
Electricity Accounts
1. Write short notes on Double Account System.
a. Method of Presentation: The double accounting system is a special method of presenting accounts kept under the normal double entry system. It is a system of processing the final accounts of certain statutory companies formed by special Acts of the Parliament.
b. Segregation: Under the double accounts system, the two types of receipts and payments i.e. capital and revenue, are segregated and separate accounts are maintained in respect of capital and revenue transactions.
c. Utility: The segregation of the receipts and payments readily discloses how the deficiency in capital account or revenue account has been met or financed.
d. Capital Account: Capital Account is prepared to show clearly the capital receipts and the manner in which the amount thereof has been invested by the company. It shows the total expenditure to date on assets which may or may not be in existence at the date of the account.
e. Splitting of Balance Sheet: under this method, the Balance Sheet is split into two parts as under:
i. Receipts and Expenditure Account on Capital Account containing particulars of Fixed Assets and Fixed Liabilities presented in normal Ledger Account format.
ii. General Balance Sheet containing remaining assets and liabilities including Reserves and profit and Loss balance.
f. Other Features:

i. Interests on loans are provided in the Net Revenue Account as an appropriation of profits and not as a charge against profits.
ii. Depreciation on Fixed Assets is transferred to Depreciation Fund Account and are shown under the Liabilities side of the General Balance Sheet.
iii. Renewals are provided for out of Current Revenue.
iv. Discount and Premium on issue of shares on debentures are permanently retained as capital items.
2. Explain the components of final accounts prepared under the Double Accounting System.
The Final Accounts are under the Double Account System normally consists of –

a) Revenue Account: Revenue Account is Profit and Loss account excluding Interest on loans. On its debit side several of items of expenditure are disclosed and on the credit side all the items are shown.
b) Net Revenue Account: This is similar to the Profit and Loss Appropriation Account. The interest on loans and debentures are shown as appropriations out of profits and are debited in the Net Revenue Account. This is because; debentures and loan are considered as a part of the capital of the entity.
c) Balance Sheet: Under the Double Accounts System the Balance sheet is split into two parts as under:
a) Receipts and Expenditure on Capital Account: It is prepared to show the total amount of capital raised and the manner and the extent to which it has been applied in acquiring Fixed Assets for the purpose of carrying on the business of the undertaking.
b)  General Balance Sheet: The General Balance Sheet contains remaining assets and liabilities including Reserves and profit and Loss balance. The Liabilities side contains Reserves, Depreciation Fund and Current Liabilities. The asset side contains the Floating 00 and other Current Assets.
3. Write a brief note on the receipts and expenditure on capital account in relation to Electricity Accounts.

a) Receipts: The receipts side of capital account discloses the amounts raised from issue of shares, debentures and term loans.
b) Expenditure Side: The Expenditure side discloses the application of funds raised out of receipts, on acquisition of and to fixed assets.
c) Columnar Form: The receipts and Expenditure on capital account is shown in a columnar form containing the following three columns on each side:
I. Amount at commencement of the period

II. Amount received/expended during the period; and

III. Balance left at the end of the period.

d) Preliminary Expenditure: The Preliminary expenses on formation are treated as capital expenditure and shown on the expenditure side.
e) Premium received on shares / Debentures: The premium received on issue of shares or debentures is deducted from the proceeds of the issue and the proceeds are shown net, in the capital receipts account. Premium amount is shown under the head Reserves and Surplus.
4. Explain in detail the advantages and limitations of the Double Accounts System.

Advantages:

a) Control: The Double Accounts System acts as a control to ensure that the public utility undertaking earns consistent and reasonable return on the capital employed and also it renders the cheapest and the most efficient service to the public.
b) Capital and its application: The capital account readily discloses the sources of capital, the manner in which the funds are utilized and the extent of under or over-capitalisation.
c) Evaluation of operating results: Revenue account excludes all items which are not pertinent tot the actual working of the undertaking like interest i\on loans and other appropriations, thereby disclosing the operating efficiency of the company.
d) Standardized Formats: The Standardization of the form in which the accounts are presented by concerns rendering similar services provides a ready basis for the preparation of statistical statements and facilities easy and meaningful comparisons.
Limitations:

