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INTRt)DUCTORY 

In its report s•;;.l>7!litte::i to th~ A~rrr!.nistrativ~ 

~.eforms Co'11'llisdon on til~ 15th Anr.il, l'?S7, the Study 

Tea'!l on--.l!co~mLc. klmin~_stre.tion h"!R.-hd h~r S~1t"i C .'H. 

Bhabha, had briefly to•J.ct."!i tml)n tb"! rol~ of Co'lll)aql! 

th~ ~d.'i~"t" iss•J."!S of "!~~nn'!liC policy c~nt:"!::-r.n", round 

th:"! -orlnctoe.l <::c-:>norn:i.c crmtrols and th<1 lic~C\f.f:1~ 

of i'1·"l'.lf.tri"!s it:cl•t·Fn~ tl"le r~<;1lntil)n of f':lr':!iP:n 

st•1:'ly on s~v:~ral ma i or i ssu~s r"!l ating tr;~ the corporat~ 

t- 't' sec.or, 1n .n nrt·l ~.1·1-,- r""""r"'~~" to ,:h., int.,r-~<>l~tion-T)~ ··'-· G • .L. --~ ........ s.J._... -· ~~ · ~ ._ c ·· • 

wor1:dn~ of ~oint stock co~.-,ani~s ani ti1~ f:;>.ctors t.;rhich 

of th:2 Co'!l"'llni "'s J'.ct and th~ r1l film·mt of th"! aims 

e.nd ob~<!cN: nnd~rlyj_ng it. f.ftcr a nr·"!li1l'lnary 

di scussi.on of th-:! scop ~ an:l r.•1rnose of th"! prol'OS'.d 

st•1dy r.::l th Shri D .1. Haz•J.md,qr, .form"!"t"ly Secr'"tarv to 

the Go,nrnm:nt of In1i a in th"! ·i)~,.,ar.tm~nt of Co!llT'lany 

Law Admini~tra-::ion, th~ }.d"TJinistra.tiv~ P,~forr-.s 

Co'll"l-5 ssion dcci3~d to sat U'D a T-Torkin~ Grcu~· for 

this nur.,ose. The constit·1ti 0n of th~ ··Torkin~ 

Grr">U" t!S announced on A-1-;;'-lSt 11, 1967 was as follot,7S: 
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1. Shri D. "!:..M~oz:·.1mdar, ICS ("tetd.) 
Forncrlv, 5-~cr.ztf'.rv to tl-t~ 
Govt. of In·H~. D~nP.ct'1l~nt of 
Coml)anv L."l~~ .'.-,.;in) ~t-ration. 

2. 

3. Jr. R.KeRa~~Ti 1 
r'rof~ss<:;:- .:>c In.-:'•.Istrial 
Economi•.::3, Ud.v'"rsity of 
Bo~tbay, Bonl:-a.y. 

4. Shr! M. '!. V~rkatara!!lan, 
Chc, r'1l~n, 
Si.mpso;:-t !_,rrm~ of Co111':1ani~s, 
in da:h~"ls, 
2, Dnrnl srval'li 7-of'.d, 
"''~r'r~~ 17 J.·J..:........ t":0.·.-1- 0 

s. 

6. 

7. Shri S.Ven~atar~m~n, 
Director of Inspec..t1on 
~. Invastl '!;l".tion, 1:..0-:pF,rt
ment of Comnany .Affairs, 
N~w D~l!-1;. • 

- Chairman 

- Uember 

- M~Mber 

- Me"!lber 

- l1emb~r
Secretary 

1. 2 Th<:> tei'!!ls of ref~rence laitl dorm for the 

vlorkin~ Grouo include:i th~ follord!:'l~ items: 

i) to e'{amina the organis1'1.tionlll set-•.lT) of th~ 
Den:1rtm~nt of Cc!ll?P.r.y /.ff?.i.rs ._rith a vi.~w 
to ass~ssinr, its &.litability for s~o1rin~ 
sn~<dy rl~match of b·.1dn~ss ani for enforcin~ 
th~ nrovisions of th~ t;omn?.ny Law; 

ii) to examin~ whether th~ ndministrative 
machin,:!ry is arlequata fer pr~ventinf$ 
malnract1C'?S in torr,t>ar.y .-a·-~::;~_~m~nt, 



iv) 

v) 

vi) 

vii) 
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to ~"{ar:~ln~ ~·'h~th~r th:a provisions of 
th~ Co;n,.,~ny L?.'!!t r~l<='t~:;t~ t? th~ nrivate 
an'l oabl:l.c c-c.f(;f)A.nl.~~ ::u.scr1:nin~te in 
L;."O'l-=' of ei thcr of th~ cnte<:·ori ~s and 
ir ~~'"'-t w~~tt1er this dlsc·rbliril".tion i!:: 
!'.t:>i:.i ·.i;d in th"! int?-r~st: of th~ economic 
ticv··~iv....,·."l ~n.t a Th-; Gro1'n ma? also ~;wv::r;~ !3t 
rat 1_q;vll nri.nci -nl·~s for. cnt~q;':lri set ion 
o t-= ti1~ pm:o~rt 2s in th} light of th.a 
r:~•.:mt::-•7 · ~ soclo-;r:o.nt•':'l:cc otij~C'\;iv,~s np.~ 
t..'!l.~ r·~Tl::.!rem~_r:.t.s o:: t:.n:; '~C:::>u.orr.~te ~ro1v~..:n; 

t.o e~r:'~ln~ T~T~2Pthe.~1 tho ~Jro .. v-ir~; f'I!.n of ,.:_;. · · 
tt;.~ Co:'irJi?.D.Y .t.<"-~v· I'" ,,_tln·; to .n-cr,:r c0r.po-r:>.te 
i ,, .. ,.,s~m.._.,~ s ~n-:1 ~··h"'- fi. n~nc,· • .~.·· r"'-t,-·· ct-' ~ns "·"'"" ,.! --1 1- c.·.-L '--'~--~• .\. ·• • r ...• C.. _;:,_ •• J. ..'lA'-

A.!''~ .'3:..1i~~:_.!_,, d~~icrn;!d to s:~C'...lY"~ wide rli~; .. 
r. ." ... S"',' ~''f .-- to,.n,.,-!",_J.·- o.-·l-1 .... V,..,i ~.,n~<> o-" C . •· "· ... , •.. J .. _ .... ~·~···· ~1- '"' .. '·'·- '-'- .:. on-
~-:nt.r-?.t ~.0:.1 of ~ ccnorn.i c l)Ol:·l:?t' a.!:l.~~ to r.on-
('•, ,.:; •j,'l''• .,. -.: .. '111 ~·~~-t ~ +· t- -h. ·~h .... !-,; h~ 'P b,... ..... ~ .......... _ .... -n'- -O ,. 1 ~ Ln-Y .. ·-' e ·-"~n 
.~ ~~n.,..,'-4 V"' • 
,,_• •• p • .._ .. ~J- _, 

to .aJcamin~ wh~th~r thn. nrovisi.ons of th~ 
C-·~<·IT'f ·r "W r,..,l,..ti "1"' ~o t1--.,. ... ""'ll"n"'r~ .. ; on 
C·.t:l'l:l{ ·~n1 !'-\rr~-;;; M;n;r .. 1· ~1r.~ ~r.r~n.:s- ~M··~n~ :1,;1· ~l-l~ · 
-. \-__ _.. . ., --, ·.- .... ·~ · . .o.t.,- ... ' .Ll._ J.(_ .... ) 

~~J_j'=C:t0r_~ ... -=1;c •. tell~~·! arr{ c0n~is~~nt 
'"' .. clcn;.l}' r:t.2f1r'("'~ >.ncome pol1cy, 

viii)to ?~a~in~.~f th~re.a~2 any cl~~rly. 
d:1hn·;d c:::-}:·c<erl? •;•n-iJ.n<?; the ~:x:cens1v~ 
cxerc13~ o .... A-:&relrd~ftre:.tl.v·-~ tii~cr~tinn 
VRst;~ .. in tiP Gnv?.rmn~r;t urid-:!r tha 
C..,!n-, ;.J.rlJ .. '?. S L .\ t:t ; 

ix) to m;:~> .. \-:-.i:n2 '•Th~ther th~r~ is 1'!.1-~C"-l.<lte 
inr.t:it,.Jtidn-11 a":'r~.n~")m~nt to ~nsur~ 
ccpr(~i'.n."ltion a!l'i :I.nteg·r,~ti_on of t!J.e finandng 
..,C"J.i. i ci "::; of Gov,"!rnr,~nt ft.Ed 1.r1as i ··'}ov~rri"1·3nt 
lnetit,Jtina~ ~-rith tl,--~ cU~0cts ,Jn1~rly1n.:: 
t}t-~ r~~~,lkat0rl' 7!1-~as~Jr.~::; ;?~rt:-l.L!lin~ to t.O~ 
c..o:"'oorat ;~ s2 c'-or; c=;.r..a. 

x) to 7on~i:hr.any ~tly~r Mn~~:·::s o.f th~ 
P.d1T'lnist':l'ltvm or Gor:mr.ny L~~;r <;i:'!.:"t may have 
e. SJ.gr;.i t:~c ... nt b~"rJ.ng Oil tiy~ R:::hi0V~lU·~nt 
of th~ P.h~s Fl.nd objects of the LA~. 
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1.3 ll~vin~ ra~ar1 to th~ nature of th~probl~ms 

ref~n:ed to th~ T_rorkino: Gro•1n 1'\::ld th~ very limit~d tlme 

·et its dis,nsal, i-c w..-.s (hci.d;il not to issu; any fo:::mr1.l 

quasttonneire to elicit vi~ws on ~~Q t~rms cf r~f~~:~c~. 

It was f;lt that it w~~ld be a ti~~-savin~ and mora fr~it

fll o:>roc::hre to at!<:!!':ss a few sclect':!r'l in1ivid'.l~.ls and 

r~res;ntetiv;s of busin;ss <>nd !l!'nf::ssional essnciations, 

w'1o by r2eson of th,~ir "~rsonal kn~~oT:~d--~e end l-!~;r;i;nca 

could be ~xry~ct;~ to throw lisht on ~nny of the problems 

include" in the 'iorlr.in~ r.co'.!" 1 s t~rms of r"fec:ncc, 1'tni 

to hel.., in th~ C'.sse~sm:!1t of a-:l'"'ti.nistrntive n,::rf0rntan.ce 

in this area. Accordingly, co~;::ts •·r:r~ invi.ta::l fron a 

nu~b=r of s~lectej i!11!'Ti'hlals on th: issu-~s r~ferr~d to 

the ·~orkin~ ~roui"'. 

1.4 A list of persnns w~o res~onied to th; invitation 

of the ~-Torking r;rou"' is given at l..nne~i:'.Ire 1A'. A f~~-7 

maoorM1a 11era als? recaivccl fr"m a nnmb~r of lea:ling 

trade associations lik·1 th; Fe:hraUon of Inr:ii an Chamb~rs 

of Co"lrn~rca and In~ustrv; th: f:.ssocinte·i Chambers of 

Co!!l"lerca & In::hstries; tho ~h~r~hold;rs 1 t.ssodat'tons; 

th~ Stock Exch<m~~s; th:! Insti.tute of Ch!'lrt~r;:i .l\.cco11ntants 

of Ip:Ua ~tc. 

1.5 Th~ Workin~ Grou~ also int-arvi~w<:!d a n·~mber of 

~~rsons r~~r~s~ntir.~ a cross s~ction of those associate1 

wf_th trA-de, industry, th~ T)rof:ss!.or.s of accr,untancy, 

solicitors, b~_nko.rs an1 also a few Members of Parliam3nt etc. 

Thes:a int'2rvicws were hol:i at Bombay, Madras, Calcutta and 
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N'aw D~lhi • A list of those individ•Jals and or~anisations 

is ~iv~n at f~~~Jre 'B'. 

1.6 Fack~ro•.md !'8P~•s on a n•1rnber of tonics w~re 

th~ ~esearc~ Sta~f of the Cr-mpany Law Department. 

In addition, n f~'~ case stttdles '~ere also undertaken. 

The ~~orkir:g Groun is gratef,Jl to these mernbers and 

the officers cnnc:?.r.n•:;d in the Departm'1nt of Company 

l.ffairs f'Jr their help and ass:l.stance. 

1.7 ~etween Oc~obe•, 1g57 and hpril 1968, the 

Bombay, Madrcs an-:1 Cal C'.ltta m.:.d Eve at New Delhi 

snr~ad over a p"!riod of abo•Jt 24 da")'S. The '1-lorking 

Grou, reg"C"ets that it Wl'l.S not "Dossible to hold th~se 

meetiri~s at shorter intervals in view of the pre

ocoJnatf.ons of soma of its members both lll'ithin the 

c~untry and ~~tside it. 

1.8 The Study of the voluminous evidence collectei 

by the "lork~n~ .Group and its analysis entailed a heavy 

'burden on the v:~r1 lim:t ted stA.ff strength at the 

dis,osal of the Group. T7.1~ Mer:!ber-Secreta.ry of the 

Gro'.l'o had to c~rry on his work i.n addition to his 

d•Jti~s as an officer of the Department of Co!llT)any 

Affairs, Government of India, but towards the end of 

its labours he r~ceivad soma part-time assistance from 

Dr. G .Balakrishnan, Senior 'Research Officor, Research 
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and Statistics Division, D~partm~nt of Comnany Affairs. 

Shri S.S.Trehe.n, Senior t".n<ilyst of th~ /d.ministrativ~ 

~2forms Col!nlission wc>.s attached to th~ Ma'llber-Secret:.l.ry 

fr0m the rrdd1le of Nov~mber and was of ~1ch helo in 

orge.ni sin~ th~ meetin~s of th·::! r;rou-o:> and "rer-arin~ th~ir 
. 

t·J.·-:<:~t,.~. Tha Gr,.,uo is ~Sratef•ll to these officers for 

thair assistance. The Groun would also like to place on 

r2cor1 its anpr~ciation of th~ hard work put in by its 

Sacr2tRriel staff and nartic•1larly th~ Steno~ra.-,hers 

and tyryists associRten with its work. 

1.9 It has not been p-,ssible for the t-7orking Grouo to 

cover all the major issues bro•1~ht to its notice, ImJCh 

. ' 
less to deal with all the points raisei by witnesses. 

In a later Chaot2r d~aling with the scope of th~ reoort, 

the Working Groun has attem,ted to indicate its broad 

aoproach etnd also to identify those nia;or ar?.as of 

compc>.ny manag2:n~nt and practice which in its _judgment 

were of sufficf. ;nt irn,ortancc to need snecial consi•bra

tion. The Working Grouo t~~st this selective apnroachh 

will help to focus c>.ttention on those iS&.les. of comnany 

ad1ninistrati•:m on which f·~rth~r tho·~ght and action would 

be ur~;ntly needed, if the aims and objects und2rlying 

the l•ct are to be substantially achieve-:!. 
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CH!.PT'":t - II 

W2 lrlsh to pr:?.::ac'2 o·1r stud-, with a brief 

anal}·sls of tr.~ si!Znif~.r.a:1ce of il")int stock ent~r

uri.li:es i.:1 t~~ econor~y of mc~brn industri.r:llvt· 

a-i:vaf'c~d conr:tri?.s. · Th~ statist i.e::; e.sso.'"lbled and 

e.nelys?.d i.n thi.s chapt:r ;3.re intend2d to show at a 

glanr.e b~w d·trir:g th?. last half a centurv joint 

stock COT!I')'?.'li·?.S cv~n in a r~lativ8ly un:i~r-develon'!d 

gro~rt:"l e.n:i th.~ incre~slng scale of th~ir oper.ati.ons 

and inv:st:nc;r,ts C!Jr.stitute them as th: most 

dom1.nnnt f-:>r<n of econom:tc or~?;<>-nisation in this 

co•1r~t::-y, for th~:l.r il!lp."Ct on m1r econo!lli.C and 

!>oclal lif?. far trGnsc:nds the imm::lL'tte int:r~sts 

of th:lr sbF,r::hold.~rs, credito:rs an-:1 th.:ir 

elll1"loye~s. It is not only in the •:>r:l.v?..te sector 

that joir.t stocl<. comnanies hav~ acqu1.rad this 

posi ti.on of emin~nce; _ th:y have also become th: 

staniP.ri end th~ most. favour<?.d forms of p•1blic 

2.2 This ?,rowth in the eize and comnlexity 

of modern joint stock companies and the pro~ressive 

extension of th~ir snhcra of activity have lifted 
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them out of tho.!r ori~ind, M~t"rical, econc-rnic s~tting 

e,s m~re l~gal in:;titutions f0r th:-! nro-iucttcn ani m~rket

ing of goo1s a.r.i s2-:::·;;tc~s, and nlac~ them alor:::>st at th~ 

czntr~ of tha ~co:n0m.l,;·-lifa of all modarn comm-t•.n:U:ics 

incl•1sinq; Ot~rs. T'1.is h:~.s aJ so automl\tically i.r.cr~as~d 

th·z ecc·nonic powar~ e."''arci:;~d by them. This PO'-'«'r is 

not l:.y ary rn~l'n:J Cc!'lfin~d to th-2 volume of c:;oods l"'"""1.d 

se!vic~s Yhich the com':)3ni?.s )'lrodnca or to tha t>roporti.on 

of th">.i.r. t•2rn0v2r to th~ n'ltinnal a~~rac;Ato. ·of £OOds 

end s"rvlc<!s. :;:-:: ext·'!~-,~s to 'll•e.r:~ rates, '!fmrki~g conditions 

-"'.n-1 oth~r terns of lab,.,•Jr-mcn-"~am~nt rel-'\tinnship not rmly 

in th~ in~Uvi:1.•Hl c~'"'·~anies, but also increasinq;ly in 

the r~st of t:1.e orga.T'llsed aconomlc sac':or of th~ 

CO'-J~,try, wh-er8 th~ no-::ms l."'.i d dmm by the large jolnt 

stock CO!ll')f'.nit.s set the 'D"'.ttern :-.•-:-: "':.:.,_.~rs to follo~Y'. 

S!.mile.rly, the n~i~e policy of th~ indivi~ual large 

co-:nP-r:i es inf.l•_t 2:1C:! the course of p--:i c~s in the 1.n::bstrics 

to w~1.ich thay bzlcng and in-:i~2r'! s~t th; •nne!ral pric~ 

,att~rn in all ccnn~ct~d indu:;tri.~s. T!le ctmsurn .. tion 

,att2rn "f th~ C'Jmrnunity ia similarly infl,lencec:'l both 

by th; pric~ end th~ pro·1~ction polici "s of th~se 

C0~e.ni"s. Li.kewi~e. th~ir inv~strn::mt Polici~s thr011~h 

their borrcwing nrcgram:n-;s and caryftal issu~s to the 

public effect th~ r~soons~s of the inv~stmcnt markets 

whil~ the mathods adopt~d by th~ for financir~ and 
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refin~ndn~ t!lrrmgh inv-e:<:tm~nts lar~ely d~termine 

th~ t~r.ms and condlti.ons on \v!<ich cl'.pital cnn b~ 

obtainzd by ot~'lzr s0.ekr>rs of it. Th~ msrl!:~ting 

syst~ms of th~se c~~n~r.ies nlso affect the work 

and fortun~s of thou~ands of '1-Tholz-salers an1 

retail=rs w:1o ~Brn th;dr Hvlng by S'?llir.~ the 

products of t:·v~ir inc!ustrics und~r. the manngcm~nt 

of th'1:12 Co"::J?I'l.nl=s. The economi. c ar"d s-:>dal impact 

on the o.cth•itles of the larg~ comnl'lnies and the 

ramific.:ations of their unobtrusive pow.ar er..1o~red 

by th2m can be broadly assess~d from this bri~f 

r~cite.l ~ 

2.3 'Cor.!inant as is th~ economic imnact of s•Jch 

ln.r~2 ·joint stock c0mn?.ni"!s on the Hfa 0f tha 

'I!IOGern CorroTiunit i es '·1hom they SP.::'V2, TlP.rti c·tlarl Y, 

in slo"rlv &w<~lo.,i.n'5 ccnntry 1 i.ke ours, n0 less 

si~>,nffic"'nt is their non-cconnmic ir.fl·1ence 'Ohi.ch 

is often ov=r-look~~ in pon•.llt".r diSC'lSSions .-,n 

this subj<')ct. One of the m'Jst si~niHcent fzat•1res 

of recent ~1estern Literature on this S'.lb1ect is 

the analysj s of th.~ nilt•1r~ of thi.s infb1enc:'! on 

soci~tv ~Y..'.:'l:'cis~c1 bv t!n jnint stock E:rrt:cr..,·ds~s 

·in the modzrn world. ~~~ no.'1 only cite t"'l~ f0llowtn~ 

obs'.!rv~tions ft'om ;';,"4'ell-kno·.m student on t"tis subiect :-
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"Concern with the modern corporation is int2nsi

fiej to the extent that its activities have neces
sarily rami fie-! beyond the ~c0nornic S?h~r~ of .,ra- · 
duction of J!('tc:~s ,'ln-1 s~r\;ic~s .......... . Across a 
~n.·~en:tng ran?,~ o::: a~ti vHy • t~a lar<se cor;:-c1t ions 
hRva b<?con.e princio<ll factors. Tl-.z•r a:r~ th~ c:·tief 
P."encies cf pri'.rs.te r~s~arc:1. Th?..)'J are the hop& of 

·£tirld rais-.::<:s- fc:l:' i:tsi:itutic-ns of !lizhc!r l.aarning 
c~n:i the prir.ciFal c-~':1:1TJrrt?rs of th .. } pro11.!~ts cf th3Sa 
in..:rt:tt·J.ticrs. Tl-:-.~i'r n.dv~.cti.sin~ S'lpports :.;_,..~Wt'~e..!_:)~rs 
2 n-1 S')C:f!Sclt" T .v. p·.:,-, ~::2."1r.~S. They C.J:<.~ a 1-~a~~ i. ns. 
i:: not ti-:~ l..1r-.-ii:1~, -::ar·.roy:)r of influ;nc~ end 
pr2ss•1~~ e>n pe.hlic o·z·cicials in i'las:.;.inr;":cn an1 State 
Cac-i·ce,l s ••...•• :i:'t f,) ll :n,rs that in 'ch ;s.a sph,~r-:;s 
e~:"l o·~h.?rs th~~y b2ar lc!rg-3 hn1iJrican 1~ f~. 'rlhat has 
b2e:1 so:.id aiT.0UZ1ts to r10 m::>r·2 than thG.t the great. 
co·::-o:•o:::c:.ticn j_ s th~ ~~o:ni nant non- 3ov·'"rnm~ntal 
iru~:i.tutic:r. of rJ.o-i~rnl•merican lif~. Th; •.miv2rsity. 
t':!~ lahc._.r t.'nion, -::1:1~ church, th~ ch.:::d t8.blc fo•Jn-"ation, 
t!1e ·n.·0f~sdc·nal ass~x:iatl.. 0n- oth:!r r-ot.::mti.al 
na-::i.o::-:'11 c<"r.t;~~s - a:r; a:!.l in com.,..,ari son beth 
~2riph:ora! am dzriVi'~tiV.3o 11 * 

2.4 Th~ statistical de.ta which ar3 s·~t o•lt in the 

follmving par~.graphs -:lo not unfort•lnat;ly illustrate 

the type of ncn-~conomic 5.nfluenc~ to w·hich we have 

r~~erred in the foreg"Jing parar,raphs •. Indeei, a ma1or. 

lac•rna in our corporate .statistics is tha abs~nce of S'..lch 

ilata, Navertb:~less, lr.l.tl:-.i.n their n~cessarily r~strictive 

coverage, th~se statistics will show the rapid a~vances 

w~ich the joint stock compani ~s in our country 'ba•re 

made ov~r the last sev~ral decades an1 the 

~v~~e: ~ssny by Prof. bbram Chayes, then Frof. of Law, 
P.arvard Unive;:sity in ''Tbe Coroorr,ticn in Nodern 
S0ci ety" £d. by Prof. Ed~qard Las on (Harvard 
Unive:('S:I.ty rr~ss, 1961). q"lOtec in ''l';)wards a 
~hi~oscph% of the ho:i~rn C?rporation", by 
... hn D .L.uazu!!Cc.r V•SJ.a - !%7). 



- 11 -
important rol~ which, ,..., ·-· ou-= ec.,nomic lif~, they hav~ 

al ~e<"'.dy bc~c.n to olay. 

2.5 Lt tte bee;i.nnln1 of this centu0' the total 

m::1b2r of j0lnt stoc'lc comnanies "•Hh lim~.t<?.:l liability 

of only ~s 35 C'ror2s. At the en1 of 1947 this r.un:ber. 

incr2e~sed to 21,853 w-1.1:h an a~~r2q;?..t'a paid-'J" capital 

2.6 e:::1.f:>rturr:.tcly d•lrin~ this per'!.od a lan~e 

nl:nb2r of m,:,rlbund and defunct C'Jn'">P.nics m5.s-

lead:,i1~1;l}' SW::!lled and one of the fir1::t task of tha 

J:'lepart'll~nt of C:1mpany Affairs w:'\~ to weed them out 

~nd also a consider.3.ble nu':!lber of 11Ghost:" cnmnanies. 

This drive brm1~ht ab'Jut a red:Jction in the nu:nber 

of comoanl~3 to a total of 24,852 in 1951~62, 

altho•u;h th~lr aggr~gate onid-up can:!.tC~.l incr2e.sed 

to l1s 1974 c:::-ores, a grmvth rata of e.ho•lt 1007. as 

comoarer'l with the po~ition in 195.'5-56. At the en1 

of 1966-67 the nu:nb:?r of comnani~s at ~rork 1.-as 

27,247, with an ag~re~ate paid-uo capital of 

~. 3154.4 crores. 

2o7 The Corrmanies Act of 1956 for th2 first time 

cr.e11ted a CA.t?-gory of com?ani.as c:?ll~d ·:;ov:!rn'llent 

co~ani·~S. t.r.y c0moany in which not less th~n:· 

51 p~r cent of th~ paid-up shP-re capit~l is held by 
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thP. Central Gov~rnm:mt or by any State Gov~rnm~nt or .,.,act:Jy, by 
t~~ C . .,ntral Gov~I"1!'1~nt ani nartJ.y, qy 

Lor:<; or mor-~ Stet~ Gqv~rru-:'."!rlt, is a 11uoy-~rnmqnt Com"'a ny11
• The 

number of ST.t::!h Gov':!rnment. -CO!lJ?aDi 2s at the cornm2nc~m~nt of the 

Comnani!'!s ~ ... ct fn -1956 uas less than 70 '-vith an ag-sre~'lt·~ naid-up 

ca,..ital of about Rs 70 crores. This n•.!.mb~r gradually increase.j to 

232 by the ::m~l of !'larch 1~57, ani account~-:! for an a<c:gr~"'2.te 

paid-u;) ca'?ital of abo•.1t Rs 13<"2 crore s. 

2.8 TaDle I s'1.cPs th~ gro1rth in Gover:ru'lent ani non-Government 

Conr:anies fo:r t:O.~ y~a::s 1956-57 to 1$66-67 ani Table II S"lrnnarises 

the net inc::o.~se in t~.e rai:'l.-ury ca,..i tal of Gov~rnrnent, non-Govern-

Tabl~-I 

'f'J,_,t11...,e":" t'-3. 'l)<'.i 1.-•J.,-, Cr_-,j_ t"ll of Gov:rn."'!ont an-:1 
j:lu,"".--S:)·l·~: .... :.:u-~r..t Co1·.n:::·.n:C,~s: 15.56-57 to l~~s~:,-57. 

(Capital in crores of ~.) 

----------
Y~ar ~!l:.~r..3 ~11 
t~~ 31st Eo. 
l~arch 

C O!"C a!'li e s 
-~ pa:.. c.- '1-:J 

c~nital· 

Gcv~rnment Non-Gove:rnn~nt 
C c,.,_,..,a ni e s C C!Ill)ap_:_ e ~ 

ilo. paL.-u;:-.No. p:-;.E-up 
ca?ital capital 

1957 29,o57 1077.6 74 72.6 2'3,283 1005 .o 
1353 ,.,~, ?OJ 

L.\.11 ,_r., 1'="5 3 _-...~ , S1 256.8 28, 1R9 1049.5 
1359 27' i:.J3 1515.6 104 428.9 27.?.99 1086.7 
136.') 26.C::37 15 ~8 .7 125 477.2 26;772 1141.5 
1951 2(> ~ J/,9 181n .5 H2 547.0 26,007 1271 .s 
l:l52 2'"0·'9r. 2C 19c 1 154 6£.9. 7 ?.4afl21 1289.4 ... ;.,-·I :J 
1~53 25~1)22 2256.3 160 7G6.0 25 ,!~!)2 1470.3 
1].)~ ..,.~ ('32 2'-"" 3 l 176 06'"' 8 ?" 7~~ 1542 0 3 t:..J..,J VI.-' ~ ;; ,.J • __ , ~ ,:lQ 

1·; . .;3 2""-<;'111 2779 ~'-~- 133 llll:-. 9 26,401 1664.5 0' - ;-_,~+ 

1YiS 27 .o 10 2958.6 2l.l 1247.7 "fi 7r , 1700,9 t..,.'J<> 
19.:>7 27,247 315l,.4 232 1391.5 27,0 1J 1762.9 
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-I~Fl~~.:..ll 
~~t.J._nr:r~~s.:~ in_t'!:c~,pa:!,~-up C3.2it?t~ of. Go_'r~~nt 
ar:.:.. NPn--i~')v·~rn:.n'?r:t '-'r·.n::oA.n.' ..:!S a"_ \vo·r:t<T ~9~··7--•li to 

F;EC.·-bl ------
(.9_~ni.teJ. :!.:':1 Cror.~s of Rs.) 

Year Total Govr'!rnr·e nt Non-Go~rnn~nt 
Comp'ln:tes Companies Companies 

--
1957-58 229.3 184.8 44.5 

1958-59 209.3 172.1 37.2 

1959-SO 103.1 l;.3. 3 5l~ .8 

1'J60-61 199.8 69.8 120 .o 
1961-62 200.6 82.7 117.9 

1962-63 237.2 156.3 80.9 

1963-64 346.8 174 .a 172.0 

196l~-65 176.3 154.1 22.0 

1965-65 135 .a 99A 36.4 

1966-67 239.2 1i7.2 62.0 

2.9 It will be seen f::'om these t~vo Tables that 

although GoverrJ!l.<:!nt companies formetl only a small part 

of the tqtal number of companies at t-TOrk (232 out of 

27 .247), their a33req;ate paid-up capital accO'mted for 

over t~ro-f:tfth of the entire paid-up capital. Du!in~ 

the period from 1957-58 to 1966-67, the increase in 

their paid-up caryital however •1~s higher than the 
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incr~ase in the pai1-up ca.vital report~d by non-Government 

compar>ies. Th:i.s r~ffi"l.rl::a.hle in(:r~a.se in the Government 

ccm'"lani~s was ~').~ to th~ ~~tabJ.ish_'119nt of s•1ch rriant-size-i 

ccnrani~s in th~ pt:.blic sect0i' as th:! Ein1usta.n Steel Ltrl., 

the N"'?"eli Lig!li t~ Co;:"!)0::'2.tion Ltr1.; th~ Fertiliz~rs 

Corroraticn of India Lt~.; the Nati0n~l Coal Development 

Corryo:cati'Jn Limite"; th~ In·Han ReEin~ries Lt~.; arr~ the 

2.10 The t:::-en-ls in corepany r~gistrations during this 

period also zive S?me ineic<.tion of the rat~ of arowth of 

the corporate sector. i.t the time of th:! coming into 

force of the Co:;;panies .t.ct in 1955, f:!ars were e:;rpress~1 

trictive provisions of the Act, Con~any registrations in 

f•.1ture mibht receive! a set-back. The statistical -'a.ta 

in th~ two Ta'ules T.ihieh follo•,r, belie t~."-<is am:>rehension:

Ti.?.Lii:- III 

v~ar .... _ ,.. 
!.10 ~ 

N=~r Gov~rnrrnt c,.,m-.e.ny ITeoj_stratims 
L':·o-57 to l:>t-6-67 

(.:-.. ~~'·t~"!ori s~d c'l1')i tal cf ::~s- ) • .. 0-

in 

·.Ju~ 1 i, ,_ _._ .... Jo. -'r' v~ t<> 
A. J.. ·- ·- Nc. '.!. otal 

lc-.!<.hs 

•~ ut ~1or:i. s e<i 1-.uthori sed A•.tthorised 
c--' t", a.~J..L .. _ Ca-.:l.tal Capital 

1356-57 - - 13 120 13 1?0 
1~5"7-58 1 10 17 n~o 

·~..1 18 S·iJ 
1r"8 "'9 - J.S or 31 16 93,31 j..J -- :1 J f 

1559-60 1 1,00 2'' 29,10 23 . 3\) 9 10 '-

1~50-c 1 17 31,39 17 31,39 
1'.>61-62 1 50,00 17 72,71 18 122.71 
1SS2-53 3 4.50 5 16,00 8 20,50 
1963-64 7 35;oo 12 134,65 19 169,65 
1g64-65 4 9,00 11 66,69 15 75,69 
1965-66 8 20,55 20 83~10 28 113,65 
1966-67 3 13,65 15 46,90 18, 60,55 

Tctal: 28 143,80 165 588155 193 732135 
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Tabl<>.-DT 
--~---

N~w· Non-Governm~nt Conmany R~r;:.;istrations 
_1_9S_0_:~~7. _!-o _ _19E:§-.6.7 

(Authori ~e-:-1 
of Ru:r,>~e::.) 

CA.pital in lakhs 

Y<>.ar P•1bH-::. fr.tw•:~o. Total -- ----
No. .r••lthcrised No. A•1thorisec'l No. A•.1tbori seri 

c~-)·1 r=>l Caj)ital Canit&l to. .. !: .... _...,.. 

.. ---- ~-·-·----

1956-57 84 SL}~ 13 751 36,52 835 ~0,65 

1957-58 6l~ 52, 6/.1. 879 41~47 gl~3 94,11 

1958-59 .58 58~67 ~:021 "127. 38 1,079 l(!l~,,f:\5 

195t;-60 £.6 66,14 1 343 f 64,30 1,429 130,44 

1960-51 153 •r,; ··o l...,.: ,. • .;,! 1,513 98,15 ll,(i66 255,66 

1961-62 ·o 8 J.J 1'29 ,20 1,398 72,95 1,596 202,16 

1962-63 22ll- 170,.85 1,265 66,19 1:439 237 1 05 

1963-6/-~o 140 1139 2.5 1p060 57,59 1,208 170,84 

1%4-65 176 1 ~a "4 __ ,. , __ l 
1,17'~ 64.54 1, 350 204,08 

195.1-66 124 100 ~45 1,109 61,08 1, 313 161,54 

1966··6 7 n t:.e,29 942 52,38 1,021 100,67 

2.11 ':he notic~a.blc fall ir. t!".:·; nP.r,r ro.?:"i.strations after 

1962-63 is an in1ex to the continuing slwo;gis':1 con-·lition of 

the'new issue m<:'.>:k:~t~ since the Chin~se attack on our northern 

bo:r.1ers from ul:>ich it has yet to reco.,er aiequately. 

2.12 Th~ ConnarJ.es Act at pr-"'!sent makes an important 

.-l.istincti.on b~hreen public limitec1 and private liroited 

comryanies, as several Sections of th~ Act do not apply to 

private limite1 Companies. Jl11 have conside:.:ei the cr~estion. 
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pro~~r re-classific~tion of com~anies in Chapter V 

of thi.s -~aPort.· It may, hm•~v~r, be •.J"l~f'll in this 

cont~xt: to repor.-;•.lce b:-i~fly the rlata T.:'!latin~ to 

p•1blic lir.>it·~"! an-i -pri•rata limit,'!i com~nni.~s at '"ork 

from 31st :t·~".rch 1956, L~, just be:=or~ th~ coming into 

force of Com,<'.J.ni:!s ..,~t :)f 1956 to -lo.t~, in so f<'.r as 

2.13 Tabla V shcus b:c~a~<-u? o:f non-Gov~rnrn~nt 

paid-up 
Tahl.~-V 

Y~aar ar0ed 

3!,3.1SS6(a) 
~· 'J 19-7 ..>.L,.•o -· J 
.,, 3 ':'"3 ..:J ~. ... .s.,j.) 

3' 3 1'''"9 !. ., • >J 
3" - 1~'J i.~. ~;') 

3.i..3.1i51 
3l.3.1952 
31.3.1%3 
31.3.1%4 ., .. 3 .,,...r.-
.;.<. • L}O.) 
r. 3 1'-rr.: .,j J . ., 0 . •:l 0 
-:~· .... 1~ . 7 -.~J. • ..:.r. b 

2.14 

N0n-Grv~~-nt Cmn':)anies at Uork 

:i\::.'1 J~ :i_ c 
No. .;: airl.-u'J 

Cari tai 

9.575 6~0o4 
". T-, 695.7 l.l~ I'-e ,..I- __ 

. ~ £,~;;) 755.6 
7,608 732.2 
7 f )51 814.1 
6 cc., ... ,, .,) 915.2 
6- '=<('9 -:.-:1 10~ 3.3 
5 '.(.QL~ 1170.6 
6,47!.} 1231.0 
6J92 1328.6 
6;410 1346.0 
6. 309 14J 1.8 

(Canital in cror:!s of 
rury~es) 

?'!:":1.-,at~ 'T' ... 1 ·o-.a. 
!io • Pai~-un 

. S::_a')i till . 
No, A~iid-up 

Ce.,..,ital 

20,299 333,8 29.C74 1:)24.2 
2() <:: 1 ') 3J9a3 29~283 1005 .o \..:- ... _, ,_ 
19 ~ s 3-i- 2'3 3. 9 zn, 189 lOL;9 .5 
19 ~691 

,...,~, ,... 
.:J·.J·~ • .:> 27,299 h)%.7 

IS' s621 327.4 26,772 1141.5 
19 f 3l~4 356.3 26p007 1271.5 
10.4-22 2%.1 24,821 1309.4 
19:oso 299.7 2~ 1.· 6? 14-70.3 -' :· ..., -
19: 2&2 351.3 25,755 154-2.3 
l~ ,909 335.9 26 s l;.O 1 1664.5 
20 'J''6 '-·0 r)' 9 .j, .:...6-. 26,796 1700.9 
20,706 361.1 27~015 1762.9 

(a) I~du:l.~s com,.,ar1ies ~ .. rhich on 1.4.1956 
became Govemment compa.nies._ 

It wo•.Jld be seen from this !able thc-.t although at 

present there are ·over 27 ~000 non-Governnent companies at work, . · 
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630~. public limit~ :l companies. vrith an aggre~ate paid-up 

capital of. !Is 14C2 -crores acco1.1nt for nearly fourfifths of 

the a'!~r-agat?. pai-1-up capite.l of all cornpani~s at uork. 

2.1!" The rer:~ar1<able grmrth in th~ public limiter! 

co:;:-rorate sr~ctor durin<? tb.e last few years has be~n sub-

stantially led by the financial instit•1tions, cuch as the 

Llfe Ins•.J't'ance Corporation, the In,bstrial Credit & 

Irrvestment Ccrporation of In1ia, the Iniustrial Finane~ 

Corporation, the In:hstrlal DevelopllYi!nt Bade, the TJnit 

Trust of In.Jia, etc., v:hich have inc:::-eased tl~ir share of 

un-:1.~r-,VI.:i1:ing the iss•.1es of public limite·l cnmnanies. 

Tables VI an1 VII show the amm1nt of carital under-

wr:ttten b}' these institutiJms in the form of share issues 

and debenture capital res~ectively. 

Tnble-VI -----
Amc•mt unier-wri tt·~n by lea··Hng un1~r-~v·ri t~rs 
~:, [);'; th! yerJ.:.'S 19,)""2 .. ·6"1' ~0 1567··68 (3Iure I s~·Jes). 

1962-63 1963-64 

L.I .C. 119.4 167.5 
I.C.I.C.I. 32.5 157.5 
I .F .C. 50.4 238.0 
I.D.B.I. 

U .T . I. -
State Govts. 48.4 
Stat~ ~inance 
t:oTporc.tions 22.5 220.5 
Others 5C1.0 952.9 

(.~.mount in lakbs of r1peesJ 

1964-65 1965-66 1966-67 1967-68 

3r.o.o 
231.0 
300.0 
106 .o 
29.8 
57 .o 

396.0 
864.5 

390.0 
218 .o 
285 .o 
577.0 

45.0 
26.0 

319.5 
211.1 
164.5 
408.7 

C5.7 

432.3 
237.0 
75.5 
61.5 

185.0 
10 .o 

412.0 191.8 140.3 
609.0 439.8 925,9 

Total:- 805.8 1784.3 2394.3 2642.0 1f.21.1 2067.5 
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TaHe-VII 

A!OC'tmt und:~'t'-•·n-i. tt~n.J?•r J.~_aq_ing •mrl:-r-•VIj. te_r_~ du_!i-J;~ 
t~8-!.-.!_x y~~~--~5-lS'TI-~.6.':) ~!'__l~Jt)7·-68_I')·:"'f,~nt'.l~"'"! .&.ss:I~~-

Am·Y~_nt s in J.~l_..:hs C!_f ~"~~ §_ 

1$52--1~3 1963-64 lSGI.'--6.'5 195~· ·r: '~ 1966-67 1967-68 I ..... 

1. L.I .C. f-50.0 313.0 625.0 175 .o 343.0 415.0 
2. I .c.I.c .I. 25::>.0 13J .o 235 .o 140.0 234.0 237.0 
3. I .F "C. 25'J .. 0 - 1.35 .o 95.0 75.0 63.0 
4. I.D.3.I. 40 .o so.o 
5. U .T .I. 525.0 105 .o 175.0 339 .o 
6. Otbzrs 705 .o •I~ 0 

I,· ~J. 38"0 v. 255.0 384.5 457.0 

Tctal:- 7.153 .,) 6go.o 1.')03.0 e 10 .o 1261.5 !.5D.L ...----

2.16. Th~ above -~'i~,.,s .. '::.;) _._ will bring out the i~IQorta~ 

part which these financial institutions play in the naw issue 

marl~at. Since a 1:;-.rge pe.rt of the capital under-written 

by these institutions has been S'lbscribed by them these 

financial instit•.ttl.cns he.va in the process also beconn 

iiiir'ortant share-holders in public limite(l companies and 

consti.tute the back-bone of the 'Connni tted' shareholrhrs 

who play an increasingly important role in the nnr.a3ement 

of p•.tblic coopar>ies and the maintenance of stan-iar~s of 

I!'anagemcn~ in the imustrially ar1vance-:l c01.1ntrbs of th~ 

wzst. ri~ have :liscusse1 else•.Yhzre in this Report th~ role 

wJ:-..ich w~ e:h'T.>~Ct th~se financial int~rmadiaties to play in 

irnprovin~ the efficiency of th~ cor>Jorate sector in future. 

2.17 We in t~ Working Group are mainly concerned with 

incorporated comr'Jani2s, but the r~sponsibilitbs of the 

corporate s~ctor a~ly equally to unincorporat2d business 
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an~ soon~r or later &Ich busin~ss may choose to g~t itself 

inc~orat~d. r,].e ba.va, th~r~fora, look~rl into s•..c h data 

r~lnti.n3 to th·~ grm·rth of incorporated e.n1 un-incorporated 

business in this country as o.r.e availabLe from th~ Incom~-

tax stat:!.sUcs. Tabla VIII sho~·rs the grorrth of unre3is

. tered firres~ regist'?!red firns and companie~. 

19"'-::. - "> 1~~.:.:: .. 
r. • 
::l. ~.fj 

I. Number 23,458 ""8 "'~9 1.. tLI" 

(a) UnrE:~i st-
ered. l<'i ··:ms 
0. .1:-J. S 3C·( ~i ::\-
tir.nn 0~ 
!'arsons. 

(b)ile!;:l.sted 
Firms 6,551 9, 330 

(c) Compan:te s 10700 10~ 989 

Total: 40,7G9 4' ~~8 u,_,., ~ 

II .Rate of Incr'3ase 
over 195(.-.57 

(a)Rat2 cf annnal 20.6 
l::1cre::!se in 
Unrzg:l.Firns. 

(b).tht:a of annual 42o4 in':r~a.se in 
it.~(7d. Fi rT.S. 

()"" e 1 c •• at a· m.. anr:ua 

!able-VIII 

Qr_owth of 'F~r.er,i ~ter.~1 rm~ 
J\.t:. ~d .. st~r~::l j·':i."c:n-:; -~..::l.i C.~:..rx . .I,j·~-~ 

-~;_li-be r of _~..,ss.ess~~!J~ 
---------

1958- 19::9- 1960- 1961- 1962-
59 60 (,)1 62 (i3 

33,221 2~.488 27,708 29,556 26,473 

11,372 14, 179 15. 3~6 17.712 .30,437 

10? 778 9, 791 9,959 11,464 12,024 
• 

!;.5, 3:JI 53/1313 53,(;63 ···P, r>z ..... ":.): .; 
?., C''{J 
\}0·:- ~ ,j + 

41~6 25.7 18.1 26.0 12.9 

73.6 116.4 135 .o 170.4 364.6 

--
1%!-

00 

25,977 

33, 71}1 

10,315 

69,933 

10.3 

415.1 

increas~ in Cos. 1.9(-)0.002(-) 9.1 (-) 7.6 6.3 11.5 (04.3 

(d)ht:e of total 19.1 35.7 . 31.1 30 .o 44.0 69 .o 71.5 
annual inc 1::<!ase 

(Contd •••••• .) 
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III.I~ortance of each 
c"'.b~gcry cf b•.lsin8ss: 

(a)'JnrerJif't~r~d 57.5% 58.27~ 60.0'1.. 55.2'1. 52.2''/. 50.3"/. 38.'~·1. 37.01. 
Firms & n.Ssocns. 
of per~r'lr:S as 
percer.t of total. 

(b)R8E:1.Firms as 
'l. of t0tal. 

(c)Comnani2s as 
/.. of tc;tal ~ 

15 < u. 19.2% ZOoS'% 26.5% 29.0"/. 31J.2'/. 44.2% 48.21. 

~ 
22 .61. 1'). 51. 18. 31. 18 .e% 19 .5'1.. 1F. Jvlo 1@ .9% 

2.13 It will be s,~;n from this Tabla the.t th~ t~oo cat~-

tions of ani "Cc:r::;:>anies" hav~ not r~c::>rch-~ any S'.lb-

stantial incr:case in 1:>63-64 as cor'l':'ar·d with 1S56-57; 1~h~rens 

figur~ of 33, 7/;-1 ns against 6,551 in 1955-57. In fact, 

1""unre;ist;re.-f Fi:i."ms an·I "•ssoci<:.tions of :i?:::csons11 r":!"isterecl 

a continuous fall in numb~r +rc-i.n~ th~ period 1959-60 to 

l%3-6l} but 'V7;1S still h.i.gher during the redod 1963-64 as 

co~par3i with t~~ base year conse~.1;nt on a large incr~ase 

during 1957-58 an:i 1958-59. In so far as tl~e "Cornnanias11 

from 1:i53-59 to 1%0-61, want up -:luring 1961-62 ani 1962-63 

but sli~e~ back once again in 1963-64, as compared with the 

base y~ar of 1956-57. 
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Tat-le-IX -
Q.r.o~rth in income of different forms of Busin:s~ 

(Rupees in crores) 

-------------~!!COT'le I"-S£.'J..·:'.;,;.S=..ud=-' -----

I nC"ome ~ 
(;;.) Unregi ster~d 

1''1 ~~ms and 
A:: ::;:xi at lons 
of Pet· sons. 

19:16-
57 

32.7 

1957-
53 

34.5 

1958-
59 

37.9 

1959- 196D- 1961- 1962- 1963-
60 61 62 63 (;4. 

31.9 39.3 35.3 34.9 

(b) R;.:;g.'Lstered 
F'i Y!ns. 

(c) Co:npanies 

51.9 74.2 90.2 112.5 127.5148.7 197.4 205.0 

235.9 219.7 265.9 213.0 247.9405.0 361.2 271.5 

Tota.l:-

II. Rate of Increase 
over 1'}56-57. 

(a) Rate of Annual 

(b) 

(c) 

(d) 

i:rtcr~ase in 
l'r::.:·egd .Firms-. ' 
Rat-= of annual 
iP.cr.esse ln 
i{~gd oJ~i t"1IlS • 
Rd:a of armual 
incrr:::ase of 
cc.mpanie'>. 
Rat.e of total 
i\nr.twl increase 

III .Iffi?ortance of each 
C<t!:er:;ory of Bus.l..m~ss: 

(a)Unre~l stert::d 
FirTis and i.i<.Ssociations 
of .Persons 
of total. 

as percent 
10.2 

(b)Regi stere1 
as percent 
total • . 

Firms 
of 

(c)Companies as 
perc<:mt of 

·total'·. 

16.2 

73.6 

3zn.4 3J4.o 360.o 407 <o s~3.o 593.9 511.4 

5.5 6.7 (-)2.4 20.2 7.9 6.7 

43.0 73.8 116 .a 1/}5 .7 186.5230.3 295 .o 

12.7 (-)9.7 5.1 71.7 51.1 15.1 

2.5 22.9 12.3 27.1 85.0 85.3 59.6 

. . ' .. 

9.7 7.8 6.6 5.9 6.8 

22.6 22.9 31.2 31.3 25.1 33.3 40.1 

66,9 ·' 67.5 59.1 60.9 68.3 60.b:53.1 
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2.19 Table IX analy~s the groHth in income of.the 

v~rlous firms of bustnass during ~956-57 to 1963-64o 

11U:1registered FiT.'rns and .hssocie.tions of Persons" r.cr.orded 

an incree.se of 6. 71. in 1963-54 as ccmrare:i ~ri th 1956-57, 

while ••Registered Firms" i~cr.eased by 295% and 11cornpanies" 

b 1r: l"i y .) 0 ••• TabJ.e IX also sho•..r~ the iM?o-rtance cf each 

category o:f bu:;in~;,s orgapisation in r~lation to tha total 

inc<:-.:-n ass_ess·~d to tc>.x d•n:-ing the period. The .iMp(lrtance 

of 11?..e~i...st.~re1 Firr:I'J'' fn:rease1 from ·15 .2% in 1956-57 to 

th~ c-ther two fo~s of business crgantsaticn viz. 

''Unregistert?c' Fi:.mc; !'.nd Associations of Personsa and 
.. 

"Co~:lnies" dec:'..im-:1 from :o.zt. to 6 0 9% .and fro:n 73.6% tQ 
' . ' . . 

. . . .. 
53.1%. res?ec~iYely •. Judged by the. amount of income asse~sed 

to te.x, "co:r>panics'' occu])ied a v:e7 high place in 1955~57, 

arrl 11.!.though thei.r rcla.tiv·e ratil16 frou this point ·of· view 

decliri~·d in 1%3-64·," the'y stili '~ontirl<Je to be the leailng 

form o_f. _bu~in~ss. _crgani s_.s.tion. 

2. 2') Table X shows the grov:th in the realisation of tax. 
.. •._ . - . . . ~ ·. '. .. . . . . . 

f::-o:u differer.t fcms of business organisation betl,reen 

1955-57 e.nd 1963-61~. It would be seen from Table X. th:"l.t 

d•J::-in3. tlle. er:tire' p~riod· •'Unrgg.ister:!i Firms and Associatio~s 

o~ .P.:!rsoas" -!eclined by about 3.81.; whereas both' •':tegist<:red 

f:;~:::l.S" and "Cornpa<1ies" i~cr~ase~:l resn'ecti vely by 481 •. 3% 

m:I 25 .5%. )t ._:'J.?~· also. be seen. from. Table XII that the

~!:'?ortance of ''Unregist':!red Firms e.nd Associations of Persons" 
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in the total te.x collections dacline-:1 nur!ng the same 

perio:i from· 6-.7?. in 195'5-57 to 4.91. :!.n 1953-64. A 

similar decliP.e is also s-:en in the case cf ''Companies" 

whose impcrta~ca in t~e total tax collection declined 

frn1:1 91a9% in 1956-57 to 89 0 0% in 1963-6'+. On. the ether 

hand, "Re9;istera1 Fi.ms" increase1 their share from 1.4% 

in 1956-57 to 6.1% in 1963-64. 

Tab le-X ----

TAX 

1956-
57 

1')5 7- 1958- 1959- 1960- 196:!.- 1962- 195::1·· 
s.s 59 60 61 62 63 64 . 

I. TAX 
(a)Urn:cgi~tered firms 

a:1d A~sccia-
tjons 0f 
Persons~ 7.9 6.8 

(b)Regd.Firms 1.6 

(c)Co~~niesl08.5 

Total: 118 .o 
II.Rate of Increments 

over 1'355-57. 

2.3 

110.5 

116 % 
•J ob 

7.4 

2.7. 3.5 4.1 

127.4 109.5 122.0 

147.5 120.6 132.3 

(e)Rate of annual 
1:1:-:!'ease in 
uu~e;si sterad 
Firms. (-) 13.9 (-)6.3 (-)3.8(-)21.5 

(b)Rate of annual 
incr~.<tse in · 
R :i ,... eg •.. ~rms. 

(c)Rate of annual 
inc~~ase in 
compan!.as. 

(d)Rate of Total 
Annual Increase. 

43.8 

1.8 

1.4 

68.8 

26.6 

25.0 

118.8 

0.9 

2.2 

, ... .... ,.. 
.._;. .. ., 0 .;. 

12.4 

12.1 

8.7 7.3 7.6 

l~.9 7.8 9.3 

195.9 175.1 136.2 

209.5 1)0.2 133.1 

2f-i;.,.3 387.5 481.3 

8~.6 61.4 25.5 

77.5 61~2 29.7 
contd • ••. .-. 
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(1) (2) ( .. , .. J (4) (5) (6) (7) 

III • IMportance of 
. each cat ~gcry 
ot business, 

(a) u . j" nr<!g:t st~r~ 
1'~~ ~!=: - .... j ,_ 
AE~oc:i.ations 
of ?cr::an.s....as 
p ., .. c···-·t o.f ..... s.. ..: . .:. .. 

4.2 3.8 tc-tal. 6o7 5.7 5.0 6.3 4.7 

(b) R.~g!.ste::-ed 
3.1 2.3 4.1 Firr..s e.s 1.4 1.9 1.8 2.9 

pet cent of total. 

(c) (" . ., ... 
..-cmp~n-:..e'"' aS 

t~rc2rct of 92.1 ctc.l. 91.9 92.4 93.2 90.8 92.2 93.5 

2.21 Alth·:oug~'l~ by nunbzr, tmlncorpore.ted business 

is :nuch higher t~hn.n Comp.ar<ies, from the point of view of 

t.ax coll~cte-:it Con;_::an:i.es stan-l. l>.zad an1 shoul!'iers nbove 

the other fob.s of bnsi::l?.SS organi so.tion. 

The following Table shows. the importance cf 

th~ corporate sector in relation to the natio~~l economy. 

To.b1 e-XI 

St:'n~ IT'c-iicators of the si.z.: of Coror.r?.te Sector 

1%0 1953 19G4 1955 ~.966 ·------
1.7 ot 3.1 rr.!!!lber 

or Joint Stock 
C o::na.nie s a-:: 
\TGr.<. 2G,897 25,622 25,932 26,584 27,010 

2. To-t:al paic-up 
"4li .4 c~:>:.t·'-~ rNe~L.-

n-~:1t. 1,619 2,256 21603 2779..4 -2948.4 

• 'Zs • ' . . ~n crores) 

·1957 1961 1963 1965 
3. Total sales c;>r 

main in:::ome of 
cor'lUanies. (Rs. in 
cro::-es) 3700 5210 6132 9806 

4. Total 1-.ss~ts(net 
of depr~ciation) 

3650 4850 {'p_f corrroanies. 5856 10244 
fs. in ·crores) 

(O) 

4.9 

6.1 

89.0 

1967 

27,247 

3154.4 

1956 

10392 

11425 
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l9'57 
S. Share of COffi?anies in the 

n.::t domcsti.r. out-:mt -
• 

J.9(i 1 

Tctel n~t do~stic output 11,400 
(;;~. in cror-~3) · 

14,960 

Oo.:tp'.lt of compa.nies (!Is., 
in crores) 1, 310 1,890 
Shar9 tf companies. 

6. Share of comp~nies 
i r .. tc:Jt r~"J·~-::1~-l~ c-f 
c ""+- ral '-"·~""'.,-,r1r..nt _..~. ..... - \.;;:.__. 'J \. ....... -·11 ~ •• 

Ictal tax danlands.~lls.in 
crores) 

Tc-x D9cn.'l.nd::; from comoa
r.:i.~s (::S.:Ln c-;:ores) '· 

Share of cor:ll)enies. 

1~50-
_21 

7. S~are of Cc.,;p,re~t~ Ta::: 
r~is~d fr.om 80~?~r.les 
in tht: t otaJ: -r.e'r~nu-a of 
C:;ntral Government. 

Corporate Ta~~es.(Rs. 
in crores) 135 

1086 

12% 

12% 13% 

1957 ]5_$)_~ --

222 243 

111 122 
SO"i~ 50~~ 

1953- 195!)- 1965-
6'~ 5j_ __£_6_ 

.227 295 
1852 2095 

12/. 14% 12% 

8. Share of companies in the 1.?56 
factory o1.1tput ( 30 indus-
t.ri ~s) o 

"TQtal out~ut of all factories 
(l\s. ln cror:'!s) 1614 

O~ltp~;~t of ccmp_' any o~·Tned factories 
(rs. -1n c:c-oref'J · · 1318 
Sl1are of conpany o~omed 
f2.ctodes. 81.7% 

1966-
_§] _ 

329 
2731 

12% 

1711 

1395 

1s .s"k 

15,480 

2, 390 
15'1. 

19f2 

322 

159 
50'1. 

1967-
-~-~ 

320 

21313 

1961 --

3693 

--

Ccontd ••• 



9. Share of companies in the 
pro:luction of f.:.ctl)ri~s.-
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1956 --

T -t'll Frcdurti\.'-'.! cc't'i tel 1004 1215 2374 
(1.; eo l.rl. c·:.::Jre ~,I "' 

_Fr-::lducti'lii t;•. car>~~al. of co. 
O':mQ:l facto;:::.es \.,,s. ~n 

cror?.s) 

S. f .... 1 d 1nrz c. cap1.-a owne 
f3.ctcries. 

889 1072 

88.2% 

It Will be s~en from the Table XI that in 1%7 out of the 

.:!Stime_t<!d rzv~nue budg:=t of Rs 2813 crores, as much as 

Rs. 320 cror?.s, i.e. ne::1rly 11% of the rev?.rl!le butigat was 

e'q>ec<:ed to be re~lis~:! from the corrorate sector. Cor-

pl')rate sector al:lo acc-::>• . .mts for nearly 9/lOths of the 

p=l')ducttv-? capitnl of all factories in the country. 

2.23 Table XII sho~vs the share of the corporate sector 

in th~ total net domestic product at factor cost. It will 

be z~en from this th.:.t the corporate sector contributes 

over 1/lOths of the national income-of the countr;. 

T able-X. II 

Shar~ of the Cor]:'N'2.te Sector in the Total 
FY JJo"''"'"tTc---;;-r~"··,-~t "t l•'-,,..·•·o·~ r'v~ <:+ c.- ~~l.._.J _ .. \..' ... _._ ...... C.--~· .1. v ... _0 

19M
l.9 

1950-
51 

Srare of t!'le Cor- 7% 
rc.r&te 3~ctor in t'he 
tct2.l net d::>m-estic product 
at f.:.ctor cos·t. 

8% 

Shz.re of the Cor- 8% 101. 
pc..rr-.te Sector (excl>.l'iing 
Go\--t. Co!IT;_)anies) in the 
total net doemstic product 
at factor cost for the non
Govt. corypanies. 

1956-
57 

11% 

12% 

1957-
58 

121. 

!17. 

1960-
61 

13'1. 

121. 

1962-
63 

15/. 

11% 
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2~24 In the pr.o-vious paragra.,hs "~<Te have set··out 

.: om? ~';. !5H~ .. ): c..;ar:.t. data r.elati >:1g to the impnr::ance an:i 

:{.L.•)";Vti:; of ·;:::l.! C;)".:"_;>orate !>ector. in order to br.ing out 

".:ts role ~.n the economy of the country. P:!.th the 

;,>:;:"·:>gre~<l of Im.ustrialisation this role ldll ral:)idly 

· I'he efficient Illc'1nagement of cc-mranies is, 
t:·y~rafo·re, a rn.n.tter of ccnc.<?t:'n not only 
t0 !:!"!~ s!:JJ.t.'ehoJ.rlers ·:3.u1 the ot.hP.~ interests 
C:<:•n.'1ect~d v::l.th tr..Gir \vcrkir,g but e.1so to 
t.hr~ n-':lt~~on.=~l sconnrny a·q-:1 tb.e rnbiic 
~ rtter-;s·~ o 
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CHAPTER III 

fha.np-:1. ng_£21].~£!-'t C'f C onml'\ny Law 

. J,!1 tQ.~Q.JJ!=~~t of 

!'2t1ern t!1:i.:.nki.J2g_on th~ s•Jbi§!_£'!:. 

The problems relating to the administration of 

Company Ievr and other connected meas•1res ani agP-ncies 

which closely affect the working of joint stock co!ll!?anies 

cannot be a-leq•1at<!ly a?preciaterl, unL~ss t.h~y are consi;.. 

dered in th~ pers~~ctiv3 of conte~orary thinking on the 

nature an1 role of joint stock companies in the economy 

of most modern industrialised countries. That is why 

we referred in the'previous chapter to present day 

thinkin~ on the responsibilities of the modern corporation. 

l\s was indicat-ed there, the relevant literatul?e on the 

s•.1bject of the growth and ·1evelopment of corporate 

enterp:;.:i.se in the vlestern vlorld, and similar literature 

such as is available albeit to a limited extent in. this 

co•.1ntry, has alrea.iy analysei the factors which brought 

about a major chan~e in the character and significance 

of joint stock companies well before World i~ar II. 

It is, howevsr, only during the last two or three decades . . . 
that e'~holarly recognition of the economic and social 

consequences of this change has slowly brought about a 
. . . . . . 

radical transfornation in the thinking on Company 
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Law. In the rasult, in recent years, recornmenrlations 

h::we been made in many Hest:ern Co·~ntdes for far reachiill 

irl!!ovations in t~.e str.tctu:;:oe- of t~is la1-1 ~hi..ch, in the 

ni r.etecn-th and early t"•ent:!.cth · cen':t:.::y concept. s of 

COf'l?any lm~, l\'Ould hav?. bGen cor.sidered coi:!.pl<.:!"':.ely alien 

to its tr.arH-ticn<J.l aims an:l obj e~ts. In the pres~r.t con· 

text it is u.n::;~c"'!ssary to dilate c-n the circu.-:~stances 

the steady g:ro·-:rt1: cf id.~"'.s f0-: t:':12 refoTi!l cf t:h?. law. 

It will -'-'lf:Oic·e to produce the follo'~<ring_ extracts 

from a latest ':>::--:-ac.sl'leet~ ~n~it:lei 1.1:-. ~o~anies Act 1970i 

resea!:'ch or~anL::aticn in the U .~<.. con~Grned '1-rith the 

study an<! anaJ.ys:!.s o= econorn::.c a:;;:i social problems, lhicl: 

acts as bric'l.ge betwe~n researc':l on the one hand apd 

policy mking 0:1. t~e other. 1-Je do not apologise for the 

length cf th~se ci.-::a-::ior..s. For, not only'c1.o th~y neatly 
-

delineate the broad parameters of the ne~ tt~nking bu-:: 

also bring out succin-:tly its pol_:i,cy implications '~hi.ch 

ara still mt sufficiently known to or apP·reciated by 

most practit~.oners o= professionlll students of this 

subject in this cr•.1r..t ry. 

"In tiE last fe.,r y3ars the founrl.ations of 
corporate :"'!nt~rprisa have been qu-31o:tionad across 
tC.-:! 'l-7orld to an e;,.rter.t not seen [or dcce.des. In 
th~ Unlted Sta'ces large cor:1panies havQ been forc·ad 
to think harrier ti'lC!n in tha past about their 
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social r9sponsibilities both at home ani cv~rsaas. 
Nore and I!ore of thelll!..':!ave fo•Jnd it advisable .. to 
establish a. "p•-•.~lic a!':fairs :function" as a dietinct 
part of th~ir organ.i.sation. In Ame~-t.:an busin?ss 
r;~hools th~t':.'! has been a:-1 increased ar.c~:mt on 
ec·o:~:cs'"s o:1 tb.r,, fl ru' :> oV•2.rall pricrit:!e:J ani 
~trategy under titlGs sur.h as, 1 Ple.nnj.n~ :l.n th9 
Bus:!.n~s,:; !!:r.viz·onm~nt 1 

, Germany and France have 
rP.cc.::ntl? net merely a;:~~nd:~d their Company lil.l-1 but 
r..o'n,Yi:'eh<moively re'.;i.s<=d lt, llith far-ri'!a<:hing 
::n.11cva.tions in areP.s 2ueh as the authority nntl 
accou:-ri:ab:i.lity of mnaginp, directors, t.J.v~ relations 
bE:tw~en fii::>lc.:l.r.g coi:Ipan.;_es and their nubsidlaries. 
Goq>reh.~a.:d:ve revisions c-.re also on the ·way _in · 
Belg:l.um? H::~UarYl and Italy. Belg:i.um a1YJ H0Uand 
m:-e r:nv·ln~ ~.mro.rds t~1e German tvo-hoaz-d sys!.e111. 
In H;:~llard, the most :.:-e~ent. company la1¥" c,-,::rrnission, 
thE' Ve·da::;! Cc.mm5. ssiCln on J:i:atel"Pri::;e La\'1 i1eforrn, 
ha::; p•:op()sed. t;.;.a!. the Supervisory Boar.ds of. Public 
Cc!!lpani'~"l P.r'.d t.l.~eir subsi~laries should inclu1e 
emPloyee ra'?r"'sentativ~s, and that er:rploye-es arit 
c:>ther parti.r->s as v!ell as sbarebcLlers shonld b-e 
able t<J C'lll f,:>r. the eqo..1ival2nt of a Board of Trade 
enqul":.:y. Ia Italy· a n::?.w form of public supe1~sion 
has bee!'l. ~:;:oposed for C!"..lotad ccr!maniee ••..... ." ..•• '! 

.. - ~ l 

''I'hese develOT,:>rnents, whether in the l'~ast or 
thP. West, lnva of cour.::;e gi?0n rise to El'lCh contro
vcr.sy as lo·.~ll as be5.ng the m1·::corne of it. M1my-
cf tl--~l'l have been ccJ.ou:o:ed K:tt.h id:?.ology~ history, 
o1: c,. c..ix~~J.::·z of the t1.;o •••••••••••••••• ' But. th::! 
oV·?.~ai..l :i.mpression is that, u!'len tne debate is 
ov~r. an-i U1e inter~st gro•.1ps have had their sa:~, 
v7h9.t i.~; hr~pper.ing is not a clist-:>rtion of th<:! 
davelopm~n-:::: cf th~ corp-:.ration by this or thcit 
ihter.~st or ideclog)r bnt the prog!:.:;)Ss!.·;e adapta
bion of businesse!S 2nd of those who ffi9nage. 
regulate and .tnfluence them to t~-::.e actual logic 
of a mixed ec::~r!·.:-my in l-lhich many interest:; aa.ve 
to be r~conr.ile~ an1 both co~~et!tion and planning 
have a pa-::t ·;:o play. East l•:u::-opean businesses 
have mc.v:ad tovrards a more Hestern pattern, n:::>t 
because the~.r leaders have turn~d capitalists, 
b'lt because a mo.rket economy has pro·.ra:i useful in 
a scciali st as well as capt talist fram<nvork a:rl 
.its logic has to ~1e respect·~d. Amerlf.::an corporations 
aTe r<:cognisi:ng a distinct p•tblic affair function·• 
nat because they ha'lre turn-?.d socialist but because 
a large corporation in a node:r.n economy inevitably 
develops a network of relations:1ips with governrnants 
(at home or abroad). local. a~1thorities, ani a wide · 
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range of other social institutions. These relationships 
l:!.ka a'f'..y oth:::-r b~and:1 of m<:mag~r.l:~nt must be hanG.led ~.n 
an eX?':!rt a'f'..d c~·g..,,ni sed way. 'ihr:!y h'lva also to tc co
ordin"it~d, for e.- c·.)m;J'lny, ~l-2-thar it :tn-::?.:1:is tc or not, 
d-:va1o;JS a'f'.. o'\.·~:::-all i:n'l'!c "'bich iO::lu:!;:-,c~s cu!'tcm~rs, 
recruits, err. ~>·~' co:~,nr..;• s stEm:'l~ng "rith p·.l';:llic eut.ho-

i 4. " r 1....1 e s • "' .................. . 

"Th-.:- pre·:~nre for char-r;e in the la~-1 a.n~ practice 
of corp.::::::;t:tc;r:s 11a'> co:-:ce fr.:-m C'onservatively r:<i~~ied 
1a"ry~rs e.r~ PC•~o,--l~_s-ts cr ftT·f1 bodies such as cJ<are
holcbrs' es;:•:\·::.R.t:~o-,s P..s wc-11 r.s froi!l r::>.;:tic-31 politicians, 
trade u_r>icniz.t . .-~ a'.li in sor.'a c-m:.;1t:r:ies th.-3 clergy. On~ 
car.!!o": sc::y tL..:-ot. i i: l s t(:,~ S.i.ght an-I th~ e:rmlcy2rs vha 
put for:-~:-.r;_:_ 11co::s,~rvative" r~forns sur.:!-. as t.he tech:1ical 
tidying t~:::: ·:Jf trC'.o~it'~c!1~.1. cor:;,nny laii ,.,:,ila the l.~:::c and 
t ·n=- tr .... A.:'\ Pl"":·;on~ -·.,..._~r:r.: ;:r .... r.tr·-..,.--. ~a ...... -"?'"·:):""..Ci'-l.t'r-2: ~,."P-C!~ 1 -:-~s -. ~---- -· .... ,....., !""' -~ -·-- ,_,_, ... I.~\ ... ,& ~ ~ ~- - .... -. "? 1:"'---•· ----

of errploy2s pa::ti,~'-~2-ti-:--or! ar:~l puhL:::: C'J:1trol. ~~ll ~ranee 
th .... c:-+- - .. .:1 • "; .J~ .. r. .. , - - #' ... . em:;; __ .• e.c_c~'-~ ,h_,_.t.,r, .. . . . . . . 
about ~;:loyee p:".r::i c:L1Jatlon c.n.1 ?ti0lic C:Jr.trcl, and 
1"nd""-"" ~f..No'L'• ··-·~-- ~::>·00 ·•-·' cf c·,,,.,.-.•,.,,1 c~rr:·-,->~•· ]"'t.• it,;<>lf ..__...._. o._.,_..._ l...A..,o::;. .... ,...!..•..,.1..'14 - .LC.:o.U~.-'-._. V "l""l."O.'; .r • o.- t 

has co:!!~ n:;t frou the! l.ef-:: anrl th8 un:!.ona but f1:nm th:! 
technical an1 :"'.::.n.ag~:dal elita "ri.1sther in bt'-:-5.nt:!ss or in 
th~ civil ~-:::;:·vi.C(>. 0 crd frcm natio~.Hlist politicians 
su"f"'rti ng '-~en2raJ. G.e Gc-t:lle ,, G.3:!..-r;nn em;)loy2rs & asso
ciatiorls part co:upany with G3rn::,n unions on th-; question 
w~1ether enplo;r~es shci~ld have equal r3presentc.tion ~-Ti th 
s!la reholders em 3u:n2rvi sory B oe..T:'J s, but ct!-,e rwi. se holrl 
views about. E'!'lploy~es on boe.r-J.s, aJC'.l~ stat•,;.tory •1orks 
councils. i.::!clu:!..i.;.-1?: councils' ri<rl').tS to iP£cri"'C.tinn ani 

. - - u 
to a11p~al tc cut.sida ar::,itrc:-.tion ':ln is::;u~s s'-lch as m.-..jor 
r.adun:iancy, ar•:~ al)ou<: 2!i1ploy:::!e sha--:-eho1-::l.in~, v,•hich w·oulrl 
S.,e~ d=-,...;r'_,,-1;,- ·_,·=t·-,,..;r.g els~·-·h,.,.~ ~n the T.Test 11 

- !:..1 - -.- :_!_- -·J ·---"-- \\'J- " . I:;;Y ,-:;..t..f.. ....... "- \' 0 

"Britaj.n till recentl-,. •rns rather <:low to take 
part in. this rsr:on'5id3raticn of co-rpor~t-: cnterp:i.~e •••• 
• • • • • • • • • • • • • • • • • • ; • The Cohr=:n. Comr!!i tt~e cr .. ColTI'""any 

Law. ~.rhlch ~..-..s ~~t 11., during tl::e !·1":.-.:. 'Y::l~ ir;.structed: 

-"To ,..P.·~.e•·r -t:~'l~ r9quiremmts prescribed in :;:egard 
to t.L~ form?.tion and affa:i.i3 of compnni2s and 
tt>.e ~:,af~:;·nr-:ls affor-ie<l fo·.: investors an--l ·for 
t,r>,2 p•<b<.ic inter2st. U:) 

"Ihe r.;':er=mc3 to th~ publ_ic interest is perticula:t"lV 
.,t~ik'n:· h 
6J - ·~~ •••••••••.••••••••••••••••••••••••••••••.•••.• 

""' - . ho . ~-ven at t!".at t1me, ~•ever. reforms in 
structure of private C0:Lporai:ions uer~ 

the 
n~t in 

(*) Report of the Goiilfilittee on Company Law Xoendment, 
(The Cohen Committee), Cnrl. 6659, 1945, p.2 
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·the centre of tha political picture, nor were 
these corporations1 traditio•1.al prin::iples 

1 1" ,-1 II c ... m ! e r::.e e.... . • • • • • • • • • • • • • 

''l'his hi'.S now chan~~d~ On~ factor hn.s been 
bette't' kr•v~•'ledr:e of new tn.irking i.n other cot~nt.ries, 

. par.ticule>.:;;ly cof dGveloprr.Gr.t,c:; in th"l .6:u;:-ope?..n 
Co::rrrrm:U:y in ~rhich D:d.tain trv:ly becoma di r~::tly 
in'rQlV·3d. Anc•thc:;:-. ;:n;~~ 1.mrne-:liate1y im,)o.rt:~r.t, has 
'- "~' t~· ... """",. ·- s ... c .r:, ts 'n t ·•· ~ ..... ,.~s l.ri.-::\-:.1~ ... 1e ,;,)_J_.__._ .. f·o~~C· S'.l.~ 0- •--~C .L. l"" ... ) '.1.~--..:lo , 

. n .• , c•i' .,.. ~) ~--l~tl.' r:• ~ • . .. .,.,.. • ", ~,.,--1- ~~··1 ~nd ~ n~..":t~ .... l,.r..~- 4> .:.~ ~- ~'•l.::o r-~ ... '1' . .1 n(--l.On:.:... ... , ..... ~.. .. 6 ..., ~ .... -. , t:J. 

