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A company is the most effective vehicle to

manage and control modern business enterprise,
A company pervades .the economic:and social life

of the nation. The company is popularly khown

as corporation in U.S.A. A company is a voluntary
association of persons formed for some common
purpose, with, K capital divigible into parts, known
as shares and with limited liability. It is a
creation of law and is known as an artificial
§erson with perpetual succé€ssion and a common seals

o~day the corporation embraces by and large the
most important aspect,of our economic life. Shumpeter
has said "Company is not only a convenient business
organisation but an engine of an economic progress."
To-day the Corporation is no longer only a device
for doing business, but it is a vast sprawling
immeasurable force. The predominant position of
the companies in the modern soclety is due to the
following reasons:- -

(a) The emergence of the company as the
Centre of economic life of the country.

(b) The increasing influence of the companies
in the social, political and cultural
sphereg of sociely.

* M,.Coma., LL.M:, Advocate, High Couxrt, Prof~in-Law,
Nav Gujarat.Commerce & Law College,-Ahmedabad.
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"Bearle and Means, in the Modern Corporation and
Privgte -Property-+(1932) ;1§ states that, "Cérporations
have cgased ,to be.merely legal devices thrdugh which
the private business transachions’of-dndividuals
may be carried out. Though still much used for this
purpose, the corporate form has acquired a larger ..,
WSigpificancewn Ih,e 1eRrparabion thas J4n feqhysbetome *
«DO th a me«th\od -0F T ;property “tenure: abdoa maadsval; e ilals
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. Adolf A. Berle,desdrlbes‘modern corporation
as “a commercial instrument of formidable _
effectiveness, féared bgcaude of its Yower, Hated :
because of ‘the excesses with, which that. power was used,
suspect because of the exténti‘ef its political
state‘ admired because of its capacity to gel things
done," From these observations, it_is.evident .. . ..
vthanx@nrppraxmnnﬁ domitiake tha*coupxﬁy;sienonomic ¥
liflee’ Befgrq;we dlscuss. the soclal aspects’ of.
company : legislation if is .negessary.for us %o 7 ° A
mention in brief historicasl development .of company’:
lay.in. India. and its saciological ba51s.

Company Law in, Indﬂa had a very long hlstory.-f
It was in the year .1850 that -an act for: Tregistratien
of joint-stock compamesl was enacted. Every .o
unincorporated -company -of paftners associated under
a deed containing a provisidn that ‘the shareés in"
the stock or ‘business.of the said company were- 4 -
transferable without the condent.of all the gartners
and also ‘svery’ COmgany establi shed for ‘some- itefalh
scientific ‘or charitable purposé, which did not "~ °
carry on any business for the pecuniary benefit -of
any of the properisators 1. shareholders was entitled



to registration under this Acts The Sipreme Courts

of Caleutta, Madras and Bombay were authorised to
order such registration, Thus the courts came to

have great interest in the company legislation fitm
the very beginning. The pain feature of the 185D Act
is that it did not introduce the concept of limited
liability which is one of the most salient features

of jolnt-stoék companies of teday. The Act of 1850
was followed by the Aet of 1857y for the incorporatici:
and Tegulation of jeink-stoeck companies and other i
asspclations either with or withodut limited liability .
of its memberss Under this Aet of 1857, the privilege:
of limited liability was not extended to bavking and
insurance dompanies, The Iimited 1iability principle
became applicable to banking and insurance companies
by’ Act of 1860. 4Again in the year 1866 an Ackt was
«ﬁasSed to amend and conselidate the previeus compahiles
Act. 1t was Tecast in the ysar 1882 and ‘there were

a numBer of amendmentsy Until in 1913 was passed the
Gompanies Act VII df 1913 whigh was based on the
Bhgllish Gompanies Act of 1908. IThe present Act I of
3956 is based largely en the recommendations of the
Company Law Committee. Even this has been amended
from time to time. Important amendments have been
matfle in the yea? 1960 and 1965. The presept Gompanies
Act, 1956 (as amended in 1960) in India Introduces
many new principles of company managemernt.. It alse
Allugtrates the advent of a new eompany Jaw theory.

