
c. B. lU) NO.3' 

LOK SABHA 

THE SELECT COMMITTEE ON THE 
ELECTRICITY (SUPPLY) AMEND .. 

MENT BILL, 1955 

EVIDENCE 

LOft SABRA SBCRBTARIAr 
NBWDBLm 

October, 1956 



WITNESSES EXAMINED 

Name of the Association and their 
Spok aman 

-----------------------
I. The Federation of Electricity Under-

takings of India, Bombay. 
Spok,,,,..,. : 

1. Shri J. D. Choksi 
2. Shri N. C. Javeri 

. 3. Shri R. P. Aiycr. 
II. Th~ Association of Electrical Under-

taking., Southern India, Madras. 
Spok,smen : 

I. Shri H. K. Ramaswamy 
2. Shri R. Venkataraman. 

III. The East Iadia Electric Supply & 
Traction Co. Ltd., Calcutta. 

Spoklsmm : 
1. Shri S. K. Kapur 
z. Shri N. C. BhattaCha rjee 
3. Shrl A. K. Datta 
4- Shri N. P. Ghosh. 

1666 LS-I _ 

Date Pages 

19-10-1956 

20.10-1956 



SELECT COMMITTEE ON THE ELECTRICITY (SUPPLY) AMENDMENT 
, BILL, 1955 

Minutes of Evidence taken before the Select Committee on the Electricity 
, (Supply) Amendment Bill, 1955 

Friday, the 19th October, 1958 

at 4 P.M. 

PRESENT 
Shri N. C. Chatterjee-Chairman 

Shri N. C. Kasliwal 
Swami Ramanand Shastri 
Shri Bishwa Nath Roy 
Dr. M. C. Jatav-vir. 
Shri W. S. Kirolikar 
StU-i Ahmed Mohiuddin 
Shri G. H. Deshpande 
Shri S. R. Rane 
Shri 'T. Sanganna 
Shri Subodh Hasda 

MEMBERS 

Shri Rajeshwar Patel 
Shri Naval Prabhakar 
Shri K. G. Wodeyar 
Shri N. P. Damodaran 
Shri I. Eacharan 
Shri S. K. Kandasamy 
Shri Bijoy Chandra Das 
Shri Sadhan Chandra Gupta 
Shri K. Kelappan 
Shri Kandala Subrahmanyam 
Shri Gulzarilal Nanda. 

Shri Jai Sukh Lal Hathi, Deputy Minister of Irrigation and Power, was also 
present. 

DKArrsMAN 
Shri S. K. Hiranandani, Additional Draftsman, Ministry of Law. 

REPREsENTATIVES OF MnasTRY AND OTBllR OFFICERS 
Shri S. S. Kumar, Utilisation Member, Central Water & Power Commission. 
Shri N. S. Vasant, Officer on Special Duty, Ministry of Irrigation and Power. 

SECIlETARIAT 

Shri P. K. Patnaik, Un~er Secretary. 

WlTNESSIlS EXAMINED 
I. The Federation of Electricity Undertakings of India, Bombay: 

Shri J. D. Choksi 
Shri N. C. Javeri' 
Shri R. P. Aiyer 

I. The Federation of Eledriclty UDder-
taklno of india. 

(Witnesses were called in and the1l 
took their .eat.) 

Spokesmen: 
1. Shri J. D. Choksi 
2. Shri N. C. Javeri 
3. Shri R. P. Aiyer 

Chairman: I have to tell you 
and your colleagues that we have got 
a rule which says that the evidence 
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 conftdential. 

Sbrl J. D. Cboksl: I don't think it 
is necessary. 

ChaIrmaIl: 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 at the more impor-
tant and salient points you want to 
put forward here. 

Sbrl J. D. CIIoIa:ld: If you will per-
mit me, I will make a few introduc-
tory remarks. Since 1951 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 expiln-
Idoil. At tbat time we estimated that 
the requirements of the industry for 
expansion would be in the neighbour· 
hood of Rs. 50 crores. Today, a rea· 
Batic estimate shows that it would be 
Rs. 75 crores or more. 't'he 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 Ban:.t 
rate. I think the hon. Minister will 
,.emember .... 

Sbri Nanda: Yes, I remember. 

Shrl J. D. CMksI: But we decided 
ultimately, the Select ComDlittee 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 31 per 
cent. and since 1951 the industry has 
found the pressure for funds very 
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very grave. We have not been able 
to meet our demands. Although this 
Committee, if I may say so, are not 
concerned with individual sroups and 
taking my owrt group as an example 
we require funds very badly-that is 
tbe Tata Electric IrouP-{or Lhe expan~ 
sion of the elecvicity suooly in the dty 
of Bombay end in the nei"hbourhood. 
Although we were payiDl a return of 
71 per cent. free of tax, as "ctlvldend, we 
were unable to raise the funds and 
ultimately with the Government of 
India's backing, we were able to get 
tha 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 1" crores from 
the World Bank. 

CbairDIIIl: You got the balance 
locally. Is it 801 

Sbri J. D. "1wbI: 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-
~on of the Bill in the final form that 
It has taken plus the statement or the 
industrial poUey reaolution of the Gov-
ernment plaCIng the Electricity indus-
tt7 in the first schedule of industries 
namely, that in which the State wili 
be responsible for further expension' 
Iftd thirdly, the introductory remarb 
at the honourable Minister:ia intro-
ducing the bill have presented a picture 
1ft Whlt'h. though ostensibly the indus-
try a~e given hBlf a Del" cent. more in 
return, in fact, as per the analysis ot 
609 and odd cases indi('atec! by the 
Bon'ble Ministry under the present 
Bill except for 3 units all the other. 
will let leu. 

Chairman: Exceptirrl three units. 
Is it so? 

Shrl J. D. Chokll: Yes. All the 
others will get lesg than they were 
getting previously. I am not the one 
to say that wherever there were deft-
ciencies in the old law you should 



nCJt rectify them. There is one patent 
lacuna in respect of interest on loan 
capital. That pOsition has been ...... 

Chairman: That is in the Sixth 
Sch.,.dule. 

Slut I. D. Chotll Yes. That posi-
tion is sou,ht to be rectifted and rightly 
reetlfted. 

Shrl Handa: I don't want to raise 
the question whether the money will 
be given, back. 

Shrl I. D. ChoUl: Please don't 
raise it. With Ireat respect I would 
like tQ say that there are a number 
of psycbolofJical factors which react 
on the flnancial market wbich some-
times escape the attention of the 
Ministry sitti.n.g in the sublime heiibts 
of D~lhi. To teU you frankly . Ule 
PCl6ition pas worsene4. The quota,.. 
~0lU of shares on the Stoc" ExcJ:J.ang.e 
Ul respect of Ji:lectrical Undertakings 
have flJUen JJrecipitously since the in-
trQ4J.U:tion of ij).e am. A:J3ill wQ.U:p 
~as proposed to afford relief to the 
~dustry has resulted in malPng tlJe 
Ulvestine public think th.IJt a share in 
the industry is not a '000 buy in Ute 
Stock Exchan,e. I am telling this to 
YOU because I would like you the point 
of view of the in\:!ustrial or to appre-
ciate the commercial 'lasses ot t,h. 
country. The BUI is .colPParatively a 
small bill and, I don't think I will 
take much time on the points with 
which we ere concerned-Jn .ddition 
to tAe written representation. I would 
UR to say sometWag an\:! J wil c:ooftne 
myself to w~ I e()nsider ~ be the 
important features of ttle 8W.. The 
ftrst poiflt I would take UD Is Atbo.ut 
t.M eornmen.cerneat of. tile new la.., 
In tbe EUM:tricity BUI .the ,dm DrOvi-
sion is ·iD regud to thetime1'l.he. the 
laW' should apply. Und.er t.IIoe Int.tiaa 
ElectJ"icity Rul~ lQ66, every Eledri-
city .al!lillHlDf' ·must m.ake up its 
aoc.ounts corresponding to tb.e ~,l 
year, that is, 31st March. Some of 
our companies are in the .process of 
switching over oW' accounts ·io tb,e 
new basiszaamely, to make them ... 
0Il1b.e 31st March. In my OWlllr01IP 
at campanies iIIlae year for the llI'eseat 
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commences from 1st July. Scf, I 
would make a suggestion that the 
flnaneial principles 'on the basis of 
which accounts are prepared may 
become effective from 1st April, 1857. 

c~~: l1p@r Clause ~, accord-
irJg to tPe am in~ro4uced., in Parlia-
m~m~, $ectioPB a, 3,4,57. 57A. 57B. s,. 
76 IWd ~ertain other sections on the 
provisif;lns of S~h II.nQ S~ven~p. $che.-
clwes shall come into torce at once. 
YouP objectjDp ~ to the wor4 'at 
oll';~' an.d you S~gest that jt sJ:J.oul4 
ftt m wlUl Ple JJ.f'!~~ 4mmcial Y~!lr. 

Slut ~. D. CM~'-": I say ~~. the 
amenc:t.m.ent tq ~ Sj.Jcth Scbedule 
should come into force from the 1st 
April, 1957. 

Chairman: You haVe r~ally no ob-
jection to some other sections. 

SIm J. D. CboIuII: No, not the 
substantial proviSions of the law 
which are fair. 

pbaIrman: You refer to the accoun-
tiriJ and ftn~cial provisions that 
$,ould come in~o operation next year. 

$..... I. D. ~.l: Unt~er .sec-
tion 05, today, the Govern-
ment-tp!! St,~ ~ectricity Boar4-
h.es the rigb~ to issue directions re-
p1:din~ tJl~ o~eration 01 generatin. 
s~tions. ;Now, i~ is proposed to amend 
tAls by ~kin.l ~o m!lJte ii' applicable 
to ij).e wJto~e unclertaJting, 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 Jt is framed, 
even if a company wanted to appoint 
consulting engineers, we have to come 
to the Electricity Board 8:'ld get their 
approval. Qth~. thtey may "Y. 
No. 'The El.ectdcity B~rd has .the 
rlght to direct J;De -whom I will appoillt 
~ consulting enSineer and ~hether I 
should "t all appoiI;Lt a cOllSultin" .en-
lin-.r. If I am '. ~ensee ~d.I .ba~e 
a v;ali4 ri,~t ,to sup,p~y el~tricity o~er 



a stited area, I should be free to run 
my undertaking with a fairs amount 
of discretion. The reason for th'e 
earlier section was quite clear. In the 
case of generatin, station,. the State 
wanted to pool the supply ot electri-
city available in the territory Bnd they 
put in a clause to enable the Board 
to give directions re"ardin~ the opera-
tion of generating stations. My hum-
ble submission is that this power 
shOUld not be extended beceuse 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 reprd to the uoer ·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. ChoUl: My suggestion Is 
that you should retain the clause as 
at present. It serves a definite 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. 

Chalrman: This may cripple your 
initiative and create complications. 

Shri J. D~ Cboksl: 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-
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taking is entitled to change its rates 
so long as it keeps within the return 
which it is entitled to. Under th. 
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 satisfied with the 
increase, and if there is a violation 
of financial principle it can refer the 
matter to a rating committee and if 
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 tari1! 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 dl.fftculty in 
accepting it. 

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

Shrl J. D. Choksl: 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. 

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. 

Shrl 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? 

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

Cbairman: Is that all in regard to 
section 57? 

Shri J. D. Chokld: 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. 

5 .. . . , , .. 
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. 

Shrl 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 57 A, 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. I 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 Coart. The 
Attom~-General 'was crittcalof tl&e 
view which has been expressed by the 
Bombay High 'Court. Have you got 
a copy of the judgment? 

Shri 1. D. Choksl: We have annex-
ed it. 

C!laIrmua: What do you want the 
Select Coiidnittee to do? 

Sbri I. D. Cbolud: 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 '80108g ,as .... etc., and s~ 
always be deemed to have had the 
right. 

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

"I. Notwithstanding anything 
contained in the Indian EI.ectl'icity 
Act, '1910 and the provisiOns in 
the Ucence' of a licensee,' the Ucen-
see shall be erititled 'to so adjust 
hisratei! for the sale of electricity 
whether by enhancing orredJ,ac-
ing them (not 'morethan once in 
eaCh year) that 'his clear protlt in 
any year of' accourit shall, as 'far 
as pOSSible, . exceed the amount of 
reasonable retUrn:" 

Shit J. D. Chctul: I think that is 
very c1earfor! the future. There are 
a 'few cases' df tile past which are sUi! 
pending 'as a reiUlt of 'the Bombay 
judgment. 

CIIaIrmail: This is meant really to 
clarify 'that very point 

Shrt J. D Cbobi: Only for tile 
future. It could. not have reVospee-
tive effect, as you know. It should 
be stateci"that,it sballalwayB be-deem-ea to have been entitled. 

CbaIrmaD: Vou say that it is all 
right for tHe 'future and to make it 
r~trosp'ective, sOme additional words 
should' be added, 
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Sbd ,I. D.. CheUl: Otberwise,tbere 

are a few cases outstandieg. and it 
will mean unnecessary litigation. 

C~ I think Government has 
been all along working 'on this princi-
ple. 

&bill J. D. OIloUl: The Bombay 
judgment, with cl1le respect, has not 
been :accepteti bytheCl!n .... l Goyen-
ment. Bat> it 1wI been accepted in 
some of the States. 

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

Cbali'lDiul: Please explain fairly in 
detail what is the difficulty and what 
yotl want 'us 10 do. 

Sbri 1. D. Choksl: 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· -01. priority, we conaid.et. if 
we may say so with respect, thtlt tb~ 
limitation of the return to 2 per cent. 
over Ute R~erve Bank rate .... 

Chairman: That is, de8nition of rea-
sonable rate. 