).cCal pl 1nnir.g •• _ .••••••••••••••••••••••••••• '-' 

'II'he Gover.nnent for its !),?.rt h.1.s announced 
that it 'l'iill b::ing :l.n be:forr~ the enc: of t:1a present 
.t·a,-:U.a::J.2.:::"ltr th~.t is Rt ·::he latest hy 1970 or enrly 
• "7 1 a i~ ___ , ,..,~ c... P • 11 •.• :-.,- ch ··r1.' ' J • · .\.';,'1~ ... , 'JJo,.lU.~·- .• ,.,.,._.,._.,:) ·J ......... 1y ···-· ~ .1. .• 

"11e- eY.o.mi na the ~·;h-,1~ theo~y and pn'!'?ose 
o~ t.i:"e 11mi ted j c:int stcck coo:_->a1q, t:he 
C"~"'",.~t'i\'l> r·' o'l·'·s -na' ~b' 1.' "'"t> en~ rof .... n':"<..-~c~ •. · ..- l.D:. : ... c~.· .... ..! t';C..::. ·• ~ .:J _ 

s:'.:l r.eh.clrle :~s, directors • cr:~,-:i:i. to<:s, . 
en.7loyees, nn::l the cc:nrrur.ity as a uhola."(*) 

'V~ews will of cortrse differ ,.;idely en many 
of the i 3 ~ne s exe.:ID. ned here, and. a ml.T'lber a ra cut
sid·e HhJ.t ~;ras til!. ;~ecentiy the mait:. st-ream of 
!' •. ' ,. . ~ . f ·- . :r:.. t:1s.1 c.;_ scl:SSl.on on t;ol1l?an}• re_orm. .tl:x': w,1ereas 
a fr~'i·T years ego~ at th.c t:i.;..'1e of the Jenkins Conmittee, 
th~ far:·:: t:·J.:':+~ a p:roposnl for compnny reform w:'l.s 
novel o:- fundanental "t-ms enough t9 'l."Ule it ou:: of 
connid2.r.nt:!.cn even on the Left, to-lay th~s is 
c~asl r;s to be S9. :Proposals for fmv:!anen·::al che.nge, 
whether in t:1e inte;:est-.3 of the efficiency of firms 
and the eco::v:;.-ny or of t:he satisfaction of em;>loyees 
and tln co:n-:1:.mit;,·, ar.e rec~lvin?; ·;dde and ser.'.ous 
con3:i.·le~ation. which of them ~•ill. hwe priorlty 
and Hhat w~igh.t of 1:•.1ppo~t. is b-=:hind any 0f t:1em can 
st.i 11 only be 8U'~sec~d. But in a gen3rsl way the 
idea the.t t'Qer~ l!'~g:l-.t be b:1sic cb.anges in company law 
has r.lC\•cd o·;.t: cf the r,ealm of -::h2ory into that of 
serious poltti::al discussions. Important poH tical 
and social forces have becone interested in it 
an1 car. influence Goverr:r·1e::1t nc·;:ion. It is, ~:herefore, 
r.::!cessary that any proposals Hhich might have a chanc~ 
of practical consi 1eration should be brought into 
the open and d·eba.ted in good'time •••.••••••••••••• •• "(**) 

(*J h·e!:)ident of the Board of Trade, 0 .K., house of 
· Comr;,_om:; Deba.t,:3s, l'ebruary 14, 1967, Col. 359. _ 

(**)Vide:- I\ Cor,q;anies Act, 1970 - Political and Economic 
l'lanning Broad ::'b.eet, vol.iO~III, No .500 (October, 

1961, pp. 69--79). 
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3o2 This debate was initiated in this country, 

albeit in a som~w':l<J.t diff~r,mt IT..lieu and conte>.-t over 

nore than a d~cnd-:~ a~>,-:>. The policy decisions which 

in save'!"'ll rn."l_:or pr-:>v'.dc:ns of t:h~ Companies Art, 1956 

~htc'!l ~r.2nk ent5.r~l? ner.r Er~1md i_n savaral arees, 

notably in th.ose ;:elating to r:nnagerial appoi.ntmants 

and conpensation am !l"..-'l!Ugem2nt practices. Mai'y of th~se 

stran-.e to these· uho h:ii be·:=n brongbt U'!) on the trarUtional 

view of company J.r.'.;r an-:1. its ccnt<?.nts and sti.ll clung to 

tham. That mon·:l, however, still ccntinues to linear in 

sore qo-.1arters. :Sut all those l>!ho a:o:e at: pres~nt 

op~rationally inYolved in company affairs nolv need to 

view our Co::~?aniesAct of 1955 in the Ught of th~se 

recent d:=velopm2~ts in info-rma:i thinkin?; on the role 

and scope of Com,:>any Le.w in the ir..dustriall:r advanced 
• 
countries of the l·TOrld. 

3.3 Histotice.lly, till 1956 our successive Companies 

Acts very closely followed the structure and <D ntent:s 

of the corr2spon:l~.n3 Companies Acts in tha United 

Kingdom. ·So ti1a proposals for the reform of this law, 

which ware for the first time initiated in a big way 

in the inter-war years· resulting :l.n the amendment of the 

Act in 1937. were concerned prirne.ri ly with the abuses 

in company narugem:mt deriving largely from the 
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Managing Agency system as it was then operated. The 

later prop0sals fo!' r2fOITil of the law in~.tir.tted ani 

d , r ~ ~ ~ 'J.94.~. ~ ln53 1 1 1 eua.e•., -~--'t-r~CTl "" an,. :>. were a so a:-:-3e .y 

col on red b:r ti1e same concern to prevent J.a r.ge scnle 

ll'Slpractices which had disfigurad company m1.nagem~nt 

in the circumstances generated by World 'Har II and 

its aftal'l!lD.t!-1. Thus the first version of the 

Companies Bill. 13'.53; :.l.ntmduced in ParHc.!Th?.nt was 

doninated by this concer:1. arrl l·TaS very ~11.tch in the 

i f h • . 1 ~h ·'·i . f ,... ms n str~n.m o_ t .a trac-.dt.1ona. '···-~.r ...... ng c. '-•ompany 

Law refm:mers in the Hestern world of an earlier 

g<meraticn. D•.1~:lng the p:::og:o:-ess of th:!.s Bill, 

holV'eVe':, s'"v.?rnl far-reacl::!.ng innovations W<?re 

introduced into it, in the wake of the newly formu

lated eoals of the1then evolving social and economic 

policy of t!1e country wh:i.ch culminated in the 

adoption by rarliament in early 1955 of th~ 

resolution on the Socialist Pattern of Society 

as the ultilllE'.te goaL of the country's econornc and 

social pol:!.des. This was the second broad str.and 

of thought that left a distinctive stamp on the 

Companies Act, l956 as it finally emerged 01.lt of th·~ 

·legislatut'·arit is these innovations, mostly r~lat:l.ng 

to company manage~~nt and company p~actice, that 

constituted a major departure from the tra~itional 

structure of company law. 
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3.4 The impulse behind th~se innovations ow~d its 

origin to histo:>rlcalp eccnor-·~c 11rd S()cioJ.ceica1. factors 

evolut5 ~n nf "':~n new thinY.-;:!'1.':): 1-:1 the Y.'P.ster.n ~·hrld, \-!u.t 

on comnany 1m·r :t, rnap.y othe':" rya-:-t s r:>f ~he c.·.or!a't'n Horld. 

This o:r;J.l}• :!.l~.'lStntee the t;.ue r.:lture ":lf th~ gro•vth of 

legal con~~n~s ~n-1 noms. :t:rresp~ctive of th~ -l.tfferent 

parts playe.:l· b;r :,olitical, econoTT'iC or social ideology 

in genera-tin~ :ag?.l innove.tions, le•_. ir. all coun~ries 

is ine\"i tabl7 infh1encec by cha':'l~e 10 in the domestic 

economic a::1:l ~oc:.al forces. ·The ti::rs-la15 ~et• .. ee:t the 

emergence of th~ se forces and t:ha.l r -tlcr'I'ICt 'ln law, 

however., vari ·';! s from count~~ to co•.tnt ry, 

3.5 TM. s ch~:lt;e in the cha:t:"ac".:er of cur Ccmpar.y Law 

render::~ the "taflk ~f :!.ts implementation and enforcement 

specia'!.l;-· d~_ffic•JJ.tA Fnr Adrn:l.rr!.stration cannot confine 

itself Merely tc i.nterpr.ete.tion ,..,f tl:J.P. words ,f the 

statute, b:!t. :!. s called upon to exerc:i. se ,urpos!. ve judg~ 

rn;;!nt m•er a ~rtde field, in whj_ch a balanced vim·r of the 

values in>lic:!.t in the ne'!IT ryrovisions of tha Act of 1956 
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has to be taken in the light of the facts and circum

stances of i!rlivid•.1al casas. This requires U•.at not 

only should there be ~ufficient f1e~.bility in the 

administration of the law based on a realistic but 

discrim:tnativ-~ un:hrotarrling of the nee1s of individual 

enterp::i.sas, but the Administrators rust also 

posses~ the capacity to adjust them suitably within 

the broad frama of th'' general policies em~odie1 

in the r.elativ~ provision~ of the law. This calls 

for not only adequate professionalc·-ri.· .. ~---- :~·"but 

also a h!gh degree of discernment am mnl:al 

~sili3nr.e on the part of administrators. 

3.6 !t is. however. necessary in tt.is context 
to stress the fact that th~re are some 
·?.ssantial pre-conditions to the purposeful 
and effective administration of the Companies 
Ar:'t am relatad natters. These are -· 
(a) first. that th~ policies embodied in 
~h3 provisions of the l;.ct should be spelt 
out with sufficient concreteness, so that 
there may he no iiffic11!.ty in translati!l8 
them into operational tenns; (b) secondly, 
there shoula be a r~asonabla measure of 
commitment to these policies. alike on the 
part of ministers ana other policy makers 
connactei uith their administration _ 
ard of the senio:;: civ:tl servants entrusted 
~lith th(')ir impl·~mGntation responsibility; 
(c) thirdly, the rel~vant statutory provi
s1.ons should be reasonably ~:ree from 
ambiguity; and (d) fourthlyr the executive 
rules. regulations and instructions framed 
under the statute "~>lith due regard to aood 
company practi~should be clearly wor8ad and 
internally consistent. 
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One of the major hardicaps to the administration of our 

Companies Act ::;~_nee l ts early da}'S has '3~emrned from t~"le 

fact, tllat. ·tt:.~:-'c. c:.ml:i.tions have never been a~equately 

fulfilL~ -1 '"'·"PJ.::-!:HP.::: ai: the political anri/ or tha acimi ni st rn .. 

tive lav-~L 'J.I!e broa-d political consensus arrived at 

in t~e .-r.ld-fii t:i . .;:s on i:hi! ultimete aims and objects of 

the country1
5 l--:conom:i.c ani social policies clid not, 

however, ·ceach Ciuwn to til-~ d.atails of these policies or 

their p~:1g:>atic ir·:plicettions. In the result. Administra· 

.tion lack~ri a c1Eo?.1: focus of light to guide it in the 

twilight region uf th~ new •Jalu"'s with which many 

proVisions 0f the ... Companies Act w·ere ir.1pregnated. l-Ie 

do not wish to pursue further these basic quasi-political 

hurdles fro:n w'.•ich the admi:a:i.st-.:-?.tic:l of the Conn~r,ies 
• 

Act ha~ '"'uff~r,·' -JC'n· in · ·n· -. - ---
- ... 4 oc;;; ._ ~ ,:J _ ·.\ ~ I_ '>,.;; p...a..:,- • 

necessary to un.i ·,rline them at t!.i:; ""tage, so that in 

any comprehensiv.3 as:::-e~wm<e>nt oE the p~;.forbc.n~-~ of ti;, 

l~dmi ni strati on~ ·':'::is i:'1'pot tar. · iac:: n.::. y not b•-: 

ovarl'.X>ked. 

3.7 ~-< ·· , th~ HIT".:.ts of the l)<~.:.ie ccr;::;J.derations 

set out above, '!:I:·~ efficienc~· "•.:1d :of·:acti·v·en'"ss o;: 

Administration "'-'uld cl~:pe;rl c nrna'· b '- ,_ 

arrl training of ::~~ adrrJnistrato;:s. ;'i!qtl"llly ii:lpo:ctan·~ 
I 

1 s the need for '-'O>:t~ing out n no~:vro:;:k of c::lru;:.l!;.nico:,tion 

as between the admim.strntors and the administered,. 

through which the meaning and r~levance of the pr~scribed 
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rules ani regulations and executive instrL\rtions can 

be cl.iss~P'd.nat2d amol'!g the senior colll?any ex3r.utives 

an:i th?i r rro:Z.2ssional E~.dvisers ':::'r::. the on2 hand anr' 

j•mior ranks of the Adrninistr-:lt:i.on on the other. It 

is only on this basis that informed understanding 

and accord C1'\n be established bet"•een the ariminis

trators and the management of business enterprises, 

a~d the p~rposes u~derlying the A~t can be better 

achiev2d. 
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CHAPI'8R IV 

S~or-~ of the Reryort 

Hh:lt '1/le ha're stated in the previ o11s Cl-apter 

about the factors '1/lMch have shape J and develoned - . 
our Company Law end th-3 dif:~iculties in its adrnini

s1:ration ste!'liTJ.ng largely from the complicated 

nature of the objectives 'tlhich the Law is intended 

to achieve, does not imply any judgment on the 

policies finally embodie1 in the existing provisions 

of the Companies Act. Although the statute in its 

present form embo:lies the broad consens•.1S reached 

during the parliamentary debates on the subject, 

.1.re are e'l/rare that cr!.t:tcal views on some of these 

policy decistons ha1 been eA~ressen in the pa~t and 

similar comrnP-nts still continue to be made from 

time to time. Our terms of reference, as we vi ell 

them, are primarily concerned with the administrative 

problems connected >·Tith the enforcement of the Act, 

arisin13 from the present organisation of the 

machinery of administration for this purpose, and 

the procedures laid do~vn in the Act and in the 

rules and regulations fra!l}~d by the Administration 

to give effect to the policies embodied in the 

operative p-rovisions of the Act. These necessarily 



affect th~ pace and m<"Chanir:-: ·')f AC.ministre.t:l.on and 

c.lso the r~1::J:Ionses an-:1 react-tone; of th~ members of the 

business cor:u;nn-tty •·rho to comply l<li. th them. 

0..1r task is. tl-:;.<':'r-e~o;:-~, a.ls0 to consir:l~r the nctux-2 of 

th~ itr:,?~ct of th~ procedc.•.ral requ~_rem~nts of t.h~ laN· on 

bus:!..n~s.o e.~ H8J.l as '1.("!:niP.i[;t:rat:ion- to find o•~t to ~1hat 

extent tb.e prcs•~r,;,p-::ions of the statute and th~ rules 

ani regt.!letions fr".'::le1 "';)y the .h.crr.S.nistr:J.tion •J.nda:c the 

of con_;:-a!'i.es an 1. also on ai:r.inistr"'\tive "'er';onn~l 

concarn2i -.lith thsir -enfoTC?r;Y=!n-;:. Further, t-re bave been 

asked to assess the e:h.""t.::nt to which the pr~sent Act and 

achiev2 th2 social and econocic ::;-olici~s underlyiPg its 

substantive pr·~visions. Lnstly, our ta~s of r;~ference 

enjoin •.ts t:J consid-er uhat c':langes, if any, are nec-?ssnry 

in the presen•: adTI'in:!.strc>.tive set u~ for the better 

coordin9.tion 0f l<oT.1.(". among t.!1e maltiple authori t:l.es now 

'.ii:!aline Hith natters closely b2<lring on the. co·cporate 

sector and Mor-e . -.:t'··--'·:3.,:)·_,0 anrl j)Urj)oseful a·:bin:.stration, 

and how th~ exis~~ng admir.istrativ~ capa~iliti~s in this 

area can b?. -£t:r.0n~th:me-:! an1 rl.3V2lopei, 
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4.2 We consider it nec-2ssary to bring out these 

nnjor alf>ment:s in 01~r teA!'1S of '!:'eferenca in ordP't' to 

indicate in Ad.,ance the scope and lir!'itations of our 

Report • :.rr~ h:we n0~: c:>rst rued ou:o: task. as that of a 

committ20 o>7 conniselon. p;:·im·"l:':'i ly conce·ct':ed wlth th~ 

am~n(hent. of the h.ct cr. of the t".lles ar,1 regulations 

:fram-ed 1;n~1.=!~ :!.t •. In course of the avid-;;nce reco:o:rle1 

b; us at d:!.f:f;;~~ent centr'ls, n;,;'\ny w·'l.tn?sses, parti-

c11l~.rly t~_,.rsa be1.on~i-c~ to the legal ani 1:v·.:cotmtancy 

profso:;s1.-:-ns, h':'.ve <'lrll"toT!l ottr atterrt:t::-':1 to severo.l 

daf<?.ct~ ~•·d I.<:>.cnna·e :tn the Act, to 'a:.>::>ar::.rt incon-

s:l..st<?.nd0a i:1 the :l.nterpret.ation of some of its 

prov~_;>::.o;-;s anJ not so appe.r:;nt incongruent policies 

emooi&:!.e:l in the provisions of othe~ related statutes. 

We hs.va tE..:;:;.en note cf this ·eviclcnc~ and raferr?d to 

sene of these points 5.n a E'ubseqncr.t che.'?ter of 

our r~~Jor':. Bu.t ~~e do not consirler. t.hat these 

s•.'.ggestio::-~s for the t8Ch.:}ic.g:], improve!:lants of the 

law f:1ll wi.t:b.in th~ oa:!.n.::tr:c!am of ou.r enqtrtry. 1rle 

WQ1J.l::i ~ h.O\•leVer, note in thiS conte;i: that the 

Cor:1panies l.ct • 1956 has been emenried almost annually 

since 1Cl!)3 and Pone fnzothe:;:o amencm~nts, l'le U'"lderstand," 

~,ire in th~ offing in co-x~·se of this :;rear. W"fr:ltever 

rnt~.y be tbe reasons for these fraqu~nt c.;.n~nd:n;;.nts, 

it .would not be unfair to infer that they were 

conceived and designed priml'lrily to rl2al ad hoc 
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issues, which aros2 from tim:! to tima and whtch co•.!ld not 

obviousl:' h:we ::.~en based on 1\ny total '\tieH of ccm;Jany 

l:'lw an<:! :1.-::s be~ri.:r-g on th~ ••orld.n~ of joir..t B~oc1<. compnnicas. 

We, t.h2r~for~, S'r_!:':;~St thnt a cornp:r.c?e.nzi'le 
l~>':'k at the :!c~'.:ailsi previsions c: tl"!3 
·.~cr,,F...r,i.e5 r..,;::. ac-d c-.lso of th~ c·.:h3r rslnted 
,.~ ~ '"u'-e!': ~,...,,.,,. J'- .,-::~ich ar<> at ')7"'S·"'r:t 
'-" ._.._ .... l_ l- "- J • 'o. •. \•'~ t ... ~,>.l, • • ....,. I - ; -" 

...1:J1tj_ ni !;te:: -~-l b···" · ,:;t!:2r rr..1:·u :;t ctcs ll:l'.J. U;2'pa.rt
t·:::r,t: s, s1:o:li-1 b~ •.:o.n1e:rtaken CJ.t o.n am:>ropriate 
tL:-e c: s soo!l as tha Lcg:!.r-J..<'.tur-~ h"\s C.e3l t. 
~'it.t, t-he lioe10~olies ar:d R,c;s·:::;:;i-c-::iv-c Trn.<:i~ 
?rc.cti ces 3i ll ~<'1ich, >-'2 \l.n·h:i.·s;:lln;l • is now 
' - r - .... - ~ h -~c~ , .. t- o·" ·;:~ r·.t.•- ~<>-t ~~::..rCI!..2, Q. ,:.:::;).eO:..~'- - u.t:J-~;,.. 7-!9 - .-.~ l..c.lJ.IIC!.l. ... 