Now we $hall aequaint ourselves with the objectives
of company law, whic¢h will in turn help us in
under standiag sanipnecancmic~xmpaﬁ$_6f'pom¥any law.,,
The maifi objéct of company legislatiob is to enable
a large number of persons to get together in carrying
-1y trade, business or industry most effectively and
t6 their best benefit. The objeets of Companies Aet,
1986, in bPrief are as under:~

a) to increase the efficiency of the corporate
forim of business management;

{b) to increase the managerial efficlencys

tc) to protect the interests of creditors,
investors, labourers and other partners in
production and distribution and to achieve
the ultimate ends of social policy.

The objectives of company law are not merely

facilitating the working of companies, but it has
more socio-economic objectives. dIn India, we are
krying to create a new democratic society whebeinh
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Justlicey social, economic and political, shall be
the aim of all the institutions of ths countrye
The Fundamental Rights and Directive Principles of
State policy as declared in Part III and Part IV of
our Constitution embody our new values which will .
provide a framework within which the companies will
have to work. Company-law is not merely a piece of
commerecial legislation but' {t is a soctal legislation,
‘It1s aim is to regulate and control commerce and
1ndustry of the country ahd therefore it vitally affects
the public inteTest: atslérgd including small interests.
Dougals J. of the American Supreme Court has said, "
To~day it is.generally rec0gn sed that all corporations
possess an element of public‘interest. A corporation
director must, think not..only et the stock-holdsrs but
also of the labourers, 'suppliers, the producer and the
ultimate consumers. <Our econey is but & chain which
‘can be. no stronger’ than any" ot its links; we all stand
together or fall together in o@r highly industrialised
society ' of to-dayi" iIn & devéiopinp country like Indla,
thes jmpagt -of corporate activity on the functioning
of the SOCiety is very great. Due te tremendous
Linfluem:e of corporate¢ activity in natien's economic
life, it must be sald that the study of company law
i¥“incorplete unless 1ts social aspects are kept in
the forefront, Dias has said, "The law is a soccial .
institution and its study should net be divorced from
its social miligu." He further states at page 179," Just -
as one's knowledge of a fish, for example, is not
comglete until one sees it in its natural surroundings
oo knowledge of the law cannet be complete until
account has been taken of its role in the society. e

To-day the conoept of a company as a purely
scopemic and soemmercial venture wiiich is concerned
onlywith shareholders' intgrest, Has been done
avay: with.and new- a" new image' of a company emerges
as' % social organism which has a vital role to play
in the country's sconomig Life and which also
influences the social life of the community., To-day
the ultimate object of a company is not only te make
huge profits, but te serve the pmation and the
community.-by supplying cuality goeds at reasonable
prices, maintaining suprly of goods, giving oppertunities
for employment te¢ citizens., Thus the eompanies can
help achieve -the ‘ebjectives laid ‘down in the directiva 4
Prof. Berle in his "Modern Corperations” stated that
"the control, of great cozﬁorations would develop
intc a pursly natuyral nocracy, balancing a
variety of claims by various groups in the
community.and assigning to each a portion of the
income stream on‘the basis of public policy, rather
than private cupidity." Now, it is very well recognised
that companies have to fulfil their obligations

L,principles of State pelicy lald dewn in our Constitution.



tovards shareneiders. ereditors, wvorkers, conaumors

ard society at large; This donhcept las 1nerdau1ngly
gained sutport from the progressivée thinkers on -

management. In U,8.4,, the concept had also- secured
zudle,tal approval, In A.P, smtn Mfg, Co. Vs Bariow
39 A.L.R. 1179), the Court observed- ™Modern
conditions require that corporations acknowledge

and discharge social as well as private responsibility
as menmbers of the communities within which thay operate.*

To-day the working of a cempany has becoms a matter

of more than private and domestic affair of a company.

The community outside the company is also interested

in the activities of the company and keeps a sharp eye

om the ovarall activities of the company, In India,

our industrialfsts have accepted in thecry the conce;t

of social responsibility of business, It is the need
of the hour that companies must understand their soedsl

obligations,

So far as comapany law 1s concerned, it is silent
as €o the nced for management to realise and Aischarge
their sccial obligationg, Xe spccific proviatems are
there to promote the welfare of the sharshelders,
creditors, consumers and society, There are a fow

rohibitive measures. There are a few provisiens in
gh Companies Act, 31988 contaiped in 8§ zaawA ai?,

