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Chinese (Ex) Chequers

As the storm abates after the financial hurricane, moghdervaluation is not more than 12% by following the
countries badly affected by the recession are inRurchasing Power Parity Method. Moreover, studies
reflective mode. The reasons attributed to the crisisave estimated that Chinese revaluation of the ypan
are mani-fold: greed, profligacy, lax supervision andfom its current fixed level of 6.32 yaun per dollar wjll
creation of global imbalances. The last factor hasot reduce the US deficit considerably. After all, US
however generated the maximum global political anldas an equally important role in reigning in its huge
economic heat; with US (and other deficit nationsgxpenditure (both domestic expenditure and impois).
viewing an artificially undervalued yuan by ChinesaNith shifts in geo-political power, China is seeking [to
authorities as the root cause of their economic misedssert itself more on the world platform through
On the other hand, China feels it is wrongly beingmassing huge foreign exchange balances by becoining
targeted for its superlative economic performance artde factory for the world.
that it alone should not be unfairly asked to shoulder At the same time, it is equally true that keeping fits
the responsibility of removal of global imbalances. exchange rate at a low rate is harming its competifors
China is accused of following a deliberate policy oin Asia namely India and the South East Asian countrjes.
pegging its yuan (or remnimbi) to the dollar along witlHence, China must be persuaded to maintain the Igvel
subsiding its export sector. This protectionist policyf yuan at more realistic (read market related levdls).
makes its exports highly cost effective which serveshe impact of a sudden revaluation will be difficult fo
to boost its own exports while threatening othebear for its export sector, a gradual revaluation increases
countries' domestic and exportable sectors. This explaife possibility of speculative attacks on the currerjcy.
why today the Chinese goods account for one-third @&f calibrated measure is perhaps what is required. |t is
the world's surplus. This burgeoning foreign exchangauggested that while the US consumer should reip in
balances by China is invested in sovereign US securitigs excess spending, the Chinese should be encourpged
on account of the fact that the dollar is viewed as ta spend more. There have also been suggestior|s of
safe haven. Thus Chinese manufacturing excellencepigtting its vast foreign exchange balances to better use,
used to finance the huge current account deficits afilise the reserves to build a social security net for its
the US. The large surpluses on the current accouysgople. This move will not generate global imbalanges
make monetary management for the Chinese authorépd the associated recycling of funds between China
in a fixed exchange rate regime more difficult as thend US. Creation of regional reserve arrangemeénts
latter attempt to sterilise the impact of increased monejnould help to end the hegemoney of the dollar which
supply to prevent inflation or creation of asset bubbles no longer the strongest currency by virtue of fits
At the same time, the huge holdings of dollar securitiéstrinsic value.

by the Chinese gives rise to what Paul Krugman apart from negotiations with China to adopt lefs
famously called the Chinese dollar trap: Furthegeggar thy neighbour' policies, India should gear up to
investments in US holdings raises the spectre of defagltitshine the Chinese at their quest for econolltmic
by a weak US economy; on the other hand drawingpminance. Access to cheap and timely credit, setling
down of such large scale US holdings will cause thg, of Special Economic Zones, creation of quality hlibs
value of its assets to crash. are some measures that are urgently needed to Boost
Differences abound in the extent to which theur export sector. Interestingly, a lion's share of ¢ur
Chinese yaun is underestimated. While some analystsports is provided by the SME sector. We have alrepdy
put the figure at a 40% undervaluation vis-a-vis thexamined the issues and challenges facing our SMEs
dollar by following the Current Account Deficit Method,some issues back. In this edition, we will delve ifjto
there are some others who believe that thmle of CMAs in the growth of SME sector.
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Dear Professional Friends,

ICWAI 51st National Cost Convention

51 National Cost Convention of Cost and Management Accountants of Indig
organized by the Eastern India Regional Council of the Institute fréhto2238" April,
2010 at Fortune Park Panchwati, at Kolkata on the theme "CMAs in Nation Bui
Today and Tomorrow".

Shri Sri Prakash Jaiswal, Hon'ble Minister of State (I/C) for Coal, inauguratedst
National Cost Convention. Shri Promode Mankin, Minister of Cultural Aff
Bangladesh was Guest of Honour. Technical discussions took place after the inau
which was very useful for participating cost and management accountants.

Prof. Saugata Ray, Minister of State for Urban Development inaugurated the
day of the Convention on 24pril, 2010. The Minister in his address appreciated
role of Cost and Management Accountants and said that we have to play a greater role in the coming Fars. To

a request made by the President, ICWAI for allocation of a land for the Research and Excellence {Jenter at
Delhi, he suggested that since there is no land in Delhi, Institute may approach Noida Authorities. Howgver, he
said he will be considerate to the request of the President of ICWAI.

It needs to be underlined here that this Convention was attended by more than 600 delegates from d|l over. |
once again express my heartiest congratulations to the EIRC and the Organizing Committee for making the
event a grand success. | also highly appreciate the efforts put in by two Council colleagues, Shri §omnath
Mukherjee and Dr. Sanjiban Bandyopadhyaya.

MCA and IICA hosted 7th Forum on Asian Insolvency Reforms at New Delhi

| was happy to attend along with few Central Council colleagues'thaegting of the Forum on Asialﬂ

Insolvency Reform (FAIR) and the Regional Network on Asian Insolvency Reforms organized by Minigtry of
Corporate Affairs, Government of India and the Indian Institute of Corporate Affairs (IICAY} &8 April,
2010 at New Delhi. Mr. Salman Khurshid, Hon'ble Minister of State (I/C) for Ministry of Corporate Affairs
inaugurated the Forum. Shri R.Bandhyopadhyay, IAS Secretary, MCA also graced the occasion.

SAFA Board Meeting and other Committee Meetings hosted by ICAI-Sri Lanka at Colombo.

| represented ICWAI at SAFA Board and Committee Meetings along with my colleagues Shri B.M.Sjgarma,
Vice-President, ICWAI, Shri Kunal Banerjee, Immediate Past President and Shri A.N.Raman, Vice-Prgsident,
SAFA. The two days deliberations took place. On the first day, Committee Meetings were held wherg|SAFA
finalized the Task Force recommendations for revised constitution of SAFA. There was also meeting g}|Public
Accounting Governmental and Public Sector Enterprises Accounting Committees.

The next day was the Board Meeting of SAFA, represented by all the member bodies. The deliberatigis were
very fruitful and | am happy to say that the Board approved two SAFA programmes for India, one at Nely Delhi
and another at Bangalore, details of which will be published later.

Second Global Summit of CMA Bodies at Sri Lanka

On 28" April, 2010 there was a meeting regarding the Second Global Summit meeting to be held at Sfj{Lanka
during 29, 30" June to L July, 2010 at Colombo hosted by CMA Sri Lanka and ICWA of India and other (JMA
bodies of the Regions as Co-hosts. Heads of CMA finalized the programme details under the leadgrship of
Shri Lakshman Watawala, President of CMA, Sri Lanka. CMA decided to request our Hon'ble Cofporate
Affairs Minister Shri Salman Khurshid to inaugurate the convention and Secretary, MCA Shri R.Bandyopdthyay,
IAS to be the Guest of Honour at the time of Valediction.

ICWAI Signs MOU with CBEC

| am happy to inform that The Institute of Cost and Works Accountants of India (ICWAI) and Central Bofrd of
Excise & Customs have signed a Memorandum of Understanding (MOU)"ohpti® 2010 to set up ACE

\
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bers of
s to

fCertified Filing Centres (CFCs) across the country. These CFCs can be set up and operated by the I\/I\
ICWAI, who have valid certificate of practice issued by the ICWAI. This initiative aims at providing servi
taxpayers who may not have requisite IT infrastructure/ resources, to use ACES. These services willjjalso be
beneficial to the industry and they will not be required to visit the office of CBEC for Registration, Returt§s, etc.

The services would be available on payment of prescribed services charges for various serviceg|such as
digitisation of paper documents and on-line filing/ uploading of documents such as Application for Regisjration,

Returns, Claims, Permissions and Intimations etc. in ACES.

Visit to Regions and Chapters
CAT course inauguration at Srinagar, Kashmir

| am happy to inform you that The Institute of Cost and Works Accountants of India (ICWAI) has|jnade
headway in Kashmir Valley through Global College of Professional Studies (GCPS) as a Recognized|Oral &
Coaching Centre (ROCC) in Srinagar to impart CAT oral coaching. Shri Balwinder Singh, Chairman, CAT was
also present on this occasion. The CAT course will be no doubt a boon for the students' community fflom the
Valley and with this the Institute has established Oral Coaching Centres for CAT from Kashmir to Kanyalumari.
As of date, Institute has 222 Oral Coaching Centres apart from Regional Councils and Chapters for iffiparting
oral coaching to CAT students. CAT course indeed reflects the inclusive agenda of the Institute for befpefiting
the students' community especially from rural and remote areas.

Go Green Movement of NIRC of ICWAI

| was happy to attend Go Green Movement, organized by NIRC of ICWAI'@piil, 2010 at New Delhi.
Noted actress and social activist Ms. Nafisa Ali was the Chief Guest on this occasion.

All Orissa Members and Students Meet (Annual Function-2009) & Mega Blood Donation Camp

| was happy to attend as Guest of Honour the All Orissa Members and Students Meet (Annual Functigqn-2009)
& Mega Blood Donation Camp organized by Cuttack-Bhubaneswar Chapter of ICWAIgkpti§ 2010 at
Bhubaneswar. Shri Prafulla Chandra Ghadai, Hon'ble Finance Minister, Government of Orissa was the Chief

Guest on this occasion. The Minister applauded the services of Cost and Management Accountdfjts. The
Minister agreed to consider the request of Cuttack Bhubaneswar Chapter to allot a piece of land for iCWAI's

Center for Excellence. He also responded to President's suggestions of considering to sponsor sgme poor
students from villages to apply for CAT courses to achieve the inclusive growth call of the Institute.

Campus Interview at SIRC
| was happy to address the ICWAI passed students who were participating in the campus recruitment. It was
observed that the numbers are increasing day by day and the corporates are also responding in taking|fnaximum

number of final passed students, whereby the skills of the Cost and Management Accountants arejjn great
demand.

Inauguration of the Coaching Classes at Bangalore

On 16" April, 2010, the 88 Coaching Class Batch was successfully inaugurated and | was happy to nofe that
more and more number of students are joining to our course.
With regards,

Yours sincerely,

&)

-

(GN Venkataraman)
President

Date : ' May, 2010
N 2/
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Speech of Hon’ble Union Minister of State for Coal at 5SNCC, Howrah

(Dear All,

It's a pleasure for me to stand here and attend thBl&ional Cost Convention of the Institute of Cost gnd
Works and Accountants of India. | am not a man of this profession but | understand the role of accountg and cost
in the growth of an economy. The Institute has played and remained a significant role in providing poligy inputs
to the Government in various areas.
| come from the ministry of coal. If | start from the mining segment of coal the utility of cost management
comes into play from the detail (and cost) of the planning, which increases as the project goes|through
different stages of approval and development. Feasibility studies cover the work prior to developmegnt.

Cost management profession develops and helps the coal industry in many important suitable, prodyctive and
safe methods, increased machine utilization, inventory management, reduction in cost due to accidenys through
improved health and safety standards, improved work culture, and discipline through efficient man
Training of workforce for underground mechanization to enable increased production would be an gssential
input.
Cost accountants and cost institute have helped the industry in the application of research and deJelopment
for scientific exploitation which is also another input in meeting the challenges in increased mechanizftion for
higher productivity with profitability. Policy guidelines have also been drawn by cost accountants for repicating
the Chinese model of developing suitable technologies for higher percentage of extraction under pur geo-
mining conditions.
The proposal of the draft Companies Bill to make cost audit voluntary could lead to evasion of excise fluty and
income tax besides making easy cartelisation and predatory pricing by companies. This comes at a jhigh time
when cost and pricing of coal is becoming very critical for the economic consumption and to acgess the
natural resources utilization measurement. | thank you for the cooperation and support that you haveextended
to Government from time to time.
One of the most interesting topics right now is how to allocate risks and costs with respect to environmental
problems like climate change. Many of us are drawn to the field based on a genuine concern for the enyironment
and the belief that economics provides a powerful tool for helping solve environmental problems. Ecgnomists
in general study how people make decisions when faced with scarcity. Scarcity implies that rgsources
devoted to one end are not available to meet another; hence there is an opportunity cost of any actjon. Cost-
benefit analysis provides an organizational framework for identifying, quantifying, and comparing the costs
and benefits (measured in dollars) of a proposed policy action. The final decision is informed (though not
necessarily determined) by a comparison of the total costs and benefits. While this sounds logicallenough,
cost-benefit analysis has been cause for substantial debate when used in the environmental argna. And |
support the debate that cost benefit analysis is a must for coal industry and environmental issues| | tend to
favor cost-benefit analysis in the policy arena because of the discipline and transparency it provides in gvaluating
policy options. It is easy to evaluate absolutes.
Policy making is ultimately about evaluating the relative merits of different actions. Some mechapism is
needed to rank the alternatives. Without the discipline of cost-benefit analysis it is not clear how the ipterests,
claims, and opinions of parties affected by a proposed regulation can be examined and compared. | Criterion
such as 'moral’ or 'fair' do not lend themselves well to comparison and are subject to wide ranging interpretation.
Who gets to decide what is moral or fair? Cost-benefit analysis is far from perfect, but it demands g level of
objectivity and specificity that are necessary components of good decision making.

\ L2
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Speech of Hon’ble Union Minister of State for Coal at 5SNCC, Howrah

(Cost-benefit analysis is a part of this. By using the tools of their field environmental economists can

cdntribute

3

unbiased information that can lead to better policy decisions, and ultimately better environmental outcomes.

Environmental protection is now an integral part of public policies, at local, national and global levels

.Inall

instances, the cost and benefits of policies and projects must be carefully weighed using a common monetary

measuring rod.

Indian industries were affected due to global recession. In 2010 we find a different story all together pargicularly

for Indian economy.

We have not only come out of the dark days of recession but also Indian economy is growing at 7% GDP and
we are proud to declare that very soon we will reach the level of 10% GDP growth in the coming ¢lecade.
But how all these turn around happened. Was it magic or some strategic ball game. Its a mix of poth the

things which helped Indian economy to come out as a leader among the recession fighting devils.

Building corporate social responsibility from the end of a cost accountant will have to look into the dgcision

making process of ethical investment. Only when the decision of ethical investment is developed ang
by the Cost Accountant, then only will the full process of corporate social responsibility be created.

created

We know very recently GST and Direct Tax Code will come in to play where Cost Accountants will
dynamic role for the Indian economic growth.

your endeavors.
Thank you.

Shri Sriprakash Jaiswal,
\Hon'ble Union Minister for Coal

lave a

| once again compliment the Institute of Cost and Works and Accountants of India and wish you sugcess in

ANNOUNCEMENT

The Management Accountant - June, 2010 will be a special issue on
‘ROLE OF COST AND MANAGEMENT ACCOUNTANTS UNDER DIRECT TAX CODE'.
Articles, views and opinions on the topic are solicited from readers to make it a special issue to

copy to the Research & Journal Department, 12 Sudder Street, Kolkata-700016 to rebielyy AG&10.

preserve. Those interested may send in their write-ups by e-mail to research@icwai.org, followeg

fead and
by hard

N

/V
ANNOUNCEMENT

The Management Accountant - July, 2010 will be a special issue on
‘ROLE OF COST AND MANAGEMENT ACCOUNTANTS IN GST REGIME".
Articles, views and opinions on the topic are solicited from readers to make it a special issue to

copy to the Research & Journal Department, 12 Sudder Street, Kolkata-700016 to readiby, ZH10

2

preserve. Those interested may send in their write-ups by e-mail to research@icwai.org, followed

fead and
by hard
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Speech of Shri P. K. Ruia at ¥INCC, Howrah

@ HIGHLIGHTS OF SPEECH BY SHRI P. K. RUIA AT N
NATIONAL COST CONVENTION, 2010 HOWRAH

The efforts of ICWAI received a boost during the 51st National Cost Convention, held at Howr
renowned industrialist, Shri Pawan Kumar Ruia and guest of honour lauded ICWAI. Shri Ruia w.
opinion that a resurgent India cannot become number one in the world without the help of
Management Accountants. With cost audit and maintenance of costing records mandatory for all ¢
with a paid up capital of Rs.50.00 crore and above, there will be greater requirement for quali
professionals. Apart from the numbers, cost accountants can play a more meaningful role in th
regime.

sary tools
Aspects
"If you
einthe
[pretation

Shri Ruia opined that cost accountancy is a science and it equips professionals with the nece
and methodologies right from policy making level. Today global business is all about numbers. Al
of business from strategy to pricing to customer satisfaction are expressed in numbers. After a
cannot measure you cannot manage". Itis in this scenario that CMAs can provide the cutting e
value addition process and aid in decision making since they are the most competent in analysis, int
and presentation. Balancing of external and internal constraints is the USP of CMAs.

Shri Ruia further informed that during the downturn of 2008-09, he preferred cost accountants to
accountants and with their support and competence he was able to devise profitable strateg
business. Finally, he was of the conclusion that CMAs can become CEOs of global business ard help in
&national building. y

CANCELLATION OF REGISTRATION UNDER REGULATION 25(1) OF CWA ACT, 1959
REGISTRATION NUMBERS CANCELLED FOR JUNE-2010 EXAMINATION
UPTO
ERS/000904
NRS/001056 (EXCEPT 96, 119,127, 140-145,
488-499, 533-600, 901-923,.937-950)
SRS/002191 (EXCEPT 2062-2104)
WRS/001818
RSW/075376
RAF/005824

RE-REGISTRATION

The students whose Registration Numbers have been cancelled (inclusive of the students registered upto 31st
December-2002) as above but desire to take the Institute’s Examination in June-2010 must appf-f0OVO
Registration and on being Registered DE-NOVBxemption from individual subject(s) at Intermediate/Final
Examination of the Institute secured under their former Registration, if any, shall remain valid as per prevalent
Rules.

ForDE-NOVO Registration, a candidate shall have to apply to Director of Studies in prescribed Form (which
can be had either from the Institute's H.Q. at Kolkata or from the concerned Regional Offices on payment of Rs.
5/-) along with a remittance of Rs. 2000/- only as Registration Fee through Demand Draft drawn in favour of
THE ICWA OF INDIA, payable at KOLKATA.
Kindly ignore the earlier Circular dt. 27" January, 2010 in this regard.

Arnab Chakraborty,
Date: 24' March, 2010 Director of Studies
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Letter from Commissioner of Sales Tax, Maharashtra

f

N\

w Vikrikar Bhayuan
| Eih Floor, Maegass,

ity bl - 400 010
Tal.: (04} 91-22-2977 OO2A

F1-22-24TE 0000

ﬁ!‘lﬁl}f M LS FRE - #1@@2A73 9790
Commisionar ol Sakes Tax |x-,*_‘_-:._|.-|.!m;-..1...-.-m_ [ of /4 e
Maka

rackam Sialo
Fal

Dear b Vewbofe asean i,

[ amn writlng 0o you e comwvey my special tanks bo all the Cost Accountants wheo have
worked hard (soowetioses Lurning the midnight ol w make the scheme of E-Audil [FiLL)
successful. By 31= March, 2000, we had received more than 163 lakk e-audit reburns which is
naarly Y2% of the required 7(H Forms,

This hies bewn the sacond historde step. The first historic sbep was making 100% e
raturng successful m Aprl 2008, Kerola is the only other State to have aclieved 100% -
refurns,

In between, with your support we went ahead and achicved e-CST form applications
(Carlber 2000 persins wsed to guewe up daily in sales fax offices ) , e-rogistration (application),
perefund (apphcabon). designated e-mail sanvice for each dealer and e payment.

Mow, o audit form (704) has been achieved successfully with (he kissd suppurt of all
stakehobders. | am persomally aswane that the Cost Accountants had o work extra hard o
achieve this.

But let us take pride in the fact that no other State & anywhere near us in this
Jistig L

All these achievements of the Sales Tax Dapartment of Maharashtra would not have
been Pf.!ﬁﬁi-l.'-'li“ withoul the active support of the Cost Sccountant cimnmnumnity. 1 am also
eapecially thankful to the Cost Accountants who were part of the working group who
deliberated and prepared e =704 furm

Annther major mile stoma has bean the achiovement of our collection tarpat of 2009,/10
Againet a farget of Re, 31,346 Cr. we have already achicved more than T 25,000 Cr. The year
AO0-11 15 expectad to be another eventiul vear whare all the earlier vears’ mibatives will start
bearing fruit. [ am hepeful of your continuing support towards taking owr initiatives forwand

rf ﬁ__:_j_n ”““f‘,‘;l_, .!-f'l

Pl
Yours v '="’"-*-|

) -i":: .____Jw/./l o

rﬁpmia'p I:'I]\all'u]

in fuiwre,
II 1
A ._||

Shrdi G, Venkataraman,

Fresidont,

The Inatitube of Cost & Works Accountants of India,
12, Sudder Street, Kulkata - 700 016,

the management accountant, May, 2010
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Cost and Strategic Management for Growth of SME Sector

2 Credit Risk Management for Msme
I nteg ra-ted RISk Man agemen Given the limited resources at the
disposal of a MSME, Credit risk

Framework for Indian MSMESnagement assumes a grea

significance. The MSME must do a
. % ongoing monitoring of a clients
Dr. Ashish Varma creditworthiness and credit exposure,
Ishika Varma** maintain credit rating and determine
credit terms and conditions. Thus the
The Significance of MSME in India National Manufacturing Competi- MSME must establish an appropriate
he Micro, Small and Medium tiveness Program was initiated incredit risk environment, maintain
Enterprises sector (MSME) 2005-06. appropriate credit ad_mlr_nstrat|on,
I contributes to all three; The MSME by their very nature areMeasurement and monitoring process
manufacturing sector ( 45% output) also exposed to a variety of Risks whicit the same time adequately price to
exports ( 40% of total exports) andthey must manage. As per the Economi@Ptimize risk return relationship.
employment generation. The latestntelligence Unit Survey 2009, aboutNOWadays a number of agencies
report of the Prime Ministers Task Force36% of the time of the top managemen{fering ratings specifically tailored for
suggested that the MSME sectowas spent on Risk and Captialh® MSME sector are available. The
contributes around 8% to the country'snanagement. Further the survey?ME ratingagency ofIndia itd (SMERA)
GDP and provides employment to 6(ointed out the bulk of this effort went!S @ joint initiative of SIBDI, Dun and
million person through 26 million into Strategy Development, Pricing,Bradstreetand some banks in India. The
enterprises. The best part however islew Product development andNational Small Industries Corporation
that the growth of this sector is higherallocation of capital to business linesnas offered upto 75 per cent subsidy
than the rest of the industrial sector. FoThe objective of this article is to ON rating fee for SSI units that have a
instance in 2006-07 the overall industriakrticulate the broad categories of risk¥@lid small scale industries registration
sector grew by 11.5% but the MSMEfaced by an MSME and the ways tocertlflcate.Thg Credit Guarantee and
sector grew by 12.6%. The MSMEmanage them effectively. Risk is Scheme for Micro and Small Enterprises
produce more than 6000 products whichnherent for MSMEs and risk (CGMSE) was launched by the
include food products (22%), Chemicalsmanagement must be identified as a COIgeovernm_ent to make available collateral
(12%), Basic Metal (10%), etc. Also acompetency. The goal should be tdree credittothe MSME Sector. Further
number of big enterprises of today wereinderstand, measure and monitor thf'® Ministry of Micro, Small and
MSME a few years ago. Herein lies thezarious risks that arise. Risk here mearfd€dium Enterprises along with SIDBI
scope and significance of MSME inthe expected potential loss in future€Stablished the Credit Guarantee Fund
shaping India's destiny. The best method to manage risk is td rust for Micro and Small Enterprises.
The Micro, Small and Medium align the risk management practiced/larket Risk Management for Msme
Enterprises Development Act 2006 with corporate strategy by using both  There s always scope for
recognized the importance of serviceseal and financial methods. For theémprovement as far as Market Analysis
and included services in the definitionMSME one challenge is to minimize thejs concerned for MSMEs. A good
of enterprise. The MSME provides theborrowing costs and thus somendicator of this is "Var" or Value at Risk.

maximum opportunities for self exposure is left unhedged. This is defined as the maximum loss that
employment and jobs after agriculture. The MSMEs are exposed to thea portfolio can have in 99% best cases
The MSME units contribution to fo|lowing risks: in N Days. In simple words it answers a
employment generation is substanti Credit Risk basic question " How bad can things
since 34.9% of total employment of " : get?". Another option is good asset
manufacturing and services comes from- Market Risk liability management by managing
MSME. To build competence and3. Operational Risk structural liquidity, managing interest
capacity to face competition theg product Risk rate risk and a conservative
*Ph.D, FICWA, PGDBM Assistant 5 Macro Economic Risk management of currency risk. For the
Professor Accounting and Finance, IMTg Technology Risk MSMEs a good understanding of
Ghaziabad. _ _ hedging strategies, transfer pricing,
**Research Scholar, M.M.H College, /- R€putation Risk compliances, policy and structures are
Ghaziabad. 8. Legal Risk advocated. The most commonly used
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instrument is the foreign exchange
forward contract.

Operational Risk Management for USD/INR
Msme o
Operational risk is risk arising due 1
to operations. This risk is the risk of w1
direct and indirect loss resulting from
failed or inadequate processes, system:
or people or from external events. Such u
a risk can be managed by Audit
oversight, critical self appraisal, risk .
indicators and formal quantification.

In the Audit oversight the external ESEEB3HSEEERERN

EXHIBIT 1 150/ IMNR Exchange-Aate Fluciuationg

audit department reviews business PAE1 5983338323454 %

process to identify industry

Weaknesses'_The Crltlcal Self appralsalln Wi coe-ipar kel [ram Yarch HEE o Yarch 20609, VA0 0 INH celsilin movaed dransissi The
process 1S h|gh|y recommended for enchampy rame averaged 45488 widh o stardard desdation of 408 and by Slarch 20 six b -day volniey sas 13800,
MSMEs as it involves every each ; ; : :
department trying to submit a subjectiveé-ramework for Risk Analysis Based on Financial Statements
evaluation of the sources of operationdl Activity Cash Flows Cash Needed Type Of Analysis

risk, their expected frequency and costs
associated with them. Also in well| Operating Profitability Of Sales Working Capital Short Term Liquidity
managed MSMEs the centralized uni Investing Sale Of Investment Capacity Of Plant Long Term Solvengy
develops subjective risk forecas Financing Borrowing Capacity Debt Servicing Long Term Solvency

through risk indicators which are - .
compared across the organization. Irq1ost MSME are vendors/ solutionsConclusion

the formal quantification the managerd’Vider  to large firms which are — An important aspect to note here is
lspuar i atabase Al objectiveﬁ?(posed to technology risk/ risk ofthat whereas in Credit and Market risk
assess the possibility of such eventsObsolescence. This can be beshe uncertainty_lied Ol_Jtsi_d(_a the firm, in
Product Risk managed by using flexible productioncase of Qperatlonal risk |_t is created by
_ al . processes and keeping an eye on tig@urces internal to the firm. Also the
ThIS Orlgln.ates from Superlor Changing business paradigms and th@]alyses based on reseaI’Ch (L|tt|e, 1987)
Neciets TeplacifuiaERoMETEd thl;f‘orecasting the expected technologicaiound that MSME firms are not reliably
MSME. This is possible due to&hanges. more labor-intensive than their larger

economies of Scale and Scope, Superict : _counter-parts; nor are they consistently
logistics and Supply chain managemeritinancial Statement Based Risk mqre technically efficient in their use of

etc. The MSMEs need to keep up withAssessment resources. Further studies have

the changes in the customer expectation The Financial Statements can béndicated that most MSMEs operate at
and preferences. effectively used to assess the risln an average of 75% of their capacity
Macro Economic Risk exposure to MSME. For instance thednd can do better. Thus it is upto the
The MSMES which are into exportsIncome statement will show theMSME to use the size to its advantage
are extremely vulnerable to currencyvulnerability of the firm to a certain type @nd e flexible and fast n its operations.
fluctuations, interest rate regimes anaf raw material which should beThe MSMEs are an mtegral part of the
inflation risk. This can be managed witheffectively procured to maintain W RIOCE 32 ot tdeiies maf".e‘
natural hedges. For example if the firmprofitability and competiveness.eC%nom'eS' MtSMESt%arlusle c(rjeatl\cty
needs to pay in Dollars six months latesimilarly the quality of the earnings of ?er::hnollrcl)npv? |rc]m E d w ?1 BO
the best hedge is to have a deal inwhicthe MSME can be assessed b gical change and growth. But

B . erhaps most significantly the MSME
it willrecElve a.paymeiiBIlIRsaMecompaling its PAT and the CaSh)ﬁelp F;.” stake%oldersyof society
guantum in Dollar in more or less S'Xgenerated by operations. The Balancgcluding women, minorities, and

months. _ sheet will be very useful in commentingimmigrants, to economic growth,
Technology Risk on the efficiency of capital deploymentfinancial prosperity and upward
This risk is very important since by the MSME. mobility.Q
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Strategic Management Ok i s neyperamses
fand seeks ways to maximize their (_affect
growth of SME Sector  Lozomimmnsmess

Figure: The Process of Strategic

Introduction hand, strategy formation is about howsirategy Strategy Strategy,
A e - > >
rategic management is a level ofhe firm chooses to define its strateg¥formulation| | implementation|evaluatior

anagerial activity under S-etting?rrr:dlerrr]]gr\:\;atign ti?gaozczter;e 'tli The strategy formulation is treated
oals and over tactics. It is that'™MP g 91€as the first step towards formulating the

set of managerial decisions and actionglanagement (Bowman, 1998). Strategig, .o gic nrocess. In this section

ihat determines the _long-runinegerenthandes o & SUae0) Empnasi is iven on enterprise’s
performance of an enterprise. It p g mission, business goals and their

pravides overall direction to the SfVironantesagglyses before th(?rjelationship with external environment

enterprise and is closely related to th@PPropriate strategy is selected ang \ pich opportunities and threats are
field of organizational studies i.e.implemented (Hambrick, 1981’dexist.
systematic study and carefulThompson,1995, Wheelen an

application of knowledge about howHunger,1998). Peter Drucker described The second element of tlhe strategic
people -as individuals and as group§ow fewer workers would be doing mar;a_\gemer?t procesils mpenientanen.
act within the organization. The studyPhysical labour and move would be:n tdls ssctlon TIPSRl IV HIFON
of strategic management emphasizes g#PPlYing their minds under 'Knowledge'29€TSnIb, or?amlzanon st(rjuc‘;]ur_e,
external opportunities and threats in thévorker' theory. The development of aorlga}nlzs.tlor}?‘f o _turel a?. X e'(;
light of enterprise's strengths andbtrategy can be with formal or rational’® ancis 'p”W't _uncélon_a. POISES ai
weakness. Strategic management is tHlintzberg, 1994), emergent orfesource a OgRipn tehsions.

process of drafting, implementing andProgressed (Whittington, 2001) under The strategy evaluation is the last

evaluating cross-functional decisions? logical path. fnd TR 100 QIS iraicdlich
which in turn enable the enterprise tdStrategic Management Process management process. Here emphasis is
achieve its long-term objectives. |, the beginning academic progres$. < 2" sontigl overfaclt_l\_/ltlesa
"Strategic management is an ongoingyas slow and the consulting o _motivation, improvement of policies an
process that evaluates and controls thgsgan to develop their own models an perational procedure and evaluate
business and the industries in whichheories for their clients. Eventually, the Slgimance Wlth_ the g ¥
the company is involved, assesses it§cholars began to build a consensustUdy of Strategic Management in
competitors and sets goals andirategic management process. TheIE Sector

strategies to meet existing and potentiadrategic management process involves  Small and medium enterprises play
competitors; and then reassesses eaghcareful analysis of an enterprise's significant role in almost all countries
strategy annually or quarterly [i.e.internal strengths and weakness anih the world even in the age of
regularly] to determine how it has beersyternal opportunities and threats whichiberalization, privatization and
implemented and whether it hass commonly referred as SWOTglobalization. Even the number of SMEs
succeeded or needs replacement by ghalysis. The results from the 'situatiomas been increasing rapidly in the
new strategy to meet changedynalysis' are the basis for developingresent days. Though the strategic
circumstances, new technology, nevmissions, goals and strategies. Ammanagement as a field of study typically
competitors, a new economiCenterprise should select strategies tdeals with large and established
environment or a new social, financialytjlize the organizational strengths andusiness enterprises yet the importance
or political environment"” (Lamb,1984). enyironmental opportunities and toof strategic management can in no case
Strategy management is about how thgyercome organizational weakness antle neglected in SMEs. It is observed
strategy is developed and implementedpyironmental threats. A strategicfrom a research that strategic planning
(Stacey 1993; Karami 2002). On the othefanagement model has started proceiss strongly related to small-business
by defining the enterprise's mission irfinancial performance (Rue and Ibrahim,
Principal, Naba Ballygunge Maha-the light of the profile, external 1998). A survey on 500 high growth firm
vidyalaya, Kolkata - 700 042 (C.U.). environment and operating industryshows that 86% followed strategic
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planning. Out of those 94% reportedConclusion environment and enable the enterprise
improved profit (Baker, Lon and Davis,  There are differences in opinionto focus on what is strategically
1993). Itis revealed from a research mt%mong the experts regardingimportant, prepares the firm to get ready
strategy formulation and implemen-jq o4, ction of strategic management® comfort any controlled or
tation particularly in SMEs with the ; .~ g\ies particularly in small Uncontrolled issues, creates the

accelerating dynamics of competition, . ices. But it is a fact that smalf€lationship among the managerial staff