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

·Shri'l.D.Obobi: Under the law 
as it itan:CIs, eYen today, it is a straight 
bed :return of '6 p~r :cent. 

0"""": That was on the basis of 
the ba8.k ·raW of 3 per cent. 

Shit J. D ChOksI: It was on no 
basts .. 

,Ohalraaaa: .'11Mat was the statutory 
limit, but that w •. the ·backal'ound. 

If you will 'kindly see lines 24 ,to .• 
on '~17, 'yeu '''il1 fftrid: 

I. -St8ilclarti -rate' in 'respect of 
any year 'of aecount'meansthe 
Reserve Bank rate ruling at the 
b~ing 'il! that year, 'plus two 
per centum.". 
'$alt "I. ;0. ,CII.o.IriIJ.: ,My 81,ij1festion-is 

that it shoUld 'be !plus 21 ,per cent, 
and.subj~tto a'minbnUlll. 



...... : Could. y!)U ,lve us lOJIle 
eocent Il'OUlid.s as to why you waRt it 
like that? 

81lrl J. D. ChokaI.: Yes. 

.,.........: The Minister tells me 
*hat it was with ,reat diftlculty that 
.he could induce the Cabinet to accept 
even this. 

Slut Naada! It was as a result of 
"these calculations which I made that 
could show that we ,ot somethin, for 
-the consumer lty the removal of those 
anomalies. Let me explain the posi-
tion. 

About a year ago, there was some 
kind of an award or somethln, of 
"that sort. as a result of which a loop-
·ho}e 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 Nse and ,ettin, five per cent. 
there also. Thus, they were exploit-
in, the consumer; but the interpreta-
tion was in tlIlelr favour. 

When I was handling this, after 
'\istening to everybody, I thought that 
it was but proper and reasonable that 
-We give them hait a per cent. more 
'Then, I 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 
oeonsumers will have to pay. Then, I 
had a very extensive study made of. 
:all those units, and found that what 
we gain by pluggin, this loophole 
would offset the effect of that in-
.crease. 

As regards what Mr. Choui has 
pointed out, I would like to state that 
tiai. exploitation started anly a year 
a,o. So, if we compare it with what 
the eompanie. were ,ettin, before 
they started takin, double the amoWlt, 
we shall find that all of them will be 
.&eHine half a per cent. more. It is 
only recently that they got double, 
which we are now taking away from 
'&beat. H lOu _get tbat period rII. a 
~ mvntils, when. they started takin, 
'8CiYantap at. this loophole and in-
ereasing their returns by both the 
1866 LS-.2 
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means, and compare it with the posi-
tion that obtained before, you wiD 
find that all of them are lOin, to 
have half a per cent. more; all of them 
are ,oin, to benefit 

Shrl J. D. Cboksi: May I make a 
.""estion? Would you be prepared 
to place a Ooor to this rate? You said 
that it would be two per cent. above 
the bank rate. Would the Minilter be 
prepared to accept not a cellin" but a 
fioor, that is to say, that the rate 
should not go lower than a certain 
figure? 

Shrl Nuda: That means not less 
than four per cent.; or what exact11' 
is it? 

Shrl I. D. Cbobl: Today, we are 
getting five per cent. Could you cive 
us a ftoor of 51 per cent.? 

Sbrl NaDda: We are ,iving a ceil-
ing of 51 per cent. 

8brl J. D. Cl ..... : You are giving a 
standard rate, not a ceilin,. 

Sbri NaDda: Today, this is the ceil-
ing. 

CblllrmaD: If you are sull.tin, a 
ftoor, then you are also thinkinl of a 
ceiling. Otherwise, what is the point 
in having a ftoor? What exactly do 
you want here? 

Sbrl J. D. Cbobi: The point is this. 
Today, the bank rate 18 31 per ceJlt. 
So, two per cent. added to it makea 5, per c~nt. as the operating rate. 
Suppose, three years hence-of course, 
it would not happen, but still-when 
we have got capital on the basts of 
51 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 pe'lini it at that Ieyel 
-then, what will happen? 

S1arl N .... : The eeonomic evalua-
tion of eveng in the future is that 
there is no UkeUhood of the bIDk 
rate going down. It IM7 10 uP. but 



not 10 down. Every, coUntry' is deve-
loping at such a tempo that the rate 
is bound to go up. If the rate gOes 
Gown; - then you can get cheaper 
money, and you can repay ;.our obU-
la,tions. 

Sbri 1.0. OJIobl: That is quite 
true. If the bank rate loes tCiown, 
then money :would be a little cheaper, 
but our past commitments are" there, 
on whlch we have built up our block. 

SIart NaDda: But the commitments 
in terms of debentures or loans,can-
not be for such a lonl term. . 
• 

Slut I. D. Cboksl: 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. reuirn. I iiave to pay it, be-
cause that is what I bargained to pay 
in 1926-27, when the bank rate went 
to five per cent. 

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

8hri I. D. Cboksl: 1 am only men-
tioning it. I do 5uggen::..:..and that is 
at least the Federation's view-.... 

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

Slut I. D. CIIokIll: I agree. But 
equity capital has also been bought at 
a certain time, when interest rates 
were at a certain figure. 

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

Slut J. D. Cboksl: It may be that 
the Co~ittee feels that there is not 
much substance in this. But I should 
like to point out that the .sychologi-
cal factor is consider.ble. 

CbaInDaD: I would like' to tell you 
that we are not unsympathetic, but 
we want you to give us something 
more than mere sentimental' or IISY-
. mological grounds, when you uk us 
'.&0 fix those rates. After all, it means 
'taXing . the· CODI\IIDeI'I. 

, 
Slut I. D: 'ChoUi: May 'I sat ·this? 

Today, when we have to attract capi-
tal, we 110 and say, well, we can at-
tract capital on the baals. of tw,o per 
cent. over the bank rate. So, the in-
vestor knows that he is going to"lIet 
two per cent. over the 'bank rate,. 
whatever that may be. If I can give' 
lUll assurance to the investOl" that in 
no case will the investor let less than 
a certain percentage, it will enable-
~e to' get. more cl!-Pital. That is all 
thai I ant poiRting out. It 1& not. 
gOing to ',ive me more money. It . is, 
not goltlg to make it cheaper for me. 
But it gives me a feeling that I can 
copvey some degree of assurance tOt 
the mari' who is gome to put' money 
into, my undertaking. That .is' all .. 
And if I may say so with great res-
pect, Pa~liament loses nothing;, if it. 
takes the view, as the hon. Minister 
has just expressed, that the chances 
are-and I entirely aaree with him:-
that in the future, the bank rate will 
go up and not down, if, it is ,oing: 
to move in any direction at ~ll, then. 
there is no difficulty. . 

Shri NIUUIa: Then, there is no need .. 

Shrl I. D. Choksi: There, I. differ 
from you, with grellt respect: . The-
need is a factor of assurance, that is. 
to say, a stabilising factor. 

Shrl NuuIa: Is this not an, assu-· 
rance enoUlh that we are practically 
guranteeing a certain proflt, whereas. 
in the other cue, there may be a 
person who may lose even the three-
per cent.? 

sbrl J. D. CbOUI: I do not want to. 
be laconical, but the industry as suct. 
would prefer that there was no gua-
rantee at all, and they couldchar,e-
economic rates. Let us n'Ot ·have it. 
both ways. 

ChairDwl: After alt, it is a moDO· 
poly. 

Slut I. D. Cbobi: It is not a mOllO-'-
poly. We Jaave got the electricity 
boards operatin& all, over.. It is not 
a monopoly. 



811ft Mada:. In the same area, you 
do DOt have people operatin,. 

CbalnaaD: You cannot have com-
petitiOD. 

SIIrI I. 'D. Cboll8l: There is. 

I now. come to the development re-
bate. 

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

SlId 'J. D. ChoksI: At pa,e xi. 

CbalnaaD: You want this, instead 
of 51 per ,cent.? 

Slarl I. D. CIIobJ: For, it fa vitally 
~ecessai'y to fix a floor. 

CbaInnaD: According to the latest 
statistics, Rs. 36 crore; 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. 

8br1 I. D. CboIad: Are you talkin, 
of the whole industry? 

Cbairmau: Yes. 

Shri I. D; Chokili: 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 di1ference 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 tlrst point is a minor one, that 
is to SBf" that the w~rdl 'actually~d' 
&bo~d be ~all'y 'actually payable', 

because the asseS$IDents are COIDPlet-
ed only lon, after. 

8hrI Nuda: We are revising that. 

Sbrl I. D. Choksl: 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 
difficuit mcome-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 alltng 
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 amendment I propose is this, 
that while' the provision should be 
mandatory, there should be two ex-
ceptions. 

Shri I. D. Chobl: 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 
income-tax and super-tax at 
rates applicable to the ass~ment 
year for which the accountinl 



yell' of the licensee Ia the pNYi. 
ous year calculated on the amount 
of the development rebate to 
which the licenlee woilhl be ea-
titled for that year under the 
provisions of section 10(2) (vl~ 
(b) of the Indian Ineome-tu 
Act, 1922. Provided-

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

(li) U in respect of any such 
accounting year no tax is pay-
able or estimated to be payable 
by the licensee for the corres-
ponding aaaeument year, then 
no lum· 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 
iD respect .f which taxes shall 
become or be estimated to 
become payable for the corres-
ponding assessment year or 
yean; 

(iii) Notwithstandin, 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 al'countin. year 
over a period not exceeding 
five accGuntin, years (includ-
ing such accountinl 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 ae-
curate because we deal with account-
ing years-that is the unit provided 
under the law. 'lbe 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 ot that ctifferenee so that in a 
year when we cannot tet "en our 

to 
teUUlUlble ret1IrD ....... aat ... 
called upon to make a CCIIltrlbutiOll .. 
the Delt'elopment R~. 

The second proviso is in some "., 
a more important amendment: it 
arises in this way. :ror years when a 
company expands its plant, and aup-
posing we are doubling the capacity 
of the plant, for the flnt two or three 
years oi construction of that capacity 
and its operation, the depreelaUon 
allowances for inceme-tax purpoaes 
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, 
beeause 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-laving on that may 
be '1 annes in the rupee. We are 
allowed to cleduct that al an expense 
of the year and to set it up in the 
Development Reserve. All we ask is 
thtt if there la no tax payable, there 
is no question of setting up a De· 
velopment Reserve. 

81lr1 Nuda: Does it not flow from 
the clause itself! 

8bri J. D. 0II01W: It ought to flow. 
It has not been provided. All I ask 
is that we should not be compelled to 
eharge It u an expenae and to let it 
up in that year where there la no tax 
payable. 

CIIal ...... : You bave DO objection 
to VA (1) as it standa, printed at page 
14, line 14 of the Bill, I think. 

Start J. D. CIIoksI: I have DO objec-
tion in substance at all. The only 
thing that we are objecting to is what 
I have already told you. 

Cbalrmaa: Supposing I make it like 
this, subject to further dl.tcusaion, 
would you conaider and let me know 
your views: 

"There shall be created a re-
serve to be called 'the Develop-
ment Reserve' to which ahall be 

aPaJroptlated annually an amount 



calculated at the rate. of income-
tax and luper-tax applicable for 
the assessment year, for which 
the accounting year of the lic-
,nsee is ~e prev*ous )'Mr, OIl #le 
amO\lllt of the development re-
bate to whi~h the Ucensee is en .. 
titled for that useument year 
under the provisions of daUBe 
(vi) (b) of lub-section (2), lec-
tion 10 of the Indian Income-tax 
Act. 1922." 

We shall give you a copy of this. 

8JIrI I. D. CboUl: That il exactly 
what we have put in in the body 
except that the worda are sli,htly re-
oriented. 

81ar1 NaDda: We accept your su'-
,estion; we are ,oing to ,ive a proper 
form to it. 

Cllainaaa: Sbri Tulsidas Kilachand 
sent UB the amendment, and we 
practically accept it. 

811ft ~. D. ClIIaUl: The Int provUo. 
u J IBid, deals with the position 
where the clear proftts :fall below the 
reaaonable return. 

C ........ : You are opening your 
mouth too wide. 

Slut N .... : That means that yOu 
pt that amount; because you bave 
not made good enoup proftts, you 
get the advanta.e. SuppeeiJl, there 
is no Development Reserve, nothing 
of this kind ..,auld come in. You 
would have in any case made less 
the the reasonable return. 

•• d ~. D . .,.....: I want to be put 
in exactly the same posi~ .. I 
would be put today. That is all that 
I want in proviso (i). I do not want 
to c_1m an item of exp8DH for the 
Development Reserve lUll.. I let it 
up. I waDt to have the option not to 
claim It as e item of expense if my 
clear proltl are 1 .. than the reuon-
able return. 

8.1'1 Nuda: That is quite reason-
able. 

IIIrl I. D. CIMaIIII: ProvilO (0) Is 
even mon baportant from ID1' peint 

II 

of view. All I .. y here is that in a 
year in which there is a 1018 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 whicb are dif-' 
ferent from the depreciation under this 
Act, I should not be compelled to let 
up a Development Reserve. But as 
and when my proflts are sufficient 
for the purpose and I can do it, I 
should do it. That is aU what I am 
uking-a postponement of the crea-
tion of the Development Reserve. 

Sbn ...... : All we are concerned 
with is that the concession that is 
beln, liven should not be utilised tor 
the purpose of distribution or creat-
in, a .. eta. If that is lecured, then we 
do not want to create c:li1I\culties in 
your way. 

SUI I. D. a. .... : W~n you have 
not got the money. how eN! you let 
up a Development Reaerve? When 
there is no proftt for income-tax P\U'-
poses, there is no Development Re-
serve· 

IItrI X ..... : If there ls nC! proAt, 
there is no taxation. 

8bri I. D. CbobI: If there is no 
~atign, then there is no Develop-
II*1t Relerve. In the Income-tax 
WW, wh,t happens is .... 

