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The Institute of Cost Accountants of India (erstwhile The Institute of Cost and
Works Accountants of India) was first established in 1944 as a registered company
under the Companies Act with the objects of promoting, regulating and develop-
ing the profession of Cost Accountancy.

On 28 May 1959, the Institute was established by a special Act of Parliament, name-
ly, the Cost and Works Accountants Act 1959 as a statutory professional body for
the regulation of the profession of cost and management accountancy.

It has since been continuously contributing to the growth of the industrial and

economic climate of the country.

The Institute of Cost Accountants of India is the only recognised statutory profes-
sional organisation and licensing body in India specialising exclusively in Cost and
Management Accountancy.

MISSION STATEMENT

The CMA Professionals would ethically drive
enterprises globally by creating value to stakeholders
in the socio-economic context through competencies
drawn from the integration of strategy, management
and accounting.

VISION STATEMENT

The Institute of Cost Accountants of India would be the
preferred source of resources and professionals for the
financial leadership of enterprises globally.

IDEALS THE INSTITUTE STANDS FOR

* to develop the Cost and Management Accountancy profession

* to develop the body of members and properly equip them for functions
* to ensure sound professional ethics

* to keep abreast of new developments

DISCLAIMER

The views expressed by the authors are personal and do not necessarily represent
the views of the Institute and therefore should not be attributed to it.

Behind every successful business decision, there is always a CMA



LETTERS TO THE EDITOR

[ am writing
this letter with
reference to
your journal
Management
Accountant,

the magazine. With its international looks and
standards, expectations are growing.

With my little knowledge in cost audit, this
edition would have been more interesting with
practical examples, for example, explaining the
mechanism of cost audit and linking it with the
books in the ERP environment.

a monthly basis. Somewhere I felt proud of the
standards that the institute maintains these days.
[ have worked in the automobile industry and
was involved previously with the cost audit
process in that industry, so I was even more

exited.

August 2013
edition.

The journal
is superb both
in design and
content. The
improvement
is evident on

through GL?

system?

read it.

Or, how material cost is calculated from
a BOM? How mapping costs are derived

Or, how the cost centre-wise rate is calculat-
ed and how overhead cost is apportioned?
How and what data is being feed into the

The problems that are being faced by cost
auditors (while calculating cost) and how they
solve it (with case studies). This will make read-
ers much more excited and they will love to

Lovely work, keep it up in the next editions.

Thank you for doing such good work, be-

cause youre good work has really transformed

At the outset, I must state that our
journal The Management Accountant
has been contributing immensely to
the knowledge of members. Quality
has witnessed a complete turna-
round. The recent issue of August
2013 was a treat to the eyes.The
entire editorial team deserves sincere
appreciation for its efforts.

CMA Satish Nautiyal
BHEL, New Delhi

I would like to congratulate you
and Editorial Board for reshaping
the entire Journal. I hope that in the

future, it will become one of the best
designed journals in world.

CA Anandaraj Saha

Please accept my congratulations for
this new look of our Management
Accountant journal.

I have been a regular reader since
1987.What a JOURNEY from 1987
to 20132 AMAZING!

The issues on cost audit that were
raised in the case study on the power
industry was really informative as it
has tried to address real-life practical
issues of the power sector.

SEPTEMBER 2013

CMA Santanu Chakraborty

I would like to go one step fur-
ther: a special issue of our Manage-
ment Accountant on the power sector
should address real-life situations and
problems of the sector. A detailed
Guidance Note from our Institute
covering various aspects of Cost
Audit for the power industry will be
of great value for all the members,
whether in employment or practice.
It will also enhance the brand image
of our great Institute.

Again, congratulations to you and
your entire team for this new look of
the journal.

CMA Rajesh Kapadia

THE MANAGEMENT ACCOUNTANT
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I take this opportunity to congrat-
ulate the editorial team who have
brought in a marvelous document
The Management Accountant - August
2013 issue with focus on ‘Cost Audit
and Compliance’.

I request you to kindly make
arrangements to circulate the The
Management Accountant - August 2013
issue to all the Commissioners of
Central Excise and Service Tax.

CMA T.K. Jaganathan
Bangalore

The new Management Accountant has
very good features and gives a feel
of a ‘good’ magazine comparable to
other professional bodies.

I congratulate you for all the effort

and pain taken in achieving this.

CMA Lavanya K.V.N,
Hyderabad

I am thankful to all the office bearers

of Institute for continuous improve-

ment in the monthly journal The
Management Accountant.

There is a very good improvement
in journal in terms of article and
quality of printing.

Hope in same line new initiative
for the improvement for CMA pro-
fession will continue and it will be

helpful to members in large.

CMA Kalpesh J Patel

Cover stories invited for the October, November and
December 2013 issues of The Management Accountant

The cover story for the October 2013 issue of The
Management Accountant will be on ‘Enterprise Risk

’

Management

The cover story for the November 2013 issue will be
on the ‘New Companies Act 2013'.

The cover story for the December 2013 issue will

Institutions (PRIs)'.

Articles on the topic are invited from readers and

authors along with their passport-size photos.

Please send your articles by e-mail to editor@icmai.

in followed by a hard copy to CMA Bhawan, Fourth
floor, 84 Harish Mukherjee Road, Kolkata 700 025.

Hard copies for any month must reach us by the 8th

be on the ‘Financial stability of Panchayati Raj of the previous month.

We are in the process of launching “Membership
Drive” for eligible final qualified candidates. They
are encouraged to rush in their applications and
obtain Associate membership of this prestigious
Institute after satisfying themselves as to their
eligibility criteria, details of which are mentioned
under the “Members’ Menu” on the Institute
website www.icmai.in

ATTENTION MEMBERS: ANNUAL

MEMBERSHIP FEE

The annual membership fee of Rs1000 for Associateship and
Rs1500 for Fellowship for FY 2013-14 became due for payment
w.e.f. 1 April 2013. The last date for payment is 30 September
2013. Please rush in your payments to continue to enjoy the ) ) o
benefits of membership. Quality articles invited

We invite quality articles and case studies
from members in the industry with relevance
to Cost and Management Accountancy,
Finance, Management, and Taxation

for publication in the journal. Articles
accompanied by colour photographs of the
author can be sent to: editor@icmai.in

Members are also requested to view their profile by logging
into the Institute’s website www.icmai.in and check the details
for themselves. If there is any discrepancy, please bring it

to our notice and mail the correct information relating to the
member concerned at: membership.rb@icmai.in.
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FROM THE EDITOR'S DESK

Greetings!

The Indian healthcare system includes public and private
hospitals. Health care service is gradually emerging as one
of the largest service sectors in India. It is continuously
developing its areas of functions. Most of the healthcare
services are provided by the private sector. The increased
spending power of the middle class is providing growth op-
portunities to healthcare providers.

Publicly-funded government hospitals provide basic care
only and often lack adequate infrastructure. They can also
be crowded and waiting times can be long. Government
hospitals are often understaffed, though the cost of care is
significantly less at these government hospitals. Private hos-
pitals offer a high standard of care that is at the same level as
North American and European countries. Private hospitals
are modern and well equipped, and the doctors are highly
qualified and often trained abroad, though the cost of care
is significantly more at these private hospitals.

India provides low-cost medical facilities that attract a lot
of foreign customers. Recently, it has made important con-
tributions to India’s GDP. A research study reported that
2011 saw 850,000 medical tourists in India and projected
that by 2015 this number would rise to 3,200,000.

Most healthcare organizations continue to struggle with
identifying the costs of products and services provided by
them, capturing the full cost of products and services, in-
cluding inter-entity and department costs as part of full
costs. Hence they need a sound costing methodology.

Cost Management can be a useful tool for managers to:
* measure performance
* reduce costs
¢ determine the fees or prices for goods and services
* make decisions
* authorize, modify or discontinue a programme or activ-

ity
* manage inventory, etc.

Most medical practitioners are only concerned with
overall profit and cannot identify how much profit was
made from office visits, ancillary services, hospital work,
etc. To run the medical practice business in a business-like
manner, a close look at the costs and profits associated with
each service is required. Cost Accounting serves this facility
with the help of ABC analysis for computing the costs of
providing services by considering the time and resources
actually consumed.

Cost control and cost reduction are the most challenging
issues faced by the healthcare industry. Rising costs cou-

pled with decreased funding from government and other
funding agencies, force health programmes to find ways
and means to reduce costs. ABC analysis helps to identify
the non-profitable areas so that the organization takes deci-
sions to control costs. The project control system also helps
organizations get a fair indication of the existence and the
extent of such problems. Hospitals often make the painful
mistake of buying an application without really knowing
what’s in store. Once bought, the installation takes months,
keeps the key people busy and leads to frustration. Cost
accounting solves this problem with the help of inventory
management system.

The pricing strategy in healthcare is the most critical
component of managing hospitals irrespective of wheth-
er they are for-profit or not-for-profit. While a variety of
factors influence pricing strategies, it is important to keep
the process simple and uncomplicated. Pricing is dependent
on a variety of factors like competition, demand for the
product in the community, affordability by the community
and the need to generate reserve funds. Therefore, the be-
ginning of any pricing process is to understand the cost of
the product, including the components. Often, mistakes oc-
curs at the time of allocation of indirect costs to a product/
service and this has a major impact on profitability. Cost
accounting helps to classify costs and provides guidelines
on allocation/apportionment of cost to various products
and services.

CMAs with the help of their expertise can help health-
care organizations in the following ways:

* Designing and development of appropriate organization-
al structure

* Managing cash activities

* Designing proper inventory control system

* Admitting and registration of patients

* Designing and developing appropriate internal audit and
internal control system

* Departmental Costing

* Product Costing

* Laboratory inspection

* Revenue Management, etc.

We are really overwhelmed by the huge response of our
readers on the new look of the journal and its enriched
contents. This issue has a few relevant articles on ‘Health
Sector — Imperatives for CMAs’.We have introduced a new
section, ‘Letters to the Editor’. We look forward to feedback
from our readers on the articles. Please send your mails at
editor@icmai.in. We are grateful to all the contributors for

this important issue. We hope our readers enjoy this issue.
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CMAs can dream big and have the
courage to stand by their convictions

CMA Suresh Chandra Mohanty
President
The Institute of Cost Accountants of India

Your right is to work only and never to the fruit thereof: Do not
consider yourself to be the cause of the fruit of action; nor let your

attachment be to inaction. — Bhagwad Gita
A instruction in any study’. I salute the sustained
efforts of successive presidents, predecessor
colleagues in the Council, the present team and all of you in
strengthening that vision.
However, we have to travel a long way to make signifi-
cant progress in enhancing social capital in the world — trust,

s I stand before you, my mind marvels at the
vision of our eminent predecessors, in creat-
ing ‘an institution where any person can find

concern for the less fortunate, honesty and fairness. I am re-
minded of the words of economist-thinker John Maynard
Keynes who said, ‘when the capital development of a coun-
try becomes the by-product of the activities of a casino, the
job is likely to be ill-done”. It is not much of a consolation
that such behaviour is not limited to one country but is a
discernible pattern in almost every country today.

I sincerely trust that our CMA professionals are competent
to transform into an extraordinary work force for the country
and their organizations. I believe that we can contribute sig-
nificantly to solving the myriad problems we are faced with.
CMAs can dream big and have the courage to stand by their
convictions. The contribution of our members is highly rec-
ognized in enhancing the integrity, effectiveness and outcomes
in the value system. It is facilitating the stakeholders to progress
on a sustainable basis. Compliance to a value system requires
people who have high aspirations, self-esteem, confidence in

THE MANAGEMENT ACCOUNTANT | SEPTEMBER 2013

the future and enthusiasm to take up apparently difficult tasks.
‘We need people who will walk the talk and demonstrate their
commitment to a value system. In Mahatma Gandhi’s words,
“We must become the change we want to see the world.” I
urge all stakeholders, specially the members of the Institute, to
come forward and contribute their best towards the growth of
the profession and the Indian economy. I also invite all those
qualified finalists who are yet to seek membership of the In-
stitute to join hands for a better future.

A National Advisory Board under the Chairmanship of
Shri M. Damodaran, I.A.S (Retd), Former Chairman, SEBI
and Chief Secretary, Govt. of Tripura with Shri Jitesh Kho-
sala, .A.S., Additional Chief Secretary, Assam, CMA D. Sun-
daram, Vice Chairman and Managing Director, TVS Capi-
tal Funds Limited, CMA M.V. Tanksale, Former Chairman
Cum Managing Director, Central Bank of India, CMA G.
Srinivasan, Chairman Cum Managing Director, New India
Assurance Company Ltd, CMA A.K. Awashti, Former Dep-
uty CAG and CMA Dr Asish Bhattacharyya, Professor and
Head , School of Corporate Governance and Public Poli-
cy, Indian Institute of Corporate Affairs has been formed to
provide inputs for preparing aVision 2030 document for the
Cost and Management accounting profession.

I had the opportunity to meet Shri Narsing Rao, Chair-
man, Coal India limited on 30th July 2013 with the Vice
President, Council colleagues and senior executives and dis-
cussed various issues relating to the coal sector and the areas
of work and study by the Institute that will give an edge to
optimization of operation and cost by the industry.

I had also the opportunity to meet Shri Arun Kaul, Chair-
man and Managing Director, UCO Bank on 8th August,
2013 and Shri B.P. Kanungo, RD, RBI with the Vice Presi-
dent, Council colleagues and senior executives and discussed
various issues relating to the banking sector and the areas of
work and the role of CMA’ in Risk based internal audit and
other areas for performance improvements and sustainability
of the banking industry.

10th National Award for Excellence in

Cost Management

The landscape of businesses is changing rapidly and becoming
complex and highly volatile. The policy framework based on
cost management was not prevalent 50 years ago. Certainly
professionals involved need skills to handle such complex sit-
uation. The recognition for a robust internal cost accounting



mechanism as mandated by the New Companies Bill both for
manufacturing and services sector, is a path-breaking initiative
which underlines the importance the Government is giving
to the efficient and effective utilization of scarce resources.
The role of Cost and Management Accountants gets stratified
into value creating, value enabling, value preserving and value
reporting. The entire organization becomes an integral cog
in the wheel for value creation and the subsequent processes.

To recognize these efforts, the Institute presents National
Awards to felicitate and recognize corporates/organizations
in their journey towards excellence in cost management.
Mr. Sachin Pilot, Hon’ble Union Minister of State for
Corporate Affairs (I/C) presented 10th National Award
for Excellence in Cost Management in a function or-
ganized by the Institute on 22nd August 2013 at New Delhi.
Mr. Naved Masood, IAS, Secretary, Ministry of Corporate
Affairs and Mr. M.J. Joseph, Additional Secretary, Ministry
of Corporate Affairs, were also present and addressed the par-
ticipants and award winners.

The Hon’ble Minister said at the event that the per-
formance of participating companies has tremendously
improved over the years and it was a gigantic task for the
Screening Commiittee and the Jury to select the best compa-
ny from among them.The minister stressed that the Institute
should work out norms for cost of health care procedures
and should play a much bigger role in public interest.

Sixteen Indian companies in manufacturing (private
and public) and divided into large, medium and small or-
ganizations were awarded for best cost management practic-
es in 11 different categories. The winners for the award
were selected by a distinguished Jury headed by Justice V.
N. Khare, Former Chief Justice of India and consisting
of eminent persons from Industry, Academics and Admin-
istration. The criteria for selection were better practices for
resource management, efficient utilization of capacity and
working capital, quality augmentation, expenditure on CSR.
and precise information on performance.

Referring to the Companies Bill 2013, Shri Sachin Pilot
said that the CSR provisions were aimed at welfare and en-
vironment measures. Companies spending on brand building
and CSR activities will create goodwill and compassion in
society. He further said that the company has full freedom
to choose how it wants to invest (not to consider it as ex-
pended/spending) the funds. This is an investment for the
corporates who are spending on CSR activities.

On behalf of the Institute, I congratulate the Hon’ble Un-
ion Minister of Corporate Affairs, Shri Sachin Pilot and his
esteemed team members for their unstinted efforts in reform-
ing corporate legislation in tune with global reality and the
Indian economy. The new Companies Bill will ensure impetus
for growth as the Bill will enhance transparency, compliance,
self-reporting, regulatory and disclosure with fewer regulations.

We have formed a Task Force with four Council col-
leagues for suggestions in framing of the Rules for both Cost
Audit and Cost Accounting Record Rules and other areas to
be discussed with the Government.

Meeting with the industry
To understand and cater the expectations of the Industry
and also to appraise them about the initiatives taken by the
Institute, better interaction with the industry is of prime
importance. We are indeed privileged by the overwhelming
response of the industries and trade associations, and their
suggestions to meet the greater interest of the stakeholders
while serving the national requirement.

To apprise all the members of the activities / initiatives un-
dertaken by the Departments/ Directorates of the Institute, I
now present a brief summary of the activities.

Professional Development Directorate
The new Companies Act 2013 vide Section 138 (1) empow-
ers Cost Accountants for internal audit work. The section
reads: “such class or classes of Companies as may be prescribed
shall be required to appoint an internal auditor, who shall ei-
ther be a chartered accountant or a cost accountant, or such
other professional as may be decided by the Board to conduct
internal audit of the functions and activities of the Company”’.
I am happy to inform that as an endeavour towards knowl-
edge-sharing with our esteemed members, the Institute is
working on Sector Specific Internal Audit Guidance Notes.
The Institute has already pronounced two Internal Audit
Guidance Notes on Pharmaceutical Industry and Deposi-
tory Participants for comments/suggestions from the public
and others are under the process of finalization.

Research Directorate

I am happy to inform the members that the Research Direc-
torate of the Institute has released two research publications
at Kolkata viz.a book on the topic “Capital Markets in India”
and “Research Bulletin -Vol. No. 37" in the presence of Shri
B. Madhab Reddy, MD and CEQ, Calcutta Stock Exchange,
Shri Rakesh Shah, VP, Bharat Chamber of Commerce, Shri
Suresh Pal, Government Nominee of the Institute and Shri
K. Govindaraj, Government Nominee of the Institute. Past
Presidents, Council Members, Officials of the Institute and
other eminent dignitaries from Industry, academics and pro-
fessions were present at the event.

Examination Directorate
It is a matter of happiness for all of us that the Intermediate
and Final examination results for June 2013 were declared as
per schedule, i.e., on 23rd August 2013.

I congratulate all the students who qualified and wish them
a bright and prosperous career. This day marks a milestone from
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where you continue your quest for more knowledge. Your
dreams and your enthusiasm are of utmost importance. As you
step into the real world, remain young at heart and be open to
new ideas. Never accept the status quo. Endeavour to be the
best in the world in whatever you choose to be. Build your
reputation with your achievements. The nation needs you.

The process for campus placement programme for the
June 2013 final passed out is being organized at eight loca-
tions in October and November 2013 has been initiated by
the placement directorate. I am sure this time also will get
maximum benefit from the initiative.

Hyderabad Centre for Excellence (HCE)

The HCE has organized a program on “Stock Audit-Pro-
cess and Analysis” on July 27th by Shri. Dhaveji with Twventy
Two participants and Professor Prasanna Chandra, delivered
a lecture to the Participants of BVCR Programme on “Re-
flections on Valuation” on 4th August, 2013.

ICWAI-MARF Programmes

To continue with its fast pace, ICWAI-MARF organized
a programme for Naval and Civilian Officers on ‘Cost and
Contracts Management’ from 29%th July to 2nd August 2013
at CMA Bhawan, New Delhi. A programme for Indian Air
Force on ‘Contracts Management’ was also organized at CMA
Bhawan, New Delhi. Two self-run programmes were organ-
ized on ‘Advance Tax, TDS and Tax Planning’ and ‘Recent
Trends in Financial Management’ at Tirupati.

The IRAS Training Programme for the fourth batch for
Ministry of Railways will be organized during Septem-
ber 2013. Proposals have also been submitted to Ministry of
Railways for organizing Exclusive International Training Pro-
grammes at New Delhi, London and Paris for Senior HR of-
ficers of Ministry of Railways.

Reviewing of multi-year tarift proposals of different airports
is under progress. The Ministry of Health and Family Welfare,
Government of India has assigned the development of Costing
system for cardiovascular disease.

CPD Programmes

The Institute organized a session on ‘Role of CMAs in In-
ternal Audit’ at Kolkata. The Institute in association with Sri
Aurobindo Foundation for Integral Management (SAFIM)
organized a National seminar on ‘Governance by Inner Con-
sciousness’ at New Delhi. It was my privilege to be present
at the seminar which was inaugurated by Hon’ble Justice
Ramesh Chandra Lahoti, Former Chief Justice of India and
SAFIM Advisory Board and Shri R Bandyopadhyay, Member,
Central Administrative Tribunal, Former Secretary, MCA and
Member SAFIM Advisory Board followed by deliberations by
eminent experts in the Technical sessions and concluded by
Shri Jitesh Khosla, IAS, Additional Chief Secretary, Govern-
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ment of Assam.

CAT Directorates

The admission to Certificate course on Accounting Tech-
nicians is in full swing in Kerala and Rajasthan. Orientation
programme has been conducted for the faculty members in
Kerala at three locations to ensure quality delivery. Similar ini-
tiatives have been moved with other states to start the employ-
ment oriented short term CAT Course.

International affairs

The Institute has been requested to nominate its experts to the
workshop on Cost Audit for various sectors like sugar, textile,
fertilizer, pharmaceuticals, etc., to be organized by Institute of
Cost and Management Accountants of Bangladesh (ICMAB)
at Dhaka on 12th and 13th September 2013.1 am happy to in-
form that my colleagues CMA M Gopalakrishnan, Past Pres-
ident and CMA Rakesh Singh, Immediate Past President will
represent the Institute in this august forum.

The institute has constituted a Board of Studies to provide
improved inputs to the students to improve their skills. A Tax
Research Department has been created to support the initia-
tives of taxation commiittees and to meet the requirements of
the stakeholders and the nation.

The Institute partnered with ASSOCHAM for the Semi-
nar on Companies Bill 2012 held at New Delhi. During the
month our Regional Councils and Chapters conducted many
programmes on contemporary topics to update the knowl-
edge of our members.

The Institute is associated as the “Knowledge Partner” with
CII for organizing the 12th Cost Congress in the month of
November at New Delhi. CMA Dr Durgaprasad,Vice Presi-
dent attended the 1st Steering Committee of the Cost Con-
gress held at New Delhi.

The Institute has joined hands with the Institute of Direc-
tors as associate partner for the 13th international Conference
scheduled during 1st week of October 2013 at London.

A word of gratitude to my Teachers and all Faculty Mem-
bers on the occasion of Teacher’s Day. I sincerely believe that
my esteemed and dedicated Faculty Members would continue
sharing their knowledge and experience to train the minds of
Indian youth to become efficient CMAs to meet the needs of
the nation.

I wish all the members and their family on the occasion of
Vinayaka Chaturthi, Vishwakarma Puja and Onam.

‘With warm regards,

bf

CMA Suresh Chandra Mohanty
1 September 2013
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Our Research, Innovation & Journal cell
is dedicated to the goal of connectivity

CMA Manas Kumar Thakur
Chairman
Research, Innovation and Journal Committee

The Institute of Cost Accountants of India

IRST ofall,I would like to express my heart-

felt thanks to the President and the august
Council of the Institute for giving me this

great opportunity to serve the Institute as
Chairman of the Research, Innovation and
Journal Commiittee. I firmly believe that the Committee
will be able to deliver its responsibility and task bestowed
upon towards fulfilling the mission and vision of the Insti-
tute in particular and the society at large.

The research wing of an organization should be ded-
icated to promoting a greater understanding of how so-
ciety and economy works. The Research and Innovation
department of our Institute is committed to assist govern-
ment, civil society and the private and industrial sector to
make informed policy choices.

Our Research and Innovation cell is dedicated to the
goal of connectivity and seeks to establish inter-linkages
with research institutions interested in the areas of industry

and infrastructure development, macroeconomic analysis
and overall economic development with special emphasis
on Cost Management.

Our mission is to establish this department as a premier
applied research wing in the country to raise public aware-
ness of policy issues in business, trade and economy and

to facilitate solutions that will contribute to national de-
velopment.

The Research and Innovation wing is now working in
various areas as mentioned below:

e Research Study
¢ Research Projects
* Research Publications
* Research Bulletin
¢ Research Collaborations
* Research based Workshops and Seminars
We have already identified a few pertinent areas in line
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with government policies and the emerging social and
economic needs, where we can contribute a lot for the
benefit of society. Research activities have already been
initiated in these areas and hopefully we will be able to
come out with effective outcomes and solutions as well.
Although the application of ‘Cost Management’is the big-
gest concern in our research domain, we would also like
to address and contribute significantly in various relevant
spheres of the economy of the nation as well as global
economic issues.

In our continuous endeavour to improve the qual-
ity of the journal, we have been introducing structured
and modern layout and innovative features in the journal.
The basic focus is to make The Management Accountant a
global brand on its own. The quality of articles has also
improved immensely over the past few months. We have
already progressed towards design improvement, and the
present professional design has received accolades from all
quarters and members of the Institute. The articles are very
informative and catchy enough to grab the attention of
our readers. Various government officials, ministry people
and the corporate world have been asking for the journal.
The journal is not only the official organ of the Institute, it
is also a window to various activities of the Institute.

We are incorporating new features and relevant cover
stories of national and global importance in our jour-
nal and giving our best efforts to reach the unreachable
through persistent value addition. We also request our
members in the industry to contribute quality and relevant
articles and case studies for the journal.

We solicit your feedback, suggestions and concerns for
the overall development of the Research and Journal Di-
rectorate. Please send mails at research@icmai.in for ‘Re-
search and Innovation’ activities and at journal@icmai.in
for journal-related issues.

It is obvious that the President and all my Council col-
leagues support me enormously in the quest for value
creation for the Institute through this department; but I
must also congratulate the office bearers of this depart-
ment who always quietly given their best efforts for this
paradigm shift.

With warm regards,

CMA Manas Kumar Thakur
1 September 2013

SPJIMR - Faculty

SPJIMR is consistently ranked amongst the top 10 B-Schools in India as a result of bold and enterprising academic
innovations and pioneering programs. Our mission is to ‘influence practice’ and ‘promote value based growth’.

We are looking for faculty at various levels in the following areas:

=> Accounting & Finance
= Management Accounting
=> Cost Accounting

Applicants must be ICWA qualified. Postgraduate professionals & Academicians with an MBA or a PhD are preferred.

The environment is entrepreneurial, challenging and highly demanding but rewarding. The remuneration package
comprises a fixed component (on par with 1IMs) and a variable component through MDPs, consulting, research and
international teaching. The gross package will range from Rs.10-20 lakh p.a. Benefits include campus housing, school
admissions, relocation expenses, medical insurance, international training, etc.

Please write (A4 size) within 15 days to: careers@spjimr.org

BHARATIYA VIDYA BHAVAN’S

S.P. Jain Institute of Management & Research

Npps .\1"
i Website: www.spjimr.org

THE MANAGEMENT ACCOUNTANT | SEPTEMBER 2013

Munshi Nagar, Dadabhai Road, Andheri, Mumbai 400 058, India, Tel: +91-22-623 7454 / 0396 / 2401



ICAI-CIVIA SNAPSHOTS

1. CMA S C Mohanty, President felicitating

Shri B J Panda, Hon'ble Member of Parliament in
Bhubaneswar on 4th August, 2013 to discuss various
professional development issues.

2. CMA S C Mohanty, President, CMA Dr. A S Durga
Prasad, Vice President felicitating Shri Arun Kaul, CMD of
UCO Bank, Kolkata.

3. CMA S C Mohanty, President, CMA Dr. A S Durga
Prasad, Vice President felicitating Shri B P Kanungo,
Regional Director of Reserve Bank of India, Kolkata office.

4. CMA S C Mohanty, President, CMA Dr. A S Durga
Prasad, Vice President, CMA TCA Srinivasa Prasad,
Chairman Training & Educational Facilities Committee
and CMA Manas Kumar Thakur, Chairman Research,
Innovation & Journal Committee of the Institute in a
meeting with Shri Arun Kaul, CMD of UCO Bank, Kolkata.

5. CMA S C Mohanty, President of the Institute hoisting
the Indian flag on 67th Independence Day of India at the
Head Office of the Institute, Kolkata
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6. ClI-ICAl workshop on Emerging Dimensions of Costing held

on 27th August 2013 in Haldia. On the dais present are CMA Dr.
Sanjiban Bandyopadhyaya, Chairman Direct Taxation Committee,
CMA TCA Srinivasa Prasad, Chairman Training & Educational Facilities
Committee, Shri P Ghosh and Shri Sukumar Mitra.

7. One day Seminar on Cost Audit Compliance Report & Service Tax
held on 7th August, 2013, in Chennai. Chief Guest Shri R Periasami
IRS, Commissioner of Service Tax, Chennai, SIRC Chairman CMA P
Raju lyer, and CMA M. Gopalakrishnan, past president of the Institute
at the seminar.

8. Release of DVDs containing PPTs for classroom teaching by
the Chief Guest Prof. E Balagurusamy, Tamil Nadu State Planning
Commission Member for Education on 67th Independence day in
SIRC, Chennai.

9. CMA Dr. A S Durga Prasad, newly elected Vice President of the
Institute being congratulated by Managing Committee Members of
Hyderabad Chapter and other past Chairmen

10. Inauguration at the Symposium on New Mechanism of Cost
Records and Cost Audit. From left to right CMA D.V. Joshi, Past
President, CMA Vijay P Joshi Regional council member, Dr. R. K.
Verma, Additional Commissioner - Central Excise, Custom & Service
Tax, CMA Shrenik S. Shah, Chairman WIRC, CMA Sanjay Bhargave,
CCM and CMA Ashish Thatte, Vice Chairman WIRC



ICAI-CIVIA SNAPSHOTS

Glimpses of the 10th National Awards for Excellence in Cost Management 2012 on
22nd August 2013 at Vigyan Bhawan, New Delhi

" Dle L
..

Addl. Secretary, Min-iét-r_y_t::f_(l:_ﬁ;'porate Affairs

zzw A t 2013,
awan, New

SEPTEMBER 2013 | THE MANAGEMENT ACCOUNTANT

1013



1014

ICAI-CIVIA SNAPSHOTS

Glimpses of the 10th National Awards for Excellence in Cost Management 2012 on
22nd August 2013 at Vigyan Bhawan, New Delhi
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COUNCIL COMMITTEES

THE INSTITUTE OF COST ACCOUNTANTS OF INDIA

Standing Comittee & other Committees of the Council of the Institute for 2013-14 (22 July 2013 to 21 July 2014)

The President and Vice-President are permanent invitees to all the committees

STANDING COMMITTEES
1. ‘ Executive Committee ‘ Quorum (4 ) ‘ 2. ‘ Examination Committee ‘ Quorum (4)
1. | CMA Mohanty, S.C., President Chairman 1. | CMA Mohanty, S.C., President Chairman
2. | CMA (Dr) Durga Prasad, A.S, Vice-President Member 2. | CMA (Dr) Durga Prasad, A.S, Vice-President Member
3. | CMA Singh, Rakesh Member 3. | CMA Gopalakrishnan, M. Member
4. | CMA (Dr.) Bandyopadhyaya, Sanjiban Member 4. | CMA (Ms.) Soman, Aruna V. Member
5. | CMA Goel, H. K. Member 5. | CMA Apte, Amit Member
6. | CMA (Dr.) Jagan Mohan Rao, PV.S. Member 6. | CMA Thakur, Manas Kumar Member
7. | CMA Bhattad, PV. Member

CMA Kaushik Banerjee - Secretary (Acting) Secretary | CMA Amitava Das — Director (Examination) Secretary

OTHER COMMITTEES
Finance Committee ‘ Quorum (4) ‘ 4 ‘ R:;?'{’gggg’sc:"';";x? Ll e B Quorum (3)

1. | CMA Mohanty, S.C., President Chairman | 1. CMA Mohanty, S.C., President Pg’;:g;’:g
2. | CMA (Dr) Durga Prasad, A.S, Vice-President Member 2. | CMA Singh, Rakesh Member
3. | CMA Singh, Rakesh Member 3. | CMA Bhattad, PV. Member
4. | CMA Bhargave, S.R. Member 4. | Mr Bandopadhyay, Debashish, Govt. Nominee Member
5. | CMA Gupta, Sanjay Member 5. | Mr Kumar, Alok, Govt. Nominee Member
6. | CMA Srinivasa Prasad, T.C.A. Member
7. | CMA Sreshti, D.L.S. Member

CMA S.R. Saha — Director (Finance) Secretary  CMA Rajendra Bose — Director (Discipline) Secretary

Training & Educational Facilities Committee Quorum (4) | 6. | Professional Development Committee Quorum (4)

1. | CMA Srinivasa Prasad, T.C.A. Chairman 1. | CMA Bhargave, S.R. Chairman
2. | CMA Sreshti, D.L.S. Member 2. | CMA Gopalakrishnan, M. Member
3. | CMA (Ms.) Soman, Aruna V. Member 3. | CMA Goel, HK. Member
4. | CMA Apte, Amit Member 4. | CMA Gupta, Sanjay Member
5. | CMA Gupta, Sanjay Member 5. CMA (Dr.) Bandyopadhyaya, Sanjiban Member
6. | CMA Thakur, Manas Kumar Member 6. | Mr Sreekumar, G. (Govt. Nominee) Member

7. Advisor (Cost), MCA (Co-opted) Member

CMA R.N. Pal - Sr. Director (Studies) Secretary CMA J.K. Budhiraja - Director (PD) Secretary

‘ Research, Innovation & Journal Committee

‘ Quorum (3) ' gznmtmit;l;g Professional Development Quorum (3)

. ‘ CMA Thakur, Manas Kumar Chairman 1. | CMA (Dr.) Bandyopadhyaya, Sanjiban Chairman

2. ‘ CMA Sreshti, D.L.S. Member 2. CMA Sreshti, D.L.S. Member
3. ‘ CMA (Dr.) Jagan Mohan Rao, PV.S. Member 3. | CMA Goel, HK. Member
4. ‘ CMA Bhattad, PV. Member 4. ' CMA Bhattad, PV. Member
5. ‘ CMA Gupta, Sanjay Member 5. | CMA Apte, Amit Member
CMA (Dr.) D.P. Nandy — Director (R & J) Secretary | CMA Nisha Dewan - Joint Secretary Secretary

9. Members’ Facilities & Services Committee Quorum (3) | 10. | Regional Councils & Chapters Co-ordination | Quorum (3)

Committee

1. | CMA Goel, HK. Chairman 1. | CMA Bhattad, PV. Chairman

2. ‘ CMA (Ms.) Soman, Aruna V. Member 2. ‘ CMA Goel, H.K. Member
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3. CMA Sreshti, D.L.S. Member 3. | CMA (Dr.) Jagan Mohan Rao, PV.S. Member
4, CMA Apte, Amit Member 4, CMA Sreshti, D.L.S. Member
5. CMA Thakur, Manas Kumar Member 5. | CMA (Ms.) Soman, Aruna V. Member
6. | CMA Thakur, Manas Kumar Member
CMA Rajendra Bose - Joint Director (Membership) Secretary  CMA Arnab Chakraborty — Director (Secretariat) Secretary
International Affairs Committee Quorum (4) | 12. | Committee on Information Technology Quorum (5)
1. CMA Gupta, Sanjay Chairman | 1. | CMA Srinivasa Prasad, T.C.A. Chairman
2. CMA (Dr.) Jagan Mohan Rao, PV.S. Member | 2. | CMA Gopalakrishnan, M. Member
3. CMA Sreshti, D.L.S. Member | 3. | CMA Sreshti, D.L.S. Member
4. CMA Bhattad, PV. Member | 4. | CMA Apte, Amit Member
5. CMA Srinivasa Prasad, T.C.A. Member | 5. | CMA (Dr.) Bandyopadhyaya, Sanjiban Member
6. CMA Thakur, Manas Kumar Member | 6. | CMA Gupta, Sanjay Member
1. Ms. Munshi, Nandana (Govt. Nominee) Member | 7. | Mr Muraliprasad, S. A. Member
CMA Tarun Kumar - Joint Director (Intl. Affairs) Secretary Ms. Anita Singh - Joint Director (IT) Secretary
Cost Audit & Assurance Standard Board Quorum (5) | 14. | Direct Taxation Committee Quorum (4)
1. CMA Gopalakrishnan, M. Chairman | 1. | CMA (Dr.) Bandyopadhyaya, Sanjiban Chairman
2. CMA Bhargave, S.R. Member | 2. | CMA Gopalakrishnan, M. Member
3. CMA Apte, Amit Member | 3. | CMA Bhargave, S.R. Member
4, CMA Goel, H.K. Member | 4. | CMA (Ms.) Soman, Aruna V. Member
5. CMA Gupta, Sanjay Member | 5. | CMA Gupta, Sanjay Member
6. CMA (Dr.) Bandyopadhyaya, Sanjiban Member | 6. | CMA Thakur, Manas Kumar Member
1. Nominee of CAB, MCA Member | 7. | CMA Sreshti, D.L.S. Member
8. Nominee of CAG Member | 8. | Mr Kumar, Ashish (Govt. Nominee)
9. Nominee of CERC Member 9. | MrRajaratnam, S. (Co-opted)
10. | Nominee of RBI Member
11. | Mr Narasimha Murthy, K. Member
12. | Mr Muraliprasad, S.A. Member
13. | Two representatives of Industry Associations / Member
Professional Institutes
CMA (Dr.) S.K.Gupta — Director (Technical) Secretary | CMA Arnab Chakraborty — Director (Secretariat) Secretary
ICAI(CMA)-ICAI-ICSI Co-ordination Committee | Quorum (3) | 16. | Committee for Accounting Technicians Quorum (3)
1. CMA Mohanty, S.C., President Chairman | 1. | CMA Apte, Amit Chairman
2 CMA (Dr) Durga Prasad, A.S, Vice-President Member 2 CMA Singh, Rakesh Member
3 CMA Singh, Rakesh Member | 3 CMA (Dr.) Bandyopadhyaya, Sanjiban Member
4. CMA Bhargave, S.R. Member | 4. | CMA Goel, HK. Member
5 CMA Srinivasa Prasad, T.C.A. Member | 5 CMA (Dr.) Jagan Mohan Rao, PV.S. Member
6 Mr Suresh Pal, JS, MCA Member 6. | CMA (Ms.) Soman, Aruna V. Member
CMA S.C. Gupta — Director (Admin. & PR) Secretary CMA L. Gurumurthy — Director (CAT) Secretary
Indirect Taxation Committee Quorum (5) . | Corporate and Allied Laws Committee Quorum (3)
1. CMA Thakur, Manas Kumar Chairman | 1. | CMA (Dr.) Jagan Mohan Rao, PV.S. Chairman
2. CMA Gopalakrishnan, M. Member | 2. | CMA Gopalakrishnan, M. Member
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Contd.
17. | Indirect Taxation Committee Quorum (5) | 18. | Corporate and Allied Laws Committee Quorum (3)
3. CMA Singh, Rakesh Member | 3. | CMA Singh, Rakesh Member
4, CMA Goel, H.K. Member | 4. | CMA (Dr.) Bandyopadhyaya, Sanjiban Member
5. CMA Bhargave, S.R. Member 5. ' CMA (Ms.) Soman, Aruna V. Member
6. CMA (Dr.) Bandyopadhyaya, Sanjiban Member | 6. | CMA Srinivasa Prasad, T.C.A. Member
1. Mr Kumar, Ashish (Govt. Nominee) Member
8. Mr Raveendran, P. (Co-opted) Member
CMA Chiranjib Das - Joint Director (Studies) Secretary | CMA M.PS. Arun Kumar - Dy. Director (Adv. Studies) | Secretary
Cost & Management Accounting Committee Quorum (3) | 20. | Committee on Banking, Insurance & Capital Quorum (3)
ET G
1. CMA Gopalakrishnan, M. Chairman | 1. | CMA (Ms.) Soman, Aruna V. Chairman
2. CMA Singh, Rakesh Member | 2. | CMA (Dr.) Jagan Mohan Rao, PV.S. Member
3. CMA Bhargave, S.R. Member | 3. | CMA Apte, Amit Member
4, CMA Apte, Amit Member | 4. | CMA Goel, H.K. Member
5. CMA Thakur, Manas Kumar Member | 5. | CMA Thakur, Manas Kumar Member
6. Dr. Bhattacharyya, Asish K. (Co-opted) Member
CMA Nisha Dewan - Joint Secretary Secretary | CMA Arup Sankar Bagchi — Director (Technical) Secretary
21. | Members in Industry and Placement Committee = Quorum (3) = 22. Board of Studies Quorum (3)
1. CMA Bhattad, PV. Chairman | 1. | CMA Sreshti, D.L.S. Chairman
2. CMA Gopalakrishnan, M. Member 2 CMA Singh, Rakesh Member
3. CMA (Dr.) Jagan Mohan Rao, PV.S. Member | 3 CMA Bhargave, S.R. Member
4, CMA Gupta, Sanjay Member | 4. | CMA (Ms.) Soman, Aruna V. Member
5. CMA Srinivasa Prasad, T.C.A. Member | 5 CMA Apte, Amit Member
6 CMA Srinivasa Prasad, T.C.A. Member
CMA Rajat Kr. Basu - Joint Director (Examination) in Secretary | CMA Chiranjib Das - Joint Director (Studies) Secretary

Members in Industry Committee
CMA L Gurumurthy - Director (CAT) in Placement Committee Secretary

Governance, Sustainability and PSR Committee = Quorum (3) . | Election Reforms Committee Quorum (3)
1. CMA Singh, Rakesh Chairman | 1. | CMA Bhargave, S.R. Chairman
2. CMA Bhattad, PV. Member | 2 CMA (Dr.) Jagan Mohan Rao, PV.S. Member
3. CMA (Dr.) Jagan Mohan Rao, PV.S. Member | 3 CMA Bhattad, PV. Member
4, CMA Srinivasa Prasad, T.C.A. Member | 4. | CMA Gupta, Sanjay Member
5 CMA Srinivasa Prasad, T.C.A. Member

CMA (Dr.) S.K. Gupta - Director (Technical) Secretary | CMA Kaushik Banerjee - Secretary (Acting) Secretary

25. | Centre of Excellence & Infrastructure Committee Quorum (3)
1. CMA Mohanty, S.C., President Chairman
2. CMA (Dr) Durga Prasad, A.S, Vice-President Member
3. CMA Bhattad, PV. Member
4. CMA Goel, HK. Member
5. CMA (Ms.) Soman, Aruna V. Member
CMA Kushal Sengupta - Joint Director (Finance) Secretary
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m Cost Accounting Standards Board Quorum (8)

1. CMA Singh, Rakesh Chairman
2. CMA Gopalakrishnan, M. Member
3. CMA Bhargave, S.R. Member
4 CMA (Dr.) Bandyopadhyaya, Sanjiban Member
5. Shri Pal, Suresh, (Govt. Nominee) Member
6. Advisor (Cost), MCA Member
1. Nominee of DGFT Member
8. Dr. Bhattacharyya, Asish K. Member
9. Dr. Gandhi, Sailesh Member
10. Dr. Sen, Purushottam Member
11. Shri Muraliprasad, S. A. Member
12. Shri Vasudeva, S.C. Member
13. Shri Mukhopadhyay, A K. Member
14. Shri Ganesan, Murali Member
15. Nominee of the ICAI Member
16. Nominee of the ICSI Member
17. Nominee of ASSOCHAM Member
18. Nominee of ClI Member
19. Nominee of CCI Member
20. Nominee of TRAI Member
21. Nominee of SEBI Member
22. Nominee of PNGRB Member
23. Nominee of CBEC Member
24. Nominee of CBDT Member
25. Nominee of FICCI Member
CMA (Dr.) S.K. Gupta - Director (Technical) Secretary

Office bearers of the Regional Councils for the year 2013-2014

Southern India Regional Council

Chairman CMA Chitra Agarwal Chairman CMA P Raju lyer

Vice Chairman CMA Pallab Bhattacharya Vice Chairman CMA Padmanabhan H
Secretary CMA Bibekananda Mukhopadhyay Secretary CMA Ch. Venkateswarlu
Treasurer CMA Shiba P Padhi Treasurer CMA S Ramachandran
Chairman CMA Rakesh Bhalla Chairman CMA Ashish P Thatte
Vice Chairman CMA Saurabh Srivastava Vice Chairman CMA Neeraj D Joshi
Secretary CMA Arvind Kumar Secretary CMA Vijay P Joshi
Treasurer CMA S K Bhatt Treasurer CMA Ashok B Nawal
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1020

10th National Awards for Excellence
in Cost Management 2012

Address by the Chief Guest, Mr Sachin Pilot,
Hon'ble Union Minister of State for Corporate
Affairs (I/C) on the occasion of presentation
ceremony of 10th National Awards for
Excellence in Cost Management 2012 on 22
August 2013, at Vigyan Bhawan, New Delhi

Mr Masood, Secretary, Ministry of Cor-
porate Affairs, Mr Joseph, Additional Sec-
retary, Ministry of corporate affairs, Dr.
Durga Prasad, Mr Rakesh Singh, Mr Ba-
nerjee, past presidents, office bearers of the
institute, ladies and gentlemen, very good
evening. Let me first begin by congratu-
lating all the awardees who are recognized
today and I wish to thank the institute for

Mr Sachin Pilot

HMO,"jble Ur;igu: . having put together this event and thank
fo;nflif);rorr)at e ae you for having invited me here this after-
Affairs (I/C) noon.

