
ccounting profession has yielded a few
sensational news in the recent past.
Bankruptcy of Fortune 500 Company -
Enron Corp., high profile companies
like Merck & Co, Xerox Corp., Adelphia

Communication and last but not least World Com Inc.
has created ripple in the corporate world, reason being
not necessarily recessionary economy. More interest-
ingly, all these have happened in USA, considered to be
the Mecca of highest professional and transparent
accounting. The aggregate of manipulation in above
stated 5 companies is 53 billion US$ (equivalent to
Rs.260 thousand crores approximately!).  

At one end introduction
of Corporate Governance,
mandatory application of well
conceived and stringent
Accounting Standards one
after another and growing
regulatory role of SEBI in
India or SEC in USA and at

the other  end  the colossal  accounting  fraud,   auditor-
auditee collusion and window dressing of accounts
under camouflaged wording of audit report have put the
accounting profession on the cross road of creative vs.
credible accounting. 

What is creative accounting? It is a novel nomencla-
ture used for the concept of maintaining accounts to give
all possible illegal and dubious benefits to the entirety.
Do you want to accept creative accounting ? You may at
best get a quicker promotion in your job or a couple of
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millions increase in the fees as an auditor! Not at all
…..never. Above all reality can be deferred, but it can
never be denied. If we introspect minutely, we would
agree and appreciate that the accounting profession is
growing and glorifying in passage of time by perceptible
improvement of accounting standards and related regu-
lations, consciousness and alertness among the intellec-
tuals and investors fraternity. And this is the reason why
the recent scams have come to lime light so soon, evenif,
maneuvered so shrewdly by so called top notch world
class companies and audit firms.

No theory of accounting standards or related regu-
latory mechanism can ensure true and fair accounts
unless the accountants and the management at the helm
of affairs of the company are committed and sincere on
the issue. Further, the management of the company of
which accounts are true, fair and transparent is in a bet-
ter position to take suitable managerial decision for rem-
edy of past errors as well as future growth.

The author wishes to share a few areas of accounts
which all  associated with accounts of a company either
directly or indirectly - accountants, management, investors,
banks, financial institutions, stock exchanges ,SEBI etc.
should closely monitor. These are very simple to under-
stand but can offer a reasonable level of confidence about
the fidelity and fairness of accounts and efficiency of oper-
ation.

GGRROOWWTTHH  OOFF  SSAALLEESS  VVSS..  EEAARRNNIINNGGSS  ::

There should be some parity
in growth rate between sales
and earnings otherwise it
should be thoroughly ana-
lyzed. It is prudent to com-

pare the top-line growth of an enterprise with that of the
industry in which the enterprise operates. This would
indicate whether the enterprise is outperforming its
competitors or lagging behind. All inter-divisional sales
including sales to associate, parent or subsidiary compa-
nies should be excluded while evaluating the perfor-
mance.

SSAALLEESS  VVSS..  DDEEBBTTOORRSS  ::  
A perpetual monitoring is  necessary between sales

and debtors to find out whether there is any efforts to
push the sales while remaining slack on collection or
allowing more liberal credit terms than warranted. One
should find out the 'Debtors Days' or 'Collection Period'

which represents the average number of days' credit cus-
tomers take before paying off their accounts. The for-
mula for calculation is : Debtors / Sales *365 .

CCAAPPIITTAALLIIZZAATTIIOONN  OOFF  EEXXPPEENNSSEESS  ::  

All major capital expenditures  need to be analyzed
to find out whether they really refer to acquisition of
assets having utility over a period of time or just an effort
to capitalize revenue expenditure. The accounts scandal
in WorldCom Inc. was improper capitalization of expen-
diture to the tune of 3.80 billion US $.

MMAATTCCHHIINNGG  CCOONNCCEEPPTT  ::

Both revenue and related expenditure should be
booked in the same period. For example, income from
annual maintenance contract and expenses for maintain-
ing such service should relate to same period.

DDEEBBTTOORRSS  AANNDD  IINNVVEENNTTOORRYY::

These two items should always
be analyzed with age-wise break-up to
indicate their realizable value.
Debtors outstanding for more than 6
months needs microscopic view since
generally speaking  the longest credit
period allowed in industry is 6
months. Inventory level should be reviewed with respect
to lead time for procurement and manufacturing cycle.
In case  of industry like electronics  telecom etc.  where
the rate of obsolescence is very high due to rapid techni-
cal change, value of inventory should be closely evalu-
ated. 