~; Your ~t is that there 
should ~ no qUeJtion at your mak-
ing contribution to the Development 
Reserve in that case . 

8Iui I. D. CIIobI: Yes. In the 
third proVilO, we uk tor option to 
spread it over flve yean. 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 pn the tariff. So. 
J should Uke to spread it over a period 
of flve years. To that there could be 
no exooption. 

ON .... : That ~ an rilht. Next 
item. 



IIut I. D. CIaoIr.II: On thls, Develop-
lIlent 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. 

CbaIrmaD: What you . say is ' that 
,; 'this ls' not fair. But don't you think 

that if you are assured of a reason-
able return according to this sclleme, 
you should not utilise .it for the iJur-
pose df making more proftt. ' 

Shrl Nanda: Would you rather do 
',without this development rQerve'!' 

Supposing we neither give you ~at 
rebate nor ask. you to . create the re-
serve if· y4>\1 do not earn anythin, 
'WOUld that be better? 

Sbrll~ D. Cboksi: It may be .so. 

ail NUlda: Please consider that .. 

Sltri J. D. Cltobi: He~ we ~e 
asked to handle certain assets which 
belon, to fhe State and on which we 
can earn no proftt at all. 

n 
8brl MobJa4cI1n: How does it atand 

on a different footing from other in-
dustries? 

SItrI Naada: This is the One indus-
try which has been treated under 
legislation in a particular way. We 
have not ,ot legislation for other in-
dustries which says that they will be 
given a return of lSi per cent. income-
tax free. It comes to nearly "i 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 51 per cent. plus in-
come-tax exemption. To other in-
dustries which we want to develop 
and which may be expoHa to these 
risks, .where we have to encourage 
the expansion with a certain incen-
tive, this does not apply. ~ a mat-
ter of fact, the decision that we were 
lOinl to take was that we need not 
give the development rebate to tlUa 
industry at aU. Then we thouPt 
that they wanted some money for ex-
pansion and, therefore, 'rhy not live 
them; , And, see the advantageli q:.ey 
will have. They say that they have 
to r ... money at 61 perce.Dt. and 
get 51 per cent. ,Tha.t means they W;ill 
lose one, per. cent.. .01'" more which 

, ,they will' have to l1U\lle pp out of th~ir 
realionable return. . Here they will ,be 
.ettiJ\g money on which they run no 
risks at all. 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 
justifted. 

.~ .' 

Cltalrmaa: Mr. Choksi,. do you fol-
. low my friend's question? You jast 

let slip one word, "unconstitutional". 
/' I take it that you meant '!discrimina-

tion" and wanted ,to point out ~at it 
was not fair. 

Sltrl J. D. 'CboUl: Yes. The hon. 
Minister has taken the view that this 
industry stands' on a dii!erent tootina 
b:y< le,ulatlon. He • .,.. that we pi a 



virtl'~ return I~r~teed. to us and 
~ore' we .. re entitled to do this. 
I ~y point out, Sir, that many In-
dustries are subject to ,control. The 
steE!l industry is as much controlled 
as this industry is. We have to 
charge controlled prices. For steel it 
is fixed by the Tarin Commiasion to 
the extent the Tariff Commission's 
.recommendatiens are accepted by 
Government. That control works in 
exactl.y the same way as the control 
,(In this industry. It is a return on ,the 
oeapital base. 

S"" NIIIlda: Do we control the pro-
fits on steel? 

SIII1 I. D. Cbobl: Yes. You take 
'the costs of the steel companies In 
making steel. You also take their 
eapital 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 
industry. 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 
control '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, s~I industry is more fully 

'controlled than electricity. Nonetheless 
-'1he development rebate was intended, 
, according to the ex-Finance Minister 
wheilhe iniroduced this measure, as 
a measure of relief to the industry, to 
,give relief to the industry in view of 

. Ule high' costs of plants etc. He said: 
, "We give you some bakshish, tax re-

lief on this 25 per cent. is a gitt 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' mdustry.DO not take 
away ·the gift from us. 

13 
Shri Naada: The simple &IUP.II8I' to' 

that is, here the intention "of the 
le,islature is to protect the consumer 
in a c~tain 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 01 protection that 
the consumer deserves, then we may 
allow the industry to charge higher 
rates from the consumer. If ow' 
ideas remain the same, then we do 
not want that the consumer should 
pay anything more. That is on(' 
thin,. 

The other thin, is, it is not the 
consumer who is paying ,but it lathe 
Exchequer paying. You referred to 
the ez-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. acreed that it was· not 
necessarily intended to be applied in 
every cilse. of industry. He agr~ 
with us· that in this particular case 
whatever was being done through 
this legislation entirely harmonised 
with his view point. 

CIaalrmaa: I have no~ myself ap-
plied my mind to the constitutional 
aspect of it, but I am told that the 
Law. Ministry has ,one into thia as-
pect an4 they are definitely of opini-
on ,that there is nothing unconstitu-
tional. There cannot be any clulr,l' 
of inequity unless the, ponditions ,arc 
cDmparable. Here you 'J,"ea I!pecia 1 
class by yourself and, therefore, tber(' 
is no discrimination. 

SIIri I. D. Cbobl: I am 'not taking 
a legaliatic . view. I am only askinp, 
you to take a broad view. I appeal 
to the hon. Minister to give us some 
measure of relief. If be does not 
want to live 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 goJng 
to 'invest out of the development 
reserve about· as. 'eroreS"over tile 



ftat I.. years. It is unfair tbat I 
Ibould handle the whole thing free of 
coat and hand it over to the pur-
chaser. I must get somethln, for it. 

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

What is all this at pages 8 and 7 of 
your memorandum? 

Sbrl I. D. Cb ..... : They are cal-
culations to show how the develop-
ment rebate works. We have simpli-
Aed it by the amendment we have 
put up. 

We bave also proposed another 
amendment, adding a new clause, in 
respect of Deferred Tax Reserve. 

CIIaInaaa: What is this reference 
you bave made to the Taxation Bn-
quiry C41mmiaaion? 

81ar1 J. D. Cbobl: They have re-
commended Deferred Tax Reserve. 
Just to simplify I have made the pro-

, posel to add a new clause after para-
Jl'apb V. The original Bill had a 
clause for Deferred Tax ReServe. The 
propGl81 is Uke this: 

"'!'here shall be created a re-
serve to be callecl 'the Deferred 
Tax Reserve' to which may be 
appropriated in each UGOUIltial 
year such sum as the Ueenaee 
shan decide, ltut not exaeedinl 
the amount oIincame-tax ancl 
iuper-tu at rates appUeable to 
the .. essment year for which 
Iueh aeeeuntini year of the lic-
ensee is the pr~ous year eal .. 
culated on the exeeas if any of 
the clear proftts of the llcen ... 
over the income proftts and pin. 
(hereinafter called 'the income-
tax profits') of the liceD" ooaa-
puted for income-tax purpoaee in 
respect of such .. essmant year: 

Provided that if and when the 
income-tax profits of any alell-
ment year .all exceed the clear 
profits of the IicenHe for the 
correspondinl accountiDa year, 
then the licen.ee Ihall tranater 
from the Deterred Tax Reserve 

(up to the extent of the fun_ 
therein) to the clear proftts an .. 
as part of such clear proftts 8ft 
amount equal to the income-tax 
and super-tax at rates applicable 
to 8UC!h assessment year caleula-
ted on the amount of 8ueh ex-
ceaa." 

It simply means this. Today due 
to the fact that the income-tax pr0-
fits of a company are difterent from. 
the clear profits of the company. &. 
I explained depreciation allowanc:es. 
under income-tax are much hi""'. It 
can happen that the profit. on which. 
we are assessed are very much smal-
ler than the clear ~flta willch we' 
earn in accordance with the financial 
principles. All we say is, when that 
happens, let as calculate the ~ OIl the· 
ditlerence between the two .nd put it 
into a balancing reserve, JO that later· 
on when a stale comes where the in-
come-tax profit. are more' than the· 
clear prOfits, We can transfer it back .. 
The idea is to atabiliae the rate atnac-
tW'e over a period. Today, whenever' 
you have an expansion PfO~ 
your taxes 10 down. When your taxes· '0 down you have no tax to c:baqe on 
the consumer. Therefore you give a 
certain tariff to the conlumer. im-
mediately the depreciatiOD wbich you; 
are allowed on the income-gz falls 
the tax. 10 up. when you bave' 
finiUwd half the life of the auet you 
will find that the inCGqle-tax profits 
of the company are much more than 
the clear proftts under the elec:\fictb' 
law. 'J:'hen at that ltap you bave to· 
put up the ratel. What we want to· 
do is to provide a c:uahioa 10 that we· 
may U8e that cUlhion as a balaneba,. 
tacWa' for the tari1fs over a liv.-. 
period. That is all that we are pro-
posin,. 

Today. for instance, in my arou .. 
in the next ive years we have to 
Ply no taxes. But tbat .,.. not 
mean that we are not going to pay' 
those taKes. It only mean. that they 
are postponed. 

IbrI ....... : '!be CQlJ;r iMt ia tut. 
as development pr .... your ..... ts; 



also will increase and there will be 
no diftlculty; 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 .•• 

Slart 1. D. Chobl: We have made a 
calculation and it makes a difterence 
of 25 per cent. 

Sbrl N&Dda: 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. 

Sbl'l I. D. Cboksl: 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. 

Sbrt Nann: 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 
arc in a better capacity to lay by 
something; tomorrow you may not be 
able to do it. 

Shrl I. D. Choksl: If profits go up, 
the taxes go up. 

Sbrt Nantia: Tax is part of the 
profit; not the whole. 

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

Sbrt 1. D. Cboksi: We have ad-
dressed a letter to the Government 
of Bombay on that topic in which we 
have shown that it will make a di1!-
erence of 25 per cent. 

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

Ibrl I. D. Cboksl: 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. 

Sbrt Naada: I want to Imow 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. 

Sbri I. D. Cboksl: 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.. 

Shrl Nanda: We will re-examine it. 

Sbrt I. D. Cboksi: 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. 



.. 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, inadequacy, 
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 
modem equipment. You must have 
it one way. When you have fixed the 
return, you must give us that return 

on the capital we employ. It is not 
fair to adopt a different procedure 
midway in the life of a plant If. 
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? 

Sbrl 1. D. Chobl: The amendment 
contemplated is given at page 17 of 
your Bill. 

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

Sbrt 1. D. Cboksl: I have nearly 
finished. I have only one more point 
on the interest paid out ~ share 
capital. I have a note here. I will 
pass it on to you. 

Cba1rDIaa: This note may be cyclo-
styled and copies may be supplied to 
members. 

Sbrl 1. D. Cbobl: 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. 

Sbrl 1. D. Olloksl: 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. 

Sbrl Nanda: I think WE' should 
consider this. 

Sbrl 1. D. Choksl: I have put it in 
a clear form in this note. It may be 
considered. 

Shrl 1. D. Cboks1: 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 standa 
today, we incur a loss because it may 
be that when you start an undertak-



ing, the quantity of electricity you 
supply is so small, that the C06t 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. 

Shrl SBcIhao 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. Choksl: 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 replac~ but expand. I 
have never heard that. If the hon. 
Member wbuld 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. 

Shrl J. D. Cholull: 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. 

ibn 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. Choksi: Yes, Sir. 

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

Shrl J. D. Cbolad: Then tIle 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 lif~ is 
perhaps 2 to 21 per cent. This is com-
pletely inadequate for apy purpose 
and as the section it.o;elf 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 anure Mr. Gupta that this con-
tinlency reserve can never be utilized 
at all because normally these condi-
tions are never ful1llled. 

CIIa.Irmu: I find that the total 
fixed capital of undertakings is 
Rs. 1'1,389 lakhs and the contingency 
reserve is only Rs. 135 lakhs. 

8Ini Sadhaa Qupta,: What I. ~ 
amount of your development reserve? 

Sbrl J. D. Cholul: It is very smalL 

Shr1 SadbaD Gupta: Under the 
scheme of clear profits, you would 
agree that ~ retum 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? 

Sbri J. D. ChGbl: That is correct 

Sbri Sa.cJhaD Gupta: Usually, in big 
compaines the capital base is about 
perhaps three times the paid-up capi-
tal which is b~ing invested in t"'e 
business, is it not? 

Sbri J. D. Cboksl: 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 probably 
be about double. But that depends 
upon how you finance it. You may 
finance it through debentures and thfit 
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. 

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

Shrl J. D. Cboksl: I can only aOll-
wer from my own example. We are 
IUpposed to be a most prosperous 
unit in the whole industry and we pay 
71 per cent. 
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SIu1 flaM· 0aDta: It I. not a 

question of what you pay. but what 
you are able to pay. 

SbI'I J. D.CboJud: I am not able to 
pay more. I have to dip into my re-
serves if I am to pay more. 

SbrI Sadlum 0tIp&a: I am not COD-
cemed with the proportion of your 
paid-up capital to the capital base. I 
am speaking trom the experience of 
the Calcutta Electricity Supply Cor-
poration which I had been able to 
,ather 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. 

Sbrl J. D. Cboksl: If I 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 retum to the share-
holders because they carried out most 
of their expansion before the hon. 
Minister came with the Electl'icit~· 
Bill. 

Shrl Nanda: We have got the 
figures of a few coocerns; they are 
10 per cent., 71 per cent., 6 per cent., 
5 per cent., etc. of the paid-up capital. 

Sbrl J. D. Choka!: 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. 

Sbrl NaDda: That is, they have built 
up reserves of a much bigger size ... , 

Shrl J. D. choksi: ...... and which 
have no expansion. 

Shrl NaDda: They have no recent 
expansion. 



