ELECTRICITY COMPANY

1. DOUBLE ACCOUNTING SYSTEM:

Electricity Company accounts are prepared by following the double accounting system. Accounts are made on Double Accounting System because a Public Utility company cannot invest in fixed Assets until & unless it arranges for some long-term liabilities. In other words such companies cannot use its short-term fund for financing fixed assets. Thus in this system of accounting the: - 

Balance sheet is prepared in two parts i.e.

· Capital account: - 

· It is a receipt & expenditure on capital account.

· Shown in three columns i.e. Opening, During the year, Closing.

· Preliminary expenses on formation are treated as capital expenditure.

· Premium received on issue of shares or debentures is deducted from the proceeds of the issue and the proceeds are shown net.

· General Balance-sheet

  Profit and loss account in two parts i.e.

· Revenue Account: - Similar to P&L a/c. But it should be noted that depreciation is debited to this account and credited to Depreciation Reserve and not to asset account.
· Net Revenue Account: - Similar to P&L Appropriation a/c. But it should be noted that interest on loans & debentures are treated as an appropriation and therefore debited to this account. This is done because debentures and loans are considered as part of the capital of the concern. 

2. REPLACEMENT ACCOUNTING:

	a) Replacement of New Asset

New Asset Account                            DR  (Cash capitalization or Balancing Figure)

Replacement Account                         DR  (Present Value of Old Asset)

         To Bank Account                               (Cash Cost of New Asset or Net Payment)

	b) Cost of Auxiliary Assets

      Auxiliary Assets account                 DR

               To Bank Account

	c) Use of Old Material in Auxiliary Assets

       Auxiliary Assets account                DR

                To Replacement account

	d) Combined entry for Use of Old material in new asset; Sale of old material; Any balance in Replacement account transferred to Revenue account

New Asset Account                          DR (Amount of old Material used in New Asset)

Bank Account                                   DR (Sale of old material)

Revenue Account                              DR (Balancing figure of Replacement account)

                To Replacement Account


Note : - Auxiliary Assets are any abnormal expenditure for repairing any existing Assets. For Example on a total track of 80 KM, 50 KM is totally replaced but 30 KM is repaired. Thus the track of 30 KM is called Auxiliary Asset and the track of 50 KM is called New Asset.

3. DISPOSAL OF SURPLUS

Step 1
Computation of Reasonable Return (R.R.)



(RBI rate + 2%) of Capital Base


xxxx



Income from investment (Excluding income from 

investment against contingency Reserve)

xxxx

.05% Of: - 

· Debentures




xxxx

· Development reserve balance


xxxx

· Approved institution borrowings

xxxx

· Electricity Board loans



xxxx
Reasonable Return


xxxx


Less: Clear Profit (i.e. Actual profit after interest & tax)
xxxx





Gross Surplus


xxxx


Less: Return to customer by rebate in rate


xxxx
         (Gross surplus – 20% of R.R.)




Gross Adjusted Surplus

xxxx 

Step 2
   Disposal of gross Adjusted Surplus (G.A.S.)

· At company disposal




xxxx

                    (1/3 of GAS or 5% of RR whichever is less)

· Transfer to Tariff & Dividend Control Reserve

xxxx

      (1/2 of the Balance)

· Transfer to Consumer Benefit Reserve


xxxx
        (1/2 of the Balance) 









xxxx

Notes: -

1. Calculation of Capital Base

· Original cost of fixed assets available for use



xxxx

· Cost of intangible assets






xxxx

· Original cost of WIP







xxxx

· Compulsory investments (contingency reserve)



xxxx

· Working capital equal to 1/12th of: - 

· Book cost of stores, material & supplies at end of each month

xxxx

· Cash, bank balance, call & short deposits at end of each month

xxxx

      (Not exceeding in aggregate 1/4th of the expenditure)

       LESS

· Depreciation w/o







xxxx

· Intangible assets w/o







xxxx
· Loans advanced by Board






xxxx

· Loans borrowed institutions approved by SG.



xxxx

· Debentures issued by the licensee





xxxx

· Security deposits held in cash






xxxx

· Tariffs & Dividends Control Reserve





xxxx

· Development reserve







xxxx

· Amount c/f for distribution to consumers




xxxx
xxxx
General conclusion above calculation of Capital Base is that in calculation of Capital Base we take every item except share capital and Investment (other than contingency Reserve investment)

2. Compulsory transfer to Contingency Reserve

Minimum .25% and maximum .50% of original cost of fixed assets must be transferred to contingency reserve until it equals 5% of the original cost of fixed assets.

3. 4% of the opening balance of depreciation fund is charged from revenue account and added to depreciation fund in the balance sheet.

4. If nothing is given about Bank Rate than it is taken as 10%

Question 1 

The ABC Electricity Company decided to replace some parts of its plant by an improved plant. The plant to be replaced was built in 1958 for Rs 27,00,000. it is estimated that it would now cost Rs 40,00,000 to build a new plant of the same size and capacity. The cost of the new plant as per the improved design was Rs 85,00,000 and, in addition material belonging to the old plant valued at Rs 2,75,000 was used in the construction of the new plant. The balance of the plant was sold for Rs 1,50,000. Compute the amount to be written off to revenue. Also pass the necessary Journal entries.

Question 2 

An electricity company laid down a main at a cost of Rs 16,00,000. Some years later the company laid down an auxiliary Main for one-fourth of the old Main at a cost of Rs 6,00,000. It also replaced the rest of the length of the old Main at cost of Rs 18,00,000. The cost of material and labour has gone up by 15%. Sale of old materials realised Rs 40,000. Old materials valued at Rs 40,000 were used in renewal and those valued at Rs 60,000 were used in auxiliary Main.

Show necessary Journal entries for recording the above transactions.

Question 3

Bijlee Power Supply Co. Ltd. has built a power station and the connecting lines during the year 1994 the following further particulars are furnished to you:

i. In the year 1994, the company incurred an amount of Rs 35,78,200 towards purchase of machinery items and Rs 3,97,500 towards labour expenses. The company also used stores worth Rs 7,82,300 from its existing stock which were in godown.

ii. Extension and replacement was carried out to the power station in the year 1997 at a cost of Rs 15,20,000 out of which material worth Rs 30,000 was used from existing stock for replacement purposes. The extent of replacement was estimated at 20% of original cost.

iii. The cost of materials and wages in 1997 has gone up by 25%.

iv. The old material discarded in the process of extension and replacement was of the value of Rs 1,42,000.

v. Out of the above, material valued at Rs 75,000 was used for extension purposes and the balance not being used was sold for Rs 67,000.

You are required to show the journal entries for the year 1994 and 1997.

Question 4

Electric supply Ltd. rebuilt and reequipped one of their Mains at a Cash Cost of Rs 40,00,000. The old mains thus superceded cost Rs 15,00,000. the capacity of the new Main is double that of the old Main. Rs 70,000 was realised from sale of old materials. Four old motors valued at Rs 2,00,000 salvaged from the old Main were used in the reconstruction. The cost of Labour and material is respectively 30% and 25% higher now than when the old Main was built. The proportion of Labour to Material in the main then and now is 2:3.

Show the Journal entries for recording the above transactions, if accounts are maintained under Double account System.

