
INTRODUCTION

The entire scheme of the Companies Act, 1956 is to 

ensure appropriate conduct of the. affairs of the company in 

the l-UBLIC INTEREST .and the preservation of the image of ’the 

company in the eyes of the public, and'in the interest of ib 

members of the.company as also the creditors, and other 

persons dealing with the company, to ensure that the affairs 

of the company are conducted in a proper manner, and that it 

transactions are above suspicious, Various provisions of it 

companies Act, 1956 have been devised to provide scope To? .1 

close watch on the affairs of the, Company. 'It is in iiai-t 

of these objectives that one‘has-to understand the full 

implications and importance of the various provisions of the 

Act, particularly those which have been devised for th«- prof 

tion of public interest.

A company can not function by itself, Majority deal­

ings of the companies are with the public in one form of 

another, it may be either' with shareholders, creditors or 

general public. It is therefore, quite necessary that the 

persons dealing with the company has full knowledge of all 

material facts, which is likely to influence his opinion.

It is fundamental that a market economy functions properly o 

.only in an atmosphere of extensive knowledge concerning fim 

cial and .other' aspects.of corporate behaviour. Contrary to 

the assertions of many corporate spokesmen, corporate 

secrecy not corporate disclosure - is the great enemy of a 

market economy in a free society. It was a point recognised
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as early as Theodore Boosevelt’s first message to Congress

, in 1901, when he eloquently articulated the rational for -
< ‘ ' - *

requiring extensive'disclosure of the financial and other 

affairs of large corporations. . tGreat Corporations exist 

only because they are created and safeguarded by our insti­

tutions; and it is pur right and duty to see that they work 
in harmony'with these institution!," This duty to disclose 

do riot rest merely on the needs of the 'investors or the 

proper functioning of a competitive market.but on the needs 

•fdr knowledge in a democratic society by public at large; by 

"consumers, by public regulatory agencies, by the press, and 

■ by Social scientists and others involved in the essential 

task of probing and interpreting the changing nature of 

. corporate - organization and behaviour. Social scientists t>o~

• day have high powered tools of analysis but little moanirq- 

full data to, analyze. Too often our theories remains untoc-w-' 

The- situation is akin to giving the scientists an electron 

.miscro-scope, but refusing him specimens to examine. This 

is an intolerable situation. In a free, society, no insti- 

Vtiitiorr vital to the public interest can maintain a claim to 

legitimacy if the' affairs are shrouded' in secrecy,

; - The purpose of this thesis is to, to study and analyse

;the provisions of the companies Act, 1956 affording protectio 

to investors, creditors and other persons dealing with the 

company through disclosures.

I*1- Corporate Secrecy V. Corporate disclosure, By Willard 
F. J4ieller (Corporate Powers in America" P.lll).
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One of the safeguards is the publicity or discic^.ire- 

■On the basis that ^Horjv'grn?!! is fareaxrc&d"11 the' f srf ,-vr'i ■’~t at 

principle underlying the Companies Act has been that of 

disclosure. Disclosure is regarded as a principal safemmrd 

on which the Companies Acts both' in India and England has 

'added to the extent of the publicity required although It 

varied it according to the types of company concerned.

The historical .roots of pr'esent day Indian thinkim 

about'the corporate sector of economy lie in the socio­

economic ideology of the Congress party evolved during the 

struggle .for independence. The basis of this ideology was 

the essentially, egalitarian concept of economic ord-r, tV'n 

held by the/dominant .leaders of the liberation movement, 

which was latter to be' formalised as the 'Socialist pattern 

of society ! The famous resolution adopted at the. Annual 

Session of the- Indian National Congress at Avadi in January, 

1955, .declared-that planning should take place with a view 

-to the establishment of a socialistic pattern of society,

where the principla means of production, are under social
2ownership and control. This resolution followed a series 

of policy declarations by the All India Gongress Committee, 

the National Development Council and Government in Parliament 

during the second half of 1954. The Avadi resolution laid 

down that 'Private sector and voluntary enterprises will 

continue to have importance, and in the course of his report

2, ’ Indian National-Congress Resolution 1955-56 P,1
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as the outgoing President of the Indian National Congress,

Priv:- i'.iniotf r Nehru stated that ... the main purpose of 

a socialistic pattern of society is to remove the fetters to 

production ard distribution....' It becomes, therefore, 

necessary to have a private sector and to give it full play 

within its field.. The beliefs of the congress were sub'se- 

quorrtly backed bp by considerable practical evidence that, in 

the circumstances then prevailing, the resources of organised 

trade and industry could 'best serve the fuller -and more 

balanced development of the national economy by large scale 

State initiative .and the active participation of the State 

In economic' enterprises.