SlId sadllaa Gup&a: ExpansiOD 
ultimately goes to the capital base. 

Sbrl MobladdJD: You have SUleest-
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 di1!erent accord-
ing to the size of the undertaking. 

Sbl'l I. D. CbobI: 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 morti. 
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 MohiuddJn: If the rating com-
mittee finds that the rate was unrea-
sonable, what is the remedy? 

Sbrl 1. D. Cboksl: We have to re-
fund the. money and pay the cost of 
the whole enquiry. I think that would 
be fair enoflgh. 

Shrl Mobluddln: About the deferred 
tax proposal you have promised to 

.live WI a note. 
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Shrl 1. D. CIIobI: Yea. I will. 

Slut MobIaddIn: 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 ~;ill 
not go up. Now, that is rather con-
tusing 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 
preseat 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 tarifts. Don't you really 
think that it would raise the tariffs? 

Sbrl 1. D. Cbolml: I thlDlt there hal 
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. 

Shrl N&Dda: We are on deferred 
tax. 

Shrl 1. D. Cbob1: About deterred 
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 defl!rred 
tax, the rates will not go up. 

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

Shrl 1. D. Chok.!d: I won't charge 
more. 

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

Sbrl J. D. Cbobl: 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 ~ 



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-
tore, we call it reserve. 

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

Shrl I. D. ChoIad: I thought I said 
that in my remarks. 

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

Sbrl J. D. CIaoIpl: In fact we can 
live an assurance to the Ministry that 
we will not ,increase the tariff. 

8brl Nuda: It chaD8es the whole 
aspect. 

ShrI BaDe: You say that as 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? 

Sbrl J. D. ChObl: 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 decl1ne in 
the last one year. 

81ut BaDe: What is the percentage? 
8brl J. D. Chobl.: It is 20 per cent. 

That makes a big di1ference. 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 hal been 
steady. 

811d Nuda: That situation is not 
altered now. 

SlId J. D. Cbob(: You are an opti-
mist. I am probably, constitutionally, 
a peuimiat. 

0IIaIImaa: Are they now aoiDI up! 
8IIIl J. D. CbGUl: The share8 of 

my own company which were 
RI. 1,800 are DOW quoted at RI. 1,2815. 

Cha.lrmaD: W~at is the trend now1 

Shrl J. D. Choal: It is still down. 
Perhaps~ after the Select Committee'. 
report, it may go up., 

8brl Nuda: We will see that the 
Select Committee does a good job in 
the interests of the companies. I will 
say that. 

81ut Rule: You have also said that 
the undertaking is unable to raise 
funds. 

Shrt J. D. Cbolall: ~t I. true. 

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

Shrl J. D. Cboksl: I can talk oob' 
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 1/5 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. 

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

Slid J. D. C'boIuII.: I think the Min-
istry hal got the necessary data. I 
believe that particulars in respect of 
75 companies have been Jiven to the 
Ministry. 

IbrI MuuIa: Does tb!a dltAcul*1 
apply to others! 

SlId I. D. Obolull: QuIte u m __ 



ShrI ltaDe: From the statistics, it 
appears that out of 290 companies or 
1:oncerns, 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 
1S reasonable? 

Sbrl J. D. ChoW: I think 10 per 
eent. 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. 

Sbri. BaDe: You mean companies 
which have not expanded? 

Shri J. D. Cbobl: Companies wb1ch 
have not substantially expanded in 
recent years. 

Sbri Blshwa Hath 807: May I know 
:the proportion of your paid-up capital 
in relation to the authorised capital? 

Sbrl J. D. 0h0Ul: May I say that 
1his 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-
181. 

Sbri Blabwa Math Boy: In spite of 
the fact that your industr.f has less 
risks in comparison with other indus-
tries, even then you said that your 
shares are coming down. What is the 
reason for that? 

Sbri J. D. CboDl: 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 
I"eturns are fully controlled and re-
turns are not allowed to increase 
.and rates of interest are ,oin, 
up, the tendency for these shares 
.Is to depreciate. When the pro-
visloftl of the Bill are publish-
4!d as reducin, the profits of the com-
pany and, therefore, reducing the colt 
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to the consumer, it naturally has some 
dampening effect on the investment in 
this group of shares. 

Shri Bishwa Matb Boy: Don't you 
think that you have good security in 
the industry while other industries 
have not so much? 

8brl J. D. CbokJi: In this socialist 
pattern, there is ,no feeling of security. 

Shrl KaaUwal: You have said here 
that your main objection is to the VI 
Schedule. What is y.our obJection to 
the VI Schedule coming into force 
immediately? 

Sbri J. D. Cboksl: 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 
difficult to work any such ftnancial 
principles. I may say that when the 
Electricity Bill of 1948 was first in-
troduced, the financial principles 
were applied to the next succeeding 
year of each licencee. 

Sbri Ka8U.wal: With regard to 
clause 13, 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. 

Sbrl J. D. ChoW: We will stand by 
that. 

Shrl KuI1wal: When we were dis-
cussing clause 14 and when certain 
questions were put to you, there ~ 
a reference to refund. Can you gIve 
any instance where any company hu 
given any refund? 

Sbrl J. D. Cb ... : Many companies 
have done it. 

HbIt KaIIlw": Can't you live ODe 
just now? 

SlId I. D. CbObl: If you wut we 
can give you • llat. 



RhrI Kaalhral: You were talldnl 
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? 

8brl J. D. Cbobl: This Electricity 
Bill was first published in 1954 in a 
diJrerent form. In that Bill there was 
a provision for this deferred tax. Then 
later due to some difftculty-malnly 
technical-it was taken out by the 
Ministry. All we seek is to keep Jt 
to enable Us to balance our tarl1f over 
a period of years ........ 

8brI KaIII.a1: What I 1&,. Is that It 
does not appear in the memorandum. 

8l1l'i J. D. ChcIUI: If ,.ou see p .. e 
No. viii of our memorondum, lOme-
what in the middle of the PAle you 
will find this. It is stated. there:-

"'1be 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 EUggested 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". 

8brt Kallllwal: I have drawn your 
attention to the I?-ew clause you pro-
pose to· aad. 

Sbri J. D. Cboksl: 1 ~ye given a 
separate clauSe. 

.... - ... 

8hrl KasUwa1: I do not ftnd it here. 
Similarly, with recard 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 
liven. 

8brl J. D. CIaokll: All the ideas 
which we have embodied in the pro-
viso are argued out in the memo-
randa. We have provided deferred 
taxation reserve in our own com.-
penis. 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-
priatioDl' 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. 

I1Id T. 8......-: What will be 
your opinion in case the consumer's 
price of electricity is made uniform 
throughout India as in the case of 
steel, sUiar and cement1 

Sbri J. D. ChoDl: 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. 

8hrl T. Sanpa.aa: Why is it p0s-
sible in case of cement. sugar and 
steel? 

Sbri J. D. Cboks1: 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 sinele textile mill takes 
up the whole of the consumption loa~ 
of electricty lights in the city of 
Bombay: 
I . 



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

Sbrl T. Saqaana: It is uniformity 
of the Consumers as well as -the 
regions. 

Sbl'l J. D. CbcJbl: 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 charses are hisher. 

1666 r.s--. 

Chairman: I thank you on behalf ot 
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. 

Sbrl Nuda: For example, about the 
deterred taxation reserve. 

Sbrl J. D. Chok8l: Yes, I am much 
obliged to you and the Committee tor 
the patient and friendly hearing given. 

(WimeSBe. then withdrew) 

(The Committee t'&en acI;oumed) 
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Spokesmen: 
1. Shri H. K. Ramaswamy 

.!. Shri S. Venkataraman 

Cbalrman: We have Just gone 
through your memorandum but be-
fore 1 take up the matter it is my duV 



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 confidential. 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. 

Wltneaes: 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 diftl-
culty to raise capital. 

ShrJ. 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 41 
per cent. 

Sbrl Venkataraman: This is in the 
Madras State. 

Chall'lDaD: Can you give Us 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 si%nply 
because a few small undertakings can-
not raise capitaL ..... 

Shri VeDkataraman: 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 

capital as well as paid-up capital 
comes to about Rs. 1 crore. All the 
other companies in the south are 
smaller. At the most, the total capi-
tal employed will be between Rs. 30 
lakhs and Rs. 40 lakhs. 

Chairman: And. they cannot raise 
money even at 41 per cent. 

Shit, Venkataraman: Even the big-
ger undertakings are paying a higher 
interest rate-6 to 61 per cent. We 
have got preference shares which is 
61 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? 

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

Sbrl 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. 

Sbrl 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. 

Sbrt Vankataraman: Preference 
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. 



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

Shit Venkatanman: Yes. 

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

Sblt 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 
diftlcult 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-
~anles then such a difficulty can be 
overcome. What I say is, supposing 
there is a nigher standard reasonable 
retum for the first 10 lakhs to 15 laths 
at 6 per cent. or 61 per cent. over the 
standard rate which you are going to 
ftx now. if that is given to the first 
15 lakbs. whether it be Tatas or any 
other bigger undertaking, the first 
slab is avaUed of by every 'IUldertak-
ing and you will be able to overcome 
the diftlculty and also allow the small-
er undertakings to have their share. 

Sbrl Nanda: In every case where 
there is a preference capital. there is 
the calculation of proftt subject to tax. 
Supposing you are paid an interest at 
the rate of 61 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 
'Derson in any other industry who is 
borrowing at the rate of 61 per cent. 
he is in a much more disadvantageous 
position than a person in the electrical 
industry. where a similar borrower of 
capital is going to eam 51 per cent. 
free of tax which means that he will 
have a gross eaming of 61 per cent. 

Chatrman: Ordinarlly. he is subject 
to two liabilities. a higher rate of in-
terest and taxation imposed by ~he 
State. You are exempted from one. 

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

Sbrl 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. 

Shrt VealEataraman: Actually, the 
tax payment is notional. Suppose, 61 
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. 

Shrl Nanda: That Is a different 
point. 

Sbrt Veakataraman: Therefore, to 
overcome that, if the standard rate is 
fixed at h~lf per cent. over the rate 
which you are going to ftx here for the 
first Rs. 15 lakhs of the capital base, 
it wUl tIde over the d.i1ftculty of the 
smaller undertakings. 

Shrl Nanda: Are you • member of 
the Federation? 

Shrl Veakataraman: Yes; we are. 

Shit Nanda: They haVe not accept-
ed this point of view. 

Shrl Venkataraman: Not· that. Ac-
tually, the Federation has given all 
the points.. Wherever they have failed 
in the smaller undertaking!!, 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 
other 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. 

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

8hrt VeDkatuamau.:. Yes, it is lSI 
per cent. 

Shrl Naada: We know of Stales 
where it is 4. per cent. on loan capital. 



sam VeakatarmaB: In Madras 
State, the rate of Government advanee 
is 5i per cent. and mostly, nowadays, 
the Madras Government simply says, 
"You go to the State Finance Corpo-
ration". They insist on 6i per cent. 
less half percent. Not only that. T,he 
Finance Corporation insists, if there ia 
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-
dwstry geta 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 18 
invested, we get a reuonable return 
which JOeS 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 DO other source of capital. 
There is no ploughing back. 

Shri Nanda: There is a develop-
ment reserve. 

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

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

Shri VenkataramaD: 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 NaDda: That is the fear. 

Shri VenkataramaD: 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 
yourseIf have·· said. Some of the 

States are lending 41 per cent. an4 
some others at 51 per cent. 

Chalrmaa: It is 4 per cent. also. 

Shrl Veaka.ta.ramaD: In Madras, it is 
51 per cent. Therefore, if the State-
Government is given the power S'lying 
that they must agree to the rates or 
they must stipulate at what rates it 
could be given, it will be good. 

Shri N&Dda: Actually what Is the . . , 
posItion of those concerns'! For a ma-
jor part of the borrowings, what 18 
the rate now that is being paid as per 
the books of the undertakings? 

Slot VeDbtaramaa: 151 per cent. 

Sbrl NUIda: SUPposine 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 ca:'e. 

Shri Ra.muwaml: In the South 
Madras Electricity Corporation which 
I represent, the debenture capital 18 
Rs. 24 lakhs, that is, just about 20 per 
cent. of the total share capital, and all 
the money is borrowed at 51 per cent. 
The debentures are not taxed. 

Shri NaDda: What are you paying 
on the debentures? 

Shri Ramaswami: 51 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., 5i per cent. They have re-
commended the application to the-
Government of India for further loan, 
but it also comes to the same rate-51 
per cent. 

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

Shri Venkataraman: I b:ave got only 
one point to make. That is in regard 
to the increase of the standard rate in 
smaller companies, viz., 5i per cent. 
51 per cent. is the rate where the Gov-
ernment is lending money. Therefore. 



~. per eent or even higher will be the 
return for the shareholder who rlskl 
the money. 

Chaolrmaa: Please repeat. it. 

Shrl Veakaiarama.n: The rate at 
which the Madras Government ad-
vances money is 56 per cent. There-
fore, my request is that the standard 
rate may be fixed at something hiJher, 
say, at 6i per cent or even more. 

Shrl NlUlda: 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 progranunes? lVhat~­
sion programmes have you got, be-
cause they have got to be related to 
our Plan. We are viBualising only a 
very small eJtpansion 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? 

Sbrl RamaMFaml: 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-
triftcation schemes, and on the same 
pace on which the Madras Govern-
ment is developing, we require about 
Bs. 20 lakhs to Rs. 24 lakhs every year 
to complete our programmes of rural 
electrification, on the same pace. 

Sbrt Nuda: Rs. 20 lakhs to Rs. 24 
lakhs every year outside your own 
internal resources? 

Sbrt B.amuWamI: Yes. Our inter-
nal resources are limited. The depre-
ciation comes to Rs. 8 1akhs a year. 

