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Chairman: I have to tell you

and your colleagues that we have got

rule which says that the evidence

8. Shri R. P. Aiyer tendered before the Select Committee



shall be taken down verbatim and
published. I don’t think there would
be anything which you want us to
keep confidential.

Shri J. D, Choksi: I don't think it
is necessary.

Chairman: We are thankful to
you for your memorandum. It is
rather a technical matter and you
have covered a large number of
grounds. But we would like to have
a general statement from you, as the
leader of the delegation, on the parti-
cular aspects which you want to em-
phasise and there are certain clauses,
I take it, which you want to elucidate,
apart from what you have stated in
your memorandum. You can give a
general picture of thé more impor-
tant and salient points you want to
put forward here.

Shri J. D. Chokst: If you will per-
mit me, 1 will make a few introduc-
tory remarks. Since 1851 the indus-
try has complained that the return
which is provided under the Eleetri-
city Supply Act of 1948 was not suffi-
cient to enable the industry to obtain
the much needed capital for expan-
gloni. At that time we estimated that
the requirements of the industry for
expansion would be in the neighbour-
hood of Rs. 60 crores. Today, a rea-
listic estimate shows that it would be
Rs. 75 crores or more. The Act came
in 1948. In 1951 we represented that
the return of 5 per cent provided in
the law was too little. I may say that
when the Act came into force in 1948,
the original Bill, I think, provided
that there should be a return which
was linked up with the Reserve Bank
rate. I think the hon. Minister will
remember. ...

Shri Nanda: Yes, I remember.

Shri J, D. Cheksi: But we decided
ultimately, the Select Committee de-
cided ultimately, that it should be
deleted and gave a return of 5 per
cent. But, at that time, the bank rate
was 3 per cent. Subsequently, the
bank rate was increased to 3§ per
cent, and since 1951 the industry has
found the pressure for funds very

very grave. We have not been able
to meet our demands. Although this
Committee, if I may say so, are not
concerned with individual groups and
taking my own group as an example
we require funds very badly—that is,
the Tata Electric group—ior Lthe expan-
sion of the eleciricity suoply in the city
of Bombay and in the neighbourhood.
Although we were paying a return of
73 per cent. free of tax, as dividend, we
were unable to raise the funds and
ultimately with the Government of
India’'s backing, we were able to get
the major portion of our requirements
from the World Bank. We got about
Rs. 8 crores out of a total expendi-
ture of about Rs. 13 to 14 crores from
the World Bank.

Chairmtan: You got
locally. Is it so?

Shri J. D, Choksi: Yes. We have
been at the door-step of the-Ministry
for an increase in the rate of return
because without that we could not get
the funds required for carrying out
the objectives provided in .the Second
Five Year Plan for the electricity in-
dustry in the private sector. Today
the financial position is substantially
worse. I represent the industry here.
I am sorry to say that the introduc-
tion of the Bill in the flnal form that
it has taken plus the statement or the
industrial policy resolution of the Gov-
ermmment placing the Eleciricity indus-
try in the first schedule of industries,
namely, that in which the State will
be responsible for further expension;
and thirdly, the introductory remarks
of the honourable Minister in intro-
ducing the bill have presented a picture
in which, though ostensibly the indus-
try are given half a per cent, more in
return, in fact, as per the analysis of
600 and odd cases indicate@ by the
Hon'ble Ministry under the present
Bill except for 3 unitg all the others
will get less.

the balance

Chairman: Excepting three
Is it so?

Shri J, D. Choksl: Yes. All the
others will get less than they were
getting previously. I am not the one
to say that wherever there were defi-
ciencies in the old law you should

unitsz



not rectify them. There is one patent
lacuna in respect of interest on loan
capital. That position hag been......

Chairman: That is in the Sixth
Schedule. )

Shri J. D. Choksi Yes. That posi-
tion is sought to be rectified and rightly
rectified.

Shri Nanda: I don’t want to raise

the question whether the money will
be given back.

Shri J. D, Choksi: Please don't
raise it. With great respect I would
like to say that there are a number
of psychological factors which react
on the financial market which some-
times escape the attention of the
Ministry sitting in the sublime heights
of Delhi. To tell you frankly, the
position has worsened. The quota-
tions of shares on the Stock Exchange
in respect of Electrical Undertakings
have fallen precipitously since the in-
troduction of the Bill. A Bill which
was proposed to afford relief to the
industry has resulted in making the
investing public think that a share in
the industry is not a goad buy in the
Stock Exchange. I am telling thig to
You because I would like you the point
of view of the industrial or ‘o appre-
ciate the commercial ‘lasses of the
country. The Bill is comparatively a
small bill and I don’t think I will
take much time on the points with
which we are concerned—In addition
to the written representation. I would
like to say something and I wil cenfine
myself to what I consider to be the
important features of the Bill. The
first point I would take up 1s about
the commencement of the rew law
In the Elgctricity Bill the first provi-
sion is in regard to the time when the
law should apply. Under the Indian
Electricity Rules 1856, every Electri-
city company must make up its
accounts corresponding to the official
year, that is, 3l1st March. Some of
our companies are in the process of
switching over our accounts to the
new basis namely, to make them end
on the 31st March. In my own group
of campanies the year for the present

commences from 1st July. S, I
would make a suggestion that the
finaneial principles on the basis of
which accounts are prepared may
become effective from 1st April, 1857.

Chairman: Under Clause 2, accord-
ing to the Bill introduced, in Parlia-
ment, Sections 2,3, 4, 57.57A, 57B, 58,
76 and certain other sections on the
provisions of Sixth and Seventh Sche-
dules shall come jnto force at once.
Your objection is to the word ‘at
once’ and you suggest that it should
fit in with the pext financjal year.

Shri J. D. Choksi: I say that the
amendment to the Sixth Schedule
should come into force from the 1st
April, 1957,

Chairman: You have really no ob-
jection to some other sections.

Shri J. D, Choksi: No, not the
substantial provisions of the law
which are fair.

Chairman: You refer to the accoun-
ting and financial provisions that
should come into operation next year.

Shri J. D. Choksf: Under sec-
tion 55, today, the Govern-
ment—the State Electricity Board—
has the right to issue directions re-
garding the operation of generating
stations. Now, it is proposed to amend
this by seeking to make it applicable
to the whole wundertaking, under
clause 13. My point is this.” I do not
think it is intended that our electri-
city undertakings should operate
under the supervision of the Electri-
city Board. In the way it iz framed,
even if a company wanted to appoint
consulting engineers, we have to come
to the Electricity Board and get their
approval. Otherwise, they may say,
No. The Electricity Board has the
right to direct me whom I will appoint
as consulting engineer and whether I
should at all appoint a consulting en-
ginger. If I am a licensee and I have
a valid right to supply electricity over



a steted area, I should be free to run
my undertaking with a fairs amount
of discretion. The reason for the
earlier section was quite clear. In the
case of generating stations the State
wanted to pool the supply of electri-
city available in the territory and they
put in a clause to enable the Board
to give directions regarding the opera-
tlon of generating stations. My hum-
ble submission ig that this power
should not be extended because it is
going to raise a number of disputes.
If I have followed the present law, it
gives the Board power to give direc-
tion with regard to the wvoer ‘tion of
the station. The present Bill wants
to extend it to the undertaking or any
part thereof. It is much too wide.

Chairman: What is your construc-
tive suggestion?

Shri J. D, Choksi: My suggestion is
that you should retain the clause as
at present. It serves a deflnite pur-
pose. The expanded clause is far
too wide and indefinite. It enables
the Electricity Board to go into the
whole working of the company.
Apart from the financial principle, it
enables them to tell the company,
look here, you can’t appoint consult-
ing engineers. It does not allow them,
if they want, to manage their own
undertaking. This is a thing, which,
frankly is not in the interests of the
undertaking or of the consumers or
of the consuming public. We would
like to have a certain degree of auto-

nomy.

Chairman: This may cripple your
initiative and create complications.

Shri J, D. Choksi: My next point is
about the rating committee: I refer to
clause 14 of the Bill, section 57. That
has got to be read with para 1 of
Schedule VI. Under para 1 of the
Sixth Schedule, under the present
law, as we understand it, the under-

taking is entitled to change its rates
so long as it keeps within the return
which it is entitled to. Under the
Electricity Law, it is entitled to a
standard return, which is called the
reasonable return, of 5 per cent. on the
capital base. So long as its total clear
profits, as it is called under the Act, do
not exceed that reasonable limit, it
can vary the rates as it likes. Indi-
vidual companies very often made al-
terations in their rate structure—not
necessarily increases, but alternations.
Today, under the provisions of clause
57 which is introduced, a company
cannot increase its rates even though
the increased rates will still be with-
in the financial principles. First you
have to give two months’ notice to
the State Government, and when the
two months’ notice is given, Govern-
ment is entitled with the period to
appoint a rating committee to go into
the rate structure of the undertak-
ing and it is only when all this
is carried out and the committee
has made its report to the Govern-
ment and the Government has publi-
shed its orders on that, can a company
go ahead. With the result that it can
very well happen that a year’s inter-
val may lapse. The increase may be

" necessary due to factors entirely be-

yond the control of the electricity un-
dertaking. For instance, the price of
coal may go up or the railway freight
may be increased. The price of elec-
tricity depends on these. Our sug-
gestion is this. We do not want the
clause to remain unaltered. We are
prepared to accept the alteration in
this way. The company should be
free to increase the rates. If the
Government is not satisfled with the
increase, and if there is a violation
of financial principle it can refer the
matter to a rating committee and it
ultimately the rating committee
validly finds that the increase brings
return to the company beyond the
reasonable return, the company should
refund the excess to the consumer.
That would enable the companies to
develop their tariff policy in the way
they want to develop. If ultimately
they are found to have exceeded the
reasonable return, they would have to
refund the money to the consumer.



There should be no
accepting it.

Chairman: Under the present law,
you can increase it provided you do
not exceed the reasonable return.

Shri J. D. Choksi: Not only in-
crease, but no right is given to any
authority to appoint a rating com-
mittee unless there is a breach of the
provisions of the Sixth Schedule.

difficulty in

Chairman: Suppose we decide to
have a rating committee, you say
that it should not be a condition
precedent that their approval is abso-
lutely essential before you increase.

Shri J. D. Choksi: All that they can
do is to go into the whole structure
and if they find that we have exceed-
ed the return to which we are entitle-
ed, the company will be bound to re-
fund the money.

Chairman: Will the refund proce-
dure be difficult?

Shri J. D Choksi: Not at all. You
give them a rebate in the next Bill
and adjust. That is all.

Chairman: Is that all in regard to
section 57?

Shri J. D. Choksi: There are two
more points. One is a matter of cla-
rification and another a matter of
substance. The constitution of the
rating committee is a matter of sub-
stance. I am sure rating committees
have operated in some of the States.
They have taken a very long time
over it. This has actually resulted in
giving increases to the electricity un-
dertakings and the electricity under-
takings could not carry out the deci-
sions of the rating committee. The
consumers could not pay. Very often
an artificially long time has been
taken, serving no purpose. I suggest
that the rating committee should be
independent of the Electricity Board.
Today, it is proposed to have two
representatives of the Board, one re-
presentative of the Licencees’ Associa-
tions. We propose that there should
be one from both these and the third
should be an independent member
appointed by the State Government.

' ' T i
£ i
He may be a judicial man, it may be
an administrator or an electrical engi-
neer, or most likely, an accountant.

Chairman: You want Some pro-
vision for an appeal or revision from
the decision of the rating committee.

Shri J. D. Choksl: We want any
question of interpretation of the Sche-
dule or other provisions of the Act to
come to the Central Electricity Autho-
rity.

Before coming to section 57A, there
is a minor point. That is a matter of
construction of the law as it stands
today. A certain amount of confusion
has been caused and we would like
some clarification to be introduced in
the law. Para 1 of the Sixth Sche-
dule has to be read with section 57.
Today, all electricity undertakings
have interpreted para 1 to mean that,
notwithstanding any provision in their
licence which contains a maximum
rate fixed probably 30 years ago, they
were entitled to vary their rates in-
cluding an excess over the maximum
so long as they keep within the rea-
sonable return provided by the law.
That view has been accepted by the
Central Electricity Authority. There
has been one case in a High Court
which has proceeded, we consider, on
an erroneous interpretation of the
law which says that notwithstanding
that an increase in the rate will still
keep the return to the undertaking be-
low the reasonable return, none-the-
less, if an increase in the rates above
the maximum rate fixed in the licence
issued, not under this Act, but under
the Electricity Act of 1910, is made,
you cannot put that increase into force
without first getting the licence
amended. That view,. we want to
contest.

Chairman: That is the Bombay
High Court. I had a talk with the
Attorney-General. 1 was considering
this Schedule with the Attorney-
General in connection with the Baroda
Municipality case. You know it has
an electricity undertaking. An indus-
trial tribunal has ordered them to pay
bonus. You are not interested in
bonus. We discussed in connection



with a comparable provision which we
discussed in the Supreme Court. The
Attornéy-General ‘was critical of the
view which has been expressed by the
Bombay High ‘Court. Have you got
a copy of the judgment?

Shri J, D. Choksi: We have annex-
ed it.

Chairman: What do you want the
Select Committee to do?

Shri 3. D. Choksi: I want the in-
troduction of a clarification in the
Sixth Schedule para 1 upholding the
view of the Central Electricity Autho-
rity, namely, that the licensee would
be free to alter the rates above the
maximum so long as. ...ete, and shall
always be deemed to have had the
right.

Chairman: Look at para 1 on page
13. It is said:

“1. Noththstandmg anything
contained in the Indian Electnclty
Act, 1910 and the provxslons in
the licence of a licensee, the licen-
see shall be entitled to so adjust
his rates for the sale of electricity
whether by enhancing or reduc-
ing them (not more than once in
each year) that his clear profit in
any year of account shall, as far
as possible, exceed the amount of
reasonable return:”

Shri J, D, Choksi: I think that is
very clear for ‘the future. There are
a few cases of the past which are still
pending 'as a result of the Bombay
judgment.

Ohairman: This is meant really to
clarity that very point.

Shri J. D Choksi: Only for the
tuture. It could not have retrospec-
tive effect, as you know. It should
be stated that, it shall always be deem-
ed to have been entitled.

Chairman: You say that it is all
right for the fiture and to make it
rétrospective, some additional words
should be added,

Shri . J. B, Choksi: ‘Otherwise, there
are a few cases outstanding and it
will mean unnecessary litigation.

Chairman: I think Government has
been all along working on this princi-
ple.

8hri J. D, Choksi: The Bombay
judgment, with due respect, has not
beén ‘accepted by the Central Govern-
ment. Bat, it has been accepted in
some of the States.

Then, we come to clause 26 of the
Bill, Sixth  Schedule.

Chaliman: Please explain fairly in
detail what is the difficulty and what
you want ‘us to do.

Shri J. D, Choksi: I say on behalf
of the industry that we accept the
reduction which has been  pro-
posed in the excess over clear profit
from 30 to 15 per cent. Taking up in
the order of priority, we consider, if
we may say so with regpect, that the
limitation of the return to 2 per cent.
over the Reserve Bank rate..

Chairman: That is, definition of rea-
sonable rate.

You will now get two per cent.
above the bank rate. Formerly, it
was three per cent, and you got five
per cent.

Shri J. D, Ohoksi: Under the law
as it stands, even toddy, it is a straight
fixed reéturn of '56 per cent.

Chairman: That was on the basis of
the bank rate of 3 per cent.

Shri J. D Choksi: It was on no
basis.

Ohairman: That was the statutory
limit, but that was tlve -background.

I you will kindly see lines 24 to 26
on page ‘17, you will (find:

“‘tandarl rate’ in respect of
dny year of account means the
Reserve Bank rate ruling at the
béginning ‘Ut that year, plus two
per centum.”.

'‘&bri J. 1. Choksi: My suggestion .is
that it should be plus 2} .per cent.
and subject to a minimum.



Chairman: Could you give us some
cogent grounds as to why you want it
like that?

Shri J. D. Choksi: Yes,

Chalirmaa: The Minister tells me
that it was with great difficulty that
he could induce the Cabinet to accept
even this

Shri Nanda: It was as a result of
‘these calculations which I made that
«ould show that we got something for
the consumer by the removal of those
anomalies. Let me explain the posi-
tion.

About a yéar ago, there was some
kind of an award or something of
‘that sort, as a result of which a loop-
‘hole in the Act was exploited for the
purpose of getting interest on loans,
debentures etc., and also at the same
time including these as part of the
«capital base and getting five per cent.
there also. Thus, they were exploit-
ing the consumer; but the interpreta-
tion was in their favour.

When 1 was handling this, after
Ristening to everybody, I thought that
it was but proper and reasonable that
we give them half a per cent. more
“Then, 1 was asked, what the effect on
the consumers will be, and whether
if it was half a per cent. more, it
would not increase the rates that the
consumers will have to pay. Then, I
had a very extensive study made of
all those units, and found that what
we gain by plugging this loophole
would offset the effect of that in-
«crease.

As regards what Mr. Choksi has
pointed out, I would like to state that
this exploitation started only a year
ago. So, if we compare it with what
the companies were getting before
they started taking double the amount,
we shall find that all of them will be
getting half a per cent. more. It is
only recently that they got double,
which we are now taking away from
them. If you forget that period of a
few months, when they started taking
advantage of this loophole and in-
creasing their returns by beth the
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means, and compare it with the posi-
tion that obtained before, you will
find that all of them are going to
have half a per cent. more; all of them
are going to benefit.

Shri J. D, Choksi: May I make a
suggestion? Would you be prepared
to place a floor to this rate? You said
that it would be two per cent. above
the bank rate. Would the Minister be
prepared to accept not a ceiling, but a
floor, that is to say, that the rate
should not go lower than a certain
figure?

Shri Nanda: That means not less
than four per cent.; or what exactly
is it? R

Shri J. D, Choksi: Today, we are
getting five per cent. Could you give
us a floor of 5} per cent.?

Shri Nanda: We are giving a ceil-
ing of 5§ per cent.

Shri J. D, Cheksi: You are giving a
standard rate, not a ceiling.