establis!->.,.1 at 1-n <'"e..:dy dc.te, · i~ pu:o:stv?.nce of one of the 

recornr.len-.l~ticn.s wh:: cb ~-ra pr~~se to nake lc.t~r in t!lis 

report, th:t1e l)•rer-<",:!.1 J::2vi~w of the technical provisi-:>ns 

' 
of the ln•; ,,;::-•.:.ld b::! ren:hred mu;h easie;:o. Our S'.l;:.gection 

for a CO!!lpZ'Ch~n~i v~ study of the co~c>.n~.es a;rl c-!.:h~r 

relc,t<:!d Acts is r..ot~ however, t1.e-.:l u;:> w:i.th t:"lis recornnen-

dation. T~~:::! i~s•.12 i11 of so.1fficient importl".nc-; in itself 

to j•lf'tf.fy eacl~,· action al:!.ba in tha inter~st of admini-

st rct:l.on ar:-1. b~.:oinc:f's Col'l!'n.-J. ty. The cb ject of this 

ov~rall r3vl~w ''hlch 'or~ sugg2st WO'.!ld b3 to u"l·iertake 

a d::!tailee' st1.1cy cf t!-!.e speci.fic pr::-v-:'.si.ons of the hct 

in relations to e,e oT.h2r relat2d i-•ct;o \<Ti th a view to -

a) c;ordina:tin~ and integ:rcting the poHcy 

' . . b .>• ' i h ~2c~s~ons em o"~ea n t.ese provisi0ns 

e.nd n~YoT a-.lminis~ered by rlif~'~r~nt 

rlepartrrB!lts in an un-coordinated nnd 

fragmentcry rnaQ~er; and 



b) assessin3 ths total burden imros~d on ths 

Ao.rn3.r..istration !.n or::l.:~r to f:i.nd ou'; hm-r 

mn:-:h of :it could be reducsd u~rough changes 

in the technico.J. re(pir:!ments of tha lnw 

n.nd b~~;~.~c: ccorr':l n::tt:ton an1 i rt::-gret:io.n 

C -1= -1"'1~ ~d~~ r,~ ~t-r"""ion 0{: ~..-h~r "'t"t".,."'S • , 4 l ... n !U .• -•. ~.:l _c..L.. _ ..• .._,,,.. _ ~- ·- c. ~ ... - .. 
r.mr admir.ist~red by ot:l:le-:- raini.stries anr:l 

~~~3 We 1-?.ve not h::vi adequate t:i.Me also to go 

t '1""0U<">'· ._l, ·'· w l nmnerous retu:ms and .stot.em:?.!:"lt:S wh:i.ch the 

Act an1 the r'.!les art:\ r::!P-;'.llnticr.s franP.d und~r it 

r "'nll' -, ·- • "' b 4 tt :I t t'-<> • r1 • • t .... -=-. ·-'·. 1.0. D~ S'-.1 m_. e o ••·· r._.nunJ.s J:a .. J.on. 

S::!veral u:ttnesses refe:~re:i to the barden cast on 

the bus:l.nes~ com.~uni ty and t~1e professions conne~ted 

with the 'l':o:;:king of companies by thls requirement 

ani suggested that r.K'.ny of them r:rl.:c:ht be eioplifiec • 

amalgam:1.ted, abridged and even deleted. 'l-ie had a 

case study prepar.ed on this su~ject by the -lepart-

mental offi~ers. This cnsa study goes into the 

nat•J.:r.-e and pu:;:poses of th~se :r3tu:rns and stateoents. 

and tries to e::-:ple..in \-Thy they are necessary. He are 

aware trot t::-.:'lny of these returns l-Tere prescribed on 

the basis of si~lar returns submitted un1er the 

Companies Act in U.K. We also r::!cogni se the fact 
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that a larga nu:nber of them a;:-~ interl-i<"d for t;e ben~fit 

of the sharahol~ars and ~he c~editors of the comp~ries 

an1 tr.at. in am• case, t.h<! office of tbe Reg~ s~rar 0f 

Joint Stock Cornp'lries is an o::.fice of public r~cord to 

w!"dch all thos3 "~<rho ara dj. recti;• o1.· indi ractl~· c.:>:-m<:!cted 

. f . -r f . ~ .... loli.th th·~ wor~<:i.~~ o the cc~an. .. cs tur-:1 or ,.:1.or!!l.'h.l.O:l 

r-elating to then.. Nev--er::helcss, "\ole cons:!.der that time 

ht:~s coma ,.·hen th~':'e is r,:-c·j to have a detaile<i sc'"ut5_ny 

of tb<;!se ret•.1rns· h:~arins in htnd the pur?os.as f':):L which 

they w2r~ orig::.nnJ.l}• cor..ceivc:d., but nt the s::ne t:i.ne 

taking into accoun-:: tP.2 actuc..l usa th::t is r:-ede of th2se 

returis in the c:'::!'it::·~S of the Regj_ strars. ':le ~b::tJ 1 

For the praser.-::. "'e refer to it only to indicate the scope 

Or~ ou- "'S ~o-·~ 
·~ --~~ ...... :t 

Within the broad frame of policy as enbodied 

in the principr,l S'..lbstr.ntiva provisions of the Act, we 

have·considared it de~irablc to concentrate 0nly on 

those major areas of la•,r and ad!Ili.nistrc.tion in respect of 

which we felt t~t suitable cho.nges in e,risting policy 

·or practice D:'_ght reduce-th~ wor~ ... load on the Adr:rl.rJ.stration 

without naterial dam~ge to policy aims wn1 objacts; or 

where in o1.1r j•.l:l.g::1ent alt~rnative methods of um:k might 

help to improve the efficiency of a<irninistrati0n; or 

wh~re certain pr~cesses azrl proc~dur.~s could be . 



chang2d or rnodifi~d 1d.thout any dii!!lal!~ to th2 ptJ.rposes 

of the la~·l. In this vi~'I'T we h~v~ in the s-.tl-,sequent 

ch:lpters of our report conc~ntrated on tha following 

major topics:-

:t) th':l classiHcatlon of C'Jtnpanies as pr:tvate ni".d . , . 
nt~-) -.: ... c; 

l.'i) ~ .. ·,~~ s~ructur~ r A mpa r• ''- _ ~ "' o;: •.. o _ _ ny rnan:J.r:ame!1- , 

1.·1.·~) ~.h,-_ i t' tt , • ·~ ':!Z s 1. r•g pa ·'?!:''1 of direct cor.t~ol over 
Co~.,.,._.,,. ~~' r-"3 &er·}r.o't""''~ ... • 1-•:. c. ••. .., ... ,._--~-c.? ... ! ,.:.J .. , 

•.r' '.:~1?. present organisation for th~?. administration 
oF C0:::J7")any J.c:·•r, im:lurii.ng a.clm1.n:.si~r..:rthre 
r•·obl"""·- c"~~,ect-<>' •-r-1···•1 ,_,J~ t~~,.,·-~t·i o~ · 
) .L. I;;:J.~l..:. ._ ... _... ·- ... u V' • .L.(. .... -.L.\;,;o .a.i.::J<...;,..\.. -- ·"t 

:.rw·estigatlon and pros2cution of ccr.qany casas; 

vi.> th-:l pr.o'!:>lem of th0. tntegrntion of company 
nCr,~J.nistration 1-J:Ith th~ ad·d.n:l.stration of 
e~n;.:.n~l"l and other instit•ltions con.nac-ced 
":r:tt.:l1 t:~Le lVOl:·king of cor:',pani.es; 

vii) tbe pr?.sent organisation for dealing with the 
tv:.nrli;,g up of coii~?.::t:::rl.es; 

viii) th~ problems connecter\ w-;_th the n",:'.~S::!nt 
o:~zanisatio:1 for: iud:i.cinl zoevlew nf company 
J.c?.11s and otit-~r coP:rpa.n:p !!1t'.t~:ers wh3re such 
.... .,,,. ->•i[ ~ ~ -c:·e"~.~,.· 1'~,..., ... '·'l" ,.-.·rovJ· •t' 0"'5 c"' the J<..·- .L \::' •1~ .::> .._,~... -~'-:-.J. -'-1 .L._.I.-.. \.,. .._. l .. ·• · .._. .L!. .• 

Ac'~. ar-d oth~r mat.t1~rs arising o~t of th3 
ad:-::i. !-,i :;t r.?.. t ion of the Ac7. • 

ix) A f~w ot~:1er imnorte.nt matters which 5. n our 
o;:;.r3.on have a· cl~:::G be2.r:I.ng on the \mrking 
of cor.1pani ·3S • 



•• L:6 -

4.5 As "'e have emeavoured to emphasise in the 

foreeoir._s par!lf,rephs, th2se to"O:i.cs do not covzr all t.he 

m.'\jor ar~?.s of CCffi?.:l.r.)' J.aw· ani conpany administretion 

but for reasor:.c: a~.:r.;aciy e~rolai:n:.>d 'I<Te r~ve con~idered it 

• • t..~ • h. h 1. . ~ i d· 1 aeslril.J.~e, 1,71.t.1n t 2 ::.rr:.ts o:r t ae at our . ,_s:,-0sa , 



- 47 -

CI-11\:t'\ ,£R V 

We recei •r-?d a consi iarable vol•1me of evidence 

on the ne2~ for a r~v!s~d classificetion of co~~anias 

.i.:ncer the t:::cmpan:tcs A~t. ':'~e i !Tlportance of this 

~ubject a:t'js~s from its relevance to tho~ hatter a"'mini-

st-rntion of the Co!11f·):ri.es Act as "l'r~ll as to the mor.e 

eff.::cti ve achiev?r·:·:>nt of some of th~ be. sic p•.lroose s 

un:hrlying the Act. It -vras argu.erl by ui.t~te~ses b'"fore 

us that it wc.s urm-acessary to 51.i.hject. r3latively small 

compar..ias, particularly those "V7hich nart0-:k of the 

natu:::e of f~.mily con.::erneil to the full ;..:!_;:;t'rn:.r. •. of our 

Act, w~ile the achievement of the "i.der purposes unrier-

lying :t t ,,rould be render::d nu-::h easier if the P.drnini s

trati on co•J.ld concentrate on compan;_:=s in which the 

p•1hlic i nter3st is larga e.n<! significant. 

5.2 As is well known, the present classification of 

comnanies into privata limite~ and public limited is 

based ess~ntially on the categorisation edopt.:d and 

follo\ved in succ-~ssive English Com:rJanies Act since 

1907 e b.t an ee:rliar stage, our In1ian Act L!eraly 

followed this cat-ago-.tisati:)n. In 1960 a mw category 

of 11de2med public" C:)mpe.n:les was intr:)duced in our Act 

of 1956 on the r~co~~endetions of tha Companies Act 

(1:.mendment)Col'!l!!litt~e,, 1957. Although tha amendment 

was to some extent influenced by the id~as underlying 
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the English Act -::Jf 19l.,8, the r~finetrents intr.oduced in 

that Act w~re not ft1lly acl0T't~rl.. The realities of 

cor.t:-'a:r..y practice wl--~ch proi'lptcd this amo.ndme:r..t have been 

well-expressed in t:!lc follo"ll•ing o'f)s~rv".tions of the 

"P~iv<rte t::'--"'1·12-niaS% are e~en19tad from the 
op:'r:-::·:.::.o-,1 .): ~?.VC?c!.·al s.:;cti"~c.s 'Jf the Act e.n:l 
enj:;;? c.;::.~tain u"!':i.,'"iJ.-~g.-cs, pd.ndpr..L:.y on the 

1 ,_ ' '· • • 1" . ' . ,_ r.:;:'"''..::.~:-;.~ -::_J~t t!.~·?.Y n-:r~ farn~ y C0r1C3rr:s J n W=1J..c~, 
' h' ~ . ' . . ., . . .-< ... ~ ·• • s t~·Je ~J.1l L.;AC :!_S r.•:Jt C.1.'!"'(~ 1.~·,:_y 1:f:'(E-r?,::,t:;::O • ~1 ... :!. J 

r.OI"e7e>~, W'cll-1_<.nOWI'. thrct th-":L-'! .:n·e n:m;: 1)-:'::iVate 
• .. , ., • .. 1 ... • -~ . s. 

C"~'~-7}2..~::~--;s \il.t:.~·:;. _e:.T~?. ca;l.t.-:1._ .-_1.'J~r:s "=X·~~-::i1-... J.VC 
\.. . - 1". \.. f' •.• 
L.\J.SJ.:::1r~~~ en-j c~ntz-c _LJ..n'S a n· ... ~7!lw2r o.~. p1.1~..,J.~LC 

CCTt?~·.-:.i.:-~s. T~-:tis is 1Tlr~r1e pos~ible bE::·C<J'Ll.S·~ funds 
of ,)~-~~z~--~ CC)r;r:~3.nies~ r~Jhlic an.:l r:rlv2.te ere 
i~r·::st~.i ~.n such rr:i_ ... "·a-::c conpani·~s., .~..~.~ publ5.c 
r.o~tcy is ir.v~st.ed in such C:)\TI'!)anie~, the"!;:-·~ i.s 
n? :=3rtS~n f::r tre:l.ting s-J.cll cor:rpe.nics as private 
CJtn·~-ni.~3. Tl~e pr:)blem ci pr.i V3te c~op:lnies 
h!l.!". aJ.T'-12.'T3 b~en some >i":!P.t di.ffic,Ilt. C;:-1 th~ 
one llU.n f, th3!'e ere g~nuin:! r.rivate CODD2-nies 
Hbid1 are n'J·i:~-:ing but r;J.o:c-i.fi~i partner~;h;.p 
an~, on th~ oth~r, th2r.z ~~e p~ivate co~~n~~s 
llto;le o;:>e.c<'-tior.s, finenci<'-1 and ind,_;.:otrialr 
e.r8 f<"~::- ~·Ti.1er th:o.n tl:ose 0f man)• public conpanies. 
To n?.C:t t~1is probl~n, the Co~n Cor.1r::.i t:tee 

,,. f" ~. cre~J..: 2(! tne ce.tegory o ex:~:·:1pte'-' pr1 vnte com-
'J2an5.2s, au-:: the T21CVc>.nt: p·co•tisions in the 
i!ir.;lisl:l Act ar-:! Yery cor:mlic?.-::ed. It was 
st:Lo;:-,gJ y urg:~d unon us that the S:!Veral 
exPE!j_"tions g:-.:anted to an:i tlY~ pri. vi L::~2s 
er.jo:;ed ~y pri.v".·te c~nrye.n5.es 'll--~Y ca•1se h."!r-:lshtp 
to f-"!rr.;.ine ~:.-r10.!.l pri,mt.e C')J!l?a~1i.es. At tha 
sa!:la t.i;na ~ "::l.12. ~·c is no C.o1•bt t hGt pri.v:.t ~ 
cor-::_:>anie ';• ~·r1.1i ~a employ pub:; . .:i.c Ecney di r.::ctly 
or i n-li ::-2.ctly to a cons:i. 'k~re.ble extant, ~hould 
b~ f'·..:.b~?.c~-- t0 the $arne r?.st;:ictions anrl limitn.
t:.c-r:z c.s to dl!>close e.nd otherwis~ as an~lv to 

. l . . 7' t' ~ . '· ~ P'.J.a)_l.c C'~fJ!?nr:.l. .. ~S. ..., a, ~..~:2:C2ror.'2, recomo2!'.~ 

t~u·::. a pro'.~iso be adt:l.ed t1 section 3( 1) (iv) in 
these terns: 

11:Provide1, ho~.rever, thr,t any private c0mpany in 
which s~r·e>s t:> th~ extent of 25 per. c-ant or 
more of the paid u;:> capital are h?.ld up by one 
Or mOr·~ COI:1!;)2.ni.~S, public or private, shall be 
daemai to be public cOI:Jp£'..ny." 



5.3 This ne~or category of companies \·res described 

as "deen~u P'tbli c" COI!'panies in t2nns '"lf a new section 

• 
of the pres?.nt Act. 

5 .4 To C1\t: s::v>rt tl"'J?. detailed provisions of the 

Ac·t, it rr>ay 1->e !':tated th"lt, broadly s;:>?.aking, our 

Coopan:i.es l•ct., 1956, provi.d'::!s for, \T:i.z., 

j.) p::-ive.te co!npanies prope;~J.·r S:)-called; 

. ~ ). 
l..l.l 

iit) pr:tvate contpaPies lohich are "·:k,,n~1" to be 
[l•.'t·lic C'01'n.l?.;trti8S; and 

5.5 ':h:ts caterorisaticro. of companies is. however, 

still un:::atisfact'J:i:y and invob~es man? anomalies. 

f. d' h t'- . +'. d· 4=" "ti ill .-.ccor ... ng ,_o •... e eXl.S-l.ng e .• u-:1 ... on, a company w 

be d~Y~m~d ·:;o be a private c0mpany (a) if Us oer;1b-:!rship 

is limi:::ed to 50; (b) its articles rastl."i~t the right 

to txansfe-::- its shar~s; and (c) its a~tic:es prohibit 

an in'rita<:ion to tJ:o.e public to s•.•.bscribc fo-: any shares 

in or dehen::u-c·2s of the co:,1pany. / .. nd yet, the size of 

such a CO!'lp".:Jy and its sci'tle of op3rations roy be so 

large, the impact it makes on laxge section~ of the 

community ne.y be so heavy and its affilic.tions to and 

dependence on othar public institutions, financial or 

otherwise, may be so close arrl wide-sprea1, that it 
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would be as anom!llous to excl•lda a company of this type 

from the scope of the Comoanies Act as it WO'-\l-1 be to 

l.e:1ve out any large pn~lic company. On th~ other hand, 

a public col'!lpa!'.y incorporated as such under the /.ct • the 

artic!.as of lbich do not lirni t the rn.•.mber of its ~r.1bers 

to 50 and re~r.ict its r!.3:"l"tS to transfer its shar-~s and 

whose si~e an:i operations may hwe very little ir.1pact 

on any se~tion of the pt•.blic, would be m:.bject to all 

provisions of t:-v~ .11.ct or-:lint'.rily applicable to public 

purpose woulr! be served by att-empting to regule.te its 

activities as ela~orately as in the case of r~ally 

large publ:i.c companies. The consen~us of '\i'i.ews e~rnressed 

by the witnesses who ,.rare eY..amj_nP.cl by us as well c.s the 

t d .c rb · 1 • ., • t' · bj t i th d d ren o~ _ -l.D-<J.n_, l.n 1ns su ec n nnny o -~r a vance 

countries of tf.~ Hest~rn ;-Tarld s'.!1:!;3est a mora rational 

categ~risation of c~rnpanies based on s~gnificant 

measurable cr.ite,ia for assessing their pu~lic importance 

or on the i'!I9act 'I>Thich they w-.ke on the public interest 

likel~, to be affected by their workir..g. He hn·1e given 

considerable th:mg'b.t to this subject and have also sturl.ied 

the relevant st~tistics on this subject. In our view, 

the adv:1ntagas of corporate person:~.lity and li!'li.ted 

liability which were historically exten1ed to private 
• companies nroperly so called, should be confine1 to 

only such sm:1ll comDani:~s as ar<e eith~r in the nature of 
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family concerns or the operations of which ara so 
I 

limitaq th~t th3y he.rdly make much imract on intar~sts 

other than those of their members or their cre1itors. 

The definition of e private company sho•1ld not hinge 

only on the number of its members or on th~ restrictions 

, imposed by its articles on the transfer of its shues 

or debentures. 

We, therefore, recommend that the present aetini
tion of a private comnany contained in the 
Companl.es l•ct, 1956, should be amenr:h;d and a 
privot:e compe.ny rr.0perly so call('!d should be 
d~~in3d as a company which -

(i) restricts the right.to transfer shares; 

(ii) limits the number of its membars to 50 
exclwling employees; 

(iH) prohibits any invitati.on to the public to 
subscrib~ for any SPftres in or any deben
turs of the company; and also 

(iv) restricts its borro~rings from the public 
and from financial institutions other 
than banks set up ume!:" stC'.tute.S or under 
the authority of the Central or S:tate 
Governments or from any other public 
company, not bei·ng ·a banking company, to 
50% of its paid-up capital. 

5.6 If private companies are re-defined on these lines 

and if they are relieved of the necessity of complying 

with several restrictive provisions ~f t~e Companies 

Act, the growth of Sl.lch companies will be facilitated 

and it may be possible to extend the benefits of 

limited liability to enterprises in rttl;'al and other 

relatively backward areas. Further, this amendment wi 11 



enable the Administration at diff~rent levels to eon'~" 
• I i' 

centrate primarily on these companies where the public 

interest (i~e. the interest of other sections of the 

con:muni1;.y, besides the intergsts of shareholders and 

creditors) is involv9d. Relatively small busiMSS menr 

some of whom new complain of the onerousness of the 

present Companies Act and its requirements, will be 
l;"' 

excluded from the major restrictive provisions of the 

Act. 

We suggest that the Department may scrutinise 
the list -,f the r~turns which private companies 
are re~~ired tQ file as well as many of the 
formal provisions- of the Act applicable to 
tnem with a view to limiting the requirements 
of the law applicable to them to a minimum~ 
In particular, we sugg-~st that they should b~ 
exempted from' comply.ing with Sec. 314 and 
those sections which require the passing of 
soecial "res:Jlutions in general meeting, as 
well as the filing of the retut'n~?. -pertaining 
to thesa matters·. Ye are o! the -view that ., - 1.0. 

with limitad exce~tions, private companies 
. should be required, by ana large,' to £;ile 

/:;':·.!7 tbe e.nnual r-;t,Jrns ~ rro:f:f.t and lcs~ 
acc_ounts and· -th?. balance- sheets~ 
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Str!ct•:z-<>. P >:1~1 (l-;:o"'"-""i snticn rf 
- --_,.,-- ------- 't';"~-~--- ··-------.-· 

, - L''f'l ·r r r.}' )•J. i --1'1 '-" ""'~-.:'=' -.~-
.... '. ··- ~-- l . '--·. . - • u. - .. ) -
---- --- RooOO --------

th~ ce~Jt ::-c of any -:l:tscesd on :;f COT't.Ja:-q 

dt.:ral m:~.tters rele:t.ing tc th~ woridt.g cf b•-~stncss 

. .. . . ..... l . ...1 • .. 
un-:t~rtr ... ~~ln~s nr30.n1se ... anr Cc'3.rr: ~L'. on 1 n t.n~ 

fc:r.m. I-!: is, tbcr:2forc, nnt S'.lrprisine that a ve-ry 

.:- ....... ,.,,.....,...or"'-.:,,c. of' t'•<> 

.J,.J •. :..:.. .• :a£--·-L-.1 ...... - J. ... _.. 

m"~·t<>l '"'"'or-~~n""' , _ _, ~ - .... ~- .1.. .J-;_... ,_.__ - .._ c .. rr.l 

,... -~ ......... t":.:l ,... ..... ~:::a- --·s~ "t...,.,t"-,~ ·- tl""'-3 ...,.':"'l·t,l: c-t:.!,.. ~.-0-t-JCA.c... c. -.:: ... ""'·-J-1'-..L -- ~-Tao- "'•: .. r 1u ........ C(...~;_ ... l . ..,~. .~,...., -·-"-'-· 

This r~~co-::;nit:ion hc..s l"'d to a noticea.':J:,~ shift in 

in 

o-:_· in 

disc•.1s.sicns ann. stu-'ies on the scbjcct cf joint stock 

ent.eTpJ:i ses :from tl::2 P'-~obiams of owne:rshi? to t:·wsa of 

the sy~tem of :i nter-relat tons anrl, inter-cor:nnunJcC':t-lcns 
p7..'cbln~1s 

betuzen its or3ans at ciffer<:nt levels and th2 COnTI::'!Ct<:.:6/ 



,.....c ~na..,.o ;o:)nt d~v ... .,1 onm'='r:t .......... r;.__ .-,--m--~. ._ \;,. _. _-l - •. in::l· .. dinz thos~ of tha basi.c 

slm.;ly ~i:l~ !"''3i n~ na rt ~a. s 31_t .:t ' .,... ___ ----

. 1 'b" 1 "t" ~ ,_ . . scc1a rzs~~rl.SJ... :l..1.-l. 1-es ~r ;J~lslncss 1s . i .. . r:;c'21V n~ tncrea::.:tr:g 

1956 for th~ first tine atte:r~tc-1 to 

con~rol in t~e ':lt:1:lic inte:r;.st. Trc::!se innovations ar:c>, 

hc~·rev::or, still r2g;::cr:!:?d in s~::~e q_ta.rters in this -::o•1nt ry 

as 

fully as:::irniia~~d i'lto thea tra.--l_:tti~na1 struct•Jre o.E the 

la~·T an:l. t;) vi te.li se its c!o:cl:ing :::>ri nci ';'l-as. 

5.2 j_n th~ co::nnlex 

econoFtic and b•.1sir.zss lif~ :-.~f any m~.~-"" .. rn ,~~-~·~l""y as - , , _,,,,u,,. __ ,~--... , c 

w~ h,..,., a~ r,.,~ -·y .; ~d.; ~<>~n-' ~ ..... · ..... ·- ._a._ ••.a.' .j.,.,_c:;;,.t..>.;;; ..;.t arc na.-1ifold, viz., to the 
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er-.ter:n·is~, to its St., •d. ~~ ~"'lf"\ 1_..3 ::'1.,...8 ._ -· -·~ ..... -_~.:..':.1·.-- ' 

worke:;:-s as w~ll as to itc; cust·::>:ners ar1S th·:.::! c~mT.'.lnity. 

Dec1a:rati.on adopt~-:! at thz firs·t International Se'f,i'1ar 

on th~ social =esp:)nsibilitie3 helti '::>!1 an c-.E-In-:\in. 

intereste1 in an enterpri~3 has only a Eecti0nal int~rzst 

i.ts snc-::.-..ss <J.n::l 2:Z'O~vth." In t'· is sense if the n?,na-

and cc.J?aci ties .-,f mana?,c-:!rs. 

It: :l.s for tl is r0ason tho::: ~.;re c0r:si<ler it v;ry 
iL1~D:."tc.nt the:t th2 lev;.-; ::;·~lc.tin?, to tb·~ o:.·~:tt:.:~!sati011, 
str·Jct1t::·3 and th~ poF~:rs ni:c1. duties cf !''r.:.~iag~r.l~:-lt 
cf' cou·.-.,:-.._n.f_ ~s s·"l:Juld. be .s11ch a~ ,-.:ro~.11·1 er:.ct!1le ~Ja:,."'i..~E-:~~nt 

t ..l..; ,...·I· '"I··-~ ~-· o·· I"'' ,....~ ,,: l'·t·' ~ T'!--t~ . -'"\~ ; a ~ .. o (· .... ....:c .. Jz:~.~...~.::.. ~...n._l-r red_IJan...!-'-L· ...... ~ :Leo.;,. .L!.oo:~ ;?-::·~•-J":':lln nt.. 
.- (""' • , ;..::t t -= t" . :com or m.anagar:::z~t ~n t:1.!?. cTcp~)rat"' sec.:0r o.c "nls 
C ""r:<-~"'' ;~ '"<>-~"' o-F c"··~o-.., ... "' as~"+-" wa" ... ~ ~ • l·'J.tely :._~_. .. l~ ... 1 .. !.! L.._.: ... u!.:.:J ~- • ·'- .L ~-' .L c~'- .__ ,:;~..__. ....... •' •··•·-~ 

r:=1Jrcs~nt.~~d b? th·~ i~nc.rv5_n,. .. - J1.9:.:~n(!y Syst~r:.1. • .i·i.th tl e 
ra?iCly ·1:-;t:!li~j_ng i~;:-'c-&-tanC2 ~f t~:--~ :Syst.;m~ it ~~Till 
be n8c:~ssary t:~ str.::~ngt!1~n alt.2rnc.tive f::n:-r~3 .,-r: r.1anc..
"'>!1'<>11t , .. •~-r~, .. ~ ..... 3oa.-"'~ ·-·~-' l·'<>n--~ .. 1 n~ 1"1·,...,,..tor·~ "n'l ;-o r:\_..~L·~.. 1,..;. __ -':....J;.,_:,.".l • ~ -t~ '-'•},.!.;_l ..1. 1:;_. ~L-'~-'· . ;} J.-1. - ~..._. o.,) C.~·-- _ 

d2v·.:d.ol? in tlx~ to~? Lcr:.:l~-~rr. th~se cnnaci ~-i ~::; for. 
in5. tir.ti"n ond p1."cm->ti )U cf ent21.7ris-:!S t"l uhic~:1 11e 
hav.: r~fe;:r~d ea:cliz:;:. 



. ~ -t ;>cn•:~.t ,,1 .l..l..I.·-:J ....... __ , nf partiE'S 

............ _. c.;--::~ .... 1· 'f"''O ; n "'n pc .. J..~..L ·-l· ...... - -~"o ... _ C-

rr_2.J"!_~~ 2l·l~!l.t in tll<?. . corru. r.g yca:cs end tll~ nd~iti:)r.al lnrden 

v..· ::.:. ·:' :1 . , 1 Ul.·. be inevitabl" - t:1::o~m :m it in th2 •vr.lce of the 

C()n!'idcred 

··-h"t h.,- ' t ~- \,;.; .,.,_.:.,. .L. to p::cvi0a :!.n ::Jl.lr 

cc:1:hc:t cf t~C! business of cs;:nry::J.;:ties. This object is 

S ........ --'·-+-
--~:;.:. ...... tq_ _b·::! uch5. 2•-rai by th.~ .stat11t ::'ty 

-~-

C" H·~ e:::i c·..,f:::t .. -~ .... -'an~ 1'.-J _._ __ .! .•. -- ,_,. ... ~ ----------

instit•.ttion~l d::!v:i.c:= t~ nrcvi·:h r.1~re ef-~'<?.ctiva r~pre-

t ~t. f ~'!.... • t ~ . ' sen ·c. 1cn cr o..u.:: ::..n -2r.ests o:: Sfk'1L'·2'1'ld;::rs in rl:=cisi~ns 

te.!<:.en by th·:= n.anar:e"l:~nt of ?'.lblic C')r.nn"l:i.es. 



~ev-to-d~y rn~n~-, . 
gscnt j_n til~ enterprise. In this country the t•,ro-tier 

ri tical cac~ for a tvl'J-t5.er s;rstc::;m cf mnn<:~~rn~nt rJ.o2s 

tha r-::J)r<?scr.tation of the vo.r.b:~rs 1 ir:ter~::-t 0'1 th:! policy 
-

for..1m. Havinz :r~gr'\rd to tD.e m;:-.nn~r in '.vh:tch mQ(hrn 

is 

. . 1 f 1 . . l.n::r.eas:tng y 2.~·c '-~ 

s'-;.o·.tld hc.ve as th~:i.r watc'.1 dcg c. !:!ore compe.ct on.-J. 

cornp2"t0r:t agency, ce.T:>nble of effective act i.cn tl::.an the 

~n~·"l c•.,,.,.~;-o1 r_~·n~~• ~,."'t1•,_.,. ~J.h'"' •. .,~·;. r-. ..-_-.no!'.e.'l t~ b"' 
c;.J_ .. A~...oo.J. ......J.~c.: .... ~ .. J. .J... ;;...s..;J ~:t- ... ~ ... ,j. --- .... '- ._.) ... • .. r •.;,:; ~- '-" '~ 

canr.ot Le ec.s~ly ~.mdl"!rstoocl fr~!!l a s2t o.f. c.ctunl 

o.cco•.1nt s, n:n:- e1r-;n from t:1e r2port nf any ef:f:~_ciency 

or social c•.v:lit. Inde:d the nr2,urnent o::: thos2 <7~1.0 

viscry bo<n:d should be constituted as sta:;::~Hn3 watch 

·dog on b~half of sl'1..-:.re::.ohi2rs end 1:h: other int~res~s 
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~ .. ., 1 ' nh; nh S•"-"-""·- 1' .... 1.<:'>ly t-:> aio:Jt th.e G~rc."'.n c;l_i -'.•-? P,~ 111!1 _,_,_,,! ... ---, • . 

' .... +- _c ,c,.r. -Jso ~n~-"'-·'·J.,...~~ th.:- !:'lr'" an ~lt<>.,..,.,~tiV" .M.. __ 0 .. .i.>·),J c .. ,_.~.!..J·-'•'·-'-' •'-"-"' "'-"' U ~~u~-. '-. 

"0_,"~1· ~,-i·l· .~...,.,1 -,~<--t.,~n ~o~· cnr.~"'"'Y ''11ln.,oe'!l~nt in <..!1at - ... ~-• .. ._..}. ... ------~ .c..~,... _..__ .\. J. ....... u•C.-!..l ..- _ 
. -

tll'! u..!'Jlic, c:.;d its f•.mctions ~JDuld ~1av~ to 1Je ':.:·.:_::t~i 

O'It side 0i r~ct oz- ": 

en:!·-er th~ InUan c.nd British systens 

the clos:::ly o:rg:1ni sec 2~-e;c•J.ti ve Boardtonsi sti n~ 1vtJolly 

C'~ .;-~_,.!_~"::'!io .;:o.rJ-ln·-~-~ "';\.! 'r:=ao--~-~ ... s ....... _ ... 1 l..l- __ 1:;; -- .1-·.-yr;,;;._ J)_ •• .._ .... ·JJ.- • 

6 A c • set ,__,_p ,-,~c:.!ld 

i:1.stitutio:1 of collegie.tc or nl•.1r.1.l 

b./-: .. th; f' ..... n:--o-i ~o D1• -.o:"?:C'._-":"., ... ._ ~.c;... .... :~.:::.----.j ,__ \_J,L of a. ty":ice.l Inli.:::.n or B;::. ti sh 

cc-m::'any. A good d~o.l of iisc·1ssion has b-;~n taking 

r:la~e in tl1'~ .Yest:or.n co•.2~1tries on the r~lJ.tiv;-; ll''-lt"ii;'s 
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Th5.s 5.s.sue w·ill ht:c;,:n·~ inc:cE.::tsin3l7 i:n1)ort3nt alec 

:in the In:Uan cont~xt a-fter tb2 abr.liti.on of the 

l'ia:na0ii'lg Agency System, uhich, tn a s::n:;e, p:rovicod 

a C"'\.l.d.;) type of colle<::i.ate Chief E<t:GC'J.:iv~, altho'lf;h 

to P.e.ch otbBr or bclo!\"ed to a narro~• cir::le of busi-

ness fz-:i.ends or to fam5.L!.es · conr,.~cte-:1 by bloo-! relati'Jn-

P'-O?Osals, y'lrticalarly baca•J.se \ve feel that tl!3 m'lnJ.-

ger:!.a l pr.oblel"lS t;').!"OU!1 Ul') by t'he eventuui. d,:sc~)"OG:3.rC.I1CC 

Cons·•lta•·4v3 ~r1,.; so-" a,.,r'! f1 n.,n~·: sl _,_. ~ ... _, U• .. v .• "-·.Y ~Lo..L ·- -~.h.-:_ 

_j. ns_t_i t _yt ions , but also foJ: a good dsc:,l of constrncU.Ya 

structure f:>r 

In <::om·se of 01.0:0 encr.'-i ;-:-y 117a. vr:?-ce told t\z.t 
., • 1 ' b• . • rt.<.:o.~'l/ ,~offi['arJ.es w~~r.2 a .... TGa':Ly ~Jn.;:; ~..rusl.'-"'e.l)' 

Tt~o-r·:tng to~~Jar·:-!3 th~! typ-:2 o~ ~-?.n?.gem.'2-i."L!: s.at.· .. 1l? 
•hid! listi.~Jgui.shcs b;:!tl<12:2n thr~ ~.]pe~c-vis0;:y ar.d 
t.h .. -:~ r.tn-1:~~~·-:n12n·i:. fur.:.c·tion.s o ~'lc do nvt, how~,,~;r, 
th.inlc "t~1t t;:a tit~r~ is y-.~t: ripa for ~-rritlr12 into 

1 
.,,... l. ,... ~t our cc::ro.;~n.y .~n·l ~-n.? s~:ec1:-.~c ~~·cv'J.!i10:1..., o:1 -:.n. ... s 

~ubj:?.ct :· Inste:ld, ""'~ SUf.!~.'~St th~~ the r!evf=).Cp:-:r~nts 
• "'·' :!l ~----.1·~ r.l: t' ~h l~t- • . . c ~-he ld.-..n':'lrr{ro.::t 1.n .. n<- l,~,·-"' ...... .<P, ~. o ~ lOil o·. 1... '"'·· .· •. ., .... " 
li.::;E!':':.cy :::lystc:::rn sh~uld bO! car2fully >·:.-at.-.b~-:1 f:n:! 
~tttdi P,1. l·L~an·H!:lila, ~r!c S\.~.gc;a~t ·tha~, in t~.-...~i!" 
c-.;v:-.1 in·::e:=2s·:, th.e b,.tsin~ss l2·3.d~rs sho•.tld co·,1sid-:r 
•~hz.th2r 5. t ~v0uld n0t bP. arl-.r:tr.1;a Qscu.s to e '1(:!)'11:'.:1~~ 
th" orc;·rth of an ir:formel typ~ of colle?:~a-::e 

. 0 . . ~ 

m"l ~'1.~2:~12nt 'lnd -~r. th~ brood 31J.p~r·.ti si on arr.J. 
cc,ntr·ol o<: e, C':·:::T'fOSit~ boarcis o"' d1.r?.ctors. ~h 
hr.iv"'e !:'eas"n to b~lie"'le tha~ :tf Senior .8~~c~"!ti~Jcs 
of corr•>o.:rd. 3S ',rho have t 11-e po~v~r to take s•1bcn:~! nate 
d~cis:i.ons could b~ giv~n access to tn~ mana~anerc 



- 60 -

Dr-ietc-rs stam?~i their 01!.tloo~: 0:1 t~~~ first p:cn;rc:.ti.on 

o: ·::.::~ In,~·-'.str::.al :2-.avol.'..lticn, .:-n::l the tracition<tl lRbo•Jr 

j l. ts ~ar'' on th·e g~n.,_ro.ti o:>ns ,,;ll.ich b~ve moY211~rt h3.!:: nc.• ~ Ll l."'oo. c _ 

follc-·v~i. Th2 m~w middle class of mi:H.le !'1<111"-'·J?.~!"s, techni-

this like1y ceve3.opr.ent in t~-:e fu"tur.e, ani bl;sin~ss 

c <; 
C c .... - • 1~~2r::lP~ these d;:v~lo7n!:!nts, ·u~ cc!1si~~r~:t;t~':'..t: 

an a:~·:Jr;c..-;~~~2.ta rnan~zem ~r_t :-;'!::l.""!_l.cL'J.o:.·';; for ry•J~.i.-~t:· 
c?l'lJVi,.; c;;, ~·!o•~J.d be .::rovider1 bv on3 C':" EJo::~ ::'1lll
t1.n~ !!_anaqino c1i_r~r~t0!:'3 or li!h01_.~-ti::~= ~-!or,_~in~ 
_.,. ..... <J, • .. -

{J~r2ctc1:s, (')r '!-7~_1ol2-t:'.L!3 L~~~;t~~.g2rs vr1o ~w.st h.?.'V:! scnt.s 
nn T.hq :L-~Jc.::--:-:.s of tb:~s-.; cor~1nani~s. Follot.·;j_n;:: t;Y:! 
c.:~oli t ic.,n a·~ t.:.".!_2 :L.2n~gin~ J'ig:~n~y S~ .. ste:nt ·p~ S~10,1ld 
li~c:! t:-:a la\:J ~o :'-:'.:-vi:i~ co~p'.llsa~iJ.·; f'='r c.t : .. ~ast 
Crj f·3 ....... '='J._l""T i'l·-r~("'~l"\r ,..._ a~e 'Tt..."'",..., to!,...."") i'1• ..... _ • .f· ,_ ... -.!t: • -"-~~:· . .;:_,·--,-:, !-J- --~--.J _..1.,. ... , ':l~Jl.·.·- 1..---- . .J .L\;\...:,,0 •• , 

e:r a l.~nb.~.:~~: •:-J!.·t.h a sZ!e..t OLl th3 3oa.:::-rl of e.v-:-.Y:y 
~r·"' J ic cr·I" 1i'l"''' .;.-'-'· --"--· ... ,~. 
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a statt.:tory prcvisicn fo:r.: ~v-ork2rs 1 r,;nresGntatives at a 

lo•vcr. lcv-zl in t:->e rnan~gcrn~nt of comnnniP.s, S':>ecis.lly in -

not. c.. 

th~O'le;h trn.de unions and st~·i:'.'-tor; 11crk CO'l'1Cils both 

at natiorel <md "Cnterprisa o;: pl1'tnt L::vcl. 

He: ar.c inclin~r\ to tc.k~ the v:i.c•,T tlli".t if: is only 
,,.:~.,r. f,-'-~ r · r ,,."111""'- h~,. '- <>'1 r'~d.., 1.· ~c.. __ ~,._. _._,..a,.t-u2 l.II1.p 0 --1·- ... ,L.S _..__.v2 L'e._ . .:u. , ... n 
"~>Tc-cl~~r!:: 1 riz,1~ts an:l no::-~ s;rstemat:ic cnJ comnre.hcnsiv:: 
··s"' '1~5 'o·""n I'n<,r1-, r.·'= r Pirl::> ranc-~ ,... '"l."n<· •'Et"'rr,~r;> _ __ .. - ! ....... ~...... 1 ( .......... J.\. Cl. •· ·- -·- l; :~'~;'"; _. ..... ! ,., .L \,. ~ .. -- llo.!..•a;-~ 

1 • • t' . . . . .. . t , t . . t . ::ton V:l . .~.'1~Ln a.n c.nt~~r~s~ 1~1 '~'"'s aay- O··tJ.rJ.j' e.c 1VJ.. tr: 
tJ-~e:.t Bt:.::l--~"ltOJ..'"Y r~nr-~S2:nt~ticn of'~'!:"'CTke:cs i~1 tha 
IJ1an::'7~ur::nt c:': ccmf:anias Hh~~:lcr at the:! to·, (Boar::!} 
r\1i ~J.l~ C~J~:~cuti ve ... raan.s.~~··u?nt) or lower (Sh'Jp- 'f. loor-5 
l~ve.ls can bG considcr~d .) 

i'hch remains to be done to strenzthen ac.d to ~iv;:! n cla.~.r~r 

tbe r~spactive dutL~s and re~i)ons:!.bilities of t~!~ nn:-~a:;"!:n~nr .. '· 

and tha em?loy-~;s. B~for~ any e.tteM;Jt is r.ntie to >;rovldP. 

for· the stail•1tur; ·rap:::-asentation of '-rorkers at e.ny 't·:=!Si ra-i 
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fo:r all i:~1'" se r-~a sons, F~ do not ccnsi~~r that 
it ir. :1-2c~ssz.ry' r.t DT?.s~n~ to -prc.v·i ~r :t.n th~ 
Cc:.I'3.ll~Cs .:~ct: c-:;.~~·.l~o""":"ot..r r~-l'"i::'~sentc:4t ·:o::-t of 
, ..... c~~~~;::-3 3.t n:1y· 12\rsl ry£.rn3.:J'?.G=m~nt. IiuY. it is 
c-•.:1:' hu~~ that it r.::y b-; possi. ble fer til~ 
r__c:~nac;~!l•~nt c-: c:.rrrr~ani~3 ir.cr:;asir.?)}'"" ·~a ass~':iata 
ti::.e 1;r.rl..c.e::-s' rz!)r~!?entati."'.t·~s, p3.rtfculdrly at 
th"' .s'lO'")-flcor Le:v2l. so th"-t 8.11 nana">;~'ll"'nt 
d:xi.s:.·:>~s th.?.t ~-~fe>ct t~~ ii't~t-~fot. o_.: -.:.c:c,~;rs 
c:-cr: b» ;:'l~c;n in th:; f11ll li;:ht o': th:; 6:2.sC,!S-
,.:: ......... s "r'th--.:c.~-1--:;:.r .... • -~nr~c:o'r""'t;;-t-.;v...,.r .:t..,J.. .... .:..- ...... -- ~,,_., ___ ...... ") .L. -;:..- -~ ~--'- ............ -~. 

6 o9 It T';:2'lins to 2Xa.r.1ine the q-c.:estion of the 

D:i:;::2cto:cs for a p~riod not ::xcee-:ling 

O?,r:;ssive to any of its n2mb~rs. 

.Sven if 

H·~ ar.e n')"':, hc-;r2ver, su:>:e wheth;r th~ pr-·y;risi.ons 
cf tb'" icv; shcill-'l also pro"Ji:'a fer comD'!lSo!'y 
r;-o-;;.;::;2:1-::e:':i-:m of t.h~ cons•1:na::s or of ths ":?n.;ral 

' , • t' R -1 - ·• pn0,~...1c on n~ .uoa.r s o·.: co~-;tpa.n.L2S • 

t:1is S'J-::, ~; s': i en i.: acc~nt-;d in pr:•_ nc~ple, 

~if:iC'.~lti~s ar2 J.ibly to arise as to th; m?.tho~s of 
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election or selection cf 

a.ni th~ :<;-~n21:'~l ))'.t':>lic. Hhat s:1::mld. b-~ the n•m:b2:- cf 

s•1ch dir<-ctors H:1o are to b~ appoin'::·3d? If m:.ly one o't" 

t':ley Hkcly to be efca~tiv>~? BoH one is to ensur2 

t~n':: o'-1ly l'1?n of: i:-~tegr:i.ty and ln:hpen<1.;:1ce of ch::tract;:= 

On t:bc ,,,hcl2, lTa a.re inclined to t-_}le via<T that 
''.i.~le>.s f~::rtiY::r 0l.sr.-.tssic·..:. r:::1d de:,.::.te has 
ch:rified many of th;sa iS3'lCS,I5.t is n0t n~c~sc;azy 
to pr~vl,;.e in th:e 1."11N' ior e.ny s•i.-;ll 1:'2!Jr;scr.tat:i.on.) 

T't-.er:;) is enother r1njor iss:.1e r;lating to the 

Ot·;· n~"'+-1.' ,.., snec~ ,, 1y by t•..,.., s·-.~~--h~lt1".,.."' r""~--.s.,~t..,·•· ~ ....... ·-~, ;. 1-.C:.,!>,..... [.:- ..I.J.'~·'··~J ._ •. ·.-- ... ·~ ;::1:-·J..-,_~o. .... t ~ ........ 

rr.~~:nr.:->rity t:o a~1~ :fr;r: ?~~·,·~r~ .. nr "t.:l~? ... ~'t.~~c-;Q:.t.5;..0U,""'9"'; ~~Y\~ 1a 
Ct L.!"'te C:):"~:,~-C\.~1.£:S l.n t1 .. C! ~;.!V~il't O.t g.r..·..J,-..... ,~..,1. ..>- •. l.~ ... 1~~.: ... ,. .. _Ill: 

chaage in t:h~ m'lm.g~ment/ or o-o:r"!ss:l.o::l to a minority 

rnada th'l.t the ex.i.!:'tin:; p:rovisio:rs of th; law r~le.ti.n; 

to proportional ran::esentation on the m>ng~ner.t cf 

~rh"!re a m.inori ty of the sharzholders clt::!m,1nded elz•.::ticn of 

Directors oa this bP.sis. It w::ts arq-.~e-:1 th!:1.t this eystem o:c 
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en th~ 1:'<'-!l:.::;?m~- of COTII?&:li.:'!s vZ1ich uas pr~fzrabl~ to 

th;; t~.-)~ r,[ ~:J.;t?rn.."-1 int:"!I:'V'2!1tion which our law nc'' pro-

'~--v~::al stat~s in the U.S •. ':~. prcvidc·i for s•1ch zlcction 
\.. 
( tl-~~~1~~ t~1~ ~rst~r_1 of c:~rr:..!lcti '\"~ '-Toti n;) in t!1..-~ir 

c 0 n 0 -::-.<:!:ion l:o:.'·'s,)an-1. th2 ex')':!ri~nc;'! 5.n tl1.a!: CO'JT'ltry vao:; 
" 

net lead. to any 

~·l:,iJ.~ l--~ e.-.:.~ in sY~C'.thy ltlth the ciRlm tl1~t: t::--!.; 
~' ~-•+·- ~.:: sha-~1-.~-"' -"-.,-~ ~·,o•.!".-l l-.o:. a·'--~·a··--1-· J•U. r,,_ ~ .. -..I" "-'·· .1.. :.. ·-:-~ .... u"'--· -~• ,, ,,1,~.. . ... ~ :_•·.._. --~-::· :u .._._ ··_." 

~r.:-:t: ~;t ~:--! th:t~".l~ .. ~ ::·::n,:P- s•?.nt-~t ion en tb.~~ runna?:·~r12r.t 
C . .f CO!il?U.nies, l.l~ a!."~ .... ~or:r:~~:J!1~'t"~ h~sitan~ eh..J~l-~ -· 
T-~C01-,i2i1~:!,_ r1·..,. a COii!-~.llS0l.~7 SV St. ~m ::"If OT.Ol'tJrt "'!_ 'J~::"t.~ 

-;' ]l i • .,. I .,"' J:' 
r ;o,-;"","r'_~r:-c~-:--:tl 1""\r'l .Cc-·"- ..... ~-: ......... v,, s~J !'Jo'd-~f'! (7 '":)'"'•1 ... ,,,. ' _._,_._.,-- .. 1· ... ~ ____ ,1 .. _ ~ .. ..:, ____ ; __ ~ ~---· '- -·-'----· ('}.L ..L ...,) _,_ 

. - ~ . . t t' . +- tl 1·.:, ... C8!T'.l!D.'::_~t~.S • \..-U~ iL~Sl Cl ::..on a."t"l.825 - :ro!'l . 1·~ .: .... c .... 
t o;__...~+- Ti. .. , - . .,_.-.~ ~-:- -·' -.r-· c::!.;-.. ,... !.,,; ::l<o ... t"i ':""" ,....c,:"'. of= 1-;.,.'3 ""''-'- -_._tl- "'='r __ _,_.lt .... u.l.O • .L-.;~ • ......-11 .. > '-'- S------0.~. .. "-"--' . ""''·-

• L l:i.c"- ,._.,.~--.! rj-\ r:·~v~., an "'~t• Q1- +o a c•-·r'"'"':1'":1n';' ~,., ;lr1f''l"'\''lo. i._ '----L---·c-·- _.J _ ...... !.. ... __ .. 1.... """-'~-;....>-- ... •--- ----:-
. . -, . t. ~ t" ' - .1-

Dr~-:)':0:-c.J.O;_-t:i~ r~P~-:!~srrcc.. ~on rc.r .J.Y~ o.,;')c:tn._r.1~ll:.. 

cf 0i:c.cc~(J'!'S h3.s h3..:c-·3J.y b~"'-n usz:l. 2V'?Il in t'--.o:;a 
C ~- "·"" ,_.,._, .• " .,,_, ... "',-a1 r.-r--.,-s 0~ S'--' .·-,'·o1•),,r·s CO'l'-_ ....... .:- .. 1!--.L~- '----"~"- -- .-J-- __ , .... ;.!1."\..._.tJ. ... -- l 

c:t.!-!'-.,-r~-~ ... ,,~ ........ anlL-.;~ 1 -Tn.!-,-~~-.... .;-f-"~r N-r ... , ... ~ ,..r,... q·l.:'-!3. ..... J. __ ... -.. .. .! .~ ........ ...,.:;,.... 1.-..Lc.:i.J- ,._u. .. \.• ... -'--'-,~. u_ a._,_ 1...... \ --'- _ 

Z'!r-2 if t£12 co.-;1-plice.ti.ons i~·;.·r-:JJ."J~-i in 1-:ror~·:.i.n3 ott~ 
a sy::::t=.n cf proryo1·t i.or:<'-1 r':!r::-~~2ntEct i.-:-n ~~ouJ.o n0'.:: 
s?rj cnsj_y pr~}lHC3 th?. ?.''!l3.d.ons b-:ot¥r~cn tl12 
!Jir~ct0:;:-.~ r~~,r.,?s-2.nti:1.'3 .-:-J.iff-~!"-~nt r!~-')Uf\5 enong 
c.'--~r"l-.-' .-;-.·-- an~ t'n· _., COT"~any -~- n-'!d,"~ ~1,, "'nti .• ,_. ~.~.-?. __ ,_\J----.L~ · . .J. - _..__ .·.1;.J . e -·t;.·----·- L. ........... ---•-

s:..;bject of p-:'0?ottio!'.al :::--2pr~s<>nts:ti0n in tha 
c-::r:~ :::-:t 0f ·.:.~z :-;ro7i si ans of 2G5 rec.r:.:. u~s ft:rbh'!r 
r~t~ i 1.~~ st~,.-}-., an·-l ,._ . .,':) r..,,,.,.o~~~ '-~ ... 3. .... ·r·c,., 
-~ -·- --· '- .I ' - ••- '-·~ :-.-•-.._- '-L.L \.,o - ...... 

Ga-FH..D.2n.t sl1-::;:_l1J initiate th5.!' st•1·ly imf1~·1if'.t~lJ, 
~ . t .._ t' c . j· " "i (' l- ,.. • • 

!::') ·L.-,_,3. ~-:~r.::n i(J~ O!Tf/C..n~·?-S :..~..: .L.-,-..)'.:> ~-~ corrnr~r:.~n-

S~"".f-~ly· F ... !r'.:!rrla~ in :t:..ttJ.-=-~!t a f•Jr"i~l'l:;r r:losa loo~-.. 
IT•lY b~ FiT?n to tlD pr~ser;t virtn2.l!y in~;.o::::r:-c.tive 

. • ,. t: ~- ~ ~ 1... ' ' -r ~ 1 • i 
s~:·c-:.cn L-V...J 01: ... :.1a .c~r;: • .Ln l .L11.s con:1~ct: e-n t.:fr:. 
c:'--~·.1'..; lt"1'-" Gou~-~,.~t to .-.-~,-; n" ~ -- ., · ''~ r· ....... '-". _~____ • _...__ .... ---..1!.!!.-l.l. =...-~ .. u1_ ..... '" • .,<) .. c1.r.,.__ 
S'.!~~;~sti~n n~~-4~-~ to ".JS by sorJ-~ ·,·ritn-?.S.3'~S, viz., 
t~:..-:t.t ·]'~1.2·c~ s. S'"J.~stat::"tcj_al minority o·~ sl1ar2t-~11.-~.rs 
Esl~ f~r t .. h?. apryointr~1~nt of a Dir~ctoA:- in addition 
to t~1·J~3 ~·:r:---•o 8.!--~ <-1::-eo..:.y on tl-!-~ Zoa.r-1 ~~ sl--_o,lld b·3 
rt.?.C-?.3sa:.""? fc-'!' a r,-l)rr:~e.ny ·to e_-.f.\oint l1int to th2 Bo~_J:-:1 
notHi thstan:'in:; a.:yt':in~~ in the~ J:lrticl23 of tb~ ' 
co;mar:;' o! th3 p·covis:lons of th~ l~ct r:!la.ting to th~ 

--~~qction of Dir2ctors. 
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group, i:1 o~jzr to en~c·-2 t:r..s.t a provision of thi.:; tY'_')e 

::::har2~1ol<:l~rs or encourag.~ comp~ti ti ve b:t dd1. :1g for vctl?s 

by them. 

6. J.l 

~h~ r ~ hnJ ··' . ., ·~,:; o..> "J\ .,;;~J..A- • _',·_. L I- ll 

1 p···of.,.,. '"' ~~al 1 ~-... ,.,, ,~ .. -~ ....... .:;,.,_..J,.\ • .t ... -'.JL": • .l..'-"•~. 

to 

·Fh.er the 
a p-;:'oJcy. 

·1-Ja do not share ther-e r.is~ivings • 

g-:>o-i rle.:.l of i nf or:m;:,ti 0::1 

•q'·' ch '~ ~~ ~1· ,,, "n-'<>rst -.o-' 'o" ·t'1"m Y • .0..& ... "- .L.~ C.:''.;) ...... j _t,,l. '.!.;... \..,.: '.l ,"I ._ ;.,. • I:n th~ c<'-s~ cf 

absence of this r::ght v:l.rtui.".llY · depri vas sha!:~!l.old:!rs ~-reo 
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~-~~3 r:.3.d2 t.c ns a~ all the im'Cc'l.""tant: com::n~rcie.l c~ntr~s 

~·--..:- ... -- ,--· ~.; +-1"'"'\...l !,.. I_!.!.;_ 1-i ':! I~ ·::'1 ~ t- ~ -..1 e Sine-~ the Ccrn~anies .Act, 1956 lT3.S 

th~ l'"-s-:: f~u y3<:.:cs, ani r-2ceiv~1 a filHp fr~m the 

~ sv-~-~ oF -·-<>,,.; ~-t·1 on for C~~a~--'- ~ ...:ol.C:u _ c.-· ...... 1.;..,-~l='- ..... .. t,..;t~l·~· .\.'./v - ' 
on an 

E.ll-India basis at s:;-.,ey-al S?.l2ct~d centrzs in the 

C "'·,n"'-r-, 
\,..'' .... '. ~·~ ~ . •Je u~erstard tho.t the conr.>e3 an-1 syllab:l. o~ 

"'"'''t;s·""--l·nJ.·~.,. ·-a ?..-,c-'s_,_~.,.,..•s o.f:<-l·c~ J·-~ .. .,- t-:,~.~ ... _c..,'-· ...... c . .:J.~--::;,1!.! '-oL ~..o __ , ___ _._ __ c. • .. \..o· .. .L _ • ._.-, 

~c;i~n.,._ ~E:P_s c-,s~·-·--· ..,_ri_ ,,s tl,at th<> stan-1"'"·"d ,..f th1" ~ - - - • --- !. ··~~, .. ___ ..., 

·:xar:i.nation ,,•as fed rly high. In ord ?.r to ~i ve a boos·t 

to th<> ;:J~·of::o!';sion of _Com;:>any .S:~c;::2tarh!s ani also -to 

ini·-2ce a lacg~~r rn.!mb.::r o-:' c:-m~)ani~s to utilise tm servic::s 

of ~-"~lified ssc!'et2.ries, it ~-r.?.s press~d tJpon us by many 
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sisns coP.!'lecVd ~lith ccapany rr.::~.nagement tha': th3 

Cot:!pani<- s J.~t si:tc•~lci "':lro'Ti de COIT;)'I:lscri I:r for th~ 

arpointnent of Secr~tarie~ in all public co~anies. 

"'o•..:l~ be di.ff.tc-.1~t to cnn~ce t~1~ r~qui:"d. te c•~p'?ly of 

a compulso"t:"y Fr0v:l.sion :l.n th<:l law· was made [:c·r ·::his 

• a"L' h ' • J • t 1 t b ~·11 ' h t 1n J.. '?r~·t ~')::. .:i. -] .'l"l.Ve 0 2 l:~c en Uj) ~Y rK·· . 

properly c:;ualifi:::!d persons, who coe,ld hardly be e;q~-:ted 

to m~asure ep to thGir r-~srycnr.ibiHtie~. ~Je \;e;:oe g~_ven 

to un:l2rstani the.t th2 position in r2gard to th3 S'.l?ply 

O[ qualified men J-.a-1 sin:::e iiD?!'OVed COI".Sidera'bly. 

Besi.des, we were told that CC'.l'I'Se'3 for Co'npany 

>r·::U-o'!:'gani::ed e~hcatio::nl i.nstituti ons, Sp3ci.alising 

£-.~~:·c•'9"'-.z V'S "'··""· ..., ..... -
I .. 

·~~- :t"' ..... - -. 
:'1le ar~, th2r"!fore, cf the vie•,~ that t!1e 

Co:-.1panies Act sh"J•.Ild nc-tr l)rc.vi.rie co·.npatsorily 
fo= th.2 appointment of rruali fi.ed S2CJ:"~·ta.ries 
in the cs.se of all laTg:: p~bli c compan:i.:: s, s:::.y, 
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vri.t'h t:-.a ;'<'-id ~''J c'3.p.ital nf Ps 50 lokhs or nor?.~ 
l·!z al~o r.--~cOr:r-:1-3:1\.i ti"j,S,t s~:..it.rt,)}.~ qr.l.'llificc?..ti.()fl.J 
f !Jr ~~c~ :; .. ~c :c~"':::-..zi 2 s ~l"!c,_tlr~ b~ pr~ s:-::'i b~ i t:t" 
G~y·~r:.-::c~2nt. T~1 ~y c!:cuJ.d Le su~~1 as : .. :=-111 inclu··!:! 
pa::"S(':"'~S -:·T!J.O l):i~l"2 !-'3.~S0cl. th~ C~d.till:lat.i0f! crsa1-~is~d 
:::'! C-cN2I"!tr:Dnt O;'l ~n &11-Ir.d~_e. bas'i.s ard cbtcin:~d 
:ii p lc-Ic:..s f::-c!ll Gov." rr.!J2nt e n:i od1-~rs w~-,o l:zvc 
~ac::.c,~...; r':"::!,,.,,...,Jl"'.:,,..,.:l ~-.-· .. ·'--..r-~{' ""'1"' ,, ... -:: . .35<-J"--r·~J_-~·- ........ ~~· '-'~'_)u ... : •. L.._ <;.:.-G~c ..... .L _ '-'·-· T.J.a..O·.- u -'-~..a 

e:<i'l~r.::.tic<r'ls .-~-1_::-~t:"::!.y C8ncarne!-:i ~Iii:.1:1 tl·.a rJan::>.?:e
r:t.l::.t of co~:?-~~-ies o 



CP' T"l'""'R VTI -.::..:::~Lt-.!.-· -·=-
C'2.!!112Q'LY_!!l.L•D?J7,._qm_z.nt.J.n rra.r:_t\.c~. 
---- sc~L~ .lr;··J·.·):-:-ta.~.---.~.t r]':()tll:•rl;i --·-- -----"':""'""-"' ·------= ---~-

Fa.Yi:J.g cons iG.cr")d t~1e probler.1s r<:>la tiCig t0 

th'' structure of cul"!:i)any management, we noi·! proc3ed •Jo 
,• 

(')onsid.er those previsions of our company l<:~.w i·'hic:h 

impinge on the proce~~es of m~nagement and the general 

fril.me-work of legislative and aci'llinistrative constrair.ts 

within wh::!.c:1 the manc:>.ger.Jent of cor.1panies is co.rried on 

i.n this co11:1try. 

7.2 Before, howe'rer, vle proceed to dC'I so, there is 

one gene.r::l o"userva ~ion which we s:':l_l')uld like t-:> oake. 

No law or aci!llinistrative policy in it~elf can d'l' much 

to deYelop manag,g!I'ent potential or to improve the qual:Lty 

r_,f Dc.n:-.;emen t. The sco')e of law and. sound aci't!inistra tive 

}'Olicy in rela. tion t" management is liml ted to the 

ere a ti,m of those cond.i tions unrier which the right 

type •rf top managerial personnel may be recruited, a:1d 

given those opportunities for the prcmotion, expansion 

and dev9Jopne:1t cf business enterprises which wo:1ld ensure 

that e:1terrr~.ses are carrie'l on honestly, efficiently 

a,nd with d'.le rel!::rd to the j_nterests of those •rho are 

directly i!!volv-ed in the enterprise as well as of th::-ss 

Kho are ind.irectly. affected by their processes ani 

enC.-results. 
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7 .J A gt'e'3.t deal of niscussion has ta!cen place during 

the li>.S t t\>''1 de cades i.."1 all indus triall~r advanced 

countries and m::re recently in cur own <'.bout t:1e 

edu~ation and trainH:g of the top executi."eS of 

ir.dtc~ try 1'l.nd tbe!.r specific rola in the ~ype of 

I rarticip~ ti'<_re task leadP.rsh:i_p I vlhiCh the top direction 

~f ~ moQern business enterprise requires. The mai..~ 

reaso"1 for- this aiJproach t0 modern management is the 

si:::;Jle f'tct t'la t in the to:J le\'el of any large busir.2ss 

undcrtr.kint; in the prerent day many different inte:::-"lsts 

have to be recon~iled; they are pr.werfully repres~ntcd 

a~d ca~"1ot te over-ridden. To integrate these 

interests and to evol·.re a synthesised pnlicy \vhich ta.kes 

not~_ce of all of the!ll, requires a type of 1 task leader

ship' which is very different from the type of single

indivi.due>.l management control with whic:1. the business 

lea~ers of an earlier generation were familiar. 

It is only a carefully designed management develcpment 

pol5_c~; that can produce this type of leadership. The 

foruU::..,_ti'J!l of such a policy is a task which can be 

ace1uately and effecti¥ely undertaken or~y by business 

leaders with the help of experienced educational 

planners acquainted with the needs of business. C01rpany 

La·"', as such, can do little to foster such leadership 

jn a positi,:e manner. 
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7 • 4 It is, hm-re•rer, the proper proYi.n~e of Conpa.ny 

!raw o.";.d ad~2:l.nistrati"e policy concerned ;.·ith tbe 

implementation of such la\'' that, till the right type 

of b-:.1s:!.ness leadership has '::leen built up, the interests 

o :f shareholc2rs, employees and the comu.uni ty in 

the sound management cf a business should be safe

gl'ar~gainst dishonest or amateuri~h top mana.gement. 

Towards this end law and administrative policy should 

ensure that t:'J.is protection is pro7ided, wi th0ut 

unduly lc~adi:J.,g the top management Hith such i!".ternal 

or eYtern8.1 control as ir:hibi t the management 1 s essentj_al 

freedom to choose and carry out the strategy of the 

enterpri1Je. The previsions of the Companies Act, 1956 1 

were in a. sense in the nature of a holdi_ng operation 

against manae;erial malpractices, mis-management pending 

tho growth 11:1.ri develcpment of the appropriate 

maEagerial conscience. The regulatiYe provisj_ons 

0f the Companies Act, 1956 1 relating to the appcintmen~ 

and the pm1ers and duties of the directors should be 

viewed in this light. 

7.5 Section 269 of the Companies Act, 1956, requires 

the previous approval of the .Cent!'al Governnent to thr~ 

appointment of any person, for the first time, as 

a rn;,.nsging or whole-time director and also to his 

rsappointm1mt as such. It follows that the terms and 

conditions on vrhich a person c~: n b_e so appointed nr 

reappointed also needs the approval of the Central 
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Govern~ent. Several witnesses complained of the delay 

in tbh dis;;:>osal of individuaJ_ applica Uons at t:1o 

headque.rte::-s of the Central Government ir.. Delhi and 

cor.-,rr.ented on the absence of any firm and consistent 

principles in regard t.o these matters. In order to reduce 

t:1e vol-cr:e of -._..ork and to elimir..ate the c1.elays which 

tbe trea t:nent of indivic.ual applications necessarily 

e~tatls 7 it was suggested to us that Government should 

be in a position to indicate in sufficient detail 

the t}~e of qualifications and experience which they 

wo•.1ld ex:;oect of the managing or whole-time direct,.~rs 

of p11"blic c:-:npanies, and should also lay down the br"ad 

limits of the remu.neration to be gi-ren to them, so that 

i:-1 cases v.·here the companies confo~·med to these req_uire

me!':.ts 7 they might be absolved from the :tecessi ty 

of subr:i tting ir.dividual applications. We shall 

reve!'t to the question cf the remuneration of 

r:aro.ari:1g or uhole-time directors again in another 

ze~ticn of this chapter. For the present we are 

ccr:cc::!'ned with the requirement of the Ccmpanies Act 

rel~ting t~ the prior approval of Goverr~ent f0r the 

appointment of mar4ging or whole-time directors for the 

first time. ~1e difficulty of laying down any general 

principles defining the qualifications and experience 

needed of man'l.ging or whole-time directors is, however, 

a formidable one, and we agree with the vie·..r of the 

departMental witnesses that it is almost impossible to 

lay down any positive criteria of fitness such as would 
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elii>d m. te the necessity for individnal applications. 

o·oviousJ.:r neither t:!:'.eore tical or academic qualifica.tio;1s 

nor e.ge W01lld proviC.e a.dec;.ua te s tan1.ard3;, nor 'tlould such 

qualificc. tio:1s, even if they could be laid clow!1 1 be 

apprt:'pria·ce for all types of enterprises. Gi.ven tl.1e 

need f0r passing ju:~gement on tr,e suitability of 

n:anaging or vrhole- Ume dlrec tors in pu~1lic companies, 

1,re ::ee no escape from the procedural requirements of 

the l.3vr .. 

Ncv"lrtheless, we feel that the Adm:.l.nin"".ration 
s:1:)•..C.d be F.tJe to lay C.own, in GG!l8ral ter;::s; 
t-11.a "!;Y"t=·3 of incl:i:~rid1lals, w~o w·ould .1;'£ . .i'11C2-. 1~tcif._ 
lJc judged. unfit for appointr.ent an :nctnagir,g 
o:· v.-'lole-tine directors of rublic CCI'T.pa:-"ies 1 
a:1~ to make its gen'lrc:.l pol:l.e!y l:J.1o·"'n to tbe 
·::;usines s comrmn.i ty an::l. to tn0 shL!.retolde;··s anC. 
others di:::'Ac:tly concernAcl 1vith the nn.nagc'n:ent 
of companias. Section 274 of the .Act lays do•rn 
sor.:e disqt:alifica~ions 01' d:~roctcr<>. 1rle s'Jf'gc:st 
that the Administration wou:.d consider tlk 
feanibili t:,.· of adding to this li.st in tl:e l::!.r:ht 

p - ~ , - • t ' . 1 . d t"-0'- :;_ lS A.amJ.n.cs ra c11e po 1cy a." regar s ,,.e 
appointment and reu<p:poin .... !i1ent 0f man3.ging or 
whJle-time cl:!.rectors. ':..'his •.'iill be in the 
na~1re of a supplementary list of dis~uali
fica tions :Lnte:1'1.2d for the gu:i.chnr.e of ti1e 
business corw:mntty, althoug~l c'.e-viaticrs from 
these fl.lr·c:1cr co11di b.ons :n:tght be cor.siderc:ri 
by tl-:..e Aclminis traCio:1. in eJi:ce;;tio'l.al case2. 

7 .G Under S'?.ct"...on 275 of the Cor:1panies Act, 19.56, 

no pe!'s':'n c:>.n be director of mere than 20 cor.-:13.nies. 

This nu:n'oer excludes priV3. te compe.ni@s 1 un-li:ni ted 

oompan.i..es, associations carrying on business for no 

and all compani8s in vrhich an individual 

is only s.n alternate direchr, 

Many witnesses who appP.a:red befor'3 us considered ·: 
thP..t this n-...urrber was unduly large and neeci.P.d to 
be reduced to ten in case of public CO!!liJanles and 
15 in the aggregate inclusj_ve of private and r,t:.n:
companies, l.•'.lt exclusive cf associatio:1s carrying 
on business for no profit. We agree with this view 
and suggesta suitable amendment of the .Act in 
due co'.lrse. 
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7.7 83veralvrit:1esses o.lsc, comt:l::l.ined ~f the 

absenco of a:1y -;Jro·risicn :'.n the A~t relating to the 

retirD1g age of the directors. It will be recalled that 

tte CC'upc..r.i~r. Ar;ts 1955 5 had laid d0wn an age limit for 

directors, but the JL11ending Act 0f 1955 deleted the 

relevant section. We hnve not .1:: een able to apprer;ia te 

t~e rec.:::c'n for this 0ffici::>.l amer:dment. 0·'1 the 

1 h h +h' k' c0n tre.ry we consider that s in ine wi tl t, ,3 ... ln lng 

ir.~;•licit in se-:eral other sta tut.es which prescribe svi tgble 

age lir:;~i. t::; f:Jr incumbents of hi[h offices, a sui table 

f::Jr C.irectr.rs of public co:rpa:->.~Les should 

al.so b~S laid d::Jv:n in t;,_e Cr;mpan:i.es Act. We, therefore, 

feel that t:1e statute sP..o'.lld be suitably amend2d in due 

cov.:r!'e so as to provjde for a suitable retiri:1g age 

of directors. 

In our vi.ew no or:e who has attained the age 
of sev2nty s!,oul1 be permitted t0 contim.;.J 
as a director, and no deviatir;ns frcQ this 
rule should be permitted. 

7.8 A suggestion was I!!ade to us by one or two imporb.nt 

witnesses that it would be a h_ealthy prac:tice in CO:'lpany 

~ o~t 'f . ~ 1 t' d' t d r:anar;-rL., l Mana gu1g or w .. o e- lme J.rcc o?:' s an 

o~hcr ful:L-tioe ex:ecatives of companies vrere prohibited 

f::-oc b~comiTlg part-tble d1_rcctors of other pu':::Jlic 

cor::panies. 7ne argument underlying this s'.lggestion was 

tb::>.t the cbject U:ldar:l.ying t:n p"t'::>Vi~:..0m; of t~e 

CQ~panies Act u:1~er which no perso:1 could become 

ID8.naging or whole-time director of more than two 

companies could be largely frustrated if he was permitted 
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to hold e. large num'oe::- of part-time directorshj_ps in 

ceve:ral o r.:1.er pu'blic com pan~ e s to t:J.e direction 0 f which 

~19 could h?.rrtiy be expected to contribute !::uch. We 

\vere advlsed that this prac t.ice arose from the !'act 

that many comp:mies ,,,ere anxious t1J have on thei::-

E0ards a few well-kno•,rn narnes and not because of the 

ti~e or thought which t'he selected ind.ivldu::J.s co1tlrl 

possibly devote to the policies or programw.es of the 

c-:Jmpan:?_es. This we cor.sider an undesira.ble practice. 

We, therefore, re~onmend that a ~~itable 
pr::r<;ision :Ln the Cor::pan].es Act stonld b'3 

.r.adb either to do away with this Jlt'8.Ct-ce 
or Q.t lea.st to mitigate its evEs t:- J.l:'liting 
tl:G '1UI:l'ber of orc'tinary directors!'J.i:ps H:1ici1 a 
m<maging or 1>hole-tir12 directcr of a putlic 
cc,:;·,rany c.,_n b. old to not more thiir> twn nr 
three. 7;·1e :fees rt'Ceive-=t by such a d:!.rGctor for 
at tendj_ng the Board mee t.ings of the other c· .. -~ 

ccmpa:"lies should, v.'e consider, be ::>urrenG.ered on 
cui table basis to t~le cor;;par;y or coi;;pqtiJ.Gs 
of vrhich he may be a manag'lr,g or v:hole-!;ime director. 

7. 9 T!lere is one more important point bearing on 

p~·,rers and duties of directors on which we should like 

to comment in this context. We do .so because in our 

judgement this also affects their capJ.city foi' good. to 

the compani.es \vi th which they are co:--Jr,ected l?.nd also 

h!Yolves them in needless controversy. We refer to t:1e 

provisions of section 29-"3A of the Companj_es Act whic:1 

err:pu,.rers t!'le directors of a public compa.ny to contribute 

to charitaole and other funds not directly related to 

the business of the company or to the welfare of its 

business, any amount not e£ceeding ~. 25,000/- or 

5% cf the compar.y's average net profits, •,rhichever :ls 

greater. We understand that Govern!!'.ent have recently 

taken a tentative decision to prohibit contributions 
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to poJ.itical p2rties or for any political purpose. 

If tl",is is so, we endo!"se this decision, although we 

rec:::>g::;ise t.ta t co:1.tr:i."Jutions for this ptcrpose could 

ani pcr!:.a_:Js \.,rouJd still be !11ade deviously out of a 

co:!p:>ny' s funds, which may not be ea::;y to detect from 

the conpany's published accounts. This is, however, 

no argu;1ent for the law to continue to countenance the 

prese:1.t practice. We would, however, go a little further 

in this 

7.10 

connection. 

\,"hile we arree that suitable amend::~ents of the 
ev::is'.:,ing l~.'..r:.;{be made to prohibj.c contributic:.1s 
to political* parties or for political p~rposes 
o·lt of coc:;,'l.:'lY fur::ds, \ve do not co:1sider t~a t 
siruilar cv . .rbs on t~1e use of company funds fer 
charitable F-lrposes, whic'l are dul~r recognised 
as ::n.:c:1, in the rPvenue e>.nd other la~o1s o:·· 
the cmmtr;r, are called for except t;n t s'..lch 
contrib-.;.ticms sb.ould be disclos\::d :Ln the 
compa:1.y 1 s published am·mal accounts. 

Section B. 

'we now come to the difficult and somewhat 

controversial issue of the direct control which 

Gcverr:Jent exercises over the remuneration cf directors 

in all p..:"Jlic COI!liJC.r.j ::.s. No other issue arising out 

of the e!1forcement of the Companies Act has evoked 

so J:l'lch con'Ilent as the p!"ovisions of the Act relatin<s 

to this subject; nor do the other restrictive provisions 

of the Act seem to have caused so :nuch irritation and 

• L1o of our l!le~~ber:-:, Shri H.?. Har.da and. Sh;~i H. V. 
VerJr~taranan ho1..reve:-, expressed t~1e vie·..r that the existing 
pr')VlSlon:; of the Corr.panie~ Act relatin~ to contributions 
to political parties or for political purposes should 
re:rr.ain unch<mged penG.ing a decision on the issue of 
policy ty Parliament in due course. 
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o.rmoyo.nce to the management of ccmpa.nies as t~is sect"!.o:t 

of the .A-~t l~as appa::--ently done. This issue has been the 

subj'3ct of a con'cinuous debate between t"le Ad.r:i.nistration 

and co~npany management ever since th8 Co"llpanj_es Act, 1956, 

con:te into force, and th<'l decj_s:.ons of Government on 

j_ndi'ridual case<: still attract co!T.ments. We, therefore, 

consider it desirable to-preface our observatj_ons and 

racomnend3. tions with a brj_e f recital of the e\"olu tio:t 

of Government policy on this subjc~ct as wa have understood it. 

7 .. 11 In the early years of the im plel'len ta tion of the 

Act, bet-.,.een 1986 and 19130, C-overnmsnt policy o;1 t.l:is 

subject \Vil.S concerned with laying dovm elaborate 

guidelines f within the broad frame of th'3 statutory pro

visions, for the examination of individual cases by the 

officers cf the Department concerned. In thj_s task the 

Acilninis ~ration was as sis ted by the Co!llpany Lmv Advisory 

Coml'lission. The intention was that indi'rid;.ial appl5.ca

tions for the fixation of remuneration oi for increasing 

the remuneration of managing agents ,or ma.naging directors 

should be examined in the light of the. prescribed scales, 

which purported to take i:J.to account all important 

relevant factors which, in the judgement of thA 

Ad:ninistra-f;ion, had a bearing on the remunerat:;.on of the 

top management cf co:npanies, This meant that, in practice, 

wi t:.in the statu tory limits of remu:wra tion l2.i:l dO\vn 

in tho Act, certain administrative ceilings we'!'e also, 

in effect, prescribed in the light of the maxima 

considered by the Administration to be fair and 



- 78 -

rea;:o~nble. The f:1ct8rR v:l1ich Here taken int::J account in 

pre:"::::-i':ing tl:le aC'. .. 11::.nistra ti..ve ceilinss were explaii'.ed frcm 

tir:::e "to tir1.-~ anJ. were also reprojuced in the An:-rJ.3l Reports 

or. t.t.e AG.:::.i n::..s tra t:io:J. and. i! orl~:J ng of the Comj'a'1ies Act 1:hich 

we:::-e re1u::..r3d to be placed before Parliament. Some witnesses 

t.cl5 us t::.:. t at a later d'1 .. te th3 variations from the 

rrescrC..."'::e:i norJ:ls were not infrequent, and vhere the Adr;Jinis-

t:::-atic~ sanctioned level of remuneration not strictly in 

acco:-d Fi th the scales laid by tl:emselves, no a. ttempt w-:s 

rr:ade to exrlain c;dequate1y the reasons ::or the deviations. 

ApparentlJ" thls l:as caused considel'"..ble dis sa tis faction 

with tb.3 m<J.nner i:J. 'vhi .. c!c ac tuo.l levels of :::-ermnera tion 

have been fixed in inci'ridu~l cases, wi tf:in t:1e ad...,_inis-

tr"-Uve ceilin,o;.c; prescri"".Jcd by the Ad.~inistr:1 t.io'1, a::-:ci 

c~car ge s of dis crimina tory trea tme:J. t have been made fr():n 

time to tj ::e. 

7 .1..2 Perl:·..trs this il""pres s ion was in part due to the fact 

that f:-o:n the e:1C.. of 1963 onwards the exercise of the 

d.iscr8tio:-_~:::'7 a.ut:C::-rity vested in the Acl.rr:inistration 

en t~is s·u.'Jje·::t W:J.s unaided by the corsidered adv:!ce 

o:: a C.uJy cc:1st.ituted authority outside the Adr.;inist:cation. 

'!'l""ll 1 ( ~3 '""' - ~.J-~ , t"e Ad:ninistra tion had. the tenefit of recor'l-

rr:enG.a tions from 2 .. statu tory Com_')any Law Advis -:Jry Comnission 

set up under section ~10 of the CoE~anies Act. Thia 

r:ro·rj c.ed a built-in institutional check on decisions 

t~_k_,:: i::y tr.e Departnent conce:::-ned. Tne Ar:1Gnd..1Jlent Act 

of 13)3 abolish8d the Company Law Advisory Commission. 
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We shall co!1sider in anothar chapter cf thi[; ~~p~rt sci~e 

.safecuar·C.s agi1inst pcssi.ble dis~rimln3.ticn in tt.9 ~lse of t 

the discres:!.onary autt>ority under the Comp.nieJ Act vestee. 

in t:O.e Adoi.nistration. HP-an• .. rhile, we refer to this ;,Jatter 

o~ly as R preliminary to our examination of some suggestions 

'v~ich were mc>.d.e "by wt.tnesses for restrj_ct:Lng ~:he Rcopa of 

indiYidu.al j'~dgernent in decisions relA.ti.ng to mane.gerial 

I'P!'ITunera tion. 

7.13 T:-:~e administrative c8ilings prescribed by Gc7ermnent 

~-n 'S~18 case of rem:J.nera tion to man::.. sing 8 gen t.f. haYe 

hitherto been on ths following slid.int; scales • . -
lOY, on the lst ten lakhs of net profitc 

9% on tl-j.e next ten lakhs of net profjtR 

G% on t!'J.e next ten laU1s of n-3t. prCJfl. ts 

7/o on t!'J.e next ten lalu'ls of n.3t profits 

5% on tbe next ten lakhs of net f'"t pro_J_ s 

0-}% on the next 25 lakhs of net profits 

r,f1! .__,. on tl'lc rl8Xt 25 lakhs of net profits 

4<17 p on any E:UP1 over Rs. 1 crore -;. 

7 .::;.4 The d rc:::Jllstances in which in cons•.:l t::. tion 

with tbe then statutory Advisory COi'Y!:Ilission, Grwernm,mt 

considered it necessary to prescribe tho above :lid.i:::.~ 

scales were explained. in the Fourth An~ual Rerort on 

the Harking and Ac'.J.ninistra tion of tll9 Companies Act, 1956, 

.:'or the year ended 3l. 3. 60@ and also in the Report 

of t.he Company Law Advisor~' Conmission for the year 

ended 31.3 .1960*. The implications of the sliding scale 

and its lmpaC'Jt on tr.e earnings of managing agents were 

@Vide parqs 77 to 82 of the Fourth Annual Report 
on the Working of Company Law Admn. Deptt. 

*Vide para 6 of the Annual Report. of the Company 
Law Advisory Commission. 
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sa-: out at sou::> le:>'1f,tl1 in the fort:lE:r Report. It was a:ts0 

nt t!1E: .sal:!e time cmphasisE:d that the sliding scale \·:as 

Ccr::w.is:>ion and t:.:.e Departm:m':. a:1d deviations fro:n tho 

sc:1l~ il.J"<.Jl-1. ~e pernissible in i~cHvid.ual cases, i:i their 

sepcial .::-ir.::~m:s-ta.I'.ces justified ·;>;-E. pay;r.ent of :r-emui'.ar.q-

t:'..on i:1 e:::-cess of the a:n0unts admissible ur..Jer tbe s,~ale. 

c::_;_,,,ila:-ly 1 anot!1'3r slidir..g scale of re;Jlunera tion \vc:.s laid. 

li:-0. ·~s G f the i.r :re::r.: .. "l?Ta. tion J e :i.e! d.o....,n i.n the Act. W a 

do r::::t propose -!:.o go further into the principles f0J.lowed 

b:r t!:!e AC.!!!in5.s ·:.ra t~.on :!..:1 ?..pproving of remu11en. tion raycble 

to Hanaging Age:1ts 'l.:-:1 Secret2ries and Treagurers, b0r.ause 

\le u:Jierstand tha·~ G!:lYern1'13nt ba-,re alraa.dy taken a decision 

as to t::-::e c;.'t'ol:L tion of the m'ln?..ging aga:"lcy system in the 

na'l.r future, and w2 presu;:ne that the instib1t:j_on of 

Secret'3.rirs and. Treasurers would, for sl~ilar reasons, 

be a-:.::o a·oclishPd at t:t.e sa:r:e tir~e. 

The ~:'!::titution of secretaries and treasurers in the 

concc~ived a."1d J.ater cnbod.ied j_n the 

rc~~-r.l·~" A~'· 1oc-r, .... ~ ... r.:.. .. t".· ...... .J' _._.v:.> 7 'Has intended to provide fer a c·Jmpe'~ent 

boc!y of corporate r::anagers in p:r.ce of the tr2.dition'il ~y.stem 

of m~tl13.(!;er.'<mt by !:lanagine agents. T:he .rese corpor£J. te ~re_n,.gers 

'"e~a .su:ppcsed to be professionally tra~ .. ned ind:i..viduals who, 

by H?cson o:::' their fa~.:.iliari ty vi th the techniques of 

m'l.n:c.gement a'1d finc.ncing and the techw,l.vg:!.e~ connected. 
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with the manufacture or production of r;oorls 8nd 

se!'\·:tccs, could be expected to Make available to the joj.nt 

stock !Corr.panies ur.der their charge the exp8rtise neces-

sCJ.ry for l'l.rge scale production nnd management, wi thou.t 

exercis:Lng the type of rleletorious econor:ic po·.o~er or 

influence over them Sl'Ch as the average nanaging agents 

d:id. Spen.king in support of this ne· . .,r j.nstituhon in 
then 

t1.!.e Cornp'l.nies Act, 1956, the,::_Finance l1inister ,.rho was 

in chP.~ge of the Companies Bill, 1953, observed as follows :-

" .•..•.•••••• In its essence, this instituticn 
·see"".s .to be noth~ng bu:c a for;:! of ::i11n<J.~emc:;t 
'' h t T' I ~nr0ug corpora a managers. ~~ nay S'l.Y so, 
t:'le. t Joint Conm:l ttee ha·re ma.de a va.lua~le ccntri
b'J. t:Lon to the grcr.·rth anG. develop:nen:. of 2.n 
alternative fo:rrn of D3nage;ner:t 1:-y t:'l•~ir rrcposal 
tc recognj se this kind. c r :ranagN1ent formally 
in the Corr.panit::s Ac-t-.. 'I''1era ere, of co·c.F'se, 
'"ie·,;s b0th for 11nd. !lg"lir..:;c; thi<:. Put, :.f Ron. 
}~,~:~.-bers will cn.r<:fuJ.ly read the provisj_o,....s. of 
clauses 378 to 3R3 which deal with Secretaries 
and Treasurers, they vrHl have no difficulty '.n 

. t. i..h . . t "' " . ' ' W"' . 1 apiJrr:c:..a J.ng . e O:JJ ec ~ unccer.;.y~ng ·c,1en. ..~. e 
tt<0 .Toi.nt Comrni ttee \>TB.S anxio1;s to prevent tlw 
co·1centraticn of eccno~iic rower in the h:mds of 
a few rns.ri:tginG a[;er.cy hou::;es vith long estCJ.blished 
t::.e-ups with ~·inancial inst.1tuticn0 li.ke bar:~;s 
::-,nJ insurance conpanies, it vias er;,ually anxious 
to er:.sure thctt no suC.d<?a vaCt:iJ.:n viG.S created in 
the organisation of' trade a:cd j.ndustry by a 
possible c:ccline or disappera.nr.e of tne managing 
agency system in som:3 sectors by 19GO. They 
recognise that the ScJC'reb.ries c>.l".d Treasurers would 

have no economic po;;er. That is 7:..., say, it 
vTOllld be the nanagir,g agency system in.~hout its 
tae t.h. There fore, tt<.ey vere <'·)J:cer!le,l(develop {.to 
a form of a !ilanagcment ;;i1ich would pr;:::so;cvc all · 
that was good, as for instance, the pool1ng of 
techni.cal cor:;pe tence, L1 the ins ti tuion of 
n:am1ging agants by d·muding it of its po•Jer 
to dornl.;,ato the affairs of the ma!laged com-
1-'"aJ as. Sc<'!r<?t.~r.ies anci 1'roasurers would not 
be entitled by virtue cf their agreements alene 
to have any representation on th~ Board of 
Directors. For myself, I do not see th'l t there 
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is anv ir.consist8ncy bek·een this anxiety to pre"en~ 
th3 ~~:1Cer.trat:Lon of economic prJwe-::- end at tbJ 

• L L t +- . ro . ...! a~4 l. n·lll~t.., ... ,_, .. saGle tlrr~e t..O ~-:"'y ... o :revJ.1Ti .1or tra.~..e ~....L· ,_._ .... -J ._ 

~IJse be~efits of large sca~e and expert c~~~ecrnenu 
::. --:ci ::::~r,"rvisie>n 1-:hich n t le.?. s t the oes t arrcr.r 
+- 1.,--::: ..,,:~;·-::c·:u:r !f'CTl(;V h""',~~."ls l~3.·;,re d..·1v.:3v·s conferred _,- .... --l..4r:- ...... ;:.c..-,- ... ....... -. .._,_. .. -- v 

o·1 -::~c ·::crrrp:mies rna'lag-od. oy thPr.fl'." 

Urfortu"\c_tely, in the event, t~js expectation has been alnost 

"''] - ]' ~ \t..LI('_l .y t:a .2-Ct.:. .. Sec:::-etaries and Treasure~s of the typoe 

visualised in ~'?55-56 hEWe hardlv- grown up so far, and the 

instituti0n has be·Jn used mostly as an alte:rna~ive device 

for runrcir~ the co!:!panies by the existing managing agents 

under a differe::1t name. In the result, se7eral provisions 

of tl:lc Act rela-:ing to nan'lging agents have been by-p:J.ssed 

and the objP.cts ur.de:::-lying them h'l.ve been f'lrtially d·?f·?".t(?d. 
It doss ~ot. th2refore, seen to be of any use in ~ersistiP~ wi~h t~eL 
7 .1.5 In reg2.rd to the rer'lunerJ. ticn of r::arngin,s cr 

vihole-tir!'e dir?ctors, an administr:1tive ceilir>g cf 

Ps. l 720,00'J/- per annum uithin the st.? tutory lirr:it of 

5;; of -:ne r:Gt profits of a company in the case of such 

director and lO;", . in th-3 c1.se of more than or:G, w'l.s 

lc.id dm-::1 soo!l aft.er the Act 19.':5 came into force. 

T'li3 ceil:.ng v:as inclusive of the commj_ssion 0:1 profits, 

if ar.y, 1:::11:; exclusive of the fri!1.ge benefits s~mctioned 

ty the co:!pany. TI1e fa-::tors w:1ich the then Cor.rpany 

LavT Jid.visory Cor:.::Jissio:-1 and GoverYJment took ir.to acco1Jnt 

were explained in the Anm'.~l Reports of the D0pa::-tment 

cf Cc>r:l.par.y La•.• Admj_nistration and the Company Law 

*Vi1e Lok 3atha, 10.8.1955: Debates, Vol. v, 
., l" J.\0. ._)' 



7.18 

b) 

- 81 -

vnile the elabor2..te system of <Urer:t control 
p:~>vided for sufficier-, t flexibility i•t 1. ts 

· ' "'" ·' - !J"'~ ~ • tl r' ouo t opere.. tto:J., ~ t .-:Pp" ·c,_t'3 ma:na6:; _,," ~ , -' · 
as to ,,·nat the de~.i..1':!.0rt of tr1e AdmlnJ_stra_
tio:-t ·,rould te in inri:i.vidual cases. In ct.Jer 
words, the secrLd c~iticism was not so mu=h 
again~:t rigiC:j ty in '.;)13 applic~tion. of ba 
la1v ~.o i.DC.ivid.t'::tl casGs as agalnst 1.ts 
u~~ertai:1ty. 

Any system of direct control involves an 

ex8rcise of judcem8nt on tne part of controllers. 

Hhile we appreciate the argument that in principle 

su~:1 control should be selected and limited to cases 

where ot~er forms of control capable of achievine the 

s<:!'lG results a::-e not likely to be effective, we do not 

thin!{ th'l. t, h3.Vinz regard to the policy underlying the 

scl~er1e of direct control over managerial remu~eratiun, 

c.nd ':.he circumstc:nces in \vhj_ch this policy was 

formulated more than a decE>.de ago, a!1y other form of 

contra~ ove~ managerial remuneration based only on 

the judgement of tl:te management and the sharehold.ers 

\\'ould have been an adequate substitute. The discipline 

iroposed on company me.nagement by the present system 

of direct control over managerial remuneration during 

the last 10 to 12 years Il'!ay, hcwe-ver, be expected to 

have secured the acceptance of oth~r norms in this area. 

Wo .ful'ther as:s1;mA that the proposed abolition of the 

managing agency syster.J will not encourage the abrupt 

m:>.:r;k.:ine up of the cvrrent levels of remuneration of the 

Chj_ef ExecL!tives of comp::..nies. If these presu:nptions 

are correct, it may be worthwhile to consider whether 

some rel~xations i~ the operation of the existing 



control would not be desirable. This might have the 

effect c t re:lucing the sease cf uncer ... a in ·:·y •.r:1 ich 

acts as a psy0hologic'3.l '.rri ::'3.nt to thcse ;ms:!.~ess 

executive:· '·h: -Jrs affertell by the provi.sicms r::f the 

Act. ~o t.h'l extent that avoidable tensions in the 

mamogerial field can be removed without e.ppreciable 

darnaee tc ~he basic policies 1mderlyir.g the system 

of cont.ro~. oYer managerj_al Temune~a tion 1 it. ma:~r. be 

worti:J.w':lHe to give the management. and. the shareholders 

o. larser ::ay in the fixation of the remuneration 
' 

of their chief executiYes. 

7,19 With regacd to the minimum managerial remunera

tion acmj_ssible under sect.ior, 198 of the Act, several 

witnesses ~rought. to our notice the hardship caused by 

the maximum of such minimum remuneration laid down in 

thj_s Act. :::t: was comp~ained that Government was 

reluctant to sanction a reasonable minimum remuneration 

for the Chief Executive of a company for the duration 

of his term of office irrespective of the fortunes 

of the company and that this reluctance was a source 

of griC?vlnce -~.o company manageme!'lt. He understood 

that a provisio~'lal m.inim~m; remuneration for a short 

period while the company earned no profits or its 

profits were j_nadequate was ordinarily sanctioned, 

Emcl the C'Cmpa.ny was asked to approach Government again 

as soon as it had begun to earn profits. In the case 

of companies managed by managing agency firms or 

companies, this was perhaps a suitable procedure to 
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follow, when the managing agency system was still the 

dominant form of ;::nn~gement. In th~ case of professional 

managing directors or whole-time directors, however, 

this type of pro·ris:::.onal paymer:t !!!ay turn out to be 

a real deterrent. 

7.20 

It seems to us, therefore, that in such cases 
it will be more appropriate to fix a suitable 
remune:·aUon for the Chief Executive of 
a company after taking into cohsideration 
all relevant; factors, in relation to its size 
E>nd t.he nature of its business and the 
qualifications, experience and backgrou11.d. of 
the selected Chief Exe~utive and, of course, 
with due regdrd to the col!lpany's profit earning 
capacity for the entire period of his first 
appoin'~:nem:; and to treat this as minimum remune
