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OVERVIEW

"Minigry of Company Affars', ealier known as Depatment of Company Affars under
Minigry of Finance, was desgnated as a separate Minisry vide Cabinet Secretariat
Notification No.DOC.CD-160/2004 dated 27.05.2004 to function under Minister of State
with Independent Charge.  The Minigtry is primarily concerned with the adminigtration of
the Companies Act, 1956, other dlied Acts and rules & regulations framed there-under
mainly for regulating the functioning of the corporate sector in accordance with lawv. The
Minigry is dso responsble for adminisering the Competition Act, 2002 which will
eventudly replace the Monopolies and Redtrictive Trade Practices Act, 1969 under which
the Monopolies and Redrictive Trade Practices Commisson (MRTPC) is functioning.
Beddes, it exercises supervison over the three professond bodies, namdy, Inditute of
Chartered Accountants of India (ICAl), Ingtitute of Company Secretaries of India (ICSl)
and the Ingitute of Cost and Works Accountants of India (ICWAI) which are condtituted
under three separate Acts of the Parliament for proper and orderly growth of professons
of Chartered Accountants, Company Secretaries and Cost Accountants in the country.
The Minisry dso has the responsbility of carying out the functions of the Centrd
Government relating to the adminigtration of the Partnership Act, 1932, the Companies
(Donations to Nationd Funds) Act, 1951 and Societies Registration Act, 1980. Minidry’s
Webgte http://dcanicin contains useful information on organisation of the Minidry,
publications, circulars, Natifications, citizen's charter, Annua Report, monthly corporate
growth, Parliament questions and replies, Reports submitted by various Committees set
up by the Minidry etc.

VISION OF THE MINISTRY

Freedom with accountability is the motto of the Minigry. Sdf- regulation within broad
contours of lav and public policy, endbling companies in India to be compstitive in
today’s globdised environment, is its am. Effectively protecting interests of investors as
promised in Naiond Common Minimum Progranme (NCMP) is high on its agenda
Promoting good corporate governance amongst the companies and bringing in
inditutiond reforms  in tems of decentrdization, dmplification,  transparency,
acocountability & e-governance are some of the prime concerns with which the Minidry is
moving ahead in its endeavours to provide the best possble environment in which the

corporate culture in the country can be promoted.



MAJOR INITIATIVES

Comprehensive review of the Companies Act, 1956 s0 as to enable the re-codification of
Company Law, review of the changes to the legidations governing the professons of
Chartered Accountants, Company Secretaries and Cost and Works Accountants and
revison of Accounting Standards, gpplication of Information Technology for
dissamination of information and provison of better services to the investing public and
the Companies and specid emphasis on the measures to protect the interest of investors
ae some of the more important initiatives teken by the Minidry during last about 15
months.

> COMPREHENSIVE REVISION OF THE COMPANIESACT, 1956

The Government have undertaken an exercise to revise the Companies Act, 1956 to
enable a compact law that would be able to address the changes taking place in the
national economy as wdl as in the intenational scenario, ereble adoption of
internationally accepted best practices and provide adequate flexibility for timey
evolution of new arangements to address the changing requirements of the corporae
sector and make our companies globaly competitive.

With a view to enabling a wide based consultation on various Company Law issues
requiring revison in the current context, the Minigry of Company Affars had published
a "Concept Paper on Company Law’ on its website on 4" August 2004. On 2" December
2004, the Government adso condtituted an Expert Committee on Company Law under the

Chairmanship of Dr. JJ. Irani to advise it on various company law issues.

The Expert Committee comprised of experts drawn from trade and indusiry associations,
professona bodies and inditutes, chambers of commerce, leading senior advocates and
auditors.  Representatives of Government Departments, regulatory bodies and other
organizations were included as Specid Inviteess The Committee ddiberated on various
issues on Company Law requiring a review on the bass of comments and suggestions
received in response to the Concept Paper, opinions expressed by experts, professiona
bodies etc. and submitted its report on 31% May 2005.



