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One can please everybody!

Union budget making is always a tight rope walkyet, the investors did not react favourably ahd
More so, when it is likely to be the last budget beforSENSEX nose dived as the short term capital Q?Eins
election (with strong speculation of an early polltax, increased from 10% to 15%, hurt them wHile

Yet, the finance minister (FM) has performed apanking shares plummeted following the waiver|of

outstanding job in balancing economic objectiveggricultural loans advanced by banks to the tung of
with political compulsions to make everybodyRs. 60 thousand crores. Moreover, there werd no
happy in such a crucial juncture. change in corporate taxation rates and surchfrge
The first challenge before the FM was to give although double taxation on dividend distributipn
massive booster to the somewhat sagging consumexs removed by allowing a parent company to|set
product market and the manufacturing sector. Foff dividend received from a subsidiary agairst

this, on the one hand he has put more disposabligidend distributed by the parent company andfthe
income at the hand of the salaried people by way sffiackles of FBT was somewhat loosened by keeping
raising basic exemption limit of personal incom@eyond its purview items like expenditure ¢n
tax to Rs. 1.50 lakhs for men below 65, Rs. 1.8bmpany guest house and créche, organizing sIorts

lakhs for women below 65 and Rs. 2.25 lakhs fasvents for employees and sponsorship of employee-
senior citizens. The slab limits were doubled: 10%portsmen etc.

tax up to Rs.3 lakhs, 20% up to Rs. 5 lakhs ar@f course, the big news is the agricultural loan

30% beygnd that, deduction for medical INSUranGEaiver and debt relief to the tune of Rs. 60 thoushnd
was provided for an extra Rs. 20000 for providin rores. It was a socio-economic and politidal

medical insurance to senior citizen parents and tlneevitability with a faltering agricultural system

streams of monthly income of senior citizens frorﬂaving poor growth and loan repayment incapabiity

reverse mortgage treated as tax free. .
T that led to suicide of farmers all over the country.
On the other hand, there were cuts in indirect taxg$;,t who is going to take the hit — banks or the

a general 2% cut in CENVAT (from 16% to 14%),,yerment? It is not clear in the budget, hinting at

for all goods with deeper cuts for specific good§ \\55sjve off-budget exercise that will of coufse
like, pharmaceuticals (reduced to 8% from 16%crease the total deficit by at least more than [L1%

while anti AIDS drugs were totally exempted), busegf GDP with government compensating the bafiks
and their chassis (12% from 16%), small cars (120ch this count. Add to it the impact of'@ay

from 16%), two wheelers and three wheelers aZé’ommission that may have a liability of Rs. 40

0 ) 0,
from 16%), paper & paper board (8% from 12 /O)gousand crores — not specifically provided in the

wireless data card, composting machine, tea . : .
coffee mixers, packaged coconut drink, puffed rice udget, meaning another increase of deficit \by
’ ' round 0.8% of the GDP.

etc (reduced to 0%) and similar cuts in many othéf
products. Customs duty was also reduced on maﬁj)right side of the Budget is its massive emphgsis
items: project imports (5% from 7.5%), steel meltin§n health, education and social sectors. But again
and aluminium scrap (nil from 5%), specified lifeSuccess of such massive outlay reaching tthe
savingdrugs and bulk drugs used in their manufactug#assroot of the society to elevate the economyfto a
(5% from 10% with total exemption from exciseé'€W height essentially require control based|on

duty and counterveiling duty), specified parts of sefaeticulous cost-benefit analyses for which Cos} &

top boxes and specified raw materials for ITManagement Accountanteve a massive role tp
electronic hardware industry (fully exempt) etc, etqlay.
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o President’s Communique o

((
My dear Professional Colleagues,

Perform your prescribed duty, for doing so is better than inaction. Qne
cannot even maintain one’s body without action.

-Bhagavad Gita 3.§

By the time this communiqué reaches you will be well aware o
provisions of Union Budget 2008, particularly those relevant to
profession of CMA and the major impact the Budget will bring on
national economic scene. The world is eagerly watching every st
India, particularly in the economic domain that will also have a las
impact on the world, more so because; India has emerged as a"gmon

power. And in this venture CMAs have played and will continue to play a very major role

Meeting with Secretary MCA : Synchronous with the great strides our country is making|the
Council has drawn the road map for the development of the Institute and the professionjin this
context, myself along with the Vice President had a very fruitful meeting on 14 February(2008
with Shri Anurag Goel, Secretary to the Government of India, Ministry of Corporate Affairg]| The
meeting was very cordial and interactive where we made a presentation on the Strategic|fPlan for
the Institute and the profession explaining what steps the new Council has taken to impfpve the
image of the profession. We also highlighted the new syllabus that has been introduggd, the
compulsory training system for students and the global alignment of the profession. Shfj Goel
highly appreciated the steps that the new Council has taken and wished to have anothenmeeting
with the Institute at a later date.

Eastern India Regional Cost Conference The Eastern India Regional Conference was he(fl at
Gopalpur-on-sea, Orissa from 8thtlebruary 2008. This is the first grand event organizeg| by

the South Orissa Chapter in cooperation with EIRC after the Notification constituting the Cjapter.
Shri Chandrashekhar Sahu, Hon’ble Union Minister of State for Rural Development inauglirated
the Conference. In his inaugural address the Hon’ble Minister highly appreciated the fole of
CMAs. | had the opportunity to interact with the distinguished gathering on this occasion||In the
conference deliberations in the technical session on Valuation Management and other gessions
were acclaimed very much. Shri B B Goyal, Adviser, Cost Audit Branch, Government off|ndia
also participated in the Conference and spoke on Restructuring of PSUs. He also delibejgated on
the scope of the profession vis-a-vis Valuation Management and the emerging issue of Pﬂedatory
Pricing was covered by me. The conference was a grand success and | congratulate the qfganizers
for the success of such a beautiful event.

ICWAI-XLRI Jameshedpur Joint Programme : A joint programme was organized by the
Institute with XLRI on 10 February 2008 at Jamshedpur on the theme “Managing Busg|pess
risks- A global perspective”. | had the privilege of delivering the Inaugural Address as the’n;?uest
of Honour. Shri G N Venkataraman Chairman CEP Committee coordinated the programippe and
presented a paper from the Institute side. Many of our members from the eastern paif| of the
country participated in the programme.

A5 4
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o President’s Communique o

In my inaugural address | had the opportunity to explain the various steps that we have t
bringing excellence to the Institute and the profession highlighting the need for skill develof
Mr G Srinivasan Chairman Cum Managing Director, United India Insurance Company Li
and our Member was the Chief Guest and spoke in detail about the strategy to be ad(
update our professional skills and face global challenges in the near future. Professor M B

proactive in their professional approach to be the global leaders.
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7
SIRC Programme : Our Southern India Regional Council organized a Programme on Stmegic
Leadership where all the Chairmen and Secretaries of Chapters of Southern Region part|gi

hreya,

Management Guru emphasized the need for taking steps to be taken at the Chapter and|Regional
level to improve the image of the profession. The programme was well attended. Furthgr, Shri
Balasubramanian, Mangement Consultant and our member also exhorted the members tajpe more

Meeting with Chairman SEBI : Shri C B Bhave has assumed the office as Chairman SEH] on
18" February 2008 and | had an opportunity to meet him along with Shri V C Kothari CC\| and
Shri P V Wandrekar Chairman WIRC on"Rebruary 2008. We had fruitful discussions and|jve
had explained the role of Cost and Management Accounting Profession for the good Enferprise
Governance. Further, a presentation will be made shortly before him on the role of our projession
on behalf of our Institute.
NACAS Meeting : The National Advisory Committee on Accounting Standards (NACAS) [inet
on 19" February 2008 at Mumbai and the Committee inter alia discussed the mplementil?on of
International Financial Reporting System (IFRS). With the implementation of IFRS there W|Il be
a shift in the focus from historical cost to the current cost. It was brought to the notice [pf the
Committee that Cost and Management Accounting profession is well equipped and cm play
significant role in ascertaining the fair value. We have already constituted a Task Force urder the
Chairmanship of Shri S C Vasudeva, Govt Nominee to suggest the ways and the rolg|of our
members under the new scenario.
To sum up, the Institute is now buzzing with fruitful activities to bring excellence and | invitg|you
once again to join the march for excellence that will continue forever.
Wishing you happiness, prosperity and success in your personal and professional life.
Chandra Wadhwa
President
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Cover Feature

Discounted Cash Flow Method:
In Discounted Cash Flow Method, cash
outflows on account of expected capital
expenditure, working capital, operating

Tariff Methods-Trans-
portatlon Of Natural GaS expenses are considered, cash inflows

This article is basically focused on the major gas pipeline tariff methods prese@%ughput and tariff is worked out by
being used in natural gas sector in the context of Petroleum & Natural Qﬁ&:ounting the net cash flows so as to
Regulatory Board Act. There are mainly two types of tariff methods being practi the allowed rate of return over the
in gas sector |) Discounted Cash Flow method and Il) Cost of service metho xbbcted life of the assets. Cost of the
discounted cash flow method, tariff is worked out by discounting the net ¢asket to lay the pipeline and other
flows over a period of expected life so as to get the required rate of return. In g@stities to provide transportation
of service method required revenue is worked based on the cost of providingdRgces are considered under capital
services i.e. operating expenses, capital recovery and return on capital empl@ygénditure and estimated cost of future
and tariff is worked out by dividing the Net present value of required revenugr¥stments for maintaining/expanding
net present value of volumes over the life of the pipeline. Focus is also givef@pipeline system may also be considered.
various tariff design like Postage Stamp: Point to Point: Zonal: and Entry-Exppart from India, Germany, Switzerland,
Tariff under this option comprises of separate entry charges and exit chaigpga, Thailand are also using this method
and both are independent. to work out tariff.

Neeraj Pasricha* Lgvelized tariff is' worked out over
a period of expected life as shown below:
Introduction: pipeline tariff methods being presently-qst of Service Method:

ow a days energy security isused in natural gas sector.
most talked about topic in the

In India up to 2006 major method

Under this method annual cost of
providing the transmission services are

; used for working out the tariff was®™.". > . .
country in fact to meet the target 9 divided into three parts (i) Operating

rowth rate of 8%-9% GDP over next?@seéd on Discounted cash flow, -- : -
?ive years grow(tJh ir(: onergy baske {:owever in 2006 Tariff Commission COSt.(i)) Capital recovery (Depreciation)

. as worked out the tariff for biggest@nd (i) Return on Capital employed.
plays important role. In the total energyexisting gas pipeline i.e. Hzfj?ra-sum of the above three is called as

basket gas is playing crucial rOIeVijaipur-Jagdispur, of the country annual revenue requirement and to
particularly with major finds in eastern j,oca4 on the Cost of Service methodwork out tariff net present value of
coast of the country. Recently with the i athods: Following are the two annual revenue requirement is divided
objective to bring competition and pain methods being used in differentby the net present value of volume
efficiency in this area and makecqyntrieswith some modifications as throughput over expected period of life,

available the energy to different part ofper theirlocal requirements. as explained below:
the country Government has introduced

The Petroleum and Natural Gas
Regulatory Board Act. One of the
major aspect, which this Act deals with,|Year -1012345
is regulation of natural gas pipeline, thig C@Pital Cost A)

is the area generally consid.ered alWorking Capital  (B)

natural monopoly. By regulating the
Gas pipeline, Govt. objective is to|Operating Expense: (C)
promote investment from public and
private sector in this area and to providg
open access on non-discriminatoryNet Cash Flow
basis to all the players and thereby
promote competition. Act has given|Volume
very broad framework to determine

tariff for gas pipelines. This article is
basically focused on the major gagTariff - Where NPV 1 of Net cash flows (at allowed rate of return) is equal to zerc|

Revenue (D=Z * X)
(b-A-B-C) x X X X X X X

- Z

Tariff X

*AICWA
120
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However, to review in between the|year 12 3 4 5
variable factors like expected capital
cost, inflations, volume throughput, etc
tariff can be worked out over small
period i.e. over five years or so. In somg
of the European countries tariff is Eetulm 08 Capital © cc c cc

i i i mploye

gzzrggrilrgggict)yp?r::gg: .T.legrl;[(yoclrﬁ;%Total Revenue Requirem¢ (A+B+C) X X X X X

Capacity charge and commodity chargqyvolume = 7 z z 7 z

required revenue is split into two parts |

. an.d variable. FI.Xed costis @vn;ied Tariff - NPV (at the allowed return) of Total Revenue Requiremen

by maximum capacity of the pipeline For five yea

and the charge so worked out is calle

capacity charge and variable cost ig

divided by expected throughput to work

out commodity charge. Capacity chargean be monitored separately. Thereforesommonly employed in gas sectors are

is payable for capacity booked bycost of service method is considered aas follows:

shipper and commodity charges argimple method particularly where  postage Stamp:Tariff is uniform

payable for actual volume throughputreview mechanism is in place. In Costor all infrastructures with in the given

of shipper. Rate of allowed return isof service method annual capitalyeg.

considered for working out the netrecovery is worked out considering : . - : .

present value. equal recovery over a period of life of [Point to Point: In this design option
ﬁanff is linked directly from source to

Most of the European countries ardhe asset, whereas in DCF capita estination and generally followed in
using this principal with certain recovery of the year is the balance Iefgim le linear network
modifications. In India power out amount after deducting operating P e
transmission tariff are also worked outcost and return on capital employed Z0nal: Tariff is designed by
based on the above principles wittifrom the total annual revenue. But Costeference to movement between zones
certain customization. of service method gives lower tariff as2nd to some extent linked with distance

Comparison: In both the methods, compare to DCF as cost of servicdrom source of ea.ch zone.
inputs are same i.e. capital costmethod does not provide any return  Entry-Exit: Tariff under this option

operating expenses etc. However, i?Ver equity during construction period.comprises of separate entry charges and

DCF method the capital recovery and  Tariff Design: Tariff working is exit charges and_ both are independent.
return are recovered over a period oactually a two stage exercise undef his type of tariff suited to complex
expected life in consolidated manneistage one what is to be charged igetwork.

whereas in Cost of service methodvorked, which is explained above and Most of the countries are using mix
return on Capital employed and Capitalinder stage two how is to be charged isf the above designs based on the nature
recovery are separately worked out andctually a tariff design. Tariff designsof pipelinenetworks in their countrga

LETTER TO EDITOR
Anti-Dumping Duty
A company has applied for imposition of Anti-Dumping Duty on import of same product on account of which Anti-

Dumping Duty has been imposed on its import and there has been increase in sales volume and per unit sales|realisation
of that product after the imposition of Anti-Dumping Duty.

Now, so many factors contribute to increase in sales volume and per unit sales realisation which interalia intlude the
efforts of Marketing Department, Production Department, Purchase Department, Maintenance Department, Utility
Department, Costing Department etc.

So, is it possible for the company to quantify increase in sales volume and increase in per unit sales realisatjon due to
imposition of Anti-Dumping Duty on import of same product?
Professional colleagues can share their views.

Regards,

Rajesh Kapadia

AICWA-13882

Annual Capital Recovery (A) a a a a a

(Capital cost/5(assumed life)
Operating Expenses (B) b b b b b

NPV (at the allowe return) of annual Volumever five years

the management accountant, March, 2008 121
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- . . . - Further, ,inall industries,
Quan’ufymg financial risk spialy pad e nmbers o aiow
some contingency to address the

, - . . uncertainty of their cost estimate.
The federal government’s Accountability Act, combined with the Mod QSSpite this padding, cost overruns stil

Comptrollership initiative, have necessitated a new approach to estimating CORIS routinely. In large part, this has
for future expenditures. As CMA Michael Lionais explains, Agriculture and A%"do with the duality of the ;‘inancial
Food Canada has implemented a very successful process to do just this. information used to build the cost

estimate of a program under
development. Typically, the program
structure and delivery mechanisms are
D ue to cost overruns acrossprocess also ensures that all cosfined as the funding estimate is

Michael Lionais*

government in the 1990s, theelements have been properly identifie@eveloped concurrently. As such, the

Treasury Board of Canadaand considered. ThrOUgh the riSkfunding proposa] may not match
instituted an initiative called Modern assessment process and the use Bérfectly with the program design.
Comptrollership, which has evolved tosimulated risk-adjusted costs, AAFC isfurther compounding this issue is that
include a requirement that Chiefaple to develop a stable planning figurehe financial estimate will be based on
Financial ~Officers (CFO) of for yse by planning staff in the the best information available, but the
departments must personally attest t@eyelopment of longer-term strategigeliability of information underlying the
the reasonableness of financialynsiderations. financial estimate isna=™t always

information presented to the , . o T
Government for decision making One of the main challenges inidentified. Ratherjtas™s usually

Recently, the Government passed th@ssessing financial risk is ensuring thagssessed intuitively by the reader of the
Accountability Act, which makes the the costs presented are a reasonaiiisiness case.

Deputy Minister (senior public SerVam»[)estimate atagiventime inthe approval To address these issues, Treasury
the Accounting Officer of a Process. The ultimate objective inBoard has mandated CFOs to develop
government department, therebyperforming this analysis is to enable thehe “most reasonable” estimate so that
making this executive personallyDirector General of Finance to providethe most likely project costs can be
accountable for financial information an objective recommendation to thddentified to reduce the likelihood of
presented to Government. CFO as to whether financial attestatiortost overruns. This is significant
These changes underlined the neeghould be provided with or without because cost overruns typically have to
for an arms-length process by whicHPbservation. be absorbed within a department’s
CFOs can confirm that cost estimate®otential conflicts assigned resources, which means that
in business cases are reasonable before There are well documented humarfeduced serviges (internal or external)
they are presented by the Departmenbehavioural tendencies in managemenE com_pensatlon must be provided to
Agriculture and Agri-Food CanadaT : I anadians should cost overruns occur.
: ypically, research has indicated tha
(AAFC), for instance, has adopted amanagers are optimistic and tend t s a last resort, a department can
very successful arms-length processdverestimate reVenues underestimarequeSt additional funding from the
which will be described in this article. ' t80\/(.;.mmem_ Remember, it’s illegal to

L costs and think short-term. These I
The validation process tendencies are usually attributed texceed the appropriation (budget) that

All validations start with the group think, bandwagon effects an}arllament has aSSIgned to a
expectation that the cost estimateonsequential behaviour when one jgovernment department and that by
developed by the project team is;ommitted to a project. This can pgersonally attesting to  the
reasonable given the informationgyacerpated in  a goVemmen,;re«'stsonc'flbleness of the financial
available. The validation is carried outy,\ i-onment that is not constrained b information the Deputy Minister and
to review the proposal for consistency Additionally, there is usually a FO assume a personal accountability
in applying departmental standards, ang : ' to Parliament.

. . - reat deal of pressure to create .
e L ot programs for Canacans as ikl o 0b2biist moce

S : ible for the lowest incremental cost  The probabilistic model is based on
olicies. An arms-length review poss[ ) - :
P 9 possible. As such, project managergroviding a reasonably independent
*Manager of Strategic Costing, Departmenoperate under the pressure of a cogssessment of the quality of the
of Agriculture and Agri-Food Canada ceiling and delivery deadlines. information underlying the financial
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Table 1: Data integrity scale and categories

Data integrity Apprepriata contingency o
confidence Level ranges Cost categorization Rk weight Criticality
Very low = 0% Rl Yery substantial Vey substantisl
Low I-40% Indicative [ ROM Substantial Lubstantia
Medium 21-30% Indicative Sigmificant Significant
Higgh 11-20% Sub /f indicative Trmignificant Insignificant
very high 0-10r% Substantive Very insigmificant Very insignificant

estimate. This is the foundation of therequired to determine the most likelyunderestimate costs. Also, a triangular
procedure because if the dataost. The data underlying the mostlistribution that is skewed to the right

underlying a decision is potentially likely cost estimate is fit against the datas typically used because the model’s
flawed, executives need to factor thisntegrity scale in Table 1. Data ispurpose is to ascertain the uncertainty
into their decision. Individuals categorized into three broad categoriegsissociated with the financial estimate,
preparing the cost estimate aren’t in aough order of magnitude (ROM), not to recreate the financial estimate
position to provide an arms-lengthindicative or substantive. An itself. The distribution is skewed to the

assessment of the validity of the datappropriate contingency range has beatight to account for the behavioural

underlying the financial information as assigned for each category. The analyséndencies previously identified.

itis difficult to challenge a program thatwill make an assessment of an Identifying the appropriate bounds

you have been championing for theappropriate contingency ratingig the most difficult part of the process

previously mentioned reasons. As sucltonsidering the categorization of the, requires collaboration with the

the datf':l integrity assessment is thgosting_data,. the type of costingiaam who developed the case. It's
foundation of the model. information being considered and theessential that the contingency amounts

The model itself is derived from information provided by the Business; e qded in the funding requirements
documentation produced by the RANDCase sponsor to substantiate the Cogfantified by the project sponsor be
institute, NASA and the U.S. estimate inthe business case. removed to prevent overstating the
Department of Defense (U.S. Naval This is a subjective assessmengotential financial risk by double
Post Graduate School and Defenckowever, it's common in costcounting uncertainty. Once the base
Acquisition University). The data estimating techniques. All data integrityyalue is determined, the data sources
integrity scale is similar to those in theassessments are fully identifiedfor determining it are identified and
NASA Cost Estimating Handbook, described and defended in the report ghatched to the scale in Figure 2. This
Cost Readiness Levels (2004) and in the findings, which is factored into thestep can only be accomplished through
published article by the Association formanagerial approval process. discussion with the team who

the Advancement of Cost Estimating  Figure 1 depicts a practical scale ofieveloped the case. It is the foundation
(R.B. Lorance and R.V. Wending.how various cost data is rated fronfor determining an appropriate
a-ceBasic &chniques for Analyzing highest to lowest data quality. Again,contingency range for the cost estimate.
and Presentation of Cost Riskyjith this information a model is createdf, for some reason, the business case
Analysis,” 1999). which identifies lower, most likely and sponsor is game planning, there are
The costing validation procedureupper bounds for each cost elemenbther techniques that can be used to
starts with a check to ensure that allhe lower boundary range is typicallymodel the costs. One example is to have
appropriate cost components have bee20% of the appropriate contingencythe sponsor identify a cost for which
included in each cost element. If so, thisange from the table above. Thishere is only a 1 in 10 chance that the
is deemed to be the most likely cost. Ilaccounts for the tendency toactual cost will be lower, and then
not, the cost element is adjusted asverestimate revenue andidentify a cost for which there is only a
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Figure 12 Practical scale for ting data geality

required at a specific confidencethis case, based on Statistics Canada

T interval. data, it is anticipated that there will be

B SSRREE S For programs in which public 60,000 eligible recipients. Using

R e et | funding is disbursed to Canadians, gtandard cost metrics, it will cost

1 rerpeorcy s | 95% confidence interval is used. A$1,345,980 for Direct Program
prrer=r) #|  lower confidence interval, typically Administration Costs and another

e T - l 80%, is used for internal purposes. Thé2,430,490 in Indirect Program
e " higher confidence interval is used for2elivery Costs for a Total Program

g e HEPORE ai' disbursements to Canadians becauge?st of $63,776,470.

i by sy bt i e H the department must ensure that it's able In this model, tan squares are links
rinm—— | to deliver on the Government'sor standard ratios, yellow are data
g =y e e 3 commitments to Canadians; whereasntegrity factors, green are assumptions
B | i #=  the departmentis willing to accept moreand blue are forecasts. The key to the

10% chance that the actual cost will b&iSk on internal decisions. This ismodel are the data integrity factors. In

because the data sources underlyingrder to better understand the model,

higher.

The model is then simulated using . )
a Microsoft Office Excel Add-In. reflne.d than.the dat'asources supportinige
Several Excel Add-Ins exist to enablethe financial estimate of externale
the application of stochastic techniqueg rograms.
to an Excel spreadsheet. Two example3esults
of these Excel Add-ins are Crystal Ball To demonstrate this technique, a®
and @risk. The model is run usingsimple spreadsheet model is provided
Monte Carlo simulation to a 95% below (Figure 2). This spreadsheet is
confidence level to determine thean example of a fictitious program in
probability of exceeding the identified which the Government will provide
cost estimate and the amount of funding1,000 to each eligible Canadian. In

Figure 2: Financial risk assessment model of a fictitious program

internal decisions are typically moreseveral of the data integrity factors will

briefly expanded:

Amount: This amount is fixed —
as such, a data integrity factor of 0%
is applied;

Number of claimants: This estimate
is based on Statistics Canada
information, which is considered to
be very good. As such, the highest
data integrity factor of 5% is
applied;
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Figure 3: Probability distribution for total program costs of fictitious program
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Generic full-time salary: This results to determine whether they aréo determine whether the data
estimate is considered to be a wealilling to accept the indicated financial underlying the financial estimate can be
substantive estimate. As a result aisk. If so, the CFO is in a position toimproved to reduce the financial risk

data integrity factor of 10% is develop cash management strategies, associated with the program.
applied,; the amount of potential financial risk Furthermore, an estimate can be made

® Training: This amount is based on
a benchmark that is considere
indicative, and a data integrity
factor of 20% is applied; and

® Travel: The number of trips and

locations were known, but the
timing and duration were not, so the

improved over time.
If the CFO isn't willing to accept

estimate is considered to be rough

order of magnitude and a datawhich elements have the most influenc:
integrity factor of 40% is applied.

on the cost estimate. In this example, i
When the model is simulated, thejs opvious that the number of eligible
distribution in Figure 3 is produced. recipients presents the most financiz
This distribution indicates that thererisk; yet the data integrity factor
is an 85% likelihood that the identifiedindicates the source of the estimate i
funding of $63,776,470 will be considered high quality. Consequently
insufficient to deliver the program itis likely prohibitively expensive from
based on the data integrity assumptiongoth cost and time perspectives to refin
modeled. Moreover, it indicates thatthis source of data further.
there is a potential unfunded liability = However, within the direct program
of $2,391,750 at the 95% confidencecosts, the cost elements can be broke
interval. This allows CFOs to study thedown in a sensitivity chart (Figure 4)

the management accountant, March, 2008

has been quantified. The level of riskof the cost of improving the data
Fhould be reassessed as the informationtegrity to determine if the benefit of
underlying the financial estimate isrefining the information further
outweighs the costs of doing so.

In this example, moving from

the financial risk as modeled, thegeneric to position-specific salary
simulation identifies the relative estimates would address 99.5% of the
importance of the cost elements from a

risk perspective. The model showsF':;:‘ﬂ"““""‘i'—“"' dirc], pngesm
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uncertainty in the direct program costtoncretely considered in theinformation presented is a reasonable
category. This, in itself, shouldn’t bedevelopment of the business casegstimate of the projected costs of the
either an overly onerous or expensivavhereas previously this type of riskbusiness case at the time of the analysis.

process, and the reduced financial riswasn’t necessarily a focus during ap closing, the procedure itself:

that would result would likely be proposal’'s development. This has Ied.
worthwhile. to more fiscally informed decision
n@aking at AAFC. Also, by quantifying
the financial risk in proposals, the fiscal®
environment is stabilized, which
permits executives to focus on strategi®

The cost elements that represent t
greatest financial risk can be
specifically identified and targeted to
reduce the financial uncertainty
associated with the data source used f1cOMes rather than qrgent cash
create the financial estimate. As Suchmanagement issues. This increase
in the event that the CFO refuses t . .

tebat the business case will be accepted

attest to the reasonableness of th d and red the likelinood
financial estimate, the sponsoringas proposed and reduces the likelinoo

executive is informed of the reason that Treasury Board will impose

o %inancial terms and conditions on
why and what specific cost elementsb . : o
. usiness cases submitted.
need to be refined to reduce the . )
financial risk to a more acceptable level. !N turn, increasing Treasury

Moreover, this analysis can serve as thB0ard's confidence in the stewardship
basis for the development of risk®f @ government department may lea

mitigation strategies as the relative! [0 increase the authority delegated to
importance of the cost elements from &€ departmentwhich will increase the

financial perspective has bee
quantified.

Impact on business

(ﬁiscal awareness increases the chances

is a scientific methodology based on
identified and defensible assumptions;

is scalable to fit information and
time available;

addresses the optimistic nature of
program managers;

provides a meaningful assessment
of the total cost implications of the
business case and any potential
unfunded liability associated with
the proposal;

demonstrates due diligence as
required under Modern Comp-
trollership; and

reduces executives’ reliance on
intuition.

This procedure was reviewed by a

-department's autonomy and enable it thanel of judges and deemed to be the
better serve Canadians by allowing it to b8€St financial application of the

more responsive to Canadians’ neegfominations received for the inaugural
Additionally, greater fiscal stability in 2007 Monte Carlo Simulation Award

This procedure has been in place gjovernment departments will enable théPonsored by Decisoneering, a
AAFC since October 2006. SeveralGovernment to better project its financiafubsidiary of Oracle, and the makers
significant proposals have beersjtuation, thereby facilitating better ©f Crystal Ball.

reviewed, ranging in value from $100governance of Canada.
million to $10 billion. In several cgnclusion
instances, the funding requested in the
business case was adjusted (up aqﬂe
down) following validation to reflect
the most reasonable estimate of the co§t
implications, considering the reliability
of the information upon which the
financial estimate is based. Cas

The procedure described predict

REFERENCES
Randal B Lorance & Robert V. Wending,
Basic Techniques for Analyzing and

h f di identifi %’resentation of Cost Risk Analysis, AACE
chance of exceeding an ident Ie(Iinternational Transactions, Association for

budget and quantifies the potentialye adgvancement of Cost Engineering,
inancial obligation between the 1999,
identified project cost and the predicteyasa cost Estimating Handbook, Cost

cost of the business case at a specifi§eadiness Levels, NASA, 2004t(p://
onfidence interval. This process isceh.nasa.gov/webhelpfiles/Cost_

management strategies are also beir]

%rative; it can be updated as the qualitReadiness_Leves_(CRL)s.htm)

developed to address the potentiaéfthe data underl
unfunded liability of proposals that

have been attested to as reasonablg ﬂ)’&tential unfunded liability supports the

ying the cost estimatesRAFT Agriculture and Agri-Food Canada
is updated. This determination of theCosting Handbook, October 2066.

situations in which the department iSGovernment of Canada’s Modern
able to accept the potential unfundegtompirollership initiative and permits
liability. the CFO to make an informed

The procedure is reaping intangibleattestation to the Deputy Minister of the
benefits as well. Financial risk is beingdepartment that the financial

This article is reprinted with the
permission of Certified Management
Accountants of Canada from Augugt/
September 2007 issue of CMA
Management magazine.

D
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cash, accounts receivables, payables,

SIX Levels Of FlnanCiaI etc., and it can generate periodic

financial statements.
K I d Level 2: The business has a traceable
n OW e g e measure of output volume and readily
identifies fixed and mvariable costs. It
Here’s a framework that management accountants can use to help the# internalized the basic vocabulary

organizations reach new heights of financial understanding and become nedreost/volume/profit (CVP).

profitable Figare 1: Lesels af Firarclal Krowisdge

George E. Manners, Jr.*

. DFTHQETITN ACRDIS TINT
n the October 2003 issue of The framework recognizes that .
I Strategic Finane, Paul Sharman we're on a cusp of decades of PRI
made the case for managemendevelopment coming together in cos
accounting. This topic couldn’'t havemeasurement and estimation, dat
been more timely then, and it's evermanagement, business proces [ 1. simsiasin o |

more critical now. To the extent that themodeling, enterprise resource modeling
financial community can engage botrand  planning, = mathematical
itself and line management in a souloptimization, raw computing power, (T Pt TRt
searching look at what they really knowelectronic visualization, application
about their businesses, the case fajoftware development, and more. As
management accounting can be mad#ey said on The Six Million Dollar Level 3: The business has a well-
emphatically. With the appropriate Man, “We can rebuild him. We havedefined breakdown of CVP elements
framework to shape financialthe technology.” and understands how these more
knowledge, the management | term my proposed framework “the detailed elements relate to working
accounting function should become af, als of financial knowledge.” As you capital behavior as well as to both Level
organization’s principal decision- o4 the description of each level, 1 and Level 2 templates. It can
support platform. expect you to ask, “Where is myfundamentally assess the business
Few line managers or financialpusiness?” Any reasonably sizedrofitability drivers and can generate
executives are satisfied with the currenpusiness may find itself with elements2Ppropriate policy statements relative
state of decision support because it'sf more than one level operatingto spending money to make money.
too heavily driven by the financial Simu|taneous|y_depending on the Level 4: Throughput, as Opposed
accounting template and cost SyStemﬁmction, location, or business unit.to output, has become the focus of
m_otivgted t?y overhead allocatiqn. BUtNevertheIess, the framework should b@perationaj and financial knowledge.
dissatisfaction Usua”y leads bUSlneSSQ?Uite prescriptive for evaluation andThe fundamental engineering/

to take a hard look at themselves angjanning. economic recipes of input/throughput/
zgau?r?nrgemgtejgp?rogf]ooﬂcsj Izﬁcl)a\:vtllggg;q_evels of Financial Knowledge output (ITO) are known. The primary

; " The framework consists of six transformation constraints are known,
What this engagement process reqires Is of financial knowledge, and theand this knowledge is a principal factor

is a solid but easily communicated'@Vels of financi ) . . locati
framework for self-evaluation andWword “financial” is most operative here.in planning and resource allocation.

planning, which I'll propose. With this | mean dollars and sense; this is much Level 5: At least in a planning
self-evaluation vehicle, any companymore than data and information—I'msense, but, more importantly,
can face brutal reality and begin thdalking about knowledge. First let's takeoperationally, the business can optimize
journey toward reaching new levels of2 100k at a synopsis of each level (sesimultaneously across multiple inputs/
financial understanding. Figure 1), and then I'll go into more costs/recipes/constraints/outputs. Fed

detail about each one. ision-
*Professor of accounting and management by the decision-support system, the

at Kennesaw State University in Kennesaw, Level 1: The business can countmethodology of marginal economics
Ga. You can reach him at (770) 499-36638nd keep score in the aggregate senbas moved from the theoretical to the
or at gmanners@kennesaw.edu (business unit/corporate) by trackingoractical.

& BASIC DRST/VILUSIES PREFT |CVF)
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Level 6: The business can optimizeindependently of industry or asset basaahrase “gross profit” in a business,
simultaneously across multiple inputs/The significance of return on equityknowledge has grown considerably.
costs/recipes/constraints/outputs anROE), Economic Value Added  additional key concepts at Level 2
time periods. Managing periodic slack(EVA®), and other Level 1 concepts,fiow from the P&L template, variable
resources, capacity, and inventoryshould never be underestimated. Thesgnqd fixed costs, and contribution
across time is accomplished withconcepts constitute the basic analysigargin. The first is breakeven, the
profound knowledge. toolkit for the suppliers of capital and,second is operating leverage, and the

Knowledge acquisition is a journeythus, for the ultimate indices ofthjrd is the idea of decreasing unit
that requires the appropriate modes dg¥xecutive performance and reward. (average) cost as a function of volume.
transportation: systems, structures, andevel 2 Financial Knowledge As the business internalizes these
processes. It's a journey that an entire \whijle Level 1 knowledge tells us concepts, its knowledge increases
business must take, not just certaiRpout a business’s profitability, it tells€normously. The business prices and
subsystems of it. Most of us are familiaf;s very little about théusines. In  Sources more intelligently, it makes
with businesses that have subsystemsyder to move to a more fundamentafunding decisions more intelligently, it
that possess significant knowledge, by§nderstanding, a business mus@egotiates more intelligently, and it
until that knowledge is integrated intogstaplish a traceable measure of outp@valuates  opportunities  more
the company’s overall financial (output unit), a vital stopover on theintelligently. Simply, it's smarter.

knowledge, the- system’s financialjourney to knowledge acquisition evenLevel 3 Financial Knowledge
knowledge remains at lower levels.  for the multiproduct business. When a business transitions to

Let's thoroughly investigate the  an output unit could be a case, a_evel 3, it has learned that return on
levels by concentrating on theion 3 foot, an invoice, a gallon,assets (ROA) must be employed as the
vocabulary and significant knowledgecstomer count, a transaction—itenterprise’s guiding profitability gauge.
concepts and constructs of each one.gepends on the business—but each firgAnd, rest assured, EVA is a form of
Level 1 Financial Knowledge building its knowledge base has such ROA.) First, business activity and

Too many users of accountingconstruct. Knowledge really begins toprofitability require funding, and a
information think of it as “the 9"0W when the business can makeompetitive return must be generated
incompetent reporting the irrelevant g eliable assessments of how total costsn those funds.

the indifferent,” but financial Pehave as a function of changes in  second, the business has learned
accounting is the language of businesQUtPUt. To do this, the business musihat it must expand the basic CVP
If you don’t have the knowledge to attach varlaple cost to a smgle unit otategories to capture more robust
understand the language and speak Qutput—a giant step on the journey. activity descriptors. Not only does it
credibly, then you can't communicate —Table 1= Differemces in Level 1 and Level 2 require knowledge of variable costs, but
with those who are the source of capital RSN (IRt the business needs to know how they
vary per unit or per dollar and whether

Thus, the Level 1 knowledge DaSs€ jumi1 pl mmgsis Ll 2 P, T ] .
connects a business to the outsid &= s or not they are inventoried
World L. ol pd Sl Liwic Fadalbe Cosl (manufaCtu”ng or SG&A) Not Only
. . . . D Corrbetan Mo does it require knowledge of fixed
Since financial = accounting | L costs, but it also needs to know whether
constitutes Level 1 knowledge, every tensteh S they're inventoried or not and whether

business must pass through Level 1 to  When you have output volume andey represent noncash (depreciation)
move through the other levels. This isvariable cost per output unit, you haveyr not. The business also requires
simply because any level of financialthe basis for Level 2 vocabulary. Theknowledge about how many times a
knowledge must possess the systems fst important concept is Level 2's cost is inventoried, so categories such
tie back to the financial accountingprofitability template, which is as raw materials are imperative for
templates—the standard P&L, balanceontrasted with Level 1's profitability breaking out. Table 2 illustrates the
sheet, and cash flow statement. template in Table 1. “minimum spec” categories for Level
The principal concepts behind ~ Although these profitability 3 knowledge.