RREETTUURRNN  OONN  CCAAPPIITTAALL  EEMMPPLLOOYYEEDD::

ROCE is expressed as the profit before interest and
tax (PBIT) as percentage of total capital Employed (CE)
which includes all long term funds i.e. shareholders' funds
plus long term borrowings. This ratio offers a first hand
clue whether the company is able to generate adequate
return to service its debts and offer suitable return to its
shareholders. To have better understanding, ROCE for
last few years of the company as well as that of other
companies in the same industry should be analyzed.

CCAASSHH  FFLLOOWW  SSTTAATTEEMMEENNTT  

“Cash is King" - is the cliché in the modern finance
world. The interesting fact   is  that how much manipula-
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tion or fabrication one may do in
accounts, he can not  hide posi-
tion of cash - which is  the ulti-
mate  source  of   survival  and

growth  of  any organization. Cash Flow Statement is
now a mandatory statement in all  Annual Reports. Of
this  report , the   segment  called  cash flow  from  oper-
ating  activity is the most important one. Cash flow is cal-
culated by adding back net profits of the company non-
cash expenditure like depreciation and amortization of
intangible and deferred revenue expenditure and fol-
lowed by adjustment for movement of working capital
i.e. increase or decrease in debtors, inventory and
debtors. Any mis-match in cash generation vis-à-vis sales
increase or negative cash generation should be the first
and foremost area to be scrutinized to see whether the
business is on the right track. It is the cash management
which can make a company  survive or  bankrupt.

IIMMPPAACCTT  OOFF  CCOONNTTIINNGGEENNTT  LLIIAABBIILLIITTYY::

Contingent liabilities which do not
figure in the Balance Sheet are expressed
in form of a note to the accounts. These
are based more on perception of the
management. Auditors should thoroughly analyze these 

cases and express their frank and candid opinions as
far as possible. Similarly, investors and other external
agencies should go through the same to have a feeling of
extreme scenario in case of worst eventualities.  

The promulgation of Sarbanes - Oxley Act, 2002 in
USA which provides for improvement in quality and
transparency in financial reporting, independent audit and
accounting services for listed companies and increased
corporate responsibilities would definitely influence the
accounting fraternity in other places of the globe including
India. Honestly speaking, India is at par with the interna-
tional accounting community so far as accounting stan-
dards and related regulatory mechanism is concerned.
ICAI is quite pragmatic and proactive for continuous
development of standard of accounts and audit in the
country. Only the commitment to implement is needed.

Lastly, where as an accountant should pledge to per-
form without fear and  favour, the corporate manage-
ment should ensure sound and impartial internal control
system, periodic affirmation of corporate code of con-
duct and increased vigilance by audit committee. Last
but not least, an auditor should not hesitate to qualify the
accounts, if the company is unable or unwilling to prepare
financial statements, which give a true and fair view. ■
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INVITATION FOR ARTICLES 

We invite articles, write-ups and other similar
materials from our professional colleagues and
other experts in the relevant areas for publishing in
the journal. As you are aware, the Institute has
been publishing the monthly Journal `Chartered
Accountant' for more than five decades with an
object of spreading the knowledge on
Accountancy, Auditing, Economics, Law,
Management and allied areas which are relevant
for the members of the profession and others con-
cerned. The Journal continued to focus on devel-
oping the core competencies of the members in
various areas. It also continued to carry articles,
technical developments - both within the Institute
as well as International bodies IASC, IFAC, etc.
The article/write-up submitted for consideration
of publication shoud be of 2500-3500 words. 

We hope that our colleagues and other experts will
come forward to share their expertise and experi-
ence with our readers by preparing the papers in
view of the specific requirements of the account-
ing profession. 

Articles and suggestions may be sent to:

SHRI SHAILENDRA KUMAR TIWARI
Technical Officer, Journal Section, 
CPE Directorate
The Institute of Chartered Accountants of India
Post Box No. 7100,
New Delhi - 110 002.

Phone: 23370055, 23378406(Extn: 452) 

E-mail : EBsecretariat@icai.org 

The authors may sent three hard copies of their
articles/write-ups along with a soft copy (MS
WORD). 

Authors may note that in appreciation of their
contribution to the journal an honorarium will be
paid to them. 
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