1'he every Company Law reformers grew up with those 

ideas. They were not, however, concerned with making any 

basic changes in the classical concept of the Joint Stock Company 

wt the tradition of Company Law which they inherited from the 

An?! axon i/or Id* -The primary anxity at that time was how 

to deal with the growing malpractices of company management,,

which .had become-serious during the inter war period. (Many
. j #

Inquiries and Committees-which reported between 1947 and 1952 

deplored the weakening of business morality Since the end of 

the Jar. For example, -the report of the Fiscal Corporation 

(Second report), the Income Tax Investigation Com-mitee etc.

The sought to do this by providing structure and procedural 

checks and balances in the organisation and working of Joint 

stock companies without impairing the classical fram work of
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Ang lo-Saxon Company Law, Most of the xef ormers-were keen 

adhorafits of the traditional liberal faith in Disclosure 

as an effective restraint on reprehensible and anti-social 

cou-tuct, but apart from aiming at increased publicity for 

major company decisions they also provided measures to ensure 

.-j: eater powers for the general body of shareholders and closer 

s spot-vision by the shareholders over decision making by the 

nnmgoifont,.

The Company Lav/ has a long history. The present Act 

is the successor to the Indian Companies Act, 1913, and is a 

consolidation of many A successive Amendments Act, There were 

ss/sril Acts passed from 1350 onwards. The-first Act passed 

in 1 {50 was known as the Joint Stock Companies Act. This was- 

f1 Loved by two Acts of 1357 and 1860, but the Act • of 1866 which 

followed ’ soon after repealing all the previous enactments and 

t’-is Act was repealed by the Act of 1832.' The Act of 1882 

remained in force upto 1913. The India Companies Act, 1913 

was passed with the object of consolidating and amending the 

law relating to trading companies and other associations and 

was mainly based upon the English Companies Act of 1903 with 

certain additional provisions to meet the peculiar business 

conditions prevailing in India. This Act of 1913 as found to . 

be highly unsatisfactory in several respect in the course of 

its working. Eventua-lly drastic amendments were made in the 

Act, by the Indian Companies Act, 1935,
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The first glimmering of the 1 new thinking* on Joint 

. j-upanies urn company Law were discernible in the repo? t 

it Cons puny ju.w Commit tec which t,hc G over .went of India 

up under the Giiairmanship of j-lr. C.H. Bhabha - a distinguish 

i. i The following passage illustrate the

icfc-c's approaen » —

fills passage refers to the evidence of some well known 

. vdi.., a:a profcssioiial as'soeiations, of which follow-

Ui v t' J jyX'w d ‘L? *

•Company Law partakes of the character of both public 

law and private law of substantive law a nd adjective 

L-vi* -'it regulates the commerce a n& industry of the 

country arid therefore vitally affects the public 

interest,, It imports rights and imposes responsibili­

ties oii private individuals and tnelr associations and 

control the economic system. It contents will, however, 

differ with the character of society, past and present
3or one to be shaped in the future.

Je 'are of opinion that-‘labour- is a partner in any 

basinets or idilustry in which it is employed. Though 

it does not contribute capital, it perform its functional;

by contributing labour which is as essential an ingre- ■
’ 4drents as capital in the production of goods and service.

vi.L * i i idvrb CU-W ‘-L.* i.Vkj*

I-.iiu i .,acionui Prude Union
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Tiie Commit tee* s recommendations, though far reaching. ; 

and in many ways .much in advance <f the classical attitude, -

scarcely deviated from the basic work of traditional thinking
' * •

on companies and company law. The distinguishing feature of 

this ‘now thinking* were the statutory recognition given in • 

ohe new Companies ,.ct to the concept of public interest in 

company management and the concern felt for the twin goals 

of a reduction of inoqullity in incomes and the concentration 

of economic power, in so far as they were affected by company 

management and practice. . ■ ■

Dr, C, D, Deshmukh, the then Finance Minister, while 

piloting the Bill, summarised the objectives of the 1956 Act

sm x o slows * ■**

(1) . To fix minimum' standards of business integrity and, 

'conduct*in the promotion-and management cf the ■

• companies affairs.

(ii) To require full and fair disclosure of all ,r easonable 

information relating to the affairs of the company.

(iii) To ensure .effective participation and control by. 

shareholdersdnd protection of their legitimate. /

‘ lntf.as.ts, _ ' ■ ‘

Civ) To enforce proper performance of duties by persons

responsible for the management of companies. ’ .