a) Accounting at Historical cost: All assets remain at cost and unless a Depreciation Fund is built up sufficiently, the true position of the undertaking is not shown.
b) Capital Losses: Under pure Double Accounts System, Capital losses on account of abandonment of assets which have runoff their normal life are not written off. Therefore, the assets which are no longer in use or which have no value to the undertaking continue to be shown in the capital account at their full original cost, displaying assets which do not generate any revenue at all.
c) Assets of short duration: Assets with short life, once included in the capital account, continues to appear in the account long after its useful life is exhausted.
d) Approximation on replacement of an asset: It is not always possible to arrive at the exact amount to be charged to revenue for replacement of an asset or by the construction of new and improved asset.
e) Distorted Financial Statements: The varying charge for replacement of Fixed Assets distorts the operating results of the entity for years results. This can be mitigated by forming a Replacement Fund.
f) Layman Understands: The accounts are not easily understood by the layman or general public as it is not in consonance with the financial statements of other companies and organisation.
5. Explain the special considerations in accounting for replacement of Assets in the books of a Electricity Company.

The following are the accounting entries to be passed for replacement of assets – 

	Journal Entry
	Amount to be debited / credited

	a) Extension or Improvement is Not Involved

	1. For Cost of Replacement of Assets 


	Replacement A/c                Dr.

                To Bank A/c
	Actual Cost of Replacement of Assets

	Note: When as asset is replaced without any extension or improvement, whatever cost incurred on it will be the current cost of the asset i.e. inflation adjusted current cost of construction. Therefore, the entire cost should be debited to Replacement Account.

	2. For transfer of balance in Replacement account, representing the current cost of replacement , to Revenue account

	Revenue A/c                       Dr.

                 To Replacement A/c
	Balance in Replacement Account

	b) Extension or Improvement is Involved

	1. For Cost of Replacement of Existing Assets:

	Replacement A/c             Dr.
New Main A/c                 Dr.               

                        To Bank A/c
	Actual cost to the extent representing the current cost of replacement of existing asset
Replacement cost in excess of estimated current cost i.e Actual Cost Less Replacement Cost

Actual cost expended

	2. For cost of Extension / Improvement of Existing Main:

	New Main A/c                 Dr.

                   To Bank A/c
	Amount actually spent on the extension or improvement of new main

	3. For using materials scrapped on old asset in laying or construction of new asset

	New Main A/c                  Dr.

                   To Replacement A/c
	Estimated value of scrap used in the New Main

	4. For sale of scrap / old materials on demolition or replacement of old main

	Bank A/c                 Dr.

               To Replacement A/c
	Actual sale proceeds

	5. For transfer of balance in Replacement  A/c, representing the current cost of replacement, to Revenue A/c

	Revenue A/c            Dr.

              To Replacement A/c
	Balance in Replacement Account


6. List the various forms of final accounts of Electricity Companies and state Electricity Boards
The following are the forms of accounts for electricity companies and state electricity boards as prescribed by the Indian Electricity Rules, 1956 – 

	Statement No.
	Form of Accounts

	
	Summary of technical and financial particulars;

	1
	Statement of Share and Loan Capital;

	1A(1)
	Statement of loans raised and redeemed;

	1A(2)
	Statement of loan and other capital;

	II
	Statement of capital expenditure;

	2A
	Statement showing in the written-down cost of fixed assets retired on account of obsolescence, inadequacy, superfluity etc.

	III
	Statement of Operating Revenue;

	IV
	Statement of Operating Expenses;

	V
	Statement of Provisions for Depreciation;

	VI
	Statement of Contingencies Reserve;

	VII
	Statement of Tariffs and Dividends control Reserve Account;

	VIII
	Statement of Consumers Rebate Reserve Account

	IX
	Statement of Special Appropriations permitted by State Government.

	X
	Statement of Net Revenue and Appropriations Account.

	XI
	General Balance Sheet


7. Write short note on Reasonable Return.
a. Objective: The law seeks to prevent Electricity Company from earning very high profit. For the purpose, concept of Reasonable Return has been propounded. Reasonable Return is the normal return which a Electricity Company can be expected to earn.

b. Standard Rate: Standard Rate is determined for the purpose of determining yield on the capital base computation of Reasonable Return. Standard rate = Reserve Bank o India Rate + 2%

c. Computation of Reasonable Return
	Particulars
	Rs.