Friends, this is primarily an occasion
where the awards are given companies and individuals who
have excelled in this field are chosen and are recognized and
appreciated. But I think I would like to use this opportunity
to share a few thoughts about what you have perhaps heard
from the earlier speakers. The fact that we are faced with a
challenging situation as far as our economy is concerned is a
known fact. But we also have to look at what are the steps
that we need to take as a government, as an economy, as a
country and more importantly as a society which involves
and includes professionals such as yourselves and other such
professions who are involved constantly in rebooting, re-
building and constantly enhancing the scale and scope of the
presence of companies and corporates that spot the landscape
of our economy. I think this particular profession is gaining
momentum not just in terms of number of people involved
doing this job but also the kinds of jobs that are being asked
of you, the efficiency, the innovativeness, the competition
that companies required to have within and outside are in-
creasing at a breakneck speed. The cost management, cost
accounting to basically understand the nuances of it and to
be able to deliver tangible benefits that accrue from efficient
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cost management I think that concept was perhaps not so
well entrenched 15-20 years ago. But today the world has
changed, companies have changed and we have to be able
to have policies that are effective, that are going to penetrate
markets, that are going to make companies more agile, more
dynamic, more flexible certainly more transparent but more
importantly more efficient. I think your role in making this
happen is second to none. The complexities of business are
increasing ever so often with new technologies, new revenue
models, new geographies, new markets to be tapped. The
internal processes of each company need to be scrutinized.
We need to look within as much as we need to look outside.
Therefore, the professionals involved in doing this job, their
services need to be constantly re-skilled. I was asking just
before I came to speak that how many people are involved
in this profession and how are we generating the inquisitive-
ness and curiosity amongst the young people to be involved
in this profession. It is after all a niche profession but we
need to be able to proliferate this line of work not just within
large metro cities but also to the growing tier II, tier III cities
where young boys, young men and women have the capabil-
ities and the desire and the spirit to join this field of work but
perhaps don’t have the information or knowledge or even
the resources to be able to qualify and practice in this profes-
sion. I think that the institute also most start reaching out. I
think we already have about 70 odd centers where exams for
this profession are undertaken but there is no harm in think-
ing about how we can expand and spread this profession as
far as possible. We have 1.2 million companies registered in
this country today. A far cry from a few thousand when the
Companies Act was first made post independence in 1956
and you were just being told about how we have been able to
replace that Companies Act of 1956 with the new companies
bill awaiting consent from the Rashtrapati. But we tried to
rewrite the law keeping in mind the global realities of today,
the economic challenges that we are confronted with today
and the need of the hour for our country to raise above these
small impediments and to forge ahead and create the space
that our economy and our country deserve to have amongst
the comity of nations across the world. While we do this
we will need to fire from all cylinders we will have to have
a good regulatory mechanism, a good investment climate, a
good set of compliances that are done by companies and pro-
fessions themselves as opposed to the government standing



and mandating what needs to be done. In the process of
achieving this target it will require the fullest cooperation of
not just the corporate sector but professionals that help run
the corporate sector. I think all of you are more knowl-
edgeable than I in understanding the importance that you
contribute in making these companies work like a well oiled
machinery. The secretary mentioned this evening before I
spoke about the importance of undertaking the costing of
medical procedures and operations. I think there are N num-
ber of things that needed to be scrutinized and understood
because nothing more than management of cost is going to
help us reduce the cost burden overall. The concept of hav-
ing CSR in the statute is a new one in this country. There are
about 200 countries in the world I don’t think that anyone
of these countries has a concept of CSR in the statute which
actually encourages companies to spend 2% of their profits.
‘When I say spend I actually mean invest because you are not
spending money in terms of charity; you are contributing
resources and money into communities which will then be
able to offer you a better work force, better environment and
perhaps the perception that there is some trust deficit be-
tween large corporates and the communities amongst which
they work I don’t think that is the norm in every case but
certainly instances have cropped up where we see the per-
ception of the trust deficit. Companies spend a lot of money
in brand building and advertising and catching eyeballs and
making their name very very famous and prevalent which
is a very legitimate business activity for any business devel-
opment. But what the CSR will enable companies to do is
to able to endear themselves to the people amongst which
they are working, to be able to earn the good very not with
commercial interest but with empathy and compassion that
is required make sure that this divide that we are seeing in
some parts of our country becomes as less as possible. Even
in that process I think your profession has a great role to play

to be able to manage those costs to see how we are able to
display to the world not just with the shareholders about the
good works that the companies are undertaking. Because it
is a new concept we in the ministry are trying to make it as
flexible, as dynamic and as transparent as possible are while
we frame rules and how CSR ought to be conducted the
broadly leave it to the CSR committees on the board of each
of these companies who are qualified to do CSR to up to
their consciousness of how they want to spend the money
and how disclosures should be done by the companies them-
selves as opposed to intrusively being asked by the ministry of
the government of India. We want to keep the government
away that 2% of CSR is not a tax that the government of
India receives or any other government receives. This is the
company’s profits which is companies hard earned money
they must have full authority and choice of how they want
to spend that money.

But what you have done this evening is not just honor
these companies and recognize them and appreciate the good
work has gone behind achieving these targets and I am sure
that the jury has deployed all its attention and scrutiny before
deciding who the winners should be. Evenings like these and
occasions like this where we are able to celebrate the success-
es of such companies and individuals I think goes a long way
in encouraging professionals to keep doing the good work
because companies and nations are not made out of brand
and buildings. They are made out of people. I dare say that
even parliament and politicians we are made of individuals
and people. If we are good people doing good work no
matter what the institution is, no matter what the profession
is people we will all earn a good name and carry on doing
things together as equal stakeholders, equal partners in creat-
ing a better economy, a better nation for our country not just
for today but for long time to come.

Thank you

Address by Guest of Honor Mr Naved Masood, Secretary, Ministry of Corporate Affairs
on the occasion of presentation ceremony of 10th National Awards for Excellence in Cost
Management 2012 on 22nd August 2013, at Vigyan Bhawan, New Delhi

Mr Naved Masood
Secretary, MCA

Good evening, Hon’ble Minister for Corporate
Affairs Shri Sachin Pilot, Dr Durga Prasad, Shri
Rakesh Singh, Shri Kaushik Banerjee, the past
presidents of this distinguished institute, the distin-
guished guests, ladies and gentlemen. I would at
the very outset share my concern. I came to know
and I enquired of the new president Mr Mohanty
and I was told that he has had a health setback and
unfortunately what was to be his maiden function,
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I mean it is being held in his absence I am sure all
of you will join me in wishing him praying for his
speedy and full recovery and wishing him good
health in the months and years to come. I am sure
that he will be able to soon bounce back to nor-
malcy and render the leadership of the institution
which led to his elevation to this place the first
place. Having said this, ladies and gentlemen, I will
not be proposed to dwell much at length because
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my predecessor Mr Joseph has dealt with the aspects of the
Companies Bill which has now received not only received
parliamentary assent but hopefully in a few days will also be
receiving presidential assent and the salience it gives to many
aspects which are of relevance to the profession of cost and
management accountancy. All I can say is that much of the
profession of cost and management accountancy proved its
relevance and usefulness for the overall system of corporate
governance and management. In the years to come we look
forward to a more active involvement both working as the
cost professionals but also in the kinder disciplines as Mr
Joseph pointed out of certified valuers a new species which
has entered or insolvency professionals whom I think this
country badly needs. This occasion only underscores the
need to constantly acknowledge excellence and to reward
excellence. I think the distribution of awards and rewards is
essentially about process. It is an ongoing process. If not third
second occasion I am here and your sister institutions also
carry on the same process. I only hope that this engenders
healthy competition among the corporates and the individ-
uals, to strive to do better. I am sure that the jury here has
exercised much hard work and much greater attention has
been paid to it. The chairman and members of the jury
need to be appreciated and commended for doing that be-
cause looking at the list of awardees it is just turn out to be
a fairly well contested, so to say, process.

I would only, towards the end, like to mention that a ref-
erence has been made possibly by Mr Rakesh Singh to the
current economic scenario and the role that cost plays in
what you call either understanding what is happening today
and in paving the way forward to sort of see that things are
better than what they are or at least as good as they were
in not too distant past. I would also sort of here mention
that side by side in a crisis kind of a situation we need your

profession to work out norms of costing in sectors which
are of considerable public importance. What comes to mind
both in view of its topicality as also because of this major
problem that we are facing in this country about the cost of
healthcare and healthcare in particular is a sector wherein,
let’s say the costing aspect has not received the attention
which they deserve. I have had a stint in the health ministry
and taking advantage of that stint I did broach the subject
with the institute and I am glad that some 1nitial efforts have
been made. I would urge the present office bearers and the
general body of this institute to pay a much greater atten-
tion because like the corporates have a social responsibility
I think all professions also have a social responsibility and
one of the important facets of the social responsibility of
the profession, the noble profession I should say of cost and
management accountancy is to work towards some kind of
a normative approach to costing of health services. This will
not only bring glory to the provision but it will meet a very
long felt public interest need. This possibly is not the best
of the occasion to underline this aspect but I thought since
my interaction with you is not very frequent I must leave
that thought with you. Maybe in the years to come in the
similar functions etc. there could be the segment for what
you call achievement of considerable progress in the field of
working out the cost of provision of health services which
is of course, a major challenge because I am slightly aware
of the impediments and also a little bit of resistance, so your
job is definitely cut out.

I would finally congratulate all the award winners and
I am sure that as Mr. Joseph mentioned that this will spur
them to work for greater excellence and achieve still higher
levels of efficiency and performance.

Thank you

Address by Special Guest Mr M J Joseph, Additional Secretary, Ministry of Corporate Affairs
on the occasion of presentation ceremony of 10th National Awards for Excellence in Cost
Management — 2012 on 22nd August 2013, at Vigyan Bhawan, New Delhi

Good evening,  Shri Sachin Pilot,
Hon’ble Minister of Corporate Affairs,
Shri Naved Masood, Secretary, ministry
of Corporate Affairs Dr. Dugaprasad,
vice president, Shri Kaushik Banerjee,
Shri Rakesh Singh, past presidents of the

Mr M J Joseph institute, council members, ladies and
Additional Secretary, gentlemen.
MCA It is now a decade since the inception
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of the national awards for excellence in cost management
instituted by the institute of cost accountants. Conferring
these awards on cost conscious corporates serve to ac-
knowledge and honor their commitment towards inculcat-
ing and embedding an effective cost management culture
within their respective organizations. The institute needs
to be congratulated for recognizing the efforts of the award
winning corporates towards strengthening and promoting a
vibrant cost management culture within their organizations.



Equally we must thank the members of the jury headed by
the respected honorable justice MrV N Kare, former chief
justice of India as well as the chairman and members of the
screening committee for their efforts in selecting the win-
ners of the national awards.

As Mr Rakesh Singh just mentioned, in the present global
economic scenario cost management professionals have a
significant role to play in rendering specialized professional
services and advice to the corporate sector on cost man-
agement matters. We are all aware that the cost accounting
is an integral part of the management process. It serves as
an aid or a tool to assist management in strengthening cost
control and improved cost analysis. The growing pressures
of competition, technological innovation, volatility in ex-
change rate, input prices and change in business processes
have made the subject of cost management even more crit-
ical and relevant than ever before.

Over the years the cost management professionals
have played a very important role in enabling the cor-
porate sector to achieve cost optimization and deliver
better returns to their stakeholders. Recognizing the
importance of cost management the Companies Act of
1956 was amended in 1965 when sections 209 (1)(d) and
233(b) relating to cost records and cost audit were insert-
ed in the Act. At that time the economic, industrial and
corporate environment, however, was very different from
what it is today. During that period economic activi-
ties relating to production, manufacturing and processing
were key industrial drivers of growth. The contribution
of industry to GDP then was very significant. However,
that scenario changed significantly in the last two decades
especially after the economic reforms were introduced
in the early 1990s. At present the services sector con-
tributes about 60% of GDP whereas the share of indus-
try in GDP is about 25%. Recognizing this change the
new Companies Bill 2013 contains enabling provisions
for maintenance of cost records for prescribed class of
companies engaged in the services sector. This change

in the legal and regulatory framework presents a major
challenge to cost management professionals who hitherto
may have had specialized knowledge only in manufactur-
ing, production or processing activities in the industrial
sector. Henceforth, their skill sets and knowledge would
increasingly be required in providing cost management
expertise to the services sector as well. I must also men-
tion that the Companies Bill, 2013 also provides an op-
portunity for cost accountants in discharging the internal
audit function in respect of prescribed classes of compa-
nies. In addition, cost accountants would also be able to
serve as insolvency administrators and company liquida-
tors besides providing professional certification required
on a number of areas mentioned in the Bill including
with regard to various e-forms. These provisions in the
new Companies Bill 2013 therefore, provide huge op-
portunities and challenges for cost management profes-
sionals, both in employment as well as for those engaged
in practice. I am sure, that these opportunities and chal-
lenges would be addressed both by the institute and cost
management professionals and help cooperates achieve
world class cost efficiency standards and competitiveness
in respect of goods produced and services rendered by
them. We in the ministry of corporate affairs look for-
ward to working with the Institute of Cost Accountants
of India in drafting enlightened set of rules under the
provisions of the new law that meets the aspirations and
expectations of all stakeholders be they governmental in-
terests, requirements of regulatory agencies, professionals
as well as of corporates.

I will conclude by once again congratulating those cor-
porates selected for the national awards for excellence in
cost management and I am sure that this honor will moti-
vate them as well as all other corporates to achieve greater
success in building a strong culture of cost consciousness and
competitiveness in the country.

Thank you

NOTIFICATION

It is hereby notified vide Notification Nos. 18-CWR (2786 - 2863)/2013 dated 18th July 2013, 18-CWR (2864 - 2915)/2013
dated 19th July 2013, 18-CWR ( 2916 - 2933)/2013 dated 24th July 2013, 18-CWR (2934 - 2951) /2013 dated 25th July
2013, 18-CWR (2952 - 2969)/2013 dated 26th July 2013, 18-CWR ( 2970 - 2984)/2013 dated 30th July 2013, 18-CWR
(2985 - 3031)/2013 dated 1st August 2013 and 18-CWR (3032 - 3067) /2013 dated 5th August 2013 in pursuance of Reg-
ulation 18 of the Cost and Works Accountants Regulations, 1959 that in exercise of the powers conferred by Regulation 17
of the said Regulations, the Council of the Institute of Cost Accountants of India has restored to the Register of Members,
the names of members, details of which are uploaded on the Institute’s website www.icmai.in
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Dr. Rajarshi Neogi

MD Psychiatry (PGI, Chandigarh)
Medical College and Hospital,
Kolkata

he World Health Organization
ARE WE DOING (WHO) defines health as “a state of
complete physical, mental and so-
cial well-being and not merely the absence
ENOUGH IN TH E of disease or infirmity”. The sad truth in our
country is that what we consider healthy
o REALIVI OF IVIENTAL means just free from any physical morbidity.
The mental and social well-being of every in-
) dividual 1s equally important for the person
ILLN ESS? A and for the community as well. The mental
ﬂ _‘ L well-being of every age group is very cru-
ol cial in day-to-day activities in school, offices,
' BRIEF ACCOUNT household work and many more activities
because it has a direct and indirect impact on

the community.

ON COSTING IN There is a growing burden of non-com-
municable disease (NCDs) in developing
countries; among NCDs, mental disease plays

IVI ENTAL H EALTH a major role. Depression and anxiety are the
most prevalent non-communicable disorders.

; Depression is predicted to become the lead-
ing cause of disability-adjusted life years by
the year 2030. It 1s estimated that Disability
Adjusted Life Years Loss (DALY) due to men-

tal disorders is expected to represent 15% of

the global burden of diseases by 2020.

Mental health disorders are
among the most expensive

of hospital treatments. But
are we doing enough to bring
down costs?

Health expenditure

and its costing

According to recently published WHO re-
ports on national expenditure of non-com-
municable diseases from various countries;
among the non-communicable diseases
(NCD:s), Cardiovascular diseases (CVD) have
the highest share of total health expenditure
except for Australia, Germany, France and
The Netherlands where the highest share is
for mental disorders. In India, the expenditure
on CVD is 16% followed by respiratory dis-
eases (9%). Mental health disorders are among
the highest category for hospital expendi-
ture. NCDs health expenditures in India in-
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Table 1: Ten projected leading causes of DALYs in 2020 according to baseline projection

Rank | Worldwide Developed regions | Developing regions |
. - DALYs 0 . - DALYs o . - DALYs 0
Disease or injury (x109) Cum % Disease or injury (x109) Cum % | Disease or injury (x109) Cum %
All Causes 1388.8 All Causes 160.5 All Causes 1228.3
1 Ischaemic heart disease 82.3 5.9 Ischaemic heart disease 18.0 11.2 Unipolar major 68.8 5.6
depression
2 Unipolar major depression 78.7 11.6 Cerebrovascular disease 9.9 174 Road_—trafflc 64.4 | 10.8
accidents

3 Road-traffic accidents 712 16.7 | Unipolar major depression | 9.8 | 23.5 'SChZfs”;:;:ea” 643 | 16.1
Trachea, bronchurs, and Chronic obstructive

4 Cerebrovascular disease 61.4 21.1 lung 1.3 28.0 . 527 | 20.4
pulmonary disease

cancers
5 Chronic obstructive 576 | 253 | Roadafficaccidents | 69 | 323 | CODIOVasCUAr | gyg | g4
pulmonary disease disease

6 Lower respiratory infections 42.7 28.4 Alcohol use 6.1 36.1 Tuberculosis 42.4 | 28.0
Lower respiratory

7 Tuberculosis 42.5 31.4 Osteoarthritis 5.6 39.5 infections 411 | 314

Dementia & other
8 War injuries 41.3 344 degenerative & hereditary | 5.5 43.0 War injuries 40.2 | 34.6
CNS disorders
9 Diarrhoeal diseases 371 371 Chronic obstructlve 49 46.0 | Diarrhoeal diseases | 37.0 | 37.6
pulmonary disease
10 HIV 36.3 39.7 Self-inflicted injuries 3.9 48.4 HIV 340 | 404

creased from 31.6% to 47.3%, suggest-
ing a growing importance of NCDs
in terms of their financial impact on
households and a higher financial risk
burden on affected individuals and
households.

Just like any other disease conditions
mental illness not only affect individu-
al but it also have negative impact on
family and caregivers. Because of loss
of work productivity of affected indi-
vidual there are chances of financial
burden on family.

Direct cost of individual suffering
from mental illness includes treatment,
services, fees, medication, hospital stay
cost etc. Indirect cost includes morbid-
ity cost in terms of loss of productivity
of individual, in few instances mortal-
ity also consequences of mental illness.
Loss of or value of caregiver time also
comes under indirect cost of mental
illness.

There is link between poverty and
mental disorders. As treatment of psy-
chiatric illness required long term

treatment and loss of work produc-
tivity during this period might lead
to financial consequences. The sui-
cides of farmers in India are example
of consequences of mental illness and
poverty link. The efficacious treatment
of mental disorders results in clinical
improvement, which ultimately helps
to reallocate their income to meeting
other needs of daily living.

The cost, which includes direct and
indirect cost of mental illness to the
individual as well as society, is huge so
early identification and intervention of
the mental disorder entity is important.
Timely and effective response to peo-
ple with mental illness would certainly
help in disease management. In recent
times Indian scenario toward mental
health is changing approach of mental
health bill is example of the change but
road towards the achievement of defi-
nition of health in India is still far ahead.
Mutual work of government, NGOs,
psychiatric association, and treating
psychiatrist can definitely play a major
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role in reducing the economic burden
of individual having mental illness.

In Kolkata, and for most of the
government hospitals in the country,
there are some psychotropic medicines,
which are distributed, free of cost to the
patients. Though ~ 25 psychotropics
are available free of cost in the pharma-
cy of the government hospitals, there is
an ever — increasing need for more and
more medicines to be supplied to the
patients. It is seen that the doctors write
at least one medicine in the prescrip-
tion that needs to be bought from the
market in about 20 — 30% of the cases.
On the other hand, in case of a typical
patient with Schizophrenia, who was
relatively stable had to shell out ~ Rs.
1,000 - 1,200/~ for medicines which
was been given from the governmental
hospital pharmacy free.

Schizophrenia is one of the most
important of all mental illnesses. Schiz-
ophrenia is a chronic debilitating men-
tal illness where one has unnatural
experiences like delusions, hallucina-



tions, and thought disorder; there is a
long lasting/permanent change in the
patient’s ability to think, process the
environment, social dealings, mood
and personality. The patient become
redundant and a misfit for the society
and is usually unable to maintain re-
lationships, jobs, friends and social life.
There is a slide down the socio-eco-
nomic ladder in the patient’s case. The
treatment comprises of medications,
referred to as antipsychotics, counsel-
ling and rehabilitation programs. The
antipsychotic medications comprises
of mainly 2 groups, the older known as
the typical antipsychotics (Chlorprom-
azine, Haloperidol, Fluphenazine) and
the relatively newer and more costli-
er known as atypical antipsychotics
(Olanzapine, Risperidone, Clozapine,
Amisulpride). With medicines and oth-
er interventions also, there is no definite
cure,and ~ one-third of the patients re-
gain some functionality. There is a slow
but steady decline of the mental abili-
ties of the patients over time and they
tend to become socially withdrawn.
The relapses in to acute symptoms are
frequent and they further deteriorate
the overall gains achieved so far by the

treatment. The major cause for relapse
is dropping out of the treatment due
to side — effects of medications, poor
knowledge about the illness and most
importantly, the cost of treatment per
se. During the acute exacerbations of
the disorder, the patients are treated in
hospital setting and for the rest of the
illness duration they avail communi-
ty based OPD services in most of the
countries. Some countries including
India have provision of disbursing free
medicines to the patients through the
health-care system.

A recent study done by WHO
(World Health Organisation) fund-
ing known as CHOICE (CHOosing
Interventions that are Cost-Effective)
also known as WHO-CHOICE tried
to look in the cost effectiveness of In-
terventions in Schizophrenia (available
online: http://www.who.int/choice).
The study encompassed 2 SEAR
(South East Asian regions) regions;
SEAR B: Indonesia, Sri Lanka, Thai-
land and SEAR D: Bangladesh, Dem-
ocratic Republic of Korea, India, Mal-
dives, Myanmar, Nepal, Timor Leste.
They found rather interesting results!

According to the study, the cost of

treatment by drugs varies from WHO
region to region and country to coun-
try. To quote from the recent study by
Dan Chicholm et al, (2012) “in the re-
gional analysis, the estimated treatment
cost per capita for community-based
provision of older antipsychotic drugs
was $ 0.74 (WHO African subregion
D), $ 2.10 (WHO South-East Asia sub
region B) and $ 3.13 (WHO Region
of the Americas subregion B), equiv-
alent to $ 306, I$ 617 and $ 980 per
treated case, respectively; country con-
textualisation results produced lower
figures of $ 1.52 (Chile), $ 0.39 (Ni-
geria) and $ 0.57 (Sri Lanka). Inter-
ventions making use of newer (atyp-
ical) antipsychotic drugs (clozapine in
Chile, risperidone in Nigeria and Sri
Lanka), which in the regional analy-
sis were estimated to be two to four
times more costly than older drugs
($ 3—6 per capita), were found to be
lower than regional values in Chile
and Sri Lanka (less than $ 3 per capita),
but very much higher than predicted
in Nigeria (more than $ 10 per capi-
ta). These results reflect the important
influence of national drug procure-
ment mechanisms and resulting supply

Table 2: Summary of the interventions done and the costs incurred
thereof by the above researchers

Interventions: Cm?ﬁito‘:;; yi?ro(nsg % Patient DALYs averted Average Cost | Incremental
Codes_and Coverage - per one % Program costs | per year per one per DALY Cost per DALY
Descrintions million_population [i.e. costs s .
escriptions cost per capita] million_population averted averted
Older ‘neuroleptic’
anti-psychotic 80% 0.79 8% 92% 236 3,358 Dominated
drug
Newer ‘atypical’
anti-psychotic 80% 3.4 2% 98% 253 13,476 Dominated
drug
Older anti-
psychotic + 80% 0.87 8% 92% 401 2,163 2,163
psychosocial
treatment
Newer anti-
T > 80% 3.50 2% 98% 412 8,505 Dominated
psychosocial
treatment
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prices. For example, at the time of the
study, 2 mg risperidone could be ob-
tained for 4.5 rupees (US$ 0.06) in Sri
Lanka, compared to 255 Naira (US $
2.50) in Nigeria, a 40-fold difference!
Concerning adjuvant  psychosocial
treatment, additional costs including
training were generally very modest
on account of the relatively low sal-
ary levels prevailing in these regions
and countries.” This study interestingly
concluded, “The most cost-effective
interventions were those using older
antipsychotic drugs combined with
psychosocial treatment, delivered via a
community-based service model.” The
relative cost-effectiveness of interven-
tions making use of newer, “atypical”
antipsychotic drugs according to this
study is much less favourable.

Such study as the above one is very
rare in India. In India, there are a few
studies, which have looked into the an-
tipsychotic/treatment costs. I will try
to collate some of the findings below.
One of the earliest studies done from
NIMHANS, Bangalore in 1991 on
costs found that antipsychotics med-
icines were affordable and the costs
were comparable to other physical
illnesses, but the other costs associated
with treatment make Schizophrenia
more expensive. Sarma et al found out
that cost of the medicines prescribed
from the OPD is only about 10% of
the total cost incurred in the illness.
There has been a few studies from my
alma-mater, PGI, Chandigarh done
around 2002 — 03, found out that the
annual cost of care of Schizophrenia
patients was ~ Rs. 13,500/~ which
was similar to that of Diabetes Melli-
tus and the money spent on the drugs
was ~ 18% of the total costs incurred.
Another study done by a NGO from
Chennai, by Thara and colleagues
showed that the costs came down by
~ 25% when an atypical antipsychot-
ic and probably the last line medicine,
Clozapine was started in patients with
Schizophrenia. This is in contrast to
the recent multi-centric WHO study
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that I mentioned above. The last study
that I would mention in this area was
done at New Delhi, by Dr. Smita
Deshpande and her colleagues where
she found that cost of medication to
the patients of Schizophrenia was ~
Rs. 288/~ less than to another men-
tal disorder, i.e. Bipolar disorder when
the medications were being free of
cost provided to the patients from the
OPD pharmacy.

Conclusion

Psychiatric illnesses are in themselves
devastating in every respect and tend
to be chronic and even lifelong. They
hamper productivity and may make
the patient socio-economically redun-
dant and the family and society bur-
dened. India being a developing coun-
try, where infections are the prime
killers, has little focus on mental health
in general as far as resource allocation
is concerned. Data keeping about
health expenditure costs, cost-effec-
tiveness, cost-benefit by medical pro-

fessionals/organizations are rare and
non-comprehensive in India and more
so in case of the mental health care. It
is hence, quite clear that there is much
to do with regard to cost analysis in
the field of mental health specially in
a country like ours where the disease
burden of the mental health disorder
is huge and the resources limited and
resource allocation uneven. NGOs and
government organisations hence have
a huge stake in analysing and propos-
ing the required modifications and the
interventions so that the health sector
is guided by valuable suggestions and
health care delivery is made stream-
lined and cost-effective. The health
policy also needs to be data and analy-
sis driven rather than impressionistic in
which institutes like Institute of Cost
Accountants of India have a huge role
to play.
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been showing a great consistency in the

performance over these years, in spite of
many vagaries. Though R&D is a very vital
segment in the industry, albeit its insignificant
presence, India is one of the biggest exporters of
pharma products. Thanks to Indian Patent Act
and the reverse engineering technique. Industry
could produce essential drugs at lower costs and
meet the needs of the masses. However, efficacy
and the quality of the drugs are a major con-
cern which necessitated the issue of warnings
by US FDA, for, India has the largest number of
USFDA approved manufacturing sites outside
uUs.
Tracing back: In the early 1950s foreign com-
panies were dominating, in the absence of or-
ganised Indian market.1970s witnessed the era
of government control to support the indus-
try.1980s was a development stage with infra-
structure initiatives.1990s saw the growth phase
with the expansion of domestic market and de-
velopment of international market. Later part
of the first decade of 21st century observed the
slowdown and the need for R&D to survive
and grow.2010s is the phase of rejuvenation
with modern techniques.

I ntroduction: Indian pharma industry has

Current Scenario: Indian pharma is currently
valued at 1,00,000 cr business. Domestic mar-
ket size stands at Rs58,000 cr and export at
Rs42,000 cr. growing at the rate of 10%. Import
is Rs 12,000cr. Export of bio tech products and
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biopharma is US$1.36bn.India has 800 WHO-
GMP certified and 172 US FDA approvals
along with 153EDQM certified facilities. In-
dia is ranked 3rd in terms of volume and 12th
in terms of value with a growth rate of 15%.
Drugs from India are exported to more than
200 countries. Vaccines are exported to more
than 151 countries. India has about 30,000 en-
tities and organised sector consists of 300 en-
tities manufacturing pharmaceutical products.
Prospects: Pharma is growing at about 1.5-1.6
times the GDP. According to a study by FIC-
CI-Ernst andYoung, India will open an estimat-
ed US$8bn market for MNC:s selling expensive
drugs and the domestic market is likely to reach
US$20bn by 2015. The ministry of commerce
estimates that US$6.31 bn will be invested in
domestic market and public spending on health
care will be 13% of GDP by 2015.It is going to
be US$35bn opportunity by2015.

Snapshot of challenges

Tomorrow’s challenge of the Indian pharma
industry (IPI) is to develop new medicines at
very competitive prices that can prevent or cure
currently incurable diseases. Today’s challenge is
to get to tomorrow.

Pharma industry is facing a dynamic future
faced by several strategic pressures and chal-
lenges.

1. Constant pressure of new drugs and chang-
es in the pattern of diseases and eruption of



old ones.

2. Increasing competition, not only
domestic but also foreign players.

3. Need for constant up gradation of
skills as IPI is highly knowledge
based industry.

4. Ever changing Technology neces-
sitates the renovation of manufac-
turing and R&D infrastructure.

5. Need of innovation to address
completion.

6. Increase in global market share to
play a responsible role, as India’s
current share is only 1.5%.

7. Increase in regulation by Medical
Council and Government.

8. Pricing policy- DPCO’ control
on bulk drugs, formulations and

overall profitability. 354 drugs to
come under price control with a

drastic price reduction in the range
of 16-20%.

9. Shrinking pipeline of new
products.

10. Heavy fluctuations in the forex
rates.

11. Very insignificant R&D. There
is a need to invest in view of
generic worth US$40bn going off
patent in another few years.

Clean sheet costing: A
weapon imperative

In view of the severe challenges faced
by IPL, it is felt imperative that there
is a need to relook at the cost funda-
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mentals. Clean sheet costing is con-
sidered as one of the weapons to face
the challenges of price reduction and
decreasing profit margin. Increasing
input costs coupled with rising global
competition has shrunk profit verticals
to a great extent. Both price reduction
and the rise in cost are approaching the
breakeven line at a faster rate. Since the
companies have little control over the
prices, the only way left out is a better
top and bottom line to achieve the re-
duction and control of costs.

An established company must have
already inbuilt systems which contrib-
ute to the cost not only due to fre-
quent price increase but also due to in-
cremental. These automatic existences
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of costs might not have drawn the at-
tention of authorities due to overlook-
ing of the events or lack of warning
bells. The main cause is the invisibility
of occurrence of certain costs and cost
drivers.

In order to optimize the cost on a
continuous basis, there is a need to in-
itiate a cost reduction program. One
of the most important prerequisites of
such a program is to develop a con-
sistent and end to end visibility of all
input costs. Visibility of costs can be
obtained through a technique called
Clean Sheet Costing (CSC). It is the
Process of building up and understand-
ing the basic elements which compose
the cost of a product or service. It is
a review of organization’s effectiveness
and costing. It is, in essence, a process
of collective forgetting or wiping the
slate clean and starting with a blank
piece of paper. In gist, it is starting
again from scratch.

In the context of a pressure on price,
the program looks at the cost compo-
sition in ‘as is” condition and reinvents
the ways to meet the requirements of
the business, free of constraints. Ideal-
ly, it ignores the constraints of policy
& law as though there is no ’as is” and
tries to create ways and means from
scratch to meet the new requirements.
It is starting afresh to face the challeng-
es of change.

Though it originated in the II world
war when Hitler called clean sheet
redesign, formally, it began in 1981,
passed through kaizen quality move-
ment, brown paper activities and six
sigma methodologies. The basic trig-
ger is the creativity out of glue.

Five Step Approach: Clean Sheet
Costing weapon is launched through
following five steps(DIAGRAM-1):

1. Data collection drive.

2. Attack six pillars of cost composi-
tion.

3. Identify cost drivers and units.

4. Bench mark and improve the
value.

5. Management initiative.

1. Data Drive: Data should be driv-
en as if there is a fresh collection with
the detailed analysis of each and every
element. The purpose is to create the
visibility of each source of cost com-
position. The data are collected from
the following sources:
a. Enter pries resource planning
(ERP) if adapted, otherwise related
source documents
b. Spend analysis-Expenses details
in respect of each item purchased or
service received
received  from

c. Invoices each

payments

2. Six Pillars: The fundamental co-
mposition of costs, referred to as the
six pillars in cost construction has to
be dissected as Material Cost, Labour
Cost, Conversion Cost, Overheads,
Logistics and Profits. The relevant costs
with reference to the above have to be
identified.

a. Material cost: - Bills of Materials,
production specification documents
etc., Provide necessary information
regarding the quantity and rates of
materials procured and consumed in
the production. The MRP/ERP sys-
tems also provide the required inputs.
Research of open market sources in-
ternal consultants data base, interviews
with experts, professional associations
will help to estimate the cost.. How-
ever, another method is to do reverse
engineering, so that, if we could de-
duct all other costs from cost of goods
sold, we are able to arrive at material
cost. Analysis of market situation and
price trends for products are also the
other ways to obtain the relevant data.

b. Labor Cost: To estimate the cost
of labor, the information about the
number of labor used in the manufac-
turing process, the hours worked on
the process and the average wage rate
are needed. To determine the above
factors it is important to identify the
following labor specific characteristics:
Technology employed by the man-
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ufacturing process, level of process,
Automation, Skill requirement and el-
igibility for the personnel to produce
a product such as education, expertise,
training, etc. To obtain accurate esti-
mates of the total, annual labor costs
can be multiplied with adjustments
factors such as vacation and supervi-
sion. All information required to accu-
rately compute the cost of labor can
be obtained from following sources:
Independent primary research, Profes-
sional associations, Experts, Secondary
research and Supplier visits.

c. Conversion Costs: These costs in-
clude all the activities associated with
physical process of conversion of raw
materials into finished goods.The costs
include manufacturing process and cy-
cle time costs, utilities, depreciation,
maintenance and all other ancillary
activities related to manufacturing the
product. It is important to identify the
appropriate drivers and units that form
the key components of the conversion
process. To effectively analyze conver-
sion costs it is important to develop
detailed process maps of all activities
involved in manufacturing a product.
To form a opinion the experts could
be consulted along with the supplier.

d. Overheads: These include all
non-operating expenses such as Man-
ufacturing overheads Selling expenses,
Executive compensations, Design and
Development expenses Administrative
expenses, Rent, leases, etc. Generally,
estimation is done taking expected ex-
penditure as a percentage of revenues.
If the supplier’s financial statements are
available, it is reasonable to assume that
overhead expenditure on the products
sold is in the same proportion as that of
the overall corporate entity. However,
Activity based costing can be used to
find the most appropriate overhead al-
location.

e. Logistics: Costs of Logistics in-
clude Custom clearance, Transporta-



tion, Warehousing Distribution etc.,
Each one of these cost elements is
influenced by specific factors. For ex-
ample, Custom clearance expenses de-
pend on the rules and regulations of
the importing country. Transportation
and distribution expenses depend on
the distance travelled, mode of trans-
portation such as inland water trans-
portation, ocean water transportation,
air, train or road. Warehousing cost is
dependent on volume of goods stored,
type of goods stored and the length of
time for which the goods were stored.
Further, all of the above are also affect-
ed by the nature of goods procured
and the frequency of procurement.

f.  Supplier Margins: Profit margin
of the supplier is the cost. The suppli-
er also should earn reasonable profit
based on the market conditions and
industry structure. It depends on the
negotiations. Pharma companies have
not traditionally made purchasing a
priority. But new pressure on profits,

and structural changes in the industry,
are driving many to reassess its impor-
tance. It is necessary to develop an “art
of buying” to leverage on the innova-
tion. Further, certain adjustments can
be made by taking existing relationship
into account, willingness to do business
and product service differentiation.

3. Cost Drivers: In a pharmaco, the
cost drivers at the unit and batch level
have to be identified on the basis of
cause and effect relationship. Activity
Based Costing approach would help
to allocate the expenses based on what
drives the cost to incur and hence the
unnecessary activities which donot
add any value could be eliminated.
Therefore, it is necessary for a buyer
to get these details and understand the
ways to reduce the costs.

4. Bench marking and improv-
ing the value: In order to improve
the quality of the bought out prod-
ucts, bench marking set to the indus-

try standard would go a long way in
reducing the costs of redoing. While
lean manufacturing reduces the pro-
cess time and cost, the adherence to 6Y,
and Kaizan help to improve the value
of the inputs.

5. Management Support System:
Management support is the fulcrum
to the clean sheet costing initiative.
It drives the approach to question the
supplier’s prices. It helps to develop the
rapport with the supplier and to pass
on the benefit to the end customer in
the chain and in the process to leverage
the profit margins. The management
should develop a culture of exploiting
every opportunity to reduce their total
cost of supply using a well-established
category management process, where
purchasing is recognized as a val-
ue-driver by all business functions. It
is found that such a step would almost
reduce the cost by 10% in a pharmaco
in which about 55% of the total cost is
constitutes material cost.

DIAGRAM 1
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Comparison: Tablel shows the difference between the vendor price and the clean sheet price for a typical pharmaceutical
product:

TABLE1

Clean sheet cost comparison of a pharmaceutical product

Cost category Best of Best Clean sheet Difference Cost Drivers
vendor vs

Clean sheet

RM 5276 55% 4733 2615 44% 2118 Based on Scrap
rate
DL 1055 11% 947 297 5% 650 LCC Labour
cost
Maintenance 575 6% 516 119 2% 397 Best practice
Consumables 480 5% 430 832 14% -402 Consumables
Machine 384 4% 344 3 12% -389 15 year useful
Burden life
Admn 288 3% 258 535 9% 2717 Standard % age
Rejection 192 2% 172 9 0% 163 Best Practice
0.5%
Margin 1343 14% 1205 832 14% 16% of Costs
Price 9593 8605 5952 2653

It can be observed that a thorough analysis through clean sheet costing approach would reduce the suppliers price by 31%.
In another typical example of a pharma product shown in Diagram 3 it can be observed that there is a difference of about
38% between traditional cost and the clean sheet cost.

DIAGRAM 2
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It can be observed that a thorough analysis through clean sheet costing approach would reduce the supplier’s price by 31%.
In another typical example of a pharma product shown in DIAGRAM-2, it can be observed that there is a difference of

about 38% between traditional cost and the clean sheet cost.

DIAGRAM 3
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Source: PricewaterhouseCoopers, www.price.com

Conclusion: Procurement spending represents up to 50% of
total costs of a typical pharma company. The vast majority of
this amount goes to indirect spend categories. Although they
manage direct spend better, their track record for controlling
indirect spending is not that impressive. Clean Sheet Costing
provides an increased visibility of various elements in a cost
composition which helps not only to control but also to re-
duce the costs. It generates an extra power to bargain with
the suppliers. In this age of integrated supply chain and co
located vendors, suppliers and customers are extremely inter-
dependent. Clean sheet exercise develops a win-win situation
for all the concerned in the chain.
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COST EFFECTIVENESS ANALYSIS (CEA)
OF HEALTH CARE INTERVENTION: THE

EMERGING ROLE OF CMAs

IN developing cou-
ntries, the resources
are finite and there
is always an oppor-
tunity cost of the
resources employed
for a particular in-
tervention. Hence

Rajesh  prioritisation and
Kumar Sinha  rationing of limited
Doctoral  resources is desira-

Scholar-Finance
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ble and inevitable.
Economic  evalu-

ation of any inter-

vention is a system-

atic and transparent
framework which helps the policy
makers to take decision for efficient
allocation of resources in different effi-
cient interventions.

“Economic evaluation is the com-
parative analysis of alternative courses
of action in terms of both their costs
and their consuquences” (Drummond
et al. 1997). In the health sector eco-
nomic evaluation of health care inter-
vention has become imperative both
from the economic efficiency and
equity perspective. Economic evalua-
tion of health care interventions helps
to achieve both technical efficiency by
maximising the benefits of the given

objective within the given budget and
allocative efficiency by allocating the
resources effectively among different
objectives to produce greatest gain
to society. As resources in the health
sector is very limited, channelizing
the resources in the cost effective in-
tervention will also help equitable
distribution of resources, if the cost
effective analysis is done with equity
weighting, where more weight is giv-
en to such interventions which target
resource-poor communities.

The economic evaluation of any
health care intervention has now be-
come very common in the high in-
come countries. For example, United
Kingdom (UK) has established Na-
tional Institute of Clinical Excellence
(NICE) in 1999 to appraise all the ex-
isting and new health care technolo-
gies to decide which clinical services
should be provided by the National
Health System (NHS) of UK. In Aus-
tralia, since 1993, if a pharmaceutical
company applies for public subsidies of
their products, then it has been made
mandatory to submit cost effective
data. Many countries like Bangladesh,
Mexico etc. are now using cost effec-
tive data to define packages of essential
care. The increase in the importance of
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economic evaluation in health sector
is due to constrained availability of re-
sources in the health sector, increasing
demands of health care services, eq-
uity concerns over cost escalation of
health services, advances in preventive,
diagnostic and curative health services
and development of standardised tech-
nique of economic evaluation.

Rationale for economic
evaluations of health care
interventions

The health sector in any country,
particularly the resource poor coun-
tries, often deal with the situation of
resources scarcity as universal reality.
Given the situation and the reality of
resource constraint, it is imperative
for the policy makers and health care
professionals of these countries to have
information of not only on whether
the health care interventions being
provided to the people of the coun-
try are effective in terms of enhancing
the quality of life, reducing morbidity
and mortality, but also on their relative
costs compared to different alterna-
tives, so that resources can be best uti-
lised in the most cost effective inter-
ventions. Though in many cases, health
care professionals feel uncomfortable



about the issues of cost in the health
care interventions and put up various
arguments on the ethics of doing so.
However, with the universal reality of
resource scarcity in the health care sec-
tor of the nation, decision makers need
to allocate resources within the health
sector judiciously so that interventions
give good value for money:.

An economic evaluation can be de-
fined as the systematic comparison of
costs and consequences of two or more
alternative courses of action (Drum-
mond et al. 1997). Consequences mean
the outcomes or the impact of a given
intervention. Economic evaluation of
health care interventions is a branch of
economics which is concerned with is-
sues related to scarcity in the allocation
of health and health care. It assesses the
use of available health care resources
efficiently in terms of costs and out-
comes. This is an exercise under which
we evaluate different alternatives avail-
able for achieving some desired results
and try to find out the best alternatives
either in terms of low cost or in terms
of better results. Economic data gener-
ated for different interventions can also
be valuable for predicting resource re-
quirements (or costs) of replicating the
interventions in another settings with
the increased coverage.

Various definitions and
approaches of economic
evaluations of health care
interventions

There are various forms of economic
evaluation, which are most commonly
used in the health sector:

* Cost Minimisation analysis

» Cost-Effectiveness analysis

* Cost Benefit analysis

Cost Minimisation Analysis: Un-
der this, two or more options are ana-
lysed, where the outcomes are not sig-
nificantly different or in other words
same degree of outcome could be
achieved with the different options.
However, it is possible that the costs

of different options are different and
hence the objective is to search for the
least expensive option or alternative.
Cost Effectiveness Analysis (CEA):
Here we consider two or more options
where both the costs and consequenc-
es (outcomes) are different. However,
to compare the two or more options
the consequences are measured in
common terms like life years saved
or disability adjusted life year (DALY)
averted or quality adjusted life year
(QALY) gained for any health care
interventions. Hence, for all the health
care interventions, the calculations of
cost effectiveness of each intervention
are calculated in terms of cost per life
year saved or DALY averted or QALY
gained. Because the cost effective-
ness of different interventions are not
measured in terms of disease specif-
ic outcomes, it offers a broader and
a more generic measure of outcome
which enables the health economists
to compare different interventions for
different types of diseases e.g. relative
cost-effectiveness of Vitamin A supple-
mentation versus prevention of Malar-
ia etc. This enable the policy makers
to first allocate the limited resources
in the most cost effective intervention
followed by second most cost effective
intervention and so on till the resourc-
es are completely exhausted.

However, despite its wide advantage
and usage, CEA has the disadvantage
that it cannot capture the non-health
indicators like increase in knowledge
or awareness among the people or im-
provement in other socio-economic
conditions or enhancement of social
capital due to any health care inter-
ventions where outputs are generally
measured in other units.