SMEs play a key role in generatlngland developing enterprises increas@f the enterprise that facilitates

oo, 55 S O g chaies of sucess f e oMMIMent o he achivemen of
’ ' ' , eriously attempt to work through thesPecific goals, provides information

and Peel, 1999). Nevertheless, man?trate ic issues embedded in th&egarding the nature of the environment
small enterprises still do not use the® g. oo oo

- = strategic management model. Thé&hange and helps to be 'fit' with the
strategic managgimeliaggiisscasns changing environment. Thus, we may

i MEs should focus in selling the

e B e o ccssions. . EoITerd e T e
the management, lack of trust andPPropriate actions to achieve Rt s W, Make  negessaly
openness, management are unfamiliatositive performance of the enterpriseP09"€sston ards o ggateuly
with strategic planning and theThe new entrants in this sector wher€"entation and more sophisticated
management think that they have nothe process does not fit should develoEtrateglc management techniques as
sufficient time to implement strategicnew missions, objectives, strategiel"® SME grows to ensure future
management. and policies out of a comparison of theirs'ur\”va_I and long-run success of the

Cragg and King (1988), Watt andexternal opportunities and threats R
Ormsby (1990) have opined that formatheir internal potential strengths andReferences:
strategic management procedure ar¢eakness. Wheelen, Thomas L and Hunger, J. David
inappropriate for small and medium  For the survival and growth of SME (M2005) f Conc(:jeE?ts_ ! itr?teglc
sized enterprises which have neither thgector in the present days comple g R o= POy

i - ) [ naloui, Farhad and Karami Azhdar (2003
management nor financial resources tgysiness environment the SME has to StrategiciManagementif Smé(l” ané

indulge in “elaborate strategiCook o the future, know in what markets  wedium Enterprises.

management techniques. Gable anglis playing and want to be enter. It haginelstein, S and Hambrick, D.C. (1996) -
Topol (1987) have found that smallfifMsy, 4y attention to the existing external  Strategic Leadership: Top Executives
do not commonly practice strategiCinfiyencing factors such as  and Their Impact on Organizations
management some other studies ha\fgchnological, economic, political andCherunilam, Francis (2008) - Strategic
found that there exists a positiveg, .., tctors It also establishes and Management

e idhship betwec_an SHateols planmnq(eeps a match among those externdkeyarathnam, M (2007) - Business Policy
and performance in those enterprises, and Strategic Management

! ihfluencing factors and internal factors.
Robinson (1982), Jones (1982), Brack .
eddy, G.Sudarsana (2007) - Strategic
and Pearson (1986), Watts and Ormsblyhe management of the SME shouldReddy. ( ) g

(1990) found positive relationship SO WUy manggement s " -

between formal strategic planning and® pr.ocess R T et dema}nd%éoy 0 S
financial performance in small action_gng foI.Iow il Strateg!cSnvast_ava, v (20-05) y 2N agSglt
enterprises. In the complex ﬁnancialmana.gement = cqncerned with Po.hcyand el .
areas of the enterprises strategiEhOOS'ng the appropriate markgt anoﬁapl\(;lflkar, Neet? (2009) - Global Strategic
management will develop through®” product. It helps the strategists to afadeien _

various stages from its financial plansinderstand the current situation and séthatt, G.C. (2008) - Strategic Management

and budget, through to forecast basel’® goals of the enterprise. Slio peRUE I EUREE 1907, Business

. p . i : olicies and Strategic Management (Text
planning, externally oriented planning.2dOption of strategic management ECases) - 2 (

In order to ensure the future survivaﬁyStef_m 'f” thhe SMEs perVIge manhyNanjundaiah, R & Ramesh, S (2003) -
and long term success of the SMEgen? fgpromelr sUrvIEFEE Orov Strategic Planning and Business Policy
managers must make necessar&:ke itgives a clear sense of vision and http://media.wiley.com/product-data/
progression towards a strategidnission for the time, assesses strengths exceprt/

orientation and more sophisticatecend weakness of the firm andyip://en.wikipedia.org/wiki/strategic-

strategic management techniques. Opportunities and threats from the managemem

the management accountant, May, 2010 357



Cost and Strategic Management for Growth of SME Sector

Low investment requirements.
Operational flexibility

Location wise mobility

Low intensive imports

Cost and Strategic
Management for Growth , |
of SME Sector TR R

Y V V V V

> Import substitution
Dr. Nachiket M.Vechalekar* > Contribution towards defense
] ) . production
Introduction: with the production of over 7500 _

Technology oriented industries

he Small and Medium Enterpriseindustrial items with the product range’ ik ) )
Competitiveness in domestic and

[SME] play a vital role in the Vvarying from very simple items produced”

is well- recognized world over from its @ccounts for over 90% of industrial units  The definition of 'small' and ‘medium’
significant contribution in gratifying in the country and approximately 35%sized enterprise differ from country to
various socio-economic objectives,0f India’s exports. Due to its nature ofountry. Organization for Economic Co-
such as higher growth of employment!ess capital intensive and high laboupperation and Development [OECD]
output, promotion of exports andabsorption, SME sector has madejefines establishments as an
fostering entrepreneurship. significant contribution to employment organization with up to 19 employees
generation and also to ruralas 'very small’, from 100 to 499

Withithe ERENT ofmBlgiT industrialization. This sector is ideall i
ecofomyirami s dI° SUbsequer%tui'[ed to build dn the strengths and )égmployees i 8o 2y
industrial policy followed by g I D e e TS e ==

Government of India, both planners ané) . trg ditionajigils anq knowle_dge, byHoweve'r mans est'ablishments in some
infusion of technologies, capital anddeveloping countries with 100 to 499

Government earmarked a special role far . [ . ;
b innovative marketing practices. SMEsemployees, are regarded as relatively

small-scale industries and medium scale . . i
industries in the Indian economy. Due""lw"’lys r_epreger_nted the model of sociotarge' firms. Multilateral Investment
protection was accorded to both th‘?ecqnomlt': policies of Government ofGuarantee Agency [MIGA] has
sectors, and particularly for small- scaldndia, which emphasized judicious useecently developed a guarantee program
industries from the period from 1951 toOf jeEon exc.hange el |mport_of capl't alcalle_d e the_SmaII nyEsenfgon Tl
1991, till the nation adopted a policy Ofgoods gnd inputs, labour |nten§|veas firms with not more than 300
IBEralizationand globalization.Certainpmducuon’ employment generatlon,employees, value .o_f assets not
products were reserved for small- scal8°" concentration of economic powerexceeding US $ 15 million and annual
units, though this list of products i the hf':m.ds of f_ew, dlscourag!ngsales npt exceeding US $ 15 m|I.I|0n.
decreasing due to change in industriarf]onOpo“St'.C practices of productionAccording to the Eur(_)pean Unlop,
policies and climate. The SME sectorff’md marketing anq pro.b.ably the mosSMEs are those organizations haymg
plays a vital role in the growth of the|mp0rtantqne, that is fulfilling the dreamemployees of not more than 250 \_N_lth a
country. It contributes almost 40% Ofof ‘Incluswg Growth'. I_t was also turn0\_/er not exceedmg Euro 50 mll!lon.
coupled with the policy of de- InIndia, the Micro, Small and Medium

the'gross e value added_ i theoncentration of industrial activities inEnterprise Development Act 2006
Indian economy. It has been estlmateﬁ

that a million Rs. Of investment in fixed """ yeagraphical argee. pefpes st

assets in the small scale sector Itcanbe observedthatby andlarge3 Micro Unit is a unit having
produces 4.62 million worth of goodsSMES, in India met the expectations of investment_in Plant and Machinery
or services with an approximate valudhe Government in this respect. SMEs  not exceeding Rs.25 lakhs.
addition of ten percentage points. Thigleveloped in a manner, which made it: Small Scale Unit is a unit having
sector has provided employment td?0ssible for them to the following  investment in Plant and Machinery

around 26 million people and is involvedobjectives. more than Rs.25 lakhs and maximum
> High contribution to domestic ~ up to Rs.5 crores.

*M.Com, FICWA, Ph.D, Associate Dean,  production. < Medium Scale Unit is a unit having

PGP, Indsearch, Pune. > Significant export earnings. investment in Plant and Machinery
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more than Rs.5 crores and maximum
up to Rs.10 crores.

Government Policies

Since independence, the
Government of India has formulated a
total of six Industrial Policy *
Resolutions/Statements with a view to
promote industrial growth in the
country. All these policies have also
covered the small - scale sector, in
general. Various incentives pertaining
to financial, fiscal and infrastructure
related issues, were designed and
extended to SSI units. To ensure healthy
growth and to enable these units to have
level playing field for competing with
the large scale units, policy of
protection was followed which
envisaged reservation of certain items
exclusively for the SSI sector and also a
preference to the SSI sector regarding
procurement of goods by the
Government and Semi-Government,
departments. However it is but natural
that after the policy of liberalization
followed after 1991, many of the items
are de-reserved. In order to ensurg,
credit flow to this sector, the °
Government evolved a credit policy
under the priority sector lending.
Several committees have been
constituted to increase the credit flow
to this sector. The Internal Group sef*
up by the Reserve Bank of India to
review the guidelines of credit flow to
the SME sector recommended self set
targets for the commercial banks, with
an increasing disbursement over the
previous year. The Group has also
advocated for empowering the Boards
of the banks to frame their own policies
with regard to SME financing, so that
lending policies would be more liberal %
than the existing policies. Some of the
significant steps taken by the
Government for promoting the SME ..
sector can be summarized as given
below. A

o

< A single comprehensive legislation
for the promotion, development and
enhancement of the competi-

the management accountant, May, 2010

tiveness of the SME Sector - Micro,
Small and Medium Enterprises
Development Act [MSMED] Act, ..

2006 came into effect from October
2006.

National Manufacturing Competi-
tiveness Council [NMCC] was set
up to energize and sustain the
growth of the manufacturing
industry. New Promotional Package
for MSMEs [Micro, Small and
Medium Sector] and focus on
accelerating developing of clusters,,
was announced.

Revised strategy of lending and
introduction of newer measures,
such as the scheme to establish
Small Enterprises Financial Centers

the recommendations of the Prime
Minister's Task Force.

An amendment is proposed in the
budget of 2010-11 whereby the
eligible small scale industry unit can
avail of CENVAT Credit against
purchase of capital goods in full
[100%] in the same financial year of
receipt of such capital goods. [Earlier
it was 50% in the year of receipt and
rest was allowed in subsequent
year]

Another proposed relief to the SSI
units is that the eligible units are
allowed to pay the duty on the
goods cleared by them once in a
guarter instead of the monthly basis.

All the above policy measures

[SEFC] for strategic alliance betweenmentioned above show clearly the
branches of banks and SIDBIGovernment's intention to ensure a
located in 388 clusters identified byropust growth of the MSME sector and
ministry of SSI. thus ensure the growth of the economy.
SME Fund of US $ 2.27 billion was It is expected that this sector should
operationalized. Proposal fortake full advantage of these policy

doubling the credit flow to SME reforms and make themselves more
sector in next 5 years. competitive to take on the global

Promotional and financial Supportcompetition. It should be rgmembered
for Credit-cum-performance Ratingthat all over the world, the importance

in MSME Sector in India, to facilitate °f thiS sector is growing and

greater and easier flow of credit fromconseduently the competition is
the banking sector to SMES. becoming more and more intense. In

h . Lotrk view of this it is of paramount
The National Commission for jo,,,1ance that the Indian SMEs should

Enterprise in the unorganized sectog 5 qct SWOT analysis of their
has been set up as an advisory body;anizations and try to remove their
and a watchdog for the informal,yeaknesses and focus on the strengths
sector to bring about improvement, taxe on the global competition. A
in the productivity of these giance at the weaknesses of the SME
enterprises for generation of largésecior shows that there is a need to
scale employment opportunities ooy a well defined strategy for making

a sustainable basis, particularly inhe SME sector more competitive and
rural areas. truly global.

Credit Linked Capital Subsidy Strategy for Growth:

Scheme_ fpr I Soica Strategy is defined as, 'where the
Upgradation is launched. AL % ko
organization wants to go to fulfill its
New legislation on Limited Liability purpose and achieve its mission, it
Partnership is being worked on.  provides the framework for guiding
The outlay for the MSME Sector haschoices, which determine the
been enhanced by around 60®rganization's nature and direction and
crores to Rs.2400 crores, in thehese choices relate to the
budget of 2010-11 for implementingorganization's products or services,
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markets, key capabilities, growth, return Process of Strategy Formulatioh
on capital and allocation of resources."
The key to a company success lies in Environmental Analysis Internal Analysis

creating value for customers while
distinguishing itself from the

) . -y Competitor Technology Know hoyw
competitors. How to achieve this is )
what a strategy is all about. Strategy CR=igner Manufacturing Know|how
can also be described as, 'The general | Supplier Marketing Know how
direction in which an organization plans Regulatory Distribution Know holw
oo attal.n e gOaIs." In other Social / Political Logistics Know how
words, strategy is 'An integrated set of
actions aimed at securing a sustainable
competitive advantage.' Every well- ¢ ¢
managed organization has one or more Opportunities & Thredts Strengths & Weaknesses

strategies, although they may not be
stated explicitly. A firm develops its
strategy by matching its core
competence with industry Identify Opportunities Identify Core Competencies
opportunities. The process of strategy
formulation can be shown with the help \
of the diagram as given below.
According to Kenneth R. Andrews
the strategy formulation is a process
that senior executives use to evaluate a
company's strengths and weaknesses v
in light of the opportunities and threats

present in the environment and then to

decide on strategies that fit the ; i Jor —
company's core competencies witPlans and managing the organization tfj Distinctive Competence: It means

environmental opportunities. There aré@chieve the_m. The fundamgntal task ofvorking out what .the orggnization_ is
three distinct levels of businéssthe Strateglc _Management |s_to e_nsu_rbest a_t':?md what its special or unique
strategy, which are as follows. that the mission of .the organlza}tlon iscapabilities are. In othgr words it means
I . well defined and is relevant in the'Core Competence'. A firm has to decide
J Strafceg|_es at the highest level Ofenvironment in which the organizationwhether it should concentrate only on
an organization, known as Corporate,,erates In fact Strategic Managemerthe core competence or practice
Lﬁvel $trattefg|es basically deal with the, 4 o1y defines the mission and visiondiversification.
zuosciit;nsgsrei?urgievsi;?:29 Z?nc;l:?)f the organization but it also chalks)|) Focus: It means the identifying and
: out a road map of achieving themgoncentrating on the key strategic
enterprises through a systematic strategic planjssye. For example, Infosys Ltd decided
II] Strategies, which are at the levelStrategic Management is thereforgg concentrate on three strategic issue,
of a particular business or division dealsisionary Management, concerned withyhe is the Global Delivery Model to
with primarily with the thrust of creating and conceptualizing ideas ofnsure timely delivery of quality

competitive action in that businesswhere the organization is goifg. products, second emphasis on
alone a_nd are known as Business Levetoncept in Strategic Management: Thémprovement in the infrastructure and
Strategies. key concepts used in Strategigrocesses and the third one is on the
1] Strategies, which are limited to Management are as follows. employee empowerment.
It(he partICU||:al’ futr?CtIOFLofa:)gflntessf ar‘?Robert N. Anthony, Vijay Govindrajan: ] Sustainable i Compgtitive
hown as Functional Level SIrategies . nagement Control Systems, Page 55 Advantage: According to Michael

Strategic Management: Strategiekenneth R. Andrews, The Concept ofOrter, this concept states that to
Management is the process oforporate Strategy achieve advantage, firms should create
formulating strategies and strategiGRavi M. Kishore, Cost Management value for their customers, select markets

Fix Internal Competencies

With external opportunities

Firm’s Strategies
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where they can excel and present &
moving target to their competitors by
continually improving their position.
The important aspects of these
concepts are, innovation, quality and
cost reduction. Michael Porter also Human Resource Management Margi
advocated the concept of value chain Technology Development

which consists of five generic categories
of primary activities.

% Inbound Logistics: This represents

the reception, storage and interna
transport of inputs to the product. Inbound| Operations Outbound  Marketing Service

< Operations: The transformation of Logistic Logistic  and Sales
those input in the final products.

< Outbound Logistics: The collection, Margip
storage and distribution of the
produce to buyers.

< Marketing and Sales: This involves,
persuading buyers to purchase the /
product and making it possible for

them to do so. _ _ N .

+ Service: The provision of sefvige toterm strate_zgy is esse_ntrc}l to create eegards the raising of the funds, the
enhancé L - théalent pool in the organization a_nd evensurvey further sa_ld 'Fhat around 82% of
product effort s_hould be made t(_) retain t_hemtho_se surveyed |nd|cateq a preference

s According to Prof. Martin Haeming, for internal resources to finance growth

The value chain can be explainedagjunct Professor and Senior Advisoras opposed to external sources of
with the help of the following on venture capital at Stanfordfunding. The survey revealed that
diagram.For SMEs, it is essential toynjyersity!, 'Indian entrepreneurs tendindian SMEs were reluctant to
study the concept of 'Strategy" andg focus on short term goals, which mayexperiment with debt equity ratio to

‘Strategic Management' in order toyork just fine. But you also need a longcreate innovative financial structures.

obtain sustainable competitiveterm strategy which involves Though over 50% of the SMEs

advantage. The following strategies ar@ssembling a great team and stayingurveyed have attempted restructuring
suggested for SMEs so as to make thegcysed'. in the past, there were significant
more competitive and enable them 10 | oo cial Strategies: It has been Challenges. While several irregularities

face the global competition. observed that Indian SMEs arewere found in their balance sheets, 61%
] Human Resources :One of the traditionally focused on creating ©f them failed to recognize them. Some

key element for success of SMEs is th@nancial structures for tax efficiency Significant irregularities that emerged

human resources. However it has beepyther than business efficiency. Itis thancluded the existence of multiple
observed that Indian SMEs are highlyyeed of the hour that the SMEs planningUsiness entities on a single balance
promoter centric. They usually hesitatqg seek external funding to finance theisheet and the presence of non
to hire professionals and hence theext level of growth need to focus onoPerating surplus assets. This leads to
quality of manpower in the organizationgeyeloping financial structures forinaccurate valuations and low liquidity
is questionable. The Promoters normallysiness efficiency. According to alevels and consequently deter potential
do not want to dilute their stake in therecent survey by 'Nine Dot Nine Mediainvestors and partners and hence
fear that they will not be able to controlit has been revealed that those witRccess to fundsin such situation it is
the business and hence they argansparent, robust and flexible financiaBssential to chalk out financial

chronically under capitalized. It is of styyctures can accrue long-termrre Economic Times. 22/02/2010
utmost importance that thepenefits. It also showed thatinnovativegryey conducted by ‘Nine Dot Nine
entrepreneurs come out of this mind seinq flexible financial structures ensurededia' as reported in Financial Express
and start having a close look toward%reater access to funds along Withjated 22/12/2009 in the article by Mahesh
the quality of their manpower. A long efficient Management of cash flows. ASRavi and John Khiangte

Firm’s Infrastructure

Procurement
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strategies for creating value. [|V] Marketing Strategies: It is competitive. Similarly the execution of
Restructuring has emerged as a strategéssential to re-visit the marketingany chosen strategy has to be carefully
necessity for India's mid size, highstrategies of the SMEs. Especially iftheynanaged to ensure the appropriate
growth companies. Similarly judiciouswant to face the global competitionbalance between revenue growth and
use of debt funds has also become thaiccessfully, they will have to be morecost. It has also been observed that
need for the hour, otherwise the growtlaggressive in marketing their productcompanies that are taking the
will be severely restricted. and services. Substantial investmentsvestment approach to managing cost
IIl] Manufacturing Strategies: The Wil have to be made in the overseasre thriving in this new environment,
SMEs primarily manufacture sectormarket research and also for designingtriking a balance between a competitive
specific components such as aut§uitable distribution channel in thecost structure, cost effective strategy
ancilliaries and equipment and supplyoreign market. Domestic market is als@xecution and investment in the future.
these to tier -1 companies which perfornyery vast and scattered and here alsbhey are delivering a robust response
the fabrication and assembling tasksSubstantial investments are required tto the cost challenge. Thus it has
Thus contribution of the industry to thet@P the same. More consumer centribecome the need of the hour to link the
nation's GDP depends on the collectiv@Pproach is required in this field. Cost Management to strategies of the

performance of both SMEs and the big V] Strategic Cost Management:ln  Organization.  Strategic  Cost
players. Despite these fact, it has beetoday's competitive environment, theManagement is the provision and
observed that Indian SMEs in themostefficient companies view all of theiranalysis of Cost and Management
manufacturing sector lag behind theirspending [direct or indirect] as anAccounting data about a business and
competitors from the technologyinvestment. They make smart spendin§S competitors for use in developing
perspective. The production methodslecisions based on a strategic visioRNd monitoring the business strategy.
adopted by them are also obsolete arahd their internal capabilities to deliverStrategic Cost Management focuses on
wasteful. They need to implementvalue from that investment.the cost reduction and continuous
suitable measures to minimize wastdraditionally companies have beeriMprovement and change than cost
generation and optimize resources tainder pressure to cut costs in the shofontainment only. It has been observed
minimize the cost. Lean Manufacturingterm without really thinking about that the traditional cost control systems
is a production practice which SMEs insustainable change and integration witfostly maintain status quo and the
the manufacturing sector can adopt téhe overall business strategy. In th&vays of performing the existing
cut down their waste volumes and costsurrent business environment ofactivities are not reviewed. Hence the
and make remarkable improvements iincreased global competition, newStratégic cost Management goes a step
resource optimization and productmarkets, increasing regulation andthead and uses several approaches
quality. Lean Manufacturing refers to achanging demographics, successfiddopted do not necessarily use the
set of production floor practices whichcompanies must develop a multifacete@ccounting technique. The basic aim of
are targeted at the optimization of costsand renewable cost competence. It ha&rategic cost Management is to help
quality and the lead time throughbeen observed that yesterday's tacticite organization to achieve the cost
elimination of wasteful activities. Basedsolutions, despite consumingleadership and as per the model of
on the Toyota Production System [TPS]gonsiderable resources, have failed iMichael Porter's model, get the
lean manufacturing practices focus omany organizations to deliver thesustainable competitive advantage.
deriving the maximum value for the planned reduction of costs and havémportant techniques of Strategic Cost
minimum resource input. This isnot resulted into competitive Management are as follows.

achieved through systematic reductiomdvantage. In many cases the cost I] Life Cycle Costing: The concept
of the seven wastes identified by thesavings achieved in the short term havef life cycle costing ensures better
TPS - the wastes associated witheaked away and the cost base haallocation of costs during the pre and
transportation, inventory, motion, returned to previous high levels, bufpost manufacturing periods. Traditional
waiting, overproduction, extra- with the result of considerable damag&ost accounting procedures mainly
processing and defects. For successfth corporate structure, image, culturdocus on the manufacturing stage of life
implementation of the lean manufac-and morale. Therefore it should becycle of a product. However it may result
turing methodology, SMEs should firstunderstood that 'Cost' is a strategiin omitting certain vital elements of the
comprehend that the sole purpose dbsue. There is a need to continuouslgre manufacturing costs like costs
manufacturing engineering is to desigrstrive to optimize the same in the contexincurred for conducting feasibility
a system that optimizes the overall costsf the entire business model of thestudies, research and design, product
and profits. SMEs can deploy anorganization. It also becomes necessaxjevelopment, training and development
effective lean manufacturing system fosometimes to change the businessf employees and so on. Product life
obtaining competitive advantage. model itself to ensure that it remainscycle costs has the following elements.
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a. Acquisition costs, i.e. costs ofcompetitive edge, it is of paramountpolicy, which means placing the product
research, design, testing,importance that the starting should bén the market at a lower price as
production, construction or made from the planning and desigrcompared to its competitors. On the
purchase of capital equipment.  stage itself for an effective costother hand, if a skimming the cream

b. Transportation, maintenance andeduction program. For example, TATApricing policy is followed, it will result
- - like S ts angost of their new car Nano, by makingcompetitors. These policies will have the

C. EXpenses 7ike energy costs anqrtain changes in the design of th&earing on the target price that is fixed.
other utility costs. : !

ot O i ¢ the staff product. After setting the target price, the next

1 05t oTaiNNGEEsE s . II] Target Costing: Target Costing Steps are to set the target profit margin

Other costs like inventory holdingcan pe used effectively as a Strategiand then to calculate the allowable cost

costs, spare parts, warehousingost Management tool. Forby subtracting the target profit from the

costs, technical know how costs jmplementation of this technique, atargetprice. The question arises here is

Life cycle costing estimates andtarget price, which customers can payhether the allowable cost itself is the
accumulates costs over a product's lifes determined in advance along with thé@rget cost? The answer for this
cycle in order to determine whether thearget profit, which the businessduestion should be in the positive,
profits earned during the manufacturingorganization wants to earn. The targefowever the allowable cost may be
phase will cover the costs incurredprofit is deducted from the target sale&lifférent from the target cost as the
during the pre and post manufacturingrice to obtain the target costs. Thénarket driven costing process has yet
stages. Further, the Management cararget costs are compared with thd® t@ke into consideration, the
also plan about the costs to be incurredctual estimated costs and if the actu&Pabilities of the firm and its suppliers.
during various stages of the producestimated costs are more than the targhit iS situation, there is no guarantee
life cycle. In fact, if the costs incurred costs, it is analyzed further and effortdnat the firm can design thg product that
during various stages of the life cycleare made to ensure that the actudj ¢an be manufactpred e aIIc_;wabIe
of a product are traced according to thestimated costs are within the targe ost. In view of this, the ObJ‘?C“V‘? of
various stages, it will help to identify costs. Firms that undertake targe{ e product level target SeEn 1o 1o
the areas for cost reduction. Forcosting have to put in place ans'et the fErgerisbtSTHat Sig achicRREle
example, during the introduction stageexhaustive market research to identify The product level target costing
the marketing costs are quite high asvhat their customers want and howProcess starts with the current cost of
the product is to be established in thenuch they are willing to pay for that. the proposed product. In other words,
market, but as the product enters in thelowever, the customers may not bdhis process means to find out the cost
growth and then maturity stage, theaware of a new product and its use fop! the product if it is manufactured
marketing costs may come down as thdeciding how much to pay for that. Intoday, without any modification or
product is established during thissuch cases, the business organizatigi’@nge in the design or without
period. will have to identify the needs and therNtroducing any improvements in the

oy sy consie ot o i s osmars s, T Sarce bty
three stages in the product life cyclef€ally willing to pay forthe new product. °. "% “5 0 270 B F e TS
i.e. planning and design stage, th&irms, using target costing should alsc?}]a Lot the ool -
manufacturing stage and the servicénd out the prices of the competitor's rogram B choud BN
and abandonment stage, an analysis gfoducts. If the competitor's product ur'?her the cost reduction program caﬁ
committed costs and incurred costs cahave higher functionality and quality . -0 = achieva%le%nd o
be made. It can be seen that the cost8e target selling price will have to be_ "G opie “ag regards the achievable
are incurred when a resource ides than that of the competﬂors.portion considerable efforts are
sacrificed and costing system willHowever if the product is designed inrequired,to reduce the cost by changing
record only those costs which aresuch a manner that it is higherin qualit3{he design and carrying on
incurred. It can also be understood thaand functionality as compared to th mprovement in the processes
once the costs are committed, it is vergompetitor's products, the target pric ’

difficult to alter them. Nearly 80% of the may be either at par or slightly highefl'echmques ke va LS noineging can

; ¥ . - also help immensely in this program. It
costs are commltte_d during the plannl_nghalj that pf the competlt.ors products as been observed that if the product
and design stage, i.e. pre manufactunnw.hl.le settmg the target price, the overalreve| target costs are determined
stage and hence the Cost Managemepticing policy of the firm should also be
can be very effectively exercised duringaken into consideration. For examplesCost and Effect, Robert S. Kaplan, Robin

this stage itself. Thus for obtaining aa firm may decide to follow penetrationCooper
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properly, the target should be achievedequire a careful consideration at all théottle was remaining half empty and it

in majority of the cases. The non-levels. For achieving impressive resultsesulted into escalation of costs. The
achievable portion is called as theny using the Target Costing, thecompany decided to reduce the size of
strategic cost reduction challenge. Théollowing techniques are normally usedthe bottle and ensured that the bottle is
competitive position of the frmistobe  A] Tear - Down Analysis: This @t least 85% used. This reduced the
studied before taking any strategicanalysis is also known as Reversd'aterial cost drastically. Value

decision in this matter. Engineering involves examining a ngineering has also been successfully

Component level target costingcompetitor's product in order to identifyemployed in automobile sector, in case
involves establishing target costs fothe opportunities for product of f%ur Wheelﬁrsfand_two Wheﬁlers. I_n
each of the component in the futuramprovement and/or cost reduction.s?ct lcases,ft % unctlobrjlg mlgl_tkc):_(l)_nsst
product. This implies that the The competitor's productis dismantleoousalyte’ caotrtw:;cr? Ofﬁéis' Iztayr;;ezﬁsyt)t/he
component level target costs establisto identify its functionality and design gstele)r/ﬁ P IVCompanies conditt
the supplier's selling prices andand to provide insights about thesurveys - fi.nd out: NoRTlCh
therefore through the component leveprocesses that are used and the COEMIe  etelare ready to pay for these
target costs, the competitive pressureake the product. The aim is to, 5 es and the estimated selling price
faced by the firm is passed on to thdenchmark provisional product design.,, pe determined on this basis.
suppliers. The component level targetvith the design of the competitors and ! . |l .
costs establish the allowable sellingo incorporate any observedJ Ilggizcn COS“”?' el 5 13
prices of the suppliers. However itcomparative advantage of the apangsc tgrlr'n dor Icontlngpus
should be remembered that theompetitor's approach to the produclimprrovveme?td .gral'ttlljath.uneg tltng
objective is not to squeeze the profidesign. Thus it has been observed thg ?ti?‘gergﬁg ,acor:ri‘gvling ei?grs-hiegheer’r
margin of the suppliers to a very lowin case of a successful soft drinkstandards” Kaizen costing reduces
level but to allow them sufficient profit produced by a leading business 9rouRia cost of broducing existing products
margin. However the objective here ighe tear down analysis was conducte y finding ways to increase the
to bring about financial discipline in theto find out the competitor's Strengthsefﬁciency of the production processes
supplier's businesses also. It should alsand weaknesses and after studyingseq in their manufacture. Kaizen
be remembered that the target costinthem, necessary improvements WerEosting has also been defined as a

should be practiced for product ormade in the product. Now it has become,ethod of costing that involves making
component only but the wider aima global brand. continual, incremental improvements to
should be to be a part of the most  g] value Engineering: Value the production process during the
efficient supply chain. Therefore thereangineering also known as valuemanufacturing phase of the product/
should be Chained Target Costinggnalysis is a systematic interdisciplinangervice lifecycle, typically involving
which means that the buyer'saxamination of factors affecting the cossetting targets for cost reduction. It has
component level target costs becomegf 3 product or service in order to devisdeen observed that in case of many
the supplier's target selling prices. Iftheneans of achieving the specifiederoducts, whose life span is so short
supplier's suppliers also develop a”‘ﬂ)urpose at the required standard dfhat it is even less than the
use target costing technique, th%uality and reliability at the target cost. manufacturing process itself. In such
chaining continues down the supplyThe aim of value engineering is tocases if the manufacturing process is
chain. Thus the chained target costingchieve the assigned target cost bg_)cusgq to effect cost reduction, it pays
systems can transmit the competitivepdemifymg improved design that rich dividends.
pressure from the buyer down to supplyeduces the product's cost without Kaizen costing focuses on where
chain, making the entire chain highlysacrificing the functionality and also tothe managers perceive the greatest
efficient. eliminate the unnecessary function tha@pportunity for cost reduction. In fact
The cardinal rule for target costingincrease the product's cost for whicihe aim of Kaizen is to reduce the cost
is that the target costs can never bthe customers are not ready to pay. F&f components and products by a pre
violated. The only exception perhaps ixample, in case of pharmaceuticapPecified amount. Monden and Hamada
that if the improved functionality allows company, they achieved substantial:991] describe the application of Kaizen
the target price to be increased by anost reduction by changing the desigif°Sting in & Japanese automobile plant.
appropriate amount, then onlyof the bottle in which they were sellingE=ach plant is assigned a target cost
exceeding the target cost is allowed. Itheir product. During the value '€ductionratioandthis is appliedto the
the design team cannot achieve thengineering process, it was observe@Cost and Effect, Robert S. Kaplan, Robin
product level target costs, the rule is tdhat, the size of the bottle was too bigCooper
scrap the project totally. However, it will as compared to the contents of it. The Contd. on Page 369
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management. First book edited by
Robert S. Kaplan and David P. Norton,
authors of this method, was published
quite recently in year 1996 [14]. In spite
of this within a short time period the
method gained a world wide publicity
and currently it experiences extremely
intensive development. Properly used,
The balanced scorecard is a strategic planning and management system tngE clesxample ol ERP./MRF.) rank systems,
used extensively in business and industry, government, and nonp#%?nems o IS able
4 : i . . - effects. The BSC idea assumes that an
organ|zat|on_s V\{orld_vwde to f_;\hgn business activities to the_z vision and Strat%\qystract vision of company
of the_org_anlzatlon, improve m_ternal and gxternal communications, and _monﬁgR/elopment can be changed into
organization performance against strategic Goals. Balanced Scorecard in La]%tilevel action strategy and into
Enterprises, Application of the Balanced Scorecard in SMEs Balanced Scoreqatd o\ ;rement of its application
used by SMEs exists today should not be taken as an indication that Balaggggtiveness with a various measures.
Scorecard implementation is only appropriate for large organisations, TRe combination of current and
Balanced Scorecard was originally proposed as an approach to performagg@casting ratios set on a base of four
measurement that combined traditional financial measures with non-finangiatspectives (customers, financial,
measures to provide managers with richer and more relevant information alisfécesses and development) will enable
organisational performance, Characteristics of Small and Medium Sizeda leading personnel not only
Enterprises, Designing a Balanced Scorecard based Strategic Managerigotmation about current company
System in an SME, Describing Strategic Destination, Strategic objectives Giitation but also instantly evaluate
the strategic destination has been established the next step is for the same wiether the company development
to agree on the most important strategic activities and outcomes (stratdmgads into a designed direction. The
objectives) required for the destination to be achieved. Balance score card - sustomer perspective seeks for a source
sector Each company should determine its own aims and measures conneéteaictual market position and
within an area of its activity. Some examples of such preliminary analysisifyestigates customers satisfaction
SME company are presented below. Measures Balanced Scorecard desigi®y@l. The finances perspective
large enterprises normally include an elaborate process for identifying @¥pmines present, complex financial
describing measures selected to inform management about the organisatfdatsls of a company. The processes

progress towards achievement of its goals. perspective determine the activities

with the highest effectiveness. And
B. Ramesh* finally the development perspective
Introduction Business School) and David Norton ag'vestigates company readiness for

strategic  planning and that added strategic non-financiadistinct from traditional methods which

management system that is use@erformance measures to traditionaP@s€ on analysis of current and
extensively in business and industryfinancial metrics to give managers B icalpenta, BoERITSEONES
government, and  nonprofit executives a more 'balanced' view ofOncentrates on achieving assumed
organizations worldwide to align organizational performance. While the?iMs in future and enables measure-
business activities to the vision andphrase balanced scorecard was coindBeNts Of “intangible” events in company
strategy of the organization, improvein the early 1990s, the roots of the thid Order to effectively plan the company
internal and external communicationstype of approach are deep, and includgrO\.Nth'.ln. et gass RS C point
and monitor organization performancehe pioneering work of General EIectricOf ViewiNERET |mpprtant b corre_ctly
against strategic goals. It was originate@n performance measurement reportingraW Lp a seraf wiags gather(_ad 0%
by Drs. Robert Kaplan (Harvardin the 1950's and the work of French-aied scorecard that will be adjusted to
process engineers (who created th'Qd'VIdual ERlRE Agtion
*MBA,MCOM, PGDT, ICWAI (final), Tableau de Bord - literally, a "dashboard’Balanced Scorecard in Large
Associate Professor, Department obf performance measures) in the earljFNterprises
Business Management St.mary's College gbart of the 20th century.A concept of The Harvard Business Review, in
Engineering and Technology, Ramoji Filim Balanced Scorecard (BSC) is one of th#s 75th Anniversary issue, cites the
City, Hyderabad. newest methods of strategicBalanced Scorecard as being one of the