	               Yield on Capital Base = Capital Base X Standard Rate of Return
Add:      Income on Investments other than Investment against Contingency Reserve

Add:      ½% of Loans advanced by the Electricity Boards

Add:      ½% of amount borrowed from State Government approved

              Organisation/Institutions

Add:      ½% of amount raised by issue of Debentures

Add:      ½% on balance in Development Reserve

Add:      Other amounts as allowed by Central Govt. having regard to prevailing tax 

               structure
	XXX

XXX

XXX

XXX

XXX

XXX

XXX



	
   Reasonable Return
	XXX


8. Give the computation procedure for ascertaining Capital Base of an Electricity Company.

	

Particulars
	Rs.
	Rs.

	1. Original cost of fixed assets including excess amount in respect of fixed assets which have ceased to be available for use

2. Preliminary Expenses

3. Cost of Intangible Assets

4. Original Cost of work in progress

5. Investments compulsorily made under statue

6. Investment made out of contribution towards depreciation

7. Working Capital equal to the sum of:

a) 1/12 X (Aggregate of monthly balance in stores, Materials, supplies, Fuel at Book Cost)

b) 1/12 X (Aggregate of monthly Cash and Bank Balances, Call and Short Term Deposits) [see note below]
	
	XXX

	
Less:

1. Amount written off / set aside for Depreciation on Fixed Assets

2. Amount written off / amortized in respect of Intangible Assets

3. Loans advanced by the Board

4. Loans borrowed from Organisations / Institutions approved by the State Government.

5. Debentures issued by the Licensee / Company

6. Security Deposits held in cash

7. Amount to the credit of the Tariffs and Dividends Control Reserve

8. Amount set apart for Development Reserve

9. Amount carried forward for distribution to the consumers (Consumer Rebate Reserve)
	
	(XXX)

	
CAPITAL BASE

	
	XXX


Note: The aggregate of monthly balances of Cash, Bank Short Term Deposits should not exceed 1/4th of the Expenditure identified for determining Clear Profit.

9. What is Clear Profit? How is it determined?
a. Meaning: Clear Profit is the difference between the amount of income and the sum of expenditure including specific appropriations. It is the Net Profit of the Company.
b. Computations of Clear Profit:

	Particulars
	Rs.
	Rs.

	Revenue
	
	

	1. Gross Receipts from sale of Energy Less Discounts

2. Rental Receipts from Meters and other Apparatus hired to Consumers

3. Sale and repairs of Lamps and other Appartus

4. Rents Less outgoing not otherwise provided for

5. Transfer Fees

6. Interest on Investments, Fixed and Call Deposits and Bank Balances

7. Other General Receipts from and ancillary / incidental to Electricity Supply Business
	
	XXX

	Less: Expenditure properly incurred on – 

1. Generation and purchase of energy

2. Distribution and sale of energy

3. Rents, rates and Taxes, other than Taxes on Income and Profit

4. Interest on loan Advanced to the Board

5. Interest on loan taken from organisation or institution approved by the State Government

6. Interest on debentures issued by the Licensee
7. Interest on Security Deposits

8. Legal Charges

9. Bad Debts

10. Auditor’s Fees

11. Management Remuneration

12. Depreciation

13. Other Expenses(excluding interest on Debentures and Loans) related to business of Supply of Electricity

14. Contribution to provident Fund, staff pension, Gratuity, Apprentice and other schemes

15. Bonus paid to the employees of the Undertaking
	
	(XXX)

	Profit before Appropriation
	
	XXX

	Less: Special Appropriations to cover
	
	

	1. Brought Forward Losses of Previous Years to the extent permitted by State Government

2. Taxes on Income and Profits

3. Amount written off in respect of Intangible Assets and New Issue Expenses(note)

4. Contributions to the Contingencies Reserve

5. Contributions towards arrears of Depreciation

6. Contribution to Development Reserve

7. Other Special Appropriations permitted by the State Government
	
	
(XXX)

	Clear Profit
	
	XXX


Note: The amount to be written off in respect of intangible assets and new issue expenses should exceed the amount derived by dividing the amount not yet written off by the number of complete years before the next option of purchse under the license arises.
10. Write Short note on Disposal of Surplus.

a. Surplus: Surplus is the difference between the Clear Profit and the Reasonable Return.
b. Disposal: Where the Clear Profit of an Electricity supply Company exceed the Reasonable Return, the surplus up to 20% of the Reasonable Return should be disposed of an under:
	Particulars
	Rs.
	Rs.

	a) Amount at the Disposal of the Undertaking – Least of the following
	
	

	· 1/3 X surplus
	XXX
	

	· 5% of Reasonable Return
	XXX
	XXX

	b) One half of the balance, transferred to Tariffs and Dividends Control Reserve i.e. ½% X(20% of Reasonable Return Less Amount at the disposal of the Undertaking)
	
