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and how much the strength of inflation needs to 
be resolved sooner than later for the benefit of 
the national economy. 

However, the world at large should not be wor-
ried about India’s medium to long-term pros-
pects as the nation’s economic credentials and 
fundamentals are sound and robust. The ‘stag-
flation’ (stagnation and inflation), as so referred 
by RBI, is indeed worrying, but this scenario is 
likely to prevail only for a very short period. De-
spite the recent fall in industrial growth, it may 
not be right to think the economy as a whole is 
slowing down. As per Confederation of Indian 

Industry, corporates have an investment of 
$700 billion in various infrastructure 

projects and the order books of com-
panies now are also much higher 

than the last year. Corporate prof-
itability too has not dropped de-
spite high interest rates. The cor-
porate sector registered a robust 
top line growth at 18 per cent and 
bottom line growth at 26 per cent 

in 2007-08, creating much room 
for capex in 2008. Further, the ser-

vice sector is set to register a growth 
rate of 10 per cent.

India is not a large borrower— $15 billion bor-
rowing for a country with a $1 trillion GDP is not 
much. The country has a strong savings rate of 
34.8 per cent, investment rate of 35.9 per cent 
and incremental capital-output ratio of 4 per cent, 
better than China (4.3 per cent). The country 
also had a strong domestic consumption of 6.7 
per cent of GDP in 2007-08 and strong 20 per 
cent growth in export and foreign exchange re-
serves at over $308 billion. Moreover, as per the 
projections, by 2022, India could be the world's 
largest pool of trained manpower and leaders in 
industry and commerce, accounting for 10 per 
cent of the world trade. These data are enough 
to silence any economic doomsayer.

— Editorial Board

ICAI-Partner in Nation Building

In May 2008, industrial growth came down to 
3.8 per cent as against 10.6 per cent in the 
same month last year, and 6.22 per cent in 
April 2008. This is the slowest pace of indus-
trial growth in last more than six years, which 
has triggered speculations on whether Indian 
economy is slowing down and facing the risk of 
an economic downturn.

What makes the scenario a little more worri-
some is that Standard & Poor’s has said it may 
lower the nation’s credit rating in a big way if the 
economy deteriorates further. A rating down-
grade would indeed be a blow to India. Even 
heading in that direction is not good as 
investors seem to be already panick-
ing about inflation, growth and fis-
cal prospects. Foreign investors, 
who bought a record $17.2 billion 
of Indian stocks last year, seem 
to be fleeing Asia’s third larg-
est economy amid the fastest 
inflation in 13 years and weak-
est economic growth since 2004. 
Further, the global ratings agency 
Fitch has already lowered its outlook 
on India’s local currency debt to “Nega-
tive” from “Stable” citing fears that fiscal def-
icit could rise to 6.5 per cent of GDP as against 
the targeted 2.8 per cent. The negative outlook 
suggests a likely increase in sovereign default 
rate, which may affect the fund flow in the coun-
try leading to rise in the interest rates. Fitch also 
projected Indian economy to grow at the rate of 
only 7.7 per cent and not at a little less than 9 
per cent predicted earlier.

The sharp fall in industrial growth has come 
mainly in the wake of high interest rate. As the 
inflation continues to be in two digits, there is 
a need to continue tighter money policy, and 
therefore, industry is expected to show low 
growth figure for some more time. This double 
trouble of slow industrial growth along and ris-
ing inflation will indeed make monetary policy 
maneuvers of Reserve Bank of India all the 
more difficult in near future. But, the policy di-
lemma facing the RBI as to how much it should 
worry about the slowdown in industrial growth 
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Dear Esteemed Colleagues, 

Our Institute entered the 60th year of its 
glorious existence on July 1, 2008 in style. 

The entire nation took note of our milestone when 
the Hon’ble President of India Mrs. Pratibha De-
visingh Patil and the Hon’ble Vice-President of In-
dia Mr. Hamid Ansari personally wrote laudatory 
messages for us; and the Hon’ble Prime Minister 
Dr. Manmohan Singh himself formally launched 
our Diamond Jubilee celebrations in the day-long 
function at the Vigyan Bhawan, New Delhi. The 
Hon’ble Finance Minister Mr. P. Chidambaram, 
the Hon’ble Union Minister for Corporate Affairs 
Mr. P.C. Gupta, the Hon’ble Deputy Chairman, 
Rajya Sabha, CA. K. Rahman Khan and a host 
of other dignitaries also graced the occasion. Mr. 
Chidambaram released a Special Cover of the 
Department of Post to mark our Diamond Jubi-
lee.