T he balanced scorecard is s Performance measurement frameworRPPIYing an innovative changes. As
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15 most important management® Agility: flexibility driven by learning: increased its relevancy for small
concepts to have been introduced via how to incorporate new knowledgecompanies. The reason being that in
articles in the magazine. Since its in the strategic and operationalSMEs a greater proportion of the value
introduction in 1992, the Balanced planning processes? of Balanced Scorecard comes from its
Scorecard has featuredin a wealth of common to each of these issues igs€ to formalise the description of
academic and practitioner papers, anghe need for the identification, pursuitstrategic destination and associated
has been the subject of severajngd achievement of strategic goalsstrategic objectives and priorities in a
bestselling books. But writing on theRecenﬂy it has become common foway that builds consensus; and the
Balanced Scorecard focuses on itghese to collectively drive towardsimpetus it gives to the development and
application in large organisations.fyffiling stakeholder expectations in application of more effective strategic
drawing on case examples like e.g. Mobijeneral, and for publicly quoted firmsand general management processes -
and CIGNA (Kaplan & Norton 1996, i particular to deliver Shareholderboth areas that are normally only weakly
2000), ABB, Skandia, SKF and Halifax s e. addressed in SMEs

(Olve et al 1999) - all multi billion dollar "Pick up most well respected financeCharacteristics of Small and Medium

g?;%ﬁf;ﬁ;?afgglgg?;)oannjofroyztexts and you will find the maximisation Sized Enterprises
may be found in the challenges ofOf returns to shareholders being quoted Much work has been done to

communication, coordination, and®S P9 the key business objective” identify ways in which management
control in large organisations. The task/Sing the Balanced Scorecard as practice in small and medium-sized
specialization and levels of Part of a "Strategic Management enterprlses_(SMEs) differ from Iarger
organisational hierarchy that is requiredTa@mework” EessIRoin kel drees of ComBangon
to support the scale of the organization The Balanced Scorecard wad'ave been differences in organisational
make all forms of change more difficult originally proposed as an approach t§tructure, and differences in
in large organisations (Miller 1959, performance measurement thafh@nagement processes. SME's
Sprott 1973 Simon 1976; Atkins & Lowe combined traditional financial measuredparticularly small ones) have been

1997). with non-financial measures to providec?arafteriSEd as bt_éingltypicaltly "simple
. ith ri ructures" or "simple systems" in

Application of the Balanced Scorecard Managers with richer and more relevant!’t

in SMEs information about organisationalWhich the leader (oThen the

erformance, particularly with regard to€ntrepreneur or owner-manager) directs
_Balanced Scorecard used by SMEgey strategic goals (Kaplan & Nortonthe work of a small number of operators
exists today should not be taken as aj\gq5) “py “encouraging managers tavith the help of few or no other
e I Balanced chrecarcFocus on a limited number of measure&anagers. At around 100 staff, this type
implementation is only appropriate fory . trom four ‘perspectives', thedf approach begins to become
large organisations. Core (o this View i, a1 Bajanced Scorecard aimed tdnefficient, and by the time the
our experience of benefiting from havingy, ., o e clarity and utility. Over time€nterprise has about 500 employees
implemented the Balanced Scorecard ig 2\ o4 Scorecard has developed &Pme sort of hierarchical structure has
our own organisation and theg.m 4he centre-piece of a strategid€een introduced - most commonly
proposition that many basic strategic. ; j,mynication and performanceintroducing a layer of managers each
management issues are relevantin boqmeasurement framework that helpgasked with management of a functional
small and large organisations. Exampleg, s agement  teams  articulate@rea of activity. As the organisation
of these include: communicate and monitor thegrows, further structure changes occur
® The need for a clear sense ofmplementation of strategy using adriven by the increasing problems of
direction: where is the organisationsystem interlinked with the long-termcommunication and co-ordination. It has
headed? destination of the organisation. Morebeen observed that the points of
® Managers must have a profoundecent insights suggest that dransition between organisational forms
understanding of the businessuccessful Balanced Scorecardresent or represent particularly risky

model: is the implementation will require adjustmentsperiods for the enterprise, during which
® organisation doing all the things itto be made to other managemenenterprise failure is not uncommon
needs to be doing? processes used by the enterprise. On(iMintzberg 1981). Coordination in small

® An ability to focus and prioritise: in so doing will the Balanced Scorecardrganisations mainly happens through
how to strike the balance betweerbe able to become a central part of direct instruction and supervision,

long-term "strategic management It is, in ourminimising the need for formal
® development and short-termexperience, this evolution of Balancednanagement (i.e. planning and control)
operational pressures? Scorecard methodology that hagrocesses. Many see this as a key
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strength of the smaller enterprise, sincalways potential to add value bybuilding the Balanced Scorecard -
by avoiding extensive standardisatiorincluding more staff in the decisionincreasing the likelihood that the
and coordination, and the associatethaking process, as Mintzberg andbjectives agreed will (or can) be
need for support staff andSimons note. As an enterprise growpursued once the design process is
linemanagement; small firms maintaininto a medium sized enterprise, theeomplete.
their flexibility, responsiveness and lowcomplexity of the internal operationalggjanced scorecard - sme sector
cost structure (Miller 1959, Mintzberg environment increases (Miller 1959;

The balanced scorecard has

1981). Atkins & Lowe 1997). As a =it : | ol
iani consequence, achieving "insight intoevo i CJoiats.car'y USds aanpie
Designing a Balanced Scorecard based ; performance measurement framework to

SME 1997) becomes more complicated - OnFnanagement system. The "new"

Balanced Scorecard design in afe 00N SO0 Ionger.fully peOIILE t.h%alanced scorecard transforms an
activities of the enterprise and determine . h
rganization's strategic plan from an

SME will include similar process stepsbetter & oo s ® i bol
to those required in large organisations. 9 i attractive but passive document into the
marching orders" for the organization

The key difference is the duration ofzzcnzl\llvanngrrsnﬁd'ug fgrr;s:[,rglimd%r setﬂze
the process - it is quicker in small P 9y by on a daily basis. It provides a framework
at not only provides performance

. rganisation is understood to be a
organisations as there are fewer people .
Important as effectives strategy
and generally less complex measurements, but helps planners

organisational structures1. We certainl)]formatlon' VWit TE TR o IS|dentify what should be done and

; ) i arge or small, success ultimatel i
experienced this when designing our g Ymeasured. It enables executives to truly

own Scorecard applying an approacrtlje.pendS 2 persuad_mg emp_loyees té’xecute their strategies.This new
similar to what we have usedtofacilitateaIIgn .th?'r behQV|our|s U e approach to strategic management was
design projects in many Iargeemerpn_SeS strateglc gog 5 1 first detailed in a series of articles and
organisations. We see Balancedescribing Strategic Destination books by Drs. Kaplan and Norton.
Scorecard design as the initial effort to  In order to make rational decisionsRecognizing some of the weaknesses
produce the physical documentationabout organisational activity and notand vagueness of previous
Destination statement, strategideast set targets for those activities, amanagement approaches, the balanced
objectives, measures and strategienterprise should develop a clear ideacorecard approach provides a clear
initiatives2 normally forming the basis about what the organisation is tryingprescription as to what companies
for subsequent implementation and ust achieve (Senge 1990, Kotter 1996)should measure in order to ‘balance’ the
of the Balanced ScorecardAccordingly, the most effective financial perspective. The balanced
methodology. The design process caBalanced Scorecard design processessorecard is a management system (not
therefore be said to form a structured ouse the creation of a strategioonly a measurement system) that
formalized approach to strategicdestination statement describinggenables organizations to clarify their
planning - the importance of which toideally in some detail, what thevision and strategy and translate them
SMEs was considered earlier. Beserganisation is likely to look like at an into action. It provides feedback around
practice in large organisations suggest@greed future date (Olve et al. 1999both the internal business processes
that Balanced Scorecard design activitphulver et al. 2000). In many cases thiand external outcomes in order to
should be a collective effort drawingeXercise builds on existing plans angontinuously improve strategic
upon the combined operational andlocuments - but it is rare in practice tgperformance and results. When fully
strategic insights of key employeedfind a pre-existing document that fullydeployed, the balanced scorecard
involved with running the business.serves this purpose within antransforms strategic planning from an
Failure to use a collective approach magnterprise. academic exercise into the nerve center

weaken the value of the strategy itseltrategic objectives of an enterprise. -
(Simon 1957, Mintzberg 1990) and its  Once the strategic destination has Eac_h company should determine its
implementation due to lack of supportoeen established the next step is for tHWn aims and measures connected
from those accountable for executing isame group to agree on the mos¥ithin an area of its activity. Some
(The omson's "dominant coalition”; Theimportant strategic activities and&xamples of such preliminary analysis
omson 1967). Small organisations iroutcomes (strategic objectives)for SME company are presented below.
particular were characterised earlier asequired for the destination to be A. Customer Perspective. The
being likely to have limited planning andachieved. Best practice calls for thiscustomer perspective should help to
control systems (Mintzberg 1981;process step to focus on the actionkeep the clients that are already serviced
Atkins & Lowe 1997). Even so, there isdirectly within the scope of the teamby the company. Additionally, it should
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support a process of acquiring new
customers. These both activities hav
to take place within a acceptable an
monitored cost levels. Therefore the
main aims of customer perspective are

perspective concentrates on research
and analysis of economical compan
aspects. Of course it should take plac
within a several levels which will

penetrate one another. They shoul
concern on accountant
production processes, cash flows o
operational activities that give direct

acquiring new customers;
improvement of current customer
service;

reducing customer service costs. Ir
order to check whether activities
undertaken in this directions are
effective some ratios that will allow
for quick and reliable evaluation
should be determined. Here are
some examples of such indicators:
amount of customers that was win
over in a time periods;
total and detailed orders value ol
individual customers in defined
report periods;

Financial |,
Lk Lo
Tosuccesd  |Z[Snl3
financially, how | &g =!
shoulkd we Sls E z
appear to our
shareholders T
F
Customer Internal Business
1 n|
> Processes |8
“To achieve our | Vision “To satisty our |5
wision, how - - and __» [Ehari ;
shoukl we o Strategy and customers, |O[E )
apprear b our what business
cushomers ¥ processes must
l e excel at?”
Learning and 4
Growth §
To achieve our | (g ol 2
vision, how will |8]gl &
we sustainowr |3 E
ability b =l s
change and
improve 7

number and value of lost order
analysed in a time periods and.
customer groups;

factor of customer satisfaction from 3
provision of services;

factor of customer value (necessar
to apply a customer segmentation
which prepares client service
process to their specification and
needs).

B. Financial Perspective. This

issues

Perspective. Within the processes
%rspective attention should be D.
concentrated on data flow ergonomic$erspective. Company development

provements, information, documen-perspective is usually the most
tation and extension of work efficiencyindividualized area in all enterprises.
ith decreased cost level. It mayAlso here several levels can be
concern a direct costs of operatinglistinguished. The most basic one is
Activities service as well as labour costsonnected with understanding the
and costs of organizing humancompany as an economical unit

clients and goods profitability @
factor;

quality ratio and comparison of @
incomes and costs;

ratios of planned/real investmente

awaiting time for realization of
particular production stages;
number of employees participating
in production stages;

mean time of awaiting for delivery;

income in a time periods; ® indicators allowing for draw up of
cash flow and company accounting logistic limits;
profit ® indicators of goods circulation in

warehouse in correlation with needs
for goods generated by customers.

Learning and Growth

C. Internal Business Processes

profits. Here are some examples of SUCRLs o rces work. In this context aimgfunctioning on a market and heading

aims:

order-effectiveness study; °
designation of goods and customers
that bring the highest profits andg
losses;

extension of company capital; PS
extension of company profitability.
According to mentioned aims
investigation of example indicators
can be performed °
cost of medium order service;

value of losses on a ground of lost
orders;

368

may be introduced as follows:

for achieving the best financial results.
improvement of customer orders’he others, check possibilities of
data flow: putting the company on a place of a
optimizat}on of internal processesleader in his branch which will enable
connected with client: to dictate directions of development and
optimization of 'vvarehouse to determine standards (in a sense of

resources. Following ratios might bevalid quality norms). There should be

level of appointed aims: include employees development, their

time of order realization counteddualification rise and growth of

moment of commodity collection by t0 achieve:
customer; ® extension of service territory range;
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® increase of labour efficiency of formal measure definition is lower.reference for addressing general
through investment into new The limited size and complexity of thestrategic and operational change issues
technologies and devices; organisation means that managers aresulting from the pursuit of long-term
e rise of company market superiority;often well aware (at least collectively)goals. These are real benefits
® gaining new and keeping presenbf all performance related issues due texperienced in our own company.
high-qualified vyorkers. Assessmentthe Ilmlteq size gnd complex!ty of the But successful Balanced Scorecard
of presented aims can be performedrganisation (Miller 1959; Mintzberg inBmentalichMER Ao aaniz ok
on a base of examination of suchl981). But identification of measures, ap 'S ; o'
ratios: least to the extent where targets can bgquw_es sustal_ned_ mapageme_nt
} : ommitment to using it making sure it
o factors of costs/profits from set and followed up, does help to tesg . r
; i . " rives the necessary behavioural
performed marketing campaigns; the validity of the assumptions about h T sati
® volume of new foreign customers incause and effect on which the desigﬁ GHCR> Winin oo ~at Sl
a defined time periods; team has based its strategy. Without 3tart|ng with the managers themselves.
e differences of department's workdeliberate approach to testing Observing these success criteria,
consumption, processes,assumptions aimed at informing theBalanced Scorecard can prove an
operations of new technologies andathoice of corrective action, the idea offfective tool for SMEs in meeting the
devices implementation; planning risk loosing part of its value -challenge posed by the need to
® costs of goods import; standardizedan aspect further highlighted below.introduce more efficient strategic
company position with reference toBecause of this, some SMEs, thougplanning processes while retaining the
competition. not all, will find measure definition competitive advantage of having
Measures activities of value. relatively simple structures. Finally, it
Balanced Scorecard designs in larg&onclusion should be noted that although this

enterprises normally include an In SMEs these Balanced Scorecar@@Per has highlighted the existence of
elaborate process for identifying ancbenefits can be achieved without thdmpPortant potential and real benefits to
describing measures selected to informeed for developing a complicated and®ES  from applying the Balanced
management about the organisation'asdministratively demanding Scorecard as a strategic management
progress towards achievement of itsneasurement regime by simply using00!, there is an obvious need for further
goals (Olve et al. 1999). In SMEsthe Balanced Scorecard and it$ubstantiating these conclusions
(particularly small enterprises) the utility measures as a mental or verbal frame #firough empirical researcin.

Contd. from Page 364

previous year's actual costs tgrocesses and reduce costs. Kaizesountries in the world. For doing all
determine the target cost reductfon.costing relies heavily on the employeéhese things, it is of utmost importance
Another example can be given of a&empowerment. They are assumed tthat the old mind set should be changed
manufacturing company, whose coshave superior knowledge about how t@&nd more professional approach is to
structure consisted of nearly 65% of thémprove processes because they afke adopted in the Management of these
total cost as the material cost, was ablglosest to the manufacturing processe%nterprises. Use of information
to reduce the material cost considerablgnd customers and are likely to havéechnology has become the need for the
by focusing on the wastage of materiayreater insights into how costs can b80ur. Even ifit requires investments of
and reducing the same by almost 70%gdyced. funds, it is worth due to the benefits
in a period of six months time. However 51-Gonalusion: From-the above reapgd from its use. Similarly use of
for effective implementation of kaizendiscussion S c;Iear ot e SMEtechnlquesllke Balan_ced_ Score_card and
costing, it is necessary that the ’ : —Dash Board Monitoring will be
concerned work teams are provided iy eeor nasiplay ed N HGEMAeE immensely useful for the SMEs. Any
detailed cost information on ath€ Indian economy and has given amount spent on the implementation of
continuous basis. Then only it isV€"Y valuable contribution inthe growthhese and other techniques described
possible to effect cost reduction in f the economy. As envisaged in then this article should be considered as
substantial manner. Thus to conclude?udget for the year 2010-11, ifthe dreaman  investment with tremendous
it can be said that the major feature off double digit is to be fulfilled, this potential to give handsome returns in
Kaizen costing is that the workers aré€ctor will have to perform even bettethe future. From this angle chalking out
given the responsibility to improve than it has done in the past. Similarlyproper strategies and with better cost
there is an onerous task of facing globallanagement, this sector will have a
®Management and Cost Accounting, Colincompetition from players like China,robust growth and the dream of
Drury USA, European Union and other'Inclusive Growth' will be fulfilledd
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- traditionally lack institutional fi f
Changing Face of Small S rigrer cosorera
- ] .relative to larger enterprises. The
ki ital t extended b
and Medium Enterprises s me e e
dequate. Lack of proper credit

I nd I a: Strateg I C I m portanc essment technique and expertise,

higher transaction cost, and more

Of S I\/I E Ratl n importantly, the higher incidence of
g non-performing loans do not encourage

iBh h p the commercial banks to extend credit
Mausumi Bhattac aryya to this sector (Ramchandran, Das,

Introduction SMEs are the feeder route and must b&ingh, 2006). Timely and adequate
all and medium enterprises€ncouraged. SMEs are important t@&ccess to finance is a major hurdle that
SgM E) sector has beenPUmp up the growth process of theSMEs face. There. are severgl reasons

ecognised by our policy makerseconomy" (SME Times, 2009). for low SME credit penetration, key

as a growth driver of Indian economy.  There had been considerable deba@n°nd them being insufficient credit
Considering its importance, variousover the definition of small and medium!nformation on SMEs and low market
policy measures have been taken anterprises in India. This debate hagre’d'b““ty de el |ntr|ns.|c
different points in time to revitalise thisbeen sorted out by the enactment Osftrgngths. Thege (E20 1 sub-qpﬂmal
sector. The SME sector in IndiaThe Micro, Small and Medium delivery of credit and gther services to
accounts for around 95% of theEnterprises (MSME) Act, 2006. As perthe V"

industrial units, almost 40% of the grosghe Act, Micro enterprises are thoseSMES in the era of globalisation
industrial value-added in the Indianhaving investment in plant and Besides the organic problems
economy, 34% of exports and providesnachinery for not more than Rs.25 lacinherent in the very nature of their size,
direct employment to 20 million personsSimilarly, Small and Medium enterprisesshape and mode of operations, the
in around 3.6 million registered SME have a ceiling of investment in physicalprocess of globalization threw some
units. The SME sector in India assets of Rs.5 crore and Rs.10 cron@ajor challenges to this sector in terms
contributes to about 7% of India's grossespectively. SMEs in India are broadlyof use of technology, competition, and
domestic product (GDP). At the samedentified by low capitalisation, limited manufacturing strategy. Owing to the
time, many a large corporate depend orecognisable assets, geographicdiberalization and opening up of Indian
this sector for the supply of their inputsdiversity, short business lifespan, poogconomy, the SMEs are facing stiff
SME sector epitomizes India's socioaccess to capital markets, huge castPmpetition from imports. They need
economic development model andntensity in transactions, absence ofechnological upgradation to produce
meets India's long-term expectations inlependable credit information and othePetter quality products at lower cost.
terms of employment, export and GDFnternalised issues of promoters and his is partly due to removal of
growth. SMEs occupy a position ofslow acceptance of changes througfestriction on foreign direct investment.
strategic importance in the Indiantechnology-based solutions. Poor N€ formation of the World Trade
economic structure due to theirfinancial disclosure on tax and othefO'9anization, forcing its member-
significant contribution in terms of business issues, high credit riskountries to drastically scale down
output, exports and employmentperceptions coupled with high quantitative and non-quantitative
According to the Deputy Governor, borrowing cost, low concentration on'€Strictions on imports, posed a
RBI, Dr. K.C. Chakrabarty, India cannotfinancial and non-financial activities S'9"ificant challenge before our SME
return to the 8-9 percent Gross Domestigiso cripple the development of the e O IC Ve, can also
Product (GDP) growth trajectory unlesssector. Recognizing the importance of ' & O S ORE sector.
the SMES are encouraged. He furthethis sector the Government of India has => &n9aged in the manufacturing
added that "If we do not have strondnitiated a host of measures foro‘f engineering and automobile
SME sector, we cannot have Indiaffacilitating  its growth and products, have shown excellent growth

- ] » in the past few years due to their
entities emerging as global playerscompetitiveness. expertir;e in suypplying original

*Senior Lecturer in Commerce Serampore>VIES and lack of finance equipment manufacturer assemblies
College, Hooghly. The small and medium enterprise@ind sub-assemblies and components.
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The declining importance of public had taken a number of measurespproach. RBI required that risk profile
sector in India in the era of privatization,including special refinance to SIDBI for of each cluster will be studied by
also added further to the woes of SMERs 7,000 crore, to provide funds toprofessional rating agencies and such
sector. Indian public sector used tanicro, small and medium enterprisesisk profile reports will be communicated
source their supplies mostly from SMEssector at cheaper rate. In order téo the commercial banks. Each lead
With the weakening of demands fromaddress the problem of credit squeezeommercial bank of a district may
public sector, SMEs started facing thehe RBI has slashed the repo rate bgonsider adoption of at least one
problems in marketing their products.350 basis points and the credit reserveluster.

Hence, they were forced to scale dowmatio by 400 basis points, since OctobelgRA initiatives

their operations. Problem of marketing2008. For catering to the sector's A ihe general-purpose rating
on the one hand and, on the othedemands and to meet overall grOWﬂ?agencies in India, such as, CRISIL,
difficulties in raising capital threatenedtargets, RBI requires banks to lend MOIGSRA. CARE, Fitch India and Brickwork
the very existence of SMEs. Lac!< ofto and ch_arge [ess from SMEs. At th!sbﬁerSME rating service. ONICRA, the
funds cpnstralned tgchno!oglcalcrgmal point of time, a favourable credlt' nly individual rating agency in India
upgradation need of units, which wagating may help concerned SMEs to ava

! - _ Iso rates SMEs. Itis interesting to note
highly warranted on the face of steephe bank finance easily. that a new rating agency, SMERA

R ition. SME rating as a policy measure emerged exclusively for offering rating
Further, removal of protective ag per the policy package services to SME sector. SMERA is a
measures for small industries, so as t§nnounced by the Ministry of Financejoint initiative by Small Industries
promote more competitiveness had &p| implemented in all public sector Development Bank of India (SIDBI),
major impact on this sector (Kulkarni, hanks certain measures, which ar®un & Bradstreet Information Services
2008). Instead of providing protectionmeant for improving credit flow to the India Private Limited (D&B), Credit
for small industries, the policy SME sector (Circular No. RBI/2005-06/Information Bureau (India) Limited
framework attempted to address thq 31 RPCD.PLNES.BC.NO.31/06.02.31/(CIBIL) and several leading banks in
basic concerns of this sector namely>005-06). The directive required bankdndia. SMERA is the country's first
technology, finance and marketingig initiate steps to rationalise the costating agency that focuses primarily on
Consequent to this significant policyof |oans to SME sector by adopting ghe Indian SME segment. SMERA
change, the number of items reserveffansparent rating system with cost ofatings offer SMEs DUNS number, an
for small industry manufacturing hascredit being linked to the credit ratinginternationally acceptable number along
been gradually brought down from 842 the enterprise. In this context, SIDBIWith its rating reports (Dubey, 2006).
in 1991 to 239in 2007 (Raju, 2008). developed a Credit Appraisal & RatingPUNS stands for Data Universal

Global financial crisis and SME sector  Tool (CART) as well as a Risk Numbering System. Itis a unique nine-
in India Assessment Model (RAM) for SMEs. digit numbering system, which is used
The global economic turmoil hasThe National Small Industries 0 |d_ent|fyabusmessm aglo_bal supply
impacted almost all countries around=0rporation also introduced a Ered G ERLNCC RIS I ed e ew
globe with varying degree. India's SME'ating scheme for encouraging SSi unitgpkportunltles are being created for
sector could not escape it eitherto get themselves rated by reputednkages amcr)]ng St;\./IES ahcrolss bie gIObZ'
Inventories are piling up in the durablecredit rating agencies (CRASs). Bank%eEcéors SUCI ai 'Ote(}f] nelogy, Ean
and auto sector. Exports from India havéay consider these ratings for ettl:. - ave s 0\;1\'” pfr0m|smg
also registered a downward trend. Thatructuring their rates of interests orpi/tleE”t'a, ﬁR[‘;"ONZSOOG)-bT ?.redo.re, the
global credit squeeze has impacted® basis of ratings assigned to th(t,s U Ay numbEiIg ey
SRmesticnEiial instititions tofnebCiowing SME unifs¥They are alsoflC 2Ctess thekglobalJigket= This
extent that credit flow to SMEs hasadvised to consider the ratings giver?yStem has been developed by Dun and
virtually dried up and large crossbY the external rating agencies and tgrads%treet. D‘f[,” ag(s/lEBrad.tstr.eet S
section of SMEs is now being deniedstructure their rates sitably. Rated SMEaxpertlse c;n ra m% i i S.'Sh i
overdraft facilities by banks. In the light Units get 25-100 basis points reductior‘\mNFl)gI;:”tt_ actc;r gt h ptigouishes
of the critical importance of the SME in interestrates on loans. They also mert jenos rong other ratings.
sector in promoting growth and faster turnaround time in processing, aSME rating criteria
employment, the RBI has commenced@nks get detailed opinions about the Rating agencies primarily consider
deliberations with banks to inject creditUnits through rating (Nair, 2006). business risks, management risks and
into the sector. In the wake of the global In the question of financing of financial risks of an SME unit while
economic slowdown, the GovernmenSMEs, RBI prefers cluster-basedawarding a rating grade. Within these
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broad parameters, various critical issuesustomers. It can also provide arindustry awarded its 10000th SME
demand considerations, namelyjmpetus in raising standards throughrating. CRISIL touched this milestone
financial strength, nature of thebetter financial discipline, disclosurein five years. But, it must be kept in mind
product, operational risk andandgovernance practices (Ravi Moharthat there are plethora of SME units
competitive strength, managemen®006). The benefits of SME rating thatwhich still can not afford to get rated.
capabilities and macroeconomicaccrue to the SME units may beSME rating service has up till catered
perspective. To judge the financialhighlighted as: to a small subset of Indian SME segment.

condition, various ratios, such as,g gn independent third party SMEs in India are predominantly
liquidity ratios, leverage ratios,  eyaluation adding to SME's family-based units with an informal
profitabili?y ratios and turnover ratios  credibility organizational structure. Organizational
are considered. Marketability of the, easy access to funding and agtructure of SMEs often features
products assumes significant position ol e s historically close relationships between
in SME rating. Use of technology and I ' ... the management and the employees.
scope of research and development ify credibility and confidence building y,, far the rating agencies can grasp
the SME operation play an important Wit business partners the essence of this unique informal
role in evaluating operational efficiency.d. scope of self-correction and self-organizational pattern is doubtful. The
Since, SMEs are small organisations improvement rating agencies which are fairly
with mostly individualised managemente. enhanced visibility through conversant with the corporate pattern
structure, the administrator's personal publication of rating agency of management structure, may not
credit management experience, integrity websites appreciate this unigue feature of SME

and perfection in managing the]c wider recognition and acceptance sector. In that case, SMEs are destined

organisation play a vital role in earning ™ " to get poor grades of rating. There is no
SMEs a good rating. Moreover, certaird- Introduction of good governanceygnying the fact that performance of
exogenous factors may also shape the Practices SMEs rests significantly on the

rating of the SMEs. Such factors include  SME ratings not only serve SME contribution of the individuals running

macroeconomic policies governing theunits, it also helps banks in many waysthe SME concerned. The biggest
industry to which the concerned SMEIt facilitates pricing of loan products atchallenge with most of the SMEs is to
belongs, economic downturns,attractive terms. It is also useful increate a strong second line of
projected future of the industry and sacompliance with regulatory and capitalmanagement  backup system,
on. Rating agencies in India follow aadequacy norms. By giving earlyparticularly, in case of single-promoter-
uniform 8-point scale for rating SME warning signals through review, ratingsdriven enterprises. Rating agencies
units. help banks avertimpending losses. Theaution the sector of this point of

Benefits of SME rating rapid growth of the SME sector createslanger.