	XXX

	c) Balance, distributed among consumers by way reduction of rates or Special Rebate
	
	XXX

	20% of Reasonable Return
	
	XXX


c. Tariffs and Dividend Control Reserve: The Balance in Tariffs and Dividend Control Reserve can be utilized when the clear profit is less than the reasonable return. The balance in the Reserve must be handed over to the purchaser of the undertaking if it changes hands.
Disposal of Surplus

20% of Reasonable Return





                              
Balance (D)









                               Consumer Rebate Reserve

Electricity Company (A)





Balance
Least of the following:

1. 1/3rd x surplus




(B) = 50% of Balance

(C) = 50% of Balance
2. 5% of Reasonable Return



50%  Transfer to Tariff

           50% Transfer to

And Dividend Control Reserve
Consumer Rebate Reserve

SUMMARY
	Particulars
	Rs.

	1. Electricity Supply Company = Reasonable Return + (A)

2. Transfer to Tariff and Dividend Control Reserve (B)

3. Transfer to Consumer Rebate Reserve [(C)+(D)]
	XXX

XXX

	CLEAR PROFIT
	XXX


Illustrations:

1. Oriental gas co ltd incurred an expenditure of 23,10,000 to rebuilt a part of these works. Relevant part of old work had originally cost Rs. 9,00,000. A sum of Rs. 1,80,000 is realized by sale of old materials and old materials of value 90000 are further used in construction of new work. Cost of material and labour has gone up by 30% and 20% respectively. Since the old works were built. Cost was 3/5th for material and balance for labour. Show Journal Entries to record the transactions. Calculation of estimated current cost of replacing old plant.

	Particulars
	Cost of Existing Main
	Increase in Cost
	Current Cost

	
	
	Rate
	Amount Rs.
	

	Materials (3/5)

Labour (2/5
	540000
360000
	30%

20%
	162000
72000
	702000
432000

	Current cost of Material and Labour
	9,00,000
	
	2,34,000
	11,34,000


Journal Entries

	S.No
	Particulars
	Dr.
	Cr.

	1.
	New Main A/c                                          Dr 

Replacement A/c                                     Dr

                        To Bank A/c

(Being Cash expenses incurred)
	11,76,000

11,34,000
	23,10,000

	2.
	New Main A/c                                          Dr

                        To Replacement A/c

(being use of old material in new construction)
	90000
	90000

	4.
	Bank A/c                                                     Dr

                         To Replacement A/c

(Being Proceeds realized on sale of old materials)
	1,80,000
	1,80,000

	5.
	Revenue A/c                                               Dr

                          To Replacement A/c

(Balance in Revenue A/c charged against Revenue Account) 
	8,64,000
	8,64,000


2. H Electricity Ltd decides to replace its old plant on improved plant. This plant was built in 1946 for Rs. 67,50,000. To built new plant with same capacity it would cost 1,00,00,000. Cost of the new plant with larger capacity was 2,12,50,000 in addition, materials of old plant were valued at Rs. 6,87,500 were used in construction of new plant. The balance of old plant was sold for Rs. 3,75,000. Calculate amount to be capitalised and pass Journal Entries.
Journal Entries

	S.No
	Particulars
	Dr.
	Cr.

	1.
	New Main A/c                                          Dr 

Replacement A/c                                     Dr

                        To Bank A/c

(Being Cash expenses incurred)
	1,12,50,000
1,00,00,000
	2,12,50,000

	2.
	New Main A/c                                          Dr

                        To Replacement A/c

(being use of old material in new construction)
	6,87,500
	6,87,500

	4.
	Bank A/c                                                     Dr

                         To Replacement A/c

(Being Proceeds realized on sale of old materials)
	3,75,000
	3,75,000

	5.
	Revenue A/c                                               Dr

                          To Replacement A/c

(Balance in Revenue A/c charged against Revenue Account) 
	89,37,500
	89,37,500


PROBLEMS:
1. Power House India Ltd laid down a main at a cost of Rs. 50, 00,000. Some years later, the company had laid down an auxiliary main for One-Fifth of length of the Old main at a cost of Rs. 15, 00,000. At the same time, it also replaced the rest of the length of the old main at a cost of Rs. 60, 00,000, the cost of materials and labour having gone up by 15%. Sale of old materials realized Rs. 80,000. Old materials valued at Rs. 1, 00,000 were used in renewal and those valued at Rs. 50,000 were used in the construction of the auxiliary main.