Sbrl Na.ada: You have no other old 
reserves? 

Slid ........ aml: No; aetuall7 
nothing. Our depreciation has been 
working at the rates, from the beIin-
Ding of the operation of the Electricity 
(Supply) Act. Our leneral revenuea 

-are practically notbina. It Ja DI"O~ 
ly Rs. l' 5 lakhs or Rs. 2 lakhs. It 11 
nothinl. The only resource that we 
have ,ot internally, is the deprecia-
tion fund. 
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Sbrl Nanda: I. it an expansion pro-

gramme? 
Bbrl Ramaswaml: Yes: 
Sbrl NMUla: Is it part ot the second 

Five Year Plan? 

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

Shri NaDda: For the rural electrl-
city programme, there is a special 
consideration. The state should necelt-
sarily give at a rate which is not 
excessive, because We give grants for 
the rural prOl'rammes. 

Shrl .... uwamI: This was pointed 
out. 

Rbrt NaDda: These are all rural 
programmes. 

SIIrl RamuwamI: So far as the 
rural programmes are concerned, 
what we understand from the 
State is this. They are borrowinl 
from the Government of India at 4t 
per cent., reserving one per cent. extra 
for their expanses. So, it comes to 
56 per cent. 

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

Sbrl RamUwaml: 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 
schemes are not entirely rural. The 
Government loans are restricted stric-
tly to rural undertakings. There it 
11 61 per cent. 

Sbri Nanda: The polley of the Gov-
errutlent of Madras is, more and more 
takinl over of the private concerna 
and nationalisin, the industry. They 
are not encouraein, any fresh expan-
sion in the private lector. 

8brI Bamuwaml: They have al-
ready taken a number of private coa-
cerns and they want to take over 
IWl. 

Slarl Nanda: It IHJDI to be a U .. 
iIa~ 



Shrl Bamaawam1: Yes, otherwise, 
it is stagnation of work for the next 
.five years and we are operating in a 
major portion of the State. 

Sbri Nanda: We must secure the 
implementation of the programmes 
wlhich have been included in the 
second Plan-both rural and urban. 
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 ftgures of the 
Madras Government. I will of course 
get them from our own Planning 
division. We will get that intorma-
1ion. 

Sbri 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 undertaking. 
Personally, it 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. Ill&-
iead, they give only 60 per cent. of 
the value of the undertaking, as ad-
vance. 

Sbri Nanda: We shall take note of 
that and see what can be done about 
that. 

CbaIrmaa: What is your point 
about rating committees? 

Slarl Veakataruaaa: Regardinc 
ratin. commltteel. the delay II ine-
vitable when it comes to IOinI 
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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. 

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

Shrl Nanda: The Federation has 
already made it. 

Shri VeDkataraman: 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 taxftion unnecessarily. 
Suppose, after the official year is 
over and after the income-tax asses-
sment is over, it 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. 

Shrl Venkataraman: Yes. 

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

.Iui Veakataramaa: We are in 
agreement with the Federation in thiJ 
respect. We have only to reinforce 
their points. 

Shrl Sadbaa Gapla: You bave u-
ked for an increased standard rate 
tor the ftrat slab of 15 lakha in aU 



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

Shri VeabtaramaD: 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, I 
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. 'lb.e only way 
would be to give a weightage to the 
smaller undertakings and the same 
thing will apply to the bigger under-
takings alao. 

Ski. S.dheD Gupta: Under article 
14 of the Constitution, it is permisai-
ble to discriminate between partiea 
who are not absolutely on an equal 
footin«. Therefore, if the smaller 
undertakings are in a particular k1nd. 
of diftlculty, 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? 

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

Cbafrman: Article 14 allows rea-
sonable classifications and he says 
that title smaller undertakingS may 
be put into one class, thereby avoid-
in~ repugnancy to article 14. 

Shrl 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-
c~eding as. 25 lakhs is big, what about 
'an undertaking with a capital base of 
R~. 30 lakhs? How are you going to 
provide for such marginal cases? 
They must be considered too. 

, 8hrl Nuda: Yours is the biggest 
: programme in the State. In the 

whole of Madras, there fa no prolZ'am-
me in the public sector to supply elect-
ricity? 

Sbrl aamuwiml: No, Sir. 

8h:rl Nanda: Yours 1s the bluest 
prolI'amme and the rest are small. 
In your case, Government will be 
giving at about 51 per cent. 

Sbrl BamaaWUDl: That b only for 
rural electrification. 

Shrl M .... : What about urban 
operations' 

81111 BamuwaDd: We have not 
been able to Jive 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 should be reinforced. 

ChaInDaD: Is ;your licence expir-
ing in 1962' 

SIlrt ...... waml: Yes; in July, 
1962. 

CbaIrmaD: So, there is no question 
of capital exPansion beyontl 1960. 

ShrI aa.m.uwaml: The Madras 
Electricity Nationalisation Act envi-
sages taking over any concern by 
giving four months notice. So they 
might take over our concern by giving 
noUce <any time. So, we ,aTe not 

actually able to plan our programmes. 

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

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

Shri Mohiud.d1a.: What have been 
your d.iv~ds during the last ftve 
;~ears? 



Slid RamUWUDI: In south Madras, 
the rates have been varying from '71 
to 9 per cent. in the last five years. 
Earlier than that, it was between 5t 
cd 61 per cent. 

Sari Mobiudd.lD: In the last flve 
years, you have been getting bet-
ween '71 and 9 per cent, in spite of 
the fact that you have been borrow-
ing money from Government and 
other sources at 51 and 66 per cent. 

Shri Ramuwam1: We have not bor-
rowed at 66 per cent. We have been 
taking advantage of the existing la-
cuna in the Act. 

Shrl H .... : FOr how long? One 
year or more? 

. 8brl Ramaswaml: The problea Is 
more acute in Madras now for the 
reason that though we get '71 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 71 to 9 per cent. 
dividend, he has to pay income tax. 
So, it effectively comes down to 6 or 
7 per cent probably. 

8brl Hallda: In the calculations, 
there is an expenditure and therefore 
that surplus is very small. Since it 
is small, they have not earned any-
thing. 

Shrl Kamaswaml: 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 
51 to 6 per cent. and the shareholder 
will have to pay tax on that. So, 
effectively it will come down to 4 or 
31 to the shareholder. So, we can-
not raise any money from the publie 
source. 
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Shri Handa: In any case, you wm 

not raise money because your licence 
is expiring. 

I5hri Bamuwaml: That is one 
problem; but, for the next flve 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. 

8hri KasUwal: 
undertaking in 
south Madras? 

What is a small 
your industry in 

8hr1 VenJtataraman: Small under-
takings are electric companies wiflb 
a capital of Rs. 20 or Rs. 25 lakhs. 

8hri KasUwal: What is the average 
dividend they declare? 

Shn Venkataraman: It will be bet-
ween 51 to 71 per cent. 

8hrl Kasliwa): Your friend just 
now said that they give 71 to 9 per 
cent. 

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

Shri Kasiiwal: 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 Ramaswaml: At present we 
are supplying electricity for cottage 
industries and irrigation at one anna 
per unit. 

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



8hrl Ramuwaml: By the passing of 
the Companies Act, I presume what-
ever defects were there before have 
been overcome. 

Shrl Kelappau.: Even then, will it 
not be cheaper to conduct your 
affairs directly? 

Shrl Ramaswaml: I am unable to 
answer that question, not being 8 
managing agent myself. 

Sbri Sancamaa: 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 Is 
denied to them, is there any diftlculty 
tor the company to develop in future? 

Shr! Ramaswaml: 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 
electriftcation programme takes up 
about Rs. 25 ~khs per year. Financed 
for that has to be giyen either by the 
State Government or the Central 
Government unless conditions are 
made convenient to borrow from the 
public. 

Shrf S ..... Dlla: Have you any pro-
gramme coinciding with the Second 
Five Year Plan? 

Shrl Ram ....... ,.: We haVe drawn 
up a very detailed p!'ol1'amme which 
will cost a crore ot rupees. 

Shrl SaapDlUl: What are the 
salient features? 

8br1 BamuwUll7: It Is entirely a 
rural electriftcation programme. There 
is no new generating station. 

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

8br1 Kullwal: A question arises 
out of the question of Mr. Sanganna. 
There seems to be a contradiction in 
what Mr. Ramaswamy has stated. He 
has iust now stated that he Is not in-
terested in the urban electriftcatlon 
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and he now says that if he cannot get 
foLlffirient funds in the rural rrreas, 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 prescnt 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 
dj~tributiOn going apace, there is 9-
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 
win mean more capital. Now the 
scheme of financial assistance either 
from the Madras State or from the· 
Centre through the States is confined 
lonly to rural electriftcation. They 
at (' not giving any mony for urban 
c}r-\'elopment Or improvement of 
system. That is where the whole 
stifting comes in. Weare limited for 
ta ban work with 6 Or 7 crores of 
rilpees, which is very inadequate. 
For rural electrification ot course, WE-
:10 receiVe aid. But between these 
"'wo, there Is a bi, scheme of neceRSary 
E'xpansion on the urban areas for-
which We will have to find ftnance 
from other sources unless the Govern 
mE-nt extends the helD that is being 
given to the rural electrification to 
the urban development also. 

(Witnesses then withdrew) 
III. The East India EleCtric Supply 

pnd Traction Co., Ltd., Ca·lcutta. 
Spokesmen: 

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

(Witnesses were called in and the'll 
took their Seats) 



(lllai ....... : Before we belin, I 
want to know whether you want any 
portion of your evidence to be treated 
8S confidential? 

Shri S. 1[. Kapur: No, we don't 
want it. 

Chairman: You have liven us a 
very big memorandum. Will you 
please state the salient points whicn 
you want to explain or on which you 
wllnt to 'draw the attention of the 
C(lmmittee? 

Sbrl S. K. Kapur: I will try to con-
fine myself, a's far as possible on im-
portant aspects. Of course, I want 
to teU you that really I am represent-
ing the small groups of industry, 
!'mall companies with a capital of 
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 
higger ones. 

Cbairman: What do you mean by 
the Act? 

Shrl S. 1[. Kapur: I mean the pro-
posed Bill. As I was submitting, OUT 
company is really a small one with a 
C'llpital of about Rs. 5 la'khs. We ale 
bolding two licences, one in Hooghly 
and one in Banswaria. The paid-up 
capital is Rs. 5,60,000. 

Shrl I[asllwa.: 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 companie!!. 
But I am here as a representative of 
the East India Electric Supply and 
Traction Co. 

Chalrmau: You are the spokesman 
of that company? 
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Shri S. It. Kapar: Y •. 

Sbrl Mobludclbl: What is your capi-
tal? 

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

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

Sbrl S. It. Kauur: I will really 
start with page 10 of the memoran-
dum. 

ChalrmaD.: What is your objection 
to paragraph (1) of the Sixth Sche· 
dule? 

Sml 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 provisions in the licence 
of the licensee, the licensee shall be 
entitled to so a'djust 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, as far as possible, 
exceed the amount of reasonable 
return." 
I am submitting that the expansion 

"shall be entiled" should be substi-
tuted by the word "shall' because 
under the Act we are not entitled eo 
earn more than a reasonable return. 

Cbairman: Really we do not want 
to make it an Obligation. 1/ That is our 
intention, so far as I can make out. 
lt is a ceiling and it is for you to 
avail or not to avail of it 

Shrl S. K. Kapur: My submission 
15 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. 



Drl NaDda: You are entitled to 
.tdjust in a manner that does not lead 
to rise beyond a clear protll. 

Shrl S. K. Kapur: Regarding the 
.second suggestion that I\ot more 
than once in each year it can be fix-
ed, there will be a slight dlmculty 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 
S per cent. Ultimately, the result 
would be that we may get far less 
than the 15 per cent. tolerance that 
is being giv~n to us. Really, we are 
not entitled to go beyond a particular 
rate. I was submitting that there 
would be no justification 10 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 a180 is 
being brought down from ~,) per cent 
to 15 per cent. So, we have got to be 
very very careful from the very be-
ginning because we can only "djust 
once in a year. 

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

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

Chairman: That is 
issue. 

a di1!erent 

Shri S. 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. 

Shrl S. It. Iapur: The present 
position is there is no limitation so 
far as the period is concerned. 

Shrl 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. 

Shrl S. K. Kapur: I was submitt-
ing that the necessity may arise. 

Chatrlll .. : Has there ever been 
any occasion when you had to revise 
the rate more than once Q year? 

Shrt N. C. BltaUaelaarjee: It 1. not 
necessary in all cases because we are 
not earning this return. We are earn-
ing leas. 

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

Sbrl N. C. Bhattaclw'jee: I think it 
would be necessary. 

Chairman: Could you explaln! 

Shri N. C. Bhattacbarjee: We can-
not expect to reach the upper limit. 
We will try to earn as much near as 
possible to 1\ 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 year' we fix a rate. Then, after 
six months' working, we find that it 
is going to exceed that limit. We ('an 
reduce it. 

Cbairma.n: You mean exceedilll the 
5 per cent limit? 

Shrt N. C. Bhattacbarjee: Yes. Or it 
may be much less than 5 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 Bbattacbarjee: There is the 
obligation on us to keep it within a 
specified limit. 



m.au.u.: The Hon. Minl8tar 
points out to me that you can have a 
reduction in the form of a rebate. 

ShrI~: Not accorcUng 
to ·thls. 

ChakmaD: For that we can make 
arran,ementa by a suitable amend-
ment. What about increasing the 
rates? 

