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The Covernment of India constituted on May 11, 1956 a
Comatttee to connider the wroposal of the Mysore Govermment
iy #epard to compensation fox th2 Kolar Gold Ficld Mines
and Lo recommend vwhat, in tho Committee's view, would
constitute fair and raasonahle'compensatién, as follows:-

“hri K Ty Kaul, Joint Secretary, Chairman,
Ministry of I,R.{: Se2

Shril B,K. fehru, Jt, Secretary, Memper.
Ministry of Tinance (DEA

Shrl C..oe Menonz Jt. Secretary Memher,
Ministry of ™inance (PEY ﬁn.)

The Cormittee met on May 15 ond decided to study the method
o, determining compenzatlon cnployed by the Central Government
in recent cases of nationalisotion, namely, the Reserve Bank
of India, Imperial 3ank of India, Indlan Airlines, Alr India
International and Life Insurance. It also coﬁsidered it
necessary to obtain a detailed ntatcement of the clalm put
forward by the Comwmany and a nreclse indication of the views
of the Mysoro Govarnment on sueh claim,

2, It accordinzly met the reprosentatives of the Mysore
Government (3hril Bhorath and 8hril Jagannatha Rao) on May, 25
and 26 to hear the Mysore Govermment's views Tirst, The
Cormittee unQerfﬁood that *here were three Companies ovperating
in the Staces

1, Chamnion Reefl

2+ Mysore Cold

3. Nancldroog
The wn:vet« and'liabilities in the Mysore State of the three
Companins, namely, (1) Champion Reei (KG®), (2) Mysore Gold
(KG™) anad (3) andi@roog (KG¥) helon- to'threeiﬁuﬁee Companiles
racistoved in 1951 in the Fysore State. These Rupee Companles
are 1007%-subsidiaries of three Sterling Companié55 namely,
Chamnion Neef, Mynére-ﬂold and Mandidroog without the appella~
tion W,G. 7, The.assets of the Sterling Companies comprilse
investments in the T,K., certain other investments and shares
in the thraee Rupee Compdﬁies; The Mv=ore Government based

their cormpensation on the nrice of the British Companies
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shares of the face value of 10 shillings each as quoted on the
Madras Stock Exchange. The price of the Rupee Companies shares =-
with the excoption of the Mysore Gold (KGF) = could not be
taken as these shares were not quoted on the Stock Exchange,
A copy of the quotatlons adopted for thils purpose expressed in
Indian currency was fgrnished to the Commlttee. The date taken
into account in the éa;e of Champion Rqef and Nandldroog was
641455, which was more than three months before there was any
talk of nationalisation. In the case of 'Mysore Gold (KGF) it
was possible for the Mysore Government to go by the market
quotatlons of the Indlan Company's shares, since the Indian
Company!s shares held by the Bp;tish Company were dlstributed
to the shareholders when the British Company went into liqui-
dation in June, 1955 gnd were offered by the shareholders for
sale on the Madras Stoék Exchange, In order to be on the safe
side and to give the maximum benefit to the shareholders, the
Mysore Government had adopted the highrst market quotations
of these shares since they began to be quoted in Madras. On
this basis the Mysore Government had calculated the compensa-
tion payable as follows:~-

Rs. (lakhs)

40,16 Mysore Gold Companys.

21,73 Champion Reef,
25,91 Nandidroog.

- e W e

It was explained to the Committee that this sum of Rs,S87.80
lakhs was exclusive of the other assets in the U,K, of Champion
Reef and Nandidroog which, according to their book values as on
31,12,54, were worth Rs,31.48 lakhs net, In other words, the
shareholders of the British Companies'stood to receivéféompen-
sation under the Mysore Government formula Rs.87.80 lakhs plus
Rse3l.4& lakhs, or a total of Rs,119,28 lakhs; 31,48 lakhs
representing compensation for assets in the U,K. not nationalised.
3. The Committee was further Informed that when the Rupee
Companies were formed on 1.4,51, certain fixed assets llke

buildings, machinery, and plant and other capital assets like



3=

mining rights, were transferred to them by the British Companies
at enhanced values in excess of the book values, The extent of
the enhancement, representing a capital gain, was credited in
the books of the British Companies to a capital reserve account

as follows:

