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Natupe of Bpitish Caterprines and Seitish Lavs lead Lo Lhe
avalution of the Joint Stosk Companise, Corpossts Lavs and ils
agmagoenant in indle.

el

Hodepn industelial onterprise in Indis developed only sfter
1880, Its aarlicst senifestations cass in the veks of the cens
teuction of pollvays which asde it sssential Lo heve wodern vapk-
ship fap pepsir ond ssinienonce of Lhe rolling stosk, Tha offects
of the intpoductions of pallivays visra~vias industey in the form
of joint stock company vere desteibed by Marx in the fellovinge
vords ¢

"1 mev Lhat Lhe English millosessy intend Lo wndew India
with rallvays wilh the sxclusive viev of extrecting ol disinished
exponses Lhe cotion and other mutepislis for Lhele sanufectures.
Gut vhen you heve oncs introduesd sschinesy into Lhe lecomsiien
of a countery, vhich possesses Leon snd coal, yeu/::lblo ts vithels
At fron its febrliostion, You cannot asinlsin g net of rellvays
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over an ismense countey withowt intesducing sll these industriel
procassen nsseasery to nest Lhe immsdista and current wanis of
rsilvay logomotion, end oul of which Lhere must grov Lhe spplice~
Lion of sachinesy Lo those branches of Ladusisy nol Lasedistisly
connasted vith the seilvaya: The selilusy sysiem will, tiwesfors,
beaome in India Lewly the fore~runnes of sodern Andustry. HMedeen
indusiey resulting fron Lhe reilvay systes, will dissolve the |
hersditary divinions of leboup, wpon which rest Lhe Indlen casten,
Lhose deciuive lapedisents Lo indien progress snd indien pover.”!

*The developeent of rsiluays beoke down Lhe Lsolstion of
the villsgee, ssde the vorld ssrket aveilsble to the Indien
producer, fscililatad bath farelgn and domestic trede and uroeted
Lhe necassery condition for Lhe growih of lasge scele factory
industry. It wes no cofmeidance Lhat Lhis was felloved in tiw
lattas decsdes of Lhe countey by Lhe sshasblishaent snd quick
grovth of jute, coitton textlile and gesi mining industeies, snd
sles of new fores of business orgunisation An the shape of Jeint
Stogk Companias snd asnsging mr."‘

in the nlnsteanth cenliapy 8 number of Joint Slech Campenies
cahe on Lhe scans but these veps lepgely depanded upsn fopeign
capital snd vere reglistersd sbroed, meinly ia Englond. Sews jeint
stogk companiss, particulasly in banking, treding md fop Anduph
trial purposss, bed been fepmed In lndis but thele cepitel end

Te Muen, "r::. rg.m mmg‘ of &guudn”méu An M.‘
Susiness in mﬂ‘:um Sook Agmly: Enlmt ik en.
April 1918, P.22.

24 Indd, PP 22023,
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Anfluencs vare comparstively negiliyibls vith those of cenpenies
sogistered sbrosd. The tas, coffss, rubber, Lextils, seal, =ining
enginesring, iron and sheel end cheslcsl Andustriss grow up
dusing the alddle af tha ninsiesnth cnlury sost of Lhes belng

promoted by Luropesns,

Devslapmont of Compony Mensgesunt An Indls heppesed in
four stages.

teeds of Managing Ageney Sysiem shown on Indlan Soll by
turopsang. Most of Lhe fisms desling in farelgn trede and lergs
scale ilndustries deslt in & lacge varlety ta goods wnd sanaged
sost of the planiations snd iadustriel saterpriess which vere
undar Curopean control. This particular systss Ls known todey
as Monmging Agency systes, This systam was sost sulisble for tLhe
canditions then prewalling in Indla, whwre the axtesnal tesde wes
developed by forsigners vho did not Laks up porasnent residencs
in the countey. The Lasl Indis Company ehich used Lo Lemde in
Indis following the principles of esriieg Tereipn iLpedogn, ssemed
to teade in Indis in 1833 se private nsschents replassd the sspvents
af the compeny but AL ves difficult for Lhes Lo muintain Lthe sane
degree of contiaulty of pellcy and cbligation es hed haen ssin-
tained by East Indis Compeny. Ultimelsly corperets ergmmimition
which tended Lovards gesater continuily repleced pelvets fipms
snd parinapships. These Casperations vers uvswelly Beitish Jeint
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Stock Cospsnies with » sterling capital end thole hesd officss
in London, wWALh ths expwnsion of Trade and Commepps sfficient
dirsclion snd sensgomant became tifficult An Lthe cess of Belitish
Companies vhich had their head quertars in London, They, Lhese~
fops, needed Lthe sarvices of manegers in Ilndia vho could rendes
first class nowlsdge of loacsi conditions, |

Whon, m&nu ney companiocs veps foreed, thes lask of
nensgasent wore wested Lo vell sstablished businesa flrws on
cosmission basls end Lhasz vare the asnaging agents of saply
stage "vilh the grovth of Joint Stock entarpries. Merchents who
wishad Lo patirs bul di¢ not vant Lo dissociats Lhesselves com~
plately from thelr businoss formed a gompeny snd hended over the
sctusl sanagement of AL to s vell known flgm of sgents. Thees
senaging agenls excarcliend sore or loss Lhe sama gontpel as e
sasrcissd by managing dieactors of JolAl Stock Companies in
Englond,"

"Little 18 known sbout Lhe serly tuilight zone of Liwe
history of our industeiel development in vhich menaging sgency
end Lhe Joint Stock Compsnies played a grest put.""

Although tha exsct orlgin of the sanaging agesncy systes

3 Yore Anstey, Lhe Zecononlic Dsvelopsant of Indis, Longwen Edn.
* 1857 P,109 refecced by Medon G.P, Kharshed = Mo of
gnra;u:uan. Peogressive Corperstion Ppivate Lids, Bombay=l,
lm"'ﬁ .

4, Nigem R.X, ~ Agenclas in lndia (Fiest Round & fects)
Resoapch and Statics Dlvision, Departaent of Compeny Law
Adninisteation, Miniatey of Cemmerce & Industry, Governneni
of Indis, 1937, :
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is lost in time, Leaces of it in embrayo form have basn found as
early ss tha sightsenth centusys® In s mers cecsgnissble foem,
Ats histosy datss beck Lo the Grillsh Agwngy Houmses st Celculte
vhose prisery function conalsted of isporting british goeds and
axporting Indlen goods as sgents of the Seitish Magchante.®

These agency housss geinsd isportance with Lhe intpoduction of
the jolnt siack fosa of entappriss in Indh.‘ The aced of Asw
coapanies Por officient samagerisl personnal, particulsrly disec~
tors, sanagers, snd senaging directors, could nol in Lhope sarly
deys of joint stock onterprises be met in sufficlent nusbees by
Indis Liself, hile forelgn lavestors vho st that Limse held Lhe
majority of the shares An these coapanies wore unvilling to ontpust
thair finences in lndlen handse. Berlitlah sansgers ware rslucstont
to reasin in lndla for long as the clisatic conditions affested
thele hsalth, The only solution to such 8 probles vas to enteust
the menagement of Lhsse ney saterpeises to Lhe old esteblished
Gritlsh Agency Houses vhich wage fun in peslnership snd vhoss
pasinurs sould taks tures to remein in Indis?

it soon bscans practice for new compenies to sater into
agreonente of asnagemont with these old sgency firms which hed
the confidence of Bpikish Anvestors and vers quick Lo ses Lhe
apportunity provided by lndia's nesd for finenge snd menagesisl

Se Opegity, Pe2,
8 Sinha He = Europesn Ganking in Indis, P4 oted frem Madon
S DeP, Khorshed = Memngement of c«rmisg - mmt.t
published 197% Ppegrese cnmum Lhde,  I'S
Te Repert of the Indien Indisirisl Commission, 1816-18, P78,
8, Niges R.X, Cconemic Develeapment of lndis, P-114,
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skill. The tepms of tenupe and resuncration vere sentlioned in
thase sgressents and thus through this srsengeasnt Seitish
capital floved into industrisl entarprises In Indis.

Folloving the British samapls, Indien ertrcprencurs
appainted Lhanselves as seneging agents of Lhe cospmniss Lhey
procoted.s AL Lthe sarly stage, thess agency houses used to
peprfoen teiple functions of prometing, finencing snd mensging.

On the later pert Lhey gave up Lhe majoritly of the sheps holdings
bul retainsd contpol though thelp long CLern menaging sgreements.

Inspite of Lhe fact that ths wansging sgensy systen hed
sxisted in Indla for sovapal ysaps, until the pessing of the
Indisn Companiss (Amendesnt) Agt, 1536, sanaging sgents vere
govepnad by the ganspal lav of contract., No diroct provision
eslsting to managing sgents af o Lhe mssnaging agency systes wves
made in Lhe sarller indlen Conganiss Acls eithough Lhese had bamn
inplied coference Lo the system in the Acis of 1835, 1882 and
1344, The Iadisn Conpanies Act af 18858 had expovesred Lhe Cowet
to precssd mummarily agsinat directars, “ssnagers” end liquidators
An pempect of their scemmbabliity for asonias, atc.? ta the Indian
Companiss Agl of 1882, the words, "or othee manaylng bedy® vere
wasg in conasction with Lhe delegation of Lhe pover Lo saitle
teres of en erbitrator,'® whils 1n the Indian Compenies (Amondaent)

B, Aat of 1866, Eeclion 108,
10,  Act VI of 1882, Sestien 98,




Act of 1914 Lhe vords, "senuger or sihes speni” vegs ueed In
relation to contpacts in which the aompany ves an undlsslomsd
principel.!! The resuit of this statutory lacuns was Lhet sensel
ging agents wislded Lremendaus povar snd snjoysd many privilegss
of ths prinsipla of Lthe ssnchily of mtmu.'e

AL thet tine Lhare was no lsgal provision raquiping sn
slscted Soesrd sithep in Lhe Engllieh or Lhe Indisn Companiss
Act, menaging sgends usuolly sppointed themeelves or thelp
nosiness on the Sesrd but Shere was no compulsion to disclose
this fact. There wss no chack on the activities of ssneging
agenks, wvho, Logether wilh thale sassciales, foresd s substantial
wajority of Lhe Bosed of Dlrectors.’™ Thes ssmsging sgents were
virtuslly in full contpol of all the affsips of Lhe compenies
asnaged by then and were in ns way bound Lo dissless to the
shapeholdags Lthelr interest in thess companiss sng it was quite
aopssl to find Lhe Bousd of Olpectors comprising of some, AFf nel
sll, of the pertneps of the senaging sgency fire tagether with @
fev select business ssmcistes, Though, at carlisy stegs, sens~
ging sgent did vell Gessuse Lhe lavesiers hed besn setisfisd with
the presulis sshisved, but Lhepre was, however, considoseble scope
for unesupelous persons oblaining contral of Lhe sffsirs of Lhe
company Lo pley havec with AS.

8y the 1913 Agt, it was sade nocessary f or conpanies te

11, Agt Vi1 of 1913, Sestion ¥10 iamerised by At X1 of 1814,

12. fspart of Uwm m.;’:ﬂff Sesrd (The Cotiten Textile
MM)‘ VOI;“. | s P22,

t3e Seation 87(1) of the ladian Companiss Ast, 1913,
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kosp & register of dipeclors, to file e copy of such segisier and
to file from time htmmaudmym“glnaw
Lars or ‘sanegers’ vith the Registesr of Joint Stosk Cenmln.‘
and thase particulars vers alwno required to be includsd in LUhs
Annusl Susmesy Lo bs flled vith the Registesr.’® Full cetsils
of directops snd "osnsgers’ of propomsd dirsctars sad ‘sansgeps’
vers required to be stated in prospectus issusd by compeny,'S
Thus, the Act of 1913 brought mensging sgeats under legisletive
control withaut sctuslly nasing thea ss sush,

4

Public opinion ves conaldersbly influenged by the Sombey
shareholders' Assacistion on apttess relsting Lo compeny lavw,
The Associstion contandad thel Lheps was nb nsed For seneging
sgents provided compenies were Flosted with sufficient sapitsl.
To snpuce this, Rhey suggeshed & legel preovision regarding o
sulteble alniaus subsarighion Lo prevent under cepiislisstisn,
The hereditary chatscler of the mensging agency ayston ves,
scoopding Lo the Assoclatisn, ome of its grestest defscis and
that 1L made insvitehle Lhe passing of Lhe sgency uvitisstely inte
vesk handa. The Associabtion sugoustsd theal the sensging sgenay
systen should bhe prehitited by lav 1n Lhe case of naw coupaniss
snd rasommended neasures fop statulasy conteal of exlsting samee
giag sgents., 1L suggested the Liadtatlion of the tepas of office
of the measging sgents Lo seven yesrs in the fiest instance,

_ AN Sl

14, Sestien 32(2) of the Indian Campanies Act, 1813,
1S, Soction S3(3) (u) of \he Indian Compenies Ackt, Y813,

16, Sulsuays Marhed Co. (1907) & oh, 486, 1% wap net until
the Ceupanien Agly 1958 Seclien 283, thet saly individusl
could be cpm: diveglors. ' y v .
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sfeguarding the frasdos of Lhe mejarily of Lhe Based of dirsctors
fron Lhe Anflusnos of sanaging agenis, end preventing unjust snd
unfals provisions baing included An Lhe artisles or in the agres~

The saneging agenis pleayed an isportant role for the
Andustpinl development in lIndis soting as promoter, finamcier end
ssnsger. Thelp function es ploncars and promoters, AL Ls undoub=
tedly toue that in the past Lhey had besn sore or less instpumentsl
in davaleping sany of the indusiriel ontesprises in indle., Accopd-

ing Lo Dr. Nabagopal Das, in dus coupse, managing agenis were
definitely pushed into the bsckground in so fer ss thele ploneep-
ing sad prosctlng sctivities ware emmaﬂ.‘a This happened Tor
thres coawons. Firstly, nol evepy senaging sgent could clsis the
sbility, prudesnce, opr pssourcep of Lhs great business house by
vhich ths systesm was founded although svesey sgani had bmnefited
by the tradition, secondly, wilh progrsssive industeiellestion of
india, Lhe plonser entespelass becsne stesdily resteicted as nay
sntorprisss started on Lhw asdsl of older ones siresdy in sxistance,
Lhe problens Lhel srose one of more of sanagensnt and finense
then plonsering. Finelly, the scsl imperiant chenge Lhel esowrsd

very slovly and steadily vas Lthet Lthers grev up & seperste gless
L il AT P A S AP A

17. Vide Meserendm sbaitisd Lo the y Low Anengnent
Commitios, 1838, by the Bombey 1dars Asseciation,
18 Des Og. Nabagepal - ' Sal Enterprises in Indie’,
* Oclnt' -. Bowbay, sutis, u:ﬁz. sssend muu

sdition § ™
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of intapprensurs who did not always balong to Lhe sstablished

"firas’ of menaging sgenls end who, Lhessfore, prefersred Lo do
the asjor vork of prowotion by thewmsslives, slithough they found
it convenient and ussful to consull ssmaging agests as Mm"

The part playsd by tLhem »s finamegicr and guarsntor of
finsnce for companiss as slso Lhelp ectivitlies as senagers fassd
bittsrest criticien froa publisc.