Level 1 knowledge are derivedtemplates appear similar, they’'re  Third, the business ties these more
primarily from ratio analysis, which remarkably different because ofrobust CVP categories into elements of
facilitates comparing financial increased knowledge. As the phras@ssets—-particularly current assets—
performance and financial potential“contribution margin” replaces the by applying asset turnover constructs.
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spending money to make money. Level 4 knowledge also introduces
These initiatives could be R&D, profound understanding of the multiple
promotion, hiring, training, etc.  and interdependent constraints that

¢ It can apply its business modelingPften define the ITO system
at more granular levels such agapabilities. The business recognizes
product-line profitability or that its system is composed of
customer profitability, although interconnected resources on which
Level 4 knowledge can be a muctprocesses are performed. It knows the
more definitive achievement level capacities of those resources and the
for true product-line profitability. recipes for performing the processes
Only 10 to 15 years ago, a businesgnd the process speeds. The business

that consistently operated at a Level gnowsl Iand has documented how costs
state of knowledge had a distinc@¢tually vary as processes are

competitive advantage. Today, we mus?erformed on those resources. (It
raise our sights. knows how they vary per input and

Level 4 Fi il K led output unit, as well as resource unit, and
eve inancial knowledge how they are impacted by process

There’s a very distinctincrementinyje|ds.) And, yes, it knows where the
knowledge when moving to Level 4.(efining constraints lie.
This increment recognizes that the While Level 3 introduces
tjust an output systembuf ... .. )
. . : rofitability driver k nstr
a highly interdependent mput/‘S ofitability drivers as a key construct,

throughput/output system. And thislaﬁxglsd'red;n]egsé?gﬂ IZ:tSLZSg tht)ﬁs
ITO system is defined much more y op ) '

business knows that only three relations

effectively by the discipline of process
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ralvals lem over celd valn e is gl dnk Wl vl
TaEras cau drvioed by G srcing sshes o TasTas
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enai ; . are required to understand and account
gineering than by the discipline o : o
accounting. Nevertheless, the Level jor all operating dependencies:
business has married the engineering Relation 1.There is stuff in, stuff
equations with the accounting©ut, and process yield.

equations. Relation 2. A factor cost per output

_ o An ITO system possesses knowrtinit is completely defined by resource
After it does this, it not only can pla”physical recipes (or what olderunits per output unit, factor
an activity but the funding of itas well. 5ccountants call bills of material) thatconsumption per resource unit, and cost
Again, see Table 2. are defined by their interdependencieger factor unit.

Finally, the business has combineds well as their dependencies. If, say, a Relation 3. It isn’t contribution
CVP elements and turnovers into armanufacturing firm is at least partially margin per output unit that drives the
ROA model, which allows it to self-sufficient in its use of energy, itsystem—it’s contribution margin per
understand the constructs that trulgonverts fuel and water into steam angtey resource unit. (Thus, Level 4 is a
define Level 3 knowledge: then steam into electricity andpetter platform for understanding
# It can fundamentally assess itglectricity into machine hours. That'sproduct-line profitability than Level 3.)

profitability drivers (profitability the dependency. But electricity is used That's it. That's all there needs to

represented by ROA). It now has ato run the steam plant, andbe. At this point some of you may be

knowledge-driven platform for umszr(;u;zﬁ‘tjuerll?c?c?))rlw-\/rzarrct)(\j/\?:t:asr {in/esri%Ski,ng’ “Isn’t this activity—.based
evaluating profit-improvement The Level 4 business can funda-COStIng (ABC)?" Well, Leyel4|swhat
opportunities, capital-spendingmentally specify and track theseBC Wantedto be whenitgrew up and
opportunities, and tradeoffs amongerdependencies. It can deploy therpefore most businesses turned it !nto
drivers. It can track drivers on ayq create a credible operating plan an@" €/aborate overhead-allocation

continuing basis. also a reporting and control system tie§X€rcise:
4 It can make very definitive policy to the financial reporting and control  Level 4’'s vocabulary greatly
statements about the limits ofsystem. depends on applying contemporary

(i ety it @l
w el s el el e e

of Tl STy
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technology. This knowledge mustcaptured by the capability toknowledge building. The first is
reside on an information-and decisionfundamentally optimize the business—opportunity cost. In an interdependent,
support platform that possesses that least in a planning mode. multiconstraint ITO system, the
following characteristics: Although business-level financial OPPOrtunity cost of another resource

1. An integrated model of the optimization is only just getting into the Unit, another labor hour, another source
business that can withstand engineeringnowledge-management capability ofof materials, another unit of saleable
and scientific scrutiny. more sophisticated firms, it will come Product—and so on—greases the

2. The ability to credibly reproduce O quickly. In high-volume process Whole decision-making process. To
the firm's Level 1 financial reporting industries it will soon be required torturn to our steam, electricity, and
through the model (i.e., it can withstancfontinue participating in the industry. oPerating machine example, if each is
accounting scrutiny). Other industry categories may moveeonstrained, which has the highest
more slowly, but the following new bestoPPOrtunity cost? Which one should
practice is now observable. To entefeceive the infusion of capital first? On
Level 5, a company has already takeWhich can we go outside for added

3. The ability to deploy the model
to react rapidly to tactical and
environmental changes—not just

the following steps: capacity (OK, outsource), and which
produce a plan. .' must be internally upgraded?
4 Th itv o fund tall 1. The business has mastered Level '
- I'he capacity to Tundamentally , Knowledge of opportunity cost
deploy the model for strategic analysis 5 The whole business. not iust par"€aty enhances pricing decisions and
and decision making. :  NOUUSTPATE o 1 otiations, and it provides the

. cH‘ it, has been fundamentally mapped . .
Many businesses possess eNOUGTd modeled at a substance level Whel%latform to vastly improve priority

integrated L.eveI 4 knowledge _to Createmodern optimization solvers areselzttmg and to allocate scarce resources.

a very credible annual operating plan . Since the marketplace is often a highly
. imbedded in the model. L N C

but only a few have truly reached this ) binding constraint in an optimized

level on a continuing basis. 3. The business has thoroughly, siem opportunity cost constitutes an

Level 5 Financial Knowledge validated the model. It has selected re%ltimate measure of customer

historical time periods and recreate e
The transition into Level 5 financial gctual flow volumes and financial rofitability (e.g., the next customer).

knowledge is accomplished only withreports throughout. A F)gPFOdUCt OLOEPOFtUthCOSttiS
i . . v n nstruct—
very contemporary supporting S),/stems, 4. The business has ”deconstralned"d’(;C?SmnS ;chci)n aetytk(:g ?naurcin
§tructures, and i Youl knOVYhe validated model and begun toAlthou h mar ina?anal Sis is dor?e eit
it when you see it, but there are threqjamentally learn the optimization I 9 ! of fg o ky od
primary ingredients for getting there. relationships across its systems. ANy level of inancial knowleage, at

1. Substantive cost/volume/profitvalidated optimization model alwaysl‘ev,[e In?\l:/aﬁlp osl,:t c:efl)?eni t?e Wr? the
knowledge and supporting creates significant new knowledge. syste Orks. For example, uniess a

: . . : business has reached this level, a
|Lnforr|n£elx)t|on—handl|ng structures (€., 5. The business has acted on thgecision to outsource a key process
evel 4).

_ more tactical-level profit-enhancing ,qys sufficient knowledge for dealing
2. Very contemporary businessopportunities the model offers. Theeffectively with all the inter-

process modeling that fundamentallyoutcomes of these tactical actions araependencies. Or, for instance, a
maps the input/throughput/outputfurther reinforced and refined in thedecision to bring in semifinished units

interrelationships and constraintsmodel, which is a principal tool for all and avoid the capital necessary for
across the entire business. continuous-improvement projeCtexpanding a constrained resource has

3. A contemporary optimization Selection and justification. a huge number of impacts across the
platform that accommodates the 6. The business has internalized thgystem. It can radically impact the
business model and allows the businegsodel's use as a condition for all capitabptimal product mix, the energy
to simultaneously optimize its ITO justification and strategic analyses. balance, and optimal sourcing. And it
system in terms of all flows through the  Again, you'll know it when you see can literally change the whole face of
system (product mix, sourcing,it. the business when, at the margin, you
resource utilization, etc.). The Level 5 vocabulary of move from one optimum to another

Thus, the essence of Level Soptimality includes two other optimum. Even a Level 4 business has
financial knowledge initially is constructs that greatly facilitatetrouble coping with these inter-
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dependencies because it lacks thimterdependent ITO system facesnultiproduct/service setup times, run

capacity to specify what is best in arseasonality, it may use its knowledgdengths, and run speeds across time

absolute sense. to optimally deploy periodic slack periods—especially in just-in-time
You can't overestimate the resources to buffer the flows through(JIT) environments.

importance of enterprise-wide the system via buildups and drawdowns A final driver is that it doesn't take
enhancements available to a Level ¥ various inventories. For instance pysiness leader long to tune in to an
business. Whether it concerns resourcePpose we have a highly seasonglpsolutely basic principle of financial
allocation to competing remote sitesbusiness, we possess several similagiowledge: Profit flows don't equal
decisions to open/close, intrasysteninachines with different run speedsgash flows. Yet this basic principle
transfers, inventory swings, etc., the/ields across product lines, we cameeds Level 6 business-wide modeling
enterprise has more profoungdeploy some work-in-process ancdyg receive optimal treatment. Inventory
knowledge. And this knowledge allowsfinished inventory, and we must takeyyjldups and drawdowns and the
it to move faster and more intelligentlydown each machine for preventivepenavior of receivables in a seasonal
with the best interests of the entirgMaintenance at least twice each yeagnyironment highly impact the profit
system in mind. A Level 6 firm would know exactly flow vs. cash flow principle. It takes

| once worked for a CEO who NOW t0 simultaneously optimize yery sophisticated business models that
excelled at what he termed back-of-theprOdUCtlon (and\le), Inventory Optimize the enterprise to truly deal

envelope economics. Of course ObuiIdups/drawdowns, and machingyjith these complexities.
can’t put Level 5 kn.owledge or’1 );nlfakedowns each time period across the
envelope. It takes contemporaryplanning cycle. Businesses have alway;
s : .had to do this, of course, but at Level
technologies supporting the company?
desire to get there. Yet the prize is Wortr\]/vide knowledae rather than within
the chase. ge ... primarily within a planning framework.
subsystems. Multivendor, multisite, . .
But Level 6 comes with dramatic,

multigeography, logistically compli- : -
At Level 6, a business not onchateg bgsiﬂe);seg will ge hugelyenterprlse-lgvel payoffs to those willing
o . ) to take the journey.
exhibits Level 5 knowledge, but it canimpacted when they can approach .
apply it across multiple time periods.Level 6 capability across multiple time Collective Mastery

Is reaching this level really that big ofperiods. Management accounting can
a jump from the previous level? The  apother driving concept is the provide a bqsiness wi_th thg depision—
contention here is that the capacity tapability to manage the uptime/SUpport environment in which it can
optimize across time is a hugegowntime sequencing of key resource§valuate its financial knoyvledge. level
increment in at least the application ofycross multiple time periods with the@"d establish atarget-setting vehicle for
knowledge—and most probably gptimality of the enterprise governingC°"tiNUOUS improvement. Knowledge,

knowledge itself. the decision-making process. Thihough, is only the beginning. At each

There are several driving constructsnterdependent complexities across ivrilé\;vtifeevlv(;ﬁ:zﬁmeﬁ: ?ggf‘;igf(;se
behind the financial advantages obusiness that has a tricky need fof Y, P
. . . . . . only possess knowledge but have the
optimizing across time. The first preemptive maintenance can single- ) 4
driving force is simply the ability to handedly justify the pain of moving to understanding apd confidence to act on
o e , that knowledge in a way that leads to
plan through seasonality in a profit-this knowledge level. I'll even go so uperior  financial outcomes
optimizing fashion. Whether thisfar as to say that to avoid C<’jlpit""l}smowledge is an absolute prerequisité
seasonality is in demand, factor pricesspending by more profoundly but collective mastery is the ultimate‘
or resource productivity, the capabilitymanaging uptime and downtime acros%bjective By “collective mastery” |
to deal optimally with the seasonalitytime periods will in itself pay back the

. Lo o . . S imply that knowledge is broadly and
is Level 6's principal defining investment in gaining Level 6deeplyshared within the business and
characteristic. knowledge.

that individuals possess the knowledge,
A second driver, which is highly A further driving concept behind resources, and skills to master the
interdependent with seasonalitymoving to this level is the more operating requirements of the inter-
manages periodically slack orfundamental ability to manage theconnected processes. Moving up the
constrained resources. As a highigomplexity —of multiresource, levels of knowledge is well worth.

The Level 6 fraternity contains very
ew members. Those who have moved
past Level 5 into an optimality model

hey do so with profound enterpnse—with many time periods have done so

Level 6 Financial Knowledge
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Performance Management

Performance Managemen
Systems—Building the
Competitive Advantage

Krishna Chaitanya .D*
Jayendran. G.S*

“Know the enemy and know yourself;processes to choose for deployment of
in a hundred battles you will nevera Performance Management System
peril” This quote was made by thewould depend on several factors such
legendary Chinese general Sun Tzu ias complexity, variability, controllability
the context of warfare in'&entury B.C and relative importance of the process®
but is equally relevant to howFor example, a manufacturing
businesses operate today. The kegnterprise would typically target the
driver in any corporate strategy is thdollowing areas for early wins:
knowledge of the business, its marke® Procurement and Spending
and its competitors. ® Production
What is Performance Management? o |nventory

Performance managementincludeg Quality control

the processes of planning, measuringpe technology behind Performance
performance against plans a”qx/lanagement

actioning to ensure the predetermined Enterprises that have effectively

goals are achieved. i , deployed Enterprise Resource Plannin
Business Executives strive t0pp) systems as well as those that u

trans_form strateg|es_ . meas.ur‘."lbl%lternative architectures are now bein
metrics and to obtain greater insight,.aq with the problem of ‘data
into the various cause-effect

An

. . . “*explosion’. This has resulted in the
Lela}tlonsmps that influence theirygyent of technologies to effectively
usme.ss.. . ] manage and leverage on these mass-g
This is achieved by using agf gata. °
combination of people, processes and parformance Management Systems
technology tq collect relevant datafrom[ pically ride on the back of Business
various functions and sources, ?‘nalyzﬁ%ltelligence technologies to provide the
the same, collate the results to identi ight persons in the organization, with®

course of action and view performancgye information required to effectively
of the actions. This combination Ofmanage performance.

people, process and technology is Typically, they include one or more
known as the Performance .

of the below IT systems:
Management System :

The decision of what business. Data warehouse — consolidate and
reconcile information from across
disparate business units and IT

systems into a common repository

which can be used for enterprise®
wide analysis.

Business Intelligence Systems—
utilize the organization’s data (often

from a data warehouse) to create

*B.Com, ACA, DISA, CIA, CBIP
Manager, Information Management &
Analysis Services Risk Advisory Services,
Ernst & Young.

**ACA, CISA Consultant, Information @
Management & Analysis Services Risk
Advisory Services, Ernst & Young.

132 the ma

eaningful analysis and reports to
1akeh0lders thereby enabling
decision-making.
Scorecards and Dashboards — are
reports which are displayed in an
ergonomic and easy-to-read format.
They are often customized to the
requirements of the reader and
provide the necessary information
the reader requires.
Decision Support Systems — are
specific systems designed to
support decision making. They
consist of one or more IT
applications that enable structured
problem solving.
Management Information System -
refers to the people, process and
technology elements which
collectively enable processing of
data into information for
management decisions.
OLAP - expanded as Online
Analytical Processing is a technical
tool that enables users to process
data (usually from a data
warehouse) and provides multi-
dimensional analysis.

Benefits of having a Performance
ﬁanagement System

effective Performance Management

System results in simplifying the
management activity in an organization.
tge benefits include the following:

Alignment of organizational
performance to strategyto enable
maximization of output in achieving
common goals.

Obijectivity and comparability in
performance evaluation is made
possible by creation of measurable
metrics.

Greater agility in responding to
market changes through
collection, analysis and presentation
of information in a timely and
actionable manner.

Improved compliance manage-
ment by creation of monitors and
triggers which would aid in early
detection of deviations.

Contd. on Page 137
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Financial Reporting

I F RS 5 (b) introduces the concept of a
‘disposal group’, being a group of

assets, which an entity intends to be

N On_Cu rre nt Assets H eI disposed of, by sale or otherwise,
together as a group in a single

trgnsaction, and some liabilities directly

fo r Sal e an d D I SCO ntl n u e sociated with those assets that will be

ransferred in the transaction.
O 1 MI L k (c) classifies an operation as
p e ratl O n S = Oser OO discontinued at the date the operation
meets the criteria to be classified as held

K.S. Muthupandian* for sale or Wh_en the entity has disposed
of the operation

T he International Financial Re being diSpOSEd of, the impairment d) requires assets or disposa|groups

porting Standard 5 (IFRS 5) wasrecognition and measurement standardgat are classified as held for sale to be

issued as one of the outputs of an SFAS 144 are significantly different measured at the lower of carrying
short-term project being undertaken byfrom those in IAS 38mpairment of amount and the fair value less costs of
the International Accounting StandardsissetsHowever those differences havesgje:
Board (IASB) and the United Statesnot been addressed in the short-term o) ghecifies that assets classified as
Financial Accounting Standards Boardconvergence project. held for sale, or included within
(FASB). In September 2002, the projecObjective disposal groups classified as held for
was added to the IASB agenda. On 24 The objective of IFRS 5 is to specify sale, should not be depreciated:;
July 2003, the IASB issued thethe accounting requirements for non- f) specifies that assets classified as
Exposure Draft ED Disposal of Non- current assets that are held for sale, angh|q for sale, and the assets and
current Assets and Presentation othe presentation and disclosure ofizpilities included within disposal
Discontinued OperationsThen on 31 discontinued operations. IFRS 5groups classified as held for sale,
March 2004 the IASB published IFRSsupersedes IAS 3Biscontinuing  gho 4 pe presented separately on the
5Non-current Assets Held for Sale andoperations. face of the balance sheet:
Discontinued Operations In particular, the objectives of IFRS g) requires the results of

IFRS 5 arises from the IASB's 5 are to specify that. discontinued operations to be presented
consideration of the FASB’s Statement (&) assets that meet the criteria tQeparately on the face of the income
of Financial Accounting Standards No.be classified as held for sale to bgstement: and
144 (SFAS 144)ccounting for the measured at.the lower of carrying h) prohibits the retrospective
Impairment or Disposal of Long-Lived amount and fair valuess costs to sell, o ccification of an operation as
Assetswith the objective of reducing and depreciation on such assets tQ iy ed, when the classification
differences between IFRS and Usease; and criteria are not met until after the
Generally Accepted Accounting  (b) assets that meet the criteria t ., .o cheet date.

Principles (GAAP) that are capable ofoe classified as held for sale, and the
resolution in a relatively short time. assets and liabilities included within
IFRS 5 achieves substantialdisposal group classified as held for sal . )
convergence with the requirements of0 be presented separately as a Singﬂgd*dlsposal groups, except for:
SFAS 144 with respect to the timing of2mount either on the face of the income deferred tax assets (IAS iicome
the classification of operations asStatementorinthe notes, and the resul-t@xf?h .
discontinued operations and theef discontinued operations to be *assets arising from employee
presentation of such operations. WittPresented separately in the incoméenefits (IAS 1&Employee Benefits
respect to long-lived assets that are nattatement. *financial assets within the scope
Scope of IAS 39 Financial Instruments:
*M.Com.. AICWA and Member of Tamil (&) establishes a classification for nonRecognition and Measurement
Nadu State Treasuries and Accounts Sefurrent assets ‘held for sale’ using the *non-current assets that are
vice, presently working as Treasury Officer,defined terms set out in Appendix A toaccounted for in accordance with the
Ramanathapuram District, Tamil Nadu.the IFRS 5 and the same criteria afair value model in IAS 4hvestment
Email: ksmuthupandian@yahoo.co.in  those contained in SFAS 144. Property,

The measurement provisions of
RS 5 apply to all non-current assets
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*non-current assets that arefor sale a non-current asset (or disposal

Non-current assets or disposal

measured at fair value less estimatedroup) that is to be abandoned. This igroups that are classified as held for sale
point-of-sale costs in accordance withbecause its carrying amount will beshould not be depreciated.

IAS 41 Agriculture and

Insurance Contracts
Assets held for sale

An entity classifies a non-currentas held for sale are as follows:

asset (or disposal group) as held for sale
if its carrying amount will be recovered
mainly through a sale transaction ratheg
than through continuing usage. That is,
the asset (or disposal group) is availablg
for immediate sale in its present
condition and its sale is highly
probable. Sale should be expected
within one year. The classification also
applies to disposal groups, which are a
group of assets and possibly some
liabilities which an entity intends to
dispose of in a single transaction.

For the sale to be highly probable,.
the appropriate level of management
must be committed to a plan to sell the
asset (or disposal group), and an active
programme to locate a buyer and
complete the plan must have beer?
initiated. Further, the asset (or disposal
group) must be actively marketed for
sale at a price that is reasonable in
relation to its current fair value. In
addition, the sale should be expected

recovered principally
*contractual rights under insurancecontinuing use.
contracts as defined in IFRS 4Held for sale classification

® the asset must be currently markete

through Subsidiaries Held for Disposal
IFRS 5 applies to accounting for an
investment in a subsidiary for which
The conditions for a non-currentcontrol is intended to be temporary

asset or disposal group to be classifiedecause the subsidiary was acquired

and is held exclusively with a view to
the management must be committedfs subsequent disposal in the near
to a plan to selling the assets future. For such a subsidiary, if it is
an active programme to locate d'ghly probable that the sale will be
buyer must be initiated completed within 12 months then the
the assets must be available fc)Parentshould account for its investment
immediate sale in their presentm the subsidiary under IFRS 5 as an
o . . asset held for sale, rather than
condition and its sale must be h'ghlyconsolidate it under IAS 27

probable onsolidated and Separate Financial

tivel i | . that i tatements
actively a .a sag prlcg at s However, IAS 27 still requires that
reasonable in relation to its current

tair value if a subsidiary that had previously been
consolidated is now being held for sale,

the sale should be completed, Ofng parent must continue to consolidate

expected to be so, within a yeargch a subsidiary until it is actually

from the date of the classmcatlondisposed of. It is not excluded from

as held for sale (subject to limited¢onsolidation and reported as an asset

exceptions), and held for sale under IFRS 5.

the actions required to complete th@easurement of non-current assets

planned sale will have been madewhich are held for sale

and it is unlikely that the plan will The following principles apply:

b?h significantly changed or At the time of classification as
withdrawn. _ held for sale.Immediately before the
The assets need to be disposed @fjtial classification of a non-current

to qualify for recognition as a through sale. Therefore, operations thaisset (disposal group) as held for sale,
completed sale within one year from theare expected to be wound down Othe carrying amount of the asset will
date of classification, except asabandoned would not meet thepe measured in accordance with

permitted by paragraph 9, and actiongefinition (but may be classified asapplicable

IFRSs. Resulting

required to complete the plan shouldliscontinued once abandoned). It i;djustments are also recognised in
indicate that it is unlikely that possible that the sale may not baccordance with applicable IFRSs.

significant changes to the plan will becompleted within one year, but the

After classification as held for

made or that the plan will be WithdraWn.deIay eﬁeCtiVely must be caused b)SaJe_ When a non-current asset (Or
A component of an entity comprisesevents beyond the entity’s control andiisposal group) are classified as held
operations and cash flows that can bthe entity must still be committed tofor sale, they are measured at the lower

clearly distinguished, operationally andselling the asset.

for financial reporting purposes, from

of the carrying amount and fair value
A non-current asset (or disposaless cost to sell. If the sale is expected

the rest of the entity. In other words, ayroup) should be re-measured ino occur in over a year’s time, the entity
component of an entity will have beenaccordance with the applicable IFRShould measure the cost to sell at its
a cash-generating unit or a group ofmmediately before it is reclassified agpresent value, and any increase due to
cash-generating units while being heldeld for sale. Gains and losses on redhe unwinding of the discount is

for use.

measurement are recognised imharged to profit or loss.

An entity shall not classify as heldaccordance with the relevant standard. |mpairment. Impairment must be

134
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considered both at the time of The key disclosure requirementdt will have been a cash-generating unit
classification as held for sale andnclude: (or group of cash-generating units) as
subsequently: Non-current assets classified as heldefined in IAS 36.

At the time of classification as for sale and the assets of a disposal An operation should be classified
held for sale. Immediately prior to group classified as held for sale musas discontinued at the earlier of the date
classifying an asset (or disposal groupbe disclosed separately from othethat the operation has been disposed of
as held for sale, measure and recognisssets in the balance sheet. and the date that it meets the criteria to
impairment in accordance with the The liabilities of a disposal group be classified as held for sale.
applicable IFRSs (generally IAS 16classified as held for sale must also b®isclosures - Discontinued
Property, Plant and EquipmentAS  disclosed separately from otherOperation
36, IAS 38Intangible Assetsand IAS  |iabilities in the balance sheet. In addition to the income statement
39). Any impairment loss on write-  apajysis of the major classes ofand cash flow statement presentations
down of the asset (or disposal groupyssets and liabilities that is classifiedioted above, the following disclosures
to fair value less costs to sell isyg peiq for sale must be disclosed ofire required:
recognised in profit or loss unless thne tace of the balance sheet or in the *Adjustments made in the current

asset had been measured at revalugghioq period to amounts disclosed as a

amount under IAS 16 or IAS 38, in .~ o o arising on discontinued operation in prior periods

which case the impairment is treated as e . ;
P feclassification or subsequentmust be separately disclosed.

ubseauent ncrease i fa vajue le<JeASUTemeNt of a non-current asset “If an entity ceases to classify a
costs to sell is also recognised in profiflass'ﬂed SRS component as held for.sale, the results
or loss, but not in excess of the There are also several othepfthgtcom_ponentprewo_uslypresented
cumulative impairment loss already@dditional discloses required, including™ discontinued operations must be
recognised on the asset either i description of the non-current assetieclassified and included in income
accordance with IERS 5 or IAS 36.  Of a disposal group classified as heldrom continuing operations for all
After classification as held for OF sale and the reason forPeriods presented. .
sale. Calculate any impairment loss'éclassification, a description of the The additional disclosure
based on the difference between th{ACts @nd circumstances surroundingequirements  of - discontinued
adjusted carrying amounts of the assef/'¢ Salé, and the expected manner arqperatmns.lnclude. ,
disposal group and fair value less costiiming of that disposal. *apalysm of the post-tax profit or
to sell. Any impairment loss that arises2€finition of a Discontinued loss into revenue, expenses, pre-tax
by using the measurement principles iPperation profit or loss, and the related income
IFRS 5 must be recognised in profitor  The definition of a discontinued X expense; .
loss, even for assets previously carrie@peration is very much the same as the *the gain or loss recognised on re-
at revalued amounts. definition of a discontinuing operation measurement to fair value less costs to
Assets carried at fair value prior 1N IAS 35. IFRS 5 states that asell or on disposal, and the related
to initial classification. Eor such discontinued operation is considered a§icome tax expense,
assets, the requirement to deduct cosfscomponent of an entity that either has  *net cash flows attributable to
to sell from fair value will result in an P€en disposed of or is classified as heldperating, investing and financing
immediate charge to profit or loss. ~ for sale, and activities;
Subsequent increases in fair *_represents a separateT major line of *assets held for sale separately from
value. A gain for any subsequentbus'n?SS or geographical area odll other assets; and
increase in fair value less costs to seffPerations, *liabilities of a disposal group held
of an asset can be recognised in the *is part of a single co-ordinated planfor sale separately from all other
profit or loss to the extent that it is nott© dispose of a separate major line ofiabilities.
in excess of the cumulative impairmenfusiness or geographical area opresentation - Discontinued
loss that has been recognised iPerations, or Operation
accordance with IFRS 5 or previously *is a subsidiary acquired |ncome statement presentation.
in accordance with IAS 36. exclusively with a view to resale.  The total of the post-tax profit or loss
Disclosure — non-current assets It may be a subsidiary, or a majorof the discontinued operation, and the
held for sale line of business or geographical aregpost-tax gain or loss recognised on the
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measurement to fair value less cost tentity has actually disposed of themanagement, should be in place, and
sell or fair value adjustments on theoperation; active steps being taken to find a buyer
disposal of the assets (or disposal *A requirement to show the resultsand conclude the sale;
group) should be presented as a singlsf discontinued operations separately c) the asset (or disposal group)
amount on the face of the incomepn the face of the income statemenshould be marketed for sale at a price
statement. Detailed disclosure ofwhich is optional under IAS 35; that is reasonable relative to its fair
revenue, expenses, pre-tax profit or A prohibition of retroactive value, and the sale is expected to be
loss, and the related income tax expensgassification of an operation asconcluded within one year at that price,
is required either in the notes or on thgjiscontinued when the criteria for thatlthough a period of more than one year
face of the income statement. If this;|assification are not met until after thedoes not preclude carrying the asset as
information is presented on the face ofgjance sheet date but before thgvailable for sale provided that the
the income statement, then thejnancial statements are authorised fogvents that cause the extension are
information should be separatelyjssyance. outside the entity’s control; and
disclosed from that of continuing g¢active Date and Transition d) if changes in circumstances mean
operations.Such detailed disclosures | -po o . applicable prospectivelythat the classification criteria are no
must cover both the current and all prio%or annual periods beginning on or aftefonger met, the entity should
periods presented in the financial) January 2005, with earlier applicatioiMmediately cease to classify the asset
statements. _ encouraged provided the valuations antPr disposal group) as available for sale.
Cash flow statement presentation. oo information needed to apply thdJnder FRS 3 operations could be
As regards the presentation in the Casg}andard were obtained at the time thdgcognised as discontinued if the sale
flow statement, the net cash flowsy,q \FRg 5 criteria were originally met. Or termination had been completed after
attributable to the operating, investing, o.,q of FRS 1, a first time adopterthe balance sheet date, but no later than
and financing activities of the apply IFRS 5 retrospectivelythree months of the balance sheet date
discontinued operation should be << transition date is prior to 107 the date on which the financial
separately shown on the face of the caslj‘l1anuary 2005 in which case thestatements were approved, whichever
flow statement or disclosed in the notesrransitional provisions apply. was the earlier. This need not be the
No retroactive classification. Comparison with UK GAAP case under IFRS 5, where the sale needs
Retroactive classification as a Under both FRS ®Reporting to be completed normally within one

discontinued operation where the year of the asset or disposal group

. . o inancial Performancand IFR h . ;
discontinued criteria are met after th{ct?vi?igs tiaot a?e C::]éjin rsnﬁstt ebebecommg available for resale.
balance sheet date is prohibited b 9

IFRS 5 gignificant to be classed as discontinued FRS 3 requires full information to
. operations. FRS 3 requires that the?e given about discontinued operations
Key Changes from IAS 35 must have a material effect on thdfor example, turnover, costs of sales

While IFRS 5 supersede§ IAS 35nature and focus of the reportingand net operating expenses) in.the profit
the actual amendments are limited to:entity’s operations and a material@nd loss account. IFRS 5 requires only

* The introduction of the term “a reduction in its operating facilities, the profit from discontinued operations
component of an entity”, which is whereas IFRS 5 states that the activitie® be shown on the face of the income
defined as a cash generating unit or must represent a separate, major lingtatement (after profit from continuing
group of cash generating units; of business or geographical area ofperations), with appropriate analysis

*A change in the timing of the operations. given in the notes.
classification of an operation as The classification criteria for a  There are no specific requirements
discontinued. IAS 35 classified andiscontinued operation under IFRS 5n UK GAAP (FRS 15Tangible fixed
operation as discontinuing at the earlieprecludes recognising an operation aassets for example) to disclose
of (i) the entity entering into a binding discontinued where those criteria weraeparately on the balance sheet assets
sales agreement and (ii) the board ofiot met at the balance sheet date. Theeld for sale, although some argue that
directors approving and announcing &riteria, which are the same as those fahey should be disclosed as a separate
formal disposal plan. Under the newecognising any other asset as held fafategory within fixed assets. Others

standard, an operation shall besale, include: consider that assets no longer held for
classified as discontinued at the date the a) the asset or disposal group isise should be reclassified as current
operation meets the criteria to beavailable for immediate sale; assets or as current asset investments.

classified as held for sale or when the b) an active plan, supported bylf the former, the asset will be carried
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at the lower of cost or net realisable andnonths) of the acquisition date. If theas held for sale are no longer met, then
if the latter, can be carried at valuationcriteria for classifying a non-currentthe asset or disposal group ceases to be
IFRS 5 requires the assets and liabilitiegsset as held for sale occur after thkeld for sale. In this case, it should be
to be disclosed separately: as addition&lalance sheet date, then the non-currenéllued at the lower of the carrying
lines after sub-totals of other curren@sset should not be shown as held famount before the asset or disposal
assets and current liabilities.sale but disclosure of the fact shouldjyroup was classified as held for sale (as
Additionally, if any amounts relating to be made. adjusted for any subsequent
the assets have been taken direct to If an entity is winding up operationsdepreciation, amortisation or re-
equity, then a separate line needs to b& ‘abandoning’ assets, then thes&aluation), and its recoverable amount
shown in the equity section of theassets do not meet the definition of helat the date of the decision not to sell.
balance sheet disclosing that amountfor sale. However, a disposal group thafny adjustment to the value should be
Other key points is to be abandoned may meet thehown in income from continuing
Entities often acquire non-currentdéefinition of a discontinued activity. operations for the period.
assets exclusively with a view toAPandonment means that the non€onclusion
disposal. Such a non-current asset wifurrent asset has been used to the end This |ASB/FASB convergence
be classified as held for sale at the datef itS economic life or the disposalinjtiative leads to high quality
of the acquisition only if it is anticipated 9ruP Will be closed rather than sold accounting solutions in accounting for
that it will be sold within the one-year !f the asset is temporarily not beingassets held for sale, the timing of the
period, and it is highly probable thatUSed: itis notdeemed to be abandoneghcognition of discontinued operations
the held for sale criteria will be metChange of plans and the presentation of those
within a short period (normally three  If criteria for an asset to be classifiedoperationd

Contd. from Page 13~

® Competitive advantagecreated by composed of several distinct entitiesThe Bottom Line
gaining insight into the key drivers  in the form of business units, Organizations are becoming
that affect performance, both at an  functions, processes and groups, aimcreasingly dependant on IT systems
organizational as well as a process  effective Performance Managemenaind system-based sources of
level. System needs to remain relevant anformation. Management teams often
Challenges the level of these entities and yefind it difficult to rely on the traditional
Organizations have to overcome integrate into a unified system formethods of reviewing reports to run the
certain challenges before realizing the the enterprise. Further, as business. The success of an organization
benefits of an effective Performance  performance Management Systemds increasingly becoming dependant on
Management System. Some of the key need to be aligned to the specifidtS ability to adapt and make decisions
challenges are listed below. goals of each organization, there jwith speed. In this regard, Performance
® Lack of Top Management no ‘Off-the-shelf solution that can M@nagement Systems harness the
support: The key to any system be easily purchased and deployedpower of data and help.buﬂ'd competitive
deployrpentla'\ctl'wty is the “Tone-at- Selection of the right-fit IT tools: advantqge for the organization.
the-top’. Initiatives that lack the IT tools that support Performance Projects to deploy Performance
support and involvement of the Top . .~ Management Systems require focused
Management typically end up in Management are 'avallable N Fnitiatives along multiple fronts. They
generating little or no impact to the varlety of.capabllltles and costs. ay involve considerable investments
organization as a whole. Organizations need make Cafefum terms of time, effort and money.
e Change ManagementDeploying decisions to ensure that the nevgrther, careful planning and
a Performance Management 0OIs are compatible with existing consideration of risks is absolutely vital
System could involve significant | Systems and derive the requiredg the success of these projects.
changes from the existing returnon investment. Nevertheless, these initiatives have
philosophies and methods of® ObsolescenceAs the business the potential to yield significant long-
management. Procedures to environmentis rapidly evolving, the term returns by building competitive
effectively manage the change and systems face the risk ofadvantage. Soon this competitive
create acceptance for the new obsolescence if they cannot keemdvantage may cease to be a
system are vital. pace with the changes and staylifferentiator and even evolve into a
e Complexity: Since enterprises are  relevant. baseline requirement.
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evaluation expenditures, i.e. to
I F RS 6 expenditures incurred by an entity in
connection with the exploration for and
= evaluation of mineral resources
EXp I O ratl O n fo r an d (including minerals, oil, natural gas and
similar non-regenerative resources)
. . before the technical feasibility and
Eval u atl O n Of M I n e ral commercial viability of extracting a
mineral resource are demonstrable.
ffected activities include the search
Resou rceS_A Closer LOO r mineral resources, as well as the
determination of the technical
feasibility and commercial viability of

K.S.Muthupandian* extracting those resources.
The following are specifically
I n the absence of a globaland complete its work by the 2005excluded from the scope of IFRS 6:

accounting standard dealingdeadline for the introduction of IFRSs ¢ Expenditures incurred before the

specifically with extractive in many jurisdictions. At the urging of entity has obtained legal rights to
activities (mining and oil and gas), thesome of our partner national standard- explore in a specific area; and
International Accounting Standardssetters and other interested parties, thg
Committee (IASC) published the Issue3ASB has developed IFRS 6 to provide
Paper Extractive Industriesin some initial guidance on accounting for
November 2000. The Internationalsome extractive activities without
Accounting Standards Board (IASB)imposing significant costs on those _
carried over the Project on extractiveindustries in advance of completing thd2€finition of Exploration for and
industries from its predecessofarger project. Although the Evaluation of Mineral Resources
organization IASC on 1 April 2001. requirements are not mandatory until Exploration for and evaluation of
The IASB, on 16 January 2004, issue¢006, entities wishing to adopt IFRS 6mineral resources is the search for
Exposure Draft ED @&xploration for early are encouraged to do so, and thaineral resources, including minerals,
and Evaluation of Mineral Resources standard contains special transitionabil, natural gas and similar non-
Following comments received on EDprovisions for that purpose.” regenerative resources after the entity
6, IASB on 9 December 2004, issuedhyyq tiye has obtained legal rights to explore in

International Financial Reporting L . a specific area, as well as the
Standard (IFRS) Exploration for and ThepubllcatlonofIFRSGprowdes,determination of the technical

Evaluation of Mineral ResourcagRs  for the first time, guidance on i o viahil
6 is shorter than manyrecentstandaro%ccounting for exploration andfea3|bll|tyand commercial viability of

running to a mere 27 paragraph&valuation expenditures, including the®!racting the mineral resource.

excluding appendices. recognition of exploration and Requirements
Introducing IFRS 6, Sir David evaluation assets, and completes thehe IFRS 6:
T : o . first step in the IASB’s project to ; o
weedie, |IASB Chairman, said: (a) Permits entities to develop an

Developing a widely respectedaCh'?Ve the con\t/_ergence tqf W'O:(elyaccounting policy for exploration and
accounting standard that addresses ty&rying accounting practices for

tract tivit 4 th i evaluation assets without specifically
many complex practical and conceptu xtractive activities around the wor ‘considering the requirements of

problems in the accounting for he opjectlv'e of IFRS 6 IS to SpeC'fyparagraphs 11 and 12 of IAS 8
extractiveactivitiesisaconcernforthethe fma_nual reporting for the Accounting Policies, Changes in
IASB. However, the Board could not&XPloration for and evaluation of 5. nting Estimates and Errars

consider and reach an informednineral resources. The.prmmpaIThUS’ entities adopting IFRS 6 may
conclusion on all issues and viewpointQPiective of IFRS 6 is to limit the need ., i1 16 15 yse the accounting policies

for entities to change their existing o . X
* ; . L : lied immediatel for in
M.Com., AICWA and Member of Tamil accounting policies for exploration and:.PP ed ediately before adopting

Expenditures incurred after the
technical feasibility and commercial
viability of extracting a mineral
resource are demonstrable.

