. 

The salesmen are also asked to attend to various complaints 
as to quality and price, bad packing or any breakage or leakage, 
which are most sympathetically considered by the office, and 
where it is found that the dealers' claims are just, . .they are 
immediately and tactfully met. . 

Travellen AUowaace anel Remunerationl.-The travellers 
who are frequently called by the dignified name of "representa
tives", are generally paid well. They are paid a remuneration, 
plus a commission on sales effected by them, pl1l$ travelling 
expenses. This remuneration is generally liberal in view of 
the fact that these travellers have to dress well, be well read, 
as well as live well. Simply payment of salary is not desirable 
in view of the fact that the incentive to work hard and multiply 

• sales is wanting; neither is it desirable that the salesmen 
should only be remunerated on commission on sales, because 
in times of depression when the sales fall off, the salesmen's 
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• remuneration may be so small that they may be tempted to 
leave the service particularly at a time when the house which 
employs them needs them most. The rates qf salary are also 
fixed by a sufficiently attractive scale SO that the salesmen may 
be induced permanently to continue with the firm, and promo
tion to higher grades will also serve as a great incentive to 
serve the house loyally and work hard for its betterment. 

Advertising and Branded Goodo.-We have already seen 
how sales literature is a great help to a traveller in securing 
orders. The same is the case if a continuous advertising 
campaign is maintsined on economic lines in consonance with 
the exigencies of the business. Thedetai1s as to this branch 
of work are dealt with in a separate chapter. 

With regard to branded goods it is most remarkable how 
brands have become a normal feature of the sales market of 
the modern world. Commodities such as tea alld coffee and 
even mustard, of common use, have now obtained the status 
of being branded, named and packaged by wholesale selectors, 
who through the prestige of their brand and name, and the 
quality of their selection, secure a continuous demand and 
build up a goodwill of a very profitable business. In fact 
the brands otherwise known as "proprietary articles" are 
now the backbone of great se11iug corporations as well as 
that of manufacturers. In connection with brand, either 
trading names may be used or distinctive words may be coined 
and applied. Thus we have words such as "Bovril", "Vinl", 
"Hovis", "QXOn

, "Phosphorineu , etc., which have been 
specially invented by the manufacturers for their particular 
goods. The points to be noted in connection with the selection 
of these trade-marks are that (xl they should be sinlple and 
easy to pronounce, if in form of names, (2) that they should be 
distinctive and easy to remember, (3) they should be easy to 
spell, (4) the design to be selected should be simple, (5) it should • 
be one which should be employed permanently, (6) it should 
be one which should suggest the good quality of the merchan-
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• dise, (7) it should be attractive and sound in appearance and 
(8) it should be registrable and protectible. 

Packaging.-It is now the universal practice, even in case 
of bulk merchandise, to package same in One form or other. 
This packaging has many advantages, the most principal being 
(I) it facilitates the physical distribution, (2) it facilitates their 
selling, (3) it leads to cleanliness and greater COIlvenience in 
handling these goods, (4) much time is saved in wrapping and 
weig4ing which would be otherwise lost, (5) if certain goods 
are of a deteriorating nature, if they are put into proper 
containers they do not get stale or spoiled and (6) the neat 
and attractive packages help the sale of the contents. 

Almost everything is packaged tCHiay, .. iz., cereals, 
crackers, coffee, tea, cooking fads, dry fruits, candy, tobacco, 
cosmetics, drugs, breakfast food and even breakfast. The 
package itself is given a sort of personality in design and get-up 
by many wholesalers and manufacturers, and the shaping and 
size of the package is largely determined by the type of the 
product itself. A novel and distinct shape for packages or 
containers is frequently adopted for the purpose of attracting 
attention and creating an impression on the memory. Many 
wholesalers and manufacturers get an additional selling point 
by using containers for their goods which could be used there
after by the purchaser for other purposes. In the case of novelty 
articl~s, novelty packages are mostly used. These novelty 
packages make a special appeal for selling to children and thus 
one finds on the market pencil boxes of fancy types, fantastic 
containers for children's sweets or toys, trick boxes, etc. 

SELLING POLICIES. 

In connection with selling, the success or failure will largely 
depend upon the policies followed by the concern. Policies in 
connection . with sales are a definite course of action pre
determined after careful calculations; and if seriously thought 
out and efficiently operated, they lead to profitable results. In 



Organization of Wholesale Business (Contd.) 93 

these competitive days carefully thought out selling policies 
lead to outstanding success. Every business concern has to :fix 
a policy in connection with sales, purchases, marketing, service, 
prices, distribution and credit. A policy is defined as "a 
selected line of action to be taken by a business organization 
consistently over a considerable period, sometimes running 
into a year, two years or several years". The policies 
are naturally decided upon not only after careful thought 
hut also after experience of the markets concerned as 
well as the customers and have to be from time to 
time as new circumstances arise, altered to fit in with the 
situation. Market research is one of the methods by which 
policies are tested and revised when necessary. The policies of 
production and selling are known as "major policies", whereas 
the policies of giving credit, advertising, packaging, etc., are 
known as "minor policies". There is a difference of opinion 
as to whether the thinking out and laying of policies should 
be settled by the chief executive alone or by a committee of 
experts. Those in favour of a committee formulating the 
policy urge that a committee has the advantage of bringing in 
different angles of vision which a single individual cannot 
possibly possess, whereas on the part of those who advocate 
a single executive formulating a policy, it is emphasised that 
if that single executive is competent enough, he produces the 
best results; and that the committee decisions are not quick 
enough and. most dilatory, whereas a single executive officer 
can arrive at quick.decisions and carry them out without losing 
valuable time or money. Whoever is assigne,<i the work of 
thinking out policies must be restricted to that work, and 
should not be allowed to discuss details of operation as to how 
the policies are to be carried out. 

The Problem of Di.tributioD.-The problem of distribu.· 
tion plays a very important part in connection with selling, 
as a proper and well thought out policy helps to increase sales. 
An article m,ay be produced or manufactured to its perfection, 
and may carry an attractive price; but if its distribution and 
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transport is not scientifically arranged, its sales will be badly 
retarded. In this connection the cost of distribution plays a 
very important part and if economically handled is bound to 
inJIuence sales favourably. Specialised agents are very helpful 
and are usually used by the salesmanagement. ~rokers, sale 
agents, consignments, auctions, salesmen, etc., are the usual 
agencies through which sales and distributions are effected; 
and in some cases a manufacturer or even a wholesale company 
may incorporate a separate joint stock company to look after 
the selling side of its business. The use of wholesalers and 
exclusive sole agencies has already been considered in connection 
with distribution. The deliveries are made in various ways in 
accordance with the transport facilities prevailing between the 
selling firm and the buyer. In modern times the road tranSport 
through motor wagons has come into great prominence particu
larly in connection with shorter distances. This transport is 
quicker, and in many cases even cheaper, than road transport. 
It has been found that a bakery may cover a territory extending 
from 50 to 100 miles from its centre through motor transport 
for the purpose of delivery to regular customers. Motor trucks 
are also used for delivery from the central depot to the various 
chain shops of large chain organizations. In many cases sales
men, who are generally given cars to be able to cover their 
territories in modern times, carry small packages meant for 
dealers in their own motor-cars. In' some Centres a number 
of companies of wholesalers combine together and form a 
separate company for the purpose of what is called co-operative 
delivery, to their retailers, in which these selling companies 
purchase shares 'and get this transport company managed by 
a separate organization of its own under their supervision. 
Steamers and railways play an important part in connection 
with transport and physical distribution where long distances 
are to be covered. 

Simpli&catioD al a Selling Problem.-The object of 
simplification and the essence of it happens to be that the policy 
of business management should be such as wonld enable the 



Organization of Wholesale Business (Contd.) 95 

conduct of aU activities of the seUing department to be performed 
in the least elaborate manner consistent with a given purpose. 
In short, the object should be to obtain the maximum of results 
with the minimum of efforts. Frequently simplification and 
standardisation are used as terms which are synonymous, 
though there are some who hold that standardisation connotes 
a quality or a standard of product or method, whereas simplifica
tion is said to apply to the design of the product. Simplification 
and standardisation are frequently used in connection with 
manufacturing ; but the selling department also uses these two 
terms in connection with its marketing policy. It has generally 
succeeded both in connection with manufacture and marketing. 
Instead of producing a large number of varieties the production 
is limited to certain> most suitsble articles with the result that 
the simplification has resulted in (I) lowering of production cost 
as the manufacturer has to concentrate on production of fewer 
articles in larger quantities on labour saving machines, ("') it 
haS resulted in lowering also the selling cost because having 
fewer articles to sell, less capital is necessary, salesmen have 
to make a smaUer number of calls, there is less risk in goods 
getting obsolete as well as in connection with price decline and 
deterioration, (3) it saves costs in connection with sales literature; 
(4) it has also resulted in improved quality through con
centration on its manufacture and (5) in improved service and 
reduced prices. 

After-Sal ... -Serrice.-In connection with articles such as 
motor-cars, machinery, radios, duplicators, typewriters, etc., 
the transaction is not complete after the sale is effected, because 
if there is no quick, efficient and cheap after-sale service available 
to the buyer by way of quick efficient cheap repair, that 
would retard sales. Many motor agencies, for example, in 
Bombay, do not seem to realise the value of efficient and cheap> 
after-sale service because every time the motor-car is sent to 
them for repair, a large bill is prepared and frequently these 
sole agents are in a position of dictating their own terms 
because spare parts are exclusively retailed by them. They 
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unfortunately faU to realise that this course forces the customer 
to sell off his car, and in many cases he will prefer to deal in 
future with a firm where an equally good car can be purchased 
with a cheap and efficient after-sale service. This applies to 
almost every article which requires repairs and attention after 
it is sold. Many manufacturers make it a point to see that their 
own branch offices, as well as their agents, are capable of keeping 
efficient and cheap service ; and accessories are sold by them at 
almost cost prices with a small margin enough to cover the cost 
of distribution. It is common knowledge in the machinery trade 
that spare parts are actually sold at a loss by the manufacurers 
who are content with the margin of profit made on the sale of the 
machine itself. It is now usual in case of typewriters, 
duplicators, etc., to give one year's service free of all charge; 
and a man is regularly sent round for cleaning and keeping 
'the machine in order with or without the payment of a 
small monthly charge. Thus the principle to be remembered 
is that high service charges materially reduces sales. 

Price Policies IUld SeUing.-The next important problem 
is the fixation of price. The first consideration should be the 
price level in the market for the c1ass of goods concerned. No 
doubt the cost of prodUction, expenses plus overhead charges 
and margin of profit will be the first items in calcu1ation, but 
if that price is higher than that charged by competitors for the 
same quality and class of goods, the seller would naturally be 
at a disadvantage. In case of reduction of prices with a view 
to increase sales, the factor to be considered is as to whether ' 
the competitors would follow the example: because if they 
do, the reduction would not increase the sale.,1n case of 
raising the price, also, the same factors will have tn be taken 
into calcu1ation: and thus the policy should be, as far as 
possible, not to indulge in drastic reduction or increase in prices. 
There are, however, circumstances where the salesmanager 
may find that through a lower price and increase in sales he 
might be benefited on the total profits; where of course such 
price reduction may be seriously put into force. 



Organization of Wholesale Business (Contd.) 97 

Price cutting is generally speaking a most disadvantageous 
method of dealing and dealers all over the world have tried 
to combine in each locality or centre, and by mutual agreement 
maintain prices at a certain level. Many dealers and 
manufacturers through making their brands famous through 
advertisement have maintained the price of their products above 
the level of cut-throat competition. Dealers frequently arrange 
to maintain fixed prices to give extra service such as quick 
delivery, longer credit, personal efficiency, more liberal 
guarantees for repairs, etc., and cheap after sale service, and by 
these methods maintain a competition which is not objectionable 
from the selling stand-point. There are other similar methods 
nsed by dealers, '/liz., that of supplying prize-coupons, or 
coupons with a certain quantity purchased which coupons, when 
a certain number are collected, may b<; exchanged for goods 
of a certain value. 

Dealer Helpl.-The modern wholesaler and manufacturer 
helps the retailer in various ways with a view to sell his product. 
This help is made up of supplying the dealers with show cards 
to be placed on the counters or at the windows. Price ticketa 
specially prepared with the name of the manufacturer or whole
saler or his brand are also furnished, and frequently window 
dressing is done for dealers by specialists in the service of the 
wholesale agent or the manufacturers. Printed literature about 
the goods with selling pointa are specially prepared, which the 
dealers are requested to study and use in connection with their 
sales and sales talks. Salesmen are also given instructions to 
help the dealers to learn selling methods as well.as sales talks 
in connection with goods they are selling. The other method 
by which they are helped is by the insertion of the name of 
the local dealer in advertisements in local newspapers indicating 
that the manufacturers, or wholesalers, proprietary goods could 
be had at the named shops. Sales literature containing names of 
these retailers is also forwarded to the residents of the locality 
where t!ley are located which names and addresses are generally 
collected through the said the dealer. 

7 
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Credit Policies iu Selliug.-In connection with selling, 
the other qnestion of policy which is to be decided on is the 
granting of credit. Any carelessness in this regard might lead 
to over-trading and extravagance on the part of the retailer with 
the result that he ultimately fails; involving the wholesaler and 
the manufacturer in a loss. However, a well thought out 
and moderate credit policy is highly important in influencing 
sales. Generally speaking, in each line of business the length 
of credit is more or less standardised, whereas in others cash 
terms are general. Where the goods are such that the dealers 
must sell them within a short period, credit allowed is naturally 
of a short duration, whereas in other cases it may be lengthened 
in COllSOnance with the financial position of the dealer himself. 
In this connection, i.... when credit is given, cash discounts 
allowed are usually liberal, because in trades where credits are 
normal there is always a loading of the margin of profit to make 
np for loss of interest and through bad debts. This cash discount 
natura1ly depends on the custom of trade and the position of 
the se!ling finn. To put it briefly the poliey as to credit and 
cash discounts wi1l largely be decided on the basis of (I) the 
practice of trade, (2) reliability of dealers and (3) the capita! 
which the selling firm itself can command. The other point 
to be remembered is that in cases where credits are given, an 
efficient co1lection department should 11e maintained with a view 
to keep down the percentage of bad debts as far as possible. 

Sales Record.-All well organized sales departments of 
modern business maintain what is known as a statistical record 
of daily or weekly sales. This is done with a view to comparing 
the sales fluctuations from month to month in each department 
and also each district where these goods are sold. The sales 
as exhibited by this record fluctuate during each month owing 
to various causes, and the head of the sales department should 
keep himself in touch with these fluctuations. During what 
is called a season, when particular goods are largely in demand, 
the sales in that class of articles rise as compared to those of 
other months. The records of a particular month during the 
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current year as compared to those of the same months in the 
year preceding, will form an excellent guide as to whether the 
department is progressing satisfactorily. H these records do 
not exhibit satisfactory results, the management is in a position 
to investigate and take action as the circumstances and 
experience may suggest. The· following sample-form will be 
a guide as to the form in which these records are. made out. 

Sales for the month ending 3Ist January I939. 

Department. Bombay. Central lIIIaclraa. kDgaL I ToW. Provinces. 

Crockery ,., 19000 10000 9000 7600 44500 

Cotton Goods ... 9000 2000 1000 9000 12000 

Cutlery .. , 7591 6721 211& 2111 18&88 

Provisions ... 1126 659 858 200 2648 

Sale. on Conlignmenta.-Besides the usual and ordinary 
sales against orders actually received, either direct or through 
travellers and agents, sales are also effected through the medium 
of consigoments sent on account of the seller. This is done 
either with a view to introducing a particular brand or quality 
in a new market, or to get rid of the extra stock for which there 
does not seem to be a sufficiently encouraging local demand. 
The consigoor makes out what is called a pro forma invoice for 
the goods forwarded, indicating the price he expects, and adds 
to the same the usual packing and other expenses incurred on 
these goods. Frequently, by a previous arrangement with the 
consignee, the consignor is able to draw a bill for a portion 
of the invoice amount by way of advance. The consigoee on 
sale makes out a sale account, showing the amount actually 
realised, and deducts from the same his expenses and conuni,s.. 

sion. The balance after deducting the advance payment that 
may have been made, is remitted by him in accordance with. 
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arrangement. In this case the venture is entirely on account of 
and at the risk of the owner of the goods, the consignee here 
acting only as an agent for sale. In case any loss is occasioned 
through the failure of the buyer, that loss also falls on the 
consignor, unless an extra commission over and above the usual 
percentage is anowed, known as the d.l c~.dM' commission. 

Many manufacturers, unknown in foreign markets have 
resorted to this method of introducing, or "forcing", their 
goods on new markets and frequently shipments have been sent 
to firms of auctioneers in foreign countries with instructions 
to sell at the best price offered. Even though these ventures 
result in losses, the loss is written off as an item of advertise
ment. If the quality of the goods is good in comparison to 
those of other known makes, this reSults in a demand which 
is nursed and converted into permanent business. 

It may be added here that the merchants or agents who 
act as consignees are commonly known as "factors". Factors 
are mercantile agents who are entrusted with the goods they 
are asked to sell, and when they sell them they are authorised 
to receive cash and grant receipts in their own name. As 
frequently these factors are themselves dealers in the commo
dities consigned to them, the buyer seldom knows whether 
the goods sold· to him by such a factor are his own or thOSIl 
received by him on consignment. 

Brok.rs.-Brokers are engaged in wholesale businesses to 
effect sales. Each broker commands a sphere of influence of 
his own and his services are valuable in pushing the sales. The 
broker is in the first instance, the agent for the seller, and when 
he finds a buyer, he also acquires the status of being, the buyer's 
agent. After effecting the sale, the broker makes out what 
are known as the "Bought" and "Sold" Notes, which are to 
be identically worded and signed by the broker. The "Bought" 
Note is then forwarded to the buyer and the "Sold" Note to 
the seller, which form binding contracts on both the contracting 
parties. These bought and sold notes bear the broker's signature. 
In law as he acts both for the buyer and the seller he signs as 
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the agent for both. Thus on the bought note he signs as the 
seller's agent and .. iCB ..... a. These bought and sold notes are 
thus sufficient memoranda in writing as required by the English 
Sale of Goods Act in case of all contracts for sale of goods for 
£10 or over signed by the parties to be charged, unless there 
is part payment of the price or part delivery of the goods. 

Salea Department: Accouut-keeping.-As to the record 
and account keeping in the sales department a system 
similar to that of the purchase department is followed. 
Sales are made by the firm either for cash, or as is 
most generally the case, on contracts. Whenever an order is 
received which is based on a contract, the departmental manager 
concerned has first of all to note as to what contract it refers. 
He then attaches his private "Memo" to the order, indicating 
the price which is to be charged and whether credit is to be 
allowed. He has also to state if any deductions by way of 
discount, etc., are to be allowed. The order is" then passed 
round to the department to which it refers, and as soon as the 
goods are ready for despatch, or are despatched, the invoice is 
made out and initialled by a responsible clerk and is then 
checked and initialled by another clerk. The invoice is then 
press-copied in a special book kept for the purpose or carbon 
copied. and sent out in accordance with instructions on the 
"Memo" that was attached by the general manager to the original 
order. It is thereafter entered in the "Sales-Journal" which is 
ruled on the same lines as the "Purchase-Journal". A one line 
entry is here made with regard to the sale in exactly the same 
manner as in the case of the Purchase-Journal. The only 
difference being in the method. of posting in the Ledger where 
the firm concerned is debited separately for the total amount of 
sales in the "amount" column and at the end of every month 
the various columns for the different departments are totalled 
up, and the departments concerned are credited with these 
totals. 

BiD. and Hundi •• -With regard to bills and " .. ndis, the 
rule followed has to be methodical and regular. It is the duty 
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of the head cashier and his assistants to see that all the billa 
accepted by the firm are pnnctuaUy paid on the day on which 
they fall due, and roo- that purpose to see that ample cash 
is available. The general manager should be kept informed 
as to what billa have to be met from time to time. The cashier 
keeps a regular diary in which he enters the particulars of 
each bill on the page of the diary allotted to the dale on which 
each bill falls due.' This is done in case of bills accepted by 
the firm, -.is.. bills payable, as well as that of the bills that are 
accepted by others and foe which the firm is. to receive money, 
-.is., bills receivable. Both these bills are of considerable 
importance and must seriously engage the attention of the cash 
department, bemuse in case a bill is not paid for by the firm 00 

matiuity, the firm runs the risk of losing its credit in the bazaar. 
Bills of exchange enjoy a peculiar sanctity in the eyes of the 
men:anti1e community and the delay in payment of a single day 
may bring about serious consequences. 

With regard to the bills for which we are to receive mooey, 
-.is., bills receivable, it is equally important that they should be 
presented for payment on the proper dale of maturity. If this 
is not done by aome neglect 011 the part of the cashier, and if 
the acceptor in. the meantime fails, the hol.der of the bill loses 
his rights 89 against the drawer and all previous endorsers. 



CHAPTER V. 

RETAIL SELLING POLICIES AND OFFICE, 
ORGANIZATION. 

The Independent Retailer.-The bulk of retail selling is 
done, even in these days, by independent sma11 and large 
retail shop-keepers, in spite of the fact that the department 
stores and multiple chain organization shops have been working 
for a large number of years. We shall deal with the last two 
a little later, and shall now take up the case of the independent 
retailer. The independent retailers belong to various classes, 
such as shop-keepers engaged in one particular trade as grocers, 
bakers, green grocers, fish-mongers, etc. ; or th.ose who deal 
in miscellaneous articles. These retailers play a rather impor
tant part in commerce, inasmuch as they are established in 
every residential and other quarter where customers are avail
able, and through their display and salesmanship create a 
demand, which demand is answered by them se1ling in small and 
large quantities as desired by the customer (which is not exactly 
the quantity in which the producers or manufacturers are pre
pared to supply them) and even grant credit to their customers 
by receiving the amount of their bills by instalments. These 
small retail shop-keepers are popular, and carry on a good 
business in spite of large organizations, such as department 
stores, competing against them, because they ~e in a position 
to give personal and detailed attention to the wants of the 
customers, and are frequently personally known to the cus
tomers living in tbe locality where their shops happen to be 
functioning. In connection with these retail shops there is an' 
intense competition in connection with proprietary and branded 
articles belonging to various producers and manufacturers, 
which brands have become well known through advertising, 
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and publicity methods employed by the said manufacutrers 
and producers. Many of these small retail shop-keepers make 
their business distinctive by dealing in one special set of articles, 
and making their shops, so to say, special shops in that con
nection. With these special shops they are able to give expert 
advice and offer the best article at a moderate price. There 
are some retail shops which make a specialisation of limitation 
of price range, •.•.• in these shops all articles sold are priced 
at not more than, say, Rs. 5. The idea here is to sacrifice 
business in goods outside these prices but to try to make up 
for that loss by selling a large quantity of articles under their 
own price limit. The small shop-keeper of course has a limited 
capital, and hence, granting long credit is not easy for him ; 
but he gives credits to approved customers known to him. 
When such credits are given, he naturally expects his suppliers 
to give him credit more or less to adjust his position with his 
own credit Customers. The weakness of the small shop-keepel" 
happens to be that much of his business depends upon the 
tenure of the premises, inasmuch as, if the shop rents are in
creased suddenly, or he is asked to go, he stands to lose his 
whole goodwill if he cannot get another shop within easy di .... 
tance of the old one. Usually these retailers, having small 
capital, try to sell that type of goods which has a ready market 
and make no efforts of their own to introduce new lines. The 
retail shop-keeper frequently deals in a large quantity of perish
able goods, and that is also one other reason why he is anxious 
to see that his turnover is rapid, so that he may not suffer loss 
through the stock getting stale. 

Retail "Store," on Large Une .. -The retail "stores" 
business has made rapid strides during the last few years in 
all the principal towns of Europe and America. In India, also, 
we find some efforts made in that direction ; but in the absence 
of a thorough grasp of the principles underlying this line of 
business, we have not made, as yet, any appreciable progress 
in this direction. We have, of course, a few stores run by· 
European traders of the type of Messrs. LaidlaW, or the Army 
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and Navy Stores; and indigenous enterprise has also brought 
into existence the now famous Swadeshi Stores; but all these 
efforts seem to be insignificant and small compared to the 
gigantic scale on which similar business is carried on on the 
other side of the water. A large country like India, with its 
teeming population of millions, and its ever increasing demand 
for various articles of the class generally dealt with in this 
line, -affords an excellent opportunity for the development of 
stores enterprises if run under expert supervision and 
organization. 

The stores may be organized and' worked either on the 
principle of (II departmental or (2) multiple shops or chain 
shops. 

DEPARTMENT STORES. 

In the case of department stores, the idea is to divide a 
huge shop, located at some prominent place, into SO many 
smaller shops within its fold, each worked under a special 
manager and a complete equipment of salesmen. Efforts are 
then made through advertisements and other methods of prac
tical publicity, to draw customers to the shop from all parts 
of the town, who are served by each of these departments. 
Usually the location selected for a large store is the one which 
is most frequented, or where a large nnmber of people congre
gate during the best part of the day. It is said by many writers, 
that a building located on one comer of the street, facing two 
or three roads, should be preferred to one situate.d in the middle 
of the road. A situation in a business locality is no doubt 
preferable, whereas, a store in the heart of a locality where well· 
to-do people reside, is also likely to do a roaring business 
provided that appropriate articles of suitable variety and quality. 
are offered. Again, a location near a central market place 
where crowds of people go for the purpose of shopping is also 
one suitable to a store-business. Thus the carefully selected 
location reduces the effort which would otherwise have to be 
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made in order to draw customers. A place frequented by a 
large number of people particu1arly for the purpose of pur
chasing is no doubt very advantageous, provided the rent which 
the proprietor is called upon to pay is not so heavy as would 
deprive him of the profits of the said advantage of the location. 
Again, as far as possible, situations should not be selected where 
competition is likely to be keen, and where there appears to be 
a decided want of a store of this character. Frequently, in .. 
growing city these wants fluctuate with the size of the town ; 
and a scientific business man naturally watches his opportu
nities and opens a store in a newly developed area, thus tryin.g 
to get the first pick of the likely customers in that location. 
The chief manager in these stores is no doubt the central figure 
who organizes and directs, but it is always best to make the 
manager of each department responsible for the working results 
of his department. In some cases, the actual profit and loss 
account of each department is made out separately, to which 
the direct expenses of the department concerned are debited. 
A proportionate charge is also allotted to each department out 
of the general expenses of the whole establishment. The prices 
of articles of each department are fixed by the departmental 
manager in consultation with the general manager, and here a 
fixed percentage is added to the cost of articles as per the scale 
suggested from time to time, by the general manager, in con
sultation with the board of directors. Thus, each departmental 
manager is responsible for the working results of his depart
ment, which is expected to be progressive. His promotion, 
as well as that of his staff, is made to largely depend upon the 
results thus exhIbited. 

The one great service the department stores gives is 
through maintenance of a fleet of motor wagons which go 
round and deliver the parcels of goods purchased within a 
certain area of its location, free of charge. This appeals to 
the easy going temperament of the people of a particular class 
who can make all their purchases under one roof. Large depart
ment stores of Europe and America contain, not only all articles 
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of purchase which are generally sold at a retail market, but 
have their own restaurants where their customers can take 
their refreshments, tea and lunch when they are Shopping. 
There are conveniences such as hair dressing both for men 
and women, writing rooms for their customers and facility for 
posting their letters on the premises. Purchases can also be 
made on the telephone, and deliveries are obtainable imme
diately. The department stores also exclusively advertise, and 
thus largely influence the mind of the bulk of the customers. 
They also do an exclusive mail order business with which we 
shall deal later. 

Control, Management and Finance.-The department 
stores, generally, are large joint stock companies, functioning 
under the board of directors, general managers and depart
mental managers as we have seen above. The capital is thus 
obtained from the shareholders by issue of sh¥es, and the 
purchases are made through the assistance of purchase depart
ments, which are under the control of expert buyers. The 
department managers are responsible for the results of their 
own dep~ent: and for the purpose of the organization, 
each department is treated as an independent unit or a separate 
shop, and thus is debited for expenses incurred on its purchases, 
salaries and certain proportion of overhead administrative 
charges. 

The Staff Manager.-As the department store engages a 
large number of members of the staff, a special officer, known 
as the staff manager, is employed, whose work is to recruit 
the staff. to train and to supervise them. Thus the special 
work of recruiting and training is handed over to this staff 
manager, so that the departmental managers may be left free 
to concentrate their attention on the work of selling, as far as . 
their department is concerned. In connection with transfer of 
staff from one section to another during busy season, and 
the engagement of temporary assistants the staff managers are 
very useful. 
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The Advantage. and Drawback. of Department Store •. 
-The advantages claimed on behalf of the department stores 
are, that they are in a first class position to select goods for 
the retiw market, and to offer them to the people at popular 
prices; that the large variety of goods which they sell is a great 
convenience to a class of customers who wish to purchase all 
they want as far as possible under one roof, and the quick 
deliveries right up to their houses add to their comforts; that 
as the store is made up of a number of departments, when a 
customer comes to buy in one deparbnent, he is frequently 
attracted by the articles offered in another, and thus one depart
ment is actively advertising the. other. 

The disadvantages are that the multiple shops sell to the 
people near their houses whereas the department store tries to 
attract them from a long distance towards its location, and a 
heavy sum has to be locked up in one central position. If that 
location or central position falls off, the department stands to 
suffer. The other disadvantage, as pointed out by many 
writers, is that in order to keep up a continuous demand by 
customers, the deparbnent stores have to layout large amounts 
of money in advertising and staging what are called "sensa
tional sales". The free service arrangement also is a burden 
on them. 

The original idea in connectiou with the department stores 
was first conceived in France, and large stores such as the 
"Bon March~" and the "Louvre" came into existence. In 
England they were introduced between the forties and sixties 
of the 19th century. They were introduced with a view to 

meeting the threatened competition of ~operative sl9res which 
were at that time a craze in Europe. In London· the most 
prominent and successful department stores are Harrods, 
Selfridges, Whiteleys and Garnages. In the early days it was 
thought that these large stores would wipe out sma11 retail 
shop-keepers, but experience has shown that it has not made 
any real difference to them. The deparbnent stores work on 
huge lines and the idea is to afford to customers an opportunity 
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to purchase everything he or she wants under one roof. It is an 
appeal to the naturally lazy temperament of human beings. 
There are, however, certain types of customers who take a 
delight in buying and prefer to go about in search of articles 
they want as well as prefer that personal attention and consid
eration should be given to them. This class of customers 
prefer small shop-keepers who make a speciality of various 
articles, and who naturally get to know. their customers by 
sight as well as by names in some cases. 

The Office Record.-The actual system of record 
employed is worked more or less on the following lines:-

Suppose that the department store with which we are 
concerned is divided into twenty departments, in each of which 
are grouped articles that admit of a uniform percentage of 
gross profit being added to the cost and to each of which is 
allowed a fixed location within the shop. We may group each 
of these departments under the designations of Boots and Shoes 
Department; Grocery Department; Cutlery Department; Hats 
Department; Silk Department; etc., with a complete equip
ment of salesmen and a manager at the head. Each salesman 
is known by. a distinctive number allotted to him and each 
is supplied with a "Cash Memo" book bearing his number on 
the cover, as well as on each of the memoes. The meinoes are 
consecutively numbered with duplicates for carbon copies and 
bound together with small marginal counterfoiIa. The sales
men of each department are instructed to serve customers only 
with regard to the articles allowed to their respective depart
nlents and to guide them to the proper department in case any 
item foreigo to their departments is wanted. When a customer 
is served, the cash sale is entered on one of the memoes and a 
carbon copy is taken and the amonnt is recorded in the counter
foil. The customer. is then asked if he wants to carry the 
articles himself. If so, they are tied in special wrappers sup- . 
plied to them bearing the firm's name. These wrappers are 
issued alternately in different colours SO that when bundles 
are taken out, the footman at the gate may notice them, lest 
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a shop-lifter should catTy away stolen articles under the 
excuse of having bought the same. Some stores use colottted 
ribbons for this purpose. If the customer wishes the articles 
to be sent home, his 11lIIIle and address are taken down on a 
label, the label is attached to the packet and the packet laid 
aside in the proper heap arranged according to the location of 
his address in the town for the convenience of cartmen em
ployed by the stores. The next step is to lead the customer to 
the cash desk at which the salesman is instructed to get all his 
sales paid. It may be noticed here that the cash desks are 
located at convenient places with an assistant cashier in charge, 
at each of which a particular set of salesmen are instructed to 
pay their takings. These assistant cashiers are constantly 
shifted from one desk to another to avoid their getting too 
familiar with the salesmen. When the customer is introduced 
by the salesman to the proper desk, the latter hands over the 
two memoes, the original and the carbon dnplicate, to the 
cashier, who, on receipt of cash direct from the customer, signs 
and returns the original. to the customer, retaining the carbon 
duplicate for his record. The cashier at his leisure fills up a 
fonn given to him for the purpose. These forms are hound in 
a book called the "Desk Summary Book" and are ruled as 
under :-

II & 10 18 1& 18 

. Rs. a. p. Ra. a. P./R+. P.!RL .. Ip. RB. s. p. RB. a. p. RB . a. p. 

II 
I 

I 
It will be noticed from the above that the form is made 

up of the amount columns bearing numbers 2, 5, 7. 10. 13, IS, 
IS. These numbers indicate the numbers of the salesman in-
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structed to pay at this particular desk. This "Desk Summary 
Book" is filled in and tota1led daily at tne close of the day, 
the totals indicating the total sales effected by each salesman 
on that day, which are checked with the returns furnished by 
each individual salesman on his form of sales which are Written 
up by hin! from his record on the margin of his cash memo
book. The "Desk Summary Books", as well as the salesmen's 
sale forms, are sent up to the counting-house department which 
is located in a remote part of the office out of the public gaze, 
generally on the top lIoor or in a separate building. The books 
and forms written up for Monday, are forwarded to the count
ing-house on close of each day, and in return those of the 
previous working day, 'Viz., Saturday, are returned for record 
of Sales on Tuesday following. In other words two sets are 
used alternately. The counting-house checks the record of 
the previous day and the head cashier passes the appropriate 
entry in the cash-book, crediting 'the department' concerned 
and debitfug the cash account. From each salesman's record, 
after it is duly checked with the "Desk Summary Book" con
cerned, his commission on sales is credited to his account. This 
form of record not only affords a check ,on the salesman's sales 
and each assistant cashier's daily takings, but it also serves as 
an indicator to each head of the sales' department as to the 
individual capacity and activity of each salesman, who is con
gratulated on, or called for an explanation on the progress or 
retrogression of sales put through by hin! weekly.. The depart
mental stores generally deal in cash, but there are instances 
where in case of some institutions, short credits are allowed 
to selected customers. For this purpose a list of approved credit 
customers is maintained and written up from time to time, 
which, when a salesman is asked to serve on credit he refers in 
case of doubt and after effecting the sale, he uses a distinct , 
book furnished to him, called the credit memo-book, which is 
numbered, duplicated and marked on almost the same lines as 
the cash memo-book iust noticed. The original of the credit 
memo is, handed to the customer, the carbon duplicate with 
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the signature of the customer being retained by the salesman. 
These credit memo-books are forwarded to the counting-house 
department daily, with a separate record of credit sales by each 
salesman, two sets being used alternately on the same lines 
as in the case of cash sales. In the counting-house, the ledger 
clerks debit each customer in the customer's ledgers main
tained on the principle of alphabetical division, and the head 
accountant passes one journal entry for the day for the total 
sales, debiting sundry debtors' account and crediting the 
different departments concerned. Here as we have already 
remarked, the credit sales being made on short credit and for 
small amounts, the alphabetical ledger,-which is a subsidiary 
book maintained principally for record, and quite distinct from 
the General Ledger, and not forming one of the books of the 
financial set-is divided and worked on the dictionary order. H 
for instance, the customer concerned is known as Robert Crew, 
the division of the ledger containing the accounts beginning with 
the letter C is opened and a one line entry is entered on the debit 
side stating the date in the "date column", address in the 
"address column", number of the debit memo-book in the next 
column and the amount of the sale in the "amount column". 
The credit side is left blank, to be written up when actual cash 
is received from the customer. This credit entry is frequently 
made in red ink, showing the date in the "date column," and 
the cash and discount in the particular columns, together with 
the desk memo number and the actual figure of the cash paid 
in the "amount column." The following will explain the 
entry:-

D .. 
Date.1 Name. Addre ... \ No. of 

D.M.B. Amount.1 Date. I I No. of I Amount. C.M.S. 

I 
Re. 

·1 
Re. Lip. 

Jan. 4 Crew, Hornby 55 294 & Mal' 12 Caah 47 2S4 5 8 
Robert Rd. lit 

Dis· 
count. 
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Stock Checking.-The check on the stock of the depart· 
mental store worked under this system is easy. As a fixed 
percentage of profit is added to the cost, of course varying in 
case of each department, but which is uniform in case of art 
articles dealt with by any particular department, all that need 
be done is to take the stock at the commencement of any 
period, to which is to be added all the stock supplied during 
the period under review. From this, when the sales at the cost 

price are deducted, the balance indicated represents the stock 
of that department at the cost price, ready to be checked with 
the actual inventory taken after actually counting the stock 
item by item. The following illustration will explain the point: 

Supposing that our stock at the commencement as per last 
statement for the crockery department was Rs. 10,000, at the 
cost price, our supplies to this department since that time 
amount to Rs. 50,000, at the cost price and our sales during 
the same period "mounted to Rs. 60,000 at the o6elling price, 
the stock check account will work out the stock on hand as shown 
below:-

CROCKERY DEPARTMENT. 

Stock Chock Acc,,"nt jor half year e"ding 1930. 

Dr. Cr. 

Ra:' B.p. Ro. B. p. 

JQIle, 30. Sales at selling pric,e ... 60,000 0 0 

Stock at commence- I.e .. 2?" profit on coot 
ment at coat ... 10,000 00 pnce ... '" 10,000 0 0 ----

December. 31. 50,000 0 0 
Stock OD hand at cost on 

Purchase at coat ... 50,000 00 Blot December 1914 ... 10,000 0 0 - --- - ---I-
Ra. ~,OOO 00 Rs. 60,000 0 0 

This amount shows a balance of Rs. 10,000, as the stock 
on hand ready to be compared with the actna1 stock inventory. 
If there is any material difference, the departmental manager 
can be called to account. ' 

8 
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MULTIPLE OR CHAIN SHOPS. 

The multiple or chain shop system originally developed 
through the success of retaU shop-keepers. A shop-keeper 
opens one shop which, for example, becomes very successful ; 
with the result that he opens a second shop, and with the suc
cess of the second opens a third, and so on: and thus with the 
increase of shops he natura1ly wants more capital which he 
obtains by converting his Organization into a limited company. 
Manufacturers, as we have seen, have also opened shops to 
sell their goods when they found that they could not be 
marketed otherwise. These multiple shop companies are never 
pioneers, and generally open shops in localities where there 
is an already existing demand. Multiple shop companies bave 
shown a tendency of amalgamation of late, with the result that 
these amalgamations have made them very powerful, and give 
a great impetus to their business. The multiple shop organiza
tions have to fight the local prejudice against independent shop
keepers, and have also to fight against other manufacturers 
who have no such chain shop organizations: because such manu
facturers give special preferences to independent shop-keePers. 
and encourage them, because the multiple shop purchasers do 
not purchase from them at the same advantageous rates as in 
the case of small independent shop-keepers. The result is that 
the mUltiple shop or companies have begun to manufacture 
certain goods which they want in large quantities for their own 
purpose. Multiple shops also have the advantage over retaU 
shop-keepers, inasmuch as one shop advertiseS the other. 

Under the multiple or chain shop arrangement the domi
nating idea is not to concentrate the whole busitiess in one 
centre and then attempt to draw the customers to it, as in the 
case of department stores. Here, an attempt is made to ap
proach as near the customer as possible, by opening a large 
number of smaller shops in different localities under a manager 
in charge, and by directing the working of the same through 
the central office or depot. The other departure from the 
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department stores' practice, is to specialise in a particular set 
of articles in which the firm has chosen to deal, instead of, as 
in the department stores, playing the part of universal pro, 
viders. The advantage claimed for this type of organization 
is, that as a certain line of goods is dealt in on large lines, the 
purchases are madl\ from manufacturers on t)J.e most advan
tageous terms, and that specialisation enables the proprietors to 
make the best selection. They are able here to ·keep in close 
touch with the varying requirements of the market, and super
vision becomes very easy on account of the aimplicity of work 
resulting through dealing in one line of goods only. The 
method employed is to keep uniform prices for all articles after 
charging a fixed percentage of profita at the central depot or 
office. The individual shoP manager is kept entirely in the 
dark as to the cost of the articles dealt in. He is supplied with 
the stores at the selling price and has to account for same on 
the same basis. Here, the stock taking is even. simpler than 
in case of the department stores. A progressive result in 
sales and the lowest possible expense in proportion thereof is 
expected of him. An attempt is also made to create a sort of 
incentive to briug in as Iowa percentage of expense as possible 
through the offer of a bonus and promotion, as well as through 
the creation of healthy rivalry between the different shop 
managers. The system of record as to sales may be arrlJllged 
on almost the same lines as that indicated in the department 
stores. There, the shops were all concentrated in one building 
under the designation of departments, whereas here, they are 
located at different places. The distinction therefore is but in 
name as far as account-keeping and records go. 

It is also frequently contended that the mnltiple shop 
system is the manufacturer's answer to the increasing tendency 
of retailers who make either their purchases abroad, or who 
ignore certain factories in preference to others. If a manu-· 
facturer in one particular line, say, boots and shoes, wishes to 
put forward his own products on retail lines, he adopts the 
multiple shop system and opens up shops aU over the town. 
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where the goods are offered far sale. Here an attempt is made 
to intrOc:!uce personality in the shop fronts and name boards 
by adopting one particular design and seeing that the same 
design of shop fronts and name boards is used in the case of 
every shop in every locality. By special arrangement with the 
landlords the frontal windows are also altered to the pattern 
selected. Thus the manufacturer is entirely independent both 
of the wholesale middleman as well as the retail shop-keeper 
and deals with the consumer direct. The customer ar consumer 
gets here a known quality of articles nearer his own house at 
the most reasonable price. 

Ma.. Appeal and Shop Fitting PoIiciea.-In the case 
of multiple shops, the dominant idea happens to be to sell 
articles which will be required by the mass, as against an 
appeal made by individual shop-keepers to select buyers ar . 
customers; and with this object in view, not only the location 
of the premises, but even the types of goods to be stocked are 
influenced by the policy of making this mass appeal most 
successful and attractive. 

The next factor to be determined by the salesmanager 
of chain shop organization is the policy of shop fitting, and 
the work in this connection is entrusted to specialists on con
tract. Not only the inside fitting of the shop is designed and 
settll!ll, which is of course Uniform in all the shops of the 
company concerned, but also shop fronts are settled and 
designed, and a personality given to them, so that when a 
customer is travelling from one part of the country to another, 
the familiar shop front of the particular chain shop organiza
tion from which he is accustomed to buy inunediately 
attracts his attention. The policy to be followed here is to get 
a dignified exterior which gives the maximum display, facility 
and value to the windows concerned. The maximum display 
space is also obtained by setting back the shop door-way, so 
that the shops may get sufficiently deep windows in which the 
goods may be displayed in large number and the practice is that 
on the provision side automatic scales are used, whereas on the 
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grocery side the balance scales are employed. The reason is 
founded on the psychology of the customer, because, according 
to the best writers, though the automatic scales are accurate as 
far as they can be, and are used" in connection with various 
commodities such as butter, cheese, etc., the old fashioned 
balance scales are preferred for loose products like sugar, tea, 
etc., both by the customers and the shop-keeper. The store 
room, of course, should, as a matter of policy, be kept out of 
view of the outside customer, though handy enough to enable 
the shops to be supplied with goods from time to time withont 
much inconvenience or loss of time. 

Counter Diaplay.-The furniture inside the shop should 
be so arranged as to give the greatest scope for what is called 
counter display. As we sball see later, in our chapter on 
Scientific advertising, window display is meant to attract 
attention of passers-by and to get people to come into the .shop. 
The counter display inside the shop is meant to effect sales. 
Thus the object'of the counter display is not only to maintain 
the interest awakened in the customer' who bas been attracted 
by the window into the shop, but also to enable the customer 
to see a large number of items out of which to select with the 
assistance of the inside salesman, who should be capable of 
giving efficient service in helping the customer to make his 
selection and close the· purchase. Not only that, bup the 
counter display, if properly carried out, is bound to attract the 
attention of the customer to other articles which were not 
displayed in the window, or did not catch his attention, and 
helps the salesman to induce the customer to make his second 
and third purchases. The display should be sueli that as soon 
as the customer enters the shop, it should give an impression 
of efficiency, cleanliness and orderliness. The show cases 
should be so placed as not to interfere with the customers' . 
movement, at the same time not to lose their display value. 
The chairs as well as the furniture should be in keeping with 
the class of goods sold by them in size and in quality. The 
chairs for use of the customers should be light and strong, so 
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that they can be moved about easily from one place to another 
for their use. Ventilation. during the warm season, and 
heating, during the cold season, should also be provided for 
for customers' comfort. The stock should be so arranged as to 
enable the salesman to pick out the articles required without 
the slightest waste of time. '),'he contents of the show room, 
as well as the counters, should be grouped suitably according 

. to the quality, type, shape, size or make, e.g., goods such as 
shirts, gloves, ties, collars should be so arranged as to be 
available immediately; and if they are kept in drawers they 
could be easily opened and withdrawn for the facility of the 
customers' inspection. 

Ligbting.-Lighting outside and inside the shop should 
also be arranged with great care. Outside lighting should be 
high enough to keep the window space clear ; and the number 
of lights will naturally depend· upon the length of the Shop 
front. It is said that a powerful strong light is better than a 
number of small lights. Coloured and illuminated lights may 
be used for advertising purposes at the exterior of the shop. 
It is said that, from modem standards, outside lights must be 
kept covered, so that they may be free from glare but at the 
same time the light may be soft, powerful and widespread. 
Sometimes flood lights are used to enable a distinctive feature 
of a building or an advertising sign or placard to be visible in 
a conspicuous manner . 

. The modem method of lighting the interior is through 
hidden lights, and the open bright lights of old fashioned shops 
are fast disappearing. Frequently lights are fixed in the floor 
and made to reflect through thick glasses in the ,flooring, as 
well as on the sides of the pillars and the walls, so that the 
natural day light arrangement may be the result. In some 
shops miniature flood lighting is also used with great effect. 
The same rule applies in connection with lights on the window. 

Marketing Pricel and "Cypher" SYltem.-1n all modern 
shops the prices are generally fixed, as against the old 
fashioned bargaining method: which saves time and assures 
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the customer that he gets the right article at the right price . 
. In case of bargaining, the customer is generally at a dis
advantage, as the shop-keeper knows exactly the cost and value 
of the article, while the customer not being an expert in the 
line, does not. These prices are marked, as far as 
the window is concerned, with tickets: and also, in case 
of counter displays, frequently tickets are used for marking 
the price. Besides this, prices are also marked sometimes 
On the goods themselves, in such a manner that .they may 
~ easily rubbed off when sold. In the case of tickets, etc., 
the prices are . openly marked in the usual curtency of the 
country; but there are shops which mark prices in "cypher", 
so that the salesman may easily know the price at which he 
has to sell and which he has to quote. The "cypher" may be 
indicated by certain letters of the alphabet as A to J indicating 
I to 10: or some other device may be used which is known to 
the salesman in the shops, but which is a secret to the outsider. 
In the case of jewellery· and articles of that character, even in 
European countries a certain amount of bargaining is allowed ; 
and here the cypher price indicates to the salesman the limit 
under which he cannot go. Many retailers make use of 
"cypher" to indicate to him the cost price of the article so that 
he can quote keeping a fair margin according to the custom of 
the concern, cash or credit. The cypher is also very useful 
in connection with clearance sales when the shop-keeper must 
know exactly what concession he can fairly give in connection 
with the reduced prices to be fixed for clearance purposes. 

Tied Shopl.-These are shops which !'ore working in 
connection with a manufacturer on 'condition that in return 
for certain assistance given by the latter, the former would 
exclusively or predominantly deal in· the goods manufactured 
by the latter. Thus, in the case of the breweries trade in 
England, the proprietors of these breweries erect buildings and' 
let them out as restaurants and hotels on condition that beer 
of their manufacture alone should be sold. The same is the 
case with large jewellery manufacturers who assist small retail 
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jewellers in various ways to set up a business, and in retum 
make a condition either to exclusively sell jewellery of their 
manufacture or to do so predominantly. 

MAn. ORDER BUSINESS. 

Mail order business is carried on both by department stores 
as well as retail shop-keepers and others. The object sought 
to be achieved is that of attracting customers by advertisements 
and circular letters, as well as literature sent t!rrough the po~t 
etc., and orders may be attracted from different parts of the 
country through the post, and the goods may be sent eithell 
through the parcel post or railway or similar convenient 
deliveries. The sales literature is regularly distributed to 
persons on what is called the "mailing list". This mailing list 
is carefully prepared, containing regular old customers as well 
as other addresses collected through local dealers, directories, 
advertisements, enquiries, etc. This mail order business is done 
not only with consumers or users of articles, but even large 
wholesalers and manufacturers deal on the mail order plan 
with dealers, and thus save the use of travelling salesman in a 
large way. There is a class of dealers who prefer to have the 
salesman call at their doors; but there is also a larger class 
who delights in sending out orders through the post and 
getting his delivery by rail or parcel post as the case may be. 
The largest quantity of tbis class of business is done with the 
consumers who may be situated in a locality where proper 
articles of proper quality at proper prices are unobtainable. 
This generally happens in the case of rural localities where 
the residents cannot obtain tbis type of goods at Ioca1 shops 
either at the same price or in the same quality. The one draw
back of the mail order purchase is that the goods are not open 
to inspection of the buyer before they are purchased, as in 
case of purchases made in a shop: and the customer thus runs 
the risk of receiving unsatisfactory goods. It is the experience 
of those in business that shopping goods are best suited for 
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mail order business, whereas bulky products, such as motor 
cars, etc., cannot be sold thus. Many dealers in, mail order 
inspire confidence in their customers by offering to refund the 
price of the goods, as well as the postage incurred in 
despatching same, if they are not found to be satisfactory. 
The mailing list which we have referred to above is continuously 
kept up-to-date by adding and deducting from it names as 
circumstances may require. This mailing list is considered so 
valuable by this type of business concerns that there are firms 
in America which keep these mailing lists in fire proof Vaults, 
and a copy of same is also kept in another part of the city under 
fire proof arrangement. Mail order business is done both on 
C.O.D., i.e., cash on delivery, or V.P.P., value payable post 
basis: but an amount of mail order is also done with approved 
customers on credit. Preferably with the sales literature which 
is sent out, order forms should be enclosed, so that while 
ordering, details as to the goods and methods of supply at the 
address may be clearly written, and unnecessary correspondence 
in that connection avoided. Where limited lines are sold, order 
forms should contain the names of the articles against which 
the customer has to state quantities and class of goods. 

HIRE PURCHASE TRADING. 

Principle. of Agreement.-The principle on which the 
hire purchase agreement is made in law, is that the purchaser 
who takes the article on hire has the option to pay a certain 
number of rents and after he pays the stipulated number of 
such rents he becomes the owner of the property. If, however, 
he stops paying any rent, he is at liberty to do SO returning> 
the property hired at any time he likes. Frequently an 
advance payment in larger amount is made and it is further. 
agreed that a certain number of other payments, called 'rents' on 
'hire', will be paid. The distinction between hire and purchase, 
and instalment selling is, that in case of instalment selling all 
the instalments must be paid, and the article purchased cannot 
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be returned because it is a purchase and not a hire. Being a 
purchase, the buyer becomes the proprietor of the article the 
moment he takes delivery of same, and may sell away the 
articles the same or the next day without being interfered with 
by the seller; whereas in case of hire purchase, the article 
being hired, the buyer does not become the owner of the said 
article until all the rents are paid as agreed: and hence he 
cannot sell the property, and if he does so he commits a 
criminal breach of trust, and the seller can recover the article 
from the sub-buyer. It is this protection to the seller which 
makes him sell in a large way on the hire purchase system 
in preference to the instalment system. 

Advantages and Drawbadcs of Hire Purchase Dealing. 
-The advantage of hire purchase dealing is that valuable 
articles such as furniture, motor-cars, pianos, machinery, 
radios; etc., are made available to the middle and lower middle 
class people on easy terms, and their sales considerably 
augmented, thereby profiting both the manufacturer and the 
dealer. The disadvantage, however, is that the buyer may go 
beyond his means in making too many engagements of this 
character and find himself unable to pay in the long run. 
The protection against this danger happens to be to take the 
first premium as the safest large payment, and thereafter, 
arrangement should be made to take small instalments. In 
such cases, the selling price has to be loaded with the cost of 
collection of these instalments for hire, as well as loss of interest 
on the capital locked up, as well as bad debts. 

In connection with the article suitable for ,hire pur
chase system it is said that it should be a durable article, and 
one which is easily resaleable as second-hand article,' in case of 
failure of the hirer to keep his contract. Of course the article 
should be of sufficiently high value to justify a hire purchase 
agreement. It is the usual custom with large trade dealers in hire 
purchase lines to take out a floating fire insurance policy cover
ing the whole of their stock in the hands of their customers under 
these agreements. The amount of these policies is increased 
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every time more goods are' sent out, and lowered as the agree
ments are paid off. On the death of the hirer the benefit of 
the hire purchase agreement goes to his heir provided he is 
able and willing to pay the instalments, otherwise the dealer 
has to take back the article. An insurance arrangement of a 
collective type is frequently made in this conn~on under 
which the insurance company pays the balance due by deceased 
hirers whose heirs are not able to fulfil the contract. 

The risk which the hire purchase trade runs is in 
connection with the landlord's distress warrant, which may be 
taken out by the landlord on the hirer for non-payment of rent: 
in which case the landlord gets the right to seize all the articles 
on the premises. and recover rent due to him by sale of the 
articles under distress irrespective of the fact as to whom the 
property belongs. The other danger is, that in case of insol
vency, the hirer is taken to be the reputed owner of all the 
property belonging to him in his shop or in his home on the 
footing of which his creditors have loaned him money': and 
hence, the official assignee in India, and trustee in bankruptcy 
in England, who take possession of these articles and sell and 
distribute the proceeds among his creditors because here the 
property happens to be what in law is called "under order and 
disposition" of the debtor. 

The goods thus kept in the shop or in the house of the 
hirer under the hire purchase arrangement 'are constantly under 
this danger in case the hirer becomes insolvent. 

Finance Corporations and Hire Pnrchase Trade.-In 
connection with hire purchase trade, it may be added that, as the 
dealers find it increasingly difficult to provide capital or finance 
with a view to carrying on hire purchase trade which has become 
normal on certain markets, finance corporations were founded 
to assist them in this connection. These finance corporations' 
buy up the hire purchase agreements from the dealers. either 
with their endorsements or without same, and undertake to 
collect the instalments themselves. on their own responsibility, 
charging certain percentage by way of their own profits on the 
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advance made. Of course when the dealer gives an endorse
ment, a much smaller margin is charged ; bnt where the com
pany buys the paper on its own responsibility, it retains B 

larger percentage on loaned amount towards its charge or 
profit, as a reserve against bad debts besides their trouble of 
collecting the instalments. Frequently this reserve is returned 
to the dealer when the finance company receives payment in 
full. There are various methods by which these dealings are 
done: but the principle involved happens to be one which we 
have enunciated above. The dealers are thus relieved of 
worry and expense of collecting the small instalments in the first 
case, and also of loss suffered against bad debts in the other, 
besides obtaining finance under both the cirCJlIllStances. 

TIlE ONE PRICE SHOP. 

The other form which the "stores" branch of trade has 
taken of late in Europe and America is working on the "One 
Price System". We are familiar with this type of trade done 
hy a certain class of hawkers in German and Japanese cheap 
assorted articles, but the idea of the opening of B number of 
shops under a permanent organization mainly to deal on these 
lines, does not seem to have occurred to any of our enterprising 
business men. Here, the ceIltral office selects a large number 
of useful articles, which it buys on wholesale lines from those 
manufacturers who specialise in the manufacture of the same. 
The price fixed per article is the popular price of 6~d. or a 
shilling per article. In India two to six annas is the usual basis, 
and in some cases higher. The location of shops is auanged by 
the central office after careful deliberation. The shops 'have to be 
located in those places where a large number of people con
gregate, such as a bazaar, or near some large store which 
advertises largely and draws a large number of people, or in an 
exhibition, public fair, etc. Every possible opportunity is 
taken of opening temporary shops where people are likely to 
congregate, and by display and posters, attempts are made to 
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draw customers in for purchase. The location of each of these 
shops is constantly altered on a well regulated plan worked 
from the central office, and for that purpose, shops temporarily 
vacant in prominent places are taken on short leases of a 
month or two and made the most of. As these shops appear 
to outsiders to be constantly closing and shortlived, the general 
public is under the impression that this c1ass of business is the 
least paying, the profit making possibilities being only known . 
to those having a working hand in them. None. the less, it is 
a well regulated business, substantial and permanent so far as 
the central depot goes, though the magic lantern slide arrauge
ment in connection with the shops may create a misleading 
impression on those who are ignorant as to the system at work. 
The more recent development is that of having a large number of 
permanent chain shops on one price basis under one organization. 
These shops appeal to the bargain making instinct, otherwise 
known as "something-for-nothing" instinct, of the human 
race: and the result is that a large number of people go in and 
huy things they never wanted or are likely to want. The 
managers in charge of the shops keep the central office 
informed about the daily sales and guide them as to the class 
of articles mostly in demand. A number of assistants are also 
employed to report on new locations, where temporary shops 
.can be leased, and as to the possibilities of the localities con
cerned. Before a new location is selected, all possible enquiries 
are made as to the number of people who frequent the locality, 
particularly that c1ass which is likely to be attracted to these 
shops. The managers are instructed to bank their daily 
takings, and are furnished with cash from the central office for 
their expenses on the imprest system, for which accounts are 
periodically furnished to the central office. In certain localities 
shops may be maintained on a permanent basis if experience. 
warrants the desirability of such a course being adopted. 

The Art of Selling.-We have already seen, while dealing 
with the question of wholesale business, how important it is to 

·select proper men to act as salesmen and travel1ing agents with 



u6 Business Organization 

a view to canvass orders and push forward sales of the articles 
dealt in by the business men. In retail-store business of the type 
we have dealt with above, whether on the general stores, or 
one price shop principle, a large number of assistants both 
male and female, are generally employed, to effect sales of 
articles in the various departments. The careful selection of 
these employees,and their proper training on scientific lines, 
has been engaging the anxious attention of store proprietors 
allover Europe and America, as it is being increasingly realised 
over that side of the world that proper salesmanship in a shop 
exercises potential in:fluence on the volume of trade done 
-through the medium of retail selling. Now-a-days these 
principles of scientific salesmanship are carefully taught in 
,schools and colleges, and the employer in Europe and America 
selects men who have had this necessary theoretical training. 
This saves much time and expense which used to be thrown 
away in old days under the old system. The young man or 
woman, fitted with a theoretical knowledge of the principles of 
salesmanship, does not take much time to learn practical work, 
and generally develops into a very successful salesman, or 
saleswoman, with the help of a little experience; provided, 
of course, they have the aptitude, energy and perseverence fOr 
their calling. Some enterprising firms who own large stores 
have introduced a system of training salesmen with the help 
of cinema films. Here all the various steps through which a 
sale in a corner of a retail shop has to pass, is exhibited and 
commented upon by the teacher in charge. The approach of 
a customer, his reception by the salesman concerned, exhibition 
of articles in proper form and style, recording of order, offer 
of further, articles, etc., are duly exhibited and eommented 
upon. This practical demonstration through films, in which 
the most experienced salesmen and women are made to act, 
is said to have resulted in a most perfect training of the young 
aspirant to the position concerned. The idea as to the value 
of courtesy, and good manners, is carefully inculcated and the 
value of pleasant expression and sincerity in statements made 
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to customers is brought to the notice of the young pupils. 
Besides this, the management keeps on issuing circulars from 
time to time, pointing out to the employees, defects, if any, 
found in the working of the stores, exhorting them to observe 
certain rules in connection with their duties with a view to 
bringing about· efficient results. A careful record of sales 
made, monthly or yearly by each employee, their habits as to 
regularity and punctuality, errors if any made, etc., helps the 
manager to reward the most deserving, thus keeping up a 
healthy spirit of rivalry between them, to the best advantage 
of the employee and the establishment concerned. If by any 
chance the sales employees of a large store could be taken to 
the factories where the articles are manufactured on a sort of 
educational visit, it would have a very beneficial effect. This 
is, of course, possible in Europe and America where large stores 
generally sell articles manufactured in their own country ; but 
in a country like India, where a large proportion of imperted 
articles are available for sale in such establishments, the only 
substitute would be a demonstration through the help of 
cinema films as to the processes of manufacture, failing which 
of course the old fashioned magic lantern slides may be 
resorted to. It is also found to be advantageous to hold a sort 
of periodical conference of these shop employees, if possible 
under the patronage and presence of the general manager, and 
suggestions should be invited, so that the manager may get an 
oppertunity of benefiting by the knowledge of those who come 
in daily practical touch with the reality of retail selling. 
Suggestions that appear to be useful should not only be 
adopted, but the person making it should be rewarded by 
promotion at the first opportunity. The salesman should, 
while serving a customer, not. only show the goods he is 
offering him for sale, but should also describe the goods in all 
their detail. Again, the most presentable form in which the 
goods of a particular type may be shown should be studied and 
followed. The idea is to create the' customer's interest in the' 
goods that he did not at first want, and then induce him to 
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buy. If the purchaser call for a particular type of article, his 
wishes should be carefully studied and complied with. In 
other words, the salesman should, as far as possible, follow the 
line of least resistance. In case of inquisitive customers 
making enquiries on the merit, or otherwise, of a particular 
article offered, the salesman should take care to be well-versed 
and ready to be able to answer all enquiries with a show of 
confidence and knowledge. In offering articles in addition to 
those which the customer wanted, the attitnde adopted by the 
salesman should be not that of anxiety to get rid of more stock, 
but that of ,a desire of an admiring servant to serve his master 
to the best of the latter's satisfaction. This method will prove 
most enchanting, and the chances are that extra sales will be 
successfu11y effected. 

Seuoaal A1teratioai.-Again, for 'the purpose of seeing 
that the employees in the shop or a large store carry out their 
duties actively, some sort of inspectfoa and supervision has to 
be arranged. The inspecting officer should see that articles in 
demand particularly during the seasons C9ncerned, are appro
priately kept in a prominent position, that each department 
keeps its goods properly arranged in a good and attractive 
condition and each salesman or saleswoman is present in their 
appointed places ready to serve customers. It is for him to 
decide whether, in a particular department a large number of 
~p'oyees are aecessary because of the over-work all through
out the year, or during a certain part of the year, and if so 
additional hands should be employed or transferred from other 
departments. A careful note is also taken of the variation in 
demand, as to the various articles from the point of view of 
the pattern, style, colour, or make up and immediate' steps are 
taken to get the store supplied with the right kind of stull. 



CHAPTER VI. 

PRACTICE OF FOREIGN TRADE. 

IMPORT TRADE. 

Ita Baaia and the Circ:umatancea which Make it N...,.,.....,.. 
-The import trade of India is largely made up of manu· 
factured articles because India happens to be a large 
agricultural country, aud it has, perforce, at present, to 
exchange its raw produce with manufactured articles which 
either it does not manufacture in this country at all, or which 
are not produced in sufficient quantity to answer. the demands 
of the people. A country generally pays for its imports by its 
exports, as well as its debts through its· exports, and thus 
India's exports can be either pay)D.ent for imports or for her 
debts, or interest due on them plus services rendered' to her 
by foreign nations, as shipping and carrying services, etc. 
These imports, in a few cases, are no doubt made directly ; 
but most of our imports are effected through the intermediary 
of middlemen or individual firms or agents, who have arrange
",ent in foreign countries for selecting the best quality in the 
best possible market with their expert knowledge, and are 
prepared to give, not only this service, but also various facilities 
in connection with favourable freight charges, insurance, etc. 

Numerous European and Indian concerns carry on what 
is popularly known as the "Indent Business", either ex
clusively, or as one of the branches of their trade. The object 
here aimed at, is to serve as middlemen between the bazaar 
buyers in India and the manufacturers in Europe or America. 
Lately Japan has also entered within the folds of this market, 

9 
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and indent firms are now largely dealing with that country 
also. The local indent firm secures orders from the local 
dealers for an article which is either of a well known brand, or 
on a sample which it. receives from its foreign agent, and 
iorwards the same to the latter' to be placed with the manufac
turer. If the indent is made out for a price quoted, or on a 
:firm offer received from the foreign agent, the contract is 

immediately closed ; if not, it serves as an offer from one side 
which has to be accepted by a formal confirmation from the 
other side. The' profit made by the middlemen concerned is 
supposed to be made up of a commission varying according to 

the natUre of the article indented. In the case of articles of 

well known brands the names of the makers, as well as the 
wholesale prices are "open", i.... known to all the dealers. 
Here, the percentage of commission arranged, forms the margin 

of profits for the middlemen; whereas, in other cases, parti
cularly in trades where, beyond a mark or stamp as to the 
country of origin there is nothing to indicate the name or 
address of the manufacturer, the middlemen generally succeed 
in reserving an extra margin of profit, i .•. , over and above 
their usual commission. At first sight this type of combi

nation appears to throw an undue burden on the dealer; but 
it is not so in practice. A large number of dealers in the 
East are not conversant with the intricacies of foreign markets 
-in fact the bulk of theDl are incapable of carrying on direct 
correspondence-who find it difficult, if not impossible, to 
replenish their stock without the assistance of indent fir,ms. 

A good many of them find it impossible to arrange for a 

direct credit with the local or foreign bankers with regard to 

their imports. The presence of the foreign agent of the indent 

firm on the spot ensures the shipment of the proper article 
after selection, thus avoiding unnecessary delay and incon

venience. In case. of claims as to breakage, inferiority, 
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indifferent packing, etc., they are in a position to lay their 
case before the manufacturer with greater effect through the 
assistance of the influential foreign agent on the spot. An 
energetic and influential agent in the country of origin keeps 
the dealer, through the medium of the local indent :finII, closely 
in touch with innovations in the line, thus helping him to 
take immediate advantage of a cheaper article newly placed 
ou the market. The foreign agent having acquired a special 
knowledge and experience as to the requirements of the Eastern 
Market, is in a position to lay his views before the manufac
turers personally, as to the varying requirements of his clients. 
The foreign agent is also in a position to secure the most 
favourable terms for his clients as to freight and insurance, 
as he generally contracts in a large way with shipping and 
insurance companies on behalf of his numerous clients. There 
are also instances where the indenting firms hold sole agencies 
for certain brands and the dealer can secure these" articles only 
through the medium of these monopoly holders. 

Confirmalory Indenl.-Frequently the terms on which 
the indents are sent are not acceptable or possible of being 
pushed through at the other end, thus a counter ofter is sent 
to the indenter which may happen more than once and nlti
mately a final offer may be accepted, in which case a documeut 
is forwarded which is called "confirmatory indent" by the 
importing merchant through the indent office to the export 
agent in the foreign country. 

The Form of LTdenl.-The indent :6im employs a 
number of salesmen who are in close touch with the local 
dealers and report to the manufac!:urer from time to· time 
as to the requirements of the market and the credit and 
standing of individual dealers. When they secure an order or 
indent either on a sample they have interested a dealer in, or 
in some known article, they get the same from them on a 
printed form of their "finn which embraces clauses and 
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conditions of the contract. The form given below indicates 
the usual terms on which indents are taken in practice:-

Cowtlsj' ~.,othe,.s & Co., 
Merchants & Commission 

Agents, BOMBAY. 

On account of ............................................ . 

To Mes9I'S. CO'W4SJi Brothers 6" Co., 

BOMBAY. 

Dear Sirs, 

Indent No. 1558. 
Code Cypher-C.labIlSJo, 
Bombay, 51" J"ly, 1939. 

I/We hereby authorise you to buy or instruct yoar Agents 
to buy for my / oar account and risk the whole or any part of 
the following goods on the terms and conditions as named below 
and we agree to pay you a buying commission of t""Be per 
cent for your service. 

X/We hereby agree to take delivery of the goods on arrival 
direct from the Steamer and to pay all duties and charges 
incidental thereon and authorise you or your Agents to draw 
in sterling upon me/us for the total amount of the Invoice in a 
Bill or Bills of Exchange at London. 

If the bill or bills be drawn in sterling X/We agree to pay 
interest on the amount thereof at sa per cent from. the date 
of the relative Invoice to the estimated date of arrival of 
remittance in London and farther bind myself I ourselves to accept 
sach bill or bills on presentation without any pretext, excuse 
or objection whatever and pay the same at maturity. No interest 
is to be allowed to me/us on part-payment of such bill or bills. 
Sbould X/We fail to accept or to pay at maturity such bill or bills 
I/We hereby authorise you as well as the holders of the bills 
to dispose of the docllDlents or goods either by Private Sale 
or Public Auction on my/our account .mit ri~. and I/We hereby 
bind myself/ourselves to make good any loss arising from such 
sale and all Sale Hxpenses and in addition to a commission of 
S per cent for yourselves on the gross sale price waiving aU 
claims to auy advantage thereon and I/We "agree to accept your 
Account Sales 8S correct and consent to the same being used 
by you or your Agents in any Court or Courts against me / us 
without farther proof. 

Provided always that X/We hereby agree that in spite of 
anything that may be written on this Contract or elsewhere to the 
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contrary, you have the absolute right to remae to give melus 
possession of the &!lipping Documents relating to this order or 
the goods until I/We have paid for the same as well as for all 
outstandings. 

Should the goods for any reason be shipping in more than 
one shipment or for any reason a part or parts thereof be can
celled or left out I/We shall make no objection to take them just 
as they may be shipped. 

ID. case of any dispute, you or your Agents -are to have the 
option of ta) cance11ing this order, or of (h) submitting the 
matter in dispute to two Merchants or their Assistants or the 
Referee appointed by them or of (c) submitting the matter to 
the Bombay Chamber of Commerce or the Indian Merchants' 
Chamber for arbitration under such rules as may at the time be 
in force, an4 I/We agree that the decision so arrived at 8ha11 
be final and binding upon me/us. 

by claims or disputes whatsoever with respect to this order 
with regard to damage, shipment, deviation from samples, 
inferiority of quality or any other objections whatsoever are to 
be made in writing stating full particulars of complaint and the 
necessary arbitration fees deposited by me/uB with you within 
10 days from arrival of the vessel, after ·which time all respon
sibility is to be on my lour account and no claim will be made 
by me/us after the aforesaid period of 10 days and if I/We 
make it, it shal1 not be valid. 

Wben goods are order~ from specified Manufacturers or 
Manofacturers' Agents I/We agree to take all risks connected 
with outturn both as to .quality, delivery and in every other 
respect. 

Any deviation from time limit not ,exceeding 15 days is not 
to be considered a breach of Contract. All goods which have 
been delivered up to time at Port of Shipment, shall be accepted 
as actually shipped within· the limit of time stipulated and 
whatever your supplier writes in respect to this point is to be 
accepted as conclusive. 

In the event of fire. or strikes among workmen, or of any 
-vis tnIljor, or of the failure of your supplier to deliver through 
Bankruptcy or any other reason, you or your Agents are to have 
the option of cancelling this order J and in DO caee shall any 
action be taken against you or your Agents for loss of profit or 
otherwise owing to late shipment, non-shipment or non...mval of 
the good •• 
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All risk of damage to oilman atores or any other goods of a 
periohohle Dature are to be borne by me/u_ 

Goods to be insured F.P.A. unless otherwise stated. I/We 
bear any 1068 which may arise in consequence of goods insured 
F.P.A. arriving late, water dsmaged, ote. AJly war risk . premium 
which msy be incurred, to be in all cases psyable by me/us. 

You or your Agents are not responsible for any leakage: or 
breakage of any sort. 

COntents and terms of this CODtract faliy read out and 
explained by me. 

Sci. Sorabfl HlrfI, 

Saleml4f1.. 

50 Pi" .. of SUl>erior LI ..... SlHrti .. g .t 8j4'cI. 
F. O. B. "'A.II.I quality. Eac1l piece to contain 

120 :Yell. SIIII>",."t be/or. I'" efIcI 0/ ..... , 
""",til D. P. Droit ., til". """,til" Sight. 

(Sci.) I-t.ryl Sui........ ~ Co. 

The Documental'}' BiII •. - 'rhe above form duly filled in 
and signed is presented to the manager who gets the same 
properly filed and forwards a copy to the foreign agent in the 
country where the articles are manufactured. 'rhe foreign 
agent makes the purchase and looks to its packing and ship
ment in due course. 'rhe manufacturer's invoice, in case the 
manufacturer is disclosed, or the agent's own invoice is then 
prepared including charges by way of freight, insurance, 
packing and commission. A bill of exchange is then drawn 
out on the desler for the full invoice a!llount according to 
instructions from the indentors, to which the shipping docu
ments, 'Viz., the bills of lading, the insuJ:ance policy and the 
invoice are attached. 'this bill is then ~own as the docu
mentary bill. 'rhe usual practice is to draw at 30· or 60 days' 
sight at the current bank rate of interest. 'rhis complete 
documentary bill is then handed by the foreign agent to his 
banker having a branch ofIice or agency in the indenting 
country, against which the hanker makes an immediate 
advance to the foreign agent, his remuneration being the 
interest which is to accrue and the profits on the exchange 
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when the amount is remitted from the other side. The draft 
of the documentary bill takes the following form:":'" 

B 
LoNDON, IStll AlIgIIsl, 1939. 

Sla ~GB roll £222-15-0; 
mp. Thirty days after sight of this Pirst of Exchange 

(Second and Third of the same tenor and date being 
unpaid) pay to the order of Messf'S. Co:r; &' Co., the sum of 
Two " .... dred ... d twe .. l"..two ;ounds and fiftee .. s"illi .. gs sterling 
with interest at six per cent. per annum added thereto from date 
hereof to approJrimate due date of arrival of the remittance in 
London. Payable at the current drawing rate for sight drafts 
of the above Bank on London. Value received. 

To 

Messrs. later}' Su'eman C!1' Co., 

In Case of Need apply to:-
Messrs. Cowasji Bros. CO~, (Sd.) J. Lyon 6- Cd., 

Bomb.y. 

The indent agents receive a direct intimation as to the 
shipment from the foreign agent which they in their turn 
communicate to the dealer concerned in a form similar to the 
one appended here. These forms are generally printed with 
space for the details left blank to be filled in on each occasion. 

Prom-COWASJI BROTHERS & CO., 
BOMBAY. 

Bombay, 20t" August, 1939. 

To 

Msssas. l.ferji S .. lem ... 6' Co. 

DEAR SIllS, 

We have the pleasure to inform you that our Agents in 

London have reported by the Te1~am of 16th. Instant concerning 
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your esteemed order as follows. which we communicate to yon 
without engagement of ""1 kind:-

Indent No. 

/las 

Article. 

so PI.ces 0' Superlof" 
Linen Shirting. 

N. B.-AII telegraphic reporis } 
are subject to fu,rtlur COfI.oo 

firmatJon by receipt 0' 
mall leiter. 

Remarks. 

Shipped per s. s. 
URa;;ut." 

We are, Dear Sirs, 
Yours faithfully, 

(Sd.)C01IJasjl Bros. & Co. 

When the documentary draft is received by the local bank 
it presents the same to the dealer for acceptance and if the 
same is a, D I A draft, i.B., documents against acceptance, the 
bank hands over the attached shipping documents to the 
dealer on such acceptance and the accepted bill is retained by 
the banker till the due date of payment. If, on the other 
hand, the bill is drawn as a DIP draft, i .•. , documents against 
payment, the documents are not handed over on acceptance 
as" in the former case, but are ~etained till the due date of 
payinent and on payment either on the due date, or even before 
that, the discharged bill is handed to the payee duly cancelled. 
The foreign comllliMion agent while drawing a bill takes his 
instructions from the indent agent as to whether the same has 
to be made a D I A or DIP bill. If on the other hand the dealer 
fails to accept the bill, or accepts the samvand fails to meet 
it on the due date, the banker presents the same to the indent 
agent who is generally named on the bill as a "Case in Need". 
This "Case in Need" then accepts the same for the "honour 
of the drawer" and attempts to settle with the dealer any 
dispute or" c1ainl he may have set up. If he succeeds, the bill 
is paid on maturity by the dealer, if not, the indent agent 
pays the same and proceeds with his remedies at law against 
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the dealer. Where disputes arise as to da!nage through 
indifferent packing, etc., the same are settled through the 
medium of surveyors appointed by mutual arrangement. 
between the iudent agent and the dealer as per terms of the 
indent. It may be added that these foreign bills are drawn in 
sets of two or three, each bill of the set being known as a 
"via", on the settlement of anyone of which the others stand 
discharged. 

It may happen, as we have already noticed, that. the 
dealer, when a price is quoted by the sale51llan, may wish to 
give a counter offer on the basis of a price which suits him, 
which is taken down, subject to approval and acceptance by 
the foreign agent, on the same indent form. The foreign 
agent on receipt of the same may either accept or reject it or 
send a counter offer himself. This might ultimately result in 
the business being put through at some price suitable to both 
the parties. 

Packing, Freight and Marking.-The indent agent should 
keep hi1nse1f informed about the various rates with regard to 
freight and shipment by different routes, in order to be able 
to guide the dealer as to the most advantageous route to be 
taken by his ship, considering the location and conditions of 
transit prevailing in the country of origin. .For this purpose 
the various denominations as to packing ought to be carefully 
studied with a view to· securing economy in the total rate of 
freight charged. With regard to packing, he should take care 
to instruct the f~reign commission agent as to the most suitable 
form of packing from the point of view of the local market; 
of course never losing sight of the actual natUre of the article 
which is to 12e packed. In this connection his past experience 
with regard to the class of goods imported will be the best 
guide. If the goods ordered are of a type which are likely to 
be affected by weather or sea water, they may be ordered td 

bt, packed in tin-lined cases. If freight is payable on the cubic 
feet basis, all possible care should be taken to see that th~ 
goods are packed in boxes of as small a size as possible, as all 
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unnecessary space taken up by a larger box has to be paicl 
for by way of additional freight. It may be mentioned that 
there are firms who make a speciality of undertaking packing, 
and are experts in that line, who are usually engaged in these 
cases. All instructions given in the indent in connection with: 
packing have to be strictly observed, and the requirements of 
the custo;ms authorities concerned have to be carefully 
followed. In case of countries where the transit methods are 
not up-t<>-date, i.e., the distance has to be covered on mules 
or by human labour, etc., the packing must not be too bulky. 
In a case where freight is charged on measurement, the 
maxi)num quantity of goods is to be packed consistent with 
safety, so that the minimum freight may be paid and economy 
effected in that direction. 

CUSTOMS. 

It would be quite appropriate to consider here the 
formalities required in connection with Customs in case of 
goods imported as well as exported fr()Jll India. Customs is a 
term applied to a tax imposed on commodities imported or 
exported, as distinguished from Excise, which is a tax 
imposed on goods manufactured in the country itself. In 
India this tax is regulated by a Special Act known as Sea 
Customs Act of 1878, which has been amended from time to 
time up to X924. In England the law -is embodied now in 
the _Customs Consolidation and subsequent Acts dealing with 
particular commodities.· 

The Customs is divided into DepartJUents the most 
important of them being:-

(x) The Import Department; 
(2) Export Department; 
(s) Appraisement Department where 0 cases of wines, 

spirits, chemicals, etc., are ex8!Uined bY special 
appraisers to find out their strength. etc., with a 
view to arrive at the scale at which the duty may 
be levied ; and 

(4) Preventive Department. 
Bill of Entry .-On the importation into or exportation 

from any Customs port of any goods. whether liable to duty 
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or not, the owner has to prepare a statement on Form supplied 
by the Customs Authorities known as "Bill of Entry", in which 
he is expected to state the real value, quantity and description 
of such goods, to the best of his knowledge and helief. The 
Custo1IlS Authorities have the power to require from such 
owner or any other person who may he in possession to call 
for the production of Invoice, Broker's Note, Policy of. 
Insurance and other documents in order to enable them to 
ascertain the real value of the goods, as well as the quantity 
and description. If the importer has all the particulars with 
regard to value, quantity and description of the goods, then he 
enters them in the Bill of Entry Form. These Bills of Entry 
Forms are divided into three classes, lIiz., (x) Entry for Free 
Goods, (2) Entry for Home Use or as it is called in India 
"Entry for Consumption", and (3) Entry for Bond. In India 
all these entries are lIlade on one Form, the free goods heing 
marked "Free" on the Entry itself and the relevant columns 
left blank as we shall see later. 

Ship'. Report.-In every port, as soon as a Shm enters 
from a foreign port, the Master is required to deliver a report 
at the Port within 24 hours of its arrival. This is called the 
Ship's Report. The Report has to he made on forms pres
cribed, giving particulars as to the name of the ship, form of 
entry, nationality, Master, port, whence it came, numhet ot 
crew and the nationality to which they belong, ",arks on goods, 
the description of the goods, whether he intends to land them 
all at the same port or some goods are to he carried to some 
other port. He has also to furnish an account of all stores in 
his possession, or that of his crew, which are liable to duty. 

Detaib of the Bill of Entry.-The importer has to pre
pare Bills of Entry on the Forms given or furnished by the 
Customs Authorities in triplicate, generally these are in 
different inks, one in black to he retained by the Customs 
Department, the other in dark blue to he retained by the Port 
Trust or Port Depa$ent and another in violet to he handed 
over to the exporter. In the case of goods which are heing 
removed for home consumption the Bill of Entry will be 
al'COrding to the Form given on pages X40 and X4X. 



Business Organization 

BILL OF ENTRY 

Vessel General Master or Agent Colours Manifest No. 

SS 

Packages Details of good. to 

Quantity 

Number and Mark. & 
Description Numbers Description 

Unit Amount 

Total No. of Package. [In wordsl ______ ---__ 

Inde>: No. of 19 

COURT FEE STAMP 

Fo, US~ ill Ctuh 
Deta_In' 

G.M. Clerk. 

ORDERS 
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FOR CONSUMPTION. 
Dalal No. Signature 

Port of Shipment Country whence Importer'S} 
Consigned Name --------

AddresA'--_____ _ 

be given Separately for each Class or Description 

Real value 88 Value OD which duty defined ill the Sea is assessed Dnty 
Customs Act 

Rate 
Rate Amount Amount Rate Amount 

Tariff Ad Val 

Rs. Re. Ra. A. 

Total Value Rupeea' __________________ _ 

Total Duty Rup ••• 

I. This Bill of Enby i. present.d subiect to th. Frio< to Enby rul ••• 
2. For th. purpose of Sec. 37 of the S. C. A. it i. ""I"'"8sly a_d that 

it shall be deemed to be delivered on the date when the order for 
inward .nby is p .... d and the Bill of Entry shall in fact be .0 
deemed to be delivered. . 

3. I/W. hereby declare th. particulars given above to be tru •• 
4. I/We hereby declare that I am/We are unabl. from want of fuU 

informati011 to state the real value Bnd contents of the packages 
above marked and pray that they may be opened and examined 
in the presence of an Officer of Customs. . 

5. It is hereby declared that the acceptance of a deposit of duty 
calculated on the declared value and description of the goods. 
specified in the Bill of Entry before exammation and assess
ment shall not be deemed to imply acceptance by Government 
of such declared value and description or to affect right of 
Government under Sections 31 & 32 of the Sea Customs Act 

d:C~~d ~~~~i=! r~=::.t shall have finally accepted each 

[This d.ciaratiun to be struck out if not required.] 

..... ~~~~.': .. 19 } Signature of Import.r or hi. Authoris.d Agent. 
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If they are free goods they will be marked "free" after 
examination by the Customs Authorities and allowed to be 
cleared without payment of duty. This entry will be known 
as "entry for free goods". 

In case of dutiable goods however, the various duties have 
to be paid according to regulations. The regulations of all 
Customs Authorities are based on the jIllUIner in which the 
duty is to be levied on particular groups of commodities. 
There is what is known as (x) SPKCIPIC DuTY on the footing 
of so many rupees per Indian maupd, or (2) TARIFF DuTY or. 
Fix.d Value. Duty. This is charged in the case of certain 
laid down commodities according to the list, on the footing of 
values per pound which are laid down or tariffed by the 
Customs Authorities themselves irrespective of what their 

. market value would be at the time. On this value the duty is 
cllarged ad .. alo .. m on the footing of percentage, and (3) Ruling 
Local Market Value footing; in this case the percentage is 
calculated on the ruling market price of the commodity which 
is being imported ; . (4) There are other caSes where the duty 
is levied on the basis of invoice value instead of on Tarilf or 
Market Value. This is generally done where the current 
market value is not available to serve the purpose of assessment. 
On this duty being calculated and fixed, in every case the 
importer either pays same in cash, or, as is done in good JIllUly 
.cases, money is deposited beforehand by the importer, the 
amount of duty is debited to his account and recovered from 
his deposit. The importer is then permitted to remove the 
goods from the docks. In connection with the cases where duty 
is to be charged according to the ruling uuqket rate, the date 
which is material is the date on which the General Manifest 
is noted in the Import Department which, according to regula
tions, is considered to be the date on which the Bill of Entry 
was presented. 
. Bill of Sight.-In case the owner or importer is not able 
accurately to mention the commodities he is importing in a hill 
.of entry, owing to his information in connection with same as 
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received from the exporter being insufficient, he has to make 
.. declaration to that effe!'1:, and the Customs Authorities would 
1n that case permit him to open and examine the goods in cases, 
-or packages, or bundles, as the case may be, in the presence 
-of their officials, in order to enable him to make the entry. 
-rhe declaration is made on a form known as Bill of Sight, in 
which is given all information which happens to be in possession 
of the importer and dec1ares his inability to furnish same with
out sighting or inspecting the goods; The bill will then be 
-passed over to the OfIicer-in-charge of the, dock or wharf 
where the goods are lying, and the importer will then ·be per
mitted to make or complete or perfecf his entry. 

Bonded Wareboule .. -Where, however, the importer dOes 
lIot wish to take away the goods either because they are not 
wanted immediately by him, or because he wants to be saved 
the amount of duty being locked up, or because he wants to 
re-export them, he has to prepare an Entry for ,Warehouse or 
Entry for Bond. Here in Bombay, the Port Trust Authorities 
l1ndertake to store the goods in their· warehouses on payment 
of specified charges, and the importer removes the goods from 
Port Trust WarehoUses when he may require. If, however, the 
goods are dutiable, and particularly in the case of those carry
ing heavy duty, such as wines, spirits, tobacco, etc., the im
porter applies to the Customs Authorities to remove his goods 
to their Bonded WarehoUses without his being required to pay 

. the duty. Special Forms for Entry for Bond have to be filled 
in for the purpose according to the specimen given on
pages I44 and I4S. 
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BlLLOF ENTRY 
'to be Warehoused at 

Vesaela General Master 01' Agent Colours Manifest No. 

8S 

Packages Details of goode to 

Quantity 

Number and Marko & 
Description Nnmbers Description 

Unit Amount 

.. 
Total No. of Package. [in wordsJ-----------

G. M. Clerk. 

IndosNo of 19 To bow",. lown on ORDERS 
O~ b'/twB. 

COUR't FEE STAMP. 

Aasistant Collector 
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FOR BOND. 
Bond No. of Dalal No. 

C h importer's} ______ _ 
Port of Shipment O~=li;'edl1ce Name 

Addresal ______ ~. 

be given Separately for each Class or Description 

Real value as Value OD which duty Duty defilled ill the See is assessed Customs Act 

Rate 
Jlate Amount Amount Rate AmOllllt 

TsrilF Ad Val 

11. .. 1I.s. lls. A.. 

Total Value 1I.Upeesl_-,... _____ ~---------~ 

Total Duty 1I.upees 

I. This Bill of entry is presented subject 10 the Prior 10 lIntry rul ... 
2. : For the purpose of Sec. ~ of the S. C. A. it is expreaaly agreed 
. that it shan be deemed 10 be delivered on the date when the 

order for inward entry is passed and the Bill of lIntry ahs11 in 
fact be 80 deemed 10 be deUvered. 

3. I/We hereby declare the particulara given above 10 be true • 
•. I/We also apply for leave 10 deposit the goods mentioned here in the 

wUehouse being :::..~a ':!:::. .~::: under the Sea Customs . 
Act. 

Bombay 
.................. 19 

} Signature of Importer or his Authorised Agent. 

10 
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Nol. :-Above Fonn is printed in India on Yellow Paper 
and is also known as a YlII.tow BILl. 01' ENTRY. 

This system of Bonded Warehouses is naturally a great 
convenience to the importer of heavily dutiable articles and 
the Indian Customs Authorities under special regulations even 
permit large importers on their special request to keep their 
own warehouses under the Customs Bond, for which a special 
license has to be applied for and obtained. The warehouse 
will then be known as a Private Bonded Warehouse, in which 
dutiable goods belonging to the importer concerned are 
ordered to .be kept without payment of import duty until they 
are taken out for actual use or consumption. The ware
houses have to be built and maintained according to the speci· 
fications laid down by regulations and are, no doubt, kept 
under observation of the Customs Department. When these 
goods are wanted they can be removed from the bonded ware
houses of the Customs on payment of the relevant duty and 
the warehousing charges. Where public instead of private 
warehouses' are used the Authorities who receive these goods 
in their warehouse, hand over a warrant or receipt for these 
goods, which in England are known as Dock W",.,,,,,ts and 
can be transferred on the sale of the goods to buyers, who 
thereby get the right to obtain the goods on the same foot· 
ing-u the original owner, vi •• , the seller would have done. 

11 on the other hand the importer wishes to re-export the 
goods,. the procedure is that he has to prepare what ia known 
as a Shippi"g Bill, furnishing particulars of the goods, marks, 
numbers. etc., and the name of export ship and where she 
is lying. When this is passed by the Customs, the delivery 
note will be forwarded by them to the OfIicer-in-charge of the 
warehouse together with the shipping bill. When the officer 
furnishes the certificate that all the goods have been actna11y 
shipped for export the bond is cancelled. 



Ambal<Jl Vlr/lbMI 
KPP SHIPPING BILL FOR 

Dalal No. Signature., 
IDdi.a produce. Piece Good,. 

F oreicD produce to be re-exported. 

TRUE COpy OF CUSTOM SHIPPING BILL FOR BOMBAY PORT TRUST 

Bunder Port, Bombay, Exponer" • .I.'Iame a.oareS8 

Name of Vessel Masters or Agents I Coloun I 
Port at which goode to be 

discharged 

Packagee Details of goode to be given separately for each class or deacription Remarks 

Number Quantity Value Country of 
and ' Mark and Number Description final 

Description Unit Amount Rate Amount Destination 

lIlr -

Entered No. 19. LET EXPORT I/We hereby declare the particu1ara given ahove to he true. 

Bombay 19 • 

Assistant Collector of Cootomo. Signature of :8xporter or hi. Authorioeci Agent. 

~ 

I· 
~ 

~ 
" ~. 

"'l 
Ol 
Ii' 

.. 
~ 
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Export Duty.-Most of the exported commodities in 
lndi!t are free of duty, with the exception of a small number 
of articles on which an export duty is levied. The export duty 
here is generally charged on the nett weight, and the goods 
are shipped without delay after examination. Here also a 
shipping bill has to be prepared. 

ExcUe Duty.-This is a duty (evied on goods or commo
dities which are produced within the country. This tax under 
the British Empire came into existence for the first time in 
1643 through the Long Parliament. The commodities on which 
it is generally levied are liquors or wines or spirits, salt, etc., 
manufactured within the country. The distilleries of these 
liquors and spirits are maintsined under the strict control of 
the Excise Department, who charge duty on any of these items 
on removal from the place where they are manufactured. 

Bountiel.-Bounties are grants given by the Government 
to encourage certsin industries with a view to enabling them 
to compete with the foreign articles either in the local or foreign 
markets. Of course, this payment is a burden on the local tax 
payer which is made with the predominant idea of encouraging 
new industries, during their infancy. 

The Drawback.-This is a repayment of duty which had 
been paid when goods were imported at the time they are being 
re-exported, or on goods on which excise duty has been charged 
locally and which are now being exported. 

Subaiclia.-These are payments made with a view to 
encouraging industries like the shipping industry with a view 
to increase speed or for the carriage of mails, etc. Bounties are 
granted with a view to encouraging industries, whereas in the 
<lase of Subsidies they are paid in the general interest of the 
nation. 

EXPORT TRADE. 

Export Merchaala.-The export merchants are large 
merchants who purchase goods locally in this country and 
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export them to foreign centres on their account and risk, in
structing their branch offices or agents to whom they consign 
these goods, to sell them at these centres on their behalf, These 
merchants also have a large amount of bllSiness as export com
mission agents, by agreeing to purchase locally the goods required 
by their foreign constituents, and despatching them according to 
instructions, charging a ~ commission for their services
pillS freight and other incidentals. In India most of this export 
business is in the hands of large European firms, because the 
financing of imports and exports happens to be at present 
the monopoly of exchange banks in this country which 
are all European banks. The Imperial Bank of India has of 
late introduced a department of foreign exchange banking and 
it is hoped that this may lead to expansion of Indian exchange 
banking in the near future. The internal financing, however, 
particu1arly of produce and raw materials which form the pre
dominant items of export from this country, is tortunately still 
in the hands of indigenous bankers and shroffs. They finance 
the crops from the point of produce to the point where they are 
brought to centres like Bombay, Calcutta and Madras, whence 
they are exported to foreign countries. 

uport Price QuotatiollS.-We have dealt with this in 
great detail in connection with the heading "Foreign Price 
Quotations" in Chapter m, which may be referred to. 

Buk Guarantees"'d Letters of Credit.-Mostly the 
export transactions are financed through banks, and the use of 
letters of credit and documentary bills is frequent. Thus the 
export merchant who is asked to enter into contract for the 
purchase of produce from Indian merchants, and to send same 
by shipments to the foreign country concerned, asks for a 
letter of credit through a banker in London or any other centre 
where the exports are to be sent. Here the foreign importer 
wishing to open such a credit, approaches a banker in his own 
country and requests him to give him a letter addressed to the 
Indian export merchant or agent from whom he expects ship
ments of goods on credit. The banker gives this letter on 
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obtaining proper securities, which letter is addressed to the 
Indian export merchant or agent, authorising him to make the 
shipment and to draw the bill of exchange on the banker accord
ing to the tenure, and up to the amount, mentioned in the 
letter of credit which the banker giving this letter agrees to 
accept and pay on due date, provided the said bills are drswn 
strictly in accordance with the ternt: and stipulstions covered 
by the letter of credit. The usual stipulstion in the said letter 
of credit is that the credit has to be made use of within the 
period stated in the letter: usually six months. 

If the banker undertakes to accept the bills drawn in 
accordance with such a letter without conditions, the document 
is called an "open" or "clean" letter of credit. If, on the 
other hand, the_ stipulstion is that the documents of title !o the 
goods covered by the bills drawn against shipment are to 
accompany the bills, the letter will be called a "documentary 
letter· of credit" . To take an illustration, supposing a 
merchant in London wishes -to import from India cotton or 
seed, he arranges with a London banker to. give him a letter 
of credit for a fixed sum, say 1,10,000, which is addressed to 
the merchant at the ~ther end where purchase is to be made, 
say in Bombay. in this letter the banker authorises the Bombay 
merchant to draw upon him drsfts at thirty or sixty days 
after sight, or at any other period agreed upon, to the extent 
of 1,10,000, against shipments of cotton or seed made by him ; 
and the London banker agrees to accept same and pay same 
when presented in due course in London. It may be mentioned 
that the London banker arranges this accommodation on behalf 
of his customer either on his personal credit, or on some security 
lodged with him. 

Revocable -aud Irrevocable Credits.-The credit thus' 
given to the seller or shipper on the other side, may be either 
"revocable" at the banker's pleasure before the shipment is 
made, or "irrevocable" or "confirmed", as it is called. When 
it is "confirmed", it is known as "confirmed banker's credit" 
and when once so confirmed to the beneficiary, i .•. , the person 
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in whose favour the credit has been granted, the credit cannot 
he revoked except with the consent of the beneficiary, 
as otherwise the bankers would be liable to damages. The idea 
'here is that the shipper in a foreign country wants his money 
paid to him in his own country against his goods which he is 
shipping outward. The merchant who imports, therefore, 
arranges with a first class banker in his own country, who is 
known in the country where the shipper is situated, with a view 
to lending his (banker's) credit to him through the medium 
of this document, relying on which the foreign shipper makes 
the shipment and draws the bill on the banker. Thereafter, 
the foreign shipper easily gets this bill discounted in his 
country, with his own bank, on the guarantee of the letter of 
credit he holds from the importer's banker, in which the latter 
undertakes to accept and pay the said bill. Thus the producer 
gets paid immediately against his shipment. When the said 
bill with shipping documents is received on the other side, 
the drawee banker accepts and pays same, his importing 
customer meanwhile having furnished him with funds, •. 8., 
before the due date. 

No. 650. 

To 

FORM OF A CLEAN LETTER OF CREDIT. 

The British National Bank, Ltd. 
London, dated 15th May, 1938. 

MBssas. PRElIlCBAND NATHU & Co .• BOMBAY. 

DBAIl Sms, 

You are hereby authorised to draw drafts upon this Bank 
at thirty <laya' sight to the extent in aU of ,/;10,000, say Tea 
Thousand pounds, and we hereby engage with the dtawera, 
indon..... and b..... /ida holders of all drafts drawn under and 
in compliance with the terms of this Credit, that the same ahall 
he duly aocepted payable in London, England, on presentation in 
order and that they ahaU he duly honoured on presentation in 
order at maturity. 
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This Credit will remain in force for six months from this 
date. The particulars of all drafts drawn against it must be 
indorsed on the back hereof. and the bills must specify that 
they are drawn under Credit No. 650. of the fifteenth day of 
May. 1938. 

We are, 
Yours faithfully, 

Por the British National Bank. Ltd. 
(Sa.) JOB" MAmus .... 

Manager. 

FORM 01' A DOCL'MBNTARY LETTBR OF CREDIT. 

No. 775. 
£15.000. 

To 

The British National Bank. Ltd .• 
London. dated 15th May. 1938. 

MESSRS. PREMCHAND NATHUCHAND & Co .• BOMBAY. 

D1IAIl SIRS. 
Yon are bereby authorised to draw drafts upon this bank at 

thirty days' sight to the extent in all of £15.000. say Fifteen 
Thousand pounds, or invoice coat. of goods to be shipped to 
Messrs. N. Green & Co •• of thia City. 

This Credit expires, unless previously cancelled, six months 
from date. All drsfts againat it mast be drawn and fully advised 
to ua before that date. accompanied by Invoice. Bills of Lading 
issued to the order of the shipper 8lId indorsed in bi8llk. and 
Marine Insurance Policies. 

Particulars of all drafts drawn under this Credit must be 
indorsed on hock hereof. and the billa maat specify that they 
are drawn under Credit No. 775. dated 15th May. 1938. 

We hereby engage with the drawers, indorsers, and bona ficU 
holders of drafts under and in compliance with the terms of 
this Credit, that against surrender to this l!ank of the above
mentioned documents in order, the said drafts shall be daly 
accepted payable in Itondon, England, on presentation iIJ order j 
alld that they ohall be duly honoured on presentation in order at 
maturity. 

We are, 
Yours faithfully. 

Por the Britioh National Bank. Ltd. 
(Sa.) JOB" MArBllSBlf. 

MlIfI4gM. 
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Revolving Credits.-In case of firms doing oversea trade 
all the year round in certain commodities, a system, of credit, 
accompanied by a provision for its repetition, is opened, which 
is commonly known among merchants and bankers as "revolv
ing credit". As an illustration, supposing that a credit 1)'as 
opened between two firms, one in England and the other in 
India, by which the Indian firm is to ship goods and draw 
bills against these goods on the English Bank, which the latter 
undertakes to accept and pay under what is called a revolving 
and confirmed letter of credit for a fixed period. We may 
further, for the purpose of our illustration, suppose that the 
credit is for Rs. 50,000. The Indian firm makes its first ship.. 
ment for the value of Rs. 10,000, which leaves a balance in 
credit of Rs. 40,000. As soon as the bill drawn against this 
first shipment of Rs. 10,000 is accepted and paid for in England, 
the credit again shifts hack to the original :figure of 
Rs. 50,000 and;;" on, until the period provided fqr in the letter 
expires. Thus, what actually occurs in practice is that the 
clearance of one shipment virtually makes room for another of 
the same value, without fresh instructions being necessary; and 
this is the object sought to be achieved by this system of deal
ing. Much, of course, would depend on the construction of the 
letter in which the revolving credit is arranged on the question 
whether the fresh bills were to be drawn after the others fall 
due, or after they were actually paid for and settled. U. 
B .. rjorji & Co. v. r .. I ....... tional Banking Corporetio .. , (1925), 
27 Bom. L.R. 27). 

Trult Lellerl or Trust Receiptl_-The usual practice of 
bankers in connection with imported goods on which they have 
advanced money by accepting or discounting documentary bills 
drawn against these shipments, is to arrange with warehouse
keepers to receive the goods, and keep them in the name of the 
banker, until such time as the customer on whose account the 
advance was made, pays the money. Some bankers do a large 
business of advances on shipments of this character, and main
tain their own warehouses. There are cases, however, where 
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for practical reasons, the customer has to be entrusted with the 
goods with a view to enable him to sell, or dispose them off, 
and out of the proceeds to pay the banker his advance, interest 
and charges. This is, of course, done only in the C8SE\ of 
approved customers in whose integrity the banker has complete 
confidence, after taking sufficient care to see that their money 
is secure. With this view, they get a document executed by 
the customer, commonly known as the "trust letter", in which 
the importing customer acknowledges receipt of the shipping 
documents concerned and undertakes to hold the goods repre
sented by them, or the proceeds thereof, in trust for and as 
trustee of the banker. These trust letters, or receipts, as they 
are sometimes called, embrace stipulations. by which the 
customer agrees to consult the banker at the time of the sale, 
as well as to apply the proceeds of the goods in the manner 
stipulated by the latter. The said letter also contains the usual 
stipulation on the part of the customer, to keep the said goods 
fully insured, and also to keep both the goods, as well as the 
money realised by their sale, distinct and separate. According 
to some writers, what actually occurs here is that the customer 
practically hypothecates the proceeds of the sale in aischarge of 
the lien. 

FORM OF A TRUST LBTTBR • 

........................... 19 

I/We hereby acknowledge having received from you for your 
account th.e Dlldermentioned documents, viz .............................. . 

and in consideration thereof I/We hereby nndertake to receive 
the goods therein apecified and to hold the aame rnd the 
proceeds thereof, in trust on your beha1f with authority to aen 
the gooda for your account but not to make any other disposition 
whatsoever of the said goods, or any part thereof, and in ..... 
of any contemplated aale otherwise than 

for cash. or 
on the usual trade terms, 111... cash in ........................ daya after 
delivery I/We agree to advise you to obtain your COIIIIout in 
writing to euch sale. 



Practice of Foreign Trade 

I/We further udortake to hand you the proceeds of all sal .. 
88 soon as received to be applied against. ................................ . 

and for the payment of any other indebtectn .. s (whether certain 
Or contingent) of mine/ours to you. 

I/We agree to keep the said goods insured to their full 
value: against fire and other risks you may deem desirable, and 
to hand you the evidence of euch insurance, the sum insured 
to be payable, in the event of loss to you, and in case such 
~urance is not arranged to your satisfaction, you are hereby 
authorised to effect insurance, the cost of which I/We engage 
to pay. 

I/We further agree to keep said goods stored to your 
satisfaction, and if requ .. ted by yon to remove them at my / our 
expense to any other place of storage indicated by you. 

It is understood, however, that you are not to be held 
responsible for the suitability and sufficiency or otherwise of 
storage or insurance, and that aU charges and -- expenses in 
connection with BUch goods are for -my I our accounts. 

I/We further agree to keep this transaction separate from 
any other. and to grant you the sole and absolute lien on the 
goods uti! you have received fall payment plus chorg .. 
including your commission at ..••.•••..•. per ceot, and interest at 
the rate- of ••••• _ ••••• per .... t, ahove Bank Rate, minimum churge 
5 per cent per 8DIlum, and you are authorised, if you shall think 
fit ao to do, to apply for and receive direct from the huyers the 
proceeds of any sale, and I/We agree that 88 against me/us 
your receipt shall be a sufficient dischurge. 

I/We further agree that no failure or omission on my/our 
part fully to carry out any of the provisions Of this or any 
limilar agreement ahaU be deemed a waiver by.you of any of 
yoar rights or remedies under any of such agreements unless 
such waiver shall be in writing endorsed hereon and duly signed 
by you. 

It is further agreed that JOD may, at any time, cancel this 
trust and take possession of the asid goods, or of any of the 
proceeds of ouch good. wherever the said goods or proceed. 
may be found, and that the trust agreement is without prejudice 
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to any of your rights or remedies for the recovery of the ultimate 
balance on any acCoDDt between us. 

Sign.d .......•....•........ EtamP 
6d. 

Bill. of Lading.-A Bill of Lading is a document of title 
to the goods which are shipped from one port to another. 
In the case of a chartered ship, the contract of affreightment 
or hire is embodied in the charterparty, and therefore the 
Bill of Lading is a simple acknowledgment or receipt of the 
goods. In the case. of a general ship where there is no charter
party, the hill of lading, besides being an acknowledgment of 
the goods, contains a contract of carriage; that is, the terms 
and conditions under which the shipping company concerned 
agrees to carry the goods to their destination. The usna1 
practice is that when the goods are delivered on board. a receipt 
is issued known as the "Mate's' Receipt". This is a sort of 
provisional receipt given by the mate or the chief officer which 
is thereafter exchanged for a regular bill of lading in proper 
form. Each shipping company has its own form which is filled 
in and handed over generally in a set of three. The idea of 
giving it in a set is to enable the shipper to send each of the 
first two copies through two dilferent routes for safety and that 
the third may be kept by the shipper fur record. The goods 
are described on the margin of the bill of lading and the marks 
as well as the numbers on the packsges are .:iso indicated 
there. 

, 

The peculiarity of a bill of lading is that it is a document 
of title to the goods and in case the goods are made deliverable 
to a particular person or to his "order" or "assigns", the bill 
of lading can be transferred by the origina,l holder to anyone 
he chooses. This transfer can be made by endorsement or 
delivery, as the case may be, and the transferee acquires, by 
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such a transfer, all the rights as to the goods shipped that the 
transferor had, and is also subject to. the same liabilities as 
those of the transferor. If, therefore, a bill o£ lading is 
transferred by the shipper to some other person, whether such 
a person is a buyer, or his mercantile agent lawfully entrusted 
with the bill of lading, and if that person, during the course 
of the transit of the goods, endorses the same in favour of some 
other person, who purchases the goods in good faith and for 
valuable consideration, the right of stoppage in transit of the 
original holder cannot be exercised against this last party. 

A bill of lading is frequently described as a negotiable 
instrument, though it is not one in the strict sense of the term. 
There are, undoubtedly, many points of resemblance between 
a bill of 1ading and a negotiable instrument, e.g., its transfer
ability by delivery with· or withont endorsement and without 
any notice to the person liable on it, and also that a transferee 
of a bill of lading can sue in his own name and give a valid 
discharge to the person liable. Thus some authors have ca11ed 
it a qUtJ.ri negotiable document. It differs from, a bill of 
exchange on the point of negotiability, because in case of a bill 
of lading, a holder cannot give a better title than he himself 
has, whereas in case of a bill of exchange, a holder in dUEl 
course, who received same for val~e and in good faith, receives 
same from all defences as to defect in title as could have been 
successfully pleaded against a previous holder, except, of course, 
forgery. 

Marine .... urance Policy.-In modern times all ship
ments are insured against all marine risks,. and policies of 
insurance are issued by private underwriters on Lloyd's in 
England, as well as by Insurance Companies. In India we 
have no private underwriters; and policies of insurance are 
issued by marine insurance companies. When it is speci1i.ca11y. 
arranged that the goods should be covered by a marine insu
rance policy, the .regular policy must be taken out: as the 
receipts of insurance are not acceptable by bankers and others 
through whom the shipping documents have to be negotiated. 
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In case of C. I. F. contracts also, where the buyer is bonnd 
to pay the price against delivery of' shipping documents, the 
seller must deliver, besides the bill of lading and invoice, a 
regular policy of marine insurance and an insnrance receipt will 
not do. 

Dock Warrant.-This is a. document which is virtoa11y 
a certificate from the Dock Company that certain .goods which 
are described therein are in their possession, which they agree 
to deliver to any person specified by the owner. In other words 
the goods are held at the disposal of the depositor. This docn
ment requires to be stamped. The usual form in which dock 
warrants are issued is the following:-

DOCK WARRANT. 

(Stamp) 

...•••••.•..••.••..•. Docks Co., 
No ............ . 

19 ....................... . 

Warrant for ...................... .imported in the ship ............... .. 
.............. Masw-

•.•.•.•..•....••••.•.•.••..••. from ••••....••...•••.••.•••.•.•...•.• 
entered by ............................... 011 the ..................................... .. 
deliverable to ................................... .0< aasiguo by indoroement 
hereon ............................. .Ren.t commmcee on the ....•.•.•....•..•..•. 
and all other chargeo from the dote hereof. 

Rate charged. 

Mark Numbers 
Weight, 

GroM Toke 

Ledger No .................... . Polio ......................... .. 
........................... C1erk • 

....... ...................... Warrant Clerk. 
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The question as to the suitability- o~ this dock warrant 
as a security for an advance largely depends on the integrity 
of the parties concerned, as well as on the reliability and the 
substantial financial position of the dock or warehouse-keeper 
concerned. The banker here has to rely on the integrity of 
both these parties, accepting the contents of the warrant as 
accurate, which lays down the specification of the goods con· 
cerned, on the valuation of which the necessary advance is 
made. The fact that these companies have a lien on the goods 
for their charges for rent, etc., has to be borne in mind, though, 
of course, this lien gives them no right to sell the goods. 
Against the deposit of this warrant a "memorandum of deposit" 
in the usual form, or a letter of hypothecation is taken. 
Proper conditions as to keeping the goods insured against fire 
by a correct type of policy has to be inserted in the documents. 

Warehouae-keeper'. Certificate.-This is a mere receipt, 
certifying that the goods are held by the warehouse-keeper, 
which is usually expressed to be non-transferable, though, in 
some cases it is transferable by an endorsement. The mere 
statement as to the holding of the goods on behalf of the owner 
in no sense 1l18!<es it a document of title. It is for this reason 
that this certificate is not considered to be a proper security for 
loan by the bank. The form' of warehouse-keeper's certificate 
is as follows:-

WARllHOUSB-KEEPER'S CERTIFICATE. 

No ............. .. 
(Stamp) 

Not Transferable. 

Messrs ........................................... . 
We hold at your disposal in our warehouse as per conditions 

on back hereof .................................. ez S. S ............................. -.. 

WarehOUlle-keepera. 

Delivery Order.-A Delivery Order, as its name implies, 
is an order on the warehouseman from the owner to deliver 
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the goods mentioned therein to a particular person. When a 
bank makes an advance on such orders it takes care to see that 
the goods are transferred to its own name before making the 
advance, as otherwise, the holder of a second delivery order in 
connection with the same goods, who has no notice of the 
banker's claim, may obtain the goods by giving his copy to the 
.warehouse. 



CHAP'tER VII. 

GENERAL OFFICE ROUTINE AND 
MODERN APPLIANCES. 

General Remarks.-In connection with office routine we 
have already dealt with some of the aSpects of. purchase and 
sale departments, and in course of this chapter shall confine 
ourselves to the other aspects, such as record of inward and 
outward correspondence, filing and indexing and office appliances 
used in modern offices to bring about efficiency and speed 
simultaneously, etc. 

In connection with correspondence generally, the modem 
office has to be equipped on modem lines in view of the fact 
that hundreds, if not thousands, of letters are received and 
despatched daily by large modem organizations. Under these 
circumstances, the opening of letters by the proprietors or 
principals of the business, as is even this day' done in case of 
small partnerships and sole trading firms, becomes impossible. 

The gigantic proportions to which correspondence of large 
concerns has grown in -actual practice, can be gauged from 
the fact that there are a number of businesses in London and 
New York, which maintain a. separate sorting department to 
which cartloads of letters received early in the morning, 
and at fixed intervals during the day, are sent,- with a view to 
sorting the firm's letters from those of thousands of employees, 
and then to distribute the firm's letters to the departments to 
which they belong. One can only imagine the enormity of 
the task of having to file these letters after they are replied to, . 
so that they could be, through the assistance of a perfect index, 
traced whenever required for reference, or any other purpose; 
and unless this is done it wonld be impossible for any husiness 
to rise beyond a certsin height. Do we not frequently hear our 

11 
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Indian business ihen of the old school Complain of their inability 
to cope with the increasing requirements of their busin~? 
Many of them have refused to expand by curtailing orders, 
though the business they manage is much smaller than that 
of their compatriots in Europe and America. Their difficulty 
is due to want of knowledge as to the scientific methods of 
:filing, and indexing, not to speak of many other departments 
of office organization in which our people are equally hackward. 

Inward Correlpondence.-The inward correspondence is 
generally made up of orders received and remittsnces sent, 
enquiries, complaints, etc., and it is absolutely necessary that 
the same should be not only attended to promptly but with 
care by competent officers. The sorting department, or the 
clerks to whom the work of attending to the inward correspond
ence is assigned, should be instructed to stamp or write 00 each 
letter the date and time of arrival, in order to guide the office 
as to any delay if that occurs. The letters are then separated 
and sorted according to the departments to which they belong. 
Many large concerns prohibit employees and officers from 
getting their letters addressed to their offices, particularly where 
the office correspondence is heavy; because otherwise the work 
of the sorting department may be made unnecessarily burden
some and expensive. Where such letters are allowed to be 

received, the same will be placed on the board where employees' 
letters are kept to be received by them. The other letters will 
be opened by the sorting department in the presence of a respon
sible officer deputed for that p1J1liose. Letters containing remit
tances are tsken charge of by the chief official who makes a note 
on the letter of the amount which the letter carries with it: and 
as such remittsnces are usually made up of cheques, the cheques 
will be immecl!ate1y / crossed with the name of the banker of the 
office concerned and made payable to the account of the office 
receiving it. Rubber stamps for this purpose are prepared by 
all fums and offices, which naturally are made use of. A list 
is prepared of these remittsnces on a separate paper and added 
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with the help of an addmg machine or otherWise, and handed 
over to the cashier who checks same, and returns a duplicate 
copy of the list to the postal department to be forwarded to 
the accounts department by them for the purpose of checking 
same with the paying-in-slip prepared by the cashier for the 
banks to which the money is sent. Each department is assigned 
a letter of the alphabet which is stamped em each letter as it 'is" 
being sorted out for the purpose of being sent to that depart
ment; and a serial number is given to the said letter. The 
series of the numbers are restricted to a particular number say 

" 10,000 after which a new series is hegun. The letters are then 
sent to various departments and those which only deal with 
remittances are handed over to the cashier. An inward mail 
summary is prepared prior to this distribution, a copy of which 
i. sent to the manager or the chief official of the concern and 
one to eacb department concerned, including the filing depart
ment. The filing department has to see that 8£ter the letters 
are dealt with they are forwarded to them for the purpose of 
being properly filed ; and thus this list which is sent to them 
forms a guide. In case any of the letters which refers to 
a remittance being enclosed is received without remittance, the 
head of the postal or sorting department makeS a note of it on 
the said letter, and puts his initial thereon; so that the party 
concerned may be inu:iJ.ediately informed of the omi:;sion of 
the cheque or other remittance which has been omitted from 
the letter. 

Olltward Correlpondence.-In case of outward corres
pondence it is now usual to have carbon copies' made, instead 
of being press-copied for modern convenience of filing. The 
outward correspondence of each department is looked after by 
officials or clerks to whom they are assigned. There are 
many letters which require the special and particular attention 
of the head of the department or his immediate assistant which 
are sent to the parties COIIlcerned; whereas there are others 
which only require stereotyped replies, which are taken charge 
of by junior officers. These stereotyped replies have been 
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originally. drafted by a responsible officer and are copied by 
iunior officers from the original copy. In connection with 
various questions or items that red1r in course of normal 
~orrespondence of an office, special paragraphs are also 
drafted and maintained in a file or cutting book with an 
index which are copied as far <is they are appropriate, or 
~Oclliied to meet the particn1ar case and thus not only corres
pondence is simplified as far as labour is concerned but the 
hand of the expert official is kept visible in all the answers 
sent out to enquiries, etc. These paragraphs thus prepared 
for stereotyped replies are commonly known as "form para- . 
graphs". While dictating a letter, the officer concerned only 
refers to the number 'of the paragraph to be copied in the file 
or the cutting book. The paragraphs, of course, are also 
given headings such as "acknowledgment of remittance". 
"acknowledgment of shipping documents", "reason for late 
delivery", etc. The correspondence in suspense is maintained 
In a special file, with memory ticklers, or slips stating when 
they are to be brought back to the notice 'of the official con
eerned who attends to that correspondence, whereas the 
completed correspondence is forwarded to the filing department 
to be dealt with finally. 

With reference to the replies prepared and signed the same 
are packed and handed over to a special clerk usually known as 
the postal clerk who is responsible for this work, and for seeing 
that the letters are duly and safely despatched through the 
post. Care should be taken to see that where two or three 
letters are sent by the same department on the same day to 
the same firm, only one envelope is used, and thus, consider
able saving in postage is effected. A special clerk should be 
in charge of stamps, so that proper check on stamps may be 
kept ; or else a special stamping or franking . machine. may be 
utilised. This machine is described a little later. ,One other 
particular care which should be taken by those who dictate 
letters is to see that at the foot of the letter the enclosures are 
specifically' stated, so that the clerk who is in charge of sealing 
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envelopes and folding letters is able to see whether the 
relevant enclosures are attached to the letters. Instead of having 
to address a special envelope, frequently what are known as 
window envelopes are used. These window envelopes have a 
transparent opening in the front and letters are so folded that 
the name and address of the addressee to whom the letter is 
sent is seen an-ough the transparent opening. 

FILING. 

We shall now proceed to deal with filing of letters but 
before doing so shall take up the old fashioned press copy book 
which is still in use in many offices. 

The Preaa Copy 8ook.-This book is in use even in 
offices where the modern SYStems of indexing are worked side 
by side. This is because the press copy book affords the most 
useful evidence of the fact that a particular letter was written 
on a particular date, in the regular course of business. In case 
of large firms the press copy books may be divided either on 
alphabetical or geographical basis. Thus, one press COI'Y book 
may record press copies of all letters written to customers whose 
surnames begin with letters "A" to "E", the other with "F" 
to "I", and so on. When, however, the number of letters,is not 
so large, and the business concern has correspondents in 
different parts of the world, it may be found convenient to 
divide the press copy. books on geographical basis, say, one or 
more may be reserved for correspondents in Europe, one or more 
for those in the Far East, one or more for correspondents in 
America, and so on. When more than one press copy book is 
used in connection with anyone geographical designation, the 
alphabetical sub-division may also be advantageously applied. 
Thus in the case of the press copy books assigned to European 
correspondents one may be assigned to letters A, B and C, the 
other to letters D, E and F, and so on. In each press copy 
book letters are press-copied in order of date. Thus, if a 
letter is to' be referred to and the dste is known, one can easily 
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turn over pages of the press copy book concerned, and find out 
the letter required. If on the other hand, the date be not 
known, but the name of the party addressed is the only guide, 
the index attached to the press copy book should be referred 
to. This index is to be found in every press copy book at the 
beginning, or at the end. Here a number of pages made up 
of writing paper, as against the tissue paper pages of the press 
copy, are bound up in the press copy book and are divided 
according to the letters of the alphabet. While indexing these 
letters in the press copy book, the clerk in charge should write 
out the name of the addressee on that page of the index which 
is indicated by the first letter of the alphabet with which, in 
the case of a sole trader, the surname, and in the case of a 
firm or company the principal name, begins ; entering in front 
of it the number of the page where the said letter is copied. All 
further letters addressed to the same party should be indexed 
by indicating the number of page before the said name. Thus, 
if, William Green is the trader whose letters are press-copied 
On pages 17, 24, 37, 55 and 65, the name would appear in the 
index under the letter "G" as follows:-

Green, William, I7, 24, 37, 55, 65. 

When a very large number of names are to be indexed 
alphabetically, each letter is again sub-divided into five sub
divisions, to represent each of the five vowels, 'Viz., 4, e, i, 0, 

Bnd ... Thus in B division, names beginning with Ba, Be, Bi, 
Bo, Bu, would be indexed separately for facility of reference. 
This is called vowel indexing. Besides indexing of the 
principals, cross reference is also resorted to. fhis cross 
reference is indicated in full in blue or red pencil on' each page 
of the press copy book, showing the page immediste1y preceding 
and that immediately succeeding, on which letters to the party 
as indicated on the page concerned, are press-copied. Thus 
supposing, that page No. 55 is the one on which B letter 
addressed to William Green is press-copied and the cross 
reference indicates 44/65. This means that the letter 
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immediately· preceding the one in questiou addressed to this 
party, lIiz., William Green, has been press-copied on page 
No. 44, and also that, the one immediately succeeding has been 
press-copied on page No. 65. 