Give the Journal Entries for recording the above transactions. Also draw up the Replacement A/c.
1. Calculation of Current Replacement Cost of 4/5th of Old Main

	Particulars
	Rs.

	Original Cost of Old Main
	50,00,000

	Cost of 4/5th of Main currently replaced [ Rs. 50,00,000 x 4/5]
	40,00,000

	Add: Increase in Cost at 15%
	6,00,000

	Current Cost Replacement of the Main
	46,00,000


2. Additional Cost of Reconstruction of Main (to be capitalized)

	Particulars
	Rs.

	Cash cost of re-building New Main 


Less: Estimated Current Cost for replacement of Old Main
	60,00,000

(46,00,000)

	Additional Cost of New Main to be Capitalized

Add: Old Materials used in Renewals
	14,00,000

1,00,000

	Total Cost of Replacement
	15,00,000


3. Cost of Laying Auxiliary Main (to be Capitalised)
	Particulars
	Rs.

	Laying of Auxiliary Main to the extent of 1/5th of Old Main – Cash Cost 


Add: Old Materials used for construction of Auxiliary Main
	
15,00,000

50,000

	Total Cost of Laying Auxiliary Main
	15,50,000


Note: It is assumed that the cost given in the question does not include the cost of old materials used for renewal or construction of new main.
4. Journal Entries

	S.No
	Particulars
	Dr.
	Cr.

	1.
	Replacement A/c                                     Dr
                        To Bank A/c

(Being Current Cost of replacement of 4/5th of the Old Main written off to Replacement Account)
	46,00,000
	46,00,000

	2.
	New Main A/c                                          Dr
                        To Bank A/c

                        To Replacement A/c

(being Cost of new main partly capitalized including cost of old material used Rs. 1,00,000)
	15,00,000
	14,00,000

1,00,000

	3.
	New Main A/c                                          Dr

                        To Bank A/c

                        To Replacement A/c

(Being Capitalization of cost incurred for laying auxiliary main to the extent of 1/5th of the original main including cost of old materials worth Rs. 50,000)
	15,50,000
	15,00,000

50,000

	4.
	Bank A/c                                                     Dr

                         To Revenue A/c

(Being Proceeds realized on sale of old materials transferred to Revenue A/c)
	80,000
	80,000

	5.
	Revenue A/c                                               Dr

                          To Replacement A/c

(Balance in Revenue A/c charged against Revenue Account) 
	43,70,000
	43,70,000


Note: Instead of charging the Replacement Account balance against Revenue Account, it may be written off against Contingency Reserve Account.
5. Replacement A/c
	Particulars
	Rs.
	Particulars
	Rs.

	To Bank A/c (Current Cost of Replacement)
	46,00,000
	By Bank A/c –sale proceeds of old material

By New Main A/c (Old Material used)

By New Main A/c (Old Material Used)

By Revenue A/c (Transfer)
	80,000

1,00,000

50,000

43,70,000

	Total
	46,00,000
	Total
	
46,00,000


2. Cola Power Electricity Company Ltd decided to replace one of its old plants with a modern one with a larger capacity. The plant when installed in 1955 cost the company Rs. 30 Lakhs, the components of materials, labour and overheads being in the ratio of 3:2:1. It is ascertained that the costs of materials and labour have gone up by 25% and 50% respectively. The proportion of overheads to total costs is expected to remain the same as before.
The cost of the new plant as per improved design is Rs. 75 Lakhs and in addition, material recovered from the old plant of a value of Rs. 3,60,000 has been used in the construction of the New plant. The old was scrapped and sold for Rs. 9, 00,000.

The accounts of the company are maintained under Double Account System. Indicate how much would be capitalized and the amount that would be charged to revenue. Show the relevant Ledger Accounts.
Sol: 
1. Calculation of Current Replacement Cost
	Particulars
	Cost of Existing Main
	Increase in Cost
	Current Cost

	
	
	Rate
	Amount Rs.
	

