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NEED FOR SIMPLIFYING TH.E LAW IN THE CASE OF 
■ SMALL COMPANIES:,. 

One i m n o r t a n ' t r e a s o n why t h e C o m p a n i e s A c t , h a s been 
e n a c t e d i s t h a t t h e r e i s a d i v o r c e b e t w e e n t h e o w n e r s h i p 
^nd c o n t r o l i n t h e c a s e of p u b l i c l i m i t e d c o m p a r f i e s and i n 
V l e w of t h i s s e p a r a t i o n c o n s i d e r a b l e a b u s e s c - a n ' b e 

The o b j e c t of t h i s s h o r t p a p e r i s t o r a i s e a d i s c u s s i o n 
on t h e s u b j e c t m a t t e r . V i e w s , i f a n y , c o n t a i n e d i n 
t h e p a p e r a r e n o t n e c e s s a r i l y h e l d by t h e w r i t e r b u t 
a r e n e c n t f o r r a i s i n g t h e d i s c u s s i o n , 



p r a c t i s e d by the managements t o t h e d e t r i m 
s h a r e h o l d e r s< .Use in t h e c a s e of compani 
bor rowed funds from o u t s i d e r s , m c n § v s ear-
as t o e n r i c h t h e m a n a g e r i a l c l a s s a t t h e c 
d i t o r s . Apart from t h e s e two abuses of now 
Act does n o t ? as i t i s , o r o t e c t anybody e l 
In t h e c a s e of smal l companies t h e seoa.rat 
s h i p and c o n t r o l does n o t e x i s t . Moreover 
s m a l l companies b o r r o w i n g s a r e made p o s s i b 
of t h e good r e f u t a t i o n cf t h e company and 
knowledge of t h e l e n d e r s of t h e i n t e g r i t y 
Such b e i n g t h e c a s e i t i s not n e c e s s a r y to 
t h e r e q u i r e m e n t s of t h e Companies A c t . a r e 
t h e i r c a s e . Hence smal l companies v i z , com 
UP c a p i t a l ( fo r a d m i n i s t r a t i v e c o n v e n i e n c e 
as " t h e a u t h o r i s e d c a n i t a l " ) can be exempt 
r e q u i r e m e n t s of t h e Law e x c e p t t h a t r e l a t i 
f i l i n g of t h e b a l a n c e s h e e t and p r o f i t and 
o t h e r i m p o r t a n t documents such as names of 
s t a t e m e n t of c h a r g e s , annua l r e t u r n e t c . 
a r e about 2 9 , 0 0 0 companies as a whole in t 
companies wi th Paid up c a p i t a l of l e s s t h a 
may come to about 1 8 , 0 0 0 . I f 18,000 of th 
can be exempted from most of t h e r e q u i r e m e 
by i n s e r t i n g a new Chanter to t h e Comnanie 
c r i t i c i s m t h a t Companies Act i s comniex wi 
i t s f o r c e . By way of p r e c a u t i o n , comnanie 
under t h i s exempted c a t e g o r y , may be asked 
"exempted" w i t h i n b r a c k e t s a f t e r t h e i r n am 
s h a r e h o l d e r s , c r e d i t o r s e t c . w i l l know tha 
q u e s t i o n has been exempted from t h e p r o v i s 
Companies Act . Th i s would make them t o be 
t h e i r d e a l i n g s w i t h such c o m n a n i e s . I t ma 
t h e Act i t s e l f a p r o v i s i o n can be i n s e r t e d 
t h e f a c t t h a t a company i s h a v i n g l e s s t h a 
a u t h o r i s e d c a p i t a l t i t can conform t o a l l 
of t h e Act , i f i t t h i n k s t h a t t o be in i t s 
would e n a b l e a smal l company which i s plan 
f a s t t o conform t o t h e r e q u i r e m e n t s of t h e 
b e g i n n i n g i t s e l f , 
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e 2 9 t 0 0 0 companiei 
n t s of t h e Act 
s Ac t , t h e 
11 lo se much of , 
s wh i ch wi 11 com 

t o put t h e word 
e so t h a t 
t t h e e omoany in 
i ^ n s of t h e 
very c a r e f u l in 
v be added t h a t i», 

t h a t ' n o t w i t h s ' " 
n Is , l lakh as 
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I t i s t r u e t h a t t h e r e a r e at p r e s e n t many companies |M 
work in t h e c o u n t r y wi th an a u t h o r i s e d c a p i t a l of much mot& 
than Gs. l l akh but wi th t h e p a i d - u p c a n i t a l of l e s s than 
r s . l l a k h . Such c o m p a n i e s , i f t h e y would l i k e t o ge t t h e 
b e n e f i t s of e x e m p t i o n , w i l l have to r e d u c e t h e i r a u t h o r i s e d 
c a n i t a l t o fe.l l a k h . 

I t i s p o s s i b l e t o a rgue t h a t fo.i Lakh may be t o o 
smal l a f i g u r e and t h a t we can evert exempt companies 
up to ft, 5 l a k h s or even say Hs, 10 l a k h s . 
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The above exempt ion can be watched and so an 
nabl inO c l a u s e can be added t<~- t h e amendment s t a t i n g 

t j , a t t h e exemption i s of a t empora ry n a t u r e and w i t h ­
drawable a f t e r s i x m o n t h s ' n o t i c e . 

The 
from most 
a l s o from 
comnani es 
comply i s 
r e t u r n s ( 
All t h e o 
Regi s t r a r 
case t h e r 
a s most o 
t h e Comna 
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i s r e g i s t 
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above recommendat ion t o exempt smal l companies 
of t h e r e o u i r e m e n t s of t h e Law has been made 
e x p e r i e n c e . I t i s seen t h a t for t h e s e small 
t h e main r e q u i r e m e n t t h a t t hey c a r e t o 
t h e s t i p u l a t i o n r e g a r d i n g t h e f i l i n g of t h e 

which a l s o in some c a s e s a r e not b e i n g done^* 
t h e r c o n t r o l s t h a t a r e a d m i n i s t e r e d by t h e 

or by t h e Government a re minor* in any 
e i s not much p u b l i c i n t e r e s t in t h e s e companies 
f them a r e fami ly c o n c e r n s i n c o r p o r a t e d under 
n i e s Act e i t h e r t o g e t t h e b e n e f i t of l i m i t a t i o n 
i t y or t o hoodwink t h e p u b l i c s t a t i n g t h a t i t 
e red under t h e Companies l e t by t h e R e g i s t r a r 
i e s . 






