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lndependent Auditor/s Review Report on Unaudited Quarterly Financial Results of the
Company for the quarter ended 315! December 2023.

To

The Board of Directors,
M/s. Southern Power Distribution Company of Andhra Pradesh Limited,
Tirupati

We have reviewed the accompanying statement of unaudited financial results of M/s.
Southern Power Distribution Company of Andhra Pradesh Limited ("APSPDCL" or "the
Company") for the quarter ended 3 7.12.2023 ("Statement"), being submitted by the company
pursuant to the requirements of Corporate Governance Guidelines (Revised) issued by the
Ministry of Power for state DISCOMS dated 27.O4.2023.

Management is responsible for the preparation and presentation of this Statement in
accordance with the recognition and measurement principles laid down in Accounting
Standard 25, "lnterim Financial Reporting" prescribed under Section 133 of the Companies
Act,2013 as amended, read with relevant rules issued thereunder and other accounting
principles generally accepted in lndia. The statement is approved by the company's Board of
Directors. Our responsibility is to express a conclusion on the statements based upon our
review.

we conducted our review of the statement in accordance with the standard on Review
Engagements (SRE) 2410, "Review of lnterim Financial Information performed by the
lndependent Auditor of the Entity", issued by the lnstitute of Chartered Accountants of lndia
(lCAl). This standard requires that we plan and perform the review to obtain moderate
assurance as to whether the financial results are free of material misstatement. A review is
limited primarily to inquiries of company personnel and analytical procedures applied to
financial data. A review is substantially less in scope than an audit conducted in accordance
with standards on Auditing and consequently does not enable us to obtain assurance that we
would become aware of all significant matters that might be identified in an audit and thus
provides less assurance than an audit. Accordingly, we do not express an audit opinion.

Basis for Qualified Conclusion

1. The company has not reviewed the position of contingent liabilities in relation to litigations
pending with various authorities dealt at APPCC and the probability of outflow of resources
as at 3L.12.2023 (as at 31.03.2023, < 5,124.42 crores). ln the absence of above information,
we are unable to comment upon the appropriateness and classification of the aforesaid
amounts as provision or contingent liability as at 31.12.2023. Further, bifurcation of cert
contingent liabilities into various Ap Discoms has not been carried out and there is
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reconciliation of deposits made with the various authorities, between the ledger balance and
contingent liabilities schedu le.

2. The company has not repaid the loans availed from Japan lnternational Cooperation Agency
(JICA) and World Bank citing the uncertainty of payment obligation on the company. Further,
the company has not made provision towards interest from the date of disbursement to
31.L2.2023.1n the absence of adequate information, we are unable to quantify the impact on
the on the financial statements.

3. lt has come to our attention that long-term borrowings include an amount of13,020.38 crores
taken from Andhra Pradesh Power Finance Corporation Limited (APPFCL). This loan was taken
before the bifurcation of company into APSPDCL and APCPDCL. According to the agreement,
interest and principal repayments towards the loan are to be shared between the two
companies in the ratio of 63.02:36.98 (Energy ratio - ll). However, it has been observed that
lnterest is not shared in the said ratio. Also, the company could not explain the basis which is

being followed. ln the absence of adequate information, we are un able to quantify the impact
on the financial statements.

4. During the quarter, it has been observed that the company has classified certain assets under
inappropriate heads of accounts. For instance, assets that should have been classified under
"Lines & Cables" have been erroneously categorized under "Computer & lT Equipment."

Additionally, in reference to the depreciation rates issued by the Ministry of Power (MOP),

Distribution Transformers (DTRs) with a capacity of 100kVA and above are to be depreciated
at a rate of 7.87%. However, the company has applied a depreciation rate of 7.84%, leading
to an overstatement of the depreciation expense.

5. During Q2 FY 2023-24, company has acquired Core network equipment amounting to {6.81
crores and upgraded existinB Fortigate next-generation firewall at a cost of {2.08 crores which
needs to be classified as Property, Plant, and Equipment (PPE) and lntangible assets
respectively. However, the company has recorded the same as revenue expenditure, resulting
in an overstatement of expenses and a corresponding understatement of PPE, lntangible
assets and depreciation.

