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Financial Statements of Electricity
Companies

Unit -1: Relevant Legal and Administrative Provisions

Learning Objectives

After studying this unit, you will be able to:

. Know the legal framework applicable for electricity companies.

. Understand the composition and purposes of various statutory authorities.

. Understand how accounting is done in electricity companies

1.1 Introduction

Earlier electricity supply undertakings were governed by the Indian Electricity Act, 1910, the
Electricity (Supply) Act, 1948 and the Indian Electricity Rules, 1956. Also there were State
legislations relating to electricity supply. Some State Legislations were the Punjab Electricity Act,
1939, the W.B. Electricity (Emergency Powers) Act, 1948, the Madras Electricity Duty Act, 1939,
the Madras Electricity Duty Rules, 1939, the Madras Electricity (Validation of Levy Surcharges) Act,
1949, the UP Electricity Duty Act, 1942, the UP Electricity Duty Rules, 1942 etc.

1.1.1  Historical Background of Legislative Initiatives

The Indian Electricity Act, 1910 provided basic framework for electric supply industry in India. It
made provisions for growth of the sector through licensees. The Act covered the provisions for
licence by State Government, provision for licence for supply of electricity in a specified area, legal
framework for lying down of wires and other works, provisions laying down relationship between
licensee and consumer.

The Electricity (Supply) Act, 1948 mandated creation of State Electricity Boards (SEBs) and
need for the State to step in (through SEBs) to extend electrification (so far limited to cities) across
the country. Later on this Act was amended to enable generation in Central sector and to bring in
commercial viability in the functioning of SEBs -- especially section 59 was amended to make the
earning of a minimum return of 3% on fixed assets a statutory requirement (w.e.f. 1.4.1985).
Further amendment was made in 1991 to open generation to private sector and establishment of
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RLDCs and another amendment in 1998 was made to provide for private sector participation in
transmission, and also provision relating to Transmission Utilities.

The Electricity Regulatory Commission Act, 1998 lays down the provision for setting up of
Central / State Electricity Regulatory Commission with powers to determine tariffs. Further, it
emphasized on the constitution of SERC optional for States and distancing of Government from
tariff determination.

1.2 Electricity Act, 2003

Before enactment of the Electricity Act 2003, generation, distribution and transmission were
carried out mainly by the State Electricity Board. Due to politico economic situation the cross
subsidies had reached an unsustainable level. Therefore, for purpose of distancing state
government from tariff determination, the Electricity Regulatory Commissions Act, was
enacted in 1998. To reform the electricity sector further by participation of private sector and
to bring in competition the Electricity Act was enacted in 2003.

The Electricity Act 2003 seeks to create liberal framework of development for the power sector
by distancing Government from regulation. It replaced the three existing legislations, namely,
Indian Electricity Act, 1910, the Electricity (Supply) Act, 1948 and the Electricity Regulatory
Commissions Act, 1998.

1.2.1 Objectives: The objectives of the Act are "to consolidate the laws relating to
generation, transmission, distribution, trading and use of electricity and generally for taking
measures conducive to development of electricity industry, promoting competition therein,
protecting interest of consumers and supply of electricity to all areas, rationalization of
electricity tariff, ensuring transparent policies regarding subsidies, promotion of efficient and
environmentally benign policies, constitution of Central Electricity Authority, Regulatory
Commissions and establishment of Appellate Tribunal and for matters connected therewith or
incidental thereto”

The Electricity Act 2003 provides electricity market for private investments for increasing
generation capacity and efficient network use in India. It encourages captive generation, non-
discriminatory open access to transmission and distribution system and de-licensing generation

Under the Electricity Act 2003, activities like generation, transmission and distribution have
been separately identified. Now, no person shall (a) transmit electricity; or (b) distribute
electricity; or (c) undertake trading in electricity, unless he is authorised to do so by a license
issued under section 14, or is exempt under section 13.