Shri Nanda: Today, this is the ceil-
ing.

Chairman: If you are suggesting a
floor, then you are also thinking of a
ceiling. Otherwise, what is the point
in having a floor? What exactly do
you want here?

Shri J. D, Choksi: The point is this.
Today, the bank rate ig 33 per cent.
So, two per cent. added to it makes
5} per cent. as the operating rate.
Suppose, three years hence—of course,
it would not happen, but still—when
we have got capital on the basis of
53 per cent. return, suddenly the bank
rate goes down—because, as you
know, the bank rate is not due en-
tirely to economic factors, but due to
Government pegging it at that level
—then, what will happen?

Shri Nanda: The economic evalua-
tion of events in the future is that
there is no likeiihood of the bank
rate going down. It may go up, but



not go down. Every country is deve-
loping at such a tempo that the rate
is bound to go up. If the rate goes
down, then you can get cheaper
money, and you can repay your obli-
gations.

Shri J, D. Choksi: That is quite
true. If the bank rate goes :down,
then money would be a little cheaper,
but our past commitments arethere,
on which we have built up our block.

Shri Nanda: But the commitments
in terms of debentures or loans can-
not be for such a long term. '

Shri J. D. Choksi: With great res-
pect, I would sumit that it is not only
in respect of debentures and loans,
but also in respect of preference capi-
tal. Today, I have in my company,
preference capital on which I pay 8
per cent. return. I have to pay it, be-
cause that is what I bargained to pay
in 1926-27, when the bank rate went
to five per cent.

Shri Nanda: But preference capital
would be a small proportion of the
total capital.

Shri J. D. Choksi: 1 am only men-
tioning it. 1 do suggest—and that is
at least the Federation’s view—....

Chairman: But the bulk of the
capital must be equity shares.

Shri J. D. Choksi: 1 agree. But
equity capital has also been bought at
a certain time, when interest rates
were at a certain figure.

Shri Nanda: But there fluctuations
apply to everyone. Anybody who
goes in for enterprise knows that
there are risks, and there would be
fluctuations.

Shri J. D, Choksi: It may be that
the Committee feels that there is not
much substance in this. But I should
like to point out that the psychologi-
cal factor is considerable.

Chairman: 1 would like to tell you
that we are not unsympathetic, but
we want you to give us something
more than mere sentimental or psy-
.chological grounds, when you ask us
-¢o fix those rates. After all, it means
taxing . the. consumers.

Shri J. D. 'Choksi: May I say this?
Today, when we have to attract capi-
tal, we go and say, well, we can at-
tract capital on the basis. of two per
cent. over the bank rate. So, the in-
vestor knows that he is going to 'get
two per cent. over the bank rate,
whatever that may be. If I can give
am assurance to the investor that in
no case will the investor get less than
a certain percentage, it will enable
me to get more capital. That is all
that I am pointing out. It is not
going to ‘give me more money. It is
not goirig to make it cheapéer for me.
But it gives me a feeling that I can
convey some degree of assurance to
the man who is going to put’ money
into. my undertaking. That s all.
And if I may say so with great res-
pect, Parliament loses nothing;. if it
takes the view, as the hon. Minister
has just expressed, that the chances
are—and I entirely agree with him—
that in the future, the bank rate will
go up and not down, if it is going
to move in any direction at 3ll, then
there is no difficulty.

Shri Nanda: Then, theré is no need.

Shri J, D. Choksi: There, I differ
from you, with great respect. The
need is a factor of assurance, that is.
to say, a stabilising factor.

Shri Nanda: Is this not an assu-
rance enough that we are practically
guranteeing a certain profit, whereas.
in the other case, there may be a
person who may lose even the three
per cent.?

Shri J. D, Choksi: I do not want to
be laconical, but the industry as such
would prefer that there was no gua-
rantee at all, and they could charge
economic rates. Let us not -have it
both ways. :

Chairman: After all, it is a mono-
poly.

Shri J, D. Choksi: It is not a mono-
poly. We have got the electricity
boards operating all aver. It is not
a monopoly.



Shri Nanda: In the same area, you
do not have people operating.

Chalrman: You cannot have com-
petition.

Shri J. D, Choksi: There is.

[ now come to the development re-
bate.

Chairiman: Where have you dealt
with this in your memorandum?

8hri .J. D. Choksi: At page xi.

Chairman: You want this, instead
of 8} per cent.?

8hri J, D. Choksi: For, it is vitally
necessary to fix a ﬂpor.

Chairman: According to the latest
statistics, Rs. 36 crores is equity capi-
tal; preference share capital is only
Rs. 389 lakhs. And debentures are
only 1528. That means, practically 10
per cent. of the equity capital is pre-
ference capital.

Shri J. D. Choksi: Are you talking
of the whole industry?

€hairman: Yes.

Shri J. D, Choksi: I now come to
clause 26 (e) which begins at line 14
at page 14.

There are quite a number of pro-
blems regarding this clause. The
points that arise are these. First of
all, the clause says:

“There shall be created a re-
serve to be called the Develop-
ment Reserve to which shall be
periodically appropriated the
amount of the difference between.
the income-tax and super-tax
which would have been payable
by the licensee, if the Develop-
ment Rebate referred to....had
_not been allowed and the income-
tax and super-tax actually paid
by the licensee after making an
"allowance for such Development
Rebate.”.

) The first point is a minor one, that
is to say, that the words ‘actually paid’
should be really ‘actually payable’,

because the assessments are complet-
ed only long after.

Shri Nanda: We are revisiné that.

Shri J. D, Choksi: But there are
two other points of substance there.

The first provision is mandatory.
The objection I have to a mandatory
provision is this, and it is a rather
difficult income-tax question that is
involved. But, with your permission,
I shall deal with it, and it is _this.
Many companies in a period of deve-
lopment do not pay tax at all. Today,
in my group of companies, we are un-
dertaking very heavy expansions, and
as a result of the high depreciation
allowances we get for income-tax pur-
poses,—which are different from the
depreciation allowances fixed under
the Electricity Act; tax depreciation
allowances are much higher—no taxes
are paid or are payable for a long
period of time. If we are not paying
any taxes, the consumer gets the bene-
fit, because we are only debiting the
taxes when they are actually payable.

The ame_ndmerit I propose is this,
that while the provision should be
mandatory, there should be two ex-

ceptions.

Shri J. D. Choksi: One is that if in
any accounting year the clear profits
fall below the reasonable . return, the
amount to be appropriated to . the
Development Reserve shall be reduced
by that amount—we have dealt with
this at page 5. In fact, I take the
liberty of simplifying the matter by
this proposed draft, copies of which
I am just giving you for perusal and
examination. For the benefit of mem-
bers, let me read it out—this is the
way how we would like to have sub-

clause (1) of paragraph VA:

“(1) There shall be created a’
reserve to be called ‘the Develop-
ment Reserve’ to which shall be
appropriated in each accounting
year a sum equal to the amount of
jncome-tax and super-tax at
rates applicable to the assessment
year for which the accounting



year of the licensee is the previ-
ous year calculated on the amount
of the development rebate to
which the licensee would be en-
titled for that year under the
provisions of section 10(2) (vi
(b) of the Indian Income-tax
Act, 1922. Provided—

(i) If in any such accouting
year the clear profits fall below
the reasonable return, he
amount to be appropriated to
the Development Reserve shall
be reduced by that amount;

(ii) If in respect of any such
accounting year no tax is pay-
able or estimated to be payable
by the licensee for the corres-
ponding assessment year, then
no such contribution to the
Development Reserve shall be
made in respect of such ac-
counting year but shall only be
made in respect of any subse-
quent accounting year or years
in respect ef which taxes shall
become or be estimated to
become payable for the corres-
ponding assessment year or
years;

(iii) Notwithstanding anything
in this sub-clause or provisos
(i) and (ii) contained, a li-
censee shall be entitled to
spread any contribution to the
Development Reserve appli-
cable to any accounting year
over a period not exceeding
five accounting years (includ-
ing such accounting year).”

I shall just explain the need for this
very briefly.

On the first one, the alteration in
the body is alteration in language.
We feel that this is a little more ac-
curate because we deal with account-
ing years—that is the unit provided
under the law. The first proviso
merely says that if our clear profits
are below the reasonable return, then
we shall reduce the contribution to
the Development Reserve by the
amount of that difference so that in a
year when we cannot get even our
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seasuneble return, we should aot be
called upon to make a contribution te
the Development Reserve.

The second proviso is in some way
a more important amendment; it
ariseg in this way. For years when a
company expands its plant, and sup-
posing we are doubling the capacity
of the plant, for the first two or three
years of construction of that capacity
and its operation, the depreciation
allowances for income-tax purposes
are so high that it is conceivable that
no tax will be payable at all. Obviously
if no tax is payable, there is no point
in creating a Develepment Reserve,
because a Development Reserve re-
presents a tax-saving on the amount
which we are allowed in the Develop-
ment Reserve, namely, we are al-
lowed 25 per cent. on new plants in a
year and the tax-saving on that may
be 7 annas in the rupee. We are
allowed to deduct that as an expense
of the year and to set it up in the
Development Reserve. All we ask is
that if there is no tax payable, there
is no question of setting up a2 De-
velopment Reserve.

Shri Nanda: Does it not flow from
the clause itself?

Shri J. D. Choksi: It ought to flow.
It has not been provided. All I ask
is that we should not be compelled to
charge it as an expense and to set it
up in that year where there is no tax
payable.

Chairman: You have no objection
to VA(1) as it stands, printed at page
14, line 14 of the Bill, I think.

Shri J. D. Choksi: I have no objec-
tion in substance at all. The only
thing that we are objecting to is what
I have already told you.

Chairman: Supposing 1 make it like
this, subject to further discussion,
would you consider and let me know
your views:

“There shall be created a re-
serve to be called ‘the Develop-
ment Reserve’ to which shall be

appropriated annually an amount



calculated at the rates of income-
tax and super-tax applicable for
the assessment year, for which
the accounting year of the lic-
ensee is the previous year, an the
amount of the development re-
bate to which the licensee is en-
titled for that assessment year
under the provisions of clause
(vi) (b) of sub-section (2), sec-
tion 10 of the Indian Income-tax
Act, 1922.”

We shall give you a copy of this.

Shri J. D. Choksi: That is exactly
what we have put in in the body
except that the words are slightly re-
oriented.

Shri Nanda: We accept your sug-
gestion; we are going to give a proper
form to it.

Chairman; Shri Tulsidas Kilachand
sent us the amendment, and we
practically accept it.

Shri J. D. Ohoksi: The first proviso,
as [ said, desls with the pesition
where the clear profits fall below the
reasonable return.

Chalrman: You are opening your
mouth too wide.

Shri Naamda: That means that you
get that amount; because you have
not made good enocugh profits, you
get the advantage. Suppesing there
is no Development Reserve, nothing
of this kind would come in. You
would have in any case made less
than the reasonable return.

8hri J. D. Choksi;: I want to be put
in exactly the same position as 1
would be put today. That is all that
I want in proviso (i). I do not want
to claim an item of expense for the
Development Reserve unless I set it
up. I want to have the option not to
claim it as an item of expense if my
clear profits are less than the reason-
able return.

Shri Nanda: That is quite reason-
able.

Shri J. D. Choksl: Proviso (i) Is
even more important from my point
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of view. Al I say here is that in a
year in which there is a loss for In-
come-tax purposes, as a result of the
operation of the Income-tax Act
under which I get very high allowan-
ces for depreciation which are dif-
ferent from the depreciation under this
Act, I should not be compelled to set
up a Development Reserve. But as
and when my profits are sufficient
for the purpose and I can do it, I
should do it. That is all what I am
asking—a postponement of the crea-
tion of the Development Reserve.

Shri Nanda: All we are concerned
with is that the concession that is
being given should not be utilised for
the purpose of distribution or creat-
ing assets. If that is secured, then we
do not want to create difficulties in
your way.

8hri J. D. Cheksi: When you have
not got the money, how can you set
up a Development Reserve? When
there is no profit for income-tax pur-
poses, there is no Development Re-
serve.

Shri Nanda: If there is no profit,
there is no taxation.

Shri J. D. Choksi: If there is no
taxation, then there is no Develop-
ment Reserve. In the Income-tax
Law, what happens is....

Chalrman: Your point is that there
should be no guestion of your mak-
ing contribution to the Development
Reserve in that case.

Shri J. D. Choksi; Yes. In the
third proviso, we ask for option to
spread it over flve years. Suppose in
this year I am entitled to a Develop-
ment Reserve of a crore of rupees,
I should be able not to claim the
whole of it this year because it may
affect my tariff, because my consu-
mers are dependent on the tariff. Seo,
1 should like to spread it over a period
of five years. To that there could be
no exception.

Chgirman: That is all right.
item.

Next



Shri J. D. Choksi: On this Develop-
ment Reserve, as we are dealing with
it, there are two points. Under the
. Bill as it stands, the Development
Reserve is allowed as an expense, it
is set up as a Reserve, but any in-
vestments that you make from it do
‘not belong to the licensee. You are
entitled under the Bill to claim it as
- an expense for your accounts. There-
fore you get the benefit of it for that
purpose When you claim it, you
have to set it up as a Reserve and
you have got to invest that Reserve
in your business, but you will not be
entitled to earn any return on it. You
have to hand over the fund together
* with the investments you make on it
‘to the purchaser free. It means,
therefore, that today in many com-
panies one-third of their assets are
going to consist of Development Re-
serves. They have to take the risk.
You probably are in a far better posi-
tion than myself. I consider that
quite unconstitutional, because one
industry is deprived of the benefits of
the Development Reserve while every
other industry has got it. I am con-
cerned with a number of industries,
. steel industry, etc,- and we get a
Development Reserve which we can
invest.

Chairman: What you say is ' that
“this is not fair. But don’t you think
that if you are assured of a reason-
able return according to this scheme,
you should not utilise it for the pur-
pose of making more profit.

Shri Nanda: Would you rather do
- without this development reserve?
Supposing we neither give you that
rebate nor ask you to .create the re-
. serve if-you do not earn anything
would that be better?

Shri J. D. Choksi: It may be so.

Shri Nanda: Please consider tt'mt..

Shri J. D. Choksi: Here we are
asked to handle certain assets which
belong to the State and en which we
can earn no profit at all.

‘risks at all.

Shri Mohiuddin: How does it stand
on a different footing from other in-
dustries?

Shri Nanda: This is the one indus-
try which has been treated under
legislation in a particular way., We
have not got legislation for other in-
dustries which says that they will be
given a return of 54 per cent. income-
tax free. It comes to nearly 74 per
cent. to 8 per cent. Here is an indus-
try which can charge any amount
subject to the capacity of the con-
sumer to pay. It is in a monopolistic
position and we are regulating that.

They can charge the consumer up to

8 per cent. or so. In the terms of the
legislation it is 53 per cent. plus in-
come-tax exemption. To other in-
dustries which we want to develop
and which may be exposed to these
risks, where we have to encourage
the expansion with a certain incen-
tive, this does not apply. As a mat-
ter of fact, the decision that we were
going to take was that we need not
give the development rebate to this

-industry at all. Then we thought

that they wanted some money for ex-
pansion and, therefore, why not give
them. And, see the advantages they
will have. They say that they have
to raise -money at 64 per cent. and
get 54 per cent. .That means they will
lose one: per.cent or more which

-.they will have to make up out of their

reasonable return.  Here they will . be
getting money on which they run no
So it is an advantage
from the point of view of industrial
expansion and it does not tax the

" community ‘in any way which" is not
’ Justiﬂed

- Chairman: Mr. Choksi,  do you fol-
“ low my friend's question? You just
- let slip one word. “unconstitutional”.
- 1 take it that you meant “discrimina-
- tion” and wanted to point out that it

was not fair.

Shri J. D. Choksi: Yes. The hon.
Minister has taken the view that this
industry stands on a different footing
by legislation. He says that we get a



wirtual return guaranteed to us and
thexefore we are entitled to do this.
I may point out, Sir, that many in-
dustries are subject to control. The
steel industry is as much controlled
as this industry is. We have to
<charge controlled prices. For steel it
is fixed by the Tariff Commission to
the extent the Tariff Commission’s
recommendatiens are accepted by
Government. That control works in
exactly the same way as the control
on this industry. It is a return on the
«<apital base.

Shri Nanda: Do we control the pro-
fits on steel?

Shri J. D. Choksi: Yes. You take
the costs of the steel companies in
making steel. You also take their
capital base and then say what you
will give. It happens to be 8 per cent.
of the Gross Block. You agree to
‘give them 8 per cent. as their profit
on their capital base. You calculate
the price of steel on that basis.
Therefore, the companies can make
no more than 8 per cent. on their
capital base as their profit. That is
exactly  in the same position as our
dndustry. Instead of supplying steel
we are supplying electricity.” The
price to be charged is left " to our-
selves under the Electricity Bill. In
the steel industry Government fix the
actual price also. In that case it is a
further control. Not merely do you
contro! their profit, you also control
the price of every article that they
make. You only give them a fixed
return. From that point of view, if
anything, stéel industry is more fully
" controlled than electricity. Nonetheless
“the development rebate was intended,
* according to the ex-Finance Minister
when he introduced this measure, as
a measure of relief to the industry, to
give relief to the industry in view of
" the high costs of plants etc. He said:
' “We give you some bakshish, tax re-
lief on this 26 per cent. is a gift which
‘you can'invest in new plants”. That
is all that is there. So I say, do not
take away that gift from the electric
supply industry. We are badly hit as
- any other 'industry. Do not take
away ‘the gift from us.
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Shri Nanda: The simple answer to -
that is, here the intention - of the
legislature is to protect the consumer
in a certain way. It lays down cer-
tain limits. The law says that the
industry should not charge from the
consumers rates which will yield
profits higher than a fixed percentage.
The limitation on profit is for the
purpose of protecting the consumers.
If we change our ideas about the
nature and measure of protection that
the consumer deserves, then we may
allow the industry to charge higher
rates from the consumer. If owr
ideas remain the same, then we do
not want that the consumer should
pay anything more. That is onc
thing.