Cost Benefit Analysis (CBA): Here
unlike CEA, the outcomes or conse-
quences are also measured in terms
of money. In CBA both the cost and
consequences are measured in mone-
tary terms. Hence, the outcomes such
as life year saved or DALY or QALY
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gained etc. are converted into mon-
etary terms while doing cost benefit
analysis. Hence, CBA can overcome
the problem of not capturing the non-
health outcome measures under CEA,
by measuring all the health and non-
health consequences alongside costs in
monetary terms. CBA offers a broad-
er comparison of different health care
interventions and also offers compar-
ison between interventions in other
sectors like agriculture, livelihood etc.
The outcomes are measured in mon-
etary terms using willingness-to-pay
(WTP) survey where individuals who
are affected from the interventions are
asked about how much they are will-
ing to pay or value a given interven-
tion or its associated outcomes.

The analysis of CBA is much simpler
compared to CEA, however, its appli-
cability in the health sector is ques-
tionable due to ethical issues of linking
health outcomes to money. Also there
are equity concern while monetising
health outcomes to money. For ex-
ample, while calculating the benefit of
health gain in terms of money, bene-
fits are valued less in the case of old
age people compared to young people
due to their lower ability to generate
income. Also, the health benefits are
valued less in the case of resource poor
people compared to affluent class. The
implication based on the analysis is that
the resources are distributed inequita-
bly and more resources are allocated
for the interventions targeted to young
or affluent classes from pure economic
perspective.

In the health sector, cost effective-
ness analysis (CEA) is generally con-
sidered as most relevant and interna-
tionally acceptable approach for doing
economic evaluation of a health in-
tervention. Cost effectiveness analysis
evaluates the relationship between net
investment and health improvement
in health care interventions or treat-
ments competing for similar resources
(Haddix et al.). It is one form of full
economic evaluation where costs and
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consequences of health interventions
or treatments are examined (Drum-
mond et al. 1997).

Principles of conducting
cost effectiveness analysis
(CEA) of a health care
intervention

The health economic researchers need
to consider following guiding princi-
ples for conducting CEA of any health
care interventions. These are:

* Different alternatives of health care
interventions are available and any
health care programme should be de-
signed taking the most cost effective
alternatives.

* Economics talks about utility or
benefit as well as cost. Hence, it doesn’t
only talks about cost minimisation giv-
en the outcomes but also talks about
maximising the benefits given the re-
sources.

¢ The costs of health care programmes
and treatments include both the direct
costs of programme or treatment like
hospital stay, medicine etc. and the
indirect costs like transportation cost,
additional cost of food etc. It also in-
cludes opportunity costs, loss of wages,
loss of productivity etc. All such costs
should be taken into account for cost
calculations while doing CEA.

* Many simple rules of market opera-
tions do not apply in the case of health
care and there are different kinds of
market failures associated with it pri-
marily due to the problem of infor-
mation asymmetry in the health sec-
tor. Supplier induced demand where
decisions related to any health inter-
vention is taken by the supplier/pro-
vider on behalf of patients due to their
knowledge and in some of the cases,
it is found that the suppliers/provid-
ers prescribe unnecessary and costly
medicines or treatment which not
only increases patients’ out-of-pock-
et expenditure but also exposes them
to unnecessary hazardous conditions.
Other problems are adverse selection
and moral hazard which are largely as-

sociated with health insurance market.
Adverse selection is a situation where
more high-at-risk people participate
in the health insurance policy mak-
ing it unviable in the long run. Moral
hazard is a problem where individuals
after participating in the health insur-
ance plan do not take preventive care
and also demand more sophisticat-
ed services even for minor ailments.
Other market failures are externality
where the benefit from a person re-
ceiving health care may not confine
to that person but even help others.
E.g.in the case of immunisation of any
communicable diseases, whereby more
people immunised the more protec-
tion is assured to others.

¢ As resources are limited, cost con-
sideration is not necessarily unethical
as clinicians’ responsibility is not only
to treat the patients but the treatment
should also be cost effective. If the lim-
ited resources are not used cost effec-
tively then there will be a ‘deadweight
loss’ where unnecessary extra resources
will be consumed by the health sec-
tor, compromising on the resources
for the other sectors like education.
Hence health service providers should
balance between quality health service
and costs.

¢ In health care, choices should not be
made on all-or-nothing basis by con-
sidering the extra activity as a part of
the whole activity by doing average
costing. The relevant data for making
such decision should be the marginal
costs and benefits which strictly relate
to cost and benefit of one more unit
of production which is also termed as
incremental costs and benefits of the
change in the scale of the activity.

* Equity in health care may be desira-
ble because inequitable distribution of
health care resources usually comes at a
price in terms of the benefits foregone
by the certain disadvantaged sections.
Resources should be distributed not
only to achieve allocative and technical
efficiency to maximise the outcomes
or benefits but should also take into
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account the distributional concern of
the resources which will be achieved
by equitable distribution of resources
in the society.

Steps for conducting cost
effectiveness analysis (CEA)
of a health care intervention
Research question of any CEA
of health intervention should be
properly defined in answerable
form

The research question should clearly
identify various health care alternatives
being compared and the viewpoints
from which the comparison is to be
made. Specifying the alternatives for
comparison is very important from the
efficiency perspective. Viewpoints for
the comparison between alternatives
are generally taken from the provider’s
perspective (where all the costs incurred
by the providers of programme and
treatment would be taken for analysis)
or patients perspective (where all the
costs incurred by the patients under the
programme and treatment would be
taken for the analysis) or societal per-
spective (where all the costs incurred by
the providers and the patients and even
the opportunity costs of resources used
are taken into consideration for doing
the CEA). The viewpoint or perspec-
tive of the study will actually determine
the scope of the CEA.

Time frame and analytic horizon
The scope of an CEA also depends
upon the time frame for estimation of
the costs and consequences. Generally
in the case of experimental study of any
health care intervention, time frame
and analytic horizon is often same as
the period of intervention. Alternative-
ly,a one year period may be considered
taking into account the yearly costs and
consequences. However, if a health in-
tervention has a long term perspective
in terms of its costs and benefits e.g.
a preventive health care programme,
immunisation programme etc. or if any
health intervention has long term im-



pact, then the costs and benefits for the
longer period need to be taken. Analyt-
ical horizon of such interventions, over
which the costs and the consequences
of the intervention accrue, would be
long to capture both the costs and con-
sequences of the intervention.

All the competing alternatives
should be comprehensively
described

The full description of all the alterna-
tives of any health care intervention is
essential to enable the reader to judge
the applicability or contextualise the
programmes to their own settings. This
will also enable them to assess whether
any costs and consequences of any of
the alternative may have been omitted
in the analysis. Readers may wish to
replicate the programme in their own
settings and hence the complete infor-
mation of all the competing alterna-
tives may allow them to identify both
costs and consequences.

Finding out the evidence that the
programmes’ effectiveness had
been established

Since the resources in the health
sector are very limited particularly
in the resource poor countries, it is
worth investing in such health care
interventions where they have shown
some prior indications of their effec-
tiveness. Extensive literature review
needs to be done around the research
hypothesis or question to find out the
evidences of the effectiveness of the
programmes established in the same
or different settings.

Relevant costs for each
alternative should be identified
Though it is not possible and even
necessary to measure and value all the
costs of the alternatives being com-
pared, it is important to identify all the
relevant ones. However there is an is-
sue in defining the scope of the study
by deciding whether to go for calcu-
lating incremental cost or full cost. An

incremental cost approach considers
only the difference in cost and out-
comes between two or more alterna-
tives, completely ignoring the com-
mon costs of the alternatives. A full
costing would require including all the
costs of the alternatives of any health
care intervention. Although choosing
any of these methods of costing would
not impact on the cost-effectiveness
ratio, however, using the full costing
method will enable the readers or the
policy makers to predict the costs of
replicating the programme and hence
make this method more generalized
compared to incremental costing.
While calculating the costs of dif-
ferent health care alternatives, it is im-
portant to divide the costs into two
categories. The first category may
contain the costs of organising and op-
erating the programme — both varia-
ble costs (such as those of health care
professionals’ time or supplies etc.) and
fixed or overhead costs (such as capi-
tal costs, rent, electricity etc.). In eco-
nomic terms these costs are referred
to as ‘Direct Costs’. Capital costs may
include land and building, vehicles,
laboratories, equipment etc. which
can be taken by dividing the costs by
their respective useful life. Any residu-
al value of these capital items must be
deducted from the respective capital
cost while calculating their annualised
costs for the analysis. There may be two
kinds of direct costs for any treatment
or programme. One would be those
which are easily identifiable to differ-
ent cost centres which can be directly
allocated to the respective cost centres
of the programme or treatment. An-
other would be joint costs or shared
costs which are not easily identifiable
and the allocation of such costs would
require proper cost allocation basis to
allocate these to different cost centres.
Generally under CEA, two methods of
allocation to allocate shared/joint costs
are used - direct allocation and step-
down allocation. Direct allocation of
shared/joint costs ignores interaction
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of overhead departments and each
overhead costs is directly allocated to
the final cost centres on the basis of an
allocation ratio. Step-down allocation
allows partial adjustments for inter-
action of overhead departments. The
overhead costs of different overhead
departments are allocated in a stepwise
fashion to all the other overhead de-
partments and then to the final cost
centres.

The second category may include
all costs that are borne by the patients
or beneficiaries or recipients of the
programme and their families. These
include out of pocket expenses as well
as opportunity costs of losing mandays
of earning while seeking treatment or
participating in the health programme.
These costs are referred to as ‘Indirect
Costs’.

There would be cases where some
goods or services are subsidised or do-
nated where it would be very difficult
to identify the cost of such services or
goods. In those cases, shadow prices (or
opportunity costs) should be estimated
for such subsidised or donated goods
or services if their market prices are
not easily available.

The role of the health economists
is to make the distinction between
financial and economic costs. Fi-
nancial costs include only those costs
for which there was a direct financial
transaction and the costs can be easily
retrieved from the financial data or ac-
counts. However, economic costs must
also be considered and presented using
shadow prices because even though
the health care programme has not in-
curred anything in monetary terms, it
has a real cost which has been borne
by society and hence needs to be re-
flected while conducting CEA, e.g.
donated goods or services, volunteers
time, opportunity costs of days of em-
ployment lost, etc.

Relevant consequences for each

alternative should be identified
After measuring and valuing all the
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costs of different alternatives of a
health care intervention, it is important
to measure and value the outcomes or
consequences. It is very important for
the researchers involved in the CEA to
identify and measure the outcomes at
different levels which will help them
to identify series of different outcome
measures. However, all these outcome
measures would also be required to
unify for the final or generic measures
of outcome.

The process level outputs are gener-
ally retrieved from the programme or
treatment records while intermediate
and secondary outcomes like changes
in health seeking behaviour etc. are
monitored by conducting different
epidemiological or observational stud-
ies using the surveillance system of the
programme or treatment.

Final health outcomes are also meas-
ured using different studies, e.g. exper-
imental studies like randomised con-
trol trial, or observational studies like
cohort study, case-control study etc.
These are basically the primary out-
comes of any health care intervention
or treatment and hence need to be
measured properly which will enable
the researcher to compare cost effec-
tiveness of different alternatives of the
health care intervention.

However, we know that the out-
come measures would be different for
different alternatives or intervention,
it is important for the researchers to
measure and value all the outcomes in
generic terms which will enable them
to compare between different alterna-
tives or health interventions. In health
sector the generic outcome measure
generally being used are either dis-
ability adjusted life year (DALY) or
the quality adjusted life year (QALY)
which combines impact on both the
morbidity and mortality together.
Hence the outcome measures are ei-
ther DALY averted or QALY gained
adjusting for reduction in both mor-
tality and morbidity due to the health

care intervention.

Disability Adjusted Life Years (DALYs)
DALYs is generally being used in de-
veloping countries due to its relative
ease of estimation. Unlike QALY, the
calculation of DALY's does not involve
primary data collection and the calcu-
lation can easily be done using formula
(Fox-Rushby et al. 2002). The calcula-
tion of DALYS is based on the sum of
life years lost and life years lived with
disability. The calculation of DALYs
relies upon two main assumptions: dis-
counting and assigning weights where
productive years of young people are
weighed more than a child or old
age people. Though there is an eq-
uity concern over using different age
weights for different age-based cate-
gories of people however, it helps to
compare across different alternatives of
health care interventions.

Adjustments of costs and
consequences for differential
timing
In doing the CEA of any health care
intervention, discounting of costs and
consequences becomes a necessary
step. Discounting is necessary be-
cause the comparison of programmes
or alternatives needs to be made at
the current point of time and hence
all the future costs and consequenc-
es or benefits need to be discounted
for calculating their present value.
Discounting is done primarily due
to the existence of ‘time preference’
as individuals and societies prefer to
have resources now instead of later.
It also reflects the opportunity cost of
foregoing the future interest/income
or outcome of the current invest-
ments in the health care interven-
tion. Normally in CEA, economists
usually use national interest rate as a
discount factor for discounting both
the future costs and consequences.
The discounting of costs is very well
justified due to time preference of the
individuals and society as explained
above. Discounting the health out-
comes while doing CEA is a debata-
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ble issue, however, it is now generally
agreed by researchers that since we are
discounting cost for calculating the
present value of costs, it is also logical
to discount the outcomes to calculate
the present value.

Performing incremental analysis
of costs and consequences of the
alternatives

Once the cost and outcome data are
properly measured and valued for all
the alternatives of a health care pro-
gramme or for different health care
programmes, it is necessary to calculate
the incremental cost effectiveness ratio
of the two alternatives or interventions
in the case of doing CEA and net pres-
ent value in the case of doing CBA.
Normally in health sector, CEA is
performed and hence for meaningful
comparison, examining the addition-
al costs imposed by the use of one al-
ternative or programme over another,
and comparing it with the additional
consequences or benefits or utilities
expressed in DALY or QALY becomes
important. The average costs-effective-
ness ratio looks at total costs and total
results, which is misleading as accom-
modating one extra unit will not re-
quire the same cost and it may be more
or less. The incremental ratio compares
additional costs and additional results
for accommodating one extra unit us-
ing the marginal costing technique.

The incremental cost-effectiveness
ratio (ICER) is calculated as ratio of
difference in cost of two alternatives or
two different interventions to the dif-
ference in consequences.

The ICER plane has four different
quadrants- North-East (NE), North-
West (NW), South-West (SW) and
South-East (SE). Each quadrant has
a different implication for decision
making. If the ICER falls in the NW
quadrant with positive cost and neg-
ative outcome then
is more costly than intervention-2
which means intervention-2 domi-
nates intervention-1. If ICER falls in

intervention-1



SE quadrant then intervention-1 is
less costly than intervention-2 which
means intervention-1 dominates in-
tervention-2. If the ICER falls in the
NE quadrant, with positive costs and
effects, or the SW quadrant, with neg-
ative costs and negative effects rep-
resent the situation where interven-
tion-1 may be cost-effective compared
to intervention, depending upon the
specified monetary threshold- the
maximum amount which the decision
maker are willing to pay for the health
outcomes.

Cost

(Northwestern):
more costly.
less effective
(Dominated)

(Northwestern):
more costly.
more effective

QALYs

(Southwestern):
less costly.
less effective

v
(Source: https://research.tufts-nemc.org/ceard/
Portals/0/quadrants.png)

After calculation of the ICER, it is
necessary to compare the ICER with
the thresholds provided to see whether
the health care intervention is cost ef-
fective or not. The World Bank, in the
World Development Report, 1993,
suggested that if the ICER of the in-
terventions are below $50 per DALY
averted then the intervention will be
considered extremely cost-effective
and those below $150 per DALY will
represent a good value for money
(World Bank, 1993). More generally,
it has been suggested that a cost per
DALY ratio below twice per capita
gross national income may be an ac-
ceptable threshold value for most gov-
ernments (Garber & Phelps). World
Health Organisation considers those
interventions highly cost effective, if
the ICER of the intervention is less
than per capita gross national income.
Performing sensitivity analysis

CEA is conducted based on available
data and number of assumptions, both
with regard to measurement and valu-
ation of costs and consequences. Due
to this, every CEA contains some de-
gree of uncertainty or methodological
differences. Hence, it is important for
the economists to quantify the extent
of uncertainty by quantifying change
in the results with respect to change in
the variables or assumptions. Different
parameters like exchange rate, discount
rate etc. are changed depending on dif-
ferent types of health interventions, lo-
cal context etc. to see whether there is
a large variation in the result. If making
variations in different parameters do
not change the result significantly then
one could be confident of the robust-
ness of the original results. However, if
the opposite is true, then the researcher
needs to relook at the analysis to re-
duce such large variations in the result
due to change in different parameters.
It is suggested that at least, the re-
searcher should use one way sensitivi-
ty analysis to quantify the variation in
the result by changing one parameter
at a time. More sophisticated model
of sensitivity analysis is also desirable
depending availability of time and re-
sources for more robust quantification
of variation in the result due to change
in the parameters (Briggs et al. 2003).

Emerging role of cost and
management accountants
(CMA:s) in the health sector

For a sound CEA, it is very important
to have a sound knowledge of cost and
management accountancy. Proper and
credible measurement and valuation
of costs of every activity and process is
essential for the analysis. Hence, sound
knowledge of cost and management
accountancy will help to differentiate
between financial cost and econom-
ic cost, identification of different cost
centres, identification of the cost or
resource items, categorisation of cost
between direct, indirect and intangible
or opportunity costs and also between
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fixed, semi-fixed and variable costs and
analysis and presentation of cost data.
Having sound conceptual clarity and
practical exposure, Cost and Manage-
ment Accountants are very well placed
to conduct CEA of any health care
intervention. Some of the techniques
which are generally applied in the
CEA are (a) Activity Based Costing for
identification and allocation of cost to
different activities, (b) Average Costing
- calculating average cost of producing
an output, (c) Marginal Costing - cov-
ering the costs of one additional unit
of output, (d) Incremental Cost - ex-
tra cost incurred by one programme
over another. CMAs have very sound
knowledge of these techniques.

Similarly other techniques of al-
locating the shared costs like direct
method of allocation or step-down
method of allocating joint or shared
with suitable apportionment
basis, discounting and calculation of
present value of future costs and bene-
fits, using different techniques of sen-
sitivity analysis to check the robustness
of results by changing the variables are
used in CEA of health intervention.
CMAs are proficient in these tech-
niques. Having fair understanding of
the economic principles, applying
sound logics and assumptions, they
can do the modelling of costs and
benefits using short term and long
term analytical horizon depending on
the health care intervention.

In India or in other developing
countries, CEA of health sector is grad-
ually gaining ground. CMAs are in
high demand in the health sector due
to their professional training in re-
quired techniques. Assessment of health
care technologies on economic effi-
clency perspective, true costing and
pricing of different health care services,
package rate fixation, expenditure anal-
ysis of health expenditure etc. could be
other similar and related areas where
CMAEs can play a pivotal role. [

cost
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HEALTH CARE INDUSTRY CHALLENGES:
IMPERATIVES FOR CIVIAS

EVIDENCE FROM SELECT HOSPITALS IN SHIMOGA, A TIER-II CITY

ost pressure
and price
manage-
ment is one of the
important issues in
front of the Health
Care Industry to-
day; especially due
to the dilution of
market structure as
an impact of pri-
vatization 1nitiative
of the government
to extend health
care services to all
the sections of the
society and diver-
sification of inter-
national health centers into the Indian
markets as an influence of econom-
ic liberalization. Changing industry
structure is making the markets more
and more customer friendly and ex-
posing the service providers to great-
er risk of cost pressure and enhanced
quality needs is forcing them to reduce
price at the same time to ensure greater
quality of services in compliance with
the legal requirements set by Ministry
of Health and Family Welfare.
Market expectations towards the

Dr Manjunath KR
Asst. Professor
Kuvempu University
Karnataka

health care service providers to create
benign environment always puts them
under pressure to ensure quality of
services are protected working within
the ambit of their organizational pol-
icies, government regulatory frame-
work and the expectation of their
clients/customers; as failure on their
part may create dicey effects on their
profitability and customer relation-
ship. Increased cost of labour as a part
of the pressure to cope up with the
increasing cost of living (Consumer
Price Index) by their employees and
on the other hand pressure for reduc-
tion of cost of services would have
a leathery/fibrous impact on their
profitability. This is creating a massive
impact on the organization efficiency
which is enhancing or creating po-
tential imperatives for the cost and
management accountants (CMAs) in
this sector, who could deliver most ef-
fective efficient and strategic solutions
for reducing (controlling) and cap-
ping (limiting) the effects of such cost
pressure on the profitability of the
organization. CMAs hence are ex-
pected to play a role of catalyst agents
for delivering strategic value for each
and every functions/operations per-
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formed by such organizations.
Research evidence citing

the importance of Cost and
Management Accounting

and its professionals in

delivering optimal value to the
organizations operations and
realizing their objectives

Nick Sciulli (2004)1 in his study ex-
plores that; though the perseverance of
the every one towards the government
operations 1s to be very efficient and
effectiveness it has seen a major turna-
round in the recent days.The objective
of government is now to provide ser-
vices at least cost, whilst maintaining
or improving upon the quality of ser-
vices rendered be it energy, telecom,
power, tax, etc either by itself or by the
private sector through Outsourcing or
Competitive Tendering and Contract-
ing out (CTC).The study in this back-
ground investigates how accounting
information is used by public sector
managers to decide whether a service
ought to be contracted out, where
they consider what is called as avoida-
ble-cost approach with the help of data
drawn from State Library and Muse-
um of Victoria and determines the
level of estimated savings from con-



tracting (verified by external account-
ants) which were certainly influenced
by dollar value and the quality/image.
The study concluded that the account-
ing system were the key drivers in the
decision for realizing the benefits of
the possible contracting where the
CMAs would certainly act as the key
source of information for such deci-
sions. Raul Calle and Marcos Makon?
in their study observe how the public
value chain, and solid conceptual as-
pects have been developed in connec-
tion with public production systems
and the results and impacts obtained
from it, are used for improvements in
meeting the populations needs and
development of the budget based on
results and the consequent use of the
same as the performance indicators. At
the same time they also claim that it is
not less true that for the entire instru-
mentation of a management oriented
to results, it is also necessary to have
suitable methodologies that enable to
express the supply-product relation
present in institutions and value them
in terms of expenditures as well as
costs. The study concluded that, imple-
mentation of solid economic-financial
information systems produced by ac-
counting systems, would supplement
those produced by the real resource
administration systems (human, mate-
rial and infrastructure), all within the
framework of the operation of a mod-
ern and integrated financial adminis-
tration system centering around Costs
of absorption, Costs per work orders,
Costs per activity/processes, Complete
cost (three cost elements = raw ma-
terials, labor and manufacturing direct
costs plus the expenditures considered
as administration, commercialization
and even financing expenditures),
Decision making cost elements (ABC
Costs, Historical costs and Standard
costs fundamentally designed for con-
trol purposes and is very useful when
working with budgets because it en-
ables the cost projection and its later
control against actual performance).

Jose Carlos, Pinho and Isabel, Ma-
ria Macedo (2008)° in their study
analysed the antecedents and conse-
quences of online satisfaction within
the context of e-government, which
is increasingly play an important role
in modern public administrative sys-
tems, examining the opinions of cer-
tified accountants providing the tax-
ation services through the web-based
electronic declaration system and
testing with the help of Structural
equation modeling suggest that both
the degree of satisfaction and online
service quality impacts on the inten-
tion of using the taxation website. The
study concluded that there is an op-
portunity to rethink how authorities
have to offer services ensuring adop-
tion by the market and over see the
market pressures toward fulfilling us-
ers’ needs which is becoming increas-
ingly important requirement. Jorn
Flohr Nielsen, Per Nikolaj D Bukh,
and Niels Peter Mols (2000)* in their
study observe how the retail financial
sectors competitive pressure is posing
challenge to traditional management
accounting systems, which often do
not allow the identification of prof-
itable customer relationships. Draw-
ing on a stage model and data from
management accountants, branch
managers and frontline employees in
Danish financial service companies,
this study investigates barriers to the
implementation
ented management accounting; and
shows how financial institutions are
increasingly integrating management
accounting systems with custom-
er-related activities which is enabling
them to perform customer profitabil-
ity analyses. However, several barriers
related to organization structure, re-
sources and attitudes are found ham-
pering further
changes, and the data gathered at the
branch level strongly support the ar-
guments on the problems of owner-
ship and project sponsoring, and it is
argued that new accounting systems

of customer-ori-

customer-oriented
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may be less important to customer
orientation than empowerment and
goal-oriented participation of the
frontline employees.

Jo-Ann Mulligan et al (2003)° in
their study evaluate the feasibility of
economic evaluation methods for
specified interventions and assessment
of the intensity of the problem to be
addressed by the health authorities.
The study explores how assessment
of standardized regional unit costs for
a range of health care resource inputs
and providing such information to
the authorities (DCPP (Disease Con-
trol Priorities Project)) with the ratios
of relative costs for different regions,
helped the authorities in developing
and introducing unit pricing for re-
gions where-ever they intended to ex-
ecute their plans. Such planned execu-
tion lead to realization of the intended
objectives ensuring deployment of
right resources and have effective con-
trol over the cost. Nitin Parekh (2013)°
in his view expressing the challenges in
front of pharma sector in India opined
that for any operations to be successful
there is an earnest need for proper al-
location of infrastructure over running
projects on a acceptable and ongo-
ing base, and design effective control
measures over cost of risk (commer-
cializing the activities successfully), de-
termining the basis for allocating the
joint cost and infrastructure cost to
the projects, determining the sourc-
es for funding the project, allocation
of infrastructure cost on product and
services to take the business decisions,
determining and controlling cost of re-
served capacity and resources used for
constant up-gradation of the manufac-
turing process and to reduce cost; and
then use the historic cost for decisions
of future business. CMAs in this sec-
tor carry an imperative to go beyond
the normal role of cost accountant and
consider overall business and organiza-
tion strategy; facilitate in cost reduction
as a way of life going beyond product
cost and look for production processes,
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NITIN PAREKH... OPINED THAT FOR ANY OPERATION

TO BE SUCCESSFUL THERE IS AN EARNEST NEED
FOR PROPER ALLOCATION OF INFRASTRUCTURE
OVER RUNNING PROJECTS

cycle time, wastage, and yield parame-
ters; work out innovative and dynamic
costing methodologies to take care of
special situations tender costing, pat-
ented product costing, brand product
costing and pure generics product
costing etc; act as ready reckoner to
take specific decisions on make Vs buy,
to invest in project or go for job work
etc.; explore avenues for revenue max-
imization; identify ‘stop loss trigger
point” helping management decide on
when to ‘pull the plug’ of projects go-
ing overboard on cost/time/resources;
provide constant update on current as
well as future efficiency to manage-
ment for productivity in terms of Man
and Machines. Partners for Health Re-
form plus (October 2004)” developed
Management Accounting System for
Hospitals (MASH) framework that
could be used for tracking and analyz-
ing a health facility’s services, resources,
and costs; which provides the means
for both routine management control
and the initiation and management
of change, acting as a useful tool for
examining costs in connection with
productive efficiency. MASH designed
primarily for hospitals, is easily modi-
fiable to suit any health care organiza-
tion and its potential users are facility
administrators and department heads,
purchasers of care, regulators and au-

ditors of performance, and financing
and operations analysts and centered
around integrating all the cost centers
and drawing primary data perform
calculations and analysis and facilitates
decision making by the service organ-
izations

A very close observation of the
above research work reveals the im-
portant role played by the Cost and
Management Accountants (CMAs) in
the organization where they act as the
important value drivers for any of the
operations performed by the organiza-
tion.
Impact of Strategic Information/
Financial Data on the
Organization goal setting and
accomplishment

Input of cost data and functional
efficiencies of the activities performed
by the organization would help the
Decision Making Units (DMUs) in
formulating effective Functional and
Business Level Strategies that can help
them in optimally utilizing their re-
sources and realize the potential op-
portunities extended by the market as
a part of available gaps in the market
place. Strategies for an organization
is expected to be the base for realiz-
ing the competitive market positions
which acts as a source for delivering
optimal value for the stake holders of

THE MANAGEMENT ACCOUNTANT | SEPTEMBER 2013

the organization and delivering value
to the customers for the price that they
pay.
SVA = EVA = MVA => Free cash
flows (Net Operating Profits after Tax)
SVA = Strategic Value Added
EVA = Economic Value Added
MVA = Market Value Added
Strategic Initiatives stimulates mar-
ket responses towards the offering
made by the organization with an an-
ticipation of realizing positive rewards
for such efforts taken up by them
Positive Brand Equity =® Increased
Sales = Increased Revenue = In-
creased Profitability NOPAT)
NOPAT = Positive EVA 2 In-
creases Market Price (As an influence
of Increased EPS due to Increased
Profits) =» P/E ratio observes a posi-
tive and aggressive growth impact
CMAs as one of the important ele-
ments of strategic control units in the
organization will have to identify those
key areas of operations that are consid-
ered as key value drivers for their op-
erations. Further, it also become very
much essential for the organization to
identify their strategic resources that
can help the organization to create and
deliver optimal value to the custom-
ers which in turn could help them in
creating long term sustainable com-
petitive assets that could ensure the



organization with long term sustained
competitive position and market struc-
tures ensuring optimal profits for the
efforts initiated by them.

In this background some of the
health care centers (Government and
Private Hospitals) operating in Tier III
cities (Shimoga) were studied to iden-
tify few of the important issues that are
acting as deterring/driving forces for
their performance. The summary of
the qualitative information obtained
out of the study is summarized and
presented below followed by few of
the suggestive models that highlight
the role that could be performed by
the CMAs in the organizations poli-
cy making, execution and control to
facilitate the organization in realizing
optimal benefits for the efforts initiat-
ed by them.

Few of the important issues faced by
the service organizations (hospitals) are

as under;

01. Effective planning and manage-
ment of inventories, determination
of the right inventory for a service is
very difficult in light of the need for
customizing the services to each and
every customer. As, the service de-
signed to one cannot be delivered to
the other due to the heterogeneous/
diverse character of the service de-
manded by each and every customer.
02. Assessment of the market demands
and incorporating the same into the
product to be delivered ensuring that
the competitive positions held by them
in the market place are kept intact, as
the market dynamics always influence
the environment leading to their in-
consistent and volatile performance.
Hence, the organization will have to
strategize their operations that can help
them to realize optimal rewards even
in the most hostile market conditions

Table1: Key areas of Consideration by Health Care Service (Hospitals) providers

— where the CMAs will have to act as
the catalyst for providing the requisite
inputs for effectual decision making.
03. Effective control of cost of input
for every designed service, so as to en-
sure that appreciation in cost would
not lead to evaporation of intended
profits by the organization.

A summary of the key issues con-
cerning the health care service provid-
ers are summarized and presented in
Tablel below,

Functional failure leads to increased
cost of operation. Few of the opera-
tional failures cost are;

Product Compliance Cost — Failure of
external compliance and convergence
of product defined quality to the mar-
ket/competitors offerings

Non-exclusivity — failure to differen-
tiate product or service from the one
offered by the organization leading to
loss of potential competitive positions

Key Value Drivers

Key determinants

01. Technical and Operational Infra-
structure

Nature and extent of budgeted Development Cost, Maintenance and Operational Cost, Continued assess-
ment and evaluation of Replacement/ Replenishment Cost and its need

02. Information Infrastructure/ Market
Infrastructure

Information cost for attracting all the section of the beneficiaries and understanding the most daunting
issues in the society at large, so that necessary services could be designed and delivered at the most
economic prices

03. Customer Services

Reduce relative burden of out-of-pocket expenditures for vulnerable population groups — hedging the risk
through med-claim/health insurance

04. Customer Relationship Management

Factorial cost determinants as associated with use of alternative and complementary health care services
provided over and above the primary health care solutions extended

05. Material and Supplies

Varying cost — material variants required for delivering specialty health care services based on the com-
plexity of the problems faced by the inpatients and outpatients

06. Quality Audit

01. Access to Customized Health Care solutions

02. Response with credible information

03. Personalized care during visit

04. Post service appraisal of service received or availed from the organization

05. Time spent during the service encounter

06. Post service communication with the stake holders of the clients availing the service

07. Lower health care costs without compromising on quality of services extended
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held in the market
Legal compliance — cost of measurement
including the one required to reveal
the physical and legal characteristics
of the services. Higher transaction cost
often cause contractual hazard and
market inefficiency®
Asymmetric information — lack of trans-
parency of information to the organi-
zation and the customer leads to clut-
ter in the market and leads to adverse
selection, moral hazard leading to in-
creased psychic (opportunity) cost; as
an impact of the same it would lead
to loss of brand equity in the market
and make the potential opportunities
hostile for accomplishment.

A thorough evaluation of the is-

sues faced by the health care ser-
vice providers, and in light of the
research contributions an attempt
is made in the following section to
develop some models that highlight-
ing the role that could be played by
the CMAs in structuring competitive
offers by the health care service pro-
viders and help them to sustain their
competitive position over a long pe-
riod of time.

CMAs as Strategic

Control Units

It is very essential for each and every or-
ganization (Services as well as Produc-
tion) to develop a strategic framework
for their operations that ensure them

Figure1: CMAs as Strategic Control Units

CMAs as Strategic Control Units

Budget for the organizational plans
and establish the policies and
standards for execution

with optimal utilization of resources.
CMAs as a channel of Strategic Infor-
mation Resource Centers will have to
provide such information which can
help the organization in assessing the
performance of the deployed resources
and at the same time structure control
system to check the deviation from the
intended execution and actual perfor-
mances. Figurel depicts the role of
CMAs as Strategic Control Units in
a Service Sector (Health Care Service
Providers in particular here) followed
by a brief analysis.

From the above diagram the follow-
ing become very much evidential;
01. CMAs will have to Function as
strategic control units rather than mere

Establish strategic financial resources
and all ocate funds for internally

sourcing all their financial needs

Develop financial and functional audit for

ensuring effective execution of policies
and procedures of the organization and
control on resources deployed

Develop Enterprice Resources Plans
(ERP) for providing un-interrupted
information penaining to the organization
accomplishment for future decision
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Key drivers for setting
functional strategies and
facilitating staksholders in
realizing optimal reward for
their participation



strategic resource centers

02. They will have to Design Organ-
ization Plans in accordance with the
expected value that the organization
intends to realize; so as to facilitate the
organization in effectively deploying
their resources and deliver optimal val-
ue to their stakeholders

03. Develop financial and functional
audit system that can help in assessing
the performance of the resources de-
ployed and channelize the informa-
tion through effective ERP solutions
that would facilitate the organization
in their decision making for future
course of actions

04. Financial and Functional Audit
system and integrated ERP acts as key

drivers for accomplishment of func-
tional strategies with effective control
system that can help in checking evap-
oration of potential rewards for the or-
ganizations efforts

Further, the CMAs for an organiza-
tion will also have to act as Strategic
Value Drivers helping the organization
in establishing long terms sustaina-
ble competitive positions in the mar-
ket place even when the markets are
found to be highly hostile. The same
is depicted in the Figure2 below fol-
lowed by a brief analysis From the
above exhibit the following becomes
evidential;
01. CMAs will have to assume the re-
sponsibilities as the catalysts of strategic

value drivers for each and every func-
tions performed by the organizations
02. CMAs will have to develop Cost
Control Structures by determining all
those key cost units where there is an
essence of establishing Strategic Con-
trol Systems which would ensure the
organization with effective control of
cost by developing efficient materi-
al management practices, utilization
of human resource ensuring optimal
absorption of expenditure across each
and every service unit delivered.

03. Further, it is deemed that CMAs
would have to assist the organizations
in Development of Quality Assurance
— Functional, Operational, and Cus-
tomer Services in compliance with the

Figure2: CMAs as Strategic Value Drivers

CMAs as Strategic
Value Drivers

Cost Control Units

Quality Audit Imperatives
and External Quality
Compliances

Quality Audit Imperatives
and External Quality
Compliances

Quality Audit Imperatives
and External Quality
Compliances

Long term Sustained
Growth and Competitive
Market Structures
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external quality expectations (within
the ambit of customers expected qual-
ity) which in turn facilitates in creating
brand equity in the market place and
enhance customer responses towards
the organization

04. Efhcient implementation of Stra-
tegic Control Systems by the organiza-
tion in the long run helps them to cre-
ate competitive market structures and
help them in realizing sustained long
term growth steering optimal rewards
for the efforts initiated by the organi-
zation

Conclusion

Health care sector in light of the com-
plex nature of the market and the
inconsistent behavior of the service
seekers; it is becoming most essential
for the hospitals to design the servic-
es which is effective in terms of cost
and the price which is affordable to all
groups of service seekers (patients) for
which the information input regarding
the service design and its performance
is very essential, here CMAs play a very
important role by acting as ready reck-
oner of information to the decision
makers and facilitate them in rede-

signing and restructuring the servicers
(wherever essential) so as to deliver op-
timal value to the service seekers and
build positive identity or image in the
market, for realizing sustainable long
term competitive positions even when
the markets are highly fragmented or
hostile for operations.
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Obituary

The Institute and
its members
deeply mourn the
demise of CMA
PG. Nandy, a
fellow member

of the Institute
who left for his
heavenly abode on 9 August 2013. He
was Chairman of EIRC for 2002-03.

He worked in various capacities at
Bharat Coking Coal Ltd, a subsidiary of
Coal India Ltd, and retired as Director
Finance in 2011. He is survived by

his wife and son. May God give the
necessary courage and strength to the
bereaved family members in this hour
of grief.

May his soul rest in eternal peace.




HEALTHCARE BEYOND BORDER:
THE STATE OF MEDICAL
TOURISM IN INDIA
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people can think
of moving to an alien destination be-
yond the borders of one’s own coun-
try and getting treated for their ail-
ments. Thus, the concept of medical
tourism emerged. A medical tourist
is defined as “an individual seeking
healthcare for lower cost and/or re-
duced wait period outside the coun-
try of origin, combined with the in-
tention of enjoying a post-operation
vacation” (Rutherford, 2009). Rising
medical costs, growing complications
of diseases, increasing need for sur-
gical intervention, hunt for specialist

doctors and facilities and, above all,
advantages in exchange rates drive
the patients across borders. India has
become one of the favorite destina-
tions for the global patients. There are
several reasons behind India’s becom-
ing a healing destination. A unique
teature of this industry is that it com-
bines both tourism and healthcare
sector. They two complement each
other while promoting several other
peripheral industries. The distinctions
between hospitals and hospitality es-
tablishments are gradually becoming
narrower. Medical tourism is equally
about tourism as it is about providing
medical treatment (George, 2012).
The present paper attempts to delve
into the current status of medical
tourism in India, its prospect, predic-
aments and policy issues and so on.

Medical tourism drivers

Motivation of medical tourists may be
either absolutely need-based or adver-
tisement-driven. There is no denying
that people all over the globe are be-
coming more and more aware of their
health needs and wellbeing. A growing
number of medical tourists are trave-

SEPTEMBER 2013

ling overseas to the developing coun-
tries with the primary objective of ob-
taining immediate healthcare in terms
of diagnostic treatment, invasive or
non-invasive surgery combined with
vacation. The driving factors behind
this trend are rising cost of insurance
and surgery, long waiting list in the de-
veloped countries, non-availability of
certain treatments due to regulations
in developed countries and lack of ad-
equate medical facilities in the devel-
oping countries.

Cost of treatment is lowest in India
as compared to the developed coun-
tries. The slogan, therefore, is: ‘First
world treatment at Third world prices’.
The cost differential across the board
is huge; only a tenth and sometimes
a sixteenth of the cost in the west
(George, 2012). Even for a critical
intervention, India charges less than
20% of the average costs incurred in
the USA. In Thailand, Singapore and
South Africa it will be around 30% of
the US (Nagraj, 2009). This cost ad-
vantage 1s the primary driver of medi-
cal tourism industry in India. Medical
tourists from the USA and the UK and
other developing countries in the west
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form a niche market. They prefer In-
dia primarily due to two reasons. One,
for procedures that are not covered
by insurance in their home country
and two, cases where they have a long
waiting at the hospitals in their home
countries (Medhekar, 2011). Costs, in
these cases, become a secondary crite-
rion.

India grabs a sizable market share
not only because of its cost advantage,
but also due to having a state-of-the-
art medical treatment facilities, quali-
fied surgeons, English language pro-
ficient doctors and support staff, and,
above all, international accreditation
of the medical facilities by the bodies
like Joint Commission International
(JCI). Clinical outcomes of India are at
par with the world’s best centres, be-
sides having internationally qualified
and experienced specialists. Qualified
medical staff, adoption of advanced
technology and improving healthcare
infrastructure have made India an at-
tractive destination for the patients all
over the world. As an exotic destina-
tion, India is one of the most preferred
choices of the global tourists. This,
combined with her healing effects,
makes India a medical tourism hub of
the world.

India has one of the largest pharma-
ceutical industries in the world. It is
self-sufficient in drug production and
exports drugs to more than 180 coun-
tries. Thus, India has a prior accepta-
bility in the medical field which facil-
itated India’s medical tourism business
to a certain extent.

RNCOS Report (2013) observed
that it is not only the allopathic treat-
ment that draws patients to India, a
good number of patients come to
experience the alternative treatments
that are native to India. Traditional
treatments like ayurveda, pranic heal-
ing, siddha, aromatherapy, music thera-
py, meditation and yoga are becoming
popular among the medical tourists.
India, a land of spiritualism, has an ex-
tra advantage over other contenders in

the medical tourism industry in respect
of the divine peace and healing power
provided by these alternative therapies.

Logistic support also plays a vital
role in drawing patients to India. Many
private information agencies in India
offer attractive packages to the medical
tourists. By offering customized trav-
el and treatment itineraries including
personalized treatment package to suit
the individual needs and by providing
assistance throughout the stay, medical
tourism agents relieve internation-
al patients of the hassles of treatment
process.

Several airlines advertise medical
tourism locations in the in-flight mag-
azines and highlight location-specif-
ic procedures and tourist attractions
(Connel, 2006). Such advertisements
reach the average travelers and busi-
ness people who may not be traveling
for medical purpose but may chose to
avail non-invasive or less invasive pro-
cedures during their journey (Ruther-
ford, 2009).

Stages involved

Usually, three stages are involved in the
medical tourism value chain, namely,
Pre-procedure stage, Procedure stage
and Post-procedure stage (Kekley and
Underwood, 2008). Pre-procedure
stage includes the choice of the des-
tination country, choice of the facili-
tator, hospitals, consideration of cost,
estimation of risk etc. This stage may
end up in the patients reaching the
destination country.

Procedure stage involves the actual
treatment. It may begin with consulta-
tion with the doctors, medical exami-
nations, counseling for treatment and
other preparations. In this stage beside
patients and doctors, there are other
agents as well, such as para-medical
team, operation theatre, medical sup-
plies and etc.

The post-procedure stage involves
post-operative care and follow-up care.
Post-operative care is very crucial as
because patients may go back to their
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native country after the procedure part
is over. Specific doctors in their native
countries may be contracted by the
medical service providers for the fol-
low-up care of the patients. Normally
there is a tie up between the medical
service providers and the doctors in
the customer’s country (India Tourism
Statistics, 2010).

Treatments in demand

A majority of the medical tourists
come for cardiac treatments, followed
by Orthopedics, Nephrology, Neu-
ro-surgery and so on.

Table 1: Commonly sought treatments by

medical tourists

Treatment % of patients
Cardiac 30%
Qrthopaedics includ- 15%

ing replacement

Nephrology 12%

Neuro surgery 11%

Cancer 1%

Other 22%

Source: Indian Tourism Statistics, 2010.
Ministry of Tourism, GOI.

The most common surgeries that
patients fly in for is open heart sur-
gery or joint replacement surgeries as
they are very expensive unless the pa-
tient has adequate insurance coverage.
Cosmetic surgery is another attractive
field for the medical tourists. Cosmet-
ic surgeries are not usually covered by
insurance and the costs of operations
are also very high (National Health-
care Quality Report, 2012). India is
trying hard to tap the cosmetic surgery
market.

Medical tourism provides a com-
plete package of wellness, treatment
and rehabilitation. Under wellness
segment, one can have spas, lifestyle
vacation, ecotourism, community
tourism, resorts, herbal treatment and
so on.The rehabilitation schemes offer
dialysis, addiction programme, elderly
care and counseling services. The core



service segment is, of course, treatment
which the hospitals take care of.

Source countries

Based on the survey conducted by
Indian Institute of Tourism and Trav-
el Management (II'TM) (2011), com-
missioned by the Govt. of India, the
medical tourism source market is di-
vided into 5 regions, namely, US and
Europe, Middle-East including UAE,
Oman and Iraq, Africa including
Nigeria, Tanzania, Kenya, Gambia,
Mauritius etc, South Asia including
Bangladesh, Pakistan, Sri Lanka, Ne-
pal and Myanmar, Far-East including
Japan and China. Africans constitute
the majority of the medical tour-
ists accounting for about 51% while
Middle Easterners account for 35%
of the medical tourists landing in In-
dia. 10% of the medical tourists come
from South Asia. A two-year study
conducted by Deloitte revealed that
there has been a continuous flow of
patients from the neighbouring west
Asia and the same from the US and
the UK has risen significantly in the
recent times (Nagraj, 2009).

