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. The carital issues control was first introdu-
ced in May, 1943, by a Rnle framed under the Defence
of India .\ct, 1939, During the war, control was
enforced mainly for the purnose of secing that capital
issues are made only for the purpose of aiding the
war effort; hence, issues that had only a remote-
object connected with Defence were not allowed
especially in view of the fact that the available
savings were not adequate to mect even the immediate
needs. .After the war, the control was continued
first by the issue of an Ordinance and thereafter
by the Capital Issues (Continugncte of Cantrol) Act
passed in Anrril 1947, which prowided for the
continuance of the control for a further period of
three years i,e. upto March 1850, The Control was
ag@ain extended twice, first for a further period of
two years i,e. upto March 1952, and then for four
years i,e, upto March 1956, 1In 1956. the Capital
Issues (Control) jct, was placed nermancntly in
the Statute Book,

Administration of the Control ;-

The control is administered through the
Ministry of Finance (Department of Economic Affairs)
by the Controller of Canital Issues, who is
apnointed for the purnose and who is inyvested with

——m—

The object of this naper is to analyse the
administration of the Capital Issues(Control)
Act, 1947, with a view to indicate areas

where further data are required so that
capital formation can ¢.ke Place to the requir-
¢d extent gnd in desirable ways in the Corpo-—
rate Sector, Views, if any, contained in the
article, are not necessarily held by the
writer but are open for discussion,



the powers conferred upon the Central Government by
the Act, 1In the preamble to the Act it is mentioned
that it is an Act to pnrovide for Control over iscuaes
of capital and "issue of capital"” has been defined
to mean "the issuing or creation of any sccurities
whether for cash or otherwise, and includcs the
cavitalisation of profits or reserves for the purpose
of converting partly paid-up shares inte fully paid
un shares or increasing the par valuc of shares
already issued.,"” Not all canital issues are

subject to ccentrol, Small canital issues of less
than B8,5 lakhs which have progressively been increased
to 13,10 lakhs and 03,25 l1akhs have bcen excemnted from
Control on the basis of the advice of the Advisory
Committee constituting five non-officiais, This
Adviscry Committce has been constituted in terms of
the Section 11 of the Canital Issues (Control) Act
and compriscs nersons of ccnsiderabie exnericnce and
well known in tlie¢ commercial world, Anart f{rom
exempting small issues of canital from the scope of
the Control, two sicnificant cevelormerts in the
field are the Capital Issues (Bxemption) order of
4th November 1966 and 1st Febrnary, 19490,

Capital Issues (Excmption) Crder of jovemper, 1966
as modified by the order of February, 1969:-

, Under both the above orders, issue of
securities by the following catecories of companies,
are completely eXxemnt from Control irresnrective of
the value of consideration

(i) a private company

ii) a Government comnany (i.2. a Comrany
in which not less than £1% of the
paid up canital is held by the
Central/5tate Government), provided
that no portion ¢f the issue of
securities is made to the Ceneral
public,

(iii) a banking company or an insurance
"~ company or a nrovident socicty
incorpcrated as a comnany,

Although the tctal exemntion to the three
cntecories of comranies has been retained in the
latest order also, these companies are required tc
send to the Controller, details ¢f their canital
issue each quarter, if in any 365 davs, their
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Capital issues were to exceed 3,25 lakhs, . The
requirement of this Renort was not present in the
1966 order, The quarterly Revnort reguires such
particulars as the amount offered to »ublic,

foreign collaborators, firm allotment, cavnital
subscribed by the public ete, Since the Controller
is bringing out a Quarterly Statistical Renort
dealing with the adminiistration of tne Act, these
reports may nrovide valuable date for compiling the
Report, Although there may be more than 29,000
companies cut of a total of 28,000 comnanies

coming under this generanl exemption, the number of
companies that may be issuing/more than 5,25 lakhs

in any one year may not exceed 30C and so this
reporting requirement is likely to affect only a
very.small number of companies, Mcreover, the:
amount c¢f capital issues by these companices would form
a substantial part of the aggregate issues, Hence
the reporting requirement would . give considerable
data to add to our knowledge of the trends in the
issue market (especially the total canital issues,
public resnonse to capital issue, role of underwriters
etcd, without, at the same time requiring the smaller
issues to undergo the botheratlon of filing this
1nformat10n