In his thought-provoking and inspiring speech on 
this occasion, the Hon’ble Prime Minister whole-
heartedly acknowledged our services to the na-
tion when he said: “Your Institute has served our 
country with great distinction. I sincerely believe 

that we cannot be satisfied with the status quo 
and I sincerely hope that the best is yet to come 
and that the next 60 years will be still more pro-
ductive, innovative in the service of the people of 
our great country.” He added: “On this happy oc-
casion…it would be most appropriate for Indian 
Chartered Accountants to reaffirm their commit-
ment to the cause of excellence, independence, 
ethical conduct and the highest standards of pro-
fessional integrity.”

The Hon’ble Corporate Affairs Minister was no 
less complimentary when he said: “the Institute 
has been playing a very important role in the 
healthy development and regulation of the pro-
fession. I have no hesitation in asserting that our 
Chartered Accountants are second to none any-
where in the globe.” This is high praise indeed. 
The Hon’ble Finance Minister too acknowledged 
that “the Institute has played a significant role in 
providing policy inputs to the Government in the 
areas of fiscal reforms, financial sector reforms 
and public finance. I thank you for the coopera-
tion and support that you have extended to the 
Government.”

CA. Ved Jain presents a memento to Deputy Chairman of Planning Commis-
sion Mr. Montek Singh Ahluwalia
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The Hon’ble Deputy Chairman of the Rajya Sab-
ha even went so far as to attribute all his suc-
cess to his being a Chartered Accountant. The 
full texts of the speeches delivered at the function 
have been published in this issue of the Journal 
for your perusal. 

The other important event to mark the occasion 
was a special two-day conference on ‘Chartered 
Accountancy Profession in Retrospect & Pros-
pect’, inaugurated on July 2, 2008, which was 
addressed by Deputy Chairman, Planning Com-
mission, Mr. Montek Singh Ahluwalia, Comp-
troller & Auditor General of India Mr. Vinod Rai, 
Member of Parliament CA. C. Ramachandraiah, 
Acting Chairman Competition Commission of In-
dia, Mr. V.K. Dhall, Secretary, Ministry of Corpo-
rate Affairs Mr. Anurag Goel, eminent journalist 
Dileep Padgaonkar and a number of other emi-
nent personalities. A comprehensive report on 
this conference is being published elsewhere in  
this Issue. 

Many similar conferences and programmes were 
organised in other parts of the country as well, 
which were attended by a host of eminent lead-
ers including Karnataka Governor CA. Ramesh-
war Thakur, Haryana Governor Dr. A.R. Kidwai, 
Union Minister for Urban Development Mr. S. 
Jaipal Reddy, Gujarat Chief Minister Mr. Naren-
dra Modi and Union Minister of State for Home 
Mr. Shriprakash Jaiswal.

Besides, a number of social and cultural pro-
grammes were organised across the length and 
breadth of the country to mark the occasion. 
These included tree plantations, health check-
ups, blood donation camps, a marathon run to 
support the cause of environment and a dis-
course on ‘Lifestyle Management using Yoga & 
Meditation’ by Swami Ramdev. We plan to plant 
more than 60,000 saplings over the year in and 
around Delhi itself as part of the Diamond Jubilee 
celebrations. A brief report on some of these pro-
grammes has been published elsewhere in the 
journal. 

I am simply overwhelmed by the sentiments ex-
pressed by our national leaders with regard to our 
profession and, on behalf of the entire CA frater-
nity, I thank them all and assure them that the 
nation will never find us wanting in any area of 
economic or social concern. We have been and 

will continue to be proactive partners in nation 
building.

I also appreciate the great enthusiasm with 
which the members participated in all these pro-
grammes.

Institute’s Museum

I have envisaged a museum of the Institute com-
prising a rare collection of objects of historic and 
heritage value from the point of view of the char-
tered accountancy profession in India. Such a 
museum could serve as a great source of learn-
ing, inspiration and professional pride for all of us. 
I request you to help us bring such a museum in 
existence by donating to us anything worth show-
casing in it. These could be in the form of historic 
press clippings, mementos, photographs, paint-
ings, handicrafts, etc. linked with the profession 
or the Institute. 

Value Added Consultancy Services by Small 
and Medium Practitioners

You will perhaps recall that in my Action Plan I 
had talked about empowering Small and Medium 
Practitioners. I am happy to inform you that the 
first such programme of business assurance and 
consultancy service by Small and Medium Prac-
titioners to Small and Medium Enterprises was 
launched on 12th July 2008.  On the face of it this 
might look to be a small IT initiative but I can as-
sure you that this will go a long way in empow-
ering SMPs in providing value added services 
to SMEs and could in fact be a big professional 
opportunity. I request you to utilise this facility to 
the maximum to expand your professional hori-
zon, capabilities and practice. Many similar pro-
grammes are in the pipeline and will be launched 
soon.