Dr. Nabsgopal Uss has statsd (with Lhs application of
statistice particulars of which have basn given in the Investors'
indis yesr Book for 1835 and 1955 pespestively =« an sutheritetive
publication by Messes. Plage, Siddons & Gough of Celoutta) thet
the persentage of companies asnaged by sanaging sgency firms
Ancreassd from 75 in 1935 to over 95 in 19088, Aa s coums »
montioned thet this system hed bsen found Lo be convenient to
the industeial entrepreneurs snd Lhey as 8 rule sntrusted Lo
asneonent of cospanics Lo Plres of ssasging sgents. I sleo
suited to the conditions in Indis dus Lo some apecial clroumsiances,

Firstly, in sany industiriesn, Lhe menaging sgenis Line~
salves or Lhely friends had gobt holding of substiantiel blecks of
sharas. In cotion textile indusiry It wvas 405 o GOX ond in
oxnceptional casas AL wss as high ag S50%) secondly, thay selad
a8 weslasl creditora (or guarentors of oredit) or debenluse

- i

18 Mamesendus of Sembay Shareholders’ A sbisn on the
* Indion mx::’ Aot (Lmt) 8531, 1838,
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holders having charge on Lhe ssasts and undertakings of LUwe
compsniesy thirdly, dun to divessifisd disteibution of shere~
holdings aver leng distancas, the shersholders vers unable Lo
weits thamsslvas effectively sgaineh thelir distetorisl sansge~
mont, fourthly until 1933, \heps wvas ne provision An sospsniss
Ast Lo contgol or check thele powvers of activilies wnd lsstly,
thay secursd snoprmous contpol by meons of thelr weitton sgrae-

mtn‘m

The asgrogment hsd basn tessinabls md non-tepninsbtle
{(the usual pesiod being in Hosbay 30 to 40 years, in Coloutts
10 to 20 yeass snd in Ahmedsbad persenent mvd non=terminsbls) &
Being outalds the purviaw of law untlil Lthe passing of Lhe Indian
Companies’ Asenduent Agl of 1335, Lhey tendsd Lo bs very srbitessy
snd sutoceatic ~ particularly in Gombuy ond Almadaded, ®eges
*The Ajit HMills Lid,' Ahmedobsd, sterted in 1331, appolnted
sgents vho wepe Lhe sole mansging agenis ond vere none-gchangesbls,
nonegenovasble and persancnt sescrataries, Lesssursrs, and sgentsg
the sgresasnt of 'The Nev Natiomal Mills' in Almsedebad in the
sgresment uith Lheir ammaging ageni provided thatl Lhe appeint~
nent of Lhe sgents wes lresvocebls and couldrnot be cencelled on
any olthep ground sacept thele vsluntary sesignation in nl.tm.a

The senaging sgents used to axploit the compenies under

> e il S

20, Oes Dge = Indusbeisl Entssrpries in Indla,
Ops sibt, PP »

2%, Inglon Tapdf? Uoerd, Repory on the Cotten Textile
Industey Encuiry, 1332,

22, Memorsndua of the Sonbay shareholoars' Associstion on ths
Indisn Compsnies Ast (kumlnnt) Biil, 1838,
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thair sunaganant by virtue of Lhe agresment, entesred inlo by
thos end senaged companies) Flrst, in the nsne of offics allew~
snce fixed senthly or ysarly basle,

segondly, payment in Lhe nane of comsiasion on Lhe basis
of produstion/mle/prefit, wilh 9 stipulsted sinious wes seysble
unidep all circunstances, by all consarns undap saneging sgensy,
vhather tLhe compmnies asade profits or not,

The sain objoction of aritics hap basn nol w0 much te Lhe
offica sliovansas and regulsr comnianions psid, dut Lo ceptain
arbiteary devizes Lhat vere scmstises sdopied ta get addiiional
or ssaret prafibs e bath,

The ustbod of calculating the asnaging sgents' semunsee~
tion an profit vas bsfora clmrging deprecistion, Uwspr and sbove,
very often, in cealculsting Lhe psrcentege, intsrest on loans
snd advences, profit by vay of pronium sn simres seld, profils
on ssle, procesds of fesfellud mhwres, or peofits from Lhe sale
of the vhols or pert of the underlsking §n Lhe campany, vere net
considered in calculating prafils befors chasging Lhelr remunape~
tion wilth the resulis Lhal Lhw senaging sgents weare sble Lo bibts
of f & sush lasrgesr shers of the caks Lhen they shoulds. To gquale
aons iastences, in 1921, the siaplex Mills Co, Lide, sarned o
prenjun of over R3.10 lakhs on the Lasus of sdditionsl vepitsl,
snd Lhe managing agonts sharged commission on this ¢ Ageln, in
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1935, The Tata Powsr Co, Lid., insuwed on iis shespshalders es
wvell as sold in the open megkst csriain sharss shich hed baen
previcusly forfsitad for nonepsyment of calls, snd camed &
iscgs emount of premlum of the mis of Lhoss shares, Lhe nensging
ageibls charging Lheir commission on Lhe prenlun 30 sarnad, >
This commission ves noraslly pound shout 10 par cent, Sometimns
they used to squecze sven st o higher enesbitsnt cats of 15 to
20 per cent,

The sscond sathed Lo gst additional rommarstion ves
charging cospmsstion if the business of a conpeny was Lprens~
fqrm during ths pendency of the agesoaant to snother party.
The ssnaging sgents had Lhw pight of cantiauing in offics inspltie
of the clwnge of cwnerships in case of refumil, he vas entitled
to cleln cospensstion. Ths third device vas by inserting »
clayse in sgremmont for supplesentary o secret peofit,

ALl thass show that elthough the nesmel offlice silewance
and ceanission payabls Lo ssnaging agentis vers net sacessive,
the spesial devices rescrtied to by soma msneging agenis Lo get
aore eul of Lhe compeny wese beth unfels snd excessive. The
#enaging agency systes sass into dispute ssinly beomies it hed
given oppertunitios to some unsorupulous (end dishenssl) peprssns
to gat verlous kinds of extze remwmeretion vithout setvelly
Lranegressing Lthe lay relating to mh--'ﬂ

- iy

23, W« - mmgm;‘wmm

4 Opseit. =~ Das Or. Nabagopel, Indusirisl Entesrps Indis
’ Orlant mmu'mr. Eclu. 1956, P-48, i8¢ in ’
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Thors wage savereul other means such a3 Lhe pesstics eof
assignoent of funclions snd intsrest ko thisd pertlies without
the spocific senciion of the girestors,

The Indien Teriff Gosrd cans scross & o io 1832 whape
"Hessers Currsmbhoy Ebrehim & Sons Lide, sortgaged Lhelr sgeney
coanissions in ssversl compsniss undos Lhelr sontpol, end as
s rasult ths sortgeges scquired conslidepable Influence in the
sanagesant of Lha offales of Lhe companies; agein, the partners
of tHsssrs Moparjen Gohusldes & Co. sortgaged Lhele comsission
in the Sholapur and Masarjes Mills with the peasult thet Lhe
nortgsgees stquired undue influmce osver Lhose nﬂla‘a Thase
sssignments caused undie influsngs en Lhe cospanlies by the
undesireble outsiders neking the shepeholders and directors
poverless to exsecine check on the sulsiders. It alse trany~
farred Lhe intarests of the companies under mensgenant ss
financial stebliiiy ves dapendent on the goodwill of Lhe ssnsging
agents behind Lhen,

integ~invastuont of funds by ssnaging aganis saong
companiss under saas sgont vas sncthar festure vhich ueed Lo
create not only seriows unfaisness Lo Lhe sharshelders of the
concan whome funds wveres Lhus Lrensfersred, but Lhe preciiss
condered Lo psepetustion of Lheroughly iamlvent cencarns whish
for the intarest of the Aadustey o8 & vhele should bs clesnd
down,

- i

2%, Repusd of Lhe indisn Tarlff Doasd, 1832,
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hneuac fron the sompaniss undar Lhelr menagament and thus sbused
thele position. Op. Nsbagopsl Des sefsered An his book the fellow~
ing fact 1+ The sllegation Lhat asny ssnsging sgents Loek such
losns or advances vas helly denied by Lhe Boabay snd Ahasdebad
Miliewners' Assoclations befors Lhe indien Taslff tosrd on Colten
Testile Industey Enguley in 1932, bul the Besbsy Shareholders’
Assoclation proved An 1835, with the halp of facts end figures
that Lhe svil sxisted. The leans Lehen by Messpa, Vekil Anklesorls
& Co. Prem the vestern lndis ULl Disteibuting Co. Lid,, brought
infinite trowble upon the company which ves cventuslily ssved enly
by reorgenisstion. The losns obtuined by Messrs. J.F. Meden & Co.
from Lhe Meden Thestres \ide, Lell & sisiler story.2?

This Lype of sbuss of power rudely sheken the integrity
of tha sanaging agents snd thelr ssthods of asnagesent,

The sbeve vas the pesition behind which ths compenies
(Anenduent) Agt, 1938 vas snactad.

The Lavy Membar while peessntiing the 5111 expresssd his
opinion thet "it is not use propesing en slteapnetive systes unlees
the vhole argenisastion of comsersisl snd benking credit is chunged,”
However, Lhe nesd Lo pegulsie the sysien was sise sephepliend,
pasticularly An regerd Lo Lha sxarditant sums deown by some agencies
by way of rmuoﬁ. Mumbers of the oppusition vere slm

" N -~

28,  Opesit. Des D Nsbogepel = industeial Enterseise ia
¢ Oﬂmt'uuqna;. P88, Fortes indis
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aodersts in Lhels views. Shel Shwlebhm) Dosal ststed thet “the
msnaging sgency institution hes seeved the commtey felely vell
and At must not bs Judged by instences whepe, undoubledly, they
have besn mors or lesu & spenglng Lastitution.” Pendit G.8, Pent
vievsd that "ingpite of vimt ons might wish, we can not at present
stege gut rid Of the senaging sgency sysiom. e feel thet 4t will
not be dosirable in the intarsst of the lacistrisl sdvencosont of
Lhe countey Lo give up this system altogether.*S?

Regarding alss snd objechivaa of Lhia Ast, it ves concelvnd
by the Government thal Indie hed hovever, prebless pecullsr to
Ateslf for susaple, Lthome connectad vith the sanaging sgency
systae snd provisions designed Lo segulets this unique institution
veaps included in Lhe Agt,. It ia Lo be remesdaged Lhmt one yesr
ofter the Antroduction of Lhw 8141l "in 1837-38, there were 10887
Jolnt Stogk Compeniss vith s peldwup cepital of 279 crores.”2d

The Amending Act of 1338 presevisd, for the first time, »
definition of sanaging sgents. The Act proviges Lhs folleving

1) Soms raquiressnts, fundessntal Lo the protoctlion of shepe
holders' eights vere spacificd. The spproval of the asmaged
cospany by resslution pasesd st & genarsl mesting ves sede
nacessary for Lhe initial sppointesent, resppointasent, trany~
fer of office or varistion in contescl of any meneging sgents

- - b L il

27 Pasliisnentasy debsles on the eve of Lhe pressntstion of the
?‘gg h;?g’ln 1 of States 12.1.38, vide debetes, Yol.if
p Tele

as, Nationel Council of Applied Edononice Ressaprch, New Oelhi,

mmmga sysisn =~ A Bevies of ite working and
spagls o &2: futupe Asia publishing Hewss Sombay
mtu; New Dalhi, h&l‘g me. New h. ‘”ﬂg Pl
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iv)
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A conpany wves furiher pagaitisd, by s gemersl samlution,

to resove & sensging sgent guilly of eerteln spesified
offences relsting to the sffales of the compeny. The

tepa of office of » ssnaging sgent was lialited Lo twantly
yoars, vith seesppointaents peraittsd for Lhe mae dusslion,

The Act, sade provisions deaigned Lo countarsel sens of

the sors glering salprectilicses in the syston, 1L contsined
a fixad percentsge of the nal srvaml peofita of the campeny
ss rasunsrotion with provisions fopr 2 aindaus payment An
case of inndequecy or sbsencs of profitl Lln ordae Lo prevent
senaging agenis from ablaining high cenunarstion withowt
regard Lo tha financial status of sansged sompanies. Office

- sllovances ssoording Lo Lhe Aesns of Lhe agressant peralited

and sdditions]l remmepstion was sllewved if scospted by
special reselution of Lhe senagsd company,

It prohidited the praclice of giving or Quersniesing lemms
ts meh sgents, The inter-invesisenl of funds by saneging
sgenis vhen they hed soversl companies under sons asnagenent
wes also fardbiddon., The saployment of the fundy of a sempany
in Lha purchese of Lhe sheres and debantures of enether
conpeny under the senagement of Lhe sese ssnsglng sgenta

ves prohibited,

They vare slgo prevontsd from careylng on, on thelr owm
oun account, businsss whish wes of the meoe nature ss, and
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dirsctly coapetesd with, Lhe business of the managed company,

vi)  The practice of pecking the bosrd of direciors of Lhe
senaged cospanies by the managing dirsstors with thely own
naminces uas rondered difficult dirscting thet no senaging
agent should be slloved Lo nominete sors than ons third
of the Lotsl numbar of dirsctors.