As per sec 2(29), "generate” means to produce electricity from a generating station for the purpose
of giving supply to any premises or enabling a supply to be so given;

1.2.2 Features of the Act

a) The Act de-licenses power generation completely (except for hydro power projects over a
certain size). As per the Act, 10% of the power supplied by suppliers and distributors to
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the consumers has to be generated using renewable and non-conventional sources of
energy.

b)  Till 2003, State Electricity Boards (SEBs) were responsible for providing electricity to the
people. Most of the SEBs were not even able to earn a minimum Rate of Return (RoR) of 3%
on their net fixed assets in servicing after providing for depreciation and interest charges in
accordance with Section 59 of the Electricity (Supply) Act, 1948. Thus, to overcome these
teething problems that the sector faces, the state government was required to unbundle State
Electricity boards. However they may continue with them as distribution licensees and state
transmission utilities.

c) Setting up state electricity regulatory commission (SERC) made mandatory. An appellate
tribunal was to be set up to hear appeals.

d)  The act extends to whole of India except state of Jammu and Kashmir

e) The Central Government to prepare a National Electricity Policy in consultation with State
Governments. (Section 3)

f)  Provision for license free generation and distribution in the rural areas. (Section 14)
Generation being de-licensed and captive generation being freely permitted.

g) Hydro projects however, would need clearance from the Central Electricity Authority.
(Sections 7,8 & 9)

h)  Transmission Utility at the Central as well as State level, to be a Government company — with
responsibility for planned and coordinated development of transmission network. (Sections 38
& 39)

i) Provision for private licensees in transmission and entry in distribution through an
independent network, (Section 14)

) Open access in transmission from the outset. (Sections 38-40)

k)  Open access in distribution to be introduced in phases with surcharge for current level of
cross subsidy to be gradually phased out along with cross subsidies and obligation to supply.
SERC:s to frame regulations within one year regarding phasing of open access. (Section 42)

)  Distribution licensees would be free to undertake generation and generating companies
would be free to take up distribution businesses. (Sections 7, 12)

m)  Provision for payment of subsidy through budget. (Section 65)

n) Trading, a distinct activity is being recognised with the safeguard of the Regulatory
Commissions being authorised to fix ceilings on trading margins, if necessary. (Sections 12,
79 & 86)

0)  Provision for reorganisation or continuance of SEBs. (Sections 131 & 172)
p)  Metering of all electricity supplied made mandatory. (Section 55)
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q) Appellate Tribunal to hear appeals against the decision of the CERC and SERCs. (Section
111)

r)  Provisions relating to theft of electricity made more stringent. (Section 135-150)
s)  Provisions safeguarding consumer interests. (Sections 57-59, 166)
t)  Ombudsman scheme (Section 42) for consumers’ grievance redressal.

1.3 Central Electricity Authority

Under Section 3 of the Electricity (Supply) Act, 1948, the Central Government has the power to
constitute a body called Central Electricity Authority generally to exercise such functions and
perform such duties under the Act in such a manner as the Central Government may describe or
direct. Central Electricity Authority (CEA) is a Statutory Body constituted, hereinafter replaced by
the Electricity Act 2003, where similar provisions exists, the office of the CEA is an "Attached
Office" of the Ministry of Power. The CEA is responsible for the technical coordination and
supervision of programmes and is also entrusted with a following statutory functions:

a. advise the Central Government on the matters relating to the national electricity policy,
formulate short-term and perspective plans for development of the electricity system and co-
ordinate the activities of the planning agencies for the optimal utilisation of resources to
subserve the interests of the national economy and to provide reliable and affordable
electricity for all consumers;

b. specify the technical standards for construction of electrical plants, electric lines and
connectivity to the grid;

c. specify the safety requirements for construction, operation and maintenance of electrical
plants and electric lines;

d. specify the Grid Standards for operation and maintenance of transmission lines;
e. specify the conditions for installation of meters for transmission and supply of electricity;

f.  promote and assist in the timely completion of schemes and projects for improving and
augmenting the electricity system;

g. promote measures for advancing the skill of persons engaged in the electricity industry;

advise the Central Government on any matter on which its advice is sought or make
recommendation to that Government on any matter if, in the opinion of the Authority, the
recommendation would help in improving the generation, transmission, trading, distribution
and utilisation of electricity;

i.  collect and record the data concerning the generation, transmission, trading, distribution and
utilisation of electricity and carry out studies relating to cost, efficiency, competitiveness and
such like matters;
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j. make public from time to time information secured under this Act, and provide for the
publication of reports and investigations;

k. promote research in matters affecting the generation, transmission, distribution and trading of
electricity;

. carry out, or cause to be carried out, any investigation for the purposes of generating or
transmitting or distributing electricity;

m. advise any State Government, licensees or the generating companies on such matters which
shall enable them to operate and maintain the electricity system under their ownership or
control in an improved manner and where necessary, in co-ordination with any other
Government, licensee or the generating company owning or having the control of another
electricity system;

n. advise the Appropriate Government and the Appropriate Commission on all technical matters
relating to generation, transmission and distribution of electricity; and

0. discharge such other functions as may be provided under this Act.