Shri Bbattaebarjee: We can inrrease 
once or twice. 

c .......... : Now, pleale take the 
notes QD c:laUIiel on ~.e 24 of the 
Bill. Under clause 26, it is stated: 

"Paraltaph I of the Sixth Scbe-
d\lle b8$ been redrafted so as to 
make the intention clear. A 
licensee is required to gav" notic:o 
to the State Government and the 

. Board before incr_in ... nt •. 
The excess of clear profit over 
the amount of "reasonable re· 
turn" wbic.b would warrant revi· 
sion of rates by the lic:ensee has 
been reduced from ao ~r cent to 
15 per cent of the reasonable re-
tum." 

So, every time when you want to 
inereue the ~te, 70U .... e .. to 
live neKic. tel the 8tate aov.m..nt 
and the BoaI1I. ThtIe thiap will 
take BOale tb1le. You cannot "'e it 
.,., effective. What I am 18yint is 
it 10U increue the ~te Ulriee or four 
tbnes a yev, it wiD •••..• 

.......... ....,...jee: We caa m-
crease at laIIIt once a ytar and reeluce 
it OI\~e or .ice. 

..... NUlla: Jlo ~ CIIIDGII'D 
.... ever _.... Chat..... ad 
actually in prutioe they are nOl in 
a position to know what is the state 
01 buIin... till about t1t.e e_ of the 
y.r or till seven or elIht months 
have puaecI. 'l'bia is the experience 
allo lookinI at the way in which this 
b1uQleas II done. You _,.... is 
not suell an uncertain busin8ss. You 
bow tile number of OOIISUIDerI. 
'l'her.tore, one chanae is quite en-
ouah· 

Minister 
would 
State-

CIIaInDu: The Hoo. 
pointed out to me that this 
require the approval of the 
Govemments. 

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

Sbrl S. K. "pur: If I am ri,ht in' 
my submission, some laxity should be· 
given to us in this, because the pro-
vito says that a reference has to be· 
made to the State Govemment and 
the Board. Both these provisos will 
reaUy hamper us. When there is a 
limit placed on us, what is the neces-
sity of our ,oing to the Board and 
the State Govemment? This will' 
involve much time. 

Cbalrmalt: Your point is that you: 
do not like this compulsory reference· 
to the State Govemment, etc. If we' 
stick to our Bill as it is drafted now,. 
then there is no objection. 

Sbri S. K. Kapur: Even then there· 
is this difficulty. Suppose during the· 
last three months, our rates were 
hifb. TJ\en wi*'U.n tha* period I 
caDnot brin, it down to the limit. 
because it will take three m~ntba 
for .... 

811ft ...... -: May I su, ... t to-
him to explain about Nisin« the rates. 
rather than J'eciucin, them? 

CJaaanJaa: He il doinI it ill a' 
stratesic manner. He is pleracliq tor· 
the ri,ht to reduce. What I am 
pointinl out is that this Is not 
operative in the case of reduction .... 

Sbri S. IL ..... r: In the case of' 
increaae, so far as this proviso is 
concemed, it will be found that the· 
rates are not enou,h and we iU'8 not 
likely to eam. In that case reference· 
has to be IIlIlde to the State Govem-
ment and the Board. This reference' 
will take a IOQg Ume with the result 
the year may be out b~ that time. 

CItainMa: What is your sUliestion!' 



1Jhrt S. It. Itapur: My ·lUIptlon 
.. thai both of these provllos should 
he deJe$ed.· So Ion:. as a limit is 
already flxed, why should we refer it 
to the State Government and the 
Board. 

CIaalnIaa: SIlouki there be lome 
machinery to see that you are actuany 
conforming to the limit prescribed? 

S"rI S. K.. I(apur: The machinery 
;i, already provided for in the 1948 
Act, in paragraph 2, page 4G. 

SIIrI J(aal1.aI: In your memoran-
tdum. you have yourself agreed to the 
,provisos except the variation of car-
18in words. For instance, in the place 
.of the word ·'deemed', you have aug-
,.ested 'considered' and in the place 
.of '15 percentum' you have suggested 
''more than thirty percentum'. 

ChaInDaa: He is acceptilll our 
:basic recommendation. The only 
:point is that they do not. wiant to 
restrict it to one· revision. 

SIui Nuad&: He wants to be free 
.1ram this obliiation.He does not 
want to wait for the approval from 
.the ·Government. 

CIIaInDaD: I think we'lball think 
-Over it and you will have a sympathe-
-tic treatment; 

Now, you give us some fundamental 
'points- in order to ... _~.., .UIlder-
. staQd mere about this.·.. { . 

Sbrl S.·· It, I(lljar: the 'next ' im-
portant point is what I have sub-

imUted on page'l5 Of our menloran-
~~um. . .. ~ . . , 

CbalnDu: Is it about depreeiation 
fund? 

Sbri S. 1(. Kapur: I am inviting 
~ your attention to sub-clause (I)" in 
eolumn 4, which is proposed to be 

··.added. It reads:-

"Any sums invested in invest-
'.' menta. approved by the state Gov-

·ernmen.t under sub-paraarapll 
(2) shall, as soon as practicable 

.. be utili$ed in the business Qf. 
electricity supply of the· Under';' 
taking and if such 8WJ14.B~- -Rot 

II, 
. u~ t!leY. shall ·J'lot form part 
of the capital base under clause 
(d) of sub-paralftph (1) of 
paragraph XVII." 

In the old Act, it is noticed that 
this provision was not there. ' 

CbaIrmaa: Sub-paraar,ph (2) re-
·quires that all sums credited to de-
preciation account must be invested 
back into the business. ' 

Shrt S. 1(. J(apur: If it could DOl 
be invested under the old Act to the 
satisfaetlon of the State Oovem-
ment, then that formed part of the 
capitat 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 undertakine. 
that amount will not form part of 
the capital base. 

8tai'I Mobladdbl: May I ask a point 
only for clarification? Depr~iatioJ1 

fund will be requtred to be inves\ed 
as approved by the State Govemment. 

Sbrl S. It.~: it has to be 
invested in the undertaking so far as 
it is practicable .... 

. Sbri MoIlIIlddiD:· There .. tit· two 
:alt.ernativu.' One u toinvest,-U.·· in 
'the undertaking itself as· working 
capital. . If you are not using it, it 
w11lbe'investeci ,in the> . 'security 

'approved by the State Government. 
On the approved seourity, you will 
be earning interest. Then, why 

. should it 'be allmved -ail Ii e8pital 

. base; That cannot be· allowed twice 
to be included in Ole capital base: 

" " CIIlatnuB: Now, please' Bub~lauee 
r' td) of·the ftNt paragraph in para-
graph . XVII which I'8fids as follows: 

-"the, . amount of investmenu 
compulsOrily made under para-

. graph IV df this Schedule, to-
,ether with such investments 
made before or after the com-
'mencement of this Act from eon-
. tributions towards de~iation 
as, may be shown to .the reason-
able satisfaction........ etc. 



This is what clause' (d) -)'S. Now, 
'Iook at page 48 of the present Act. 
There 'capltal base' has been defined 
1hus: I am reading Paragraph 
XVII. 

"For the J)urposes of this Schedule-

(i) 'capital base' means the Bum 
of- ,~ 

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

(b) the cost of intanllble usetI; 

(c) the original cost of w.orks 
in progress; 

(d) the amount of investments 
C'ODlpulsorily made under para-
.graph IV of this Schedule" to-
aetber with such investments 
made before, or after the com-
mencement of this Act .... 1t etc. 
We are n~w making a change there. 

8IIri 8. K. J[apV: 'Before' is takeD 
out. 

" CJaaInDaa: Yes .............. Tbe amount 
. of investment compulsorily made under 

paragraph 4 together with the amount 
, of .such investmeRt, made after the 

commencement of the Act ...... " 

8tirt 8. K. Kapur: My submission 
. is that the amount of investment made 
before an Act has to form part of the 

. capital...... . 
, .. , 

Cbalrman: Do you know of: ,allY 
-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 'ratas 
could not satisfy that the investment 
'made before actually came under ' the 
conditions prescribed here. 

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

Chabman: Mr. Kapur: I think it 
ia nC?t necessary . 

. Sbrt S. It. Kapar: I ..,ree: 
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I was making out that '~~" part 

which cannot be invested does: nat 
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) atthe.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 tIle Authority could 
not be utilised for the purpose of 
the business of electricity supply 
of the undertaking." 

These two cannot go together. 

8 ..... Nuula: This does not stand by 
itself. It is subject to the other 
change. 

CbalrlD&D: Just look at the Electri-
city Supply Act, page 48. We are 
deftn1ng the . meaning of, capital base 
there. 

8hrt 8. IL Kapur: While deftnin, 
the 'capital base' we' .re:. retaining 
clause (d) here. Kindly look at page 
49 of the old Act. Here, the amount 
of irivestment Compulsorily made 
under paragraph • of the Schedule 
together with such investments made 
after the· commencement ot the Act 
from contributions towards deprecia-
tion, as in the opinion of the autho-
ritY, would nbt be utilised for the 

·pi.U-pose of the Electricity· Supply 
Undertaking. This is, therefore, com-
ing under clause (d). It will contmue 
to form part of the capital ~. 

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. 

Cbairman. Do 'yOU say one is repu,· 
nant to the other? 

Sbrl S. K. Kapar: Yes. 



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

SJui 8. It. Kapur: Yes. 

SlIr. Naada: If there is an,. teebDj· 
cal ditftculty, we shall look into it. 

Slid 8. K. Kapar: Yes. I am 
pOinting it out. 

SIarl JlaDcIa: This investment is 
allowed only if the authority is satis-
fied. There is another provision com-
inl in. 

ClIa1nua: We shall put it in order. 

Slut S. K. Kapw: My next submis-
sion is with respect to claus~ 3. I have 
made a submission at page 18. In 
reapect of the capital be. it • pro-
vided that the amount which cannot 
be invested-even that will not farm 
part of the capital base while a deduc-
tion is made in deduc:tiq the total 
depreeiation. lCbldly see PN8 UI of 
lIlY memoran4\DD 5th parqrapb-
remarks column. This refers to 17 of 
the Sixth Schedule. 

~: It is pap 1. of the Bill. 
Y •. 

111ft 8. IL &apar: For the "defini-
tion of 'ca,pital base' clause (i) sub-
clause (el) is beiDa amaIdecl 80 8S to 
exclude from capital bale that part of 
tU capital wAlch !wi not been inv_t-
ed in the unc:lertalM, but still at pale 
_ of the old. Act tbere is d.educ:tion 
of amO\1nt written ~ OQ account of 
~tion of be4 auets. If that 
eapital wbich cannot be inv.ted in 
the unde$kin, 40es not form pert of. 
the capital base, then, the depreciation 
on that part IIbould alIo n~ be 
deducted. 

SNI N ... : We allow what is in-
v"ted under (d) and we alIo allow 
_bat is not lDvested, after approval. 

8 ..... 8. K. ~: Two C8IeI may 
arise; .ooe C8Ie wbefe ~i ... iop is 
given and another cue whwe that 
permission is not given. If it is given, 
then it forms part of t.be bue and 

total d,pr~ilLtion will be rilhtlT 
deduc~. But take the case when 
that permilsion is not ,iven. 

ChalrmaD: It means that the, art. 
properly rejected. 

8brl S. J[. J[apar: If they Niecl it .. 
the depreciation to be declucted 11 ~ 
depreciation on the entire amount. 
Kindly look at page 18 of my memo-
randum-ftfth paragraph in the reo-
marks colwpn .. 

Shri NMlda: Either yOU In... r. 
for Ule p~e of exp8lllion etc. or· 
you are pemutted otherwise. If you. 
are permitted then the retum is al-
lowed, and if you are not permitted. 
tllat means that you are doinS some-
thin, which is not in the interest 01 
the industrY. If you have invested it 
well and load. If you have not, yov 
should show reasons. If you show· 
good reasons, then you get the return. 

...... S. K. Ka.Jar: If ~t is not oUow-
ed then that goes out of capital base. 
But depreciation on the entire amount 
is deducted. 

81lrl Nucla: You are cirC'Umventln~ 
the whole intention. 

8brl I. It; Kapar: U 70U are not 
aUowin, to earn somethin, on that. 
~UAt wb~ C8M!)t be mv_ted in 
the uncien.king, then do not force· 
me. Because, if ~t does not 10 to. 
the capital base what is the ciepnc:ia-
tion that will have to be deducted. 
will be for the JHIl'POM 01. czalculation 
gf capital base and depreciation will 
be OIl the amount that has actually 
been invested u well u on the uao-. 
unt which has not been allowed in the 
capital bue. 

0IIaIIaaaa: Su...- ;you bave 5. 
lakhs and they allow you to invest. 2* lakhs you are satlsfted with that. 
With rep~ to the balance 21 lakhs 
what is the objection' 

SlId 8. K. a.u.: That d.- Dot 10 
to the capital base. Wben YOU .~ 
deductin, depreciation you are deduct-
in, it on the entire I lakhI. 



Cbalrmaa: You sug,est that it is 
110t fair. 

Shrl S. &. Kapur: If the amount 
-does not go to capital bale I am not 
-eamin, Ilnything on that. The depot 
-reciation that is bein, deducted on 
the capital base will be further re-
dueed by ..... . 

Sbrl Kalida: It should be reduced 
to that extent-that portion which 
you have not invested. 

Slarl S. IL Kapur: Out of II lakha. I 
Iakhs have been invested and 2 lakhs 
is disallowed.. Therefore it is redueed 
by 2 lakha. It is to be further reduced 
by deductions. 

Cbaina .. : Our intention it to make 
Ws a deterrent and we will not allow 
you to put that surplus money you 
have got to Depreciation fund for it 
tnay be brought back in the business. 
'Therefore, what we are trying to 
achieve is that you should not utilise 
1I\at in any other way. 

I hope you are accepting that 
poIIition. 

SIIrI S. K.. Kapur: I am accepting 
that position. 