	Materials (3/6 x Rs. 30,00,000)
Labour (2/6 x Rs. 30,00,000)
	15,00,000
10,00,000
	25%
50%
	3,75,000
5,00,000
	18,75,000
15,00,000

	Current cost of Material and Labour
	25,00,000
	
	8,75,000
	33,75,000

	Overheads (1/5 x Current Cost of Material and Labour)
	5,00,000
	
	1,75,000
	6,75,000

	Current Cost of Replacement of Plant
	30,00,000
	
	10,50,000
	40,50,000


2. Additional Cost of Reconstruction of Main (to be capitalized)
	Particulars
	Rs.

	Cash cost of re-building New Main 

Less: Estimated Current Cost for replacement of Old Main
	75,00,000
(40,50,000)

	Additional Cost of New Main to be Capitalized
	34,50,000


3. Plant A/c

	Particulars
	Rs.
	Particulars
	Rs.

	To Balance b/d
To Bank A/c(Cost of New Plant to be Capitalised)
To Replacement A/c(Old Parts Used)
	30,00,000
34,50,000

3,60,000
	By Balance c/d
	68,10,000

	Total
	68,10,000
	Total
	68,10,000


4. Replacement A/c
	Particulars
	Rs.
	Particulars
	Rs.

	To Bank A/c (Current Cost of Replacement)
	40,50,000
	By Bank A/c (Sale of Scrap)

By Plant A/c (Old Material Used)

By Revenue A/c (Transfer)
	9,00,000
3,60,000

27,90,000

	Total
	68,10,000
	Total
	68,10,000


3. X  Electricity Company Ltd decides to replace one of its old plants with modern one in April, 2006. The plant when installed in the year 2000 costed the company Rs. 26 lakhs, the components of materials and labour being in the ration of 7:3. It is ascertained that the cost of labour and materials have risen by 30% and 25% respectively. The cost of new plant is Rs. 66 lakhs and in addition old materials worth Rs. 92,000 are reused. Old materials worth Rs. 1,68,000 are sold. Under double account system compute the following:
i) The amount to be written off Revenue A/c


ii) The amount to be capitalized

iii) Draw up the necessary Replacement A/c

Sol:


1. Calculation of Current Replacement Cost
	Particulars
	Cost of Existing Main
	Increase in Cost
	Current Cost

	
	
	Rate
	Amount Rs.
	

	Materials 

Labour 
	18,20,000

7,80,000
	30%

20%
	5,46,000

1,95,000
	23,66,000

9,75,000

	Current cost of replacement of Plant
	26,00,000
	
	
	33,41,000


2. Additional Cost of Reconstruction of Main (to be capitalized)

	Particulars
	Rs.

	Cash cost of re-building New Main 


Less: Estimated Current Cost for replacement of Old Main
	66,00,000

(33,41,000)

	Additional Cost of New Main to be Capitalized
	32,59,000


3. Plant A/c

	Particulars
	Rs.
	Particulars
	Rs.

	To Balance b/d

To Bank A/c(Cost of New Plant to be Capitalised)

To Replacement A/c(Old Parts Used)
	26,00,000
32,59,000

92,000
	By Balance c/d
	59,51,000

	Total
	59,51,000
	Total
	59,51,000


4. Replacement A/c

	Particulars
	Rs.
	Particulars
	Rs.

	To Bank A/c (Current Cost of Replacement)
	33,41,000
	By Bank A/c (Sale of Scrap)

By Plant A/c (Old Material Used)

By Revenue A/c (Transfer)
	1,68,000
92,000
30,81,000

	Total
	33,41,000
	Total
	33,41,000


4. Alpha Electricity provides you the following information:
	
Particulars
	Rs.  Lakhs

	Fixed Assets (Original Cost)
	200.00

	Depreciation Reserve on Fixed Assets
	50.00

	Customers Contribution towards Fixed Assets
	1.00

	Intangible Assets
	6.00

	Intangible Assets written off
	1.00

	Average of Current Assets
	20.00

	5% Contingency Reserve Investments
	10.00

	4 ½% Reserve Fund Investments
	50.00

	Loan from Electricity Board
	30.00

	Loan from Approved Institution
	10.00

	8% Debentures
	20.00

	Development Reserve
	10.00

	Security Deposit
	55.00

	Tariff and Dividend Control Reserve
	4.00

	Licencee’s A/c
	1.00

	Net profit before interest on debentures for the year ended 31st march, 2004
	7.90

	Reserve Bank Rate
	5%



You are required to:

1. Calculate Capital Base, Reasonable Return and Total Surplus, if available.

2. Prepare statement showing the disposal of profits.
1. Calculation of Capital Base

	Particulars
	Rs.
	Rs.

