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T H E f i n d i n g s o f this study f i r m l y 
support the view that inter

corporate investment especially by 
Investment companies, is one of the 
major instruments of contro l in the 
corporate sector. The growth of 
inter-corporate investment is a logi
cal and integral par t of the process 
of extension of control , investment 
and management wh ich in greater 
or lesser degree accompany corpo
rate growth . The prob lem has 
therefore to be viewed empi r ica l l y . 
H i g h rates of taxat ion of income 
and weal th, along w i t h several other 
factors, encourage the rich to dis
perse and i m p e r s o n a t e the i r hold
ings of .wea l th , largely through the 
creation of companies and trusts, 
since these enjoy a number of ad
vantages rang ing f r om comparat ive
ly lower or no taxat ion at all to 
independent and perpetual existence. 
Corporate bodies have the fu r the r 
advantage that they can, if they so 
desire, secure publ ic par t i c ipa t ion 

.in their share capital and loans can 
be raised against the pledge of their 
shares and debentures. 

Decis ion-making power has to be 
backed up and mainta ined wi th 
cont ro l l ing investments which have 
to come f rom corporate bodies to 
the extent that they do not emanate 
f r om ind iv iduals and trusts. As the 
corporate sector expands and pr iv 
ate propr ie torsh ip of business tends 
to decline, the impor tance of inter
corporate investment in the owner
ship and contro l of corporate bodies 
is bound to increase. 

Capable of Abuse 
I n t e r co rpo ra te investment is not 

inherent ly ant i -social . I t provides 
a flexible mechanism fo r control of 
exist ing undertakings and promo
t ion of new enterprises. Simultane
ously, however, i t enables con t ro l l ing 
interests to maximise thei r area of 
control and inf luence through a 
chain of m i n i m u m and ind i rect in 
vestments. In ter-corporate invest
ment is, therefore, capable of abuse, 
and the law has to step in to pre
vent abuses wh ich may be detr i 
mental to the interests of share
holders and even more to the eco
nomic development of the country. 

A few instances of abuse of inter
corporate investment have been 

noticed in the course of this study. 
Several companies, inc lud ing indus
t r ia l enterprises, have been found 
to hold shares in other companies, 
apparent ly not so much for invest
ment nor even for the advancement 
of their own business, as for tak ing 
advantage of capital market situa
tions a n d / o r fo r serving the pur
poses of their contro l l ing interest. 
In some cases, it can be clear ly per
ceived that inter-corporate invest
ments (and loans) enable some 
groups to set up companies the 
existence of wh ich as work ing en
tities appears doubt fu l and help 
companies to purchase their own 
shares ind i rect ly , t ransfer prof i ts 
and losses, and to cuter into transac
tions of a s imi lar nature. There can 
be l i t t le doubt that these abuses are 
motivated largely by the desire to 
reduce tax burdens rather than to 
evade the provisions of the Compa
nies Act. Problems connected w i th 
taxat ion are beyond the scope of 
this study. At tent ion Is confined 
here, therefore, to legal aspect of 
the problem of checking these 
abuses. 

Amendment of Company Law 

Section 372 of the Companies 
Act, 1956, deals w i t h inter-corporate 
investments. Under this section, the 
amount invested in the shares of 
any other company in the same 
Group as defined in section 370 
should not o r d i n a r i l y exceed 10 per 
cent of the subscribed capital of the 
other company, and the total amount 
invested in companies in the same 
Group should not exceed 20 per cent 
of the subscribed capi tal of the in 
vesting company. Investments above 
these l im i ts requi re the approva l of 
shareholders of the invest ing com
pany and of the Central Govern
ment. These restr ict ions do not 
app ly , however, to bank ing and in
surance companies (wh ich are re
gulated by special leg is la t ion) , in
vestment companies, p r iva te com
panies, and to ho l d i ng companies in 
respect of their subsidiaries. Nor 
do they apply to investments by 
managing agents and secretaries and 
treasurers in companies under their 
management. The def in i t ion of 
companies in the same Group has, 
according to the Company Law, De

partment, proved too narrow and 
easy to evade. 