Nadu State Treasuries and Accounts Segyajuation assets the IFRS provided that such policies
vice, presently working as Treasury Officer, ' result in information that is relevant and
Ramanathapuram District, Tamil Nadu.SCOPe reliable. This includes continuing to use
Email: ksmuthupandian@yahoo.co.in IFRS 6 applies to exploration andrecognition and measurement practices
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that are part of those accountingliscovery. If a discovery is not madepolicies are followed by entities
policies. the expenditure is charged as amengaged in the exploration for and
(b) Requires entities recognisingéXPense. However, some companiesvaluation of mineral resources —
exploration and evaluation assets thave used the ‘full cost’ approach ranging from deferring on the balance
perform an impairment test on thosevhere all costs are capitalised. Withousheet nearly all exploration and
assets when facts and circumstancd§ERS 6, many entities would have hadevaluation expenditures, to recognising
suggest that the carrying amount of th&® change their practice of accountingll such expenditures in profit or loss
assets may exceed their recoverabf®r these costs. It would have forcedas incurred. IFRS 6 does not require or
amount. them to fall back to the IASB prohibit any specific accounting
Framework, or to standards issued bpolicies for the recognition and
impairment in respect of such assetgheir respective national standardneasurlement of exploration and
from that in IAS 36lmpairment of Setters. evaluation assets. Rather, IFRS 6

Assetdbut measures the impairmentin _IFRS 6 makes limited changes td?€rMits entities to continue to use their
accordance with 1AS 36 once aneXisting practice. This means that th&€Xisting accounting policies, provided
impairment is identified. fundamental principal of capitalisationthat they comply with the requirements
of exploration costs, used by theof paragraph 10 of IAS 8 —i.e. that they
majority of mining entitiesy still result in information that is relevant to
! aue “remains. A principal purpose of thethe economic dec.|5|on-.mak|ng needg of
the amounts r'e'cogi‘nsedi;n Its f'Panqla[FRS is to specify the circumstances iriSers, and that is reliable. An entity
statements arising from the exploration ., "o vities should test explorationaccounts for its exploration and

for and evaluation of mineral resources i . ) ; ; ; ;
and evaluation costs for impairment€valuation expenditure either in

(c¢) Varies the recognition of

(d) Requires disclosure of
information that identifies and explains

including and when to require disclosure ofccordance with the IASB Framework
(i) its accounting policies for jnformation about such assets. or with the exemption permitted by
exploration and evaluation IFRS 6. This allows an entity to apply

The costs capitalised under the ; . :
an accounting policy for exploration

Eramework definition of an assetand evaluation assets which is relevant
(ii) the amounts of assets, liabilities . _and reliable, even though the policy

. e ‘because, for example, the cap|ta||sat|oH1 : : .

income and expense and operating and;i . ; ay not be in full compliance with the

: : - iteria followed might not require the | A o5 Framework

investing cash flows arising from theyemonstration of probable future o .

explor?tlon for and evaluation of economic benefits. IFRS 6 therefore The_cnt_enato be used to o!etermlne

mineral iesourc.:e-s. deems these costs to be assetl @ pollqy is reIevanrt] alréd r;alllzglesar:

Accounting policies Exploration and evaluation expenditure®®t Ot In paragraph 10 o :

IFRS 6 is an interim standard, ancmight therefore be capitalised earlieP®liCy must:
is a short-term solution to the problenthan would otherwise be the case under *be relevant to the decision-making
of accounting for the exploration andthe IASB Framework. needs of users
evaluation of mineral resource assetsse|ection of Accounting Policies *provide a faithful representation

There was a lack of guidance prior to IFRS 6 allows entities using quite *reflect the economic substance

IFR nd where national standards. . -
S 6, and where national standard ifferent accounting policies to all ~ *be neutral (free from bias),

did exist, the accounting practices wer lai dh ‘0 the stand q q |
diverse, and a number were use§l@im adherences to the stan ardprudent, and complete.

throughout the world to account for the€ ffectively exempting them from  paragraphs 11 and 12 of IAS 8
costs involved in exploration and@PPlying the IASB Framework. Thisisspecify the various sources of
extraction. These included capitalisingsMilar to IFRS 4lnsurance Contracts aythoritative requirements and
the costs, or writing them off in the It Was argued that some entities argyidance that should generally be

same way as research expenses.  created just to carry out explorationconsidered in developing an accounting

Most of the major entities in this and once this is complete, they sell thgolicy for an item if no IFRS

sector use the ‘successful efforts/19Nts tothe minerals found. Ifthe IASB specifically applies. There had been
method, where the costs incurred irj.'@mework or IAS 36 was applied toconcern that requiring entities to apply
finding, acquiring, and developing these entltlgs, then no assets would ev@tipse paragraphs when assessing their
reserves are capitalised on a ‘field by?€ '€cognised. The 1ASB accepte@xisting accounting policies for
field” basis. On discovery of a these arguments and therefore issuagkploration and evaluation assets would
commercially-viable mineral reserve,!FRS 6. highlight areas of uncertainty. To avoid
the capitalised costs are allocated tothe A wide variety of accounting the potential costs and disruption that

expenditures including the recognition

of exploration and evaluation assets. IFRS might not meet the IASB
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such uncertainties could cause, IFRS Bssets to be measured at cost atthey have obtained the legal right to
grants a temporary exemption fromrecognition explore a specific area and must stop
applying paragraphs 11 and 12 of IAS  when they are first recognised in@PPlying it once technical feasibility
8 until the Board addresses these issuge balance sheet, exploration an@nd commercial viability have been
as part of a comprehensive project. evaluation assets are required to b@stablished. Thus costs incurred before

Changes in accounting policies measured at cost. The expenditures @) exploration licence, or similar, has

Entities may change their P€ included in the cost of such assetdeen obtained should be written off to
accounting policies for exploration andd'e determ.med by the eqtlty asa mattége proflt gnd Iosg account as mqurred.
evaluation expenditures if the chang&@ accounting policy, which should be epreciation and amortisation Is not

makes the financial statements mor@PPlied consistently. In making thiscalculated for the assets because the

relevant to the economic decision—determination' the entity shouldeconomic benefits that the as_sets
making needs of users and no IesgonSider the degree to which thdepresent are not consumed until the

expenditures can be associated witRroduction phase.

reliable, or more reliable and no Iessf. ) . .
; ~Jinding specific mineral resources.  Impairment
relevant to those needs, judged using

the criteria in IAS 8. Changes made to Where an entity incurs obligations ~ Where the facts and circumstances
an entity’s accounting policy for for removal and restoration as andicate that exploration and evaluation
exploration and extraction assets caRonsequence of having undertaken theosts exceed their recoverable amount
only be made if the result is closer tg®XPloration for and evaluation of they should be tested for impairment.
the principles of the IASB Framework. mineral resources, those obligations arndications of impairment include the
. . recognised in accordance with theperiod for which the entity has the right
The adoption of .“:RS 6 wil not requirements of IAS 3Provisions, to carry out exploration activities
genera!ly re?‘%” in changes' MNcontingent Liabilities and Contingentcoming to an end, costs going over
accounting policies for the recognition

and measurement of exploration anaAssets budget without the additional
evaluation assets Whepre an emit;ubsequent measurement expenditure being planned, the

: i i Unlike the exposure draft. the II:deiscontinuance of activities in an area
voluntarily changes its accountmng does not specificall 'excludel! @n indication that the capitalised
policies to improve the relevance o 0es not sp y costs exceed the estimated recoverable
reliability of the financial information administration or other general costs, .- "
provided in respect of such assets, thefyhere these costs relate directly to the B ¢ the difficulty i
the general principles of IAS 8 apply.exploration and evaluation activity. 2€Cause of the difhiculty in

. S When first ised in the bal epbtalnlng the information necessary to

Therefore, such changes in accountingVhen first recognised in the balanc timate futur h flows from
policies should be applied sheet, exploration and evaluation assefS!Mate future cash Tows 1ro

. o . xploration and evaluation assets, IFRS
retrospectively, unless it isare measured using the cost mode o
. : - o . modifies the rules of IAS 36 as
impracticable to do so. After original recognition, entities can reqards the circumstances in which
apply either the cost model or the gh ¢ red to b d
revaluation model to exploration ang>Uch assets are required o be assesse

evaluation assets. Where th for impairment. A detailed impairment

exploration and evaluation costs
Entities must develop a policy for o\ a1ation model is selected, the ruleieSt is required in two circumstances:

the capitalisation of exploration andy¢ |as 16 Property, Plant and ® When the technical feasibility and
evaluation costs and apply itEquipmentare app“ed to exp|orati0n commercial Vlablllty of eXtraCting
consistently. IFRS 6 lists the foIIowingand evaluation assets classified as @ mineral resource become
as examples of expenditures that mighy, ipje assets, and the rules of IAS 38 demonstrable, at which point the
be included in the initial measurement . nqiple Assetare applied to those  asset falls outside the scope of IFRS
of exploration and evaluation assetg,ssified as intangible assets. 6 and is reclassified in the financial

(the list is not exhaustive): . . statements; and
R .  riahts t lore: Both these require valuations to be )
acquisition of rights to explore; Rased on fair value by reference to th® When facts and circumstances

topographical, geological, geochemicap, 5 et and thus reliable valuations may Suggest that the asset’s carrying
and geophysical studies; be difficult to determine. In practice amount may exceed its recoverable

*exploratory drilling; trenching; this means it will be rare for assets to &mount.
sampling; and activities in relation tobe recognised at anything other than As this type of asset does not
evaluating the technical feasibility andcost. There are some restrictions on thgenerate cash inflows, it is tested for
commercial viability of extracting a capitalisation of costs to the extent thatmpairment as part of a larger group of
mineral resource. entities can only apply IFRS 6 onceassets. An entity should determine an

Costs which may be treated as
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accounting policy for allocating thesereports its assets by country it coulde classified as intangible assets.
assets to groups of cash generating unigssess impairment on a countrywid&ubsequent costs incurred during the
(CGUs) and apply that policy basis. However, the IFRS 6 does no¢xploration and evaluation phase
consistently. When such circumstanceqreclude the use of a smallershould be capitalised in accordance
or similar circumstances, arise, theédentifiable group of assets. with this same policy. Basically, the
entity is required to assess the affected |FRS 6 includes the following €ntity can retain the accumulated cost
assets for impairment in accordanc@yamples of “facts and circumstances®s an exploration asset until there is
with IAS 36, subject to special that may indicate that an entity shoulcdufficient information to determine
requirements with respect to the levelest exploration and evaluation asset@hether there will be commercial cash
at which impairment is assessed. IFR§ impairment (the list is not flows or not. However, where a
6 allows a greater degree of flexibility exhaustive): tangible asset is used in carrying out
as regards the level at which the . . . exploration activities it should be
. . ® the period for which the entity has . . -
impairment assessment should be . . .._depreciated with the depreciation

. the right to explore in the specific o . .
performed. The allocation of : : : &apltallsed as part of the intangible

. . area has expired during the perio :
exploration and evaluation assets to : o exploration cost asset (rather than
X or will expire in the near future, and o

CGUs, or groups of units, for the . . merely not depreciating the asset).

. is not expected to be renewed,; ) .
purpose of assessing such assets for bstanti dit further. ©ONCe the technical and commercial
impairment can be determined as 2 Z‘)J( Iso?e?tilc\)/r? fo)ingdl:c;sgtig; Oefzrfeasibility of extracting a mineral
matter of accounting policy by P : . resource has been demonstrated, the
individual entities. The only limitation mlnera.ll resources In the Specmcassets fall outside IFRS 6 and are
specified is that each CGU, or group area 1S neither budgeted nof | ssified according to other IFRSs.
of units, to which an exploration and ~ planned; Before reclassification, the assets
evaluation asset is allocated for this exploration for and evaluation of should be tested for impairment.
purpose should not be larger than an mineral resources in the specificycosure
operating segment determmgd In area have not led to the discovery Exolorati d devel
accordance with IFRS ®perating of commercially viable quantities of xp orat_|0r|1_ and evel op.rpe(;\t costs
Segments mineral resources, and the entity hagﬂ'artr arr](te caplt? Iisrstharf) cla§5| 1€ hastnorr]{d

IAS 36 specifies thata CGU is the  decided to discontinue SUCthoSId S:Ssesarat:I 2i§cl((:)eszdeoen, tar‘1e
smallest unit for which independent  activities in the specific area; and P y

. - . o : o face of the balance sheet and
cash flows can be identified. Withoute - sufficient data exist to indicate that,gistinguished from production assets
this exemption, it could mean that each '

TS . . although a development in theyyhere material. The classification as
individual extraction unit (such as an  gpecific area is likely to proceed, thetangible' or ‘intangible’, established

oil rig) would be treated as a CGU.  carrying amount of the exploration gy ring the exploration phase, should be
IFRS 6 therefore also gives some  anq evaluation asset is unlikely tocontinued through to the de\,/elopment
flexibility when defining a CGU. be recovered in full from successfuland production phases. Details of the

Exploration and evaluation assets development or by sale. amounts capitalised, and the amounts

fsha;ll bedas'sessecti for impairme?:r‘l’vt‘tehﬁresentation recognised as an expense from exploration,

acts and circumstances suggest that the , . L

carrying amount of an expl?)?ation an The nature of a cost should dnvedevelopment, and production activities,
ow an asset is classified. Recognise®ould be disclosed.

evaluation asset may exceed it ; : .
recoverable amount. When facts an(gxploratlon an'd' evalugtlon assets Where r('alevant., entities are
circumstances suggest that the carryin o_uld be_ classified as either tanmblgeqwrgd to dlsclose_lnformatlon that
amount exceeds the recoverabl@' intangible assets under IFRS 6identifies and explains the amounts
amount, an entity shall measure, prese'l..?txar.nples of assets to'be cIassifigq asepqgnised in theirfinancia}l statements
and disclose any resulting impairmenf?‘”g'ble as;ets are vehplgs and qlnllm@rlsmg from the. exploration for and
loss in accordance with IAS 36. Infigs. Intangible assets will include itemsevaluation of mineral resources. To
considering whether an asset has bed&tch as drilling rights. The drilling costscomply with this requirement, the

impaired entities should group asset¥/ould normally be treated as intangibléefollowing should be disclosed:

by reference to cash generating unit¢/hereas the cost of plant acquired t@ the entity’s accounting policies for
and segmental reporting with nocarry out the drilling would normally  exploration and evaluation
aggregated group of assets being largb€ a tangible asset. expenditures, including the
than a segmental unit (as defined in Assets recognised in respect of recognition of exploration and
other 1AS). For example if an entity licences and surveys should therefore evaluation assets; and
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o the amounts of assets, liabilities disclose that fact and, if estimable, théefore 1 January 2006 and (b) applies
income and expenses and operatingxpected impact in the period of initialFRS 6 before that date.
and investing cash flows arisingapplication. Some constituents raised a concern
from the exploration for and fjrst time adoption that the wording of the exemption did
evaluation of mineral resources. IFRS 1 First-time Adoption of not properly convey the IASB's
The amount of exploration and|nternational Financial Reporting intention, which was to exempt such
evaluation assets will be treated as &tandardshas been amended forentities from the requirement to provide
separate class of assets for disclosuggities adopting IFRSs for the first timecomparative information for IFRS 6 in
purposes. The disclosures required biyefore 1 January 2006 and choosing tthe first year of application.
either IAS 16 or IAS 38 should beadopt IFRS 6 before 1 January 2006. Given the concern, the IASB
made, consistent with how the asset§ch entities need not present thgecided to amend IFRS 1 and the Basis
are classified. disclosures required by IFRS 6 forfor Conclusions on IFRS 6 to clarify
The IFRS 6 notes that there has beetomparative periods in their first IFRSthat such entities are not only exempt
a lack of authoritative internationalfinancial statements. This exemption i$yom providing comparative
guidance in relation to mineral resourcenot available for entities adoptinggisclosures, but also exempt from the
assets and that where national standart/SRSs for the first time on or after lrecognition and measurement
do exist accounting practices requiredanuary 2006. requirements of IFRS 6 for the

by those standards are diverse. Otherwise, the requirements ofcomparative period.

Recognising this, the standard onffFRS 6 should be applied g,» May 2005, the IASB invited
makes limited changes to existingretrospectively by first-time adopters..omments on a proposed small
accounting practice. Consequently thé&lote that the exemption as regard%mendment to IFRS 6 and. as a
requirements of the IFRS 6 do notecognition of impairment for consequence, an amendment t,o IFRS
change the fundamental principal ofcomparative periods beginning beforel_ ’
capitalisation of exploration costs thatl January 2006 outlined in the previous )
has been applied for many years by theection does not apply to first-time ~ ©On 30 June 2005 the IASB issued
majority of mining exploration adopters. Therefore, for example@mendments to IFRS 1 and the Basis
companies. entities adopting IFRSs for the first timelor Conclusions on IFRS 6 to clarify
Treatment of evaluation and from 1 January 2005, and electing tf}ihaiﬁnfntt'iythaébfth (i)Jadopts IgOROSESS
exploration assets on acquisition ~ 2dopt IFRS 6 before its effective dateéonr q (E) ';S IlirgleeRgr% be]fj(l)nrgatl%t date

The IFRS doesn't give any furtherShOUId apply _the —impairment PP

d N gequirements of IFRS 6 retrospectivelyS exempted not only from providing
guidance on the treatment of .. "o .0 i ncition. comparative prior-period disclosures

exploration and evaluation costs on but also from applving the recoanition
isiti i ost-issue Developments in IFRS 6 pplyIng 9
acquisition other than cross referring td” p and measurement requirements of IFRS

IFRS 3Business Combination$his Amendments to the standards for gin the prior comparative period.
requires a lower “standard of proof”first-time adopters of IFRSs and for
than existing UK standards for theexploration and evaluation
allocation of fair values to intangible expenditures
assets and sugggsts that, in fut.u.relz, the Atits April 2005 meeting, the IASB
amo.unt of goodvy!ll on the a?qu's't'ondiscussed a proposed technica
of mineral acquisition costs will reduce.cgorrection to IFRS 1 to give effect to .
Effective Date and Transition the intent of the Board to provide reliefConclusion

IFRS 6 is effective for annual from restating comparative informationThe impact of IFRS has been felt
periods beginning on or after 1 Januaryrather than just producing comparativeextensively in the exploration industry.
2006, with earlier application disclosures). After some discussipn,thdFRS 6 is shifting the boundaries of
encouraged. If an entity applies [FRBoard concluded thaF IFRS_ 1 did notCGUs down to the level of the petrol
6 for a period beginning before 1correctly reflect the intention of the station or smallest group of retailing
January 2006, transitional relief isBoard and that the correction should bassets under IAS 36. IFRS 6 completes
available for some comparativemade. only the initial phase of the IASB’s
disclosures and that fact should be IFRS lprovided an exemption from project on extractive activities. It seeks
disclosed. For entities that chose to waithe requirement to provide comparativd0o increase transparency by requiring
until 1 January 2006 to adopt thedisclosures for IFRS ® an entity that improved disclosures for exploration
Standard, IAS 8 requires the entity tdooth (a) adopts IFRSs for the first timeand evaluation assets.

The amendments clarify the IASB’s

intentions with respect to an exemption
provided to first-time adopters of IFRSs
ho choose to adopt IFRS 6 before 1
anuary 2006.
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Cost Control & Cost Management

A I - f O t / According to Strategic Review 2006 of
n a. yS I S O n SI e Nasscom, IT-ITES sector is expected
to contribute to 4.8 per cent of GDP in

Oﬁs h O re COSt CO ntro I FYO06. Indian IT industry has grown in

an unmatched fashion, but now it is

" . faci tition f Asi
Model for Indian IT Majors caunies. - cins. - Sngapore
Philippines to name a few.

IT Sector companies is onsite/offshore model, which has enabled these pIaygEé%}]arp growth of Indian IT mdus_try
. . . I . . S driven by Onsite/Offshore (Hybrid)
provide the world class services at highly competitive prices. This paper seeks {0 )
. . . elivery Model. In this Model, the
analyze the cost structure of Indian IT majors TCS, Wipro Technologies, an : : L
tsourcing work is distributed

Infosys to capture significant trends in quarterly analysis for financial year 2005~ X L )

06 to analyse onsite/offshore cost control model for Indian IT majors. The p fveen the service provider's onsite
also attempts to quantify the benefits of much talked about Onsite/Offshore M&88fe" and the offshore development
The offshore cost per person hour is found to be approximately four to five tiff4er- It is one of the most successful

One of the main reasons considered to be behind the immense success of

less than that incurred at onsite. and popular outsourcing models

employed today by many companies.
Dr. Gourav Vallabh* The distribution of work depends on the
Saurabh Mishra** type of project. Usually 20-30% of the

work is done by the onsite center and
the rest is done by the offshore

Introduction economy has increased by leaps ariéevelopment center.
G lobal competition in today’s so Pounds in recent years. All over theSuccess of this model has attracted IT

Anoop Bhatia***

called “Global Village”, where World, the share of service sector ircompanies in other countries to adopt

companies have no boundariedotal economy has increased, e.gthe model. Many multinationals arrived
to expand and operate, is forcingservice sector comprises approximatelin India and other South Asian
companies to continuously improve®4.1% of the India’'s GDP Also, countries to take the advantage of low
their operations. Worldwide deregulation of many services hasabour cost. Multinationals like
competition is forcing managers toincreased competition in the serviceAccenture, IBM too have setup
produce high-quality products andindustry. Due to the intense competitioroffshore centers and are currently
services, to provide excellent customet this sector, managers now need morgggressively pursuing expansion in
service, and to do so at the lowes@ccurate costinformation for planningindia. Now, since almost all the IT
possible cost. This new Competitivecontrolling, continuous improvement, companies are trying to adopt this
environment has increased the demarfnd decision making. Continuouslymodel, though in varying extent, to cut
of not only cost information but also ofgrowing and evolving service sectortheir costs, the competition for Indian

more accurate cost information. Cosflemands for relevant and innovativgT companies is rising.

information plays a vital role in COSt management information for CC. Facing stiff competition, Indian IT

reducing costs and improvingSignificance of Cost Analysis in companies are also striving to cut costs.
efficiency. Indian IT Industry But to decide what to eliminate due to
In today’s age, the importance ofitis well recognized that service sectofinancial reasons, we need to know how
service sector in economicisgrowing rapidly and India has shownmuch it costs. Accurate information
development is undisputable. Thepromising growth in this sector. Serviceabout current costs is crucial to take
impact of service sector on thesector, especially IT industry has playedusiness decisions related to cost
- a role of growth engine in Indian control. It is important to know the costs
"Professor (Finance), XLRI JamSheOIpur’economic boom. Currently, Indian ITincurred under different function to
CH Area (E), Jamshedpur . . . . . .
**Student, Business Management, xLRrjindustry (including ITES and judge whether the particular function
Jamshedpur, CH Area (E), Jamshedpur. hardware) stands at USD 28.4 billionor department is being efficiently
**Student, Business Management, XLRland is expected to grow at 28 % tananaged. Cost information about
Jamshedpur, CH Area (E), Jamshedpur. exceed USD 36 billion in FY 2005-06 different functions enable mangers to
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make good business trade-offs. ITare more or less the same acrosbechnologies, the onsite/offshore
companies, making their best attemptsompanies. For top level managementompensation cost ratio has been
to control costs, required to observe int may be tedious and most of the timenormalized with respect to effort (Refer
which function a particular company isinfeasible to keep track of such a largéo Appendix-1). It simply means that
spending more than its competitorsnumber of cost components. That igatio of onsite compensation cost per
These companies need to pay attentiowhy the need of broad categorizatiorperson time to offshore compensation
to strategically important function(s) of costs, specific to IT industries, wascost per person time has been assumed
having higher cost and seek how thdelt. Another big advantage of suchto be the same for all three companies.
other competitors are controlling thecategorization may be that it can The allocation of travel &
cost of the same function(s) efficiently.facilitate the comparison acrossconveyance cost into onsite and
Objectives of the Study companies in arelatively easier mannepffshore component is rather easy. The
So we segregated the cost in thgjrfare and the visa charges have been
following broad strategic heads aslubbed towards onsite expenses, while
mentioned in Table 1: other travel related expenses mainly
Quooting billing rates in terms of costrelated to Selling, General &
per person hour (e.g. INR per persop‘\dministl’ative expenses have been
hour) is the standard practice. It makeslassified into offshore component.
. therefore person hour as obvious choice The allocation of vendor, IT
To allocate and apportion individualtor cost ynit. Adding margins on costservices, occupancy and other cost
cost heads into their respectiveyer person hour computed would giveowards onsite and  offshore
onsite and offshore components. pjjing rate. components is done on the basis of
3) To CompUte cost per person hOUr, The basis on which onsite/oﬁshoreﬁffort, i.e., the person-month data.
overall as well as with respect t0,|,5cation and apportionment ofVendor cost is incurred due to
strategic cost heads along with the,5ioys cost heads has been done fitsourced work and therefore its
breakup into onsite and OffShoreeprained in table 2. For Infosys theallocation into onsite and offshore
components for cc purpose. onsite and the offshore compensatioﬁompone”ts is merely a symbolic
4) Capture the trends, if any, for lastcost (for software development aloneéExercise. The allocation of IT. servicgs
one year into above mentioned coste., excluding Selling and General &COStS and occupancy warrant into onsite

heads. Administrative expenses) as percentag!d Offshore components warrant data

It is important to note that our Of revenue is published. To distributett the facility level. That is not available

analysis does not include BPOthe total compensation cost into onsit@ublicly. Therefore, effort, the next best
operations of above mentionegand offshore components onsitepasis of allocation has been adopted.
companies. The reason behind it is thadffshore personnel cost ratio has beefinalysis

the cost structure of IT and ITeSassumed to remain the same. In absence The costs of TCS, Infosys, and
operations are generally quite differenof any such data for TCS and Wiprowipro under different strategic cost
and moreover focus of this analysis is

IT operations. Table 1: Components of Strategic cost heads

The study is focused on following
aspects.

1) To categorize various cost
components of IT majors into broad
cost heads which we from now on
will call as strategic cost heads.

2)

Methodology Strategic cost head Cost components
A company mentions several cost
components in its financial statements

Compensation Salaries, health insurance, provident fund, staff welfare

Many times the number of these[Travel & conveyance Overseas travel, visa charges, depreciation on vehicles
components runs into hundreds. Within
a particular industry, IT being no Vendor Technical sub-contractors (subsidiaries or others)

exception, the types of costs incurreg

IT Services Software packages, communication, telephone, computer
- - — maintenance, depreciation on computer equipments
er)lstry of Finance, http://indiabudget. Occupancy Rent, office maintenance, repairs, depreciation on plant &
nic.in/es2005-06/chapt2006/chap68.pdf machinery
2Indian IT Industry Fact Sheet, http:// |Others Consumables, donations, postages etc.

www.nasscom.in
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heads have been shown in Appendixeffshore employee ratio. TCS seems tmuch work as possible.
2. Compensation cost is the major cosave focus on bringing this ratio at par - Among the three companies, TCS
of any service industry, especiallywith its peers (refer to Appendix-3). has the lowest cost per person at onsite

knowledge based industry and ITisno A substantial decrease in thebut at the same time, the effort at onsite
exception. For all the top three Indiangontribution of compensation costis high. It means TCS has more
IT organizations, compensation cost I§owards total cost might be outcome obmployees at onsite but at lower cost
more than 60% of total cost. Travelpjg, per person. However, onsite cost per

cost, vendor cost, and IT services cost As shown in Table 3, compensatiorPerson hour of TCS went up by 15.7 %

are some other costs which vary from. st per person hour at offshore for TC&om Rs.1639 in Q1FY06 to Rs. 1896
6 to 8% of total cost.

_ is minimum. This is in spite of the factin Q4FY06. In contrast, onsite cost per
Compensation cost was found tQ5t TCS has more number ofPerson hour for Infosys and Wipro Tech

have taken up the largest pie of totalyperienced professionaldith the went up by just 4.3% and 2.1 %
cost for all the three companies. Thi§gyest atrition rate among its peerstespectively.

was expected as IT services businesgcg has heen successful in retaining  TCS offshore cost per person hour
is human resource centered. Them,oyees and thus saving on the cosbse by a huge 19.5 % from first to
compensation cost, being 1argestys pirjng new employees with higherfourth quarter of FY06 in comparison
becomes the most important cost heag, ;e nsation. Significantly lower to 5.5% for Wipro Tech. On the other
as far as cost control is concernedu

- 1 p tilization might be contributing hand, Infosys managed to contain its
a'sgggiceﬁ;ggi;e;g?cr:z;ag;;o%rcf%wards highest cost at offshore foloffshore cost very well.

ipro Tech (Refer Appendix-4). . P
three companies. It can be observed that P _ ( PP - )? As depicted in flgyre_Z, trgvel cost

total cost is showing decreasing trend As figures in table 4 boast of costcompared to that for Infosys and Wipro
for TCS and Wipro Technolgies. Oneeéfficiency of Onsite/Offshore Model, Tech. The possible reason for this could
of the reasons for this trend could béhe huge difference of costs betweehe that in TCS average duration of
the sustained increase in offshore efforonsite  and offshore justify theemployee stay at onsite is longer.
Out of the three companies TCS hagttempts of Indian organizations asfkeduced turnover time would drop the
always had significantly higher onsite/well as multinationals to offshore asairfare and visa costs substantially.

. . , Travel cost for TCS towards onsite
Table 2: Bases behind cost head allocation into onsite/offshore component%ipped substantially in second quarter

Cost head Basis of allocatior® apportionment of FY06 due to change in its policy.
. _ 'Gn_fOSyS _ (T)CS_ — ‘(/)Vipfo/ — Effective July 1, 2005 the payments to
ompensation cos|Given  compensatiot|Onsite/offshore nsite/offshore .
cost onsite/offshore as |compensation cost ratijcompensation cost employee$ deputed to the onsite were
%age of revenues for|given for Infosys|ratioc  given for revised toinclude overseas allowances.
software deVeIOpmer normalized (Appendix- Infosys normalized AS a result employee Compensatlon
alone. Tota|1) with respect to the |[(Appendix- 1)  with . ' d d busi
compensation cos|effort and then applied |respect to the effort costs |n'crease an Ove'rseas usiness
(incl. G&A) divided in |the ratio inthe same |and then applied the ~ expenditure decreased in the quarter
the same ratio. way as done fojratioin the same way ended September 31, 2005. Travel cost
Infosys. as done for Infosys. for Inf fl d a declini d
Travel & Onsite cost overseas |Onsite cost overseas |Onsite cost overseas Or_ niosys re ected a declining tren
conveyance travel exp + visa chargigsavel expenses Offsho|travel expenses while for Wipro and TCS, an upward
Offshore cost total cost total Offshore cost total trend.
travel cost - onsite cost|travel cost - onsite cost IT services costs comprises of soft-
travel cost - onsite cost ware & hardware expenses, communi-
. . _ cation expenses, depreciation on com-
Vendor Proportion of effort* Proportion of effort Proportion of effort P P .
IT Services,|Proportion of effort Proportion of effort Proportion of effort PUter expenses. \We have not differen-
Occupancy  anc tiated between IT services costs for off-
Others shore and onsite as first IT services cost
* published in operating metrics in quarterly financial results. This is usuallyat onsite are generally borne by clients.
person-month data. Secondly costs like communication
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expenses are for both onsite and offFigure 1: Compensation Cost as percentage of total cost
shore and so it can not be allocated t 75 o0

either side.

IT services costs per person hour (a
in Table 5) reflect a typical declining
trend. Again, one of the reasons for thi
trend might be the sustained increas

in offshore effort. TCS has shown a %

deviation from the trend in the seconc
quarter. This is because the softwar
and hardware expenses for TCS hav
risen from Rs. 71.92 crores in Ql to

extraordinarily high Rs. 168.10 crores u

in Q2. However, in Q3 these expense
have come back at the level of Rs. 7;
crores. Since Wipro group has its own

70,00%

G0.00%

-

LA FYIE

QEZFY0E

QSFY0E

Inksys

-

... Wipro Tech
=k

e TCS

QP Y06

+able 3: Compensation Cost incurred per person hour-Offshore

hardware business, Wipro technology

seems to be in a better position to con
trol its cost for hardware expenses.

Thus, IT services costs are significantly,

lower for Wipro.

Vendor costs per person hour ar
presented in Table 6. Vendor costs pe

person hour for TCS and Wipro Techaple 4: Total Cost incurred per person hour (INR)

have increased significantly Q3
onwards. TCS’ total vendor cost

increased from Rs. 122.7 crores in Q2
to Rs. 189.51 crores in Q3. The samé

for Wipro Tech. increased from Rs.
90.74 crores in Q2 to Rs. 141.27 crore

in Q3. Vendor costs for the three majorg
are expected to increase as these gian
move up in value chain and outsource

less value added services on a largd@ble 5: IT Services Cost per person hour (INR)

scale.
It is evident from figures presented

in Table 7 that occupancy cost per

person hour is higher for Infosys than
the other two. Infosys has gone for

building larger IT parks and owns

furniture and fixtures etc. while other

two giants depend more on rentals. Thidable 6: Vendor Cost per person hour (INR)

might be the reason for high
depreciation on Building and Furniture

& Fixtures for Infosys and hence for

2 51% - No of employees with more
than three years of experience. Sourc

- TCS Investors presentation January
2006.

Organization Amount (INR)
Q1lFY06 |Q2FY06 |[Q3FY06 |Q4FY06
TCS 158.33 165.96 164.14 168.23
Infosys 223.48 219.70 222.30 224.25
Wipro Tech. 253.84 245.37 231.95 231.57
Organization Location Q1FY06 [Q2FY06 |Q3FY06 |Q4FYO06
TCS Onsite 1639.05 |1724.82 (1816.67 (1896.31
Offshore  |450.73 489.31 496.05 538.68
Infosys Onsite 2278.09 (2280.68 ([2335.72 [2376.55
Offshore 481.01 482.37 456.63 487.42
Wipro Tech. Onsite 2541.56 |2524.04 |2551.92 [2595.01
Offshore  |508.60 527.59 528.43 536.21
Organization Q1FYO06 Q2FY06 |[Q3FY06 |Q4FY06
TCS 61.14 99.08 58.43 56.83
Infosys 67.57 63.78 59.24 62.93
Wipro Tech. 54.70 46.22 45.73 40.63
Organization Q1FYO06 Q2FY06 |Q3FYO06 Q4FY06
TCS 43.84 50.62 72.32 72.54
Infosys 68.88 66.19 61.27 69.17
Wipro Tech. 56.43 67.99 92.58 92.46
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higher occupancy cost. However, dudable 7: Occupancy Cost per person hour (INR)

to the same reason, Infosys saves a I¢t

in rental cost. Organization Q1FY06 Q2FY06 Q3FY06 Q4FY06

Conclusion TCS 41.30 41.59 44.30 51.78
Major cost in IT organizations is Infosys 52.08 55.66 5519 67.25

compensation cost (contributing more

than 60% in total cost). Also, the cost|Wipro Tech. 42.56 43.30 39.04 42.63

incurred per person hour at onsite i

almost four to five times of the cost at
offshore for all the three leading Indian
IT companies. For an industry with
such high level of compensation cost
as a percentage of total cost, low cost
skilled labour force in India has been a
major point of attraction for
multinationals like Accenture, IBM to
expand their business. With the
increasing cost at offshore, the huge
difference in cost at offshore and onsite
(and that is the major advantage of
Onsite/Offshore Model) is narrowing

down but it is still lucrative enough to 4 unendix i- Onsite compe

invest in India. The rising
compensation cost at offshore ant
increasing competition by
multinationals are some major
challenges that Indian IT giants have
to face in coming years.