ration actmissible to him u..>1.der section 198 of the 
Companies Act. 

The provisions of this section permit this course 
to be followed in all those cases where a monthly 
payment is proposed to be made. As a safeguard, 
Government may reserve the right to call for regular 
periodical information about the performance of the 
company at any time, and indeed as often as it 
considers ~ecessary to do so, during the period of 
the first appointment of the Chief Executive in order 
to satisfy itself that the remuneration sanctioned 
for him is justified. 

Another problem connected wit~ managerial 

remuneration, created in the wa~e of the recent 

depression in sevP-ral industries in this country, was 

brought to our notice. we were informed that the present 

practice was to lay down only the maximQ~ remuneration 

which a co:npa ny could. pay to its Chief ExecuUve within 

the limits of the statutory provisions. It was pointed 

out to us that in several cases, as the companies 

had ceased to earn adequate profits the Chief Executives 

concerned Here unable to earn the remuneration sanctioned. 
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by the Department. Consequently the companies had to 

approach t;,.e Department again with the request. to fix 

a corresponning mini~um remuneration for ~heir Chief 

Executive! equivalent to the remuneration ,,,;,_ich had 

been sanctirmed to him. This is a problem which 

companies fa~e largely because of the fluctuations 

in their Parning capacity, which appear to have been:·. 

accent.ua~:od by t'1e present recession in some industries. 

If ~he fall :i_n t:1e profHs of a company is expected to 

be of s~ort duration, we rlo not see why a. 'Chlef Executive 

s:ho'.J.ld not continue to draw ';he same remuneration which 

had been sn.!lctioned for him in a relatively good year. 

7.21 Difficulty may, however, arise if the fall 

in profits continues for several years, and particularly 

in the case of companies wl:"c::i.cn are unlikely to recover 

their profj_t-earning capacity on accm.!nt of basic shifts 

in the structure of the economy affecting their markets. 

In such cases, it m:::ty not be obviously in the interest 

of the companies or of the economy as such that the 

Chief Executives continue to be paid at levels which 

foreseeable prospects of the companies concenred do 

not justidy. In such cases an a;>propriate balci.nce of 

relative equities would seem to suggest that the 

minimum remuneration of the Chief Executive should not 

continue to.be fixed at the level of the remuneration 

originally sanctioned for him but at a lo\•er level 

which the companies concerned could bear. At the same 

time we consider that such adjustments in the 
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remuneration or the Chief Executive should not be 

attempted on the basis of only the annual fluctnaticns 

in a company's profits but when tbe profits showed 

no prospect of imp~ove~ent even after a p~riod of two 

to three years. 

7.22 Our broad conclusions on this difficult question 

of control over managerial remuneration are, t~erefore, 

as follmrs :-

(1). within the limits of the statutory ceilings 
prescc-ibed for such remuneration in sections 
193, 0lO, 326, etc. of the Companies Act, 1956 
an.d S'laj ec t to the maximum adu:ir.istra tive 
cei:;j_ng laid do· .. m by G:wernment, the share
holders should be free to fix the remunera
tion of t:ce Chief Executive of a ~o:npany 
aG an appropriate level after taking into 
acco~n.t all the releva~t far-tors which are 
no·.v· cons idergd by Government in fixing t~e 
remune:'a tion payable to them. The decision 
of the shareholders should be taken by 
a special resolution at a meeting; 

(ii). this decisj.on shrmld be conveyed to 
Go;rer~.:nent within a fortnight of the 
specie.l meeting to be neld for this 
pur;_:Jose; 

(iii) Go7er11.ment should have the right to call 
for such further information as they wish 
to h:we in regard to aJ".Y such decision 
and to or eel' any sui ta'!.Jle modifications in 
t:1e proposed remuneration or in t:-:e 
terms Gnd conditions of employment of 
the Chief Executive of a company, within 
a rerio{ .. of tvro months of the receipj; 
of t~e certified copy of the special 
resolution passed by the company;if no such 
information is called for or no objection 
raised within 60 days the company's 
proposals would be de@med t to have been 

·approved. 

(iv) In regard to minimum remuneration, 
Government should sanction a reasonable 
remuneration in the case of salaried 
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employees for tloe E-ntire perio.l of the 
·first 8ppointrr.o?!!t o:' 2. Chief :C.~c~uh'ra, 

5 .. 1'1 the case of a nevr cor.:p:;.r.y; 

(7) '.n the case of goi'1g C0'1~ern.s, the remunerz..:, 
~:i :m duJ y approv·e:i by G0-.rernr>Jr3r,t 
J!: .:n.:.ld l:e c'E:eirleri to be the ml:-,i.r:t11"1 re>:June
rc. tion for a period of two to t;h:-ee yGo_rs 
at a tj,oo. I.i.' at the end of this 
pc':':i.o<i. l t is found tl;.a t the a:nouctt of 
r9r;:~.U~18:-':t tiGn sanctioned is ~.n excess of 
t1'1e sb.tutory li.!nit, GcverrL"Tient shovld 
h"..Ve the rif;ht to revei1• th:J case and to 
prescr:l.be such other rcrmnera tion as may 
1B app::-opria te to the for runes of tl1e 
cornpc;.ny. For th:i.s purpo.:::e Skl table 
g'lidiDg :prir1clples .s!lo~lJ.d be i'ra:--.ed. a:1d 
ce;:r.m~;~ica ted. to t?le Chambers uf Ccmrt8rce 
c.nd ot~J~!" tr2.de assocj.a t:.o:1s. 

(V'i) in or(]er t::J eivc: publicHy ::o th'3 dec:is·i r.ns of 
tr.e Comp:1.ny La.w Eo2.rd o~ t.~,c ~-.. )~lns of 
remunera-tion u.pp:::-ovac. for rn:J.na·'l;!.::'i.-11 
p~rscnnel, th2- Board sho·c1::;_d t:;.\3 .s:o.ps 
to pu::>:i::'l a;>proved :·.er~;\S in t·,le su: t.~.bly 
~br~_:ls8d form in its fortnj_gl1tly ,jcmrn'lls 
,,:!",_·8re it is al rec..dy p11hl is~1ing tl1c appoint::. J 

:,:e·1ts and re-appointments cr manag:'r::.al 
)"e .'Sonncl, 

\le recognise that th.e rnla~ation of the 

ad"!linistrat:!..ve practice and proced1.:.::-e which we :!lave 

recommended may tempt unscrupulous company I:!'l.ri<lge!J'lents to 

raise the existing level of their remuneration or fix 

the j_ni tial ro':>m11::era tion in the case of new ccmpanies 

at. levels whi.ch bear little relr. tion to the earnin~ 

capacity of the co::".:;::anies ccncernc:;.. ~:1e pc1ver whj_ch 

we propose to vest in the Goverr~ent to ca!l ror 

ir>format:Lon about the pe.vformance of compar '.es at 

any time aftlr their managerial remunerat:!.on has been 

fixed, would enable Goverm.tent to intervene in such 

cases, if it iJ reasonably -vigil;:tnt and r:1a~es quick 

use of the information collected by it. For the rest, 
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•re exrcct the m3.nagement of corr.pcmies to use the 

freedom proposed to be given to them in this field \vith 

diso:-imi.nc:.tion and a due sense of responsibUity. In 

any case, if these rccommenda tions lead to widesp·eacl 

ab'.lss of this freedom, it would be open to GcYE:rn:.:ent 

· to.revi~w the ne•.v p1~icy 2 nd to take appropriate measures. 

7.24. SeveraJ. wi t:1esses 1vho appeared before the 

vJorki.ng Group referred to the provisions of the 

Cc,':lp<J.niGs Act relating to inter-corporate loans and 

in•restmcmts. The view was expressed thclt the limits 

withj_n v.rhich a public company could invest in the 

shares of another company were unduly restrictive. 

It was contended tl;'l t, in the depressed state of the 

mon0y 2.nd car1i tal marlw ts, they deprh-ed newly formed 

as well as existing compe.nies frcrn dra•,ring on an 

i~portant ~ource of capital and thereby acted as 

a dis:i.ncentive to t'l.e formation of capital. Further, 

com-olaints vrere Plad; about the delay in the sanction 

of intsr-C<J!"lpany in·restments beyom'. the presc•rj_bed 

l.imits e-re::1 in cases where such investmants •rere 

otherwise fully justified. vie have rad the advantage 

of a detailed case study on this subject by the 

Dep:=.rt:nent of Company Affairs, wl1ich \r~s good enough 

---t.o_e:x:pJ.ain to us the guiding principles which had 

been laid do,rn for the gui.d:.mce of the rlepartmental 

officers. 
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v:e do '1ot think t.hat the criticifm:~ about 
the 1resent rroc2uare and pr1ctice arc 
fu::l' justified. Un tile contrnry, va 
ccr.;:;J_d ~r thq t the :::'t'l'lSO.'.lS which p~ or::l;tnd 
the .cnnosi ti on of th~ present rPstrJ_~t Lo:1s 
o;: :L1 t8r-Gon'pany inve:s tments still cxi.s t? 
cin'l that, in tl'le cir~u11stances of corma:.1y 
nt'l.nagement in th~LS co'J.ntry and ia ordGr 
to P~'event dj_s":'.pa tion of a corr.pc.ny 1 s 
resourr:·as and u:1clue C:oncentrat.j_ol'l ot' 
econc-mi'! pr;·,rcr in a fcw r..anC.s. it is nec~'>s
snry to rr.aintain sone curbs on the freedo:J of 
nan'lgement to invest in the shares of 
other comp~nies. 

In t.his connection our attenU.on hs.s been 
C'.r:r .. m to the nJed for encoura~ing in:restr:1ents 
in prior..i..ty indust:;-j_es. We have no dot.C')t 
that i:1 cons ictering applic'l. t.ions for ir,tcr-

. " ~ . f ... ,. 1. . t cc!:'l~-any J.nves ,:,rwn ·>s J.n exc::ass o ... ..;o l.tr ·'- s 
laid down in section 372 of the Co::'):>.nies 
Act, the Admi:,j_stra tion will tal:e rl.us ll()te of 
tJ~e desirabi.li t.y ar,d irr.por-:ance of enco1.:.raging 
inves t:nent.s J.n suc11 ir'.dustries provi-ied. the 
n:ar.a ~E:llJPnt. of the compa:1ies conr.ar:1.eri c'l.n be 
depe 1(·ed upon to ma]i:e good use of such 
inve::;tments and resources of the in"."es ting 
col"pc'l.ry- pcrmi t of such :i.nvestmE'nts wi "''tO'lt 
detri:r.ant to it<: mm legitinn.te needs. 

The present section 372 of the Aot provides 

that the Board of Directors of a company shall be 

entitled t.o 1nvest in the shares or debentures of 

another body corporate upto 10 per ce:ct of the 

latter 1 s subscribed capital, provide:-1. : 

i) the a.§'grega te of st:ch investments t".:~.de 
in all such other bodies corporate 
does not exceed 30 per cent of th2 
subscril:'ed capital of the inve.>tj_,.,g 
company, and 

ii) tre aggregate of such inves~m~nts in 
J.:·.l othar bodies corporate in the same 
group as the jr:vesti:-~g corr:pc..ny does 
11ot exf!eed 20 per. cent of tll-3 latter's 
gl,bscri'bed ca];:i tal. 
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The section further pro'ri'ies that these limits can 

be cx:~eedecl. by an or·'inary resol'~tior. of the company, 

and 1.;ith the 3.pprov1.l of thFJ Centretl Government. 

Serv,Hal types of inter-compar.:v inv~stmc;nts are 

excludod from the scope of th:i_s section, e.g., 

(a) jnvostment i.n rights share~; (b) inYestmc>nt by 

companios whose business is to j_nvest in other 

companies; (c) in'!estments by financial institutions 

dnly recognj_sed by Govermnent; (d) in;;estments by 

holdir:g companies in their subs:ldiaries, etc. The 

sb tis tics rel2. Ung to applications submitted. to 

Go'rernment unner this sect-ton which were placed br-:fore 

us by tbe Depar~-mr;n-'- of Company Affairs shews 

that in the yeal's L.'f-33-64, 64-65 and 65-65 ~ the 

aY3rage annv.al rejl-.- csion of such applications in 

tP.rrro or tl'le a:l'o'mts involved, was hardly more than 

P.s. 1 crores a~eg?il".s t applications for sanction 

of the average annual Yalue of about Hs.lO crores. 

We do not, therefore, consider that the 
op,::ra ti,;n cf the statute has been unduly 
serere or that the pmvers conferred on the 
Centra]_ GoverD.'TI'Jnt have been exerd.sed 
v:i th l:!ldue rj_gidi ty. We, furtr-:.or note 
t:-1at since t!-1e pr-esent proviDlons Fere 
ins8rted in the Cc:np<lnias Act, 1 956, the 
gm.dlng principles forD't;La ted '::Jy GoYernmer t 
h:J.Ve taKen due note of the legitimate n.ee<3 
an:l requirements of businoss. 

The guiding princip~es have been also reproduced in the 

successive Annual R~·ports of the Working and Aclministra tio!:"t 

of the Companies Act and h;;:ve also other"ise beenr. 

widely publicised. z~e procedure laid down for the 
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ex<:!.mination of these cases caJJ.s f0r t~o sub~iss:Lon 

of several essential documants, e.g., (a) copies 

of t~e resolution by the investing co'!lp,o.ry in 

general meeting; (1)) co;>ies of the rasolution 

pCJ.ssed by the Bo'l.rd of Di.rectors of th8 investee 

cnnp:n:y approvJng of t'1e inYestment; (c) copies 

of -~he Nemoranda and. Articles of .Associ"l tio;1 of th-e 

companies concr.rnedi. (d) copies of the balance sheets 

of both the :"lresting and the inv-Gstee companies; 

(e) copies of r:rospect1.lses, if any, j_ssuad by tt 

investeo com9anies, etc. 

\ole d0 not think that the cblj_ga t1(>n 
c~'st on ·me publj_c compan:.'.es by this 
p·:oce.d.ure is unduly onsrou.s. 

If the affairs of a public compaJlY are being Jl'ann.ged 

in a rea.sona·ole, syster.1atic and orderly manner, Ll.S 

they sr.ould be, there should not be much d.ifficul ty 

in supplying copies of these doc1'!rnents vhich vot:ld 

haYG to be maintained by the company i.n any cCJ.sG, 

even if it vere completely free to invest in other 
a 

companies. w, have consideredLsugges ti.on for doing 

avay vi th the r~quirement of the Central Goverr;r::ent 1 s 

prier approval if investments in excess of the 

perm iss i'cle limits are duly ap~roved by the conpany 

at a s Jecial meeting. 

Those \.;ho made this suggestion conceded tha. t t!1e 

Government might retain the right. to call for such 

information as they might need about such investments 

at any time vi thj.n a reasonable pericd of their having 



- 9± -

bc;o:m made, and if <:S a result of subseque'.1t scrutj_ny 

.._,.., 'l -> t' t t-'- r ~o~s r i"''.re<>trnent was un,;usti-,.,., __ y COf"l.Sl' ere\· .. ,:a ""e ex._~._ -' - '' 

fied, it s!'l.o11J.d h:;Y3 the rieht to requ'·,~ t~1e company 

cor.r.e:-nGd. to ljquich.te this 'excess' in·restment. We 

fe~r thJ.t th:is l'light prove to be a severe hardship on 

most cocrp&nies wrlich had e.lready made n.uch investments • 

and in ~o:ne cases might do.r1age the>ir credit. 

~I e cio not, therefore, consider th."'. t this 
S'J<;gestion v1ould be of any o.dvar:.tage to 
the c0r.j.p.?.nias. 

0,..,_ t~1e co;d1ra.ry, it might well create problems aJ < 

cij_f:"ic-~1 ties K'.1ic'a t··1e present requirement about 

pr:!.or n:pproval of -, h: . Central Governrr:ent avoids. 

The questio'1 of inter-corporate lo&ns vr;:.s 

tonrr.P.d upon by sGveral witnesses in the context 

of our discussicn on inter-corporate investments. 

' Sorr:e o:' them suggested that while there mie;ht be 

eood. reason for Government to aram itself with po·,rers to 

reguJ.a te inter-corporate imrestments, inter-corpora tr 

loans belor:.ged to a different category of financial 

trar:.s:J.ctj_ons which did not require the same measure of 

oversig::t. In tl''is v:!.ew, it vras clai:ned that it •,as 

not necessary for Gc"erm'lent to intervene in cases 

where the nggregatr, 0f loans to all bodies corporate 

exceeded 30 per ce"t of the aegreg'lte of the 

su~)r.cribed capHal of the ler .. ding comr,:J.ny and its 

f!'ee reserves, W<:l have carefully looked into the 

provisions of this Section as it was am8nded by the 

Act of 1965. The amended provisions of this Sectlon 
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to give an opportunl ty to the co;,;pany managarwn ts to 

umlc~"stand tt::.:: PlP Je;,a~·tment of Company Affairs 

l:tas·J.ot yet :!'Jlnit...lated nny firm guicL.ng princip:es 

for t>:e c:t.e of its v f ficers ·i.:: im~llerr;enting the 

pro'' :i.sions vi thit> section ar::i that they are expected. 

to f,>l:;_ ·J'.V the broad principles laid down sorue ye.<trs 

age o.oou~ th~ .srant of loans ':Jy puoi.ic companies to 

their Directon or· t·o suc~1 corr.par:ies in which thei --

Directors were interested. 

In the case of inter-corporate loans 
\ve suggest t:ha t the criteria to be taker. 
ir.to accoun-c by the Ad:::.in:Lstration i 1 
dealing \vi th appl.ica tions under sect:L0n :170 
of the Companies Act should include 
(jJ ti1e financial position of the applicant 
compan•r; (ii) the financial position of the 
borrow_,r,g colT.pany; (iii) the security offered; 
(iY) t:te rate of interest on the loans; 
(v) th·3 terms and conditions for the 
repaym~r:t of the loan; (v-i) the purpose for 
whic~, the loan wn.s -::Jroposed t.o be gi·rCJr.; 'l.nd 
-'~.r~:.i} t}~3 pr~~:e:1t. pos.Lti:;l-... '"./i. -.~h'~:· lod.n :l.Cl.J 
1.nvestment por+folios of both the J,~r:C.ing 
and t.'le borrovr,Lng companies. 

Although thj.s section is re,La tively nmv, and the 

business corununity has not yet had tj,me to forru 

its views on its working, we do not think that the 

enforcement of this sectio11 will <~ause any more 

d.ifficul ty or coulpliGa tion 'tha:l ti1e administration of 

section 3?2 of the Act now presents; Nor de vie think 
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the requirements of this section throw any undue bu:-den 

on the management .of -.connpanies. As we read the 

provisions of the two sections, a company would be 

virtually free to utillse its funds aggregating 

to about 60 pe~ cent of its subscribed capital, if 

it has a~y free reserves. 

7.27 

In view of this liberal margin on vThich 
companies will have the freedom tJ operate, 
vie do not consider tl:ia t there is :~o')m for 
any legitimate apprehension about the eff.'cts 
of these provisions on company practice or on 
the orderly growth and expansio~ of corporate 
busir.ess. 

The c1os3 ]_i:Jk between t.he management of 

companies and the srl1ing agency agreements into 

which companies enter has been a special feature of 

the working of -~he managing agency system in this 

country, and com:nents on these arrangements tave 

been made by many critics of thi~ system over the 

past decades, As 1o:1g ago as 1936, v:hen the "Ghen 

CompFLnieil Act was amencied .. mbstantia11y to pro\·ide 

for safeguards against t~e mis-use of the powe:·s of 

managing .agents 1 section 87B of the Companies Act-., 

1913 ar: amended by the Act of 1906, required the 

conr.e:1t of three "'J:lrters of the directors of 

a company before a Ir:anaging agent or a firm of ,,·hich 

he was a partner or any partner of such firm, or 

if the managing ag:mt was a priva"t;e company., any 

member or director of such company could enter into 
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a contract for the sale, purchase or supply of goods 

and materials with the company. 

7.28 The Companies Act, 1956, provided that no 

appointment of any sole selling agent would be 

valid unless it was approved by the compa.ny in 

general meeting within a period of six months 

fro~ the date of ~he appointment. ·This restriction, 

however, applied only to sole selling agents and the 

powers of the directors no appoint other types of selling 

aeents remained unaffected. The Co~panies (Amendment) 

Act of 1960 ~~rther tightened up the provisions relating 

to the ap:poiatment 'of so+e selling agents. Under 

section 294 of the Act as amended in 1960, Government 

assumed pmrers to call for the terms of a sole 

selling agency agreement and to alter them, if as 

a result of this enquiry it disclosed that the terms 

were too onerous for the company to bear. 

7.29 Several witnesses who appeared before us 

pointed to the inadequacy of the existing provisions 

of the law on the subject and pleaded for their 

tightening up. We have considered the problem in 

the light of a case study on the subject which was 

prepared by the Department of Company Affairs at 

our request. It appears that the type of cases 

under section 294 of the Act which now engage the 

attention of the Department fall under the 

following heads :-
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(i) applications receiven from companies 

asking for the approval of Government 

to tl-J.e appointment of their former managing 

agents as sole selling agents, within 

a periof of three years from the d~te of 

thei~ h~ving ceased to act as managing 

agents of ·that company; 

(ii) secondly, enquiries initiated on the basis 

of reports recei>red from Regional Directors 

regarding the sole selling arrangements 

of some companies. We were informed that 

instructions were issued to the Regiona::!. 

Directors in 19G2 to submit reports to 

Goverrnent on such sole selling arrange

ments as were considered by them to be 

R~ima fBqJe prejudicial to the interest 

of the sh:c.:reholde rs • 

The statistical position about applications 

under the above heads shows that only a very limited 

number of cases, falling under section 294, were 

considered by Government during the last few years. 

With the progressive abolition of the managing 

agency system, there is good reason to think that 

many of the erstwhile managing agents would like to 

enter directly or indirectly into sole selling agency 

agreements with the companies which they ma.naged 

previ-ously. Our attention has also been drawn to a 
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growing tenden~y on the part of several companies managed 

by managing directors or Managers exercising the powers 

of managing directors to appoint as sole selling agents 

the associates of such managing directors or managers, 

or the firms or companies in which such managing 

directors or managers are directly or indirectly 

interested.· Section 294 of the Companies Act,·as 

it stands at present, does not cover these cases. 

In the wake of the expected abolition of the managing 

agency system, it is important to take note of this 

lacuna in the present Act. 

We, therefore, suggestb~t Government 
s~ould consider the strengthening of the 
provisions off~· section 294 of the Act, and 
particularly of sub-section 4(b)(i1) of 
this section so as .to enable them to keep 
a close watch on the tendency to use the 
selling agency agreements as a device for 
unduly adding to the remuneration of the 
management of companies. 

We were told that one reason f.,r-th'II difficult)t 

which faces the Administration in dealing with this 

section arises from the uncertain interpretation of 

'sole selling agency' and that taking advantage of 

this interpretational ambiguity, many sole selling 

agents try to evade the law by describing themselves 

as distributors, agents, sales prom~tion advisers, 

sales brokers, etc. ·An additional complication is 

caused by the fact that the present section refers 

to sole selling agents 'for any area'. 

The difficulty of defining selling agents and 

distributors so as to distinguish the former from the 



latter is considerable. Nevertheless, as the provisions 

of Sec. 294 are aimed o~~y at selling agents and not 

distributors, we consider that it is very important that 

an attempt shouJ.C. be made to disti!".guish between these 

two categories •. The distr1butors render an essential. 

service in the marketing of goods. As long a8 their 

remuneration is commensurate with the services rendered 

by them, there vrould pril!!_S!_ faqie, appear to be no need 

for regulating their appointments. Selling agenc1es 

generally and sole selling agencies in particalar 

stand on a differen: footing inasmuo~ as they are 

usually remunera tee. on the basis of a comm5_ssion o:r.. 

turn-over and it c c. :ro~; ord.inariJ.y easy to equate the 

value of their services <vith the commj_ssion payable 

to them. The present difficultY of d1.stinguisl:i:lg 

between selling agents and distributors has been, 

we were given to understand, a major impediment to 

the effective implementation of the provisions of 

this Seretion of the Companies Act. It is, therefore, 

necessary both in the interest or Administration 

as well as of the business community that an effort 

is made to distinguish these two oategories as precisely 

as possible and in any case to give more detailed 

indications through executive instructions or otherwise 

to all concerned as to the types of oases the standard 

form of which would be without approval by Government in 

individual cases and those which would need very special 
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justification to o"btain euch approval fc:-om Go,·e~!l!llent. 

In cases of dfl-rj_a tions from th0 standard terms th'3 prior 

approval o-:: the Government should be obt.aJ.ncd. 

·7.31 A mere formidable difficulty arises from the 

lack of the requisite competenr.e on the part of 

the present anministrative personnel in the offices 

of the Department of Company Affairs to de~.:c with 

knouledge a:'.'ld vnderstanding 1.,ri th thG provisions of 

t':lis section. Even if the le.w could clearly define 

t~1e cases wh!':re the approYal of Government wot:ld be 

needed in futu:·e to t':le sole selling agree!llents 

entered into ny a compar;y,. we doubt i.f the present 

staff of the Department would be able to deal 

aC:equately with them. We feel sure ... hat the Department 

realises this handicap. It is, therefore, essential 

that if this section has to be properly administered, 

an adequate competent staff should be built up in 

d::fferent regions and they should be given ·nry clear 

cut guidelines as to w1:1a t they should look f,Jr in 

tl:wse sol.e selline <lgency contracts l.<'hich come up 

before them for examination. At present we do not 

think that a~y such guidelines are available to them. 

A good deal of intensiv-e l:ome work will h::Pre 
to ~be done by th~ f'enior offj r:ers of t11e 
Department, in consultation with calected 
renresentu.tlves of trade ond industry 11:1d 
rnarke tlng experts' to evol-re appropria i_;.; 
guid·3 lines for the use cf depai'tmentA.l 
officers entrusted ~;ith the resr;or.sibility 
for tl1e administration of the provision'> 
of the law relatin6 to sole selling agents. 
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The 0bje~t of these guidelines would be 
(a) first, to work out the norms ~nd 
yard· sticks with referenf!e to whlch 
selJ.ing age!lcy agreements \.rould have 
to be examined, and (b) to prescribe 
standard terms and conditions subject 
to whlch such agreel!lent;::; could be 
entered into. 

We ~~derstand that several years ago, 

a detailed study 0:1 this subject \vas initiated 

in the old Department of Company Law Administration, 

but do not know if .1s a result of this or later 

studies any guide l~_n"ls on this subject have since 

been evolved by the Department of Company Affairs, 

If an effective administrative machinery 
could be b'~ilt up fer this purpose, 1'ut 
only subject tc this condition, we would recom
mend that having regard to the importance 
of this matter, copies of all sole selling 
agency agreements entered into by public 
companies with a turn-over over a prescribed 
limj_t in any particular line of trade or 
].r,d.ustry should be submitted to Governnent 
for registration in the reg~onal offices, 
It should be open to Government to modify 
the terms of these agreements at any time 
during their pendency after hearing the 
:r;arties concerned, and companies should be 
required to give effect to these modifications 
with effer:t from such date as Government 
migr. t indicate. 

As long as competitio:1 has no effective play in our 

economy, the marketing cost of industries should be 

a matter of concern to the public, since there is 

no assurance in such a situation, that the final 

costs of the goods and services to the consumers 

would not be unreasonably pushed up by excessbre 

marketing costs. 
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7.33, There i~ one particular aspect of these 

costs to which our attent5on 1-ras draw:1 by a feu 

witnesses. \r!e were told th3.t one likely bye-product 

c.f P·,e proposed alJoli Uon of the managing L gency 

system would be the appointment of relatjc~Ls ani 

friends of ;;anae:;ing dir0ctors o:::- directors or of the 

firms and com')anies in vrhich such directors W")re 

directly or indirectly int8rested as sole selling 

agenta of the companies concerned, This de-velop:nent 

wo,~ld need to be care fully watched. 

7.34 

He vould recommend that if this tendency 
growJ rapidly, the law should be su1tably 
am,mded ·so r'"quire that in such cascf. 
the t•H::ns and conditions on wh i.ch selling 
8gency agreements were to he ent(red into 
shculd bo 2.pproved by a special resol1ltion 
of t~e cc.:npa.nies concP.r:!ed. Hit.hin a pr:;r.iod 
o.f six montl~s for t:Jr]S3 ar;re0rr:.ent3 s an•l 
tr1a t; the commission ol' other P·'Y~1erts 
proposed to be ma.c1e to the seJ.:Ung ,,gents 
in such cases srtould be sultably d:.~closed 
in the profit and loss acco·c~nts o:: companies. 

A fe·,r ::!ompetent witness broug!1t to our notic3 

some dP.-velonm:mts in coMpany practice whi.ch 2.npe:1.red to be 

already under vray in the w1.lce of the antid.pated aboli-

tion of thG managing agency systG::n. T11e::;r referred speci-

fically ~,o some new practices regarding the np; 

ment of 'virtual substitutes 1 for managing ::~.~r:mts 

the form of Consul tents, Techr:icnl Acvisers, Agcmts 

Special 0 fficers, whom it was proposed to remv~erc. te 

by comMissions on profits lrres pee ti·re of the val.u~ 

of the services rendered by them. We nee,: hardly 

say that we attach a good deal of importar,::e to 
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th.01 services of genuine Consultants or Technieal Advisers, 

and r8alise tha :1eed for their services in many areas of 

industr::r in our com1try. F:::-om this point of vie\·T we would 

welcome the grC',rth of such ins ti tutior,s. 

It is, hm-rever, irl'portant to ensure that spurious 
organis~tions, calJing themselVc)S by these names, 
Hre pot us.zd as a devlce for channeling -~.'-'9 
profits of companies into the haYJ.ds. of thr>. ers t· . .,rhile 
managing agents or their associates. As a rule, 
viC cons:Lder that t:':J.e best <ray of remunerating 
genuin'l Cuncultants or Tachnical Advisers \vonld be 
to co::npenso.i~e them by mea.ns of fees so calculated 
as to ensur-, t.ha t the pa~rments are comrner..sura te vri th 
t:he vaJ.ue o~ their senrices, and not byiof _£0._hoc LmPans 
perccnta~es of commj_ssion on gross profits. A~y how, _ 
these practices to vlhich our attention has been 
d:"2.wn ncod t;) ba closely WJ.tchzd. by the De;Jartr1ent 
of Company AffJ.irs. In particular we sugges~ that 
where a percentage of gross jlrofits is prop0sed as 
remuneration for such org'l.nisCJ. tj_ons, it :::ho1cld be 
subjPct'. t,,, r·ltification by the company in general 
nee ting wj_thin a period of not me>re tho.n six r"onths ' 
from the; d8. te of their appoint"ient. Govc rnrnent in 
the appr·opriate Ministry !l1J.Y also consjder a system 
of rer,istr:1ticn of Con1:;ultants, Technical Advise:::-s, 
etc. ;·J--o should be called 11p to conform to certain 
essent:i.'ll nLnimum con:::l.tions before they are 
permitted to offer their ser:ices to the business 
commu~:·1i t:T· 



The ol· tlines of the scheme of legisla ti\re and 

UQ~inistrative control over company management and 

co~pany practice e~bodied in the Companies Act, 1956, 

s ':.em i'r'om a Vi'3W of the traditional concept 

of shareholders 1 control over company mf'.nagement, 

which is nmv being increasingly shared in oost 

ad7anced countties of the worJd. In the early :rears 

of join~ stock enterprise, the theory prcpoU.'1d8d by 

leeal fo:-mr.1.lists stressed the prin&cy of sl;JrcholG.ers 1 

control. They were supposed to ideld the :!stars 

of pover i:1 a col!'pcmy, and the so-called soverej.gnty 

of sharehold~rs was almost a f'V.r..~.&mental ,2.rticle of 

faith in the corporate jurbpruden<-'e of those dr..ys. 

T:le management of companies also delighted to des

cribe themselves as the servants of shareholders, 

a habit which still lingers on in some antiquated 

man-'lgement <Z:ircles in this country. 

8.2 The early reforms of Company Law were 

la:-gely influ.enced '!:Jy this form:1lis t view of the 

'role of shareholders in the affairs of a compar:y. 

Several recommendations of the Expert CotJmi -;;tee 

on Company Law reform, ·.:Jetter known as Bhabha 

Comrnittee, we-re based essentially on this viei¥ 

of the status and rights of sharehol~ers, 

although in large parts it was qualified by 

- 105 -



- 106 -· 

a robust pragmatic recognition of the realities 

of shareholder control. In tbe resuJ. t, many 

provisions of the C('mp:mies Act, 19.56, provjded 

for the first time t~at company decisions in 

many areas of company manat;cH,JG::J.t and practice 

•.rhich tad hi";herto been left to the judgment 

db .._. t of ~.hl~ Eoard of Directors shoul e su.,JeCw 

to the approval of the comp'l.ny in generc:tl or 

special maetiLg. The underlying faith of 

comp~ny reforn1ers at that time w?l.s that b:~r 

placing these matter::; under the formal 

sut·Yeillance of sl:.arc:-,olders, they we::re imposing 

a check on arbitrary decision-rna lcing a.nd inciden-

tally er:sur:Lng that these decisions were taJ~en in 

the ligl1 t of the views expressed by the sharaholdeys, 

In its essence, this faith was perhaps not very 

di."-·"jr.'ljJar to the ropular political argument, 

at that time, th3. t ;.h8 wider were the limits of 

pop'l.la':' fra:1chise, the greater was tho opportllni ty 

to the representatives of the people to take an 

jn-:;elligcrt and effective interest in the working 

of democratic goverr~ents. 

8.3 Few informed people in any country of the 

oodern industrial world where the corporate form 

is well developed still retain any such faith ''in 

this view of the shareholders' democracy entertained 

by an aarlier generation of corporate theorists. 

vfhile it is now generally recognised that the 
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shareholder has a vital role to play in corpor~ta 

economy by ins :ts ti11.g that an en te:-prise sh~l::i. be 

profitable, by demanding full disclosure cf the 

evid.once provided by company accounts and. other 

records of company perfor~ance, and by pressin~ 

their right to renove r.la!1agements from off::_ce \vhen 

they do not r.:e'lsure-up to ·their essential minimur.~ 

r!.uties and responsibilities or when businesses are 

run at cont.i:ming losses, the hopes of an earlier 

gene:-ation of company reformers that shareholders 

will continue to take an active :;:Jart in directing the 

broad lines of a compan:;r' s policies e.nd program::~es 

ha,re larr;ely disappeared. 

8.4: I:.deed in m<my know1_edgea'ble circles a 

C.ou'Jt has been expres:.;ed whether i~ j_s desirable 

that the sh:1reholders sho1J:l.d have any more 0ffecti1Te 

role to play in tl1e m:J.nagement of a conpany than they 

already ;r1o h"lYe under the existing provisions of 

Companies Act:-; in mar) countries including our mm. 

T'Dus the J'enk.i_r:s Committee in U.K. has obserYed that -

"It !!la:J 't:e theoretically desirable that 
sr.!lreholders ha'Te h;:rn: mora effectiye 

·Yicws in the management of their c0mpan:tes 1 

b11siness •••.•..•... As against this, no 
ccmv~ny' s affairs can be m,lm.ged appropriately 
or inde8d managed at all, oth,·n''.Vise th<:m 
through a Board of Directors wi t:·.1 a r"la~o:J.ab::i.y 
free hal".d to do or think tr.em best in rhe 
itLt.<?res t of the comP2..!1.:W_* n 

*Vide page 3, para 14 of the Report of ·che Company 
Law Committee, 1962 (U.K.), Cmnd 1749, 
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It is true, in...pra{·t'.ce-,-tmt.:oh<.>.:rehold.ers' 

control is ineff'ect:ive partly because of 

their in<iifferencP and lrrck of ade:;ua te 

cor.:pe-:e:1t knowledge to guide the affairs of 

their cpnpan;r. It C.oes not, however, follow 

t!l.at because of this thej:r control over the 

businePs of a company should be removed or 

furthe:- diJuted; nor does it follmv that the 

need for giYlng tl1e Board of Directors a reaso-

n2.bly :"ree h0.nd :_n r.J'lnageme nt requires that such 

limit.Pd control as t•1e shc-.reholders now exercise 

over company affair3 should be eliminated. As 

th:-ee rl.i..s tinguished mer1bers of the ·.Jenkins Comni ttee 

point cut :-

''It is ~lso said that shareholder control 
is inefficient since directors, as a class, 
imovr better what j_s good for business th::tn 
the shareho1d8rs thems81Ves. In the normal 
case tl::..s is usually true. But if thtJ 
shareholder control is destroyed and nothing 
put in its place, we have to go still 
:Lur~her an<i s'iy the.t business efficiency is 
best ens11red by allowirg the directo;·s to 
function free from any ou·~side control, 
except that of the courts in the event of 
fraud o:r misfeasance "-'1d by maicing them-
sclvc>s irremovable, \vi thout their consent, 
howevdr, inefficient they nay prove to be'}". 

n ~=: ,...,. ~. -, b, -1- • _, 
u. iJ .Ll1e prac vlt:!R _ pro .J..Gm S ,.Bm'lllng from mo<..ern 

de>relopments in ccm"l"1'1Y t:ractice which cor:front 

ccrnp;o:,1y reformers is how to reconcile re:~.sonab~ e 

Qli.de ra~e 2rj9, para 8 of the Jenlnr.s Committee lleport. 
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co~t:col over the m3.nctgement of compg_nj_es w'_ :;h 

the neeci for giv:tr.g a reasonably free han!', to then 

to C-o what i3 best in t~e ir:.terest of tbe comp::.t!1y. 

Fecent thj_ni;:-;_n'S in the advanced vTestern count"!:'iAs 

of the world h'ls been concerned with the problem 

of cievj_sing a.n npproprla te internal forum, within a 

company's structure itself, wh8re a reasonable balance 

o1' power het•rreen t~e managem•'lnt of a company, its 

sh~reholders and its employees can be struck. In the 

h f '. t't"'' l"" I-'' a ... sence o any sucn lns J. u ;J_ona J.orum, our _fi-.tlan 

think_ine; during the lest des.cd.e bas been concerned with 

the pro~Jlc!ll of providi!'g external controls ~-<lre;ely 

through machinery of thA Adninistratlon. 

He f'P-01 sure that it. vlill be generally agreed 
tlnt ~c the extent that an appropriate instit~tional 
s true '.,1.c!'P. is built l.'P wi thi:1 tha o:q!:an:i.sa tional 
f::."'ame o ~ .. a comp3.ny v;~:.icll prcvi~ .... es a forum ~vhe::e 
the m:,n.1.gGment of a company, its sharer.olders 
and j_ts employees can pqr~icipate in ~ajor 
de ci.<ion-::nking, the need for extern:1l 
control ove-r companies \dll correspondingly 
di:ninish. Till then, h0'tl0Ver, t:1e acti.-..:it-ies of 
cumranies and those respon.r;ible for their 
tJJ.l'1.r.;ement must be prr~pG.red to place thcnselves 
under the disci:r;lipe of a rect~c:oable measure of 
statu tory regulation and con~TGl. The ai;n cf 
prac ti.::a::. policy should, bm·Mver, be Lo pror.;ote 
the gro•t~t;:1 of "' ppropria te ins ti tutiono.l s true t:1res 
within the cons ti tnt ion of o. company, wj_ th n. view 
to the progressive rerlu~tion in the area and 
rigm;.rs of external control. 

It is against this backg!'ound of what w0 co1:sider to 

be right policy to follow i::1 this field. tr:' i;. 

we have cons d?re:i some suggestions for further 

strengthening shareholders' control within 

the framav10ri>: of our Company Law. 
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G.G WHnesses haV·? suggested that if minority 

:!_n~.er8sts could 'be 1:,ptter represented on the board of 

coopnni.e s, th:!.s in i -~self 1vill provide some internal 

..... chec1' on corr.paT'y m::1.n::tgement and col!lpany a~~ alrs. 

In this cnntext the question of proportional represen-

ta tion of shareholders to the board of a companY was 

stressed by some \vitnesses. Sect::.or. 265 of the 

Companies Act, 1956, pernits a cor.lpany, if it so chooses, 

to elect this oethod of repr•3sentation on its Board 

by its shareholders. In practice, however, little usa 

has teen made of the pm1ers already given to coJ'lr:,ntes 

unO.er this section. Several States in the U.S.A. have 

compu.ls ory provi.sicn.1 fo:- proportionate repre sen ta tion 

(bv the method of 1 cumulative voti::1g 1 ) in the eleo':.icn 

of directnrs, and seYeral other States in t.h<tt country 

have permissive legislation for this purpose. Such 

recorded evidence as we have on the actual working of 

the system of 'cumulative voting' in the s:.atesof tbe 

U.S.A. where the State laws provide for conpulsory 

proportio:J.al rcpresen';;a tion suggests that '!ihe ob-ricus 

obj actions to this method are somewhat e:~aggerated. 

IL·.-'~tLheless, a great majority of ComP<'.ny 
mronagers in this country consicJ.er that it 
is b,Jtter .to have ::t cchesive Board, result· 
:Ln~ from a straight najority vote r~t.her 
th:Jn one contetinint; conflicting groups or 
fJ.C!tior.s, AL:o the dem~nd for proportioi'k.l.l 
repre sent1. t:J.8[t by the sh:1.rcholders thei:Jselves 
or the share.10lders 1 associations hc.s been 
Yery limitec~.. In these circumstances we do 
not constC.e2· that any amendment in the law is 
called for at present. We have already stated 
in para 6,10 (p •• 64 ••• ) that the subject should 
be studied further. 
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8. 7 Anotl"·er sugaPsti0!L . .Which has be2n m<J.d.e befo::-e · 
~ . . .. ~ 

---
l,l;> __ L'> ~that if' 10% of the sharehcHers of a cor.·p:::.!'y 

combine and ask for t!Jeir re.prp.se.nt3.:t:ion. _0..'1. i.ts 

Po:::.rd, it should ht'l o'Jliga tory on the part of the 

company to accede to this derJand. Although we 

appreciate the object unaerlying this propos~l, we 

feel that if the minority shareholders could 

combine, they would not find it particularly 

difficult to elect one of their representatiYes 

to the Board., particularly in the case of companies 

where 1::1areholding is dispe re sed.. 

We feel that much more concentrated 
tr"1nbi:1g on this su'Jj oct neecl to btl 
doi1e J;; th-:? actj_ye rr.inori ty sh<'.r'3-
holders and by s"hareholders' a:; so-

. + · · " · ff • ' ~ ~·n C2.U vl.;)J'1S l!"! •.• l eren\, po.r LS 01 l· e 
country, before they can legitimately 
seek the aid of legi.sla tion to 
support their moves. 

8.8 It remains for us to consider what action 

that we can recom."lend to strengthen those provisions 

. of the Comranj_es Act, 1956, which enable shareholders 

to seek redress from Government or the courts of 

law in cases w~ere companies are grossly mis-

ma~ased or are managed in a mar~er which i~ pre-

jucicial to their interest or oppressiye tc> large 

soctiocs of their shareholders. 

8,9 Secti.')n 408 of the Co:npanies Ac':- vs.s 

intended to '3Pable the Central Government to take 

quick action to intervene in the affairs of a 



· f it was satjsfied that the affairs or' t~e a_ . .cwpa.ny J 

· r v~1iC'h C<)!llp2 r.y vrere being cor.ducted either ln a r.13tme 

or ~ '1 a was cprressive to a.r.y L1embe!'s of t!'le company 

me.nner Wl::i.ch \ol<JS r--:-f:judicial to the inte:r:_est of the 

col")X'.~Y or to the }"J.blic interest. This section empowered 

t , C t 1 G t to annoint not more than two ne er: -ra overr:mcn "-

directors w:::o might or might not be members of the compal!y 

as additio~ql directors in such cases. It was expected 

ti1<:.t t~ese nomir.ees of the Central Govern'!lent on the Board 

of the company would be able to pull their wei~ht and to 

influence decision-making by the other members of the 

Eoard. In course of our evidence, we were told by 

wlhJPsses tt.a t in the very few cases where these powe!'S 

he. d. been j_;woked by the Central Govern."lent, this sxrec ta tion 

had berm larg,ly beljed. The nominated dic-ect.nrs "'erp, ej_ther 

~-~ei'!'ecUve or ve:re over-ruled ty the majority of the ot!1er 

director::: on the Boar('.. The section, as it stands at prasent, 

c'.oE'S not vest tr..s Government directors with any special 

pov:ers, a:1rl. indeed does not arm them with such over-riding 

pow8:::'S as tl"1ey must necessarily have if they are expected 

to produce any impact on compan:r management. Further we 

were told that in some cases the appointment of Gover:mn<:.>nt 

directors Has al'30 c:1allenged in courts of law. 

liY'~es s, there fore , this sectj_on i:: 
radically overhau::..e1 so as to enpower 
the Go-,rernment directors to intervene 
more eff'ect:.vely ~-n decision-mc>.l->.irtg 
by a majority in important matter~, 
-.ve do not think that it is likely 
to achieve the objects for whic;1. it 
Has intendfC., We, therefore, suggest 
that Goverr.ment should consider how 
this secticn could be suitably amended. 
One way of investing Government 
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llirecto:-s •rit'1 effect:be p01-:crs would 
be ·l;o empower ti:'Gm to held. v.;_) C:eC'if:.Lo:1.s 
in re2pect of ~em.~ spe~l.fl.sd c~::·e:;~s of 
corlPilny ma.nager.cn~ o.r:d. to ref8r tb;~:r: 

to GovernmeY\t if they we:::-e of tl"e v. 2'" 
that s·.:c:1 decisior>.s wm:.ld be Ofprcs:;ive 
to a'1~' me:'l"::.·ers of the compapy or mjr;ht 
p:r·c;j~~c~ice the int~.n·es t of COI"lpar.y or 
migh:; be ag::inst ti-1e p'l:'l')l:ic interPst, 
j_f t'1ey v1ere given effect to by the 
Boar i. ;;f t:Je co"l1pany. 

Section 3~7 and 39C of the Companies Act 

eopO\ver mlnorit.y shareholders to seelc reG.ress 

in courts of law in the c:Lrcvms tances indic.?. ted 

j_n tlwse se~ticms. We vrere told by witnesses 

that ccurt a.: tion in such cases ·.vas usuall? 

dial tory ur..d that according to the p::-oceduro 

follovrerl by the courts it "'as not easy to 

expect e.xpc .. d.itious disposal of the appli<:'l tir;n.'3 
' 

filed before them. In ma::1y cases, further, tte 

C:>'J.:::'ts wsre r-?ported to be inclined to talce 

a. view of t~>e:.:e provisions, which ua::- la::-gely 

co::.oured ~Y the traditional thinking in legal 

circles on the internal ma.nage'!ler,t. of corr.panies 

as being prirna:::'il~.r the responsH:ility of the majority 

of the BoarC. of Directors. In a 1::11bsequent chapter 

of this report \ole have considered the desirabilj_ty 

of s:rggesting an alternative m:v::J:,:!.!lery for the 

adjw.:',:~c·~ti.on of Cil.ses filed U.."ld.er these sections e.'<d 

a.ll other sections which are now within tl::~ jurj_sdiction 

of the courts of law. 
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He '·':::>u1d not, ':;hP.rGfore, lil{e to 
CC,r]ment, :fnr-::her o~ the de;'ects 
&!:d deficj_cnc~.f's i:c the ac':.l'linistra
tjon cf t.he:·e .s3ctions, ezcc;Jt 
t t - .L ·- .. 11 ->-'J.t l'f 0 sa.y .i.1c.lL. :Lv s,;em.8 vO S v.a , --
ti1e pc' . .ros YeC";ted in tl1e conrts 
E:--t·:l?!' tb.c3e sectio~1J aTe to be 
P-1'fec t;i veJv u:-iJ.ised, S·)fiE' far 
rcar:hj_ng rhange s i:1 -i: ;; e s true ture 
cf t.he JUtl:Lcial 1"\J.c.:linery as vrell 
as in tl1e p!'ocedur.es ,-,r:c~ in the 
r~1les c.f h<lsL,.ess of tlH'! rslevant 
juJi.ci:d. insUtut:Lons wo1eld be 
l~ssent.ial. ~·:o ~I1:..l.l revert to 
t1J.is theme in a later chapter. 

~~1.e:·e is, howe'rer, one i:1portant amend!Jl;;nt to t~e 

existing prcvislo;--,s of these F:ecUons that vre ·..rould suggest. 

At presen~ the right to apply to a court of law ~nder 

sRction 397 or section 398 of the Act can be exei·tised 

only 'ty n~1t le~s. thar: cne. hmldred_ member-s of a c,:rJpary or 

by :1.ct less tl:an o!'e/tentll of the total nu::cber of its 

r:Jsobers, Hhichever i2less, or by ar.;r member or members 

holoi:.-:g not less tha:1 one/tenth of the iesued share canital 
' 

of t!:.'" corr:pany, J::roYiG.ed that the applicant or 9-pplicants 

has/~ave paid all call3 and ot~er o~s due on their shares. 

The C'"ntro..l G:wern:nent may, however, authorise any member 

or me~-:1bers of the cor:n;:>any to apply to the court uader 

thP.se sections notwi ths tand.ing the abo-,;e requirements. , It 

was represented to us that since it took a good deal 

of ti!'le to obtain t!J.at authorj_sation frc.ml'the Certral 

Goverr;nent in D'll':1i vrhic!1 had necessarily to asl<: :::'or 

ir.forrr,a t:..on fro11 the Regls t2•ars located in out-lying areas 

before it could fo:.:-m its opinion whether it was just and 

eq_uitable to authori"e any one meruber or more members 

of a company to apply to a court of law under those 
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requirem:mt abo1lt the authorisaUcn 'by the Cent!'al 

Gov3r~ment :contained in sub-section (4) of section 399 

of the Act. 

8.11 

Althoue;h a Yiew vras exprP.s sed in ot'.r Group that 
t:'J.e removal of t:Jis requirement mil);t lead :.o t'1.e 
abtlse of t:-,o pror:esses of la.w, we felt that if one 
or mrro ind.ivid1lals d.esi:·ed to apply to a court of 
lll.W ·i-c have his Or their grievances thrashed out' 
it wm:ld not be pr~er to deny them access to the 
cour':s and that if the courts felt that the 
proctsres of law ,,ere being abused it wouJd be 
possible for them to take appropriate action 
when the applications were considered by them. 

~~ere is one point about the voting rights 

of shareholders on •rhich we would like to cornment. 

We ha·v-e refe:-red earlier to the apathy and indif:erence 

of shareholders and their lack of competent knowledge 

to take an intelligent interest in the affairs of a 

cc::r:;any .. Under moe'. ern conclj_ tj_ons even tr.e knowled.,::e-

able sharehoJ.ders of large companies \vho might be 

able to lead. other shareholders are very often so 

:l.isp3rsed geo,~!'aphically that it is impossible for 

them to get tcget:her and combine for effective action 

at. comp::my t:12e ti:1gs. They have nci '.-hG r t:1e U.me 

nor the resc'-lrces to undertake long jou:r-neys; nor 

can they afford to spend much time on the affairs of 

companies in which they are interested as share

holders. Under the lav, as it stands at present, 

they may of course appoint local proxies ~ut proxj_es 

have no right to speal{ at comp3.n:r meetings, althoug~:J. 

they have the right to-vote. 
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We, therefore, reccn:'ner..d as al~eady men!icned in 
para 6.ll (p •• G'5 .. ) that. the J.cast ~ha•, can.bP: 
dcne to e:'"!3-!Jl8 share hole' ers 1-rho are J_n a posl tlon 
to C.o so to express t-he:i r vie1iS at comr:ny 
me~U_n,·~s :is to co::1fer on the proxies tba l'ight 
to sp-3:ik at ccmp::my meet.L;.gs. 

Th l. l. h " d r f rm W" do not t:J.ir..k tL:1 r; this , . s s a J:'l'.l c nee u.e e o ' • ~ 

privileze is lil:~Jy te1 be abused. But even if it vrere 

to be abct:Jed in a fn: cases, we do not see that there is any 

other comrenient wa:- cf enabling shareholders, under 

modern ccnditions, to express views on catters of direct 

ini:ere:o-t to them. \ole may note tl~at even the ver~r conser

vative J cn~ins Committee in the United Kingdom recommender_ 

this arJendment in the law of that country. I!' this facility 

necled to be provided to shareholders in a geograpl1ically 

small and conpact country, the need for a similar prevision 

in a c01mtry of continental dimensions: like ours, hardJ.y 

req_uires a!'y er:1phasis. 

8.1.2 An importar;t aid to shareholders 1 control ove-:-

compary manageme:rt is provided "by the provisions of 

Company I.aw relat:i_r._g t::J the preparation and presentation 

o!' c"Jmpany accou~ts and their aud'Lt by professional aud~ tors. 

The progressive el::bcration of the requirements of the law 

relating to the audit of company accounts js not only an 

indication of the growing complexity of business methods 

and practices but also a recognition of the increasing 

impo!'tc:.nce of protP.cting sh3.reholders ae;atnst such 

ir.Yolved finand-al manj_pula t:l.ons as can be unrc.velled 

and meaningfully disclosed to the shareholders only by 

profes.sionaly trained experts. ,company Auditors h:J.ve, 
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hmvever, to l1e not only p:!:'ofessionaly "competent but 

mt!st also posse3s integrity ancl j ndependence of ··; 

character if they are to discharge their duties to 

the sh~reholders honestly. A point was made to us 

by several 1>rit:1esses that although it i11 the prerogn.

tive of RharehoJ.ci.ers to appoint the aur.i.tors, in fact 

wha t.ever the law could do to s trengtl,Em t-he position 

of the latter 1'j!:,-Q..-y_is the management wou d. help td 

ir..c:;-oease tbo.l.r independence. We see no eany ·.my of 

rl.oing this, .'.'his is a res pons ibili ty of the accounttng 

profess ion and 1·!8 m'.lst continue to rely on the q_u11li ty 

of lec>.dership v.·hich the profession can throw out. 

Negatively, however, the law has already provid~d 

c:ertain safegurtrds reg'l.rding the a-ppointment and 

reappointment of Auditors and the Chartered A count.J.nts 1 

Act alflo contaj_ns some pro\·isions intended to strengthen 

the profession. There is, however, one suggestion which 

-vre v:ould like Governm3nt to consider. It ¥as proposed 
/. 

to us by some \vitnesses that, h'.l!J1an nature he:,_ng what 

it was, it w~s undesir11.ble for even profess~~m:al pcop1e 

to conti:J.ue to be e.tta~hcd to particular compardes 

for mo:::e than a limited period, say, not e.xceedj_ng 

five years, 

We have given some thought to this suggestion 
and feel ecn.t there may be so!:1e aC.vantages tn 
changing the A1.:ditors of conpanies at least 
every five years. 
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~is wo'..lld eive the shareholders of a corrpany an opportu:1i ty 

of obtaining the aC:.vice and assistance of different fir:'lls 

cf Auc1_i tors, p8rj_odically, ir:.stead of having to rely -on any 

cne fir:n indefinitely, 

8.13 

He reco>;Jl'18r,d that tbis proposal should be examined 
by GoYe;"n.l11ent in consultation with the Inst:i.tut'il 
of Chartered Acco~ntunts before any change in the 
Exi~ting l~~ is made. 

most 
In recent years the type of audit to whichL.company 

accounts are subject has been the subject of muc:1 "ntensive 
' 

d2ba te. ~·l1e views of enlightened shareholders 2.nd theorists 

of company finance on the one hand, and the practioners of 

profession of accoFncancy on the other continue to diverge 

on t.he type of a1.!dit increasingly required in the circu..-:1.-

stances in \vhich the business is carried on at present and 

is likely to be conducted in the future. 1 Efficienc:;r 

auC.i t:::; 1 and 1 social audits' have been sug[ies ted alike by 

representatives of shareholders and professional studens 

of business finance, as being increasingly necessary to 

supplGm.ont the type of traditional audit now cor luc ted by 

compa:!:ly aucij_ tors. We are aware of a few progressi<.-e business 

hcl':::es of the country Hhich have recently taken sor:.e steps 

to instal systems cf 'efficiency audit' which seek to 

measure the factors underlying a company's ability to 

contribute to nat:Lon2.l income and growth rather than only 

to its profits. But the reports of such au~its are rarely 

disclosed to the sr..areholders or t:1e public. 1 Social a'.ldi ts 1 

still continue to re;nain a rare exercise in this country. 

Their object would be to try and deal with the re:a tions 
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of ;u 8i1terprj_se -..rith t.hP vo.ri.ous intece:::ts '"h~:::h 

focus on j_t, e. e:. 1 the CCilS'.lDers, tl18 J.ocal ccJI'l'...:r'.i t.y 

and the ee~eral }")Ubli'~. In llFl.l!~' other ~odern 

C'Ol'-rl'cries attd.it t8chniq'.les an1 proc<;dures l:ased on 

v:ell-est1.blished rules of good. practice i 1 ~'ields 

as divor.sified as ir.c'..u.,trial relations, Ci' ',h.:l 

rclo.tioni of a company with its suppliers, distri

butors, or g::>'rerr:ment departments have been devised. 

'vie are not s-..u·e if tr.e acco1.;ntan~:y pr_of'3ssj_on in tbj_s 

ccn:ntry has so far gbren any tho1.1g1:\t to the sturly and 

ar..alysis. cf the accounting problGrr.s involved in 'che 

measureJT'er..tn of these relations. B\lt 1 efficie:-J.cy' and 

'so...:ial' aud.i ting r':'q_uires specially trair.ed c::>~pany 

auditors of the requisite c'll~_b::-E.. In our country 

vTG haYe a fEn·r compe ter. t fj rr:1s of ind'lS tria 1 consul t.'ln ts , 

but althout;h 1 efficiency 1 au~di.ting has: terderi to (le·,·elop 

o~1·c of industrial consultancy, the t·,ro th~l'g.'.l are not 

quite tne sa:crP. Cor.Eul te.nts are new increas lnzly 

called -~-o c.d-ri.se promoters and company r.nnagem:::r.t on 

par·t:icular a3pects of a f:i.rm 1 s perfor:rance, b!lt 

1 effi:::iency 1 audit is concerned vrith its ~:££.:11 

performance. 'Social' auditing is still moi·e com,ll

cated in U:.s.t it requires an a;'lellysis of values and 

attitudes as well as of orcanisation and techniques. 

He do not !-G."lov if the accountancy profGssion in thJs 

co,mtry whether through t!:e Ir>s Gitut.e of C.har:~ere~~ 

Accountants or the Institute of Cost & Works 
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11 cco·:n.t:lr.ts has under::alcen any special studies on the 

' . 1 f I f"'. ' I I ' 11 d' t' Or prJnclp es o e ~lcJency or socla au l 1ng 

if tt.e p:-esent course of studies rrescribed for 

stuc'!.ents- cf-<::.er:mmtancy, v:r.-etller at the junior or 

the senior level, provitle for their adeCJuate tra::.n<ng 

in the }rinciples of this special form of auG.it:: c1g. 

Be t!cat ns it may, a good deal 0f c1.etailed study 
will ;1avo tr. ·c>e underta~en intc the principles and 
cor!tcnts vf 'J0t!1 'effi~··~en<'y and social aud.it' before 
appr<"'•pria te ·,.roced,_lres en1 techr>iques ·in resp1c't 
cf .~uc11 audi. s can b8 evolved.. Till then it 1.s 
h•'.rc',l:r po!'sille fer a:1y Companies Act tO:) require 
U;a. t c;I::.c <:'>Cr::< .. nts of public companies O!', at any 
rate, of sol"!e of the:n, s-'1ould be sub.ject to such 
audits. We do not, therefore, consid~r it 
p;'actic."'ble at this st::tge of the developnent of 
tbe accou:1tin;s profession j_::J. this co<mtry to provide 
cc!T.p'llsori.1y for s1:ch auli.it.s i:1 our Compnnies ilct 
in r·3spect. l'f p;_:blic companies \vhether in the 
privat.e or pc;.blic sector. 

We refrain from expressinG any vie'.-rs on the audit 

of G0\rcrw'E'!1t 8ompanies as this ::ou:Jject has been discussed. in 

the repc,rt of the Study Tea!TI on Public Sector Ur;':.ertakings 

ar-,d the Ad:ninis trati.ve Reforms Conmission has alreaiy 

considerod its recc:n::1endations. In the light of what 

we h;o_ve alrea.dy sta' ed 1n the previous par2.graph about the 

need for much more i .ltensive study and research on the 

principles cf 'effic ... ency' and 'socie.l 1 auditing in 
< 

this ccuntry, it is. necessary for us to emphasise that 

the pro~lcms involved in the ins t:llla tion of ar.y sys teo 

of 'efficiency' audit and, to a much greater er.:tent, 

of 's'JCial audit' are not so much organisational or 

administrative as ess-entially, technical. Neither 

aT.cng the company auditors dealing with the acco1 •r:t3 of 
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companies :Ln the private sector nor among t:rJ offj_cial 

aud]_tors bc,lon['"ing to the offices of the ~-~o:r~troller 

and Aucit···:- General or the Director of Commerc:i_al 

Audit do we, have at present many persons who ho.ve 

either suf -~iciency acquaintance 1-1ith the principles of 

such audj_ t or lvho are familiar wi t!'J. the methods and 

techniques which have to be used in these types of audit. 

8.15 

Till tba profession of accountancy in 
this r:cnntry has • built u,:> a cadre of 
such .:l:i :~hly s pee ialised auditors, 
it _'If .ulri be futile to cmul-'1 te the 
exam )} .. e of other countries and try 
to 'lpl:i_ca te institutions which have 
be•'n set u.p elsewhere. 

Thir. d'-'ficiency in the equipment of our 

technical ··e mnel, however, needs to be m?-".e 

good withrJut Jlay. 

We D,.'efore, stron.:;ly urge that 
Go-vc ~ment should do all that they 
can to help th~ lnRtitute of 
Cha ·tared Accounta'1.ts and the 
sis .er Irstitute of Cost & Works 
A~ccuntants to develop technical 
and re~earch sides. They should 
be encc•uraged to undertake high 
grade study and research :into the 
pr:nc,_p-~es of 'efficiency' and 
1 soci~l 1 auditing, and into the 
meth.•ds and techniques appropriate 
to SHch spro:cial aucU ts. Simul ta
neour .. ;_y, tile Inst2tutes should be 
suitL'.:Jl:r assisted so that they 
can :scc·.-;."·e access to the best available 
know~ecL;e on this subject in scme 
of: ·(1e '.-Jestern countr:i..es, and, 
thr-:-u;7,!il a system of eschnnee of 
per -0nnJl to build up a cac".re of 
we 1 l t ra'ned specialists within 
it;, r·.wks • It is only til en that 
th(u-hts about 'efficiency' and 
1 sc~~al 1 audit can become a reality 
in co:n-;>any audit in this country 
ins :;;a·l of remaining, as they new 
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costly se •. r, to r~o; merel-y 
lca~ed ~h.·as0s w~ich on:y 
"3.gUG-;_y n:·til'll.lJ. t"ld. hC•fGG 
j ntcr ... +..;io~u • 

i>/0 sin2erely trust tilat nothing th?.t '.{e have caid 

in the for 2 g:ling pr r< graph irnplie s any critic is :n 

of t!lc: wo::'k tb.a t 1 'C s so far been dL1:1e by the Institute 

of Charterer_'. Accov·.tc..nts or the Institute of Cost & Wor::s 

.1\.cco'-.:n-::-c>.nt.:::. But 'f ,.he accou."ltants of to-d::.y are t0 

eo_uip themselves zc:el]_uately :'or the tasks <:.nd :responsi-

bili ties tho t aw rl t them in the future, it; is er ;r:r ~ial that 

a great c.::'l.J. nor" .,.,_ill haYe to be dor.e both for th~ edU8a-

f::Jr devolcpi!'g SJ:e:Jialised knmvledg·:l aai con'pete:"lce 

in th~1:;e are<J.s of ac~o,mt:!.ng anct a1:.:'iit ••here tbe profes-
' 

s:::.on rrn1st t8.ke increasing accourt of th"l ne>v economic 

and. soc:::.al prop:.ems created by the emergence cf the modern 

cc-rpora tion, wb.ethc~ in thG privzte or t~'l3 public sect-or. 
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OPe of the terms cf reference of tie \:orking 

Group ca] ls for the exaniina '::.ion cf the adcq_'..c.' I'IY cf 

the admiPis tra tive machinery for preventin;; mal-

practices ir1 company managemer,t. This has been the 

traditional function of Registrars cf joint stock 

companies both in England and in: this· country. The 

~asic fra~~work of the law applicable to this subject 

was provided by sections 234 to 255 1 R~ they stood 

in the Compani0s Act, 1956. These section~~(re 

modelled on r.e~tions 164 to 175 of the English 

Corapanie s Act, 1948 \vi th s orne minor ('hange s here and 

there. TI:e first Companies Act Amend!l.ent C:)mmi ttee 

appointed in 1957, within less than a ye'ir c.f the 

. coming in to force 0f the Act of 1956, unde c the 

chairruans!dp of .:.ate Shri A .V. Viswana tl1 3astri, a 

fl,rmer judge of the High Court' of Madras, commented 

on the adeq1J.-'lcy of tbese provisions as follm.-s : 

"ThcJgh ~teps have been token under ::hem 
against a few companies, they have proved 
mustly infr'.lctuous. Representatives of 
shareholders as well as the Departr.nent 
stressed the need fer tightening up of 
these provi.sions, while those representing 
the mr.n2 gem-;mt consider them to be 1 1duly 
inquif. i t.orial and harmful. Very 11 t tle 
bas b8en achieved in the ~ay of reformation 
or redress by setting in wcticn these 
provi.sicns, They req_".:lire amendmeni; if they 
are nc·t -to remain a dead letter." 

- 12:3 -
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Ono cf the earliest Annual Repcr+;s on the Wcrlcing 

.and Acl.minj_strJ.tic:l cf the Companie::: Act, 195'3 

S'lo:nitted to Parl:i.::L'l19nt described the then powers,-

in the 19.'i6 Act a:J pre-riding the Administrat:t.on with 

a 'liig ; ~n·r r " .. with o~ly a few teeth in it. 

9.2 · In orr'.er fc) und.erst,._nrl. th.ese comments fullv, 

it is necessary t0 trace very briefly the evclutiC'n 

cf the 13.':1 on this :1U"!:lject. 

9.~ The Companis~ Act, 1956 (Act I of 1956) did 

net emp,_,ver the Re ~is trars of Ccmpa.nies to inspect the 

Nwks of account cf a ccmpany required to be kept under 

RectiL;n ~09 of the sai1 Act. In the light of their 

fnmd that they werp, h.·.ndicapped in the discharge ·or 

their du~les. As lc:·ng ago as 1957, it was p:)inted 

out to the Compan·i.es Act Amendr.wnt Committee by 

the then Departncnt of Company Law Administration~ 

th::t t as in the c2 ·;a of Directors, the Registrars shc.c<ld 

also be given the :>:>i.gt.t to inspect the bo0ks of a 

ccmpany whenever t~l''Y thought this to be necessary. 

But tloe majority of tbis Commj_ttee were of op:!.nion 

th<t t the grant c•f t.1is power was not called for, in 

view of the proposed a!'!endment to section 234 giving 

powers tc the Regis-'-rar to call for the bocks of 

acco'J.Tlt of a company. f,t a later date, hswever, when 

the Ccmpanies (Amer.rnent) Act of 1960 (Act 65 of 1960) was 

enacted, the follo'.virg Foviso to sub-section (4) of 

secticn 209 was i~ccr:pcra ted in the Act -
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"Pro7j_ded thFt t the bool<:s cf accounts s::w:i..l 
alE? be op0~ .~o i~sracljon by the Regi~trar 
(·r oy ~n·r ,.., t. ,,,, o" G-"Tn··n··~r+- aut"'"r' ne-' , ~ . ,__'I_ ......... ·. J. v.~.:.o.!, •4•, .. !·., .i:l'-' - . .:- l! 

by "he '''ll.c,_n, ,,,,,.,lm"!er+- ~., t·; .. ;S b··ha]f ~f ~,.. • vt:-. \.t .. c.1....L v·- ! v .. Lu.• ..... '" . .i,.J . ....1...1.. t.~-.. . ..L ' 

in the opinion of tl1o Br~ fTis t.rar or sucl·. 
cffict:r, ::Jll.::'ficiG:1t CGUSe OJrists for t!:.e 
:i.nspec)+icn of t:,e boul(S of acconnt. 11 

9.4 This .. 1EW Prelvi.so to section 209(4) '1f 

Compar~J.es .\e ~ for the fjrst time empoirerEld a Registrar 

or e.ny ct·1er ClC'ficer of Government author:' ~ed by 

the Cent:·,·.l Gcvernn':nt t0 im;pect the bonl ... of 

acccl..L"1t 1:: a t•,mpany as a matter ef their n' .::rr.al 

ad.mtnist.' J."t'i\·a practice, but the exercis~ of thi.s power 

wa.s cor.di ·.: <'VJ.l on the Registrar or ti1e authorized 

offcor dul:· ~atisfying himseJ.f in the first inqtance 

that t:::CrJre \va.1 1 st•.fficient cause' for .:an inspecti.on. 

' 1 Sv.fficien'.: cc.use' fer the purposc::s of actlcn '.!n'ier 

sGct::.on 209(4) \v3.3 not deflned any . .,rhere, 'but the 

,;o:;.•d.s were tr"'•"n to mean a situatic.:n in vh. ch the 

Central. GoVf ;·nr.;ent or the Registrar reas o::1ably con-· 

sid.:;red tb·.:: cvrrect in:ormaticn e.bcut one or more 

majc·r aspc.ct3 o:: the vror!dng c,f a comprr!ly 'mld 

t b l- . . l t , l .... h . , no e o,·c.:u.nec:. a O...L. or Wl•-- ln any r<:aso . .-,._;:. Le 

pericd of 

its bocks l): accc·un·';, or th2 t there wa.J li 'l:e:i.~ood 

of' these bc .. :·l~'3 being destroyed, or that the allega-

tion about t'1e lJoc.,ks of account nc.t being prop.rly 

kept W'is prj_ma. f'l_C:.1£ made 01.:t. This pc.-v!Cr cm.1J.d 

1 b . , . t. ". '-1 . f •. e n a so e exerc~ 'leG. JUS .l.-lau-Y l .. ."lere w2.s a r "...,o-

des trc•yed. · 'T:1e ai'll of the propo:Jed inspect_;_on 
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\ol:2.3, in short 1 to elicit information on specj_f~c points 

cr tc' ensure that t~1e informa "';icn already supp: ied 

vm.s CGrr8ct. Und-3::' this provision the inspect.lon of the 

ber-ks uf 2.ccou:1t ('f cor.1p:mies is under-taken b:· Registrars· 

9oS ltle were i:1for::jed thnt their enquiry us;;c-~.1.Y ccvered 

thG foll01ving typs'J o.f scruti.ny : 

i) Proced1.:.ra~. scruti.ny; 

ii) Technical scr'.ltiny; 

iii) Speci2. ,;Intensive scrutiny; 

iv) EnquL -:.es on ccmplair:.ts frcm shil.reh,-:>lde-:-s 

and ot:':ers; and 

v) En~uir'es under se~tion 231(1) or (7) 

ini t::.~~ ted for reporting under section 

2::'11(6) f0r inYestiga tion into the affrirs 

of comprd ic-3 under section 23-5 or t<:J.k,_ng 

a~tion t:ncer secti0n 233.;.. 

9.G T:.1.e powers of j_nspection of the books of 

accounts U."lder sec:.ior. 209 (4) of the Act vrere 

reviewod in 19S-1 8.~t<-:r the J'oir.t Committee whi.c'", 

cvnsidered the Ccnpanies (Second Amendment) BilL, 

1964 hc:d express d t'-1e view that j_nspections und"':--

b.ken by the Reg c.str"tr or any other officer aut'xri sed 

by the Central Go .:err:ment (Corrpmy L:1w Board) sh )uld be 

a rcgDlar r::mtine f J". tuT'e of ad:ninistn. tion and 1ot 

rr.e~:oJ.y of an 9-_9:. l'!.t~ cr special nat'tlT'e. T:!e amer iment": 

t0 sec":ion 20':?(4) u ~ she Act intr~)dllCed by the C ;mpanies 

(Amendment) Act~ 196'5 provide ig+:er 8.:J:.i~ that 11 ~ o 

b~·oks. of account a 1d other papers shall be open 



1
.~,, - ...:.., -

inspectio~ during business hours (i) by the Registrar, 

(ii) by a~y officer of Governr:ent au.t!'J.o:::-:Lsed by the 

Central Gove t>nment ia this behalf - Prc-.ric:ed tt:t t such 

j_ns~ection may be m2.de •ri th,Jut any previous noticF, 

to the company or ar,y officer thereof." (vide section 

20'J(4)(b) of the Act). 

9.7 According to the clarifications issued ty 

Department we were told that enquiries n~Jer 

the ar:Jended sub-section (<1:) c1f section 209 were 

intsndcd to cover follo,•ing ca tegori.es of case 1 :-

a) Ir..t'i:ns ive Ii1spection fo:::- s p8cj_fic purp,)SP s 

on receipt of complaints, or w-hen sor;Ie serLJUs 

irregularity \-!as suspected or for the scruti!Jy 

of an3r docunent.s on receipt of fl.J!Y specific 

info:c-ma tion. 

b) Regular Inspection. 

9.3 A departmental Committee appears to 

h&'Te examir:ed the w-hole question of insepctio!l 

under tbe amended section 209 of the Companies 

Act. On the basis of the report of this 

Co~T.ittee, a Central Inspectorate under a 

Director of Inspection with special ager.cies 

operating in the regions: f0r undertaking 

1 routine insJ:Jections '· under the guidarce 

~r a Director of Inspection and Investigation 

