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ACT:

Practice and ‘Procedure-Interference by the Supremne
Court against interlocutory orders is permssible under Art.
136 of the Constitution only when ends of justice dom nate
and if public interest so dictates-Conmpany Law Board
inducting additional Directors wunder s. 408(1) of the
Conpani es Act-Hi gh Court cannot - stay the orders at the
interlocutory stage wunless there are good grounds to STRI KE
down the order. Benefit of reasonabl e doubt belongs to the
speci al i sed body.

HEADNOTE:

The Conpany Law Board by .its order dt. 17th Decenber,
1977 inducted several additional directors in addition to
the existing directors of the respondent conpany, under s.
408(1) of the Conpanies Act, 1956, since it~ was of the
opinion that the affairs of the conmpany in question "are
bei ng conducted in a nmanner which is prejudicial to - the
interest of the conpany and to public interest”. But the
Del hi H gh Court passed an ad interimstay of the said
orders, while adnmitting the wit Petition

Al'l owi ng the appeal by special |eave, the Court
N

HELD: Were repercussions are incalculable and the
basis of the direction, though interlocutory, is obscure,
the ends of justice donmnate and the Suprene Court may
interfere, if public interest so dictates under Art. 136 of
the Constitution. [736B]

(2) A conpany of considerable financial dinensions and
i nvol ved in operations using public resources as investnent
natural ly beconmes the concern not nerely of the Conpany Law
Board but also all of the econom ¢ process of the country.
The specialised body with responsibility to watchdog
corporate process is the Company Law Board. Wen it
i nvestigates and reaches a definite conclusion and makes a
consequential direction, it is entitled to prim facie
respect unless there are glaring circunstances to the
contrary. It may well be that the order of the Board nmay be
vitiated by infirmties, legal or other. It may al so be that
the reasoning of the Board and the factual foundation for it
is sound. In such situations acting at an interlocutory
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stage, the benefit of reasonable doubt belongs to the
speci ali sed body. |If there are good grounds to strike down

the order <certainly the H gh Court has jurisdiction to stay
its operation. [737D @

JUDGVENT:

ClVIL APPELLATE JURISDICTION: Civil Appeal No. 1501 of
1978.

Appeal by Special Leave fromthe Judgnent and Order
dated 18-1-1978 of the Delhi Hgh Court in Gvil Msc
Petition No. 1120-Wof 1977 and 109/78 in Wit Petition No.
585/ 77.

Soli J. Sorabjee Addl. Sol. General, Grish Chandra for
the Appell ant.

13-549 SCI /78
736

S. T. Desai, B. P. Maheshwari and Suresh Sethi for
Respondent No. 1.

A. K. _Senand Vineet Kumar for Respondent No. 2.

ORDER
An ad interimorder of stay passed by the H gh Court of
Del hi has been challenged before us in_ this appeal. W

shoul d have hesitatedto interfere with ~an interlocutory
order follow ng the usual practice in this Court. But, where
repercussi ons are i ncal cul able and the basis of the
direction; though ‘interlocutory, is ~obscure, the ends of
justice dom nate and we may interfere if public interest so
di ct at es.

Here is an order of the Conpany Law Board under sec.
408(1) of the Conpanies Act, 1956, which gives a wealth of
facts and a variety of reasons to support an ‘ultimate
di rection which runs thus:

"Since all the three conditions referred to in
sub-section (1) of sec. 408 of ‘the Conpanies Act, 1956,
are established on the facts and circunstances of the
case, the Conpany Law Board hereby appoint officers for
three years, in addition to the existing directors of
t he company: -

1. Shri B. M Kaul, Menber, Railway Board (Retd.) 5-

J-4 Jawahar Nagar, Jai pur.

2. Shri A K. Mazundar, Chief Secretary, Oissa CGovt.

(Retd.) 26/2, Dover Road, Apartnent- No. 4,

Cal cutta-19.

3. Shri P. K. Choksi, Senior Partner, Price Wter

house Pest & Co., B-4, Gllander House, Calcutta-

1
4. Shri S. K Mtra, President, Institute of Cost &

Wor ks Accounts of India, 14-A/6 Wstern Extension

Area, Karol Bagh, New Del hi-5
5. Shri P. A S. Rao, Fornerly President of the

Institute of Conpany Secretaries of India, G7/7,

Vasant Vi har, New Del hi.