SME rating is an independent andEXCiting lending opportunities forbanks  According to the Federation of
comprehensive assessment of th@nd financial institutions. A credit indian Small and Medium Enterprises
overall conditions of the SMEs. PoIicyratlng takes a significant chunk of theF|SME), none of the rating agencies
makers are trying to revitalize SMEs bypercglved uncertainty out of theirhaye contextualised their rating systems
establishing a credibility benchmark S1dIN9 decisions ‘and reducegor SMEs. Their rating methodology is
through rating. Ratings can make SME& 0ceSsIng time and transaction costfargely the same as they employ for large
access to financial services mora aings facilitate faster processing otorporations (Pandey, 2008). Moreover,
efficiently by providing benchmarks andcred.'t appllc_a'tlons;., as rating reportg|jupbing the SMEs in one sector,
improving transparency. Independenprowde sufficient information banks jgnoring heterogeneity among the
agency ratings for SMEs can provide €9 for approving loans. On the othegMEs may lead to inefficiency in the
greater confidence to lenders an?and, SMEs canfiigverage (I[N TFating: ST

consequently broaden the range oer negotiating better borrowing rates

oy R The cost of rating may pose a big
financial resources available to SMEs.\";‘Vith tfar?kegrse g 1S psbroblem to the small SMEs. Initially, the

It enables best SMEs to better rating fees will be subsidized to a large
differentiate themselves from their Critical appraisal extent. However, with the gradual
peers. Further, SMEs can use ratings There is no denying that SME ratingphasing out of the subsidies, small units
to enhance their credibility with otheris gradually getting momentum in themay face problems in providing the fees
counter parties too, such as/ndian. In the month of March, 2010, (Ravi Mohan, 2006). Following the RBI
technology providers, suppliers andCRISIL, the pioneer in Indian rating Contd. on Page 374
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Benchmarking

Benchmarking is the process of
comparing the cost, time or quality of
what one organization does against
what another organization does. This
then allows organizations to develop

*
Ashok K Agarwal plans on how to make improvements or

] N, . adopt best practice, usually with the aim
Es are required to accept theActivity Based Costing of increasing some aspect of
act that adoption of Cost &  Activity based costing assignsperformance. Benchmarking may be a

anagement tools in their manufacturing overhead costs tamne-off event, but is often treated as a
operations can make them morgyoducts in a more logical manner thaontinuous process in  which
competitive. Right now, the applicationthe traditional approach of simplyorganizations continually seek to
of these tools in SMEs is much belowyocating costs on the basis of machinehallenge their practices. Most
its potential. In many cases it is seefoyrs. Activity based costing firstbusiness processes are common
that buyers are required to work harghssigns costs to the activities that arthroughout industries. One of the
and SMEs that are unable to providghe real cause of the overhead. It thehiggest mistakes organizations make
desired information have a significantassigns the cost of those activities onlyvhen first benchmarking is to limit
disadvantage. SMEs usually shy awayy the products that are actuallybenchmarking activity to own industry.
from integrating new tools in their demanding the activities. Activity Benchmarking within industry is
operations feeling that are beyond theipased costing has grown in importanc&ssential. However, good ideas how our
budgets, thus overlooking a vital facty; recent decades because (1jndustry performs outside and above
that the advantages of integration famanufacturing overhead costs hav@Ur own industry into other industries
outweigh the expense. Moreoverjncreased significantly, (2) the that perform a similar process but may
services of Cost and Ma”ageme”hanufacturing overhead costs nchave to perform this process extremely
accountants are highly affordable.  |onger correlate with the productiveell in order to succeed. Who performs

The call of the day is to equip machine hours or direct labor hours, (3 he business B OS5 Vel veliaieis
oneself with modern technologies andhe diversity of products and the o pract|c_es t_hat aregdaptalc _to
business processes like Activity Basedliversity in customers' demands hav L OwRBojgaiggation. F_or example;
Costing, Production Planning, and egrown, and (4) some products ar CREETIRR <O REEs Te =N el e
strong Cost and Managemenfproduced inlarge batches, while other Ll develqpmg (_amployees Py
Information system that can provideare produced in small batches. rustomer Sl?)tlsifafr“?nn'dif:hrei?
unlimited reliable information and ggrcode L e P A

ehable SMES to compete offeciikat industries, are all common and can be
P Ve Barcodes provide encoding textbenchmarked very effectively.
Those who have strong and reliable

Cost and Management Informationmformat'on by electronic readers withCost Accounting Records

system for day to day operations argccuracy.Abarcode consists of a series The cost Accounting Records and

already reaping the benefits and indeed! Parallel, adjacent predefined bar angs ost Accounting Standards have
changed the way they do business noiPac® Patterns to encode/decode lyeryed excellent purpose in being
Undoubtedly, Cost & Management>c2nn!Ng a light source across th@qopted for Valuation Rules under
tools can significantly improve the 0aréode and measuring lie-nieagBi @ oniral Excise and are being widely used
productivity of the SME sector and thug'dht refleetSaableb the white SpaC8amongst industries. In addition, the
go a long way to improve businessWh'Ch produces an electrt_)nlc signal that ost Accogntmg reco_rds are extremely
activities. Cost and strategicXactly matches the printed barcodeseful as illustrated in the following
management requires reliable an@attem. Its an inseparable paperlessaragraph.

systemetic information gathering and©?!: 10 be applied in all ways from  The aythor, while reviewing cost
their application in problem solving. A production planning to inventory accounting records in an automobile
Cost Accountant can provide SMEs if’@nagement to online inventoryancillary unit located in NCR, observed
many ways to make it more competitive Management to error free wharehousge following facts which were brought
A few cases are illustrated below: ~ management to shipment to excisgn the notice of the management: The
department to depots to assets contr¢gompany was manufacturing and
M.Sc.; FICWA; Ph.D, Practicing Cost and management and the application isupplying parts to a top Car
Accountant (Delhi) unending. manufacturing company in Gurgaon.
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The inputs (Steel Sheets and thef cost of power consumed toprocess involves more than fine tuning
electricity) involved and the processmanufacture this small component.  production and supplier scheduling
(Sheet cgtting b_y press m.ac_hines anfanban-an Integrated JIT System systems, where ir_1vent0ries are
the welding) being very limited, the minimized by supplying these when
management was confident of their W il e d %heeded in production and work in
existing cost accounting system and thEOMPEREs ICWTIE Ta Wik gprq ucbrogress is closely monitored.

allocation of cost over products. TheS  Continuous-rom Aesign, . iion 16 few cases as illustrated

d to manufacture andhanufacture, and distribution to sales

company use nd customer service. For mam@afove, a Cost Accountant can help
supply over a dozen components bf! ; SMEs in many more ways like adopting

having only two way process, First byJapanese companies the heart of this, o policies and strategies to

cutting Steel Sheets in desired shapd¥©0Cess is the Kanban, a Japanese el omote exports, enhance the

and sizes by using press machines arg' "visual record”, which directly or ., 4, ctivity and development of

then welding two or more pieces tolndirectly drives much of the g budget to meet the changing
obtain the final products. On face, therdn@nufacturing organization. It Was,qqqs in the volume of activity, sharpen
was no catch involved. The system wagriginally developed at Toyota in they, o oo mnetitive edge by flushing out
simple. The company used to assigd-950s asaway of managing material flow, jitterence in the entire supply chain

overhead expenses including powePn the assembly line. Over the past threg, 4 facing challenges in terms of
cost on final products in proportion todecades the Kanban process, identifi§g creasing uncertainties during

material consumed. The company wa8S “a@ highly efficient and effective recession and intense competition,
manufacturing one of the componentéactory production system”, and haspsyre achieving the target cost by
without using any material and thereforedeveloped into an  optimum reqyction in the overall cost of product
no overheads allocation and the finamanufacturing environment leading toduring the planning and design stage
cost was assumed to be zero. Howeveglobal competitiveness. The Kanbanyia a desired profit and sales price and
it was not the case. Scrap was used process of production is sometimesast but not the least by suggesting
place of material and power consumptiorincorrectly understood as a simple justeffective planning of all resources, in

was very high due to spot weldingin-time management technique, garticular Material Requirements

involved in the process. Company easilgoncept which attempts to maintainPlanning and Manufacturing Resource
realized that the sale price was a fractiominimum inventory. The Kanban Planninga

Most Japanese manufacturin

Contd. from Page 372

guidelines on capital adequacy normsivay 9, 2007) of GOI (Allocation and of SMEs from which to procure. SMEs
SMEs may find it difficult to raise funds, Business) Rules 1961, Ministry of Agrocan use ratings as a marketing tool.
as SMEs with a turnover of Rs 5 croreand Rural Industries and Ministry of Rating agencies act to supplement
will have to mandatorily undergo third Small Scale Industries were mergeqy . i iiatives taken by the Government
party rating. According to FISME, "a together into a single Ministry, namely,, infusing vigor to the SME sector
poor rating for an SME would mean 2-4Ministry of Micro, Small and Medium ating agencies need to work ol
per cent higher interest rate than th&nterprises. This move may help bringﬁith ihe ks iRkl theiry

rime lending rate” (Pandey, 2008). 9reater coordination among the ..
> “ ( i ) interdependent units of diverse naturdaditional outlook towards the SMEs.
The perception about transparenc

_ : CYperating within the same umbrella CRAS may persuade banks to
in SMEs seems to be associated Withis enhancement of strength is iubstantially increase lending. Bank

the structured presentation of financial%onformity with the Union Finance officials, in this context, not only need
amongst corporate SME units. Rating§yinister's directive to the public sectormore training to understand the
help SMEs to systematize theirpanks to double the credit flow to SMEsconcerns of small businesses but also
presentations. What the sector needgom Rs. 67600 crore in 2004-05 toto develop a freer decision making
to take serious care about are lack gks.135000 crore by 2009-10. This willculture, so that the fear of penalties that
transparency in the business modebster SMEs' competitiveness in whichleads to rejection of even healthy risk
followed by the promoters and lack ofcredit ratings will be instrumental. proposals can be arrested (Dubey,
correlation between their financialseyeral state agencies like railway2005). Therefore, the potential good that
reporting and actual performance gefense service and other public sectéi@n come from credit rating of SMEs,
These elements adversely affect th@nijts source a large chunk of theimeeds to be harvested by easing out
rating of an SME unit. requirements from SMEs. Here, ratingshe rigidities inherent in our banking

Pursuant to the amendment (dateghay well be used by them in evaluatiorsystemd
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2) The Central Government shall, by
notification, constitute an Advisory
Committee consisting of the following
members, namely:-

(a) the Secretary to the Government

R.Veeraraghavan* of India in the Ministry or Department
of the Central Government having

MSME: The Micro, Smalland Medium  industry specified in the first schedulegdministrative control of the small and
Enterprises Development Act, 2006  to the Industries (Development andmedium enterprises who shall be the
s Per MSME Act 2006 Regulation)Act, 1951, as — Chairperson, ex officio ;
A “enterprise” means an () a micro enterprise, where the (b)not more than five officers of the
industrial undertaking or a investment in plant and machinery doeg€entral Government possessing
business concern or any othenot exceed twenty five lakh rupees; necessary expertise in matters relating
establishment, by whatever name calledii) a small enterprise, where theto micro, small and medium enterprises,
engaged in the manufacture olinvestment in plant and machinery ismembers, ex officio ;
production of goods, in any mannermore than twenty five lakh rupees but  (c) not more than three
pertaining to any industry specified indoes not exceed five crore rupees; orrepresentatives of the State
the First Schedule to the Industriegjj)a medium enterprise, where theGovernments, members, ex officio ; and
(Development and Regulation) Act,investment in plant and machinery is  (d) one representative each of the
1951 or engaged in providing Ormgre than five crore rupees but doesssociations of micro, small and medium
‘r‘ende_rmg of any Service or SefflaSingt exceed tenrorghupecy; enterprises, members, ex officio ;
medium enterprise” means anw,) iy the case of the enterprisess) The Member- Secretary of the Board
enterprise classified as such under subs, 464 in providing or rendering ofshall also be the ex officio Member-
clause (iii) of clause (&) or sub-Clausggyjces, as — Secretary of the Advisory Committee.
gg)ct?;:?q,sr‘:ié?g g;tzgsr}ziftr'sgg)sgn(i) a micro enterprise, where the4) The Central Government shall, prior
enterprisé B sified as such undersuk')r-WEStmem in equipment does noto class!fylng any class or cla}sses of
clause (i) of clause (a) or sub-biAlEd (inceed ten lakh rupees; ente_rprlses under sub—s_ectlon (1),
] i) a small enterprise, where theobtain the recommendations of the
of clause (b) of sub-section (1) of} i ; . - COm
section 7; “small enterprise” means N C NI ERI SIS tharfdvisory f ; i
enterprise classified as such under sufien lakh rupees but does not exceed two) The Advisory Commlttee_shall
clause (i) of clause (a) or sub-clause (iiﬁpre rupet_as; or _ examine the mattgrs ref_erred to it by the
of clause (b) of sub-section (1) of(li) & medium enterprise, where theBoard in connection with any subject
section 7: investment in equipment is more tharteferred to in .SQCtIOI'] 5 and furnish its
1. Notwithstanding  anything WO Crore rupees but doe.s_not_exceetﬁcommendatlons of the Board.
calltained. indebctian HERRGF the s crore rupees Classification of6) The Qentral Gover_nment may.seek
Industries  (Development and€nterprises. the advice of the Advisory Conjm|ttge
Regulation) Act, 1951, the Central EXplanation 1 For the removal ofon any of the matters specified in
Government may, for the purposes ofloubt, it is hereby clarified that in Section 9,10, 11, 12 or 14 of Chapter IV.
this Act, by notification and having calculating the investment in plant and’) The State Government may seek
regard to the provisions of sub-sectiong1achinery, the cost of pollution control,advice of the Advisory Committee on
(4) and (5), classify any class or classegesearch and development, industrigdny of the matter_s specified in the rules
of enterprises, whether proprietorshipsafety devices and such other items @ade under section 30.
Hindu undivided family, association of may be specified, by notification, shall8) The Advisory Committee shall, after
persons, co-operative societyPe excluded. considering the following matters,
partnership firm, company or Explanation 2 Itis clarified that the communicate its recommendations or
undertaking, by whatever name calledprovisions of section 29B of the advice to the Central Government or, as
(a) in the case of the enterpriseéndUStfies (Development andthe case may be, State Government or
engaged in the manufacture oRegulation) Act, 1951, shall bethe Board, namely:-
production of goods pertaining to anyapplicable to the enterprises specifieda) the level of employment in a class or
in sub-clauses (i) and (ii) of clause (axlasses of enterprises;
FICWAI of sub-section (I) of this section. (b) the level of investments in plant and

the management accountant, May, 2010 s



Cost and Strategic Management for Growth of SME Sector

machinery or equipment, in a class om plan of action that will shape thel.1 The creation, operation, alteration,
classes of enterprises; direction of organization’s successand cessation of every action and
(c) the need of higher investment inCompanies of late have realized thdunction in anorganization — whether
plant and machinery or equipment foimportance of clear articulation of within the private, public, or voluntary

technological upgradation, employmenstrategy  and its  effective sector — all consume economic

generation and enhancedmplementation. resources. Measuring, accumulating,
competitiveness of the class or classeSost Records and Cost Accounting and assigning those resources to the
of enterprises; priciples: organization’s various processes and

(d) the possibility of promoting and ~ The Vital system for a responsive@utputs allows the structure and
diffusing entrepreneurship in micro,cost management in an enterprise igPeration of the organization to be
small or medium enterprises; recording and reporting of COS»[expla_ined, understood, and improved.
(e) the international standards forinfluencing factors in a principle basedC0sting, the accounting term that
classification of small and mediumapproach  also  known asembraces these processes and
enterprises. Notwithstanding anythingGACAP(Generally Accepted Coste€Xpresses them using money as a
contained in section 11B of theAccounting Principles).In India The €ommon language.lies at the heart of
Industries (Development andnstitute of Cost and works accountantéhanagerial accountancy and, exercised
Regulation) Act, 1951 and clause (h) obf India is Mandated for Issuing Costintelligently, is among the most powerful
section 2 of the Khadi and Village Accounting Standards and the Institutélisciplines available to professional
Industries Commission Act, 1956, thehas already established a Cos®ccountants in business (PAIB).
Central Government may, while Accounting Standards Board somel.2 Costing contributes to an
classifying any class or classes ofears back, it has framed 12 CAS so faunderstanding of how profits and value
enterprises under sub-section (1), vanand identified 39 areas for CAS, that willare created, and how efficiently and
from time to time, the criterion of provide business strategist, with theeffectively operational processes
investment and also consider criteria ohecessary tools and reportingransform input into output. It can be
standards in respect of employment omechanism, in Performanceapplied to resource, process, product/
turnover of the enterprises and includeneasurement Sphere. service, customer, and channel-related
in such classification the micro or tiHYStrategic Cost Management Or Cost information covering the organization
enterprises or the village enterprises, dflanagement Strategy: and its value chain. Costing information
part of small enterprises. Itis fine differentiation as to whether ¢an be used to provide feedback on past
Cost Management one would concentrate on Managingoerformance, and to motivate and
“the establishment of programs thaiStrategic Cost (The Cost Evolving outchange future performance. Costing is
regularly analyze value of the processesf different strategies) or Costthus an essential tool in creating
in producing goods/rendering of Management as a strategy in itself foshareholder and stakeholder value.
service in order to identify lowest totalan enterprise. Given its importance and breadth of
cost and maximize total value to the  whichever way we look a businessScOpPe, it is unsurprising that many
enterprise/governance or charity. Thetrategist cannot function without thedifferent costing methods exist, both in
development of a savings forecast bye|p of the right kind of managementthe literature and in practice. This can
commodity is necessary to defineyggls that identifies and positions thecreate confusion and uncertainty for
budget parameters for building cost-ofost in right proportion to the generationmanagers, and PAIBs need a sufficient
goods structures and peaking the samgyye that is sustainable in the longunderstanding of sound costing

to maximis.ing the sustainable valu.e folrun. principles to be able to select and apply
an enterprise,governance,or charity.”  \whether cost management useful approaches.
Strategic Cost Management: particularly strategic cost management.3 The basic building blocks of costing

Strategic cost management can bg to be positioned at Operational levere operational measurements of
defined as” scrutinizing every processr at the Managerial level is a decisiorconsumed resources (resources include
within your organization, knocking that clearly indicates a bottoms-uppeople, space, equipment, and
down departmental barriers,approach. consumables, these being the drivers
understanding your suppliers’Eva|uating and Improving Costingin  of cost and levers of change). Such
business, and helping improve theifgrganisations-International Good Mmeasurements enable managers to draw

processes” Practice Guidance Document released conclusions and make judgments about
Strategy: by the International Federation of why (a) the organization’s results
A strategy in general terms refers toAccountants: turned out as they did (performance
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evaluation), (b) what this means for thecalculations. The need for decisiorenterprises,oligopolistic practices,
future (planning), and (c) the probablesupport usually requires deepethreat from larger corporations,and
results of available courses of actiordiagnostic insight into the causes of/aried areas of product and processes
(analysis of alternatives) all of whichevents (why they happened), a cleaand the services that they venture with
comprise essential information forand direct connection to operations (tdower life-cycle,Innovation is the key
effective decision making. The evaluate change options), and supportot only to the product processes and
principles in this International Good to planning for desired future outcomesmarket,but also in business strategies
Practice Guidance (IGPG) support th&Relevance of cost management in for sustenance,more important is the
application of judgment in providing MSMEs cost management practices to these
good decision support. Inturn, thiscalls  \jSME's like any other enterprise €nterprises than to the Large
for the professional accountant inrequire men,machine,material andvionopoly corporations in public and
business to clearly understand why coshoney and apart from these they requirBfivate forms of businesses.
information is to be used. For examplehe right Management to sustain their ~ Let us look at whatlichael Porter
improving existing operational pysiness through competitive businesan expert in this area and most sought
performance needs different treatmengtrategies.Most of these enterpris@fter professor from harvard has to say:
from that required to develop futureygrking under any form of business Essentially, there are two types of
strategy, although an ability towhether corporate or non-corporate areompetitive advantage:
effectively relate managerial actions tq nder pressure for shortenting Workingl . low cost
their effects will be common to both capital cycle specially cash to cashp. product differentiation Porter derives
objectives. t 1f'he inclusion Olf. cycle and also in constant need fofyree strategies:
measurement of resources as an expli i i oy .
stage in the costing process can Feilsqé%lp)l-tal g grovg,wnhdattemﬂt t_o expandl: Eo=tl-earerSyipain gl CHLeny
usinesses,broaden their SCOP&;mg 1o produce products at the lowest

help PAIBs to facilitate communication i
. . . penetrate into unknown market zone ;
and interpretation of costing ande¢c. Possible cost,

profitability results, particularly for non- . 2. Differentiation, in which a company
accountants. The Management and business,.,q,ces unique products or services,

i - _ strategist who drive these enterprise§ and Bocushitich 2 mnaikeitis
1.4 Costing for decision support iSgre ynder tremondous pressure to take i baTi

valuable for performance improvementyhe right decision that leads to oserve a narrow.market et
value creation, “what if” analysis, andgystainable values,for a single wrong " C'ter’s generic strategies are used
the effective and efficient applicationstrategy cah make or break thes%o derlv_e the most effective one of four
of an enterprise’s resources an%nterprises. strategic positions:

processes. However, the use of costs S’L Cost Focus aims to keep costs low
for gx_ternal financial reporting fortheseBut in place in such enterprises shoul nd focus on a narrow market segment
RN suppeiiplpEse=ICEIReE trlghtly align the bottom-line operations very difficult to actualize).

My nderstandindgFEXAmpIcs_of Ogi Al top-line strategic plans,infact?-C0St Leadershipalso aims to keep

uses for financial reporting include the . _costs low but for a broad market.
valuation of inventories, determinationCurrent cost management practice$

i should go beyond Simp|e cost Structurg. Differentiation Focushas a narrow
GNENGIe SRt ing amoUnERueuRia e or | el d tnfocus with high product (or service)
t ¢ d t4nd internal process efficiency and try® (L
optimization purposes), and segmentd il - . Sy tromdifferentiation.
reporting. Such specific uses of cosf® assimilate the right kind of date from ) .

: ' e existing tools and techniques tha#. Differentiationhas a broad market
assignment are usually mandated by’ 9 o | . i
jurisdictions and regulatory authorities, Vill measure external environment ) ERanagoduct JLiEEEEe)
especially where cost assignmenlpusmess cycle forcast,product life-differentiation.
affects taxation or the determination o€YC!® returns, revenue stream Michael Porter Talks about three
regulated pricing structures. The@ssessment,right market in the supplgost management techniques in the
discipline applied to produce this typechain that will generate maximumabove context for canadian economy:
of output is usually called “cost revenue etc.The drivers of cost should.Target Costing
accounting.” Financial and tax be identified and a ;ystem dnyen flow  “Target costing is a fundamentally
accounting rules focus cost accountinghould make a real-time reflection of thejifferent way to look at the relationship
on primarily historical results (i.e., whatProcess efficiency,sustainability andof prices and costs. The basic target
has already happened), an exceptioy@lue-cycle. equation of “Price-Profit Margin = Cost”
being when financial reporting MSME's Normally work over thin means that prices are driven and set
standards include fair value-basedine of survival with mushrooming of either by competitive market forces or

A true cost management practice
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by the firm as it aggressively lowers itsConclusion: a full-time employee or as a consultant
prices to increase market penetration; |n essence it can be appreciated thand endeavour to add value to the
that profit margins are established SUCMSME's are businesses which areenterprise which is the back-bone of
that the firm can make money; and thaplayers in the entire gamut ofany future economy.

allowable costs are derived from priceppportunities,though they are smalleSuggested Reading:

and margin.” in size of operations and volume of; MSME Act 2006,I(D&R)ACt.

Best practice companies: business they thrive on the2_ Cost Management Practices in China
1. tie target costing to strategy and profippportunities and earnestly strive %y the Institute of Management

planning and have a high level ofexpand in the given business,.. oo ysa

ili itori conditions. ,
accountability and monitoring of target 3. Strategic cost management some

cost achievement. The right approach to them would 3 i

| | : . : reflections from experience R.
2. have close supplier relations. be to put-in place the right kind of Cos arayanaswamy ICAl Journal
3. use independent and empowerelflanagement techniques and tools and | .~ >0

cross-functional teams to acquireProperly align them with business :
resources from functions, but don't tieStrategies as a forecast ineSiie. Cpstiiiiagement techniuesiane

to supportive performance measureé?erformance indicator and Strategystrategm tools .Dave McGarva,Partner
rewards, training and information €nabler. . cLUgE onsulting Ltd'CMA ANl
systems. For this the maintainance of cost2907 secqnd annu'al sum'm|t. 9
4. use of sophisticated cost estimatioiecords and accounts are utmos?. Evaluating and improving costing in
models to make costs visible andessential that follows the GACAP andorganisation.IGPG released in june 2009,
understandable to product designer§AS issued from time to time. Gl . _
and engineers through internal training A Management Accountant has . http://sites.google.com/site/theicrs/
and education. vital role to play in this sector either ashomeQ

5. use the capital budgeting process to
invest when technology is a limiting
factor.

2. Off-Shoring.

“The relocation of business activity
to a location in another country with
lower costs”

Off-Shoring is not just about
manufacturing.

3. Hedging risks.

“Method of transferring Risk to df
permit the Risk Bearer to assume two Dategro 1 Ean =Ler b our g
offsetting positions at the same time so
that, regardless of the outcome of an
event, the risk bearer is left in a no win/
no lose position.”

Though the above positions are Employers can contact us by sending
specific recommendations probably requirements t
given under a contextual reference

L

http://www. jobsforaccountants.in

: ; g lobsforaccountants®zoho.com
innovative cost management strategies iy
can help business sustain at a macro as —antact us by phone
well as micro level. 1551 122 J GE40461

The Institute of Management L1
Accountants of the USA devoted its labhs F or

time in learning cost management
practices prevalent in the Chinese
businesses and has published
documents in this regard.

No. 1, 8th S8treet,
Dr. Radhakrishnan Salai
Mylapore, Chennai—600004
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- 1 1 i~iuman resourc traints (inabilit
SME Sectors In INdia are 1 sees s in of managomen
total concentration only with promoter,

Need Of COSt Accountants etc.) and financial constraints (low

capital base, delayed payment by

Contributions for Its Survivales, o rens meoeer o ever
some cases non-maintenance of

The growth of SSI segment of SME sector in India has come down consideg%@%rezs'ﬁngﬁ::?;gdto Z:glrg‘:g))n %
in the era of globalisation. The decline of growth has been conspicuous in terms i i
of units, employment and production but not exports. SSI sector has grown mor@ Indian cor_1text, the small a”‘?'
towards the international market than towards the domestic market in fAgdiUM enterprises (SME) sector is
globalisation era. This is substantiated further by the fact that SSI exports 250@dly a term used for small scale
percentage of SSI production as well as of total exports has improYdystrial (SSI) units and medium-scale
considerably in the recent period compared to the earlier period. This couldsistrial units. Any industrial unit with
because globalisation has led to the emergence of new opportunities for Skl investment in its fixed assets or
in the international market. Those SMEs, which are competitive, would higased assets or hire-purchase asset of
gained significantly by exploiting these opportunities. SMEs have b&te Rs 10 million, can be considered
depending for a quite long time on government support, such as reservaticSdn SSI unit and any investment of
products, incentives, concessions, subsidies, government policy for collectiépf Rs 100 million can be termed as a
dues, labour policies, etc. and now a time has come where they have to erupf&@gém unit. An SSI unit should neither
metamorphasise into a professionally managed sector to overcome varl$ug subsidiary of any other industrial
challenges. Against this background, this paper highlights the significanc&ft nor be owned or controlled by any

Cost Accountants for the development of SMEs in India. other industrial unit. There is a growing
} recognition worldwide that small and

Dr. A. Selvaraj* medium enterprises (SMEs) have an

Introduction SMEs have not only survived " el i el

given their greater resource-use

ith the advent of planned impact of big enterprises and the law of .. ;
W economy from 1951 and the €conomies of scale but have carved oue,[fﬁmency, L, foih 0y mEnt

. . eneration, technological innovation
i i icy hiches for themselves, which enabled . . ¥
subsequent industrial policy promoting inter sectoral linkages,

followed by Government of India, boththem to coexist with big enterprises,”_ .. -
planners a):1d Government earmarked @otwithstanding supporting them asraltsmg exp.olrtsk.”and develgpind
special role for small-scale industriesvell.  The intellectual and i

and medium scale industries in theentrepreneurial capability of people,Present Position of SMEs

Indian economy. Due protection washigh quality manpower and cheaper cost Increased trade opportunities, a
accorded to both sectors, andfproduction have made our country a&onducive environment for this sector
particularly for small scale industriesprospective  global hub into flourish and growth of
from 1951 to 1991, till the nation adoptedmanufacturing activity. SMEs, despiteentrepreneurial spirit among the Indian
a policy of liberalization and being a major contributor to theyouth have contributed to the increase
globalization. Certain products wereeconomic growth of the country, facein SMEs. During the last couple of years,
reserved for small-scale units for alongnany constraints, viz. technologicalthey have contributed to 17% of GDP
time, though this list of products isconstraints (old / obsolete technologyin India. Their contribution to GDP is
decreasing due to change in industrighability to adopt and obtain newlikely to rise to 22% in the coming years
policies and climate. An SME is able totechnology, low R & D), marketing along with a rise in the number of people
cope with the global challenge if it constraints (dependence on one or twemployed in this sector. India has nearly
realizes reliable, balanced and highpyyers only, lack of effective three million SMEs, which account for
standard operation in its business. marketing efforts, inability to identify almost50% of industrial output and 42%
*Associate Professor, PG & Researctsuitable product and its acceptabilityof India's total exports. It produces a
Department of Commerce, Gobi Arts &and sustainability in the market indiverse range of products (about 8000
Science College, Gobichettipalayam-63greference to branded productspdd items), including consumer items,
453, E-mail: dras2005@rediffmail.com  delayed realisation of receivables, etc.;apital and intermediate goods.
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However, SMEs in India are plaguedone of the major growth drivers of thesystem must be effectively developed
with a number of problems like pooreconomy, the biggest challenge beforen favor of the SSI sector also. A
infrastructural support, supply the SSlsinthe emerging market scenaricomplete network of information at both
bottlenecks, labour problems, lowis not only to survive but to grow on adomestic and international level should
margins, inadequate scale of productiosustainable basis with competencebe developed to enable the sector to
that do not yield benefits of economiesSecondly it may be recalled that thehave up dated information on all the
of scale, inadequate marketing, highworking Group of the Tenth Plan onrelated demand and supply side factors.
cost of borrowing etc. Urgent measure$SI sector also felt for the need to creatEstablishment of an Information Abode
are required to ensure greater antlassle environment of policy frameworkat the central level in condominium with
cheaper access to funds, legafor making the sector more competitivestate level will enable SSI units to avail
enactments in the event of bankruptcy-or which adequate infrastructureppportunities with convenience and
facilities for technological upgradation facilities, appropriate linkages betweersuitability. Conjugation of past and
and marketing facility, encouraginglarge and small industries and expansiopresent experiences in this regard may
innovative ventures by SMEs, settingof marketing network including thrust provide basic guide lines in formation
up dedicated R&D units for SME on exports, must be concentrated orpf Information Abode.
clusters, providing infrastructural In this respect, we feel that while Fifthly, product-market is another
facility etc; in short with providing a cheaper financial resource SUPPOTL itical issue of SSIs that enclaves many
better business environment. It is buservices provide the base orfoundatioBther server dimensions. Marketing is
natural that the SME sector has beestrength, infrastructure and marketing, . itidimensional problem of the
the hardest hit due to the currennetwork are the two pillars on which thegactor. It importantly circumscribe
recession on account of the fact thaBSI| sector stands. Circumspectly, 'i’echnology upgradation for price
unlike big corporates, they do not haveseparate policy Implementation Ce”aﬁectivity and cost efficiency, product
the cushion of high margins, economiesieed to be established to keep vigil OQtandardisation, accounting for
of scale and a large capital base. the extent to which implementedbuoyancy in consumer choric, product
The small and medium enterprise§trength is extended by finanCiaIinter_”nkages and market's supp]y_
(SME) sector in India has a very pivotarésource base and pillars  0ofjo 504 information. Thus, a
role to play in the development of theinfrastructure and marketing network. comprehensive approach must be
country. The SME sector in Indiahas a  Thirdly, as SSI sector stands todayadopted towards the sector's marketing
minimum of 95% of industrial units, to compete both at national andpredicament. In this respect, a central
which accounts for almost 40 % of theinternational level, it is of immense marketing plan may be formulated.
gross industrial value-added in thenecessity that buoyancy in economiconsolidating it on the basis of broad
Indian economy, 34% of exports antf scale along with constantproduct-group-based strategies to be
provision of direct employment to 20 upgradation of technology must beapplicable to each states. Under it, the
million persons in around 3.6 million acquired. Undoubtedly, these twosS|s will be required to have
registered SME units. Liberalisation andssyes are the key factors of strengtf@cognitions under the levels of
globalisation has provided a whole lotand competence of SSls in thelassified product-group, common
of opportunities and challenges for thgorthcoming years. In this respect, theproduct standardisation, common
industry as a whole and more so for th@etwork of infrastructural supports andoranded product groups, common
SMEs. Interestingly, the growth rate ofof marketing facilities will effectively market information and wide levels of
SMEs has been consistently on theonstitute adherent factors for theitechnologies to ensure cast-efficiency
higher side, as compared to the overaiontinuity and sustenance withand price effectiveness. Such a Central
industrial growth. In the last two years,certainty. Alongside, as an ex-factorMarketing Plan with its unified broad
the SMEs have registered a remarkablgnowledge and information being keyproduct-based strategy can form a club

growth rate of 35%. to any success today, the futuref SSIs under its umbrella and be

Future Propsects of Ssi dynamics of SSI sector is bestoweduccessful in ensuring multi-
Over the past decade, IndiantlPOn to Information Dissemination dimensional issues related to marketing.

economy has undergone transitiorfyStem. Sixthly, it is the high time that the

phase witnessing the challenges of Fourthly, Information Dissemi- SSI sector should be re-oriented at a
more free and market orientednation System is the vital clue ofmodest level to establish some higher
environment of the liberalised era. Beingsuccess in this modern generation. Thidegree of simulative inter-linkages
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between large, medium, small and tinywalue engineering and design-to-costevenues, costs, 'basic' margin, cost of
ones, so as to assertion ancillarisatioare becoming more and more commorgoods inward, cost of value added, cost
in the vertical setup of industrial sectorThe aim of the paper is to find out whaof production, cost of sale, cost of
As far as financial resources arekind of challenges networking relation-channel contribution, cost of support
concerned, they have to resort to othethiPs present for cost management. and aftermarket. Unit costs are needed

sources of finance because raisingompleting any incremental cost-PY bothline of business and by product.
finance from the financial institutions cutting strategies speedily is vital. It is" @ddition, knowledge of the cost of
has the following draw backs: expedient for the re-building or funning individual departments and
o INEUiGent collae] improvement of morale to stabilise theProductivity per employee can be

. . operations and for companies to be sedfPerative in order to allow fully
0 The rate of interest charged is hlghetr

o o """{0 be taking a more optimistic approach€Vidence-based conclusions. Time and
0 Restrictive and conditional working Activity based cost data is significant29ain: the process of de-briefing after

capital limits for performance evaluation of SMEs2NY implementation of change or

o Time consuming and cumbersomehrough the comparison of its cost€0rganization highlights the link
procedures component with that of other SMEs.Petween efficacy and sufficient
o Indifferent attitude of the branchLast few years have seen a shift fronffiformation at planning stages. This

manager/staff traditional cost accounting to costStands to reason. Companies and

K ' management. However, the Small an§SPecially SMEs, however, repeatedly
o Non-availability of assistance at g embark on projects to address problems

. Medium Enterprises (SMEs) which are™'. 1 :
banks for completion of forms and
f - p supposed to be under tremendou ithout sufficient .knowledge, which
ormaliies pressure seem to be little costherefore results in attempts to treat

The terms of credit are hard conscious as they do not bother abosymptoms rather than causes.