The Companies Amendment B i l l 
just passed by the Lok Sabha w id
ens the scope of section 372 con
siderably. Br ief ly, the amended 
section permits a company to invest 
in the shares of any other company 
upto 10 per cent of the latter 's sub
scribed c a p i t a l prov ided the aggre
gate investment of the company in 
the shares and debentures of other 
companies, whether in the same 
Group or not, does not exceed 30 
per cent of the company's own sub
scribed cap i ta l ; of this, not more 
than two-thirds should be in com
panies in the same Group. A n y in
vestment above these l imi ts w i l l re-
quire the consent of shareholders of 
the invest ing company, as also the 
approva l of Government. The list 
of exemptions is pract ical ly the 
same as in the p r inc ipa l Act, except 
that the amended section also applies 
to Investment companies, which, 
however, are not subject to the ag
gregate l imi t on investments of 30 
per cent of thei r subscribed capi ta l . 
Read w i th the new section 43A, the 
new section 372 also applies to those 
pr ivate companies which may be 
deemed to be publ ic companies. 

These amendments should enable 
Government to regulate in ter-corpo-
rate investment more effectively and 
to impose some checks on the ope
rations of investment companies 
which, in spite of their importance 
as investors on behal f of contro l l ing 
interests and as speculators on stock 
exchanges, have been pract ica l ly un
regulated h i ther to . 

It should be clearly realised, how
ever, that the Company Law De
par tment , as constituted and em-
powered at present can regulate 
inter-corporate investment only to 
safeguard the interests of share
holders of invest ing companies. I t 
can hard ly regulate such investment 
in the publ ic interest in general . 

One can understand the exemp
t ion of fore ign-owned pr ivate com
panies f r o m the new section 43A, 
but i t is diff icult to understand why 
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the exemption should be extended 
to pr iva te companies wh ich are 
whol ly owned by other pr ivate com
panies incorporated in Ind ia . The 
latter exemption might encourage 
the formation of circular chains of 
private companies whol ly owned by 
one another ind i rec t ly . 

The Act gives two definitions of 
Investment companies. One is that 
of companies the p r inc ipa l business 
of which is the buy ing and selling 
of shares, and the other is that of 
companies which acquire shares. 
Most investment companies combine 
both these activities but the relat ive 
importance of these two activities 
differs. Note ( L ) to Schedule VI 
of the o r ig ina l Act al lowed invest
ment companies not to disclose their 
investments in those shares and de
bentures which are listed at stock 
exchanges but required them to give 
fu l l particulars of their investments 
in unquoted shares and debentures. 
(Many investment companies have 
evaded even the latter requirement 
by tuck ing away a l l or nearly all 
their investments as stock-in-trade 
under Current Assets avoiding 
thereby disclosure of any particulars 
at a l l . The value of their stock-in-
trade is generally "certified by 
management', presumably wi thout a 
physical check by audi tors ) . Manag
ing agency companies were similar
ly exempted f r o m disclosing par t i 
culars of their investments in 
companies under their management. 
These exemptions were just if ied on 
the ground that disclosure of invest
ments might be detrimental to the 
business of investment and managing 
agency companies. The va l id i ty of 
this argument is rather doubtful . 
The amended Act retains the exemp
t ion f rom disclosure of part iculars 
of investments in the case of manag
ing agency companies, but wi thdraws 
it f rom investment companies, in
cluding those which put down their 
investments under Current Assets. 