6. Company has incurred SAP Annual Mainten ance charges tota lling 11.41 crores for the period
from January 7,2023,1o December 37,2023. However, these charges were accounted for as

an expense in Q3 FY 2022-23, resulting in an overstatement of expenses for the current
quarter by {1.05 crores. Further, this overstatement includes an amount of {0.35 crores
pertaining to the previous financial year.

7. Company made a payment of {10.58 Lakhs to Ku rnool Urban Development Authority (KUDA)

on behalf of M/s. Andhra Pradesh Electricity Regulatory Commission (APERC). However, this
payment has been accounted for as an expense under "Rates and Taxes" instead of bein
recognized as a receivable from M/s. APERC resulting in overstatement of expenses an
understatement of receivables by the same amount.
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8. lt is understood that certain power purchase generators as Open Access (OA) Users have
entered power purchase agreements (PPA) with both Open access (OA) Consumers and
DISCOMS for the sale of power by utilizing TRANSCO and DISCOMS transmission lines. Power
generated by OA User over and above the energy consumed by OA Consumer is treated as

'banked' energy. Such banked energy is treated as acquired by the company and the same is
paid/settled at the pooled cost rate (a weighted average of power procured through long-
term PPAs). Company, has not ascertained banked units as at 31't December 2023 and has

not made any provision for the same. ln the absence of adequate information, we are unable
to quantify the understated amount of power purchase cost and provisions.

9. During Q2 FY 2023-24, Company has deposited an amount of { 500.00 crores in PD Account
and same is still outstanding as at 31.12.2023.

10. Refer Note No.6.1(c), company has taken lnter corporate deposits (lCD) from M/s. TRANSCO.

An amount of {497.29 was outstanding as on 01.04.2023. However, as per confirmation loan
outstanding as on 31.03.2023 of {599.78 crores. Thereby there is an imbalance of {102.49
crores- Further, as per APPCC loan outstanding as on 31.03.2023 is {591.93 crores. There by
imbalance within company books of accounts of 194.64 crores ({591.93-1497.29). ln the
absence of balance confirmation as al 37.72.2023 from M/s. TRANSCO and adequate
reconciliations, we are unable to comment on the value of lCDs as a|37.L2.2023.

11. During the Q3 of F\ 2023-24, the company recorded the sale of power through the lndian
Energy Exchange (lEX) amounting to {23.19 crores as revenue. lt is understood that the sale
of power through IEX was offset against power purchase costs instead of being recognized as

revenue. This accounting treatment resulted in the understatement of power purchase costs
and consequently, the understatement of revenue by the same amount.

12. Usually, the power purchase transactions and associated working capital loans of the
company are recorded by the Andhra Pradesh Power Co-ordination Committee (APPCC) in
the 555 Server of SAP. Subsequently, all accounting document numbers are manually
transferred to the main server (999) on a quarterly basis. However, during Q3 of FY 2023-24,
due to technical challenges, the company instead of uploading all the transactions
individually, summarised the accounting impact in a spread sheet and recorded in main server
(999) manually.

13. Tariff Subsidy from GoAP of <1,580.90 crores (excluding FPPCCA) has been recognized in
respect of agriculture consumption under free category consumers (unmetered). Tariff
subsidy is determined based on consumption of units by above referred category of
consumers. As there are no meters, units consumed is estimated by a department within the
company. As there is no sufficient and appropriate evidence confirming the actual units
consumed under such category, we have relied on the information provided to us.

14. As on 37.72.2023, company has recognized an amount of {1114.98 crores as revenue stating
that the company has right on surplus energy generated by APGPCL. APGPCL approached
Hon'ble High court of Andhra Pradesh and obtained stay order in their favour. ln such cas
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on prudence basis, company shall not recognize revenue or shall recognize provision for the
same.