(v) To ea P'Wer the Gqyg^o-fegnt to Intervene and investigate 

into the affairs of the company where the business of 

t.company is Lain; ;a:ried on In a raaruiem prejudicial 

to the interests of the shareholders, the company'or a he

ya u. x.n.1'public 0
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The Companies act, 195S which is pattern on the lines 

jf tho ingUsh Coiapu £iics Act, 1043 is a'comprehensive piece, 

of 1, gi slat ion covering the entire field of company, organisa-
i

tioa a.id management* all the provisions of the Act are intended

(a> , to'protect the interest of investors (e.g, the rules

concerning the prospectus and the accounts, holding of
\

.;,lat-tory un.i other general' meetings, prevention of a 

iiiulpractiees of directors and managers, prevention of 

oppression and mismanagement and investigation) and to 

equip the Government with necessary power to intervene 

in the affairs of a company in the interest of the. 

shareholders and the public;

(b; to protect the interest of creditors in view of the' 

limited liability of the members of a company (e.g* 

rules preventing reduction of capital without proper . 

safeguards appointment .of liquidators where the company

is insolvent*

5It was ouservod by the Culau tta High court that '‘The 

act has; been enacted to prevent, amongst others, the snow­

balling’ of finance also the formation of .bubbles and

c^nscaiue.nt effect t;:reof upon the economy of the Welfare 

stete. Tne provisions of the Act are indeed lide sentinels 

ou duty' at the t liras ho Id of greater offences under the Acts 

u.ii continued defaults’ and non-disclosures under the act are, 

in man/ cases, but attempt to draw a red herring accross tail 

for prevent lug dafaction. of sore serious offences o'*

C-'pnl ibi U- 33i
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..-■.hhD.iadrs TJTHk COMPANIES ^CT. 1955

since the coming into'force of the present net rapid 

on.i ja.;cti..ivc cna:v;os wore brought udouu in national'economic 

policy* adoption of full scale planning under authority,', 

vigorous pursuit of mixed economy with increasing role being 

assigned to public sector, surfacing of the, abuse of managing 

a,>..icy system coupled with evidence of pre-emption of industrial 

riccasing by eercain industrial,houses so.had 'not only led t.o 

thv appointment of several committees, but also to a series of 

u..-u :U:..o.its' which fol'Uwei in the wake of the reconlinendations 

of the so committees and commissions. Out of the 14 amendments 

•which have so far been made to the present .act, atleast four 

are i.aportait major amendments, the f irst in i960, the ssc ond 

in 1935, the third in 1969 and fourth and the last major amend­

ments in 197-1* .dl tiiese amendments have been made to protect 

inyc-sw to ensure efficient' and honest management of the 

*o*.\.hrs of companies, to prevent concentration of economic, 

power and wealth a;d to help in achieving the objectives of a 

socialistic pattern of society.

1* ~fb COhP.hill-3 hdlbhDMkiiC) aCT. 1930

-ven before the provisions of the new Act had been in 

spe, t' on for over an year, cri ticisms were voi-ed .In soany 

uUartors aborf- its inordinate "length, the complexity of its

domed--- . liiu. the Shasferl Committee, the Vivian Bose
Inquiry Commission, the Industrial Licensing Policy
xaauxx y Z o.:u itt e,e,
..gcr.cy inquiry Committee

M.h-lanobis Cor'd
Cot-ami tte;

20, the managing
on ■

.1 a ad monopolies Inquiry Commission*
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uhu y^yuono:..;., a rd obscurities of maay of its material

['a' 'Vi lv» i-Otiti • plethora- of returns a ni forms required to be

sited by :oa.iafyji:u.nt without any commensurate utility and 

..uny other features which made the enactment cumbersome or ‘

v i. r - t ive- ana difficult of application, accordingly shastri

Committee was appointed in May, 1957, and on the basis of its 

recommendations the Companies (amendment) Act, i960 comprising 

as many as 213 sections was passed. This Act not only consider*" 

ably aire ided the then existing provisions of the principal .Act 

nut also introduced therein several new provisions concerning 

.x number of aspects of company management which were either 

overlooked or not seriously’considered while enacting the 

principal .tct,

2. Tin C0iMM.ri;3 UMEHDMIX1T) act, 1962

The next amendment came in 1932 and was effected initially 

through a Presidential Ordinance promulgated on the 3rd* November 

1932, after Chinese aggression. The objective of this amendment 

was to empower the Board of Directors to contribute a's much as 

it thinks fit to the National Defence Fund or any other fund- ‘ 

apx>r-ovcd hy the Central Government for the purpose of National '• 

lx.-f.- .jcc by Insertion of section 293 B, It also provided for 

vtiscxOoure in the profit arid loss account of the company of the 

total amount or amounts contributed by it to the said fund.

Here it may be mentioned that though the section was enacted in 

the wake of Chineses aggression, it has continued to the on.

'che BUrcutc boo): and was subsequently replaced by a new section 

t.u'Ough .tct Laj-LX of 1971, which enlarged the scope of the >
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section by authorising persons or authorities .(other than 

the joard of Directors of a Company) exercising the powers 

of the or of the Company'in general meeting, to make

contra out ions to the National Defence Fund and oths r funds 

approved by thr Central Government for the purpose of 

rational defence.