6. Shri M C. Bhatt, Joint Secretary, Govt. of India

(Retd.) B-22, Defence Col ony, New Del hi-24.

7. Shri Triloki Nath Sharnmm, Busi ness Executive, 247,

Mohan Nagar, G T. Road, Sahibabad, Ghaziabad

(U.P.)

737

The Conpany Law Board direct further under sub-section
(6) of sec. 408 of the Act that Shri B. M Kaul will act as
Chai rman of the Board of Directors of the Conpany.

In accordance wth the order passed by the Del hi High
Court on 24th August, 1977, referred to hereinbefore the
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i mpl enentation of this order wll be subject to any order
that may be passed by the Delhi Hgh Court in the matter
pendi ng before it."

This order, which inducted seven additional directors
was based on the ground that the affairs of the conpany in
guestion "are bei ng conduct ed in a mnner which is
prejudicial to the interests of the conpany and to public
interest." The H gh Court, after hearing counsel on both
si des, passed a |l aconic order that:

"W consider that the proper order to be made, in
view of the circumstances of the case, is to stay the
operation of the order of the Conpany Law Board, dated
17th Decenber, 1977, except as regards Shri P. K
Choksi, Shri S. K~ Mtra and Shri P. A Rao, and also
to direct that the said three gentlenmen will not vote
at the neetings of the Board of Directors till the
di sposal of the wit petition. W order accordingly."

A company _of considerable  financial dinensions and
i nvol ved i'n operations using public resources as investnent,
natural ly becones the concern not nerely of the Conpany Law
Board but - also of the econom ¢ process of the country. The
speci alised body wth responsibility to watchdog corporate
process, is the Conpany Law Board. Wen it investigates and
reaches a definite conclusion and makes a consequentia
direction, it is entitled to prima facie respect unless
there are glaring circunstances to the contrary. W do not
wi sh to nmke any | observations on the nmerits of the matter
since the High Court is seized of the case. It may well be
that the order of the Board nay be vitiated by infirmties,
legal or other. It wmay also be that the reasoning of the
Board and the factual foundation for it is sound. In such
situations, acting at an interlocutory stage, the benefit of
reasonabl e doubt bel ongs to the specialised body. O course,
as stated earlier, if there are good grounds to strike down
the order, certainly the H gh Court has jurisdiction to stay
its operation. However, we find nothing stated in the order
itself indicating why the Hi gh Court prima facie thought it
necessary substantially to stay the operation of the Conpany
Law Board's order of i nduction_ of seven -persons as
directors. Nor have we any light regarding the total eclipse
of four directors and the partial eclipse of the other
three. Unfortunately, the inscrutable face of a sphinx does
not go well with the judicial process. \Watever mght have
been
738
the basis of the H gh Court’s order-we do not nmmke any
comments thereon-we are inclined to nullify the interim
stay. Qur inclination is explained by the prefatory
observations we have wearlier made in this  order. To
expatiate nore nmmy prejudice one side or the other. To
indicate this nmuch is obligatory to explicate ourselves.

There was sone argunent at the Bar about an order under
sec. 18AA of the Industries (Development and Regulation)
Act, 1951, and its inpact upon the order inpugned before us.
Maybe, by virtue of that appointnent, the entire conpany
cones under the control of the authorised person appointed
under that provision. It is not for us to explore here the
effect and inport of the order of the Central Governnent
under section 18AA and we desist fromdoing so. Al that we
need do and that we can do in the present appeal is to allow
it so that the Conpany Board' s direction in regard to seven
additional directors wll come into full force until the
final decision of the H gh Court. W allow the appeal

W may neke it <clear that the Ilearned Additiona
Solicitor General did assure the court that nothing which
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will stultify the two wit petitions before the H gh Court
will be done by the Conpany Law Board or the Centra
Covernment. W& hope the High Court will dispose of the case
very expeditiously.

Appeal al | owed.

739