Pigeon-bole System of Filing. -This system of filing 
correspondence is one of the most ancient systems known which 
is still in use mostly in Government as well as lawyers' offices. 
Under this system nests of pigeon-holes, . each consisting of at 
least twenty-six holes, one for each of the letters of the alphabet, 
are in use. Supposing that correspondence of a firm is limited 
and only one nest of pigeon-holes is in use, the system would 
be worked as follows:-

Each pigeon-hole indicates a letter of the alphabet, and 
thus, all correspondence with constituents whose surnames 
begin with the letter "A" are to be filed in the pigeon-hole "A". 
This filing is. done by docketing the letters of each corres
pondent separately. Supposing that a letter is received from a 
constituent called "John Adams" which has heen replied to. 
The original letter, plus either a carbon or press-copy of the 
reply, would be wrapped up in a thick haud-made paper and 
folded lengthwise. On this docket, i.8., the wrapper in which 
this correspondence is wrapped, would be written in big;. black 
letters the name, " Adam, John 1930," followed by a short 
summary of the contents of the said letters in one line entries, 
plus the dates. The firm's correspondence during the year 1930 
with John Adam would thus get accumulated in this docket, 
ready either for reference, or for being taken. out of the office 
in an emergency. Where correspondence is heavier, as many 
pigeon-holes, or nests of pigeon-holes as circumstances may 
require, may be utilised for each letter of the alphabet. If 
necessary, sub-divisions on the vowel principle as indicated in 
the case of press-copy books may be usefully applied, and in 
case of large business firms having numerous correspondents all 
over the world, the geographical division may Mso be tacked on 
the alphabetical system with great advantage. At the end of, 
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the year, the pigeon-holes are cleared, the correspondence tied 
up in bundles and stowed away in boxes, each box being 
labelled indicating the letters of alphabet as well as the year 
uuring which correspondence was carried on. Thus, at the end 
of the year 1930, bundles of letters of that year would be 
labelled as 

Correspondence 
"A" to "B" 

Correspondence 
"c" to "D" 

Correspondence 
uB" to "F" 

1930 1930 1930 

It may be added that the process of folding the corres
pondence in a wrapper with the name of the constituent, plus 
the year and a brief reference as to the date and contents of 
each letter written on it is known as "docketing". 

Flat System of Filing.-In case of the Bat system of 
filing, which is undoubtedly an improvement on the pigeon-hole 
system, either card-board covers, or drawers of specially made 
cabinets may be 'utilised as files. In cases where the card-board 
covers are utilised, files known as "Pilot" files are used. In the 
case of the pilot file, a pilot in form of a metal holder made of 
wire with a mechanical contrivance for fixing and detaching one 
end of the pilot which enables letters being removed or inserted 
at pleasure, is used. The files are neatly prepared and artisti
cally finished. On the outer cover of this file labels are attached, 
or pasted, on which the alphabetical, or geographical division 
concerned may be indicated and kept in shelves -ready for 
reference. Supposing that a firm uses a number of files divided 
according to the alphabetical arrangement, the method employed 
for filing letters would be as follows: -Letters r~ved from 
William Baker, together with a carbon copy of oui- reply to 
him would both be inserted in the pilot file concerned, by 
detaching the ends with the help of a lever which is- attached 
to the "Pilot". On the top of this letter a thin card-board page 
bearing the name of William Baker, would be inserted to mark 
the segregation to Baker's correspondence from that of others 
in the same file. For the purpose of insertion two holes are 
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punched in the letter with the help of a puncher sold together 
with this file. In the same way, letters from Robert Blaney, 
another correspondent whose name begins with the letter "B" 
and replies to him, would be inserted in the same file and so 
on with all correspondents whose surnames begin with letters 
of alphabet indicated by this particu1ar file. The advantage 
of the pilot system is that, if, at any time a particu1ar letter of 
a particu1ar correspondent has to be removed from the file, that 
ean be done without disturbing the other letters filed there 
through the help of the lever attached to the metal pilot in 
the file. In the case of firms having a larKe number of corre$
pondents, one file or a number of files, may be assigned to a 
single letter of the alphabet, and if necessary, the sub-division 
according to the five vowels, '/liz., A, E, I, 0, U, may be 
resorted to as in the case afthe pigeon-hole system, Frequently, 
it is found convenient to sub-divide the files on the geographical 
plan. Thus a firm may have a number of files, say, far corre$
pondents in the United Kingdom, Germany, France, United 
States of America, China; Japan, etc.,' besides having a set of 
files for home use, say for correspondents in India. It would 
thus be seen that pilot files can be used with advantage by firms 
having a large number of letters to deal with and the neat get-up 
permits of their being kept inbook.cases ; thus improving, if 
anything, the general appearance of the o.fIi.ce. There are cases 
where in place of the card-board pilot files, filing cabinets with 
a large number of drawers of snitable size, with the pilot fixed 
in each, are used, so that the correspondence lies fiat in these 
drawers. The drawers may be alphabetically indexed in the 
same manner as in the case of card-board fil~. These two 
systems of filing are called the "fiat system" ol filing, because 
here the letters lie fiat. 

Vertical System of Filing (Alphahetically).-The vertical 
system of filing, otherwise known as upright filing, is a system 
in which a cabinet or a number of cabinets with drawers are 
used. The drawers are so made as to admit of the letters being 
kept in a vertical or upright position. Each of the drawers 
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is alphabetically numbered, and when correspondence is smalt. 
a number of letters of the alphabet may be assigned to one 
drawer, whereas, in cases where the same is large, a number of 
drawers may be assigned to a single letter of the alphabet. The 
letters received from each correspondent, together with carbon. 
copies of the replies sent out to each of them, are arranged in 
order of dates and placed in a separate folder. The folders are 
numbered. Thus in the drawer indicating the letter UD" folder 
No. I may indicate Dunner, W.'s Correspondence, NO.2, David, 
R., NO.3, Dunlop, P., and so on. If, however, this drawer is 
assigned to more than one lettex of the alphabet, say to letters, 
D,. S, and F, folders containing lettersreiating to the corres
pondents beginning with. the letter uD" would be kept in one 
group, letter US" jn another group and those with letter uF" 
in a third group; each of the divisions of the group being 
separately indicated by thick card-boards with a projecting end 
bearing the. letters of the alphabet concerned. It will thus be 
seen that whenever a letter from the correspondence relating to 
a particular correspondent has to be referred to, the same may 
be easily traced in the respective folder which contains all 
letters, plus. the replies, in the proper order of dates. At fixed 
intervals these folders are sorted, and old, .out of date c0rres

pondence removed, tied up in bundles and labelled as described 
in the case of the pigeon-hole system. 

Vertical Filing (Numerically).--Card-indexing is gene
rally applied here. This is II system by which, through 
the help of cards, one is abl" to index correspondence (besides 
many other items with which we are not at present concerned) 
particularly where the number of letters received and sent out 
by a particular firm is very large. 'For example, i! in the case 
of the vertical system which we discussed above, correSpondence 
is heavy, and a very large number of correspondents whose 
names begin with a particular letter of the alphabet have to be 
attended to, making it necessary for a number of drawers being 
used in connection with a single letter of the alphabet, indexing 
of letters on the simple plan of an alphabetical division of the 



General Office Routine and Modem Appliances 171 

drawer will not be found to be working satisfactorily. In this 
case the numerical system will have to be applied. with card
indexing attached to same. This will be done by assigning to 
each drawer numbers, as I to 25, for the first drawer, 26 to 50, 
for the second, 51 to 75, for the third, and so on. Each corres
pondent will thus be known by a number and one folder bearing 
a particn1ar number will be assigned to each of the said 
correspondents. The card index would thus recoId the full 
name and address of the said correspondent, plus the number 
of the folder in which his correspondence is kept. Supposing 
that "Robins, William" has to be indexed, and we find that 
the folder No. 575 is empty and ready for nse, we place 
"Robins, William's" correspondence in this folder, which is 
made up of letters received from him and the carbon copies of 
our replies, and place the folder in the correct drawer which 
indicates No. 575. We thus take the card used for indexing 
the parties and write out on that card the full name and address 
of "Robins, William" plus his number as follows:-

ROBINS;,' wrr.r..IAM, No. 575, 

557, Clive Street, Calcutta. 

The above card is then placed in a drawer which contains 
all cards containing names, addresses and numbers of the 
correspondents. These i:ards are kept in a specially made 
drawer and the sub-division of the alphabetical number is 
indicated by the index card on projected ends. Thus our card 
in connection with "Robins, William" would be placed among 
the cards which are to be found in the group 'covered by the 
index card "R." But in case the card "R" has to be sub
divided according to the five vowels, A, E. I. 0, and U, there 
may be cards indicating Ra, Re, Ri, Ro and Ru. These cards 
are kept in their correct places by a rod inserted in the drawer . 
from outside which runs right through them. Where corres
pondence is small. one drawer may be sufficient to hold all 
these cards, if not, a number of drawers may be used, sub-



Business Organization 

divided into so many alphabetical divisions. Frequently with 
advantage these cards carry, besides the names of the corres
pondents with their folder numbers, their complete addresses ; 
and are 'thus very convenient for use as a sort of address -index, 
ready to be handled in connection with circular letters, price 
lists, dltalogues and follow up letters. 

The Loose-leaf or Perpetual Ledgers IUld Card Ledger 
SYltem .. -This is a method of keeping accounts, on double 
entry principles, by means of books composed of detachable 
leaves, or loose cards filed in drawers, instead of the usual 
bound books. Loose4eaf ledgers consist of sheets, ruled like 
the pages of an ordinary bonnd ledger, such~sheets being 
inserted in, or taken from an expanding binder. as and when 
required. The binder or cover is provided with means for 
expanding the back so as to hold varying number of leaves. 
These leaves, are punched with uniform holes and after the 
necessary leaves are placed within the binder, by a mechanical 
locking device they are held strong and secure in their places ; 
and no leaf thereafter can be inserted or removed without the 
lock being opened. Card ledgers are on exactly the same 
principles, except that the cards are kept in special trays or 
drawers. Every card has a hole punched through it. The 
trays or drawers, in which the cards are kept, are fitted with a 
metal rod which can be inserted through the cards, and thus 
every card gets automatically locked in position. 

Loose-leaf ledgers or card-ledgers are very largely used in 
business houses and manufacturing concerns, in preference to, 
or partly with, the usual bound books. Though it cannot be 
contended that in every single instance, these are better than 
fast bound books, it is generally agreed that accounts and 
records of the majority of businesses can be more efficiently and 
«onomically kept in loose-leaf books under proper safeguards. 

In loose-leaf ledgers, each account is given a separate leaf. 
No blank leaves are reserved in the middle foe- extension of any 
account beyond one page. Leaves when full, can be removed 
and replaced by fresh blanks; and dead accounts can also be 
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removed, thus maintaining the ledger to contain only current 
01" live accounts. All full pages and dead account pages. 
removed from the ledger, are kept in a transfer binder, with 
similar locking devices, so that whenever a reference to past 
or closed record is necessary, it can easily be had. 

The advantages as claimed on behalf of loose-leaf or card
ledger systems over the fast bound ledgers are:-

(I) The C\11't'eIlt ledger is not cumbered with desd or closed 
accounts as these are taken out and filed in transfer binder. 
It does not even contsin a number of blank pages. The 
ledger thus contains, at any time, only live accounts, and is 
never unwieldy nor does it ever get old. 

(2) No frequent opening of new ledgers and every time freah 
indexing ia necessary. The loose-lest ledger is a continuous 
record of all live accounts from year to year. This saves a 
great deal of waste of time and material. 

(3) Any number of leaves referring to one account can be kept 
together, ~secutivelYJ in the transfer binder with an 
aniuterrupted record, instead of being scattered about in 
several books. 

(4) There is no need for an inde.z as' the leaves and cards are 
arranged and also can be. at any time, altered. and rearranged 
alphabetieally or numerieally as required, and new pages and 
accounts can, always be inserted in their proper place of 
inde>:. Again, alphabetieally indexed pages can be easily 
reindexed numerieally or geographically or vice versa, as 
required. 

(5) The work of ~posting rendering statements or taking out 
balanc:es cab· be distributed to a number of persons, by 
unlocking 8.1i.d distributing pages, and thus time is saved i 
again, as there are no dead or closed accounts or blank pages 
to intervene,"a trial balance can be preparea more quickly. 

(6) Though the system seems costly in its initial stage, it is very 
economical in its yearly upkeep. The only expenditure 
required from year to year being a fresh supply of leaves to 
replace the dead or useless matter. Again, there is not a 
Bingle blank page cast away unutilized in "Old Ledgers" as 
is the case with bound books. The system is thus less 
e>:pensive than ordinary bound books. 

(7) The despatch of monthly statements and trade circulars is 
expedited. 
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It is contended on the other hand; that unless there is 
efficient check and supervision upon the stock of loose-leaf or 
cards, upon their issue, insertion, or removal, the system is 
open to grave disadvantages. 

Disadvantages in absence of extra and efficient supervision 
are:-

(I) Cards or leaves may be accidentally or wilfully lost or des
troyed or substituted to commit or conceal a fraud. 

(2) The uncertainty whether such ledgers would be rec:oguized in a 
Court of Law, as an evidence of correct record. 

(3) Its comparatively heavy cost in its initial stage. 

The safeguards which are suggested, to counteract these 
disadvantages are:-

(1) Scientific system of interua1 check. 
(2) Keeping the ledgers OIl self:ootancing system. 
(3) Stock of all blauk leaves or cards should be uuder responsible 

control, i.e., in the hands of a manager or .secretary, uncon
nected with the accounts department. The issue of fresh 
leaves as well as supervision, re-insertion or removal, 
both in case of current as well 89 transfer binders must be 
in the same hands. 

(4) Keys of the locking devicea of uIl ledgers should also be kept 
with the same manager or secretary who would thus have- a 
complete control over the hIauk as well as written up leaves 
or cards. 

(5) Special marks may be stamped OIl the eards used or loose
leaves may have special water marks or otherwise be given 
a distinctive character. 

The loose-leaf ledger principle may be extended to 
subsidiary books also, with 'great advantage. Separate binders 
are kept for -Sales Book, Purchase Book, Cash Book, Stock 
Book, etc., both for current work and completed work. As 
leaves are detachable, posting of past transactions can be 
distributed among clerks without disturbing the current account. 
By carbon or typewriting duplicating process, 'exact statements 
.of customers' accounts, as they stand in the ledger, could be 
rendered from time to time, without any extra labour. 
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TELEGRAMS. 

A business office has frequently to send out telegrams as 
.. speedy medium of communication. In this connection it need 
1tard1y be pointed out, that every word in a telegram means so 
much money, and thus, in the drafting of telegrams, particularly 
to foreign countries, great care and ingenuity has to be 
employed. Not only brevity is the ideal to be kept in view 
-in this connection, but ambiguity has to be carefully avoided, 
otherwise the result would be worse than that sought to be 
avoided. What is wanted is both clearness and brevity, irres
pective of correctness of style or language. The object of the 
'Writer of a telegram is to make his meaning clear in as few 
words as possible, and therefore, he should not bother much 
about the grammar or the style of literature. The best that 
.,ould be done by the would-be sender of a telegram, is to write 
'the full message on a piece of paper in his usual style, and 
'then to knock out all words which appear to hi. unnecessary 
in order to express the idea covered by the message. In the 
<:age of large firms who are constantly in communication with 
others through the medium of cables and telegrams, the usual 
practice is to use telegram codes. The telegraph offices are 
prepared to take inland telegrams which are not of an objection
able, or alarming character, and which are written in plain 
language, i.B., one "which offers an intelligible sense, in 
English or in any European or in any of the vernacular· 
languages, and is counted at the rate of one word for each 
:fifteen characters, plus. one word for any excess. Plain language 
inserted in the text of a telegram containing· words in code 
language is counted at the rate of one word for each ten 
<:haracters," whereas in the case of foreign telegrams, it is 
provided that, the International Telegraph Convention to which 
the Government of India is a party, has the power to stop the' 
transmission of "any private telegram which might appear 
<;langerous to the security of the State, or contrary to the laws 
of the country, to public order, or decency". In this case it 
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is provided that "telegrams in plain language composed of 
words, figures and letters, which offer an intelligible meaning" 
will be accepted.. "They may be expressed in any of the 
principal European . languages and certain others. They must 
be written in Roman characters." 

Telegram Codes.-Firms having frequently to exchange 
telegrams for business purposes, generally arrange to do so 
through the medium of telegram codes. These telegram codes 
are made up of real words, or pronounceable groups of letters 
having the appearance of real words. Each of these words 
is given a distinctive sentence, or message, so that when a 
particular message is to be sent, the same may be communicated 
in a single code word indicating the said message. Many 
firms get their private codes specially prepared, whereas, there 
are in use whaL are called public codes sold on the market. 
such as, the "ABC", "Anger's", etc. The preparation of a 
private code requires ingenuity, ~ well as experience of the 
nature of the business concerned which makes one familiar 
with the nature of the messages which are frequently 
exchanged. Generally speaking, the code is divided under 
headings, such as, "Offer", "AcceptanceJJ

J "Shipment",. 
"Prices", "Complaints", etc. Under each heading the group 
of messages that are likely to be requisitioned in the course of 
the business concerned are written out, to each of which a word 
selected in the dictionary order, which is not likely to be used 
in connection with the business, is assigned. 

We shall illustrate this by an example. Supposing that 
the following messages occur under each of the headings 
indicated above, to which specific words are assigned as follows. 
the code will read as under : - . 

Aerigerm. 
Aerolite. 
Aeronaut. 

OFPIIR. 

We offer firm. Reply immediately. 
We quote but cannot offer. 
We offer firm subiect to your reply within It 

week. 
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Affamish. 
Affinity. 

Afforce. 

We shall offer by next month. 
We cannot offer because we are not on the 

market at present. 
We cannot offer but can procure offer at your 

risk. 
And so on. 

ACCI\PTANCIf. 

Bable. We accept your offer received t<>-day. 
Baboon. We cannot accept your offer received t<>-day, but 

counter-offer. 
Babylonian. We can accept only half the quantity offered at 

the rates quoted. Please confirm. 
Bacillus. Your offer too high for acceptll!'ce looking to. 

our market rates t<>-day. 
Baculine. Market closed; so offer cannot be considered. 

And $0 on. 

SHIPMl!NTS. 

Cabriole. Early shipment wanted. 
Cadres. Shipment early in the month of . . • . . . 

. Caducous. Survey of shipment delayed through accident in 
. the factory. 

Calamander. Cannot get freight for shipments till the end of 
the current month. 

Calamite. January shipment. 
Calemus. February shipment. 

Daggle. 
Dalala. 
Daman. 
Daunt. 
Dauphin. 
Dawdle. 

And $0 on. 

PRICKS. 

Prices remain unaltered till further notice. 
The prices have risen by 8 annas per dozen. 
Prices have fallen by 8 annas per dozen. 
Rupees IS per gross. 

x6 " 
%7 u 

And 10 Oft. 
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Effani. 

Effigy. 

Effahix. 

Business Organizatzon 

CoMPI.AIN'1'. 
Goods per last shipment arrived damaged. 

Report follows. 
We have no advice of shipment from you .yet. 

The buyers are getting impatient. 
Goods received being inferior quality, please 

name your surveyor. 
We regret shipment was not accepted as 

arranged; shall hold you responsible for 
damages and sue .m it. 

And so' on. 

Cipher Telegrams.-The cipher telegram is generally com
posed of group of letters or figures. The telegraph authorities 
consider it· desirable that the public should avoid, as far 
as . possible, the use of letters in a cipher, because it is 
less easy to transmit the group of letters which cannot be 
reduced to pronounceable words, and are thus more liable to 
error. Generally, the ciphers are made up of a group of 
Arabic figures, the figures indicating a certain message. A 
combination. of plain language, Code or cipher, formed by . 
running together two or more rea! words is. prohibited. 
Besides, the cipher should be either wholly of letters or wholly 
of figures. 

Telephona.-The telephone is now used all over the 
civilized world particularly by the business community. 
These telephones are now increasingly worked on what is 
called the automatic system, under which the subscriber who 
wishes to call any other subscriber has not to communicate 
with the exchange but on moving the disc he can get the 
required number to talk to him. In other cases where this 
automatic system is not applied the exchange' has· to be called' 
up in order to get the number wanted. Besides telephoning 
within the limits of the town, arrangements are made on what 
are called the trunk system, under which the most distant 
places can be brought within the reach of the meSsage on the , 
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telephone. This would he a more convenient method of nego
tiation compared to telegrams were· it not for the fact that the 
trunk system costs much more than the ordinary telegram: 
but we trust that time may come when the cost will he reduced 
to normal limits with a view to bringing the Telephone trunk 
system within the easy and daily reach ·of the business 
community. 

In many offices where a large number of telephone 
messages are received there is generally a" telephone clerk who 
attends to them ; and frequently private lines are taken leading 
to the desks of various heads of departments. 

MODERN OFFICE APPLIANCES. 

We shall now proceed. to consider the modern office 
appliances that have come into great prominence and are. 
largely used by all important offices. 

Typewritera.-These machines are familiar to all who 
have had anything to do with a business office, and have now 
entirely superseded the pen. The use of these machines not 
only makes it possible for the business . man concerned to 
produce letters which are neat, but also to produce them at a 
rapid rate through the assistance of expert operators. Duplica
tion through carbon pap.ers in the case of typewriters is also 
made much more easier than in the case of pen. The type
writer is also made more useful through the introduction' of 
<special Key Boards which makes it possible to get the most 
intricate typewriting work done on it. There are typewriters 
for standard office use for the purpose of co.:.upondence, as 
well as those specially adapted for typewriting invoices, state
ments of accounts and for doing columnar and tabUlating work: 
Portable typewriters are also specially manufactured for the 
business and professional· men who travel. There are special" 
typewriters also made for mechanical accounting. Frequent).y 
typewriters are used for the purpose of writing cheques. In 
<such cases care should he taken to see that a black copying 
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indelible ribbon is used. as the ordinary purple ~bon. green 
or blue ink can be easily removed through the use of acid. 

The other purpose for which the typewriter is used is for 
cutting stencils for duplicators. Here the typist should see 
that, each type strikes the stencil squarely with equal force. 
with a view to producing liniformity and a neat result. Electric 
power is now being used on special typewriters called 'electric 
typewriters' where the/actual typing is done by hand. but the 
carriage return and' spacing is done by power. thereby 
considerably augmenting .the speed. 

Dictating Machine.-The shorthand writer who facilitates 
the, 'York of dictation and transcription of business letters, is 
'now, threatened with extinction by new inventions on the 
market of dictating machines. These milke it possible for a 
.business man to dictate his letters. reports. etc.. at his leisure 
and at all convenient times. whether in his office or while on 
tour or while resting in the peaceful surroundings of his 
house. The machine faithfully records the dictation on a 
special record which is then sent to the typist. who. by fixing 
it on the reproducing machine. gets the dictation repeated to 
him on the same principle as that of a phonograph. This 
machine can be regulated as to the speed of the dictation to 
suit the typist. The records are made in the form of wax 
cylinders, and are capable of recording 1.000 words. The 
dictation can be given at any speed the dictator, desires. and 
thll typist in his turn. can regulate the receiving machine in 
a manner that would suit him. i ••.• his speed on the typewriter. 
While dictating, if, the dictator wants to make any' alteration. 
there is an, arrangement by which he can hear what lie has 
himself already dictated. or any part of his dictatio~. and make 
the necessary amendment. The cylinder on which the dictation 
is taken. after it is used uP. can be placed on a machine called 
a "shaving machine". on which the dictation is wiped off and 
the cylinder can be used again. Thus the time of the typist is 
considerably saved. as he or she has not to take down the 
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shorthand notes but only to continue tp type from the dictated 
cylinders handed over for the purpose. 

Telephone plul Dictating Machine.-A new device is' 
now perfected, by which the telephone can be harnessed'to a 
dictating machine, so that the actual telephone conversation 
on beth ends may be taken down on the dictating machine 
where it is desired that such telephone conversation should 
be kept on record. Long telephone conversations of importan~ 
character can be thus placed on record for future reference; 
and by the use of what are called win cylinders, the continuous 
conversation for an indefinite period may be recorded without 
interruption. These machines are particularly of great 
importance to newspaper offices for the purpose of press report
ing. This not only conveniences the newspaper offices, but in 
case of trunk calls, this device saves them an amount of money, 
because' the party sending the message is here able to talk as 
fast as he desires, and thus give the message iii the shortest 
space of time. Where the telephone conversation has to be 
heard by a beard of directors or committee, or even in the 
case of public meetings, microphones are' connected with the 
dictating machines. 

The railway companies have now provided special 
dictating compartments on some of their long distance trains, 
so that commercial traveliers may dictate on the machines kept 
by the railway offices, on their own cylinders, while they are 
travelling, which dictation may be type-copied thereafter. 

Duplicating Machine •. -The various tyP"l1 of duplicators 
are used in business offices for the purpose of duplicating 
documents, letters, circulars, etc. There are, for example, 
what are called the old fashioned gelatine duplicators, on which 
.a limited number of copies may be obtained. In the case of 
stencilled 'duplicators, the Gestetner and the Roneo are the best ' 
and universally used duplicators. Both the Gestetner and the 
Roneo are built on what are known as a rotary model, and the 
stencil is placed on a cylinder drum. The stencil is to be 
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prepared on a 'typewriter by. the typist typing the material on 
the said stencil, having in the first .instance removed the ribbon 
.from the typewriter (almoSt: all typewriter manufacturers claim 
that their machines are designed to cut perfect stencils) after 
which the stencil is fixed on the machine. These machines may 
be moved by the handle or through electric power. A heap of 
papers on which the stencil matter is to be printed, has to be 
.fixed on 'one side, and m the case of automatic machines they 
are printed one after the other automatically, whereas in the 
case of non-automatic machines, an intelligent clerk has to feed 
in each paper for each print. These auto;natic duplicators consi
derably reduce the time and work of the operator, and can .be 
handled either .by junior clerks or even intelligent office peons. 
There is a special indicator fixed on these rotary duplicating' 
machines on which, automatically, the number of sheets printed 
are counted, so that the operator can stop as soon as the 
indicator.shows .that the requisite number has been printed. 

Addre .. ;..&, Mach;"e.-The addressing machine, or the 
addressograph, as' it is· frequently called, is used for printing 
addresses on envelopes, wrappers, as well as in the inside of 
circulars. They are of considerable assistance to offices which 
have to address a large number of old customers at frequent 
intervals, either with a view to sending out price·lists or circulars 
or .booklets : or notice of premiums due in the case of insurance 
companies; annual or half·yearly reports of joint stock 
companies to its shareholders, or to the members of a large 
club or association, etc. These machines convert the work of 
addressing to a mechanical process, requiring only a menial 
operator, if there is no facility for an electrical power adjust
ment in the office. In cases where electric power can 
be used; special machines which can be automatically worked 
with electric power are also available. The operator of the 
machine can see each address as it is printed,and there is a 
special arrangement for repeating an address, or skipping one 
which is not wanted to be printed. It is said that in case of 
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-electrically operated machines, as high 1l speed as 3,000 per 
hour in printing addresses may be attained. 

The addresses of the parties concerned are either embossed 
on metal plates, or perforated on specially prepared fibre 
stencils. Thus a joint stock company which wants fo maintain 
the addresses of its shareholders, may get these metal plates or 
fibre stencils made for each new shareholder entered on the 
list; or in the-case of an insurance company, as eacli new policy
holder is placed on the policy-holders' register. These plates 
are filed in special cabinets with drawers, each of these drawers 
holding about 200 addresses. 

Adding and Calculating Machinel.-There are adding 
and calculating machines of different types on the market. 
Additions and calculations are made on these machines by 
clerks specially trained and experienced with great perfection 
and accuracy; and with considerable saving of time. Machines 
can be obtained for calculations of almost any type such as in 
money, weights, measures, etc. The calculation of interest, 
percentages, discounts, exchange, apportionments, stock sheets, 
invoices, etc.," may all be made on machines specially made for 
the purpose. 

Cheque Protection and Signing Devicel.-The object of 
this machine is to prevent the lateration of, or forgery; and other 
misuse of cheques. Th~ crossing and the wording made by 
ink or rubber stamps can be easily erased by chemical solutions 
by a dishonest forger; and to prevent that, the modem 
business world is now enabled to use machines for the purpose 
of cheque writing or cheque protecting as may be necessary. 
The operation of the cheque protecting machine "shreds" 
the paper as the machine writes on it, so that the colours 
of the acid proof ink are forced into the cheque paper through 
its fibre. These machines write the full amount in words as" 
well as complete crossing in any form desired. Many of the 
enterprising companies which manufacture such machines even 
issue to the purchaser an insurance policy free of charge. 
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covering the buyers against any possibility of loss through the 
forging or alteration of the cheque, on which their machines 
are used. The cheque writing machine is an elaboration of this 
cheque protecting machine on which the whole cheque may be 
written. 

Besides cheque writing machines, there are what are 
called cheque signing machines. These are used by those who 
have to sign hundreds of cheques daily, as is the case in the 
case of large joint stock companies, corporations, etc. These 
machines are known as "signagraphs", by the help of which a 
person Can sign a number of cheques or letters in one operation. 
This is done by the signer using a special penholder in the 
same manner as an ordinsry pen, but the operation of signing 
causes from five to twenty-five fountain pens, set in two 
parallel rows, to move simultaneously. Thus through an 
automatic system of numerous chains and turns of 'handle, fresh 
lots of documents are brought into position and signed 
simultaneously. It is said that in case of some models of 
these machines as many as 10,000 signatures per hour may be 
affixed. There are special machines on the market for endorsing 
of cheques also. 

FrankiDg Machille.-Franking machines are machines 
with print impressions which the post offices have agreed to 
accept as equivalent to postage stamps on international mails, 
provided that the amount of postage was clearly indicated. The 
machine has a meter which must be taken to the post office to 
be set to any number of impressions required, against payment 
in cash for the amount. The meter is locked thereafter, and 
sealed by the postal authorities, and can be replaced in the 
machine and used for the number of impressions foi which the 
same has been so accepted. Thus the post office revenue is not 
only safeguarded, and fraud made impracticable, but the 
printing expenditure of postal stamps by the post offices is also 
saved; The machines are made to operate either by hand or 
through electric power. The offices which use these machines 
not only save . labour and expense of operatives, who have to 
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lick or paste the postage stamps, but an amount of money 
which may have been lost through the careless use of sta!nps is 
saved. The accounting of stamps by special clerks in large 
concerns is not now necessary. 

Book-keeping Machin .... -Many of these. machines are a 
combination of a typewriter and adding and calculating 
machine, and result in great saving of time as well as increase 
in accuracy and legibility. The other. advantage is that one 
machine can, at the same operation produce a number of docu
ments by means of carbon copies and careful planning of forms. 
On these the receipt, the ledger posting slip and the cash· book 
entry can be made at one and the same operation, ·and the cash 
book totals accumnlated at the end of the page and at the end 
~f the day. The obiect sought to be achieved by theSe machines 
is the adaptation of mechanical accounting to the old system 
of book-keeping, and through· the help of its calculating and 
balancing machines the tremendous waste of t4ne and labour 
which had, otherwise, to be employed in the case of double 
entry book-keeping, in the balancing of accounts at the end of 
every month, has been greatly obviated. Under this system 
what is sought to be done is to avoid keeping a sales day book 
and journal, and to post entries directly into the ledger from 
carbon copies of invoices to the sales ledger or to the purchase 
ledger as the case may be. It is claimed that the necessity of 
having first to write the sales or purchase books from the 
invoice and documents and thereafter to post these from the 
latter books into the ledger affords a number of opportunities 
of making mistakes which are thus eliminated, and time is 
saved. There are various types of machines whlch operate on a 
little differing principle, and mechanised accounting is now 
coming slowly and gradually to the forefront. It is claimed 
that these machines can be adapted to any line of business. 

MilceIllllleoul Machiuel. -There are other miscellaneous 
machines such as the letter opener, letter folder, envelope 
sealer, time recorder, cash register, which are used for the 
purpose clearly indicated by their names. The cash register is 
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now to be found in· altnost every retail shop, . including tea shops> 
and restaurants in Bombay and other important centres of 
India. 

In the case of the time recorder also, there are numerous. 
types of macbines on the market from which a suitable machine
can be easily selected. These recorders generally work
in .conjunction with a clock and each employee is allotted a. 
number and by means of a key or a pointer or by pressure· 
according to the system involved the clock automatically records. 
against each workman's name on the card. the actual time of. 
arrival and departure. The record is also automatically written: 
within the case of the clock from which the wages clerk prepares 
his time sheet. This machine enables an accurate record to be
maintained, and eliminates the risk of overpayment or under
payment where employees are paid according to time. It also
reduces the cost of maintaining a special clerk to actually 
record the time of these workmen's arrival and departure. 

Business Reply Envelopes and Cards.-'1'he post offire 
has introduced a system with a view to facilitate business men 
as well as others who desire a reply frOID those whom they 
have addressed without making the parties who reply pay for 
the postage. This not only facilitates replies, inasmuch as. 
the party addressed to has not to pay the postage, but the 
sender of the letter; in absence of such an arrangement, had,. 
in the past, to send actually addressed envelopes or names with: 
postage stamps aflixed, a good proportion of which stamps were 
wasted where no replies were sent. Naw-a-days, by a simple
arrangement with the post office, a license may be secured bY' 
paying a certain amount in deposit, which gives the party so. 
depositing the privilege of getting unstamped replies in envelop .... 
or on cards, on which the norma! and ordinary postage is pay
able against delivery. In India the fee for the permit or license 
isRs. 10, payable in advance. together with the applicatioD 
for such a permit. The permit or license remains in force for 
one year only from the date of issue, but may be renewed for 
further period of one year on payment of a fee of Rs. 10 in 
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respect of each renewal. The bUsiness reply cards, as well as. 
envelopes, have to conform in size, form, etc., with the condi~ 

tions prescribed by the post offices for post cards of private 
manufacture. These cards and envelopes must bear on the 
address side :-(I.) the principal name and address of the person 
or concern to whom they are delivered, (2) the permit number, 
(3) the name of the post office issuing the permit, (4) the 
words "bUsiness reply envelope" , (5) the inscription "no 
postage stamp necessary if posted in India" and (6) the words 
"postage will be paid by the addressee". 

Suflicient space must be kept for post marking at the top 
of the card or envelope. Business reply cards may also be sent 
out as reply portions of double post carcb, but the reply 
envelopes must of course be enclosed with other matter. 



CHAPTER VIII. 

COMPANY WORK AND PRACTICE. 

The Early Hi.tory.-Joint stock companies originated 
in England through 'the early idea of raising money far 
financing the Government and securing in return some monopoly 
or special privileges for themselves. The original East India 
Company was established in 1600 A.D. by the grant of a Charter 
by Queen Elizabeth. Its business was made up of financing 
the Government, and at the same time carrying on its own 
trade. The Hudson Bay Company . was also founded in 
1670 A.D. under a Royal Charter. The Bank of England was 
established in 1694 A.D. under a Royal Charter to finance the 
Government of William m. The whole of its capital of 
;£1,200,000, was lent to the State at 8 per cent. per annum, plus 
M,OOO a year for expenses of management. In return· the 
Bank secured the right to issue notes to the extent of ;£1,200,000. 

All these old companies considered some sort of a monopoly 
as absolutely essential to their existence and well-being. Even 
Adam Sndth thought that, with the elI:ception of certain class 
of enterprises such as banking, canals, insurance, etc., monopoly 
was essential to the very existence and snccess of a joint stock 
enterprise. In his opinion a· joint stock company could not 
long carry on any branch of foreign trade without a monopoly. 
"To buy in one market, in ordel to sell with profit in another, 
when there BIe many competitoIS in both; to watch over, not 
only the occasional VBIiations in the demand, but the much 
greater and more freqnent VBIiations in the competition, ell" in 
the supply which that demand is likely to get from the public, 
and to suit with dell:terity and judgment both the quantity and 
quality of each assortment of goods to all ·these circumstances, 
is a species of warfBIe of which the operations BIe continually 
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changing, and which can scarcely ever be conducted succ~ 
fully, without such an unremitting exertion of vigilance and 
attention, as cannot long be expected from the directors of a. 
joint stock company." This theory has long been disproved 
to a large extent by subsequent experience" though some of the 
defects inherent in this type of combination still exist and can 
only be remedied by providing for an efficient and experienced 
management. The second part of Adam Smith's opinion is appli
cable even to our times. He states, that in case of enterprises 
where routine work predominates the company system succeeds., 
but where, as in a trading enterprise, vigilant care and atten
tion to details are necessary the company system is n9t very 
successful. Besides, joint stock companies in old days could 
only be incorporated in England by the grant of a Royal 
Charter, or an Act of Parliament, and in some cases it was 
also enacted that the liabilIty of the members was to be limited 
to the extent of their stake in the undertaking., An Act was 
however passed in 1844 which made possible the formation of 
joint stock companies on, the simpler basis known to us "t 
present under our modern Acts, and in 1855 one more Act made 
the incorporation of trading companies under the limited' 
liability principle possible. This principle was however not ex
tended to banking associations, as it was thought undesirable 
in those days to do so, because banks stood in a peculiar position 
owing to their indebtedness to the public in large. amounts. 
The severe banking crisis which followed in 1857 however modi
fied that view. In this crisis, several banks-particularly the 
Western Bank of Scotland-failed with heavy liabilities, which 
involved the ruin of many wealthy shareholders, with the result 
that persons of wealth, influence and position declined to hold 
shares in a banking company. An Act was therefore passed, 
in 1858, extending the privilege of limited liability to banking , 
companies, with the exception that in the case of notes issued 
by such banks the liability of its shareholders was to remain 
unlimited to the extent of such an issue. Many large banks 
however hesitated to take advantage of this llrovision, fearing 
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lest their credit with the public might sufier, but the failure of 
the City of Glasgow Bank in 1878 forced them to convert them
selves into limited liability companies. A further Act was 
passed in 1879, providing for the creation of a "reserve liability" 
by an increase in the nominal amount of the shares of a com
pany, with a, condition that the whole jJl' a portion of such an 
increase was to be called up only in the event of liquidation 
Df the company. Reserve liability is that portion of the value 
of each share of a limited company which it is agreed cannot be 
~lIed up' except in case of liquidation. To take an illustration, 
supposing a company is formed with a capital of Rs. 10,00,000 

with shares of Rs. 1,000 each, and it is proposed to create a 
reserve liability of Rs. 2,00,000, this can be done by declaring 
that Rs. 800 per share can be called up by the directors ; but 
the balance of Rs. 200 per share cannot be called up except 
in case the company goes into 'liquidation. Thus, though 
the shareholders' liability was limited to the nominal amount 
of shares they had subscribed for, a certain uncalled amount 
on each of the shares afforded a sort of reserve, or security, 
to the creditors in case the venture proved a failure and 
had to be liquidated. Since then a series of Acts amending 
and codifying the Company Law of England were passed, till 
.finally inlgoB, the Companies Consolidation Act was passed. 
In Indis, the Indian Companies Act of 1913, brought our law 
with regard to joint stock companies almost on par with the 
English Act of 1908 and in some particulars, particularly with 
regard to 'the qualification of Auditors, it is a step in advance of 
that Act. 

In England they made further advance and after careful 
. .consideration of the defects of the Companies Act, 1908 through 
the medium of two Committees appointed to investigate the 
question and take evidence, 'Viz., the Wrenbury Committee and 
the Green Committee, the New English Companies Act, 1929 
was i>a~d which is now in force. This Act extensively modifies 
the original Act through drastic alterationS in many particulars. 
It is, however, thought in England in spite of these modifica-
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tions that there are many points on which the Act does not 
go far enough. We in India also carefully considered our posi
tion, on repeated representations· by the Bombay Shareholders 
Association on behalf of shareholders and investors ·in . joint 
stock companies, in a special Committee appointed for the pur
:pose by the Government of India, known as the Indian Com
panies Act (Amendment) Committee of 1936, on which the 
author had the privilege of serving. The report made by this 
Committee, as well as by a Special Law Officer appointed by 
the Central Government, resulted in an Amendment Act known 
as the Indian Companies (Amendment) Act of 1936, which Act 
made drastic alterations and additions to our present Act of 1913, 
with the result that not only the Indian Companies Act has been 
brought on a par with the Euglish Companies Act of 1929. but 
we are to-day in many particulars, in advance of the English 
legislation. We have also taken the opportunity of specifically 
-providing for special and peculiar conditions that -prevail in this 

. -country by legislating specifically for them: a type of legisla-
tion which is naturally unknown to England or English practice. 
For the first time in the history of ll;ldian Company legislation, 
the managing agent has been defined, and his powers as well 
as limitations provided for within the' sections of our Act. 
'The subsidiary and parent companies are now defined and their 
-organization and working. are brought within the purview of the 
Act by relevant sections which, in some particulars, happen to 
go further, even, from the sister English legislation, in view 
-of the experience of the working of that legislation since the 
year 1929 when the English Act was passed. The Law applying 
to the meetings of shareholders or members has also received 
careful consideration in the course of these amendments. There 
is also a well-thought-out alteration of law applying to the 
formation and working of the Boards of Directors and their con
stitution. The minimum SUbscription is now placed on a more' 
« less similar basis to the English Act of 1929. In connection 
with account keeping,also, it is now made compulsory to 
circulate a Profit and Loss account displaying certain specified 
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items of revenue and expenditure along with the balance sheet 
and the directors' report as to the state of the company's affairs, 
before the periodical meetings of the company, as provided for 
in. sec. 131. The Form F of the Balance Sheet has also been 
considerably modified. 

Voluntary winding up is now divided into two divisions, 
'Viz., the members' voluntary winding up and the creditors' 
voluntary winding up, more or less along the lines of the 
English Act of 1929; and the old Act has been considerably 
modified in this connection. 

Banking companies are now given a special chapter in the 
Act embracing special sections applying to joint stock com
panies doing banking business in India. A Banking company 
has now been elaborately defined in a special section. 

Speaking generally, the new Indian Amending Act of 1936 
has considerably modified the old legislation; which is bound to 
exercise a very healthy inflnence on Indian company organiza
tion of the future, and check, if not absolutely eradicate, various 
"buses which have become so notorious under our company 
system of management. 

THE PROMOTION. 

A General Survey.-,-A joint stock company is promoted 
either with a view to taking over and expanding a going con
cern which haS so far been worked under the partnership com
bination, or to float an entirely new enterprise. In the first case 
the proprietors of the old concern take an active part in the 
promotion, whereas in the second, a set of men, either pro
fessional promoters of the type we have dealt with in a previous 
chapter, or a firm of secretaries and agents as already discussed, 
take up· the work. In the case of a new enterprise, say the 
working of the patent for a new invention, or of a mine which 
has been discovered and prospected upon, the inventor or the 
prospector has also to be paid. This payment usually takes the 
form of a part consideration in cash and a part in fully or partly 
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paid shares of the new company. If a going business is to be 
converted, the old proprietors are to b<! paid a purchase price, 
which includes the value of the tangible assets taken over, minus 
the liabilities, if any, transferred, plus the value of the good
will of the concern bought. Here, also, the usual arrange
ment is to pay a part of the purchase price in cash plus shares' 
fully or partly paid. The promoters arrange all these preli
minaries, pay the preliminary expenses, select the directors, 
draft the prospectus and engage the services of brokers and 
auditors of the company. They select fOl" it a name. They 
usually buy up the property or patent rights that are to be 
acquired by the company, and then agree to sell them to" a 
person appointed to act as a trustee on behalf of the company, 
reserving a margin of profit for their troubles. 

PROMOTERS. 

A company is generally brought into existenre by a person, 
or a number of persons, who are commonly known as 
"Promoters" . 

For the purpose of sec. 100 (s) (A) a promoter is defined 
as one "who was a party to the preparation of the prospectus, 
or the portion thereof . . • • . but does not include any person 
by reason of his acting in a professional capacity for persons 
engaged in procuring the" fOl"mBtion of the company". 

DefinitioD .... d Work of Promoters.-The term "pro
moters" has been defined by various learned judges in different 
language, but the gist of all the definitions is to the ~ect that 
any individual, syndicate, association 01" partnership, etc., which 
puts into motion a machinery by which a company is brought 
into existence, may be described by that designation. BO'ItIUJ, 
L.J .• defines the promoter thus :_I,the term promoter is a 
term, not of law, but of business, usefully summing up in a 
single word a number of business operations, familiar to the 
commercial world by' which a company is generally brought 
into existence." These promoters generally get the original 

III 
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documents, like the memorandum and the articles, as well as 
the prospectus prepared, take an active part in the selection 
of directors, as well as in the purchase of some prOperty by the 
company for the purpose of carrying on its proposed business, 
and generally speaking float or assist in floating, a company, 
or do anyone or more of these operations. 

AcquiaitiOD of. Running Baaineu.-The promoters may 
be forming the company on the basis of some concessions, or 
acquisition of some running business with a view to enlarge its 
scope, or it may be the formation of an entirely new company 
to start an entirely new business. For acquiring an old business, 
a detailed enquiry has to be made as to the value of assets which 
are to be taken over, the liabilities and tlie past profits, for which 
experts have to be engaged who have to go into these questions 
in detail and report or certify the resUlts of their investigations. 
The expression "expert" includes eniineer, valuer, accountant 
and any other person whose profession gives authority to a 
statement made by him. These certificates of experts are of 
considerable value in connection with the statements in the 
prospectus, because the promoters and directors are responsible 
for any misstatement, or wrong statement made in the pro
spectUs on thei!: responsibility; whereas if they rely upon the 
report of experts, and if the statements made are extracts and 
quotations from· these reports or certificates, they are safe and 
well fortified. Thus accountants, engineers, architects, etc., 
win have to be engaged for specific work suitable to their pro
fessional ability. The nsnal practice in such cases is to enter 
into agreements under which the vendors at: these businesses 
agree to receive in consideration of the sale of the property, a 
certain amount in cash and a certain amount in fully or partly 
paid shares. :tn some CIlSe5, the vendors also agree to pay 
"underwriting commission", or a part of the preliminary expen
diture. The vendors may either join the board of directors or 
may not. It is frequently necessary, particUlarly where good
will of the business is also transferred, to _ that in their agree
menta specific clause is inserted preventing them from carrying 
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on the same type of business within a certain radius and for Q' 

specific' number of years. It may be that the business carries 
with it patented inventions. trade marks. secret processes. 
registered patterns. etc.. in which case the same have to be 
transferred ~o the company through this agreement. 

Agreements with Promoters and Vendor •• -It may be 
added that the promoters may be proprietors of the old estab
lished concern itself. or outsiders. In the case of the outside' 
promoters. promoting either an old esta1;>lished business. or an 
entirely new company. it is the usual 'thing for them to be 
remunerated for their labour. skill and ingenuity in conneCtion.,. 
with the formation of the company. This remuneration may 
be in form of cash or partly in cash and partly in shares or· 
wholly in either. The remuneration which the promoters take 
should be fully disclosed in the prospectus: and that under no 
CIrcumstances any secret profit at the expense of the company 
they promote is permissible. because in case they ,were to make 
such profits. the company may compel the promoters concerned 
to surrender the same to it. 

Promoler Companiel.-Frequently one company promotes 
another under the Indian Companies Act of I913. There are 
occasions when a special prOtllojing company with limited 
liability is formed by a syndicate with the specific object of 
forming some particular company, Here the promoters arrange 
to hold shares in the prOmoting company. but as soon as the 
company they projected to promote is Boated. the promoting 
company is wound up and the net proceeds are distributed 
among the shareholders. i. B.. the members of the syndicate. 
This course is adopted with the two fold obiect of concealing the 
identity of the promoters. and at the same time of protecting 
themselves against personal lisbility ,!"d other dangers. This 
obiect is effectively achieved as far as the civil liability is con" 
cerned. because shareholders of this promoting company are not· 
personally liable fur contracts made by the promoting company. 
which. as we have noticed. is ii limited company: but where 
this promoting company commits a breach of duty or fraud. 
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the directors of such company are liable personally. On the 
same footing the directors of this promoting =pany will be 
liable for not disclosing profits made by the promoting com
pany in the prospectus, because that course is tantamount 
to a breach of trust or fraud. :t£, however, this syndicate 
or promoting company formed to promote had made illicit 
profits from the company SO promoted, they could be followed 
even in the hands of members of the promoting company. 

PRIVATE COMPANIES. 

Their Peculiaritiea.-Joint stock companies may be incor
porated either as "Private" or "Public" companies with or 
without limited liability. Private companies should consist of 
not less than two and not more than fifty members exclusive of 
those in the employment of the company, whereas, public com
panies must possess at least seven members, though no limit as 
to the maximum number of members is laid dOWll. The 
privileges enjoyed by these private companies are made up of 
the following exemptions:-

(I) They need not file statement in lieu of prospectus. 
(2) They can commence business and exercise borrowing powers as 

soon as they are incorporated and need not comply with 
the other requirements enfmced from public companies. 

(3) They are not to forward a statement in the form of a balance
sheet to the Registrar. 

(4) No reports are required to be filed by them as in the case of 
public companies. 

(5) Their profit and loas account and balance sheets need Dot be 
audited and certified by auditors of requisite qaa1iJications 
as is the case under the Indian Law with public companies. 
In English law anyone, irrespective of his qaa1iJicatiODS, 
can be an auditor in both public sad private companies. 

In English law, it may be also noted that profit and loas 
accoaat has not to be compulsorily cimtlated among the 
members. The new Indian Act has made that compulsory 
now both in case of private and public compsny. 

(6) The requirements as to "minimum subscription" do Dot apply 
to them. . 



Company Work and Practice 

(7) They are free from the requirements in regard to the appoint
ment of directors by the articles, aa well as their consent 
to act as such, and to take uP. and pay for the qualification 
shares, if any. as applying to public: companies. 

(8) They are not required by law to :61. their annul profit and 
loss account and balance sheets with the registrar, but 
they are required to disclose the amoant of the paid-up 
capital and their indebtednesa secured by mortgages and 
charges_ " 

(9) Though they muat hold the Statutory lIIeetings, they are not 
to file their Statutory Report with the Registrar. 

Their Advantage .. -The private company arrangement is" 
full of promise, bringing as it does within the reach of part
nership the blessings of limitation of liability, at the same 
time affording all possible facility for the raising of a fairly 
large capital, with an efficient and select combination of 
persons up to the limit of fifty. Here, though the partner!! 
retain a substantial interest in the fortunes of .the enterprise; 
they are relieved from the anxiety of being liable to the 
creditors to their last penny in case of unforeseen losses. The 
circumstance which makes these parties sure of their total stake 
in the company in" case of failure, is likely to induce a large 
number of men of means to launch out in risky enterprises and 
new experiments with courage, Besides, in the case of a 
private family business, the owner of the business may safely 
retire, or take it easy, "by converting his firm into a private 
limited company with a :fixed capital outlay, leaving his sons 
and trusted old servants to look after the same. He knows his 
actual stake in the enterprise and feels secure as to the balance 
of his saving. Here he takes over the bulk Of the shsres as 

"fully paid in consideration of the purchase price, distributing 
the rest among his sons and assistants. Thus the old business 
is run on the same old lines, by men experienced and interested, 
under the fostering care and general supervision of its parent: 
This form of incorporation has proved so popular in England 
that nearly six thousand. companies are being annually regis
tered since their formal recognition by the English Act of 1907_ 
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Our Indian A.ct of 1913 has fully adapted this recognition, and 
an increasing :lUlmber of companies are being incorporated 
under this arrangement as our business men are gradually 
realising its poSsibilities. This form of incorporation also 
appeals to those interested in a number of private businesses, as 
the possibility of the failure of one business involving the ruin 
of others through the unlimited partnership liability is absent. 
Again, a private :fi.rm, cannot always claim a monopoly as to its 
name, whereas, an incorporation in. the form of a private 
company secures that monopoly, without sacrificing the private 
!Ul4 pl'l1\O~ naM"~ Of tIu; ~terprise. A contiDuity is also 
secured by converting a :fi.rm into a private company, as the 
~$ gpetirewenl; pi OJle 9£ iQi members does not dissolve the 
I'on~ as in the case <If a partnership, In the case of a 
pusines; comprised of branch o.IIices in distant parts of the 
countx;y Qr the Emp~~ the private company arrangement 
alIords '" medium for giving the local managers or partners, a 
greater personal interest, Which can be done by converting each 
jjrm int.1I II private company with limited liability, and giving 
a great"!" stake in its capital to the member on the spot, at the 
same time keeping the IIIOSt pr-ominent members of the joint 
fvrmation COIIIDlC)Jl to .n the I:ODIpanies in the garb of ~ectors. 

Though there is " limit as to the number of members that 
II private comp'lllY should be llossessed l>f. there is no limit 
laid cl,own by law as to the amount of its capital. In England 
privatI; companies are in existence with capital -as low as £roo 
and as high as .£x ,000,000. It is no doubt difficult to secure a 
huge capital on the scale of some of the public I:ODIpanies in 
existence, for this class of company; but the purpose which 
this class of combination is expected to serve, and does serve, 
is to alIord a medium for a distinct form of combination of 
individuals on the joint stock plus limited liahility principle, 
who do not wish to take the outside investor within their fold. 
In short, both the i>n"lltJts and the tublic methods of joint stock 
combinations command their separate spheres of activity within 
which they rendjll" an ~ce11ent service to industries and 
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commerce. It may be added that. if at any stage of the career 
of a private company, it is thought desirable to convert it into 
a public company, with a view to be able to secure a larger 
capital by the issue of an invitation to the public, the same can 
be done under sec. 154 of the Indian Companies Act of 1913. 
All that need be done here is to get a special resolution passed, 
a copy of which resolution is to be filed with the Registrar of 
Joint Stock Companies, together with a statement in lieu of 
prospectus (as in the case of a public company as dealt with later 
in this chapter), together with the oth"" documents necessary 
in the case of a public company. The articles of ~tion 
may also be altered by a special resolution deleting the clause 
which restricts the membership to fifty and modifying the 
restrictions on the transfer of shares. 

PUBLIC COMPANIES. 

Their IncorporatioD.-In the case of public companies, 
the incorporation is secured by filing with the Registrar the 
following:-

I. The memorandum of association. 
2. The articles of association, if there be any. In the 

absence of special articles, Table A attached to the Companies 
Act, 1913 will come in force as the Company's Articles. 

3. Notice of the situation of the registered office of the 
c;ompany. 

4. Consent of the directors in writing to act as such 
directors, and, in the case of a company limited by guarantee 
and not haviug a share capital, every director·shall have either 
$igned the memorandum fur 1\ number of shares not less than 
his qualification shares (if any) or $igned and filed with the 
registrar a contmct in writing to take from the comPIIDY IIDd 
pay for his qualification shares (if any). 

s. A list of persons who have consented ·to be directors. 
6. A declaration by lID Advocate, Attorney or Plellder 

entitled to appear befure a High Court who is engaged in the 
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formation of a company, or by a person named in the articles 
as a director, manager or secretary of the company, of com
pliance with all or any of the said requirements. In England a 
'Statutory declaration by a Solicitor engaged in the formation 
o{ the company or by a person named in the articles as a 
director or secretary of the company of compliance with all or 
any of the requirements of the Act must be produced to the 
Registrar who may accept the declaration as suflicient evidence 
of compliance. 

After the grant of this certificate of incorporation, which 
in law makes the company a body corporate by the name 
mentioned in the memorandum, the company proceeds to ask 
for the subscription of its shares from the public. It shall not, 
however, commence business or exercise its borrowing powers, 
unless it obtains a further certificate from the Registrar 
declaring that the company is entitled to commence business. 
The certificate will be granted on the following further require-
ments being fulfilled: - . 

(I) Shares held subject to the payment of the whole 
amount thereof in cash have been allotted to an amount not 
less than the minimum subscription. 

(2) Every director has paid for on each of the shares taken 
or contracted to be taken by him, and for which he is liable 
to pay in cash, a proportion equal to the proportion payable on 
application and allotment on the shares offered for public 
subscription, or in the case of a Company which does not issue 
a prospectus inviting the public' to subscribe for its shares, on 
the shares payable in cash. 

(3) There has been filed with the Registrar a d\1ly verified 
declaration, by the secretary or one of the directors in the 
presi!H.bed form, that the aforesaid conditions have been 
complied with, and 

(4) In the case of a company which does not issue a 
prospectus inviting the public to subscribe for its shares, there 
has been filed· with the Registrar a statement in lieu of 
prospectus. 
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The Memorandum of A •• ociatiolL-The memorandum of 
association must state:-

N ..... Cr.Auss. 
(I) The name of the company (with the word LIMITED) 

if it is going to be a Limited Company ; 

SrrumoH Cr.Auss. 
(2) The place of business of the company; 

OBJBC'l'S Cr.Auss. 

(J) The objects for which the company is formed-a clause 
which requires to be drafted with great care and ingenuity. 
This is because of all the documents one. which is the most 
difficult to be altered at law, is the memorandum of association 
of a company and of all the clauses of the memorandum of 
association, the clause which is the most diflicu1t and incon
venient to be altered, is this "Objects" clause. This clause 
should include all the possible branches of b~ess in which 
the company is likely to be engaged and these should be stated 
in all their details clearly and carefu11y, otherwise the directors 
Inight find that they are unable to act on some important 
question because they have not the necessary power. In 
other words the action contemplated might be found to be 
ultra vir.. the Company ; 
Lwm.1TY Cr.Auss. 

(4) Whether the liability of the members is to .. be 
"limited" j 

CAP",Al, Cr..USB. 

(5) The amount of capital of the company, with its pro
posed division, if any, into shares, classifying these shares 
under the headings of (a) cumulative preference,{b) preference, 
(e) ordinary and (d) deferred, and stating the amount which is 
to form the value of each of these shares. The memorand1lIl!
of association has to be signed by at least seven members who 
are generally the Directors of the Company and each of these 
members has to state before his signature the number of shares 
he agrees to take up. 
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The following is the form in which a memorandum appears 
in actual practice:-

THE INDIAN COMPANIBS ACT 1913. 

COMPANY LIMlTBD BY SHARllS. 

MEMORANDUM OF ASSOCIAnON 

BOMBAY SPINNING AND WEAVING COMPANY 
LIMlTBD. 

1. The name of the company is the Bombay Spinning 8: 
Weaving Company, Limited. 

2. The registered office of the company will be situated ill 
Bombay. 

3. The objects fmc which the company is established ..... :-
(u) To do business as spinners of yarn and weavers of 

cloth and far that purpose to parchsse and acquire 
land and other properties and erect factory or factories, 
mi1Is, etc., containing cisterns, pipes, engines, t:anks, 
machinery and appliances as may be «qUired for 
basiness or e:q>edient for the purposes of the company 
and to parchase, take on Jease or otherwise acqoi:re 
and hold, lISe, occapy ad otherwise deal with any 
DOW eJdsting mills and factories of a similar JlAtme.. 

(b) To acquire, purchase or lease or otherwise any lands, 
hereditaments, rights. privileges, easements, user of 
water, liberties 01' licenses which may be deemed by 
the company =Iaiaite "" e:q>edient for the purposes 
of the company. 

(.) To acquire rights 01. trade marts by parchsse or other
wise relating to any busin... of the comp&J\Y and to 
tam &ame to account by asiag &ame or by granting 
Jiceue or otherwise. 

(Ii) '1'0 mise moaey by issue cI. debentures, obligatiuas, 
bonds, 01' otherwise iJ1 such manner as the company 
may think fit for the putposeS of am:yiug on the 
basia ... of the company.· 

(.) Generally to ..n, improoe, manage, develop, lease, 
mortgage, dispose of, tam to acxoant at: otherwise 
deal with all or any 01. the propcoty of the comp&J\Y. 
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(f) To do all such other things as are incidental or conducive 
to the attainments of the above objects. 

4. The liability of the members is limited to the nominal 
value of the shares they hold. 

S. The capital of the company is to be Rs. 20,00,000 divided 
into 2,000 shares of Rs. 1,000 each. 

We, the several persons whose names and addresses are 
subscribed are desirous of being formed into a company in 
pursuance of this memorandum of association and we respectively 
agree to take the number of Shares in the capital of the company 
set opposite our respective ttames. 

Names, Addresses, and Descriptions of 
Subscribers. 

Dorab Rustomji Cama. 53, Malabar Hill. Baronet. 

Solomon Issac, 15. Reclamation, Knight 

William Jordon, Apollo Bunder, J.P. 

Thac:kersey Gordhatl,das CUtchi, Mandvi B.....,., Rao 
Bahadur •.. ... ... . .. 

Bbrahim Ludha, CUmbalIa Hill, J.P. 

Janardhan Fadke, Girgaum "Road, Doctor of Medicine 

Chunilal Desai, Walkeshwar Road, Vakil, High Coort 

Number of shares 
taken by each 

Subscriber. 

One hundred 

Fifty 

Ten 

Ten 

Ten 

Ten 

Ten 

Dilled tho 21., <l4y 0' Avgust, /939. 

Witness to the above Signatures. 

jAMSHEDjI PESTONjI, SOLICITOR 

flY MlISus. JAlISHIDJI, HmA!.AI. & CO., 
BOMBAY. 

The Articl ... of AuociatioD.-We have already seeD that 
the memorandum of association of a company is its charter, 
whereas, the articles of association form the bye-laws, or 
regulations, which govern its internal mlUlQgement and embody 
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the powers of the directors and officers of the company, as well 
as those of shareholders or members of the company as to 
voting, etc. The articles, unlike the memorandum, can be 
altered by special resolutions; but the alterations should be 
restricted within the scope of the company's powers as laid 
down by its memorandum. This statutory right to alter its 
articles is one from which the company cannot, by any device, 
contract itself out. In case a company does not possess a 
special set of articles of its own, the regulations as laid down, 
in Table A, which is a Schedule attached to the Companies Act, 
shall apply. It is further provided that in the case of com
panies registered with a special set of articles, if the said 
articles are silent on some points, the provisions or regulations 
contained in the Table A sha11 apply to the same extent as if 
they were embodied in its own articles, unless in the articles 
specially framed, there is a change expressly excluding the 
Table A as is usually inserted. In case of companies limited 
by guarantee, or unlimited companies, the articles of associa
tion must be registered with the memorandum of association. 
There are also instances where companies do not file a special 
set of articles, but draw out a set of regulations embodying 
special powers which they wish to reserve, and file same with 
a declaration to the effect that "Table A shall be the articles 
of association of this company except in so far as they are 
modified by the following rnles." The bulk of companies, 
however, prefer to be registered with a special set of regula
tions. It may be further added that in case where articles are 
not registered, the memorandum has to be endorsed I'registered 
without articles of association". 

After these two documents, '/liz., the "memorandum of 
association" and the "articles of association" are filed with 
the registrar of ioint stock companies and the necessary fees 
are paid, the registrar issues a "certificate of incorporation" 
declaring the company to be duly incorporated under the 
Indian Companies Act. 
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THE PROSPECTl!S. 

The Indian and English Companies Acts lay down 
conditions and stipulations as to the contents of the prospec
tus of a company which is to be issued to the public with 
a view to invite applications for shares which ought to be 
carefully mastered. The prospectus is defined by sec. 2 (14) 

as "any Pf""P"ctus. notice. circular. advertisement or other 
invitstion offering to the public for subscription. or purchase. 
any shares or debentures of a company but shall not 'nclud. 
Any t,Ad. Ad".rtis ..... nt 'Which shO'Ws on the Ilteo 01 it that A 

formal :/>TOS:/>.ctus has b •• " :/>Te:/>aTed a"d filed." The words 
in italics were added by our Companies (Amendment) Act of 
1936. and do not find a place in the English Companies Act 
of 1929. This prospectus is generally issued where it is 
intended to appeal to the public for subscription of share 
capitsl. A private company cannot issue a prO§Pectus. or file 
the statement in lieu of prospectus. since it cannot invite the 
public to subscribe for shares; but in the case of a public 
company it is laid down that the prospectus must be issued in 
a proper form. giving the information as laid down by the Act ; 
or in the absence of such issue. the statement in lieu of pros
pectus duly signed by every person who is named therein as 
director or proposed director of the company. or by his agent 
duly authori2ed in writing. shall be filed for registration with 
the Registrar on or before the date of its pUblication. No such 
prospectus shall be issued uuless and until such a copy is filed. 
otherwise. every person who is knowingly a party to such issue 
will be liable to a fine not exceeding Rs. 50. fur every day from 
the date of the issue of the prospectus until the date when the 
copy is filed (sec. 92). It is further enacted that if a public 
company does not issue the prospectus as above stated. it shall 
not allot its shares or debentures uuless at least a ststement in 
lieu of prospectus as above ststed is filed. It will thus be seen 
that the importsnt point in this connection is. that there should 
be a public issue. •.•.• an invitstion to the public to take up 
shares of the company; and therefore. this rule does not apply 



Jlo6 Business Organization 

to a circular, or notice, inviting exiSting members, or debenture
holders of the company, to subscribe either for shares or 
debe'!tureS of the company (sec. 93 U)). 

Its Contents.-The next point to be considered is the one 
with regard to the contents of the prospectus. Great care and 
ingenuity have to be exercised here in preparing the draft, 
.because not only has the prospectus to be drafted in a manner 
which would appeal to the public, but various special require
ments of the company law are to be particularly observed in 
this connection, failing which the promoters, directors, and all 
other officers, taking part directly or indirectly in the prom<>
tion, may incur liability, on the ground that statements made 
in· the prospectus were either incorrect, or misleading or that 
certain points required by the company law to be included 
were omitted. The new Indian Companies (Amendment) Act, 
in the case of prospectuses issued by Indian companies in 
India, further lays down that if a prospectus is issued which 
does not comply with the provisions of sec. 93, every person 
who is knowingly responsible for the issue of such prospectus 
shall be liable to a fine not exceeding Rs. So for every day 
from the day of the issue of the prospectus until a copy com
plying with the requirements of sec. 93 is filed; of course if 
the non-compliance or contravention was in respect of matters 
which in the opinion of the Court were immaterial, or was 
otherwise such as ought in the opinion of the Court having 
regard to all circumstances of the case reasonably to be 
excused, the directors or persons responsible ~r the issue of 
such prospectus may not incur any liability by reason of such 
non-compliance or contravention (sec. 97). 

Sec. 93. (I) Every prospectus issued by or on behalf of a company. 
or by or on behalf of any person whQ is or has been engaged or 
interested in the formation of the company, shall state:-

(a) the contents of the memorandum, with the names, descriptions 
aud addresses of the signatories and the number of shares 
subscribed for by them respectively; and the number of 
founders or mansgement or deferred shares (if any) and the 
usture and extent of the interest of the holders in the 
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property and profits of the company [and the numbet of 
redeemable preference shares intended to be issued with 
the date or, where no date is fixed, the period of notice 
required and the proposed methud of redemption]; and 

(b) the number of shares (if any) fixed by the articles as the 
qualification of a director, and any provision in the articles 
as to the remuneration of the directors; mel 

(c) the Dames, descriptions and' addresses <4 the directors or. 
proposed directors and of the manage<s or proposed 
manage<s [and managing agents or proposed managing 
agents] (if any) [and any provision in the article or in any 
contract as to- the appointment of manage<s or managing 
agents and the remuneration payable to them]; and 

(d) the minimum subscription on which the directors may proceed 
to allotment, and the amount payable on application and 
allotment em each share; Bftd in the ease of a second or 
subsequent offer of shares the amount offered for SUbscrip.
tion on each previous allotment made. within the two 
preceding years, and the amount actaaUy allotted, and the 
amount (if uy) paid on the shares so allotted; and 

(e) the number and amanat of shares and debentures which within 
the two preceding yean have been issued, or agreed to be 
issued, as fully or partly paid up otherwise than in cash, 
and in the latter case the utent to which they are so paid 
uP. and in either case the consideration for which those 
shares or debentures have' been issued or agreed to be 
issued; and . 

[(e6) where any -issue of shares or debentures is underwritten, 
the names of the underwriters, and the opinion of the 
directors that the resources of the underwriters are sufficient 
to discharge the underwriting obligati"","; and] 

(/) the names and addresae. of the vend"", nf any property 
purchased or acquired by the company, or proposed so to be 
purchased or acquired, which is to be paid for wholly or 
partly out of the proceeds of the issue offered for subscrIp
tion by the prospectus, or the purchase or acquisition of 
which has not been completed at the date of issue of the 
prospectus. and the amount payable in cash, shares or 
debentures to the vendor, and where there is more than 
one separate vendor or the Company is a sub-purchaser, the 
amount 80 payable to each vendor: Provided that where 
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the' ~endors 'or- any of. ,:~th.em 8fe a firm, the membet:s of 
the fini, shan not be :lreated as separate vendors; and 

[(ft) 'Where "';y property referred to in clause If) has within the 
two' years preceding the issue of the prospectns been 
transferred by sale, the amount paid by the purchaser a~ 
each such transfer so far 88 the information is available 
and, where my such property is a- business, the profits 
accruing from such businesa during each of the three year& 
immediately preceding the issue of the prospectos or during 
each year of the existence of the business if less than three 
yeara as far as the information is avai1able, A balance 
sheet 01 the business concerned made up to a date not more 
than ninety days before the date of the issue of the 
prospectoa shaD be appended to the proapectoa; and] 

(g), the amount (if any) paid or payable as purchase money in 
cash, shares 'or debentures, for any 8uch property as af0re
said, specifying the amount (if any) payable for good-wiI\; 
and 

(/0) the amount -(if any) paid within the two preceding yeara or 
payable, as commission for subscribing or agreeing . to
subscribe, or procuring or agreeing to procure subscriptions, 
for any shares in, or debentures of, the rompany, (or as 
discount in respect of shares issued, showing separately 
the amount, if any, so paid to the. managing agents): 
Provided that it shaD not be nec.....,. to stste the commis
sion payable to sub-underwriters; and 

(I) the amount or estimated amount of preliminary expenses; and 
If) the amount paid within the two preceding yeara or intended 

to be paid to any promoter, and the consideration for an,. 
such payment; and 

(II) the dates of, and parties to every material contract (including 
contracts relating to the acquisition of property to which 
clanse If) applies), and a reasousble time and place at which 
any material contract or a copy thereof, may be inspected: 
Provided that this requirement shaU not apply to a 
contract entered into in the ordinary courae of the business 
c:arried on or intended to be c:arried on by the company, 
or to any contract (except a contract appointing or bing 
the remuneration of a managing director or managing 
agent) entered into more than two yeara bef_ the date 
of issue of the prospectus; and 
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(Ii tho names and adcltessesol the a1\dilors (if miy)- of the com-
pany; and " . 

(m) fall particulars of the nature and ~t of the' interest (if 
any) of every director in the promotion lOr, in the 
property proposed to be acquired by, the company; or, where 
the interest of such a director consists in being a parttier 
in a firm, the nature and extent of the interest of the firm, 
with a statement of all sums paid or agreed to be paid. 
to him or to the firm ill: cash or shares or otherwise by, 
any person either to induce him. to become, or to qualify 
him as a director, or otherwise for services rendered by 

him or by the firm. in connection with the promotion or 
formation Of the company; and 

(11) where the company having shares of mOl.! than one class, the 
right of voting .t meetings of the company conferred by, 
(and the rights in respect of capital and dividends attached, 
to) the several class .. of shares respectively; and 

(0) (where the articles of the company impose aIly restriction,s 
upon the members of the company in respect of the right 
to attend, speak or vote at meetings of the company or of 
the right to tranafer shares, or upon the directora of the 
company in respect of their powera of management the 
nature and extent of those restrictions). 

[(IA)" Where the prospectus is issued by a company which has been 
carrying on business prior to the issue thereof, the prospectus shall s~ 
out the following reports in addition to the matters referred to in 
sub-oection (I), namely:-

(I) a report by the '''ditors of the company with respect to the 
• profits of the company including its subsidiary companieS, 
if any. so far as the information is available in each of 
the three financial years immediately preceding the issue 
of the prospectus and with respect to ~e rates of the 
dividends, if any, paid by .the company on each class of 
shares in the company for each of the said three years 
giving particulars of each such class of shares on which 
such. dividends have been paid and the source from which 
the dividends have been paid and particulars of the cases. 
in which no dividends have been paid on any class ... of 
shares for any of those yesra and if no accounts have been 
made up for any part of a period of three yeara ending on 
a date three months before the issue o.f the prospectus, 
contaiuing a statement of that fact; 
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Jill iI the pro<eeds or any pd11: of the proceeds of tire issue of 
-the shares or debentures are or is to be applied directly or 
indirectly in the purchase of any bu.in ..... a report made 
by atl aceountant or accountants bolding the certificate 
referred to in .. e. 144 who shall be !lAmed iu the prospectus 
upon the profits of the busin... in respect of the three 
li1Iancial Year!! immediately preeedillg the issue of the 
proepeetua : 

Provided that iI. in the case of a company which has been earrying 
on. business for tess than three years, the accoa.nts of the company have 
been made up only in respect of two yean or any shorter period, this 
sub--section shall have effect as if references to two years or such shorter 
period were substituted for references to three years.] 

[(t B) The statement referred to in clause (ffl of s.ub-section (I) 
and the report referred to in aub-section (lA) with reference to the 
profits of a company or business shall show clearly the trading results 
Iqld all charges and expenses incidental thereto excluding income or 
profits having no relation to the trading for the period covered and 
excluding also items of profit or income of a DOIl-rec:mring nature ,but 
including amounts appropriated from profits to such purpcses aa pay
ment of taxation 01' reserves.] 

[(IC) Where any part of the sum. for the matters set out in sub
section (2) of section [01 is to be provided out of sources other than 
ihare capitsl particulars of the amount to be so provided alId the 

. sources thereof.] 

(2) Where any such prospectus as is mentioned in this section is 
pubUshed as a newspaper advertisement, it shall not be necessary in 
the .advertisement to specify the contents of the memorandum or the 
~ignatories thereto, and the number of shares subscribed for by them. 

(3) Thi. section shall IIOt apply to a circular or: notice inviting 
existing members or debenture holders of a company to subacribe either 
for shares or for: debentures of company. whether with '" without the 
right to renounce in favour of other persona. 

(4) The requirements of this section 8S to the memorandum and 
the qualification, remuneration and interest of directoH, the names, 
descriptions and addresses of directors or proposed directors, and of 
managers or proposed managers, and the amOllD.t or estimated amount 
of preliminary ""peDs... shall not apply in the case of a proepeetus 
issued more than one year after the dste at "hich the company is 
entitled to commence basineaa. 
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[provided that the said requirements, except the requirement as to 
the amount or estimated amount of preliminary expenses, shall apply 
to a prospectus filed in pursuance of sec. 154.J 

(5) Nothing in this section shall limit or diminish 8lIy1iability which 
any person may incur under the general law of this Act, apart from 
this section. 

How to Scan the Prospectus.-It will thus be noticed that, 
as far as possible, the Companies Act has provided proper . 
safeguards in order that the investing public be not misguided 
or misled, by insisting 011 details being stated in the prospectus, 
which are likely to affect their judgment while deciding 
whether or not they should apply for shares in a proposed 
company. If in actual practice these safeguards prove to be 
inoperative, the fault lies with the investors who generally 
allow themselves to be carried away either by sentiment or by th, 
speculative fever conveniently let loose by interested promoters 
and, their friends. Even among the most sober-minded inves
tors, the prOPOrtiOl1 of those who base their COI1clusions on a 
eareful study both of the prospectus and the articles of 
association of the company they invest in, is very small indeed. 
This is a tendency which will have to be taken in view while 
legislating 011 behalf of those who are not able to look after 
their own interests. The English legislation has taken that 
view. In India, with our bulk of investors Who have to deal 
with documents and law in a language foreign to them, even 
greater care will be necessary in providing safeguards against 
the weaker sectioo of the shareholding public being exploited 
on to their detriment. The primary object of the prospectus 
is, of course, to induce the public to subscribe for the shares 
and debentures of the company and thereby secure the 
necessary money which is to make up the capital of the com
pany. The greatest care, therefore, should be taken here to' 
state all the points which a cautious investor is likely to be 
curious about and that too, with the utmost veracity. The 
investing public of almost all countries where joint stock 
enterprise has ftourished for some length of time, have had 
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their experience of both the good and the doubtful type of 
enterprises, which has made them rather unduly sceptical. 
Even so prominent a writer and thinker as Mr. Hartley Withers 
has thought it fit to write about prospectuses in his book on 
"Stocks and Shares" as follows:-

!'All prospectuses should be scanned in a spirit of 
jaundiced criticism and with the most pessimistic readiness to 
believe that they are specially alluring traps laid by some 
designing financier to relieve the reader of some of his money. 
No allowances should be made, and the benefit of the doubt 
should never be given to the Prospectus. In fact, a large 
number of them are quite reasonable propositions put forward 
by quite honest men, but when they are of this kind they will, 
or ought to stand the most sceptical scrutiny, and when they 
are not, it is a service to the community at large to put them 
as quickly as possible in the waste paper basket." 

Care in Its PreparatioD.-The prospectus should therefore 
disclose all the material points in order to disarm all possible 
chances of. suspicion which are likely to discourage an investor. 
In a case where a going concern is to be taken over by the 
neW company, the actual working results in form of net profits 
for a number of years immediately preceding the period ought 
to be stated in the form of an abstract from the report of some 
prominent firm of accountants who are likely to command 
public (Jonfidence. The form in which these profits are dis
closed :should be such as to make it clear that the business 
sought to be purchased was of a prolrressive character. In the 
case of assets taken over, they ought to be valued by recognised 
experts. The name of the auditors should also be stated 
wherever possible; and in the selection of these, care should 
be taken to pick out qualified men of reputation and standing. 
Besides observing these precautions, all frankness ought to be 
displayed in carefully describing the business which the 
company is to carry on. A cautious investor will not blindly 
stake his capital in an enterprise without carefully weighing 
the possibilities of the business in contemplation, and therefore 



Compan·Y Work and Practice lUS 

all possible attention should hi. given to the work of sUpplying 
him with all posSible materials which are likely to help him to 
judie for himse1f after considering fully the point of view of 
the promoters. The promoters should also -take care to _ see 
that, as far as possible, all the statements contained in the 
prospectus are based on some expert's reports, abstracts from 
official documents, or on facts which they are able to substan
tiate if called upon. All the requirements of the Companies 
Act, 1913, as dealt with above, ought also to be strictly 
observed. Failing this, every director, promoter and every 
person engaged in the promotion and formation of the com
pany, with whose consent and knowledge the prospectus was 
issued, lays himself open to be sued for damages by an 
aggrieved shareholder who purchased, or agreed to purchase, 
the shares, relying on any untrue or misleading statement ill 
the prospectus. -

Mr. Hartley Withers recommends the investor to pay 
particular attention to the name of the firm of brokers (if any) 
mentioned in the prospectus as an indication of the company's 
prospects, as a good firm of bi-okers- will not attach -itself toa 
doubtful company, still less recommend its clients to invest_in 
the same. He also recommends investors in general to consult 
their own brokers before deciding on the prospects of an under
taking in which they think of investing. This of course 
applies to brokers in England, particu1arly to those on the 
London Stock Exchange, where the members of the Exchange 
are divided into two watertight compartments known as 
"jobbers" and "brokers". The former class restricts itself to 
buying and se11ing in stocks, shares and securities, whereas the 
latter acts as a middleman between the jobber and the investing 
public. In other words a jobber cannot act as a broker and 
"iCB "Brsa. Under these circumstances a broker being a 
disinterested middleman, besides being an expert in the line, 
can no doubt be looked to with confidence for advice. In 
India, however, no such distinction is observed. Almost every 

. broker on the Stock Exchange, whether in Bombay or else-
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where, is also a dealer in $tocks, share$ and securitie$, and 
therefore, one can never be certain about the extent of the 
disintere$tedness of his advice. The most prominent of these 
brokers indulge in the underwriting of share capital, which 
they would naturally be anxious to unload at the :first possible 
opportunity. However honest and straightforward their 
methods of business may be, this conflict of interest should 
alone be sufficient ¥> deter a cautious inve$tor from looking for 
guidance in this quarter. From a practical promoter's point 
of view however, the insertion of the name of a well known 
Jirm of hrokers wherever possible, make$ the prospectus more 
attractive. both here as well as in England. 

The other attraction which has generally proved over
powering to an average inve$tor, is the inclusion of a few titled 
Dame$ among the board of directors. We have already dealt 
with the weakness of this form of constitution from the com
bination and organization standpoint. and therefore need not 
enlarge on that point here. It need only be added that 
according to the best authorities, the glare of titled name$ on a 
board is loaing it$ magnetic effect on the average inve$tor in 
England who has improved by experience. and no doubt the 
same transition seems well within sight in India. 

FORM OF 11IE PROSPECTUS. 

PROSPECTUS 

A wpy of \hi. Prospectus bas be.,. filed with the Registrar 
of Companies .........•..... 

l"ho Subscription List will open on ...••....... and will close OD. •••••••••• 

THE X COMPANY, LIMITED. 

(Incorporated under .........•••.....••.. Act of •.•...•.• ) 

AUTHORlZED CAPITAL Rs •.•.........•......•.....•..... 
Divided into. .................... Sbares. 
6% Redeemable Cumulative Preference sbares of Rs ............... . 
each ................ Ordinary shares of Rs •.. ' ...... , .. , ........... esch. 
Out of whieb ............ 6% Redeemable Cumulative Preference 

share. and ...•..••.•.. Ordinary shares have been agreed to be taken 
up by the Managing Agents' firm and their friends which wiD be 
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allotted in full and the remaining ..••••..•... 6% Redoomable Cumu
lative Preference shares and •••••...••.•••• Ordinary shares are DOW 

offered for public subscription. 

6% Redeemable Cumulative Preference shares carry a fixed 
""",ulative preferential divid."d at the rate <>f 6 per .ent per 
aDUum on the capita! fot the time being paid up thereon. Such 
dividends to be accumalated and payable oat <>f the net profits 
which may be determined by the direetors to distribute among 
the members of the Company as available for dividend and to 
take precedence and have priority over all dividends pay.ble to 
the holders of the said ordinary shares but without any farther 
right to participate in the profits or assets of the company. Of 
the above shares ............ 6% Redeemable Cumulative Preference 
shares and ..••..•.•... Ordinary shares are to be issued and credited 
as fully paid. 

PAYABLB AS FOLLOWS: 

6% Redeemable Cumulative preference shares B.s ..•••.•........• 
per share on application, Rs .............. per share on ~ent and 
ha\ance of B.s .....••...••. per share in such eall or calls as the lloard 
of Directors m.y determine. 

Ordinary shares B.s ............. per share on .ppllcation ........... .. 
Rs ............. per share on allotment and the balance of as ............ . 
per share in such eall or ealls as the Board <>f Directors may 
determine. 

The aforesaid 6% Redeemable Cumulative Preference shares 
which are issued hereby shall be ft""Payable with three months 
prior notice either out of the Reserve Fund of the Company 
created from profits or out of a fresh issue of shares made for 
the purpose or from the sale proceeds of the property <>f the 
company at the option <>f the Board of DirectofS. The holders 
of the aforesaid 6% Redeemable Cumulative preference shares 
are not entitled to vote at the meetings. The ordinary sbares 
carry one vote for each share held by a member. 

The following are the clauses <>f the Articles of Association 
imposing restrictions on voting power:-

(1) No shareholder shall be entitled to speak, or be present 
... to oote at any General Meeting either personally or by pro,.,. 
01' &8 a prosy for another shareholder, whilst any money da.e 
from him., alone or joinUy. to the company. in respect of any 
ahare or shares in the company. remains unpaid. 
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(2) Every shareholder not otherwise disqualilied and who h .. 
been duly .registered for three months previous to the General 
Meeting. shall be entitled to be present, md to speak. and vote 
at such meeting, and shall have one vote in respect of every 
shsre held by him three months previous to the General Heeting. 
The holders of preference shares shsl1 hsve no vote in respect 
of preference shares either cumulative, ordinsry or otherwise 
held by them. 

DIRECTORS. 

(State the names, addresses, etc., of aU the directors and 
proposed directors.) 

MANAGING AG'ENTS. 

(State names, addresses, etc., of the Managing Agents.) 

BANKERS. 

(Stote the nomes and addresses of the Bsnlters.) 

AUDITORS. 

(Stote the nom .. and. addresses of the Auditors.) 

PROSP'ECTUS. 

(State here the object with which the Company is formed, the 
scope of its proposed business and the possibilities for such 
business in detail with a view to enable the investor to gange the 
prospecta of the future of the Company and to apply for its 
shares.) 

LAND & PROP'ERTY. 

In case the company has ananged to purchase any land or 
property or is proposing to do 80, state whether it has beeD 
transferred by sale within two years immediately preceding the 
issue of the prospectus and if so the amount paid by the purchaser 
at each such transfer should be stated 8S far 88 the information 
is available. The form. in such a case will be "The land acquired 
as referred to above h.. been held as sole proprietor by the 
vendor ............... of .............. .for more tban two yesrs of the date 
hereof. U 
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In case it has been transferred within two years the statement 
may be as follows:-

crThe land acquired as referred- to above was originally the 
property of ........................... from whom .................. of ................ .. 
.acquired same at a purchase price of RII, ............... on ............ day 
« ............ 19 .... .. 

(In ca.e any other property is acquired by the comp"';y and 
which within two years of the date of the prospectus has been 
dealt with by the vendor a .imilar disclosure as in the . ahem; 
<:&SO of land must be made.) 

MINIMUM SUBSCRIPTION; 

The minimum. amount which, in the opinion of the directors 
mu.t be rai.ed ant of the proceeds of this i .... e to provide for 
the purcha.e of any property or to be purchased which' is to be 
defrayed from the proceeds of the issue, preliminary expen.es 
and commission 80 payable to any' -person in eonsideratiOll of 
his agreeing to 8ubscri~e £ox: or for procuring or ~ agreeing to 
procure subscriptions for aharea in the company and for working 
capital is RB................... No amounts are to be provided in 
respect of the mstters aforesaid otherwi.e than o .. t of the preceeda 
of this issue. 

CONTRACTS. 

An agreement will· be entered into by the Company as 
provided in Article ......... of the Articles of Association with 
Messrs .......... ,. ...... .•.•• as Managing Agents of the company of 
the OIIe part and the Company of the other part providing for 
the appointment of the said firm of Messrs .......................... 'OJ as 
Managing Agents of the Company for a period of 20 years "pOll 

the terms and conditioua therein contained. 

REMUNBR4TION OP MANAGING AGBNTS. 

Under the provisions of the said Agreement the remuneration 
of the Managing Agents shall be a. follows:-

Ra ................... per month for office and travelling allowance 
plu .......... per cent on the net profits of the company as defined 
in sec. 87C(J) of the Indian Companies Act, 1913, after paying 
6 per _t to the holders of the 6% Redeemable Cumulative 
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Preference shares of the Company and 6 per eent to the holde .... 
of the Ordinary Shares provided thet if in any year DO commission 
ill eame4 by the said agents on aeeount of the profits earned by 
the company not being sufficient for the pnrpoae of paying 
dividend as afor .. aid, ~ company shall pay to the Managing 
Agents a minimum remuneration of Rs ...................... per annum 
for their services as such agents. The Managing Agents are also 
to be paid the cost, charges and expenses prelitninary and incident-- . 
a1 to the formation, establishment and registration of the company 
which may have been paid or incurred by them or for which they 
have or may become liable. 

PREI,lMINARY ;BXPENSIIS. 

It is estimated thet the Preliminary _.... w;U not exceed 
in the aggregate Rs ........................... . 

BROKERAG& 

The company shan pay the usual brokerage to registered 
brokers in respect of accepted applications received by the com
pany throngh them. 

UNDERWRITING COMMISSION & UNDERWRITERS. 

The shares now offered lor subscription have been underwritten 
for a commission at the rate of ...... per-cent on the amount thereof 
with Meaara ...................... oi ............... who in the opinion of the 
directors are parties with sufficient resources to discharge their 
u.nderwdling obligationa. The afaressid u.ndorwriting commissiOl> 
is payable by the company. 

DIRECTORS' INTEREST. 

Mr ................... and Mr ................... director. of the company 
are also partners in the firm of Messrs ......................... Managing 
Agenta of the company and as BUch are interested in the I'emDDtra
tion to be paid by the company to the aaid Managing Agents. 
The aforesaid Me88l'8 ......... '" , ...... and ............... who are directors, 
of the company are also promoters oj the company and are 
eDtiU~ to be remnDerated by ....................... jor their tronb1e 
blkeu ill the promotiOll and formation oj this Company. 
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DIRECTORS' QUAI,lFICATION & Ji.ElIiWNl!RATION. 

The qua1ification of a director other than a special or ",,-ofIicio 
director or debenture-director shall be the holding of at least SO 
shares in the c:ompany of the nominal value of Rs ................. .. 
registered in his name, 

The remuneration of every director shall he Rs ................ for 
each meeting of the Boord attended by him. The directors shall 
be paid such forther remuneration (if any) fo<o any _ work 
done by any of them as may be decided by the Board of Di.rectora 
and the Board can also pay to any director who is not a bo,", lid, 
resident in ....•.•............. .and who .bail come to ..•••........ ,., . .for the 
purpose of attending a meeting such remuneration 88 the directors 
may consider fair compensation for hie ~enses and lose of 
time in <:oDllection therewith in addition to his fee fo<o attending 
such meeting 88 above specified. 

INSPECTION. 

Drafts of the agreement to be entered into by the company 
as aforesaid D18.y be inspected at the registered office of the com
pany during office bonrs. 

APPLICATION POB. SHARl!S. 

Application for sbarea sbould be made on the acc:ompanying 
form and forwarded together with the' deposit of Rs ••.••.•••.•••... 
per share which should be paid to the Managing Agents at thO' 
registered office of the c:ompany. In case no shares are allotted, 
the whole of the deposit will be refunded and if lesser number 
of sbares are allotted, the =~ will be ntiUsed for payment of 
the amount of the allotment money and If any l>a\ance left, it 
would be refunded. 

. Prospectus and forms of applicstion for shares can be· 
obtained at the registered office of the company. 

Dated at .................. this ............... day of .••. , .••..•...• 19 • 

Form of Notice aa to Situatioll,-The notice in writing 
of the situation of the registered office of a company to which 
all communications and notices are to be addressed has to be 
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filed with the registrar (sec, 72 (2) Companies Act 1913). It 
may be drawn out in the following form:-

TM Indian C<>m/,anles Acl, 1913. 

SIC. 72. 

NOTIC8 

0'1' TID 

SITUATION OF T.E!B ·Ri!GlSTERED OFFICB 

cw 
THE BOMBAY SPINNING & WEAVING COMPANY, LTD. 

To 
The Registrar of Joint' Stock. Companies, 

Bombay. 

The directors of the aboveuamed company hereby give you 
notice pursuant to Section 71 (/) of the Indian Companiea Act, 
1913, that the ..,gistered office of the company is sitallted at 
No. 10, Church· Gate St., Bombay. 

siguatare. J. Fernandez, 
Secretary. 

Daled 1M 21s1 day 01 A"gwt. 1939. 

Form of COHent of Directon.-The consent of the direc
tors to act as such as requU:ed by sec. 84 (I) of the Indian 
Companies Act, 1913, will be in. the following form :-

TM India .. C&m/,atJles Act, IllIl. 

SIC. 84 (I) 

CoNSENT TO Act AS DIRECTORS 

CW 
\ 

.THE BOMBAY SPINNING & WEAVING COMPANY, LTD. 

To 
The Registrar of Joint Stock Companies, 

Bombay. 

We the undersigned hereby testify our OODSent to act as 
DirectOrs of the Bombsy Spinning and Weaving Company, Limited, 
pursuant to Section 84, Sub-<lection i, of the Indian Companiea 
Act, 19la: 
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Form of Coment of Dn:e.:ton-(contd.) 

Signatures. 

Dorab R. Cama. 
Solomon Issac. 
William Jordan. 
ThakeTSeY Gordhand ... 
Ebrahim Ludba. 
Janardhan Phadke. 
Chunilal Desai. 

Address. 

Malabar Hill. 
Reclamation. 
Apollo Bunder. 
Mandvi Bazaar. 
Cumballa· Hill. 
Girgaum Road. 
Walkeshwar Road. 

Dated th_ 21st day 0/ August, 1939. 

Description. 