Improper assessment ofgenerating the precise Costing\NhatCostAccountants can do for the
requirements information which can be of great helpProsper of Smes?
o Arbitrary curtailments of credit in the competitive scenario. When properly implemented, the
limits Carrying out an internal audit of theCOSt accounting function can have a
o Repeated and time consuming visitsompany's current position reveals #ervasive influence in the modern
to banks wealth of real-time Operationa|corporation. Unfortunately, it is not
information and is the logical place to@lways properly implemented because

0 Release of limits sanctioned in ) & "
start. The focus of this audit is notmanagement often is not completely

installments .
. financial risk management andaware of all the uses to which the cost
L etnd assurance, nor an IT audit - but a@ccounting function can be put. The key
Carry out Smes in Cost Accountant assessment of operational busined@sk for the cost accountant is
Aspects fundamentals in relative detail. Evencontributing information to a company's

Recent years have seen risinghose businesses that believe the§xternalfinancial reports. In many cases
interest in network economy. The firsthave a good handle on operationavhere the main accounting function is
reason is globalization. The world hasnformation can often surprisePerceived to be financial reporting
been shrunk by information technologythemselves. As the basis for recognizingstch as in a publicly held company),
and open economies. The secondnd driving down costs, it is nothe other tasks of the cost accountant
reason is that companies have to takeoincidence that emphasis on real-tim&ay very well be subordinated to
care of costs to meet the descendingusiness intelligence and operationgproviding various types of information
price rate of the market. Competition inprocess management has seen a larffd these external reports.
the mature lines of business especiallyise in popularity in the last couple of  Akey piece of information provided
requires continuous productivity years. The audit must focus onby the cost accountant is inventory
improvements. This leads to narronmcomparative, operational metrics at aaluation, which in turn impacts the cost
competencies and extensive outsourelatively intricate level, without of goods sold. Several tasks are
cing. Cost accounting has been a widelpecoming overly bogged down ininvolved here, such as deciding on the
discussed issue during the last yearslepartmental or process problentype of cost layering technique ensuring
Traditional cost accounting is changingeasons or anomalies. That comes latehat inventory quantities and costs are
to cost management. Target costingQf key importance is information onaccurate, and compiling the resulting
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data into the formats required forreporting, advice  regarding suppliers are ready for this. There is
external reporting. Other related workamalgamations and mergers, accountinglso a need to create mutually accepted
may also be needed, such as compilingervices (installing cost and financialaccounting practices. Furthermore, in
profitability levels for various product accounting system), planning fornetworking economy the following
lines, or profit levels by division. The curtailing expenses and increasindgeatures of cost management are
cost accountant may also becomerofit, development of software for needed:
involved in the compilation or updating integrated system of an organization,. Accurate customer profitability
of a few footnotes to the financialdevelopment of software for finance, jnformation
statements, though most of these areccounting and cost accounting,,
handled by the financial accountingdepartments, advice in tax management,
staff. advice in Cost Management.
The advantage of having costManagement Accountants can also act ) :
accountants create reports strictly foRS Administrators, Arbitrators, < Technological upgradation

internal consumption is that they areReceivers and Advisors. They canalso These findings do not present
not restricted to Generally Accepted®Ct as representative in costingtotally new challenges for cost
Accounting Principles (GAAP) when financial, company law and taxationmanagement. However, networking
preparing these reports. GAAP require§hatters. They are also eligible to takgelationships seem to emphasize these
the use of full-absorption costing in theUP any appointment made by Federaleatures more than traditional
creation of external reports, which mayer Provincial Governments, Courts ofrelationships. Lack of reliable and stable
not be necessary or may even bkaw or any other authority establishecsconomic infrastructure, reduced credit
counterproductive for internal reportingunder the law. inflow and technological obsolescence
purposes. Accordingly, the costConclusion and Suggestions: would have led inferior quality and low
accountant is free to use any costing | the competitive and g|oba|isedproductivity. Technology development
paradigm that will result in the mostirend, cost control becomes arfhrough either technology transfer or
informative reports for the managemenimportant element of strategy as unif?hovations or inter-firm linkages
team-job costing, process costingmargins shrink and new products anghould be emphasied in the light of
direct cost costing, activity-basedapplications are harder to find. Cos@lobal competition. Financial
costing, direct costing, throughputaccountants can help the SME sectoinfrastructure need to be broadened and
costing. The Cost and Managementy managing costs effectively andadequate inflow of credit to the sector
Accountants can effectively undertakehereby establish a competitive edge t§€ ensured taking into consideration the
the Management Consultancypecome world-class players. Succes@rowing investment demand. In the
Services, as they are professionallyn SME development will be connectedcontext of economic reforms and
trained and competent to accept thigith coordination of all participants in globalisation the small scale industries
challenge. The Consultancy servicepromotion SME ,banks, the must be competitive for their survival
generally include financial planning andgovernment, and the enterprise@nd growth. Otherwise they will perish
financial policy determination, capital themselves. Networking places desulting in colossal waste of scarce
structure planning and advice ompumber of demands on costresources, unemployment and retard the
raising finance by issue of shares or bynanagement. Firstly, a company shoul@rocess of industrialisation. The only
way of borrowing, preparing projectknow the costs of its own operationscommon denominator among the
reports and feasibility studies,Secondly, a company should share pamarious cost accounting tasks is that
preparing cost budgets, cost flowof the cost information with cooperatingthey focus on providing information for
statements, profitability statementsfirms. Thirdly, part of the information management decision making. Typically,
capital budget and revenue budgetsiow should be open to all the companieghe task is to conduct a short analysis
organizing, planning and cost controljn the network. Companies rarely knowof a specialized topic, draw conclusions,
inventory management, materialthe full costs of each product. This isand make recommendations that will be
handling and storage, price fixation,also the case with the companiesicted on by management to make
personnel selection, cost auditanalyzed. A lot of development workimprovements. The responsibility here
management audit, job description angvith suppliers' cost accounting systemss great, for the cost accountant's
job evaluation, setting up executiveis needed. A win-win relationship recommendations ultimately have a
incentive plans and wage incentivecreates a need for open booldirect impact on company operations
plans, control method and managemergccounting. Only two out of sevenand overall profitabilityn

Accurate information on the
influence of volume on profit

Ability to cost new activities.
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management should not be

Strateglc COSt Management underestimated. This implies that

organization should be installing
. ropriate framework of strategic cost
fOI’ SM ES . A ROad tO SUCCEﬁagement to reduce its costs in key
areas on which the success of
organization is heavily dependent.
Strategic cost management is
understood in different ways in
Introduction: these costs is critical for companiediterature. Strategic cost management
raditional cost management€ngaging in such tasks as continuougan be defined as” scrutinizing every
originates from a time when theimprovement, total quality managementprocess within your organization,
focus of attention was not the€nvironmental management, producknocking down departmental barriers,
whole value chain, production wastiVity enhancement, and strategiginderstanding your —suppliers’
relatively aimed at one product or ananagement. Cost managemerRusiness, and helping improve their
homogeneous range of products bugyStems should have a strategigrocesses” Cooper and Slagmulder
was not flexibly automated, and wherinfluence on the costs. Historically, (1998a:14) argued that strategic cost
the indirect functions played amost traditional cost systems havemanagementis the application of cost
subordinate role unlike today.focused on the production stage of thenanagement techniques so that they
Traditional cost management wagProduct life cycle. Unfortunately, mostSimultaneously improve the strategic
developed in a moderate businesBroduction capabilities and costs are sgtosition of a firm and reduce costs".
environment, in which production wasduring production planning and design’he Framework of Strategic Cost
the crucial competition factor and cos@nd are, for the most part, relatively fixedVlanagement provides a clear plan of
structures were unequally more flexibléonce production begins. Estimates vanyttack for addressing costs and
and thus easy to influence. The maifut approximately 70-80 percent of adecisions that affect them. Following are
task of cost systems was recording anproduct's life-cycle costs are designedhe three core components of this
reporting the past events regardindto a product and committed once théramework.
costs and profits (in the form offirst unit of product is manufactured. Core Functions:
periodical reports). The cost systemd hus, efforts of cost management 10 e fynctions elaborate on the
focused on determining the cost of€duce a product's costs aftef e of the business. It answers the
goods produced and the cost oProduction begins may be of limited, o\, ohyious question what type of
inventory. Many studies argued thagffectiveness. The concept of strategify, giness are we in? At this stage the
traditional cost management system§0St management resulted from the\hany has to clearly identify its
are inadequate for the contemporargonviction that cost management hag, | qes of actions with respect to
business environment requirementsi© 9o with the business environmentaiaqy planning, research and
According to Johnson and Kaplan, theand has to in accordance with Strateg'e&evelopment, and product develo-
traditional cost management system8&f the company. One purpose of Co%ment_

mainly focus on short-term costs. Dugnanagement is to translate the strate - . 86
to decrease share of this costs, cod@ Parameters and to communicate theUStOMer VPR

management systems should more arj’ategy, to measure achieving of This step emphasizes more on value
more focus on long-term product costsstrategic objectives and support thisaddition with various activities such as

long-term product costs comprise cost¥ith appropriate foundations for marketing, sales, manufacturing, quality
of design, development, anddecisions. assurance and control, sourcing,

engineering as well as costs whichConcept of Strategic Cost Management: Procurement and logistics, engineering
originate from areas out of the company  syrategic cost management ha?encdhmigltesrzjancci't ngog)?égﬁé‘r’:gg eilr?d
(marketing, distribution, service costs)yecome an essential area now day§oan activit?eps e ot of
plus fixed costs, which can be linkedyyile formulating the strategy for the .o i e om0 e o8
with production output. Yet knowing accomplishment of organizational itpcould harnesgs b resourrz:esy
overall objectives, different cost driver; ; ; :

*Research Scholar, Department ofshould ]be clearly identified. Intelllgentlyth'an IR netiolg,
Commerce, University of Kalyani; Identification of key cost drivers helps SUPPOItFunctions:

**Reader and Head, Department ofcompanies to focus on key activities As the name suggests, to support
Commerce, Panihati College; Life Member that will constitute almost 90% of thethe core activities of business some
Indian Economic Association & Bengal total costs. In view of this, the secondary activities are to be carried
Economic Association importance of strategic costout which includes IT, Finance and
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Accounting, HR management Genera’

administration. These activities will —P\

facilitate the performance of the core
activities in a way that goals of the
business can be accomplishec
successfully without wasting limited
resources. They will also help in
synchronizing the different tasks which
are to be carried out simultaneously.

SME Sector in India:

Core Function | Customer Delivery
\

Support Function

=

Provide Resources to

Function
T
0 L |
Define the Deliver Added Value
Nature of the to the customer
Business

Core and Delivery

Small- and medium-scale enterpriseSome of the recent policy reforms for e
(SMEs) occupy an important andthe SME sector in India are as follows:

strategic place in economic growth ands
equitable development in all countries.
Constituting as high as 90% of
enterprises in most countries
worldwide, SMEs are the driving force
behind a large number of innovations
and contribute to the growth of the
national economy through employment
creation, investments and exports. Thei®
contribution to poverty reduction and
wider distribution of wealth in
developing economies cannot be
underrated. The SME sector plays a
vital role in the growth of the country. It
contributes almost 40% of the gross
industrial value added in the Indian
economy. By its less capital intensives
and high labour absorption nature, SME
sector has made significant contri-
butions to employment generation and
also to rural industrialisation.

This sector is ideally suited to build
on the strengths of our traditional skills
and knowledge, by infusion of
technologies, capital and innovative
marketing practices.

A single comprehensive legislation
for the promotion, development and
enhancement of the ®
competitiveness of the MSME
sector - Micro, Small and Medium
Enterprises Development
(MSMED) Act, 2006 came into effect
from October 2006. e
National Manufacturing Competi-
tiveness Council (NMCC) was set
up to energize and sustain the
growth of the manufacturing
industry. New Promotional Package
for MSMEs, and focus on
accelerating development of
clusters.

Revised strategy of lending and
introduction of newer measures,
such as the scheme to establis®
Small Enterprises Financial Centres
(SEFC) for strategic alliance between
branches of banks and SIDBI®
located in 388 clusters identified by
ministry of SSI.

SME Fund of US$ 2.27 billion
operationalised. Proposal for
doubling the credit flow to MSME
sector in next5 Yrs.

Promotion and financial support for
Credit-cu m-Performance Rating in
MSME sector in India, to facilitate
greater and easier flow of credit from
the banking sector to SMEs.

The National Commission for
Enterprises in the Unorganized
Sector (NCEUS) has been set up as
an advisory body and a watchdog
for the informal sector to bring
about improvement in the
productivity of these enterprises for
generation of large scale
employment opportunities on a
sustainable basis, particularly in the
rural areas.

Facilitation of technology transfer
through the Technology Bureau for
Small Enterprises (TBSE)
Accelerating initiatives to address
various developmental needs for
MSMEs in the 11th Five Year Plan.

Table: Indian SME sector at a Glance:

Thus far, Indian SMEs have played

a very significant role in India achieving

its current robust overall economic

growth. The SME sector currently

contributes to over 40 percent of
exports, and creates over 1.3 million job

per year. About 10 million are employe
(Registered SMES) in this sector. |

addition, SMEs enhance inclusive

growth by the manner in which they

evolve, leverage local resources, angMarket Value of Fixed Investment (in Rs.

innovate to create products and

services. A well-thought out SME-

driven entrepreneurial ecosystem cahn

Registered % Share
No. Working Enterprises
Manufacturing] 1035102 66.67%
Services| 517388 33.33%
L Total | 1552490 100%
Employment (in person)
Manufacturing| 8731253 86.75%
Servites 1333907 13.25%
Total | 10065160 100%
Crore)
Manufacturing| 440493.68 87.97%
Services  60264.68 12.03%
Total | 500758.36 100%

Itakel the industry and India, to the Nextoyrce Report of "Prime Minister's Task Force on Micro, Small and Medium Enterprises”
eue Government of India, January, 2010.
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® "Scheme of Fund for Regeneratiorinformation and therefore are likely toOperations:
of ~ Traditional Industries” come up with designs that may not be By setting the priorities according
® Guarantee coverage under Credistarted forming teams consisting ofasks effectively and efficiently.
Guarantee Fund for Smalldesigners, manufacturing engmeerSOrganization'
Enterprises expanded substantiallgost accountants and marketing ) ] ]
e New legislation on Limited Liability managers as part of their new product Company should time and again
Partnerships being worked on.  development efforts. However, mosttheck whether itis allocating its limited
e Emphasis on bi-lateral/ multi-lateral companies do not pay attention tgesources in the businesses which
partnerships at multiple levels.  product design with the result thatdenerate more value for the entire
Possible Application of Strategic Cost Product costs are high and frequen@rganization. Resources as such are the
Management (SCM) in Indian design changes are necessary. Ilrr1n|n'gfa(;]torshforanyorganlz?]tlor;dar;)d
EQprises: AStivity (TR ]Eogjss c\),:l1 'Xlet s?ruccf')ur?rgaormhz gtljsineses
SCM has great scope for Increasingly, it is becoming gnd it should decide well in advance

application in Indian companies. Whatimportant to identify activities that add yhether it should own all resources or
has been attempted by enterprises smst but not value to the customer. Suchgt?

far is minimal. The following are the activities are called non—valuedStrate it TCo T i meut
potential applications of Strategicactivities and must be eliminated if theP 9 S J 9

Costing with promise of significant business is to remain competitive. Non- rogregne teps.. i
benefits to the organisation. value added activities include SCM Programme includes following
Product Costing: inspection, internal movements andive steps. These steps can be detailed
waiting for the next operation. Non-outas follows:

Given the state of the cost systems B ' 1
product cost information available in\7(:1Iue added activities result inl. Focus:

many enterprises is deficient. It isunnecf:essa_ry SHyense Fn?j mcre:se Focus state starts with reviewing
important to capture the activities that! 2. J1acturing or service lead ime. Aspe different strategies of the company.
are attributable to each product or t& result, a business that has a largReviewing the strategies will lead to
major product groups and determine i umltzjerbof nona{alue addeg activitieslear identification of performance gaps
the pricing and other policies of the 'OY'd b€ unable to introduce NeWang this will help to bridge the gap by

] roducts rapidly and in time and within; i
company are appropriate. In all the case »k . limproving targets already set
e, bprop Acceptable cost limits. A rough estimat§,eforehand. Modifying the targets will

studied by the author, product cost

RN it to be incorredh by the author suggests that valuefead to developed plan of attack which

A bt Decisi added time for Indian companies iSyjj foster better internal communication
aKe-or-buy becisions unlikely to exceed 10 percent. The casgjithin the organization.

Make-or-buy decisions should beof a large Indian company is used t
made on strategic considerations. Eveitlustrate value-added and non-valu . 1 :
S0, cost considerations are importaniadded activities.  Planning plays a crucial role in
For example, the decision to outsourc@ppjication Strategic Cost Management: implementing  strategic  cost

a component would result in a number ; : management programme. To implement
of activities causing additional There are three basic business arége planning, a manager should gather

overhead. A sophisticated under-\ghere lgtr;ttegic cost management Cafiery efficient team members and train
standing of costs would enable’C 2PP€C: them accordingly. Setting up of project
are not strategically significant or are A strategy in general terms refers tdmplementation of strategic cost
easy for outsiders to manufacture.  a plan of action that will shape themanagement by clearly identifying the
Marketing Channel Decisions direction of organization's successday to day activities, steering guidance
: B Companies of late have realized th@nd offering ad hoc assistance.
Marketing channel decisions could

benefit from the SCM approach. Thelmportance of clear articulation of 3. Fact Finding:

isi ifi strategy and its effective implemen-  1hjs stage includes the tasks such
?r? rcéilgﬂ e pséecllifti?: Scphe;: hele s onaation. Before formulating any strategy.as data gathgering, conducting interview,
possibility. the management should think about thﬁeveloping benchmarks, conducting

business model whether it is still

Product Design relevant or need to be changed? Oand o
According to several studies, mostwhether the objectives of the busines

costs are frozen at the design stagere going to be accomplished througl‘i: ) g - |

Surprisingly, designers do not have codgid out strategy. Analysis of activities plays a crucial

?. Planning and Training:

. Analysis and Recommendations for
hanges:
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Case Study:
Formed in 1979 Galglass Ltd has groyvn ) /Planning AN Analysis
. . . /' \ F t & \\
py de_S|gn|ng, manufacturing arld Focus & \l ancdmg Recommendation Implem entation
installing sectional steel, coated bolted \  Training y for change
cylindrical storage tanks, used for the \\ /
storage of many types of liquids and bk —
commodities. . .
5. Implementation: e Lack of skilled manpower for
Cost Issues

Inimplementation stage the firsttask ~Manufacturing, services, marketing,
to be done is to define responsibilities  etc.;
and accountability of each individual® Multiplicity of labour laws and
and controlling i.e. monitoring and  complicated procedures associated
corrective action should be the taken at  with compliance of such laws;
each stage of programme. And this i® Absence of a suitable mechanism
ow the continuous improvement can which enables the quick revival of
e achieved. The third, fourth and fifth  viable sick enterprises and allows
sate in the above process indicates unviable entities to close down

. _ i continuous improvement. speedily; and

As early participants in the regiongl pyohlems Associatedwith MSMEs: @  Issues relating to taxation, both
development programme, the Galglgss

management team has been abld toSMall and medium enterprises (SMEs) direct and indirect, and procedures
comment on and add to the development CONStitute an important segment of the thereof.
of the ABC model. The proceds €conomy inindiaand in other emergingConclusion:

concentrated on the costs involved within countries. For those countries, they  Gjohal competition is the name of

the different product types. often serve as the ‘en_gines of growthiy, o game today. Across countries,
Using data from the Micro, Small, and, .. 555 regions there is a drive to

Outcome ; ! |

The cost information developed during miﬂgn&g\gﬁmggféﬂim? l\SArllr;rSr:I{l)(/a?nhance Cfomp;.etltlve'ngssi Comp;e'u-
the pilot indicated product categorigs Rayj Assistant Professor of Economic |vzn_esds_ Qd n? hact '2 lrj]sl_ry s c()jrs
which appear to be profitable and thdse anq pyplic Policy, ISB has estimated © m@lvidual units. A holistic an
s S e e iy oo L0 o o, BT -

of products (by sales value) appeared 10 o cant of India's GDP, 50 percent of' S ) .
be unprofitable, this could be justifi ¢an reshape India's socio-economic

; - total manufactured exports, 45 perce )

b?sedg)ntthetalm qftprowdln?afullra$ E%t India's totaUstrial employment,qandscape in the next. decade, and

of products to existing customers. The o4 95 nercent of all industrial units. _enhance its global sta_mdl_ng enqrmously

outcome reflected the fact that the = in all socio-economic dimensions of
However, Indian MSMEs are a

management of costs within Galglasg is diverse and heteroaeneous aroun. bArowth. Nation-wide entrepreneurship
at a higher level than many SMEs. A$ a g group, evelopment with appropriate scale,

result of an already strong copt wﬁzhfgfgbfgg]ﬁn%?(gggge?gsv?lemsécope and innovation will make all the
RERdemEngEsystem, s 9| ol .y . | difference. Strategic approach towards
|mplgment|ng Activity Based _Costln ° lTack of ava_ulablllty of adequate andthe cost factor would be helpful for the
within Gigss (In termsioRIVICENTE fifichicigdi Indian SMEs to overcome the finance
effort) may not be justifiable at this stage. ® High cost of credit; related challenges and the cost
tis Impssagierprecac WAL e JCollNaciimiat N, effectiveness will make them more
may not be appropriate for all businesses. @  Limited access to equity capital; g,

e Problems in supply to governmentcompet_'t've in the market. Ho_wr—;ve_r,
role in ascertaining the cost of the departments and agencies; strategic cost management Is In its
company. It can be done by variou® Procurement of raw materials at gnfancy. Researches and studies are still
strategic cost management analytical competitive cost; in an early exploratory stage and have
tools viz. cost driver analysis, activity-® Problems of storage, designingot yet developed a consistent theory
based costing, selective business packaging and product display; ~for strategic cost management. The
process reengineering etc. An actiore Lack of access to global markets; application of strategic approach in the
plan for proposed change should® Inadequate infrastructure facilities,management of SMEs thus requires
address the following questions what, including power, water, roads, etc.;further studies that will develop a
who, when how aspects of the® Low technology levels and lack of consistent theory for strategic cost
activities. access to modern technology;  management for all concerned.

The company is continually looking t
its cost structure, including discussions
with suppliers about the costs ¢f
materials and services supplied. Cpst
issues within the firm arise mainly from
price competition in the marketplace, ahd
there has been an increase in overhg ad{:
during this period of growth.

Cost Modelling

=
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artment. But picks per inch is the

y of weaving department. If pick per
inch increases at higher level means
weaving cost increases to certain extent.
So we can find out weaving cost per
pick is necessary.

Cost Management for Growt
of SME In Textile Sector

*

R. Gopal Dobby have simple design and
overnment of India Planned and count Cost/ | Eixed | Total cost] jacquard have huge design which works
followed Industrial Policy. It KG cost | Rs. out 5 times of dobby but due to huge
initiates special role for small Rs. app. volume of orders it bears only thrible

scale industries and medium scalg 16'c 5.05 19.00 |14.05 times of dobby cost instead of 5 times.

industries in the Indian economy. Smal| 36' 12.72 19.00 |21.72 The above table clearly reveals that, low

Medium Enterprises (SME) which is igg 122? 3'88 ggg? orders giving higher cost. An higher

emphasized on labour intensive mode 4. 18.00 | 9.00 |27 order areas provide lower cost. Sheet

of production; employment generation; go'c 18.59 | 9.00 | 27.59 having 115" width above bears lower
non concentration of diffusion of Sizing Cost/ | Fixed Total orders. But width below 75" have
economic power and discouraging| count KG cost app.| cost higher and repeating orders. So due to
monopolistic practices. Here we Rs. Rs. repetition test cost, Research and
consider Textile Sector. 2/30 .65 4.00 4.65 development cost will be Zero only
Textile Sector:- Dress is necessary gﬁg .gg 2.88 j.gg variable cost will be incurred. So

for every human being. Fabrics are not 5 e | ‘o2 Mk T execute the repeated order only. .

only used for dress but also used fo 2/30pc 65 4.00 4.65 Cost Management in dyeing

packing material, Banners, Flags and department:-- Regarding dyeing, there

are yarn dyeing and fabric dyeing. But

let me concentrate for fabric dyeing only.
here are two types of fabric dyeing
. VAT dyeing 2. Reactive dyeing.

Screens. Fabrics are differs based oq

quality of yarn and style of weaving, | learly. “Ngeppartmenty CTe

A count cost high. But controversially
A At 0 ot managemerﬁouble count's sizing department cos
for growth of SME in textile sector. is very low. This is because of only
Regarding textile sector yarn is Rawyaming activity is engaged in doubleConclusion:

matgrlql s BUPCESS I|I§e warping, slzont. - But single count cost engages Usage of double count is sizing cost,
rewinding weaving dyeing of fabric, yam gy ativity of warping and sizing. So and lower width with two three panels

dyeing, stitching, cutting mending €tC. single count sizing department chargeand usage VAT dyeing will match the

Cost

cost)

Management

on sizing is high and double count sizingcost of textile department. MSME act
department:- Normal sizing depart-

ment cost are as follows:
(All expenses are considered except yargepartment:

department cost is very low.

provides for facilitating the promotion

Cost Management in weavingand development and enhancing the
In a fabric we can findcompetitiveness of micro, small and
ends per inch and picks per inch. Endsmedium enterprises and for matters
| hope the above table revealsper inch are the calculation of sizingconnected therewith or incidental thereto.

(Weaving cost per pic in paise)

(All expenses are considered except yarn cost)

count Sheet set width above 115" having Sheet set width above 50” 58” 63"
single panel Two, Three panels
Plain/stripe dobby jacquard Plain/stripe dobby jacquard
24” 30”"s 40”s .26 .28 .80 .16 .18 .45
50"s 60"s .32 .36 .90 17 .19 45
70"s 60"s .34 .38 1.00 .18 .20 .45
100"s
(All expenses are considered except fabric cost)

SHADE VAT dyein 6hours Reactive dyeing 10 to 12 hours

Variable Fixed Total cost Variable Fixed cost Total

Cost Rs. cost app. | Rs. Cost Rs. app. Rs. cost Rs.
WHITE 13.57 20.00 33.57 20.24 25.00 45.24
RED 31.33 20.00 51.33 63.69 25.00 88.69
YELLOW 10.58 20.00 30.58 13.58 25.00 38.58
NAVY BLUE 26.79 20.00 46.79 32.59 25.00 57.59

*Cost Accountant, Bhavani (T.N.)
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1 2 itori ith ref to th
P e rfO rm a.n Ce M O n |t0 rl n g g(s);;c?i\r/lg gsiclivrlnaterdeceorsirc]):‘:grozuctizn
. and Rate Quoted. Timely execution of
I n S M E SeCtor the order is equally important, as any

delay will badly tell upon the
The Small and Medium industrial houses in the Country, unlike the Large Spaldormance of the job as to cost
Industrial ones Functions against several odds, both financially or other wiseerrun .besides liquidated damages for
They financially ill afford to establish Costing Division, as apart of thethe delay involved.
administration. As a consequence they are deprived of the Expert & Professio_na}_lmnCe the ExectlioniiEET orihs
advice of Cost Accquntants an_d there by Iqose to earn adequa_tely. The Ag'i%gr requires close Monitoring the
under the above said Caption intends to bring out the benefits if they resort {0

Monitoring their Production Jobs availing the advice of Professional e .Of. .CO.St i, e
right from initiation of purchase of

|. Mohamed Ibrahim* required Materials / Services at or below

rofit Maximization is the Prime In every manufacturing the estimated rates, adheience & iime
Objective of every Entity, either organization, a separate department fchedule at every stage till supplying
in Trade, business, Manufac-assigned with the task of dealing with"€ Products or handing over the
turing or Service Industry. The Cost Estimation. This DepartmentProlect completed in all respects.
Entrepreneur pumps in his scarcespecialized in technique of Cost The system of Performance
resources into his enterprise with théEstimating, works in close co-ordinationMonitoring on a continued basis would
sole aim to accomplish the said objectivavith Departments like Marketing, be an eye opener to the Management ,
for his benefits as well as to that of the?lanning, Design and Production.as it would exhibit the performance in
shareholders, others are only secondat¢/hen an Enquiry is received, it isthe execution of the job / project as
to him. processed through the above saiégainstthe Goals or Estimates set for it,
The Management particularly jn DePartments as to various aspects Sughly bringing out element wise
Manufacturing / Service Industry put@S the availability of Technical Know- favorable/adverse variance etc,. The
in their best efforts to attain the abovd'0W: Machinery & Equipments to Management can, on the basis of such
said objective; facing fierce competiionManufacture as well as sufficientappraisals, correct the situations by

in the market, technological Capacity to entertain the quantum ofaking appropriate corrective action

advancements, risk of obsolescence oK then and there.

Machinery, Equipments, Process and After a decision is taken to entertain Since the Production Department
the continued need to cope up with althe enquiry, estimates are preparegannot fully and effectively attend to
such factors. based on the design drawings, detaileghonitoring the performance in each and
In such a testing environment thefdrawings etc., of the product to besvery N e e
ERfEEouelatizin the LR e ofProduced. Extreme care is taken in theisaid important tasl'< to a separate Cell
Profit Maximization is not a simple or preparation, as too high a estimate Wi|attaiched LI Estiriiation De.partment,
CasylaaReE ina SieEi: Mediuni€@d to loss of order, and on the othewhich has Expertise and in depth
Enterprise. The traditional methods oihand uriderestimaition would result inanwIedge [ every SEpEciNIlg
adopting certain thump rules or byjusJOW pi’OfIt or sometimes even to loss ofestimatgs prepgred i the' prs d
S T e e e mighf:OSt incurred. Projects in execution, as well as it is well

lea RO ve sl situaionsl [h & SuchsestimalBe prepareiilin grean.o- - IRASERIECIC CIGRETIWIth the
Government owned Undertakings toodetail, studying every element of Cost Marketing, Planning, Design and
where the hard earned money of th@SPects that will be involved in thePreduction Departments.

Pub”c Exchequer iS emp'oyed1 théﬂanufacture, Sha” be the baSiS fOi‘ SUCh Monltor”:]g Ce”S Sha” adopt
accomplishment of the said objectiveroduction Department to go ahead wittkdvanced Techniques like CPM and
is of much of importance as in the caséhe production activities as and wherPERT methods, assists and guide the

phase of the Order or Project is a vitafollowing the execution of the job or
FICWA segment which calls for closeproject, enabling to avoid cost or time
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overruns so that the Margin / ke — 1
Contribution contemplated in the
estimate is ensured or surpassed. Tl
Monitoring Cell shall also furnish
reports on their Performance Appraisal
of Jobs / Projects, periodically to the
Management, who may have to initiatt
remedial measures required, if any.

In such an endeavor the Cell may #*==" S0t

have to develop suitable formats fo PP
Less: Soran Mail

their Reports depending upon the jol Mot Matarad Cast
or project. The Format outlined in Direed Latow
Table - 1 below with suggested cost dai Dérect Exparmen

is a brief one on the manufacture of 700
pcs.of STEEL ALMIRAHS in Job card

TOTaL ...