was established at the headquarters. cf the 

Department of Company Affairs at New Delhi. 

The guiding principles of the inspGction 
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·dit·ectorata .,-ere enunicatcd i:~ t'1.c note cl.c.ted 

.... 
c:18 fir;>t 

Dire::)tor ,~f I:-!:spe~tio:: and Investigation. 

It js sbtcd 'irr that not.e that "the 

obje::t cf inspection is to eval1 <J.te 

":Jy an orgs.nisati.on. An Inspector under 

scctjon 2J9(4) sho,~ld, h0\o.'P.ver, be able 

to re;:c~·t \·rhet:-.er cor.ditions r1_o exist 

or h3Y8 been crecl.t3d wt.ir.h would en:J.ble 

the organisatio,; to function efficiently. 

Its roJ.e is r:;uch wi.der than t:J.at of 

's':atu'~.ory au.J.it' on beh3.lf of the sh2re-

holde:::-s of the co:npa!:J'. While staturoy 

audi brs have naturally to gu into the de tails of every 

t:r.::.n~-'lction to satisfy themselves that the transctcticns 

have beo:1 Vr:tlidly entered into, i::J. accord a nee w:i 7-,h 

the n.:le s e.'1d. procedures of the comp:tny, the o'.:lj ec t 

of inspection uould be not only to see to what extent 

th'J c..u~i t.or~s hs.v~ c::'l!l8 their duties but also to take 

a b~':Jada.::- point of view and. examinA the rules anri 

p-::-oc:edures t:rrm:selves. In this respect inspe-::tion 

must tr2.nscend the c0mpara tively narrow l:irai ts of 

awli t. It nay satisfy the aud.i tors if C:o!'lmi tc~ents 

ha·,-e bee:1 ca::lCJ ar.d expenditure has been incurred in 

accordance with the ucc€pted procedure of the cc~pany. 

The Ir.spector must, however, ask himself and report 
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Fl1e the r these prof:<:·:lure s t!:e:nse:;_ ve s e.re f' oua1 ai1d 

w!1ether thr: transS~ctions in qu;;stion have re~n 

in the be~t inter8st ~f the company. The actm.l 

inspectiOil cf t~e books of ~cccunt will, the~efore 

gre'l. tly rlepend u-po'1 the e'"'l.lu3. tiun of the intera-:tl 

0.9 A careful considerati~"'~n of the legislative 

to the insrecUon of companies and 

t'Jr:: inpressions \·rhich we received frcm suc.h e,·idence 

os vra.s placed before us at Bo;;;bay 7 Madras and. Calcutt'3., 

hcMever fills us with doubt if the ai'!Gr.ded section 

209(4) of the Act \vas intended. for the purpm=e 

menticm"'d eJ)oYe. 011r mi.sgivings are <:ccentunt;ed by th<:J 

far.:t that ve do not see that in the near f'-'.ture the 

Dopartrr.ent cr a:1y other orgaEi:uation ''ould acquire 

the higl1 cleg~ee of technical corrJnc tence e s ser.tial f~·r 

t:nderta.king the type Of 1 effi(:iCncy 1 OJ' 1 prop:;:-iety 1 

audit, w11ich might :-cave been the intenticn 0f the 

Dep3.rt.ment tr:1 1mderta};e in the beginning as a regular 

'ro,ltine feature' of adm1nistration. As vre read the 

lobislative history l"''f the progressive aDendment of 

section 209(1) 0f th8 Act between 1956 and 1965, we 

are inclined to think tb.a t the first ar19nC.rr,ent of 1960 

and the latest amendment of 1965 we:--e intended prtr~arily 

to fac:i.litate the normal work f'!f the Registrars uf Joint 

f;t.ol"!lc companies and in particular to find out whetho:::- the 

rna ter:i.als and facts in rela ticn to partict:lar con:panie s 
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wou:Ld justi£'y initiation of action under sect.ion 234, 235, 

237 or 249 of t~e Act. This saems to us to. hav,~ b9en 

real j_ntsntion of the J.ee;islature underlying t!le amendment 

of sec~~;_on 20?(4) j_n 1965, ''~en it decided to do away with 

t'b.8 rr.c.uire!"lent about 1 suf:'icient cal:.se 1 and th·3 neerl 

for g5v:i.ng pre7ious notice to the company or any of its 

offj_cers. 

9.10 In t':lis vie'.v \VC consider that the origjne.l obj ecUYe 
\:.nd.e:-1yinc; the pr<3~ent procedur" as ':ell as the organ:!. sa tional 
set U) for i:rrplem8n'c'Lne; tl:e provisions of section 
209(4)(b) of t:1.e ftct for evaluating the J.ev0l of 
efficj_ency of companiet. was not ver:r realistic, hovrever 
lat:d.a~Jle in t'1.eory it ni.gllt have been. It can, hmvever, 
be a. us~ful instrw7!en'c for fj_ndlrg out materials 
and facts wh:L.ch couJ.d .justify ini tlrd:.ioil o:' 
inv-es tiga U.o·:J.s, inspelct.icns and. I special audits 1 • 

The officers and :Jtaff allocated to the DirectC'ra.te 

of Inspection are under the functio:1.a~ .. control of a Cer.tral 

Di recto:r- of Inspection ::tl t:1.ough tr.ey work in the regional 

offices. Tne 'tlorlcLng Group was told that the inspect.ion staff 

He~e r.ot und.er the direct and effectivG adr.linistrative control 

of the negional Directors, who were, therefore, inclined 

to take little interest in their worl~ and did not feel 

that tlwy had that l:leasure of direct responsibility for 

t.l1.is a:Jpect of Depa:-·!;ment' s uork &s for ot:1er 'vork of 

the Department in tl1e region. We are aware of the recent 

effort in t:::te Department to ensure better co-ord:i.nation 

of work ~eb;een the Central Directorate cf Ir..sp·ection 

and the regional offices. 
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rec;tonal cfficcs and th2 D-lrect.Q;:J.te._ c~ ·;n.c:~cctior. in 

1:·clation to incpection '!tT~"Lk. Such conf::.lct of £\-.:'.<:tic•llS 

,,._.,. ~ i 1cPlv to 1·.,....~-'c C"'"'"'•re and ha'·~. a~ .. ·.!o·.·lS w.~_.,.l_,l.n.o __ ·_: n , ... ,, J.. ' :· .. 'J-"" '"i:'""" . J''"'" < '. .. •••. co. k -~ -

tll~-;,. r.1• _, 1 d 
• ..,_,"':' .L - ... • 

Ht'! fr::el that it is essential to intc~r·at:e tbe 1,;ork 
c-f ln.~h)er:=ton cl:!:fice"l::! at t::-ta rs.P;:!.onA.~. lmrels, '!trith 
tl:t! [ield or~e.:i!~atic,n of t::1~ 'S.:~gionsl D'l~~ct~rs ~d. 
Ru;ist~::=..rs. 'ibl.s '"?ould m~art in praclico that t!1e 
of··::J.c~rs attach:~~d to thr. ·rn::mccti.on \h•:1~ in th2 r0P;io:-1ai. 
offices s~lo;.ll.J -"~<•ork ~-rh(·lly u~d~r the a-irnini!-:trative 
CC'r:trn1 of.' ~egior-al Di::-~ccors a.'1r! f'll.on::.d forin 
pn:.~t of th"? .set t~, of r<"glonal offic::s n T:tis '\<."ill fe.c:.
lita-::c th"-:!.r "lf10'ddn(>, in close CC!.lcert vlit.~ t}K. 

- P.c.•;istrncs cf j •)int .. sto~k cotnpanies who .:>.ra 
a·J~----~~..: . .,. U""- ... 1 ~r t·'t··-'3 ,..on~.,..ol a-d "'' e, ..... l· .. ~or ~f v-1-.o ·- <-(~V-j • a~.,;__ •• J.~~ ...... 1_,_ ..Ll ...:.:..~.'? ..... " ::,..._ .&.\ ·.,_,. ~·.c 

Rep;"i.0n'1~- ~t.~~ctcrs. TJ:•.c Di.r~cto':' of In::;lJCction ;ond hL'l 
~1-~.:.-: ~-- t'·~ hn~r'-,~rter~ o.c D"• ~-t~,,.·. -+- 1l"lh1.' ~'•c· "•' ~--.LJ- C.l.:_ .u-:; _..;::·~-'.\....'!-'-'·-·- •> .1. ,._,:")~.•. !..!\;.;;.,\:,_ f..:..,. ._·,:. L .• .._ • .,, '\~J...J. 

b • . . . ., . j' t' . f . ' t~ r: ' • 1 e t::):'lcc::-rn~' ... ' p·1:·1r,c:r1.J.y ~-J-.1. ::1.1 -:1~ o:·L.;~.,i . .J. _:.Jn OL prJ r1c:.p ~s 

of inrq:~r~cti.on 3r~J its !tlet~Jl:aC:s a.n:l t~~hni,_!"l-~0s \1-nd. TT. or·L~-:...~ 
t E~hn1' ··a' ,.,. 1" 4 TI"' •·he:-·.., 1"'""' -1 t· th" ·-~.-...,•.-·- , .. r·,.· .. ~ .. · -~ . -'·, , ~..: .. ,.,u "'a;: c... ,•J- • r _ 1 ·~, ~.e,.. .o .. ·. .. ..... _,_, :t.~ ... , ._ ~ ._.. ..... , 
.... r,.., •·h"' rr,_~~ ·1" 'n"'"'C -·~1·,.~ t··f.s: """"7..., -~ --i ....... , ....... il" , ... _ ~i '-' -.v. L, ... ~~.L01 a.L ... _ ·-.-· c.'- ~-· s .. ..:.~. -~.. l,_ ... c} . .:.. i.-~ .L .... .:..t.. . J ••• r.r.t •. r, 
~ r·o~•i ''"~·~ ()•~ ..J..,t~·'lnJ '--.~'> l"()rk 1"') '"' d·"'~P ... ~ t'v~ !.,..,.'•-'- ·• ·-·· -.,;..~ ..... : ~.._ C....,'!,;; ........... ~' 11,·~·'- ': . .. \J·- lJ"·- C\ .... t~~ _, :-.:. .. .: 

cr.~::>.rt0::-s ot t:·e Depart:men·::: in e·,•olvin;;:; C':lp;·c.nrla.te p1·1n:-Jples 
t: .;-o:- "~r·'-~. ·f t\... • .:r; .... " f tl l; _,. ___ ... ,_._~1 cA.& ~-.·r: C..:.. -.d ..... ")E....._t_L:).1 or Lt~ P,'J...:..L ... ~c~n .. ~e 0 le C€-.\8: .... l...'.lJ~.r.!. ... c ..... ..:.t-Sl. 

er.u fn::· ,.,;,;:X:inP; out e.n int<:>s~:ated pr0ce.Ju;~e r.::.:!letin..:; tr, the 
1··-~.~..--·'"'r1''' 4 "cn c•' .. ~~tl·o .. " ··u•rJ ') "" '•r6) 23=· 2''~, .,~d .,1--o hl'".!.:..•:.- ..... co.~~J.) ....... ::_._. 1!.:.:»~---,\·+,~ . .J'-.-._,, .), ..J c ... c.:..:. 
C"<'·c•~ic~ ·;"''·(·. c&: t'1"' t.·ct d~~~l·n,., -..·•t,._ t'~" ~~,...,.;.,1 ~,..r•t+- ·" o.~ - ..._ •:..&. #...J .}•... .L. . -... •'· ,.._,,_.o!.. .~') .}.1, J.A '"~""" <.1i.r~o;-, _ ~ -· ~.I ,I,. \.,. () • ._ 

cot7:-~1cuieso Th.~ poi·u~rs C·:.tn[e·.~.'"rGd en tD.e lJ_.Jrnin;_stl"'at.ion l1j1d~r 
tl:-.Gt'):·8 ''!G.I"'2.0"'..1S s~ction:; are :...t pres~nl: exnrci.s~.-d o:1 a t~:lmt~· 
~·rhet £'c4 h2:~ a.nd bG.Dhi.\Ze.rd ba.sis, £md no unify:!.z~g J..•cir.r ;I'les 
or int.Fg.~.:·ated prc•c""::du::-a for a,,propr.ie.t~~ ncticti"l u,_T--i~r t··~·.:_Je 
~.: ·f.cc...,..,..,...1~ S""- ti Cln"' ~pr·"~r <-o hP-.. 7·~ -r.~~n ~,.., r. ~";." 1"'\~--:>1··,.,-=,t~ ,..,,ll. s ~.J. c .. .-~ .. ·• , ·-~ . .~ C. <.=<.. - • -'- V. -- -~ ~ c>- >Co I• .. Y~. 0 ~~ 

is a tns!:e fo:r. which ;;e sn<~~cst t:•.e Director '">f lns.,.,'?ct:l.:n at 
the hctviquru·ters of the f.:l;:;d_ni:JtratLn1 wi t.h the m.1::l-aus of 
stE',ff stRt5.oned there chc•uld conccntrr..te. Ou~ pr..,,.,o<:h;.::: for 
t~e re··cn:r:;:,r•isation of the lmrk of in">r.:-cct~o'1 m:e·, t:.,_cr.<~f"'r~. 
as follcr,.w:-

(1) the Central Di:-cctm: of InEpect·1 on ~i·oui<l 
L<~ ce>ncerr.er! ~"i. t!.1 the forr;•;tl&l:.i.on of th-2 
p·cir.clpl~~s co[ inspection e..."1d t.be W::!tl:>.oC:3 
and p:cocecbre tQ ~e followP.d ty the 
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• inspe~ting officers and their stqff after 
pericc.ic;:l co:-~s·.;.l ta tion~ with the F.c;gion[l.:L 

Di.re cl;o~s; 

2) he should also be entrusted with the duty 
of \vor!\.~n'S out similctl' principles and 
procedures for initj_Qting action un~er 
sections 234(4) and scoti~n 233(A) 0f 
the Act relating to the S:;.")eCial audit 
c: conp'tnie '>; 

3) he should f~rther offer, whenever necessary, 
technical guidance in individual cases to · 
t'te Regional Directcrs )and the regional 
inspection staff, and in ~11 cases of 
intar-regional inspection where a care
fully concerted stra~egy nf inspection 
will ha7e to l::Je devis~d for- the cfficers 
anci staff of different ret;ions, to 
en3ure c;~:'ective c0ordina tion of w•·rk 
among then; 

4) the ad~inist~ative responsibility fer 
the d~{y-to-day supervision and contr ... •l 
oYer tne work of the inspecting staff 
should Yest in the Regional Directors; 

5) the reports of the inspecting staff 
sh'>Uld be finalised in consultation with 
tl1e Regional Direct:lrs, and in ca s3s of 
inter-regional inspections, after 
consultatjon with the Central Director 
of I~spection;and 

6) on tbe basis of inspection rep<~rts the 
Rsgional Directors sh~uld take such 
frllo•·r-up action as may be neP-decl in 
all matt<:rs in respect of which pe>vrers 
haYe been delegated to them unde:::· the Act. 

The rec·rganisa tion of the work relating 

t~ the inspection cf books of acc~unts of companies 

t~at we propose will, we hope, also incidentally 

heJp to strengthen the existing "special/intensive scrutiny 

cells" e.s they are called in the offices of the 

Registrars of joint stock companies •. Reference 

was mRde in an earlier paragraph in this 

cbRpter to the types of routine scrutiny of 
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annu:1l acco'tlnts and other pe::iodical returns 

thnt are su'Jcaitted to the Registrars of co:r:panies. 

T':1is ••or}~ is now · mo3tly entrusted to clarical staff 

vith such help as so-c3lJ.ed 'technical' assistant::; 

(generally jt:.ni.::r cn:nrnerce u:ra(l_uates) can t;h•e 

them, We are not sure that much useful purpose is 

sG:rved by the type of over-routinized and largely 

mechanical work that the present staff in the 

'scrutiny cells:· in tl,o offices of Registrars of 

companies are now required to do. 

9.12 

He f'.lgg~st t!lat the vrork and org'l.nisa tion 
c f th;e~e 1 cells 1 sho'J.lcl. be re'.'i_e,•ed at a 
very er:>.rly date., and steps sh"'~uld be ta}:en 
to cu·,~ o·.;t all infructuan.s exerc:Lses end 
to concen'~r[lte on selecti'"e meaningful 
s ct'u tiny oi' anm!'3.l a c:cot:n ts and ott•er 
ron tine com;::'lny r;re h:.:rns that are no1v . 
submitted to the Regist:.a.rs of co:J1panies. 
At the same time advantage should be 
htken c f our proposals for _'the /rs
C"rga.nisa tion .,f the ,.·ork r:f inspection 
to :"trengthen the 'scrutiny cel.Ls' 
in the offices of Registrars of c•)mpanies 
with per5onnel of a higher cn.libre 
ancl. c:ua.lj_7;y.- 'Ehis may be done by rE>place
mGnt of so;ne of the existing cL;rical staff r> 

by quaj_ified technical peopLe. 

The statukry annual reports 0f the 

DGpa:rtment of Ccmpany .Affairs gi'Te details f"lf 

vad ous.in::r.es tiga tions and special audits ordered 

by GoverTh~ent under the appropriate sections, i.e., 

237(':l), 2·:>9 and 2:J5(c) c·f the Companies Act. 

9.13 As a rule, it is ~nly after the Department 

is satisfied after a preliminary enquiry t':lat there 

is adequate m~torial fer such inve5tigation or 

special audit that such a step is taken. In its 
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7i:'th Ar.nuaJ. Fepor-: 0'1 the Work:ing and Admini!::t::-a t:ton 

of the C·::nnp'J.n:ien Act for the year ending 31st H".rch, 

lSSl, -~'lc Department had set out tl'le principl8f! on the 

basis of vthich the dP.cision tl1 order an j_nvesl;~_ge.tion 

into t!'le affairs of a compan:t is taken. We need not 

repeat the observat:ions contained in that Repnrt. 

\·! e woul cl., h01-.re-re r, suggest that i:1 future 
inspec t~ .. nns under sec ti,'n 203 should crdirar:i.l:r 
be t;1.e first preliminary s'SrJp to 2.n investigation 
unde~ Section 235 or 237 of the Act. 

As we ha· .. ·e already stated, the le.test amendments 

to sP.~tion ~C9 c:' the Compan:i.es Act were intended 

pri.ms.rily tc facHitate further detailed enq_uir]es 

under 'She Act w:-::ether by way of investigation 

or special audit. 

9.14 With regarn. t0 the special auc'ci t of cc~par~ies 
under sec.:ti.:-n 233A, we regret to o':lsc:•ve tl'lat 
til:'Ls p0wc::-- h:J.s been hard.ly used by the 
Admj_r:j_s+.ration although this section ivas incor
porated in tLe Companies Act as early as 1900. 

We understood that this was due to t.he fact that in a 

few ca'les the Ad::'l:i.nistra.tion was threatened with 'writ 

applications' in the High Courts against any move under 

this section of the Act to order special audit of 

. ~orrpanj_E:s. TJ-ds may nave 'been the main reason for the 

rslati,-e infructucus-ness of thjs section but we are 

also inclined to feal that the abser..ce of detailed 

r::r:!.nc:iples a.nd procedures, rm the basis of which alene 

ap:propria te action -..:nder this secticn c:mld have been 
I 

initj_atcd by the Administration might h3.Ve also b<Jen 

major contributory factor. 
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9.15 In order t0 ensure more effect~·e actia~ 

under the aforesaid secticn3 of the Act, 

\-1 a cor..sidGr it es sGntial to ere a tc a cc:.·b in eel. 
c.fftce o::' Di2cct0r cf Inspect::on, I:lvosL.i
go.ticn and l'rosel:!utj_cn at the1 centre. 

We have already recom~3nd3d t;1at the Dir,o:ctor of 

Inopet:!tion should be relieved nf a good deal of 

his executive and ad.-:1inis tra ti vc functic;'J.S w':1ic11 

properly belo:1g to the regional field offices and 

should be concerned, so far as inspection is 

concerned, primarily with the formulation "'" ~ .. 

prir..ciples and procedures and the tenderin3 of 

technical advice, specially in cases of inter..:; 

r~gional inspections. TI1is should enable hio to take 

over the much more important task of directing 

investigations and la tar on of follo-vring up the 

results of such i:1vestigations with tbe :telp of 

competent and adequately trained technically 

qualified officers. 

Fer this purpose the prop0sed office of 
the Central Dir2ctor of Inspr,c t;:lon, 
ln-:-es U.f,".. ti.:;n and Prosecution should be 
manned with persons possessing cxp?rt 
lega: and accounting knowle~ga, training 
and experience. 

All cuses of inter-regional importo..nce sh~ulC. 

be under the supervision of tfl.is office v::..th 

such help and support the staff of this 

office might need from the regio&~l and 3tate 

staff. 
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This Office should ha•:c bro:1.dly 
thro.:J t: ;_visions, (a) one, dealing \~j- th 
Po l" c-·- ,1~ '"t,-,,..~ 2- ,.-. ;-h::: for~iula tl~,n 

-·· .L J l. Ll • • .,~ - o.J ' " ...., " ' ' - , , 

vf pr~.nd.-r;les and proc,,durcs, J.ncJudl.ng 
~ . + . 

meV1cds 1nd tochn::.occes, f:>r lnsp.:Jc _.lo':1, 
ii1'i22t::..=;:; t.ion and prcsectction of c:;.m-
p?.ny c~s:c~; (b) an cxeC'J_t:Lve divi~ion 
dcaj_if'g 11i t!-1 intcr--rcg:LOWl.l o-r aLL-
}j.1C.ia inves t.j_ga tier~!:: nnd (c) a [)er;OI1d 
executive divJ.sion dealin~ 1dth prose
cutions :nr.~si1:g out of suc:1 inves t.ig;?.t:ions. 

Advantage should b-3 taken of the proposed 
re-cr~a~isatinn of the present Directorate of 
Inspection j_n i be mann;"r indic3. ted c:bc-•.r.:J to 
brj_nr; j_nth this Direc~o;-at.e t 11ose sacretiiriat 
brc:.r;ch8s ~oll:ic01 ar,~ at p~esent conc,~rned with 
inc.pect5.CJn, investigation and proilrocutjon, S"l 

that ~enn8c<::ssp_ry duplica tio:1 of v::>rlc be':NP'3n 
tta Dir<?c-t0rate ar.d the sccretarLJ."'; ri~n.~hes 
n::ty be avc::dsd. Wc have n.ct h:o,d. the tim·; ;;~. 
work 011t tlE> details of the sat up at t-':1e 
l:'5adr,,~arte:rs of the De_partr.lei"t cf Company 
Jl ffaiJ't' w':j_dl w:L.i.l be nee.~c:rl fer this P'.lrpnse. 
'tc::s ·w-iJ.l no doubt be ex.1L1ined by t:-J.e D~p;"'rt
rnent 0f Csmpany Affairs in 'i'.<2 course, but 
\,re suggest t.hat it may f£1ciJ.itate dect.r.;i0n 
m'~~-{i:13 and. ttte irnplementa tirm 0f clecisj ons, if 
thJ sc~icr nfficers of the Directorate ac proposed 
to be r.:,orgar.ised are given appr('pria te secretarj_a t 
stac.us. 

We hasten to add that our recommendations 

as to the organisJ. tion and functions of this nm; 

office does not imply that the Regional Directors 

or tl:e Registrars would be rGlieved of their work 

rela.ting to the ir.vestiga tion ar..d prosecu_tion of 

rela"!:ively small cs.s8s of local impcrtance. They 

\vill continue to be responsible for the handling 

of such cases, but hLre, as in the case of inspections, 

they v:ill be entitled to CP.ll upon the technical help 

and g:1idance cf the new office in all important cases 

or even in reg2.rd to other cases where they feel 

that such help is needed by them. 
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9.19 Section 3'3013 confers 0:1. thP. Central Gr':ern-

ment the .P':l\-!er to r2fer cases agc:.inst mara;;p:;:oj_aJ. 

personnel to a co:!rt of law. Il' ou:::- rec8mmenclatj.on 

:rela ti:l.g to the formation of a CC'mpanies Tribunal is 

::l.Ccepted, we suggest that all such c::cse should be 

referred to that Trib-:.m::J.l. Al "';houeh this sec Uon 

vras hurrj edly inserted in the Conpanie s Act at the 

end ::>f 1963, we understand that '"ery little use 

has so far been m"tde of it. Here again this is 

probably attr::.butable t~ the fact tl1at the 

Adminjstrati"n has· tnot worked O'Jt t.:1e det3.lled 

principles and procedures that should be followed 

bef~re any action \\as initiated UJlder tbis sectior.. 

In the c.'osevce flf such detailed stuC.y it' was naturally 

difficult for the Department t~ start a:1y proceedings 

under ttl.is section. FurthE;r, in the only case in 

v.'hich the powers under this ser::tion 1·rere inYoked by 

Governcent, the procedure adopted by the then Companies 

Tribunal was so needlessly involved and time-conswning 

that even after the lapse of three yea.rs little 

progress wit:!:l the proceedings initiated by Goverre!l·3nt 

was recor:ied. It is clear to us that in order that 

ef.f.Jctive use can be made of this section, it is 

necessary for the Admir.istration to formulate clear_ 

cut objectives and policies C'n this matter, 3. SU."ll'!lary 

procedure has been evolved for dealing vrith such cases, 

and a properly constituted Tribunal mar~ed by 
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qualified and. experianced persoYJ.s wit~ adequate k:lo-~1edf:e 

and uniers tanG.ln~ of coJl"pany rr<e t!1 :)dS and practices \('lO are 

in a~ :;Y"'siti·Jn to pronou!:ce vith a'..lthority on issues of 

bu~iness ethics and morally has been set up. 

9.'20 Sec tinn -6353 of t~e c,·,mpanies Ect limits t:1e 

t · h -'-'1 r pm,•·ers of a cocr:pany to dis charge, or o punls o L'• e -

wise, an emrloy8c, during an investigation under 

sections 237, 2:J9, 247, 248 and 249, or during 

the prcceedinzs against managerial persons under sec

tion 23i3B. It i.s not necessary tllat in all cases of mis-

management, recourse shculd be had to section 3GBB. 

T:'le alternativc> remedj es under section 397 and 398 could be 

res,~:rted to whenever any issue cf public int0rest is 

j_nvclved. ·It l".as been claimed tha b ]2r:!.:nt~-fc>c_gj.e tne 

protection sought to be gtven to the employees under 

secti~n 6353 of the Act should be available also while 

proceedings under section 397 and 398 are pending. In 

support of this claim, it has been argued that the reas0n 

f1r which references to sections 397 and 398 were omitted ·~ 

in the Clrclinance o:"l this subject which was aftel"..;ards replaced 

by sec":ion 635 of the Act ,.,as that the time when the 

OrC.ire.nce \·J:ls promulgated, the questi01. of fillig · a 

petition u:1der secti::-n 397/398 of the Act in tha 

particuL1r C'lse which gave rise to the Ordinance Has net 

even discussed, and sunsequently this applicatioil became 

necessary in view of certain developments that took place 

after the petition under section 388n was filed before the 
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·""Tr.ibunal4 _ _w~ .are .inclined. to accept the logic undarlying 

this view. 

9.21 Apart from the necessity for a.:tending 

section 635B of the Act to cover cases of employees 

who might be called ~0 give 2vidence in ;.etiti"ns 

under sections 397 :1nd 39'3 it has "been ret1rescntec! to 

U3 that th<1r<; is co!jlsiderable justific::t tion for exten

ding this protection to these employees after the 

proceedings unddr a:U these sect:i.::::ns have b:wn 

conc::luded. It has bc:C!l contendeJ. tlL t tJVe:1 if the 

e7idJace of employees is te~ ted :mel found cr.roct br-r 

complete change of rr.ctm.ge:nent js n:.t possible 1 (relief 

c,;];ll_d often be by w:J.v c;: adequa t.(. r.1inori ty rem esen-· 

tatio;--, a.nJ cannot in all cases d·my representation 

for the major:. ';y) the said ampl'1yec)s would be ?xposed 

to the risk of punishment by the 11.e~r u;anng,ment :1 t 

the end of :hese proceedings, and there is, therefore, 

adequate justific,.J.tion for amending the S<..!ction so as 

to provir1_'3 for such nrotect_ion as is r.'-'"' nvailablt;, 0n 

a p0rmanont basis, that is, till the &xpiry ·:.f the 

normal period of r_,tirement of the employees according 

to the rules cf the company concerned. We have given 

seme thought to this difficult question. 

In our view such cases call for an appro-
pria tc balancing of the e1ui ties involved with 
the basic ne~ds of sound management practice. 
In this view we find it difficult tc acczpt 
the plea for permanent protection. Instead 
we suggest that in such casas, thz period 
of protection ~iven under secti0n 635 of the 
Act should be limited to a period of ~ive 
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years. from the date of C">nclusion of the proceedings 
b<)fore a Court 0f Law ~r Tribunal or subm:lssicn 
nf the report by the Inspector, whicheYer may 
be la tcr. We agree that this limitation on a 
company's power to punish its employees cannot be 

· c-on.st.rued as nn unrc'1sonable restriction as it 
merely subjects the conpany's action to 
a review by the Central Government. Further, 
it will be open to judici'1l authority, i.e., the 
appropriate High C011rt or a . Tribunal to review 
Government's cojsction on an appeal to it. This 
will, we hope, en8ure that the interests of 
management are not undQly affected. 
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ArPEN'DUM TO CPJJ'TE!t IX 

(A note sttbrn:i.tt~-~
Memb'?.r Secrct:n·-r, 
~istraticn) .s. • 

to C~.~.ir1!1C'n by Sh:d. S. Y~n1c~tn:r.ar.::.an, 
~-Jod~in' Grou" on CoM"'e.n" I-r"'T A -~m:i.-·- ... ... " 

--------
The provisions o~ Sr-!ction ~09(4) r·~htin<? to insp.~ctions 

are very useful to th.'?. R"!~istrf'r of Co"'1"a.'1ies 5.n car:o:-yin~ 
out !.1is statuto:;:y dtJ.ti"!S •. T>.ut th"!~e is f'. rie.n?,~r in I"J.J.o~·ri.n~ 
it to b3 done in a har-he.z,:;n:-~1 IJlR.nnl?.r. Thes~ :i.nsT'cct ions 1·r:!.l.L 
h.'l.Ve to be done und~r· a req.J.lar chill?~.~ ::I out nlF'n cl•!1y ar.rrrove j 
by th"! Com)' any la~• Boe..rd. 'It 1·d 11 also b·~ necessa~:y· to 1"1.!-,m~nt 
tne technical staff: at t:.1e r~g1.onal an1 state h~acl'T11FJ.rters. 

These pro•Tisions wC"..'.l:l c-.lso enab1.e the Central Gov~rnm
ent, throu~h the a•-~tho:o:-:i.s~d officers, to look :i.r.to the CI'\Ses 
whe::e seriO\.\S ccmrla:i.nts i1.::.ve l::een rece:i.vsd. T:1e Insnect~.on 
r,rovisions o·~ section 209 are not a substitute to t'h.e invssti-
81'Jtion prov:l.sions of sections 2?5 en:l 2:17 or thP. S'!"ecinl 
audit provisions of scct:i.on 233A. But the inspection un1"r 
section 209 ~rou.ld enable th~ r><>v~rl1l"llent to ch-cck ·-~P th~ 
various complaints a,.'1.d also to look into t1:>.':! ~>JP..Y in -.rhich t"e 
business is bein.q: conductP.d. Furthqr, it may be nec~ssary 
to have st•.1dies of rvorkin~ of Group com1'a11i~s P..n:i comp:•n:l '3S 
in-lv.strv ... ~-dse, spr..-~co::l out in d:t"7ferent ':'laces. The r(!sults • ,, I 

of the inspections rnay en,,.0lc the Ccntre.l f:'ovcrmen.t to 
decide fu;:-ther course of l'lction, incltdin~ amcncl':ll.r.mt d: thP. 
J:_ct. For this purpose it is nccesscry for tl1G Central 
Govcrmr.ent to have c~rta:tn ;_nsrections c:'lrricd ou.t thro•'·~h 
the uirector of Invest io:.:t ion & Insr.cct ion. There sl:0u.la, 
th~rGf orr~, be small 1.nde.l'cn"lent: ~nn;,.s nt im?ortl"nt centres 
to condtir::t such insJX'ctions nnder the f•mctionlll juriscliction 
of :Uir~ctor of Investi.oet1.on and Inspection. This C.?n be 
compared to the Ins,cctioh Directorates of tbc Incometex 
D"PI".Ttment end the Cent:r:3.1 %~cise & Customs D<>r>artment, etc. 
P.t" present, t:hore is only P. limited stpff ~nd the•1 attem1 
to important casez of comnlaints an1 group coor:"anies encl they 
have ncccssariJ.y to ~ u.n::lcr the functional jurisdiction of 
the Director of Investi~o.tion ~.nd Ins~~ction. 
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P..J-fS_f•? t i~~:;~ g 'l ~~1;=zr~~;-1e"' t~ e 

One of Ol'r terns of referen\'e specificallv requires 

us to eJ~rcmine if any clearly de fin-3d cr~. teria have 

been PI'es.:l!')_ted under rules or administrative instruc

tions for the exercis (; of thE!extens ive administrative 

d.iscretion vested in +.he Central Government under the 

Companies .~~t. It will have been seen from what we 

ha\'e s2.id jn chapters VII and VIII nf thb report that 

under the SC'~1eme of regul'ltion envisaged in the 

Co:nj)anies Act, 1955, a large amount of discretionary 

au+.!Y.,rity has been vested in the Adr.;inistrati.m. That 

t.h:.ts wa;:. done as a matter of delibe:-ate policy is clear 

frr.m t~e debates in Parlian·ent ar:d the record of t.1-J.e 

discussion in the .Joint Select Committee of Parliament 

on the Cc:mpanies Bill, 1953. We wonld only quote a 

few lines frnm the statement made by the then Finance 

Hinister who was in charge of the Bill. Speaking in 

the Lok Sacha 0n a HoU.on for the reference of the B~.11 

to the .J0int.Co~ittee of both Houses or. Parliament, 

he observed " •.•.••.• Hon'ble Hembers will expect me 

to se.y a fev words about our plans for the adminis

tn.tion of the Conpanies Act in future. Lord C'Jhen, 

Chai:c:nan of the Co::1pany Law Refcrms Committee, 1943-45 

of the Ur..Hed. Kingdom, •.•.••.. himself a great 

authority on commercial and mercantile law in that 

country, once observed that no madern system 



of Cc<~pahy Lc.w cQuld be rratisfactorily adm:inis-

tered. excapt t>.,..o:J.gh a strong and com;:KJtant 

civil service, for it 11as r>f the essence ::>f 

any s:J.ch syster.l that effective p•Jviers rr1.-·st be 

gi-ran t"' tl:e :8;::ecuti ve and a large measure 

of discretionary autnQrity must, of necessity, 

• be vestad in th·J organisation respQnsible f0r 

tl.'le acl:linistra-:icn of t:he Comp<l.nies Act. I 

share these vie'J's 1 anrl am, therefore, fully 

seiz·:::d oi the i1'1portance of building up a 

corr.pc;tent ad::~in'Lstrative organisation •••••••••• 11* 
Speaki!'g in a si:nilar vein, the Company Law 

Corr..r:1ittee 0f 1952 1 popule>rly known as the 

"in sc far as chan8GS in the Law ere c0ncerned, 

~t:.r ;rcpr:-sals attempt to sccur·e the fullest 

censure of disclosure of information relating 

tr:- the activities of companies and the 

ir:rposition of such restrictions on these 

activities as we have considered nece~sary 

in the present state of company practice 

in this country. Some of these restrictions 

wouli n~ dou~t appear irksome to business 

1vi2ich is conducted in the effi.cient aEd 

ho~est war-~er, but reforms in all fielJs 

of group activlty ~:Just necessarily be based c·n avera.ga 

behaviour. It is part cf the social discipline of our 

'-L·C& Ss.che. 28.4.54: Vide Debate IV, No. 55, 
Column 5968. 



timPs that insti tut:i0ns, no less than individ,lals, 

vfhj ch- a.r.A . .in-a-<.!-rance or· the average s tandar1 have to 

submit. t.ho'!lselves as much to the rigours of t'le law 

as those that are below that stand':1rd. Nevertheless, 

we haYe taken all possiblG care to see t.ha t r_,ur 

recommend~tions do not impose any unreaso~able burden 

on legi'~ir.~ate business ••. ,., .and it is essential 

that there should be som3 flexibi!.i ty in the Company 

l·a;,.; ••••••••••• "* 
lC.2 It is asainst this fundamental pr('blem of 

balancing t:-.e need for flexibili~y i:1. individual cases 

in the C'Cr.tex.t of severe restrictions lmpos.;d on the 

company management and company practice based on the 

experience of average company behaviour in th:i.s country 

th:1t the exercise cf the discret~_onary pm1ers vested 

in the Adrr.inistration hr>s to be consiG.erod. ~'he 

gro•tfing co:nplexi ty of modern life and the minimum 

postula~es of social justice which are no1v part of 

the establi!l!1ed public philosophy in all ciYilised 

countrieg has necess'lrily rGsulted in a Vl'>st exran-

sian of goYernnJGntal funct:ions and vest in the 

Ex:ecut:~ve branches of governments in all countires 

with enormous dj_scretionary powers. The problem 

of p::-ac'ic'll policy are b1oadly two-fold-

positively hm? to ensure that these pmrers 

are axe:-cised in the ·public interest; and 

..,..,...-;-;--- ----,---,~:----- ---
*'/ide: Page ·220 of the RePort of t~e 

Cor~pany Law Commi tteG 1 19.52. 



r:JgJ.tively hN1 to f:afegu::~rd the bus:tness 

of indivicu:1ls and. priYate bn<Ues aeainst the 

arbitrary use of these powers. We are not 

co:"l.cerned in the Worldng Grnup with the 

pel~- tic:::.l and cons ti tu tior.al prohlE%S of 

checks 0n the exercise cf such pow6l'rs 1 and, 

therefore, cor..fine- -ourselves only to 

the ad~inistrative steps which we consider 

necesselry to ens,~re that these p<'>>rers are 

used o11jectively, fairly and impartially. 

10.3 The most impJrtant of these 

aC.ministrati-re safc'guards is the f0rmulation 

of detailer'. guidelines for the use of the 

di:f-:erent types of discretion1.ry pmrers by 

the AdJ:Jinis tra tion, at all its hj.erarc:1ical 

levels, wit!'lin the broad frane of the pro

visions of the Cc~panies Act. The importan~e 

of this step was emphasised again·and again 

i:-1 COlcrse cf the debates in I'arliame:"l.t in 

19-54-55 on the Com;.J<mies Bill, 1953. In 

P'l::-sua::-:.ce cf the assurance then given by 

the representatives of Government suitable 

procedural rules and detailed instructions 

for the guidance of the departmental officers 

on the one hand and the members of the business 

community on the other were laid down. Elab0rate 

forms were also prescribed >lith the object of 



asser.J.'I::lh:_g the essentic.l data on the ba.s:Ls of which 

administrative decisions in thesa cases Y.3re to be 

t.;:1.ken in a convan:f_ent summ:try form. The earlier 

1\.nnu;J.l Reports on the v!cr!drg anC:. Administration of 

C0r.1p:-:.nies Act vrhich, by la.w, have to be pla.ced be fore 

Parliament every year , eol'J.tair.ed sum'?lari.Gs of the 

pLir.c:l.ples and pro-tedure laid dov.'n by G0v,~rnment f-~r 

tbe 0-xerci.se of tL.e:i.r discretionary power~ in (ifferent 

a::-en.s of t'.1e Co!lllj'laniE.>s Act, 19.5G. B:r their vary n11.ture, 

huwever; these principles cannot be al1-rays re('.uced to 

mathematical f~rmulae. Decisions .:m indj_-;idual caDeS 

hC~Ye, therefore~ still t.c· depend a great deal en the 

und8•.·st.anc.ing and judgement 'If the 0fficers ex·~rcising 

the d.iscretionR.ry pc-wers. 

10.4 We consider that there are t•,ro maj o~ 

d i.rections in • . .;hich the pre sent pcsi :.ion about tho 

use of di.scretionary powers under the Companies Act 

can be appreciably improved. 

W·3 feel tbat there is still need for a. 
good dGal of mol'e inter:.sive Jo_r,me v:0rk 
i::J. tho Depa.rtmont of Company Affairs 
on thr:.l guiding pri::J.cipl_es r'"lntin~ to 
scme of the discretionary p:wers v;:sted 
in the Administration. 

He hava al:·e:tdy referred to thh need in Chapter VII 

of (mr report. 

Secondly, v:e consj_der that th->se 
g1idi~g princj.p~es should be dis
ser:tLH te-:i among the members of tile 
business community as widely as 

'"kl pass ::..:"~e. 



rh:-:>7 cf the bu.sinessmen do not re~d through Ar.nual 

· ·no ports_ of t[lu DG:rartment of CcMpany Affairs. R;en in 

Parltament it is not often that these Reports are fully 

dis::!ussei. In the result, th0 Guiding p:inciplef vrhidl 

th3 ~ep:1.:-tmcmt may have laj_d doun and the rules and 

regul<:tions \.;hich they rny have prescr .:.bed, to facilitate 

th8 consid3ratj_on of cases falling within th~ discretionary 

aut-'lority of t:1e Depe1rtme.1t, very o:"ten go unnoticed, 

and a feelirg is rreated among th0sa w~o are affected by 

the cx8rcise o:' the::e po1vers th~t they do not lc.nmr wh'lra 

t " "-~ '"' . +' . d 1. . th th Ad . . t .. dey S ,,~nu. l!l vllelr ea lngs Wl "e r:JlnlS ra l;lOD. 

10.5 

V:G, therefore, sugg8st that the 
folloHing 1:ter;s n3.y be taken in 
rc;g2.r:! to these guiding prir,ciples: 

(i) the represcmta tives of the interests 
likely to be affected by the use of 
di~=retionary powers sho~ld be informally 
consulted bebore the guiding principles 
are finally dra•m up by the Department; 

(ii) these principles should thereupon be 
brought to the; notic8 of all r<;ccgnisec! 
Cl1a;\"-cers of Com!'lGrce and Tr3.de Associ:t tions 
inclu_ding t:he 'fraC.e Unions and Consumers 
AssociRtions where they exist; 

(iii) s.dequc:.te publicity through the departnental 
publications, the Press and by other IrlP'J ns 
sho-cD_d be given to these guid:ing princ-i_ples; 

(iv} the Pegionc:l Directors and Registrars of 
'::'Jmna.nies in the dj_fferent states should 
explain these guiding principles at formal 
or infvrmal me8tin,;s to all those 1trho may 
be a!fected by thc;m in the lead!ng centres 
of' trade and indust:-y within theil' juris
dicUon. 

We consider it very :tmportant th<J.t the Amr.1al Reports 
submit t.:d t'J the Fa:r.liarr:er.t from year to year should 
be deb a ted fully within the limits of time a'(ailable 
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for th:i.s purpose haYing regard to the 
e~~j_gencies of ParLLat.F:Jnta-ry business. 
Parliu:nentary· v:.r; lanse in such ma. ~t8rs 
should be rea.s onab.:..:r e ffecti~1e anC', not 
noc·ely 10yn:bol1c. J:,ikewise, tt.c chil.t:lbers 
cr commerce and trade associatiors 
should aJ..so make a sp(lcial poir.t; to 
stud~·~ examine and consi.CI.er the :;u.~ding 
p?.' ir,ciples which the Ad1linistri1. ticn 
l'1ay have l;cid C::.own .frcm tima to tj.me 
instead of rr,.:Jroly confir.ir:~ themsFo.Lvcs 
'~o ~(W8raljtie;c of economic philosovhy 
o:::- nco nomic p0J.ic~r. !"or t:1is purpose 
they would need to organis0 t~eir wor~ 
properly, and mtist be served by personnel 

' t' . . t d t. ... . . c1 ... 1e requl::Jl e e .... uca lo!'l, ... rallil!'l'S 
ar.Ld coMpetence. 

The Companies Act, 1 S56 proYi.ded an 

important institutional safeguard aga1nst 

arbitrary or discrini.na tory exercise of the 

disc~·etionary po·.vers vested. in the f,dminist.ra-

tion. This was the funct5.on of the statutory 

Advisory Com~ission es+,a~lished under section 

410 of the Companies Act, 1956 as it stood 

in that Act. This permanent AdYisory Commlssion 

was entrusted vli th the duty of advisir..g the 

.Admj_nist!'a tion on all those rna t te!'s ir:.vol ving 

the exercise of discretionary powers 1;hich 

were specifically em:.~era ted in the t:1en 

existing section 411 of the Companies Act, 

1955 7 Under the terms of this old sectio:1, 

it was furt:1er open to Government to refer 

to the Advisory Com!lr:!.ssion any other rna t ter 

on which it might like to have its advice. 



10.7 As vre La:ra already stated, the major dilor.JI'la 

of reconciling the require3ents of general polic)· wi~h 

".:he--ne..:;d for flexi."ility in dealing with inC.ividu'll cases , 

on their merits, exerci_scd the minds of .:;he lefiislators 
. 

a great leal ,.,hen Farlia:nent 1ns considering the 

Ccnpanies Bill, 195.3. Foe.rs were t:'len expressed that 

if the powers to pass judgement on individual cases vrere 

left e~:cl,.lsive::!..y to the Administration, decisions mlfSh':. be 

with ge'1oral guidir~ principles \vhich Goverr:ment 

mi;:;ht la:r dcwn but to suit the p:::rsonal likes ar..d. 

prejudices of individc:.al officers or r·~inisters. .\ strong 

body of opir_ion both in the CG!i11'1ittee of Parliament 

and in Parliament i t.self, therefc;re, emphasised tl-Je 

desjrability of set':.ing up a statutory authority outside 
~ 

·the aC.ministrative machinery of Government for the adminis-

tration o~ the CompaPies Act. This had also been the 

recommendation of the Expert Committee on, the amendment of 

Coi:Jpany Law, po;Jularly kl-:own as the Bhabha Comnit tee. 

As agaiYJst this vie,.,, the official view was that the 

ad::~inis tr2. tion of the Companies Act - particularly· 

those proYisions of it which dealt with the prob:!.ems 

cf man~gement - went to the heart of the economic 

policy of Government in its ap~lication to the corporate 

sector, and -::ould not be left for decision ;to any 

outside statutory authority. We quote the follo'wing 

state:nent made by the then Finance Hinister which 
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thro'"" some light on the considerations that weighed with 

Government at that time in decidj_ng agaiust the 

establisrment of a statuto:ey administrative au~hority, 

"I cannot inagine how Hon'ble Members are suggesting 

chat there ~hould be a Commission with powers vrhich· 

are co:npletely ind·3pendent of ~he Mtnister. It will 

then mean that, ir.directly, they want a 

Co;n.-:iission which \vill be independent of themselves, 

th~t is to say, the Parli&ment •••.•••••• These 

m:;, tters are not juridical, they are not c:>..pable 

of that ki!ld of fine precision. For instance, 

the word 'usually' is used in connection with 

man) of the clau~es in the Bill; so are the words 

'public interest' or 'national interest'. I say 

the.t it is for (a) Parliament and (b) for the 

Ministers· viho are responsible to Parliament to 

decide from time to time what js the national 

interest and what is the public interest. .This is 

all the more necessary in these days, \·Then one's 

prevailing philosophies are undergoing a change 

und:;r the stress of developments in this cou:1try 

and elsewhere. In other words, we are living 

in a fast moving age and it is impossible to 

crystallise all these thoughts and to hand them 

over to a commission of experts who have learnt their 

.ex~rtise in different fields •••••••• Therefore, 

there should be the ultimate power left to 
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Government to intel"rene, trying to interpret the \.fishes 

of Parliament in those rna tters of economic policy or 

industrial policy ••••••••• "* 
In the event, a ~ompromise solution was evolved and 

it was provided in the final ~Brsion of the Companies 

Bill 1953 1 that the administration of the Companies 

Act "'ould be entrusted to a Department of Government 

fw1ctioning directly under the Minister in charge of· 

the sub~ect; but so far as the discretionary powers 

provided in that Act about management matters were 

concerned, the Department would fUnction only on the 

advice of an Advisory Commission to be specifically set 

np for this purpose. This was the genesis of the 

Company Law Advisory Commission constituted under 

section 410 of the Companies Act, 1956, as it stood at 

that time, (i.e., before the amendment of the Act in 

1964) and its raison d'etre. 

In this connection, it will be pertinent to 

reproduce the following extracts·j from the First Annual 

Report on the Working and Administration of the Companies 

Act, 1956, which brings out in clear terms the role 

assigned to the Company Law Advisory Commission :-

"The Commission is advisory in character, 
but in pursuance of the asurance given 
by the then Finance Minister to Parliament 
during the debates on the Companies B~ll a 
convention has been established that all 
important.cases where the views of the 
Department differ from those of the Commis
sion, the relevant issues are referred 

*Lok Sabha- 7.9.55: vide debates ~o1.VII,No.33,Co1umn 12697. 
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to the Hinister-.:Ln--chqrge be!"ore n.m .. l 
decision is taken by Govern.rnent <..,1 t!-18 
C(•l:'.f~ission's recon:mend1tio'"'.s. In f1.ct, 
the Central Gcvern-nent has g0ne!ally accep-
ted the advice of the Corr:mission in rsg.'J.rd 
to the casas referred to them and has 
so f2.:':' had not to differ fro'll the 
Corr.mission on any m8 .. jcr issuesof policy. 
The interrosi ticn of an i!.dvisory Comm·Lssion 
bet\veen the public and Governne:1t .1v:1s consicered 
d.;,sirable l::Jecr,.use of the large discre-
tionary powers confr:rred. on the C.sntral 
Goverrh"'!lent under thG different 1:'ections 
of the Act mGntioned in section 411. It 
was felt that, in the exercise of these powers, 
Governmcmt should h.ave the advantage of 
a caraful assessment of the prQ2. and co"§. of 
ir.di1ridual cases, wh.ich cqllf3d f::>r the exe>r
cis,~ of Government's discreticm.ry authority 
by a be>dy of competent pecple, who vere 
ger1erally familiar with company methods and. 
pr~ctices, and could ba expected at ~~c 
S8.n18 time to take a b:'08.d View of tbe lepll 
ar.J. socia.l res pons i"::>ili ty of comil"t"~Y 
managements and also of the per·la~i're pHb.!:;:c 
ir:.tc:res t implic1 t in tb'3 mam1ar in \itlich 
the coinpanies carried on the"Lr wo,~k. '1 

Provision was made in the Amc:nd.ing Act of 1961 

for ths establishment of an Advisory Committc>e to 

rep~ace the old Company Law Advisory Commission. 

This Committee was, howeYer, set up after 

some considerable time. We are not sure, if, in its 

present form, this Advisory Committee will possess the 

authority enjoyed by the old Company Law Advisory 

Commission or would be able to inspire the ccnfirl.ence 

which its predecessor was expected to do. The present 

Acl.,risory Committee has no origiml powers of its 0\vn 

derived frc,m the statute and can deal with Oi!:ly such 

matters as may be referred to it by Government. 

We are, therefore, of the view that if the 
Administration of the Companies Act cannot be 
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entr·clst8d to a high-power statlltory Auth?ri+.y 
or Co:imissicn cf t_:--J.e typo en;r::..so.gnrl by tnc 
Bhabll:1. (',)r:r2it.tec, the le'i.st t!l.a t Goverm:;;e'.1t 
shovlci c:o vo'..lld be to eEdOiv the pre~<;nt 
Acivisory Corunittoe set up under sect::'.on 410 
of the Con:panie s .Act, 1906. wi t,h po~'ers a rd. 
resp-::-n.si'uili tics in res-::Ji~ct of tho38 areas 
v.<lr-.;re t.he .l~dminlstra tioll no..,., cxe~cises ·#ida 
cUscretio!nry author:.:.ty in ree~rd to many 
aapects of compr-.r.y mar..:::tge:;:ent and practice. 

vihile there w~s full agreement in the Worl'..ing 

Grcu:) as ta the need for settir.g up a~ Advisory Co!JI!Iittee 

clearly defined powers and resronsibilitics, there was 

a difference of orinion among the mem'.:Jers a.s to tl1e 

proc-edurC! to be followed by t:1is body in future. A 

majority of the m,;:nbers thought that it should be obli-

gat.ory for Goverooent to consult t~is CcmJ;;.itt ... e or 

CorL-:is sicn in regard to the forrr.ula tior. of f_7l".§::'a_l 

rrincip~es and guidel:ne~inrespect of the follofiing 

matte:-s :-

1. }hnagerial appointments and remuneration; 

2. Removal of managerial ~ersO~Del; 

3. Sole selling agents; 

4 •. Inter-company lnvestments and loans; 

5. Inspections and investigations; 

6. Cost audit and special audit; 

7. Disclosures required in prospectus; 

8. Zxemp~ion of Government companies 
un~er section 620; 

9. Desirable debt, eq_uity raUos; 

10. A~endment of Schedules. 

1;. Any other matters referred by Government. 
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They di.rl not, however, consider that it should 

be ncces sa:ry for Governnent to seck its r!dvj_~e on 

indivj_cJ.ual ca:'les, so lcng as d.ecislons on t~ern -.rere taken 

within the limits of the guidelines approved hy it, 

e>lthough they agreed th'l.t Government should be under an 

obligation to consult this body even in individm.l c<tses 

where the .. decisions on such cases went beyond the general 

. . l d "d 1 • prlnC:LI•- es an gul e ~1nc s. In the thinlcing of these 

ocn:-:bers this arP.ngcment would avoid delay and the 

blurring of (?:;::ecuti.ve responsi'Jj_J.it.y for decisions on 

inclivid.UCJ.l cHses. The Chairman of the Group on the 

other hand felt that it was necessary to distinguish 

bet'oJeen consultation/advice in respect of tec:1nical 

or quasi-tec:hnical problems and in respect of the 

exercise of discrei;ion:u·y execntive_ po1.rRrs Jn i!ldivi dual 

cases within the limits of the provisions of law and 

the 2dministrative instructions issued by Governnent. 

In this view these t>ro types of functions called for 

different types of Advisory Committee/Comrrlission. In 

the former case ·:.·· ~ :;. was l'eeded was a techni.·cal1y or 

pro:!:'essionall:r expert cody; in the 1a tter case no s1.:.ch 

technical or professional expert.lse was essential. The 

old Company Law Advtsory Com:nissicn \vhich was a statutory 

body vras intended for the latter purpose, i.e., to assist 

the A::J.mir:is tra tion in tal\:ing executive dec is icns on 

individual cases where lL~der the previsions of the 

Companies Act the prior approYal of Govnrnment was 
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naedad in cart::ci!'. a:eJ of conpany ma:1agement or ccmp2.nj' 

practice. Ha i el t tr:a t it 1-ns r..ot prop8r to r;or.ibino 

thase tire· :'unctions itl! 0<:.e body and so f~r as the ~453 

of dis ere:>. tion'iry pcwers by th'3 Aci::Jj.nistra tion w1.s 

concern::C.. t.h2 duties a'1C. re::JIJo:'lsioili.tics of t!'.~ 

proposed s ta t·utory Advisory CoJ$Ji tte·a/Comi'l.i ss ::.on should. 

be confined or,ly to those socticns of the Som:;x'.nies Act 

'''~1ich c:m1'er Hide e:e.:ecutive discretion on Gcvern"l'ent in 

dealing with individual c·1sc:s. In his view no wo:::-t.abl.e 

appreciabl.e neasure of discretion on the Ad.:ni:U..stre1ticn 

within their broad frame-work. I~ was, therefore, a 

-valuab:i.e :::2.feguard to all concern'3d., to the business 

comr:~Uc--:.it~· ::>.s m1.:.ch c.s t.o the civj.l :;ervants concerned 

with tho exercise of those discretion::-.ry pavers, if 

decisio!lS irNc.lvir..g the use of such pmre!·s •;er3 taken 

on t~e considered ~dvice of a body outside the 

Ad.ministr::. tio~1. .l'l.S regarG..s possible delays in the taking 

of decisions, the Ci1airrn2.n of the Groc;.p consideNd that 

the recorl of the ~=::··:1 Company L'l.w· A:i.visory Commis'J 

did not 1varrant the fears expressed on this score, and 

in any case suitable directions O!l this point could be 

issued to t~is CJ.uthorlty by Goyernmeat il' this \vas 

necessary to do r.o. Hor did he sea thJ. t ther-e: 'JJ.s any 

risk that the r.:,sponsibility fer decisions on 

individual cases which must. necessarily devolve on 
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the executive was l~Jrely to be blurred if ir.div::.d.ual 

case<J were referred, for advice, to the Advisory 

Committee or CoiY''-:Jission as they used to be in the 

pa8t. as lo:".g as the acl.visory character of the Committee/ 

Cor!JJ!ission was fully recognised by all conce.::-ned, and 

A J d d ~ G t ch · v )" K 'h · ... u .y un erscore 'JY overnmen • "' r~ .. ~ -~ .UKt .. erJ ee 

1-.'as also inclined to thts view. 

All meF.,bers of the Working Group •rere, ho1.,rever, 
agreed in emphasiDin.e the need for glYing adeonnte 
p11bJ j_r~ity. to tile :~3COID1Jend.Qtions of the Corcmif'sJ.on, 
.vhatevor tney Ii!ig::ct be •. Ft:rthc:·, thGy also felt 
th'l. t reasons shonl.d. 'be givcm f'o.c- the dc-::isicns 
t:tl~en by the Co17lm'.ssion or Co:r•m.i.tt0G on particular 
casas and where such decislons cleua:·ted [rem a".rJ.ier 
d0c:.sions, tha justifiC'ation for Stich deviation 
shou.Ld 'be properly exp:!.ained. 

\<l e trust thn. t the recommendations that vre have 

made in this Chapter will go far to mitigate the 

misgivings entertained in certain quarters about t:<e 

man.'1.ar iYJ. ...-hich individ:lal cases are dealt with a.nd 

would en~ure that the discretionary powers of the 

Ac~.mir..is tra tion are exercised on the bas is of re:!.evant 

objective facts and primar:Lly in the interest of the 

coLTI')anies concerned and of the growth of sound company 

P~~ct·;c·· ,·n~ l·<>hel!·rlo"''~" J.. ;;... ..L U. .r~ '"• ; -... ...... "-'~'I -- '-"- • 



In course of the preli~1inary studies leading to 

prcpose.ls for the ccrr;n·ehcnsive amendment of the 

Companies Act, in the years between 19EO and the 

f.:::X.al enac~mcnt of the Act of 1'356, a great deal of 

thought. \vas given to the appropriate form of organi-

sation for the machinery for the adm:_l_nistration of the 

-:-.s'tl Compani'38 Act. 1'-:uch Cl.iscussio~l. toclc place on tl'le 

cc;r:;Jaratjvc l'.erits of different forr,1s of organisation. 

crentuall~r 1 the debate was concentrated r.n the :relat:_ve 

meri-!:s of the Statutory Authority or Commissic.n a::1d 

a departmental set-~~p, as examplified, re~pec~:ivel~·, 

by the Securities and !::x:chan£e Con:nission in U.s.A. and 

ti1e pattern of the Board of Trade in the United KinGdom. 

The IIT..Q.~ and cons of the argumen·:; were brieny 

summaric:2d i:::1 the Report of the Expert Cor:1mittee on the 

a;ner:dment of Company Law, 1952, (pcpularJ.y known as the 

Bha:ha Committee) and were considered at great length 

clurin2: the Parlic"-lJlentary debates 0:1 the Companies Bill 

in 1954 ar:.d 1955. 

11.2 In the previous chapter we indicated the reasons 

\·.•hj_ch eventually· induced Goverr;.r:-,ent to opt for th'3 

departmental form of organj_::;ation. Although a section 

of the members of the Joint Committee of Pc>.rlie:nent 

which considerP.d the Companies Act was in favour of 

a high-povrer Statutory c,.ommission, tha majority of the 

-157-
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:r:te:::t"t-ers of thi~ Commit tee er1do:-sed the tr.en Goverr.me!l'~ 1 s 

Pr f o ~co -f' d ,_ t l t 'lD "'Ihe f',r.d<l:?13nt<Jl e --reu -~ ~or a <?p2.r omen .a se - .. J • ~ .... 

reason for th::.s_ choice was that the r.e\v Company Lav: 

\·:as no lo!'.ger Viewe.:i, e.s it 7 traditionally, WJ.S in the 

p:=ts t, as PI'ioarily a la\vyer 1 s ls.w, but was rega:::-ded 

:o.s a basic measure of m'ij or socio-economic importance 7 

\!hlch e:nbodied not o!1ly some major issues of economic 

policy in its applio::ation to the corporate sector, b.1t 

vras also intended by Government to be used as c>n 

:!.r.stru:::tent of pclicy in f\utherance of its economic 

e.nd socia:!. objectives. This vras the vie'' of the new 

Company La'" e.s it vras finally accep-t:ed by Parliamer.t. 

'vie quote the f·Jllo• .. •ing extracts from a spsech of t'he 

then Flr.ance Minister vrho was in charge of this Bill 

w:nich •,;ill brie ny- explain the bac:{ground of the 

decision t~1en tarl:en on this su·o~cct :-

(*) no:;:overnlilent have, hc•,;ever, al:;:-8ady accepted tr.e 
recorr!'lendation of the Com;_Jany L,w Con:r.<ittsc th3.t 
the Central Governr.:ent shall resurr.e tt.is rr•sTJo:ls: 
bil:ity , for the acl.rainistrc:.tion of joj_nt stock 
coGpanies which it had d~ler2t3d to the State 
Govern~er.ts. This was the first ne~essary st8~ 
in till.::: scheme of cur reon:;a:-;isation. Eut. j_:~ 
vT2.3 e;;;:plaj.ned in the Statewsnt Of C:bjects ar.rl 
Re'lsons tha~ although the Company Lz:" Cc•iu":litt,ee 
had. reeomrr.ended the est8.blis~1.t'llent of a sts.l.ator~ 
acJ.thor.ity at thP. centre, ur,der the r:e<l Act, f.)!' 
tr.e adrr.inj_straLon of the Compacy Lc.-v, and for 
ti:.e discharge Cf other relat.:>ci f..:t:-J.ctions' fo-r 
ins":;2n::::8 9 capital :.ssae central, r-cgulat~_or. of 
sto::::k exchan;es, vThen a Cer!t-:"al measure f::.r t'lis 
pur:oose wc:.s passed, G.J'rern:r,en~~ considered th:J.t 
for the time beine, at any rate, :it was dcsir'lblE 
tc set ap an organisa·!;ion directly under the 
adL:i.nistrative control of the Go-.rerrJr,ent a.nC. to 
defer the conferme:nt of statutory statas on th:Ls 

(:;) Vid<.J I..ok Sabha Debate d. 28,4.1964 
Vol. VI, No.55. 



o:o:-gani.Ja~ton to e. later da':e. In 1""\tT'"Ua~~<? of 
',~hi::; det:: Lslon, a c~ntr·:~.l orgeni.s;o_"\..j_cn 1-J.'ls be6n 
r.P.t. up under t:re l'G;:Jartlaent cf :Sconnn5.c .l.f:~aJr2. 
"', - . ' - -ll -.t ... 1~.s :)i"':;~n1.sac:...or1 \~~:_ ~1a".r~ regJ.onP.l 0fftce3 :..n 
•1 '"'Q t~"JC-'-· c t· CO .. d .-' • • L -0 .J.L.LJ r ct...a.<J .er.. .L·cs c~.~. .... : ... "a -R a:nl~ J_n_o_·,_ls :._."j_--y c.n:t 

wil:i. 'be in over-·all charge of thP. e•Jn::.rJOi.strat5.on 
of· C-Jmpa·:Jles Act thrc,.~J~h .:ts regi;:-nal cf~ices. 
T i1'l Hegis-Grcr of J ~~~i_nt St0ck Ccnnpr ... n:i.P.s \f~.l.l- be 
U nlier -:~he dlrect. CD>itrol and [iU:i l~<'.nCe of chiS 
r t 1 · ' · ~h · t · ~en ra. orf8.!":ls a c~LOn. L .e ortan:Ls a :L<Ji1 
i:; :1o'J/ :i.n the proce::;s of beir.g ·t1.1.:i.::.t 1:.p 
c>nr1. :L t :L 3 my hope that Wl1en :it is i'u lly 
teJf'tul)jis~:led, it 11riJl co:1stitute e.n 
~-!J.port.an~ n.dm:i.nisr.ratiV8 refor~J. c.nd 'YTi11 
'be a In9.j f")r' step j_n ~:tre:!c;; the~1in.g and 
:i.mpro'ri;lg the <edrn-i::.:~stra·cion of tr:o Co:npanies 
J....c ~ all uv5r I:rJiia. n· 

(@) " The real p:ro'clem i3 the questian of pr>rsolWel. 
i,ih<cU1e:- y,:;u :u:e;r.c-.gEo -'1. t!lin6 de:oar·t!:le:·f,ally ~ or 
Wic':Jtllel' ye1 mar.age :Lt thro·1gh S0L'E. sta+.ut0:r.y 
<'cr;:oration~ one need. !1:Jt assume tl1:it t110 

(**) 

J'l'c:cer personnel H0clid 'be availnl.:i).e. It is the 
r<Ha 2.i1;l no~ the ma~!1in::ry thc"lt met~,\,rS; Y)U rr.:::y 
t-.2-ro 211 n:e appare.tv.s of a ~to.t:.~tory comnis:;i:::n, 
•. .->'ret ~l·~rl t·n~t 7~1 C"''"'~t l~c~+" · pJ·n~.,-(..J.'\L ./ \J .l J.J_ • •. ~.I J '-·l. _n_, __ J.'.J --'J r....:;.v.~ ,_ . ~J ;...o. 

l)erE:cn for guid.i~J.?: its a:~"'fairs jn -V\
1llic"n case 

:•vt:.. shall h'O.vc g<.J.:;';-,dd nct11.j.ng a:1d. indeP.d 
might ha7e j_ntroC:t.,cod comu:t.icat"i.ons; vh~rea.s 
i::."' :r0u man:s.ge depr:.rt.mcnC2lly-1 it is much 
e ~"~~- ·~ m·'·e c~-·~aD •~ c~"A "''~h -haJ·Pn" "ore 0.0.L"-•• v.... ar. J. •. -J.J. .. <>'-';:.) ....... .L c..,.:"J J ~~"-'-' ..... _ .... .1.':::1""''-"' . 

ca.l:'.ud for. So theJC a.re tJ::e reasoncJ, lvh;r 
He t.hou3ht the t r~.t ths rnomer..t. the (~e~1~r:tl 
statutory authority sho-;.ld be a depa.rt:nr:·:J~al 
bod.y." 

* * * * 
" The House m"i ght rece.ll t-hat i.n ~y sp03c~ 

-~ -"'o- fc-ren"' o::-o J-·v.~ -~1.···1 ,..._ .~-,,1,..... T,....-inL Ti..'C""'V] . .o.tC:: J. \ J re .:. C " .L v.t. .. H .-....~ _.__ v;.1 'J,. .-; .._, ·..J -J... J,.l., 

r ·L• .....- t,.., .. .._., "n . .;.,"'e T,i..,"'1.-' '~T~l·~·n 
\ 1 Qf::.i-;_:l v·C-eC' .L u.aQ C:J. V~l.J8(l Ui.o. .t"-LU-=-=> I. a l_. 

. I had in "\'"j_s",; for "L~18 c:).dmin~str~tion c;: t{o_!) 

Con:-;:->anies Acb ancl r2ls:ced matter:::. I thsn 
ex;.;:Lat't1ed ,,;hy '·/e ;_12d t.a:';:811 a proY5.::i ~J_1al 
C.ecision net to set up statutory cor"<'~:Lrosion 
ar: :r'ocom:risnd.ed Cy t1.1G Comparly· La,·r CoL.~F1it.~~ee 
n~t l1'id a.::ded that in this m:J.tter as ~ n m-,.~')y 
ot.::er.J Go7;;rnment ':rr)u1.1 be t:uj_.~cd lar;o'ly 
l!v the vi<:M3 o;: the Jolr,t Corr.rr::i.t~.ce, Ti13 
s~A·oj ect 1.vc.s disC ... 1...:)Secl at som8 1(-=)~~.gt.r ... in the 

* 

(@)Vide l~Jabh3 :Uc:cate d.t. 3.5 • .'54 
Vol. IV, ~ro.59. 

(**)Vide I-ok Sabha Debate dt. 10.8.E5 
Vol. V, No.l3. 
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Cc=i t tee pnd fin?J.l" th8 Committee a:!)~roved 
0 " +'·'"' ~-~t~'h'_!_l- cf. '"8~1-· n-~' a strcr>.r CPHt:'.'H.L ,._ •' • "-· \.I, 'l -..J ._, ·.U 'J. I v · ·'- t_""' 

Oi['i1iLc:ati·Jn for the adY,~i>'listr<:.t..i..o;l of 
c0~na:-:t1.2s a:td rsl2."tt•d ;~·,-;_·::.jec~s. The Co~::aittee 
f --:... ~--. ..... .1-r- .~ ....... ,_. ,~, ·- -r:- · cp,..,1- ...... ... L a-.. ,_-L...,_~· ~..,_ ... ,~ es \. ....... ).J....JSr: .... >"1e . .1T.. o_ 2 .. -· J,.:..'J.) a._ 
cis::n.::-·:.,Je":7. fcc!lc:.j_onj ;-;r, d.Lrectly C".de:' 
th8 !~_!_i.liJ t3r-in .. ·f't' .. P.:_.·r;a c.:1d tho more 
: th~dlk of it, 1he r.Jo:::-" I consider tlnt 
it. is a right· clcrisi0n. "::: 11ere J.re su 
u;2::1y :;Jo·.;er<> the exercise of 1vl1ich iro':clves 
tte Gec:i.~icrr cf Cfc.iA~:Tions cf -policy· c_l'lJ 
I c::'n;-:~;: re:tdily eonce_t're of anJ· sta<:,_,tory 
cor:n;issj_on H'~ich is bo;md to be e.utcao:nous 
exerr:i:oir:; i~l:sse kinds of powers en 'behalf 
o.f Gc-o:r8!-·t:.rn8nC, 1:_,ecause ti1eir exer~ise goes 
to tnc ~·oct of tree cconor.lj_c C'C'!~ditio~!': in 
the coun'~.ry. Ti.~ercfc-:r:e. :L ttink t-he House 
wr."_l] ~!.. 2.pp:--o~re of the r-l.l":'B.::_si?~~nt rec0r,men~,_ed 
..__ . h -,- . + c .. ~ ~h . - ' " , "d ;J'f v.~. e L Oln..: C!.l:~l-: vee" .L ?"] Vll..L...L ··f:' g_L ...... 
to kl'OH t~:"li:; ve have 2l rea:':.y "l.cto:l on t!",:;_s 
l• -. a~-r,.,..- 1 ,..,8 'f aD~T""'t.,.,..l -n'tr .J.·"~G p,....,.,J ~e ,'":~~.-3 .. _ 

A ... ' .... • c,.; __ .._,- t.. c _, ~ •...,..\ c_ ~.; :...1... ~..1. ..... .::. • .. , 

have set up a n2w de;-J:otrt,~ent ·...r:Lt:lin tl!c 
1-:ir.istry :Jf F:lna.r~ce fer -::t-.:5s ~"..lrpcsr;. 'l~--ie 
res_p·::n3i~J.:.lity of this departme;"!t w::.11 indu1e 
r') ~ ( '1l 't:"" L_,.ln ~....::~""\ t"!1i ("'+ ..... <:)~')-on ') .. thn r'O"'Da .... ; .:lo C" 

. V I -J -- -· ~--._,J.!. -o..J -J. ~.1.~· • J. ,;...L\.: V ~... J.L...,._..::) 

'n'· '1-,,f- ~J- <'') ~-, ''n ~+J1e-r ; '1~+; tP 'l" ~~~ "" .t"\\, ~' U.....l-' C..~ -.;,..I- ,;:.•_,, I.,;. \' <J- • .._ _,_..._ ,; ._,_._ •CA. I., ·_; . .l,:) ;._,_, 

are clo~ely connected with the c~eration rf 
CO!'!!P.'3.:lics, i: e., stack Q):ch.: .. n.se, fin.3.ncie.i. 
ccrporat~_ons, cap_it a:!.. issue con'"rcl, etc." 

v:e have considered it desirable to repord,:tce 

at some length the extracts fron the Parlia:nentary d·'J'bates 

in 1951 and 1S55, heca'..lse we feel that thc;r wculd explain 

bette:- t:,_an we cs,.J.ld the objects '-'hich the Ccve~l'1.ment 

had in '!!ind in ]:referring t~.,_e dcnartrne:1tal set 1:n for . . 
the adrr.inist.ration. of lhe CcmpaniGs A.::t. to a St2.t.utory 

Cocmi<>sion or klthority. 

n.4 1:evertl""8less, in course of our enc;_'.J.iry, a s tror.g 

v:.s·.-1 j_n fav;:,'.lr of 2. high·-povrer .s·::.c.t,;_tory Co·n-:-.ission or 

.Aut110:::'i':y vras pres~ed on us by severa.l witn;:>ses. The 

co:1se~s'.ls of opinion in cur Corrw:ritte'J vas &:'..so in fa..-our 
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of zuch an orga::.isatian if the :!.'igct t;n:o of pr.o;_Jle 

Co'Jld cc :::.ttracted to serve on 

vri tr~ss es, how.,ver, felt thr..t how eve!' dcr;j_rabj_e in the0ry 

a St.at'J.tory Commission or Authorj_ty mj_ght 'b13 1 i"l. would be 

e'ttrerr.e:ly difficult for G :--ve-rnme~t, in pr.r,_cticc, to 

enlist. the sec-vices of really com;:;etent persons of the 

requifite standing and status, who might be expected 

to serve on su:ch a body for any length of tiD.e. In 

+.h::.s view, they expressed t:-:.e fen:r that such a stat,_ltory 

bod~r if duly constituted micht er1d lliJ by bei:n.r; o.anr.ed "by 

in the mj_d(le rar.l{S of the ser1ices or of tr.?.c'.c and 

ind.ust.ry or o!' tr.c professi:ms cctm>Octed with company 

l'l "·n .s.g em e ;-, t. 

v,'e f'J.rther share the m:.sgi7inr;s of these 

-.rit.nc,ssAs that the terms and. cor.ditions of appoiz;tmer.t 

usu11lly off-:Jred cy Governmer.t n:j_gJ1t not. r.ttn.ct men of 

ccnrpet.en.ce and standing, outside limited r;o7errurental 

circl<?s, even for such important pcsit:i.ons as these of 

Nevertheless, 1:re :Ln. ti1.3 Workir.g GroJ.p 
\vo-u.lC:. prefer a st~.tL: tory Co'·r.missj on of 
the type envisage:::. t:r the Dhal:'! :>. Cr,,.,rni'c tee 
j_n ;'_f,3 Rs-rcrt in ::.9.52, J:'ba pol:i ~.i.Cf':.:~ 
nn'l ecor,oiri.c cl'.,;nges c"re:r· the l::.st fe·,; 
yee1.:-" under-score t.':J.e nJccssity for 
inst'.:.a.'::i.:ng the a::'!.mir:iscc.raticn of the 
Ccnvar1ies /ict and ::e.i..a.ted matters :'!'O:"l th'3 
p<..:li8 "-'1d. pressures of ..::::mflict.L:[; po·! it:i.cal 
2.1~ct. econo:nic ideologies consist.tl:g of 
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CC'!:'pGtent- pers O!'!S- -fr0m indu try, tra:ie, 
;,,:..'lli:--j_stra-Gicn anl profes::i0ns on a 
i\;ll-t..i:.tr) ~as is. ~f".1.e n3ed for t:1:.s 

WC"LL1d !":e r;reater, if, n~ '\VB r~co;n~end. in 
a f0ll~\·.'"iTJg cha"Pt8r 0f onr report, t.Le _ 
a::r:-:L~5_s'~raUoa of th<? Cl'21l-:J~nias A.ct is also 
Dlac ct. tn charge c :' "LhP :-: a::Je Hin:cs trY in :::.e 
r,e:verl1!~ent of ::lndja, .::.s ma:r bJ dealjrf! 'Jj_tb 
t.h~1 other rGlatsd rrerr~tl_r("!3 an'i en3.c~:~~L:-~-~.:-; 
ltl~e C?pital I'3sue Ccrttrol, Steel( Exc;~an:;e, 
F:i_n&:->cs Co:rpor<:t.i::ns, etc. 

If. :Di.,rever, Gvverrment. -co not consider 
it feasible to .set up a high-nc•.•sr scat.uto7 
Co:rJ!'.issi0n or Authority Fhlch was rc,cc.cmP:,led 
t-r t~1e E:1abl1a Conrr::Htep anc ·...;;:.icb. \Te s·til:L 
f~:r:;-c~tr, there is no ot!1er ::.l~E.rnat.-i_\re but; 
to fe~l back on a fiJ.lj_-fledged Sec:::rt~a:i'J..P.t 
de;:; '3.rtr:,ent -wl: ic h vT•culd m?.~re u::; e o t: tl;e 
s e::-';j_ccs of exper~s fro!"! O'J. ts ide on co1.'1~rar.t 

In tr"j_s ccntext it is necessary to ha_·"·e a c:ose 

... -
l .... 1e orga:1isatioa now 'built up rcuni the 

Coo-;:>any Lc.vl Eo~·-·1. 

T i'le Depo.:::-t::wnt of Cc'tipa"l,Y L;;:.w ':,.:i'!li!'.is trc. ti on 

\.;rich had. 'been co;:-;.s t:L tu ted in l955, WJ.s abolisl'led at the 

en(_ of Cct:>ber,l9S3. In its place the adrninis tration 

of ·n·_e Cr:-::;;)ani::s A:::t was entrusted to a Ccnpany Law Board 

L :1 • L" e C . crea.\_er ...,;l l.-r'. o:;~panles (Amendment) Act,l963, whicn 

st<::.r'.;ed to funct:i .)n from February l9C4. Host of t:h.e 

pm1ers and. f~;_nctions of tc.e Ce:'ltral Goverrt'!lent und-::r 

the Co~pc_r>ies Act vrere delegated to this Boa:"l. 

ha·re gone thrc1<.g;1 the parliamentary discussion::; on this 

and a.lso tl1e Anr.ual Reports of thJ De~a:~tr;ent. 

net been able to find. any a·:p"lrc!!tly sa.tj_s fc.ctory 

reasons for thi::; c:rast:.c change in the then existing 
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S8t-np.- This Board wa<J not, correctly speaking, 

an indepB:1der:t high-p-ower statutory Authcrity or 

CommiLsion of th0 type, which eit.har the :3ho.thu. Committee 

ervisaged or which we still consider to be a betc:er form 

of organisation fer t'1e admir.istration of t.h3 Companies 
' 

Act Rrrl rPlated mc:.tter[;. The Company Law Board as it 
o·" 

wc.s constibted in F2hruary 19134, co:1sistedhn Officer 

of P.ddi tio:-to.l Gecreta-r-:r 1 s ranlc together vri th the erstwl::ile 

Join';:. Sec:-etary of th<l old Department of Co:n:pany Ia\v 

Admin is: ra~;io:-t, and was no-'ching nore than a depa:-tmental 

Committee. I:1 course of the debates :_n Parljamer..t 

tC.e then Hir..iste:- in charee of this subje·ct cloimed 

that thif' J2oard wa8 set up on the a!'.alogy of the Boards 

of Direct and Indirect Taxation, vrhich had been car·ved out 

of the Central Board of Revenue, and that it would 

_ facilita'~e collective decision-mall'ir..g and 'thereby secure 

greate:- efficiency, cohesion ar..d despatch in the 

adwir.istraticn of the Companies Act - a <;laim which is 

again repea'~ed in the Eighth Anl"!'lal Report on the Wor:dng 

and AC.mj_nistration of the Com:pantes Act. The ci:-cum-

stances in 1vl:ich the o1d Central Board of Reven:ue 

(since bifurcated into tv.ro Boards of Direct and Indirect 

Taxatio'1) 1 came into being many decades a;;·o werr- entirely· 

differ'rt, from the circumstances in \fhicl1 the Ccmpa:1y 

La\v Board replaced t.he then existing Dei)artment of 

Company Law Adm:!.nistration. When the old Centra.l Board 
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C'f' Revenue '"?..s set up, cf w~;:.c:a the pre8en!; BnarC-c: of 

I"i rc ~t a::tl. I;:j_:i.rect Tax a tio:-. are line ".1 des r.er.dants , 

th2ro vac n.o secretariat department in the Gc,.rernrne!it of 

India c'co aling 1;ith the ar..mini.s t. ration of t<'.xa+.j_on 

rr;att.ers. Hhen the Co!llp?.ny :::,aw 13-::ard was set 1'-D in 

Febi"..:.ary J.9.S.1, a fulfJ.eC.gefl sec:retaric.l departnel').t, viz., 

tbe Depa.rtrr.cnt of Company L"'W Ad.r.linistration was alre11.dy 

in exister:ce ar.d :had already built up the field offices 

of tn:i.s n,,:;;3.rt:r.ent End the !!lethods ar:d ter.hnic:~es of 

ac',,:rri n:5.8tra'~::i e>n ')f the Corr.pc.rri.es Act in j_'~s speciali.scd 

areas. EePides, t~ere was no real ar.aJ.ogy bet~een the 

C.nties 8r.d f'J.:!ctions of tlle CJn'cr<:l Boa~d of R<>verrJ.e and 

t"lc·re of the CO"?::;JFLny Lm·; Board Which was a pnraly a1t!d.nis-

trative "ood:,·. nnther the art:ur.J.cr.t about collect:;.,v3 or 

cf a Ser.:'ccr 0fficel· assj_sted 1:-y h. 
--lS ;un'o~ c "1 """" li _J . ..1.. 'J..L 8-"':-.A.:.S 

. " "'. d 
'f •• Jas L~l.SJ..e al!.lng a;;. , iDdeed, confusing, in~fcr~ch as, 

i'1 practice, decisi.ons in a:1y secretariat De}P.rt:r~ent 

are 8:::Yays ta!;:en on t:J.e oasj_s of cc:rcsult.ations bet•.-reen 

its s 8!lior officers vr'h··· are invariably iF-Tclved in t~e 

C.ecision-r:;a~ing prr::cess. 

11.8 In t~::..s context vie had. a:1 opportcH'.ity of ::;t,ldy:;..n.'! 

a fGW r.otes prepared by the present C:;:r~pany ::..a•,.r B:;ari 

f:::r o::.r i!lfor:nation. It was clear fro~ these notes that 

t:ce r.::ar.ner in wb~_ch the Llrnrd was functiontng vrn8, j_n no 

:::c>tGrial pa.rt:Lcul:.rs, different from the aC.ra:!.nistrati·Te 
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methocls followed j_n the old Department of Corr:-p::tny Lmr 

Administration, or j_ndeed fr0m any other secretaric:l 

departmGn-1:. The substitutton of the Co11pa.ny Lc:...., 

Board for a secretariat department in February 13134 was, 

therefore, not only t:ncalled fer but also served lj_tt.J.e 

In the cirrumsta'lces, it 

vas not surprising that the Minister-in-charge soon 

developed secon1 thoughts on this su hj ect and the 

Department of Company Lalv Administration was revived 

Hithin a period Of less than ten m0n-::.11s f:'om its 

abolition, §..1J:.eJ._t under a new na:ne, viz., the Department 

of CompDn:r Affairs and the Chairman and members of the 

Company 1~1,. Board were for:na,_ly re-d'.lsien8d as 

secretaries ar.d joint secret '"-T.~es of the new De'J o.rtmer:t 

of Com"[) 8.11;\" Affaj_ rs and Insurance. In the light of this 

re--organisation of the admi:TI.strative set up jn the 

seeretariat, it is not clear 1vr.y advantace was not taken 

cf the a.r.Jer:dment of the Cmrpanies Act, soon after this 

ed:-:;: .. nistratbre re-organisation took place, to ab-::>lish 

th8 Company Lcn-r :Soard, so that its functions could be 

merged in the res'.:trrected secretai:iat Department deali:"lg 

vith Company J:ffa.irs and Insurance and it need not h.we 

ccntj_!'ned to co-exist with this Department as a SlJb

o::··i.:.n::/: -, erpb1n::e .This Board has r,ow b8COr.l3 Vi!'t.ua1ly 

a 'fif·sh \·lhG~l' har::Ey contrj.l:utir.g to t.J-"o cchc!'icn 

or devpatch of busi!'lcss in the administration of the 
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_Q<J_::ll)2lies Act.* On the contrar:;, the continued existence 

of this Board v'i th the frame:-York .of the Depc!'t:;,ent of --
Co'"!:;X'.'1Y .11.ff~-Lr.c: masks the true respo:1sibili':.y of the 

DeparL.ev:.t a..'1J pP-L'tic"L:lcrly of the Hinister in ch.:.rge, 

a.n-1 ren•i :;rs com:titutional accovntability fo::- decisi,Jrs 

tc>J.ce:l by the Eoard needlessly confusJng ancl, in part, 

deceptive. Havins regard to these facts, 

1,1e consider that it will be a major step towarc;s 
strea..:i.lining the present Ol'[;an:Ls.ttio:l for tl1P. 
aC:irrini.s-;;r<ction of the Col"lnanies ACt illlll related 