The Members of the Authority shall be appointed from amongst persons of ability, integrity and
standing who have knowledge of, and adequate experience and capacity in, dealing with problems
relating to engineering, finance, commerce, economics or industrial matters, and at least one
Member shall be appointed from each of the following categories, namely:-

a. engineering with specialisation in design, construction, operation and maintenance of
generating stations;

b. engineering with specialisation in transmission and supply of electricity;
c. applied research in the field of electricity;
d. applied economics, accounting, commerce or finance.

The Authority shall consist of not more than fourteen Members (including its Chairperson) of whom
not more than eight shall be full-time Members to be appointed by the Central Government. The
Central Government appoints one of the full time members to be the chairman of the Authority.

1.4 Central Electricity Regulatory Commission

The Central Electricity Regulatory Commission shall be a body corporate, having perpetual
succession and a common seal with power to acquire, hold and dispose of property, both movable
and immovable, and to contract and shall, by the said name, sue or be sued.

Constitution: The Central Commission shall consist of the following Members namely:-
a) aChairperson and three other Members;
b)  the Chairperson of the Authority who shall be the Member, ex officio.
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The Chairperson and Members of the Central Commission shall be appointed by the Central
Government on the recommendation of the Selection Committee

The Central Commission shall discharge the following functions, namely:-

c) to regulate the tariff of generating companies owned or controlled by the Central
Government;

d) to regulate the tariff of generating companies other than those owned or controlled by the
Central Government specified in clause (a), if such generating companies enter into or
otherwise have a composite scheme for generation and sale of electricity in more than one
State;

e) toregulate the inter-State transmission of electricity ;
f)  to determine tariff for inter-State transmission of electricity;

g) toissue licenses to persons to function as transmission licensee and electricity trader with
respect to their inter-State operations.

h) to adjudicate upon disputes involving generating companies or transmission licensee in
regard to matters connected with clauses (a) to (d) above and to refer any dispute for
arbitration;

i) tolevy fees for the purposes of this Act;
))  tospecify Grid Code having regard to Grid Standards;

k)  to specify and enforce the standards with respect to quality, continuity and reliability of
service by licensees.

) tofix the trading margin in the inter-State trading of electricity, if considered, necessary;
m) to discharge such other functions as may be assigned under this Act.

The Central Commission shall advise the Central Government on all or any of the following
matters, namely (i) formulation of National electricity Policy and tariff policy: (i) promotion of
competition, efficiency and economy in activities of the electricity industry; (iii) promotion of
investment in electricity industry; (iv) any other matter referred to the Central Commission by that
Government.

The Central Commission shall ensure transparency while exercising its powers and discharging its
functions.

1.5 State Electricity Commission

The State Commission shall also be a body corporate by the name aforesaid, having perpetual
succession and a common seal, with power to acquire, hold and dispose of property, both movable
and immovable, and to contract and shall, by the said name, sue or be sued.
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= To determine the tariff for generation, supply, transmission and wheeling of electricity,
wholesale, bulk or retail, as the case may be within the State

= To regulate electricity purchase and procurement process of distribution licensees including
the price at which electricity shall be procured from the generating companies or licensees or
from other sources through agreements for purchase of power for distribution of supply within
the State

= Facilitate intra-State transmission and wheeling of electricity

] Issue licences to persons seeking to act as transmission licensees, distribution licensees,
and electricity traders

= Promote cogeneration and generation of electricity from renewable sources of energy

= Adjudicate upon the disputes between the licensees and generation companies and to refer
any dispute for arbitration

= Levy fee for the purposes of this Act
= Specify State Grid Code

= Specify or enforce standards with respect to quality, continuity and reliability of service by
Licensees

= Fix the trading margin in the intra-State trading of electricity, if considered, necessary
= Discharge such other functions as may be assigned to it under this Act
= Advise the State Government as mandated under Section 86(2) of the Electricity Act, 2003

Thus, CERC and State Electricity Regulatory Commission (SERC) are the two electricity regulators
— one operating at the central level and the other at various state levels. SERC's primary function
was to determine bulk and retail tariffs to be charged to customers, regulate the operations of
intrastate transmission.