MoU with ISACA

In yet another major capacity and credibility en-
hancing initiative for members associated with 
Information Systems Audit, we have finalised an 
agreement with Information Systems Audit and 
Control Association (ISACA), which, as you know, 
is the world’s leading association serving IS Audit 
Professionals. Under this agreement, our mem-
bers will be able to freely access and make use 
of internationally accepted standards, guidelines 
and procedures of ISACA. It will not only bring 
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increased global acceptability of our DISA quali-
fication in carrying out IS Audits but also facilitate 
active participation of our members in further re-
search being conducted by ISACA for develop-
ment of IS Audit standards. The Indian Corporate 
Sector will also benefit by having a framework 
within which IS Audits will be carried out by the 
professionals. I have no doubt that this initiative 
will further boost our brand image and value.

Examination Results — Women Students 
Forging Ahead

It should be highly satisfying for all of us that the 
results of the latest CA Final Examination (May 
2008) and Common Proficiency Test (June, 2008) 
have not only been encouraging but have also 
set some welcome trends. I heartily congratulate 
all those who have passed the examinations. My 
special compliments to the rank holders. As many 
as 2,645 (25%) students out of a total of 10,580 
students, who appeared for both the Groups of the 
Final Examination, passed while 6,444 (36.71%) 
of 17,552 students cleared Group I and 5,290 
(28.81%) of 18,685 candidates passed Group II. 

The percentage of women students over the pe-
riod is also increasing. As against the present 
strength of 21,038 (14.47%) women members out 
of a total of 1,45,378 members, women students 
comprised 2,767 (26%) of 10,580 students who 
appeared for both Groups. The pass percent-
age of women students has also been better – 
27.57% as against 24.09% of their male counter-
parts. Out of the first five positions, three (2nd, 3rd 
and 4th) have been bagged by women students. 
My heartiest congratulations to them again.

In the CPT, 28,751 (37.81%) students of a total 
76,026 students have passed the examination. 
Here again, not only has there been an increase in 
the number of girls opting for CA course – 25,807 
(34%) of total 76,026, but they have also outper-
formed boys with a pass percentage of 41.37% 
compared to 36% of the boys. On a broader 
scale, you will find it heartening to note that within 
a period of about 22 months since 14th September 
2006 when the CPT was introduced, more than 3 
lakh students have opted for CA Course, out of 
which more than 1.2 lakh have passed the CPT 
examination. Thus, there has been more than 
a three-fold increase in the number of students  

enrolling for articleship as compared to the  
average during the year 2001-2005. 

Steps for Welfare of Members and Students

In another major development coinciding with our 
Diamond Jubilee celebrations, we have decided 
to extend further benefits to the beneficiaries of 
the Chartered Accountants Benevolent Fund 
(CABF). An ex gratia payment of Rs. 1 lakh shall 
be given to the legal heir of a member in case of 
unnatural/premature death below the age of 45 
years. It has also been decided to provide finan-
cial assistance to the tune of Rs. 1 lakh towards 
medical treatment of specified ailments. Further, 
the rate of monthly assistance which is at present 
Rs.3000-Rs.4,500 per month has been increased 
to Rs.4000-Rs.5,500 per month. A similar benev-
olent fund is being set up for CA students and 
I hope that we shall be able to raise a substan-
tial corpus in the CA Students Benevolent Fund 
to provide benefits to CA students on the above 
lines.

As I conclude, I am reminded of an inspiration-
al anecdote involving the great Italian Renais-
sance painter Michelangelo. Once, while paint-
ing frescos in the Sistine Chapel, he was lying 
on his back in a posture that caused pain on a 
high scaffold, carefully outlining a figure in an 
obscure corner of a ceiling. A friend asked him 
why he was taking such pains with a figure, which 
could hardly be seen by anyone. “After all”, said 
the friend, “who will know whether it is perfect or 
not?” The artist replied, “I will”. This illustrates 
the attitude of a dedicated perfectionist, which is 
worth taking note of, particularly when we are cel-
ebrating the 60th year of our professional excel-
lence and service to the nation. In this landmark 
year, let’s resolve to proactively pursue perfection 
with dedication and to be satisfied with nothing 
less. We cannot expect the world to be perfect, 
but we need to look inwards and exact the best 
from ourselves. Only thus can we justify the many 
bouquets and compliments that our leaders have  
given us. 

     

CA. Ved Jain
New Delhi, July 22, 2008



READERS WRITE

AUGUST  2008                         THE CHARTERED ACCOUNTANT230

R
E

A
D

E
R

S
 

W
R

IT
E

Write to the Editor
‘Information is Power’ and our ever-

evolving profession needs more and 
more of that today than ever before. Do 
you have any relevant points to make, 
experiences to share, and views to sp- 
read among the CA fraternity? If yes, 
e-mail us at eboard@icai.org/nadeem@
icai.org or write to: The Editor, The Jou- 
rnal Section, ICAI Bhawan, C-1, Sector 1, 
Noida (U.P.) 201 301.