CbalnDan: SUPpOsing yo. have II 
lakhs and we are allowed tG deduct 3 
lakhs, two lakhs are nC)t allowed. 
What does that mean? 

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

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

Sbn S. 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 takin, away 
'2 lakhs from my capital base. I am 
not objecting to your having that 
power. But then, you are further 
reducin, It by deductin. depreciation. 
"!bat depreciation should also be de-
ducted on I lakhs and not on the 

• entire UI1O\IDt at 5 lakba. beoaUH 
...... II lIot -... to .. to PIlI 
1ft 2 ....... 

C ...... : What you are "YinC is 
tbiL If perm.1uion II refused on the 
ground of shortcomings or defiCiency 
in YOUr or.anlsetion, thea It it aU 
rlghtj but, if the authority II of the 
opinion that it is due to the fact that 
the scope for development does not 
permit you to uae all the Ii lakhs and 
for the present you use only 3 lakhs, 
then you should not be penali..-eci. 

SIIrJ. S. It. ilapar: Yes. 

8IarI Nuda: Then it is allowed to 
be treated al capital bue. Then it 
will not be lubject to depreciation. 

Cbalrmaa: I think there is lome 
misunderstanding. The Minister is 
pointing out that if it il 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. 

8brl S. Il. Ila ...... : My submilsion 
was this. If I am to be penalised I 
am penalised by the disallowance of 
2 laIms out of my capital of Ii lakhs. 

Shrl 1Iathl: If you do not utilise it 
even though there was scope for it, 
then only it will be disallowed. 

Cbalnnan: That penalty will incur 
only if It is due to your misconduct. 

Ibrl S. It. &&par: I accept that 
penalty and that may be lelitimate. 
What I am objecting to is that you 
are penaUsing me again by deducting 
depreciation on the whole amount. 

8brl RadII: The position I think is 
clear. If out of 5 lakhs 8 lakhs are 
allowfld, 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 
.nowee to form part of the capital 
bale only if these two luhs are not 



allowed on the ground that there was 
aome default on· your part to \lti1iae 
that amount even though. there was 
scope .for expansion but you failed to 
invest. Therefore, all the 5 laths will 
be considered for tlae PurPoses of this. 

Slat S. IL Kapear: Quite right. I 
may submit that that penalty of 2 
lakhs should be enough .. You are 
further reducing tke capital baae by 
deduction of depreciation. You are 
deducting depreciation on the entire 
5 lakhs. 

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

SIarI S. It. Kapar: Therefore, J 
really suffer a double penalty. One 
is that 2 lakhs is not allowed to form 
part of the capita! base and then there 
is a further deduction on the entire 
amount. 

Sbrt Manda: I peTsonally feel doubt-
ful about this pOint. I am not quite 
ltatisfled,' Let me look into it. Now 
here is a depreciation fund of 5 lakhs. 
Supposing he had invested 5 lakhs in 
the concern and 5 lakhs are added to 
the capital base, 5 lakhs go out here. 
ft he invests only 3 lakhs. Thls ftOft-
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--5 lakhs cancels 5 lakhs. 
Where he invests only 3 luhs we are 
deducting depreciation out of 5 lakhs. 
He says, make it min. three lakhs. 
Your view is that you are losing both 
ways. Let. lay that the original 
cost of fixed assets was 100 laldls out 
of whieh you take away a depreciation 
of 5 lakhs. Therefore, you are getting 
in 100 lakhs 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 amowit. Thi. device 
was only for the purpose of makin, 
the distinction whether an investment 
is proper or not. That distinction 

made us bring in bere a plus and a. 
minus there. If we again· make it 
equal, then the distinction disappeara. 
I have gone into the matter f1!lly. 
I first thought that there was some 
point. 1 have closel)' ~ined and 
I find that what we have done is 
correct. 

Sbri S. It. Kapur: I will only'· take 
one minute more on this. 

CbalrmaD: If we accept your sub-
mission then the deterrent becomes 
illusory. 

Sbri 8. It. Kapur: Taking the illus-
tration given by the hon. Minister, if 
there is a capital of 10 lakhs,' ,and 
80,000 depreciation funa, if that 80,000 
is invested in the undertakin". then 
the asset becomes 10,60,000. . Th~ for 
the purpose of arriving at the capital 
base figure 800,000 is taken, out and 
10 lakhs remain. If on the other 
hand-that is the principle on which. 
this Act is passed-60,OOO is no'. in-
vested in the business, then it dees 
net 80 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. 

Sbri H_a: That is true. 

SbrI S. It. Kapar: My Dext submis-' 
sian 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 lhare· 
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 ot depreciation or an,. 
previous losses remain to be writ-
ten off in the books of the 
undertaking." . 

CIIaInDaa: I think we shaH d~ 
something in regard to that. 

SIarI 8. It. Kapar: I have one more-
s'll.estion with regard to this. You 
will ftnd that in the original Act It f .. 
Uke this: 



''Except' with thecOnaenl· of the 
Stale Gov4Jmment no sums shall 
be carried,· to "a' 'tf!serve, and no' 
dividends in . excess of three per 
cent on fhare capital· and rio other" 
diatribution of profits . shall' be 
made to shareholders while any 
S\UD allowed in 'respect .'of ,depre-
eiaUon for the year of ac~eunt' or 
any instalments due in reipect Of 
any arrears of· depreciation as 
provided in paragraph XI reiDaIDI 
. to be written ()ff ill) the books of 
the undertaking." 

You will find tnat I am. allowed to 
pay arrears of. depreCiation in equated 
instalments. The intentiOn was that 
if there was any arrears at depre-
ciation due ..... . 

ClsalrmaD: ' We are 'te-draftin, this 
clause. 

Sbrt S. K. K-apur: The third sug-
gestion in· respect of ,this dause is re-
gardingthe use of the words ",written 
off". In· actual working that creates 
some difficulty. 1 am, therefore,' sUI;" 
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 wtiting off of 
as'.lets here till 90 per cent. is depre~ 
ciated. 

CbalrmaD: Thllt means for the first 
18 years there will be no writing off 
of assets. 

Sbrt 8. K. •. Kapur: Writing Off. comes 
only when an asset ,worth RS. 100 has 
bee~ d,epreciated to i:ts. 10. . 

~en you write off and put it to 
another fund. If· the words ''writ-
ten off" are retained here, it ~y be 
interpreted that beeause you write off 
only at the end;-when' it bas defJre-
Cliated up to ee' per cent. no dividend 
ean bepa1d at lRore thin three per 
cent. 

CllaUlaua: We shan eonsider that 
point. 

•• 
8brI S. IL Kapar. Coaneeted· wi .. 

thill is'. another thiilg. I will just 
finish with my ·memorandum-.page 
22. 

CbaInnua: You bav~ liven' ~ 
many figures. I am only saying that 
you are' trying· 'to put out· sometliln, 
like a budget. We are obliged-to yOu 
for that. 

8hri S. It. K.apur: I will come to. 
that later.- 1 shall I\Owresume·the 
points made in· eonneetion. with NO'~ 
XVII (2)~c:)(i) at ~ 22-

CbaInnaa: It .de",ls with special' 
appropriaijon to cover previous losseL, 

Sbrl S. It. .&&par: Yes. 

CbaiQ.a':: 'You are sayiac: 

"Special appropriation su1ftcient. 
to cover 'previous . losses wbicb 
have arisen froID ,the business of . 
electricity supply to the extent in: 
any year permitted ,by the S~te 
Governme~~" . 
How do you fit this in-this actual' 

approprj..~i~n-with the permission or 
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 yciu are not object~ 
ing to the State Goyemment co~ing: 
in. 

Sbrl· S. K. Kapur: I am objecting: 
to the fonn: I am saying that some 
guiding principle should be laid down. 

ChalnDaD: Your sulgestion does-
not fit hi with what you have said. 
Ypu are suggestipg the restoration of· 
the old clause. Supposing, we allow 
the State Government to· interVene 
and giv.e- .eme klnd of voting pOwer.-
how does it ftt in here? 

Sbrt 8. IL· Kapur:, Before I ·come 
to that, I would like' to place my-
point of vi_' on tbisspeeial appro--
Jtriation. May I just pass on this: 
chart? .. It might make the position' 
clear. 

ChalrlDaa: Oh, . it is printed. 1'henI 
kindly giv~ us 30 cqpies. 



8IIrl •• IlL ttas-: Yes. Now, I -wm eXplain it. The ebart mows the 
Matement Ii ... previoua loues. etc. 
1Jpecial appropriation is shown In 
-column 8 while loss after appropria-
tion is shown In 1:01umn !. 

CIIaI..aa: Aeeordlq to this 
'seheme, for t'h.e ftrst six years, there 
'was a loss. Then there is a 1018 after 
'appropriation. 

8brI S. 1[. J[apu: Really, that 
'WOuld not have been neceuar.y at 
this sta,e. I am only tryintI to ex-
plain what speeial appropriation is 
from my point of vieW. COl\dnb "1 
mows appropriation in the books. 
Column 8 show, apecial appropria-
tion. You will notiee that in the 8th 
year, there is a IH'Ovlalon ,.r RI. 1,000. 
It is the profit. 

CIWrmaD: There is difterence be-
tween Nos. 2 and I. 

SIlri 8. IL Kapar: Yes. That proftt 
4Iltirely goes out towards appropriat-
inJ previous losses. In the next 
~ear, this Ra. 5,000 is not distributed. 
So, the shareholders let nothin, 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 
' .. y, "let it ,0 to the previous 1011.". 
In the 11th year, the appropriation is 
Rs. 5,000. Then a,ain, it is nil. There 
is nothing in the 5th and the succeed-
Ing yeartl, till .e come to the 18th 
year. In the 15th year, there is a 
special appropriation of Rs. 10,000. 
What it means is this. I have, during 
6e previous years, appropriated to-
wards pre'Vious losses, a sum of 
Rs. 40,000. 

CllaInDall: Up to that date. 

I!Ibd S. K. Ka,.r: Yes. There-
fore, in the 11th year, if I earn 
Rs. 80,000, then, although the retutn 
is 6 per cent. which I am not entitled 
-10 under the law, still, I am entitled 
"t4) deduet the special approptiation 
Jor the purpoee of arrivJng at a clear 

• 
proftt. Therefore, I can bring back 
out of the previou. appropriations, 
RI. 10,000, and attll bring the prOfit 
within the five per cent. liIIlit, tkat is, 
Ba. 110,000. This RI. 10,000 ja the 
special appropriation. What the Act 
does is, as the position stands today, 
under the propoeed amendment, that, 
if I have, up to the 16th year, appro-
priated Rs. 40,000 towarcll previous 
loues, then, in the 15th year, it 
.auld be open to me to distribute the 
entire Rs. eo,ooo if I 88m RI. eo,OOO. 
Rs. 40,000 is appropriated towards 
previous losses. Therefore, all that 
arn6unt I wl11 brin, towards special 
appropriation, and therefore, I will 
be entitled to distribute the entire 
Rs. eo,OOO. 

The object of the proposed arnend-
ment is that there should be a restri-
ction on this bringin, back of 
Ra. 40,000. SupposinJ in the 15th 
year, I eamed a lalth of rupees, I 
can say \Ulder the present Act that in 
the previous years I have paid 
RI. 40,000 towards appropriation of 
previous 10111es, and that therefore 
my profit, although it is Rs. 1 lalda 
by special appropriation of that 
amount and taking back the amount 
01. Rs. 40,000, would come to 
Rs. 80,000. Therefore, I am entitled 
to distribute the whole of It. The 
object of the proposed amendment is 
that although in the 16th year, I am 
entitled under the present law to 
take back Ra. 40,000, for the purpose 
of calculation, there should be some 
limit OD 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 proftt is Rs. 70,000 and it exceeds 
the ftv~ per cent limit by 10 much, 
atld that exeeo must be distributed 
in aeeordllne4! with the Aet". 

CIIalnIa: Supposi .. , in that year 
your proftt is RI. 10,010 and your 
previous louea are as. 80,000 as 
entered in the books, you c:an wipe 
out the entire Rs. 50,000. The Gov-
enunent could step in and laY, ''Ybu 
mould not do that this year." 



Ihn s. K. IY-JnU': Yes. 

~: T,. 'n,\8Y saY. "dlstri· 
bute the balance among the share-
llolders. Take it like that, for the 
p~pose of (lie dividend". 

Shrl I. K. ~UI': Really, the object 
was to avoid giving more to the share--
llolders. What may llappen is this. 
Special appropriation is made use of 
when I have earned Rs. 5,000. If I 
!lave earned a lakh of rupees and up 
to the l~h year I have ,paid 
Rs. 40,000 towards prewous losses, 
and then, when I earn a lakh of 
rupees 

ShrINa1lCla: If 1 may interrupt you; 
befdre youeam anything, you must 
first consider the profits. "Clear pro-
fit" means the income derived from, 
and then "expenditure incurred od". 
It is the difference between the two 
that matters. 'l'herefore, this appro-
pritlltion comes under the expenditure. 
Then th~reis special appropriation 
to cover it. Clear profit is "the 'dit!e-
rence between the amount ot income 
and the sum c1fexpenditure plas 
specific appropriations, 'made uP in 
each case 'as",' etc. So, whatever we 
give you as special appropriation be-
cornes 'Your clear profit. 'l'bereiore, 
if you allow anything mort:, it adds 
to the clear profits. 

'Shri'S. &. "Kapur: That is all right. 

ShriNaDda: To the extent it adds 
to 'the clear ~ofit, ,in thecalculatiOll 
for the reasonableretunu you have 
to use the figure and that figure 
should ,not be mowe·thCh five per 
cent. 