In the case of public limited companies,
under both' the orders, issues not exceeding 2,25 lakhs
in any one year are comnletely exemnt from Control
as also the reporting requirement,

In fact it is in the case of issues excecaing
15,25 lakhs in any one year by public limited L
companies, that the order of 1969 is different from
that of the order of 1966,

Under the order of 1966, public limited
comnanies cculd issué canital exceedingls,25 lakhs
in any one year if their canital issue would
satisfy the following considerations,

(i) as a result of the ppoposed issue the
equity of the company is not: less than one half
of its debt,

(i1 that as.a result Of the proposed 1ssue
the total paid up preference share capital will
not be more than one third of the total paid up
equity share capital,



(iii) where the securities issued by the
company oOr a part thereof is for the nurpose of.
taking over an existing business or asset, the
take over is effected at the bock value of such
business or asset,

(iv) .~ where a public company is formed on
conversion of a private company, the consideration
for issue 0f securities by the nublic company for
taking over the private company as a going .
business. or any part of the assets of the private
company does not exceed the book value of the net
assets so taken over by the private company,

v) no securitiecs are issued in con51derat1on
of revaluation of assets or creation of any intangible
or fictitious assets,

(vi) the issue price of the sccurities to be
issued 'is at par and not at a premium or discount,

(vii) any offer of securitics for public
subscription is such as to make the securities.
eligible for listing on a recognised- stock )
" exchange,

(viii) where the issue of equity capital involves

an offer for subscription by the public for the

first time, the value of equity capital subscribed
nrlvately by the promoters, directors and their
friends is not less than 15% of the total issued
equity canrital, if it dees not exceed one crore of
rupees, 12%%, if it does not ‘exce¢d two crores of
runces andilo% if it is in excess of B,2 crores,

To the above eight conditions, the Exemption
order of 1969, adds the following five conditions,

(ix) where a.public company is formed for
taking over the business of a partnership or a
pronrietcrship or an assoéciation ¢f persons, the
consideration for issue of securities by the
public company to the members of such partnership,
proprietorship or an association of persons, as the
case may be for taking over the same as-a going
business and any part of the assets of such
partnership, proprietorship or an association of
nersons does not exceed the book value of the net
assets so, taken over of the partnership, proprietor-
ship or an association of persons, a



(x) the rate of interest cn debentures or the
rate of dividend or preference shares does not
exceed the rate notified* by the Central Government
from time to.time as applicable to such securities
and the timing of the offer of securities pronosed
to be 1ssued is in conformity with the directions
nctified™® by the Central Government at the
beﬂlnnzng of - each calendar year,

‘(xi) in a public offer of shares no reservation
is to be made in favour of any nerson or class eof
persons except with the pricr approval of the
controller of Carital Issues,

(xii) securities issued in the form.of
debentures or bonds shall be payable to registered
holders only,

(x{ii) if the censideration for the igsue of
securities is pronosed tc be got fully pnaid up by
making calls§ such calls shall be made on a uniform
basis . on all sgcutltles falling under the same
¢lass' and completed within a neriod of five years
from the date of the offer,

Procedure for getting Exemption:-

The order of 1969, apart from adding five
conditiecns to the exempticn order of 1964, in the
case of comnanies issuing a canital excecding
Bs,25 lakhs, nrescribes a scmewhat different procedure
to avail c¢f the exemption, Under both the orders
public:limited companies issuing :capital above
Bs,25 lakhs have to furnish to the Controller the
statement of nroposals in the nrescribed from which
includes such matters as the bu51ness’hf the company,
capital structure, loans outstanding, shareholding
pattern, object of the issue, project cost, foreign

A separate notification states that the rate
of dividend on nrcference shares shall not
exceed 9,5 per cent and the rate of interest
on debentures shall not be above 7,75 per

cent per ‘annum,

It has been notified that dur1no the calendar
year 1969, no offer of securities of a nominal
value of 15,250 lakhs or above (exclusive of
the amounts to be subscribed by the Government
and non-residents) by a public limited company
shall be made during the period 1st June to
31st August without the prior nermission of
Government,



collaboration, source of financing, Issue price,
allotments, underwriting and enclosures such as

two .copies of the lMemorandum and Articles of
Association, Balance Sheet, -list ‘of non resident
shareholders, foreign collaboration agreement,
‘draft prospectus etc, Under the exemption order of
1966, within thirty days after filing all the above
matters, the Controller shall communicate in

writing to the company as to whether or not he has
any Objection to the proposed issue, If the
Controller has no objection the company can go ahead
with the issue, But under the order of 1969, the
company shculd file the statement or pronosals at
least 30 days hefcre a prospectus is issued and all
that the company has to cbtain from the Controller
before it actually 1ssues capital is an acknowledgew-
ment that the company's proposals have been received,
The company has alsc to file with the Controller
every quarter a statistical return regarding the
progress of the capital ‘issue which was not necessary
under the order of 1966,