The other thing is, it is not the
consumer who is paying but it is the
Exchequer paying. You referred to
the ex-Finance Minister. When this
Bill was before the Parliament we
discussed it fully with him and he
was in entire agreement with our
views. He agreed that it was not
necessarily intended to be applied in
every case of industry. He agreed
with us that in this particular casc
whatever was being done through
this legislation entirely harmonised
with his view point.

Chairman: I have not myself ap-
plied my mind to the constitutional
aspect of it, but I am told that the
Law Ministry has gone into this as-
pect and they are definitely of opini-
on that there is nothing unconstitu-
tional. There cannot be any charge
of inequity unless the. conditions are
comparable. Here you are a special
class by yourself and, therefore, therc
is no discrimination.

Shri J. D. Choksi: I am 'not taking
a legalistic view. I am only asking
you to take a broad view. I appeal
to the hon. Minister to give us some
measure of relief. If he does not
want to give us full return, I request
him to give us some of it, otherwise,
is- it not rather unfair? Take the
case of my own group. I am going
to ' invest out of the development
reserve about Rs. 4 crores -over the



next five years. It is unfair that 1
should handle the whole thing free of
cost and hand it over to the pur-
chaser. I must get something for it.

Chairman: You mean, otherwise it
will be practically confiscation or
misappropriation.

What is all this at pages 6 and 7 of
your memorandum?

Shri J. D. Choksi: They are cal-
culations to show how the develop-
ment rebate works. We have simpli-
fled it by the amendment we have
put up.

We have also proposed another
amendment, adding a new clause, in
respect of De(erred Tax Reserve.

Chairman: What is this reference
you have made to the Taxation En-
quiry Cemmission?

Shri J. D. Choksi; They have re-
commended Deferred Tax Reserve.
Just to simplify I have made the pro-
posal to add a new clause after para-
graph V. The original Bill had a
clause for Deferred Tax Reserve. The
proposal is like this:

“There shall be created a re-
serve to be called ‘the Deferred
Tax Reserve’ to which may be
appropriated in each accounting
yvear such sum as the licensee
shall decide, but not exceeding
the amount of income-tax and
super-tax at rates applicable to
the assessment year for which
such acceunting year of the lic-
ensee is the previous year cal-
culated on the excess if any of
the clear profits of the licensee
over the income profits and gains
(hereinafter called ‘the income-
tax profits’) of the licensee com-
puted for income-tax purposes in
respect of such assessment year:

Provided that if and when the
income-tax profits of any assess-
ment year shall exceed the clear
profits of the licensee for the
corresponding accounting year,
then the licensee shall transfer
from the Deferred Tax Reserve

"

(up to the extent of the funds
therein) to the clear profits and
as part of such clear profits an
amount equal to the income-tax
and super-tax at rates applicable:
to such assessment year calcula-
ted on the amount of such ex-
cess.”

It simply means this. Today due
to the fact that the income-tax pro-
fits of a company are different from:
the clear profits of the company. As.
I explained depreciation allowances.
under income-tax are much higher. It
can happen that the profits on which.
we are assessed are very much smal-
ler than the clear profits which we:
earn in accordance with the financial
principles. All we say is, when that
happens, let as calculate the tax on the
difference between the two and put it
into a balancing reserve, so that later
on when a stage comes where the in-
come-tax profits are more than the:
clear profits, we can transfer it back.
The idea is to stabilise the rate struc-
ture over a period. Today, whenever
you have an expansion programme,
your taxes go down. When your taxes.
go down you have no tax to charge on
the consumer. Therefore you give a
certain tariff to the consumer. Im-
mediately the depreciation which you.
are allowed on the income-tax falls
the taxes go up. When you have
finished half the life of the asset you
will find that the income-tax profits
of the company are much moare than
the clear profits under the electricity
law. Then at that stage you have to.
put up the rates. What we want to
do is to provide a cushion 3o that we:
may use that cushion as a balancing.
factor for the tariffs over a given
period. That is all that we are pro-

posing.

Today, for instance, in my group
in the next five years we have to
pay no taxes. But that does not
mean that we are not going to pay
those taxes. It only means that they
are postponed.

Shri Nanda: The only fact is that
as development proceeds, your profits



also will increase and there will be
no difficulty; otherwise, the rates will
be increased today and we do not
want it to happen. Later on larger
profits will enable you to meet the
situation.. .

Shri J. D. Choksi: We have made a
calculation and it makes a difference
of 25 per cent.

Shri Nanda: I have told you the
view we have taken. Otherwise, im-
mediately the rates will increase and
the consumers will get upset, where-
as later on your profits will rise and
therefore you will have greater capa-
city to pay. If the rates are increas-
ed today, it will be difficult for the
consumers.

Shri J. D. Choksi: If profits
increase, it can only be because of the
increase in the capital base; otherwise,
the profits are not going to increase,
because the experience of well-estab-
lished undertakings is that the profits
will become diluted.

Shri Nanda: Your earnings will be
more and therefore your capacity to
pay the taxes and depreciation will
have increased. As far as the need
for reserve is concerned, today you
are in a better capacity to lay by
something; tomorrow you may not be
able to do it.

Shri J. D. Choksi: If profits go up,
the taxes go up.

Shri Nanda; Tax is part of the
profit; not the whole.

Shri Mohiuddin: He said he has
made some calculations; let us know
what it is.

Shri J. D. Choksi: We have ad-
dressed a letter to the Government
of Bombay on that topic in which we
have shown that it will make a diff-
erence of 25 per cent.

Chairman: What is worrying me is
that there should be no burden on
the consumer.

Shrl J. D, Choksi: There is no in-
tention to increase the rates today.
All that we want is this. Simply
because no tax is payable now, we do
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not want to reduce the rates prema-
turely and then later on pay it.

Shri Nanda: I want to know one
thing. If a reserve is created, you
will not expect again a return on that
reserve. It will facilitate our consi-
deration if that point is made clear.
You may consider it over and tell us.

Shri J. D. Choksi: The next point
is depreciation and dividend. I think
we have discussed this matter with
the Ministry. My suggestion is to
keep the law as it stands today and I
believe the Ministry is agreeable to
it.

The next point is the definition of
managing agents. There is a new
definition given in the Bill. I may
respectfully suggest that we may just
adopt the definition given in the new
Companies Act. If you look at page
15 of your Bill, it is said:

“(i) to paragraph XIII, the fol-
lowing Explanation will be added
at the end, namely:—

“Explanation: For the pur-
poses of this paragraph, the ex-
pression ‘managing agent' shall
include every person, by what-
ever name called, who is in -
charge of the management of
the undertaking and where
more persons than one are
placed in charge of the man-
agement of the undertaking,
the total remuneration payable
to all such persons shall not in
the aggregate exceed the limits
specified in this paragraph”.

If I may venture to criticise this
clause, the definition is far too wide
and vague. My suggestion is that the
definition given in the new Com-
panies Act may be adopted.

Shri Nanda: We will re-examine it

Shri J. D. Choksi: The next point is
about obsolescent plants. Under the
law as it stands today, when an asset
becomes obsolescent, you are not
allowed any further depreciation
charges on it and you are not allowed



te incur any expenditure on it. Para-
graph VII of Schedule Six of your
present law reads as follows:

“VII(1) Where any fixed asset
ceases to be available for use
through obsolescence, inadequaey,
superfluity or for any other rea-
son, it shall be described in the
books of the licensee as no longer
in use and no further deprecia-
tion in respect thereof shall be
allowed as a charge against re-
venue.

(2) The written down cost of
such fixed asset shall be carried
to a special account in the books
of the licensee and the amount
for which the asset is sold or the
amount of its scrap value when
actually realised shall be set off
against the amount so carried.

(3) The written down cost
which still remains to be written
off in respect of such fixed asset
shall be charged against the Con-
tingencies Reserve by equal
annual instalments from the year
of account in which the asset
ceases to be available for use as
aforesaid up to the date of the
next option of purchase of the
undertaking under the license or
up to the expiration of the pres-
cribed period, whichever is
earlier.”

This itself greatly reduces the
rights of a licensee, and now if you
propose to do something further, it
will affect the licence in regrad to a

plant which is half way through
its life and which for some reason
becomes obsolescent and is re-
placed by a new plant. Today

we are entitled to claim a return on
this, but we must take it out of our
capital base over a period of years
by writing down the cost. What is
proposed by the Bill is that the bur-
den of that cost should be on us, al-
though it is known that as time goes
on, certain plants become obsolescent
and require to be replaced with new
modern equipment. You must have
it one way. When you have fixed the
return, you must give us that return
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on the capital we employ. It is not
fair to adopt a different procedure
midway in the life of a plant. If a
plant is descarded after the tenth year,
to say that we should no longer treat
it as past of our capital base is not
fair. I would suggest that there is no
need to make changes in the existing
provision.

Chairman: What is the amendment
contemplated?

Shri J. D. Choksl: The amendment
contemplated is given at page 17 of
your Bill.

Shri Nanda: There is some sub-
stance in what he says; we will ex-
amine it.

Shri J. D. Choksi: I have nearly
finished. I have only one more point
on the interest paid out of share
capital. I have a note here. I will
pass it on to you.

Chairman: This note may be cyclo-
styled and copies may be supplied to
members.

Shri J. D. Choksi: I will briefly ex-
plain what is contained in it. In the
case of new undertakings, sometimes
it will take three years before the
new undertaking begins to supply
electricity.

Chairman: May be more.

Shri J. D. Choksi: Yes; may be
more. All that we want to provide
is that the interest incurred on the
capital which we have borrowed
during that period could be added as
part of the asset.

Shri Nanda: I think
consider this.

Shri J. D. Choksi: I have put it in
a clear form in this note. It may be
considered.

Shri J. D. Choksi: There is just one
point. If we incur a loss in any year,
we are entitled to carry it forward to
the next year and consider it as part
of the expenditure. Supposing we
are unable to supply electricity at a
profit, under the law as it stands
today, we incur a loss because it may
be that when you start an undertak-

we should



ing, the quantity of electricity you
supply is so small, that the cost possi-
bly is much and you cannot fix an
economic rate. So you charge a
lower rate. Now, under the law as it
stands today, we can carry forward
the loss to the next year and absorb
them as part of the expenditure of the
next year. We want that position to
continue.  The Bill provides that
such losses cannot be brought forward
except to the extent that the Govern-
ment allows them. We do not see
why this is necessary.

Chairman: We will look into it.

Shri Sadhan Gupta: Your complaint
is that the regulations imposed by the
Sixth Schedule do not enable you to
expand your undertakings. Do you
mean to say that your depreciation
allowances, which are permitted under
the Sixth Schedule, namely, the de-
preciation allowance allowed by the
income-tax law, plus the contingency
reserves plus the new development
reserves that are being created, all
that together will be insufficient for
undertaking any work of expansion?

Shri J. D. Choksi; Yes, Sir. My
answer to that is let us be clear as to
what we actually mean. What is
money? We have got to see what is
the money coming to the undertaking.
It is true that the depreciation allow-
ance which we gain under the finan-
cial principles come to us and that is
a saving. But the accepted theory of
all depreciation allowance is this, that
these allowances are given to you to
enable your plant to be maintained
over a period of years at the original
capacity. In other words, large blocks
of the plant get old and we have to
replace them. I have not heard of de-
preciation allowance ever been con-
sidered sufficient for expansion of an
undertaking, particularly in the
modern world when the cost of a new
plant is several times the cost of simi-
lar plants previously. That in my
humble opinion is the answer to that
question. Today if we take all the
depreciation allowances, we cannot, at
the end of the life of the existing unit,
replace that unit by a unit of the same
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capacity except with additional funds
for, as you know, the total deprecia-
tion allowance cannot exceed hundred
per cent. except that the development
rebate gives a further 25 per cent. So,
it can never by any stretch of imagi-
nation be argued that the depreciation
allowance is sufficient to enable you
not merely to replace but expand. I
have never heard that. If the hon.
Member would say that we can get
the funds, we will be too happy to
utilize them.

Shri Sadhan Gupta: I put to you
three items—depreciation allowance,
contingency reserves and the develop-
ment reserve.

Shri J. D. Choksi: First of all, we
are not entitled to utilize the contin-
gency reserve in that manner and fur-
ther it is a very small amount. It will
not be more than 5 per cent. of the
capital basic and that contingency re-
serve you are not allowed to invest
in the business under the financial
principles.

Shri Sadhan Gupta: ‘“‘expenses on
replacement or removal of a plant
other than the expenses required for
normal maintenance or renewal”,
those are the items for which the con-
tingency reserve can be used, isn’t it?

Shri J. D. Choksl: Yes, Sir.

Shri Sadhan Gupta: I am not very
much familiar with these things
naturally. I am asking you for a
clarification.

Shri J. D. Choksi: Then the answer
is very simple. The whole of the con-
tingency reserve can only come up to
5 per cent. of the capital base, over
the whole life of your plant. So, na-
turally, the total amount of the fund
at any given moment in the life is
perhaps 2 to 24 per cent. This is com-
pletely inadequate for apy purpose
and as the section itself says it can
only be used for expenses on re-
placement or removal of a plant or
works other than expenses requisite
for normal maintenance or renewal,



for which no other provision is made.
I can assure Mr. Gupta that this con-
tingency reserve can never be utilized
at all because normally these condi-
tions are never fulfilled.

Chairman: I find that the total
fixed capital of undertakings is
Rs. 17,389 lakhs and the contingency
reserve is only Rs. 135 lakhs.

Shri Sadhan Gupta: What is the
amount of your development reserve?

Shri J. D. Choksi: It is very small,

Shri Sadhan Gupta: Under the
scheme of clear profits, you would
agree that the return allowed to you
as reasonable return would really
amount to about 8 per cent. of the
capital base subject to payment of
income-tax, is it not?

Shri J. D. Choksi: That is correct

Shri Sadhan Gupta: Usually, in big
compaines the capital base is about
perhaps three times the paid-up capi-
tal which is being invested in the
business, is it not?

Shri J. D. Choksi: No. The reason
is that you have to take the cost of
depreciation. It is true that for a
company which is in existence for 25
years the capital base would probatly
be about double. But that depends
upon how you finance it. You may
finance it through debentures and that
is also equally capital. If this com-
mittee is good enough to allow us 8
per cent., subject to tax we would
prefer that because very often we get
only 5 per cent.

Shri Sadhan Gupta: So, in many
cases you would be unable to pay a
dividend of anything between 16 to
25 peg cent. of the paid-up capital?

Shri J. D. Choksi: I can only ans-
wer from my own example. We are
supposed to be a most prosperous
unit in the whole industry and we pay
74 per cent.
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Shri Sadhza Gupta: It is not a
question of what you pay, but what
you are able to pay.

Shri J. D, Choksi: 1 am not able to
pay more. I have to dip into my re-
serves if I am to pay more.

Shri Sadhan Gupta: I am not con-
cerned with the proportion of your
paid-up capital to the capital base. I
am speaking from the experience of
the Calcutta Electricity Supply Cor-
poration which I had been able to
gather for conducting a case on behalf
of the workers of that company. The'r
capital base seems to be about three
times the paid-up capital.

Shri J. D, Choksi: If 1 may say so,
that can be easily tested by study of
the statistics of the industry as a
whole. You will see from a study of
the statistics of the industry as a
whole that the average reutrn could
not be more than 6 per cent. of the
original capital, some of which was
subscribed as far back as 1920 or 1031.
So, I don’t think your point holds good.
It may be that occasionally you come
across a small company with a very
prosperous environment, which is able

. to build up a large capital base and

give a very good return to the share-
holders because they carried out most
of their expansion before the hon.
Minister came. with the Electricity
Bill.

Shri Nanda: We have got the
figures of a few concerns; they are
10 per cent., 74 per cent., 6 per cent.,
5 per cent., etc. of the paid-up capital.

Shri J. D. Choksi: Where you get
10 per cent. or more, you will find
that that undertaking has not expand-
ed or was set up a long time ago.

Shri Nanda: That is, they have built
up reserves of a much bigger size....

Shri J. D. Choksi; ...... and which

have no expansion.

Shri Nanda:
expansion.

They have no recent



Shei Sadhan Gupta: Expansion
ultimately goes to the capital base.

Shri Mobhiuddin: You have suggest-
ed that the companies may be allowed
to raise the tariffs and then the rating
committee be appointed and if the
rating committee finds that the rise
proposed by them and actually en-
forced by them is not reasonable, the
excess amount will be refunded. Now,
that refunding business is not liked
by the consumers, as far as I
understand myself as the consu-
mer of electricty in a small way.
So, is it not reasonable that Gov-
ernment should make it a condi-
tion by appointing a rating com-
mittee that they should submit the
report within a reasonable period?
What objection you have got to that
reasonable period? Of course, reason-
able period may be different accord-
ing to the size of the undertaking.

8hri J. D. Choksl: My view on that
is simply this. With the best will in
the world and even with co-operation
between the company and the rating
authority and Government and the
electricity board, there will be a delay
of approximately a year and it is
unfair to expect the companies which
have to pay the extra cost to wait for
a year before they can increase the
rate. They have no right to increase
the rate retrospectively. They can
only increase the rate prospectively.
So, it may be that we have to wait
for a whole year or possibly more.
So, all I would say is, after all, the
only increase we can make is the in-
crease permitted by the law. We can
only increase so that our reasonable
return is maintained at 5 per cent.
We cannot increase beyond that.

Shri Mohiuddin: If the rating com-
mittee finds that the rate was unrea-
sonable, what is the remedy?

Shri J. D. Choksi: We have to re-
fund the money and pay the cost of
the whole enquiry. I think that would
be fair enofigh.

Shri Mohiuddin: About the ‘deferred
tax proposal you have promised to
.give us a note.
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Shri J. D. Choksi: Yes, I will,

Shri Mohiuddin: I would like one
point to be clarified. As the hon.
Minister has stated, if deferred tax is
allowed, the rates will go up and the
consumer will suffer. But you as-
serted that if this proposal for
deferred tax is allowed, the rates will
not go up. Now, that is rather con-
fusing to us in many ways. You have
simply stated that the rates will re-
main as they are at the present
moment. But this will only enable
you to set aside a certain amount
to accumulate certain reserves for
the payment of higher taxes that
will come later on, when the profits
are more. That is, if, at the
present moment, on account of the
expenses that are allowed by the
schedule for the cost of production
and if one more item is added to the
cost side of the account, it will
naturally add to the cost and will
raise the tariffs. Don't you really
think that it would raise the tariffs?