- Editor 

A Commemorative Issue
The July 2008 issue of the Journal was ex-
tremely informative. It presented many less-
er known facts about our profession and the 
Institute too. The messages from the great 
leaders were really thought provoking. I wish 
this Journal continues to share more of such 
information in future also.

- CA. Arvind Varaganti

The July 2008 issue was all about the past 
and present of the Institute, and about the 
CA profession. All the features, particularly 

‘Glorious History of ICAI – The 
Timeline’, ‘What the Leaders 
Said’ and ‘Window to the Past’ 
that carried rare photographs, 
were significant and very inter-
esting. The ICAI-President’s 
message effectively presented 
the vision of ICAI and the CA 
profession. I congratulate the In-
stitute for bringing out this issue 
that is worth preserving.

- CA. Ravi Shanker, Allahabad

Enterprising ICAI Needs to be Congratu-
lated
ICAI is doing a great job. I appreciate its ef-
forts for starting lectures on Gyandarshan 
channel for CPT students. I also thank ICAI 
for taking such great initiatives and offer my 
best wishes. Since many students are still 
unaware of this noble and enterprising step 
of ICAI, I feel the lectures for CPT and other 
such programmes should be more popular-
ised through advertisements etc. 

- CA. Lokesh Khadaria, Surat

I congratulate the Institute for celebrating its 
Diamond Jubilee year and for other initiatives 
including arranging International Residential 
Refresher Course at Bangkok, launching ITT 
computer course, CPT certification course, 
PCO crash courses, inauguration of WICASA 
of VASA branch and conducting PCC classes.

- Ajay Dogra, CA student, Ambala Cantt.

Praiseworthy Contents
The June 2008 issue of the Journal was quite 
informative as usual. The article, ‘Japanese 
SOX – An Emerging Opportunity for CAs’, 
was worth reading. However, I would re-
quest you to address and include more such 
contemporary issues. A separate article on 

‘Taming the Inflation’ could have been more 
satisfying. 

 - CA. Ashish Gogia

I have always found the Journal informative 
and helpful. The June 2008 issue of the Jour-
nal was praiseworthy. As student, I have been 
benefited by the information quotient of its legal 
updates and articles. I recently appreciated the 
article ‘Determination of Arm's Length Price’ in 
the May 2008 issue. I am happy to see the con-
tinuous improvement in the contents and style 
of the Journal.

- Ravi Mansaka, CA Student

The article on ‘Corporate Environment Man-
agement’ in the June 2008 issue emphasised 
the need of the hour. It brings to light the need 
to ensure a clean and green environment. It is 
gratifying to know that Chartered Accountants 
can play a vital role in advising their clients on 
environmental issues. Solving the Crossword 
at the end of the Journal always becomes a 
challenge and Smile Please does regale us 
with its selection! Kudos to the Institute for or-
ganising intensive training programmes! 

- CA. Arijit Chakraborty, Kolkata

E-learning Portal is Helpful
I am extremely excited to know that our In-
stitute has taken an initiative to launch an 
e-learning portal ‘ICAI-Online’ to satisfy the 
needs of our e-generation. It is heartening to 
note that ICAI is proactively working as a veri-
table partner in nation building.

- CA. Sahil P Shah, Ahmedabad 

Revive the DjVu format
Earlier the Journal was available in DjVu for-
mat, which was very user-friendly. Now this 
format has been discontinued. Can the ICAI 
continue with the previous format? 

- Riten Gosar
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Members
 Diamond Jubilee celebrations of the ICAI 

have started from July 1, 2008 across India 
and world through its network of branches 
and chapters. 

 Guidelines for training of Articled Assis-
tants outside India have been issued. 

 Campus Placement Programme for the 
newly qualified CAs will be held in August-
September 2008.

Students
 All students who have passed PE-II are 

permitted to appear in the final examina-
tion, irrespective of whether they have 
been registered under Final (Old) syl-
labus or (New) syllabus, provided they 
have completed the practical training 
as is required for admission as member 

or are serving the last twelve months of 
articled training on the first day of the 
month in which the final examination is 
scheduled to be held and complied with 
other eligibility conditions(s).

 Council of the Institute has decided 
to hold two more Professional Educa-
tion (Examination-II) in November 2008 
and May 2009 as well, in order to miti-
gate the hardship being faced by the  
students.

 6th National Convention for CA Students 
to be held on 23rd-24th August 2008 at Kol-
kata. 

 Verification fee of answer books of the CA 
Examinations has been revised. The re-
vised verification fee will be Rs. 100/- per 
paper, subject to a maximum of Rs. 400/- 
effective from May 2008 Examinations.