The Anonduent Act of 1938 ves esssiled by certaln msctions
of businasseen as vicletion of Lhe principle of the senctitity of
contract, IbL stated thet "undue legislstive restelictions like
those embodiad in tha Act would kill a systes which had rendessd
such splendid service to Andustry in Lhe v-cp...ua

The Federstion of Indian Chamber of Commsres and Industey
suggestad that liakting the peried of mannging the cospenies Lo
tvanty yoesrs ves guits insdequats by stating that “"iL tahkes sbowt
ten to Fiftesn yeers for any industey Lo be esladllished on a
 profitable and econosic basle and it would not, Lherefore, be
sufficient inducessnli Lo menaging sgents Lo develop sn Sndustey
Af thay agn to relinguish the frulits of lebour wo soon sftep Lhey
have succesded in duavsloping ity Further, Lhe sestrictive clauses,
by dissuading asnsging sgonts fron asbagking on new industeial
ventures, vould only retard the Andustgisl developmant of Lhe
gsgu.cis

ma Qnﬂuan—opsg.gggoqﬂg.gqnﬂg
* Sengsl Chesbap of mn.l!.en. Caloutts o.u the ma&!. Conpeniss’
Agt (Amendeent) 9111, 1938,

30, Memogendum of the Federstion of Indign Chasber of Comserce
and Industey on the Indisn Companies’ Act (aendment. C111,1999.
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It is teue that though some of Lhe glering salprestices
vere preveniad by the introduation of the Compsniss (Asendwent)
Act, 1535, yet Lhe menaging agent Fipma, with the help of the
sxapest profsssionsls Alke lewysrs continued Lhels undesigable
peactices in & disquisid farm,>! Therefore, it 1s evident that
ausber of loopholes still cemsined in the Cospanies (Amsnduent)
Aet, 1838, "Largs chenges hed taken place in Lhe ceganlisstion
angd working of Joint Stosk Companiss. In aeny cases, conven~
tionsl ssthods of company ssnagsment vega discarded in faveus ef
lsas orthodex and acrs venture-sone teghmiquos, which Che exisbing
ccnﬁmy isv wvas usable Lo scontpel umulr.-.u The most esrlous
lucunas hed boen Lhe Anadesquate and perfunctery semner in which ,
Company Act ves sdainistered, Firstly, the sdeinistration of
company lsw had besn vestad to the Cesteel Gevernment, sost of
its fungtions vors delegeted Lo the Governmenis of Lhe Previnoes
(States) sacept few. The peasans for such cslegation vers pertly
historicel, pertly constitutionsl snd pertly financisl ss enpleined
by Ofe Nebsgopel Das, as under "The full ecciel Asplications of
Company Lav were hapdly resiisnd and Lhe edsinistretion of Lhe
Act was regegded primsrily ss \he nagstive funciion of pesventing
the Joint Stock Companies from conlpsvening Lhe skalutosry reguire~
aenty, This nsgative function could be pasfosmed sp enslly by the
provincial Govesnment ss by Lha Centrel Govesrnment.”S reon
sconomical point of vies, the pover of eppolnting the Registser

of Companiss ves dolegsted Lo the Pravinces (Statsa)e They toek
L 0D T T T S SRR SRR AR SRR

3t. Oas Or+ Nobagopal, Industeial Entesprise Indle, P00,
32, Repart of the Compony Lay Commlites, New Delhi, 1882,
33, 1bid. P91,
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1ittls lntarest in Lhis sstiar end until 1952, bersring Geabay
snd ek Sengsl, nons of Lhe tStastes sppointed full Ltise
"Registear’ although nueber of Joiat Steck Cospaniss st vork
excesded 22,000 (in 1347) but total budgel in respect of Lhe
astablishesnts of the Registrers of Joint Steck Cempenies in
sil the Ststes never excesdas Ru.8 lakhs per onnue, ¥

Howaver, the cry for eoforn of company lav as regards ita
asnagesunt gethersd noaentum sfiar indepwndence in the yesr 1947
and sn & remll, sationsl losders haviag resllised the impartance
of the coapany sasnagemant felt Lhat At could nc longer bs laoft
as AL had boan in the companies (Asendment) Act, 1838 end Lthers~
fore cefore of AL was urguntly needed. This Aa the histopy end
foaturs of company sensgesent An Lhe first phase,

TR T Y WA

The 2nd phase startad feom the year 1947 and continued upte
the 1956, (3afore tha prassat companies Agt, cams into ferce).

Dueing this porled there was phencaensl inaresss of nusber
of compeniea with hgs veluss of sspital. "in Mepch 1948, thars
vars 22,875 companies with pald up sspitsl of R3.ST0 urores os
sgeinst only 11,114 companies in 1838 ywith o peld sasitsl of Re.200
croros."~> Though thess wes incessse in susber of compenies and
voluss of peld up sapitel, the quelity of senaganeni sterted dete~
closating, Miswensgessnt, prectice of dishonssty sad selprectices

M., Opeaits PeBl,
36 ta Ope N lﬂ. Journal of Adainlstrative
S Stalf Collage of Indis, Voloz Noo2 (Mmech 19737 I T1=02.



71

vere in full eulng during thet time, The demend of the public

vas Lo contral over the functioning of sorporets asnagemsent,
Conssgquently An Octobap, 1980, ths Govasnment af lndis aeb wp

s Commiites (populscly hnown ss tha Company Law Ceamiites) vith
MPe CeHe Ghabay 8 farmer Cosmerue Minkstar sf Lhe Geveenaent of
indis and 8 prominent businessman ss chalsesn, "lo consider wnd
poport vhal smandeent were necsssary in the Indien Companies

Ast, 1913, ss smendod as Ast XXII of 1838, vith particulsy
reforence Lo (a) the formstion of Companies and dey-to-dey oen~
duct of thair businsss, (b) the povers of the sanagessnt vigee-vis
sherehaldees, and the relstions bekwesn thes, {(c) ths sefeguards
 paquired ageinst sbuse of such practicss ss the interlocking of
directorstes, voting contyol by ssjorily intepest in compmmy
ownsrahip and asnagenont atc., which might be prejudicisl to the
public interest, and (d) the asasures nscessacy to promota offi~
ciont and economic asnagemant of compeniss, Subl as Lhe pesition
becsae too cpiticsl, befors Lhe report of the Commities in e
year 1851 an ordinance was prmlqnai by the Gevarneant sf Indie,

The principsl festupe of Lha smandeants Lo the lav asde
in 1851, theough an ordinance, lstar replassd by en Agl, ves the
inlroduction of Lhe requirssent of Govesnment’s sensmnk. Variews
matters salsting to company semagement euch ss Lha sppeintaent
snd peappointaent of digsctors and sansging sgpwmia, changes in
the conastitution of smnaging sgencies snd in the remmarsiion of
ssneging sgents end direoctosrs, required Lhe senation of Lhe Centgsl
Governaomt, The Act slsc made provision for a commission to advies
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Govesnasnt on matlers sgising out of Lhe vaplisus applicelions

for menction meds to thes, At the wepy outast of its funetion-
Ang, Lhe cosslasion lald dewn cortain principlas to gulde thee

An thelr doclsions and Lhass wers sccaptsd by Geverrnment, In
regagd Lo menaging sgemts, Lhe scoepisd princlples were "te
resteict somunapstion ordinseily to 10 per cent of ast prefits,
not Lo allov eny office sllovencs, to discoursge buying wnd
welling commissions snd Lo pastelish compansstion paysbls e mana~
ging agents vacating offics befare the sxpley of Lhelr agrecments,
Ceptain brewd principles wers sloo lald down An pegerd o the
allecating monagerial responsiblility bstvesn directors end
msnaging sgents.*>® The Act sise brought in, for the first

tine, Lhe consapt of "sssociales of s ssnaging agent”, Howeves,
Lhis not only had s limited appiication, referring enly te the
sxitansiens of sppoiniaenis of seneging sgents but ales & lieiled
connaotations, the sxplanation of the toen applying anly Lo persons
dizsctly connested theough associations with Lhe ssnasging agengy
fire or company and not te other conmsclions of Lhe seneging
sgent,

Obher festurss of Lhe Assnding Ast included s prevision
slloving for resedial sction by ceurks in casss of gross sl
nonagenent of u compeny's offeirs or An cases of oppressien of
sons mesbers of & company., Such action vas sllewsd s sriginats
fron an spplication by & requiged alnarity of shereheldess oz
an ths initistive of Governasnd. In ssvessl imporient sspocts,

A e N L

36, &umal ‘c:max of w:‘l:c ﬁmd«m New Delhiw
_ ng Houss, Bombe
Caloutte ste. 1928 perse e ’ Yo
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Lhe reforms OF 1951 cen bs sald to have oculsinated in the Companies
Agt, 1586, This wes slesc the boginning of Lhe refors of Governe
sontal control for regulating the activities of corporsis sanage-
sant, Ouping those ysers, Lhe corporeste senagesent hed beon in
the hands of closshnil family group or thalr sssociates, One
isportant ceuss whle!_l sgcontuates Lthis Seend, ves the acquiring
of the contpolliing intereat by large Indisn housoe in conpanies
which wore foreeply Europesn-ownad or turopesn-esasged, Aggopding
Mp, Moie Mahbta's atudy sround 195081, 600 Andustris) concesns
weps conteolled end ssnaged by 35 sanaging sgency fisms in 1851,
uf thes more than 250 were sensged by nins lessding SGpitish senaging
sgency houses - Andesv Yule, Melesd, MseAin tusn, Sled, Jardine
Henderson, Uuncen, Ostavius Steel, Cillenders Arbulinet, end thw
Seitish Indian Corpessiion, Tha lesding indisn Managing Agency
houses vors the Tatss, the dirlas, and The Dslmle=Jeins, the
Sighenlass, The Thapars, The Gewnkea, Contrelling 26, 24, 33, 42,
32,mnd 41 companies, respestively, This study elso indicated
that monsgerial cencoentrstion of fanilies or business groups was
An goneral » gomaon fasturs. The nine lesding Indien fenilies
held nearly 600 directorships. 100 pspsons held 1,700 dirscter~
ships, and snong Lhes sgain 30 hold ss mony as 860 diceutapships.
This Allusteates Lo vhel oxtent multiple dirsctorship prevelled

in corporets lﬁﬁl“l‘}'oﬂ

Inferesnce drawn from Lhs sbave study reveals Lhat thers

37 Hahta M.M,, Combinetion - Movement in Indisn Industey
' 198% PP BedB. ’
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vers Lvo distingt carporsie guclors, one dominsisd by fursigners
and the othes by Indians. The organisationsl structurs was alme
An the wvay of change of managing houssa from perinesship Lo peivats
i1isited companies and sgein from Privete Limlted Companies to
Publiz Lisited Compeniss. This changs owse accusred both in Lhe
Forsign Business Heusss and Indian susiness Houses to u&M
sesller housss.

244

The bill for the Companiss Act, 1358, reusived Lhs assent
of the president ssply in 1858 which was bassd on Lwo considere~
tion. Flirstly, AL ves considersd neceasssey thet the ssipractices
which has cose Lo light since 1835 should be stopped Lo by sultasble
leginlation iml by the ssiting up of sppropriste sschineey to |
adeinistep Lthe sene and secendly, Lhe Stats sust step inte pretsct
ths interest of Lhe sharshalders and Lhe genarsl public sgeinst
Lhe Lyrenny of naneging sgents, ssnsging dirsctors or senagers.
The third inportent considepstion, viz. thet privats industeisi
stterpriss, on organiesd undar joist stock compenies, sust fit in
with the generel petiern of Siate Policy, which had undepgone
redical changss. An imporlent directive principle of this policy,
ss sabodisd in the constitution of Indis, vas thel 'Lhe State
shall so dissst ils pelicies thel Lhe opsrstiin of Lhs sconomic
systea doss not resull in Lhe concenteation of weslih and sssng
of produetion Lo the cemmon detriaenl.’ The new Act, wes therefore,
sald Lo heve "far the fiesk Lime stliespted Lo Deing sboul soms



chenges An the lev by superispesing en the Leadiilonal legel
goncapt & systes of pertisl sosisl ssnigsl in the publlc interast .t 38

By this nev Act, on setiompt hes besn aande to pastors Lhe
dylnﬁ suthority of the dirsctors snd shapsholdess. Large degres
of Government control has been mads aver the companies foe uphold~
ing public intarest. IL hma boon recognised Lhel Lhe sharsholders
sre the ulilsels moupca of sutharitly of company aenegessnt but
ss thoy oan not saspeise the povers, ths sctusl sanagerial povsrs
hove boan vastsd An hands of the Hesrd of OUlrectors, vho sanage
ths compony diescily or Indirectly through any one from ssengst
Lha cstagories of corparsis senagers, such ag ~ |

1) Managing Agents,

2) Segrstarien & Tressurers,
3) Mensging Director and

4) Mensger.