Shri J. D. Choksi: I think there has
been a slight misunderstanding.
Maybe, I have not made the position
clear. I thought I said so when I was
dealing with development reserve.
But I am prepared to discuss it on
both fronts.

Shri Nanda: We are on deferred
tax.

Shri J. D. Choksi: About deferred
tax, I say that I never made any such
remark. I made it about develop-
ment fund. I do not maintain that
position. But I am in fact confident
that even with regard to deferred
tax, the rates will not go up.

Shri Nanda: The question arises:
Will you charge more?

Shri J. D. Choksi:
more.

I won’t charge

Shri Nanda: You will take out more
for the purpose of......

Shri J. D. Choksi: May I say this?
When we collect our clear profit, we

. know that we have to pay tax on it.

one day. The income tax profit may



be very much less than clear profits
and we want that tax saving, not to
be lost but to be put in a reserve. We
are going to pay it out some day,
though not today or tomorrow. There-
fore, we call it reserve.

Shri Nanda: This is a new modifica-
tion of that thing and we have to
understand its implication.

Shri J. D. Choksi: I thought I said
that in my remarks.

$hri Nanda: That was not clear.
We have to examine this.

Shri J. D. Choksi: In fact we can
give an assurance to the Ministry that
we will not increase the tariff.

Shri Nanda: It changes the whole
aspect.

Shri Rane: You say that ag soon as
the Bill was introduced, the shares
have fallen. Do you want to say
that the shares of only these concerns
have fallen, and not others?

Shri J. D. Choksi: I want to say
this. On the contrary, shares of other
undertakings have gone up and the
prices have gone down only in res-
pect of electricity undertakings. Elec-
tricity shares had a steady decline in
the last one year.

Shri Rane: What js the percentage?

Shri J. D. Choksi: It is 20 per cent.
That makes a big difference. After
all electricity share is considered next
to Government paper gilt-edged be-
cause the return here is stabilised.
There has been no large increase and
no reduction. The dividend has been
steady.

Shri Nanda: That situation {s not
altered now.

Shri J. D, Choksi;: You are an opti-
mist. I am probably, constitutionally,
a pessimist.

Chairman: Are they now going up!?

Shet J. D. Choksi: The shares of
my own company which were
Rs. 1,600 are now quoted at Rs. 1,205.

Chairman: What is the trend now?

Shri J. D, Choksi: It is still down.
Perhaps, after the Select Committee’s
report, it may go up..

Shri Nanda: We will see that the
Select Committee does a good job in
the interests of the companies. I will
say that.

Shri Rane: You have also said that
the undertaking is unable to raise
funds.

Shrl J. D. Choksi: That is true.

Shri Rane: May I know how many
concerns have gone to the market for
raising funds at least during the last
flve or ten years?

Shri J. D. Choksl: I can talk only
from my personal experience. When
we undertook Trombay expansion
scheme—it is a part of Bombay—the
total aggregate cost, including a new
distribution system, was about Rs. 13
to 14 crores. We approached the stock
exchange and stock brokers to find
out how much money they could give
us by issues of capital particularly as
we were paying 7¢ and representing
about 20 per cent. of the total elec-
tricity industry in the country. All
the brokers have advised us that we
would fail if we invited more
than about 1/56 of the total amount.
What we did was this: We bor-
rowed the bulk of it and after we were
able to confirm our borrowing, we
went to the stock exchange and bor-
rowed 1/5 of the total cost which
came to about Rs. 3 crores.

Shri Rane: I can understand about
the Tatas. That is a big amount. May
I know of other concerns?

Shri J. D. Chokal: I think the Min-
istry has got the necessary data. I
believe that particulars in respect of
75 companies have been given to the
Ministry.

Shri Nanda: Doeg this difficulty
apply to others?

Shri J. D, Choksi: Quite as much.



Shri Rane: From the statistics, it
appears that out of 290 companies or
concerns, about 50 per cent. are get-
ting profits. The Hon. Minister has
stated that some concerns pay actual-
ly upto 10 per cent. dividend on the
share capital. So, don’t you think this
is reasonable?

Shri J. D. Choksi: I think 10 per
cent. is a reasonable dividend. But I
should like to .add that 10 per cent.
is being paid in respect of long-estab-
lished companies as a result of their
not distributing profits in the old days
and reinvesting it in the business.

Shri Rane: You mean companies
which have not expanded?

8hri J. D. Choksi: Companies which
‘have not substantially expanded in
Tecent years.

Shri Bishwa Nath Roy: May I know
the proportion of your paid-up capital
in relation to the authorised capital?

Shri J. D. Choksl: May I say that
this would not give you a fair picture.
Many companies start with a large
-authorised capital. It is only a paper
entry. There is no intention to raise
that capital. So, the real capital you
should look at is the subscribed capi-
tal.

Shrt Bishwa Nath Roy: In spite of
the fact that your industry has less
Tisks in comparison with other indus-
tries, even then you said that your
shares are coming down. What is the
reason for that?

Shri J. D. Choksi: I tried to give
the reason. The reason is partly real
and partly psychological. There is a
feeling that this industry will not be
allowed to make large profits. When
people think of investing some money
in an industry, they hope the shares
will appreciate in value. But when
returns are fully controlled and re-
turns are not allowed to increase
and rates of interest are going
up, the tendency for these shares
is to depreciate. When the pro-
visions of the Bill are publish-
ed as reducing the profits of the com-
pany and, therefore, reducing the cost
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to the consumer, it naturally has some
dampening effect on the investment in
this group of shares.

Shri Bishwa Nath Roy: Don’t you
think that you have good security in
the industry while other industries
have not so much?

Shri J. D. Choksi: In this socialist
pattern, there is no feeling of security.

Shri Kasliwal: You have said here
that your main objection is to the VI
Schedule. What is your objection to
the VI Schedule coming into force
immediately?

Shri J. D. Choksi: If you want these
financial principles to operate from
now, they will be operating over a
broken period of a year and it will be
dificult to work any such flnancial
principles. 1 may say that when the
Electricity Bill of 1948 wag first in-
troduced, the financial principles
were applied to the next succeeding
year of each licencee.

Shri Kasliwal: With regard to
clause 18, about undertaking, you
have said that the original position
should continue. But at the same time
in your memorandum you have given
an exception with regard to trans-
mission lines.

Shri J. D. Choksi: We will stand by
that.

Shri Kasliwal: When we were dis-
cussing clause 14 and when certain
questions were put to you, there was
a reference to refund. Can you give
any instance where any company has
given any refund?

Shri J. D. Choksl: Many companies
have done it.

Shri Kasliwal: Can’t you give one
just now?

Shri J, D. Choksi: If you want we
can give you a list.



Shri Kasliwal: You were talking
about deferred tax. I understand
from your memorandum as well as
from what you said that this is alto-
gether a new decision you have taken,
because it does not appear at all in
your memorandum. Is that so?

Shri J. D. Choksi: This Electricity
Bill was first published in 1954 in a
different form. In that Bill there was
a provision for this deferred tax. Then
later due to some difficulty—mainly
technical—it was taken out by the
Ministry. All we seek is to keep it
to enable ug to balance our tariff over
a period of years...... ‘e

Shri Kasliwal: What I say is that it
does not appear in the memoarandum.

Shri J. D. Choksi: If you see page
No. viii of our memorondum, some-
what in the middle of the page you
will find this. It is stated there:—

“The Federation must also ex-
press its disappointment at the
Bill taking no notice of the Indus-
try’'s previous proposal that
Undertakings should be given the
option to take account of the
Deferred Taxation liability aris-
ing from different rates of depre-
ciation under the Electricity
(Supply) Act and the Income Tax
Act—a point which has also been
discussed by the Taxation En-
quiry Commission in its Report.
The Taxation Enquiry Commis-
sion has suggested that the Elec-
tricity (Supply) Act should be
amended so as to permit under-
takings “to put into reserve any
extra surplus that they get as a
tax relief on account of the
initial extra depreciation allow-
ances”.

Shri Kasliwal: I have drawn your
attention to the new clause you pro-
pose to add.

Shri J. D. Choksl: I have given a
separate clause.

o

Shri Kasliwal: I do not find it here.
Similarly, with regard to your re-
placement of sub-clause (1) of clause
5(a), I do not find it in your memo-
randum—the proviso that you have
given. _

Shri J. D. Choksi: All the ideas
which we have embodied in the pro-
viso are argued out inh the memo-
randa. We have provided deferred
taxation reserve in our own com-
panies. We had appealed to the Cen-
tral Government to allow us to do so;
and the Central Government accept
that it is perfectly within the
sphere of the State Governments
under the clause dealing with special
appropriations to allow special appro-
priations of this character. We have
actually endeavoured in practice to
provide for these deferred taxation
reserve. But the State Governments
have now taken the view that we
must have an express provision in
the Act before we can allow it.

Shri T. Sangannma: What will be
your opinion in case the consumer’s
price of electricity is made uniform
throughout India as in the case of
steel, sugar and cement?

Shri J. D. Choksi: Well, Sir, I would
like to say that obviously we can't
have uniformity in different cate-
gories of consumption. For instance
you can’t ask the company which
manufactures cloth and which uses a
very large quantity of electricity to
pay the same rate as the person who
uses electricity in his home for light-
ing purposes. It could not be done.

Shri T. Sanganna: Why is it pos-
sible in case of cement, sugar and
steel?

Shri J. D. Chokst: The only answer
I can give is this: there is no such
disproportionate consumption of
cement and other things as there is in
electricity. .. A single textile mill
can take up the load of 1/10th of the:
whole city. As a mater of fact, in
our case a single textile mill takes
up the whole of the consumption load
of electricty lights in the city of
Bombay:



Shri Nanda: May I know what kind
of uniformity is being referred to.

Shri T. Sanganna: It is uniformity
of the Consumers as well as the
regions.

Shri J. D. Choksi: It will be impos-
sible to devise a system which is the
same for every type of consumer. It
is recognised that there are two main
types: one is what is called power
consumers that use it for manufactur-
ing and industrial purposes and the
other which uses it for lighting pur-
poses and it is always recognised
that domestic charges are higher.

1666 LS—4
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Chairman: I thank you on behalf of
the members and on my own behalf
for the very clear exposition that you
have given. You may also please
give us any memoranda to supple-
‘ment what you have said.

Shri Nanda: For example, about the
deferred taxation reserve.

Shri J. D. Choksi: Yes, I am much

obliged to you and the Committee for
the patient and friendly hearing given.

(Witnesses then withdrew)
(The Committee then adjourned)
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Spokesmen.: Chairman: We have just gone
1. Shri H. K. Ramaswamy through your memorandum but be-

.2, Shri 8. Venkataraman tore I take up the matter it is my duty



to read out to you one rule which
governs all select committees on Bills.
It reads like this:

“When witnesses appear before
a Select Committee to give evi-
dence, the Chairman shall make
it clear to the witnesses that their
evidence is to be treated as public
and is liable to be published un-
less it is specifically desired that
all or any part of the evidence
tendered by them is to be treated
as confldential. It should be ex-
plained to the witnesses that even
though they might desire their
evidence to be treated as confiden-
tial such evidences will be made
available to the Members of Par-
liament.”

I think there is no question of any
portion of your evidence being re-
quired to be treated as confidential.

Witnesses: No.

Chairman: Now. kindly elucidate
your points, the points on which you
want to draw the attention of the
Committee. You have raised only
two points. One is about your diffi-
culty to raise capital.

Shri Venkataraman: As we have
stated in our example, the difficulty
is this. The interest rate that we give
out is higher than the standard rate
which is given to us.

Chairman: You are pointing out the.
difficulty in smaller undertakings. Do
you admit that in the bigger under-
takings they can raise capital at 4i
per cent.

Shri Venkataraman: This is in the
Madras State.

Chairman; Can you give ug an idea
as to how many bigger undertakings
are there and how many are smaller
undertakings? Can you tell us as to
what percentage it will be? It will
be difficult for us to say that simply
because a few small undertakings can-
not raise capital......

Shri Venkataraman: What I say ap-
plies to bigger undertakings in Madras
State or even down in South India.
There is only one South Madras Elec-
tric Supply Corporation whose total
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capital as well as paid-up
comes to about Rs. 1 crore.
other companies in the south are
smaller. At the most, the total capi-

tal employed will be between Rs. 80
lakhs and Rs. 40 lakhs.

capital
All the

Chairman: And, they cannot raise
money even at 4} per cent.

Shrl Venkataraman: Even the big-
ger undertakings are paying a higher
interest rate—6 to 63 per cent. We
have got preference shares which is
6% per cent. tax free and also deben-
tures at 6 per cent. tax free. Those
things will be affected by the Act res-
tricting the interest rates paid out of
capital by disallowing it as expendi-
ture. We have also stated that in the
case of preference shares where we
are paying fixed dividends, that should
also be treated as expenditure for
purposes of excess over reasonable
return because we issued those pre-
ference shares a long time back and
the legislation has come today restrict-
ing the dividend.

Chairman: What is the proportion?
How much is your preference share
capital?

Shri Venkataraman: The preference
share capital will come to about 25 per
cent. of the whole industry.

Shri Nanda: It won't be so for the
whole industry.

Chairman: The All India average
is only 10 per cent. or even less than
that.

Shri Nanda: For the industry in
Madras as a whole, what will be the
position.

Shri Venkataraman: It is less than
10 per cent. if you take the capital.
If you also take the loans,....

Shri Nanda: I am taking out the
loans.
Shri Venkataraman: Pr;.terence

shares must be about 20 to 25 per cent.
I do not have the actual records here;
we shall be able to confirm it later on.

»



Chairman: You want us to consider
.deletion of loan capital from the capi-
tal base, is that so?

Shri Venkataraman: Yes.

Chairman: You also want the Inte-
rest to be paid on any loan or de-
benture to be treated as an item of
expenditure.

Shri Venkataraman: With the sti-
pulation that the interest rate must
be one approved by the State Govern-
ment. I agree that it will be really
dificult to distinguish in law between
a small company and a big company.
If we propose a general procedure
which will be applicable to all com-
panies then such a difficulty can be
overcome. What I say is, supposing
there is a higher standard reasonable
return for the first 10 lakhs to 15 lakhs
at 6 per cent. or 63 per cent. over the
standard rate which you are going to
fix now, if that is given to the first
15 lakhs, whether it be Tatas or any
other bigger undertaking, the first
glab is availed of by every undertak-
ing and you will be able to overcome
the difficulty and also allow the small-
er undertakings to have their share.

Shri Nanda: In every case Wwhere
there is a preference capital, there is
the calculation of profit subject to tax.
Supposing you are paid an interest at
the rate of 6% per cent. then you de-
rive a certain surplus and that is sub-
ject to tax. In this case this surplus
is not subject to tax. Therefore, a
person in any other industry who is
borrowing at the rate of 6% per cent.
he is in a much more disadvantageous
position than a person in the electrical
jndustry, where a similar borrower of
capital is going to earn 53 per cent.
free of tax which means that he will
have a gross earning of 6} per cent.

Chairman: Ordinarily, he is subject
to two liabilities, a higher rate of in-
terest and taxation imposed by the
State. You are exempted from one.

Shri Venkataraman: The other in-
dustries, however, are not regulated by
an Act like this.

Shrl Nanda: It may not be, but the
thing is, you will not borrow at this
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rate. It is not going to pay anything
at the expense of the company, if you
consider the fact that the surplus will
not be liable to be taxed. In the other
case, it could be.

Shri Venkataraman: Actually, the
tax payment is notional. Suppose, 6}
per cent. preference shares is issued
tax-free, hitherto, from the inception
of the company say, from 1935-36 up
to 1956. The shareholders have been
receiving this all right.

Shri Nanda: That is a
point.

Shri Venkataraman: Therefore, to
overcome that, if the standard rate is
fixed at half per cent. over the rate
which you are going to fix here for the
first Rs. 16 lakhs of the capital base,
it will tide over the difficulty of the
smaller undertakings.

different

Shri Nanda: Are you a member of
the Federation? .

Shrl Venkataraman: Yes; we are.

Shri Nanda: They have not accept-
ed this point of view.

Shri Venkataraman: Not that, Ac-
tually, the Federation hag given all
the points, Wherever they have failed
in the smaller undertakings, I thought
it better to reinforce it here. That is
why we have restricted our points
only to those two. There again, I
wanted to make a distinction between
the loan capital availed of from the
Board and the loan availed of from
ather sources. We wish to have one
per cent. as reasonable return on loan
capital employed, because, so far as
my knowledge goes, I do not think any
Board has yet advanced money to any
electrical undertaking as yet.

Chairman: Only in four States, as
far as I remember, the Boards are
functioning.

Shri Venkataraman:. Yes, it is 53
per cent.

Shri Nanda: We know of Stafes
where itis 4} percent. on loan capital.



Shri Venkatarman: In Madras
State, the rate of Government advance
is 54 per cent. and mostly, nowadays,
the Madras Government simply says,
“You go to the State Finance Corpo-
ration”. They insist on 64 per cent.
less half percent. Not only that. The
Finance Corporation insists, if there is
a manging agent, on a personal gua-
rantee of the directors or the managing
agents, and all those formalities have
to be gone through. But the manag-
ing agents are not given anything
extra for the guarantee and all that.

What I say is, at least when the in-
dustry gets half a per cent. more than
the loan which is given by the Board,
the outside loan may be one per cent.
As you all know, we do not have any
other source where capital could be
tapped, because, whatever capital is
invested, we get a reasonable return
which goes to supply the demand of
the shareholder by a reasonable divi-
dend. Beyond that we do not have
enough to plough back except the
depreciation fund which is actually
needed for our own use for the con-
nected sundry expenses which we in-
cur on capital expenses. Therefore,
there is no other source of capital.
There is no ploughing back.

Shri Nanda: There is a develop-
ment reserve.

