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Company Law Amendment 

THE Companies (Second Amend
ment) Bill puts more teeth into 

Company Law and plucks out its bris
tles. The Bi l l seeks to implement the 
Daphtary-Sastri recommendations bas
ed upon the report of the Vivian Bose 
Commission. Government has utilised 
the opportunity to strengthen further 
the powers of audit and investigation of 
company affairs and, at the same time, 
to eliminate most of the minor pin
pricks which cause avoidable harrass-
ment to companies without a compen
sating advantage to Government. The 
main provisions of the Bil l require, 
among other things, a clarification of 
the objectives clause in the memoranda 
of companies, maintenance of accounts 
relating to the utilisation of materials 
and labour to facilitate the proposed 
audit of costs of industrial con.panics 
(an original and laudable idea), record
ing of particulars of all beneficial share
holders possessing more than 5 per 
cent of equity, and greater disclosure in 
case of mergers and take-overs. Blank 
transfer forms for shares wi l l be valid 
for only 6 months from the date of 
issue in case of quoted shares and 2 
months for unquoted shares. No under
writing commission would be permitted 
for private issues. Compensation for 
termination of selling agencies wi l l be 
regulated and inter-corporate loans wil l 
be subject to roughly the same disci
pline as investments of this nature. 
Finally, no person above 75 will en
cumber the board of any company, 
public or private, vintage and special 
resolution not withstanding. 

Simultaneously, it is proposed to re
duce the number of relatives within the 
meaning of the Companies Act from 49 
(originally 64) to 22. The superfluous 
Company Law Advisory Commission 
w i l l be abolished, to be replaced, if 
necessary, by an Advisory Committee. 
A wide variety of procedural miscellany 
relating to directors wi l l be dispensed 
wi th and the period within which vari
ous documents have to be filed with 
the Registrar standardised to thir ty or 
sixty days. 

The Bil l is imaginative and 'd far-
reaching importance. Apart from the 
overdue limitation of blank transfers 
(see next note), the provisions authoris
ing efficiency audit, as distinct from 
routine audit, represent a new and posi
tive reorientation of company law to 
serve social objectives. True, investiga
tions by the Tariff Commission (which 
is being rapidly downgraded) and other 
bodies have also been concerned with 
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efficiency but none of them have been 
really and directly concerned with ma
terial and labour costs as of fundament
al significance. The proposed amend
ment to Section 13 (objects clause in 
the memorandum) is, nevertheless, ra
ther obscure. Its purpose is to prevent 
companies from having too wide a 
variety of objects and thereby leading 
gullible shareholders up the garden 
path. It is not clear whether a single 
special resolution of the company would 
be necessary for carrying out all the 
objectives or separate resolutions are 
required for each object other than the 
principal and ancillary objects, as and 
when the other objects are taken up. 

On certain other matters, like the de
finition of associates of managing agents 
and directors, and regulation of inter
corporate investments, the Bill is less 
than bold. The far-flung definition of 
associates has caused avoidable hard
ship to companies and managerial per
sonnel and unnecessary reference to 
Government, Regarding inter-corporate 
investments, the Finance Minister at 
one time appeared to favour the eli
mination of regulations when the in
vestments are in those industries which 
are classified as basic in the Finance 
Act 1964. Such relaxation has obvious
ly been deemed inopportune and wi l l 
probably be examined only after the 
Monopolies Commission submits its re
port in October 1965. 

Government could also have utilised 
this opportunity to widen its powers to 
deal with the k ind of situation that 
has arisen recently in the Bennet Cole
man case before the Company Law 
Tribunal. Its directors led by Shanti 
Prasad Jain have claimed that they re
signed their offices earlier this month 
before the Governments plea for their 
removal under section 388E came to 
the Tribunal and that they were replac
ed by other directors. A l l that Gov-
ernment can do now is to deem the 
Jains as persons ' i n accordance with 
whose instructions the directors are ac
customed to act" and/or to seek the 
removal of the new directors, both of 
which would open up new, though in
teresting, issues and tend to delay the 
proceedings. 

Blank Transfers 
Our Market Correspondent writes: 

MONG other things, the proposed 
Bil l to amend the Companies Act 

seeks to restrict the currency of blank 
share transfers to six months in the 
case of listed and to two months in 
that of unlisted securities. The pro
posal is not new though this is the 
first time that it is sought to be in

corporated in the Companies Act. The 
stock exchange fraternity has bran 
considerably perturbed by the propos
ed restriction on blank share transfers. 
This is not ununderstandable. For 
speculators and stockbrokers ale both 
directly affected, 

The bulls on the forward market 
have to pay a carry forward charge 
every clearing to the seller (back
wardation charges are a rare pheno
menon) for withholding and postpon
ing the delivery of shares. It is either 
the genuine seller or the money lender 
known as the 'budlawala' who makes 
this charge by way of interest for hold
ing the shares for the duration of the 
settlement. The 'budlawala', not know
ing what shares—bearing what date— 
he wil l get from the clearing house 
and the broker, wi l l be under con
stant fear of getting shares with an 
early maturing date that wi l i compel 
him to lodge the shares with the com
pany for transfer. This wi l l naturally 
force him to charge the bulls more 
for carrying forward the business from 
one settlement to another, The in 
crease in the cost of operations could 
tell on speculators and cause a shrink
age in stockbrokers1 turnover. 

It w i l l also restrict frequent trading 
and changing of hands in cash shares 
due to fear of additional cost of stamp 
and transfer fees. There are in the mar
ket brokers and traders who take up 
shares for investment for a period of 
anything less than six months. They 
act as buffers and lend support in a 
declining market. The restriction on 
blank transfer wi l l thus affect the 
liquidity of shares to some extent. 
Those holding the shares of non-
dividend paying companies will be hi t 
the hardest in that i t wi l l entail them 
the expense of getting the shares tran
sferred to their names without any 
real benefit. Those traders on the stock 
market who deal in these shares on a 
short-term delivery basis wil l also shirk 
dealing freely in these shares lest they 
get shares with a near maturity date 
for transfer. This again wil l affect the 
liquidity of cash scrips. The difficulty 
in such cases, however, can be over
come by reducing to a very nominal 
amount the stamp duty payable for 
transfer. Shares standing in the name 
of banks and deposited in bank ac
count by the constituents could also 
be subjected to a nominal stamp fee 
in the event of their transfer, It might 
be suggested here that the question of 
blank transfers could be easily tackled 
by making it obligatory for ail d ivi 
dend paying companies to declare i n 
terim dividends. 