3-

/.. % VUy

»

THL L-.-cl iDamBT) aCT, 1933

This was passed with the object of :

improving thb efficiency of administration of the

c j up., ny Ltv/ a nd

preventing anuses of powers of management,

This ,.ct provided for the appointment of a Companies

'fribu srl-and'for the Constitution of the Board (called the 

Company Law Board) for the administration of Company Law. 

i.ccori lag to the scheme of t his amendment, the Tribunal was 

Co ifi'-Uiiro into arrl submit its finding to the Central Govern- 

-it id respect of persons involved in cases of fraud, 

'.:ii:.fvu~snco and other such malpractices and irregularities.

n L.ns neat., foment of- a company so that the Central Government 

o sail take action for removing sue a persons from the position 

of managerial authority. These provisions, however, subse­

quently repealed oy the Companies (Tribunal .abolition) Act, 1367 

out tht; provisions relating to the Company Law Board have r. 

remained on the Statute' book and were subsequently strengthened 

by the .Amendments net. of 1974.,
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4, til; OO.-lP.hliac InEJDMEMT) ACT, 1954

This amendment vjas made in substitution of an ordinance , 

promulgated by the President on the 5th March,- 19S4 adding a 

rw .^cctlon Viz. section S35 B, providing temporary protection 

to ci.piuye^s of companies wiio^e affairs wore being investigated 

utiler the .-.cc*

a result of the observation of the Vivian Bose 

Jofamr.,- ion instituted for an inquiry into the administration 

tiie Dalmiu Jain companies t* nd subsequent recommendations 

m.-vk, by the Daphutary Shastri Committee, certain far reaching 

changes ecru nude by the Companies (Ameddment) Act, 1955.

Tie c ha fig a s wore rude inter alia to ; -

(1) , to strengthen the provisions relating to investigation
t

Into the affairs of the companies;

(2) to simplify some’ of the procedural requirements which 

were burdensome to the companies without being of 

corresponding advantage to the Government.

It also introduced the following changes -

(i) The advisory Commission was replaced by an Advisory

Committee (Sec• 410). , y

(ii) bo new business could be started by a company without 

the approval of the shareholders by special resolution
m

(Sec. 149 (2) )'
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(ill) uostrictlons on the currency of. blank transfers were 

iuii'.jjed (30c. 103(1..) )*

(iv) The objects clause was to be devided into two parts

(a) i/uin objects a ad objects incidental or-ancilliary’ 

to main objects; (b) other objects.’ (Sec*13).

(v) C nics engaged .in uLning, manufacturing, processing 

or’production were bo have accounts relating to utili­

sation of materials, labour and -other items of costs 

as may be prescribed. Sec. 203(4-).

(vi ) cost audit of companies engaged in mining or manu- 

facluring on the directions of the Central Government 

(Sec. 233(B) ). •

Ca7. 10 o 3

r-.-e.

In a less-than year, another amendment was effected 

.aj, a-varl'i-nunce issued on tne 21st September, 1963 to

meet the situation created by the Supreme Court judgement in
7 -Barium Chemical. Ltd V. The Company Law Board in regard' - to 

the competence of the Chairman'-of the Company Law Board or 

any of its members individually to exercise and discharge 

the powers and functions delegated to the Board by the 

contra! Government. The amendment act (34 of 1956) was also 

,eructea- by Parliament in the same year to removed certain 

lacunna in Section 370 of the act ’relating to loans by one 

company to one or more other companies under the same

management or otherwise*

7. ' 1337 S.C. 295
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7« ■ THT, C0hr,.ITh3 YRIBU3-L (VOLITION) aCT* B37 .
^ . , "

lb ^boiiahocl the .Companies Tribunal constituted under 

fcction lO—it. It powers and functions were transferred''.-' to 

Central G'«?fnmeat or the Court as the^ case may be, according 

to the old scheme of jurisdiction. - \ "

'>*' fh:' COih-h.'il .'J { aCY, 1959 ' ’ ‘ - ‘

Tnis a-menlm nb made two important changes* One was to 

prohibit- c ompuaies from contributing any money to any political 

party or for any political purpose to any individual or body 

by Cpc. 233 h. The second, change was the abolition of the 

institution of managing agents and secretaries and treasurers

nith edihet ihu.ii 3rd dpril, 1J7C.

In 1930, tills section hu.s been reinstated. The ban on 

ccr.trr bution for political pureos.es has been removed* „ ■ •

0. fill GOhl1,, .Tl.'hh (.u-lbdDhL.hr) hll, 1974C:

fnis amendment was pa..ed in august, 1974* Its basic 

objective nas seen to protect public interest and help the 

Government in achieving the objectives of a socialistic 

pa stern of society. There are -in ail 43 clauses in the 

amendment Act, 1974* Of these 25 clauses amend the existing 

Sections, 13 clauses introduce new sections, for clauses 10 

substitutes new Section for Section 90, while 2 clauses.cover 

consehuential changes in the Securities Contracts (Regulation). 