The recommendations of Committee are being examined in the Ministry and proposals
are being formulated for the revison of the Companies Act, 1956. This process needs to
be thorough so that comprehensve revison may be made rather than piecemed
reenginering of the exiging Act. Once the proposds ae findized and necessary
goprovas obtained, the Ministry would findize a new Companies Bill in consultation
with Legidative Depatment, for introduction in Paliament. It is the endeavour of the
Ministry to complete the process at the earliest.

> REFORMS RELATING TO PROFESSIONAL INSTITUTES - ICAI, ICS
AND ICWAI

In the present economic scenario, where companies are required to conduct ther
operations in the interest of a wide range of stakeholders, it is necessary that corporate
affairs are carried out in a credible, far and lavful manner. In this context, professonas
such as the chartered accountants, cost accountants and company secretaries, providing a
range of services to corporate entities have a mgor role to play. It is very important that
such professonds discharge their responshilities with due diligence and are accountable
for their work. Further, it is essentia to make the professons competitive so that they are
able to meet the competition from globa playersin the internationa market.

Towards this end, three Amendment Bills had been introduced in the Rgya Sabha on
23.12.2003 to amend the Chartered Accountants Act, 1949, the Cost and Works
Accountants Act, 1959 and the Company Secretaries Act, 1980, and after an examination
by the Paliamentary Standing Committee on Finance, need for modifications to the
amendment Bills was fdt. In order to address these issues, the Government has re-
examined the proposed changes in the redevant Acts governing the respective professiona
bodies and proposas, incorporating the required changes, for introduction in the
Parliament are under active condgderation of the Government. Some of the mgor changes
being considered in the anendment bill are:

A new dructure to ensure expeditious adminigtration of the disciplinary functions of
the Inditutes, including an Appellate Authority to hear gppeds agang the decisons
of disciplinary bodies.



A Qudity Review Board, with representation from dsakeholders, to review the
quaity of services provided by the professonds and make recommendations on
improving the same.

Permisson to form multi-disciplinary firms and offer multi-professond services in
acompstitive and commercia manner.

Revamping the provisions to endble trangparency in financid affars of the Councls
such as budgeting and auditing.

> MCAZ21 e-GOVERNANCE PROJECT

The Minigry of Company Affars is implementing an e-Governance Project, namely
“MCA21 eGovernance Project”. Companies are required to file a number of documents
with the Regisrar of Companies (ROC) in compliance of the statutory provisons of the
Act. Beginning with about 30,000 companies a work in 1956, the number of companies
registered has now reached 6.83 lakhs as on 31% March 2005 and a large number of new
companies are being incorporated every year. In order to provide prompt and efficient
sarvices to these companies, the MCA envisaged transferring the business processes of
the office of the ROC to the e-governance mode. The Project envisages eectronic filing
of these documents by an interactive and paperless process through the Internet. The
project dso includes interlinking of dl the offices of the ROCs and the Minigry. The
project has been desgned to virtudly diminate the physca inteface between the
companies and the ROC.

The focus of the MCA21 program is on bringing about a fine baance between trade
facllitation on one hand and enforcement requirements on the other. Adopting
international best practices, the gods of the project have been set to improve the service
standards to al the stakeholders asfollows:

Busdness. enabled to register a company and file statutory documents quickly and
eadly, and in amanner that is convenient

Public: to get easy access to relevant records and get quicker redressd of ther
grievances

Professionds: enabled to offer efficient services to their client companies

Financid Inditutions: enabled to procure relevant information quickly




MCA: to ensure proactive & effective compliance of relevant laws and corporate
governance

Employees. enabled to ddliver best services to the companies

Pr oj ect overview

The MCA21 Project implementation commenced with the signing of contract agreement
with the sdected operator M/s Tata Consultancy Services Ltd. on 1% March 2005. The
Project has an implementation cycle of 60 weeks and thereafter an operation period of 6
years. The MCA21 Project has been approved with an overall cost of Rs. 345 crore.