Protection Against Cornering 

It is true that the knowledge that 
the holding by managing agents in a 
managed company in small can en
courage cornering, but non-disclo
sure of such investments by manag
ing agents in their balancesheets 
cannot by itself keep back this 
knowledge f rom potential cornerers. 
Corner ing of shares of companies 
listed at stock exchanges has l i t t l e 
or nothing to do w i t h disclosure of 
investments in the balance sheets of 
their managing agents, It is en

couraged by the tempt ing l iquid-
resources of some managed compa
nies in wh ich the cont ro l l ing interest 
has a very small ho ld ing — a piece 
of i n fo rma t ion which is secured not 
f r o m the balance sheet of the 
managing agency, but f r o m the share
holders' list of the managed com
pany, and inside in fo rmat ion . In 
any event most managing agents 
have negligible investments in the 
companies under their management, 
and leave control l ing investments to 
trusts and other companies in the 
same Croup . 

Government now holds wide 
powers to frustrate cornering of 
shares and attempts to displace exist
ing managements which, thus, enjoy 
an unparallelled degree of protec
t ion. Managing agents are hardly 
l ikely to lose anything if they have 
to disclose their investments in 
managed companies, especially since, 
in most cases, the share hold ing of 
managing agents, if any, is only a 
small fract ion of the total ho ld ing 
by the control l ing interest. 

As regards investment companies, 
there is l i t t le substance in the argu
ment that disclosure of their invest
ments would inh ib i t their operations. 
A s imi lar argument, it may be re
called, was put fo rward in less en
lightened days by managements of 
publ ic industrial companies. There 
is no part icular reason why invest-
incut companies should be exempted 
f rom the general obl igat ion imposed 
on most other corporate bodies to 
divulge their investments. Data col
lected in this study conclusively 
establish that, companies are con
trolled, in terms of vot ing power, by 
the holdings of investment, rather 
than managing agency, companies. 
Whi le the latter have been, severely 
regulated by the Companies Act , 
the former had hitherto been free 
f rom regulations. This freedom is 
going to end at last. 

Check on Investment Companies 
There are a few genuine invest

ment companies which are neither 
' ho ld ing ' companies in the sense of 
being companies which invest nearly 
all their funds in the same Group to 
which they belong, nor are they 
Share t rading ' companies which are 
largely responsible for speculative 
activities, These genuine investment 
companies pe r fo rm a useful func
t ion in the capital market, and de 
serve support and encouragement 
th rough re l i e f in taxat ion, exemp 
t ion f rom some of the restrictions 

applicable to 'holding' and share 
t r ad ing ' companies, etc. They 
can be separated f rom the motley 
crowd of ' h o l d i n g ' and 'share 
t r ad ing ' companies through a pro
cess of adminis t ra t ive screening, 
if they desire to qual i fy for tax 
relief, etc, which should be condi
t ional on their continuance as 
genuine investment companies 
through each accounting year. A 
tentative cr i te r ion for a genuine 
investment company can be that 
the company, whether publ ic or 
private, should invest or lend more 
than one-half of its resources out
side the Croup to which it belongs. 
Such a cr i te r ion cannot possibly 
he incorporated in the Company 
Act for no legal def ini t ion of 
Croups could be adequate, but it 
may not be difficult to apply the 
c r i te r ion adminis t ra t ively . Abuses 
can be prevented by publ ic i s ing 
the names of all investment com
panies which are given recognition 
every year. 

There has been a mushroom 
growth of ' h o l d i n g ' and 'share trad-
b ig ' type of investment companies, 
especially in Madhya Pradesh, 
Rajasthan and West Bengal, since 
1940. This study could not go into 
the motives behind this mushroom 
growth, but the statistical and other 
informat ion collected left l i t t le 
doubt that much of this g rowth was 
unhealthy. To discourage the for
mation and (nomina l ) w o r k i n g of 
such companies action under the 
Companies Act alone w i l l not be 
enough; among others, Income Tax 
authorities have also to play their 
part . W i t h the proposed amend 
ment of the Income Tax Act, there 
should be no difficulty in poo l ing 
the in format ion and resources avail
able w i t h the two Departments to 
take co-ordinated action for curb
ing the anti-social activities of such 
companies. 