~e.t, 1956 and n.R.T.P. act, 2963. Clause 41 introduces- a - 

*iou Schedule rill. The vax-ious amendments are' of far reach-

xfl^ c 0ru;&i] U<b f£SG£ «

Go 0 octix “•
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The act seeks to check abuses a :d distortions that,' .

hax erupt ia the corporate , sector» It also contains remedial

measures to prevent malpractices that had come to light in

tlv- course of the administration of the Companies Act, 1955.
■ »

It also, to some extent, deals with the problems of the- 

gating co ncentration of, ec onomic 'power in the hands of private 

monopoly achieved through take over bids and other-means. • _ ,

10.

(a)

(b)

TIE C J.-lP.MlIBS (AHSMDHLifl) nCT, 1977 -

The- main provisions of'’this amendment Act are s

A new sub-section (S) has been-added to sec. 53-A to -

ompowei' the Central Governmet to exempt any company

from repayment of deposits received from the public, for

any spec if led -period or generally under exempt iooalh ;

uii-cuuistaue.os. Further, no such exemption shall ..be;,\

given in relation to a class of companies except;after;’. '

consultation with the Reserve Bank of India*, ,

It also amends section 220 of the Act under which ith . ..

would bo obligatory for the management to file the 1

balance shoot and profit and loss account with the' h

Registrar, of Companies whether the Annual General ' 'y'

Mooting of the Company “is held or not, • r

The need for this provision arose because of the Supreme

Court judgement in the case of Andhra Pradesh V. Ardhra
9Provisional Potteries- Ltd. In this case it was held’ 

by the full Bench.of Andhra Pradesh High Court and! 

st1tu.04uex.tXy .affirmed by the Supreme Court that if-'the

nor a l meeting is not held, the obligation to-

9» (1973) 43 Comp, cases 514,
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file accounts with the •Registrar does not arise and'.'.' 

consequently no penalty is incurred under .sec.220(3).

(3) lection.203 of the act has been amended to..raise 1>he

ceiling, for donation for charitable purposes .from • 

As.25,000 to 50,000 since the earlier -limit set in 

the original section is regarded as unrealistic. :

01} lection 320 of the act has been amended so that the-..

Central Government could lay before Parliament any draft, 

notification relating to amendment fcof the- provisions ■' 

in regard to a Government ccypany within thirty-days'1; 

of two or more successive sessions of Parliament. Vj.

This made two import^nr cnanges. -> 0ne'-was to .

prohibit companies from contributing any money to any; 

political party or for any political purpose.to any . 

individual or body by sect.293-A, The second change 

, was the abolition of the. institution of managing agents 

and secretaries and treasurers with effect from’ 3r,d'' 

April, 197,0. ,, • - .

In 1933,' this section has been reinsted; . The ba.ri'hrr-. 

contribution for political purposes has been removed.}

I'h'om the above. It may be said that the Indian Companies 

-ct, 2953 and subsequent amendments therein have introduefed. '- 

extensive and far reaching changes in the administration,}' 

regulation and working of the companies, in India. ' The" bbjec- 

tives of the ,*ct, and its subsequent amendments have been to
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prevent misconduct and malpractices on the part-of the 

company managements and the abuse of powers vested in them ■ 

by the ac t or by the general body of shareholders, to.'adjust 

L._> rights of the management vis-a-vis the shareholders and other 

c oncer nod, to protect the Joint Stock Companies from the- 

inroads of undesirable .persons and to ensure that-the nati­

vities of companies are carries on not in the interests.of ’ 

those directLy concerned with them but also is furtherence 

of the ultimate cals of our .economic and social policy whieft.. 

tile country has accepted., ^

COPr-UPA'lIIOrf DICTHETIONS - ' •• •
. n - i ' i-

The major classes of companies recognised in India, 

as in'the vrjglisli Companies Act are (a). Private and (b)

Public Companies,. It also, provides for a class of non-profit 

companies (cee.25).- But there is no distinction between //. 

exempt aid non-exempt provite companies. On,the, other hand,

- the Indian «ct recognises a "new type of private company,'--':'' 

known as ’Deemed Public Compi ny‘ 3ec.43-A. The .Act alsof' 

recognises a class f Covermaent Company (Sec. 617.) and it' 

lays down special provisions dealing with the Government;- 

Companies. It-also recognises Holding Company ani Subsit' 

d-iary Company. ' '

Tne general theory underlying the .differentiation 

in :tho- ,x:t between private and puoiic "companies is that 

the- Puhiic Interest in the organisation and working .of ' -

tiie latter justifies the -exercise of a much wider a nd. .
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and tighter supervision and control tha,n is needed in the 

cano of private companies, in whose', operation it is assumed? 