Salient Featur es of the Project

The following are the sdient features of the MCA21 Project:-

Introduction of anywhere, anytime secure eectronic filing for MCA transactions
Adaptation of dl gatutory forms for eectronic filing

Use of Digitd Signatures to ensure the security of eectronic forms and documents
in conformance with the Information Technology Act, 2000

Electronic payment of dl datutory charges & access to the services from Internet
connection

Back office of the Minisry to use bedt-in-class information technology solution
that will include dectronic workflows and sophisticated document Storage and
retrieva systems, with significant paper reduction

53 Physcd Front Offices that will be located nationwide to fecilitate eectronic
filing of documents

Nearly 6 crore pages of legacy corporate documents to be digitized for eectronic
access through Internet

Easy reporting of complaints by investors through MCA portd for easy and speed
Redressal

High bandwidth nationwide connectivity across dl offices of MCA and facility to
alow accessto multiple users a the same time,

Disaster Recovery mechanisms with a facility to restart operations within 12 hours
in the event of anaturd or manmade disaster

Possihility of collecting stamp duty eectronicaly.



Project | mplementation Status

Scanning and Digitisation of permanent records, annua returns and Badance
Sheets across dl locations is under progress

Development of software and testing thereof dready underway
Nor+IT infrastructure under progress

The project is progressing saisfectorily, with certan externad dependencies, and it is
expected that the deadlines provided in the project would be achieved as per schedule.

> PROTECTION OF INTERESTS OF INVESTORS- A PROMISE INNCMP

The Ministry has adopted a responsve and action-oriented approach towards investor
protection. Dedicated investor protection cells have been opened and made functiona at
three levels. An ontline Investors Grievances Redressd System has been developed and
meade fully operationd. A dedicated website, hitp://www.watchoutinvestors.com, which is
a nationa regisry of defaulters, has dso been launched. Investor Education & Protection
Fund (IEPF) under the Companies Act, 1956 has been activated and reputed NGOs are
contributing by taking up various programmes amed a educaing the investors. The

investor protection measures are going to be strengthened in the proposed new company
law.

Crusade Against Vanishing Companies

In May 2004, the number of vanishing companies stood at 229. Due to concerted efforts
of the Minigry, 114 companies and ther defaulting officers have been traced and action
initiated againg them. The number of vanishing companies now dands a 115. FIRs
have been filed in over a 100 cases, and support of NGOs in the fiedd of investor
protection has been enliged. Advetisements have been issued in the media liging out
the defaulters. The Ministry has dso addressed State Governments seeking  thelr
cooperation in tracing out the defaulters. This crusade will continue in the coming
months,



> CONCEPT PAPER ON “LIMITED LIABILITY PARTNERSHIP LAW”

In view of the increesng role of services sector in the nationd economy, the wide range
of disciplines in which such sarvices can be offered and the growing number of
professonds, a need has been recognised for a new corporate form, which will endble
professional expertise to organise and provide a range of services to the corporate sector
in a comprehensve and efficient manner. This need has dso been recognised for smal
businesses which may require a framework that provides flexibility and is more suited to
requirements of service, knowledge and technology based enterprises, without imposing
on them detaled legd and procedurd requirements intended for large widedy held

companies.

In the background of the globa economic trends which enable investment and services to
flow across borders, the growing role of service & knowledge based enterprises and
emerging international  competition, it is fet necessary to enable Indian entities dso to
have the requigte choice in corporate organisation to compete internationdly on leve
playing fied.

Keeping the above trends in view, it is dso fdt dedrable to initiste a wide based
consultative process that will dlow ideas, comments and suggestions to flow in from al
quarters on the proposals for a Limited Liability Partnership (LLP) Law. As afirst gep in
such consultative process, the Ministry has placed a Concept Peper on LLP Law in the
legidative moded, dong with explanatory notes on chapters, for viewing on the eectronic
media (on the webdgte of the Minidry of Company Affars & http:/dcanic.in) so that al
interested may not only express their opinions on the concepts involved but dso suggest
formulations, by December 31, 2005, for the condgderation of the Ministry on various
aspectsof LLP Law. Thefollowing are some of the features of the Concept Paper:-

LLP is proposed as a body corporate as a separate lega entity under a new law.
Indian Partnership Act will not be gpplicableto LLPs.