The State Commission shall specify an Electricity Supply Code (sec 50) to provide for recovery of
electricity charges, intervals for billing of electricity charges disconnection of supply of electricity for
non-payment thereof; restoration of supply of electricity; tampering, distress or damage to electrical
plant, electric lines or meter, entry of distribution licensee or any person acting on his behalf for
disconnecting supply and removing the meter; entry for replacing, altering or maintaining electric
lines or electrical plant or meter.

1.6 Generating Companies

1.6.1  Generating Company and requirement for setting up of generating station: As per
sec 2(29), "generate” means to produce electricity from a generating station for the purpose of
giving supply to any premises or enabling a supply to be so given;
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Generating company means any company or body corporate or association or body of individuals,
whether incorporated or not, or artificial juridical person, which owns or operates or maintains a
generating station;

Any generating company may establish, operate and maintain a generating station without
obtaining a licence under this Act if it complies with the technical standards relating to connectivity
with the grid referred to in clause (b) of section 73.

1.6.2 Captive Generation: Captive generating plant” means a power plant set up by any
person to generate electricity primarily for his own use and includes a power plant set up by any
co-operative society or association of persons for generating electricity primarily for use of
members of such cooperative society or association;

1. Notwithstanding anything contained in this Act, a person may construct, maintain or operate a
captive generating plant and dedicated transmission lines provided that the supply of electricity
from the captive generating plant through the grid shall be regulated in the same manner as
the generating station of a generating company.

2. Every person, who has constructed a captive generating plant and maintains and operates
such plant, shall have the right to open access for the purposes of carrying electricity from his
captive generating plant to the destination of his use provided that such open access shall be
subject to availability of adequate transmission facility and such availability of transmission
facility shall be determined by the Central Transmission Utility or the State Transmission
Utility, as the case may be provided further that any dispute regarding the availability of
transmission facility shall be adjudicated upon by the Appropriate Commission.

1.6.3  Duties of Generating Companies

1. to establish, operate and maintain generating stations, tie-lines, sub-stations and dedicated
transmission lines connected therewith in accordance with the provisions of this Act or the
rules or regulations made thereunder.

2. supply electricity to any licensee in accordance with this Act and the rules and regulations
made thereunder and may, subject to the regulations made under sub-section (2) of section
42, supply electricity to any consumer.

3. (a) submit technical details regarding its generating stations to the Appropriate Commission
and the Authority;

(b) co-ordinate with the Central Transmission Utility or the State Transmission Utility, as the
case may be, for transmission of the electricity generated by it.

1.7 Licensee and Bulk Licensee

No person shall (a) transmit electricity; or (b) distribute electricity; or (c) undertake trading in
electricity, unless he is authorised to do so by a licence issued under section 14, or is exempt
under section 13.
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Licensee not to do certain things.
(1) No licensee shall, without prior approval of the Appropriate Commission, -

(@) undertake any transaction to acquire by purchase or takeover or otherwise, the utility of
any other licensee; or

(b) merge his utility with the utility of any other licensee provided that nothing contained in
this sub-section shall apply if the utility of the licensee is situate in a State other than the
State in which the utility referred to in clause (a) or clause (b) is situate.

(2) Every licensee shall, before obtaining the approval under subsection (1), give not less than
one month’s notice to every other licensee who transmits or distributes electricity in the area
of such licensee who applies for such approval.

(3) No licensee shall at any time assign his licence or transfer his utility, or any part thereof, by
sale, lease, exchange or otherwise without the prior approval of the Appropriate Commission.

(4) Any agreement relating to any transaction specified in subsection (1) or sub-section (3),
unless made with, the prior approval of the Appropriate Commission, shall be void.