No. 1006 /2009-10. WARGIN astimated | samed

The above analysis on J.C. No

1006/2009 -10 reveals Adverse Variang === e FARARSE

in material cost to the extent of 2.5% pobm i m

PRHDDURCG TROR J SALC Wl LT

0.5% in labour cost and Favorable ravcurasiss; agveerses

Variance to the extent of 1% in direc vARMANCE
expenses. The Contribution los " m"g'::
thereon in absolute term is R$.230.5! | o Eepenses
Rs.45.00 and earned in direct expensi

is Rs.92.45, and the net contribution los TETAL
amounts to Rs. 183.10 in every piece ( Tabde = 2
the product manufactured as is exhibite

in the lower block of the analysis.

The Cost Analysis exhibited in
Table -1 above is shown in a mucl
detailed format in Table - 2 below which
is more informative revealing material &ALE wALUE
item wise, labour operation wise as we

q ; MARECT OET
as direct expenses wise data. Diewot Bimiarded
Thus the format can be drawn uy = e o Semp M

. ; 1. B.P Shaul 180G
differently so that it could be more . ., e ane

informative and easily understandablé 1 & sneet 165

A comparative cost analysis
between two Job Cards wherein one ar - fuirmes Labeur
the same product manufactured i 1 Cutting Depl
shown below in Table - 3. 2 Fnbrioslion Depd

3. Insprcticn Depk
In J. C. No 761 / 2009-10 the
contribution earned is more by Rs
248.50 per no. thanin J,C, no. 961 /200! . w:;:; mm
10. Such Comparative Studies can k z painsing onst sl
made by the Monitoring Cell betweer 7 Fasking & farwardng
two production units under the sam( <= #EeE

management that are engaged in simil;
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CORT ARALYENE 8 THE MANUTACTURE O
BTEEL ALMIFAN in Job Cand No 1006 { -0
LIugity mared - M peces

ESTINATE
As 10 Sk
Fier pranw= Salow
G TR0
D Bi.0%
e 8o 0%
Lo RR B4 4%
450000 505
i Lu} A R
B 2 TiA%
235850 36T

ACTUALE

Rs 1D Saks

e il b L
B TR
GOES [0 f7 5%
&5 0
i L T
495,00 SEN
o] 2.0
S sl 4%
21540 MEN

COST ANALTELS ON THE MANUFACTURE GF
BTEEL ALMIRAH in Joi Card Wo. 3006 2010

Cruardity Mifred . — TO00 Pieoes
ESETIMATE ACTUALS
Rs % 1o Sala Rs % 1o Sale
] Wil pie Peos Walue
S0, (M} 000 P DeEnly 55 #0400
FHE 00 74 A% FA50,00 6 1%
330000 15 T% 143500 1%
201 50 3 2% 247.06 ]
5701 .50 A% Loarrdlis] [ ]
100,00 1.1% 11800 1.7%
250.00 F 280 00 3%
1. 00 1.1% - Flle o] 1.1%
AED 00 B8 05 00 £ BN
i1 v B GJ.20 =Ry )
X35 O JEN 164 25 18%
&0 0 0% 40.05 Q4%
250,00 & 0% a8 5
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manufacturing activities, which would ToTaL mRECT CosT B0 50 Fhas GTRAGD  THAW
bring out efficiencies / inefficiencies
among them enabling the managemen
to enhance the overall earnings bygeiLemenTwise vamamce
taking corrective action. i MARGIN safimsled

Another cost analysis on the Favounmbiars / Ad .y
manufacture 10,050 tons of Steel wamance

{lﬁFll.-'-tH sntenated [ sarmed 2% 50} 26,7 215 40 14.6%

Windmill is shown in Table - 4 below :- f Wstaral Cost 43
o N Lasas ol LY ]
The above Cost Analysis is on in Died Expanses 92 45

Variable Cost basis, which is different

from the ones in Tables 1 to 3, which e d ARREERFES IENERRRERY: Tl

brings out favorable variance to the COMPARATIVE  COST ANALYSIS ON THE MAMUFACTURE OF

extent of 0.7% in variable cost which Almirahs im beo Job Cands

ultimately enhanced the Contribution to"*™® ~*

that extent amounting to Rs. 657 per ton e J. €. W1DI0E-10

of thg out put. Thgs the Additional . " o iea —— m;ﬂ_j
contribution earned in the Job card No. - —— = e
2017/2009-10 amounts to Rs. 6.60 lakhs per Mo Wakes — —
(10050 tons x Rs. 657). SALI VALUE O 0 100 % 2000 0 |00 0%

Individually there is favorable M#ECT COSET

variance in material cost by 2.5% "-“:'f':-;w
1 g et of Sorms Asn
amounting to Rs. 2349 per ton against ., ., ., I_;l

. FEgL e J44% Faslorlia] E.1%
adverse variances to th(_a extent of 1.8% g i gimet s Iy e e P
and 0.2% in labour &direct expenses. gr shesi 1ai .00 £l 0 6%,
respectively; as well as 0.1% in variable 500,00 E1.9% —— A
overheads. Had the adverse variance mirect Latsour
been arrested by proper Monitaring, thé Cutting D 100,00 11% 55.00 1.1%
additional Contribution could haye *" *" o tepl 230,00 ZB% ma.o0 0%
substantial P inagrcion Dept 100,00 1% a7 o 1%
’ r A SO L0 45T 0 5%
The Cost Analysis in Tables 2 t0 4 fiirsct Fapanses
above also exhibits material item Wise Wisiding ce sliscaies 12500 4% 11250 5%
labour operation wise as well as direct F=mn oot sl aler 1.6% Jaz 00 355
expenses wise variances enabling' "’;'"" i ::"’""‘
. . 3 sl et 8000 2.0 75 ]
exhaustive study and corrective action. il A
i B43.00 T.1% B4 50 6.5%
Thes_e Cost Stud|es not only enableyysy mpeer cost . —— 3% ARIEIRr _—
corrective action, but the data
accumulated thereon from time to timetasi= estimated | eamed 2807 00 26 T% 215450 24 0%
are of importance as Historical ones ~ sssee == mmmmmm== mosssa smm  mmm=o-

which could be of much useful anCELEMENTWIZE wamancE
guiding factor for tendering in future. ' *ARGN sstimated

Hence the Industrial HOUSES INEayauraiiers) / Adversed)
Small and Medium Sector have to go ingasrance
for Performance Monitoring. Ifthey are . praarial Coss 376,00
unaffordable to employ Cost i, |abaur Cost

-v )
Accountant, they can at least engage . piect Fupenses -
them on retainer basis, train tt"ir staff s
under them for quite sometime and reap == s

the benefits.
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Takhs — 4 COET ANALYSIS ON THE MANUFACTURE OF
STEEL WINDMILL in Job Card Ma. 2047 r2008-10
Chuantity manulaciured = 10,050 tons

FETIMATE ACTUALS
R=. % to Sale Rs % o Sale
per ion ‘Valug e tan Wakue
SBALE WVALLUE 500000 TR O 950080 00 100.0%
DIRECT COST
Direct Material
{hat off Scrap Ml )
1. M 5 Heavy Angles 20500.00 21.6% 2142800 23 6%
2. MLS Medium Angles 1550000 18.3%, 14566, 00 15.3%
3. MLS Plates 1438000 15 1%, 12009.00 12 Ao,
5035000 5305 4800100 B
Cvrect Labowr
1. Cuiting IDept. G500.00 B.8% RAKD 00 T34
2 Fabrication Depl. 32500 2 4% 26E0.00 2 B
3 insprebon Dapl 4390.00 4 5%, 536500 S50
13215.00 13.9% 14BT5.00 15. 7%
DNrect Expenses
1. Desgn&drawing charmes 1000 1.1% §75.00 1.0%
2 Insialstion charges 950 1.0% 105000 1.1%
3 Allneaticns From Depts. TEO 0.8%% 05700 0.9
2700.00 Z.6% 2B82.00 0%
PRIME COET GE2EL .00 B0 8% G5TSE 00 69.2%
VARIABLE OVER HEADS 4500 (e &, T 435000 a4 6%
YARIABLE COST FOFES. D0 T 5% TO108. Db T1E%
CONTRIBLITION FAZTE 00D 25 59 24852 00 20 2%
ELEMENTWISE VARIANCE
i CONTRIBUTION
Favowrabief+) © Aohversey-)
VARIANCE
o Mabernal Cost 234900
i Labour Cosi -1550.00
in Direct Expsmses S1EZ.00
. in PRIME COST SOT .00
im Warnahie Deerhoads 15000
TOTAL........ o700
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We are reproducing the essays of first prize winners of the essay competition
“Cost Management: Key to Survival in Current Global Meltdown” in Qoth
members’ and students’ category for the benefit of our readers.

(Cost Management: Key to Survival in Current Global Meltdojwn

S.Jeyarajv.Com., MBA, M.Phil., AICWA

1.0 INTRODUCTION

n the present globalised market environment and increased dynamic competitiveness, organizations all over the
world are adopting new strategies to gain improved performance and to increase customer value: Compa{ies today

are in the midst of a revolutionary transformation as “Industrial age” competition has shifted to “Information age”
competition. One of the most basic and fundamental premise of a business entity is the obligation to maximize shareholders
value in the long run by creating wealth legally and ethically. The interest of the stakeholders and society are best-
served when the scarce resources are put to their most productive uses. Value creation is vital for different stgkeholders
of businesses-customers, employees, investors, vendors and the society at large. For this purpose, a company is to
ensure predictability, sustainability and profitability year after year through Revenue growth strategy and Prodluctivity
strategy.

Revenue growth strategy consists of identifying value from new products and customers and increasing ¢ustomer
value through customer profitability. Productivity strategy involves improving cost structure by reducing cost per unit
and improving asset utilization. With the environment becoming more competitive, inefficiency of one is becoming an
opportunity for the other. Most of this inefficiency is in terms of non-value-adding activities present in the sygtem.

The global economic crisis started with the collapse of American financial system, spread to Europe, led to a decline
in manufacture because of shrinking credit, losses in investments, dwindling consumer purchasing power, plummeting
sales and profit margins and large-scale unemployment. The crisis also infected the developing countries |ncluding
India and China.

Thus, today's business environment is rife with turbulence caused by the current global economic meltdpwn that
have a major impact on performance of companies and coupled with global competition, deregulation, foreign ¢xchange
and interest rate volatility, posing considerable threats for the survival and growth of business organisations the world
over.

2.0 Cost Accounting - the Genesis and The Journey

The sophistication and quality of cost accounting practised during a particular age is one of the benchimarks of
economic progress. Most fundamentally, Cost Accounting provides data necessary to measure the true cost gf products
to aid in the determination of selling prices. Costing is also integral, both in the past and at the present time, ig gvaluatin
the efficiency of the productive process and of decision making. Analysis of asset procurement, vertical integration,
subcontracting, make-or-buy decisions, technological innovation, and product mix are representative of the many
planning activities that require cost data. Venerated surveys of accounting history date the advent of meaningful cost
accounting to the eighteenth century.

2.1 Josiah Wedgwood and Cost Accounting

With the advent of the Industrial Revolution in the late eighteenth and early nineteenth centuries, ac¢ounting
developed into a profession. The practice of cost accounting became prevalent as business owners and| managers
sought to understand how best to make their businesses as cost efficient as possible.

Josiah Wedgwood (1730-1795), the owner of the famous English pottery factory and grandfather of Charleg Darwin,
was among the first to use cost accounting in businesses. He established his first pottery works in 1759. Wedgwood
initially made little use of accounting. High prices were charged resulting in substantial profits even though costs were
poorly tracked. The circumstances changed with the depression of 1772. Demand dropped, inventories rose, gnd prices
were cut.

. 2
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f In order to survive, Wedgwood turned to cost accounting. He examined the business books in detail, di$covered
inefficient operations and the importance of overhead. He was able to determine detailed costs for materials gnd labour
for each product. Overhead costs were analyzed and allocated as breakage and interest as well as transporfation costs.
The concepts of economies of scale and sunk costs were discovered. The large percent of fixed costs of his factory
suggested the importance of greater volume.

Based on his cost analysis, the high price policy for pottery was changed. Lower prices were charged differentially,
increasing demand and overall profit. The market could be divided between high-price high-quality products for richer
customers, while a mass market could be attracted with lower-cost lower-price products. Prices were based gn relative
costs and demand. Because of his timely adoption of cost accounting system, Wedgwood survived the depression,
unlike hundreds of his contemporaries, who could not. As estimated by Fleischman and Parker (1991) that onfy 10% of
Industrial Revolution firms survived through the 1840s.

Thus, Modern cost accounting originated during the industrial revolution, when the complexities of runnirlg large
scale businesses called for systematic recording and tracking of costs to help business owners and manggers make
better decisions. Evidently, cost accounting rescued entrepreneurs like Josiah Wedgwood during the chgllenging
periods in the economic history.

2.2 Managing costs - The Way Forward

In the early industrial age, most of the costs incurred by businesses were "variable costs" because t
directly with the amount of production. But, some costs tend to remain the same even during busy periods, which
included depreciation, maintenance, tooling, production control, purchasing, quality control, storage and Handling,
plant supervision and the like. Over the period of time, the volume of these "fixed costs" increased substantially due to
increased automation and technological advancements and allocating them arbitrarily to products led to bad decision
making. Managers were required to understand the importance of fixed costs in order to manage costs efficiently and
make better decisions about products and pricing.

3.0 GLOBAL MELTDOWN
3.1 Behind the catastrophe

The current global financial crisis began about two years ago in the United States high risk, sub prime hgme-loan
market and developed into a global credit squeeze, dragging down world economic growth. While the Unitgd States
remains the focal point, financial institutions in other countries have also been affected, reflecting the unreliabje global
financial conditions, weaknesses in risk management systems and prudential supervision. The financial crisis foincided
with the decline of the dollar, rising inflation and booming commodity prices. The crisis reflects a combination of|factors
such as weakening balance sheets of financial institutions, continuous fall in asset prices and the weaken|ng global
growth.

In recent years, the financial flows have gone far beyond the requirements of the real economy. Many novel financial
products were developed, whose risk levels could not be gauged. The excessive dependence of the United States on
cheap imports from China, its huge current account and budget deficits, the low interest rates to keep the [economy
stimulated and the decline of American domestic savings led to over extension of credit for housing, consumer goods
and other items. This led ultimately to a loss of confidence and collapse. The impact of the crisis has created turbulence
across the global financial systems. Apart from United States, the crisis has affected markets in Europe and several
developing countries including India and China. After witnessing higher GDP growth rates in the previous years, the
developing countries have shown signs of slowdown in 2008-09.

3.2 Features of current crisis:

There are some important features of the current economic crisis:
1) The crisis was triggered by excesses of financial system. It did not originate in the real sector of the econgmy. Real
Sector refers to the sector in which there are productions of goods and services through combined utilizatipn of raw
materials and other factors of production.
2) There are persistent current account deficits in the United States and low/ declining savings rate in advanced
countries.
3) Globalization proceeded rapidly in the recent period. Though it led to better allocation of resources, also rgsulted in
accentuation of inequalities among and within countries. It raises a question with concern whether glo
\ spreads prosperity or distress or both.
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/4) The current crisis appears to be basically due to regulatory failure in relation to financial markets. Sorr%

regulated segments.

5) There are pockets of vulnerabilities that are causing panic in the global financial system. The general re-
credit risk would increase the cost of external financing and reduced availability of funds in the emerging

3.3 Impact in India and the response

The year 2008-09 was a period of upheaval on many fronts. It placed considerable strain on the Indian ecor
economy slowed down considerably in the second half of 2008-09 in the wake of global meltdown. GDP gre
percent during the third quarter of 2008-09 compared to 8.9 per cent in the corresponding period of the previ

The collateral damage and impact of the global financial crisis on India has shown that Indian financial and
systems are more integrated with global systems than believed. The three channels -financial, real and confidg
affected India. Almost all sectors have showed signs of slowdown, with sectors like automobiles, textiles ang
have been badly affected. Stock prices have fallen by 60%. There was mounting pressure on domestic financ
for additional credit.

monetary measures at regular intervals, including reduction of Cash Reserve Ratio, Repo and Reverse Re
inject liquidity in the financial system in order to tackle the effects of crisis.

3.4 Impact on Indian Corporate Sector

The global financial crisis affected the performance of Indian corporate sector severely during 2008-09. Ir
growth for the period April - February 2008-09 decelerated to 2.8 per cent in comparison to 8.8 per cent during
period previous year. The Index of Industrial Production (IIP) recorded negative growth in December, 2008 and
2009.

The meltdown has affected India's external sector performance too. Exports have posted negative growt]
months in a row since October, 2008. Import growth, during this period has also weakened considerably an

to $105.3 billion from $ 69.3 billion in the previous year.

An analysis of the financial performance of sample companies for the quarter ending March, 2009 reveal
decline in net sales growth and contraction of net profit. Net sales grew by 8.7 per cent during the fourth quarte
09 in comparison to a growth rate of 23.7 per cent in the previous quarter and 25.6 per cent during fourth qua
previous year. Net profit contracted by 2.4 per cent in the third quarter and 1.0 per cent during fourth quarter of

However, the fiscal stimulus measures taken by the government and the Reserve Bank of India, appea
positive effects on the economy in the following months. The core sector index - encompassing electricity, cg
petroleum crude and refinery products and cement - slightly improved in April 2009, with a growth rate of 4.3% cq
to an average growth of 2.7% in 2008-2009.

3.5 Challenges and Priorities

The crisis led to lack of sales which, in turn, is due to lack of purchasing power among the masses. A larg
world's population is poor. There is large scale unemployment since many workers are laid off. Worker is also a g
When he loses his job, his purchasing power is drastically hit and market correspondingly contracts. While pr
increases, sales decrease, and recession sets in. Businesses require loans for their normal operations, but b
grant of loans which led to companies curtailing products, laying-off workers, reduced output and drop i
ultimately resulting in slowdown of economy.

The immediate priority is to ensure the financial system is liquid and able to meet the legitimate credit 1]

taken on time. Next, public spending is to be increased and the Government has taken adequate steps in thi
The government's increased expenditure has led to a high fiscal deficit of over 6% of GDP. Fiscal deficit is indi
government's borrowing needs to meet its expenditure. Large government borrowing can cause interest rate
sharply and thus can increase the cost of capital for the private sector.

parts of

Financial Markets are loosely regulated or not regulated at all. Funds were moved from more regulatefl to less
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arkets.
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negative territory in January and February, 2009. During April-December 2008-09 the trade deficit increased significantly
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different segments of economy. RBI's decision to reduce CRR and Repo/Reverse Repo rates are in the right difection and
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3.6 Need for a global answer

= The policy makers have proposed a variety of solutions to tide over the present crisis. The first priority is t()}nake the
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Kﬁnancial system liquid. The crisis has affected the global financial system. It requires a global answer. The entire global
financial system requires thorough review and overhaul of financial oversight and regulatory mechanism. It peeds an
integrated and global approach instead of a segmented, partial and national one. Banks and financial institutions require
greater disclosure, more oversight and improved risk management to cure the contagion. The emerging economies
should support policies to strengthen their domestic demand, create employment opportunities and facilitate greater
exchange rate flexibility to play a more dynamic role in global growth. Asian economies have a huge backlog tojmake up
in basic infrastructure, which can be a powerful instrument of stimulating demand in the Asian region.

4.0 LEADING INADOWNTURN
4.1 Low-cost quality products

In order to turn around the economy, mass production is required to be accompanied by mass consumptiopn. As the
European, American and the creamy layer of other developing markets are already saturated, companies areleyeing the
middle-class consumers of developing countries, such as India and China.

India has the world's largest middle-class. Many companies like Tata, HCL and Reliance are targeting the Indian
middle class with low-cost and high quality products and services. The Indian manufactures have to manage[to reduce
the cost and at the same time maintain the quality of the product or service offered. The best example of low-cost high
quality product of an Indian MNC is Tata's Nano. It is a wonder to make such a car with a price tag of Rupees pne lakh,
while sticking to Euro IV norms. Tata Nano shows how localtechnology can be used to cut costs without compfomising
on the quality.

Various Indian retail chains have become successful by focussing on the cost part. Similarly, Air Deccan hals opened
the way for low-cost airlines in India, followed by other private airliners to attract the Indian middle-class by dffering
fares that are as low as the First Class AC ticket fares of Railways. The mobile service providers have confinuously
reduced the cost and made call rates affordable to middle-class customers.

4.2 The Low-cost challenge

Adopting low-cost strategy involves some challenges. The primary challenge is to maintain both quality of the
product and profits. Indian companies have'to reengineer the processes to reduce the costs. As the profit margin is very
low, the profit comes from the volume only. Another issue is of hidden costs. Many times companies give the main
product for a cheap price, but hike the after sales service costs. The mobile set is cheap but the call rate is higher when
bought together. Vehicle is less expensive but fuel-efficiency is low, resulting in additional expenses for conspmers in
the long run. Companies should try to innovate and come up with low-cost high quality products.
Another challenge is to overcome the 'cheap product' image. Many people think that low price means comprpmise on
quality. The product structure of low-cost products and services contain only the core product or the servic* and are
called "no-frills" products. When Air Deccan launched the airlines, it cut in-flight meals and baggage space on the
airport, which led to economy class with more seats and higher productivity. Adopting "No-frills" products should not
result in lowering quality.

5.0 COST MANAGEMENT -KEY TO SURVIVAL

5.1 Price, Profit and Cost - The changing equation

In the era of globalisation, organisations are striving to offer customers the maximum value at minimum Wossible
price. The concept of pricing has undergone paradigm shift over the years as given below:

In the controlled economy Cost Price + Profit = Price
In the competitive market Price - Cost = Profit / Loss
In the globalised market Price - Profit = Cost

Thus, in the present scenario, price is market-determined, profit is industry-determined, and cost is the only parameter,
which a firm can control and manage efficiently and effectively for survival and growth.
Today, with global competition and economic meltdown on the one hand, and highly demanding custonh]ers and
dwindling lifecycles of products on the other, organisations are finding themselves in the midst of predicament.
Providing maximum value at minimum possible price is an arduous task, since it is indispensable to earn rhinimum
profits and maintain cash flow to survive the slowdown. Trying to control the uncontrollable factors like price and sales
kare unwise in the market oriented global economy. J
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K Strategies like the low cost initiatives call for an effective framework to control and manage costs and to rhaintain
both quality and profits. Since cost determines the profitability and companies are able to exercise control ovef cost, the
only key option available to them is to turn towards managing costs effectively to address the seemingly pafadoxical
situation of offering more value at lesser price and still maintain profitability during turbulent times of the econgmy.

5.2 Cost Management

Cost Management is a company-wide, systematic and structured approach, which provides a holistic franmework to
control, reduce and eliminate costs, throughout the value chain. This process of managing the financial outcome of
activities encompasses all operations, internal and external. Cost Management is a comprehensive management philo-
sophy for proactively managing the resources of the business by integrating it with the strategic and opgrational
aspects, horizontally as well as vertically. It has got a broader focus on various aspects of costing methodology, unlike
traditional costing systems. It is not only concerned with how much something costs but also with the factors that drive
costs, such as cycle time, quality and process productivity.

Cost management encompasses both cost accounting and management accounting and requires a deep understanding
of firm's cost structure. A sophisticated understanding of a firm's cost structure can go a long way in segrch of a
sustainable competitive advantage. Cost management provides crucial information concerning quality related pctivities,
cost of quality and important new insights into crucial areas of concern of management today. The cost management
philosophy is considered as a process and not a function.

5.3 Total Cost Management

Total Cost Management (TCM) can be described as a management planning and control system to be adppted by a
firm to enable it to greatly enhance its competitiveness, involving the following:

e Identifying and measuring the cost of resources consumed in performing the significant activities/processgs of the
firm.

® Determining the efficiency and effectiveness of the activities / processes performed.

e Identifying, evaluating and implementing the most appropriate methodologies to enhance the competitiveness of
the firm with a view to achieve long term cost leadership.

TCM involves selection and implementation of various tools of cost management as appropriate to the

inbound and outbound supply chain players of companies and also have integrated the environmental congerns with
the cost management system.

Considering the importance of the cost management process as the nucleus of competitive strategies| the apex
Industrial body like Confederation of Indian Industry (Cll) has positioned Total Cost Management framework quite
persistently for the past several years.

5.4 Tools and Techniques of TCM
Activity Based Costing / Management

Activity Based Costing (ABC) is a method of measuring the performance of the activities, according to their
consumption of the resources, in terms of cost and apportions these costs to the products. This brings aboyit changes
in costing systems to allocate overheads to products, more accurately. This change in the system is so dyrjamic, that
product profitability and profitability of a customer segment becomes feasible. The underlying assumptior] is that
activities drive the costs, which are driven by the product or customer. Using ABC to improve a business |s called
Activity-Based Management that brings the full benefits of ABC to the organisation. With Activity Based Costipg, the
cross subsidisation of products can be assessed more accurately, enabling the right decisions to meet the low-cost
\challenges.
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Garget Costing

Target costing is a structured approach to determine the cost at which the proposed product with specified furjctionality
and quality must be produced to generate the desired level of profitability when sold at its anticipated selling| price. It
starts with understanding what price the customer will pay and sets target costs based on this price. This is bgsed on the
premise that 90% of the cost of the product is embedded at the design stage itself. Initially, the firm uses market research
information to determine the prices customers are willing to pay for the product, given its functionality, quality pnd the
substitute products offered by competing firms. From this price, the firm subtracts the profit margin required t¢ satisfy
its stakeholders and to fund the research and development of future products. The resulting quantity, is the jallowable
cost of the product. Thus, Target Cost is equal to Sales Price minus Profit Margin.
Life Cycle Costing

Life Cycle Costing (LCC) is the economic assessment of alternative designs, construction or other inv@stments
considering all significant initial and ownership costs over the economic life of each alternative, expressed in equivalent

economic units. For newly developed assets, LCC includes research and development cost, production cogt, system
operating cost, replacement costs of failed components and disposal costs at end of life. LCC's objectives are to

minimize the total cost of ownership of the system and to quantify design parameters such as reliability and maintainability
over a longer period of time.
Balanced Scorecard

Balanced Scorecard (BSC) is a proven and effective performance measurement tool in the quest to capturdg, describe,

and translate intangible assets into real value for all of an organisation's stakeholders and in the process} allowing
organisations to successfully implement their differentiating strategies. BSC is a concept helping to translatg strategy
into action. It is derived from the vision and strategy of the company and reflecting the most important aspects of
business, consisting of four different perspectives - Financial, Customer, Process and Learning & Innovatign - from
which a company's activities can be evaluated.

Supply Chain Management

In today's cost sensitive environment, Supply Chain Management (SCM) comes into sharper focus, highlighting the
need for highly efficient optimum-cost, time-oriented, and wastage-minimized outbound supply chains. Thg supply
chain is a network of relationship among trading partners. The content of these relationships sets the pperating
characteristics of the supply chain, including the ability of the chain to support channel-wide costing. [Hence,
understanding these relationships is critical to choosing the right costing approach for the chain.

Strategic Cost Management

Strategic Cost Management involves cost analysis in a broader context, where the strategic elements begome more
conscious, explicit and formal. Here, cost data is used to develop superior strategies to gain sustainable competitive
advantage. It consists of four stages - formulating strategies, communicating strategies through the organisation,
developing and carrying out tactics to implement the strategies and developing and implementing controls. Ac¢ounting,
Costing and Financial information plays key roles at each of the four stages. Strategic Cost Management is the managerial
use of cost information explicitly directed at one or more of the four stages

6.0 CREATIVITY, INNOVATION AND ACCOUNTING - THE COST MANAGEMENT ROADMAP

Indian families commuting on scooters inspired Mr. Ratan Tata to create the Peoples' car, Tata-Nano. Jhe revolution
in Telecommunication sector is an example of how innovation has created a vibrant industry and millions of jobs|in India.

Creativity is a mental process involving the generation of new ideas and concepts. Innovation is the prpcess of
applying such creative ideas in a specific context. In business, the term innovation refers to the entire procesg by which
an organization generates creative new ideas and converts them into novel, useful and viable commercial |products,
services and business practices. The new generator of wealth will result from the understanding of the relationship
between creativity, innovation and accounting.

6.1 Creating and Maximizing Value in turbulent times

Creativity can benefit every function of an organization including accounting. Activity Based Costing is an accpunting
invention and it has impacted businesses with a profound and positive effect on profits. General Electric, Cqca Cola,
Google, Virgin, Microsoft and Apple are a few good examples of harnessing the multiplier effect of creativity - griving
innovation, driving accounting and when executed well, producing maximum value. The renewed emphasis on greativity
kmust be realized in order to sustain challenging times and to propel economic growth.
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understand the drivers of value (quality and profitability) and successfully integrate strategy (creativity), man
(innovative ways of applying creativity) and accounting (balancing creativity and innovation with efficien
effectiveness).

Thus, V=E (CIA). Value (V) is equal to the successful execution (E) of .........

The current economic environment has led to unprecedented challenges and uncertainties for companie
adopting a defensive posture and focusing on controlling costs, managing cash flow and developing con
plans in the present scenario, managers are required to think about how the current economic environmen
them opportunities to create and maximize shareholder value.

7.0 SOLUTIONS TO SUSTAIN THE SLOWDOWN

Despite the economic slowdown, it is imperative to keep moving the organization forward through meetin
new partners, being smart with inventory, conducting market analysis and relentlessly supporting .custom
Management is focused on remaining optimistic during economic challenges.

7.1 Process and Systems Improvements

With the slower economy, companies can explore process and systems improvements that will create ef
and improve customer satisfaction. This may include improvements in information systems, purchasing, |
management practices and other areas. They do not necessarily require significant incremental capital spendir
when companies are trying to conserve cash. Rather, it indicates the opportunity to use employees and othe
that are underutilized. Particular consideration may be given to process and systems improvements that wil
company in securing a differentia! advantage over its competitors (e.g. improving order accuracy or on-time d
A sustainable competitive advantage leads to greater customer loyalty and serves to enhance shareholder

7.2 Best Manufacturing Practices

The best practices of successful manufacturing companies are to be disseminated by providing a pla
sharing success stories within the industry. This may include low cost automation, layout changes in procesg
and assembly operation, lead time reduction, equipment related design changes, new technology introductio
modification, Kaizen based cost reductions, savings on energy cost, material and tool cost reduction, elimi
minor stoppages and defect rate reduction.

7.3 Effective Inventory Management

Inventory is one of the major areas for managing costs effectively. Inventory devours capital, becomes obs
and consumes space and manpower while just stored. Inventory also hides other wastes. Managing inve
reflection of overall manufacturing effectiveness. It requires effective monitoring to weed out wastes and obso
to keep the cost to the minimum. Kaizen, Kanban and Just-In-Time (JIT) are the effective techniques for ir
management.

7.4 Material Handling and Warehouse Management

This is another area for achieving cost efficiency. It requires a deeper understanding of the characte
warehouse management systems, activity profiling and zoning that can help in design of warehouses, co
parameters in warehouse operations and global logistics. Enterprises should identify non-value adding &
eliminate wastes and reduce production costs.

7.5 Incurring overhead strategically

Wai-mart and Cisco systems have incurred heavy overhead costs on Information Technology and wsg
systems to improve the outsourced manufacturing models, by keeping their inventories lower. The goal is to f
where to add overhead and why. Even if there is no direct cost savings, the opportunity loss are to be cons

7.6 Redistributed manufacturing

It means taking manufacturing to the point of purchase to ensure low cost of production and to create livelil
people in rural areas, improving supply chains to bridge the urban-rural divide and creating products to meet
of the bottom of the pyramid.

7.7 Restructuring jobs and treating employees

( In more detailed terms, business people including accountants need to take a holistic view of an organization to
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Employees are an organization's most important assets. Instead of laying people off, companies can restj

cture jobs
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(

o focus on new activities. While considering lay off, the cost of rehiring and retraining, once the economy pi
to be considered. Even while working with a leaner staff and tighter budgets, if heavy workloads and intense deadlines
converge, temporary resources may be brought in to support the core team. This will bolster employee morgle while
helping to keep the overtime costs in check.

7.8 Accounts receivable / payable automation

With the onset of cloud computing and new technology, companies can take advantage of Internet-based outsourcing
to reduce the accounts receivable / payable processing costs.

7.9 Effective opportunity risk manage-ment

By focusing only on the downside of risk, companies can overlook opportunities that provide significant possibilities
for organizational innovation and new competitive advantage. Developing sensitivity to what competitors avoid pecause
of perceived insurmountable risk can also yield new opportunities.

7.10 Looking for hidden casualty

There is considerable scope for cost management in the financial decisions. Reducing the inventory holding time,
shortening accounts receivable collection period, lengthening accounts payable period, speeding up operating cycle,
managing financing cycle, restructuring debt, trading debt for equity by selling some stocks to pay off debt, neducing
debt by selling of some assets, leasing instead of buying and reducing dividends are some of the major argas of cost
efficiency during downturn.

8.0 FROM CHALLENGES TO OPPORTUNITIES - THE ROAD AHEAD

Companies may be facing unprecedented challenges due to the recession. But, there is room for optimism.
are known to push people into entrepreneurship. The challenges could indeed be converted into opportunities [supported
by timely reforms. Strategic organizations use times of uncertainty to redefine priorities, reinvent themselyves and
redesign their operations. This approach helps them prepare their workforce to respond swiftly to new priorities as the
economy improves. As history shows, many companies that take a chance on reinventing themselves during adownturn
have emerged stronger.