A majority of patients seeking
treatments in India come on tour-
ist visa and avail treatment as locals
through local connections. This is
mainly because of the fact that the
cost of treatment for the locals is
lower than that for medical tour-
ists. The price-sensitive south Asians,
therefore, get grossly excluded from
the list of medical tourists. As a re-
sult the statistics mentioned above are
quite misleading so far at least, South
Asians are concerned.

Indian government issues medical
visas to the medical tourists subject to
certain limits. A tourist is allowed three
visits to India at an interval of at least
two months. Such restrictions lead to
unnecessary delay in treatments. As a
result India is losing out many med-
ical tourists to Thailand, Singapore,
Philippines, South Korea, Malaysia and
Taiwan.

Destinations: states and
hospitals

Chennai is the most sought after desti-
nation for the medical tourists. Chen-
nai alone attracts more than 40% of the
medical tourists every year. More than
6 lakh tourists throng up at the hospi-
tals of Chennai annually. According to
the Confederation of Indian Industry
(CII), the footfall of medical tourists
in Chennai has increased by 23% in
2012-13. The city receives more than
200 foreign-patients everyday. To en-
hance the scope of medical tourism
in Tamil Nadu, Government of Tamil
Nadu plans to develop a medicity in
Chennai with the public-private part-
nership under the vision 2023 Pro-
gramme. Despite its super-speciality
hospitals and world class health in-
frastructure, Bangalore is far behind
Chennai in attracting international
patients. On an average Bangalore gets
10-15 patients everyday (Kalyanam,
2013). Kolkata holds quite a good po-
tential for flourishing medical tourism
industry.

The private sector which had a
modest presence in the early stages,
now have dominance in the health-
care sector. About 75%-80% of
healthcare services and investments
in India are provided by the private
hospitals. Among the major players
are Escorts Heart Institute Research
Centre, Apollo Hospitals, Wockhardt
Hospitals, Fortis Healthcare, Leelavati
Hospital, Manipal Hospital, Hinduja
Hospital, B M Birla Heart Research
Centre, Tata Memorial Cancer Hos-

Table 2: Global Medical Tourism Revenue

pital and so on. Fortis and Apollo
have formed partnership with Johns
Hopkins Medicine International and
the Wokhardt group which is afhliat-
ed to Harvard Medical International.
The hospitals are tying up with lead-
ing tour operators such as Thomas
Cook and others for offering com-
plete package to the foreign patients
(Sengupta & Nundy, 2005). Apart
from the private hospitals, All India
Institute of Medical Sciences (AIIMS)
has been receiving patients from more
than 16 countries.

International scenario
Medical tourism business holds a huge
potential across the globe. About 130
countries are eyeing this market and
competing for their share in the mar-
ket. The global medical tourism mar-
ket is estimated to be of around US$
40 billion with an annual growth rate
of 20 percent. International Trade
Commission at Geneva estimates the
market to be of around US§ 188 by
2013 (India Tourism Statistics, 2010).
Thailand, which has revolution-
ized the concept of medical tourism,
holds more than 40% share of med-
ical tourist arrival in Asia. Thailand
market is expected to double in 2015.
It primarily focuses on cosmetic sur-
gery. Singapore is considered to be the
best as a medical tourism destination,
though it is a bit costlier than its peers.
South Korea is a fast growing medical
tourism destination while Philippines
started off late. Malaysia has shown an
astronomical growth of eight times in

Year Revenue (US Billion $)
2004 40

2006 60

2008 80

2012 100

Source: www. health-tourism—india.com
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Table 3: Comparative costs of major treatments (US $) in 2012

Procedure USA Thailand Singapore India

Coronary Artery bypass surgery 70000-133000 22000 16300 7500

Bypass surgery for heart valve replacement 75000-140000 25000 22000 6500

Hip replacement 33000-57000 12700 12700 6200

Knee replacement 30000-53000 11500 9600 6000

Prostrate surgery 10000-16000 4500 5300 3600

Kidney transplant 4000- 4500 20000 25000 12000
Source: http:/www. docstoc.com

2011 compared to its market in 2003.
Taiwan’s medical tourism is one of the
biggest attractions to the high-income
Chinese tourists. It is likely to see a
7% CAGR from 2012 to 2015 (www.
pharmabiz.com). India has chosen to
specialize and also holds a huge poten-
tial in cardiac, neuro and orthopedic

fields.

Government initiatives

Government of India announced for
the first time in its budget speech in
2003 to support trade in private sector
medical tourism and to develop In-
dia as a ‘world class-high tech healing
destination for low cost medical treat-
ment’. India was envisioned as a med-
ical tourism hub by the government.
Various medical tourism accreditation
bodies like International Society for
Quality in Health Care (ISQAH),
Joint Commission International (JCI)
approved various hospitals to this ef-
fect. Indian National Health Policy
(2003) was adopted which states that
“the treatment of foreign patients/ex-
patriates is legally an “export” and the
same is eligible for all fiscal incentives
extended to export earnings’. The
Eleventh Five Year Plan projected In-
dia as ‘Global Health Destination’ and
accordingly several policy measures
were taken to smoothen the journey
towards the destination, such as spe-
cial medical tourism visa (M-Visa) and
Medical Escort visa (MX) for accom-
panying relatives. Besides, Government
sanctioned 100% FDI in medical infra-

structure, research and development,
provided various fiscal incentives for
businesses involved in medical service
export sector and organized medi-
cal tourism trade expo for promoting
medical tourism trade.

Various state governments too initi-
ated measures to promote public-pri-
vate partnership in medical tourism
trade. Medical Tourism Corporation of
Mabharashtra has formed a partnership
with FICCI “to deliver value for mon-
ey health care with human touch”.

Projections

India’s medical tourism sector is likely
to grow at 30 % annually, making it a
$200 billion by 2015 (A Brief Report
on Healthcare, Telemedicine & med-
ical tourism in India, 2012). At the
current rate, India could be hosting 2.4
million tourists by 2020. By 2025, this
figure may reach a whooping 4.9 mil-
lion. As per the research report titled
Booming Medical Tourism in India,
Indian medical tourism industry will
register a CAGR of more than 20%
during 2013-15 (RNCOS, 2013). A
study by CII-McKinsey estimate says
that India’s medical tourism industry is
$333 mullion and it is likely to grow at
13% over the next six years.

Flip sides

Medical tourism industry in India has
faced several challenges, particularly,
from the Civil Society organizations
that have lead the anti-medical tour-
ism advocacy. According to the lead-
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ers of civil society groups, promoting
medical tourism may invite various
diseases including the contagious
ones that have no presence here so
far. The chances of these diseases get-
ting spread are high, as the patients,
also being tourists, will be sharing all
the public utilities with the common
people. They insist that the diseas-
es must be classified as admissible or
otherwise and entry of patients would
be permitted accordingly. Visas must
be made contingent upon the initial
test report findings.

In a country where medical infra-
structure falls short of the domestic
demands, promoting medical tourism
sounds unethical. But economics of
medical tourism counter this argu-
ment as the surplus generated out of
medical tourism may be invested to
build up infrastructure to cater to the
domestic medical needs. Such efforts
are yet to be visible.

Critics argue that booming of med-
ical tourism will lead to the prolifer-
ation or mushrooming of clinics and
medical centres to perpetuate un-
healthy and unethical practices, thanks
to the all pervasive corruption and le-
niency of laws. Moreover, treatments
may become costlier for the domestic
patients owing to the export-pricing
of healthcare.

Traveling patients may put them-
selves into risk, particularly, those hav-
ing surgical interventions. Post-op-
erative complications may not be
adequately addressed as the patients



have to travel back (George, 2012).
Medical tourism industry is sensi-
tive to external factors like terrorism,
SARS virus, Swine flue (Medhekar
& Hagq, 2010). Therefore, the service
providers need to build up an ade-

quate cushion against these exogenous
shocks.

Concluding remarks

India spends a mere 3.9% of its GDP
on health. It has remained constant
over the past 4 years with a minor
drop of 0.1% in 2010. In 2004 it was
4.5%. The reality is, with the increase
in medical tourism trade, contribu-
tion to the domestic health care as
a percentage of GDP is declining.
Quite naturally, the state of India’s
public healthcare system is in sham-
ble. A large majority of Indians fail
to avail even the basic healthcare fa-
cilities. The highlights of the National
Rural Healthcare Mission (2013) on
rural health reveal that the ratio of ru-
ral beds vis a vis the population is 15
times lower than in urban areas, 66%
of the rural population lacks access to
preventive medicines, 31% of the rural
population are to travel over 30 km to
get needed medical treatment, there is
70.2% shortfall in medical specialists
in Community health centres, 50%
of the posts for gynecologists, obste-
tricians and pediatricians are vacant,
high incidence of infectious diseases
dominate the morbidity pattern of the
rural area — 40% in rural and 23.5%
in urban area. It is an irony that In-
dia makes a good fortune out of its
medical facilities offered to the for-
eign patients while an alarming size of
her population go even without ba-
sic healthcare. The growing thrust on
developing elite treatment facilities is
likely to widen the gap between the
haves and have-nots. To bridge this
chasm, public sector needs to be pro-
active. Greater budgetary allocation
on public health should be a fiscal pri-
ority. Government must take care of
the mass while providing support to

the private players in earning foreign
exchanges. Perhaps, time has come
when the medical business compa-
nies catering to the overseas medical
tourists must be made to shoulder
some corporate social responsibility
in terms of extending medical facil-
ities to the rural poor. They may be
asked to contribute to the rural health
segment to complement the existing
government initiatives. The enormous
investment gap in the healthcare sec-
tor needs to be bridged by the pub-
lic-private partnership. Government
must make provisions to that effect on
priority basis.

Medical tourism opens up a pleth-
ora of entrepreneurial possibilities like
specialized travel intermediation ser-
vice, travel desk in hospitals, staff train-
ers, medical tourism brokers, consult-
ants, rejuvenation centres and so on.
But, efforts must be taken to ensure
that such developments do not result
in surfacing of quacks and unscrupu-
lous brokers.

India is a land of traditional healing
practices. With the advent of modern
medicine and medical technologies,
the practice of ayurveda and other al-
ternative systems have taken the back
seat. Even when the west rediscov-
er and rejuvenate our lost traditions,
we the Indians reject our indigenous
wonders. A large section of medical
tourists seek these traditional and eth-
nic treatments. Thus, medical tourism
holds a huge potential for the reviv-
al of our traditional healing system
which had always been an essential
part of our culture. It will really be a
great achievement if India can rescue
this lost cultural identity via medical
tourism route.
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istory is full of guerrilla

war stories where tiny,

disadvantaged
handily defeat much larger and
more heavily armed opponents
and win. There are similar sto-
ries in business when some
starry-eyed start-up shocks the
world with a highly creative,
surprise-style marketing cam-
paign that runs on a very low
budget. It is called guerrilla mar-
keting: a concept that revolu-
tionized the world of marketing
by revealing how small business
owners can garner as much at-
tention as the big players playing
the advertising game in a novel
and cheap way, by being “un-
conventional, non-traditional,
not by-the-book, and extremely
flexible”. Guerrilla marketing
focuses efforts on low cost cre-

armies

ative strategies to reach target
customers. The approach was
first coined and defined by Jay
Conrad Levinson following his
success in changing the image
of Marlboro cigarettes from a
women’s product into the now
famous ‘Marlboro Man’ ap-
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proach. According to Levinson,
guerrilla marketing is designed
to obtain instant results with
limited resources using tactics
that rely on creativity, good re-
lationship, and willingness to try
different approaches.

Guerrilla marketing is cheap,
unconventional and highly ef-
fective. It is unconventional and
aggressive and relies on imagi-
nation to target customer most
where they would not be ex-
pecting. Guerrilla marketing is
not so much a method of mar-
keting as an approach to market-
ing. It looks at ways of reaching
target customers with a unique
message that will cause them
to take notice. Most Healthcare
organizations usually do not use
aggressive money oriented pro-
motions to send a marketing
message to millions of potential
customers. Therefore, they must
look for cheap but effective ways
for locating potential customers.
Now that the global econo-
my is on the verge of rollback
which is considered a correc-
tion recovery, Healthcare Sector

need to squeeze their marketing
expenses without minimizing
their advertising efforts, what
could be a better solution than
going for guerrilla! The Lucra-
tive marketing success of Health
Sector organizations in western
countries is now largely credited
to Guerrilla marketing strategies
and its effectiveness. Hence it is
of paramount interest to evalu-
ate its concept and benefits as a
way to create big attention even
when Hospitals doesn’t have
invest too much for costly mar-
keting activities.

Concept of Guerrilla
Marketing

“Guerrilla Marketing” A term
coined by author, Jay Conrad
Levinson, Guerrilla marketing
is an alternative or grassroots
form of promotions. Typically,
this type of marketing effort re-
quires a minimal investment but
yields maximum results. It uses
creative, street-savvy techniques
to get customers’ attention and
go toe-to-toe with competitors
without having to match budg-



2.1. Most used Guerilla marketing tools in western countries

SL.NO Guerilla Marketing Tool SL.NO Guerilla Marketing Tool

1. Free Consultations 1. Publish a Newsletter

2 Community involvement 2. Free T-Shirts

3 Business Card 3. Holiday Greetings

4 Press Releases 4, Sponsor an local Event

5. Public Seminars and lectures 5. Fake Publicity Stunts

6 Presence in social Networking Sites(Viral marketing) 6. Print Calendars

7 Intelligent product placement(Undercover marketing) 7. Testimonials

8 Customer Reactivation Letter 8. 30 second marketing message
9 Demonstrations 9. Blood Drive and other charity fundraisers
10. Competing/ winning a Business Award 10. Movie Theater Ads

1. Hair Salons and Barber Shops 11. Blogs

12. Affiliate Marketing 12.

ets dollar-for-dollar. The concept of
guerrilla marketing was invented as an
unconventional system of promotions
that relies on time, energy and imag-
ination rather than a big marketing
budget. Typically, guerrilla marketing
campaigns are unexpected and uncon-
ventional, potentially interactive, and
consumers are targeted in unexpected
places.

Statement of the problem

The Local movement led by Anna
Hazaare made every Indian aware of
the strength and stretch of voluminous
growth in Indian Media. The recent
quantitative growth in National and
regional commercial TV channels,
dotcom bursts, commercialization of
games started from India Premiere
leagues are much more examples of
the enhance advertising opportuni-
ties in India. The Media bursts and
the abundance of advertising messages
have made Guerrilla Marketing more
important than ever for brands to catch
the public’s attention and to differenti-
ate. Advertisers and agencies should be
smarter and more creative. That’s why
alternative media are the key to suc-
cess. Guerrilla Marketing leads to cam-

paigns which stand out, whereby the
advertisement reaches the mind of the
consumer with a significant force. Is it
reality already in the Healthcare Indus-
try or a mirage, there are questions on
whether marketers know what is ex-
actly this Guerrilla marketing concept,
do they think it could really promote
marketing productivity in sales. Hence
the study is titled as “Guerrilla MAR-
KETING: AN EFFECTIVE TOOL
FOR HEALTHCARE MARKET-
ING IN BANGALORE” and to do
the exact reality check an explorative
study is done from Marketing execu-
tive perspective.

Review of literature and

significance of the study

Mr. S C Zeljka Zavic', Prof. sc.
Mane Medic! Faculty of Econom-
ics in Osijek, said in their study “The
marketing of small enterprises-Guer-
rilla marketing“have opined Guerril-
la marketing as a must and have de-
scribed the same by arguing that only
Guerrilla marketing can give compet-
itive marketing advantage by Defining
small businesses in Undefined world,
can create economy in for small busi-
ness in highly branded world, can cre-
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ate a simple and sustainable way in a
complicated world, can create aware-
ness among consumers in Idea-de-
prived world.

4Imprint® organization in its Blue
paper on Guerrilla marketing titled
“That’s Guerrilla not Gorilla: Guer-
rilla marketing 101”has identified that
in western countries Guerrilla mar-
keting was earlier largely observed and
confined to public relations campaigns,
customer appreciation days, and gro-
cery store taste tests which were largely
used by small scale organizations. But
in recent period the tactics have be-
come so popular that they have been
co-opted by big business. Deep pock-
ets like McDonald’s, Saks and HBO
have started using expensive agency
talent and high-profile stunts to take
their products public with Guerrilla
marketing tactics.

The marketing expert Philip Kotle-
ralso analyzed the Guerrilla tactics in
the 1990s. Kotler suggests that such a
competitive strategy should be adopt-
ed by market challengers that try to
increase their own profitability by
gaining more market share from oth-
er companies in the same industry. A
competitive advantage over the chal-

THE MANAGEMENT ACCOUNTANT

1055



STORY

lenged company is the foundation for
a good strategy, but also involves high
risks, especially when the potential
gain is high, Kotler believes that the
main purpose of Guerrilla Marketing
is to destabilize the opponent — or best
to destroy the competitors with the
help of attrition tactics.

A good amount of research has been
done on the concept and usability of
Guerrilla marketing practices in west-
ern countries. But the literature and
academic knowledge about evidenc-
es of Indian Healthcare Company’s
awareness about guerrilla marketing
were not found. Hence it is of para-
mount need to explore the concepts,
tools and strategies of Guerrilla mar-
keting to check and evaluate that they
could create a specific level of needed
attention with zero or very low budget.

Objectives of the study

* To do the reality checks on health-
care marketing issues and Challenges
in the perspective of marketing exec-
utives.

* To check the Conceptual awareness

of Guerrilla Marketing among Mar-
keting Executives

e To evaluate their considerations
towards profitability creations from
Guerrilla Marketing

* To study the impact of most used
Guerrilla Marketing tools in creating
the persuasive effect

Sample design

Bangalore the IT hub of India and the
capital city of Karnataka state being one
of the 5 most promising cities of India
has become an investment heaven for
the last 15 years. Constantly growing
purchasing power, urban migration,
growing importance of the city as an
educational and medical hotspot made
it even a stronger player in the Health-
care market. These with many more
positive factors have attracted all the
healthcare majors and the equal num-
ber of Bangalore based investors into
the business in the last ten Years. The
post recessionary economy has shown
new dimensions spurred by new prod-
uct offerings, greater influx of end-us-
er targeted medical offerings and also

opened an avenue for innovative, out
of box but cost effective marketing
practices for healthcare. To study the
extent of these practices in detail one
has to for an in-depth study at large
scale. But it is very difficult and times
consuming, Hence the study adopted
convenience random sampling meth-
od and selected 30 respondents who
are all marketing executives working
with various hospitals in Bangalore.

Sources of the study

The study based on both primary and
secondary data. Primary data collected
from the sample respondents by adopt-
ing convenience random sampling
method through pre-tested question-
naire. The secondary data collected
through sources like, Published arti-
cles, reports, magazines, papers, books
etc.

Tools and techniques

The study uses tools like tabular
method, five points scale to interpret
the data systematically and draw the
meaningful conclusions.

Findings of the study

1. RESPONDENT PROFILE

CRITERIA CLASSIFICATION PROFILE BY NUMBERS PROFILE BY PERCENTAGE(%)

Age 21years to 25years 16 53
26 years to 30years 7 23
31 years to 35 years 3 10
35 Years and Above 4 13

Educational Background MBA 12 40
PGDBM 2 7
Under Graduation (Business) 7 23
Others 9 30

Experience in Years BELOW 3 22 73
4t 7 5 17
8 and above 3 10

Nature of Hospital Government 02 14
Private 12(some respondents belong to 86

same organization)

Scale of operation by No. of Beds  |Small(1 to 10 beds) 2 14
Medium(10to 50 beds) 10 7
Large(more than 50 beds) 02 14

Source: Field Survey
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2. Most used advertising strategy

Strategy Yes % No %

Print Ads 28 93.33 2 6.67
Television Ads 12 40.00 18 60.00
Celebrity Endorsements 15 50.00 15 50.00
Outdoor Fly Posters 25 83.33 5 16.67

Source: Field Survey

3. Agreeability on level of productivity of Costly Advertising mediums in health sector

Mediums Highly productive Productive Under productive Un productive Highly un productive
Corporate Ads 10.00 13.33 76.67 0.00 0.00

Print Ads 53.33 20.00 23.33 333 0.00

Television Ads 13.33 10.00 60.00 10.00 6.67

Celebrity Endorsements 0.00 0.00 26.67 23.33 50.00

Qutdoor Fly Posters 0.00 46.67 40.00 10.00 3.33

Source: Field Survey

4. Level of interest towards low budget advertisement mediums (By Percentage)

Criteria High Interested Somewhat Yet to decide Not interested Never will be interested
Interested
1.Creative Marketing 76.67 23.33 0.00 0.00 0.00
2. Low Cost 43.33 40.00 0.00 13.33 3.33
4. Out of Box Strategies 80.00 20.00 0.00 0.00 0.00
Positive Publicity 100.00 0.00 0.00 0.00 0.00
Negative Publicity 0.00 0.00 0.00 66.67 33.33
Zero budget Advertisements 53.33 33.33 0.00 13.33 0.00
7.Counter Advertisement 20.00 36.67 0.00 6.67 0.00
10.Unethical advertise- 0.00 13.33 0.00 73.33 13.33
ments
Source: Field Survey
5. Conceptual awareness of guerilla marketing among Respondent According to Respondents Yes % No %
marketing executives Guerilla marketing is
Heard 23 76.67 7 23.33 Unethical 20 66.67 10 33.33
Completely Understand 00 0.00 30 100.00 Just like Guerilla warfare 26 86.67 4 13.33
strategy

Can explain and can Sug- 00 0.00 30 100.00 Undercover marketing 14 46.67 16 53.33
gest to others

- Creating buzz for the 06 20.00 24 80.00
Never heard of it 07 23.33 23 76.67 products

Source: Field Survey

Source: Field Survey
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6. Knowing/Unknowing usage of guerilla marketing tools

TOOLS / WEAPONS YES (%) NO (%)
1. Free Consultations 73.33 26.67
2. Business Card 100.00 0.00
3. News Releases / Press Releases 40.00 60.00
4. Sponsoring a local Event 20.00 80.00
5. Public Seminars and lectures 23.33 76.67
6. Presence in social Networking Sites (Viral marketing) 90.00 10.00
7. Testimonials 53.33 46.67
8. Customer Reactivation Letter 40.00 60.00
9. Demonstrations 6.67 93.33
10. Blood Drive and other charity fundraisers 26.67 73.33
11. Showcasing Excellence awards 20.00 80.00
Source: Field Survey

1. Level of preference towards guerilla marketing tools

Sl.no Tool Cost /Investment | Somewhat Interested | Yet to decide Not interested Never will be interested
Free consultations 83.33 83.33 50.00 33.33 16.67
News release/press release 50.00 83.33 83.33 73.33 83.33
Sponsor a local event 33.33 90.00 100.00 66.67 66.67
Public seminars and lectures 50.00 66.67 63.33 50.00 50.00
P_resence in social networking 66.67 50.00 66.67 50.00 33.33
sites

Testimonials 100.00 50.00 50.00 33.33 50.00
Customer reactivation letter 100.00 93.33 66.67 50.00 33.33
Demonstrations 66.67 83.33 96.67 83.33 83.33
Charity events/fundraisers for 50.00 83.33 83.33 66.67 50.00
charity events

Showcasing excellence awards 100.00 96.67 93.33 83.33 66.67
Source: Field Survey
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Interpretation of major
findings

1. Majority of the respondents are
of 21 to 25 years of age, have either
MBA or an Business oriented de-
gree with an working experience of
below 3 years in private hospitals of
medium sizes scale of operation.

2. Print advertisements, Outdoor
fly posters are more preferred than
TV advertisements and celebrity en-
dorsements by the Marketing execu-
tives.

3. Only Print Ads are considered
Productive. Corporate Ads, Television
Ads, Celebrity endorsements and
Outdoor Fly Posters are considered
as under productive advertising strat-
egies by marketing executives.

4. The study reveals that, Marketing
executives have high interest towards
Creative and Out of Box Strategies,
Positive Publicity and Zero budget
Advertisements, whereas the same
group never wants Negative Publici-
ty and doesn’t concretely reveals an-
ything on Counter AND Unethical
advertisements,

5. Majority of the respondent mar-
keting executives have heard of Gue-
rilla marketing and none of them
opine that they neither completely
understand nor in a position to ex-
plain and suggest others on the strat-
egies of guerilla marketing

6. Majority Think of Guerilla mar-
keting as a applied concept of gueril-
la warfare strategies but considerably
good number respondents consider
it as unethical, undercover which
doesn’t creates any buzz. But the re-
ality is it is an ethical buzz creating
guerilla warfare like strategy.

7. As a blessing in disguise, majori-
ty of the marketers are already using
some tools of guerilla marketing in
practice. Among them Free Consulta-
tions, Business Card, Presence in social
Networking Sites (Viral marketing)
are used to good extend. But News
Releases / Press Releases, Sponsor-
ing a local Event, Public Seminars

and lectures, testimonials, Custom-
er Reactivation Letter, Demonstra-
tions, Blood Drive and other charity
fundraisers , Showcasing Excellence
awards. Are yet to be considered seri-
ously by the marketers.

8. Free Consultations, Business
Card, News Releases / Press Releas-
es, Sponsoring a local Event, Pub-
lic Seminars and lectures,. Presence
in social Networking Sites (Viral
marketing), testimonials,
er Reactivation Letter, Demonstra-
tions, Blood Drive and other charity
fundraisers , Showcasing Excellence
awards, Pamphlets

9. Five factors such as Cost /Invest-
ment, Ease of Usage, Attractiveness,
Persuasiveness, R einforcement abili-
ty are considered as the criteria are
to evaluate effectiveness of Guerilla
marketing tools. All the considered
Guerilla marketing tools among the
available 100 plus tools have received
favorable responses towards adopting
them as unconventional, low-cost but
Highly attractive, persuasive and rein-
forcing medium of targeted advertis-
ing.

Custom-

Conclusion

The media bursts and the abundance
of advertising messages have made
Guerilla Marketing more important
than ever for brands to catch the
public’s attention and to differenti-
ate. Advertisers and agencies should
be smarter and more creative today
than they ever were. That’s why al-
ternative media are the key to suc-
cess. Guerrilla Marketing leads to
campaigns which stand completely
out from other mediums in creating
interest and provide Reinforcement
ability to the marketer, Health care
sector requires strong strategies by
whom the message reaches the mind
of the consumer with a significant
force and stays there for considerably
long period. It is eveident from the
paper that the sector is already using
Guerilla marketing but not in the
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systematic and strategic way. Hence
there is good scope to study the issue
in detail and to inculcate the appro-
priate Guerilla marketing tools for
everlasting success.
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WORLD HEALTH STATISTICS 2013

HEALTH EXPENDITURE RATIOS

Member Total General Private General External Social security | Out-of-pocket Private
State Expenditure on | government expenditure government resources expenditure expenditure prepaid
Health expenditure on health as expenditure for health as | on health as as % of plans
as % of gross on health as % of total on health as % of total % of general private as % of
domestic % of total government % of total expenditure govrnment expenditure private
product expenditure expenditure government on health expenditure on health expenditure
on health expenditure on health on health
2000 | 2010 | 2000 | 2010 | 2000 | 2010 | 2000 | 2010 | 2000 | 2010 | 2000 | 2010 | 2000 | 2010 | 2000 | 2010
Afghanistan 10.4 22.5 715 3.9 21.3 0 94.0 0
Argentina 9.2 8.3 539 | 64.4 | 46.1 | 356 | 14.7 11.7 0 0.1 59.6 | 65.9 | 63.0 | 60.0 | 30.7 | 315
Australia 8.1 9.0 66.8 | 685 | 332 | 315 | 15.1 16.8 59.7 | 59.4 | 21.8 | 249
Austria 10.0 11.0 | 756 | 76.2 | 244 | 238 | 146 15.9 59.0 | 55.7 | 62.1 67 | 19.4 | 188
Bahrain 3.9 4.3 675 | 711 | 325 | 289 | 10.2 9.6 0 0 0.4 15 | 68.7 | 60.9 | 25.4 | 21.1
Bangladesh 2.8 3.7 39.0 | 365 | 61.0 | 635 1.6 8.9 6.9 1.1 0 0 95.1 | 96.6 | 0.1 0.3
Belgium 8.1 105 | 746 | 756 | 254 | 244 | 123 15.1 382 | 854 | 8.5 | 83.7 | 795 | 154 | 19.7
Botswana 47 5.1 622 | 645 | 37.8 | 355 1.3 8.7 0.5 8.0 36.7 | 127 | 41 | 799
Brazil 1.2 9.0 40.3 | 47.0 | 59.7 | 53.0 4.1 10.7 0.5 0.3 0 0 63.6 | 57.8 | 343 | 40.4
Canada 8.8 114 | 704 | 711 | 296 | 289 | 151 18.3 2.0 1.9 | 53.7 | 49.0 | 38.8 | 43.2
Chile 1.1 1.4 437 | 47.2 | 56.3 | 52.8 | 14.1 15.8 0 0 150 | 13.7 | 64.8 | 69.1 | 352 | 30.9
China 4.6 5.0 383 | 543 | 61.7 | 457 | 109 12.1 0.1 0.1 572 | 642 | 956 | 77.2 | 1.0 | 74
Denmark 8.7 1.1 839 | 851 | 16.1 | 149 | 136 16.4 909 | 88.7 | 87 | 108
Egypt 1.7 47 996 | 392 | 04 | 60.8 5.6 6.1 3.3 0.6 21.0 97.7 1.7
Ethiopia 43 4.8 53.6 | 529 | 464 | 47.1 8.9 13.7 | 16,5 | 36.1 0 0 792 | 801 | 05 | 15
Finland 12 9.0 713 | 745 | 287 | 255 | 10.6 12.0 0 0 195 | 194 | 77.7 | 755 | 88 | 84
France 10.1 1.7 | 794 | 769 | 206 | 231 | 155 15.9 9.9 943 | 953 | 344 | 322 | 61.6 | 59.3
Germany 10.4 115 | 795 | 768 | 205 | 232 | 183 18.5 87.2 | 88.6 | 51.0 | 51.4 | 40.2 | 399
Greece 1.9 108 | 600 | 615 | 40.0 | 385 | 10.1 13.2 459 | 51.8 | 945 | 945 | 55 | 55
Hungary 1.2 7.8 70.7 | 648 | 293 | 352 | 10.6 10.2 0 839 | 835 | 898 | 743 | 06 | 7.0
India 4.3 3.7 260 | 282 | 740 | 7.8 14 6.8 0.5 1.3 183 | 19.0 | 91.8 | 86.0 | 1.1 4.7
Indonesia 20 28 36.1 | 36.1 | 63.9 | 639 4.5 6.2 1.2 6.3 174 | 729 | 758 | 64 | 3.7
Iraq 2.8 8.5 1.1 81.2 | 989 | 188 0.1 102 | 129 | 08 0 0 100 | 100
Italy 8.0 9.5 725 | 716 | 215 | 224 | 127 14.7 0.1 02 | 89.1 | 876 | 3.2 | 46
Japan 1.6 9.2 80.8 80.3 |19.2 |19.7 |16.2 18.2 84.9 87.3 |80.1 |820 |127 |125
Kuwait 25 2.6 76.0 804 | 240 | 196 |55 6.9 0 0 0 0 932 | 906 |68 |94
Malaysia 3.1 4.4 59.0 555 |41.0 |445 |80 9.2 0.7 0 0.7 0.7 722 | 76.8 | 125 | 147
Mexico 5.1 6.3 46.6 49.0 | 534 |51 16.6 121 1.0 0 67.6 55.4 1953 |922 |47 |78
Nepal 5.4 5.1 24.6 374 | 754 | 626 |83 9.5 153 | 123 |0 4.1 91.2 | 904 |01 |02
'Z\':;"’km o |76 |01 |78 832 |20 |168 | 157 | 198 101 | 69.9 | 626 | 285 |29.2
Nigeria 4.6 5.4 335 315 | 665 |685 |42 5.7 16.2 |87 0 0 927 | 956 |51 |31
Oman 3.1 2.7 81.8 811 | 182 |189 |71 6.2 0 0 0 644 | 614 | 213 | 232
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Member Total General Private General External Social Out-of-pocket Private
State Expenditure on | government expenditure government resources security expenditure prepaid
Health expenditure on health as expenditure for healthas | expenditure as % of plans
as % of gross on health as % of total on health as % of total on health as private as % of
domestic % of total government % of total expenditure | % of general | expenditure private
product expenditure expenditure government on health govrnment on health expenditure
on health expenditure expenditure on health
on health
2000 | 2010 | 2000 | 2010 | 2000 | 2010 | 2000 | 2010 | 2000 | 2010 | 2000 | 2010 | 2000 | 2010 | 2000 | 2010
Pakistan 1.1 1.0 58.7 766 | 413 | 234 |24 34 2.0 102 | 5.7 34 12 |23
Philippines | 3.2 4.1 47.6 36.1 | 524 |639 |84 8.8 35 1.7 | 147 255 |77.2 |838 |11.1 | 113
Poland 5.5 7 70.0 717 300 |278 |94 11.0 0.1 82.6 86.2 | 100 794 |08 |24
Portugal 9.3 10.7 66.6 65.8 | 334 |342 |149 13.8 1.7 1.9 728 |76.1 |98 |127
ng:ab"c of 145 |71 |486 |582 |514 |418 |97 | 137 773|775 (809 |768 |94 |133
Romania 43 5.9 81.2 80.3 | 18.8 19.6 | 9.1 11.9 0.1 81.9 79.9 | 100 98.2 04
Russian | g, |65 | 509 |587 (400 |413 |127 |97 |02 403 | 446 | 747 |878 |81 |71
Federation
Saudi
. 43 4.0 71.6 66.0 |284 |34 9.2 6.8 0 0 66.7 |57.3 | 104 |23.6
Arabia
Singapore 2.8 45 44.9 314 | 55.1 68.6 | 6.2 9.0 0 0 4.8 155 | 957 [87.8 |0 10.1
South Africa | 8.1 8.7 42.3 46.6 | 57.7 53.4 | 10.9 124 103 22 |33 29 231 | 139 | 754 | 803
Spain 1.2 9.6 71.6 742 | 284 | 258 |[13.2 15.4 9.6 6.1 831 |[76.2 | 137 | 214
Sri Lanka 37 35 48.4 456 | 51.6 544 |6.8 6.9 0.3 22 103 0.1 808 [81.9 |28 |45
Switzerland | 9.9 10.9 55.4 652 | 446 |348 |154 21.0 | 251 31.1 | 72.8 709 | 740 |723 |238 |249
Thailand 34 39 56.1 75.0 | 439 25.0 | 11.0 143 |0 03 |94 10.1 | 769 |558 |128 |31.4
UnitedArab |, 137|767 |730 |233 |270 |76 |88 |0 0 o 0 |694 |632 |202 |273
Emirates
Kingdom 7.0 9.6 78.8 832 | 212 16.8 | 15.1 15.9 539 |53.1 |19.2 |18.8
United
States 13.4 176 | 43.2 4832 |56.8 |51.8 |17.1 19.9 80.3 86.4 | 255 |227 |603 |644
of America
Uruguay 11.2 8.1 54.6 65.3 | 454 | 347 | 228 18.8 0.1 27.4 56.4 |31.2 |396 | 149 | 604
Venezuela 5.7 5.3 415 388 | 585 |61.2 |80 9.0 0.7 0 34.6 316 [909 |98 |32 |34
Zambia 5.7 6.0 51.3 60.8 |48.7 |39.2 |94 16.0 17.8 437 |0 0 80.4 |66.7 (09 |36
Zimbabwe
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PER CAPITA HEALTH EXPENDITURES

Member Per capita total expenditure Per capita total Per capita government Per capita government
State on health at average expenditure on health expenditure on health expenditure on health
exchange rate (US$) (PPP int. $) average exchange rate (US$) (PPP int. $)
2000 2010 2000 2010 2000 2010 2000 2010
Afghanistan 44 52 10 12
Argentina 709 759 840 1321 382 489 453 851
Australia 1713 5174 2253 3685 1145 3545 1505 2525
Austria 2403 4964 2898 4398 1818 3783 2192 3351
Bahrain 497 748 767 937 335 531 518 666
Bangladesh 10 25 24 61 4 9 9 22
Belgium 1844 4548 2247 3975 1376 3438 1676 3005
Botswana 152 382 401 m 94 246 249 459
Brazil 265 990 503 1009 107 466 203 474
Canada 2089 5257 2519 4443 1470 3736 1772 3157
Chile 387 933 735 1191 169 440 321 562
China 43 219 108 373 17 119 Y| 203
Denmark 2609 6253 2508 4467 2188 5323 2103 3803
Egypt 24 125 61 293 24 49 61 115
Ethiopia 5 15 20 50 3 8 " 26
Finland 1699 3955 1853 3252 1210 2947 1321 2423
France 2203 4618 2546 3997 1749 3553 2021 3075
Germany 2386 4654 2679 4342 1898 3573 2131 3334
Greece 917 2873 1451 3069 550 1768 87 1888
Hungary 326 1002 853 1601 231 649 603 1037
India 20 51 65 126 5 14 17 36
Indonesia 15 84 46 123 5 30 16 44
Iraq 34 247 77 346 <1 200 <1 281
Italy 1554 3247 2064 3046 1127 2520 1497 2365
Japan 2834 3958 1974 3120 2290 3179 1595 2506
Kuwait 438 1225 705 1133 37N 984 535 910
Malaysia 125 368 282 645 73 204 166 358
Mexico 328 603 509 962 153 296 237 471
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Member

Per capita total expenditure

Per capita total

Per capita government

Per capita government

State on health at average expenditure on health expenditure on health expenditure on health

exchange rate (US$) average exchange rate

(US$)

2000 2010 2000 2010 2000 2010 2000 2010
Nepal 12 28 13 61 3 10 1 23
Nethertands 1925 5683 2341 5112 1214 4820 1477 4335
New Zealand 1051 3267 1603 2992 820 2719 1250 2490
Nigeria 17 67 60 128 6 21 20 10
Oman 264 568 657 591 216 461 537 479
Pakistan 6 10 18 28 3 8 11 21
Philippines 34 89 77 164 16 32 37 59
Poland 247 851 584 1377 173 610 409 987
Portugal 1066 2306 1654 2729 710 1517 1102 179
ng:ab“c et 508 1452 m 2035 247 845 375 1185
Romania 72 457 248 881 59 367 201 708
E:j:'r::m 96 670 369 1277 57 393 221 749
Saudi Arabia 400 659 768 914 287 435 550 603
Singapore 663 2005 956 2592 298 629 429 813
South Africa 240 631 540 915 102 294 228 426
Spain 1040 2896 1538 3057 745 2148 1101 2268
Sti Lanka 33 82 102 175 16 37 49 80
Switzerland 3519 7699 3210 5297 1951 5021 1780 3454
Thailand 66 179 166 331 37 134 93 248
E::it;‘:eirab 752 1467 865 1562 577 1071 664 1140
Ei:i;’j‘(’)m 1765 3495 1835 3433 1391 2908 1446 2857
li?i}\en‘i;fzzes 4703 8233 4703 8233 2032 3967 2032 3967
Uruguay 773 948 953 1132 422 619 520 740
Venezuela 274 720 482 642 114 279 200 249
Zambia 18 74 52 92 9 15 27 56
Zimbabwe
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HEALTH EXPENDITURE RATIOS

Total General Private General External Social security | Out-of-pocket Private
expenditure government expenditure government resources expenditure | expenditure as | prepaid plans
on expenditure on health as expenditure for health as on health as % of private | as % of private
health as % of | on health as % % of total on health % of total % of general expenditure expenditure
gross of total expenditure as % of total expenditure government on health on health
domestic expenditure on health government on health expenditure
product on health expenditure on health

2000 | 2010 | 2000 | 2010 | 2000 | 2010 | 2000 | 2010 | 2000 | 2010 | 2000 | 2010 | 2000 | 2010 | 2000 | 2010

RANGES OF COUNTRY VALUES

Minimum 1.1 1.0 1.1 12.1 0.1 0.1 0.1 13 0.1 0.1 0.1 0.1 1.7 6.5 0.1 0.1
Median 5.6 65 | 584 | 60.8 | 419 | 392 | 99 | 116 | 54 13 | 270 | 255 | 847 | 84.0 | 8.1 1.2
Maximum 219 | 208 | 100 | 999 | 989 | 879 | 269 | 29.0 | 715 | 805 | 99.0 | 99.9 | 100 | 100 | 100 | 80.3
WHO REGION

African Region 5.5 6.2 | 440 | 47.2 | 56.0 | 52.8 | 8. 9.6 66 | 120 | 8.1 78 | 55.8 | 56.6 | 355 | 31.7

Region of the

. 114 | 143 | 451 | 49.8 | 549 | 50.2 | 145 | 18.1 0.1 0.1 68.0 | 722 | 329 | 306 | 54.6 | 58.2
Americas

South-East Asia

Region 3.6 36 | 320 | 347 | 688 | 653 | 73 1.6 0.9 105 | 13.2 | 154 | 889 | 840 | 24 5.4

European

et 8.0 93 | 739 | 744 | 260 | 255 | 140 | 148 | 07 208 | 52.7 | 50.6 | 66.5 | 68.7 | 222 | 21.4

Eastern

. 4.2 45 474 | 485 | 526 | 515 6.9 14 1.0 0.9 184 | 209 | 88.4 | 89.9 5.4 6.3
Mediterranean

Ranges of

2000 | 2010 | 2000 | 2010 | 2000 | 2010 | 2000 | 2010 | 2000 | 2010 | 2000 | 2010 | 2000 | 2010 | 2000 | 2010
country values

Westem Pacific | 5o | 64 | 638 | 641 | 362 | 359 | 139 | 144 | 02 | 02 | 681 | 676 | 862 | 777 | 72 | 102

Region

INCOME GROUP

Low income 39 | 53 | 420 | 385 | 627 | 615 | 85 | 93 | 144 | 263 | 20 | 45 | 835 | 777 | 14 | 14
IO 41 | 43 | 333 | 361 | 667 | 639 | 66 | 74 | 25 | 25 | 149 | 163 | 900 | 87.8 | 25 | 4.1
Income

Upper middle 54 | 60 | 483 | 555 | 517 | 445 | 93 | 116 | 05 | 03 | 414 | 470 | 79 | 751 | 153 | 16.8
Income

High income 99 | 124 | 595 | 618 | 405 | 382 | 153 | 173 | 02 | 1.1 | 639 | 658 | 382 | 36.1 | 489 | 520
Global 82 | 92 | 564 | 589 | 436 | 411 | 135 | 151 | 04 | 1.2 | 592 | 60.1 | 50.0 | 499 | 388 | 393
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PER CAPITA HEALTH EXPENDITURES

Per capita total expenditure Per capita total Per capita government Per capita government
on health at average expenditure on health expenditure on health at expenditure on health
exchange rate (US$) (PPP int. $) average exchange rate (US$) (PPPint. §)
2000 2010 2000 2010 2000 2010 2000 2010

RANGES OF COUNTRY VALUES

Minimum 3 10 1 17 <1 2 <1 3
Median 104 302 248 496 63 173 157 284
Maximum 4703 8233 4703 8233 2955 6910 3413 5660
WHO REGION

African Region 34 89 87 154 15 43 38 73
Region of the Americas 1851 3373 1985 3454 829 1682 896 1722
South-East Asia Region 19 58 61 125 6 21 20 43
European Region 938 2217 1215 2282 706 1679 899 1697
Eastern Mediterranean Region 91 182 17 326 45 97 81 158
Western Pacific Region 289 579 296 650 210 398 189 417
INCOME GROUP

Low income 10 28 27 63 4 10 11 24
Lower middle income 24 72 75 152 8 21 25 55
Upper middle income 115 384 240 598 55 21 116 332
High income 2567 4828 2662 4612 1524 3026 1584 2850
Global 482 941 564 1017 278 571 318 599

Source: World Health Statistics 2013, World Health Organization
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Interview with

Dr. Pratip Kumar Kundu

Medical Superintendent cum
Vice Principal, Calcutta School of
Tropical Medicine, Kolkata
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& What are the major challenges faced by the public
healthcare sector?

Ans: The funds crisis is one of the biggest problems in the public
healthcare sector. The other problems are: lack of quality physicians,
poor supply of medicine, scarcity of consumable stores and instruments
and undue pressure from external sources.

A Government Hospital provides many free treatment services.
How do you arrange sufficient fund to generate free services?

Ans: Government ensures funds to hospitals to provide free facility
towards the poor people. Government also allocates funds in its budget
for this special purpose.

[ Are you in favour of the subsidy system of the government?

Ans: Yes; government subsidy is very much required for the govern-
ment hospital otherwise these hospitals will not be able to provide
uninterrupted services at a lower price. Services provided by the private
hospitals are sometimes out of the reach of middleclass and poor peo-
ple; but government hospitals provide all those facilities at a lower price
than the market price. Sometimes they provide services at free of cost.
So without subsidy it is not at all possible.

[ Sir you are aware self sustainability is a major issue for any
organization. How the Government hospitals plan to achieve self
sustainability?