Bs(lakhs) £
Champion Reef 2,13 15,960
Nandidroog 5488 44,084
Mysore Gold 10.43 78,241

18,44 138,285
Ooreganm 16,70 125,235

35,14 263,520

o8 am wn W @ - e e oo g0 " e

Tt was explained to the Commlttee that, in the case of the
Ooregam mines (sterling) which went into liguidation in 1954,

the benefit of the enhanced values of the assets had already
acerued to the shareholders. In the case of. Nandidroog and
Champion Rpef the enhanced values had no significance for the
sﬁareholdérs in view. of the fact that the Mysore Govermment had
calculated compensation on the basis of the entire assets of the
British Companies, including those of their Indlan subsidiaries.
In the case .of Mysore Mining the inflated values must be presumed
to have deprcssed the Rupeeycompany's shares somewhat. The
extent of the fall in the ghare values was difficult to deter-
mine, but its effect couldvnot have been very significant, By
and large, it could be said that, under the Mysore Government's
formula, the full benefit of the capital appreciation was allowed
to accrue to phe shareholders of the British Companies concerned
and that it did not affect the compensation payable.

4, The Committee further understood that, in arriving at the
figure of Rs,87,80 lakhs the lMysore Government had made no reduc~
tion in respect of certailn contingent liabilitles of substantial
amounts brought to its notice by the Company. These liabilitles

were as follows:- Iakhs
Termination gratuity 6840
Bonus 53=54 54
Service gratuity and silicosis
compensation 12,30
Leave settlement 13,30
Passage 1,60
Pension Fund 18,00
Liabilities of management 2.3

Contingencies 15,
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Substantial as these llabilities were, they had no influence on
the market quotations adopted for the purpose of evaluating the
shares because this information wad not made known to the publle
at the time, If these 1liabilitles, based on the Company's own
calculations, are added to Rs,87,80 lakhs, and Re,3148 lakhs for
the U,K. assets also taken into account; the total compensation
offered by the MysoreAGovernment, ‘1t was explained to the
Committeeizz;gﬁhteé in realilty to Rs,255.,48 lakhs,

5. It was further explaihed to the Committee that the alter=
native method of evaluating the assets and liagbilitles of these
Companies had also been consldered by the Mysore Government,
According to the book values the assets of Mysore Gold, Champion
Reef and. Nandidroog, less liabilities, amounted to Rs.211.9 lakhs.
Deducting the contingent 'liability of Rs.136.2 lakhs, the compens
satlion payable on ™1r basis, without making any adjustments:to
the Company's figures, would work out to Rs,75.7 lalkhs. The
Mysore Government had not been furnished with detailed particulars
showing how the book values had been calculated; but on the basis
of certain minimum ad hoc adjustments that it had found it
necessary on vory broad considerations to make the éffect was %o
reduce .the vaiue of these assets by about one crore. If this
ad justrent 18 made, it was pointed out, the compensation payable
would be. converted into a minus figure., The Mysore Government
‘had, therefore, decided t¢ adopf the method of share valuation
which was more favourable to thé Company,