3 Months Residential Programme on Professional Skills Development
(General Management, Personality Development and Communication Skills)

After the successful completion of first three months’ residential programme on Professional Skills De-
velopment for CA students, the ICAI has decided to conduct second programme. The course duration to 
be considered as part of Articled Training. Special Campus interview for participants of the programme 
will be held. The programme is scheduled to start from August 11, 2008. The programme would be 
completely residential in the campus of the National Institute of Financial Management, Faridabad. The 
Course Fee will be Rs. 48,000 per participant after subsidy from ICAI. For more details visit ICAI website 
www.icai.org or contact Mr. S. Suneja at 9810938177 or email at ssuneja@icai.org.

ICAI NEWS

The Special Cover of Department of Post released by Finance Minister Mr. P. Chidambaram on July 1, 2008 
in New Delhi to commemorate Diamond Jubilee of Institute of Chartered Accountants of India

Special Cover of Department of Post Released to Commemorate Diamond Jubilee of ICAI
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“We are extremely honoured that on the occasion 
of the Diamond Jubilee celebrations of the Insti-
tute of Chartered Accountants of India, we are 
blessed with the august presence of the Hon’ble 

A Report on the Function to Launch 
Diamond Jubilee Celebrations of ICAI

(From L to R) ICAI President CA. Ved Jain, Union Minister of Corporate Affairs Mr. Prem Chand Gupta, Prime Minister of India  
Dr. Manmohan Singh, Deputy Chairman of Rajya Sabha CA. K. Rahman Khan and ICAI Vice President CA. Uttam Prakash Agarwal at the 
launch of ICAI’s Diamond Jubilee celebrations at Vigyan Bhawan, New Delhi on July 1, 2008.

ICAI President CA. Ved Jain  
addresses the gathering

The Diamond Jubilee celebrations of ICAI were formally inaugurated 
by Prime Minister of India Dr. Manmohan Singh on CA Day on 1st 
July 2008 at Vigyan Bhawan, New Delhi in the presence of Union 
Minister of Corporate Affairs Mr. Prem Chand Gupta, Deputy 
Chairman of Rajya Sabha CA. K. Rahman Khan and a large number 
of members and students of ICAI. Following is the text of address by 
ICAI President CA. Ved Jain given on this occasion. 

Prime Minister. Friends, we all know Hon’ble 
Prime Minister as a well renowned economist, 
a man of few words, a man who has with his 
unique zeal and meticulous planning, catapulted 
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India into one of the fastest growing economies of 
the world; A man who is selfless, is a thinker, is a 
doer, is a leader and a man who inspires one and 
all. A man who has only one mission; to take India 
forward; to make every Indian - a proud Indian.  
Hon’ble Prime Minister, you are an ideal for many 
many of us and we are overwhelmed with your 
presence and we heartily welcome you.

We are also delighted to have the august pres-
ence of Hon’ble Minister of Corporate Affairs, 
Shri P.C. Gupta ji. A dynamic minister, the one 
who has been able to bridge the gap between 
the corporate sector and the Government by 
making and implementing a revolutionary pro-
gramme MCA-21, the biggest e-Governance 
programme in the country.  We heartily welcome 
you, Sir.

We are especially delighted to have with us 
Hon’ble Deputy Chairman of the Rajya Sabha 
Shri Rahman Khan ji. We are proud to have you 
with us – a distinguished humble man, holding 
such a high office – a qualified Chartered Ac-
countant – a member of our Institute.   This goes 
on to prove that today Chartered Accountants are 
and can be, in any important position, be it in pri-
vate sector or Government.  

Hon’ble Prime Minister, our Institute is the single 
largest educational institute in the country. We 
have, during the last 60 years, produced 1,45,000 
brilliant Chartered Accountants and today, we 
have more than 3,50,000 young men & women 
registered with us as students, who are aspiring 
to be Chartered Accountants of tomorrow. We 
are, therefore, a family of 5,00,000 members.  

“Hon’ble Prime Minister Sir, today on 
our Diamond Jubilee day, we commit 
ourselves to provide the  best of 
accounting education and rededicate 
ourselves to give transparent and 
truthful accounting, audit and 
governance service to the industry 
and the Nation. On this historic and 
momentous day, each one of our 
500,000 fraternity, commit to uphold the 
best of our declared norms as listed in 
our charter.”

Sir, our educational curriculum is one of the best 
in the world, the most cost effective and available 
to all strata of society across India.  Our account-
ing and professional norms are well integrated 
with the global norms of accounting, auditing and 
governance. 

Sir, the spectacular growth of Indian economy 
has led to enormous increase in the demand of 
qualified chartered accountants and accounting 
professionals, and the Institute of Chartered Ac-
countants of India, with the support and under the 
guidance of Ministry of Corporate Affairs is doing 
its best to meet  this requirement. Today, Indian 
Chartered accountants are much in demand in 
India and globally, and more than 10,000 char-
tered accountants are working in different parts 
of the world. 