Ans: Our organization has taken some initiatives to enhance self
sustainability; as for an example now we did not provide all medical
services without any charge. We have categorized treatments on the
basis of needs and priority and charge fees for a particular treatment on
that basis. Earlier skin treatment for enhancing beauty was free of cost;
now we charge fee for the same.

X How does your organization manage inventory control system?

Ans: There is no specific Inventory control system in our organiza-
tion because our organization is not so big. Our various departments



prepare a list for medicines, consumable stores and for other items
according to their need and forward it to purchase department and
accordingly they purchase it from CMS or from fair price medical
shop centres. We also maintain store ledger system and proper
accounting system for our stores department and it is now totally
computerized.

M How does your organization manage fund?

Ans: We have to face fund crisis. Government allocates fund for
our organization and we try to spend money within the budget
estimate. From June this year we are following e-payment
system which helps us to minimize embezzlement. We always

try to find out those areas which attracts additional cost burden
and try to minimize those in order to enhance efficiency. Generally
supervisor, ward master looks after these aspects. We deposit
our profit in RKP and Swastha Samity in the ratio of 60% and 40%.
We spend money from RKP for salary, cleaning and maintenance
purpose and we get fund from Swastha Samity for some special
purpose and this fund is strictly regulated by the government.

[ Tell us something about budgetary control system in the
public healthcare sector.

Ans: We prepare the budget on the basis of area, staff, equipment,
etc. and forward them to Government but Government approval is
required to make the budget effective. Government approves the
budget on the basis of past records and audit report.

[ Do you believe internal control system is required for public
healthcare organizations?

Ans: Yes it is very much required to identify pilferage, extra cost
involvement, inefficiency etc. It has huge impact in public sector
health care organizations.

[ Do you believe proper Cost Management has an important
role in your organization?

Ans: Yes Cost Management is very much required in view of
cost control, quality management, inventory control and identifying
inefficiency.

[ Do you think performance evaluation/ appraisal of Govern-
ment hospital is the need of the hour?

Ans: Yes it is very much required for enhancing efficiency; but in
government hospitals the possibility of Performance appraisal is very
much remote.

[ Healthcare pricing strategy is one of the most critical

components of managing hospitals. How do you fix price
packages of health related services?

Ans: The state Government fix price for our medical packages. So
we do not follow such kind of standards.

[ Recently Medical tourism in India is becoming very popular
because of mainly low cost treatment. What role does your
hospital play in this regard?

Ans: Generally patients come here from USA, Canada and Europe
for tropical medicines. Indian government sends patients in our
organization.

[ Indians reportedly pay about 70% of health costs out-of-
pocket, and of this, the majority of expenditures are on drugs.
How does your hospital deal with the medical insurance facility?
Is the existing system of medical insurance in India sufficient or
are there any hindrances?

Ans: There are various insurance companies in India who are pro-
viding mediclaim facility. In our organization, we generate bill and the
patients get it reimbursed on the basis of our bill. Newly Government
has started BPL Insurance scheme for the poor people. Under this
policy Government hospitals create fund for the poor people and
spent money from that fund for the treatment of the poor people and
hospitals itself negotiates with insurance company.

3 How do you compete with private sector?

Ans: Government Hospitals are non profit seeking organization;
so they don’t think about competition. Government grants, low
tax facility help them to offer services at a low cost. We focus on
middle-class and poor people who cannot bear huge expenses of
private sector hospitals.

A What is your opinion regarding growth of overall
healthcare system in India?

Ans: Standard of Government hospitals in India is not satisfactory.
Quality of service and infrastructural facilities are still low. Though in
the states like Karnataka, Gujarat, healthcare sector is developing in
a satisfactory pace but Government Hospitals in most of the states

are in a miserable condition.

[ He suggests that Government should:

* make stronger regulation to enhance the performance of govern-
ment hospitals.

* restrict the number of pass outs as medical students.

* enhance the quality of doctors and medical professors.
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T long last, Parliament found
time to enact the new law for
companies in India. The old

Companies Act, 1956 had become out
of date and out of touch with current
day realities. The matter has been en-
gaging the attention of the Govern-
ment of India for more than 10 years.
We had report by certain experts who
drafted a Bill for this purpose. As with
the Income Tax Bill, the company
working draft Bill had no takers. A lot
of thought has gone into the making
of the new Company law. It paves the
way for a leaner and more contem-
porary law. Several radical changes
have been made and new concepts
introduced. Hereafter, every company
must have at least one woman Director
on its Board. One third of the Board
should comprise independent Direc-
tors. There is provision for higher accountability for Au-
ditors and Audit firms. Audits will have to go beyond the
concept of ‘reasonable assurance’. The concept of class-ac-
tion suits has been introduced. Companies accepting de-
posits from public will face a stringent regime. One-man
companies will be legalized.

CSR

Among all the new provisions brought in, the one relating

TCA Ramanujam
Chief Commissioner
of Income Tax (retd.),
Advocate High Court,
Madras

TCA Sangeetha
Masters in Law
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to corporate social responsibility has invited maximum at-
tention and comment. This has been the most talked about
feature of the new law. The Minister for Corporate affairs,
Sachin Pilot, has taken credit for the fact that India is the
first country in the world to have a CSR in the statute it-
self. “The CSR iniative, says the Minister, ‘can be used to
win the endearment of people. You are also adding to your
potential talent pool by contributing to quality education
and healthcare. It is an Avenue for companies to earn that
goodwill which sponsorships can’t. Corporate houses spend
so much money on media to get eye-balls. The kind of
impact CSR can create in the hearts and minds of people is
phenomenal. To create better investment opportunities we
need that harmonization. So CSR has many facets to it. It
is not just the quantum of money, but quality of work.

Section 135

CSR will not apply to all companies. There are limits fixed
before invoking the provisions for the CSR initiative. The
company must have a net worth of Rs.500 crores or more.
In the alternative, it should have a turnover of Rs.1000
crores or more. There is yet again another alternative. The
company should have made a net profit of Rs5 crores or
more during the financial year. This is laid down in Sec-
tion 135. There will be a Corporate Social responsibility
Committee of the Board consisting of 3 or more directors,
out of which at least one Director shall be an independ-
ent Director. The Committee should formulate and rec-
ommend to the Board a CSR policy which shall indicate



ACCORDING TO ONE ESTIMATE,
AROUND 8000 COMPANIES
WOULD FALL UNDER THE
AMBIT OF THE CSR LAW.

WE HAVE MORE THAN 13.29
LAKH COMPANIES IN INDIA.
ONLY AROUND 1% OF THE
COMPANIES WILL HAVETO
FOLLOW THE CSR NORMS

the activities to be undertaken by the company. These are
specified in Schedule VII. The Committee will also recom-
mend the amount of expenditure incurred on such activities
and monitor the implementation of the policy from time to
time. The company will have to report the contents of such
policy on its website.

Section 135 (5) mandates that the company should spend
in every financial year, at least 2% of the average net profits
made during the 3 immediately preceding financial years in
pursuance of the CSR policy. It should give preference to
the areas around which it operates for spending the amount
earmarked for CSR activities. The law expects companies

to undertake activities for eradicating poverty and hunger,
promoting gender equality, improving maternal health, en-
vironmental sustainability, enhancing vocational skills, social
business projects and contribution to the Prime Minister’s
National Relief Fund etc., These are no doubt laudable ob-
jectives. But what about companies like Tata that spend lib-
erally on CSR choosing such activities that suit the compa-
nies through trusts established for this purpose? Companies
operate to make profits. Is it possible that the CSR policy as
envisaged will not fit into existing programs which benefit
society anyway?

‘What about Religious activity? The Minister for Corpo-
rate Affairs feels that religious donations cannot be consid-
ered as fulfilling CSR. He was however quick to point out
that this was his personal view that such religious donation
should not be counted as part of CSR. Again, a company
like Madras Cements can allot a considerable sum of money
to the starting of a new Engineering college and claim that
the object was to promote skill development. Will this be
alright under the new policy?

Tax deduction

Sooner or later, claims are bound to be made that amounts
spent on CSR policy should be allowed as business expend-
iture under Section 37 of the Income Tax Act, 1961. After
all, the expenditure is mandated under the law. It should be
interesting to watch the further development of the new
CSR law when the Rules are framed. Social welfare spend-
ing by companies is nothing new. What is new is the com-
pulsion that companies will face in this regard. Much clarity
is required about the concept and its implementation. Ac-
cording to one estimate, around 8000 companies would fall
under the ambit of the CSR law. We have more than 13.29
lakh companies in India. Only around 1% of the companies
will have to follow the CSR norms.

‘What happens if companies choose to play safe and con-
tribute to the Prime Minister’s National Relief Fund to
avoid all controversies? Such contributions will also be tax
deductable. Both the IT law and the new company law will
be helpful that way. Having taken a path breaking initiative,
it is now up to the Government to see that the policy in this
regard is implemented successfully and leads to all round
promotion of social welfare. The Rules should be framed
in consultation with industry bodies after maximum discus-
sion. Every effort should be made to see that there is no
litigation in implementing the new policy. Both the corpo-
rate houses and the department of company affairs owe it to
the public at large to ensure the success of the new initiative.
The Rules to be framed will be watched keenly by the cor-
porate world. [T

ramanuja@vsnl.com
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ervice tax and Income tax are
quintessentially ~ dissimilar  tax
systems, at least in theory. The
taxable events, legal procedures and the
administrative apparatus are different for
these two taxes. In taxation, it may be
thought that there is very little meeting
ground between a Direct tax and an In-

Ravindran ’
Pranatharthy ~ direct tax. However, when a tax system
Advocate,  provides that the assessable value will not
Indirect taxes  include other taxes, the question arises as
& IPRs

to what sort of taxes would get exclud-
ed. For example, in Central Excise law,
the valuation provisions contained in the
Section 4 of the Central Excise Act state
that the value does not include excise duty, sales tax and
other taxes, paid or payable on the goods. Apparently, the
range of excluded taxes relates to commodity taxes and will
not indicate a connection with income tax paid by man-
ufacturers and sellers of goods, though their income may
have been derived from the sale of goods. Nevertheless, a
novel type of dispute arose in the case of Commissioner of
Central Excise, Madurai Vs DCW Ltd - 2001 (127) E.L.T.
728 (Tribunal - Chennai) where the Appellate authority
had earlier upset the Revenue by allowing calculation of
profit margin for captive consumption after deducting the
income tax. The Tribunal accepted the Revenue’s argument
that income tax cannot be deducted in central excise law
even for computing the profit margin. In service tax law,
there is an express provision to exclude only the service tax
from the gross consideration subject to certain conditions.
No other taxes are mentioned for exclusion. In Income tax
law, the issue is wide open.

When a tax system does not state anything on the exclu-
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sion of taxes from the value chain of that particular tax, difh-
culties are experienced by the tax payers and the cases go to
Courts and Tribunals. If the taxable event is clear and each
tax follows the other, there may be no great difficulty. For
example, in the VAT system, the excise duty element will be
included in the VAT assessable value if the sale price of

the product is inclusive of excise paid. However, this is
rarely the case in other tax systems such as Service tax and
the Income tax. Cases of whether to exempt the income-tax
from the levy of service tax and vice versa spring up. Hence,
people may wonder if these two taxes could get into each
other’s hug with uncomfortable consequences. But it has
happened. In this article, we will look at several intersec-
tions where the two taxes were sought to be included in
each other’s ambit and how it was viewed by the Tribunals
and the Court.

Tax implications of book entry

Often transactions involving goods or services or both take
place between two parties and are only recorded in the
books of account. Money may not be paid up for one reason
or the other. In such cases, the question is whether a mere
book entry creates tax consequences. Now let us see how
this issue is dealt with in Service tax and income tax laws.

Service tax

In service tax law, even a mere book entry will have tax
repercussions. The service tax no longer gets paid on re-
ceipt basis.

A book entry signifies a completion of a whole or part
provision of service. It may also vouch for receipt of money
as advance or otherwise from the client, if there is any such
receipt which is so recorded. It will have clear tax conse-
quences including the case where the invoice underlying



the transaction does not get issued within 30 days of the
provision of the service. Non-payment by the service re-
ceiver will not absolve the service provider of his liability to
pay the tax in accordance with the point of taxation rules. A
book entry seals his fate as far as his tax liability is concerned.

This context becomes equally onerous for the hapless as-
sessees with regard to tax liability under the reverse charge
mechanism including the import of services. Rule 7 of
Point of Taxation Rules 2012 lays down as follows:

“In case of “associated enterprises”, where the person providing
the service is located outside India, the point of taxation shall be
the date of debit in the books of account of the person receiving the
service or date of making the payment whichever is earlier”.

The definition of “associated enterprises” is of course in-
corporated from the Income tax Act.

Income tax

As regards International transactions, the Income tax Appel-
late Tribunal has taken the view in the case of ITOVs PIPA-
VAV SHIPYARD LTD - 2013-TII-137-ITAT-MUM-IN-
TL wherein the Tribunal was dealing with a case where the
assessee company had booked an amount of Rs. 122.65 lakh
towards the consultancy charges payable to Overseas Ship-
building cooperation Centre but had not remitted the same
pending regulatory approval as well as that Treaty provisions
in that case gave immunity from taxation by India. The ITO
had faulted the company for failing to deduct TDS despite
the book entry. The Tribunal even as it weighed multiple
arguments against the Revenue pointedly held:

“The assessee had neither made the payment nor had claimed
any revenue expenditure. Therefore only on the basis of entry in the
books of accounts, the assessee could not be held liable for deduction
of tax at source when ultimately the amount was found not payable
nor it was paid, income therefore had not accrued to the Overseas
Shipbuilding Cooperation Centre”.

Service tax in the tax value of TDS
Service tax is a Union levy. Assessees collect it only to remit
it to the government, acting as an agent of the government
in the process. They derive no gain or profit by remitting
the service tax and reimbursing themselves from their clients
where possible. Therefore, the issue to consider is whether
service tax remitted by the Income tax asessees should be
excluded for the purpose of computing the withholding
taxes under the Income-tax. There have been conflicting
decisions on the issue by the ITAT in the context of section
44BB as observed by the Tribunal in the case of Deep Drill-
ing PTE Ltd Vs Asst Director of Income tax (International
Taxation) 2012-TII-140-ITAT-MUM-INTL. However, in
this case the ITAT held as follows:

“ insofar as the submissions made by both the sides on
the inclusion or otherwise of the amount of service tax in

the aggregate amount u/s 44BB of the Act is concerned,
it is found that the Mumbai Bench on the one hand and
Delhi Bench on the other in the cases discussed above have
expressed diagonally opposite views. Whereas the Delhi
Bench in the case of Technip Offshore Contracting BV
has categorically held that the service tax collected by that
assessee was directly in connection with the services and
facilities provided by it to the ONGC and the same was
includible in the receipts for the purpose of determina-
tion of profits as per section 44BB of the Act, the Mumbai
Bench of the Tribunal in the case of Islamic Republic of
Iran Shipping Lines has held that the amount of service tax
was not includible in the total receipts for determining the
presumptive income u/s 44B of the Act as it did not in-
volve any element of profit. In the backdrop of such con-
flicting decisions, we would have ordinarily referred the
matter to the President for constitution of Special Bench
for resolving the conflict in the views;

We are not making any such reference for the reason
that the amount in question has not accrued to the assessee
at all and as such there can be no question of considering
this amount for the purpose of section 44BB of the Act.

Transforming Lives
and Landscapes
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It is only when at the first stage there is receipt or accrual
of income, that the question of the second stage, being its
inclusion or otherwise within the purview of section 44BB,
can arise. As we have held above that the assessee had not
acquired any right to receive USD 2.27 million on account
of service tax, being the first step, we, therefore need not
embark upon the second step, being its inclusion or oth-
erwise in the receipts for the purposes of section 44BB. As
such we desist from giving any finding on the inclusion or
exclusion of the amount of service tax in the income of the
assessee for the purpose of section 44BB of the Act. This
issue is, therefore, left open to be decided in an appropriate
case”.(emphasis supplied)

Income tax in the value chain of reverse service tax
Similarly, the abiding issue in service tax payment on reverse
basis is whether the income tax TDS needs to be factored
out to compute service tax liability. This question came up
before the Chennai bench of CESTAT in the case of HIN-
DUSTAN OIL EXPLORATION CO. LTD Vs COM-
MISSIONER OF SERVICE TAX, CHENNAI - 2012
(25) S.T.R. 454 (Tri. - Chennai). The Tribunal in its interim
order helptully observed as follows:

“4.  We find that there is no specific exclusion in the Fi-
nance Act, 1994 to exclude the income tax paid in respect
of the amount paid for the services received from abroad. At
the same time, prima facie, it appears that the gross amount
charged for the services cannot be said to include income
tax deducted at source as per the income tax statute. We also
find, where the amount charged includes the service tax
amount, the Finance Act, 1994 provides for exclusion of the
same. Merely because no such exclusion has been provided
in respect of statutorily deducted amount of income tax, it
cannot be said that the appellants have not made out a case
for waiver of the pre-deposit in this regard”.

Characterization of Export of Services:
Service tax

In Service Tax Law, the changed provisions regarding export
of services contained in the new Rule 6A of Service Tax
Rules, 1994 are, as follows:-

“RULE 6A. Export of services.
(1) The provision of any service provided or agreed to be
provided shall be treated as export of service when,-
(a) the provider of service is located in the taxable terri-
tory,
(b) the recipient of service is located outside India,
(c) the service is not a service specified in the section 66D
of the Act,
(d) the place of provision of the service is outside India,
(e) the payment for such service has been received by the
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provider of service in convertible foreign exchange, and

(f) the provider of service and recipient of service are not

merely establishments of a distinct person in accordance

with item (b) of Explanation 2 of clause (44) of section

65B of the Act.
(2) Where any service is exported, the Central Government
may, by notification, grant rebate of service tax or duty paid
on input services or inputs, as the case may be, used in pro-
viding such service and the rebate shall be allowed subject to
such safeguards, conditions and limitations, as may be speci-
fied, by the Central Government, by notification”.

Thus the new Rule requires that the place of provision
of service should be outside India which will exclude cases
where the activities that would otherwise constitute export
of service were rendered in India though the benefit of such
services accrued outside India. This was a departure from the
previous regime in service tax law which permitted export
tag even in cases where all the activities happened in India
but the benefit of the services accrued outside India.

Income Tax

In Income-Tax Law the position as regards rendering of
Services outside India has been dealt with in a different
way as compared to the service tax. For example, in the
case of A.S. ManiVs Union of India (2003) 264 ITR 5, the
Karnataka High Court dealt with the question whether a
tax payer in India could render Services to foreign parties
without physically going outside India. According to the
High Court, advances in modern technology has made it
unnecessary to actually leave India to render Services and
that it was possible to export Services outside India with-
out physically going abroad. In another case, In re:Wallace
Pharmaceuticals Private Ltd, (AAR No.658/2005) report-
ed in 2005-TIOL-20-AR A-IT, a US based company had
entered into an Agreement with the Indian entity by which
the US entity was to target clients for the Indian entity
and the work included meeting with potential clients and
drawing attention to the capabilities of the Indian Com-
pany. A part of the Service was rendered outside India.
The issue before the AAR was “whether the consultancy
fees is payable in respect of services utilized in business or
profession carried on by the applicant outside India or for
the purposes of making or earning any income from any
source outside India”. The AAR held that* from the above
discussion it is clear that though PENSER is a tax resident
of USA, it had rendered consultancy services in India and
as the consultancy fee payable in respect of services uti-
lized is not in connection with a business or profession
carried on by the applicant outside India for the purposes
of making or earning any income from any source outside
India, the consultancy fee would be deemed income of
PENSER in India”.



IDEALLY, TAX SHOULD NOT BE COLLECTED
ON TAX IN THE COURSE OF ASSESSMENT. A

HARMONIZATION OF TAX FUNDAMENTALS
ACROSS TAX VERTICALS IS MUCH NEEDED

The Services in this case were treated as utilized in India
since the beneficiary was the applicant in India.

Echoes from the landmark Fiat India case:
selling below the ‘market price’

Service tax

Recently, the Hon’ble Supreme Court has in the case of
M/s Fiat India Pvt Ltd Vs CCE - 2012-TIOL-110-SC-
CX held that central excise assessable value would not be
an acceptable transaction value if the goods were sold at a
value less than the cost of manufacture and that such selling
below cost amounted to deriving additional consideration
under the central excise valuation law. The principles laid
down by the Apex Court are equally applicable in Service
tax arena as well as to just any other Indirect tax. If anyone
thought that such a scenario would never be relevant in a
direct tax system, they would have to change their view
in the light of the following case that came up before the
Supreme Court of India.

Income tax

The issue posed in the Fiat India case has echoed in the
income tax arena in the case of COMMISSIONER OF
INCOME TAX, BOMBAY

Vs KRISHNA SAHAKARI SAKHAR KARKHANA
LTD - 2012-TIOL-108-SC-IT where the matter for the
determination of the Supreme Court was set in the terms
as follows:

“Whether when a cooperative society of sugar sells certain quan-
tity of sugar to sugarcane growers at concessional rate, the difference
between the market price and the concessional price is to be included
in the total income of the assessee-society?”

The Supreme Court chose to remand the case with direc-
tions which are a pointer to where the case could be headed:
It is worth quoting the Hon’ble Court in this regard:

“ the question, whether the above difference between

the fair market price and the concessional price should or
should not be added to the total income of the assessee(s)
Society, needed to be re-looked by Commissioner of In-
come Tax (Appeals). Apart from the afore-stated question,
CIT (A) would take into account, whether the above-men-
tioned practice of selling sugar at concessional rate has be-
come the practice or custom in the Co-operative Sugar In-
dustry?; and whether any Resolution has been passed by the
State Government supporting the practice? The CIT (A)
would also consider on what basis the quantity of the final
product, i.e., sugar, was being fixed for sale to farmers/cane
growers/Members each year on month-to-month basis,
apart from Diwali?;

These are some of the questions which have not been
addressed by the Authorities below in the impugned orders.
The CIT (A) would be entitled to look into the Accounts
and verify the basis for sale of sugar at concessional price on
month-to-month basis. We, therefore, keep all questions of
law and facts open”.

Conclusion

As the examples discussed above reveal, there has been a lot
of unwelcome divergences on crucial issues between dif-
ferent tax systems in the country. It does not augur well
that several principles and core issues are maintained up-
side down between contending tax systems. Ideally, tax
should not be collected on tax in the course of assessment.
A harmonization of tax fundamentals across tax verticals
will infuse the much needed clarity and uniformity in the
understanding and assessment of different tax systems. The
task 1s not an impossible mission but will require the inte-
gration of the CBDT and the CBEC into a central reve-
nue authority as the essential first step. Organizational
challenges to tax harmonization may be more insur-
mountable than technical hitches. [
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9 Is income-tax levy on real income?

“Income-tax, if I may be pardoned for saying so, is a tax on
income”, is the oft-quoted statement of Lord McNaughton
in London County Council v. Attorney General, 4 TC 265
(HL). It is no longer so. Income under Income-tax law can
be much different. Income-tax law is replete with provisions
which are highly artificial. If they are applied indifferently,
they can do more damage than the provisions themselves.
There is a long standing superstition, that bank transactions
are sacrosanct, while cash transactions are suspect. This is
statutorily sanctified by the disallowance of expenditure met
by means other than account payee cheques or account pay-
ee drafts under section 40A(3). There are similar provision
in respect of loans received and repaid under section 269SS
and 269T.

A4
9 Vagaries of section 40A(3)

SECTION 40A(3) COVERS EXPENDITURE,
which is understood to include expenditure. The objective
of the provision even as pointed out by the High Court in
Walford Transport (Eastern India) Ltd. v. CIT (1999) 240
ITR 902 (Gau) is to “check evasion of tax and the flow of
unaccounted money”, but genuine transactions are as vul-
nerable as non-genuine ones. The purpose of this provision
is often forgotten.

The Supreme Court in Attar Singh Gurmukh Singh v.
ITO (1991) 191 ITR 667 (SC) upheld the constitutionality
of the provision, when the section provided for disallowance
of only 20% of such expenditure over the specified limit in
respect of payments other than those by crossed cheques and
crossed drafts. Disallowance of 20% was apparently provided
as possible inflation in such cases. Disallowance was subject
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to exceptions, one of which was clause (j) of Rule 6DD,
which spared transactions, if they are paid in cash, “due
to exceptional or unavoidable circumstances or because
payment in the manner aforesaid was not practicable, or
would have caused genuine difficulty to the payee, having
regard to the nature of the transaction and the necessity
for expeditious settlement thereof ”. Since the section has
to be read with this exception in the rules, it was felt that
the section was not violative of the fundamental right to
freedom of trade.

But the disallowance was raised from 20% to 100%. Sub-
rule () of Rule 6DD was removed, so that the defence
available even for genuine transactions became extremely
limited. Transactions carried out in cash due to compelling
circumstances often resulted in abnormal disallowances far
exceeding the income, especially since purchases are treated
as expenditure for this purpose. But the removal of the ex-
ception on the basis of which constitutionality was upheld
would mean that the case for questioning the constitutional
validity has revived.

However, the AP High Court in Smt. Ch. Mangayamma
v. Union of India (1999) 239 ITR 687 (AP) after noticing,
that genuine transactions may well be questioned and that
the reason for dropping the exception was not explained by
the authorities, still found that “in the present day banking
scenario it cannot be faulted”. The Kerala High Court
in a single Member judgement in Kamath Marbles v. ITO
(2003) 263 ITR 470 (Ker) also did not appreciate the im-
pact of application of this harsh law especially in small cases.
Disallowance of entire 100% is extremely harsh.

In a recent decision in CIT v. Sri Shanmuga Ginning Fac-
tory (2013) 355 ITR 96 (Mad), where a ginning factory was
producing raw cotton through agents and the payments
were made in cash exceeding the prescribed limit, the Tri-
bunal decided in assessee’s favour, because it was covered
by the exceptions under Rule 6DD being purchases by



and large from agriculturists [sub-rule (e)] and were made
through agents [sub-rule (k)] except in one case where the
broker was not identified. Even so, matter was taken up to
the High Court by the Income-tax Department against the
deletion of purchases made in cash, the High Court came to
the aid of the taxpayer on the ground that the decision being
one rendered on fact by the Tribunal, it would not interfere.
There are any number of decisions at various levels where
genuine transactions became targets, because the law does
not provide for exception for genuine transactions. It will be
interesting to make a study of the number of cases, where
the provision has been effective to deal with non-genuine
transactions by resort to this provision. It would be alarming
to know the extent of transactions, which go underground,
because of the inability of doing business through banking
channel in case of scarce goods or where a taxpayer is a vic-
tim of widespread black marketing, which the State is unable
to control. In the result, the provision helps to proliferate
black money rather than to curb it.

A4
s Cash borrowings

SIMILAR PROVISION is levy of penalty equal to loan
or deposit amount accepted or repaid by means other than
account payee cheques or account payee drafts under sec-
tion 269SS and 269T respectively, but mercifully, there is a
provision, which spares penalty, if there is a reasonable cause.
But in actual practice, explanations are brushed aside even in
genuine cases. The Courts have held, that where the trans-
actions are undisputably genuine, there is no justification for
penalty for breach of section 269SS as for example pointed
out in CIT v. Bhagwati Prasad Bajoria (HUF) (2003) 263
ITR 487 (Gau). But there are number of contrary decisions
with even the Courts taking a technical view with reference
to the provision as was recently decided in Auto Piston
Mfg. Co. P Ltd. v. CIT (2013) 355 ITR 414 (P&H), where
penalty was sustained, though the explanation was prima
facie reasonable.

There were two loans in this case of an assessee, one to
the extent of Rs.1 lakh received from a financial institution
by a bearer cheque, so as to be able to meet bonus payment,
which were also disbursed on the same day on which the
cheque was encashed. Strangely the argument of the As-
sessing Officer was, that the bonus could have been paid
a day later. There was another borrowing to the extent
of Rs.92,000 in cash from the promoters of the company
towards a cheque already issued to meet excise duty, so that
the cheque may not be dishonoured. The argument of the
Assessing Officer was that the assessee should not have

issued the cheque, when it did not have sufficient balance
or it should have arranged for the loan by way of account
payee cheques from the promoters earlier. One would have
thought that the explanation of urgency in both the cases
should have been accepted as reasonable, so as to be cov-
ered by section 273B as was accepted by the Commissioner
(Appeals) when he deleted the penalties. But the Tribunal
restored the order of the Assessing Officer by merely re-
producing the extracts from his order. The High Court
dismissed assessee’s appeal in the view that, the decision
rendered is one on fact, though it was patently perverse.

One cannot avoid the purposive interpretation of a pro-
vision, which is meant to make the task of the Assessing
Officer easier in case of non-genuine transaction, where
they are carried out in cash or bearer cheques. Reasona-
bleness of the explanation has also to be considered in the
light of genuineness of the loan. The law should provide for
it in respect of section 40A(3) and it should be reasonably
administered in respect of section 269SS and 269T.

Some of these provisions were recognised for omission
by H.P. Ranina Committee, but the Direct Taxes Code does
not spare such liability, while it has added some more artifi-
cial provisions. Quo vadis?

A4
9 Policy derailed

THE LAW IS AS GOOD as it is administered. Good law
can be badly administered, while bad law can be humanely
enforced. The best intention could be defeated by indiffer-
ent administration in carrying out even a sound policy. The
recent decision in Russian Technology Centre P. Ltd v. Dy.
CIT (2013) 25 ITR (Trib) 521 (Del) illustrates this proposi-
tion. Assessee in this case unsuccessfully pleaded for award of
cost from the Tribunal under section 254(2B) for harassment
caused a demand by non-acceptance of share contributions
by non-inclusion of written submissions relating to its ex-
planation and by shutting out legitimate additional evi-
dence. The dispute was amount subscribed by a non-resi-
dent towards share capital being part of Rs. 600 crores as
investment in India approved by the Foreign Investment and
Promotion Board notwithstanding the assurance in Board
Circular No. 5 dated 20th February 1968 for approved in-
vestments, leading to long-drawn and unnecessary litigation
resulting in the company winding up its business in India.
Foreign direct investment to the extent of Rs. 600 crores did
not, therefore, materialise according to the statement made
by the non-resident assessee before the Tribunal. Is the Cen-
tral Government listening? [

s.rajaratnam@vsnl.com
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ural credit cooperatives in In-

dia were born more than 100

years ago and have a chequered
history. Banking has been essentially an
urban- oriented service but rural credit
cooperatives were established basically
to meet the crop loan requirements of
farmers, and the other supporting farmer
level capital investments in agriculture.
Traditionally these co-operative banks
have been doing business by focusing
mainly in the agricultural sector since its
inception. Rural cooperative banking is a
three-tier structure in most of the states
with primary agricultural credit coop-
erative societies (PACS) with farmers
as their members at the base level, cen-
tral cooperative banks (CCBs) as the intermediate federal
structure with PACS as principal affiliated members, and the
state cooperative bank (StCB) at the apex state level with
CCBs and other cooperatives as its principal members and
this credit structure is popularly known as the short-term
cooperative credit structure (STCCS).In Independent In-
dia, still today, the co-operative movement is dependent on
the Government and the bureaucracy and it is controlled
and monitored by them. But quantitatively, the co-opera-
tive movement flourished in different dimensions. There
has been a sea change in the co-operative movement. It is
now an admitted fact that the agricultural co-operative sec-
tor with its vast and largest network played not only a very

Dr. Sougata
Chakrabarti

Asst. General
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important role but a decisive role in the development of
agriculture and rural economy of the country. Rural Co-
operative Banks (RCBs) are one of the key banking service
providers of rural India continued till mid-nineties but start-
ed losing business as commercial banks stepping up their
rural business aggressively from 2001 onwards.

Background

A good number of poor people in India, especially those
in the rural area, desperately need financial services from
formal financial institutions. They need credit for improv-
ing their living standards and doing business. These needs
are for running economic activities, mainly because they are
self~employed or working on their own. Nearly 70 per cent
of the country’s population lives in rural areas according to
the latest Census and over 50 per cent of the population
has no access to banking. The rural poor need credit, in-
surance services. Poor rural people forced to borrow at an
exorbitant rate from private money lenders during the time
need and as a result, the poor are caught in a debt trap. In
principle, RCBs was expected to mobilise deposits from ru-
ral people, and use the same for providing crop/other loans
to the needy members who need it. The predominance of
the cooperatives as one of the key banking service provider
of rural India continued till mid-nineties.
cial banks stepping up their rural business aggressively from
2001 onwards and today they provide almost three fourths
of the total rural banking service in the country alongwith
RRBs. Banks in the private sector banks have been planning
to go rural. Recent change in policy, which is introduced,

But commer-



will augment to a great extent the expansion of rural bank-
ing. Latest expert Committee on Short Term Cooperative
Credit Structure (ST CCS) noted that the share of ST CCS
in providing agricultural credit has fallen to a mere 17% at
the aggregate level although there are small pockets where
its share is more than 50%.The shift in focus of commercial
banks and private banks from urban banking to rural bank-
ing is posing threat to rural cooperative banks.

The growth of RCBEs, especially when it is on revival tra-
jectory, must strive to extend banking service to remotest
part of rural society. Lack of access to finance for small/
marginal farmers has been recognized as a serious
threat to cooperative banking growth progress. Moreover,
prolonged and persistent poor banking services to the
rural population leads to a decline in business and has
the potential to fuel social tensions causing social exclu-
sion. Access to banking service by all rural population will
facilitate the growth of RCBs. In recent time, RCBs are
passing through some intricate circumstances. The latest de-
velopments at macro level is posing some serious questions
about the survival, growth and maintaining the sustainable
development of RCBs. RCBs have to begun to revise their
growth approach and re-evaluate the prospects on hand to
keep the rural economy rolling. RCBs have to undertake
several initiatives for deepening and widening the process of
providing financial services to the rural people. The Com-
mittee on Financial Sector Assessment (CFSA) had looked

into the financial health of cooperative banks and made
several recommendations for improving the financial health
and systems for attaining and maintaining financial stabil-
ity and highlighted that the prevalence of the three-tiered
structure leads to an increase in transaction cost that dimin-
ish profit margins. The poor financial health of the RCBs
had been a cause of concern during the past five decades,
and several committees had, in the past, been constituted to
look into the problems that plague the sector and make rec-
ommendations. The Task Force chaired by Prof. A Vaidyana-
than (2004-05) and “Expert Committee to examine Three
Tier Short Term Cooperative Credit Structure (ST CCS)”
chaired by Dr. Prakash Bakshi which suggested wide-rang-
ing reforms in the governance and management of RCBs
including crucial amendments to the respective State Coop-
erative Societies Acts.

An attempt has been made in this paper to review the
efforts made by the rural banking sector for achieving great-
er financial depth along with emerging issues and explore
the alternative approaches feasible especially in the gamut of
micro finance sector.

Challenges faced by RCBs

In India, a huge number of people do not have access to
banking services due to scattered and fragmented loca-
tions. But if we talk about those who avail banking ser-
vices, their expectations are rising as the level of services
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are increasing due to the emergence of Information Tech-
nology and competition. Since, public sector banks (PSBs)
are playing in the rural market, the number of services of-
fered has increased and PSBs have laid emphasis on meet-
ing customer expectations. Today, the question often asked
is: how competitive are rural cooperative banks and how
the practices at work in these banks compare against PSBs
practices. Now, the existing situation has created various
challenges and opportunity for RCBs. In order to encoun-
ter the general scenario of the banking industry, RCBs
need to understand the challenges and opportunities ly-
ing with cooperative banks of India. While on the surface
R CBs and public sector banks in India have similar levels
of activity, there are differences in the underlying econom-
ics. The effectiveness of the wholesale banking operations
of public sector banks is much better compared to RCBs.
Here some of the facts and trends that are likely to affect
the evolution of the RCBs are highlighted.

Human resource

RCB:s historically had access to lesser talent relative to other
public sector banks leading to inferior organizational per-
formance on average. It is well known that RCBs suffer
from a severe lack of specialist skills and new-age leaders.
The extent of the problem is acute and crippling for RCBs.
RCBs need to act urgently to attract, hire, develop and re-
tain the better available talent to ensure sustained growth in
the long term. RCBs need to devise innovative strategies to
continue to attract talent and develop new leaders.

Technology

The Rural cooperative Banks today are in the midst of trans-
formation. The ever changing market dynamics in banking
sector forced RCBs to constantly evolve their products and
services. RCBs in India were considered as conventional
sector few years back also. The combination of competitive
pressures, market opportunity, regulatory risks and compli-
ance requirements is pushing the RCBs to rapidly adapt
technology. RCBs have to enhance IT skills to establish a
competitive advantage. They have to develop strategies to
take the advantage of core banking solution (CBS), e.g., lev-
erage this transformation to upgrade their levels of customer
service.

Succession management

Succession planning is a process for identifying and devel-
oping internal people with the potential to fill key busi-
ness leadership positions in the company. However, most of
the RCBs do not address succession planning ahead and
therefore end up facing the burden in the middle of a crisis.
R CBs board members need to understand how to manage
the development of their high performers so that they are a

THE MANAGEMENT ACCOUNTANT | SEPTEMBER 2013

step ahead of their competitors. The effort required to estab-
lish a development program for future leaders is worthwhile
because it creates a motivated and capable group of employ-
ees that are ready to move forward in the organization when
the need arises.

Data quality

Most of the RCBs today suffer from the problem of data
quality. RCBs are classic case of both poor data quality and
poor business process. In the past, RCBs would not have
prioritized the data deficiency. It would have deemed other
issues more worthy of attention and budget. To assess risk,
the underlying quality of the data is critical to being able to
deliver a report with any level of confidence. RCBs have
to adopt Basel norms not simply because it is a compliance
directive but also for embodiment of best practice which
is only possible provided data quality is not compromised.

Customer service

R CBs witnessed substantial fall in terms of business levels.
The customer base, branch network, and the alternate de-
livery channels of commercial banks have grown manifold
in the last few years. Earlier, Public Sector Banks (PSBs)
and RCBs were capable of offering almost a similar range
of products and services to customers. The difference in the
product profile and pricing with PSU banks and R CBs was
not wide. The interest rates too were fully regulated. It was a
similar model of business for banks to provide routine type
of customer service. The increasing customer expectations
forced RCBs to focus on the quality of customer service,
while servicing larger number of customers is indeed a chal-
lenging proposition. RCBs need to put in place better cus-
tomer service architecture to match the expectation of rural
customers. A section of rural population for emergency
financial requirements forced to borrow at an exorbitant
high rate of interest from the local market either due to their
ignorance or reluctance from the bankers level. This is
partly attributed to absence of appropriate banking policies
for giving fast track approval of financial assistance to the
customers in need.

IV. Achieving greater financial depth

Retail banking

R etail banking has immense opportunities in a growing ru-
ral economy. R etail banking is going to emerge a major driv-
er rural banking. Through retail banking, RCBs can cover
financial inclusion, indirect lending, and fast track access to
finance, long-term savings and financial crime prevention.
The credit portfolio of banking business is fast changing in
India. Large credit exposures are linked to bank’s capital.
Limits have to be fixed for single exposure in relation to the
capital funds. RCBs have restriction in non-farm lending.



RURAL CUSTOMERS ARE NOW VIORE DEMANDING
AND DISCERNING AND THEY ARE LESS CREDIT-

AVERSE. IN RURAL BANKING GOOD CUSTOMER
INTERACTION IS THE KEY TO ITS GROWTH

RCBs have limited exposure in large credit except some
consortium finance due to regulatory constraints. RCBs are
facing fierce competition not only from PSBs but also from
Micro finance Institutions in farm lending. PACS can open
accounts with PSB also. Retention of societies is going to
be a major challenge for RCBs. Retail lending is going to
be an important segment of RCBs’ credit in coming days.
R CBs are sometimes with surplus liquidity. R CBs have re-
striction in lending to big corporate and investment in cap-
ital/non SLR Bond market due to regulatory restrictions. It
will be a great idea if RCBs can explore the option of giving
retail credit (direct lending) to low income group people
especially in rural and semi-urban areas.

Technology as enabler

However, most RCBs have completed implementation of
core banking solutions (CBS). It has revolutionized and
transformed the face of the rural cooperative banking. Cus-
tomers of RCBs will get the benefit from the core banking
system implementations. The change has helped the RCBs
to offer variety of new products to their customers and pres-
ent new avenues for accessing their accounts. Now RCBs
have to augment their delivery channels from simple branch
concepts to multiple touch points that incorporate self-ser-
vice ATM / POS, mobile, internet and phone banking.
These delivery channels provide multiple options to rural
customer to interact with his bank at his / her own con-
venience. Biometric enabled mobile ATMs with operating
instructions in vernacular language facilitate easy access of
financial services to rural and illiterate customers thereby
bringing them in to the banking system. RCBs can make it
a profitable business through economy of scale, by including
more and more unbanked villages.

The spectacular growth in financial transaction in elec-
tronic mode has necessitated certain radical changes in
the payment and settlement systems in the rural Payment
system. With the objective of ensuring faster flow of funds
among rural economy, providing electronic payment & set-
tlement facility through RTGS/NEFT is crucial for RCBs.
Direct remittance of teachers’ salary, government cash sub-
sidy to beneficiary account is possible provided RCBs are
NEFT/RTGS enabled. This is another way to improve the

quality of customer service through technology. Absorption
of latest technology has played a key role in RCBs’ strategy
to lessen the technological advantages that PSBs are enjoy-
ing. RCBs have to leap forward in terms of switching over
from paper based transactions which include use of curren-
cy notes, cheques or challans, to electronic means, which
include RTGS, NEFT and other electronic payment modes
like ECS, debit cards and credit cards.

Banking through mobile phones has been around for
some time now. It enable rural customers to use mobile in-
struments as a channel for accessing their banks accounts
and remit funds and also sub-serve the goal of Reserve Bank
of India (RBI) in electronification of retail payments. It
makes payment simpler just with the mobile number of the
beneficiary. Mobile solutions would help field supervisor
customer-contact representatives out in the field. Socie-
ty managers would be able to manage the field force with
greater efficiency.

Customer satisfaction

At the rural level, customer experience is the biggest driver
of value. At rural level tailored offerings will be a big driv-
er of RCBs’ survival. Rural customers are not outspoken.
They hardly express themselves even when they are asked
for a feedback. In majority dissatisfied
tomer never percolates the level of dissatisfaction to the
bank authorities. Either they stop going to the branch or
narrate the same to their friends and relatives and
advise them not to bank with cooperative bank. Rural
customers always expect interaction from branch persons.
In the present time rural customers are more demand-
ing and discerning and they are less credit-averse. In ru-
ral banking good customer interaction is the key to
its growth. As intense competition in rural sector surges,
customer service becomes the sole differentiating factor
to be leveraged to stay ahead in the market and capture
new lines of business. As more rural branches public sector
banks coming up the aspiration of rural shifts with the de-
velopments in the ambience. As public sector banks (PSBs)
raise the standard of customer service the rural customer
awareness grows. PSBs have upgraded levels of conveni-
ence and provide customers with better service levels. They

of cases cus-
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also have more customers with less dissatisfaction. RCBs
have no option but to gear up for providing more efficient
and at the same time, cost effective services leveraging the
technological capabilities. Customer retention is a challenge
for RCBs. RCBs should work on different strategies and
showcase the product mix with the help of technology
to satisfy the rising rural customer expectations so as to
retain the customer faith.

Initiatives towards financial inclusion

Rural populations are hardly aware of the bank’s products
which are beneficial for them. Due to lack of regular or sub-
stantial income lower income people will avoid of going the
branch if there is no nearby branch to save transportation
cost and loss of daily wages. R CBs can reach to the doorstep
of rural population by introducing the concept of Banking
Vans. SHG (Self-Help Group) can act as linkage between
customer and RCBs. Bank can take the help of SHGs to
carry out meeting at the village level for deposit mobiliza-
tion with a representative from the concerned Bank branch.
RCBs can introduced saving cum overdraft account, remit-
tance facility, an access to credit through instruments like a
Kishan Credit Card.

PACS as Business Correspondents

Primary Agricultural Cooperative Societies (PACS) are an
effective linkage between the RCBs net work and the ru-
ral clients. A study shows farmers(27%) who are attached
to fisheries and of an age group of 28-50 and of income
group of Rs.600 to Rs.6,000 think Co-operative Banks /
Primary Agricultural Co-operative Societies (PACS) 1s safer
and secure place to keep / invest money(Chattopadhyay,S
,2009). At present, the services offered through PACs are
limited to agricultural and agricultural allied loan disburse-
ment. Future strategies for improving the effectiveness of
PACS model will have to address innovations in attracting
new customer segments especially low income customers,
enhanced product portfolio including providing client
oriented transaction accounts, remittance / payment servic-
es and suitable credit products. Once RCBs start leverag-
ing PACS as their extended arms, regular banking products
can be channeled through PACS. Performance of providing
these services depends on the PACS network coverage in
the remote areas.