Shri Venkataraman: If it is granted,
that will serve the purpose.

Shri Nanda: For any new construc-
tion, that will be available.

Shri Venkataraman: It will be
available hereafter. As matters stand,
I may tell you that there may be an
apprehension that if the rate of inte-
-rest is allowed as an expenditure, it
will lead to abuses.

Shri Nanda: That is the fear.

Shri Venkataraman: You can put a
stipulation by saying that the State
Governments concerned must approve
the rates before availing of the loans,
because each State is different, as you
yourself have said. Some of the
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States are lending 4§ per cent. and
some others at 54 per cent.

Chairman: It is 4 per cent. also.

Shrl Venkataraman: In Madras, it is
5% per cent. Therefore, if the State
Government is given the power saying
that they must agree to the rates or
they must stipulate at what rates it
could be given, it will be good.

8hri Nanda: Actually, what is the
position of those concerns? For a ma-
jor part of the borrowings, what is
the rate now that is being paid as per
the books of the undertakings?

Shri Venkataraman: 64 per cent.

Shri Naanda: Supposing all these
concerns together have got, say, a
crore of rupees, can you give me a
rough idea as to what will be the rate
charged?

Shri Venkatarman: Mr. Rama-
swami will let you know the thing,
in respect of his own case.

Shri Ramaswami: In the South
Madras Electricity Corporation which
I represent, the debenture capital is
Rs. 24 lakhs, that is, just about 20 per
cent. of the total share capital, and all
the money is borrowed at 5¢ per cent.
The debentures are not taxed.

Shri Nanda: What are you paying
on the debentures?

Shri Ramaswami: 5% per cent.
Then, recently, during the last three
years, the Government of Madras
have advanced us about Rs. 40 lakhs
for rural extension only at the same
rate viz.,, 54 per cent. They have re-
commended the application to the
Government of India for further loan,
but it also comes to the same rate—5%
per cent.

Chairman: Have you got anything
more to say, Mr. Venkataraman?

Shri Venkataraman: I have got only
one point to make. That is in regard
to the increase of the standard rate in
smaller companies, viz.,, 54 per cent.
53 per cent. is the rate where the Gov-
ernment is lending money. Therefore,



63 per cent or even higher will be the
return for the shareholder who risks
the money.

Chzirman: Please repeat it.

Shri Venkataraman: The rate at
which the Madras Government ad-
vances money is 54 per cent. There-
fore, my request is that the standard
rate may be fixed at something higher,
say, at 64 per cent or even more.

Shri Nanda: I want to know this.
You may be able to give the informa-
tion. How much do you really want
in the second Five Year Plan? What
are your programmes? What expan-
sion programmes have you got, be-
cause they have got to be related to
our Plan. We are visualising only a
very small expansion in the private
sector. What is going to be your part
in it in the second Five Year Plan?
Have you any idea about it?

Shri Ramaswami: Is it enough if I
tell you of my own concern? It is
fairly related-to the five or six licences
in Madras State. Roughly, it will be
the same thing as in the Plan. We are
taking South Madras as an example.
It is a composite rural licence. We
are practically working on rural elec-
trification schemes, and on the same
pace on which the Madras Govern-
ment is developing, we require about
Rs. 20 lakhs to Rs. 24 lakhs every year
to complete our programmes of rural
electrification, on the same pace.

Shri Nanda: Rs. 20 lakhs to Rs. 24
lakhs every year outside your own
internal resources?

Shri Ramaswami: Yes. Our inter-
nal resources are limited. The depre-
ciation comes to Rs. 8 lakhs a year.

Shri Nanda: You have no other old
reserves?

Shri Ramaswami: No; actually
nothing. Our depreciation has been
working at the rates, from the begin-
ning of the operation of the Electricity
(Supply) Act. Our general revenues
are practically nothing. It is probab-
ly Rs. 1'5 lakhs or Rs. 2 lakhs. It is
nothing. The only resource that we
have got internally, is the deprecia-
tion fund.
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Shri Nanda: Is it an expansion pro-
gramme?

Shri Ramaswami: Yes:

Shri Nanda: Is it part of the second
Five Year Plan?

Shri Ramaswami: We have submit-
ted a scheme through the Federation.
It is part of the Plan.

Shri Nanda: For the rural electri-
city programme, there is a special
consideration. The State should neces-
sarily give at a rate which is not
excessive, because we give grants for
the rural programmes,

Shrl Ramaswami: This was pointed
out.

Shri Nanda: These are all rural
programmes. ‘

Shri Ramaswami: So far as the
rural programmes are concerned,
what we understand from the
State is this. They are borrowing
from the Government of India at 44
per cent., reserving one per cent. extra
for their expanses. So, it comes to
5§ per cent.

Shri Nanda: In any case, why
should they give like that? Can you
give an idea of the industry? Perhaps
you may not have that information.

Shri Ramaswami: In the Madras
State for the industry as a whole, as
Mr, Venkataraman pointed out, some
people are borrowing from the State
Finance Corporation, because the
schemeg are not entirely rural. The
Government loans are restricted stric-
tly to rural undertakings. There it
is 64 per cent.

Shri Nanda: The policy of the Gov-
ernment of Madras is, more and more
taking over of the private concerns
and nationalising the industry. They
are not encouraging any fresh expan-
sion in the private gector.

Shri Ramaswami: They have al-
ready taken a number of private con-
cerngs and they want to take over
still,

Shri Nanda: It seems to be a live
issue,



Shri Ramaswami: Yes, otherwise,
it is stagnation of work for the next
five years and we are operating in a
major portion of the State.

Shri Nanda: We must secure the
implementation of the programmes
which have been included in the
second Plan—both rural and wurban.
Whatever happens, every industry
has its set targets and for that capi-
tal must be found atrat es which are
not excessive. That was why I was
arguing that you may not have in-
formation about that figures of the
Madras Government. I will of course
get them from our own Planning
division. We will get that informa-
tion.

Shri Venkataraman: Regarding
‘Government loan, the percentage of
the loan which they will give is in
relation to the total paid-up capital
or the value of the wundertaking.
Personally, if the second Five Year
Plan is to succeed completely, 1
request the Government to view it
more liberally and see that the Gov-
ernment loans are given to licensees
equal to their paid-up capital or
equal to their value, because, every
expansion made with the fund is be-
ing supervised by the Government
Electrical Inspector on the inspection
side, and it is all being subject to
Government audit. Therefore, there
cannot be any risk in advancing the
full value equal to the total of the
paid-up value of the company. Ins-
tead, they give only 60 per cent. of
the value of the undertaking, as ad-
vance.

Shri Nanda: We shall take note of
t::t and see what can be done about
that,

Chairman: What is
about rating committees?

your point

Shri Venkataraman: Regarding
rating committees, the delay is ine-
vitable when it comes to going
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through certain formalities. It could
not be helped. That means loss of
revenue for a particular period. That
could not be recouped for the simple
reason that whatever tariff we im-
pose cannot be retrospective,

Chairman: So, you want power for
immediate levy, pending the decision
of the Rating Committee.

Shri Venkataraman: Suppose the
Committee decides it otherwise. Even
there, I would like a stipulation to
be made.

Shri Nanda: The Federation has
already made it.

Shri Venkataraman: Yes, I want
to make one point clear. Even the
Rating Committee must sit and
finish their judgment before a par-
ticular time, because the companies
are subject to taxgtion unnecessarily.
Suppose, after the official year is
over and after the income-tax asses-
sment is over, if the Rating Com-
mittee comes and says that “this must
be done, that you have not replied
to it, that you must adjust it in the
coming year’s account,” we have to
pay tax on that income. Therefore,
the sittings of the Rating Committee
must be prompt.

Chairman: Therefore, you support
the Federation’s recommendation,

Shri Vemkataraman: Yes.

Chairman: Do you want to say
anything about the composition of
the Committee?

8hri Venkataraman: We are in
agreement with the Federation in this
respect. We have only to reinforce
their points.

Shri Sadhan Gupta: You have as-
ked for an increased standard rate
for the first slab of 15 lakhs in all



cases. In the case of bigger under-
takings, is there any justification for
granting a higher standard rate for
the first slab?

Shri Venkataraman: The increase
in the standard rate which you give
to the bigger undertakings for the
first portion of the capital—whether it
is Rs. 10 lakhs or Rs. 15 lakhs—will
not be appreciable. It may come to
1/16 or 1/20 per cent. Therefore, 1
do not think it is a matter which
should be looked ointo so minutely.
If you want to give something extra
to that smaller undertakings, that
means discrimination and we want to
avoid discrimination. The only way
would be to give a weightage to the
smaller undertakings and the same
thing will apply to the bigger under-
takings also.

Shri Sadban Gupta: Under article
14 of the Constitution, it is permissi-
ble to discriminate between parties
who are not absolutely on an equal
footing. Therefore, if the smaller
undertakings are in a particular kind
of difficulty, there is no discrimina-
tion in treating them separately.
Under these circumstances, would
you agree that the smaller under-
takings may be treated separately
from the bigger ones?

Shri Venkataraman: If it is permi-
ssible under the law, I have no ob-
jection.

Chairman: Article 14 allows rea-
sonable classifications and he says
that the smaller undertakings may
be put into one class, thereby avoid-
ing repugnancy to article 14.

Shri Venkataraman: Apart from
undertakings which are actually big,
there may be medium-sized under-
takings. Suppose we say that any
undertaking with a capital base ex-
.ceeding Rs. 25 lakhs is big, what about
-an undertaking with a capital base of
Rs. 30 lakhs? How are you going to
provide for such marginal cases?
They must be considered too.

- Shri Namda: Yours is the biggest
iprogramme in the State. In the

whole of Madras, there is no program-
me in the public sector to supply elect-
ricity?

Shri Ramaswami: No, Sir.

8hri Nanda: Yours js the biggest
programme and the rest are small.
In your case, Government will be
giving at about 54 per cent.

Sbri Ramaswami: That is only for
rural electrification.

Shri Nanda: What about urban

operations?

Shri Ramaswami: We have not
been able to give as much attention
as we should to urban operation. We
are mainly concerned with the rural
electrification network emanating
from certain existing transmission
systems which ghould be reinforced.

Chairman: Is your licence expir-
ing in 1962?

Shri Ramaswami: Yes; in July,
1962.

Chairman: So, there is no question
of capital expansion beyond 1860.

Shri Ramaswami: The Madras
Flectricity Nationalisation Act envi-
sages taking over any concern by
giving four months notice. So they
might take over our concern by giving
notice any time. So, we @&re not
actually able to plan our programmes.

Shri Mohiuddin: For purposes
of reasonable return, do you propose
to differentiate between companies
supplying electricity to the rural area
and to the urban area?

Shri Ramaswami: It ig a bit difficult
to distinguish like that. There is no
such proposal; it is not feasible.

Shri Mohiuddin: What have been
your dividends during the last five

:years?



Shri Ramaswami: In south Madras,
the rates have been varying from 7%
to 9 per cent. in the last five years.
Earlier than that, it was between 5%
and 6} per cent.

Snori Mohiuddin: In the last flve
years, you have been getting bet-
ween 73 and 9 per cent, in spite of
the fact that you have been borrow-
ing money from Government and
other sources at 54 and 64 per cent.

Shri Ramaswami: We have not bor-
rowed at 64 per cent. We have been
taking advantage of the existing la-
cuna in the Act.

Shri Nandh: One

year or more?

For how long?

" Shri Ramaswami: The problem |is
more acute in Madras now for the
reason that though we get 74 to 9
per cent., the shareholder does not
get the income tax benefit. We are
not paying income tax for the reason
that we keep up an expansion pro-
gramme of about Rs. 15 lakhs to
Rs. 20 lakhs. That wipes off the tax
liability so far as the company is
concerned. It all gets deferred to a
later date. Therefore, when the
shareholder receives 74 to 9 per cent.
dividend, he has to pay income tax.
So, it effectively comes down to 6 or
7 per cent probably.

Shri Nanda: In the calculations,
there is an expenditure and therefore
that surplus is very small. Since it
is small, they have not carned any-
thing.

Shri Ramaswami: Though you al-
low us an income tax expenditure, we
have no expenditure. So, the surplus
goes over to the sharehelder extra
over the reasonable return. With this
disallowance of the debenture in-
terest, the position will be that the
untaxed dividend will come down to
53 to 6 per cent. and the shareholder
will have to pay tax on that. So,
effectively it will come down to 4 or
3% to the shareholder. So, we can-
not raise any money from the public
source.
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Shri Nanda: In any case, you will
not raise money because your licence
is expiring.

Shri Ramaswami: That 1is one
problem; but, for the next five years
at least we must keep up our deve-
lopment programmes. The Govern-
ment must give us money liberally
at least for the urban development.

Shri Kasliwal: What
undertaking in your
south Madras?

Shri Venkataraman: Small under-
takings are electric companies with
a capital of Rs. 20 or Rs. 25 lakhs.

is a small
industry in

Shri Kasliwal: What is the average
dividend they declare?

Shri Venkataraman: It will be bet-
ween 5§ to 73 per cent,

Shri Kasliwal: Your friend just
now said that they give 74 to 9 per
cent.

Shri Venkataraman: That was only
in the case of one bigger concern. But
if the amendments go through, the
dividends which we have been dec-
laring will not be applicable for
comparison. It will be only 50 pei
cent. of what we have been declaring
previously.

Shri Kasliwal: Do you agree that
a rating committee should be appoin-
ted always whenever there is a breach
of the Fifth Schedule?

Shri Venkataraman: I agree.

Shri Kelappan: You say you are
working on rural electrification
schemes. At what rate are you sup-
plying electricity for cottage indus-
tries and irrigation purposes?

Shri Ramaswami: At present we
are supplying electricity for cottage
industries and irrigation at one anna
per unit,

Shri Kelappan: Is it not really
more expensive to conduct your
affairs through managing agents than
directly by your own people?



Shri Ramaswami: By the passing of
the Companies Act, I presume what-
ever defects were there before have
been overcome.

Shri Kelappan: Even then, will it
not be cheaper to conduct your
affairs directly?

Shri Ramaswami: I am unable to
answer that question, not being =2

managing agent myself,

Shri Sanganna: Mr. Ramaswami
stated that they had applied for fin-
ancial assistance to the Government
of Madras as well as the Central
Government. In case such help s
denied to them, is there any difficulty
for the company to develop in future?

Shri Ramaswami: In that case the
company will not be able to proceed
with the rural electrification work. It
will have to restrict its activities to
the urban operation with Rs. 6 or
Rs. 7 lakhs depreciation and just
keep it going. That is all. The rural
electrification programme takes up
about Rs, 25 \akhs per year. Financed
for that has to be given either by the
State Government or the Central
Government unless conditions are
made convenient to borrow from the
public.

Shri Sanganna: Have you any pro-
gramme coinciding with the Second
Five Year Plan?

Shri Ramaswamy: We have drawn
up a very detailed programme which
will cost a crore of rupees.

Shri Sanganna: What are the
salient features?

Shri Ramaswamy: It is entirely a
rural electrification programme. There

is no new generating station.

Chairman: There is no ques-
tion of expansion. They are winding
up practically in a short time.

Shri Kasliwal: A question arises
out of the question of Mr. Sanganna.
There seems to be a contradictiorn in
what Mr. Ramaswamy has stated, He
has just now stated that he is not in-
terested in the urban electrification

and he now says that if he cannot get
sufficient funds in the rural sreas, he
will confine the activities to the urban
side. I cannot understand that.

Shri Ramaswamy: In the urban
areas, in our licences, that is towns.
like Trichinopoly and Tanjore, the
development at present is confined to
the money that we have on hand,
that is, six or seven depreciatior
accruals that we have built up every
year. The nature of development
there will be just to improve the sys-
tems and cater to the needs of the
additional consumers. But this can-
not go on for ever. With the rural
distribution going apace, there ig &
certain amount of additional work to
be done in the urban area itself to
increase the capacity of the systems.
There are also other technical features
which have to be attended to. That
wil'l mean more capital. Now the
scheme of financial assistance either
from the Madras State or from the
Centre through the Stateg is confined
unly to rural electrification. They
aie not giving any mony for urban
drvelopment or improvement of
svstem. That is where the whole
stifling comes in. We are limited for
utban work with 6 or 7 croreg of
rupees, which is very inadequate.
For rural electrification of course, we
do receive aid. But between these
‘wo, there i a big scheme of necessary
expansion on the urban areas for
which we will have to find finance
irom other sources unless the Govern
ment extends the help that is being
given to the rural electrification to
the urban development also.

(Witnesses then withdrew)

III. The East India Eleétric Supply
end Traction Co., Ltd., Calcutta.

Spokesmen:
1. Shri S. K. Kapur.
2, Shri N. C. Bhattacharjee
3. Shri A. K. Datta.
4. Shri N. P. Ghosh.

(Witnesses were called in and they
took their Seats)



Chairman: Before we begin, I
want to know whether you want any
portion of your evidence to be treated
ag confidential?

Shri 8. K. Kapur: No, we don't
want it.

Chairman: You have given us a
very big memorandum. Will you
please state the salient pointg which
you want to explain or on which you
want to draw the attention of the
Committee?

Shri S. K. Kapur: I will try to con-
fine myself, ag far as possible on im-
pertant aspects. Of course, I want
to tell you that really I am represent-

ing the small groups of industry,
small companies with a capital cf
about Rs. 5 lakhs. My attempt

would be to show that some of the
provisions in the new Act will hit
the smaller industries more than the
bigger ones.

Chkairman:
the Act?

What do you mean by

Shri 8. K. Kapur: I mean the pro-
posed Bill. As I was submitting, our
company is really a small one with a
capital of about Rs. 5 lakhs. We aie
holding two licences, one in Hooghly
and one in Banswaria. The paid-up
capital is Rs. 5,60,000.

Shri Kasliwal: May I just mention
that we are dealing with the memoran-
dum of the East India Electric Sup-
ply & Traction Co., Ltd.? Mr. Kapur
is presenting the views of some smal-
ler concerns. Would it not be bet-
ter for the representative of the East
India Electric Supply and Traction Co.
to give evidence first and then ask Mr.
Kapur to give his views?