The absence of co-ordination so 
far between the Income Tax and 
Company Law Departments has, 
among other things, led to a wide 
d ispar i ty in the estimation of cor
porate act ivi ty by these two Depart 
ments. Accord ing to the Income 
Tax Department, the number of 
companies assessed to tax was 
around 11,000 only in 1958, while 
for the same year the Company 
Law Department gave out a figure 
of about 29,000 as the number of 
'companies at work , incorporated in 
Ind ia ' . Even when allowance is 
made for new and inactive corn-
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panies and companies not l iable to 
Tax owing to various tax conces
sions, the d ispar i ty in numbers, 
par t icu lar ly in West Bengal, is too 
d a r i n g to be glossed over l i gh t ly . 

Shareholders' Lists 

The number of shareholders in 
leading publ ic companies l ike Tata 
Steel, A C C, Hindusthan Motors , 
etc., is increasing very r ap id ly . 
There are many other companies 
which also have a large number of 
shareholders. The Companies Act 
allows companies to file a complete 
list of their shareholders once in 
three years, and to file only a list 
of transfers in the other two years. 
If the shareholders' lists of com-
panics w i t h a large number of 
shareholders are complete, they are 
very bu lky and difficult to scrutinise. 
I f . on the other hand, they are me-
rely a record of transfers, it is diffi
cult to find out the ownership and 
control of companies in two years 
out of three. To enable Govern
ment and other interested parties to 
have compact and comprehensive 
data on the ownership and con
trol of companies, a compromise 
arrangement may be suggested on 
the fol lowing l ines: companies w i t h 
less than 5.000 shareholders may 
submit a complete list of their 
shareholders every year. Those 
with a larger number of 

shareholders need submit only a 
list of transfers in two years out of 
three, on condit ion that they file 
every year a list of their top 100 
shareholders g iv ing their names and 
addresses and the fu l l extent of 
their shareholding. This compro
mise, might necessitate an amend
ment of section 159 and part II of 
schedule V of the Companies Act . 

Bank Holdings 

Some measures have also to be 
taken to make- shareholders'' lists 
more reliable than they are at pre
sent. The Company Law Depart
ment can do very l i t t le about i t . 
The remedy lies par t ly w i t h the 
Reserve Bank, and p a r t l y in im
posing checks on trusts and benami 
holdings. Regulation of blank 
transfers is an altogether separate 
and t r icky affair into which it is 
no! proposed to enter here. 

Banks are found to be hold ing 
large blocks of shares in many com-
panics, i nc lud ing tonic private and 
very narrowly owned publ ic com
panies. It is an open secret that 
more than 90 per cent of such 
holdings do not belong to banks as 
beneficial owners, but are held by 

them in various capacities on be
ha l f of their clients. The only re
s t r ic t ion on share holding by banks 
in operat ion at present is under sec
t ion 19 (2 ) of the Banking Com
panies Act . wh ich l imi t s their hold
ings in i n d i v i d u a l companies to 30 
per cent of the pa id up capital of 
these companies, or 30 per cent of 
the pa id up capital and reserves of 
the bank concerned, whichever is 
less, in the capacity of pledgees, 
mortgagees or absolute owners. The 
Reserve Bank has powers under sec
t ion 3 6 ( 1 ) (a) of the above Act to 
regulate holdings of banks as no
minees or trustees, but has not exer
cised these powers so far. 