Conclusion

RCBs have long been considered the backbone of Indi-
an economy. Initially it was felt that RCBs shall not
be able to withstand the competitive pressure from
PSBs and private sector banks. But competition forced
RCBs to go for a makeover. How much effort RCBs
given on products design , technology absorption or in-
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terior design adds meaning only when the customers
feel comfortable with the bank.This comfort can only
be arrived by constant and relentless customer service.
A good number of rural population still prefer RCBs /
PACS for keeping money as these are friendlier to them.
But customer service should be continuous and consist-
ent. Rural customers have different needs and each need
requires different approach. The approach towards rural
customers in geographical area requires different level of
service. RCBs should look into the social habits of rural
customers. RCBs have to retain existing customers and
win new customers. It is a challenge for RCBs to maintain
higher customer satisfaction level.
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ational Savings Certificates are the certificates is-
N sued by the department of post, government of

India. It is a kind of small savings scheme issued
by post office and it is highly secured scheme as it is issued
by the government of India. The enactment of parliament
which governs National savings certificate in India are the
post office national savings certificate ordinance 1994, na-
tional savings scheme 1992 and NSC (8th)Issue rule,1989.

These certificates are available for purchase in all the
head post offices and also in authorised post offices in the
country. These certificates can also be purchased through
authorised agents. This scheme is specially designed for
government employees, businessmen and other salaried
classes who are income tax assesses NSC can be purchased
by the individual for themselves or it can be purchased
jointly by two adults and also an adult can purchase it on
behalf of a minor.

There are basically 3 types of NSCs that can be bought
by individuals. They are Single holder type certificate where
the certificate can be bought by an individual in his name or
on behalf of minor, or a trust, Joint ‘A’ type certificate - this
certificate is issued to 2 adults jointly and is payable to both
holders jointly or to the survivor and Joint ‘B’ type certifi-
cate- this certificate is issued to 2 adults jointly payables and
is payable to either of the holders or to the survivor. These
certificates are available in the denomination of Rs. 100, Rs.
500, Rs. 1000, Rs. 5000 and Rs. 10, 000. The minimum
limit for investment is Rs100 but there is no maximum limit

NSC is a long term safe savings option for the exemption
U\S 80 C of the Income tax act. To start NSC there are two
important conditions, one is, the holder should be an Indian
and another one is holder to be an individual or trust.

There are several ways to hide our money from the tax
bracket like ISA (Individual savings account), personal pen-
sions and premium bonds but the simple and safe way is the
savings certificate. The interest rate offered by NSC is 8%
which is compounded half yearly and the effective interest
rate per annum is 8.16% interest earned from investment on
NSC is tax-free up to Rs1,00,000.

The maturity period of NSC is 6 years. The interest
amount of 6 years is paid to the investor at the end of the
6th year along with the capital invested initially,. NSC can
be wed to pledge in bank as a security to take loans from
banks/Government institutions and these certificates can
be transterred from one person to another person before
maturity.

Statement of the problem

The major problem of NSC is that the companies, trusts, so-
cieties and any other institutions are not eligible to purchase
and also non-resident Indian and HUF cannot purchase this
instrument. The tenure of NSC is 5 years for NSCVIII issue
and 10 years for NSC IX issue. So the amount invested on
NSC cannot be encashed or withdrawn before the maturity
period except in some cases like death of the holder of NSC
and on court order. Another major problem is the purchas-
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ing power of money. That is as it is a low yield savings ac-
count, the account might grow time but still lose purchasing
power,and also NSC is not inflation protected which means
whenever inflation is above the current guaranteed interest;
the deposit earns no real returns.

0b|ect|ves of the study
. To study the contribution made by the NSC towards the
development of the state.

2. To know the terms and conditions regarding the encash-
ment of deposit amount.

3. To study the benefits available for the government em-
ployees, businessmen and other salaried classes from the
small savings.

Literature review

Anirban Roy (July, 2012) made a study on ‘National Savings
Certificate (NSC)’ in his article he states brief introduction
regarding NSC, Type of NSC and its Eligibility, features, se-
curity and also the tax benefits of NSC. They have men-
tioned that NSC is one of the most popular fixed income
investment instruments in India. These certificates can be
purchased physically form post offices and is also available
in demutualised form. Guest (May 14, 2012) made a study
on ‘National saving certificate(VIII and IX issue) (Amend-
ment) Rules, 2012’in, his article he states that, in exercise
of the powers conferred by section 12 of the Government
savings certificate Act 1959 (46 of 1959), the central Gov-
ernment hereby makes the following rules further to amend
the NSC (VII Issue) rules, 1989 namely-There rules may be
called the NSC (VII Issue) (Amendment Rules),2012 and
they shall deemed to have come into force on the 1st day of
April,2012, and also includes the terms inserted in rule 15
of NSC (VII issue).

Krishna Srinivasan (February, 2010) made a study on’
National Savings Certificate (NSC) U/S 80C’ in his article
the states that it is one of the oldest and traditional invest-
ment schemes available for the tax savings. It is more safe
compare to any other investment. Popular article about Na-
tional Savings published in the times of India, 6th August
2012 given few information regarding National Savings
Certificate like it is a tax saving instrument that combines
adequate returns with high safety and says that combines
adequate returns with high safety and says that it facilitate
long term savings, and they have mentioned about the con-
ditions of premature encashment that is premature encash-
ment is not permissible except at a discount in the case of
death of the holder and also they have given information
regarding who can invest and about amount of investment
that is the minimum and maximum limit for purchase of
certificate also they have mentioned that IT rebate is availa-
ble on the amount invested and interest accruing every year

THE MANAGEMENT ACCOUNTANT | SEPTEMBER 2013

under section 88 of IT Act.

Scope of the study

The scope of the study is limited to only Sagar unit. This study
is only for NSC holders who are taken as respondent. The in-
formation collected through questionnaire and also we will take
the opinions of the post office and its customers.

Methodology

Sources of data- Primary data- It refers to first-hand informa-
tion. It is collected directly from the field of investigation. It
helps in obtaining accurate result because directly collected
from the field of research through the investigation in the
form of questionnaire. Secondary data - are those which
have already been collected by someone else and which
have already been passed through the statistical process.
These are collected from published source like journals and
relevant data has been collected from direct website.
Sampling size and design - The sample respondents were se-
lected from the post office of Sagar who have invested from
the post office of Sagar who have invested in NSC. A sample
of 50 respondents was taken for the collection of data re-
quired for the study on the basis of random sampling. Tools
and Technique - The present study based on tools and tech-
niques and table, charts and graphs.

Profile of the post office

The post office reaches every nook and corner of the coun-
try. This is one of the reasons why many of the Government,
non-government organizations, when faced with difficul-
ties of reaching the largest possible number of people, have
thought of utilizing the agency of the post office for the
purpose. The Indian post office was recognized as a separate
organisation of national importance and was placed, for the
first time, under the unitary control of a director general of
the post office in India on October 01, 1854. It thus com-
pletes 150 years of its operations this year.

Head post office of Sagar established on 1/10/1963.

Concept of National Savings Certificate

NSCs are certificate issued by Department of post, Govern-
ment of India and are available at all post office counters in
the country. This scheme is specially designed for Govern-
ment employees, Business mans and other salaried classed
who are IT assesses. It is a long term safe savings option
for the investor. Trust and HUF cannot invest. The scheme
combines growth in money reductions in tax liability as per
the provisions of the Income Tax Act, 1961.The duration of
a NSC schemes is 5 years.

Features
1) NSCs are issued in denominations of Rs.100, Rs.500,



Rs.1000, Rs.5000 and Rs.10000 for a maturity period of
5 years. There is no prescribed upper limit on investment.
Individuals, singly or jointly or on behalf of minors and trust
can purchase a NSC by applying to the post office through
a representative or an agent.

2) One person can be nominated for certificates of denom-
ination of Rs.100 and more than one person can be nom-
inated for higher denominations. The certificates are easily
transferable from one person to another through the post
office. There 1s a nominal fee for registering the transfer. They
can also be transferred from one post office to another.

3) One can take a loan against the NSC by pledging it to
the RBI or a scheduled bank or a co-operative society, a
corporation or a government company, a housing finance
company approved by the National Housing Bank etc with
the permission of the concerned post master.

4) Though premature encashment is not possible under
normal course, under sub-rule (1) of rule 16 it is possible
after the expiry of three years from the date of purchase of
certificate.

5) Tax benefits are available on amount invested in NSC
under section 88, and exemption can be claimed under sec-
tion 80 L for interest accrued on the NSC. Interest accrued
for any year can be treated as fresh investment in NSC for
that year and tax benefits can be claimed under section 88.
Investment up to Rs.1,00,000 per annum qualifies for IT
Rebate under section 80 C of I'T Act.

Benefits

Interest accrued on the certificates every year is liable to
income tax but deemed to have been reinvested. Income
Tax rebate is available on the amount invested and interest
accruing under section 88 of Income tax Act, as amended
from time to time. Income tax relief is also available on the
interest earned as per limits fixed vide section 80 L of In-
come Tax, as amended from time to time.

Other benefits of National Savings
Certificates

(a) Certificates can be kept as collateral security to get loan
from banks.

(b) There is a facility of reinvestment on maturity.

(c) There 1s a facility of encashment of certificates through
banks. Certificates are transferable from one Post office to
any Post office. Certificates are encashable at any Post office
in India before maturity by way of transfer to desired post
office.

Rate of interest

Rate of interest is 8.16% p.a compounded half yearly and
paid after the maturity period of six years along with princi-
pal. Annual accrual rate of interest on investment of Rs.100

is under and is as under and is in proportion for other
denomination (Tablel).

Table1: Rate of Interest

Year Amount
1st year Rs.8.16
2nd year Rs.8.83
3rd year Rs.9.55
4th year Rs.10.33
5th year Rs.11.17
6th year Rs.12.08

Source:www.tnsmallsavings.com/nsc.htm

Role of the post office in selling NSCs
National Saving Certificates popularly known as NSC is
a tax saving investment opportunity available in India. An
adult in his own name or in the name of a minor a minor,
a trust, two adults jointly or a Hindu undivided family can
purchase NSC. The certificates can be purchased from any
post office. Mahilapradhan agents and investment advisors
sell this certificate. Post and Telegraph department gives
incentives for selling these certificates. The certificates are
available in the denomination of Rs. 100, Rs.500, Rs.1000,
Rs.5000 and Rs.10000.Interest is added to principle yearly.
The maturity value changes each year. NSC is issued for
6years maturity and can be pledged to a bank for taking
loan. Premature closure is allowed.

However, this certificate can be pledged with a bank for
taking loans and also are accepted as collateral securities. The
certificates are to be presented at the post office and they
will note the lien on the certificates. The maturity value
can be calculated by multiplying the maturity factor for the
respective years with the face value. On the due date the
holder of the certificate has to surrender the certificate to
the issuing post office. The Post office releases the payment
to the certificate holder, if he has not taken loan or pledged
this as security for any credit facilities. If the certificate is
pledged to a financial institution, the post office will release
the payment only to that institution.

Table2: Amount of interest (rupees) accruing on certifi-
cate of Rs. 100 denomination
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Table2: Amount of interest (rupees) accruing on certificate of Rs. 100

denomination

ents are below 30 years. 20% of respondents are below to
age group of 31-40 years and 34.29% of respondents are

Types of certificates

The certificates shall be of the following types, namely:

(@) A Single Holder Type certificate may be issued to an
adult for himself or on behalf of a minor or to a minor;

(b) (b) A Joint TV Type certificate may be issued jointly to
two adults payable to both the holders jointly or to the sur-
vivor;

(¢) (c) A Joint ‘B’ Type certificate may be issued jointly to
two adults payable to either of the holders or to the survivor;

Analysis and interpretation of data

The year for which interest | Amount of interest (rupees) accruing on belongs to age group of 41-50 years and 28.57% of respond-
accrues certificate of Rs. 100 denomination ents belongs to above 51 years of age group. It is interpreted
First Year 9.10 that NSC is not restricted to any age group. Any age group
Second Year 9.93 people can invest in NSC. As Government officials and con-
Third Year 10.83 tractors are belongs to 41-50 years age it is little more than
Fourth Year 11.81 other age group.
Fft Year 1289
Sixth Year 14.06 Particulars No. of Respondents (%)
Seventh Year 15.34 PUC 12 34.29
Eighth Year 16.74 Graduation 13 37.14
Ninth Year 18.26 Professional 4 11.43
Tenth Year 19.92 Others 6 17.14
Source: www.taxfag.in Total 35 100
Source: Field Survey

Table5 clearly shows that 34.29% respondents were com-
pleted PUC, 37.14% of respondents were Graduates and
11.43% were professionals and 17.14% belongs other than
these PUC, Graduation & professionals. It is interpreted that
qualification is not considered to invest in NSC. Therefore
all kind of people having different educational qualification
invest in NSC. But out of 35 respondents which I have
made survey number of respondents have completed their
graduation.

Table6: Occupation of the Respondents

Particulars No. of Respondents (%)
Privte job 1 2
Particulars No. of Respondents (%) Government job 2 5.71
Male 21 71.14 Business 1 20
Female 8 22.86 Others 19 54.29
Total 35 100 Total 35 100
Source: Field Survey Source: Field Survey

Table3 clearly shows that 77.14% of respondents are male
and 22.86% of respondents are Female who is invested in
National Savings Certificate. Majority of NSC holders are
male compare to Female. This is because usually officials and
contractors invest in NSC. Majority of contractors are male.

From Table4 it clearly shows that 17.14% of Respond-

Table4: Age of the Respondent

Table6 clearly shows that 20% of respondents are doing
private job, 5.71% are doing Government job, 20% were
doing business and 54.29% belongs to other jobs. As ma-
jority of contractors invest in NSC majority of respondents
belongs to the occupation of business.

Table7: Annual Income of Respondents
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Particulars No. of Respondents (%) Particulars No. of Respondents (%)
Below 30 years 6 17.14 Rs. 1,00,000-1,50,000 15 42.86
31-40 years 7 20 Rs. 1,50,001-3,00,000 10 28.57
41-50 years 12 34.29 Rs. 3,00,001 & above 10 28.57
Above 51 years 10 28.57 Total 35 100
Total 35 100 Source: Field Survey
Source: Field Survey Table7 clearly shows that 42.86% of respondents were



earning annual income of Rs. 1,00,000-Rs. 1,50,000,
28.57% of respondents were earning annual income of
Rs.1,50,000-Rs.3,00,000 & 28.5% were earning annual
income of Rs.3,00,000 & 28.57% were earning annual in-
come of Rs.3,00,000 and above. It is interpreted that low
income people can also invest in NSC as the minimum de-
posit amount is low. Therefore majority of respondents be-
longs to the Rs.1,00,000-1, 50,000 annual income groups.

Table8: Percentage of Savings out of Annual Income for Investment

Particulars No. of Respondents (%)
0to 5% 10 28.57
5to 10% 18 51.43
10 to 20% 7 20
20% above 0 0
Total 35 100
Source: Field Survey

Table8 clearly shows that 28.57% of respondents save 0
to 5% of their annual income, 51.43% respondents save 5
to 10% of their annual income, 20% of respondents save 10
to 20% of their annual income and out of 35 respondents
no one saves above 20% of their annual income. It is inter-
preted that majority of people like to save 5 to 10% of their
annual income for making investment for their future life.

Table9: Motives of Respondents for investing in particular
Investment option

Particulars No. of Respondents (%)
Return 16 4571
Minimum Investment 9 25.11
Locking period 0 0
Risk 10 28.58
Total 35 100
Source: Field Survey

Table9 clearly shows that 45.71% respondents look for
return, 25.71% respondents look for minimum investment
amount and none of the respondents out of 35 respondents
look for locking period and 28.58% respondents looks risk
before investing in particular investment option. It is inter-
preted that majority of respondents look for return from
their investment. They need good return from the amount
invested.

Table10 clearly shows that 65.7% of respondents choose
NSC scheme for safety and security, 28.5% of respondents
choose NSC for minimum deposit amount 5.7% of re-

Table10: Reasons for choosing NSC scheme

Particulars No. of Respondents (%)
Safety and security 23 65.71
Minimum deposit 10 28.58
amount
High interest rate 2 5.7
Others 0 0
Total 35 100
Source: Field Survey

spondents choose NSC because of high interest rate. It is
interpreted that people prefer the investment option which
provides more safety and security. As NSC is a Govern-
ment saving scheme with attractive interest rate and secured
scheme people choose NSC scheme.

Table11: Type of Certificates Respondents Purchased

Particulars No. of Respondents (%)
Single holder Type 29 82.86
Joint ‘N’ type 4 11.43
Joint ‘B’ type 2 5.7
Total 35 100
Source: Field Survey

Tablel1 clearly shows that 82.85% of respondents took
single holder type of certificate, 11.42% of respondents took
joint ‘N’ type of certificate and 5.7% of respondents look
joint ‘B’ type of certificate. It is interpreted that people pre-
fer all 3 types of NSC certificate that is single holder type,
Joint ‘N’ type & Joint ‘B’ type. Individuals prefer single hold-
er type, husband & wife jointly in both of their name takes
Joint ‘N’ type & companies prefer joint ‘B’ type certificates.

Table12: Reasons for Increase in Savings

Particulars No. of Respondents (%)
Increase in household 4 11.43
income

Reduction in liability 5 14.29
Attractive saving 16 457
Investment options 10 28.57
Total 35 100

Source: Field Survey

Tablel12 is clear that 11.43% of respondents increase
saving because of increase in household income, 14.29%
respondents because of reduction in lability, 45.71% re-
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spondents because of attractive savings option and 28.57%
respondents because of investment options. It is interpreted
that NSC is one of the attractive savings option. Therefore
people increase their savings to invest in this type of savings
scheme.

Table13: Denomination Invested by Respondents

Particulars No. of Respondents (%)
Rs. 100 2 5.7
Rs. 500 15 42.86
Rs. 1000 6 17.14
Rs. 5000 & above 12 34.29
Total 35 100
Source: Field Survey

Table13 clearly shows that 5.71% of respondents invest-
ed Rs. 100 as denomination amount in NSC & 42.86%
respondents invested Rs. 500, 17.14% respondents invested
Rs. 1000 and 34.29% of respondents invested more than
Rs. 5000. It is interpreted that people can invest very low
amount in NSC.Therefore people can invest a small part of
this savings in NSC. It may be Rs. 100, Rs. 500, Rs. 1000 &
Rs. 5000 & above.

Table14: Made of Payment of Amount

Particulars No. of Respondents (%)
Cash 26 74.29
Local cheque 7 20
Pay order 2 5.71
Total 35 100
Source: Field Survey

Tablel4 clearly shows that, 74.29% of respondents use
as the mode of payment of amount to NSC, 20% respond-
ents use local cheque as mode of payment and 5.71% of
respondents use pay order as made of payment. It is inter-
preted that majority of people prefer cash as their mode
of payment. Only few people local cheque and pay order.
This is because only for more than Rs. 20,000 transaction
cheques & pay order can be used.

Table15: Opinions Regarding Rate of Interest of NSC

Particulars No. of Respondents (%)
Highly satisfied 0 0
Unsatisfied 6 17.14
Satisfied 29 82.86
Total 35 100
Source: Field Survey

Table15 clearly shows that out of 35 respondents, no one
respondent highly satisfied. 17.14% of respondents are un-
satisfied and 82.86% of respondents were satisfied regarding
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rate of interest of NSC. It is interpreted that none of the
respondents are highly satisfied with the rate of interest pro-
vided by NSC. But, majority are satisfied with the rate of
interest & only few of them are unsatistied. Because Gov-
ernment regularly modify the rate of interest to satisty the
investors.

Findings of the study

* The male respondents are more when compared to the
female respondents.

* While issuing the NSC post office is concentrating on all
the age group. More number of NSC holders is gradu-
ates.

* The annual income of majority of respondents is between
Rs.1,00,000 to 1,50,000. The motive for investing in in-
vestment option for the respondents is fair return.

* Large number of respondents choose NSC scheme main-
ly for the safety and security provided for their invest-
ment. It is observed that large number of NSC holders
choose single holder type certificate.

* Most of all respondents opine that the rate of interest of
NSC is satisfied. Large number of respondents makes sav-
ings mainly because of attractive savings option and in-
vestment option.

* Many of the respondents purchased investment for indi-
viduals themselves. It is observed that among 35 respond-
ents no one is highly satisfied with this savings option but
most of all respondents are satisfied.

* Majority of respondents prefer to make postal investments
than other financial investment Suggestions of the Study

* It is suggested to make prompt payment of amount on
maturity date of the certificate.

* Create more awareness about the scheme. Especially rural
women are not much aware of this scheme. Therefore
it is necessary to concentrate on rural area and women
while creating the awareness about the scheme.

* Make the withdrawal procedure simpler and easier.

* Give more advertisements about post office savings
schemes more popular.

* Post office has to maintain long term customer relation-
ship management.

* Provide detailed information about the encashment pro-
cess and procedures and provide more satisfactory services
and maintain good relationship with the investors.

* Increase the rate of interest and provide more return like
other investment options. Because it is low when com-
pare to other financial investments.

* Post office can appoint more number of agents to sell the
NSC to large number of people.

* Post office has to introduce more and more attractive
savings schemes to compete with the other investment
options.



THE NATIONAL SAVING CERTIFICATE IS ONE OF THE
POPULAR POST OFFICE SAVING SCHEMES WHICH IS

KNOWN FOR ITS DUAL USE — AS AN INVESTMENT
AND TO SAVE ON INCOME TAX

Limitations of the study

1. Post office is not providing the information regarding
the nominee

2. Not getting more numbers of NSC holders in study
area.

3. The present study is limited to the Sagar town only.

Conclusions

Today, the safety of the investment is of utmost priority
among people. One of the best choices for investment
would be the post office. Since post office is owned by the
Government of India, the money invested in it is totally
safe and secure. They give competitive rates of interest on
investment as well. Post office saving is the best form of
savings scheme which provide substantially higher rates of
interest and pose relatively lesser risk of suffering losses.
Therefore, they are widely accepted among the different
sections of the Indian society and among different age
group.

The Indian postal sector has started numerous post office
saving schemes. The National Saving Certificate is one of
the popular post office saving schemes which is known for
its dual use — as an investment and to save on income tax.
This investment product can be used for making lump sum
investments for specific goals like accumulating funds for
children’s education and marriage. NSC is one of the oldest
and traditional investment product used by people for tax
savings and at the same time earn good return with lowest
risk. It is one popular scheme which is common means of
tax saving among most middle class families in In India be-
cause it 1s safe investment with good return.
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he domain of cost management has become ex-

citing because the impersonal forces of competi-

tion have forced enterprises to better handle the
cost data in order to survive its onslaught. This has resulted
in a quest for tracking true cost as the traditional cost
systems miserably failed to provide reliable cost data espe-
cially in the context of multi-process, multi-product pro-
duction settings. Traditional cost systems using single cost
pool and volume related cost driver have faltered in pro-
viding reliable cost data to facilitate decision making. This
resulted in design of better cost management systems. The
Activity-based Costing (ABC) philosophy stemmed the
criticism against traditional costing systems, in particular,
and management accounting, in general, by presenting a
superior methodology of handling cost data and claiming
superiority of the output in enabling better decision mak-
ing. The focus of ABC is not the costs rather on the ac-
tivities underlying the costs. By identifying activities and
the associating costs to a cost object, this system does away
with the imprecise allocation of indirect costs under the
traditional cost systems by establishing the causal relation-
ship of cost drivers with activities. Driven by the thought
process of benchmarking and continuous improvement,
ABC soon transgressed in Activity-Based Management
(ABM) and unleashed the process of transformation of
production processes.
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The most recent innovations in the design of cost man-
agement systems include Resource Consumption Ac-
counting (RCA) and Time-Driven Activity-Based Cost-
ing (TDABC). RCA represents an amalgam of the best of
ABC and of the German costing system-Grenzplankos-
tenrechnung (GPK) (Tse and Gong 2009). Under RCA,
the focus of the costing system shifts from activities to
resources, costs are categorized in fixed and proportional
groups. Theoretical capacity is used in order to calculate
rate to assign fixed part of the resource costs, calculated
on the basis of replacement rather than historical cost and
an output-based driver is used to assign the proportional
resource costs. The output of the system also highlights
the cost of unused capacity which does not figure ABC
system as the cost driver is linked to practical capacity.
TDABC assigns resource costs directly to cost objects us-
ing the cost per time unit of supplying the resource, rather
than first assigning costs to activities and then from activi-
ties to cost objects (Kaplan and Anderson 2007). This sys-
tem provides a direct measure of unused capacity (Blocher
et.al. 2013).

The focus of this article is to present a perspective to
better understand the process of assignment of cost to
products under ABC highlighting the issues related to re-
laying of faulty cost data by traditional cost systems. This
perspective has been reinforced with a set of case-studies



which capture the real-life business situations and help
understand the finer nuances of the cost management.

Traditional costing systems which use simplistic and
arbitrary volume-based overhead allocation bases have
invited criticism on account of product cost cross-sub-
sidization emanating from difference in size and volume
of different products being produced resulting in wrong
product mix decisions (Johnson and Kaplan 1987), and fi-
nally spiraling the products to death (Cooper 1988). ABC
uses non-volume-based drivers by forming activity-based
cost pools, and generates superior product cost data by
appropriately assigning costs to different products and ser-
vices based on practical capacity.

The basic criticism against the traditional cost systems
stems from the fact that they have failed to fall in line
with the changes in the production environment. The
labour hour-based overhead allocation rate has been in
vogue in early 19th century (Johnson 1992). However,
radical changes in production environment have resulted
in higher incidence of overhead costs in the cost structure
as compared to direct labour and direct material cost. And
as per the Willie Sutton Rule', the focus of cost system
should be the areas of large expenses reflected by indi-
rect and support costs (Cooper and Kaplan 1999). The
ABC system reestablished the connect of costing with the
production environment as harped by Christensen (2010
1830): “One of the important insights to be gained from
the activity-based accounting system is that accounting
system is improved when the accounting structure reflects
the structure of production”.

Complexity of the modern

manufacturmg environment

The issue of variation or change in the production envi-
ronment and expectations of the management and con-
sequential change in the cost accounting system has been
best captured in Instructional Case: Rantoul Tool, Inc. In
this case study, Morse (1990) develops a narrative descrip-
tion of the elements and operation of a cost system that
will provide superior product cost data. It discusses varied
issues involved in the design of cost system in the tradi-
tional job-shop production environment as compared to
modern flexible manufacturing production environment.
Further, the case demonstrates how the design of cost
system undergoes a change with the change in the in-
formational requirements of the management, apart from
the changes in the manufacturing environment. One can
also harp the importance of chart of accounts, cost unit,
cost accumulation system, cost accumulation method, and
manual of accounting procedures for the design of cost
system in the traditional manufacturing environment.
Moreover, the case study helps to understand the type of

changes modern manufacturing environment brings in
the product cost structure and builds a platform to in-
troduce discussion on the issue of required change in the
overhead allocation base because of heavy increase in the
overhead costs.

Product cost cross-subsidization

The enhanced complexity of the manufacturing envi-
ronment because of automation and competitive pres-
sures requires production of multiple products varying in
size, shape and volume and the use of traditional costing
mechanism in this changed environment results in faulty
product cost. Cooper (1988) presents a classic example of
a company which manufactures four products differing in
size (small and large) and volume (low and high). This ex-
ample is reflective of the status of the product mix of John
Deere Company. Data regarding usage of material, direct
labour hours, machine hours, number of setups, number
of orders, number of times handled, and number of part
numbers initiate the discussion of allocating overhead
costs on the basis of traditional volume-based driver, i.e.,
direct labour hours, and then comparing the results of the
reported costs of different products when the tradition-
al volume-based driver is used along with non-volume-
based cost drivers like number of setups and number of
part numbers. The results show that traditional overhead
allocation system overcosts the high-volume and large-
sized products and undercosts the low-volume and small-
sized products. Further, the analysis strongly builds a case
for ABC system by explicating through reported cost data
of different products when produced in different combi-
nations, e.g., a low-volume product being produced along
with a high-volume product or a low-volume product
being produced along with a large-sized product.The cost
analysis clearly spells out how traditional volume-based
costing system engages in ‘product cost cross-subsidiza-
tion’ and hence makes a strong case for design and use of
ABC system.

Product death spiral

Faulty cost data relayed by the traditional cost systems
drove managers to take wrong decisions regarding the
product mix based on the profitability of different prod-
ucts. The managers “who followed such strategies turned
their attention completely away from internal opera-
tions and customer satisfaction and attempted to create
value out of thin air by “acquiring stars,” “milking cash
cows,” and “divesting dogs.” (Johnson 1992, 29). How
‘stars” were signaled as ‘dogs’ by the product profitability
reports firmed up on the basis of wrong costing data, has
been beautifully captured by Burns (1989) in Destin Brass
Products Co. case study which explicates how products
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THE COST DATA GENERATED BY TRADITIONAL COST
SYSTEMS HAVE BEEN FOUND TO BE INACCURATE AND

HENCE NOT DEPENDABLE FOR DECISION MAKING
BECAUSE OF ‘PRODUCT COST CROSS-SUBSIDIZATION'

get killed after they get trapped in product death spiral.
The case study focuses on design of cost system, based on
the philosophy of ABC, by highlighting that the output of
the traditional cost system forces managers to take wrong
strategic decisions related to product mix. Destin Brass
is engaged in the production of Valves, Pumps and Flow
Controllers. The management encounters two strange sit-
uations: 1) its competitors producing Pumps are resorting
to price cutting, ii) a recent hike in the price of Flow
Controllers by Destin does not result in reduction in de-
mand. An analysis of the output of cost system highlights
that under the traditional setting there exists a situation
of product cost cross-subsidization. The cost data output
of ABC system signals that Pumps have been subsidizing
Flow Controllers. The existing high margin on Pumps
explains price cutting phenomenon of the competitors.
Further, Flow Controllers are underpriced because of the
faulty cost data relayed by the existing volume-based cost
system. Moreover, the case study builds a ground for dis-
cussion on the issue of strategic implications of the use of
ABC methodology which facilitates redesign of products
and restructuring of activities which go into the mak-
ing of products. The case study offers several options in-
cluding reduction in the number of production runs and
number of shipments. A competitive enterprise should
engage in only value-adding activities which are conduct-
ed efficiently. This perspective highlights the importance
of research and development to succeed in the compet-
itive environment of 21st century and also sensitizes the
indispensability of the tools like Business Process Reengi-
neering (BPR), benchmarking and outsourcing.

The issue of ‘product death spiral’ gets further expli-
cated in Bridgeton Industries: Automotive Component
and Fabrication Plan (Cooper and Bost 1990). The case
study narrates competitive competition situation faced
by the company and hiring of a strategic consulting firm
to classify its products in terms of competitive position
and potential so that non-competitive products could be

THE MANAGEMENT ACCOUNTANT | SEPTEMBER 2013

outsourced. The consulting firm uses quality, customer
service, technical capability, and competitive cost posi-
tion as criteria to classify its products as competitive and
non-competitive. However, when the recommendations
of the consulting firm are implemented by the company,
the categorization of the products is carried out on the
basis of product cost solely. The products are put in three
categories:i) Class I (World-Class) — Products having costs
equal to or lower than competitors’ manufacturing costs,
i1) Class II (Potential World-Class) — Products having costs
5 percent to 15 percent higher than its competitors, iii)
Class III (No Hope of Becoming World-Class) — Products
having costs more than 15 percent higher than its compet-
itors. Further, it is recommended by the consulting firm
that Class I products should be retained. Class II prod-
ucts should be monitored closely and Class III products
should be outsourced. After the implementation of the
recommendations, the company finds that its products are
sliding from Class I to Class II and from Class II to Class
III. And more and more products were being signaled by
the costing system for outsourcing despite efficient opera-
tions and strict cost control. The case study highlights the
basic flaw of traditional costing, i.e., with the reduction
in production volume (say because of outsourcing of ex-
isting products), the predetermined overhead rate shoots
up and eventually the existing products are loaded with
higher charge of overheads. The costing system reports
high cost of the existing products and signals that some
of them have lost hope to become Class II products and
hence should be outsourced. More and more established,
high volume, profitable products fall in the death trap of
wrongly reported cost data and finally get dropped from
the product line (Gupta 1995).

Number and types of cost drivers

After having built a strong case for the use of ABC based
on its superiority over the traditional costing system as it
does away with the problems of ‘product cost cross-sub-



sidization” and hence ‘product death spiral’, the next im-
portant issue figures out is that of the number and type of
cost drivers which should be used in ABC system. Ideally,
the number of cost drivers should be equal to the num-
ber of activities. However, in order to make ABC system
less complex, the system designers bunch homogeneous
activities together and create cost pools. The cost pools
are far less in number as compared to the number of ac-
tivities. Each cost pool needs a cost driver in order to
assign costs to the cost objects. As a number of cost drivers
compete for driving the cost lumped in a cost pool, the
choice of appropriate cost drivers becomes an important
issue. This issue has been highlighted through Tektronix
Portable Instruments Division (A) (Cooper and Turney
1988).The case study starts with discussion on the issue of
overhauling of cost management system when the com-
petitive environment of a high-quality/high-price market
leader forces it to shift from traditional manufacturing to
a Just-in-Time process enabled by Total Quality Control
and People Involvement. The traditional cost system fails
to provide accurate cost data and proves to be dysfunc-
tional in the new production environment as it is unable
to help in taking optimal decisions. Tektronix was han-
dling more than 25000 inventory transactions and 35000
labour transactions every month resulting in serious issues
related to quality and efficiency. The case study is unique
in addressing the issue of choice of appropriate cost driver
by sensitizing that each driver induces different behavior.
The case study explicates the type(s) of behavior gen-
erated by the use of three cost drivers, viz., material (in
value), number of parts, and number of part numbers on
the front of adoption of new technology, degree of inno-
vation, sourcing, and functionality and helps the design-
er better understand the specific circumstances and the
desired behavioural expectations which guide the choice
and change of cost drivers.

ABC to ABM to SCM

Most of the case studies on cost management have been
written in manufacturing environment. However, Allied
Office Products (Shank 2006) provides a setting of han-
dling ABC in non-manufacturing environment. Further,
the case study highlights the issues involved in transition
from ABC to ABM and finally to Strategic Cost Man-
agement (SCM). Better understanding of the drivers un-
derlying costs helps one to appreciate how ABM guides
in reengineering and restructuring the set of activities in
which an organization engages in. The case study posi-
tions the issues like identification of non-value adding
activities, evaluating the competitiveness of cost structure
of each of the value-adding activities, and prioritization
of cost drivers for management attention. The case study

clearly spells out how the Customer Profitability Analy-
sis, carried on the basis of ABC methodology, highlights
faulty analysis used for decision making based on tradi-
tional cost analysis. Traditional cost analysis ranks both
Customer A and B as equally profitable. However, ABC
methodology highlights that Customer B is loss making
and the company should focus on profitable Custom-
er A. Most of the case studies on Customer Profitability
Analysis force the discussion to end there. However, this
case study takes the discussion to a higher platform by
harping that the company should focus on loss-making
Customer B as Customer A is more vulnerable to com-
petition and does not fit the type of business in which the
company is engaged. This builds a case for understanding
costs in relation to the strategy resulting in SCM which
is based on the concepts of value chain analysis, strategic
positioning analysis and cost driver analysis (Shank and
Govindarajan 1993).

The usefulness and superiority of ABC is further rein-
forced in Advanced Micro Devices (Cooper et. al. 1992).
The shift in strategy from managing ‘growth’ to ‘profitable
growth’ coupled with better product mix management,
improves product design decision, and increases manufac-
turing efficiencies, motivates Advanced Micro Devices to
experiment with ABC at its assembly facility in Penang,
Malaysia. The experimentation with ABC methodology
helps the organization to identify distortion in product
costs. High-volume, simple products are overcosted by
20-30% and low-volume, complex products, are under-
costed by 600-700% by the extant costing system. Better
cost data also helps the management to set transfer prices
more accurately as the transfer pricing mechanism is based
on standard cost.

Cost of unused capacity

Sippican Corporation (A) is a warm-up case study to
introduce TDABC (Kaplan 2006). The use of this case
study after having discussed Destin Brass Products Co.
case, demonstrates how TDABC better costs cost objects
by assigning capacity costs on the basis of time. The cost
of unused capacity which was earlier not captured by the
costing system and charged to valves, pumps and flow
controllers under ABC in Destin Brass Products Co., is
now set off directly against gross margin. This results in
a difference in cost of valves, pumps and flow controllers
and hence the profitability of each product undergoes a
change resulting in better decision making regarding po-
sitioning and pricing and also safeguarding against crea-
tion of new capacity required to honor higher demand
created because of lowering of prices, a strategy to which
most of the companies get invited to in order to fill up
the idle capacity.
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Concluding remarks

The quest to know the true cost of a cost object has
proved to be a trigger for experimentation with the de-
sign of better cost systems. The cost data generated by tra-
ditional cost systems have been found to be inaccurate
and hence not dependable for decision making because
of the inbuilt mechanism of ‘product cost cross-subsidi-
zation’. The philosophy of ABC positioned superiority of
the cost data generated on the basis of causality of costs in
relation to activities. Experimentation with ABC resulted
in restructuring of the operations and activities, on the
basis of value addition and efficiency, leading to more lean
and mean organizations and hence giving birth to ABM.
Experimentation with ABC systems as captured in vari-
ous real life case studies helps one to better understand
the reasons of failure of traditional cost systems and issues
involved in the design of ABC systems.

THE USEFULNESS AND
SUPERIORITY OF ABC IS
FURTHER REINFORCED IN
ADVANCED MICRO DEVICES
(COOPER ET. AL. 1992). THE
SHIFT IN STRATEGY FROM
MANAGING ‘GROWTH' TO
‘PROFITABLE GROWTH'
COUPLED WITH BETTER
PRODUCT MIX MANAGEMENT,
IMPROVES PRODUCT

DESIGN DECISION, AND
INCREASES MANUFACTURING
EFFICIENCIES

'"Willie Sutton was a successful bank robber in the US during the 1950s.
‘When he was interrogated and asked, “Why do you rob banks?” Willie
replied, “That’s where the money is!”
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T he progressive liberalization of economic

policies has led to a rapid growth of cap-
ital market, money market and financial
services industry. Consistent with this evolution of
the financial sector, the mutual fund industry has
also come to occupy an important place in India. It
forms an important part of capital market, provid-
ing the benefits of a diversified portfolio and ex-
pert fund management to a large number of inves-
tors, particularly small investors. The industry has
witnessed sterling growth in terms of the products
and services offered, returns churned, volumes
generated and also the contributions of interna-
tional players in this growth. Today the industry
offers different schemes ranging from equity and
debt to fixed income and money market. The mu-
tual fund industry offers diverse products such as
Gold funds, Exchange Traded Funds (ETF), Index
Funds and Capital protection oriented funds and
even thematic funds. ETFs have been a favorite
among institutional investors for some time now,
but they have recently become popular with retail
investors (Sunil Rangola 2009). In India presently
there are 43 mutual funds companies out of which
15 mutual funds companies are such which are
providing the services of 37 ETFs.

Exchange Traded Funds

Exchange Traded Funds (ETFs) are just what
their name implies: baskets of securities that track
an index, a commodity or a sector like an index

SEPTEMBER 2013

fund or a sectoral fund but trades like a stock on
exchange. Unlike regular open-end mutual funds,
ETFs can be bought and sold throughout the
trading day at its Net Asset Value (NAV). ETF’s
experiences price changes throughout the day as
they are bought and sold. ETFs have emerged
as a viable alternative for investors seeking to tie
their holdings to a major market index (Kostovet-
sky 2003). The Indian experience with ETFs is a
little limited. Benchmark MF (now a day’s Gold-
man Sachs) launched the first ETF in 2002. It was
based on the 50-stock S&P CNX Nifty index. To
this date, this Benchmark Nifty ETF continues to
be the most actively traded ETF on the national
stock exchange (NSE). Apart from the specialized
Benchmark ME other fund houses that have ETF
products are few in number — UTI, Quantum,
Kotak Mahindra, Birla Sunlife, Motilal Oswal,
Reliance Capital, SBI, Religare, ICICI Prudential,
and IIFL etc. The Indian ETF market experience
has not coincided with the global experience, but
a matured investor base might very well help the
growth curve shoot up in the next few years. As
far as the international ETFs are concerned, it has
been found out that at the end of June 2011, glob-
al ETF industry comprised 3355 ETFs from 146
providers on 49 exchanges around the world with
total assets of US$ 1902 Billion (Source; Goldman
Sachs). ETFs are very popular abroad with nearly
60% of trading volumes of American Stock Ex-
change (AMEX) is captured by ETE
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The present research is divided into four sections. The
present section deals with introduction and following sec-
tion describes the research methodology of the study. The
third section makes the analysis of the data and interpre-
tation thereof and the last section gives the concluding re-
marks.

Review of literature

Harper, Madura, Schnesenberg (1999) compared the risk
and return performance of exchange traded funds and for-
eign close end funds. Risk, return and risk adjusted meas-
ures had been used to evaluate the performance. The results
showed that ETFs exhibited higher mean returns than for-
eign close-end funds because of the lower expense ratio and
closed end funds exhibited lower risk than corresponding
ETFs.

Poterba, Shoven (2002) examined the perception of ETFs
as tax efficient alternatives by comparing the pre and post
tax returns of largest ETE, the SPDR, with the returns of
largest equity index fund, the Vanguard Index 500 fund.
Both track the S&P 500 Index. The results suggested that
the before and after-tax returns on the funds were slightly
greater than those on the ETE

Gallagher and Segara (2004) exhibited the performance
and trading characteristics of exchange traded funds (ETFs)
in Australia. The objective of the study is to investigate the
ability of index oriented (classical) ETFs to track underly-
ing equity benchmarks on the Australian Stock Exchange.

The study found out that index-oriented ETFs closely track
their respective benchmarks.

Gerasimos Rompotis (2006) provided an introduction of
ETFs, focusing on their origin, describing their main types
and exchanges where they are (or were) traded, analyzing
their characteristics and operating mechanism. He also stud-
ied the price relation among ETFs and underlying indices.
Statistical techniques like returns, standard deviation and re-
gression analysis has been applied and found out that ETFs
performance moved closely to the tracking indices.

Ashok Khurana (2008) compared the Indian Bank ETFs
with their respective benchmarks of bank index and results
show that on average ETFs have shown lesser negative re-
turns in comparison to the negative returns of CNX PSU
Bank Index.

Prashanta Athma and K. Raj Kumar (2011) covered the
trends and progress of ETFs and Index Funds in India and
evaluate the performance of ETFs vis-a-vis Index Funds in
India. The statistical tools like Standard Deviation, Beta, Al-
pha, R-squared and Sharpe Ratio are used for data analysis.
It is concluded that ETFs have given better opportunity for
the small investors compared to Index Funds.

Growth of ETFs in India

Tablel depicts the growth of Assets under management
(AUM) of ETFs till 2007 but the market crash of 2008 put a
dent in the growth. Again in 2011 it gained momentum and
grow at a rapid pace in the next two years.

Table1: Growth of ETFs in India

Year No. ETFs AUM (Rs. Crore) Increase or Decrease % Increase or Decrease
Dec. 2002 1 1.23 -
Dec. 2003 5 205.95 198.72 2748.55
Dec. 2004 6 498.54 292.59 147.24
Dec. 2005 7 2855.82 2357.28 805.66
Dec. 2006 8 7811.11 4955.29 210.21
Dec. 2007 " 7141.74 -669.37 -13.51
Dec. 2008 16 3119.1 -4022.63 -600.95
Dec. 2009 18 2461.72 -657.39 16.35
Dec. 2010 26 4959.16 2497.44 379.78
Dec. 2011 34 11346.49 6387.33 255.76
Dec. 2012 35 13380.21 2033.72 31.84
Mar. 2013 37 13333.96 -46.25 -2.27

Source: (www.amfiindia.com)
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ETFS HAVE RECENTLY BECOME POPULAR WITH
RETAIL INVESTORS. AT PRESENT, OUT OF 43

MUTUAL FUNDS COMPANIES, 15 PROVIDE
SERVICES FOR 37 ETFS

A close look at the figure shows that in the last four years
the pace of launching of new ETFs has definitely gained
momentum as 11 new ETFs have been launched in this
period of time. There are total 37 ETFs are presently run-
ning in India including 14 Gold ETFs, 1 Debt, and 22 Index
ETFs (2 international ETFs).

Need of the study

The purpose of this study is to comprehensively evaluate the
performance of ETFs with respect to risk-return perspec-
tive. Laurent (2006) studied history, trading and research of
the ETFs stating that they were initially launched in North
American markets in the early 1990s. There is spectacular
growth in the trading volume of these instruments. R esearch
on ETFs mostly focuses on their efficiency and performance
as well as on their impact on the other index markets. In
India, its a new concept as first ETF in India is launched
in Dec 2001. Thus, very few studies have been conducted
in this regard. The need of the study arises to make investor
aware of the ETFs and also make him aware regarding which
ETF will be the best option for him to invest in.

Objectives of the study

The following objectives have been visualized for the pres-
ent study:

* to compute and evaluate the performance of Index ETFs
in India.

* to compare and analyze the performance of Index ETFs
with their respective underlying benchmark indexes.

* to analyze the risk- return profile of selected ETFs.