Shri S. K. Kapur: What I really
meant was that I am representing the
point of view of small companies.
But I am here ag a representative of
the East India Electric Supply and
Traction Co.

Chairman: You are the spokesman
of that company?

Shri S. K. Kapur: Yes.
Shri Mohiuddin: What is your capi-
tal?

Shri S. K. Kapur: Rs. 5,60,000.

Chairman: They supply electricity
tc all the important areas in West
Bengal. Now, you may be wanting to
elucidate some of the important
points.

Shri S. K. Kapur: I will really
start with page 10 of the memoran-
dum.

Chairman: What is your objection
to paragraph (1) of the Sixth Sche-
dule?

Shri S. K. Kapur: So far as para-
graph (1) is concerned, in the pro-
posed amendment, the hon. Members
will find, two things are introduced.
I am reading the proposed amendment:

“Notwithstanding anything con-
tained in the Electricity Act, 1910

and the provisiong in the licence
of the licensee, the licensee shall be
entitled to so adjust his rates that
the scale of electricity whether by
enhancing or reducing them (not
more than once in each year) that
is clear profit in any year of ac-
count shall not, ag far as possible,
exceed the amount of reasonable
return.”

1 am submitting that the expansion
“shall be entiled” should be substi-
tuted by the word “shall’ because
under the Act we are not entitled ‘o
éarn more than a reasonable return.

Chairman: Really we do not want
to make it an obligation. ,That is our
intention, so far as I can make out.
It is a ceiling and it is for you to
avail or not to avail of it

Shri S. K. Kapur: My submission
;s that you may make it clear not only
that we are not entitled but this is
an obligation on us that we shall so
adjust our rates that they do not
exceed the reasonable return.



Shri Nanda: You are entitled to
4adjust in a manner that does not lead
to rise beyond a clear profit.

Shri 8. K. Kapur: Regarding the
second suggestion that not more
than once in each year it can be fix-
ed, there will be a slight difficulty in
the actual working. The tolerance, as
hon. Members will notice, is being
reduced from 30 to 15 per cent in the
Act. We are entitled to make adjust-
ments only once in a year. The
result would be that right from the
beginning we will have to keep our-
selves within such a margin that in
no case we exceed 15 per cent of the
5 per cent. Ultimately, the result
would be that we may get far less
than the 15 per cent. tolerance that
is being given to us. Really, we are
not entitled to go beyond a particular
rate. I was submitting that there
would be no justification in limiting
us to adjust the rates only once a
year. The result is that we have to
earn a certain return and we cannot
exceed that and the tolerance aiso is
being brought down from 20 per cent
to 15 per cent. So, we have got to be
very very careful from the very be-
ginning because we can only adjust
once in a year.

Chairman: The general principle
is all right. What do you want?

Shri S, K. Kapur: My submission
is that 5 per cent will not be enough.

Chairman: That is a  different
issue.

Shri 8. K. Kapur: On principle I
agree there should be a limit.

Chairman: The question is whe-
ther you should have power to re-
fix more than once within the year.

Shri S. K. Kapur: The present
position is there is no limitation so
far as the period is concerned.

Shri Nanda: So far under the law
there was no such restriction. But
there is no evidence that any concern
had to use the latitude in the sense
of making changes more than once
in a year.

Shri 8, K. Kapur: I was submité-
ing that the necessity may arise.

Chairman: Has there ever been
any occasion when you had to revise
the rate more than once a year?

Shri N. C. Bhattacharjee: It is not
necessary in all cases because we are
not earning this return. We are earn-
ing less.

Chairman: Do you think that it
would be necessary to change it more
than once?

Shri N. C. Bhattacharjee: I think it
would be necessary.

Chairman: Could you explain?

Shri N. C. Bhattacharjee: We can-
not expect to reach the upper limit.
We will try to earn as much near as
possible to 5 per cent. which is the
reasonable return. We must have the
power to revise it. Sometimes it
may be exceeded. In the beginning
of the yecar we fix a rate. Then, after
six months’ working, we find that it
is going to exceed that limit. We can
reduce it.

Chairman: You mean exceeding the
5 per cent limit?

Shri N. C. Bhattacharjee: Yes. Or it
may be much less than § per cent.
We will have to revise it. At the
beginning if there is a rate, that will
give us less than 5 per cent.

Chairman: I do not think that this

kind of revision will be necessary
more than once a year.
Shri Bhattacharjee: There is the

obligation on us to keep it within a
specified limit.



Obairman: The Hon. Minister
points out to me that you can have a
reduction in the form of a rebate.

Shri Bhattacharjee: Not according
to this.

Chairman: For that we can make
arrangements by a suitable amend-
ment. What about increasing the
rates?

Shri Bhattacharjee: We can increase
once or twice.

Chairman; Now, please take the
notes an clauses on page 24 of the
Bill. Under clause 26, it is stated:

“Paragraph I of the Sixth Sche-
dule has been redrafted so as to
make the intention clear. A
licensee is required to give notice
to the State Government and the
-Board before increasing his rates.
The excess of clear profit over
the amount of ‘“reasonable re-
turn” which would warrant revi-
sion of rates by the licensee has
been reduced from 30 per cent to
15 per cent of the reasonable re-
turn.”

So, every time when you want to
increase the rate, you have got to
give notice ta the State Government
and the Board. These things will
take some time. You cannot make it
very effective. What I am saying is
if you increase the rate thrice or four
times a year, it will......

Shri Bhattacharjee: We can in-
crease at least once @ year and reduce
it once or twice.

Sk Nanda: No other conoern
has ever exercised that power and
actually in practice they are not in
a position to know what is the state
of business till about the end of the
year or till seven or eight months
have passed. This is the experience
also looking at the way in which this
business is done. You see, this is
not suech an uncertain business. ¥You
know the number of oconsumers.
Therefore, one change is quite en-
ough.

Chatrman: The Hon. Minister
pointed out to me that this would
require the approval of the State
Governments.

Shri Nanda: That would lead to
further scrutiny and even adminis-
trative consequences. We look at it
from the consumers’ point of view..
One rebate is sufficient.

Shri 8. K. Kapur: If 1 am right in
my submission, some laxity should be:
given to us in this, because the pro-
viso says that a reference has to be:
made to the State Government and
the Board. Both these provisos will
really hamper us. When there is a
limit placed on us, what is the neces-
gity of our going to the Board and
the State Government? This will
involve much time.

Chairman: Your point is that you:
do not like this compulsory reference:
to the State Government, etc. If we-
stick to our Bill as it is drufted now,.
then there is no objection.

Shri 8. K. Kapur: Even then there-
is this difficulty. Suppose during the:
last three months, our rates were
high. Then within that period I
cannot bring it down to the limit
because it will take three months
for....

Shri Mohiuvddis: May I suggest to
him to explain about raising the rates.
rather than reducing them?

Chairman: He is doing it in a
strategic manner. He is pleading for-
the right to reduce. What I am
pointing out is that this is not
operative in the case of reduction....

Shri 8. K. Kapur: In the case of’
increase, so far as this proviso is
concerned, it will be found that the:
rates are not enough and we are rot
likely to earn. In that case reference:
has to be made to the State Govern-
ment and the Board. This reference-
will take a long time with the result
the year may be out by that time.

Chairman: What is your suggestion?”



Shri S. K. Kapur: My suggtstion
is that both of these provises should
be deleted. So long as a limit is
already fixed, why should we refer it
to the State Government and the
Board.

Chalrman: Snould there be some
machinery to see that you are actually
conforming to the limit prescribed?

Shri §. K. Kapur: The machinery
is already provided for in the 1948
Act, in paragraph 2, page 45.

Shrf Kasliwal: In your memoran-
«dum, you have yourself agreed to the
‘provisos except the variation of cer-
tain words. For instance, in the place
of the word “‘deemed’, you have sug-
gested ‘considered’ and in the place
.of ‘15 percentum’ you have suggested
“more than thirty percentum’.

Chairman: He is accepting our
‘basic recommendation. The only
point is that they do not want to
restrict it to one revision. ,

Shri Nanda: He wants to be free
from this obligation. He does not
want to wait for the approval from
the Government.

Chairman: I think we shall think
-over it and you will have a sympathe-
tic treatment.

Now, you give us some fundamental
-points- in order to belp:ue:to under-
-stand mere about this. ... <.

Shri 8. K. Kapur: The next ' im-
portant point is what I have sub-

mitted on page ‘15 of our memoran-
“dum.

Chairman:
fund?

Shri 8. K. Kapur: I am inviting
- your attention to sub-clause (8)  in
column 4 which is proposed to Le
.added. It reads:—

“Any sums invested m invest-
ments approved by the State Gov-
«e_mment under sub-paragraph
- (2) shall, as soon as practicable

" be utilised in the business  of
electricity supply of the under-
taking and if such sums are --Rot

Is it about depi'éciation

.. utilised they shall not form part
of the capital base under clause

(d) of sub-paragraph (1) of
paragraph XVIL”
In the old Act, it is noticed that

this provision was not there.

‘ Chairman: Sub-paragraph (2) re-
quires that all sums credited to de-
preciation account must be invested
back into the business.

Shri 8. K, Kapur: It it could not
be invested under the old Act to the
satisfaction of the State Govern-
ment, then that formed part of the
capital base. By this paragraph (3),
it is being provided that even if I
have some funds with me and if it
cannot be invested in an undertaking,
that amount will not form part of
the capital base.

Shri Mohiuddin: May I ask a point
only for clarification? Depreciation
fund will be required to be invested
as approved by the State Government.

Shri 8. K. Kapur: It has to be
invested in the undertaking so far as
it is practicable....

. Shri Mohiuddin: - There ‘dré two
:alternativés.- One is to invest:it.  in
"the undertaking itself as  working
capital. . f you are not using it, it
will be-invested -in the ' - ' security
-approved by the State Government.
On the approved security, you will
be earning interest. Then, why
-should it be allowed 45 a capital
‘base. That cannot be allowed twice
to be included in the capital base.

-~ Chairmsm:” Now, please-sub-clause
" ¢{d) of the first paragraph in para-
graph "XVII which reads as follows:

‘“the. amount of investments
compulsorily made under para-
-graph IV of this Schedule, to-
gether with such investments
made before or after the com-
‘mencement of this Act from con-

< tributiong towards  depreciation
as may be shown to .the reason-
able satisfaction...... " etc.



~ 'This is what clause (d) says. Now,
fook at page 48 of the present Act.
There ‘capital base’ has been defined
‘thus: I am reading Paragraph
XVIL

“For the purposes of this Schedule—

sum
o

(a) the original cost of fixed
assets, subject to the provision of
para. XII in respect of service
lines;

(b) the cost of intangible assets;

(c) the original cost of works
in progress;

(d) the amount of investments
compulsorily made under para-
graph IV of this Schedule, to-
gether with such investments
made before or after the com-
mencement of this Act....” etc.

(i) ‘capital base’ means the
of —

We are now making a change there.

Shri 8. K. Kapur: ‘Before’ is taken
out.

.~

. Chairman: Yes............ “The amount

"of investment compulsorily made under
paragraph 4 together with the amount

. of .such investment made after the
commencement of the Act...... ”

8hri 8. K. Kapur: My submission
" is that the amount of investment made

before an Act has to form part of the
" capital...... C -

Chairman: Do you know of . .any
case where investments were made
before the Act and they wanted it

- and it was not allowed? ‘I will tell
you what the difficulty of the Ministry
is. Even the big concerns .like Tatas
could not satisfy that the investment
made before actually came under - the
conditions prescribed here,

Shri Nanda: This came into force
in 1948. Nothing would have been
compulsorily invested before that.

Chairman: Mr. Kapur: I think it
is not necessary.

Shri 8. K, Kapur: I agree:
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1 was making out that - that part
which cannot be invested does: not
form part of the capital base. What
I would like to point out here is that
this clause would be really contradic-
tory to the clause at page 20 of my
memorandum column 4(d) at the.top:

“The amount of investment
compulsorily. made under para-
graph IV of this Schedule together
with the amount of such invest-
ments made after the commence-
ment of the Act from contribu-
tion towards - depreciation as in
the opinion of the Authority could
not be utilised for the purpose of
the business of electricity supply
of the undertaking.”

These two cannot go together.

Shri Nanda: This does not stand by
itself. It is subject to the other
change.

Chairman: Just look at the Electri-
city Supply Act, page 48. We are
defining the meaning of capital bdse

" there.

Shri 8. K. Kapur: While defining
the ‘capital base’ we ' are .. retaining
clause (d) here. Kindly look at page
49 of the old Act. Here, the amount
of investment compulsorily made
under paragraph 4 of the Schedule
together with such investments made
after the commencement of the Act
from contributions towards deprecia-

" tion, as in the opinion of the autho-
. rij:y, would not be utilised for the
‘purpose of the

Electricity - Supply
undertaking. This is, therefore, com-
ing under clause (d). It will continue
to form part of the capital base.

Chairman: That is right.

Shri 8, K. Kapur: In my memoran-

" dum it is said that if such sums could

not be invested in the undertaking
that will not form part of the capital

~ base.

Chairman Do you say one is repug-
nant to the other?

Shri S. K. Kapar: Yes.



Chairman: They shall not form part
of the capital base under clause (d)
of sub-para (1). We are allowing it
as part of the capital base.

Shri 8. K. Kapur: Yes.

Shri Nanda: If there is any techni-
cal difficulty, we shall look into it.

~ Shri 8 K [Kapur: Yes. I am
pointing it out.
Shri Nanda: This investment is

allowed only if the authority is satis-
filed. There is another provision com-
ing in.

Chairman: We shall put it in order.

Shri 8. K. Kapur: My next submis-
sion is with respect to clause 3. I have
made a submission at page 16. In
respect of the capital base it is pro-
vided that the amount which eannot
be invested—even that will not form
part of the capital base while a deduc-
tion is made in deducting the total
depreciation. Kindly see page 16 of
my memorandum b5th paragraph—
remarks column. This refers to 17 of
the Sixth Schedule.

Chairman: It is page 14 of the Bill.
Yes.

Shri 8. K. Kapur: For the defini-
tion of ‘capital base’ clause (i) sub-
clause (d) is being amended so as to
exclude from capital base that part of
the capital which has not been invest-
ed in the undertaking but still at page
49 of the old Act there is deduction
of amount written off on account of
depreciation of fixed assets. If that
capital which cannot be invested in
the undertaking does not form part of
the capital base, then, the depreciation
on that part should also neot be
deducted.

Shri Namda: We allow what ig in-
vested under (d) and we also allow
what is not invested, after approval.

Shri 8. K. Kapur: Two cases may
arise; one case where permisgion is
given and another case where that
permission is not given. If it is given,
then it forms part of the base and
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total depreciation will be rightly
deducted. But take the case where
that permission is not given.

Chairman: It means that they are
properly rejected.

Shri S, K. Kapur: If they reject it,
the depreciation to be deducted is the
depreciation on the entire amount
Kindly look at page 16 of my memo-
randum—fifth paragraph in the re-
marks column.

Shri Nanda: Either you invest K
for the purpose of expansion etc. or
you are permitted otherwise. If you.
are permitted then the return is al«
lowed, and if you are not permitted.
that means that you are doing some-
thing which is not in the interest of
the industry. If you have invested it
well and good. If you have not, yov
should show reasons. If you show
good reasons, then you get the return.

Shri 8, K. Kapar: If it is not ollow-
ed then that goes out of capital base.
But depreciation on the entire amount
is deducted.

Shri Nanda: You are circumventing
the whole intention.

Shri 8. K. Kapur: If you are not
allowing to earn something on that
amount which cannot be invested in
the undertaking, then do not force
me. Because, if that does not go to
the capital base what is the deprecia-
tion that will have to be deducted
will be for the purpose of calculation
of capital base and depreciation will
be on the amount that has actually
been invested as well as on the amo-
unt which has not been allowed in the
capital base.

Chairman: Suppose you have 5
lakhs and they allow you to invest
24 lakhs you are satisfled with that.
With regard to the balance 2§ lakhs
what is the objection?

Shri 8. K. Kapur: That does not go
to the capital base. When you are
deducting depreciation you are deduct-
ing it on the entire 5 lakhs.



Chairman: You suggest that it is
mnot fair.

Shri 8. K. Kapur: If the amount
does not go to capital base I am not
earning anything on that. The dep=
reciation that is being deducted on
the capital base will be further re-
duced by......

Shri Nanda: It should be reduced
to that extent—that portion which
you have not invested.

Shri 8. K. Kapur: Out of 5 lakhs, 3
lakhs have been invested and 2 lakhs
is disallowed. Thetefore it is reduced
by 2 lakhs. It is to be further reduced
by deductions.

Chairman: Our intention is to make
this a deterrent and we will not allow
you to put that surplus money you
have got to Depreciation fund for it
may be brought back in the business.
Therefore, what we are trying to
achieve is that you should not utilise
that in any other way.

I hope you are accepting that

Pposition.

Shri 8. K. Kapur:
that position.

Chairman: Supposing you have 5
lakhs and we are allowed to deduct 3
lakhs, two lakhs are not allowed.
‘What does that mean?

Shri 8. K. Kapur: Instead of the
capital being 5 lakhs it shall be 3
lakhs because 2 lakhs have not been
allowed.

Chairman: Does it not mean that
you ought to have utilised that two
lakhs and due to some short-comings
in your organisation you have not
been able to use it up?

I am accepting

Shri 8, K. Kapur: It may also mean
that there is no scope for further in-
vestment in the undertaking. What I
am submitting is, you are taking away
2 lakhs from my capital base. I am
not objecting to your having that
power. But then, you are further
reducing it by deducting depreciation.
That depreciation should also be de-
ducted on 3 lakhs and not on the

entire amount of 5 lakhs, because

permission is not given to me to pug
in 2 lakhs.

Chairman: What you are saying is
this. If permission is refused on the
ground of shortcomings or deficiency
in your organisation, then it ig all
right; but, if the authority is of the
opinion that it is due to the fact that
the scope for development does not
permit you to use all the 5 lakhs and
for the present you use only 3 lakhs,
then you should not be penalised.

Shri 8. K. Kapur: Yes.