It isposad » ceiling of 20 direstorships in publis cospanies

Lo bas hald by an individusl st sy Lime to secduca Lhe maope of
suliiple diroctopshipss Accarding to this lav no one could be »
asnager of sanaging dikrector in more Lhan Lwo public companies
without the Contesl Govesnment's approval. Sy thess provision,
ths concantretion of ssnagorisl conteol in fewer hends hes been
reducnd. By providing vidast posmible disclosusrs of the conpany,
warking snd finencial position to the sharsholilers end publlic in
genaral, this Act, has snviseged judiciel rosedy snd sles dirsct

38, Indian Adsinistirstive Refosms Comnlagion maort of the
: wopking greup on Company Law Adll.nutud
Meneger of Muuuaas. 1968, P=30,
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sontesl ever s very larges sres af gorporsts ssnagessnt, "The
objuative of Lhe reguletory pesvisions As to impose s degres of
discipline on corperats senagomant ae as Lo ensure s clesn agei-~
nisteation for the benefil of the sharsholders and of the cosmu~
nity, and slso to previde & propar cods of condust undep which
sn snlightensd Lop senagement is sble to schieve Lhe highast
standard of performoncs R

Undes ssetion 324 of Lhe Compunles Act, 1955, Lhe Govegnment
has susuned povers Lo prahibit ssnaging sgencies in any indusiey
or business. The Act states thal this power will be exspeised
only sftar the Covernsent heve conducted sn saqulicy into the
astiar, consults: the Advisory coomission and oblained approval
of bath the Houses of Pecliament. The Aniention of Lhe Govegrment
has boon clepifled by thel C.ie Doshaukh, Lhe Lhen Financs Minliater,
seoms tc have beon that 'iLhe managing sgency systes, at & futurs
data not st a vapy distant fulure = will be sbalishad. GSul Lhe
Lime, pace and the mennse of ite abaolition ags left to Lhe Govern~
mant.' ODepertsent of Compeny Lav Adeinistrstion hes undertaken
an exhaustive raasspch projuct on Lthe opsration of Lhis systea,
The fiest round of tholr study glvss valushla and deleiled statie~
tics regarding the poaition of Lhe seleging agencies in Lhe
corporste secter relating Lo 1084455 which raveslis Lhet ‘Lhepe
vars 3,944 smnaging sgencles in Indis msnaging 5,055 Jaint Stock
Compasnias, or 17.1 par gent of the total nuabse of Joint Stock
<ompanios in Lhe asuntey. The totel paldeup capilel of the

38 Da A end Senguples N.Kq, GCovarnment and Business in
" Indles Allled Book Agemay. Caleutte, Delhi, 1978, Potes.
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Compenies under Lhe asnaging sgancies sasunied Lo Ra.483.4 crores
which was 48 psr cent of ths sggregets psld=up capitsl in the
antire corporates segtor An 1984»58, In certein clansss of coa~
panies Lhat ers legally prohibiied froo belng undse saneging
a'mt.s._ such as Genking and lnsussnce Coapaniss snd Govopment
anterprisss sre aaalua_d feom the tolal, the propasilon of the
palid=up capital of compsniss under asneging agsncles goos up Lo
5044 par cent. lenggenant by mansging sgenclies was & 08 Connon
features in Lhe cose of public Lhen privete aﬂmlaa out of the
totel paldeup cepztal' of all public companies, axcluding banking
and insursnce compsnios, 71.2 per cent bolonged Lo Compenies under
thic systen, :n the other hand, only 8,6 pep gent of Lhe totsl
pald=up capitel of privote compenlcs vas contpollsd by managing
agante. Uut of the totsl 3844 man:ulng sgencies, 2522 being un-
incorpurasted firas, 1230 privete companlios and 104 public compenies,
The total palde=up capital af the public and privols asnsging sgency
conpanies wap Ap,16.1 spsres. hils pald=up caplitel of Lhe coa=
panies under Lhaly ssnsgement was nosrly five tiss greatse Lhen
that of the capitsl of the asnaging sgsnoy compenies vhich wes
keI Te2 cresus. There vers 1501 mansging sgenciss in West Sengsl,
835 in dombey snd 437 in Medres. These togathee, controlled shout
8J per cont of Lhe Lotel nuabur of sgoncy sensged joint stock
conpanien. As many as 3528 or B9.4 per cant of the Lelal of 3,544
sanasjing sgents, sensged only ons company sssh, anly 17 sensging
syonts asnaged 10 or sore companiss sachy Lhe largest nusber of
coapeniag under a single monaging ngunﬁr vas 40, Bstwvesn Lhen,
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tha 17 lesding mensging sgencies managed 380 companles with an
sggregatie 'mw-up capitasl of Rp.114 crores ar 25 per et of the
total paldd=up cepital of wll companies under Lhe managing sgengy
systes, Ten of thess sgencies vere public compenlies snd other
ﬂfth“aw

This 1s the clewr ptctu;n aof tha scene of the saneglag
asgency systea whan Lhe componles Agt, 195G csme Inlo exlstencs,
detueen 135455 gnd 1958~58, the menaging agency sysies was
steadily declining both in Lepms of Liw aAusber of ssheged coupeniss
and theie pald=up cepitel wvhich can be seon from the folloving

tllblﬂlo“
TABLE=]
mnm in the munber of mm;cd wmiu

L _ “'.’ W
Yane : _Taul No. of ¢ Ne, of mpnniu Ass%ar2

i fublic Conpsnlos Menaged by H/At. L
1 N i 3 K
130488 409% ( 818.8) 1978 (43.0) 44,8 (11.2)
1960-81 5888 ( 824.,0) to4n (39%.1) 16,4 (47.4)
156887 5843 (135084) 83 (493.,0) 12,3 (31.1)
198788 5482 (1375.4) 842 (504,.8) 19,7 (42,3)
$ 588-89 B432 (ma: $88 ( 57.8) 10.4 { 4.%)
NUTE & Flgueres in calu-n & snglude the hankin s m shd

Gevt. Compenfias, Companies which ssuld nel he As

undse Lthe Lew,. Figures in pesenihosis msuu d=up
capitel in crores of rupewn,

e skl .

40, Acsording Lo Raj K, N n Aweun in Indis (First
Roud 3 gn&c Fgcta), mtmE‘J Ill.r:-
um. Ministry of Commerce and industey, Gomt of indie.

41, ta Dr. NoKe Articles 'Trends An Coppesste Mensgement'
| 1m¢ in Lhe avspnment svd Susiness by Ossgupta, and
Slnﬁph NeKs Allled Sook Agency, Calcutias Ist. Edu.Apru 18
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JARhE=R
Oiminishing Maneging Agency Systes
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In the sixtliss Lhe controversy over ths sbolition beosss intense
after the publiceblon of the findings of the Vivien Soss Inquisy Conmle
sslon and & nev dlmension vas sdded to AL wvas lts relatlionshlp with
the growth of concentrotlion af economic pover.

Abuse of this pover, fragquently sentioned, is the menipuletion
aof funds of the sansged conpenlies by maneging sgsnts Lo thelir posresanal
bonefit and Lo Lhe disadvantiange of ths compenion ss vell es sgeinst
the public intorest.'? The Menoging Agency Inquiry Comeilies appointed
in 1385 under Lhe chalsmanship of Dr. 1.G. Pstesl pacommended in ilLs
report Lhe sholition of Lthe aystea in sugar, coment and cotton taxtile
bul thes central Goveprnment wenl beynnd the balanced recommendstions
of this Committse snd decided to shollish Lhe sanaging agsncy sysisw
in all five industries (including paper) on and froa the 2nd day of

[y L

42, Nstionsl Couneil of Apglnﬁ tgononlc Ressarsh, Mew Delhl, "The
tguumq Agengy Syston” Aghe Publ]shing Houss, HSembay, 1&9.
- .
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Aprid, 1557 snd fimslly through the companies (Amendaent) Act, of
Mey 1969 sbolished Lhe Mensging Agency Systes (along with the
neyly invented law-sade fira of corporstes sanagsaent 1.8, secre~
taries and Greasurers) from the soll of Indis on end feom Lhe 3ed
day of Apeil 1970, Regagding the =ffsctivensss of tha sscretagles
snd trossursrs, it vas haped that Jov-nade nsuly inveatsd famm of
aansgenont vithout their Ffinancisl invastammtis no povse Lo neminatse
directors Lo the boards of Lhe companios under Lhalr wsehagsesni
and uith only 7.5 par cant of Lhe ael profit as Lthelie saxinue

rats of rosunapstion, would sct as an alternative form of awnsge~
aent to Lhe Managing Agents end e:ﬁrt axpeet asnageriel skill ang
supssvision tc Lhe large scale companiss for thelp beneflits snd
davelopmant, Sut this lefty hopa uss nsver resllscd as this systes
of aasnagemcnl had not becoss pepulas in ladla. Itny&.m to |
the fact thet most of the Managing Agensy PAres had convertcd them
into seceotaries ad tooasurorse "Out of 14076 coapsnies raglstered
duping slaven yeaps from 1955-57 to 19680-87, only 24 compmniss
preferred Lthis fora of manggenont st Lhe H.u of thelr incorpors~
t10n,"*?  The object of this desth knell en the mensging sgency

83 vell ss sscretaries and tressurers has basn to Antroduse pre-
fessionallised group sanagoment wilhout Lhe svils of Lhe ssneging
sgency systsa about the sbuse of the concantrastion of ssonoeic

" pouep in few sgency houses. |

2e5

After the abolition of Mansging Agency Systes Lhe following

43, Coapeny News and Noles, Cepariment of Compeny Affairs
Vale V1, Appil 18, 1&8 P - 782, y ’




81

permissibls systems of Corperste Managament are left behind

1. Direct management by the Bosrd of Digsctors -~
as) With whole=time Directors,
B) wWithout vhole-time Directors and
c) With Committes of Directors;
and
2a Indirect managemsnt by the Board of Directors -

B) having Manager sng

a% having Mansging Directors,
c¢) having Menaging Direactor vwith whole~time Directors.

Dr. N.K. Sengupts also mentioned in his book that "on the
basis of a study of the pattern of management in the public
limited companies with psid-up capitsl of Rs.! crore and apnva
8s on April 1, 1968 it sesms that on that dests, 141 among them
vars under the management of asnaging agents (including seven
secretaries and tressursrs) and 176 had been other forms of
manageasnt. An analysis of the forms of management in thess

176 companies would indicate thas following break-up 1

Public Limited

Companiss. ___.
Managing Disectors (with or without
vhole-time directors) 105
Board of Oirectops 88

Authorisad controller under Industriess
(Develapment end Regulation) Ast

Genepal Mansger

A detailed analysis of the management psttern in the 105

companies having managing or vhole-time directors revesls the
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tollaowing patterns 3
Public Limited

Gomgenien. . __.
Persons aducatlionally gqualified
as vall as professionals 81
Persons educationally quallfied
but not professionals 9

Pepgona vho sre profsssional
mansgers but not educationaslly
quslified | 3

Paprgons neither sducational
qualified nor professionals but
ordinesrily having substantial

financial state 1
Details not immediately avallable 5
108

It will be seen that the number of compsnies led by profe=~
ssional maneagers in videst asnse of the teem vas surprisingly
larqge, Others wers led by the large investors and yst others
repregented a compromise betwsen the two. Ones peason why profa-
ssionai managenant seams apparently o be in such o dominent
position is that in Indis professional msnagement is very often
equated vith non=propristary menagesent. Bul the available data
do not indicste that we are, gn the whole, still & long vay from
the stage at which the ancient regime of ovner-manager-entreprensur
can be replaced by s management revolution although there are
indications that our top corporste management is procesding in

that dlrectlau.44

44. sengupta N.K., Trends in Corparate Management since indspen=-
dencaa published in the Book “Govarnnung and business in
Indis” by Dasgupta A and Sengupta N.K. Allled Book Agency,
Calcuttas, Fipst Edne April, 1878, PP 143-150,
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There have been sowe jmportant features ducing this psriod
such as the Indienisation of the top menagement in a very signl<
ficant scale, the shasehalding of the diresctors is reducing te
a8 considersble extent. This does not indicste gradusl process
of replacsment of propristary management by professional mansge-
ment, rather the domination of proprietary class vhether vislble
or Anvisible in the Boapd of Directors, still‘pﬁrsits. But dus
to increase in tha complexity of lsv and procedura and involv&nuﬁt
af technicalities in the production, day-to~dey mensgement dsmands

the professionale to include in the Board of Directors.

