6.1. SIGNIFICANT ACCOUNTING POLICIES FORMING PART OF THE FINANCIAL STATEMENTS FOR THE YEAR ENDED MARCH 31st 2019

6.1.1. Background and Basis of the Financial Statements
· Electricity Department of Thrissur Corporation (TCED) is a part of the Thrissur Corporation which is a Local Authority, TCED is responsible for distribution and supply of electricity to all the classes of consumers within the municipal (geographical) limits of old Trichur Municipality. TCED is governed by the Electricity Act 2003, as a deemed licensee.

· The Financial Statements have been prepared using the formats generally followed by corporate bodies in India. The formats have been suitably modified based on the extent of information available with the TCED. It should be noted that the TCED is not a Company incorporated under the Companies Act, and therefore is not required to adopt the Schedule III Format.


· The Financial Statements for True up Petition have been prepared for the purpose of complying with the KSERC’s directives and should be read and interpreted in that context.

6.1.2Opening Balances: - The Opening Balances of Balance Sheet are primarily based on the accounts for financial year 2017-18 which were submitted to KSERC for the True up Petition and the changes made as per the Directions of Honorable Commission to comply with the KSERC Tariff Regulations, 2014.

6.1.3Transaction for the Year: - The accounting system is computerized and the accounts are maintained in the Tally ERP 9.So the accounts and the entries in the Tally forms the basis for the preparation of Financial Statements


6.1.4 Revenue Recognition
(i) Revenue from Sale of Power
a. Revenue from Sale of Power is as per the tariff fixed by the concerned authority.
b. Revenue from Sale of Power is accounted for on the basis of demand bills raised on the consumers of the TCED.
c. Revenue from Sale of Power is recognized net of duties and payables to the concerned authorities.
(ii)	Interest Income on investment, Income from rent on poles, Penal Interest (late payment charge) received from consumers and Other Charges received from customers (like Application charge) are accounted for on accrual basis.
6.1.5 Consumer Contribution
Contribution received from consumers towards capital works, service connection and other purpose is accounted for in the following manner:-
1. Consumer Contribution for Service Connection –The amount of Consumer Contribution which is attributable to items used for new service connection is netted off against the material issued for such items. 
2. Consumer Contribution for Capital Assets – Amount of Consumer Contribution received for Capital Assets where identifiable remains as liability in the books and assets so created correspondingly is present in Gross Fixed Assets as Consumer Contributed Fixed Assets. No Depreciation has been claimed on Assets financed out of Consumer Contribution.
3. Other Consumer Contribution – Amount of Consumer Contribution which cannot be directly attributed to Capital Expenditure has been set off against the expenses for which it has been received namely employee cost and repairs and maintenance.




TCED has updated its Fixed Asset register and shown Assets financed by Consumer Contribution where identifiable. TCED expects that by computerizing the store accounting, the consumer contribution received in respect of assets and expenses can be presented even more accurately. TCED anticipates that the details can be furnished from True up Petition of 2019-20 onwards. 
6.1.6 Fixed Assets
(i) Accounting Policies relating to Cost of Acquisition 
a)	   The opening of the fixed assets has been taken from the truing up petition of the year 2017-18 along with the changes made to comply with the KSERC Tariff Regulations, 2014 as per the directions of the Honorable Commission.
b)  Any addition to or improvement to the fixed asset that result in increasing the utility or useful life of the asset is capitalized and included in the cost of fixed asset and depreciated accordingly.
c)	Assets for which Consumer Contribution received is specifically identifiable are capitalized as Gross Fixed Assets under the sub-head Consumer Contributed Assets and the contribution received relating to these Assets is shown in the Liability side as Consumer Contribution.
d)  The deletions in the Fixed Assets schedule (Under heads Other than Consumer Contributed Assets head) constitute the assets for which consumer contribution has been received and the assets retired from service. In both cases no further depreciation is claimed.
(ii) Accounting Policies relating to Capitalization
A) Capitalization during the year has been done on the following basis:-

i) Major Capital Works for which details of assets, their cost and date of commissioning was available, were capitalized as per their date of commissioning.
· •	As part of its endeavor to meet RPO (Renewable Power Purchase Obligation) TCED has installed and commissioned new 150KWp Solar Plants in October 2018- Paravattani Store 100KWp, 33KV Substation and Treasury Building 25KWp each              
ii) Purchase Basis – Other Capital item which belong to the Distribution Network (i.e. Transformers, Meter and Poles etc.) have been capitalized at the time of purchase itself.

iii) Store Issues basis – Other items which can be used for Repairs & Maintenance works as well as Capital works are capitalized based on the purpose for which they were issued from  Stores i.e. they are capitalized only when the Stores issues for such items are for the purpose of Capital Works.

(iii) Retirement  & Disposal – For the year 2018-19, Fixed Asset are eliminated from the financial statement, either on disposal or on retirement from active use or on becoming redundant. Generally, such assets are disposed off thereafter as per the policy of the department.