Baronet. 
Knight. 
J.P. 
Merchant. 
Merchant. 

~~~i;gh Court. 

Form of the List of Director •. -The list of persons who 
have consented to be directors as required to be tiled with the 
registrar per sec. 84 (a) of the Indian Companies Act. 1913. 
will have to be made out as follows:-

T"_ India .. Compa"les Act, 1913. 
SIC. 84 (2) 

List of ~ persons who have 
CONSBN'lED '10· BE DIlU~CTORS 

OY 

THE BOMBAY SPINNING & WEAVING COMPANY, LD., 
To 

The Registrar of Joint Stock Companies, 
Bombay. 

I, John Pernandez, the undersigned, hereby give you notice, 
pursuant to Sec. 84 (2) of the Indian Companies Act, 1913, that 
the following persons have consented to be Directors of the 
Bombay Spinning and Weaving Company, Limited. 

Names. 

Dorab R. Cama. 
Solomon Isaac. 
William Jordon. 
Thakersey Gordhanda., 
Bbrahim Ludha. 
Janardban Phadke. 
Chunilal Desai. 

Address. 

],r.Jabar Hill. 
Reclamation. 
Apollo Bunder. 
Mandvi Baraar. 
Cumballa Hill. 
Girgaum Road. 
Walkeshwar Road. 

Description. 

Baronet. 
Knight. 
J.P. 
Merchant. 
Merchant. 
Physician. 
Vakil, High Court. 

Signature, address and John Fernandez, 
de~~p:~;;::!a':fJ:.icant 10, Chur:...t~ Street. 

Daled l"ls 31s1 da)' 0/ 4""'sI, 1939. 
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Form of the Declaratioa of Complia_The declara
tion of compliance will have to be drawn out in the following 
form:-

Tile IndUm Companies Act. 1913. 

D8CLARATION OF COMPLIANCB 

with the 

Requi.itiotlS of the Indian Companies Act, 1913 
made pursuant to Section 84, SalHec):ion 2, on behalf of 

a company propooed to be registered as 

THB BOMBAY SPINNING & WEAVING COMPANY, LIMITED. 

I, John. Fernandez, o£ 10, Chan:h Gate Street, Bombay, and 
56, Frere Road, Bombay, do solemnly declare that I am the 
Secretary named in the Articles of Association of the Bombay 
Spinning and Weaving Company, Limited, and that all the 
requirementa of the Indian Companies Act 1913, in respect of 
matters precedent to registration of the said company and 
incidental thereto have been complied with. And I make this 
solemn Declaration c:onacientious1y believing the same to be tru .. 

Declared at my office, High Court, } 
Bombay, the 21st day of August 
<me' thousand nine h111tdred and 
thirty"';"e. 

Before me 
P. Wadi&, 

Commissioner for oaths. 

John Pemand ... 

APPLICATION AND ALLOTMENT OF SHARES. 

The usual practice is to issue the prospectllS to the public 
by advertising it in the first instance in the newspapers as well 
.as fw'nishing copies of the same to individuals applying for it. 
A date is fixed up to which the applications are to be open. 
Usually an arrangement is made with the company's bankers to 
receive applications and the public are requested to address 
these applications together with the applicatiO!l money to these 
bankers. The bankers collect the applications in their proper 
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order, enter the application money in the proper order of dates 
in the pass book allotted to the company, and sign and hand 
over a receipt for the money to the applicant on the receipt 
form which is generally attached to the application forms 
nady to be filled in and detached. These applications have to 
be made usnally in special printed forms ·furnished by, the 
company, and which are usually annexed to the prospectus. 
It may, however, be noted that in law an application for shares 
may be made orally or by a letter written by the applicant: the 
practice for companies is to require the application on its 
printed form only so that uniformity of agreement from all the 
applicants may be obtained, and the conditions under which 
~es are to be issued may be provided for. Mer the close 
of the last date of application, the bankers forward the appli
cations, together with the pass-book, to the company's office. 
If the minimum subscription as stated in the prospectus, or 
where no such minimum is fixed, the whole amount of share 
capitsl offered for subscription, has not been subscribed for 
within 180 days after the issue of the prospectus, all moneys 
received from the applicants must be immediately repaid. 
Failing such repayment within further ten days, the directors 
cf the company make themselves jointly and severally liable 
to repay same with interest at the rate of seven per cent per 
annum from the expiry ·of the one hundred and Dinetieth day 
after the first issue of the prospectus (sec. lor, Compo Act 
1913). Allotments made in defiance of this rule shall be 
voidable at the ;nstance of the applicant within one month after 
the holding of the statutory meeting even tho~gh the company 
may be in course of liquidation by that time. 

We shall however a."'ume that the minimum subscription 
has been applied for. The applications are then to be con~ 
gdered bY the directors at their board meeting to be held for 
that purpose. It may be added that the articles usually give 
the directors the power to reject any application, or transfer, 
without giving any reason. Thus the directors are in a position 
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to select from the applicants members of their choice. There 
are also occasions when the number of applications for shares. 
are in excess of the actual amount offered to the public. Here 
also a discretion is to be used as to whom the letters of 
allotment and to whom the letters of regret should be sent. 
The work of selection occupies a number of hours, if not days, 
in case of large companies and therefore the most convenient 
course is to delegate this work to a small committee consisting 
of 'the chairman and a couple of directors whose recommenda
tion or selection is formally approved at the next board meeting. 

Form of Application Letter.-The form of application. 
duly filled in will be as follows:-

TO THE BOMBAY SPINNING & WEAVING COMPANY 
LIMl'TBD. 

GSNTl.&HBN, 

Having paid to the Company's Bankers, the Natioaa1 Bank 
of India, Ltd., the sum of Rs. 100 being a deposit"" Rs. 10 per 
&bare on tea &bares in the abovenamed Company, I request yon 
to allot me that number of shares upon the terms of the company's. 
prospectus dated the 21st day of Auguet, 1939, and I lrereby agree 
to accept the same . or any smaller Dumber that may be allotted 
to me and to pay the balan .. of Rs. 990 per share as provided by 
the said prospectus, and I authorise you to register me B8 the
holder of the said Shares. 

NAME IN· FULL, ]lvan!1 Prag!!. 
ADDRlISS, IS, Ch""" GGI. SIr.d. 
DESCRIPTION, M.,clsant. 
DATE, 21st "'''pst, 1939. 
SIGNATURE, ]lva"!1 Pragll. 

A receipt form is generally annexed to the application form 
as shown above and as soon as the applicant pays the money 
either at the company's office or at the office of the company's 
bankers,. the bankers fill in that receipt form, sign it and return 
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the same to the applicant. The· receipt is in the following 
form:-

THlt BOMBAY SPINNING & WEAVING COMPANY, 
LIMITED. 

Banker's Receipt to be retained by the Applicant. 

Received this 21st day of Aogust 1939 of Mr. Jivanji Pragji 
the Bum of Rs. 100 being a deposit of Rs, 10 per share opon 10 
shares in the abovenamed Company, 

Por the Nations! Bank of India, Limited. 

M. McDonald, 

Cashier. 
Stamp. 

Form of Allotment Letter.-The directors' board meeting 
would then be held at a fixed date to consider the applications 
received, at which meeting the directors would decide whether 
they are to allot all the shares applied for or in case where a 
larger number is applied for than available, the directors would 
decide as to whom the Letters of Allotment or the Letters of 
Regret should be sent. Assuming that the abov~ applicant has 
been allotted the shares he applied for, the Letter of Allotment 
would be in the following form:-

l'Hlt BOMBAY SPINNING & WEAVING COMPANY, LIMITED. 

To 
Mil. JIVANJI PRAGjl, 

DBAll Sm, 

Bombay, 2711& Aapst, 1939. 

I oro Wrected to inform yoo that in accordance with yonr 
application, the directorB have sllotted to yoo 10 ShareB of Rs. 1,000 
each in the above company. 

The Bum of Rs. 100 per Bbare is payable thereon op to and on 
allotment making the aum of Rs. 1,000 in respect of which YOll 

15 
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,h .... paid on application RB. 100 leaving a ba1a.nce of RB. 900 
:payable by you, which I am instructed to request you to pay to 
Ell. Bankers of the Company, the National Bank of India, Limited. 

It will be IlOCeSSary for yon to produce this Letter of Allot
ment at the time of paymeut. 

Yours truly, 
J. Pl!RNANDEZ, 

Secretary, pro !em. 

The ShareCerti6cate.-After the shares are allotted 
and the allotment money is paid, the applicant, who now 
becomes a shareholder, gets his share certificate. These 
certificate forms are generally printed in book form, with a 
perforation dividing the same from the counterfoil. This 
counterfoil, which records the sanie particulars as the original 
share certificate, forms a con~enient record for reference. A 
share certificate is PrimA facie evidence of the title of the 
member to the ,share or shares held by him as indicated therein. 
According to the rules of almost all the stock exchanges of 
the world, th,e holder of shares who sells them, has to deliver 
to the buyer this share certificate together with a transfer 
form duly filled in and signed by himself. The holder of the 
share certificate, therefore, should carefully preserve the same. 
In case the same is lost a new certificate may be obtained from 
the company in accordance with the regulations provided for 
in the articles. Usually the regulations applying to such cases 
provide that the applicant for a new certificate, who alleges 
tha~ the original is lost, stolen or destroyed, ought to give an 
indemnity bond by which he undertakes to make good any 
loss which the company may suffer through this lost certificate 
falling in the hands of some innocent person or: under any 
other circumstances. A third person's guarantee, besides the 
indemnity bond of the shareholder, is in some cases insisted 
on. In some cases it is also stipulated as a condition precedent 
to the issue of a duplicate certificate that the loss will have to 
be advertised in certain newspapers. These precautions are 
considered necessary because the share certificate is considered 
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as "a declaration to all the world that the person in whose 
name the certificate is made out, and to whom it is given, is iI. 
shareholder in. the company, and it is given by the company 
with the intention that it shs.ll be SO used by the person to 
whom it is given, and acted upon in the sale and transfer of 
shares." The share certificate is made out generally in the 
following form:-

No. 123f-1243. 

THE BOMBAY SPINNING & vrnAVING CClI., LTD. 

R 
This is to certify that Mr. Jivanji Pragji of 15, Church Gate 

Street, Bombay, is the holder of 10 shares num~ 123f-1243 
inclusive j in the above Company, subject to the provisions of the 
:Memorandum and Articles of Association of the Company; and 
that the Bum of RI. 100 per share baa been paid in _pec:t of 
each of the said shares. 

Given ander the Common Sesl of the said Company, this 
lst day of September, 1939. / 

D. R. CAMA, } 
SOLOMON ISAAC,· Directors. 
THAKaRSEY GORDHANDAS, ' 

J. FERNANDEZ, Seeretary. 

Ko lNuf ... of aQJ' of the abonmntioDecl .bareI oa be rciat8nd without proIiadioD. 
of thI. aertiflcah. 

Form of ~all Letter.-The directors may then make calls 
on account of these shares as may be found necessary and 
convenient for the working of the company and after having 
decided at their board meeting to make a call, the secretary 
has to send out notices of call which are generally printed with 
counterfoils bound in book form and consecutively numbered. 
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The Call Form in the Book of the notices of call would be as 
under:-

No. 113. 

Tbe Bombay Spinning 
& Weaving Co., Ltd. 

Notice of Call. 

Shares Noo. 1234-1243 

Date of Call, 1st Nov
ember, 1939. 

Amount per share Rs. 
SO. 

Aggregate amount Rs. 
500. 

When due, 15th Novem
ber, 1939. 

WI1en paid, 15th Nov
ember, 1939. 

Name of Member, 
Jivanji Pragji. 

Address,· 15, . Ch111'Ch 
Gate Street, Bombay. 

Date 01 Postin, Notice, 
1st Novembe~ J 1939. 

Notice of Call. 
This Form to be sent entire to the 

Bankers or the Secretary, accompanied 
by the amount payable. 

Notice of call of Rs. SO per Share. 
Making Rs. 150 per Share paid up. 

No. 113, Shares Nos. 1234-1243. 
The Bombay Spinning & Weaving 

Company, Limited. 
Bombay, 1st November, 1939. 

Sir,-I have to inform you that at a 
Meeting of the Directors of this Company 
held at Bombay on the 1st November, 
1939, it wss reaolved that a csll of Rs. SO 
per Share be made upon the Members 
of the Company in respect of the money. 
unpaid on their Shares payable on or 
before 15th November, 1939, and I have 
to request that you will, on or be10re 
that dste pay the sum of Rs. 500 (being 
the amount of such call in respect of the 
10 Shares nogistered in yonr name in the 
Books of the Company) to the National 
Bank of India, Ltd. 

I am, Sir, 
Your obedient servant, 

Where posted, G. P. To 
Office. 

J. FERNANDEZ, Secretary. 
MR. ]IVAN]I PRAG]I, 

IS, Ch111'Ch Gate Stnoet, 
Bombay, 

No. 113. 15th November. 1939. 

B 
Received of Jivanji Pragji the sum of 

Rs. SOO being the amount of a csll of 
Rs. SO per Share on 10 abares in th .. 
Bombay S. & W. Co., Ltd. 

Rs. 500. DOSABHAI FRAMJ!. 
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Form of Application and Allotment Book.-,.'rhe appli~ 
cations and allotments would then be entered in the Applica
tion and Allotment Book which is ruled as under:~ 

Appli-

f~·· 
No. of No. of No. 0 Res!- shares 

letter. cant's deuce. Profession. pplica- Applied shares 
Dame. tiOD. 

I~ 
Allotted. 

ff1 livanji IS. Church Merchant. 1989 10 10 
Pragji Gate Aug. 21. 

Street. 



Name, ]111."11 P1'4gjl, 

Address. 15, CmwcJJ Gau Street. 

Occupation, Merchant, 

For Shares Tranaferred. 

3'" $ Diotinctive I ~ .. J 
... Nnmbers. g:a 

~~ ~ e~· Date. 

~- o I 1~8.~ ... 0 ~ Prom To .~ 

1989 
" 

21 Aug. API'Ii-
catlon. 1 a 1284 1248 Re.tO 

'JtI " 
Allot-
ment. 10 

" " Re.90 

1989 

lit Nov. C I 
" " Re.60 

REGISTER OF MEMBERS. 

Ii 1l 
~ 

h '" Date 3 paid. Date. 

~ 3'" 
~ 

1989 1989 

R •• tOO 21 Aug. R .. 100 tet Dec 

Re.900 'JtIAug. RI.900 

Ro.600 16 Nov. Ro.600 

For Shares Held. 

a..! $ Di.tinctive .. 11 ~~c; ~ti .z:I Numbers. ., 
~-g 10': 'g 3] 

~~ ~,H~ o~ .; From To f<f< Z .. 
K. GaDlIP1li 6 1284 1288 

Itlod ... 
Ei-~. "S 
~ UJ ---I 
'tOil=-
a.1t ~ 
~~ID m 'a. 
l { cpr.o ~ 
g' 8- E 
p: .. a: ;s' 
III It a a 
til· '" a" e II C 
Sg;1 ~ 
... I " 
8: '2 ~ e ~ oq fl' 
VJI (D ::-. .. ~ a ~ 
I l~ 

0-[ 
Ei-tD 
~ E' 

~ If 
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The Can Book.-For each of the calls made, a Call Book 
is made out with rulings as under and filled in as shown 
below:-

i 

I ~ 
~ 

~ 
9 .. 
" :g 
8 ., 
2l 

~ j 
0 
III t: 

3 -.. 
~.., .,,-
e~ 
~.~ 
,~ 

m.Q 
<>1 m 

~t 
..:Ig 
h 
Ito." 

'; ... 

P5~ 

I ' ° CJIto 

~:;! I CD,.I:I'~ 

I 
"~o .. Ap:: ~~~ 

i li :! 

I 
g 

Pm .. 
oOCJ 

~ I-<~'S 

~~:9 
I 51 

~i~ 

:~~] e s/ 
~~.~:s.c 

g,d 

I 
t~ Po 
:s~ g:r: 

0 

:i 

I 
.Q '" .!l • 211 ~ 

=]~ 
~ CJ III 

.. 
I 

=go:=. a d m z 

The Share Traoafer Book.-The above books, 'Viz., the 
Application and Allotment Book, the Call Book, and the Share' 
Ledger are subsidiary books kept simply to keep a minute 
record of the whole capital of the company as held by the 
different shareholders, the amount actually paid by them and 
the amount actually due by them, There is also an additional 



SHARE TRANSPER BOOK. 

~J 
TransferoR. Trauafereel. "a~1 Date. Polio In Folio In 

6 ... ~ register of Name. Oc:cupation. Name. Address. ,Occupation. register of ~CIl 
member •. member •. 

e: "" [ id 

IS- ~ ... 'l: 
o tr 
~ e: ~ 
S· S' 
g-g-e: 

1989 

lIt 'J:1 llvanjl Merchant. K.Ganguli. Chandan- Rly. Guard. 
!Joe. Pragjl. wady, 

Bombay. 

rl~ .. ~ 

[II f §. 
~ ~ S 
'f I[ ~ r II [ 

§ r i' 

It 
~l 
f~ 
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!.etten of Regret.-In case of those applicants however 
who are not allotted the shares they applied for, "Letters of 
Regret" are forwarded by the secretary informing them that 
the shares were not allotted to them. The shares are not 
allotted for various reasons. Most frequently this course has 
to be taken because a larger number of shares may have been 
applied for than are available, in which case the directors 
naturally select those applicants whom, they consider to be the 
most desirable to be admitted as shareholders and reject the 
rest. It often happens that even though all the shares are not 
applied for, there may _be among the applicants some who in 
the opinion of the directors are not desirable men to .be allowed 
to buy the shares of the company for one reason or another, 
and are thus refused allotment. Letters of regret have to be 
sent to those applicants whose applications are rejected. They 
are in the following form:-

LETTER OF REGRET 

THE BOMBAY SPINNING AND WEAVING 
COMPANY, LIlI<1lTED. 

Registered OfIice, :Esplanade Road, 

Bombay, 20th August, 1939. 

Xanondas Kanji, Esq., 

Share Bazaar, BOMBAY. 

Sir. 

I regret to inform YOIl that the directors are unable to allot 
yon any of the ordinary and preference shares of this company, 
in compliance with yonr applieation for 75 ordinary ShAres an~ 
25 preference Share •. 

Plesse find enclosed a cheque £or Ro. 1,000 being the amOllDt 
paid by YOIl on the abovementioned application, and I sball be glad 
if yoll will sign the form of receipt at the foot of the cheqlle 
&eDt herewith, and present the asme for payment throngh yOtll' 
bankers (with the original form of receipt attached thereto). 



Business Organiz.ation 

As the cheque contains a form. o£ receipt, DO further acknow
ledgment from you will be necessary. 

No. S43167 

To 

Yours faithfully, 
J. Fernandez, 

Secretary. 

Bombay, 20th August, _. 

EJ 
The National Bank of India, Ltd., Bombay. 

Pay to Karsoncias Kanji, Esq., or order, the receipt below 
being signed, Ibe sum of Rupees One Thousand. 

For Ibe Bombay Spinning and Weaving Co., Ltd .• 

D. R. Cama, DIRl!CTOR. 
J. Fernand .. , SECRETARY. 

24tb Augnat, 1939". 

Received of Ibe Bombay Spinning and Weaving Company, 
Limited, the sum of Rupees One Thousand, being the amount 
deposited by me on application for one hundred Shares in tb~ 
same. 

Ro. 1,000-0-0 R 
Certified TraDlfen.-According to the rules of the Stock 

Exchange the seller must hand over to the buyer a transfer 
form duly executed together with the relevant share certificates 
against which the buyer has to pay the purchase price of the 
said shares as agreed. In many cases however the seller 
possesses one certificate for a number of shares out of which 
he is selling a few. In such cases he lodges the share certificate 
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with the company's office and obtains from its secretary a 
marginal acknowledgment (as in the form hereunder) of this 
lodgment. The transfer is thereafter technically known as 8 

"certified transfer" on the Stock Exchange. It should be how
ever noted that this certification does not amount to IIIlY 
guarantee that the transfer will be accepted. 

We saw in the Share Transfer Bool< that one of the 
shareholders, Mr. Jivanji Pragji, of the company transferred 
five shares from his name to that of Mr. K. Ganguli. The 
transfer is effected by fil1ing in a Share Transfer Form which 
is to be signed by both the seller Mr. Jivanji Pragji and the 
buyer Mr. K. Ganguli. The seller here transfers to the 
transferee his right, title and interest in these five shares to 
buyer Gangu1i and the buyer on the other hand agrees to take 
over the shares with all rights and liabilities arising therefrom 
in case the shares are not fully paid or when the company is 
an . "un1imited" company. The Transfer Form runs as 
follows:-

SHARlI TRANSFER. 

I, Jivanji Pragji, of 15, Church Gate Street, Bonibay I' 
in consideration of the sum of RI. 5,500 paid by K. 
Gangali, of Cbandanwady, Bombay, Railway Guard,.. 
hereinafter called the said Transfere~, do hereby bargain, 
sell, assign and transfer to the said Transferee :-Five
fully paid Shares of RI. 1,000 .each, numbered 1234 to 
1238 inclusive, of and in the undertaking called the 
Bombay Spilllling and Weaving Co., Ltd., TO HOLD unte> 
the said transferee, his l$z.ecutors, .Administrators and 
Assigns, subject to the several conditions on which I held 
the same immediately before the ezecution hereof j and 
I the said Transferee do hereby agree to accept and tok .. 
the said Shares subject to the conditions aforesaid AS 
WITNESS our Hando and Seals, this first doy of Decem.-
ber in the Christian Year One Thousand Nine Hundred 
and Thirty-nine. 

Signed, sealed, and delivered by the above 
Jivanji Pragji, named Jivanji Pragji, in 
. the presence of ........ . 
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Balance Receipt or Ticket.-Where·a certificate of shares 
is lodged containing II larger number of shares than those 
which are sought to be transferred, the practice is that in some 
<cases the secretary of the company concerned issues to the 
-seller, or his broker, a r.eceipt for the balance of shares which 
receipt is called the "Balance Receipt". This receipt means 

'that the seller, in due course, is entitled to receive a certificate 
for the balance of untransferred or unsold shares. Care should 
be taken to see that such balance receipt is signed by some 
responsible officer, such as the secretary or the registrar of the 
.company. This receipt is in some cases also known as 
"Balance Ticket". It is usually given in the following form:-

THE BOMBAY TRADING 
COMPAm LIMI'I'BD. 

IlOp1auade Road, Bombay. 
BALANCE TICKET. 

No .................... .. 
.................. 19 ......... 

Certificate No ..................... . 
No. of Shares ............. .. 

Total ................. . 
-Certified ................. . 

THE BOMBAY TRADING 
COMPANY, LIMITBD. 

IlOplaDade Road, Bombay. 
BALANCE TICKET. 

No .................. . 
.................. 19 ......... 

This is to certify that a 
Balance of ........•... shares in the 
Bombay Trading Company, 

! Limited, Jl:umbered from ........ . 
Balance ................. ::::· .. ··· .. ··· .. ·· .. i to ............ both inclusive, now 
____________ i stands in the Company's Book. 

1 in the name of .................... . Distinctive Numbers on 
Balance Ticket. i The Balance Certili.cate will be 

--------:-:~-i ready OD ................. . 

__ Fro __ m_. ______ T_O·_--ii Nol. :-No Ba1ance Certili.cate 

------------j: will be issued, or Transfer cera· 
i lied, until this Ticket is lodged 
! with the Company. 

Issued to .................... . 
Balance Certificate ready ....... .. 

The Share Transfer Form requires to be stamped ad 'Valorem 
,and in computing the stamp duty the consideration paid by 
the buyer to the seller has to be considered. The transfer 

.contains the consideration amount for which the shares are 
oSold, but it often happens that the consideration as shown and 
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inserted in the transfer form differs from that which the 
original seller actually receives from the original purchaser 
when for instance, before the transfer is actually effected, the 
original purchaser has again sold away the shares to a sub
purchaser. Here according to law the actual amount paid by 
the sub-purchaser to the original purchaser would have to be 
entered as "consideration money" in the transfer form and 
not the actual amount which the original seller received from 
the original purchaser. 

NEW ISSUE OF SHARES. 

Frequently in the case of prosperous companies when there 
is a new share issue made, the existing shareholders or members 
naturally desire that they should be given the first option of 
purchasing these shareS. The result is that to them also £rae. 
tiona! certificates would be issued in case where they do not 
hold the requisite number of shares entitling them to the 
purchase of one complete share. The principle here followed 
is more or less the same as in case of split shar.,..,.,,-tificates 
iSsued in the case of bonus shares. The resolution passed in 
this connection must state the amount of the new issue and its. 
class defining the rights of that class and the terms on which 
the said shares are to be issued say one to every ten or' other
wise. The resolution generally provides as to how the balance 
of shares and not taken up by existing members is to be dealt 
with. 

CI1UP"" ... h ... N .... Shan. aTB ...... d a"d optio .. giv." to 
pro •• ", Sharehold.rs to purchase 0".' ShaT. lOT 

Ni"e Sha"e. h.ld. 

ORDINARY SHAREHOLDERS. 

Thi. coupon must be preftI1ted before th ••.•••••....•••.••••.••••.••.•• 
No. 40172 

The A. B. & C. Company Limited. 

Issue of ............... ordinary ohesee of Rs .••..•.•.• eec:h Nos .••••••••• 
to .......••... 
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To the shareholders at Rs ............. per share, payable in full 
before .......•...• day of •........••. 

The shares will rank for dividend as if fnlly paid up from 
the ......•..... day of ••.•••.•.... 

Coupon for one-ninth of an ordinary share. 

The delivery of this coupon and eight like coupons together 
with a remittance of Rs •••..•.•••••• paid to the company's bankers 
before the ...••....•.• day of .•..•.•••••• will entitle the person whose signa
ture .ppears on the badt hereof to have allotted to him one 
ordinary share of Rs ............. of the .bove issue. 

........................ Secretary • 
........................ Address. 
D.ted .......................... .. 

There are cases where the fractional issue is avoided and 
5hares -are only purchasable by those who are qualified to 
purchase the same by their holding. The register of members 
will naturally be closed for the time being. A list will have 
to be prepared by the secretary showing the names of the 
5hareholders entitled to purchase these new shares and arrange
ment should be made with the bankers to receive the cash in 
a special account paid against the purchase of such an issue. 

Form of Renunciation Letter. 

To 

Sir, 

THE BOMBAY SPINNING AND WEAVING COMPANY, 
LIMITED. 

Naoroji Bomanji, Esq., 
Tamarind Lane, Port, 

Bombay. 

15, BsPi.ANADS ROAD, 
Bombay. lsi September, 1939. 

INCREASE M CAPITAL. 

As a Member of the Company you are entitled to an .Uotment 
at par of 50 new Ordinary Shares abodt to be issued, in a~rdance 
with the special resolution paased on the 28th August, 1939, being 
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at the rate of two Dew Ordinary Shares for every foar Shares DOW 
held by you. 

Unless I hear to the contrary meanwhile, the 50 Ordinary 
Shares in question will be allotted to you on the 15th September, 
1939. 

Should you desire to renounce your right to such allobnent 
in favour of some other person, pI.... be good enough to sign 
the Letter of Renunciation below, and ha"" it forwarded to this 
.offioe OD or before 10th September.. This letter is Dot to b. 
detached. 

Your obedient servant, 
J. FIIBNANDIIZ, 

Secretary. 

I,IftTIIR OF RENUNCIATION. 

To The Bombay Spinuing & Weaving Co., I,td. 
Being entitled to an allotment at par of 50 Ordinary Shares 

.of Rs. 1,000 each in the ahove Company, I hereby renounce my 
right to such allotment and hereby request you to allot such 
Shares to:-

(Fn11 name) Abdnl Husain Toki, IIsqr., Merchant. 
(Address) Cbuckla Street, Bombay. 

(Signature) Naoroji Bomanji. 
(Date) 7th September, 1939. 

I,I\TTln OF ACCIlPTANCII. 

To The Bombay Spinning & Weaving Company, I,imited. 

I agree to accept the ahove 50 Ordinary Shares,. and to pay 
~e calls thereon, and desire to ·be entered on the Company's 
..Register of Members in respect thererd. 

(Signed) Naoroji Bomanji. 
(Address) Tamarind I,ane, Fort, Bombay. 

(Deacription) I\Ugineer. 
(Date) 7th September, 1939. 
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Form of Notice of Forfeiture.-With regard to the 
notice of call it may be mentioned here that if a shareholder 
fails to pay according to the notice. the directors may at their 
board meeting decide to forfeit his shares in exercise of powers. 
usually reserved to them in the Articles of Association and in 
such a case the defaulting shareholder will be still liable far 
the payment of the call that was already made. in spite of the 
forfeiture. The letter as to forfeiture written to the defaulting 
member will be in the following form:-

THE BOMBAY SPINNING AND WEAVING COMPANY, 
LIM:ITlU>. 

John Hardup, Esq., 
Blphinstone Circle, 

BOMBAY. 

Dear Sir, 

IS, Esplanade Rood, 
Bombay, 25th September, 1939. 

I regret that you having failed to comply with the Dati ... 
forw.roed to you on 15th August 1930 in which I stated that your 
ahare. we... liable to be forfeited in case the first call made on 
your shares were not paid on or before the date specified in my 
laat letter. I am directed to inform you that in the meeting held 
to-day the ten ordinary shares Noa. 2300-2309 inclusive, whicb 
were registered in your name, have been duly forfeited by the 
...aolutioa of the bosrd of directors. The direc:tors have reserved 
to themselves the power either to reissue the said shares or to 
deal with them in any other lIl8DDer as they may think lit and in 
the meantime I have to point out to YOIl that you are still liable 
for the psyment of the first call, in spite of their forfeiture. 

Yours faithfully, 

J. FBRNANDBZ, 
Se=tary. 
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Fo.m of Statement in lieu of Prolpectus.-In case of 
companies who do not issue a prospectus, a statement in lieu of 
prospectus has to be issued. This statement is in the following 
form:-

THE SECOND SCHEDULE. 

(See sections 98 and 154.) 
FORM L 

Th. Indian ComPanies Act, 19l3. 

STATEMENT IN I.IaU OF PROSPECTUS 

filed by 

....................................... Limited, 

Purs118l1t to section 98 of the Indian Companies Act, 1913. 

Presented for filing by ............................... .. 

The Nominal share capital of the Com-
pany Rs .••..•...•....•• 

Divided into Shares of Rs ......... each. 
Rs ........... ch. 
Rs ........... ch. 

Amount (if any) of above capital which 
consists of redeemable preference sharea Sharea of Rs ......... tach. 

The date OD or before which these shares 
are, or are liable, to be redeemed. 

Names, descriptions and addresses of 
directors or proposed directors and 
managers or proposed managers, and 
any provision in the articles, or in any 
contract, as to appointment of and 
remuneration payable to directors _ or 
managers. 

If the share eap-ita! of the company is 
divided into different classes of ahares, 
the right of voting at meetings of the 
company conferred by, aud the rights 
in respect of capital and dividends 
attached to, the several classes of 
ahares respectively. 

16 
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Number and amount Of shares and deben- ;i._ ...• hares of Ro •...... 
tures ·agreed to be issued as' fully OE , fully paid; 
partly paid up otherwise than .in cash. 2 ...... shares upon which 

Ro .......... per sbare 
credited lIS paid. 

3. Debenture Ro.: .....••• 
4. Consideration. 

Names and addresses of vendors of pro-
perty purchased or acquired, or pro-
posed to be purchased or acquired, by 
the company. 

Amount (in cash, shares or debentures) 
payable to each· separate vendor. 

Amount (if any) paid or payable (in cash Total purchase price 

:~~=s :;e:U~~r:~o: (tl :~ Rs .•••.....• 
Cash Rs ........... 

paid or payable for goodwill. Shares B.s •.••••.••• 
Debentures . Ro •......... 

---
Goodwill Ro ....••.•.. 

Amount (if any) paid or payable as com- Amount paid. 
mission for subscribing or agreeing to Amount payable. 

;=~~b~u~¢=for~n;~:! ::: 
debentures in the company; or 

Rate of the commission ... ... Rate per cent • 

The number of shares, if any, which per-
sons have agreed for a commission to 
subscribe absolutely. 

Estimated amount of preliminary 
expenses ... . .. . .. Ro ....•.••••.........••.......••• 

Amount paid or intended to be paid to 
Name of promoter ••...... any promoter ... . .. . .. 
Amount R •............•...•• 

Consideration for the payment ... Consideration :-

Dates of. and parties to every material 
contract (except contracts entered into 
in the ordinary course of the business 
intended to be carried on by the com-
pany or contract, other than contracts 
appointing or fixing the remuneration 

~~e~tlm:::rr:l i:::ct:or'!r t~::a~:: 
years before the delivery o£ the state-
ment). 

Time and place at which the contracts or 
copies thereof may be inspected. 
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~ame. and addresses Of the auditors Qf 
the company (if any).· . 

Full particulars of the nature and oxtont 
of the intereat of every director in the 
promotion of or in the property pr0-
posed to be acquired by the company, 
or, where the interest of such a 
director consists in being a partner in 

i'nt::t ::r ~ea~,~~th~~~:m:~ 
of all sums paid or agreed to be paid 
to him or to the firm in cash or shares, 
or otherwise, by any person either to 
induce him to become, or to qualify 
him as, a director or otherwise for 
aervices rendered by him or by the 
firm in connection with the promotion 
or formation of the company. 

If it is proposed to acquire any business, 
the amount, 88 certified by the persons 
by whom the accounts of the business 

::eb=e!U~~~~D:r!ts the: 
three financial years immediately pre-
ceding the date of this statement pro
vided that in the case of a business 
which has been carried on for less thm 
three years and the accounts of which 
have only been made up in respect of 
two years or one year, ,the above .re
quirement shall have effect as if 
references to two years or one year. 
as the case may be, were substituted 
for references to thre~ years, and in 
any such case the statement shall say 
how long the business to be acquired 
has been carried on. 

(Signatures of the persons above-named 
as directors or proposed directors or. 
of their agents authorised in writing). 

Date .................... . 

Jl411 

Form of Return of Allotmenll.-It should also be noted 
that in accordance with the requirements of the Indian 
Companies Act, 1913 (s. 104) whenever a company having a 
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share capital makes any allotment of its shares, a return must 
be :6.1ed with the registrsr within one month of the allotment. 
This return has to state the number and nominal amount 01 
the shares comprised in the allotment, the names, addresses and 
descriptions of the allottees and amount if any paid or due and 
payable on each share and should be in the following form:-

Tlis INDIAN COMPANIES ACT, 1913. 

RlITURN OF ALi.<YnmNTS 

or 

THB BOMBAY SPINNING & WBAVING COMPANY, 
LIMITSD 

from the 21st day of August 1939 to the first day of 
September 1939. 

Made pursuant to section 104(1) of the 
Indian Compsnies Act, 1913. 

Number of Preference shares allotted payable in cash Rs. 

Ordinary Ro. 

Nominal amount of Preferenoe shares so allotted, Rs. 

Ordinary Rs. 

Amount paid or due and payable on each such 
Preference share, Rs. 

Ordinary Rs. 

Nnmber of shares allotted for a consideration other than 
eash, Rs. 

Nominal amount of shares so allotted Rs. 

Amount to -be treated as paid on each share. Ra. 

The consideration for which such shares have been allotted 
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Names, addresses and descnptious of allotte.. 'of Shares in 
the Bombay Spinning & Weaving Company. Limited. 

S111"II8D1e. Personal Name. Address. 

Signature. (Sd.) J. FSRNANDSZ. 
B .... bay. 2nd S.tlomb.. 1939. S'<1'.I«",. 
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Form ·o(the Copy of the Register of Directon.-A com
plete Register of directors or managers of every company 
must be kept containing their complete list of names, addresses 
and occupations. This bas to be filed with the Registrar from 
time to time showing changes. This will be in the following 
form:-

Cop,. of the Register of Directors or MaflAgl1S .... 4 chMIges 
therein. 

THE INDIAN COMPANIBS Acr, 1913. 

Filing Fee Rs ................. .. 

Copy of the Register of Directors or Managers of the ....... .. 
.................. Company J,imited, and of any changes therein filed 
pursuant to Section 87(1). 

Presented for filing by ......................................... . 

Names. Addre ...... Occupation. Changes. 

Dated. 

Signature. 
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The Common Seal.-A joint stock compa'D.y is a body 
corporate by the name contained in its memorandum, having 
a perpetual succession and a common seal. The name of the 
company has to be engraven in legible characters on its seal. 
This seal is the official signature of the company to be affixed 
on all important documents as provided for in the articles of 
association. It is generally provided .that the seal shall be 
affixed in the presence of at least two directors and the 
secretary. These directors sign the document so sealed which 
is then countersigned by the secretary. The seal is kept under 
lock and key, generally two locks being maintained; the key 
of one of these locks is kept with the secretary, whereas that. of 
the other is kept by one of the directors. In order to keep a: 
proper record of the affixing of its seal it is usually arranged 
that a special book called the "Seal Book" be maintained con
taining a record as to the occasions on which the seal is nsed 
together with the description of the documents on which the 
same is affixed. This entry is then initialled by the directors 
present. These entries in the seal book should exactly coincide 
with those in the Minute Book. The Seal Book is ruled in the 
following form :-

SEAL BOOK. 

Date of No. of Minute and Documents Directors" Re-
Sealing. page of Minute book. sealed. initials. marks. 

f---

Statutory Booka.-It should be remembered that every 
ioint stock company under the Indian Companies Act must 
maintain the following books which are known as the statutory 
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books, 'Viz., (I) Register of Members, (2) Regisfer of Directors, 
(3) Register of Mortgages and Charges,(4) Minute Book and 
(5) Annual List and Summary Book. 

Optio ..... Book •• -Besides the above named statutory or 
compulsory books it is usual for joint stock companies to keep 
a large number of optional books such as (I) Application and 
Allotment Book, (2} Call Book, (3) Share Certificate Book, 
(4) Register of Transfers, (s) Debenture Interest Book, 
(6) Dividend Book, (7) Seal Register, (8) Register of Probate, 
(9) Directors' Attendance Book, (10) Agenda Book, (II) Register 
of Debenture Holders. 

All the ahove two sets are known as company sets. They 
are of course distinct and separate from what is known as the 
firuincial set of books, which are books that are maintained in 
order to record business transactions of receipts and payments, 
purchase and sales, profits and losses made by the company ; 
as well as those of the assets and liabilities and reserve fund of 
the company. 

Underwritiug Agreement and Commis.ion.-With regard 
to underwriting agreements under which some person or 
persons, or B syndicate, enters into an agreement called an 
underwriting agreement, by which they undertake in consi
deration of a certain commission 'being paid to them on the 
capital offered for public subscription, to take up and pay for 
such of the shares as are not taken up by the public, it may be 
said that these agreements are made in order to ensure the 
financial safety of the :il.otation of the company, i.e., to make 
sure that the capital necessary to carry on the business of the 
company is obtained. In the opinion of Cotton, L.J., an 
underwriting agreement is "an agreement entered i1tto before 
the shares are ·brought before the public, that in the event 
of the public not taking up the whole or the number mentioned 
in the agreement, the underwriter will, for an agreed com
mission, take the allotment for such part of the shares as the 
public has not applied for." Lindley, L.J., also expressed him-

/self thus :-"Underwriting in this connection in business means 
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agreeing to take so many shares more or less in number as are 
specified in the underwriting letter if the public do not subscribe 
for them. There is no doubt now that this is the meaning of 
underwriting. " 

However, our new Indian Companies (Amendment) Act, 
1936, lays down in addition to the old Indian law that where any 
issue of shares or debentures is underwritten the names of the 
underwriters and the opinion of the directors that the resources of 
the underwriters are sufficient to discharge the underwriting 
obligations must also be stated in the prospectus (sec. 93 (I) (ee». 
This was made necessary because some of the promoters under
wrote shares with men of straw, and it was thought that the in
vestors ought to know exactly who the underwriters were so that 
they could make investigation as to their financial stability before 
they applied for shares. It may be further added that besides 
shares, debentures can now be underwritten on the same foot
ing as the underwriting of shares (sec. uS). We hsve seen 
that the underwriting commission must be disclosed in the 
prospectus in case of underwriting of both shares and deben
tures but where .. prospectus is not issued it is not necessary 
to disclose underwriting commission on debentures to be paid, 
in the statement in lieu of the prospectus. The underwriting 
commission is also required to be disclosed in the annual 
summary (sec. 32 (a) (f». 

It may be added here that under sec. 43 of the English 
Companies Act of 1929 it is now laid down that the under-' 
writing commission should not exceed 10%. This had to be 
done because extravagant commissions for underwriting of 
shares were allowed in the case of a good number of promo
tions in England. This law of course does not ~pply to India. 

THE SHARES. 

The "Share" is one of the units into which the capital of 
a company is divided. The holder of such a· share is a sort 
of proprietor of the company, whose interest is measured by 
the sum of money the face value of the share represents, both 
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for the purpose of ascertaining his interest in the concern, as 
. well as of gauging the extent of his liability therein. In the 
case of a limited company, the holder's liability is limited to 
the amount represented by the share, or shares he holds, 
whereas. in the case of an unlimited company his liability has 
no limit. i .•.• he .may be called upon in the case of liquidation 
of an insolvent company to pay contributions till the whole 
of its liabilities are extinguished. 

Share. at a DiacoUDI.-The Indian Companies (Amend
ment) Act of 1936. sec. 10SA. introduces an innovation as far as 
the Indian Companies Act is concemed. inasmuch as that sec
tion adopts sec. 47 of the English Companies Act of 1929 per
mitting companies to issue shares at a discount. This innova
tion was recommended in England by the Green Committee 
report of 1925-26. on the ground that there was an overwhelm
ing body of commercial opinion in favour of giving companies 
this power, and the Committee itself thought that in many cases 
such a power would be extrenxely useful. 

According to Mr. L. Cuthbert Cropper. F.C.A., Chartered 
Accountant. in his book on Higher Book-keeping and Accounts 
(5th edition). page 352. "the powers thus given by the Act 
may be useful where a co~any requires further capital at a 
time when its shares are quoted below par. since the existing, 
members or new subscribers naturally would not be willing to 
pay for new shares under such circumstances. but might be 
willing to subscribe at the market pri~, or at a price slightly 
below market price!' 

Though. of course, according to old decisions the issue 
of shares at a discount in England also was declared to be 
illegal, in actual practice this issue of shares at a discount in 
some measure was indirectly done under the old Act in· the 
guise of paying an underwriting commission to those who agreed 

to subscribe for the shares. It is now lawful for a company 
to issue at a discount shares of a class already issued provided 
(a) the issue at a discount is authorised by a resolution passed 

in a general meeting of the company and sanctioned by the 
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Court, (b) the resolution must specify the maximum rate of 
discount (not exceeding ten per cent in any case) at which the' 
shares are to be issued, (e) not less than one year must at the 
date of issue have elapsed since the date on which the company 
was entitled to commence business and (d) the shares to be 
issued at a discount must be issued within six months after the 
date on which the issue is sanctioned by the Court or within 
such extended time as the Court may allow. 

The further condition imposed· is tru.:t every prospectus re
lating to the issue of shares and every balance sheet issued 
by the company subsequently to the issue of the shares, 
must contain particulars of the discount allowed On the issue 
of the shares or of so much of the discount as has not been 
written off on the date of the issue of the document in ques
tion. The penalty imposed in default in connection with the 
complying with sec. IoSA (ii), i."., with regard to the prospectus 
as stated above, is a fine not exceeding Rs. 50 (sec. IoSA (iii)). 

PREFERENCE, ORDINARY AND DEFERRED SHARES. 

The shares of joint stock companies are divided into 
preference, ordinary and deferred or founders' shares. The pre
ference share carries a preference as to the payment of dividends 
out of the profits of each year up to a fixed percentage, which 
preference may be made cumulative, i .•. , in case the profits 
of a particular, or a series of consecutive years, do not admit 
of a dividend being paid, such dividend accumulates to be paid 
during any subsequent year when the profits are large enough 
to admit of such a payment. In this case, the.dividend for the 
year during which these profits are made, is paid first, and 
then that of each immediately preceding year is settled till 
all arrears are wiped off. In case a surplus is left after these 
payments, the ordinary shareholder is paid out of it his dividend, 
for the current year up to the fixed or agreed percentage. 
The balance, if any, is divided either in full or in the pro
portion fixed by the articles among the holders of deferred or 
founders' shares. 
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Which Sbares to Invest in ?-The answer to the question 
as to which form of security out of the three classes dealt. with 
above, should attract investors, depends on the nature of the 
enterprise, as well as on the temperament of the investor· con
cerned. Mr. Nixon in his book on "Advanced Book-keeping" 
very aptly remarks· that Mr. Cautious invests in preference 
shares, Mr. Speculative in deferred shares, and Mr. Medium 
in ordinary shares. We might complete the picture. by adding 
that Mr. Wiseman invests in all in due proportion, selecting 
the enterprise in each individnal case with due care and proper 
ittdgment. In case of investors who are satisfied with a 
moderate return on their capital, as long as the same is steady 
and regular, the preference shares of a substantial company 
offer the best medium. The only other form of ioint stock 
company investment which is considered more secure than that 
of preference shares, is that offered by debenture bonds of sub
stantial companies, particularly those carrying a fixed charge 
on some valuable property of the company. Here the status 
of the investor is that of a secured creditor. The percentage 
of interest earned on such investments will be natur!illy lower 
compared to the dividend fixed on preference shares of a com
pany of equal credit and standing. Where the preference 
shares catTY. also preference as to the return of capital on liquida
tion, they are even more attractive to. a cautious investor of 
the class we are considering, though of course the debenture
holder stands on a superior footing here also. 

Tbe Ordinary Sbarea.-With regard to the ordinary 
shares, the risk involved is that in case th~ company has 
issued preference shares also, the dividend is payable only 
when sufficiently large profits are made so as to leave a sub
stantial surplus after the payment of dividend on preference 
$hares. This form of investment appeals to those who p're£er 
to run some risk in the hope of getting a larger dividend. In 
case the company proves successful and large profits are made, 
the ordinary shareholder not only benefits through the division 
of a larger percentage by way of dividend, but the market value 
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of the shares generally rises simultaneously, thereby increasing 
the capital value of his investment. 

The Founder.' Share •. -In case of deferred or founders' 
shares, though the chances seem at first sight to be against 
the holders, yet in case of speculative types of enterprises, 
such as gold or diamond mining companies, they form the best 
media for investment for those who are prepared for some specu
lative excitement. In case the mine proves a success, there is 
no limit as to the income as well as to the appreciation of the 
capital value of such shares. In India we can quote the 
example of the Tata Iron and Steel Mining Co., Ltd., whose 
deferred shares, which were issued at the par value of Rs. 30, 
touched Rs. 1,600 some years ago in the Bombay Share Bazar. 
In such enterprises, an investment in preference shares offers 
the least advantageous medium for investment. In case the 
mine were to prove II, hopeless failure, the preference share
holders would not command much advantage.in liquidation, 
even though their shares carried a preference as to the return 
of capital, as almost the whole of the capital in such cases is 
irretrievably lost in sinking of shafts and similar expenditure. 
In the absence of such a provision they are even worse off, 
as under the circumstances they rank equally with the ordinary 
shareholders. On the other hand during prosperous times they 
have to be satisfied with a fixed dividend of about six to seven 
per cent and passively watch the holders of the ordinary and 
founders' shares gather the spoll in the form of fabulously large 
dividends; not to speak of the still larger profits made by 
selling these shares at the iriHated market price. The modem 
investor has learnt this by experience, and· now-a-days the 
deferred or founders' shares in enterprises of this nature are 
largely in demand, with the result that promoters find it 
advantageous, to attach an option to purchase one founders' 
share in return for a certain number of preference or ordinatj 
shares purchased. 

Redeemable Preference Shares.-Our Indian Companies 
(Amendment) Act of 1936 following the English Act of 1929 
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now provides, in section IoSB for' the issue of redeem
able preference shares. The English Act made this pro
vision on the recommendation of the Greene Commission 

<>f 1925-26 on the ground that "the power to issue 
redeemable preference shares would prove usefu1 in certain 
<:ases and provided that proper safeguards are adopted we see 
no reason why this power should not be given." According 
to the Special Law Officer's report to the Government of India 
<>f 1935 "the needs of modem times reqnire that the company 
should have the power to issue redeemable preference shares. 
It has certainly proved very useful in E:.gland that proper 
safeguard provisions for the issue of such shares should also 
be made in our Act." Now it is provided that subject to the 
provisions of sec. IoSB, a company limited by shares may, if 

. so authorised by its article, issue preference shares which are, 
<If at the option of the company are to be redeemed. This is 
subject to the conditions that (a) no shares are to be redeemed 
except out of profits of the company which would otherwise 
be available for dividend or, out of the proceeds of a fresh 
issue of shares made for the purpose of redemption or ont of 
-sale proceeds of any property of the company, (b) no such 
shares are to be redeemed unless they are fully paid, (e) where 
any such shares are redeemed otherwise than out of the pro
ceeds of' a fresh issue, the company must out of the profits 
which would otherwise have been available for dividend 
transfer, to a reserve fund, a sum equivalent to the amount 
applied in redeeming the shares. This reserve fund is to be 
allIed the "capital redemption reserve fund" and the provisions 
<>f the Act relating to the redemption of the share eapital of a 
company, except as provided in this section, shall apply as if 
a capital redemption reserve fund was the paid-up share capital 
of the company, and (d) where any such shares are redeemed 
out of the proceeds of a fresh issue, the premium, if any, pay
able on redemption must have been provided for out of the 
profits of the company before the shares'are redeemed. Besides 
this, the further condition in connection with such issue is that 
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in every balance sheet of a company which has issued redeemed' 
preference shares, a statement shall be included specifying 
what .part of the issued capital of the company consists of 
such shares and the date on or before which these shares are, 
or are to be liable to be redeemed or where no definite date 
is fixed for redemption, the period of notice to be given for 
redemption. Failure to comply with the provisions of this sub
section (2) of sec. IoSB shall entail on the company and every 
officer of the company, who is in default a fine not exceeding 
Rs. r,ooo. The redemption of these preference shares may be 
effected on such terms and in such manner as may be provided 
by the articles of the company subiect to the provisions of 
sec. rosB. The further power given is that where in pur
suance of this section a company has redeemed or is about 
to redeem any preference shares, it shall have power to issue 
shares up to the nomina! amount of the shares redeemed or to 
be redeemed as if those shares had never been issued, and 
accordingly the share capital of the company shall not for the 
purpose of calculating the fee as payable under sec. 249 be 
deemed to be increased by the issue of shares in pursuance of 
sub-section (4) of sec. rosB. Where however the new shares 
are issued before the reduction of old shares, the redeemed 
shares shall not, so far as relates to stamp duty be redeemed 
to have been issued in .'place of sub-section (4) to sec. rosH 
unless the old shares are redeemed within one month after the 
issue of the new shares. Where these new shares have been 
issued in pursuance of sec. roSB (4), the capital redemption 
reserve fund may be applied by the company, up to an amount 
equal to the nominal amount of the shares so issued in paying 
up unissued shares of the company to be issued to members 
of the company as fully paid bonus shares. 

It may be added in connection with the issue of redeemable. 
preferential shares, that the circumstances under which such an 
issue would be particularly valuable, are where a company 
requires capital for expansion of its assets which it expects to 
repay out of profits at an early date, and thus it provides for 
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. that capital, the dividends on which it will have to pay only 
during the period that such shares continue to be the capital of 
the company and 'Ire' not actually redeemed. Thus the old 
shareholders would benefit inasmuch as they wonld reap the 
advantages and Pfofits of these extensions made out of the 
captial raised on the redeemed preference shares. 

The Weak Point. of Deferred Shares.-The deferred or 
the founders' shares were in old days of company :Il.otation 
genera11y allotted as fully paid to the promoters, or founders, 
by way of compensation or reward for services rendered by 
them to the company in conceiving the idea of :Il.oating the com
pany and incurring. the out-of-pocket preliminary expenditure 
thereon. As they were to rank last in the sharing of dividend, 
the original impression was that that was the least expensive 
method of remunerating these gentlemen. When however the 
large amounts drawn by some of them by way of dividend in 
the most successful of companies came to be known, the fallacy 
of the original idea became apparent, and the present practice 
of offering this c1ass of shares to the public, as dealt with in 
the previous par'lgraph came into force. In spite of this modi
fication it is thought by' some that there is a certain element 
of weakness or risk involved in the issue of founders' shares 
as it carries wit4 it a temptation to bad finance. The Directors 
may, it is ,argued with some force, be induced to declare 
dividends on preference. and ordinary shares, with a view to 
being able to pay dividends on these founders' shares during 
prosperous years, without making adequate provision for depre
ciation and without tranSferring a substantial sum to the 
reserve fund. The element which seems to give fise to this 
re:ll.ection is the fact that the bulk of the profit made during 
an exceptionally good year bas, according to the regulations, 
generally to be arbitrarily distributed !Imong the holders of 
founders' shares. A cautious and business-like board, armed 
with a set of carefully-framed regulations, providing some form 
of gradation in connection with the distribution of dividends, 
appears to be the best remedy. 
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CI .... Meeting and Variation or Modi&cation of Rjgbt •• -
A. Class meeting is a 'meeting of the shareholders of a parti
cular class convened with a view to ascertain their views or pass' 
a resolution in connection with a question relating to their class. 
Where a r~organization of share capital bas to be made it is 
clearly provided by the proviso of sub-section (x) of sec. 54 
that no preference or special privilege attached to or belonging 
to any class of shares shall be interfered with except by a resolu
tion passed by a majority in number of shareholders of that 
class, holding three-fourths of the share capital of that class, and 
any resolution so passed shall bind all shareholders of that class. 
Frequently, holders of shares of a particular class are given the 
privilege by memorandum or articles to appoint separate 
auditors. i.... over and above those appointed by the company 
in general meeting on behalf of the general body of the shar~ 
holders, to exercise which right also a class meeting of shar~ 
holders may have to be called. -

With reference to the variation or modification of rights of 
shareholders it may be noted that this has been specifically pro
vided for by sec. 66 (a) of the Indian Companies ,(Amendment) 
Act of X936, which of course, iJ1.cludes those of preferential shar~ 
holders. Here it is laid down that if, in the case of a· company 
the share capital of which is divided into ojjfferent classes of 
shares, provision is made' by the ,memorandum or articles for 
authorising variation of the rights attached to any class of shares 
in the company, subject to the consent of ,specified proportions 
of the holders of the issued shares of that class or the sanction 
of a resolution passed by a separate meeting of ' the holders of 
these shares, and in pursuance of the said provision therighta 
attached to any such class of shares are at any time varied, the 
holders of not less in the aggregate than ten per cent of th~ 
issued shares of that class, who did not consent to or vote in 
favour of the resolution for variation, may apply to the Court 
t" have the said variation cancelled. Where any such applica
tion is made, the variation shall not have effect unless and until 
it is confirmed by the Court. An application for this purpose 
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must be made within 14 days after the date on which the 
consent was given or. the resolution was passed, as the case 
may be. This application may be made on behalf of the share
holders entitled to make the application by such one or more 
other members as they may appoint in writing for the purpose. 
The Court after hearing the applicant and any other person who 
applies to the .Court to be heard and who is interested in the 
application, may, if it is satisfied having regard to all the circum
stances of the case that the variation would unfairly prejudice 
the shareholders of the class represented by the applicant, dis
allow the variation. If, on the other hand, the Court is not 
satisfied, it would confirm the variation. The decision of the 
Court on any such application shall be final. The company 
must within IS days after the service of any order may on any 
such application forward a copy of the said order to the 
registrar. In case of default in complying with this provision, 
the company and every officer who is knowingly and wi1fulIy 
in default is liable to a fine not exceeding Rs. 50. The ex
pression "variation" in this section includes "abrogation" and 
the expressio!, "varied" shall be construed accordingly. 

This section was first introduced in English Companies Act 
of 1929 on the recommendation of the Greene Commission of 
1925-26 because in the opinion of the commission the modifica
tion of rights clauses in articles sometimes operated so as to 
cause hardship. In the opinion of the commission this was 
particularly the case where, for example, preference share
holders whose rights it was proposed to cut down, held C!1'dinary 
shares, who would be benefited by the modification and who 
would use their votes as preference shareholders at the pre
ference shareholders' meeting to secure such benefit to them
selves against the interest of the general body of preference 
shareholders. They thus recommended that the remedy lay in 
giving the Court in proper cases a power to review the resolu
tion of a class meeting which in their opinion would be sufficient 
tc:> prevent injustice without interfering with the beneficial 
operation of the modification clauses in the articles. 
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With respect to the requisition it must be noted that in 
case of joint members all must sign and the signature of one 
on behalf of other will not do. The right to join in the requisi
tion is a statutory right which cannot be taken away by 
articles, and therefore according to Gore-Brown, p. 353-4 (35th 
Edn.) those shareholders who have no right to vote given by 
the articles can also be signatories to this requisition. 

Section 79 lays down to the effect that, in. default of, 
and subject to, any regulations in the articles, the meeting of 
the company may be called by fourteen days' notice in writing, 
served on every member in the manner in which notices are 
required to be served by Table "A", by any five members, at 
which meeting any person elected by members present, may 
be chairman, and every member shall have one vote. When 
meetings are advertised to be held at which certain resolutions 
are notified to be proposed, it is within the powers of the 
directors to issue circulars to members inducing them to vote 
one way, or the other, and they are entitled to collect proxies 
in their favour. At all meetings of the company, members have 
no right to be represented by their agents, or solicitors, and 
articles of association of almost all companies provide that in 
case of vote by proxies, the proxies shall be members of the 
company in their own right also. 



CHAPTER IX. 

COMPANY ORGANIZATION AND 
SECRETARIAL WORK. 

Staff 'Grouped In accordance with Internal Organization 
Requirement •• -In the case of companies, the internal 
management is controlled by the following agencies:-

(I) the proprietors or shareholders, 
(.) the board of directors, 
(3) 'the secretaries and agents, 
(4) the departmental managers, 
(5) the employees in the variC:>U9 departments. 

In the case of industrial corporations, there is also a distinct 
staff in connection with the factory or mill, with the technical 
managers, superintendents, foremen and the labour force. The 

, details as to these are discussed in a subsequent chapter dealing 
with Industrial Organization. For the purpose of this chapter 
we shall only consider the five heads as given above. 

CONTROL OF l'ROPRIETORS OR SHAREHOLDERS. 

The proprietors or shareholders of joint stock compa!lies 
naturally hold a very important place in the organization 
of such companies, as many important steps can only· be taken 
by' the hoard of directors with their consent obtained in meet· 
ings either through ordinary, extraordinary Or special resolu. 
tions as may be provided for by the Act. The Acts both of 
England and India have been recently considerably amended 
with a view to strengthening the position of shareholders or 
members of joint stock: companies by increasing their powers 
in various directions. Generally speaking the shareholders elect 
the board of directors who are given charge of the supervision 
of management and laying down of policies. The powers of 
these directors depend both upon the sections of the Companies 



Company Organization and Secretarial Work 261 

Act as well as the clauses dealing with these powers in the 
articles of association of the companies concerned. Besides 
selecting their directors, the shareholders confirm their appoint
ments at general meetings when vacancies occur in the course 
of the working year. 

Important steps in the work of the company such as the 
alteration of the name or the objects· clause, or reduction or 
increase of capital, or alteration of the liability clause of the 
memorandum, or the alteration of the articles of associa
tion, etc., can' only be Carried' out by a resolution of the 
shareholders either ordinary, extraordinary, or special. They 
exercise certain jurisdiction in connection with the declaration 
of dividends and winding up of the company, particularly in 
connection with the voluntary winding up which can "nly be 
given effect to by their .. tioa. 

THE BOARD OF DIRECTORS. 

Their Powera.-We have already dealt with the points of 
interest in connection with the selection of directors. There 
should be at least two directors in the case of every company 
except a private cOmpany, according to the amending Act of 
1914 ; but there ia nothing to prevent a larger numbeJ) being 
selected, as is usually done. In' case there is a defanlt in 
the appointment of the directors, the subscribers to the memo
randum are to be deemed the directollS of the company' until 
the shareholders formally appoint them·. Any easuaI vacancy' in 
the board may be filled up by the directors. but the person 
so appointed shali be subject to retirement at the same time 
as if he had become a director on the day on which the director 
in whose place he is appointed, was last appointed. The direc
tors should take up their qualification shares as laid down by 
the articles within two months of their appointment or any 
shorter period as provided for in the articles. 

The powers of the directors are fixed by the articles of 
association. They may be as wide as those of the company 
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itself. The articles may give special powers to one or more 
directors who may be styled the managing director or directors. 
There is no objection to a firm. or a limited company. being 
';ppointed a director. The position of the directors resembles 
that of attorneys or agents of the company in some respects. in 
SO far as they can enter into contracts on behalf of the company 
with outsiders and bind the company. Their functions resemble 
those of trustees as regards the assets and property of the com
pany which come into their possession. They are not to make 
secret profits out of the company. taking advantage of their 
position as directors. Nor should they enter into contracts with 
the company on their own behalf. or on behalf of some other 
company of which they are directors, unless sanctioned to do 
so by the .articles or by the company in general meeting. 

In laying down the powers. -which the directors are to 
exercise. care should be taken to include all possible powers 
they should possess with a view to enable them to carry out 
their duties efficiently. Any undue restriction is bound to hinder 
the smooth working of the company and may involve the 
necessity of calling meetings of shareholders. resulting in delay 
and expense. Where the articles are silent with regard to any 
particular power which the directors wish to exercise. the 
implication ,of law is that they can do all that is ordinarily 
necessary in" order to be able ,to carry on the business of the 
company. with which they are entrusted. It is however unsafe 
to rely upon implied powers. The articles should provide for 
th~m in detail. . If the directors commit any act which is beyond 
their power. i. •.• "ltrll 1Iire •• they make themselves personally 
liable. but the shartiholders may ratify the act if the same is 
i"trll 1Iires the company. In case the shareholders have passed 
a proper resolution laying down the policy to be pursued by 
the directors. the latter are bound to obey the same. The first 
auditors of the company are appointed by the directors and any 
casual vacancy in this connection is filled in by them.~f 
course subject to the confil1llation of the shareholders at their 
general meeting. They have to exercise their powers with due 
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diligence and to use their best judgment in the exercise of 
same. They are not responsible for any loss caused through 
mere error of judgment unless the same falls under the head
ing of gross negligence. The directors generally select the 
staff of the company and decide what. if any. dividend is to 
be paid. 

Liability of Directors. -We have seen that the directors 
enter into contracts on behalf of the company and with respect 
to these contracts. they are not personally liable as long as they 
do not exceed their authority. or do anything which is grossly 
negligent. Of course. if they give a personal guarantee with 
respect to any of the agreements. they would be liable on such 
a guarantee. With regard to their exceeding their authority it 
may be mentioned. that if the directors apply the money of 
the company for a purpose other than that for which the com
pany is incorporated. they would be personally liable to make 
good such money. In case a director signs bills of exchange 
not bearing the company's name he becomes personally liable. 
Directors who sanction payment on behalf of the company. 
ought to see that the said payments are properly made. i .•.• 
they are made for the purposes which' came within the scope of 
the company's operation. The directors. are however; not res
ponsible for misconduct of their co-directors. or of other persons 
employed in the company. if they were not aware of the same. 

One of the most important duties of the directors is to see 
that a general meeting of the company. public or private. is 
held within eighteen months from the date of its incorporalion. 
and thereafter once at least in every calendar year and not 
more than fifteen months after the holding of the last preceding 
general meeting (sec. 76). Under the English Act. the 
annual meeting has to be held once at least in a calendar 
year. and not later than eighteen months from the date of the, 
last annual meeting. In the case of a public company it is. 
also their duty. after the balance sheet and profit and loss 
account have been laid before the company at the general 
meeting. to file a copy of the balance sheet signed by the 
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manager or secretary of the company with the registrar at the 
sil!tt" tim~ as the copy of the annual list of members and 
summary prepared in accordance with sec. 32. Failure to do 
either entails a fine. If a director is prosecuted for not filing 
t1iis balance sheet with the registrar as required by sec. 134 (4) 
of the Act, he cannot plead, in answer, that an annual general 
meeting was not ca11.ed and therefore a balance sheet was not laid 
before the meeting. 

Director.' Contracts with the Company.-The next point 
to consider is the position of the directors to contract with the 
company on their beha1f or in their (directors') own interests. 
Here the position is that directors cannot enter into contracts 
with their company unless the articles of association otherwise 
provide. In practice almost all companies now provide for this 
power in their articles. The reason is that here they are in 
a fiducisry position, and their interests are in conflict with their 
duties. Thus, in the absence of such a provision as above 
stated in the articles, even though the contract may he quite 
above board, it will not make any difference in law, as the 
€ompany is entitled to have the benefit of the collective wisdom 
of its directors. But the company can waive the benefit of this 
rule. The Indisn Companies (Amendment) Act, 1936, further 
lays down that in case of certain specific contracts by a director 
with the company such -as those for sale purposes or supply of 

goods and materials consent of directors has to he obtained 
(sec. 86F). It is also laid down further t:lu!t the directors of 
a public company or of a subsidiary company of a publi<; com· 
pany shall not, except with the consent of the company con· 
cerned in general meeting, (Q.) sell or dispose of the undertaking 
of the company or (b) remit any -debt due by B director. 

,Directors who have wrongfully taken benefit of a contract with 
their company, must indemnify the company. 

Liability for Negligence.-No doubt directors do not 
bring with them any special qualifications for their office but 
they are bound, while acting as directors, to act with such care 
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as can reasonably be expected of them, baving regard to the 
knowledge and experience they bappen to possess. Iri this con
nection the Indian Companies Act, sec. 281 as amended by the 
Indian Companies (~endment) Act of 1936, gives a certain 
amount of protection to the directors, managers, managing 
agents, officers and auditors of the company. 

It is here laid down that if, in any proceeding for negligence, 
default, breach of duty or breach of trust against directors, 
managers, managing agents, officers and auditors of a company, 
it appears to the Court on hearing the case that that person 
is or may be liable in respect of the negligence, default, breach 
of duty or breach of trust, b':'t he has acted honestly and 
reasonably, and that having regard to all the circumstances of 
the case, including those connected with his appointment, he 
ought fairly to be excused for the negligence, default, breach 
of duty or breach of trust, tbat Court may relieve him, either 
wholly or partly from his liabUity on such te~ as the Court 
may think fit (sec. 28r (I». 

It is further laid down that where any person to whom this 
section applies has reason to apprehend tbat any claim will 
or might be made against him in respect of any negligence, 
default, breach of duty or breach of trust, he may apply to 
the Court for relief and the Court on any such application shall 
bave the same power to relieve him as under this section it 
would bave bad if it had been a Court before which proceedings 
against that person for negligence, default, breach of duty or 
breach of trust bad been brought (sec. 28r (a». 

LiabDityof Directors and Indemnity Clau .... -Sec. 86C. 
Save as provided in this section, any provision, whether con
tained in the articles of a company or in any contract with a 
company or otherwise, for exempting any director, manager or 
officer of the company or any person (whether an officer of the. 
company or not) employed by the company as auditor from or 
indemnifying him against any liability which by virtue of any 
rule of law would otherwise attach to him in respect of any 
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negligence, default, breach of duty or breach of trust of which 
he may be guilty in relation to the company shall be void:

Provided that-
(a) in relation to any such provision which is in force 

at the date of the commencement of the Indian 
Companies (Amendment) Act, X936, this section 
shall have effect ouly on the expiration of a period 
of six months from that date, and 

(b) nothing in this section shall operate to deprive any 
person of any exemption or right to be indemni
fied in respect of anything done or omitted to be 
done by him while any such provision was in force, 
and 

(e) notwithstanding anything in this section, a company 
may, in pursuance of any such provision as afore
said, indemnify any such director, manager, officer 
or auditor against any liability incurred by him In 
defending any proceedings, whether civil or 
criminal, in which judgment is given in his favour 
'or in which he is acquitted, or in connection with 
any application under section 28x of this Act in 
which relief is granted to him by the'Court. 

Loanl to Directorl.-The practice of taking l";'ns from 
companies of which they were directors became a scandal in 
this country with the result that· the Bombay Shareholders' 
Association and other. public hodies protested against SBDle. 
As a result, sec. 86D (I) was introduced into our Act by the 
Indian Companies (Amendment) Act of 1936 which expressly 
forbids loans of any kind to a director other than the director of 
a banking c01J1pany or that of a private company. It is thus 
laid down expressly that no company shall make uy loan or 
guarantee. any loan made to a company or to a :firm of which 
Sltch a director is a partner or to a private company of which 
such partner is a director. 

In addition, sec. 86D (2) lays down that if the provision 
of the ab.ove sub-section is contravened, any director who is a 



Company Organization and Secretarial Work lt67 

party to such contravention shall be punishable with fine which 
may extend to rupees five hundred and if default is made in 
repayment of the loan or in discharging the guarantee he shall 
be liable jointly and severally for the amount unpaid. 

P ...... CUtiOD of DelillqueDt Directors.-Under the old Act 
there was no power given to the Public Prosecutor to launch 
a prosecution against delinquent directors ; the result was that 
the liquidators either in voluntary or compulsory liquidation 
had to do that on their own responsibility out of the assets of 
the company- concerned. In many cases where the creditors 
had already lost their money in a company, they were naturally 
reluctant to waste any more money on prosecutions: with the 
result that the delinquent directors and officers escaped the 
punishment for their offences. On recommendation of the 
GreeJie Commission, the English Act of 1929 introduced pro
visions by which the delinquent directors could be prosecuted, 
which provisions have been copied by our Indian Companies 
(Amendment) Act of 1936. 

Under both the English and Indian Acts it is now laid 
down that where it appears to the Court, in course of a winding 
up, that any past or present director, manager or officer, or any 
member of the company has been guilty of any offence ill rela
tion to the company for which he is criminally liable, the Court 
may, either on application of a person interested, or on its own 
motion, direct the liquidator either himself to prosecute the 
offender, or to refer the matter to the Registrar. The same 
may be done in connection with voluntary winding up by the 
liquidator ; and the Registrar, if he thinks that the case is one 
in which a prosecution should be instituted, shall place the 
papers before the Advocate General or Public Prosecutor, and, 
if advised to do so, institute proceedings. Of course, in course 
of prosecution the liquidator has to give all possible assistance 
to the PubliC' Prosecutor. It may be stated that the only 
difference between the English and Indian Act here is that 
ill the Indian Act it is provided that the Registrar should look 
into the matter in the first instance and refer the matter to 
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the Public Prosecntor or the Advocate General; whereas the 
English Act lays down that the Court in such cases may direct 
the liquidators to prosecute the delinquent directors themselves, 
or transfer the matter to the Director of Public Prosecntions. 
In other words, the :Registrar is not playing any part in this 
matter as far as England is concerned, whether it is voluntary 
or compulsory winding up. 

Bankrupt Directors, Managers and Managing Agentl.
It is now laid down specifically by sec. 86A in addition to 
the provision of disqualification as provided for by sec. 86 (1) 
(e) that in case an undischarged· insolvent acts as director or 
managing agent or manager of any company, he shall be liable 
to imprisonment for a term not exceeding two years or to a 
fine exceeding Rs. 1,000 or to both. This section covers com
panies incorporated both within British India and outside British 
Indis. 

It may be added that this section follows a similar section, 
'IIiz., sec. 142 of the English Act which was enacted on the 
recommendation of the Greene Commission. The Greene Com
mission stated to the effect that they had come across many 
cases where bankrupts who had not obtained their discharge 
had been able, by using the machinery of the ComPanies Act, 
to continue trading under the disguise of a limited company 
with results often disastrous to those who had given credit to 
the company. 

Ollice of Profit Held by Director .. -It is now laid down 
by sec. 86E that no director or firm of which such director 
is a partner or private company of which such director is a 
director shall, without the consent of the company in general 
meeting, hold any office of profit under the company except that 
of a managing director or manager or a legal or technical 
adviser or a banker. The only exception is that nothing herein 
contained shall apply to a director appoint~ before th .... com· 
mencement of the Indian Companies (Amendment) A'" of 1936 
in respect of any office of profit under the company held by 
him before the commencement of this Act. For the purpose of 
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this section, however, the office of managing agent is not to 
be deemed to be an office of profit under the company. 

Aoaignment of Office of Directon.-'I'he practice of 
assigning office by directors un4er powers given to them. in 
the articles of association became most frequent in England, 
with the result that the matter came up before the Greene 
Commission of 1925-26. The Commission in its report stated 
that "it may be questioned whether such a provision is lawful, 
at any rate in the case of directors, but in any case we consider 
that the practice is a most undesirable one and that any such 
assignment should be prohibited unless it is sanctioned by the 
company" . It further added that "when such a provision is in 
force the company is deprived of all effective control over its 
directors, and the holder of office is in a position to force upon 
the company for his own profit any person, whether suitable 
or not who is willing to pay a price." Accordingly a section 
prohibiting this practice has been inserted in the English Com
panies Act of 1929, following which our Indian Companies 
(Amendment) Act of 1936 lays down that if, in the case _of
any cOmpany a provision is made by the articles or by any 
agreement entered into between any person and the company 
for empowering a director or manager of a company to assign 
his office is such to another person, any assignment of office 
made in pursuance of the said provision shall notwithstanding 
anything to the contrary contained in the said provision be of 
no effect unless and until it is approved by a special resolution 
of the company. (Sec. 86B). 

Alte ..... te or Substitute Directon.-However the exercise 
by a director- 'of a power to appoint an alternate or substitute 
director to act for "him during an absence of not Iess than three 
months from the district in which meetings of the directors are 
ordinarily held, if done with the approval of the board of 
direc1iors, shall' not blI deemed to be an assignment of office 
within the meaning of this section. 

Of course any such alternate or substitute director shall 
ipso facto vacate office if and -when the appointer returns to 
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the district in which the meetings of the directors are ordinarily 
held. It will be thus seen that temporary appointments of 
alternate or substitute directors do not constitute an assign
ment of office within the meaning of this section, when made 
with the approval of the board of directors. 

Debenture Director •. -There are also cases where deben
ture holders or some other outside body are empowered to attend 
or nominate directors; and in such cases the nomination of 
such body will in itself be sufficient and no further act on 
the part of the company will, be necessary. If however the 
arra&gement is that this outside body is to nominate and the 
company is to appoint them, of course the appointment by 
the company would be necessary. 

The Necessity of Holding Actual Board Meetings.-The 
directors act through their board meetings, and give effect 
to their actions and decisions through the medium of resolu
tions. The regulations as to holding of directors' board meet
ings are to be found in the articles. In some companies the 
articles provide that a document signed by all the directors shall 
be as effective as a resolution of the board. From the stand
point of practical organization however, such a course seems 
to be open to objection. If decisions are to be arrived at with. 
out a meeting, where alone an exchange of views and dis
cussion of both sides of the question are possible, such decisions 
can hardly be considered to be perfect. Almost every busi
ness man with some experience of board and general meetings 
must have come across instances where men who attended 
meetings with the firm resolution to vote against or in favollr 
of a proposition, were led to chauge their minds aftet following 
the discussion and exchanging views with others present at 
these meetings. The mechanical issue of, and the automatic 
record of signatures on the circulars, strikes at the root'Of the 
principle on which a joint stock company organization isJ>ased. 
"Viz., the direction of the affairs of the company according to 
the will of the majority after giving every side a full and fair 
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opportunity of representing its own views on the question at 
issue. 

DivisioD of Executive FUDctions of the Board.-In small 
companies the chairman is appointed the managing director, 
and as such controls the internal administration pf the enter
prise. He presides over the meetings of the shareholders, as 
well as those of the directors, and looks after the details of 
the administration as a whole time official. In large companies, 
however, the board divides itself into a number of committees, 
such as, the finance committee, the works committee, the 
share transfer COmmittee, the general purposes committee, 
etc., to each of which special functions are allocated. These 
committees look after the administration of their respective 
sphere of work and report at fixed intervals to the general 
board who formally adopts their report. Special minute books 
are maintained to record minutes of the work of each of these 
committees, the proper working of which is left in charge of 
principal executive officer, 'Viz., the secretary. "We shall deal 
witli details of the secretarial work under its special heading. 
This power of delegation of the work of the board of directors 
to the committees is generally provided for by the articles of 
association. Thus the finance committee looks after the 
financial problems, the works committee deals with questions 
of works of administration, the share transfer committee deals 
with the question of transfer applications for shares, etc. This 
division of work brings about the best result both with regard 
to the econOmY of time and labour, and the efficiency of admin
istrative work through its concentration in the hands of those· 
who happen to be the most capable to deal with same. 

THE COMPANY SECRETARY. 

His SelectioD and Dllti .... -The "company secretary" has 
come into prominence as a specialised officer with specialised 
training in company law and practice with a view to efficiently 
looking after the secretarial work in connection with joint stock 
companies. The word "secretary" is derived from the Latin 
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word "secretarius", which means a notary or scribe. In .. early 
days it was employed in connectfon with secretaries prjvately 
employed by ministers of state. Thereafter it has extended 
to secretaries of embassies and legations. Private individuals 
with large estates and other U;terests thereafter began to employ' 
secretaries. Ultimately, the advent of joint stock com
panies on the scene and their development to large dimensions, 
brough~ in a specialised officer of the type we have referred to 
above who is now known as the secretary of a joint stock com
pany. There are now-a-days, avenues for specialised educatiOll 
for company secretaries with two prominent Professional Boards 
(>f England, each of which has formulated syllabuses exacting 
a very high ~dard of knowledge, "/liz., (I) The Chartered 
Institute of Secretaries of London with which is now amal
gamated the Incorporated Secretaries Association of London 

. and . (2) the Corporation of Certified. Secretaries of England. 
No doubt, the secretary is the mouthpiece of the board and 
·has to carry out commands and orders of the board of diiectors ; 
but in connection with technical incidents of company practice, 
as well as the grappling with problems of company law, it is 
he who generally guides the board of directors. AtI able secre
tary, who wins the confidence of the board, exercises consider
able influence on the directors. This is particularly so in India 
where the "managing agents" frequently assume the garb 
of secretaries under the title of "secretaries, treasurers, and 
agents". . Usually the managing agency firms employ a secre
tary.who is attached to one or more -of the companies under 
their' management. The managing agents as such are now 
specifically defined under the Indian Companies (Amendment) 
Act of 1936, and receive a special treatment in the Act,as to their 
rights, duties and obligations which have been fully dealt with 
previously. The secretary here is a full-time salaried officer, 
who looks after the secretarial work of the company to which 
he is attached. His position naturally is most confidential, as 
he is 'continuously in close touch with the work of the board 
of directors. The selection of this important official forms one 
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of the principal steps in the early organization of a company . 
. The ~oice should fall on an expert with special training and 
experience in company work and practice, with a wide range 
of specialised knowledge in gen~l affairs. 'He should also 

, be able to control a large number of men, specialists as well 
as the general office staff, and should possess an impressive 
personality. As he has to look after the general correspon
dence, sales and purchases, he should be able to handle these 
departments of work efficiently, and should possess some parti
calar knowledge of the class of goods the company is dealing 
in. He should above all be a man of honour and integrity, who 
is not likely to use his official position or knowledge .as' to th~ 
internal working of the company to his own advantage, or to 
that of his friends and relatives. 

The following is a summary of the duties of a secretary 
under two different headings, lIiz., (x) at and before the incor
poration of the company and (2) after incorporation of the 
company. 

I.-Dntie. At aDd Before IDcorporatioD.-(X) To attenq 
at all preliminary meetings convened arid when requited, keep 
a record of proceedings of these meetings and help in the 
discussion and preparation of the Prospectus. 

(2) To see that all requirements of the Act as to incorpora-. 
tion and registration are carried out and the proper documents 
are being filed. After incorporation to call the first meeting 
of the board and get the necessary resolutions passed in 
connection with the election of chairman if not so appointed by 
the articles, appointment of secretary, manager, accountant 
and other responsible officers, the disposal of the Incorporation 
Certificate and opening of bank accounts, the signature on 
cheques and other important documents, etc. 

(3) To see that his own appointment is made and confirmed 
in a proper form by a proper resolution at the first meeting of. 
the board. 

(4) The .appointment of various sub-committees' such as 
the transfer committee, the finance committee, works com-

18 
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mittee, etc., ~d to regulate by bye-laws and· other media the 
furthet conduct of the business of the company. • 

(5) To obtain at the earliest opportunity a certificate 
entit1ing the company to commence business by filing the 
necessary papers and documents. 

(6) To make preparation within the time appointed and 
call the statutory meeting as well as get the statutory report 
prepared in due :forJn. . 

II~-Dutie. After Iftcorporaticill.-(l) To make himself 
thoroughly conversant with the contents of the memorandum 
and articles of association, as well as the regulations fixed by 
'the board at its early meetings. 

(2) To call meetings of directors, committees and members 
at intervals fixed by regulations, (Jf. otherwise, and get the 
proceedings of same recorded in proper minute books with 
proper divisions and indexes. 

(3) To I';"k after the sectetarial correspondence and 
exercise general supervision over the affairs of the company, 
particularly those falling within the sphere of the secretarial 
department, and in small companies, also to look after the· 
details of management, accounts, etc. 

(4) To see that proper documents ate sealed according 
to the regulations, in the presence of the required number of 
directors, under his own counter-signature, as may be laid 
down by the regulations. 

(5) To look after the incidents of applications, allotments, 
and . calls on Shares and debentures, as well as forfeiture of 
shares and to see that the procedure as laid down by the 
regulations-is strictly adhered to and followed. 

(6) To see that all documents are properly stamped and 
filed according to the requirements of the Companies Act. 

We shall now deal in some detail with these duties by 
classifying them under the following four headings:.J-

(I) Correspondence and general olIice work. 
(a) Early complUiy work, when appointed as a secretary 

. of a newly formed company. 
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(ll Preparation for and work in connection with board 
meetings. 

(4) Preparation for and work in connection with share
holders' meetings. 

Secretarial Correapondence and General Office Work.~ 
As the principal executive officer, the .secretary has to carry 
out the instructions of the board and for that purpose, has to 
attend to the correspondence on behalf of the company 'which 
he generally signs as the agent of the company. The secre
tary for this purpose should see that the instructions on which 
he acts are clear and to the point. He ha$ no right,. to act 
contrary to his instructions, even though he may think that 
course to be necessary in the interests of the company. On an 
important questions he should constantly consult his board, or 
the committee entrusted with the particular department. Even 
on matters on which he is allowed a discretion, it is safe to 
consult the chairman in case of any doubt or difficulty. With 
regard to the general office work he has to see . that the same 
is properly distributed among the various departments aIIld 
that each departmental manager is made responsible for the 
result. He has to exercise general supervision here as well 
as to give general directions in the conduct of the work of 
the company,--of course under orders and sanction of the board 
of directors, or one or other of the executive committees. In 
small companies he has' to manage the whole office establish
ment, as in such cases the offices of the secretary and the 
manager are generally merged in one person. 

In case of a newly-incorporated company, he has to 
:supervise the filing of the necessary documents· and to assist in 
the conduct· of business at the various board meetings held. 
In case his services are engaged before incorporation, his 
appointment will be sub :pro t6m, which is to be duly confirmed 
after incorporation. He should see the name of the company 
displayed outside its office premises in prominent letters with 
the word "Limited" added to it, in case the same is a limited 
company. On the other hand, the newly-appointed secretary 
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to an old established company, in place of a retiring- ollicer, 
~ll find his work to be easier with precedents to follow_In 
the case of a new company his capacity for organization of the 
ollice will be fully exercised, whereas,· in a going concern he 
will find a system of organization already .in work. AU he 
has to do in . the latter casE! is to f01low precedents wherever 
they appear to be sound, and offer suggestions for alteration and 
improvements wherever necessary. AU letters received should, 
as far as possible, be opened in the secretarial ollice, either 
,by the secretsry or his immediate assistant, and then sorted 
and di,stributed to the proper departments for attention. AU 
secretarial letters should be attended to by the secretarial staff 
itself after obtsining information or explanations necessary 
from ·the department or departments interested. 

With regard to the accounts department, the work here 
will no doubt rest in the first instance with the accountant of 
t'he company, who is a specialist in his branch of work; and 
all that the secretsry can do here is to exercise a sort of general 
supervision. He should obtain figures from the accountant 
from time to time with regard to the purchases, sales, and 
. expenses; as well as figures showing the progress- or othet:Wise 
of profits, bad debts, total financial commitments and resources 
of the business. 'These figures are to be placed before the 
board from time to time in order to keep them in close touch 
with the results. 

Early Company Work and the Secretary.-In connection 
with the early company work of a newly-incorporated com
pany, it need only be added that, the various incidents as to 
preparation of the prospectus, consideration of the applications, 
allotment of shares, :filing of the various dOCllDlents' and forms, 
as well as the entries in the various subsidiary books regarding 
these, as discussed in the previous chapter, are to be attended 
to by the secretsry. He has also to attend to the share transfer 
work. Here it may be noted that in case of the death of a 
member or shareholder, a note should be placed in the register 
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of members as to the death; and the secretary should also call 
for the probate for inspection from the personal representative 
of the deceased, and endorse on it the date of production. The 
executors or administrators acquire in law the right to transfer 
or transmit shares, and when transfers are made by them, the 
secretary should satisfy himself as to their legal status. Till 
that is done the ·shares should be allowed to stand on the 
register of members in the name of the deceased member. The 
Indian Companies Act forbids any notice of trust being entered 
on the register. The secretary should not therefore enter the 
name of the executor or trustee as such on the register. If 
the executor or the trustee gets the shares transferred in his 
name in his personal capacity as a shareholder, the same may 
be done; as that course makes the executor or administrator 
personally liable for the obligations arising from such a 
holding. In a case where shares are held by two or more 
parties as joint owners, the secretary need ouly record the 
notice of death on satisfying himself on that head, as the sur
vivors become the owners of the share 'on the death of a loint 
holder. In case, a shareholder dies abroad, the secretary should 
obtain a statutory declaration of death certified by the British 
Consul of the place. where the death occurred. In case of 
the marriage of a female shareholder, a written declaration of 
marriage, duly signed, together with her married name, should 
be obtained and noted o.n the register of members. In case of 
the lunacy of a shareholder, where a cOmmittee has been ap
pointed, the order of the·.Court should be called for inspection 
and the fact noted on the register. In a case where a joint 
stock company purchases shares a'I1d wishes to be placed on 
the register of shareholders, the secretary shocld ascertain from 
the memorandum of such a company whether the said company 
has a right to purchase shares. In case of the insolvency of 
8 shareholder, the official assignee in India, or the trustee in 
bankruptcy in England, should be calle!i upon to produce 
the original order of appointment and on inspection a note 
should be made of it on the register. 
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Preparation aDd Work re Board Meetinga.-The board 
meetings of directors may be held as frequently as the directors 
may in their opinion think necessary and convenient in the 
interests of the company. In this connection the secretary 

should carefully study the articles of association of his own 
company and strictly follow the procedure laid down there. 
Proper notices as ~ the meetings should he- sent to each and 
every director, and in the case of committee meetings, to every 
member of the committee. This is very important, as it has 
been held that failure to send such a notice to a single director 
entitled to attend at such meetings will invalidate all business 
that is done or considered on that occasion. In some companies 
the practice is to fix certain dates, or weekdays, in advance, 
on which the hoard meetings are to be held: whereas in others, 
the secretary .in consultation with the chairman fixes the same. 
To the notice convening the board meeting, a slip is frequently 
attached showing the date of the meeting, as well as the name 
'of the director, which the director concerned is requested to 
hand, to the clerk at the entrance of the hoard room for con
venience of recording his attendance, both in the directors' 
attendance book, and in the hoard minute book. These notices 
are made out in the following form:-

Form of Notice of • Board Meeting~ 
The Bombay Spinning and Weaving Company, Limited. 

Dear Sir, 

51, Hornby Road, 
Bombay, 15th April, 1939. 

I beg to inform you that a meeting of the Directors of the 
Company will be held at the Registered Office of the Company 
on Saturday the 22nd iDst., at 5 p.m. (S. T.) when your presence 
is requested. 

To 
Sir Solomon Isaac, Xt., 

The Reclamation, 
BOMBAY. 

y""", faithfally, 
J. Pemandez, 

. Secretary. 
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The following business is to 
be transacted:-

(1) General, 
(2) Consideration of the 

Report of Work. Committee 
.. proposed additions. 

The Agenda.-The secretary should next see that the 
board 1"001II is properly arranged on the date fixed for the 
meeting and all figures, documents, papers and books, which 
are likely to be wanted for the purpose of the meeting, are 
kept on a side-table in proper order. He should prepare the 
agenda, i.e., the list of business to be done at the meeting. 
The items on the agenda should be arranged in their order of 
importance, preferably in consultation with the chairman or 
one of the most active directors. This agenda may be prepared 
on loose sheets of foolscap paper, a copy of each of which 
is placed in front of the seat of each of the directors. The 
chairman's copy, as well as the one retained by the secretary, 
should have a wide margin on the left with suflicient space left 
between each item of the agenda. This is done with a view 
to enabling both these functionaries to take careful notes of the 
proceedings to which it refers in front of the appropriate item 
on the agenda. The secretary should take care not only to see 
that his own notes are ample, but that the chairman also takes 
down full notes of the proceedings. This is done. with a view 
to enable the secretary to produce the chairman's notes Vihen 
the minutes of the previous meetings come for confirmation at 
the next meeting, in case any objection or doubt is raised by 
one of the directors as to the accuracy of the record as taken 
down by the secretary. The secretary should preserve both 
his own as well as the chairman's notes in a separate :6.le after 
the fair minutes are written out in the minnte book. 

Form of the Agenda.-The form of a board meeting 
agenda varies according to the nature of the business which 
has to be placed before the hoard at each meeting as arising 
in the regular course of the career of the company concerned. 
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The first and the last item invariably recur in almost every 
board meeting agenda, except that of the first meeting, l1iz., 
"Read minutes of the previous meeting", and "Fixing of the 
date of the next meeting". The agenda of the first board 
1Ileeting of a joint stock company will appear in a form simi1ar 
to the one given below:-

AGENDA 
of 

Board Meeting, Saturday 15th April 1939, to be held at .... the 
Registered Office of the Company. 

1. Incorporation of the company, lawyers to report on same. 
2. Election of chairman. 
3. Appointment of officers, viz., the secretary, the manager 

and the accol1lltant. 
4. Approval of the draft prospectus and consideration of ita 

issue. 
5. Fi:a:ing of the date of the next board meeting. 

The agenda of a board meeting held right in the midst of 
the busy life of a successful joint stock company will exhibit 
items as per the following form:-

AGmIDA 
of 

Board Meeting, Monday 15th May 1939, to be held at the 
Registered Office of the Company. 

I. Minutes of the last meeting. 
2. Bank pass book and cash account as prepared by the 

accountant to be submitted for approval. 
3. Trading retnma for the quarter as prepared by the general 

manager to be submitted. 
4. Resignation of Mr. Rodrigues, a director, to be considered. 
5. Report of the transfer committee to be submitted for 

adoption. 
6. Correspondence.s J. Dayabhai and Co.'. claim to be su\). 

mitted for further directions. 
7. Date of the next meeting. 

The following form of agenda with notes of the chairman 
or the secretary, will explain how the chairman's or' secretary's 
copies are prepared, also the form in which they wOuld appear 
after the notes are written out:-
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T". ""'". "" ",In,,", of " M •• ting of Dir.ctors ,..1<1 on 
W.d .... day, ,,.. 15'" F.bnuuy 1939 III 10, HDml>y Road, Bombay. 

Agenda. Decision. 

I. Registration of the com- The solicitor reported thot the 
pany. The solicitor to company was duly nogistesed 
report on it. under the Companies' Act on 

16th ultimo. 

2. 81ection of Directors. 

3. 81ection of Chairman. 

4. Quorum of Directors. 

6. Brok..,.:_ 
Produce letter 

Mes&nI. Bhulabhai 
chand & Co., of 
Bazaas. Bombay. 

from 
Amar
Share 

The certificate of Incorporation 
was ord...,d to be framed and 
bung up in the directors' 
board room. 

The solicitors produced nosolu
tion signed by all the signa
tories to the memorandum 
electing the persons named 
as Directors, w., Sir Vithal .. 
das Bbsiseth. Nawab Vikar
ul~Malk, Khan Babadur 
Kbarshedji Khesva1la and the 
Ron. Mr. Bott\e. Ordered 
thot the asid nosolutiou be 
affixed to the first psge of the 
companyJs minute book. 

Sir Vitba1das Bhsiseth unani
mously elected. 

Resolved thot two should be 
the quorum for transaction of 
business. 

Messrs. Bullion & Co., of Nag
devi Street appointed. 

Messn!. Bhulabhai Amarehand & 
Co., of Share :&azaar appoint
ed. Secretary instructed to 
notify them in writing thot 
they mast look to the vendor 
for their brokerage as 
arranged. 

7. Nen meeting:- The date of the nen meeting 
To Wo: the date of the was Wo:ed for Friday, the 17th 

nen meeting. February 1939. 
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The Minute •. -At the close of the meeting, or as soot! 

after as possible, the secretary should proceed to draft the 
"minutes" of the meeting. Great care has to be taken here 
to see that the draft represents as act:urate a record as possible, 
because, when once passed and signed by the chairman of the 
same or of the next succeeding meeting, the minutes shall 
constitute evidence of the proceedings. The Indian Companies 
Act, 1913, (sec. 83) lays down that "Every company shall cause 
minutes of all proceedings" of general meetings and of its 
directors to be entered in book!; kept for that purpose". It 
further enacts that "until the contrary is proved every general 
meeting of the company, or meeting of directors in respect of the 
proceedings whereof minutes have been so made shall be deemed 
to have been duly called and held, and all proceedings had thereat 
to have been duly had, and all appointments of directors or" 
liquidators shall be deemed to be valid." The language of the 
section quoted here will impress the reader with the importance 
of seeing to the accuracy of the record. The law insists on at 
least one minute oo;,k being kept, though in actual practice it is 
found convenient to keep separate book!; not ouly for the boar4-
and shareholders' meetings respectively, but in cases where the 
boara "is divided into committees, a separate minute book is 
'maintained for each of the committees. The general minute 
book is open to the inspection of members; but the directors' 
minute book, which records the proceedings dealing with the 
internal management is not open to members, and is provided 
with a lock and key in the case of many important companies. 
The minute books should be made of faint ruled foolscap 
papers, with a broad margin on the left, and an alphabetical 
index at the beginning or at the end. Each minute entered in 
these books is consecutively numbered, abbreviated in the 
margin and indexed. The minutes should be written in the 
order in which the business was dealt with at the meeting. 
Minutes °are written in various forms, but the one which is 
the best to be followed is that which includes narration as well 
as conclusions. To make this clear it may be mentioned that 
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minutes are divided ~ough1y into two classes, 'Viz., (I) minute 
of n=ation and (2) minutes of conclusions. It is the ·pmctice 
with some draftsmen to record only conclusions in the form 
of the resolutions passed. . This is hardly a course to be recom
mended, even though this form of record may answer the legal 
requirement. What shonld be aimed at by a good draftsman. 
i. a complete n=ative of what actually occurred at a meeting, 
in a brief and compact form which takes note of all important 
items of the proceeding without making the same needlessly 
lengthy or cumbersome. If that is done, no inconvenience or 
doubt is felt when, after a number of years, a reference to the 
r~d of proceeding at some prior meeting is necessitated. In 
short a good minute speaks for itself. It does not give rise to 
confusion. Even an outsider, on perusal, gets a full and com
plete idea as to what actually occurred at the meeting in 
question. 

The minutes of each meeting should be kept separate and 
should commence on II fresh page. They should be headed 
with the number, date and nature (board or shareholders' 
meeting) of each meeting. The n=ation should then state 
in order what actually occurred. which should be concluded 
with the actual resolution, if any. passed. This resolution 
should be recorded in full and in the exact wording in which. 
the same was passed. The best course to be followed here is 
to request the person who proposes a resolution to hand the 
same aVe!" in writing to the chaionan. This original writing 
should. when passed, be copied in the minute book. In case 
of formal resolutions passed at board and general meetings, the 
secre~ is frequently requested to draft the same out. Great 
care, skill and a good knowledge of the principles of company 
law and pmctice is required in this branch of secretarial work. 
In case of resolutions involving intricate questions of law. such 
as those required to be passed in order to give effect to the 
altemtion, reduction or re-organization of capital.· etc., the 
secretary should call for legal assistance. The minutes in Law 
are evidence, until the contrary is proved. that the meetings 
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to which they refer were duly held and that the proceedings 
as recorded in them were correct. It will thus be seen that 
after the minutes are confirmed and signed, the secretary has 
no right to alter them on his own responsibility. We shall now 
take up a few examples from the agenda of the board meeting 
given on a previous page and see how the minutes of the same 
are recorded. 

The Minute Book.-
Th. fifte."th me,U"g 0' the B04.d 0' D/ .. cto.s "'41 h.ld 

.t the .. gist.",i offic. of the comp."y on Wednesd4y th_ 151h Of 
M4" 1939, at 3 p.m. (S. T.). 

There were present:-
Mr. Dorab Saklat, in the cbair, 
Rae Saheb T. Rangnekes, 
Mr. Wi1liam Inglis, 
Mr. Abdul Karim, 

Directors. 

In attendance:-
Mr. D. Bhabha, Secretary, 
Mr. Ragh'l1D8.th Rao, Accountant, 
Mr. Dobson, Manager. 

4i5. The minutes of the lest meeting held on 2nd 
May 1939, were read, approved as correct ~ 
signed. 

C4Sh Slateme"ls 
tvays lind mea",. 
66. 

Tf'adlng Returns. 
1fI. 

The secretary produced the bank pass book 
and a statement showing an abstract of cash 
receipts and payments during the fortnight 
euding au the 14th instant. It showed a 
balance at bank. of Rs. 20,000 and on hand of 
Rs. 1,250. The statement was duly checked 
and formally apprond. . • 

The statement as to the trading returns was 
next submitted which showed a turnover of 
Rs. 80,000, during the fortnight. .Thi. as com
pared to the turnover of the immediately 
previous fortnight was in excess by 'RB. 5,000, 
but showed a decline when compared to the 
corresponding fortnight of the three previouB 
yeara. The manager explained that thia was 
due to the shortage of available stock as well 
as of the general rise in prices. The explana
tion was considered satisfactory and retum& 
were duly approved. 
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R.slpatkm.68. The resigilation of Mr. Rodrigues, one of 
the directors, dated 11th May 1939, was next 
submitted for consideration. It was 8uggested 

~ r.;:qu=f'~er ~~ ~:n=e.shO~~~ 
Dobson stated in reply that he had met Mr. 
Rodrigues the same morning at the latter's 
residence with the same object; but Mr. 

~=rC:'~e d=~o: of w:s =0.:, !ho had 
ordered a complete reot and a change for at 
least a year. 

It was thetefore Resolved :-that the resi,
nation of Mr. Rodrigues, a director of thlS 
company, dated \1 th May 1939, is hereby 
accepted by the board with regret and is to 
toke effect from this date. The board however 
tokes this opportunity to place on record ita 
appreciation of the services of their colleague 
and wishes him. complete :recovery. 

The secretary was directed to convey this 
expression of the board's appreciation to Mr. 
Rodrigues. 

Report 01 Tf'tlm/M The report of the transfer _committee, as 
Committe •• 69. recorded in that committee's minute book, was 

next considered. It showed that applications 
were received for transfer of 50 ordinary shares, 
from :five shareholders, all of which, except one 
from Mr. R. Jonathan, were duly accepted and 
the transfers given due effect to, It was 
unanimously resolved that the said report be 
adopted in full. 

D."..bllal& Co.'s 
Claim. 70. 

~"'I M .. u"g. 71. 

The secretary nat produced further correa-

~h~d::st!dga::~:f::rsih~f~bh!o~~ 
Ro. 15,000, for the alleged bresch of contract 

!:ref~~ d1re~~ :rl~DfinJi~~ta~ 
that the said claim was inadmissible. 

The nat meeting was fixed to be held at 
the company's offices on the tst June 1939. 

Chairman's initials, D. S. 

RESOLUTIONS. 

From the example just given it must have been noticed 
that the minutes need not necessarily be made up of resolutions 
in B stereotyped form. There are, however, cases where formal 
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resolutions have to be drafted, passed and recorded in the 
minute book, such as the resolutions appointing committees, 
making allotment of shares, making calls, issuing debentures, 
opening of bank accounts, declaring a dividend, appointing a 
manager of a branch office, etc. We have already remarked 
that these r~lutions have to be drafted with great care, skill 
and precision. The following are a few specimen of snch 
resolutions :-

AIlol:meDt of Sharea..~ 
RBso<VBD :-That the 100 ordinary shares of Rs. 1000 each numbered 

consecutively from I to 100 be allotted to the applicants on the List A 
whose applications bave been recommended for aa:eptance by the alJot. 

mont committee aa:ording to the nambera set opposite to thejr respec
tive names and that the _tary be instrueted to forward 1etters of 
.allotment to the said aIlottees and letters of regret to those applicants 
to whom no allotment has been msde .. taming therewith their appli
cation money. 

Appointment of a Committee for a Particalar Parpo.e.-
RBso<VBD :-That a committee made up of Messrs. Raghuii and 

Babaii, 'the members of this board, be and is hereby appointed to inves
tigate .... d teport OIl the questiotl of the desirability of opeDiDg a bnnch 
office in Poona, and to report to this board their opiniOn and recom
mendations on thia question after :investigation. 

Declaration of a Dividend.-
RBsoLvm :-That a dividend of Re. 40 on each preference share, 

and of Rs. 10 on each ordinary share, be and is now declared ont of 
the net profits of the company'. bnsiDess for the twelve months ending 
31st December 1939, being at the rate of 5% p.a. on the pref ...... ce 
shares and 10% p.&. on the ordinary shares, and that such dividends 
ahaIl be paid to the existing members as on the register of shareholders 
on the 31st December 1939. 

Appoinbnent of a Branch Manager.-
RasO<VBD :-That Mr. R. Simpson be and is hereby appointed a 

branch manager of the office of this company in Surat, on a salary 
of Rs. 300 per month, for a period of three years, commenetog from 
1st January, 1939, and thst Mr. Ramnant the chairman and director, 
.and Mr. Handiman the secretary, be and are hereby empowered to 
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-ezecute on behalf of. the company, a power of attorney in favour of 
Mr. Simpson, the said branch manager, in such form as the company's 
legal advisers may deem DeCeSS8l7, to enable him to act in the capacity 
of the branch manager of Snrat. 

Appointment of a Committee for Geneial Purpoaea.-
ltEsOLVED :-That a cotntnittee 0/ the folloWing ilirettora, wz., 

~rs. A, B, C. and D, be styled the "general purposes cotnmitteeU~ 
and that a monthly report 0/ Bncb c:ommlttee'a ~dingli be dnly 
entered in a Ugeneral purposes committee minute book", to be specially 
provided for that pnrpoae, and that sncb reports, .. hen duly apt>tORd 
by the board, be COIISidered as part of the minntes of the board, and 
nad in conjunction therewith . 

.Alteration of the Name.-
REsOl.~ :-That the name of the company be altered from 

the "Bombay Cotton and Spinning Company I,itnited" to the ''Bombay 
.and Nagpore Spinning and Weaving Company I,itnited" and that the 
I.ocaI Government he communicated with for the pnrpose of obtaining 
their consent to BUch alteration. 

Convenion of Sharea into Stock.-
RBSOLVED :-Tbat the Rs. 100,000, ordinary Bh.n.B of Rs. 100 

each now Inlly paid np be and are hereby converted into ordinary 
'Stock for Rio 200,000. which shall be transferable on the usual transfer 
form in ....,. 8Iltn of Ro. 100, or a mnltiple thereof. 

Inc:reaae of Capital.-
RBSOLVED :_That the capita! of the company be increased to 

Re. 2,50,000, by the creation 01. 500 new preference sh8res of Re. 100 
each, to be called the new preference shares, and to confer on the 
bolders thereof the right to a Don-cumnlative preferential dividend of 
4% per annum. on the capital, for the time being paid up on 8uch 
shares, to be paid ont of the pronto of each year, and snell preference 
$hares to tank both .. regards capita! and dividend, in priority to 
the original shares in the capita! of the colilpany. 

Alteration of ArticleL-
REsOLVED :-That the article No. 4S of the articlea of association 

<>f the company be altered by omitting the following words therefrom, 
'JIADlely :-

"every hall year' 
.lId •• batitnting instead, the following words:-

Uat the elld of every working year of the business.·' 
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Appointment of a Finani:e Committee~ 
RBsoI,VBD :-That a finance committee, consisting of three directors, 

'Viz., Messrs. A, B and C, of which Mr. A shall be the chairman, be 
and i. hereby appointed to take effect from this day and to hold office 
for a· period of six months from the dete hereof; and that the secretary 
is hereby directed that all propositions re1atiDg to outlay or expendi
ture, immediate or prospective, as well &8 all financial statements,. 
oneb as abstracto of receipts and payments prepared periodically as may 
be fixed by the said committee, or any other financial arrangement 
whatsoever, maot be first submitted to the aoid fiDanc:e committee to 
be reported upon, before placing same before the board. 

Forfeiture of Share •• -
RBso~VEJ) :-That 10 ordinary obores of Rs. SOO eoch "lith Rs. 200 

paid up and Dumbered lSOI to 1510 inclaoive held by Mr. Janmadaa 
Pragji be forfeited he being in arrear with the seeond call of RI. 200 
made on the 27th May 1929 in spite of the DOtice served on him. on 
ISth February 1929 in accordance with Clause 76 of the articl .. of 
association. 

Making a CaU.-
RBSOJ.VEJ) :-That a secoad call of Rs. 100 per share be made upon 

aU the ordiaory shar.. of the company making in all RI. SOO per 
share called uP. the aoid call to be payable OD or before 5th Janaory. 
1939. to the company's banker.. the Bank of India,Ltd.. at their 
Esplanade Road head office, and that the secretary is hereby instructed 
to issue the u'ecess&ry call notices and arrangement with the COMpaDy'a 
bankers for the collection of c:all money. 

Adoption of Draft Pro.pectul.-
R1s~VEJ) :-That the draft proapectao as read oat to the ·board 

by Mr. X, the lawyer of the company be approved and adopted. That 
the oaid proapectao be sigued by all the directoro and dated the ISth 
March 1939 and that the secretary be instructed to file aue copy duly 
signed with the Registrar of joint stock companies. 

Paning of Tramfen.-
RBSO~VEJ) :-That the transfer applications Nos. 65 to 89 (inclaoive) 

be and are hereby passed and the seal be af6xed to the Dew certificates 
Nos. 3030 to 3054 (inclusive) and that the nam .. of the oaid transferee 
be entered ill the register of membera of this company. 
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Closing of Tranuer Booka.-
RESOLVBD :-That transfer book. of the company be and are hereby 

closed from 17th June 1939 to 2nd July 1939. 

PREPARATION AND WORK. re SHAREHOLDERS'MEETING. 

In the case of ... newly incorporated company the first 
meeting for which a secretary will have to prepare himself is 
the statutory meeting. This preparation principally consists 
of the drafting of a report called the statutory report. 

In drafting any report it is always best to divide same 
under separate headings and to deal with each of these headings 
in separate paragraphs. 

Statutory Meeting.-We shall first take up the statutory 
meeting. This meeting is, virtually speaking, the first meet
ing that a joint stock company usually holds, and the object 
seems to be to ensure that at the earliest opportunity the 
members of the company should have an opportunity to secure 
first-hand information as. to the exact position .. of the com
pany, particularly in relation to its, financial success in flota
tion, as well as other information as to the investment of its 
capital in the different branches of the enterprise for which 
the company is incorporated. 

The Indian Companies Act, sec. 77, requires that every 
joint stock company limited by shares, and every company 
limited by guarantee and having a share capital, must, within 
a period of not less than one month nor more than six months 
from the date at which the company is entitled to commence 
business, hold a general meeting of the members of the com
pany, which shall be called the statutory meeting. Here it 
may be added that under the English CompanieS Act the statu
tory meeting has to be called within not less than one month 
and not more than three months from the date that the meeting 
is entitled to commence business instead of not more than six 
months as in case of our Indian Act. 

A statutory report must be sent by the directors at least 
2I days (in English Law 7 days) before the day on which the 

19 
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meeting is held to every member of the company and to every 
·other person entitled to receive the said report under the Com
panies Act. The report must be certified by not less than two 
·directors of the company or by the chairman of the board of 
-directors if authorised in this behalf by the directors. In 
England it is to be certified bY two directors. The report must 
contain the following matters:-

(G) the total number of shares allotted, distinguishing shares 
allotted as full or partly paid up otherwise than ip cash, 
Bnd stating in the case of ahareo partly paid up the extent 
to which they are so paid up, ad in either case the 
consideration for which they have been allotted; 

(b) the tota1 amount of cash received by the company in respect 
of aU the shares allotted distinguished as aforesaid; 

(e) an abstract of the receipts of the company and of the pay
ments .made thereoa.t up to a. date within seven ~ys of' 
the date of the report, exhibiting under distinctive headings 
the receipts of the company from &hares, debentures and 
other sourc:ea, the payments made thereout and partic:ulara 
concemiug the balance Yem.aiDiDg in hand, and an account 
or estimate 01. the preliminary _ of the company 
showing separately any commission or discouD.t paid on 
the issue or sale of shares; 

(d) names and addreasea and description of the director.o, auditors, 
managing agents and managers if any and the secretary 
of the company. In Indian Law any change that may 
have occurred since the date of incorporation -must also be 
stated here; 

(0) the particulars of any contract, the modilication of which is 
to be submitted to the meeting for its approval, together 
with the particulars of the modification or proposed modi
fication; 

(f) the extent to which underwriting contracts, if any, have been 
carried out i 

(g) the erron, if any, due on calla from director.o, managing 
agents and managers; and 

(/0) the particulars of any commission or brokerage paid in c:on
DeetiOD with the issue or sale of shares to any director, 
managing agent or manager or a partner of the managing 
agent if the managing agent is a firm or if the managing 
agent i. a private company, a directar thereof. 
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A copy of this report must be delivered to the registrar of 
companies for registration forthwith after the sending thereof to 
the members of the company. During this meeting the directors 
should see that a list showing the names, descriptions and 
addresses of the members of the company and the number of 
shares held by them respectively, is produced at the com
mencement of the meeting which should remain open and 
accessible to any member of the company during the conti
nuance of the meeting. At this meeting the members present 
are at liberty to discuss any matters relating to the formation 
of the company, or arising out of the statutorY report, whether 
previous notice was given or not. However, no resolution of 
which previous notice was not given can be passed. The 
meeting may be adjourned from time to time as usual in ac
cordance with the articles and the adjourned meeting shall 
have the same power as the original meeting. The statutory 
report, as far as it relates to the shares allotted by the company 
and the cash received in respect of the shares plus receipts in 
payment of the company on capi~al account must be certified 
as accurate by the officers of the company and in case of public 
companies this report must be filed with the Registrar of joint 
stock companies ,forthwith after sending same to the members 
of the company. 

THE STATUTORY REPORT. 

TIm INDIAN COMPANIES Ac:t, VII of 1913. 

Statutory Report of the Heeramaneck Cement Company, Ltd., to be 
certified and filed pursuant to Section TI (S). 

Presented far filing by Mr. X. Y. Z. 
The Direc:tora have pleasure in submitting the following to the 

members:- . 
(I) The- total number of shares allotted is 30,000 of Rs. 100 escb 

including 10,000 shares issued to vendors 88 fally paid in 
part consideration of the purchase price. On the remain .. 
ing shares Rs. 2S per ohare were c:a1led up on application 
and Rs. 25 on allotment. A sum of Rs. 18,000 was due an 
allotment on the date of closing accounts. One Mr. 
Harmarji paid in fall for his 100 shares on hi. going abroad. 
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(2) The tota1 am01U1t of cash received by the company in respect 
of shares issued Subject to the payment therefor in cash 
is Rs. 9,87,000. 

(a) An abstract of the receipts of the company and of the pay
ments made thereout up to the 9th day of July 1939 is given 
as under:-

RlCEInS., 

To BfIar. CtJpital .tic. 
Amcnmt called up In r88~ 

POd of 10,000 .harM of 
:a.. 100 each allotted 
pa,..ble on applica&ioD 
and allotment (if It.. SO 

lis. lis.' 

»II' ,hare... ... 10.00,000 

Leu A11obn6Dt; mODe)' 
unpaid , .. 

Add calla In advance 

10,000 .hares of Ba. 100 
eaoh aliotHd .. full.,. 
paid .. pari purehaae 

,,,000 

l.8t,OOO 
5,000 1.87.000 

9,87,000 

eonaideratlon ,., 10.00.000 

19.87,000 

8.3OQ 

Total .0. Ra. 9,85.,500 

lis. Rl. 

." ParcAa.al Caul_a_ 
lion 

Amount: paid to Ven_ 
dON &II pu lI8l'eement; 
In","" ... 8,00.000 8.00,001) 

Amoul of ,harea iIIued 
.. full,. paid .. per 
ooutra .0. ... 10,00,(100 

18,00,000 

.. DePOItt aaalnllt pur-
chue of maehlDrrJ' .0. 40.000 

•• Balldine Aocount : 
Materiala and labour ...... 15.000 

.. Preliminary upeJlll81 5,000 

.. E:r:pendlture (iuClludlll&' 
aalariea. rent. nation-
II".. eteol '" 10,000 

It Ca.h and other balanoee 
wjlb Central Bank of 
India. Ltd., (Fixed 
D ...... ) .,., _. ao.OOO 

II Balanoe aD Current: Ale 
with Lloyd'. Bank. 
Lid. 15."'" 

95.500 

Total ... Bo. D.H,SOI). 
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(4) The Preliminary expenses of the company are estimated at 
Its. 5,000. 

(5) The names, addresses, and dOjlCriptione of· the directors; 
auditors and secretaries of the company are thefoUowing: 

1. mrocW .... 
Raja Saheb Shivlal Nanchand (Chairman), Landlord, 

Malabar Hill, Bombsy. 
Sir Robert Mackinley (Baronet), 

Colaba, Bombay. 
Sir Bholabhai Nathuchand (Knight). 

Bhuleshwar, Bombay. 
Cowasji M. Indorewa1a, Esq. (Businessman), . 

Grant Road, Bombay. 
ll. Avel/tors. 

Robertson & Chandulal (Gov!. Auditors), 
Churchgate Street, Bombay. 

m. S""tary. 
J. Hardword, Esq., 

Wodehouse Road, Port, Bombay; 

MANAGING AGENTS. 
Messrs. A. B. C., Limited. Esplanade House, Waudby -Road, ,Bombay. 

REGISTERED OFFICE OF THE COMPANY. 
IS, Esplanade Road; Bombay. , 

The company was incorporated on 1st August. 1938. and the 
Certificate for commencement of business waS granted by the Registrar 
of Companies on the 13th January, ·1939; , 

(1) No eontracts have been entered into, the particulars of which 
or the modifu:ations whereof are to be submitted to the 
Meeting for their approval. 

(2) No nuder-writing coutracts have been made. 
(3) There are no amounts due on c:alls from Directors or Managing 

Agents. 
(4) No commiasion or brokerage has been paid or is .to be paid 

in connection with the issue or sale of the shares of the 
company. 

Bombay, 20th July, 1939. 
We hereby certify the Report, 

Raja Saheb Shivlal Nancband, 
Sir Robert Mackinley, 
Sir Bholabbai Nathuchand, 
Cowasji M. Indorewala, Esq. 

} Directors. 
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Notice re Statutory Meeting.-The Notice convening the 
Statutory Meeting will have to be made OI1t in a form similar 
to the one given below:-

TIm BOMBAY 'tRADING & MANUFACTURING CO., LlMIT1ID. 

~OTICI! O~ 'mil ST._Oay lIIJImHc. 

Notice is hereby given that the Statutory Meeting of the ab0v9 
Company purBlWlt to See. 77 of the Indian Companies Act, 1913, will 
be held at the Regiatered Office of the Company at 15, Esplanade Road. 
Bombay, at 4 P ..... (S.T.) on Tuesday, the 23rd April, 1930. 

By order of the Board, 
J. HAaDWOIlD, 

Bombay, lOth April, 1939. Secretary. 

General or ADnna! Meeting. -Subsequent to the Statu
tory Meeting all meetings may be divided into two classes, viz .• 
(I) The Annual General Meeting, and (2) The Extraordinary 
General Meeting. 

The Annual General Meeting has to be held within eighteen 
months from the date of its incorporation and thereafter once at 
least in every year, and not more than fifteen months after the 
holding of the last. preceding general meeting. The failure 
to hold this meeting makes every officer of the company liable 
to a fine. At this meeting the report on the company's affairs, 
and the final accounts and the balance sheet duly certified, 
are to be laid before the meeting. The secretary has to 
see to the drafting of the annual report, which has to be 
submitted at the board meeting for being settled before it 
is sent to the printers. The chief object of this BDDUal "report 
of the directors is to give the shareholders an idea, in the form 
of a short review, of the work done by the company daring 
the year covered by the report. Frequently an attempt is also 
made to forecast the prospects of the coming year~ 1£ the 
directors contemplate any extension of, or addition to the busi
ness, this is frequently referred to in the report. The 
profits or losses made are also commented upon. In case of 
profits, the decision of the directors as to their final disposal by 
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way of bonus to the staff or shareholders, transfer to the 
reserve fund, wiping off of preliminary expenditure, provi
sion for depreciation and division among shareholders by way 
of dividend, if any, is made known under appropriate headings. 
The retirement of one or more directors by rotation and their 
re-eligibility forms the subject of a separate paragraph. 

The annual report may be either an exhaustive statem~t 
containing a masterly review of the situation, or a bare record 
of a few facts and figures jumbled together. It is hardly neces
sary to emphasise the fact that the latter form is the least 
desirable. It is the moral duty of directors to take the s~e
holders into their confidence, as far as the exigencies of the 
business permit, and with due regard to its general interests. 
No one is likely to be so unreasonable as to insist on the eli.&, 

closure of secrets which are likely to be made use of by the 
company's rivals in trade, but there is no reason why the 
reports of many of our leading companiea-particularly bank. 
ing companies-should be so woefully wanting' in general 
information. In fact the practice of serving out nothing more 
than bare figures, just enough' to answer the requirement of 
law, under the grandiloquent title of "Annual Report", has 
unfortunately become general, both in England and India, 
in connection with banking companies. Many authoritative 
writers bave adversely commented on this state of affairs, but 
our bank directors seem to have treated this COIII1l1ent so far, 
as effusions of academic minds, uninitiated in the board room 
secrets, within the sacred precincts of which alone an unerring 
decision could, according to them, be arrived at. On the other 
hand, every student of banking and finance will admit that of 
all the reports, the annual report of a banking establishment, 
should lend itself easily to a masterly review of the financial 
situation with which the bank in question had to cope during 
the year under review. Such an elaborate report would render 
the figure of profit and its proposed application, clearer and, 
more interesting to an average shareholder for whose benefit 
these reports are supposed to be issued. It is to be regretted 
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that a number of trading and manufacturing companies also 
seem _ to have adopted the practice -of their banking colleagues 
with regard to the issuing of these so-called "short and simple" 
reports. -The following three annual reports have been taken 
frodt actual practice. The -first is the typical report of a 
banking company-which of course could have been amplified 
and improved. The second, .. iz., that of the Tata Iron and 
Steel Company Ltd., a mining company, to which attention is 
particularly invited as one which a number of our Indian 
companies will do well to imitate. For want of space a number 
of paragraphs -of the most technical nature in connection with 
the iron industry, have been omitted from this report. The report 
presents a masterly review, under appropriate headings, of the 
work actually done and the progress -made during the year 
under consideration, besides giving the usual information as to 
profits, -reserve fund, dividends, etc. The outlook paragraph 
sums up the result with a forecast as to the future. The third 
is the model report of a textile company. 

Report of a Banking Company:-

NINlT1r-SBV£NTB R£poR~ Bv THE DIIUICl'ORS 

011 

THB PROVINCIAL BANK OF INDIA, 

LoafED. 

The Directors beg to submit Ibe General Balance Sheet and Profit 
and LoBs Account of Ibe BanIr. for Ibe year ending 31st December last, 
duly audited. -

'l'he net profita for Ibe year, after providing for all bad and 
doubtful debts amount to £291,418 So. ScI., and adding £92,995 138. 4d., 
brought forward, the available total i. £384,413 ISs. sa. 

An ad 'nterim dividend at the rate of 16 per cent per annum, free 
of Income Tax, was paid for the balf year ending 30th June, amounting 
to £80,000. The Directors DOW recommend a further dividend at 
the same rate, and an addition of 05,000 to the Reserve Pund, raising 
it to £1,200,000. They propose to apply C16,'r13 ISo., to writing down 
investments, including War\ Loan, to current prices, to write .£10,000 
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off the House Property Account, and to add £10,000 to the Officers' 
Pension Fund, leaving a balance of £103,140 38. 9d. to be carried forward. 

The following Directors retire on this occasion, but being eligible 
offer themselves for re-election:-

ROBP! GIlBEN, E!lq., A. V. D. BmlNs, E!lq., and Sill JOHN 
P. TBOIIPSON, Xt. 

It will be neoess&ry to elect Auditors. Messrs. ROBINS &: Co., the 
retiring Auditors, offer themselves for re-election. 

By order of the Board, 

W. BOTRA, 

GemraJ MafllJg,r. 

THE TATA IRON &: STEEL COMPANY, LII4ITED. 

DI1UICfORS' lUPoltT rolt 1914-15. 

The Directors beg to lay before yon their Ninth Report together 
with the Audited Statement of Accounts for the yearencliug 30th June 
1915. --The Company's net profit during the year ending 30th June, 1915, 
amounted to Rs. 24,83,088-15-8 w~ch :with the sum brought forward 
from the last year's acconnt, makes a total sam of as. '25,65,76()..9..10. 

The following sums amounting to Rs. '.33,67S-2-1 have been 
appropriated from the profit:-

To Depreciation Fund ACCOUIlt ,.. Re. 5,OO,QOO..O..O 
u Repairs and Renewals Account Jt 1.53.67&-z..8 
.. Furniture and Preliminary Eapense. Account 80,~ 

After making all these- deductions. there remains a balance of profit 
of Rs. 18,32.082-7-9, out of which the Directors recommend a Dividend 
on Preference Shares for the twelve months ending 30th June. 1915. 
at the rate of as. 8-12-3 net per share, that is, at sis: per cent per 
annum less income-ta:&:o This will amount to B.s. 4,36,000-1 t-3, and out 

of the balance of Ro. 13,96,081-12-6, the Directors recommend that 
Ro. 6-0-0 per share be paid as a Dividend at the rate of 8')(, per annum 
on the Ordinary Shares, 'Viz., Rs. 14,96,244, leaving a balance of 
Re. 1,99,837-12-6, and out of this balance the Directors recommend that 
Ro. 7~ per share be paid 88 a Dividend at the rate of 25 per cent 
per annum on the Deferred Shares, viz ... B.s. 1,68,750, J.r.aviug a balance. 
of Ra. 31.087-12-6, which amount they recommend should be carried 
forward. 
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GeaeraI. 

We stated in our last Report that a new General Manager had 
been appointed. The new Manager, Mr. B. R. S. arrived and took 
charge of the lIIlIDOgeD1out at Sakehl at the end of November last. 

The General Manager's report given below dealing, as it does, 
with the operation of the Plant during the year ending 30th Jnne, 
1915. haa confined itaelf to the progress made during the year in the 
various Departments. Your Directors have to inform you that yo~ 
Works began making steel reqaired for the man1lfac:tare of abells, etc., 
for military purposes from August last. Up to the date of this report, 
a large tonnage of such steel has been supplied to the various Work
shops and Factories in India making shells for Government. Your 
Board feels sure that the abarcholders of this Company will be gratified 
to learn that their organization is co-operating with Government, in 
however small a measure, towards bringing the war to a successful 
termination. 

In view of the great and increasing demand for the products of 
the Company BUch as steel rails, structara1 materials. etc., ycntt Directors 
have sanctioned the installation of two New Open Hearth Furnaces, 
a Preased Steel Sleeper Plant, a Cast Iron Pipe Foundry and the c0nse

quent necessary extensions to the Power Plant, and the housing capacity 
for staff. Your Directors confidently anticipate that all these extensions 
lesdiug to the increased and varied output of finished articles will 
contribute on the one hand to enhance materislly the usefulness of 
your Works to the public and on the other to incressed profita to 
ihe shareholders. 

The General Manager of the Works sonda the following report 
from Sakehl:-

"Your Consulting Engineer, Mr. C. P. P. who left India in March 
1914, returned in September, and remained until March 1915 .. Under 
his supervision economies were elIec:ted and outputa incressed Iesding 
to a reductiOll in the coat of manufacture. He has also during this 
visit made plans for several desirable extensions and additions to the 
plant of the Company. 

The difficulties of delivery and high freights on supplies due to 
the war have resulted in the production at your Works of severa1 
articles required for man1lfac:tare which were previoosly being imported, 
the most noteworthy of which are roUs and ingot moulda, 80 that YO" 

are DOW practically independent of foreign manufacturers as regards 
your necessary .upply of these articles. 
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The sanction granted for the erection of a Press Steel Sleeper 
PlBDt and a Cast Iron Pipe Foundry win result in the increased con
Bumption of your own pig iron and in placing you in a position to 
assist in supplying the demand for two additionul kinds of fini.hed 
product. 

EspJ ..... tion. 

lb:ploration for raw materials of various kinds was carried on under 
the direction of your Consulting Engineer. 

The search for Flourspar mentioned in last ::Je81"8 report was not 
8uccessfqJ., as DO deposits of workable size were discovered, but the 
resalts in the case of other materials were satisfactory. 

The explorstion in lIIa)'Ul'bhBDj Stste resulted in the location of 
eight deposits of Iron Ore within from 12 to 23 mil .. from the present 
mines, an being surface deposits which can be mined 8S essUy and 
as cheaply as the Gurumaishini Ore. Test pits indicate the presence 
of about double the amount at the present Diines and of at least 
equul quality. During the coming cold .... on permanent bonndary 
marks win be put around these deposits and the exploration for addi
tionul Ore continued. 

The work of proving and .urveying the Magnesite deposits in the 
Mysore Stste has been going on; also deposits of both Iron Ore and 
Crame Ore have been located in this Stste. 

&0 .. Ore. 

During the year three gravity inclines were instslled at thO' 
Gurumaishini mines, tracks levelled and relined and the entire work, put 
on a satisfactory basis. 

CoaL 

Your Bhelatsad .CoUiery has raised during the Jaat fiscal year 
about 43,400 tons of coal out of which it has furni.hed about 8,000 tons 
to the Sakchi Works. About 17,200 ton. have been sold in the opeD 

market. The mazimum monthly raising was about 4,850 tons; the
average monthly raiaing W8S 3,600 tons. 

The development of your Malkera-Choitodih Colliery is proceediDg' 
satisfactorily. The Colliery has raised about 63,900 tons of coal during 
the last liscal year, out of which it has furnished about 38,900 tons for 
operation at Sakchi Work.. About 4,600 tons have been sold in the 
open market. The mazimum monthly raising was about 8,000 tons;. 
the average monthly raising was about 53,000 tons. 
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Coal received at the Works from. outside aourees excluding Bhelatand 
and Malkera-Choitodih Collieriea waa about 342,779 tons duriug the 
.fiscal year, agaiuat a70,I00 tons purchaaed from outside' duriug the 
preceding year. 

The consumption of coal by the Coke Ov.... waa 280,200 tons; 
by the Gaa Producers 71,200 tons; by Boilera aud Locomotive 38,500 
tons 

MaDpne .. Ore. 

The ship~t of Mangan ... Ore 110 Sakchi Works from the Minea 
daring the fiscal year waa 5,354~ tcms. The <lOIIS1IJI1PtiOll of MaDganeae 
Ore by your Works waa 8,085 tons; a1ao 19,500 tons were 801d fac 
export. 

Daring the year under review the following new mines were 
opened out, namely, Ghogara Nala aDdDucco Hurki in February 1915 
.... d Tandu Hurki in May 1915. 

At your Panpoah Qaarriea, the overburden waa removed from an 
additional area of stone, a new haulage incline, air compresser and 
two Lancashire boilera inatalled and a crashing aDd screening plant 
nearly completed. 

Shop.. 

The Machine Shop aDd the Forge Shop were both enlarged aud 
their equipment of toola inereaaed. These together with minac 
improvements, have done a great deal towards eheapening the cost of 
both repairs and construction and have a\ao rendered your works leas 
dependent upon outside manufacturers. 

Sale •• 

Scarcity of shipping with eonsequent exceasive freight rates baa 
militated against both the asle and delivery of Pig Iron, but the .. 
eonditions are 810wly improving and price. adVUleing 80 thet from 
present indications the coming year will bring mueh better results. 

During the early part of the year the steel market was dull aud 
prices low, 'but later both the demand and price improved rapidly, so 
that at the end of the financial year there were orders in ,your books 
taken at good prices. 

TOWIl of Sakehi. 

The Town Department baa been re.organiRd and a system of 
teases for tenants instituted, resulting in an increased revenue and a 
better' safeguarding of your land rights. 
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A thorough inspection was made by both your Sanitary l!ngine ... 
and your ArdUtect who, while pronouncing the general conditions good, 
made certain recommendations far improvements, all of which have 
either been completed or are. under way. 

The Physical Laboratory and Police Thana mentioned in last year's 
report have been completed. The buildiDg ._d as a Court House 
was changed into a school house and called liThe Mrs. P. Memorial 
School" in honour of the deceased wife of your" Consulting 2ngineer', 
because of the great interest she had taken in the education of Indian 
children. Additional teachers have been engaged, farnil1lre and equip
ment installed, the general condition of the school 'much improved, 
omd a Committee appointed from amODg the Works' officials to look 
after the operation of the school. 

The Tiseo Institute, being considered ",en' enough established. 1:0 
be seIf",upporting, was tamed over to the Management of its own 
Members, subject to certain control on the part of the Company~ 

The general health of the town continued good, and no epidemic> 
of any kind occurred. Our Hospital did very good work and & very 
large number of cases treated were of p~op1e unconnec~ed with the 
Company's Works. 

Labo ..... 

The daily average number of employees was :-7,899 men and 
women. 

The number of European covenanted hands is 121 aDd the number 
of local l!nropean employees is 53. The balance of labour is Indian. 

In addition to the labour employed at Sakchi mentioned above, 
your Company gives employment to approzimately 1,881 labourers at 
Gurumaishini, 1,007 at Panposh; and 2,079 at Malkera-Choitodib and 
Bhelatand collieries. 

The above figures do not include the Employees of the Contractors 
engaged in the work of improvements or extensions. 

The reduction in the number of European BDlployees means the 
substitution of an equivalent amount of Indian laboUr and the average 
reduction of employees at the Steel Works is particularly noticeable 
in view of the increased output and the large amount of improvement 
and extensions during the year. 

There is a marked reduction of employees at the ore mines and 
quarries, the former of which produced a greater tonnage than during 
the preceding year. The incn:ssed force at the collieries is due t? Jh~ 
developmetlt work and the larger output. 
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Ccmtemplated 1Ietteomen ... 
Recently, the Board has sanctioned the expenditure necesssry to 

"dd two more Open Hearth furnaces which would increase the capacity 
of your Steel Works by about 60% for the consequent additional 
.eleetrie power and for additional housing capacity for workmen, the 
two latter items being necessary if the new fnmacos are instsl1ed. 