Research methodology

The present study has been conducted to comprehensively
evaluate the performance of ETFs with respect to risk-re-
turn perspective. The study has been based on secondary
data. The data used is the daily closing values of NAVs. The
secondary data sources include the factsheets of mutual
funds, research articles, SEBI Manuals, AMFI Reports and
websites. The study period ranges from 1st April’ 2008 to
31st March’ 2013. However, the trading history of a number
of the sample’s funds does not cover the whole study period
because the inception date of these funds was after 1st April’
2008.
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Table -2 The Summarized Details of Various ETFs Operating in India on 31st March 201

S. No. Name of the ETF Launch date Underlying Index AUM (Rs. crore)
1 GS Nifty ETF Dec 2001 S&P CNX Nifty Index 482.21
2 ICICI Pru Exchange Traded Fund Jan 2003 S&P BSE Sensex .94
3 GS Junior Nifty BeES Feb 2003 CNX Nifty Junior Index 88.12
4 GS Bank BeES May2004 CNX Bank Index 51.46
5 GS PSU Bank BeES Oct 2007 CNX PSU Bank Index 11.37
6 Kotak PSU Bank Oct 2007 CNX PSU Bank Index 1.1
1 Reliance Banking ETF June 2008 CNX Bank Index 11.08
8 Quantum Index Fund May 2008 S&P CNX Nifty Index 2.25
Index ETFs 9 Kotak Sensex May2008 S&P BSE Sensex 6.30
10 GS Shariah Exchange Traded Scheme Feb 2009 S&P CNX Nifty Shariah Index vl
1 Kotak Nifty ETF Jan 2010 S&P CNX Nifty Index 48.16
12 Motilal Oswal MOSt shares 50 July 2010 S&P CNX Nifty Index 75.18
13 Motilal Oswal MOSt shares 100 Feb 2011 CNX Midcap Index 14.26
14 Birla Sun Life Nifty ETF Aug 2011 S&P CNX Nifty Index 1.37
15 GS Infra BeES Sept.2010 CNX Infra Index 4.52
16 IIFL ETF Oct. 2011 S&P CNX Nifty Index 15.71
17 Religare Nifty ETF May 2011 S&P CNX Nifty Index 1.93
18 Reliance Shares Feb 2013 CNX100 1.17
19 SBI Sensex ETF Feb 2013 S&P BSE SENSEX 4.04
20 ICICI Pru Nifty Mar 2013 S&P CNX Nifty Index 1.24
Debt ETF 21 Liquid BeES July 2003 Crisil Liquid 576.66
22 GS Gold ETF Mar 2007 Domestic Gold* 3377.04
23 UTI-Gold Exchange Traded Fund April 2007 Domestic Gold 72417
24 Kotak Gold ETF July 2007 Domestic Gold 1360.02
25 Reliance Gold Exchange Traded Fund Nov 2007 Domestic Gold 2926.04
26 Quantum Gold Fund Feb 2008 Domestic Gold 64.80
Gold ETFs 27 SBI Gold Exchange traded fund Mar 2009 Domestic Gold 1368.24
28 AXIS Gold ETF Nov 2010 Domestic Gold 443.50
29 HDFC Gold ETF July 2010 Domestic Gold 818.20
30 ICICI Prudential Gold Exchange Traded Scheme July 2010 Domestic Gold 203.09
31 Religare Gold ETS Feb 2010 Domestic Gold 71.6
32 Birla sun Life Gold ETF May 2011 Domestic Gold 133.69
33 IDBI Gold Oct 2011 Domestic Gold 170.50
34 Motilal Oswal MOSt Shares Gold ETF Mar2012 Domestic Gold 63.10
35 Canara Robeco Mar2012 Domestic Gold 121.62
l?;g;':(ag?';:l 36 GS Hang Seng BeES Feb 2010 Hang Seng Index 10.50
37 Motilal Oswal MOSt Shares Mar2011 NASDAQ100 62.24
* The price of all the above GOLD ETFs, is roughly equal to the current price of 1 gram of gold.
Source: compiled from www.nseindia.com, http://money.rediff.com/mutual-funds
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Sample size

In the present study universe of the study consists of 37 ex-
change traded funds. With regards to the performance eval-
uation of ETFs with their benchmark indices the present
study takes the sample of 9 Equity index ETFs. Out of 9, 7
ETFs track the S&P CNX Nifty and 2 tracks BSE Sensex.

Statistical Techniques: In the present study the data drawn
from various sources has been analyzed to evaluate the per-
formance of Index ETFs by computation of various per-
formance parameters like systematic risk (Beta), R-Square,
Returns, volatility (Standard Deviation) and Tracking error.
Apart from these techniques, risk adjusted measures like
Sharpe Ratio and Treynor Ratio are also being computed.

Annualized Returns: is a non risk adjusted measure of
performance and has been calculated for all the selected
ETFs and their respective Benchmarks.

= (NAV on 31st Mar’'13/NAV on inception date) "
(250/N) -1

In a year approx. 250 or 252 days are considered to be
the trading days after deducting Saturday, Sundays and oth-
er holidays. In our study we have taken 250 trading days
for calculating annualized returns and annualized standard
deviation.

Compound Annual Growth rate: CAGR is a geometric
average of annual growth. It reflects compound, cumulative
returns over time. Notice that this geometric average rate of
return is lower than the arithmetic average rate of return be-
cause it reflects compounding rather than simple averaging.

= (Final Amount/initial amount) * (1/no. of years) -1

Standard Deviation The standard deviation of a fund
measures the risk by measuring the degree to which the
fund fluctuates in relation to its mean return, the average
return of a fund over a period of time.

=(ZR,-Mr? = (N-1)) %

Annualized Standard Deviation = Daily Standard Devi-
ation X(250) 2

Tracking Error: Tracking error is defined as the standard
deviation of the difference in returns between the fund and
its target index. In simple terms, it is the difference between
returns from the Index fund to that of the Index

= St Dev (Fund Return-Index Return)

Beta: The systematic risk or beta is a measure of volatility
and can be defined as the tendency of a security’s returns to
respond to swings in the market.

= Covariance (stock vs. market index returns) / Variance
(market index returns)

Risk-adjusted performance Measures: It measures the re-
turn of the fund, adjusted for the risk of the fund relative
to that of some benchmark. In present study Sharpe and
Treynor ratio is used for risk-adjusted performance meas-
urement. Both measure excess return above the risk —free
rate per unit of risk. The main difference is that the Sharpe
ratio used standard deviation as the risk measures, whereas
Treynor ratio uses Beta.

Sharpe Ratio: = (R-R.)/a

Treynor ratio = (R-R) / B,

Risk-free rate (R)): The risk free rate is the rate of return
that investors require for investment with no risk. In the
present study Govt. Bonds 10 years are taken as a risk free
securities and the rate is taken on an average 8% for the
period under study.

Results and discussions

Analysis of performance of selected ETFs: The performance
of the ETFs under study is depicted in table 4. It shows the
last 5 years returns of the selected ETFs.The table shows that
last one month returns of all ETFs are negative. In the last
one year ICICI Pru has the highest returns (9.2%) whereas
the two ETFs Motilal Oswal and Birla Sun Life both have
the lowest return (1.5%). In last two years most of ETFs have
negative returns except the ICICI Pru. The reason might be
the mild recession in August 2011.

Table-3 Sample Size

S. No. Name of the ETF Launch date Underlying Index AUM (Rs. crore)
1 GS Nifty ETF Dec 2001 S&P CNX Nifty Index 482.21
2 ICICI Pru Exchange Traded Fund Jan 2003 S&P BSE Sensex 0.94
3 Quantum Index Fund May 2008 S&P CNX Nifty Index 2.25
4 Kotak Sensex May2008 S&P BSE Sensex 6.30
5 Kotak Nifty ETF Jan 2010 S&P CNX Nifty Index 48.16
6 Motilal Oswal MOSt shares 50 July 2010 S&P CNX Nifty Index 75.18
1 Birla Sun Life Nifty ETF Aug 2011 S&P CNX Nifty Index 1.37
8 IIFL ETF Oct. 2011 S&P CNX Nifty Index 15.71
9 Religare Nifty ETF May 2011 S&P CNX Nifty Index 1.93
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Table4: Returns of selected Exchange Traded Fund as on 31st March 2013

S. No. Funds 1 Week 1 Month 1 Year 2 Years* 3 Years* 4 Years* 5 Years*®
1 Kotak Nifty ETF 0.8% 0.1% 8.1% -0.29% 3.3%
2 GS Nifty ETF 0.9% -1.4% 6.8% -1.69% 2.6% 16.5% 3.5%
3 Quantum Index 0.9% -1.1% 8.1% -0.22% 3.5% 17.6%
4 Motilal Oswal 50 1.0% -1.9% 1.5% -4.2%
5 Birla Sun Life 0.9% -1.1% 1.5% -4.2%
6 Religare invesco ETF 0.8% -0.2% 6.7% -
7 IIFL ETF 0.9% -1.1% - -
Average of Nifty ETF 0.9% -1.0% 5.4% -2.1% 3.13% 17.05% 3.5%
S&P CNX NIFTY 0.9% -0.2% 6.8% -1.2% 2.4% 16.7% 3.7%
8 ICICI Pru 0.8% -0.0% 9.2% 0.4% 4.1% 18.5% 5.4%
9 Kotak Sensex 0.8% -0.0% 9% -0.5% 3.4% 18.5% -
Average of Sensex ETF 0.8% -0.0% 9.1% -0.1% 3.7% 18.5% 5.4%
Sensex 0.5% 0.1% 7.8% -1.5% 2.1% 17.4% 3.8%

In Table4 we have calculated the compound annual
growth rate (CAGR) for more than one year period. CAGR
is an average growth rate over period of several years. It is
a geometric average of annual growth. But CAGR does
not reflect investment risk. Investments returns are volatile,
meaning to say that they can vary significantly from one
year to another and CAGR does not reflect that. So for
that purpose we also used risk adjusted measures to evaluate
the ETFs performance. It is important to note here that the
period under consideration is from April 2008 to March
2013. However not all ETFs had their inception on or be-
fore 2008 and their data is considered from the day of their
inception. From the table-4 given above it is clear that in
last 5 years ICICI Pru which is benchmarked against Sensex
has succeeded to earn more return than its benchmark. On
the other hand GS Nifty has not succeeded in getting more
returns than its benchmark CNX Nifty but quite close to it.
Opverall, on an average ETFs of both the indexes (Nifty and
Sensex) have succeeded in outperforming their benchmark
index in terms of compounded annualized returns.

Risk-Return analysis of Index ETFs

To analyze and evaluate the performance of Exchange
Traded Funds (ETFs) individually and with respect to their
benchmarks, we have taken into consideration various per-
formance parameters like Systematic Risk (Beta), R-Square,
Returns,Volatility (Standard Deviation), and Tracking Error.
Apart from these techniques, risk adjusted measures like
Sharpe Ratio; Treynor Ratio has also been computed to get
a fair view of returns yielded by these ETFs with respect to
risk associated with it.
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BETA (): The systematic risk or beta is a measure of vol-
atility and can be defined as the tendency of a security's
returns to respond to swings in the market. It is that risk
which cannot be eliminated from the system. If the stock's
price experiences movements that are greater - more vola-
tile than the stock market, then the beta value will be greater
than 1. Ifa stock's price movements, or swings, are less than
those of the market then the beta value will be less than 1.
The first column gives the Beta value of our focused ETFs
and the market. The values of the 9 ETFs under consider-
ation can be easily seen to be less than the market bench-
marks except Motilal Oswal Most Shares in table-5 whose
Beta is more than 1 1.e.1.017. It is clearly an indicator that
the stocks or portfolios being represented in this ETF are
more volatile or risky than their benchmark. Also if investor
would like to beat the market on upside, it is best to invest in
a high-beta fund. But one thing that an investor must keep
in his mind that such a fund will fall more than a market
on the way down. The market portfolio’s Beta is always
taken to be 1 because of the fact that market portfolio is
considered to be representative of all the stocks and is well
diversified. Also it appears from the both tables that all the
funds have Beta values very near to the benchmark value of
1 indicating that the swings that happen in the market are
more or less replicated in these ETFs.

R-Square: Beta and R-square should be used together
when examining a fund’s risk profile. They are as insepa-
rable as risk and return. The R-squared value shows how
reliable the beta number is. It should be varies between 0.8
and 1. Only then it will bear a strong relationship with the
benchmark index and hence beta will reflect movement of



Tableb: Risks -Return profile of Nifty ETFs

S. No. Fund [ R-Square Annualized Annualized Std. | Sharpe Ratio | Treynor Ratio | Tracking Error
Return Dev.

1 GS Nifty ETF 0.996 0.997 3.5% 26.9% -0.165 -0.045 -1.321

2 Quantum Index Fund | 0.994 0.999 6.3% 1.7% -1.002 -0.017 3.629

3 Kotak Nifty ETF 0.997 0.999 6.3% 17.4% -0.094 -0.016 3.866

4 Motilal Oswal MOSt | 1.017 0.904 -1.3% 19.1% -0.802 -0.150 -2.054
shares 50

5 Birla Sun Life Nifty 0.988 0.999 1.4% 17.6% -0.372 -0.066 3.840
ETF

6 IIFL ETF 0.995 0.999 8.1% 16.1% 0.008 0.001 4.585

7 Religare Nifty ETF 0.987 0.990 3.1% 17.6% -0.277 -0.049 8.514
S&P CNX Nifty 1 3.7% 26.6% -0.160 -0.042

Table -6 Risk-Return profile of Sensex ETFs

S. No. Fund B R-Square Annualized | Annualized Std. | Sharpe Ratio | Treynor Ratio | Tracking Error
Return Dev.
1 ICICI Pru Exchange Traded | 0.949 0.998 5.5% 27.0% -0.091 -0.026 1.180
Fund
2 Kotak Sensex 0.996 0.999 5.1% 27.7% -0.103 -0.029 6.314
BSE Sensex 1 3.8% 27.2% -0.153 -0.041

scheme accurately. An R-squared value greater than 0.8 is
generally accepted to mean that the underlying beta value
is reliable. Analysis of the results of both tables given be-
low show that the R-square values of the selected exchange
traded funds falls between 0.90 and 0.99. Hence, it indicates
that beta values are reliable, and are closely performed in
relation to the index.

Annualized Returns: Annualized Returns is con-
sidered as one of the important measures of performance.
It is a non-risk adjusted measure of performance and has
been calculated for all the selected ETFs and their respective
Benchmarks from the 1st April 2008 to 31st March 2013. 1t
is quite clear that all the ETFs have managed to outperform
the market index in terms of better annualized returns bar-
ring Motilal Oswal MOSt share (-7.3%) in table-5 which
have the negative annualized returns. IIFL ETF (8.1%) in ta-
ble-5 has the highest annualized return among all the ETFs
under study. Quantum index fund and Kotak Nifty fund
of the S&P CNX Nifty have the second highest returns of’
6.3% and then comes ICICI Pru and Kotak Sensex of BSE
Sensex in third and fourth position with respective returns
of 5.5%and 5.1%. However useful annualized returns may
seem in view of performance evaluation but this measure

of performance suffers from one major flaw in making in-
vesting decisions and that is its approach of non-accounting
of risk element in fund returns. So it might happen that an
ETF earns great returns but the risk exposure to earn that
return is pretty high as well. So for a risk averse investor
this measure of performance will in itself not suffice so as
to make his investing decisions. Thus we need to study risk
and return in tandem through following measures of perfor-
mance to understand which Exchange Traded Funds (ETFs)
is to be relied upon to earn great returns at minimum risk.
Annualized Standard Deviation means a fund’s vola-
tility, which shows the tendency of the returns to rise or fall
drastically in a short-period of time. Security that is volatile
has higher risk because its performance may change quickly
in either direction at any moment. The standard deviation of
a fund measures this risk by measuring the degree to which
the fund fluctuates in relation to its mean return, the av-
erage return of a fund over a period of time. The priority
therefore is to minimize this risk. If we look at the tables for
ETFs, GS Nifty ETF (26.9%) of table-5 and Kotak Sensex
(27.7%) of table-6 the standard deviation seems to be high-
er, meaning higher volatility than their benchmark index
(26.6% and 27.2%) for their respective periods of observa-
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IT CAN SAFELY BE SAID ON THE BASIS OF VARIOUS
PERFORMANCE INDICATORS THAT ETFs ON MOST

COUNTS HAVE BEEN PERFORMING BETTER THAN THE
COMMON BENCHMARK S&P, CNX, NIFTY AND SENSEX

tions which suggests that these funds are facing more risk
exposure which can be compensated by the fact that they
are delivering better annualized returns than benchmark in-
dex as shown in table no.5 and 6 given above. Hence the
extra risk taken is justified.

Risk-adjusted measures

If we consider Sharpe measure or reward-to-variability ratio
which is a measure of the excess return (or Risk Premium)
per unit of risk in an investment asset or a trading strategy,
we can see from the table-5 and the table-6 that among
all the ETFs under study IIFL ETF is giving out the best
Sharpe ratio of 0.008 per unit of volatility or standard devi-
ation. Also IIFL ETF is outperforming its benchmark S&P
CNX Nifty (-0.160) quite comfortably for the same period.
Thus IIFL ETF giving higher Sharpe ratio than their index
suggests that this ETF has lived up to its promise of pro-
viding diversification to small investors by giving out good
returns at less per unit risk. However all other ETFs of both
the tables have negative Sharpe ratios for their respective
periods indicating that there has been no risk premium or
excess returns earned per unit of risk, rather there has been
an erosion of invested value. This has been mainly due to the
fact that these ETFs have faced turbulent market situations
inclusive of January’08 fall and mild recession in Aug 2011
but on the other hand IIFL ETF has shown positive Sharpe
ratio values because this fund came into existence in Octo-
ber 2011 and hence avoided the recession periods. Nega-
tive Sharpe also clearly suggests that an investor would have
been better off in investing risk free investments like Govt.
Bonds etc than in these ETFs. However the only consolida-
tion for them has been the fact that the market benchmark
indexes (with values of -0.160 and -0.153 respectively) has
higher negative Sharpe ratios for the same period which is
indicative of the fact that overall market has taken a heavier
pounding. If we consider Treynor ratio, another risk adjusted
returns measure of performance which is similar in princi-
ple to Sharpe Index as it also measures excess returns to per
unit risk, except that here the portfolio's systematic risk or
beta is considered as the measure of risk as opposed to the
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variance of portfolio returns. We can see that among all the
ETFs,IIFL (0.001) has the highest Treynor ratio which is in-
dicative of the fact that for every per unit of market risk IIFL
ETF gives out the maximum excess returns. Also IIFL ETF
has higher Treynor value than benchmark index (-0.042) for
the same period. All other ETFs of both the indexes show
negative excess returns per unit of systematic risk because of
the rough market situations since their inception. In case of
Treynor ratio only IIFL ETFs of Nifty seems to be able to
beat the index with value as compared to that of index for
the same period under review. So it would have been better
for an investor to invest in risk free instruments vis-a-vis
these ETFs.

Tracking Error: Exchange Traded Funds (ETFs) are ex-
pected to mirror the returns of an index minus the expenses,
but sometimes they get off track. The percentage amount a
fund's assets deviate from its benchmark index is referred to
as the Tracking Error. The tracking error is usually expressed
as a standard deviation, and a large deviation indicates that
there are large inconsistencies between the return of a fund
and its benchmark. This large divergence could be an in-
dication of poor fund construction and/or large fund fees
and high operating expenses. We just analyzed from both
the tables given above that ICICI Pru Spice whose under-
lying index is Sensex has the lowest tracking error value
which suggests that fund’s returns are tracking the bench-
mark returns to the optimum. On the other hand Religare
Nifty ETF whose underlying index is S&P CNX Nifty has
the highest tracking error. If the tracking error is negative,
the fund has yielded lower returns than the benchmark. In
table-5 GS Nifty and Motilal Oswal MOSt shares has the
negative tracking error and if we had a look on their annu-
alized returns the returns of these both funds are below their
benchmark returns.

Conclusion

In India, ETFs are being touted as a new instrument pos-
sessing the attributes of both index mutual funds and an
individual stock. In the present study we have evaluated the
presence and performance of Indian Index ETFs.The trend



of ETFs in India started with Index ETFs and hence they
seem to be most popular among investors. The ETF market
is still moving at such speeds and with new schemes offered
continually. They represent an exciting product class that has
exploded in asset size and interest in the recent years and are
also making their presence felt in India. Small investors who
do not have the time and expert advice could turn to ETFs.
Factors such as low costs, low tracking error and intra-day
trading appear to tilt the balance in favour of ETFs.

As far as the performance of Index ETFs 1s concerned we
can safely say on the basis of various non-risk and risk ad-
justed performance indicators that the ETFs on most counts
have been performing better than the common benchmark
S&P, CNX, Nifty and Sensex. They have given out better
excess returns not only for per unit systematic risk but also
for per unit of volatility or standard deviation. Even in cas-
es where ETFs have faced turbulent times because of huge
downturns in the market, ETFs managed to give out less-
er negative returns when compared to benchmark for the
same period. The average tracking error also seems to be on

THE STUDY HAS FOUND THAT
THESE FORMS OF INVESTMENTS
HAVE MUCH POTENTIAL IN THE
YEARS TO COMIEE AND THAT
THERE WILL BE NO STOPPING
THEIR GROWTH ONCE THESE
KINDS OF INVESTMENTS GAIN
MOMENTUM WITH ALLITS
DIVERSE FEATURES AND HUGE
ADVANTAGES OVER MUTUAL
FUNDS

the lower side which is a reflection of its close movement
with regards to the benchmark index. Hence for a small
investor looking to make a less risky investment, these in-
struments offer an ideal way of diversification. In the present
study it has been found that these forms of investments have
much potential in the years to come and once these kinds
of investments gain momentum with all its diverse features
and huge advantages over mutual funds then there will be
no stopping their growth.
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utual Funds (MFs) are an investment company
M combine assets by selling units to individuals as

well as institutional investors and invest in the
defined asset class: equity, bonds, balanced funds, and mon-
ey market funds; treasury bills, and other short term debts,
Gold ETF (exchange traded fund), ETF other than gold
and Fund of Fund (FOF).They are professionally managed
domestic financial institutions pave small investors’ smooth
way to access to wider capital market with legal protection
and high level of disclosure at comparatively low cost (Don-
ald E. Fischer, 2011; Dowd, 1992).

The industry during last five decades grew in leaps and
bounds. As on March31 2013, there are 43 number of fund
houses in the category of foreign (8), Indian Private (18),
Institutional Joint Venture Indian (1),1i.e. LIC Nomura, joint
venture foreign (5), joint venture Indian (9) and others type
(2) catering to varied needs of wide range of investors
with 7979 number of schemes. ICICI Prudential MF offers
a large number of schemes i.e., 742, followed by Reliance
MF (522), UTI MF (433), and IDFC MF (413) and so on.
The units are redeemed at net asset value (NAV); a price
determined by current value of the funds’ net assets man-
aged on behalf of investors depending on growth/decline
because of capital appreciation/losses and money inflow/
outflow. However, MFs play a significant role in counter
balancing or reinforcing foreign capital outflows as well as
either stabilizing or destabilizing the capital markets in peri-
ods of uncertainty (Bose, 2012).

MFs operate in a defined structure with well spread-out

information network that ensure fund manager’ sufficient
ground level information for mitigating systematic risk per-
taining to investment. The scope of mutual fund managers
for being adventurous in portfolio construction is more or
less limited. However, MF industry slipped into trouble be-
cause of its under-performance. Most of the schemes across
the fund houses have lagged in their respective benchmarks.
Inevitably, investors have left in droves.
Against this backdrop the paper attempts to highlight
> Growth trajectory of AUM in the context of economic
upheaval over the years.
> Efficacy of fund managers in minimizing the systematic
risks for greater interest of unit holders and finally
> The strategies for resurrection of moribund industry
We used data from NAV India database till March 31,
2013 and employed descriptive statistics along with Sharpe,
Treneyor measure and Jensen Alfa to assess the level of per-
formance of fund manager’s efficacy in managing fund for
attaining its stated objectives.

Growth trajectory of fund houses

Till 1987, UTI only fund house in the Mutual Fund indus-
try accounted Rs 6700 crores of asset under management
(AUM).The industry witnessed a quantum leap in the vol-
ume of AUM to the tune of Rs 47000 crores registering
more than 7 fold increase in 1993 with the entry of non
UTI public sector financial institutions like Banks (SBI,
Canara Bank, Punjab National Bank, Bank of India, Indian
Bank and Bank of Baroda) and public sector insurance com-
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panies (LIC and GIC). Average AUM (AAUM) of MF in-
dustry, during 1993-2003, grew to Rs 121805 crores in the
context of joining of private funds in mutual fund bandwag-
on. The pace of growth of AAUM during 2003-05 gained
unprecedented momentum and continued till March 2010.
It grew from Rs 149,554 cr in April 2005 to Rs 616, 967
cr in March 2010 registering a CAGR at 38.38pc. How-
ever, despite incorporation of five new fund houses in the
ambit of mutual fund industry; Axis MF (January 13, 2009),
BOI AXA MF (August 13, 2007), Edelweiss MF (August
22,2007), Daiwa MF (May1, 2007) and Peerless MF (April
2009), overall AUM of the industry failed to keep the pace
of earlier growth rate though it grew at only at 30.81%.
While it subdued to negative growth rate at 14.66 per-
cent during April 2010 to March 2012 due to redemption

pressure in view of financial crisis surfaced in the developed
countries particularly in the US and Euro zone.

McKinsey report, 2012, (Report, 2012) highlighted the
stagnation of industry in terms growth of AAUM, CAGR
at 4 percent during 2010-12. AAUM declined from Rs
614546 cr in April 2010 to Rs 587658.7 cr in March 2012
and jumped to 823195.26 as on March31, 2013 growing
over y-o-y 10 percent from its previous year Rs 662169.87
(Tablel).

However, the industry has picked up its momentum and
witnessed positive growth rate at 24.32 % during April 2012
to March 2013.

Swings in the growth trajectory of MF industry
The growth of the Indian MF industry is coterminous to
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Table1: AUM across the fund houses

Year ending on Total
Number AUM in Rs cr Average AUM in Rs cr

Dec 2003 26 128492.13 4942.005

March 2004 26 (0) 129270.54(.61) 4971.944 (.61)
March 2005 27(3.85) 147927.58 (14.43) 5478.799 (10.19)
March 2006 28(3.70) 227037.32(53.48) 8108.476(48.00)
March 2007 29(3.57) 318964.52(40.49) 10998.78(35.65)
March 2008 32(10.34) 559717.88 (75.48) 17491.18(59.03)
March 2009 34(6.25) 487686.57(-12.87) 14343.72(-17.00)
March 2010 37(8.82) 741296.17(52.00) 20035.03(39.68)
March 2011 40 (8.11) 694480.86(-6.31) 17362.02(-13.34)
March 2012 43(7.5) 662169.87(-4.65) 15399.3(-11.30)
March 2013 43(0) 823195.26 (24.32) 19144.08(24.32)
Figure in parentheses indicate percentage change over the previous year. Source: NAV India (compiled)
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Table 2: Swings and CAGR

Swings Period From and to CAGR’
1 1 year 2 months January 2007 to March 2008 0.700821
2 3 months July 2008 to September 2008 -0.61811
3 1 year 4 months November2008 to February2010

0.552822
4 2 year 5 months April 2010 to September2012 -0.09592
Source: self compiled

economic upheavals. The industry has witnessed impacts of
interactive forces — socio-eco-politico — both domestical and
international. As a result, there exist four significant oscilla-
tions during March 31,2005 and March 31,2012 in the aver-
age growth of AUM of all fund houses as in the Chart below.

We have clubbed irregularities in a swing and ascribed
into one time lag to assess the impact of interplaying forces
causing swings. A point to point inflexion in the graph ei-
ther upswing or down swing represents one time lag (see

Table2).

Swing: 1

The spurt in AAUM appeared during 31/03/2007 to
31/05/2008 registering at a CAGR of more than 70 per
cent. The unprecedented growth of Industry is definite-
ly reasoned to international forces including asset bubbles,
falling valuation of asset followed by sluggish equity market
across the globe and more particularly, suppressed interest
rate, nearly zero, in the developed market affecting savers
largely in losing purchasing power in the context of infla-
tion, led to inflow of huge fund into the emerging econo-
mies like, India.

Swing: 2

The U.S. subprime mortgage crisis followed by collapse of
major financial institutions in September 2008, the world
plunged in recession. The stock market across the globe wit-
nessed financial mayhem affecting every facet of economy.
MEF industry was crippled in AUM due to redemption pres-
sure, CAGR at -0.61811.The growth rate in AUM moved
to south-west. Equity market swooned and industry felt
redemption pressure from both domestic and international
players across the fund houses.

Swing: 3
Since 2004-05, overall investment rate in the economy ex-

'CAGR= (V -V )Vsvinaperodinyear 1. Swing period = point to point
difference in year, V, =current year value, V, =value of the previous year

ceeded 30 per cent; the share of public investment in total
investment (excluding valuables) has remained fairly stable at
around 24 per cent for all the years, except in 2008-09 and
2009-10 when it was 27.6 per cent and 26.5 per cent respec-
tively. The Dubai fiasco rattled world over financial market
by announcing on November24, 2009 that they were seek-
ing to delay payments on $59billion in debt, though it did
not make much dent on long term growth of the market
except investors’ confidence. Besides such shocks there was
overall increase in the market. The reason of increase in these
years could be attributed to the fiscal stimulus provided by
the government in order to overcome liquidity crisis in the
economy in 2008-09 following the global slowdown. The
AUM of the industry recovered from the earlier catastrophe
and registered CAGR at 0.552822 forming a third swing.

Swing: 4

Between March 2010 and October 2011, private sector in-
vestment declined significantly as RBI repo rate increased
by 375 bps. Besides, policy bottlenecks hindering new in-
vestment, demand slowdown coupled with export contrac-
tion in view of crisis in the advanced countries, low inves-
tors confidence, MF industry as a whole witnessed mixed
growth in its AUM with CAGR at -0.09592.

The AMEFI statistics show that FIIs preferred debt funds to
equity oriented MFs in view of global financial uncertain-
ties. Investment in debt segment increased from Rs 1081.8
cr in March 2010 to Rs 1863.76 cr in March 2012 followed
by equity disinvestment at a CAGR 12.38 percent. The re-
tail investors also followed the FIIs with negative CAGR of
7.31pc from Rs 133298.4 cr to Rs 123548.5cr during end
March 2010-12. Significantly, these disinvestment proceeds
routed into balanced funds of MFs, Gold ETF and other
ETF which had registered considerable escalation during
the period under consideration. This indicates investors’
confidence regarding equity schemes of MFs were tanked
over the period in the context of global financial turmoil.
On the contrary, liquid/money market MFs being consid-
ered as better option for corporate investors than that of
short term equity investment for cash management purpos-
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Table3: Correlations N=1040 (January1, 2009 —April25,2013)

Sensex change over FIl in Debt net Fll investment MFs MF investment in MF investment in
the previous period equity net equity net debt net
Sensex change over 1
the previous period
Fll in Debt net -.029 1
Fll investment MFs -017 .032 1
equity net
MF investment in .024 -.043 -.073 1
equity net
MF investment in -.005 .009 -.009 -.073 1
debt net
Source: self compiled

es, grew at CAGR 11.60 pc despite market doldrums. The
other financial investors particularly banks have also booked
their profit during 2010-12 as financial crisis still looms
large resulting in market volatility. The HNI investors opted
debt segment too which grew at 68.83pc in 2012 over 2010
from Rs 62530.71 cr to Rs 105572.4 cr in absolute term.

AUM and macroeconomic fundamentals

The growth momentum of AUM is directly associated with
the changes in macroeconomic fundamentals. It is revealed
that the ratio of AUM to India’s GDP gradually increased
from 6 percent in 2005 to 11 percent in 2009 corresponding
to incremental increase in gross domestic savings (GDS) in
the household sector causing an upswing in the industry.
On the other hand, growth of GDP remained immune to
expansionary policy measures in context of bringing down
key interest rate as lowering interest rate strategy for reviving
capital market liquidity only paved the way to higher valua-
tions of debt funds. The Indian stock markets experienced a
sharp downtrend in the line with global volatility followed
by weak domestic prospects till March 2009. The decline
of AUM was further accentuated by ban on entry loads on
all mutual funds by SEBI effective from August 2009. It has
declined about 4pc till March 2011 and industry faced net
outflows pressure. The recent increase in capital market was,
however, due to, inter-alia, large valuation effect leading to
increasing in equity prices. The improvement shift in sen-
timent was reflected in Indian benchmark index, sensex,
which surged past the psychological 19000 marks-rally
from the sub-10,000 levels at end-March 2009, and 17,500
at end-March 2010. Most of the equity funds have managed
to outperform benchmark indices only after the market ral-
ly when indices gained 8pc between September 2011 and
September 2012. The value research data as on September
30, 2012 shows that return on Equity-large cap on average
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beat BSE Sensex return while, 55 out of 83 large cap equity
funds outperformed the respective benchmark over a one
year period.

It may be worth mentioning that, FIIs are taking fancy
investment decision in favour of equity oriented MFs. Their
investments in equity funds stood at Rs 1212 cr over 87 fo-
lios as on March31, 2012 against Rs 1027cr as on same date
of the previous year. The reasons of such increase, despite
market turmoil, may be attributed to the FIIs have crossed
their investment limit in specific sector and want to derive
benefits from second line stocks, besides, government’s per-
mission to foreign retail investors to invest in domestic
equity mutual funds .

However, the debt market recently has witnessed high
volatility because of inherent risk associated by allowing
FIIs to invest in the debt market (Value Research,2013) and
contributed much towards rupee volatility and mutual fund
doldrums as a whole. These can be seen in the following
correlation matrix (Table3).

The correlation coefficient matrix exhibits that sensex
movement is affected by selling pressure from FIIs in equity
segment and investment in debts. Further “r”” between FII's
investment in debt and changes in the volume of debts of
mutual fund is found to be positive, though r is not statisti-
cally significant. This indicates that irrespective of swings in
the AAUM, the FlIs during the period left in droves which
are being followed by other investors.

Mutual funds performances

MFs to across the investors stand for ease and convenience
vehicle to access to the capital market without much un-
derstanding of its nitty-gritty. The fund houses are expect-
ed to adapt to portfolio management for the benefit of the
unit holders. Institutional Investor Advisory Services India
Limited (ITAS) survey reveals that MFs hold more than 11



Table4: Annualised return ( equity funds) number of funds

Return “ve <75% >7.5% Total *
1 year 4(6.67) 11(18.33) 45(75.00) 60
3year 11(20.75) 37(69.81) 5(9.44) 53

5 year 9(23.68) 28(73.68) 1(2.64) 38
Since inception 6(9.83) 20(32.79) 35(57.38) 61

* Discrepancy due to funds were not in operation during the respective period

Figures in parentheses indicate pc to total

Source: self compiled

percent of corpus of top 500 companies as on March31,
2011.Holding in large-cap is preferred due to their compet-
itive edge in attaining sustainable financial performance and
maintaining liquidity. This can be validated by the fact that
that during January- December 2011, BSE Small-cap index
lost 36.6 percent and Mid-cap index 27.1 percent compared
to BSE’ Sensex loss 19.6 percent (capital market, 2011).

From the aforesaid analyses it may be inferred that perhaps
macro-fundamental forces largely determine the swings in
the industry across the fund houses. This suggests undertak-
ing deeper analysis for revealing the intriguing facets of such
fluctuation.

MFs holdings — some disturbing facts

A survey related to the holdings of mutual funds in com-
panies conducted by the Capital Market (Khedekar, 2011)
exhibited that MFs were present in 111 companies but ex-
ited from 55 stocks during June30, 2009 and September 30,
2011. Such early exit logically sheds lights myopic visions
of fund houses in portfolio construction particularly in the
context of adjudging impending market threat and growth
prospect of companies. Another survey of Capital Market
(Khedekar, 2013) referred below revealed similar facts:

a) JOCIL a thinly traded stock in the NSE, the MFs have
exposure while its business profile is neither convincing nor
it has proven track records.

b) Andhra Sugar Subsidiary incorporated in 1978 has been
manufacturing stearic acid flakes, fatty acids, toilet soaps, re-
fined glycerine for the last three decades and recently the
BOD has recommended DPS 6 for face value of each share
10 for the FY 2013 compared 5 per share earlier year. The
MFs have no exposure to it.

c¢) Shalimar Paints, to which MFs have exposure, was put
to trade —to- trade segment, compulsory delivery mode in
June 2011. Such shift generally results in sharp curtailment of
trading volumes as intra-day netting is disallowed and several
institutional investors generally stay away from such stocks.
d) Astral Poly with P/BV of 6.5 times, P/E continues to
be reasonable at 20, net sales have increased six times and

profit 3.5 times over past five years. At present the stock is
witnessing moderate trading affecting liquidity.

The fund houses therefore are apparently not very much
serious about their portfolio decision. There were number
of stocks figured in the MFs’ portfolio despite negative net
worth (NW) as well as negative market sentiments exhib-
ited by P/BV ratio which became in many cases less than
unity. This, inter-alia, might have impacted the performance
of the fund houses as a whole over and above the changes in
macro fundamentals over the years.

Performance of Funds: Role of fund managers

The fund managers approach to asset allocation ranges from
strategic or long term, to tactical to short term. They allo-
cate investment to equities, fixed income instruments, and
a host of alternative investment classes such as real estate,
commodities,and ETFs according to the investment style or
stated objective of their fund. Fund managers’ decision mir-
ror investors’ inflows to their funds, however they do enjoy a
certain degree of flexibility to reduce or increase the risk of
the funds under their management by holding less or more
liquid assets. The total inflows of funds from MFs depend
of total funds mobilized. On the other hand investment in
the particular segments of capital market commensurate in-
vestors’ preference for different classes of funds like debts,
equities, and balanced funds.

The efficiency of the AMCs is reflected in respect of fi-
nancial performance particularly in terms of return. Of 43
AMC:s that reported their results for March 2013, we have
selected 61 schemes in table -1, out of all their ongoing
schemes (1946) with a rider equity segment (322) with
open structure (311) and finally linked to nifty. Further,
there are 50 funds which were in operation since on or be-
fore January 2009 (Table4).

It is observed that about 33 per cent of funds failed to
achieve annualized return of risk less return at least 7.5 per-
cent since their inception. Interestingly on average 10 per-
cent of selected funds witnessed red in terms of their yields.
The list includes; ING Multi Manager Equity Fund - Opt A
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Tableb: Performance of schemes in the equity MF category (Sample: N=61)

Range /Ratio No of Equity MF Schemes

Sharpe Ratio Treynor Ratio Jensen Alfa Beta
<0 4 5 23 1
0-1 57 56 38 Ly
>1 nil il nil 19
Expense ratio: No of equity Mutual fund schemes
<2.25 % of AUM 16
>2.25 %of AUM 35
5 year CAGR
Sensex return 10.84%
Nifty return 9.66 %
Return from schemes 5 year CAGR Number of schemes
<9.66% 6: LIC Nomura MF Nifty (3.85) being least
>9.66% 55: Kotak 30 (19.40), Sundaram Select Focus (18.28), ICICI Pru Dynamic (17.84) etc
Source: NAV India. Compiled

(G), Sahara R.E.A.L Fund (G), Religare AGILE Fund (G),
and L&T Infrastructure Fund (G). Further, in short time
space, for one year duration ending on 31 March 2013, 75
percent of such funds fared definitely well yielding more
than risk less return and even in many cases return exceed-
ed sensex yield. However, in long term perspective, 3 years
and 5 years, funds suffered a lot and did not attained their
benchmark return. The reasons of dissipation in their re-
turn may be attributed to market whims in the context of
worldwide financial crisis leading to liquidity crunches, low
investors’ confidence and so on.

However, balanced funds in table 3, revealed the fact that,
funds like; Principal SMART Equity Fund (G) (4.92 per
cent), L&T India Prudence Fund (G) (5.7 per cent)and L&T
India Equity and Gold Fund (G)(6.35 per cent) yielded less
than Nifty return, and even the risk less return (government
bond) since their inception. This clearly demonstrates that
return of equity mutual funds depends on market fancy.

Till March30, 2012, there are 10 number of schemes
achieved 14 percent PE ratio, 23 schemes were within the
range of PE ratio 10-14 percent, 14 number within 5-10
percent while 6 schemes witnessed PE ratio below 6 per-
cent. This indicates that maximum funds had witnessed vol-
atility in tune of economic upheavals over the years.

It is further seen that, on the basis of 1year CAGR only
two number of schemes posted positive return include Birla
Sunlife India Gen Next (4.54) and ICICI Pru R I GT fund
(6.69) while others witnessed red in their return, Escorts
Infrastructure Fund (-24.76 percent) topped the list. But in
the long term perspective the situation had been changed as
return of all selected fund houses became green and funds
like ICICI Peru Dynamic Plan, Birla Sun Life India Genet
Fund, HDFC Long Term Equity Fund, ICICI Peru Dy-
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namic Plan, ICICI Peru Focused Blue-chip Equity Fund,
yielded CAGR more than 20 percent.

Further in 5 year term CAGR of all selected schemes
except Escort Tax plan (-3.21) and ONG Otimix multi-
manager equity fund (-0.46) found to be positive and Birla
sunlife India GenNext fund and ICICI Pru Dynamic Fund
earned more than 9 percent CAGR.

Further we have used Sharpe’ index, Treneyor’s Index,
and Jenson’s Index and beta to reflect the performance in
terms of excess return over risk free return ( varies from
7.5-8 percent) during 2009-2012.The Sharpe ratio repre-
senting excess fund return over the market return for a unit
of total risk (SD) i.e. associated volatility. The Sharpe ratio
for mutual funds is typically between 0.5 and 3. A rule of a
thumb is that if the annualized Sharpe Ratio is over 1.0, the
fund had a ‘pretty good ‘year (Timotej Jagric ,2007). It was
observed that none of the equity funds yielded significant
excess return over the period (Table5).

Treynor model is used as equity growth scheme is expect-
ed to be a well diversified portfolio devoid of unsystemat-
ic risk. But the result is not different from the former. The
Treynor Ratio for the Equity growth schemes of selected
fund houses is turned to be negative in 10 out of 61 cases
indicating inferior management performance.

Similarly beta coefficient for 13 out of 61 selected equity
funds was found to be either 1 more than 1 include Birla
Sun Life Index Fund, BOI AXA Equity Fund, BOI AXA
Tax Advantage Fund, Franklin India Index Fund - NSE
Nifty Plan, IDFC Nifty Fund, L&T Infrastructure Fund,
SBI Magnum Index Fund, UTI -Nifty Index Fund etc.

This analysis perhaps is sufficient enough to infer con-
clusion against the prevailing market belief that the fund
managers are able to assess properly the risks and potential



returns associated with alternative investment opportuni-
ties and able to meet their investment objectives fairly well
(Donald E Fischer, 2011). The reason of such non perfor-
mance may be attributed to market volatility during finan-
cial year 2011-12 and low investors’ confidence. This raises
very pertinent question regarding fund managers’ effective-
ness regarding portfolio management for the best interest of
the investors. To confirm such doubts we have used Jensen’s
performance measure and calculated Alfa. The Alfa value
which measures quality of management performance; pos-
itive Alfa represents superior extra return because of man-
agement talent or vice versa. It was found that Alfa in 16
schemes ‘became negative. The list include Birla Sun Life
Index Fund, BOI AXA Equity Fund, DWS Alpha Equity
Fund, Escorts Infrastructure Fund, IDFC Strategic Sector
(50-50) Equity Fund, India bulls Blue-chip Fund, LIC NO-
MURA MF Index Fund - Nifty Plan, Peerless Equity Fund,
Pramerica Equity Fund, Reliance Equity Fund, Religare
AGILE Fund which is not exhaustive.

The poor performances of the fund houses may be at-
tributed to fund managers’ inability in most of the cases to
manage impending threats of the market forces and total
expenses ratio (TER) (Basu, 2012). SEBI guidelines clearly
spelt out gradual lowering of TER of below 2.25 percent of
AAUM despite there are large number of schemes having
more than TER.

Conclusion

In a wider level playing field, fund houses are facing se-
vere competition. Despite granular opportunities, inflows
of funds have been minimal, and businesses are highly con-
centrated among a handful of players. Asset managers in the
larger wealth management market are competing against a
broad spectrum of wealth managers, including private and
investment banks, insurance companies and independent
financial advisors (IFAs), all of whom offer similar servic-
es. In addition, many of these competing players have di-
rect access to customers through proprietary distribution
channels, while asset managers primarily rely on busi-
ness-to-business or business-to-consumer distribution.

It has been seen that there are notable multiplicity in
the forms of mutual funds. Duplication distorts simplicity
and creates confusion and thus needs to be avoided in the
context of constructing efficiently manageable portfolio.
Further, there are redundant funds, comparatively small
funds with minuscule assets under its management, in all
most all AMCs. To avoid such redundancies and to en-
hance the operational efficiency such funds need to be
merged with those funds having similar objectives. Be-
sides, the operations of MFs are basically centered within
first two tier cities hardly covering 20 cities leaving aside
the vast hinterland comprising of mostly unaware masses.

The task for the asset managers is therefore to turn these
unexplored markets into opportunities with innovative
and very specific customized products. “Out of box” ac-
tivities, beyond analyzing few select trends; profitability
vis-a-vis expenses and investing behind these alternatives
could pave the way for growth of this moribund industry.
In the competitive milieu some fund houses go naturally
into oblivion. Only proactive, game changer AMCs es-
pecially adapted to the changing ambience and above all
that understand the granularity of growth in asset man-
agement will be front runner.