6.1.7 Depreciation
The Honorable Commission has notified the rates and methodology for computation of depreciation on fixed assets and useful lives of fixed assets in the KSERC (Terms and Conditions for Determination of Tariff) Regulations, 2018which has been adopted by TCED in calculating the depreciation on fixed assets.
Based on the aforementioned regulations, depreciation is calculated on the following basis:-

(i) Depreciation is calculated on accelerated rates as prescribed in the Tariff Regulations, 2018 for the first 12 years of Useful lives of assets. The balance depreciable value existing after the completion of 12 years is spread over the remaining useful lives of assets.
(ii) The residual value of all assets is considered as 10%.
(iii) Fixed assets capitalized during the year are depreciated at 50% of the normal rates of depreciation.


6.1.8 Inventory
(i) Inventories, stores and spares are valued at cost, which is determined based on FIFO which is an accepted method of Inventory Valuation.
(iii) Capital Assets are capitalized at the time of purchase itself in Store and its further issues are shown in corresponding sections to which they are issued. Hence the value of such items is not included in Inventory Valuation and not part of Closing Inventory Value.

6.1.9 Employee Cost and Retirement Benefits.
(i)  Salary and other employee costs are recognized on accrual basis
(ii) Pension disbursement made by TCED (out of its own fund) to retired employees is accounted as Loans & Advances receivable from Government and is not included under Employee Cost.
(iii)	Employee cost incurred in respect of Consumer Contributed assets where identified has been added along with the Cost of such assets. Where Consumer Contribution received is not directly attributable to Capital Expenditure the same has been set off correspondingly. It is anticipated that from 2019-20 True Up onwards TCED will be able to provide the individual split up details of above. 
6.1.10 Provision for Bad and Doubtful Debts
(i) Opening balance – The closing balance of provision for bad and doubtful debts (as on 31-3-2018) shown in accounts filed for 2017-18True up has been retained in the accounts for 2017-18.
(ii) For the Year – No additional provision for bad and doubtful debts has been made in the accounts for 2018-19.
6.1.11Power Purchase – Bulk Supply
Power Purchase – Bulk Supply costs are accounted based on the total number of energy units purchased during the year from the KSEB.


6.1.12 Interest Payable on Consumer Security Deposits
(i)	Interest payable on Security Deposits received from Consumers is accounted for on accrual basis. Since the interest expense for the year is actually payable only in first quarter of the next financial year, the amount is shown as “interest on security deposit accrued but not due”.
[bookmark: _GoBack](ii) 	Liability for unpaid interest (for the financial year 2018-19) has been recognized based on the difference between opening balance of “ interest on security deposits accrued but not due” and the amount of interest actually paid (adjusted in billing) during the year. However the specific consumers to which it has not been paid is currently undeterminable.
(iii) The rate of interest on SD from consumer is based upon prevailing bank rate and is calculated using the formula:- 
{OpeningSD + Closing SD}/2* Rate of Interest
6.1.13 Transactions with Thrissur Corporation
Thrissur Corporation is treated as a separate entity and all the transactions between Thrissur Corporation and TCED for the year are accounted under “Corporation current account”. The transactions recorded in the corporation current account includes actual funds transfers, explicit transactions (i.e. where TCED has billed Thrissur corporation or vice-versa)and implicit transactions (i.e. where TCED has incurred expenses on behalf of Thrissur corporation or vice-versa)the net balance in corporation current account is shown in either under Loans & Advance(in case of amount is received from corporation)or under current liabilities (in case amount is payable to corporation).
6.1.14Streetlights
As street lights are not a part of distribution licensee’s business, they are segregated from TCED’s normal transactions in the following manner:-
(i) Estimated energy consumed by streetlights is added to the revenue from the sale of power and charged to Corporation Current A/c.



6.1.15Duties and Charges
· Duty payable under section 4 of the Kerala electricity duty act and Surcharge (HT) payable is accounted for based on the energy billing for the year. Liability for duty &surcharge represents the difference between duties and surcharge payable (based on energy billing) and actual cash remittance towards settlement of duties and surcharge liability.

· Duty payable under Sec 3(1) of the Kerala Electricity Duty Act is accounted for based on energy billing for the year. Since the Sec 3(1) duty is not recoverable from consumers, it is included in Administration and general expenses, being a cost incurred by TCED in carrying out its business. Liability for Sec3 (1) duty shown in the balance sheet represents the difference between duty payable based on energy billing and the actual cost remittance made towards settlement of duty liability.


6.1.16Use of Estimates
The preparation of financial statements requires the management of department to make estimates and assumptions that affect the reported balance of assets and liabilities revenue and expenses and disclosures relating to the contingent liability. The management believes that the estimates used in preparation of the financial statements are prudent and reasonable. Future results could differ from these estimates. Any revision to accounting estimates is recognized prospectively in the current and the future period.
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