15. The company's provision policy for bad debts covers debtors outstanding beyond 4 years,

other than Government receivables and court-involved amounts. However, AS - 9 "Revenue
Recognition" mandates provision for doubtful debts when uncertainty arises post-revenue
recognition (court cases). Thus, the company's accounting policy misaligns with AS - 9
"Revenue Recognition". Company has a practise of reviewing and accounting the provlsion
for bad debts at the end of each financial year. Therefore, company has not reviewed and
made provision as at 3I.12.2023 leading to an understatement of provision towards bad
debts.

16. The company has recognized "Other Income - Delayed Payment Surcharge" from consumers
of I 369.59 crores. The major portion of the DPS is on accou nt of long outstanding receivables
from government departments/bod ies. Considering the uncertainty in realization of the
amounts, the company has not made provision to the extent of DPS recognized on long
outstanding Bovernment receivables.

17. The provision towards terminal benefits as at 31.12.2023 is {4,067.45 crores (30.09.2023 -

{3,876.84 crores). For the year ended 31.03.2023, based on the actuarial valuation report,
the shortfall in provision towards terminal benefits is {1,520.25 crores. Company has made a

provision of { 250 crores for each quarter during Q1, Q2 & Q3 FY 2023-24 towards terminal
benefits on adhoc basis. ln the absence of actuarial valuation report as at 31.12.2023, We are
unable to comment on the shortfall of provision towards terminal benefits as at 31.12.2023.

18. Other current assets include i325.01 crores receivable from State Government of Andhra
Pradesh (GoAP) towards reimbursement of salaries paid to Energy Assistants (G.O.Ms.No.110
dt. 19.07.2019 read with Lr.No. EN E01/49O12019). APSPDCL is availing the services of Energy
Assistants (JLM G-ll) and no amounts were reimbursed by GoAP since inception. On prudent
basis, provision towards the above shall be made, yet the company has not made the same
resulting in understatement of loss and overstatement of receivable.

19. Company has recorded all grants received in a single ledger account. Pro.jects department is

maintaining the grants received and amount spent against each grant. However, on test check
information given by project department is not matching with books of accounts. Hence such
amounts are subject to reconciliation. Contributions/Specific Grants received from
Consum ers/Governments for creation of tangible assets are recognized as ',Reserves,, on
receipt basis, even before the creation of the said assets.

20. Deposits with court include an amount of i30.31 crores. As per the directives of the Hon'ble
supreme court, the petitioner was instructed to adjust the deposit made with the court
towards the liquidated damages recovered by ApspDCL. ln such case, company shall expense
the deposlt to profit and loss account as Liquidated damages under power purchase cost.
However, company has not done the same, resulting in understatement of power p
cost and overstatement of the deposit by an amount of {30.31 crores.
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21. Balance ofTrade receivables, Trade payables, Suppliers, Contractors, ICD (D|SCOMs), Deposits
for electrification service connections, long term and short-term Loans and Advances,
Account balances pertaininB to merger of Anantapur and Kurnool Circles, Bifurcatlon of
APSPDCL into APSPDCL and APCPDCL, ICD from AP Transco, receivables from Government
and other balances are subject to confirmations and further adjustments upon reconciliation.

22. Long Term lnvestments includes {103.42 Crores invested in Andhra Pradesh power

Development Company Limited (APPDCL). Upon review of financial statements of AppDCL,
we have noted that there is negative net worth of 11,285.06 crores as at 31.03.2023 which
implies permanent diminution in the value of investments, the same is not accounted in the
books of accounts of the company as required by Accounting Standard - l3"Accounting for
lnvestments".

Above long-term investments include {80.64 crores (includes investments in AppDCL)
received on account of Merger of Anantapur and Kurnool Circles. Ownership of such
investments are not transferred in the name of the company.

Qualified Conclusion

Based on our review, with the exception of the matters described in the preceding
paragraphs, nothing has come to our attention that causes us to believe that the
accompanying statement prepared in accordance with the applicable Accounting Standard
(AS) 25 lnterim Financial Reporting specified under section 133 of the Companies Act, 2013
as amended, read with relevant rules issued thereunder and other recognized accounting
practices and policies has not disclosed the information required to be disclosed, including
the manner in which it is to be disclosed.

For Raju & Prasad

Chartere tants
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