No farther expenditure will be req";;"'d at you Rolling Mills to finish 
the additional steel produced, 80 that the output of finished material 
·would be increased from 50 to 60% with • capital _ditnre for 
steel making apparatus only. 

The ru1ing high price for ferro-manganese has led to investigations 
as to the advisability of you manniac!nring it from you own 
Manganese Ore, and one of your existing blast fnrnace will be put on 
manufacture of ferro for some months both for your own uSe and for 
filii.. Should the investigation now being carried on in regard to the 
mannfactnre of this material by an. ordinary blast fnrnace or a special 
electric fnrnace at the Manganese min.. or by an electric fnrnace at 
·the Steel Works, (which fnrnace would also make ferro.eilicon) prove 
.... y of these methods to be better, the necesaary equipment COIlld be 
installed at a later date for the continuous manufacture of ferro
manganese. 

Oad_k. 

Last year, with the exception of the Coke ovens and quarries, the 
output of every Department of your Works both raw material and 
finished product, was the best so far obtained and the costs of all 
these materials were lower than during any previous year in spite of 
labour conditions in your Open Hearth, certain increases in wages and 
.the almost universal increase in the cost of p~chased raw materials 
and supplies. These results, the increased oatlMlt of pig iron which 
will follow the completion of the Koppors Coke Ovens, the addition 
of a Presaed Steel Sleeper Plant. the Cast Iron Pipe Poundry and 
the Open Hearth addition together with the exceedingly large supplies 
of raw material in your posaeosion certuinly point to a bright future 
for your enterprise. U 

Mi.ceU.u.ecng. 
During the year under Report, Mr. R. was appointed. Director in 

place of Mr. R. D. who proceeded to Europe. l\I"r. R.-a appointment 
will have to be confirmed by the Shareholders. 

In accordance with Article 160 of the Company'. Articles of Associa
tion, two of your Directors, namely. Mr. G. and the Hon'ble Sir P. 
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retire by rotation but are eligible for re-election and offer themselves 
accordingly. 

The Shareholders will be requested to elect their Auditors for the 
current year aud to fix. their remuneration. 

(Sd.) D. J. 
Bombay, 21st Octob.r, 1939. Chid"""". 

A specimen of a good report in connection with· the 
Textile Industry:-

THE MILItS, CO., LIMITED. 

DIUC'fOu' REPoRT. 

The Directors beg to lay before the Shareholde", the!< Report 
with audited Balance Sheet for the year 1917. 

In spite of all efforts the Mi11s could not be set working earlier 
than the 9th July, 1929, owing to the difficulties encountered in obtain
ing deliveries of machinery from England. At the start the number 
of machines received and erected was not large, but it was thought 
advisable to commence working even with the small number on hand, 
and to go on increasing them. as further deliveries were received. 
The totsl number of machines worked by the end. of the year was 
thus brought up to about 14,000 Spindle. and 750 Looms, while at the 
time of writing the Report, the total Looms on hand Dumber 1,100 out 
of which it is hoped to work shortly at least 1,000. The reason why 
aU the Loom. received could not be worked, was that the slIppliea 
of machinery for the Spinning Department were very insdeqnste. To 
supplement these, some second-hand machines were purchased locally, 
and the production of yarns was also further increased by working the 
Ring Frames day and night. Recently, however 16 more Ring Prames 
have been got ready by the makers, and a few second-hand emes have 
also been purchased from up country, and when these are all received 
1lD.d erected, they will go a long way to overcome the difficulty 
experienced in yarn shortage. It will thus be seen that no efforts are 
being spared to bring liP the plant to the capscitr originally contem
plated, as far as the present abnormal circumstauces allow. 

As regards the Dye & Bleach Houses, some machines have 
already been set working, but a few more are still wanting for the 
satisfactory working of these departments. 

Owing to the shortage of spinning machinery no yarn collid be 
spared for sale. The cloth turned out) both grey and bleached, has 
been favourably received :in the local and upcountry markets. 
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The workiDg of the MiUs at the end of the period ander report 
has resulted in a profit of RB. 87,598-&-7. out of which RB. 72,280-6-6 
have been set off against preliminary charges, and the balance, 1Jiz.,. 
Rs. 15,318-2-1. is carried forward to the nest year8 account. 

An additional plot of land forming the frontage of the Mill groand& 
has also been acquired on lease, since the date of the last report. 
This plot contsins some buildings also which will be utilized for 
pro\'iding the necessary quarters for the Company's staff. For the
benefit of the workmen a school for half.timers. dispensary, and graiD 
shop have been opened aD the :Mill premises. 

The balance of Rs. 100 on each of the Ordinary and Preference 
shares was called up by 2 instalments of Rs. SO each on the 16th July 
and 16th November 1929 respectively, and all the shares issued have 
DOW become fa11y paid. 

As in former years, the Shareholders Bl'e requested to pass a 
resolution for the payment from Capital of interest when due on 
Preference shares for the 12 months ending 30th Jane loao, at 4% 
per annum. 

Two of the Directors, via., The Hon. Mr. A. B. and Mr. C. D. 
retire from the Board in accordance with Article 109, but they are 
eligible for re-election. and offer themselves accordingly. 

The Company's ·buildings. machinery and stocks have been insured 
for Rs. 32,50,000. 

The Shareholdera will have to appoint Auditors for the current 
year. and :fix their remuneration. 

I. J .• A.g.nt. 
C. D., Dif'eckw. 

Bomb/J)/. 10tls Marc". 1939. 

B.I'. 
ClJalnnan. 

G. H .• 
Di.,eclof'. 

Report. of Special Committee..-We have already 
noticed that the executive functions of the board are frequently, 
in the interests of efficiency as wen 8S on grounds of conve
nience. divided and allocated to different committees appointed 
from among the directors. The reports presented by these 
committees are generally drafted for them by the secretary. 
In CBses of standing committees this work does not present 
Bny difficulty. as the minutes of each of these committees ~ 
generally treated as their report by the board which are 
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formally confirmed. In case however of special committeu 
appointed fo. the p .. ~pos. of in ... stiglltio" amdi ~ep0rl on certain 
questions the report has to be drafted with considerable care 
and ingenuity. The language should be clear an<!. easy, the 
style argumentative, and the facts stated' in their !ogical 
sequence under appropnate headings. The following form may 
well be taken as appropriate:....,. • 

Rep_ of & Special Commi_ of Direc ...... appointed ... in-oigate 
aDd _ OD ..... deoirabllity of opeDiDg a Bnmch at Madra for the 

Sale of the MaDaf._ of the Company in .........w.co with' ..... 

term. of l'MO]utiOD. paued at the Meeting of' the Director. of the 

Company held OD 24th A-" 1930. 

Resolved:-That a Committee of D'''BctOf'S be al'Pointed consisting 
., Mo. .... A. B. C .• "d D., 0' which 'M~; A. is to ocl as the C""I""..", 
to ctmslde.r and repon Oft, the question Of opening CI branch office in 
Madras I in we'lli 0/ the 'ncreased dem.a.nd 01 the 1tlafJ,u/acflU'1's 01 thls 
Company from that side. The Committee is awhorised to investigate 
Ihls question fu"Y ."d I~ 1""1 I>"-,pos. Ih. Members 01 I". Com
mitt.e aTe h'Teby authorised to proceed to, MaMas trw detaUed and 
d'rect investigation. . 

. Pre.ent PosiliaR. 

The average yearly sale of our manufactures in the Madras hesi .. 
dency for the past #ive years are computed at Rs. 10,00,000. The 
figure of sal.. has sh~~ a tODdODCY to increase during the past two 
years. It is however noticed' that a large number of claims, and com .. 
plaints arise. which _ could be more conven,iently d~t with on the spot 
if we had our own managers there. We have also continually received 
an increasingly large number of letters from would·be buyers who have 
repeatedly expressed their regret at our not having a branch office on 
their side with which they could deal direct to a greater mutual 
advantage. 

Enquiriea made. 

The Committee met fifteen times during the last four months in 
Bombay and carefully weighed and considered the whole correspondence 
on the subject pblced before them by the Secretary. They also inter. 
viewed various dealers and their representatives in Bombay. Two of 
the Members of the Committee, w., Messrs. A. and B., were deputed 
to proceed to Madraa, who visited fifteen dealers in the Presidency, 

.to 
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whose names are given in the Schedule attached .herewith and marked 
.A.. The majority of these dealers were of opinion that a branch office 
for the Presidency in a central place like Madras. and preferably at 
Mount Road, exhibiting the varia"" articles of our manufactures would 
result in doubling our sales within a year. It was also urged that this 
step would lead to the alteration of patterns and styles suitable to 
the special requirements of buyers in the Madras Presidency. It was 
also the opinion of almost all the parties interviewed that the present 
!""angement which forces the Company to deal through agents was 
quite unsatisfactory. 

It is also ascertained that the Company is paying yesrly Ro. 15,000 
to Rs. 20,000 by way of commissions to agents which amount in the 
opinion of the Committee c:ouId be entirely aaved if a branch office 
were to be established in Madras. 

The ultimate expenditure 011 the Branch Bstablishment would eome 
to about Rs. 6,000 a year as per the Schedule of estimate attached to 
this report and marked B. 

FiDcIiDg .. 

The Committee after a careful consideration of all the facts laid 
before it during its investigation extending over a period oI two 
months, presents the following recommendations to the Board:-

(I) That a Branch office be opened in Madras in one of the 
Buildings belonging to Nawab Sutemanjung, si,taated at No. 25. Mount 
Road. 

(2) That the estimated yesrly expenditure of Rs. 8,000, would be 
more than compensated for by the saving of yearly commission paid 
to agents. 

(3) That the sales would undoubtedly iDcrease if such a branch 
were to be located in Madras. 

(4) That if their recommendations are accepted, a branch should 
be opened without loss of time and preferably before the beginning "of 
the next season. 

Bombay, ~9th Octobsf', 1930 
A 
B' 

C 
D 

Members of the Committee. 

Besides the two reports as dealt with above, reports have 
to be drafted on behalf of special committees appointed for 
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various purposes either by the general body or by the board. 
The committees lIIay be (I) the finance committee, (2) the 
standiog committee, or (3) the committees for investigation 
and report on some specified object. 

The finance committee elected annually is to control the 
'financial operations of the company or association such as, 
making arrangelIlents with banks for loans and .credit, sanction 
at various expenditure and investigation of same, and generally, 
to look after the financial side of the company's business. This 
committee is generally appointed yearly or half-yearly and it 
reports periodically on all operations during its period of 
appointment. This report would be made out from' the CO!I1-

mittee's special 1IIinute book known as "the finance com
mittee's 1IIinute book." 

Secretarial ReporlL-In ioint stock companies the secre
tary himself is frequently called upon to make his own reports 
besides draft reports on behalf of the committees appointed by 
the board of directors. There are diverse, matt!'r5 on which 
the board instead of appointing a special committee, call upon 
the secretary himself to make the investigation and present his 
r"'port. This is usually done in connection with the selection 
of suitable premises for a new branch, or in connection with 
dealing all complaintS"from provincial offices, or otherwise, or 
the best method of raising additional capital, or on prospects 
at improvement of organi2ation, threatened strikes, etc., etc. 
Such reports naturally have to be very carefully prepared, 
giving the board of directors detailed data, together with 
vouchers of original documents to refer to. The principles 
applying to the secretarial report are practically the same as we 
have studied in the case of preparation of a report on behalf 
of a sub-committee for investigation, a form of which we have 
given above. The secretary has to study the circumstances 
under which he is called upon to make the report, show what 
investigations he has made, and give his conclusions as to what 
.mould be done; assigning adequate reasons wherever necessary. 
This report is usually made either in foqn of a letter or a. 
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narrative. Where estimates and costs have to be dealt with, 
a schedule may be attached, giving the figures, and appending 
same to each of these reports. 

Besides this, it is the secretary who prepares reports such 
as 'the statutory report and annual report for the board, of 
directors, and the directors' annual report, which he submits 
fur adoption and acceptance to the board itself. 

Precis Writing~In this connection, it may be mentioned 
that one of the most important duties which the secretary or 
his assistants are called upon to discharge, is the preparation 
of a precis of a given correspondence or document, with a view 
to· ~able the board of directors, or the principal executive, tG 
get a COIIlplete idea in brief, of the case presented on which 
they are called upon to adjudicate or decide. The precis must 
also refer to various documents, so that if necessary, the princi
pal execntive, or any' of the directors, may look into the 
documents for further details if they so desire. The objective 
sought to be achieved is to give tG the board, in a condensed 
form, a narrative in regular sequence of the documents submitted 
to them for their consideration and orders. Here considerable 
care has to be taken to see that only relevant matters are 
brought in, and everything superfluous is omitted. In connec
tion with pr8cis writing, it has been repeatedly emphasised that 
long sentences should be avoided, and the matter should be 
submitted in as simple and easy a style as possible, avoiding 
ambiguity most strictly. The pr4cis should confine itself to 
the facts as disclosed by the documents; and the person who 
prepares it shGuld not add any comments or other extraneous 
matter. The language should be in the past tense, and conver
sation should be converted into indirect speech. All important 
dates should be given in the pr4cis. It should never be 
forgotten that the object of a pr4cis is to give the officer 
concerned B complete idea of the whole case in as short B 

compass as possible, so that his time may be saved; which 
object will be defeated if a lengthy or ambiguous Pricis is 
prepared. 
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HOLDING (PARENT) COMPANIES AND SUBSIDIARIES. 

A very recent and interesting feature !>f the development 
of the company system in England and America as well as 
in this country, is the advent of holding, or parent companies, 
with their subsidiaries. The system, though of recent growth, 
has rapidly developed. Under the system, the holding com
pany acquires asuflicient number of shares in other companies 
called the subsidiaries, with a view to exercising a controlling 
interest in the affairs of the subsidiarieS. The result is that, 
though the parent company and each of its subsidiaries remain 
so many separate entities in law, the whole organization is, 
in practice, in most cases, working under the central policy 
as determined by the management of the parent or holding 
eompany. These companies no doubt can be, and are, worked 
with great advantage if properly directed, particularly in cases 
where (I) a parent (holding) company wishes one or more of 
its departments of business to be separated into so many sub
sidiary companies, thereby creating a separate goodwill or 
(2) to purchase .a business similar to its own' and work the 
same separately with a view to get rid of adverse competition 
or (3) to obtain a controlling interest. in other concerns by 
purchasing their shares and using them as agencies, etc., or 
(4) wishes to invest capital in profitable enterprises or (5) wishes 
to open out branches at different locations in the form of 
independent entities, and thus form separate companies for each 
location. (For instance 'the Bombay Trading Co., may start a 
branch office in East Africa and call it The Bombay Trading 
Co., (East Africa) Ltd., and incorporate the same in East 
Africa according to the Companies Act of that place, and so 
on). The weakness of this system lies in the power which the 
directors or managing agents !>f companies acquire, by which 
they are, if so inclined, in a position to mislead the share
holders, and manipulate any subsidiary company with dis
advantage to the shareholders of the parent company. This 
manipUlation generally takes the form of entering into inter
company transactions with the predominant idea of concealing 
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from the public and shareholders of the parent company 
certain transactions or the true state of affairs; or with the 
idea of so manipulating as to increase the profits of the com
pany fictitiously, (on which the management by way of 
remuneration as coDllJlission may depend) by transferring, or 
pretending to sell, to a subsidiary, one or more of the least 
paying departments, so that the losses of the subsidiary corres
pond with artificial increase in the profit of the parent com. 
pany. The English Act of 1929 tackled this question on the 
recommendations of the Greene Commission of 1925-26, by 
providing that a holding company must set out sepaxate1y in 
its balance sheet any assets consisting of shares in or amounts 
owing from a subsidiary company (or subsidiaries), distinguish

ing shares and indebtedness. Where a holding company is 
indebted to a subsidiary or subsidiaries, the aggregate amount 
must be separately disclosed in its balance sheet and details need 
not be displayed. The holding company is required to annex 
to its balance sheet a duly signed statement stating how the 
profits and losses of a subsidiary or subsidiaries have been 
dealt with in its accounts, and in particular, how and to what 
extent (x) provision for the losses of the subsidiaries has been 
made in the accounts of the holding company or in those of 
the subsidiaries or in both, and (2) the losses of a subsidiary 
or subsidiaries have been taken into account by the directors 
of the holding company in arriving at the profits and loSses of 
the holding company as disclosed in its accounts. These are 
also required to be stated in the aggregate. When the 
auditor's report is qualified, the Act requires particulars of 
the qualification also to be stated. Our Indian Companies 
(Amendment) Act 1936, has taken up thisquesti~ in greater 
detail, and has gone further even than the English enactment, 
taking advantage of the experience of the working of the 
subsidiary and holding companies both in England and in 
India since the tinte when the Greene Commission Report was 
written as we shall see a little later. 
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De6nitioa of HoldiDg ComplIIly.-Where the assets of 
a company consist in whole or in part of share in another 
company, whether held directly or throu.gh a nomiDee, and 
whether that other company is a company withiD the meaning 
of this Act or not and the amount of shares so held is, a.t 
the time when the accounts· of the holding company are made 
up, more than fifty per cent of the voting power in that other 
company, or the company has power (not being power vested 
in it by virtue only of the provisions of a debenture trust. 
deed or by virtue of shares issued to it for the purpose in 
pursuance of those provisions) directly or indirectly.to appoiDt 
a majority of the directors of that other company, that other 
company shall be deemed to be a subsidiary company within 
the meaning of the Act. The expression "subsidiary company" 
means a company in the case of which the above conditions are 
S!-tisfied and includes a subsidiary of such company. However. 
where a company whose business includes the lending of money, 
holds shares in another company as security only, no account 
shall, for the purpose of determiDing under this" section whether 
that company is a subsidiary company, be taken of the shares 
so held (sec. 2 (~)). 

Salaace Sheet of Pareat Companiel.-When a holding 
company holds shares either directly or throu.gh a nomiDee in 
a subsidiary company or in two or more subsidiary companies, 
to the balance sheet of the holding company shall be annexed 
the last dated balance sheet, profit and ,loss account and 
auditors' report of the subsidiary company or companies, and 
a statement signed by the persons by whom, in pursuance of 
sec. 133, the balance sheet of the holding company has been 
signed, stating how the profits and losses· of the subsidiary 
company, or where there are two or more subsidiary companies, 
the aggregate profits and losses of those companies, have been 
dealt with for. the purpose of the accounts of the holding com
pany. It should be particularly shown how and to what extent 
(I) provision has been made for the loss of a subsidiary com
pany or of the holding company or of both, and (2) losses of 
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the subsidiary company have been taken into account by the 
directors of the holding company in arriving at the profits and 
losses of the company as disclosed in its accounts. However, 
it shall not be necessary to specify in any such statem~t the 
actual amount of the profits or losses of any subsidiary com
pany or the actual amOunt of any part of any such profits or 
losses which has been dealt with· in any particular manner. 
An inveStment company, i.6., a company whose principal busi
ness is acquisition and holding of shares, stocks, debentures or 
other securities shall not be deemed to be a holding company, 
simply because part of its assets consists in fifty-one per cent 
or more of the assets of another company (sec. 132A (I)). In 
a case where the auditors' report of a subsidiary company on 
the balance sheet of the company does not state without quali
fications that the auditors have obtained all the information 
and explanation they have required, and that the balance sheet 
is properly drawn up so as to exhibit a true and correct view 
of the state of the company's affairs according to the best of 
their information and the explanation given to them, and as 
shown by the books of the company, the statement, which is 
to be annexed as aforesaid to the balance sheet of the holding 
company shall contain particulars of the manner in which the 
report is qualified (sec. 132A (,,)). 

For the above purposes, the profits or losses of a subsidiary 
company mean the profits or losses shown in any accounts of 
the subsidiary company made up to a date within the period 
to which the accounts of the holding company relate, or jf 
there are no such accounts of such subsidiary company avail
able at the time when the accounts of the holding company are 
made up, the profits and losses shown in the last previous 
accounts of the subsidiary company which became' available 
within that period (sec. 132A (3)). 

It is further provided that where for any reason the direc
tors of the holding company are unable to obtain such informa
tion as is necessary for the preparation of the statement re
quired as above, the directors who signed the balance sheet 
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shall so report in writing and the report shall be annexed to 
the balance sheet in lieu of the statement (sec. 13~~ (4». / 

The holding company may by a resolution authorise its 
representatives named in the resolution to inspect the books of . 
accounts kept in accordance with sec. 130 by any subsidiary 
company, and on such resolution being passed, those ,books of 
accounts shall be open to inspection by those representatives at 
any time during the business hours. The rights conferred by 
sec. .138 upon members of a company may be exercised in 
respect of any subsidiary company by members of the holding 
eompany as if they were members of the subsidiary company 
(see. 13~A (5), (6». 

Thus the new section of the Indian Companies (Amend
ment) Act of 1936, now makes it compulsory that the balance 
sheet and profit and loss account, together with auditors' report 
of the subsidiary company, should be circulated along· with 
the accounts of the holding company. This was laid down in 
response to a very strong demand from the Bombay Share
holders' Association and the investors for complete disclosure 
of the accounts of the subsidiary companies. The Select Com
mittee also agreed with this view and laid down that "we a1so 
consider that when the holding company is a public company, 
subsidiary companies even if private companies should not 
enioy exemptions from the provisions of sees. 83A, 86D, 87C, 
S7D, 9IB, 9ID, 144 (I) and 144 (s) clause 3." 

Share Hawking.-There had grown up a practice in England 
under which highly speculative and worthless shares, or the 
so·called units of shares, representing shares or fractions of 
shares, were sold by offers made broadcast by 'letters or through 
personal "hawking" from house to house with· the result that 
many unsuspecting investors were induced to purchase them 
to their detriment. Many of these companies were incorporated 
outside Great Britain which made fraud and mis-statement more 
easy and their proof more difficult. The victims mostly belonged 
to the poor and less educated portion of the community, and 
the most obiectionable feature was that the purchasers were 
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not people with business experience. The present Law makes 
it unlawful for any person to go from house to house (except 
a business office) offering shares for subscription or purchase to 
the public or any member of the public. It also makes it com
pulsory that any offer in writing to sell shares to any member 
of the public, who is not carrying on the 'business of buying 
and selling shares, shall not be lawful unless the said offer is. 
accompanied by a written statement signed by the person 
niaking it, and dated, which contains particulars as required 
by this section, or in case of a company incorporated outside 
Great Britain, it should be accompanied by a prospectus which 
complies with the provisions of sec. 93 of the Act of I928. 
(Sec. 93 of Indian Companies Act 1913 ; sec. 3S and Parts I, II 
and III of Schedule Four of the New Act 1929). H the shares 
which are thus offered are quoted on a recognised Stock 
Exchange in Great Britain, or if the shares concerned are those 
which a company has allotted, or agreed to do so with a view 
to their being offered to the public, or where the offer is made 
only to persons with whom the party making the offer has been 
in the habit of doing regular business in purchase and sale of 
shares, the provisions of this section shall not apply. 

In case of companies not incorporated in Great Britain the 
written statement must contain the following particulars:-

(I) Whether the person making the offer is acting as 
principal or agent, and if the latter the principal's address in 
Great Britain .. 

(2) The date on which the company was incorporated and 
of its registered and principal office in Great Britain. 

(3) The authorized capital of the company and the amount 
for which it has been issued together with the classes with which 
it is divided and the rights of each class as to capital, dividend 
and voting. 

(4) Dividends, if any, paid on each c1ass during the three 
financial years immediately preceding the offer, and if no 
dividend is paid in any case a statement to that dect. 
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(5) Total amount of debentures issued by the company if 
any and the rate of interest payable. 

(6) Names and addresses. of the directors. of the company 
and of persons occupying the position as directors. 

(7) If the shares are fully paid up, if not to what extent. 
(8) Whether the shares are quoted or are permitted to be 

quoted on any recognised stock exchange of Great Britain and 
if so what stock exchange. 

(9) Where offer relates to units, particulars of the names
and addresses of the persons in whom the shares represented by 
the units are vested. 

If any person acts, incites, causes or procures any person 
to act in contravention to this section he shal1 be liable to im. 
prisonment or fine. It will thus be seen that it is made Ir 

criminal offence to break these regulations. The contract made
by such a convicted person may be ordered by the Court to be
void. 

PROCEDURE AT AND CONDUCT OF MEETINGS. 

ImportaDce of a General Grasp of its Principles. -In. 
these days of huge business establishments run on the principles
of combination in one form or another, procedure and conduct 
of business at meetings forms a special branch of study for 
every student of "business organization". From a small 
private limited company .. to a huge joint stock CO)Ilpany work
ing a railway, a mine, or a cluster of gigantic mi11s and factories, 
every step in the organization, control and direction of the 
same is dotted with meetings in one form or other, where our 
modern businessman may be called upon to exercise not only 
the virtue of patience, and tolerance of the views of others, 
however opposed they happen to be to his own ; but he has 
also to display a thorough grasp of the principles on which the 
procedure followed at such gatherings is based. Whether he 
attends the meeting in the modest garb of one of its members, 
or under the dignified designation of the chairman, or in the 



Business Organization 

person of that industrious servant of the institution, the 
.secretary, he cannot feel himself at ease if his knowledge as 
to the rules and regulations governing the conduct of such an 
.assembly is indifferent. Meetings held by various bodies and 
associations, such as cOf1:orations, legis1ative assemblies, parlia
ments, etc., are those with which the modern business man is 
brought in contact in one capacity or other; but those in 
which he is most closely interested are the board and general 
111eetings of joint stock companies. In the case of joint stock 
.companies, a good portion of the procedure depends, no doubt, 
-on the cqnstitution and bye-laws of the company: but the 
general rules of debate, with which we shall deal in' the 
-course of thjs chapter, are more or less uniform and of general 
application. The principle on which B joint stock company 
is worked is the principle of the conduct of its business accord
ing to the wishes of the general body of its members as 
expressed by the voting majority, within the scope laid down 
by its memorandum and articles of association in particular, 
and as governed by the company law in general. Every member 
and officer of such an institution should, therefore, possess a 
good knowledge of the cardinal principles which govern the 
conduct of every meeting in. which he aspires to take an acti"e 
part, in order to be able to help those in authority to arrive 
at correct decisions, and should prevent that object from being 
defeated through the breaking up of assemblies in confusion 
and chaos by that irresponsible element which is frequently in 
evidence at such gatherings, particularly where some heated 
question is likely to be discussed. In the case of a joint stock 
<lOmPanY, the meetings are convened in accordance with the 
requirements of the company law, and therefore, not only is 
.a qualified member entitled to be present at such. a meeting, 
but is, in fact, more or less under a moral obligation to attend 
same. We have already seen how regrettably indifferent the 
average shareholder is with regard to the meetings usually 
convened in connection with companies in which he holds 
shares, but it is hoped that the shareholder of the future will, 
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with better appreciation of the principles Ilnderlying a joint 
stock company combination, exhibit greater interest in this. 
regard. 

THE CHAIRMAN. 

His E1ection.-The first business of every meeting is to 
elect a chairman unless, as in the case of a joint stock company. 
there is a more or less permanent chairman, who if present. 
takes the chair as of right. If, however, neither the chair!nan 
nor the vice-chairman is present, and the meeting is composed 
of persons with equal right to preside, they will ha~e to elect 
a chairman. This is done by anyone present proposing the, 
name of one of the members present, which proposal if seconded 
may be put to the vote. In case more than one name re 
proposed and seconded, they may all be put to the vote, 
simultaneously, and the person securing the largest number 
of votes takes the chair. 

Neceasary QaalificatioDI.-The person seleeted io act at 
any meeting as a chairman Mould be a person possessed of 
infinite tact. He Mould be patient, impartial, methodical. 
lCijpcai, firm without being autocratic, good.tempered and 
preferably one who brings with him special knowledge of the, 
business which is to be disposed of at the meeting. In the, 
words of Mr. Gordon Palin, in his book entitled "Chairman's. 
Manual", "A man without any method of habit, who cannot 
at least on occasions, be judicial and Ilnbiased; whose menta! 
make-up lacks logic; who cannot think and decide pretty. 
quickly; who is not fortified by knowledge of procedure and 
who cannot express himself well, Mould not. volllntarily take 
the chair on any occasion." The same author however adds 
that "But there is not one of these Mort-comings which may 
not be largely remedied: by assiduous study and practice. 
Industry and self·training quickly impress the seal of superiority • 
but he who must avoid this must remam: out of the crowd." 
It will thus be seen that good chairmen are generally made and 
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110t born. Of course there are men-though rare-who by the 
Jorce of personality, and the prestige of their general reputation, 
.can keep a large meeting in control, even when the most deli. 
a1te questions are at issue: bnt the general run of chairmen, 
as a class, is made up of men who are self.made, and who owe 
their position of eminence to persevering hard work. The only 
idea that should supervene in the mind of the chairman, 
throughout the meeting, is to see its business transacted in as 
.orderly and expeditious a manner as possible. In the words of 
Mr· Albert Crew in his book entitled "Procedure at Meetings", 
"The chairman should remember that men at the meetings are 
",£ten bnt children of a larger (sometimes not much larger) 
growth, and should combat their petulance, unreasonableness, 
and pettiness by common sense, sweet reasonableness and quiet 
determination. He must believe in himself, but not allow his 
-masterfulness to obtrude too much." 

Chairman'. Power and Dntiea.-The :first duty of the 
cl!airman is to see that the meeting is properly conducted, Bnd 
that order is preserved all throughout. He should next see 
-that the quorum is present, and that all present have a right to 
be there. He should see that the points discussed at the meet· 
-ing are brought forward in their proper order, that every one 
'Present is given a fair opportunity to be heard on the question 
that is before the meeting, and that none except the mover of a 
llroposition is allowed a second speech, except· by way of a 
'brief explanation. It is the chairman who puts all motions, 
-resolutions and amendments to the vote, and it is he who 
.declares the result. He ought neVer to lose sight of the fact 
that the obiect of every meeting is to ascertain the opinion of 
'the majority, according to the voting powers of each individual 
'Present, which opinion is expressed through the passing or 
-reiection of the resolutions and amendments placed before the 
assembly. The:first business of every meeting is' to call upon 
othe secretary to read the notice convening the meeting, and the 
minutes of the last meeting are generally read and confirmed 

1>y the meeting and signed by the chairman. The chairman' 
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&iould next address the meeting with a view to explaining the 
object of the meeting. In the case of joint stock companies. 
the chairman explains the report (in the case of annual general 
meetings) and reviews the work done during the period covered 
by same. In other cases. the chairman generally opens the 
proceeding ~th appropriate remarks as to the business for 
which the meeting has been convened. 

We have already noted that the chairman has the right 
to enforce order. In case a person present behaves in a dis
orderly manner. the chairman has the right to order him to 
behave himself. or else to withdraw: and if the person persists 
in the misbehaviour he may be forcibly ejected. In case of 
ejection. no more force should be used than what is actually 
necessary. When. however. the chairman finds that it is 
impossible to maintain order. he has the right to adjourn the 
meeting. With regard to this. it may be noted that the chair
man's right to adjourn a meeting depends· largely on the 
constitution of the company or the association whose meeting 
he happens to preside over. If the constitution does not provide 
for such powers the chairman cannot adjourn the meeting until 
the business is done without the consent of the members 
present. Chitty. J .• in NatiOM! Dwelling Society v. Sykes. 
1895. 3 Ch. 159. laid down as follows. "In my opinion the power 
which has been contended for. is not within the scope of the 
authority of the chairman-namely. to stop the meeting at his 
own will and pleasure." . He has the right to decide all pointa 
of order raised by any mem,ber present. and his rulings on 
points of procedure are final. It was also laid down by Lopes. 
I,.r .. in Henderson v. Bank of Australasia. that when a chair
man deliberately rules· that a certain amendment cannot be 
put. it would be improper and indecent for any shareholder to 
proceed to discuss the propriety of the chairman's ruling. 

The chairman has the right of voting according to his 
qualification. i.... according to the regulations of the body 
whose meeting he is presiding over. and where the votes are 
equal on either side on any question before the meeting. he has, 
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in his capacity as a chairman ·what is called a "casting vote", 
by the use of which he may help the meeting to arrive at a 
decisi.oo. It will thus be seen that the chairman has genem,lly 
two rights of vote, -viz., (I) his deliberative vote, which he gives. 
in his capacity as a membeI of the ~y, and (2) the casting 
vote, which he gives in case there is a tie. The first named 
right has been conceded OIl the ground that otherwise a person' 
. with a good voting power may be conveniently got rid of bt 
being placed in the Clhair. It would be a great hardship, indeed. 
if a large shareholder, who also happens to be the chairman 
of a company, were to be prevented from voting OIl a question 
on which he is vitally interested, because he happens to occupy· 
the chair, and thus a resolution were to be carried, or lost, 
contrary to his wishes, which eventuality could easily have been 
prevented through the use of his votes. The question rI. the 
casting v~te, however. has been dealt with fully a little later. 

In case of interruptions, .the chairman no doubt· has the 
remedy open to him of calling the offenders to order, and in 
the last resort of removing them from the meeting. Many a 
chairman has, however, found that a little tact, or a slight 
touch of humour, has frequently greater effect in bringmg a 
troublesome person to order. Mr. Gordon Palin, in his book 
from which we have already quoted, relates an incident from 
his own experience which occurred at a meeting he was presid
ing over. He says, "I once had a buffoon whose fancy that 
night was to stand on his chair-a fruitful cause of disorder not 
so much from the antic itself, as from the vocal attention it 
attracts. However, announcing that the gentleman might (if 
that was his mood) listen to the speeches in that posture, 
tranquillity was restored, and a sense of the ridiculous soon 
melted the clown down into his seat." 

The chairman should also see that no discussion is allowed 
until there i'! some duly proposed and seconded motion or propo
sition before the meeting, as otherwise, the meeting may 
indefinitely keep on talking irrelevant matters without arriving 
at a decision. Anyone present, who sees such an irregularity 
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in practice at a meeting, may rise to a _point of order, on the 
ground that there was no question before the meeting. 

Paning ,of, the Minut .... -We have already' noticed that 
th~ chairman has to get the minutes of the previous meeting 
read out and confirmed by the meeting. This is done with II 

view to ascertaining if the record of minutes of the previous 
meeting, as made out by the secretary, is accurate. When 

:votes are called for, only those who were present at the meeting 
of which the minutes purport to form a record, have a right 
to vote, as those who were absent from such a meeting cannot 
claim any personal knowledge as to the proceedings in question. 

, If the majority are in favour of the minutes being accepted as 
accurate, the chairman should sign the same. In case any 
member present raises an objection and wishes some part of 
the record to be altered, he should move an amendment to 
that effect. This amendment should be seconded and put to 
the vote in the usual form. If passed, the chairman should 
instruct the secretary to give effect to the correction as indicated 
by the amendment. 

PRoposmONS AND AMENDMENTS. 

The Form ia Which They are Moved.-After the preli. 
minaries are gone into, the chairman may call upon the person, 
if any, on whose name any proposition in the agenda,stands,' 
to move the same. Failing that, anyone present may volun~ 
tarily rise to move a proposition ; and on his desiring to do so 
the chairman should announce that fact, with the name of the 
person concerned. In case of these propositions, and particu
larly in case of amendments, the rule to be followed is to get 
these in writing from those proposing, together with their 
signatures at the foot. A motion must always be framed in an 
affirmative form. A motion which is not seconded should be 
dropped, and no note of it need be taken in the minutes. But 
on the other hand, once II motion is proposed and seconded, it 
becomes the property of the meeting, and neither the' proposer 
nor the seconder has a right to withdraw the same without the 

al 
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unanimous consent of the meeting. 'The. mover of a proposition, 
who does not find anyone to second, the same, has no right 
to speak on it. To this rule there is no exception. If a 
motion, in the form in which it is offered; is too lengthy, and 
the ch~rman is of opinion that it should be divided into two 
9t more parts for simplicity, he has the power to do so. A 
motion which has been duly proposed, seconded and lost, or 
any ~endment on it which has shared the same fate, cannot 
be brought in again for at least three to six months, according 
to the regulations of most of the ioint stock companies and 
other public bodies. The mover alone has the right of second 
speech; and there, too, he has to restrict hi~self to the points 
raised in the course of the discussion. 

Moving of aD AmeDdmeDI.-After a motion has been 
proposed and seconded, anyone present may move an amend
ment. The amendments, like the motion, should be framed 
itl the affirmative form. They must also be relevant' to the 
original question embraced by the proposition which is sought 
to be amended. They must not make the original question 
unintelligible. Amendments may be put without notice, 
ualess the regulations of the body concerned provide for a 

. previous notice. The amendment may be moved with a 
view .either to ·"omit" certain words from the proposition, 
or .to "add"or "substitute" them. A direct negative 
is not a legitimate amendment, and should not be allowed. The 
party offering such' a negative can attain his obiect by voting 
against the proposition. The person seconding a motion, or an 
amendment, need not speak on it immediately after the proposer, 
but may do so at any time before the same is put to the vote. 
As a general rule, more than one amendment cannot be moved 
on the same motion by the same person, unless the special 
regulations of the body concerned admit of such a procedure. 
An amendment may be moved on an amendment. When an 
amendment is proposed and seconded and aU have spoken on it, 
the chairman puts it to the meeting for vote. If lost, the 
original motion is taken in hand. If, on the other hand, the 
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amendment is' passed, the original motion, as altered by the 
amendment, is taken ·up and put to the meeting as a substan
tive motion. 

The C1olure.-"It frequently happens that the discussion 
on any motion or amendment drags on and becomes lengthy . 
. n anyone present thinks that the mind of the meeting is inade 
up, and that the motion should be put to the vote without .any 
further waste of time, he may do so by proposing to the·.effect 
that "the question be now put to the vote". n seconded, the 
chairman should put it to the vote, if he is satisfied that enough 
has been said from all sides, and that the debate has now 
degenerated in mere repetitions: and if carried, no further 
discussion on the original proposition, or the amendment on 
which the closure was proposed and pilssed, should be allowed, 
If on the other hand, he is of opinion that looking to the 
importance of the question, sufficient debate has not taken 
place lind .there are members wishing to speak, the chairman 
.should not accept the closure. The question has to be put to 
the meeting immediately, and the result announced. This is 
of course quite distinct from the chairman's right of warning 
a member who is addressing a meeting ~ any question, if he 
takes up needless time in idle repetitions, or irrelevant talk, 
and of eventually asking him to resume his seat. If however 
the motion for closure is lost the discussion must proceed,.. The 
other name of a closure is "the gag". 

The PreviolU QuestioD.-When a proposition is moved 
and seconded, which in the opinion of some is one which it is 
unwise to discuss in the general interest of the body, or from 
the discussion of which no good is likely to result, anyone may 
move what is called the "previous question" . The latest 
method of wording this proposition is "that this question be 
uot now put." As soon as seconded, the chairman should pnt 
it to the meeting as it takes precedence of all other motions. 
No amendment is allowed on this "previous question", though 
it may be discussed, nor can it be superseded by a motion for 
adjournment. The "previous question" should be put, either 
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when the original proposition is before the meeting for dJscas. 
sion, or after the amendment is passed and the amended motion 
is put before the meeting as a substantive motion. It cannot 
. be put during the course of the discussion of the amendment 
itself. The mover of this question has no right of reply. 

DDatory Motio .... -These motions or resolutions are 
moved with a view to prevent or delay the discussion, and are 
in . order if moved in furtherance of the object for which the 
meeting has been called. The motion for previous question, 
which we dealt with above, is one of the examples of dilatory 
motion; ·-Another dilatory motion may be, .to adjourn the 
meeting. The form of the resolution in this caSe will be "that 
this meeting be now adjourned". A further form of dilatory 
motion may be moved, to the effect that "this meeting ·do 
proceed to the next business". Here, the object of the mover 
is to drop the discussion of the motion which is before the 
meeting altogether. The adjournment may be also in connec
tion with the debate, instead of the adjournment of the whole 
meeting itself, and it may be moved as "that the discussion 
of the debate on this motion be adjourned to ............ " Here 
the object of the mover is to adjourn or· delay. the debate, 
for one reason or other, to some other date. On this motion 
the mover of the resolution is allowed to speak, but no one 
else is' pennitted to apeak on saine. 

Substantive Motion.-When an amendment on a motion 
is carried, the chairman has to put to the meeting the original 
motion as altered by the amendment. This original motion, as 
amended, is called "the substantive motion". 

THE RULES OF DEBATE. 

The chairman has, no doubt, a discn!tion to decide as to 
the order in which the speakers at a meeting are to be heard. 
If two persons rise to speak, the chairman may call upon the 
one who rose first to address the meeting. If they rose to apeak 
simultaneously, the chairman may decide as to who should 
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first address the meeting. This right of the chairman is subject 
to the connivance of the meeting. If, however, the majority 
at a meeting express a desire to hear a particular person first, 
the chairman must bow to their wishes. 

Every speaker at a meeting should address the chair and 
should keep standing while doing so. While so addressing he 
should not call the chairman by name, but should style him 
"Mr. Chairman". The person addressing should speak out his 
remarks, as reading from manuscripts may he objected to by 
the meeting. The language used must be courteous, and 
should not be offensive or personal. Unnecessary repetition 
must be avoided. Except in committee meetings, no one has the 
right of a second speech except a mover of the proposition. If 
anyone present finds that anything irregular is being done, or 
any objectionable language or a personal remark is being made, 
he may rise to interrupt the speaker with the remark "Mr. 
Chairman, I am very sorry to have to interrupt, but I must 
rise to a point of order, etc ..................... and' may state his 
grounds. The chairman's ruling one way or the other on· a 
point of order must be taken as linal. In case the speaker is 
referring to something in a previous speaker's address, or to 
any other course of conduct about some one present, the party 
so referred to, may also rise and address the chair with the 
remark "Mr. Chairman, I ani sorry to interrupt, but as a 
matter of personal explanation I may state that ............... .. 
This personal explanation. should be in the for;m of a brief 
explanation and should not virtually make up a second speech. 

No doubt, every member of an assembly has a right to 
propose or second a motion (subject of cow:se to the rules, 
regulations and constitution of the body concerned) and also 
to speak on the same. The chairman will, no doubt, see that, 
as far as it is legally within his power, he allows every member 
the exercise of this right and that the minority is not bullied 
or browbeaten by the rowdy majority. At the same time, 
every member present should remember that the peaceful 
conduct of the meeting depends on individnal efforts, and 



Business Organi%IJtion 

that in case disorder or confusion arises through the unruly 
behaviour of a member, the same reJI.ects on all who are present 
at the meeting. In the case of a meeting which claims to be 
made up of men of culture I\tld good breeding, there should be 
as little cause for disorder as possible. A gentleman when 
publicly offended or insulted, prefers to lodge Ii dignified 
protest, and takes the assistance of the machinery provided by 
law. He is never justified in the use of force, except in self
defence, still less of language pnbecoming a gentleman. These 
may, no doubt, appear to many as commonplace platitudes; 
but how frequently are these simple principles lost sight of 
in the heat of the moment, even by men occupying high places 
in public life? 

As soon as the chairman calls out "order, order" the meet· 
ing must obey. The person to whom the words are addressed 
must immediately take the hint, and the rest should support 
the chair. In case the chairman proves to be an unreasonable 
autocrat, the remedy is not to create a disturbance and break 
np the meeting, but to take lawful steps which would ensure 
his removal. As far as the meeting is concerned, every member 
should readily submit to the discipJinary conduct of the chair, 
as he is there to co-operate with the chair both With a view 
to preserve order and to facilitate the despatch of business 
as per the agenda. 

The PoU.-When a question is put to the meeting, the 
voting is usually effected through a show of hands. This mode 
of voting, in an assembly where each member enjoys one vote 
does not lead to any injustice; but where, as for example in 
case of a joint stock company, the articles of association lay 
down rules and regulations as to the voting powers of its 
shareholders in proportion to the shares held, a result of voting 
by show of hands does not lead to the correct decision. Under 
these circumstances-or even in case of other assemblies where 
any member present thinks that the chairman has erred in the 
calculation of vote&-<lny person present, or a member may 
rise and demand a "poll". In the case of joint stock com-



Company Organization and Secretarial Work 327 

panies, the articles of association provide the minimum number 
requisite who should demand a poll. In such a case, the rule 
there laid down should be strictly followed. The advantage of 
the poll is that, under it -each member's votes are counted 
according to his qualification (as per the constitution of the 
assembly), .and that in case the regulations permit (as in case 
of joint stock companies), the votes of absent members Who, 
have given proxies to those present, may also be counted. 
The poll should be demanded as soon as the result of voting 
by a show of hands is declared. The demand for a poll nullifies 
the result of the show of hands as declared by the chair. All 
those who have a right to vote must be allowed to vote at this 
poll, otherwise an illegal eXclusion may invalidate the poll. 

It must, however, be noted that the right to vote by proxy 
as referred to above, is a right generally provided for by the 
constitution of joint stock companies, but in the absence of 
an express provision to that effect, proxies cannot ,be used. 
When such provisions are included, the form Q/. proxy is 8Iso 
provided for. This form must be substantially followed, and 
where the use of it is made conditional to its deposit within 
a certain time, that regulation has also to be strictly complied 
with. The proxies must also be adequately stamped. Once 
a proxy is given which is to be used at a meeting, it may be 
used at an adjourned meeting; because an adjourned meeting 
is only a continuation ,of the original meeting. 

Returning to the poll, it may be added that the chairman 
may order the poll to be taken at once, or may fix a time and 
place for same. The latter course enables the vote of all 
members being recorded, as it is not necessary that a person 
voting at a poll should also have been present when the poll 
was demanded. The chairman generally orders the poll to be 
taken immediately, either when he thinks that the meeting is 
fully representative, or that the question is not of great import
ance. On the other haod, where it is coosidered necessary that 
all interested should record their, votes, a date and time is 
usually fixed. 
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Serutineers are generally appointed from among members 
by the chairman whose business it is to count the votes and 
report the result to the chairman. The votes, in the case of 
joint stock companies, are usually recorded on a form prepared 
by the secretary, giving the list of the shareholders entitled 
to vote, together with the shares held by them and the votes 

,they are entitled to. On this list the members sign their names, 
in columns reserved for the purp~, as for or against the 
proposition in question. 

The Culmg Vote.-When voting on either side is equal, 
the question is, whether the chairman has a right to give what 
is known as his casting vote, in order to enable the meeting 
to arrive at some decision. In the case of ioint stock companies, 
the extent of the right to vote largely depends on the articles 
of association. If the articles allow a chairman a casting vote, 
as they generally do, he can exercise this right. This, of 
course, will not deprive the chairman of his right to vote as 
a member or shareholder. In case of meetings other than 
those of joint stOck companies, the chairman's right to a casting 
vote depends, in the first instance, on the regulations of the 
body· concerned. If the regulations are silent the chairman has 
n()t a casting vote. 

MEETING OF DIRECTORS. 

We shall now proceed to deal with the special meetings 
of the board of directors. The first point which should be 
noted, is that· the directors must act at a board meeting, and 
no act of a single director would be binding on the company. 
When they act as a board, the requisite number to form a 
quorum must he present. The powers of the directors depend 
upon those given to them by the articles of association, .within 
which powers they can act. They must do the work assigned 
to them, and cannot delegate unless the articles of the company 
give them the power to delegate. This is generally done 
through the formation of committees to whom this work is 
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delegated. The secretary is bound to give notice to each and 
every director by sending it to his address ; and if any director 
is not given such notice, or an attempt is made to exclude 
him in any way, the. whole proceedings of the meeting may 
be declared void. In the case of the quorum, the persons 
present must, be competent to transact business and to vote. 
Generally the articles fix the quorum of the board of directors, 
failing which, a majority of directors will be competent to act. 
This majority may fix the quorum at their first meeting if 
they so desire. Of course, a director who is disqualified from 
voting at a directors' meeting is not necessarily disqualified for 
~at reason from voting in his capacity as a shareholder, at a 
shareholders' meeting. 

Of course the board meetings will be presided over by. a 
chairman, and generally, in joint stock companies, the chairman 
is a permanent officer. The duties and powers of the chairmen 
of board meetings are similar to those of all chairmen of all 
types of meetings, as we have discussed above; and therefore 
we need not go over them in detail here. 

The usual practice is to keep the directors' attendance book, ' 
in which the directors sign when they come in to attend a board 
meeting. Failing this, a special clerk will have to be assigned 
the duty of noting down the attendance as a director comes in. 

The usual business done at a directors' meeting is that of 
the management of the .business of the company, forfeiture 
of shares, making of ~1s, passing of transfers and accounts, 
recommendation of dividends, appointment of officers, appoint
ment of committees, etc. The advantage of distributing the 
work on the committees has been already discussed, the !D8in 
advantage being that it enables efficient distrib~tion of duties, 
and that, too, to directors possessing special knowledge of the 
work entrusted to them. It also saves time which would other
wise be lost by the whole board discussing the subject matter. 

In connection with the attendance, it is no doubt the moral 
duty of the directors that they should attend regularly, though 
generally speaking a director is not responsible for acts done 
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in a board meeting at which he was not present. According 
to judgment given in the City Equitabl. Fi •• [""" ... nc. COmfl1ltly 
Ltd., 1925, 1 Ch.n., 407, a director in discharging his duties 
is not expected to show a greater skill than may reasonably 
be expected from a person of his skill and experience. He is 
not liable for any errors of judgment. His duties are of an 
intermittent nature, to be performed at periodical board 
meetings, and he is not bound to give continuous attention. 
Though not bound to be present at aU such meetings, he ought 
to attend them when reasonably able to do so. 

As to the right of directors to inspect the minute book, 
there is not the least doubt that as long as he is a director 
he has the right to inspect and take COpies of the minute book 
of'directors ; though, in an old judgment thls was doubted, and 
it was laid down that if the inspection was required for a 
hostile purpose the same could be withheld. 

In connection with board meetings, if the directors speak 
honestly and without malice, while discharging their duties and 
. while discussing the affairs of the company, they would 
not be liable for any defamatory statement they may have 
made at such meetings. 

SHAREHOLDERS' MEETINGS. 

We have already considered fully the statutory meetings 
held by every company once in its life. The other meetings 
are annual general meetings, extraordinary general meetings 
and class meetings. In connection with annual general meetings 
the business done is more or less uniform. It consists of 
the reading of the notice convening the meeting, the receiving 
of ihe directors' report and accounts, chairman's speech 
reviewing the year's work and the remarks as t<J" the future 
year's prospects, putting to vote of the report of the directors 
and the audited accounts as presented at the meeting, the 
dec1arationof dividend as recommended by the directors, elec
tion of directors in place of those who retire or who have diect 
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appointment of auditors for the next year and the fixing 
of their remuneration. The minutes of these general meetings 
are kept, and generally passed as a correct record at the next 
directors' meeting following the date of the ordinary general 
meeting. In connection with general meetings, the directors 
in a hoard meeting must decide to hold same, and the secretary 
or a single director cannot call an annual general meeting. This 
differs Jrom the calling of meetings of the board of directors 
which can be called by the secretary or any of the directors. 
When calling an annual general meeting, care should be taken 
to see that every one entitled to receive notice of the meeting 
has been properly notified, otherwise the proceedings at the 
meeting may be held to be void. The articles generally provide, 
in this connection, that in the case of a shareholder who has 
left India, or is living at a certain distance, say, more than tw"o 
hundred miles from the place of registration of the company, 
the notice need not be given, in which case the regulation would 
be in order. The place and time of the meeting· should be 
reasonable. If any business is to be done at ·this general 
meeting, the same should be specifically mentioned. 

All other meetings held for special purposes, other than 
the . annual general meeting, would be termed extraordinary 
meetings. In case of extraordinary meetings the notice calling 
such meetings must specify the actual terms of the extraordinary 
resol~tions which are proposed to be discussed and passed at 
the said meeting. Unless· the articles permit, a notice of the 
meeting once given cannot be withdrawn, but the meeting must 
be held and adjourned. 

It is frequently necessary to call what are known as class 
meetings: that is to say, a meeting of the inembers of a 
particular class, in order to decide some important questions, 
such as a meeting. of preferential shareholders. 

PUBLIC MEETINGS. 

Public meetings, as distinguished from joint stock com
panies' meetings, or meetings of public bodies such as the 
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municipal corporation or public boar~, are generally governed 
by the principles of common law, which may be defined as 
customary rules of procedure which have received the approval 
and sanction of the Judges. In addition to that, there are a 
few English Acts, such as the Public Meetings Act, IgoS, and 
the Local Authorities Admission of Press to Meetings Act, 1908, 
etc. ,. applying to public meetings in England, which, of course, 
do not apply to India. 

According to common law there cannot be a meeting unless 
there are two present, one to meet and discuss with the other. 
The usus! method of voting at common law is by show of hands. 
Voting by proxy or writing came in later, through specisl regu
lations of the bodies concerned and even to this day there is 
no common law right to vote by proxy. These votes by 8 

show of hands were to be counted by the chairman; and at 
common law he has 8 right to declare the result. 

In case of large meetings the cslculation of votes naturally 
entails error in calculation. In such cases the right to demand 
a poll, or recounting, gradually came into shape. Now, at com
mon law, the chairman's declaration of the result is prima /a.ci. 
evidence as to the decision of the meeting. If that declaration 
has to be challenged it must be done immediately, by demanding 
a poll. When the poll is demanded at common law in public 
meetings, the usual practice is for the chairman to ask those 
present to go into a division, one party going to the right and 
the other to the left, so that the "Ayes" and "Noes" may be 
more conveniently counted. In the House of Commons this 
practice is followed by one party remaining in the House and 
the other going out into the lobby. This is known ~ 8 division. 
The common law quorum, as we have seen above, is of at least 
two persons present. This common law quorum may be 
improved upon by the regulations of the association concerned. 

From the earliest date it was found necessary that where 
a large number of persons meet, there must be some one to 
regulate the proceedings. Thus arose the necessity of appointing 
the chairman. Here, in public meetings, the meeting itself 
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selects its chairman and, so to say, attorn to him the whole 
power of regulating themselves, thereby voluntarily placing 
themselves under his discipline and jurisdiction for the time 
being, i.B., during the period that the meeting is proceeding 
with its business. 

The Chainnan.-As we have already seen, in public 
meetings the chairman is to be elected at the meeting, whereas 
in the case of meetings of public bodies, like joint stock com
panies, etc., there is a permanent chairman, and also, in many 
cases, a vice-chairman. Even a public meeting is frequently 
advertised with the name of a particular person as its chairman. 
Here there is nothing to prevent some other person being 
proposed: in which case the voting by those present would 
decide as to which of the rival candidate, should take the Cha4;. 

Legistation.-The two English Acts which we have 
mentioned, "Viz., the Local Authorities' Admission of Press to 
Meetings Act, 1908, and Public Meetings Act, ..1908, make 
important additions to the common law of meetings. The first 
Act, namely, the Local Authorities' Act, gives the press a 
right to be present at meetings of Local Authorities which the 
common law did not give them. The second, "Viz., the Public 
Meetings Act, gives the chairman the right to prosecute those 
who create disturbances at public meetings, and get them fined, 
or punished with imprisonment. This Act creates an offence 
for any person who, at any lawful meeting, aids or incites 
another to act in a disorderly manner for the purpose pi pre
venting the transaction of the business for which the meeting 
was called. The common law did not give this ~ght, but only 
gave the right of ejecting the objectionable person, i.e., not 
of prosecuting and getting him punished. In this connection 
it may be further noted that the prosecution has to be conducted 
by the conveners of the meeting, as the Act does not seem to 
empower the police to arrest the interrupter, or even to take 
his nalIle and address; though in this connection, i.4., in 
obtaining the name and address, there is a difference of opinion. 
Police wonld interfere under the common law in order to 
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prevent a breach of peace. A meeting becomes unlawful from 
its nature, if it amounts to an affray, or an unlawful assembly, 
or a riot,or is prohibited by law, or from its being held at 
a prohibited place; such as one held to threaten parliament or 
against orders in a park or any other prohibited place. 

Private or Public Place.-Meetings are expected to be 
held in private places, i.e., in halls, houses, or private 
compounds, but there, is no right to hold one in a public place, 
such as a street, where the public are likely to be obstructed. 
If, however, the meetings are lawful, and are held in public 
or private places where no public obstruction or nuisance or 
breach of peace is likely to occur, no offence is created. Every 
citizen, in law, has a right of free speech so long as he does 
not utter treason, libel, or blasphemy, and does not use abusive 
language . 

• Unlawful Meetings.-A meeting is unlawful when it is 
held for an unlawful purpose and if the authority apprehend 
a breach of peace they have a right to ask those assembled 
to disperse. The moment the assembly declines to disPerse, 
when called upon to do so, by a ll1agistrate or other person 
authorised by law, they become an unlawful 'assembly. An 
uulawful assembly can be dispersed by force if necessary, and 
every lawful citizen is bound to assist the authorities in this 
work. 

In case twelve or more people assemble and become, in 
the opinion of the authorities rioters, a magistrate will read out 
to them the Riot Act, and ask them to disperse. Those who 
do not disperse within one hour after this may be arrested, and 
will be guilty of felony. If the magistrate considers it neces
sary, he may give orders, in such a c~, to open fire on the 
rioters. 

The magistrate may, where necessary; call for the military, 
by summouing their assistance. A soldier tis also a citizen at 
common law, the ouly difference is that he is armed, and, when 
called upon by proper authorities" it is his duty to assist, and 
to refuse such assistance is a misdemeanour. The order to 
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.fire may in extreme cases be given, even before the expiry of 
one hour,· in order to prevent breach of peace, destruction of 
property, or life. The only consideration is, that in so opening 
fire. care should be taken to see that no more force is used, 
or no more harm is done, than is absolutely necessary. 

Lawful Meetiag •• -We have seen thus far that there is 
not the least obiection in law to a meeting being held for a 
lawful purpose, without inconvenience or obstruction to the 
general public, where the speakers may express their views in 
a lawful manner. These lawful meetings may either be 
(1) those called in pursuance of a legal duty, such as those of 
municipal corporations, borough councils, local boards, etc., 
under powers given to them by their own acts, or statutes, and 
(2) those held for private purposes, such as political meetings, 
religious meetings, etc. ' 

In the first case, the members of these bodies have a right 
to be present at these meetings, for which they must be" given 
proper notice: and even if they make defamatory statements in 
connection with this meeting against anybody, they would not 
be liable, provided they acted bOM fide without malice. 

In the case of a public meeting, however, which is usually 
advertised, no member of the public is in duty bound to attend, 
neither has he the legal right to attend, and therefore, if the 
conveners obiect to his attending he must withdraw. Here 
defamatory statements, if· made, are not privileged. It is further 
laid down, that even if gate money was charged for admittance, 
and the party concerned was asked to withdraw, he cannot 
refuse to do so until his money is refunded. He should first 
withdraw and then take legal action in conrrection with the 
refund of money, or on any other ground open to him. 



CHAPTER X. 

INDUSTRIAL MANAGEMENT AND 
LABOUR EFFICIENCY. 

A Ge .... ral Survey.-In these days of keen industrial rivalry 
between civilized nations, organization of industries, from the 
stand-point of labour efficiency, on a scientific basis, forms the 
most important factor. In Europe and America this branch of 
organization has been engaging the most anxious attention of 
the . State, the employers, as well as workmen, for years. 
The efficiency of labour should not only claim great attention 
~wing to its potent infiuence on the' progress and prosperity of 
the industries concerned, but it should appeal to all patriotic 
IndiaJis, conducing as it does, to the wel1,being and happiness 
of the toiling masses. It is a question of too great a national 
importance to be allowed to rest at the mercy of amateur labour 
leaders. In the present state of Indian labour, one cailnot 
expect it to take the initiative through leaders drawn out of its 
own ranks, and, insist on better treatment. At the sa!Ile time, 
over-anxious sentimentalists from outside have done more harm 
than good. Besides, men who are encouraged to ask for a rise 
in wages merely for the pleasure of getting it, and who are 
not in a position sufficiently to appreciate the fact that higher 
wages can only be demanded in return for an adequately higher 
or superior production, are not likely to do much good either 
to themselves or to the industries concerned. The evolution 
must be gradual, and for that purpose the lesson. taught by 

: the industrial history of Europe may be studied with advantage. 
The preliminary steps have to be taken by the employers and 
the. legislators, until hy gradual progress from, stage to stage, 
labour is brought to a level fro;m whence it Can be relied upon 
to look after its own interests. The patriarchal order of things 
must exist here for the present, as it did in Europe at the early 
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stage of its industrial history, till labour gradually ~ws in 
str~, improves in education and learns to apprea;.te the 
fact that its own interests and that of the industries concerned 
are identical, and takes upon itself the work of providing its 
own welfare institutions in return for an adequate and equitable 
rise in wage. In short, the maxim of our modern industrialist 
should be ''We must make men 'as well as money." With such 
men on the highest level of efficiency, "scientific management" 
can be made to co-operate to the great advantage of both labour 
and the industry concerned. "Scientific management" in the 
words of Mr. F. W. Taylor, of America, who is the 
acknowledged pioneer of this idea, "involves in its 
"essence a complete mental revolution on the part of 
"the workmen- engaged in any particular establishment 
"or industry-a complete mental revolution on the part of 
"these men as to their duties towards their work, towards their 
"fellow-man, and towards their employers. And it involves 
"the equally complete mental revolution on the PBrt of those 
"on the management's side-the foreman, the superintendent, 
"the owner of the business. the board of director.r-a complete 
"mental revolution on their part as to their duties towards their 
"fellow workers in the management, towards their fellow work
"men, and towards all of their daily problems. And without 
"this complete mental revolution on both sides scientific manage
"ment does not exist." This much desired revolution must 
be attained through gradual stages of evolution in order to prove 
to be enduring. 

This revolution constitutes, in both the employer and the 
employed, appreciation of the fact that progress and prosperity 
of the industry in which they are engaged should be the desire 
of both, their interests being identical ; that in the gains and 
profits made, the labourer as well as the capitalist should have 
a fair share; that the well·being of the workmen is as much 
to the interests of the capitalist as of labour ; that a healthy, 
intelligent, well·trained, self·respecting type of workmen is < a 
great advantage to the industry in general ; that a rise in wage 

JIJI 
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can only be allowed if;it also brings about a rise in production ; 
that in order to induce workm~ to put forth their best efforts, 
.the payment of wages should be so arranged as to afford a 
sufficient incentive in that direction; and that a general rise 
in the standard of living among workmen stimulates, if properly 
tackled, the incentiv .... to earn more by improving production. 

In short, according to Mr. Taylor, the idea is to arrive at 
a stage when "the maximum prosperity" both of the employer 
and. the employee could be the result. This can be done by 
encouraging each individual worker to attain the height of 
efficiency to which his natura! powers would make it possible 
for him to achieve. Each man and each machine, therefore, 
should be made to put forward the largest possible output, with
out, of course, impairing its efficiency through overwork or 
overstrain. The scientific management aims at bringing about 
that result. 

WORKING ENVIRONMENT. 

It is now realised and acknowledged on all hands that the 
efficiency of the industrial operative is largely infiuenced by the 
environment in which he is made to work. In early days a· 
factory used to be fixed up anywhere, in any old dilapidated 
building, stable, warehouse, etc., without the slightest idea as, 
to whether the environments were perfect, or even suitable,,' 
from the stand-point of efficiency. In modem times, factories 
and mills are worked on premises specially built for the purpose, 
where the scientific requirements of environment and efficiencyl 
are carefully attended to and answered. 

muminatioD.-The first and the most impo~nt considera-; 
tion here wilt' be to see that the illumination, or light, in the 
factory is proper and adequate. A large number of accidentsi 
occur through negligence of this elementary precaution; andl 
in addition, an amount of raw material is wasted by the'. 
operative who is made to work in insufficient light. A workman· 
who has to work under inadequate lighting arrangements aIsoi 
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unduly exerts his eyes anel. muscles, and gets fatigued much 
quicker than he would otherwise, with the result t;hat the quality 
and qnantity of his production degenerates with the prolonga
tion of the day, and ulti)nate1y the operative suffers from physical 
disability in one form or other. The intensity of illumination 
has also to be controlled, because it has been found on scientific 
experiments that too much light is as degenerating as too little 
light. In India, fortunately, we have bright day light for 
the most part of the day and hence the necessary ,ligbting 
arrangement in an open and well ventilated building is more 
easy to get. In European countries where the climatic changes 
during the day are frequent, artificial lighting has to be largely 
resorted to, even during the day work. In case of overhead 
lighting, care should be takenl that the burners are kept clean, 
so that full advantage of the light may be taken. The walls 
of the building should be frequently white-washed as unpainted; 
or dark walls and black machinery are known tQ absorb much 
of the good effects of light. The light should also be scienti
fically distributed, SO that ev~ operative gets his full share 
of same, and is not obstructed in his work, either by the light 
falling on his eyes or being obstructed by any other operative 
or machinery in the way. 

Ventilation.-The next item of importance here is proper 
ventilation, particularly. in warm climates, as this is one of 
the most important factors affecting efficiency. One can well 
imagine, on a warm day, a crowd of operatives working in dis
comfort in a factory-room for want of proper and efficient 
ventilation. The result is not only discomfOl1, but early and 
easy fatigue, and deterioration of the work in the first instance, 
and of the' workman's capacity itself in the long run. By 
ventilation is meant not only the running of fans or' air 
conditioning, but a scientific arrangement ,by which fresh air is 
continuously introduced into the closed rooms, with a view to 
snpply the operative with sufficient quantity of oxygen 
so essential to maintain his strength and efficiency. Working 
of electric fans in an otherwise closed room, does not meet 
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the need: but what is wanted, is achnission of fresh air. It 
has been established 011 scientific experimentation that mental 
efficiency improves or degenerates through the supply of fresh 
air, or want of it, in a room occupied by operatives in a factory. 

Cllmate, NoDe and Masic.-'the two other factors which 
will also effect efficiency and the working envitomnent are 
climate and noise. The climate of the country largely influences 
prod\lct1on, particularly in the case d certain industries; 
and thus, it is best to locate a factory in a place where the 
climate is likely to be most favourable for the purpose of pro
ductibll. On the same principle, noise is another factor which 
ptovides distraction from efficiency of the operative's industrial 
WOrk. Of course, it is contended by some that the operative 
gets accustomed to the noise, and after he has done so the 
boise may not have a serious effect on his production. 

With reference to music, it is not exactly clear as to what 
degree it affects industruiJ. efficiency ; though it is quite common 
knowledge that martial music encourages both the crowd, and 
the army concerned, to action; and that many operatives feel 
that it they have music or singing during their work, they 
are able to produce better work with less fatigue. It is said 
that the effect of music is to put the worker in a more pleasant 
state of mind, though the answer to this problem has not been 
yet scientifically established. , 

FACTORS INFLUENCING LABOUlt EFFICIENCY. 

We shall now proceed to discuss the principal factors which 
if properly organized and directed would go a loug way to add 
to the ability of a nation to compete with its rivals in the indus.
trial markets of the world, of coun;e after making all due 
allowance for the most potent element, ...... , the national tem
perament in each individual case. The main headings under 
which these are generally classed are:-

(I) Protection of Child and Female Labour, 
(2) Conditions under which the work is carried on, 
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(J) Machinery in use, 
(4) Wocking hours, 
(5) Methods of remuneratioo, 
(61 Housing, 
(7) Physique of labourers, 
(8) Labour Organjzations, 
(9) Education and training. 

CHILD AND FEMALE LABOUR. 

Under <1ur preSent day factory system thousallds of men, 
women, ~d c:hi!.<4"el). life made to work from early morning to 
late in th~ I:vening, in " block of buildings full of disagreeable 
odours, Iloise and bustl,e-a factor which threatens ~o impair 
the IlI,Ition.u health if not carefully watched with a vi<;wto ~
teract Of prevent the evils arising from this state of affair.!. 
The result Of fatijn1", through overwork is bound ~o react in 
the long run, and particularly in the case of women and children 
it was likely to result in even greater injury to the efficiency of 
labour in the uear future. The health of female I operatives-
mothers of future generation of work people-and that of 
children who were expected to grow up and supply the adult 
labour in course of time, must be our first care. 

",' 

At this stage it may be stated that the law relating to labour 
in factories was ~onsolid,ated by the Factories Act of 1934. 
whicl! was £lmher am,ench>d by 1\,ct :lp: of 1935. ,This Act was 
originally passed as the Factory Act, in the year I9Il, and 
sUlcI' aJ;llench>d. The object of this Act is to protect the positioll 
of worke~ of various ages !IIld both sexes, eJl1.ployed in factories, 
by larU!g down rules rela~ to their health, safety, CO!lditiollS 
ot employment, etc. 

With regard to women and children, tl)is Act lays 4-own 
that a child, 1!Uder tile Act, meallS a person who is under the 
age of fifteen years. The Act prohibita the presence of chil<4"en. 
in fillY flictory, Or ~lUy part thl'J'eOf, where, in the .opinion Of 
the inspector, their preo;ellce involves dallger or injury to the 
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health of such children. It also provides thst women or 
children shsll not be allowed to clean any part of the mill 
gearing or machinery of a factory while the same is in motion, 
or to work between the fixed and traversing parts of any self
acting machine while such machine is in motion. Women and 
childrel} are also not to be employed in any part of the factory 
used for pressmg cotton in which a cotton-opener is at work: 
provided that, if the feed-end of a cotton-opener is in a room 
separated from the delivery-end by a partition extending' from 
the fioor to the roof, (or to such beight as tbe inspector may, 
in any particular case, specify), women and children may be 
employed in the room in which the feed-end is situated. 

A further provision in this regard is, thst no child is to be 
employed- in any factory who does not possess a certificate to 
the effect thst he is not less than twelve years of age, and is 
fit for employment in a factory. No child, again, is to be 
employed before six o'clock in the morning, or after seven 
o'clock in the evening; and shsll not be allowed to work for 
more than five hours in anyone day. 

Ho ..... of Employment Generally.--GenerallY speaking, 
for all employees the provision is thst no person shall be 
employed in a factory for more than fifty-four hours in any 
week: or if the factory is a seasonal one, for more than sixty 
hours in one week, or more than ten hours in anyone day. 
The other rule which applies to all c1asses of workmen is, thst 
no workman is to be employed on a Sunday unless he has had, 
or is going to have, a holiday for a whole day on one of the 
three days immediately preceding or succeeding the Sunday ; 
and the manager has, previous to the Sunday or substituted 
day, whichever is earlier, given notice of his intention to do so 
to the inspector, and displayed a notice to thst effect in the 
factory. 

The rules with regard to these hours have been very 
strictly construed in English Law Courts, where in one case, 
viz., a boy who cleaned machinery for his own amusement 
during mill times, was held to be working. Further, it is 



Industrial Management and Labour Efficiency 843 

provided that the manager should see that no person is 
employed in his factory whom he knows, or has reason to 
believe to have already been employed on the same day in any 
other factory. 

FACTORY CONDITIONS AND THE FACTORY ACT. 

We have dealt with the importance of a specially scienti
fically built factory building under the heading of "Working 
Environment", and hence we shall not deal with that aspect 
of the question here. However, it may be stated that under 
our Indian Factories Act of 1934 a "factory" is defined as 
follows :-

"Factory means any premises including the precincts 
thereof whereon twenty or more workers are working, or were 
working on any day of the preceding twelve months, and in 
any part of which a manufacturing process is being carried on 
with the aid of power, or is ordinarily SO earried 00, but does 
not include a mine subject to the operation of the Indian Mines 
Act, 1923." 

The words "manufacturing process" as used in the above 
definition mean any process: 

(i) for making, altering, repairing, ornamenting, finish
ing or packing, or otherwise treating any article 
or substance with a view to its use, sale, transport, 
delivery or disposal, or 

(i,1 for pumping oil, water or sewage, or 

(iii) for generating, transforming or transmitting power. 
Besides this, in connection with health and Slfety the Act 
lays down that the factory should be (I) kept clean and free 
from effluvia arising from any drain, privy or other nuisance, 
(2) that it shall be ventilated in such a manner. as may be pres
cribed, (4) that adequate measures shall be taken to render 
harmless, as far as practicable, any gas, vapours, dust or other 
impurities generated in course of work carried on therein, that 
may be injurious to health, (5) that the atmosphere shall not 
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be rendered so humid by IIrtificial'means as to be injurious to 
the health of the persons employed therein. 

In connection with above, the law provides that in case of 
factories where the process involves the creation of dust or 
other impurities, which when inhaled by the workers is injurious 
to their health, the inspector may if he thinks that this inhala
tion could to a great extent be prevented by the use of a fan, 
or other mechanical means, he may get same done by serving 
a notice in writing on the manager of the factory. 

There are similar provisions providing that the factory 
shall be sufficiently lighted, that the water used for humidi
fying' should be pure, and in order to ensure that, a public 
supply of drinking water, or some other source of water ordi
nari1yused for drinking water shall be used for the purpose ; 
and water from any other source shal!. be efiectively purified 
before it is so used. Proper sanitary arrangements such as 
suitable latrine accommodation, as well as, when' the local 
government requires, ~parate urinal accommodation for the 
employees, have to be provided and the drinking water has to 
be .maintained in sufficient quantity for use of employees. The 
doors have to be constructed in such a way that, they open out
wards, and proper fire escapes have to be maintained. 

In connection with fencing of machines, the Act provides 
that they should be properly fenced so that safety of the work
men employed in the factory, ana near the dangerous types 
of machinery, is assured as far as could be. The inspectors have 
to see that this fencing must be constantly maintained in an 
eflicient state. It has been held in one case that this obligation 
for fencing is absolute, and applies to every hoist or teagle, 
whether connected with mechanical power or nat. It is not 
sufficient that this fencing is done in a manner llsual in the 
best factories of the district, but it must be fenced according 
to the best method known at the time, so as to be. equally safe 
whiche17er way the machinery is worked. The trend of all 
the English decisions clearly show that the courts have taken 
the requirements of the Act as to fencing very seriously, and 
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have persisted in emphasising that there $hould ,l)e no possible 
concession in this connection. 

The modern factory buildings provide ronveniencesand 
comforts of various descriptions, such as waldling and tifIin 
rooms, restaurants, etc., in order to facilitate the workmen 
making the most of their hours of recreation, and thus helping 
them to get refreshed in order to be able to carry on their work 
with renewed strength and greater dexterity . Great care is 
also taken to fit the machinery with proper guards, with a view 
to minimise danger to the life and limbs of the employees. 
Fireproof buildings, as far as possible, are provided for, and 
adequate fire units are attached to such establishments. Arti
ficial illumination is amply provided for in order to make up 
for the dim light during certain seasons, e.g., during. the mon
soons in India and fogs and rains in Europe and America, and 
also for night work when the factories are working overtime. 
At the same time, arrangements are made to avoid excessive 
light or sunlight glare from interfering with the work done 
in the factory. The workmen are also given lessons in fir&-driU 
to enable them to take ad~e of the fire extinguishing 
apparatus provided and to render immediate and the most 
efficient assistance in case of an outbreak of fire. 

MACHINFS AND IMPLEMENTS. 

It hardly requires to be mention~ that the nature of 
machinery in use in a factory influences its efficiency in a large 
measure. The latest improvements in machinery lIhould be 
taken advantage of as far as possible, and constant repairs and 
replacements of worn-out machines $hould be attended to. The 
modem industries can only be run successfully through the 
help of an up-to-date machinery and motive power. 

In the case of machinery, the other £actor conducing to 
efficiency of production is the pace at which the machines are 
worked. U machinery is worked at a faster pace it would no 
doubt result in a large production up to a certain limit without 



Business Organization 

impairing quality ; but beyond that limit the extra quantity can 
only be obtained at the sacrifice of quality, and perhaps also 
at a proportionate increase in the loss by wear and tear, as well 
as through the increased working expense on machinery run 
under such high pressure. 

We have already seen how modern factories are laid out 
in order to help efficient production. The planning ought also 
to take ill.to consideration the nature of the machinery which 
is to be .fixed in the building, with all possible facilities for 
the movement of material from one process to another. The 
machin~ has thus to be arranged in proper sequence to facili
tate work and save time. 

HOURS OF WORK AND FATIGUE. 

"Fatigue" aDd its Effecta.-Labour, which after all is the 
exertion of human physical and mental powers, can be applied 
for a certain period a day without loss of general efficiency, 
either in the constitution of the labourer, or in the quality or 
quantity per hour of the work produced. If more work per 
day is imposed than an average human frame can bear, the 
immediate resu1~ is the deterioration in both the quality and 
quantity of p~odudion during the latter part of the day, as 
compared to the former; and eventually the sum total results 
in the gradual wearing out of the human frame itself, with 
eotmequent general deterioration of efficiency. This, if persisted 
in, brings about a sudden collapse and eventual halt to all of 
its activity. Moderate fatigue is essential, not only in the 
interest of industries, but also in the interest of the workmen 
themselves. What is objected to is overstrain. This question 
is particularly met by legislation, in all modern industrial coun· 
tries, through limiting of the hours of work. The limiting of 
hours in itself has presented considerable difficulties. The 
actual number of hours per day for which a workman can be 
efficiently employed in a particular industry, and under parti
cular c1i1;natic conditions, is a moot question. The point on 
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which one might expect a general agreement is, that the hours 
of work may be either too long or too short from an efficiency 
stand-point_ The hours if too long, will' impair efficiency 
through fatigue_ The quality and quantity of work produced 
in the latter part of a long working day would certainly prove 
to be inferior to that produced during the earlier, whereas, the 
eliort and the consequent constitutional strain and exhaustion 
may be fourfold in comparison. Besides this, where o"erstrain 
is persisted in, it has resulted in a gradual reduction of produc
tion day by day, even though the number of working hours 
were uniformly maintained. The recovery from excessive 
fatigue would necessarily be slow, and if such eliort is pefsisted 
in, permanent injury to the efficiency of the workman con· 
cerned would be the result, without any substantial advantage 
arising through his overwork. In short, the esseptial condition 
to continued efficiency is an appropriate interval of rest or 
recuperation. Lord Leverhulme, in one of his addresses 
collected in a book entitled "The Six flour nBy", quotes' a 
passage from the report of Dr. VernOn on the health of muni· 
tion workers of England during the war, in the course of one 
of his lectures. This is quoted with a view to demonstrate that 
experience has shown that up to a certain extent "working 
shorter hours with lessened fatigue does not reduce output, 
but generally, and with very few exceptions, tends to increase 
output." Here the learned Doctor is quoted as stating that 
"from experiments spread over thirteen and a half months 
upon the output of workers making fuses, a reduction of work
ing hours was associated with an increase of production, both 
relative and absolute. Hours of work were ch9.n:ged first from a 
twelve hour day to a ten hour and Sunday work was abolished. 
A group of women making aluminium fuse bodies provided the 
following results :-A twelve hour nominal day, after deducting 
lost time, making eleven hours net, yielded 100 articles, say 
per hour, and 100 totals, say per week. A ten hour nominal 
day, after deducting lost time, making nine hours net, yielded 
134 articles per hour and III totals per week. A nominal eight 
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and a half hour day, after deducting lost time, IIIlIking a seven 
and half hour day net, yielded 158 articles pex hour and log 
totals pex week, thns proving that an eight and a half hour 
working day, or 52 hour week, yielded more in products, both 
Pel hour. and pex week, than a twelve )lour day Ol" 72 hour 
week, calculated eithex pex h~ or per week." 

This, and othex similar experiments, have proved that the 
human body is so made that if ov.erworked, the quantity and 
quality of work gradually declines, whexeas if worked np to 

its normal limit, not only are the quality and quantity main, 
tained, but considexably improved upon. The dilIi.culty of 
arriving at a standard day, made np of a fixed numbeI of ·hours 
for each class of industry, is no doubt great, and is not lessened 

\ by t)le fact that a less efficient workman employed in the same 
class of work puts in greate. exertion during the same period 
of time as compared to his more competent colleague. frof. 
Edward D. Jones quotes in his book entitled "The Administra
tion of Industrial Entexprises", a statement as coming from a 
woollen manufacturex, .. iz., that, "The good weavex never 
seems to be doing anything ; the poor weaver always appears 
to be. hard at work. The good weavex is quietly on the alert 
for things to happen; the poor weaver is always fussing around 
to catch up· things afteI they happen ;coosequently the good 
weaver not only produces more work but bettex work than the 
poor one. It.is not a question of quick motions. One of the 
best weavers we have, is a man of very slow, almost sluggish 
motions. One of the poorest ones we evex had, was a nervo1;1$, 
quick-motioned man. The first made every move count; the 
second made three unnecessary moves to one that was useful. 
We believe the same types wiU be found evexywhexe, in any 
line of work." To this, add the fact that too mucli leisure will 
lead to almost the same result, i.6., 10sa of efficiency. If, for 
example, a working day is too short, the production will be 
small and the want of practice may impair the quality of pr0-

duction. The object 'aimed at is to stop exeItion at that parti
cular point whexe it is likely to result in ovexstrain. The 
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following sentence out of Professor Jones' book, from which 
we quoted above, explains what overstrain actually means. 
"Passing beyond that reasonable fatigue which acts as a moral 
and physical therapeutic agency, it must be recognised that 
there is a point in labour where the exertion becomes too costly 
for the results achieved-too costly for the worker, too costly 
for the employer, too costly for society. This may be called 
the point of overstrain." The learned Professor further adds 
that "Remembering that it is uneconomic to sacrifice a greater 

good for rl lesser one, it must be a rule of economics that labour 
should cease at the point where society begins to suffer a greater 
loss through the breakdown of the labourer than the gain 
resulting from the product of his exertion:" 

To summarise the position: what every industrialist should 
remember, is, that there are possibilities of economy by arrang
ing to introduce pauses between wGrk, so as to counteract the 
progress of fatigue by preventing the accumulation of same to 
a . degree when the operative is too exhausted to produce his 
usual quality of work. Instead of the men being compelled 
to slow down on their own, through fatigue, the idea should 
be to permit them pauses, so that they may continue to work 
with their usua1 speed and- efficiency throughout the number 
of hours assigned to them during a shift. It is the usua1 pra.,. 
t!ce in mi11s and factories where men are· worked for long 
hours, that the operative himself, under Cl>Ue excuse or another, 
takes a pause, or loiters, in order to get over his fatigue; and 
thus it is wiser to allow him a fixed interva1,scientifically 
arranged, instead of this irregular pause. The rest pause may 
be fixed by a careful study of the course of production, and 
here no general rule can be laid down. It is stated that it is 
better to have a longer day, and' give a rest pause in the 
interval, rather than shortening the day itself. The duration 
of the pause should also be such as would relieve the operative 
of his fatigue. 

MODOtOIQ' ... c1 Fatigae.-The other £actor which the 
factory system, with its complicated sub-divisioR oi labour, 
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has iDtroduced, is monotony of work which bores and tires out 
the workmen, and thereby leads to a quicker fatigue. In the 
opinion of some psychologists this monotony leads to mental 
starvation, and takes joy out of a person's work. This expres
sion has, of course, its limitation in view of the fact that there 
are a large number of operatives who cannot undertake the 
burden of original thought, and prefer a monotonous job. It 
is many times emphasised that in order to alleviate monotony, 
the work should be made as far as possible interesting to the 
operative, by giving him a sort of education as tp the source 
of material, the processes through which they pass and ulti
mately come out as finished articles. The other suggestion is 
that the workman should be encouraged to occupy his leisure 
hourS in some interesting pursuits, so that he may be able, by 
the working of mind and actions, to get over the after-effects 
of monotony. In some industries it is possible tp shift the 
workman from one machine to another; which may also, to a 
certain extent, serve as B remedy against the effect of monotony. 

Po,ilion in Europe, America and India.-In England, 
eight hours a day is claimed by some as sufficiently long; and 
many employers have admitted that this "eight hour shift" 
has proved very advantageous. Of course, much will depend 
on the energy and conscientious effort put forth by the work
p1en in their work. Leaders of industry, of the standing of 
late Lord Leverhuime. have been advocating the intro
duction of a six hour day, in common witl;l: labour leaders. 
It is easy to understand that a workman working for eight 
hours a day may produce as much quantity and quality of work 
as some other who is made to work for twelve hours. The 
difference may be due, either to the inherent superiority of the 
former, or to the greater energy put forth by him. It is, there
fore, clear, that in organizing industrial coneems, besides 
regulating the number of hours of work, steps should be taken 
to see that workmen are encouraged to put into. their work as 
much energy as possible without actually ov~king them. 
The increased efficiency thus secured will eIl!1ble short days 
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to be introdu"ced without loss or inconvenience. In the example 
of munition workers quoted above the employees were, owing 
to patriotic reasonS, as anxious as the employers to put forth 
their best efforts, and thus, in spite of reduction of hours, the 
output was increased. Without incentive of one type or other 
the result would perhaps have been different. In India, the 
Factory Act, as we have seen, lays down a limit of 54 hours 
in any week ; or if the factory is a seasonal one, not more than 
60 hours in one week, or more than IO hours in anyone day. 
This reduction has not affected production. Even this does 
seem to be a fairly long day in a tropical country, particularly 
in comparison with the "eight hours' shift" of England. The 
problem, however, is full of complications. A reduction of 
the number of hours in European countries is allowed on the 
supposition that the production will be maintained by an 
increased effort on the part of the workmen; and as we have 
seen, that expectation seems to have been realised. Whether 
the same reduction, say to eight hours, can be_ effected in· our 
factories without diminishing the quantity and quality of 
production to any appreciable extent, is a question on which 
opinion seems to be sharply divided. 

In this connection, one factor which may be considered here 
is absenteeism, among workmen in our factory. In connection 
with this, the Indian Tariff Board Report, from which we have 
quoted above, refers to same as a factor of great importance, 
inasmuch as, it affecb the efficiency of the industry, ..; the 
places of absentees have to be :6.lled by a casual recruit
ment, and often by an inefficient substitute. It was also 
found that Ahmedabad has great advantage over Bombay in 
this respect, as the percentage of absentees' in . Ahmedabad is 
very much lower than it is in Bombay . Various reasons are 
given for the slackness, and it appears tbat it is m,ore due to 
the illiterate labourers not apprecisting the idea of working 
for the complete month and taking advantage of full wages 
paid to them, than to fatigue involved in the work. The 
workmen, being overpaid when compared to their low standard 
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of living, take a holiday or indulge in dtink and other vices, 
instead of saving money, .or living in a more hygienic and 
healthy manner by earning full wage. The Ahmedabad work
men are in no way superior in education to those of, Bombay, 
and the climate of Ahmedabad has no advantage over that oJ 
Bombay. In spite of that, the Ahmedabad workman is more 
regular in his attendarice, anil the rate of absenteeism is lower 
than in the case of Bombay workmen. The largest number t,f 
workmen generally keep away $OOn after the pay day, and 
drunkenness is said to be a cause whielt in a measure conduces 
towards this absenteeism. How fat the present experiment of 
the Congress Government to introduce and enforce prohibition 
will cure absenteeism, time alone will shew. At present it is 
too early to dogmatise. The observations of the Indian Tariff 
Board are all verified by an experience.:l Mill Manager whom 
the author had occasion to consult, in common with others. 
According to him, certain experiments in incentive piece-work 
which proved succeSsful with the Ahmedabad Mill hands, failed 
entirely at Sholapur. 1n out coimtry we have workmen who 
differ SO widely in modes of life and temperament, that 
experiments tried in one district cannot, unfortunately, be the 
basis' of ju.:lging the capacity of workmen of Ii different c1ass 
in some other district. They all, however, suffer from one 
drawback, "it., want of primary education and the advantage 
of a high standard of 'living. Immediate introduction of mass 
education all over the country on a bold programme seems to 
be the most important first step in this direction. If some 
method could be devised, by which our workmen could be 
m,ade to understand and appreciate that the time they are said 
to be wasting through slackness, if saved, will result in B 

shorter day, our mills may be able gradually to teduce the 
number o~ working hours per day without adverse1y affecting 
the production. The question of fixing a standard working 
day suitable to all is further complicated by the fact that the 
pace at which a workman is made to work, also governs 
P~ca1 exhaustion, •. g., a workman. working in B depart-
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ment, or on a process where the pace is slow, '.e., where he 
has not to go through rapid movements of the body, can work 
for a longer number of hours ~ day, and may not be half as 
much fatigued., as his brother who works on a process 
requiring much quicker movements. In all well-regulated 

" concerns" in Europe and America the management never loses 
sight of this factor. They carefully fix the pace and the 
number of hours which an average workman in each depart
ment can safely put through. According to Professor Jones, 
in his book on "Administration of Industrial Enterprises", 
"Unregulated piece-work is known to be a fertile cause of 
physical exhaustion and neurasthenia among certain groups of 
wag~ers. Under good management, exceptional perfor
mance will only be attempted after the conditions of the task 
have been subject to the minute analysis of motion study and 
time study, after the proposed exertion has been carefully 
figured on a horse-power basis by competent engineers, and 
after the operatives have been selected on the basis of fitness 
for the task." The scientific manager, therefore, should care
fully regulate the number of hours of work for each department, 
taking into consideration the climatic conditions, as well as 
the nature of work the operative is called upon to put in, in. 
connection with each of the departments. 

WAGES AND HOW THEY SHOULD BE PAID. 

General Principlel.-Payment of workmen per month or 
per day, is the most antiquated method known to society, and 
is, from a modern scientific stand-point, the most unsatisfactory 
method of remunerating labour both from the- point of view 
of the operative as well as that of the employer. Attempts 
have been made all Over the modern industrial world, to 
improve upon this method by devising systems which would 
induce the operatives to use their best efforts and increase 
their efficiency. These methods try to introduce an incentive 
among the work people to produce more, and thereby to earn 
more. Experiments have proved conclusively that the part 

ag 
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which this incentive plays in stimulating production, when 
properly directed, is enormous. The methods employed make 
use of two factors to produce incentives, viz., (I) reward by 
way of increased wage, and (2) penalties for falling short of 
standardized production. These are either combined, or are 
made use of separately, as we shall see in the systems dealt 
with later. The reward is in the form of an additional income 
paid to the operative directly after the work is done: and in 
case of continuous satisfaction, it is followed by promotion. 
The punishment may be in the form of a fine, or assignment 
of less pleasant work. Where inefficiencY and carelessness is 
persisted in, the punishment, in the last resort, takes the form 
of a discharge. Now, in order to arrive at the correct wage 
to be paid, it should be remembered that increased wage itself 
does not mean increased efficiencY. The amount payable as 
wage should be so arranged that it is neither too high nor too 
low. What should be aimed at, is the happy medium known 
·as ,the "living wage". According to Dr. Shadwell in his 
excellent book on "Industrial EfficiencY", "Labour may be 
plentiful and cheap, but it may be bad economy to buy it 
cheap.. For what an employer wants is not labour, but the 
.result of labour, and if he buys too cheap he Wi11 not get it ; 
just as a man who buys a coat may buy too cheap. What he 
wants is not a coat, but warmth or the results of a coat, and if 
he buys too cheap he does not get it. Cheap labour may be 
dear through want of capacity or of will. The former is 
genera11y recognised, but the latter is often overlooked. 
Wages are the incentive to work, and IUust be adequate to 
produce it. This is the real IUeaning of the 'living wage'. 
Men may be forced by their necessities, in accordance with the 
law of supply and demand, to work for wages below a standard 
which they consider acceptable and call a living wage. Some 
term this the 'higg1iug of the market', and uphold it as based 
on economic principles; others call . it 'sweating' , and 
denounce it as opposed to humane principles. There is 
a great deal in a name-<l great deal of prejudice, 
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blindness and confusion of mind. The economic and 
the humane principles are really the same, because economics 
deal with human beings, which economists often forget. 
Labour so purchased is apparently cheap, but being unwilling 
it is really dear and false economy." The adequate wage, 
therefore, ought to be paid to all workmen, but the payment of 
a wage higher than the adequate standard reacts on efficiency 
as much as one which is inadequate. This is noticed in 
""untries like India in connection with our IDjll hands, where 
the low standard of living, combined with the' scarcity of 
labour, enables workmen to demand and secure wages, which, 
though they appear to be low when compared to those earned 
by similar operatives in European countries, are in fact, 
according to experts, much higher than the margin of 
adequate wage. The result is, that efforts to induce these 
workmen to use their .best efforts, with a view to stimulating 
production, through an offer of extra payment, or larger wage, 
frequently fail. It is the universal complaint.-, for example, 
that workmen employed in Indian factories leave for their 
native villages as soon as they collect sufficient money, thereby 
impairing the efficiency of Indian industries. This, '!,CCOfding 
to sOme, is due to their being overpaid as judged from their 
standard of comforts. In the case of workmen who are not 
overpaid according to their standard of living,' whether in 
India or in England, an inducement to earn a little more bY' 
putting forth further efforts has always proved successful; 
but in the case of workmen from certain districts of India this 
method of stimulating production has not suoceeded, because, 
when labour is already overpaid, the offer of an extra wage 
fails to act as an incentive to increased production. According 
to an Indian mill superintendent of thirty years' experience, 
with' whom the writer had the advantage of discussing this 
problem, our Indian workm.en invariably stay away from work 
for a number of days in the month. A month is reckoned by 
the mills in BO!l1hay as of twenty·six working days. According 
to this authority, ~4 % of workmen put in an attendance of 
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sixteen to eighteen days on the average, about 50 to 60% that 
of twenty days, whereas, only 15 to 20% complete twenty
fOUI out of twenty-six working days. The mill management 
were not only mUch inconvenienced by constant gaps caused 
through this irregularity ; but the laying up of idle machines 
involved material loss through lessened production, waste of 
motive power,etc. The management, therefore, attempted, 
some years ago, to secure aboUt twenty-fOUI days' attendance 
on the average, by introducing a payment by way of bonus 
in connection with 'the wage paid. The bonus offered was 
Rs. 4, per head over and above the usual monthly wage of 
Rs. 28 to be paid to those who put in at least· twenty-fOUI, 
out of twenty-six working days. Only 5% of the habitually 
irregular men attempted to earn the bonus. This was largely 
due to the low standard of living prevailing among our mill 
hands. The wage of Rs. 28, is by no means a high one from 
the casual observer's stand-point, but when a bonus of nearly 
16% over the usual monthly wage fails as an incentive, the 
only' conclusion one is· driven to is that the Rs. 28 wage is 
high enough for this class of persons. This is no doubt 
unfortunate. 

The Remedy: Spread DE Man EducatioD.-The only 
remedy for this state of affairs seems to be raising the general 
standard of living of our labouring classes through the spread 
of mass primary education, and the introduction of an element 
of healthy ambition among them which would make them 
aspire to a higher level generally. At present their wants are 
few. They live huddled together in dirty and unsuitable 
chaw/s, on the joint-family system, which is an additional help 
to cheap living, and one which makes them careless about 
earning a better wage through superior exertion. No wonder 
these employees can thus afford to take holidays alternately. 
The joint-family budget easily admits of the loss of wage 
entailed by the irregttlarities of its slacker members. Con
tentment is held out as a great virtue ; but a scientific manager 
finds it to be the greatest of all impediments to the progress 
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or prosperity of industries. Healthy discontent seems to be 
much more desirable in the field of our industrial activity, and 
perhaps in many other spheres of life as well: If we' could 
infuse this spirit of healthy discontent among our working 
classes, the experiments o~ the type we have just noted would 
produce much more satisfactory results. The industrial 
strength of European countries, as well as that of the United 
States of America, is due in no small measure, to the high 
standard of living and the higher ambition of the working 
classes due, thanks to being educated, to the appreciation of 
this factor. The American worker, to take an illustration, 
receives the highest wage of any workman in the world. His 
standard of living is higher than that of the English labourer. 
In spite of this, production in America is at a cost cheap 
enough to enable that country to compete with England in 
foreign markets. This is due to the higher efficiencY of 
American labour all round, which enables the employer to pay 
higher wages, wages high enough to tempt many an English 
workman to migrate from his mother country across the 
Atlanti<>-without reducing the employer's profits. The 
Americans are thus much nearer the ideal of higher wage, in
creased output, shorter day and cheaper production than most. 
of the industrial nations of the world. According to the late 
Lord Leverhulme, at Ford's Works they employ 40,000 persons. 
"A boy there can get £.1, per'day, and aU employees are paid 
double Trade Union rates; and there . . . . it is the exception 
for the workman not to have his motor car • . . • . They will 
not get motor cars under a system of restricted output; ,there 
won't be enough to go round. Every ·time. we increase the 
output and reduce the cost we have a fund out of which we 
ean increase the wages. I' 

THE NEED FOR WELFARE WORK. 

The remedy for the above position is naturally the proper 
organization of 'what is known as welfare work among our 
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workmen. In this connection the Indian Tariff Board Report 
of 1927 is rather instructive. It says, in para. 67, as follows:-

"We were greatly impressed by the difierence between the 
best upcountry mills and the best mil1s in Bombay in regard 
to the work which is done for the welfare of their employees. 
It must be admitted that most upcountry mills are much more 
favourably situated in this respect than are the mills in 
Bombay. Direct contact between employer and employee is 
much easier in upcountry centres than it is in Bombay and, 
in most cases, ample space is available for the provision of 
such amenities as creches, hospitals both general and 11laternity, 
recreation grounds, schools, canteens' and co-operative stores. 
Our inSPections have shown that the most efficient mills in 
upcountry centres fully realise the effect which the provision 
of such amenities has on the efficiency and contentment of 
labour and we consider that it would be in the interests of the 
Bombay industry to follow their example in this respect. It 
is unfortunate that more was not done in this direction when 
the financial position of the mills rendered it possible but, in 
the present conditicn of the industry, we recognise that any 
large expenditure under this head is out of the question. We 
trust, however, that when conditions improve the mil1s will 
regard' proVision for welfare work as one of the first charges 
on profits." 

This accounts for the fact that during the period of labour 
troubles in Bombay, with their accompaniment of a series of 
lightning strikes, the upcountry mills were working over-time 
to advantage. The Bombay Millowners cannot do better than 
take a hint from this experience, and make an early move in 
the direction of providing proper welfare works anel amenities 
for their workmen, with a view to raising their standard of 
living. In Bombay the mill area is of manageable size, where, 
besides the welfare work of the usual type, collective propa
ganda of an educational character can be carried on and directed 
easily, through the co-operation of the Labour Unions with 
the Millowners' Association. Instead of each mill dissipating 
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its efforts on this work, central recreation grounds, with clubs 
and theatres attached, should be provided for all employees 
under the Association. Cinemas may be used for illiterate 
labour, for instructing and explaining to them the various 
operations which their vocations require them to efficiently 
perform. AIso the modes of life on a higher standard 
among the labouring classes on the Continent and the 
U. S. A. may be demonstrated, teaching them how to live well 
and attempt to rise to higher grades of life, as in advanced 
countries, where, according to Dr. Shadwell in his work on 
Industrial Efficiency "the development of manufacturing 
industries was chiefly a process of workmen rising to be 
employers." It is said that in the U. S. A. communistic 
doctrines have not made much headway because there every 
workman expects to rise and become .. capitalist, as many of· 
his compatriots have done. 

The Difficulties Muat he Faced.-In the above pro
gramme the dffiiculties that will have to be faced are not 
lost sight of. The employers in other industrial centres 
have successfully grappled with them, and a clear cut 
history of their experiences is at our disposal. According to 
Professor Jones of America (perhaps the most advanced country 
to-<iay in this regard) in, his book from which we have ·aJready 
quoted above, "It is not easy to make a success of welfare 
work, There are projects to choose from and innumerable ways 
of proceeding, There are many kinds of people and there is 
an infinite variety of local condition, There will inevitably be 
some embarrassment for employer and employed in finding .. 
footing in matters where orders are out of the question. Work
men have well defined opinions about the conduct of their lives; 
and into contact with those opinions any plans which go beyond 
customary industrial practices are bound to come. It is natural 
that there should be a heritage of suspicion descended from the 
time when employers planned entirely for their own profit. 
It is natural also, that trade unions should be cold toward 
benefits which the employer baa the power to withdraw at a 
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moment'$ notice." How similar appears to be the problem 
on our side. . The learned author ·might as well have written 
of the difficulties of pushing forward welfare work over here in 
the same passage, without altering a word. The American and 
'European employers have, in spite of all these difficulties, 
succeeded through sheer perseverance, which is also the course 
open to our friends of the Millowners' Association to follow. 
The trade unions, particularly those led by sober leaders gifted 
with practical ability, may, with advantage be invited to co
operate in these honest exertions for uplift o~ the worker. 

THE FIRST STEP IN PROGRESS: FIGHT ILLITERACY. 

Welfare work is a first step in progress, a march towards that 
goal which, when reached, would make the employee independ
ent of the employer even in that regard. Our trade unions are 
at present mere 'fighting political machines led by outsiders, i .•. , 
non-labourers who are more interested in their political dogmas 
and p~eiudices than in the economic uplift and social betterment 
of the operatives who are steeped in illiteracy. No wonder that 
our trade unions have not reached that stage when they can 
function also as. benefit societies. Under the present condition 
of illiterate and backward labour, it is hardly possible for them 
to expect the workmen to contribute a good proportion of their 
wages, as. in advanced countries, (even though the wages were 
to be raised considerably on the footing of these countries) 
for the use of their unions. For the present there 
appears to be no other practical course, we submit, than 
to be content with the "patriarchal order of things", 
and look to the employers to provide the means as well 
as the· administrative machinery for this purpose. In gradual 
course of evolution this may, it is hoped in the near 

_future, bring us near the day when a new and enlightened 
generation of workmen, led by their own class, possessed of 
the ability to organize independently of external assistance and 
fully appreciative of the advantages of scientific co-operation 
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'in management, may demand the right to manage their own 
welfare institutions. That would, of course, take at least a 
generation, and that too, if an immediate move is made in that 
direction. When that day arrives labour will, as in Europe, 
demand, in the words of Dr. Shadwell "not favours but justice, 
not gifts but a fair share of takings, with the means and oppor
tunities to provide its own welfare institutions. " None should 
more cheerfully welcome that "aspiration inseparable from the 
<>rganic development of society" than the employer ; for "What 
an houest employer really aims at is justice", and so it ouiht 
to be. Till then, of course, the burden, the responsibility and 
the initiative must lie with the employers of our mill labour: 
1IUd we urge them not to delay taking proper steps in that 
direction. We also sincerely trust that the labour leaders, 
particularly those who have looked at the problem of the 
industry from a practical stand-point, would co-operate in this 
directiou, if not, at least encourage and not obstruct properly 
devoted welfare efforts of the millowners. 

WORKS COUNCn.s OR WORKS COMMl1TEES. 

Works Councils or Works Committees are most desirable. 
Here, in every factory, mill or workshop, if we had a Works 
Committee of the type they have in Germany and Sweden, 
where represeutatives both of the employers, i.e., managemeut, 
IlJld of the work people, take counsel in conference on all 
.questions of common interest, it would be of great advantage. 
In this connection it is interesting to quote from "Britain's 
Industrial Future", being the Report of the l.iberal Industrial 
Inquiry, 1928:-

"We sent investigators to Germany to report upon the 
working of the scheme there; they reported that the work 
people regarded it as of real value, and would not willingly part 
with it ; and that while some employers made little of it many 
"poke warmly in its favour. It is held by many in this country 
that to make sucli a system compulsory would be unwise, since 
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its effectiveness must depend upon the readiness o~ the manage
ment to use it, and an indifferent management can reduce it 
to futility. Those who take this view believe that the applica
tion of compulsion may retard rather than assist the practice 
of consultation. We recognise that there is some force in this. 
contention. There are two purposes for which a Works Council 
can be used ; the first is the ventilation of grievances, and the 
assurance of an opportunity of expressing the work people's 
view with regard to the rules under which they have to work; 
the second is the pooling of ideas and the enlisting of work 
peop~e's help in securing efficiency. The latter can be made 
of no avail by a hostile and indifferent management, but the 
:former can certainly be secured if regular meetings are bound 
to take place. We conclude therefore and our opinion is forti
fied by German experience that the advantages of a compulsory 

,establishment of Work Councils outweigh any defects which 
may attend it." 

The compulsory establishment of such councils will be for 
the benefit of aU concerned. As far as the workmen's repre ... 
sentatives are concerned, it would be best if it is insisted upon 
that outsiders should not represent them, but that only wage
earning .unita should be returned on such councils~ The actna! 
proportion in which they should be represented is a question 
on which there may be some difference of opinion. The Whitley 
Committee of 1916 recommended 50% representation on either 
side, and we believe that that would be a proper data of 
representation in order to inspire confidence in the working 
classes as to the efficiency of their representation. 'Of course, 
the function of the council will be more or less of a consultative 
nature, and if conducted sympathetically, m,ight promote good 
relations between the employers and the employees. They may 
be consulted for example (I) on the working rules of the factory 

as well as those (2) in connection with dismissals. In this con
nection, special rules if created in consultation on <both these 
heads, particularly the latter, would tend to avoid ill-feeling 
which is the chief cause of many industrial troubles. Dismissals 
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may be due to either inefficiency, insubordination or slackness 
at the factory: and in either of these cases a council such as 
the one we are suggesting will be of great assistance, tending, 
as it is sure to do, towards smoothness in. place of unpleasant
ness. In connection with welfare work, also, these joint 
councils connected with each factory will be of great help. In 
this connection it is advantageous to quote here a passage from 
the excellent book by Professor Henry Clay of the University 
of Manchester entitled I .. du.trilll Councils as ,ecomm.nded by 
the Whitley Report oj the Whitl.y Committee. The author 
has to admit that "The experience of the industries that did 
adopt the Whitley Scheme points to the same conclusion that 
the continuous contact and C()ooperation over non-<:antroversia1 
business, which an Industrial Council involves,. are an aid to 
the peaceful settlement of difference, even if they cannot offer 
a complete guarantee of peace." 

The Industrial Commission', Finding.-The Industrial 
Commission's Report, though issued in x9x8, is even to this day 
a document of great interest, as conditions have not much 
altered in good many directions. It particularly refers to the 
scarcity of labour all over India in almost all industries. It 
also notes that the rate of wages has also proportionately risen 
all over the country. The cause has to be found in the rapid 
advance which industry has made all over the country, and 
which has called forth a larger supply of labourers than the 
increase of twenty million in population' could supply. 
Considering that most of our labour supply is drawn from 
agricultural centres, our mines, factories, railways and other 
workshops would be in a position to get a more plentiful supply 
if we were able to draw a substantial number from those 
engaged in agriculture. This of course should be done without 
impairing our agricultural output. A key as to how this can 
be done is to be found in the said Industrial Commission's 
Report, where the Commissioners regret that much of the 
Indian agricultural labour is wasted owing to our neglect in 
taking advantage of the latest machinery, both power and 



Business Organi:wtion 

hand-driven. The introduction o~ these up-to-date inventions 
would considerably increase the supply of raw products, which 
could be utilised by the manufacturing industries locally. It 
would also stop the import oi various necessaries, such as sugar, 
from other countries, because the local industrY would produce 
the same in sufficient quantity. At the same time, a sufficient 
quantity of hand labour will be released for employment in 
manufacturing. industries. To quote only one paragraph from 
this report, "In British India, the area under cultivation is 
approximately 250,000,000 acres, of which 40,000,000 acres are, 
for the .time being, fallow and unworked. The Census Returns 
of I9II show that of the total population, 80,000,000 are 
directly employed on the land, or one person to every 2·6 acres 
of cultivated land. Previously to the out.break of war the 
corresponding figures for Great Britain and Germany were 
I7·3 and I to 5·4 acres, respectively. The only crops grown 
in both England and India on a large scale are wheat and 
harley; the respective standards of yield are 1,919 Ibs., and 
814 lbs., per acre for wheat, and 1,645 Ibs., and 877 Ibs., per 
acre for barley. It becomes, therefore, regrettably clear that 
agricultural operations are conducted with much greater 
efficiency and. economy of human labour in both Great Britain 
and Germany than they are in India. This is partly due to 
the superior physique and education of the Cultivators them
selves, partly also to the superior quality of their cattle, but 
it very largely results from the extensive employment of horse 
and motor-driven machinery in the varied operations of a 
modern farm, such as ploughing, reaping and threshing. The 
census of production of 1908 revealed the fact that the farmers 
of Great Britain in that year employed nearly 35,000 engines 
developing well over· 200,000 horse power, and it .cannot be 
doubted that since that date the use of small motors and power
driven tractors has greatly increased, as agricultural engineers 
both in Europe and America have devoted much time and 
labour to devising improved machinery of this class. In India, 
agricultural conditions are widely different, but there is equal, 
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if not greater, scope for mechanically-operated plant_ As yet, 
very little is in use, chiefiy because holdings are small and 
scattered, and ryots possess little or no capitsl_ .. 

Under the present conditions, what actually happens is 
that the agriculturist who comes either to the cotton mills of 
Bombay from the Deccan and Konkan, or those who migrate 
to the coal fields of Bengal fr01Il Chota-Nagpur, or the labourers 
from Bihar and the Eastern Districts of the United Provinces 
who try their luck with the Calcutta jute mills in large propor
tion, keep one eye on their small holding under cultivation 
and the other on the factory and mine where they go during 
certain times of the year to make extra money. Of course 
the new generation of workers is now growing up in manufac
turing centres, which has got so used to factory work and town 
habits, that the agricultural country side has lost most of its 
attractions to them. This popu1ation must in course of time 
considerably increase: and if adequate arrangements cou1dbe 
made to house and lodge them near their factories or mines, 
and conditions of. life made more attractive than they are at 
present, the problem of India's shifting labour wou1d be largely 
solved. The idea is to induce them to work in one particular 
industry from sire to son for generations, as they do in Europe 
and America. The stoppage of emigration to the colonies, 
where labour during past. years used to be taken under the 
much abused indentured system, will also help t<> increase the 
number of available operatives for our factories and mines. 
Last, but not least, if a properly organized eJl'ort were to be 
made by the heads of our manufacturing and mil?ing industries 
for recruiting labour on scientific lines, and providing it with 
housing accommodation, the labour supply in industrial centres 
would be very largely augmented. When that stage is reached 
we shall be much nearer the problem of an eight to six hour day 
in factories, where, with the help of the larger number of hands. 
two to three shifts within twenty-four hours, instead of one, 
can be introduced. 
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Wages in Compariaon to Productiono-Returning to our' 
subject, the next point to be noted in connection with wages 
is, as we have already noticed, that it is not the actual amount 
paid which matters, but it is the amount of wage t.aken in 
comparison with the quantity 'of work produced which forms 
the main economic factor conducing to the efficiency of labour. 
We have been repeatedly told by those who ignore, or lose 
sight of thiS factor, that labour in India being "cheap" we are 
.. t an advantage compared to other countries. The Indian 
workman, though intelligent enough to be able to pick up 
work that 'may be shown to him is, in the absence of specialised 
industrial training, lacking in the usua1 standard of education, 
and is infiuenced by various other climatic and physical causes. 
He is, otherefore, more expensive economically in comparison 
with his brethren in Europe and America. In order to bring 
him up to the standard of the average European workman, his 
~ciency would have to be improved a good deal. 

The high wage paid to efficient workmen pays both ways. 
The production is larger proportionately, and at the same time, 
there is a constant incentive to improve efficiency. There is 
less wastage in the use of raw material and less supervision ' 
expenses. In these days of exceptional prosperity for the textile 
industry in India, the slackness and inefficiency of our mill 
labour has done incalculable injury, because, though fortunes 
have been made by mill mag"..tes, still larger prizes have been 
lost through our not being able to take the fullest advantage of 
the exceptional opportunities alforded by the war, when 
Lancashire goods were practically shut out from our markets 
through freight and other difficulties. The inefficiency of our 
labour is the greatest handicap to an industry like the textile 
industry, where raw material constitutes an insignificant 
addition to the cost of production as compared to the cost of 
labour and 1D0tive power. The increase in wages, or the 
experiments in their payment on scientific lines as dealt with 
hereafter, are based on the assumption that the workman 
concerned is ambitious enough, and will try to eam a higher 
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wage by improving himself. Where however such ambition is 
absent, these experiments are bound to fall. According to 
Dr. Shadwell, "If wages are to secure .efficiency they must· 
be earned. Wage-takers are always ready to handle more 
money, but they are not always ready to earn it." That is 
the difficulty experienced with workmen who are either too lazy 
(lr contented, or whose standard of living is below the average. 
It is thus, curiously, in the interest of both the capitalist and 
the workman that the latter should hi. encouraged to attain 
a higher standard of living. 

50 ..... Root C.aaea of lneflicienCY.~In this connection 
it will not be out of place to note some of the causes of industrial 
inefficiency as dealt with by Mr. Forrest E. Cardullo in one of 
his articles on Scientific Management in the American paper 
entitled "Machinery". According to this authority, both the 
management and the workmen are occasionally to blame. The 
first cause which is described as the most prolific source of in
efficie!!cy is "mentsl laziness" on part of both the management 
and labour. In a large number of cases the management fails 
to take the trouble to think out and devise methods of work. 
-Things are left to subordinates to be worked out as best they 
.can, and each tries to get it through by using as little mentsl 
effort as possible. This ought not to be ; and both the manage
:ment and the workmen should be made to think out, and work 
on, the most scientific .principles. In fact the management 
should take all the initiative here. The second cause of 
inefficiency is timidity in the employment of capital with a view 
to keeping the equipment and tools as up-to-date as possible_ 
The third is want of adaptability to changing circumstances. 
The fourth is the want of a system for the payment of wages 
which will stimulate effort and increase efficiency. The fifth 
is the contempt with which workmen are looked upon by some 
employers which makes co-operation between them impossible. 
The sixth is avarice which makes employers grudge to pay an 
adequate wage, and to spend money on the comfort and con
venience of workmen. The seventh is the natural disinclination 
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on the part of a certain type of labour to increase its pace. 
The eighth is lack; of ambition. The ninth is .a feeling of 
enmity on the part of labour towards capital. 

The !ourth, fifth, seventh, eighth and ninth causes may be
remedied by a proper system of wage payment being devised. 
as well as by welfare work being introduced with a view to. 
making the workmen's lot as easy and happy as possible. Dr. 
Shadwell also emphasises this point when he speaks of English 
labour, "iz., that "Where the wage incentive has been of such 
a character as to stimulate the workers to do their best, there
the lead which England gained a long ago has been maintained ;. 
whereas under the ordinary time-work system which does not 
provide that incentive, but discourages effort, the once still 
greater lead has been entirely lost." 

n.LlTERACY OF INDIAN LABOUR: THE DUTY OF THE STATE.. 

Duty of the Employer and the State.-In this cannee
.tion the remarks of the Bombay Industrial Disputes Committee
in their Report issued in April Igaa, should be studied with 
advantage:-

"Every witness who has appeared before us· has deplored 
the low standard of literacy amongst the operative class and 
has urged the adoption of free and compulsory primary educa
tion. But here we must enter a· c,."""t. The view that the 
spread of education will in. itaelf attest or cure, labour unxest 
seems to us to be a chimera.. On the contrary an educated 
labour force would not tolerate the depressing conditions under 
which the general body of workers in Bombay are housed and 
have their being. Any rapid extension of education in Bombay 
without a corresponding improvement in the conditions iD 
which the operatives live would accentuate rather than redeem 
.labour unxest. . . . .. The sole responsibility for providing 
education through every cluiin of the educational ladder rests 
with the State, or with the body to which the State has delegated 
this responsibility. .... Nevertheless in view of the bene-
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ficial effect of supplementary work, which in the case of 
Sholapur Spinning and Weaving Co1Jlpany has raised the 
standard of literacy· in the mill to IS per cent as compared 
with a general average in the District of five per cent, we 
suggest the employers should co-operate with the Municipality 
by the opening of schools for half-timers and night schools 
wherever an attendance can be secured." 

Thus it is universally admitted that illiteracy of our 
workmen is a great impediment to the progress of. industries 
as well as to the well-being of the working class as a body. 
The Committee, whose primary function was to investigate and 
report on the question of industrial disPutes with a view to 
preventing strikes, is naturally nervous lest the spread of 
education may result in intensifying the situation, as according 
to them "an educated labour force would not tolerate the 
depressing conditions under which the general body of workers 
in Bombay are housed." Quite so: and that is, the author 
submits with great respect, the exact state <#. affairs the 
scientific manager would like to create. The educated workers 
are more likely to be amenable to reason, and logical arguments 
are more likely to be appreciated by such a class, and thus the 
incentive methods of progressive wage payments, as discussed 
hereafter, could be more successfully applied in their cases. 
Being educated they would try to discard the present depress.. 
ing conditions around them and aspire to a higher standard of 
living. A high standard of living, as we have already' seen, 
improves efficiency and earns an adequate wage, which the 
industry, which also benefits by the same, cheerfully pays. 
The committee suggests that we should rather go at a slow 
pace as far education is concerned, because "any ·rapid extension 
without corresponding improvement in the conditions" would 
lead to unrest. The nightmare of unrest seems natura1ly, to 
have largely influenced this decision. From the stand-point of 
one who has stndied the progress of English and American 
labour, education has preceded "improvement in conditions" 
instead of following it. An illiterate set of workmen will never 
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appreciate the advantage of a high standard of life, and must 
cling tenaciously to the conditions to which they are used for 
centuries. The spread 'of education, however rapid, must take 
its own time, This wottld give an ample margin to our 
leaders of industries and public life within which to complete 
preparations for meeting the much-desired demand from the 
educated labour for improved conditions. Even taking the 
elementary rule of economics, the demand, and that too of a 
healthy type which has come to stay, must expedite the supply 
in due course. The most-cherished privileges either in politics, 
or in the history of modern industrial labour across the Medi
terranean or the Atlantic, have been won through pressure of 
demand (frequently misnamed "unrest"), and there is no reason 
why Indian industrial labour should be expected to travel along 
a path different from that. of its compatriots in other civilised 
countries. As to the duty of providing education, the State is 
the principal agent. The employer no doubt also shares with 
the-·workmen the benefit of improved efficiency, and therefore, 
it is but just that he-<lS distinguished from the nation which 
the State represents-<lltould bear at least some part, if not the 
whole, of the burden of educating his employees. This seems 
to be the principle in view in the committee's recommendation 
to the effect that the employers should co-operate with the 
Municipality by openiug of schools for part-timers, etc. Under 
the circumstances, now that we have a popular Government in 
,powe:' in the majority of provinces, we have a right to demand 

. that, mass education should be their first care, and that the 
pace should be as rapid as it can be accelerated with due regard 
to financial possibilities of a poor country. This can only be 
achieved if the financial resources of the country are carefully 
conserved, and utilised in the first instance on national objec
tives of primary importance, viz., (x) mass education, and 
(3) rural uplift of the agriculturist. No other want can be 
considered to be more urgent in a country where over 73 % 
of the population subsists on agriculture directly or indirectly 
and the rural population is said, to have increased by 30 millions 
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during the ten years from 1921-1931, i.6.; from 285 millions 
to 315 millions. 

While dealing with illiteracy, it will not be out of place 
to refer to the question of technical education of our workmen. 
According to the Indian Tariff Board Report of 1927, para. 68, 
the necessity of spreading technical edUcatioB, both among 
superior workmen as well as inferior operatives, is very great if 
our mills and factories are to withstand foreign competition. 
The Board first held thst technical training among operatives, 
as provided at present, is grossly inadequate and they strongly 
emphasised the necessity for the provision of more facilities in 
this direction. We recommend that the beginning be made 
with jobbers and those who wish to occupy that position; 
and that trade schools should be started at convenient centres 
through the joint action of the Government as well as the Mill 
Industry. They go further, and say that attendance at such 
schools should be treated as attendance in the mills, and that 
certificates should be issued at the end of the course. 

THE METHODS OF REMUNERATION AND COST OF 
PRODUCTION. 

It should be remembered that in every industry the cost 
of labour is the most important factor, because of general com
petition within the country not only from indigenous concerns, 
but also in connection with imported manufactured articles. 
Every scientific manager, therefore, is anxious to see thilt the. 
cost is kept as low as possible in order to achieve success fa!; 
the enterprise. Of course, though the reduction of labour cost 
is one of the objectives, it must not be forgotten that . the 
efficiency of labour itself will largely be the deciding factor ; 
inasmuch as it has been recognised all over the world that, in 
case of complicated labour saving ;machinery, production is so 
large and superior, that payment of the highest wage in money 
leads, notwithstanding, to low labour costs. Thus efficiency is 
the guiding factor ; and the actual amount of money given to 
every worker for a certain number of hours' work is not the 
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economic factor which-weighs in the balance. Various schemes 
of remuneration of labour have been devised and experimented 
on, and the results carefully watched, which it is our object 
to examine, criticise and study under this heading. Some of 
these systems have . not succeeded on account of their com
plexities, whereas others have succeeded in certain concerns 
only; but .there· are manY of these newly adopted systems 
which have proved generally satisfactory. The dilIicu1ties of 
introducing a complicated system has been considerably 
enhanced either through the workmen not understanding the 
system, owing to its complexity; or through the labour union's 
hatred of any device which is likely to cause reduction in 