Finally, the paper suggests that fund houses need to put
things right considering all aspects of granularity of the
growth of AMC:s. A sustainable strategy of AMCs and the
industry as a whole hinges on rethinking the distribution
model in a larger wealth management market, offering
innovative customized products/services across investors
setting aside the barriers of geographic decoupling, re-
storing investors’ confidence with higher degrees of dis-
closures and commitment to achieving comparatively
higher returns and so on.
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Chidambaram ended his budget speech with Saint
PTiruvalluvar’s quote “What clearly eye discerns as

right, with steadfast will and mind unslumbering,
that should man fulfill”. The mantra stated in the budget
“Higher growth leading to inclusive and sustainable devel-
opment”. This year’s budget is more focused on reducing
government deficits, subsidies and expenditure.

While India’s recent slowdown is partly rooted in external
causes, domestic causes are also important. Following the
slowdown induced by global financial crisis in 2008-09, the
Indian economy responded strongly to fiscal and monetary
stimulus and achieved a growth rate of 8.6 percent and 9.3
percent respectively in

However, with economy exhibiting inflationary tenden-
cies, the Reserve Bank of India started raising policy rates
in March, 2010. High rates as well as policy constraints ad-
versely impacted investment and in the subsequent two year
viz. 2011-12 and 2012-13, the growth rate slowed to 6.2
percent and 5.0 percent respectively. Nevertheless, despite
this slowdown the Compounded Annual Growth Rate
(CAGR) for Gross Domestic Product at factor cost, over
the decade ending 2012-13 is 7.9 percent.

After achieving double digit growth continuously for five
years and narrowly missing double digit in the sixth (be-
tween 2005-06 and 2010-11), the growth rate of the service
sector also declined to 8.2 percent in 2011-12 and 6.6 per-
cent in 2012-13 the sector was Trade, Hotels and Restau-
rants, Transport and Communication, and its growth further
declined in 2012-13.

Along with construction, tourism is one of the largest
sectors of the service industry in India. It is capable of pro-
viding employment to a wide spectrum of job seekers from
the unskilled to the specialized, even in the remote parts of
the country. Compared to other modern sectors, a higher
proportion of tourism benefits (jobs, petty trade opportuni-
ties) accrue to women. Hence, growth of the tourism sector
is more inclusive than other sectors.

Tourism and hospitality
International tourist arrivals grew by 4% in 2012 to reach

THE MANAGEMENT ACCOUNTANT | SEPTEMBER 2013

1.035 billion, according to the latest UNWTO World Tourism
Barometer. International tourist arrivals surpassed 1 billion for
the first time in history in 2012. Emerging economics regained
the lead with 4.1% over advanced economics 3.6%, with Asia
and Pacific showing the strongest results with increase of over
7%. Growth is expected to continue in 2013 but slightly below
the 2012 level (3% to 4%) and in line with UNWTO long-
term forecasts. Receipts confirm positive trend in arrivals in
India with receipts from international tourism increasing by
over 22% up to nine months ending 2012.

The number of foreign tourist arrivals in India during
January-July, 2012 registered a growth of 6.6% over cor-
responding period of 2011. The number of FTAs in India
during 2010, 2011 and January-July, 2012 were 5.78 mil-
lion, 6.29 million and 3.76 million respectively. Some of
the factors responsible for International Tourist Arrivals in
any county are economic conditions of the source markets,
connectivity, availability of reasonably priced hotel accom-
modation, good tourism infrastructure.

12th Five-Year Plan

The 12th Five Year Plan is focused on infrastructure devel-
opment by developing integrated tourism destination and
circuits, identify and development of clusters, new tourism
products, tourism park and rural tourism.

Accommodation units

The existing accommodation units may not be sufficient
for the targeted number of FTAS and DTVs in 2016. The
availability of number of rooms in 2010 and requirement of
additional rooms in 2016 during the 12th Five Year Plan are
given in the table on the next page.

Foreign tourist arrivals

The Working Group on Tourism for the 12th five-year
plan, has recommended a target growth in domestic tour-
ism of about 12% p.a. during 12th Five Year Plan period.
The Group also recommended to increase India’s share of
International Tourist arrivals to at least 1% by end of 12th
plan required annual growth of about 12%.



Availability of Hotel Classified 1,28,771
vailability of Hote =

Rooms 2010 Unclassified 25,83,519

Total 27,12,290

Reaui ¢ Classified 3,10,523
equirement 0 —

Hotel Rooms 2016 Unclassified 46,61,807

Total 49,72,330

Additional Classified 1,81,752
itiona =

Requirement in 2016 Unclassified 20,78,288

Total 22,60,040

Visa on Arrival Scheme

Government introduced “Tourist Visa-on-Arrival” Scheme
for tourists from Eleven Countries. Countries include New
Zealand, Japan, Indonesia, Phillippines, Singapore, Finland,
Cambodia,Vietnam, Luxemberg, Myanmar and Laos. Apart
from this, Union Minister Shri K Chiranjeevi, 1st March,
2013, has submitted a proposal to extend Visa on Arrivals to
16 more countries.

Hotel classification

In July, 2012, Ministry of Tourism has revised the Hotel
Classification Guidelines. Hotel Project must apply for Clas-
sification within 3 Months of commencing operations. The
Hotel and Restaurant Approval and Classification Commit-
tee (HRACC) under Ministry of Tourism (MoT) inspects
and assesses the hotels based on the facilities and services
offered. Classification approvals will be valid for 5 years.
Local approvals require:

* Municipal Authority

» Concerned Police Authority

* Any other local authority as maybe applicable / required
(viz. Pollution Control Board / Ministry of Environment
and Forests etc.)

e Approval / NOC from Airport Authority of India for
projects located near the Airport

Finance

Inclusion in priority sector lending

For the purpose of Harmonising the definition of “Infra-
structure Lending”, RBI on 20th November, 2012 include
three star or higher category classified hotels located out-
side cities with population of more than 1 million in the
Definition of Infrastructure Lending. This would enable the
hotel industry to avail financial assistance more easily and at
relatively lower interest rates.

Delinked from Commercial Real Estate (CRE)

The Reserve Bank of India (RBI) has de-linked credit for
hotel projects from Commercial Real Estate (CRE), there-
by enabling hotel projects to avail credit at relaxed norms

and reduced interest rates.

Foreign Direct Investment
Foreign Investment is freely permitted in almost all sectors.
Under Foreign Direct Investment scheme investment can
be made by non-resident in India under two routes; 1. Au-
tomatic Route 2. Approval Route

100% FDI is allowed for Hospitality sector under Auto-
matic route

For Foreign technology agreements, automatic approval
is granted if-
* Up to 3% of the capital cost of the project is proposed to
be paid for technical and consultancy
* Up to 3% of the net turnover is payable for franchising
and marketing/publicity support fee, and
* Up to 10% of gross operating profit is payable for man-
agement fee, including incentive fee.

External Commercial Borrowing (ECB)

Hospitality Sector is eligible borrower. They can avail Ex-
ternal Commercial Borrowing (ECB) facility up to US §
200 million during the financial year for setting up new
hotel projects or for meeting foreign currency and/or rupee
capital expenditure. The proceeds should not be used for
acquisition of land.

Indian companies in the hotel sector (with total project
cost of INR 250 crore or more), irrespective of geographical
location, avail ECB’s for repayment of Rupee Loans availed
of from the domestic banking system and/or fresh rupee
capital expenditure under automatic route subject to 75
percent of average annual export earnings realized during
the past three financial year or 50 percent of the highest
foreign exchange earnings realized in any of the immediate
past three financial years, whichever is higher.

Hospitality Development and

Promotion Board

Construction of hotels is primarily a private sector activity
which is capital intensive and has a long gestation period.
The constraints being faced by the hotel industry in addi-
tion to the high cost and limited availability of land is the
procurement of multiple clearances / approvals which are re-
quired from the Central and State Government agencies for
hotel projects. In some cases as many as 65 or more clearanc-
es/approvals are required by hotel projects which vary from
State to State. The often cumbersome process involved in
obtaining multiple clearances for the hotel projects results in:
* Delay in implementation of the project.

* Cost escalation making the project less profitable and of-
ten unviable.

* Discourage Promoters for investing in such projects.

* In some instance, the project is stopped midway and re-
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structured for some other use such as apartments etc.

To address the constraints being faced by the hotel indus-
try in obtaining multiple clearances, and to streamline the
system for speedy clearances of hotel projects, the Govern-
ment has approved the setting up of a ‘Hospitality Devel-
opment and Promotion Board (HDPB)’ for hotel projects.

The HDPB will not supersede any statutory clearances
required by other ministries/agencies. However, the regular
monitoring and reviewing would increase their accounta-
bility. The review and monitoring would put pressure on
the concerned agencies / departments to adhere to stipu-
lated time schedule. The board can at any time take up any
matters of concern to the highest level of the Central/State
Governments. The clearances to be given by the concerned
agencies would be based on their statutory provisions.

Taxation
Income Tax
Income tax is chargeable based on Residential Status and
Place of accrual or receipt of income. It also depends on
which form of business you are operating. Income Tax pro-
visions are different for Sole proprietor, Partnership firm,
LLP or Company.

As far as hotels are concern, Income Tax further depend
on following consideration
1. Ownership and Management
2. Hotel Management Agreement
2.1. Lease Out Hotel
2.2. Operating and Management of Hotel
2.3. Franchise Agreement

Tax implications to be considered based on business ar-
rangement made between parties.

The following are incentives available in Income Tax es-
pecially for Hospitality Sector.

1. Profit Linked Incentive under section 80ID of the
Income Tax

A deduction of an amount equal to 100% of Profit and Gain
from for the first 5 consecutive years for 2,3 and 4 star cate-
gory hotels, located in all UNESCO declared World Heritage
sites (Except Mumbai and Delhi) for hotels constructed and
starts functioning from 1st April, 2008 to 31st March, 2013.
2. Incentive under section 80IE of Income Tax for
undertakings in North-Eastern States

A deduction of an amount equal to 100% of Profit and Gain
for 10 consecutive years for those who undertakes substan-
tial expansion during the period of April 1,2007 and March
31,2017 in any of the North-Eastern States. Eligible busi-
ness for this purpose are Hotels (2 Star or above), adventure
and Leisure Sports. Substantial Expansion means increase in
investment by 25 per cent of the book value.

3. Investment Linked Incentive under Section 35 AD
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of the Income Tax

An investment linked deduction Under Section 35 AD of
the Income Tax Act has also been announced in the Union
Budget 2010-2011 for establishing new hotels of 2 star cat-
egories and above as classified by the Central Government,
all over India thus allowing 100% deduction in respect of
the whole or any expenditure of capital nature excluding
(land, goodwill and financial instruments) incurred during
the year for establishing new hotel.

Luxury Tax

Luxury Tax on Hotel Accommodation in State Matter and
they have the power to levy luxury tax on hotel tariff. Taxes
range from 4% to 20% and on printed tarift to actual tariff.
There is exemption limit for each state for tariff below that
limit is exempt from the purview of Luxury Tax.The States/
UT like Arunachal Pradesh, Andaman and Nicobar Islands,
Sikkim, Orissa, J&K, Puducherry, Daman and Diu and Dad-
ra Nagar Haveli are exempt from Luxury Tax. In certain
states, these exemption limits were fixed long time back and
have not revised according to inflationary trends.

lllustrative rates of Luxury Tax
Service Tax

Hotel Accommodation

Maharashtra Gujarat
On Actual Tariff On Printed Tariff
Up to 750 Exempt Up to 500 Exempt
750-1200 4.4% 500-2000 4%
1200 and above 10% 2000 and above | 6%

From July, 2012, Accommodation Service in hotels for de-
clared tariff of more than Rs.1000 per day attracted service
tax. Therefore if declared tariff is less than Rs.1000/- then
no service tax is levied. There is an exemption/abatement of’
40% of the gross value provided. Input Cenvat Credit is not
availed or service provider has not availed exemption regard-
ing goods and material sold during the course of providing
taxable service (No0.12/2003-Service Tax).

Restaurants

From July, 2012, Service provided in relation to food and
beverages by air conditioning restaurants with a licence to
serve alcoholic beverages are taxable in service tax. There-
fore restaurants without licence to server alcoholic beverages
and does have air-conditioning facility are exempt from the
purview of service tax. There is an exemption/abatement
of 60% of the gross value provided Input Cenvat Credit is
not availed or service provider has not availed exemption
regarding goods and material sold during the course of pro-
viding taxable service (No.12/2003-Service Tax).



Banquets

Service of Banquet Hall provided by Hotel for any occasion

along with catering services or any other service then Hotels

can avail exemption/abatement of 30% of the gross value.
Sale of Space/Time for Advertisement other than by ra-

dio/television is exempt from Service Tax levy as included

in Negative List of Services.

Bundled service

In case of an event, which is a mix of various overlapping
services, the services which give the most pre-dominant
colour would be the category under which the same should
be taxed as per the new section 66F of Finance, 1994 as
applicable from July, 2012. For e.f.

e In case of 2N/3D package for accommodation with
meals; the predominant category would be accommodation
even if the customer has food in the same restaurant like
other walk-in customers. Hence, the hotel needs to charge
service tax on 60% value of the total consideration.

Value Added Tax

Just like Luxury Tax, Value Added Tax is also State Matter
and they have the power to levy VAT on Commodities. Dif-
ferent states have different approach and rate for e.g. VAT
on Food Item ranges from 5% to 16.84% in various states.
Similarly VAT on Liquor varies from 13% to 58%.

Budget amendments

Earlier, Service Tax did not apply to AC restaurants that did
not serve liquor. That distinction has been removed and
Government proposes to levy service tax on all AC restau-
rants. This change will mostly cover all restaurants specifi-
cally in Gujarat. Only terrace restaurants will be exempted.

Foreign trade policy
Served From India Scheme (SFIS)
This scheme is a great boost to the hospitality industry that
caters to foreign guests. Under this scheme, Service Provid-
ers are entitled to Duty Credit Scrip equivalent to 10% of
free foreign exchange earned during the current financial
year. Foreign Exchange earned through International Credit
Cards and other instruments permitted by RBI shall also be
taken into account for computation of Duty Credit Scrip.
Duty Credit Scrip may be used for import of any capital
goods including spares, office equipment and professional
equipment, office furniture and consumables, which are oth-
erwise freely importable and/or restricted under ITC (HS).
Hotels, clubs having residential facility of minimum 30
rooms, golf resort and stand-alone restaurant having catering
facilities, Duty Credit Scrip may also be used for import of
consumables including food items and alcoholic beverages.

These entitlement shall be non-transferable (except within
the group company and managed hotels).

Duty Credit Scrip shall be valid for 18 months and per-
mitted for payment of excise duty for procurement from
domestic sources.

Export Promotion Capital Goods (EPCG)

This scheme allows import of capital goods for pre-produc-
tion, production and post-production at 3% concessional
Customs Duty, subject to an export obligation equivalent to
8 times of duty saved of capital goods under EPCG Scheme,
to be fulfilled in 8 years.

Import of motor cars, SUV’s/all purpose vehicles shall be
allowed only to hotels, travel agents, tour operator operators
and companies owning/operating golf resorts subject to
* Total foreign exchange earnings from hotel, travel and
tourism in the current and preceding three licensing years is
Rs. 1.5 crore
* Duty saved on all EPCG Scheme must not exceed 50%
of average foreign exchange earnings from hotel, travel and
tourism in the preceding three licensing years.

» Imported vehicles will be registered only for tourist pur-
poses.

Export Obligation

» Export obligation shall be, over and above, the average
level of exports achieved by applicant in preceding three
licensing years for the same and similar products within the
overall export obligation period. Such average would be the
arithmetic mean of export performance in 3 years.

* Up to 50% Export obligation may also be fulfilled by ex-
ports of other good(s) manufactured or service(s) provided
by the same firm/company, or group company/managed
hotel which has EPCG Authorisation.

e Shipment under Advance Authorization, DFRC, DFIA,
DEPB or Drawback scheme, or incentive schemes under
Chapter 3 of FTP, would also count for fulfillment of EPCG
export obligation.

* It can also fulfilled by supply ITA-I items to DTA, pro-
vided realization is in free foreign exchange.

* Export shall be physical exports. However, deemed ex-
port as specified in FTP shall also count towards export ob-
ligations.

References

— India Tourism Statistics 2012, Ministry of Tourism, Govt of India
— Annual Report of Ministry of Tourism 2012, Govt of India

— Annual Report of The Federation of Hotel & Restaurant Associ-
ations of India — 2012

— ASSOCHAM Research Bureay I
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Region & Chapters News

Eastern India Regional Council

Cuttack-Bhubaneswar
Chapter of Cost
Accountants

This Chapter had organized
an Evening Talk on ‘Intellec-
tual Capital Accounting and
Management ‘on 5th July,
2013 at its premises. Dr. D.V.
Ramana, professor of Ac-
counting, Xavier Institute of
Management, Bhubaneswar
and Dr. Rayaguru Kumar,
Shri Mangesh Dash, Advi-
sor TWARAN, were Guest
Speakers on the occasion.
CMA S.B. Samal, Chairman
of Professional Development

Committee and CMA Basanta

Kumar Pattnaik, Chairman

of the Chapter deliberated

the welcome address and Key
Note Address respectively.Vice

Chairman of the Chapter
CMA Manas Ranjan Lenka
extended the formal vote of
thanks. The programme was
attended by more 150 mem-
bers and 30 final students of
the Chapter.The session was
quite interactive and lively.
To make ready the students

for the corporate world and to

impart all managerial qualities

in them, the Chapter conduct-

ed the 2nd soft skill develop-
ment program (2013-14) on
27th July, 2013. Dr. Rayguru
Kumar, Shri Mangesh Dash,
Advisor, TWAR AN, Ex-Pro-
fessor in IMIS and an expert
in soft skill training guided
the students on development
of Soft Skill and Communi-
cation Skill in order to excel
in their professional life. More
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than 100 numbers
pursuing Inter and
Final students of
the Chapter actively
participated in the
programme.

This Chapter had
also organized an
investor awareness
programme on 28th
July, 2013. Many
dignitaries such as
Sri Benudhar Mishra,
Registrar of Com-
panies, Odisha came
as Chief Guest and
addressed participants
about the Role of
Stock Exchanges,
SEBIL, Ministry of
Corporate Affairs
and Other Bodies,
Saroj Kumar Sahoo,
Practicing Company
Secretary an expert
resource person and

Guest of Honour.
Surendra Nath
Mallick, Practicing
Company Secretary,
Bhubaneswar was
another Resource
Person on the oc-
casion and advised
the participants to
invest their surplus
where the money is
safe and the return is
also safe. During his
deliberation he also
highlighted the var-
ious issues happened
recently where the
investors have lost
their money. The
program was attended
by 130 General
Investors, Teaching
and non Teaching
Staffs of the College.
The session was quite
interactive and lively.



Northern India Regional Council

Chandigarh-Panchkula Chapter of Cost Accountants

The Chandigarh-Panchkula Chapter of Cost Ac-

Some eminent professors of various nearby colleges

countants inaugurated the students’ oral classes on 1st
of July 2013 at Hotel G K International. Almost 110
students were present on the said event along with 15
Faculty members. Chairman, CMA Vishal Walia and
Secretary CMA Rahul Garg addressed the students.

Southern India Regional Council

TOHREACH
EW

Bangalore Chapter of Cost
Accountants

The chapter had made elaborate arrangements

for participation in the Udyoga Mela 2013 and
also had set up a stall at the venue on 3rd and 4th
August, 2013. It had given wide publicity about
the profession and an opportunity to counsel large
number of students to take up the CMA course.
The chapter also participated in the inaugural and
valedictory function of Udyoga Mela.

The Hon’ble Union Minister for Petroleum
and Natural Gas, Dr. M. Veerappa Moily, visited the
stall and expressed great appreciation for our par-
ticipation in the Mela. The Managing Committee
members of Bangalore Chapter, CMA B.R. Prab-
hakar, Past Chairman, CMA G.N.Venkataraman,
Past President of the institute and CMA Raju P.
Iyer, Chairman of SIRC, met the Hon’ble Union

also graced the occasion. CMA Vimal Aggarwal was
the chief guest on the occasion and he also shared his
fruitful experiences with the students. Students active-
ly participated in the event and cleared their queries

related to the profession.

Minister and had a cordial discussions with him,
wherein it was indicated that our Institute will
always be in the forefront for participation on
such occasions.The chapter had also organized
a Professional Development meet on ‘Service
Tax — Discussion on Negative List’ which

was presided over by Advocate Shri. Ramesh
Ananthan, on 6th July 2013. There was live
interaction with the speaker from the members
at the end of the lecture. Another meet called
Practitioners’ meet on ‘Karnataka Tax on Entry
of Goods (KTEG)’ by CMA Girish K, Cost
Accountant, organized on 12th July, 2013, and
one on “Transfer Pricing on Specified Domes-
tic Transactions (SDT) and its implications’ by
Shri. K.Chandrashekar, Dy. General Manager
and Company Secretary of M/s. ACE Design-
ers Ltd., was also organized on 20th July 2013.
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Trivandrum Chapter of Cost Accountants

The chapter conducted a rately discussed the stages of
professional development preparation of projects and
programme on 21st July their factors.

2013 on ‘project manage- CMA H. Padmanabhan,
ment, appraisal and evalua- Vice Chairman, SIR C hoist-
tion’. Speaker was CMA B ing the Indian flag on 67th
Ajay Kumar, practicing cost Independence Day of India at
accountant. CMA Joseph Trivandrum chapter of Cost
Louis chairman of the Accountants. Other members,
chapter presided over the students and staff members
function. The speaker elabo-  look on

Hyderabad Chapter of Cost Accountants

chapter also Train the Trainer session was held for the
benefit of its Faculty on 28th July, 2013. About 16
Coaching Faculties participated in the session with
Dr. K.V. Achalapathi, Director, Placement Services,
Osmania University, Prof. D. Obul Reddy, Princi-
) pal, Apollo Institute of Hospital Administration and
o ‘1 Director, Apollo Institute of Health Care Management.
b ~— = The Faculties improved their teaching knowledge by

, THEIN TlTLlTE ICIF fGST ACCOUNTANTS exchanging their ideas/best practices.

y - HvDEHA‘;} mr a0 Act of Parlament) The Chapter also organized a Members’ Meet

AD CH with CMA Dr. A.S. Durga Prasad,Vice President,

CMA Dr. PV.S. Jagan Mohan Rao and CMA D.L.S.
Sreshti, Central Council Members of the Institute on
2nd August, 2013. The Hyderabad Chapter Manag-
A programme on ‘Filing of Annual Account in XBRL”  ing Committee Members, Secretary of SIRC CMA
was organized by the Chapter on 24th July, 2013 CMA  Ch.Venkateswarlu, CMA G.V.S. Subrahmanyam, Past

P. Chandra Sekhara Reddy, Practising Cost Account- Chairman of SIRC, Past President of the Institute
ant gave briefing on the subject. The programme was CMA B.V. Ramana Murty and other 75 Members
attended by around 55 members and 10 students. The participated in the meet.

Western India Regional Council

leprl-Chlnchwad-Akurdl Chapter Practicing Cost Accountant. In the technical session,

of Cost Accountants CMA Adawadklar elaborated in detail on the impor-

tance and methods of Transfer Pricing. The application

The chapter organized a seminar on “Transfer Pricing” . . ) .
of regulations, compliance requirements and penalties

on August 17th 2013. CMA Laxman Pawar, Chair-

were discussed in detail. The session was very interac-
man of the Chapter presided over the function. The

tive. It was well attended by members in practice and
guest speaker was CMA Chandrashekhar Adawadkar, from industry.
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Western India Regional Council

Indore-Dewas Chapter of Cost
Accountants

A seminar on Career Orientation for CMA Profession
was organized the chapter on 21st July 2013. CMA P.
D. Modh, Chairman Oral Coaching of Ahemdabad
Chapter was Guest speaker for the event. He gave “Tips
on Sure Shot Success in First Attempt”.

CMA Sunil Singh, Chairman of the chapter deliv-
ered inaugural address and give presentation on Product
Costing System. CMA Pankaj Raizada,Vice Chair-
man of the chapter answered student queries relating
to industry orientation. Seminar was well attended by
Intermediate Stage and Final Stage Students and it was
covered by local media and almost all leading newspa-
pers gave good coverage to the event.

The chapter also volunteered the organization of a
symposium by Western India Regional Council on “The
New Mechanism of Cost Records and Cost Audit’ on
29th June, 2013 at Hotel Fortune Landmark, Indore.
CMA D.V. Joshi (Past President) was the key note
speaker for the event. He elucidated the entire history
of the institute and cost and management accounting
by way of a power point presentation. Dr. R. K.Verma,
Additional Commissioner - Central Excise, Custom
and Service Tax, was the chief guest for the program.
CMA Sanjay Bhargave, CCM highlighted theme of
the seminar. He emphasized that cost accountants play
vital role in bringing transparency in the affairs of any
industry. CMA Shrenik S. Shah, Chairman of WIRC
delivered the inaugural address. Seminar was well attend-
ed by CFO, Directors and Unit Head of Industries and
academicians from management institute located in and
around Indore. Panel discussion was chaired by CMA
Ashok Nawal, treasurer and ex-chairman of WIR C.
CMA Amit Apte, CCM concluded the panel discussion.
The seminar was covered by local media and almost all
leading newspapers gave good coverage to the event.

Navi Mumbai Chapter of Cost Accountants

The chapter organized a program on the topic Capital
Markets —Terminologies on 21st July, 2013.The speaker
was CMA B. Renganathan, Senior Vice President
Corporate Affairs and Group Company Secretary of
Edelweiss Capital Ltd.

After highlighting the context and importance of

Capital Market, Mr Renganathan explained various
terminologies used in the Capital Market. He also
explained some of the models followed at the time of
issuance of Shares in the Primary Market. Roles and
responsibilities of Merchant Bankers in today’s scenario
were explained too. Importance and roles of SEBI in the
context of Capital Market was explained in a very lucid
manner by the speaker. Program was attended by profes-
sionals and students of various Management School.

Nagpur Chapter of Cost Accountants

The Chapter organized a workshop on ‘Corporate Fund
Raising’ on 20th July, 2013. Eminent speaker, CMA
Chandrashekhar Chincholkar, a qualified Cost Account-
ant and Company Secretary narrated the various modes
and methods of Corporate Fund Raising Including
Equity and Debt Instruments. He also narrated the case
wise fund raised by him for his Indian and multi-na-
tional clients through Indian and foreign institutions.
His deliberation helped the members in practice and in
industry to update their knowledge.

The workshop was chaired by chapter chairman
CMA N.P.Viswanathan, who highlighted the impor-
tance of role played by CMAs in optimal utilization of
scarce resources. He stated that in these days of volatile
market conditions, it was imperative for a Cost Account-
ant to control the cost of raising Corporate Funds. Also
present on the occasion were WIR C Member CMA
G.R. Paliwal,Vice Chairman, CMA S.N. Mahankaliwar,
Secretary, CMA Vivek Chavan, Treasurer CMA Anan
Sahasrebuddhe along with all the Managing Committee
Members. The work shop was well attended by Chapter
Members and members in Industry.
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GOVERNMENT OF WEST BENGAL
DIRECTORATE OF COMMERCIAL TAXES
PROFESSION TAX
Jalasampad Bhaban (North Block), 9" Floor
Sector-1, Block- DF ; SALT LAKE CITY, KOLKATA-700091
Phone; (033) 2334-0279 / 0280

Memo No- 576 / PTHQ Date: 8-8-2013

To

The President

The Institute of Costs Accountants of India
12, Sudder Street

Kolkata- 700016

Subject: Liability to pay Profession Tax for every branch, office or place of work of a firm,
company ete, with effect from 1-4-2013, as per the amended Rule 4(2) of The West
Bengal State Tax on Professions, Trades, Callings and Employments Rules’1979

Sir,

I may draw your kind attention to the fact that the definition of ‘Person’ under section 2(f) of the West
Bengal State Tax on Professions, Trades, Callings and Employments Act’1979 has been amended .w.e.f. 1-4-
2013. Rule 4(2) of the West Bengal State Tax on Professions, Trades, Callings and Employments Rules’1979
has also been amended following the amendment in the Act. By virtue of these amendments, separate
enrolment number is required to be obtained by each branch or office or place of work in West Bengal of any
firm, company, corporation or other corporate body, any society, club or association engaged in any
profession, trade, calling or employment. Profession Tax shall be payable against each enrolment number thus
obtainable / obtained. In accordance with the provision of amended Rule 4(2), the authority of the principal
place of work of such firm, company, corporation or other corporate body, any society, club or association may
apply (in a single Form-II), on behalf of all its branches / offices / place of work in West Bengal, along with an
annexure (appended to Form-II) containing the particulars of the branches or offices or place of work, and
submit the same to the prescribed authority in whose jurisdiction the principal place of work is situated. If the
principal place of work is already enrolled, the same procedure will be followed for enrolment of all other
branches / offices / place of work. The prescribed authority will grant separate enrolment number for each of
the offices or branches or place of work.

In this context, I solicit your help in causing wide awareness of the changes, within your peripheral ambit,
and to arrange for bringing out the relevant portions of the changes in your monthly / periodical
publication(s),so that the legal obligation is properly complied with by all concerned. You may please contact
the under-signed at (033) 2334-0280 or the Public Information Officer, Profession Tax at (033) 2334-0279 or
send email at query.ptax.wb@gmail.com for any additional information in this regard.

Thanking you

L@%} 0, 081 /3

(S.B.Mandal)
dditional Commissioner of Commercial Taxes
Profession Tax, West Bengal

rofession Tax effective from 1-4-2013 along with the copies of
related notifications etc are attached here-with for your kind information
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THE INSTITUTE OF COST ACCOUNTANTS OF INDIA

[STATUTORY BODY UNDER AN ACT OF PARLIAMENT)

EXAMINATION TIME TABLE & PROGRAMME - DECEMBER 2013

FOUNDATION COURSE EXAMINATION
(Multiple Choice Questions - Online Mode)

Day & Date

Time & Session

Foundation Course Examination

To be announced
shortly.

To be announced
shortly.

SYLLABUS 2008
Paper—1 8 2 (100 Marks)

Paper 1 : Organisation and Management
Fundamentals ( 50 Marks )
Paper 2 : Accounting ( 50 Marks)

SYLLABUS 2012
Paper -1 & 2 (100 Marks)

Paper 1 : Fundamentals of Economics

and Management ( 50 Marks )

Paper 2 : Fundamentals of Accounting
(50 Marks)

To be announced
shortly.

To be announced
shortly.

Paper-3 & 4 (100 Marks)

Paper 3 : Economics and Business
Fundamentals ( 50 Marks)

Paper 4 : Business Mathematics and
Statistics Fundamentals ( 50 Marks)

Paper -3 & 4 (100 Marks)

Paper 3 : Fundamentals of Laws &
Ethics ( 50 Marks)

Paper 4 : Fundamentals of Business
Mathematics and Statistics ( 50 Marks)

Examination Fees
Inland Centres

¥ 1000/-
Foundation Course Examination

Overseas Centres Us $ o0

1. The Foundation Examination will be conducted in M. C. Q. Mode through Online only.

2. Total Questions : 100 (Multiple Choice Questions), Maximum Marks : 100 (Each Question will carry 1 Mark). There will be no
negative marking for wrong answers.

3. (a) Students can login to the website www.icmai.in and apply online through payment gateway by using Credit/Debit card.

(b) Application Forms for Foundation Examination is available from Institute’s Headquarters at 12, Sudder Street, Kolkata,
Regional Councils and Chapters of the Institute on payment of 50/~ per form. In case of overseas candidates, forms are available
at Institute’s Headquarters only on payment of US $ 10 per form.

(c) Students can also download the Examination Form from ICAl Website at www.icmai.in.

4, Lastdate for receipt of Examination Application Forms without late fees is 30th September, 2013 and with late fees of ¥300/- is 10th
October, 2013. In case of online Examination Application with payment gateway by using Credit/Debit Card, the late fees of
<300/- will be waived if applied within 10t October, 2013.

5. Examination fees to be paid through Bank Demand Draft of requisite fees drawn in favour of “The Institute of Cost Accountants of
India” and payable at Kolkata.

6. Students may submit their Examination Application Forms along with the fees at ICAl, CMA Bhawan, 12 Sudder Sfreet, Kolkata -
700016 or Regional Offices or Chapter Offices. Any query in this regard may be addressed to Examination Directorate at 12,
Sudder Street, Kolkata - 700016,

7. Examination Centres: Adipur-Kachchh(Gujarat), Agartala, Ahmedabad., Akurdi, Allahabad, Asansol. Aurangabad,

Bangalore, Baroda, Berhampur(Ganjam), Bhilai, Bhilwara, Bhopal, Bhubaneswar, Bilaspur, Bokaro, 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, Kottayam, Lucknow, Ludhiana, Madurai, Mangalore, Mumbai, Mysore,

Nagpur, Naihati, Nasik, Nellore, Neyveli, Noida, Panaji (Goa), Patiala, Patna, Pondicherry, Pune, Rajahmundry,

Ranchi, Rourkela, Salem, Sambalpur, Shillong, Siliguri, Solapur, Srinagar, Surat, Thrissur, Tiruchirapalli, Tirunclveli,

Trivandrum, Udaipur, Vapi, Vashi. Vellore, Vijayawada, Vindhyanagar, Waltair and Overseas Centres at Bahrain,

Dubai and Muscat. (If no examination centre is available at a particular location, examinees will be

accommodated at the nearest Centre available)

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

9. Probable date of publication of result : Foundation - To be informed in due course of time.

A.Das
Director (Examination)
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MANAGEMENT ACCOUNTANCY EXAMINATION TIME TABLE & PROGRAMME — DECEMIBER 2013

10th December, 2013 09.30 A.M | 10th December, 2013 02.00 PM 11th December, 2013 09.30 A.M 11th December, 2013 02.00 PM 12th December, 2013 09.30 A.M

t0 12.30 PM to 05.00 PM t0 12.30 PM to 05.00 PM to 12.30 PM

Management Accountancy Advanced Management Industrial Relations & Personnel Marketing Organisation & Economic Planning & Develop-
Techniques Management Methods ment

Examination fees: Per Group Rs 2500/-

1. (a) Application Form for Management Accountancy Examination is available from
Directorate of Advanced Studies, The Institute of Cost Accountants of India, Hyderabad
Centre of Excellence, Plot No. 35, Financial District, Nanakramguda Village, Serilingampally
Mandal, Gachibowli, Ranga Reddy District, Hyderabad on payment of Rs 50/- per form.
(b) Students can also download the Examination Form from ICAl Website at www.icmai.
in.

2. Last date for receipt of Examination Application Form without late fees is 10th Octo-
ber, 2013 and with late fees of Rs 300/- is 20th October,2013.

3. Examination fees to be paid through Bank Demand Draft of requisite fees drawn in favour
of “The Institute of Cost Accountants of India” and payable at Kolkata.

4. Students may submit their Examination Application Form along with the fees at Directo-
rate of Advanced Studies, The Institute of Cost Accountants of India, Hyderabad Centre of
Excellence, Plot No. 35, Financial District, Nanakramguda Village, Serilingampally Mandal,

Gachibowli, Ranga Reddy District, Hyderabad. Any query in this regard may be addressed

to Directorate of Advanced Studies, Plot No. 35, Financial District, Nanakramguda Village,

Serilingampally Mandal, Gachibowli, Ranga Reddy District, Hyderabad.

5. Examination Centres: Adipur-Kachchh(Gujarat), Agartala, Ahmedabad, Akurdi, Allahabad,
Asansol, Aurangabad, Bangalore, Baroda, Berhampur(Ganjam), Bhilai, Bhilwara, Bhopal,
Bhubaneswar, Bilaspur, Bokaro, 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, Kottayam, Lucknow, Ludhiana, Madurai,
Mangalore, Mumbai, Mysore, Nagpur, Naihati, Nasik, Nellore, Neyveli, Noida, Panaji
(Goa), Patiala, Patna, Pondicherry, Pune, Rajahmundry, Ranchi, Rourkela, Salem, Sambalpur,
Shillong, Siliguri, Solapur, Srinagar, Surat, Thrissur, Tiruchirapalli, Tirunelveli, Trivandrum,
Udaipur, Vapi, Vashi, Vellore, Vijayawada, Vindhyanagar, Waltair and Overseas Centres at
Bahrain, Dubai and Muscat.

6. A candidate who is completing all conditions will only be allowed to appear for exami-
nation.

Dr. P S. S. Murthy
Director (Advanced Studies)

EXAMINATION TIME TABLE & PROGRAMME — DECEMBER 2013

PROGRAMME FOR SYLLABUS 2012 (REVISED)

PROGRAMME FOR SYLLABUS 2008

Intermediate — 2008
9.30 a.m. to 12.30 p.m.

Final — 2008
2.00 PM. to 5.00 PM.

Day, Date & Time

Intermediate — 2012
9.30 A.M. to 12.30 PM.

Final — 2012 — 2.00 p.m. to 5.00 p.m.

Tuesday 10 Dec 2013 Capital Market Analysis &

Corporate Laws

Financial Accounting Corporate Laws and Compliance

Wednesday 11 Dec Financial Accounting

Financial Management & International

Laws, Ethics and Governance Advanced Financial Management

2013 Finance
Thursday 12 Dec 2013 | Commercial & Industrial Law & Auditing | Management Accounting — Strategic . . Business Strategy &
Direct Taxation .
Management Strategic Cost Management
Friday 13 Dec 2013 Applied Direct Taxation Indirect & Direct — Tax Management Cost Accounting &

) . Tax Management & Practice
Financial Management

Saturday 14 Dec 2013 | Cost & Management Accounting

Performance Management

Management Accounting — Enterprise

Operation Management and

. Strategic Performance Management
Information Systems

Sunday 15 Dec 2013

Advanced Financial Accounting & Reporting

Cost & Management Accountancy | Corporate Financial Reporting

Monday 16 Dec 2013 | Operation Management & Information

Systems

Cost Audit & Operational Audit

Indirect Taxation Cost & Management Audit

Tuesday 17 Dec 2013 | Applied Indirect Taxation

Business Valuation Management

Company Accounts and Audit Financial Analysis & Business Valuation

EXAMINATION FEES

Group (s) Final Examination Intermediate Examination
One Group (Inland Centres) 31250/- 31000/~

(Overseas Centres) US $ 100 US $ 90
Two Groups (Inland Centres) 32250/- %1600/-

(Overseas Centres) US $ 100 US $ 90

(a) Students can login to the website www.icmai.in and apply online through payment gateway
by using Credit/Debit card.

(b) Application Forms for Intermediate and Final Examinations are available from Institute's Head-
quarters at 12, Sudder Street, Kolkata, Regional Councils and Chapters of the Institute on payment
of Rs. 50/- per form. In case of overseas candidates, forms are available at Institute’s Headquarters
only on payment of US § 10 per form.

(c) Students can also download the Examination Form from ICAI Website at www.icmai.in.

2. Last date for receipt of Examination Application Forms without late fees is 30th September,
2013 and with late fees of Rs. 300/- is 10th Octaber, 2013. In case of online Examination Applica-
tion with payment gateway by using Credit/Debit Card, the late fees of Rs. 00/- will be waived if
applied within 10th October, 2013.

3. Examination fees to be paid through Bank Demand Draft of requisite fees drawn in favour of “The
Institute of Cost Accountants of India” and payable at Kolkata.

4. Students may submit their Examination Application Forms along with the fees at ICAIl, CMA
Bhawan, 12 Sudder Street, Kolkata — 700016 or Regional Offices or Chapter Offices. Any query in
this regard may be addressed to Examination Directorate at 12, Sudder Street, Kolkata — 700016.
5. Finance Act 2012, involving Assessment Year 2013-2014 will be applicable for the Subjects Ap-

THE MANAGEMENT ACCOUNTANT | SEPTEMBER 2013

plied Direct Taxation, Applied Indirect Taxation and Indirect & Direct Tax Management for Syllabus
2008 and Direct Taxation, Indirect Taxation and Tax Management & Practice for Revised Syllabus
2012 for the purpose of December 2013 term of Examination.

6. Examination Centres: Adipur-Kachchh(Gujarat), Agartala, Ahmedabad, Akurdi, Allahabad, Asan-
sol, Aurangabad, Bangalore, Baroda, Berhampur(Ganjam), Bhilai, Bhilwara, Bhopal, Bhubaneswar,
Bilaspur, Bokaro, 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, Kottayam, Lucknow, Ludhiana, Madurai, Mangalore, Mumbai, Mysore, Nagpur, Nai-
hati, Nasik, Nellore, Neyveli, Noida, Panaji (Goa), Patiala, Patna, Pondicherry, Pune, Rajahmundry,
Ranchi, Rourkela, Salem, Sambalpur, Shillong, Siliguri, Solapur, Srinagar, Surat, Thrissur, Tiruchi-
rapalli, Tirunelveli, Trivandrum, Udaipur, Vapi, Vashi, Vellore, Vijayawada, Vindhyanagar, Waltair and
Overseas Centres at Bahrain, Dubai and Muscat.

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

8. Probable date of publication of result : Inter & Final — 21st February 2014.

A. Das

Director (Examination)
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ADMISSION ANNOUNCEMENT

JoinCMA Course

to Push Your Career and growth

Skywards

The lmstdute of Cost Accountamsof India sa prormier potessonal mditute and
o stalutory body constituted under an A2l of Parliament viz, the Cost gnd Works
Rccountants “Act) 1959 to regulate-and develop tha profession of cost and
A managenient accolntancy In the country. The Institlteis at the forefront for
grooming professionals fo take up the chellanges in the area of corporate
decisinn making. management sccaunting. resadrer management. performance

-

”

management, finamcial reparting and stratagy, valiation manogement sdrossa
wida-spectrum of indisires in the manatactuning, services and other soctors of
Ths ECnnomy.

Freedom to Pursue

& Empioyed persons can join and pursue the course « Option for oral coaching through experienced faculties at four
simultanecusly Regional Councils and selected Chapters across the country
@ Can be pursued along with other full time studies # Option to write the examination in Hindi medium also
# Can be pursued through distance learning mode » An excellent record of campus placement
frem anywhere in India ® Admission open throughout the year,

Eligibility Fees Structure

. FOR APPEARING Foundation Course |Intermediate Course Final Course
SR || eR o | IN EXAMINATION Poital Oral | Tuition | Tuition | Tuition | Tuition
Coaching | Coaching | Fees for | Fees Fees for | | Fees
| 12th Pass Postal | for Oral | Postl | for Oral
Coaching | Couching | Coaching | Coaching
Intermediare | Foundation (pass) |me-:intion[ Mss ) Or (hath thath {hoth (hoth
or Graduate (pass uri Giraduute (pass) groups) | groups) | groups) | groups)

Foundation 1ith Pass

appearing) Rs 4000 | Rs 4,000 [Rs. 16,000 |Hs, 20,000 |Rs. 12,000 [Ks, 17 (00
Practicing Areas lor Cost Accountants

(A) Audit under different statues & avthorizations (B) Certification of various returns / forms prescribed by following
& Cost audit under Companies Act ministries / departments of the Government of India
» Special audit under Central Excise Acl, Service Tax Actand = Ministry of Commerce

Customs Act & Ministry of Consumer Affairs, Food & Public Distribution
# Audit under Value Added Tax Act of State Government & Ministry of Corporate Affairs
& Due diligence audit mandated by Reserve Bank of India & Ministry of Finance
& [nternal audit mandated by SEBE & NSDI ® Ministry of Textiles
» Stock audit concurrent audit of banks # Directorate General of Foreign Trade (DGFT)
# Internal audit of public sector enterprises # Fertilizer Industry Coordination Committes (FICC)

= National Pharmaceutical Pricing Authority (NPPR)
For Prospectus Contact

Western India Reglonal Councll: ‘Southern India Regional Councll:

Rohit Chambars, 4th fioer, Janmabhoomi Marg, Fort, Mumbsi 200001 CMA Bhawan, & Montisth Lane. Eggmora; Channal GOO00E.

P {QZFT} 22043416 223'4 1138 / 22043408 Emall: wircrioml,in Phy: (Ca4) 20558443 7 DEREAIDE Eminil s'u:ﬁlcnm_-’.:rl

Eastern India Reglonal Council: . Morthern india Regional Couneil: . ) .

CMA Bhawan, BE Harish Mukheriss Road, Halkata 700025 CMA Brawarn, 3 instititional Aren, Lodbi fosd, Mew Deibi 110003,

Fh (033) 245534 18/5957 Emait: erc@icmarin P {011) 246158788 /24626678 Email: nirc@icmaiin

You can also contact any of our chapters in almost a 100 cities all over the country.
Pz

" | | The Institute of Cost Accountants of India
o (Statutory body under an Act of Parliament)

=

CMA Bhawan, 12 Sudder Street, Kolkata 700016, Ph: 033-2252 1031/34/35/1602/1492 Fax: 033-2252 7993/ 1026
Dedhi Office: CMA Bhawan, 3 Institutional Area, Lodhi Resd, New Deiti 110003 Ph.: 011-24622156/57/58
Tall-free Nos.: 18003450092, 1800110910 Emall: infed@icmal,in web: www.icmal.in

Behind every successful business decision, there is always a C