Mogegover, during this period there has besn divorced
relationship between the shareholding snd menagsaent control
resulting smell nuxbar of group of families with relatlves and
frisnds control the management of Lhe big companlies having awn
shareholding as tittle as 10 per cont., Varisty of reasons are
responsible for 14, diversificd shareholding, little knowlsdge
sbout the company lav and ilgnorance about the affairs of ths
Company, the lack of knowledge ahout the banefit of forming
shareholders associntion, closing of ths share teansfar book,
loopholes in the Company Lav regepding transfer of shars snd
enlistment 1n the Registrar of shareholders' Book, insctive
attituds of the employes sharsholders, disunity amongst the
shareholders and above sll sastisfaction by the sharsholders to
get dividend and disintersst to take part in managament, ars
some of the reesons for the most of the Companies sharsholding

dees not beer any significant rslationship to management conteol,
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Thess have crested » condition in which, as Mesrshant cbasrvas ¢
*"unless one balongs to the charmed ciecle’ of the femily ar
frisnds of the sxlisbing sanegeaant which more often than net

has only o sincr shape intapest An the cozpany, one has ne
shance vhatsosver of bascoaing s dirsctor, hovever compatent one
aight be, Hence, the only legitimsis asthod avallsble Lo snyons
Lo ceesh into asnagement is by duying up the sequisite nusbesr of
shores."¥® Sosstimes heinous struggle is carplied only to teke
over masnsoaeent, Eyen vhen émttal pasesen fros one group Lo
another and ths nev one clalaing to bs prafessionals, the sane
fastures of faally canteol still persite, Op. N.K. Songupte
obeerves "Lhis has stood in the way of our lsege coapaniss going N
under teuly professional sanagement or developing along Lhe lines ’
of the glaent Corporations of Lhe vesst, Aa 8 result there is in
fact no indlcotion as yst that this faally op group ssnagemasni

conteol L& vithering avay on any significant mll.‘s

The distinction drawn by moze authors belween mtnpn-'
nurisl dosrd snd sn Sxscutive Dasrd hes becose unresl in the
Indian context becsuns sven the forelgn squity holders prefarrad
relisncs on particuler Indisn fasillies to disest perticipetion
Ain top samegement. Yet changes see taking plsce ss cbhasspysd by
A Owssgupta @ "In fact, ons finds both madern snd tLeesditional
socisl skills alds by sids viih modesn technology, Alse the
younges aesbers of Lhe Indlen business class are showing grest

R o]

48, Merchant K.T., Hmsgesent Co-p-nu Econonl
o M‘u“: woakly, 1970, ‘(5). =3 ." ¢

48, Op.cit, P - 18%,
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inclination tovards medern msthods and tschnigues in vorking with
men. All these have come about from a genuine conviction of the
need for change in tschnology and social skills. Their success
vill, no doubt, influence meny non-changers in the class in no
time, Howavap, the process of growth in which technology end

socisl skills can move vith modesn thinking has besn still nlau."41

Due to the complexitiss of the law, procedures and techni~
calitieg, it has becoms necessary to maintain a closs relation
batwasn the top agecutive, with the line sanagement, coaposed of
professiaonal qualifications and experisnce. It has hdcona asce>
ssery that the policy making body should be composed of full
timers which would smshble them to exart more attentlon to the
intersst of all the ingredients of ths companies such as share-
holdars, vorksrs, emplayses, consumers, suppliers and society st
lerge, Though it is sald that system of two-tier Soard is not
sultable in India, but its influence on the mansgesment structure
of the company is inevitsble, According to Dr. N.K. Sengupts
"soms companies in India seem to be entrusting actual managament
of groups of employes~diractors, if not formslly, at least
informally. Guest Keen Willisms have introduced a system of
Divisional Bosrd vith the Divisional Managing Directors as
distinct from the Genepal Besrd, vhich by the mature of things
cannot be very'much more different from the Garman Supsrvisory

Board, This msthod &s bound to be adapted 1ncraaalngly-”48 Oup

41, sgupts A - Indian Business and Managemsnt, 1978,
Univerudty of Dslhi, P - 28,

48, Sengupta Dr. N.M., "Trends in Corporate Mansgement®,
published in Jourasl of Managoment Adlinlstratlvc Staff
Collegs of India, Vols2 No.2 (Msrch 1973 18,
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reviow of T3 Annual Reperts (83«84) of 1S companies rovesls
that 12 compenies, (163) prefersed twortier bound. It sescas
that Lthis systen is geining pepulasily in Indis (Teble-8,
Chaptese - VIiI),

Aobthee significent chengs in Lop corparsts scens In
India occursed dus to tha poves of Lha financisl institutions
and Govepnaent Lo nominate nominee directors end thele rols
in the corperate sansgssont,

The iist of financiel institutions falling within tha
anblil of the public sechor has snpanded inpressively since the
beginning of Lhe nineteen sixtiss both by Lhe crestion of paver~
fil nev institutions and by nslionallisetion of the impartant
alder onss. Asong Lhe nav institutions sst up during the 1980
sre ths Unit Teust of Indie (3584}, the Industerial Develspment
Sank of Indis (15884) end the chein of Stats Industrisl OCavelapment
Corporations. Fourtesn sajor commercisl banks vage nationallsed
in 1863 and L.1.Co in 1353, Tolal senction by differont finan~
clel Iastitutione pose froc Ass 232.8 croees in 1370-71 to
Re.40:5.3 crores n 1983-84. The Lotal disturwsssnt in this
pariod vent up from Ra,145,50 crores Lo AR.2508 crores. Uf Lhe
cusulative sanclions by diffegent financiel institutisas up Lo
Margh, 19804, the privats ssstor scoounts Por 76,5 per cent and
the balence of 24.8 pep cent vere shapad by sntarprises in
public joint meelor snd Co-operstive Sestor. The finsncisl |
institutlions now finence nesrly 20% of preject sesk of cespeny’s
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issusd capital. The institutions have thus sssumed a position
thet without their support hardly sny large project in private
sector can meterislise (The Economic Times, Calcutte 29.7.85).
The financial lnstitutlons are now helding substantisl portion

of equity stake in ths large compenies. For ststutory provisions
and to look after the public integest, Covernment alsc 1s noal~
nating dieectors to the hoard of the compeniss. Government had
decidad, aa s matter of policy, that the public financial insti-
tutions vould not remain mere spectators and will actively
partlclpata in the management of the Corporations. As the
shareholdings by ths public financlal institutions can not bse
sold easily to the public, large portions is lsft in thelr hands
which necessitates more effective control over management thpough

thelr voting pover in order to safeguard thelr investmentes.

There hss besn tremendous controversy about the role of
the nomines director in the management of 8 company. But as
becausse thay are small msinority, the role of the Governmsnt or
finencial institutlon-nominees ls limited no doubt bui very
useful from the polnt of view of public interest. The contplibu~
tion would depsnd on thelr ovn charactar, efficiency, skill,
personality and above all sincerity. Therefore sslection of

right pacsons is vary Laportant.

Hepa, it is important to refer the pacommendations of the
Industeial Licensing Commlttee popularly known as Dutt Committse
which stated that the public institutions should show kean intspest
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in the mansgemsnt of tLhe privste sector compsnies vhich they
assist and thst the concept of Joint Sectopr Coapanles should

be encouraged. "It may be that for some time to come when
Government may decide to permit projects with significent pro-
portions of public financial assistance to remeln in the public
ssctor. In thst case, hevever, ve would like to emphasise thst
thay should be clearly tesated as belonging te the *joint ssctor'
and not to the private sector. The 'joint ssctor' vould, in

our view, include units in vhich both public and private invest-
ment hasg taken place and where the state taken sn active part

in direction and control.™®

But, though there has besn an increase in size and
growing complexities in corporate business, the introduction of
professionalisation and appointment of whole time executives in
significant scale have not yst taken place. Or. N.K. Sengupta
observes 1 "The msjority of the nevly formed companies durling
the years 1956 to 1968 seem to have prefsrrad Lhe board of
| directors from of management., Thus, in {1986«87, nearly 170 par
cent of the nevly lncporated cnmpanlas-optud for direct manage~
ment by the board and only 23 per cent preferrsd to have aanaging
directors on the vhole, the sbolition of ths mensging sgency
system and the 13583 guidelinss paved the way towards functional
boards and slso the introduction of professional managers in the
»50

higher echelons of company managsmant in lIndia.

- Ay e A

49, Industrisl Llconsin? Policy Ingquiry Committese's Maln
Report (New Delhi, $969) P - 186,

50, Sengupts Dr. N.K., Article ~ Trends in corporate mansgement
since independencs, published in the Book, Govepnment snd
Buslnesgs in Indla by Dasgupts A and Sengupte N,K., Allied
2;0?5;2:g:y Caleutta, Deihi, First Edn. April, 1958,
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In our empegical study of 15 companlies on the basis of
Annual Reports (1983-84) ravaeals that B80% of companlies are
managed by the board vith managing directors and 20% by the

board without menaging diractor.

The most important matter ss regerds Lhe company manags~
ment in pecent years 1s the liberal policy that hes been taken
by the Govepnment by liberalising import licenses, enhancing
the MuR.T.P. limit, lncome tax concessions etc. etc. and formu~
lation of the policy for Lthe sick indus#ries. policy for tLhe
textile }ndustrlas. import of technology and free enteance of
the right-minded forelgn multinationsl companies in specified

conditions,

It is important to mention Government's initietive to
implement workers' participatlon in management as vell ss
shébahalding both in public and private ssctor. "The Union
Government has decided to make an obligatory for Ltha private
corporate sector to provide for a ainiasum of flve per cent
shareholding in favour of vorkers and staff, in the cess of
all nev cepital Assuss., Besides, it has been decided to
introduce a special type of salary savings linksd convertible
debanture Lissue for ths employees in tLhe privste corporate

sector."!

Another lmpoctent feasture in recent years is the indus~
trisl sickness caused primarily for managsrial inefficisncy,

According Lo latest estimste as indicsted by Mp. Asitabha

51. The Economic Times, Calcuytta, July 11, 1985.
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Ghosh, Deputy Governor of the Ressrve Bank, st & meetling vith
the Madras Chamber of Commerce on the 11th dsy of July, 1985
the numbar of sick industries ss on December 1983 vers more

than 80,000 industrisl units financed by baaks.52

The Regerve Bank is taking a serious visv of the growlng
industrisl sickness in the countey. It is likely to introduce
an 'accountabllity concept' in Lhe banking system iteelf so
that the lending banks can take corrective measures as soon as

the symptoms of sickness are notad.aa

Differant State Governments also declared for the best
use of IRBI cradit line. As for example, twenly sick and
closed saall industrial units have besn helped by the West
Bengel Government to obtain loan assistence from the recently
constituted Industrisl Reconsteuction Bank of Indlia, as anncunced
by the State Minister for cottage and small scale industries,
Mr. Ppoloy Tslukdaer, 3n Calcutts on July 3, 1885. The units
have been sanctioned assistancs of Ra.50 lakhs he addad.54

It is relesvent to mesntion here also though contpoversy
about the investment by the non=rasident Indian hes not yet
bean settled, investments by them which is estimseted to Re.2800/-
crores every yearsshas caussd a great threat to the existing

management having small stake of sghareholding.

On the whole it may be sald that the infea~structure of
the industries in Indis hes been impreoved conaiderably. The

$2. Op. cit. July 12, 1985,
83, Op. cit. July 12, 1988,
54. Qp. eit. July 10. 1988.
85, Op. cit. June 22, 1986,
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joint sector projects in different states of Indis are incres—.
sing day by day. As for example 'the West Bengel Industeisl
Development Corporation (WBIDC) had joinsd hands with the

R.P. Goenkes group to set up the Haldia Petrochemicsl Complex

vhich vas hanging fire for many ysars.

The above are mome of the ilmportant changes that have
taken place in very recently in industrial sphere vhich have

got tremendous effect on the company managesment in Indis.

In concluslon it can be sald that the concepl of socisl
responsibility has not yet heen taken seplously by the compeny
manacemnent. The Lremendous 2conomic povwer 1e enjoyed by the
group shich manage the corporate world in Indla. This group
vhich hold pover whether visible or invisible mansge companies
through their nominecs for thelr own intspest et the cost of
the shereholders, customers, Government, suppliers as vell as

vorking force,

The companies have not yet been sble to create a proper
image as an instrument for social changs for the betterment of
the soclety. They are in mejority cases nsithep taking respon-
albility of socilel upliftment of ths poor aconomy nor accounte~

able to the different ingredients vhich form the company.

As 8 result s mistrust between the company and Governmant
alvays prevails, These must be eliminsted. It is slso expacted

that companies are to confirm to the brosder sconomic and soclal

58, 0". cit. June 21’ 19685,
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goals sccepted by the country, end to play their role as an
agent for achisving thease gosls. These gosls can only bs
achleved by a company managsment which is to be constituted
with persons of best ainds, ultimately responsible to s
community consensus vhich ssts up genapgsl objectives, standards
of performasnce, and resulis. A bullt-in«gystem of company
management. is required in Indla which will include the represen~
tetivaes of sll the lngredients which faorm & compsny and vho

will pepform thalir duties to the best interest of the nutlon.“51

New industrial palicy resolution raflecting the politico~
economic willi of the Govspnment under the Ppime~Ministership of
Mp. Rejib Gandhl 18 in Lhe weke. Should we not expactl thst
private sector companies will fulfil the aspirstion of the
people of India by utilising theie full afficiency?

L L -

57. Berle A. A., Masns G.C., The HMadern ration and
Peivate Pra;arty, Nc; ;SIk. 19!2;I.'F%iﬂgo
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The Companles Act, 1968 enumeprated s number of provisions
and it has greduslly emerged ss a major instrument for the Govepn—
ment's socio~economlic policies for the develaopment of the countey
t hrough proper wenagement of compenies, The Companies Act, 1886
(snd its aftervards amendment) Lis the lapgest substantive lau
for corporate business in Indis contalning 658 sectlions and 13
schedules backed by a large number of rules and regulstions,
guldelinss and relevant legislatlons. There are many provisions
for not only to sscure shareholders' dahccracy but also to serve
aavarnl_nther objectives such as the prevention of malpractices
in the management of companlies, the inductlion of professional
managsment, the promotion of sound compsny practices snd imposing
checks on concentration of economic powar, disclosure of corporate
secrecy and making impﬁsitlnn of eccountability, This Act "for
the first time attezmpted to bring sbout soms changes in the lav
by supsr imposing on the traditionsl legsl concepis of a systenm
of partiasl social control in the public 1ntetest"§8 The basic
objectives of Compsnies Act 1955 as announcad before the Parlisment

by the then Finance Minister Mp. C. Destnukh vace gs follows @

1. to fix up ainimus standdrd of businsss integrity and

conduct in promotion snd msnagement of companies ;

" . Y un A S S S S sk i -

58. Government of India, Report of tLhe Working Geoup of the
Administrative Refapms Comaission on Company Lav
Administration, 1868, P ~ 54,
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2. to maks full and felr disclosure of all ceasonabls.

infarmation relating to ths sffairs of the Company

3. to assure effective parcticipation and control by share~
holders and the protection of their legitimate interesta;

4, for snforcement of proper parformancs of Chelp dulles

by Company Management 3

B to empower for intesvention and investigstion into the
affairs of the Companles vhare they are managed in @
manner prejudicial to the interest of the shareholders

or Lo the public interest.