Shri Nanda: Then it is allowed to
be treated as capital base. Then it
will not be subject to depreciation.

Chairman: I think there is some
misunderstanding. The Minister is
pointing out that if it is not due to
any deficiency or defect in your orga-
nisation and it is only because your
expansion programme does not permit
you to use the whole amount in that
particular year, then you are quite
safe.

Shri 8, K. Kapur: My submission
was this. If I am to be penalised 1
am penalised by the disallowance of
2 lakhs out of my capital of 5 lakhs.

Shri Hathi: If you do not utilise it
even though there was scope for it,
then only it will be disallowed.

Chairman: That penalty will incur
only if it is due to your misconduct.

Shri S. K. Kapur: I accept that
penalty and that may be legitimate.
What I am objecting to is that you
are penalising me again by deducting
depreciation on the whole amount.

Shri Hatld: The position I think is
clear. If out of 5 lakhs 8 lakhs are
allowed, two lakhs are not allowed on
the ground that they could not be
utilised because there was no scope
for expansion, then these two lakhs
will be allowed to form part of the
capital base. There is no objection to
that. These two lakhs will not be
allowed to form part of the capital
base only if these two lakhs are not



allowed on the ground that there was
some default on your part to utilise
that amount even though there was
scope for expansion but you failed to
invest. Therefore, all the 5 lakhs will
be considered for the purposes of this.

Shri 8. K. Kapur: Quite right. I
may submit that that penalty of 2
lakhs should be enough. You are
further reducing the capital base by
deduction of depreciation. You are
deducting depreciation on the entire
5 lakhs.

Chairman: We will allow the dep-
reciation to be deducted on the entire
amount only when the finding is that
your misconduct or deficiency in your
organisation was responsible for 2
lakhs being not utilised.

Shri 8. K. Kapur: Therefore, I
really suffer a double penalty. One
is that 2 lakhs is not allowed to form
part of the capital base and then there
is a further deduction on the entire
amount.

Shri Nanda: I personally feel doubt-
ful about this point. I am not quite
satisfled. Let me look into it. Now
here is a depreciation fund of 5 lakhs.
Supposing he had invested § lakhs in
the concern and 5 lakhs are added to
the capital base, 5 lakhs go out here.
H he invests only 3 lakhs. This non-
investment of 2 lakhs is not ap-
proved of. Then it will mean 5 lakhs
here and 5 lakhs there. He earns on
5 lakhs. That means the position is
the same—b5 lakhs cancels 5 lakhs.
Where he invests only 3 lakhs we are
deducting depreciation out of 5 lakhs.
He says, make it minus three lakhs.
Your view is that you are losing both
ways. Let us say that the original
cost of fixed assets was 100 lakhs out
of which you take away a depreciation
of 5 lakhs. Therefore, you are getting
in 100 lakhg the full amount. We are
taking out 5 lakhs in depreciation.
Then you are investing it again. So
it becomes 5 lakhs here. It actually
is 100 lakhs and therefore you are
getting the full amount. This device
was only for the purpose of making
the distinction whether an investment
is proper or not. That distinction
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made us bring in here a plus and a
minus there. If we again make it
equal, then the distinction disappears.
I have gone into the matter fully.
I first thought that there was some
point. ‘I have closely examined and
1 find that what we have done is

correct

Shri S. K. Kapur: 1 will only ‘take
one minute more on this.

Chairman: If we accept your sub-
mission then the deterrent becomes

illusory.

Shri 8. K. Kapur: Taking the illus-
tration given by the hon. Minister, if
there is a capital of 10 lakhs ~ and
60,000 depreciation fund, if that 80,000
is ‘invested in the undertaking - then
the asset becomes 10,60,000. Then for
the purpose of arriving at the capital
base figure 600,000 is taken out and
10 lakhs remain. If on the other
hand—that is the principle on which
this Act is passed—60,000 is not in-
vested in the business, then it dees
not go to the capital base, while it
will be deducted out of 10 lakhs and
the capital base will become 9,40,000.
That, I submit would amount to a
double penalty.

Shri Nanda: That is true.

Shri 8. K. Kapur: My next submis-
sion is with regard to Paragraph X of
Sixth Schedule—page 17 of my memo-
randum. Here it is said:

“no dividends in excess of three
per cent. shall be paid on share
capital and no other distribution
of profits shall be made to the
shareholders so long as any sums
‘allowed in respect of depreciation
for the year of account or any
arrears of depreciation or any
previous losses remain to be writ-
ten off in the books of the
undertaking.”

Chairman: 1 think we shal do
something in regard to that.

Shri 8, K. Kapur: I have one more
suggestion with regard to this. You
will find that in the original Act it is
like this:



“Except with the consent of the
State Government no sums shall
“be carried to ‘a’‘teserve, and no’
dividends in .excess of three per
cent on share capital and no other -
distribution of profits shall  be
made to shareholders while any
sum allowed in respect of .depre-
ciation for the year of account or °
any instalments due in respect of
any arrears of - depreciation as
provided in paragraph XI remains
.lo be written off in the books of
the undertaking.”

You will find that I am allowed to
pay arrears of depreciation in equated
instalments. The intention was that
it there was any arrears of depre-
ciation due......

Chairman: - We are re-drafting this
clause. : ‘

Shri 8. K. Kapur: The third sug-
gestion in respect of .this clause is re-
garding ‘the use of the words “written
off”. In actual working that creates
some difficulty. I am, therefore, sug-
gesting the use of the word “appro-
priated”, because as the hon. Minister
pointed out giving an illustration
earlier, unlike the'other undertakings
there is actually no writing off of
assets here till 90 per cent. is depre-
ciated.

Chairman; Thdat means for the first
18 years there will be no writing off
of assets.

Shri 8. K. Kapur: Writing off comes
only when an asset worth Rs. 100 has
been depreciated to Rs. 10.

Then you write off and put it to
another fund. If .the words “writ-
ten off” are retained here, it may be
interpreted that because you write off
only at the end, when it has depre-
ciated up to 90 per cent, no dividend
can be paid at more than three per
cent.

Chh-man: We s'hél] ¢onsider that
point. ‘
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Shri 5. K. Kapur: Connected witls
this is another thing. I ~will just
finish with my “memorandum—page
22. ‘ o

Chalrman: You have given too
many figures. I am only saying that
you are' trying ‘to put out something
like a budget. We are obliged to you
for that. ‘

Shri 8. K. Kapur: I will come to
that later. ' I shall new resume the
points made in connection with No.
XVII (2){c)(i) at page 22..

Chairman: It .deals - with special
appropriation to cover previous losses..

Shri §. K. Kapur: Yes,
Chairmsn: You are saying:
“Special appropriation sufficient.
to cover -previous ,losses' which
have arisen from .the business ?t.
electricity supply to the extent in:
any year permitted by the State
Government”.

How do you fit this in—this actug!'
approprigtion—with the permission of
the Government? We can understand
your amendment proposing the dele—
tion of the reference to the State Gov-
ernment. I thought you have told the:
hon. Minister that you are not object—
ing to the State Government coming:

in.
Shri S. K. Kapur: 1 am objecting:

to the form. I am saying that some
guiding principle should be laid down.

Chairman: Your suggestion does.
not fit in with what you have said.
You are suggesting the restoration of
the old clause. Supposing, we allow
the State Government to intervene
a;id give. seme kind of voting power,.
how does it fit in here?

Shri 8. K.- Kapur: . Before I .come
to that, I would like to place my’
point of view: on this special appro--
priation. May I just pass on.t'hu:
chart? It might make the position:
clear.

Chairman: Oh, it is printed, Them
kindly give us 30 copies.



Shri 8. K Kapur: Yes. Now, I
will explain it. The chart shows the
statement giving previous losses, etc.
‘Special appropriation is shown in
«<olumn 8 while loss after appropria-
tion is shown in column 8.

Chairman: According to this
scheme, for the first six years, there
‘was a loss. Then there is a loss after
-appropriation.

Shri 8. K. Kapur: Really, that
‘would not have been necessary at
this stage. I am only trying to ex-
plain what special appropriation is
from my point of view. Ceélumn 7
shows  appropriation in the books.
Column 8 shows special appropria-
tion. You will notice that in the 8th
year, there is a provision of Rs. 5,000.
1t is the profit.

Chairman;: There is difference be-
tween Nos. 2 and 8.

Shri 8. K. Kapur: Yes. That profit
entirely goes out towards appropriat-
ing previous losses. In the next
year, this Rs. 5,000 is not distributed.
8o, the shareholders get nothing al-
though there was a profit, because
they put it as previous losses. In
‘the next year, the appropriation is
‘Rs. 10,000. The entire profit is also
Rs. 10,000. Therefore, this year,
-shareholders forego their dividend,
‘though they were entitled to it. They
-say, “let it go to the previous losses”.
In the 11th year, the appropriation is
Rs. §5,000. Then again, it is nil. There
is nothing in the 5th and the succeed-

ing years, till we come to the 18th
year. In the 15th year, there is a
special appropriation of Rs. 10,000.

What it meang is this. I have, during
the previous years, appropriated to-
wards  previoug losses, a sum of
Rs. 40,000.

Chairman: Up to that date.

Shri S. K. Kapar: Yes. There-
fore, in the 18th year, if I earn
Rs. 60,000, then, although the return
is 6 per cent. which I am not entitled
10 under the law, still, I am entitled
10 deduct the special approptiation
for the purpose of arriving at a clear

profit. Therefore, I can bring back
out of the previous appropriations,
Rs. 10,000, and still bring the prefit
within the five per cent. liniit, that is,
Rs. 60,000. This Rs. 10,000 is the
special appropriation. What the Act
does is, as the position stands today,
under the proposed amendment, that,
if I have, up to the 16th year, appro-
priated Rs. 40,000 towards previous
losses, then, in the 15th year, it
would be open to me to distribute the
entire Rs. 60,000 if I earn Rs. 60,000.
Rs. 40,000 is appropriated towards
previous losses. Therefore, all that
amount I will bring towards special
appropriation, and therefore, I  will
be entitled to distribute the entire
Rs. 60,000.

The object of the proposed amend-
ment is that there should be a restri-
ction on this bringing back of
Rs. 40,000. Supposing in the 15th
year, I earned a lakh of rupees, 1
can say under the present Act that in
the previous years I have paid
Rs. 40,000 towards appropriation of
previous losses, and that therefore
my profit, although it is Rs. 1 lakh
by special appropriation of that
amount and taking back the amount
of Rs. 40,000, would come to
Rs. 60,000. Therefore, I am entitled
to distribute the whole of it. The
object of the proposed amendment is
that although in the 15th year, I am
entitled under the present law to
take back Rs. 40,000, for the purpose
of calculation, there should be some

limit on it. Therefore, the State
Government may say, ‘“You have
earned a lakh of rupees. Special

appropriation will not be allowed for
more than Rs. 10,000. Therefore,
your profit is Rs. 70,000 and it exceeds
the five per cent limit by so much,
and that excess must be distributed
in accordance with the Act”.

Chairman: Supposing, in that year
your profit is Rs. 30,080 and your
previous losses are Rs. 50,000 as
entered in the books, you can wipe
out the entire Rs. 50,000. The Gov-
ernment could step in and may, “ybou
should not do that this year.”



Shri 8. K. Kapur: Yes.

Ghalrman: They may say, “distni-
bute the balance among the share-
holders. Take it like that, for the
purpose of the dividend”.

Shri §, K. Kapur: Really, the object
was to avoid giving more to the share~
holders. What may happen is this.
Special appropriation is made use of
when 1 have earned Rs. 5,000. If I
have earned a lakh of rupees and up
to the 14th year I have paid
Rs. 40,000 towards previous losses,
and then, when I earn a lakh of
rupees

Shri Nanda: If I may interrupt ycu,
before you earn anything, you must
first consider the profits. “Clear pro-
fit” means the income derived from,
and then “expenditure incurred on”.
K is the difference between the two
that matters. Therefore, this appro-
pri&ttion comes under the expenditure.
Then there is special appropriation
to cover it. Clear profit is “the diffe-
rence between the amount of income
and the sum of expenditure plus
specific appropriations, ‘made up in
each case as”, etc. So, whatever we
give you as special appropriation be-
comes your clear profit. Therefore,
if you allow anything more, it adds
to the clear profits.

‘Shri ‘S, K. Kapur: That is all right.

Shri Nanda: To the extent it adds
to the clear profit, in the calculation
for the reasonable returns you have
to use the figure and that figure
should ‘not be more -than flve per
cent.

Shri S. K. Kapur: I may make the
point clear. Therefore, if, in the 15th
year, according ‘to ‘my chart, T have
eatned a lakhs of rupees, then out of
that, 'Rs. 40,000 is set apart towards
previous losses, that will come under
(¢), und for ‘the purpose of arriving
at clear profits, I will be entitled to
deduct up to Rs. 40,000 out of that
amount.

Shri Nanda: You have already
appropriated that amount. It has
been covered. The outstanding los-
ses are only Rs. 20,00,000. You have
alneady got Rs. 40 lakhs aporopriated.

Shri 8. K. Kapur: But if in the
15th year I can earn only five per
cent and if I earn more—more than
5 per cent—that is to say, instead of
Bs. 50,000, I earn Rs. 60,000, what.
happens? This clause says:

“(i) previous losses (that is to
say excess of expenditure over
income) which have arisen from
the business of electricity supply
to the extent in any year actually
appropriated for the purpose in
the books of the undertaking;”

Therefore, under clause (c), the-
Electricity Supply Corporation can
come and say that up to the 14th year
they have apporpriated Rs. 40,000
towards previous losses. In the 15th
year, you cannot say, “lI have earn-
ed more than five per cent, “because,
although I ‘have earned Rs. 1 lakh,
I am entitled to deduct the special
appropridtions, namely, the amount
that 1 appropriated in the previous
losses.

Shri Nanda: I do not see it in that
light. Why do you bring that again?
You have already appropriated
Rs. 40,000 and so, why are you men-
tioning it again?

Shri 8. ‘K. Kapur: When you are
arriving at a figure in any year, ‘the
special appropriation is taken into
aecoutit.

Shri Nanda: I do not think there
could ‘be scope for that. That is over
now. Rs. 20 lakhs remains. Rs. 40
lakhs have already been covered in
the previous year. “Any year” -does
not '‘mean -any -year before; it only re-
fers to that particular year.

The whole point is this. We want
to come at the figure of clear pro-
fits. There are .three elements in it—
income, expenditure and surplus. Out
of the surplus certain appropriations



have to be made. If you have incur-
red a loss beforehand, it should be
made up whenever you make reason-
able profits. Out of the balance of
loss, you cannot choose any figure,
‘but a figure which is acceptable to
the Government. If they put Rs. 15
lakhs, we will accept say only
Rs. 10 lakhs. Supposing Rs. 20
lakhs is the outstanding loss in that
year and they have actually put
Rs. 15 lakhs. Actually in the books
they must appropriate Rs. 15 lakhs
not in any year in the past, but in that
particular year. Now according to
the new Bill, you on your own can-
not appropriate anything. The Gov-
ernment have the right to say that
Rs. 10 lakhs only should be appro-
priated this year and the outstanding
loss only next year. I am not con-
cerned with any electricity under-
taking, but I see the intention of the
legislation. We have also understood
you; we need not spend too much
time on that.

Shri 8. K, Kapur; I may submit
that this point may be made clear.
‘There is another aspect. The words
“permitted by the State (Jovern-
ment” are now sought to be added.
I only want to submit that the per-
mission of the State Government
should be in such a manner that we
are allowed to earn up to 5 per cent.

Shri Nanda: We are trusting the
State Government for doing so many
things; here also you can leave it
‘to them.

Shri §. K. Kapur: That creates so
many difficulties.  Accoxding to this
clause, it will be absolutely at the
discretion of the State Government to
do anything.

Chairman: I can quite understand
the desirability of prescribing stan-
dards; but what standard do you
suggest?

Shri S, K. Kapur: My standard
is that the appropriation allowed
should be such that I earn at least 5
per cent in that year.

Shri Nanda: If you want to appro-
priate the losses, your purpose is ser-
ved. I think your fears are unfound-
ed.

Regarding the previous point, if
they allow too much to be appropri-
ated in a particular year and that in-
creases the figure of clear profits, that
means the rates will have to be in-
creased in order to enable you to get
a clear profit at that rate. The Gov-
ernment, being interested in the con-
sumer, may feel that in one year it
should not allow so much losses to be
appropriated, because it will lead to
a rise in the rates. That is the sum
and substance of it.

Shri S. K. Kapur: At page 21 of
my memorandum, I have mentioned
an amendment regarding insterest on
loans advanced by the Board. This is
with reference to clause 17(k) (b)
(ii) of your Bill. Previously, interest
on loans advanced by the Board
under sub-paragraph (2) of para-
graph 1 of the First Schedule was
the only item which was allowed as
an expenditure. That was when the
Board directed some extensions to
be made. But under the proposed
amendment now, interest on all the
loans advanced by the Board is being
allowed. Our suggestion is that in-
terest on loans and debentures should
be allowed as expenditure.

Shri Nanda: All these figureg in
the capital base already, because you
are allowed the full amount you have
invested, part of which is loan; we
are allowing you 5% per cent. on that
and again you want interest.

Shri S, K. Kapur;: So far as the
representation in the capital base is
concerned, you will appreciate thatin
the small companies large parts of
the lonas are really taken for financ-
ing the losses. Because the people
cannot have assets or cash available
for financing losses, loans are taken.
Those loans which are taken for fi-
nancing losses do not go to form part
of the capital base. The loans re-
presented in the capital base are
loans taken either for extension or
replacement.



Shri Nanda: But you are enabled
to make up the losses from the incre-
ased profits you will be making. You
should not bring them in in another
‘way and make a special point of it.
You are asking for interest on loans
to be also allowed as an item of ex-
penditure although it has already
gone into the capital structure, the
fixed assets, on which you are getting
a reasonable return. You were get-
ting this before; now we have detect-
ed it and we are stopping it.