the number of workmen employed in a factory, even though 
the system may tend not only to a rise in the wages of those 
who are retained, but also, ultimately, to the expansion of 
industry to the general welfare of the largest number of 
labourers who would be called upon to serve: and that, too, 
at higher wages than those which they originally secured. 
Whatever system of wage payment is introduced in a !lli11 or 
factory, it has be~ found from experience that it is best to 
make it si)nple and easy to be understood by the class of 
workmen employed therein, if it is to be sucCessful. With 
these observations we shall now proceed to consider the !"ethods 
of remuneration most prominently and usually employed. The 
most prominent of these are the· following:-

(I) Tiroe or day wage. 

(~) Piece-wage. 

(3) Tiroe and piece rate combined, i .•. ,a compulsion of 
producing a certain standard of ",ork laid down 
within the time stipulated, coupled with an induce
ment to pr.oduce more through an ,offer of extr.a 
payment. 

(4) Profit sharing. 
(5) Co-partnership. 

(6) Commercialisation of labour. 
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We shall now deal with each of these factors with a view 
to studying their influence on efficiency. 

TIME OR DAY WAGE. 

Under this method a given sum is paid for a fixed period 
of time, "iz., so much per hour, day or month. This is the 
least satisfactory method of remuneration. The time wage 
system airries with it numerous drawbacks. -The workman, 
for example, knows that as long as he manages to do a 
minimum of work without exciting comment, he need not do 
more, particularly so, when he does not expect any reward for 
the extra output he may produce through extra effort.- 'Another 
reason is thai: as a quicker workman hates to show up his 
slower comrades, he generally slackens his pace and does not 
produce according to his capacity. The advantages claimed 
under this system are thst it involves very little labour in 
the calculation of wages, and that the work produced is likely 
to be more perfect, as the workman is allowed to take his 
time instead of being tempted to rush it. The disadvantages 
are obvious. The superior workman in the group is not 
encouraged. He is paid the same wage as one on the average 
level of efficiency in his group, or one on the lowest margin of 
efficiency, whereas in fact, the workman below the average 
actually gets ",ore than whst he deserves. This is most d~oral
ising, and has the unfortunate tendency to drag the superior 
workman to a lower level. It is also doubtful whether the 
advantage claimed, "iz., that the best work is produced because 
the workman is allowed to take his own time is one which is 
attained in every case in actual practice. However there are -
circumstances in which time work wages are distinctly advan. 
tageous. For example, in the case of tool room and pattern 
shop, where the work demands not only the greatest skill from 
the men, but also the best possible care and thought: here, if 
speed of production is -enforced on the temptation of higher 
wage, thst might lead to loss in the quality of production. In 
small workshops where supervision is intense, time wage may 
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also be paid with advantage. The point is, that even in 
larger works where time wages have been introduced with 
success, an amount of money has to be laid out and spent on 
intensive supervision and careful management. There are cases 
where manufacturers argue and believe that even day rate of 
wages can be as effective as piece wage, or progressive wage, if 
the wages paid are a little higher than those prevalent in the 
locality, and intensive and close supervision is maintained. 
What is here done is, that in consideration of the payment of 
the higher wage the employee is called upon to exercise special 
effort, and take particular interest in his work: and as a higher 
wage is paid, the natural result is that applications for employ
ment are more uumerous than the vacancies, with the result 
that the selection can be made of the most competent workmen 
who can work up to the high standard of efficiency and output 
which may be laid down by the tnanagement in consideration 
of -the higher wage. The maintenance of this high wage also 
results in the employee being anxious to retain his remunerative 
job and thus a continuity of employment is secured. This 
method of remuneration -has, in other cases, been found to be 
the most wasteful ; and has been superseded by more scientific 
methods (as dealt with hereafter) in all industrial centres of 
Europe and America. In the words of Mr. J. Russell Smith, 
from ~hose hook on "The Elements of Iudustria1 Management" 
we have already quoted, "There is little doubt that day wage 
is a very unsatisfactory method, both from the point of view 
of theory and practice, for the reason that it can give little or 
no recognition to the fact that men are of different values. 
The attempt to reward A is apt to tnake B dissatisfied. Because 
of the lack of definite measurement of output, B thinks he is 
as good as A, or at least claims that he thinks so, which amounts 
to almost the same thing from the stand-point of diplomacy and 
relationship within the works. As an evidence of the weakness 
of the systetn of day work, experiments have produced double 
the output with no increase of wages, merely because it became 
known just what every man was doing. By this mere turning 
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on of the light, or of having knowledge (like the force ~ public 
sentiment) we produce this 100 per cent increase." There is 
therefore no room, for doubting the proposition that mankind 
is not inclined to do its best unless an element of encourage
ment, in one form or other, is introduced. The best medium 
through which the workers' efforts can be encouraged, is 
through the introduction of a system which measures the result 
of their work, and rewards them in proportion to the quality 
and quantity of production. This brings us to the considera
tion of a system known as remuneration of labour on the piece
wage basis. 

11fE PIECE.WAGE SYSTEM AND ITS VARYING MANIFESTATIONS, 

Under this system the employer pays a set rate per job or 
unit produced. This is, of course, a question of contract 
between the employer and the workman. The rate is arrived 
at after a careful calculation of the previous performance of the 
average standard of workmanship on the time rate principle. 
Under this system a workman is encouraged to put in his best 
effort, and save as much time as possible with a view to pro
ducing more, and thus, it may be worked to the mutua! 
advantage of the employer and the employee, as long as it is 
not allowed to be overdone, for any excessive zeal shown here 
may lead to overwork, which may impair the health of the 
employee and consequently injure his e1Iiciency-a tendency 
which has to be closely guarded and provided against. The 
employee under this system is more inclined to help the manage
ment in its efforts to provide the right kind of raw material, 
and dislikes delays through break-down, which lie tries his best 
to prevent. The cost of general supervision is also lowered, as 
it is to the employee's advantage to be more careful and 
industrious. The chances of loafing, or wasting of time in any 
other form, are also minimised. Besides these points, the 
employee who is not satisfied with the average wage earned on 
the day-wage system, and who possesses reserve powers for 
extra production by extra effort, is given a full chance to make 
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use of his ability and earn more. If these experiments on the 
piece-wage system result in an appreciable increase in the out
put, as they generally do, the employer can in course of time 
afford to reduce the number of hours of work per day without 
lessening his normal production. Another advantage afforded 
by this system is that in calculating the cost, the employer's 
work is much simplified owing to the fixed rate he pays per 
unit of production; whereas, under the time-rate the cost 
constitutes a :fluctuating item. This factor, viz., the convenient 
and easy standard for calculation of the cost. of production, is 
in itself of great advantage in these days of keen competition 
among manufacturers, when quotations must necessarily be as 
low as possible in order to secure business, at the same time 
guaranteeing .a fair margin of profit. In certain trades, parti
cularly in the textile manufacture by machinery, the piece
wage system can be employed with advantage, as here the 
quantity of work done can. be accurately measured. The 
workmen engaged in 1;his branch of industry in Europe and 
America generally prefer the piece-wage method of remunera
tion, as they have found by experience that it ensures identical 
payment for identical or equivalent effort. In the boot trade, 
also,the piece-wage method is generally preferred and largely 
employed. On the other hand, in industries where ,a fair 
agreement between the employer and employee as to the identi
cal payment for the identical effort or production cannot be 
arrived at, owing to the peculiar nature of the enterprise, the 
piece-wage system is objected to by the employees. This is 
the case where a 'workman has to be employed on a variety 
of operations in factories where the output varies from day to 
day, such as the engineering trade. 

The disadvantages said to be inherent tG the piece-wage 
system must als<> be considered. It is alleged that workmen in 
their efforts tG produce as much as possible in the day are less 
likely to spare machinery, tOGls and raw material. It is alS<> 
asserted that under the piece-wage system the quality of pro
duction may suffer. With regard to the latter objection it 
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might be added that in most of the trades whel'e the. piece
wage system is in force, this tendency to sacrifice quality to 
quantity is guarded against, both through the medium of careful 
inspection and by limiting of the total output per employee per 
day. Another danger is that the· employer may ·cut the rate 
when he finds the employees earning high wages. This ten
dency is no doubt present in some cases, but it strikes at the 
root of efficiency, and only the most short-sighted of employers 
stoop to adopt such a dishonest course. A further drawback 
is that workmen are, in some cases, inclined to take long 
interva1s of holidays, because they have managed to earn more, 
and can afford to take these holidays out of their savings. .The 
fact that this system may lead to excessive fatigue has already 
been referred to. This danger is accentuated in cases where 
the basis on which ·the piece-wage is calculated is so unjust as 
to force employees to work their hardest, at the greatest speed, 
in order to earn just a subsistence wage, as is the case in some 
of the sweated industries of Europe. With all these draw
backs a well regulated piece-wage system is undoubtedly 
superior to the day or time-wage system. 

In connection with piece-wage payments the actual rates of 
wages to be paid should be fixed after careful calculation; 
because if they are once so fixed, and are then found to be 
higher than is warranted by the output in quality and quantity, 
it is very difficult to lower the rates without creating 
discontent and friction· with the employees. Frequently this 
discontent is sought to be got over by re-arrangement in the 
operations or units, and thereafter fixing new rates based upon 
such re-arrangement of operations and units. The usual basis 
on which piece rates are calculated is on' the basis of an 
averagely efficient workman's time and the usual production 
under the time-wage system per hour. 

The balance system and the balance debt system are the 
two most prominent systems employed in connection with piece
wage. In the case of the balance system, the workman is 
employed at a certain rate per hour in wage and the piece-work 
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which he has to do is fixed per job. If he earns on piece-work 
a-larger amount than he would have earned on the rate fixed 
per hour, the. balance of excess wage will be paid to him in 
addition to his per hour wage: but if his piece-wage earning is 
less than his wage per hour, he will be paid according to wage 
per hour. Here time has to be carefully noted as well as 
production. 

As regards the balance debt system, if the piece-wage 
earned is higher than the day-wage, the workman is paid the 
piece-wage, but if on the other hand the piece-wage earned 
by him is lower than the day-wage, the balance is debited to 
him as a debt, and carried forward against him to be deducted 
from any subsequent balance of piece-work in his favour. 

It may be mentioned here that piece-wage may be divided 
into (I) a plain or straight piece-work wage, where each indivi
dual is paid directly according to his output, etc., or (2) a 
group piece-wage where the individual workman receives an 
allotted share of the earning of the group of which he is a 
member, and which is working on the piece-wage system, or 
(3) a combination of time and piece-wage rates as the weekly 
number of hours and wage paid on it, together with the actual 
price of piece-wage production in excess of th.e stipulated 
amount. 

Mr. Cadbury in his book on "Experiments in Industrial 
Organization" puts the case in favour of the piece-wage system 
on grounds which his practical insight has helped him so 
accurately to gauge, viz., that "After a good deal of experience 
with thousands of piece-workers it has been found that from 
five to ten per cent have a natural gift for speed, and will always 
earn about 20 per cent above the average upon whatever 
process they are engaged. These workers pay the employers 
best and should be encouraged, and an enlightened employer 
will never grudge the extra money they earn." 

Time Recording.-In connection with the above discus
sion we notice how important it is to provide for an accurate 
recording of time in a manner which is satisfactory both to 
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the employer and the employee. The modern factories and 
mills use the latest devices for this purpose, known as ;'Time 
Recording Clocks". Each workman is given a number which 
number is printed on a card and placed in a rack at the entrance 
to the works under the supervision of the gate-keeper. On 
arrival the workman takes his time card bearing his number 
from the "out" rack, and after placing it in the "in" rack, 
presses a button or depresses a lever, with the result that the 
time of his arrival is duly recorded upon the card. Thus a 
glance at the "out" rack will give the numbers of the cards 
of employees who are either absent or late in arrival at a parti
cular time. In the case of late arrivals, the machit!e 
begins to print the time in red ink, and thu.~ the late arrivals 
are distinguished on the cards from those who arrived in time. 
Intensive supervision has to be maintained, in order to see 
that the workman does not oblige a friend who is absent or 
late by using his card, and thus cover a late arrival or absentee. 
Frequently, with a view to preventing this. trickery, the 
arrangement is that the workman has to hand o~er his card to 
the gate-keeper, who has to place it in the machine and get the 
time printed on the said card. The saIne procedure will be 
followed at the time of leaving the factory, either during the 
day or at night ; and the cards will then be replaced in the 
"out" rack after the time of departure is recorded on them. 
There are, of course, different makers offering different types 
of time clocks and machlnes, and each factory selects one which 
i. suitable to its requirements. 

The other method is where numbered discs are used, and 
each workman as he arrives takes his own numbered disc from 
the "out" board and hangs it on the "in" board. These discs 
are all collected after the time fixed for the arrival of all work
men has eA-pired and the out board is removed, so that every 
workman who arrives late has to obtain his disc from the gate
keeper or time-keeper who takes note of the exact time of 
arrival of the said workman. This is of course an old
fashioned system: the ti/l1e recording clocks being the latest 
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and most modern method, are now universal in all advanced 
factories and workshops. 

TIME AND PIECE RATES COMBINED. 

Progressive Wagel.-Other employers besides Mr. Cadbury 
have discovered that a certain percentage of workmen 
have a special capacity for speed, and will always earn about 
20 per cent above the average if they are given the chance to 
do~; What is more, even the average workman seldom gives 
the best result of his work to the employer unless some incen
tive is offered to him to do so. They had recourse to the piece
wage system descnDed above as an improvement on the day
wage method of remuneration. One of the ~bjections to the 
piece-wage ,. system was that the employee was not 'guaranteed 
any minimum wage, and in cases where the supply of labour 
was abundant, the piece-wage rate was so lower¢ that it led 
to sweating and other evils. Workmen's aSSociations and 
trade unions began to object to the piece-wage system pure 
and simple, and agitated for a guarantee of a fair minimum 
wage in connection with certain trades. This gave rise 'to a 
number of systems of wage payment which technically came 
to be known as the "Progressive Wage" systems, or Premium 
Bonus methods of payment, under which the employee, besides 
being guaranteed a minimum wage, the amount of which is 
based on a certain time occupied by him, is promised an extra 
reward in case the output in that time were to exceed the 
standard laid down. This reward was to be either a fixed 
amount or in proportion to the actual extra output. To cite 
an example, suppose in an engineering workshop a workman 
were to be employed to produce valves. Here in the event of 
his producing a larger number of valves than the standard laid 
down for a fixed number of hours, he gets, besides his usual 
time-wage, so much extra for each extra valve produced. The 
standard of production laid down is based more or less on the 
basis of approximate output which an averagely efficient work
man was expected to produce in the usual course. In England 
this system takes various forms. There is the system as above 
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described under which the extra payment is made in proportion 
to the extra output. In other cases a fixed bonus, or premium, 
is paid for exceeding a certain minimum production ,laid down 
for a fixed time. In the latter case, the standard of production 
laid down is usually high, based as it is on the average output 
of a first class workman, and the object is to encourage every 
workman to attain that standard. The employee no doubt gets 
his usual time-wage, whether he attains that standard or not, 
but if he does attain it, he gets in addition the prescribed bonus. 
There is a further modification of this system under which a 
sort of race, or competition, among workmen is introduced, by 
which the workman who brings out the largest output of all 
others during a certain time, is given a certain reward, and it 
is thus hoped that by making all the employees work and strive 
to secure the prize, the general output may be largely increased. 
Efficiency is a1sG souiht to be improved by other methods under 
which a workman is given an additional reward for an improved 
quality of production. Waste in raw material is also prevented 
by offering premiums or rewards for saving in the use of raw 
materials. 

To put it briefly, all these premium or bonus plans have 
as their objective the quickening of production, and constitute 
a combination of the normal day wage and piece rate; but the 
bonus or premium is calculated in the terms of hours saved. 
The different systems differ mainly on the principle of calculat
ing bonus, and also BS to the basis on which the advantage of 
saving of time is assured between the workman 'and the 
employer. The most prominent 1l\ethod employed is to fix a 
standard time in which a specified job or a portion must be per
formed, and if the workman performs it within a lesser time, 
a specified proportion of the value of time thus saved forms the 
standard of calculation of the bonus which is to be paid to him. 
The most prominent of these systems are the Halsey, Taylor 
and Rowan premium plans. 

The Halley SYllem.-The method commonly known as 
the Halsey system, after its inventor Mr. Halsey, is one under 
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which a standard output, based on an average workman's result 
of past efforts is laid down, and every· workman who produces 
that much, within the time laid down, is rewarded according 
to the actual time saved. This system encourages every work
man to try his best to earn the premium. In laying down this 
standard, care must he taken to fix an output which is a fair 
one, which an average workman generally produces: as other
wise", if too, high a standard is laid down, the majority of 
workmen might lose heart after having vainly tried to attain 
the same by repeated efforts, and may give up trying to increase 
their output or raise their speed. The premium fixed should 
also he moderate and not very high, as otherwise, the employees 
may begin to earn very high premiums to the detriment of the 
employer, who will find it very difficult to improve matters by 
trying to cut down the rate. It is always easier, and more 
encouraging, if a moderate rate of premium is gradu~ly increased 
as circumstances permit, but the cutting down of .. rate, which 
was through a mistake originally fixed at a higher. Scale, strikes 
at the root of efficiency and leads to heart-burning .and troubles. 
In the words of Mr. Halsey uH the premium he cut, the work
men will rightly understand it to mean, as under the piece-work 
plan, 'that their earnings are not permitted to pass a certain 
limit, and that too, much exertion is unsafe. The very purpose 
of the plan is to avoid this by so dividing the savings betWeen 
employer and employee as to remove the necessity for cutting 
the rate, and hence enable the workman's earnings to he limited 
only by his own ability and activity. The baneful feature of 
the piece-work plan is thus completely obviated, and instead 
of periodical cuts, with their resulting ill feeling, the premiums 
lead the workman to greater effort, resulting in a constant 
increase of output, decrease of cost and increase of earnings." 

The Rowan Premium Plan.~Under this system the 
workman is guaranteed a minimum, which is his daily or hourly 
rate of wage on the time system, and thereafter, for every piece
work, or job, or portion, assigned to him, a standard time is 

,fixed for its completion and if he completes that work within 
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that time, the bonus will be paid on the hasis· of the time 
actually saved. The premium is actually the proportion of the 
time actually taken to perform the job which the time saved 
bears to the standard time allowed to the job. The Rowan 
system is less favourable to the workmen while compared with 
the Halsey system, as it is possible, under the Halsey system, 
to earn a higher wage, because in this system the worker 
receives a fixed percentage of increasing sum ; whereas in, the 
case of Rowan, the bonus is an increasing proportion of a 
decreasing sum. 

Thus in the case of the Halsey plan, supposing that the 
standard time fixed for the operation is 10 hours and the actual 
time taken is 7 hours, the workman receives his usual day wage 
for the actual 7 hours for which he worked and in addition he 
is paid a certain fixed percentage, say 30 or 40 per cent, of the 
time actually saved, by way of bonus, the time saved being 
three hours. The 40 or 45 per cent of the wage payable for 
three hours which the workman has saved will be paid. 

In the case, however, of the Rowan plan, it the time fixed 
is xo hours, and the workman completes the work in 7 hours, 
the time saved is three hours, which works out at 3/IOths of 
the standard time, "Viz., 10 hours, and the premium payable is 
hased upon 3/IOths of the time taken, "Viz., 2.1 hours. 

Where however the time saved is greater, as in a case 
where, out of 10 hours fixed for the work, the workman per
forms same in four hours, the Rowan plan gets him a lesser 
total remuneration than the Halsey plan would do, as the 
following calculation taken from Mr. W. W. Bigg's Cost 
Accounts would show:-

~PLm.. 

Hourly rate for tim. ta1r:en-4 hours @ Is. 6d. ... 6s. Od. 
Time saved 6 hours 
Worker will reeeive 4 hours' wages. plus 50 per cent of the 

time aaved by way of bonus, I .•.• a further 3 hours' wages. 

Total remuneration-7 houra @ Is. 6d. lOs. 6d. 
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R ........ Plan. 

Hourly rate jor time takeD-4 hours @ Is, 6d, '" 
Time' 'saved 
Proportion of standard time-eix-tenths. Preiaium.--eis-tenths 

of 'time taken, '.e., six-tenths of 4 hours 

Total remuneration (6s. Od.+3s. 7'2<1.) ... 

68, Od. 
.6 hours 

2·, hooTS 

9s. 7·2<1. 

It .will be interesting to take tbe calculations given by tbe 
same 'autbor in connection with tbe lesser number of hours 
saved under botb systems as under:-

HaIooF Premiam PIaa. 

Standard time for given operation 
Hoarly rote of wages 
Actual time taken 
Worker will receive " hours' wages plus, say, 50 per c.ent of 

the time saved by way of bonus, te., a further one and 
a half hours' wages. 

Total remuneration --8l" hours @ I.. 6d. 

10 hoors 
1 •• 6d.· 
7hoora 

120.9d. 

Tha. a saving in direct wages of 20. 3d. is elIected b,y the employer, 
whilst the employee enjoys an increase of over 22 per cent Oll bis 
hourly rate of wages. 

Ro,..,. l'Iremiam Plan. 

Taking the detail. given for the Halsey plan the worker's wage. 
and premium. would be as under:~ ~ 
Hourly rate for time taken-7 hours @ I •• 6d. .., lOs. 6d. 
Time saved 3 houra 
Proportion of standard time-throe-tenths. Premium-three-

tenths of time taken 2·1 hours 

Total remuneration (lOs. 6d.+30. I·Sd.) 130. Hd. 

-The TaYlor SYltem.-Under tbe Taylor differential pi~ 
, wage system, invented by Mr. Fredrick N. Taylor, a standard 

of work is laid down which' a first class workman is expected 
~o produce or finish within a certain time. If tbe workman 
·:finishes tbe work in tbat time he is given rapid promotions. 
If, on 1:4.e otber hand, he fails in that attempt, hia wages are 
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proportionately cut. Here, of course, the daily tasIc is clearly 
-laid down for each man, which standard is arrived ataftea'.much 
care and deliberation and the main obiect of thissy:;tem appears 
to be ',to encourage the best class of workmen, -as opposed to 
inducing those of a lower calibre to improve themselves. 

COLLECTIVE WAGE SYSTEMS. 

The various forms of remuneration of workmen as- dealt 
with above are shown as applied to individual workmen. 
These methods are improved upon, and a group of workmen 
is made to work on methods which are more or less applications 
of the system described above; the only difference being that 
they are applied to groups instead of to individuals. They 
are known under designations such as (l) collective task-wage, 
(2) collective piece-wage and (3) collective progressiv":'wage. 

Collective Talk-Wage.-Here a group of workmen is 
given a set of work which is to be finished by a fixed time. 
If they complete the work within the time allotted, they are 
paid the amount of wage agreed to. If, on the other hand, 
they fail to complete the same, their wage is proportionately 
cut. There is a further stipulation that no extra payment is 
to be given for the excess produced. -

Collective Piece-Wage.-Here, also, the principle as 
applied to the piece-wage system described in the case of a 
single employee holds good. The difference is that a group 
of workmen are carefully selected to do a set piece of Work, 
and they are paid a lump sum in proportion to the actual pro- . 
duction turned out. This lump sum is divided among the 
individual members of the group, in proportions fixed before
hand according to the nature of the work on which they ;"e 
employed. This method of remuneration is largely applied in 
Europe and America in the ship-building trade, glasSworks, 
dockyards, etc., with excellent result. . 

Collective Progreuive Piece-Wage.-Under this method, -
a group of_ employees, whether of equal merit or otherwise, is 

25 



886 Business Organization 

employed at fixed wages at so much per day or week. A 
minimum production for each group is laid down, which, if 
exceeded, . entitieS the group to a premium proportionate to 

the excess. This premium is divided among the workmen 
according to the recognised merits of each member of the 
group. The wages fixed p.~ time must be paid, even where 
the ~eqwsite minimum is not reached. Further modifications 
of thiS 'system are. also in work, with which we need not deal 
here. 

The Collective COlt Premium BODUI Scheme.-Here the 
standard cost of materials, day wages, and such proPortion of 
overhead expenses as it is possible for the employees to 
inBuence . as regards the reduction in cost, is taken. If the 
actual cost as worked out falls below the standard thus arrived 
at, a proportion of this saving is treated as a bonus, to be 
paid to the eriJployees. . 

Towne Gain.Sbaring Sy.tem.-:This systeriJ is named after 
Mr. H. R. Towne, who was. the first to introduce' it. Here, 
half of the reduced cost of labour, calculated on a proper 
standard output, and based upon previous results, is distributed 
by way of bonus among the workmen, including the foreman. 
The foreman gets a certain percentage as fixed in ad~nce, 
and the balance is divided among the workmen engaged in the 
~peration. It is said. that as this bonus is paid half-yearly, it 
loses some of its importance as an incentive to individual 
workmen ; though it is admitted that the fact that the foreman 
gets a shar", of it tends towards co-operation between the f0re
man and the workman. 

Prieltmu', Production BODuI.-In this case the standard 
prodl\.ction per week is arrived at, and is valued in so many 
points for each class of manufacture. If the output of any 
week happens to be above the standard thus laid down, a 
bonus is distributed among the employees after calculation of 
the value of the points in excess. 
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PROFrr SHARING. 

Profit sharing is a system under which the capitalist allows 
his labourers a share in the profits over and above their wages. 
It is thus attempted to give the workmen a direct pecuniary 
interest in the profits made by the enterprise and thus 
stimulate their efficiency all round. They are thus likely to 
waste as little time, raw material and motive power as possible, 
and try their best to sa~ tools· and machinery. The net,result 
of their efforts, it is expected; would more than compensate 
the employer sufficiently for the amount paid out as profits to 
workmen. The original inventor of this ide.. is said to be the 
French house·painter M. Lac1aire, who calculated that if he 
could make his employees waste less time, and economise the 
use of raw materials and tools, he could effect a net saving of 
over £3,000. He offered to pay a portion of it to his workmen 
as a share in the profits. These profits are either paid out 
yearly, or a portion, or the whole of it, is placed to the credit 
of the employee to create a sort of provident fund, which has 
the additional merit of preventing him from leaVing the service 
of his master. According to Mr. Sedley Taylor, "the increased 
activity of the workman, his greater care of tools and materials 
entrusted to him, and the consequent possibility of saving a 
considerable part of the cost of superintendence, enable profits 
to be obtained under a participating system which would not 
accrue under the established routine. If these extra profits 
were to be wholly divided among those whose labour produced 
them, the employer would still be as well· off as he is under the 
existing system. But assuming that he distributes among his 
workmen only a portion of this fresh fund, and retains the rest 
himself, both he and they will, at the end of the year, find their 
account in the new principle introduced into their bUsiness 
relations. " 

The usual method employed is to fix a reserved limit out 
of profits, which is to be applied towards the payment of 
partners or proprietors of the concern by way of their share 
of profits, in consideration Gf' their capital employed, plus 
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salaries for the actual services rendered by them as managing 
partners. If the said reserved limit is exceeded, the employees 
share in the excess as arranged. Of course, much would depend 
on this reserved limit, anll great care and careful calculations 
on the, basis of past experien.;e have to be gone into, before 
arriving at a limit which will be fair to both parties. In other 
concerns, instead of providing for a division of profits among 
the employees in general, as of the whole establishment, it is 
arrange4- to divide the business into departments, and then to 
"prepare ,a system under which the, employees are given an 
·interest in the profits made, which are ca1cu1ated on the basis 
of the working of each department. 

There are other cases, where the employee is made to 
purchase a share in the capital in one form or other by permit
ting his profit bonus to be credited to him, instead of being paid 
out in cash, until a certain minimum is collected, after which, 
the excess is allowed to be mawn out. This takes the form 
known as profit-sharing and co-partnership. ¥rs. Fawcett 
speaks of the instance of the Metropolitan Gas Company in this 
connection as follows: -"In the year (1899) the managing 
director and chairman of the company, Mr. (now Sir) George 
Livesey, conceived of the idea of profit-sharing or co-partner
ship as a means of securing mutual con1idence between 
employers and employee, and of inducing the men to take a 
real interest in the welfare of the company. The Gas Workers' 
Union and Coal Porters' Union had lately been formed, and the 
-companies were continually harassed by what they felt to be 
unreasonable demands on the part of these Unions, and also 
by the evidence of hosti1ity and antagonism which they cons
tantly displayed. In October 1889, Sir G. Livesey made to the 
whole of the workmen, numbering about 3,000, the following 
offer; those who would sign an agreement to work upon given 
terms for twelve months were offered a share in the profits of 
the company in the form of a percentage on their wages ; and 
in order to make the advantage of this offer at once a tangible 
reality, its effect was to be retrospective; that is to say, the 
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company, in October 1889, offered to every man who accepted 
the agreement, and who had been three years in their Service, 
a bonus of 8 per cent calculated on one year's wages; thus if 
a man were receiving 30 shillings a week, he would, if he 
accepted the company's terms be at once credited. in their books 
with a sum of rather more than £6 l .and besides this he would 
in future participate in the profits earned in proportion 'to his 
wages. Abont 1,000, out 'of 3,000 men employed by the com
pany, accepted this offer, and the sum credited to theril 'by the 
company amounted to £8,000 ; ... ' .•. the.partjcipation in profits 
by the workmen gave them a direct p~cuniary interest in trying 
to make gas as cheap as possible; that is, it was' a constant 
stimulus to them to work with efficiency and econop1Y." 
According to Mrs. Fawcett "the profit-sharing principle has 
since steadily developed in this company side by side with its 
growing prosperity." 

The' drawback peculiar to this system of profit-sharing is, 
that it does not give the workmen any voice in the manage
ment, and that under it the more capable worn.';en receive the 
same remuneration· as that paid to the less competent, a factor 
which is likely to discourage superior men. According to Dr. 
Shadwell (Industrial Efficiency) "From the efficiency stand
point it is not so bad economically as ordinary time-wage condi
tion because the earnings of all alike depend directly upon 
their exertions. It does not differentiate between individuals 
according to capacity ... · 

To summarise, the advantages a~e:-
(1) this system reduces friction and tends towards co-operation 

between the labour and capital, 

(2) the workmen being interested in the profits, there i. less 
waste of material, fuel, power, etc., and greater care in the 
use of machinery and tools, 

(3) intensive supervision is unnecessary and thus sapervision 
costs are red~eed, 

(4) the incentive thus created results in improvement and 
increased efficiency of the workmen. 
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The disadvantages are:-
II) that this system bas a tendency to break the solidarity of 

trade unions, because the workmen engaged in profit
sharing groups begin to look upon their own group as a 
IUlit to be reckoned with, ...id disregard their lUliona. The 
resultant eIIect of whiob is the attitude of workmen 
opposed to profit-sharing sobemea, 

(2) where profits are not salliciently large, incentive may be 
ahaent and the sobeme is likely to fail, 

(3) nnt... the management ia salliciently efficient, the fruits of 
the workmen'. ellorta towards larger profits may be 
destroyed through managerial inefficiency, 

(4) nnt... an arrangement is made for calculation of profits at 
short intervals, the incentive may fail. 

CO-PARTNERSHIP. 

In the case of co-partnership proper, workmen are repre· 
sented on the board of management and receive a share of 
profits. According to Mr. Chapman in his book on "Outlines 
of Political Economy", "it implies both control·sharing and 
profit-sharing." Co-partnerships have met with greater success 
than productive co-operation or profit·sharing pure and simple. 
This system has proved most successful in businesses where a 
constant change of workmen is detrimental to the efficiency and 
success of the business; and it is claimed for it that it creates 
an interest in the business among workmen of a much higher 
order than that created by the other systems dealt with above. 

With reference to co-partnership, it may be noted that one 
redeeming feature happens to be that here the workman can, 
through investment of the profits distributed to him as a bonus 
on a profit·sharing scheme in shares of the concern, become 
both a proprietor as well, as a sharer in profits, in addition to 
his position as a workman. As against that, it should be 
remembered that in' most cases, the share which comes to an 
average workman is too small to enable him to hold a suffi· 
ciently substantial number of shares to get effective control 
by way of voting power in the company ,oncerned. The other 
argument against this system is, that it is dangerous for a 
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workman to invest all his saving in one concern, in which he 
is serving because failure of the concern may deprive him both 
of his job and his savings. Great care has to be displayed in 
connection with the distribution of these profits among work
men according to their efficiency and class, in order to avoid 
dissatisfaction and agitation on this score. The usual method 
followed is to base the share of the workman's salary or a 
compensation of salary on the length of his service. There 
are other cases where percentages are fixed on the basis of the 
posts held; such as managers, foremen, workmen, workwomen 
and boy employees. 

MINIMUM WAGE;. 

Labour has generally agitated for what is called a 
"minimum wage", and, looked at from purely humani
tarian and national stand-point, there is no doubt that 
sweated labour, as such, should be avoided or prevented. The 
difficulty only arises in the case of industries where what may 
be considered a minimum wage cannot be imposed without 
closing down the industry: and here, too, there are, of course, 
differences of opinion. It is generally, however, accepted, that 
a reasonable standard of living should be maintained, frOI1\ the 
stand-point of the general health and well-being of the employee 
concerned and the class of work he is doing. Many industries 
have, by agreement, arrived at a standard of minimum wage 
based on the output; and it is said that in the cotton trade in 
England, where the trade unions are generally strong, the same 
has been agreed to. There are other trades where legislation 
had to be enacted with a view to imposing compulsory mini
mum wages. The advantages of fixing a minimum wage are 
obvious. The most important is, that it prevents sweating. 
The disadvantages claimed are on the ground that the fixing 
of a minimum wage may tend to make it a maximum wage. 
The other objection is, that a9 this minimum wage must, of 
necessity, differ from place to place in accordance with the 
cost of living, etc., the standard of wages may also fluctuate 



39~ Business Organization 

in spite of there being a fixed standard of wage all round. In 
India we are confronted with a similar difficulty in the present 
effort of the Governments to fix a minimum wage in connection 
with the cotton textile industry. Our difficulty is, that if a 
wage were to be fixed, applicable to the whole of India, a 
province where labour is particularly dear might be taken as a 
standard, and the industry in other provinces might have to pay 
that high wage also. This standard wage is what is sought to 
be achieved by the management in the industry, because it is 
naturally afraid that if, in one province, or even in one town, 
the minimum wage· is fixed at a much higher rate than in 
other provinces or other towns, the industry is likely to 
migrate to the province or town where conditions are easier. 
The other difficulty with which we are confronted in India, 
is that there are ruling States where labour legislation either 
does not prevail, or prevails in a more or less irregular fashion: 
and that any enforcement of an exceptionally high minimum, 
or even living wage, standard, may tend to drive the industry 
outside British India. 

LIVING WAGE. 

A living wage has been defined in various manners, 
but according tq the author, having studied the differing 
opinions, a living wage is a standard arrived at embracing 
the necessaries of life, plus certain amenities considered· 
necessary for its well-being, having in mind the condition of 
labour of a particular denomination. It should be a wage which 
acts as an incentive to the workman to work a.nd produce 
sufficient, in quality and quantity, to justify the payment of 
such a wage by the industry in· which he is employed. How
ever, it must not be forgotten that in a country like ours, where 
labour is absolutely illiterate, a method of payment of a living 
wage, as well as the calculations by which one can fix that 
wage, will naturally have to be considered from a different 
aspect from those .prevailing in the advanced countries of 
Europe and America. The living wage when paid to an 
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educated or literate workman is naturally utilised for healthy 
living, as well as various comforts and amenities, plus a saving 
for a rainy day; but it is the experience .. f European and 
American countries, that where such a living wage was paid 
to an illiterate and backward class of labour, it was wasted on 
vices and drink, instead of for the benefit of the workman, his 
family and his comforts. The other difficulty which will have 
to be considered, and which makes the problem even more, 
complicated, is the fact that in our country labour is not con~ 
fined to one community or class. The Kokan labour which is 
largely employed in Bombay is so different in its temperament, 
outlook and methods of living from that at Ahmedabad or 
Sholapur. It may be that the illiterate workman, when paid 
a higher wage, (i.e., a living wage, which embraces in its 
alculation items of comfort, social amenities, education of 
ehildren, etc.), may, instead of utilising the money for, the 
various purposes for which it is given, take comfort in taking 
holidays or absenting himself from work for so many days in 
the month. Absenteeism in our mills and factories has always 
been an important problem even under the present conditions. 
If he did tbat, or if he utilised a portion of the wage on vices 
instead of amenities, the object with which the living wage 
was paid would be defeated. In the author's opinion, there
fore, instead of the wage being paid directly to the workmen in 
full, some arrangement must be made, either through the recog
nised trade union if that is possible, or through the employer, 
for supplying these amenities in kind: for which a percentage 
may be deducted from the said wage for the purpose of meeting 
the expenses of such amenities. One of the elements of effi
ciency of labour is regularity of attendance, and care should 
be taken to see that nothing is done which is likely to destroy 
that most important element in the interest both of labour and 
industry. 

PARTICIPATION IN MANAGEMENT. 

We have considered various schemes devised with a view 
to bringing harmony and satisfaction among workmen, and 
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thereby to induce them to co-operate with their employers to 
the benefit of both. There are, as we have seen, profit-sharing 
and co-partnership schemes; but the industrial organization 
has gone much further and has tried, if possible, to give the 
workmen a chance to participate in the management in one 
form or other, with a view to making them understand and 
appreciate the difficulties of management. UsuallY' the work
man has no worries of management after he leaves his work 
for home, but the manager, virtually speaking, is worried over 
the problems of his own office for the twent:t-fonr hours of 
the day. This fact is not llSna11y appreciated by labonr and 
jealousy of the management is most common. Leaders of 
industry have sought to remedy this by some method or device, 
and thus we have the different forms of participation between 
labonr and management. 

Council Plan.-This organization is devised more or less 
on a political organization basis; For example there is what is 
called the "House" , which is elected by the labonrers; a 
superior group known as the "Senate", is elected by a fore
man; and at the top of these two is the "Cabinet", made up 
of executives. The "House", made up of labourers, is invited 
to make recommendations which pass through the "Senate", 
with its observations and remarks if any, and 'ultimately find a 
resting place in the Cabinet, which carefu11y consideR! the 
propositions, and gives effect to them wherever possible to the 
advantage of the concern. It is said that this system has one 
defect, inasmuch as separate groups of workmen are not 
brought together in one large group, where exchange of ideas 
between the foreman, workmen as well as executives may be 
made. 

Committee Plan.-We thus arrive at what is called a 
"Committee Plan", under which the representatives of work
men, foremen and the executives meet together and discuss 
the problems, of the work. Thus a humble workman may be 
brought face to face, on equal footing, with the highest 
executive, and is given a chance to consider the managerial 
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difficulties and problems, as well as to put before the principal 
executive his own point of view. This bringing together of 
workmen and foremen with the management is said to be most 
advantageous from all points of view. A satisfied workman on 
this Committee goes back '!I'd explains the position of the 
management, and its difficulties, to his fellows; and thereby 
brings satisfaction and harmony, and avoids friction and mis
understanding, which are the causes of industrial disputes. 

COMMERCIALJSAnON OF LABOUR. 

Under this system the manufacturer contracts ,with the 
trade union for a certain quantity and quality of production 
at an agreed price. The manufacturer provides the factory, 
machinery, plant, raw material and skilled supervision, and the 
union finds and pays the labour. The drawback in the work
ing of this system according to Dr. Shadwell is that, "it lacks 
the distinctive advantage which attaches to profit-sharing. This 

'lies in giving to the wage-earners a direct interest in the success 
of the undertaking as a whole, which is quite a different thing 
from the differential incentive of the, individuals. The latter 
elicits the best effort of each man by paying him accordingly, 
but it offers no incentive to him to promote the interest of the 
whole I;>y care of machinery, for instance, or by economy of 
power or raw material. It may even tempt him to be parti
cularly extravagant or careless about these things in the effort 
to increase his own outPut." The main object sought to be 
attained by this method of remuneration is to avoid all possible 
cause of friction between organized labour and capital by leav
ing in the hands of the trade union the work of remunerating 
each individual workman. 

HOUSING OF WORKMEN AND LOCATION OF WORKS

The housing of workmen is no doubt one of, the most 
important factors of health and the continued state of physical 
fitness. This is now receiving greater attention than it did 



Business Organization 

in the past, and the modern factory planning takes this factor 
increasingly in calculation. N ow-a-days the founders of 
factories locate them in the most advantageous site, in which the 
convenience of market, power, transportation facilities, labour 
and raw material are taken carefully into account. For 
example, in an industry engaged in the work of the canning 
of fruits and vegetables, the factory location has to be arranged 
in a place which is situated within as easy a reach of the sources 
of supply as possible, whereas, in the case of iron industries, 
the works have to be planted in the vicinity of the mine, as 
the transportation of a large quantity of raw materis! to any 
appreciable distance would involve a heavy burden on the cost 
of production and manufacture. Where factories and works 
have necessarily to be located in centres which are far away 
from the centres from which labour can be recruited, special 
arrangements have to be made for the housing of the employees 
who are brought from long distances. In other types of 
industry, like the cotton or woollen industry, the cost of trans
portation is so comparatively light, that the factories for the 
working of such industries are located far away from the 
centres of production of raw materials. In such cases the malln
facturer generally prefers suburbs to the city or the conntry
side. The city offers, no doubt, an advantage in the sense that 
skilled, as well as unskilled labour, is generally obtainable in 
good quantity, because there a family made up of grown up 
people as well as children can find situations suitable to each ; 
which a location far away from the city will not admit of, 
particularly wqere the factory is isolated from other' industrial 
enterprises. The city location entails, however, higher rent of 
land and building compared to that in the country, and thus, 
the factory buildings have to be cramped for want of space, 
and on other considerations of economy. The location of 
industries in the city also gives rise to objections on the question 
of the general health of its population, with ~he result that, 
as the cities go on expanding, factories and works are forced, 
througl, the action of the local authorities, to move out of 
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the centre o£ population. The housing accommodation for 
employees in the city ~ also far from being satisfactory. 

The countryside offers comparative advantages from the 
point of view of cheapness of land and site, and the wages, too, 
are generally cheaper. The dilIicultyexperienced ~ that skilled 
and superior labour ~ reluctant to reconcile itself to an oolated 
existence in .the countryside, and in order to make their pros
pects more inviting, high salaries have generally to be provided 
for this class of labour. 

The suburb, however, combines the advantages of a city 
as well as a country location. Its situation in the vicinity of 
a city makes it more acceptable to skilled labour. The land 
and site are comparatively cheap. It also affords sufficient 
opportunities for recreation in the open fields, where the work
men can settle down in a sort of a garden city built for them, 
enjoy plenty Of fresh air and take part in outdoor games during 
their leisure hours. Thus the chances of degeneration of the 
labouring population, as marked in connection with all city 
industries, can also be minimised. A model jactory town 
should, according to the best authorities, be built or allowed 
to grow up in the suburbs, particularly in connection with in
dustries where the location has not, as in the case of industries 
like the mining industries, to be compulsorily fixed far away 
from the centres of population. 

In older forms of industrial organization, however, where 
the industries. are located in towns and cities, the housing 
accommodation fur workmen is nnfortunately left to be pro
vided for by investors, who specially build these .houses for 
profit, and try to make their investment as paying as possible. 
The commercial zeal of the investors of thilj class has fre
quently led to the building of houses on plans where modern 
sanitary principles are, for the most part, neglected. 
In Bombay we have a number of buildings used by our work
ing classes as residence which in other advanced countries 
woujsj,.not be tolerated for a day. Not only are these chawl. 
far from being sanitary from a modern stand-point, but they 
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are also woefully overcrowded. This is no doubt most ad verse1y 
affecting the health of our workmen, with consequent injury to 
the efficiency of our labour . Nothing could be more desirable 
in the interest both of efficiency and industry, than to see these 
insanitary houses giving place to buildings on up-to-date plans 
specially built for our workmen. In Europe this ideal is being 
rapidly attained, according to Dr. Shadwell, as follows:-

(I) Sel/-help.-Agencies which include building societies, 
co-operative societies, friendly societies, etc., started by the 
working classes themselves, through the help of various labour 
organizations that have grown up in connection with the various 
industries there. 

(2) Philanthropy-which is represented by the employers 
of labour who voluntarily provide cheap and sanitary buildings 
for their workmen at moderate rents. 

(3) Socialism-which means State or Municipal efforts at 
providing cheap residences for the working classes within easy 
reach of industrisl centres. 

All the above named agencies are at work in Europe and 
America, where labour finds increasing facilities with regard to 
its housing. The English and American working classes, how
ever, are gradually getting 90 well organized in their countries, 
that in course of time State help or philanthropy will have very 
little to do, as they are, in return for an adequately' higher 
wage, attempting to provide their own housing as well as welfare 
institutions. The beginning was no dOl1bt made on the 
patriarchal system, which is giving place to self-help. Our 
workmen will have to be helped along in the same manner. 
The patriarchal system, in the form of employers' philanthropy 
and state-help, will have to be the starting points with us, as 
in Europe and America, until our labour arrives at that stage 
of advancement and organization, when it can be looked upon 
to provide its own wants in this direction by self-help. To 
quote Dr. Shadwell once again a "patrisrchal order of thinga 
existed before the organization of society came about." ~'The 
labour in Europe demands to-day not favour but justice. not 
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gifts but a fair share of takings, with the means and the oppor
tunity to provide its own welfare institutions. This is indeed 
a sound, wholesome and proper aspiration, inseparable indeed, 
from the organic development of society . Nor is it one to 
which the benevolent can object, for benevolence includes 
justice and liberty. Those who wish well to others, wish them 
at least. that. What an honest benevolent employer really aims 
at, is justice. In the older state of society it is attained in one 
way, in the hewer, in another." That is a state of affairs far 
off from the reach of un-organized, illiterate and relatively back
ward labour. At present our Indian labourers badly, need the 
sympathetic and nursing care of their more enlightened country
men, particularly their employers, who are no doubt in a posi
tion to assist them in a large way in this direction, in the 
common interests of labour in particular, and that of the infant 
industries of India in general. 

The Duputel Committee on ~bour Houaing.-The re
port of the Bombay Industrial Disputes Committee, when deal
ing with the housing problem, lays great stress -on this point. 
They are in favour of provision of housing accommodation by 
the State rather than by the employers 'because, according to 
them, "the employer is not the ideal house builder, if for no 
other reason than because it makes his employee, doubly 
dependent on him-dependent on him for his wage and for his 
home. In case of dismissal he loses both." The Municipality, 
the Improvement Trust, ,the Development Directorate are asked 
to hurry up, and according to the Committee "the need is so 
great, the city is growing so fast, that no effort can be spared 
to quicken up the building programme." Even the employers, 
whose "special responsibility" is also acknowledged in this 
direction, are urged to co-operate in building residential 
quarters for their employees on easy terms. Buildings built 
by the State are to be provided for by public taxation, and it 
is but fair that the employers who benefit directly from the 
results of labour of their employees, should be made to 
share as large a portion of the burden as can be conveniently 
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assigned to them. As we have already stated, at the present 
stage our labour must accept "the patriarchal order of 
things" as a temporary step, till it reaches a stage when, 
as in England, it can ask for "a fair share of takings" and 
build its own houses, out of its own increased income, on c~ 
operative and other basis. By carefully studying the experi
ences of English and American industries, and thereby avoid
ing errors, we can expedite our progress in this direction. 

COST OF LIVING. 

This element also plays a significant part, both in the 
determination of the standard of an adequate "living wage" 
for workmen, and the building up of their physique. It is no 
doubt to the interest of the efficiency oi the industries concerned 
that the necess.nes of daily life, particularly articles of food 
and clothing, should he procurable by working classes at the 
most advantageous rates. .It is hardly necessary to state that 
well fed, properly clothed and adequately housed labour is 
generally able to maintain its standard of efficiencY at a uniformly 
high standard. If, therefore, these necessaries are procurable 
at rates which are most advantageous from the point of vi"ew 
of labour, the wages of labour are also likely to he cheap&_ 
In those locations, particularly where owing to the plentiful 
supply of labour, wages are rather low, the physique of· work
men generally deteriorates owing to the want of sufficient 
nourishment, the insanitary conditions under which they are 
forced to live and the inadequate protection afforded by cheap 
garments in cold and damp weather. In such locations the 
need for an organized effort with a view to supplying these 
necessaries in a form most wholesome, as well as cheap, is no 
doubt greater when looked at both from the moral as well as 
materialistic stand-point. The employers of labour realised this 
in European countries some years go, and started special shops 
and stores where food-stufJ and clothes, suitable to the require
ments of the working classes, were offered for sale at whole
sale rates. This movement at a later stage developed into an 
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effort to supply its own wants, on the part of organized labour 
itself, with the result that co-operative stores run by labour' 
associations are quite a familiar adjunct to modem industria1ism. 

The cost of living of our Indian labour is perhaps the 
lowest, when compared to any other industrial country, in the 
world. The effect of this on efficiency has been already dealt 
with in the early part of this chapter. Grain and cloth shops 
for the working classes, which have of late been opened under 
the patronage of certain well meaning employers and enthu
siastic public-men, are bound to do an amount of good. The 
difficulty experienced in this regard, at least in Bombay, is 
largely due to the system of borrowing prevailing among the 
working classes, which keeps them perpetual1y indebted to the 
grain dealer, who also acts as money-lender. These grain 
dealers keep on supplying grain, even cloth in some cases, on 
credit. They also advance money on interest in cases where 
sudden illness, or the death or marriage of a member of the 
family entails too heavy a burden on their verY modest family 
budget, which amount is gradually recovered by· them out of 
their wages. In order to make these workmen buy at, and deal 
largely with, grain shops opened specially for them, some 
system will have to be devised which would help work-hands 
to close their accounts with money lending grain dealers, and 
at the same time enable them to secure a loan on advantageous 
and easy terms in case of contingencieS of the type mentioned 
above. 

CONSTITUTION AND PHYSIQUE OF WORKMEN. 

The physique of workmen is also one of the 'factors which 
influence their efficiency. Persons endowed with great 
vitality, and enduring powers, can withstand mental and 
physical strain for a longer period than those less fortunate in 
that regard. In certain c1ass of heavy work, which entails 
1ifting of heavy weights, etc., the workmen selected are those 
gUt<;.d with strong constitutions. Even in the ordinary walks 
of liIe, not excluding the learned professions, a robust 

lI6 
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constitution is an advantage of no mean value. The items that 
play an important part in relation to the physique of a nation 
are, (I) climate, (2) care of women and children, and their 
mode of life, (3) early education and care taken of the average 
youth during his school and college life, (4) quality of diet and 
the mode of its preparatioD, and (5) observance of the laws of 
hygiene. 

The influence of climate on constitution or physique is too 
well-known to need any I~ngthy treatment here. In India the 
various provinces differ so widely in their c1imate, that we com
monly see a parti~ar class, ~r race, hailing from a particn1ar 
district, enjoying a sort of monopoly for particnlar type of work 
for which they are physically best fitted. Mr. Sirkar in his 
book on Indian Economics, from which we have already had 
occasion to quote, states, that, "Bihar peasants are most 
industrious and patient, who have hardly any equal elsewhere 
in steadiness, intelligence and self-reliance. But in the pesti
ferous climate of Bengal and, Assam they have grown rather 
languid and fond of repose. The labourers of Bomhay and 
Upper India are strODg and. hard working." 

The infiuence of care on women, the mothers of the future 
generation of workmen, has !liready been dealt with. The 
same zealous regard must be paid fot'the health and well-being 
of children employed in factories, farms, mills, etc., as they 
are to provide our adult labour in course of time, and are to 
be the parents of the future generation of workmen. Various 
factory laws, as well as special legislation passed for the pro
tection of children, aim that way. All possible attempts 
shonld be made for providiDg the best means for recreation 
of children employed in industries, and play-grounds and 
special accommodation shonld be provided for. Arrangements 
ought also to exist for imparting elementary education to this 
class of labour during leisure hours. Much also depends on 
we taken of boys while at schools and colleges. If they were 
to be burdened with a heavy curricn1um, it wonld no d?Ubt 
adversely affect their physique, but the tendency to cram through 



Industrial Management and Labour Efficiency 403 

a course prescribed for gradual assimilation through a definite 
period of study of, say, a couple of years, in the last few months 
before the :final examination, has perhaps done more damage 
to the constitution of our young college students than all other 
factors taken tog~her. This tendency to cram is unfortunately 
noticeable all over the. world. In Indian Colleges, also, 
a good proportion of students do not work to a fixed time
table throughout the course as they are expected to do, and 
attempt to cram through their examinations at the last moment. 
The advantages of regular and sustained study, with a view 
to acquiring a deep knowledge of the subiects concerned, and 
with an eye to the development of the intellect by systemati
<:ally graded mental exercise, is appreciated by a comparatively 
smaller number, The result is that our young college men, 
the principal source of supply of our intellectual labour, are 
physically, as well as intellectuallY,not as strong as we should 
like them to be. 

The other factor which affects national health is the nature 
of diet and the mode of its preparation. The- author does 
not propose here to enter into a long. discourse on the merits 
or otherwise of vegetable as compared to meat diet; but it 
cannot be denied that in order to sustain the constitution in 
the fittest condition, the diet shonld be so prepared as to enable 
the system to imbibe the best nourishment out of it. If the 
culinary art is developed, as is frequently the case, more with 
a view to please the pa1iIte than to answer the daily require
ments of the constitution, the same is bound to affect health, 
and impair the efficiency of the persons concerned. 

ORGANIZATION OF LABOUR. . 

Labour has organized itself under associations and unions 
for self-protection as well as self-help. The very origin of 
the trade unions may be traced to the early conflicts between 
capital and labour in Europe and America. Separate unions 
are formed in connection with each industry. The early 
history of trade unions is full of bitter struggles, both against 
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the employer, and the obstacles presented by law in force in 
those days. They have managed, 'however, to get over all 
their difficulties, and occupy to-day a dignified position full of 
power and influence. The good influences '7ercised by these 
unions according to the best authorities are as follows:-

(I) They help to keep the wages on a uniform level: and 
that too according to the actual economic value. This has 
to a large measure made the employer's work easier, as in the 
early days of the trade unions the employees, seeing their 
power and strength as a united body, began to extort through 
strikes unreasonable wages; With the result that industry itself 
suffered, thus reacting on the workmen themselves. The trade 
unions and their leaders in Europe and America gradually 
began to appreciate the value of amicable settlements, so that 
to-day they hesitate to resort to this extreme course without 
exhausting all efforts to arrive at a more peaceful settlement. 
The author trusts that in India also similar conditions will be 
established at an early date through the spread of mass educa
tion and a wise guidance to labour by those in command. 

(2) The unions also enforce a spirit of self-reliance and 
self-respect among workmen, and thus build up national 
character. A self-respecting workman disdains to receive any
thing by way, of gift or alms, but wishes to be paid a fair 
share of takings, according to the actual work produced. 

(3) Being united under the banner of an organi2ed body, 
the workmen are able to negotiate with the employer with 
a status and self-respect. They are in a position to bring 
pressure on the employer to see that the factori;" are kept 
in a healthy condition, and that the hours of labour are con
veniently arranged. They are in a position, in case of a 
grievance, to represent their case through the union, which 
prevents unnecessary fight and disruption of work. Any un
reasonable demand on the part of any particular set of workmen, 
when brought before a properly regulated union, is bound to 
be rejected by its committee, which is selected in advanced 
countries from the most intelligent of workmen who, througb 
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experience, observation and voluntary study of the economic 
situation, are able to fully appreciate the problettls set before 
thettl. 

(4) Formerly, unorganized labour was not able to com
mand the advice and assistance of experts, and being itself 
either illiterate or half-educated, could not act with any 
substantial result. To-day the trade unions can get the best 
professional assistance, and are thus able to meet the. employer 
on an equal footing. 

(5) The trade unions in advanced countries are now 
sufficiently advanced to be able to undertake the work of 
improving the efficiency of their members by professionalising 
their respective 'OCcupations, and laying down a standard of 
efficiency and experience as a condition precedent to full 
mettlbership. Thus the "idler and the incompetent have no 
place in the Union." 

(6) The advent of trade unions has also raised and 
improved the general standard of living among the European 
and American workmen-an advantage of no small value in 
countries where the systems of incentive piece and time wages, 
on the most scientmcprinciples, are now in full application. 

(7) Trade unions with their growing power and influence, 
as well as the proper appreciation of the economic condition 
of industries, and the position of the capitalist in relation to 
industries, have brought into existence conciliation and 
arbitration boards, composed of the representatives of both 
capital and labour, thereby leading to a better mutual under
standing between these two hitherto c~cting factions. 

These are no doubt the advantages. The disadvantages, 
as stated by various authoritative writers and, thinkers, seem 
all to JIl"ise through the misuse of the powers of combination 
which these unions represent. A powerful union of workmen 
in any trade or industry, particularly in one like the coal 
mining industry, may, through an unreasonable demand for 
higher wages, bring not only the coal trade, but also all other 
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industries depending on the supply of coal, to a standstill, 
by going on strike on refusal of their unreasonable demand. 
Thus the innocent workmen engaged in other industries have 
to suffer for the obstinacy ,of a body in whose quarrel they 
have no share. If this unreasonable body were to succeed 
in getting unduiy enhanced wages, thereby bringing about B 

rise in' the price of coal, it might adversely affect other 
industries depending on coal in these days of keen industrial 
struggle between nations, particularly in foreign and colonial 
markets. This might either result in the ruin of the industries 
concerned, or in the reduction of wages of workmen therein 
who may not be equally organized. If the workmen engaged 
in industries where the standard wage is lower, change to those 
where the wages have been thus artificially forced up, the 
members of the union concerned attempt to adopt the equally 
unreasonable and arbitrary course of limiting their number by 
refusing admittance into their unions, and of preventing the 
employers concerned from employing these'non-nnionists under 
the threat of a general strike. They also indirectly force the 
employ.er to ,engage a number larger than is absolutely neces
sary, through rules under which a superior workman is 
prevented by his union from undertaking a particular pi1!ce 
of work without being assisted by an allotted number of juniors, 
to each of whom the employer has to pay a wage as per a 
standard fixed by the union. . 

In' spite of all these dangers and drawbacks, the trade 
unions can justly claim that the balance works out in their 
favour, and considering the fact that with the growing 
experience of these bodies, whose members have considerably 
advanced through the superior education brought within their 
reach in modern times, many of the mistakes of the past are 
not likely to be repeated. To-day both the employer and the 
unions understand each other better, and it is increasingly 
recognised that interests of capital and labour instead of being 
in conflict ought to be identical and in harmony for the common 
good of all. 
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INDIAN TRADE UNIONS ACT, 1926. 

The Trade UDion.-The trade union is defined by the 
Act as any combination, whether temporary or permanent, 
formed primarily for the purpose of regulating the relations. 
between workmen and employers or between workmen and 
workmen, or between employers and employers, or for imposing 
restrictive conditions on the conduct of any trade or business, 
and includes any federation of two or more trade unioos. 

Regilt.ation.-Any seven or more members of a trade 
union may subscribe their names. to the rules of· the trade 
union, and otherwise complying with the provisions of the 
above Act, apply for registration under the Act to the Registrar 
of Trade Unions appointed by the local government for the 
province (sees. 3, 4). The application hils to be accompanied 
by the following:-

(1) the names, occupations and addresses of the members making 
the application i 

(2) the DRme of the trade union and the address of its head 
office; and 

(3) the titles, names, ages, addresses and occupations of the 
trade union (so<:. 5). 

This registration shall not be given unless the executive 
is constituted according to the provisions of this Act, and the 
rules of the union provide for the following matters:-

(1) the Dame of the trade anionj 

(2) the whole of th~ objects for which the trade union has 
been established; 

(3) tbe whole of tbe purposes for which tbe genersl funds of 
tbe trade union shall be applicable, all of which purposes 
shall be purposes to which such funds are all fally appli. 
cable IUlder this Act; 

(4) the admission of ordinary membera who shall be persons 
actually engaged or employed in an industry with which 
the trade union is connected, and also the admission of 
the number of honorary or temporary members as officers 
required under section 22 to form the es:ecutive of the 
trade uniOD; 
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(5) the maintenance of a list of the members of the trade anion 
and adequate facilities for the inspection thereof by the 
officers and members of the trade union; 

(6) the conditions under which any member shall be entitled 
to any beIl.tit assared by the rules and under which 
any fine or forfeiture may be imposed on the members; 

(7) the manner in which the rules shall be amended, varied or 
rescinded; 

(8) the manner in which the members of the executive and the 
other officers of the trade union shall be appointed and 
remOved; 

(9) the safe custody of the funds of the trade anion, an annual 
audit, in such manner as may be prescribed, of the 
accounts thereof, and adequate facilities for the inspection 
of the account books by the officers and members of the 
trade union; 8Jld 

(10) the manner in which the trade anion may be dissolved. 

The precaution to be taken with regard to (10), is that the 
. name under which the trade union seeks to be registered is 
,not similar to that of any existing union (Sec. 7). On registra
tion the Registrar issues a certificate of registration in the 
prescribed form which is conclusive evidence of the fact that 
the said trade union has been duly registered. 

The Registrar, of course, has the right to withdraw' or 
cancel this certificate either on application of a trade union or 
the trade union concerned, or where the ,Registrar is S!'tisfied 
that the certificate has been obtained by fraud or mistake, or 
that the said trade union has ceased to exist, or, after recei,;;"g 
notice from the Registrar, has wilfully contravened any provi
sion of this Act. The same would be the case if the union had 
allowed any rule to continue in force which is inconsistent 
with any such provision of the Act, or had rescinded any rule 
providing for any matter, provision for which is required by 
sec. 6 (sec. 10). The party aggrieved either through the 
withdrawal or cancellation of certificate, has a right to appeal 
within prescribed period to such Judge not below the grade 
of an additional or assistant Judge of a principal Civil Court 
of original jurisdiction as the local government may appoint in 
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this matter. Acts such as the Societies Registration Act, 1860, 
the Co-operative Societies Act, 1912, the Provident Illsurance 
Societies Act, 1912, the Indian Life Assurance Companies Act, 
1912, and the Indian Companies Act, 1913, shall not apply to 
any trade union. 

The Funds of the Trade UnioD.-The funds of a regis
tered trade union cannot be spent on obiects other than those 
laid down by the Act, such as, 

tl) payment of salaries and allowances and expenses to its officers 
or payment of expenses for its administration including 
au.dit of &coomts; 

(2) for prosecuting or defending a legal action to which the 
union or any of its members is a party, when such prose
cution or defence is undertaken for the purpose of securing 
or protecting any rights of the anion or any rights arising 
out of the relations of any member with his employer or 
with a person whom the member employs j 

(3) the conduct of trade disputes on behalf of the trade anion 
or any member thereof; 

(4) the compensation of members for 1088 arising out of trade 
disputes; . 

{5) allowances to members or their dependants CD . account of 
death, old age. sickness, accidents or unemployment of 
such members; 1 

(6) the issue of, or the undertskiDg of Iisbility under, policies 
of assurance on the lives of members, or under policies 
insuring members against sickness, accident or 1Ul" 

employment j 
(7) the provision of educational, sociaI or religious benefits for 

members (including the payment of the expenses of funeral 
or religious ceremonies for deceased members) or for the 
dependants of members; 

(8) the upkeep of a periodical published mainly for the purpose 
01 discussing questions afiecting employers or workmen 88 

such; 
(9) the payment, in furtherance of any of the objects on which 

the general funds of the trade union may be spent, of 
contributions to any cause intended to benefit workmen in 
general, provided that the expenditure in respect of such 
contributions in any 6.nancial year shall not at any time 
during the year be in excess of one-fourth of the combined 
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total of th~ gross income which has up to that tim .. 
accrued to the general funds of the trade union during 
that year and of the balance at the credit of those funds 
at the commencement of that year. 

Constitution of a Separate Fund for PolitieaI Purpose •. 
-The trade union is permitted by the Act to· institute 
a separate fund, from contributions separately levied, for such 
funds: and out of this fund payments may be made for the 
promotion of the civic and political interests of its members in 
furtherance of the following objects:-

(1) the payment of any expenses incurred, either directly or 
indirectly J by a candidate or prospective candidate fOr 
election" as a member of any legislative body constituted 
under the Government of India Act or of any local autho
rity, before, during, or after the election in CODIlection 
with his candidature or election; or 

(2) the holding of any meeting or the distribution of any litera
ture or documents in support of any such candidate or 
prospective candidate; or 

(3) the maintenance of any person who is a member of any 
legislative body constituted under the Government of India 
Act or of any local authority i or 

(4) the registration of electors or the selection of a candidate for 
any legislative body constituted nuder the Government of 
India Act or for any local authority; or 

(5) the holding of political meetings of any kind. or th., distri
bution of political literature or political documents of any 
kind. 

The above is subiect to the condition that no member of 
the union shall be compelled to contribute to the above fund 
for political purposes, and that the union shall not have the 
right to exclude such 1l1ember from the benefit of the union, or 
to inflict any disability by reason of such non-payment. Neither 
shall the union have a right to make such contribution for 
political purposes a condition precedent for admission to its 
membership (sec. 16). 

Books of a Trade Umon.-The books of accounts of a 
registered trade union and its list of members shall be open 



Industrial Management and Labour Efficiency 411 

to inspection by any officer or member of the trade union at 
such times as may be provided for in the rules. 

Diuolutioa.-When the trade union is dissolved, the notice 
of such dissolution, signed by seven members and the &ecretary 
must, within fourteen days of such dissolution, be sent to the 
Registrar. The Registrar has to see that the said dissolution 
has been effected in accordance with the rules of the union. 
If the rules do not provide for the distribution of funds on 
dissolution the Registrar is given the power by the Act to 
divide the funds amongst the members of the union in such 
manner as may be prescribed. 

INDIAN TRADE DISPUTES ACT. 1929. 

At the close of the war of 1914-1918, there was great out
break of industrial unrest on a large scale, which led to the 
passing of the above Act by the Government of India after 
exploring the possibility of providing some machinery for the 
settlement of industrial disputes. The objects and reasons of 
this Act state that enquiries made with this objective in the 
year 1920, led to the conclusion that in the conditions then 
existing, legislation for this pnrpose was not likely to be 
effective, but that succeeding years saw a distinct change in 
the position through the growth of organizations of industrial 
workers, and the increasing in1Iuence exercised by public 
opinion on the course of disputes. Thus the above Act 
came to be taken seriously in hand and passed. The main 
chapters, 3-14, of this" Act, relate to the establishment of 
tribunals for the investigation and settlement of trade disputes. 
and t!J.e material has been taken generally from the British 
Industrial Courts Act of 1909. The Act provides for some 
sort of a tribunal to which industrial disputes may be referred, 
and here it differs from the British Act, inasmuch as the said 
Act sets up a standing Industrial Court; whereas the Indian 
Act provides for Conciliation Boards which are to be appointed 
ad hoc. like the Courts of Enquiry, in order to deal with 
disputes. 
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The Indian Trade Disputes Act, 1929 extends to the whole 
of British India including British Balucltistan and the Santal 
Parganas. It lays down thst w;herever any trade disputes 
existed or were apprehended between an employer and any of 
1ris workmen, or where the employer is the head of a depart
ment under the control of the Central Government or is the 
Federal railway authority or a railway company operating a 
Federal railway, the Central Government may, by order in 
writing, (a) refer any matters appearing to be connected with 
or relevant to the dispute to a Court of Enquiry to be appointed 
by the ~rovincial Government or the Central Government, as 
the case may; or (b) order the dispute to a Board of Conci
liation to be appointed by the Provincial Government or the 
Central Government, as the case may be, for promoting a 
settlement thereof. However, where both the parties to the 
dispute apply either separately or conjointly, for a reference 
to a Court, or where both parties apply, whether separately 
or conjointly, for a reference to a Board, and the authority 
having the power to appoint is satisfied thst the persons 
applying represent the majority of each party, the Court· or 
Board, as the case may be, shall be appointed accordingly. 

For the purpose of this Act an employer is defined as 
under:- . 

"employer" I in the case of any industry J business or undertaking 
-carried on by any department of any Govemment in British India, 
means the authority prescribed in this behalf or, where DO authority 

,.. is prescribed, the head of the department. 

A workman is defined as under:-
"workman" means any person employed in any trade or industry 

to do any skilled or unskilled manual or clerical work for hire or 
reward, but does not include any penon employed in tb. naval, 
military or air service of the Crown. 

A trade dispute is defined as under:-
"trade disputeU means any dispute or difference between employers 

.and workmen, or between workmen and workmen, which is COB

nected with the employment or DOll-employment or the terms of the 
-employment, or with the conditions of labour, of any persOD. 
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Courts of Enquiry aDd Boards of CODciliatiOD.-A 
Court of Enquiry is to consist of an independent chairman and 
such other independent persons as the appointing authority· 
thinks fit; or may, if such authority thinks fit, consist of one 
independent person. This Court may act as long as there is 
the prescribed quorum notwithstanding any vacancy in the 
number of its members other than the chairman, and may 
enquire into the matter referred to it either in public or in 
private at its discretion, reporting thereon to the authority by 
which the Court was appointed. The Court may also, if it 
thinks fit make interinJ reports. 

A Board of Conciliation shall consist of a chairman and 
two or more other members, as the appointing authority thinks 
fit, or may, if such authority thinks fit, consist of one inde
pendent person. Where the Board consists of more than one 
person the chairman shall be an independent person, and the 
other members shall be either independent persons or persons 
appointed in equal numbers to represent the parties to the 
dispute. All persons appointed to represent a party shall be 
appointed on the recommendation of their party, provided, 
however, that if any party fails to make the necessary reconJ
mendation within the prescribed time, the appointing authority 
shall elect and appoint such person as it thinks fit to represent 
that party, The Board having the prescribed quorum may 
act notwithstanding any vacancy in the number of its members 
other than the chairman, provided, however, that where the
Board includes an equal number of persons representing the 
parties to the dispute, and the services of any such person cease 
to be available before the Board has completed its work, the 
authority appointing the Board shall appoint another person to. 
take his place, and the procedure shall be continued before 
the Board so constituted. The duty of the Board of Conciliation 
will be primarily to endeavour to bring about a settlement 
of the dispute referred to it, . and for this purpose the 
Board shall, in such manner as it thinks fit, and without delay, 
investigate the dispute and .aU matters affecting the merits 
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thereof and the right settlement thereof, and in so doing may 
do all such other things as it thinks fit for the purpose of 
inducing the parties to C01Ile to a fair and amicable settlement 
of the dispute, and may adjourn the proceedings for any period 
sufficient in its opinion to allow the parties to agree upon terms 
of settlement. If no settlement is arrived at during the course 
of the investigation, the Board must, as soon as possible after 
the close of the investigation, send a full report regarding the 
dispute to the authority by which the Board is appointed, 
setting forth the proceedings and the steps taken by the Board 
for the purpose of ascertaining the facts and circumstances 
relating to the dispute and of bringing about a settlement of 
same, together with a full. statement of such facts and circum
stances, its findings thereon and its recommendations fur the 
determination of the dispute. 

If on the other hand a settlement of the dispute is arrived 
at, a memorandum of settlement must be drawn up by the 
Board and signed· by the parties; which memorandum, and 
Board's report of the settlement, must be sent to the party 
by which the Board was appointed. 

It will thus be seen that the objects of the Court of Enquiry 
are to investigate and report on such questions connecte4 with 
the dispute as may be referred to them. The object of the 
Board of Conciliation is to try, if possible, to secure a settle
ment of the dispute. Both these Courts are empowered to 
enrorce the attendance of witnesses and production of 
documents. The reports of both these parties are to be 
published. However, neither party to the dispute is bound 
to accept the findings either of the Court of Enquiry or the 
advice of the Board of Conci1iation; but what is sought to be 
achieved is that a publication of the reports will bring to bear 
the force of a public opinion which has been enabled to arrive 
at just conclusions by the pUblication of the report. 

Public Utility Service •• -With reference to public utility 
services, however, the above Act lays down a punishment, 
lIiz., imprisonment, which may extend to one month or fine 
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which may extend to Rs. SO or both, where any person 
employed in a public utility service goes on strike in breach 
of contract, without having given to his employer, within 
one month before so striking, not less than 14 days previous 
notice in writing of his intention to go on strike; or_where 
having given such a notice, he goes on strike before the expiry 
of the said notice. 

A similar . punishment, 'Viz., imprisonment which may 
extend to one month, or a fine which may extend to Rs. 1,000 

or more, is provided for in the case of an employer carrying 
on a public utility service, who locks out his workmen in breach 
of contract, without having given them, within one month 
before such lock-out, not less than 14 days notice in writing 
of his intention to lock them out, or having given such notice, 
locks them out before the expiry of the said notice. Where 
such employer is a corporation, company or other association 
of persons, any secretary, director or other officer or person 
concerned with the management of these bodies shall be punish
able unless he proves that the offence was committed without 
his knowledge and without his consent. 

megal Strik ... and Lock .... uts.-A strike or a lock-out shall 
be illegal which:-

(0) has any object other than the furtherance of a trade dispute 
within the trade or industry in which the strikers or 
employers locking out are engaged; and 

(b) is designed or calculated to infl.ict severe, general and pro
longed hardship upon the c:omm1lllity and thereby to 
c:ompel any Government in Britiah India. the Federal 
Railway Authority or the Crown R.epresentative to take 
or abstain from taking any particWar conr.. of action. 

The Act also provides for penalties to persons who declare, 
instigate and incite others to take part or otherwise act in fur
therance of a strike or lock-out which is illegal under sec. 16, 
which penalty is simple imprisonment which may extend to 
three ",onths, or fine which may extend to Rs. 200, or to both. 
However. it has been provided that no Court shall take cog
nizance of any offence under sec. 17, '.It., penalties for 
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inciting. etc .• an illegal strike. save on complaint made by or 
under the authority from the appropriate government. 

Protection of Perlonl Refuaing to Take Part in Ulegal 
Strike. or Lock-outa.--5ection 18 of the Act further provides 
that a person refusing to take part or to continue to take part 
in any strike or lock-out which is illegal under sec. 16. shall 
not. by reason of such refusal. or by reason of any action taken 
by him under this section, be subject to expulsion from any 
trade union or society. or to any fine or penalty or to 
deprivation of any right or benefit to which he or his represen
tatives would otherwise be entitled. or be liable to be placed 
in any respect either directly or indirectly. under any disability 
or at any disadvantage as compared with other members of 
the union or society in spite of any rules to the contrary of 
a trade union or society. 

BOMBAY INDUSTRIAL DISPUTES ACT. 1938. 

The Government of Bombay passed through the two houses 
of legislature in the Province of Bombay an Act under the 
above title. According to the statement of objects and reasons. 
the All-India Traders Disputes Act of 1929. which provides 
for the appointment of the Courts of Enquiry and B~ds of 
Conciliation. has failed in certain particulars. The procedure. 
it is argued. in connection with the appointment of these bodies 
has been found to be so C\lJllbrous and inconclusive in character. 
that tlie Act has been rarely used in India during the nine 
years it has been on the Statute book. It points out that the 
Government of Bombay. in 1934. passed the Bombay Trade 
Disputes Conciliation Act. providing for the appointment of 
a labour officer. whose chief duties are to secure redress of the 
grievances of the work people employed in the textile industry 
in Bombay City. and for the appointment of the Commissioner 
of Labour as the Chief Conciliator to bring the two parties to 
the trade disputes in this industry together. with a view to their 
reaching an amicable settlement to the dispute. It was thought 
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possible to extend the provision of that Act so as to 
cover the textile industry in other centres, or to cover other 
trades and industries in different centres: but there was nothing 
in that Act making it obligatory to parties to a trade dispute 
to endeavour to obtain a settlement of it by conciliation before 
resorting to a strike or lock-out. Thus the object of the Act of 
1938, according to the Government of Bombay, was to ensure 
that this was done. It is pointed out that most countries of 
the world have comprehensive schemes of legislation aiming 
at peaceful settlement of all disputes between employer and 
employee, and the prevention of conflicts which result in con
siderable financial losses, not only to the employers and to the 
employee, but also to the community at large. According to 
the same authority, the world legislation on this subject vanes 
widely in character, scope and extent, and ranges from simple 
conciliation, either by private arrangement or through promi
nent conciliators appointed by the State, to the compulsory 
acceptance by both parties of decisions or awards given by 
industrial arbitration tribunals or by industrial courts. 

The Act provides for registration 'of unions which have been 
recognised by the employers concerned, or which fulfil certain 
requirements as regards membership. This registration confers 
various rights on the unions in connection with representation 
on behalf of the workers. The Act also provides for _ the 
appointment of labour officers and conciliators for each area 
in the province, and a specific machinery is set up to 
ensure that the grievance of the workers, or any alterations 
in their conditions of service are fully considered. The 
most important principle enunciated by this Act is that there 
shall be no strikes or lock-outs until the whole of the machinery 
provided by the Act for discussion and negotiation has been 
made use of: and that failure to observe this most necessary 
first step would make any strike or lock-out that may be 
declared illegal. 

The Commissioner of Labour is to be /IX Dfficio Chief 
Conciliator under this Act and his jurisdiction extends througb.-

27 
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out the province. The Provincial Government may, by noti
ncation in the official gazette, appoint any person to be a 
t:onciliator, for such local area as may be specified in the 
notification. Such government may also, by a similar notifica
tion in the official gazette, appoint any person to be a special 
conciliator for such local area or such industry in any local 
area, or for such industrial dispute or class of disputes as may 
be specified in the notification, and may, by a similar notifica
tion appoint any person to be a labour officer for such local 
area or for such industry as may be specified in the notification. 

Board . of Conciliatioll and Court of Industrial Arbitra
tion,-Where an industrial dispute arises, the Provincial 
Government may, by notification in the official gazette, con
stitute a board of conciliation for promoting a settlement of 
a dispute. This Board is to consist of a chairman and equal 
n~ber of persons selected by the Provincial Government 'from 
panels representing the interest of the employers and the 
employees respectively. The chairman of the Board shall be 
an independent person, i.B., a person shall be deemed to be 
independent if he is unconnected with the dispute with reference 
to which the Board is constitl1ted and the industry directly 
affected by the dispute. 

The Provincial Government Court of Industrial Arbi
tratioll.-The Provincial Government is also empowered to 
constitute a Court of industrial arbitration for determining', 
industrial disputes and for dealing with other matters under 
the provision of the Act. This industrial Conrt is to consist 
of two or more members, one of whom shall be its president. ' 
The members of the industrial Court are to be persons who are 
not connected with ,any industry, and the President shall be 
a person who is, or has been. a judge of a High Court, or is 
eligible for being appointed a judge for such Court. 

J:onciliatioD Proceecling •• - The conciliation proceedings 
provided by the Act begin when any change in the working 
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arrangement Dr wages, in respect of which notice given as 
required by this Act by any employer or employee under 
sees. 28 lOr 29 of the Act, is objected to by either party. T:Q.e 
party giviJIg IlOPce and desiring the change has to fOl1'Vard to 
the Registrar, the Chief ~ncilia.tor and the conciliator of the 
local area a full ~tatement of the case, in a prescribed form, 
within 21 days from the date of service of such notice to the 
other party. The conciliator, on receipt of this statement of the 
case, must !!Ilter the industrial dispute in the prescribed register 
and then hlOld the conciliation proceedings as laid down in the 
Act. His duty shall be to endeavour to bring about a settlement 
of the industrial dispute and for this purpose he must enquire 
into the dispute and all matters affecting the merits of sam,e, and 
do all such things as he then thinks fit for the purpose of 
inducing the parties tlO come to a fair and amicable settlement 
of the dispute, and may adjlOurn the conciliatioll. proceedings 
for any period sufficient, in his opinion, to allow the parties 
to arrive at a settlement. If a settlement is arrived at, the 
officer should prepare a memorandum of such settlement in 
the prescribed form and get it signed by the employer and 
the representative of employees, and send a report of the pro
ceedings, along with a copy of the memorandum of settlement, 
to the Registrar and Chief COII.ciliator, whereupon the Registrar 
must record such settlement in the register and ·shall then 

. publish it in such manner as may be prescribed. The change, 
if any, agreed to by such settlement, shall come intG IOperatioll. 
from the date agreed upon in such settlement: and where no 
such date is agreed upon, from the date fro~ which it is 
recorded in the register. 

If no settlement is arrived at, U1e conciliator must, as SOOIl. 

as possible after the close of the prlOceedings, send a full replOrt 
to the Chief Collciliator lind he shall selld same to the Provincial 
GO>Ierament au the Government shall publish the report of 
the conciliator submitted tlO it, except where the dispute is 
referred to the BlOard of Conciliation. 
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During the pendency of these proceedings before the con

ciliator the Government may, and, if both the parties agree, 

either prior to the commencement of sl1ch proceedings or after 
the failure of conciliation to bring about a settlement, shall, 
refer the dispute to a Board of Conciliation. 

On such reference the Board is to give notice in the 
prescribed manner to the parties to the dispute to appear before 
it, and endeavour to bring about a settlement of the industrial 
dlspute as far as it can. On conclusion of the Board's pro

ceedings, whether a settlement is arrived at or not, the Board 
should send a report of the proceedings to the Provincial 

Government which the said Government shall publish. The 
Boara of Conciliation is vested with the ordinary powers of 
the Court under the Code of Civil Procedure, Igo8, in respect 
of summoning and enforcing attendance, examining on oath, 

compelling production of documents, issuing commissions for 
the examination of witnesses and proving of facts by affidavits. 
_The proceedings before the Board may be in public, whereas 
proceedings before a conciliator are to be in a panel. However 
the Board may at any stage direct any particular witness to 
be examined or its proceedings to be held in panel. 

Court of Industrial Arbitration.-The Act claims to 
break entirely fresh ground by making a provision for the setting 
up of an industrial Court presided over by a High Court judge, 
or a lawyer qualified to be a High Court judge. , This Conrt 
is to act as a tribunal for volunl.ary arbitration on matters sub
mitted to it by the parties to the dispute, and will also function 
as a court of final appeal in numerous cases arising out of thi.:! 
working of the Act by the way of appeal from the decisions of 
the Registrar or Commissioner of Labour as regards standing 
orders, which all employers must have, regulating the disci
plinary rules ~nd conditions of service applicable to every 
industrial establishment. The Court is the tribunal that will 
decide whether or not a strike or lock-out is illegal, and all 
questions of interpretation of agreements and awards coming 
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before it. The Court should have the same powers under the 
Civil Procedure Code as the Board of Conciliation with regard 
to witnesses, documents, etc. Every proceeding before this 
Industrial Court has to be deemed to be a judicial proceeding 
under the meaning of sees. I92, I93 and 228 of the Indian 
Penal Code, a,nd it shall have power to direct those by whom 
the whole, or any part of the cost of any proceedings before 
it, shall be paid, in connection with the services of any legal 
adviser engaged by the party. The order of the Court shall 

be binding on:-

(a) all parties to the industrial dispute who appeared or were 
represented before such Court; 

(b) all parties who w~re summoned to appear as parties to the 
dispute whether they appeared or not, nnless the IndnRtrial Court is 
of opinion that they were improperly made parties; 

(c) in the case of an employer who is a party to the proceedings 
before snch Court in respect of the undertaking to which the dispute 
relates, his successors, heirs or assigns in respect of the undertaking 
to which the dispute relates; and 

(d) in the case of a. union which is a party to the proceedings 
before such Court, all persons who were members of such union on 
the date of the dispute or who become members of the union thereafter. 

No order passed by the Il1dustrial Court shall be called 
in question by any Civil or Criminal Court. 

Dlegal Strikes and Lock-outs.-Illegal strikes and lock
outs are defined under this Act in sees. 62 and 63 as follows:-

62. (1) A strike shall be illegal if it is commenced or continued :
(a) in cases where it relates to any industrial matter mentioned 

in Schedule I, before the standing orders relating to Ruch matter and 
submitted to the Commissioner of Labour under section 26 are settled 
by him or by the Industrial Court, as the case may be, before the 
expiry of six months from the date on which such standing orders 
come into operation under section 26; 

(b) without giving notice iu accordance with the provisions of 
section 28; 

(e) only for the reason that the employer has not carried out the 
provisions of any standing order or has made an illegal change; 
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(d) in cases where notice of the change is given in accordance 
with _ the p~visiOD8 of section 28 and where DO' agreement in regard· 
to such change is arrived at, before the Btatement of the case referred 
to in section 34 is received by 'the Registrar; 

(e) in cases where conciliation proceedings i:tt regard to the 
industrial dispute to whiCh the strike relates have commenced before 
the completion of suc1J. prOCeedings; 

fI) in cases where a submission relating to sacli dispnte or such 
kinds of dispute is registered under sectiOJi 43, -unti! Such submission 
is lawfullY revoked; or 

(g) in contraventim;a of the terms <.of a registered agttement, settle .. 
ment or ,award. 

(Il) In cases where conciliation proceedings in regard to IDly 
industrial dispuiehave been completed, 8 .trik .. relating to such 
dispute shall be illegal if it is commenced at any time after the 
expiry of two months after completion of such proceeding., 

63, (1) A locko()Q,t shall be illegal if it is declared, commenced or 
continued : ...... 

fa) in cases when! it relates to .... y ind1fstrial _ ",e .. tione4 ill 
Schedule I, before the s_ding orders relating to such iDatter IIDd 
submitted to the Commissioner of Labour under section 26 are settled 
by him or by the Industrial Court, as the case may be, or before the 
expiry of one year from the date en which 81lch .-.futg orders eome 
into operation under section 26; 

(b) without giving notice in accordance with the provisions of 
section 28j 

Ie) in case. where notieo of the change ig given in accordance with 
the provisions of section 28 and where DO agreement in regard to such 
change is arrived at, before the statement of the case referred to in 
section 34 '8 'received by the Registrar;-

(d) in cases where conciIiatioli proceedings :in regard to the 
industrial dispute to which the tock-oat relates have commenced, belate 
the completion of such proceedings; 

(.)' in cases where a submission relating to 9uch dispute or ncb 
kinds of dispute is registered under sec. 43, until such submission 
is lawfully revoked; or 

(f) in contraventi~ of the t...... of a ~gi!ltUed agreelllel!lt, .-e
ment, or award. 

(Il) In cases where coucili.tion proceedings in regard to auy 
industrial dispute have been completed, a lI>cko()ut relating to such' 
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dispute shall be illegal if it is commented at any time after the expiry 
of two months after the completion of saw proceedings. 

The penalties provided are as follows:-
Sec. 64. (I) No employer shall dismiss or reduce any employee or 

punish him in any other manner by reason of the circumsta:b.ce that 
the employee :-

(4) is an officer or member of a, registered unton or of a quali.fi.ed 
mOD or of a union which has applied for being registered or declared 
as a qua1i1ied union under this Act; or 

(b) is entitled to the benefit of a registered agreement, submission 
or award; or 

(c) has appeared or intends to appear as a witness or has given 
any evidence or intends to give evidence in a proceeding ~der this 
Act; or 

(d) is an officer or member of an organization the object of which 
is to secure better industrial conditions; or 

(8) is an officer or member of an organization which.. is Dot declared 
unlawful; or 

(f) is a representative of employees; or 

(g) has gone OD or joined a strike which is no~ illegal under the 
provisions of this Act. 

(2) Whoever contravenes the provisions of sub--section (I) shall, on 
conviction, be punishable with fine which may extend to Rs. 1,000. 

(3) The Court trying any offence under this section may direct that 
out of the fine recovered, such amount as it deems fit shall be paid to 
the employee eoncetned as compensation. 

Sec. 65. Any employer who has declared a lock~ut which has 
been held by the Industrial Court to be illegal shall" on conviction, be 
punishable with fine which may extend to Rif. 2,500 and, in the case 
of the locko()ut being continued after such conviction. with an 
additional fine which ma, extend to· R~. 200 for every day during 
which such lock~ut continues after such conviction. 

Sec. 66. Any employee who has gone on strike or who joins a 
strike which has been held by the Industrial Conrt to be illegal shall. 
on conviction, be punishable with fine which may extend to Re. 25 
and in the case of a. continuing offeD.~ with an additional fine whicll 
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may extend to Re. I per day for every day daring which the off~ce 
continues after his last conviction for such offence, subject to a 
maximum of Rs. SO. 

Sec. 67. If any person instigates or incites others to take part 
in, or otherwise acts in furtherance of, a strike or lock-out which has 
been held to be illegal by the Industrial Court, whether snell. strilie or 
lock--out has commenced or not, he shall, on convictioD, be punishable 
with imprisonment of either description for a term. which may extend 
to three months or with fine or with both. 

Exp14naUon :-For the purposes of this section, a person who 
contributes, collects or solicits funds for the purposes of any such 
strike or lock.-out shall be deemed to act in furtherance thereon. 

68. If a conciliator or a me",ber of the board or any person 
present at, or concerned in, any conciliation proceeding, wilfully dis
closes any information or the contents of any document in contraven .. 
tiOD of this Act, he sbaU, on a cOJ;1lplaint made by the party who gave 
the information or produced the document in such proceeding and on 
conviction, be punishable with fine which Q8y extend to Rs. 1,000. 

69. (I) Any employer who ",alees any illegal change shall, 011 

conviction, be punishable with fine which may extend to Rs. 5,000 

and in the case of a continuing offence with an additional fine which 
may extend to Rs. 200 per day for every day daring which the offence 

continues after his last conviction tor such offence. 

(2) An employer who acts ~ contravention of a standing order 
settled under section 26 shaU, on conviction, be punishable with fine 
which may extend to Rs. tOO and in the case of a continuing con
travention of such standing order. with an additional fine which may 
extend to Rs. 25 per day for every day during which such contraven
tion continues after his last conviction for such contravention. 

70. Any person who wiUully refuses entry to a Labour Officer to 
any place which he is entitled to enter under section 25 or who fails to 
prodQ,ce any docum.ents which he is required to produ.ce, or who fails 
to comply with any requisition or order issued to him by or UDder the 
provisions of this Act shall, on conviction, be punishable with fine 
which may extend to Rs. 500. 

Whoever, contravenes any of the provisions of this Act or of any 
rule made thereunder shall, on conviction, if no other penalty is 

, elsewhere provided by or under this Act for such contravention, be 
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punishable with -fine which may atend to Rs. 100 and, in the. event 
of such person having been previously convicted of an offence under 
this Act or any rule made thereunder with fine which may eztend to 
Rs. 200. 

WORKMEN'S COMPENSATION ACT, 1923. 

This Act creates a liability to pay compensation for an 
accident under certain circnmstances and not to pay damages. 
The idea here is that if a workman employed in service or 
employment, meets with an accident or injury, the employer 
would become liable under certain circumstances to pay com
pensation to the workman or to those dependent upon him. 
The Act lays down that if personal injury is caused to a 
workman by accident in course of his employment, or arising 
cut of it, the employer shall be liable to pay compensation as 
provided by the Act. 

Cues Where Employer is Not Liable.-The cases where 
the employer is not liable are:-

(I) when the injury dOes not result in total or pa~a1 disablement 
for a period exceeding .10 days. 

(2) when the injury is caused at the time when the workman was 
under the infiuence of drink or drugs or was wilfnlly disobeying an 
order expressly given or breaking a rule expressly framed for his 
safety J or by his wilful removal or disregard of any safety guard or 
other device which to his knowledge was provided for the purpose of 
securing his safety (sec. 3). 

The word accident is here used in its popular sense. A 
disease contracted as a result of continued Occupation in a 
particular employment, is not a personal injury by accident 
within the Act. The workman concerned has also to establish 
that the incapacity was the natural and probable consequence 
of the injury. The employment of the workman does not neces
sarily commence from the moment when he reactys the place 
where he has to begin his work and to the moment when he 
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ceases that work. A reasonable interval of time and space has 
to be included: 

When a workman is employed to do a particuJar work 
and he goes outside his own sphere, and interferes with a 
machine which has nothing to do with his work, and which 
is assigned to some other workman, he cannot claim compen
sation. If, however, though in course of employment, the 
accident which has occured is an' ordinary accident of lifer 
there cOn be no claim for compensation. For example, in: 
one case where a workma" sprained liis finger while removing 
bis socks preparatory to his work, or, again, where a man was 
seized with giddiness causing him to fall downstairs, it was 
held that a claim did not arise out of an accident specially 
connected with the employment., Also if the injury has 
occurred when the workman was under the influence of drink 
or cm,gs or was wilfully disobedient to the order expressly 
given in connection with securiug safety of workmen or there 
was wilful removal or disregard by the workman of any safety 
guard or other device which he knew ought to have been 
provided for the purpose of securing safety of workmen, the 
employer shall not be liable for any injury caused to him under 
such circumstances. Not only this but even where B workman 
employed in any employment which involves the handliug of 
wool, hair, bristles or animal carcasses, or in loading, unloading 
or transfer of any merchandise contracts the disease of anthrax, 
or if a workman while in service of an employer in whose 
service he has been employed for a' continuous period of not 
less than six montha in one of the emplOYments specified in 
Schedule IIi of the Act, contracts any disease speci1ied therein 
as an occupational disease peculiar to that employment, the 
contracting of the disease shall be deemed to be an injury by 
accident within the meaning of this Act, and unless the 
employer proveS to the contrary, the accident should be 
deemed to have arisen out of and it! course of the employment. 
The period of service is to be deemed to be continuous which 
has not included a period of service under any other employer 
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during that time. Schedule In referred to above is as 
follows:-

SCHEDULE ill. 

List of occupational dis.as.s. 

OccoPA'lIONAL DlSIASB. 

Lea<! po_g or its seqnebe. 

ElIi!JII,OnmNT. 

Any process involving the use of lead 
or its preparations or compounds. 

Phosph<>n18 
sequebe. 

poisoning or its Any process involving the use of 
phosphorus or its prepa~ation8 
or compounds. 

Mer<!\lly poisonillg or its !Ieq"eke. Imy p...,.... m.a1ving tlteuse of 
mercury or its preparations. or 
compounds. 

Poisoning by benzene and its 
homologues, or the sequehe 
of such poisoning. 

Chrome uic:eratioD or its sequehe. 

Handling benzene or any of i~ 

~h:~~~~~a:!d otrnv~~e:s thn; 
iise of benzene or any of its 
hamologuea.. 

Any process involving the use of 
chromic acid or bichromate of 
ammoniam, potassium or sodium 
or other preparations. 

Compressed air illness or its Any proeess carried on in compressed 
sequelee. air. 

Of course. the workman himself. or all those who claim 
on his behalf. must prove that the a~nt utose out of and 
in course of employment: in other words. the onus of proof is 
on him. 

Who ;. a Workman 1-"Workman" ·is. "defined by 
sectiOD 2(1) (n) of the Workmen's Compensation Act of 1923. 
as ame:llded up to 1933. as:= 

Any perIOD (other than a: person whose employment is of a casual 
Dature and who is employed otherwise than for the purposes of the 
employer's trade or business) who is:--

(I) a railway servant as defined in section 3 of the Indian Railways 
Act. 1890. DOt permanently employed in any administrative. district 
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or sub-divisional ~8ice of a railway and not employed in any such 
capacity as is specified in Schedule il, or 

(ii) employed on monthly wages not exceeding three hundred 
rupees, in any such capacity as is specified in Schedule n, whether 
the contract of employment was made before or after the passing of 
this Act and whether such contract is expressed or implied, oral, or 
in writing; but does' not include any person working in the capacity 
of -a member of His Majesty's naval, military or air forces and any 
reference to a workman who has been injured shall, where the work.
man is dead, include a reference to his dependents or any of them. 

The Schedule II referred to above further elaborates the 
definition by' stating that the following persons would fall 
ttnder the heading of workman within the ;mesning of 
section 2 (x) (n):-

(1) employed. otherwise than in a clerical capacity or on a .railway, 
in connection with the operation or maintenance of mechanically 
propelled vehicles j or 

(2) employed, otherwise than in a clerical capacity, in any premises 
wherein, or within the precincts whereof, on any ODe day of the 
preceding twelve months; ten or more persons have been employed in 
any manufacturing proceas, sa defined in clause (4) of aection 2 uf the 
Indian Factories Act, 1911. or in any kind of work whatsoever incidental 
to or CODD.ected with any such manufacturing process or with the 
article made, aud steam, water or other mechanical power or electrical 
power is used; or 

(3) employed for the purpose of making, altering, repairing. 
ornamenting, :finishing or otherwise adapting for Dse, transport or sale 
any article or part of an article in any premises wherein or within 
the precincts whereof on anyone day of the preceding twelve months, 
fifty or more persons hau,.. been so employed; or 

(4) employed in the manufacture 0< handling of explosives in 
any premises wherein, or within the precincts whereof, on anyone day 
of the preceding twelve months, ten or more _ persons have been 80 

employed; or 
(5) employed, in any mine sa defined in clause (j) of aection a of 

the Indian Mines Act, 1923, in any mining operation, or in any kind 
of work, other than clerical work, incidental to or connected with 
any mining operation or with the mineral obtained. or in any kind 
of work whatsoever below ground: 

Provided that any excavation iR which on no day of the preceding 
twelve months more than fifty persons have been employed or 
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explosives have been used, and whose depth from its highest to its 
lowest point does not exceed twenty feet shall be deemed not to be 
a mine for the purpose of this clause i or 

(6) employed as the master or as a seaman of:-

(a) any ship which is propelled wholly or in part by steam at 

other mechanical power or by electricity or which is 
towed or intended to be towed by a ship so propelled, or 

(b) any ship not included in sulM:lause (a) of fifty tons net 
tonnage or over; or 

(7) employed for the purpose of loading, unloading, fuelling, 
constructing, repairing, demolishing, cleaning or painting any ship 
of which he is Dot the master or a member of the crew. or in the 
handling at transpart within the limits of any part subject to the 
Indian Ports Act, 1908, of goods which have been discharged from or 
are to be loaded into any vessel; or 

(8) employed in the construction, repair or demolition of-

(a) any building which is designed to be or is or has been more 
than ODe storey in height above the ground or twenty 
feet or more from the ground level to the ~ex of the roof, 
or 

(b) any dam or embankment which is twenty feet or more in 
height from its lowest to its highest point. or 

(e) any road, bridge, or tanDe1, or 

(d) any wharf, quay, sea-wall or other marine work including 
any moorings of ships; or 

(9) employed in setting. up, repairing, maintaining, or taking down 
any telegraph or telephone line or post or any overhead electric line 
or cable or post or standard for the same; or 

(to) employed, otherwise than in a clerical capacity, in the 
construction, working, repair or demolition of any aerial ropeway, 
canalJ pipe-line, or sewer i or 

(11) employed in the service of any fire brigade; or 

(12) employed upon a railway as defined in clause (4) of section 3, 

and sub-section (1) of section 148 of the Indian Railways Act, 1890, 
either directly or through a Bub-contractor, by a person fulfilling a 
contract with the railway administration i or 

(13) employed 88 an inspector, mail guard, sorter or van-peon in 
the Railway Mail Bervice, or employed in any occupation ordinarily 



Business Organization 

involving oat--door work in the Indian Posts and Telegraphs Depart
ment; or 

(14) employed, otherwise than ill·a clerical capacity, in connection 
with operations for winning natural petroleum or natural gas; or 

(15) employed in any occnpation involving blasting operations; or 

(16) employed in the making of any excavation in which on anyone 
day of the preceding twelve months more than fifty persons have been 
employed or ezplosives have been used, or whose depth frc?m its 
highest tG its lowest point exceeds twenty feet; or 

(17) employed in the operation of any ferry boat capable of carrying 
more than ten persons; or 

(18) employed, otherwise than in a clerical c&pficity, on any estate 
which is maintained for the purpose of growing clachona, oofI.e.e, 
rubber or tea, and on which on any we day in the preceding twelve 
months twenty~:6.ve or more persotJl8 han: been so employed; or 

(19) employed, otherwise than in a clerical capacity, in the goaerat
ing, transforming or supplying of electrical energy or in the generating 
or supplying of gas i or 

(20) employed in a light-hollSe as defined in cla ... e (d) of· section 2 
of the Indian Light~house Act, 1927; or 

(21) employed in prodncing cinematograph pictures intended for 
public exhibition or in exhibiting such pictures; or 

(22) employed in the training, keeping or working of elephants 
or wild animals j or 

(23) employed as a diver. 

Explanation :-In this Schedule, lithe preceding twelve mouthsu 

relates in auy particular case to th.e twelve mop,tbs endiug with the 
day on which the accident ill 8uch case occurred. 

Amount of COmpe ..... tion.-When death occurs the com
pensation in the case of an adult, is a sum equal to 
thirty months wages or rupees two thousand five hundred, 
whichever is less. In case of minor it is rupees two hundred. 

Where permanent total disablement results, a sum of forty
two months wages, or rupees three thousand five hundred, 
whichever is less, is payable to an adult; whereas a sum equal 
to eighty-four months wages, or rupees three thousand five 
hundred, whichever is less, is payable to a minor. 



Industrial Management and Labour Efficiency 431 

If the permanent disablement is not, total but partial the 
following table is laid down in Schedule I of the Act:-

Lisl 01 j"jaries deemed to resull in ; __ ;arli41 disableme .. l. 

Injury. 

Loss of right arm above or at the elbow 
Loss df left arm $bove or at the elbow 
Loss of right arm below the elbow 
Loss of leg at or ahove the !wee 
Loss of left arm below the elbow 
Loss of leg below the knee ... 
Loss of one eye 
Permanent total loss of heariug 
Loss of thamb 
Loss of aU the toee of ODe foot 
Loss of one phalam!: of thumb 
Loss of index finger 

Loss of great toe 
Loss of.any finger other than inde:s: finger 

p"";""tage of 
loss of eamiDg 

""parity. 

70 
60 

60 
50' 
50 
50 
30 

50 
25 
20 

10 
10 

10 

5 

Note :--Complete and penqanent loss of the _ use of any limb or 
member ref"""d to in this Sehedale shall be deemed to be the equi· 
valent of the loss of that limb or member. 

In case of temporary disablement, total or partial, half 
monthly payment is _de on the sixteenth day after the expiry 
of a waiting period of ten days from the date of disablement; 
and thereafter, half mo';thly during the disablement or during 
a period of five years, whichever period is shorter. This pay
ment is, to an adult, at the rate of rupees fifteen or a sum 
equal to one-fourth of his monthly wages, whichever is less ; 
and in the case of a minor it is a sum equal to one-third, or after 
h~ has attained the age of fifteen years, half, of his monthly 
wages, but not exceeding in any case rupees fifteen (sec. 4). 

Mo"thIr Wages.-Monthly wages are calculated as 
follows:-

(II where the workman has, daring a OODtinaoas peritld of not less 
than twelve months immediately pr.eceding the accident, been in the 
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service of the employer who is liable to pay compensation, the monthly 
wages of the. workman shall ~ oD.e~twellth of the total wages whiclr 
have fallen due for payment to him by the employer' in the last twelve 
mo~ths of that period. 

-(2) in other cases, the monthly wages shall be thirty times the 
total wages earned in respect of the last continno1JS period of service 
immediately preceding the accident from' the employer who is liable 
to Pay compensation, divided by the number of days comprising such 
period. 

Distribution of Compenoation.-The Act provideS that 
the compensatiOI1 in the case of injury resulting in death has 
to be dep~ited with the Commissioner, and that no payment 
should be "made directly by the employer except for funeral 
~xp'enses advanced by the employer to any dependant or other 
person Aot exceeding rupees one hundred in case of anyone 
dependant. This advance may, of course, be deducted from 
the compensation amount ultimately deposited with the Com
missioner. The Commissioner is given full power to apportion 
among,the dependants of the deceased workman this deposit 
after deducting any amount which he may have paid as 
advance. If, however, the amount is to be payable to a woman 
bY a person under a legal disability, the same may be invested 
or otherwise dealt with for the benefit of such woman or 
person under disability (sec. 8). 

The Commissioner must be given notice of the accident as 
soon as practicable after the happening of the event, and the 
proceedings should then be commenced within six months of 
the occurrence of such an accident. In case the accident has 
resulted in contracting a disease, the same shall have been 
taken to have occurred, on the first of the days within which 
the workman was continuously absent (sec. IO). It has been 
held that incapacity for work means loss or diminution of 
wage-earning capacity and includes inability to get work as a 
result of the injury which the workman has sustained. 

Commissionerl.-We have seen that the Commissioners 
play an important part in connection with the working of this 
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Act. These Commissioners are appointed by the Local Govern
ment by notification in the local official gazette, and are deemed 
to be public servants. These are the officers before whom, 
in default of an agreement, all proceedings under this Act on 

the question of liability for compensation, including the 
question as to whether the person injured was a workman, have 
to be referred. No Civil Court has iurisdiction to settle these 
questions, which .are thus brought under the jurisdiction of 
the Commissioner. Of course the Commissioner to b\,' referred 
to is the Commissioner for the local area in which the accident 
takes place (sees. I9, 20 and 21). The Act aims at an amicable 
settlement if possible between the employer and the workman, 
an.d the application therefore has not to be made to the 
Commissioner unless and until the question at issue· is one 
which they have been unable to settle by agreement. The 
Commissioner is given all the powers of a Civil Court under 
the Code of Civil Procedure, 1908, for the purpose of faking 
evidence on oath and of enforcing the attendance of witnesses • 
and compelling production of documents. A brief memoran
dum of the substance of the evidence of other witnesses has t~ 
be taken down by the Commissioner. He ",ay, if he thinks 
fit, submit any question of law for decision to the nigh Court' 
(sees. 23, 25 and 27). If, however, the parti.es have to come to a 
settlement the memorandum thereof is to be sent by the 
employer to the Commissioner, who on being satisfied as to its 
genuineness records same in a register kept for the purpose. 

Appeal.,-There is an appeal to the High Court from the 
following orders of the Commissioner:-

(I) an order awarding as compensation a lump sti.m whether by 
way of redemption of a half-monthly payment or otherwise or dis
allowing a claim. in fuU or in part for a lump sum, 

(2) an order refusing to allow redemption of a half-monthly 
payment, 

(3) an order providing for the distribution of compensation among 
the dependants of a deceased workman, or disallowing any claim of a 
penon alleging himself to be such dependant, 

28 
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(4) an order allowing or disallowing aay 'claim., 'fot the amount of 
.an indemnity un~er- the provisi~ of sut:section .(2) of section 12, or 

(5) an order refusing to register a memorandUm of agreement or 
r~8istering the same or' providing for the registration of the same 
.ubject to condition •. 

Provided, further, that no appeal shall lie in any case in which 
the parties have agreed to abide by the decision of the Commissioner, 
or in which the order of the Commissioner gives effect to an agreement 
come to by the parties. 

(a) T,he ·period of limitation for an appeal under this section shaD 
be sixtydaye. 

(b) The provisions of sec. 5 of the Indian Limitation Act, 1908, 
shall be. applicable to appeals under this section. 

Diiputel Committee and Trade UniolU.-According to, 
the Bombay Industrial Disputes Committee there are no doubt 
a large number of trade unions in India, including those 
connected with railways, tramways, post, telegraph, etc. 
Ahmedabad unions according to them seem to have got the 
better of Bombay as they are "well supported by the men and I 
bave attained complete recognition fro;m the employers. They j 
have besides over-stepped the bounds of the individual factory: 
and united the men on the basis of their employment, a form! 
of organization which Bombay so far shows no sign of' 
reaching." Many of these 1fnions, however, according to the 
committee, more or less form so many strike committees 
"consisting of a few officers and perhaps a few paying members 
around whom the rest rally in times of trouble. Mter work 
is resumed the union dwindles, and in most cases disappears." 
However it is acknowledged that these unions though in their: 
infancy ;hile compared to those in Europe and America, must' 
be encouraged. The greatest difficulty is no doubt the· 
illiteracy of labour. The committee recolIlJllends therefore i 

that in the early stage of their career these institutions would', 
naturally attract intellectual sympathisers from outside. Thesel 
sympathisers should be encouraged notwithstanding the facti 
that they have no knowledge of the special difficulties, eitherl 

of employers or the employees, and though frequently ther: 
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are not able to get the l:iargains they make as leaders on behalf 
of labOur carried' out by . theil" illiterate followers. These 
according to the 'Committee are· "the· g,.owing pains of Trade 
Unionism". Gradually, it is hoped, fairly literate workmen 
would assume control as leaders and officials of these unions, 
and being paid by them would work independently. of 
employers in the interests of labour. Thus the leaders being 
so many ex-working men, as in the West, would not. ~y 
understand the special difficulties on both sides, but woUld also 
be able to infiuence their fellow men more effectively. 

It will thus be noticed that with the advent of the factory 
system of the West, the East has been forced to ~ccePt ·its 
necessary appendage of unions or guilds under which the two 
great factors, 'Uk., capital and labour, stand united with their 
respective cO!Upatriots in two separate camps, with· a view to 
protect the interests of each, trying their best to harinonise 
these interests by c<>operation, instead of being perpetually 
engaged in a destructive warfare in vain attempt to J>rnefit 
their own set at the expense of the other. 

EDUCATION AND TRAINING OF LABOURERS. 

We have already remarked on the infiuence of primary 
education on the efficiency of labour. Education enables a 
workman, through improved intelligence, to do his work 
intelligently, using his brain as well as his hands, and at the 
same time it makes it very easy for his superiors who have to 
guide him as to his daily work. Drunkenness and other vices 
gradually disappear with the spread of education among this 
class, and the workman becomes self-respecting and honest. 
The standard of living is also likely to rise with the spread of 
education and an educated workman is more likely to appreciate 
the advantages of earning a higher wage through improved 
production, thus affording a wider scope to the activities of 
the scientific manager. Education enables him to read and 
understand manuals and booklets dealing with the technicali
ties of the work he is engaged in, and if he happens to be. Ii 
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genius, ~ chances of bringing his natural faculties into full 
play are vastly increased, thus paving the way to some 
important invention which may radically affect the fortunes of 
"the industry concerned. 

Many old industrial establishments in Europe recruit 
young labour from boys and girls who have completed their 
education up toa certain standard at schools, and" then 
arrange for their special training in the technicalities of the 
work they are to be engaged in throngh the medium of instruc
tions imparted to them, between working hours, in special 
classes conducted by specially engaged experts. This 
theoretical and practical training enables the institution to 
maintain an adequate supply of efficient employees, who by a 
scientifically arranged systeJII of renlWleration, pensions and 
provident fund schemes, are "induced to take a lifelong interest 
in the "enterprise as a whole. 



CHAPTER XI. 

SCIENTIFIC ADVERTISING. 

The Force of Advertiaiag.-According to modern ideaS, 
advertising is uiuversally admitted to be an art which helps 
the manufacturer and the merchant to create demand for 
articles and services which they produce and sell. There are 
many businesses and trades where it has been acknowledged that 
it is impossible, even by the star salesman of great experience, 
to sell goods unless, and until, they are largely assisted 
through a well organized and planned advertising campaign. 
It is thus the modern universal habit first to boom a new 
article, and make it famous, before the salesman is sent out 
on the road to sell the article concerned. This is more so in 
these days, V{hen the prodnction exceeds the demand as all 
the countries of the world which in old days used to be 
consuming nations, and not producers, have become indus
trislised in some form or other. Goods produced have now to 
be sold by creating a demand among those who did not use 
them before, thereby expanding the market with· a view to 
getting rid of the increased S\1pply of manufactured articles. An 
advertisement mayor m,ay not bring a sale immediately; but 
the object of advertising is either to bring the customer to the 
door, or to prepare him, by familiarising him with the name 
of the brand and the special qualities and advantages offered 
by the goods or services, so that if the salesman calls on him, 
or when he may need such an article, he will think of 
preferring the manufacturer or the maker with whom he has 
become familiar through advertisements, and either send for that 
maker's salesman or canvasser, or go to the nearest retailer and 
get it. In short, the advertisements largely help to .. eat. the 
interest of the buyer in the article produced by the advertising 
manufacturer: and succeeds, if property and scientifically put 
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before him, in inducing him to make up his mind to purchase 
same whenever he may require it; or even to create a desire 
to acquire it, where this desire did not exist before he read 
the advertisement. Scientific advertisements by manufacturers 
have now ~anded to such a large extent, that it is rightly 
said that the dealer or the retail shop-keeper is no longel' the 
person on whose judgment and advice the average consumer 
relies, but in most cases the buyer comes into the shop having 
already made up his mind as to what maker or packer he 
should favour, and demands that the same should be supplied 
to him ; with the result that an average shop-keeper has found 
that it is more advantsgeous to stock the goods of well
known makers and well-known brands, rather than those of 
unknown brands by manufacturers who have never advertised. 
Thus the salesman of a manufacturer who never advertises 
will have a more difficult task in front of him. than that of one 
who continuously goes in for an advertising campaign, and 
whose goods and brands have become famous, or at least 
sufficiently known, among the consuming public. The great 
and potential effect created by an advertising campaign of 
modern' times may be gauged by the fact that in old days, 
when children went to sweet shops to purchase sweets, they 
only called for "sweets", and were not at all acquainted with, 
or interested in, the names of the makers. To-day they go 
to ask for Fry's chocolate, or Blu. Bird toffee; and will not 
accept toffee or chocolate of a brand with which they are not 
acquainted. 

It will thus be seen, that through the methods of 
scientific advertising the manufacturer is now in a position 
to bring himself into full prominence under his own name and 
trade mark, so that he is not only independent of the whole
saler, but on account of the demand thus created, the retailer 
is forced to stock the goods. Advertising is thus an invest
ment and not an expense. The good-will which is thus built 
up by a well-directed advertising campaign is frequently of 
inestimable value. From the consumer's point of view also, 
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advertising is beneficial. At first it was thought that 
advertising meant increased cost, which the consumer had to 
bear in the long run. It is now being increasingly realised 
that that was an erroneous conception. A manufacturer, by 
a 'COurse of scientifically regu~ted advertising, generally 
incseases the demand for bis production, which he· is thus 
able to manufacture on wholesale lines at a relatively reduced 
cost by the use of labour saving machinery, motive power, 
etc., factors which he could not take advantage of when his 
sales ;were limited: and thus he is naturally in a position to 
offer his goods at a lower price. He also brings himself into 
direct touch with the retailers and consumers, through 
advertising and, in many cases, is thus able to get rid of whole
sale agents. A demand is thus created which did not exist 
before, for advertising brings the advantages and uses of the 
articles concerned to the notice of an ever-increasing number 
of readers of daily papers, weekly or monthly magazines, etc. 

On the other hand, the increased pn,>fit which a 
manufacturer makes through increased sales of his product 
with the help of advertisements, is frequently passed on to the 
buyer in the form of reduced prices and improved· quality, 
which is the meaning of the saying that advertisements 
ultimately work out in benefits both to the manufacturer and 
the consumer. Even in cases where the prices are not reduced 
through increased Sales, a higher standard of quality results 
in the ·case of advertised goods as compared to those which 
are .' not ·.advertised. Once the· goods secure a name and 
prestige or good-will, it is quite natural that the manufacturer 
is most zealous that this good-will which he has created at 
great expense and industry should be maintafned at the same 
high standard. This can only be done if he maintains, and 
even raises, the standard quality of his production. There 
is one other great advantage which the public now secures 
through advertisements of what are known as "proprietary", 
or "branded" goods, viz., that the buyer knows exactly the 
price he should pay, because the prices have been advertised, 
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and hence the retaU shop-keeper cannot deceive him either as 
to the quality, or as to the- price charged. 

The other advantage to the retail shop-keeper in case of 
goods advertised happens to be that the shop-keepers' or 
wholesale agents' selling costs are reduced, because the 
goods have acquired a prestige and a demand. The shop
keepers' time and labour in advertising, and arguing with 
buyers in connection with selection of the correct type of goods 
is saved, because the buyer has already made his choice 
through the study of advertisements of different makers, 
and therefore not much is left to be done in that direction as 
far as salesmanship behind the counter is concerned. 

As far as the selling costs of the manufacturer are con
cerned, they are also reduced in case of his branded and 
proprietary goods which have already secured a name in the 
market, because the trade discount allowed by him will be 
much· lower in the case of well-advertised and well-known 
goods than in the case of those which are unknown and 
unadvertised. 

We have already seen above how advertising, through 
creating a large demand, helps the factory to reduce the 
relative cost of production. Besides that, the attitude of a 
retail shop-keeper is always more favourable towards well
advertised goods, because his time is saved and he can sell a 
very large quantity ; and thus, though he may be receiving a 
smaller trade discount than he would receive on unadvertised 
goods, the well-advertised article shows a larger profit in the 
long run. 

In case of high priced goods, scientific advertising, 
well directed, teaches the public the most important fact, 'Viz., 
that price is not the only factor on question of selection of 
goods, even if one can afford to pay more; but that quality 
and price must have a fairly equitable bearing. 

The other point to be remembered in connection with 
first class advertising is that the article advertised must be 
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good, in order to achieve success in the long run; and the 
old doctrine of c .... eat .napttW, .. iz., "let the buyer beware", 
does not apply in modern commerce. An advertiser must see 
that such promises he gives as to quality and service are strictly· 
fulfilled ; and if he does that, he not only secures permanent 
customers, but the satisfied buyers are continuous advertisers 
and recommenders of his wares to others . 

. THE SUCCESSFUL ADVERTISER. 

The successfnl advertiser is one who has carefully studied 
the working of the human mind. He ought to possess the 
imagination of a practical man of the world. He should be 
gifted with exceptional powers of observation which enable 
him to note current eVents, with a view ·to taking full 
advantage of' them. He should believe in the good 'qualities 
of the articles advertised, and should be by temperament an 
active optimist. If put in competition with equally efficient 
advertisers, he ought to be able to hold his ground in making 
his advertisements attractive as well as effective .. When he has 
to compete with men who have not given more than a passing 
thought to the subject, his work is undoubtedly easy, though 
not actually negligible. Thus he should not only study the 
general technicalities regarding the printing processes, for 
types, pictures and colours, get in touch with the circulation 
of, and in1Iuence exercised by, various newspapers, magazines, 
etc., but should also grasP the principles of psychology and make 
use of that knowledge while preparing the draft copy of his 
advertisement. This is because the modern advertisements 
have not only to bring to the notice of the public the article 
which is the subject matter for publicity, but they should be 
so framed as to influence the mi"d of those for whom they 
are meant, to the extent ';f creating an overpowering desire 
to acquire the same. These results have to be attained by 
the scientific advertiser in the space available, i .•. , taking 
the financial provision made by the firm concerned, into due 
consideration. 
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THE ADVERTISING MANAGER. 

The first qualliication of an advertising manager is 
not only that he knows the scientific principles of 
advertising itself; but that he is also a first class sales
man, and looks at every advertising proposition from the 
selling stand-point. He must be able, not only to plan 
advertisements, but also to see that he gets the largest 
possible benefit from the quota allotted to him by way of 
advertising expenditure by the directors. On the basis of this 
quota he has to prepare his advertising budget, and then 
prepare a plan on which he has to proceed, with a view tOt 
securing the maximum result from a minimum possible 
expenditure. It is thus that he will be in a position to gee 
the best out of the amount allotted to him. The staff of his 
advertising department, naturally, will have to be selected 
with care, and with due regard to the expenditure which the 
organization for whom he works is prepared to !Ileet. In 
small concerns, the advertising manager will have to perform 
numerous functions himself, "iz., those of the controller, 
organizer, copy-writer, the lay-out man, space buyer, etc., but 
iIi larger concerns he can afford to have assistants under him, 
among whom all these duties may be properly divided IIC!cording 
to their capacity and experience. He cannot, of course, 
succeed in getting framed or framing copies and advertising 
literature, unless and until he carefully studies the goods he 
is asked to advertise; and for that purpose he collaborates with 
the salesmanager of the estab1ishment or his immediate 
assistant, who is capable of giving him all the points he 
desires. The market on which the sale is to be made should 
also form his special subject of study. Here, frequently the 
buyers, who are generally retail shop-keepers who call at the 
head offices, may be constantly interviewed and talked to with 
a view to learning about their sales, and their customers' 
points of view, and to study their requirements, tastes, habits 
and opinions. This study will naturally put him on the right 
road, and constantly give him hints as to whether he should 
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alter his advertising methods, and whether the methods 
hitherto applied can be continued with advantage. The class 
of people to whom the advertisement is to appeal must also 
be carefully studied, and a proper medium selected for 
advertisements, appealing to the right type of buyers. 

He should also carefully study the sales policY of the 
organization which has employed him and fit his advertise
ments with that policY. The advertisements may be planned 
with a view to directing the consumer to the retail shop
keepers who are stocking goods of his company, or the 
consumers may be invited to correspond with the central 
organization for catalogues, price-lists, literature, etc. It is 
claimed that this latter method may at least give an index as 
to the effect of advertising on the mind of the prospective 
consumers. Of course, when enquiries as to prospectus and 
literature are received, these are supplied, and the enquirers 
are referred to the stockists or retailers in the locality from 
whence he has applied. This last method is m9re suitable to 
high priced goods; but in case of others, it has been found 
more advantageous that the advertisement and literature 
should confine themselves to stating the names of the stockists, 
etc., of the goods, or to' directing the consumer to tlie retail 
shop-keepers. Of course, in case of manufacturers running chain 
shop organizations, this reference is given as to their own shops 
in the localities concerned. 

In case of large concerns, the advertising manager has to 
co-operate with his own staff and properly direct them in con
nection with various operations. 

So much of the success of the advertising campaign, and 
of the profits of the whole organization, will depend on the 
advertising manager's ability, industry and care, that he may 
be looked upon as a very important and responsible officer in 
the selling organization of every concern. In the selection of 
thl!> media or paper, as well as in the choosing of posters and 
their design, he has to be particularly careful; because any 
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error in judgment will naturally mean loss of so much money 
laid out by. his organization in connection with its advertising 
budget. 

