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Control of Public Utility Elecivicity Supply Finance

‘Current
- Scienee

PRINCIPLES FOR THE CONTROL OF PUBLIC UTILITY EIlLECTRICITY
SUPPLY FINANCE™*

THE Advisory Board was constituled by the

Government of India to examine the princi-
ples for the control of Public Utility Electricity
Supply Finance, formulated by the Eleetrical
Commissioner with the Government as fo which
of them should be adopted and to what cextent
and in what manner they should be enforced.
The principles are to constitute the sixth
schedule of the Electricity (Supply) Bill, 1946,
and are to be incorporated as an amendment
to the Indian Electricity Act, 1910.

The Advisory Board consisted of Mr. H. M.
Mathews, Elecirical Commissioner with the Gov-
ernment of India (Chairman); Mr. D. L. Ma-
zumdar, Joint Secretary to the Government of
India, Department of Works, Mines and Power;

Mr. P. B. Advani, Special Oflicer (Eleclric
Grid), Bombay; Mr. K. V. Karantha, Chicf
Electrical Inspector to the Government of

Madras, and Mr. I. A. Macpherson, nominated
by the Federation of Fleciricily Undertakings
in India. The report of ihe Advisory Board
was unanimous in every respeet except for a
note of dissent by Mr. Macpherson regarding
“Standard Rate”, mention of which is made
in the relevant place.

2. The need for an cffective and uniform
method of control of Public Utility Electric
Supply finance has been keenly fell, owing to
the fact that under the existing conditions there
are a number of factors which retard the deve-
lopment of the clectric supply industry in
India. The chief of them are: (1) A large
number of small undertakings, the issued Capi-
tal of which is under Rs. 5 lakhs, oxist, and
their development has undoubtedly been im-
peded by difliculties experienced in  raising
capital and the high rate of interest demanded
for its provision. (it) The monopolistic charac-
ter of such undertakings has led 1o many
abuses in the absence of an adeguate control.
(i) The amount of financial conwol which a
Provincial Government can exercise under the
Indian Electricity Act (1910) is inadeguate.
(iw) The interests of the consumer often lake
a second place to those of the sharcholder.

The principles were, therelore, devised so as

to fulfil the following objects:

(@) To safeguard the interests of the con-

, sumer by limiting interest and divi-
dends payable to shareholders to the
minimum neccessary to ensure an ade-
quate flow of devclopment capital, and
thus effect a reduction in the sclling
price of clectricity.

(b) To safeguard the interesis of investors
(and, in the long run, of the consum-
ers as well) by insistence on a proper-
ly devised systern of compulsory de-
preciation and at the same time per-
mit the earning of a “reasonable” or
“fair” return on the investment.

(¢) To regulate the commission and ex-
penses of Managing Agents within
reasonable limits having regard to the
special circumstances of the industry.

* A Note on the Report of the Advisory Board on
the Trinciples for the Control of Public Utility
Electricity Supply Finance.

The salient features of the principles e as

follows ;-
cariran DBasy

Under these principles the amount allowable
as divisible prolits will mainly depend on the
size of the undertakings' “Capital Base™ which
is defined as “the depreciated cost of fixed and
intangible  assets plus  working  capital  but
exclusive of goodwill and non-compulsory  in-
vestments, Debenture and Preference Capitat™,
The Capital Base recommended will permit the
various  undertakings, who have indulged in
the past in the capitadisation of revenue partly
al ihe consumer’s expense, to refain the assets
thus acquired in the Capital Base.  Onee the
Principles are enforeed, however, this practice
will awtomatically cense and when new deve-
lopment capital is required, instead of employ-
ing surplus profits, ote, ib will be necessary for
the undertakings 1o raise fresh capital from
the Public or borrow f{rom other sources.

The relation which the “Capital Base™ will
bear to the paid-up ordinary share capital will
depend on several factors. The “Capital Base”
may be o greater  than the  paideup  ordinary
share capital in the case of undertakings which
have not been prevented {rom earning an un-
duly bigh profit and have been able to capital-
ize part of this; and conversely may be Jess

for the reason, egqr., the profit and development

of the undertaking may have been restricted.
The amount in the “Capital Base” represented
by the “ploughing back™ of undistributed pro-
fits prior to the introduction of the prineiples
will signily less and Tess, and as {ime poes on,
because the tendeney will be for the “Capital
Base™ 1o approximate more and more o the
paid-up ordinary share capital, any exeess in
the long run heing represented by the effects
of efticient management.
STANDARD  RATE

3. The “yard~-stick™ which in used o moea-
sire what is considered to he o “Reasonable
Return®™ on the “Capital Base” is the “Standard
Rate’ and the “Standard Rate” is taken to bee-
in respeet of any accounting year the redemp-
tion yield of the Tongest dated terminable loan
of the Central Government last issued prior to
the last necounting yeuy of the Heensee, adjusted
to the nearest one-quarter of one per cont,, as
declared for this purpose at the end of the
Government financial year by the Reserve Bank
of India to the Central and Provineinl Govern-
maents, plus

(1) 35 per eenl. for the first Rs. 10 lakhs
of the Capital Dasce ;

(i) 3-0 per cent. for the next Rs, 40 lakhs

of the Capital Base; and

(#1) 25 per cent. for the balance of the

Capital Base.

4. [Mr. Macpherson recommended in his note
of dissent that (i), (i) and (iii) should be
5:5 per cent., 5 per cent. and 45 per cent. res-
pectively.]