Here,

Limitations of the study
onCC

The main sources of data for th

study are published financial results ana;n CCR
investor documents available at thebffCCR
official websites of the companiesOnE

under study. The other secondarybﬁE
sources of information are equity .
research reports. The study aIséA‘ppend'X 2

O

Figure 2: Travel Cost per person hour (TINR)
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Onsite Compensation Cost

Total Compensation Cost

Onsite Compensation Cost as %age of Revenues
Offshore Compensation Cost %age of Revenues
Onsite Effort (as %age of total effort)

Offshore Effort (as %age of total effort)

involves some assumptions due to lacR) Cost of TCS under strategic cost heads

of data. Utilization’ at onsite has been
assumed to be constant 95%, same 3

for Wipro Technologies, across the
quarters for TCS and Infosys. Onsit

and offshore compensation costs a
percentage of revenue (32.9% onsité

and 14.9% offshore in FY06) are

available for Infosys. These figures

have been assumed to be valid fo

individual quarters as well. The ratio

of onsite personnel cost to offshor
personnel cost for Infosys, normalize

Amount (Rs crores)

Cost head Q1FYO06|Q2FY06 [Q3FY06 [Q4FY06
Compensation cost  (1214.28 {1312.75 |1454.66 [1613.75
Travel & conveyance

cost 98.82 70.96 85.63 103.76
Vendor cost 98.91 122.70 |189.51 (209.40
IT services cost 137.94 |240.15+ [153.12 (164.04
Occupancy cost 93.16 100.81 |116.09 (149.45
Other costs* 273.16 [274.46 [362.55 [488.29
Total 1916.27 (2121.84 |2361.56 (2728.68
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with respect to effort, is applied for TCS+ Due to jump in software and hardware expenses from Rs. 71.92 crores to

and Wipro Technologies. These datd®s. 1681 crores

normalized with respect to effort are
used for TCS and Wipro Technologies’”
This assumption can be justified on the

Include product expenses

basis that if for some company onsitd®) Cost of Infosys under strategic cost heads

cost is higher, offshore costs too shoulg
be higher. The management of any

Amount (Rs crores)

company can be expected to adoptCost head QLFY06 |Q2FY06 |Q3FY06 |QFY06

uniform compensation policy across|Compensation cost 913.64 1004 1140 1212

onsite and offshore locations.|Travel & conveyance

Headcount data wherever not found arg¢cost 108.31 123 105 112

calculated by linear extrapolation or|Vendor cost 110.12 118 121 144

interpolation. IT services cost 108.03 113.7 117 131

The scope of the study is limited to|Occupancy cost 83.26 99.22 109 140

quantifying some  significant [Other costs 71.22 94 73 85

differences in the cost structure of[Tqg] 139458 |1551.92 |1665 1824

companies under discussion. We do not

go into finding reasons behind thesec) Cost of Wipro Tech. under strategic cost heads

differences. Based on our results,

further research can be conducted tq Amount (Rs crores)

explore these reasons. Cost head Q1FY06 |Q2FY06 |Q3FY06 [QFY06

References Compensation cost 830.63 884.22 962.19 1027.22

1. Hansen, Don R. and Mowen, Maryanne I:;\tlel & conveyance 101.09 |108.79 [117.93 [148.94
M, Cost Management: Accounting and [y;engor cost 67.22 90.74 141.27 |150.97
Control, Thomson South-Western, [T serices cost 65.16 61.68 69.78 66.34
2005. Occupancy cost 50.69 57.79 59.57 69.60

2. Hilton, Ronald W.Managerial [Other costs 82.60 126.31 |139.01 |156.52
Accounting: Creative Value in a [Total 1197.38 [1329.53 [1489.75 [1619.59
Dynamic Business Environmefata
McGraw-Hill Publishing Company Ltd. Appendix 3: Effort distribution at offshore and onsite
New Delhi, 2005.

3. Horngren, Charles T., Foster, G., Datar, Organization |Location Q1FY06 |Q2FY06 |Q3FY06 |Q4FY06
Srikant M. and Teall, Howard DGost TCS Onsite 33.55% 31.25% 30.68% 29.95%
Accounting Prentice Hall, 2005. Offshore |66.45% |68.75% |69.32% [70.05%

4. Audited Indian GAAP results Infosys Onsite 21.77% |21.58% |20.56% [20.58%

5. http://www.infosys.com Offshore 78.23% |78.42% |79.44% |79.42%
http://www.progeon.com/financials. Wipro Onsite 2443% |23.47% |22.13% [22.13%
htm Offshore 75.57% |76.53% |77.87% |77.87%

7. www.securities.com
Infosys Australia website http:// APpendix 4: Utilization (including trainees) at offshore
www.infosys.com/australia/

9. www.tcs.com Organization Q1FYO06 Q2FY06 Q3FY06 |Q4FY06

10. www.wipro.com TCS 74.80% L7497% |75.50% 75.80%

11. www.site.securities.com Infosys 74.10% 72.90% 70.00% 69.70%

12. http://www.blonnet.com/2003/06/28/ [ipro 66.60% 65.00% 63.00% 64.80%
stories/2003062800780700.htm
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Corporate SOCial RGSpOﬂSlblIlty chart was given describing the relationship between

corporate strategy, SRI and share prices. But can SRI serve
Editors: Bhabatosh Banerjee, Kanika Chatterjee, as a reliable guiding light? There is conflict between rating
Dhrubaranjan Dandapat organizations. For example, in 2003, Toyota was given AAA
Published by: Department of Commerce, University of rating by Innovest Strategic Value Advisers whereas another
Calcutta under UGC Special Assistance Programmes, respected rating agency Oekom gave Toyota a C rating.
Phase, IlI According to the author this may be due to different
Price: Rs.250.00 interpretations of the same phenomenon by different
. .. . observers-what psychologists may call “Roshomon Effect”
orporate; Social Rest[;onbsm!llty (CSR)is ab(:ut hoc\j’f’ollowing Akira Kurosawa'’s classic film Roshomon.
companies manage me hLsiness processes to produc hile on the same subject Tanupa Chakraborty’s paper

an overall positive impact on Society. The review of . .
this idea of CSRp has beenpgiven ampleyexposure in t gced the history of SRI that enable investors to shoulder

opening paper by R.P.Banerjee. However, the school of prdfoader social responsibility for a better future. The SRI
holds that corporate profit making in itself adds value to tHirt€gies involve: screening (of including or excluding
resources of the society and spreads its benefit across $REropriate corporate securities based on ethical, social and
society. On the other hand thehool of concern and envwonmen_tal cr.lterla), shareholders advocacy and
empowerment (SCE) thinks that wanton pursuit of corporate ~ COMMunity investing. Growth of SRI from country to
profit making only looks after its own interest regardless euntry has also been mapped.

its harmful consequenceaused to others. Then is there any Swapan Chakraborty’s paper on the logic and logistics
conflict between CSR and business interests? of CSR traced the generic root of CSR and explored the

Interestingly, one opinion survey shows that majority ofOnflict between economic responsibility and social
the respondents are either neutral or disagree that CSR ¥@#Ponsibility. In this context, a critique of MNCs was
lead to lower corporate profit in the short run. Most of thefrésented, although in a very shady manner. The evils of
agree that CSR will lead to higher corporate profit in th@onopoly capital and rule of MNCs is a much discussed
long run. topic. To add value to it one needs to substantiate with hard

Today, profit, environment and social justice are the thré&Cts and figure the real impact of MNCs and alternatives
bottom lines as envisaged by the United Nations. Harmiry@ilable which was rather missing. However, an interesting
environment and social justice ultimately harms th&Sue was raised on the question of levying pigovian taxes
company. vis-a-vis CSR.

That is why the global initiatives for introducing and !N his paper on drivers and obstacle of CSR, D..Dandapat
standardizing CSR report by the Corporates. In this contefimed at identifying the factors that motivate a company to
the author amply described various environmental issut&ke up CSR Programme. The drivers of such motivation
involved and actions for implementation of the CSR. include internal corporate culture and values whereas

The next paper by Tanima Roy and Amitava Sarkar seeR&ternal drivers related to pressure groups from the outside
to establish a link between CSR and sustainapRociety. The main obstacles are unclear boundary and
development. It also tries to show how CSR contributes E9Mmmunication gap, short term interest and competition from
sustainable development. An economic model of socigvtside world etc. However, there are potential benefits like,
responsibility cost was also proposed that however appeatéproving financial performance, lower operating cost,
to be rather sketchy. Interesting illustrations of csrenhanced brand image etc. The critical success factor lies in
implementation was also presented. For example, LijjaPpropriate formulation of CSR based on relevant data and
papad, started in 1959 as an organization for poor and lo#@mmunication process and its integration in corporate
middle class women with all the workers as its shareholdeggyategy using sufficient flexible CSR instrument and
increased sales to Rs. 2 crores by mid 1970. Gulson Kumaprecesses. But all these may be derived from commonplace
success lay in making music cassettes affordable by all. logic and we have miles to go for evolving and establishing

Kanika Chatterjee’s paper on socially responsibliheir cause-effect relationships and their substantiation.
investing (SRI) dwelt upon various aspects of SRI as an Malayendu Saha’s paper on CSR in BRICS country
ethically driven approach. She held the opinion that SRBrazil, Russia , India , China and South Africa) traced the
can impact favourably share prices by way of triggerindevelopment of CSR issues in those countries in the context
improvement in the quality of corporate performance anaf growing liberalization. In Brazil the forestry partners
its alignment with the issues of CSR — a hypothesis thatogrammes enabled the MNCs to incorporate local
needs further and regorous testing and reality check. A flastakeholders into the supply chain. Thus by providing capital
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and resources farmers were enabled to raise crop andRiroleum, Satyam and Tata Chemicals. In the US sample
small forestry operation at the same time. In Russia , t@ca-cola has a formalized and structured reporting system
corporation developed their own corporate code that abmmitted to fair treatment of its associates throughout the
suppliers must comply with. The code covered a wide rang@rld. UPS report gives detailed focus on economic, social
of aspects around environment. health, safety etc. In Indiand environmental impact using its key performance
after liberalization a stake holder participation- based mode@ldicators. GE’s report uses G3 reporting principles of
of CSR evolved. A company is now accountable for its U‘ip|§a|ance, comparatabililty, accuracy and reliability,
bottom line: social, environmental and financial performancgateriality. It also constituted a stakeholders’ review panel
rather than traditional financial performance alone. Gbr comments and review before publication of the report.
course, public sector units were fore- runner in discharginghe CSR reports of Indian companies have been compared
social responsibility. In China , due to its greater exposUigith reference to various aspects like healthcare,
to international market and increasing public expectatiofhyironment, safety, education and other initiatives.

arising out of liberalization CSR i§sues are coming to the The last paper by Ashish Kumar Sana makes an
fore. The corporate governance in South Africa focus%%;essment of NTPC in the context of CSR policy. NTPC's

sustainability although specifics are Iacl§|ng|n Some aspecfSc s tocuses on four important areas: environmental
A recent study shows that South African companies are

global leaders in CSR reporting. Qi Chen and Mike Jone%[otection, ash utilization, community development and

. L tion. It pursues environment management
aper on climate change and sustainability report of top 5§79 conserva .
bap 9 yrep b system, 1SO 14001 and occupational health and safety

global energy companies is based on a checklist survey o . i

CSR reports of those companies selected from the Plat geﬂéngs%Sgtsggé' f;logqu uq:ts da(;e certlf!ed for d

Top 250 global energy company ranking 2006. Accordin an _ - Detailled description an
nd allocation were provided for environmental protection

to their research findings bigger companies are significant! oL L
more likely to produce sustainabililty report while companie@nd ash utilization, resettlement and rehabilitation,

in the exploration and production industry were least likelf®Mmunity development programme and energy
There was great inter company variation in the standard @nservation.
quality report. A rich database appended to the paper CSR is still an evolving issue — a burning issue today
enhances the value of this publication. However, we ha@@d many of its core areas belong to the domain of Cost &
to wait for justifying these empirical findings with a reliableManagement Accountants. The present publication provides
cause-effect relationship model. rich knowledge resource and background information on
Melkote K. Shivaswamy & Bhabatosh Banerjee’s papéhe subject. Although the treatment is mainly descriptive and leaves
compares CSR reporting in USA with India . The US sampl@any grey areas and domains of fuzziness, in times to come,
consists of: Coca Cola, General Electric (GE) and UPSS hoped that greater standardization in CSR reporting will
(United Parcel Services) while Indian sample consists of Byolve with distinct models and guidelines for churning
companies including Gujarat Ambuja, Hindalco, Infosyssocial meaning out of the torrents of numbers and words
L&T, Nestles, Ranbaxy, Reliance Industries, Reliancpresented in theoluminous CSR Reports.

AT THE HELM

Mr. T. K. Gupta M.Com, FICWA, became Director Accounts in Damodar Valley Corporation,
on 25.9.06. Mr. Gupta has become Chairman, Bokaro Power Supply Corporation Limited
(BPSCL), a JV of DVC and SAIL w.e.f. 5th February 2008.
Mr. T. K. Gupta is a very Sr. fellow member of the Institute of Cost & Works Accountarjts of
India. He has graduated from St. Xavier's College in Kolkata. He has done his mastefs from
Kolkata University. All through he had a bright academic career.
He has got a very rich experience in his professional carrier spreadover 30 years as he hps served
in various sectors and in the Companies of national and international repute. In the early part of
his carrier he had served in General Electric. Latter on he had moved on to Companjes like
TELCO, SAIL, Coal India and Hindusthan Cables.
While serving at TELCO, he was also a Professor of repute at the XLRI, Jamshedpur. Prior to joining in OVC, his
present organization, he was Dy. General Manager in Hindusthan Cables, Kolkata. He was attached to the Rupnarayanpur
chapter of ICWAI where he served as faculty.
On joining DVC, Mr. Gupta like a true professional and role model is leaving his mark in the areas of Strategic Marjagement
decisions which is helping DVC to gain new heights and to face the challenges of competition.
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TAX PROPOSALS

[
Tax to GDP ratio that was 9.2 per

cent in 2003-04, set to rise to 12.5
per cent at the end of 2007-08.

Set to achieve the Budget Estimategy
of indirect taxes and exceed the
Budget Estimates of direct taxes.

Indirect Taxes

Customs duties

No change in the peak rate of
customs duty.

Customs duty on Project Imports
to reduce from 7.5 per cent to 5 per
cent; 4 per cent special CVD to be
imposed on a few specified projects
in the power sector. [ ]

Customs duty being reduced on
steel melting scrap and aluminium
scrap from 5 per cent to nil. [ ]

Customs duty to be reduced from
10 per cent to 5 per cent on certain
specified life saving drugs and on
the bulk drugs used for them
manufacture of such drugs. They
are also being exempted from
excise duty or countervailing duty.

Customs duty is being reduced on
vitamin premixes and mineral
mixtures from 30 per cent to 20 per
cent and on phosphoric acid from
7.5 per cent to 5 per cent to reduce
cost of manufacture of dairy and
poultry feeds

Customs duty being reduced on™
bactofuges from 7.5 per cent to nil
for the benefit of dairy industry and

the management accountant, March, 2008

to increase shelf life of milk

Specified parts of set top boxes and
specified raw materials for use in

in order to conserve and make it
available for value added
manufacture in India.

the IT/electronic hardware industry Excise duty

to be exempted from customs duty..

Customs duty on convergence
products to be reduced from 10 per
cent to 5 per cent to establish parity
between devices used in the
information/ communication sector
and the entertainment sector

Customs duty being reduced on
specified machinery from 7.5 per
cent to 5 per cent to provide fillip "
to the manufacture of sports goods;
duty also being exempted on
specified raw materials for sportsm
goods.

Customs duty to be exempted on
rough cubic zirconia and being
reduced on polished cubic zirconia
from 10 per cent to 5 per cent, inm
order to encourage value addition
and exports by gem and jewellery
industry; Customs duty on rough

General CENVAT rate on all goods
reduced from 16 per cent to 14 per
cent to give a stimulus to the
manufacturing sector.

B Excise duty on all goods produced

in the pharmaceutical sector
reduced from 16 per cent to 8 per
cent.

Excise duty reduced on buses and
their chassis from 16 per cent to 12
per cent.

Excise duty reduced on small cars
from 16 per cent to 12 per cent and
on hybrid cars from 24 per cent to
the general revised rate of 14 per
cent.

Excise duty reduced on two
wheelers and three wheelers from
16 per cent to 12 per cent.

coral being reduced from 10 per
cent to 5 per cent.

Customs duty removed on
helicopter simulators to facilitate
training of helicopter pilots

Customs duty reduced on crude ani
unrefined sulphur from 5 per cent
to 2 per cent, in order to support
domestic fertiliser production

Customs duty exemption isg
proposed to be withdrawn on
naphtha for use in the manufacture
of polymers in order to correct price
distortions and revenue losses.
Naphtha for use in the manufacture
of polymers will be subjected to
normal rate of 5 per cent. Naphtha
imported for the production of
fertilisers will continue to be
exempt from import duty.

Export duty on chrome being
increased from Rs.2,000 per metric

Excise duty to be reduced on paper,
paper board and articles made
therefrom manufactured out of non-
conventional raw materials by units
not having an attached bamboo/
wood pulp making plant from 12
per cent to 8 per cent with a further
reduction on clearances up to 3,500
MT from 8 per cent to nil. Excise
duty on certain varieties of writing,
printing and packing paper is to be
reduced from 12 per cent to 8 per
cent.

tonne to Rs.3,000 per metric tonnem Excise duty is to be reduced from
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16 per cent to nil on a few mass
consumption items including
composting machines, wireless dat
cards, packaged coconut water, te
and coffee mixes, and puffed rice. m

Excise duty reduction from 16 per
cent to 8 per cent on a few more
items including water purification
devices, veneers and flush doors,
sterile dressing pads etc,. specified
packaging material and breakfast
cereals.

Anti AIDS drug, Atazanavir, as well
as bulk drugs for its manufacture are
to be exempted from excise duty.

Excise duty being exempted on end-
use basis, on refrigeration
equipment  (consisting  of
compressor, condenser units,
evaporator, etc) above 2 TR (tonne

polyester filament yarn and the levy®
shifted to cellular mobile phones.

ervice tax

Four services brought under service
tax net namely, asset managemeny
service provided under ULIP,
services provided by stock/
commodity exchanges and clearing
houses; right to use goods, in cases
where VAT is not payable; and
customised software, to bring it on
par with packaged software and™
other IT services.

B Threshold limit of exemption for

small service providers increased®
from Rs.8 lakhs per year to Rs.10
lakh per year; about 65,000 small
service providers go out of the tax
net.

refrigeration) utilising power of 50 Direct Taxes

KW and above. -

Excise duty rates on bulk cement
and packaged cement brought on
par; bulk cement to attract excise
duty of Rs.400 per Metric Tonne or

14 per cent ad valorem, whicheverup to Rs.150.000

is higher; cement clinkers excise

duty at Rs.450 per Metric Tonne. Rs.150,001 to

Threshold limit of exemption from m
personal income tax in the case of
all assesses increased to
Rs.150,000. The slabs and rates of

tax are :
[ |

NIL
10 per cent

Rs.300,000

Excise duty being increased on

packaged software from 8 per cenRRs.300,001 to

20 per cent "

to 12 per cent, bringing at par withRRs.500,000

customised software attracting 8Rs.500,001 and above

service tax of 12 per cent.

30 per cent

B |n case of a woman assessee, the

Excise duty on both filter and non-
filter cigarettes brought on par by
applying higher rates on non-filter
cigarettes.

Ad valorem part of the excise duty
on unbranded petrol and unbrandegy
diesel being abolished and replaced
by an equivalent specific duty of
Rs.1.35 per litre; there will be only ™
a specific duty of Rs.14.35 per litre g
on unbranded petrol and Rs.4.60
per litre on unbranded diesel; there
will be no impact on retail prices.

NCCD of 1 per cent removed on
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threshold limit increased from m
Rs.145,000 to Rs.180,000; for a

senior citizens, the threshold limit

increased from Rs.195,000 to

Rs.225,000.

No change in the corporate income
tax rates.

No change in the rate of surcharge.

Additional deduction of Rs.15,000
allowed under Section 80D to an
individual paying medical
insurance premium for his/her
parent or parents.

Income Tax Act to be amended to
provide that reverse mortgage
would not amount to “transfer”; and

the stream of revenue received by
the senior citizen would not be

“income”.

Tax income arising from saplings
or seedlings grown in a nursery
exempted.

Business of production of seeds and
manufacture of agricultural
implements added to the list of
companies allowed weighted
deduction of 150 per cent on any
expenditure on in-house scientific
research.

Benefit of amortisation of certain
preliminary expenses under Section
35D allowed to assessees in the
services sector.

Corporate debt instruments issued
in demat form and listed on

recognised stock exchanges
exempted from TDS.

Creche facilities, sponsorship of an
employee-sportsperson, organising
sports events for employees and
guest houses excluded from the
purview of FBT.

Parent company allowed to set off
the dividend received from its
subsidiary company against
dividend distributed by the parent
company; provided that the
dividend received has suffered
DDT and the parent company is not
a subsidiary of another company.

B Insert a new sub-section (11C) in

Senior Citizen Saving Scheme 2004
and the Post Office Time Deposit
Account added to the basket of
saving instruments under Section
80C of the Income Tax Act.

Section 80-IB to grant a five year
tax holiday to hospitals located in
any place outside the urban
agglomerations especially in tier-2
and tier-3 towns; this window will
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be open for the period April 1, 20088 STT paid to be treated like any other

to March 31, 2013.

Five year holiday from income tax
being granted to two, three or four
star hotels established in specified
districts having UNESCO-declared
‘World Heritage Sites’; the hotel
should be constructed and start
functioning during the period April
1, 2008 to March 31, 2013.

deductible expenditure against
business income; Levy of STT, in
the case of options to be only on
premium, where the option is not
exercised; liability to be on the
seller; where the option is exercisedg
levy to be on the settlement price
and the liability on the buyer; no
change in the present rates.

B Commodities Transaction Tax

Coir Board included in Section
10(29A) and exempted from
income tax.

Rate of tax on short term capital
gains under Section 111A & Section
115AD increased to 15 per cent.

(CTT) to be introduced on the same
lines as STT on options and futures.

Law being amended to exclude
entities carrying on regular trade,
commerce or business or providing
services in relation to any trade,

commerce or business and earning
incomes from claiming that their
purposes also fall under “charitable
purpose”; Genuine charitable
organisations not to be affected in
any way.

Banking Cash Transaction Tax
(BCTT) being withdrawn with
effect from April 1, 2009.

CST and a Roadmap towards GST
B Central Sales Tax rate being

reduced from 3 per centto 2 per cent
from April 1, 2008.

B Roadmap for Goods and Service

Tax being prepared for introduction
of GST from April 1, 2010.

(In Crore of Rupees)

I ] PO O % P05
Actuals | Budget Estimates| Revised Estimate$ Budget Estimat
| 1. RevenueReceipts | 434387| 48642 ~ 52509%
(2 TaxRevenue (nettoCene) | 351182 403p72 33

3. Non-tax Revenue 8320p @ 825%0 933p
4. Capital Receipts (5+6+7)$ 149000 194099 18427%

5. Recoveries of Loans

6. Other Receipts

7. Borrowings and other Liabilities$
8. Total Receipts (1+4)$

9. Non-plan Expenditure

10. On Revenue Account of which,
11. Interest Payments

12. On Capital Account

13. Plan Expenditure

14. On Revenue Account

15. On Capital Account

16. Total Expenditure (9+13

17. Revenue Expenditure (10+14
18. Capital Expenditure (12+15
19. Revenue Deficit (17-1)

20. Fiscal Deficit {16-(1+5+6)}

21. Primary Deficit (20-11)
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2007-2008 (Rs.4693602 crore) released by CSO.

Central Government and will not be used for expenditure.
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Extracts from the Highlights Land Resources -

of Central Plan 2008-2009 Integrated Watershed Management
Programme )

Rural Development

_ - 1825 for Centrally sponsored scheme
National Rural Employment Guarantee of |ntegrated Watershed ManagemeniEnvironment and Forests

Scheme

Programme.

- 16000 for providing 100 days of wageNational Land Records Modernization
employment to each rural householtbrogramme )

opting for it.

Agricultural and Cooperation

Swaranjayanti Gram Swarozgar
Yojana -

- 2150 for establishing a large number
of micro-enterprises in rural areas-
Activity clusters and group approach
are the two key components of the
programme. At least 50% of the
Swarozgaris will be SCs/STs, 40%"
women and 3% disabled.

Pradhan Mantri Gram Sadak Yojana -

- 7530 for providing connectivity to
eligible unconnected rural habitations
through good all-weather roads. The
systematic upgradation of existing rural
roads is also an essential component of
the scheme.

Rural Housing

- 5400 for providing assistance to rural
BPL households for construction of

houses and upgradation of kutcha
houses. As per Indira Awaas Yojana
guidelines, the house should be allotted
in the name of the female member of
household or in the name of husband
and wife; 60% of the total allocation is

1100 for National Horticulture ~
Mission. -

1100 for National Food Security
Mission
500 for Micro Irrigation. -

644 for National Agriculture
Insurance Scheme (NAIS).

299 for Technology Mission on
Horticulture in NE Region, Jammu
& Kashmir and Uttarkhand.

320 for Integrated Oilseeds, Oil
Palm, Pulses & Maize Development
Scheme.

Animal Husbandry, Dairying -
and Fisheries

130 for Livestock Census.

160 for Special package for farming-
population in 31 suicide prone
districts in the country.

75 for National
Development Board.

Fisheries

to be utilized for construction of houseg dricultural Research and

for BPL families of SCs/STs.
Drinking Water Supply -

Accelerated Rural Water Supply
Programme -

-7300 for supplementing the States in
their effort to provide safe drinking
water to all rural habitations.

Rural Sanitation

- 1200 for Total Sanitation Programme.

154

Education

315 for research issues in Crop
Sciences.

350 for Agricultural Education to _
Improve the quality of human
resource, upgrade infrastructure and
educational reforms.

281 for Agricultural Extension -
Programmes to disseminate
frontline technologies. -

257 for National Agricultural
Innovation Project.

45 for Fisheries research and quality
fish seed.

599 for Ecology & Environment.
751 for Forestry and Wild life.

School Education and Literacy

13100 for Sarva Shiksha Abhiyan.

8000 for National Programme of
Mid-Day Meals in schools.

Higher Education

3440 for University Grants
Commission-includes an allocation
of Rs. 875 crore for implementation
of the recommendations of
Oversight Committee.

3205 for Technical Education,
including Rs. 1647 crore for
implementation of the
recommendations of Oversight
Committee.

502 for National Mission on
Information and Communication

Women & Child Development

6330 for Integrated Child
Development Services (ICDS).

200 for Integrated Child Protection
Scheme (ICPS)

200 for Swayamsidha-Women'’s
empowerment Programme.

Information Technology

400 for National Informatics
Centre.

800 for e-Governance programme.

100 for establishing the National
Knowledge Network.

45 for Manpower Development
initiatives.

33 for Cyber Security.
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Telecommunications -

170 for OFC based Network for
Defence Services. -

158 for C-DoT (including Telecom
testing and security certification -
Centre).

Health

Science and Technology

11930 for National Rural Health
Mission

3650 for Health Sector

415 for Multi Disciplinary Research -
in frontier areas.

145 for National Mission on Nano- -
Science and Nano Technology.

100 for Drugs and Pharmaceuticals
Research.

85 for Scholarships for Science inChemicals

Higher Education.

Biotechnology -

235 for
institutions.

Autonomous R&D

315 for Research and Development

- 45 for Grand Challenge
Programmes.
Space

435 for PSLV & GSLYV operational
projects.

350 for INSAT System -

350 for Special Indigenisation/
Advance ordering.

270 for Navigational Satellite
System.

270 for Geo-synchronous Satellite.
Launch Vehicle (GSLV) Mark-I1I
Development.

125 for Manned Mission Initiatives/
Human Space Flight.

78 for Indian Lunar Mission
Chandrayaan-1 & 2. -

Earth Science

364 for improving weather and
monsoon forecast.

subsidiary of Hindustan Paper
Corporation Ltd., for manufacture
of paper.

Fertilizers

119.02 lakh tonnes of Nitrogenous
fertilizer production targetted.

41.68 lakh tonnes of phosphatic
fertilizer production targetted.

Coal and Lignites

496.84 million tonnes of domestic
viability of coal has been assessed .

21.5 million tonnes of lignite
production targetted.

36 for strengthening Polar ScienceSteeI

activities. .

20 for development of Technology
to harness ocean resources.

and Petro- -

Complex at Lapetkata, Dibrugarh
(Assam). -

35 for establishment of 6 new
NIPERSs. -

Heavy Industry

125 for setting up a world-class
automotive testing and _
homologation facilities in India.

78 to UP Paper Mill Project, a

15.73 million tonnes of saleable
steel production by SAIL and RINL
targetted.

28 million tonnes of Iron Ore
production by National Mineral

Chemicals Development Corporation
100 for establishment of a targetted.
Petrochemical Gas CrackerRailwayS

20900 Rolling stock wagons, 3928
coaches; 490 locos to be added.

3750 kilometers of track renewal,
700 route kilometers of
electrification; 2150 route
kilometers of gauge conversion.

350 kilometers new lines to be
added; 1000 Kilometers doubling of
lines targeted.

Annual Economic
Suvery 2007-08

Per Capita iIncome and therefore appropriate to start by lookin
at the changes in real (i.e. at consta

prices) per capita
consumption.

consumption

own sake but for the improvement in

capita consumption

1.2 Growth is of interest not for its

public welfare that it brings about.

made in improving public welfare. Peras measured by per capita GDP at
is anothermarket prices (constant 1999-2000
quantitative indicator that is useful forprices) grew by an annual average rate

judging welfare improvement. It is Of 3.1 per cent during the 12-year
daeriod, 1980-81 to 1991-92. It

Rccelerated marginally to 3.7 per cent
income andP€r annum during the next 11 years,
1992-93 to 2002-03. Since then there
has been a sharp acceleration in the

1.3 The pace of economic improverowth of per capita income, almost

Economic growth, and in particular thement has moved up considerably duringioubling to an average of 7.2 per cent
growth in per capita income, is a broadhe last five years (including 2007-08).per annum (2003-04 to 2007-08). This
quantitative indicator of the progressThe rate of growth of per capita incomemeans that average income would now
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double in a decade, well within gl Tabie 1.2 | India’s GDP at PPP is estimated at US$
generation, instead of after a generatio 5.16 trillion or US$ 3.19 trillion
(two decades). The growth rate of pe depending on whether the old or new
capita income in 2007-08 is projectec Irur censumgten  CONVersion factor is used. In the former
to be 7.2 per cent, the same as th me Grewlhis) A Goeins) o CcaSe, Indiais the third largest economy
average of the five years to the curren m plan sy 1524 4 X in the world after the United States and
yeatr. i gl . D135 AG T China, while in the latter it is the fifth
1.4 Per capita private final ... .. . . : largest (behind Japan and Germany).
consumption expenditure has increase = e 141 1.7 GDP at factor cost at constant
in line with per capita income. The ; e T J 1999-2000 prices is projected by the
growth of per capita consumption = g . Sl : CSO to grow at 8.7 per cent in 2007-

accelerated from an average of 2.2 P&, ... . wion v 5on a1 i mriees 08. This represents a deceleration from
cent per year during the 12 years froncasumpan « pecs the unexpectedly high growth of 9.4 per
1980-81t0 1991-92to 2.6 per cent per . . Ress cent and 9.6 per cent, respectively, in
year during the next 11 years followingOrganisation (CSO) in its advancethe previous two years. With the
the reforms of the 1990s. The growttEStimates (AE) of Gross Domesticeconomy modernizing, globalizing and
rate has almost doubled to 5.1 per cerﬁ]md“_m' Thus, inthe currentfiscal yeargrowing rapidly, some degree of
per year during the subsequent fivéN® Size of the Indian economy aicyclical fluctuation is to be expected.
years from 2003-04 to 2007-08, withmarket exchange rate will cross USS Irhjs was taken into account while
the current year's growth expected tdf!ion- At the nominal exchange ratesetting the Eleventh Five Year Plan
be 5.3 per cent, marginally higher thalgver_age of April-December 2007)(2007-08 to 2011-12) growth target of
the five-year average. The averag&or 1S projected to be US$ 1.16 trilliong per cent (both in the approach paper
growth of consumption is slower than'" 2007-08. Per capita income afynq jn the NDC approved plan). Given
the average growth of income,nom'nal exchange rate is estimated ghe over 9 per cent growth in the last
primarily because of rising saving rates 0 5 1.021. According to the World 4 years of the Tenth Five Year Plan
though rising tax collection rates car2ank system of classification ofjt was argued that the Eleventh Five
also widen the gap (during somecountries as low income, middleyear plan target could be set at 10 to
. .income and high income, India is still
periods). Year to year changes in o cate Flowi - 11 per cent as 9 per cent had already
consumption also suggest that the rise gory otlowincome countiieS heen achieved. Maintaining growth rate
in consumption is a more gradual and 1-6 The (per capita) GDP atat 9 per cent will be a challenge and
steady process, as any sharp Changggrchasmg power  parity IS raising it to two digits will be an even
in income tend to get adjusted in theconceptually a better indicator of thegreater one.

w niininard by Adisidicg Hhase By ropadeiion

saving rate. Ee'ative Siz)e ngtFt]e ecanomy than thei§ectoral Contribution
: per capita at market exchang
Economic growth rates. There are, however, practical 1.8 The deceleration of growth in

1.5 GDP at current market prices idifficulties in deriving GDP at PPP, and2007-08 is generally spread across most
projected at Rs. 46,93,602 crore inwe now have two different estimatesof the sectors except electricity,
2007-08 by the Central Statisticalof the PPP conversion factor for 2005community services and the composite
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category “trade, hotels, transponperiod, is only marginally short of the over the two plans are construction and
& communications”. The decelerationtarget of 8 per cent. The dismal growttcommunications. The contribution of
in the growth of the agriculture sectorrate of 3.8 per cent during the first yeathe construction sector increased to
is attributed to the slackening in theof the plan was made up by an upsurg#0.8 per cent during the Tenth Five Year
growth of rabi crops. Manufacturing in growth in the next four years to anPlan from 7.5 per cent during the Ninth
and construction, which grew at 12 peaverage of 8.8 per cent. A notablgrive Year Plan, while that of telecom
cent in 2006-07, decelerated by aboufeature of growth during the Tenth Fiveincreased to 11.4 per cent from 6 per
2.5 percentage points in 2007-08. Th&ear Plan was the resurgence o€entover the two plans. The growth of
slower growth of consumer durables (agnanufacturing. There was a shargfinancial services” comprising
reflected in the 1IP) was the mostacceleration in the growth ofbanking, insurance and business
important factor in the slowdown of manufacturing from 3.3 per cent duringservices, after declining to 5.6 per cent
manufacturing. Cement and steel, théhe Ninth Five Year Plan to 8.6 per cenin 2003-04 bounced back to 8.7 per cent
key inputs into construction, grew byduring the Tenth Five Year Plan. Then 2004-05, 11.4 per cent in 2005-06
7.4 per cent and 6.5 per centiverage growth of manufacturingand 13.9 per cent in 2006-07.
respectively, during April-November during the five years ending 2007-08Manufacturing, construction and
2007-08, down from 10.8 per cent ands expected to be about 9.1 per cent. TreROMmMunication were the leading
11.2 per cent in the previouscontribution of manufacturing to sectors inthe acceleration of growth
year.dampening the growth in thepverall growth increased from about 9.6luring the Tenth Five Year Plan, judged
construction sector. There was also fer cent during the Ninth Five Year PlarPy their increased contribution to growth.
deceleration in the growth of revenueo about 17.7 per centduring the Tenth  1.12  Agricultural  growth,
earning freight traffic by railways, Five Year Plan. dependent as it is on the rnonsoon,
passengers handled at airports, and ; 11 ¢ growth in the servicescontinued to fluctuate, though the five-
bank credit in April-November 2007- . 1 continued to be broad basedear period ending 2007-08 had the
08, which formed the basis for the full 5 1,4 the subsectors of servicessecond lowest coefficient of variation
year assessment. “transport and communication” has(CV) since the five years ending 1956-
1.9 Growth in 2006-07 initially peen the fastest growing with growth57. The CV for the Tenth Five Year Plan
estimated at 9.2 per cent in Februargyeraging 15.3 per cent per annumvas, however, higher than the 60- year
2007 was revised upwards to 9.4 peguring the Tenth Five Year Plan periocaverage. The overall growth during the
centin May 2007 and further to 9.6 pefo|lowed by “construction”. The Tenth Five Year Plan was 2.5 per cent,
centin the Quick Estimates released bynpressive  progress in  thethe same as in the Ninth Five Year Plan.
the CSO on January 31, 2008. Thigelecommunication sector and higheweather induced fluctuations
suggests that upward adjustments in therowth in rail, road and port traffic considerably influenced the GDP
2007-08 projections are possible.  played an important role in the growthgrowth for agriculture. In 2002-03, the
1.10 The observed growth of 7.8 penf this sector. Besides manufacturingsumulative rainfall of North-East and
centin the Tenth Five Year Plan (2002the two other sectors whoseSouth-West monsoon was -33 per cent
07), the highest so far for any plancontribution to growth has increasedand -19 per cent, respectively, of the

Table 1.3

L plan 2002-03 2003-04  2004-05 2008-06 2008-07F L plan  2007-08
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long period averages (LPA). Similarly,cent per annum in the Ninth Five Yeardeclined between the two plans to a
in 2004-05, the cumulative rainfall wasPlan. Consequently, its contribution tonegative 5 per cent.

-13 per centand -11 per cent from LPApverall demand, as measured by the Tpus the external trade has had a
for South-West and North-Eastincrease in GDP at market pricesgampening effect on aggregate demand
monsoon, respectively. The seculafripled from 19 per cent in the Ninth during the just completed plan. Export
decline in the share of agriculture sectogijye Year Plan to 65 per cent in thegrowth, because of its spillover effects
in GDP continued, with a decline fromrenth Five Year Plan. The moston productivity and efficiency, can,
24 per centin 2001-02 to 17.5 per cenfnnortant component of investmenthowever, still act as a driver of growth.
in 2007-08 namely, gross fixed investment, grew 1.15 NAS projections for 2007-08

Aggregate Demand by an average of 14.3 per cent pegyqy 5 deceleration in the GDP growth
annum during the Tenth Five Year Planyt market prices in line with its growth

1-_1b3 ~The dmOStd impoLta;]nt period. at factor cost. They also show a
contribution to demand growth has - ~tdeceleration in the growth of
come from investment, while the 1.14 The relative share of private

. consumption in GDP was 60.9 per cenfC1Sumption, both public and private,
external trade made negligible or P P and an acceleration in the rate of growth

negative contribution. The growth of While gross fixed capital formation hadOf gross fixed capital formation, The
GDP at market prices accelerated fronft Sharé of 27 per cent. Though th igher growth in the gross capital
3.8 per cent in 2002-03 to 9.7 per cenfVerage growth of private consumption, . tiqn i projected to improve its
in 2006-07, giving an average annuafPFCE) accelerated somewhat 10 5.95r6 jn GDP at market prices to 32.6
growth of 7.9 per cent for the TenthPer cent per annum from 5 per cent, it3 ey cent in 2007-08 compared to a share
Five Year Plan. The average rate ofontribution to growth of demand of 23.6 per cent in 2002-03. GDCF is
growth of gross capital formation declined from 59 per cent to 46 per cengrojected to grow by 20 per cent and
during the Tenth Five Year Plan hadetween the two plans. ThePFCE at 6.8 per centin 2007-08, both
more than tripled to 17.3 per cent pegontribution of net exports of goods anf them above the average of the just
year from an average growth of 5.3 peservices to overall demand alsccompleted plan.