. 396, 397, 373, 348, 409 etc, wnw’z o protect
the 1nterest of di}ferent groups in a company. In
India, the concept.of social responsibility of a companmy
is of very recent origin, Peter Druker in his bhook
' The pragtlice of Management' has peinted out that
in America they have a 8tate legislation determining
the polieies of corporations regarding marketing, pricing,
labour and patent administration,

Now we sghall deal with the relationship of a company
with shareholders, empleyees, consumers, creditors,
goverment, community and society at large,

Gompanies and Invegtors:-

Sharehelders are the real owners of the company.
They invest meney in the cgompany, Formerl{ only rich
and experienced persons used to invest in the companies,
but now many middle class persons alsc invest in the
eompanies, Equity sharcholders provide risk capital
to the company on which the superstructure of the
eonpany rasts. The Cempanies Act enumeratcs rights
of the shareholders which includes the following:-
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(a) The right to receive notice of the annual general
meeting of a company and of the statutoty meeting
in ¢ase of a new company and to receive a
statutory report.

{b) The right to elect directors, to appoint auditors
and to pass annual financial accounts of thse
company ,

(¢) The Tight to call an extra-ordinary meeting.
(da) To demand poll, .

{e) Right of the dissentient shareheolder to appiroach
the Court.

(f) To approach the Central Govermment for an
inveatigation into the affairs of the company.

(g8) To seek relief in a court in case of Oppresbioﬁ or
mismanagement,

Over and above these rights, the act contains a number
ok provisions in the nature of safeguards for the
pmtection of the interest of the shareholders. The
provisions governing the proper 'disclosure' of the
interests of managerial personnel in other companies
and provisions those getting limits on managerial
remuneration are essentially of this nature, Other
such provisions are as under:s

(a) cigl Audit:- 5,233 A confers upon the Central
Govermment the power to order a special audit of

the accounts of a company if in its opinion-the
affairs of the company are mismanaged, the financial
position of thc company 15 not sound or the affairs of
the company are being managed in such a manner as it
is likely to cause serious injury or damage to the
intere¢sts of the trade., This special audit is of, a
fact-finding nature. Expenses of such audit arg) to-
be payable by the company.: ™~

(b) Inspection and Investigation:- S.235 to 251 deal
with the investigation of affairs of a ¢ompany on an
application by members or report by the Registrar,
These provisgions try to safeguard the interest of
shareholders.



€c) Prevention of migmanagefrent and oppression:Z .
S8ections 397, 398, 402, 408 and 409. These provisions
try to protect interests of sharcholders in case of
oppression and migmanagement of a company:

(d) Provisions regarding removal of managerial personnei
also protects interests of investors. Thus Companies
A¢t contains various provisions for the shareholders,
Even thsh much recuires to be done to promote the.
Wwelfare of the shareholders in this country. In this
country the rightsé of the sharcholders are not fully
enjoyed by the shareholders. Sharsholders are mersly
pagsiveg investors, They ar'e not enjoying their rights
o the fullest extent and they satisfy themselves
only with the amount of dividend which they may gat,
There are many reasons for this attitude-Sharcholders
are unorganised, share-allotment is spread over by
the company. They are not conscious about their
rights. In case, when they are not satisfied with
the management of the company or profit-making
capacity of the company, they would like to sell
the share in the market, rather than to remedy the
evil. General all the powers given under the
Companies Act regarding special audit, investigation
gt¢. are egxercised by the Govermment and not by the
shapeheolders. Shareholders must get fair return
on gheir capital. It is the duty of the management
to make shareholders consciocus about their rights.’

- My _suggegtions to n;ggcﬁg the welfareg

£ reho o

1. Shareholders' Associations must bhe established
in each state and such assoclations must get
legal recognition. The existence of such
assoclation will compel management to become
more careful in safeguarding the interest of
investors. Such associations will be more
useful in ventilating the grievances of
shareholders vis-a-vis the company: Such
associations may safeguard the interest of :
investors in case of mergers, amalgamations etc.

2. Shareholders' Assoclations may be given
financial assistance and or other
facilities by the Government for expenses
incurred for developing opinion of shareholders
for illegalities and mis-management of any
company. '
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8.

10.

Each company, the shireholders of which are

members of the association, may dbe asked to contritute
something to create a fund for tne assocliation,
Company law may make it obligatory that & company
is required to pay some amount towards ths
contribution for the association. FProgréssive
management will not object to such proposal, as
they know the utllity of such associations.
Sometimes shareholders may suggest good points

80 as to increase the efficiency of the enterprises
Company management may get support from the
assocliation in case of controversies with
Governmment or other authoritiess.