1.8 Transmission of Electricity
Inter-State transmission
Inter-State Transmission System’-includes:

i) any system for conveyance of electricity by means of main transmission line from the territory
of one State to another State;

i)  the conveyance of electricity across the territory of an intervening State as well as
conveyance within the State which is incidental to such interstate transmission of electricity;

i) the transmission of electricity within a State on a system built, owned , operated, maintained
or controlled by CTU."

The Central Government may, make region-wise demarcation of the country, and, from time to
time, make such modifications therein as it may consider necessary for the efficient, economical
and integrated transmission and supply of electricity, and in particular to facilitate voluntary
interconnections and co-ordination of facilities for the inter-State, regional and interregional
generation and transmission of electricity.

The State Commission shall facilitate and promote transmission, wheeling and inter-connection
arrangements within its territorial jurisdiction for the transmission and supply of electricity by
economical and efficient utilisation of the electricity.

1.9 Open Access

“open access” means the non-discriminatory provision for the use of transmission lines or
distribution system or associated facilities with such lines or system by any licensee or consumer
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or a person engaged in generation in accordance with the regulations specified by the Appropriate
Commission:;

1.10 Tariff

The Appropriate Commission shall specify the terms and conditions for the determination of tariff
by the following:

(@) the principles and methodologies specified by the Central Commission for determination of
the tariff applicable to generating companies and transmission licensees;

(b) the generation, transmission, distribution and supply of electricity are conducted on
commercial principles;

(c) the factors which would encourage competition, efficiency, economical use of the resources,
good performance and optimum investments;

(d) safeguarding of consumers' interest and at the same time, recovery of the cost of electricity in
a reasonable manner;

(e) the principles rewarding efficiency in performance;
() multi year tariff principles;

(9) that the tariff progressively reflects the cost of supply of electricity and also, reduces and
eliminates cross-subsidies within the period to be specified by the Appropriate Commission;

(h) the promotion of co-generation and generation of electricity from renewable sources of
energy;

()  the National Electricity Policy and tariff policy:

1.11 Determination of Tariff

Determination of tariff by bidding process

As per section 62 of the Act,

(1) The Appropriate Commission shall determine the tariff for;

(@) supply of electricity by a generating company to a distribution licenseeprovided in case
of shortage of supply of electricity, it fixes the minimum and maximum ceiling of tariff for
sale or purchase of electricity in pursuance of an agreement, entered into between a
generating company and a licensee or between licensees, for a period not exceeding
one year to ensure reasonable prices of electricity;

(b) transmission of electricity ;

(c) wheeling of electricity;
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(d) retail sale of electricity. Provided that in case of distribution of electricity in the same
area by two or more distribution licensees, for promoting competition among distribution
licensees, it may fix only maximum ceiling of tariff for retail sale of electricity.

(2) The Appropriate Commission shall differentiate according to the consumer's load factor, power
factor, voltage, total consumption of electricity during any specified period or the time at which the
supply is required or the geographical position of any area, the nature of supply and the purpose
for which the supply is required.

(3) No tariff or part of any tariff may ordinarily be amended more frequently than once in any
financial year, except in respect of any changes expressly permitted under the terms of any fuel
surcharge formula as may be specified.

(4) If any licensee or a generating company recovers a price or charge exceeding the tariff
determined under this section, the excess amount shall be recoverable by the person who has
paid such price or charge along with interest equivalent to the bank rate without prejudice to
any other liability incurred by the licensee.

© TheInstitute of Chartered Accountants of India



Financial Statements of Electricity Companies  7.12

Unit 2 : Accounting Terms

Learning Objectives

After studying this unit, you will be able to:

¢ Understand relevant transaction of an electricity company such as security deposit,
capital service line contribution, Accelerated Power Development and Reforms
Program loan and grant and depreciation.

+ Understand Reporting of financial statements of electricity company as per Revised
Schedule VI

+ Differentiate between replacement and extension or improvement of assets in the
accounts. Learn the technique of recording of the transactions relating to replacement/
extension or improvement of plant and machinery of electricity supply companies

¢ Understand method of depreciation for replacement of asset i.e. the optimised
depreciated replacement cost [ODRC] method

It has been observed that many State Electricity Boards use different accounting techniques, which
is different from what is prescribed by the Electricity Act, 2003. Therefore, in this unit we have
limited our discussion on accounting practices followed by Electricty Companies only. Transactions
and events of an Electricity company are considered for

1. Accounting and reporting of financial statements in Annual reports as required by the
Companies Act, 1956.

2. Tariff determination as per Electricity Act, 2003. For tariff determination two orders has
been issued viz 2004 Regulations and 2009 Regulations.