Table 1.4 Growth of GDP at 1999-2000 market prices (per cent) — annual and plan average

IX plan 2002-03 2003-04 2004-05 2005-6 2006-07 X Plan 2007-08

GODF al marke! pricas 5.4 3.8 .4 5.3 9.2 9.7 F.g 7
Consumplion (Private) 50 2.7 5.8 L2 B.7 7 5.8 6.8
Conaumplian (Laon) 7.4 0.4 2.6 2.8 5.4 6.2 3.3 .5
Gross Capital Formation ] 7.0 19.9 18.5 15.4 10,9 7.4 na
Ciross Fixed Capital Formation 6.4 6.6 13.7 18.9 7.4 15.1 14.3 15.7
Change In stockse 13,4 1440 47.7 a4 5.1
Exports 10.7 21.4 5.8 28,1 14.8 8.9 178 6.4
Imports 9.6 10.4 6.5 16.0 15.6 £4.5 2. 6.4
Contribution to growth (per cent)

Consumption (Private) 58 2 45.5 44 2 8.0 56.6 43.9 458 45.8
Laonsumplion (LGow) 16.7 -1.1 3.8 .8 6.2 B.5 3.7 6.2
Grass Capital Faormation 19,4 53,5 B5.4 543 7.5 BE.4 na
Gross Fixed Capital Formation  23.0 40.5 368.5 596.3 51.2 43.5 464 55.2
MNet ExXpons -0, 1 40.5 -17.5 22,3 -B1.7 18.2 4.9 3.2
Relative share (par cent)

Laonsumplion [Frivate) B4 &3d.6 B2.1 B0.3 0.0 58.8 e0.8 57.8
Consumplion (o) 12,3 1.7 11.1 10,5 10.2 9.8 10,7 9.5
Gross Capital Formation 24.0 25.0 277 30.6 334 33.8 30.1 na
Grass Fixngd Capital Formation 22,7 23.8 24,7 27.1 202 0.5 27.0 az.B

"hange In stocks was negative duning £001-02 honce growth rato has not becn calculated.
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Enterprise Governance & Cost Audit

o B . Objectives.
R e p OS Itl O n I n g T h e a. ;J)?(fvli\(lj‘ier?g the perenniality of the
org.anilzation — includes the
Management Accountant ;meeicee e,
terms of efficiency, value creation, the

Ente P rse Governance - S ermesoee
. EG fo_cuses on strategy an_d value
and Cost Audit o b o e s
make a company successful.

Moving beyond Corporate Governance andsupremacy of Law

: HF . In a society governed by the Rule of
reporting of resource utilization Law- Law is an Instrument of Socia
. . Change.
Dhananjay V Joshi Law, is the regulating and enhancing
force that harmonizes diverse social
A. Corporate Governance (CgMatter CG should create credible, competent, jyierests, resolves conflicts and puts
of domestic policy for many decades creative, committed and caring corporate i place a meaningful framework for

Rarely described and in circulation
prior to 1990s.

CG arose out of :
Incompleteness and deficiencies o

citizen. effecting social changes.
Corporate governance is the means It guides us to move towards an

1and corporate excellence is the end. egalitarian society and allows us to

" . R B. Paradigm Shift from Corporate gxu_and the bengfits of soqio-economic
traditional financial disclosures. justice to all sections of society.

Non transparency of Corporate Governance t&nterprise Govemance o .
goings Leading to Corporate failures  CG Over the time degenerated into aE' Zhi (ii:egt rC]:(i)nf::tqunrofnl]ndla: : ni
— Enron, Wo(;ldC?(thII((?i- Disasterto  mere compliance procedure. Need felt Ia(\)/v vahuicz gi/esedsilrjgc(taior? '?ogtiec
investors and stakeholders. i

_ for looking beyond the procedures organs of State for Societal
CG emerged for: and numbers )
Balancing of interests of all stake . ' transformation and progress.

CG By itself cannot make a company  Social engineering by way of pro-

holders giving rise to ideas of Audit : A .
Committees, Independent Direct@&sk successful. Companies need to people legislations is the paramount

Management etc. balance conformance with  social philosophy of our Constitution.
Definition : performance. Preamble to the Constitution — to
Narrowest sense a formal system C. Enterprise Governance : (Eg) secure citizens of India justice —

of accountability of corporates,  PAIB of IFAC — IFAC Board asked ~ S0Ciah economic and political.
Primarily to shareholders and  pag tg explore the emerging concept Constitution — Chapters on
secondarily to stake holders. of EG fundamental rights and directive

Cadbury Committee - Corporate ) principles on state policy, delineate a
Governance is the system by which ~PAIBt0Focuswhy CGfails andwhat  framework for securing the socio-

companies are directed and controlled. ~ Must be done. economic uplift of our people.
Crux of CG : Definition : The Directive Principles of State
Companies to be assessed on their IFAC in collaboration with CIMA Policy, _

ability of “wealth creation”, “wealth defined State shall strive to ensure that:-

management” and “wealth sharing”.

CG should get reflected in the
performance of the company in terms of community are to be administered,
profits, profitability, growth, A i o converted, distributed and made
diversification, welfare, cordial industrial ~ Of providing strategic decisions,  4ygjlable to the community at large
and other relationship at all levels. ensuring that objectives are achieved, at the most economic and

Companies to be judged not only on ~ ascertaining that risks are managed competitive pricesto sub serve the
“form” part of CG but also on “substance”  appropriately and verifying that ~ common people.
part of CG. organization’s resources are used b) The operation of the economic
* Immediate Past President, ICWAI responsibly’. system does not result in the

a) the stewardship and control of the

“EG is ‘the set of responsibilities and .
physical resources of the

practices exercised by the board and
executive management with the goal

the management accountant, March, 2008 159



Enterprise Governance & Cost Audit

generation and concentration ofG
wealth and means of production to the
common detriment; and

c) economic management of
physical, human, financial and
managerial resources must be
aimed at and achieved with the
desired managerial competence to
ensurehigher productivity of the
resources.

. Corporate Social Responsibility
(Csr):

Enterprise Governance + Business
ethics - flows the concept of
Corporate Social Responsibility
(CSR)

Business depends for its survival &
long term prosperity on society
providing the resources viz. people,
raw materials, services &
infrastructure. It is obligatory for
business to use these resources
optimally for benefit of all stake
holders.

Jean Jacques Rousseau writing in
1762, said that “society &
corporations must co-exist &
contribute to the well being of each
other”. J.
Benjamin Franklin contended that
“Doing goods is not a private act
between a bountiful giver & grateful
receiver, it is a prudent social act.”
Mahatma Gandhi advocated the
“Trusteeship Concept”, saying that
“one holds large wealth only as a
trustee of the society.”

The concept has also received a lot
of impetus from religion & scriptures,
which emphasises responsibilities
associated with wealth & success.
The famousKural , the great book
of Tiru Valluvar's verses aptly apply
to corporate citizen which says “Good
men put forth industry & produce
wealth, not for themselves but for the
use of society.”

Indian Vedassay “man can live
individually but can survive only
collectively”.

Wiston Churchill said “Respon-
sibility is the price of greatness .”

Let our corporates work towards
maximum welfare of the maximum
people“samasta Janaanaam sukhino
Bhavantu”

160

SOCIAL REPORTING

Social responsibility by business
enterprises leads to social reporting.
Social reporting involves :
Communicating the social &
environmental effects of
organizations’ economic actions on
society at large.

Extending the accountability of
organizations beyond numberk-
crunching to all stake holders.

H. Triple Bottom Line Approach of

CSR

John Ellington, noted management
consultant, coined the concept of TBL
in 1997.

In addition toprofits for owners two
more bottom lines, i.environmental

& social needto be added.
Enterprise Governance
Enterprise Excellence
Ultimately the object of EG is to bring
and sustain Enterprise Excellence for
which Cost Audit is a very powerful
tool particularly in respect of
Resource Management and
Reporting.

Enterprise Governance and Cost
Audit :

Shift from CG to EG - shift in
emphasis from equity and disclosure
to strategy, performance and
responsible utilization of resources.
Resource utilization domain — India
has unique invention — Statutory Cost
Audit.

The Cost Audit has been in practice
since 1965 in India, since 1984 in
Pakistan and in Bangladesh since
1994.

Bangladesh — C&AG carries out the
audit of “performance” or “value for
money” (VFM) audit of all Public
Accounts.

India - 1965 Companies Act amended
— Sec 233B inserted for mandatory
Cost Audit

Parliamentary debate - Mrs Sathe,
MP, stated that what is Cost Audit?
The Cost Audit is quite different from
the financial audit. It is to see whether
the labour is efficient or not, whether
every material and every part of the
machinery is used to the optimum,
whether any material is wasted? Etc.

for

Concept and scope of Cost Audit is

much wider as it lays emphasis on the

evaluation of the efficiency of the

operations and utilization of

resources.

Indian experience on Cost Audit

fits well with the IFAC framework

and India can provide a blueprint

for better enterprise governance.

Cost Audit for Resource Manage-

ment

Cost Audit in India — provides

authenticated information relating to

propriety and efficiency in resource

utilization, waste minimization and

environment friendliness in resource

utilization.

Parameters included in the Cost Audit

Report are :

® Process of manufacture

® Quantitative details — installed
capacity, utilized capacity etc.
Input materials consumed

® Standard Vs actual consumption

of input materials

Power, Fuel and utilities consumed.

Standard Vs actual consumption

of utilities.

Manpower utilization

Research & Development

Pollution Control expenses

Value Addition and distribution of

earnings etc.

The Cost Auditor has to suggest

measures for making further

improvements in the perfor-

mance of the company and also

offer his observations and

suggestions.

Strategic Factorsrevealed through

Cost Audit :

® Dynamics of market change vis-
a-vis globalization; Market share
& sustenance;

® Linkage between material costs
and product pricing;

® Technology drivers &
orientation needs;

® Competition-national & global
and competitive advantages;

® Customer satisfaction & customer
demands;

® Quality & Delivery — efficiency
and Cost Effectiveness

IT
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® And many other decisive, | Resource Utilisation Index

strategic parameters.

Index should be developed using such

norms to judge how effectively
resources are utilized by the
enterprise. ICWAI should carry out a

research exercise and firm up thg
concept of the Index.

Reporting of the index called ICWAI
Resource Utilisation Index and it
should be made obligatory for the

companies to publish this index in the

Annual Report of the Company.
Before concluding | would like to add

Material Labour Plant facilities | Capital- Capital -
Fixed Working
Input- Effective Utilisation Asset turn NWC
Output ratio | hours of Hours over ratio turnover
work ratio
Rejection % | Idle time Production in | Cost of Cost of
terms of Capital capital
standard
units of
output
Efficiency Idle time
Absenteeism | Break down
time

some very vital points.

Cost Accounting Standards — The
Institute has taken lead in developing
standards and it is likely that these
standards will also get statutory
recognition. However, the role of the
standards should be clearly
understood which is basically to being
uniformity in application of and
treatment of cost and revenue items
in the cost accounting records. Cost
Accounting Standards are
supplementary in nature like
Accounting Standards and they can
not replace Cost Accounting Record
Rules and Cost Audit.

The Committee on Subordinate
Legislation (14" Loksabha ) has
submitted its repontecommending
number of manufacturing
industries and service industries in
which Cost Accounting Records
Rules should be framed
immediately. Thus our
parliamentarians are favouring Cost
Audit mechanism.

I may recall that the Institute had
organized a National Seminar on
“Cost Audit — A way Ahead” on™
February, 2007. The various
stakeholders like Industry, Industry
Associations. Regulatory Authorities,
Govt. Departments, Banks and
Financial Institutions, Consumer
Associations, Investor Associations
and the government representatives
participated in this national seminar.
Itis noteworthy thaall stakeholders
supported the Cost Audit which is
required for better monitoring of
economy, better reporting and for
social cause.

Mr. Krishmoorthy, member of
Electricity Regulatory Authority
expressed usefulness of cost audit just
yesterday.

IndustrialistMr. Ruia expressed that
“what we are looking for is not only
Cost Audit but Management
Audit” and even suggested that
Management Audit should be made
mandatory.

Mr. S. K. Singhal, Chairman,
CBEC expressed very clearly that
Cost Audit is very much useful for
Govt. Departments and it must be
continued and enlarged.

CMA Australia has also supported
Cost Audit.

| appeal that the Institute should come
out with an appropriate research and
white paper on Cost Audit. Let us take
Cost Audit to outside world. We need
an approach which is “Inside Out”
rather than “Outside In” approach. We
should bring out How Cost Audit
process has helped to regulate, to
monitor for the betterment of the
Industry and how it has helped India
and is used in India. The message
should be given to outside world
about the strength of Cost Audit rather
than checking what is there outside
India. When Cost Audit itself is not
there in operation what kind of
information or research you are going
to carry out outside India.

Today we are discussing
“Repositioning of Management
Accountant”. My friends, | only make
you one appeal that the Institute has
already passed a resolution that you
can prefix the word CMA before your
name. So you are the ambassador of
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your own profession. When you want
to reposition the Management
Accountant, the first step for our
40000 members is that they should
start using “CMA” to create the brand
image. That itself will reposition the
profession and you will be recognized
as management accountants and due
course of time the name change and
all those things will come. This
summit was an opportunity that we
should have also made it clear vocally
that “Yes..! The name change is very
much required and it should be done.”
But even before the name change we
must start adopting whatever is
available to us in the form of prefix
because in the words of great
philosopher Shri. Vamanrao Pai “ You
are the sculpturist of your own” i.e. *
Tuch Tuzya Jeevanacha Shilpkar”.
Start using CMA is my humble
appeal to each one of you.
Concluding

Preserving, protecting and defending
the resources has been part of our age
old culture. Concept of
‘panchbhootas” — land, water, fire,
sky and air constitutes divine forces
— resources.

We should attempt to find the best use
of all our resources - at home and at
office and in Industry and
everywhere.

Mahatma Gandhi -‘The earth has
enough for everybody’s need but not
for everybody'’s greed.’

Last but not the least we must also
keep in mind the moral right of future
generations on resources and we must
answer what can we leave our
progeny®l
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Provisions of sec 8 of MSMED act

The Micro, Small and =
As per the provisions of the above
- - said Act, Micro, Small and Medium
I\/I e d I u m E n te rp rl S eS enterprises shall file the memorandum of
micro, small or, as the case may be, of
medium enterprise with such authority as
D eve I O p m e nt ACt y may be specified by the State Government
under sub-section (4) or the Central
M S I\/I E DA 2006 d Government under sub-section (3). The
an form of the memorandum, the procedure
of its filing and other matters incidental
thereto shall be such as may be notified
Am e n d m e nt to SCh ed u Ie by the Central Government after
obtaining the recommendation of the
1 Advisory Committee in this behalf. The
VI Of th e CO m pan I eS AC authority with which the memorandum
shall be filed by a medium enterprise shall
An exposure on Micro, Small and Medium Enterprises Development Act 2006such as may be specified by

and the corresponding change in Sch VI of the Companies Act notification, by the Central Government.
The State Government shall, by

L. Venkatesan* notification, specify the authority with
Introduction : Industries within time and also paymeni./h'Ch a micro or small enterprise may
e the memorandum. A Small Scale
ndustry who, before the commencement

to encourage development ofmade very stringent with the introduction

industries gave special protectionof the above said Act and correspondin@
to Small Scale Industry by issuing aamendment in Schedule VI.
notification under Sec 11B of the |mplications of the Amendements:
Industries (Development and Regulation)s;sMED ACT 2006

: the commencement of this Act.
Act, 1951. Section 29B of the Act - .
provides for notifying reservation of items, , 1 1'¢ definition of Small Enterprise Amendement to Schedule VI:

for exclusive manufacture in the small’V€€ the investment in Plant and = The amendment to Schedule VI has
scale industry sector. The Schedule VI opMachinery is more than 25 Lakhs but doegqt for reaching implications. The Micro
the Companies Act had a special'©t €xceed Rs. 5 crores, As against thgnd small Enterprises have to fail a
provision for disclosure of amount &/ier limitof Rs. 1 crore. By this higher memorandum with the authority as may
outstanding to small scale industriesiMit more and more suppliers will getpe specified by the state government or
Further interest on delayed paymentnCIUded under the definition of Small by the central government. However
through small scale and ancillaryScale Industry. small scale industries that obtained
industrial undertaking Act 1993 provided  In the case of enterprises engaged iRegistration Certificate have time 180
for timely payment and payment ofproviding or rendering of services, as alays to file such memorandum.
interest to such undertakings. All thesesmall enterprise, where the investmentin - Now one has to identify the supplier
thing have been drastically amended wittequipment is more than ten Lakhs rupeegho qualifies for the definition of Micro
the passage of Micro, Small and Mediunbut does no exceed two crore rupees, &nd Small Enterprises. Companies who
Enterprises Development Act 2006. Thisagainst the previous limit of Rs. 10 lakhsare holding small scale industry
Act has been notified from 2-10-2006in fixed assets, excluding land andregistration certificate earlier continue to
(Gandhi Jayanthi day). However there habuildings. enjoy the benefits under the New Act also
been delay in implementation by the  The increase in limits as mentionedsubject to failing necessary memorandum
companies as there was no correspondinghove is an important matter for arrivingwithin 10 days.
amendment in Schedule VI. Howeverat the definition of Small Scale Industry.  For all the people who come under
Schedule VI has been amended in linghjs should be taken care of suitablythe definition Micro Enterprises and
with above said act with effect from'29 yhjje deciding the status of the suppliersmall Enterprises, the payment has to be
November 2007 (vide NOt'T'Cat'On. No. 55 per MSMED ACT 2006. effected within 15 days of acceptance or
ﬁissé%]gr}(?rgl?nggtlictjomf]r\(laz\pl)c?rgib\ill\i/ghhas .The .term medium ent.erprise as beenas per the credit terms, which cannot
been given to industry with regard todefln.ed in thel, new Act. This dogs not hayexceed 45 days. If the payment is not
payment of Micro and Small Scale@ implication as nowhere in the saidnade as per the.agreementmterest has to
Act such a sector gets any kind ofoe paid three times of the Bank rate
*Cost Accountant benefits. announced by the Reserve Bank of India.

f the MSMED ACT 2006 established
hall file the memorandum, in accordance
with the provisions of the this Act within
one hundred and eighty (180) days from

T he Government of India in order of interest. These requirements have be
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DETAILS OF AMENDMENT:

PRIOR OT 2-10-2006

AFTER 2-10-2006

Definition as per Industrial Development Regulation A

Small scale industrial units are those engaged in
manufacture, processing or preservation of goods
whose investment in plant and machinery (original ¢
does not exceed Rs. 1 crore. These wantek, alia, include

CiDefinition as per MSMEDA:

“QQ) In the case of the enterprises engaged in the manu
and or production of goods pertaining to any indu

fjt
Pst) specified in the First Schedule to the Industiies

(Development and Regulation) Act, 1951(65 of 195

also not exceed Rs. 1 crore to be classified under s
scale industry.

The investment limit of Rs.1 crore for classification as
has been enhanced to Rs.5 crore in respect of ceg
specified items under hosiery and hand tools by
Government of India

Definition of ‘Small Scale Service & Busines
Enterprises’ (SSSBE’s)

Industry related service and business enterprises
investment upto Rs. 10 lakhs in fixed assets, exclu
land and building will be given benefits of small sc
sector. For computation of value of fixed assets, the orig
price paid by the original owner will be consider
irrespective of the price paid by subsequent owners

SCHEDULE VI
() The name(s) of small scale industri
undertaking(s) to whom the company owe 4

than thirty days, or to be disclosed.

(i) Total outstanding dues of small scale undertaki
and

(i) Total outstanding dues of creditors other than s
scale industrial undertaking.

units engaged in mining or quarrying, servicing gnd zg
repairing of machinery. In the case of ancillary units, fthe
investment in plant and machinery (original cost) shduld

cture
ry

1),

» A micro enterprise, where the investment in plant
and machinery does not exceed twenty-five lakh
all- rupees;

» A small enterprise, where the investment in pllant
53|. and machinery is more than twenty-five lakh
rtain rupees but does not exceed five crore rupees; or
the » A medium enterprise, where the investment in

plant and machinery is more than five crore rugees
but does not exceed ten crore rupees;
b (b) In the case of enterprises engaged in providing [or
rendering of services, as
With » A micro enterprise, where the investment|in
ing equipment does not exceed ten lakh rupees;
.Ie » A small enterprise, where the investment|in
inal equipment is more than ten lakh rupees but does
ed no exceed two crore rupees; or
» A medium enterprise, where the investment in
equipment is more than two crore rupees but does
not exceed five crore rupees.
SCHEDULE VI
al (i) Total outstanding dues of micro enterprises; gnd

micro enterprises.

['MNotes to Accounts:

(@) The principal amount and the interest due the
(to be shown separately) remaining unpaid to
supplier as at the end of the accounting year.
The amount of interest paid by the buyer in te
of section 16 of the Micro, Small and Mediy
Enterprises Development Act, 2006, (MSMED
along with the amount of the payment madsd
the supplier beyond the appointed day during €
accounting year;

The amount of interest due and payable for
period of delay in making payment (which hg
been paid but beyond the appointed day du
the year) but without adding the interest speci
under the Micro, Small and medium Enterpri
Development Act, 2006;

nall

(b)

(©

10 W . Ny (i) Total outstanding dues of creditors other than
sum together with interest outstanding for mgre

eon
any

ms
m
A)
to
ach

the
ve

ring
ied
bes
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Ancillary Industrial undertaking act, 1993:
Interest on delayed payments to Small Scale and Anci

companies to repay their dues to SSls within 120 d
failing which the companies will have to pay on th
outstanding a penal interest @ 1.5 times of PLR cha
by State Bank of India. Section 8 of the said Act 4
requires a buyer of SSI products to specify the outstan
dues in its annual accounts.

Interest for delayed payments to Small Scale and Interest for delayed payments as per msmed act, 200

Industrial Undertaking Act, 1993, it is mandatory for lafgehe supplier, as required under Section 15, the buyer

(d) The amount of interest accrued and remairjing
unpaid at the end of each accounting year; and

(e)

The amount of further interest remaining due
payable even in the succeeding years, until 3

and
uch

date when the interest dues as above are actually

paid to the small enterprise, for the purposs
disallowance as a deductible expenditure ur
section 23 of the Micro, Small and Mediu
Enterprises Development Act, 2006.

lawhere any buyer fails to make payment of the amou

of
der

Im

U

Nt to
hall,

AVsot with standing anything contained in any agreenpent

bibetween the buyer and the supplier or in any law for
gérhe being in force, be liable to pay compound inte
Iswith monthly rests to the supplier on that amount from
diagpointed day or, as the case may be, from the
immediately following the date agreed upon, at three ti
of the bank rate notified by the Reserve Bank.
Not withstanding anything contained in the Income-
Act, 1961 (43 of 1961), the amount of interest payabl
paid by any buyer, under or in accordance with
provisions of the Act, shall not, for the purposes
computation of income under the Income-tax Act, 191

the
est
the
date
mes

tax
b Or
the
of
L be

allowed as deduction.

Such interest will not qualify for 5)
Income-Tax deduction.

Some of the companies are giving in6)
the Notes to Accounts stating they are iry)
the process of compiling the data. Since
the concept of Small Scale Industries
were there earlier this kind of statement
may not be correct atlest for the supplier§ja
who are covered by the earlier definition
of the Small Scale Industry the compan
should comply with the provisions of the
Micro, Small and Medium Enterprises
Development Act (MSMED), 2006.

accounts

Enterprises.

If not to provide in the accounts

Total amount of outstanding due to
Micro Enterprises and Small

%ny sum together

Whether it has been provided in theConclusion:

With the introduction of MSME

responsibility on the industry to pay

D

ACT 2006 and corresponding amendment
of SHEDULE VI imposes lot of

the

micro and small enterprises (both

production and service industry included)

with

The master data of the suppliergNith this requirement. As the requiremem‘.n terms of Schedule VI

should contain a provision for those
the existing small scale suppliers will get
qualified u?wder the abovepZaid act. ?:Ogmbedded
all such suppliers a program should b?
run to check the following items. Section 211 of the
1) V\(h(_ather payments have been madg, 4 accordingly,
within 45 days from the date OfSUpplyreport, so far a
2) If not what is the interest payable
3) Whether interest has been paid

4) What is the unpaid interest prescribed.
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. X of Micro, Small and Medium Enterprises
suppliers who are covered by this act. Albevelopment Act. 2006. has now bee
in Schedule VI,
ompliance thereof will now be require
o be dealt with within the meaning of *

dealt with in auditors ,
s it relates to non-

availability of information and (These are the personal views of the author
presentation of accounts in the mannewho can be contacted through email at

The Industrie Has Lost its Indepe

non- egard Micro and Small Enterprises
dReference:

% The Micro, Small and Mediu
Enterprises Development Act 2006
of 2006)

Vide Notification No. G.S.R. 719(
dated 17 Nov'07

Companies Act, 1956

l.venkatesan @ hotmail.com)

The requirement of giving the within 45 days of appointed date. If not
me(s) of small scale industrialinterest as to be paid at the rate of three
undertaking(s) to whom the company oweimes the bank rate notified by the RBI
interestwith compounding such interest with
outstanding for more than thirty days, hagnontly rest. Such interest is not allowable
been dispensed with. The companies ha/ér Income Tax purpose. Suitable
to develop a special program to comphadditional disclosures have to be given

nce

f Negotating Power of Credit Terms as

m
(27

E)
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SEBI

CIRCULAR/PRESS NOTE
SEBI SEBI (Issue and Listing of Debt Securities) Regulations,
2008/ SEBI (Public Offer and Listing of Securitized Debt
CIRCULAR/PRESS RELEASE Instruments) Regulations, 2008/ SEBI (Intermediaries)
Amendment to Securities Contracts (Regulation) Ruldsegulations, 2008/ Amendment to SEBI (Mutual Fund)
proposed Regulations, 1996

PRESS RELEASE, DATED 1-2-2008 PRESS RELEASE NO. 24/2008. DATED 30-1-2008.

Based on a review, Government has proposed to amend ltﬁg’UED BY SEBI

Securities Contracts (Regulation) Rules, 1957 (SCRR) féhe SEBI Board at its meeting held in Mumbai today,
both initial and continuous listing requirements of companiéProved the following:

in stock exchanges. The amendments proposed by #eSEBI (Issue and Listing of Debt Securities) Regulations,
Ministry of Finance are: 2008

(a) The standards for initial listing and continued listing mag SEBI (Public Offer and Listing of Securitized Debt
be prescribed in the SCR Rules. Instruments) Regulations, 2008

(b) The standards for initial and continuous listing may b® SEBI (Intermediaries) Regulations, 2008

Corporate Law Updates March 2008

uniform, as the objective is same. L]

(c) The public offer envisaged at initial listing is of nol.
consequenceunless the public are actually allotted

Amendment to SEBI (Mutual Fund) Regulations, 1996

SEBI (Issue and Listing of Debt Securities)
Regulations, 2008

shares. The SCRR may speak in terms of allotment The regulations pertain to issue and listing of debt securities
public, not just public offer. which are not convertible, either in whole or in part into
(d) As of now, the word ‘public’ is not defined. If ‘public’ €duity instruments. They provide for a rationalized disclosure
means ‘non-promoters’ and includes Fls, Flls, MFdequirements and aredqctlon of certain onerous obllgatlpns
employees, NRIS/OCBs, private corporate bodies, et@fstwhlle attached to an issue of debt securities. Regulations

the floating stock would be insignificant. A view needg"’“.’e been aimed at fEd“C‘U.‘J time and unnecessary purden
to be taken on this of issuance of these securities and according flexibility to

) ] ] issuers to structure their instruments, without diluting areas
(e) For a company to be listed and continue to be listed i requlatory concern. Key features of the Regulations are:

must have a  public stake_ of 25 .per cent. ® Due diligence, proper disclosures and credit rating, the
(f) If for any reason, the public holding reduces below 25 ey elements of corporate debt issuances will be ensured
per cent, the promoters, management and company mayby SEBI mainly through due diligence exercise by the

be jointly and severally be liable to bring the public
holding to 25 per cent within 3 months, in the manneg
prescribed by SEBI, failing which appropriate
enforcement action, including delisting, may be taken.

(g) There should not be any discrimination between a
Government company and non-Government company.
The powers of the stock exchange to relax any of the
conditions of listing with the prior approval of SEBI in
respect of a Government company needs to e
withdrawn. Similarly, the powers of SEBI to relax listing
requirements may be withdrawn.

A large number of shares distributed among a large number

merchant bankers.

Where the equity of a company is listed, and such
company wishes to issue debt instruments (whether by
way of public offering or private placement), as large
amount of company-related information is already in
public domain and material developments are available
as per the equity listing agreement on a nearly continuous
basis minimal incremental disclosures are sufficient.

Where the equity of the issuer is not listed, and such a
company raises debt capital (whether by way of public
offering or private placement) detailed disclosures are
required.

of shareholders is essential for the sustenance of a continu8ugOffer to fifty or more persons shall require mandatory

market for listed securities to provide liquidity to the

listing and specific disclosures in terms of the Regulations

investors and to discover fair prices. The larger the number @nd a simplified listing agreement where the equity
of shares and the number of shareholders, ie., the larger theS€curities of such entity are listed.

public float, the less is the scope for price manipulation. &

SEBI (Public Offer and Listing of Securitized Debt

order to ensure this, the securities laws prescribe initial and Instruments) Regulations, 2008

continuous listing requirements.
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The SCRA was amended in 2007 enabling SEBI to provide
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for disclosure based regulation for public issue of or listinRegistration Form-information divided into two parts

of securitized debt instruments on the recognized stogk Part | of the form will be disclosed and available to the
exchanges. Accordingly, SEBI has made regulations in this public and Part Il will contain such information which
regard. will be retained with the Board as regulatory filing.

The regulations are principle based and have been mdieand Proper person requirements

taking into account the market needs, cost of the transactios, The criteria to determine whether the intermediary is a
competition policy, the professional expertise of credit-rating Fit and Proper person have been revised and are now
agencies, disclosures and obligations of the parties involved principle based.

in the transaction. Suspension/Cancellation of certificate of registration

Salient features of the regulations are as follows: 5. The manner of suspension/cancellation of any certificate
(a) The special purpose distinct entity (the issuer) will be a granted to any person has been provided in the
trust and the trustees thereof will require registration from regulations. Consequently the SE@rocedure for
SEBI. The instrument issued by the issuer to the investor holding enquiry by enquiry officer and imposing penalty)
shall acknowledge the beneficial interest of such investor Regulations, 2002 will be repealed. The procedure for
in underlying debt or receivables assigned to the issuer. suspension/ cancellation has been simplified and the time

The issuer can undertake only the activities permitted taken in this regard is sought to be reduced.

by the regulations. 4. Amendment to SEBI (Mutual Fund) Regulations,
(b) The regulations permit securitization of both existing as 1996 for removal of initial issue expense in close-
well as future receivables. ended mutual fund schemes

(c) The regulations provide flexibility in terms of payThe S_EBIBoard apprqved the_ lprc.)posal iy rempval of
through/pass through structures. charging and amortization of initial issue expense in close-
o o ] ended mutual fund schemes. Accordingly, henceforth, all
(d) In case of public issuances listing will be mandatoryyta| fund schemes shall meet the sales, marketing and
The instruments issued on private placement basis M@er such expenses connected with sales and distribution
also be listed subject to the compliance of simplifiedf schemes from the entry load. Consequently, waiver of

provisions of the regulations. load for direct applicants will also be available in close-
(e) Regulations require strict segregation of assets of es@hded schemes.

scheme. This would bring in more transparency and better upfront
3. Securities and Exchange Board of India disclosures to the investors in terms of the expenses charged

(Intermediaries) Regulations, 2008 in close-ended schemes.

In the present regime a dozen regulations govern diﬁeré_}.\gcessary amendments to the respective regulation are being
categories of intermediaries. The broad framework of sudgsued.

regulations is similar to one another. The new regulatiol§SURANCE MATTERS

seek to consolidate the common requirements and putg) ES/REGULATIONS

place a comprehensive framework which will apply to th .
intermediaries and prescribe the obligations, procedufésurance Regulatory and Development Authority

limitations etc. insofar as the common requirements al phgauons of Insurers to' Rural or Sacial Sectors)
: L hird Amendment) Regulations, 2008 - Amendment in

concerned. The new regulations seek to simplify procedures . o / .
. . ; . .~ régulation 3; insertion of Regulations 3B, 4A, 5, 6 and 7

to make the registration/regulation process of intermediarie

less burdensome and cost effective without diluting tHdOTIFICATION F.NO. IRDA/REG/1/42/2008, DATED
regulatory oversight. The regulation is primarily principle’~1-2008, ISSUED BY

based and some significant changes in the framework aNSURANCE REGULATORY AND DEVELOPMENT
given below: AUTHORITY

Permanent Registration In exercise of the powers conferred by section 32C read

1. Subject to compliance with the SEBI Act, regulations"vith section 32B of the Insurance Act, 1938 (4 of 1938),

updation of relevant disclosures and payment of fe%e Au'ghorlty, in consultation with the Insurance Ao!wsory
. . ommittee, hereby makes the following Regulations to
registration shall be permanent.

. ) ) o further amend the Insurance Regulatory and Development

Registration for multiple activities Authority (Obligations of Insurers to Rural or Social Sectors)

2. The process for registration for undertaking multipl&Regulations, 2002, notified on October 17, 2002 in the
activities by the same intermediary has been simplifie€azette of India F.No. IRDA/ Reg./10/2002 and amended

the management accountant, March, 2008 167



Legal Updates

on December 26, 2005 in the Gazette of India F. No. IRDA¥) Rural Sector,

Reg./4/2005/37, namely: () twenty-four per cent in the financial year 2007-08;
Short title and commencement (1) twenty-five per cent in the financial years 2008-09 and
1. (1) These regulations may be called the Insuran@®09-10, of the total policies written direct in that year;
Regulatory and Development Authority (Obligations ofjj) Social Sector,

Insurers to Rural or Social Sectors) (Third Amendmenty o jakh lives in the financial years 2007-08,2008-
Regulations, 2008. 09 and 2009-10

(2) They shall come into force on the date of their publicatio&)) General insu-rers

in the Official Gazette.  Rural S !

(3) In the Insurance Regulatory and Development Authori ' .ura ector., ] .
(Obligations of Insurers to Rural or Social Sectorsfl) Six per centin the financial year 2007-08;

Regulations, 2002, (I1) seven per cent in the financial years 2008-09 and 2009-
(i) The third proviso to Regulation 3 shall stand deleted. 10 qf the total gross premium income written direct in that
(i) After Regulation 3A as inserted by the Insurancé(_ear’ ]

Regulatory and Development Authority (Obligation of()) Social Sector,

Insurers to Rural or Social Sectors) (Amendment()) for the financial year 2007-08 the average of the number
Regulations, 2005, the following Regulation 3B shall bef lives covered by the respective insurer in the social sector

added: from the financial years 2002-03 to 2004-05 or 5.50 lakh

“3B. Obligations after the Sixth Financial Year.-(I)(a) RuraliVes, whichever is higher;

Sector: () for the financial year 2008-09, the obligations of the

(i) in respect of a life insurer, existing insurers shall increase by 10 per cent over the
. . ) . . number of persons prescribed for the financial year

() eighteen per cent in the seventh financial year; 2007-08:

(I) nineteen per cent in the eighth and ninth financial year il) for the financial year 2009-10, the obligations of the

() twenty per cent in the tenth financial year, of the totadyisting insurers shall increase by 10 per cent over the

policies written direct in that year; number of persons prescribed for the financial year
(ii) in respect of a general insurer, 2008-09.
() five per cent in the seventh financial year; (2) The obligations of the insurers, towards the rural and the

(Il) six per cent in the eighth financial year: social sectors for the financial year 2009-10 shall also be
’ aPpIicabIe in the financial years thereafter:

(1) seven per cent in the ninth and tenth financial years; r? lati he followi lati d
the total gross premium income written direct in that yealV) After regulation 4A, the following regulations 5, 6 an

7 shall be added:
(b) Social sector shall be adde

o . “5. Notes applicable to regulations 3, 3A, 3B, 4 and 4A.-(1)
(i) in respect of all insurers, The term ‘lives’ referred to in regulations 3, 3A, 3B and 4A
(1) twenty-five thousand lives in the seventh financial yeain respect of all insurers refers to human lives insured as at

(I) thirty-five thousand lives in the eighth financial year; the end of each financial year.

(Illy forty-five thousand lives in the ninth financial year; (2) Re-insurance premium shall not be included while
(IV) fifty-five thousand lives in the tenth financial year. calculating the obligations of the insurers in respect of the

2) The obligati f the | ds th | rural and social sectors.

go)cial esgctggrgtl% r:sﬂ?e tte?n t';' Sfli"r:zrnscitglw aeraf ;hzllrua:ﬁs,oa ) The Authority may prescribe or revise the obligations as
. ) ! . y - s%ecified in these Regulations, from time to time.

applicable in respect of the financial years thereafter.