Stock Exchanges which have started coming ‘up
sinod ik Wt ine 8T ealkywn-4Meih-RotiRg~E :
but still it does not require free hand by some
special assistance by the Govermment whiéh would
eventually protect the intersst of every minority
shareholder.

Associations may be empowered to ask for detailed
information regarding accounts of any partisular
company etc,

Association may be permitted tc exercise all
rights given to the sharcholders in connection
with special audit, Inspection and Investigation,
oppression of minority and miemanagement, with
the consent of its members.

The management may be asked to provide more
detailed information regarding the affairs

of the companies and accounts of the sharchelderss
published accounts must be morea simple and

easily understandables by a layman.

Many companies publish House Journals for thedr

employses to inform them about the activitiles

of the company. These 'House Journals' may

contain topics which may 1interest the

shareholders, and general publie. 4 cepy of.

such journal may be given to thes shareholdsrs.
o B B -, Y T v p o salissp, v g vy IR sl R ERTIRA D i

Regional meetings of the shareholders may be =~

heldl so that shareholders may not have %o

Sravel a long distance.

Shargholders'! meeting may be organised at
Hill Stations, or site-seeing places so

that a large number of shareholders may be
tempted to attend the mescting, The expenses
of the sharsholders should be reimbursed

by the companhy. In U.S.A., there are many
companies which call their meeting in
Christmas Vacation and at site-seedng places.



1. 'In case of winding up due to mismanagement,
those who are party to the mismanagement should
not get anything by way of return of capital,
until all others are fully returned thelr
capital.

12, Stamp fee on proxy should be reimbursed to
the shareholders by the company.

13, Power of the directors to refuse to transfer
shares inust be restricted. When a director
refuses to register a transfer of shares, he
may be asked to give reasons in writing.

. These are a few measures which may help achieve
the welfare of shareholders, Only sound legislation
vill not be sufficient to protect the interest of
shareholdersy; but it will depend upon the energy,
initiative afild the practical wisdom of the
- shareholders.: '

Companies and their employees:~

, There are. several provisions in the Labour and
Industrial Laws to safeguard the interests of workers
in a company. Labbur law is a branch of social
legislation, 1In welfare leglslatiocn the discharge
of the management's regporisibility has become a
statutory necessity, The present provisions contained
in the Factories Act, Industrial Disputes Act,
Workmen's Compensation Aet, Employees' State
Ihsurance Act, Minimum Wages Act, Payment of Waped
Act end the Tfade Uniohs het, are dquite. sufficient
to protect thé interests of workers, Even then there
1s a scops for enlightened and progressive management
to be a step ahead of what the law demands,
companies which undertake soclal security measures
that are not contemplated by act generally go up
ih public estimation. The workers are partners in
ptoduction, It is the duty of the management to
create a feeling amongst workers that they are
closely assoclated with the company,

l, To provide more employment- opportunity to workers,
the establishment of industries must be spread
out in rural arcas.
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A representative of the vecognised iabour unieon
may bs nominated on the Board of Dircctors ¢f a

Company so that he may represent labour's vieypoint,

Labour Union may be consulted in deciding poiley
regarding labour.

All empleyees of an organisation may be Lnfor%ed
regarding the activities of a Company. |

Financial assistance may be given by a Company
to 1ts workers for the purchase of its shares.,
With this incentive a few workers may purchasg
shares of a company. This will create a feeling
that they are not only workers, but also ewners
of the Company.

Employecs must be protected so far as their jebe
are concerned, in case of investizatlion and
winding up proceedings.

In case of winding up of a Company, the wages
or salary of an employee in respect of services
rendered to the Company and due for a period mot
excesding four months within 12 months next
before the commencement of the winding up and
and compensation payable to any workman under
the Industrial Disputes Act, 1947, is a
preferential payment., There is a limit that
such amount should not exceed one thousand rupees
in case ef any one claimant. This limit should
be increased.

The companies may be directed to organise
Training Programmes for their employees. This
will help in personal development of thse
worker, Trained workers will increase
efficiehcy of the organisation. The eost of
production will be decreased, goods will be
sold at a reasonable rate and soclety will get
benefit.