6« The Committee next heard thé Company's:case, as put for-
ward by its own representatives. These could not meet the
Committee earliér than June 11, 1956 and the matter was somewhat
delayed, In the meanwhile Shri B,K. Nehru had to leave on depu-
tation abroad and was replaced by Shri H.4. Sujan. The Committee
was told by Mr. Taylor that the Company's clalm to compensation
was based on the renlacement value of the assets, less deprecia-
tion for the number of years for ‘which they were used, The
original cost of the'Company‘'c assets had been written down year

by year at varying rates of depreciation so that many of them
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Negzighe?ggs,v%iggg agget:?eggogﬁsleg:toglgé%oigz rggeigém
were capable of being used for a number of years To -
come and, if sold, eould still fetch substantial prices.
The Company considered its shareholders were entitled

in equity to the full benefit of these prices, whatever
the valuation indicated in the Company's balance~gheet,
On the basis of replacement costs, the Companies had
valued their assets at about Rs.8.5 crores. TFor loss

of future profits, based on the anticlpated life of the
mines, the Companies had added a figure of 2 crores,
making a total of Rs.,10.,5 crores. For insurance purposes
the Companies assets had been valued at about Rs.6439
erores, Mr, Ta&lor conceded that neither of these
estimates could be sald to bear a proper relation to the
earning power of the business and that the Companies
could not, therefore, rightly expect to recover their
full value, He, however, criticised the basis of share
valuation adopted by the Mysore Government as being
altogether unrealistic, In his opinion market quotations
of the shares were no proper index to the real value

of the assects of the Companies, ~Actually these assets
were worth several times the value of the Companies
gshares at current market rates,

7. In a further memorandum submitted by the Company,
the assets were revalued on the rgplacomont costs basis,
bt Rs,875 crores, and on the basis of their original costs
less depreciation at incometax rates, at Rs, 343 crores.
The "break-up" value of these assets, which the Company
urged could be rallsed by the sale of dismantled
plant and machinery and stores was put at Rs. 300 lakhs
while the capitalised value of the Company's profits
was estimated at Rs. 349 lakhs., On the basls of these
figures the Company's representatives submitted that
a negotiated settlement approximating 400 lakhs net
would be fair and reasonable both to the Government and

to the shareholders,
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8, Having heard the views of both parties the Committee felt it
necessary to settle the principles that should govern the grant of
compensation in this case in order to arrive at an appropriate
method for computing a failr and-reasonable compensation, There are
a number of rocognised methods employed for evaluating a business
based on replacement costs, actual cost less depreclation at statu-
tory incometax rates, capltalised value of anticipated profits, and
so on, The Committee considered that none of these methods would be
appropriate to the circumstances of this case, as they were open to
one serious objection or another. For example, the replacement cost
nethod, thch the'cdmpany had urgod,, would not, in the case of a
heavily capitalised industry such as this one, reflect in any mea=
sure the truc income earning capacity of the business, The Committee
was of the view that‘these various methods would give results which
could only serve as rough guldcs to what the correct valuatlon should
be, The matter had, thercfore, to be examined on the basis of first
principles,.

9, The Committec has done so and 1is of the opinion that the
nationalisation of an industry must be regarded as a political deci-
sion, takén by a Government in cxercise. of its soverelgn powers
to give effect to a social policy for which, in a democratic sete
up, it has a popular mandate. The compensatlon to be pald must,
thorefore, be related to the social objective in view. Whatever
that objcetive, it 1s now widely recognised that compensation must
be such that therec 1s no discrimination against those compulsorily
dispossessed of thelr propefty in the interest of the community as
a whole. In other words, the dispossegsed must be given compen-
sation as nearly equal as possible to the value of the property of
which they are deprived. In the case of‘a joint stock company
such as the present one, the property of Whiéh the owners 1.¢.
sharcholders are deprived is their sharejécrip. If compensation
ie so arranged that the financial position of sharcholders after
nationalisation remains much the same as before, the claims of
equity, justice, reason and falrplay in a soclal sense can be eald

to have been fully satisfied,
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10, The Committee felt that this result could best be
zchieved by basing compensation on the income yielding
capacity of the shares. This capacity can be measured with
fair accuracy by reference to past dividend yields. Compen-
sation should, therefore, be paid in an amount which would
ensure to the shareholders roughly the same yield in future.
The capitalised value of past yields is best reflected in the
market quotations of the shares. The Committee recognises
that there is force in the contention that market quotations
do not necessarily reflect the true value of shares. Values
on the stock exchange were subject to'a variety of influences,
some of which were wholly extraneous to the industry in
question. Frequently market sentiment affected share prices
most. Subject to this reservation,however, marxet priceg of
shares, if carefully seleccted, could reflect, within reason-
able limits, the true value of the shares. In compensating
the shareBblder, therefore, for the shares of which he is