Sir, apart from accounting and auditing, we at 
the Institute of Chartered Accountants of India, 
understanding our social responsibility, are fully 
committed to take up the social aspects as well.  

We have a Committee on Government Account-
ing and on Public Finance to study and make 
policy suggestions for improvement in public fi-
nances at Central and State Governments. Our 
Institute is working with different Ministries of the 
Central and State Governments, sector specific 
regulators and we are providing policy inputs and 
assistance in resource mobilisation, manage-
ment of public expenditure, implementation of 
economic reforms, e-governance, simplification 
and rationalisation of taxes. 

Hon’ble Prime Minister Sir, today on our Diamond 
Jubilee day, we commit ourselves to provide the 
best of accounting education and re-dedicate our-
selves to give transparent and truthful account-
ing, audit and governance service to the industry 
and the Nation. On this historic and momentous 
day, each one of our 500,000 fraternity, commit to 
uphold the best of our declared norms as listed 
in our charter and we shall continue to support 
the Government and be a helping hand in your 
dream and vision to make India an economically 
and socially strong and proud Nation. 

Hon’ble Prime Minister Sir, we are blessed with 
your presence and we whole-heartedly welcome 
you. I request you all to please join me in welcom-
ing the Hon’ble Prime Minister.

Jai Hind!”
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“I am truly delighted to be here at this inaugural 
function of the Diamond Jubilee Celebrations of the 
Institute of Chartered Accountants of India. I wish all 
the members, past and present, and students of the 
ICAI every success on this very auspicious and happy 
occasion. I compliment you for the high standards 
of professionalism that you have come to be known 
for. An Indian chartered accountant is recognised 
worldwide as being among the best and the brightest 
in the profession.

Your Institute has served our country with great 
distinction. But I sincerely believe that we cannot be 
satisfied with the status quo and I sincerely hope that 
the best is yet to come. Another 60 years will be still 
more productive, innovative in the service of the people 
of our great country.

The Institute of Chartered Accountants of India 
has been at the forefront in the development of our 
accounting profession. The impressive growth in your 
membership, from 1700 members in 1949 to over 1.5 
lacs today, bears testimony to the growing demand for 
your services, both at home and abroad. Yours is one 
of the premier accounting bodies in the world today 
and this is a matter of great pride for all of us.

Indian Chartered Accountants have truly earned 
a name and fame for themselves like so many 
of our professional workers. Indeed, long before 
Indian business was ready to face the challenge of 
globalisation and benchmark our businesses against 
global best standards, our professionals were excelling 
themselves.

Like our engineers, doctors, scientists, technologists 
and other professionals, our chartered accountants 
too faced global competition and to their credit they 
stood their ground. It is for this reason that today they 
are able to face the heat of that competition at home 

ICAI Has Served Our Country With Great Distinction: 
Prime Minister Dr. Manmohan Singh

The Diamond Jubilee celebrations of ICAI were formally 
inaugurated by Prime Minister of India Dr. Manmohan 
Singh on CA Day on 1st July 2008 at a function at Vigyan 
Bhawan, New Delhi. Following is the text of speech 
delivered by him on the occasion.

Prime Minister of India Dr. Manmohan Singh 
speaks on the occasion of launch of ICAI 

Diamond Jubilee celebrations

as well as abroad. Indian Chartered Accountant firms, 
I believe, should expand their operations outside India 
and seek global opportunities and challenges that I 
believe is the destiny of our great country.

The role of the accounting profession is critical in 
lending credibility to the financial market transactions. 
Market participants, investors and shareholders look 
up to you for high quality information, which ensures 
market discipline and fosters confidence of various 
stakeholders. It is your responsibility to ensure that 
our corporate entities do indeed conform to high 
governance standards.

In the public discourse on governance, I do not 
find adequate attention being given to corporate 
governance. Unless Indian firms come to be 
recognised world wide for good corporate governance, 
they will not be able to compete globally in an 
increasingly interdependent integrated world. In the 
era of protectionism, few bothered about corporate 
governance and transparency in accounting and 
in management. Such laxity, however, is no longer 
possible. Shareholder democracy has come to stay 
and you are the watchdogs of this new corporate 
world of immense challenges but also of immense 
opportunities.

The dynamism of a globalised capital market and the 
emergence of a knowledge based economy and society 
have posed major challenges for accurate and speedy 
financial reporting. I am, therefore, happy to learn that 
your Institute has faced these challenges by creating 
a large base of high class Chartered Accountants, and 
developing high quality financial reporting standards.