. . . 6. Compliance.-{1) For the purpose of these Regulations,
g'g ij;eerdRegulatlon 4, the following Regulation 4A Shallcompliance with the obligations towards the rural sector in

respect of both general and life companies shall be based on
“4A. Obligations of the existing insurers for the financiathe sale of products conforming to the proviso that all such
years 2007-08 to 2009-10.-(1) The obligations of the existingntracts meet the stipulation as to the minimum amount of
insurers as on the date of the commencement of the Insurageger as laid down in Schedules | and Il of the Insurance
Regulatory and Development Authority Act, 1999 towardRegulatory and Development Authority (Micro Insurance)
the rural and social sectors from the financial year 2007-@&gulations, 2005.

to the financial year 2009-10 are as under- (2) For the purpose of these Regulations, compliance with
(a) Life Insurance Corporation of India,- the obligations towards the social sector in respect of both
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general and life companies shall be based on the saleaofl criminal, under the SEBI Act may be taken by SEBI
products conforming to the proviso that all such contractgainst such funds/ companies.

meet the stipulations as to the cover laid down in SchedulRsSURANCE MATTERS

I and Il of Insurance Regulatory and Development Authorit
(Micro Insurance) Regulations, 2005. RULES/REGULATIONS

7. Submission of returns.-Every insurer shall submit a retuffiSurance Regulatory and Development Authority
as part of the financial returns to be submitted under thgbligations of Insurers to Rural or Social Sectors)
Insurance Regulatory and Development Authorit§Fourth Amendment) Regulations, 2008 - Amendment
(Preparation of Financial Statements and Auditors Repdft Regulation 3

of Insurance Companies) Regulations, 2002, the rural aN@TIFICATION F. NO. IRDA/REG. 2/13/2008, DATED
social sector obligations specified under these regulatio§-1-2008, ISSUED BY

and disclose the level of compliance achieved during thiSURANCE REGULATORY AND DEVELOPMENT
said year. Such reporting shall form part of the ‘Notes to theUTHORITY

Accounts.” In exercise of the powers conferred by section 32C read
SEBI with section 32B of the Insurance Act, 1938 (4 of 1938),
Circular/Press Note the Authority, in consultation with the Insurance Advisory

. , . Committee, hereby makes the following Regulations to

Art Funds’ Covered by Collective Investment Scheme further amend the Insurance Regulatory and Development
PRESS RELEASE NO. 44/2008, DATED 13-2-2008, aythority (Obligations of Insurers to Rural or Social Sectors)

ISSUED BY SEBI Regulations, 2002, notified on October 17, 2002 in the

This message is issued by SEBI in the interest of investdgazette of India F. No. IRDA/ Reg./10/2002, amended on
with regard to their investments in Art Funds, funds July 30, 2004 in the Gazette of India F. No. IRDA/Reg./3/

schemes launched by companies or any entity formed 2004, December 26, 2005 in the Gazette of India F. No.
the purpose. From the analysis of the characteristics of ‘#RDA/Reg./4/2005/37; and January 3, 2008 in the Gazette
funds’ these are ‘collective investment schemes’ as defineflindia F. No. IRDA/Req./l/42/2008, namely:

under section 11AA(2) of the SEBI Act, 1992. The schemeshort title and commencement

fund_s have bee_n_ Iaunched/floatgd by these entities WithO_Lu.t(l) These regulations may be called the Insurance
obtaining a certificate of registration in accordance with t?%%

: : egulatory and Development Authority (Obligations of
SEBI (Collective Investment Schemes) Regulations, 19 nsurers to Rural or Social Sectors) (Fourth Amendment)

(the Regulat|orlls). Regulations, 2008.
In terms of section 12(IB) of the SEBI Act, 1992, no “person’,

I(r2 hey shall come into force on the date of their publication
shall sponsor or cause to be sponsored or cause to be caryl -
L . inthe Official Gazette.

on a collective investment scheme unless he obtains a

certificate of registration from the Board in accordance with

the regulations. (3) Inthe Insurance Regulatory and Development Authority

Regulation 3 of the Regulations permits only a ‘Collectiv€OPligations of Insurers to Rural or Social Sectors)
Investment Management Company’ having certificate dtegulations, 2002.

registration from Board to launch collective investmenthe first proviso to Regulation 3 shall be deleted and replaced
scheme. Thus, only a company which has been grantedead as under:

certificate of registration by the Board in accordance wittproyided that in cases where an insurance company
the Regulations can launch or sponsor a collective investmgBimmences operations in the second half of the financial
scheme. In .other words, for a collective investment scherpgar and is in operations for less than six months as at 31st
to raise money from the public it is pre-requisite that th@iarch of the relevant financial year, (i) no rural or social
entity must (a) be a company and (b) registered with SEBéctor obligations shall be applicable for the said period,
as a Collective Investment Management Company. and (i) the annual obligations as indicated in the Regulations
Therefore, the launching/floating of the ‘art funds’ oishall be reckoned from the next financial year which shall
schemes without obtaining a certificate of registration froe considered as the first year of operations for the purpose
the Board in terms of the provisions of the Regulationgf compliance. In cases where an insurance company
amounts to violation of the provisions of section 12 reacommences operations in the first half of the financial year,
with sections 11 and 11AA of the SEBI Act and théhe applicable obligations for the first year shall be 50 per
Regulations. For such violations, appropriate actions, civikent of the obligations as specified in these Regulations’.
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Case Study

Appraisal of FInancial e eromance i sic recen
years, a large number of banks have
h di ible si f k .
Performance of Urban S et S
unsatisfactory and characterized by low

Cooperative Banks - DErorming atsets (NAA) and relaively
low capital base. Over a long period of
A Case Stu dy time, the performance of UCBs has

been deteriorating due to non recovery
ﬁ terest and instalment of loan
rtfolio. Probably the biggest

challenge facing the banking sector,

The main purpose of this study is to identify and analyze the trends, progresQE\
problems of urban cooperative bank. po

Dr. Uttam Kumar Dutta* especially the UCBs, is the availability
. * of quality assets. In case banks arc

Amit Basak unable to generate income due to NPAs,

Backdrop : promoting sustainable bankingit Will put the banks into liquidity

origin to England, where a greatincome strata of the urban populations€ctor include high levels of loan

ooperative movement owes itsPractices among the lower and middlérunch. Major concerns suffering this
( : Oﬁjelinquency . erosion of capital base,

philosopher. Robert Owen  Urban cooperative banks are one itv of funds for fresh deol i
(1771-1858) gave the idea of” self helthe vital segments oi the bankingpauf?'yp un Z.Orlres. ep fy”lle”f'
through mutual hefigo mitigate the industry of the country. They essentiall))ne fectl\_/e Crﬁ I p_annlngd. ac Od
sufferingsof the exploited class of the cater to the credit needs of person;, dire essmnat '3”}3 'n con uclt. afn
society. The first ever effort towards thesmalt means. There were 1872 urbaﬂ}anagen:eq ' de |C|etncy||n aEp}CSI'QOS
formation of a cooperative organizationcooperative banks in the country at the lc;qmpu erized system, ,?.C p 0 i
has made by 28 flannel weavers, aend of March M, 2005. The figurespo icies, poor management information

. . .Y T system etc. In this context, the paper
Rochdale near Manchester in Englanavere 1106 in 1966, the year in winch akes an attemot to examine the
in 1844.Urban cooperative movementhey were brought under the purvieV\rnork.n and f'nanc?'al erformance of
of global horizon lasted the sweet ofof Banking Regulation Act ,1949. WOr<IN9 ' 1al p

SV g sscecs o Coaenods and vancee f UGB b cooperaths bars To ke
Credit Institutions between 1855 andncreased sharply from Rs.153 CfOfZé Y P

1885, organized by Herman Schulz&ind Rs.87 crore respectively in 196 ave considered workings of Nabapally

and Luigi Luzzatli of Germany andto Rs. 105017 crore and Rs.6690% 0P~ 21V Cii';ks'tﬁg' Barasat, West
Italy respectively. Similarly, the origin crore. The Gross NPA of Urban g y

of urban credit movement in India date§-0operative Banks at the end of The paper is divided into six

back to 8. Frbruary, 1889 when underMarch,2005 stood at Rs. 15409 croreSections . In section 1 and Il backdrop
guidance of Shri Vilhal Laxman Which is 23 % of total loans andand objectives of the study have been
Kavthekar, a Mutual Aid Society wasadvances. Statistical distribution ofchalked out. Section IIl contains the
formed by some middle C|assUCBS shows that around 80% of UCBéja'taand methc_)d0|09y; Section IV deals
Maharastrian families in Baroda Stateare concentrated in 5 stalegvith the profile of the bank; The

The cooperative movement in Indiaviz.Maharastra, Gujrat, Karnatakaanalysis and interpretations are
gained momentum with the Andhra Pradesh and Tamil Nadu. presented in section V and in Section

establishment of the Cooperative Credit On the other hand, at the end oyfl a;]fewﬁ;ggge_stlonsc}‘orﬁ:mp'rovemer)t
Society Act. 1904 After the enactmentMarch,2005. there were 5 i UCBs inoht ee |c.|enC|$shanb ekectlveness in
of this act Primary Cooperative CreditWest Bengal with total deposits of RsiN€ operétlon ofthe bank are given.
Societies were set up in the urban ared§41 crore and total loans and advancd$ Objectives of the Study :

called the | Than Cooperativeof Rs.987 crore. 29 and, 12 banks are The main purpose of this study is
Banks(UCBs) with the objective of considered as Gradland 11 categories to identify and analyze the trends,
while 10 banks are classified as Gradprogress and problems of urban
*Professor, Deptt. of Commerce, Burdwanll! and IV banks(previousiy known as cooperative bank. To achieve the main

University W.B. “Weak & Sick). None of UCBs in West purpose and to give direction to the
** Lecturer , Deptt. of Commerce , SusilBengal falls under the category ofstudy the following objectives are set
Kar College, W.B. scheduled banks. forth :
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(i) To analyze the performance ofelected delegates and there is also one bank provides house building loan,

the bank in mobilizing deposits. staff representative in the Board. . There

(i) To identify the tends in the are 15 employees at present working
volume and direction of credit atthe bank.
advanced by the bank. The membership of the bank has
(iii) To identify the problem of increased from 4772 from 1995-96 to

swelling NPAs and to examine whethe£678 in2004-05, which showed an
the bank has taken the initiative forincrease of 39.94% during last 10 year
keeping NPA under control and reducd€riod. At the same time the paid up
NPA to She expected level so that théhare capital of the bank has increased
bank does not fall into lower categoryfom Rs.9.70 lakhs to 50.15 lakhs
(iv) To evaluate the performance ofShOW'ng an increase of 417% during

: : this period. The profit of the bank
the bank in terms of profit eamed, increased sharply from Rs.7.88 lakhs

(v) To find out ways and means forin 1995-96 to Rs.36.55 lakhs in 2004-

improving the efficiency and g5, This bank lias never suffered loss
effectiveness in the operation of thesjnce its establishment.

bank. V. Analysis and Interpretations

lll. Data and Methodology. (a) Deposit Mobilization : The bank
The present study is based on " 5ccepts deposits in the current
secondary data and other information  5ccounts, saving bank accounts and
provided by the bank in its published  fixed deposit accounts.. Total
annual reports. The relevant data have geposits of the bank increased from
been colleted from the published annual Rs 563.22 lakhs in 1995-96 to

report of the bank for the period from  Rs 2056.77 lakhs in 2004-05.
tire analyzed with the help of the  quring this period. It registered a
statistical tools like ratios, percentages,  sjgnificant annual growth rate of
averages and trend analysis. 176.34 %. From table |, it is clear
IV. The Nabapally Cooperative that the deposit mobilisation
Bank Ltd. (NCB) - a profile. showed an increasing trend

The Nabapally Cooperative bank throughout the period and this is an
Ltd., Nabapally was registered on 17".  indicator of good performance of
April, 1962 (Regd.No. 1 16/24 Pgs) and  the bank. Low cost deposit (Viz.
started its function on and froni"6  Savings Account. Current Account
May. 1962. The bank had come under ©tc.) of the bank were Rs.298.44
the purview of the B.R. Act 1949 on  lakhs in 1995-96 and Rs.| 115.42
2002, as it obtained permanent license lakhs in 2004-05. These deposits
for carrying on banking business from ranged between 52.27%o0 and

RBI on 25.1 1.2002. The bank has no 54.23%) of total deposit of the bank
branch. during the period under study.

It was established with a working (b) Loans and Advances Loans and
capital of Rs.800 and in the firstyear it ~advances play an important role in
earned profit of Rs.186. The area of gross earnings and net profit of a
operation of the bank is confined to bank and in promoting the
ward no. 1 to 5 and 19 to 30 of Barasat e€conomic development of a
Municipality and Nilgunge and country. The NCB provides loans
Khilkapur Gram Panchayet of Barasat and advances for short term,
Police Station of North 24-Parganas medium term and long term to its
District of West Bengal state. The members. In addition to it, net credit
management of the bank is vested upon facilities are also provided against
a Board of Directors consisting of 9 the cash credit limits of the
Directors elected from amongst 33 cooperative societies. Further, the
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transport loan, business loan, surety
loan to the members.

Total outstanding loans and
advances of the bank increased
fromRs.125 lakhs in 1995-96 to
Rs.369.10 lakhs in 2004-05, thus
recorded an increase of 195.28
during this period. The loans and
advances registered annual growth
rate of 23.67 % and it also showed
an upward trend throughout this
period. Percentage of loan and
advances to the priority sector is
83.07%o0 and to the weaker section
is 31.38%), both of which are higher
than the optimum level (i.e. 60%>
to priority sector, out of which 25%
to weaker section). The Credit
Deposit ratio of the bank ranged
between 22.19%> and 17.94%)
during the period under study. This
ratio is very much unsatisfactory
and so the bank should take
initiative to improve this ratio
through proper credit planning and
fix up a time bound action to
achieve the desired CD. ratio level
of 60%) to 70%).

(c) Working Capital : The total

working capital of the bank was
Rs.682.13 Lakhs in 1995-96 which
increased to Rs.2723.98 lakhs in
2004-05, thus recorded an increase
of about 299.33 % till 2004-05 as
compared to the year 1995-96.
Table 1 depicts the increasing trend
of working capital over the period
and the growth of deposits was
mainly responsible for this. The
percentage of deposits to working
capital remained above 64%
throughout the period. The share
capital, being another source of the
working capital, was 9.70 lakhs in
1995-96 increased to Rs.50.15
lakhs in 2004-05, therefore, the
share capital has gone by 4.17
times. Despite an increase in the
share capital, its share in the
working capital ranged between
1.42%to 1.84% . On the other hand,
reserves ranged between 7.57% and
15.22% of the working capital
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bank did not default in maintenance of

during the period. As the working
capital is an indicator of the volume
of the business of the bank, the
NCB should strengthen its working

TABLE -I

Financial position of the Nabapally Cooperative Bank Ltd.

For the period from 1995-96 to 2004-05 (Rs. in lakh)

capital base by increasing its
deposits and owned funds.

(d) Resource Managemert The

resources mobilized in the form of

share capital, deposits, borrowingg

must be utilized in a judicious and

profitable manner, as it is an

important aspect of resource

management by a banking

institution. The Cash Reserves

Year Share capital [Reserve &  |Working Deposits Loan & Net profit
other Fund |capital advances

199596 9.70 51.68 682.13 563.22 125.00 7.88
1996-97 11.12 66.18 856.43 703.49 153.00 850
1997-98 12.71 104.73 1018.31 890.13 174.00 43.61
199899 15.58 128.73 1230.22 1081.89 184.00 3045
1999-00 18.92 191.36 1642.79 1311.30 198.68 39.38
2000-01 2270 134.63 1958.23 143857 22994 M.}, 3
2001-02 20.25 224.80 2001.23 1716.25 262.67 47.12
2002-03 41.48 332.77 2220.25 1861.40 27744 3934
2003-04 46.58 363.71 2605.62 1955.98 28529 29.30
2004-05 50.15 414.72 2723.98 2056.77 369.10 36.55

Ratio(CRR) and Statutory Liquid

Reserve (SLR) maintained by theisource : Annual Report of the Nabapally Cooperative Bank Ltd.)

bank ( as a % of Net Demand an
Time Liabilities or NDTL) during
the last 10 years are given below:

From Table -lll, it is clear that the

TABLE-II
Table showing the trend value of different financial parameters
(Rs. in lakhs other than C/D ratio)

CRR/SLR during the last 10 years. But
it maintained the cash reserve and liquiq1995-96
assets much above the statutor
requirement! under the banking
Regulation Act) which is fixed up 3%
and 25% of NTDL respectively. So.
proper care should be taken to avoiq2901-02
such surplus maintenance of both CRR
SLR to utilize the idle fund for more

productive purpose.

(e) NPA Management- Recovery

Year Trend value of | Trend value of |Trend value of |[trend value of  [C/D Ratio

Deposits loan & Advances|working capital [Net profit

564.37 119.40 623.23 19.70 ijo
1996-97 740.71 143.07 861.16 22.26 2274
1997-98 917.05 166.74 1099.09 24.82 .19.55
1998-99 1093.39 190.41 1337.02 27.38 .17.01
1999-00 1269.73 214.08 1574.95 29.94 .15.00
2000-01 1446.07 237.75 1812.88 32.50 .16.00

1622.41 261.42 2050.81 35.06 .15.30
2002-03 1798.75 285.09 2288.74 37.62 .14.90
2003-04 1975.09 308.76 2526.67 40.18 .14.58
2004-05 2151.43 332.43 2764.60 42.74 .17.94

(Source : compiled from the Annual Report of the Nabapally Cooperative Bank Ltd. )

of loans and Advances The ability Non-Performing Assets came intooverdue norm for identification of NPA
of abank in serving as an active channexistence with the recommendations ofrom the year ending 31.03.2004.

of credit is largely determined b\ itsNarsimham Committee implemented

In the light of this concept, the

recover) of loans, otherwise there willhy RBI in 1992. The most dominantposition of NPAs of NCB are analyzed..

be a stagnation in the credit How. Theyrea of improvement in the profitability
main reason for this is the mountingof hanks continues to be reduction o

(i) Trends of Cross NPAs Table -
YV shows a comparative stud) of NPAs

overdues which are clogging thenpas. No other problem in the banking.t the NGB during the period from

process of credit recycling. Concept okector, especially UCBSs, is as serio

TABLE-III
Year CRR SIR
1995-96 4.49% 25.56%
1996-97 3.20% 25.70%
1997-98 3.20% 25.72%0
1998-99 3.03% 25.60%
1999-00 3.13% '0.12%
2000-01 3.43% 31.22%
2001-02 3.46% 28.45%
2002-03 5.75% 43.73%
2003-04 4.26% 43.52%
2004-05 3.24% 43.87%
172

U5000-01 to 2004-05. The quantum of
as the NPA problem. An asset becOmegpa has been mounting up during the
non-performing when it ceases toperigg. The gross NPAs increased from
generate income for the bank. Rs.30.06 lakhs in 2000-01 to Rs. 55.49
Earlier an asset was consideredakhs in 2004-05. showing an increase
NPA based on the concept of “Pasbf 84.60% during this live year period.
Due” (i.e. due date + 30 days) but with  The ratio of gross NPAs to total
eﬁectfrom 31.03.2001. thIS Concept Oﬂoans and advances gone up from
past due was dispensed with and NPA3 079 in 2000-01 to 15% in 2004-05.
is advance which is overdue for moreshowing an decreasing trend in 2001-
than 1 80 days. With a view to movingo2. then increasing in 2002-03 by
towards international best practices ang7.39% and thereafter a slight decrease
to ensure greater transparency, it hag 2003-04. So the ratio of gross NPAs
been decided to adopt the 90 daysf the bank shows a fluctuating trend
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throughout the period. In 2001-02. the TABLE-IV

ratio of Cross NPA of the bank(i.e. Gross NPA and Net NPA of the NCB Period : 2000-01 to 2004-05

10.08%) was at the lowest point, in the ( Rs. in lakhs)

next year it has reached its peak (i.

17.88%>).The percentage of gros\ltem 2000-01 2001-02 2002-03 2003-04 2004-05 369.11
Gross advance(a) 229.94 262.67 277.44 285.84

NPAs to total loans and advances wags - tpasp) 30.06 26.48 4962 50.05 55.49

14.7%) on an average throughout thegossNPAas % ofGross — [13.07% 10.08% 17.88% 17.51% 15.03%

last five years. On the other hand, inAdvances

case of net NPAs it depicts negativeTotal NPA provision 50.77 68.33 77.02 83.68 89.18

figure for each of the year under study|"*d(ncudng BEORIO _ i i i i

Thus the bank maintains adequateCG;Sif;NPAas % of working  |nJ3%~ 1.32% 2.23% 1.92% 2.04%

provision for NPAs. But it is pertinent 5:5c-\pa as 9% of total Asset|150% 1i5% 1.95% 1.90% 2.02%

to mention thai the Gross NPAs is the

better indicator than the net NPA of the Net Advances(a-c) 179.17 19434 -200A2T~ [202.16 279.93

qua“ty of loan portfo”(), since it does |Net NPAs(b-c) (-)20.71 (-)41.85 (-)27.4 0)33.63 . [(-)33.69

not incorporate the endogenous Net NPA as % of Net Advances{(-) 11.56% (-)2i.53% (-) 13.67%0 |(-) 16.63% (-) 12.03%

provisioning response.

(i) Analysis of Loan Assets The Peak pointamounting to Rs.23.59 lakhsrom Table-1 it is clear thai the net
Problem of swelling NPAs may bein 2004-05. Bus the serious concern igrofit of the bank increased from Rs.
belter understood from the thatthe volume of loss assets has beeh88 lakhs in 1995-96 to 36.55 lakhs in
classification of loan assets.Accordind“OUﬂting up. which have ultimately 2004-05. registe(ed an increase of
to the Prudential Norms all performing€aten up its profit. The loss asset863.83% during this period. It evolves
loan assets are classified as “ Standaificreased from Rs.1.41 lakhs in 2000a significant annual growth rate of
Assets’ but non-performing loan asset§1 toRs.2.02 in 2004-05. 2.56%>. Table -11 depicts the

are classified as “ Sub-Standard’, From the analysis it is apparent thafcréasing trend in profit throughout the
“Doubtful’ and “ Loss Assets’. A sub- increasing trend of NPAs ( majorP€riod, which represent the good
standard asset is an asset which hartion of which consist of doubtful and Performance of bank in this respect.
remained as a NPA for a period noloss assets) indicates the inefficiency o¥ |.Suggestion :

exceeding’ years. In case of Doubtful, the bank to collect loans and advances From the above analysis it is
it remains NPA for a period exceedingat the initial stage of NPA. The absolutecropping up that the bank should take-
2 years. Onthe other hand, a Loss Assaimount of NPAs continues to be aertain steps for improving its
is one where the loss has been identifieghajor drag on the performance ofefficiency and effectiveness. The
by the bank or internal or externalbanks. So it is urgently needed to arregbllovving initiatives may accelerate the
auditor or under RBI inspection, butthethis situation through improved process :

amount has not been written off whollymonitoring and follow up. Some drastic i) |n order to improve the recovery

or partly. step need to be taken to rEdUC%erformance the management should
Table V represents that the quantunfnounting doubtful assets at best, aReep in constant contact with the

of standard assets in absolute terrwell as to prevent the down gradatiomyorrowers at a regular interval and
increased from Rs. 199.88 lakhs irpf existing NPAs which will ultimately motivate them to make timely payment
2000-01 to Rs.3 13.62 lakhs in 2004 esult into less provision andpy offering rebate on interest. The bank
05. But the share ( or percentage) ofonsequently much higher profit. Thereshould take the initiative for preparing
standard assets to total loans ant$ , therefore, a need to bring aboutpefaulter's List” and affix it on the
advances decreased from86.93% tnprovements in credit administrationnotice board of the bank and also their
84.96%) during the period. Thisand management of credit risk. name should be displayed thocal
dwindle trend in percentage indicates (f) Profitability : Although the Cable Channel”. There is an urgent
the inefficiency of the bank in respectprirarv object of cooperative bank isneed to not only reduce the NPAs but
of NPA management. So far as thgervice and the profit motive isalso to arrestthe fall of the lower graded
doubtful assets are concerned, iincidental, the return on capital i.e.NPAs to the next higher level, because,
increased from26.67 lakhs in 2000-0OMdividend is ceiled, so that the bulk ofas the loan descends down to a lower
to Rs.29.88 lakhs in 2004-05. profit is used for strengthening thecategory the percentage share of
Sub-standard assets increased fro@wned resource.,but in the presenprovisions to be made on them starts
Rs. 1.98 lakhs in 2000-01 to Rs.23.5@ompetitive environment unless a banincreasing which ultimately eats up the
lakhs in 2004-05, showing slight€arn profit it can not be survived andprofit of the bank. So more effective
increase in 2001-02. then reached theltimately it falls into lower gradation. measures should be taken for recovery
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TABLE-V business and their success rest on the
Classification of Loan Assets of the NCB : 2000-01 to 2004-05 honesty and integrity of Board
(Rs. in lakhs) members. To exercise proper control on

their operations in order to safeguard
depositors and other stake-holders
interest, good corporate governance is
the only alternative. So. the bank have

Classification of loan assets[{2000-01 2001-02 2002-03 2003-04 2004-05 Averag

199.88
(86.93%)

236.19
(89.92%)

227.82
(82.11%)

235.79
(82.49%)

313.62
(84.96%)

(A) Standard Assets . 185.3%,

(BINPAS 1.08 (0.86%)|2.37 (0.90%)|22.58 11.15 (3.90%|23 59 T4.06%

(a) Substandard (8.28%) (6.39%) to adopt corporate governance

(6) Doubtful 2667 (1 |20.93 23.94 36.40 29.88 19.84% inei i
o Dovy  |ovony  |cisravey  |.00m) J pr|n0|ple§ . to strengthen _ (Ile_

© Loss assets 141 3.18 (1.21%)|3.10 (1.39%)|2.50 (0.87%) |2.02 10.92%, accountability and transparency in their
(0.61%) (0.54%) operation.

30.06
229.94

26.48
262.67

49.62
277.44

50.05
285.84

55.49
369.81

Gross NPAs(a+b+c)
Gross Loan &
Advances(A+B)

%> of Gross NPAs to loan ¢{13.07%
advances

(viii)In the context of LPG and
banking sector reforms, the bank needs
development of a fully operational
computer network system for smooth
functioning of the business. It may take

] . o _initiative for introduction of ATM
of sticky advances and lower clown ofLIC Premium etc. on commission basiscounter in near future.

NPAs. The strongest measures shouldt the same time, it will enhance the . . L .
be taken to make credit appraisaltrust of the public more .in cooperative (i) For improving its position, the

; : ank should open branches and
documentation, disbursement,bank also. So the management need Qtension counter in Noapara. Nilqunae
monitoring etc. prepare a comprehensive perspectivé para. N\Egung

3 ; L and Khilkapur area, so that it can
(i)The bank should adopt theplan for product diversification to expand its credit facilities by finding

system of computerized monitoring ofmaintain a competitive edge in the_ - e %00 o
loans. It should accept effectiVeoan ~ market. ' ,
Recovery Policy” and may organize  (v) Cooperative banks, with their .(Xf) . r;lo“he 'e"’.‘s.t’.C“St?T]ers
recovery camps at the problem area afew formed emphasis on prudentia?atls action is the perquisitive o .t €
aregular interval. In this respect, itmayhorms, need a high degree ofuccess of a bank. The primary
take the help of local Municipality/ professionalism in management. Th@bjective of the bank is to provide
Panchayat to recover overdues. But ihoard of directors , in the era ofService to the customers. Always it
all these efforts will not give positive competitive environments neegShould keep in mind its customer
result, then the bank may file civil suitprofessional and forward looking friendliness out look.

against defaulting borrower throughagtitude in taking final decision on References
ARCS for prompt action. crucial aspects of risk management;. Bedi Raghubans Dev. * Theory.

10.08% 17.88% 17.51% 15% J 14.7%

(Note: Figures within parentheses represents percentage of Loans & Advances)

(iii)The bank should be very muchcredit policy. NPA management,
effective to increase its credit deposiinvestmenstrategies, marketing plan
ratio and in this respect emphasfizejand asset- liability management (ALM). 2.
should be given on house building loan (vi) Two or three days work shop
specially. Because terms and conditiong, regular basis should be organized

.Of HBL is mgch easier and EMI i's for updating the knowledge. because
implemented like any oj[her_ Commer.c'a:;])erfect knowledge of current market ™
banks. Sq much attention is to be 9Velbads to better productivity. In this
on advertisement criteria where term%erspective the bank may seel
and conditions and EMI of HBL should : ' A
. . .~ cooperation from RCSs and Federation
be cl_early dlsplaygd. Some mnovatlveOf V[\)/est Bengal Urban Cooperative
credit scherr;nes like Sglf-hel(;) C-:'rOUpbanks and Credit Societies. It must
Finance Scheme may be tried. L ) :
! ) ) . y. ! i concentrate on scientific development
(iv) Thc diversification ratio of the

of human resource and to fix up clear
bank was 1.90% on an average. t HRD policies. P

throughout the lasi 10 years. So the . ?
income other than banking activities is _ (VilCorporate governance has grea

not significant. Therefore, the bank carfélévance in the present environment.,
increase it's income by means ofCooperative banks are supposed to run
receiving electricity bill. Telephone hill, on ethical values to conduct their
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C C 141 b Six Big Losses :
OSt O m p et|t|Ve n eSS y In an ideal factory, equipment would
. . operate 100 percent of the time at 100
P ro d u Ctlve an d P rOfItab I aercent capacity, with an output of 100
ercent good quality.In reality , however,
. this is rare. The difference between the
I\/I al nte n an Ce ideal and the actual situation is due to
wastages and losses occurring in the
In the context of productive & profitable maintenance, Total Productipént. The losses are categorized into
Maintenance (TPM) is referred to be maintenance program which involvetheee major categories like down
newly defined concept for maintaining plants and equipment. TPM bririiee,speed loss,defect loss. These losses
maintenance into focus as a necessary and vitally important part of the busiri@y been elaborated briefly :
Maintenance is no longer regarded as a non-profit activity. Down time fbr Down Time Loss :lt is a time loss
maintenance is scheduled as a part of the manufacturing day and, in some casegg;curring due to machine remains
as an integral part of the manufacturing process. The purpose/goal is to holdstandstill during its effective running

emergency and unscheduled maintenance to a minimum. time. Down time loss is categorized
G hG * into two classes :
anes omu a. Equipment Failures - Equipment

otal Productive Maintenance has® Avoid wastage in a quickly changing ~ breakdown or failures causes loss as

T its origin traced to Japan which  business environment. the machine will not be delivering
stresses upon curtailing lossess Producing goods without reducing 21 Output during this period.

continuously thereby to remain globally  product quality. b. Setup and Adjustments - Substantial

competitive in the overall Industry ¢ Requce cost. time spent on adjusting the machine

Produce a desired batch quantity at :J?O?jilcl\t/er the quality acceptable

the earliest possible time. . .
Good d 1o th ‘ 2t) Speed Loss : Itis a loss occurring
00ds send 1o the customers Must ™ 46 to machine not operating at its

be non defective. maximum designed speed. Speed

domain in terms of manufacturing cost.g
As the utility of the plant comprising
many equipments are stretching beyon
its useful life by continual and timely
maintenance schedules, it would be

worthwhile to review and initiate actions® Z€ro break downs loss is categorized into two classes.
on the deviations in equipment/plant® Improving equipment efficiency 5 |dling and Minor Stoppage - When
maintenance cost/performance. rates the machine is not running smoothly
In the context of productive & ® Minimise costs associated with  and at a stable speed,the frequent halt
profitablemaintenance, Total Productive  spareparts. of the machine will reduce the

Maintenance (TPM) is referred to be The process involved in TPM leads  effectiveness of the equipment.
maintenance program which involves ao looking at the six-big losses occurringb. Reduced Speed Operation - It refers
newly defined concept for maintainingin the plant or equipment which becomes  to the difference between the actual
plants and equipment. TPM bringsthe pre-dominant ingredient for  operating speed and the equipment’s
maintenance into focus as a necessapfeasuring the overall equipment designed speed .
and vitally important part of the effectiveness.These areas have beed) Defect Loss : It means that the
business. Maintenance is no longegwelt briefly in the following equipment is producing the product
regarded as a non-profit activity. Downparagraphs: that do not fully meet the specified
time for maintenance is scheduled as a
part of the manufacturing day and, in Loss Category Six Big Losses
some cases, as an integral part of the
manufacturing process. The purposg/ Equipment failures
goal is to hold emergency and Downtime (lost availability)
unscheduled maintenance to a minimu
Objectives of Productive & Idling and minor stoppages
Profitable Maintenance : Speed losses (lost performance) Reduced speed operation

Setup and adjustments

MO M.PhT (C ) DHRM Scrap and rework
.Com, M.Phi ommerce), , i
(MBA) Defect losses (lost quality) Startup losses
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quality characteristics. Defect Lossthe last good part produced before Setuponsidered rejects. Tracking when
is categorized into two classes: to the first consistent good partsrejects occur during a shift and/or job
a. Scrap and rework- This loss occurgroduced after Setup. This often includesun can help pinpoint potential causes,
when products do not meet qualitysubstantial adjustment and/or warm-u@nd in many cases patterns will be
specifications, even if they can betime in order to consistentfyoduce parts discovered.
reworked to correct the problem.  that meet quality standards. Tracking Setupleasuring Overall Equipment/Plant
b. Startup Losses - These are yieldimeis critical to reducing this loss, togetheEffectiveness
losses that occur when production igvith an active program to reduce thistime.  OEE is a “best practices” way to
not immediately stable at equipmentSmall Stops and Reduced Speed monitor and improve the efficiency of
startup, so the first product do not  Small Stops and Reduced Speed argour manufacturing processes (i.e.
meet specifications. Itis a latent losshe most difficult of the Six Big Losses machines, manufacturing cells, assembly
and inevitable. to monitor and record. Cycle Timelines).

Analysis of Six Big Losses : Analysis should be utilized to pinpoint  OEE is simple and practical. It takes
Breakdowns these loss types. In most processee most common and important sources
Eliminating unplanned Down Time recording data for Cycle Time Analysisof manufacturing productivity loss,
is critical to improving OEE. It is not Needs to be automated since cycles afgaces them into three primary categories

only important to know how much auick and repetitive events that do nond distills them into metrics that
Down Time your process is experiencingéave adequate time for manuabprovide an excellent gauge for
(and when) but also to be able to attributélatalogging. measuring where you are - and how you
the lost time to the specific source oiStartup Rejects and Production canimprove!
reason for the loss .Root Cause AnalysiBejects OEE is frequently used as a key
is applied starting with the most severe  Startup Rejects and Productionmetric in TPM (Total Productive
loss categories. Rejects are differentiated, since often th&laintenance) and Lean Manufacturing
Setup and Adjustments root causes are different between startuprograms and gives you a consistent way
Setup and Adjustment time isand steady-state production. Parts thab measure the effectiveness of TPM and
generally measured as the time betwegigquire rework of any kind should beother initiatives by providing an overall

Defining Six Big Loss :

Breakdowns Down Time Loss | e Tooling Failures There is flexibility on where to
e Unplanned Maintenance the threshold between a Breakdown
e General Breakdowns (Down Time Loss) and a Small
e Equipment Failure Stop (Speed Loss).
Setup and Down Time Loss | e Setup/Changeover This loss is often addressed throygh
Adjustments e Material Shortages setup time reduction programs.
e Operator Shortages
e Major Adjustments
e Warm-Up Time
Small Stops Speed Loss e Obstructed Product Flow Typically only includes stops that pre
e Component Jams under five minutes and that do nojt
e Misfeeds require maintenance personnel.
e Sensor Blocked
e Delivery Blocked
e Cleaning/Checking
Reduced Speed Speed Loss e Rough Running Anything that keeps the process
e Under Nameplate from running at its theoretical
Capacity maximum speed (a.k.a. Ideal Run
e Under Design Capacity Rate or Nameplate Capacity).
e Equipment Wear
e Operator Inefficiency
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Startup Rejects Quality Loss e Scrap Rejects during warm-up, startup or
e Rework other early production. May be due|to
e In-Process Damage improper setup, warm-up period, tc.
e In-Process Expiration
e Incorrect Assembly
Production Rejects| Quality Loss Scrap Rejects during steady-state produgtion
Rework

In-Process Damage
In-Process Expiration
Incorrect Assembly

framework for measuring production  Quality Rate : This is the amount Benefits of measuring OEE

efficiency. of good products versus the total amount The benefit of measuring OEE is to
In order to quantify the wastages andf products produced. A low quality rateimprove the effectiveness of equipments.
losses arising in a plant or piece ofeflects defect losses Since equipment effectiveness affects
equipment ,it is essential to measure the Good Output: shopfloor employees more than any
effectiveness of the equipments/plant ifRuality Rate other group, itis appropriate for them to
an organisation. Total Output be involved in tracking OEE and in

: . lanning and implementing equipment
The overall performance of a singleStair-step Diagram of Overall b 9 . P % a p|
) . : CEquipment Effectiveness improve-ments to reduce lost
piece of equipment or entire plant is qTE lowing table chows the Six ETECtiveNess.
overned by the cumulative impact of . 'Ne Tollowing table shows the Six ’ i
g y wative imp Big Losses, the associated OEE Factor Let's look at some of the benefits of
the three OEE factors: Availability Rate, nd how Visual OEE provides real-time EE measurement for operators and
Performance Rate and Quality Rate. A : P : Fhift leaders or line managers.
: : < . etrics and a powerful set of analytica
discussed earlier,the main ingredients fof; jis ™ to help everyone see how The operator who collects the data
determining the overall equipmentemcienﬂy effectively and consistently about the equipment for use in the OEE
effectiveness are three main categorieg production line or work cell is c@lculation on a daily basis and this
of equipment-related losses-downtimegperating. process in turn will: _
speed loss, and defect loss. In short,thgow to calculate OEE ? v'teach the operator about the equipment
term is referred to as’OEE’or"OPE’  The table below contains ¥ focus the operator’s attention on the
OEE = Availability Rate X Performance hypothetical data used in a simulated 10Sses _
Rate X Quality Rate plant OEE calculation. Note that the®” grow a feeling of ownership of the
As a thumb rule,minimum of 85% - same units of measurement (in this case €quipment . _
90% OEE/OPE to be achieved in aninutes and pieces) are consistently used The shift leader or line manager is

factory/plant. throughout the calculations. often the one who will receive the daily
Components of OEE : Total Operating Time
Availability Rate : This is the time [A Net Operating Time *No Scheduled
the equipment is really running, versus Production
the time it c_:(_JuId have been running. A5~ Running Time —
low availability rate reflects down time Failures

* Setu
loss. P

Oparating Titue - Dowrttimt [C Target Output
Availability Rate =

Total Operating ' 'V'S‘?;”;pages
Performance Rate :This is the |D Actual Output * Reduced
quantity produced during the running Speed

time, versus the potential quantity, giver
the designed speed of the equipment.
low performance rate reflects speed los$.