tonlel Lo
deprived, the Committee thought a good basis e the stock
exchange valuation. Such valuation must be of a date as near
to the date of transfer of ownership as possible; but in all
fairness it must not be of a date when it could be said to
have been influenced by threats of nationalisation., The
Committee further recognised that share values could be
depressed by action of Government in levying an onerous duty
or a discriminatory impqst. These factors could be considered
and taken into account. But if it was recognised that the
party to be compensated was the shareholder é&nd not the
Company and that the compensation was to be so adjusted as to
leave the financial position of the shareholder unaffected,
the Committee was of the view that the share valuation basis
was the one calculated to give fairest results of allthe
alternative methods mentioned in the discussions.

11« The Company's representatives gave careful thought

to the Cammittee's views but said that, as practical businessmen



they were not so much interested in abstract principles as
in their finencial effect on the interest of the Company and
its shareholders. They were, therefore, reluctant to give
their assent to the principles formulated by the Committee,
unless they knew how they would affect the shareholders
financially. The Committee pointed out that, while it was
only reasonable that the Company should know the financial
effects of the principles they were asked to agree to, from
the Committee's point of view the principles were more
important then thekr financial consequences. If the principles
were fair and sound the results that flowed from them would
also be reasonable. '

12. In adopting the share valuation basis the Committee
felt it necessary first to deeide the criteria that must govern
the selection of the market quotations of the shares. In
its opinion the first of these criteria must be that the
stock prices are taken as of a date as near asg possible to
the vesting date, subject of course to other considerations.
Secordy, since the prices of shares on a particular date
would not normally be as representative of their true value
as the average of a selected peri;d, it would be advisable
to follow the U.K. practice and adopt this alternative basis
for the cetermination of the stock prices. Thirdly, in
selecting the period regard must be had to such factors as
threats of nationalisation, which could be said to have
vitiated market quotations. These criteria were by no means
exhaustive; and the-Coﬁmittee invited the Company'g

ed
representatives, as ef the Govt. of_Mysoréayo suggest any

2
other criterte they might think fit for the Committee's
consideration. As no other qriteria were suggested, the
Committee has adopted the ones it has formulated for the
selection of the period.

13, The Committee felt it advisable to request the

Company's representatives themselves to suggest .a period or



periods in the light of the agreed criteria. The basis they
recommended for the Committee's consideration was the 5 year
period 1945 to 1949. This period, they urged, was one imme-
diately preceding any talk of nationalisation, since the idea
was first mooted in connection with the repeal of the gold duty
in 1949, This period is also to be preferred over others
because it was in 1945 that the Mysore Uovt. had granted
certain ad hoc relief from the gold duty. The incidence of
the gold duty had proved more onerous than was expected when
it was levied in 1940, and was considered bj the Nysqre Govt.
to have prejudicially affected the development of thg mines.
On the basis of this period the Company estimatéd the value
of the shares at Rs. 225 lakhs.

14. The Commitiec has given careful consideration to this
period but feels it is open to the serious objection thatit
is too far removed from the vesting date. The longer this
interval the greater the inaccuracies that are likely to
creep in. It would not be possible wholly to ignore all that
happened since 1949 to affect the business of the Company.

To take account of these happendings and to appraise their
financial significance would be an impossible task. The
Comuittee, therefore, thought it advisable to consider the
period of 5 years immediately preceding the decision %o
nationalise the mines, namely 1950;54. The year 1955 had to
be excluded, as it was in that year that nationalisation

was the subject of considerable public debate, eventuating

in the decision to tgke the mines into public ownership.
Share prices could not but have renacted to these developments.
The Govt. of iysore itself had recognised this end had

taken the market quotationspr 6.1.55 for the purpose of stock
valuation. Based on the avcerage of the periou 1950-54 the
Company's reprcsentatives estimated the value of theshares

at Rs, 101 lakhs approxim. tely.