Any individua or body corporate may be apartner in LLP.
LLPs can be formed to carry out any trade, profession and occupation.

Liability of partners shal be limited except in case of fraud;



Regidration of LLP shdl be with the Registrar of Companies
Contents of LLP Agreement, as may be prescribed, to be filed with ROC.

Converdon of firm, private company and unlised public company into LLP
alowed

2 minimum partners of LLP and no limit on maximum number of partners

Appointment of a manager mugt in adl LLPs Manager to be accountable for
regulatory and legd compliances

Annud “Declaration of Solvency” to be filed by manager with the ROC

Annua Accounts to be maintained and preserved by LLP for such period as may be
specified in rules.

ROC empowered to strike off defunct LLPs
Electronic filing of returns by LLPswould be alowed,

Enabling provisons made for extenson of Company Law to LLPs

OTHER IMPORTANT INITIATIVES

> INSOLVENCY REFORMS

One of the mgor problem aress relating to corporate functioning in the country has been
the dow liquidation process. Today, it takes nearly 15 to 20 years for a company to be
liquidated. In this process, the vaue of the assetsis sgnificantly reduced.

The amendments under the Companies Act in 2003 amed a sreamlining and Speeding
up the liquidation process, envisaged the setting-up of Nationd Company Law Tribund
as a sngle fooum to ded with dl company litigations and métters pertaining to sck
companies and liquidation proceedings. The powers currently vested in the BIFR, CLB
and high courts are proposed to be vested in the NCLT, and an outer limit of two years
for completion of liquidation proceedings has been proposed. However, the vdidity of
the amendments has been chalenged before the courts. It is expected that the court's
judgment will be pronounced soon on the issues leading to early resolution of the
disputes.



Notwithstanding the above, the Ministry has taken severa steps to speed up the
liquidation process and improve upon the recovery rate within the exiding legd
framework. This issue is dso being gppropriately addressed in the new company law for

which the exerciseison.

> AMENDMENTSTO COMPETITION ACT, 2002

The Compstition Act was passed by both the Houses of Parliament in the Winter Session
of 2002 with the objective of preventing anti-competitive practices, promoting and
sudtaining competition, protecting the interests of the consumers and ensuring freedom of
trade. The objectives were sought to be achieved through a new regulatory body, the
Competition Commisson of India (CCl). However, some of the provisons of the Act and
the Sdection Rules framed therein were chalenged in Madras High Court and Supreme
Court. During the hearing before the Supreme Court, Government filed an additiona
affidavit proposing certain amendments in the Act to meet the concerns raised in the Writ
Petitions. Consequently, the Supreme Court closed the Writ Petition declining to
pronounce on the maiters argued before it, leaving open al questions regarding the
vadidity of the enactment to be decided after the amendment of the Act. Accordingly,
amendments to the Competition Act are under examinaion of the Government. These are
expected to be introduced shortly with appropriate approvals.

> NATIONAL FOUNDATION FOR CORPORATE GOVERNANCE (NFCG)

With a view to improve the standards in corporate governance, the Ministry of Company
Affars, dfter consultations with Industry Associations and professond inditutes, has set
up a Nationa Foundation for Corporate Governance (NFCG) as a not-for-profit trust on
1% October 2003 with the Ministry, Confederation of Indian Indugtry, Ingtitute of
Company Secretaries of India and Inditute of Chartered Accountants of India as
participating trustees. The NFCG has a three-tier dructure for its management, viz. the
Governing Council, the Board of Trustees and the Executive Directorate. The Minister of
Company Affars heads the Governing Council. Shri Narayaa Murthy is the Vice
Chairman.