Undar this Act, Centpral Covernment has assumed vids
povars of approval end intepvention in large areas of decision
making suppased to be preserved by the corporate msnagement.
Some of these areas are - the appolntment of managing directors
and functional directurs in public limited companies and the
fixing of thelr remunerstiong inter~company investment and
loans; the protection of the lnterests of minasity shareholderss
mergers and amalgsmations; snd maintenance of proper books of
accounts and their auditing, inspection end inveptigetion by
Gavernment sppointed officials. In addition to the Companies
Act, thra are direct administrative controls exapcland by ths
Central Government or the Company Law Board. We shall try to
high light some of the majar areas vhich are deslt in by the
nev Compenies Act and significant frem corparete managemant

point of vieaw.
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Attempts have been made by Lhis Act to restore the
eclipsed authority of the board of directors by the emepgence
of managing agency system. This Act made @& cansclous efforts
to put msnaging sgents undar thes superintendsnce of the board,
to make the board responsible and accountable to the share-
- holders directly to ensure ths spproval of the shareholders
in 2 large area of corpérate palicy and decision making. The
entice report of the Shabha Committse under the Chalsmansghip
of C.H, Bhabha, sesks to curtall the pover of the managing
agents and rauctivaté the institution of dipectors. Ip orderp
to make the aharehalders ultimate source of authorlity in company
managemant but not to involve them to take part in actual day-to-
day management, it confers compulsorily for iths board of directors
inevery company and recognises il as the top corporate managoe-
ment body. This has been provided in Section 291 of the Compa=-
nles Act, 1956 which provides that excepl vhere express provision
is made, the powers of a company in general mesting, in all other
cases, the Board of Directors are entitled Lo exercise all theip
povers. Where sny provision says that the company shall do such
and such thing, it has to be taken to mean, unless the context
otherwlise requires, or there Lis anythlng to indicate the contrary,
that the Bosrd of Directors are to do the things. That is to sey,

‘Company’ in such cases means the 'Board of Directors of the

Company.'

The provislon of proviso two of sub-section (1) of section
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281 to the effect, ssys that the Board shall be subject to
'regulations made by the company \n genersl meeting' doss not
mean that the company in general meeting can override the
Board's powers of carpylng on the businsss, by prescribing =
regulation or passing a resolution tsking alvays the powers
given to the Board by the articles. A genepal meetling can intar-
fere only conglstently with the articias. (Automatic self
clearing Filter Syndicate Co. Ltd. V Cunninggham (1806) 2 che

34; Salmon V Quin & Artens Ltd. (1909) 1 ch. 311 and on appesl,
1909 A.C. 442%°

In athervords, according to this Act, the boerd of
directors is responsible for the actual mansgement of the
company'e business, for ite growvth and in gensgal for carryling
out the objectives and aspirstions of the company as enshrined
in the Menoraqdun snd Articles of Association. Theee are many
sactions in this Act such as sectlions 282, 282, 283, 294, 291,
316, 372, 386 stc. to uphold these principles could have to be
brought under one chapter. There ﬁhould be proper regulation
which 18 expected to chsck which of the povers could be delegatad

and wvhich are not subject to delegation.

2.8 Type f Managemant an _ al P anal 3

Companies Act, 1956, section 157TA provides that "Notwith-
standing anything contained in this Act or any other lawv or any

agreemeznt or instrument, no company shall, after the commencement

- - —

59, Ramaiya, A Guide to the Companies Act, 10th End 1984,
Wadhwe & Company Pvt. Ltd., Nagpur 440012 P-665,
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of the compenies (Amendment) Act, 1960, sppoint or eamploy at
the same time, or after the expiry of six months from such
commencement, continue to appoint or employ at the seme tiame,

of more than one of thes folloving categopies personnel, nemely ¢

1; Managing Agents, (prlor to abolition in 1970) ;

2. Sacretaries and Treasurers (prior to their abalition
in 1870)

3. Managing Olrector 3 asnd

4. Manager.

0f the above four, first tLwo categories hava been
separately dealt with and therefore, here we shall discuss
about the lsst two categories of management l.s., Managing

Pirector and Manager.

As rsgards the position of a manager vho is also director
and that of a Managing Director is equlivalent, though these
officers ere ssemingly distinguishable as there 1s 8 difference
of the mode of appointment of each. Whereas, in the case of a
manager vho is also appointed director, if for any reason his
office of directorship is vacated, the office of manager held
by him is not affected; but In the case of a mamsging director,
if he cesses to be dirsctor for any reason vhataver his office
of 'managing directos' vill also ceass alang with it. The very
defination of managing director sccogding gection 2(28) as a

director, who by virtue of an agrsement with the company, or of
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a resolution passed by the company in general meeting, or by
virtus of its memaorsndum or apticles of assoclation, is entrusted
with substantial povers of management, and includes a director
occupying tha position of s managing director, by whatever nsme
called, provided that the power to do administrative scts of

e roustine natupe whan so authorised by the board shall not be
deemad to be included within substantial powsrs of management.

It also indlgates that a mansglng directop asnsll exepcises his
powers subject to thes supecintendence, contral and direction

of the board of directors. The manaqing director is the most
important functionary in a compeny wvherever there is one, He

is the chief eﬁecutlve head, and although the lawv does not glve
him any specific power as such, he is usually clothed with very
wide powsers by the articles, or by resolutions of general meetings
or board mestings. The term 'manager' as definad in section 2(24)
means an lndividual who, subject to the superintendence, control
and direction of the board of directors, has the power of mansge~
manl of the whole or substantially the whole of the affsirs of
the company and includes any director, or eny other person
occupying the position of a manager by whatever name called, and
vhether under a contract of ssrvice or not. Such a menager,
hovever, has to be distinguished from so many sxscutives in
companies who glso share the same momenclature but are not
managaer as defined in the Act. The above definitions show that

8 person cannot be managing director without bsing director, but
manager can continue to be manager whether or not hs holds the

office of a director also.
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The subtle, distinction will be of no practical signifi-
cance in most ceses, as a manager vho is also a director is,
as regards his functions, in no wvay different from a managing
director. Further, vhepre as managing director 1s & vhole~time
director, there is no difference between a vhole-time dirsctos
and managing dirsctor, axcepl that as per section 316, a managing
director may be managing dirsctor of more than one company, while
a vhole—~time directosr, being whole-tims employes, cennot be vhole-
time director in more than one company. A further distinction
between a 'manager' and 'managing dirsctor' is that while »
manager by victue of hlis office hag the power of manaqemsnt of
the whole or substantially the whole of the affalrs of the
company, s managing director has to be entrusted with such powers
of management as may be though flt. For a managing director
or any other director has, as director, no power of management
except when scting as ons of the members of the Boerd; and if he
is to have sny power, it will have to be delegated to him by
articles or by an agresment or resolutlon of the Boaprd or by the

company in ganepsl meeting.

A managing director can nol be equated wiilh an ordinary
director. Sections 2(26) and 2(13) shov the intention of the
legislature to treat the two as separate categories. Therefore,
vhen the term of a Msnaging Director explres, he can not continue

as & msnaging director without being rsappuinted.so

. - PR B ]

60, Slshu Ranjan Dutte V. Bhola Nath Peper Mills Houss Ltd,
(1983) 53 Com. Cases 883 (et 898) (Cel).
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According section 197A, there cannot be both a aanager
and managing director at the same time in a company. The
question whather a managing 'emplayse’ should in his capacity
of employee be considersd as 'servant’ or ‘agent' of the
company ls unimportant for purposes of the Compenies Act,
though it may be relevent for determining whether his remunera-
tion is salary or business ilncome for burpoaes of the Income- |
Tax.S‘ The civil court will not grant an 1nJun¢tlon to cestrain
the Company from interfering with managlng diresctor carrying
out the duyties of 'mansglng director’ who is removed from his
af?ica.sa When the interests of the managing direclor do not con~
flict with the interests of Lhe company, the court may allow
him Lo appear in 8 Court and make representation on behalf of
the campany notwvithstanding the fact that he does not hold a
pover of attorney as required by 0.3 of the Code of Civil

83

Procedure, Aftervards it appears that the correctness of this

Judament ls doubtlful.

The study of 316 public companles made by and raferred
to in his book, chenglng pattsens of Corporate Managemeni by
Or. N.K. Sengupta, reveals that only four companies had preferred
management by managers. Thers are, howsver, lndications that
after the abolition of the 'managing agency' Lhis form has been.
preferred by at least two large agency houses, for axsmple,

EID - Parry and Bied - Hetlgeps in respect of their arstuhile
61, Ram Prasad V CIT (1972) 42 Com. Cases 544 (SC)

62. Jagindsr Singh Palta V Time Travels (PVT) Ltd. 1383
Tax L.R, 2487 (Cal).

63. Puri Construction Pyt. Ltd. V.N.L. Mehta (1982) 2
Comp. L.J. 765 (Dal).
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mansged conpan-les.“ On review of 75 compsnies we hasve come

eccross only one company managed by Manager (Chapter VII).

Though, in the Companies Act, 13956, there are traces of
four forms of management, working vepy similar at time, and
scon after the Act, it vas fslt that in & single company there
vas no room for Lhs existence of more than one catagory, cases
vere found vhere manaqing agent and managing director vere
appointed in the same company simultanepusly. Section 197A
vas thepefore, Anserted in the Act, 1880 prohlbiting such
appointments, a corollsry to saction 198 placing a limit on

the cost of mansgsment.

If a director is appointed as manager, asnd LIf as per the
terms of his employment he is not to be also manager or emploayee
of any other company, he is a vhole=time director. Though,
appointnent of whole~time directo#s have become s common feature
in the corporate sector to~day, ths lsck of a definition of a
vhole~time director L1s 8 major lacuna of Act, as thia expression
can cover a wide variety of offlicials ranging from those who
are very nearly in tha position of managing directors to those
who, for sll practical purposes, are salaried executives; for
example, secretaries, factory managers, or sales managers who are

often called dirsctors, but notl provided seats on the bosrd.

Apsrt from the abovs categories of management, there is

trace of anether form of managesent racognlsed by section 292

- -l v

64, Sengupta Or. N.K. chenging patterns of Corporate Manageaent,
Vikash Publishing Houss Pvt. Ltd., New Dslhi, 2nd Edn.,
1983, PP 53-84.



102

which provides for delegation of certaln povers by the board to
"any Committes of Directors” or msnsging directors stc. Ragula-
tion 17 of Tsble A also pravides for ths Committee of Directors.
The articles of some companies also provide for authorlty to
directors to delegate thelr pover to committees. Bul delegstion
of povers does not sbsolve the Qaard of its responaibilitlies,
Thare may be one man Committee which is in no way different from

the positian of e mesnaging dirsctor.

In order Lo make the corporsie menagement more flexible
it is necessapy that company law in Indla should contaln cleap

legal provisions for such ‘committee of directars.’

Immadlately after the commsncement of Lhe Companles Act,
1956 up to 3rd day of April, 1870 thers had been the following

categories of compeny mansgement 1

Board of ODirectaors

1
]
H

+ -

1
Direct Managament

-y
]

*
Management by otheprs

g i v v il

INDIRECY HAQAGEHENT
1]

;!

A il o ok ol A i P

[ )

1

;

;

i ' -

} (v)} (vi) !
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‘ vholevtine

g Directors.
g mamd 1 4 - eed e o e e
K1) 1(144) P (i) (vidd)
git: vhole= & géigitt i Muaaa%ng Secrstaries
Di:ectars E of =9 (4v) 3 Tre e

! Directors With Mansglng reasurers
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Aftar the abolitlon of managlng sgsacy along with the sscre-
taries and treasurers system on and from April 3, 1870, in
Indis at pressnt there exist only first six foprms of masnagement

of the compenies as mentionsd abuve.

1856 ¢

Companies Act, 1956 provides ssveral provislons to
check the concentration of menageriel pover in few hands and
practicas of sultiple directarships which had developed alang
vith the managing agency, partly on account of lack of adequats
commercial experience to serve oun the Boards of newly floated
companies, and partly on sccount of Lhe consclous pollcy pursued
by the manaylng agents to control Boards of intepprelated

companies through trusted friends and collsagues.

Me. M.M, HMehta's study reveals thst "nine leading
families in 1352 held 800 dirsclorship of partnarships.”ss
"The Singhanlas snd Dslmies together held more than 200 direc-
torship. Birlas and Goenkas were directors in almost every
variely of industrial underteking from small jute and cotton
pressing factories to the biggest of automoblile and englneering
concerns. This study further shoved that two well-known
industrialists vere on the boards of 50 companies; 100 persons
held 1,700 directoeshipe in lapactant companies, and that on

the top, ten eminent industrislists held 400 directorships."5®

85, Mehta M.M., combinstion = Mevemsnt in Indisn Industry ~
A study in the concentrstion of ownsgship and Managaaent
in Indian Industeies, 1952, Tabhles VIII, IX and X.

66. Sengupte N.K., Changing Patterns of Corporste Msnagement,
Vikas Publishing House Pvt. Lid. New Delhi, 2nd revised
edn., 1933’ P=8iG,
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"The Board of Directors, Lo-day, is s clase preserve.
Sons and relations - community people at the farthest ~ alone
have access to the citadel of industrial leadershlp. Thus
for all practical purposes, a few leading families in Indla
control and guide the industrisl destines of the countey,
Young ssldom find on opportunity to snter the closely preserved

and well organized industrial ollgarchy.”61

Companizs Act, 1956 provides that a person can not be
director of more than 20 companlies (excent nrivate Ltd. Company
which is nét subsidiary to s Public Limitad Company) st a time
in order to check the evils of multiple directorships. This
libepsl ceiling, actually did not serve a very useful purpose
and therefore racent demand is that this limit 1s to be brought

down to ten ar aven five,

Under present provision, 2 mansger or managing director
gan=- not act ss such in more than two public companies or in
private company subsidiary of public compeny without Central
Government's approval. This limit has been imposed so that
the msnager or managing director csn devote his time, ensrgy
and exparience for the primary company in which he gerves first.
The recent demand is that he shall be manager or managing direc=-
tor of only one company. Along with 1t there is provision in
Lthe Companies Act and in its aftervards smondaent such as

(Amendment Act of 1974 ssction 383) makes it obligstory for

- -

671 Opesite Mebla. Mei,, Conbination Movement in Indien
M’ PP 2T-i28,
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companies vith pald-up capitsl of rupees twenty flve lakhs or
more to have a whole~time secretary. The administrative gulde-
lines issued by the Centrsl Government, depsriment of company
affairs, in 1969 stated that ae s mstter of palicy the Centrail
Govsrnment will not spprove the sppointment of an individusl,

managing director or menager in tvo companies unless -

1) these are small ar
2) situated at the same place or

3) are sngagad in the same line of business.