Chairman: The Federation of Elec-
tricity Undertakings in India were
giving evidence yesterday and they
said, “What you are suggesting is
quite fair; you are merely plugging
.a loophole in the previous Act”,

So, unless you convince us that
even the Federation is wrong, your
point of view will not be correct.

Shri S, K. Kapur: The Federation
may not be wrong, because it may be
representing most of the big com-
panies. But there are also the small
.companies.

Chairman: It is not a question of
‘big or small; the question is one of

principle.

Shri S. K. Kapur: Most of the
small companies have to raise loans
for financing their losses. So far as
that aspect is concerned, those loans
are not even represented in the capi-
tal base on which a return of 5 per
-cent. is allowed.

Every company is bound to run at
a loss for the first four or five years.
In the English Act, there is a special
provision that you do not set apart
any depreciation for the first five
years on the principle that the com-
pany is bound to run at a loss during
those five years. So, my only point is
that the loans raised for financing
losses is not represented in the capital
"base.

Shri Nanda: You are enabled to re-
‘cover your losses from increased pro-
fits. When you recoup your position
‘the entire losses are recovered.
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Shri S, K. Kapur; If you look at
the balance sheet of my company, you
will find that the position is that even
the average of 5 per cent. has not been
reached even now

Shri Nanda: We cannot start le-
gislating on that basis. If you have
got special difficulties, we cannot

legislate for that. Whatever loss you
incur, it becomes appropriable.
You have paid some interest
which you are not being allowed
as an item of expenditure. To
that extent your losses increase. But
they can be recovered from subse-
quent profits.

Shri 8. K. Kapur: In the first few
years we are not getting any return
on the investment.

Shri Nanda: We are not supposing
that it will be a normal situation. The
losses, interest and all that becomes
available for recovery. But you are
not in a position to recover it.

Shri 8, K. Kapur: Yes, of course,
on paper 1t does. But practically
it is not so.

Shri Nanda: That depends on your
capacity to work and on your capacity
to make profits. We allow you all
items of expenditure. If you have no
capacity to make profits, even if we
allow you a little more, it will not
help you.

Chatrman: One point has impres-
sed me. Especially in small concerns
we have got to finance the loans. But
once you accept that, then the Act
has to be torpedoed or circumvented.

Shri S. K, Kapur; Unless there is a
loss.

Shri Nanda: Does the State Gov-
ernment admit it as an admissible
item of expenditure?

Shri S. K. Kapur: We can raise.

Shri Nanda: Certainly you cannot
raise for writing off loss.

Shri S. K. Kapur: There iIs no bar.



Shri Nanda: Now it is not a ques-
tion of writing off loss. It is
a question of giving them help.
An undertaking has no working capi-
tal because it has incurred losses be-
fore. Then they must recoup them-
selves with some funds in order to
enable them to run,

Even if we allow you that as an
item of expenditure, then also you
can earn it only if you are able to
make sufficient revenues by charging
certain rates. Now we allow yau to
increase the rates within certain limits
to make up your losses. Therefare,
whatever that you lose there, you are
allowed to make uwp under a different
procedure.

Shri 8. K. Kapur: There are com-
panies in smal willages where there
is not much scope for .develapment.
There the saturation point is really
veached.

Shri Nanda: I am telling you, if it
is ‘a method of recovery, the recovery
of the item of expenditure will be
only from your realisation. You can
increase this realisation in order to
recover all the losses under this
clause. Therefore, your item of ex-
penditure or interest on loan also
‘becomes your loss.

Shri 8. K. Kapur: I may draw your
attention to page 22. The position is
that we cannot straightway make .pro-
fits. The licence is generally far a
period of 20 years. Out of the 20
years, the first 2-3 years are taken for
construction. So far as making uyp
the previous losses is concerned, as
the hon. Minister just now observed,
it is made up later on from out of
their earnings. What I am trying to
make out is this. The .period of .the
licence is 20 years. The first 2-3
years are the .construction period.
Then, as can be seen from the balance
sheets of smaller companies, it will
take five years for the companies to
;start earning profits. Therefore, -eight
years are gone. Then, .during the
next five years also the profit will be
less than 5 per cent. So, only after

the 18th year yoy will get the
reasonable return,

8bri Nanda: For 13 years there are
no profits? I cannot accept that posi-
tion at all. Companies start making
profits from the third or fourth year.

Shri Mohiuddin: No one would in-
vest any pie unless he ean earn some-
thing within five years. Otherwise,
nabody will give you any money, not
even as a loan.

Shri Nanda: All the money that is
invested is {aken into account for cal-
culating the capifal base. Interest is
allowed. Then you start earning in
4 year ar two.

Shri Mohiuddin: 1If there iz any
argument that there will be loss for
five years, we can consider it but not
for 13 years.

Chaérman: You have to take a
rational view. We are prepared to
agree that for the first few years it
will be so.

Shri S. K. Kapur: Leaving the first
six years, there will be fourteen years
left. The intentian in allowing me
5 per cent every year is that in a
period of 20 years I should be allowed
to earn the full value. If in the first
five years I :make nothing and -then I
start making profits gradually for the
next few years, hardly reaching the
limit of 4 per cent all the time, if I
am to make up my previous losses I
have got to earn mmech more than 5
per cent, for over and above that
amount I have to meet production los-
']e8.

Shri Nanda: There are no losses.
All the interest charges are allowed
as part of the coat.

Shri 8. K. Kapur: Yes, during the
period of construction.

Shri Nanda: After that, in a year
or two you begin earning.

Shri ‘Mohiuddin: There is confusion
about the relation of earning with
paid-up capital ‘and eapital base. The
5 per -cent is on the capital base and



it will really amount to 7s per cent.
of 80 on paid-up capital.

Chairman; What is your point?

Shri 8. K Kapur: The normal
period of the licence is 20 years and
the object of the Act is that I should
be able to earn 5 per cent. or 53 per
<cent on an average each year.

Chairman: 8o, your point is that
all previous interests, all debentures
and loans should be allowed as items
of expenditure.

Shri S. K. Kapur: So far as loss for
financing the loan is concerned, I am
not reimbursed. The loans do not
come to the capital base. That is my
point.

Shri Nanda: You bring in loans to
run the concern and you get an in-
terest on that.

Chairman: You are not raising

money for financing loans.

Shri N. C. Bhattacharjee: The work-
ing capital is limited and, therefore,
every year we suffer loss. We cannot
meet it out of the working capital.
We have got to borrow money in order
to pay taxes. We have to pay our
men. So, for the first four years we
have to borrow money and interest on
that is not allowed.

Shri Nanda: That is right.

Shri N. C. Bhattacharjee: We have
actually to borrow money because the
working capital is limited. The
amount that we lose for the first five
-or six years is in excess of the work-
ing capital. That capital is not rep-
resented in the capital base. So, we
do not get a reasonable retutn on
‘that amount. Our view is that it
should be allowed on the amount that
is expended for the purpose of financ-
ing the loan.

Shri Nanda: Supposing you are al-
lowed this, what will be the increase
in the rates?

Chairman: How far it will affect the
consumers? How much will it add to
their burden?

Shri N. C. Bhattacharjee: We now
allow 5 per cent on the capital base.
We are saying that we are not getting
5 per cent.

Chairman: Supposing we allow
you interest on debentures and loans,
what will be the effect of it on the
structure?

Shri N. C. Bhattacharjee: We will
never reach 5 per cent.

Chairman;: If you don’t allow, you
cannot even make up this 5 per cent.

Shri N. C. Bhattacharjee: Yes. The
desire was to earn 5 per cent return.
But our average is not 5 per cent. It
is much less than that.

Shri Nanda: Before that, wag it 5
per cent?

Shri N. C. Bhattacharjee: No.

Shri Nanda: So, it is independently
of this.

Shri S. K. Kapur: Before that in-
terest was allowed as expenditure
under clause 11.

Shri Nanda: Even having been al-
lowed that, would you still earn more
than 5 per cent. You could not earn
more than the limit that is set be-
cause you could not raise the rates
beyond a certain limit. Therefore,
if we allow you to earn 20 per cent
instead of 5 per cent, you would not
be able to do anything because you
cannot raise the rates.

Shri N. C. Bhattacharjee: It-is not
possible.

Shri Nanda: So, it is only of aca-
demic interest.

Shri N. C. Bhattacharjee: We don't
want more than 5 per cent. But we
are not getting even this 5 per cent.

Chairman; You want to utilize ft
for the purpose of getting the maxi-
mum?

Shri S. K. Kapur: We cannot earn
more than 5 per cent. If we make
more, certainly we have to revise the
rates.
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" Shri ‘Nanda: There is some capital
which has not gone into the assets.
Anything that has gone into the as-
sets will earn. Anything that has not
gone into.the assets will not earn.
That is the whole scheme. We pay
for the capital employed in the inte-
rest of doing some service to the con-
sumer. We do not pay for anything
else.

shri N. C. Bhattacharjee: We want
5 per cent on the capital base. We
don’'t want to be allowed anything
else. But we are not actually getting
5 per cent return. I think that none
of the small companies will get that.
It is possible to get nearly 5 per cent
if the licence is granted for a long
period. At present in Bengal the
licence is granted only for 20 years.
During these 20 years it is impossible
to earn the average of 5 per cent for
the small companies. In the case of
bulk licence it may be possible. In
the case of small companies in small
villages, it is impossible to earn the
average of 5 per cent.

Shri Nanda: It is because your costs
are so high and you cannot raise the
charges. If we allow you to charge
higher rates, your revenues will dec-
line. Nobody will purchase power.
That is a different issue altogether. A
small diesel engine cannot earn 5 per
cent because even if I am allowing
you to charge more how are you going
to earn more when the costs are high?
That is an economic proposition.

Shri N. C, Bhattacharjee: It appears
that West Bengal Government are
really not allowing new licensees to
make their own arrangements to
generate power. There is a clause in
every licence that whenever energy
is available with bulk licensees or
Government, they must take it from
them so that there is no question of
generating power by small licensees
by installing diesel plant. It is not
really possible to make 5 per cent out
of the small villages or small towns.
In Calcutta the Electricity Supply
Corporation has been there for the

last 60 years. Now, they are in

position to earn more than 5 per cent.

But at the beginning they themselves
were suffering losses for a very long
time.

Chairman: Any other point?

Shri 8. K. Kapur; My other submis-
sion is in regard to paragraph XI on
page 19 of my memorandum. In this
case, no amendment is proposed in
the Bill. Paragraph XI reads as fol-
lows: —

“Arrears of depreciation calcu-
lated in accordance with para-
graph VI may be written off by
equated payments over the re-
mainder of the prescribed period
and the amount so set aside in the
books of the undertaking may be
taken into account in any year as
a special appropriation for pur-
poses of assessing the clear pro-
fit.”

My submission in regard to this
paragraph is that instead of writing
off these arrears of depreciation by
equated payments over the remainder
of the prescribed period, a provision
may be made that I would be entitled
to pay back the depreciation within

the period of my licence. The diffi-
culty arises this way. Arrears of
depreciation may arise really be-

cause in some cases of old companies,.
there might be no depreciation set
apart previously, and while for the
purpose of calculating the prescribed
period.

Chairman: Is no depreciation fund
started in the case of old companies?

Shri §. K. Kapur:
quired to be started.

It was not re-

Chairman: The arrears of deprecia-
tion have now to be calculated....

Shri Mohiuddin: May I interrupt?
They must have started depreciation
but probably it may not be upto the
maximum  required.  Depreciation.
must be provided in all cases.

Shri 8. K. Kapur: That is one of
the features. In the case of new com-
panies, the period starts when the as-
sets become available for use and it



has to be in accordance with this VI
Schedule. It has to be set apart when
it is actually employed in the busi-
ness. Assets may become available
for use much earlier....

Chairman; In actual practice, was
not depreciation being written off
every year from the commercial point
of view? Maybe there is no statutory
obligation. Could you tell us, Mr.
Bhattacharjee, what is the practice?

Shri N, C. Bhattacharjee; There are
cases where it is not started. There
are cases where depreciation was set
aside at much lower rate than pre-
scribed. There are also cases where
it is set aside at higher rate.

Shri Nanda: Depreciation comes
back to you, that is, it may be at the
expense of dividend.

Shri 8. K. Kapur: It may be at the
expense of the dividend or at the com-
pany’s expense. It may not be pos-
sible to set apart depreciation within
the prescribed period because it may
be very short; it may have already
expired. If I cannot set apart depre-
ciation the result will be that when
the undertaking is taken over, I will
not take advantage of the depreciation.
Therefore, all that we submit is that
we should be allowed to set apart ar-
rears of depreciation within the period
of licence. We cannot set apart after
the prescribed period is over, in this
case, whereas the period of licence
may be 20 years and we may be able
to set apart depreciation within this
period.

Shri Nanda: You want to take out
the depreciation arrears from the use
of some other assets of the company.
If we wind up the company, then the
question does not arise.

Shri S. K. Kapur: That is only one
point. The second point is this. If
depreciation has to be set apart within
the prescribed period, the position is
this. Supposing there is one unit.
For that unit, I have to set apart cer-
tain depreciation. Paragraph XI says
that we should set apart depreciation
within the prescribed period. Pres-
cribed period may be two years or
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three years. If there are arrears, I
have to pay it within this time. If I
cannot pay those arrears within the
prescribed year, the difficulty will be
that I will not be given any benefit.
of the depreciation, because when the
Government takes over my company,
I will be paid for that unit.

Shri Nanda: Your point ‘s that you
have worked the thing without getting
any profit.

Shri S. K. Kapur: Therefore, we
should be given benefit of deprecia-
tion by allowing us to set apart depre-
ciation within the licence period. Pres-
cribed period may be just one or two
years. Licence period means, while
the company is still going on.

Shri Nanda; Although the prescrib-
ed period is over, the actual asset is:
still there and is still earning. Now,
your point is that it should, therefore,
be allowed to be depreciated. Or it
may mean this: Taking out this de-
preciation from any other directions.
Asset is still in use and therefore you
should be allowed to depreciate it.

Chairman: There is a prcviso here
that a licensee can apply to the State
Government.

Shri Nanda: It is already provided
for that when the physical assets re-
main, you can still make an applica-
tion to the State Government.

Chairman: His point is that pres-
cribed period will be too short. That
is their difficulty. Any other point?

Snri §. K. Kapur: My next point is
in regard to paragraph XIII relating to
managing agents.

Chairman: The Federation has also
argued this point. We shall pay sym-
pathetic attention to this point.

shri S§. K. Kapur: Under the Com-
panies Act, no office allowance is pay-
able to the managing agents.

Representative of the Mlnlstry
There is a specific provision saymg
that provisions of the Electricity



{Supply) Act will override the pro-
visions of the Companies Act.

Chairman: Any other point?

Shrl 8. K. Kapur: The words of
.section 616 are inconsistent.

Shrt 8. K. Kapur: Kindly go to page
'20. This refers to the amount of loans
advanced by the Board.

Ghairman: Formerly the amounts of
loans were advanced by the Board in
connection with the Generating sta-
tions, certain extensions etc. That was
to be taken into account. Now all
loans are advanced by the Board.

Shri §. K. Kapur: My submission is
‘that when the loan is taken from the
Board my responsibility and liability
is increased; and I am being allowed
no return whatsoever on that amount.

Shri Nanda: It is half-a-per cent.

Shri §. K. Kapur: On the loan for
extensions only.

Chairman: Is it a reasonable
turn?

Shri 8. K. Kapur: That is right.

Half a per cent is too small, while
on the other we get § 1/2 per cent.

Next, I would like to refer to the
security deposit of the consumers held
in cash. This is not, in the scheme of
things, a nature of trust. We may be
entitled to use that in the business.
Because of this deduction the consum-
er is having advantage of reduced rate
as well. Therefore, by this deduction
the consumer is getting double ad-
vantage.

re-

Chairman: You say that it should
be taken into account.

Shri 8. K. Kapur: That should not
be deducted for the purpose of capi-
tal base.

Chairman: You say that it should
not be taken into account.

Shri Nanda: It is being allowed as
.a part of expenditure.

Shri §. K. Kapur: Please see 17(1)
that is, capital base. Under ‘deduc-
tions’, another item is being added,

namely, the amount of security de
posit of the consumers held in cash.

Chairman: Where is it coming in?

Shri S. K. Kapur: It is at page 20
of the memorandum.

Shrli Nanda: How can you earn on
this also and the expenditure? Under
expenditure you are earning interest.

Shri 8. K. Kapur: We are paying in-
terest to the consumer.

Shri Nanda: Therefore you cannot
add it to the capital base.

Shri 8. K. Kapur: This amount is
utilised in the business.

Shri Nanda: Therefore it is - taken
out of the capital base. In deductions
it is taken out.

Shri S. K. Kapur: This should not
be taken out.

Shri Hathi:
diture.

It is an item of expen.

Shri S. K. Kapur: For the amount I
have invested I get no return!

8hri Nanda: For interest on  the
whole amount, you are getting it here.
Having got that why should you cal-
culate as capital base and all that for
a further 5 1/2 per cent? It is again a
double calculation. You have charged
it to expenditure. Why should you
take it as capital base? I think it is
very clear.

Chairman: The total amount of
Consumers’ deposits figures come to
6,11,00,000. This is an all-India figure.
You are getting full credit for your
money. It is something like a loan.
You are using other people’s fund.
You are trusty for the money. You
are the beneficiary. You have got to
refund it.

Shn 8. K. Kapur: So far as the
consumer is concerned, he gets inte-
rest as well as his money.

Shri Nanda: We have not allowed
you to increase the rates for him un-
less as a reserve.



Thairman: Do
" ything more?

you want to say

Shri 8. K, Kapur: Kindly refer to
age 6 to the constitution of the Rat-
¢ committee. The Rating Commit-
se, under the Bill, is proposed to
onsist of three members; and it is a
oint when the Board is to come to the
onclusion that we have been guilty
f some default.

Shri Nanda:
oint.

We are examining that
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Shri 8. K, Kapur: It is to be provid-
ed that there should be appeal to some
High Court against the decision of the
arbitrators.

Chairman: I thank you on my be-
half and on behalf of the menibers for
all the assistance and the clarification
you have given.

(Witnesses then withdrew)

(The Committee then adjourned.)