Sbl1 S. k. Kapur: 1 may make tb,e 
point clear. 'l'heretore, if, in the lSth 
year, according 'to my chart, 'I 'have 
eatned a lalths df rupees, then out ot 
tbat, IRs. ~O;OOO is set apart ·towards 
preltious losses, that will come under 
(ci), and for 'the purpose df a'rriving 
at clear prOfits, 1 Will be entitled to 
dectuct up to Rs. 40,000 out otthat 
amount. 

SIMi Nuda: Y.ou have alTeady-
appropriated 'that amount. It has. 
beencov-ered. The outstanding los-
res are only Rs. 20,0Q,000. You have 
aRady lot Rs. .lO lakhs appropriated. 

Sb,rl S. It. Kapili': But 11 in the 
15.tll year I can earn only five per' 
cent and if I earn more--more than 
5 per cent-that is to say, instead of as. '50,000, 1 earn RI. 60,000, what. 
hatPpen/!? 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, ''I have earn-
ed more than five per cent, "because. 
although I 'have ea'med 'Rs. 1 lakh. 
lam entitled to deduct the special 
appropriations. namely, the amolD'lt 
thartI appropriated in the previous 
1099(.'8. 

Sbrl Nucla: I do not see it in that 
light. 'Why do you 'bring that .,ain? 
You have already appropriated 
Rs. 40,000 and so, wily 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 
BClCGWit. 

8brl Naata! 1 do uot think there 
cou14 ·bJe'IIC-. for'that. '!hat'is over 
now. Rs. 20 lakhs remains. Bs. '10 
lakhs have already been covered in 
tile ,previous . year. "Any ·year"does 
not 'mean,anyyee.rbefore; it .only re-
fers to that puticular 'year. 

The whole point is this. We want 
to come at the flIure of clear pro-
fits. Ttlere are ,three elements in ,it-
Income, eXP~nditure . 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. 

Sbrt S. K.. KaDur: I may submit 
that this point may be made clear. 
'There is another aspect. The wores 
"pennitted by the State Govern-
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 pet' cent. 

Slarl Nuda: We are trusting the 
State Government for doing 90 many 
things; here also you can leave it 
to them. 

Shrl S. K. Kapur: That creat. so 
many difficulties. Acco\,ding to this 
.clause, it will be absolutely at the 
.discretion of the State Government to 
do anything. 

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

8hrl S, K. Kapur: My standard 
is that the appropriation allowed 
should be such that' I earn at least 5 
-per cent in that year. 

Sbrt Nuda: 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 . 

Sbrt 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) 
(li) 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 Nuda: All these figures In 
the capital base already, because you 
are allowed the full amount you have 
invested, part of which is loan; we 
are allowing you 56 per cent. on that 
and again you want interest. 

Sbri S. K. Kapur: So far as the 
representation in the capital base is 
concerned, you will appreciate that in 
th~ 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 ft-
nancing losses do not go ,to fonn part 
of the capital baBe. The loans re-
presented in the capital baBe are 
loans taken either for extension or 
replacement. 

• 



Shrl 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~ 

Chalrmaa: 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. 

Sbri 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. 

Sbri S. K. KaPlll': Most of the 
small companies have to raise loans 
for financing their losses. So far as 
that aspect is concerned, thoRe 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. 

Slarl Nanda: YQu 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. IU.parI 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 
~'cach(!d even now 

Shrt Nuda: 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 S. K. Kapur: In the first few 
years we are not getting any return 
on the investment. 

Shri Nallta: 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. 

Sbrl S. K.. Kapur: 
on paper It does. 
it is not BO. 

Yes, of course, 
But practically 

Sbrt Nuda: That depends on your 
capacity to work and on your capacity 
to make proftts. 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. 

Chairman: One point b:as 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. 

Sbri S. K. Kapur: Unless there is a 
loss. 

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

Sbri S. K. Kapar: We can raise. 

8brl Nuda: Certainly you cannot 
raIse for writinl off loss. 

&brl S. It. Kapar: There is no bar. 



StIri N .... : New it is Dot a ques-
tion of writing oft lou. It is 
a question of giving them help. 
An uruie'l"takiftg has no working capi-
tal because it has incurred losses be-
fore. Then they mU3t recoup them-
selves with sOme funds in order to 
enable them to run. 

&vera iI. we aUow you that as an 
item of expenditure, then also you 
can earn it only if you are able to 
make su.mcient reVeJlues by charging 
certain ratel. Now we allow you to 
increase the rates within cectain limits 
to make up your losses. Therefore, 
whatever that you lose there, you are 
allowed to make 1IIP under a iillIerent 
procedure. 

Shrl S. K. Kapur: There are com· 
panies :in 'small villages wj"l!retbere 
is not much scope for development. 
There the saturation point is really 
lleadhed. 

Shr1 Naada: I am tellin.J you, if it 
is . a method of recovery, the i'ecovery 
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. 

Shrl S. It. Kapur: I may draw your 
attention to page 22. The position is 
that we cannot atrai,ghtway nWte .pro-
fits. The licenoe is generally for a 
period of 20 years. Out of the 20 
years, the first 2~ years are taken for 
construction. So far as making 4P 
the previous losses is concerned, as 
the bon. Min.i.ster just .now gbaerved, 
it is made up later on from out of 
their earnings. What I am trying to 
make out is.this.The ,period ·of ,the 
.1ic:enceis 20 years. The first 2-.3 
years are the ,construction peJ;iocl. 
Then, as can be seen from the balance 
sheets of unaller compaDie~, it will 
take five years for the companies to 
start eaming.Pl'oftis. Tb. •• etore, ,eight 
years are I~e. Then, "duringibe 
next five years also the profit will be 
1ess 'than 5 per cent. So, only after 

the 11th year yo.,. will get the 
reaaanable ~ 

8IIfl lIfanda: For 13 yeara thts'e are 
no profits'! 1 cannot accept that posi-
tion at all. Companies $tart makin. 
profits from the third or fourth year. 

8brI MohluddlD: No one would in-
¥est any pie unless he can e8nl 8Ome-
Itking within five years. Otberw;'se. A.OO, .... itl give you ,any Jnoney. not 
even .as a loaD. 

Shri Nauda: All the money that is 
invested is taken into account for cal-
·c.watinJ( .thecapj~l b.ase. Interest is 
aUowed. 'fP,en you start earning in 
, year or two. 

'1JIui MoIIIae1dID: U .there Is a&W 
argument that 'therewm be loss for 
five years, we can consider ,it but not 
for 13 years. 

CWrman: You have to take a 
.ratiQllal view. We are .prtlPa;red to 
agree that for the fli'st tew years it 
will be so. 

Shrl S. 1l. KaI1W': Leaving the first 
six years, there will be fourteen years 
left. '!'he intention in allowin, me 
5 per cent every year is that in a 
period of 20 years I should be alloVleel 
to earn the full value. If in the first 
five years I :nlake notbin, and ·.then I 
start making 'pI'oftta sradually for the 
next few years, hardly r.eaching.the 
limit of4 per cent all the time, .if .r 
am to make up my ,previous losses I 
have lot ,tp ' .. 111 m.w;h ~re than i5 
per cent, for over ~ ~d~ove ~t 
amount I have to meet production los-
tieS. 

.... N ... da: There are ·no los~ •. 
All ·the interest chal'ges are allowed 
.. part of the COlt. 

:Sbd S. It.Kapar: Yes, durilll lae 
period of construction . 

Slid Manda: After that, in a year 
or two you' begin earning. 

8IIrJ. Mohladdba: Th8e iscoJltusion 
about the r&lation ofeamingw!th 
paid-upcapit&l 'and capital ,base. '.VIle 
5 per -cent is -on 'the eapital' base and 



it will really amount to 'It per cent . 
.or 10 on paid-up capital. 

Chairman: What is y.our point? 
Sbrl S. ~ s.P1ll': The normal 

periIIId of the licenee is 20 years and 
the object of the Act is that I should 
be able to earn 5 per cent. or 51 per 
.cent on an average each year. 

Chairman: So, your point is that 
. all previous interests, all debentures 
.and loans should be allowed as items 
<Jf expenditure. 

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

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

Cba.lrmaD: You are not raising 
money for flnancing loans. 

Sbri N. C. 8IIattaebarjee: 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. 

Shd Nanda: That is right. 

Shrl N. C. Bhattacluuilee: 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. 'l'hat 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. 

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

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

Sllrl N. C. Bhattaeluu1ee: We DOW 
allow 5 per cent on the capital base. 
We are saying that we are not getting 
5 per cent. 

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

Sbrl N. C. Bhattacbarjee: We will 
never reach 5 per cent . 

Clialrman: If you don't allow, you 
cannot even make up this 5 per cent. 

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

Shrl Nanda: Before that, was it 5 
per cent? 

Shrl H. C. Bbattaebarjee: No. 

Shrl Nanda: So, it is independently 
of this. 

Sbri S. It. Ka.pgr: Before that in-
terest was allowed as expenditure 
under clause 11. 

Shri Nuda: Even baving 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 beeause you 
cannot raise the rates. 

ShrJ N. C. BhattacbaQee: It- is not 
possible. 

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

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

Cbatrmllll: You want to utilize it 
for the ,purpose of getting the maxi-
mum? 

Shri S. It. Kapur: We cannot earn 
more than 5 per cent. If we make 
more, certainly we have to revise the 
rates. 



··Slut 'Nuda: There is some capital 
which has not gone into the assets. 
Anything that has gone into the as-
sets will eam. 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 lome service to the con-
sumer. We do not pay for anything 
else. 

Sbri N. C. Bllattacbarjee: 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 licen,ce 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 eam 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. 

Sbrl Nuda: 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 eam 5 per 
cent because even if I am allowing 
you to charge more how are you going 
to eam more when the costs are high? 
That is an economic proposition. 

Sbrt N. C. BbaUacbarjee: It appears 
that West Bengal Govemment 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 
Govemment, 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 hu been there for the 

last 60 years. Now, they are In a 
position to earn more than 5 per cent. 

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

Cbalrmu: Any other point? 
Sbrl 8. IL Kapu.r: 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 
oft 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. 

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

Shrl S. K. Kapur: It was not reo· 
quired to be started. 

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

Sbri MobluddID.: May I interrupt?· 
They must have started depreciation 
but probably it may not be upto~e 
maximum required. Depreciation. 
must be provided in all cases. 

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



has to be in accordance WW1 t~i3 VI 
Schedule. It has to be set apart when 
it is actually employed in the busi-
ness. Assets may become available 
f~r use much earlier .... 

ChaIrmaa: 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. BhaUaebarJee: 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. 

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

Sbri S. 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. 

Sbri Nanda: You want to taoke 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. . 

S'bri 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, 1 
have to pay it within this time. If I 
cannot pay those arrears withJn the-
prescribed year, the cliftlculty 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. 

Sbrl Handa: Your point 's that you 
have worked the thing without gettinc 
any profit. 

Sbrl 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. 

~hrt Nuda: 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. 

Cb:dnnaD: There is a pre viso here' 
that a licensee can apply to the State-
Government. 

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

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

Sbrt S. K. Kapur: My next point i. 
in regard to paragraph XIII relating to 
managing agents. 

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

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

RepreseDtaUve of tile MIDistrJ: 
There is a specific provision sayin~ 
that provisions of the Electricity 



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

CJaainDaD: Any other poi~? 

Shrl S. K. Ka.pur: The words of 
.section 616 are inconsistent. 

ftIt 8. It. Kapu: Kindly go to page 
20. This refers to the amount of loans 
advanced by the Board. 

Chalrmaa: 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. 

8bri S. It. ItalJllr: My submission is 
that when the loan is taken from the 
aoard my responsibility and liability 
is increased; and I am being allowed 
no return whatsoever on that amount. 

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

Shri S. 'K. Kapur: On the loan tor 
~xtensions only. 

CbaInDan: Is it a reasonable re-
turn? 

Shrl S. K. ltapur: That is right. 

Half a per cent is too small, while 
-on the other we get 5 1/2.per cent. 

Next, I would like to refer to the 
security deposit of the consumers held 
in cub. This is Dot, in the scheme of 
things, a nature of trust. We may be 
entitled to use that in the businesa. 
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. 

Cbalrmaa: You say that it should 
betaken into account. 

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

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

Sbrl Nantla: It is being allowed a~ 
,a part of expenditure. 

Shrl S. K. Kapur: Please see 17 (1) 
that is, capital base. Under 'deduc-
tions', another item is being addeCI, 

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

Cbalrmaa: Where is it coming in? 

Sbri. S. It. Kapur: It is at page 20 
of the ft\CNnorandum. 

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

Sbrl S. It. Kapur: We are paying in-
terest to the consumer. 

Sbd NQda: Therefo.re you cannot 
add it to the capital base. 

Sbrl S. K. .. ..... : This amount is 
utilised in the business. 

Slad Naa.: Therefore it is - taken 
out of the ca,pital base. In deductions 
it is 'taken out. 

Sbrl S. It. Kapur: This shoul' not 
be taken out. 

Sbrl a_till: It is an item of expen-
diture. 

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

Sbrl Nuda: 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. 

Cball'llUUl: 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. 

1l1l'i8. It. Kapu: So far as the 
consumer is concerned, he gets -inte-
rest as well as his money. 

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



Cbalrman: Do you want to say 
'ything more? 

Shrl S. K. Kapur: Kindly refer to 
age 6 to the constitution of the Rat-
'g committee. The Rating Commit-
!e, under the Bill, is proposed to 
onsist of three members; and it is a 
oint IWhen the Board is to come to the 
onclusion that we have been guilty 
f some default. 

Sbrl Nanda: Weare examining that 
,JOint. 
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Shrl S. It. Kapur: It is to be provid-

ed ihat 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 members for 
all the assistance and the clarification 
you have given. 

(Witnesses then withdrew) 

(The Committee then ad;ourned.) 