lil~' t L .;;rs a1; ths to~J level," lf tne C'JJl:;>any L<:M 
I' card -,mich h:ts no longer &...TJ.y s :::>ecic.::L functions 
to \l~csc~1arc;e is wound UP end the responsi8ili~y 
for t.l'J.e 2,(~0~-nistrc.:.t.ion of this J..ct is. placcc: 
eqnEcrely r,nd vlsll::ly on the );:,;·~~-:.:·:· .. ~,t;- cf Coooany 
Affairs. · 

TFo of our c~,:.l.e:;_g,J.es vho belong to. t'1.e Depa_rtn•mt 
C --• f"! )'-.,-- r n y 1 f. "t C-.1-, .,..... C"' ... .,. - r-· I""' ar v ·· s 1~1 ...... l C iT" 0, Yl < ~ r, ,... '"' - · 'Y) •.::j n ·.l. \_,·--·l..Jc..J. ,.,L.· ..... ...., ..... .L._,, v.:_~.,....:; L..l-.J. ~J•'vJ ... .:'ll.c;.'..~c.-:.J.u<..- • 

:!Ji:-e~tcr of L13p~ction & Investi6<--tlo::1 anu P.B.;•:c.no:-1, 
EG::?;i~::-1c1 . .l DirE'cto:.'"', C22-(;t:tta, expressed the desire.. · 
th'lt '-'~GY shovld not ce regr.rdecl as hnvin,; associ;o1ted 
ti:')Df:elvr:s \-lith ~he observ<o,tion t.!J.a.t tbe Cor::'Jc,:i'! L2.w 
:S::n\l'G ri_·;_c; no-c contrH.-,lte to the cohesion cr despatc":: 
o.f b·usiaess in tte aG.r;:J_nistraticn of t:1e Co:npF.Jlies Act. 
They c_re o_~ ... t~1e Vi9vi thc.t so long c..s t!'Je la·N 
s~a_v,c's, as at p:resent, there is no al':ernati'fe but 
fc·r t~~.e conti.YJ.u:mce of tl-J.e CoDpany Lc:.v Bo.-~r(l vr.d 
th~ .. t t~;3re :.s n:J convincing evidence tenderec: before 
the G:"::;up :.n S 1.1.p)ort of tne cbserv:.:cions tbat tr.e 
Loc:c:C is r!a fiith wheel hardly contri'c·utin~ to the 
cc.i."tesic.~ or <.!espat.ch cf b11siness in the ac;;:;inist:-ation 
vf th_, Ccmpani8s Act. On the contra.ry, tbe contin'18d 
eY:i!;t. e:1c e cf this Doara with the fr ame--wor:\. of the 
r::cTJ;c:.rtr::en t of Comp::..117 ;Sf" i:":s mr1sks the true res pon
s:i_'b:'..lity of the Departmer..t and partic·ulc.rly of 
the Hlnis t er-jn--char ge anr.l render a '.';'~~'~:::. ::·~:::1,1 .. ,1 
:;ccoun-:c;bility for C:.ecisl.or.s ":.ck8n by the 
Po·u·cl D-Y::>C..es sly con fusing ancl 1 f -,:_ ·.- ,::,~ ~: dec apti ve. rr 
;.s scc!c, 'S':·a:r h<:-.ve nc,t agreeC:. wltl! U"c 
r~~co::lmeLdc.tions at the end of pare.gra~h 11.7 
1l"11 thc::r l~uve sig~.3cl this report subjec-:; to 
this r&ssrvdtion. 
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ll,9 This rationaJJ.sat:ton of the administrative set up 

wiJ.l a1so re:iuce a good deal of ur_l'lecessary c1.er:.cal worl< and 

needless d'..l'l:'.ication ·:--~ .. 1\:)<::·t,,':l in the secr.~tmi at as bet ... ree:1. 
' 

the comp'l.Dy La'" Board and the Department cf C0mc1any Affat.:rs 

,md t~e vice vers ?.. 

11.10 We ncM tu.--n to the regional and st.'·ta org-anise.tior.s 

of the Depa-rtr;mnt of Compar..y Affairs. The p:·esent regional 

and state set-up represents basically the S<Me administra-

tive pattern :;;s was set up in 1955-56, whe;:J. the Department 

of Cornf.fll1. 1 - La" .Administration was cons ti tu-';~d. 

ll.ll 

Frc-n the eYiden<'e tbat we receivec: at all the leqd-
5.r.g ccr~':rds of tra<le ancl industry, it was clear 
tL:at tb~ .. s p::tt te:cn of organ is at ion 111as cv1s i~ e-r ed 
sui1,1.hl8 Md adequate fer thE: en:::'orc-')ment. cf the 
Ccmrc-.. nies 1\.ct. We have no doubt that with appro
}:ri::te reir.forcerJs:-~ts of staff st;.·pn~_;th at t:-.e tech
n:!.c::l le-veLs, the Regional :Cirectorat.Es aYJd tb'l 
of:lices of t:1e £\8gistrars j_n the ::k.tes .. ,culd be 
ab.~e t0 cope ;rith the adrl.itional ·.1orJ.: vhich they 
roa:y l.lr~ culled U;_Jon to hahd.J.e Hhea ott-wr :rclc:ted 
subj-3::ts J.ike Cacital. I8SUEI•, Contl·ol, steel;: Exchal'lge, 
FjnwcC8 C0rpcrdtions n.YJ.cl few otner ~ea;ures an1 
cn.-.. c::.•D.:JQtJ to which we refer in t~lf, .!'oJ.lowing 
ch;-::;;t e;· a~·e also transferred to thc:I:'dp !I'tme::-c re
s;.~,lSlllle for the adr.ti.nistra.tio:-~ of tl>.e C;;.r.pa:1ies Act. 

In t:;:;.s context the specific su.gg;estions contained in 

the fell owing pararrraphs were made by several w".tness es. 

11.12 Jn_ thf?_fi;F.l>_!:._ r'lace_, it was suggested t.h<tt an Aclrlitional 

Directorate shou..ld be created to deal with t:-te r<:.ptdly j ncrens-

ing volume of work in some of the northern and central st<.ltes 

w~ich hc..ve bo:m hHhel'to somP.what inc:ustrially b:;: .. ~k1..rard, In 

this connection our attention has been drawn to the regioni.ll set-

.up of the Departmcnt-1955-56, whi.ch then cc;nsisted of fj_ve Ee

gtonal Directors instead of four, as at pr~:::ent, with heaclquarters 

at BombaY, ca:..':o.J.t t a, :t<Iarl.ras, Delhi and Kanpu.:"'. It is not clear 

to us why 111ith:i.n a _,ew months of the establishment of these 



r€;ions-' one Df the northern regional offices was 

sur'Jen]_y aboJ ished. 

ll.l3 

He, t!'.ere fore, concur in the suggestion 
made c:n~< r'"comrnend tha"':. the present 
north8r:1 reo:ion be bifurcated jnto tivo 
Dirc,-::t-:-ratoJ - one With its h adqua~'ters 
at l<.arT·_r <,3 at present and the otr_;r 
w:'.tl! ~,_;,.~ l:Jaciquarters a.t Delhi. 1he 
Regiona::._ Dir~ccor 0f Kanpu.r has at p1·esent 
a v '-"r:· ·!..ar~e g ecgraphi::al area, wtic.:1 
is also relatively nndel·-developed, uY'.der 
his c. arge and if tloi3 extE:nsive area j .1 

to le T'rop erly looked after, i.t :is 
necess: .. :.._~;~ +-:tJ -c;;e:c.~t€ anrrUl"' ... ~:r:-~egionr_l 
Dj_rect >rc.te. * 

T~e I:anpur Regional Director".te should 

incluC.e within its jurisdictio:-1. t'.he States of U .P., 

}':a:ihya Pradesh and. Rajasthan wh:i_le tbe .jurisdiction. 

of the Delhi :Jirectorate should include the nat.e3 cf 

Punjab, Haryena 1 and tr.e Union Territories cf Hi.JTl?.chal 

Pradesh and Da:!'t. If and When tr.e Corr,panie> Act, 

195'3 7 is ext8nC:.cc' to the State· of .Jammu and Lash;71ir, the 

Delhi Direct;c::-:>te should also t2.l<:e charge of :J.:~-•• 

11.14 

many competent witnesses, including the representetives 

of so:ne of the :' eading Cha'llbers of trade and industry 

crncerr:~ the C.elega~ion of further powers under the 

Ccz;;p e.ni..es Act t.o the Regional Directors. Vlitness e'3 

* Cne of o~tr rrembers, Dr. n.K. Hazari, cons:i.dered that 
it; vas !"ot ?iecess sr-y to create this acld2.i;io·1a.l Dircctora.te 
in 'vj e\• of -:.he relaticrely small rmmber of c·orrranies 
e:;;:isting ir. -t:his region. Anoth?r member 1 Sl-.ri Kalj_ 
l't.:khsrj "e, thr:ugr.t tha~~ this additiond L.' .. rr"ctorate 
£1':.ould be set 1 p only W}".en the Administrat.ic•,l felt 
th~t it was ne~esr.ary to do so. 
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I'>'-f-erred--i~~tec- aJ:i.2. J.o-tno-· follcwing ser::tic<J3 of 

the Ac"!:;:-

Sedion 8: Povrer to decle.re t;".:'lt en establts':1-
ment sh·lil net be treated as a 
branch office. 

SecU.N! 20: Povrer to declare th"l n"'.me of a 
c::napn.ny to be undesi-:-atle, 

Section 1.03: 

Scctj_on 
. ]Jl(3): 

SP.c~;ion 
149;c:) (b): 

~~ction 
tt ... -11)· 
t~LL\-.- • 

Section. 
213: 

Sec-tion 
~.S::5: 

/~~~t may be noted in t.'lis con:1ection 
that tho:~ pcwGrs U.lK:ei' sections ~~:L 

and 22 to a.pp:-ovc of r.lc:o;_nges in the 
names of a cor;;p any ~nd to rec+ '!.:f:'y 
the names of cornp?JJ..Gs '-'.3:Ve been 
alre,,dy delegated to thJ Regi0na: 
Directors.!'-~ 

FeHer to extend the pericd wi';;hin 
which the rc~istr?tion of tr~nsfer 
of shares is to be effecteG, 

Power to :hear appea1 . rcga:rdin8 
re:fhs::U. to regis te'' 1 tra::.s fer or 
transmJ.ssion of sh:o·res. 

Power to allow commet'!cement. cf new 
business vlhere only an ordinary 
resolution is passed. 

Power to sanction, mod~fication of 
forl!lS of b?.lar:ce she•-Jt, 

Pmver to extend ':he d2.te of the 
f:Lnancial year, JIJiP'.J.c .. i. fteturns and 
general meeting of a holGir:;; 
compa...'1Y so as to me2>~"?. it coj.ncide 
Hi.th the finc:.ncial year of ~ts 
subs idie>.ry. 

Loans to directors. 

/au hj cct to s'.l.ch detailed policy 
-:i nstructior1s :o.s rr.ight; be gtvP.::-1 by 
the Depart:nent of Ccnpany Aff'lirsJ 
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Power to remove the de Sf"1UJ...1ification 
incurred D~r a dirGctor ::<'.i ~_in~-~ to 
pay ar.y call in respect c f tJ_D 
shares; {J.qld by him wHh;_n s~.z: 
months from the date i"i:.ed for the 
p 37111ent c f call, 

/Subject to specific ins'~:ndi:ms 
-to he laid. dew;: cy the J..;~p:utmcnt 
of Cc:r.pc.r;y Affairs..:/ 

P~Ner to P.Xe~pt a co>r.:;;::t:':-· d"!.re~to~ 
from pHrticipaU.ng or 'roti:rg i:1 
a. b':lard 1 s pr0cecdings wherP. r.o'1t.racts 
in w~ich he is intere~ted are 
dis cus3 ed. 

The B oove suggestions for the der.entr«lis a.t.j.cn 

of powers 1.U1:i2:- the Compa::ies Act to the R0g:Lonal Dire~tors 

are only illustl-c.tc.ve. Cu:- vie'• on this S1.':?;<;e:-;tirm is 

th::tt vrhere such )OW·3rs affect the day-to-day vor'c of 

co~:? anies ar.c;_ d~_, not involve 2ny major depar"-ure fro:n 

the "basic poJ_ '.c~ es cmbod.iecl in the Act or in vel2.-

ectc>.blished co~pany practice, it vTculd ce an n.::l.v1.ntage 

alj_'-'.:e to the k:ministration and to the cusines3 

c::-r::rn::1i t:r to C.e eg ate these powers to the R.e;sic.n&:_ 

I'jrectors. For, th-:ey would be able to deal >ri th the 

lo~,"'.l b;si:1os~:"1en l"!lore conveniently thl.Il the D~epartnent 

of Ccr:pa::-lY Affairs situilted in HeV' Delti couJddo. 

In t:1is light of our gene:rc>.l ·.ri.e>! or this 
S'~ bj ec:t '•e suggest t)'].at u dcp:;ct;nerr:.al 
cern :.+.tPe under the Chairmc.nsl'.:.p or the 
Sec:nt:, :·y of the Depo.rt.me:':t o J:' Co':;lpclny Affair~ 
shculd .~o into this s1.:."bjec-t &!,c. prc:p'.re 
a. sc'lto!J:·CJ o: -ft:.rther dc::i_egatioa of pctl"ers 
to t.1e :~.eg:!.onal Directors \·rithcut delay., 
Th:i s cl<.0g? '-ion \vill not pres en~ an-T ler al 
dii1ic,<: ty tut will involve onJ.:· a ::~_;nr;le 
c.dministrati~·e d8cision. 



-171-

11.16 A t:.1ird. suo,;gestion concerr. 

vested in t•1c crmrts of law, 

to the Regional Directors. We mention a few of 

thern 7 agai:o., by way of illustrG.tj_on only:-

ll,l7 

Ser:tl.on 17: Amendment of the ;{e:'l'Jrc:.nG.um of 
Association of a rc~9eny. 

/Subj cct to such guiding 
principles as the DePartmcn':. of 
CompanJ Affairs might ley down~./. 

S•;ct::..on 141: Rect:Lficati 'Jn c :!.' the Register of 
C'larges e.nr:!. extensio.1. of tin:e for 
registration. 

-)ec7 ton 
•• r. ·· i · ) ..l..•J.j .. -..rl. : 

fe,.,t:i.orr ?34A: 

Section 210A: 

Crder ~o~pelling :>-r:T!'leciate 
inspecti:.m Of d.:>C'.l::ents Hhen 
refused. 

Sanction to the Rrg~_strar of 
Compar.ies for. S'JiZ'1?:"e. of company 
rcec::-cs. /on t:1e J.i'1:;s of sirr.i.lar 
poHers given to co:.:.le;:tor of 
Customs u nc.ler the Cnst•Jrr:s Act!/ 

SancU.on to Insp~_ctors for 
L" d /'" .. .L o. recor s. tJm~J.ar co 
· t t' c .. .,_ t ~ gJven o .:-.e .. o.L.Lec..o;;;. 01 

uader the Custor,;s .Ac:.. . ...; 

seizure 
po,,·:C?r5 
Customs 

In regard to the le.st two sections mentioned 

above, the Department of Co:nparw Affairs may l::.y dmm 

detailed g·~idelines for the use of Regionrtl DirQctors 

a'1d further rsquire that a short staterr.er.:; of casc3 should 

be sent to ti:oe DJpartment before the ncce:;.>a~-y sanction 

to the Re:;istrarc and. Inspectors is given. k1 amendment 

of the Act wotLJ.d be needed to give e;ffect to our suggestion 
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so far as t>2 tr<ms:fcr of po,vers from the co•1r'~s to the 

regional Dire~to!'s E.re c0ncerned; that should =-'rr.-vide 

c>~l thcs e i!lte:- ~st eci. j n or concerned with thi.s ~:m·'bj ect 

v:ith c: reasonab-: o opportunity for debe>.tL1g thr! issue 

c:f.' ;,;olicy invo:i.xed in our reco!:lrle"ldation~. 

lJ .18 fl 7~c,~-rth '!l~il)_:r:.20J.~:;_ regardi:1g the Ad:ninist rati0n 
\ 

of the Act in 'che Resional Directorates and j_n the 

Qffi.~OS of iteg:'_stra:'S which was brought to our ·notice 

by m:'"''Y witneE'ses was the need, alike for imrl'o'.-ing the 

qnali.ty, at ks7 Joints, of the staff er!plo:rec'. in their 

off;_ces end for re-'"''lforueme::J.t of the exj_sting staff 

strength, pa::-~icu~J.rl:· in the leg2.l and act:'oUl:tin::; 

sections of theCP Of~ices. If our recormnend2.tio!' fer 

unifiPd ac.:dnist'r.::.tion of the Co:.>pan:i.es Let and. o-' he-r-

rela.t8d s:1b~ects: to which vre refer i:1 chapter XII of this 

8.t t'-le Centre, G.eali:::1g vrith all th8se subjects is 

accepted, we a:.-:ici-oate an appreciable add.itio'1 to the 

lvE.d of v!~rk in ·the Offices cf Regio'1a]_ Directors a.i'ld 

Stcc~: Ccmp<mies, particularly at the 

·~-· hor,ev"'~ J...;...g ._. - ....... ..Ls. Ti'lese offices Will in tbnt e·.-ent require 

not rJerely some cJ.artit8.tive adC.ition to thcL' staff 

strer..gth lru.t r..:so a b"'tter calibre of perscnnel ir. tJy:·.i r 

A.rtn.:n, if the c.d~inis"':.rative re:::,o:!"l~i-

bility for supc:rlii::irg the •rork of the Official 

Liq~idators is to ·ne increasingly tra:1sferred f:r~::m the 
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ccurt-.s t.0 thP .Reei.on:;tl DiN!ctorfl, this \:::.11 also c:1.ll 

for a siz3a·oj e strcng,the:-:ing of the staff strengtl1 in 

tho re.:,ior.nl offices of the requisite corr.;;0tence. 

This again ~-'{ a : u_bj cct which has to 'be ex:aJ~_ir.e:d 1 

:in some <!e::_:,t};, en the ba3is of facts and figure:J 2nd 

th~ rcleV?.!:t :~tr..tistics relating to th~ ex: sting 

stC~.ff st.rer:,;Lr. in these offices. 

r-~ is j_mportant th?t this stud.~r sl-,.n:;_d 
'r'e un:iertc.kun "oy a {lj_gh-po,8T c~c:;;art-

. ID•:!ntal co~m:Ji t tee under the Chairma:1ship 
of tl:le SecTet<cy of the D0p9-rtiL8d; as 
flQnn 2s a decision 0:1 tho m:1..i0l' ",;Jolicy 
isSlJ.P.~> rais9d. by us ~'las "t2e~ t~ll:en. 
1·h u:•:<"Arsta."ld that th8 Depe.rt:n2nt of 
C"'t.•.pr.ny Affa.:•_rs ~-3 no~....- r~cre -:~ha:J. sr::_'lf
[:~rpor1:ing and th"lt j_ts f'-'e--inco ::e 
r;;r.:h exceEds the e::pew:i":-u.re in:'oc_rred 

t . . ~ t ' I _,_' . · t. r n ·~1s J....:epa.r me:nco n · .. r..ls C()~.L:!.CC :-LOn 
''P. f\~lly enriorc.e t!lo obserraticrs of 
tho l!:s+.imates Comm:i.~tee of ParliF-~cnc 
contctir!~:l. in thdr i53rd Report, 1963-64, 
j n "''ic:. they commented on the e~:C8S3 
fiT~ ·ear tings of tJle Department ar:d 
flJ£.f:RSt3d that as thA. amou1TC cf f·3e[; 
r· e; __ ::_:_ >eri. _f'rom the joint s to-::1-c cor;si~1~LGS 

C:.Tti;· -.- ~he "'revious tilre e ye G.!'s h;~d :.·ar • J' • 

ey:-e( 1ed th3 a.m01~.nt of <?.X;'eP .. dj_turG 
on t te administrati.cn of t.he C.:urtpr"li ·~::: Act, 
tJ:'1.-, l!' e.::tion of cretl:i.tirg the c:~cc.1.1 ~·evor:"J.e 
to a srJeci al funct for the P'J_r;:,c-sa ;n' 
u!"d crtv.k~_ng res earc:h in eorpcl·):ct8 rrat ~ers 
and in :!.~n~Jar~ing t::-ainir:s to com;-Jan.r 
account::;.nts, company secretaries, etc. 
uj_ght 'be ex:-1nined. The e:r.:p endi t.ure 011 
t '·;e aldi t lo-:1al staff st rer•~C th w'tich \·TP. 

ha.ve .su5gested for the offices of the 
F.e,~io:t2l Direct.ors nnl tl1e P.eg·i..stra~s 
w;~.tld be a J.e;;itinate dta:oge c~t the 
sc;.:·plus of fee-inccme earned by 1:1e 
D o=o:;: J.r tr::ent. 



W · h "' for"' ho~_. e that the cost c ~ our e , c; •. e. e _ , •o 

prop8s :tls would 1:ot be <'.~~,;ued as an impedimrnt -t".o their 

·i.c;:,l8oGn~atioa. so f'c.r as the Departnent of C'•.:l'l:;J<r.Y 
- ' 

Affairs at ~ny r~te ~s concerned. 

- ll.20 

shJv.ld 

duties 

devote 

Closely allied to the question of st.?ff 
stre!1£).ll iD that of inr~rovj_ng the qudity 
of ths o "f:Lcers ancl. the senior staff -:o~. 
only i:l the R'':;ion3l a.nd the Resistra~s 
Offtc?~ ·,u't. al~o 0t the heacl.q,~ar':.ers of t.he 
Dep:>.r:cen.t of Corr:pany J~ffajrs i~self· If 
the fe• art;;;c:Y::O a:r:i its regiona~i. ana. stat(~ 
o:'fices are to be fully preiJ<t:::'fold for and. 
gear<'d to the cc'.C.iticm.l re:~ponsiNlities 
F:-t~i::!il vre visue .. :!..ise 1\:,r th2r. i it i.s e~s ential 
t~nt c.rrangerwnts for systelilatj_c pe:rj_odic::l 
in-service t:r=tL1ing and crien·ca'~ion course 
for t~e officers and staff of t:r.<: Dep!irt:r.eYlt 
s~ou:.i be mC',d.e. 

'i'he St.;J:'l_"Lor officers of the .Adrnir:ist ··ation 

consider thiJ to be a very . + ... lmpor -aD" p ~- rt. of t;hr=ir 

and , ..... .,.... ...... ;'}.·~1·~~· r _ S.t''-' 1S .... ~ l uleS, and should be p:·0p:>rcd to 

~orne of :.r.~i::.~ time to this n;a.t t er, It m.cy 'he 

Ho:rthwhile fer t 11,·m to obtc>in the techn;_cal ac'.vice of 

the establishe•l _,Lofessional institutions lj_ke t>e 

If'stj tutes of ;.:,~nagement at Ahmedabad :cmd Calr,ttt& and. t~1~ Staff 
,- ...... 1 -i :':'!C ...... a~ T--;, .. c"----·e'-a-' tn r·~~tl.·on .... r ~ '-·-~ .•• o .·- ~ ·-.1 '''-· .. , . .:., ·J '·'~··' _ r;<:\!.y a '£1'>'·1 '.JJ. 

the more icportant professional 'hc·C:.ies co:1.::0:·;:ed. ·.r.i th the 

\;e have no d':lu:ot th 1t these institutions will be ready 

to offer thei:- ad··tice n-::rt merely on the d.esj_gn '1f ~he 

tre:i.;cir:g 2.!'ld <Jrientation coursec_, b>.lt vrould. (,_. also ready 

to u::derta.ke the runn-Lng of some of these co··,rscs, 

with t~e active, 'lelp and co-o~eration of the 8enj_cr 



officers of· tho Aclminj_strat::.on. 

11.21 

l.t an ea!'lier s-:age in the history of the 
llepar~.n:rnt of Corrpcmy Affair:>, a close l:..nk 
:!red. bc2n for:::ed retwe0n the th:m I·epac·iJment 
cf Ccrqan:r 18''1 .ArJr.::Lnj_3trat::.on and thc:oe 
Insti1,utes a:1rl some private co:a:ner(~ia.l 
~;r-aininEc; inst""tutes in bonba:r and 11adr8~. 
·;~hese link::; si'lo"J.ld 'be re-vi7ecl a~ . .i a. contim:ing 
SJstell! of trainir:g and :reriodic;:. 
Jr:i.,1r.te>.tion C'Jt.i.I·s e should be or,~ <-:'l:Ls ed 
a.r,d prc,grarh1ed for. 

A E .ree.n of Public Enterprises has 'been recently 

set t'P l>y t:1e Gc.vernment of India in the :·Iirist:by of 

Fin:mce, }/e we-:-e given to understend by official 

wi tnass es +.:1:;_ t t:1e duties of this Dnrea·cl vl~ ll include 

tfl.e reCI".li'i'.:: mt and placing of mc:.n?.geri<J::., JegCJ.l a:1d 

a>::coun·ciil.c; person:-1el in the rublic sector ta-.C.er-ta'dngs 

of tl'le CE:l"t~ral Go·cernment. He '"elcome this raove as we 

consj_d.er it as a. major step towards t:J.e efforts t:1at 

are nr:v bPine; I:'l'lde to system:1tis e appolntme~~t.s to the tcp 

posts in }•tl.'ll:".c undertakj ngs by drawing 1·p pa::-1els from 

all availabls fields. 

11.22 

So f'lr E.':l t11e managerial perscnnr:~ needed 
~·o:· ~he2 1 undertaJ.:j_ngs is concer:>.ec'c, we 
C'O:'s1.de,• that there is need fer c:.onc 
C' 'l.i.lil :)O'' at ion betvre e:-1 the iJ e p a:::-t er·n·c of 
Compury Affairs and tl!G Eurea'u:· of ?\;,bU.c 
En~et~!riser:. 

If c".l:" recorrJl!cnd.atj_on for a comprel~E''<'c~tve 
Ce:.t-r&l }~ir-.istry to deil.::;_ with t~1e c~)n,punics 
Act and all ether reiated s'Clb,j ec-: i.'J 
accept:Jd by Goverru:ne;l.t, the need f--;~· such 
collabo:·CJ.tion would be :::_;1escapacle.. It 
j_:, not en0ugh that ·::.ho Se::retary of some 
o'cher Denier officer of the Depa.r-l;l!wnt of 
c.:o·c.tpar.y Aff:1irs is a mez;-:1-Jer o :f the 
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Co-ordir:?tin;r Corrw11.ttee which functicmr
c.s t,10 gc.v.'rr•ir.t; -::Jody of the :qur,-,3u or' 
f\l~lic Z:1tcrpr::.ses. It is also ;1ec~·JS<-ry 
t ·- ,~ ··· 'r ,~ t' Bu-· ~ -i - r-~r-• tc ll'-· .J •.-!J? wor ... \. C'. .~,18 .J. ec.U _n J.. e0 ·~ .. ·--

t!:9 re~~:uitn:cnt, tl .. ~ti:l.in~ ar.d pl3.ci~,.: ci' 
mc:rJ.~g e-;_~i::J.. leg s.l _ali.'l &~ca""J.ntinr. pc : ~ -:;::_tnel 
r:·f co:.JrFt:l:.es is c:losel~.r in~egrr.ted •:ic;h 
the acti :ities Ol tl18 JJEp8.rtment o.f C~>:p:1'1Y 
J\.r'fairs ln this ar?R, This Depar~;rnunt j_s 
clos el.'· r:.'1nncct 2d -,,_;_ t'l the pro .l:'es,_:io'ls of 
+r' 0 c~----·or·r l-·,-,r~,..~ <>"'i "C~"~n·• a'CC'"'n'·a~"-~ vl V.lt:'-•·\ G.''t.,..,.... .... ..:>.c .... t '-'.&..;:L_,(J•...,.i. ... ..) ·-~ .lv.L.'.L.l 

~n"' •lro 1·'+'1 '·he ]Jr "Je~s cp n··---"'--.-~~~ o.J ....... a .::• -"'~-.~J. L.. 1'):.... .. ~.l ·.!. '"-J..:. ........ c-~ .'•d.V 

cf CO:J)cnies ard sh01.1ld be in a 'DOS.c~~Lcn -~o 
cf'fer :c:-e "'1.ecessa:ry tech;·:icn..l e.dv:ice :m.1 
guid£n·~ ,, to the Bu.re au j_n the formu .. 'l L -Lon 
of i.'.s pl:o.1s and prGgra:::J:::es in regc ·i to 
~he rec:L'lJi,~:ner.t v.r:d tr'lining of :;pe<:ic.lised 
~.-,,.,.-,c e~J· ..,1 perco~nol con~"'r~~i' ,,, .... ,,, .~.:·:....-~~c .~. _,~,. ~ ...... , ..... ~'-- . ~.. ...... ,_ ... ....:;-...L .,.~·~ ·"'·· 

manace!3.e:""..t., 

In ttis contr::·t ~ we r2.produce tl1e follmving e::t:·~.c~:s 

from the Repo~·~s cf the Estimates Committee f,:.r tl1e 

:rear ::!..:?::5-5'3 on the Hinistry of Home Affairs (P-uhl~.a 

Se:r.rices) :-

":-l~·3Y (the Com~itt.Pe) need h8.rcr..~r s tr::s.s 
ti1at ln t'1e analysis t::c success of "-~ ::J,'livid-12.1 
is large y C.et err;1i11ed by the kind of lee.dershiu 
whicl1 ::.s ;-rovided 'b:r th" top eche::.on of ser·vice. 

T~1e Co;:rJittee suggest that su:ita'"!l'l a:r:·ange
rr.ents s':v1ld be made for provic.ing an ::.nte:t::ive 
Cu'.1rse 0f training to officers 1-rno a:r.~ dep~~ted 
fo:r t'le fj_rst tiF.le to public undert<c< n1;s, in 
fundi';ner.t.:..:s of b~sines3 and i:Jdust·:J al 
wane>£: e:r:1sr;"!:., \v:5_ t.h special rGfc:rence to 
~::::magemcnt 3.ccountacy, orge.nisa<;ion and mPthods 
aYJd t~e int:er-relation betvrGen prcs~cticn and 
sale. 

T-116 d u;;ation to public undert;J i~.:!8 
shcuJi nv~ be allo1ved to bEco::r:e mare_ a 
rung H t:~e st-.88;Jlectase for r.ic;her l 
higher sc<'-~ )S of pay and aJ.lo\vances .,r 
cf.:tcer .~ l t shot~.ld b2 bas cd o:1 a c 3.':'efi'l 
mqtchin1, ' _· the O(Jti tude a,nd p ro-.ren a :'il~c- y 
of an c ffJ ~r within the known reqc.i' smer: s 
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of nn unclertaYing," 

One aspect. of the type of J:,t?[r''3.t:i.cn 
k:'t.cvcen the Bureau of fublic :iC"l.ter
-prises and thG Department of Company 
' ~~a· w·n · ' ~ · '· ' e · 1' 11 ~-~ ~rs l~·l Bwrl~es us as o ln~ u 
cf c .. dTJ1j_nj strati..ve potentj_c..J_tties is 
'~he bettor utilization of t.>e e>.:::co1.c:lt
:;ng, J.egal, r:;.ng_rlcir•g and (--'-.~:er experts 
'.rho are P.oll i 11 the Com:;) any ,;,.g_w Board 
Service, not only :i.n pu~J·.~_;_c cmte-c
-crisss bu.t <'ll'l·.) in other r"·2.rches ~.:· 
of Ajrrinis t; rat:i.on. 



I:1t e.<; 1').t ~d "!.<1-'ll~ir.istra t_i ol'}_o f C,...m.Jl~'1Y.. 
L"'lv a;2::J. r_~).a ted ::;n.'J ctmCJ,t :J 

In t~e :;: revious chapter we have d.salt •ri th the 

organj.sation and structure of the present nachinery 

fo!' the aclm.tnistration of Company Law, ar,d hwe alro 

considered so1:1e major problems relating to tl:,., staff

ine of the central, regiopal and field offices of the 

Depe>.rtment o:' Compan~r A:':'fairs which, in our view, have 

a direct ':lea:-ing on the efficient and expe•dit:Lous 

ad:ninistrati.on of the Act. We have als-:. strassed the 

need for systcnatic, periodical. in-serv:!.ce training and 
' 

orientation courses for the benefit of officers and 

staff of she DGpartment, so that. they can keep themselves 

abreast of the r,qpid changes that are taking place in 

the organ~.sation and work:!.ng of joint stock enterprises 

• and may be in a better position to appreciate the 

economic and social forces motivating them. In this 

Chapter, we propose to consider another major organisational 

and administrative problem, which, in our view, is as 

important as tl:e issues which we discussed in the previous 

chapter. T:)e effectiveness of the adl1in:i.stration of 

Company Law, net merely in the narrow tec:1;1ical sense, 

but in th<J ·..rider sense of helping to achL_.re aims and 

objects of the legislation would depend not merely on the 

efficiency of t'o.e administrative machinery entrusted with 

the responsib.tlity for its administration l.ut also onits 
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scop-e and range, r.nl on the degree of coordinc.:ion which 

this machinery can br-:.:1g about between its \vork and the 

rolicies followed by other age:-!cies in adiTJiniste:::-:.ng 

other related measures, \vhic:1 have a close boc>.ri:-J.g 

on the vrorking of the corpo-rate sector. The nee:i 

fer s1~ch coordin'lti.Jn and integration of the A.dmin:.stra-

tion cf Corr.p~w tr-.·.• with th8 other enactments whic:1 are 

now being acimin:i.st er.;d. by other agencies WAS recognised 

as early as 195? -vrh,.,n the Expert Com!llittee on the 

a:r.end;;Jent of Ccmr.an:r Lav (popularly :mo~om as ~ 11e Bhabha 

Committee) sut'!littec. its report. We need onl:r q1·,ote 

the follo't-Tir.g few sen..tencos from paragraph Q.'.7 of that 

report: "He ar-:~ there::.ore strongly in favour of a statu tor~· 

authority fm~ this pur;JOSe. This does not mean that 

the Central Authori t:-* would function in isolation 

from the m".;n Cclrrents of economic policy that may be 

adopted by the Govern!llent of the day. Cle arJ.y, rr:aj or 

is:::ues of econc:Jic policy relating to the privc>.te sector 

of t:1e co,1ntry 's eco:-~omy, L1 so far as they b9ar on the 

vlor1~ir.g of the co·~panies must ultimately be matters for 

Go·terr.:!lent alth011R'h ve visualise that the Centr3.l 

authority along >ith others would be closely cvnnected 

with the formation of such policy in its for!L'lLti•re 

stages. But 0;1Ce tl.nse issues of economi.c policy haye 

been settled Frd err!'vi~_ed in legislative or ex8cut:.ve 

* Tho referenc:e is -, the strong prefc,rence of tl,·v-.,-£-,::-. l:-1-a.,...b"""h_a_ 
Cor:t'!littee for a 8tr·tu·~ory body to deal with the ctdrainis
tration of the r::rJ•!p<>.nies Act and a.ll other related measures 
ns Qgainst a pur'-:.._:\' d.3partmcntal organ:.sation, wllj_ch w&s, ' 
r.o't-Tever, favoured by Government at that time a.r'd. v;as 
subseq_uently soc. u.p. 
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decisj_ons, the fil)plication of the e_ccept8d pr:~nciples 

fornation 0!' ·.rorking, should be the respcmsibil~ ty of 

o. o.uasi-:i.ndcpGndent au thorH.y .••••.•.•...••• , .••••• ".@ 

D.1rther l in the course of the report, w~-:ile det a.:Uj_ng 

the fun~tion.'l r-nposed fi:-r the Central Aut:-:'Jrity, the 

Cowmittco adr1.ed speci.fically tha:':; ';;!-,_is bocly "shouJd 

also !{eep the i;~V·?.Stment markets in the r-rivate sect0r 

cf the ecor.ol":l under continuous observa'.:L:Jl'l .••••.•.••••• 

the Co;;;mis:::icn should also carry on suc.'1 ot::1or fhnctio:1s 

re::.at 4_TIG to capital issues control, regulation of stock 

exchsn2;es a!'".:t any ether subject connected wit":: the 

pro:not ion an:l for!'lation of <Taint Steck c,·.:rp'lnies vrhich 

the Ct:mtral Government may deJ.egate to :tt .......... •"* 

12.2 In partial modification of thA rocommendattons 

of this Com!ll:i.ttee the Government of India set up in 

1955 1 a se8retar~at department called the Department 

of Compa:1~r La<l Jl.d!llinistration instead of a contre.l 

statutor:;- co::J.,nission, but v.·ith a wide 1·ange of fiH:.:::tions 

directly cor:cecned vlith the wor!:~cng of tl':.8 Cc"'porate 

sector as had been suggested by the Phabha Cc:nrr,lttee. 

Subse~uently, n Joint Com~ittee of Parlinment endorsed 

t:Hs decisjcn of Governmer..t. In the re:-L'lt, +:he duties 

and. rcspondbilities of the Depart!llent ir. the in:Ltial 

~rears incJ.:J.C..cl. not only the administration of (a) the 

Companies Act. but also of (b) c2.pital iss•1e con'~rolJ.. 
* Vide :P;ove 19r-; of thP. Hepvrt; o.f ·the Co'.:pany La1• ----· ,:) Co:nmit;-.(;o 1 1952. 
@ Vide :Pr;;es 19:1-194 of the Report of the Company Law 
-- Co6n:Lttc8, 1952. 
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(c) stock cxcl!anges 
1 

(d) financic'.l corporationc: 1 

in.::ludj_ng the Industrial Fin2nce Corporation 1 ttc 

St :::t e Finance Corpon.t ~ons, the Industrial Credit and 

I:we-st::>cnt Cornoration of Ind.ia ·and the then ex;_sting 

Rchahil:itation F:'cnc1ncs Ad:::r.inistretion, and lastly (e) the 

prof,'?ssion of e>ccou:1+.ancy. 

1 '0. 3 \ve do rr:-t '.fish to pu-rsue at ar.y len&;th the 

n.;rnercus shifts in adrninistra+.ive poljcy, not easy to 

e):plai71. :< n re.tionol terl"s 1 wl:ich follo\,'ed o::e after 

anotJ-;_cr between :1_955 and 19E5 1 as a res1.llt of ·.·hie~ 

some of the subjer.ts which had been allotted to the the!1 

Depa:-tr:ent of Compm.y Law AdnJinistratj_on (sinse 

ren~rned Depart'icmt oi' Cc:::r.par.y Affairs) were ;, aken 

out of this Department and transferred to the old 

Department of Econor:-.::.c Affairs 1 although at a latsr date 

agail'l 1 a few of thsse subjects were re-allotted t0 

tho DepartMent of Co::~pany Affairs. It will b~ 

un:::-rofit::>.ole to conDent on the aberre.tions cf 

poJ.::.cy v:hich were responsi~le for this ine;:;>licabl8 

cor1:::-.ird strative co::.f.l3ion during the few yee.rs 
1 

but 

responsible info,...;;:ed. opiPion has always strong-ly 

stre~sed -!;he r.ece"s.i--:;y of coordinated and int€•.rated. 

adoinistratio::. o:' th; subjects listed above ur.r er 

o;o e d. e~ art me nt 2l roo". We need only quote the 

observations of the '~jvian Bose Inquiry Cornm~.sslon, 



which, on the be.sis of a detailGd analysis of company 

W'.l-practices and company mis-management on a la-r;::e 

scale in the !Jalrr.:.a group of companies came to 

the fi.ncJ ing that :i.n the interest o: the efticient and 

effective retjUlat.ion of joint stock companies, it •11as 

es.sentjal th:1t sc'loral other en:tctments and institutions 

which were directly concerned with company management, 

should be ~dminister·.cd by the same authority as y;:;,s 

in ch3rge of th.1 ar-l.:::ir.istration of ·che Company La,.·. 

We (]UOte the follo\ling :!.incs from t~1e report of that 

r.omrnis s ion: 

12.4 

" ••••••• ThG Commission would wish Governrrent 
to cor>sider one i11port~nt issue rel&ting i;o the 
Ol'gani.satiort and woricing of the var:i ous riopar:.ments 
of GcrrerrtJJ~r>t which are at preser,t cea.lir,;:; 1•Ii th 
the corporate sector. The Departm.J"'lt. of Company 
La1,r L.:nir,istration (no''' the Depa:-tmcnt of Company 
Affair::) de3.1s generally uith the working of 
Co:::!:Pa 1i,JS Pet, ensur''S its compliznce and is 
regulating ~.ut'YJ.ori ty wh8rc Ce;1tral Gc·.rernmcnt 
sanction is necessary under various Sections 
of the Act; but there arc o·i;her dR;Jar<:·mel'!ts which 
deal ·rit'l. different aspects of the m·.tter, such 
as tl::' control over capital issues, Jcock Exch:mge 
regulation, etc. These departments come under 

--<1.- l.r!il~it.Jtry, different from t1"G l·:ims-:ry under· 
which the D·Jpartment of Corr:;>any !"aH· functions 
and t~10 CO'l•mission fe'els, f'S the Bhabb.:.i Committee 
d:!.d, that thG!. e is nc-ei for irLtegrateci. adminis
trat:·.on of t.l!CJ Compan~.es Act as well as With 
other m1.ttcrs connect d uith the corporate 
sector."* 

A laree numb8r of uitncsses who appea · :1 before 

us on behalf of 1nany different •rganisations c1.mi 

--------·------
*Vide pp. 813-14 of ':-he Report of the Viv.i.Pn Bose Commission 
--of Inqu:.ry (L962). 
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0 ... • • '-

institutions connected with the worlane o ~ JOlnv 

stock cor::1:·'3.n:~os expressec therr.;elves equa:'.ly stro:tgly 

0:1 this s1.:.bi c~t-. 
0 

The gr•Jat. majority of tL"11 were of 

Ac'T!.inistrat:Lcn as vrcJ l &s the business ·:0r.:."l"Unity tnc,t 

tl1e subjects to vlh:i_ch '''e have referred a'b0V·'l r'hould 'be 

de;::~t wit;l tn o~e goverr:mert. departmcrt. 

12.5 

~re .~or:cur i:'l th:i_s view, and are coiTrjncerl. 
-:: ,,,t tl:.e cc..se for ~rj_ng,:i.n::; 1.'J l those rel:o.ted 
s'l<.b;,e:-.:.s ~Hlder one a::.rr:inistrEtive roof' i3 so 
o·r,:r..rile:lming that a:-1:- :we.rginnl ~-c'va:ot2.z:es 
, .. ;,j ::-h now accrue '!:.o some of the cecietarjat 
drop;1.!'t.mc;r..ts from the preser't hpp!~:J.?.<:.rd 
d:~str'.bution of sucjects amort; -sr:<Ju are 
m0r2 ":.han offset by the ser:i.c•.A!. da!l'age cc-.used 
to ti::2 ade~r..istrrr!:.iY8 effectivE::lGss of 
th~se J>:')asures ·oJy t:?.eir :"ractj_·:m .. t.:;c_ 
G.dm:i.r:~stration in dif~e:·er.t rrinistrics. 
Gover~::r:ent c=.n r~·ver :·x:;:Ject tc p:roC'.'J .• ~e 
e.ny -::..r.:)c:r>t on t!l•J cor:1orate secto;--!if 
d " f"·~rn-i- gover· '""~t~-: or C'l~"-; -g~--o~n~_,~c al - . .1..- ·:..l . .l _._ • .,..a.L;JCL../_ ... .' uu...L. t_.'' ...,..;,. .l..u..-.J.!.V. 

a;er.ci-:::s contirr1e to pul:. at 8ach ot:J.G l' anl 
fail to evo:ve a ccordin'l.te:i &nd. intE:gra+.ed 
po~.L:y 1: n·ler which alo'!'l tl:e G.iffel'ent :~rpos 
0 r e.:i.mj JL:_:;trative 1V82.p:ms in Ll-~ de)artmcnt 
aru:JU r~.es of Government can be vi rclt.iLCi 
:;:''E'PC'3 o fully foro th11 purpose of c-,c;!i<.7i"lG 
-..;!"0 c·::mmon obj ccts and goals c:: c-jl ".hE:s.-; 
ag0ncic..s. 

T~~ ar~ur,ents in favour of thJ integrated 

ad!.".inistrat.:O_on of several of the sub,iects listed above 

are so oo-.ri.C'.ls-that we do not "li:'h to C.ilP.te <.•11 

them, but fo:::- tho sa%e of the fullr..ess of the 

n2.rrattve would onl:;r touch on th011. u·:-1ar present day 

conditj_or>s, c::>pit:':.l issue cont1 ol i.3 n0-.-1 larzely 

an exercise of cc:--ttrol over the capital st~-ucture 
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an.d the tc!'ms oL .. tncorporatj_•)n of companies, :t. e., 

c•.rer th_\3 __ j: . .echn:l.~:tl conditior.s of the issue of cap:"ctal, 

and is intender. prim~rily to ensure a healthy and 

b-::!Janced ce.pit3.l st:'Ucture for cc:::;panies, subject 

to the bro;o,d priori'~ies of industrial development as 

laid do1m in our Plans. It has very little tc do 
' 

\vi th the probler.J of inflation, v1hic:1 originally gave 

birth to this Control or with the Control over foreign 

. ... t . 
li!VGS vr.!~11 S I ln rG[p.rd to wt.ioh it was an important 

instrument of policy, before the present elahorate 

:tpl1-aratus for the regulation of fore:i.gn invest~.;:e;1.t"l 

was devised ot 1 ir.d.eed, with any other major issue 

of econooic pu·l_icy. 

1?.6 The inter-relation between joint stock 

companies and stoclc exchanges is equally intimate. 

Indeed for many yo~~s prior to 1951 1 jcint stock 

compar.ies and stock ~xchanges were under the sdministrative 

responsibility of the former Mini.st::"y of Col"'llerce. The 

market for ne·,; iss-.lGS of capit2l pr.)vided by a regulated 

stocl~ exr:hanee and t?le terms and conditions on ·,rh~_ch 

the operations in tbis market can be ccnduoted a.=e 

matters of vital i:nportance to the extension a:1d 

development of joint stock erterprj_ses. Thry o;pparatus 

and the instibttio:~s of the new issue mark8·!:; in 

p:uticular are clc:-cly corJ1Gcted with the workir.g 

of the Companies Act, and indeed Prrt IV of the 
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Co::"pa:1ics Act deals vrith. matt0rs Which spec:'_;lJ."'...y co;.;.cern 

thsse ins~i~lt~o~s. 

rc~ations vis-a-vis the investors is ar.c.+:.her 

irr.portant function of the stock sxchangc which i.s 

of great importance to tl::'l conc.uct of the business 

of ccmp·.nies. AlJ. these faci:Lities which these 

stoc!' exchanges offer e.r~ liable to abuse. It is, 

therefore, additi.o:12.lly important that '.;he acl!'lir.istr'lt.i..ve 

1'.uthority·v.-:~ic1.1 dcG.ls with joint stocl{ cr:wpnn~.8S shouJ.d 

a:'.so be ir: £d':'lir-istrative c':large nf st')c·: exc'h:u:ges. 

1•1any \vitr.·,ssc::; :::necifically brought to our n0tice 

the difficulties caused to brc.~crs as weJ.l as t;~eir 

clier:ts including the joint stock comp2.n:iGs h:r the 

absence of any adequate co-ordination be"'::•1een the 

Departrr.ent of Company Affairs and the De1:art:nent 

concerned •rit':"" the adrninistratjJn Jf the stock exchanges. 

12.7 Tl'1e inte:::--relatic.1s letween joint stocl{ compa:1io::; 

and the financial corpor'ltions ar.d other fin~ncial 

ir.stit.ution.'; operatil"$ in the private srctor, e.g., 

the Industr:.al Yinar:ce Co:rporation and t)-;e f.Jtat.e Financia~ 

Corporations, the Nation1.l I:1dustri:>l De·relo;>rrJnt Corpo-

_,_ . t· "' all I d "" . C d · ... C raulon, re ~~ nus.rles re lu orporatio~, the 

In~'.lstria~~- Development Bank, e~·.c. are t.')'3 obvio·clS to 

rel]_lJire ouch elo.boration. vJhat the SO'.lfld cl:1d. efficient 

worki11g of ~_:::ese instit'L,tior.s rea~uires is competent and 



-1[.6-

in1ustrial or con~vnsrcial po.li-::ies of Gover;:oment, or of 

the pr.i.ori ti8J to "be given to co:n-:;Janies s eol';:ing 

financ~_al accommadation or assit:mce fron: t:,Eu:;e finance 

and· L>vestnc:mt corporGtions under our Five-Year Plans. 

'J'!·wre nust 1 therefore, be the closest liaise;;. ':Jetween 

the c~erations of these financial insti~\tions and the 

a'imir.istraticn of ~ c,i nt stocl: companies. This "'ill 

ens,E·e nnt only efficient workin~ of the fj_na:;.cial 

insti ':-u t ions, l'u t plc-c.:::tng at their disposal 7aluable 

inside inform'l.tion about the w:-Jrking of com~al1i.es 

a:>d alJou t the operatl.ons of ,)OW8rf\ll business gro,:ps 

but will also :Jtrengthen company adr:Jinistrntion by 

pla.cirg 2t it~: di:;posal equally va'Luatle information 

about the rGsourc"s deployed by these ;roups c>nd the 

m?.nner of their c ep:oyment. If responsibility for 

the administration of the Compuni.es Act and that of the 

fimmcial corr:oratlons and financia:~ instit·c•.tions 

mentioned above cor.ti.n1es to remain dispersed <'•S at 

prr~sent and no atte11.pt is mad.e to brine; these 

institutions whi.~h r..o-w funct:i .. on in separate wa.ter-tight 

co::~partments under one and the sa'lle ad!llinistrc.tj_yE: 

roof, it wcnlti be impossj_ble to secure the :l'ltegrated 

ar.:l purposive :::-eg-_,lation of the corporate sectcr. 



1'?.9 f T ;, • For many :rears past in the Gov errJ1er,t o .... ncc:La' 

tl~.e subject of C•::71~l2.ny Ia\v 1 Stock Exchac1ges a:J.d 

e.:;,d control 0f one and tl-J ::;e_me Ministry, namely, the 

Vhen these sub.iects 't!ere 

t;~a::s fe!T3C from that }~:l.:1is try to the Hj_nist ry of 

P·' '1~~ _· __ .:. c~ • .1c e, all these subjects vTere eventualJ.y tr.·ought 

· under one De)&rtment in the latter r..rinis ·~ry, namely, 

t 11e ~epartreent 0f Co::-.pan._v La\v Ad~Ji.nistrati0n whic~ 

also deal·;~ with the finar.cie>.l in$t:Ltutions including 

the Industrial I'inance Co.:-pora~;ion and the Industrial 

Credit and Izwestment Corpo:::-ation. The aci:1~.nistrative 

respo::-;sibility fe-r the life Insurance Corr-Jration was, 

Althcagh the inte':'ltio-r. at that 

time \vas that as soon as the :L.ife Insul"~nce Cor-por'lt:i_Oi1 

had teen fulJ.:r organiE"ed after the nation:>lis'ltion of 

Life Insu:::-8~ce ~omprunies in the private sector, the 

subject of I!lsurance vrould be re-tran:;ferrer1. to the 

same admj_nistrQtive departm:-nt, i.e., the Departr:e:1t of 

Company La'.v Ac'~"llnistration vThich 'l'as dealir:~ \ofj_th the 

otl:.er related subjects, aamel:r, C ::-.pi tal Issue Cant rol 1 

stock Excr,ang as 2.nd the L.:12.nc:: al corporatio:J.s, The 

1. I. c. ccquiry Crorularly known as the Cha~~-a Enquiry) 

in 1957-58 once a::;:o.in dnw attention to the con:"licts 

of policy a~d ad~-:.~1istration \oJ"hich migh'. follow 

frorJ the ex:tstir;g divorce of the reE"pons:_r,ilHy . for 
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dealing with the prcb:'_ems of company finance and 

company investmei'lt fro;;! that of company managemen':;. 

Unfortunately, nQ ::lteps 'tlere taken to bring ::bout the 

des ired re-org anis at ion in the s ecr"tariat departments 

till 1960, when hy a Presldential Order dated the 18th 

November, 1964, the subject of Insurance was agJ.in 

brought under the Department of Company Affairs. This 

was, however, a short-lived reconciliation. The 

aberrations of administrative policy to which we 

referred to earlier again sep2•·ated this subject from 

the then Dep'l.rtment c f Company Affairs in .Tanuary 1966, 

We need hardly comment on these changes of shuttle-cock 

fre~<ency in the orga~isation of secretariat depar.tments 

which tock little note of the essential requiremen<~s 

of purposive and integrated admL\istra'~ion of subjects 

closely linkeC: to cne another. 

12.9 We ha1 the advantage of examining a Deputy 

Governor of the R.B.I. who \vas in charge of i~'dustrial 

financiang, the Chairman of the L.I.c. and the Chairman 

of the Unit Trust of India, besides representat:Lves of 

the Stock Exchanges and discussing ,;-ith them the need 

for an integr~ted Dep2.rtment c[' Company Affairs which 

vrould be concerned not only with the organisation and 

working of joint stocl~ companies but also with the 

working of the related financial institutions catering 
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•·o t'-c f·- ·a1 ' .- · b ·- s L.,.C and ·~ •• L•1.11Cl neec.s o. compan1.es es,_ae .1. • 

' :.he Un:i.~ r.: ... ··;·us. ~-. of .,.n_,l." - - -- _,, ~. ifuile there v.'"S ger:e:ral 

G.E;re~ment that both in t:1e for11Ulation and ezecution 

of pnli -;ies, z:'..l these i;:stitutions I!1lst ~mct.ion in a 

cc0rdinated. IJP.Dn<Jr, •1nd t'1at ther8 sboull be systemc>.tic 

e.r:::'i fre c;_nent ccnsu 1 ta7.icn a:rong the:':! not only at the 

l~e 3:lq'.l,>.rt crs o -::~ trcese org anis aticns but also at th8ir 

recicnal of~ices, there was no si~ilar agree~~nt as to 

t21e secretar'l_at ministry under the a,~~:i:~js-';rP.tive 

S'.lPGl'1risJc'1. <mG. cont:.:-ol of which 2~1 these subjects 

1.2.10 

:1.2.11 

\·.';J haYe given tllis S'Jb~ ect con"'' :-:_erable 
tncP.!ght. \fu'Lle we e.o net fee:l ca.l.led 
u:;:.>n to prono'-~nce on the cJ..ai!"::; of ar.:r 
r.f the existing W_nistries to 1J:-cESC s·,lbje~t~. 

'de a,...e con·.rinc:C. that i'1. the ~nterest of the 
cffi_c~.C'nt and Plt!'pc•sive administ:t·at:!.on o:: rot 
onJy ~r--" Compan_;_...;s Act but al.-~o c': the ether 
rel2tcd. e'!lactme r·'~-s de alitlg vi th t~l'l s toe\ 
e~:c:::w.nges, the Inou.strj_al f:i.ni'.nc'.ill corpora
tior:s, ti..-,.8 Life Ins'.1.rance Crr:por .ticn anti 
tr9 Un~,;, Tnlst, ElJ. 'these imtit"J.tion.s 
rr>·· o: t bE ::::dminj .: te red und or thE- broad. pol ic;r 
g·.l5.d6!ce of o:-1e and the sa.~e l'·:inistrJ• 

At p:·eseat, it was diffi~ult for 

avt::oriti ~s of these institutic:1s to take any 

co::.prehe:csivs view of their d~:ties and re,"p.1nsibilities, 

bGar~_::-,:; ilC .:ind not only the ai~ns a:1d objects underlying 

the v2.rious resulatory measures iY.1t als0 1;hcir bnsio 

logic. Tr.:.s ''as clear fr0m tt.e ·..:e:::'.;imon;• of thP. heads 

of these institutions. The Ln'3 taker: bJ' the:r, 
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these il".sti -'.:'J.ticr,~ primarily in the light of. the 

rrcvis:!..o:'ls of their con~titLttent law~ 7 and !'o far as 

the g sn0 ral eccnort,:'.c polisy o': Govcr:1mer.t i:1 it..; 

e.ppl:icatic:'l to these instit.utions 'il.cs col".cerned·, it. 

\vas for G::;vernmcnt, ":11·:n:1gh tha ac.m::.nistrative 

dcpo.rtrr.ents co:1c;ernc>d 7 to ind::.cate to them 

preci2ely the directi~nJ in '!<hich the fi:1ancial 

1 • • f th . t . ' . . d d d . -. t . po~~clcs o . ese 1ns 1cu~1ons nee e mo lllCB lOTI!. 

This Yi'N expl:1.::.ned why in rractice tt-.ese institutions 

h::>d. always ado;;tell a somewhat de';;e.ched a:1d neutralj_st 

attj_tude tcwo.r.:".s t~.1e economic and socia1. consequ_,.,ncc>8 

of tl-:Gir i::west:nant decisio:--ts. This attjtuda is! 

of course, in line with the earlier traditj.c:1al policy 

and practice of similar inst.::t:1tions <:nd age·ccies in 

Eritain from v"lich it appears to have been, inherited 

by th9 heads 2.:1d sen:.c:::- offic£·;·s of cur financ:J.al 

institutions. But thi·~ att:Ltude is fast chang.Lng 

even in that couLtry. ..'.lthauc;h in the past tLe 

ccmparab1e Brit.ifh institutions alw~tys tended t·:> be 

passive investrrs and not act~_ve :c-e:1reser.~.:"J.ti'vcs of 

the sharehcld'3:C'J 1 interest, both pressure from outsid.e 

ar,J the i.nternc:l developr:wnts of th'lse institutions 

t1El7lseJ.ves are bri:,g"Lng a'oout a rapid tra:l.,form.-:tjc,n 

i:rJ. their thin17ir.; on investment policies and &.'~ti tudes. 

As t"llo competent o:,servers in that country have recentJ.y 
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r-ecorded:-

"!:ore anJ more sr.arch::llders are hcr,inning 
-~.c lc8lc to the :· nstitu ti<;Jl1s fo·,· ,...,. ls<>d. , ~n~ced, 
-:hey are in dr> ;1ger of belng ac' ,, scJ of aoJ.ll<.> 
too :.ittlc rati1er thc>.n too muc• •. •• • • .the 
:Sisnpf'C?C:..cance of the W':althy :S..nj_ivi<l~lal 
inve,~t;r, powerful enow;h to rr:rclu~ :;:. il:ls~, 
c'.vubles the responsi'cility of the lndlV .1dual 
investor."* ar.d again 

''The nc.tional interest in c:Jlling in·~fficient 
ma::~gements to account poilY~s the same W<>.:,v. 
}'ec.r:.Hhile a growing number of the institutions 
t>e:nselve~ are fin::;ing tL.at, ~rith their 
increasing involvemrnt in ec..uity sl::ar8s in 
r2:1eral, 2.nd in pc..rticular corr:-oar.'es, tr.e 
lr::~·st expensive \vay to p:-otect ·; he·J l' mm 
~ r:.;crests and Jn:prove ·cho:ir pro£its is to 
:..r-c-ervene to iruprov :l efficiu1cy, and. to 
acq"J.:.re the staff needed :or t!li '1, rather 
th::.n to risk dunaging the m:u;~et l•y simply 
diq:osing of i;n:wrtant olocks of urprofitable 
sha:-es. "** 

12.12. This b;:io.gs us to the need for 2'1 v.rgent re-

or:l.entation of the policies of our compar9Jle institu-

tions in this country. 

Fe consider that the authorities of all tJ1.1se 
::.:-.::titutions sh·JUld try to e\·C::.re a cowpr.cten
rive ar1 coherent J,:Jlicy as +,o their dutic'S 
o.nd x·esponsibil.: ties as importa:-.t sh<'.rel':old.8rs 
:Ln t:-,_e large number of joint stock companies 
'in w::,::.ch they invest their fu.nds. 

L2.l3 To :particularise, prcJlems such as the manner 

Ln Hhich the corporations should exercise their 

~ights and d'lJ.ties when the affairs of a compr.~'1:V 

'* 

!1r. A Ba!:ibridg e, "The Reluc'~ant Pupr et-Mas ters" 
in the Observer, Jul~ 23, 1J67. 

1T • d J f ., . ' 1 F ... . p ~ . :-o • ,-,lr.:J.ae ogc,r.,y ::.n .E.P. ~rc"1sheet 
on ",i Cor.:panics Act, 1')70'1 - 191)7, p. 107. 
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in wl:ich th:;y have a finr:tnci"ll stake do not ap:pe3.r 

to go r.s well r:.s t:hcy shl"'Uldi the attitude which 

they should ado!Jt towards de!!!ands for inspect5_on 

ar-.d investigation ir.t.o the worl{ing of IJartict:.l__ar 

con:penie:J or as towa::-ds demand~ for changes in the 

control cf sl'.ch con:par:i.es (e.g., the manner in ¥hich 

these corporatio!1s sl1ouJ.d condFct themselves at the 

general meetings of ~Oml~ anie s where they had a 

leading r0le to play by virtue of their >·osjti.o.l 

as leading sharahol<le:-s); the attib.de wh:'.ch -t.~1oy 

should adopt t:'vlard::> the demands increasing:.y made 

en the compan:Lez :'let on1y by tholr own m:ctnagers but 

al~o by the local ccmmunHy and the general put:.ic; 

thci-:- at.t:Ltude toFards expenditure on research and 

development by the compa;:J.:!.es in vThich they a~·e 

interested - do not as yet appear t'J recej_ve 

such careful co;;.sideration as :'1ey deserve fron 

the a:.<tl1oritios Of all t~1ese ir:;:;tltutions 7 

'vie are r:le&r in our mind that it \1ould r.o-'-. 'be 
f8'lsj_1)1o for them to tai:e the desire:. :: nh~ ativ 
i;1 rct.''H'd J~o all these natters) r.rJc> less to
evolve. cownon and conce' -';eel p0lirles, fi tti.ng 
j_nto J .. hci r operaticno.l rr.et;lods and practic•cs, 
unles:; 211 cf them rre brought undsr the 
admin::stratj_ve J;olicy guidar.ce of one aJ~.: t:1e 
sa:ne }:iDht-.:-y in the Gover:lrr.<lnt of l!Y~i.:-.. lie, 
therefCY'2' s-trongly recomc,iend that rll. l·nese 
subjects a'1:1 agencies should be brou;(~~- ur!:;_er 
o;1e aclLF:istrative roof :i.n the Ce:1tr"1 
Sccreta:·:;.at witho'.lt avoidable delay. 



17'.14 Ir:c;;_0_ er.~ ally, r1n adG.l;ior.aJ. adv 3.r·tage c f the 

t;,rpe cf co-ord_;_nate::1 and ir.tegr<:1te:: adrr:irJ .3t~~2~io:1 of 

b& to r;::_~ .;e ':.he cr.:.clity of tr.e Ad.mi~istratlon of 3.11 

t:12se i!"'C.ividuc.J. agencies th1·ough the processes of 

:_-:;!t'JaJ. con~T·ltation c1d the cross-fertil:i.:a"':i on of 

i:..:'3as rcsultinr, fro:n s'.lch irter-c:ommnic:':cion. I:1 

other words, the managers ar.d senior off:i.cers of these 

i::stitutions 't~ill learn to d.eal '''i th tl:e su'!::~ects 

cntr..1ster. to th2:i.·,· care ret mel'ely as sprci aliscd 

f L ' -1- ' • fi t ' d 'al cr:l_ .s au ... cs ~agn:_ can, econc!l!J.C ar, sc~~-

• -'-'-'-t' '-1-h .. "''al'-'-' f df ::.ns ~lv'.l :;.ons 1o/l .. _,_ enormc;~s po,,envl 1~1 '3 or goo or 

the behc:vicur p:c.-':1;-arn of car j oiat stoclc nr.t.eY"pi~:!..ses ~ 

12.15 

i·I:i.2n the integr1.ted :Mini:.try ··':ic,1 ,_,·e 
l'S cow-:JW'lded has be c ~ .3 et up . Gcv ern:r..;nt sl' on }.d 
c·.Jso consider t:1c c'.esir3.'biLi. ~:-" .;f tr·tr.s f•3rl'i!l.g 
'!:0 ~-t t-hese provisions of the Industrial 
(!~<?':bl( pment and. ~-<eg'llat.i.on) Act w~cich d-~al With 
:.he ir:v·estigat~Lon of coJ;;~c:.nies in distress. 

N-:,t:ting "'ould be gaj_ncd hy keepiP~ tf:~se 

essen~ial. r:-a.ngement probJ_P!:ls, Wh3.tever night have been 

prcxicate c2J.:s-::s of the failure of euch co;::panies, 

f::-or.1 the l:ini:-. ":; ry which is prim ">.Ti.ly cc::1cerned. 1>'ith 

the orga·lisatio:-,, structu::-3 and worktng of ~cint stock 

companies. 

S;;_r1ilarly, the }.a'tlS '1.Thich de 81 '-''ith the 
Orf':Ec"".::>.c. t.:on, s·tructure a·1CI. ma;a,;mnent of 

. . . t t. t' . . f Otr~r;?:"' :'_ilst.J_U lO!J.S, e.g., nr~ pr-UYl·~J.OTIS 0 
:.:-,e BarL~j_ng LaYs O:is'~ell-'ineous Pi·o-;i ~:Lor.s) 
: ct; rc;lJ.ting to th~ manCJ.g·;ment. :.f com:nercial 
bJ.r~;::2 a;-,i bar:Y::i:rtg ::. J~U.tu c;ior.c., stould also 
::e a'mi:nlstered in closg const.:.ltation and 
colla.'Jo:-ati0n \lith this Ministry, so that, 
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as far as ''C:sible, l'.nifo:rm rep;u.latrry policies 
j_n rGgJ.rd :_c_, 1,he str-;,ct.ur·~;:~ a:nc.l !11l-:.::~j~rcs of 
all joiP.t stod;: co;n:·:ini.us may be c~ ~1~.-<:c. e.cd 
un:1Gcessary r~·.Jplica·-,-~.:m of regula\:.' ·.• \.'ark in 
the d:Li'ferent ~linistrtes rn2.y ·be~ av..:;:l~eG.. 

He recogn:: ;-;e :;hat al-;y attc~npt to re··o:::-c~mize the 

worldr.G of thc'se d.ifferent; i'1St~ tutior .. s ar,1 ae;er:cies 

in the manner prC'~osed by us \.Jill en.counte"' speci2l 

difficulties :in. decisio;1-1Ylfl!-:ing i '1 a relatively 

ser>.:d.tive area of secret8.riat re-·c"·ganisacion and 

mw thereby delft/ the esta'JlishmE:nt of the un~ f:l.r>i 

and integrated M1nistry which we have recom11:'1d'o'ld, 

12.17 We, therefo~e, sug[e<t that rendin~ consideration 
of this Y·econmerdat.:.on, -Gc•rernment shcnld 
forth·,;:i. t:1 .:.:-:i. tiate mc;asrcrE s to provid:, for 
the maxi:ITnl ;:-oss1blo c'.egrE:e of consc·".tati:m 
<'.r:<'l. co--·ordin·c.tic:1 ir. ~he wcrklng of ·;r~·se 
ins·~:.b;_tic:ns and ·'1E;G'1.Cies, in a rr:c '"" 
mean:iJ,gful and purpcsive ;na..'1ner tl ~·.1 '-h~y 
have been ac:m:!.nist8'_'cd so far, fhi:~ car, be 
done ty th8 r>:>tc.lclj_shi11c:'.t of ::.n'~er-depart
mfmtal standirg cc:rm:i.ttePs both at 1:.11'-l 
h8aclci_~'J.rtr~rs and t"he regioual offj ce·- of 
these c:.if'ferent ins"~ik ti.ms and cgenc~ es 1 in 
alJ. ~ mporta.1t ccrr.me::-cia.:. 'treas of t:'l:'~s c:-.\lnl:.ry, 
and to a. limited exte:1t, by the jnter-cha.:J.ge 
of pcrs':.'1-C'r>l anong these institutj_ons 
vlhenevc': .~pportunlties f0r BUch :::nter-char4Se 
arj_se. Tbe d:utj_es and rr'sponsi1:,ilit!.e:> 
of the s-:.1ggestec standing co;nnlttteer:; ~hou:'_d 
be latn. dc•>n with reasonable precisio::,, c.nd 
the hec-:,~.s cf these instituti:;1S snou::..:l be 
er.ccurag -:;-cl to associate ,,,j_th one anc· t.her 
freely, a:; admj_nistrati-v-e experts an:l 
specialis ~:i with~u~ }e~~g, h;-r,dere: ~ ~lr t'1eir 
departr.,enJ~ or m~r ,, Je.~a __ ... ttaclx~~n.,s. 
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12.J.8 Tr.i.s is OJ.c of our n:a,i or recom•.e::1ations that 

are based on a '-'e~y loTide maasure of agr·aemc-nr Rli!cng tlle 

, . . '"f. j 1 ~eaa1ng r~~-0-L JC _a __ 

Or.e S;Jcci::-,1 point whicl1 all of thorn m8.1e was ';:hat, 

a:rart frc-.n :.:o.e e;ain wn.ich such co-ordi•1atcd ·3.nd 

ii.ct'C'gr::ttod ainJ..;_;listration of related sub:ec~.s would 

brins to Pl:t_:'.nistration itself, from the point of vielo/ 

of ptclic n:1a·:~ions also this. adrrini<;trative re-crgani-

sation 1vculd prove to l:a a much aoeried refor:n. The 

b:.1sir.ess COI;!-~....l:c·\.ty and the p·1blic, \ole are t·Jld 1 would 

welcc:trG rr ... ~- ~uc~1 :n2 asure. Fo:L' it woulc: 21elp greatly 

to red:;ce, if n::t <1ltogether to eliminJ.t,c: tha present 

ad;nin:Lstr::t~;:.vc dclc:.ys, inesc2.pable fron seemj.:r.g~.y 

r.c7er-·end ;.r.s inter-departmsnt 2..1 co:1sul t. -o.tions and 

the circu~aticn of notes an:i files aw:mg different 

Hi a::. st. ri e ·-:. 

• • e 1 ••• • 
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The trac'litiom.lly neglected suc,;cct of the 

liquidation c.f companies has not been s;-.ecifically 

in~luded in our terns of re.~erence but ~-t c0nstitutes 

the most unadministered se·.:to:· of the Companj_es Act. 

The J.oss of corporate wealth and inc0:ne which the 

shells of c'.efur.ct conpanies c:onceals is, i!'l a !"ense, 

a national "-'aE:te and the longer the winding-·.m 

proceeding~ 1n respect of snch companies continue, 

the greate;o is the loss to the community. Liquidation 

procedure is, more or less, annlc·gous to the adminis

tration of the e~tate of ~ Ceceased pers0n; u1t the 

process is disting,1ishabl0 in t:nat in a vir.:iing-up 

proceeding the defunct company continuE-s to surv,ive, 

althGUgh in a comat0se state till it is mercifUlly 

put to death when the comprrny is finally dissolved. 

The administratj.on of assets <:nd lia~iliti8S in this 

case precede::; the extinguishment of life and. not 

vic2 ~e.l'.§..Q;., as in that of the estate of a decee.sed 

person. We have, therefore, considered jt a 

sufficiently iuportant topic to discuss it in this 

chapter. Several witnef:ses and t:'he full time 

Official Liquid'ltors attcl-:.ed to the High Courts 

especially of· Bor.I·;)ay, Calcutta f.lld Nadras, 'brought to 

our notice several difficP.lt administrative pr-:>blems 

-1%· 



12.J.8 Tr.ts is 01c of our rr.aj or rccoTJl•.e::dations that 

arc 'bas cd on a ve':'y ivid.e maasure of agr9em;cnt Rlilcng 1-.he 

, - - "'f. . 1 ~ean1ng r~~-o.l JCJ_a __ 

Or.e S:;;Jcci::,l r.oint which all of them m'lde was ';:hat, 

arar~ frc.n ~-~e c;ain wnich such co-ordi•1atcd ·:uld. 

iLt€'gr'lted HinJ.~_:ustration of related sub:ect.s would 

brine to .f.c>r.:'.TJistration itself, from the point of vie'" 

of pt'tlic rE:la·::ions alsc this .adJTini<>trative re-organi-

sation Hculd prove to 1:3 a much aeerl.ed refor~. The 

vrelccJrG cr..y [:U.C~1 :neasure. For it woulc: help greatly 

to red'.Jce, if n:-:t illtogether to eliminJ.te: tha present 

a1;'1lin.Lstra~~:..v-c dcl;:-.ys, inesc?.pablG fron SGeTJl:L:r:.gJ.y 

r.G7er-end·;_i':6 inter-de:;>artmsntE~ cc:1S'llt~.tions a.11d 

the circu'2.aticn of notes ani files ar.1ong different 



The tradition"-lly neglected .~u.b,;cct of the 

liquidation of c0mpF.nics has not been s::-.ccifically 

in~luded in our terns of re~erence but ~t c0nstitutes 

the most unadministered. se·.:to,. of the Companles Act. 

The Joss of corporate wealth and inc0me which the 

shells or c'.efu.r.ct conpanics ..:onceals is, i::1 a sense, 

a national "~>'aste and the lo:1ger the winding-·.m 

proceeding~ lr.. respect of snch ccrr:panies cor.tinue, 

the greate:" is the loss to the community. [.iquidation 

procedure is, more or less, anrtlogous to the admin~s

tration of the estate of :1. C.eceased pers0n; l:ut the 

process is distir.g'lishab:re in tnat in a vir:iing'"'llp 

proceeding the def1nct company continuEos to sur-..;ive, 

although in a cc11C:~r.s e state till it is mercifully 

put to death when the compnny is finally dissolved. 

The rrdmir..istraUon of assets c:nd lia-:::ilitics in this 

case prec·?de:-; the extinguishment of life and. not 

vicQ. ~L§.Q., as in that of the estate of a dececo.sed 

psrson. He h~ve, therefore, considered jt a 

sufficiently iuportant topic to disc'.lss it in this 

chapter. Several wltness'-:ls and t:he full time 

Official Liquid:::ttors attc':ed to the High Courts 

especially of· Bor.t~)ay, Calcutta r:nd NadrP.s, brought to 

our notice several difficnlt administrative pro:>blems 

-1%· 
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ir:v-olv-ed in tbe win:U ng-up proce~?1ings which n-~orl. 

ec.r:::..y att.er.t.j_cn. 

He wer3 told that as on 31st December, 1965 1 

2559 cor.p2nies were under 1-!.q_uidati on. Of course, 

1G30 cc:r.p:::.nies re~rosentin-:; -'10.2% of the tutal \vore 

-under ._-inding up by the Court; ll!-97 comparlies were 

urder voluntary ~•ir:ding up, and 32 COII'Danies '/ere 

under -_.-~~-"•.::.l:t-',\1; 1::-p ur.G.er the Court 1 ~ S'.lpervision. 

13.3 Cut of t:!'le tctrcl numtc'~ of companies unGcr 

,,•indinc; -up cy the Court 1 200 •:ere under lie"-'-'~ c:tion for 

five years or less; ~6?, bet1-ree:1 5 and 1 'I years; 355 

between 10 2.nd 15 years; :GS bet.'.-leen 15 and 20 year~; 

16 b-:t;.;een 20 c.:cd 25 :rears; 2~ b8tw~en ~5 ?d. 00 years; 

8 b.:;tv;een 30 a:-1 3~ years, and 2 for over 35 yoars. It 

vrill be seen from these figures that a very large nu:nber 

of cor::panies are under winding-up for periods excecc~ing 

five years. 

The C0::1!)a:'1ies Act, 19:_3 1 which preceG.ec. t:1e 

Act of J.S56 pro•ridecl more or 1'3Ss for the exclusive 

ccm-';rol cf the liquidJ.t:i.on proceedings by the C'ou.rt, 

t:!'le Gove::-rJnsnt he.rdl.y in-';ervenir.,-,; in them ex:::ert :i.n 

rare cases. The Co'J.rt s ,,rere free to choose tr.e persons 

t:r '.-ih::>rn the administr3.t.ion of companies ordered to "ce 

wound-J.'J vras t'J be carried on • • 
TrJoSe indi·,~_dual 

liquidators carried on their work ostensibly under 

thG control a:1d g'.l.\.dance of the Cm;rts but in practice 
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there was hardly any sup0rvision over the vr:>rl{ of 

tho former or.~ny attempt tn systematise the 

procedure to be adopted by thP.rn, In many cases, 

after passin;3 the orders of w~_nding-up, t::.e High Courts 

tr3.::1Sf~'rred the procGcd-i"',SS to the Dist:-ict Courts for 

further hearing, The High Courts ·o,rera f-:ae to 

formulate the ru1'ls apT'licahle to tho vinding up 

proceedings wi thing their jurisdj.ction, \d th the 

result that t~:1ere was ro u:::i form prcced,ae a~lplicable 

to all cn:npr·~ies on an all-India basi:.>. The 

pcriodicctl e:te.tements of acco:mts required to be 

filed by t.'.1.:. Official Liquidators with th0 Ce<..Jrt as 

well c:.s th~ Rceistrar of Companies, were not sufficient 

protection to the creditors and the contr""bJ.tories. 

I:~d.eed it mi:ht not be far fnm the tluth to state 

that in many <'ases the L_quida.tion procer;d"cngs \vore 

seemingly conducted more for the benefit of the 

llc;_uidators the:Jselves than for the creditors or 

eontri~utories of tho companles concerned. 

13.5 The Govern:nent, W"l.>; the,·efore, anxious that 

thi_s state of affaj rs shonld corr.e to an e:~d a'ld that 

adeq11ate a('.~1inistratlvc control and supervision of 

vrinding up pror.eedings should be enforced. iv,;.th this 

o1:j ect in view 
1 

the Ccmpa..."lies Act, 1956 in":roduced 

two important administrative changes. The fj rst uas 

the appointm<?nt of full,,time or ;_:J:J.rt-ti':le Official 
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C·:--·,.::.rts by the Cr;.,t:-o.l Goverr.ne~t under Section 443 

of tl':c A·:t c_r.::l tc re e~trusted vrith liquidation of 

co:~:_:J2.nies ,.;ithi'1 t~-.:.~ jurisdiction of such Hir;h Courts • 

11:e 2.'_;_t11ority of t:1e High Co·nt to appoint r.ny person 

cS a:t 0 ffici <_ Liqu:~G_:-,tor in a vTin:iine; -up prrceeding 

v~l:i('h was e.vc.il?.ble under the )Jrovisions of ·:;:!!.,, Indian 

In 2::cordance 

v:i th the pTovi~ior.s of Sectj_on 449 of 'che 195G Act, 

sec~ion 4'tc1 o_r the; Act v:ere <:.utot:Jaticall:r to become 

t , ff. - ~ " . td -1- f . d ' t _;.g o ::.clo'-'- c.lll'-': ,z yors o COJ:!panles or ereo. o 

be ~lo'.lr:d u:;::> 'by t~.e Court. The ot':.er irrportan-:; 

proYis2.on ::'\or tr.r: e::ercise of o.dnin:tstrative cont:-o:"~. 

an1 ~rervision by the Central Government over 

]2.r:_uid.ator 's work in respect of aclmiTli3tre.ti,-e ma~-te!'s 

we.::;· section 463 of the Act und.?r wh:~ch, for the first 

tir,e, the Central Gcvc;r;1ment uas ..;mpoweraCI to ta::e 

coe;r,iza:.:ce of the \Wrk of offL::ial liquidat:;r3. 

wa::: fc·llov:ed by al'1 o.l"l:m-:ment of Sectio~t 515 cf the 

Co:r::;;o.:1ies Act, 'ty which the Court on a suitahle 

1 . .L • app _lc:J.L-lOn :::oing JJ.a.de to it ar< en be in-, 

This 

sc..t::'.sfied t~'lt a ·:oh:.ntary liquidator was I1'Jt carrying 

on r.is duties ~ro:;Jerly, cc-uld remcve him anl e.ppoint 

a n:.)'·: volunary lj quid;;_tor or direct the offir.ial 

liq_l;idator to tc:~c3 ci.Hrge of the liquldation proceedings. 
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T:'le inten'ui.on underlying these p,'cvisiun? ·1as clearly 

to ensurG that, in addit5 on to the judicial .<lUpGrvision 

excrcisri over their judici>l w~rk by the Court, the 

liquid at 0rs shoull'l. also b0. su. b.i ect ed to t~1e broad 

;-:,"<::Jinj strative supcrvj"iot' of Central Government. 

The poW':r conferrr~d on the Central Gove:cr .. nmt -t~-.1 this 

r0gard is very Wide and it is expected of t~D 

Central Government to ta':ee r:ogniz&:J.ce of the conduct 

of the official liquidators in the per1ormr! _·3 of their 

duti,Js and c.ibligations under the lCJ.W, an1 also 

otherwise as Central Government servants. Thus, in 

th0. eye of the law, they are officers of the Gov<Jrnment 

entrusted with liquidatio'1 ·<l'ork subject to such 

orders in ::--ega.rd to the processh'.g of individual 

cases a.;, m'tght be passed 1-y tho Court. 

13.6 The norm1.l work of t'le official J iquid::ttor in 

settlin!Z the lists of cred.itors and the lists of 

contributories ar,d takinG ef[9ctiv·3 stf. s ex;J~>·liti ousJ y 

to take into possession of all th<J E.ssets of a 

company whtch has been wounC: up ani to reali3 "J them, 

so that the hnds available m3.y be equally distributed 

amongst the creditors etc. are of a highi.y technical 

nature. All these processes are time ... consu"ling and the 

need for acequate staff is keenly felt i~. all the 
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If tt::: Cs!i."tral G ov:ornmen;-. i:; to g'lid·~ Official 
Licr.:.:dc>.::ors eff'ectively :' n i\ctur3 c>.r1 if j_t; 

is consiC.e:'Jd. to·t:e a m::,t~er of S'lfiicient 
ecor.cH"ic nr:.d :JOl:ial impor·;·.ancG that w:!nc'.:ir ~~-up 
procrE~ir.g.: r:ust be e;.·pedito~., it i'1 -r..ecss~ary 
tc stre:.:-.d.T-~en the :;taff "1J\v 1ttr-..c;"ed. to the 
offir.rs of tl".e l)fflci-~1 Lic:_uidEJtors 2nd to 
i~~:}r:i\18 t.he~.r Q'J.ality. 

The ]:9::-sons employee: in th'" <)ffices of official 

li::c1;_d.ators :::hw.:::..d :rc:osess 1".2cessa:ny 1.egal ar'd accounting 

q_ualifica :.icns end. ex"lerien ~e, particular .13' for the 

perf='!'C:2.!".Ce of the f>l".owing types of work -

13.8 

(a) i.nVE':Jtiga ..... ion into the af':'<l.irs cf th<3 

rf account, registers, minutes books and 

other boolcs and pape:·s and the r:c<";>c-ration 

of :-eports for mis fa as ance proce3C.ing s; 

(b) sc r..:.tir.y of boc~s ~:nd accounts for the 

iJsue of notices to creditors a:'d de'Jtors; 

(c) scrutiny of the s·~atem<>nt of affairs for 

(d) veriHcation of claL~!s, 

(e) field jobs like taking possession of ?..ssets, 

attend.irl6 to sales thereof and ascr:·-.:.2-:i.n.i.ng 

t.be posid.on of the a~sets of C.:btor:J. 

These varied types of wo-:-J~ cannot be dealt 

with effective:.:' :1:->~l expsditicus7_y with the prr:::ent 

staff strengt{l in the. offices of :Jfficial L1quid8.tors. 



Since under t.he provisior.s of s~ction 451 of the 

R.1lE.g J0fi~, fe0s nnd co~d.s~:ions are t-J3.~.0. to the 

Ccr.'::;ral Govern:ne:T~ o·.1t of the assets J."?W:i.sed in 

liq•lidation, <!rl.J•llnistrative expen~liture ir:!r··J.7ed 

in the s"' ~"'r· '-c.~ lng of th8 official l i.qu • datc.':'s offices 

is not a burc'.en on the rever~.;.es of the G cverrli!lent. 

13.9 A ·l~;·:: be r tmportant item of work was e::1trusted 

-to t'ne OffJ c~.r.l Liqu5.d at or 1y the recent amenr'.r,1e:1ts 

7:o sectiC'Tl •>";,'7 and S8ction 509 of the Act rf:! .. -..tln~: to 

Thr;S8 secticPs no'f r'~CJuire the 

pceparut :.on of a report by t··1e Official v;_quiC'.ator for 

su cml s: ion to -che Court fte.tir.g -!;hat the a ffnirs 

of a cor;1pvr~r voJ.~•ntarily wot:.nd··up hav~ net been 

co:;.d:Jctecl. :.n a manner prajudic:!.al t:> ·t:-,e interest cf 

its member~ o~· ·co pu t:lic j_nterest. This e:.o::-:~·.:inatio'1 

has to b8 taken up by the Official ;"tqu:tdatc:- afte-r 

the voluntar:r L .. quidator co!""plet-:s :CL> ~orork and 

su tmi t s i1~.~ fi:--.al c>.ccount s. T!'le amendment. follo'N'ed 

t•1e fiz:d~ngs in the report cf the Vivian Bose 

Inqcliry Ccct::>lssion and of the subsequent re:po,·t 

of the Da;-.htary-Sastri Committee, Which commented 

on the t.osen~e of anY effect.i.ve controJ. ove1' the 

activities of a. Volantar:;r Liquicl':ltor. vJhi1e vre recognise 
' 

this cr:.tJc:i.sr.J, ·.re do not thivk that tl":e organtsaticn 

and ma.chinerY available i.n th9 Official IJlquidator's 
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offices are in a position to cope with this work• 

Apart from taking up the scrutiny of companies in 

voluntary liquidation, the Act provides for a 

scrutiny by the official liquidator of the affairs 

of a company to be transferred under a compromise or 

a scheme of arrangement placed before the Court 

under section 394 if such a company is to be dissolved 

without winding it up. The nature and magnitude of 

work involved is akin to an investigation into the 

affairs of a company. B..lt such imrestigation in the 

case of li~~idated companies involves scrutiny of 

records long after all the events took place; we 

do not think this is a fair burden to place on the 

Official Liquidators. In their testimony before 

us all of them complained of their inability to carry 

th;·se onerous responsibilities and their views were 

supported by several Witnesses from the proiessions, 

whom we examined. 

13.10 

We, therefore, recommend that the law on this 
subject be suitably amended to relieve the 
liquidators of this additional burden of work 
which they can hardly carry. In our view this 
important work of an investigational nature 
should be undertaken by the Department through 
its regional and state organisations only in 
the case of public companies and also of those 
public companies which have been converted 
into private companies. 

Under the existing administrative arrangements, 

the Regional Director is entrusted with the control 



and super<ris:!on of all ,.,ffices in a regie!! - both 

the office~ of t"le R8 gi[:trars of Compan.i<Js a~cl the 

Official Li':!llid.ators, To assist him in the discharge 

o~ h5.s du :.:..es Yi ~-a-vis Offi.c:'.al Liq;1 ;_d :1tors, the 

Drpartmer.t of Corn,an,y Affairs set up a year ago 

three Int ::rn::-Ll flucUt Units, c.ne each for the Ea::;tern 

and Western regions and the third for the :Sout'lern 

2..nd IJcrthc.rn re~ions combined. Each Unit consists of 

• Cl!e Audit Off1c8r 1 One J"u~::!.or Tec:hnical Assistant 

and the .l"!Cessa··y quota o:!'' lower staff. The Accounts 

Officer cr the f:Gr.ior Accr:c.1nt.s Officer "lttached to the 

Regional Cffices and the Department at Del~i guide 

the vto:rldne of 'c.l:c~ intor:1.al audit team. T:v, Clties 

cf t!'l.e intr:>rnal ru,~it team are as _f'oJ.Jowr.: 

(i) to checl{ vouche:·.s and }lcft.ing s in cash 

book3 1 central ca>h book; 

(ii) to see that the books are written daily 

c:.'1d correctly; 

(j:\ii to see t~1.at the regis-':;ers -prescribed 

u:nde!" the rules are mail!tain<;d up ·to-

date and written up in t:'.me: 

(:;y) t0 ~"18 that a·~cou-:lt:O' 1 '-.oth '::'~l1.C section 

4132 8-nd section 5.:31 of the 1: ct 1 are 

prepared and submitted in tine to ... he 

Hig!'l Court and Registre.rs of Com.r-anies 
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a:-:d audit objections are atte:oded to a;'ld. 

s c t tlec: in time; 

(-_.-) t0 ~EG t!'lat the asset> are taken frc:-:1 

ccmpa:Lies in liquidation in time, thP.Y 

are entered in the books and prope:.·l:' 

loc~:ed after; 

(vi) tJ see that the a..;sets are dispc.-;ed. of 

e~-ped~_tiously anu ·chat or~lers of the 

·:}overro_ne!'~ and t:bn Hi!?;h Cc 1rt are u~eyed 

and that maximu.m price is secured 2.nd also 

that the cost of sale was not too hig~; 

(vii) to see that expeditious action has 't:G·~n 

ta:-~::m for recovery of ":oock dE'~ts and s·1its 

a~e filed in time against debtors; 

(y;_j_i) to examine the securiti_es/share Bgister~ 

and the fixed deposHs register <J.1d to 

see that the deposits are being propedy 

ac-:inistered, rene-t~ed in time and that 

cash in hand is not :i.n excess of needs; 

(ix) to see thc:_t all rents du.e on tb 

pro:;Je:l"t)• are received in time a;1d 

accounted for. 

He consider th::.s administrative ar.·e.n"'er e;~;,. 
to be salut'3.ry 1 rut would suggest. tha£ tb.e 
Audit Officer- tor each r<?~ion f'ho·-~_J_d be a 
person of sufficient ra.;Ji.. J.nd stai1c~ing to be 
able to discuss m:1tters on an equal .:Looting 
with t~e Ufficial Liquidators. We t1rost 
the O.fi'iciet1 Liquidators \·.rould also look 



upon t!<e Audit G"ficers 1s th,ir colleagues 
enfap:e~ i-:1 a co:L:-•on ta~>h, and no-r as ou·t;siders 
J.;;Jpcse'l 0-:1 them, W3 also sng,.:;es"L t.a.at i:':.stgad 
of one nni t for the Southern :J.nd Norther~1 
rc,ziom: c:::>mbincd, separa•·e u~1it.a for eac:1 of 