“REASONABLE RETURN"
is taken to bew

In respeet of any accounting year, the sum of:

(a) The amount arrived at by applying the

standard rate to the Capital Base at
the end of that year;
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(b) the income derived from  investments
other than Contingencies Reserve in-
vested in Trustee securities as defined
in the Indian Trust Act; and

(¢) half the dillerence between ihe interest
payable on debenture capital and such
greater amount as would have been
payable had the money been borrowed
at the “Standard Rate™.

An important objeet of the principles is that
the excess of the gross income over allowed
expenditure, »iz., clear profits, shall not exceed
the amount of the Reasonable Return, In view
of the fact., however, that it may nol always
be possible for an undertaking to regulate, its
financial policy in such & manner that the clear
profit does not exceed the reasonable return,
when such an excess oceurs, it i considered
that it should o some extent at least be used
to supplement the income of the undertaking
in the years when the actual “clear profit” falls
below the amount of the reagonable roturn,
With this objecet in view it is proposed in the
principles {o create a reserve called Tarviffs and
Dividends Control Reserve,  In those years
when the undertakings clear profit is in ex-~
cess of the Reasonable Return, one-third of
such excess shall be oredited to this reserve
and those years when the undertakings’ clear
profit is less than the reasonable return, the
undertaking may  raw  from this veserve to
make up their delicieney in whole or in part.
It has also been provided for that one-third
of the exeess shall be used for a rebate to the
consumers  and  the remaining  one-third  be
made available to the undertaking as a bonus
for efficient operation.  Provision has also been
made to prevent undertakings from carning a
clear profit constantly in excess of the Reason-
able Return permitied, by the provision for a
Commitlee  which may be appointed by the
Provincial Government o examine the licen-
see's charges for eleetricity in aceordance with
the principles.

REMUNERATION OF MANAGING AGENTS

The remuneration drawn by the Managing
Agent covers two separate ilems 1 ficstly, com-
mission and secondly, an allowance on account
of oflice expenditure,

Commission~-Under the Principles the com-
mission is based on “Clear Profit” instead of
“YNet Profitt and shall not exceed without the
permission of the Provineial Government.

In respect of the first Rs. 5 lakhs of such

profit-=10 per cent

In respeet of all additional profit—T per cent.

In view of the fact that in the carly years
of working, the clear profit of an undertaking
may be small and inadequate to provide rea-
sonable remuneration for the Managing Agents,
provision has been made for the payment of‘ a
minimum amount as Managing Agentl's commis-
sion based on the total issued capital.

In the absence of or inadequacy of profits
the amount paid to a Managing Agent shall be
subject to a minimum payment not exceeding
two rupces per annum for cach complete
thousand rupees of paid-up share and deben-
ture capital, provided that for purposes of
computing the minimum payment, should the
share and debenture capital be less than Rs. 5
lakhs, it shall be taken as Rs, § lakbs and
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should the said capital be greater than Rs. 1
crore it shall be taken as only Rs. 1 crore.

Office Allowance.—An office allowance drawn
by a Managing Agent which includes the
salaries and wages of all personnel employed
in the office of the Managing Agents with the
exception of Engineering stafl employed for the
purposes of the undertaking is based upon a
percentage of the operating expenditure during
the year of account on capital works. The
office allowance so drawn shall not exceed with-
oul tthe permission of the Provincial Govern-
ment,

(2) Tn respeet of the lirst Rs. 1 lakh of operat-
ing expenditure—8 per cent.

In respect of the next Rs. 2 lakhs of the
operating cxpenditure—5 per cent.

In respeet of the next Rs. 7 lakhs of
operating expenditure—214 per cent.

In respect of all additional expenditure—
1Y% per coent.

(i) In respect of the first Rs. 1 lakh of capital
expenditure incurred during the year of
accouni—4 per cent. :

In respect of the next Rs. 2 lakhs of capi-
tal expenditure incurred during the year
of account-—3 per cent.

In respect of the next Rs. 7 lakhs of capi-
tal expenditure incurred during the year
of account—1'% per cent,

In respect of all additional capital ex-
penditure incurred during the year of
account—1 per cent.

As regards the proper application of the pro-
visions of these principles it is stated that the
Provincial Governments even now have the
authority neccssary to effeet the required mea-
sure of general control, and when statutory
clectricity supply BBoards are set up under the
provisions of the proposed Electricity (Supply)
Bill they will have the power {o effeet an ade-
quate and detailed supervision of the accounts
of the licensees under their jurisdiclion.

IFor the industrial and agricultural develop-
ment of the country an abundant supply of
cleetricily at reasonable rates is the st es-
sential; and in-the post-war cra the cost of
clectricity will be of great significance in the
establishment of efficient and compeotitive indus-
fry. The enormous profits which the share-
holders would have enjoyed will be divided,
under the principles, between them and the
consumers by way of reduced charges. It may
be argued thalt with reduced charges demand
will increase, which the licensee may not be
able to cope up with {he cxisting plant. This
will result in expansion of the industry with a
real “Capital Base” and nol an arlificial in-
flated one.  The principles are not meant to
restriet the sale of clectricity but the profit on
that sale. It can, thercfore, confidently be
stated that the Principles, by providing an cffec-
tive and uniform method of control, would
contribute in no small measure fo the rapid
development of the Electric Supply Industry
in India.

H. N. RaMmacHANDRA Rao.

MNote.~The cost of printing this contribution has
been defrayed by a generous grant from the Rockefeller .
Youndation for the publication of results of scientific
work made to us through the kindness of the Nutiona]’
Institate of Sciences, India,—Z¢,