the-punlio are not normally so interested or concerned*- 

This theory inherited from the classical Anglo-Saxon tradi- • ' 

lion of OompicAny Law has oecome difficult to support. During. . 

s.i, 'discussion on the Amendment of the Companies Act In:1960, .

several prominent‘member of the Joint select ComMtteeVof ’ 

Parliament argued that the distinction between the two classes 

of companies as laid down in the act of 195 S was unrelated - ' 

t^ uC cual contemporary developments in company method and 

practice, served no useful purpose and should be abolished* . \ 

They maintained that, if there was to be any di stlncti on /'

• on different categories, it, should be between relatively, 

small and larger companies. The Minister in charge (Late'” . 

Shri Lalbahadur Shah stilt) favoured a classification based on’, 

size but eventually no action was'taken because it was felt 

limit to amend the lav; in this way would involve -too drastic 

a departure from long established legislation and practiq'e. • 

at present many experts believes that it may now be--'time,''in 

tiio-public interest, to t alee‘a further look at‘this question.

o.>Jr.Cim'S OF THL COMPANY ' ’ ' ;

It has beon increasingly recognised in recent years 

that, irrespective of legal provisions, the responsibilities 

oT a company are- not- merely to- its shareholders a nd creditors 

bat extent to employees.,, consumer's-and s-uppliers, and", embraces 

a It Id si t hi ir scope; also the interest of the local c ofmaunity 1
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and national economy^ The Companies Act, 1956 was the mpst.*. . 

important single factor in developing this attitude. Other 

factors have been the gradual development of professionalism 

in Company*s management..51, Indian management has never been, * 

forced to accept the usual social obligation to customers or ' 

partners in-production, not to strive for the high standard 

of performance which would Help to transform the strictly 

economic process of marketing and distributation- into socially 

responsible, business. • -

.THE Ca-JSlJ.VEftS' . •' "

The desirability of reducing the cost of goods aid V 

services, while improving their quality and providing, 

marketing facility normally available" to consumers tpf T" 

in industrially advanced countries, it widely recognised,, „ 

and accepted'by far sighted businessmen.' Recently Government 

has taken several steps for providing protection to the *, 

consumers e «g . under the M.K.T.PAct, provisions relating . 

to unfair trade practice etc. have been incorporated;^.^' .'a. '

SERVICE TO TUB CQMTUNITY ' /'< \

In some, cases certain obligations;on pricing policy; 

have been imposed but only on. the advice of a competent.' 

statutory body like the. Tariff Commission and always with > 

resources to administrative arbitration,' Business donation 

for education, reas®arch-and charity are usually granted to
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institutions directly or indirectly controlled by the doner^ 

Few business houses have so far set up non-family trusts or 

foundations, whose policy and management is not directly or 

indirectly influenced by their leading members, and it is 

only in rare cases that such organisations are run by compe­

tent independent trustees.' -In recent years* few business 

houses have adopted villages for bringing improvement in the 

viling standard of the people staying in such villages,'1
#

THE REPRESENTATION AND PROTECTION OF INTEREST WITHIN THE - 
COMPANY : DISCLOSURE

Even before 1956 the attitude of Indian Company Law 

towards disclosure went far beyond the traditional limits ', 

of its English prototype. Indeed, several provisions of the
i * ' • ,

Indian Company Law, particularly those relating to company 

accounts were much in advance of English Company Lav/, until!' 

the period of ‘new thinking* thef law of disclosures was • 

intended primarily to benefit shareholders and creditors'^

At first shareholders associations, the legal, accountancy j 

and other professions continued in their demands for greater 

disclosure, on the ground that it was in the interest of r 

their elinets. The concept of disclosure in the interest of 

employees and other emerged later as a by product of economic 

planning in 1950's. The Companies Act, 1956, greatly enlarged 

the scope and lights of disclosure, particularly with regard 

to company accounts and increased supervision of decision 

making by the shareholders,' Many important areas of 

management and company practice„ previously left entirely to 

thw judgement of the Board of Directors, were brought.by
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the 1956 Act, under the surveillance of the general body of 

shareholders i.e. shareholder’s meetings, either through 

ordinary or, special resolutions further copies of all special 

resolution and or ce'rtain categories of ordinary resolution, 

now required to be sent to the Registrar of joint stock 

companies. These new provisions have paved the way for 

democratisation of- management. In this way most detailed 

information about the working of joint stock coampnaies are 

now readily available not only to the shareholders but also 

in the office of public record-i.e. Registrar office;1 1 ■ - 

Advantage of these provisions has also becomes available to 

outsiders dealing' with the company because, Registrar office 

is a public office and anybody can inspect and any document 

or information lying• in Registrar’s Office, Business 

community has. demanded relaxation from these provisions on , 

the grounds. . - ' . ■

, . Firstly they are. costly and. time consuming, r \ ...