the reci<'n be provj_C'.ed in th~ int< :·N-t. o.f 
<dmir;_,_zt ·ath·e effici'3'1cy. 

::·:-:.. ·:J..EH of the dela;rs inheren~ in the normal 

Cc-urt prc:::eG.ures, it h'is been s·~ggested tc us that 

t!"J.q Cent:::·al Governno:t should ass11rne increas ::d 

aC:.:rinistn.t:l.Te powors to help i.-.1 the expeditio1::.s 

dispose of liQ.'~:i_uatio""l cases. 

I3.J.3 Secti-:;n 555(7)(a'(;-,) of the Compmies Act, 1956, 

by the Ce1:tral Go·. crnrw·:.t and the Ccu~:'l- in the matters 

of payment of ,h,cLstrib·1te:i e.ssets o~.- retcrn of 

c0pital to th"' creditors/contributo:::-ies rut of the 

'C a · Ll ·d.._. ~ Accr_-_,_l_r·_.t.l._ ' 0::1-,:J IllCS :..qu: .. 2.vlO"~ - - S:i.m:i:i.ar provisions 

can be n~de in respect of scme of the other powers 

also. A p;.;.;;·t~r w~o is aggrievad by an o;.'d0r of the 

Centr0.l Go·:(Jr:rment can always apply to the Cc;.crt for a 

f_;_naJ. det.~·r:~i:r:.'.tion of the mattEcr, and, therefore 1 

t:::-r..nsferri~r~ of some of '~hJ powers of t11e Court tu 

the Cent.re>.l GoYerr:ment '-r::.ll not. i.n any w~y affe<r.~ the 



13.14 To give concreteness to our suggestions •:rc 

append to this chaDter a list of admirisL'ativG }JOver3 

in respect of liquidation proceedings whj ch are r:ow 

. d b ~· -· • c + b d 1 . h exerc1se y c,le rt::.gn ourvs, ;;.JUh2.!J~1:, c:.n w LlC we 

think could., without much damage l~o the bas:.c 

princ-Lples und 1rlying these provisions be tramfened 

to the Central Government. 

13.15 A la:. ge :field will still 1·emain open to the 

Courts urcder the existing provisiorcs of the C'-m"''anies 

Act relatin5 to the wir1ing-clp of ccmraries. 

In conforoi ty vi th our recommendatj_cn in the 
next chapter of o·cu report reg ardi ~'f t'1e 
appropriate form or organisation for tc.~ 
proper ad.jud.:;_cation of company cases 'ln ~ 
judicial reT5.ew of such cases whrre ~ieccss.'J.ry, 
1>2 woLllC. recommend that 2] l ot'J.er P"'..rers 
relat:..ng to ~he winding -up of coq;:ctnies sl':ou.ld 
be excrcisGd by the Cor;.:[::any TriiJunals vlhich 
vie pronose should be set up in the principal 
admin:i.strative regions of this couatry. 

As these Tribunals vrill be composed ;1ot merely 

of legal exper7s but also of others wit!-1 the requisite 

knowledge of c'Jmpany accounts, compar.y finance and 

company mana~ement, we feel sure that the TTibunals will 

be in a n:ac·. better position tha:J. the traditi~nc,l 

ccurts of la;? to deal expeditiously ·.,;i th tl':e complicated 

legal, econo:nic and financial issues involved in the 

liqui1ation and dissnltltion of a corporate 

13.16 In co·;_rse of their evidE::nce befora 'Js, the 

official liquidators bro•1ght to cur notice the 
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di ff~Lt::nlt ie s \vl:ich they no'.v <:'ncounter in (o)Aling 'tli th 

••ir.ding-up cases because of d:..fficulty in COT'IDlying 

\VJ.t:1 severnl existing provisions of the Act. i-Je have 

refraiwcr.. fro:n. goin&~ into this mattP.r b':cao__.se it would 

need ch..,nges in the law 3.nd the time at ')Ur disposal 

did not pen~it us to go into the ruestion of the 

amendment cf the Companie:> Act. The aner:::lmeJ:>.t 

of the prov:'..sicns relating to wirjir~r- ·"'UP }!"OC8edin~s, 

in pArticul<•r, :nt.'s~, in our vie"', b0 preceded by a 

dGtailed exc.mir.ation of se-.·e~al sections of Part VII 

of the Cor;rpa:~.ies Act. Thi~ "':.ask can be ta!~~n in hand 

or:ly Hh0n Gcr,rcrnaent decide to undertake a curn.prer.ensiYe 

m'ljor nmenC:J11ent of the Companies t.ct at an appropriate 

In this connection it has come to our notice 

that therr, ere large number of hFtbit~.tally defaulting 

compa:1ies >rhich fail to ca::·ry 012 t the o':lligations 

under the Corr.panieJ Act in Sl)ite of re::cat.ed 

rer::.inders and prosecutions by t:he R.O.CE:. He 

consider it a ve::y unn"lal "!;hy state of ~- r:.-eirs <Tld 

as such we suggcs+. that Section 433 o:f the '..1\-::t may 

be suitably r.'!lended and t;1e ltegistrars of Ccm.r~mies 

mu.y 1->e giv:..n pc;,rer for winding up such companies. 



Sl. Section of the 
No. J..ct. ..,,.,, ?.ales .. ---------- -·--

1. sectjcn 4S1(3) 
read ~·Ii tr" Ihle 
128 .. ~:.) 

2. S8ction 454(4) 
r<12r:i with Ru.lc 
129(2) 

3 •. section ~51(1) 
r0ad with R·~le 
129(3) 

5 S t . 'F',/!(3) ., s.: l0n '±v..t, 

- 2LlS-

An illustrative list of administrative p01vers ur.ucr 
the \vindinb-up provj_s!;~~!3 of the Companies Ae;t 19-5'3 
vl,_tQfL ccul d 'be j;;rP!l:>fe:r:red~o the Adm~nistrati~:n.., ' 

Rabp·e of <icJty/ R 8 a s o n s f o r t ~~-~-; r 
_ s at). ct -:_,.:72 ·-·-----------

oposal 

F t 
. ~ .. ·:: en3lun I;~ 'C).me 

·oy f J rt '1h r :p e rj_ •)d 

tc;'oni throe months. 

Pa•rJent of reason
aoie expenses to 
'..i·1e purson makL't: 
the stateucnt of 
ai !'2-ir-:.:: ·-

Expenf'es uhich are 
di<JdlcwGd by the 
Of'flcir.C. L2c:rcr!.da
tor. 

G on<>n'l powers of 
th ' C&o+'• ~l" n} ' C'' . .l J....L·~ c. 

Liquidator are 
~~hc,se hd CEll exer
cise ·.rit!·l ths s=
ctior. uf th8 Cc)urt. 

Ccm:JC''li tio;1 of the • C:,jmr;ittea of Ins-
p~ctiun 

-----------------
ThH period of.2l_ days fixerJ. under Se.~tion 454(3) 
c ~ the Companles _t,_c+. :'..s too sh·Jrt and J10 director 
-..:~ll.b8able to submit the state!l\cnt c!: ::cffairs 
w1th2.r1 chc:: peLi'1d. U;-·:<-tlly coc:rts extend the 
time. The Official LiquJ..u.atc:· is also anxious 
to gee the statement of affairs filed. Court's 
time nacd not be vr.,~ted. 

It is purely a!1 ?.dr.:J nistr·ative matter between the 
OL"icial Li~uidator and the dirccto,.fnfficer 
etc., Court 1s Lime need not be \:a:::ted. The 
Central Gove::-;me~t c:.n take over. 

sc..me grounds/reason as abcre. 

l1.fl e!' tr~e Cfficial Liquidator has or..ce obtc:.ir.:-:d 
the lcP.ve of the Court fur excercise l•f hi~i powers 
l::"der .;;u.~·v.on <'57(1) (2) of the Co:r.'(':nic3 Act, 
all ether maocc.cs t>.~ed r~ot go -co Court. He can 
c.pply to the Central Governmarct for sanctiO"· 

ur,der tho 195G Act it is r..c1v not necossary ~o 
appoint ?. ccrr.mittec of I>1specticm. TDere I-Illi 
be ver-'-' feK casas in vrllich it v.oulcl b3 
r.ocoss"::ny for such appoir.tmeat. 



2~. S2~ticn of the 

s. S2cticn 42.5(3) 
F r0-,-j so read 
\:it:~ 2ule l-;2 

, • ~le ~.{G 

e. Section 5i2(2) 

J. S.o.:ticr. 515 

lO.sec.54S(l)(2)(3) 
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t::ature o.f duty/s.:m..:tion. R e a s o n s f o r t h e p r o p o s a 1 

Fr.t fillir:t=; up of vc.cancy 
CdUse~ in the CommittcG of 
In3prcti0n by the Official 
Liq_uid.,tor. 

P 0:.~ent to the ncrrbers 
r .' thP Cor:-J!i t tee of 
Ir..sps !tion. 

:;;'--::.rc~.re of powers by 
the v u-Lu.nt _;_ry Liquida
tor su'Jj 3Ct to control 
of tht. Ccurt. 

Eell'0-.,rr,l of the v olunt a!y 
Liqu.id-:..tor and c:.ppoint
ruent 0f p·3rsons as Liqui
d 1.tor ctl: '7r than o. L. 

Csrtain po·..rers cf the 
1-:'..o-..:.idator to be e:mr
cis eJ. ~,: tj .;ct to the 
Eanctic>n of the Court. 

Ratair~~g mor:cy by 
Liqui~~tor-i:n c£cess 
of "~.s. 50'J/- for more 
than 10 clay:::. 

Sale b:r the Cfficial 
I.ic;uiciator 

Application by Creditor c':! 
contribatory for calling a 
n~etin5 1y the Liquidator. 
Costs of ID3eting etc. 

Purely an administrat:i_ve matter. 
tine need not te wasted. 

Court's 

Pl.lrely administrative m::tter. c,)'-l!t 's t:.me 
ne"!d net to be ,..-e,sted.. 

All. refereJ,CJS ,_,.,,- tc made i.o the 
Central Government since •.voluntary 
winriing up rarelj- has to go to ccurt. 

Powers Ca'1 be tr:w'l3fE'"rr.cl -co tl~e cc-·tral 
Government since .:. vol-"mtary winding up 
h-=..s to r;o to the Official Liquid<:~ or :'inally 
for a cel·ti~cate -:.;./s. 497(b) and 509('.J) 
of the Companies J..ct., lS56. 

Since the SUpreme c~~rt has net made arv 
rule ~Js. 5~6(1A) the Central Government 
mcy take over tl1e~~ powers. 

Purel~- 2-drr,ir..istrc.tive MattE;:. Co•J:t r..eed 
IJ<:"t le tl'Oubled. 

Can re covered ly Section 457 0f Ccq12.nies 
Act. 

This rule applies only to !T.cc:tiEg s called 
l·y meober. Voluntar.v vrinding I~J: can b~ 
given to the Central Government. 
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Sl s ction of the Nature cf duty/sancti'm~ .. , R e a s 0 n s f . • e o r t h e p r ·0 p " 5 a 1 No, A0t r:md : I· Rules 

14. Rule 280 

15. Rule 308 

16. Rule 309 

Payment of dividend without 
proof if the amount is less 
than 1.s,fOO/-. 

Enplcyment cf ~dditional 
~taff. 

Apportionment cf comru' .1 · 

exper~3es. 

17. Rule 321 (2) RP."lignation 0f Lic;uidatc.r. 

lB. Rule 338(1) costs and e:cpenses payable 
out of ass Gts in a winding 
up by the Ccurt. 

lluroly administrative matter. 

. 

Purtly adr::.nistrative matter. 

Purely ad.ministr<~ ve matter, 

Purely administrative matter; 

Purely administrative matter 

-.-.-.-.-.-



I. 

In tw~ major di:rect.:!ons ia t!:e ar<>a r:-f' 

superv1_,·ion r:~1d control over compar~y rr.a.1a.ce.mnnt;, 

our C'"':npa.nios Act, 1956, e'rcn whe!l it '1-:aJ ona~t,d, 

went consi.d.cr:-.bly bey,md the C'Jrrespot:dlng 

prnvir..~c tS of the Fn:;:lish C~mpanies Act.. In 

the fj_r:::t instance, c n::1ch lar~er r0le ~:<:.~ 

in re'l~Pc t of tt .. e normal I:Janageme'lt of ,,,~mpanies 

created u~· t:10 ~rbi trary e:;rerc13e of maj (!)!.'-~ ty 

pcwer by t: ~cir E<'ards. fsc·o:1dly, c 1r r.?w 

particu>arly r,.c1 the H:'.gh -:!courts~ r::~_ch wide::

powers ·."lan "'3re vested in them by the s-!....,Uar 

pr!J~s:ton3 of the Ervdi:::h C0mpanies Act, 194~. 

goven'mont. ::.n soms m~jor areas of compr::.:-' 

In tl:is • .. !;.apter we shall l'!onsider the ..:o:._e 

of the cr.·urts_ of_~aw, an<l especiai .. ly ,f -~hn 

H!gh c,-,u::··':s, in the suyEH-vision ot' c::.r::rp3.ny J.ffairs. 
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14.2 .Jud.i-::ta: control over companic.s in 

CU!' Act is r>Sf'C c-r, the sa.:r.e f'.:i2.osophy 3.'3. 

the E:-..g1 is-h -com:--c'-1-i ~r Ar.t and the pa tt">n "f 

our juri~ts anc la'v· ·::.;akers in tn:·.s c"'luntr:r 

follciv-o>d t:~c. 3: i.tisl. trac:t tion of regarding 

i·:l :!_-:~s suostantive p:--•':'Yisicns, 

(ani i:3 constituents, P3.r~rership and Trust) 

to the legal en.._ ~t::r, kno\-'11 a:; the joi:lt-stock 

conpar:y, as rLe:r v1ewed this inst.itut:.on. 

Law \•ere thus cc•::cerr:ei to be ar elabo·.~a',ioil 

of contractural r:i f)l' s ar:d fiduciary dut_;_e~, 

ar:i rl'lties wero:. a~::J.LLred and perfom.ed according 

to the terr1s of fai::- contract as ju.rlsts then 

::-egardcd. the·_,, It Yas a n'i tu::-al corollary 

p .L.., • - c:: • +h. , ..; t' t ~ c o.~. ~-1J.S na_ J.C ,_,_ lnK~ng on ne na ure o:.. C"lllipl.ny 

La.w that several na.tters c-;-.-ered by it were 

considered b te fit subject.:' for a<l~ndicatioll 

by tho tradi. tio;-:: 1 c· )U rts of le.\or and P·J.r: LcU:.a:·~-Y 

by the establist ;d Hish Co11rts. 'l'huJ ·~o st::trt with, 
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even n:"'J po•rer of incorporating companies had been 

vest;ed in the then fupre:ne C0urts of '3P-:<r,al, 

Ma.dJ:·as :ud Bombay. J::1e O"fic3 of Rec~-.:;t-rar of 

Join~ £>tack Companies wa.~ e~t<'.blishet ;::1:ch 

later. 

14.3 J'ro<tr:_ly speak:Lng, the 'lUperviscry powers 

given to ~-r:e courts und~r the pre:s~n-t; la.-..: c:mld 1::e 

SUJ:J:ne.:r-:.se .- und 3r the fol::'.0wing he.id:·:-

(1) -~0ntrol en th8 amc:Jdu;ent of l~c;n . ..,rc>.ndum of 

\sscciation and domicile; 

(it) control over reduction of sha!'e capital; 

: 111) exera::se of control oYe:- meetL:gs of 

companies; 

(~_v) control <''.er fra~ iulent rE:::-e~tors and the 

recording of finding as tn the desirabilit 

o:::- otherw:!.se of pe:-s.ns to hardle corporat 

rr~t~ers; 

(:z~ eon trol over the m ~n:·.gf-znent ~-c.,' condu~t 

of companieE :·_ncludin~ the new power 

c"Jnfe:rred on the cc'tr ~:! ~Y thr· Act of 

:.96S, for the first ti;:_~e, to intervene 

::.n company affairs 1.orhen t·,_cy were carried 

on in a manner oppressive to m:' .lOrities 

of zhareho.lder3 or in a :1anner which 

1ras prej 1C.::cial t) the inl.o:::-e:Jt of 

. the comp:cmy or wbich .r>rimq f~ie in

dicated gr()SS n:isrr'tnagemcnt st~ch as 
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!::ighi~ jeopardise their solvency in 

'·"e "'utu1·e · oJ-! • J. .. ' 

(>::!..) ::upovisio:l and co::1trol ov<"r ':hE"- winding-

up o:' c~"'rrpanies; 

(vii) cm:t rcl on corr.p~::~iS·'E' 1 arran~rment:J 1 

( ~. ~) \ ~l.L grt. 1tii!g of reli.e f ir~ appropr:..a te 

c 2.s-: ~ tc. managerial personnel f:ron: 

the ccnsequence of negligen~e or 

".>:-<:c.ch of trust or defa11..l ts in 

~CJmpl~·ing with t'1e provis5.ons oft:::~ Act. 

14.4 S ecti en ~) of the C:crr _.;3.nie s Act, 1956 1 

conferred exclu<.:l.v-e jurHdiction on tha High 

Co:uts to de:cl w.:_th ci,·il pro::eedings 1:Ulia~od 

cr filed under iG3 pr.v:!.sions. :h;.b-section (2) 

of this Secti::!l 1 h0·,r-=;'er 1 enable l ":he C•;ntr-il 

exercise ~0n:e o.' the jctrisdictio:-; c:mferreci. 

t , p· 1 C t b th A t upon J1e .. ::.gL1 r ur ,s y . e c 0 It has been 

=·roc;zht to o•.1;· notice that a notif.Lcation 

tra:-"::ferrim; -~o t!Je District Court.<: .<:c;:J~> u£ the 

j1.:riEdicticm co::~ferred by the Act upon the l-Iir!:1. 

previsions of' t_r ... ~ Ac-~ cr of" the provisi0n~ o:' t::H~ 

Indian Penal Code or cf other str..tutes r.fM.ch 

created offences, ';rt= ;;uris<iicticn to tc7 st:..:·'l 
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offen~e~- 2.ies- in t..Jw _or:tir,ary criminal c:oc1rts! 

_ire .• , _the court:> of the :r•agistrr.te.; c,:1cl ses3icns 

judges, c.:.i tra ;'rocedt:re laid t~.m;n 1n the 

The ne-e effect of sll thes, r':'ovisior,s 

is ·that in re,:a.rd t.-, all ci·vil procE>~d.ings Le. 1 

J.lJ. proc;":Jdir...._ s other than offences tr:!abJ.s 

in thP- crio~nal courts, the compete~t ~ourt 

to de'il Hith company matters is the appropr:'_,~te 

High CJurt, except in regard t• those m1~ters 

•rhich ;-,ave ":>een trans '0~·red to the Dist:·.:..ct 

Court . ..; u··1C:er Sub-Sectio;~ (2) of Section -~~) of 

the C·:mr.i.: ies Ac:t. It •ras the : ut:::tant1n 

econoJ:I..:.c and sc,cial conte~:l; involv:: ::g not o~;ly 

~ ompJ.ic2. ced i:· sues· of law as in the past bJ.t 

also o:· econoro ic anc'. socj.al pol1cy, acCO'ln';ing 

and lnvestr;:e:ato 

J.dcqua te adjudica t'Lon of such cornpli-

cated issues as indiO ~tf'd abov~e calls f>r ::-orne 

somA 1:'-'na; a1 familiarity w:!.t'' compJ.ny r:t,-uctures, 

practices :ind mr.nagement .•wthc.,d!: a•;d techn::!.1ues. 

In the old dr.y.:, before t;1e A~t ~f 1~56 cane intG} 
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fo::-ce, .._..hen coo.po.rw organisdt:'.on and practice 

was relatively simple and Cc-:J.pany La:..,r was 

essentially procedural, no high debree o~ 

expertise or~ sp, ::ialic:rn was neeitd for t:te 

disposal of ch ::8. DJ:\)r.eedings a ::-i.sing o:.. t 

of the CompaniE·S .'I.e t, ::ecause j'.,dicial 

decision couJ.Q. be usually based 0n the 

2ppli:;ation of the nore familiar basic 

civil laws r~l~:~ng to contracts) trusts, 

t::-ansfer of property, sale of goods, master 

When, however, and se~ant, lsw \f agency, e~c. 

' problems of economic and so~i2l ~olicy impliclt 

in the concc>pt of the public interes-;; or the 

national in·.:;e re.: t were writ ten directly or 

indirectly ::.nto t:he TJ~o-risions of the Cc1p2nies 

Act and a new c·:~cvpG of the ::_nterest of ccm-

share!:I"'J_ders ~..nd cred~. tors was i.':'.ven explicit 

recogr::ition ir. some provisions of the Actl 

Company Lm.,r ce.~sed :;o be merely a law for the 

adjudication of conflictir~ contractual 

rights and ob~igaticns as between the parties 

which collaborated in the for=ation of a 

compan~,r. I:: large areas of company practice 1 

the rr;ore fu:Jc~_al'"o.ntaJ. is sue was the extent 

to which the pr:!vate interest; of the cor:~~e-·ned 



pn·tier- ~onld ")e reconc~J·~U. with t.·le pu':·Uc 

interest ~~rl~cit in t~e Rims a~d nhjects of 

our ace~. r>·~~d "Ccnomic and ::::ocial polic:::_es. 

I!l th'.s wide::' cont8xt, t':le spectrum of the 

adjuc'ir~at:J.or1 process necessarily ca.lls for 

the .i.nclt:· 1m·, wl.thin lts ra~1ge a:~. adeqt~3.te 

ccmpr~.;le;;sicn not ·met~ly of th·1 right"l and. 

o8ligat;ions o::· the ps.rties in ~.h<J con cractual 

sense but <llSo of' the ccncep~s nf :3o1md 

co:npany p r;;.c tj Je , e ffici<: n t e co·10nic r;anag 1: :r,en t 

of coucanies, ~he social obligationr of 

tusin3 n ar.d 1:1. scme resv•c:ts the ,<pc-.:1 

of the c:>:";r.,•:.! ·:;y '~Thtch tne ~o;c~pa:1i2s ser.Ta. 

This e~?.:--::i:;c in'Tolves :f.!l practice :::mch 

r~:Jr::> than a'1 eve>.luation of evidence, oral 

or do~·-'i':lr.t~-:-y, with which the traditional 

court" of 1~··· in all co'.l!ltries >rhich boast 

of a rea;~ :m3.'r,_y souncl j·c.ldicial sys tcm biY3 

beea wostJ.y c:,ncerned ir. the past. 

14.7 

r·.ore com:9:i3~: a:cpraisal 1 \·alua·~:f Jn ar.(! 

assess'!'s;:t of. company me~.hods a.1d pr-3ctic<"'s 

which ::>. :-e usuall:r cutsi.d€' ":he norn:a·~ tra1.nir..r, 

expe::>:::.::J1:ce e.:1d background of lavrye ::-.s ar:cl. 

judges ·:J:-ought up on the B::>i t5.sh com:no:1 

law tradi't:ion~; and on the methods and 



p:::-·CJc::>dures of -~.!1e traditional courts of law. 

'l'~'e cor.ver. '~ionaJ_ wisdom of practitioners 

in t~:e la" 0f:"ice3 and law courts was apt 

to ccncern it~elf primari:y with matters 

related t:: legal technica.:'.~ ties whic:h are 

essentic.lly Hithin the sphere of the tra

ditional co;yc-::-n law. By contrast tbe o:pbere 

of pol.icy lawJ (or what is often calle.i 

'pclitj_cal la'JS' alt:Cough not in a pej,1r

ra'cive sense) deals 1.,ri th probj_ '=TJJS of 

econoi!i::..c aad S::>c:Lal change in c.n a.•e3. 

which is far :rc~ certain and constantly 

shlftir.g i:r: the 11ght of social a.nd. 

eccno~ic C.c>·.-elopr:;onts. These laws are 

co:1cerned :;;SSC".."!:i:J.lly \·Tith the res:;:ective 

rights anr". pc-:;~rs of publ~.c author"_ty in 

rel.ation 'co jndiv1 iuals or groupr- in the 

state. To thi3 fi.o1d belong t:1e ri;ht 

of business c.wi of labo11r to organi~.e·; 

c1:\nC:e:'ltrate ar.ri mc!iopolise, S'Jcial 

security _lC' :;isla tion o:r- all k~~r.ds, 

matters of eiuca~ion and trai~~ng etc:., 

aJl of w"hich r•aYe such a general i.ml)ac t; 

on the l::.fo of tl'.e community that they 

cc:ll, soo1ier or later, for legislative, 

ad:ninistrative, ~ '1.d in some cases, 

ju1icial a ... tic1. It is "h3cause of the 
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fact that the is'sues arising out of these matters 

a~·c a~. pr"lsent so much outside the ambit of the 

con''''nt:l_l'l'J. wisdom of the traditional judicial 

establifit:r:~,,~;s in seye::.-al. countries that, in 

these !' alds 1 m:.st :.:.:dern St'ites have :.ncreasingly 

resort•·d to spec:!.o.Jised administr.ativ3 tribunals 

:'or <d;jud1'1ation of tl.e·:r. iSsueS. U1.:ess there 

\S a substantial change in -l.;h3 educati~:~ 1 

-.~raining and expe J•::er- ce of ~.aV<yui·!l from ·among 
" 

vrhom judet"lS are mdst~Y .. ·ec:.'Uited - ?.n'J i"lcch 

C'hange c:.:1 b~ expected to·· co:n about c..U.y ~-n 

the lon~-rtm and as a reSlllt of deliberc;.t"' 

educatinnu.J. policy - it vlould 'remain mostly 

a mat',·er of accide!'lt if some of them, through 

Goverr1.~~n~ n~r-,ice or servir.8 L1 public 

companies, acqui:r~ son:e s;:ec~ al.. k.!OW~_;dge and 

experience of what is 'Jtr.own as the •adminis

trative process'. in dealing with issues 

in the broad field rf 'pelicy laws•. It is : - r: 

against this b~ckgrotnd ~hat the well-known 

Cc!!lrr.:' t t:c:: ?'1 Admini c; tra';j·ro;. Tribunals· .:!.n the 

t.Tnit"d K:i.r:,.io;n, presid.et_ ov~r bY. Lord C'lhar 

:ii'rank ct:erve<;l zome .ti;;;e ago that the 
' ' . . ' . ' 

'' z·cflecdon on, the, ~ener&-1 .. social a~d 

econ.,nic ch :.nges of. r;~c:-J,t decades 

convince:" -,., .that tribunals as. a system. 
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of adjudication has come to stay •••••••• 

We agree with Donoughmore Committee {1932) 

that the tribunals have certain oharacteris

tics which often give them advantages over 

the courts. These are ch€1-lpness, access!-

bili ty, freedom !rom the te ohnica.li tieS, 

expe4~i1ous and expert knowledge. of their 
. . 

particular su~jects." In this connection 

it may be pertinent to quote the following 

observations of t~a Greene, then Master 

of Rolls in the V:U.ted Kingd~, {)n advantages of 

certain classes ot.cases being·dealt wi~ by . . . . ·' . . ~ 
Tribunals to the eiclusion_or ordinarr eourtst .. 

11 In dP..:.:iding whath~r a case falls 
within these classes it 1s relevant· to 
consider the numMr of individuals 
likely ~o be affected and their probable 
pecuniary pnsition; the necessity or 
otherwise of providing·a·speedy and 
inexpensive procedure, and one affor~
ing opportunity for decentralisation; 
whether the questions likely t~rise 
are predominantly questions of fact 
and whether expe-rt knowHdge anri 
experience are desir~ble for their 
decision and the extent to which the 
jurisdi•t1on is to be based on dis
cretion rather than on fixed rules 
and precedents. 11 

.Tudgt!d by these principles it"is absol'*'tely 

clear that the problems arising out or the 

administration of the .Companies Act, ar~· 

essentially those which cOuld properly be 

comprehended a·nd analysed only by persons 



well Yc:r·ced in Company La':T, Accounts, :--:::tn;cgement 

and practir:-~. 

14.8 Sevf)ral official witnesses \vho app·_ J.red 

~Jefo:re ;;,:; a; well ac- others drew a tte!'t~_on to the 

deln~·s ~,pd inader,ua<'.~_Ps of the tradi tJ cnal courts 

of J o:x L: ha 1.dling man7 company cases.. He d'~ not 

wish t0 ::ei'er· to any instances t:~ il:.ustrate our 

argument., 

14.9 

\.'e a-J, l;c;\vever. convi·1c:d that :i"' is most 
deSii'ahle th1!t <dr..:l.nistr<·.ti.ve t:..·j_b"t::-J.als 
snould be set ur ·1.t least in the mo2e 
i~~ortunt comoercial cnntrc~ G~ thts 
cou.o try, and tha' an a I'pe: .. la te <:ri.m Lnis
·::.r<iiilfe tribunal 1vi th sc;1e li:ai ted original 
jurisdiction might with advan·:age c,e set 

U'C) a: the seat. of the Central G<:vcrnment 
t-:-- ~1<.~.nd::!..e anti dispose of the incr·easingly 
lii:!:'~e nvmber of company casss Hhir:h are 
J"G\·i referred to the} courts of law '- ~ present. 
'J.'hs jurisdiction of these administrative 
trLunals might also include adjudication 
of cases faJling under other Lc·c.s which 
<'.re directl> or indirectly concer'1ed with 
:,he .-•orking of the cc.rporate ::;ector. 

If oLr recomm!'.mc'ation on ttis subj·~ct 

is ac:!epted, Government will havu to ccnsicier 

the fo l:.mdng ;Jroble!!!S :·e.;,a t:tng to the o~·gani·· 

" .; _t \ \ ___ ..... ) 

the structure of the admir·Jst-rative 
:;rl.b,Jnals of original jurj_Sdiction 
and of the ap;;ellate administrative 
tribunaJ.s; 

the duties a11d responsibilities t5 be 
allotted to these tribunals; 
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(iii) 

(iv) 

(v) 

(vi) 

.-,n3 
•• LA- -

~:1e reln. tionship 11' these tribunals 
w:l t11. U: ~ Hj_gh Courts and in particular 
\;it> n-~ SupremE: Court; 

the: rules of proc9dure to be fol:'.eH2:i 
by these tribunals, whi;--h must n2cess:::.rily 
be S'lbSt'lntiallJ (iifferent fr~m ;~he time 
con:v .. :nln~ proca ••;_::.-e in thP. tradi ·do!lal 
~ourts 01' law; 

the coJJpf'si tic-_ oi' these t.·ibune.ls, ·wtich 
n..ust be !'lal".neci by SJ.-'')Cialise•i pe:csonne'. 
i;·.cludj.n_o: lawyE :rs, a -:-countar"·cs, i!17>) ~+_'lent 
experts, manage~ent specialists an~ ad~ir.is
tra~~o~·s, with the req·.lisite trajnjn~ and 
experience and would need to be d::_:-P.c' ed 
i)y the best quali':'~eQ. aJil'"~nS the m~:J·c~n of 
the tric<mal, and :1ct !lecess3.rll~ a~ .. ·•a.:> 
by these who have 3er-ved as judge., in ':!1e 
Hig!: C" Oll:'tS; 

the m ,t.lod.s of rt:'~~-uitment to thsse 
tribu :< .. s, which ~l ouli C.i:'fe1' m<.>.terin.~ --Y 
fT.Jm tt_c! existinr me·~hods of rec-ruitne.:t 
~f" "·_l--':o>S '--"-- J ---c. - 0 

He have ::-eL.·ained from gcj_ng into the 

details of these p:-a:;;tical c.drinist::ative issues 

"~--''1ich will need t-:- b" thras>ec;. "'lt be·t'">r<C: the system 

of adr::ir..::.strativc tribunal '<1~ cl· we haYe recommended 

can be installed, We would, how::ver, lL~e ·t.n diss.t-

pate twe com':;;:on mtsur.cerstar.jifli::s abolct ed-:~inistra-

th~e tribunals whic'l hrve hi th:::lru pre judic<·d +.he 

case for them ~n this country, Since ou~ ju~~cial 

El··-~la~.i many of us in this couz--try lnheri ted an 

u:-der·standa"ble 'c:·.as against :!'lstitutions which, 

in their views 1 !}ee:~.ed to ;..f:ect t'1e J~-<:!allcc. 

unity of the co:nmon J. a•r sys tP.L. Th 1. ·;; ar,suoen_-:; 

has never ur.d.uly d"i.S•.:.lrbed J.avyA>:S, jnrists 



or judzes in a.ny co~mtry '.>1 the Eu:;:-c_;>ean Continent. 

We do not see why a syste:n nr adPir:istr-a"!:ive 

tribunals sur~ as we envisage cannot be fitted 

into the str-uctut'e of our judicial a<i-:;inistration 

wit:'Jout 1'1 e(ly way adversely affecting the prestige 

or the a•Jtb:-rity of ~;he t,igher courts ~·n the country. 

The ct~'-"t arr:.unent a· >')Ut publ:.c confidence in the 

traJ.i ti~nal c .mrts ')f law is also lirt:.:ed v.'l'~h our pazt 

his tory and experience·~--· ·Jtfe- are--j,_s-t.!..fial.:.l:r-prr:>ud 

of 0ur hi:;:1er courts c"f law, bt·.t in any raticnal 

view of the .;.slP.vant isS11e:1, it 13 nece:;sary to 

reme:r:..bcr t~1e feet that s·.1.~h confic'.snce a:; c-'.lr 

people have :Ln t:he exls tint:; higher- cou:c- :s cf la1 . .f 

stems es.=snt~ally from the fact that n:l ot:--ter 

judjcial sy:Jtem was "lcnown to us till Jately, and 

not t~~au~e of the intrinsic superiority of the 

ex.::.st::.1,g :Jys";em over the t!lternative paralle.l 

sys teO!! exis t:lng in tice Zurrpean Continental countries. 

ProY~ :iec'l. the sys tern c f adrnir:Ls -r;ra tive t:~ib'.L."lals 

i.:: o:;:gani:Jod, 3tructured and monn2d 1Jy peraonnel 

of thG :r·or-1u.:..sii;e education, tr<dn.~ng and 

experi2i1C:e 1 a:1,1 their pr::Jcedures are so 

designed. and worked out; <:.s to C'u-t; out. ~eedless 

formaJ.i:le:.:> and delays, WA are confider!_'; tr:at 

the manc;.ge:r,::Jr.t of companies, the shareholders 

and creditor> and workers and <.tll those who 



arG ~on,.,_eci;,:cl vich the '-'orl:jng of the corpo:r~te 

s e ~tor · .. 'ill devG lor:, an equa~. measu::-e of c,·m:·i :.?nee 

j_-:J. th 3 new ::ou ,'ts o:..~ law th _, t ~re en·.-: sage. T::e 

rapid.it:r with ~-;};ici ::. mult.itac'.e of ad.ministr,:-

tive t:!"ib'.m::ls hav-3 srrung un eYPn in coL•.ntries 

where the j':.J.dici;_cl s;·stem is sq·wrel:r ba.3ec . 

... n the Ccmcon Lx..r S:> ~tern as j_n :.,::ngland p:o:·ov::_:ie.:. 

~u:Jpcrt for c-..::;:o view Heat the g·~c. .. ing 

cocplexi ':::! es o:' !"0dC'Tn 'business o::n.ll f:-r 3. 

t:rad.::.t:!.onJl :::::~tr'~s of law. It is necessary 

for ti-e Airri ~;iS '::-a': :on end Gover3llent t•J 

-"~ce ... ,.,is _,. ~" ~' r J. c.:. _ • .:.J, ..;, <c. C.-L.-L ( ,) ' 

of a~jud:!.ca tier. of Cl.Ses unr' :!r t':1e ::wpe.nies 

li.ll :::-:1 !i•C. ri::tn ~ ou::o rec O!lli<:~enr .a :;::.on on 

the subject, .,.,) h:>s'3 nf't overloc:.<.sd t!'w 

fact that a Co::.;:?_tnies Tribun:-:.1, .:.n E::lme 

respec·cs reser.:·ol.:..nFJ, a bcd.y thJ.t ...-e 

env:isa~e, w<:s set ~~ by G0vern~er.t on 

·;.·_t.:l.: tts headquarters at 

Kc•,: Delhi, urcder tlu Compa:1~ er (Amen0ment) 

Act, 1963!' 'Unde::- Jection lU, sf tl:::-:: 

Companies Av<; sinca -:-·epealed by the 
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.Cornpanie~i U.m~nd•r.ent) !~t of ].:-:57, the po·,vors 

conferred on ~ !J.e Corn~3.r:ics T!'i1Jun"tl wer<= ljmited 

to th)se "'hic1: \-rsre ':1ithe:-to exr.rrisr.~d "by ~.he 

ordinary courts of J 1\: un•'er th~ folJ.owiJ,,~ ~--ections 

and aLaeal ag::.ir.:'1t l')·:'ust~L to rPg:lsi;e,~ transfer of 

(I ti 1_1 '1 • ..,ec c.1. 

Se..: ;·:on 203 

c .... "" .... i"''1. .... ~,. ..... v ,. 2t'IQA 

Sec'~icn 388I· 

Sect:~ en 397 

Secttc"l 398 

E 8 c t:i .. :>n 403 

Sec': :.on t-3SB 

-
-

-

Po<er of ti1e Cou:'t to rectify 
register of me~.l'tlers. 

Po\-r::>r to restlain fl ).udulent 
persons frc:n r.;.anagL:g com:panie3. 

Saizure of d<.·CU:!\~nts by Regist:::-ar. 

Prcdtc: ticn dOC'i.~.'TI'2;1ts and 
e>•i<ic.r-:e. 

f:JiZ'lr·: o~ docur.1err.:s by inspectc:r. 

I~fer.:;r:::; k· Tril:l~lna .... of cases 
c;,-;ainst .!1<-.r.a~;erial personneL 

Jq.)lica ~.i.un t:) co·.1r~. for relief 
1.a case3 cf C)p·:f'Si"ion. 

f_r~licaUc:1 ~o c':lT.t for relief 
in ca:es ot" m::'rnna:1<-L:ement. 

Interim order lq cc;;.rt. 

Protection of employees during 
in·res tiga tion by Ins nee tor c~
penJ.e:ncy of proceed:.•1gs before 
Tribunal in certain cases. 

14.12 T~1e /ribunal ·.as empo1.,.2red to sat up 

to be app0int~·i in sue~ nanner as Section lOB 

a court of law under tbe Givi::.. Proced,lre co.::e 

was cor.ferred on the Tri·>una.l which was daeJJed 
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to 'be a r.ivL;, Court for the ]Urposes of 

Civil Procec:J.re, and·p:·c~~G.in[$ before which 

were also deemed to be judicial proceeoi~gs, 

Provision for an a~peal ag2inst the decision 

::Jf the Tribunal or its Bene ~1e s were mad.e to the 

High Court caving jurisdiction 0ver the place 

at '-'hich the R~gis te red Office of' the compan;r 

concerned was si~uat.ed, but su·:;h appeal was t·; bE 

lodged only en questions of la"' except in regard 

to the findings of :.he Tribuna:. under Section 

388D of the Act reJ ~lting tQ the ccnti.ming 

emplr.yment of t!1e menageria..l personnel 

referred to under ~his Sect~on. 

14.13 This Tri b'.lna2. was , hovTe·,·er, abolished 

by the C0r:J:;Janies U.mendment) Act 1967 .f:n· the 

reasons men tioneG. in the S tl'. tern€ :1 ts of !. ·:..ms 

and Objects appended to thi~ Bill and also 

explair.ed n:on fully by the Minis~er of 

LTJ.dustrial Develop;nent & Company Affairs 

in course of the de·Jates in Parliament. 

As far as we can z::a~~e out, the main 

reasons for th1s de~ision were -

(i) the rel<'.tively E;Jall volu:ne of 
wo:-k do:1"l by the Tribuna~_ during 
a peri0d of thrba year~; 



( t i) ·:;he so:new,_~ t ·Ume-.. onsu:ni n.g procet'l'l!.'e 
:·,C:o}~ t·" d r .. ; the TrLm~nl 1 \•':!" j c h hR.d tile 
effect o~ defeatjrg t~e majn pur~ose 
f.·.r v.'!1ici1 l 4; wac- ,,. t:J.blis!:c,d. 1 nar·:e.Ly 

1 
the expe ij tlr.>u-'; ~i;;posul of cor;-,pa.rq cases; 

(iii) t:." cen~;ralir·atlon 8 f' the we~)<: of tt.e 
:~rj innal ri r·tc .. ally ~t c Je.'.hi 2.nart f::-om 
its ~-=riC'ii::::El vi3l!;1 tc. Bon:'>;,.y, lvhic~1 
caus ~d c;·, ~)id.J::•le ho.~·Jships to p:,r t:i.e:>; 

(iY/ t!1e v0ry lim~ tad jurisdiction C8r,ferre1 
on t:1e T~ i.bur J.~ , wh:i..c: :; eam2.•.::. to be 
·:·oncerned onJ~r with pc rers unc!ar Sections 
.:97, 338 of' tr,e Act ar:-:1. or.'l case under 
S~cUon 38-?.Yl o:' tile A: t. 

It ls possib1.~ that ano·:.her reas::Jn for t!1.e 

2-uthoritie"l [•t the hif-1<::St leYel at the outr.ome 

of the 'rr:i.:r:>uJ.al' s I.Jor~.~ was ',he approach adopted 

ty t~~ T~ibu~9.l to t~e cases "~esented to it. 

Thi3 ··:r·.s hardl_y dis tj ngui.sh !~)le from the procedure 

adopt::d ~--:r the judge"l sl t !:.ing o:-: ~he lligh Court Benches 

In :t sen~;e, t:his vras perhal'S in';-.rita"ule bot~'l 

becauf'c- the C};l'i:"!Jlan ·.rho preside.: over the ":'ribunal 

wo.s ai for,:,ar High Court .Juc".ge and t:1e t::-a:'.r,tng 1 

ex::;>er!"in:;r: and cor:1pete!'ce of ·':he Mrmoe,:s of 

Tr'!.':Jt:nal <lid not i:"lclu·.~e close or susta~ned. 

familic:.ri ty v.·J. th th~ p:-colems of trade and 

inc' us ~ry or 1;1 th the o:~g 3.nisa tion and ;.,rorkir · 

of joit.'c 1ltodt ent2rpri.ses witr vr:1ic:1 they l'.ad to 

deal. 



\-i e de. n·; t wisi< to purs;1e li:rtbe r t:-~e 

ci!"cu:Tistan.:!e3 :'...r: \vh:i.c:1 the ill-fa t0d. f:'.rs':; 

expcrin0~~ wi'h an ad.mlnistrative trib~nal 

in t!:" fic~.i cf co!np-?-ny c.dr·inistrati··'n •'a .. ;e 

to ~uch an abr<'.pt end - except to say tL?.t 1 

fro::~ t'h3 reco!'ds availa'JJ.e to us, we havJ 

been '.lr-<>1-:l:!.e to find out t:1e reasons 1rhy 

:'lore se:riocrs thought co•.lld not '.e given 

to the appropriate con:;titution cf the Trib;Jnal; 

why thJ jurisd:iction Gf tne ':..'ribcrnal was 

lir:ited to a rE:!.ativE-:.y S:::!::tll nuc".:Jer cf 

Sec:tio;1~ of the Ccmpa1ies Act; w:c:r the 

work cf tile ':ri.''-'nal .lad to) be ce1· ~--raJ).:>ed 

in Delh~L c a :.I~:;ing neecll·~S s .:rcc:onvenirnce to 

t::.e par~ic s concerned; w:w the Ad.'r.inis t ;:a ':;j_o:l 

C:id. not t::tl::; Mequate steps irnrr.·'diately 

after t~e coming into force of the 

Ccc::pan::'es (P.nE"ldment) Ac:t. 1963 to 

fr::me ar:c-ropr:"ate ::iules for the Tribunal 

p:::-ovid.-:.•1g for a su:nmar:; proced1.1.re and a 

Zc"lTJmar:;· method of hear:'...n~; a;-;d ::astly 

why it was left. to tr.:: T~i bUL'l.l to frame 

its '1'N':l elaborate rPgu:::.ations ba.;nd on 

t11e trad.i tio:--3.1 pc-o:::ed,.:.res under the 

Civil Pi cce<·.1re CcG.e and the High CoFrt 

Rules, w;~en o·.e of the pri!l1'~.ry objects 
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t.eh~.nd. the dec is ion to e '> tablis~l the Tr:i.i:-unal 

was to get ewa:· from the ·ctsu1.J 

i.nb.ereYJ.t in such prvf·edures. 

14.1.5 

14.10 

I~ the JiGht nf ou~ thinking or. t~e 
&ubj~·ct aY!d t·,,~ ev.:.dence chat we 
rece !.ve:i t::o!l' rr.any. quartr·J.":I, ·1e 
are clr~r 1n 0ur rrl~d t~~~ t~e 
rc>PSons for t··-:" fr'dure of the 
.0:.".:3t Cor:'".;mni.e'l Tri";,unal to ~~e'll:l.se 
thJ expectations o: it8 spo~Jor~ 
d·J not in therns"1.ves rt:le oxc tri8 
c1=1 for the se~ti~~ up of a pla
porly ~onst1tut0~ ad~ir,_strative 
'l'c-:'.b...::,~,1 Hith E::.-::nches situated 
at t:!';.<: varj.ous ~P gions to vrhich 
the -:J0wers of tl1e co.1rt confined 
und<=.:r the varic~lf Se~t::.ons of the 
Cl'r::panies Act could be trans:~erred 
t'o!' r: .. nal d:Cspnal, wit~: provision 
f0r acpcal to ~n Appellate 
Ac'Jr.in::..strative Tribunal at Delhi. 
c:1 qu.Jstio::. :;,f fact ar . .::: lavr, and 
in spec.'ial cau~::, a ~~L·~··<.her app2<:>l 
to t.l1e Supr'3!1'') Cc,rt only OYJ. 0uestlon 
-:;f law We ;,e2d. hJ.rc.J.y ;"e;:eat ar.d. 
emph3.s::.zP. the .fact that c.i:::-r &. 

hi.g}'"lly select :ye rr~nbc~s:·,tp cf.' th"l 
Tribt..nal reflc=-:tin,; the t:.T·e 0f 
varied 1onpet~L~e l:'3eded ~~~ rtealing 
Wl. th ~-,.,p-il"ca•·ed h·, ·ine"s • S"U.'"S . -- ...,~... ..... -· v _,j· •• ..J - ,) - ... _. , 

d:l~':;d. l:y a ca:: ,~ftllJ.;." \vorkec-·:ut 
r .·:.~;:;c:.:·y ;n·oceC: 1re ~culd. lle <=>;cr ;c tsd 
o~-~, ·~n··u··e the sur~n·· sf·,l· wov:'c" T'"" , •• ··'- ..., ... - -·---··J· ,....... ,L ••• •. -·· ......... 

a~;·· Tr:!~mr.a.l. u;·J.esq ~hesr: ::'C·.r·:l:Lt:i.O!l.'l 
a~·" fulfil2.2d, 1w 2C3 l .. :.ttj.e pos·>::.b::.lity 
0f any Ruc:1 Tri ':',;3.1 produci.ng t!-; s 
ra~ults expected of it. 

In t'J'?! proposc.l~ ·,rhich we have rne.de 

for the <=.stab· isbment o~ an Adm•.njst:::-ntive 

Trlbun3.l, a s1ggestion has been made to 

reci.uce the cur:-ent delays in t:·t8 disposctl 

of corn:;:Jany casr.g by t;'E'.I'.Sfer··ing to a 

Tribunal ar:d to a~other slrr.ilar App9llate 



"~1 -/.._ -

tl1e j'..:.risiiction ,ww conferred .:.n 

nigh Courts t;:, c.i~al "..i. th prob: er;s arisir:": 

out of the ad·;iil.::.s tra tion of the Companies 

.Act. In this cont~xt we are cons:::lous of 

U:e po1,•ers confer:-r::d on the High C:>urt.s 

unC.er Articles 225 and 227 of th~ 

Constitution of India. 

But we trust that orr "'u2'gestion 
fer c..:: in-bu:i.Jt alterTJ-:t:'..ve remeG.y 
1:-y way of appzal to an .r.ppella te 
Administrative Tribuna:'.. at the 
Cen t1 e, a:·i:J. for a fu -:-t :1e:;.• appec.l on 
qw~s t·~0ns of law to t.i12 Supreme 
Court of India 1vill be found ~. o be 
in accorC::J.nce with the a::cept::d 

.. 1. . t t. +l • cannor.s c... ~n:~ a ~o:-1 en u.1~' exerc~se 

of the preroga<.;ive writ j..trisdi~·~.J..on 
and thE High c~urts will not be 
called ·,::>en ':o ir,tertro rG in comp<:.l'ly 
ceses i·~ exe:·d.se of their extra-
a rdinc: r:,· po;:e l'S • 

He have thoug· "; fj_·~ to give e::q;!'ession 

to t~1is view '."1 tl~'3 light of the G.2cision 

in certai'1 cases >:hich have coo'3 to our 

r:o·cic:e, in respect of which more than one 

Eigh Court hav'3 taken co~nisance of the 

sc.:r:e mattar, thereby frustr~ting the 

progress of the cases for a nu~ber of years. 



C h a ~ t A r - Y7 -----·--·- ·--

!'-1is c rc · _J.e_ :1.e or<> Prnvis i.on~ -··-- ·-·--~----- ------~- ... 

In ti::; fore('oing :::hapten; of t"l~_s 'eport, 

we have c'"o..l t vi th tYose m1.ior problet'S c 

the admi~•atration o~ t~c Co~panies Act 

which ir. C'..lr judeme;1t !:ave a rlo~:e bea:--ing 

on l. ts c'1:."orc2ment ?1".1 : mplemen ta tion. 

I:' ou-:- rec0!!'-rtendaticns r.re accepted., we 

hr~-ve n0 doutt that, N·llectively, they 

\voulc1• grAatly ad.d to t:1e qu::>.lity of tl:'·~ 

·; 

ad;ni:1iS tra tio~ ar..d e~~arce ;_ ':;s e ffici.ency 

and effcctive~ess. Jn t:1e procAo'3 t.~.e 

aiMS '-'·'.:. cbjc~ts unc1,-,rlyin'5 the Ant ;.rould 

also b0 n;unh hetter and r:;ore :neaningfully 

realiz"ld. 

15.2 1 -
.'l ·J h'.ve not teen ~ble to d."al with 

out notice by witnesses, For one th::..ng, 

in the vi~M vlhich t-:3 took of our terms of 

rcfe':'e!:C", i)Jey v1era crowded out of tl 

rnin~tren.m cf our deJ iberatio:-,a by mC'le 

pri"'r issues. In any case, ~ri thin '.:h·l 

limits of time at onr disposal, it would not 
' 

have been pof~.ible fer un to del'~ _with all 

of tte~, an1 ln ras~ect of some of t~e 

other issuefl rn3 ha.vc; sugg:sted that t~ey 

shoulCI. ha tl·.3 subject of further detailed 
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study to be un~er~aken by the ilerart~.?nt of 

C,;r::r:my Affairs or t 11e fu t11re Adm.in1.s tra tion, 

~h3te~er i~s shape may be. Unde~ thiS latter 

l:'O':>d. f.lll two 1:1e.jcr issues, ·1amely -

(a) the question of filling up several 
=I2po;,'ta:1t lacunae in t>--.e Com pan~_,' s 
Ac ~, l9t:-3; a:1d 

(b) the ques~ion of the s~~pl~rntion of 
-:.:· _, re pc c·ts anC: rf' top '1S wh~_c;-:. are 
r= :;uirl c to t-e su ..... m:. t ted l·:-.d -r the 
""""" ~l· c,·,s of '·J···;' · ~t k'· ·--..> • ~ J.-~~ 41 ...... 

i;'l ch2.pter lY of ot·r report; an·J trust th:o t 

our s·~gges tion2 ···ould be foll-::·:ed -UT) wi ";h 

a;_Jpropria.te ac";ion by Go·Ternme:.t witlnut much dela:r. 

15.3 We have also refrai~~~ from ~ealing 

-..:ith the applicatic~-. of the Co:·,~un~~es Act 

to Govern~ent co~panies, i.e., comparies in 

v!'l::.ch the Central Governm•mt 0r the State 

Go~ernments sircgJ.y or jointJ.y hold more 

t'1an 50% of the e t;,'li ·.y sha ~es. 

While it is '!lear 'l:ha·;; severaJ. prt.visionJ 
of t ::.c· Coi:!~IS:"lies Act ca--mot be J'-:lef'ullY 
appl:~d to GovernmGnt csmpanie3 as dc::.ned 
undej~ the ;._ct; our rene, <:.1 vj_ew :l.S tr-:. t 
the Act s!'.oulr'l. appl:' to Gc:vern':'!E;lt 
comra:::'.c:3 -'-!1 the .sar.e wr.y as it a;pl.~·-~'l 
to tl:8 r;cn-governir.ent CC.p2.ntr.s j Ot!.• ?:'·.>.i.Se I t"le 
alread.~· ,c::;:i.3ting incip:.e:c:t f,~e::;_j_:1g i;-: 
t·u:Jlrle~::. circle3 that. -t;!'.<2;'B js vnC.lle . 
di2cr1-r::l..r:at:.on 1!1 favc~J.r of Governmen·:~ 
co:;;pc>:n.:.?s wi:l f'urth~r grm•. 



s~me criticism was also voiced bnfora us by 

several witnesses that, ,.,;o:f_le the provisions of 

the Gompanies Act are applied ve-ry st•-!.ngently 

to compan~es in the private sector, those in 

the public sector. are allowed to carry on their 

b;;slness untrammelled, If the m'lna~ement of 

Go,;E:"'"lr:Jent compan;_es or the adm:::_nistra,,ive 

depart~ents dealing with them co~sid~r t~at 

certain specific provision~ of the Compa~ies 

Act should not app:y ~c them, it should be for 

them to make out a cas,~ !'or exemption of such 

Government companies f.-om these prov1sions. 

Section 620 of the Companies Act e~ables the 

Cent=al Government to modify the Act -~ relation 

to governrrent compa~ies in the manner indicated 

in ~-.hat Se~tion, One of the requirements of 

tLi~ Section is t•.a t ~opies 0f the nscessary 

notif::.cations execpting government companies 

from the provisions of the Act I:JllS t have the 

approval of ~he two Houses of P~rliament. We 

think this is a saluta-r'y requirement and 

government compar.ies s~1ould have no diff·~cul ty 

in complying with this pro~.'edure. 

1!5, 4 In this con text we should li!;e t~ 

mentj_on a point made to us :_oy a few Witnesses. 



15.-5 

~3~ '/. _ .... 

\-le we:·c told that neit::.e"C in t~e 
fo::-!118 tive l'''r in tl-:e c-_:Je .•a ti•.re 
~~·-~s of ~"vcr-~er~ ~-rr.-an1~a ~v ....... :::;-.... __ r-;·-' ,_. <.."!1 •• u .... t •' •. '--u 

die t~e ;.:ctr.'.ni s tra ·!;i' ·e der;artrnents 
con~ern~i c~ t~e rnan8gement or 
~~c'l co~~~nies maint~in as close cor
t::ot as th2:r might b,; expP.cted 
to I12Ve ~ith the :e9artmant ~n 
charge of the administrat~o, 
of ~11•-' Ccr:rpaTJie.:; Acto If oCJr 
reco!:D.'!2ndatL~n abot:t -!:h.= need fer 
close •:o-·ol·C.·i_;1a tio:-. of vo::-k bet-
ween ~ ::e ::31;_r.--:c;'cl of fuLl to Enterprises 
and + -~ De:_:.a "true n t c.,f Colllpany ;, f :a::.:·CJ 
is a~ :~"ptecl, tLis, we h.)'}e, wi:.l 
e:Jsunc ma-:-:1 closer cc-o;·dinati:--:c 
bet".?en ~~ ver.:ur.ent compln;_es and 
the I'er: :·tn:en I; conct.rreu. ·.ri th the 
adr:ini.o '.;re.t.ioE of t:1e :.::o~:par.ies Jl~t • 

. Anothe:· ::_n:portan t po:: .'1 ~. n:O!.de by 

so~e witnecse:s to ensure quj_ck dis: osal 

u!: cases W:J.S that s·J.ito.ble targ~t dates 

s.hou:!.d be f:.xed for this pur!jOSe. We 

ur_derstand t~at shortly afte:· the estab-

lis~~ent of the then Departcent of 2cmpany 

W'3.S laid down for tLe proc'3SSin::; o:;.' cc:se3 

under differe~t head3 and fer their fi~al 

d:i.sposal Wi' .. hin th8 time limitS !:'et in e1e 

s(!:1eclnles. Vfe '-'iere also toJ d that sectior.al 

heads, the Gnder Secretaries and the Deputy 

Secretaries in charge of the ErancJ,es vrere 

rR'l~J1 t·o·l L·J 1 o<_,z._ ir.to. a-:_] ~ascs Hhere limits 

w:ere not teing o'~-:se·-:-ved anl -r;o tring them to 

the notice of the other seni·>r officers of 

the Department including the Secretary. We 



hop2 that thi ·J prac r.-;ce "" ,,~ ·' , " f' "1 ·, -,~ _ .l.o.J i..IC..-• i '·J .~ 0.l Cu. 80.) 

ti.ve pr3.c t ice. 

15.~ 

• In th~1 s (.Jnnection we rGcor".mend t1.-tat -

(a) thr~s; i:im':! · schCJdulcs fo:~ p2.-ticular 
cl.~.Lse:; o!' ca:'·3s shc,llrl. be wirleJ.v 
maur LY-'vn t.;-- ·che bU.'·~iless community; 

(I') t~w "inder 3·'< • )'l,a:·i;:,s <Jnd Deputy 
Se·~r )tarles con(;e2n9d s:1ould kE'ep 
rlOSC) wa·;.ch on t.L~ ubserv:'l.nce :'lf 
the target dates prescribed; 

(c) in ulJ. co.ses of ar·,_)reciablc devi<>-
ti.c.'1 f:::oc-"1 the tarz:·= ts, t!:ey should 
he 'b::-ou;:1t t-, t~1- netic; of t:Je 
Joi·.,t Sc:')r2 tar:i.sf' ct."ld t1·"e Sec-retary 
of ti1•: D?p<"rtrr.ent dopc:nding ·:·n 
th-ir i~~~rtan· e; 

(~) s~itat.3 ~dmit1is~~u~!ve action on 
11 -~._i\;3 ·-! 2] '-'YS : n tl':R disposal C' f 
cc:ces 3hould be ta:cen against the 
of i~0rs and taff concerned; and. 
ln::Jay 

(e) ir. the Annu::· R2port on the Aclrnin:i_s-
tra·~.io·1 a.~.c: :::-king of the Cc'!l'pani8s Act 
for t•: prE ~ous ye-tr, a list of cases 
whe~~C t~ are na'3 bee, 1. subst'lntial 
Jev!•t:0r frr~ th? t~rget dates fixed 
for ~~:~m n·"' ld 't3 ,~..,'1veniently 
re ::>ro iu c:e i. 

Se--r.ra.:. usefrl rocomrr:Pntittions were 

!nade to vs ·oy :-; 1:rre p .~:rr ssimal N"itnesses 

about tho ~-·~:!o·..: 1tir i! .E:;~l:ods aPd procedures. IA/e 

consider th'3 ;:ollr ,ing .sugg~E"tio:1s to t·e d::serving 

of particu~~~ rotice:-

(c..) . t " -, sug[:F..;te·i t'1at a uniform 

a~eounting year should be prescribed 

fc:- all cc-mp;, tes. 



l:ng ~ot1ce to switc~ ever to a un~fo~m 

~hl~ ~ug·nsti~n n· PS ..... _~,..... -- -~ \.._. ~ -·-- _ ... 

been ccnside:ra:i off e··::i 0:r. for Dora th2.:1 

a d2c:c:d.e 1 o~• 1 2nd we cous:uier E:e.t the 

ti:rre {;;>S n01-r co:r:e when the cocpan:i.es 

Il' it l1'3lps 

to cvc:rcc~e ccnserv~tism snd intertia, 

In the 

~e s:~~cst tb~t a ~e3i~ni~g to~3rds 
t!l.is Tf'-:'">' cicsirc.ble ;ncl m·:ty 'be msde 
t:r l•.CJ.lli:r.Lc'S at lea~ t a.Jl cc;:np"n~es 
r >ll .· n • t·n~~r tho sa.n1a 1.' ·1c'··s t--~ a·· l ..... ....L-L·-L-.. ·. l.A.o;;;:: '"" . .. l'..... .i... ~· -

class:i ~-ica tion to cc:-c:::·o:c-c to or1~ . ~ .. 1:n:L ~ c ::-m a ~coun:c:..ng yectr. 

s e ...... o ~ ~ s ..L ...... fTC.. 
i J __ - l..C4,_;. of procress th2 33~e 

do net S9e that there are any spr.c.:11 

d.lf:'ic'll ti9S in confor:-::in:; tc. ~:1-J::.s change. 
c-f 

0:1 the contrary, it w;:nld br/e.dv:n·':.·:._;'3 

alike to the priv~t3 sector &nd. tn 

G o·.·e rr.'!'le :-t t -t:; 0 'Le o. cl e to s tt· C.y and an:-J.lys e 
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accrunttnr years gre prov·.•~ea' ~ t~~ "' - _or '""m. 

c:dscu.ssed at a ldgh lev:-1 vr::.th the 

ir.du"trj_..-,1 q:·d. commerci::ll af'soc:iatior.3 

and a f.l.~i table date, mny be t·;~..., :rears frcn 

nC'.·' 1 Sh'Juld lee : ix8d l:y which ti:ne alJ. 

corrpanir;;s vr::nJ/t b:; r<~c;.nired to co:":ply 

v'i th th9 n<J·J rc, 1Uirem10nt.s; 

(h) 8ec~~dly 1 it was .:1uggested to 11s 

by shareholders• associations and 

e'Cchangcs that p11blic co::>pan.ies 

listed on the exchanges should be 

~-c.ui ~ed t0 p<I~lis~-. at least half-

ye:-.rly reporc;s on theJr work and 

accoc;'"lts, :Lf nc•t quc:.rtc:rJ.y. 

~his should be a he~lthy acve,c,ment in 

the cor~ ora 1 e s· ctor :u:d we }":ay·, 1.ittle 

vestmcmts in con·.pan.y sh:1re>s and debentures. 

If nece:;•.ary, 'tl8 would recnmner..d 
1 si~pJ~ftod verslcn of the accou~ts 
to be m~"ie av'l.illble :1.long with th-' 
h'l~_.:·-:y earl ::r rc;pc rts l2avim; the C.c.ails 
to ·l!e pro•.• idG·i. along with t.:".e a~;..ual 
reports as at prose~t. 

Ikre again, I·r.:lin.inary discps.sion with t!1e 

a':'countancy prof~"':;sion would be needed, and 

we have no c:oub"t that t ... ey Hc-;:ld hr a;:,le to 

evolve ::>ui t2.ble forms of summary e:ccounts 



(c) ':!:'ri~··].l:,r, one ic.po:rtant reform cor.r.ec ted 

~ 1 ' • • • th .L t 1 . '-h··, ~ o: :rPc.1 Q::..s ~us s :.on J..i1 e ra"- ., no en y 1n " -·" 

accounts cf composite comp~nies, i.e., co~~a~j_es 

wl1ose principal l:::.::>:..n8ss :i 8 not conf:.ncd. to one 

or t'.:o allied line3 of m::l:ufac·::ure or t:·2.de bt~t 

covers a~ti,ities vhich fa'l.l under scve:al 

ir,d.1.lstries or trade~. \1/e do not ;rish to E:::ter 

th~se 1 Civers!fjed1 comparies as t~ay are some-

times c;:;lled.. I:c<t 1ve mak•:! tHo ::>pecific rec0~nen-

d. a -l;icns ·w~i -~1 c1: 'c ac:·cs s the argume •i. ts on this 

"'l' .. J.oc-'-
.... • 1..) -- u .. 

(:..) 1,-le consider it es&fonti.l.l that all 
'd:..,·ersified 1 pu'l:Jlic c·)mr'l:o.nleJ shuuld be 
-~~Uired to rref~re EGUl.rl.te 3~counts for 
tf'.e: differer,t l:~nes of busine:s::; 
carrie:l. on by t:lEr:J. so that th•' 
pcrform3.nC<; of the rlifferen~ U'lits 
1'.1 such cor.:J,::tn!es ma;r 'Je kao·;~r. and 
m'ld.P. "lV:lila'ble on re1u 'lS t, '~0 

. sharehol:i«:·s and to R_;gistrc:.r::: of 
Joi~t Stock co~paniesu 

vle c.o no'c consi:ie:c tr~at there could be ar.y 

serious objectio~ to thiS t~Te of disclos~re 9 

Ir. p::actic8 n•.;St progress~ve corr.par.ies at 

prese:-1t prepare sv.ch accour.ts for the; internal 



usc of their r1a;,agel"lant, So t:1e tE'C'hnical 

. diff:hnl-l~._w~i.9h. .aJ~s.-s-cme tj.;:nes·-urged aga in'3 t 

Cur pro:-coal 

~hat these account~ ~cy t2 

ava:J.l<'.'Jle to S'.~ch sbarehcld-::rs who may reasonably 

a::;J: fer them ~;.•;d to Go•rernment; 

(:!.i) We co:1sj c: er t.hat it is Yer-y 
de s ir-:1 :0:1 e tl1a -t:; the D::: re c t0rs 1 

Fepor ts f'o;· 'di1rersii:i.eo.: I co!"lpanies 
~·hould ::..ti7aria1Jly inc.l.uoe brief 
".~o:)u~"'"' -"' +~' ·. ,o~"'("~""''"' ·of +he ·.,.t.~ _._,_ ..... t.. .... JlJ.-··,1-·-~J..J,. ---1-'·-"-·- ...... 
d1ffe :r-e!l ;; uni ':.s .i.n such companies 
so tba": the:J.r ac·~\:al.. J28rf·')rrrFJ.nce 
a:1l t: "leir prctle•j;s anc.i difficUlties, 
if ary, r.:ay be mav.a k::J.own to tl1eir 
sha::-<'holde rs. 

In !:h::s connect ;_on we would inv'i'!:e atte1:tion 

to tha provi:~iO!lS cf Sec:tion 17 of t:te 

F.r.glis:1 Co:;:)a.n··_as Ac ·;, 196?, w~~ich rec;_>.:.i:'es 

ti~G I'irectnrs C'f 1diversif:!ed' companies to 

incluie jn th~j.r Report a statement of -

(1) tho proportions in vrhich the total 

tu::n-o> <Cr of the cc:;:pany du:-ir..g t~.le 

a-::countirg pe-rioC:. js divi'led amo!i.g the 

tur~-c<er in respect of tne different 

(2) as rEogards t~1e business of each unit, 

t.hs 3f:rroximo.te expen:'.icure in mcnetary 

ter::c>s, t(' which in t::.e cpinic:1 of· tt.e 

d::rec';on the ca:-rying r.n of. the businGss 
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s~ction 

Is c>U2 s , /~': 7.>1"€ se::1 t hardly a11y co::. t:-c-1 

p-ac:· cf 1:::.t:~incs:; in I::.:Ea c:rd t:o ca':::-y C!l 

their b~s~ncss ~s 

J.,..~ ~I""'!,.,- -o~ .. _ ..... <t.J.J·-~ l. -

t },p-. 1 1'--. - < • --) -· ~~, c....;} , o-·o -:..ro .l. . "•J u. .... · 

t~·-a m- .t-t:er:.1 E.:.ntioned in Se-:ti.o~i;:: 

592 to W5. 



~ ?.L: 2·· 

\{e, thr>refcre, ac::ept ~>'lG S'<~gestion of 
tte Controller of C~pital Issues Um~ 
tht: ?e:-cei_'_:rQ. _ __b:;-"lk rhot<Li not specifiC;J.lly issue 
a pe rn:"t to a:-~y forG~ f!.H compar:y \to es-::abUs:1 
a. pl::1::C! nf 'ow:incss b·?fnc:: ar.y r:J.Ch company 

__ iE r?r:!.<:t.cred in thi~ co1mtry. We also 
recc!'lr;,C?r:.'l t;1at the aue.-i'lacy of t:-,e-p:-o
vi.t>:!ons o"!' tho. Compa:vi~3-Act, _lS513, j_n 
Par·~ ZI sl10uld be en.;a~_.,ed P..fre:::h ::.n 
order to consj_~er ho·.r :;1ore effecti,~e 
supervls~rn co-.1~ be exernised ovrr the 
<.:ct:i·,rit:i_es of fc ~ig:'1. r0cp:1r:1.\:l.~ ope1·a'cing 
in Ind5.J.. 

I! this con~eYt 7 it has been brought to 011r 

;·otice that many foreien companies working 

i ~l Ind.ia are f::;rcig71 only to the ext.:;nt c::: 

-.-:1ei r plac.:; of i:,-::Jrpon.tion; their entire 

tr!siness operations are ca:::'rioi on in·India. 

:. those cascr. the:!ee is nothing in thu 

CoL"~panies Act, 105'5, wh:i c:h woc:lr1 ensure tr.a t 

t~e busines3 of these companies is carried on 

~n con!'orr:Jity "'j t~ th~ bas:.c pc:-:ncipl'JS U.!1derlyi!1g 

our C01:nany L;'.W. On this b::s is a q:1es tion was 

posed befor~ us as t0 wl1ether !~ was justifiable 

that w:!:lile fore:,;n compcmies, which were c:'3emed 

+-'.· be so only bccau3e of their place of incorpo-

11.tionwere al1_c,,·ed to opernte frPelywitJ':mt 

r, y centre:_, indj genous companies should l:e 

handicapped by the o blj_g?. ti..on imposed on ":l1em to 

conform to the r c;_uirooe:J.ts of cur law. It was 

a:L.so a:rgued t.hat vrhile sever:J.l provisions in t:he 

Ar. t at~E'JJ:;:,tod to safeguard pulJl:Lc int<::rest 7iS-£1:-vis 

the wor!;ing of indigeneous cor::panies, no suc:h 
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t~e case ~f foreign c~cnall1ns 

Tne prcvi.:>:lor!S of tl;.~ f.ct in 

spacial a~dit ware 3lso nnt applicable to foreign 

15.8 

In o·r v~ew, thernfo~~. t~e~a issues relatir~ 
-~o :. cr0j_gn :::o::panies n.~ '·.!li'> type nGed to be 
:ce-ex:c.:nL1<2d urgently aeainst. ti1e bac:~r,round of 
our general eco~~mic rolicy relating to the 
::-c·le cf fc::-a]_gn 'tus<ness aYJ.d lnYe:.tment3 
in th~_s cc1.1.ntry" 

'de haYe l'efraine:.:. f:--')JJ ~onsl::l.er:!.ng several aspects 

o:' cur co;-: te:Jp:JrJ.ry e :::o:wmic policy re:_a t-<_n~ to tho :."'c,le 

of fo:-eigt, b~si:1ess a.:1d fcreign i-:westm-:r.ts althougl:: sone 

on Cor:;p~n:r La:.v a:1d Cor1pary Adrninistra tic-~, ve t Jok +.he 

ViG'.\ that t!iiS vi2.S a SUbj'"ct j:'!'iLJarily fc~ the Stllc1~· 

Te::.::~ 0:.1 Ecc- ,o:;.ic AG:iinist. qti~n presided over by 

Sl:::-i C.~I. ~-.. 'lablJ.a, He hcpe that rcoco'Tmendations of 

thls St.uc_y ·.::e2.r::. \·rould in d1:e cou:·se be consj_C.ered in 

the lic;::t of t~eir impact on the wor'{ir.~ of collaboration 

asreem-o·nts in joint venturss. I1everthaless, we sho1.l.ld 

like to tal~:3 this op;>ortuni ty of emphas.:: 3 ing the 

ir:;portc:.nce and urgc:ncy of revie',ring au::- present 

poli:.-ies ~eg2.rdj.ng t~e tel·ms and conC.it~ons of .foreign 

pa:rti-.;ip. tio:1 in Indian ente::'pr~ses. I:1 particular, 

h;,.ving rcJ!;ard to the r,ecE ss:. ty, i'.1cre as in;;:i.y brougr. t 

~oco to us in racont Lont~s by the exigencies of 

cur cu::-.,..ent and. foresee3'c 1.e foreign exr.hange 
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e.t· pre~cnt impo:"e .,_,. y cffect:i.ve ch<:-:k on the 

control i::-, !:'UC~l cc:..~-::-'J. C'11r r~licy in this rP.::: '.!'d 

ncN' s to ba ~i•.arply ,_:cfim.::i, c.nd fair c.nd le;) time.te 

c?t<~itic:J.s, c2.pa~le of easy en:Corc ... ~'TIE:nt, sh0•..!ld be l:o.i.d 

deem at t'bc tlr-'! of ~?p::::o~ral of e-..a cr.~llaboruti11n 

1 this 



ccnt?xt n:ted the provision3 of sec,250 

of ~~a Corpanies Act, ~955, but we fe2l thnt 

~2s cot cesigned fa~ tha ty~e of probl2~ whic~ 

~2s ~;en b~ought to out notice. 

15.9 

He ·,".1derst'3.nd. th2t '::h~ D<'Partmen~ -~f :nc.ustrial 
Dsv0l~p~en~ is n0w e~ga~~l i~ a ~~v5.ew of 
the pr-e3e~'1t poli2Y o: Gclterr~/~~r..t :-~elati~~,~ 
to ff':r:--(?tg~ in"rcst::::l1t:s ir: the li&:lt of t::e 
exi<:: ti,.H: p:·onoun ::err:e·,. ts b}r au t!·ori ty en 
tn··" S:J.bj ect. '·.'c '.:rust that as soon as 
th~s e~a~inatioil i~ concluied, the ~erartrnent 
~-" .~c~''"~" Ar!_a_ ~" o.··nu' tl1e nw~"r+:me-t· o+' ..J.r.. • .._[t-'L~l. .. J ~- ...._ . - - _ .... _...JLl. ""' ·~..... 4 

J:!1d·.c:-: t:!'~_c::l I-avelopmen :, s'-·OtA.ld. join .:ly 
cn~~iaor the preblE~ po~ed ~.~:ore ~3 and 
:::: . .-re 31~-:::1 suitJ.b:!.e si;e;:s as rn;...y ba :-:c:cessary 
tl er:s:J.re that the r~~ian cha?ac~~y of 
~a-~arem?~t in 5·)in~ ~e~tures i.; net rr2~ely 
.r;;a ':ltei!:.ed but qlso str-ong'heTI8::ij an~ j:-1 the 
car"' of .:ompar.iE'S 1 ~erE. the Inri: '1:1 ch3.ractPr 
cf C·:'D)2.-.l::_es bic• b~·'?':l rrejHd·i.ei~.lly affectc-:l 
as a res:J.1 t c-f tran3fe:cs of ~"ha''8;' n-:.,t 
C.uly ap;-.:-oved by i.~1e mar;r,;emen-c of thPse 
C . ~n"'"'~e"' G~7e-.,-,...,t ""ho··l·' o···~ .;t~.-oJ f .. ! .. H:! --~---.I~ -· -~-· ......... .., ..J.o.~....., .. .f. '11.1. ... L ,:;t.._.. 

'·'" ._.._, th" «·•thor·i .c7 to r,,, . .; e·r S'' ·"' ~., "8~ \" .... ' '---• ..,_.._. '-'· ~ •- ~ -- V~, •· '-' \ _._ ~ l ~J!. '-"-.;A·~ ,_ 

in o~~?r to restore the c-riginal pcsit~on 
reg?rding the s~are~sldlng of such 
co~_ ?..~if-s. F.::r t:·_i3 p~.: .. :-pose, it ~.;_y he 
:Jec:_: S!=:ary to ir..Ccrpor3.t'?. SUi"t8..t, __ '3 f~I·-J

'\-j_S:c:J•~S i:.1 tr~ CT1p2nies Act. E:.sr, on 
the an~:o;y of ths provisions o. section 
403 of t~e Act, ~hich was, of course, 
in'C?il'.'Pcl for a dif?'e!·ent fU:::'pOS€. 'v/p dO 
no . wish to go fu~~h~r in~o th~ pos3ihle 
lc~:tsla-:j_ve s:•fc;c-;·!~rds th0·t ri.:..t;ht te 
r:.ec~ssary, tut w-:>'lli rer;e~r::::o>:j tha~ this 
ba~: .~ aF'pect of for•Jit;n coll.<boratlon 
a_· · cr;el:!enr.s is tal: en U.j) for 0ons · d?l"J.tion 
b-- tte De:Jartments ccncerced as r·oon as 
G·c.-er,-2!ent b'l.Ye re-0.s;"inell tl1cir po'.icy 
tc·; 2.1·~:: foreig:1 in .. rcs tc1en-:3 in J o:.:1 G 
ve~: ~t:.:-e s o 

Se·reral share!1olders 1 r.sso~iati.cns 

clai:::JEd "'::'ef0re us that il:; was tjme that gcvernnent 

'reccgnised' then as thPy had recognised the 
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stod{ exchang_E)S_. In re_:'l:i.y to our queries tt.e 

•eprat'ent'l.tJ_ves of th8se Associc:.tion informed 

'lS that the m<'~jn renson for ask::ng for this 

re~ognition was ~hat in its absence they enjoyed 

no status vi.:':_-~-yi.f. the nar;agement of companj_e s. 

It was difficult for then to app~oa~h the 

latter anci often their rec_ues ts for information 

a1Jout the worki>"lg of companies were turned 

dy.vn or re:·:aineu unheeded. 

We c:re in <>yc:pathy with t'"'.j_s demand and 
consider t~,~-t G')\"G:'nm;,nt s!- :>Vld initj :1te 
J. .system of recoe;r::. tio:-,, ::.fter cc':l.S\Ll·
ta tiou Hi th the lcarJ::r:,3 sharer.oloers r 
associations in Calcu',:t·J., Hc.>.dras and 
Bomb:J.y. 

The or.ly practical difficu.l ty t!H. t we 

7idualise migl:.t a.·ise from the fact that 

in some gcorrar':lieal r..reas t:rer~> rright "l:'e 

mc .•e thu.n or.e sb treholders' association 

at work. In suc!1 cases sorre pt"i!iciple;: 

would have to be laici dovm for discrimi-

n·1ting among the.::e associations and 

selecting c1,e of ~hem for recognition. 

t;~ do not think t':J.ctt it wou.ld be difficult 

t') dra~ up suitab:e criteria for this purpose. 

lf'.lO It is a statutory duty r;f every limited 

~_iabili+y cc'llpany to :l.ssue sr.are certificates 

in the l"JIOSC'L'ibed form aad me.r;ner. The natur-.·, 

numberh1g and. ths validity of <:hare certificottes, 
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r;.:-.-2r:Jed r~.- t:1e s·;;o.-:ute anC. the rules frai::Jri - .. -

1.~n:ier it. Sections 82 to 90 a..."\d 128 to ;_]_3 of 

ti:e Co:'~ ani es Act, 1956 togeth0':' with tr; 

C·::::rp:?..."lies (Issue of Share Certificate) Eu:es 

l'JGn a":; :r:n esent i'eg'Jlate thE>se matters. 

P~io~ to the co~tng into forece of these statutor-• 

provisions <nd Rt:.J..es, tr.e law W"..S :10t sufftciently 

clear, and ::i_n ar.y case, was· ~cund inade011a -+c'?. to 

preven":; t~e issue of s~~rious s~are certificat2s. 

1.5.1:::.. WniJ.e t1:1e c;langes in the Co~panies Act 

a"ld the rules frcmed und2~ ~t ~n l~SO rave 

ir:r:'osed so-:1e v(r.olesome restro.in":s on the rec!{less-

ness of ur,s<:!rupu·_rus company operators, ti:ey have 

not been a~'le to root out the possibiJ.ity of S:lch 

aC.ver:tures. 'i:his. is cle2.r from some rncent 

c'.iscl">S'J:res in Parlia~:ent , ... nd elsewhere. 

Tl"!.e circulat=.on of S:;>1.lrious sh2.res has 1 ts 

origin i:1 h'o sources. Firs'~1y, tllrcugh the 

r:ani:;:m:::.a tior, of perso'1S C'nnec ted with t;,e 

cf com?anies or with their 

3.'1d sec-:mdly th~·ough cutside 

crerators. Tl1e first tyiJe o: frauC.a.len t 

C.e3.lings 1 1 duplicat~ share certlf~_cates was 

no·ciced on a la;..:_e scale a few years ago in 

several cor.pc:nie::: in tile Mnudhra Group, 



Ic ls unnece~sary t;o go in.':o the JL~'}us 

suffice to :rr ::ntlcn that j_n or:ie r to e:Jsure 

·:;-,at tl:e f'rccud might not be C:e tected, the 

M~.r.aginz Agents and tfx; Dj I'ec tors of' the 

cc·-_;pa:-zy secreteC. or d9Strcyed t)-:_e share regis

ters. 'Ihe second type of f.raudu1ent dealings 

concPrn3 cases where the requ:!.si:;e signatures 

e ·tc" are forge c. or1 the c.uplica te share 

r.:ertificates. Such certjficat")s r::ay or """-Y 

not :Oc i~sued. vii t11 the C'C!!ni::ance of the 

15.12. In cF..ses a:;:-ising out of the iSSl.J.e 

of' spurious shay-r>s the :rights and liabilities 

the h'llders c:' rha.:·es whether thJy are 

r"~istereG. as member'S of the company concernad 

tJ:-:emselves are s.o;:nevhat in•rcJ.vc:i, except in 

clear cases cf fraucu.l.ent dea::;_in~s \·rhere t~e 

s:Lgnatures on the du:?licate S]lar"s are forged 1 

involve diff:.cul t prob:ems of ccnflictir.g 

ler;al clains. 1-Je do not pr0pcse to er.ccr :tnto 

e-::y det2.ilcd disqui:.Jit::.cn on t:T:s subject. 

In vie\! nf the f'e'l' cases of alle:;ed 
i2FU0 of forged shares which Lave 
c 01 /J to on':' n.o t.ir.e, we would, howevr.r 7 
s t·.·on~~ly u:::·10 tl"at, sui t:lble :;,:Jrovj_sions 
shou_a be ~21e in the Compa~~es Act 
to f·:J.cil::L ~a .;e qu!.ck ad. ~udi-::a tion cf 
thes3 conf'llcting claims, so -Ghat the 



r.<>.se :::!" L:ss:rs Richar'5.son Cru~lda!" an:l c.-,, l i;d. 7 

]9~7 ~s a S~sciPl Off~cial to deal wit~ t~e 

l2rge nUJ:TI~er of fcrged Rh:tres in thi_s comp3::-ty, 

EO.nd cormi-·cmce 

of its t::e 

progres~ to~ards the se~t:.9~3nt of outstc.;-,d-

of lO years, a:;d we were told that numerous 

su.i -~:s F: re still v nd:1.ns i:1 the Ce.lcutta High 

C cJ.rt. \ · :o un::ie :cs toc'i the: t the~r rela t8cl not 

or.l:-,r t:) -:-.h ? ad judie aU en of cle.' :r:s irte r:-~.::, 

e.s cetH·ee!' t:ros e v;ho c~_air.;d title to -!:;":::; 

shqres as r:E:JbBL; but a1'1o te> clai:n fer rlamages 

c;_gainst the:. company itseJf for allee;.2d 

loss<::s sust?.iae1 '..>y t;~o"~e vThose clai:r.s ha1 

~ot "!- ,, +he. 
....,.., v ....... Special Officer of 
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J.S.~A- Incidentally~ this Officer expired 

nbo~t a year ago. 

,. .en 

It is clE'3.l' to u~ that some summa1--y 
?rocet:ur~s for dt~c"'.ll.r.~.g wj_ Lh S1.AC~1. 
tl'l;j,":l"'<! wsbs of c:lair.n'=' and C(:>W.1ter
clniws in cqseP of this typa w~st 
be devised. within the fra:n8v;or·lc of 
u..1r •:.::;r..p2.J~Y lavr. We, t:'lercfc:-e ~ 
re::'Ol7!r18'1l that Section 155 cf the 
c-~m~8.n:i_cs .Ac~t. ]_·~56 should be 
sc;_:_ t::'c<'.:r e.mended and E:·!.al:.,ra·~.:~d 
to €r,a:·le an app:ropr.~atc c':tl~orit.y 
to '~e~tJ.e st::oh di;puLs .:'ina:Lly. 
Jf o~tr- recom:non6ation f~'C th·3 
es ta';lis:·Jr;;ent cf a Tr.::.L::nl for 
d <>~l·- .... '•l].·t'~ "o~p·>"-r ca"e~ 's ... u -'-~ ···:J . - ·..-J.J. .._..._ -'!. LI.''"J . . . .., ..L· 

"CC""~ er' a ,..,~-r.t~-- of "''·'" t·-·,p (_. "-'.i.' J ··-' _ _. .......... ~;;J. ...,~~ .:...J J' i .... 

r."!: -~ nf'·'es sarily be refe ,·red to 
L )_,~ bo:.:.r. 

"·h·- ro·~~ec"-~ on v ..L..,:, ._ .• .L l,.o-1.. ' Sl10Uld like very 

h ii;hly to e:omment on 2. view v:!'J.j.c':l was 

Co'l!:o;any Affa:Lrs \vho appe". ''ed be:~ore us, 

W.::l c>:;:'e talC: that it migt':: be difficult to 

am-:ad S8~U-r.:1 155 aG.cquately; so:ne leg<;.J. 

experts ~1:-J.d. or:l:1sd. tre,t any cor::Jicl.eration 

of the claJms of hc:.cters of allegJcL'.3r 

· .,, ~"' ·no' J~rs .. .o.1.a.:.. ,........ , .. 'CO ' ·1.nd this \voul d be opposed 

fOYern the :-elatiors betws2:1 t:hE: ;nembers c:f a 
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in::."Lic>.t_L-.'e. L-: ar.y case, \.'e are clear in our 

co11rt of lmv or a dul·r cC':1stituted Tr~_bunal 
" 

to go into its rns::·~tJ. ~-_<, s-:-ope of section 

155 of' t;1 e Co:rpan::..e s Act iS , in ot:r vie\v, 

S:Jfficient~.y wile to ;>t'rmit adjt.::iicatic:l. 0!1 

the rela ti Ye cla::.ns of th2 s o-ca.llPd gem1i:1e 

a~d t~e a~lege1ly sptirious ~harehoJder~, i~ 

a c2.se wl·Pre the genuine!1ess of the ~:,.arsh~lderc 

1.5 .15 S "! fa::.· as the pre\·er. t~_on of fr:mdulent 

C.e22.ing:; :::1. clvpl i ~ate sha::-cs is cor..ce2r.ed., 

t!1a e:dsti.:1g prr:vifl~_ons of the Act, if 

ef.1'Active:y enfcrcccl f"lo.::mld go far to 

preve:1t such C.uplicat::.o::..,. Section 24 of the 

Cs::r.panies Act, l9SG -,·ras ame:r..d.ed in lSSO l:y 

the aC.dit1o!1 to it of s~b-sections (11) 1 

( ::..u) 2.:1d ( 17) • S:l.b···S?ctions 

in -..rhich certificates can be r~me,,Jec! or 
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d.upJicr:tes can be issued. 

'i'he cleta:!.led procedure to be followed 
hy tll'l C(•.npany mar.e>gement fo::- the issue 
o:t' :share cert~_ficates l'as also been 
laid dmm in tne Compar.ies ( Iss~:e of 
Sh'.l.::"'J Certj_ficetes) R•.iles, 19CO -.rhich 
prov5.de reasonahle ::; afq;uards against 
the issus of sp,lrious dul~licate shares, 
Ncve::-theless thore'is need for aejudi
catior. of the CO!ifl:;_cting claims in 
tho3e C<J.f9& whe:r3 c_is;.utc:: arise ns to 
the auc~s;:,ttcity of share-~crips, 
For this latter purpose, scme special 
::m:e:'ld"'ent of th!? provision'l of the 
Corrmar.te s Act is , n~eded. :F'Jr th8 
::-2 J.Jons ,,;,~cch we i:Jave alreal'.Y mentioned, 
lte do not think any S':lecial legislation 
is necessc..r:r 7 as '"e co:1!"ider that the 
sccp2 of se~tion 165 of t.':G Companies 
Act ~-s wide e~10ug:1 to cffer sufficient 
jurisdiction to a court of J.aw or to 
n. Conrp:-.ny T:::-:i .. .JUr'l-1 to c.djudica te on the 
'~.ype c~· issues of conflictin~S rights and 
clai'l!.: wh:'.ch we havl' C:iscussed. 

15.16 In this connectl:m a S1lggestion was made to 

us t!1at in -l.l1e i:1te:re~t cf comp'3.n:!..es a:: 'llell as of 
I 

the commerc:~al bankJ, it :mig:'lt be desirable to provide 

for sa:::-3gua:·d3 against pledge of the sn.r1e scrips· with 

more than one bank isst:..3d ~;i th t'le conniv-ance of the 

c o;r.pany r~anagem8nt. 

\-It- n>cor.,u:er.d that t!1e Reserv-e B'3.n:C of 
Inc:.;_a sho1lld examine the feasibility 
of 1•equirin3 schedule~i ba!L•s which 
aclva:-.ce .:oai'Js oxcae ding sa:·~ Rupees 
five lakhs t.o any ono lorrowe:~ 
against shareJ, to furnish the essential 
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Sl:.ri K3.] · t-.i~l<.herj ee, 
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!<~mber. 

Shri M, V '!cnkata!"arr..}Il, 
lle'J~~::. 

Sh=i ? .3. J:.!enon, 
1-':Cr::.ber. 

Sh:::-i S. V-cn::atar@llan, 
:t-~r;.ber - S-;cretary. 
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6. Shri D.C. K,)thari 7 Madras. 

7. Shri A. Ram~iya, Macras. 

8. Shri A.K.· Sivarr:nakrish":lan, Chartered Accountant, 
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9. Shri F.X. Ra~adhya~i, Bang~1ore. 
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19. Ass0ciatei Chan,bers of Commerce & Inc1ustry, Calcutta. 

20. Shri c.c. Desai, M.P. N"ew I'eJ.hi. 
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31. Shri Bhaskar Mittar, Calcutta. 
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L2. Shri S.M. Yqusuf, Refistrar of Co~p~r~es, 
:·1aha;·a 3t ·v·:1.. 
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~ nrJ:f_-r~:: 

~ .-::· ~~ :· r.y·t:n 
.:-71r_l 
!:·~!~.: 

Cha"~~r II -· _,. ,_.,...,.._ __ _ 
1. The r:: ;fi-:i,,nt mcn?r"ment 0f C\lur.,-. -"'S is a 

!l'F.t·tcJ of conc0rn nnt only to the shere.h0lc1.ers e.u~l r '1 .. 2r 

n::tti -:-nal economy G;~d U1e r.· .•L :i.e interest. (2. 21,) 

. !r.<::;.·c :1':'C! s 1!'18 eoscr.tial p::-e-c0nc'l.i tions to tbc 

purp:"'lseful e.rd cf[ect::.ve aGninbt;:a.tirm of tl:le C:olll):'t'.n~.es 

L~.r..t e.......,J relate·i :r.c. ':crs. Thef:e are - (a) first, that th3 

be n~ difficulty :!.n tr.:t~8latin;1 th.en ir.to onerat:i.on -1 terns; 

('J) s<;cnncU.y, there :;;hould be a ro~sc:wble ncasur.<:? cf ccn:<~.':-

ne' t t:o the:n policies, al::.ke 0::1 the part of ninbte::-s a.1d 

oth'Cl' policy nak':!r3 c0nn:::ctcd with t1:vcir adnin5.::;trP .. ; ~n end 

of tt.e :-lr;;r.ior ci .-n 

e,..,d ( ~'\ fc-•··· .. '·"·r 1-~o ,., •• .,C.,~J.·\.0 t:ul~'S -- ... , ~~_ __ '"'-•..: ./ ' ...... ,_ ..;;J~\ "-"- ~ ~ • 

i ns·::ru::::t!.cn:J [:r:"TJ.C 'i .mder the sta'.u te, vrit::h du.' rE>ga:rd to 

consister.t.(J • .J) 

c:'-"'-c t.<?r. r'7 
~------, .... 

There have been f:r:equen.t ru::cnclrnents of Cte 



i ~ny 11n_ -~... ,_ c>. I'<':~~~' f::- tO 'l '=' f C''l:' ~ct ln the ~est; t •• ~ 

tJ· ~-t t!:~;· 1-r:?:·c c:>ncdn:cl n!'d d'1slgf'~d pr-',..,':1 .. .:. ly -c-, :1:::31 

· t"1 -' 1 l w:1ir.',::1 :::r;,se frcr:~ tl.r"8 to ti~~~ EU:l '''~-" rh ~:rl ~ a·~ ;.:"'C :.5~t12-S, -

---.~ (;,- .......... -~,--ro··-s 
C _ \,1. -'-= r· u.:._ '-~- -~•'""' ' 

·~ "1 ' . ' ... -........ ":-J .. 1lC..l1, ~·-73 iP r.ou 

p:>:ovis ion:. of t'lc /.ct :!.n rclatic:•n to t[-:2 otr:::c '!:'.:Vtt::cd 1\c t3 

4. 

~, .. ,. ~· r-:=~r-:---r~·:'-- ,,,....T" .... .,.. ...... r,.....n"~ 
L J '-~-~...--- ·--"'- J~ .. ( __ ~-- ,._ ,_,_, 

.:;-....... ~r::...., .... ~~y ..... "'', ........... r ... ~7"'\j ·--- -.~--···~-- '""""'-'"' ' -·· 

" 4'·~ti0n i '1 r•·-· . .,~ +·o f1nrl C'J~ '-' ... .~; ~· ... ._ - '- -"- ... - l. - ... pr·• ,J:r. 

·i:J-,c 
T"uc~:. c f it C01•ld 

t-~C~-~!"1 
. - 11 

of a cc::1pstcnt c::pcrt 



· -2G3-

Coi'1!'1i ttae to he.vc a c~tailed Sn''..ltiny of the V:lri--:'15 rct·.u:TFl, 

nnd at the f:cne t·troe -::eldr:."( 5.nto ac.C'J"'"'t th>'.·. ~..-~1·~1 _, """": .. c.._l,.~~ 

U.-'32 thc-.t is !"',i'_je of these rett!!T•S in th~ offices 0f the 

1. 1lc recomend t~at t~1e p!"~sent d2firoi ticn of 

a nri vatc c0rnpaij' contained in the Conre.nies Act,lS' 56, dv:mld 

DC! a":lcndcd ani a prh·atc ccnpnny pr:1nerly so called ~bauld be 

d2f-:: r:0d CJ.3 a C07c1pX.1y vrhlc~l 

( i) rcstr!-::ts t'.1.e ri(,ht to tr:.J.:' :>f:;r shAn s; 

(:U.) lisits t:!~c n~1.IT'0:::-r of ! t::; mcr:ll::.ers to '"0 

(1 , J ' ., . 
' ~ .. "' 

(iv) 

~ .. c~ · · -· • ·1..,. -.;::: ... ,... .... \ •• '..--· <;) CD210yCG.3; 

_ .... " ....... .; 7-.~ ., .... ~ 
l -~ ~•l.L.V- -~.:t 

!':'!: ... '>.~.-.c~._i."-·~ -r--~r· arr-• ,r_.~'-"-I"'-2~ in or ~.,.....,r ~~b,.,,..,t·•-c~ --. U _ ~ <J T • · - -• '-'"'.J ~~ -·' ·~>. ·~ 

frcr.1. the public and 

fron finc.ncia1 ir;sti tud.on.:> ~ other thaJ.i. banks, 

set ~p u'ldcr stc-t•.ttes o~ '.znder the au.ti:-~or:l. ty 

of the C0.ntral or St.atc Gove:::::1f:l.e:'ts o~ from 

c-ny ether public cc-nr<'.ny, not being I!' l:cmldns 

C'j1~a: ~:.y~ t:} 50 ~-C2T. ~~-n.t Q( ~:-_:3 Y,)ai1 ;~o 

capital. (5.5) 

the Dcpa-.:-tu"""';.: r.1.2.7 s cruti:::rtse 

t:o fil'2 '-~~ 11.,11 a.s Tl<'-'1Y of the forncl provisions of the ."k:t 

apPlica':llc '.::o t:.1'2ITI wlt:1 a vic~T to lir:l.t.f.n;:; th•,: rcq'.liretneni:s 



1. 

- -........ d 1..--,-'! n ~ . ., ..... r:~~--·- c -1..4 .:_.. ....... 

-Z·S4-

stru.ct~ro rnd rnd 

-::hi~ c~ur.try in terns of cor"'"'')!':'.tC n.ss(;t:S '1-TC.:; tEl lc.~cly 

in t~rns of 

it i -'11 \4--

....,,,. ~(·'"l~f'l''' -· ~.,j .... )~ •. ,1 l"•"' -"ll' ~<-f:'·-~t- "'-"-.L ... __ '---~·J._ .. _ _._ .... Lw..• .,;. \ ...... __ .. --~' .._ __ ....... , _, \,..' 

Ov,_...,; 1 : -....:·..-..-~ c:-t :.· -_.c....... .L. ....... c-~ .. , 0.1. 

. -"'. ,-:.,: .. t net ~c 

.... ~~·.,·~rn c-= t- '""!. 4 .,.7 t' ~-'(,... ..... -~~ • J. J::r,;;. ..... o J..er !":'Jt S tr.r1 C.·."" i r .. · .• .. n1~ ~.1_-J·• t i ,._ _ '"' _. __ . s e>. up n U~.Cr1Cc'1Y 

·. 
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..... ~ ... 1'+-.!fncT ·"n·~o ou-"' ... !-J. .. . ,:., oM.. - J. 