These gulde lines ape sxpected to accelarate the movement of
profaescionallisation in company menagsment. Other praovisions
(llke?iection 3713, restpiction has been impossd on intercorporats
investment, by sections 108A, B snd C on acquisition and tranp~
fer of shares, by ssction 370 imposing presteriction on inter
company loans, by section 294A rastrictlions on the appointment
of sole selling agents)are readily exanmples of preventive amsa-
sures sgainst concentration of sconamlic pover in corporate
managemant. The leglslations made like MRTP Act, 1963 and nav
definstion of group under sectian 2 snd 18A of the Companies
Amendment Act, 1874 and povers given to the Company Law Board
for the proper functioning of the Companies in India sre impor-
tant to mention hare as they are meant to restrict concentration

of powsr of company management.

But in actual practice, va can asse that thepre is can~

centration of economic pover in few hands halding substantial
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squity sharss by meking group with membsrs of the family or
friends. Somstimes, thasy sre direcily nominsting managing
directors from amongst the group members. Sometimes it is not
possible to recognise by name ta vhat group he belongs. Thus,
visible or invisible hands, holding povers daptures all the
povers of manasgement of Lhe company snd actually meking the
board'Just like 8 rubber stamp. The Heerd with managing
directos can cemain as such so lang they vill serve the interest
of ths group/individual/individusls holding pover. Sharsholders
holding small number of shares can not be ln anyway hops to
exercise thelys prights es shareholders baing elected as directors
and thus concentration of sconomic pover has made the company

managemsnt mokery of democraetic form of orgenisstion,

Thogh the managing -agency system has been abolished
from India, the concentration of economic powers still sxists.
Povers are accumulsted in few hands by way of forming or purcha~
sing contrelling pdwar of other companles and making them sube
sidiary companies. Recently, it has been seen that by holding
only 10 to 12 per cent shares (eqully) one can capture ths

managomsnt of & company.

The position of concentration of econoamic power and pre=~
ponderence of managing agency can be also evisaged from the

following Teble.

Number of companlias manzgad by 8 managing agents in

selected 1ndustr1es.68

68, These figures as complled by §r. Nabagopal Des in his
book, Indistrisl Eanterprise in Indls, Oriont Longaans,
and édn.. 1856 P+~130 tsken from relevant editions of
ths Investors Indie Yesr Sosk, publighed by Massrs
place siddons & Gough of Calcutta,
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1911 19585 Percentage of
increase.
Jute 22 40 gt %
Cotton 24 38 82.5 %
Sugar 8 32 433,33 %
Tea 58 1G0 2.4 %
Enginesping 6 34 466.6 %

The following table shows the growth of total sssets of

selectead large houses 1

Name of the houses , 1872 g 1875 } 1918-? 1880 | Per annum
. L s H 1_9'°“tf_
In crores of Rs,

Tata | _ 835 808 1102 1538 9.6
Birls 512 858 1171 1432 12.8
Larsen Toubro 18 138 194 248 16.1
Singhania 121 209 293 413 16 o4
Mahindra & Mshindra 58 114 137 ‘185 15.3%
TVs lyengsr 50 102 138 188 17.8
Mods 58 7 135 198 15.1
Hindustsn Lever 18 8e 187 219 12.4
Top 25 laprgs houses 3360 4838 4838 7200 11.5

ey — o - -~ - - - - a—

Soupce of information of the above table :

Ansver to 8 parlissent gquastions as reported in Financlal Express,
Nev Gslhi, 22nd Mapch 18973 and ansver Lo ancther parlisment ques-

tiaon (Lﬂk Sabhs Q.Nﬂ¢w3) on JUIY' 8, 1980, Also l”ﬂpllﬂl to a

ﬁajy: ?gggg (Q.N0.22, March 1362) and Lak Sabhs (Question on 2nd
s ™ :
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By snalysing the figst Lasble it ves becoae avident Lhat
befors Companiss ast (1988 cems into saistence, 5 sanaging
agents used to control major industrial cospsnies. Accerding
to Dp. Nsbagopal DNas in the yesr 1856 the Tetss controlled 32
companiss, Sirles ovar 125 coaspsnlius, the J.K. Industielies group
sose 50 compenias snd Lhe Dalmias over 40 emmlu.“

Apart from iL, It was found in the survey, aade by Mr.
Asok Mahta, in the yeap 19685, Lhat Lhege wape 3,728 directope
ships distributsd among 1,103 persons ¢ 6% of Lhass pepsons
held 1038 directopship (an average of 16 par paprson), whils 20
of thes hold 80% dirsstacship (sn svarage of 40) .19 The sscond
table indicstes the asount of aoney is at the dispossl of the
ronownad econsalc groups.

Thapafore, ve can sefely conclude Lhat concentestion of
asconomic pover still exists in Indle in pespect of Company
sansgoaent, This is sost visiole lecunes and At has crested
snorsaus probless in conpany managesent in India. In igesl
foca of asnagesent, these should be provision for prapartionats
repessentation, In this connegtion At mey be msentlioned thet it
1s urgently nesded to amond the ssgtion 2685 of the Compenies Ast,
1936 Lo adopt proporticnal pepresentstion for Lhe asppointment
of direclors in osder Lo seoke it cempulsory for ths companies.,

iIn ordap Lo feprove tLhe aasnagsment practices gualitatively

- i Opeieoitly

69 Das Dr« Nabagepesl = Industriasl Entcepplse in India
*  Grient Longaans, 2nd Edn., 1956, P - 131, ’

10, An unofficisl suevey carrlad oul by Mp, Asok ltahts, 1998,
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and 40 bring sboul soms degras of discipling in the sshagenent
of carporsts ssctor for ensuring sn henest and sfficlent adeinie-
tration for the banefit of the shareholdess snd cosmuniiy se

s vhole and slso Lo provide soms sort of code of cendust for
Lop corporate managors under which Lhey ape sble Lo schlave s
high stendsed of pesfosmencs in reslising corporste gesls,
upholding public interest, doing sccial benefit sivd advenceesnt,
Companies Ast, 18355 provides a number of ppovisions to Lune with
above ssntioned objectives. Some of then are msant for Lhe
ronoval of alismanageasnt and aslpracticas, making sanagemsent
renponaible Lo the sharsholdess, providing for s lapgs nushee
of dscinlons of vitsl lsporisace to de compulsorily approved by
the sharsholdera’ mestings by cresting 8 bullt-lnesscheniss

for widest possible disclosures of s compeny’s working amd
financlisl poalilion by providing judicliel remedy An & lergs
nusbar of lastitutions, Govagnmonial intepvention snd contgol
over a large area of opsrstion of Lhe corporste asnsgoaent,

Companias Ast, 13556 mesde provisiong so Lhst sansgesent
of ths company 13 not vestsd Lo eny undesirable persons who Ley
to fulfll theip own intarest st the coat of Lhe shershelders
and othee Lntepeated pereons. Sy weens of ssction 293, n
sttompts hove been asde to Leanafer the ultimate suthosiiy to
ths sharsholders, and teo vest effective suthorily in day-to-day
aastbtors Lo thelr sloctsd representalives L.a. the directors
for supsrvision and contrsl of the chiaf sxsgutive for propep
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functioning of tha coapany’s affalrs. Section 2688 end 387 lay
down that ths appointassnt (end resppointasnt ses provided by
1974 Asending Act) of Masnaging Digssctors, shole=tiss Olgeclors
and Managers in such s Company that appointsent/re~sppoinissnt
should be sads by the compeny only sflap sblaining spprovsl
from the Cantral Government, IL indicatas thet such sppointe
asnts vould be invalid LT Central Gevernment rofuses Lo spprove
them. «with view to wipe out the lacuns Lhet existad as to whet
type of psople would be appointed as aanaging/whola«tine dicsstors
or asnagers, bthe Companies fasndmant sct, 1374 provided Lo
taction 269 & nev sagtion Iil which providas that the Csatpsl
Gavernaant shall not sceoed Ats approval in sny case unless it
is satisfied with fulfileent of some specific requirssenis,

| Tha Centeal Gavernuent say, howavee, by nolificaeblion in
the official gazette, remove the disqualificatlion incurred by
any pacson by virtus of cl.(d) ralating to conviction snd the
one incugred by sny parson by viptus of cl.(e) of Sactlion 274
of Conpanies Aghk, 1955 pralsting Lo non-paymant of any cells,
A privats compsny, vhich ie not o subsidiary of s public company,
ney, by its aspticles, provide additional disqualifications.

Indisn Coaponies Act Lsposas resteictions under section 54
not only sgsinst known and widaly critielssd malproctices connec~
ted vith managing agents, it olso lmposes varisty of pesteiclions
on ‘asseciate’ in relaetion to wn individual eolsting to o mone~
oing asgent.
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The nost prominent lscune in the pattsen of Governsent
contrel over the boopd of digectors As in pegard Lo the position
of wvhola~tioe dirsctors. ‘lovherz in the Act Lhe tepa has been
definad and yst many saciions brockst it with seneging directors,
specially with regepd to theip sppuintment and romunerstion
and the noed for Govesnment approval for both. For sll practlical
purposss, 8 ywhole=tise dirsstor is distinguished fros Lhe asane~
q,lnq' dircctor,. Ssetion m;« doss nol incliude vhole~iise dirsclors
in the cetsgory of aanagepisl personnel. Thus, ageinst tha
- intention of Lhe feemars of Lthe Act, under Lhe prcﬁut low o
conmpany asy appoint vhole=tiae diccctor sven Af AL )8 sansged
by Manaaing Oirectog, Lacuna 1o slso viaible in seetlon 315
which doss not specifically resteict the numbey of companies in
which one parson csn ssrve as whole~time director. The sbasnue
of spscific provisions pegapding sppointment of vhole=tims direc=
tor of sore than one company se has bheen in the specific in the
cass of e wanaging director is » dafinits loophals in the gensrsl
schena of sansgoment, Again, although, » aanaqging director gcan
not bs appointad under sacltion 217 for o period of sors than S
yaars ot 8 tioe, Lthis rila 1a nol spplicable in the case of vhole~
tine digegtor. Conssguently s vholes~bime dicoector aay be appointad
pogamently.

The schame of resasneration of theps officlals is sald Lo
be unique in the Indian Compeniss Agt, but it still requires Lo
be made jJustitisd comnsldering Lthe size of the company linking it
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vith the profit made by the geapany. It nelther takas into
account the genulne pequiroments of & larys sized compeny nop
14 meks provision far rogulsp sonthly payaent as Lhe popsonnal
of the monagement has to wall under uncertainky wntil the
closing of the yesp,

The prasent dasy naad A= to snaurs the aveilsbliliiy of
efficient sensgemsnt pasrsonnal vith vast experience and abllily
and Lhepsfore companias Attt should mske provision Lo encourags
l;han pereons to gel anipy in o company wilh sssured ragulap
alnlaua saiacy in Lho capacily of ssneging or whole time
dirselor aasking the sseis of resunepstion in tuns with the
capiisl base of the compeny, Als turnovee or the volume of
business, the nature of responsibility ang other allled fec~
tors; and Lthis should bde couplad w-ltﬁ 8 provision for comslssion
bosdd on AL An aceordance with tha basic soclio-econoalc policy
of the ttste,

L% -4

In opdep to contpnl and check oppression and al ssansge~
wenl, over snd sbove the povers confappad undee sestions 397,
388, 408 and 450 by virtue of Lhe companios asendaent Act, 1874,
the Cenitrel Governsent 1s smpovered, inberslls, under the Indis~
teies (Dovelapment and Reguletion) Agt to take over complete
- managensnt of en industeisl underteling end intervone in the
day=to~day sdainistration, The Companies Agt doss not indicste
the Lype af direclors Lo be sppointed sz such or snything sbout
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their mods of warking, Thomph seny experts ceiticise the utlility
and wvalidity of the sppointaent of directors under scctions 408
and 408 shd ses An At the unhaslthy contral ovap sansgoaent, but
Lhare sre sony Anstances vhere 3t proved on the vhols, beneflclal
to Lthe company .5« the gcese of Nellonal Raysn.

In opder Lo meke tha provisione of thes coendment of 1974
effactive, the parsons Lo be sppeintad aust be efficlant and
they sre Lo Be provided with special pover to plug 8 vitsl rols
in tima of crisis,

213

The beslc concepl of Company Law has yndergone s redical

Lranaforsation. A company is La~dsy Lrealed as 8 vital notionslly
faportant, saogio=economic mauuum.ﬂ

In 8 complex socisty wilh its scoclowecononic problema,
Lhe sanagewent of Corporabions oen not da as simple es it ves
fifLy ysers 8go, snd us ths structure of commerce md industry
| grovs in complenity the vhole concept of wanagssent comsss undee
shurper merutiny. The Corperstion tadey is not regarded o
balonging ta the shepsholders themsalves; hance senagesent i
net only scecuntsbls Lo Lhe sharehclders. Todey, sprporste
reslity demands Lhat good corpersts msnagonent should have
ragerd nat only for the sharchelders but sleso for sany ather
Ainterests, Mp. George Goyder, in on the apinion that the oblige-
tions of the company to its sharshalders, employses, consumers

- " el

Tt. :mharjo: JePeile :{ ::: Cnlauualmoh C:urt.nl? s
ABNOULS Tuh conpany lev peniney d on 30Lh
May, 1984 st Caloutis under Al suspioes of Lhe Asmocis~
tion of Cospeny Secreiariss snd Exsgulives,
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ond the community should be statezd as one of its fundessntisl
objects in its nemorendum of assoclstion and protected by
specisl articlas, and that avery direchor should be rseponsible
for vatching the Anterest of each of thess classes. o

Indian Companiss Ast, 1856 includes slsdopste provisions
ragepding corporate disclosure including ssintonance of books
and sccounts by companiss ang suditing of Lhese sccounts by
competent gualified suditopr snd subaission of s logge nusbep of
ralsvent infoemstion to the shapsholdess and Lo Lhe appropriste
Govepnmoant sgenclas, vize. Resgistrars of Cospanies located in
avepy state and Lo tha public sb lapge.