-15, The large disparity between these two figures was
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explained by the Comvany's repressntatives in various ways.
Principally, it was due to the fact that during the period
1950-54 share prices had slumped owing to the agreement
of 1949. Uncer this agreement a provicion was first to be
madc for deprcciation and ¢evelopment, after payment of
income~tax and supcr-tax, up to 15» of thec working expenses.
Thercafter dividends not ezcewuding 6% of the share capital
could be declared, the remaining proiits, if any, being
shared in the ratio of 1 ¢+ 1 or 5 ¢ 1 depéndiﬁg upon their
amount. The Compary's representatives urged that this was
o highly discriminatory levy, foi which there was no purallel
to be found anywhere in the world. YThe effect of the levy
was a serious depressipn of the shares on the London Stock
exchange as thc investor had little prospect of ever obtain-
ing more than 6% on his sh:ire whaicver the actual future
prospects of the Comﬁanies. loreover, throughout the
period 1950-54 the trend was for the cost of production to
rise anc that of theprice of gold to fall. A graph indica-
ting these trends was furnished and is attached. Thesec
trends, particularly in regard to the price of gold, had
been reversed in 1955. The Company's representatives,
therefore, thought it would be unfair to select this period
for stock valuation when trading cquitions were at their
worst. The Committce, however, telses. the view that gold,
like that any other commodity, has its business cycle and
that there is nothing unusual in the behaviour_of gold prices
during this period. 'The fact that the cost of production
rose during this period, though it declined, as the graph
shows, in 1954, is also of no material significance, since
such possibilities cannot be excluded in assessing the
future prospects of the Companies.

16. The Committee has given very careful consideration
to the suitability of the average of the periods 1945-49

and 1950-54 for +hc purpose of evaluating thestocks. The
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former neriod goes too far back to be regarded as capable

of reflecting the true value of the shares for the year
1956, On the other hand, the period 1950-54 is open to tho objec
tiom that sharze pricss during this perlod must have been
deprecsed as a result of the agreement of 1949, In-the case
of Nandydroog they dropped steadily from 8s 8,54 in 1950

to 65 and .53 in 19543 Champion Reef from 10s 4,54 in 1950
to 48 7,44 in 1954 and Mysore Gold from 7s 3d in 1950 to

45 11.25d in 1954, These are significant drops and cannot,
in the Committee's views, be wholly explained by the deter-
ioration in the price of gold or in trading éoﬁditions
generally,

17. The Committee's attention was drawn in this
connection to the discovery in 1950 of a new reef in the
Mandydroog area, which had radically altered the future
prospects of these mines, Up to the time of this discovery
the general feeling was that the mines were nearlng their end
and could last for another four or five years only, The
discovery of 1950 set the life of the Nandydroog mine at
about 50 years, Tven 8o fundamenfal a development, the
Company's representatives urged, had not. improved the share
quotations, because of the agreement of 1949, and their
prices had continusd to slump, The Committee feels there
is some force In this contention, though it 1s Imnossible
to appraise its oxact significance,

182, Neither of the two periods, it is eclear, is capable
by itself of reflecting the true value of the shares. Never-
theless, the Committce feels the truth must lle somewhere
in between., In the very special circumstances of thls case,
and in the absence of a better alternative, the Committee
feols 1t would be falr and reasonable to take the arithmetic
mean of the figures of these two perlods (Rs, 225,51 and
Rs., 102.55) as the valuation of the stocks viz, Re,164 lakhs.

This. figure can by no means claim accuracy other than that



-]
it is bett¢r or more truly representative of the actual

value of the shares than any other fipure.