	Original Cost of Fixed Assets

Less: Depreciation Reserve

Cost of Intangible Assets as reduced by amount written off

Original Cost of work in progress
Average of Current Assets(other than Customers Debts)
Contingencies Reserve  Investments
	200.00
50.00


	150.00

5.00

-

10.00

20.00

	Total (A)
	
	185.00

	Less: Consumer Contribution to Fixed Assets
          Loan from Electricity Board

          Loan from Approved Institution

          8% Debentures 

          Development Reserve

          Security Deposit from customers

          Tariff and Dividend Control Reserve

          Licensee account
	
	1.00
30.00

10.00

20.00

10.00

55.00

4.00

1.00

	Total (B)
	
	131.00

	          Capital Base(A - B)
	
	54.00


2. Reasonable Return

	Particulars
	Rs.

	A. 5% being RBI rate plus 2% on capital base (54 x 7%)
B. ½% on Loan from Electricity Board and Approved Institution and on Debentures and Development Reserve [(30+10+20+10)x1/2%]
C. Income from investments other than Contingencies Reserve Investment (Rs. 50 x 4 ½%)
	3.78
0.35
2.25

	                   Reasonable Return (A+B+C)
	6.38


3. Computation of Surplus

	Particulars
	Rs.

	Post tax profit(Rs. 7,90,000 – Rs. 1,60,000)
Less:     Reasonable Return
	6,30,000
6,38,000

	                   Surplus
	Nil


5. H Electricity Company earned a profit of Rs. 60,00,000 (after tax) after paying Rs. 48,000 at 12% interest on Debentures for the year ended 31.3.2007. The following further information is supplied to you:
	
Particulars
	Rs

	Share Capital
	2,50,00,000

	Reserve Fund Investment (invested in 8% Government Securities at par)
	60,00,000

	Contingencies Reserve fund Investment (7%)
	25,00,000

	Loan from State Electricity Board
	50,00,000

	Development Reserve
	16,00,000

	Fixed Assets
	6,00,00,000

	Depreciation Reserve on Fixed Assets
	60,00,000

	Security Deposits of Customers
	80,00,000

	Amount Contributed by consumers towards cost of Fixed Assets
	4,50,000

	Intangible Assets
	17,50,000

	Tariff and Dividends Control Reserve
	22,00,000

	Monthly average of Current Assets including amount due from customers Rs. 5,00,000
	36,00,000



Show, how the profits of the company will be dealt with under the provisions of the Electricity Act, assuming the Bank rate of the year was 8%. All working notes should form part of your answer.Sol:
1. Calculation of Capital Base
	Particulars
	Rs.
	Rs.

	Original Cost of Fixed Assets
Cost of Intangible Assets

Current Assets

Less: Amount due from customers

Contingencies Reserve Fund Investment
	36,00,000

(5,00,000)
	6,00,00,000
17,50,000

31,00,000

25,00,000

	Total (A)
	
	6,73,50,000

	Less: Depreciation Reserve
          Loan from State Electricity Board

          Debentures (48,000/12%)

          Development Reserve

          Security Deposit from customers

          Amounts contributed by consumers

          Tariff and Dividend Control Reserve
	60,00,000
50,00,000

4,00,000

16,00,000

80,00,000

4,50,000

22,00,000
	

	Total (B)
	
	2,36,50,000

	          Capital Base(A - B)
	
	4,37,00,000


2. Reasonable Return
	Particulars
	Rs.

	A. 8% being RBI rate plus 2% on capital base (4,37,00,000 x 10%)
B. ½% on Loan from Electricity Board and Approved Institution and on Debentures and Development Reserve [(50,00,000+4,00,000+16,00,000)x1/2%]
C. Income from investments other than Contingencies Reserve Investment (Rs. 60,00,000 x 8%)
	43,70,000

35,000

4,80,000

	                   Reasonable Return (A+B+C)
	48,85,000


3. Computation of Surplus

	Particulars
	Rs.

