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Significant Accounting Policies and Principles adopted for preparation of Financial Statements for the year

2021-22

Significant Accounting Policies

1.0 Income

1.1 Property Taxes

a) Revenue in respect of Property and Other Related Taxes e.g. Integrated tax, sanitation) including
surcharge is recognized in the period in which they become due and demands are ascertained on the

basis of certified information from the respective Office.

b) In case of new or changes in assessments, it can be accrued in the month in which the demand is

served.

1.2 Water Supply and Sewerage

a) Revenue in respect of Water Tax, Water Supply Charges, Meter Rent, Sewerage charge, Disposal
charges is recognized in the period in which they become due and accounted for from the information
provided by the respective Offices and demands are ascertained on the basis of certified information
from the respective office.

b) Revenue in respect of Connection Charges for Water Supply is recognized on actual receipt.

c) Revenue in respect of Water Tanker Charges and Road Damage Recovery Charges, Penalties is

recognized on actual receipt basis.
d) Revenue in respect of Notice Fee, Warrant Fee, and Other Fees is recognized when the bills for the

same are raised.

1.3 Rentals, Fees, and Other Sources of Income

a) Revenues in respect of rents from municipal properties are accrued based on terms of lease/ rent

agreement.
b) Revenue in respect of renewal Trade License Fees are recognized on due basis. One time Trade License

Fees is accounted on actual receipt basis.
c) Revenues in respect of Profession Tax on Organizations / entities, where levied, recognized on actual

receipt basis.
d) Revenue in respect of advertisement fee is accrued based on terms of lease/ rent agreement.
e) Other income, in respect of which demand is ascertainable and can be raised in regular course of

operations of the ULB, is recognized in the period in which they become due, ie, when the bills are

raised.
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d) Income on investments made from Specific Grants received in advance" is recognized and credited to

the Specific Grant, whenever accrued, Profit/loss, if any, arising on disposal of investments made from
the Specific Grant received in advance' are also recognized and credited/debited to the Specific Grant.

4.0 Assets

4.1 Public Works

a)

c)

The cost of fixed assets include (1) cost incurred/amount spent in acquiring or installing or constructing
fixed asset, (li) interest on borrowings attributable to acquisition or construction of qualifying fixed
assets up to the date of commissioning of the assets, and (ili) other incidental expenses incurred up to
that date of bringing the asset to use.

Any addition to or improvement to the fixed asset that results in increasing the utility or capacity or
useful life of the asset is capitalized and included in the cost of asset. Expenditure in the nature of
repairs and maintenance incurred to maintain the asset and sustain its functioning or the benefit of
which is less than for a year, is treated as revenue expenditure in the year of incurrence.

Assets in the nature of civil works and equipment/machinery requiring erection/installation are first be
accumulated under respective 'capital work-in-progress account' prescribed in the chart of accounts.
Upon completion of the civil works and installation of machinery the value is transferred to the
respective asset account under fixed assets. If the civil work of machinery installation as at the end of
the year were under construction/erection/ installation these is considered as "Capital Work-in-
Progress". The value of each work-in-progress is including the direct cost on material, labor, stores, and
advances to suppliers for material and others. Where an asset is created with borrowed funds the
interest paid/accrued as on the day of the valuation is also be added to arrive at the total value of the

work-in-progress.

d) The Earnest Money Deposit and Security Deposit received if forfeited is recognized as income when the

e)

right for claiming refund of deposit has expired.
Deposit received under Deposit works is treated as a liability till such time the projects for which

money is received is completed. Upon completion of the projects, the cost incurred against it is

reduced from the liability.

4.2 Fixed Assets

Fixed assets include Land including parks; Buildings; Roads and Bridges; Waterworks; Bore Wells; Sewerage
and drainage; Public Lighting; Luminary & Electrical Fittings; Furniture, fixtures, fittings; Electrical appliances;

a)

All Fixed Assets is carried at cost less accumulated depreciation. The cost of fixed assets shall include
cost incurred/money spent in acquiring or installing or constructing fixed asset, interest on borrowings
directly attributable to acquisition or construction of qualifying fixed assets up to the date of
commissioning of the assets and other incidental and indirect expenses incurred up to that month.
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b) Any addition to or improvement to the fixed assets that results in increasing the utility or useful life of
the asset is capitalized and included in the cost of fixed asset.
¢) Any Fixed Asset, which has been acquired free of cost or in respect of which no payment has been

made, is recorded at nominal value of Re. 1/-.
d) All assets costing less than RS 5, 000 (Rupees Five thousand) would be expensed/charged to Income &

Expenditure Account in the year of purchase.
e) An increase in net book value arising on revaluation is credited to a reserve account under the
Municipal fund as 'Revaluation Reserve Account'. A decrease in net book value arising on revaluation

of fixed assets is charged to Income and Expenditure accounts.

f) Depreciation is provided at Straight Line Method at the prescribed rates.

g) Depreciation is provided at full rates for assets, which are purchased/constructed during Accounting
Year.

h) Depreciation is not provided for assets, which are disposed on during the Accounting Year.

i) Assets recorded in the register but not physically available is written off after a period of five years.