Tariff determination on basis of audited balance sheet presented practical difficulties as there
was time lag between the availability of audited balance sheet and the commencement of the
year, whereas the tariff is required to be determined before the commencement of a year.
The conclusion arrived at by the Commission was that the methodology for obtaining
the Tariff rate base has to be different and independent. Accounting and reporting aspect
is discussed in this Unit.

2.1 Relevant Transaction of Electricity Supply Company

1. Security deposit

As provided in section 47 of the Act, the Distribution Licensee may require from any person,
who requires a supply of electricity to his premises in pursuance of section 43 of the Act, to
deposit sufficient security against the estimated payment which may become due to him -
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with effect from date of such deposit in case of new connections energized after the date of
this notification, or in other cases, from the date of notification of this Code. The interest
accrued during the year shall be adjusted in the consumer's bill for the first quarter of the
ensuing financial year.

2.3 Accounting and Reporting of Security Deposit

Journal Entry Amount to be debited / credited
When security deposit is received
1. For amount received

Bank Alc Dr. Actual amount received
To Security Deposit Alc

Note: Balance of Security Deposit A/c at the end of the accounting period should be

disclosed as Non-current liability in the Balance Sheet since the same is, in substance,

not repayable within a period of 12 months from the reporting date and hence does not
satisfy any of the conditions for classifying a liability as ‘current’

Journal Entry Amount to be debited / credited

(@) Interest accrued on security deposit at the end of the accounting period

2. interest on security deposit at bank rate or more, as may be specified by the
concerned State Commission,

Interest Expense Alc Dr.

To Interest Accrued on Security
Deposit Alc

Note: Balance of Interest Accrued on Security Deposit A/c at the end of the accounting
period should be disclosed as Non-current liability in the Balance Sheet since the same is,
in substance, not repayable within a period of 12 months from the reporting date and
hence does not satisfy any of the conditions for classifying a liability as ‘current’

Journal Entry Amount to be debited / credited

b) Adjustment of accrued Interest on security deposit in the consumer's bill

3. The interest accrued during the year shall be adjusted in the consumer's hill for the
first quarter of the ensuing financial year

Interest Accrued on Security Deposit A/c Dr.
To Sales Turnover
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Accounting entry for the 31 option is as follows

Journal Entry Amount to be debited / credited

When amount received from consumers towards capital / service line contributions

4. For amount received

Bank Alc Dr. Actual amount received

To Capital / service line contributions Alc

Note: Balance of capital / service line contributions A/c at the end of the accounting
period should be disclosed under Capital Reserve under “Reserves and Surplus” as in
substance it is not redeemable to consumers.

Journal Entry Amount to be debited / credited

When proportionate amount is transferred to income statement during the

expected life of the asset from capital / service line contributions Alc

5. For amount received

Capital / service line contributions Alc Dr.
To Profit and Loss Alc

Note: Balance of capital / service line contributions A/c at the end of the accounting
period should be disclosed as Capital Reserve under “Reserves and Surplus” wherein
this transfer is shown as deduction. The amount transferred matches proportionately
against depreciation charged on total cost of such asset in the Statement of Profit and
Loss.

Return on equity shall be computed in rupee terms, on the equity base determined in
accordance with regulation 12. Equity Base should not include the amount contributed by the
consumers towards such capital investment. Consumer contribution for such capital
investment is not brought out in the ARR .

2.5 Implementation of Accelerated Power Development and Reforms
Program (APDRP)

Government identified need for electricity distribution reforms in light of existing poor
distribution network, huge transmission and distribution losses due to un-metered supply and

theft, high LT/HT line ratio, overloaded DT/lines etc. For this Government introduced
Accelerated Power Development Program (APDP) in February, 2000.
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% of Projects / | % of Projects Scheme
Category of States Scheme Cost Cost from PFC/REC/
from APDRP as | Own/ Other Sources
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