	Post tax profit

Less:     Reasonable Return
	60,00,000

48,85,000

	                   Surplus
	11,15,000


4. Disposal of Surplus
	Particulars
	Rs.

	          Surplus as per 3 Above

Less: 20% of reasonable Return = 48,85,000x20%

1. Amount to be credited to Customers Rebate Reserve ( Amount Refundable to Consumers)

Disposal of Balance of Surplus of Rs. 9,77,000(11,15,000-1,38,000):

2. Amount at the disposal of the company: Least of the following

a) 1/3rd of surplus = 9,77,000 x 1/3                                                           3,25,667
b) 5% of the reasonable return = 48,85,000 x 5%                                  2,44,250
3. ½ of the balance to be credited to tariff and dividend control reserve[9,77,000 Less Amount at Company’s Disposal Rs. 2,44,250) x50%]
4. Balance to be credited to customers Rebate Reserve (in addition to Rs.1,38,000 as above)

	11,15,000
9,77,000

1,38,000

2,44,250

3,66,375

3,66,375

	                  Total Surplus
	11,15,000

	Summary:

Amount to be Refunded to Customers (Rs. 1,38,000+ Rs. 3,66,375)
Amount to be transferred to Tariff and Dividend Control Reserve

Amount at Disposal of the company (Reasonable Return Rs. 48,85,000+ Rs. 2,44,250)
	5,04,375

3,66,375

51,29,250

	                  Net Profit After Tax
	60,00,000


6. The following Balances of Radha Electricity Ltd. Pertains to the accounts for the year ended on 31st Dec:
	
Particulars
	Rs. Lakhs

	Share Capital 
	200

	Fixed Assets
	400

	Monthly Average of Current Assets
	40

	Reserve fund (invested in 6% Securities Face value Rs. 120 lakhs)
	120

	Contingencies Reserve (invested in 6% State Govt. Loans)
	40

	Loan from Electricity Board
	60

	Development Reserve
	20

	10% Debentures
	16

	Depreciation Reserve on Fixed Assets
	160

	Security Deposits of Customers
	150

	Customers Contribution to main lines
	4

	Preliminary Expenses
	10

	Tariffs and Dividend Control Reserve
	12



The Company earned a Post Tax profit of Rs. 20.4 Lakhs. Indicate the Disposal of profit, bearing in mind the            provisions of the Electricity (Supply) Act, 1948, assuming the RBI Rate on the relevant date was 8%.
Sol:

1. Calculation of Capital Base

	Particulars
	Rs.
	Rs.

	Original Cost of Fixed Assets

Cost of Intangible Assets(Preliminary Expenses)
Contingencies Reserve Fund Investment

Monthly average of Current Assets
	
	400
10

40

40

	Total (A)
	
	490

	Less: Amount written off on account of  Depreciation 

          Loan from State Electricity Board

          10% Debentures 

          Security Deposit from customers          

          Tariff and Dividend Control Reserve

          Development Reserve

          Customers Contribution
	160
60

16

150

12

20

4
	

	Total (B)
	
	422

	          Capital Base(A - B)
	
	68


2. Reasonable Return

	Particulars
	Rs.

	A. 8% being RBI rate plus 2% on capital base (68 Lakhs x 10%)
B. ½% on Loan from Electricity Board and Approved Institution and on Debentures and Development Reserve [(60+20+16)x1/2%]
C. Income from investments other than Contingencies Reserve Investment (Rs. 120 x68%)
	6,80,000
48,000
7,20,000

	                   Reasonable Return (A+B+C)
	14,48,000


3. Computation of Surplus

	Particulars
	Rs.

	Post tax profit

Less:     Reasonable Return
	20,40,000
14,48,000

	                   Surplus
	5,92,000


4. Disposal of Surplus

	Particulars
	Rs.

	          Surplus as per 3 Above

Less: 20% of reasonable Return = 14,48,000x20%

1. Amount to be credited to Customers Rebate Reserve ( Amount Refundable to Consumers)

Disposal of Balance of Surplus of Rs. 2,89,600 (5,92,000 - 3,02,400):

2. Amount at the disposal of the company: Least of the following

c) 1/3rd of surplus = 2,89,600 x 1/3                                                           96,533
d) 5% of the reasonable return = 14,48,000 x 5%                                   72,400
3. ½ of the balance to be credited to tariff and dividend control reserve[2,89,600 Less Amount at Company’s Disposal Rs. 72,400) x50%]

4. Balance to be credited to customers Rebate Reserve (in addition to Rs.3,02,400 as above)


	5,92,000
2,89,600
3,02,400

72,400
1,08,600
1,08,600

	                  Total Surplus
	11,15,000

	Summary:

Amount to be Refunded to Customers (Rs. 3,02,400+ Rs. 1,08,600)

Amount to be transferred to Tariff and Dividend Control Reserve

Amount at Disposal of the company (Reasonable Return Rs. 14,48,000+ Rs. 72,400)
	4,11,000
1,08,600
15,20,400

	                  Net Profit After Tax
	20,40,000
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