Staff members can be a pivotal source of information about shifting customer needs. They are likely to Know the
means of cutting costs and improving process productivity. They are to be encouraged to regularly share theirlideas and
experiences by working every day on the front lines. One hallmark of "Recession proof companies is their abilityjto make
decisions with an eye towards the future. There are opportunities to take talent available in the country and|deploy it
towards innovation. The world is desperate for new business models - how to do things more efficiently and effectively.
Green manufacturing is something the country can focus on and specialise in. The irony is that each one of these issues
can turn into an opportunity or a bottleneck. Therefore, one has to proceed with caution. Striking the right|balance
between boldness and caution is where wisdom lies.

8.1 Leading the Sustainability Efforts

Cost and Management Accountants (CMAS) are to enable the corporates to wither away the recessign and to
achieve sustainable development. Sustainability involves three key issues of economic viability, enviropnmental
stewardship and social responsibility. A company shall be economically viable while protecting the environment and
operating in a socially responsible manner. Creative problem solving and well-rounded business knowledge afe keys to
add value to shareholders. CMAs can assist the management in its Sustainability efforts to achieve the orggni
chosen value proposition.

CMAs possess the ability to evaluate the organisation's financial reporting system and to develop, imple
assess an appropriate risk management strategy, duly considering the risk profile of their organizations. Re
leads to increased shareholder value. The skill set and competency of CMAs to manage change and innoval
long way in rebuilding confidence, overhauling the financial system and developing improved risk management te
which were affected badly by the current meltdown, and also play a lead role in achieving sustainable devel

9.0 CONCLUSION

Cost leadership is definitely a competitive advantage. Cost advantage is becoming an integral part of any
strategy and is an essential tool to improve the competitive edge. The tools and techniques of Total Cost Mahagement
work towards this objective. This will provide the organisation with the conceptual framewaork for effective management
Kof its costs. By successful deployment of cost management, the TCM enabled companies would be the benthmark of
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is the right choice for today's and tomorrow's business survival and success.

As experienced by Josiah Wedgwood, cost accounting played crucial roles in times of economic crisis. Cost Ad
was only at nascent stage in the late eighteenth century. So, among the entrepreneurs, only some could S
crisis during that period, because of cost accounting data/techniques and many did not.

However, remarkable progress has been achieved in the field of cost accounting over a period of time. Many
advanced tools / techniques are available on cost management at present. Hence, tremendous opportunities &
for the business organisations to survive in the current global meltdown and make a turnaround.

With cost management at the centre-stage, as a clinical pathology available to cure the financial conta
survival and success rates of organisations in the present global meltdown can be phenomenally higher thal
prevailed during the times of Josiah Wedgwabd.

—

TCo_st_l\_/lanagement: Key to Survival in Current G_Io_bgll_l\/leltdo

Guruprasad D Student of ICWAI
Ractivities and fall in real GDP (gross domestic product) per capita, over a sustained period of tim
specifically, in terms of period, a recession is defined as a period when GDP falls (negative real economig
for at least two consecutive quarters. It means that there must be a fall in real output for 6 months. Recessior
is further confirmed if there is 1.5% rise in unemployment within 12 months. Recession is normally preceded by
quarters of consistent slowdown.
In times of uncertainty and harsh economic conditions, the instinctive reaction of most companies is to cut
necessity is the mother of invention, then recession is surely the mother of cost reduction. In fact, some of
significant developments in cost, reduction methodologies for organizations have often been driven by major
industry downturns.

Panic-induced cost-cutting in turbulent financial times can be counter productive and damaging to a busin

ecession: The buzz word much heard in the recent past. Recession is slowdown or fall in

companies must think strategic management, not just the bottom line.
The Dawn of Recession

In general, the economy which grows over a period of time tends to slow down the growth as a part of thg
economic cycle. The reason why recession takes place is when consumers lose confidence in the groy
economy and are not able to spend or choose to spend less. The consumer is not ready to spend as therg
apprehension regarding security. This bearish mindset thus has a spiral effect on the overall economy.

This negative sentiment results in lower volumes of sales and lower profitability, growth of businesses slov
or stops. Particularly the businesses dealing with non-essential types of goods and services are adverse
because this is what the consumers stop buying first. The consumers go conservative; this leads to decreas
consumption which further causes a slump in production.

Reduced production increases the qualms of liquidity. Working capital of producing organizations te
dwindle and they cannot run their organizations effectively. Many a times the organizations cannot supp
monthly payrolls and layoff their employees which increases unemployment lowering further the purchasin
of the consumers. The consumers grow more conservative further reducing the demand in market thus ¢
inward winding vicious negative spiral.

The companies’ bleak future: further takes a hit because of negative sentiment growing in the market attri
the fall of stock prices. Institutional investors stop investing in stocks, slumping share prices closer to their fa

(the ideal cost structure of the respective sector they are operating in and would become iconic in stature. Costmnagement
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These days businesses being interdependent locally as well as globally, all of these intertwined events res
Land global slowdown resulting in a recession. LY
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( Recession —a — Snapshot =
Unemployment Rises up
Personal savings Likely to rise
Consumer confidence Lowers down
Consumption Falls
Demand Falls
Profitability of business Falls
Share prices and stock market Falls
Investment Falls
Inflation Lowers down
Government tax revenue Lowers down
Government borrowing Rises
Government spending Rises

A different set of challenges!

Recession in a broader sense poses a very different set of challenges. These challenges are very different|
being faced in day-to-day business activities. A special consideration towards these challenges is a mus
suitable strategies. Various industries have devised segment specific approach to counter this downturn.
have evolved metrics to map their performance both internally and externally. In specific,  the manufacturi
has responded to a series of recessions by adopting new strategies for improved quality while ‘doing more

preventative manufacturing (TPM) in the early 1990s. More inclusive approaches such as Lean Manufac-turin
Sigma were more widely implemented in the late 1990s and early 2000s. Each new approach to cost reduction
lessons learned in the past. Renewed outlook is necessary to magnify our under-standing. A forward-look
approach which helps in developing new perspectives, that reflect current market conditions, in specific, hig
recent changes in cost structures. Therefore, companies should ask how the current economic downturn
today's cost reduction approaches and how they can move beyond the tried and tested methods of previol

Cost elements in an organization are clear indicators of its functionality. Before digging deep into ones' 0
modules, effort is to be made to understand how this recession is different from previous downturns. The com
needs to consider what elements of cost structure have changed the most since the last recession. Today'
already passed a number of dismal milestones, including being classified by many industry commentators as

with the sheer magnitude of these market declines, the crisis is unprecedented because companies are now
only on cost reduction — the norm during any recession — but also on cash release. A recent leading
business leaders found that 85 percent of respondents saw cash management as a key priority, and 24 percer
it as their top priority for 2009.

This recession is also unprece-dented because cost reduction is being driven to a much greater degree
factors. Previous cost reduction responses have been focused internally, improving performance from a histd
and showing sustained benefit. So-far as companies could show these improvements, they were given the be
doubt. Today, however, a widespread concern around financial viability has prompted many financial instity
retreat into the most conservative assessment methods.

Accordingly, companies must now prove their cost control credentials in relation to market modules. Any p4g
stating or stating references: 'Better than last year' is no longer the appropriate reference point. Companies |
that they fare better as compared to market conditions and companies operating under special circumstances
some concession. Companies are expected to unambiguously disclose information on cost management. Hav.
focus on Cost management from the beginning pays-off at this instant.

Cost Structures & Cost Drivers
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L Cost drivers can be categorized into two, (1) Structural cost drivers are derived from the business strategy
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Kunderlying economic structures such as scale and scope of operations, complexity of products, use of tech
and (2) Executional cost drivers are derived from the execution of the business activities such as capacity u
plant layout, work-force involvement, etc,. With this understanding we can now identify two significant chan
have emerged since the last recession.

® The first and the most obvious change is that many of the cost reduction opportunities amenable to TQ
and Six Sigma strategies have already been captured. Nowhere is this more significant than in the mal
sector, where previously defined levels of manufacturing excellence have now become the norm. A
the hunt is on for new fields of opportunity, which increasingly appear at the boundaries between proce
departments. As an example, many manufacturing companies lack sufficient integration between their su
and finance functions. Most manufacturers recognize that determining true customer profitability by tak
account cost drivers such as credit and logistics is simply good practice. However, there are always uncle
about poor visibility of cash flows — often caused by inadequate linkages between operations planning
financial functions.

The second change in cost structures involves the extent to which cost drivers now lie outside the formal bq
of the company. Volatile commodity prices and exchange rates, increased financial pressures on suppliers g
downturns have all introduced uncertainties that require a different set of topis for cost control / red
Understanding the true costs of low-cost sourcing, and weighing supply chain risk into your equations is a
but necessary discipline that should be mastered.

In short, the current recession demands much more than a traditional, inward-facing perspective. In fact, w
that cost management & cost performance is relevant only in relation to an external viewpoint, and companij

become masters of their external cost drivers as much as they have mastered their internal ones.
Cost Control & Cost Management

Cost control generally follows this empirical formula that when the economy deteriorates, companies shoul
costs to become profitable again. This cut-and-slash approach of Cost Control can lead to a loss of custd

market share. Also may lead to unsustainable turnover of experienced staff, and inefficiencies in the long tq
unsystematic approach often involves short term thinking and hasty decisions.

In comparison, Cosf Management holds that cost should not be reduced at the expense of business st
that costs must be managed for economic value. Costs should not be managed in isolation to each other, but g
regards to the value generated from the costs spent. Hence Cost management connotes broader perspg
control to an un-initiated may mean cutting down the incurrence of cost or expenditure every time or in every g

Cosf Control often compels organizations at difficult times to downsize by way of retrenching. A brief introsH
would reveal that the costs involved in hiring a manger in terms of

® Recruitment cost

® Training cost

® Cost of lost production &
® Opportunity cost, etc.,

would far exceed the retention cost of the employee. It would be a sensible approach to use retrenchment as a
unless the organization is 100% sure that the staff is definitely no longer required for the long foreseeable fu

vacation. Retrenchment can lead to low morale (which can be already low in such situation) and diminish the cq
reputation as a good employer.

Cost Management: A Better Strategy

Making profits or running with surpluses is an essential objective of any organization whether a business org
or otherwise. Irrespective of business model the core principle of any business entity remains the same.

The basic formulae to understand this is:
Profit = Revenue - Overall Cost§Price x Units Sold) (All Expenses)
One can earn more profits by:
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“ [

® Selling more units
® Reducing costs

In globally competitive environment, increasing the price is not always feasible; Pricing strategies are nof
enough to alter frequently and hope for quick results. Lost market share due to price increase may be a bitte
sallow. Erratic price fluctuations may also mislead market and shareholders on business prospecty
company. Thus price increase is not a very suitable option to increase profits.

By advent of this argument of not. increasing the price, one has to resort to increasing the sales vo
decreasing the costs. On doing quick calculation, we find that:

® Increasing the sales volumes by say, 5% will increase the profit by only by approx. 5%. This is. because
component in the costs also tend to increase with increase in sales volume.

reduction of cost may be variable or fixed.

By this we infer - the strategy of cost reduction is more viable to sustain the profits and not mere increase
Increase is sales cannot be easily achieved in times of economic downturn.

Having decided to focus on Cost component, there are two ways of looking at as to how products or serv|
their costing cycle.

Conventional Way

Cost = Direct Labor Cost + Direct Material Cost + Overhead Cost

Activity Based Costing (ABC)

Various activities are performed in producing the marketable goods or services.
Activities attract resources like man, machine, material, money, time and information.
These resources would invariably be transformed to money or cost.

e o0 0 Do

Of the above two methodologies the conventional way of costing leads more into Cost Control appr
discussed earlier). This approach is not a sensible way of dealing with Cost component.

The ABC approach is more prudent in its methodology. To carry out a value chain analysis, ABC is a neces
To carry out ABC, it is necessary that cost drivers are established for different cost pools. This has in its roots i
Management approach.

Cost Management: Toolkit

® Controlling Seven Notorious Wastes: Below listed activities are often considered as waste or non value-
processes. These activities should be targeted with prime force

1. Waste of overproduction'.

May lead to unwanted finish goods (FG) inventory pile-up, locking of working capital and also result in high
consumption.

2. Waste of waiting: Time spent waiting for raw materials, spare parts - if attending a breakdown. Also,
on hold due to lack of key information is considered waste and cost to company.

3. Waste of transportation: Improper planning and lack of coordination is all cost to company.
4. Waste of processing itself:

Many a times lack of proper process gineering may lead to unwanted processes adding minimal or no v3
process.

Number of activities multiplied by costs attached to the resources consumed by the activities = Overall stt
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® Onthe other hand reducing the overall cost by 5% may increase the profit in the range from 20% to 45%. This
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5. Waste of stocks: Non optimal planning in any supply chain would lead to increase in inventory and pile up d
6. Waste of motion: Layout planning in a shop floor, for example, is as important as any other measure to ¢
waste & reduce cost.
7. Waste of making defective products/services. Controlling Cost of Poor Quality includes
® Preventive costs
Ko Appraisal costs j
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(o Internal failure costs

® External failure costs

Cost Reduction Methods

The right approach for the right time
Keynote 1: Determine Value and Cost Drivers

First, determine the drivers of the existing cost base. Managers must understand value and cost drivers
they interact.

® A value driver is "anything within or outside the business, in the present or future that directly or indirect
to cash inflow generation".

® A costdriver has an almost identical definition, except in this case it is anything that generates cash
instead of inflow.

By viewing costs and their associated contribution to value this way, companies can assess which costs Ig
highest value-add, and which ones are superfluous to the business. Value drivers derive from value to the cug
example, improved product quality, or delivered value such as an increase in sales or an improvement in corpo
and brand value. Cost drivers must consider the entire life cycle model of costs, both short and long-term.

For example, a supermarket looking to reduce costs might be considering buying a fleet of new trolleys
conventional cost cutting approach, this may mean reducing the number of trolleys ordered from 5,000 to 2
ordering from a cheaper supplier for a lower price. Cost Management takes into account the fact that custo
become disgruntled with the lack of trolleys available and the poor quality of a trolley's deviating wheel. These ¢
may then decide to shop elsewhere, making the savings counterproductive.

Keynote 2: Strategic Cost Analysis
To cut costs strategically, consider the two following questions:

What is the 80/20 split? Determine which 20 per cent of costs offer 80 per cent of the opportunities fa
reduction in costs.

Which costs can be re-engineered? Some costs are easier to reduce than others. Behavioral cost drivers, f
the amount of stationery used by employees, is more easily modified than structural cost drivers such as §
factory used in production.

Keynote 3: Strategic costs reduction
These two steps allow businesses to reduce costs without damaging long-term strategic prospects:

Protect key value drivers and optimize long-term value. Many businesses fall back on cost cutting in ady
training and recruitment in the economic downturn, simply because these expenses are not structural cg
and are easy to turn on and off. However, taking a longer term view of costs and strategy, a business sl
consider how lessened market visibility, unskilled staff and insufficient employees will impact the compari
future.

Review and reduce costs. Based on the cost analysis performed in Keynote 2,change, remove
activities that do not contribute to an increase in sales, cash flow or opportunities for the business. Some
are finding a cheaper supplier without compromising on quality or stopping direct mail marketing if the
been no sales generated form this method. Businesses must think outside the box.to find ways of decreg
while also improving long term sustainability in line with strategic goals.
Keynote 4: Controlling Non-Value Adding Activities

Every product or service goes through series of processes. These Processes are essential for normal fun
organization. These processes are step by step activities. These activities may be value adding or non-val
Therefore, reduce and finally, eliminate non-value adding activities. One such thought process is to invest mor
adding activities, provided the expected returns are more than cost of investment. This approach is a better s
Cost manage-ment.

Keynote 5: Internal Benchmarking
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(u
expertise to beat internal targets. A company can determine its real position in the market by using both int
external databases of cost comparators.

Keynote 6: Sustainable approach

Clear notion has to be injected in the very beginning of any Cost management strategy. Planning has to be
both immediate cost reduction and for ongoing cost management. Successful companies start their cost camp
before the onset of the economic downturn. Their aim is not only to survive the downturn but also to be well po
when the economy recovers. Sustainability should be the watchword of one's activities only then the full force
management can be felt effectively.

Keynote 7: Be aggressive but focused

Companies have to adopt an aggressive but focused stance towards their cost management. In many
organizations use an approach, based on private equity valuations of their business. This approach re
unrealized value of business and focuses on areas where costs can be reduced. By doing so, only present
& value driven process gets highlighted. This brings with it an inherent deficiency. This approach fails to i
valuable resources devoted to poor opportunities.

By following the investments in a disciplined and realistic way, companies can monitor their valuable resour
are being devoted to poor opportunities. Case in point, a highly paid production engineer who might save a few
off machining time would be more in focus and discussion while significant costs from unreliable supply deli\
largely unchallenged.

Keynote 8: Exploring new opportunities
Cost be it in any form, should be looked upon from a variety of angles No stone should be left unturn
standard accounts are designed to show costs in ways that make reporting easy rather than making cost dr

transparent. Different methods of accounting may be considered for better understanding of cost drivers. Co
costs from a process viewpoint, a full lifecycle viewpoint (total cost of acquisition), and total cost of ownership

opportunities. For example, tax is often seen as a given, and yet this is possibly an area for cost reductio
strategies such as tax efficient supply chain management.

Keynote 9: Act quick
Organizations capability in terms of time management and its skill sets should be considered in impleme
strategic measure. When projects are seeded, care needs to be taken to realize the projected savings &
Procrastination would not only delay the project but would also deprive anticipated savings. Cost reduction
combined approaches of accounting and subject matter expertise should be evaluated. If such skill set is
internally, external consultants/ agencies may be approached for such implementations.
Keynote 10: Risk Management
Basic principle of Cost management starts by identifying and avoiding unnecessary costs. With the increas
of business failure, supply chains have never been more fragile. Balancing your pursuit of cost reduction
appropriate appetite for risk is critical. Holistic view of ones value stream has to be in consideration for
management measure. Some of your suppliers may be under serious financial stress in these times of downt
fine; if they handle a window cleaning contract but not so good if they are the sole source of a critical compo
References:
°

Strategic Cost Management: The New Tool for Competitive Advantage by Shank and Govindarajan
Recession Management & Cost management control: Prodcons Group

® \Weathering the Storm: Cost Management in a Recession & Cost management in turbulent times: new rules and tools

economy -KPMG International
® Cost Management Needs Order, Stamina, AllBusiness: John Morgan
°

Driving down cost: How to manage and cut costs - /Andrew Wileman
Doing-Business-In-The-Recession - Stantan
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Notification

4,

Salient features of MOU signed by ICWAI with CBEC on 13.4.2010

MOU signed between ICWAI and Central Board of Excise and Customs (CBEC) will come into effect w.e.f 13.4.2010

Only members in practice are eligible to act as Certified Facilitation Centre (CFC) for ACES, where the assessees of
Central Excise and Service Tax can avail the facility to file their returns and other documents electronically along with
associated facilitation on payment of specified fees.

Cost Accountant (S) in practice and each partner (in case of firm of Cost Accountants) should possess experience of
at least one year in practice;

Technical Eligibility Criteria (Infrastructure Requirements)

In order to be eligible for approval as a Certified Facilitation Centre, the applicant must have the following minimum physical
and technical infrastructure/ facilities:

0

(i)
(i)
(v)
v)
(vi)
(vii)

Office Space measuring a minimum of 100 sq. ft. and equipped with at least two counter seats for service and 4-5 waiting
seats;

Two Pentium Class - IV PCs with Colour Monitors and Min. | GB RAM, USB Ports, Floppy Disk Drive, and CD Writer.
A desk-jet or laser printer;

A flat bed scanner (above 600 DPI);

Broadband Internet connectivity or higher;

Dependable Power Supply arrangements including UPS.

Fax and Phone facility;

(viii) At least one trained staff person who can operate the systems;

(™)

e "o a0 o

The Computer system should be equipped with the following software:
Windows 2000 / Windows XP

Web browser |IE 6.0 or above, Netscape 6.2 & above

Adobe Reader V.7.0.5

Java Runtime Environment (JRE)

PDF Converter and Anti-virus Software

HDD 80 GB or more

MS Excel 2003 or above

Schedule and scope of Services and Maximum charges for various Services.

The CFC shall provide the following technical and non-technical services with maximum permissible rates mentioned against
each one of these services. The rates for services indicated herein are maximum indicative rates and these rates are exclusiv
of the statutory fees/ taxes payable to the Government in respect of all services:

1

Digitisation and/or E-filing of Central Excise and Service Tax Documents. Currently, ACES has made available the
following returns which can be filed both online or by using offline downloadable utilities:

Excel Utilities for Central Excise Returns - ER1, ER2, ER3, ER4, ER5, ER6 and Dealer's Return
XML Schema for Central Excise Returns - ER1, ER2 and Dealer's Return
Excel Utility for Service Tax Return (ST3)

Further, the assesees can carry out many on-line transactions such as online registration , amendment to the registra:
tion form , filing various claims, intimations, and permissions, refund claim, request for provisional asssessement and
export related documents. They can also file replies to show cause notices and appeals to Conmmissioner( Appeals)

Fees:The CFCs can charge their customers fees for the services rendered at the maximum rates indicated below:

Sr.No.| Service Rates / Charges

1

Data Entry of Returns (Filling-up of e-Returns) Rs. 50/- per page subject to
a maximum rate of Rs. 600/- per Retyrn

Data Entry of Forms other than Returns Rs. 100/- per page
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Scanning of Documents and conversion to PDF format Rs. 5/- per page

Laser Printing (B&W) Rs. 5/- per page

Uploading Returns with ACES Rs. 200/-per return

Attaching Documents with e-Form Rs. 1/- per page

Viewing Documents Rs. 50/- per 30 minutes

Apply for and procurement of DSC for users R&/4per DSC

OO |IN|o |k~ |W

Use of DSC by CFC operator to facilitate e-filling for the
client along with Disclaimer Rs. 20/- for each signature use.

Services other than those listed above as may be
offered by the CFC At market-driven rates

i

i)

iv)

Vi)

vii)

Vi)
x)

Obligations of the CFC

The CFC shall appropriately display the Certificate issued by ICWAI;

It will provide services on payment basis and the service charges shall not exceed the amount indicated in the schedule
of charges indicated in the scheme and it must prominently display the details of service charges chargeable by the
CFC in respect of various services as mentioned in para 6.2 above ;

It will ensure that all the facilities are in good working condition at all times and reliable connectivity is maintained.

It will undertake work on behalf of its client, after obtaining legally valid authorization on behalf of the management of
the client, the original copy of which should be kept by the CFC on records for at least a period of five years, or such
other period as may be prescribed by CBEC, from time to time, for verification by the authorized persons of CBEC/
ICWALL. It will be the responsibility of the CFC to take all due and reasonable care to ensure that the person on whose
instructions, he/she carries out work in ACES, is duly authorized by the client to do so.

Before uploading documents on behalf of its clients to the ACES website, the CFC will take signature of the authorized
person on each page of the hard copies of the documents to be uploaded and keep copies on their records for at leas
a period of five years, or such other period as may be prescribed by CBEC, from time to time, for verification by the
authorized persons of CBEC/ICWAI.

It will not use the user ID and Password of its clients for transactions in ACES and shall always use its own user ID and
Password or its own valid DSC, as and when permitted to be used by CBEC, for carrying out transactions on behalf of
its clients in ACES. In case of any dispute, the decision of CBEC shall be final.

It will be responsible for proper and legally valid operation of the Digital Signature Certificate (DSC), during the validity
period of the DSC, issued by a Certification Agency, if such service has been facilitated by the CFC to the end-user.
It will keep accounts of all statutory fees / payments in respect of the services provided by it.

It may be subject to inspection by persons authorized by CBEC or ICWAI, as and when required, and during the
inspection or enquiry, CFC shall provide full co-operation including providing statements, relevant records /docu-
ments for inspection and if required, allow them to take the original records/documents, against acknowledgement,
after retaining attested copies for their own use. ICWAI and CBEC can also take any other legal action, as it may deem
fit and proper, against the CFC, under any other law, rule, regulation or scheme in force.

In case of a partnership firm, any change in constitution shall be intimated to the ICWAI forthwith and in case of
admission of a partner, the firm shall submit a duly signed undertaking of the responsibilities and accountabilities (as
mentioned in the application form) by the new partners.

In case the CFC chooses to close down the CFC, it will do so with one month's notice to CBEC and ICWAI and;

shall surrender the Registration Certificate to ICWAI,

submit the documents collected from the clients to the concerned Range Officer of Central Excise/ Service Tax and
obtain acknowledgement thereof and submit the copy of such acknowledgement to ICWAI;

ICWAI will intimate CBEC for cancellation of user-id & password allotted by CBEC to the CFC

Members in practice have to apply to ICWAI for the certificate to act as Certified Facilitation Centres subject to
fulfilling the eligibility criteria as above.

The Certificate of Registration for a CFC under the Scheme will be valid for a period of one year, unless the scheme is
modified, withdrawn or the Certificate is suspended or cancelled before that as per the provisions of this scheme.
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Request for Comments on Exposure Draft of CAS

The Council of The Institute of Cost and Works Accountants of India has approved the release of Exposure Draft Cost
Accounting Standards on Cost of Service Cost Centres as recommended by the Cost Accounting Standards Board (CASB),
the standard-setting body of the Institute on March 27, 2010. The CASB's proposed standard may be modified in light of
comments received before being issued as a standard in final form.

Please submit your comments on the proposed ED, preferably by email, latest by May 14, 2010.
Comments should be addressed to:

The Secretary,

Cost Accounting Standards Board

The Institute of Cost and Works Accountants of India,
ICWAI Bhawan, 3rd Floor

3, Lodi Road, Institutional Area,

New Delhi

Email responses should be sent to: casb@icwai.org
Copies of this exposure draft may be downloaded from the ICWAI website at http://www.icwai.org.

Exposure Draft of CAS -
Cost Accounting Standard on Cost of Service Cost Centre

The following is the Exposure Draft bring uniformity and consistency in the4.3 Cost Object: This includes a
of COST ACCOUNTING STANDARD principles and methods of determining ~ product, service, cost centre,
(CAS) on "COST OF SERVICE COST the Cost of Service Cost Centres with  activity, sub-activity, project,
CENTRE" for comments. The standardeasonable accuracy. contract, customer or distribution
deals with methods of determining thes_ Scope channe_l or any other unitin relation
COST OF SERVICE COST CENTRE. In . - to which costs are finally
this Standard, the standard portions 1S standard should be applied to  ascertained.
have been set in bold italic type. Thes&§0St statements which require, , pioct Materials: Materials the
are to be read in the context of thélassification, measurement, assign- g5 of which can be attributed to
background material which has been séf€nt, presentation and disclosure of 5 ot object.
in normal type. B Servi e including, 5 pirect Employee Cost: The cost of
1. Introduction fhose requiliigafiestation, employees which can be attributed
11 This standard deals with the* toa_Cost Object in an economically

principles and methods of  Thefollowing terms are beingused ~ feasible way.

determining the cost of service cosin this standard with the meaning4.6 Direct Expenses: Expenses relating

centres. specified. to manufacture of a product or

1.2 This standard covers the servicd.1l Abnormal cost: An unusual or rgndgfrin(jg] 2 s;_er|\(/ic;e, "_"Eicﬁ can be
cost centres other than utilities as  atypical cost whose occurrence is : t?ntltlethort;\n 5 i W'E[ ¢ te GOISt
defined in CAS-8. usually irregular and unexpected CYEELOfE" than SIS

) i L or Hue (ol e direct employee cost . Examples of

1.3 T_hls_standard deals with the e . e Direct Expenses are royalties
principles and methods of  situation of th€ production or  .parged on production, hire
clas_smcatlon, measurement and  operation. charges for use of specific
assignment of Cost of Service Cosy 2

Definitions

Administrative overheads: Cost of

equipment for a specific job, cost
Centres, for determination of the
Cost of product or service, and the
presentation and disclosure in cost
statements.

2. Objective
The objective of this standard is to

408

all activities relating to general
management and administration of
an organisation. Administrative
overheads shall exclude any

overhead relating to production,4.7

operations and marketing.

of special designs or drawings for
a job, software services specifically
required for a job, travelling
Expenses for a specific job.

Distribution Overheads:
Distribution Overheads:
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4.10Marketing overheads: Marketing

Distribution overheads, also
known as Distribution Cost, are the
costs incurred in handling a meaning and are used
product from the time it is ready for interchangeably.

despatch until it reaches the413selling Overheads: Selling
ultimate consumer. Overheads, also known as Sellin
The cost of any non manufacturing  Costs, are the expenses related to
operations such as packing, sale of products and include all
repacking, labelling, etc. at an  Indirect Expenses in sales
intermediate storage location will management for the organization.

be part of distribution cost. 4.14Service Cost Centre: The cost
Finance Costs: Costs incurred by centre which provides auxiliary
an enterprise in connection with  services across the organization.

the borrowing of funds. This will  The cost centre which provides
include interest and commitment  services to Production, Operation
charges on bank borrowings, other oy other service cost centres but

borrowings, amortisation of

discounts or premium related to
borrowings, amortisation of N L

A . . Explanation:
ancillary cost incurred in

connection with the arrangements A Service cost centre renders
of borrowings, finance charges inServices to other cost centres / other

respect of finance leases otheMnits / related parties of an enterprise
similar arrangements and exchangé”d in some cases to outside parties.

Overheads and Manufacturing
Overheads denote the same

is a service cost centre.

service cost centre shall be treated
as a distinct cost object for
measurement of the cost of
services rendered by the cost
centre.

%.2.1 Cost of services for own

production shall comprise direct
material cost, direct employee cost,
direct expenses and factory
overheads.

5.2.2 Cost of services for the purpose

of inter unit transfers shall
comprise direct material cost, direct
employee cost, direct expenses,
factory overheads and distribution
overheads.

manufacturing process or operatiorb.2.3 Cost of services for the inter

company transfers shall comprise
direct material cost, direct employee
cost, direct expenses, factory
overheads, distribution overheads
and share of administrative
overheads.

differences arising from foreign EX@mples of service cost centres arg.2.4 Cost of services rendered to

currency borrowings to the extent'aboratory, welfare services, safety,

they are regarded as an adjustmerfi2nsport, dispensary, school, creche,
to the interest costs . The termdownship etc.

Finance costs and Borrowing costgt.15Standard Cost: A predetermined

are used interchangeably. cost of resource inputs for the cost
Imputed Costs: Hypothetical or  object computed with reference to

notional costs, not involving cash

outlay, computed for any purpose.  efficient operating conditions.

Overheads are also known aseference to compare the actual costs

Selllng and Distribution Overheads.with the standard cost with a view t054

4.11 Normakapacity: Normal Capacity determine the variances, if any, and

4.12Production Overheads: Indirect

is the production achieved oranalyse the causes of variances a
achievable on an average over ke proper measure to control them.”

number of periods or seasonsstandard costs are also used for
under normal circumstances takingstimation.

into account the loss of capacity4 b S gyl

resulting from planned maintenance.™ L el Y "’_IC' Ity
created to safeguard against the
failure of the main source of

costs involved in the production L
services.

process or in rendering service.

The terms Production Overheads:"_"
Factory Overheads, Works5.1 Each identifiable and quantifiable

Principles of Measurement
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set of technical specifications andg 5

Standard costs are used as scale of

5.6

outside parties shall comprise direct
material cost, direct employee cost,
direct expenses, production
overheads, distribution overheads,
share of administrative overheads
and marketing overheads.

Finance costs directly incurred in
connection with the service cost
centres shall not form part of the
service department cost.

The cost of service cost centre shall
not include imputed costs.

5 Where the cost of service cost

centres is accounted at standard
cost, the price and usage variances
related to the services cost centres
shall be treated as part of cost of
services. Usage variances due to
abnormal reasons shall be treated
as part of abnormal cost.

Any Subsidy/Grant/Incentive or
any such payment received/
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5.9

receivable with respect to any
service cost centres shall be
reduced for ascertainment of the
cost to which such amounts are
related.

The cost of production and®6-
distribution of the service shall be6.1
determined based on the normal
capacity or actual capacity
utilization whichever is higher and
unabsorbed cost, if any, shall be
treated as abnormal cost . Cost of 8.2
Stand-by service shall include the
committed costs of maintaining
such a facility for the service.

Any abnormal cost where it is
material and quantifiable shall not
form part of the cost of services
cost centres.

5.10 Penalties, damages paid t%

statutory authorities or other third
parties shall not form part of the /-1
cost of services cost centres.

5.11 Credits/recoveries relating to the

service cost centre including
charges for services rendered &
outside parties, if not material, shall8.1
be reduced from the total cost of
that service cost centre. 1.

5.12 Any change in the cost accounting

principles applied for the
measurement of the cost of service.
cost centres shall be made only if,
it is required by law or for
compliance with the requirements

of a cost accounting standard, or &.
change would result in a more
appropriate preparation or
presentation of cost statements of,
an enterprise.

Assignment of Cost 5

Where the cost of services
rendered by a service cost centr
is not directly traceable to a cost™
object, it shall be assigned on the
most appropriate basis.