Disclosures under Conpsnies Act, 1986 are requised to
be mads in prescribed docusont/retupns inforastion,. Thess
includs

1)  filing to the affice of the Registrse of the Cospenies
vho shall asintain those records vhich any shapsholder
or number of public can see end asks copy of thea on
payment or an request §

$1) sending to Lhe shapeholders of Lhe company vwho as #
mattep of right, obtain a rolevant infoarmation fron

the Company 3

3ik) to be kept by tha company for Lhe masintenence of proper
books of sacaunts sose of which ape opon Lo inspegclion

L - i il

T2, Goydep Geogge, Fuwn of Pelvete Enterprise, Sesil
Glackwall a;fm. 1954,

The Responsible Coopsny Basil Slsokeell Oxfoed,
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by the public and all of which sps open Lo inspection
by the Registrars of Companies op officlel sutharlssd
Lo inaspoet,

Ssction 220 deals with procsdures, ruless sad Amposition
of punighaent for defaull in filing vith Lhe Heglistear, Lhe
balancegheat snd profit & loss sccount duly signsd by the
suthorised porsons for Lhe pregading year. Sestion 159-18%
dosl with the subalssion to the office of Lhe Ragistrar of
thes Companiss on slsborete snnusl peturn. Sogtions 592-084
doal with the setteps rolating Lo cospulsory subaission of
csptoin docuasnts and rctupns By evepy besnch of & forelgn
coRpany a{wntlng in Indls to the Reglstres of Companles, Delhi,
with copiss Lo the Registesr of Companics of the statc whepe
the comapany is located, A company sust slse fumish statanent
Ao the Anhusl Reporis and Accounts, the ;t.amant pagapding
its subsidisry companies pursuent to ssetion 212 (3) end
212 (3) of the Companies Acte It will slso furnieh statesent
pursuant Lo ssction 217 (2A) of the Compenies Agt, 185G sesd
vith the Companies (particulers of saplayess) Rules, 1975,
Appendix 111 conteins o list of verlous docusents or notlices
to be filed vith the Registeer of Compenies. Section 810 must
be gonal. ersd to De Lhe Wingpin of Lhe disclosure provisiens
in the Indien Coapany Lev. Under the provision of Lthe ssction
any peprson sen inspecl any documeni kepl by Lhe Registrar on
paysent of prestribad fees,

Thae documoents thet are ta bhe fu-a to Lhe Reglstrar of the
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conpanien are seatlearcd An different sections of Lhe Companlies
Act. These could be brought under single section nawely sege
tion 610 for simplificetion of Lha Componkes Act. These are o
be prepored in 8 lagible longuegs in sinple fros a0 o8 Lo sepve
the purpoes of diffepront ingredienis of Lhe compeny.

Shegeholders of the conpanies eprs oentitled Lo roosive Lhe
followving documenis or selavent infoemstion from Lhe company on
prescribed occasions, oF fops Lime Lo time 3

te Shara Castificsts (Sesbion 113)
2e Notices of gonspal aceting (Sestien 1TY)
3. Mesbers' reeolutions (Saction 188)
4, Oividend vereunis (Sectien 207)
Se delanceshost elo. (Sention 219)

B Jocuments releting Lo subsidisey {Section 212)

Te Abstraet of tepsp of contracts of
asnsging disector (Sastion 302)

Yearly furnishing snnual scoount to Lhe sharsholders i
too long an intsrvel. A pasolution sdoptad st Lhe All lndis
chepsholders’ Confsrence Splesded for the Assue of quarterly
progrese roports Lo keep shasoholders inforsed aboul the working
of Lhe companics snd for stock eachanges Lo gaguire conpanies,
vhoss sheres wers Mistod, L0 provide psriodicsl mtmu.‘“
The Company Law Joard L 2lso undersiood Lo heve desided Lo
inteoduce Lhe systen of quaptsrly balence siwela in Indla es

e

13. Held in Madess, on 164h Appil, 186S.
T4, The tgonomic Timcs, the 1T4h Ageil, 1886,
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the Govepnment feals that such s sisp would give the shersholders
a2 nore Antimste imowlisdge of Lhe pesfosmence of Lhe compmmy froe
time Lo time and sian help in anlapging the horizon of investing
clags, 14 43 mlso thought Lhet quartarly balsnce sheols would
affect graster officiwncy in mwt as 'covering up' would

bacoas anre tllfﬂaulh“

Carpogats lov Ls constantly moving Lovards bollsy sanage-
ment prectices and the Lgend is Por better md fuller sceounts.
Ths thinking of Company Ooards is also changlng froa the eld
fashinonad policy of kesping susy os auch infossetion as possibis
feon Lhe sharaboldse sc as Lo prevent Lhe Inforeetion pgsssing
into the hands of sivals. Companies spe now asnlering intc healthy
competition in the presstation of praciliesl inforpmation vhish
L s both snlightening se vell as stteactive, 'S

The fiducliary cclationship bstwecn the asnsgement and its
sharsholders shauld bes bopne in aind by the sanagesial community
and malppaciices such as nepotisn, divession of profits into
thaly own pogkets through verlous dovices, should bs shwawmad w0
that shagehalders eny have confidenos in thoss to whos Lhay have
antrusted Lhele surplus fundme Op. NoKs Sengupts ssggeasts Lhet
"Many of the nonwagsentisl iteas in Lhe balance shoet, viz.,
schodule Vi may be dispensed with, asking it shostar snd sors
ssaningful and peducing the cosk of servicing the shacehalders.
As regords section 212 (document selsting Lo subsidiariss) the
presant requiresent msy bs substituted by s conaolideled balence~

18, The tconemic Times, Calcutta, April 17, 1965,
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shest and profil end loss sscounts of 8 group as » whales, This
will give o aore corpest plictuse Lo Lhe sembers of Lthe holding
company o3 Lo Lthe eatent of Lhelr lnhntts"

ODisclosurs Lhpough Annual Report is not st all sufficlient,
from tha Annual Reports of ssventy five companiaes pevisved by
us it poveals thal these contain only those information which
a8 nscessary Lo comply with the legsl formalitias. They fail
to fuenish sufficlont inforaation regepding coapasition of Lhe
bomed, Dig sconomic group to which the compeny balongs. The
saount of profil saped does not contain how auch by monufastus~
ing or teading snd how auch by dessiving the subecontrsctors
and small business firss by nol paying Lhe duss in time, Ths
\nterest for thet period is not countad end sacounted for.
Asount of aoncy taken ss ¢ loan from financisl instilutions or
sharsholding by those institutions is not cloarly stated in the
annual Accounts.

For thia purpose, though suditing of tho Agssunte has
been aads conpulsary Lhe suditars are reluctant to report any
Lype of simmanzgesent of the bosed of directors. U.K. bssed
Andustrisiiet Mp. ‘wore) Faul during his Intarview with »
ropresantetive of Lhe Cconosle Times, Celoutis statcd st Celoutis
on 28,12.84 that "ws hasve Lo onaure Lhel coopany suditers do nob
get swvay with putting thelr signetupres Lo sudit peports ond
abdicste thalyr basic responaiblililty of sctusl suditing: On the
other hand, in Seitain once an suditor certified Lhe annusl

17 Sengupts N.K, = Changing Pattapns of ots Menagowent
*  Vikes Publishing House Pvt. Lbdes New Dolhi, 2nd Revised

Edition 1983 P - T8,
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saposhe of cospanies, oh Lhat day Lhe responsibility for any
assse*up An stock would be on hig w."“

Regarding cosh sudit il can be amontioned that vapy fev
coapsnies sppaint cast suditor though sade coapulsory for
companias sngaged An pradustiion, peocsssing g sining.,

Regapding workars' participstion in nana gesent, there
Az no provision in ths Companies Ast 1856, Thars phould be st
lesast some proviaslons Lo malts An poelily of Lhe promiss ssde
by ousr conskhbiution in this regesd and sulalnasts the propelsty
of AL as oxpopisented sucesssfully in different developed
countries of tha voreld in ordes Lo being in hapaonisus pelstion-
ships batvasn amnsgaaent snd vorkers for Lhe purpsss of esta~
blishing industrlal pesge.

The President of indls, ¢, Znil Singh, while insugurating
Lhe 2Tth svwnual genarul maeling of the Tes Acsogistion of Indla
st Calcutles on Lhe 3rd day of Auguesi, 1985 seld, the Ladustry
should teest vorkers st its partners and sse thet vorhars dwd »
shore in Lhe wealib genspated. Fagticlpellive ssnogement would
help to promots hagsonious relstions betwoen capitel and lebewr
end thepsby contribute to ths overall prospsrily of the GMW-“

Ce15

Undar Companias Acty 1956 thaps are provislons for the
naintonance of 15 types of books and roegistere by the cospaniss
for Lhe purpomn of glving accaes Lo Lhe shapeholders for varioties

—— A

T8¢ The intarviss wilh Me. Svare) ~aul on 20,12,1984
reposted in tha Egonomic Timeas, Calcutis, 28-12-&.

e Opecits Caloutta, August 4, 1985,
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of infosmstion Lif they rsquiss, Sestbona 202-233A stats provi~
sions relating to the maintanence of tha books of sacounts ste.,
An scoordencs wilh genspally ssseplad sssouniing methods.

Ssgtion 208 psguires Lhat svery caspany is Lo kasp at oAby
rogistaped offics preper Dooks of sseaunts.

The aceounts asintained by Lhs compeny aust give & teue
snd felir view of Lhs stala of affalers of Lhe conpany sid Liees
ses to be preserved relsiing Lo sight preceding years in goed
condition. Evesy dirsstor is sntitled to inspsst the cowpeny’s
books of sccounts during buysinses hours. Thase are alpe subjest
to Anspsction by the Reglstrapr or any olhapr offliser asuthorlised
by tha Cantral Govarnmont, If srticles ac provide, sesbers of
Lhe company spe sise sntitled to \nspast books snd sccounts of
the Compeny. The responsibllity for maintsnance of books and
sceounts is vested, sgocopding to ssction 208, on tha compeny's
Hanagling Digsctor or Diresiors.

There are othap provisions undep Lhe Compsnies Agt, 1988,
regarding full disclosuss to suditors. The suditor being sn
cfficer of Lhe compeny sey ssk Tor my infornstion necsssery for
the dischargs of his duties (Sestion 227), He i» required Lo
raport to the sembups on the sceounts of the aompeny., Audibor's
report 18 to be placed bafore Lhe compeny An a gensral mssting
snd is opan Lo inspeat by the msmbers. The suditor is entitled
ta sttend the Annual Gonsral Mustings snd to be heard al Lhis
naoting on any part of Lhe busineas concapning the sudlh,. Rasgent
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developasnt of ths sadern praclices has aade the suditor respon=-
sible not only to check scouracy of accountas but slso b0 go into
detalled cosrsctness of tha astate of affalrs of Lhe compeny,

Registear of the coapany can csll for spsclal inforsstion
and explenation undes sections 234 ang 234A Af he is of Lhe
opinion Lhat docussnts rogquired to be subalited Lo his office
is \nadeguate. There is provision Por punishasat in dofmult of
such information and explanation on the part of Lhe company end
ite officar. This is reslly sn wids pover enjoyed by the Regiee
trar of Companles.

218

No decision is to be teken in & board's aseting on thet
particulas satler in which a director is intaorestad and s
prossnce is not Lo be counted Por quorus of swoh a assting (tec~
tion 300), A ragister is Lo be seintalned which vill contain
disclosurs by the directors rsisrding the offices he holds in
other body corporats (Sootion 305) snd this cugister is open for
inagection by sny shersholder (Seotion 304),

2.7 Segisl resconalbdlity

Thape i no provision under the Companies Acl, 1886 regerd-
ing the soulal rosponsibility Lo ba undertalen by the cospanies,
The old Ldes that ‘Lhe company Ax for Lhe shersholdess’ has chenged.
Now a days Lthe success of a cospany will not be judged by Lhe
smount of profits AL sads fap paylng high srale of dividends Lo the
shareholdars anly. Un the contpary, the miceass depends sors on
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ths pespensivonsss far sacisl ceuss, In psality, sll the ingre~
dienta, vii., sharsholdars, suppliers, customsrs, financlers,
vorkers and oaployses and sbove all seclsty st large which conp~
titute s company, alist be benefittsd by Lhe sstivitias of Lhe
company. The Companiss Act of sny country sust contalns cuplasin
provislons ss socisl lnstitution to solve different problems
faced by the countey. Dutl our companiss Act is allent sboul it.
Jdy revieowing sevanty five annuel repoets of cospsnies for Lhe
yoar 1504=85 we hove sosn thal fow companiss sre spending some
monsy for the sociel csuse snd aost of the companios wrs sllent
about 1t.

In conclusion it can be selid thal Governaent should mske
company levs up“teedats, The company law of lndlis was enacted
in 1985 on the =odel of tha Opitish Company Law of 18948, Singe
then, the Geitish lav has gona bLhorough compleis rewritings -
the Jast ona baing in 1981, while Indis is still working with iLs
company lav of 1556, Thus Indian lews nsesd coaplets rahashing,

In the next chapter ve shell desl with pone rmzt;tt- problass
of compuny mansgasent. These sre Lo ba isssdistely solved or ot
least to ba ninimissd. inlasgs somelhing is done in this regerd,
companias vwill be unsble to play thelr rele a9 lapestant soclisl
institutions,