Registration of shares in the 
names of banks is widely used for 
concealing the ownership and con
t ro l of companies. Allowance may 
and should be made for use of 
shares for rais ing bank credit, 
which cause for greater transfer
ab i l i ty of bank-held shares, and 
the recognition of the status of 
banks as trustees. but not to the 
extent of reducing the sharehold
ers' lists of some companies to a 
fiction! The Reserve Bank could 
discourage such holdings through 
moral persuasion and by ca l l ing for 
returns under section 36( 1 )( a) of 
the Banking Companies Act . It is 
difficult to suggest any hard and 
fast l imi t s on bank holdings on be
half of their clients in any capa
city. An operat ional ly feasible 
cei l ing may be placed at 1 per cent 
of a company's paid up share capi
tal in all cases where the bank con
cerned is not the beneficial owner. 
Th i s l i m i t should also apply to ex
ecutor and trustee companies which 
are subsidiaries of banking com
panies. In fo rma t ion on major 
holdings of this k i n d collected by 
the Reserve Bank should be made 
available to the Company Taw 
Department. 

Concentration of Control 

A few tentative observations may 
now be made on some of the wider 
issues which arise out of this study. 
This study d id not and 
could not. w i t h i n its static and 
other l imita t ions , make an attempt 
to measure concentration of control 
in the private sector. The data 
collected indicate, nevertheless, that 
the Groups studied and the areas 
under their influence arc larger 
than they would appear to be, if 
one were to go by the defini t ion of 
Groups l a id down under section 370 
(and impl i ed under section 332) of 

the Companies Act , 1956, and 
larger also than they are commonly 
believed to be. It would not be 
surpr i s ing i f Groups other than 
those studied here were also found 
to control and influence a corres
ponding wide area of corporate 
ac t iv i ty . 

Variety of Activities 
Groups in Ind ia , in con

tract to their counterparts 
in SOME other companies do 
not. in general, exhibi t horizontal 
and /o r vertical integrat ion of in
dustries in the technical sense. The 
i n t e g r a t i o n they seek to achieve is 
basically not technical but financial 
and managerial . Of the five Groups 
covered in this study, for instance, 
the Mafatlals alone can be said to 
have horizontal and /or vert ical in 
tegration, though they too have 
shown a propensity to invest large 
funds in industries like sugar and 
sh ipping , which are not related in 
the technical sense w i th their 
cotton m i l l business. The Mahindras 
are also integrated on this p r inc ip le 
but they are s t i l l too young to be 
assessed. The investments of Tata 
industr ial companies are generally 
horizontal or vert ical but the Group 
as a whole has spread its invest
ments pretty far and wide. I n 
vestments of Bir la industr ial com
panies have, in many cases, l i t t le 
or nothing to do w i t h their own 
business. The Group appears to be 
over-burdened wi th investment and 
t r ad ing companies, and the variety 
of its indus t r ia l interests is remark
able. Sonic of the leading in
dust r ia l companies in the Group, 
l ike Bir la Jute and Jiyajeerao 
Cotton, moreover, combine entirely 
different occupations. 

The great variety of the industr i
al interests of Groups is. pa r t l y , a 
legacy of the managing agency 
system and is. par t ly , due to the 
relatively small and unstable market 
for each industry obta in ing in the 
past. Since its inception. the 
managing agency system has sought 
to combine trade, finance and man
agement of technically unrelated 
industries like tea. coal . jute. e,tc. it 
is possible that if managing agents 
had resisted the temptation of finan
cial integrat ion, and specialised in 
ind iv idua l industries. the country 
might have been even less industria
lised than it is, because nobody else 
might have been able to establish 
and manage the industries which 
have been bu i l t up over the last 75 
years or so. What might have been 
useful in the past, however, may 
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not be equally useful in the future. 
OF late, Groups have shown a ten
dency towards excessive diversi
fication of their interests wh ich 
they seek to achieve, par t ly , by 
complete or par t ia l acquisi t ion of 
old European concerns, and, par t ly , 
by p ro l i f e ra t ing in to various un
related industries. This tendency 
may help industr ial isat ion in the 
short run hut can ha rd ly be con
sidered beneficial ul t imately. 