Secondly the most shareholders makes little use of t ;;' 

the resolutions they asked for,

Thirdly, neither the employees nor Government, make - 

much use of the informations contained in the public 

records, and . ’

Lastly, the publicity may' sometimes needlessly expose 

companies to-_malicious® attacks by hostile individual 

or groups.
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THE SHAREHOLDERS AND COMPANY LAV1/

The Companies Act, 1956 greatly extended the scope, 

and range* of shareholder's meetings and created condition 

by which' active shareholders could play a useful.and 

effective part and also exercise and indirect influence . 

on company iiianagement by taking full advantage of the 

disclosure rules, embodied in the Act.* Experience has shown 

however, that the company's reformers faith JLn shareholders • 

democroacy has largly failed, because like any other form of 

democracy, it needs to be backed up by the continuous vigi­

lance of a few trained exprienced and devoted men to build • 

up the organisation necessary for shareholder's meetings' 

to have any effective impact«• This is so, because majority 

shareholders are found to be passive investors, without any 

kind of experience for taking active participation in share­

holder's democracy, i.e, in company's management,- While 

making certain recommendations the Sacher Committee, has made 

following observation : • - •

"It is notorious that a large number of small share­

holders are apathetic, they have neither the -time, money or 

■experience to make use of their rights fehd are, too, numerous 

and widely dispersed to be effective in exercising control 

over management." This observation exposes the deficiency -

of sh.3reholders's.democracyi'; Irv order to remove this .1 

deficiency, the committee, has recommended for recognition 

of shareholder's association. ' (Paras .7-3 and 7-5)^°

10.: Sacher Committee Report.
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Indian Company Law do not' contained any special 

provision‘for representation in company board of any class 

of capital investors, " But now institutional investors i.e«! 

financial institutions, such as LI.C., Industrial Finance 

Corporation of India etc. protect their interest by entering 

into specific contract, vhich apart from-the normal contractual 

safeguards, permits .it to be represented icon the board of the 

company to which a loan has been made through director called 

nominee director. ' These institutional investors, have on the 

whole refrained from taking-any active interest in the manage-, 

merit and control of any company, except'when gross mismanage­

ment may have threatened their investment. The nominee directors 

takes very.limited views of their duties and responsibilities. 

They are required to be activised.

The Act of 1956 hardly recognised a distinction between
- tcommittee and uncommitted investors. Under the old Act Special 

classes of investors (such as holders of founder shares or 

differed shares) could influence or control companies by hold­

ing disproportionate voting rights. At present, according 

to Sections 85 and 86 of the 1956 Act, only two kinds of shares 

can be issued by the company i.e. Equity and Preference share. 

Ordinarily only equity shareholders having voting rights, in 

proportion to their shareholdings. Preference shareholders 

normally have no such right, exeept when their dividends fall . 

in areas for two financial years (Sections 87 8, 89)Further 

section 88 prohibits issue of shares with disproportionate
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rights and section 89 provides that existing disproportionate 

voting rights should bo terminated' within one year of the 

Act coming into force. ,

The Act does not contain any special provisions for 

minority rights except in cases of oppression and mismanage­

ment Sections 397 to 409 and Section 265 which gives to a 

company the option of adopting proportional representation . 

for the appointment of directors* -

Section 233 A enables the Central Government to order 

a special audit of a company, when the comapny is not manage 

in accordance with' sound business principles or is run in a' 

manner likely to cause serious injury or damage to the' interest 

of the trade, or when its financial position is such as to ; 

endanger its - solvency.* Section ,388 B empowers the Central 

Government to bring to the notice of High Court the conduct

of management of a company and ask for inquiry .into the ; •
. • - - - ‘ ' 1 1

fitness of .the management, to carry on the business',, in the';'- 

event of fraud, malfeasance, persistant, neglect or default 

in carrying out the obligations of the company or is being 

run in a manner which is likely to cause serious injury or? 

damage to the interest of trade or being manage in a.manner' 

prejudicial to public interest. " - '

.Sections 397 and 398 deal with the powers of the court 

and the Central Government to intervene in the event, of 

oppression or members to intervene in the- event of oppression 

or members or-mismanagement which is likely to be prejudi­

cial to itsx interest or prejudicial to public interest?
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Sdction 408 empowers the Central Government to appoint any 

number of persons to the board in order to prevent the affairs 

of company being conducted in a manner oppressive to any member 

or is prejudicial to its investors or public interest.51 Section 

409 empowers the Central Government to present change in board 

of directors likely to' affect company pre judicially1.^ •

CONSUMERS PROTECTION AND COMPANY LAVt

Although under Indian Law there is no' representation'of 

consumers interest, several provisions of the Act were intended 

to afford indirect protection to their interest within the 

limits of statutory provision^. The provision concern . such 

matters as the appointment of sole selling agents by directors/' 

etc* In order to provide protection to consumers, provisions 

are in'o^her.iaws forldisGld?irtg-Particulars abour products,‘ 

raw materials used, date' of production etc.' Now more and more 

support has been given to consumer's association both b^K the ’ 
State G0Vernmerrt and also’by the Central Government.