Total Output; [ ©00d Output

Actual Output

“m

Lost Effectiveness

* Scrap/rework

* Start Losses
Performance Rate = up

Potential Output at Rated Speedoee =g/A X DIG X FIE
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Six Big Losses OEE Factor

Breakdowns Availability

Visual OEE

Availability

Down Time (cumulative and event)

Real-time production mode indication

Reason Code tracking and analysis

Statistics and metrics are real-time automated
Operators can focus on getting equipment running

Setup and
adjustments

Availability

Setup Time (cumulative and event)
Set goals for Setup Time reduction programs

Small Stops Performance

Performance

Average Cycle Time

Small Stops (occurrences and time)
Configurable Small Stop Threshold

Cycle Time Trace records every cycle

Identify when and how time is lost to Small Stops

Reduced Speed Performance

Reduced Speed (occurrences and time)
Configurable Reduced Speed Threshold
Cycle Time Trace records every cycle
Identify Reduced Speed patterns

Startup Rejects Quality

Reject Pieces (during Startup)
Percent Reject Pieces (during Startup)

Production Rejects | Quality

Quality
Reject pieces (during Production)
Percent Reject Pieces (during Production)

operating data from the operator and

process it to develop information abou

Item

Data

the OEE. Working hands on with the| Shift Duration

8 hours = 480 min.

data will: Short Breaks

2 @ 15 min. = 30 min.

v give the leader/manager basic facts |  nch Breaks

1 @ 30 min. = 30 min.

and figures on the equipment Down Time

30 minutes

v" help the leader/manager giv

| Ideal Production Rate

55 pieces per minute

appropriate feedback to the operator

and others involved in equipment] Actual Total Production

21000 pieces

improvement

Rejected Production

500 pieces

v~ allow the leader to keep management

informed about equipment status andl Availability Rate

= (Operating Time-Down Time)/Total Op. Time

improvement results
References :

390 minutes/420 minutes

0.92857 (92.86%)

® Don Fitchett ,the president Article on

Performance Rate

= Total Output/Potential Output at Rated Speed

“Overall Equipment Maintenance”
from Business Industrial Network .

Article on “Fast Track OEE “ Vorne

(21000 pieces/390 minutes)/55 pieces per miny

0.9790 (97.90%)

Industries ,Inc 1445 industrial drive | Quality Rate

Good Output/Total Output

Itasca
OEE Toolkit for measuring effectivness

20500/21000 pieces

= 0.9762 (97.62%)

of overall equipment effectivness-Full OEE

= Availability x Performance x Quality

Fact.

Understanding from materials
published by TPM Club,JIPNA

= 0.92857 x 0.9790 x 0.9761

0.8873 (88.73%)
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. (Flls) were permitted to invest in the
The I m paCt Of FO relg n tradable Indian securities such as
. . shares, debentures, bonds, mutual fund
I t t t I I t t units etc. through primary and second-
n S I u I O n a. nveS m e n ary markets as per guidelines issued by
Government of India in September
O n Sto C k I\/I ar‘ ket 1992. Financial liberalization improves
stock market liquidity on one hand and
. . . - . volatility on the other. This paper ex-
qu UId Ity and VOIatI I Ity In amines the positive (liquidity) and
negative (volatility) impact on the stock
. market by the investment of Flls in the
India county.
Concepts of Stock Market Liquidity
This paper is aimed at examining the investmet trends and patterns of FllsaistiVolatility:
their impact on stock market liquidity and volatility. Liquidity with reference to Liquidity is an important feature of
capital market refers to easy conversio of capital market securities into casty financial market. Liquidity is the

Whereas the stock market volatility implies the fluctuations in the stock malideticating agent that facilitates a fric-
returs over a time period. \Volatility is the inconsistency or variability in the returiignless smooth functioning of the fi-

of aggregate market portfolio. nancial markets. Liquidity is an essen-
tial and efficient part of a stock mar-

* ket. While liquidity refers to the ease

Dr. V. Gangadhar with which the buyers and sellers
G. Naresh Reddy** promptly transact with minimal impact
on the price of a stock, efficiency re-

ecision by a country’s account and compositional shift inmation flows. In general, the term li-

overnment to allow purchase ofcross-boarder capital inflows from deb@uidity refers to the easy convertibility
shares in that country’s stock marketreating to non-debt creating flows. Thé"c assets _|nto.cash and when we talk
(Henry, 2000). The process ofoverall approach of prudence wa bout scrips €. Share.s’ erentures,
economic reforms was initiated tointegrated into the process of growin onds etc. their liquidity is directly re-
liberalize the Indian economy and toopenness and financial Iiberalizationated to _the technlcgl|t|gs, depth and
integrate it with the global economy.which were basic elements of th spec_g!atlviz tendenmgs in the marklet.
One of the immediate effects of capitapackage of structural reforms institute 'qu' gybo Kan assi:rt] If vVery pr(taqse y
inflows from foreign countries on the in the wake of the balance of payment elined by Keynes that an assetis more

: : fiquid than another, Mf it is more cer-
stock markeF 1S t.he _boom that causes lorisis of 1991. In order to strengthquinly realizable at, short notice with-
the stock price indices. In fact, in thethe external sector reforms and tq, i jogs (1930). The variations in the

nineties, the stock market boom inbenefit from these MEeASUreS gegree of liquidity affect the price dis-
several emerging economies hagomplementary —reforms Wer€covery process and efficiency of the
coincided by the increase of capitaintroduced in other segments of thenarket. If the price difference is less
inflows to these countries (Levine,economy as well (Report on Currencyen it indicates more liquid or the re-
1996). The external sector reforms inyng Finance, 2003-04). verse position is less liquid. The liquid-

mgiie?légggdtiicii?]gz Lr;c;éug;;ea As a part of the rgform process, thety .of the market i's_ the situation in
"Government of India opened up thewhich large quantities of shares are
*Convener ICET 2005, Professor ofIndian capital market to global compe-traded without having any material
Commerce and Business Managementjtion and took measures to initiateimpact on the price of such shares.
Kakatiya University, Warangal. structural reforms by putting in place  Furthermore, the term Volatility is
**_ecturer and Research Scholar ofthe requisite regulatory and supervisoryhe most basic statistical risk measure.
Department of Commerce and Busines$§tructure in the form of SEBI. Inamovelt can be used to measure the market
Management, University Arts & Sciencetowards current account convertibilityrisk of a single instrument or an entire
College, Kakatiya University, Warangai. and to increase foreign exchange inportfolio. While, volatility can be
flows, Foreign Institutional Investors expressed in different ways,

&)ck market liberalization is a for external transactions on the current the market move to reflect the infor-
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statistically, volatility of a random
variable is its standard deviation. In
day-today practice, volatility is »
calculated for all sorts of random
financial variables such as stock
returns, interest rates, the market valu
of a portfolio, etc. Stock return
volatility measures the random
variability of the stock returns. Simply
put, stock return volatility is the
variation of the stock returns in time.
More specifically, it is the standard >
deviation of daily stock returns around
the mean value and the stock market
volatility is the return volatility of the
aggregate market portfolio. The high
volatility is the reflection of high risk, B.
because the security values are not
dependable and the capital markets are
not regarded as efficient. When
examining the issue of stock market
volatility, it is relevant to measure j
percentage of volatility of stock return.
This reflects the percentage change in
the value of the amount invested in the
stock market.

Review of Literature:
A. Some of the important studies on

the stock market liquidity are
presented below:

Gurucharan Singh (2004)
highlighted that the securities
market in India has come a long way
in terms of infrastructure, adoption
of best international practices and>
introduction of competition. Today,
there is a need to review stock
exchanges and improve the liquidity
position of various scrips listed on
them.

Patro and Wald (2003)examined
the firm’s level analysis on the
impact of capital market
liberalization in 18 emerging
economies they find that the cost of
raising equity capital for firms
reduces considerably after stock
market liberalization. Lowered cost >
of raising capital is one of the
important indicators of stock
market liquidity and therefore, it
leads credence to the prediction of
theory that stock market

180

liberalization improves stock
market liquidity.

Chandra (2002) concluded that the
stock market liberalization
improves liquidity of stock markets.

Levine & Zervos (1998) Kim &
Singhal (2000have opined . that
the evidence for the liquidity
enhancing effects of capital
inflows.

A study conductedby the World
Bank (1997) reports that stock
market liquidity improved in those
emerging economies that received
higher portfolio investments.

Various studies taken place on the
concept of volatility of the stock
markets throughout the globe.

Some of the important contri-

butions are as follows:

M.T. Raju and Anirban Ghosh
(2004)study concludes the mature
markets continue to provide over a
long period of time high return with
low volatility. Amongst emerging
markets except India and China, al
other countries exhibited low
returns. India with long history and
China with short history, both
provide as high a return as the US
and UK market could provide but
volatility in both the countries is
higher.

Havinder Kaur (2004) study
describes the extent and pattern of
stock return volatility of the Indian
stock market during the yearl990 to
2000. He covers the two most
prominent spot price indices viz.
BSE Sensex and S&P CNX Nifty.
It is found that the stock market
volatility was the highest during
1992 followed by 1990 and 2000,
in that order. It fell sharply after
1992 until 1995, after which it y
started increasing again.

Gordon, 3. and P. Gupta (2003)
have made an observation that the
volatility of portfolio flows into
India was small in comparison to
other emerging markets during
1998 to 2000. While the coefficient

of variation for such flows in
India was 1.58, the corres-
ponding figures for the Philippines,
Thailand, Korea, Chile and Brazil
stood at 1.79, 25.07, 1.82, 1.94 and
2.14 respectively.

» Jo, Gab-Je (2002) and Bae et al

(2002) studies had shown
empirically tested instances where
foreign investment induces greater
volatility in markets compared to
domestic investors and stocks
mainly traded by such investors
experience higher volatility than
those in which such investors do not
have much interest.

» Kassimatis, et al., (1999) and

Poshakwale, et al., (20019uggest
that capital inflows have not caused
stock markets to be volatile rather,
In some cases volatility has declined
after liberalization. This had found
to be true in the case of Argentina,
Pakistan, Philippines, and Taiwan
as well as in the case of Poland and
Hungary.

|> J.S. Pasricha and Umesh C. Singh

(2001) study found that Flls have

remained net investors in the
country except during 1998-99 and
their investment has been steadily
growing since their entry in the

Indian markets.

» Calvo, et al., (1999)suggest that

foreign investors purse irrational
trading strategies such as herding
and quick changes in sentiments
that make the emerging stock
markets volatile. They argue that
information disadvantage and
diversified international portfolio
investment create incentives for
rational herd behavior causing stock
markets in emerging economies to
be volatile.

Fitz Gerald (1999) observed that
the large and sudden reversals of
foreign equity investments make
them extremely volatile in
character. The securities markets in
developing countries are typically
narrow and shallow, and therefore,
participation of foreign portfolio
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investors may, a priori, induce B. Hypotheses: V. Analysis of the Impact of Flls
considerable instability in these  For the purpose of the study thdnvestment on Stock Market

markets. following hypotheses are set: Liquidity in India:

> Levine, et al., (1998puggest that » Stock market liberalization leadsto  The Indian stock markets entered
international portfolio investment  high FII's investment inflow. into a new bull phase in November
can increase volatility of emerging> 2004. The BSE Sensex crossed the
stock markets, if fund managers or 7700 mark in July, 2005 and further
foreign investors make investment o ) gaining the strength. A major factor that
decisions based on short-term gaing” F!I'S investment inflows affect t,he has been driving the Sensex to new
flocking towards countries whose ~ Stock market volatility. FII's highs has been the increasing liquidity
stock markets are booming and investment correlated with thein the Indian stock market, with strong
fleeing them at the hint of trouble. market index of BSE Sensex andnflows from Flls. In fact, in recent

> Gregory, et al., (1996)examined NSE S&P UNIX Nifty. times as the number of Flis registering
how volatility of S&P 500 Index C. Sample: Wlth.SEB| has gone up sharply, from
Futures affects the S&P 500 Index  The study based on the stock price§37 in 2004 to 733, as on July 14, 2005,
volatility. Their study also Of two important stock exchanges init has resplted in a sharprise m_mflows.
examined the effect of good and badndia i.e., BSE and NSE. For thisThe net inflows from Flls during the
news on the spot market volatility. PUrpose one market index is selectefirst seven months have already touched
They find that bad news increasedrom each of these two stock exchange® 5.42 billion, as on July 14, 2005
volatility more than good news andsuch as BSE Sensex and S&P CNXduring the 2004, last calendar year,
the degree of asymmetry was higheNifty respectively. NSE and BSE areFlls invested $ 8.5 billion); experts
for futures market. the two major exchanges in terms Of)elleve that th.IS could Sge the FII

> Liu, et al, (1996) examined the volumes traded, delivered and markeinflows surpassing the previous year’s
ransmission of dailv stock price CaPitalization. Between these twonumbers. Their optimism Is based on
ransmission ot dally stock price ., ., onges, NSE accounts for twothe fact that the Indian economy has
\Iiﬁ)lﬁglIrtg/or?g]osni%gtggolrJeS’T\;?vF\)/:E’thir.ds of the turnover and the rest ifeen growing at a faster rate and
Thailand an,d South Kor’ea. Thei,rCIa'med by BSE. The basic premisedttracting more and more Flls across

. - “"that the indices were constructedhe globe. The Japanese investors have
study showed that international, -\ " "0 T liciad and traded@lso come to India in 2005 for the first

FlI's investment played a major role
in improving stock market liquidity.

it;arsmisasic;? rotfhpq%e87volatirl1ityn80mpanies' time. According to the Economic
creased after the crash a D. Data: Times, July 12, 2005 edition, Japan has
that Japan and Singapore play & ' emerged as one of the biggest investors

more importantrole in transmitting ~ The stock price indices, Fll iy recent times. It estimates that
price volatility to other Pacific transactions i.e. purchases, sales angypanese investments in the Indian
Basin markets. investment data have been taken fromarket have crossed the $ 1.5 billion

> Aitkin (1996) and Dorbusch, et PROWESS, the online databasenark. It further adds that Japanese
al., (1995)suggests that capital Maintained by the Centre foripyestors with over $ 10 trillion in
inflows cause volatility in the stock Monitoring of Indian Economy sayings are looking at newer emerging
market is that of ‘positive feedback (CMIE), Handbook of Statistics of the markets. More so, with the terribly low
trading’. Reserve Bank of India (RBI), SEBlnterest rates in Japan, it adds.

o . Handbook, SEBI Monthly Bulletin and P
IV. Objectives and Research Design: ' The stock market rally was ignited
SEBI Annual Report of 2004 and 2005by the FIl inflows into the equity

A. Objectives: The relevant information is also takensegment This pattern examined by
The present study based on thérom the business line, the economi(Eaking the.proportion of Flls investment
following main objectives: times, NSE, BSE and SEBI Websites.in the market capitalization. “Market

» To explain the concepts of stockE. Study Period: capitalization refers to the value of the

market liquidity and volatility. The study spans the period fronstock multiplied by the total number of
» To study the impact of FllI's January 2003 to March 2005. Duringshares outstanding”. The relationship
investment on stock marketthis period SEBI/RBI initiated various between Flls investment and market
liquidity and volatility. policy initiatives, guidelines and capitalization indicates the degree of
> To present summary of findings€nacted investment limits of FII's fromliquidity in the capital market. The
based on the present study as wefhe time to time in the Indian capitalincreased investment leads to the
as offer suitable measures. market. Increased capital employed and vice
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versa in the short run (Table-1).
The following points are observed

from the data of Table-1 and in [Months Netln;/estment (Rs. Cumulative( Market Capitalisation (Rs. Crore)
. Crore; Investment (Rs.
general: Crore) NSE V BSE
» There has been steady growth ir X z
; ; : 2003
investment by _Flls in India over the Tanuary Ties X 2577 S1id7
years. The highest amount (RS fFebruary 482 59,313 581,085 619,873
9,483 crore) of Flls net investment|march 877 60,190 537,133 572,197
was recorded in the month of March{2er! e o e 1252
may , , ) ,
2003. June 3,438 67,742 678,550 734,389
» The Flls investment in Indian i“'y : gigz 32?3: ;;2;;‘? ;ggizg
. _|Augus , , ) )
Securltl_es market as shown A'September 4,293 76-441 863,481 933,087
fluctuating trend year after year [october 6,565 83,006 026,748 1,000,494
Starting from US $16 b||||0n in the Noverber 3,773 86,779 979,541 1,065,853
year 1994-95 and reached US $2 ((December 6,407 93,186 1,167,029 1,273,361
vl Y2004
billion in the year 1995-96. January 3,161 06347 1,116,150 1,206,854
February 3,329 99,676 1,110,954 1,196,221
> The' Calend.ar year .2004 ha March 9,483 109,159 1,120,976 1,201,207
received an historic netinflow from [z 3425 112584 1171828 1265347
Flls to the tune of US $ 9.187 billion [may 3,507 109,077 950,494 1,023,131
which is around 28 percent of the j“lne 92263 183::3 270962%087 13‘3‘;233
. . uly , 1066, 1135,
tOt"?II inflow has. been received August 2,507 112,057 1,143,075 1,216,566
during the last six months of the [september 2,897 114,954 1,227,550 1,309,318
year, July-December 2004. October 2,921 117,875 1,253,825 1,337,191
. . . Noverber 8,139 126,014 1,446,292 1,539,594
> This e€p|05|Ve por:tfouo flows by (Secember 8,988 135,002 1,579,161 1,685,989
Flls brings with them great [2005
advantages as they are engines ¢z S5 142593 LeaeeT[i70eA
. . . ebruary , , ,614, 1730,
growth lowering cost of capital in March 7,686 152,079 1,585,585 1,698,428
many emerging markets. They|corelation (Rxy and Rea) 0963 0.960
facilitate the flow of capital to firms |Coefficent of Determination (%) 93.00 92.00
and countries that offer the bestTest 18.000 17.000
. t t tuniti b Ki to.0S (Table Value) 2.074 2.074
Investmen OppOl’ uniues brea mg Source: CMIE: Capital Markets Special Issue June 2005, P.254, 278 and 300.

Tabie-1: Investment Behaviour of Flls and Market Capitalisation

the geographical boundaries.

The Indian economy has been ong” The correlation between Flis
cumulative investment and market

capitalization on NSE and BSE wasy.
recorded at 0.963 and 0.960

of the fastest growing economiesin
the world, next only to China.
According to the strong growth rate
of GDP, India now ranks ¥@&mong

the largest economies in the world>

(World Bank Report).

The country’s GDP has been
growing at a faster rate in the recent
years. In fact, in Financial Year

2004 it clocked a growth rate of 8.5>

percent and is expected to grow well
over 6 percent.

Flls have invested $4.7 billion in

Indian equities in 2005 so far.

Where as it were $8.4 billion in »

2004 and $ 6.7 billion in 2003. Over
the past six months, 100 new Flls
have registered with SEBI to take
the total number to 733.
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respectively.
This highly correlated relation is

also gives the higher percentage of/
determination i.e. 93% and 92%
was observed on the NSE and BSE

respectively.
higher

The

percentage

v
of

determination explains any change
has been taken place in capital/
employed was because of the Flis

investment.
This is also proved by the t-test. The

v

calculated value of t is greater than
the table. Hence, it says that the
capital employed was influenced byv’
the Flls investment in the NSE and

BSE in particular and the Indian
capital market in general.

If we analyze the reasons for such
enormous enthusiasm of FllIs in
Indian capital market may be on
account of the following:

The Indian capital markets are well
structured, regulated and matured
market.

The P/E ratios of Indian securities
are lowest in the world.

Relatively low risk associated with
investment opportunities.

Implementation of further capital
market reforms along with
liberalization of Flls investment in
India in different sectors.

The overseas investment
companies’ mutual funds—-USA,
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UK, Japan and other Europeanvolatility of BSE SENSEX and NSE
Countries find India is the safe S&P CNX NIFTY indices by taking

heaven for investment.

correlation and tests of hypothesis.

v' The optimistic growth rate in the Following observations aremadeon

GDP accompanies
inflationary tendencies.

v' Over pricing of securities in all
other developed capital market in
the world.

» Hence, we conclude that Flis are
active traders in the Indian stock
market and their quantum of
investment and active trading has
possibly helped to increase the
liquidity of the Indian stock market.

VI. The Impact of Flls Investment
on Stock Market Volatility in India:

The impact of global financial
integration and the associated rise in
capital inflows on stock market
volatility is in general, investors’

by

low the basis of the above data:
> We observed from the Table~2 that

the cumulative investment by Flls
shows the increasing trend and
some of the downwards are also
witnessed. The BSE Sensex and
NSE Nifty have been moving in
cycle with investment behavior of
Flls over the period of two years
(compared on month to month
basis) from January 2003 to March
2005. The positive net investments
by Flls have resulted into
appreciation in both BSE Sensex
and NSE Nifty and negative net
investment is followed by decline
in both. This trend is recorded

reverse in some of the months
because of the other capital market
reforms like online trading,
dematerialized trading, etc. The
high positive values of Coefficient
of Correlation at 0.959 and 0.954
between cumulative investment and
BSE Sensex and NSE Nifty indicate
that the market indices are highly
influenced by the Flis flows. This
is also supported by the t-test.

» However, it will also pertinent to

note that the entire volatility in stock
market is not due to investment
behavior of Flis. It is also evident
from Table-3, the relative
movement in BSE Sensex and NSE
Nifty compared to Flls investment
is not of the same magnitude, rather
somewhat greater both on upward
and downward side. Thus, there are

decision of buying/selling of shares Table-2: Investment Behaviour of Flls and Market Index Movements
depends on the price earning ratios 0
; H ; Months Net Cumulative Investmel|BSE NSE
the companies. But F”S. mfluencmg the investmen(Rs. (Rs. Crore) SENSEX S&P CNX NIFTY z
stock market are very high even though Crore) X y
their cumulative investment as a2003
Per_‘?emage . of _tOtal market January 1,163 58,831 3,250 1,042
capitalization is relatively lower. They [February 282 59,313 3,284 1,063
completely changed the pattern angMarch 877 60,190 3,049 978
psychology of the capital market and fﬂzry" oy e e s
they have become the market moversjne 3.438 67.742 3.607 113
We examine the impact of FllI's [y 2,243 69,985 3,793 1,186
Investment on stock market volatility [August 2,163 72,148 4,245 1,857
. . September 4,293 76,441 4,453 1,417
by comparing the market index [gegper 6,565 83,006 4,907 1,556
movements of BSE Sensex and NSENoverber 3,773 06.7/9 5,045 1,615
lety December 6,407 93,186 5.839 1,880
' 2004
Stock market volatility and Flls [January 3,161 96,347 5,696 1,810
investment is measured by usingebruay 3,329 99.676 5,668 1,800
.. . March 9,483 109,159 5,591 1,772
standard deviation. In simple terms, ;. 3.425 112584 5.655 1796
standard deviation measures thqway 3,507 109,077 4,760 1,484
deviation of the returns of equity from |June -523 108,554 4,795 1,506
H H July 996 109,550 5,170 1,632
its mean return. It is a?n_absoluteAugust 2507 057 t192 1632
measure i.e. standard deviation of stoclsgpember 2.897 114.954 5584 1746
returns in one period can be compare{october 2,921 117,875 5,672 1,787
with standard deviation of another govefbsf Z;g: 122332 2:3‘3‘ ;223
period to understand which period hasze— ’ ’ ’ :
been more volatile. Volatility is [Fanuary 564 135,566 6,556 2,058
calculated as the standard deviation gFebruary 8,827 144,393 6,714 2,103
- {March 7.686 152,079 6,493 2,036
the rates of return. The rate of return iss o o5 and k) 0:959 Sosa
the. Change In prl_ce durmg.the pe”Od Coefficent of Determination (%) 91.97 91.10
divided by the price of the investment]t- Test 16.920 16.000
at the beginning of the period. We|t.05 (Table value) _ 2.074 2.074
. . Source: CMIE: Capital Markets Special Issue June 2004 and 2005, P.248, 270 and 296.
compared the FllIs investment with th
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Table-3: Relative Movement of FlI's Investment with Market Index References:
Months Cumulative Investment _|BSE SENSEX NsEsepcnxNiFTy | ® Henry, Peter B: “Stock Market
Liberalization, Economic Reform, and
Emerging Market Equity Prices”,
5003 Journal of Finance, Vol. No. LV, #2,
January 100.0 100.0 100.0 Aprl! 2000. “
February 100.8 101.0 102.0 ® |evine, Ross: “Stock Markets: A Spur
March 101.5 92.8 92.0 to Economic Growth”, Finance and
April 101.7 97.1 95.5 Development, Vol. No. 33, #1, March
may 105.1 107.5 107.8 1996.
June 1053 1134 112.6 ® Reserve Bank of India, 2004: Report on
July 103.3 105.2 104.6 c d Fi 2002-03
August 103.1 111.9 114.4 urrency and Finance o
September 105.9 104.9 104.4 ® Gopinath, T: “Foreign Investment in
October 108.6 110.2 109.8 India: Policy Issues, Trends and
November 104.5 102.8 8.0 Prospects”, RBI Occasional Papers, 18
g’ggjmber 107.4 115.7 116.4 (2&3), June and September, 1997.
January 1034 576 963 ® Gurucharan Singh: III|quu:i|ty in Stock
February 1035 995 99.4 Exchanges: Some Issues”, The Indian
March 109.5 98.6 98.4 Journal of Commerce, Vol. 57, No. 4,
April 103.1 101.1 1014 October-December 2004, p. 71-83.
may 96.9 84.2 82.6 ® Chandra: “The Impact of Stock Market
June 99:5 100.7 1015 Liberalization on Liquidity and
July 100.9 1078 108.4 Efficiency in Emerging Equit
August 1023 100.4 100.0 ey ging  =quity
September 102.6 107.6 106.9 Markets”, Paper presented at the Annual
October 102.5 101.6 102.3 Conference of the Columbia Business
Noverber 106.9 109.9 109.6 School, September 2002.
ZDggsmber 107.1 105.9 106.2 ® Patro and Wald: “Firm Characteristics
January 100.4 99.3 98.9 ﬁ.nbd thl‘.e '”.‘pacf Oé Emergllr}g_ Market
February 1065 1024 1022 V\I/ ekr_a |zgt|ons 3 Ogggers niversity
March 105.3 96.7 96.8 orking Paper, 7.003.
Source: Compiled fromTable-2. ® [evine and Zervos: “Capital Control

Liberalization and Stock Market
several other factors which also addnarket may be on account of well Development”, World Development,
to volatility in stock market. structured, regulated and matured Vol- 26,1998, p. 1169-1183.
However, the effect of all of thesecapital market, low risk, and evidence® Kim and Singal: “Stock Market
together is quite lesser than that opf basic fundamental in the Indian P oS: Experience of Emerging
the Flls investment pattern. Hence capital market. Issues”, Journal of Business, Vol. 73,

#1, 2000.
rlzlcl)s\/ehrzve emerged as the markeE:‘ According to the correlation and t-® World Bank: “Private Capital Flows to

. test analysis we conclude that the Flls Developing Countries: The Road to
VII. Conclusions:

investment was influence the stock . nancial Integration”, World Bank

u L . . Policy Research Report, Oxford
The study of “The Impact of market liquidity and this evidence Is Unive)r,sity Press. New \E)rk 1997,

Foreign Institutional Investment ongrgyn by studying the relationshipe M.T. Raju and Anirban Ghosh: “Stock
'Stock.l\/,l’arket Liquidity and VOIat'“.ty between Flls investment and market Market Volatility - An International
in India” has .reve.aled the following capitalization. Comparison”, SEBI Working Paper
broad conclusions: . : . Series No.8, April 2004, p. 8.

% The Flls investment in Indian ~, .T.he high pOSItIV.e values of co-g Harvinder Kaur: “Stock Market
securities market has shownfolclent of correlation at 0.968 Volatility in India”, The Indian Journal
fluctuating trend year after year. between cumulative investment and of Commerce Vol. 57, No.4, October-

% The number of Flls has also steepfBSE Sensex and NSE Nifty indicate  December 2004, p. 55-70.

. . T . ® Kalyan Mukherjee: “Seasonalit
increased from 158 in 1993-94 tothat the market indices are highly Patt)t/arn of Stock JIndices Volatility: A)\/

540 in 2003-04 registering an?n.fluencefd t_’ythe Flis flows. However, Study of Selected Indices”, Vitta Shodh,

increase at 242 percent and it wa# is also indicated that there are several The Journal of Finance, Vol.1, No.2,

further, steeply gone up to 733 a®ther factors which also is relatively  July-December, 2003, p.7-15.

on July 14, 2005. lower than the impact of Flls. Hence,® M.T. Raju and Kiran Karande: “Price
% The reasons for enormousFlls have emerged as the market Discovery and Volatility on NSE
enthusiasm of Flls in Indian capitalmovers in India. Contd. on Page 190
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FICWA M/13795
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Visat Petrol Pump, Sabarmati, MCOM, MBA(FIN), FICWA

Ahmedabad 380005 B-62, Satellite Plaza,
Premchandnagar Road,

M/22900 Vastrapur, Ahmedabad

Shri Boddu Madhu Seshanand380015

MCOM, MBA, FICWA

Sr. Finance & Accounts M/17850

Officer, O.N.G.C. Ltd., Central Shri Vijay Kumar Jha,

Accounts, 5th Floor, Avani BCOM(HONS), FICWA

Bhavan, Ashiana Apartment, 110/9,
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M/26682

Shri Maheshkumar D. Asati,
BSC, MBA(FIN), AICWA
C/o. Barai Niwas, Shastri
Ward, Warthi, Dist- Bhandara
Bhandara 441905

M/26683
Ms. S. Anuradha,

Hakimpara, East Vivekananda BCOM, AICWA

M/10290 Pally,
Shri Santosh Kumar Dash,  Siliguri 734006
MCOM, FICWA

Chief Manager (Finance), M/11657
National Aluminium Co. Ltd., Shri Anil Kumar Srivastava,
NALCO Bhawan, P/1, MCOM, FICWA

Nayapalli,
Bhubaneswar 751013

Manager (Finance &
Accounts), Satluj Jal Vidyut
Nigam Limited, Flat No. 503,

M/22613 Bhikaji Cama Place, Bhikaji
Shri Rajiv Vijaybhai Shah, Cama Bhawan,
MCOM, FICWA New Delhi 110066

78, Super Bunglows, Opp.

Science City, Sola, M/20229
Ahmedabad 380060 Shri Raja Basu,
BSC, FICWA

M/21024 Clo. Shri Sankarlal De, 2/5,
Shri Biswanath Dash, MCOM, Ola Bibitola First Bye Lane,
MFM, FICWA Near Ola Bibitola Post Office,

Manager (Finance), NMDC
Iron & Steel Plant, Bailadila
Bhawan, Geedam Road,
Jagdalpur 494001

Howrah 711104

M/15945

Shri Jiwan Prakash Saha,
BCOM(HONS), MCOM,
FICWA

Manager - Fin. & Admn.,
Population Services

M/16817
Shri Debaprosanna Nandy,
MCOM, MBA, FICWA
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A 101, Shrishti Apartments,
Kalakshetra Avenue | Street,
Tiruvanmiyur,

Chennai 600041

M/26684

Shri Ravindra Agarwal,
MCOM, AICWA

C-96, Vishwas Park, Near Tar
Factory, Uttam Nagar,

New Delhi 110059

M/26685
Shri V. Balasubramaniam,
BSC, MBA(FIN), AICWA

M/26687

Shri T. N. Balakrishnan,
MCOM, AICWA

Qr. No. B-97, P.O. GAIL
Complex, Vijaipur, Dist- Guna,
Guna 473112

M/26688

Shri Ranjan Bose,
BCOM(HONS), AICWA

Qr. No. S/IV/71, Bidhan Nagar
Hsg. Colony, Durgapur Dist-
Burdwan

Durgapur 713206

M/26689

Shri Bayya Pramod Kumatr,
AICWA

9/8, Anand Vihar, A - Zone,
Durgapur 713204

M/26690

Shri Binod Kumar Bhutra,
BCOM, AICWA

“Sona Niketan” Sarju Prasad
Road, North Baluchar, Malda
732101

M/26691

Shri Balasubramaniam R,
MBA, AICWA

Plot No. 14A- “Arunachala”,
Lake View Road, lyyappa
Nagar, Next to Alacrity Flat,
Madipakkam,

Chennai 600091

M/26692

Shri P. Chinnusamy,

MCOM, AICWA

Plot No. 107, Municipal
Housing Board, Arcot, Vellore-
Dist.,

Vellore 632503

F-1, First Floor, Subiksha Mirapm/26693

Apartments, 33, East
Abiramapuram, 3rd Street,
Mylapore,

Chennai 600004

M/26686

Shri Arun Kumar Bishi,
MCOM, AICWA

Clo. Harekrishna Bishi At/P.O.
Maneswar, Dist- Sambalpur,
Sambalpur 768130

Shri Pradip Banerjee,

BCOM, AICWA

92/3 Satyen Roy Road, Behala,
Kolkata 700034

M/26694

Shri Sukumar Chakravarty,
BCOM, AICWA

207, Police Colony, Houz Khas,
Near IIT Gate Flyover,

New Delhi 110016
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M/26695

Shri M.J.K. Chakravarthy,
BCOM, FCA, AICWA

Dy. Manager-Finance M/s.
Hindustan Petroleum Corpn.
Ltd., Visakh Refinery,
Malkapuram,
Visakhapatnam 530011

M/26696

Shri Subhabrata Das,
BSC, AICWA

878/A, 9th Main, 8th Cross,
BSK 1st Stage & Block,
Srinagar,

Bangalore 560050

M/26697

Shri Girishkumar P G,
BCOM, AICWA
Puliyamkottu (H), Avanoor
(P.O)),

Thrissur 680547

M/26698

Shri R. Guru Prasath,
BSC, AICWA

98, Hospital Road, West
Saidapet,

Chennai 600015

M/26699

Shri Swapan Ghosh,
MCOM, AICWA

C2/21 First Floor, Room No.
4, Sector-16, Opp. Modern
College, Vashi, Navi Mumbai
400703

M/26700

Shri Jose George,

MSC, AICWA

Chirakavunkal, Rubber Board
Housing Colony, P.O. Rubber
Board,

Kottayam 686009

M/26701

Ms. Hema B.,

BCOM, AICWA

F6, Sanjana Castle, 185,
Choolaimedu High Road,
Choolaimedu, Chennai
600094

M/26702
Shri Nishikanta Jena,
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BCOM, AICWA

C/o. Ultap Ku Swain At-
Kaibalya Bihar (Sriram Lane),
Chauliaganj, P.O. Nashbazar,
Cuttack 753004

M/26703

Shri V. Jaiganesh,
MCOM, MBA, AICWA
30/8, Srinivasa Street,
Perambur,

Chennai 600011

M/26704

Shri Kamal Kumatrr,
BCOM, AICWA
672, J.P. Nagar,
Jalandhar 144002

M/26705

Shri Omprakash Khedle,
MCOM, AICWA

MIG-95/2B, Saket Nagar,
Habibgunj, B H E L., Bhopal
462024

M/26706

Shri Sanjeev Kumar,

BSC, AICWA

Accountant Cost & Budget
Section G.M. (K) Office, Kuju
Area (CCL), P.O. Kuju, Dist.-
Ramgarh

Kuju 825316

M/26707

Shri Prosenjit Mondal,
BCOM(HONS), ACA,
AICWA

C/o. Gokul Chandra Mondal
Vill- Nobinganj, P.O. Aklakhi,
Dist- Burdwan, Burdwan
713427

M/26708

Shri M. Mahesh,

BCOM, MBA(FIN), AICWA
No. 183/4, 11th Cross, 3rd
Block, Thyagaraja Nagar,
Behind Sri Raghavendra
Swamy Temple,
Bangalore 560028

M/26709

Ms. Melissa Anthony
Nogueira, BCOM, AICWA
F/136, Madhuwana, Near

Indian Oil Nagar, Jay Prakash BCOM, AICWA

Road, Andheri (West),
Mumbai 400053

M/26710

Kunnathedath House, P.O.
Kodakara, Dist- Thrissur,
Thrissur 680684

Shri Sukanta Kumar Mohanty, p/26718

BA, AICWA
EA-42, Baragada Brit Colony,
Bhubaneswar 751018

M/26711

Shri Krishna Kumar Pandey,
BSC(HONS), AICWA

Cl/o. Ranjeet Singh B-65,
Gali No. 6, South Ganesh
Nagar,

Delhi 110092

M/26712

Shri Muraleedharan Pillai R,
MSC, AICWA

Palackal House, Vellappadu,
P.O. Pala, Kottayam 686575

M/26713

Shri S. Palaniappan,
BCOM, AICWA

S/o. M. Sundaram
Thatankaruppar Koil, Near
Veguppatty Post, Pudukkottai
Dist.,

Coimbatore 622407

M/26714

Shri Thaduri Srinivasa Rao,
BSC, AICWA

C/o. J. Ch. Suryanarayana D.
No. 4-14-1, Sri Lalita Niwas,
Agraharam,

Eluru 534001

M/26715

Shri Sivaprasad Raghavan,
BSC, AICWA
Punnaparampil, Union Club
Road,

Kottayam 686001

M/26716
Shri Gopala Ayyar

Ramachandran, BBA, AICWA

C-12, 2nd Main, TVS Nagar,

Thally Road, Dist- Krishnagiri,

Hosur 635109

M/26717
Shri Rajesh Kunnathedath,

Shri Santosh Kumar Rai,
AICWA

Clo. S. R. Batabyle HB/SP-31
Nutanpally,

Durgapur 713213

M/26719

Shri M. Sriram,

MCOM, MPHIL, MBA,

AICWA

30H Sunrise Apartments, West
Arunachalam Road, R. S.
Puram,

Coimbatore 641002

M/26720

Shri Manas Ranjan Samanta,
MCOM, AICWA

C-8, R. C. Colony P.O.
Dhanpuri, Dist- Shadol, Shadol
484114

M/26721

Shri M.V. Sudarshan,

MCOM, AICWA

“Siri” No. 176/Y, 3rd Main, 4th
Phase, 7th Block, BSK Ill Stage,
Bangalore 560085

M/26722

Ms. Latha Sathyanarayana Rao,
MCOM, ACS, AICWA

D-126, Sathya Geeta, Opp. New
Nandini Hotel, Subramanyapura
Road, Chikkalasandra,
Bangalore 560061

M/26723

Shri Narottam Sahoo,
MCOM, LLB, AICWA
High Court Colony,
Cuttack 753012

M/26724

Shri Srawan Singh,

MCOM, AICWA

S-2, lind Floor, Bharat Apart-
ment, Vaishali Nagar,

Jaipur 302021
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3-T-33 “Krishen Deep”, MIG-1, APHB Colony, Opp.
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M/26726
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M/26727 M/26735
Shri Lokesh Purohit, Shri Mohammad Shakil,
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M/26728 M/26736
Ms. Shubha H S, Shri Vijay Dhar Choubey,
BBM, AICWA BCOM, AICWA
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M/26729 M/26737
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BCOM, AICWA BA, ACS, AICWA
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Bangalore 560076
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M/26739
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Shri Nilesh Kumatr,
BCOM(HONS), AICWA

M/26744 4492, Patna Mal Street, Pahari
Ms. Deepali Prakash Mestry, i New Delhi 110006
BCOM, AICWA )

C-604, Balaji Towers, Sector-
30, Opp. Sanpada Rly. Station
Vashi,

Navi Mumbai 400705

M/26753

Shri Sudipta Kar,

MCOM, AICWA

42/42/1, Nilmony Mullick Lane,
Howrah 711101

M/26745

Shri Giridhari Nayak,

BCOM, AICWA mgze;?asr:ini Gogia
Qr. No. C/95, Sector-8, BCOM, AICWA

Rourkela, Dist- Sundergarh,

Rourkela 769009 9/99, Second Floor, Ramesh

Nagar, New Delhi 110015

M/26746
Shri Yenduri Srinivasa Rao, M/2_6755
BCOM, AICWA Shri Anoop Kapoor,

H. No. 4-66/1, Sumitra Nagar, BCOM, FCA, AICWA
J-36, Patel Nagar |,

Kukatpally, !