Groups of the k i n d we have can. 
a priori secure only the economies 
of large scale finance and over-all 
top management, and the advant
age of stability if and when faced 
w i t h major f i nd nations in i n d i v i 
dual industries. They cannot secure 
in fu l l measure the technical and 
technological economies of hori
zontal and vertical integrat ion, and 
the economics of specialised man
agement. Many reasons can be 
given for the relative neglect of 
market ing efficiency, technological 
development and trained specialis
ed management in Ind ia , but one of 
the most important among them is 
that the interests of Groups are far 
too diffused over industrial as well 
as non-industrial occupations to 
enable and induce — them to 
concentrate their attention on the 
problems of i nd iv idua l industries. 

Government Policy 

In fairness to Groups, two speci
fic factors which are par t ly re
sponsible for intensification of the 
tendency to prol i ferate into un
related industries may be mention
ed. One is the fear of nationalisa
t ion of basic industries in which 
certain Groups like the Tatas. for 
instance, have invested the bulk of 
their capital , management and pre
stige. So long as the fear of na
t ional isat ion remains, the Groups 
l ikely to he most affected by it are 
bound to hedge their risks by a 
wider dispersal of their invest
ments. 

The other factor is the absence 
at times of an adequately gainful 
outlet w i t h i n their occupation for 
surplus funds that accumulate in 
some of the older concerns, especi
ally in cotton and jute industries. 
W h i l e these industries are not too 
prosperous, as a whole some units 
in them have fa i r ly large l i qu id 
resources which are not ploughed 
hack into these industries because 
there is l i t t le scope for 
their expansion and other and 
newer industries offer better re
wards. Cotton companies, in 

par t icular , have been d ivers i fy ing 
their activities of late by investing 
their funds in rayon, chemicals, en
gineering, etc, either by setting up 
new divisions or through inter-cor
porate investments. Th i s pat tern 
of growth might help in f i l l ing up 
the gaps in the industr ia l structure, 
hut whether it is consistent w i t h 
Plan pr ior i t ies and the need to 
modernise these two leading i n 
dustries is doubtful . Government 
has imposed a number of restric
tions on the expansion of cotton 
mi l ls , while in the case of jute , the 
industry itself, w i th the approval 
of Government, restricts produc
t ion . Though these restrictions 
have been in existence fo r many 
years, Government has not deemed it 
necessary to follow them up wi th a 
positive pol icy for the planned u t i 
lisation of surplus funds avail
able wi th some companies in these 
industries. 

(Concluded) 

Errata 
The fol lowing corrections 

have to be made in the article 
'"Ownership and Contro l 
A Study of Inter-Corporate 
Investment" by R K Hazar i , 
published in the last two 
issues. 

In the issue of November 
26. page 1713, lines 7 and 8 
should read as: "the net wor th 

. . . . . . . .of these companies amo
unted to Rs 317 crores", and 
not Rs 314 crores. In the 
table on Page 1715, the figure 
of net wor th under Walehand-

M i n o r i t y - I n d i a n should be Rs 
17.62 lakhs, and not Rs 14,95 
lakhs. 

In the issue of December 3, 
page 1760, Table 11 , the 
number of Tata companies is 
55 and not 5. On page 1763, 
Table 13, l ine 4 .should be de
leted.—Ed. 

Wheel Forging Press 

The 6000 ton hydraul ic wheel 
forg ing press for the. Durgapur 
Steelworks has been designed to 
forge cheese-shaped steel ingots i n 
to solid railway wheel blanks, ready 
for ro l l ing and f inishing. in f ive 
operations taking less than 90 
seconds. 

The Wheel and Axle Plant at 
Durgapur , of which this press w i l l 
be the p r imary productive unit , is 
scheduled to come into service in 
July 1961. The plant is planned 
for i n i t i a l product ion of 45,000 
railway carriage and wagon wheel 
sets a year ( two wheels and one 
axle per set) wi th provis ion for 
subsequent expansion to 75,000 
wheel-sets annual ly in the future. 
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