Ladies and gentlemen, I commend the Institute’s 
commitment to the convergence of accounting, 
auditing and ethical standards with international best 
practices and improving corporate governance. I urge 
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you to continue to benchmark yourselves against the 
best available global practices. We cannot be satisfied 
with the chalta-hai attitude if we have to satisfy the 
ambitions of our growing work force for a fast expanding 
economy and a polity with tremendous opportunities 
on the horizon.

India has made a mark in the services sector and 
must, therefore, acquire the very top slot and top spot 
in terms of excellence, professionalism, speed, quality 
and predictability of service and, above all, reliability 
and integrity of service providers. I would like to see 
the day when the world looks up to Indian professionals 
in every field of modern professional work. I would 
believe that is the destiny of our great nation.

Ladies and gentlemen; I am happy to note that the 
Ministry of Corporate Affairs has taken the initiative to 
amend the Chartered Accountants Act, 1949 to enable 
your Institute to strengthen its professional standing. 
A law on limited liability partnership is on the anvil. 
This would help in the consolidation and growth of 
small firms and promote multi-disciplinary practices 
in line with evolving global trends. The e-governance 
initiative of MCA-21, for user-friendly regulation and 
compliance management is a revolutionary step for 
effective administration of the Companies Act and I 
congratulate my esteemed colleague Shri Prem Chand 
Gupta for having presided over the Ministry at this very 
innovative phase of its function.

Our government would greatly welcome your 
suggestions and suggestions from the Institute 
membership on ways and means to introduce greater 
transparency and accountability in financial accounting 
and reporting systems of the government at all levels.

We have placed great emphasis on the devolution of 
financial and administrative powers to the Panchayat 
Raj Institutions. This will impart local ownership to 
development schemes and encourage transparency 
and accountability. A proper accounting system for 
funds received and spent by Panchayat Raj Institutions 
will be critical to making this innovative experiment 
in decentralisation a success. With the presence of 
Chartered Accountants even in the remotest parts of 

“Your institute has served our country 
with great distinction. I sincerely 
believe that we cannot be satisfied 
with the status quo and I sincerely 
hope that the best is yet to come. 
Another 60 years will be still more 
productive, innovative in the service of 
the people of our great country.”

our country, you can also facilitate financial inclusion 
and access to finance for the rural poor through micro 
finance and other innovative measures.

I believe the Institute should also focus its attention on 
creating a second tier of accounting qualification which 
could meet the emerging demand for skilled accounting 
personnel in the growing rural economy and in small 
and medium sectors. I congratulate the Ministry of 
Corporate Affairs for having taken lead in making this 
happen.

I am happy to note that your Institute has taken a number 
of steps to develop the profession of accountability in 
other countries where the profession is in its infancy. 
These initiatives should be further intensified so that 
the benefit of expertise of the accounting profession in 
India is available to other developing countries across 
the world.

Technical excellence and adherence to high ethical 
standards are essential conditions for growth and 
development of any profession. Your Institute has 
been pro-active in aligning its educational curriculum 
with a changing business environment. I am glad that 
you have made continuous professional education 
mandatory for your members that is, as it should be 
in this fast changing world. Ethical standards for the 
profession in India should be no less stringent than 
existing international standards found elsewhere. 
There should not be any laxity in enforcing these 
rigorous standards.

Ladies and gentlemen, on this happy occasion of the 
inauguration of the Diamond Jubilee celebrations of the 
ICAI, it would be most appropriate for Indian Chartered 
Accountants to reaffirm their commitment to the cause 
of excellence, independence, ethical conduct and 
highest standards of professional integrity. I once again 
congratulate the Institute of Chartered Accountants of 
India and all of you on this occasion. The Institute, as 
I said, has served our country with great distinction in 
the last 60 years and I sincerely hope and pray that the 
best is yet to come. I wish the Institute and all those 
connected with it all success in your endeavour to 
scale greater heights of excellence and commitment 
to our national goals and ideals.  I thank you”.

“I urge you to continue to benchmark 
yourselves against the best available 
global practices. We cannot be 
satisfied with the chalta hai attitude if 
we have to satisfy the ambitions of our 
glowing workforce for a fast expanding 
economy and a polity with tremendous 
opportunities on the horizon.” 
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“At the outset, I wish you all a very happy Chartered 
Accountants Day. I also happily join you in Diamond 
Jubilee celebrations. Ladies and gentlemen, during 
the last four years, it has been my privilege, as the 
Minister for Corporate Affairs, to be part of various 
initiatives and achievements of ICAI. The Institute 
has been playing a very important role in the healthy 
development and regulation of the profession of 
chartered accountancy in the country. I have no 
hesitation in asserting that our Chartered Accountants 
are second to none anywhere in the globe.