PREPARING FOR AN ADVERTISING CAMPAIGN. 

When preparing for an advertising campaign, the lIIanufac
turer or the wholesaler has to make up his own budget, and 
decide upon the amount which he is prepared to layout in a well
directed campaign. He should then proceed to see that this 
amount is so utilised in his advertising campaign, as to produce 
the maximum result with the greatest possible econolllY of expen
diture. The advertising may be required with regard to the 
products which the manufacturer is already producing, or with 
regard to an entirely new product. In either case the most 
representative and distinct lines of his manufacture should be 
selected for this purpose ; and the less important trading lines 
may be either kept in the background, or abandoned for the 
purpose of advertising. 

The next step will be to lay down the se11ing points which 
he wants to push forward to the notice of the advertisement 
readers, such as cheapness or quality or special design, etc. 
A brand has to be selected, or, as is the case with many mann
facturers, specially invented as a sort of a patent naJIle, and 
then this name is familiarised as far as possible throngh the 
medium of a well-organize<!. advertising campaign. Packing 
of goods, the labelling of the bottles and boxes has also to be 
decided upon, and perfect designs have to be prepared for each 
through the help of experts, with a view to attract atten
tion, create an impression and iitcrease custom. It is.. usual 
with some advertisers to proclaim the advent of their advertis
ing campaign tliiough trade journals and their salesmen weeks 
in advance of their being placed on the market ; so that retailers 
in various localities lIIay stock the goods anticipating demand 
from customers who may be attracted by this campaign and 
may be induced to buy same. Frequently efforts are made 
through salesmen to induce the retailers in the districts which 
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are to be covered by an advertising campaign, to stock tbe goods. 
Unless tbe goods are stocked, tbe advertising effort !Ilay be 
wasted. 

Frequently, warranties are included in advertisements 
as to tbe use or particular advantages of the goods; 
and tbese serve as the best selling points in many 
cases. The selling points tbus advertised in various 
media are also' repeated and reproduced on the packets 
and labels of tbe articles offered. There are otber cases where 
the best advertisement for an article is a simple, honest state
ment of its uses and advantages. There have been cases where, 
in tbe case of new advertisers and manufacturers, dealers have 
refused to stock tbe goods: and in such cases large sums have 
to be expended in order to persuade tbem to do so, even on a 
sale or. return plan: which expenditure is looked upon as a 
part of advertising expenditure. There are cases where dealers 
refuse to stock tbe goods on tbe excuse of their' having no 
space in tbeir shops. In tbese cases, special arrangements 
have to be made witb tbe dealers, by which tbey ·are enabled to 
order by telegram, as soon as, in tbeir opinion, tbe advertising 
campaign has made a favourable impression: and for tbis 
pnrpose stock should be kept at convenient locations in tem
porary depots. In case tbe first burst of advertisement is un
successful, tbe advertiser must stop advertising, and find out 
why the article offered was unattractive: because tbe failure 
of an advertisement muSt be due to that principal or primary 
cause if tbe advertisement, otberwise, was scientifically pre
pared and well directed. If, on tbe other hand, tbe first trial 
or boom of advertisement is successful, tbe advertiser should 
follow it up by arranging a continuous and systematic series, 
in a well ordered and well thought out programme. Once tbe 
market is firmly established, of course tbe adv!'r1ising expen
diture must gradually be lowered, and articles moderately 
advertised; because otberwise tbe excess amount spent is 
decidedly wasted. Well ordered advertisement, moderately 
effected and repeated, of a substantial article, has every cl!ance 
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of success; but wbere something is over-advertised as a 
"stunt", it loses its attraction altogether, because the public 
doubts the advertiser as a mere advertising adventurer and 
becomes suspicious as to his seriousness, or the qnality of the 
article being offered. This is the reason why advertisements 
conducting competitions, offering prizes, etc., are looked upon 
by the public with suspicion as mere advertising stunts; and 
the article behind such an advertising campaign loses all im
portance in the public eye. Besides, it is said that competitions 
of this kind take up an enormous amount of the executive's 
time, and thus indirectly impede the progress of business. The 
competitors themselves purchase articles, not because they 
require them, but because of the prize which they expect to 
get. As very few of these competitors succeed in. securing 
the prizes, naturally the stunt loses its selling effect in course 
of time. 

ASSESSMENT OF ADVERTISING APPROPRIATION. 

Generally speaking, an average manufacturer does not go into 
details, but assesses the amount he should layout on the basis of 
sales or any other figures, for the simple reason that frequently 
this factor has to be arbitrarily decided upon on the margin of 
money which he is able to spend or set aside on advertising, 
and cannot possibly take into consideration the relation of this 
amount to his saving cost. No doubt that is not the scientific 
way of approaching the problem, because the advertisement is 
intended to secure sales and increase profits; and if that objec
tive is not achieved, the money spent is wasted. However, 
in modem times it is being realised and admitted that the 
advertising expenditure must be on definite iuformation, which 
can be acquired, and that the advertising cost shoUld be. decided 
on the footing of that information. In any case, it should not 
be forgotten that it is not possible to lay down a hard and fast 
rule as to the percentage of cost based on the value of turnover, 
or on any other basis in all cases, for the simple reason that 
circumstances differ, and a perCentage which might be very 
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satisfactorily based on the sale of an established article may 
be found entirely inadequate for the purpose of pushing the 
sale of an entirely new .;rt;cle. For instance, in the case of 
a moror-arr company, one per cent on the se11ing price may 
be found adequate; whereas in the case of a soap manufacturer 
even ten per cent on the turnover might be found inadequate. 
Thus in connection with every advertising proposition, the 
appropriation must be calculated on the merit of the case itself. 
The method of arriving at as accurate a basis as possible 
may be dealt with, of course, on general terms. One method 
is of basing the percentage of advertising appropriation on the 
total past sales; whereas in other cases it is found advisable to 
make a careful estimate of anticipated sales of the year or years 
to come during which the advertising campaign has to be 
carried on, and then arrive at an appropriation. There may, 
of course, be differences of opinion as to whether the past 
or the anticipated future sales should be taken as the basis for 
calculating the appropriatiOn percentages: but the general 
opinion is that it is 'safer to take the past sales, as a more 
reliable basis. However, in case of an entirely new article, 
one has to anticipate sales in the future, as there is no basis 
of past sales to go upon: but in such cases, care should be 
taken that an optimistic estimate is not made, and a wide 
margin of more or less elasticity sbould be maintained in the 
estimate. I 

No doubt experience in the business concerned will be the 
best guide and teacher in connection with arriving at these 
figures of advertising appropriation, but the basis can be 
arrived at by taking into account the following factors, 'Viz., 
(I) the object with which the advertising campaign is under· 
taken, (2) the markets in which the same has to be launched, 
(3) the type and c1ass of goods which are to be pushed, 
(4) whether the goods are known on the market or an entirely 
new brand has to be pushed, (5) to what extent the competitors 
in the same line advertise, and the retailers stock, the goods, 
(6) any particu1ar difficulty in connection with competition Or 
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selling of the goods, (7) the capacity of the factory for produc
tion in relation to quantity, as well as the cost of production. 

Frequently the object of advert~ is simply to maintain 
the good-will of a well-known article or brand by keeping its 
name prominent in the public eye. In such cases the percentage 
will be naturally very low if based on the past or estimated 
future sales; particularly in markets where it is easy for the 
manufacturer to maintain his position and reputation. If, on 
the other hand, an effort is to be made either to push the 
goods on a market where they are unknown, or to increase sales 
on the ;market where they are -already known by capturing the 
custom of other competitors, or creating a new demand in new 
direction, the percentage of advertising appropriation has neces
sarily to be much higher. This percentage can only be arrived 
at after careful research of the market concerned. 

The second point to be decided on is the type of the 
market in which advertising is to be done. It may be that 
the type of goods are such that well-to-do people are to be 
attracted, or the goods are saleable more among the middle 
and the lower middle c1asses. The extent of possibilities of 
such a market should be, in those cases, the deciding factor 
as to the extent of the advertising appropriation necessary. If 
the market is large and the possibilities of sales more attractive 
or favourable, naturally an appropriation can be ;made on a 
more liberal scale. , 

We have already seen that in a case where the goods are 
unknown on the market, the advertising appropriation has, 
naturally, to be made on a much larger scale, and will have to be 
calculated on the footing of anticipated future sales, as well as 
the period for which the advertising campaign has to be 
continued, and .. ic • ... rsa. 

The next point will be the extent as well as the quality 
~f the advertising campaign which is already being carried on 
by the rivals and the manufacturers concerned. If there is 
not much advertising on a scientific footing done in a market 
in connection with the goods which the nianufacturer has come 
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out to sell, his task will be easier and his advertising appro
priation much smaller; but in a case where it is otherwise, the 
advertising appropriation will have to be carefully calculated 
on a more liberal basis. This is more so where the manufac
turer finds that there are powerful competitors, whose goods 
are sold in large quantities on the market concerned, and 
are very popular. In such cases the prices at which they are 
sold in comparison with that of the advertiser, as well as the 
methods of sale adopted by them, the rules of distribution and 
delivery, trade discounts allowed and various other services 
offered must all be taken into account, in comparison 
with similar items of services, etc., which the adver
tiser himself is prepared to offer. Where the advertiser has 
to meet the competition of an inferior and cheaper article 
placed on the market by a rival manufacturer, the advertising 
appropriation must be made on a ;more liberal scale, with a view 
to establish in the public mind the fact that the higher price 
at which the advertiser offers his goods for sale are justified 
on their merits. In case of a superior article- as well, if 
the public are convinced as to its merit, the competition with 
the inferior articles and the lower price will also require a 
good advertising appropriation. The other item to be taken 
into calculation is the extent to which the dealers stock the 
goods of the rival manufacturers; which information should 
be obtsined on a careful research or investigation with the 
dealers. 

The next point to be taken into calculation and balance 
is the difficulty, if any, which is peculiar to the selling of the 
goods which the advertising manufacturer is trying to push 
on the market. It may be that his goods may' not be of the 
same merit as those of his rivals, compared to the price 
charged: in which case he will have to adjust first the 
difference and bring them on the level of the question of merit. 
It may be, on the other hand, that they are more popular 
with a certain section of the population, even though equal in 
merit; in which case, of course, people have to get over that 

.119 
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<iifficu1ty by a' sufficient advertising' appropriation and well 
planned advertising campaign. If, on the other hand, the 
retailers are troublesome, and will not stock his goods, he will 
have to deal with ~em, liberally by actually paying them, with 
a view to inducing them to stock, or following other methods 
that are convenient and handy. If there is a defect in his own 
selling organization, the same must be discovered and put 
right; or it may be that the buyers are not yet capable of 
appreciating the usefulness of the goods, and are not using 
them; in which case an educative advertising campaign has to 
be undertaken, for which an adequate appropriation on a regular 
basis will have to be made. 

It should not be forgotten that in the case of manufactur
ing industry, the law of economics which applies is, the larger 
the production, the lower the relative cost. Thus if the rival's 
goods are sold in large quantities, he is at an advantage as a 
manufacturer, because his relative cost is decidedly lower than 
that of the advertising manufacturer. Here he has to consider 
whether he cannot himself bring the productive capacity of his 
work on the level of his rivals, or reduce his costs by other 
methods. The other defect that should be guarded against is 
that the advertising campaign on large lines on a liberal appro
priation may produce a demand with which the factory may 
not be able to cope, and thus the money laid out may be 
wasted. 

The above are all the factors which a scientific advertising 
manager takes into calculation and weighs in the balance, in 
consultation with the salesmanager, before he arrives at the 
percentage of his advertising appropriation. 

THE COPY. 

In the preparation of what is called the "copy" of the adver
tisement, great ingenuity has to be displayed, . and various: 
elements taken into account and provided fur. The principal' 
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elements which a good copy should embrace to the highest 
attainable degree, are: -(I) Attention value; (2) Suggestive 
value; (3) Memorising value; (4) Conviction value; (5) Value 
from the point of view of an appeal to sentiment; (6) Value 
from the stand-point of answering the demands of and creating 
habits; (7) Value from the stand-point of an appeal to human 
instincts_ We shall proceed to examine each of these elements 
separately. 

Attention Valne.-It is quite easy to understand that a 
copy, though it may possess all other merits, would be 
useless if it does not possess the power to attract attention, 
or what is technically called "display value". The first caIe, 
therefore, of a scientific advertiser is to make his copy as 
attractive, from the stand-point of attention value, as possible. 
A large amount of money is simply thrown away by ea.eless 
advertisers through the neglect of this most elementary factor. 
In these active times people are too busy voluntarily to read 
advertisements, and the practical advertiser has. to 'see that he 
so manages to bring out his copy as involuntarily to force atten
tion, and persuade his audience to read what he has to state. 
Moving'"ligures and switch-lights are being recently used in case 
of street advertisements, with irresistible effects. Colour plays 
a very important part in adding to the attention value of adver
tisements, as here, sight has to be- appealed to. . Red, yellow 
and blue are the most emphatic of colours, which, when used 
with white and black in an artistic manner, considerably add 
to the attractive value of advertisements. These prints should 
be in large types, or blended in an artistic manner with 
pictures. Yellow signifies light, which, when blended with the 
most emphatic of all colours, red, expresses fire and has a great 
attractive value when appropriately used. 

Display value is improved by (I) pictures, (2) use of dis
play types, (3) use of colours, (4) borders, (s) use of reply 
coupons, (6) attractive head lines and slogans in display 
types, (i) leaviug space either at the head and foot of an 
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advertisement or all round it, (8) giving a distinctive and novel 
appearance to your advertisement, as compared with others on 
the same page, (9) in the case of street advertisements, by use 
of switch-lights and neon signs or flood lights_ 

According to Professor Harlow Gale, red carries the 
greatest attractive value, green is the next best and black the 
third. 

The other element, which, while it plays a very important 
part in adding to, or deducting from, the attractive value of an 
advertisement, is the quality of the other competing advertise
ments surrounding it, whether it is a street, magazine or news
paper advertisement. If the other advertisements are more 
attractive than our own, ours is the least likely to be noticed. 
The scientific advertiser has, therefore, to make a careful study 
of the competing advertisements appearing in the medium which 
he selects for his advertisement. A careless draft, made out 
in a hurry, with eyes practically closed towards this factor, 
would result in waste of money and time. This is the main 
reason why full page advertisements in magazines and news
papers carry the greatest attention value. There is no com
peting advertisement to lead the reader's attention a«ray, and 
the chances are that. they will be noticed. The expense in
volved, however, makes it impossible for the majority of adver
tisers to utilize full pages for advertisements. 

Next in importance to space is the design or get-up of the 
advertisement itself. Pictures, when appropriately used in COD

nection with advertisements, carry with them a peculiar atten
tion value. The words "appropriately used" mean that the 
picture should have some decided bearing on the matter adver
tised, and tell its own tale: because if there is nothing in the 
picture itself to indicate the value or usefulness of the article 
advertised, the person whose attention the picture has succeeded 
in attracting will most probably pass the same over without 
reading the advertisement printed under it, thns frustrating the 
main object sought to be attained by the advertiser. A scienti-
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fically designed picture advertisement should not only attract 
attention but should also indicate, as far as possible, the article 
advertised. The suggestion must be so emphatic and attrac
tive that the person noticing it should be involuntarily tempted 
to read it. It is thus that repeated reading of the advertise
ments in newspapers, magazines, placards in street, tramways, 
railways, etc., creates a favourable impression on the mind of 
the public, familiarises the brand advertised, pushes its sale 
and helps to build up good-will of no mean value. To make 
the matter more clear, it would be better to take up two illustra
tions, one in which a picture is used which has no bearing 
on -the article advertised, and the other in which it is appro
priate. Supposing a dealer in silk were to use the image of 
an artistically painted lion in connection with the advertise
ment of his shop. The picture no doubt will attract a certain 
amount of attention, but will fail either to create an interest 
which would induce people who notice the same to read the 
printed matter appearing along with it, or to give them an idea 
as to the nature of the articles dealt in by the shop. To 
the common run of people who handle daily newspapers or 
magazines, the advertiser and his wares will remain obscure, 
with the exception of the very few who have time and leisure 
to make it a point to read advertisements. If, on the other 
hand, a scientific advertiser were to be asked to handle this 
copy, the picture most- probably would be that of a charming 
young woman dressed in fashionable silk in the act of stepping \ 
out of a motor car, outside the shop of our advertiser, whose 
windows exhibit fine silk garments together with the sign board 
indicating the name of its proprietors. A complete description 
of goods, etc., will also appear at the foot of the picture in 
appropriate types, artistically arranged. Here the nature of 
the business advertised is suggested, side by side with the class 
of people who patronise the shop. The sign board unconsciously 
forces its name to the notice of the reader. Feminine curiosity 
is appealed to in a forcible manner, with the result that many a 
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fair patron of silk and satin will find recreation in paying a 
flying visit to this abode of pleasure. Our friend of the silk 
trade, thanks to an excellent equipment of capable salesmen, 
coupled with an attractive stock, will experience little difficulty 
in inflating the figure of his daily sales. 

The other most eflective method is to show the article 
in its use. Where this can be done the picture carries both 
the attention as well as suggestive value. 

The picture selected must not only be appropriate, but 
should be such as would create sympathy and attract those for 
whom it is meant. It should not offend the feeling of the class 
appealed to" nor create amusement of a type which is likely 
to lose the respect of the reader. Frequently attempts are made 
to make pictures amusing. Unless one is possessed of rare gifts 
in the direction of presenting comic pictures in an appropriate 
fashion, it is rather a risky experiment to be attempted in the 
course of an advertising campaign. 

Frequently portraits of dealers are used in advertisements, 
particularly in case of mail order business. It is suggested that 
an honest and sincere look carries conviction and inspires con
fidence. Pictures giving sectional views of the inside mechanism 
are also effective where some special points are to be made in 
connection with the article advertised. To economise space a 
part of the picture is sometimes shown. 

In connection with illustrations, it may be noted that the 
scientific advertiser has a very large selection of processes, from 
which he selects according to his requirement. All these pro
cesses are founded on either the half-tone or the line engraving 
method. The half-tone is hased on the photograph of the illus
tration and has naturally a very realistic eflect. It has, how
ever, to be printed on a superior paper. 'In other cases the 
line engraving or the zinc etchings are the most appropriate. 
For these, actual drawings or prints have to be prepared. These 
outline blocks can be shaded to any extent in order to get a 
proper effect. It is ..uways best to get blocks_ specially made, 
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rather than buy stock, ready-made blocks from dealers who make 
them. Frequently the manufacturers supply their agents and 
dealers who stock their goods with appropriate blocks which 
may be used with advantage. The advertiser while ordering 
the same to be published, should prepare the copy, indicating 
the exact position of the block, preferably pasting on the copy 
the actual print wherever possible. 

The practice of using colour pictures in case of magazine 
advetVsements has also come on the scene, though not universal 
yet. Here generally two colour and three colour pictures are 
used. This naturally requires more than one printing in order 
to bring out the different colours. 

Great importance is also attached to the attractive value of 
the head line used in connection with an advertisement. 
The general opinion is in favour of a head line made up of 
three to four words printed in emphatic black display types. 
The wording itself has to be very carefully thought out with 
a view to creating an effective impression on tne mind of the 
right party, i .•. , the class appealed to. Catch-phrases, current 
political maxims let loose by some public leader of eminence, 
as well as some living incident of the world's current history 
towards which the public mind happens to be directed at the 
moment, are frequently made use of with excellent results. 
These are known as "slogans". The one used by Kodak the 
famous camera manufacturers is "you press the button, we do 
the rest" which is most appropriate to the article advertised. 

The other method employed for attracting attention is to 
leave a space at the head and foot of the advertisement. Others 
leave space all round the copy which helps to bring the same 
into prominence. Artisti~ borders are also resorted to with the 
same object, but here care should be taken to see that the 
border is not made more attractive than the advertisement 
itself, as that might have the tendency to distract the reader's 
attention from the advertisement, which attention may be mono
polised by the border. If a border is selected at all, it is best 



Business OrganiZIJtion 

to have it in as plain a form as possible. Too much orna
m,entation and decoration in an advertisement should be 
avoided £or the same reason. In case of borders, careful study 
should be made of the class of borders, if any, that may be 
already used by competing advertisements in the same medium. 
If square borllers are in general use, make use of a border 
with round comers, and "ice ".rsa, in case of your copy, with 
a view to creating a novelty and thus to drawing the reader's 
attention. A large number of advertisements do not carry 

ornamentation or pictures either through the force of circum
stances, or as of choice, and here the proper selection and 
arrangement of types is a factor of considerable importance. 
Very few advertisers in 'India pay any regard to this important 
factor and are more or less at the mercy of the newspaper 
compositors, thereby frequently spoiling the effect of an other
wise good copy. The types should be so arranged as not only 
to attract attention from a general stand-point, but also with a 
view to giving the reader's eye a halt at some important point 
you wish to emphasize. It is preferable to underline a sentence 
of importance rather than to use italics, as underlining attracts 
greater attention and seems more natural. 

As to price quotation as an attraction, the same. should 
only be quoted if the price is particularly low and is thus a 
strong point. Of course, in the case of retailers who deal in 
superior goods, and whose customers are more particular about 
quality than cheapness, price should not be quoted. When 
quoted the prices should be placed at the foot in right hand 
corner of the advertisement. 

Reply coupons are also used in connection with advertise
ments with a view to attracting attention, as well as fot: their 
suggestive value. These coupons when made out in the form 
of triangles are the most attractive from the point of view of 
attention value, as they cut through the advertisements in an 
uncommon manner and arrest the eye of the reader. 
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The careful and scientific use of types goes a long way 
towards increasing the display value of an advertisement. For 
this purpose the scientific advertiser should master typography. 
Over-display should be studiously avoided. The object of 
display is to just catch and guide the eye to a point made in the 
advertisement, and this has to be made with care and modera
tion. There should not be a lavish use of all capital letters. 
They may be appropriately used in connection with the 
advertiser's name or that of the product. In case of display 
types, also, it is the opinion of the experts that in .1l1ost cases 
it is hardly necessary to use more than two styles of display 
type. Of course the heading should always be set in bold types 
except in the case of very small advertisements. It should, as far 
as possible, be set in one line ; and in case it has to be set in more 
than one line the division should be so made as to present the 
best appearance. The upper portion of the advertisement should 
be set in a stronger display than the lower portion. This is 
done with a view to bringing a balance. This remark .applies 
both to the types as well as to the illustration that may be used. 
In case of advertisements which are closely set, larger and 
heavier display types should be used. In the body matter as few 
display types as possible should be used, and those, too, of light 
face unless there is abundant loose space available. 

S.,ggestive Value. -The wording as well as the picture 
should possess suggestive value, i.8., they should be represent
ed in a manner as would suggest to the reader the advantages 
of buying your articles and, so to say, impel hi1ll to do so. 
When a hypnotist wishes to put his subject into hypnotic sleep 
he 'fepeatedly suggests that he is sleepy, which act gradually 
captures the subject's will, thereby sending him to sleep and 
making him act in the manner suggested. The scientific 
advertiser should also try his best to make his copy carry this 
valuable element, so that a person who frequently sees the 
advertisement, is gradually induced to buy and try the merits 
of the goods advertised. Frequently words such as "have you 
tried Lipton's Tea? Try it to-day. It is the best in flavour", 
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etc., are found in advertisements with appropriate accompani
ments. These phrases are meant to act as so many emphatic 
suggestions, which are calculated through a course of repeated 
reading in placards, magazines, streets, cars, etc., to produce an 
effect on the mind of. the' reader similar to that produced by 
the hypnotist on his subiect. People read advertisements in 
newspapers, magazines, placards, etc., half consciously and get 
the information as to the maker and the advantsges offered by 
certain articles. They then forget the source of this informa
tion, and begin to think that these names, so familiar to them, 
have been recommended by some friends either in business or 
at their clubs. In order to bring about this 1llost desirable 
result, the advertiser should not only bear in mind the value 
of suggestions made in a correct form, but should also attempt 
to make the best impression on the mind of the reader as to 

the merits of the articles offered. Frequently, the suggestion 
is inserted in the form of a command, such as, "Join Davar's 
College of Commerce for a practical course of commercial 
education" ; "Be your own carpenter by buying Ellen's Tool 
Box" ; etc., in connection with advertisements, which catch
words are meant tQ act as suggestions in the form of a direct 
command. These commands, are most effective with the class 
used to obey commands, but they should not be used in case 
of customers who are used to commanding others. With the 
latter, a mild suggestion in an indirect form expressed through 
the medium of an illustration, picture, or words may be tried 
with the best result. 

Memorising Value.-The copy should be so presente4 p 

.to create a lasting impression on the minds of its readers. 
In our early school days, in order to memorise poetry or any 
other • .lessons we resorted to the good old device of repeating. 
the lesson. The advertiser can secure a similar result, as far 
as-the memory of his readers is concerned, by repeating his 
advertisements. An advertisement which appeals to the 
emotions and sympathy of the readers is most likely to be 
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remembered. Dr. Dill Scott gives as an illustration a picture 
of an advertisement of the Pelman's School for memory
training, in which a yoUng man is shown in the act of 
giving up in despair the lesson, which he has been trying to 
master. He is shown with one hand resting on the forehead, 
with eyes closed and a sort of hazy cloud is drawn across his 
forehead to represent the mental fog. This picture according 
to the learned doctor is not only likely to attract attention of 
young men similarly situated, but is also likely to impress 
itself on their memory through the sympathy it is likely to 
create. 

Conviction Value.-The next point to be seen is that 
the composition is presented in a manner which is likely to 
be believed and taken seriously by its readers. A bombastic 
or exaggerated style is likely to have a contrary effect, and 
should therefore be avoided. Try to convince your readers as 
to the assertion carried by your advertisemen! by logical 
arguments wherever possible. A copy which is not accom
panied by a picture, should make up all that the picture would 
have suggested through the medium of arguments advanced . 
. Irrelevant talk should he avoided and the language should be 
brief, cOnvincing, simple and to the point. It is no use sayiug 
that your goods are the best in the market, without adding 
some argument in their .favour of a more or less convincing 
nature. Show why they are likely to be the best, describe the 
special .advantages commanded by you either in their manu
faatqre or purchase, or some other equally practical reason 
which is likely to convince the class of readers appealed to •. 
One method most successfully used in this connection is when 
the advertiser offers to take back the goods if returned, 11$ 

unsatisfactory within a certain time. This undoubtedly 
creates a good impression on the mind of the prospective 
buyer, by helping to convince him or her as to the confidence 
of the dealer in the quality of the goods offered. Experience 
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has shown that very little risk is involved in making this offe. 
in ·the case of goods of really good value. 

Value from Point of View of Sentiment. --Sentiment plays 
a· very important part in all walks of life, and a large number 
of our actions are influenced by the same factor. In the pre
paration of the copy, therefore, this important factor should not 
be lost sight of, and whenever possible, full advantage should 
be taken of the potential value carried by the same. In no 
case should the draft be made to include anything which is 
likely to injure the feelings of the readers, or to create an 
adverse effect in this connection. This is particularly to be 
noted in connection with foodstuff advertisements, for a taste 
for food is more or less a question of sentiment. Articles like 
biscuits or sweets offered in a tastefully designed packing, are 
more likely to appeal to and attract the consumer, than those 
which are clumsily sold in old fashioned paper bags. With 
the advance of civilization, people have learnt to appreciate 
neat habits as well as the laws of hygiene and cleanliness. 
The result is, that food served in a clean and artistic surround
ing, appeals to them with a greater force. Perhaps a work
man used to manual labour and blessed with a keen appetite 
may not appreciate this factor, but those who by force of 
circumstances have to follow sedentary occupations are less 
fortunate in this regard, and care has to be taken to see that 
nothing which has an unpleasant savour is introduced in con
nection with food or articles of diet which are meant for 
their consumption. Through picture-advertisements artistically 
drawn, full advantage may be taken of this factor, particularly in 
connection with foodstuffs offered for sale. Let us take the 
instance of sweets sold in a clumsy manner in some of our old 
fashioned Indian sweetmeat shops, and compare them with 
those of manufacturers with modern ideas, offered for sale in 
neat artistic boxes with neat paper and silver packing. The 
latter appeals to people of cultured taste who are prepared to 
pay a much higher price for them. 
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Anlwering Demands and Creating Habit •. -We have al
ready noted and emphasized that the object of advertising is 
not only to answer existing demands, but also to create fresh 
ones by breaking new ground. With this purpose in view, 
the copy must carry with it what is known as an educative 
value, i.B., one which not only informs people as to the nature 
of the articles offered for sale and the places whence they can 
be procured, but also embraces elements which will make the 
reader, who is not in the habit of using them, do so, and thus 
create a demand. The task of creating new habits is the 
most difficult from the stand-point of the scientific advertiser, 
as habits once formed are difficult to eradicate, and in order 
to induce people to act in a contrary direction, I.e., in the direc
tion which the advertiser wishes them to follow, a regular and 
sustained advertising campaign becomes necessary. Of course 
the advertiser should stody the habits of the people he deals 
with and then try to meet them in the most acceptable form. 
That is no doubt an easy method, and the least expensive. 
But where the sale of a new invention is to be pushed, it 
might necessitate a campaign with a view to inducing people to 
form certain habits which, it is calculated, will lead to a demand 
for the article concerned. Here an advertising propaganda 
has to be planned on an educative basis, in order to attain the 
object in view. For this purpose all the resources of logic and 
argument are made use of and the copy vividly and repeatedly 
presented to the public' through the various media already 
dealt with. Wherever possible, full advantage should be taken 
of such current events as are likely to fit in with the arguments 
presented. As we have already observed, habits of people 
once formed are very difficult to alter ; . but at· the same time 
it is equally true that if the advertiser succeeds in creating a 
new habit in his favour he will have secured a more or les.; 
permanent custom. For example, people who are in the habit 
of buying and using Pears' Soap will require a lot of argu
ment before they could be induced to give up using that soap 
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for some other, but there is no doubt that if the object is 
achieved, the convert is sure to stick to the new brand as 
tenaciously as he did to the ·old. A scientific advertiser ther ... 
fore studies habits as they already exist, takes full advantage 
of them, at the same time. leading his reader unconsciously 
towards new habits which result in a demand for the articles 
whose sale he is deputed to boo~. 

Appeal to the Human Instincts or InclinatioDl.-Accord
ing to both Dr. Dill Scott and Professor Hess, mankind are 
more or less guided by instincts or inclinations which are com
mon to humanity of which the advertiser must carefully take 
note whill! preparing his copy. According to both these aUthor
ities the following are the principal instincts :-

(x) Self-Preservation Instinct. 

(2) Food Instinct. 

(3) Hunting Instinct. 

(4) Clothing Instinct. 

(5) Hoarding Instinct. 

(6) Something-for-Nothing Instinct. 

(7) Parental Instinct. 

(8) Curiosity Instinct. 

(x) Self-Preservation Instinct.-It is quite natural with 
us all to be particularly careful to preserve and protect our 
person, our health, our lives, our family and our belongings. 
There is hardly any person who does notinstinctiveiy hold 
out his hand in self·defence if an attempt is made on his life 
or person. This may be termed the self-preservation instinct, 
ever present in many, which may be made full use p( by the 
advertiser. The increasing sale of patent medicines ,is mainly 
due to mankind's fear of death and sickness. Various other 
items such as woollen clothes, overcoats, health resorts, health 
foods, physical culture courses are advertised successfully by 
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introducing in the copy an appeal to this most active of all 
instincts. 

(2) Food blstincl.-We have already dealt with this 
instinct while discussing the preparation of copies mostly 
in connection with the question of an appeal to sentiment. 
Food is a question of sentiment. When advertising foodstuffs 
it is always best to avoid everything which is likely to offend 
the reader's ideas on the question of taste or the nature or 
quality of food. 

(3) Hunting Instincl.-This is one of the oldest instincts 
handed down to us from immemorial times when our ancestors 
had to hunt for their food. Many dealers in sporting rifles, 
ammunition, sporting kits, etc., make use of this instinct both 
in pictures and arguments. 

(4) Clothing Imtitlct.--since the time of Mother Eve, 
mankind has displayed a particular partiality for dress and 
clothing. In fact the love for artistic clothing in variegated 
colours was even stronger in days gone by than now. All 
over the civilised world dress and apparel are looked upon as 
the principal designators of a man's station in life, habits and 
tastes. Of course the idea as to the right kind of clothes 
and the proper blending of colour, etc., keep on continually 
altering with the passage of time, and with constant change 
of thonghts as well as with the closer contact of various 
nationalities of the ",orld their habits, tastes and manufactures, 
but the main factor, "/liz., the instinct which attracts men and 
women to what they consider to be the smartest form of dress, 
is strong with us as ever and promises to improve day by day. 
A modem man or woman's ward-robe would have sufficed for 
half-a-dozen of the same class in ancient times. The advertiser 
therefore, who wishes to place on the market any article which 
has a bearing on the clothing and dress of either sex, gets a 
telling effect by introducing elements in his copy in which full 
advantage of this natural aptitude is taken. Of course full 
regard should be had for what is considered to be the most 
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up-to-date and correct form of dressing among' the class to 
whom his appeal is addressed. 

(5) HOlllrding Ins!inct.-This is said to be an inborn 
human instinct though more or less dormant.' It may be that 
in some this instinct is rather too highly developed and may 
be regarded as a drawback, as in the case of a miser, whereas 
in others, the same is woefully weak, as in the case of the 
spendthrift and the prodigal. We like to collect articles in 
the form of money, postage-stamps, match-box labels, old 
pictures and curios, etc., etc. We work and labour to get 
them. Those among us who are happily overburdened with 
worldly riches are in a position to gratify our inclinations to 

a greater degree compared to our less fortunate brethren, but 
that is only a question of ability. An appeal to this instinct 
can be easily and advantageously made in tJie case of .,.aver
tisements by life assurance companies, who offer various . 
schemes for the effecting of policies which enable persons to 
collect, lay aside or provide for either an emergency, or th'; 
much dreaded old age. Bankers, financing institutions, as well 
as associations and Governments offering bonds and' ~ther 
securities for investment can also advantageously incorporate 
this appeal ~ their advertisements . 

. (6) Something-for-Nothing Instincl.-This instinct is being 
appealed to in advertisements for cinema shows and theatres. 
lottery bonds and other articles, through the offer of valuable 
watches, furniture, or round sums of money as prizes to the 
fortunate possessors of the ticket whose number is drawn. 

(7) PIlIr.ntal Instinct.-The parental instinct is no doubt 
familiar to us all, who gratefully remember and appreciate the 
all-sacrificing love of a mother, and the more balanced,though 
none the less powerful affection of a good father. The 
scientific advertiser who has any of the children's requisites to 

sell, always appeals to the parental instinct through his copy. 
The author cam,e across an excellent example of this appeal in 
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connectiOn with one of the recent Mellin's Food advertisements 
where the picture of a middle class English ~y was shown, 
assembled in its drawing-room, the father in a remote comer, 
smoking.his cigarette, the mother on the: most prominent ~de 
of the picture throwing out her arms in the act of receiving a 
baby which is being made to walk in her direction by a grown
up daughter. The head-line of the advertisement "Baby's first 
steps" and later the merits of Mellin's Food in connection with 
noUrishing and supporting the strength of babies and children 
are stated in a brief but impressive language. This picture is 
boun" to attract the attention of parents-particularly mothers 
with babies to bring up-to whom, the appeal seem.s particularly 
to. ha";e been directed. . 

(8) Curiosity Imtin.ct.--Human beings are ,curiously in
quisitive and as long as they do not go to unreasonable lengths 
in this regard, this factor need not be regarded in an un
favourable light. A person who keeps his eyes and eMs open 
and thirsts for legitimate knowledge of human affairs, with 
a view to keeping himself up-to-date with regatd to modern 
developments and progress, is making the best use of this 
instinct. Some "dvertisers try to make their advertisements 
attractive by inserting an element of curiosity which forces 
those of their readers who are so inclined to read and :liDSWl'l" 
the advertisements. Puzzle advertisexnents frequently .appear
ing in various magazines and newspapers xnay be taken as 
illuStrations of this attempt. 

PREPARATION FOR nn; PRESS AND PRINTING PROCESSES: 

A scientific advertiser must have a working knowledge' of 
the types, their arrangement and lay-out, as well as Some of 
the important printing processes, in order to be able to prepare 
his copy for printing purposes, and to give accurate instructions 
to the compositor as to the manner in which the copy for adver
tisement has to be got up. While instructing the printer as 
to the size of the type which should be used for the heading or 
for display matter, i.s., the matter which is to be prominenPo)l' 
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iiispiayed in deep or bold types, the advertiser must remember 
that ,type is m""sured on what is called the "point system". 
One inch is divided into 72 points, and the word "point" below 
is shown in the 'exact 72 point, i.e., I inch type. 

Point 
It may be mentioned that in reckoning the points, the 

height of the body of the type is measured. When the type is 
said to be of 10 points, it is the body of the· type, and 110t the 
face of the letter, which is approximately stated to be of that 
size in height. Thus the face of a 10 point capital M is about' 
8 points' high, and the rest is taken up by what is called the 
"em" of the type: that is, the square on which the type is 
engraved. On the other hand, an " ..... is one half of the area i 
of an "em" in breadth. A I.ad is a thin strip of metal intra- '\ 
dared 'between lines of types in order to make space and give', 
the printed matter an open appearance. When two leads are 1 
inserted between the lines, the type is said to be doubl. ltadtd \ 
and where no lead is used the type is said to be solid.. The 
leads vary in thickness such as I, I ~, 2 and 3 point leads, 
and it'is best always to instruct the compositor as to what point 
of leads is desired. 

The types are also divided into two main divisions, 'IIiz.,
'(r) display type and (2) body type. The display type is heavier 
iD. face than body type, and is generally used in connection with 
sentences, headings and body words, where an emphasis is 
desired to be given on that which the advertiser has written. 
The following are the two examples of display and body 
types:-

THIS IS 10 pt. DISPLAY TYPE. 

This is 10 I pt. body type. 
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The display types are again divided into condensed xo pt. 
type, bold medium type and bold extended type. 

Tbia it 10 pt. Bold CoacleasI=d type. 

Thia i. 10 pt. Bold Medium type. 

This is 10 pi. Bold Extended type. 

The most commonly used body types are the old style 
Roman and modern style Roman, the former being most popular 
as they happen to be less tiresome to the eyell. They are as 
follows:-

This is Old style 10 pt. Roman type. 

Thia is Modem 10 pt. Roman Typ!'. 

The actual design of the type is called the "face". and 
each is known by its name. These faces are again divided in 
series and the series is known by the technical name "family". 
Thus the types of the same family mean those of associated 
faces. The types are supplied in what is called "founts" and 
a fount of type contains the proportion of various letters of the 
alphabet in accordance with its frequency in use in the English 
language, together with numerica1s, punctuation marks, etc. 
Each face has its fount of complete types. Type is set either 
by hand or by machines according to the £Otlvenience and cir
cumstances. There are two kinds of machines· for setting, one 
is called "monotype" and the other is "linotype". The former 
produces individual characters and combinations of characters ; 
whereas the latter casta type in lines of pre-determined width. 
Machines are also used for introducing mechanical setting of 
display matter. There is another machine known as "Inter
type" , which produces a compound material. Both the 
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monotype and linotype machines cast their own types by a certain 
process laid down, ilna automatically. places the type 90 east 

into correct positions in which they are being composed. "Line 

by line the machine fixes up the type, and as soon as the line is 
finished automatically it makes the necessary movement for 
beginning a new line. In the case of linotype, the material is 
east· in lines or "slugs" ; the advantage of the linotype setting 
is that the material is very D1pidly produced, .east and assembled, 
and being in a solid line is less likely to get mixed up by 
accident, which advantage the monotype set does not carry. The 
disadvantage is. that if there is an error, in the case of iinotype 
it is more difficult. to correct; though frequently these correc
tions are made by a skilful operator by dropping a hand set 
character after cutting out a letter or word from the line made 
by the linotype. 

How to Make a Lay-ont_-I.et US suppose that the 
advertisement writer has prepared his copy, in which he has 
stated the heading and body matter, and the block of a picture, 
or trade-mark which he wants to be printed along with it has 
been indicated in the copy, which is fully written out, and has 
also given indications in the margin to the printer as to the 
size and the face of the type he wants him to use in the space 
which he is prepared to pay for; his next step will be to pre
pare what is called a "lay-out". The obiect of the Iay-out is 
to give the compositor a rough picture of what the advertiser 
wants his advertisement to be, in the form in which he would 
like it to be set up in types and block. Thus the lay-out is 
prepared separately, and instructions are given on the margin 
as to the size and class of type to be used, and also to indicate 
the place or position in which the block or p¥> picture, if any, 
has to appear. This not only saves the printer and compositor 
the trouble of imagining what his client wanta and making a 
lay-ont himself, but also saves the client from disappointment 
by ensuring that his advertisement appears in a good form when 
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it is published. In preparing the lay-out, the first point that 
should be stated is the width and dept!! of thl! advertisement 
itseH, and if an illustration or picture is to be publislled in the 
advertisement, it is always best to cut out an impression of 
same, received with the block from the block-maker and paste 
it on the lay-out in the position in which the advertiser wishes 
it to be printed. If that is not possible, the block !Day be indi
cated by drawing a square at the place where it should appear. 
In a case, where there are several blocks in one advertisement, 
they may be numbered and indications may be given according 
to the number. In case borders are to be placed, the best 
thing is to indicate by drawing same in the correct position on 
the lay-out. This may be done by pencil and ruler. The size 
of type, and wherever it is to be bold faced in any shape or 
form may be indicated: but generally the facing is not indicated 
uuless the advertiser knows the class of types which the printer 
uses. The space to be occupied by the body type is also to be 
indicated, and the lines to be indicated by filling. in the space 
with pencil lines according to the measure and width of the 
body matter desired. In case of headings, frequently these 
are written out if a slogan has to be used at the top or a name 

particularly displayed in bold facing ; and in the margin instruc
tions may be given as to the class and size of the type :which is 
to be used in connection therewith. In short, all that the lay
out claims to do is to prepare and place before the printer a 
typographical diagram guiding him as to the form in which the 
advertiser wants the matter to be composed and built up, and 
indicating the place where display as well as picture has to be 
shown. All instructions to the printers should, be given on the 
margin with a ring round them. In case of borders, too, correct 
indications should be given as to whether they are to be plain 
or in any other form. The types of course will be indicated as 
bold faced, deep black, Roman, ordinary, etc. The following is 
an illustration in rough to give an idea of what a lay-out is 
like :-
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Proof Correcting.-When the printer's proof comes in, the 
next business will be to correct the errors and" retnrn the proof. 
In connection with proof-correcting, various marks are used by 
the printers which are known by special names and signs and 
indicate what they exactly mean. The following are th,e most 
important marks which a student must study:-

~ • Change to capitals. 

s. C. 

~. C. 

hCJm 

iJ;ol • 

t.. ~. 

Change to small capitals. 

Change to lower case. 

Change to Roman. 

Change to Italic. 

Change to bold face. 

Under word, means "Put this in Italics". 

Under word, means "Put this in small caps". 

Under word, means "Put this in caps". 

Under word, means "Put this in bold-faced 
caps and lower case". 

Under word, means "Put this in bold-faced 
caps". 

Retain crossed-out word or letter. 

Under a cancellation, means "Let it stand" ; 
used in conjunction with "stet" in the margin. 

Here is an omission ; see the copy. 
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. Make no break in the reading. 

Run this word or syllable over to the next line. 

Run word or syllable back to the preceding 
line. 

Start a paragraph here. 

No paragraph j sometimes written "run on". 

Spell out the enclosed word or words. 

Transpose words or letters as indicated. 

Wrong fount; change to proper fount. 

Is this right? 

This mark, the dele, means "Take out the 
("rossed out type, word, or sentence". 

Take out the character indicated and close up . 

Insert apostrophe. 

Insert quotation marks. 

Make correction indicated in margin. 

Join these letters in a logotype, as re, re. etc. 

Equalize spacing. 

Line up; that is, inake the lines even with 
other matter. 
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Straighten lines, or type out of line. 

Insert period. 

Insert colon. 

Insert comma. 

Insert semicolon. 

Insert hyphen. 

Insert one·em dash. 

Insert two-em dash. 

Insert en dash. 

Insert interrogation mark. 

Upside down; reverse. 

Insert space here. 

Close up-no space. 

Move this to the left. 

Move this to the right. 

Between words means, amend, equalize.and 
improve the spacing. 

On either side of a word. Centre this word or 
group of words on the measure. 

Mter a word or syllable at the end of a line. 
This looks bad, move to the preceding or 
following line. 
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Between two paragraphs. Run on, or make 
these two paragraphs into one paragraph. 

Round the beginning of the first word of a line 
Begin this line where the perpendicular lines 
are. 

Raise to proper position. 

Lower to proper position. 

Between letters or words. Transpose these 
lettets or words. 

Begin a new paragraph where indicated by ~. 

Between lines near tbe bottom of a page. Take 
these lines over to the .next page. 

Between lines near the top of a page. Take 
these lines hack to tbe previous page. 

Under fl, fi, ffi, £fl, .ct. or st. Change for a 
ligature, :fI, Ii, If, etc. 

Indent line one em of size of type used. 

Indent 2-ems. 

Indent 3-ems . 

Pusb down this lead or space. 

Battered type ; change. 
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GLOSSARY OF PRINTING TERMS. 

Adva"c •• heots :-Sheets of a book or magazine sent in advance 
of their formal publication. 

All i" HaM :-",eans all the copy has been furnished to the 
compositors. 

A"tiqu. :-A German term for Roman types. 
All Oul :-This indicates thet the copy of type is exhausted and 

the compositors have nothing to go upon. 
A II Up : -This means that the copy is completely ready in 

proper order. 

A.P. :-This means author's proof, i.e., printer's proof sent to 
the author with the manuscript after the corrections have 
been noted by the proof reader for his final orders. 

Author's co,..ctio ... :-This means that the author alters his 
original manuscript after it is composed for which usually 
an extra ch'll"ge is made by the printers. 

Backs :-The inside margin of a book, i.B., on the side of 
binding. 

BIB,,, :-This is where the book has been cut down or trimmed 
so closely thet the actual print has been cut. 

Body Matter :-The portion of the advertisement or print set 
up in body types as opposed to display types. 

Bold lac, :-Abbreviation £or this is b.f. which means a type 
with a heavy face. 

Caps tW Small Caps :-meaning capital or small capital letters. 
Casting. off :-Estimating what space can be taken up when 

set in type. 

Chas. :-This is an iron frame in which all the composed type 
is locked and got ready for press. 

Clea" Prool :-Proofs with very few corrections. 
Cloth Boards: -Books bound in cloth cases. 
Collat. :-Examination of the printed off sheets of a book to 

see whether all are there in regular order. 
Colour F"""," :-A forme which is to be printed in colour to 

register with a black fonne. 
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Crash Finish :-Papers having a somewhat rough surface resem
bling that of the dress fabric known as crash. 

C"t off R"les :-This term is used in connection with news.. 
paper printing where a full measure- rule is inserted be
tween reading matter and advertisements with a view to 
showing that the matter below the rule is advertising 
matter. 

Cut O"t :-Half-tone print from which the background is 
removed so that the figure is left clearly outlined. 

Cut Off: -Estimating the amount or space which the copy will 
take up when set up in type. 

Colour Typ. :-Other name for outline type. 
D/c. :-Double column. 
Dead Matter-: -Matter in type which is no longer to be used or 

which is to be distributed because the matter has been 
printed off. 

Deckle .dg. :-The rough feathery edge of hand-made paper 
or machine-made paper imitating hand-made paper of 
the same type of edge. 

Delet. : -Proof-readers' mark signifying that the matter is to 
be removed or taken out_ 

Dirty proofs: -Proof with many errors. 
Displa.y : -The art of arranging types in a manner which would 

attract attention. 
Distributing: -Replacing types in their various boxes after 

the printing is over. 
Do';bIB-I.ad., : -Matter with two leads or strips of metal which 

are usually inserted between types. 
Dummy Copy :-A copy of the book or pamphlet prepared of 

blank pages of the number likely to be covered by the 
book with a view to showing the probable size of the 
book. 

Duplicate 0' D"p: -Ap. extra facsimile proof sent with the 
official proof when two proofs are required. 

Edition d. lwe. : -A French term denoting large paper editions 
of nice books. 
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EI.dWltyp. :~A copper covered duplicate of block matter or 
type. This is made of the height of the type with a 
base on wood or metal. It is also briefiy called "electro". 

End pa.p •• s : -Blank fiy leaves at the two ends of a book which 
are sometimes printed with decorative diapers, i.e., 
pattern in delicate colours. 

Etching :-,A process by which zinco surface for printing or 
half-tone is produced. 

En D<l&h :-Adash en long. 
E. O. D. :-Every other day. 
E ..... , .. : -A printed list of errors with pages in a publication 

for drawing attention of the reader. 
E ..... Page :_Even numbered page such as 2nd, 4th, 6th, etc. 
F/Jco :-Printing upper surface of a type or a zinco or half-tone 

. or any other printing plate or block. 
Foliomg:-The page numbering of manuscript or proof. 
FollO'W copy :-This indicates that the exact wording and punc

tuations must be fol1owed or copied as on the copy. 
Thus here no discretion is allowed to the-printer in such 
details. 

Foot-flot. :-That which is to be printed at the foot of the page 
to which it relates as a note. 

F M.-edg. : -Outer margin of a book as distinguished from head 
or tail. 

Format: -A bibliographical term indicating the shape and size 
of a book. . 

Fo ..... " :-Types, blocks, etc., locked up in II printer's chase 
with a view to being placed in the press for printing or in 
the foundry for duplicating. 

Fowfldry Form.s :-Formes to be stereotyped .or electrotyped. 
F ... ktu. :-A German term for Get"1IIan peculiar text or black 

letter characters. 
Full Point :-The printer's term for a period. 
Full Bound :-A book completely bound in leather. 
Fu .... iture :-Printer's term for slips of wood or metal which 

are used for whiting out large open spaces in a page 
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or for winding composed page of type locked in a chase ; 
narrower slips of such wood are called 'Reglets'. 

GIIlI." : -A three sided tray on which the compositor puts the 
types that he has set up. 

Gillie" proof: -means proofs in slip form which are to be made 
up in pages ; or the first proofs of the composition before 
they are paged. This is also called I .. Slip. 

Gilt tops : -This indicates the tops of the book which are 
bound-and gilt with a view to preventing them from 
being soiled by dust accumulating on them. 

HlIlf bou .. d : -means partly in leather with cloth or paper side. 
Hair Ii ... :-The thin line of the type face which connects or 

prolongs its part or it may mean a very fine rule, known 
as h"ir Ii .. e .... 1 •. 

Hair spaces :-Thinnest metal type space in use. 
H "I/-ton. : -Photo-engraving in which the relief lines are 

produced through the etching of- a plate which has re
ceived the photographic picture through II fine rule glass 
screen having froJll 50 to 200 lines in the inch. 

H" .. gi .. g p" •. :-means a paragraph which is the first line pro
jecting on the left. This is also known as hanging 
Indention. 

H.cods :-Top margin of books, i .•.• margin at the top of the 
page. 

Imposition :-The art by which pages are so arranged that when 
the forme is locked up and printed, they come in regular 
consecutive order in the printed sheet when folded show
ing the correct margin. 

Imp •• fection. :-The sheets to be given to book-binders to com
plete imperfect books due to bad covering, collating or 
spoiled sheets. 

I mpri .. t : -The name of the publisher or printer at the end of 
the printed matter. 

I .. d ... t :-Means to insert one, two or three em quad at the 
beginning of a line which is usually the first line of a 
paragraph. 
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I tiitUll l,tte,s: -Large capital or ~ental letters used. to 
focus readers' attention in the beginning of • chapter 
or an important paragraph. 

I .... rtio" :-means additional Copy whiCh is to be, inserted ,in 
the original copy or proof which was left off by accident 
or otherwise. 

I"set :-A sheet or section of one or more leaves iDsert~' or set 
in between regularly folded pages of • book ; also called 
insed. 

Jobbi"g Room :-The composing room of a printing office 
where jobs are set as distinct from book department or 
newspaper department. 

Jou",.ym,." :-A printer who has completed his service of. ap-
prenticeship. " 

Justily : -means to space out lines or pages according to a 
given length so that they may not be too 1!>Jl&" or too 
short. ' 

K •• 1> St4nding: -An order to the printer not to distribute 
the types as they are likely to be wanted for reprint. 

Key forme :-In case where a page or a forme is to ,be printed 
in two or more colours, the colour which determines the 
position and :margins on the printed sheet is called the 
Key forme. Similarly there is Key plate. 

Kill :-When applied to type, it means that the same is not to 

be used. 
Ke", :-The back of a type whiCh overhands the body as in 

case of "f" in italics. 
I.e. : -lower case. 
I .• 4de,. : -Dots or hyphens placed at intet:vals to guide the 

, eye across a blank line to price figures, folios in table of 
contents, etc. 

L.tt., SI>4C'"g :-Extending words by inserting space between 
eaCh letter. 

Ligat .. ,. :-Two or more types indicating two or more letterS 
which are cast of one body in order to prevent the 
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breaking off of ken;; or other overhanding parts of the 
, letter; also called Logotype. 

Line Block tw Line Z inco : -A block which has been repro
duced in solid black and white. 

Line D ... "wing: -A drawing consistini of solid black and white 
elements made by a brush or pen. 

Linotype: -A type setting machine which casts complete lines. 
Lithogral>hy:-The art of reproducing printing matter from a 

Bat lithographic stone, or a metal plate on which a 
transfer or drawn design has been made. 

Liv. Copy :-A manuscript to be put into type. 
Long Page :-A page having one or two more lines than its 

fellow pages. 
Mak.-up :-To arrange typed matter into pages. 
M .. k.-R.lldy:-The operation of making a forme ready for 

prin~g. . 

Mat :-Abbreviation of Matrix which means a mould made for 
the casting of a stereo. 

Matt •• :-Type that has been set. 
M.""" ... :-The width to which the typed matter has been set. 
Middl. l.ads: -Leads of • points in thickness. They are so 

called because they come between thin leads and thick 
leads. 

M onotyf>. : -A type setting machine that casts individual letters 
and characters. 

Mortis. : -A space cut out to allow for the insertion of other 
matter such as the engraving or block. 

Mtwtis.d typ. :-Is the type in which solne part that does not 
print is cut away so that other .letters or rules may be 
inserted. 

M.S. :-Manuscript ; plural MSS. 
N.R.M. :-Next reading matter. 
Nick.1 J4C.d : -Stereo with the facing of nickel which is given 

to it in order to prolong its life. 
Nicks! typ.: -A type which is moulded electro by placing the 

moulc! in a bath ~Dtaining nickel solution. This gives 
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it the shell of nickel, thereafter it is placed in a copper 
bath so that the second shell is formed of copper. Thus 
the type gets harder wearing qnality. 

Nonpar.il:--six point types usually used by newspapers for 
reading matter. 

Odd page :-Opposite of even. 
Offc .. t :-The part of the sheet of paper which is to he cut and 

wasted when a size which exactly fits in the page or 
number of pages for printing purposes cannot he. 
obtained. 

Off Its ,sst: -A type which does not stand in perfect perpendi
cular and thus the print comes out incomplete. 

Offset :-When the offset of ink from one sheet gets o~ the 
other because of insufficient drying or bad ink. 

Offs.t Lithography:-Litho printing in which the complete 
first prints of a rubher cylinder from which cylinder the 
impression is transferred on paper. 

O.P. :-Out of print. 
Op.n Spacing :-Wide spacing hetween words and lines. 
O .. t : -An omission mark in the copy or proof. 
Ov.rru .... ing :-Re-arranging lines of types with a view to 

improving spacing arrangetnent or allowing words to he 
inserted. 

P. : -Abbreviation for page; plural pp. 
Pica :-12 point type. Six lines of pica set solid make an inch. 

3~ point type is known as Brilliant; 4 pt. Getn ; 4~ pt. 
Diamond; 5 pt. Pearl; S~ pt. Ruby or Agate; 6 pt. 
Nonpariel; 6~ pt. Emerald; 7 pt. Minion; 8 pt. 
Brevier ; 9 pt. Bourgeois; 10 pt. Long Primer; II pt. 
Small Pica; 14 pt. English; 18 pt. Great. Primer; 24 pt. 
a line Pica; 36 pt. 3 line Pica. 

Most of the above names have fallen into disuse but the 
term pica is still in use. 

Qua,t.r Bound :-Books bound whose back only is of leather. 
Q .. ot.d pap.r: -Paper used for halfctone work which has a 

very fine, hard and smooth finish. 
111 
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'Recto :-Right-hand page of any book. 
Reglets :-NlIlTow strips of wood used in 12 or 6 points thick

ness for economy in place of leads and slumps. 

Rotat. : -As applied to advertisements. It means the order in 
which the series has to be folded or has to rotate. 

Routing: -Cutting of the unessential matter from a place be-
cause the same is not wanted to be printed. 

Rule work :-The composition in which rules are largely used. 
Run on: -No paragraph is desired. 
Running title :-The title of the book placed at the top of each 

page. 
R.P. :-Reprint. 
Run Round Block :-Types set to surround a block. 
S.c. :-~all capitals. 
Script :-Types made in imitation handwriting. 
Serifs: -Cross lines at the top and bottom of a letter such as 

H. 
Set Flush :-means the matter set without indenting. 
Shori page :-A page having lesser number of lines than its 

fellows. 
Side Head :-Words in heavier type than body matter. 
Slu. : -Blurred impression in a printed sheet. 
Solid matte, :-Types based without lead. 
Stet :-When an erroneous correction is made in. a printed 

matter, stet is placed in the margin in front of the line 
to indicate that the printer has to ignore the correction. 

Take; -A portion of matler given to compositor. 
T. a. w. :-Twice a week. 
T. C. :-Till countermanded. 
TIIXt: -The body of a book as distinguished from notes, index, 

illustrations, etc. 

Thick leads :-Leads three points in thickness. 
Thin leads :-Leads 1~ points in thickness. 
TICol. :-Top of a column. 
T,anspose : -To change or alter the order of words or types. 



Scientific Advertising 

Type high :-Exactly the height of a type. 
U ngath8YBd : -Books delivered' to. binders in sheets. 
V BYSe : -The obverse, or back, of a lead. 
Wast. : -Surplus of sheets of a book. 
White: -SPace between any lines or groups of types. 
IV Yong Fount : -Type of a different character from others.-.

being used in composition by mistake which is to be 
substituted. 

Zinco :-Another name for line block. 

THE MEDIA. 

The various media made use of by modern advertisers 
may be taken in hand an!! dealt with in some detail. It should 
however be noted that the medium selected should be one 
which is likely to reach the largest possible number of prospec
tive customers, and should. bring results commensurate with 
cost lof advertising in it. The principal media are: (I) Letters 
and Circulars; (2) Newspapers and Magazines; (3) Placards 
and other media of street advertising; (4) PrOspectuses and 
Catalogues; (5) Cinema and Theatrical programmes.; (6) Shop 
windows; (7) Exhibitions; (8) Radio; and (9) Films. 

Lette... and Circular •• - There are cases where small 
traders ""nnot afford the luxury. of newspaper or magazine 
advertisements, and as a substitute, resort to circular adver
tising. There are other cases where circulars are used in addi
tion to newspaper and. magazine publicity. These circulars are 
sent either by messengers or by post. In the case of dealers 
situated in small towns without proper' newspaper media, these 
circulars are particularly appropriate' to bring to the notice of 
the population in the town area the various articles sold, and 
innovations introduced in the shop. Some traders in Europe 
issue a sort of small Trade Paper on the plan of a !Diniature 
newspaper, and advertise their goods in it, with a leader for 
each day of the week offering some particular article at a 
special price and discussing the merits of same. Generally the 
circulars are used by large dealers and manufacturers as an. 
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adjunct to e.n advertisement campaign carried on through other 
media. The most important principle to bear in mind is 
that where circulars are to be sent on to those who have not 
inquired for the goods. they should be brief. i .•.• contain only 
main points concerned with the goods or business. but where 
they are to be sent in reply to inquiries they should be more 
detailed. 

Mail Order Advertiaing~This form of advertising has 
·progressed considerably. as the manufacturer. as well as the 
dealer. has found out that in these days of postal facilities all 
over the civilised world an enormous amount of business can 
be done on the mail order plan. The Value Payable or Cash 
on Delivery system. is now universal. under which the postal 
authorities undertake to collect cash against delivery of goods. 
This has given an additional impetus to this form of doing 
business. In a country like ours. with its wide area over which 
the population is scattered. and with a larger number of 
superior class of population residing in the mofussi1. where 
facility for obtaining superior goods through local tradesmen 
is limited. this form of business can be largely developed by 
tradesmen located in towns through the medium of advertise
ments. In the case of manufacturers. the idea kept in mind 
is to help the local tradesman by ordering him to supply the 
goods ordered if they are stocked by him. if not to supply them 
themselves. This helps the", to keep the trader co-operating 
with them. and at the same time to push their goods by seeing 
that none of his custom is lost where their manufactures are not 
stocked. As to the trader and deparbnental stores doing busi
ness on the mail order plan. it is best for them to be located 
in principal towns from whence the custo",er can expect to 
receive the most up-tcrdate articles. Here the customer being 
located at °a distance. the salesmanship on paper has to be 
carried on with great care as to details. The catalogues. litera
ture. follow-up letters. etc.. have to be prepared with a view 
to making up for the disadvantage due to lack of touch. Illus
trations displaying the actual article offered may here be made 
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use of with great effect. This literature should give detailed 
instructions to the prospective customer as to the !Dethodof 
ordering and remitting money. Printed order forms with full 
instructions should be furnished. Some dealers offer to sell 
on the instalment plan. particularly publishers of valuable books. 
etc. How far this plan could be employed is a question to be 
answered after considering the circumstances of each type of 
business and the class of customers dealt with. Of course the 
instalment plan has the greatest se11ing effect. but the possible 
loss through bad debts has to be taken in calculation. In this 
class of business the help of a satisfied customer to introduce 
new customers can be sought with great advantage. 

The usual literature used in connection with mail order 
publicity is made up of post cards. circular letters. leaflets. 
folders. price-lists. pamphlets. pattern books. diaries. gift books. 
blotters. etc. This literature is sent. either with the idea of 
securing new customers. or with a view to maintaining the old' 
ones by increasing their good-will. as well as their interest 
towards the selling concern. For this purpose a mailing list 
has to be carefully prepared. and if possible arranged in such a 
way as will facilitate quick reference.· In the case of more or 
less permanent customers. to whom a continuous posting of 
mailing literature is sent. addressing machines are used. with 
plates of their na",es and addresses duly prepared and kept ready 
for use. Many large concerns maintain their mailing list on 
card index fo=. The mailing lists are prepared from various 
sources. To start with. a C01Dplete list of cust=ers or buyers 
who regularly deal with the concern has to be secured. To 
that will be added the names and addresses of those who have 
responded to advertisements or have otherwise .1D8de enquiries. 
A satisfactory list of likely custo",ers is generally obtained by 
large sellers through local dealers on whom their sale81Den fre
quently call. Of course. directories and other reference media 
are also utilised for the purpose. but here there is much of 
the speculative element. However. in case of new concerns 
,'eference books have to be made use of in the absence of any 
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other reliable data as to those who are going to be the likely 
customers. The building up of the !I1ailing list fonns a scien
tific process which should be handled by one of the most ex
perienced members of the selling staff. 

Having settled the mailing list, care should be taken to see 
that the literature and its design is attractive, and contains in 
a proper form an offer of service which must be presented in an 
interesting, as well as simple and convincing !I1BnDer, to the 
party addressed in order to encourage a reply. This sales litera
ture should generally be accompanied by letters, or covering 
letters, as they are called, which should be carefully written, 
explaining the literature and drawing the attention of the reader 
to the most salient points in it. It is a mistake to send litera
ture without wch letters as it is likely to be wasted. 

The sales literature should also be sent in envelopes of 
good quality so that the interest of the receiver of the I~tter 
may he aroused, and he will be anxious to peruse the conteuts. 
The same rule applies to the note paper on which letters accom
panying these sales literature are written; and the heading of the 
note paper or letter paper should be sufficiently impressive to 
create an· excellent opinion of the house from which it comes. 
The present method followed by leading firms is to use simple 
letter headings, without pictures or illustrations, and with as 
little wording as possible. The literature sent should not be 
unduly lengthy, but should be such as would tell its story 
within a short compass. The majority of the firms sending out 
litemture enclose business reply cards or envelopes, and also, 
if possible, a blank order form for the customers' use. 

Department.Store Advertisiug.-We have already dealt 
with this type of business in ill its details as far as the orga
nizing and sales records are concerned. As to the advertising 
side the great advantage is that, as this form of business com
mands large capital Clutlay and a large variety of goods, an 
advertising campaign on large lines can be carried 011 with 
great advantage. Here also it is possible to maintain a separate 
advertisement department, with one or more advertising experts 
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as heads. Large stores are largely dependent on the publicity 
department for the continued maintenance of their sales 
figures. Not only the new stock has to be sold; but goods 
lying on hand unsold, when brought to the notice of the 
management, have to be got rid of before they get out of 
season or shop soiled. The store may be a high class store, or 
one dealing in cheap articles, or interested in both the branches. 
The Advertising Manager has to act according to the consi
derations peculiar to each. Frequently what is known as 
"bargain advertising" has to be indulged in, where the object 
sought to be achieved is to offer some articles at the cost or, as 
near cost as possible, with a view to attracting customers to 
the store ; and then if possible, try to induce them to purchase 
some other articles also. This form "of publicity has to be 
indulged in with moderation, and the same remarks apply to 
the clearance sales or stock-taking sales. A store which has a 
clearance sale every month loses public confidence in the 
sincerity of the management. The idea of a clearance sale is 
to get rid of stock suited to a particular season befQ)'e that season 
expires, so that it may not lay heavily on hand, involving the 
proprietors in a great loss. Here articles are offered at a small 
margin of profit or even at cost. These sales are known 
departmentally by various names such as "white sale", when 
linen is principally disposed off, furniture and furnishing sale, 
etc. The idea of a stock-taking sale, on the other hand, is to 
reduce the stock on hand at the annual closing of books to as 
small a figure as possible. 

The advertising manager has to keep himself in touch with 
not only the chief, hut also ~th the departmental heads and 
buyers so that none of the departments is neglected. 

Novelty Advertilmg.-This form of advertising is a 
familiar feature with companies like insurance companies, 
banks, manufacturers where novelties in form of useful articles 
such as calendars, paper weights, pe~knives, etc., bearing the 
name and advertisement of the business concerned are sent out 
to suitable parties. 
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Leiter. and Circular •. - The modern business manager also 
makes use of letters known as circular letters, both as original 
advertising media, and in the form of adiuncts or helps, to 
an advertising campaign. Manufacturers and wholesalers write 
letters to their constituents with a view to bringing to the 
notice of the latter new brands and qualities which they offer 
for sale. In these letters they make full use of the art which 
the scientific advertiser calls to his aid in the preparation of 
his copy. The only difference being that here the effect is 
sought to be created by the force of expression, logic and 
arguments which are likely to be appreciated by the practical 
man of business to whom they are addressed. An effective 
circular letter commands a special advantage. It is a personal 
letter which, if written or typed in the usual way, without any 
indication as to its advertising character, is bound to be read 
by the party addressed, particularly where it emhraces infor
mation in which the reader is interested. There are many 
modern inventions on the market for duplication of letters, but 
in all progressive countries they get so familiar within a short 
time, that it is almost impossible to send out a duplicated letter 
without the nature of its production being detected by a prac
tical man of the world, particularly by a business man of some 
experience. Blindfold typewriting has made rapid strides 
everywhere, through the help of which a small. number of first 
class typists can be trusted to work out a large number of 
original copies of a circular letter at a comparatively small cost. 
The original letter when it falls into the hands of the 
addressee is more likely. to be treated as a personal communi
cation specially addressed; which should be the result always 
aimed at in this connection. The circular letter has the other 
advantage of ·being able to embrace more detailed information 
a~ to the goods offered than is likely to be covered by a news
paper or magazine advertisement, and thus a greater scope is 
offered to the writer for including arguments, facts and figures. 
Of course much depends on the force of the language used and 
the arguments advanced, which ought to be of a practical 
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character, embracing all the important points sought to be 
made in favour of the writer, without making the letter unduly 
lengthy or wearisome. 

Various methods and devices are being tried in order to 
get hold of names of dealers and individuals who are likely to be 
interested in the articles offered. A selection· from directories is 
no doubt the most usual method, but the up-to-date advertisiug 
manager obtains names of dealers and individuals from his local 
agents in each of the provinces that he has marked out for his 
campaign. These individuals are first approached by these 
agents, whose work is subsequently given a sort of push or 
finishing touch by"lbe manufacturer, or wholesaler, through 
the medium ¢ a series of letters, frequently accompanied by 
suitable literature-which are given all possible appearance of 
being original communications, i .•.• specially written for the 
party addressed, though a few selected forms once drafted are 
generally made use of with appropriate alterations and touches 
necessary to fit in the case sought to be tackled. 

The other use of letters, 'Viz .• as adjuncts _ or helps to an 
advertising campaign carried on through newspapers, magazines, 
etc., of course, is to get custom from the party who has en
quired through the post in reply to an advertisement. Here the 
sales or advertising manager is on surer ground, as the very 
fact of the enquirer having taken the trouble to write, marks 
him out as a party who decidedly promises to be more valuable 
as a prospective customer compared to the names and addresses 
selected from directories or recommended by agents. Careful 
explanation of the details asked for ought to be given, and the 
reply couched in a persuasive style, free from exaggeration, and 
full of all evidence of the sincerity and enthusiasm of the writer 
as to his belief in the stroug points urged. . If these elements 
are carefully attended to, the chances are that a substantial 
proportion out of the total number of enquiries thus received 
can be converted into profitable bargains, which may prove to 
be the precursors of continued patronage. With regard to those 
who do not seem to have been in1luenced by the first letter and 
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the first set of literature, a persistent effort should he made to 
attract them through the medium of a series of well regulated 
follow-up letters (with or without literature) sent at fixed 
intervals. The letters help to keep alive the interest of the 
enquirer and the chances are that he may eventually he con
verted in favour of the article offered by the suggestive effect 
of convincing arguments thus advanced. There are, however, 
limits beyond which a follow-up series should not he allowed 
to work. Not more than four to five letters should he written 
in any case. If the last of the series fails to bring in a response, 
the party should he dropped and the name removed from the 
list of prospective customers. 

Newspaper. and Magazinel.-These afford the best 
known media for advertisements of all description. Reading 
of newspapers and magazines, like many other habits, has 
grown and developed into huge proportions in aU civilised 
countries of the world and through the cheapening of their cost, 
as well as through facilities offered by libraries, clubs and 
similar institutions, the number of readers of these popular 
media of information and public education in the various 
departments of life has increased far beyond the limits of their 
circulation and sale. The manufacturer or dealer who makes 
use of them as publicity media in a scientific manner is 
bound to reap a rich harvest. To-day, the newspaper and 
magazine proprietors depend largely for their income on the 
advertising branch of their trade. They are ready and willing 
to offer facilities by way of printing of pictures and arrangement 
of types, as the volume of business done by them through this 
branch largely depends on the advantages accruing to their cus
tomers through advertising in their issues. In aU first class 
magazines the picture advertising is reduced to a fine art, and 
the up-to-date processes of colour blending in connection with 
these pictures, help to make advertising an attractive feature 
from the point of view of all the parties concerned. Magazines 
are published at fixed intervals either weekly, fortnightly, or 
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monthly and thus, advertisements in them are bound to be 
noticed more than once by regular subscribers. As they are 
frequently kept on tables during the period they are current, a 
large number of people notice them. Newspapers are pu1!lished 
daily, and thus the life of one particular insertion in them is 
shorter compared to that in a magazine, but the advantage is 
that the advertiser gets the opportunity, through the form and 
style of copy, iudiciously used in sequence, to present his case 
daily in a new light through the medium of repeat advertising. 
Newspapers also enable traders to make timely announcements of 
new departures as they appear daily. Certain readers gradually, 
get so fond of their favourite daily that they attach the greatest 
value to advertisements appearing in them. Besides, the daily 
papers generally command a large circulation of a more or less 
local character, but in case of magazines its readers may be 
scattered all over the world. We know of first class English 
magaziues which are largely read in India, for "'eXBIIlple, and 
which are equally popular in all parts of the British Dominions. 
Many of these magazines are preserved and filed and the adver
tisement may have effect for a very great length of time. Any 
student of the subiect, who has taken the trouble to study these 
magazines, must have seen what an impressive array of success
ful advertisements regularly appear in them, which must be 
attracting customers from all parts of the world. Newspapers 
are as a rule hurriedly read and got rid of within twenty-four 
hours, or even a shorter duration, specially in these days of 
evening editions, and the advertiser has therefore to try his 
best to make his copy suit the case of the reader who is in hot 
haste. In the case of magazines, on' the contrary, the reader 
approaches the favourite 'recreative media during leisure hours, 
and thus he is more likely to read an interesting advertisement 
with greater attention and thus the coPy can be made to embrace 
much greater detail than is advisable in the case of newspapers. 
The one point to be noted is to avoid duplication in advertising, 
i.e., do not advertise in two newspapers or other media likely 
to be read by the same readers, it is a waste generally. 
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These are of course general remarks applying to the two 
favourite media dealt with here, but approaching closer we 
find, particularly in the case of magazines, that besides those 
of a general character, there are a large number of them devoted 
to specific branches or human activities, commonly known as 
class publication, such as magazines devoted to religious, finan
cial, agricultural, textile, medical, legal, and educational pur_ 
poses. There are also women's weekly and monthly magazines. 
Here the advertiser who wishes to interest any particular class, 
for one reason or other, has his choice through which he can 
make a direct appeal to that class. The other advantage offered 
arises from the fact that each magazine commands a status 
p~ar to itself, and an adverti5~ent appearing in it, is bound 
m.ore or less to be assisted by that status. An advertisement of 
law books for example may no doubt result in stray orders if 
inserted in a daily paper, or in a magazine devoted to a subject 
other than law ; but there is no doubt that an equa~ly attractive 
copy appearing in a first class law journal is likely to prove 
more remunerative. There are special issues frequently of 
magazines where attempts are made to. secure advertisement 
space at specially higher cost. It is doubtful whether this is 
justified, and the advertiser should make his own calculation. 
Generally speaking it should have no higher value than the 
ordinary issue. In the case of a daily newspaper also, the 
advertising manager should carefully study the class of readers 
among whom it circulates and then decide as to using the same 
as a publicity medium. The other feature of daily newspaper 
happens to be that of including sporting, literary and technical 
subjects on specific days, which are sometimes contributed to 
by recoguised authorities, which earn for them a popularity 
among a particular class. In such cases the publicity manager, 
if he wishes to interest the class concerned, may, by special 
arrangement, get for his copy a prominent position somewhere 
ncar the columns in which his readers are interested. 

In newspapers what are known as '''classified advertise
ments" are now a normal feature. These are particularly handy 
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for many advertisers. These may relate to houses to be let, 
situations vacant, education, etc. 

ClauificatioD of Newspapers.-With reference to the 
newspapers, there are what are known as the popular papers, 
i.e., those which are largely used and are sold cheap, or high 
class newspapers whose price may be a little higher and whose 
advertisement charges are also much higher. In England the 
popular papers are said to be Daily Mail, Star, Sunday Express, 
Manchester Daily Despatch and high class papers are the Times 
and the Manchester Guardian. There is a third class known as 
the Financial newspaper, 'Ilia., the Financial Times and the 
Evening News. In India also we have our similar popular 
papers, both in English and in Indian languages, all over the 
country ; and high class papers as well as financial journals or 
magazines, though we have no financial llewspapers which are 
published daily. The newspapers are also classified as national, 
i .•. , having a circulation all over the country; or .lletIli-national, . 
which, besides its circulation in the city or town in which it is 
published, has a certain circulation outside; and local, 
i .•. , those whose circulation is restricted to the centre 
where it is published. The national papers are generally those 
having a very large circulation, but the expense of advertising 
is naturally very high ; and hence an advertising manager has 
to consider whether he wants a national or a purely local paper, . 
to get the best result for his money, considering the nature 
of his business. Thus a restaurant keeper would naturally use 
the local paper, whereas a large hotel keeper, who receives 
travellers from all parts of the country, may use a national 
paper. The high class papers are thoSe which' circulate among 
the upper strata of society within a certain area, and naturally 
they circulate among the minority made up of the most cul
tured people. There are, of course, the morning and the 
evening papers, also sub-divided in these classes. There are 
Sunday papers which command a peculiar interest, inasmuch 
as they are published oil a day of leisure when the reader can 
devote more time and attention to advertisements. However, on 



494 Business Organization 

Sunday too, the modern society indulges for most of the time in 
recreation, exercise or amusement, and thus a substantial part 
of the morning will be taken up by these items. In England 
the Observ:er and the Sunday Times are most prominent among 
Sunday papers. In India we have the Sunday Standard, The 
Times Illustrated Weekly, Sunday Statesman, etc. 

Placard. and Other Media of Outdoor Publicity.-Out
door publicity has considerably progressed in all civilised coun
tries. It has features peculiar to itself. The switch light, 
moving figures, placards, sandwich boards men, cards in railway 
compartments and street cars being the most prominent media. 
All these forms of publicity lend themselves easily to colour 
combinations and artistic picture displays, of which a competent 
advertising manager can take the best advantage. These 
media however, can be used to serve as adiuncts to a regular 
campaign through newspapers and magazines. They sirve to 
keep alive the interest of the public in the article advertiSed 
which is systematically aroused in detail through a determined 
exposition in the newspapers and magazines. People who pass 
by, a street, either on foot or in a vehicle, can at the most be 
expected to glance casually at these displays, and therefore, a 
catch heading and a suggestive picture prominently displayed 
should be the principal features aimed at. The dominant idea 
should be to complete the work which newspaper and magazine 
advertisements have accomplished, by way of educating the 
public as to the virtues of the article advertised, by making a 
persistent attel11pt to drive in the nail through the help of this 
additional weapon. Generally the article advertised is one which 
appeals to the masses. This form makes a special impression 
on the local retailer, whose sales are considerably augmented 
by a placard campaign in his neighbourhood. Care should be 
taken to see that nothing improper, or revolting to public 
opinion or morals, is allowed to appear in this form of display. 
In fact, in many countries a special censorship is exercised on 
this branch of publicity. In England and America Bill Posters' 
Unions have been established, which look after this branch of 



Scientific Advertising 495 

work and make it possible for any undesirable display. to be 
placarded. These bodies voluntarily reject all display.$ which 
are, in their opinion, calculated to offend decency, or are guilty 
of being unduly sensational; or likely to injure religious feelings. 
A scientific advertiser is not likely to fall into this error, as he 
knows better than any other individual how detrimental such 
a display is likely to prove to his own case. His object is to 
create a favourable impression on the public mind, and not to 
offend it. Great skill and ingenuity has to be exercised in the 
get-up and design of these placards, for which experts are 
employed to create ideas and to prepare copies. These placards 
should be made to embrace some element of character of an 
appealing nature,. and should possess a certain amount of artistic 
merit, not sacrificing simplicity at the same time. Through 
these placards, trade marks as well as trade names can be dis
played in large sizes, which has the effect of impressing them on 
the pUblic memory and at the same time bring out some selling 
point. Frequently more than one selling point is brought out in 
a series of placards. Imagine what an all powerful effect an 
advertisement which is effectively published in newspapers and 
magazines and then displayed in streets, railways, tramcars, etc., 
by various devices, would have on the public mind! A person 
notices an advertisement in his favourite daily or monthly and 
is half converted to come to a decision to buy the article which 
has "-."cited his interest, but in the rush of a busy life temporarily 
forgets about it ; on his way to or from business his attention is 
again drawn by placards and signs which remind him of his 
decision, and the chances are that he will take advantage of this 
reminder to carry out his decision. ThoUsands pass by a 
prominent street, an eqnally large number make use of the 
popular convenience of transit by tramcars, railways, etc., and 
thus, a most cosmopolitan crowd of people can be appealed to 
through these media. Of course a placard does not carry 
with it the dignity and inlluence of a first class newspaper or 
magazine, and an old prejudice still exists in the orthodox mind 
as to this ontdoor method of publicity, as only suited to 
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theatrical companies, cinemas and foodstuff or patent medicine 
advertisements. America, however, seems to have been the first 
country to have got over the old prejudice, as in that country, 
hanq, insurance companies and other similar businesses "",de 
use of placards and posters as advertising media years ago. 
The War Loan publicity campaign during the last great war, 
both through the press lind outdoor publicity, clearly demons
trated the wonderful result that can be secured through the 
combination of these two methods: with the result that placards 
and posters, are now used by all businesses. The advantage is 
that this outdoor advertising can be carried on throughout the 
country, so that visitors from a country-side, or suburb, or "ie • 
.. arSG, find the familiar names and brands about which they 
have read and heard so much ihrough their favourite papers 
and magazines in their own home, and feel as if they were 
meeting so many old friends. When a placard campaign is 
carried on an over the country it is known as a national cam
paign. While writing thus in praise of outdoor advertising, 
the main objection urged against the SQ1lle, " ... , that it spoils 
the effect of rural scenery, is not sought to be ignored. What 
is urged is that the scientific advertiser should take good care to 
see that the display is presented in a manner calculated to give 
the least -cause for complaint in this direction. Attempts are 
aIao made to see that the placards displayed in the country-side 
does match with the scenery and surrounding conditions as far 
8$ possible. Thus we find the advertisement of the famous beef 
extract, Oxo, represented in the form of a bull ; and frequently 
the poster itself is cut out to represent that animal in outline, 
size and shape. Similar devices such as horses, giant bottles, 
barrels, etc., are represented by the poster to be found in 
suburbs, particularly on the edge of a road which overlooks 
open pasture land and fields, and are made, as far as possible, 
to fit in with the nature of the article advertised. 

The next point is the selection of appropriate locations, 
for example it will not do to fix up a placard, or poster, adver
tising a fashionable restaurant in the factory area full of W'IlI:k-
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men's chawk The location on the main roads where larger 
number pass is preferable to a quiet street, even though the 
chances of placards being read in detail are greater here. Fre
quently walls are painted with placard advertisements, or fixed 
enamelled plates, and frequently brackets with arrangementS for 
changing advertisements are empolyed. 

Hoarding Owners and Poster Advertising Contractors. 
-The hoarding owner is the "old bill poster who has leased 
places built up, or hired hoardings at pasting stations, and is 
prepared to render you service by pasting these bills or posters 
supplied to~. Generally he deals with poster advertisinr 
contractors, and gets instructions from them as to how the 
posters are to be displayed and for what time. A good many 
of these hoardings are structures built on temporarily vacant 
land and thus the hoarding owner is generally on the move, 
and on the look out for suitable new locations for the pur
pose of his trade. The advertising contractors, however, help 
the advertiser in securing suitable locations and m some cases, 
the superior types of these contractors also help by giving 
scientific service. Thus, as in the case of advertising agencies, 
there are two classes of these contractors, lIiz., (1) one who only 
puts through your contract and (2) one who renders service by 
helping you to prepare the poster advertisements and offers 
schemes as well as designs that will suit your case. He also 
undertakes to contract fOr getting the poster printed and pre
pared for service, and gives his expert knowledge as to how 
that can be done most suitably and attractively, as well as 
economically. He also gives disinterested advice between one 
location and the other as to its suitability for'the purpose of 
advertising the article the advertiser has in view. He has also 
trained men under him who help the advertiser in the work of 
inSPection of the hoardings and bill posting at frequent intervals. 
This last part of the work, lI'Z., hoarding inspection, is of great 
importance. The rates fixed for the exhibition of posters in 
connection with each owner and different sites are more or 
less the same. These rates are frequently subject to period 

ljR 
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discounts, and the rates are charged on the basis of 13 weeki 
ad upwards,a higheIrate being charged for periods less thaI 
'3 weeks. The postelS have to be renewed if a 10ngeI periocl 
contract is made ; and as to the quantity of extra posters neces
sarY for renewal, the adveItising contractor is the best perso. 
to give a correct indication.'/ . 

Electric Switch Light •• - The otheI feature of outdOOl 
advertising, is the use of electric switch lights. This form of 
publicity is no doubt costly, and should be tried only in localities 
~here a large n~beI of people are likely to congregate at 
ntght,-B.g., near pleasure-resorts, restaurants, etc., and as thE 
people so congregating are geneIally in a light mood having 
come out to enjoy themselves, items such as tobacco, cigars, 
theatres, restaurants, sweetmeats, etc., are the appropriate 
articles for this form of publicity. Neon lights and flood lights 
are also now used with great success. 

Carda m Buses "Del Railway ComparlmeDt •• -With 
regard to cards displayed in railway compartments, tramcars, 
and buses, the special point to be noted is that people travelling 
by these media are compelled to sit in a certain position for 
.. comparatiYely long period. Even in case of local trains, cars 
and buses, a person usually occupies it, while travelling to and 
from business, for at least a quarter of an hour and frequently 
even longer. In case of trains and buses passing through 
crowded locality even the exterior is available for posteI 
advertising. Owing to the introduction of electric trams and 

. motor buses .the distance travelled being longer, their value 
as advertising media has considerably increased. Whereas, in 
case of railway trains meant for long journeys, the passengelS 
have to pass a numbeI of days in the same compartment. A 
scientific advertiser has an excellent opportunity presented to 
him here, which he can utilise with II view to forcing the merits 
of the article he olfelS for sale on the notice al thousands of 
these cosmopolitan travellers. If the card is fixed at It correct 
angle in a prominent place, with all due regard to the effect of 
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sun-light during day-time, and artificial illumination at· night, 
and the copy as well as the design' made· strong enough to 
attract attention and create interest, the contents of the card 
are bound' to .be noticed and repeatedly read. Those wh9 
notice these advertisements are most likely to remember the 
name of the brands advertised, . as :w-e1l as their contents, and 
in . course of time they forget where they noticed same, with 
the result thilt an impression gradually grows on them to the 
effect that the article was recommended to them by some 
friend ; a most valuable psychological condition from .the point 
of view of the advertiser. In the case of placards fixed along
side railway lines, their publicity value is enhan~ by adding 
the number of !IIiles covered, or .to be covered from and to 
certain stations. The same ;remarks no p01~bt apply to tramcar 
and similar media of daily travel, though the advantage 
peculiar to tramcars and local trains is [that the =e crowd 
travels backward and forward daily, except a few casual visitors 
from outside, and thus, throngh .the use of a series of cardj; 
thoughtfully displayed in succession, the best result may be 
obtained. This is .facilitated throngh .the .use of .;egular glass 
frames which can be fixed to the spaces hired. 

It is asserted by some authors that a hoarding or a placard 
fixed opposite shops have a better chance of being noticed and 
that, too, by the largest number of' people in buying mood, 
than those posted .in ;front of private dwelling houses. Care 
should be taken to see .that .the streets where these posters 
are affixed are well lighted. Frequently while competing with 
each other, advisers in posters reserve aco)Ilplete site for them
selves, and thus these sites are known as '''solus sites". 

Size of POlterl.-The posters are standardised in size so 
that they can be easily interchanged. They are usually based 
on a "double crown" sheet of paper, and are usually 2<f1 

(width) )( 30' (height). The most popular poster, in largest 
use, is the "16 sheet", which means 16 double crown sheets 
placed in four rows of four making a poster of So" wide)( 2<f1 

high. The poster of the largest size in use is known as the 
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"48 sheet" poster. This is made up of three, "16 sheet" 
postels placed side by side, and comes to 20 feet in width and 
10 feet in height. The postezs have to be printed with gleat 
care by specialist printezs; and where colour combinations ale 
to be used, sufficient time has to be given, otherwise the best 
production cannot be obtained. 

It is stated by specialists in all sorts of poster advertising 
and hoazdings, that one great advantage of this form of 
display is, that a poster advertising campaign can be located 
anywhere, whether that location happens to be a mazket 'zone 
or a town or a county, or in the neighbourhood of a town 
or county, or only in certain selected streets. It is said that 
a poster campaign in .. street where the shop-keepers w"!e not 
stocking the goods or the brand has succeeded simply in 
changing the mentality of these distributors in 1'avoui: of 
storing the goods. Thus poster advertising has'ali advantage 
over newspaper advertising, inasmuch as one can localise the 
advertisements through posters, whereas in the case of news
papers that is not possible without considerable research in 
connection with territorial cin:ulation and the c1ass of readezs 
of a particulal newspaper. The modern adVertising agencies 
ale no doubt rendering great service in this connection, as 
information they have secured through specialising in this line 
i. now most reliable for one who wants to localise an 
advertising campaign. In India, also, in cities like Bombay, 
certain advertising agencies under capable men can give a 
valuable assistance in this direction. 

It has been emphasised that the postezs afford an excellent 
form of advertisement for such goods the needs of which an 
average buyer feels while on the street or out of doors. As 
we have already stated they serve as remindezs to a newspaper 
or magazine advertisement campaign for customers who have 
helped the men to buy a particuIaz wele Ol" to give it a trial 
but happen to have forgotten while they are on the road. As 
we have also seen, posters are used by many manufacturers 
who do not use press advertisement at all: and thus it may 
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be asserted that the poster, advertisement has an independent 
value of its own, besides acting as an adjunct to a press 
advertising campaign. It is said that advertising of Shell 
petrol was, in many cases, exclusively carried on through 
posters; and that, too, with great success. Particularly in 
the. case of railway platforms and other places where the 
people have to wait for their trains, , poster advertisement, not 
only in connection with brands and names, bnt with a certain 
amount of edncative detaila about the goods, have proved 
Very" successful. 

Metal Signa.-Besides posters, metal signs are frequently 
used by those who wish to advertise a brand and believe that 
the same type of poster will answer the purpose for a 
lengthened period. The metal sign production in modern 
times has scientifically advanced a good deal. The objective 
is to produce a sign whiclt has a striking personality and is 
yet most economical in use. The obvious advantsge of these 
metal signs is that, not being subject to beirig spoiled by the 
effects of weather, they are long lived: and the usual practice 
is to use them on railway platforms and sidings, as well as 
on prominent street comers, etc, 

'Sandwiclt-board men are particularly useful for drawing 
would-be customers to local shops by bringing to their notice 
some recent innovation, particularly announcing seasonal 
alterations. 

Prolpecm- and Catalogues for Conlwners.-Prospec
tuses and catalogues issued by traders, manufacturers, 'a,nd 
others, for consumers are generally sent on in reply to 
enquiries, either in reply to advertisements, or through 
recommendations of existing customers. In order to be able ' 
to present your case in a forcible and attractive manner, to 
the most likely customer, great care should be devoted to the 
get-up and contents of these publications. 

The first point to be determined here is the design and 
get-up of the cover. The cover helps to form the :first 
inlpression, and a scientific manager, knowing full well the 
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value of this impression, does not spare expense or trouble in 
thiS department. . Full advantage of colour effects should be 
taken, and pres1l)11ably aD expert should be consulted. The 
design should not be too complicated from the point of view 
of an average matt, as otherwise, the effect will be lost on the 
majority who are not gifted with artistic minds. A simple 
design in emphatic' colours should form the object in view. 
The proper qualitY of paper, <.e., one 'Which is likely to stand 
wear and tear, 'should be used for covers, and wherever 
possible, these booklets should be provided with hangers to 
serve as suggestions to the effect that they may be preserved 
for future reference. These catalogues and booklets should .be 
made out in convenient sizes for facility both of postage and 
filing. The octavo in case of smaller booklets, and quarto in 
case or' bu1ky Ones, are conSidered the proper sizes. The 
special feature of these booklets lies in their ability to lend 
themselves so readily, particularly where art paper is used, 
to picture display, both within their pages as well as on the 
cover, which should be taken ~ advantage of, and the 
language describing and discussing the merits of the wares 
offered, should be forceful without being' difficult or high 
:flown. It should never be lost sight of that the object of a 
booklet is generally to explain the points raised to the reader, 
whose education may not necessarily be of, a· high standard. 
Besides, those who read this type of literature do not spend 
much time over it, and are not likely to go to the length of 
gettingthelr contents paraphrased. For ·these reasons, 
technical wordS and expressions must, as far as possible, be 
avoided. An adequately designed and properly composed book
let on rich art paper stands the best chance of being read with 
sympathy; and what is more, is least likely to be destroyed or 
consigned to the traditional basket: whereas, a clumsy produc
tion, printed on cheap peper and in small type, is bound to be 
treated with scant courtesy. It need hardly be stated that if 
this poor design, get-up and paper is likely to aChieve the 
object sought, it should at least be in the form of a booklet. 
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The full address of the issuing fum, as well as its telephone 
number, together with its telegraphic code word should also 
be printed in a prominent position. The arrangement of the 
subject-matter discussed and illustrated within the booklet 
should be such as would succeed in 1Daintaining the sustained 
interest of the reader throughont all its pages. It is thus that 
the complete exposition of the case presented may be 
prominently brought to the full noti~e of its readers. The 
mode of address should be, as far as possible, direct and of a 
personal nature; the language earnest, simple and imperative; 
Testimonials of an appropriate character from prominent 
persons may be included 1:t> advantage. The selection and 
arrangement of these testimonials should be made with care 
and ingenuity, and parti~arly those which speak of favour
able experiences should be given' all prominence. Humanity 
likes to be guided by other people's experiences, and therefore, 
if these testimonials are properly us~d, they go a long way in 
helping the writer to convince his customer and thus they 
form a fitting complement to the literature embraced by II 

booklet. 
C.taloguee for Dealer •. -We have dealt above with 

details of what a catalogue should be, particularly for use of 
a consumer or a buyer who is attracted to buy and use the 
article. Most of the- remarks applicable to the above type of 
catalogues apply also to catalogues issued' by manufacturers 
and wholesalers to be sent to dealers or shop-keepers: but 
there are of course special points peculiar to catalogues to 
dealers which must be carefully studied .. A catalogue meant 
for a dealer should give not only the complete description of 
the line of work, but should also give minute particulars as to 
quality, country of origin, dimensions, weights, packing, the 
label and the methods by which they could be sold and used. 
The prices of these articles may be stated in the catalogue or 
in a separate price-list. Where the prices are likely constantly 
to vary or fluctuate, the safest plan is to publish a price-list 
separate from the usual catalogue. Where a number of lines 
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are being oll'ered for sale of more or less similar· type or title, 
a distinction can be made by giving each quality a number, 
which number the dealer lIlay be asked to quote while sending 
his order. Frequently for the convenience of customers 
ordering by telegralll, a code word is assigned to each quality of 
goods dealt with by the catalogue. These code words are con
veniently used also, on the telephone. Many firms issue what 
are known as loose leaf catalogues, for the facility of leaves 
being taken oil' and new leaves, with altered prices and quality, 
being substituted. However, it is doubted whether this is 
efficacious, as frequently the dealers are so careless that they 
neglect the substitution of such revised pages. It should not 
be forgotten that most of the manufacturers. and wholesalers 
send catalogues and advertising literature to dealers with a 
view to simplifying the work of the travelling salesmen that 
call on the dealers from time to tiIIle for securing orders; and 
thus in the preparation of tllese most important and valuable 
documents, considerable care has to be taken, and the sales 
manager himself or his immediate expert assistant should be 
asked to co-operate with the advertising manager in connec
tion with this very important work of preparing a catalogue. 
It is usual, also, to enclose order f01')llS with catalogues when 
the dealers are requested to send out orders through the post. 
The order fonn should be so prepared as to draw the attention 
of the dealer to the various items of o;pecification, etc., which 
are to be stated in order to save unnecessary trouble and 
expense and annoyance through a wrong quantity or quality 
being supplied through some omission in the order form itself. 
In other words, care should be taken that the order form 
leaves no possible chance of omission by the buyer of the 
essential details. 

House Organl.-Many manufacturers in Europe and 
America issue or publish their own house organs or journals, 
monthly or at other convenient periods, which are circulated 
among their dealer customers. The principal objective 
sought to be achieved through these house organs is to keep 
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the interest of the retail shop-keeper alive in the goods of the 
manufacturer. These organs continuously advise and -guide 
the retailers as to what steps they should take to augment their 
sales, give valuable hints as to window and counter display 
organization, and intimate or give indication as to new lines 
that are to be introduced, or are being introduced, with valu
able suggestions and deals from the selling stand-point of the 
retail shop-keeper. If any special publicity campaign is under 
contemplation, the house organs prominently give indication 
of same, so that the retailers may be encouraged to keep 
sufficient stock in anticipation of improved sSles. Besides 
these organs are made interesting by giving considerable 
quantity of trade and business news in general, and also 
include special articles contributed by leading men in the line" 
which are of general interest. The main objective sought to 
be achieved is to interest, not only the dealer, but even his 
assistants and salesmen behind the counter, by giving valuable 
instructions in connection with salesmanship- of the various 
brands and qualities of goods manufactured by the publisher. 
Free copies are sent not only to the dealers or the proprietors, 
but in case a number of salesmen are employed by each shop, 
each member of the stsff is furnished with a free copy; and 
it is stated that this practice has proved very successful as far 
as results are concerned. The manufacturer also distributes 
his organ among the members of his own staff, particularly 
the selling staff, free of charge so that each member of the 
staff, however junior, may keep himself posted up-t<Hl.ate with 
regard to progress, alterations, variations in the goods selling 
policies. These organs are also sent to prospects or prospective 
dealers who are not on the list, but whom the manufacturer 
wants to be placed On his list by inducing them to open an 
account. A salesman's visit following the posting of a few 
copies in succession of the house organ has frequently produced 
fruitful result. 

Theatrical Programm .... -Theatrica1 programmes are also 
common media for advertising. These are used by the 
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audience, not only during the period occupied by the perfor
manceconcerned, but many carry them home. A smaller 
number collect these copies like old postal atamps. During the 
intervals, and: while waiting for the curtain to rise, people glance
through these advertisements to while away the time, and this> 
opportunity should be made use of by a competent advertiser' 
to the beSt advantage. People out to enjoy themselves are in, 
the happieSt of moods, which fact shonld form an index as 
to the nature of the articles that are beSt suited to this form 
of publicit'y. Advertisements regarding restaurants, cigars and 
tobacco, sweets and chocolates, women's dress-materials and 
similar articles are a few of the most' appropriate. Even in 
the wording and' design used in this c1ass of advertisement an 
appeal in a happy and pleasant, or amusing tooe, shonld form 
the text. 

It may be added that advertisements on other' programmes 
such as those for church or charity bazaars, or in almanacs. 
directories, etc., are, in the opinion of experts, .not of much 
value in spite of high cost. 

Film Publicity.-Film advertising is said to promise 
immense possibilities, and though we have made considerable 
progress in these days of cinemas' and talkies, there are certain 
diflicn1ties in the way which have to be got over before this. 
form of advertisement can be largely used with profit. It is 
said that eighteen millioo and a half people attend Cinemas 
every week in England; hence the presentation of the 
message to such, a large number· of people by the scientific
advertiser is in itself a great inducement for indn1ging in 
experimentation and practice in this branch of publicity. The 
one objection which was raised in connection with cinema 
advertisement was to the effect that the class of people 
attending cinemas is so varying and diverse that when it is 
desired to reach a particn1ar c1ass, it is not easy to select the 
right type of cinema. However, according to many authors 
this objection is met by the advertising specialist, who has 
divided cinemas into classes such as A, B, C, etc., in accord-
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mce with the upper, lower or middle classes for whom they 
work; considering the locality in which they are situated and 
:he type of people who in the largest proportion patronise them. 
The modern cinema talkies appeal, not only to the "eye", but 
.:hrQugh the ears, and hence the selling campaign can be 
carried on with the greatest possible advantage thr<l\lgh fi1ms 
with selling ta1ks appropriately arranged. The other point is 
that the largest proportion. of people who frequent cinemas 
are young people, and thus articles best suited to the use of 
young customers will have the largest possible audience. The 
usual length of a film used is said to be So feet, which is to 
be worked within five minutes. In England the cost of 
producing a talkie film comes to about £1 per foot; and. 
specialist firms who undertake to manufacture these films give 
expert advice in this connection to the advertiser. The cost of 
exhibition, also, is rather heavy in some cases, though it 
differs· according to the type of cinema concerned. It should 
not be forgotten that people attending cinemai have come 
there to be entertained and not to listen to advertising ta1ks 
and advertising pictures, and therefore, in the production of 
such talking films, care is to be taken that they provide a large 
proportion of entertaining ele1ttent in same. In other words, 
in order to succeed, the talking publicity film must entertain 
the audience or fail in its objective. 

Radio Broadcalting.:'-'Radio broadcasting has undoubtedly 
very great possibilities from the publicity stand'point, though 
it is unfortunate that the British Broadcasting Company, as 
well as our Indian Broadcasting stations do not encourage this 
form of advertisement. The one merit of .. broadcasting
advertisement, from the listeners' stand-point, is that if the 
listener does not wish to hear the advertiser he is quite at 
liberty to switch off the radio, whereas in the case of cinema 
talking advertisements, the audience cannot freely do so. The 
radio advertising has another merit, 'Viz., that the message is 
brought ho1tte to the customer when he is in a most receptive 
mood of ease, and a good announcer can describe or communicate 
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. the message of the advertiser in a most illustrative way. 
In America, broadcast advertising is most common and familiar. 
There is what they call the "chain" broadcast which means 
that the advertisers' programme as presented by the special 
artist in person at the key broadcasting studio is simultaneously 
transmitted to numerous stations which form a sort of chain 
or network of the said key studio. These broadcast 1Jlessages 
can, in the United States of America, be sent at different times 
which have been fixed for different centres, ·so that different 
types of listeners may be reached. There are also what are 
called "recorded broadcasts", where the broadcast talk i~ 
recorded or imprinted on wax, and then the imprints are 
distributed and played at different stations. The imprints are 
said to be so perfect that an average listener can hardly 
distinguish between a recorded message and a direct talk. This 
no doubt economises the expense a good deal. There are also 
what they call "individual station broadcast" where • 
programme is broadcast over one station only. 

Shop Window •. -One of the most attractive and useful 
methods of advertising is the use of shop windows. In old· 
fashioned shops, windows are practically neglected, and where 
they exist at all, articles are thoughtlessly huddled together in 
a clumsy heap full of dust, with the result that instead of 
attracting business they create a feeling of disgust in the mind 
of the casual passer·by. To-day, in the case of all progressive 
retail shops, all wall space is reduced to a minimum and large 
glass windows are made to occupy the available space over
looking public streets. We have noted the importance of the 
situation of a shop in a prominent locality in the first part of 
this chapter. Full advantage of this factor can be secured 
through a scientific use of the windows which are under public 
observation. Window-dressing has now ,been reduced to a fine 
art, and experts are engaged by important firms to look after 
this branch of publicity and thereby the window displsy is made 
a never ending displsy for attracting custom. The object aimed 
at is twofold, .. ;s" to attract attention to the class of articles 
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offered for sale, at the same time to infuse into them the 
magnetic power of drawing customers, particularly those wl].o 
are not already on the daily list. In other words, an appeal is 
particularly made to those who do not fall under the heading 
of regular customers, while at the same time the interest of old 
patrons is sought to be maintained. If successful, casual 
passers-by notice in the window articles which interest them, 
and finding the prices marked favourable, step in with a view 
to buying the same. The window has thus achieved the first 
object, the rest lies with the salesman or saleswoman in the shop. 
If the latter play their part well, the chances are not only the 
coveted article is purchased, but perhaps a great many more 
than what was originally intended would form part of the bar
gain. If the articles bought prove satisfactory, the shop·keeper 
will have the additional satisfaction ,of seeing so many addi
tional customers on his daily list. It is thus that small busi
nesses gradually grow into large and flourishing establishments. 
Let us consider for a moment the possibilities lying dormant 
behind this outwardly simple form of pUblicity. If for example, 
a shop which starts with three hundred customers were to suc
ceed in interesting about ten casual passers-by every day, of 
whom even if five were eventually added daily to the regular 
list, in the course of about three hundred working days in the 
year, the regular list will. swell to a total of eighteen hundred 
customers inclusive of the original three hundred. This is an 
approximate estimate but one which is calculated to give the 
reader a rough idea as to the potential value of a scientific window 
display. Besides all this, any new type or consigl;t:ment of goods, 
or any offer of an attractive bargain may take advantage of by 
these media. A show card making a few selling points is also 
frequently displayed here with advantage. They also are a 
great help in reinforcing advertisem,ents through other channels. 

The next question to be considered is the mode of display. 
Windows are generally trimmed, and this process should be 
regulated on artistic lines ; but at the same time care should 
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be taken to see that the trimming is not too attractive for thE 
articles displayed lest it may distract attention from them, 
Trimming is meant to serve as a sort of frame-work to thE 
window whicl! presents the display, and a too attractive framE 
on a comparatively plain picture spoils the effect meant to be 
carried by the latter. Besides, what is aimed at in case of a 
window is to hold the attention of the observer within its com
pass. The next point requiring attention is the display of the 
articles offered for sale. Many shops go in for what is known 
as "a single article display" with a view to concentrating the 
full attention of the passer-by on it. This form of display is 
no doubt very effective, owing to the fact that there is no other 
competing article in the window. Of course the windows should 
preferably be cleared daily, in order to be able to display as 
large a variety as possible. Where a large nup1ber of articles 
are exhibited in a window, great care should be taken to see 
that the display draws attention to as large a number as possible. 
To bring about this result it is best to group together appropriate1 
articles. Large furniture shops of Europe when they display,' 
for example, a complete drawing-room in one window, an: 
equally attractive dining-room in another,a furnished bed-room{ 
in a third, and so on, do so with this object in view. Here the 
combination appears so natural that the effect of the display 
as a whole, infiuences the mind of the prospective customer. 
Many of us who have occasionally succumbed to the charms of 
a shop-window, bave often wondered why a particular article 
which appealed to us so strongly in the window looks so plain 
and common within the familiar atmosphere of the drawing-. 
room. The attractive effect of a complete show makes all the: 
difference. Besides, appropriate articles should be displayed' 
here during eacl! season. It is unbusinesslike, not to say con
trary to common sense, if winter garments are displayed in 
summer and "ice " ... a. The display of a large number of 
articles in demand among military men during the war by some 
of our shops, was based on the same principle. The idea is t~ 
keep, as far as possible, in close toucl! with the time ana: 
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circumstances, with a view to being able to secure the greatest 
advantage therefrom. 

Articles in a shop window are frequently marked with 
prices. The marking should be clear and free from ambiguity, 
and a form which frequently misleads the public should be 
studiously avoided. It is not uncommon, for example, to find, 
in the case of an article marked Re. 1.ISi annas, the anna 
portion to have been purposely written in comparatively small 
ietters. If the object here is to influence the mind of the 
purchaser with the idea that the price is one rupee, whereas he 
is actually made to pay very nearly two, it is a ,tactic .of doubtful 
utility. Row far this succeeds in .achieving its object is a 
question on which i.t is hardly necessary to waste time, but it 
seems certain that even though this undesirable form were to 
attract some business, the after effect left on the mind of the 
<:ustomer is anything but favourable. A business. man who 
aims at securing a more or less permanent patronage from every 
customer he happens to deal with-and it is the permanent 
patronage which adds to the stability of a business--4lould 
avoid this objectionable practice, for it is bound to create a 
most unfavourable impression. The writing of these price 
tickets is an art in itself. Do not place a price ticket on 
all articles, but on a selection of articles displayed in a window. 
In a popular store with cheap articles, these cards display prices 
in large letters. In· silperior stores show cards generally take 
the place of price tickets, advertising goods displayed in the 
form of so many head lines. 

We have already seen that windows should be cleared and 
articles shifted daily. This frequent shifting of articles helps 
to keep alive the interest of a large number of people who daily 
pass by a shop on their way to lind from business: at. the same 
time they give the public an idea as to the different types and 
classes of articles sold at the shop. By a well-r.\ulated series 
of displays the complete contents of a shop are thus gradually 
displayed with excellent results. If electric lights are used 
d\tring nights, they should be suitably hidden from view, as 
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otherwise, they might distract attention.· The modern method 
is to hide the lights in the frame-work of the windows and in 
the flooring, and to produce a day-light appearance. It is 
doubtful how far attractions, such as moving figures, music, etc., 
go to help this class of display. A large crowd outside a·window 
is bound to be objected to by the authorities, and is also likely 
to keep away the right type of prospective customers. Again, 
if the· attraction does not represent the article offered for sale, 
it may perhaps help to divert public attention from the articles 
advertised. 

Besides retail shops, a large number of manufacturers. 
wishing to bring out their brands and wares, make use of shop
windows for the purpose of exhibiting their products. The 
modern manufacturer, as we have already noticed, does not 
rest content with the efforts of his wholesale and retail agents, 
but adds his own quota to the selling and publicity campaign. 
He no doubt advertises through all the other media dealt 
with by us, but over and above these, he frequently plans ex
hibitions in shops situated in prominent localities, where articles. 
of his manufacture and their uses and advantages are advertised. 
The windows of these shops, as well as the· interior, is made 
use of for exhibiting the products concerned, where people are 
cordially invited, all enquiries are carefully attended to, and if 
necessary, the proper retail or wholesale dealers referred to. 
In the case :Of manufacturers' and wholesalers' shops, show 
rooms are maintained for dealers and trade visitors where mer
chandise is displayed fro~ the stand-point of the dealer. It is 
said that where a manufacturer fixes up a show room offering 
goods to dealers, the show room should be on more or less 
the pat~ of a well equipped shop, and practical demonstra
tion sho';'ld be given by experienced salesmen to the dealers 
showing h .... they should in their. turn display the said goods 
in their shops to the consumers; and also instruct them as to 
how they should store them so that they may not get spoiled 
or shop-soiled rapidly. In case of machinery manufacturers, 
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the show room displays machines in the same form as they. are 
expected to be fitted and work in the factory, which machines 
are worked and demonstrated by competent operators. Gene
rally the standard trading lines are thus displayed.. 

Advertising AgeJlcies.-Advertising Agencies bave come 
into great prominence, both in England and America., and 
practically speaking, the largest proportion of advertisements of 
all classes in these countries are now-a-daYS controlled and put 
through by these agencies. These agencies undertake to look 
after every class of advertisement and also arrange the direction 
of advertising campaigns. They have long passed the stage 
when all they did was to secure suitable spaces in newspapers 
and magazines, or to select and arrange for convenient sites fur 
outdoor publicity. The most prominent of these firms BOW 

undertake the work of the scientific advertiser and render con
siderable assistance in this direction, beth to clients who are 
unable to maintain a special advertising department with an 
expert as their advertising manager, as well as to those who can 
afford to pay for this luxury. 

To the former class of clients they act as special ad"erti&
ing departments, advise them as to the design and get-up. of 
advertisements; prepare copies both for outdoor as well as new&
paper and magazine campaigns, draw up circulars, booklets and 
other literature, design wrappers and packages for their wares, 
suggest appropriate niedia for publicity and. finally _ange 
for insertions at favourable contracts. In other words, the 
advertising manager when employed studies the special Deeds 
of the business which employs him, and the agency assists him 
with its large outside experience and general knowledge. To 
the advertising manager they act as consultants, besides render
ing the usual service in placing through the advertisements or 
other literature. These agencies undertake the distribution of 
literature, fixing of placards and posters in proper positions and 
looking after their safety, addressing the literature to the appro
priate parties, and so on. They maintain large departments of 
specialists and experts to look after the various branches of their 

!I!I 
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professlon. They possess experts who by long practice and ex
perience, as well as through the force of inherent ability, are 
able to create new ideas, ideas which mean an amount of business 
to their clients. T·hey maintain a large staff of artists to design 
copies and pictures. accordUlg to the ideas suggested by these 
experts. The newspaper and magazine spaces, sites and posi
tions on prominent public streets, as well as railway stations 
and sidings, and suitable spaces in tramways and railway 
waggons, . are purchased by them by contract, and are in turn 
offered to their clients at rates more favourable than those at 
which the latter could have secured the same direct. They 
thus r~der a service both to their clients as well as to pro
prietors of newspapers, companies, corporationS and other public 
bodies concerned. The clients secure spaces at reasonable rates, 
whereas, the proprietors of the publicity media. are saved the 
trouble and expense of having to deal with a large clientele of 
an assorted type, not to speak of the loss involved in the collec
tion and checking of small accounts. It is thus that a small 
trader or manufacturer is able to secure the servi~ of experts 

whose employment as· full time managers wOu1d be well nigh 
impossible even for much larger concerns. So;"e advertisement 
writers and managers draw as much as £1000 a year, and even 
more, in England, from firms who employ tbem, whereas there 
are others who practise on their own account and who would 
not care to accept service on this basis of remuneration. In 
America the wages earned by first class men in this branch of 
work are much higher. One has to take these factors in cal
culation in order to appreciate the great services rendered by 
these firms of experts at their proper value. Schools and 
colleges, as well as universities are now including advertising 
as a special branch of study in their curriculum, thus recogniz
ing the claims of this branch of human activity to a place worthy 
of the high technical skill and scientific effort involved in its 
study. 

Another advantage offered to the client by these agencies 
is, that no charge is made by them for their services in con-
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nemon with the placing of advertisements: They are generally 
satisfied with the commission allowed to them (1lS1llI11y about -IO 
to IS per cent) by the proprietors of the media concerned. In 
some cases even advice and guidance are offered free of charge. 

Newspapers and other publishers have these agencies on 
their list as "recoguised agencies" and they would -deal On 
commission basis with these only. They are naturally selected 
with care, as in many cases they look to these agencies -to pay 
their advertisement bills and not the advertiser. 

T() take an illustration, supp<>Sing a client consults an 
agency as to a particular article, or set of articles, which he 
wishes t() push on certain markets. The agency recommends 
the design and get-up suitable t() the taste of the buyer m: that 
province, supplies detailed information as to the magazines and 
newspapers in circulation in that area and the class of readers 
that can be infiuenced thf()ugh these media, draws- up a sort 
of a chart showing the number of insertions and the- cost- em the 
basis of a particular copy which it has prepared after cafefu1 
consideration of the instructions of its client. If the client finds 
the estimate too costly the plan may be narrowed 'down' frOID 
the stand-point of economy, or expanded-if a. larget ()utlayis 
available. The same attention is 'given to the varioUS features 
of outdoor publicity, if that branch of advertising is suitable tG 

that class of trade, and estimates, Dgures, as well as designs,. are 
submitted for approval. .' 

Advertiliag R-.:h.-Many advertising agencieS und~
take research work in connecti()n with the selling organizations 
of their customers. Thus, if a manufacturer wishes to discover 
a, to how the sales of his goods could be improved, by finding 
out the merits of the brands of other competing manufac
turer wliich give them a higher sale, he either gets a research 
made thf()ugh his own selling department by his own sales
manager or entrust the said work to _ an advertising agency. 
Many advertising agencies in Europe and America undertake 
this research at a certain charge. The research may be made 
among the customers or the consumers and is then known B& 



"~ reljeareh". whereas. it. may be among the retailer 
wh"", it is known 11$ "d~ research". A certain number 
of men. and women trained· in, the art are sent out with B given 
nl1}llber of questions to visit personally • certain number of 
selected consumers or dealers. technically called "samples", 
who tactfully in course'of conversation, get information from 
these samples as to their views in connection with brands 
sold on the market. particularly those they actually use, and 
also, their reasons for not using other brands. Thus the 
:manufe.cturer frequently discovers that the particUlar peculia
~ty of his. goods which he thought was their principal 
merit was not appreciated by the bulk of the consumers, 
but tlmt 1111 the contrarJi' it retarded sales. This valuable in
fonnation. may help him, to improve the article in a way which 
would make it acceptable to the wgest number of buyers or 
consumers. Also the mode of use and the best time of use of 
lID .mele can be discovered through B research. to the great 
..wan~e of the manufacturer. Thus Horlicks Malted Milk 
was ..- one time advertised largely. as suitable .. for break
fas~ use;. but when a research was made it. was discovered 
to the surp~ of the manufacturers that the·wgest number of 
"samples" v.isited dec1are4: that they used it as a hot drink 
during winter, which sent t1!enI tc> sleep most pleasantly. This 
new discovery in use W8/$ immediately broadcast and adver
tised, with the result that the sale of the product coasiderably 
increased. The reseuch work, though B little expensive when 
made through personal callers is most perfect as against postal 
questionnaires frequently sent out with B view to save expense. 
We have already seen that this branch of research work 
is also undertaken now-a-days by advertising agencies in the 
most advanced countries. 

Co-operative or Groop Advertiaementa.-This form of 
publicity is now most common in connection with a trade ass0-

ciation or combine of different firms, dealers or companies, by 
which they aU combine and co-operate in advertisiD,g the merits 
of the article in. which they trade. Thus the insurance com-
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ponies may advertise the merits of insurance either in life or 
fire, marine or accident branches generally. The master printers 
may advertise the merits of printing .... ore and se1ling more, 
and even the medical association in England is now advertising 
the merits of nursing homes under qualifie:l. supervision. Tlius 
this form of advertising ia c:e-operatiOll is directly -opposed to 
the competitive advertising carried on by each trader or 
manufacturer separately on his own. The U10st comprehensive 
form of this advertising is said to be a campaign for· buying 
British goods only. The e1ectric refrigerator tompanies have 
also combined in Europe and America ano!. _de popl1iar the 
use of this very useful invention. The sugar industry bas 
advertised sugar as all energy food with great success in the 
U. S. A. 



CHAPTER Xll. 

THE STOCK EXCHANGES, THEIR HISTORY. 
ORGANIZATION AND PRACTICE. 

The Stocl!: Exchanges or the Share Bazaars are institutions 
of comparatively modem origin all the world over. Neither 
AtheDli ~or .. ;Rome 'boasted of simiIar ,insti~tions where, as at 
present, securities in, form ,of ,Government loans, shares and 
stocks of ,joint stocl.:' eOmPliDies, etc., :find a ready market. 
The fo~dation of these institutions was laid from the time that 
the currency of the civilised countries became stable and well 
regulated, banking enterprises came to rest on the solid founda
tion of public confidence, and the borrowing of States was 
crystallized and efficiently organized. The advent of the joint 
stock enterprise on the scene, as we know it at the present 
date, accelerated the progress of these institutions as central 
markets for raising money for industrial and other ·enterprises 
where the public savings found ready media for investment. 
In old days when these exchanges were uilknown, a person 
who managed to lay by a small capital found investment a 
difficult problem, because unless his saving represented a sub
stantial amount, a purchase of immoveable property or an in
vestment by way of mortgage on a similar security was not 
possible. Even deposits with banking institutions in old days 
had to be made in :figures far beyond the limits of an average 
citizen's savings. To-day, with the spread of what is known 
as the banking habit, with the facility for easy investment, a 
person with a m,odest income is encouraged to practise thrift in 
the hope of making his savings earn an income, and when his 
bank balance assumes a decent proportion, he finds ample 
opportunity for investment through ,the help of his broker on 
the Exchange, or through his banker, in som,e marketable secu
rity wherefrom, he can hope, not only to receive a satisfactory 
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income by way of interest or dividend, but also to increase his 
capital through a rise in the market value of his investments. 
At the same time he is secure in. the knowledge that in case 
circumstances should necessitate the conversion of his capital into 
cash, a ready market on the exchange leaves him an _pie choice 
in that direction. The rapid progress of large scale industrialism 
it: modern times is due largely to the facilities afforded by these 
excellent institutions ; for in the absence of such resdy markets 
for investments and finance, joint stock enterprise could never 
have developed to the gigantic proportions it has assumed to-day. 
The rapid rise in the national income of various countries may 
also be traced largely to this source, even after making all due 
allowance for modern inventions like steam-power, electricity, 
telegraph, labour saving machinery, etc. No doubt the Stock 
Exchauges, like all other useful institutions, are not free from 
drawbacks. In other words, they do not claim to be immune 
from elements which bring about disaster. and suffering to the 
human race. Speculation has repeatedly spread to a dangero\l$ 
extent on these Exchanges, bringing in its train inevitable ruin 
and hardship involving both the innocent and guilty ; but these 
incidents are due more to the abuse of the facilities ~orded by 
these excellent institutions, than to the nature of the transactions 
they normally put through. Some Exchanges, like the London 
Stock Exchange, form the medium for raising capital both for 
home and foreign requirements, and the business placed there 
assumes an international character, whereas others, like the Wall 
Street of America or the Bombay Stock Exchauge deal largely 
in local securities. In both cases the services rendered to 
civilisation are of no mean order. We have already seen to 