Employers may be asked %o delegate more
responsibllities to employees. This will help
in creating teem spirit between management

and workers.
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These are a few suggestlons»whlch may be put into
practice by progressive managements. To-day it is
believed that law should overstep.its normal boundaries
and invade” the territory of business morallty.

Com i’ onsumers: -

The Ccmpanles Act is sllent as to how consumsrs!
interest &ghéuld be protected by the Company. Consumers
need protection not only against. blg Companies but
also against sole prOprletorships and partnership fims.
The ultimate aim of .every production is the consumption,
By and large in India, there is a ‘séller's market. The
consumers are exploited by the producers and they are
not. 1n .a position to protect thgmselves because of the
foliowifig' teasohs. They are s¢attered over the whole
country, ma.jority of %thém- are poor, illiterate and
unaware.'0of products. , InU.S,.A, laws like Sherman Act,
Clayton‘‘Act,, Robinson Fatman,Act and the various fair
tradé laws have -been: pasked w&th a view to protect
consumers: ,in U.K;,al'so “they Have/passed some laws
prohibiting unfair tiradé practices and for strengthening
trade mark and Patent lais. It is the duty of the
Govermment to proteet consumers., Government can
indirectly protect consumers by keeping control OVer
Companies. Goverrment can: see that Companies may not
enter into antisocial activities. A company has a. soclal
resporisibility towards €onsumers as the Com any
grows in the cbmmunity and receives protection from it.

My suggestions to promote welfare of =
‘con TS .

1. Consumers' associations may be established.

2. Consumers' co-operative societies and
consumers' consultative committees may be
formed.

S Big Companies may be obllged Lo+ copsider
'~ views and ‘opinions of consumers' associations
’énd committees.,

4, It should. be made compulsory for every
Company*s.product to conform to the ;standards
laid down: by Indian-Standards Institute.

5. Government can compel thewproducers to label
the prices on goods. Effective measures in
the form of price-control may .be employed
by the Govermment.
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64 Govermment should punish the perschd whe create
artificial scarcity 0f goods, -

T Consumers,may boycott the traders who are
notorious for hoarding and profiteerlnf
practices. Consumers Jmay resort to price-
resistance movementi’

8. Import policy of the GOVernment can help
rediction in prices in the Home Market.

The Company legiSlation cannoﬁ do- "anything
effectlvely to .secure welfare of tha consumers but
progre351ve managements can ensure the consumers
regarding regular . -SUPPLy., reasonable price and
sufficient quantity and quallty ‘of. .goods.

Compani Cr_-l -

Creditors are the persons who have advanced
credit for raw materials and stores to the Company
or persons who hatve given loan in any form to the
Company for its functioning. These creditors.must
be assured regarding repayment. It is business
prudence, not to enter into litigation with creditors.
Repayment of debt and interest must be made gs early
as possible. Companies Act enumerates some rlghts
which are given to the creditors.in .cage of
winding up- of a Company.

Co nie. n v n 0

All modern Companies have speoial obligations
to the Govermment, . It 1s the duty of the management to
strictly adhere to laws. It is the duty of the
Company -to pay taxes honestly tc the Govermment.
A1l Govermment rules and regulations, must be ‘strictly
compiied with by Companies. This is’a Very important
legal and social respon51billty.

Companies operate in ‘sé¢iety and flourish in
Society. .Fecpleg in the vieinity of the Company get
some benefits like apprec1atlon in, ﬁhe value of their
immovable property, employment opportunlty 1s created,
public utility services are established. At the
~game time there are certain drgwbacks of theax
lndustrlallsatlon. The air .and Water in the
hgurnoundlng -area becomes polluted, It adversely
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affect the health of the residents. Industrial
disecases and rate of crimes increase in the Society.
It is the duty of the mariagement to provide public
parks, hospitals, children's playgrounds etec., in
the vicinity of the plant., The Company must
contribute for charitable purposes and educational
purposes. -

Measgure:-~

1. Companies may be compelled to allocate 5% of
the net profits contribution towards donations
to charitable institutions, scholls, colleges
and universities. These donations must be
given to various recognised public bodies,
There is such provision in the co-operative
Societies Act.

Conclusionsg-

Thus it 1s the need of the hour that corporations
must have dignified outlook of social responsibility
and thus promote social justice and welfare of the
public at large.