~~~'">nr·~,-,-··· bo~-r' ~:-r-" co··l'"' "'ar·~-· c'p~f- .... o~ ~"n ..... -·~, !J....Ul·---~~-~1-;.;.,..JI,. I t•• • .J, <..,;.\..0. •. .! 'l.i. '·~I-' ,_.J,. ..a. 0-·"' '.A C.J,.J. ~---''U..J..&. _,. . ~ .. foot in~ 

-"i-'·c.,.. ~-~ ,..r ·-·,c1 e ti~e r:1~-~~ ~...,,..s •,·'"·· ." ·--·.". "~ '.·~.-~r.-·" seat~- on t!'le 
L. •·-· ·-'· L.>> -~ ''''·· ·• - ·' ·"-' •··,'··· '·-' '.~-- -

si101.1.ld 1 ik-J t~c ln~ t~ provide 

th1e r:trP..:;tcr.c, or. r:. 1-:.'1.."18~er v:-ith a seat on the BoE",rd of every 
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6. 

~·c.-,...-~.,_ ...... "':'" .. -..,rk~ .....,;1- .._..,.._,_c... .... .) L. ...... :~ ..> of 

tills co•.:11tr.y. tt ~vo~ld 1>::! idle to l"!~q::>ec.t to obtd.n, in the 

i"';:t~:r:"!, the rir;ht type of T'leople fer hio,her hm~l of 

W., do not. concid·2:- thett it :!.:; necessary et 

f'"lrt1.cu:f.t·l:r C'.t the S~Cp-f!r::J:." levcJ., SO that all tKlil"l.gene"lt 

in ~l • .:l [:1ll l~-P.~lt of. tt:e d~.scus::ions wi C1. worl:ers 1 repre-

\·1~ are 1~:.:-:· S'Jre if tha provisicr:s of the 

prov:L:b fer co!'lT'ulsc.:CJ" :t":St'recentntion cf the 

cc'1.c·:.:.:'1c-::n c- of the r;~mC?ral puhllc oa the Boards o'= c~npanies. 

0 ;; ,,c,...~,.., .... ~~ ~--,:1 th"' gnnr>·•·'·l p""u1 ic ~ t :ts nc-:ot ne-::ess::ry - .... ~ _ ..... ~ .•• -'J c-.~o\ :. - '"' - .... ~.-~ ~-- - ., -

~,) prov:i.cie ~;1 the la•~ fvr aJ.y su.:h reprcsent~~tion.(6.9) 

C. ''·1:1ile we a::'" i'1. sympatl:y "i th th(l cle.im 

tb".t th;;\ :::;~:J.crlty of sharcholde:.·s shot;ld be adzquately 



.. --r----! _:. .-v_ "'"' 

• .. -c ,.,_.l~ .... ~_,.,_ ~l-- •.r: ....... .., c~~pHc,_~·a·"'"' 1,.,-,,,~.-cd. in ·,..-.. rk! ..... •? 
't,;;; o_; L.. ·._ ~-~ I... A.;.;.. ~ T(..,, -- _ .. ,\. .••• > ·" '- .. \1- - ..:J 

L••·. ·-..... _ 

r,..~ .. ,~--.t•·-~ G'~ ff'~r··n.._ c--c•·-"" "~"~"" ...._ E-n'n_,, c•,.,,. .• e--1 t'""" 
1110:: __ .'!. -;.::.:..:-.:.. . .,;..;l::_; .... --~ ._ '- c·:- .-...l_ ..... (..J~"""'""'t:l' a· . .:. ............ ~--~· .... . ..... 

~-,-··-,•·-!~- i ... ··-•--~ co-t,._ ..... c.;: ~-•,e ~r,..,''"' -~ .. o<= <·"t·,..··· """""" J._._...,_.._ .. .., ... .s. '-"1•- L.i. ~ ..... .~\.,.. ·~ L.... 11 ....,.., ...... o.U ... .LU • l·, ..... 

~···! ~-·- _,_ : --"d.. t 1•· \.. .... 3 •.J-u __ ' .a.F ..t. ... _: .a e. j, 
J • • 

·-·-' t.~•· ~.-.a ... :.. -.1.0;.; '-" ID 

::---:-.11' ~ -~ .. c ro-•-~ .......... -~-· .... r· n.~.,__·.-~ ~~ us '-j _._.!,. ___ • tO;J.,l.~.:.,~.;; ... JI.._ ,_ -~ - -~ 

~·no-·: t·1 o'; <'- ~-.~~-l-o1 •!··r C! ",r~ fo·- t ·r:., l.L.o.-- .. •.0. - '• lo,. ~~ t...,. •0 L - ~ 0 , .;J t-:. .... '" ~- _ ..... 

t ,_e c•"'"""~·· o·· t'•.., pr~· • i f ""h 11 .• ''·r·~·J L H'~ ~v!.[ O!'!:J C- ... e .net 



-2E9-

q:~clified ~cc!"cte.rics in the cas~ cf E'.ll lar~e rub.!.ic 

c~>:'i'a,ic>s, s~y, w~.th a paid-up capital of :?.s.50 lc'~':l:> cr 

1., 

C.... t ··~t • '-· ;""l_r .r:r. •' ·~:_ 

r•., r.l."'"~ t1·t-·t t1·,., """''n' ~t-r<~"~o" .s~ou1 . .:l h~ ,'>J- • \;;. ·- .l, _ ~ ,.,L.,,.. .l"!I.JJ.. __ ..._ .J.. .._ _ C! •~ .J. .o.- ... - -

0.3 

~:holo-time ci:::ectc-.rs 0 ThJ.s •dll bG in Cl!.~ I!a::u:::e of a su;.:-ple-

mc·:t:.ry 1!:;~ of disqesllficntions iz:tc...>dccl .Zor the <jt!i.d:mce 

of the bu.3i:1R3S cor.-J'lunity, e.lt:1ou~h deviations fror:·. these 



'- !-'-' . t-n'·~~n r, ..... ,,. c~n ... l· t-i~ ... ~ l''ir'ht ·~ ~ c..,n. ,•,;idc:-cd by t .• e .. u .•. '"'\:.' ~~· ··-·' 
... ~ • h ..... __ --'~ ,..J. "" 1,. ·.a.o...j •• .,.· ~ ~..,.~ ...... 

(YV .... ~~-._~ ,-."~"'-.; 
f\..--J.- .......... , .... ·---l. 

l"C:,.. 
• ·' ..J ._ .. : 

C32'CS o r., ") 
"'' 0 -· 

p_:· :;ocl c. ti. ons ,..~--,·i~n n- b1.'S~ r·"'"'S f,,,.. no .,..-c·"'it \,.,. 1· "C'"''< ~c~.-.../ ·-'"'~ \ .... - '- ·-~ _,..., J: •• ).. , - . ._;- --~ 

t ·h~i- T:'•."'";c".-- r'.<:: 
·~ .:.. -- --

P,.._ ·<-in~ "·["> 
• - '-- ... ._.~ D 'IO;it 

~ ...... a r, 1.:_. t a- .l.e 

T.r, nr'~" t)•d't"na<· 1,~~-r~,_,-..,~io<' '·~d "n A•_. .-.~.--'-.; · 4 ... -~lL.J.-./ ~..-~-;-'r.....;.J. ~-~ .. .:. .. c. ._. 

th.- .,.1 1-.. •o o-.:.. ... ·.•.•.'l"'<";"O n-~ -=,~, re-~···.•~(· b•r "J h _..1• L ~ c.u _ •. ·-;.;::.! .. -# ....... "-~ .... .-..;;.L"c..J. j f:., -;,;"' a '-l'r.2C,_;c;: tu~ 



"-1 ~.<!.i -

nttcnd:i.n[!. t'. ... (l Bc.".rd nc<?.tin~s of the ot';;:.:o: co'L~a:lie& !l.--.oul d~ 

s. '\!~ t•nC.0.r8t;,::d that Go•Je:-"l"'le·.1t have :r0cent! .. Y -
ta':'":t a t tt , . . 1 ., • 

.':?.!'. ll . V3 CiC'I'::C::llC:l to D!"O HD:o.t. 

pc-J.i~lce.l parties or fm: .:?.'-:y ;-0lit~.-:nl pu-:-p;-;;e. If t~h~.s is 

1; dch nr-.y not be 

Pre .. ,,,. ~r..,c·:-i~e --~ ·'·-· .t ._. ..... '- a 

£· .. ~. -~"'" ._,._, do r:o··- c·~'"'·"l·Jc-,... ~-:...,+- ., .•. .,., ~- ~·rbs c·n t) .o u3e of -.l-LH .. <.-';.- w~ ... I,.. ,,: .. .._. ~- L.- ........... ,;.).t.f.!J.-. --~~ "-""' 

:\fJ.::t·;:; .. , :>.:t·~ c;~ •.. .J,,:i for except thc>.:. s·.1ch cc'"'.t:o:ibut~.,)!1S :'1:-!ould 

ce c:.:.s-~1.o~"J ~n tllC co:npeny' S r~·bli:;;·tcd e.;l<.ud acco<.:nt:>.(7 .9) 

7~ 

T.J'a p~e~.t1713 t~.l~t the in~titut:.on 

also abcli!:!hcd e.t the so...'"ne t~.:.-:1e. (7 .14) 
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ell tt>e re1eva:·tt fe.~tor'l ,,-hi·:~.l r:o:c r,::;~-1 c-:m

~td~~r::J b~·-" G<::--•-·e~~~~d:: 1 n f i Y~:!.:~g t~e rs;-:nF.ncra

tic:-1 pryc .. b) 8 t') t~1-:JTi 0 Tr.8 <.iG~ :~s~.e::1 cf t.he 

!l~n.r~lv~J.Cc:'r~ sl"r>:ll:_i he tc.kcu Cy a spacirl 

ras~ lt:t.f.on at o rn::3ti ... 1>;; 

T!:i~ C.~c;_::;i(Jf1 ::"~1.~'.J.ld ".:>0. CCDV87·:-·:l :-.~ Gr: .. ~~2rr:

r:::~t •·d tl:::l n a fo:· t'":.:i pht. c-f Ll..c"! !"tJ?-:id r:;eet

LlP, te> be 1~.·:-ld for tt!ls pu;:1y,.:;2; 

"'I -11 f· ·- +~·."" ,. .... _ - •• ·- , __ .. ,.; 4. i - _,- """'-"'"" ... .-: -, .. , -~,.... ..,.,_ _,. ;o _.,.· 1... t h ' .... "'""'--··""" '··'·' ~,,~; __ '!-.c>·-· .o arc 
&"1/ ~:.1~:1 d(;;c.i.r.:ion a~.d --~ ord<?r 

~-,,. .. t:""''l· .... ,.'!.....~ ") n·.""\-..;:r:~,.. .... t'~r~co .;1, o~."l·e ----~-""f"'l('":ld C:.·-'·./ ,:,.:.J. \.~ .. L ·.l •. l...v .......... - ..L •• c:~ ~'- ".• ,1... - L. "' .. f·· "" ...... ;._ 

r "· .. r. · .'~-."':l:~_,_._..,t-_ -: .• -~~--.......... ~ '1 t- '~;.,,, t-,...~n~ a•·rl co:.,~' +-ion"' - .L•_ ..__ .., V1. .A.' ~ ••• ..,;., -\.·.1. _, .. i.. ~ I~·J-l- . ·-~ 

If 

0·1-,.·l,~"~i--~ r•·• .,,,., •d•·t,•.-, F'> d~'7" ''" 11" "'-· •• L. \...Lo '-··-'" • • ~-...:. 'it _ ... ~ •• 'j,.£oo tJV '~.J ···~ ·,M -

• .,·: '1 b•' d"''T0 "-" ~0 ~-'!0 ·v,~-1 rl0· ... .L·- ..., ..... .;;:_! • ...,;.~ '-· ._..,(. .... v....,_.L 

.,.. ~ (\"r' -- . _., 

In the case c-f t:.1c rcmu':l2ra-

t.!.o:l ~·<lly clj,:J'T~vcd b:r Covc-::-r-mc;;-:t :Jb)nl i oe 
dG:::trtcd ·r.v bo tiY~ ~.-~J:.l·~-~.,-~_:Tl rcm~.".PC::ntion fur n. 

p~"t··: ··v] ._. ... - .,__. of t•:o t:o th:..~8e f2.C.rS c.t e. tiDCo If 

~~ ti1·a e:1d of t~:i~ -·- pcri•Jj it is f.:mnJ t!~2.t 

t!!a a;:1ount of n~r.~;'.e1·atic-n se.:lct.:t·~ncd is in 

c~:c~ss of the 5::u'i:'.ltory lin:it, Go.rc!r:1rrrcnt 
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!;:1 o-::-c~?r to <"'h"c p·:'Jll~Ity to t};a c1e~isicr.s 

o~ t..:~.~ G~mrur:7· J'-4·1":~ Bcr.rd an the: te-:-ns ~f 
r::?.lZf ~-:21' ~ t1. C:!"! C.t r;~,:;;-·r. .. ~.J. "J.7 ~:.. t" r_-~~t'!CJ.f:.,C· -•" ,_.-~ :_ p~rs·JMC.l, 

s~>~;Js t:; pn~jltsh 

~.:J.~·~'bly ~-~~~--~·1c:'aj form 

... "'.,..-::t.e.~-· ,.. .. , ..... .!1 ... h~-("1 
'->-L -a ...... / r'··-UL.t...o.....i. .. ~ .. ,._, 

~-,.,o ~-- T'V' .r ·~~r ,_,r...,.. .,., _ _,_ c._ 1''-'~ ... -- ..... '-,. 

1.:: tni$ 

i ro ~ ""l""0 ....... a·-... Y-o 'r"' ... .: oro ........ , ·" -
..J 1 .• ....,'--~WoJ ... / \,. --~-.A..J.o4o.o'·~~i, 

r. ... - ... _~1":"·1 -"";"11 of ,_,. ... T'<I~('::c~·-.:..':j-"~ t-~ i""'•""'L' ... _ ,7n , .• _,_,_"!_ ~~..J,.:JL!-1 - ·-~ __ c.;.:)--~'' ....... _ _, .... .,._..,;, ... J. .._ ,.. .. , ...... ,..~!;' or c<-'h r 
u •.• ...L ... -..,. A. ''·-~•.: 

C-~ ~--1 ,.._ 7-1 t1-, .. ,.. --~-o_...-: .. ·: ~.- 0 ..... ,... r·"·+-en.,.., _.., 1- b d •,o.:...._~cL.;.•,;;3 0 -"- ~~., _,__, ·- J•J-.a. .... _ •• ...:..•_..... .__._ ,_._. __ t .l'J ..... J.·O.S ee,..:, ra~-l":l 

t~ieso l!G bc"-'·e no C:~..tbt that in conddering applications for 



•• '?..7 r;-

'L:"C of ~~rl tJ•r. - ., '"()''1'r" ~ c...-J..... ,1.'\;0 , !,., ·.~- .. .,._ ,_ ·-..l 

C("!o~r·~~,. ........ -.,~ .... ~t· c·.r: S''tC,., .;n·,·~~.,;..""'~1.""~~ Tyl't'ln"'''"'" c1--,+-,...·imrj'"l- to _ .. - ~ .. i.·'-·'"H---"' ......... _ ........ ,. ,.,..,:_~ ... 1.1'-.:_.-••••;, ... ,..,,_ ..,.._ ~----- ... ~-\~~ 

n_·,rn ~J- -~·,..' +i-~--·,..'"" ~.~.':'lr:..(1-., .. 
~·-·.)·· ·- .. _\I.L-- C.\,;;.- -

(·~ ~!) 
~ I 0 l-,•, 

... 1 .... r7<~ _,...._+- "!"'>o-r~--~;':'.$,~~· ~- .. {"'·, .. e inf!(-~~-"''t-(.l_(l_ 
~ .. i ·- · ~·-::·Ji-L.l ... ):-•:.. v\ •.,_ ___ ... --~ .. .... -

·rd ~ .. 1"'),_,...,;-c. --,tn of ,.,.,, .... ~.~1""-r- 1 7 "~l) .;. • ........ "1 ...... ~,11.~_.c. ~ t..:: ... ~ .......... ~o..lo'\. o"'-'-· 

th l""\ ~-rl)-~ -::-. ~-~Tf'!- ........ ~- C'~ ~ .... y ....... ...,. rr,.....,...,........:•, ... e 1 .-:::~o~c' ,~ ... -.- 1'=~ .... 2~-"'.t'.Dina-"-~ t'-~L .... -~ .,.•._..,.J._l,.,, ........ ~_ .. :.. ~ · l ... •.~ •• , .\.''-'"'•'••""·•- ..,..~o< • ..L .....,.,.,'/.J. ,_,._ --

't')""-~~·1·-r -r)--,. .. ~ ... ,. ... r_.r::) ~ .~..... .... -)· ~...._-_.~,. )_ ..:.· o\J c ,· ... ; 

do nnt CO"'''. a·, ........... , •. t·l-~" ~:'l<:?,~::>:::U.o:l ov1c~~-d 'be of c'y ac':'l~~n-
L ... ~ ... L .... ... ... lt.-1.. .. -~~ -~ . -. 

it .... .. -'"' .... l.\o.:. 1.J-"" 1_. \iE.ll cre!".te 
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~- .J._,... 
J.tr.. •• :-- .. ,_ . 

~~"" r'""'~~r·t-•.,....,'7 ~..,"-CT. ~o--..1'")-~"""~ ·i- lr~r+-..,e:r,·~s n-j ..... ,._ '-~,..:. -... ... .L..1. ... ~ .J• .. -- .-- .;..J:) .... ~~~-- .. ~ •. ~ .................... ·- ~--· 

C -l""T'"r·-:1t-, b"'•e,:....,"')~·C" '-""-r'' ·-'- ~- ~.:-J..J. _.._.,,o (7.2C) 

of tho 

.... , .. ~ 
r. __ ,_ pr::>-

vi.:.i ~: • .3 cf ~f:t:t!C'n ?94 of the Ac !:, f'n::l pe't'ticulc:: !.y of su~-



..... 7 -... , -

ta kc:c~ a clo~:'" w~tch on ·;::c.e i:;::r.denr:-y tl") usc ~-r:'=" ,..,1"':-'n..., 
.... • .... 0:)\._ -·-- .l) J 

" r·o,.,...·· ... r;·•c~ ('""' ":""'~' C :0. - 1..~.') ... ~ t..L. --> t. I -;,~.·1.....) 

0 .-: ~--r- ~o <>nd 
.J. •- .. c- ... c: l. 

-~f<= ~C"rS C,-.•··r" -'·Ar1 •·71" th LL ~ ~t---~~'~U ~ . 

of t:.•.a ln·T 1:c"Latin;:; to 

d • . . . ' JO 
~ l ""~'r•1 rt 1C·r ~ ·.~.I' -·> '"''-"l'C"'. ~;...~ J~• - ._._ -~-.1 ~1\. .•. 4 .L.·--~-L-.;- •...:;.. 

~ ., 
.. -. ~. 0 If un. <=- ~--="c+- i·,rn --'-·'-'- I.. ...... 

,.,--'m.:: ~~sol. ·r-~ti'•;'::\ ,.,,~c·t· i··~cry 
ui..J.J..J.&.<- .. A. --'-· \..,.'"~c..:..__ ... _._._ 

,.. 1 • f""f""'•.., . • .... ") en~..... o.. ,,o u t""r:l~ "i .;T.;{" 
~ ... _ .. _ ...... ·-· 

<I"- r.~""' • _..,...., ~ -..,j· •l.'T '""'~""'-· '('·~· t~ t'"..,..:t ;:oo C ....... ,=~ t·• "'"'"""" c.->~ .. _.).1_:_:,) (..... cr. J [...L,_.j~:;_... 1.• .......... J u .. ~ .. - _..._~,., ... t, .,.,., ''Ot!"< d .~-- ~If -· 

.,.. · cc~· 'c·· ·l ~--- '· •• .• J • .L. 

ell 

ent~rcd iL:10 by f"L~l;_c co1."!.pC=~l-~Gs t-ri t.'!-1 a te-:-:n-r_v,·-~!"~ o•t'2r n 
vr 

rrss~r :!.bwl 'i:."''l t, i:1 C::'.j' f'U:'. . .'':ic::l3:r li:J.IJ C·f t:·aJ:-,f}::ld'.1Stry, 

' -- ~ d - .. ''···· ' t - . .. ·- ;: v• - :t ~··-·~t·" ~"' ~ !1 the S.~l_ .. ~.l DO ~t.Ji!L.r-~.G...... 0 hOV'er::-nnc.~.l·.- .... '-.1. r~~- .:.r-l:u. ..Lv<.~. ...... . 



-2i8-

r-·':.<:.,~-" to t~n<·-> r.•":lL:'i :ati:':":S '·- .. ..__ ·... .. \,..,;,·- ·-~-

. . ~-- [ h ........ 1''' ,...., ._ -., . .,_ . .....,c- r•-,.. 
... ---"- ·-.1..1..~-- .... ~ .... ..__ .. 

1~ 
~- .. 0 b -' t c·" T_.,",""') ,.,_-,,.,_~:"- -·- ..... ld ~:I~~ .. o~e 1~"---, .. / .. "''!"f"''- ..... r .. O.Jt'.': ~ 

- \. - ~ ~\,_- .. . J.C.t.. -'--' .. ,............ ., ..... j-'•• 

... "'- - , , __ -·..:! rJ. ~":""c-r~---· 
-:~-E.: 

or 

~f. ... ,_ 

• -- -' : ._J -.;;;..,_. 

t ---_,-1 .... ~ .... "' ...... 
'-' ~---\.--' ··-J 

t.o •"',""'lri,i,..,n 
-~ .. -,_...... - -

nT'"' ·'=rJ.· ---· .. s <)f ( ;..L.a. .. l .J.. . ~...~ •• ...._ 

0 7"' ~.-rh ; c~- · ,.. 1:"'\ 1 1 -\n,-, l.J. .. , ___ . l- o;, ....... _.~- ,-, 

( " c..-.r---~- -~ ,..,.. .'·· J">) - ....... --:...:.._ .. _,_ c, ..... , 0 -, 

1- ... ..... - .. l.-~ .. .;. c. .._ ..._\. ..-.) 

--..-41-:-~'!"*1.,. c ....... ----·:l 

"'~'"'"i~' t·_.,.,.,.., .. .L, .... i,...n cf th:>. ... -'-- '""'· _..... .. .... - -

• , . t J -..-· 1·"'l.rl " r" .. , . . l .... __ ... c..! - "' • ..... o£ c-'..,. DC117" h., fo-,-..... .1...-~ - ... ~. - -

t1'.c~ r•r,~ .. - -~ ~ r::",_,...-.. -~ c.,. 1""\~,_ -r r ... "~ ,~.&. 3 ~- _,__,L~~J.l.-- • ._. .._ \....'L,.i .. ~ ...... ! ···'-Ll.'-

~..- ~r ·' t -.... 1 ; "'"-1,- .. V .I.. t....OL.· L J.,.. I 

-. r. r .... __ : {-..., 0. 
"'"v.:. ....... ·-' J. 

C_.,. .. , . .., .. : .#... ..,T" ... ~ r
.. h t~-~-- '-.._..-LI-..:: Jw 

p~ns'1t~ them by D2C.'lG of fec3 ::o edculated as t·J c;:-:m::-c that 



t-t ... ~ j, .. _ 

~~-cl ['1"1" b-· ~ '11.,-c::. .... ···-- J j ' ... ___ ;:;:, 

..... -~,., r~ {-.. A-··'to·r l ... ) .L .......... • --~ •. _;· - ~· , 

f. ~-: .t: '~- ..,...,... 
,._ . _J., ~ 0 

of <"~L· ,.~S 
·' 

t:: -l 
(';J. C!.d 

fer 

it sh•'"ld be. s~bj 0ct t"' ;_ .. ,!:ific'lti. n 

ct;;:.,. who s:'lc'.l~.rl be co>.ll~d upon to c•.:fcz:n to ce'::'~:.".'.n 

Of ~~c--:"~ ~ ~ .. -: -.~ ""':"~ ~"'";"'\ ......... ) ..... ; ~t-~ internc-.1 ~:o:::·--'!!1• w-i t~::in a CO""lf':my·' s 
- r • .._, .L l. ("J 1..1....:. C-.! .• I ·., ·-1 ~ - - l....l. -

t . '•·1-·" -1 ·-~· 1.. ..... c .. ~ 

cont:~~'1s 

·-~~a+ l<· v{':iJ_' b~ w C.!.- -t.. ·--~ '(;;; 

t'·.-, f, ~,.- "\ .• •. 
./.-' ......... - -'-• 



2-o 
- I u--

r"- ---..1-.L ~ ~-" ~" .,.,, -~ j t'"" ,...i,•r. ".r:.r: .,~ ,.;. to t:!\c <·'> 1':'.0 -u 2i~ ati ~~ 5 
..... _;.. '- I.J- .... ~.-~ __ ..._..,.,_ •'·· ·-~ .. ·- '"·-- ~...... .. -~·... . ... _ 

. _ .. "" "'l 
'-- -·-

or 

~.T:. 
.... J. 

1~ ..... 0 b • t ·" r ..• T,"'l ...... -.~~~ -~- .... ld ~h~ ... o~e l·r .,_ ....,, "'1- •• ,......_ .... _ .. ~o Jt'...... c ~ ..... \ ~- - ._.~_, .... c.""' .. ~ -- ..... .~:........... , ...... J· .. -

nbcl!tir:.;. 

rnj of 

,. ~ • t• :l . ·J.T'0 ...... _"""_~ c,... ,....~ t "":"'::o . ., -:--os ~r- c~·~""'cn:.cF. __ _ \.:.: ._ , .• _. __ ., _ ~ .' ~ .. __ .... -4 - C.- •- - •··r 

t ·--.r1l""'!~- -. ... -_.._, ... _.. ~--J 
,-,-,., ... - .... _ ... _.: ~1--
- ,!. - >< .::; ~C...' 1 ..L _I. -~ , -- ~ "' 

to :··'Ci" i ..... ~ •••• J_o...;. - .... in 

be 

C-4._... ......... ~:1 ._ .... _....__~,.-.;::: ~-"·o ,...,.,, ....... "'1 ,..., hl-:Jo n..-..·.---""' ..... ':\..-1 "t.Y'/' <"· 
.l.J.:... ,._, .• -·..- .... ·-~ -- ~,_.J .Lv..,,._- " .,.~o"ir.' •. .,.,."1··+-fr-n cf til~ .. '"'-- ....... _._., ........... - -

"~ q~+-i -rc:- .... _. .• -.1.·.-.·--'-~.-:r., .,...;,.-.~c-cl~·f""'!.g J.: .... ., <-"~r-,_ .-.;.-·--nt.:)s '~ C,...n~,, ....... ~ ......... (:" ~ _...,....._ __ ·•-o.J --- 0.·----~--...... ...~ J ..;.o,J.~o,._.:.l _ .. ,__.-,J .... t.;..y .... ·--~.t.:.·\..0.-'1 ..... , 

C_ .... , .... ~ ,_ "\.,...._~ 
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t~.;~t t:ha t>.r.::co•.mts of '['~l~.J.:!.c C'JN :nies O>:: n:': rl'Ti' rate, of 

som8 of tbeiJ, s:-:.~1ld l,)e .~_~:'>_~ •. c··-· ~-o ....,, h ~•1-'lt~ '-'"' d t --..'~ ~ .... c. •.• "'·' u:.. "• "'· o r.o , 
' t"""'···cf'"IY'P. "~:Jsi.·'ar •t • '··· '1 t tl-i t <= t' '·····- ... , '· -- -··· .o. pt r'.C-.LC8.0 G C. •• 3 S ac_:;:2 OJ. nc 

Or L~a .. J_Y!l.l.~l:...,. S"' .. - ..,c .nr. (3.13) 

,., ......... 
(...:,\. .lJ.J. looo ~ri'\ -Jot <'~ r:•:c'·l Q~rT~:lis~t~ rn~.L" "- a~ffi. ·.·.-,.isf".rat•.'_\'P 1LJ'.•.t ~-- ..... j, ... ._J .1' .. l J. t~'-...1,.1. ~ - _) ,..... '...JL. - - ' 

:-!0-.:' 2.rno~1.~ thr.: official a1~.d:i. ~o:::-s b8long:!.ng ·1:o t 1:c offic<.:~ o ~ 

t~1<1 Col!'ptrcller an1 AuC:ltor Gu."1c:ral cr the Dircctc:r of 

Cc-:.-::nc::•:i~l /~"J:lit '.::> ve hm·e at p:;:e~ent man:• P8:!:'f'CI':3 wl:o have 

.-.it'"'"'r ~,.~,; .. ;,..--.. ·- ac~•air:: .. ""'C" "'~.L·-'h tl·o p··"'"c-"pl·,..,,, of s.-..:ch -.;,- •L•~ ~ ... ,......,, __ '-'-"~ \.o '.!,\,!. .o. ... I:;"~J. ~ ,.,. ~... '..~'-=' '1- •• ,L~ _, r,.;..._ , ,. I 

~ . 
'~"'~'"Cl "',. ~- Cl 1 !,- ·- ---~.,.! ... _ bui'-t 'Jp c 

wl: .. C!'C: • ( 8 • ?.l;) 

all t.'la~ t!127 Ci:l:l to help the Inst~.elt~ cf c:1:::-te:·ed 

i.:.:c~un~;c..nt3 a.'1J tbe d~ter Int;ti tute of Cost a.'1d )-.".-;!·ks 
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t~<o work of insr·ccti0n officers nt the rc;;;ional lcv-:.ls '7! th 

•·:~·.ol1)r -l~-· ··-~ tl- ,·~· ·• •·-~ti ' - ' u .. ~· *- J ... e ;::t.H~, ..... n_s .... -~ G ve 

Dcr2.rtn~1 t c.i: Ddhi &'1. ould be c'mccrncd pdm0-~ily with the 

t.o the ::.:.:gi,.,~nl I;ircctors r.ad th·~ re~j:!.'"l-.al ins?cction staff. 

Tt.2rc '~<:ill still r e!'lain a F,:Jr'd deal o[ dete.il~d ;;o!U work 

""" ~ r, A,., "1 .; '1'"' T.rfth. r '.·1<> ~ "~,. i .:ll audl t ""~ .. ).l.-4 ..... ~-~C.-~- .. ~:) .v.... --- - .. -""'" 

C ·'= co~m-n• r<- "1,.-. ~r·;"r" c•~'1'"'"'-·\,_ ...... ,.,,j on tl'-.~ i .. ~inistrntion ' 1,. ) I'\. ---- I>·~ .. J ('I ,Z.- • ,_ l- • ~ J • ,:J J . ._ '.,;; 

Un, -.1:-•-:-"" t'.~-~ ..• -.. .-.. v-:-,·_~--~ _,,_'!. ~ ··c~ti,..."""',.. ~r~ !:1+" n- ~ .... (")rt l .... ,r...,..c~ sed on a -- -" ~ ·-' - ~ '· ' .... ~ c. .. c .... , .. ~-·-- ,. '"" ~-

nppco.r to hn'lc te<::n ::w :f:J.r evolved • 

.,..._1 s 1"' ~ t~ ... '- o·1 ,._-\....tch we r.• .. n(·~s... the Di-ec.tor of Ins-c-ec-
...... "' "' "-"· ,_ • '"""'" .. , ~--·" ~- .. ~' •• .. < 

t.icn e.t the, h.;adq-..xarters of the iVE:inistrc.tion witi1 the 



'1' ' ~ 

("' L; 

(:::) 

"""5 ··~c .. 

officers en1 tl1eir st~ff aftc~ p~ri~dic~l 

[o-;: ini~f.attng s.ct:lcn t;;.'1d.c:: sccti~u 23~U·) 

.,....,, i"'l •rPt ~~ ~'"• i-' ' ... c .• e.t~~ C- r ... ?an •. a, 

R"g::.c..,.al I:ir.::::t~·.:s a.1.1 t!'le 1:-2;;ic:::nl :hcp-:--:: .. 

tion stc:ff, er.d ::.n cl: cans cf ir:·::er~r?tio::v:l 

to eJ_ zuz-c ~ff:2ctiv~ cc,o:-dinc:tion c~ '.Tc!'k 

U.) t::12 <:Cor.h1tstrative res;:f,:~·:.!.~,ility [;)!' t:1~ 

d:.y-tc··cc:.y .!lU?er;.-1;-;f..:.D r...:~cl c::-•;1t:rc-:;. c./;:·~: tbe 

w-::rk of the in:p ect!.r:g st:..::f r.:v:Y;1ld v-re<; :tn 

( .,., 
.J,I t~1'2 report.:; of t~e in:::pcct~ ng stsff .E't ::n~ld 
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L'irccto:~s, a""ld :l.:t cases o~ int8r-:rertcn:.l :h::;::>el'!-

ticns, ni"t0":' Cc)'13•1::. ts.ticn w:: th th~ Ccntr1:~.l D! 7:'Cc~or 

(S) on ';he b.'1sis of incpcct~.nn repcrtc th() 

F~£3irme.l Dircc~ors s!"l.t:'·Uld 1:clce such follou-up action 

as mcy be needed in ell no.tter'.1 i&l respect of 't>!h~.ch 

pow'?rs hcvc been delegl:!tcd to thC'm under the 

...... r9 ~c) 
k-~~ ... 'to •• 

::., 1<1a SI!~_~Scst thnt tl:.e 'Jmrk en1 O!'fj".rtis.·~~.on of 

sc'"Utiny c~lls sl"m:.ld be :::-cvie;md c-t a •:o:r:-.7 early cc.t0,. end 

o"!:~e.ni~c.tion of t:-:e 1vnrk of in5G'eci:!.on t:o strc:1r;t!-'?~ the 

11'11.}" s~0p to n::t i:r·.;·csl:iq;atio:t l.l.i1d'?r set:tion 235 or 237 c.f 

5e With rc!jerd to the specie.! audit of cotr.pe.r'.ies 



···1.-1.-.- s .,,.t{ ~,.... ~3':! ,, 
\...: • -1'-o;.l... .:_ - ""''-'."..ol L ..J.r.. t 

tl~c C~,-, .. _., (9 ""') 
.,;..<~o ..... ·-o o•-' 

...... , 
-i.L '-'"'" 

.... 't., J ' 

\. .. -

7. The ;:-roro~::d office of t.'1e C.:-~tr.~'.. D'.rc ctrr 

s. 
I -... ~nc<--;1"'., T---- ..... •..,.,,.{"'n "~-·1 t:--- .... .,~,,,,_i"~n .,~.,.,,-" ,,.,, •. , "-- ... ~-.11·• 

!..&..-11'__. ~ .............. ~ """•l'-t';;;o;.~L..,__,.,cl. ..... , ...... & .j .._,_~..._ • .._~.~- ... J. ---Jo..-' 1 -•• •· '""--I.. .) 

of CC'l'.lpany CClSSS 

:1 • • • • :·., ~- n ..... ,.,l-J.~·t·. __ ..,. ___ ...... , ·~ ... 

9. f~cl.7::1n'ta"'.·,c shn•.!~.c b~ td: ::;~1 cZ t~e T'' '"''"~O --~1 _, ·- .. \..'.·. ._..:::. 

-r:;·.: Ir: .,..,r r '·1" ,...., in 
.~. ....... ._, ... - ··l 

_.1.,,..T"r--""-."'-t,.... .... , .~ .... ,. ... CC"Ao~n"'t"',...,-. ~T"'d 
..... .~..,.)!_ c .......... _ _.._ .. J ~-~ ... • ·-...~ ...... "C.!. J_ ...... LI.J. 



Al:fai rS ;,<" h~-~-·~- co··~ C "- '·' t 1 .. .L;ir..... - Cl ''':-•• : ·,.r·•...-: rrc.:t.·, ._ ..• .;..--.":'J:-3~-- l .... 1.a ~ .. rn:~v ._, ·' 

rle~_i_.,io_n-;:·,,·,.1rir."'. "'-la· -~'1" ~ . .,.., ·r"'nt~-~-· ........ )r. "" r, - , __ .. '-_. .. ·~·1 J..'~ -~'- '" .c~ ... .:- . ~l- '· .1 
. -J.J: 

• 

G~:~ould ::~t .:e z-eU .. P.•rcd of thPlt' ~?'(")!:k :>:-elating tc, the imresti-

t-·" qa . .;..on f'J1<.1 r l':"O ~'~ e c~ t ·'.0:1 cf rol P. .... "e ~ ,, 
·-· -·'-·'-. :!./ S;rt.~ 1_]_ ce.sP.t:; of. 1 .. o~a1 

e•1e.n 

h" .,_" • 

:'.:::1 t'l?. J;'J,l"J. . ' 

is r-~-· C: -~---·0\ 

.,. ._ .~ ..... -··;., ( ... _,. 
.. . !-" ..-. '-· .... 

~:~ ~the:!: ce.se.s vl-!.e:~Q ~··"'~ -....., 
--• • .L.I.=. .. ~8?1 tbP~: ~'lC~ 

'h,. 
• I.' t:1en ~ {" , 

~ c.t. 
P, ~. 
.J. 

·-- .... -~ -·~J·•lJ b"' ref,..,_..-..···.=·.-' ·'-~o the.'.. Tribtmal? .__,_ • ....,.,.,, -.,_ ... c ·-· ~ _ A, .! 

r,.·~orcrly ec•!.t:f.t-o:.tcc:l Tribu;:!al r.1s."'nP.ll h~r .p.s.lifi~">d and ex

perienced rc::;.·som{ 'il:!.. t:1. ace quat<? t:n,.,~-rlGdF'.C 1:'1Y1 t.mdcT s·.:ancUn[:; 

of coo,nrer:y mothod.!l l"nd r,ractic2s Hoo e.ro in 3. rosit!nn to 



.... ~"~-.'o_., 

i. .. ""' • .. .... d • i "" " ~·. - . .: "i·.; •. - ""J" 'c).,.. .... ,.. ....... lc"" ~ ~n· ~.., ("''. ,.., - -t'l ,... or-~ <:"lo.•.r.I.J~e-.·~ •. ~ :J 1.! r\.·: .... ··-' '· ...... ~l \-- ·" ..:-....... _,_, 
"- '• w •• '• ·-·· .• r. ··- ~· '"' " - • -

··~ -',1·· ..A-Ll - -· ./ 

.. ~ -('·•! rl··· ':J•• -,~ .... ~ ._.. .. \ """ .I ·-· -

~_-r-!.·1.!~....,- ~-~,.~t ~'-•. () -r-t:c--'"'"l~ .... ,... c-"'= r-.., .... ,-.:·rl·-nr- ..., .. --.. -""'~ - - ........ - ~ -- _ ...... ·•"""-•!_,. .. -----~-:-' •.. <:. J ............... ... 

-_~;· ':',... .. ,.... _ .. 
.;...a-'" C· .. "".Uo 

? 
... "! 

() .,, .. 
-, L .... J 

r:.._--~-)t2r A ----4-----
t rnt f··,A-,-, .t • ~'·'-"L~ n-0'1·>.> f· •• .. r,00d .. c <·L'-"~" .\." .1 ...... "-'-'C! ) •. ,_ 

!~i~ su3~est that 'he fol:l.'J~·Ji;;~ step~ t!lt:'.j' be 

t~cc~ in rc~ard t0 these quiding.prin~!ple~: 



(ii) 

(i.!.i) 
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~r" fi.n~Hy dra•,m uc-, by the D.-:;c'Tt"'r::nt; 

t:.-12 se .-:;:-'cncir 1 es s~.Ynld t'lJ.:;rcupon 1-e 

a ; 1 r<>co..,.,....' ~ed ~- ~ -'·_r-·-'-~' .. 

.. ~ ... ~,,. 
L ,._...., .J 

ar'-,--.ua~" ~-·':lli~i•·y t'-··'"'''"', ., .. ,, d0~~, .... _ .... ~--.. "-- _1;-....:>- .._ 1- 1-~-----"'~.-- l-)1.-- ~!;.JC.~.i .. 

:T.'•r:~-~1 ,....,1,) ;i .... !"' ........ r-r:co t1...,(l ..,_(.)s-
- \li,.. L L C::J.- ! J .... ' -- -'~ L.. ... .._) M .... ' I.J: -- • ..:. - ., 

"''i,..,'n~ p-~nc·;,-.~ ~" · t:.;·-- '-·-··--.) .&...L. ..:._- ... ~.-, 

"'··-~ ........ -

e ·,...,l-·:n ~•.,.,s_., r-··)·c·~r:..,. pri'"'"'p1o- at <'-~;- '-~- L .. ~ .•. ._ <J_ .. • • ·• ·'::;. .• i~t.. • .low •• \W~ • 

t ' ... -."' ~r ·· ,. .. ~ "c ~ c ··-' '"'~D. r 1 C 4) ,_ ~ .J ---- __ ._ .• .._._ ... e !I 

bu...,, .... :lS.... n ~~ i~~r-r: .... ~- ... -_7 Vl" g.1"' "!o"""lf"'n. .;1;_._1 ~-;_)c.". ~-:.:.~ti_-f"'."r" .. S £h0UJ .. d be :>•-~(. ·'o £C\.~!. <'"' ·-"•f I.J., •...••. ._-'- -- •- -
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C..__ b .- d tr"'. de n.c:"'~. cie.ti". ns S~"l'lj al~::> l!l:'ke ur.:!l crs 01: Comerce e.n " c-- · 
as reci.:cl point o.~o st'.!iy, e:':.J.:r.ir.e c-.nd cor<'.>icler ~~.:! ;;.:.! 1!.ns 

pd~drle": Khic:1 the f.·!I!'tnbt::-ntl on rr.sy l: av.:! l.::.:c do~m f:::-0rn 

t .;~~ to t•m"' i •e d of m"--~1,_. c~nf:!.r.tnq: th<r.:;;:;~v;:;s t • ·-•··-- L ._, ~s .. s. - / _ 

~~n;:;'l:'c.:~t~es of ccc-r.o:ni.c phUosop!":y or ec-:.n.)l!rtc pol:!.c.·~ For 

th:i.s DUI:?t">Se th"Y wculd need to orgEmis::! thdr w~r!.: p:"':'C::Jy, 

e..r.j r.rc:.~t be ser.red by "'ersorncl cf the r;qui.si t:::l cd•y~e.tio:1, 

training ar.1 c•,:npetcnce.(:o.~) 

. ' b ..... ,- ..... "" ()_.... . -· ... r ~:-- . . y 

ti on 1:c..; e·:ercl :;e wide C.i sc::-eti..c:nry a·1t':.o6 ':...y 1.:1 reer::;:-d '.:o 

Iil~,y e.s?eC ts of c:mn"'eny '.'!lC!lO.[~lilCmt &"1d pr<: r.:"':ic~J. ( 10 e S) 

t~or,.ry e.·•'·~-~ty ~..., ~'"'-,...,..,..to·'= t'1e ,._--;~ ... ~ r: d I - -- _.~.,.v....... "-~" ........... !~~- .1. L- 1'-.. l• ..... _,. ccn.i.~':::..'"'C t::G. ~1G!:l 

cn12r the ,,~:::-;11"ior.::: of th~ !.ct, 1>t•t o·1· ~r:·''-~ -J~., d··, .. ~.~ .... J - - • , _. ..... •.&.V•. • t:..w ~ • .... ~~· 

lc-::15 e.s the old h.h·isory Ccrn.~ .. :i.e~ion set up u::d2r the Ac. of 



'"l· ~~T"'t' ......, r.t: ..... • .. ,a , .. _01' '• _. 'cd .. ~ >.!i'l.':' . .L LL • '-", .. };J 

~n h~~ c,r. ,--·~~t·c- ,~~ ~' ~ 'J ... : .• \...... ',1 . ...J. .._J ..... ~. •• J. -\,', 0 \.J. .. J .,,.~_.1 

~· • 0 

to .,il cr··, ..... cr~c·~ .......... ····-- ~. '· 

r,:f tie 

'-·• '!"""!", 't~--r:~ 'r"'•"'b" •• l'"li·'A'1P 
,_ .. ..:OC:. 'l•'" .... \:;;;; _;..- ..:.. .it. J. .... • ) 

r0cn:.-:~t::!nr}~ ticn Of" t~""(\ C ,... , . ..,i.,... ... .c c-· -.. ~-a ........ \ .... _.__ .. _,~C'"P m~l ,..,· . .~-
~- ........ ''""' ...... ~.~· ...• , ,..11 ·--~:.-...: ·.. _._ ... _./ ~-. ! -· 

y.,,__.~.. ... ,c..,.. 
\,.:,., --- -· ~ t•, ·Y c 1 ~,., •·.,·: t --;·at: ... ea~"t'"' .... ~-:·ld b-=- .,..;, •. ~~ -~ --~-_, - .. ~.... .. .:io- ·::J..; .l.~ o..Ji.l,--... -._. t.~. 'I---. 

be, 

?cr the 

f"o-t• cu~'r"'- ....1n~,."'!' ~.~-t C" 5~,. ... ~-,·1 ~ ~"'fl r--n~r, ~· ......... --..;. l.!,_y._._.. .. ...._ ..... -- _, J. '·• ..... .~ . ~-..-!:- ...... .;...r 

(;1:;'\7! t~:- Al -----------------
th in ·>·1· ~~ T.,:• •• ,.,.,~.-3 ~lt:r 

...... "... ,..._ .lo. ....... ~ 

.''..,•~:."'~---'-~""·.,-__ , C',-_\)"•,•_,'.-'rt: .. e-~~.•-.•.• r:,·-.· t'-"' t·{~r\ ,......, ... ,.t-.,,..,t..."d L...-v• - - _I...... - .... - ·•-- -~ ~.;.. •l ~ .• ~~- ~'- . ..,).,__ t.:, .. :- '·';' 

C ·---· t• .. ·1' .. -l. . .. 1. ~p. ~ L~ .. a ~cl!.ticcl c.nc o.•:ononi~ 

,.,·· ~- ~,.. :I''-"' , ___ :> ..... ~ 
1 ....... • .• 
. - t: ~-- •, . for 

• , ... ~· ~ 1' :- _, •• ,, •• -;-"-• .-. 
ol.. • .......... • •• ~-~J.,.' ~-~} o Mo-- • ·J r--·~-~ ,.. ........... tl." ..... _. .... t. ... ,.•, ____ ..... ___ ._..__ .. -.l~ 

,.. J,. .r r-t ,, ,.. 1 ... -c· 
-"·-'' .il ~ ··"" ' .. w •• {...- '· 

A,.~-·-.~·~i~-· ,~.,.,., ., ...... 1., ,.,~ c•·r·· --·--~<- ............. ·~- 'n·•!'! "ld'J~·!·r" ,t-·~------ ---~ ~,\l,l<•ho..'l'.o.i·-•:.) ...,..\- •'-'··1_~; ,:.;.I_•.,. t:""~-! .. : .• J. . ._ ~ _ I,. t..!"v J 

n,•·~' ., 1., ,., • .., , .. ~ o~ Jj,,j,J. ~ ._._,,__ ....... .L.I.p on a f:•.1ll t:!ma 

tio:1 of th~ Co-:.~prm.~es Act ;_n e.ls~ pla::cod in ch.:~rgc cf the 



~0,...,_._'!""~, 
\... J.;i. ............ , 

' "' ' ~ .... ,....- .......... - --~-... r . ,.. ., L~.,. r:·-L-~.t.n: -· _: .".; •' '- ~ ·'- .. . ..... -·' .... -

- ..., ... -... . ~ ,.. _,_ . ..... ....__ . ~ ~ . -
C .... "!!I 1'"l.l.. I ~-; c· -"'! '!-" •-.:.":),..,.,..). :="~,..,. ....,•- ;-::",.,.!"·~·--npr•-· ""•'T t'•• I 

L.:. t.- ·-· .L. .... '-._..._;~ ...-. ........ .._,_ ._.L '-~-- "-·-,_-.1.·---· ·· ·•"'"-·--·· 

":.~-~ ~--- {c;. ... :.:"\ ~.~.a.:......_ :..o'\. ;_J. ~ . .,_, 

1 p-··"-.1.-: _._lj -~~ 

T,""" co•"'r·" ~~, .. -~"""' if· ··':""'!,. 1-. • f" . ~ ~ ....,-. -t•, .t_ •·"-#·•·-"""'"-...,. ~ .. !c ..... _ \.J... ...... i. --· .&. ·•·--...... ':lo ""' 

r, ---~-:nv ~. ·l c ., 

J~r,._,,..,., 1.·.-.•" .• ~"--)' __ .. r~{--'T-.• -.~ _._'!_~ .... ~--~ T"'"'Ci ·r<>rl "~ 4 "11 the> - ' -. ~- - '-"' . - :.· ~ -" . ... .;. '· .... ·-
.. ' ~ .... , ... 
.• -"•L •. ' 

........... n-~-:--~ ,-,:- &.~ ,....,,... '" --7!\C!' ---,s, --~~-~"" '""··T . ........... •- ... - .... - ... .., (,-:A.>., •..; } • • '·-· ·'· '- .,_ 

,_,,e C,..,. ) .. .,~ o-
,_. •, v. ·! ........ -· ~ 

.. it" 0"''"'-'"'1. ·' ., t,., v·. ·- t.•J;-'1-'• .... ~..- • • L.·_ ·- rei~:· :')-:~e· -.e:.1t 

-Tl'•t., <hr. ~-<·.-lt•o--~~ T.• t '-i h t" r-. ....... ... 1..1. .... - r'.' J'--l- ..~... _..,_ ~~.. .... ~ ;r: w ..... c _ .. ~~)7 mey 

Fir.~~e Corrora~icns 
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!')"I,,~,-"' rcro~~-~c ··'·lc· a . • ... .J •• _~a· ·J..·~ ..• 

I ,.. -- ( 11 i l"'' ~--r."' ·- lj 

ll '"' "'\,.3 ..,..., ..... - ... c·r" ' , __ - "i . l .1 - , o,J at F'.S c.t rre~cn't e..nd th2 ot7.1cr tvi th ito 

-... 

ir' ,.<", 1----,~,.,,_,.; "''l"'j c--..,- ... r:y n ... -,.~..-~c" . ·'..... • ......... __ ·; __ ..,~_-!.... .; __ ,, ~-.J •• a._..-.. .•.• , ··.-, _ _. ~ 

ferrccl ":o t':L; I!c~ior:t:~- D:~~ectors o ;~.:.; l!1cn-::!.oa a few of thc:n 

i " ~"~t·-~t' 0'1 --1.-..J -~LJ. _. •· 



ticn of a c~~~y. 

(Sll!--~cct to suc~1 ~lHtn~ prind;"J~-~'l ns 

• I>,t'rtmen'\: o= Cc;r:peTl}' A.:'fn:trn =~ ['1t t:':'?.e ~ 

lt7 dn"'1) 

~ect~on 1•!..1. R:!ctification of the Register of. cha:-::::-s 

d t ~ i,.,n of t:l.~ fo;: :O-'l!istr.~·- icn. on ez:: <;:dS J• o.uw ~ 

S~cti"n 1 <• (vi) "'--.. det· cc:""_' "'.1 ~ iP:! il:1I!1cdiet~ ins'?ecti :m C'lf 
~ - --J • u~ -~~-- -

Section 234 A. Se.n-:tion to th~ ~cgis!:-;:-cr of Co117m !es for 

seizure of cot>;>e.ny re"c:-d.? .(on ':1-.~ lln~s 

of .S:. t:ilc.:- po-o;·.ers gi·:cn to Collc-::t?r of 

C., i • oc···o-.... of C•· -~~ ~m.., -'-·'- \..·.... ,,.,.._._..., ..... 

'-~~ ,,,~ 16' .. a;_..... '- I. 0 , • 

In re2ard to Sections 234 A ai.ct 2lf:· .A of 

de-::aL.~d g-.:.:delin:!s for t...~e \.'.S<'~ of Reg::.;:~1al Dir?ctor:> n.."'lc 

~jrtr.e~ r8~~:re that a short stat~~e~t cf cnnes d1~~ld b~ 

s::mt to t;!-,~ ::le}al.'tment before the neces 21:.r1 sanc'.::l.c:l to the 

R'"gistrar3 <:!":d Inc;rectm.·s is g::vcn. /::~. s::-cnc'ment c-.f t.hc /.ct 

w::..uld. te :::~::G(? j to giv~ efZect to Ot~ SU[:gcs tio:1 e.b:.·.1t tha 

t~,,.~f~r or. ... ,..,._ .. Krs fro::- t :1o court.-; to ''-a -"~1 n , n~ .. ___ .... .. ~'··· -'"'<> o .:1- .:..-rcc~ors. 

for ri.e:.r: t·.l.n2' thfo'! ics;..:~s of po11c:r involv.;d 1 n c.-...t:-



II"J,.,~ ,r·r··":""' 
'--· . ':...l .I. - ~· 

" .... ~•cl'""'~'~"'"' C.J..I. --· · }-• C. \.. 
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If c•.:r rerorr:rr:er1ation for the ~:1:'-fieJ 

r·h'-"~ ... c·· •r-.:r r ·~ ........ c ..... - ... J\..~.. v..:. H·:! ~ •n,-..0 .,.. ... 
....... ~ .o,:il .. ~1_-· - 1._ 1) 

t~c Office o~ Rae:tonal r:irsct~I.'S and '!lc~ist!'ars cf J.~in-:: 

t· .~. z: ~,...tors., '~>iill elr.:o csl': 

• 
rc.~io':f.."'tl ..-;f~ices or "t:1.~ re~1.J.ieitc COP.lpGtE·~CC • '.rh:!.s t S a 

s~~-. c'"_,.._.,.,_y cf th"' J_;-,,.,~~·t-'""''''"'t "'S "'"···n "-· a d~c.'.::>ic.r. en t 1.1e .._-- ... ....:.. ~L t..-.o!. •··-t;..•- c...~o .._.,_.,.,..... -'-' 



_-: l ~~s _, • d f- ~ th~ joint st~c"< c~n~r ... ;.ics d'"-'~::·.1~ the '-'-· o .<. r::'cu ·, S ~ . Cu .• L -

1 · h , ,.. ~ "'c ' .., :1 t '.•-:c cnct.:r. ':: o ':' CY."' "' n-T"t"•' .. o·--· t ~r V> , ...... ~-s ~u rnr CX·--- --·-· t '- 6 __ ., -~- ·-~.....::: / , _ _.( .L ·- • ... -

-H,~,--- c~ +-he/ ·1n'nt~t- ... ~~i-,·1 0"' ,~t..., •'c.,.,_ or-1""" f~,.t-, t: .. C -~--~._i..._: .:.J. _ .. •~· .1. ...... __ c_ ... _6 .!.. ,,.J.::.o,.; ""· ·'··• _ ....... -- .. 

a sp.;ci ·1 

f ,.,.., -1 -"~-. -·- "'"\...' ·- t:1~ r'IU't"T"C'~C of ur.'-~crt.rJ:..in.3 !:C!s~:~::-c:t in cotTc;rr!.":C 
' -

""CT"t"'rl.'" S Ct'' "'i~ht be C:""::!i:nd. Th':\ C~'T'<:i1:~f-
.... ~..,.; - C- \,; I ' ' - • ' J.!.a l:"; .. .. r. 

ture on 

r_nj 

n."""'.-.; r ... r .... -· ... -..\...,;..,.:"_ ... - .... .l. .._--., Off tc"'S '-···t _,,~oat the •· 'ar·-~l~r·'·"r" o-"' ''tc - \,.::;: ,,__ ·-J..~ .'- ... !._ .... .!. \.,1 -- ...... ~ ,. ' 

f Co, ... , .... - I. r..c l ,_, • .. ·lf o .L -.;.£.) .:- .... c. .. r.J 1.'-s- • 

.,...,, •• ,.,.• ··-~ t,_,..., ar'l·Ht• or.<>' r"ST'O''Si',i' '+-'c~ •rricl• •-•-. 
0 .._ --~ ._u .. ..., ~.~.~ J~~ .- __ ..... _ _ __ ..... l .., .L. ..- ·-""' ..,) •· .. .:. ,;. " .... 

... . ~·1 "!"'' a.: "3 ~&.":.0, · .• 1. 0 - :· _, 

In:;U. t'.lt cs c-f />1-• .-J.cJgJ:a i :m~ Ca:.c·.1tta 

ec~c r:::i.vo.tc c :::n:Jc:r-



'"_.r,..,_r:!r··-~c1 -~~-~ ·· • 1 ~") ~ - •. \:,,~·,l .... a.i..J 

f ,.. ... 
-A . 

..... 
' . ... •• 0 

. .(: c~.-,..--J·· 
'--' '~ 'Jl.~y· --~·- .I 

{~, "'1' ... ...._ .... 0 ·'- ~ 

~~ ~ . 
•
. ,, .., .. ~~' .... 1 • 

................. ... l ~..!.--' 
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. ~ .... 
'lC"'<>·· ~Cd 1:)y r:' ...• ,.., '1'"1'"'~~ .• ,... '!".·· c .... l- --'~.1 ,~.,:: __ ...1.!,__ •f.' 
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·; ,. . \' .. rr:t'"'l~lt!'·.~ "•" after pa-rti~u .. ..... ____ _ 
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Cc:r~':t~ C'r'l • -------
I~ line 3 from bottom, efter •t~~d' 
d~lcte 't..'P 1 

• 

~~~ "i' t:r;.:_1!.. 
In liLe 6, e~t~r 'vie~' ~ns~rt 'cf 1 

In ~:~e les:: li-:1~ fer 'br·.n·d 1 

s~bs~it~~e '~tu~d'. 

J.'" Hn~ 7-8 fo-r 1 t~noriticd 1 

subs~il~::c 1 thco.:-;:-t.&.-: .:1 1 

(i) In line ~2, f~= 1 si~·- er1 

s~:Js:it"C.te 'f.::m:.Uar 1 

{ii) In the ln~t line, for 1 cr 1 

s•.::.bstlt-_tte 'oil 

{1) In l!~e 13, insert '~ct o~!y' 
aft2r cotnt-t-y. 

O.D In . line 4 fr.c-n t-,ttom 
d~lete 1 &1 nftu~ 1 con~co: cf 1 

::t liD-a 1:"', for 1 o:"'~-::t' · "C.bst!tute 
1 ei;ect 1 

I:1 1f ne 151 c~~-E-~e I;' af :::er nc.l
r~·aci.::ie;e~ ar·.~i :!.a-"~'-"'t f ar.j I 

J.t t'te e-:.d of pn:·a 7 0 ll~ fer 1 bt::(p-:.1t 1 

.... , •. ti'l.. .. f! 'br---..-' 
~ -·"' ... -.. ..._u-• 

(H) Yn lh~e 22, [o·~ 'jcs~::dy' ~b
.. tl-·t~ t:, . .,.f--'.-":yf w I.L • J ·•• _...,_ 

( 1' I' . ~l"c~ 1 t..., !':1~1"!::'~ I under 
:i~C o'~70 oCfto~· I !0::~'13. 

{ii) In lit 12. 18, f':',.. 'e.r.;-·· s'l:b
stL.ul·e 1 m:"I::' 
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Ilicr: t c.;,:- " 
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~... . 
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to 
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•r.~c~:lo:~c' 
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tl ... ,... ' 1' ·J...,. ;-, --~-- ~ ~···~ \......, t.~\.. .I 

'J;;: 2tn0. 13 fo't' 1 -rcr.uircs~ mJb.sti .. 
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