what extent the lUchanges have helped the world's material 
progress. Looked at from the /lloral stand-point as well, the 
modem Exchauges are capable of holdiug their ground. In the 
early stage of their career they found humanity-or at least 
that branch of it which had taken to commercial pursuits
on a low level, devoid of those traits of character. which go 
to make the straightforward business man 6f the present day. 
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It is but natural that this element should have hindered the 
progress of these institutions in countries like England and 
America where they originated, for we are told by the early 
chroniClers of both these countries that dishonesty and swindle 
ruled supreme on these Exchanges in the early days of their 
career. In :England in the reign of William m, an Act (8 
and 9 Williani III C. 32) waS passed,. entitled "An Act to 
restrain the numbers and ill-practices of Brokers and Jobbers," 
by which it was sought to limit the number of stock brokers 
to one hundred, each of whom had _ to register his name and 
address on the Royal Exchange and had to carry about a silver 
medal of the King's arms with his name inscribed on the 
same to prove his b01lll filllS. They, however, 500II emerged 
from this stage; and to-day the average Stock Exchange man 
all over the civilised world is looked upon with due respect. 
The qualities of self-restraint, which the nature of th~ business 
calls forth, the spOrting spirit which the peculiarity of the 
transaction helps to develop, and the mutual trust and """" 
fidence which are so essential to the very existence of the pro-· 
fession, have all combined to exercise an educative iIrlIuence of 
a very high order to which the building up pi character among 
Stock Exchange men is largely due. The march of modern 
civilisation has helped to spread these institutions all over the 
world, and it is our purpose in the course of this chapter to 
deal with the organization and practice of some of the most 
important of these institutions, particularly those in which an 
Indian student of Commerce is likely to be most interested. 

THE LONDON STOCK EXCHANGE. 

Early Hiatory.-The birth of what afterwards developed 
into the London Stock Exchange dates back to the period of 
the speculative mania between 1726 and 1800, when at 'Change 
Alley, and also in the coffee-houses in Cornhill, Lombard Street 
and Sweetings AI1~y, the jobbers and the speculators in Govern
ment securities, as well as in stocks and shares, met together 
and did business. The most popular coffee-houses where these 
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jobbers and brokers congregated, were Jonathan's and .Garra
way's coffee-houses, the former being the more favoured of the 
two. Gradnally Jonathan's coffee-house came to be known as 
the Stock Exchange. In about 1748 Jonathan's coffee-house 
was burnt down and the New Jonathan's was started in its 
place. It is interesting to note here that the foundation of 
England's marine i~ce JIlarket, now 90 famous an over 

the world under the popular designation of "Lloyd's"', was 
also laid a' a coffee-hottse, known as Lloyd's coffee-house, thea 
situated in the vicinity of the Bank of England, where originally 
the underwriters used. to meet and transact marine insurance 
business with the outside public. Eventually, the underwriters 
formed themselves into an association 'Called the CorporatiOll at 
Lloyd's. The' Stock Exchange at JOIlAthan's coffee-house 8lat 
developed on similar lines. In C01U!le of time it was round 
n_ry to erect a special building, the foundatiol1 Of Whicb. 
was laid in 1So1, IIIId it started work in 1So2. The eapital re
quired was l'8ised by the issue of shares. 

At first the I.olldOll Stock :£xc,hange principally dealt ill 
home securities, but gradually, and specially after the close 01 
the Napoleonic wars, dealings in foreign securities begal!. to be 
introduced. The advent of joint stock companies on the scene 
no doubt acce1erated the pace of progress, and the I.cmdon 
Exchange had varied experiences of reckless speculation, 
during the nineteenth- century. The time betweea 1822-a6 
marked a period of joint stock company specu1ation, which ia 
many details resembles our experience of the Bacl<bay mania 
in Bombay during the years 1864-65 with which we shaIi deal 
later. 

The next period of speculation on the I.cmdon Ea:change 
was that of railway company Botation, when numerous pro
jects for starting railway lines all over England, and evea in 
foreign countries, were offered for public investment, With the 
result that a great many of these -projects failed during 1846. 
The year 1900 was eventful in the South African Mine shares 
speculation with the usual sequel; whereas the Rubber 
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Boom of I9IO helped a large number of speculators to amass 
fortt1nes. As an aftennathof the Great Wax an amount of 
speculations in· company shareS was also noticed during the 
years succeeding 1920. These were periods of exceptional 
activities, and as is usual in case of all excesses, they brought 
about their unavoidable reaction. 

The rest of the history of this exce11ent institution records 
a steady progress in the country's savings and income, and an 
exceptional development of trade and industries, both home and 
colonial, as well as foreign. ,Exce11ent services were also 
rendered by this· institution during the last war, when enormous 
amounts were continuously raised for wax purposes. The 
pecu1iarity of' the present day Stock :Exchange of London is 
th1It it, unlike ·manyothers,· deals largely in foreign, besides 
British securities. It is so to say the world's maxket for invest
ment and finance.· Not only foreign companies, but also almost 
every foreign government, find a ready maxket in London for 
their securities. This is no doubt largely due to the excep
tional prosperity· of England. . :Every year the English capitalist 
has on hand a, large surplus income in the form .of capital 
for which he is . constantly looking out for channels of invest
ment. 

Member.bip.-The Stock Exchange membership as in 
1934 was somewhat less than 4,000 though there were as many 
as 5,500 members in the year 1905. Of these members about 
3,000 members are shareholders also of the Stock Exchange 
building. It may be added here that the Stock Exchange is 
subiect to control by tWo separate bodies, .. iz., (I) the Board of 
trustees and managers, which is concerned with the Stock 
Exchange building and (2) the Committee for General Purposes. 

The Stock Exchange building is under the control of a 
Boaxd of nine mana,gers chosen by the shareholders or members 
of the ~ation, or proprietors. The mana,gers have entire 
control over the finance of the Association. They fix entrance 
fees 'and subscriptions and look after the proper repairs and 
eqwpment of the House. They declare dividends out of the 
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surplus revenue to the shareholders. Three of the managers 
retire every five years, and the members of the Board· of 
managers are known as "trustees and managers". The building 
of the Stock Exchange vests in these trustees. 

On the other hand the Committee for General Purposes i$ 
made up of 30 members who are elected annually, on, or about, 
20th March. The old members of the committee are .of course 
eligible to be re-elected if they so desire. A person who is 
proposed for election to this committee must be a !Ilember of 
the Exchange for at least 5 years preceding his . election. No 
fees are paid for serving on this committee. 

It may be added that the shareholders or proprietQrs of 
the Stock Exchange are distinct from its members. When the 
Stock Exchange building was first built, the !'Rpital for same had 
to be obtained through the issue of shares, and a large number 
Of· .shares originally. were held by outside public. Gradually 
these shares are now being held by the m~bers of th~ StQck 
Exchange itself. Thus a person being a shareholder does not 
necessarily mean that he is also a me!llber· of the Stock 
Exchange. 

The membership of the Stock Exchange is very restricted 
and the regulations provide that no member is a life member, but 
that every one of the members has to be elected every year for 
one year only. As a matter of fact a person once a member is 
automatically elected from year to year. If a person wants to be 
a member of the Stock Exchange he has to obtain nomination 
from a retiring member or the representatives of a deceased 
member. This nomination has to be purchased on the Exchange 
at a price with varying supply and demand. If the applicant 
for membership happens to be an entirely inexperienced person 
as far as the House is concerned, he has to find three guarantors 
willing to contribute, for the benefit of his creditors, £Soo each, 
in case he defaults within four years of his date of admission. 
If, however, the applicant is a person who has served as a 
clerk in the House or settling room fur at least four years before 
the date of his application, with a minimum of three· years in 
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House, only two recommenders are required of £300 each. These 
recommenders must also, in· their turn, be members of the Stock 
Exchange of not less than four years standing. These members 
are not allowed to accept any indemnity in respect of these 
guarantees. There are also admissions made without such nomi
nations from time to time in the Stock Exchange, thoagh this ill 
very mre. The candidate for admission must be not less than 
u years of age. No candidate is eligible who has been a 
bankrupt or against whom a receiving order in bankruptcy has 
been made, or who has been proved to be insolvent or who has 
compounded with his creditors, unless he shall have paid 20 

$billings in the pound and obtained a full discharge. 

Each recommend.er shan state in writing the following:
(I) That the candidate fu11i1s all the requirements of the 

rules. 
(2) That he has read the attached statement by the 

candidate, and confirms the accuracy of the aame. 

(;I)HDw long he has known the candidate. 

(4) That from his personal knowledge he is satisfied aa to 
the candidate's fitness, both :6.Dancially ami in· all 
other respects, to become a member of the Stock 
Exchange. 

(5) That the candidate is free to commence business oa 
his own account forthwith if he so desireS. 

'(6) That he is not and will not be indemnified. 

It is further laid down by the Rule 36 that a candidate may 
be recommended by a firm, but not by two members of the 
same firm. 

A candidate may not be recommended by ~h 

(i) A member who is employed as ali anthorised or 
unauthorised clerk. 

(ii) A member of firm who employs hiin as an authorised 
clerk. 

(iii) A member whose sureties are still liable. 
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"A ............. sbaIl DOt be surety fw more than two members at the 
oem. tim., 1Il1lesa he tak .. up an UDozpind ...... tyahiP. wbell the limit 
shall be tbree. 

Jl a member enter into partnership. with Or become ... thorised clerk 
to ODe of his sureties, or if anyone Of his sureties cease to be 'a 
member daring his liability, he shall find a new surety for ouch 
portion of the time aa shall remain lIDexpired; and until such substitute 
is provided, the committee will prohibit his entrance to the Stock 
Bxchange." 

The election of new- members is by ballot and must be 
carried by majority of three-fourths in a ~ttee of not less 
than 12 members. .1\ new membeI on being elected must 
purchase Gne share in the Stock Exchange building within six 
IUOnths of his election, otherwise the election will be cancelled. 

Jobbers .... d Broken.-The special feature which charac
terises the membership of the London Exchange, from the Ex· 
changes all over the world, is that the members of the London 
Exch~e are divided into two water-tight comp~ents under 
the designations of "brokers" and "jobbers", respectively. This 
division, aa we have already noticed, is voluntary. Members 
with capital at their command generally prefer to act as 
"jobbers" or "dealers", whereas those less fortunate in this 
regard, but who command large influence among the investing 
members of the outside public, prefer to act as brokers. We 
have referred to this as a special feature of the London Stock 
Exchange because on the Exchanges and bourses all over the 
world the members act simultaneously as dealers and brokers. 
The broker's function is to secure orders for purchase Gr sale 
of securities and place the same on the Exchange with the 
jobbers for which a brokerage or commission Is charged. The 
jobber on the other hand is the member wbo prefers to deal in 
stock and shares. He is generally on the Exchange to buy or 
sell those securities in which be specialises at prices quoted by 
him. The principle on which he is SIlpposed to be working is 
that of buying cheap and selling dear, as we shall see later on, 
the difference being known as the "jobber's tum", or the "turn 
of the market". It is a moot question whether this system 



Business Organization 

does not throw an unnecessary burden on the investors, i .•. , 
the outside public, who have to pay the broker's commission 
as well as bear the burden of the "'jobber'. turn". AdvantageS 
claimed for it are that on a market with so many complicated 
dealings, and that too in international securities, much· ru,;e 
and effort would be· wasted if the system which prevail~d on 
the other Exchanges, viz., allowing every member to deal as 
jobber as well as to act as broker, were to be introduced. It 
is asserted that the conditions prevailing in London are peculiar 
to that great city, and that the jobber there is the most essential 
part of the Stock Exchange machinery in the interest 
of all. There is one additional advantage which suggests· itself, 
viz., that 'WIder a system which prevents brokers on the 
Exchange from acting as buyers or sellers against their own 
principals (clients), the latter can look to them with confidence 
for advice and guidance on the question of investment, as in 
such cases the advice is most likely to be disinterested. Of 
course, London being peculiarly placed as the banking. and 
financial centre of the world, as well as the metropolis of an 
Empire whose capitalists are generally residing in that city or 
are represented there, and who are constantly in· search of 
investlnent of the large surplus income which is constantly 
pouring in from abroad, its Stock Exchange naturally com
mands the largest business, and that, too, of a nature which 
sffords ample scope for specialisation and division of the type we 
are discussing. In connection with the Bombay Stock Exchange, 
the Enquiry Committee appointed in the year 1924, with which 
we have dealt fully while dealing with that Exchange, expressed 
the opinion that there is not sufficient business for such a 
division in Bombay, but that they "strongly recommend this 
change should the Bombay market ever grow sufficiently to 
make this division feasible". 

Committee for General Purp ....... -The internal manage
ment of the London· Stock Exchange is carried on by the 
committee for general purposes, which consists of thirty 
members, who are elected by ballot by the members on the 
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25th of March every year. No person who has not been a 
member for at least five years immediately preceding his can
didature can be el~. The occasional vacancies are also 
filled in similarly by ballot, the person so elected to hold office 
until the 25th of March~ediately following. The functions 
of the committee according to the rules are :-"The committee 
shall regulate the transaction of business on the Stock Exchange 
and may make rules and regulations not inconsistent with the 
provisions of these presents respecting the mode of condnCting 
the ballot for the election of the committee and respecting 
the admission, expulsion or snspension of members and their 
clerks, and the mode and conditions in, and subject to which, 
the business on the Stock Exchange shall be transacted, and 
the conduct of the person transacting the same and generally 
for the good ",rder and government of the members of the 
Stock Exchange, and may from time to time amend, alter or 
repeal such rules and regulations, or any of them, and may 
make imy new, amended or additional rules ~d regulations 
for the purpose aforesaid." The committee elects its own 
chairman, deputy chairman and secretary. It will thus be seen 
that the committee exercises a disciplinary control over the 
members of the Stock Exchange and is given strong and 
salutary powers of. control, suspension and expulsion of 
members. No member is allowed to eoforce by law· against 
another member, any claim arising out of Stock Exchange 
transactions without.· the consent of the committee. The 
committee also decides all questions referred to it by its 
members, and deals with COJllplaints· against members. It also 
decides which securities are of sufficient magriitude and impor
tance to deserve a place on the official list, watches carefully 
the companies and institutions whose securities are so quoted 
with a view to seeing that they comply with those requirements 
of the Exchange which alone would entitle them to retain 
their place on this list. The committee acts on the principle 
of the "inviolability of bargains" and' shall not entertain any 
applicatioll fur annulling any deal On. the Stock Exchange, 
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except q the ground of frllud or wilful llJisrepresentlition, or 
upon '*e'lidence r4 lIuch JIllIterial misto.ke in the bargain as in 
their jwigmeat nnders the ease ODe whic:l!. is jitting for their 
adjudication". Thll power r4 exp1!lsion of members can be 
e:aef<:ised. by the committee when lIllY member in its opinion 
bas.. (I} violated any of the rules or regulations, or (2) failed 
to amply with my of the committee's decisions, or (3) proved 
guilt)l of dishonoUIableor disgraceful conduct. 

The c:ommittee bas alSG the power to suspend II member 
"wlw m his conduct or business JIllIy act in a lIllInner detri
mental to the interests of the Stock Exchange, or unbecoming 
the cl1aracter of a member, or who Jll8Y obstruct the business 
of the HOUSII". The eommittee reserves to itself the power to 
publicly notify this expulsion or suspension. 

• member when he is expelled is called a "lame duck" 
by kia fdlow members. The expulsion is announced on the 
~ge by thll c~k of the House, who strikes three ti)nes 
0It thll rostrum of the Excbange with wooden hammer ·at the 
·time Qf the expu1&i.on and thus the member is said U;. have 
been "hammered" from the Exc:h8nge. 

CLERKS, AUTHORISED AND UNAUTHORISED. 

A Dlember is permitted .to introduce three clerka to the 
II.,.. pe/I month, oae of whom may be authorised, and two 
_ttIiD/f rOOln clerks. A.linn of members may be permitted 
r" introduce five clerka in the House, two ofwhOJD. may be 
lIIlthorised IIDd alSG six settling room clerks. Members of the 
lixcbange may also act or be employed lIS either authorised 
or unallthorised clerks. In the case of an· authorised clerk, 
the ~mmittee shollld be satisfied that he is of the requisite 
qe of U years; whereas in the _ of an unauthorised, or 
I!ettIing 'foom clerk, that he is of at least 17 years of age. A 
derk. i-. not authorised to transact business until he has been 
admitted te the House or settling room for two years with II 

minimum ·HrVice in the House of one year. The authorised 
clerk of II jobber member is not permitted to carry on business 



The Stock Exchanges 

in any market other than that in which his employer deals. 
The authorised clerk bas to wear a' distinctive badge in the 
lapel of his coat, and his employer is responsible for the badge 
being worn in accordance with the regulations. 

THE MAR1CET5. 

For the sake of convenience the London Stock Exchange, 
is divided into different markets, "Viz., the ~erican market, 
the Consols ;market, the Railway market, the Foreign market, 
etc., where separate groups of jobbers who specialise in the 
dealing of the particular class of securities are found standing 
during business hours. 

THE COURSE OF BUSINESS. 

Anyone wishing to deal on the London Stock Exchange 
must open an account with a broker member of the Exchange, 
for which purpose the party should get himself properly 
introduced. Once an account is opened, the broker will take 
orders from his client and place them with the jobbers on the 
best possible terms. The outside public is not admitted to the 
Exchange, and no member of the Exchange will have dealings 
with a non·member except through the intervention of a broker 
member. Every day orders are received by' brokers· to buy 
and sell securities of. various types and classes from their 
clients, public opinion favouring one type, or the other, 
according to circumstances. The bargains may be either for 
Umoney" or for "account". The transaction for ;money is paid 
for and settled on the same day. On the other hand, a trans
action for account means that the securities agreed to be bought 
or sold are not to be delivered or paid for until the next settling 
day, i.B., one immediately following the date of purchase or 
sale. U for example, a broker has orders to buy certain bonds 
or shares on account, he generally approaches those jobbers 
on the Exchange who make a speciality of dealing in same. 
He asks for a quotation in the security concerned without 
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disclosing whether he is a buyer or a seller. On this the jobber 
gives him two prices, say, 101-102, which means that he is ready 
to buy at 101 and sell at 102. The difference of one between 
these two prices being called the jobbers' turn, or the turn 
of the market, on which the jobber is supposed to look for his 
profit. In order to prevent the broker from bipding the jobber 
to buy or sell an impossible quantity at the price quoted, it 
is laid down, that "an offer to buy or sell stock, bonds, or shares 
when, no amount is named, is binding to the amount of:-

i,I,Ooo Stock or ~onds or their equivalent in foreign 
currency . . 

i,I ,000 Shares or units of Stock of the market value of 
less than i,I. 

50 Shares or units of Stock of the market value of i,I 
to i,IS. 

10 Shares or units of Stock of the !liarket value over i,IS. 
100 American or Canadian Shares." 

The jobbers' turn varies in amount with the type of 
security ana the class 'of market as 'well as the size of' the 
proposed bargain. Where securities are of a nature generally 
dealt with on the Exchange, and thus are easily available for 
purchase and sale to the jobber, the jobbers' tum is naturally 
very small, whereas in case 'of securities where the market is 
not so favourable or constant, or quotations are not available, 
a wider margin between the se11ing and the buying prices 
prevails. The larger the quantity of shares asked for the larger 
will be the jobbers' tum, for the simple reason that the jobber 
will have· to obtain these securities in order to balance his 
account, and if he buys or sells more, the prices in the market 
are likely to !liove against him. Thus the jobbers' turn is not 
exactly his profit for the simple reason that if securities cannot 
be had at the proper balancing prices he may even lose on the 
bargain. Where the jobber has sold more than he bought, or 
"ies "srs ... he is said to have sold "short" and must make np 
the difference between the purchase and sale by fi\1ing up the 
gap through a transaction either of purchase or sale as the case 
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may be. When the jobber wants to purchase in order to make 
up his "short", he will shout the name of the security in the 
market and the prices he is prepared to pay_dding the word 
"bid" to it, whereas in case he wishes to sell he will name 
the security plus the price with the word "offer". If nobody. 
responses to his "bid" or "offer" he is said, in technical 
language, not to have been "taken up", with the result that 
he has to advance or reduce his bid or offer until a broker or 
some other jobber comes forward to deal with him at his price. 

Now supposing that the broker's order was to buy and 
he was satisfied with the quotation, he will say, I buy five 
shares at lOr. The transaction would then be noted by both 
the jobber and the broker in their respective note-books. Here 
it may be remarked that by a process called "marking" the 
members are kept in touch with the prices at which buSiness 
is done in important securities by !!leans of the marking-board 
which is kept in the Exchange in a prominent place. Members 
are requested to write out on forms supplied the prices at which 
they do business in various securities' and drop the same in 
boxes kept for the purpose. These boxes are cleared from time 
to time and the official marking is done through the prices thus 
indicated. The official list of prices for the next !!lorDing is 
also made out from this source. It may be added here that 
a jobber when approached by a broker is not bound to make 
a price at all, though present on the market, but once he gives 
a quotation, he is bound to deal at that price up to the 
maximum laid down by the rules or fett the' quantity' named 
at the time of asking for the quotation. . 

We have seen hOw a bargain is closed. We will suppose 
that it was for account. The next day it will be "checked". 
This is done by checking.clerks engaged by brokers and jobbers 
who meet for this purpose in a special room provided for them 
on the day following the date of purchase or sale. The broker 
immediately makes out a contract note for his client stating 
particulars as to the purchase or sale, together with the prices 
and the name of the jobber, which he (the broker) signs. 
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The Stock Exchange Committee fixes the settlement days. 
On the London Stock Exchange the ordinary settlements are 
fortnightly, whereas, those for consols are monthly. Each 
settlement is divided into three days, "iz., (I) The contsngo 
or the carrying over day, (2) name or the ticket day, (3) settling, 

'or pay day. 
On the first day the speculator who does not wish to 

close his account, either by paying his di1ference of loss or; 

profit, or by paying for and taking delivery of the securities~ 
gives a notice to that. effect to his broker and requests him toi 
carry over the transaction. This we shall fully deal with later. 

On the second day, the brokers have to declare the names 
of those to whom the stock and shares have to be transferred 
on tickets, so that transfers JIlay be prepared. 

On the third day the securities are delivered and paid for. 

THE TECHNICALITIES OF THE DEALINGS. 

We have thus noted the various steps necessary in putting 
through a deal. It is now proposed to enter into a discussion 
of the various technical terms connected with these deals. 
together with details as to the various modes of dealing on the 
Exchange. 

The regular investors generally enter into transactions for 
money, unless they find the account prices more advantageous, 
which is rather rare. By far the largest number of transactions 
are made up of account dealings which are generally of It 
speculative nature. These speculators try to take advantage 
of the fluctuation in the prices caused by the law of supply an~ 
demand, which operates on securities just the same as on the 
commodities. At one time the public seems to favour one typf, 
of stock or share, at another time it seems to be anxious to get 
rid of it. This stste of the public mind is due to so man; 
complex sets of causes that it is impossible to lay down any 
dictum or ntle. The nature of the securities themselves plays 
an important role in this regard. Some are aHected by political 
causes at home or abroad like Government Loans and Bonds. 
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a had harvest may have a depressing effect on such shares as 
Railway shares, whereas an industrial unrest may affect the 
third class of shares like the mill shares and so on. The 
seasoned speculator watches these. carefully and tries to make 
the most of his opportunities. We ,have thus two classes of. 
operators on the market, viz., the ''Bull'' and the ''Bear''. 
Let us deal with each separately. 

The BuB.-The hull (known as teji1llalu. on onr share 
bazaar) is an operator on the Stock Exchange who 0015 secn
rities on acconnt in the expectation that by the next sett1ing
day the prices will go up; and by taking delivery at the 
cheaper. rate, at which he has agreed to OOy, and delivering 
the same at the higher rate possibly on the sett1ing-day will 
make a profit. Supposing that a speculator thinks that, for 
some reasons best known to himself, the price of Hindustan . 
Railway shares quoted to-ciay at Rs. 100 per share will go higher 
by the next sett1ing-day, he orders his broker to OOy ten shares 
on acconnt. Now if on the sett1ing-day the shares do rise 
in price, say to Rs. IIO, he will make a profit of Rs. 10 per 
share, mi".... brokerage, by taking delivery at Rs. 100, and 
selling them at Rs. IIO. In fact he will l,ind the jobber from 
whom he has. bought ready to settle with him by paying him 
the difference. 

The Bear.-The bear, on the other hand (known as 
m .. "di'IDalu. on onr bazaar) is a speculator, or dealer, who thinks 
that the market should record a fall in the secnrity of his 
choice by the next I;ettling-day and thus sells on acconnt a 
quantity at the cw:rent price. If his expectations are realised, 
i.e., the market falls, he 0015 up at the lower rate, and delivers 
the same to the jobber to whom he sold at a higher rate
of course through his broker. Generally he manages to secure 
the difference of profit from the jobber. Thus for example, if 
a speculator thinking that the Hindustan Railway shares which 
are quoted to-day at Rs. IIO, will fall, and sells ten shares 
on acconnt at that price, and thereafter if the market does fall, 
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.,g., to 95, he can close the bargain with the jobber, securing 
a profit of Rs. IS per share, less brokerage. 

We /!I\ve thus seen how the bear and the bull speculators 
deal. The majority of bull t,,,,,,slI(;tilms in any security have 
the effect of throwing up the market by crelZt;"g '" d ......... d. 
whereas a larger number' of b."" t,,,,nslI(;tions will result in 
securing a defl,essing effect on the market. If however. the 
expectations of the bull or the bear are not realised. they have 
either to close the bargain by paYing the loss. or by taking or: 
giving delivery of the securities dealt in. or they may request 
the broker to carry over the bargain to the next settlement. 

Marking of the Bargaia.-After the broker has bought 
or sold, and thus put through the bargain On behalf of his 
client, he enters on a printed slip provided for the purpose by 
the Stock Exchange, the name of the shar)l or stock and the 
prices at which the same has been dealt with and hand the slip 
over to the -clerk on the Exchange in charge of the "Marking 
Board" . From th_ slips the current prices at which dealings' 
are going on from hour to hour are first written on the 
"marking board". which is a black-board on which these prices 
are written in chalk. The other use of the slips' is in connec
tion with the compilation of the Stock Exchange daily "official 
list" of "officially quoted securities" and also of the supple
mentary list which gives dealings in securities and prices which 
are notoflicially quoted. It is optional for a member to get 
his bargain marked, but he is bound to give the amount and 
other . details at which the transaction was entered into. 
However, brokers generally prefer to get their transactions 
marked, because by doing so they are protected against their 
clients suspecting that he had not obtained a proper price •. 
because if he marks the transaction, the "final list" indicates. 
the price among the prices at which the bargains were done 
during the day. .Frequently clients request brokers to mark 
the trallSQCtion$ after they have put through his order. The, 
"official list" indicates. (I) bargains made at special prices, •.•.•. 
for unusual &JDOunts. (2) those between the non-mem~, an~ 
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(J) those put through during unofficial hours or on the previous 
day by a special sign to the price. 

Contract Note.-As soon as the bargain is complete the 
broker or his clerk makes a "bought" or "sold" contract note, 
with a view to despatching same to his client which contract note 
hears the date, name and address of the broker, particulars 
of the stock, amount and price; and also states the broker's 
commission or brokerage, the contract stamp, the amount of 
transfer duty Plus the registration fee payable in connection 
with transfer of the share to the company. The rule here is 
that if the client does not agree with the contract on the ground 
either that. the broker has misunderstood his instructions or 
bought for a higher quantity Or for higher price than that 
which he had indicated, the client must take up the matter 
immediately, otherwise the bargain will be taken to have been 
accepted. 

Carrying Over~1n case of carrying over, the idea is to 
arrange to continue the transaction to one more settlement by 
postponing its final settlem';"t. The parties to a contract on 
the Exchange are of course not bound to carry over, unless 
they originally agreed to do so. In practice, however, it is 
generally easy to arrive at such an arrangement, either with 
the original party to the bargain, or fai1ing him, with some 
one else. If for example, the bull who bought ten shares at 
Rs. 100, wants to carry the same over, he approe.ches the jobber 
through his broker with a request to carry the same over. 
Now supposing the current price on the sett!jng day is 9S-99, 
the middle price, i.8., 98~, will be the price fixed for such 
carrying over. This is generally done by the clerk of the 
House ; a regular list of such prices, known as the "making 
up prices", is published for each settlement. The original con
tract is thus cancelled at the price of 98~ and the difference, 
i.8., ~. I. per share, is paid by the bull to the jobber, and 
a new contract for the purchase of ten sh~ at g8~ is entered 
into. If on the other hand the share has risen and the bull 
still wants to carry over, he can do so at the "making up price" 
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receiving the difference, instead of paying it, •.•. , if the making 
up price were IIO he would receive £,10 per share. A similar 
course is followed in case of bear transactions. In addition 
to the payment or receipt of the difference between the con
tract price and the making up price, a further charge is some
times made known as the "contango" in the case of a bull, or 
"backwardation" in the case of a bear transaction. This has to 
be paid in consideration of the accommodation allowed for the 
continuation by the jobber. This charge varies with the class 
of security dealt in, the state of the money market and the 
quantity of the securities dealt in. 

Instead of carrying over with the same jobber, the broker 
often arranges to have these carried over with some firm of 
money-lending brokers on the Exchange at a more advantageous 
rate. Thus what actually occurs is, that the broker sells these 
securities to a firm of money-lending brokers, at the making 
up price of the day for cash, and buys frolI\ them the same 
securities at the same price for the next account. The extra 

consideration of the money-lending firm for arranging thus to 
carry over and accommodate the speculator, takes, the form of 
interest at a fixed rate on the value of these securities for the 
fortnight during which they agree to hold them, The speen
lator here pays the difference of the market, i .•. , the difference 
between the contract and the making up price. He also pays 
for stamp as well as brokerage. Thus the lending firm 
virtually accommodates him with capital necessary for the carry
ing over. 

PRICES. 

The prices as quoted on the Stock Exchange of London 
are divided under three headings: namely (I) those which are 
current during the official working hours of the Exchange 
namely before 3 P.M., (2) those which are quoted between 3 
and 4 P.M., and known as the "closing prices". !Here it may 
be added for explanation that though the Stock Exchange is 
officially closed at 3 P.M. the doors of the building are not closed 
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till 4 P.M.), (3) and those which are quoted after 4 P.M. on 
the steps of the House' and in streets, known as the "street 
prices". There is one more heading under which Stock Ex
change prices are quoted or mentioned, namely the "tape 
prices". These are prices quoted on the tape-machine which 
is a clever mechanical contrivance which any subscriber can get 
fitted in his office. These machines are connected with' the 
Central Exchange to record all :Buctnations in prices on the 

tape-machines as they get information of the same through thefr 
agents on the Stock Exchange. Thus a subscriber who is 
interested in the :Buctnations of the Stock Exchange can keep 
himself in close touch with these :Buctnations throughout the 
day by getting one of these machines fitted in his office. The 
machines when they have to give out a message make a clicking 
noise, like that of a typewriter, and emit a. tape on which is 
typed the :Buctnation or any other information counected there
with. 

The Official Liat.-The Stock Exchange of London issues 
an official list of prices, in which prices of those securities, 
which in the opinion of the London Stock Exchange com~ 
mittee are of "sufficient magnitude and importance", are 
quoted. The list generally shows prices rnling from 10-45 A.M. 

up to 3-30 P.III. on week days and between 10-30 A.III. and 
1 P.III. on Saturdays and also the closing prices. . The first 
part of the list is made up of official quotations which are 
obtained through the process known as "marlring" which we 
have already noted. 'The second gives the closing prices as 
current after 3-30 P.III. up to the'time of the closing of the list. 
These are collected fro;m the statements of the leading jobbers. 
According to the rules of the Stock Exchange no prices can 
be inserted in this first part of the official list unless the bargain 
shall have been made on the Exchange between members. In 
case any bargain has been made at a special price ou account 
of the exceptionally large quantity for which it has been entered 
into, the same may be marked, but with distinguishing signs. 
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it may be added here that this "ofliciallist" contains much 
more information than the list issued by the coll1Ill,ittee known 
as the "daily supplementary list o( secl!rities not officially 
quoted". In case of securities in which there was no bargain 
made, the "business done" record gives the date and price of a 
bargain effe*d on any previous day. In some cases of in
active securities the date may be as far back as three to twelve 
months. 

PermiliioD to Deal.-In case of new joint stock companies, 
the prospectuses often declare that application will be made 
;ofter allotment, to the committee of the Stock Exchange for 
permission to deal in :;hares of the .c~mpany. Thus the Stock 
Exchange reserves to itse~ the power of granting or refusing 
permission to its members to deal in shares on the Stock Ex
change of companies. The companies desiring to be permitted 
mnst send up their certificates of incorporation and the certi
ficate entitling them to commence business, as well as the memo
randum and articles of association and a copy of resolution 
authorising the issue. Where slIMes have been agreed to be 
allotted as fully paid, certified copies of the contracts relating 
to same must also be sent. Besides these a copy of the allot
ment letter has to be sent, and, if possible, also a copy of the . 

. prospectus. The important condition is that at least two-thirds 
of the shares for wbich the quotation is required must have been 
applied for and unconditionally allotted to the public. Where 
no prospectus is issued, the company has to advertise in two 
leading London morning papers giving complete particulars with 

regard to the issue, and a signed copy of the said advertisement 
must be lodged at the share and loan department of the 

Exchange. The usual requirements of the Stock Exchange for 
giving permission are-that (I) the directors must hold a share 
qualification which. must not be merely nominal, (2) that the 
borrowing powers of the board are limited to a reasonable 
amount, (J) that non-forfeiture of dividends is secured, (4) that. 
the common form of transfer shall be used. (5) there sha11 not 
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be any restriction among the transfer of fnlly paid shares and 
(6) that the fnlly paid shares shall be free from all lien. 

These and various other requirements of the Exchange 
are meant for the safety of the shareholder to buy and sell 
shares on the Exchange. The committee of the Stock Exchange 
reserve to themselves the absolute right of refusing permission 
without stating any ground. even in cases where the require
ments of the Exchange appear to have beeu duly complied with. 
This is because the committee want to reserve to themselves this 
right even in cases where though everything on the surface 
appears to be safe. they have certain private reasons for suspect
ing that everything is not quite .as it should be. 

Shares of "No Par Value".-This type of share is UD

known in the United Kingdom or India. but in the case of 
American companies shares of "no par value" are issued. In 
case of such shares, no nominal value is fixed but they ouIy 
represent a share in the net assets. To take an illustration if 
a company issues 5.000 shares of no par value at a particular 
price. the value of each share is supposed to be 1/5000 of the 
net. assets. i.e .• the difference between the assets and liabilities, 
in the case of solvent companies. In case of companies having 
a regular share capital issued in addition to shares of DO par 
value. each share is valued on the footing of the surplus after 
deducting frqm the net assets of the company the par value 
of previous issue. In the balance-sheets. these shares are 
frequently shown at the actual price paid for them. or 
altemately at the value represented by the- surplus of assets 
as stated above. 

Optio .... -Besides the ordinary dealings. •.•.• actual pur
chase and sale. there are other transactions known as "option 
deals". Under these option deals a speculator is in a position 
to limit his liability to the amount paid for securing the option. 
whereas. his chances of profit are left almost unlimited. Under 
this system. a speculator on paying down so much per cent. 
or so much per share by way of option premium. gets in return 
an option to buy or sell a certain quantity of stock Ol" shares 
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on the settlement day from a jobber at a price indicated at the 
time of the contract. The option to buy is pown as a "call 
option" and the option to sell is called "put option". For 
example, if A were to think that according to his information 
the shares of the Bank of England, which· are quoted on the 
date in question £,roo, will rise above [,100 before the settlement 
day, but he does not want to risk the chances of loss in case 
these shares were to record a heavy fall, and supposing that 
the jobber wants [,1 per share, i.e., [,10 for 10 shares, as option 
money, which A pays. Now if on Or before the settlement day 
the market rises to [,120, A would exercise his option to buy 
at [,100 and immediately sell these shares at [,120, thereby 
making a profit of [,20 per share, i. e., in all {,200 mi1lus the 
option money, namely, [,10. His profit would thus come to 
[,190. If on the other hand the market were to fall, say to 
{,80 per share, he would not exercise his option, but would 
abandon the transaction and thus lose his option money, namely, 
[,10. Thus we see in this case that though the actual fall in 
price is [,20 per share, A loses only £,r per .share which was the 
actual option premium paid by him. " 

"Put .... d CaD Option." .-Besides the single options, 
'Viz., "put or call" options, there are dealings known as 
"double options" or "put and call options". Under these 
the specu1ator on paying double the usual premium, gets the 
option either to "put", or to "call", a certain quantity of 
securities at a certain price on the next settlement day, B.g., 

if A wants a "put and call option" on 10 Bank of Bombay 
shares, the option premium being Rs. 10 per share, for each 
single option he would have to pay Rs. 20 per share, 'Viz., 
Rs. 10 for "call option" plus a further sum of Rs. 10 for 
"put option". Now supposing that on the settlement day the 
securities did neither rise nor fall, he loses the whole of his 
option money, 'Viz., Rs. 20 per share. In order to enable him 
to make a profit, the securities must rise or fall to a limit which 
is over that of Rs. 20 on each share, •. g., where the agreed 
price was Rs. 1,500, the securities should rise over Rs. 1,520 
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or fall below Rs. 1,480. The "put and call" transactions are 
thns entered into only in connection with secnrities which are 
subiect to violent lIuctnation in prices. 

"ean of More" and "Put of More"~These are tran
sactions in which are found combined either a bull transaction 
with an option to double the quantity, or a bear transaction 
with a similar option. We shall proceed to deal With these fully. 

Under the call of more, if a speculator thinks that the 
price of a p8rticular secnrity wonld rise before the next settle
ment day and wishes to buy a certain number of shares in the 
hope of making a profit, •. g., he wishes to go in for 20 shares, 
but cannot undertake the whole risk, he enters into a bull tran
saction for the purchase of 10 shares coupled with an option 
to buy further 10 shares. In this case if the secnrity rises as per 
his expectation, he takes delivery of the first 10, making a profit 
on the difference aud also exercises his optiOIl of purchasing 
10 more, thereby making II further profit. But if on the other 
hand the market were to fall, he would have to bear the full 
loss on the first set of 10 shares for which a bull contract 
exists, but with regard to the option to buy ten more, all he 
need do is to abandon the same, thereby losing his option 
money only. 

If on the other hand he had information that the market 
was going to fall, he 'would deal in a "put of more", 'Viz., a 
bear contract to sell 10 shares coupled with an option to put 
or sell the same quantity, 'Viz., 10 shares. 

The Cover SYltem.-The cover is a deposit of so much 
per share, or so much per cent given to a broker by his client 
with instructions to enter into either a bull or a bear transac
tion, with the implied condition that in case the market 
moves against the dealer and the loss swallows up the cover, 
the transaction is to be closed without the client being referred 
to. In other words, the loss is never to exceed the cover 
money. If, on the 'other hand, the transaction proves profitable, 
the -client receives the profits, pl .. s the "cover" money. It 
would thus be seen that the "cover" money is returnable with 
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the profits, whereas the option money being a premium given 
to the jobber in consideration of his giving an option to buy 
or .sell, is retained by him. 

Checking a Bargain.-Mter any of the bargains as dealt 
with above are entered into, the principals, viz., the brokers 
and the jobbers, get them entered in their respective books and 
on the' next day their clerks meet in a special room on. the 
Stock Exchange to check these bargains. The clerks of various 
jobbers stand in this room at places selected by each, where 
the clerks of the various brokers meet them and check the 
transactions entered into on the previous day by their masters. 

BuYING IN AND SELlJNG OUT. 

When the shares or stocks bought or sold on the Stock 
Exchange are not delivered within the time fixed by the 
Exchange committee, the party against whom the defanlt is 
committed will have the right to publicly buy in, or sell out, 
the securities concerned through the officials of the Buying in 
and Selling out Department of the Stock Exchange of London. 
This of Course is done by the purchaser or the seller through 
the broker. The committee has the power to suspend buying 
in of securities "when circumstances appear to them to make 
such suspension desirable in the general interest". The 
liability of intermediaries continues during such suspension 
nnless otherwise determined by the committee. The seller 
may, however, apply to the committee for an extension of time 
on the ground that the securities are out of his control for the 
payment of calls or for the collection of dividends or bonuses, 
in which case buying in shall not be done until the same come 
under the control of the seller. In case of companies which 
prepare their own transfers, the securities should be bought in 
on the eleventh day from the date on which the transfers can 
be procured with all due haste. U the issuer of a ticket does 
not exercise the right of buying in within thirteen clear days 
from the ticket day, he shall release his seller from all liability, 
but the holder of the ticket shall remain responsible to him. In 
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other words all the intermediaries will be released and only the 
original seller shall remain responsible to the buyer. In the 
same way if a seller of securitie& fails to receive the ti<;ket by 
2-30 P.M. on the ticket-day, in order to enable him to complete 
the sale, he can seU out such securities. The difference of loss 
arising through such operation, plus Stock Exchange charges, 
will faU on the defaulting party. 

THE BOMBAY SHARE BAZAAR. 

Formerly the Bombay Share Bazaar or Stock Exchange 
used to meet, according to late Sir Dinsha E. Wacha, under two 
or three shady fig trees; somewhere near the spot where the 
l>remises of the present MercantUe Bank of India are situated. 
This was apparently an open space or maidan during the years 
1863 and 1864, where share brokers as weU as others Congre
gated and did business in stocks, shares and government secu
rities. They had no permanent abode at the time. The 
"ara"da of the old Mercantile Bank of. India, which was 
located exactly in front of the present Mercantile Bank of 
India premises, a site where the Central Bank buUdiug is 
situated was also used by these brokers for the purposes of 
these meetings. Of course there were no regulations, nor an 
organi2ed association existing, through whose medium disci
pline could be enforced. . Anyone who chose to do business in 
stocks and shares went to this market and acted as a broker. 
At this spot thousands used to meet in those days and entet 
into business of lacs of rupees. Bombay merchants made large 
fortunes at that time in the export of cotton' to Lancashire, 
during the American CivU War, then going on, which made it 
impossible for Lancashire to procure an adequate supply of 
cotton from America. 

Those were the times. of exceptional speculative activity 
in Bombay, and the huge sums which Bombay merchants made, 
were used for the purposes of speculation in all sorts of joint 
stock companies that were founded at that ti)ne. Practically 
no industrial organization in the real sense of the word then 
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existed, and ill 'the absence • of iIlvestments ill iIldustrl81 con
cerns, various proj~ts were conc~ved and joillt stock companies 
were iIlcorporated in large num~, ill spite of :which the 
demand for these shares far exceeded the supply and the shares 
began to record prices loaded with heavy premiums. These 
companies were mostly !I18de up of banks, financing associlltions 
and reclamation schemes. There were also a limited number 
of projects, for working steamer companies, cotton plantations, 
cotton spinning, etc., on the market. Encouraged by 
this excited state of the market, all classes of adventurers came 
forward with fantastic projects which they crystallized ill the 
form of joillt stock companies, whose shares found a ready 
market among, the excited speculators of that day. In fact 
history repeated itself here as ill the case of ,South Sea Mania 
days on the London Stock Exchange. All classes of people, 
from the poor to the rich, from the labourer to the professional 
man, huddled together ill the share bazaar of the day ill the 
scramble for securing shares of these joint stock companies, ill 
the hope of soon selling them at a profit. The financial com
panies and banks formed during the excitement, as well as: 
older t>anking institutions, lent monies freely on the deposit" 
of th~e shares as securities, with the result that when the news 
as. to the signing of the peace came from America, the crash 
that followed was terrific. It affected Bombay all round and 
resulted ill a general disaster and mu. of the public companies 
formed at that time, and also of some substantial old institutions 
which got iuvolved ill the whirlpool of this speculative !I18Dia. 
Bombay is estimated to have .received fifty million pounds ill 
sterling of war profits from Lancashire during the year 1864 
and 1865, all of which were lost through this mad speculation 
instead of being utilized in the building up of industries of 
national importance. These events serve to give us an idea as 
tb the excited times during which the foundation of the Bom~ 
Share Bazaar was laid. It is undoubtedly curious that a parallel 
is to be found ill the history of the Stock Exchanges of London 
and: New York, both of which institutions came into existence 
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at a period ~f great speculative excite)!lent. ,The Share Bazaar 
was remoVed at • later date to Apollo Street, from Vfhence 
it was again removed to its present premises. Its official desig
nation is, the Indian Share and Stock Brokers' Association. 
Fo~erly, membership was open only to the natives of India, 
but now admission is thrown open to others. According to the 
1929 rules, sanctioned by the Governor-General in Council, "No 
person shall be eligible for membership unless (I) he is a native 
of India, or (2) is a British subject having resided in the Bombay 
Presidency for at least ten years prior to his application for 
memberShip ... 

Speculation on the Stock Exchangea.-We have already 
noticed above how Bombay lost the huge fortune made by its 
citizens during the American Civil War days (1864-5). 
Cnriously enough the last War (1914-1918) presented a parallel 
in this connection. The large purchases of stores )Il8de by both 
the Imperial as well as the Indian . Governments not only 
brought huge profits to those who secured war contracts, but 
the mercantile world in general profited through the 
abnormal rise in price that this exceptional demand brought 
in its train. This led to wild specnlation all round. Landed 
properties and commodities such as cotton were the principal 
media. 'l'he share bazaar soon took the lead. Cotton mill 
shares, as well as those 'of iron mining and ce)!lent companies, 
were the first to attract attention of the bulls who formed them
selves in syndicates for this purpose, as well as dealing indivi
dually. Quotations went higher and higher almost to a limit 
where no sober and calculating investor would dream of risking 
his capital. New projects were being brought on the market 
almost everyday in the form of ioint stock companies, whose 
shares were quoted at premiums from the very inception, and 
in many cases the whole capital was underwritten by groups of 
financiers, who of course )!lade large profits at the expense' of' 
the excited specnlators. Side by side with responsible 
promoters, adventurers took the field and easily secured appli
cations for shares. The old share bazaar was found to be too 

85 
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slow a place for business by these active minds and a cry 
was raised fo~a new market. People, mostly young men 
out from the mofussil, hearing how rapidly money was 
being . made in Bombay, poured into the city, particularly 
from Gujarat and Kathiawar, bringing with them whatever they 
could lay hands on frolll their family reserve fund, helped to 
raise the cost of living of an already overcrowded city, and 
ended in losing not only what they had brought from home, 
but also involving their ancestral properties. These years were 
those of exceptional speculation. The close of the war in the 
year 1919 brought its usual depression which was at first 
refiected on the financial market. The prices of properties, 
commodities and shares came down rapidly, the local market 
was flooded with goods from European countries, the exchanges 
which were exceptionally advantageous to this country slid 
hack to pre-war margins, thanks to the large issue of reverse 
council bills. The newly floated joint stock colllpanies began 
to experience difficulty in collecting calls and m,any of them 
were wound up. 

Bombay Stock EKchaage Enquiry Committee.-These 
and other large losses suffered by the public naturally created 
great dissatisfaction which ultimately resulted in a resolution 
being p~ in the Bombay Legislative Council on 16th 
October, 1922. Pursuant to this resolution the Bombay Govern
ment appointed a committee on 14th September, 1923, to 
inquire into the constitution, government, customs, practices, 
niles, regulations and methods of business of the Bombay Stock 
Exchange known as the Native Share and Stock Brokers' Ass0-
ciation of Bombay. The committee by a majority, (only one 
member, a lawyer, differing), made its report reviewing the 
whole position in a business1ike manner and made very practical 
recommendations. They CB/I1e to the conclusion that the rules 
and practice of the association with regard to comers were 
wholly unsatisfactory and that there should be a change in the 
policy here. They further stated that in case that was not 
done "the committee desfre to impress on the Govemment 



The Stocle Exchanges 547 

with all the emphasis at their command, the necessity of 'pro
hibiting by legis1ative enactment all forward dealings in stock 
and shares in the City of Bombay". They further added, "Yet 
if this grave defect in the present policy and practice 'be, once 
removed, we see no reason why the secnrity market in Bombay 
should not attain· the position among the great secnritr.. 
markets of the world which is warranted by the wealth, the 
enterprise, and the undoubted ability of the people of this great 
city." In their opinion the old Rules a6, a6k, a6kb, which 
gave power to the board of the association to interfere and 
fix rates in case of a contemplated or existing comer in any of 
the scrips dealt in on the exchange, etc., should be abolished. 
In their opinion such devices were mere palliatives and not cures. 
According to them there was one cure alone and that was that 
the short seller should, in absence of fraud, be left to pay the 
penalty. He should leam by experience the danger of selling 
short. Tbat was, according .to the committee, the practice of 
the London Stock Exchange. The rules on the contrary 
encouraged the bears, as well as comers, giving undue pro
tection to the former. The collUllittee's further suggestions 
were directed towards showing in what direction various rules 
could be introduced, or modified, particularly in connection 
with powers of the collUllittee of management, holidays, closing 
of the Exchange for settlement, clerks authorised and unautho
rised, margins, marking of bargains, etc., many of which bave 
been since incorporated in the rules of the Exchange. 

Legialative Action.-The Gove=ent of Bombay ulti
mately passed in the Bombay Legis1ative Council an Act 
entitled the Bombay Securities Contracts Control Act 19a5, 
applying to the whole of the Presidency of Bombay, under 
which it is now open to any Stock Exchange to apply to the 
Govemor in Council to be recognised and when so recognised, 
make rules subject to the sanction of the same authority as to 
the govemment of the exchange, powers and duties of the 
goveming body, fixing of the scale of charges, making, settling 
and closing of bargains, exercise of emergency powers in case 
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of Corners, .tegw..\ion.of. dealings by inembers for their own 
account~ and settlement' of' disputes .ansing between members 
and the punishment of C1efaulting members. Every contract 
for lhe' pur~hase and sale of securities, other than a ready 
delivery contract" entered into after this Act shall be void, 
unless.the same is' made subject to, and in accordance with, 
the above referred 'to rules, and that, too, between members or 
through 'members of a recognised Stock Exchange. In case of 
such void contracts no claim for commission, brokerage, fee' or 
reward, shall be allowed in any Civil Court. The word 
"securities" here include shares, stock, bonds, debentures, and 
any other like securities. 

Morison Committee Report.-A further Stock Exchange 
Enqniry Committee 'popularly called the Morison Committee, 
was appointed in November 1936 by the Government of Bombay 
to, examine and report on the organization and methods of 
working of the Native Share and Stock Brokers' Aasociation 
of Bombay, and to consider whether 'any modifications were 
desirable in the interest of the investing public and to make 
recommendations. The committee published its report in 
March 1937, The committee recommended the power to 
suspend the "buying in" rule with the previous consent of the 
Government, and that there should also be a simi1ar power, 
without the consent of the Government, to suspend "short 
selling", to close the market for 24 hours and to keep it closed 
for any longer period with only the consent of the Government. 

With reference to defaulters the committee recommended 
that th~ practice of the Stock Exchange to compromise in case 
of defaulters was to be condemned; and recommended that the 
same should be prohibited. In their opinion this intervention 
of the board with a view to compromising with the defaulter 
was responsible in no small measure for the existence of 
unhealthy speculation and over-trading on the Bombay market. 
In their opinion when principals began to realise that the board 
had no longer the power to intervene between them and the 
consequences of their actions, in sheer self-preservation, they 
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would discard recklessness and ~uct their bUsiness 011 more 
cautiowt and constructive lines. .Tl;J.ey' ,al~ pointed .put that 
under the regulations that existed at (he ~e, a, member was 
liable to be declared a defaulter only if he failed to fulfil his 
obligation to a fellow JIlember; but that .l1ewas • not liable to 
be declared as such in case of his engagements arising out of a 
contract made subject to the rules of the ~tion with a non
member. They therefore suggested that the present rule should 
be modified with a view to bringing this failure also within 
the purview of a default, and the member should be declared 
as a defaulter for this transaction also. It was again pointed 
out that under the present conditions, a defaulter's property 
outside the Stock Exchange was not made, avai\able to the 
defaulters committee fOl' the benefit of his creditors, and 
suggested that, as in London, it should be made a condition of 
membership and that in the event of a member being declared 
a defaulter he shall sign a deed of assignment in a prescribed 
form in favour of the defaulters committee. They further 
suggested that if the ,member's default was brought about, or 
had been contributed to, by speculation on his OWD. account, 
he should not be re-admitted under any circumstances. They 
further recommended that a defaulter who had paid ten annas 
in the rupee may be eligible for re-admission if the board is 
satisfied that his conduct in other respects gives rise to no cause 
for complaint. Generally it was recomfuended that the board 
should have powers simi1ar to those possessed by the committee 
of the London Stock Exchange as to the re-admission of a 
defaulter whose conduct on examination was found to be irre
proachable, and whose failure is proved to be entirely, or in 
the JIlain, due to misfortones, even if such defaulter has paid 
in ouly a portion of his liabilities. The committee further 
recommended that a remarkable system of margin deposits 
should be instituted immediately, and that a JDinimum scale of 
brokerage should be established and enforced, and that in case 
of large business, concessional scales may be provided far in 
connection with brokerage. In order to prevent brokers from 
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charging unduly high commission the committee recommended 
that the contracts ,on the basis of principle to principle between 
the broker and his client should be proscribed, and that only 
the agency contract showing clearly the amount of brokerage 
charged should be made compulsory. They also suggest that 
blank transfers should be made a bad delivery. 

Rulea of the Bombay Stock E&change.-We shall now 
proceed to deal with the Bombay Stock Exchange in brief. 
Besides the qWumcation as to nationality above referred to, 
the candidate for ml!Jllbership should not be a bankrupt, 
engaged as principal or employee in any business other than 

, tbat of a stock or share or security broker, or member of some 
other association similar to the Stock Exchange in Bombay. 
The candidate of course has to be recommended by two 
members of not less than five years' standing, neither of them 
being a member of the board of directors. Such a candidate 
shall, on admission, deposit a sum of Rs. 20,000 in cash or in 
approved securities. Deposits of cash shall be. lodged in a 
bank approved by the candidate in the names of the trustees 
of the association, to be held by them for and on behalf of the 
board at the risk of the member on whose behalf the deposit 
is made. Securities shall be transferred to the names of the 
trustees of the association to be also held by ~m for and 
on behalf 'of the board at the risk of the member granting the 
transfer. 

The value of the security lI!ust be maintained at the figure 
of Rs. 20,000. If the member wishes to withdraw any security 
provided by him, he can do so by substituting other security 
of the same value with the consent of the board. These 
securities are subject to a lien for the due fulfilment of the 
engagements, obligations and liabilities of the member pro
viding the security, or of the partnership of which he may 
be a member arising out of any contracts made subject to the 
rules of the association. These securities may be returned 
to the lI!embet on termination of his membership or on his 
ceasing to do forward business on the Exchange. The 
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candidate should either obtain a nomination in place of a 
member willing to resign in his favour, or D:\ust apply against 
a card in the hands of the board of· directors. A member 
may, by resigning, noD:\inate his son, grandson or brother if 
otherwise eligible and on the same footing a D:\ember of not 
less than twenty-five years' standing, or when fifty-five years 
old and of not less than ten years' standing, may nominate any 
person otherwise eligible. The legal personal representative of 
a deceased member may either nominate one of .their number 
or any other eligible person as a candidate for membership. 
The election is by ballot and shall be carried by a majority of 
not less than three-fourths of the members present, at a meeting 
of the board of directors at which not less than one-half of all 
the members of the board shall be present. The entrance fee 
payable by a member other than one who was nominated is 
Rs. 30,000, and the annual subscription is only Ro. 5. The 
entrance fee shall be the property of the association. 

The board has disciplinary powers of expulsion fo.
unworthy conduct, conviction for criminal offences, fraudulent 
conduct, disobedience to the lawful resolution of the board, 
breach of rule, etc. A member of the board having an indirect 
or direct interest in a syndicate bear or bull, except as a broker, 
is also liable to be expelled from the board. The board has 
the power to expel any member of the association elected on 
or after 1st March, 1926 who, subsequent to his admission 
as principal or employee in any business other than that of 
stock, shares and like securities or of general financial broker, 
joins or becomes a member ,of or subscriber to, shareholder or 
debenture holder of any association, company or corporation 
in India where dealings in shares and like securities are carried 
on. This is subject to the proviso that a member of seven years' 
standing may deposit his card with the board, and on his so 
depositing the card, the board may permit him, for reasons to 
be recorded in writing, to engage as principal or employee in 
any business other than that of stock, shares and other like 
securities. In this case, five or more members of the associa-



Business Organization 

tiOli .or their employees making any bid or offer, or entering 
into a contract or transaction in stocks, shares and like 
securities before, during or after business hours or during 
holidays at any place other than the Boor of the association 
are to be deemed to be members of an association other than 
the Stock Exchange. In case' of expulsion of a member the 
resolution must be PllS!led by a majority of three-fourths of the 
members present at a meeting of the board specially summoned 
for the purpose, at which not less than half of all the members 
of the board are present, and the said resolution must be 
confirmed by a majority of the board present at a subsequent 
meeting of the said board specially summoned. On the same 
principle a member of the board may be removed from the 
board if in the opinion of the board he was guilty of improper 
conduct. This resolution must be passed by a majority of 
three-fourths of the members present at a meeting of the board 
specially convened for the purpose at which meeting not less 
than half of all the members of the said board must be present. 
In this connection it is laid down that the board shall be the 
sole judge of improper conduct within the meaning of the 
rule. In addition to that the board has the power to remove 
by a resolution from the membership of the board any member 
of the board who has a direct or indirect interest except that 
of brokerage, in any bull or bear, syndicate or combination 
formed to rig or depress the market, or who, being a par 
partner or sub-partner in such syndicate or managing the 
business of the same, or, being a responsible representative of 
such syndicate, does not forthwith, tender his resignation as a 
member of the said board. The board is given the absolute 
power of deciding whether the member of the board has any 
such interest in the syndicate. The board, of course, may, at 
its own motion reconsider its resolution on its own motion, and 
may cancel, revoke or m.odify same. This resolution must 
also be passed by three-fourths of the members present at a 
meeting of the board specially convened at which not less than 
half of all the members of the board must be present, and 
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which is confirmed by a majority of members of the board. at a 
specially convened subsequent meeting. No action or pro
ceedings can be maintained under any c:ircumstancell by the 
members so expelled or suspended against the association or 
the board or any member thereof, or any officer or ~nt of 
the association for the publication or circulation' of such 
notification. Such expulsion or suspension of the member 
does not ailect the rights of the creditors. 

The board of directors is also empowered by resolution to 
impose any fine, or penalty. upon II, member for any breach 
of regulation. This decision of the board may be, by its own 
motion, reconsidered if it so desires, or a· written requisition 
from fifty-one members of the association may also put them 
in motion on the question of reconsideration. The reconsi
deration resolution must be passed by a majority. of three-fourths 
of the members present at a meeting of the board at which 
not less than half of the total number shall be present. 

Card or Right of Membership.'-The membership right 
as indicated by the card is entirely a personal right, according 
to the rules of the association, and it is not to be deemed 
as part of the propertY or 'estate lind effects of such member. 
The member is prohibited from assigning, transferring, pledging, 
hypothecating or charging his card, or right of membership, 
to anyone else under the pain of being expelled for such acts. 
On the adjudication in insolvency of a member his card lapses 
with his membership, and all rights and privileges connected 
with it vest in the association. The same result. follows in case 
of expulsion of a member. The board of directors bave a 
complete right to deal with, or dispose of, the card as they 
think lit. In case of sale of the card the proceeds thereof have 
in the first place to be applied in satisfaction of the liability of 
the member concerned, to other members of the association, 
in respect of transactions :made subject to the rules of the 
association and the balance has to be paid into the funds of 
the association. If the balance has to be applied in any other 
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manner it can only be done with the sanction of a resolution 
passed at a general meeting of the members. 

PartnerabipI.-Two or more members or a member and 
his father, sons, brothers or brothers' sons intending to carry 
on business in the firm's name must give notice in writing 
to the board of directors and .get the necessary permission. 
The board may refuse to allow any such partnership if it is 
of opinion that any member of the said partnership is unfit 
to be a partner. The association keeps a register of such 
partners conb.ining the names of individual partners in each 
firm. Except the above, partnerships with non·members and 
expelled members is strictly forbidden. All members of the 
association who are members of a firm which is guilty of any 
act or ()1IIission which, if done by an individual member of the 
·association, would render any such member liable to expulsion, 
suspension or any penalty, shall be liable to be expelled, sus
pended or penalised as the case may be. A member cannot 
conduct business under a firm name unless he has at least one 
partner and a member who is a surviving partner of an existing 
firm or continue business in the name of the same firm. A 
member who is not a member of a firm or psrtnership cannot 
carry on business in any name other than his own name. All 
members /Dust state in all correspondence relating to the tran
saction of business subject to the rules of the association, and 
all contract notes, the names of the firm if any and the names 
of partners of the said firm. The board reserves the power to 
refuse to allow a firm to carry on the business under a name 
which they consider misleading. 

Authorised Cler .... -There are authorised clerks on our 
Stock Exchange just as in the case of the London Stock 
Exchange, and a member is permitted to employ not more than 
four such clerks who are not members of the association. A 
partnership firm of two or more members is permitted to employ 
seven authorised clerks. The authorised clerks are permitted 
to make bargains on behalf of their employer in the employer's 
name and the. members are liable for all bargains made by 
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these clerks on their behalf. The association keeps a register 
of snch authorised clerks where notice of authorisation, termi. 
nation and withdrawal are entered. Authorised clerks have to 
wear a special hadge snpplied by the association. An annual 
fee of Rs. 100 or higher as may be fixed by the board from time 
to time has to be paid for snch authorised clerk who is not a 
member. 

Uaanthoriaed Clerb.-Unauthorised clerks are not entitled 
to admission to the market in Bomhay. 

General Po_ra of the Board.-The general powers of 
the board as laid down by Rule 90 of the Stock Exchange are 
as follows:-

(a) The management of the basiness and the cxmtrol of the 
association and the management and control of the properties and 
fands of the association and of ita income and expenditure shall, 
subject to the rules of the associatiou. vest in the board which in 
addition to the powers and authoritiea expresaly conferred by any 
rule for the time being in force. may exercise aU BUch powus and 
do all such acts and things as may be exercised or done by the 
association in general meeting assembled and which are not expressly 
required to be 80 ezercised and done, and more particularly and with01lt 
prejudice to any power or authority generally or expressly conferred 
by any rule for the time being in force. the said board is specially 
authorised subject to any rule for the time being in force, to do any 
of the following acts or things or exercise any of the following 
authorities or powers, namely j-
Brokerqe. 

(1) to make and from time to time alter the scale of charges for 
brokerage on all transactions for the sale and purchas~ of stock, sbares 
and like aecurities and to Ib: the anit of dealings in such secorities; 

Diop_ 
(2) to decide all questions and disputes affecting members in 

making, sett1ing or closing of bargains and in their conduct towards 
eacll other or towards third parties and to punisb 8uch members as may 
be found guilty; 
Diopoul of lauD_ble I'roportieo. 

(3) to sell. develop. lease. mortgage, dispose of or otherwise deal 
with the immoveable properties of the asaocistion with the consent 
of all or the majority of the members of the association given at a 
meeting apecially convened for the purpose; 
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EaJo- ouul DbpoMI of FwuIo. 
(4) to make payments or disbursements out of the fuda or other 

moveable property of the association or otherwise dispose of or deal 
with all or any part of auch fuuda or property; 

Provided that any payment, diBburaement, disposal of or deaJing 
with such lunda or property for-

(i) ~ other than the carront ezpenaes far c:uryiDg OIl 

the business of the association, or 
(il) OOI1tribution or payment towarda a charitable or public 

purpose, 
shall not be made except with the consent of the majority Of members 
of the association present at at! extraordinary general meeting apecia11y 
called for the purpose at which not I_ th"; one hundred members are 
present; 
Litigati ..... 

(5) to CIOmmence, prosecute and defend all such actions, auita, and 
proceedings, civil or criminal, aa the said board may consider necessary 
"and the same to compromise or to S1lbmit to arbitration and to make, 
give, eign and e:zecute all documents in that behalf; 

(6) to ioaue from time to time order&-
(i) closing the market for reason. to be recorded on days other 

than or in addition to the holidays ODder the Stock Bxchauge rules; 
provided that such closing obalJ be elIeclive for 24 hours only and for 
any further period shan be elIective with the previous CODSeDt of 
Government; 

(ii) fiziDg 12 8CC01lDt da"., days for buying-in and seIJiDg-oul, 
. days and hours for the payment of differences, and for the delivery 
of and payment for securities for the ensuibg ~ i' 

Provided that the days 80 fur:ed for the various purposes may be 
altered by the board for sufficient resaons to be recorded in writing, 

-Government being informed of such alteration within 24 hours j 
Permiuion 10 DeaL 

(iii) granting or refusing special settlements or admission to 
dealings in the market either for ready delivery or for the settlement 
or permission for dealings in new issues j 

Provided that the president .han be entitled to exercise any or 
all of the powers exerclseble by the hoard ODder Stock Bxchauge 
rules whenever he is of the opinion that immediate action is necessary, 
subject to his action being ccmfirmed by the bourd within 24 hours; 

R_Iution of tho Baud lIot 10 be Reacillded loy Auociatl_ 
It shall Dot be competent to the association to reeciD.d. alter or 

vary any resolution passed by the board under the powen or authority 
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coDfernod apoll the oaid board by the provisiODB Df this rule or .... der 
any other rule for the time being in foree, and all sach re80lutiODB 
shall, when they come into force, be d ..... ed valid and bindiDg apoll all 
members. 

Loa .... 
The board may give any member thereof leave of absence for a 

period Dot eD:Oeding foar months and the said board may by a resolll
tiOll appoint any member of the associatiOB eligible to be elected 
a member of the board in the place of 81lch member for the duration 
of hi. leave. 

DecioioD by M.Jaritr-Memben ID~ Dot to Va ... 
Any qllestiOB before the board or aDy sllb-committee shall be 

decided by the votes of the majority of the members present at a 
meeting ll1lIess a specified majority is required by aDY rule for the 
time being in force but DO member of the said board or .ub-committee 
shall be competent to vote on any question in which he is personally 
interested. The chairman of the meeting shall be the final judge of 
whether any such member is 80 interested within the meaning of this 
rule. . 

R-lutioD by CUcaIar. 
II. resolution in writing approved by Dot leas thaa three-fourths of 

the tota1 Damber of the members of the board present in Bombay, 
ll1lIe.. a special majority is otherwise required by any rule for the 
time being in fo"", shall be as valid and effeetive as if it bud been 
passed at a meeting of the board daly called and conatituted. 

Oubide Broken IUId Remiaien~The members of the 
Stock Exchange are not permitted to transact business tIS 

principal or act as brokers for a non-member in the purchase 
or sale of securities, if such a member acts as a broker within 
a distance of So miles from Bombay for oth~ and passes his 
own contracts or advertises his business or issues printed lists 
or circulars respecting such business. There is, however, no 
objection to a member sharing his brokerage with any stock 
or share broker who does not aury on Stock Exchange business 
within a distance of So miles from Bombay and who does not 
advertise in the public the price or in any other )Danner for 
auch business and who does not issue circu1ars respecting such 
business to others than his own constituents. In sharing the 
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brokerage the member must retain not less than 60 per cent of 
the brokerage. A member can employ remisiers, commonly 
called "sub-brokers", for the purpose of Stock Exchange 
business, and remunerate such remisiers with a share not 
exceeding 40 per cent of the usual commission charged by him. 
For employment of such remisiers, permission must be obtained 
by applying" to the board, and the permission is given in case 
the re;misier gives an undertaking that he shall, on registration, 
forthwith sever his connection with, as a principal or employee, 
any business other than that of dealings in shares and securities. 
In case the remisier is connected with some other broker as 
Sllch, a clearance certificate from the former employer must 
be obtained, in which certificate it mnst be stated that the 
remisier left clear of all debts and. outstanding liabilities, and 
that his conduct while in that employment was satisfactory. 
The remisiers are registered in a SPecial register kept for the 
purpose and must act for one member only. The remisier must 
not share his brokerage directly or indirectly wi\:9. his con
stituent or sub-agent, or he will be forthwith retiJ.dVed from 
the register, neither shall he advertise nor issue price-lists or 
circulars. A· remisier ~ust be an individual or a firm. . A 
remisier on registration must deposit with the 8ssoclation a 
suni of Rs. 5,000 in cash or in approved securities or bank 
deposit. In some cases the board may accept a deposit of 
Rs. 3,000 on condition that the balance is to be paid in equal 
instalments within two years from the date of registration. A 
remisier will be entitled to a~ion to the market on pay
ment of an annual fee of Rs. 100 in advance or such higher 
fee as may be prescribed from time to ti~e, but he shall not 
make any bargain in his own name or on behalf of his employer. 
A remisier shall, in absence of an agreement in writing to the 
contrary, be deemed to have agreed to give a "full and complete 
indemnity to the member with whom he is working for any loss 
which such member may incur by the failure of the constituents 
introduced by such re~isier to fulfil their obligations. 
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BUYING-IN AND SELLING-OUT. 
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Buying";" and se1ling-out must be e1Ieeted by tbe s~tary of tbe 
association in the open market during the official business hours Baye' 

as otberwise provided in tbese rules. Only members may make a hid 
or offer. The charges for buying-in and se1Iing-out sbaIl be half of 
tbose autborised by Appendix G. 

WIleD Secaritieo IDa)' be Do ...... or Solcl-oat. 
Seeuriti.. (inclucljng new iaaues) may be bougbt-in or sold-out on 

failure to comply witb any rule of tbe association applicable to 
delivery or payment or on any failure to carrr out an,. special 
conditions subject to which bargain for ready delivery was made. 
Until 15 Day"-

Buying-in or se1Iing-out may be e1Ieeted on tbe day following 
failure to make payment or give delivery of transfer or securities in 
accordsnce witb tbe rules or on' any day tbereafter not later than tbe 
fifteentb day after such failure. 

Farfei ...... of RiehL 
The parties to a transaction will forfeit all right of recourse against 

each otber if tbe buying-in or se1Iing-out is not e1Ieeted within tbe 
period prescribed by this ,rule, nul... it sbaIl appear tbst one of tbe 
parties hss not exercised his right on tbe written request of tbe otber. 

Dela)' in BII)'iq-ia or SoDina-out. 
u tbe buying-in or selling-out i. DOt e1Iected within tbe period 

prescribed in this rule and if th~ member buys-in or aeUs-out at a 
later date and astisS.. tbe arbitration committee that it was impracti
cable to buy-in or sell-ollt earlier than he did, the arbitrati~ committee 
may allow damages on tbe footing of tbe rates at which tbe securities 
were" bought-in or sold-out or at such other rates as the arbitration 
committee may determine. 

Bll~ and Selliq..,.. wh ... Forbidden. 
The shares of a company sbaIl not be bought-in or sold-ouf while 

its transfer books are closed for payment of dividend or bonus or 
the receipt of calls or for any other reasons, The provirdOJl8 of thia 
rule shall not apply to tbe buying-in or seUing-out e1Iected by tbe 
association in the course of clearance through the Clearing House. 

NotI .. of B~ ""d SeUiq.out. 
Notice in writing signed by tbe secretary of tbe association of tbe 

intention to buy-in or seU-out securities must be delivered at the 
office of the member in default and if each notice be not 80 delivered, 
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the buyer 01' the seller as the ..... may be aha1I 'not be entitled to 
hay-in or sell..",t or claim damages. The provisions of thia rule sbnU 
Jlot apply to the haying-in or selling-out effected by' the asaociation in 
the coarse of clearance througb the Clearing Bouse. 

Tea..... by Seller Won. Notice. 
The hayer must' accept and pay for the securiti .. at &I1y time prior 

to the actual ~ereise of hia right to buy-in. 

r .... der hy Seller after Notice. 
If the buyer has isaued notice of hia intention 10 hay-in securiti .. 

for default in delivery and if the, seller before the securitiea have beeJi 
bought-in makes a proper tender' of such securities. the hayer must 
accept and pay for such securities. 

Teader by IIIQer bel ..... Noti ..... 
The seller must accept payment and deliver securities at auy time 

prior 10 the actus! exereise by him of hia right to sell..",t. 

TODder by B_ after Noti ..... 
n B seller has issued notice of his intention to seU~ut securities 

for default in payment and if the buyer tenden payment before the 
securities are 801d-outJ the seller must de1i!er the sec::aritiea and accept 
payment. 

Securitieo Bough..... but UDdeIiouecL 
Securities bought-in aud not delivered "" the ued; b .. ineas day 

may be again bought-in for immediate delivery without farther notice aud 
. any 1088 aha1I be paid by the member causing 81lcl. ·farther buying-in. 

Securitieo SoIcI.o1d ... d _ Paid far_ 

Securities aold-out and not paid for the next buaineas day may be 
again aoId-out for immediate payment without farther notice and any 
loaa aha1I be paid by the member causing such farther selling-out. 

Bid by B_ or SeHer BanecL 
A member for wh06e aCCOlUlt the buying-in or aeUing_t ill effecte4 

aha1I _ be permitted 10 make a bid or oller. 

NotioeofD_ 
A member buying-in or aelling-out securities must within two day. 

of the buying-in or seUing-out give notice of the &ame 10 the member 
in default and claim damages. if any. arising therefrom. The 'member 
on whoae account the buying-in or selling-out ia effected shaH ..-ith
standing that he is in default be entitled to the diflerence or profit 
which may arise by the buying-in or selling-out ou hia account. as the 
case may be. 
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Hoaro of_. 
The brokers' hall is open to members on every business day at 

10 _ A.X." and remains open till 6 P.M. except on Saturday when it 
~8 open ti~ 4 P.M. The hours of business are as follows:-

Sroas AND SlWIlIS 0TIIBIl ...... Go_ SIcu1Irms. 

~orward business ... 12 to 2 P.II. OD" every bu9iness day. 

Ready Delivery business ! 12 to 5 p.... from Monday to 
... Friday, 

12 to 2 P .... on Saturday. 

Govu ..... N\' SIcu1Irms. 

Ready Delivery and Forward f 11-30 A .... to 5 P.". from Monday 
Dealings ... ... to Friday. 

11-30 A.". to 2 P .... on Saturday. 

Opeaiac and CloaiDg of Market. 
The opening and closing of the hours of forward business shall be 

8IUlOQllced by the ringing of a bell and a warning bell shall be nmg 
fifteen minutes before the closing. 
_ in Ceortaia H ...... Forhiddea. 

No bargain shall be made before or_ after . the hours fixed for 
business in accordance with the provisions of Rule 219 and a member 
who sball make any bid or offer or enter into any contract or transaction 
within or without the market contrary to the provisions of this rule 
or on Sundays or holidays may be suspended or fined by a resolatioa 
of the board. 

-din,r or Cartaillnc Baaineoo Houro. 
The board may by a .reso1ution eztend or cartail or alter the 

business bOllI'S on any particalar day, provided that if it be DOt 
possible to bold a meeting of the said board, the president of the 
association may exercise the power conferred upon the said board 
by this rule. 

s.. aD Sb_ SeIIiac. 
In a crisis or emergency, or when it is obvious to the board that 

a crisis is at hand or that ~ fair or normal market may not mst, and 
the board is satisfied that a temporary suspension of sbort selling is 
in the public interest, the board sball prohibit short selling in any 
security, provided that such suspension shall be effective for 24 hours 
only and that for any longer period shall be effective with the previ01l& 
consent of Government. 

A resolution for this purpose must be carried by the' votes of ·at 
least nine members of the board present at a meeting specially 
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summoned and consisting of Dot less than twelve members. U withitt 
fifteen miDutes of the time fixed for the meeting tw~lve members of the 
board are Dot. present the members present shall co-opt members as 
provided in Rule 83 (b). 

CONDITIONS OF ADMIlTING SHARES AND SECURITIES 
OF COMPANIES TO DEALINGS. 

The following 'are the rules of our Bomhay Stock Exchange 
for admittjng dealings in shares and securities of new, 
companies: -

The board may not allow dealings in shares or securities of a 1 

company unless:-
Tl"UUlfmo Boob open for RegiatratioD. 

(1) The company notifies the association that its transfer books, 
have been opened fer registration. 
Notice to CompaDY of Settlement Day .. 

(2) The company agrees not to close its transfer books on Buch 
days as may be inconvenient to the association, for- the purpose of 
settlement of transactions and of which three months' notice shall have., 
been given by the association to the company. 
Artid.. of AuociatiOD. 

(3) The articles of association contain the following plIIBvisions : __ 
(I) that nODe of the funds of the company sh,"l be employed ini 

the purchase of or in loan upon the 'seccn:ity Of its owm 
shares; 

C") that the borrowing powers of the board of the company'~ 
directors are limited to a reasonable amount not exceeding 
the issued capital. 

em) that the Don~forfeiture of dividends is secured; 
(Iv) that a common form of transfer shall be used and there sha11 

Dot be any restriction on the transfer of fully paid shares; . 
(11) that tully paid shares shall be free from all lien and in th" 

case of contributory shares the company may have 8 lieli 
only for all monies called or payable at a fixed time if 
respect of sach shares; 

('Vi) t~at the company in general meeting shall have power 1>1 
, extraordinary resolution to remove any director before the 

expiration of his period of office. 
NOrK :-The board will take exception to any provisiOD contained. 

in the articles of association which may, in any way, restrict f~ 
dealings in the shares or which may I in the opinion of the said boant 
be anreasonable in thE' case of a public company. 
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Foil' AUo_t. 
(4) (i) At least 50 per cent of the issae, whether such issue be the 

whole or part of the authorised capita'!., shall have been oIIered to the 
public in equal proportion as to class or kind and allotted fairly and 
uuconditionally. For the purpose of this inle, vendor'. shares' or 
securities shall not be considered to form part of such public 
allotment; 

(ii) The company shall satisfy the hoard that it invited applications 
for at least 50 per cent of the shares or securities issued for a period 
of not I ... than three days, that the public did not apply for 50 per cent 
of the number of shares or securities issued, and that in consequence 
less than 50 per cent of such ahares or securities were aUotted to the 
public. 

Dea1iuga in Bon... Shan.. 
(iii) Dealings shall be allowed in shares or securities which have 

been issued by an existing company already admitted to dealings 
and which has given such shares or securities as bonus to its own. 
abareholden; and the provisions of this rule prescribing _the allotment 
of a proportion of shares or securities to the public: shall Dot apply to 
such shares or securities, provided that the bonus shares are ~entical 
in all respects with the existing shares. 

Rel'istration. 
(5) The company shall have been registered under the Indian 

Companies Act and its prospectus shall have beeu filed with the 
registrar of joint stock companies in India and a copy of the pr0s

pectus thus filed shall have been advertised in newspapers published 
in Bombay save ~ provided ·Under Rule 230 (b). 

I'woapec:taa. 
(6) The public subscription list shall have been kept open for 

at least three days. 

Inf_ ..... 
(7) The following documents and particulars shall be sent to the 

association by the company. namely articles of association, and in 
the case of a debenture issued a copy of the trust deed, certified 
copies of agreement relating to issue of shares, credited as funy paid. 
of all material contracts, agreements, concessions and other similar 
documents, the number of shares allotted to vendors and their distinc
tive numbers. the number of sbares offered to the public, distinctive 
numbers of shares for which permission to deal is applied for, the 
number of shares applied for by the public and the number of shares 
allotted to the public unconditionally pUfSuant to such applications 



Business Organization 

and the proportion at tbe allotment, tbe li.t at allottee. and the lsrgest 
number of shares applied for by and allotted to anyone applicant i 
where the whole of the capital has not ~en issued at the time when 
shares are offered for subscription, the company shall state whether 
the unissued sbares are vendor's shares or are held in reserve for 
future issue. The company sba11~ on request, submit its allotment 
sheets to the association for inspection. 

U .. d~ 
Dealings in shares or securities of a company shall not be permitted 

unless the company sball have undertaken under its seal-

Splittiq of Shant Certi&cate.. 
(1) to split share certificates, letters of allotment, and if a 

IlRightsU issued to split letters of rights, into smaller denominations 
in the same name and to have any sach "splitsU certified by an official! 
of the company j 

1_ of Certi&cate.. 
(2) to issue the definitive certificates within one month of the date 

of the lodgment of the transfer and to issue balance certificates, if 
required, WIthin the same period; 

Decluation at Dioidond. 
(3) to advise the association by letter of all dividends Q!commende<t. 

or declared immediately a meeting of the board has· ~ held to fi_ 
the same; . . 

Cbanp at B...u.eu. 
(4) to notify the association promptly of any m8.terial change in 

the general character or nature of its business j 

Changeo in DUectorate. 
(S) to notify the association of any changes in the directorate by 

death, resignation, ,removal or otherwise; 

Rop_ and Financial Sta ............ 
(6) to forward to the association copies of statutory and BDDual 

reports and audited accounts as soon as issued; 

Reaolutiou. 
(7) to forward to the association copies at all notices sent to tho 

shareholders and to file with the association certified copies of resold
tious of the company a8 soon 88 such resolutions have become effective,; 

.......... of Capital. 
(8) to notify the association prompUy in the event of the re-iastre 

of forfeited sbafts or securities or the issue of shares or securities held 
in reserve for futUre issue or the issue or creation in any form ~ 



The Stock Exchanges 

manner, of new shares or securities or of any other rights, privileges 
or benefits to subscribe to-and to give the shareholders reasonable 
time within which to record their interests and to ezercise their 
rights, and to issue in the first instance all such sharea or securities 
or rights, pro rata to the ezisting shareholders in the form to be 
approved by the board of the association and to give to the association 
at least fifteen days' notice in advance of the closing of. the transfer 
books for the purpose; and 

l.iatiDg of Adclitioaal Secaritioa. 
(9) to make an application to the association for the listing of lilly 

new issues of ShareR or securities except as provided in Rule 229 (4) (Iii). 
Such additional shares or securities shall not be a good delivery until 
sach further issues have been admitted to dealings. 

R.is_ in IIritUh India. 
On the application of a member the board may grant permission 

to deal in shares and securities of companies which are admitted to 
d .. lings on any Stock Jlxchange provided the companies hove or will 
undertake to provide a register in British India. 

In connection with forward dealings in shares of companies 
the following are the rules of our Bombay Stock Exchange :
eo .. diti ..... of Aclmiuio.. to Forward Dea1inp. 

Th. board in their discretion, have power to admit the shares of . 
any particular company (""copt the shares of a bank) to des1ings for 
the account and settlement subject to the following conditious:-

(I) the company undertakes to maintain an office in British India 
for registering the shares in ,the name of the'transferee and to use the 
common form of transfer; 

(2) all the shares are fully paid up; 
(3) the company shall hove been incorporated for not I... than 

three years preceding the application for admission under this rule; 
or is a merger of companies, all of which shall have been incorporated 
for not less than three years previous to the date of merger; 

(4) the company undertakes to split up its share certificates in the 
lots required by a shareholder who holds -a certificate for a larger 
Dumber of shares; 

(5) the company undertakes tQ close its transfer books on such 
days as may be convenient to the association for the purpose of 
settlement and on the days of which the company shall have bad three 
months notice; 

(6) the company agrees to pay an annual fee of Rs. 1000 in respect 
of the clearing charees, if required. 
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ReoolatiOll Admittins toF_ Dea!iDa'o. 
A .... olution of the board admitting the shares of company to the 

account and settlement must be passed by a majority of two-third. 
of the members present at a meeting of the said board .pecially 
summoned and at whieh not I ... than three-fourths of the total "amber 
of the members shall have been present. 

Withdrawal of P.....u..;OIl to Deal. 
The board may by a resolution passed by a majority of three-fourths 

of the members present at a meeting specially summoned at whieh not 
I... than three-fourths of the total number of the members of the 
said board aha1l have been present alter one month's notice in writing 
has been served upon the company J for reasons to be recorded in the 
minutes of the said board, remove such share either from the list of 
.hares admitted to ready delivery or forward dealings or 'from both 
as the case may be. 

Stock Exchange Clearing Hoale.-Our Bombay Stock 
Exchange has introduced for some time a Clearing House for 
the facility of their 0'i\'D ",embers for cleari';g contracts between 
them and for delivering securities to and receiving securities 
from fellow members and for receiving and paying amounts 
payable to and by them. The rules with regard to this Clearing 
House are as follows:-
Functicm of CIearins Ha ..... 

There shall be a Clearing Hoase under the control of the board 
which shall act as the common agent 01 the members for clearing 
contracts between the members and for delivering securities to and 
receiving securities from the members. and for receiving or, paying any 
amounts payable to or payable by such members in connection with 
any of the conb:.acts and to do all, things necessary or proper to carry 
out the foregoing purposes. 

Liability of C1 ...... H ....... 
The Clearing House shall not be deemed to guarantee the title.' 

genuineneSs or regularity of any secarity transfer or other documeDt.' 
passing through the Clearing House, aDd the ouly obligation of tho< 
Clearing House in this matter ahall be· to facilitat. the delivery oi 
aecurities, transfers and other documents between selliDg membera. 
aDd purchasing members, 

Memboro om,.. 
Members only shall be entitled to clear or settle coutracts through 

the Clearing Hou.e. 
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DeG-y ..... P. __ b through a...ko.. 

The Clearing House shall maintain a list of banks, trust companies 
and other firms approved by the board who may act for members and 
their constituents in giving and taking delivery of securities, transfers 
and other docaments and in n>aking and accepting payment for the 
same at the making-up price. The said board may from time to time 
add names to such list and remove names therefrom. 

Fo ....... 
Securities to be delivered or received through banks, trust 

companies or otber firms approved by the board, shall be entered in 
forms (Forms Nos. IV and V) specially provided for this purpose. 

IIanb ... d MaIring-ap Pri .... 
If so advised by meJJl'bers, the Clearing House shall make payments 

to banks, trust companies or other firms approved by the board, at 
a price lower than or accept payments from them at a price higher 
than the making-ap price fixed by the board. 

CIeuing Houae Num ...... 
A member shall be allotted a number which mus~ appear on all 

forms used by the member in connection with the operations of the 
Clearing House. 

Member'. Clorb. 
A member may Dominate two clerks who shall be competent to 

sign in the name of such member all vouchers, claim notes and other 
documents and generally to transact: on his behalf all such business as 
is necessary to be transacted in connection with the operations of the 
Clearing House. 

Specim ... SigDa ....... 
A member shall file with the Clearing House specimens of his own 

signature and of those of the clerks whom he has Dominated to 
represent him. 

A ...... duo .. at C ........ Ho ..... 
A member who has to give or take delivery of securities or to 

make or 8.ccep~ payments shall either attend personally in the Clearing 
House or be represented by clerk nominated nnder Rule 262 at the 
proper time and no member shan be entitled to demand delivery of 
securities or payment outside tb~ Clearing House. 

a....- for CIeuing. 
The charges 'for transactions seWed through the Clearing House 

shall be in accordance with the scale prescribed from time to time by 
the members in general meeting. 
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Settlement of Accoanb.. 
The Clearing House shall render bills for their charges and fines 

payable by members on. account of the businees for auy settlement 
as soon after the final settlement as may be practicable and the 
Clearing Hoase debit the amount so payable by members to th~ir 

accounts. AU such bills shall be paid not later than the last day 
of the month in which they are rendered. 

Fonno to he 1'Ieocn"bed. 
The clearing lists, balance sheets. delivery forms, claim notes, 

vouchers and 'other documents used for the purpose of the Clearing 
Hoose shall be in such form as the board may from time to time 
prescribe and shall be signe;d by 8 member or his clerk nominated to 
represent him. 

a..."... for F ........ 
The ... id board shan from time to time prescribe the charges for 

the necessary forms to be supplied by the Clearing House. 

Fo ....... 
The board shall have the power from time to time to :fix or alter 

the time prescribed for the lodging of forms and for the taking and 
giving delivery of securiti ••. 

Noti .. ad Cireulara. 
All members shall comply with the directions giv~ by the board 

in aU notices and circ::uIars issued by the said board in connection with 
the operations of the Clearing Bouse. 

Poually f.... Ne"lipaoe. 
The said board may impose upon aDy member a penalty Dot 

exceeding rupees fifteen in every case of failure by any member to 
comply with any such direction or for any error or omission or 
illegible entry in filling up any such form or other document required 
by the Clearing Houee in the course of its operations or for any delay 
in submitting any such form or document to the Clearing House. 

Which Secaritioo to he Cloanod. 
The board may from time to time specify the securities which sha11 

be cleared through the Clearing House and deliveries and payments in 
all forward bargains in such securities must be made through the 
Clea~g Boase; 

Provided that aDy member) who holds for account of his different 
constituents contracts both for sale and purchase in the same settle
ment that offset each other, shall be entitled to offset such contracts 
and in that case he ahaU be entitled to give and take delivery outside 
the Clearing Hous •. 
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...... hiMti_ of ee.taia a.."..;.... 
No forward bargains in securities not so specified shall be permitted 

in the market. 

AU IIupUu C1euel Th ... ""h CIeariDc Ho ..... 
A member sball clear and settle througb the Clearing House all 

forward bargains in sl1.ch securities to which he may be a party 1lD.less 
otherwise stipulated at the time of the contract or it is otherwise 
agreed by the parties to the contract. 

R....... 01 In ....... odioriea. 
If a member elect to deliver the securities outside the Clearing 

House members making and accepting' such delivery shall release all 
intermediate parties from all liabilities. The deliverer shall 'alone 
remain responsible to the receiver. 

Ralea f ....... Part of C-_ 
The rules of the Clearing House from time to time in force subject 

to the Bombay Securities Contracts Control Act, 1925. and notices and 
directions ~hich the board may from time to time issue thereunder 
or under any other rule for the time being in force and publish ott the 
notice board, shall be a part of the terms and conditioDs of every COD

tract which. is cleared or settled through the Clearing Honse. Such 
contracts shall also be subject to the powers of the board to close 
the lh:change by reason of my emergency or otherwise. 

CLEARANCE OF GOVERNMENT SECURITIES. _t n...""h CIoariDa- H_ 
It shall be competent to the board to order that, unless provision 

to the contrary is made in the relevant contracts, aU bargaUia in any 
specified security shall be cleared or settled by the system of Cleatan.ce 
Sheets instead of by the process of tickets, but delivery and payment 
shall be made E:x:..clearing House 89 hereinafter provided unless other-
wise ordered by tbe said board. . 

ApplicatiOD of Claarina' H01Ue Ralea. 
When under the provisions of Rule 343, barga~ have to be cleared 

or settled by the system of Clearance Sheets, the rules relating to tbe 
Clearing House shall be a part of the terms and conditions of the 
relevant contracts. 

I ..... of Tickeb. 
Deliver and Receive Tickets (Forma Nos. X and XI in Appendix J) 

each for Rs. 25,000 face value of securities. containing serial numbers 
will be issued by the secretary of the association on payment of two 
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IUIII&8 per ticket or such other charge as may be prescribed by the 
board from time to time. No other farms abaU be used. The soid 
secretary abaU not issue tickets later than 1 P .... on the ticket dny 
without imposing such penalty as may be fixed by, the board. 

Lodgiq of TIckelL 
Such tickets shaJJ accompany the clearance lists to be lodged at 

the Clearing House not Ister than 3 P .... on the basiness day (called 
ticket day) preceding the pay day. 
De\iver _ R-"e Orden. 

The Clearing House abaU ""tum on the pay dny the soid tickets 
to the members who lodged them, with the names filled in at its 
diSCfttiOD of the members to whom deliveries are to be made and of 
those from whom securities are to be received. The tickets 80 returned 
shall be deemed to be orders for the delivery and receipt of securities. 

Such orders when issued by the Clearing House .haJJ be binding 
'Qpou. and emorceable against members as provided in Rule 303 . 

..... ce at the Clearing H ........ 
Members or their representatives shall be present at the office of 

the Clearing House at 1 t A.II. on the pay day to receive 8uch orders 
for the delivery and receipt of securities and to coned: errors, if any, 
in the Clearing Lists (Form No. 1 in Appendix J). 

E..change of Orden. 
The receiving member shall hand over to the delivering member as 

soon as practicable but not later than 13 nooD a Receive and Pay Order, 
properly signed by him or his client, in exchange for the delivery order 
issued by the Clearing Hoase. 
~.iD ._ SeI1iq ...... L 

The neglect or failure to exchange orders shall constitute a default 
and the sec:urities shall be bougbt~in or sold-out after 1 P.M. on the pay 
day without giving notice to the members in default. 

Pia .. of~. 
The delivery of securities shall be made at the office of the receJver 

of the securities ~s-e z..ao P.II. on the pay day and payment mast be 
made at the making.a.p price agaiust delivery; 

Provided that if such office is Dot situated in the Port Area. the 
delivery shall be made against payment in the hall of the association. 

Notwithstanding the provisions of sub-rule (0) parties mentioned 
in Rule aa2 (b) shaJJ have the right or option of requiring the payment 
aDd de1i:very to be made at their offices. in C88es where the receiver 
of the securities is not ODe of such parties. 
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Sta_ of I'archue M......,.. 
If the deliverer wishes to exercise his right or option UDder 

Rule 351 (b) he mast make out a statement, showing the amount due 
at the making·up price plus the acc::raed interest and present the same 

together with the Receive and Pay Order at the office of the receiver. 
Not later than one hour after the receipt thereof. the payment of the 
amoUDt involved mast be made at the ofiice of the said deliverer. 

1Iayiq.iD. 

Pailing delivery of securities on the pay day, the member who is 
to receive shaU, after giving one business day's Dotice to the member 
who is to deliver, bay-in the securities iD accordance with the rules 
for buyiag-in. 

SeIliDe ....... 
If the receiver fails to pay for the securities delivered in the 

manner provided in these rules, the member who is to deliver shaU, 
after giving one business day's DOtice to the member who is to receive, 
sell-out the securities in accordaDce with the rules for selling-out. 

ReI_ of Jatermec6ariu. 
If securities are not bought-in or sold-out within three business 

days including the account day. aU intermediate parties shall be 
released from all liability. The liability of the receiving and delivering 
members is not &Heeted by the fact that intermediaries_ have been 
releaaed by lapse of time. 

P_,meat of ..... fit aod Lou. 
If the securities are bougbt-in or -8OJd-out as authorised by these 

rules, the lOBS. if any. -sbal.l be paid promptly by the member in 
default to the member buying-in or selliDg-aut i. the profit, if any, shall 
be paid by the member buying~in or selling--out to the memher in 
default; 

Provided that if the member in default i. or be declared a defaulter 
or insolvent, the profit or loss, as the case may be, shall be 'dealt with 
as provided in Rule 296. 

Short Title and <:ommea .......... L 
These rules may be eaIled the Native Share and Stock Broke ... • 

Association Rules, 1938. 
They shall come into fo~ on the 28th day of June, 1938. 

Arbitration and Defaulten' Commilleel.-The two com
mittees are (I) the Arbitration Committee and (a) the Defaulters' 
Committee. 
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In case of the arbitration committee, which coilsists of 
sixteen members, all disputes between members arising out of 
transactions under the rules of the association have to be 
referred compulsorily to it. The committee would in their 
tum appoint two of its members to act as arbitrators, who are 
to proceed on the arbitration by fixing time and place. From 
the decision of these arbitrators there is an appeal to tbe 
arbitration committee within seven days of the receipt of the 
award by the parties concerned. The award of the arbitration 
committee is final and binding on all members of the association 
and their constituents. A further appeal to the board is allowed 
only in case where the dispute is for Rs. 1,000 or more. Of 
course, the decision of the board is final. 

The defaulters' committee shall consist of six members 
and has charge of the affairs of, a member who has failed to 
fulfil, or is unable to fulfil his arrangement on the Exchange 
and has been declared a defaulter in the open market. The 
declaration of the board has to be made by the secretary of 
the Iissociation on application from a creditor of the defaulter, 
or on receipt of a complaint from the Clearing House. A 
member who has been adjudicated insolvent is ipso lac'" 
declared a defaulter. The defaulters' committee takes. charge 
of all books and accounts, as well as documents and papers of 
the defaulting member, to ascertain his statement of affairs, and 
calls upon the defaulter to file a written statement within fifteen 
days containing a complete list of his debtors and creditors 
and SU)llS owing to him, on which a strict enquiry is entered 
into by the committee which reports to the board of directors 
anything improper, or unbusiness1ike, in counection with the 
defaulters' transactions. The committee recovers aU moneys, 
shares, securities due to the defaulter by other members, which 
assets, if not contrary to the provisions of any law for the 
time being in force, vest in the defaulters' committee for and 
on account of the creditor members of the association. The 
committee then distributes pro rata among the creditor members 
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of the association these assets according to their claims which 
are admitted. 

Tej;-Mandi.-Similar to above transactions on the Exchange 
as discussed in the section dealing with London Stock 
Exchange, there are transactions on our Bombay Stock 
Exchange, as well as other markets for commodities known 
as teii. mandi or teii-mandi transactions or sodas. We shall 
deal with them in detail. 

In case of teii pure and simple, what the dealer, A, does 
is to secure an option to buy a certain quantity of goods, say, 
100 bales of cotton, at Rs. 500 per bale. In consideration of 
this option being given to him by merchant, B, who deals in 
teii, he pays him a premium of say, Rs. to on each bale. 
The option here is to purchase and take delivery of these bales 
at some future date as fixed by both these parties at the time 

. of the contract, if it suits A, or failing that A is free to 
abandon the option. The option premium pa;d is of course 
non-returnable in either case. Supposing that on the delivery 
date the market were to rise to say, Rs. 550 per bale, A would 
exercise his option to purchase at Rs. SOD and make a profit 
of Rs. 50· per bale, less his option premium of Rs. 10 per bale, 
i .•.• a net profit of Rs. 40 per bale. If on the other hand the 
market were to fall say, to Rs. 480 on the delivery date, A 
would abandon his option. It will be thus seen that as under 
any circu1llstance the option money paid is not refundable, the 
transaction would not result in· a profit unless the market rises 
abov~ the margin of Rs. 10 per bale which is the option premium 
in this illustration. 

In these transactions, B, the seller of the option, is known 
as "Khana.", i.e., the "the eater" of the option, and A, the 
buyer, is called "Lagadn,.,". i.e., the applier of the option. 

On the same principle, in case of mandi. if A thinks that 
the market is going to fall, he secures an option from B to sell 
a certain number of bales, say at Rs. soo to B, to be delivered 
at some future date fixed by the parties. Here supposing 
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that Rs. 10 per bale was the option pre)llium and the market 
falls to say Rs. 460. A would purchase these bales at Rs. 460 
and sell same to B at Rs. 500 in terms of his option. Here A 
would make a profit of Rs. 40 less the option premium of Rs. 10. 

i.B •• net Rs. 30 per bale. 

In the above transactions the option was single. i.... A 
purchased in the first case the option only to "buy"; whereas 
in the second case he secured the optiQn only to "sell". There 
are other transactions where "double options" are dealt in. 
known as teii-mandi transactions. 

Here what actually happens is that one party buys what 
is known as a double option and pays a certain premium over 
the contract price of the commodity. This gives binI the right 
to buy or sell a certain quantity at the price fixed by this agree
ment on the settling day either of the market concerned or as 
fixed by the agreement. Thus if A buys a t.ii-manai of. say. 
silver. at 10 snnas per tola. and for that purpose pays one ann .. 
for the teii and another anna for the mAndi. what he would 
do would be that if on the settling day the price rises over 
10 annas. say. it is 13 annas. he may buy ~e agreed quantity 
making a net profit of one anna per tola. after deducting 
a annas paid by way of premium on each transaction. If. on 
the other hand. the market falls to. say. 7 annas he would sell 
the quantity at 10 annas and recover three annas per tola of 
which one anna would be his net profit after deducting two 
annas per tola paid for the option premium. The question 
whether this type of transactions are wagering transactions has 
been repeatedly discussed in our High Courts. The old view 
was that such agreements were wagering agreements altogether 
and therefore void (Ramcha"dr .. v. Ganabison (1910). 12 Bom. 
L.R. 590) ; but in later decisions it has been held that t.ii-...... ai 
transactions must be regarded as wagering transactions and 
the onus of proving that they are not such would lie on the 
party so alleging. In a later case this was further improved 
upon to the effect that te!i-mandi cannot be held 8S wagers 
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on account of their apparent nature and characteristics alone, 
but the common intention of parties ought to be proved U essi, .. m 
J .. ggo .... th v. T .. !sidas, 37 Bom. 264; M .... ila! v. AlIibhai, 24 
Bom. L.R. 812). In another case where leji alone was brought, 
it was decided that a pure t.ji transaction is on exactly 
the same footing. as 'V .. ida transactions, and unless it can be 
positively proved that the parties agreed neither to ask for nor 
to give delivery, the transactions are not wagering transactions. 
(Man .. bhai v. Keshav;i, 24 Bom.L.R. 60.) 



CHAPTER xm. 

SHIPPING, MARINE AND FIRE INSURANCE. 

Shipping. -A contract for the carriage of goods by sea is 
to be found either in the form of a "charter party", or as in 
the case of a general ship, it is embodied in a "hill of lading". 
"Ship" includes every description of vessel used in navigation 
not propelled by oars, and "vessel" includes any ship 
or boat or any other description of a vessel nsed in navigation. 

These contracts for carriage of goods over the sea are 
known as "contracts of affreightment". The consideration 
paid for the carrying of these goods is known as the "freight". 
Any British subject, or a corporation, may become the owner 
of a British ship by transfer of such a ship, or a share in such 
a ship, or by building such a ship himself. This ownership 
has to be registered and also the ship has to be registered if 
it wishes to enjoy the privileges of being British. Besides 
these, all the British ships above a certain tonnage are compelled 
to carry certified officers and the required number of seamen. 
In case of a steamer carrying a certain number of mea aboard, 
a doctor is declared necessary. They are also required to carry 
compasses properly adjusted and passed by the surveyor of the 
Board of Trade, also life saving appliances. 

Chartered and General Shipa.-When an agreement is 
made to charter or hire a complete ship or steamer, the ship 
is called a "chartered ship" and the agreement is known as 
a "charter party". The charter party is a written or printed 
agreement, either for the complete ship, or for a part of it, 
either for a voyage or for a fixed time. The usual practice is 
for the ship-owner to supply the ship equipped with officers, 
crew and bunker coal, and also to pay expenses in connection 
with this. If, however, a merchant who hires the ship wishes 
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to supply the officers and crew himself, a special clause to that 
effect is inserted in the charter party. 

After the agreement is executed and when goods are 
delivered on board, .. document known as the bill of lading 
signed by the owner of the ship, is given to the shipper, in 
which the owner acknowledges receipt of these goods. When 
a charter party exists, the bill of lading is a simple document 
which contains an acknowledgment of the receipt of the goods 
on board and refers to the conditions in the charter party under 
which the same was received. In case of a general ship, how
ever, no charter party is drawn out, as the voyage here is under. 
taken at the owner's risk and a large number of shippers ship 
here the goods which are consigned to the various ports at 
which the stearaer is to call on its voyage. Here the ship· 
owner is the common carrier, carrying goods for all who desire 
to send them to the ports which he has declared would be 
visited. Therefore, here the bill of 1ading, besides being an 
acknowledgment of the safe receipt of the goods, contains 
various conditions ~nd stipulations that lJUike up this contract' 
of carrying goods to the destined port. The practice in this 
case is that the shipper on delivering the goods on boar!i 
receives from the captain a provisional receipt for them known 
a9 the "Mate's receipt", which he gets exchanged for a regular 
bill of lading at the offiCe of the shipping company concerned. 

The student therefore 'must note that in either case, .... , 
both where there is actual charter party and where there is none, 
the bill of lading is an indispensable document. The only 
difference being that in one case where the charter party exists, 
it is a simple acknowledgment of the receipt of the goods on 
board; whereas in the other case it contains, over and' above 
this acknowledgment, the clauses and conditions of the contract 
of carriage between the ship.owner and the shipper. These 
two documents make up one contract in law known as the 
"Contract of AHreightment". Many writers call a bill of lading 
an agreement of carriage, whereas the charter party is known 
as the agreement of hire. 

" 87 
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BILLS OF LADING. 

A bill of lading is an indispensable complement of tbe 
'charter party where one is drawn out, but in the absence of 
a charter party tbe bill of lading, besides forming an acknow
ledgment of tbe shipment of goods, also embraces tbe agreement 
'of carriage. When it is signed by tbe master, as is usually 
the case, he does so as tbe agent of tbe ship-owner. In case 
of a general ship, tbe charter parties are not drawn out and 
tbe agreement of carriage is printed on tbe bill of lading itself, 
the conditions and terms of which correspond with tbose we 
have dealt with above in tbe case of charter parties. There 
are .. few peculiarities, however, with which we shall now 
deal. A bill of lading is held to be a good evidence of a contract 
of carriage in case of a general ship. 

As to tbe goods delivered tbe captain may state, either 
"delivered in good order and condition" or "weight, contents 
and value unknown". In tbe former case the captain is bound 
to deliver tbe goods in tbe same good condition as tbey were 
at tbe time of loading, tbe usual depreciation on tbe voyage 
being excePted l tbe document would in such cases be known 
as a "clean" bill of lading. 

The pecu1iarity of a bill of lading is tbat it is a' document 
of title to, tbe goods, and in case tbe ,goods are made deliver
able to tbe "bearer", or to a particular person or to his "order" 
or "assigns", tbe bill of lading can be transferred by the original 
holder to anyone he chooses, and tbe transferee in his 
turn can also transfer it. This transfer can be made by' 
endorsement or delivery, as tbe case may be, and the transferee i 
acquires, 'by.such a transfer, all the rights to tbe goods shipped' 
that tbe transferor had and is also subiect to the same liabilities; 
as was tbe transferor. If, tberefore, a bill of lading is trans-·J 
ferred by tbe shipper to, some other person, whether such a. 
person is tbe buyer, or his mercantile agent lawfully entrusted 
witb tbe bill of lading, and if tbat perspn, during tbe course 
of transit of tbe goods, endorses tbe same in favour of some. 
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other person. who purchases goods in good faith and for valu
able consideration. the right of stoppage in transit ,!f the original 
holder cannot be exercised against this last party. 

A bill of lading is frequently described as a negotiable 
instrument though it is not one in the strict sense of the term. 
There are undoubtedly many points of resemblance between 
a bill of lading and a negotiable instrument. B.g., its transfer
ability by delivery with or without endorsement, and without 
any notice to the person liable on it. and also that the transferee 
of a bill of lading can sue in his own name and give a valid 
discharge to the person liable. Thus some authors have· called 
it .. quasi negotiable d~ent. It differs from :a bill of 
exchange on the point of negotiability because in case of a bill 
of lading. a holder cannot give a better title than he himself 
bas. whereas in case of the bill of exchange a holder in due 
course. who receives same for value and in good faith. receives 
same free from all defences as, to the defect in fitle as could 
have been successfully urged against a previous holder. except 
of course. forgery. 

The bill of lading is generally made out in a set of two 
or three. It sometimes happens, that these get into the hands 
of two or three different parties. In such cases the first 
transferee gets the best right .at law. As far as the master 
is concemed, if he bona ·fide hands over the goods to anyone 
I)f these holders. he is free frolD responsibility. and incurs 
.no liability to the person who happens to claim a prior right. 
because the bills of lading provide for this contingency by a 
.clause usually inserted in them. laying down -that as soon as 
I)ne of these documents is accomplished the others stand void . 

.. Uoyd· ... aud Marine Insurance. -From early times as 
the British foreign trade improved English merchants thought 
.of providing against the risk of damage or 109& at sea. both on 
goods and the ship that went out on a voyage. It is said that 
the business of .marine insurance was first introduced into 
England by the Lombards. who were driven from Italy and 
took refuge in London ; mostly in the locality which even to 
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this day goes' by the name of Lombard Street, policies, or 
contracts of insurance, were commonly taken out by merchants 
who could not afford to allow the risks involved by the perils 
of the sea to remain uninsuted with these Lombard merchants, 
as well as with other wealthy merchants of the town. ffitimately 
the jealousy of the local merchants drove the Lombards out 
of England, but the insurance business they had introduced 
remained in the hands of English merchants. 

The Origin of "Uoyd'." .-By the end of the seventeenth 
century coffee was first introduced in England and soon became 
a fashionable beverage. Coffee Houses were opened all over 
the country. One of them, Lloyd's Coffee House, 'in Tower 
Street, btlCalIle a favourite resort of ship-owners, ship's captains 
and other merchants who came there, more or less on shipping 
business, as at that time the ships used to lie in the river off 
the Tower, Gradually people who had merchandise or ships 
at sea to insure found it most convenient to call at Lloyd's 
Coffiee House, as they were sure to find some merchants ready 
to underwrite the risk. This brought into existence a set of 
'Underwriters who made it their principal business to undertake 
shipping risks. In 169I the Coffee :gouse was removed to 
Lombard Street. II!. %696 the enterprising proprietor, Mr. 
Edward Lloyd, started a paper (the earliest of its kind in 
England) called "Lloyd's News", in which he gave shipping 
and other information of interest and importance to business men 
in general. In course of time Lloyd's Coffee House became the 
principal centre for Marine Insurance business in England. The 
"Lloyd's News" had to be stopped in the year I6g7 owing 
to some trouble with the House of Lords, and was resumed afton 
nearly thirty years under the designation of "Lloyd's List". 

As marine insurance business progressed it was found that; 
side by side with legitimate underwriters doing legitimate 
business, a large number of irresponsible outsiders indulged in. 
illicit gambling. To prevent the business from getting a bac! 
name, responsible underwriters and brokers banded themselves 
by forming 1m aSsociation known as the Association of Lloyd's! 



Shipping, Marine and Fire Insurance 581 

underwriters. The association afterwards (1774) took up its 
quarters in the Royal Exchange. After a /llost successful career 
the association was incorporated in 1871 by an Act of Parlia
ment as "The Corporation of Lloyd's". It will be seen that 
the name "lloyd's" was lXlllintaiued as it had acquired a 
prestige through the standing of a large number of years. The 
obiect of the association is:-

(I) promotion of the interests of members, and 
(2) . collection and distribution of shipping intelligence 

among them. 
Member .. -The members of Lloyd's have to pay an 

entrance fee and a yearly subscription. They are dj.vided into 
two classes, viz., underwriting and non-underwriting members. 
The underwriting members do insurance business on their own 
account by underwriting policies, whereas, the non-underwriting 
members. or brokers. act as middlemen between the underwriters 
and the outside public. There are many mO/llbers who act as 
both brokers and underwriters. and in many cases one member 
of a firm of underwriters acts as a broker whereas the other acts 
as underwriter. The hall of Lloyd's where the members meet 
for business is called "the room". to remind them of the old 
Coffee House where they had engaged a room for their business. 

Busine.. at .. Uoyd· .... -Lloyd·s have agents all the 
world over who cable from ti)ne to time as to the arrival and 
departure of steamers hour by hour. also about casualties. 
wrecks. collisions. etc. This news is displayed at the allotted 
places in the "Room". It is also printed in the "lloyd's 
List" . It is then entered in a special index which is kept in 
Lloyd's Room, so that any member by simply opening out 
the pages relating to the name of the vessel concerned. can 
find out all details as to its /llovements. etc. 

In England a large proportion of business of marine insur
ance is done on lloyd's through private underwriters. Large 
insurance companies which have been Boated at a subsequent 
stage of the history of marine insurance in England do com
paratively very small proportion of business. The oldest of 
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these companies· are the London Assurance Corporation and the 
Royal Exchange Assurance Corporation, both of which ·were 
floated in I720, by special Acts of Parliament. It was at one 
time thought that these insurance companies, . and many others 
that followed would, in course of time, take away from the 
members of Lloyd's the bulk of marine insurance business. 
This fear, however, has proved ill-founded and the members of 
Lloyd's are flourishing better than ever in spite of these and 
other insurance companies competing with them. The reason 
is that the quotation of the members of Lloyd's compare 
favourably with those of insurance companies, as the latter 
have to maintain large establishments. 

We shall now consider how business is done on Lloyd's. 
A person wishing to insure at Lloyd's has to engage an insurance 
broker who has to go to the "room" and carry out the order. 
The broker receives instructions from the would-be insured 
and effects the insurance by cO/lllllunicating that fact to the 
underwriter on Lloyd's. When the broker effects the insur
ance with a .private underwriter ·he gets a temporary document 
~de out known as the "slip", which ·consists of a simple 
statement as to the name of the ship, date, description of the 
risk, the sum or sums insured and the rate of premium. 

Taking • Line.-The underwriters who undertake the 
risk as mentioned in the slip initial same, each for the sum he 
thinks proper to underwrite, until the whole amount is 
subscribed. The legal effect of the slip as described by Justice 
Blackburn is as follows :-"The slip is in practice, and according 
to the understanding of those engaged in marine insurance, 
complete and final contract between the parties, fixing the 
terms of insurance and the premium, and neither party can, 
without the assent of the other, deviate from the terms thus , 
agreed without a breach of faith, for which he would suffer 
in his credit and future business". However, the subsequent 
acts introduced in England, have laid down that the valid 
contracts of marine insurance can only· be entered ;pto by 
means of instruments known as policies which should be duly 
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stamped. It would, therefore, follow that a "slip" as it is not 
stamped, would not be a contract aimed at by the English 
law. On Lloyd's, however, a slip initialled by a member of 
Lloyd's would be binding on the member according to 
the rules of Lloyd's. It hll!I been further beld that where a 
stamped policy has been made out and executed after a slip, 
the slip may be looked into for the purpose of ascertaining 
the intention of the parties to the policy. It has, however, been 
held that if the contract of insurance is made in a country where 
no stamp laws are enforced, an action may be maintained on 
an agreement to issue a policy, and a specific performance of 
it may be ordered. 

Very often, instead of a slip being made out by the broker 
or the underwriter, the insurance companies make out in their 
own office a document called a cov., .. oot. or i ..... ,,. .. ce .. ote, 
containing a sketch of the insurance or a memorandum which 
is to serve as a first step to the drawing up of a ptoper document 
in the form of a policy. Of course, these documents contain 
incomplete information which can ouly be explained when read 
in connection with a regular policy of insurance. Unless the 
documents are properly stamped, they would not constitute a 
contract. 

Implied Warrantiea~Besides the actual conditions, 
clauses and stipulations contained in a policy of marine insur
ance, the policy is, by implication of law, taken to carry with 
it certain stipulations which are known as implied warranties. 
These are (x) warranty of sea worthiness; (2) warranty of non
deviation; and (3) warranty as to the legality of the voyage. 
Besides this, it is the first duty of the insured that he should 
make full and fair disclosure of all material facts to the under
writers at the time he takes over the risk, to enable them to 
clearly know the nature of the risk itself so that a correct rate 
of premium may be charged. If the insured fllils to do so the 
policy may be avoided by the underwriters. This is because 
contracts of insurance are contracts .. be,nma. fidei, contracts 
of absolute faith. 
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I. S6a worthiness :-The insured at the time of effecting 
the insurance is supposed to give a warranty of sea worthiness, 
i. e., at the time of insurance, the ship concerned is in· every 
respect fit for the voyage on which it is sailing. 

2. Non-de'Vi<Dtion :-In case of a voyage policy where a 
voyage is contemplated between any two given ports, there 
is an implied warranty of non-deviation on the part of the 
insmed, by which the insured is supposed to give an under
taking that the ship shall take the usual route taken by navi
gators, and shall not deviate therefroJll except in cases where 
it is excusable by the law, 'Viz •• (a) through unavoidable neces
sity. as the mutiny of sailors, or (b) where the ship is thrown 
out of its course by stress of weather, or (e) to prPCUl'e fresh 
hands or stores which have run short, though at the commence
ment both were sufficient to last through the voyage, or (d) to 
avoid captUl'e or destruction by the King's enemy, or (.) to 
save human life which is in danger. Deviation to save property 
does not fall under this exception. 

3. Legality of the 'Voyag. :-There is an implied warranty 
on part of the insmed that the voyage is undertaken for 
a legal purpose, i.... it is not a smugg!iug adventUl'e or any 
other prohibited by law. 

It JIlust be added here that over and above the express 
clauses and stipulations contained in the policy, the parties 
are bound by all the established usages of trade and navigation 
affecting marine insurance which they are taken to have known. 

Policy of Inlurance.-A policy of insurance may be either 
(I) II 'Valued policy. i.e., a policy which specifies the agreed 
value of the subject Inatter insmed, or (2) an op.n policy, 
which does 1I0t specify the value of the subject Inatter insured, 
which has, therefore, to be ascertained subsequently at the 
time the claim arises, or (3) a time policy (voyage policy), which 
covers the risk up to a stated amount for a fixed time, or (4) a 
floating policy. which describes the insurance in general terms 
and leaves the name of the ship or ships or other particu1a" 
to be defined by subsequent disclosures. 
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Re-iDsurance.-An underwriter or an insurance company 
may, when they consider the risk" too great for themselves, 
get a part of it re-insured with another underwriter or insur
ance company. This re-insurance does not affect the position 
of the original assured, for the original insurance remains a 
distinct contract by itself. and the re-insurance in its turn 
lM!comes a distinct contract between the second set of parties. 
The original assured therefore can claim only from his own 
underwriter. To take an illustration supposing that A gets 
a ship insured with B for [,Io,ooo for a certain premium. Now 
if B, the underwriter, wishes to re-insure half the risk, he may 
re-insure with C, say, for £5,000. In" case of loss, A can only 
claim against B but he has no right against C. If, for example, 
B. were to fail at the time of loss and only pays a part of A's 
claim, still A cannot claim from the underwriter C with whom 
the re-insurance was effected. C is liable to pay in such an' 
event to B's trustees in bankruptcy this amount of claim on 
re-insurance. 

Double·lmurance.-Double-insurance is quite distinct from 
re-insurance. Here the insured effects more than one insurance. 
If he does so without any intention of fraud, he c,an recover on 
all or any of the policies. If the total amount of all the policies 
taken together comes to more than the actual value of the 
subject matter insured, the insured can only recover the actual 
value. He can recover on the original policies their fnll 81Dount 
till all losses are paid up. If, for example, a merchant not 
knowing the actual value of his goods, insures them for an 
approximate amount, and then thinking that the amount is not 
sufficient to cover the risk effects another insurance, he can do 
so. Now, when the loss occurs, he may recover as much of the 
loss as he can frOID the first policy and if that does not satisfy 
the claim he can proceed to recover to the extent of the balance 
of his claim on the other policy. The underwriters then may 
adtust among themselves by way of contribution, the rateable 
amolmt falling on each of them. 
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This rule of course applies when one party with the same 
interest insures his interest by more than one policy. It so 
happens that one or more parties with distinct interests in the 
same property, insure separately on their own separate accounts. 
Each of them would then be entitled to recover the full amount 
of their claim based on their separate interests. 

Total 1.0 ... - The total loss in marine insurance may be, 

either (<0) actual or (b) constructive. The actual toW loss arises 
where the goods are wholly destroyed or annihilated, as when 
a ship .is broken to pieces on the high seas and no longer 
answers the' original description of a ship, but may be called 
a cargo of planks, or, where it is burnt to ashes. It is also 
held to be actual total loss when the subject platter insured is 
lost irrevocably, such as where a ship runs on an island and the 
goods thereon are plundered by the savages who live there. 
The constructive total loss arises where the ship is not destroyed, 
but is in such a position that to recover and get it repaired 
would be so expensive and risky that no man of ordinary pru
dence would care to do so, •. g., where a ship runs on a rock 
and to save and repair it, it would cost more money than the 
actual valne of the ship, or perhaps in spite of 811 the expenses 
that may be incurred to save same there is 'the risk of it being 
ultimately lost in the course of the attempt to save same the 
owner of the ship may treat same as a constructive total loss 
and claim from the underwriter as for a total loss. For this 
purpose he should abandon the ship and give a notice to the 
underwriter known as the "notice of abandonment". This 
notice informs the underwriter as to the condition of the said 
ship and the fact of the abandonment with a view to claim a 
total loss as per the policy. 

Subrogation. -This doctrine of insurance applies equally . 
to marine and fire insurances as well as to all contracts of . 
indemnity generally. It lays down a principle ~hich is quite 
equitable, 1Iiz., that in cases of contracts of insurance such as 
marine and fire insurance, where a loss occurs, and the nnd~
writers pay as for a total loss, they, the underwriters, step into 
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the shoes of the insured with regard to all the rights and 
remedies that the insured may have had against a third party 
and with regard to any benefit arising therefrom. To take an 
illustration, supposing that a ship 'called "India" was insured 
for Rs. 50,00,000, and it was lost through collision with another 
ship called ''Egypt''. If the underwriters paid the owne~ of 
"India" an indemnity of Rs. 50,00,000, as per the policy, they 

. acquire a right, according to this doctrine of subrogation, to 
sue and recover this amount from the owner of "Egypt" if it 
can be proved that collision was due to negligence or default on 
part of the captsin of "Egypt". The insurance company or 
the underwriter can bring this action in the name of the owner 
of "India". 

Cau .. Proxima or the Proximate Cause.-This well
known maxiln of marine insurance' runs as follows: "C ..... a 
p,lXJCima ,,"" ,smota SP6Ct,.tur", which means that in deciding 
whether the loss has arisen through any of the risk insured 
agaiust, the proximate or the nearest cause ought to be con
sidered. It often happens that a succession of causes have 
operated to bring about a particular damage, and the difficulty 
arises when a number of these causes are not insured against 
whereas some others are. In such cases the rule is to ascertain 
the proximate or the nearest cause of damage and if the same 
is iusured against, the underwriter must pay. To take an illus
tration, in one case where the goods were insured against 
damage by sea-water, some rats on board bored a hole in a 
zinc pipe in the bath which caused sea-water to pour out and 
damage the goods. The underwriters contended ,that as they 
had not insured against damage by rats they were not bound 
to pay. It was, however, decided that the proximate cause of 
damage being sea-water, the insured was entitled to recover 
damage, the action of the rats being a remote cause. 

Inlurable Freight. -At law freight is considered as earned 
by the ship-owner when the ship safely reaches its destination 
and the goods are ready for delivery. This rule of law may be 
modified by an agreement between the parties to the contrary_ 
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Generally in case of a charter party," where the whole, or a 
large portion Gf the ship is chartered or hired, a" part of the 
freight is paid in" advance, and the other part is agreed to be 
paid on completion of the contract. Here the ship-owner can 
insure that part of the freight which he is likely to lose in case 
the ship, through some accident, is destroyed or does not reach 
its destination. 

It may also be noticed here that the word "freight" in· 
its ordinary commercial parlance means the consideration for 
hiring of .. ship for a particnlar time or voyage or compensation 
for carrying goods from ane place to another as in a general 
ship" In marine insurance law, freight also means any benefit 
which the ship-owner expects to derive by way of profits on his 
own goods which he carries side by side With goods of others 
to some other port. 

Auigmaent of Policy of Marine IllS1IrIIDce.-An assign
ment of a policy of marine insurance may be made either by 
writing endorsed on the policy or by merely delivering the 
policy with the intention to assign. No particnlar form for 
assignment by endorsement is necessary. The policies are 
generally assigned by the original insured in" favour of the 
person to whom he sells the goods, Or to the agent to whom 
the goods are shipped. The only point to be noted is that at 
the time of assignment, the assignor had an insurable interest in 
the subject matter insured. If, however, the goods were lost 

." or damaged at the time, it means that the assignor has trans
ferred his own right as to the damage to the assignee. 

lJoyd'. Register of British and Foreign Shipping.-This 
book is published by Lloyd's every year, and shows all parti
culars as to ships of one hundred tonnage or over which are 
registered in the United Kingdom, and also all foreign ships 
which have been specially registered at Lloyd's. This register 
is issued by a special society called the "Society of Lloyd's 
Register", "the general committee of which is composed oi 72 
members selected from various classes such as underwriters, 
ship.owners, ship-builders, merchants from London, Liverpool, 
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etc." The committee will not give its classification to any ship 
which has not been built according to its own regulations. 
This register is particularly referred to by the members of 
Lloyd's while underwriting risks on the ships concerned, as it 
furnishes detailed information as to the way the ship was built, 
its tonnage, its proprietor and its condition at the last survey. 

Average.-The word average, as used in shipping parlance 
means damage, loss or charges or some burden on property 
carried by sea. This risk is insur~ against in one form or other 
by policies of marine ·insurance both by Lloyd's as well as by 
insurance companies. Average is divided into two classes, "Viz., 
(r) Particular average, and (2) General average. 

Particular average is a loss or damage on cargo or ship as 
tlmJUgh sea I'erils ' .. c ... ned indeI'e .. d ... tly of th. g ... ""al saf.ty 
<>/ th_ "Whole ... t.rt>rise. Thus in case A had goods on board a 
ship and through accident, say a wave coming in, the same are 
damaged, the loss would be called a particular average loss and 
in case A has insured himself against particular average he 
will be able to recover same. 

In case of g ... ""al a"Verage, however, the damage or loss 