19. The Mysore representatives drew the Committee's
attention at this stage to the contingent liabilities of
Rs. 136 lahs already mentioned in para 4 and claimed thab
a deduction of this awmount should be made from whatever figure
may be arrived at on the basis of share valuation., The

in thet 011 thesce lizbilities e incidaniald

Committee considers this contention is notétenable to- the
normal working of a business of this kind and there is nothing
unusual about trem. Such liabilities are invariably met
from year to year as they arise and constitute a charge against
the revenues of the. Company.

20. 1n basing compensation on this Tigure of Hs. 164
lakhs the Committee's attention has been drawn to the faég:

(1) that minerals being a wasting ‘asset the
life of a wine diminishes as more and
JAoTe ofe is extracted; and

(ii) that there was a serious rock burst in
February, 1956, the tinancizl effect of

which cannot be disrecarded.
The Committee considers that while (i) is correct, allowanée
must also be made for the new deposits discovered as a
result of development wbrk going on continuously. With
regard to (ii) it appreciates that while rock bursts are
a common enouzh feature of these wines, that of February
1956 was one of unusual intensity, involving the Company in
substantial loss. Un thc other hand, the Comuwittee feels
it must also make allowance for the following factors:

(1) The precent day value of thc bulk of the
capital assets owned by the Companies is
undoubtedly substantially higher than that
indicated in the balance sheet, on which
alonc market sentiments uust be presumed

to have been based.
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(i1) The Agreement of 1949 prevented share values from
reflecting to any reasonable degree of accurary the
discovery of the new reef in the Nundidroog areaj and
(111) Some consideration is also due to shareholders, par-
ticularly where they are non-Indians, for the dlsture
bance caused to their investment and the expendlture
they will be put to in reinvesting what they receive
by way of compensation,
These factors are difficult to evaluate; but the Committee foels
the claims of justice and fairplay will have been adequately met
1f a net addltion of Rs.5 1lakhs is made to the sum of Rs.164 lakhs,
making a total of Rs.,169 lakhs. From this sum must be deducted
Rs.50 lakhs, which the Committee understands represents the value
at current market rates of the investments, mostly in Government
socurities, held by the Compangsin the U,K. Subject to this figure
being verified, there will be left a balance of Rs.119 lakhs net
nayable as compensation to the Companﬁu This amount may be paid in
full provided dividends arc declared at a rate not exceeding 6% of
the share capital from the profits of 1955, after making adequate
. | @ed Kadl-
provision for incometax and super-tax llability; /no other disburse-
ments of any kind aze—de bc made to the shareholders,

21, The compensation payable to each of the three.Rupee Compa=
nies can be readily doduced from the figure of Rs,164 lakhs after
ascertaining the market valuec of the sterling investments held.by
them and distributing the sum of Rs.5 lakhs pro rata,

29, The Committce has felt unable, on the data before 1t, to
make any speclfic recommendation with regard to the form in
which compensation should be paid. It suggests, however, that
every effort should be madé to pay‘off at least the smaller
shareholders (say up to Rs.10,000) in cash, It has requested
the Company to furnish information on the number of small share-
holders deserving of this trcatment. This question will need to
be examined with reference to the proportion of the llquid assets

owned by the Company to its fixed assets.
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23, The Commlttee wishes to place on record its sensc
of deep gratitude to the officers of the Mysore Government
who assisted the Committee in every way in the conduct of
these nroceedings and gave so ungrudgingly of their time
and attention at considerable personal inconvenience and
discomfort in the blistering heat of June, The Committee
is equally grat #l to Mr, Taylor and his colleagues for
their fullest co-operation with the Committeq in its deli-
berations, But for theilr tirelessienergy, patience and
forbearance the Committee would not have concluded its

labours as soon as it actually did,

(KeN, Kaul)
Joint Secretary,
Ministry of N.R. & S,R.

(C.S. Menon)
Joint Secretary,
Ministry of Finance.

(H.4. Sujan)
. Deputy Secretary,
Ministry of ™inance.

llew Delhi
June 25, 1956,
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