j) Expenditure in the nature of repairs and maintenance incurred to maintain the asset and sustain its
functioning or the benefit of which is for less than a year, is charged off as Revenue Expenditure.

k) Valuation of land is following the following guidelines:

e Land acquired through purchase is recorded on the basis of aggregate of purchase price paid/
payable and other costs incidental to acquisition.

e Leasehold lands acquired by the ULB are taken as a part of the municipal asset at a total value
payable as lease charges over the entire lease period and amortized equally over the lease period.

e Lands that are acquired free of cost from the government or provided by individuals or institutions
under endowment for specific purposes are priced at Re. One. Where the ownership of the lands
has not been transferred in favour of the ULB, but the land is in the permissive possession of the
ULB, such lands are included in the Register of Land with Re One as its value. However, there
should be a clear mention in the Register that in case the Government takes back the land at any
point of time in future, reversal of entry is made in the Register of Lands. Cost of developing such
vested lands, if any, should be booked under the subhead 'land".

e Cost of land improvements such as levelling, filling or any other developmental activity is
capitalized as a part of the cost of land.

) All lands that are under encroachment and belonging to the UL8 and where it is not possible to have
the land evacuated, the Council decides about the percentage of provision to be made on the cost of
land, If the encroachment is for more than two years, provision equal to ninety present (90%) of the
carrying amount would be made.

m) Parks and Playgrounds should be capitalized under two categories: (i) Land pertaining to Parks and
Playgrounds including the cost of development of land that should be booked under "Land, and (ii)
other amenities to Parks and Play be capitalized under the sub head ‘Parks and Playgrounds'.
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ll:lowever,dany building /structures/ plant and machinery etc. constructed/ installed in the Parks ang
aygroun "
PlayBrounds Th same o e beoyed arton v sepronros et e furhead ks an

: ads/ sub-heads of assets.
Rev?luatlon of assets is recommended only on an exceptional case. If and when revaluation of js
carried out the value assigned upon revaluation of a class of assets shall not result in the net book
value of that class being greater than the recoverable amount of the assets of that class, Revaluation
reserve is reduced by transfer of equivalent amount of depreciation charged on the devalued portion
of the cost of the fixed assets.
Statues and Heritage Assets - Statues and valuable works of art are valued at the original cost and ng
depreciation is charged thereon. In case, however, the original cost is not available or the items have
been gifted to the ULB by some other person/ authorities, the value should be taken at Re One,
Heritage buildings declared through Gazette Notification should be booked under this head and should
be valued at book value/cost of the material date. No depreciation should be charged on such
buildings. However, in case of capital improvements after the building has been so notified,
depreciation at the normal rate of buildings is charged. In case, however the book value /cost of the
material date is not available or the items have been gifted to the ULB by some other person/
authorities, the value should be taken at Re One. Material date in this case would be the date of
Gazette Notification.
Intangible assets include computer software, which is valued at cost plus cost of staff time and
consultants’ costs incurred, in implementing the software, if any. It is capitalized, only when the
Intangible asset is developed, and which can be used by ULB over a period of time to derive economic
benefits from it. In case it is not so, the entire amount are charged to revenue, in the year in which it is
incurred. The intangible assets acquired are depreciated over a period of five years or useful life,
whichever is earlier.
Where ULB has taken a loan, or other borrowings for the construction of an asset or a group of assets,
then the interest would be capitalized to that particular asset or the group of assets. If a particular loan
cannot be identified for a specific asset, then capitalization would be made at weighted average rate.
The weighted average rate are applicable after taking into consideration the period of completion/
building of assets and the amount invested in relation thereto.
Depreciation on assets on which government grant has been received, is calculated on the gross value
of fixed asset Le. without deducting the grant amount from asset value. The grant so received is
charged to the income and expenditure statement in the same proportion as the depreciation charged

on such assets.

5.0 Stores

a)

Expenditure in respect of material, equipment, etc., procured is recognized on accrual basis, i.e., on
admission of bill by the ULB in relation to materials, equipment, etc., delivered. The cost of inventories
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shall include the purchase price including the expenditure incurred to bring the inventories to its

present location and condition i.e. freight inward, duties and taxes, etc.
Accounting of 'goods received and accepted' where bills are received after the balance sheet date s

accounted based on the value as stated in the invoice. However, where the hills are not received up to
the cut-off date the value used are as stated in the purchase order.
The stock as at the close of the year is valued at cost following the popularly known valuation methgg

- FIFO ‘First in first out’,
Value of store, material disposed of/ sold is recognized on actual receipt basis. Inventories of

consumable supplies such as stationery, fuel is treated as expenditure and charged to revenue at the

time of purchase.
Stock register was not maintained properly by UMC Stores, Hospital and PHE department, so we are

unable to comments on it, valuation of stock is taken as per amount quoted in bill.

6.0 Other Expenditures

6.1 Employees Related Transactions

a)

b)

Expenses on Salaries and other allowances are recognized as and when they are due for payment (je.

at the month end).
Statutory deductions from salaries including those for income tax, profession tax, have been made

from the salary payable.
Provident fund contribution, etc., is recognized as ability in the same period in which the

corresponding salary is recognized as expense.