suffered is by the O"llJ"er for ge"eral safety and that too by a 
"Volu .. tary sacrifice. Supposing for example that a ship loaded 
with goods of A, B, C, D and E leaves the port of Bombay 
for Marseilles. On its way, somewhere in the Red Sea, it meets 
with a heavy storm and the captain finds that in order to sav"" 
the ship he must sacrifice a part of the cargo. He thus orders 
the goods that are most handy to be thrown overboard in order 
to lighten the ship, and in this process the goods of A are 
totally lost, whereas half of the goods of B are lost. The 
captain finding that the mast of the ship was endan)ering its 
safety. orders same to be broken and thrown overboard. When 
the ship enters Port Said thereafter, an adjustment called 
average adiustment will have to be made by experts called 
average adjustors, by which the loss will be proportionately 
distributed among all interested in the venture, "Viz., A, B, C, 
D and E and the owner of the ship. In other words A, B, 
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C, D and E as well as theship-owner, will have to pay or 
contribute towards the total loss, .. iz.-the value of lost goods, 
plus the mast, plus harbour expenses and expenses of repair in 
order to enable the ship to proceed further with its voyage, in 
proportion to the value of goods of each, as well as that of the 
ship, and out of this total contribution A would be paid full 
value of his goods, B half the value of his goods, and the ship
owner the value of, the )DlIS1; and expenses of repairing as well 
a. harbour dues. 

p. P. I. Policy.-The c~tract of insurance is said to be a 
contract of indemnity, and thus all that the insured can claim 
is to be indemnified for the actual loss suffered. In other 
words, he cannot, by insuring prop~ which does not belong 
to him, or in whicb. he has no interest either as a money-lender 
or mortgagee, or in any other capacity, or where the destruc
tion or damage to the property does not entail a pecuniary loss, 
claim to recover the amount covered by the policy; and the 
policy in such a case is void in law and is known as a wager 
policy. This is because here the insured is taking out a policy 
with a view to bet ',or gamble on' the chances of the goods 
or the ship that he has insured being damaged or destroyed, and 
the law sternly discourages such transactions. On Lloyd's, 
however, policies known as "P. P. I." or "Policies proof of 
interest" or "Honour policies" are taken out, where the under
writer guarantees that even if the insured may not have any 
,insurable interest in the subject matter insured, the policy shall 
be payable in case of loss or damage to the subject matter 
insured. This of course does' not make the policy enforceable 
at law though me,mbers of Lloyd's may be relied on to carry out 
their enlagements to the letter. 

FIRE INSURANCE. 

A contract, of fire insurance is a contract by which the 
insurance company, or the underwriter, or the insurer under
takes, for a consideration in form of a payment of money either 
in a lump SUJD or in instalments, to indemnify the insured 
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against the consequences of a fire, or the loss of injury as 
arising therefrom during an agreed period and up to a certain 
amount. The contract is to be found embodied in a document 
known as the "policy of the insurance". 

Here, also, as in the case of life and marine insurance, the 
msured must have an insurable interest in the article insured, 
-i.B., he must be in such a position that by loss, destruction, or 
damage of the propertY he stands to suffer a pecuniary loss. 
In short, all the principles of insurable interest applicable in 
case of marine insurance apply to fire insurance. 

The Policy.-It has been held in various English cases 
that it is not necessary to have an actual formal policy in order 
to constitute a valid contract of fire insurance. A slip initialled 
by a broker with a view to the preparation of a policy may be 
taken as a contract of insurance, and it has also been held that 
e. mere proposal to insure followed by an acceptance of the 
proposal, in itself constitutes a valid contract of fire insurance, 
even though no payment by way of fire insurance premium has 
.been made. The general practice is that after the proposal by 
the owner of the property for insurance, and after its accep
tance, a doc111Dent called a "cover note" is handed to the 
insured. This cover note is given as a protection between the 
interval of time covered by the proposal and the consideration 
of that proposal by the company or the underwriter. It has 
been held that such a cover note would be sufficient to enable 
the holder to claim, damages in case the fire occurred during the 
interval. In short, the cover note, or an interim protection 
lIlote, constitutes a binding contract for the time m,entioned in 
it. 

The Risk.-The risk on fire policy co=ences from the 
moment of time the cover note, or the deposit receipt, or 
the interim protection note is given, and continues for the term 
(!Overed by the contract of insurance. It is the practice to 
allow a certain number of days as days of grace within which a 
fire policy may be renewed after the expiration of the term. 
In such a case, if fire occurs within such a time the insured 
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would be entitled to recover the damages. Tbe days of grace 
only apply wben the insured has the intention to renew the 
policy; failing that, the policy expires on the day tbe period 
runs out. If, on the other hand, it is expressly stipnlated in 
the policy that unless tbe renewal premium is paid and the 
renewal risk is accepted the insurance wonld expire, the 
insured would not be able to recover in a case where fire 
occurred after the expiration of the term and before the accep
tance by the fire _insurance company of a proposal for further 
insurance .. 

Lo •• by Fire.-The question as to what is 'the precise 
meaning of the expression "loss by fire" has frequently arisen. 
Of course, the literal meaJling, 'Viz., damage, loss or deteriora
tion through ignition is included, but much more than that is 
covered. In India the Municipal Acts of the different pro
vinces lay down that damage by fire within the meaning of 
policies in India, would include any damage done in the exer
cise of powers, in case of an outbreak of fire, by a magistrate, 
or members or secretaries of committees, or members of B fire 
brigade by way of breakage, pulling down of premises and 
through any measures that may have to be taken in case of 
fire to preserve lives or property. The exact' wording of the 
Bombay Municipal Act of 1888, Section 363, is as follows:-

H Any damage occasioned by the fire brigade in the due execution 
oi their duties, or by any police or municipal officer or servant who 
aid. the fire brigade, .haII be deemed to be damage by fire withln the 
meaning of any policy of insurance against fire." 

It would also include the. damage to a property caused 
througb heating which heat has been engendered by some pro
perty near it which has caught fire. Of course, pure and simple 
heating, without there being any ignition of the'property itself 
or anything near it, wonld not be covered by the expression 
"loss or damage by fire". In case of lightning, if the actual 
fire has been caused by such an accident, it wonld, of course, 
be covered by the ordinary risk of damage by fire, not other
wise, unless specifically provided for in the policy, as is usually 
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done. In short, losses directly caused by- or through fire, '.8., 
those that are direct· consequences of fire, are covered. The 
others are not covered unless specifically provided for. If the 
loss is caused through the malicious act of the insured himself, 
he would not be able to recover ; but it would be no excuse for 
the underwriter to say that the loss was caused throngh the 
negligence· of the insured. 

Fire policies usually cover loss through fire whether caused 
through lightniog, explosion of boilers used for domestic pur
poses or explosion of gas used for domestic purposes or io a 
buildiog not used as gas works. They do not ioclude loss 
through fire caused by spontaneous fermentation, earth
quakes, subterranean fire, riot, civil commotion, foreign enemy, 
military or usurped power, rebellion or iosurrection. 

Ablolute Good Faith.-The contract of fire iosurance is 
a contract ub.rrima<! fid •• , •.•.• a contrast based upon absolute 
good faith, and therefore,.the insured must make full and 
detailed disclosure of all material facts likely to affect the 
judgment of fire offices io determioing the rates of premium or 
deciding whether the proposal should be accepted. 

The description of the property, when asked for, should be 
correctly given, and all iuformation that may be required. as 
to the class of goods and articles that are kept on the premises 
or io the surroundiog neighbourhood, should be accurately 
supplied. . 

Claims and A v:erage. -In case of an outbreak of fire the 
first care that the insured must take is to give notice to the 
iosurance company. The policies generally provide for notice 
io case of an outbreak within a specified titne, which clause 
should be strictly complied with. The claitn to be made out 
should be for the exact value of the goods damaged or destroyed 
at the date of the fire. In case of goods partly destroyed or 
damaged, details as to their value io good condition (and io 
damaged condition) ought to be made out and furnished to the 
iosurance company. In case of damage to buildiogs, a sum 
amounting to the cost of repairs of the daniage, with due 

38 
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allowance for the greater value of the new premises over the 
old, should be the basis of the claim. This is, of course, 
applicable where the policy covers the full value of the pro
perty; but in fire insurance the pecu1iarity is that, unlike 
marine insurance, the insurance company cannot, in case the 
property- is partially insured, claim to pay only a proportional 
loss, i.B., loss in the proportion in which the amount insured 
stands to the full value of the property. The compauy is, in 
fact, liable for the whole loss, as far as the amount insured 
covers that loss, irrespective of the value of the whole property ; 
B.g., if a property is worth Rs. 50,000 and is insured for 
Rs. 20,000 and the damage has been caused to the extent of 
Rs. 5,000, the insured can recover his full Rs. 5,000. Policies, 
however, counteract this advantage from the point of view of 
the insured by inserting clauses known as "average clauses" 
under which it is expressly provided that in such cases the loss 
in proportion to the risk covered.Ml the property can only be 
claimed. These averag~ clauses have now developed into a 
number of variations suitable to various circumstances. It may 
be added here that the fir!, offices by inserting a clause called 
"reinstatement clause" reserve to themselves the right to 
reinstate the property instead of paying in money. This clause 
goes a long way, in practice, to prevent rapacious and fraudu
lent claims being presented. 

SubrogatioD.-5ubrogation is a doctrine applicable both to 
fire and marine insurance, by which the _ insurer or the under
writer, becomes entitled to claim all advantages of every right 
of the insured on his paying compensation to the insured, 
against third parties who may be proved to be responsible for 
that loss, owing to such third parties' negligence, default, etc. 
In the words of Brett, L. J.: "As between the underwriter and 
the assured, the underwriter is entitled to the advantage of 
every right of the assured, whether such right consists in con
tract, fulfilled or unfu1filled, or in re)Iledy fat tort capable of 
being insisted on, or already insisted on, or in any other right, 
whethel! by way of condition or otherwise, legal or equitable, 



Shipping, Marine and Fire Insurance 595 

which can be, or has been exercised or has aCcrued, and 
whether such right could not be· enforced by the insurer iri the 
name of the assured by the exercise or acquiring of which right 
or condition the loss agairist which the assured is irisured can be, 
or has been, dimiriished" (ClUt.llia" v. Pnstrm (1883), II· 

Q. B. D., p. 388). 
To take an iristance, it often happens that a lessee takes 

the lease of premises for a long period~ which lease covers the 
repairs to premises. The lessee under this covenant would be 
bound to repair the premises even iri case of damage by fire. 
Now, if the premises has heen insured by the landlord: and 
fire occurs, the landlord can recover the loss ~ediately from 
the insurance company or the irisurer, and the insurer or the 
insuranee company can, in their turn, recover the amount from 
the lessee, because, on their having paid the loss to the lesser, 
i .•. , the landlord, the landlord's rights are subrogated to the 
insurer. 

Auignment of Policy.-A fire policy can, according to 
English Common Law, be assigned ouly with the consent of 
the insurer or the insurance company. It is said to be a contract 
of a personal nature, and therefore a policy of insurance does 
not pass with the sale or assignment of the property on which 
it is effected. A transfer or assignment with the consent of the 
insurance office, as stated above, would ouly give an effective 
right to the assignee. In connection with this, sections 135 
and 49 of the Transfer of Property Act, 1882, are important. 

Se<.otion 135:-
uBvery assignee by endorsement or other Writing of policy of 

marine ,insurance, or of a policy of insurance against fire, ill whom 
the property in the subject, insured shall be absolutely vested at the 
date of the assignment, shall have transferred and vested in him all 
rights of suit as if the contract contained in the policy had been made 
with himself." 

Section 48:-
IIWhere immoveable property is transferred for consideration, and 

snch property or any part thereof is at the date of transfer insured 
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against loee or damage by fire, the transferee, in case of such 1088 or 
damage, may, in the absence 01. a contract to the contrary. require any 
money which the tr8D8feror actually receives under the policy, or 80 

much thereof as may be necessary, to be applied in reinstating the 
property." 

Section 135 virtually states the law as to transfer of a 
., marine policy both in England and India. The only peculiaxity 

to be noticed in the language of this section is in connection 
with the words "in whom the property in the subiect insured 
shall be absolutely vested at the date of as.ignnxent". These 
words may mean either that the absolute owner of the property 
alone can transfer or' that any holder of the policy can transfer 
such interest in the property as JIlay be absolutely vested in 
him. The latter meaning is presumably aimed at according to 
the best authorities. 

Section 49 deals exclusively with immoveable property. 
Here our Indian law differs from the English. Here. unlike 
English law. the policy virtually passes to the purchaser on 
the transfer of the insured property. 



CHAPTER XIV. 

NEGOTIABLE INSTRUMENTS AND 
INSTRUMENTS OF CREDIT. 

Bills of EJ;cbange, Promissory Notel, etc~From very 
e~ly date the necessity of using various instruments of credit 
was felt by business men, and by the custom of trade various 
documents C8jJle into use. These documents received, now and 
again, the sanction of Law courts when disputes arose between 
business men using it. This sanction was given after the usages 
were proved before Law courts and accepted as settled law in 
the interests of trade and public convenience. Later on the 
law relating to bills of exchange and promissory notes was 
codified and consolidated. 

A bill of exchange is defined as an unconditional order 
in writing, addressed by one person to another. signed by the 
person giving it, requiring the person to whom it is addressed 
to pay OD demand or at a fixed determiDable future time, a 
lam certain in mODey to or to the order of a specified perIOD, 
or to bearer. 

Before proceedinJ to deal with the various legal and; fttsi
ness technicalities concerning bills of exchange the student had 
better understand what these documents are. 

The simplest of these documents is a promissory note. 
Supposing that A borrows from B boo or owes him that 
money. he ",ay give to B a promissory' note. in which he 
promises to pay B /,100 on demand. ot at some other future 
date, with or without interest. according to arrangement 
between them. The simplest form would be as follows:-

On demand (or at three months after date) I 

I~ 
promise to pay l\{r. B the Sl1m of (£100) P011l1ds One 

St p Hundred. for value received. 
am £100-0-0. (Sd.) A. 

London, 10th JlIDe, 1939. 
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This instrument puts the debt in what is called a "tangible 
form", and B the holder of it, has not only the consolation of 
having a written acknowledgment of this debt, hut also, in case 
he is in want of maney and the debt is not due (in case where 
it is to be paid after some time), he can raise money on this 
promissory note by discounting same with a bank, i .•. , selling 
it for its. value less a charge made by the banker by way. of 
discount, or transfer it to some other person to whom he (B) 
may be owing money. 

With regard to bill of exchange, it maybe an inland 
or a foreign bill. We shall :first take a simple example of 
an inland 'hill. A, a retailer; huys goods from B, a wholesale 
merchant, for say {,ISO. The arrangement is that A should 
have a credit for one month after the date of delivery of the 
goods and that a bill should pass between them. Therefore, 
B, when delivering goods to A presents an invoice for the 
goods he has sold and also a draft. drawn on A. This draft 
would be known as the draft of B which has to be accepted 
by A and returned to B, which makes it a complete document. 
The draft as drawn 'Would be in the following form:-

London, 20th July, 1939. i I One month after date pay to me or my order the sum 
Stamp ·of pounds OliO bllll_ aud fifty sterling, for value received. 

ll~. 

To Mr. A. 
(Sd.) B. 

The above draft when accepted by A, would bear across the 
face of it .the following writing:-

Accepted. 
(Sd.) A. 

Londau, 20th July, 1939. 

The holder of this bill, i .•. , B can now hold it till its due 
date, .. ia., '3rd August (which includes three days of grace) and 
recover {,ISO on that date from A the acceptor. If B likes 
he may endorse it over to anyone in payment of any debt 
owing, or if he happens to be in want of money, before ma~y 
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of this bill, he may discount it with his 'banker, ·as in the 
case of the promissory note dealt with above. It would thus 
be noticed that in this case, though A obtains goods on a 
month's credit, B obtains an instrument which to him renders 
almost the identical service that ready cash would have 
.rendered, because, he can either hold it on, or discount it and 
obtain cash, or use it in paY)llent of his own debt to others. 

In case of foreign bills, i .•. , bills drawn on firms and 
individuals outside the country, they are generally drawn in 
sets of three, each of which is called a "'Via", and as soon 
as any of them is paid for, the others become inoperative. 
They are drawn in a set so that they ·may be sent by different 
mails, or through different routes, ·to ensure at least one Teach
ing its destination. We shall take the following as an 
example:-

London, 21st July, ·1939. 
Sixty days ,after sight of this, first of exchange (second and third 

of the same tenor and date unpaid) pay to the order of Messrs. Lyon 
Sons & Co., Bombay, the sum of rupees two hundred, value received. 

To 

Rs.2OI).().(). 
Sd./- LYON SONS & CO. 

Messrs. Jamaspji and Framji, 
BOMBAY. 

The second would read as :-
London. 28th July, 1939. 

Sixty days after sight of this second of exchange (first I(LDd third 
of the same tenor BDd date unpaid) pay to the order of 'Messrs. Lyon 
Sons & Co., Bombay, the sum of rupees two hundred, value received. 

To 

Rs.200.().(). -
Sd./- LYON SONS & Co. 

Messrs. Jamaspji and Framji, 
BOMBAY. 

In the above example the set of bills ;s drawn by the 
London office of East India merchants, Messrs. Lyon Sons 
& Co., on Messrs. Jamaspji and Framji of Bombay for goods 
sent to them, and the bill is made payable to their Bombay 
branch's order. This set is then posted to the Bombay branch 
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which presents one of them for acceptance to Messrs. Jamaspii 
and Framii. On accep~ance the Bombay branch holds same 
on and recovers the amount to the credit of the London head 
office on the due dat;. This bill was drawn on Messrs. 
Jamaspji and Framii for money due by them as per invoice of 
goods sold and exported by the London office of Messrs. Lyon 
Sons & Co. 

What generally occurs with regard to these transactions 
is that large East India merchants, trading with foreign coun
tries from the United Kingdom, receive orders for goods either 
from their Branch offices or Agents. These branches or 
agencies secure indents from local dealers in the respective 
countries where they are stationed. Now supposing that the 
Bombay agent of Messrs. Robins Tucker & Co., East Indill 
merchants of London, send an indent which these agents have 
secured from a local dealer. The agents' name is Messrs. 
Rupchand & Co. and the dealer's name is Abdul Rahim. The' 
arrangement is that a bill may be drawn for the invoice amount 
at go days' sight on Abdul Rahim with interest at 6 per cent 
per annum. Messrs. Robins execute the order and make out 
their invoice as follows:-

Ia. ... oice of four boxes of wooll~ tweed, shipped per S. S. 
"Himalaya" for Bombay, on account of Mr. Abdul Rahim of Bombay, 
by Robins Tacker and Co., Bast India Merchants and Commission 
Agents. London. 

Mark. 

A 

R. T. 

1-4 

1-2 Superior No. 5 Tweed 

1,000 Yd •. @ 5/· 

3-4 Inferior C Tweed 
1,200 Yd •. @ 2/-

Packing 
Insurance and Dock Charges 
Freight 
Commission 

E. & O. E. 

£ •. d. 
250 0 0 

120 o 
£370 0 0 

1 10 0 
010 0 
500 

15 0 0 

£392 0 0 

Sd./- ROBINS TUCKER & Co. 
London. 1st August, 1939. 
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When these goods are shipped, Messrs. Robins would 
receive a bill of lading in a set of two or three. Messrs. Robins 
would also receive a marine insurance policy for insurance 
that they may have effected. They would then proceed to 
draw bills on the Bombay dealer according to the terms and 
conditions of the indent. They would draw. three bills payable 
to the order of their Bombay Agents, MessrS. Rupchand & Co., 
who may collect the amount to the credit of their (Messrs. 
Robins') account. This course is seldom taken in practice. 
What is generally done is that bills to the order of an English 
banker with a branch at Bombay are drawn. The English 
banker would then make an advance payment to the shippers, 
Messrs. Robins, on the bill, on same being handed over to him 
together with shipping documents, "Iliz., invoice, bill of lading 
and insurance policy. This English banker thereafter posts 
all these documents to his Bombay office, which presents the 
bill for acceptance to Mr. Abdul Rahin!, and when accepted by 
the latter holds same till due date, when he recovers the 
amount plus interest as agreed upon. In this particular case 
the bill would be in the following form :-

£392-0-0. 

R 
LoDdon, 1st Augost, 1939. 

Ninety days after sight of this first of exchange (second 
and third of the same tenor and date unpaid) pay to the 
urder of the Chartered lIank of India, Australia and China, 
the sum of three hu.ndred and ninety-two pounds. sterling, 
with interest added thereto at six per cent per annum, 

from the date hereof to the approzimate date of arrival of remittance 
ill London. and payable at the current drawing rate for the drafts of 
the above bank at sight on London. 

Value received in four cases of merchandise: per S. S. ICHimalayaU. 

Sd.,· ROBINS TUCKER & Co. 
Mr. Abdul Rahim, 

BOMBAY, 
"In case of need" with Messrs. Rupchand & Co. 
(Not. :-The abo .. form. bu t.a tabD. from. lbe 81. of aD .... IDdia merobaD.t, ) 

If this bill is not paid on maturity, or if the dealer Abdul 
Rahim refuses to accept or pay same on any excuse, the 
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Bombay llranchof the Chartered Bank would refer to Messrs. 
Rupchanc1 & Co., who ar .. stated on the bill as the "case in 
need", and who would try to settle any point raised by the 
dealer . Failing th3l1: the "case in need" would accept or pay 
for the "honour" of the London firm of Messrs. Robins. We 
shall in course ·of this chapter deal with the technicalities of 
all these expressions. 

Negotiability.-Bills of exchange and prolDissory notes are 
known as negotiable instruments. An instrument is nego
tiable either by law or by custom of trade. Bills of 
exchange and promissory notes have long been held to be 
negotiable instruments all over the com.mercial world. By 
"negotiability" is meant, that not only is the instrument trans
{erable by endorsement or delivery, but that apart from its 
transferability, the "holder in due course" of a bill, who ha. 
received it complete and regular on the face of it, for value. 
and without any notice as to the defect in title of a previous 
holder, acquires a good title, notwithstanding any defect in a 
previous holder's title, e.g., A gave a bearer cheque to B 
which B dropped on the road. C picked it.: p.p and gave it 
to D in settlement of money due by C to D. C then dis
appeared. D cashed the cheque. In this case neither·A nor 
B can ask D to refund the money because D can plead that 
he was "a holder in due course" of a negotiable instrument. 
It may be added here that the risk of a bona fide holder for 
value is defeated if there is a forged endorsement on the docu
ment because the rule which lays doWB that forgery gives no 
title applies to him with equal force. 

I'eculiaritie •• -A bill of exchange as mentioned ahove is 
defined in law as: "An unconditional order in writing 
addressed by one person to another, signed by the person giving 
it, requiring the person to whom it is addressed, to pay on 
demand, or at a fixed determinable future time, a lum certain 
in money, to or to the order of a .pecified perlon, or, to 
bearer." 
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The words in heavy type in the above definition should 
be carefully noted. A bill must, of course, be in writing. It 
must be unconditional. The time mentioned must be fixed 
and determinable, as "one monthtJ or "five months". If a 
bill is drawn payable "on the day it rains in July, of this 
year", it would be bad for uncertainty because it may never . 
rain during that month. 

The amount payable must also be a sum certain, such 
as Rs. 5,000. If interest is payable the rate agreed upon must 
also be included. A bill drawn for "an amount which the 
court of arbitration may award" would not be certain. Again 
if the amount as mentioned in words differs.from that indicated 
in figures, the sum expressed in words would be payable. 

Both the drawee, i .•.• the person on whom the bill is drawn, 
as well as the payee, i .•.• the person to whom it is payable, 
ought to be mentioned with reasonable certainty, unless the 
bill is made payable to bearer. A bill is not void by reason 
of its being undated, or because it does not state the 'place 
where it is drawn or made payable. The same rule applies 
in case it is ante-dated, or post-dated, or dated on a Sunday. 

In case of undated bills or acceptances, the holder may 
insert the right date, and the period runs from that date. Pre
sumption always is tha~ the date mentioned on the bill is the 
correct one unless the contrary is proved. If an incorrect date 
is inserted in "good faith" by the holder, it does not invalidate 
the bill. If no date of payment is mentioned in a bill it is 
deemed to be payable on demand. If the payee, i .•.• the person 
in whose name the bill is made payable, is -fictitious person, 
the bill is payable to bearer. It is the practice with some to 
draw cheques as payable "Wages or Order" or "Salaries or 
Order" when they wish to draw for payment of wages or 
salaries. In law these are bearer cheques as they are drawn 
in favour of fictitious persons. Banks generally discourage 
their customers from drawing cheques in this fashion. 

It often happens that a blank stamped huftdi paper or a 
bill of exchange form is handed by the signatory with his 
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signature to be filled in afterwards. This act is construed as 
a prima ' .. ci. authority to the party receiving the stamped 
paper, to fill in any sum up to the .. mount co".,.d by the stamp, 
so far as he does so in a reasonable time. The law goes 
further and lays down that this authority to fill in is not 
restricted to the person to whom it was origina1ly given, but 
is also extended to any holder, so far as the signer had delivered 
this blank paper to the original party of his own accord. It 
would thus be seen that the holder in due course gets ample 
protection on a bill of exchange. These documents are called 
"incohate" J or "incomplete" documents. 

The wording of a bill of exchange must import a demand 
and not a request. The sum payable is not regarded as uu
certain although it is required to be paid with interest. 

A hill is generally made payable to the drawer, a payee, 
or to bearer. If however the payee's name is not filled in, 
it is open to any holder for value to fill in his own name and 
sue on the bill. A holder in due course of such a bill, the 
previous endorser of which had filled in his own name in the 
blank space left for the payee's name, would also be entirely 
protected. It may happen that the payee's name is filled in 
by the drawer but incorrectly spelt, in which case the bill is 
valid, and the payee would have to endorse it first in the way 
in which he is incorrectly described in the bill, and then add 
his own correct signature. 

The Partiel. -It should also be remembered that the 
parties to a bill are (I) the Drawer, the person who draws 
the bill. He is known as the ":Maker" in case of a promissory 
note, (2) the Drawee, the person on whom the bill is drawn .. 
He becomes the acceptor after he has signified his assent to., 
the order of the drawer by writing the word "accepted" rightl 
across the face of the bill with his signature and date. (3) Thel 
Payee is the person to whom the bill is payable. The drawer' 
may make the bill payable to himself or may name another) 
person in the bill to whom it has to be paid. (4) The Payee! 
of the bill may be the original payee named in the bill ori 
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one to whom the bill is endorsed over by this original payee. 
In case of a bill or a promissory note payable to bearer, the 
bearer is the holder. (5) When payee endorses the bill he is also 
known as the Endor.er, and the person to whom it is endorsed 
is the Endonee. The endorsements are of various kinds as 
we shall see later. 

Ai:ceplaDce.-We shall now proceed to discuss the various 
peculiarities as to acceptance. An acceptance is the significa
tion of the drawee's assent to the bill. This is usually done 
by him through his placing his signatare 0;' the bill with or 
without the word accepted. The usual place for writiug the 
acceptance is on the face of the bill, but it may be written even 
on its back, and if the Court is satisfied that the signature was 
so placed with a view to acceptiug the bill, it would be a valid 
acceptance. The acceptance may be general or qualified. 

A Gs"e,a! ACespta"eo is where the drawee signs his name 
across the face of the bill with or without the word "accepted", 
thereby signifying his assent to the bill. As a general rule 
the bill must always be accepted generally, and if the acceptor 
adds any qualification to it, it becomes conditional acceptance, 
as we shall see later, in which case the drawee may either 
agree to such an acceptance or treat the bill as dishonoured 
for non-acceptance, and move on it. 

A Qualified. ACeeptanes.-An acceptance may be. qualified 
in various ways. It may be qualified .s 10 the amounl; 
s.g., a bill may have been drawn for £Soo, whereas the 
acceptor perhaps, arguing that he owes only £300, maY accept 
for £300, as, "Accepted for £300 (three hundred) only". 

It may be qualified as 10 lime, o.g., where a bill is 
drawn payable one month after date, the drawee accepts it 
as "Accepted payable three months after date". 

It may, on the other hand, be qualified as to place and 
made payable at a particular place, and there only, as "Accepted 
payable at the Lloyd's Bank, and there only". If the words 
"and there only" were not there, the acceptance would not 
be a qualified acceptance because the holder can still present 
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same at the' business place of the acceptor, the bank's name 
being here mentioned as a convenient place of payment, but 
with these words added, it becomes qualified as they make pre
sentment at the bank compulsory. 

It may be accepted as payable in instalments, as "Accepted 
payable in monthly instalments of £,so". The drawer or holder 
of a bill is not bound to agree to an acceptance which is quali
fied. He can treat the bill, as dishonoured, and JIlOve for 
remedies open to him on that ground. In fact he ought to 
take a. qualified acceptance without the consent of all endorsers 
and the drawer, otherwise they would be released from their 
obligations on the bill. 

In case of foreign bills, a "Case in Need" is generally 
stated on the bill (see the form given on page 601). This 
"Case in Need" is the agent of the drawer in the foreign 
country, where the bill is made payable. When, therefore, 
the bill is dishonoured either by non-acceptance, qualified 
acceptance, or by non-payment, the holder refers to this "Case 
iu Need". The "Case in Need" either gets the proper accept
ance, or failing that, gets the bill protested for non-acceptance 
and accepts same himself for the "Honour of the drawer". 
This is known as an I' Acceptance for honour .upra. protelt". 
The holder then holds it till the due date, when' he presents 
it again to the drawee for payment. If payment of the bill 
be also refused, he should :first get it protested for non-pay
ment and then present same to the "acceptor for honour" who 
pays same for the honour of the drawer. 

The object served by this acceptance and payment for 
honour by the "Case in Need" is to save expense by way 
of interest and loss on exchange 'which would necessarily 
follow, as these foreign bills are generally dra"", and dis
counted in the country of their origin. In absence of such an 
arrangement. on the drawee's refusal to accept or pay the bill, 
the banker's foreign agent or branch office would' refer the 
bill back· to the office through which it was sent to him for 
collection. This would mean waste of time, during the whole 
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of which banker's interest keeps running, not to speak of the 
great inconvenience to drawer and loss on exchange, whereas, 
it may be that the refusal to honour was based on grounds as 
could easily have been settled by an Agent on the spot. 

It may be noted however that protest is only nace_1')' 
in" case of foreign bills, specially when they appear to be such, 
but, if there is nothing on the face of the bills to indicate theiJ; 
foreign origin, they need not be protested. In English law 
protest is not necessary in case of a for.,;gu promissory· note. 
Protest is compulsory because the law of many foreign coun
tries make it so. Noting only applies to inland. bills and is 
not compulsory though desirable. 

Protelt for Beller Security.-It may happen that the 
acceptor of a bill suspends payment, or becomes insolvent, 
before maturity of the bill, and in that case the holder for 
value may, for his protection, get the bill protested "for better 
security" against the drawer and previous endorsers. This 
gives the drawer, or the endorsers, an opportunity to accept for 
honour. The only disadvantage is that the expenditure on this 
"Protest for better Security" is not recoverable from" the other 
side. 

Acceptance for HODonr.,.....With regard to the acceptance 
for honour, it may be noted that the "acceptance for honour" 
may be for honour of the drawer, or endorser, or one or more 
of them. If the acceptance does not state for whose honour 
it is made, it is presumed to be for the houour of the drawer. 
The acceptor for honour must be a" person, who is not in any 
way liable on the bill, but who simply interv~nes on behalf of 
a friend with the consent of the holder of the bill. When 
he pays the bill, which he has accepted for honour, he succeeds 
to the rights and duties of the holder, as against the party 
for whose honour he pays, and against all parties liable to that 
party. 

When a bill is accepted for honour, it is understood that 
the same would be presented for payment on the due date by 
the holder, and that in case of non·payment, it would be Doted 
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and protested, and that due notice would be given to the 
drawer. 

Endorlement.-A bill or a promissory note is said to be 
endorsed when the holder by writing his signature on the back 
of the document transfers his rights to some one else. The 
writing and signature are called the endorsement, the person 
endorsing the "Endorser", the party in whose favour it is 
endorsed the "Endorsee". 

The endorser of a bill, in case of non-payment, or non
acceptance, would be personally liable to a subsequent endorser, 
•. g., if A endorsed a bill to B, and B endorsed it to C, and 
if C cannot get the money for the bill on its due date from 
the person who is the acceptor. C can hold B responsible and 
B would have to pay C. B in his turn would recover the 
money from A the for;mer endorser, and so on. 

Different Class.. of Endorsementl.-The endorsement 
may be either-

(1) Blank, i.B., only a signature, or 
(2) Special, •. g., Pay to John Smith or order. 

Sd./- William Green. 

(3) Partial, B.g., where only a part of the amount of the 
bill is transferred. This does not operate as a 
negotiation of the instrument; but may authorise 
the endorsee to receive payment of the amount 
specified. The law lays down that an endorse
ment must relate to the whole instrunIent. 

or (4) Restrictive, i .•. , (a) where it prohibits further nego
tiation, as, "Pal' to M. only" or (b) restricts the 
endorsee to deal with the bill as directed by the 
endorser, as, "Pay to M. or order for collection". 

or (s) Sans R.e"",< •• , i .•. , where the endorser makes it clear 
that the endorsee, or the subsequent holders should. 
not look to him for payment in case of the bill 
being dishonoured, •. g., if A endorses a bill 
"SaflS R.eo ..... " to B, and if B agrees to take it 
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with such IIll endorsement, he takes it with the 
understl\llding that in case he (B) fails to recover 
money from the acceptor, or lilly of the previous 
endorsers to A, he (B) CI\llnot sue A on the bill. 

EnClorsements, as we noticed above, are written on the 
back of a bill, IIlld when all the space there· is filled in with 
endorsements, a slip is attached for further endorsements called 
an "allonge". 

It may be added that there is no objection in law to the 
conversion of a Blank endorsement into a Special endorse
ment. 

Disbonour_-A bill, as we have seen, is said to be dis
honoured when the drawee refuses to accept it when duly 
presented, or when it has been accepted IIlld the acceptor fails 
to meet it on due date. A bill must be presented for par
ment to the acceptor on the due date, at his business place, 
IIlld at a reasonable hour. If he has no place of business it 
may be presented at his residence. The presentment must be 
made to the acceptor or his' agent duly appointed. 

As soon as a bill is dishonoured, the holder must give 
notice of dishonour to the drawer and all previous endorsers. 
The notice, though not required to be in writing at law, must 
be a written notice for safety. The notice must be given within 
a reasonable time, i.s., if both the giver and the receiver of the 
notice reside in the same place, it should be given the day 
after dishonour. If, on the other hand, they live in different 
places, the notice must be posted the day after dishonour. 
Anyhow, the holder must give notice of dishonour within a 
reasonable time. Of course, if, for some reason, the notice 
could not be given, or did not reach any of the parties, 
through no fault of the giver of the notice, he would be excused. 
Otherwise, failure to give notice within reasonable time would 
release all endorsers previous to the party failing to give notice, 
as well as the drawer. 

Besides giving the notice as aboVe referred to, the holder 
must get the bill "Noted". This is done through a Notary, 
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who presents the bill, notes down in his register the fact of 
its dishonour and the reason, if any, given by the acceptor 
for so doing. When the bill is a Foreign Bill, it requires 
also to be "Protested". The Protest includes a copy of the 
bill signed by the Notary making it, and ststes the name of 
the person at whose request the protest is made, the cause and 
reason of protesting, the demand made and the answer given, 
or if the drawee or the acceptor could !lot be fonnd, that fact 
is stated in the protest. In case of inland bills noting alone 
is sufficient. 

Lost BilI.-When a bill is lost, the holder can, on giving 
proper security to indemnify the drawer and acceptor against 
all persons who may claim from him, in case the bill be found, 
force ,the drawer to give him another bill of the same tenor. 

Accommodation BilI •. -Often bills are drawn, accepted 
and endorsed, for the accommodation of one or more of the 
parties concerned, thongh no value has passed on them. These 
are known as "Accommodation Bills" or "KitesH

, e.g., A. B 
and C are each in want of {,Iooand they arrange that A should 
draw a bill for {'300, which B should accept. That A should 
then endorse over this bill to C, who in his turn should dis
count same with his bank. They then divide the proceeds 
among themselves. This bill is an accommodation bill 'because 
here A, B and C, the parties to the bill, are accommodated, 
whereas, the banker is a holder for value. The holder for 
value can, therefore, recover the amount of the bill on due 
date from the acceptor "B", and failing him, he can sue C 
and A in turn. Here the fact that the bill was an accommoda· 
tion bill, and that full consideration for it was not received 
by B the acceptor, would not affect the banker as a holder for: 
value. With regard to the accommodated parties, the partyJ 
who accepted or endorsed a bill, without receiving value, mayj 
raise that question successfully, and plead it against any of the>' 
parties to the accommodation. 

Bill. and Promissory Nole. by Imants.-An infant is 
not liable on a bill or promissory note drawn, accepted on 
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endorsed by him, unless it has been so drawn, accepted, or 
endorsed, for necessaries of life. In this case the liability of 
the infant is said to be based on the consideration and not on 
the bill. When a person who holds this bill tries to enforce 
it against the infant, the burden of proving that the bill was 
obtained against necessaries supplied· would be upon such a 
person and if such a person 'were to endorse this bill to a third 
party, that third party cannot clainI to sue the infant <>D the 
bill itself as an endorsee. If an adult is a party to the bill 
side by side or jointly with an infant, the bill can be enforced 
against the adult. An infant of course can always sue on a 
bill. 

Signature. -The signature or endorsement on a bill is the 
nsme of the party so placing his signature, or" that of the 
firm which he represents with proper authority. The law 
says that in case of a partnership, a bill, or ~ note, can be 
drawn, accepted,and endorsed, in the regular course of the 
business of partnership by any of the partners, or if the part
nership agreement specifically provides, by the partner who has 
charge and management of the firm under this agreement: 
The manager of a firm or company may, draw, accept and 
endorse bills of exchange, in the regular course of the business 
of the firm or company. In case of partners they sign in the 
nsme of the firm, whereas a manager or an assistant holding 
a power of attorney would sign as :--flo, 1>ro. Smith &> Co., 

JOhn Robinson. 
A manager, agent or secretary of a company would sign 

as:-
The Lending and Borrowing Corporation, Ltd., 

L. RAJAIW[, 
Manager. 

If, on the Contrary, 1,. Rajaram signs as:-
L. RAJARAM, 

Manager. 
The Lending and Borrowing Corporation, Ltd., 

the signature would not b. reckoned as one by the manager 
of the company on its- behalf, but would be considered at 
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law to be the personal signature of L. Rajaram. It must 
also be borne in mind that in case of "per pro" signatures 
it is clear that the person placing such a signature claims his 
authority to sign under a power of attorney. This power of 
attorney may be either very limited, or very wide and general, 
and therefore, before accepting this type of signature on any 
important document, or on a bill for a large amount, care 
should be taken to inspect the power with a view to ascertaining 
whether the signature on such a document falls within the 
scope of the authority of the person signing. It must also be 
noted that if John Smith holds a power of attorney from the 
firm of say Messrs. Ralli Bros., and if, he happens to have 
granted a power of attorney to his friend Thomas Williams, 
Williams cannot sign for Ralli Bros., and therefore a signature 
such as the following should not be accepted:-

Ralli Bros. 

p. p. Jomr SHlTII, 
THo .... wn.LLWS. 

On the same principle the Directors of a Company when 
they sign 'ought to sign as:-

The Lending and Borrowing Corporation, I.td., 
Hntp NAmoo, 
HAROON lOur..D'r', 

m""tcrs. 
U on the other hand they sign as:-

Hm]l NA'lBOO, 

JLur.ooN KIWoID, 
D'f'ecUws. 

The Lending Bnd BottowiDg Corporation. Ltd., 

the signatures would bind them personally, and would 
not be considered as their signature on behalf of the Company. 

The signature on a bill or note may be a mark, provided I 
there is evidence to prove that the person signing by mark; 
habitually signs in that fashion. 

AlleratioD.-U a bill or a negotiable instrument is altered, 
its validity would be aftected according to whether the altera
tion is material or not. The materiality of the altemtion is a, 
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question of law, and in the following cases the alteration has 
been held to be material :-

I. Alteration of date. 
2. Alteration of the ~ payable. 
3. Alteration of the time of payment. 
4. Alteration as to the place of payment. 
s. Addition of a place of payment where none is 

mentioned. 
6. Alteration Ol" addition of the zate of interest. 
7. Addition or removal of the name of a joint maker. 
S. Conversion of a joint bill into a joint and several bill. 

The following are not !Jlaterial alterations:
I. Addition of a wrong date of maturity. 
2. Cancellation of the words "or order" when they were 

there before. 
3. Conversion of an order bill into a hearer bill. 

HUNDIS. 

As we have already seen in the beginning of this ahapter, 
the Negotiable Instruments Act generally does not apply to 
instruments in any oriental language (h .. ndis), but where, by 

any words in the instrument itself, the usages regarding wch 
instruments are excluaed, or where the writing expressly 
indicates an intention that the legal relations of the parties 
thereto shall be governed by the N egotiabl~ Instruments Act, 
the Act will apply. In the absence of either of these indica
tions, " .. "dis in oriental languages shall be governed by local 
usages applying to such documents. H .. ndis are principally 
divided into two classes, "iz., (a) the Shalt Jog> h .. ndis. and 
(b) the Jok"mi h .. ndis. 

Tbe Shah Jogi Hundi.-This is drawn by one merchant 
on some other merchant asking the latter (drawee) to pay the 
said " .. nd. to a "sha"". i .•.• a respectable holder. after making 
proper inquiry and taking the usnal precautions taken by 
merchants in that line of business. It usually states the name 
of the person on whose account the h .. ndi is drawn. or who 
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has (as is usually the case) deposited money with the drawer 
against the h .. "d. in question. The documents are generally 
used for the purpose of remittances. The drawer never accepts 
this h .. "d', but it is generally presented, to the drawer at the 
~e of payment by the holder. These are not instruments 
which come under the designation of those "payable to bearer", 
but are "payable to respectsble holder" or "sMh", and the 
usage throws this duty on the drawee, .i.I., the duty of ascer
tsining that the payee is a .. sh4h". In case the h .... d. is 
in<1orsed as payable to a particular person named in the indorse
ment, the drawee must see that he pays to that person and no 
other. As long as the drawee pays the said hu .. di bo .... fide to 
a "shah", he is entitled to recover the amount from the drawer. 
In case the h .... d. turns out to be bad because it was forged 
or obtained by' fraud, the "shah" collecting same has to make 
good the money or to present the guilty party to drawee. If 
the "sh .. h" makes a mistake in collecting the " .... d. for a wrong 
party, he has to make good the amount with interest at 
the rate of 6 per cent from the date of payment to the date 
of refund. It has also been decided recently that in. case of 
4 SMh ;ogi h .... di. the drawee paying to the' 'iluih is not 
absolved frOIlJ liability to the owner of the hund'. if the IMII 
had no title' to. the Ia .... di owing to a forged endorsement. 
'(MadMvdas ].IMb,.. v. D ... d/1s V4'dau (1934), BOIm4,.R. 
9291. 

Arising ·from this case when the drawee wanted to be 
indemnified by the sh..,. for money which he had to pay to the 
holder, and thus to recover back from the sMh the money paid 
to the IMII on the sMh jogi h .... di with a forged endorse
ment, it was held by the Appeal Court that the cause of action 
against a sMIa who receives payment under these circumstances 
is to re-imburse the drawee for money had and received to the 
use of the drawee, based either on the money having been paid 
under a mistake of fact, or withoot consideration, and does not 
arise upon any implied covenant for indemnity. (MadMvd/1s 
],tll4bho.i v. Sif4'4m R4m NM4Yll$ (1934), Bom. L.R. 941). 



Negotiable Instruments and Instruments of Credit 615 

It has been held in an A11ahabad case, that a shah jog; 
hUMi is not a bill of exchange under the definition of the 
Negotiable Instruments Act (Ma"gal S."-Jaid.o Pmsad v. 
Ga"esh, (1936), A.I.R. All. 396). It was also hcld in the same 
case that a shah jog; hUMi is a negotiable instrument inde
pendently of the provisions of. Negotiable Instruments Act in 
spite of the fact that it does not fall under the definition of 
a bill of exchange under that Act. 

The Jokhmi Hundi.-In the words of Bayley, J., (Raisey 
Am."ha"d v. Jus.a; Vizpal. Bom. .sth July, 1871): "A 
jokhmi hundi is in the nature of a policy of ... insurance, with 
this difference, that the money is paid beforehand, to be 
recovered if the ship is not lost". It is in' fact a mode of 
insuring goods shipped, peculiar to the native Indian :merchants. 
There are here three parties-the drawer or -shipper of the 
goods, the hu"diwau.. i .•.• the underwriter, and the mal';'ala. 
the consignee. The consignor consigns the goods, say, from a 
port in Cutch or elsewhere, to his agent or vendor in Bombay. 
He then draws a hundi on the consignee or malwala for the 
value or the goods and sells same to the insurer for cash, 
which is the vaIue less the insurance premium charged. The 
h""diwala sends the huMi either to his branch office or agent 
in Bombay. The hu"di is then presented after the goods arrive 
safe in Bombay, to the consignee or malwala who pays same 
and takes delivery of the goods, or in case he does not wish 
to take up the goods, he may hand over the goods to the hUM;
wala and leave him to fight the matter out with the consignor. 
The h""diwala. by his peculiar custom has no right to sue 
the malwala or consignee in case of non-payment or non
acceptance. His remedy is to recover the amount from the. _ 
consignor. In case the goods are lost totally, the hu"di can
not be presented, and the loss has to be borne by the h .. "diwala 
or underwriter. In case of partial loss or damage, the h .... di
wala is entitled to be paid in full. In case of general average 
loss the hu .. diwala or underwriter receives payment for so much 
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loss as may be computed towards the general average loss on 
these goods by the Average Adjusters (4 Bom. 344-45). 

The form in which these jokhmi h"ndis are generally 
drawn as given in the above reference (4 Bom. 344), is the 
following: -

FORM OF JOKHMJ HUNDL 

"'To wit: here have been kept and retained from. Shah ..... .......... .. . 
RB ............ " ........ in full j so the hundi is jokhmi on board the vessel.. ... . 
.......•. nakwa ..........•.........• ownor ................. .Aftor the fixed time 4 (four) 
days after the vessel sball have arrived safely from the seaport town 
of .....••••...•........... at the seaport town of ........................ cIo you pay to 
Shah .................... . 

Zikri Chits.-According to Chalmers' "Negotiable Instru
ments", h"tulis, according to the custom of Marwari merchants, 
"are accepted for honour by means of 'Zikri chits' which are 
furnished by a party liable on the hvndi, to the holder, and 
are addressed to some other person who is thereby directed to 
pay the hundi if the drawee does not; the latter accepts by 
writing on the chit". The h" .. dis, according to the custom of 
shroffs, are not required to be noted or protested. 

Dhanijog HuucH. -This is a hu .. di which is payable only 
to a 610410, but it ~ay be cashed by the dlo4"i or holder of same. 

Purja. -A t>u';a is a written request, addressed to the 
lender and signed by the borrower, to pay the amount men
tioned in the instrument, and is stamped with one anna stamp. 
The rate of interest is as mentioned in the body of the t>u';a, 
and the period for which the loan is granted is never mentioned 
in it, but is either understood to be the period settled by the 
prevailing practice, or entered in a separate slip pinned to the 

• I>,,';a. The I>u,ja is not attested by witnesses. but is merely 
an acknowledgment of a debt. The name of the person throngh 
whom the sum is received is mentioned. These documents are 
generally used in connection with short loans, not exceeding 
three months. Frequently t>u';a is also given in a different 
form, that is, in the form of acknowledgment by the borrower, 
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declaring that he has credited the ~ount borrowed in his own 
account books in favour of the creditor. 

FORM OF PURJA. 

(Transliteration.) 
lIbai Sri Nathuram Tekal Chand Se1ikhe Bhuramal Gopinath ka 

Ram Banchiyo Ilprallch 11.11 500 Akhre Paneh So tttmhare paslya kjaara 
beyaj dar 6 as hissab bhejaehh so laiIeja ntpaiya jamadame cliadejo 
miti 30 karohcee 1986 sal miti Mshag. 

I 

(TransIatiOll.) 

(Sd.) 
Dstkhat • . 

SAwAlilrAlt NAIIATA. 

HOIlOllI'Od brother Nathuram Tekal Chand be pleased to accept the 
petiDga (Ram Ram) of Bburamal Gopinath. Fmtb,er Rs. 500, in worda 
rupees five hundred, is being taken from you th~ interest on which 
at the rate of 6 as. is .... t herewith. Please accept it and pay the 
mOlley to ]amadar, dated 30th day of Magh 1986 Sal 

(Sd.) SAW""""" NAHAT •• 
(Not..-Beapl PI'oviDcial Bantina lnquil'J' OommiHoe'. Beport.) 

Hatcbila.-This is a sheet bound in the account book of 
a creditor and entered in the form of a ledger, bearing one anna 
stamp and the signature of the borrower. 

Khatapeta. -Thi$ is an account in the creditor's book, 
showing on. the debit side all amounts advanced to the debtor 
and interest accrued, and on the credit .side all payments as 
well as interest paid. No receipts are given for the repayment 
of interest. K hatapetG is itself considered sufficient as it is of 
the. account and money given. The debtor makes written 
requests from the creditor for all advances he wants, and has to 
go and see that all his repayments, as well as payments of 
interest, are duly entered to his credit, in the ssme khatapetG. 
This form is generally maintained by Marwari bankers. 

Dar ..... i and Nadappn vaddi Hundis.-These are sight' 
h .... dis payable at sight, but the second has this peculiarity, 
that it carries interest at the fladapp" "addi rate from the date 
of presentation. 
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DARSANI HUNOI FORM. 
(Transliteration.) 

Bandi leni Bheja Amad. 
Haj; Sal. Mnhammad. 

Hundi lani bheja. 
Sohwa! Munsilal. 

Boo Sahanlal M1U1Silaljoga .. Jog Thaknrdas Agyaram. 

Sri Hari. 
Motllal Paramananda Wardha. 

No. 426. 
D IParamananda ka Hundi likhe pujab sakardena I" Siddha 

Sri Xalkatta Bandr subhasthane Bhai Sithalprasadji Xharag 
Prasadji Jog Sri Wardha se likhi Motilal Paramananda ken Sri 
Jaygopal Banchijo Uparuncha Hindi Nag I Ru 5OO-Akhare 
Rupi!'1 Panch Sauka neeme rupia Arhai sanka DUDa Pura itthe 
Rakhya Amad Sale Muhammad x.chhi Pas Miti Magsarbad 5 
Pahancha . Taranta Naube shahijog Rupia Compuny Chalan ka 
Dijyo I Sm. 1986 Miti Magsir Badi 5 Gurnbar Ta: 21st November 
1929. 

(Reverse.) 
Ro. 500. 

Neem.e ka neeme sawasau :Ita chauguna Pure. Ru Panch sau 
kar Dijyo. 

(Sd.) Thakurdas Agysram. 
Hundi Bharpuya Sibkumarsing. 

Ta. 26th November J 1929. 

Boo Sitalprasad Xharagprasad jog. 
Magasarbad; 10. 

No, 30, BurtolIa Street, Calcutta. 

(Not..-Kadru Pnmnoial &oklD&' luQulrJ' Committee'. Report. po US). 

(Obverse.) 
Ro. 500. 

(Translation.) 

Ammad Haji Sale Muhammad 
sends brother Sohanlal 
Munshilal to receive the 
value of the hundi. 

Sahan!a! Manshila! sencla 
Tbaknrdas Agyaram to 
receive the value of the 
haDdi. 

Sri Hati. 
Motilal Parmanand Wardha. 

No. 426. Please accept according to writing in the 
Hundi of Parmanand. 

In: the prosperous. beautiful and aaspicious port of Calcatta, 
to honoured brother Sital Prasad Xbarkprasad written from 
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Wardha by Moti Lal Parmanand whose greetiDgs ijay Gopal) 
you may be pleased to accept. Further, IlIle handi of Ro. SOO in 
words rupees five hllllciredi full twice of Rs. 250 is dra"" in 
favour of Ammad Haji Sale Mahummad Kachhi on the 5th day 
of Magsir Badi; immediately on the arrival ·of this ""ndi, you 
will (please) pay the amollIIt thereof in current coin of the Com· 
pany to the preseuter after ascertaining his re.spectshility. Sambat 
1986, 5th day of' Msgslr Badi, Thursday, dated 21st November,' 
1929. 

(Reverse.) 
Half of half Ro. 125 four tim .. of which Ro. 500. 

(ScI.) TlwroRn .... AGv ....... 

Received the full amOIlIIt of hllllcli. 
, (ScI.) SIB Kt/IWI. SINGE. 

Brother Sitalprasad Kharkprasad, 
No. 30, Bartola Street, calcutta. 

Dated 26th November, 1929. 
Margasir Bacli 10. 

HUNDI BEARING NADAPPU INTEREST FROM DATE OF ISSUE. 

(Translation.) 
Sivamayam. 

Rskteskshi Arpisi IOth-Kauaclukathan-ABC Avergal ,., Cr. 
Ki1asivalpatti XYZ Dr. 
I owe ABC above Rs. 3,000 on account of cash taken for the 

purchase of 98Dl8DS. This sum of Rs. 3,000 please pay to ABC or 
order with current rate of interest and debit my account after 
payment is made. 

To B.S.T. RarIgoon One anna I anna 1 anna 
x y Z 

(Sci.) ABC. 
S kshaya Acli 1st-Principal of this hlllldi-il.. 3,OOO-interest 

Rs. 4SI-&-O=Totai Rs. 3,451-&-0. Rangoon B.S.T. Firm. 
No. Madras hllllcli I·Rs. 2,883-&-0 cssh 

Rs. 568 received. 
AU _to settled. 

(ScI.) ABC. 

(Not..-Kadru ProYinaial BankiqlllllWn Oonuni"-·.lteDo1i. »-168.) 

Muddati HUDdi. -This is a """di which is Dot payable on 
demand like the d4.sGfIi """di, but it is payable according to 
usaace or custom. 
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H .. "d;s paY,able to order ase called F'ramjog "" .. dis. 

Paith. -When the original h .... di called IlIhoka, is lost, 
a duplicate or second copy is given, known as t"ith. If the 
second is lost, a third is given which is known as tMl>lJith, and, 
in the event of all three being lost, a fourth ""114. called _'jM, 
or t" .. chyati, is given. The last is called t" ... hytJti, because 
five l~ding bankers of the place of issue have to draw it. 



CHAPTER xv. 
GENERAL PROBLEMS OF FINANCE. 

INDIAJII BANKING. 

Indian Banking is carried on by the following institutions : 
(x) The Reserve Bank, (2) the Imperial Bank, (3) Joint stock 
banks (Indian and foreign) and (4) Indian indigenous bankers. 

We shall now deal briefly with each of the above institu
tions. 

The Reserve Bank of Inclia.-The Reserve Bank of India 
was established by the Reserve Bank of India Act of 1934 and 
is now the Central Reserve Bank of this country, functioning 
On most modern lines side by side with similar institutions in 
other important centres of the world. The maih functions of a 
Central Bank are the following:-

(I) To act as a depository of the Government cash 
balances and as its financial agent and treasurer in 
general. 

(2) To manage, supervise and direct the currency of the 
country, and to maintain the currency reserve. 

(3) As the treasurer or cashier of the State to manage 
different remittances of the Government and to act 
genera1ly as a banker of the Government. 

(4) To manage the public debts of the country. 
According to our Central Banking CoIn!nission (Majority) 

Report, X93I :-"The two principal tasks of the Reserve Bank 
will be to maintain the internatioual value of the rupee and to 
control the credit situation in India, which would include the 
rate of interest at which credit would be available to trade and 
industry." 

The other peculiarity is that the Central Bank is not expected 
generally to do commercial business, or to compete with com
mercial banks, but genera1ly to act as bankers' bank, i.B., keep 
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accounts of aU the principal banks in the country and help them 
with finances wherever necessary. 

Our Reserve Bank is a shareholders' baDk, as is the case 
with almost aU ~e principal countries of the world. and not a 
State bank. These shares cannot be purchased by anyone who 
is not domiciled in India and is not either an Indian subject 
of His Majesty .or the subject of a state in India or a British 
subject ordinarily resident in India and domiciled in the United 
Kingdom. In the case of Colonies and the Dominions the rule 
laid down is that a subject of that Colony or Dominion cannot 
be a shareholder in our Reserve Bank in case the Government 
of that dominion disCriminates in any way against the Indian 
subjects of His Majesty. The government or management of 
the bank is under the supervision and control of (I) The Central 
Board of directors and (2) Local Boards. The Central Board 
is made up of the Governor and two deputy Governors, four 
directors to be nominated by the Governor-General in Council 
and eight directors to be elected on behalf of shareholders as two 
for Bombay, two for Call'Utta, two for Delhi, one for Madras and 
ODe for Rangoon. In addition to this one government official 
is to be director as nominated by the Governor-General in Coun
cil. The Governor and the deputy Governors are the full time 
officers. These Central Board directors are to be el~ or 
selected by directors of local Boards of each centre. 

The local Board is to be constituted of five members elected 
from among themselves by the shareholders who are registered 
on the register for that area and qualified to vote. In addition 
there are to be not more than three members nominated by the 
Centrsl Board. These local Boards are to be constituted for 
each of the five areas of Bombay, Calcutta, Delhi, Madras and 
Rangoon. A shareholder who has been on the register in the 
area for at least six months prior to the date of election shall 
have one- vote for every five shares subject to a maximum of 
10 votes. 

Central Banking Function .. -In connection with Centra! 
Banking functions the most important, naturally, is the right 
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to issue bank notes, which is a monopoly right in the hands of 
the Central Reserve Bank. The Indian Government has 
natnrally ceased to issue notes, having transferred the whole 
function to this bank. The issue department functions as a 
separate and distinct department fro)D the banking department, 
as in the case of the Bank of England and other similar banks, 
and the assets of the issue department are not snbject to any 
liability other than the liability of the issue department. The 
issue department liability will constitute a total amount made 
up of the currency notes of the Government of India and the 
bank notes for the ti)Ile being in circulation. This is because on 
the date that Chapter Third of the Act came into force, the 
issue department of the Reserve Bank took over from the Indian 
Government the liability for all currency notes of the Govern
ment of India in circulation, and in return the Government of 
India transferred to the issue department of the said bank gold 
coins, gold bullion, sterling securities, rupee Coins and rupee 
securities to the aggregate value equal to the total of the liabili
ties transferred by the Indian Government in connection with 
its notes in circulation. The requirement is that, of the total 
amonnt of assets held as snch security against notes, there shall 
be at least two-fifths of the total value made up of gold coins, 
gold bullion and sterling securities, and that, the amonnt of 
gold coins and gold bullion )Dust not at any time be less than 
4<> crores of rupees in value. The remaining assets are to be 
held in rupee coins, Government of India rupee securities of 
any maturity and snch Bills of Exchange and Promissory Notes 
payable in British India as are eligible for purchase by the 
Bank nnder the Act. Here the further provision is that the 
amount held in the Government of India rupee securities must 
not at any time exceed one-fourth of the total amonnt of the 
assets or So crores of rupees, whichever amount is greater or 
with the previous sanction of the Goveruor-General in Council 
such amonnt plus the snm of 10 crores of rupees. In connection 
with the valuation of these securities it is further provided that 
gold- coins and gold bullion shall be valued at 8·47512 grains of 
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fine gold per rupee, rupee coin shall be valued at its face value 
and the securities are to be valued at the market rate for the 
time being obtaining. Of these gold coins and gold bullion 
held as assets against note-issue, not less than I7/20ths shall 
be held in British India and such holding must be in the custody 
of the bank or its agencies. Details are given as to what form 
of sterling securities !IIay be held as part of these assets against 
the note-issue in the Act. 

The Bank must issue rul!ee coins on demand in exchange 
for bank notes and curxency notes of the Government of India 
and must issue curxency notes or bank notes on demand in 
exchange for coins which are legal tender under the Indian 
Coinage Act, 1906. 

Besides this, the much debated sections 40 and 41 threw an 
obligation on the bank to purchase and sell sterling for 
immediate delivery in London at a ratio not below Ish. Sd. and 
49/64ths of a penny for a rupee and not over Ish. 6d. and 3/6ths 
of a penny for a rupee, the only protection being that no person 
is entitled to depiand to sell to the bank an amount of sterling 
less than [,10,000 and that no person shall be entitled to receive 
payment unless the bank is satisfied that the payment of the 
sterling in London has been made. 

Scheduled Bank •• -There are to be a number of banks in 
India, names of which are given in Second Schedule to the Act, 
which are to be known as "Scheduled Banks", which banks must 
maintain with the Reserve Bank a balance which must not be 
less at the close of any day than five per cent of the "demand 
liabilities" and two per cent of "ti!lle liabilities" of each of such 
bank in India. These liabilities for the purpose of calculation 
would not include the paid-up capital or reserves, or any credit 
balances in the profit and loss account of the bank, or the amount 
of any loan taken from the Reserve Bank. Managers of these 
Scheduled banks have thus to send a return showing their posi
tion in connection with these liabilities at the close of business on 
each Friday and in case such Friday happens to be a public 
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holiday under the Negotiable Instruments Act, at the close of 
business on the preceding working day. 

The Banking BUline" of the Reserve Bank.-The 
banking business of the Reserve Bank is (I) to receive money 
on deposit without interest from any person, bank, government, 
etc., 

(2) it can discount bills of exchange provided it has two 
endorsementll, one of which shall be that of a Scheduled bank 
and may similarly purchase, sell and re-discount bills of 
exchange, 

(3) it can purchase and sell to Scheduled banks sterling 
amounts not less than Rs. 1,00,000, 

(4) it can purchase, sell and re-discount bills of exchange 
including treasury bills drawn in the United Kingdom maturing 
within go days. These transactions if made in ridia should be 
through the Scheduled banks, 

(5) it can keep balance with banks in the United Kingdom, 

(6) it can advance loans to states in India, as well as 
provincial co-operative banks against securities in accordance 
with the rules laid down by the Act, 

(7) it can grant loans to the Governor-General in Council 
and provincial governments for ~e purpose of management of 
provincial revenues, 

(8) it can issue bank post bills and demand drafts, 

(g) it can deal in government securities, 

(10) take the moneys, valuables and securities in safe 
custody, 

(II) act as an agent for the Secretary of State, Governor
General in Council or provincial Government or any state in 
India for purchase and sale of gold or silver, bills of exchange, 
securities, etc., 

(12) manage public debts, 
40 
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I (13) manage, purchase and sell bullion of gold coins and 
bullions on its own account, 

(14) borrow money for a period not exceeding one month 
for its business and may give security for same, 

(IS) make and issue its own notes as authorised by the 
Act. 

It will thus be seen that our Central Reserve Bank is pr.,., 
dominantly a bsnkers' bsnk. The Reserve Bank cannot pa:Y\ 
dividend of more than 5 per cent, and all extra profit a£te~ 
payment of such dividend will have to be paid to the Govern~ 
ment of India. It has a special agricultural credit departmentj 
where an expert staff has to study all questions of agriculturaI\ 
credit which is available for consultation by the Government of 
India or provincial governments or provincial co-operative 
bsnks, etc. 

Imperial Bank of India. -The Imperial Bank of India 
was founded iD the year I92I. Since the formation of th~ 
Reserve Bank of India, the Imperial Bank of India Act. 
had to be amended in the year 1934. This bsnk 
performed important functions in the past years as the bsnkeri 
of the Government of India, though it could ·not con;
trol the issue of currency and could -nOt function as a 
Central J>anking institution. Thus when the Reserve Bank 
of India Act was passed with a view to providing for India a 
Central Bank in the real sense of the term, the Imperial Bank 
Act had to be amended in 1934 with a view to removing certain 
restrictions which had been hitherto imposed on the bsnk 
because during past years this bank had the monopoly of acting 
as a bsnker of the Government. These functions have now; 
been transferred to the Reserve Bank, and naturally many <4 
these restrictions had to be removed, though it should not be 
placed on the same footing as an ordinary joint stock bank! 
because under the new arrangement, though the Imperial Bank 
ceased to be a banker of the Government of India, it has been 
by a special agreement between it and the Reserve Bank 01. 
India, appointed as the sole agent of the Reserve Bank at ~ , 
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places in British India where the Imperial Bank had branches 
at the commencement of the Reserve Bank of India Act and 
where no branch of the Banking department of the Reserve 
Bank happens to be located. 

The Imperial Bank also is governed by two boards of 
management, "Viz., the Central Board and the Local Board. The 
general superintendence of the affairs of the business of the 
bank is in the hands of the Central Board of directors. The 
local boards are established at Calcutta, Madras and Bombay. 
These local boards have power to transact all the usual business 
of the bank without prejudice to the powers reserved to the 
Central Board. 

Joint Stock Banks.-The bulk of the banking business 
however, in a large way, is carried on by joint stock banks, 
Indian, British and foreign. The most prominent of our Indian 
joint stock banks is naturally the Central Bank of India Limited. 
They look after mostly internal finance and hardly any Indian 
bank does what is called Exchange banking business because 
they cannot compete in this branch with the old giant British 
and foreign banks known as Exchange banks, whose head 
offices are located outside the country and who are doing the 
largest business in this country. Besides the Central Bank of 
India which has a capital of 13.86 crores, the other prominent 
Indian banks are the Bank of India Limited with 9~ crores, 
the Allahabad Bank Limited, with 9.25 crores, the Punjab 
National Bank, with 6.26 crores, the Bank of Baroda with 
5.28 crores and the Bank of Mysore with 1.3Q crores. 

The Exchange banks practically command the whole of 
the finance of the Indian import and export trade which compels 
Indians to work under European houses in connection with their 
foreign imports and exports. This position is naturally resented 
by the Indian public, the more so because these Exchange banks 
do not give assistance to Indian banks or Indians of developing 
exchange banking and do not engage them to hold important 
positions in their banks. 
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The Exchange banks' finance largely consists of the 
following:-

(I) Financing of goods which are sent out from Indian 
ports 'to foreign ports and "ice "eTsa and (2) financing of goods 
from the interior of India to the ports, 

The financing of goods from outside into India is generally 
done through the !IIedium of documentary bills, mostly D.A. 
(documents on acceptance), and in some small measure by, 
D.P. (documents on payment) bills. The bills are drawn either ' 
at 30 days or 60 days sight, sometimes they are drawn at three 
months sight also. On the same footing the exports are treated 
through the opening of a credit in Great Britain with London 
banks or finance houses which are communicated to India 
through the local Exchange banks or their branches. In all 
these Cases, the usual currency used is sterling, on the basis 
of which the payments are measured and dealt with. The 
Exchange banks also finance the imports and exports of gold 
and silver bullion, the orders for most of which are placed in 
London. 

The Exchange banks have consistently done a roaring trade 
and made large profits in this country, irrespective of the fact 
whether trade happens to be in a good or depressed condition. 
The dividend rate per cent paid by some of the principal hanks, 
such as the Chartered Bank of India, Australia and China and I 
the National Bank of India comes very near to 20 to 25 per 
cent of capital, whereas the banks like the Hong Kong and 
Shanghai Bank have paid dividends over 50 per cent, and some
times over 64 per cent. 

Indigenoul Banking.-Indigenous banking, as distin
guished from pure money-lending, is mostly confined to member> 
of certain well-known castes of Hindus, such as the Marwaris, 

. the Jains, the Multanians, the Natukkotti Chettis, etc. These 
are mostly family concerns, and in some cases have become a 
hereditary calling. These indigenous bankers are located at 
different centres in villages and towns. In villages we have 
the village banker who lends money to the people as well as 
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sells com and seed to the cultivators. They do· not generally 
deal in instruments like h""dis and cheques, though they receive 
deposits from their clients in small amounts. ·The rate of 
interest charged by these village bankers is very heavy, and 
sometimes exacting, but the advent of the co-operative credit 
society has to a very large extent kept this tendency wi~ 
bounds. The high rate of interest, is no doubt, made com
pulsory through the unsatisfactory nature of the security which 
an average Indian villager is in a position to offer, not only 
owing to poverty, but also to the peculiar nature of the country 
which is mostly dependent on its agriculturalontput, and where 
crops entirely depend on the vagaries of the monsoon. In 
certain villages these bankers have to keep their money i41e for 
nearly half the year, which is one more reason why they are 
driven to the necessity of charging higher interest with a view 
to making up for the loss so entailed. These indigenous money
lenders have also, in certain number of cases, to keep their 
money locked up on fixed loans for a long period against 
security of land, jewellery, etc. 

Tha Depolitl and Cheque •. -The deposits with these 
bankers are not generally very large, for the simple reason that 
banking has not spread in modem India on anything like the 
footing on which it has in western countries. These bankers 
frequently honour cheques, or h""dis payable on demand, to 
those of their clients who keep a current account with them. 
Westem banking, no doubt, depends largely on additional 
money received by it in deposits, but the indigenous banker 
has mostly to rely on his own capital and accommodation, or 
loans, received by him from his brother bankers. Some 
indigenous banks issue cheque books and pass books, The 
cheques are in vernaculars, but having no inter-relation with 
joint stock banks, these cheques are cashed more on the footing 
of h""dis payable on demand than as cheques dealt with in 
course of clearing. There is much foom for the expansion of 
indigenous banking, if efforts are made in a proper manner to 
induce people to cultivate banking habits, thereby facilitating 
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commerce and industry, as well as bringing about the most 
desired expansion of indigenous banking. There is no class of 
people better qualified than indigenous bankers to take up this 
work of great national importance in connection with villages 
and outlying stations, as they command the advantage of being 
in close personal touch with the clients, the advantage whicb 
no branch manager of a joint stock bank can ever aspire to. 
In case of deposits, the depositors give sufficient notice before 
withdrawing. There are some shroffs, or indigenous bankers, 
who do not receive deposits from all and sundry, but restrict 
these operations among their personal friends. 

Combination of Banking and Trading.-A good propor
tion of these indigenous bankers, particularly in the interior of 
India, are also traders. They carry on a variety of businesses 
side by side, their banking business ranging from that of grain 
dealers to jewellers, industrialists, etc. A number of business 
firms also do banking business as a side line. This peculiarity 
seems to prevail among bankers of almost all the Indian provinces, 
a tendency which seems to be on the increase due to the growing 
competition of joint stock banks in the mofussU. In centres 
around Bombay and Central India, they deal largely in cotton 
and seed, or act as commission agents, and lIourish both as 
bankers and traders. If one were to search among th'en. for 
those who confine themselves strictly to banking business, he 
would find them among the Natukkotti Chettis and Multanians. 
The former are exclusively bankers, whereas the latter restrict 
their operations to dealings in h .. ,,/lis. 

Financing of Internal Trade.-A large number of these 
bankers remit money from place to place through the medium 
of .hundis which are strictly speaking inland trade bills. Some: 
of them act as shroffs, and discount h .. "dis either directly with~ 
the merchants, or through h .. "d. brokers, thereby advancing) 
money on them. These h .. "dis are freely re-discounted by 
shroffs at the bazaar rate, particularly when the bazaar rate is. 
high. Thus internal trade is very largely financed through the 
medium .of h .. "dis. These h .. "dis communicated by the shroffs,! 
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are very rarely dishonoured, with the result that they circulate 
freely. Besides this, there are well-known sh~offs and bankers 
who purchase h .... dis at a high rate of discount for ready money, 
and re-diScount same with the Imperial Bank, who are prepared 
to advance money on those ·endorsements. Virtually speaking, 
these operations of important sh~offs are more or less similar 
to those of the large bill-braking or d~unt houses of London, 
who borrow the surplus day to day fund of the London money 
market, and use same along with their own capital fO!." the 
purpose of their business. In Bombay, the most prominent 
indigenous bankers doing this type of business are the Multani 
sh~offs, who command considerable credit and reputation fur 
astute banking knowledge; so much so, that when the Mnltani 
refuses to discount a h .. "d; the same is treated as a danger 
signal by all )1larket operato!'"s. These Multani bankers are 
band.d into an association with a view to regu\~ting their rate 
of discount in accordance with the fluctuation of the Imperial 
Bank rate. These sh~offs and indigenous bankers seldom deal 
in foreign trade bills. They make a speciality of the h .... di or 
the indigenous bill. 

TbeFinancing of Croplo-The indigenous bankers play 
a very important part in the financing of crops all over the 
country. The village trader, in case of less enlightened villages, 
lends money on the growing crop and ultimately purchases same 
himself. He then sends out the surplus, after keeping a portion 
of the produce for sale locally, to the town to a trader who is 
also a hanker. Fro)1l here the produce is sent out to outlying 
centres and " .. "dis are brought into play. In case of more 
enlightened villagers, who bave not borrowed from the village 
trader, the produce is sent to the town to the exchange marts, 
otherwise known as m .. "dis. Here the produce is purchased by 
a variety of persons such as merchants from towns, their buying 
agents, and indigenous bankers who are either buying fur their 
clients or themselves. Purchases are generally made here tot" 
cash, as the villagers prefer that form of payment. 
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The Large Type of Banker.-The large type of 
indigenous bankers ,such as the Marwaris, the Jams and Chettis 
have offices and branches all over the country, particularly in 
important centres like Bombay, Calcutta, Madras and Delhi. 
Some of them even keep correspondents outside India in places 
like Africa, Aden, Abyssinia, and even in Europe, Japan and 
China. The Chettis are said to be the cleverest of all the 
indigenous bankers in India in spite of the fact that they 
generally are not educated on modern lines. They possess con
siderable banking acumen, for the simple reason that they are 
associated from early childhood with the business of banking 
which their family members have been carrying on for 
generations. The whole family generally works as one unit 
in connection with the business of the firm, and the incentive 
to increase the family fortune is a great element in bringing 
about efficient results. They are most reliable as bankers and 
are frequently trusted with large sums of money, without 
security, by other hankers of their own caste. The other caste 
most resembling this type is that of the Marwaris of western 
India who are equally competent, and whose banking acumen 
is also hereditary. 

These hankers are mostly associated together in' mahajans 
or simi1ar institutions. In Bombay they have the Bombay 
Shroffs' Association, the Marwari Chamber of Commerce, the 
Multani Bankers' Association, etc. Joint meetings of these 
bodies are frequently held to discuss and deal with the problems 
of their business. In Ahmedabad they have the Ahmedabad 
Shroffs' Association and there is also the Shikarpuri Shroffs' 
Association whose membership is made up of the Multani 
bankers. 

Financiag of Good. aDd Induslrie .. -In connection with 
goods, also, the local shop-keeper either borrows from the village 
banker in order to buy the goods, or by depositing certain 
amount with hankers, orders out the goods through them. The 
bankers here finance the shop-keeper through honouring " .... dis 
drawn upon him, or by credits in account for B period. Here 
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the banker makes additional income by charging commission 
or brokerage on each deal. 

In this connection it may be noted that in case of goods 

imported from foreign countries, the Exchange banks play a 
very small part. These imported goods are simply handed over 
to the dealers on payment in cash, and the indlgenous bankers 
provide the finance. Generally, these bankers or sllroffs take 
up these goods on account of merchants in the mofussil by 
paying for them in towns like Bombay or Karachi and recover 
same after delivery. 

Besides advancing money to the local cottage industries 
and small factories, the large types of indigenous bankers are 
also lending money on deposit to the mill indnstry, particularly 
cotton textile. Here they frequently arrange with the managing 
agents to secure a share in their commission in addition to 
interest as a condition precedent to depositing a fairly large 
amount. 

THE BANIC OF ENGLAND. 

It would also be interesting to state here the position of 
the English banks as in England. 

The Bank of England was established in the reign of 
William m following a period of revolution during which 
the credit of the country had been entirely destroyed owing to 
civil war as well as want of confidence in monarchs like King 
Charles I and King Charles n, who had confiscated' for their 
own purpose money lodged by the pUblic in the Exchequer. 
William m. though a foreigner did a great s~ce to his country 
of adoption by introducing wholesome reforms in. connection 
with currency and re-establishing peace and stability of the 
government as well as confidence in the State and its integrity. 
This bank originally was started by a grant of the Royal Charter 
of the KIng. 

The position of the Bank of-England as a Central bank is 
rather pecn1iar. The main idea governing the organization of 
a Centra! bank is to provide a constitution for it that would 
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be directed towards the furtherance of public interests, •.•. , the 
interests of the State and industry in general. The Central 
banks in aU civilized countries work in close relationship to the 
State (in some States they are conducted directly under the 
guarantee of the Govertllllent) and manage the currency of the 
country, for which purpose they hsve to manipulate gold 
reserves and adopt various methods for protecting their currency. 
Their stability, in short, is the particular concern of the State 
to which they relate. Generally, all the Central banks of the 
world are shareholders' banks, except in three most insignificant 
centres like Australia, Latvia and Estonia, where Central banks 
are State banks without capital. But, of course, the right of 
shareholders, as we know them in connection with joint stock 
companies, are considerably restricted here, particularly in con
nection with the election of directors, receipt of dividends and the 
exercise of various other powers. As we have already noticed 
one of the principal functions of a Central bank happens to be 
the maintenance and care of the currency, and the control of the 
money market in public interest. 

The Bank of England is a shareholders' bank and the share
holders are given votes on the footing of one vote for every 
£Soo stocks held by them. The Bank of England is the banker 
of the Govertllllent as well as the nation, and as sucli has 
accounts of almost aU principal joint stock banks with it. As 
all the surplus cash and other money of each of these banks 
hsppens to be deposited the central gold reserVe of the Bank of 
England is looked upon as the gold reserve of England. It 
occupies ~ prominent position in the London money market. 

The Bank issues weekly a return called "Bank Return" 
which is practically speaking a balance sheet for every week 
ending Wednesday. This balance sheet is divided into two 
divisions, viz., (I) the Issue department and (2) Banking 
department as required by the Bank Charter Act, of [844. 
The Issue department section shows the exact notes 
issued and the securities as well as bullions held against 
them, whereas the banking section displays the business 
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done by the bank, or rather the financial position of that 
bank on that day. The "fiduciary" issue is now the issue of 
notes against securities, and not against deposit of gold as was 
done under regulations which were in force before England went 
off the gold standard. The reserve fund af the Bank of England 
as shown on its Weekly Returns is known as the "Rest". This 
reserve shows an accumulated figure of reserve fund of 
£3 millions, and from week to week from the beginning of its 
financial year, it keeps on adding to it its balance of profits 
until they are divided by way of dividends. Thus the excess 
over £3 millions shows the profit !)lade by the Bank from the 
beginning of the financial year to the date of the balance sheet 
or return. The Government balances deposited with the bank 
are shown against the heading of public deposits, whereas 
money deposited by all others is shown on the assets side under 
the heading of other deposits. 

Money Market.-"Money Market" is a term applied to 

those people who are ·engaged in lending and borrowing money 
on what are known as short term financial operations such as 
"call money" or cash at call or short notice, which is a loan 
which may be given with the condition that it is repayable on 
call or on short notice or even for fortnight loans are sometimes 
given and taken by Stock Exchange operators and others. In 
England this section of the money market is principally 
concerned with discounting of bills of exchange, otherwise 
called the "Discount Market". 

Rate of Interelt.-The rate of interest quoted on the 
money market, generally speaking, is the bank rate, i .•. , the 
advertised minimum rate at which the Bank of England or the 
Reserve Bank of India are prepared to discount bills of exchange. 
The Bank of England or the Reserve Bank loan rate is a 
little higher than the discount rate which is also quoted on 
the market. The market itself has a special rate for discounting 
bills, known as the market rate of discount, which is the rate 
charged by various ioint stock banks, bill brokers and "undi .".0 fl.. Bank deposit rates are also quoted for interest allowed 
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by banks on current account as well as on fixed deposit account. 
They constantly vary with the :fiuctuation of the market. 
Both the Bank of England and the Reserve Bank of India do 
not allow any interest on current account deposita. The 
interest charged on call moneY is known as "bankers' call rate". 
This call money may be for overnight, or day to day, or seven 
day or weekly loans, and the interest on this :fiuctuates or varies 
with the demand and supply of loanable funds on the money 
market. When money is lent by clearing banks to discount 
houses and bill brokers in London, it is generally left perma
nently with them, thOugh the condition is that the same may 
be called up immediately at the option of the lender. The 
money so lent is known on the money market of London as 
"good" money. On the other hand, clearing bank funds which 
are available only on two days a week are known as "bad" 
money . Naturally all these rates are more or less inter
dependent, and the whole money market generally follows the 
indication of the Central banks, 'Viz., the Bank of England in 
England or Reserve Bank in India. These Central banks also 
manipulate the money market frequently with a view to main
taining their rates of interest for one purpose or other . 

. Generally this market deals in the surplus cash lying with 
various joint stock banks which they are ready to in~t on 
short loans. 

The~ Capital Market.-The capital market on the other 
hand is the organization which supplies money or funds for 
long term capital for investment in fixed assets such as shares 
in joint stock companies, or mortgages of assets, or loans to 
the Government. Generally speaking, large investors invest or 
finance corporations issue and issuing houses deal on this 
market, though the' commercisl banks participate to a limited 
extent. 

Dil.ount Houlel.-The discount houses are institutions to 
purchase or discount bills before maturity for a sum less than 
the face value which dilference is their margin of profit. In 
England the discount market is made up of private firms pi .... 
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three public companies, who do a large amount of business in 
this department of finance. These discount houses in their 
turn borrow from joint stock banks out of their surplus cash, in 
addition to their capital. This lending is done by joint stock 
banks on bills with endorsements of these discount houses. 
Thus these discount houses, practically speaking, play the same 
part as shroffs play in India. in connection with h" .. dis. The 
shroffs purchase h .... dis signed by merehants, and by endorsing 
them, discount these h .. "dis with the Imperial Bank of India, 
making a, profit of a certain percentage on each of these opera
tions because they are here, virtually speaking, standing 
guarantee or lending their credit to the merchant for obtaining 
finance. The banks also in their turn prefer this form of dealing 
because they get greater security on the endorsement of these 
well known shroffs than on the signature of merchants. 

Bill Broken. -These are firJns specia1ising in discounting 
bills in addition to the discount houses we have dealt with 
above. The function of the bill broker is to act as an agent 
with a view to bringing the buyer and the seller together. These 
brokers are also known as running brokers, because they go 
from bank to bank with a view to finding out the type of bills 
the banks want to sell and those which certain other banks want 
to buy. The other bigger firms of brokers act on their own 
account and deal both as principals and agents. In other 
words, they deal in bills on their own account by buyil).g them 
and selling them, and at the same time act as bill brokers pure 
and simple by running . between banks an.,. merchants, etc. 
These brokers do not generally make themselves responsible 
on the bills by endorsements. 

Issuing Houses_ -Issuing houses are firms which assist the 
raising of capital either on issue of shares and debentures for 
in1lustry and commerce in local companies or for the purpose 
of foreign borrowers. Frequently they purchase or underwrite 
the shares and securities which are offered and re-sell same. 
The fact that a first class issuing house has purchased these 
securities and is re-selling naturally commands public confidence 
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and facilitates their sale. These issuing houses are experts 
who, in· case of industrial companies, make special study of the 
whole proposition before .,they undertake the responsibility of 
underwriting, or undertaking the responsibility for providing 
finance for these companies. 

Accepting Houlel.-Besides bankers, many finance firms 
play the part of an accepting house, i.e., they undertake to 
accept and pay bills drawn upon them by a foreign exporter on 
behalf of an English merchant who happens to be importing 
the same goods to England. Thus the foreign exporter getting 
the guarantee from a well known accepting house or bank, 
which is generally given on a confirmed or unconfirmed letter 
of credit, is not only more clear with regard to the payment of 
the goods that he ships for the London merchant but also gets 
a bill which he draws easily discounted at his own centre. If an 
Indian merchant receives a confirmed letter of credit on behalf 
of the London merchant who wants him to exp\'rt wheat, he 
could, after making the said shipment, draw a bill on the 
London merchant and get same discounted in India on the 
footing of the guarantee given by the accepting house in 
England. These accepting houses enjoy \great reputation for 
soundness and stability of their finance, and hence these opera
tions are most easy. As we have seen, not only private 
accepting houses, but also British joint stock banks, both local 
and colonial, are entering into this branch of business, with 
the result that in England the acceptance business is said to be 
largely captured by British banks. 

Discount Market.-The discount market is a term applied 
to the business consisting of buying and selling bills of exchange 
or discounting same. It embraces all whose principal business 
is made of dealings in sterling bills in England. The bill 
broker, tlte discount houses and accepting houses operate on 
this market. 

lnvellment Trust.-This term is applied to companies that 
have raised capital by selling shares and have inVested the said 
capital in shares and securities of other companies with a view 



General Problems of Finance 639 

to giving the best possible income to the buyer of their shares; 
In other words, these companies act as specialists in connection 
with selecting investments and give the benefit of their specia
lised knowledge to those who purchase their shares. The 
expenses of management and running these companies have of 
necessity to be kept at the lowest limit, and it is said with 
regard to British Investment Trust companies that on the 
average their expenditure seldom exceeds 5/8ths per cent of 
their capital. An Investment Trust may be a "fixed investment 
trnst", in which case the securities cannot be changed but 
must be held as a fixed or permanent investment, whereas in case 
of the "ordinary investment trusts", the said securities are 
allowed, by their constitution, to be changed from time to time 
under expert direction. No doubt in this case there is a 
great element of risk if those in whose hands the work of 
changing or shifting the securities is placed. are inclined to 
be speculative or partial to some companies in which they them
selves happen, to be indirectly or re!l1otely interested. 

Mint Paro of Excbange.-In case of countries having a 
gold standard currency, mint pars of exchange are arrived at 
by comparison of gold contained in standard coins of any two 
given countries. In pre-war days, when the metallic currencies 
of countries concerned were in perfect condition, the mint par 
between Paris and London was 25.22 francs a [.I ; Berlin and 
London 20.43 marks a £1; New York and London $4.866 a £1, 
and so on. 

The Specie Pointl.-The logical idea here is that the loss 
on exchange between two given centres should never exceed the 
actual cost of remitting bullion from one centre to the other, 
i.B.~ the "specie point". This is because as soon as the specie 
point is crossed, merchants and bankers would naturally prefer 
the less expensive method of remitting bullion under such 
condition. If sometimes on paper, the quotations seem to exceed 
the specie points, that may be accounted for either by (I) the 
condition of currency of the remitting country being debased, 
or (2) the published specie points not being accurate, due to 
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some recent iluctuation in freight, insurance, interest rate, etc. 
Generally speaking, such conditions seldom arise because remit
tance of bullion is the most expensive method of settling accounts 
between two countries. 

The specie points have now totally disappeared, since prac
tically every nation is on a theoretical metallic basis. The 
specie points do not operate now in gold standard countries, 
like France, because the restrictions imposed on the JIlovements 
of gold are severe. Gold has become a commodity where imports 
and exports are influenced by a variety of considerations, 
monetary, exchange and political. The use of aeroplanes for 
the transfer of gold has changed the old basis on which the 
specie points were calculated. 



A. 
A.A.R. } 
A. 8. r .... 
A. t. 
A. I 
A/e 
Ac:. or acet. 
Ac. 
Ace. 
Acct. 
Ackgt. 
A.D. 

A/d. or A.d 

~::~} ... 
Adv. 
Ad val. 

Aflt. 
A. g. b. 

Agt. 
A.H. 

A.M. 

Amt. 
Ans. 
A.D. 
A/or. 
A.P. 

App. 
Approx. 
A.R. 

Art. 
A.S. 
a.8. 
AssD. 
Asst. 
A/T. 
Av. , .. 
Av. or avoir. 
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COMMERCIAL ABBREVIATIONS. 

Anna (Indio.n coin). 

Against all risks. 

First class. 
Account Current. 
Account. 
Acre. 
Acceptance, accepted. 
Accountant. 
Acknowledgment. 
Anno Domini (The 

yes< of the Lord). 
After date. 

Advertisements. 

Advice. 
Ad valorem (on the 

basis of value). 
Affidavit. 
A good brand; or any 

good brand. 

!ft:t
, h:~st. (shiP'" 

ping). 
Ante meridiem (be-

fore noon). 
amount. 
Answer. 
Account ol. 
And, or. 
(lh, a totes::te!i:a 

(bills). 
(2) Additional pre-

mium (insurance). 
Appendiz. 
Approximate. 
All Risks (marine 

insurance) . 
Article. 
Account Sales. 
at sight. 
Association. 
Assistant. 
American Terms. 

!:r:l:j,oiS. 

A/v. 

B/
Back 

Bal. 

Ad valorem (on the 
basis of value). 

Bag; bale. 
Backwardation (Stock 

Exchange). 
Balance. 
Barrel. 
Bill Book. 
Bills for Collection. 

Bar. 
B.B. 
B.C. 
B.D.· 
B.D.I. 
B/d. 

... Bank Draft. 

B. Dt. 
Bd. 
Bdle. 
B/E 
B/f 
B.G. 
Bg. 
B.H. 

B.H.P. 
Bk. 

Bkg. 
Bkpt. 
Bkt. 
BI. 
B.L. 
B.N. 
B/o. 
B.D. 

Bot. 
B.P. 
B.P.B. 
Br. 
B/R 
B.R. 

Brit. 
Brl. 
Bro. 
B.S. 
B/S. 
B/s. ." 
Bsh. or bus. 
Bt. 

Both days inclusive. 
Brought down. 
Bill discounted. 
bound; bond. 
Bundle. 
Bill of Excbo.nge. 
Brou~ht forward. 
Birmlngbam gauge. 
Bag. 
Bordeaux and Ham

burg (grain trade). 
Brake horse power. 
Bank; bonk. back-

wardation. 
Banking. 
Bo.nkrupt. 
Basket. 
Bale; barrel. 
Bill of Lading. 
Bank Note. 
Brought over. 
Branch office, buyer's 

. option. 
Bought; bottle. 
Bill Payable. 
Bank Post Bill. 
British. 
Bill Receivable. 
Builder's Risk. 

(marine). 
British. 
Barrel. 
Brother. 
Balance sheet. 
Bill of sale. 
Bags, bales. 
Bushel. 
Bought. 



1I.T.U. 
1Ix. 
Bxs. 
c/-

<:. 
Ca. 
Cap. 
Capt. 
Cash. 
Cat. 

2:t c.ci: 
C/d. 
C. div. 

C and D .... 

Cent. 

Cert. 
C. and P. 
C/f. 
Cert. Inv. 
Cf. 

c. f. i. 

C. f. o. 

Cg. 
Cge. 
C.H. 
Ch. • •• 
Ch. fwd ... . 
Ch. ppd ... . 
Chq. . .. 
C.l. 
c. i. f. 

c.Li. &c:. 

c.i.f. &i. 

c.i.l.c. & i. 

Ck. 
Cld. 
C/m. 

em!. 
C/N. 

Co. 
Cia. 

...... 
BUsiness Organization 

Board of Trade Unit. 
Box. 
Boxes. 
Case, currency; 

coupon. 
cents. 
Cases. 
Capital; Capitalnm. 
Captain. 
Cashier. 
Catalogae. 
Cash Book. 
Continuation clause. 
Carried down. 
Cum dividend (with 

dividend). 
Collection and deli~ 

very. 
Centum; (100) cen~ 

time; centigrade. 
Certificate. 
Cost and Preight. 
Carried forward. 
Certified Invoice. 
Cenferatur (ComM 

pare). 
Cost, .&eight and 

insurance. 
Cost for orders (ship-

ping). 
Centigrade. 
Carriage. 
Custom House. 
Chapter. . 
Charges forward. 
Charges prepaid. 
Cheque. 
Channel Isles. 
Cost, insurance and 

freight. 
Cost, insarance, 

freight and com .. 
mission. 

Cost, insurance, 
freight and interest. 

Cost, insarance, 
freight, commission 

and interest. 
Cask. 
Cleared (shipping). 
Call of more (Stock 

Exchange). 
Commercial. 
Credit note, consign .. 

ment note; circular 
note. 

Company. 
Cash order (banking). 

c/o. . .. 
C. O. D .•.. 
Collr. 
Com. 

Con. 
Con. Cr. 
Con. Inv. 
Con. or 
Consols 

Cont. 
Contg. 
Coy. 

~'/~. d. 

C. R. 
Cr. 
Cis. 
Csk. 
Cr. 
Cts. 
Ctge. 
C.T.I,. 

Cnb. 
Cnm. div. 
Cum. Pref. 

C.W.O. 
Cwt. 
ey. 
d. 
D/A. 

D.B. 
Dbk. . .. 
DIC, D. Cl. 

DID. 
Did. 

Dd. 
Dd/.. . .. 
D. D. and t 

Shpg. r 
Deb. 
Dec. 
Def. 
Def. or 

deft. 
Deg. 
Deld. 

care of; carried over. 
Cash on delivery. 
Collector. 
Commercial i Com-

mission. 
Contra (ag.inst). 
Contra credit. 
Consular Invoice. 

Consolidated Annui-
ties (Government 
Stock). 

Contract. 
Containing. 
Company. , 
Charterer pay due. 
Charter Party; cas--

tom of ports. 
ComFY's Risk. 
Credit, creditor. 
Cases. 
Cask. 
Cent, credit, current. 
Crates, Cents. 
Cartage. 
Constructive total 

loss (marine). 
Cubic. 
with dividend. 
Cnmnlative Prefer-

ence (shares). 
Cash with order. 
Hundredweight. 
Currency. 
Denarii (pence). 
Days after accept

ance ; Documents 
a~inst acceptance; 
Dtscharge afloat; 
Deposit Account. 

D.y Book. 
Drswbock (customs). 
Deviation clanse 

(marine). 
Demand Draft. 
Davs after date i 

days' date. 
Delivered. 
Delivered sound. 
Dock dues and ship-

ping. 
Debenture. 
Decrease. 
Deferred. 

Defendant. 

N:r~~. 



~ .. r· 
Dft. 
Diam. 
Diff. 
Dis. 
Dist. 
Div. 
Dk. 
D. L. 0 .... 
d. 1. o. 

DIN. 
D/O. 
Do. 
Dols. 
Doz. 
DIP. 

Dr. 

D/R. 
D/·· 
D/W. 
d/w. 
dwt. 
Dy. 
B. 
Bo. 
B. & O. B. 

B.C. 
e.c. 

Ed. 
e.d. 
B.B. 
e. g. 

BII 

Btlclo. 
Ency. 
Btlg. 
Bntd. 
B.o. 
Eq. 
etc. 

et. seq. 

Bxch. 
Ex: cpo 
Bxd. 
Ex div. 
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Department. 
Dead freight. 
Draft. 
Diameter. 
Difference. 
Discount. 
District. 
Dividend; division. 
Dock. 
Dead letter office. 
Dispatrh loading only 

(marine). 
Debit Note. 
Delivery order. 
Ditto (the ssme). 
Dollars. 
Dozen. 
Document against 

payment. 
Drawer, Debtor, 

Debit. 
Deposit receipt. 
Days sight. 
Dock Warrant. 
Dead weight. 
Pennyweight. 
Delivery, Deputy. 
Bast. 
Each. 
Brrors and omissions 

excepted. 
East Central. 
Exempli causa (for 

example). 
Bdition; Bditor. 
Ex dividend. 
Brrors excepted. 
Exempli gratia (for 

example). 
Endorsement Irre-

gular. 
Enclosure. 

~~T.::gliSh. 
Entered. 
Bx officio (officislly). 
Equivalent. 
Et cetera (and other 

things). 
2t sequentee tend 

the following). 
Bxamined, exchange, 

executed ; out of i 
without. 

Exchange j exchequer. 
Ex coupon. 
Examined. 
Without dividend. 

Ex into 
Ex n. 

'1~J 
Exers. 
Exs. 
F. 
F.A.A. 

f. fc. 
F. or Fahr. 
Fac. 
F .•. q. 
F.B.s. 
Fco. 
Fcp. ... 
fe.. (pes.) 
F.e.s. 

F/d. 
Fi. 
F.f .•. 

Fiy. 
F.g .•. 

F.H. 
Fig. 
FI. 
Fm. 
Fo. 
Flo. 
F.O. 
F.o. b. 
F.o.c. 
Fol. 
Folg. 
For. 
Co.t. 
f.o.s. 
f.o.t. 
f.o.w. 

f. p. 
F.P. 
f. p .•. 

Fr. 
Frd. 
Frt. 
Frt. fwd ... . 
Frt. ppd ... . 
Ft. 
F'ture. 
F.T.W. 
Fthm. 
Ft. in. 
Fur. 

Without interest. 
Ex new (without the' 

right of the new 
shares). 

Rxecutors. 
Expenses. 
Feet, folio, frane. 
Pree of all average 

(marine). 
Franc. 
Fahrenheit. 
Facsimile. 
Fair average quality. 
Free alongside ship. 
Franco (free). 
Foolscap. 
Francs. 
Free of capture and 

seizure (marine). 
Free docks. 
Folios. 
Free from alongside; 

free foreign agency. 
Faithfnlly. 
Foreign general aver-

age (marine). 
For h.tch (shipping). 
Figure. 
Florin. 
Fathom. 
Folio. 
For orders. 
Firm offer. 
Free on board. 
Free of rharge. 
Folio. 
Following. 
Foreign. 
Free on rail. 
Free on steamer. 
Free on trucks. 
First open water 

(shipping) . 
Fully paid. 
Fire Policy. 
Free of particular 

average. 
French; franc. 
Forward. 
Freight. 
Freight forward. 
Freight prepaid. 
Foot; feet. 
Fumiture. 
Free Trade Wharf. 
Fathom. 
FeetJ inches. 
Furlong. 



G. 
GIA 

Gall. 
Galls. 
Gaz. 
Gents 
G. gr. 
G.m.b. 

G.m.q. 

G.o.b. 
Gov. 
G.P.O. 
Gr. 
Gr.Wt. 
Grs. 
Gs. 
Hhd. 
H.M.C. 

H.M.S. 

H.O. 
H.P. 
H.P.N. 
Brs. 
I.B. 
ib. 

I.C.&C. 

id. 
i.e. 
III. 

I.H.P. 

Itt. 
Ittc. 
Ittat. 

Ittt. 
In trans ... 0 

Ittv. 
I.O.U .... 
I.S. W. G. 

I.R.O. 

Iss. 
Ita!. 
J/A. 
JJ. 
Jun. 
Jr. } ...... 

Business Organization 

Gauge, gramme. K. B. 
General a v era g e K. B. D. 

(marine insurance). 
Gallon. Kg. 
Gallons. Kilo. 
Gazette. [, 
Getttlemett, sirs. 1Ji. 
~~a~ fOSS u!!~e!tii~ L I A. 

brand. Lat. ." 
Goo d mercantile lb. } 

G!':ft:,?dittary brand. ~ic. ... 
Government. Ld. 
General Post Office. Ldg. & 
Gross. dely. 
Gross weight. Led. 
Grains. L.I.P. 
Guineas. Long. 
Hogshead. L.S. 
His Maj.sty'. Cus

toms. 
His Majesty's Ser-

vice. 
Head Offic •. 
Horse Power. 
Horse-power nominal. 
Hours. 
Invoice Book. 
ibidem (in the same 

place). 

£ s. d. 

Ltd. 
Ltg. 
M. 

-1m 
m. 
Mag. 
Max. 

Invoice, cost 
charges. 

and M/C. 

Idem (the same). M/C. 
Id e.t (that is). 
Indorsement irrep- M.D. 

lar. 
Indicated Horse mid. 

Power. 
Inch. inches. 
Increase. 
Ittstant (of the pre

sent month). 
Interest. 
In transitu (in tran-

sit). 
Invoice. 
lowe you. 
Imperial Standard 

Wire Gauge. 
Inland Revenue 

Office. 
Issue. 
Italics. 
Joint Account. 
Justices. 
Junior. 

MdUe. 
Mdme. 
Mdse. 
Mem. 1 
Memo. , ... 
Messrs. 
M.H. 

Micbs. 
Min. 
Min. B/L. 

Min. wt ... . 
M.I.P ... , 
_r~::~ 
ms. 
mm. 

M.M. 

King's Bench. 
King's Bench Divi-

sion. 
Kilogramme. 
Kilograme. 
Pound sterling. 

~~:Turki::.d. 
Letter of Authority. 
Latitud •. 

Pound(s) in weight. 

Letter of Credit. 
Limited. 

Landing and delivery. 
Ledger. 
Life Insurance Policy. 
Longitude. 
Locus sigilli (plac, of 

..al). 
P 0 u n ds, shillings .. 

pence. 
Limited. 

¥~~~=r' Monsieur, 
sir. 

Thousand (as SO/m). 
metre, mile, minute. 
Magazine. 
Maximum. 
Metalling clause 

(marine insurance). 
Marginal ere d i t 

M!':I.!;.. of de-
posit. 

Months' date (I .•• 
months after date). 

Mademoiselle, Miss. 
Madame. 
Merchandise. 

Memorandum. 

Gentlemen, sirs. 
Main hatch (ship-

ping). 
Mlchaelmas. 
minimum; minute. 
Minimum Bill of 

Lading. 
Minimum weight. 
Marine Instll'8Dce 

Policy. 
Marks (coin). 
Millimetre (French 

measure of length). 
Messieurs, sirs. 



M.M •••• 
M.M.A •..• 
Mme. 
M.O. 
Mo. 
MODS. 
M.O.P. 
Mos. 
MIR 
Mr. 
Mrs. 
MS. 

m/s. 

M.S.A. 

MSS. 
N. 
N.A. 
N·/A. 
N·/A. 

N.B. 
NIB. 
N.B. 
Nem.coD. 
Net 
N/f. 
N/m. 
NIN 
NIO 
No. 
Nom. 
N.P. 
nip 
Nos. 
N.R. 
NIS 

N.S. 
Nt.wt. 
N.W. 
N.Y. 
o. 
Ola 
Obdt. 
O/c. 
Oc. B/L 
Old. 
010. 
O.H.M.S. 

0/0 
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Mercantile Marine. I O. P. 
Mercantile Marks Act. 
Madam. O.R. 
Money Order. O. R. B. 
Month. 
Monsieur, Mr. O. R. C. 
Mother of pearl. 
Months. 
Mate's receipt. 
Mister, sir. 
Mistress, madam. 
Manuscript, m ail 

steamer. 
Month·s sight (i.', 

month after sight). 
Merchant Shipping 

Act. 
Manuscripts. 

O.R.D. 
O.R.F. 
O.R.L. 
Ord. 
Oz. 
p. 
P·/A. 
P.A. 
1'.andL .••. 
Par. 
P.C. 

North. p. c. 
Non-acceptance. PIe 
No advice (banking). 
New Account (Stock 

Exchange). 
Take note. mark well. 
No effects. 
North Bast. 
No one contradicting. 
Netto (lowest). 
No funds. 
No mark. 
No Doting. 
No Orders. 
Number. 
Nominal. 
Notary Public. 
Net proceeds. 
Numbers. 

Pc. 
Pel. 
Pes. 
P.C.B. 
Pd. 
P.O. 
Per Ann .••• 

Per cent .... 

Per Pro 

Pk. 
Pkg. 
P.L. 

~~ ri:.:Jn~:.~ran~_ ~/m. "'"l\j. 
ing). p.m. 

New style. new series. 
Net weight. 
North West. 
New York. 
Degree. 
On account of. 
Obedient. 
Over charge. 
Ocean Bill of Lsding. 
On demand. 
Over Draft. 

Pm. 
PIN. 
P.O. 

P.O.B. 
p.O.D 
p. p. 

p.p. 

On His Majesty's pp. 
Service. Ppd. 

Order of, on account P. p i. 
of. 

per cent. 
Per mille, per thou- P. P. s. 

aand. Pr. 

Open Policy (insur
ance). 

Owner's risk. 
Owner's risk of 

breakage. 
Owner's risk of 

Chafing. 
II Damage. 
" Fire. 

Orcfuuu.y," 
Ounce. 
Per; page. 

Leakage. 

Power of Attorney. 
Particular average. 
Profit and loss. 
Paragraph. 
Post card. 
Per cent. 
Price current, Petty 

cash; per cent. 
~iece; price. 
Parcel. 
Pieces. 
Petty Cash Book. 
Paid. 
Port dues. 
Per Annum (by the 

year). 
Per centum (by the 

hundred). 
Per procurationem 

(on behalf of). 
P.ck. 
Package. 
Partial Loss (insur

ance). 
Put of more (Stock 

Exchange). 
Post meridiem-after-

noon. 
Premium. 

~=issoc3c~ot~osta1 
Order. 

Post Office Box. 
Pay on delivery. 
Picked ports (chartel:-

~g~rocnration (on 
behaJf of). 

Pages. 
Prepaid. 

P~~y ~: l:::: 
ance). 

A further Postscript. 
Pair. 



Pref. 

Pres. 
p. pro. 
Pro. 
Pro and 

con. 
Proforma 
Pro tem. .. ,. 

Prox. 

P.R. 
PIS. 
P.S. 
Pt. 
P.T. 
P.T.O. 
Pts. 
P.X. 
Qlty. 
Qr. 
Qrs. 
Qt. 
Qto. 
Qts. 
q v. 

Qy. 
R. 
RID. 

R.D.C. 

re 

reed. . .. 
reg. regd. 
R. I. 
rm. . .. 
R. M.S.S. 

R.O. 
R.P. 

R.R. 
Rs. 
R.S.O. 
R.S.V.P. 

Rx. • s. ...,. 
S. & P. A. 

seq. 
8ent. 

Business Organization 

Preference or prefer-
red. 

President. 
per procuration. 
For. 

Por and against. 
As a matter of form. 
Pro tempore (for the 

time being). 
Proximo (of the next 

month). 
Parcel receipt. 
Public sal •. 
Post scriptum. 
Pint. 
Parcel Ticket. 
Please turn over. 
points. 
Please exchange. 
QuoJity. 
QllBl'ter. 
Quarters. 
Quart. 
Quorto (4 to). 
Quarts. 
Quod vide (which 

see). 
QUerry. 

::kres,to d rawer 
(banking). 

Running down clause 
(inSlU'BDce). 

with reference to, in 
the matter of. 

received. 
Registered. 
Re-insurance. 
Ream. 
Royal Mail Steam

ship. 
ileceiving Office. 
Repons. poyee (reply 

paid). 
Roil rood. 
Rup-ees. 
Radway Sub--Oflice. 
dpondez s'U vons 

plait (please reply). 
Ten rupees. 
Dollars . 
shillings. 
Section; Secretary. 
Shipping and Por-

warding Agent. 
The following. 
Servant. 

S. g. 
Sgd. 
Sh. 
Shipt. 
Sbr. 
S.I. 

Sk. 
Sks. 
S.L. 
S.&L. 

SIN. 
S.o. 
Soc. 
SOy. 
Sovs. 
S.P. 
Spec. 
SS.S.S. 
Sq. 
Sq. in. 
Sq. ft. 
Sq. yd. 
Sq.m. 
St. 
St. 
St. 
Std. 
Stg., Ster. 
Stk. 
S. toS. 
Sir. 
S.W. 
T. 
T.B. 
T.B. ... 
Throa' B/L 

T.L.O. 

T.M.O. 

T.O. 
Tonn. 
T/q. 

T.R. 

Treasr. 
T.T. 
Ula 

U.K. 
Ult. 

Specific gravity. 
Signed. 
Sbare. 
Shipment. 
Sbare. 
Short interest (insur-

ance). 
Sock. 
Socks. 
Salvage Loss. 
Sue and Lobonr 

(marine insurance). 
Shipping Note. 
Seller's option. 
Society. 
Sovereign. 
Sovereigns. 
Supra Protest. 
Speculation. 
Steomship. 
Square. 
Square inches. 

feet. 
yards. 

" mile. 
Saint, street. 
Stone (in weight). 
Stet (let it stond). 
Standard. 
Sterling. 
Stock. 
Station to station. 
Steamer, street. 
South West. 
1'oos, tare. 
Trial Balance. 
Trade expenses. 
Through Bill of Lad-

ing. 
Total Los s only 

(marine insurance). 
Telegraph mOD e y 

order. 
Tum over. 
Tonnage. 
Tale quale; average 

quality, subsequent 
damage at buyers' 
risk. 

Tons registered (ship-
ping). 

Treasurer. 
Telegraphic Transfer. 
Underwriting account 

(marine insurance). 
United Kingdom. 
Ultimo-of the last 

month. 
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U/p Under proof (spirits). Wt. Weight. 
U.S. United States. w/w. Warehouse Warrant. 
U.S.A. United States of xc. Ex coupon. 

America. x.d. Ex dividend. 
U./w. Underwriter. x.int. . .. Ex interest. 
V. Versus (against). X.new . ... Ex new sbares . 
Var. Varions. Y./A. York Antwerp Rutes 
Via. By way of. (marine insurance). 
Vid. Vide (see). Yd. Yard. 
Viz. Videlicet (namely). Yday Yesterday. 
Vol. Volume. Yds. Yards. 
v.v. vice versa. Yr. Your, year. 
W. West. Yrs. Yours. 
W.A. With average. & And. 
W.B. Warehouse Boo k ; &c. and the rest, and so 

Way Bill. on. 
w.b. Water bollast 

ping}. 
(ship- t Numbered (as tl/5O). 

Foot (as I' 6" -cue 
w.e. Western Central. foot six inches), 
Wd. Warranted. Inches (as 6")(2"-
W.G. Wire Gauge. six inches by two). 
Wk. Week. By (a. 6x6-six by 
Wk •. Weeks. six). 
W.P. Without prejudice 0 Degree (as 90°_ninety 

(insurance) . degrees). 
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LATIN PHRASES SOMETIMES USED IN CORRESPONDENCE. 

ab , .. ,tio 
ab origin. . .. 

aIlltlft .. !!"", ... 
all Interim 
tid valorem 

aaverbum 
alias 
ama:lmts 

d4minima ••• 

ante diem 
41>rlmo 
a priori 

bona ftde 
bona fta.. 
caveat 

.m1>!or 

ceteris 
paribus 

conditio sine 
quafiOtl 

from the beginning. 
from the com .. 

mencement. 
to infinity. 
meanwhile. 
according to the 

value. 
to the word. 
otherwise. 

from the greatest 
to the least. 

before the. day. 
from the first. 
from the cause to 

the effect; by 
deduction. 

in good faith. 
good faith. 

let the purchaser 
beware I 

other things being 
equal. 

an indispensable 
condition. 

Cora.m ludice ... before the judge. 
,"m 1'"111-
legio with privilege. a. d,., .. 
diem 

a. facio 

de fure 
de novo 
d cetera 

(.tc.) 
It sequens 

(et seq.) 
• t slmllla· 
• adv6rso 

_g'f'oUO 

I« parle 

from day to day. 
in point of fact; 

actually. 
by right. 
anew; afresh. 

and others. 

and the following. 
and the like . 
frOin the opposite 

side. 
as an act of grace; 

as a favour. 
from one point of 

view; one side. 

~temfJof'e 

e2: toto 
lac simile 

gra'is 
ibidem 

at the time, off 
hand. 

absolutely. 
an engraved re

semblance of a 
man's handwrit
ing. 

free; for nothing. 

(Ibid.) in the same place. 
it! est (i.e.' that is. 
'gnorll~la legis 1 ignorance of the law 
:::~~~m { excuses nobody. 

in actu in reality. 
in camera in the judge's cham-

In extenso 'n loco 
I ..... 
'ntef' alia 'n toto 
In tf'ansltu 

Intf'a1Jl1'u 

ber j in private. 
st full length. 
in the place. 
in the matter of. 
among other thinga. 
entirely. 
in passing j on the 

way. 
within the powers 

(of). 
.pso facto by the fact itself. 
ipso 114.1'6 by the law itseU. 
locus standi... recognised place or 

position; stand .. 
mg place. 

mala fide in bad faith. 
mortis CailSa... in view of impepd .. 

ing death. 
mutatis mu· 

landis 

tlemhle contf'a 
tilcente 

Nota. Bene 
(N.B.). 

pari pas ... 

per 
pef'annvm 

the necessary 
changes being 
made. 

without opposition 
(nem. con.,. 

mark or Dote well . 
at an equal rate; 

on the same 
footing. 

by; by means of. 
by the year. 



PM caPila ... 
percent.", _,. 
per cont,. ... 
,udiem 
lermensem ... 

pet's. 
Pri"'" /lJCie 

probOM 
PUblico 

prod""" 
pro foml4 

pro rata 

pro lanto 

pro Unopor •... 
.qtddpro q ..... 

quail"",,, 
(q.".) 

•• 
rine die 

<in. quo ..... 
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by the head. 
by the hundred. 
on the contrary. 
by the day. 
monthly j by the 

month. 
by itself. 
at first sight or 

appearance. 

for the public 
good. 

for and against. 
as a matter of 

form. 
at the same rate; 

in proportion. 
to that extent; as 

far as it. goes. 
for the time being. 
one thing for 

another. 

which see. 

sial ... quo 
ante, 

slel 

svb juIIiC8 

sub po .... 
sub rosa 

ubemma 
fides 

ubemmae 
fides 

IdtnJ'IIire! 

l1ademecam 

in the matter of; ~~:bm.t.i~ .. 
as regards. UI_"'_ 

without fixing a 1Iice verS4 
day. 

an indispensable l1tva voce 
condition. 

the same state as 
before; as things 
were before. 

let it stand or 
remain. 

under judicial con· 
sideratiOD. 

under penalty (of). 
under the rosej i.e., 

privately. 

utmost good faith; 
implicit faith. 

in the utmost good 
faith. 

beyond (legal) 
powers . 

go with me; a 
pocket com-
panion. 

word for word. 
a middle course. 
the other way round j 

the reverse. 
see. 
by or with the 

living voice. 
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COMMERCIAL TERMS USED IN TRADE. 

Account.-A statement of financial or commercial transactions. 
Ledger Accounts are the VariODS sections of a ledger showing details of 
a merchant's dealings with persons or in things or with regard to items 
of expenditure and income. Account day, on the Stock Exchange, is 
the day on which dealings for "account" are either settled or carried 
over. 

Account Curreat-is the detailed statement in the form of a ledger 
account containing transactions which have taken place between the 
trader and his customer. Such an account is rendered to the customer 
either quarterly or yearly and is generally made out with the additional 
columns for interest charged or allowed upon each item. 

ACCOUDt S.le •• -It is the statement rendered by the consignee to 
the consignor of goods showing the total amount realised by him less 
cbarges and commission incurred by him. The Dett figure is finally 
brought down as the balance due by the consignee to the consignor 
after deducting advances giveo, if any. 

Ad Valorelb.-Latin phrase signifying according to the - value. 
Customs Ad Valorem duty is a charge of so much pe~cent on the value 
of articles, irrespective of their weight or quantity. Ad Valorem Stamp 
DQties OD Bill of Exchange. Court Fees, etc.) are charged on the same 
principle. 

Advice Note.-A written communication informing that a particu
lar transaction has taken place or is about to take place. 

Amal ••• atioa.-A combination of two or more independent busi
nesses or companies into a joint undertaking. 

Amorti.atioD.-The periodic writing off of a proportionate amount 
of any particular class of expenditure. When tangible assets are 
written off gradually J the periodic charge is known as depreciation. 
When capitalised expenditure is to be written off within a stated 
number of years the periodic charge is known as amortization. 

ApportioDmeot.-A division into parts. The term as used in 
accounts relates to apportioning of income and expenditure with a view 
to ascertaiDing the amount chargeable to the ~eriod under review and the 
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balance relating to the nat period to be canied forward. In Insurance. 
the term. is applied in connection with division of the amount of total 
loss to be borne by c1iHezent parties involved. 

AppreciatioD.-Increase in value. The term is generally used in 
connection with Stock Exchange secnrities, and indicates the increase 
in their market value. 

Arbitrage.-The buying of securities or produce of one market and 
telegraphing orders to agents abroad to seU them in another market 
whereby a profit is secured due to difference or' constant fluctuation in 
price,' noticed in foreign markets. 

Arbitratioa.-A reference, by the parties to a dispute, of the matter 
at issue. to a third and independent party for settlement. the decision 
of such third party is lmOW11 as the IIAwardtJ. This method of settling 
disputes is very popular among merchants. instead of resorting to 
litigation in a Court of law. 

Artidea of A •• ociatioa.-A document containing Rules and Regula
tions in connection with the internal working and management· of a. 
limited company. including rights and duties of shareholders. powers 
of officers, etc. . 

A •• et .. -The items of property of a merchant including the amounts 
due to him are called the Assets of the merchant. 

A .. iaoJDent.-An absolute transfer of interest in property or goods 
by one party to another party. The latter is called the assignee. 

AuditiDg-the process of veriJication of accounts by an independent 
person. 

A..er8.e.-The apportionment of expenses and loss, incurred in 
order to save the ship and cargo from a total loss, among the various 
contributors. 

A •• rd.-The decision or the judgment given in arbitration proceed
ings by the Arbitrator at by the Umpire i. called an Award. 

Backward.doD.-When a bear speculator on the Stock Exchange 
desires to c:arry over his transaction to the next: settlement he pays & 

consideration to the stoc:k broker for so doing which is c:alled backwarda
tiOD. 

Bad Debt. -Any debt that becomes irrecoverable is called a Bad 
Debt. 

BalaDce.-Tbe difference between the debit and credit sides of an 
account is styled as "Balance". 

a ..... ee Sheet.-A statement setting forth on one side the values of 
all the assets of a firm and on the ather side its liabilities and Capital. 
The Balance Sheet is prepared with a view to ascertaining the true 
financial position of the firm as on a given date. 
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Bukrupt. -A debtor wbo finda himself unable to meet his lisbilities 
in full and whose estate is consequently administered by or under 
the supervision of the Court. 

B'Dk Draft.-Bills of Exchange drawn by one Bank upon its branch 
abroad or upon another banker •. Tbey are issued for the convenience of 
<:ustomers' remittances from. one country to another. 

BaDk Po •• BilL-A Promissory Note issued by the Bank of England 
payable at 7 days' sight. 

Bauk R.te.-The minimum rate per cent charged by the Bank of 
England (in Indis, by the Reserve Bank of Indis), for discounting first 
class bills of exchange of customers. Bank. rate is regulated every 
week and depends mosUy upon the demand for advances, qll8lltity of 
gold in the market and the amount of rese"e in the Bank. 

B.nk Retara. -The weekly statement issued by the Bank of Bngland 
showing the amount of Bank-notes in circulation, the stock of bulliOD 
and coin in reserve and other details as to assets and liabilities of the 
Bank. which would enable a business man to judge the state of money 
market and its probable tendencies in the near future. 

Bill of EscblUlp.-An unconditional written order given by one 
person on another asking the latter to pay a sum of "money to a certain 
person or his assignee at a given date. This is a negotiable instrument 
and passes from hand to hand by endorsement. 

Bill of Ladial'-is a contract of aHreightment in tho form of a docu
meut of title given by the owners of the ship sailing abroad 
aclmowledging receipt of goods on board the ship for transportation 
and containing a number of clauses as to risks, freight, the delivery 
of goods to the consignee at the port of destination. 

Bill of S.le (8. S.).-It is a registered document under which one 
person assigns his property to another as security for a loan advanced. 
By virtue of this document the assignee can seize and dispose off the 
property assigned to him, upon non-payment of the loa.n when due. 

Blau.k Cheque.-A cheque signed by the drawer without mentioning 
the amount which is left blank to be tilled in by the drawee before 
csshing. 

SI.alr. Traasfer.-is a transfer deed, generally given as security for 
a loan wherein full details are filled in but the name of the transferee 
and the date are left blank with the intention that if the borrower 
of money fails to repay ~ due date the name and the date can be 
inserted and the transfer enforc:ed. 

BODded Cood .. -Merchandise liable to duty, deposited in Govern
'ment warehouse, until the duty is paid. 
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Bona •• -An additional distribution of untisual profits, among the 
shareholders of·8 Public: Company besides the usual dividend on shares 
beld by them. A special monetary reward or additional remuneration 
given to an employee, usually as an ~ma salary, or a lump amount 
or a sum in the form of a percentage on results. 

Book Debt •• -The amounts due and outstanding at a given date 
and owing to the trader, i.e., the total debit balances of personal accounts 
of the customers. The total debtors. 

Bottomry Boa.d.-A contract by which the captain of a ship borrows 
money on the security of the vessel in his charge, specially with a view 
to repairing the ship and reaching the destination. 

Broker. -Any person who acts as an intermediary in any commercial 
dealing to bring about a contract of sale, is called a Broker. 

Broker.p.-The allowance paid to a broker in consideration of 
his services rendered in the completion of a transaction between two 
parties. 

BullioD.-Gold and Silver in bulk or in bars as distinct from the 
coined metal. 

Capital.-The excess of assets over liabilities of a concern is called 
its Capital. 

Carri ... e.-The charges paid for carrying or transporting overland 
goods from one place to another is called carriage (expenses). 

C •• h Credit.-An arrangement whereby a Bank permits its customer 
to overdraw his current account up to a specified sum. This auange~ 
ment generally necessitates lodging or assigning of some kind of security 
with the bankers to cover. the overdraft granted. 

Chamber of Commerce • ....:4,n association of merchants and busi~ 
ness men formed for the purposes of promoting the commerce and 
industry of a C01lIliry generally. -

Charter p.rty.-A contract by which an entire ship or part of a ship 
is let to an exporter for the conveyance of goods for' a defined period of 
time or for some determined voyage to one or more places. 

Cheque.-A written order or a bill of exchange drawn by a customer 
on his banker directing the latter to pay a specified sum of money 
to or to the order of a .~ed person or to bearer. 

Circular Note. -A modified form of a letter of credit, usually with 
cheque forms attached, obtained from a banker in return for a sum of 
money deposited with him whereby the banker directs his foreign agents 
to pay any amount or amounts in all not exceeding the sum named to a 
person whose signature is found in a letter of identification.. These 
notes are very convenient in travelling. 
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CircalatiD. A •• el'o-Assets which are constantly used in business 
in connection, with sales and manufacture converted into money and 
'Vice '1161'54 as opposed to fixed-assets which are acquired by a merchant 
for permanent equipment. 

Commi •• ioD.-AnY\l'emuneration that is allowed by a principal to 
his agent for services rendered by the latter to the former, is known 
as commission. 

Company, Limited. -A limited company is a company formed under 
the Companies Act, limiting the liability of ita sbareholders to the 
nominal value of the shares they hold. 

CompolitioD.-An arrangement by which an insolvent debtor agrees 
to pay his creditors a portioo of hi. debt in' full aad final satisfaction af 
the whole debt. 

Coalaollo-is a charge made by a stock. broker to a bull speculator 
for carrying over his transaction to the· next settlement. 

CODtiDpot Uability.-An obligation to pay dependent on events 
of uncertain or doubtful occurrence~ i.e., which may or may not happen j 
e.g., if 'one becomes a surety on behalf of his principal, by gnaranteeing 
the repayment of a sum of money, he would, in the event of the principal 
failing to laW his obligation, become liable for the amoauls specified, 

Cop,. Riaht.-An author's exclusive right to print or publish any
thing composed or written by him. This right is assignable. 

C. F. (Ca.t aDti Freiaht).-C. F. price quotation covers the coat of 
goods, shipping charges and freigbt to the port of destination, 

C. I. F. (Co.t, la.araace aDd Fni.ht).-This tenD indicates that 
the price includes cost, freight, and all charges to tht:4 port of destination 
mcluding marine ins~urance of the goods while in tranait. 

C. I. F. C. I.-C. I. F., plus agents' commission and interest on 
the total coa till payment, 

Credit Note.-A statement (frequently in red ink) rendered to a 
person claiming 'Credit for the goods returned to whom some allowance or 
reduction in price ill made; it is an intimation to the party to whom it is 
sent that his account is credited by the sender with the amount men
tioned therein. 

Creditor.-A person to whom aD amo~t is owing. 

Cam. Div. (witb diYidelld).-When shares are bought on the 
understanding that the dividend whicb bas accmed due at the time of 
purchase but is payable at !*' later date, is included in the purchase price. 

Call:'alative ',Di.id~nd.-Preierence Shares have a preferential right 
as to payment of dividend out of profits before anything is paid OD the 
!Ordinary 'Shares.' Where" however, the profits of the company in any 
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one year are not sufficient to pay the dividend to the preference share
holders, and consequently when they do not receive the guaranteed 
dividend the right of such shareholders to receive unpaid dividends 
accumulates or is canied forward to the succeeding years when su.ffi.cient 
profits are made. 

Dead Fl'eiaht.-This is the compensation ~yable to the ship-owner 
when the charterer has failed to provide a full cargo for the vessel 
<:bartered, in consideration of the loss of freight to the sbiP"Owner. 

Debeature.-A certificate issued by a joint stock company or any 
J>Ilblic body or government department acknowledging tbe receipt of a 
loan and containing the terms as to the rates of periodic interest, terms 
.as to repayment, if any, and other particlliars. If any. property of the 
company is mortgaged or secured against the due repayment of such 
loans they are called Mt'lTtgage Debentures: where no mortgage exists 
the Debentures are known as Simple or fttIked Debentures. 

Debit Note.-A memo or intimation sent by a creditor to his debtor 
'Stating the item and the amoa.nt. with which he- bas debited his debtor's 
.account. 

Debtol'.-A person owing money or money's worth either for goods 
:sold or for any services rendered to him or for any other reason. 

Del. Cntdre. Commi .. ioD.-The extra commission agreed to be 
given by the consignor to the consignee in return for the latter. 
goaranteeing to make good any loss by way of bad debts. The Agent 
who gets such commission is called a Del. Creche. Agent. 

Demurr •••. -A charge of SO much per day payable to the owners 
of the ship for tbe detention of tbe ship beyond tbe specified time limit 
in connection with loading 0(' unloading of cargo. 

DepreeiatioD.-Decrease or loss in va1~e of any property on account 
of its use or for any other reason whatsoever. 

DiaCouDt.-An aba.tement or allowance given to a person for payment 
before due date. 

Dock W arrout. -An acknowledgment for goods lodged in Public 
warehouse, showing date of entry, details of the goods with marks and 
numbers, name of the owner and other particulars necessary to identify 
tbe goods on delivery generally transferable. 

DOCQlDeDtar,. Bill aDd CleaD Bil1.-A bill of exchange accompanied. 
by shipping documents such as ;ro lonna invoice, bill of lading and 
policy of insurance is called Documentary Bill while a _ clean bill of 
~xchange has no reference to other documents. 

Drawback. -The excise duty returnable, by tp,e authorities on 
exportation of excisable goods or return of customs duty paid OD 
re-exportation of goods. 
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E. &: o. E.-"Srrors and Omissions Excepted." The term is usually 
found on invoices, and is intended to mean that the values as stated are 
Bubject to correction in case there are any bona fide errors and omissions. 

Ex.Dividend.-This term means IIwithout dividend", and the Ex
div.quotation of price. of .hares do not include the right to recei.e 
unpaid dividend, which- may have accnted due at the time. 

Fized Auet.-Property acquired for permanent equipment or with 
an intention of earning profits by its use. 

Fixed Ch .... e •• -Recurring items of expenditure which is constantly 
incurred in a trade, year after year, such as rent, rates, taxes, interest 
on mortgage, etc. 

Flo.tiD. A •• et. -The property acquired with a view to re.sale or 
subsequent conversion into cash. 

Folio.-When a sheet of paper is so folded 8S to make the two pages 
appear opposite one another the complete portion c;:overed by two opposite 
sides is called folio. I.edger Accounts and Cash Books rn1ings extend 
over two pages open to view and the complete ruling form into one folio~ 
Each folio is numbered consecutively for giving cross references in 
accou,nt books. . 

F. O. B. (Free OD Boud).-The quotation of P. O. B. price co ..... 
the cost of the goods, carriage to port and shipping charges. etc •• in 
fact all expenses until the goods are placed on board the ship for 
export, the buyer hoving to pay the freight. 

F rei.ht.-Consideration paid for chartering a ship or a. part of a 
ship, or for transmission of goods from one port to another in a general 
ship. 

General A .. er .. e.-The contribution made by lhe owners of the 
ship and cargo (or their underwriters) as compensation to a particular 
party who has hod to s.cri1Ice his property for the safety of the .hip and 
the cargo in time of peril. 

Gilt.edpd Secaritiell.-First Class securities or investments OD 

which the regular interest payment is assured and where the principal 
invested is considered absolutely safe, e.g., Municipal Bonds, Govern
ment Papers and Stock and Shares of first class limited concerns. 

Good .. will.-The extra value attached to a business as a going concern 
over and above its intrinsic value (as shown by the excess of its assets 
over liabilities) on account of its established reputation, its profit--earniDg 
capacity J its advantageous situatioD, as well as an expectation that 
profits will be continued to be earned and customers will continue to 
resort to the place of business in spite of any cbange of ownership. 

Gro .. Profit and Nett Profit.-The excess of sales over the cost of 
the goods sold is called ~ profit, whilst the profit as arrived at after 
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deducting from gross profit all indirect expeuses and estab1ishment 
charges. is the nett profit. 

I. o. U.-It i. an ackDowledgment of indebtedness given by a 
debtor to bis creditor generally for a temporary lOaD of money. The 
writing is :-"1. O. U:', witb tbe am01Ult and signature of tbe debtor. 

IDdeat. -A contract containing a firm written order for supply of 
goods received from a foreign conespondent. 

IDtere.t.-Compensation or "rent" paid by a borrower for a loan of 
money. The charge is usually in the form. of a percentage per annum 
based on the financial condition of the money market. including pre
mium. if any I for the risk involved. 

IDterim DiYidead.-Dividends declared by the directors of a 
company at some intennediate date before the close of the financial 
period in anticipation of profits and provided for either out of cutteD.t 
profits or ont of accumulated profits brought forward from previous 
period. In case of joint stock companies tbe right of declaring divi
dends rests with the company's general meeting, but the directors are 
often authorised to declare interim dividends, which may be afterwards 
confirmed by the general meeting. -

IDaUraDCe Premiu •. -The annual 01' periodical payments due under 
the terms of a Policy of Insurance. The Insurance: Policy is a contract 
containing the obligation of the insurer to bear or sustain loss or damage 
arising out of the risk undertaken by him, or to pay a certain fixed sum 
to the insured upon the ftappening of a specified evenL 

latrinaic V.lue.-The real or actual value (as distinguished from 
apparent worth) for wbich a thing c:an be exchanged. 

JDYelltOI7.-The stock -list or a statement prepared of articles in 
stock. 

Invoice.-A statement setting forth full details as to the quality, 
quantity, rates and prices of goods sold or consigned to a purchaser or 
8 factor. It also contains the marks and numbers with which each parcel 
is labelled and includes the charges, if any, incurred in forwarding the 
goods. 

JetthoD.-The act of voluntarily throwing overboard. of cargo in 
order to lighten the ship to save her from being sunk, stranded or 
damaged in case of a storm or similar perils at sea. 

La,. D.,.L-The usual number of days allowed to cargo OWDers for 
wooding of ships beyond wbich demurrage is chargeable for further 
detention. 

Le .... -It is the agreement or document setting forth the condi
tions of tbe oontract for letting lands or buildings for a term of specified 

4t 
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.J1mnber of years.~ in consideration of BDnuat rent. The parties are 
:styled as lessor and lessee. 

Le .. at Teader.-The current coin of the realm or any other medium 
of paymellt that can be lawfully offered ill payment of • debt. 

Lette' af. C~it (L/.).-It is a communication addressed by 
bankers to their agents either at home or abroad directing them, upon 
the credit of the Writer, to advance the bearer any amount or amounts 
within a specified limited sum and debit the total amount to his 
account. 

Liability .-An obligation. The debts owing by a trader J firm or 8 

company are known as the liability of the perSOll, firm or company. 
LieD.-The right of a person who is in possession of another 

person's goods or property, to retaill them if the owner of snch goods 
or property is indebted to him. 

Limited CompaD,..-The company incorporated under the Companies 
Act, the members of which enjoy the benefit of limited liability J I.e •• 
their liability towards the debts of the company is limited only to the 
unpaid amoDllt on any shares taken by them or to any lump amount 
which they have agreed to contribute in the event of the liquidation of 
the company. 

Liquid.tioDo-Process of winding up of a ltimited Company J under 
which all the property of the company is converted into ready cash, 
out of which all debts are first paid either ;'10 f'ata or in full as the 
case may be, the surplus if any, is then retum..ed to the members of the 
company in proportion to their holdings. ' 

Liquid A •• et.--Cash or aDy such assets whi~ can readily be COD

verted into money. 
Lonll-dated Bill.-A long-dated bill is one drawn for a long term to 

run, say J for siz: to nii:a.e months after date or after sight, whilst a 
short-dated bill is one payable on demand, at sight or within 7 days. 

Maaife.t.-A statement prepared by the captain of a ship and 
lodged at the custom-house on his leaving the port, Bnd it CODtains 

full particular. of the cargo and crew Oil board alld the port of destination 
to which he is boUlld. 

Mem.orandum of A •• ociatioa.-A document containing certain 
claus.. as prescribed by the Company's Act and signed by the original 
members of the company. It is filed with the Registrar of companies 
with a view to the ,company's incorporation. The document contains 
the name and address of the .company, its objects, the extent and 
IimitatiOll of liability of its members and details as to sbare, capital, etc. 

Middle Pri ... -The central price between thoae at which a dealer 
offers to buy alld sell. 
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Mu.ate Book.-A book containing record of the proceedinga at 
meetings, such as general meeting and directors' and committee 
meetings, etc. 

Morlpp.-A document or deed for transfer of ownership of 
property by the borrower of money to the lender as a oetarity for the 
loan obtamed. The lender is called Mortgagee ,and the borrower 
Mortgagor. 

Negotiable Jaatrameot.-A document usually 'OODtaining a. written 
I1D.dertaking or order to pay a certain amount. to bearer or to a specified 
person or order, and which is capable of transfer from hand to hand 
by means of delivery, with or without endorsement, as for example, 
Cheques, Bills of 2xchange, Promissory Notes, etc. 

NeL-The term. is ased to express the amount, quantity, or price 
for merchandise after all deductions &lie made. 

Pari P ••• a.-On an equal footing; iII equal proportions. 

Patent.-Grant of aD exclusive ~ght to an inventor to derive all 
benefits out of his invention for a number of years. -A patent right is 
granted by the Government (sabiect to payment of fees) generally for 
14 years durmg which the u.ventor is protected against any infringe
ment of his right by other persons. In exceptional cases the term may 
be e:rleD.ded to a limited number of years usually seven years at a 
later date. 

Pelt, C •• h.-A small round sum of cash entrusted to an assistant 
.cashier, for meeting small items of apenditure. 

Po ....... -Th. charges. paid for buymg postage stamps for transmit
ting any article or goods from ODe place to another. 

Po.t D.ted Cheqae.-A cheque drawn and signed but which bears 
a future date. 

Preferential Creditor •. --Certain creditors of the insolvent are 
entitled to psyment of their claims in full in priority to all other 
creditors. In cas. of Insolvency (or Baukruptcy) proceedinga as for 
example, Government and Municipal Rates and Tues, Clerks' 
Salaries and Labourers' Wages, according to legal provisione. 

Pri .... Caneat (P. C.).-A table showing the market prices of 
commodities as published in newspapers or in trade jonmals. It 
is a general custom among merchants to issue a list of Prices Current 
to their customers either daily, weekly or monthly showing articles 
dealt in by them. and the C11!Teut market price of each of them. 

Price Lilt. -It is a list, showing. the selling price of articles 
published by retail dealers, grocers, etc., in the fonn of handbills. 
booklets or advertisements. 
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Profit ShuiDI'.-The system under which the workmen receive a 
share of the profit which the business realises in addition to getting 
their bed ordinary wages. 

Pro.peetul.-A docum~.nt drawn on behalf of a Limited Company 
detailing the prospects of its success, and including the contents of 
the memorandum with a view to inviting the public to subscribe for 
its shares or debentures. 

Prosy.-The person authorised to act for another; or the datu· 
ment authorising a person to act" on one's be~lf. The term ~ 
generally used when one is authorised to vote for another at a Company 
meeting. 

Quoram.-The minimum Dumber of mem bers of a Committee or 
a Board of Directors or any other body of persons such as an associa
tion, a joint stock company, etc., who can meet and transact business 
according to their constitution. 

R.te of -Eachan.e.-The price of money of ODe country quoted in 
the terms of money of another country. 

Raw Material.-Materials in bulk or unfinished state obtained 
for manufacture of finished articles. 

Rebale.-An abatement or allowance in price. made at a subsequent 
date. It is a portion of discount returned by a banker on discounted 
bill when it is retired previous to the date of maturity by the party 
liable thereon. 

Receipt CReept.). -A written acknowledgment of something baving 
been received. 

Receiver (0. R.).-Official Receiver \ is a Government officer 
appointed to take charge of, realise, and distribute an insolvent's estate, 
among his creditors, during the liquidation of his business. 

ReapODdeDtia.-A contract by which a captain of a ship borrows 
money on the security of the cargo with a view to enabling the ship to 
reach the destination. 

Re.el'Veci Uability.-The liability of shareholders for uncalled 
portion of the shares they hold, which the company decides not to call 
up except only in case of its liquidation. \ 

Ri.,.-A combination of capitalists for the purpose of forcing up 
the prices of certain commodities above their ordinary market value 
by withholding such commodities from circulation. Such a method is 
also known as "cornering", 

Ro,.altr.-A royalty is a payment by way of rent made by one 
person to another in return for some privilege or concession. fI.g., 
the payment made by a manufacturer to the inventor for the use or sale 
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of a patent, or payment to a mine proprietor for every ton of coal 

or other mineral extracted. 
s.tvqe. -It is a compensation made to or repayment of expenses 

incurred by tbose through whose enrtions ships and goods hsve been 
SOlVed from being lost through perils of tbe se& It is also a term 
applied to goods saved from fire. 

Set Off.--A counter-claim. 
Ship'. Proteat.-A declaration made by the master of the ship, 

upon oath, detailing the true otclrcumstances under which damage 
to ship or cargo was sustained. A copy of this is usually required by 
the underwriters before insurance claim is settled. 

SiokiDa Fuod.-A sum set aside periodically out of profits of a 
business for a number of years in order to meet out of such accumu
lation a specific loss or liability at the end of a given date, as for 
example, Redemption of Debentures or provision for Replacement of' 
Machinery. 

Solvent and JoaolYeDt.-A trader is said to be solvent if his 
assets are more than his liabilities. whilst if his liabilities es.ceed his' 
assets, he is said to be insolvent. 

StatemeDt of AecoUDt.-AD account rendered generally by a 
creditor to the debtor at stated intervals mentioning the dates, parti
cu1ars of debits and credits and the balance due, together with interest, 
jf any. 

Slerlill •. -Standard ltnglish money or coin. 

SurreDder Value.-The amount which an Insurance Company is 
prepared to psy in cash as a retarn of a portion of tbe premiums paid 
upon the surrender or cancellation of a policy issued by it before it 
has matared. 

T.le Quale.-An expression used in contracts where bargains 
are made for goods Uto arriveu and signifies that the goods were 
according to sample taken out at the time when they were shipped 
but the buyer takes the risk of any damage or deterioration during 
transit. 

Ta .... -It is the weight of the bolt, cask, or other container 
wherein goods are packed apart from the weight of the goods con .. 
tained therein. Tare is used in connection with the allowance or deduc
tion to be made in the gross weight of the goods to ascertain the net 
weight of the contents. 

Tret.-It is allowance of 4 lbs. on every 104 Ibs. on merchandise 
as a compensation to the buyer for wear or damage in transit or for 
dust or sand or waste liable to have crept in with that merchandise. 
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Trial "8a1aace.-A Trial Balance is a statement of the debit and 
credit balances of all led&fr accounts prepared on a given date, with 
an object of proving the arithmetical accuracy of ledger postings. 

Tra.tee.-A person in whom is vested the right of ownership of a 
property on behalf of'lanother person for its administration in a specified 
manner. 

TlII'Ilover.-A trader's total sales during a given period. 
Ultra Virea (Beyond the Powera)-e.g., the directora of • <om

pany must see that they are not actiJig ultra l111'S$ (beyond the powers 
conferred upon them by) the me~ora.u.dDm of the association of that 

company. .. . 
UIaDc:e.-Tbe customary periOd or term for which bills of exchange 

are to be drawn between two, different countries. 
Voucher .-Any documentary evidence in support or accuracy 

of accounts entry. 
Waite Book.-A rough memoranda boOk in which a trader enters 

his transactions as and when they take place, from whkh ultimately 
the trader writes up his books of accounts. 

Weteriae Stock.-Issuing capital of a company by new stock 
or shares without having substantial assets behind same through 0ver

valuation of assets, etc., on which a dividend has to be paid. 
WiDdia. Gp.-The proceSs of liquidating the affairs of a business 

and settling up finances of a concern by realising all assets and "paying 
out the liabilities either in full or two rata as the ease· may be and 
in case of ucess paying back the capital. 
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