The main objectives of NFCG are to provide a platform to deiberate issues relaing to
good corporate governance and to sendtize corporate leaders on the importance of good



corporate governance, Sdf-regulation and directiond  responsbilities to facilitate
exchange of experiences and ideas among corporate leaders, policy makers, regulators,
law enforcing agencies and nonrgovernment organizations, to provide research and
training, capacity building, sandard setting, rating, recognition and related support in the
fiedld of corporate governance, to prepare a code of best practices for corporate
governance and to provide advice, consultancy and technica and managerid support to
the beneficiaries of the Trudt's programme. Various activities have been undertaken under
the National Foundation for Corporate Governance which can be seen on its webste

http://ww.nfcgindia.org

> SIMPLIFIED EXIT SCHEME —2005

The Minigry of Company Affars Government of India had launched a Simplified Exit
Scheme — 2005 (SES-2005) which offered an easy exit route for companies which were
gther not functiona dnce inception or had ceased to be functiond and liked to
discontinue the business. The Scheme was in operation from 01% February 2005 to 31%
July 2005. The scheme was extended for one month till 31% August 2005. Companies
were required to file an gpplication dong with an afidavit, indemnity bond and a smple
un-audited financid satement. A totd of 26,000 companies (approx) have opted to avail
of exit under this scheme. Ingructions have aso been issued to dl the field functionaries
of this Minigry to ensure time-bound processing of the applications received under the
scheme. The Government is adso examining measures to ensure drict implementation of

datutory provisons againgt companies tha are not filing their statutory returns regularly.

> EXPERT _GROUP _FOR STREAMLINING THE PROSECUTION
MECHANISM UNDER COMPANIESACT, 1956 (VAISH COMMITTEE)

The Ministry congtituted an Expert Group on 4" May 2005 under the Chairmanship of
Shri OP. Vash, Senior Advocate, to examine issues rdding to dreamlining the
prosecution mechanism under the Companies Act, 1956. The Terms of Reference of the
Expert Group were as under -

i) ldentification of broad categories of offences for which cases filed for
violations of Companies Act, 1956 are pending and the period thereof;
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i) The reasonsfor excessive pendency where relevant;

i) Review of the Steps taken in the past to expedite disposal of these cases,
their outcome and the congtraints;

Iv) ldentifying ways and means through which disposd of these cases could
be expedited;

V)  Ways and means for expeditious disposd of cases of purdy technica
nature and workable mechanism to enable thisin a definite time frame

The Group has submitted its report on 19" October 2005 to the Ministry. The

recommendations of the Expert Group are under examination.

> STRENGTHENING AND ACTIVATING ENFORCEMENT MACHINERY
INCLUDING SERIOUS FRAUD INVESTIGATION OFFICE (SFIO)

Freedom dways comes with responshbility. The enforcement mechanism consding of
scrutiny, ingpection and investigation are very important tools through which the Ministry
keeps a vigil on the defaulters and violators and brings them to book. Strengthening this
mechanian, 210 ingpections and 23 investigations were ordered during the year 2004-05
as agang 46 inspections and 9 investigations ordered during 2003-04. The SFIO has been
functioning well and out of 30 cases referred to it so far, 6 have dready been completed.
Other cases are ill under investigation.

Scrutiny, ingoection and invedtigation mechaniam is being further strengthened to see that

defaulters are punished at the earliest. The process will get a boost once the MCA 21 e
governance project gets fully operationdl.

> INFRASTRUCTURAL REFORMS

In order to deliver the best services to the corporate world and other stake holders and to
effectively adminiger the regulaory mechaniam the following measures, among others,
are high on agenda of the Ministry for the year 2005-06:

Modernisation of office buildings, purchase/congtruction of new office premises a
the places wherever required.

Cadre restructuring of the Indian Company Law Service (ICLS), which mans the
core adminigrative machinery of the Minigry.
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