Gratuity is calculated upon retirement of the employee and is due then.

Leave encashment are recognized on actual payment basis.

Pension is recognized on actual payment basis where Actuarial valuation is not adopted.

Interest receivable on loans given to employees is recognized as revenue at the end of the period in

which these have accrued.
In respect of loans to employees, penal interest liveable on default in repayment of principal or

payment towards interest is recognized on accrual basis.
Bonus, ex-gratia, overtime allowance, other allowances and reimbursements to the employees is

recognized as an expense as and when they are due for payment.

Separate Funds may be formed for meeting the pension and other retirement benefits including
Gratuity and Leave encashment. State Governments is deciding on this and define the modus operandi.
Contribution due towards Pension and other retirement benefit funds is recognized as an expense and
a liability. State Government is defining the rate of contribution. One basis for such rate could be at the

rate generally prescribed for state government employees on deputation.
Actuarial valuation for liability of pensions may be considered by the ULBs. In that case it is guided by

the applicable state laws.
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f Trusts is considered for management of Provident Funds. In that case it

m) Where applicable, formation o
is the responsibility of the ULB to form the trusts and meet the shortfall of the fund if any. Provident

Funds money is invested as per the guidelines applicable to any Employee Provident Fund. Employer's

contribution to Contributory Provident Fund is recognized on due basis.

n) GPF has been deposited in separate bank account of each employee and loans riven against the GPF

Amount has been given after receiving from respective employee.

6.2 Other Revenue Expenditures

a) Other Revenue Expenditures is treated as expenditures in the period which they are incurred.

b) Provisions are made at the year-end for all bills received up to a cut-off date (30th April of next
financial year).
Any expenditure for which the payment has been made in the current period but the benefit and/or

c)
service is likely to arise in a future period is treated as expenditure for the period in which its benefit

arises and/or services are received.

The expenditure for the current period shall include the proportionate value of the benefits and/or

services arising in the current period even if the payment therefore has been made in the previous

period.
6.3 Interest on Borrowings or Loans received

a) Interest expenditure on loan is recognized on accrual basis.
b) Interest on borrowings directly attributable to acquisition or construction of qualifying fixed assets up

to the date of commissioning of the assets is capitalized.
c) A provision is made for the interest accrued between the date of last payment of interest and the date
of financial statements and is charged to the current period's Income and Expenditure Statement.

7.0 Investments

Investment is recognized at cost of investment. The cost of investment shall include cost incurred in
acquiring investment and other incidental expenses incurred for its acquisition e.g. brokerage.

All long-term investments is carried / stated in the books of accounts at their cost.

Short-term investments are carried at their cost or market value (if quoted) whichever is lower.
Interest on investments is recognized as and when due. At period ends, interest is accrued

a)

b)

c)

d)
proportionately.

e) Dividend on investments is recoghized on actual receipt.

f) Profit/loss, if any, arising on disposal of investment (net of selling expense such as commission,
brokerage, etc. From the Municipal Fund is recognized in the year when such disposal takes place.
g) Income on investments made from Special Fund and Grants under specific Scheme is recognized and

credited to Special Fund and Grants under Specific Scheme respectively, whenever accrued. Profit/loss,
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if any, arising on disposal of investments (net of selling expense such as commission, brokerage etc
made from the Special Fund and Grants under specific Scheme is recognized and Credited/debited tq
Special Fund Account and Grant under specific scheme Account respectively.

Special Funds
Special Funds is treated as a liability on their creation,

Income on investments made from Special Fund is recognized and credited to Special Fund, whenever
accrued. Profit/loss, if any, arising on disposal of investments made from the Special Fund is recognizeq
and credited/debited to Special Fund Account.

Any expenditure of a revenue nature, which is incurred specifically on scheme/project for which a
Special Fund has been Created, is charged to that Special Fund,

On completion of the construction of a fixed asset and/or on acquisition of a fixed asset out of a
Special Fund, the amount equivalent to the cost of such fixed asset is transferred from the respective
Special Fund to the Grant against Asset Account. Amount proportionate to depreciation of the asset is
credited to the income and Expenditure Account every year Depreciation on assets on which
government grant has been received, is calculated on the gross value of fixed asset i.e. without
deducting the grant amount from asset value. The grant so received is charged to the income and
expenditure statement in the same proportion as the depreciation charged on such assets. If the
bifurcated details are not available then such entry will be passed only after receiving the necessary
details.

9.0 Lease and Hire Purchase

9.1 Leases can be of two types - finance lease and operating lease. In a finance lease, the lessor
transfers substantially all the risks and rewards incident to ownership of an asset. An operating lease is

a lease other than a finance lease.

9.2 When an ULB (as a lessee) have obtained an asset on lease, effecting the lease agreement as a
finance lease, then it have assumed all the risks and rewards incident to ownership.

In case of finance leases, the ULB would recognize the lease both as an asset and a liability.
The lease item would be recognized as an asset at the cost value of the lease as per agreement or at

any value
The principal amount payable on the lease, equivalent to the asset value only would be shown as a

liability.
Amount of lease payments would be apportioned between the finance charge and the principal

repayment.
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