Hyderabad 500072 Ghaziabad 201001

M/26747 M/26756

Shri Kotina Sridhar, Shri T. Panbhukarasu,

BCOM, AICWA BCOM, AICWA

52/6, Nehru Nagar - East, No. 29, Murugan Koil Veethi,

Bhilai 490020 Thiruvandar Koil,
Pondicherry 605102

M/26748

Ms. Smita Vaman Chaudhari, M/26757

MCOM, AICWA Shri Sridip Mukhopadhyaya,

“Godanand Sadan” Municipal BCOM, ACA, AICWA

Park, Sawarkar Road, Block-6, Flat-25, Parnasree
Dist- Jalgaon Govt. Qrts., Behala,
Bhusawal 425201 Kolkata 700060
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M/26758
Shri Mayuresh Mukund
Kulkarni, BCOM, AICWA

M/21679
Shri Saswata Dasgupta,
MCOM, FICWA

02, Uma Smruti, Datar Colony,M/s. Saswata Dasgupta &
Associates, 8/4, Banerjee ParaH. No. 427, W. No. 9, Dhir

Bhandup East, Opp. | E S
School,
Mumbai 400042

M/26759

Road, Behala,
Kolkata 700060

M/22468

Shri Harpreet Singh Khurana, Shri Bikash Prasad,

FCA, FCS, AICWA
163, Golf Vista Apartments,
Alpha - 1I, Greater Noida

M/26760

Shri Amit Jhalani,

MCOM, AICWA

1507, Jai Prakash Kunj,
GAILGAAN, Dibyapur, Dist-
Auraiya, Dibyapur 206244

M/26761
Shri R. Mathan,
MCOM, AICWA

BSC, FICWA
General Manager (Finance),

M/21648
Shri Vijay Kumar Singla,
BCOM, ACA, FICWA

Street, Backside PSEB,
Mansa 151505

M/18105

Shri Uttam Chakraborty,
BCOM, FICWA
Manager (Finance & Ac-

Olam International, Olam Camcounts), Oil India Ltd.,

Sarl, Near Port Area, Opp.
Delmas,

In Ex-Maersk Office, Dovala,
Cameroon

M/9100

Shri K. A. Vijaya Ragavan,
MCOM, ACS, MBA, FICWA
No. 7, lll Street, Tholkappiar
Nagar,

Thanjavur 613001

41/17-C Akilandeswari Nagar, M/5646

Thiruvanaikovil,
Trichy 620005

M/26762

Shri S. Rajavel,

MCOM, ACS, AICWA

No. 5, Fourth Cross, Gupta
Layout, Ulsoor,

Bangalore 560008

M/26763
Shri Sunilal Varghese,
MCOM, AICWA

Shri Shyama Prasad
Bandopadhyay, BSC, LLB,
ACS, FICWA

Head-Finance & Accounts &
Vice-President Haldia
Petrochemicals Ltd., 1,
Auckland Place, Kolkata
700017

M/19777

Shri P.V.S. Viswanadha
Kumar, BCOM, FCA, ACS,
FICWA

Asst. Manager (Accounts) JRNAssistant General Manager
(Finance), The Andhra SugarsM/16808

Wealth Management Ltd.,
Ashoka Road, Kaloor,
Ernakulam 682017

The Institute Of Cost And
Works Accountants Of India
Advancement To Fellowship
Date Of Advancement : 21
December 2007

M/20037

Shri Yogesh Gupta,
BCOM, MBA, ACA, FICWA
27/929, CMDs Bunglow,
Supplyco Quarters,
Panampally Nagar,

Kochi 682036
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Ltd., Venkataryapuram,
Tanuku 534215

M/22459

Shri Chandaneswar Parhi,
BCOM, FICWA

B/16, Bhagirathi Vihar,
Gudianali,

Dhenkanal 759001

M/12650

Shri Jayanta Mitra,
BCOM(HONS), MCOM,
FICWA

107B, Rash Behari Avenue,
Kolkata 700029

Accounts Dept.,
Duliajan 786602

M/20727

Shri Ashok Kumar Sharma,
MCOM, FICWA

Asst. Manager, Nagarik
Sahakari Bank, Maryadit,
Durg Station Road,

Durg 491001

M/9667

Shri Krishnendu Prasad Ray,

BCOM, LLB, FICWA

Dy. General Manager
(Finance), AGBP NEEPCO
Ltd., 3, Bokuloni Village
Road, Bokuloni 786191

M/19011
Shri Abhimanyu Pradhan,

BCOM(HONS), LLB, FICWA

AP & Associates C/o. Shri

Govinda Chandra Sahoo, At :

Kathagada,
Dhenkanal 759001

Shri Md. Qasim,

BCOM, LLB, FICWA

Md. Qasim & Co., 28, Karl
Marx Sarani, Kidderpore,
Kolkata 700023

M/22893

Shri N. Senthil,

BCOM, FCA, FICWA
A-77-003, ONGC Colony,

Gokuldham, Goregaon (East),

Mumbai 400063

M/21756
Shri Yashpal Garg,
MCOM, MPHIL, FICWA

49, Delhi Govt. Officers Flats,
Greater Kailash-l,
New Delhi 110048

The Institute of Cost and
Works Accountants of India
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M/26764

Ms. Charu Aggarwal,

BCOM, AICWA

4416, Arya Pura, Subzi Mandi,
Delhi 110007

M/26765

Shri Durga Charan Banerjee,
MCOM, AICWA

Magarpatta City, Heliconia-G-
304, Magarpatta, Hadapsar,
Pune 411013

M/26766

Ms. Mamta Pritam Banerjee,
BCOM, AICWA

213/C, Dheeraj Pooja, Chincholi
Bunder Road, Malad (W),
Mumbai 400064

M/26767

Shri Babu Alexander Mathews,
MCOM, MBA(FIN), AICWA

H. No. 26, Type-IV, KPCL/
RTPS Colony, Shakthinagar,
Raichur 584170

M/26768

Shri Ganesh Kumar Baunthiyal,
BCOM, AICWA

H.No. 238, Sector-3, R.K.
Puram,

New Delhi 110022

M/26769

Shri Barun Chabri,

MCOM, AICWA

S/o. Tarakeshwar Chabri
Habibpore-Dorji Para Crossing,
Po + Dist- Paschim Midnapur,
Midnapur 721101

M/26770

Ms. Swati Chaturvedi,
BCOM, AICWA

A-86, Sector-61,
Noida

the management accountant, March, 2008



Admission to Membership

M/26771

Shri Pradeep Kumar Dubey,
BSC, AICWA

28/168, 2nd Floor, MIG Flat,
Ellora Park,

Vadodara 390023

M/26772

Shri Gopala Krishna N.S.,
MBA, AICWA

“Trisha Classes” Opp. Court,
Near Mummy & Mi,

Udupi 576101

M/26773

Shri Ruchir Gupta,
BCOM, AICWA
55/110 General Ganj,
Kanpur 208001

M/26774

Shri Praveen Gupta,
MCOM, AICWA

House No. 211,

Beto | Pocket E,
Greater Noida 201306

M/26775

Shri Amitabh Gupta, AICWA
27, Adarsh Colony, Ashok
Marg, Ramnagar, Dist-
Haridwar,

Roorkee 247667

M/26776

Ms. Jolly Joseph,

MCOM, B.ED, AICWA

W/o. Richard Mathew
Nediyapalakkal House,
P.O. Vazhani, Dist- Thrissur,
Thrissur 680589

M/26777

Ms. Swarnali Mukherjee,
BCOM(HONS), AICWA
16B/1, Shahid Dinesh Gupta
Road,

Kolkata 700034

M/26778

Shri Vilas Shriram Motghare,
BE(E&TC), MBA(F), AICWA
Plot No. 40, Central Excise
Layout, Near Khamla Tel.
Exchange,

Nagpur 440025

M/26779

Shri Prafulla Kumar Mallik,
MCOM, LLB, FCS, AICWA
YA-9, Sah Vikas CHGS Ltd.,
68, Patparganj, Delhi 110092

M/26780

Shri Surendra Kumar
Mitharwal,

BA, AICWA

Qtr. No. 134/6, Wapti Enclave,
AFCCTS Air Force Camp,
Near Rajeev Chowk, Gurgaon

M/26781

Shri Rabindra Kumar Mahalik,
BCOM(HONS), AICWA
Accountant Southco,
Paralakhemundi Electrical
Divn., Paralakhemundi, Dist-
Gajapati, Paralakhemundi

M/26782

Shri Prithwi Manas Mitra,
BCOM(HONS), AICWA

New Ballygunge Co-op. Hsg.
Soc. Ltd., 357/2, P. Mozumdar
Road,

Kolkata 700078

M/26783

Shri Kuldeep Kumar Pandey,
BSC, AICWA

Rujhai, Unnao 229503

M/26784

Shri Gore Hari Ratnakarr,
BCOM, LLB, AICWA

H. No. 1788, Old Tambat
Lane, Near Old Kalika
Temple,

Nashik 422001

M/26785

Shri R. Ravichandran,
MCOM, AICWA

“Sree Mangalambika” Old No.

Dwarka, Phase-1,
New Delhi 110075

M/26787
Shri B. Santhosh,
BCOM, AICWA

M/26794

Shri Sunil Kumar Bansal,

BSC, MA, FCS, LLB, AICWA
004, 114, Sri Vari Shelters, 2nd
Cross, 2nd Main, KSB Road,
Itamadu BSK-IIl, Bangalore

Mullathu Sreekrishna Vilasam, 560085

Ayickaud, Cheppaud-P.O.,
Alapuzha-Dist., Cheppaud
690507

M/26788

Shri Nitin Rajmal Somani,
BCOM, AICWA

413, Sai Shakti Co-op. Hsg.
Society, Behind Naik Nagar,
Shiv Srusti Road, Kurla-East,
Mumbai 400024

M/26789

M/26795

Ms. Princy Pamplany,
BCOM, AICWA

House No. 1934, 22nd Cross,
22nd Main, 2nd Sector, HSR
Layout,

Bangalore 560102

M/26796

Shri K. Shivakumar,
BCOM, AICWA

No. 22, 4th Cross, 6th Main,

Shri Surendra Kumar SenapatiQpp. Surekha Intl. School, K.P.

MCOM, AICWA

Giriraj Darshan CHS Ltd.,
A-203, Plot-6, Sec-9,
Koter Khairan,

Navi Mumbai 400709

M/26790

Shri G. Sivaramakrishnan,
MCOM, MPHIL, AICWA

P 249/1, MGR Street, MMDA
Colony, Arumbakkam (Near
P.0.) Chennai 600106

M/26791

Shri Sajeev Kumar S.,
BA, AICWA
“Noottattu” West
Kadungalloor

Aluva 683110

M/26792

Shri Rohit Singhal,
BCOM, AICWA

302 Brindavan Appts., 92/4
Krishna Nagar, Safdarjung
Enclave,

16, New No. 14, Shaw WallaceNew Delhi 110029

Colony, Adambakkam,
Chennai 600088

M/26786

Shri Srirangam Venkat
Ramana,

BCOM(HONS), AICWA
Flat No. 58, Din Apartment,
Plot - 7, Sector-4,
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M/26793

Shri Bhate Sachin Vinayak,
BCOM, AICWA
Monika-Kamal Co-op. Hsg.
Soc., 3rd Floor, Flat No. 15,
Opp. Rajesh Flour Mill,

Tanajinagar, Chinchwadgaon,

Pune 411033

Agrahara, Magadi Road,
Bangalore 560023

M/26797

Shri Panju Arunachalam V.,
MCOM, AICWA

No. 11, 10th Cross, Magadi
Road,

Bangalore 560023

M/26798

Shri Suryanarayan Sahoo,
BCOM(HONS), AICWA
22/391, Shama Building, Dycur
Road, Big Bazar, Dist- Nellore,
Nellore 524001

M/26799

Shri M. Ahamed Khan,
BCOM, AICWA

Cost Controller Emirates Glass
P.O. Box No. 29769, Dubai,
United Arab Emirates Dubai

M/26800

Shri Srinivas Chamarthy,
MCOM, AICWA

Plot No. 403, Near Revenue
Ramalayam, Visalakshi Nagar,
Visakhapatnam 530043

M/26801

Ms. Lakshmipriya Janakiraman,
BCOM, AICWA

644, Edgewater Blvd., Apt. #
111, Fostercity, California,
U.S.A.
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M/26802

Ms. Ghaisas Aparna Abhijit,
BCOM, AICWA

“Ashirwad” Plot No. 97,
Pavana Nagar, Chinchwad,

D-28, Durgapur Chemicals
Ltd. Colony, Durgapur-15,
Dist- Burdwan,

Durgapur 713215

M/26807

M/26811

Shri R. Yesudian Kanagaraj,
MCOM, AICWA

4A, Perumalpuram, S.R.
Bhavan, Tuticorin 628003

M/26816

Shri Vinod C., BSC, AICWA
B-24, Nabard Vihar, St. Xavier
College Corner, P.O. Ellis
Bridge, Ahmedabad 380006

Pune 411033

M/26803

Shri Nitin Poddar,
BCOM(HONS), AICWA
67/11, Strand Road, Near

Shri Rajesh Kailash
Chaturvedi, MCOM,
MBA(FIN), AICWA
2/10 BMC Colony, Sasmeera Daslehra, Dist- Bilaspur,
Road, Worli, Mumbai 400030 Bilaspur 174030

M/26812

Shri Naresh Kumatr,
MCOM, AICWA

S/o. Shyam Lal, V.P.O.-

M/26817

Shri Priyankar Mukherjee,
BCOM(HONS), AICWA
8A, Sebok Baidya Street,
Kolkata 700029

Bhootnath Mandir, M/26818
M/26808
Kolkata 700006 . M/26813 _ Shri N. Sivashankaran,
Ms. Hema Gopalakrishnan, Ms. M. Maheswari
M/26804 ' BSC, AICWA
Shri D. Sivaraj BCOM, AICWA BCOM, AICWA AP 13, (New No. 15), 6th
MCOM, AICWA Kulakkatt House, North #20, 18th Street West, Tansi Street, | Sector, K K Nagar,

Vellan Villa Apartments, Old
No. 31, New No. 79, Vadivela
Main Road, Perambuir,
Chennai 600011

M/26805

M/26809

Mazhuvanoor-P.O.,
Ernakulam 686689

Shri Rakesh Gupta,
BCOM, AICWA
East Boragaon, P.O.

Nagar, Velacheri,
Chennai 600042
M/26814

Shri Erigela Lakshmi
Narasimha Reddy,
MCOM, AICWA

Chennai 600078

M/26819

Ms. Chinsi Chandra,

MCOM, AICWA

Cl/o. S. M. Shanmughanathan

Shri Basant Kumar Unhelkar,
MCOM, AICWA

C. E. O. LIC (Nepal) Ltd.,
Kathmandu Plaza, Kamaladi,
G.P.O. Box 21905,
Kathmandu

M/26806

Shri Kartick Dey,
BCOM, AICWA

Devkotanagar, Dist- Kamrup,
Guwahati 781011

M/26810

Shri S. Rathnavel,
MCOM, AICWA

F4/43, Salugai Apartments,

Post- Bathuloor, Mandalam-
Allagadda, Dist.- Kurnool,
Kurnool 518510

M/26815

Ms. Neha M. Shah,

MCOM, AICWA

13, Namrata Society, Lal Baug

Indiranagar 1st Avenue, Adyarrpad, Near Indra Complex,

Chennai 600020

Baroda 390004

406/B-Wing, Sungrace, Raheja
Vihar, Chandivali, Powai, P.O.
Saki Naka, Mumbai 400072
M/26820

Shri Veenu Aggarwal,

BCOM, AICWA

C/o. Kamal Aggarwal M.E.

12, Quilla Mohalla,

Jalandhar City 144001
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REGION | open discussion for implementation ofl. Shree Shree Laxmi Narayan Trust
new syllabus. Mabhila College.
(CUTTACK BHUBANESWAR ) Celebration on Republic Day 2. P. K. Roy Memorial College
CHAPTER The Chapter observed Republic K. N. Mukhopadhyay, Chairman of

Business Communication Training Drz)r/ni(;QSthhB ‘]Sa\l/\r/];ir?réhsi?rainaotftlﬁhe Chapter along with members visited
Programme for Intermediate (Stage- P -G. B. ) . &he colleges and impressed the students
Chapter hoisted the National Flagabout the prospect of ‘Cost and
) students
Atraini “BUS Members, Students and Staffsanagement Accountancy’ as a
raining programme on "BusSIN€SSparticipated in large numbers. profession. Students took keen interest
Communication and Soft skill” was ! .
Career Awareness programme for and raised numbers of queries about

organized for the students on 16t . ) , .
December, 2007. Emphasis was givennCWAI pursuing students. Cost Accountancy Course’ which

on non-verbal and verbal Acareerawareness programme wayere duly dealt with.
communication and the studentfrganised by the Chapter at its
participated very actively in the trainingconference hall on 18th January, 200 RAJPUR CHAPTER D
programme. Dr. Partha Sarathi Mohapatra, Asst. |
Professor, Morgaon State UniversityMembers Meet and Annual Get
| ton Emol & Empl , USA deliberated on the topic “DoctoraIlTOgeth.er
Mpact on EMPIoyers & EMPIOYEes™ k4, cation in Accounting in USA - Rajpur Chapter of Cost
by Dr. Vinod k Singhania Prospectus and opportunity”. Studentéccountants organized a Members
As a part of the continuing participated very actively and made lotsVieet & Annual Get Together function
education programme, the Chaptepf interaction with Dr. Mohapatra who on 3rd February, 2008 at a farm house
organised an evening talk 6fringe  enlightened the students with hisat Gobindopur, Baruipur, South 24 Pgs.
Benefit Tax- It's Impact on excellent educational environmentalA lively discussion took place on the

Talk on “Fringe Benefit Tax-It's

Employers & Employees”on 4th analysis. prospects of the ICWAI profession in
January, 2008 at its Conference hall. Dr. which members of the chapter
Vinod K Singhania, renowned author(DHANBAD-SINDRI CHAPTER ) including other AICWA guests
of many popular books was the chief Members present on the occasion
speaker. Niranjan Swain moderated theecture Meet participated.

technical session. Dhanbad-Sindri chapter of Cost

Workshop on “Winning Strategy” Accountants organized a lecture mee(_SOUTH ORISSA CHAPTER )
for Students on the topics “Survival of Undergroundg 5stern  India Regional Cost

A Workshop was conducted on 13tHlines” at ICWAI Bhawan on copyention, 2007-08
January, 2008 (Sunday) for the final g4-12.2007. Ths lgDueét speager(c:);‘vltge The newly born South Orissa
Intermediate students diwinning  €vening was P. P. Gupta, Dy. Chapter Of Cost Accountants
" i i Bharat Coking Coal Limited, and a .
Srategy’ Mr Alaya Aganwa), Birector enior member of our profession. Th SOCOCA) organized three days
Rapid Learning System (Kolkata), ans pro¥ ".""Regional Cost Convention, 2007-08
Associate member of our Institute andecture V}’az f0||tcr)1\'Ned by mteragﬂﬁﬂ from 8" February to 10February, 2008
also a nationally acclaimed Corporaté€ssion . Dn IS 0ccasion, July=,, .0 plaza Millennium, Gopalpur-

Trainer and Management ConsultanBeptember-2007  edition of ourn, oo, “germampur, Dist: Ganjam (
conducted the workshop. Issues likdluarterly ‘newsletter’ was also release

) rissa) on the topic “ Challenges of
effective Verbal and Non-Verbal by P G Nandi, General Manager ) P J

. . .2~ 'Reforms & Emerging Issues - Role of
communication, body language, sel{Finance), Bharat Coking Coal L'm'ted‘Management Accgougr]nants".

confidence, etiquettes, mannerism andhe meeting ended with vote of thanks The Convention was inaugurated
i . It witlhy A. K. Nath, a member of our )
time management etc. were dealt witty by Shri Chandra Sekhar Sahoo,

i [ managing committee.

in detal . . gng Hon’ble Minister of State for Rural
Faculty Meeting on Implementation Career Awarness Programme Development, Govt,. of India on
of New Syllabus of ICWAI Dhanbad Sindri Chapter of Cost08.02.08 in presence of Dr. Trinath

A meeting was organised by theAccountants organised ‘€areer Behera, M.L.A, Gopalpur, Dr. Chau
Chapter on 20th January, 2008Awarness Programme’ in the Pattnaik, M.L.A, Berhampur, Chandra
(Sunday) for its Managing Committeefollowing colleges of Dhanbad on 16thwadhwa, President, Kunal Banerjee,
members, staffs and faculties to makdanuary 2008. Vice-President, Pravakar Mohanty,
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Former President, B B Goyal, President, ICWA. B. B. Goyal, ICAS, Manager( Finance), NALCO and B. K.
I.C.A.S,Advisor (Cost) MCA, GOI, K Advisor (Cost), GOI and professorDas, Manager (Finance), NALCO for
K Sarkar, Chairman, EIRC, CentralShreedhar Das, XIMB presented theitheir valuable guidance for the overall
Council Members and Regionalpapers. Saswat Dasgupta, Chairmasuccess of the Convention &
Council Members of EIRC and otherResearch Committee of EIRC offeredemarkable contribution to the
dignitaries . The Hon’ble Minister vote of thanks. Profession. The dedicated services
appreciated the endeavour of the The Third Technical Session onOf volunteers were recognized and
chapter to organize three daysSpower Sector Reforms” was presidedionored by the Chief Guest. N C kar,
Convention at Gopalpur-On-Sea ancyyer by B B Goyal, ICAS, Advisor Chairman, SOCOCA offered vote of

was pleased to extend all types OfCost), GDI. Professor D V Raman,thanks.

support to the Chapter and utilize thex| B, s K Mishra, Sr. General B K Das, Manager (Finance)
services of the Prqfess'oﬂ_by_h'SManager (Finance) & CompanyNational Aluminium Company Ltd and
Ministry to ensure optimum utilization secretary, CESU, Shri B N .Mallick, Secretary, Talcher-Angul Chapter was
of the funds allocated for thepgwm (Finance), Southco and B K Dasthe co-ordinated and conducted the
development of the Country. Manager (Finance), OHPC presentegroceedings of the Convention.

The Hon’ble Minister felicitated the their papers. L D Upadhyaya,
President, Vice- President, B B GoyalSecretary, SOCOCA offered vote of WESTERN REGION |

Advisor ( Cost), B L Bagra, Director thanks. CKALYAN AMBERNATH CHAPTER)
(Finance) NALCO, P.Mohanty ,  The Fourth Technical Session o
Former President of ICWA, Central«pccelerating Industrialization &

Council & Regional Council Members Related Issues” was chaired by Ajit 11€ Chapter organised the
present. N C Kar, Chairman, SOCOCA\johapatra, CMD, Kaling Engineers iN@uguration function of its new batch
offered vote of thanks. Ltd. Dr. Ranjan Bal, Professor, Dept.0f classes on 5th January, 2008. D. M.

The plenary session on 09.02.0%f Commerce, Utkal University & P K Bathija, Chairman welcomed the
was presided by Kunal Banerjee, ViceBal, FCA presented their papers. AJUESLS.
President. Amal Kumar Das , FormerAcharya, Chief Manager (Finance) &  Jyotika Ozarkar, Vice Principal of
President, ICWA, B. L .Bagra, Director Former Secretary Talcher- AngulC.H.M. College was the Chief Guest.
(Finance) NALCO, S C Mohanty, Chapter was the rappoteur & offeredShe inaugurated the classes by lighting
Chairman, Corporate & Allied Laws vote of thanks. a lamp. She, in her inaugural address
Committee, G N Venkat Raman, Tpe “valedictory Session” was S&id that, human touch is necessary in
Chairman, CEP Committee addresseghajred by Ajit Mohapatra, President€Very work which we do.

the gathering. Smt Tanmaya S(yissa State Productivity Council. B.Study Circle Meeting
Pradhan, Chalrperson,MDPCofEIRCMohapatra' Director(Finance), The Chapter's 8th Study Circle
of ICWAI offered vote of thanks. Mahanadi Coal Fields Ltd , Dr. \eeting was held on 5th January, 2008
The First Technical Session onJagannath Panda, Professor , Dept @f 7.30 p.m. on the subjetReverse
Valuation of Management & Pre-datoryCommerce , Berhampur University, Dr-Mortgage". A. K. Deshmukh spoke on
Price under Competition CommissionSudipti Banerjea, Professor, Dept. 0fhe subject. He among other things, said
was presided over by ChandraCommerce , Calcutta University, Mr.that this scheme is beneficial for those
Wadhwa, President ICWA, B B Goyal, Pravakar Mohanty, Former Presidentenior Citizens who are property rich
ICAS, Advisor (Cost), GOl & A. S. ICWA & Mr. D C Sahu, General pyt cash poor. Meeting was well
Durga Prasad, Chairman, WTO &Manager ( Finance) NALCO Ltd & attended by the members.
International Affairs Committee Chairman,Talcher - Angul Chapter , )
presented paper on Valuationwere the panelists. ThegChief GpuestRepUbIIC Day Function _ _
Management & Chandra Wadhwaeleased the Souvenir. B Mohapatra, 1€ Chapter organised Republic
President spoke on pre-datory Pric@irector ( Finance), MCL was Day Function on 26th January, 2008 at
under Competition Commission. L Dfelicitated for his remarkable 9-30 @m. D. M. Bathija, Chairman
Upadhyay, Secretary, SOCOCAcontribution in the Coal Industry andhoisted the Flag.
offered vote of thanks. to the Chapter and the Profession. Th(_ PUNE CHAPTER D)
The Second Technical Session o¢hapter also felicitated S C Mohanty,
“PSU Restructuring” was presided ovelChairman, Corporate & Allied Laws
by Pravakar Mohanty, FormerCommittee,|ICWAI, A. Acharya, Chief ~ Pune Chapter of Cost Accountants

nInauguration of New Batch

Republic Day Celebration
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organised Flag Hoisting Ceremony orNoida Chapter of ICWAI on 9th Jan  also spoke on the occasion and shared
26th January 2008 at the Chapter’2008 at Noida his views and experiences with the
premises at Laxminagar, Pune. A B A Talk on “Implementation of VAT participants.

Nawal, Vice-Chairman, WIRC hoistedin yttar Pradesh” was organized by G P Rao, Chairman Noida Chapter
the flag on this occasion. Noida Chapter of ICWAI on 9th Jan of ICWAI proposed a hearty vote of
Continuing Education Programme 2008 at Main Auditorium, Kribhco thanks.

Held on Tuesday, 29th January 2008 Bhawan, Sector 1, Noida. The saim REGION

rogramme was organized by Noid
Pune Chapter gf C.OSt Accountgnt hapter of ICWAI jointly in association Southern India Regional Cost
conducted Continuing Education

Programme orfERP Implemen- with Noida Chapter of ICSI, Noida Convention 2007

o’ i Branch of ICAl and Noida  g|rC Regional Cost Convention
tation’. The program was 'nauguratec,}ll\/lanagement Association. Large no. ofy, I t
on 29th January 2008 at Ness Wadi bers f the f > “Wwas successfully conducted 30
College of Commerce, Pune. Milind eMVers ffom me Tour organizindnovember 2007 and*bf December

’ : bodies participated in the Meet made ;

Date, Cost Accountant and CFO— q 007 at Cochin under a theme
Endurance Technologies Ltd, Pune P 0J'aMmMme & grand success. - vanagement Accounting- Driving
delivered the lecture on the subject, The guest speakers on the occasicBtakeholder Value. More than 400
Pramod Dube, Practicing Costincluded CK Malhotra, Advocate, Surajdelegates attended the convention,
Accountant and Chairman ofrakash, DGM (Indirect Taxation),which includes practicing Cost
Professional Development Committe>'| =L & Secretary Noida Chapter of Accountants, corporate delegates and
of Pune Chapter felicitated Milind Date! SWA! & TK Srivastava, Joint student delegates.
on this occasion. Commissioner, Commercial Tax,

Noida, R N Chaturvedi, Joint : .
! ’ renowned industrialist Kochuouseph
The theme of the lecture was howoommissioner, Commercial Tax, Noid P

CMAs can contribute in a great way to Achittilappally, MD V-Guard Industries

2 also participated and graced thEf_td in the presence of President of the
ensure smooth ERP Implementatlonsoccasion_ Institute CEandra Wadhwa as the Guest

The purpose of the CEP is to make the !
members aware of some of the 1he C KMalhotra, Advocate gaveof Honour. Sunil Chacko, SIRC

important issues that need to bé" 8\:?;\:@':\”\:2;;21'10%? \ﬁ':' l?]rgx'S'ftJEZChairman chaired the function. Kunal
addressed in the process of ERIH1rovisions relating to ?n u% tax %reditBanaUee, Vioe PresKlent of Instiute,
Implementation. Date presented th® 9 b NP Sukumaran, Past President of

The convention was inaugurated by

: on inputs and capital goods, reversgcway also spoke during the inaugural
total scope of the subject. input tax credit, filing of returns, tax fynction. KA Felix, Chairman of
NORTHERN REGION | period, types of invoicing including tax cochin Chapter of ICWAI welcomed

invoices, sale invoices etc. He also gavg,e gathering and AVSN Nageswara
C ALLAHABAD CHAPTER ) a brief account of provisions relatingr proposed the Vote of Thanks. The

Press Release to refund and assessment. Central Council Members and Regional

Republic Day was celebrated at, Suraj Prakash, DGM (Indirect Council members of ICWAI also
chapters land at Jhunsi S. M. Anwar axation), BHEL & Secretary Noida graced the function with their presence.

Hasan Chairman unfurled the Nationthapter .Of ICWAI gave .a.detan.ed Four technical sessions were
Flag. Speaking on the occasion, he sai resentation on VA,T provisions with o nqycted with the participation of
if we don’t see even a glimpse of thatolcu.S on l\?:Tustry§_perSpect|ve Nexpert speakers and session chairmen
great India in the India that we witnesq ©'aton K') prowspns. ~ andthe interaction of the audience was
these days, it obviously means that we 1 K Srivastava, Joint Commissioneralso very much value adding. The
are not working up to our potential; angdave a brief account Qf varioustopics for the technical sessions were
that if we do, we could once again berovisions of VAT including input as follows

an eternally unblemished and inspiring’redit, reverse input credit, capitalg  gyraeqic Management Accounting
country setting a bright path for rest 0fg00ds, invoicing, filing of tax returns, ¢\l e Creation

the world to follow. tax period, computation of reverse input

credit for stock transfers, goods® !T- A Performance Management
C NOIDA CHAPTER ) returned within six months etc. Enabler _ N
Programme on “Implementation of R N Chaturvedi, Joint ® CostManagementin Logistics

VAT in Uttar Pradesh” organized by = Commissioner, Commercial Tax, Noida® Green Management Accounting
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The subject experts includes Profvarious departments were drawn by thearticipants. 50 Executives were trained
Saji Gopinath, IIM Kozhikkode, company for the training. in two batches.

Thiruvengudum , Deloitte Touche Regional Cost Convention 2007- Soft Skills -Communication Skills:
TOhmatSU, AN Raman, CCM of Cochin-30th Nov. and 1st Dec, 2007 Ms G. Sraya, B_’|’ech, who is a

ICWAI, Kattayil Rajinish Menon, g5 cpapter was adjudged as Besnember of Cognorators Team -
Prod_uct Eyangehst, Microsoft Ind'a'Chapter at the Regional CostCognizant platform Counselled the
Rohit Jaipuria, Consultant, SAScqnyention held at Cochin during 30thFoundation, Inter and Final students of
International, Dr. C Unnikrishnan, Dy. November and 1st December 2007 dtimayatnagar and Sanathnagar
Secretary, Cochin Port Trust, Guycqchin, M. Kameswara Rao,Coaching Centres, by giving tips to
Rabbat, CEO, Global Supply Chain,chairman, Hyderabad Chapter of Cosimprove soft skills and communication
SFO Technologies Ltd., Emmy Deaccountants received the award fronkills during 17™, 18" and 19™
Silva, Sr. General Manager - Materialsihe hands of Kunal Banerjee, ViceJanuary, 2008. It was much useful for
Malayala Manorama, Dr. MP president of the Institute on 1stthe students who attended the above

Sukumaran Nair, MD, Travancorepecember, 2007 at Cochin. programme and well received by the
Cochin Chemicals Ltd., KV Mahidhar, , , students.
L Chapter’'s Formation day cum ) ]
PrInCIpa| Counse:jlor, Cll GBC and Members Meet-06.01.2008 Repub“c Day Celebrations
Naveen Somasundaram, Sr. Manager : :
’ ' ' i 59th Republic Day Celebration
Senergy Global Pt Ltd. Chapter’s Formation Day cum p y

_ _ Member’s Meet was arranged onVere held at Chapter premises on 26
Evening Cultural Dinner showcasedSund(,iy the 6th January, 2008 at g\anuary 2008. Member, all the the

different traditional art forms of Kerala. Birla Science Planetarium, Adarshoffice staff and other members attended
T. Prabhakar, RCM of ICWAI S“mmedNagar, Hyderabad. Distinguishedthe function.

up the sessions and Kunal Banarjege sonajities of CMA profession suchStudents programme-Magnitude
Vice President of the Institute delivered,s oA R.S. Raju, Vice President2008.1
the valedictory address. (F&A), Nagarjuna Construction A Students Quiz Programme
C HYDERABAD CHAPTER ) Company Limited, Hyderabad, CMA “Magnitude-2008.1" was organized
K.R. Venkateswarlu, Director-Finance,on 26th January, 2008 by the Chapter
National Mineral Development for the students of the present batch at
Corporation Ltd., CMA P. BhaskaraSurana Udyog Auditorium. The
2 Narayana, Director and Chief FinanciaFederation of A.P. Chambers of
Iigmt%j’ Hydberabzaodoyth, 18th and Officer, Natco Pharma Limited, Commerce and Industry, Red Hills,
ecember, Hyderabad CMA B.V. Rama Murty, Hyderabad. M. Kameswara Rao,
Hyderabad Chapter arranged a1anaging Director, Hyderabad PharmaChairman of the Chapter welcomed the
Training Programme orFIr)anc? for Infrastructure Technologies Ltd., weregathering. Chief Guest R. Balarami
Non Finance Executives” of pongured on this occasion. Reddy, Director-Finance and CFO,

Nagarjuna Construction Company Ltd. . wp IVRCL Infrastructure & Projects Ltd
Training Programme on “Finance ) "
from 17th-19th December, 2007 g rrod Hyderabad addressed the students,

associating with the Institute of PublicVatters”-HMT Machine Tools motivated them and guided with
Enterprises, Osmania University,-imited, Balanagar, Hyderabad, valuable inputs)
Hyderabad. 35 Employees from thel heir Executives.

company participated the programme. Hyderabad Chapter arranged an | OBITUARY
The programme was a grand successiouse Training Programme on Shri B R Shah,past Central Counc]l

Training Programme on “Cost “Finance Matters” for the Executives Member of the Institute (1989-92)
Benefit Analysis and decision of HMT Machine Tools Ltd., | jaqt chairman of WIRC-ICWA
making” for Finance Executives of Balanagar, Hyderabad during 17th (1983-84) and past Chairman fof
Singareni Collieries Company Ltd., 18th January, 2008 and also"2&81d | Anmedabad Chapter passed away on
during 20th and 21st December, 29"January, 2008 attheirpremises.Ths-11 February 2008. Shri Shah wak a
2007. programme covered various subject
On the request of Singarenilike Central Excise and Customs, AR
Collieries Company Ltd., KothagudemVAT/CST Act, Works Contract, Service
a Training programme was conductedax , TDS/TCS and Labour Laws. The
during 21st and 22nd December, 200programme was a grand success fro
at their premises. 20 employees fromthe feed back received from th

Training Programme on “Finance
for Non Finance Executives”
Nagarjuna Construction Company

D
P brilliant professional and well
known for his life long devotion tp
the cause of the Cost & Managemg
Accounting profession in India.

May his soul rest in peace.

nt

194 the management accountant, March, 2008