The most appropriate basis 017'
distribution of cost of a service cost
centre to the cost centres8.
consuming services is to be derived
from logical parameters which g,
could be related to the usage of the
service rendered. The parameter
shall be equitable, reasonable ang2
consistent. '

Presentation

Cost of service cost centre shall be
presented as a separate cost head
for each type of service in the cost
statement, if material.

Disclosures

The cost statements shall disclose
the following:

The basis of distribution of cost of
each service cost centre to thé.3
consuming centres

The cost of purchase, production8.4
distribution, marketing and price of
services with reference to sales to
outside parties

Where the cost of service cost
centre is disclosed at standard cost,
the price and usage variances

The cost of services received from
/ rendered to related parties .

Cost of service cost centre incurred
in foreign exchange.

Any Subsidy/Grant/Incentive and
any such payment reduced from
cost of service cost centres.

Credits/ recoveries relating to the
cost of service cost centres

Any abnormal cost excluded from
cost of service cost centres

Penalties and damages paid
excluded from cost of service cost
centres.

Any change in the cost accounting
principles and methods applied for
the measurement and assignment
of the cost of service cost centre
during the period covered by the
cost statement which has a material
effect on the cost of service cost
centre shall be disclosed. Where
the effect of such change is not
ascertainable wholly or partly the
fact shall be disclosed.

Disclosures shall be made only
where material and significant.

Disclosures shall be made in the
body of the Cost Statement or as a
foot note or as a separate schedule
prominentlya

January 28,

HEARTY CONGRATULATION

To our member, Shri Ram Singh on being appointe
Director (Finance) at Engineers India Limited w.g.

2010.
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Extension of time for submitting essays for Competition

We have been receiving representations from students and members that owing to time constraint relating to
accounts finalisation and examination pressures, many have not been able to send their entries to the secon
Essay Competition on time. We are heextending the last date for receipt of entry to 1%5May.

Please note thepic for membersis :

Role of Cost and Management Accountants in Changed Scenario

Andtopic for studentsis:

Corporate and Social Responsibility- Expectations from Cost and Management Accountants

Participants are required to comply with the terms and conditions of the Competition and submit their entries
complete in all respect, failing which their entries will not be considered.

The competition is open for all Indian Nationals.

In theGeneralcategory, Grad CWAs, members and students of ICWA| above 25 years are eligible to participate.
In theStudentscategory, only students of ICWAI in the age group 17- 25 years are eligible to participate.

First prize: Rs.20,000/-, Second Prize: Rs.15,000/- and Third prize: Rs.10,000/- in each category.

Terms and conditions

1. Entries may be submitted by individuals or jointly to Deputy Director (Research & Journal), ICWAI, 12 Sudder Street,
Kolkata-700016.

Essay can be coauthored by student of ICWAI or member of ICWAI or Grad CWA only.
Essay should be in English only.

The essay should be accompanied by a declaration by the participant of the essay to confirm that it is original and that
it has not been published earlier. Wherever required, reference must be quoted. This condition is mandatory.

5. Participants are required to clearly furnish their name, age, status- student/ member, address, email, phone number and
one photograph along with the essay.
6. Participants shall be responsible for ensuring that all the information supplied by them regarding themselves is true,

correctand complete. They shall keep the Institute informed of any change in information about them till the com petition
is over.

Entries should not exceed 5000 words.
The matter should be type written on one side of the page in 1.5 space. Each page should be signed by the participant/s.
. Last date of submission 150 May, 2010.
10. Entries received after the last date will not be considered.
11. Entries received shall be the property of ICWAIl and may be used freely.

12. ICWAI shallnot be liable for any loss or damage of any nature incurred by the participant as a result of their panticipatio
in the competition. Participants shall indemnify ICWAI againstany damages howsoever arising from their participation
in the com petition.

13. Participants shall comply with all national and international laws pertaining to Intellectual Property Rights.
14. Any or all of the terms of competition may be changed by ICWAI at any time without prior notice.

15. ICWAI reserves the right to stop or suspend the competition without assigning any reasons.

16. The award winners will be intimated by email/ post.

17. In case of any dispute or difference of opinion, the decision of ICWAI will be final.

18. Prizes will be given ata function organized by ICWAI. The winners will be provided second class AC return train fare or
air ticket at the discretion of ICWAI. Lodging and boarding will also be provided as per Institute’s rules.
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WIRC Seminar on Cost and Strategic Management for Growth of SME Sector

4 )
fi;:&%_ WESTERN INDIA REGIONAL COUNCIL
8 )5 OF
;{%ﬁiﬁ The Institute of Cost and Works Accountants of India

Ser up under act of Parliament
(Founder member of IFAC, CAPA and SAFA)
NRGANISES ONE DAY SEMINAR ON

COST AND STRATEGIC MANAGEMENT
FOR GROWTH OF SME SECTOR

Drane Wednesday the 189th May, 2010

Venue 1 Bhaldas Sabhagrih, Read No. 1, Near Mithibai College., Juhu Scheme,
Vile Farle (West) Mumbal - 400 056

Time ) 9.00 a.m. to 600 p.m.

Fees K=, 1,500/- For Company Delegates / Members of TCWALCIMATCSITCAL

Ra 1000 for self sponsored Practising Cost Accountants
Fa. 750 for spudents of TOWAT, CIMMA, TCSI, ICAL & MBA

CEP Hours 3 CEP credit for ICWAI members - 4 (four) hours.

KNOWLEDGE PARTNER :
CHARTERED INSTITUTE OF

MANAGEMENT ACCOUNTANTS
e Rl o
IN ASSOCIATION WITH
— SMALL & MEDIUM BUSIMNESS
@ f;:'.:::l DEVELOPMENT CHAMEBER OF INDIA
Mty and

mcm MAHARASHTRA CHAMBER OF COMMERCE,
INDUSTRY AND AGRICULTURE

SPOMNSORS :

ST BT 10 " @E - - ¥
State Bank of ndia = R:ltll'ljj‘_-.

Professioeal Risk Opsainon

STATE BANK OF INDIA IDBI BANK CARE RATINGS

The Institute, set up in 1944 o develop the profession of cost and management accountancy in India,
ir & foundar mambar of intarnational accounting bodies like IFAC, CAPA and SAFA. The Parliomsent

passed the Cost and Works Accountants Act in 1959, It got the assent of the President of India on 19th
May 1859

[he SME Sector comprises about 98% and 99% of total establishments in USA and Japan. Its share of
coiployment o these counieles 15 53% and 72%. SME enterprises ao present ooniribuce nearly 17% af
India’s GDF, which is expected to increase to 22% by 2012, This sector accounts for 95% of the industrial
units, is contributing arcund A0% of manufacturing cutput, Is the second largest empleyer after the
agricultural sector and enjoys around 40% of exports in India.

J
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WIRC Seminar on Cost and Strategic Management for Growth of SME Sector

professional

This sector faced many unforeseen challenges during the last few years due to abnormal increases
and decreases in prices of petroleumn products, impact of sub-prime meltdown in econemy all over
the world, strain on financial sector universally and high inflation. All these factors have affected
their capital requirements for keeping pace with speedy revival of Indian Economy. Besides many
regulatory changes are taking place like new Companies Act, IFRS, GST. OTC, LLP. ste. )

The Seminar aims to focus on Cost and Strategic Management issues to improve the contribution of
EME Sector in the entire GDT, We capoct abueul 1100 delegaies o equip them o manage risks o
solve complex real life situations either as an entrepreneur, an executive or a self emplayed

IMROGRAMMLE COMMITTEE

CAMA Manubhai Desai
CMA Amit Apte

ChMA PV Wandrekar
ChA Dincsh K. Birla
ChMA AB, Mawal
CMa G.R. Paliwal
ChiA Aruna Somsan
CMA 5.G. Marasimhan
CMA Ashish Thatte

; Chairman, WIRC
- Vice Chatrovan, WIRC
! Han. Secretary, WIRC
Treasurer, WA
' RCM, WIRC
i RCM, WIRC
Cr-upaed Member-E0000 WIRC
- Programme Co-ordinater WIRE
2 FProgramme Co-ordinator, WIRC

SOUVENIR

The Institute is bringing out a souvenir on this occasion. Kindly send your advertisement for projecting
vour arganisation o diverse partcipants as per the devails contained in the Advertizement Order
form enclosed herewith.

Please send your registration in attached form along with fees by Clegques ¢ DD payable at Mumbai
in favour of *“WIRC OF ICWAL" to:

Western India Regional Council of

The Institute of Cost and Works Accountants of India,
4t Floor, Rohit Chambers, Janmabhoomi Marg, Mumbai 400 001
Phana: 2287 2000 § 2204 3416 Fax: 2287 0763 = Emuail: admin®icwal-wirc.org

PROCRAMME SCHEDULE

(00 A KA, 09,30 4k Tea f Begistratian

0030 A M. 1030 ABL Ineuguration

(L | 1000 & kL TEA

10 T & A 12100 BRI Crowth Opportunitics for SME Sceiar For D030

12.00 MOON 0.0 P.0M Cost / Strategic Management for Sustaining Growth

(41,00 P 0200 F.M LIUUMCH

02,00 MM 03,00 kA Regulatury Climnges fur Accelerating Growth

03.00 F.M. 03,30 .M Success Stories in SME Sector

03.30 P O 000 AL TEA

04,00 P.M 05,00 P apecial Financlal Products for SME Sector

0500 P 05.30 Pk (ipen Farim far Disosssions

05-30 PM. 0600 P Comncluding Session
R J
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WIRC Seminar on Cost and Strategic Management for Growth of SME Sector

(" oy N
;;‘_' ]’* WESTERN INDIA REGIONAL COUNCIL OF
¢4~ The Institute of Cost and Works Accountants of India

REGISTRATION FORM FOR DELEGATES FOR SEMINAR ON
COST AND STRATEGIC MANAGEMENT FOR GROWTH OF SME SECTOR

Date : Wednesday, the 159th May, 2010

Venue - Bhaidas Sabhagrih, Road No. 1, Near Mithibai College, Juhu Scheme,
Vile Parle (West), Mumbai - 200 036

Time ;900 AM. TO 6.00 PM.

Fees : Rs. 1,500/- For Company Delegates / Members of ICWALCIMATCSLTCAL

Rs. 1,00M)- for self sponsored Practising Cost Accountants
Rs. 7500- for students of ICWAIL, CIMA, ICSI, ICAT & MBA

T

WESTERN INDIA RECIONAL COUNCIL OF

The Institute of Cost and Works Accountants of India.
4th Floor, Bohit Chambers, Janmabhoomi Marg, Mumbal - 400 001
Fax: 2287 0763 » Email: admin®icwai-wirc.org

Please register the following delegates for the Seminar :

5 No. Name Diesignation Phone Email

LS e e e o i s i % = s i e s St

2]

3

4]
We enclose herewlth Cheque /DD No ..ociiianndB8. s casiariassanaas s sr = ne s = naran
T e P ——— o In favour of WIRC OF TCWAL

Name of the Organisation

Communicatinn Address

Fhone MNos.! bMobile
E-mail

Signature

Thegignation! Heal
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WIRC Seminar on Cost and Strategic Management for Growth of SME Sector

- )

0. WESTERN INDIA REGIONAL COUNCIL OF
e The Institute of Cost and Works Accountants of India

FORM FOR ADVERTISEMENT IN SOUVENIR FOR SEMINAR ON

Lusl AN STHATEGIU MANAGEMENT FUK GROWILIH OF SME SECTUR
| yate . Wednesday, the 1 gGeh May, 2010
Venue - Bhaidas Sabhagrih, Road No. 1, Near Mithibai College, Juhu Scheme,
Vile Parle [(West) Mumbal - 400 056

Tirome 900 AN, TO G.00 PId.
To

WESTERN INDIA REGIONAL COUMCIL OF

The Institute of Cost and Works Accountants of India,
dth Floor, Rohit Chambers, Janmabhoomi Marg, Mumbai - 400 001
Fax. 2287 0783 = Email. '.-LdllLllL@'lq:w;-LI-'.-'.-I:l'-c:.ulg

Please book the following space in the souvenir to be published by you on the occasion of seminar
on Cost and Strategic Management for Growth of SME Sector

Souvenir Advertisement Tariff

Back Cover page Rs. 50.000(-
Inside Cover Page Rs. 25,000V
Colour Page on Art Paper Rs. 15,000
Colour Page (Urdinary Printing Faper ) .. K, 10, 000-
Ohrdivaan ¥ [l preyges R, 7, 5000-

Art material for printing in Souvenir is enclosed

Uur Cheque.! demand draft No. ... B8 v l0F B8 e,
R M, s’ e o i AR i ittt s 2R A
craeremrenreeres BFANCH, 10 favour of “WIRC OF ICWAT™ pavable ar Mumbai is enclosed herewith,
Yours truly.
Mame of the Organisation

Communication Address

Phone Mns Mdnhile F-mzil
Sipnature

Diesignotion’ Scal e 1 T e e B T e e T 2 A v S e S
. 2
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Examination Notification - ICWAI

The Institute of Cost and Works Accountants of India
EXAMINATION TIME TABLE & PROGRAMME - JUNE 2010

PROGRAMME FOR SYLLABUS 2002 PROGRAMME FOR SYLLABUS 2008 (REVISED)
Day, Date Final Intermediate Intermediate—2008 Final—2008 Foundation
&Time 9.30AM.to 2.00M.to 9.30AM.to 2.00M.to 2.00PM.to
12.30PM. 5.00P.M. 12.30P.M. 5.00PM. 5.00PM.
Friday, Operations and Project|  Costand Management]  Financial Accounting Capital Market Analysi S
11th June, 2010 Managementand Contrgl Accounting & Corporate Laws
Saturday, Advanced Financial Information Systems ) Financial Management e
12th June, 2010 Managementand and Technology & International Finance
International Finance
Sunday, Strategic Management BusinessLawsand | Commercialand Industrid ~ Management Accountirjg— I
13th June, 2010 and Marketing Communication Skill | Laws and Auditing Strategic Management
Monday, Strategic Tax Business Taxation Applied Direct Taxation  Indirect & Direct— —
14th June, 2010 Management TaxManagement
Tuesday, Management Accountingt- Management Accounting- Cost&Management | ManagementAccountingt-  Organization and
15th June, 2010 Decision Making Performance Manageme| Accounting Enterprise Performance|  Management Fundameftals
Management
Wednesday, | ManagementAccounting- Advanced Financig A Advanced Financfal Accounting
16th June, 2010|  Financial Strategy and Accounting Accounting & Reportifig
Reporting
Thursday, Cost Auditand Auditing Operation Management Cost Audit & Economics and
17thJune,2010f  Management Audit and Information Systenjs  Operational Audit Business Fundamentals
Friday, Valuations Management Quantitative Applied Indirect Taxatiol Business Valuation| Business Mathematics &
18th June, 2010 and Case Study Methods T Management Statistics Fundamentals
EXAMINATION FEES
Stage (S) Final Examination Intermediate Examination Foundation Course Examination
One Stage (Inland Centres Rs.800/- Rs.700/- Rs.700/-
(Overseas Centres) US $ 100 US $ 90 US $ 60
Two Stages (Inland Centreg) Rs.1600/- Rs.1400/-
(Overseas Centres) US $ 100 US $ 90

1. Application Forms for Foundation Course, Intermediate and Final Examinations are available from Institute's HeadquartSrsdderl2,
Street, Kolkata, Regional Councils and Chapters of the Institute on payment of Rs. 30/- per form. In case of overseas, danuislate
available at Institute's Headquarters only on payment of US $ 10 per form.

2. Last date for receipt of Examination Application Forms without late fees is 10th April, 201@nd with late fees of Rs. 200/- is

20 th April, 2010.

3. Examination fees to be paid through Bank Demand Draft of requisite fees drawn in favour of the Institute and payable at Kolkata

4. Students may submit their Examination Application Forms along with the fees at ICWAI, 12 Sudder Street, Kolkata -70001@nat Regi
Offices or Chapter Offices. Any query can be sent to Sr. Director (Exam.) at H. Q.

5. For June 2010 term of Examinations questions on the subjects - "Business Taxation" and "Strategic Tax Management" for
Syllabus 2002 & "Applied Direct Taxation", "Applied Indirect Taxation" and "Indirect & Direct - Tax Management" will be set
considering the Finance (No.2)Act, 2009 involving Assessment Year : 2010-2011.

6. Examination Centres :Agartala, Ahmedabad, Allahabad, Asansol, Aurangabad, Bangalore, Baroda, Bhilai, Bhopal, Bhubaneswar, Bilaspur,
Bokaro, Berhampur(Ganjam), Calicut, Chandigarh, Chennai, Coimbatore, Cuttack, Dehradun, Delhi, Dhanbad, Durgapur, Ernadated, Fa
Ghaziabad, Guwabhati, Hardwar, Howrah, Hyderabad, Indore, Jaipur, Jabbalpur, Jalandhar, Jammu, Jamshedpur, Jodhpur, Kalyan, Kann
Kanpur, Kolhapur, Kolkata, Kota, Kottayam, Lucknow, Ludhiana, Madurai, Mangalore, Mumbai, Mysore, Nagpur, Naihati, Nasik, Neyv
Noida, Panaji (Goa), Patiala, Patna, Pondicherry, Pune, Rajahmundry, Ranchi, Rourkela, Salem, Shillong, Surat, Thrisisapalliruch
Tirunelveli, Trivandrum, Udaipur, Vellore, Vijayawada, Vindhyanagar, Waltair and Overseas Centres at Dubai and Muscat.

7. A candidate who is completing all conditions will only be allowed to appear for examination.

8. Probable date of publication of result : Foundation - 2nd August 2010 and Inter & Final - 22nd August 2010.

C. Bose
Sr. Director (Examination)
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CAT Examination Notification

THE INSTITUTE OF COST AND WORKS ACCOUNTANTS OF INDIA
EXAMINATION TIME TABLE & PROGRAMME - JUNE 2010
CERTIFICATE IN ACCOUNTING TECHNICIANS (CAT)

Day & Date Time Foundation Course (Entry Level) Part - 1
Tuesday, 15th June 2010 02.00 P.M. to 05.00 P.M. Organisation and Management Fundamentals
Wednesday, 16th June 2010 02.00 P.M. to 05.00 P.M. Accounting
Thursday, 17th June 2010 02.00 P.M. to 05.00 P.M. Economics and Business Fundamentals
Friday, 18th June 2010 02.00 P.M.t0 05.00 P.M. | Business Mathematics and Statistics Fundamentals

Day & Date Time Competency Level Part- I
Friday, 11th June 2010 09.30A.M.t0 12.30 P.M.| Financial Accounting
Saturday, 12th June 2010 09.30 A.M.t012.30 P.M] Applied Statutory Compliance

Examination Fees
Inland Centres Foundation Course (Entry Level) Part - 1 Rs. 700/-
Competency Level Part- I Rs. 700/-

Application Forms for CAT Examination will be available from Directorate of CAT at "ICWAI Bhawan", 3, Institutional
Area, Lodi Road, New Delhi - 110003. Cost of form Rs.30/- per form.
Last date of receipt of Examination Application Forms without late fee is 10th April 2010 and with late fee of
Rs.100/- is 20th April, 2010.
Examination Fees to be paid through Bank Draft of requisite fees drawn in favour of "ICWAI A/C CAT" payable at New
Delhi.
Students will send their Examination Application Forms along with the fees to Directorate of CAT at "ICWAI Bhawan",
3, Institutional Area, Lodi Road, New Delhi - 110003.
Examination Centres : Agartala, Ahmedabad, Allahabad, Asansol, Aurangabad, Bangalore, Baroda, Bhilai, Bhopal,
Bhubaneswar, Bilaspur, Bokaro, Berhampur (Ganjam), Calicut, Chandigarh, Chennai, Coimbatore, Cuttack, Dehradun,
Delhi, Dhanbad, Durgapur, Ernakulam, Faridabad, Ghaziabad, Guwahati, Hardwar, Howrah, Hyderabad, Indore, Jaipur,
Jabbalpur, Jalandhar, Jammu, Jamshedpur, Jodhpur, Kalyan, Kannur, Kanpur, Kolhapur, Kolkata, Kota, Kottyam, Lucknow,
Ludhiana, Madurai, Mangalore, Mumbai, Mysore, Nagpur, Naihati, Nasik, Neyveli, Noida, Panaji (Goa), Patiala, Patna,
Pondicherry, Pune, Rajahmundry, Ranchi, Rourkela, Salem, Shillong, Surat, Thrissur, Tiruchirapalli, Tirunelveli, Trivandrum,
Udaipur, Vellore, Vijayawada, Vindhyanagar, Waltair.
A candidate who is fulfilling all conditions will only be allowed to appear for examination.
Probable date of publication of result : Foundation Course (Entry Level) Part - 1 is 2nd August, 2010 and Competency
Level Part-Ilis 22nd August, 2010.
C. Bose
Sr. Director (Examination)

v

The Examination Committee of the Council of ICWAI at its 268 eting decided to open new examination
centers at

NOTIFICA TION I

(a) Jabalpur (Center Code 127) (b) Kannur-Kerala (Center Code 223) and (c) Noida (Center Code 425)

with effect from June 2010 term of examination.

While selling the existing Examination Application forms the Chapters and Regions are requested tg inform

the students accordingly.

-

C. Bose
Sr. Director (Examination) P’

the management accountant, May, 2010 419



Notice

The CONTINUING EDUCATION PROGRAMME DIRECTORATE IS ORGANSING FOLLOWING PROGRAMMES. FOR
FURTHER DETAILS and on-line registration VISIT OUR WEBSIHtp://mdp.icwai.org/ OR www.icwai.org (click the link
Management Development Programmes).

CONTACT PERSON

Mr. D Chandru

Additional Director (PD&P)

CEP Directorate,

ICWAI Bhawan, 3rd Floor

3 Institutional Area, Lodi Road

New Delhi-110 003.

Tel - 011-24643273 (D), 24622156/157/158

Name of the Duration Course coverage Venue Fee (Rs.)

Programme

Contract Management 16-19 June, e An Overview of Tender Hotel Howard The Programme is
2010 Procedure Johnson The Residential (Single

« Negotiation Skills & Techniques Monarch, Church | Room Basis)
« An Overview of World Bank | Hill, Off.

Procurement System Havclock Rd., Fee- Rs.30000/-
e Contracts — Concepts and Leg hJUdagamandalam

Issues (Ooty) — 643001. | Fee for _
. Contracts and their Management - 0423 Accompanying
« CVC Guidelines 2444418120 spouse

Rs.3000/- for all the
Check-in Time- three days

12.00 Hrs. on 1B
June, 2010 (Fee includes course
Check-out Time —| fee, course material,
12.00 Hrs. on 19 | accommaodation, all

June, 2010 meals and visits)
Management of 16-19 June, «  An overview of Service Tax Hotel Howard The Programme is
Taxation — Service Tax} 2010 «  Export & Import of Services Johnson The Residential (Single
VAT, Excise & o Valuation of Taxable Services | Monarch, Church | Room Basis)
Customs, TDS and «  Service Tax Credit — Eligibility, | Hill, Off.
Proposed GST Availment Procedures and Havclock Rd., Fee- Rs.30000/-
problem Areas Udagamandalam
o CENVAT Credit (Ooty) —643001. | Fee for
« VAT — General Issues & Tel- 0423 Accompanying
BEablems 2444418/20 spouse

Rs.3000/- for all the
Check-in Time- three days
2.00 Hrs. on 1B
une, 2010 (Fee includes course
Check-out Time —| fee, course material,
12.00 Hrs. on 19 | accommaodation, all

e Issuesin TDS - Impact on
Direct Taxation

* Issues & Problems in Excise an
Customs

e Proposed GST

June, 2010 meals and visits)
WORKSHOP ON IFRS| 7, 8 & 9 July, » Basic of IFRSs Hotel The Park, 15 Rs.15000/- (Rupees
CONVERGENCE 2010 « Financial Instruments Parliament Street,| fifteen thousand only)
By Dr. TP Ghosh . Consolidation Issues New Delhi-110
«  First Time Adoption of IFRS | 001 The Programme is

Tel-23743000 Non Residential
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Notice

FORATTENTION OF MEMBERS
ICWA OFINDIAMEMBERS BENEVOLENT FUND
OBJECTIVE
The Fund has been created to provide:
1. Outright grant of prescribed amount to the beneficiary in the event of death of a member of the Fund.
2. Financial assistance of prescribed amount repayable in prescribed manner by the members of the Fund in case

of financial distress due to prolonged illness or temporary loss of employment, illness of spouse/dependent
children of member of the Fund; and education of dependent children of deceased member of the Fund.

Beneficiary means member of the Fund including dependent spouse/dependent children/parents/dependent minor
brothers and sisters of the member of the Fund.

PROCEDURE OF MEMBERSHIP

An Associate / Fellow Member having paid up to date membership fees to the Institute can become a Life Member
of the Fund on application being made in the prescribed application form along with a remittance of Rs.500/- (one
time payment) by a Demand Draft favouring 'ICWAI Members Benevolent Fund'payable at Kolkata. The application
form can be collected from the headquarters of the Institute at Kolkata or downloaded from the website of the
Institute www.icwai.org. Soft copy of the application form can also be sent on requisition made to e-mail:
membership.kb@ icwai.org .

For the purpose of obtaining benefit from the Fund, a member should ensure to pay his up to date Associate/Fellow
membership fees to the Institute and his name should continue to exist in the Register of Members of the Institute.

FORATTENTION OF MEMBERS
PAYMENT OF MEMBERSHIP FEES

Members of the Institute who'are having outstanding membership dues have been communicated individually to pay
their dues. In addition, their due position is also uploaded on Institute's website www.icwai.org under the option
Members->Member Details->Search Details & Check Dues. All members having outstanding dues are requested to
pay the same immediately.

Further, the Annual Membership Fee for2010-2011 for Associate and Fellow Members of titetenshall become
due and payable on 1st April, 2010 at.the following rates:

Associate Annual Membership Fee : Rs.500/- (Rs.125/- for members entitled to pay at reduced rate)
Fellow Annual Membership Fee : Rs.1000/- (Rs.250/- for members entitled to pay at reduced rate)

All members are requested to pay their respective membership fees along with arrears, if any, immediately for dues
upto 2009-2010 and not later than 30th September, 2010 for dues as on 1st April, 2010.

The fees may be paid by Cash/Demand Draft/Pay Order/Cheque at the Headquarters/Regional Councils/Chapters of
the Institute. The Demand Draft/Pay Order/Cheque should be drawn in favour of "The ICWA of India" and payable
at Kolkata. In case of outstation cheque not payable at Kolkata, Rs.30/- is to be added towards Bank Charges. In case
of payment made at the Regional Councils/Chapters of the Institute, the position will be updated upon receipt of the
remittance at the Headquarters.

NOTE:MEMBERS SHOULD ENSURE TO INDICATE THEIR NAME AND MEMBERSHIP NO.ON THE REVERSE
OF DEMAND DRAFT/PAY ORDER/CHEQUE TO BE DRAWN IN FAVOUR OF "THE ICWA OF INDIA" PAYABLE
AT KOLKATA IN CASE PAYMENT ISTENDERED BY DEMAND DRAFT/PAY ORDER/CHEQUE. IT SHOULD
ALSO BE ENSURED NOT TO ENCLOSE ANY OTHER INTIMATION ETC.ALONG WITH THE REMITTANCE
OF MEMBERSHIP FEE.
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Notice

FORATTENTION O

FMEMBERS

PROCEDURE FOR CHANGE OF ADDRESS

Members are requested to check their status from the option Members->Member Details->Search Details &
Check Dues on Institute’s website www.icwai.org and inform us the following:

U

1. | In case of any change in tlpgrofessional | Additional Director-cum-Joint Secretary
address and other particulars the same Membership Department
is to be intimated through a signed har@he Institute of Cost and Work
copy preferably in the forma{Format | Accountants of India
“A" - Please see Annexure 1) given |12, Sudder Street
below to: Kolkata - 700 016.
The signed intimation may also be sent
by fax to no. 033-22521723.
Otherwise, a scanned file of the signed
intimation - may be sent t Al
e-mail: membership.kb@ icwai.org
2. | If the journal mailing address is desired| Additional-Director-cum-Joint Secretary

to be changed as per the professiondMembership Department

address, the intimation igFormat “A™’
- Please see Annexure l)s also to be
made to:

The Institute of Cost and Work
Accountants of India

12, Sudder Street

Kolkata— 700 016.

Uy

The signed intimation may also be sent
by fax to no. 033-22521723.
Otherwise, a scanned file of the signed
intimation may be sent t Al
e-mail: membership.kb@ icwai.org

U

3.| In case of any change in thpurnal | Deputy Director (Research & Journal)
mailing address only, the same is to beThe Institute of Cost and Work
intimated through a signed hard copy pAccountants of India
by e-mail preferably in the formatl2, Sudder Street
(Format “B” " - Please see Annexure |)| Kolkata — 700 016.
given below to: e-mail:research@ icwai.ord

rnj.arpan@ icwai.org
422
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Notice

Annexure |
Format"A"

CHANGE OF ADDRESS IN THE LIST OF MEMBERS

NAME IN FULL :

MEMBERSHIP NO. :

QUALIFICATION :

ADDRESS :

IN BLOCK LETTERS

CliTAG

STATE :

PIN CODE :

PHONE NO. (OFFICE) :

PHONE NO. (RESDENCE) :

PHONE NO. (MOBILE) :

E-MAIL :

SIGNATURE OF MEMBER :

NOTE : PLEASE INDICATE N.A., IFANY OF THE COLUMNS IS NOT APPLICABLE.
Format"B"

CHANGE OF ADDRESS IN THE JOURNAL MAILING LIST

NAME IN FULL :

MEMBERSHIP NO. :

QUALIFICATION :

ADDRESS :

INBLOCK LETTERS

CIALE

STATE :

PIN CODE :

PHONE NO. (OFFICE) :

PHONE NO. (RESIDENCE)

PHONE NO. (MOBILE) :

E-MAIL :

SIGNATURE OF MEMBER :
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Notice

For Attention of Practising Members
GUIDELINES FOR RENEWAL OF CERTIFICATE OF PRACTICE

The members of the Institute holding Certificate of Practice having validity upto 30th June, 2010 are requested to
comply with the following guidelines for renewal of their Certificate of Practice:

1. Application for renewal of Certificate of Practice upto 30th June, 2011 has to be made in the prescribed Form ‘D’
duly filled in and signed on both sides together with Renewal Certificate of Practice fee for Rs. 500/- and all other
dues to the Institute omccount of annual membership fees and entrance fees. The annual membership fee for
Associate and Fellow Members are Rs. 500/- and Rs. 1000/- respectively. The entrance fee for Associate and
Fellow Members are Rs. 600/- and Rs. 500/- respectively payable at a time at the time of application for admission.
The fees may be paid by Demand Draft/Pay Order/Cheque payable atKolkata if remitted by postto the Headquarters
of the Institute. In case remittance is made through an outstation cheque, Rs.30/- is to be included towards bank
charges. The fees may also be paid directly by cash at the Headquarters or by Cash/ Demand Draft/Pay Order/
Cheque at the Regional Councils or Chapters of the Institute.

2. It may please be noted that under Section 6 of the Cost and Works Accountants Act, 1959, the annual membership
fee and Renewal Certificate of Practice fee fall due on 1stApril each year.

3. Special attention is invited to the fact that the validity of‘a Certificate of Practice expires on 30th June each year
unless it is renewed on or before the date of expiry in terms of Regulation 10 of the Cost and Works Accountants
Regulation, 1959. Therefore, a member signing any document as a practising Cost Accountant without having
his Certificate of Practice renewed on or before the due date, makes the signed document invalid.

4. It may please be noted that mere payment of fees alone will not be sufficient for renewal of Certificate of
Practice. Application in prescribed Form ‘D' duly-filled in and signed bath sides is absolute necessaryoft
copy of Form ‘D’ can be downloaded from Institute’'s websitenw.icwai.org under the option Members-
>Download->Forms.

5. Itis also essential to furnish a certificate from the employer in the following form or in a form as near thereto as
possible if the practising member has undertaken any employment or there has been a change in employment:

"Shri ... L-B.. .. ... .00 . .. . .. . [s*e;@loyed
as (deS|gnat|on) s ol | R o .in"(name of
Organisation)... and he is permitted ,

notwithstanding anythlng contalned in the terms of his employment
to engage himself in the practice of profession of Cost Accountancy
in his spare time in addition to his regular salaried employment with us.

Signature of Employers
under seal of Organisation"

6. In order to enhance professional competence and evolve a systematic mechanism to update knowledge of
members in practice, a scheme of Continuing Education Programme (CEP) was introduced in the year 2003.

A revision of the said scheme has been made by the Council of the ICWAI in 2009 as follows:
(i) The member should undergo minimum mandatory-training of 10 hours per year w.e.f. 2009-10.

(ii) The certificate of attendance for training will have to be enclosed with the application for renewal of Certificate
of Practice.

The detailed revised guidelines in this connection are available on Institute’'s welwsi@.icwai.org under the
option Members->Guidelines/Procedures->For Mandatory Training For all Members of ICWAI under Continuing
Education Programme.

The requirement specified above does not apply to a member in practice who has attained the age of 65 years as
on 1st July, 2010.

Hence, all practising members are requested to send their application for renewal along with other requirements
as indicated herein above immediately, in any case so as to reach the Institute Headquarters not later than
15th June, 2010.
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