Issue of Bonus shares:- Both the exemption orders of
1966 and 1969, in one way exempts capitalisation of
“reserves, All bonus shares, irrespective of the
amount and without taking into account the status of
a company ~"be it private or Government or banking -
can.be issued only after getting a consent from the
Controller,

Statistical data:- An idea of the difficulty exnerien-
ced by comnanies in satisfying the Controller can be
obtained from the following data relating tc appli-
cations dispcsed and apnroved by the Controller from
1960 to 1967 for non-Government companies:

(Amount in crores of rupees)

Avplications Consent
disposed of granted .
v No, “Amount No, Amount
1967 389 e 104,17 379 102,99
(87) (131.63) (87) (131,63)
1966 796 @ 278,70 785 277,54
1965 166 167,79 154 166,50
- 1964 221 228, 02 201 224,80
1963 377 251.38 344 237,57
1962 410 227,39 397 219,45
1961 351 202,06 335 185, 06
1960 290 151, 96 277 150,13
3000 1611.47 2872 1564, 064

(87) (131,63) (87) (131.63)
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Note:~ Issue Of Canital :under "No objection™ for the
year 1967 is given in braket.

The very large number in 1966 and 1967 is due
to Bonus ‘issues.,

Sources- Office of the Contrcller of Capital Issues.,

It would be seen from the above data that for the
eight - years 1960-1967, out of a total apnlications
for Bs,1611 crores con51dered by the Controller, for

.1564. crores consent has been granted, leaving only
a small amnunt of .,47 crores, not being consented
to., In addition, the entire amount for which "no
objection" was asked for in 1967 has been granted,
Moreover since even a part of the consented amount
~is not actually issued it would appear that the
'controller of Capital Issues is not' standing in the’
way of companies from issuing capital, All that
companies have to dbo is to see.that their capital
issie pronosals are.in conformity with the standards
1aid down by the Controller. This, in fact, raises
the follcwing {ssues for consideration,

Issues for Disoussidn:~

(1) If companies have not found the conditions
imposed by the Controller as difficult to comply
with, cannot the control be abolished altogether,

(2 TIn tnis context, how far the exemntion
order of 1969 be regarded as a further relaxation,

(3) TIs "acknowledgement" of the statement of
proposals by the Controller another name for consent
or can the nostal acknowledgement be regarded as
adequate., Arising out of this, can the Controller
refuse to give the acknowledgement even though the
company has filed the statement of proposal,

(4) Can the conditions at present imposed by
the Contrcller be justified (a) in the interest of
the comnany (b) in the interest of the shareholders
(¢c) for capital formation, All the 13 conditions
may be ctnsidered from all these angles, If these
conditicens can be justificd, are they not also good
for private companies, Government comranies,
Banking companies etec,



(5) Adequacy of the 13 conditions, TIs it
necessary to add new conditions such as for instance
that all the issues should be got underwritten,
views of reruted investment analvsts should be
published etc,

~(6) 1In view of the 13 conditions imposed by
the Controller, can.it be said that the objective
of capltal issue control is - not so much to ensure
that savings go to ‘finance certain industries/schemes
but to see that it is used in a particular method,’

(7)Y 1Is it true that by relaxing control:on
bonus issues, considerable harm will result? 1In
this context i5.it possible to lay down certain
criteria or certain amocunts unto which bonus issues:
will be fully allowed,

(8) Is it possible to justify different rates
of interest for preference shares (9,5%) and debentures
(7.75%) especially in the case of well established
companies?

- (9) Since allotrient monies/calls can be made
payable -during June to August, what is the significance
of restriction on big issues during this period.

(10) From the point of public relaxations, is
it not desirable that the Controller explains the
reasons for the varicus conditions imposed by him,
Since a consent will have tc be obtained from the.
Controller for relaxation of any .of the conditions,
is it possible to state under what circumstances any
of the conditions will ‘be withdrawn,