TUB PUBLIC INTEREST . ■ ”

A special feature of 'new thinking*’ on company manage­

ment, practice and law has been the formal recognition given 

to the concept of the public* interest, not only in several 

provisions of the Companies Act, 1956 but also the official 

formulation of-policy relating to company affairs»' . The' 

provisions of 1956'Act which specif icah-lly incorporates the 

concept of public- interest are generally those are a of company
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la// where* even conventional legal wisdom was disturbed at 

• ho likely consequences of the unhindered exercise of 

private rights by management or stock-holders.' Under the 

new provisions, the Indian Company Law has formally recognised 

the fact that there are circumstances when the joint will 

of management and, the shareholders may have to give way to 

she requirement bf' public interest. These recognition may 

be found in numerous provisions of the 1956 Act,' For example ;

Those provision's dealing with the forms and content 

of prospectus, or of the balance sheet and profit and loss 

accounts and those concerning presentation of these documents, 

and those dealing with the compulsory amalgamation or merger 

of companies in public interest. It may be mentioned here 

thji, the concept of public interest has 'spelled in.such . a 

way as not only to provide in certain circumstances for special 

procedure and action but also to give exemption from the 

general rules laid down in the. Act. (e.g. Sec. 89).

An institutional step was taken by the Companies 

(Amendment) Act, 1963 which set up the office of Public*

Trusts in order to afford protection to the interest of 

shareholders as, well as debenture holders. The object of Sec.'- 

153 wA was to ensure that voting powers attached to funds 

Isold in trust for the community or the public were exercised 

to promote the public interest and not to further those of 

private’ individuals who had farmed tax-free, trust, ostensibly 

fox 'public motives.
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PUBLIC CONTROL -

^he conviction that all companies dealing with the. 

public in some form or another and especially public companies 

are institutions in which the public are, both directly . 

and'indirectly interested is central to the 'new thinking' , 

on comp.any affairs.• Hence the decisions of such companies 

should not merely conform-to the technical requirements, of -■ 

law but also take cognisance of public requirements'.'' It 

follows that all their major decisions should be based on 

value implicit in the ultimate goals of national economic 

and social policy. Thus in the Indiana context, 'public - 

interest' means hot merely that of the national economy, as 

defined by state policy or legislation, but'embraces all-the 

other interests, (quite apart from those of managers, sharek . 

holders and financiers or creditor's) which are directly car 

indirectly affected by the operation of companies;. It has 

never been suggested that this concept of ‘public interest 

implies that the 'external interests are as relevant or as . 

close to the day-to-day running of - a company as are the more 

direct interests.- It has merely been held that management 

should integrate all these diverse interests ,in a systematic 

and coherent manner, a nd take decisions founded on'an inte# 

gral and not a partial concept of the managerial function.

Hew this is-to bo done is not a matter of law but of empirical 

judgeme-nt on the part of management.
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In practice, of course, it is not always easy to 

define the area of "public interest" in individual decisions'.’’ 

Ordinarily, therefore, both the law and practice leave it to 

the management of’companies to act in the spirit of the law,

^ut when a particular decision is clearly against the put lie 

interest, the administration has pointed out to the company 

management how they have, failed to measure upto legal require- 

rne nt.

Ail these provisions has resulted into much more 

supervision of company management'that is usual in' the , admi-. 

nistration of similar measures in England or U.S.A. It has 

often been aksed why India has chosen to follow this detailed 

regulation. The underlyijg theory of the Indian approach'could 

be found in the observations made by Late Shri Lai Bahadur 

Shastri (then minister of Commerce and Industries), during the 

debate in the Parliament at the time of the enactment of the 

Companies (Amendment) Act, I960}

(a) Principles of social responsibility have won no more 

than United acceptance and that only in a compara-. 

tively small section of the Indian Business Community.

(b) ’ ^he average company management has been rather a slow.

in acquiring a sense of fiduciary responsibility.'

(c) There is a lack of strong and well organised financial 

institutions with long tradition of public service and • 

reouration to lose, for overseeing company dotation 

and management and to some extent, thereby making a 

statutory regulation of company practice less urgent.
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The financial and economic press is weak and not 

wholly independent.

A vigorous and well developed public opinion, sue* 

as would not tolerate unwarranted deviation from 

the accepted form'of company behaviour and practice, 

is also lacking.

Comparatively slow progress has so far been made 

towards the profesaionalisation of management.