Friends, thanks to the visionary leadership of our 
Prime Minister Dr. Manmohan Singh that we are 
today one of the fastest growing economies in the 
world. It is he, who as Finance Minister in early 
nineties, chartered an entirely new path for country’s 
economic development. He did this with rare foresight 
and finesse, at a time when the country seemed to be 
on the brink of economic disaster. 

His stewardship as Prime Minister has given to India 
a status and standing in the international community, 
it never enjoyed before. The world has acclaimed 
the country’s transformation into a rapidly growing 
modern economy, at the same time managing the 
complex problems of poverty and social inequality, 
meaningfully. His commitment to inclusive growth 
has led to a large number of new initiatives, focusing 
on the needs and aspirations of the common man as 
also on bridging regional disparities. His vision on the 
new global order has inspired respect and support for 
him and for the country. 

Creation of an independent Ministry of Company 

Our Chartered Accountants are Second to 
None Anywhere in the Globe: P.C Gupta

ICAI President CA. Ved Jain presents a memento to Union Minister for 
Corporate Affairs Mr. Prem Chand Gupta on the occasion of the launch 
of ICAI Diamond Jubilee celebrations at Vigyan Bhawan, New Delhi on 
July 1, 2008.

Following is the full text of the speech of Hon’ble Union 
Minister for Corporate Affairs Mr. Prem Chand Gupta 
delivered on the occasion of the launch of Diamond Jubilee 
celebrations of ICAI at Vigyan Bhawan, New Delhi on 1st July 
2008.

Union Minister for Corporate 
Affairs Mr. Prem Chand Gupta 

addresses the gathering.

Affairs was one of the early steps taken by the 
Hon’ble Prime Minister. I count myself as fortunate 
that he reposed his confidence in me to lead this 
Ministry. Sir, it gives me immense happiness today 
to report that the Ministry, renamed as the Ministry of 
Corporate Affairs, has been able to deliver in line with 
your vision. A silent revolution, at times unnoticed, 
is sweeping the corporate landscape of the country. 
The amendments to the Chartered Accountants Act 
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1949 has enabled ICAI, whose Diamond Jubilee 
we celebrate today, to function far more effectively. 
Similar amendments to Cost & Works Accountants 
Act, 1959 and Company Secretaries Act, 1980 have 
led to palpable improvements in the functioning of 
these institutes. The Limited Liability Partnership Bill 
is ready for consideration in the Monsoon session of 
Parliament. You have been waiting for this for last 
three decades, sir. We sincerely hope that the long 
wait shall now be over and the power of this new 
corporate structure would soon be available to the 
business, entrepreneurs and professionals alike. On 
the other hand, it has taken little too long to complete 
the process of drafting and legal vetting of the new 
Companies Bill. We are completing the process very 
soon.

The Accounting Standards have been notified, and 
we are now moving towards convergence with the 
International Financial Reporting Standards by the 
year 2011.

The Ministry of Corporate Affairs has also been at 
the forefront of the e-Governance initiatives of the 
Government. The MCA-21 pilot project for Delhi was 
launched by the Hon’ble Prime Minister from this very 
place on 18th of March, 2006. As this august gathering 
is aware, MCA-21 has been the most successful 
initiative so far under the National e-Governance 
initiative of the Government. We are already planning 
for the next-generation MCA-21 programme.

We have also drawn great inspiration from the 
emphasis laid by you sir on institutional reforms and 
knowledge infrastructure. A unique institution, named 
the Indian Institute of Corporate Affairs is being 
established to strengthen the knowledge infrastructure 
in the field of corporate affairs. At present there is a 
no institutional mechanism for holistic treatment of all 
issues, laws and disciplines, which impact effective 
functioning of corporates. IICA would meet this felt 
need, synergising the disciplines involved presently 
in courses for MBA, Chartered Accountancy, 

“I would like to call upon the 
accounting professionals to seize 
the opportunities unleashed by the 
economic liberalisation, globalisation 
and information technology while 
preserving and promoting the 
integrity and trustworthiness of their 
profession”

Company Secretariship etc. The institute would 
work autonomously in close partnership with the 
corporates, professional and national/international 
institutes of eminence, with minimal involvement of 
Government in governance and management. It 
would focus on supporting entrepreneurs and small/
medium enterprises, thereby assisting in employment 
generation besides economic growth. IICA would act 
as a think tank, capacity building and service delivery 
institution for the ministry. 

Our trade and industry is very positive about this 
initiative of the Ministry and domestic as well as 
international institutions of repute such as IIT 
Kharagpur, CII, Evian Group, Carnegie Mellon 
University and George Washington University Law 
School USA have shown keen interest in working 
together with the IICA.

Friends, we strongly believe that for the progress 
and development of any profession, freedom and 
autonomy coupled with accountability is essential. 
It is in this direction that we undertook amendments 
in the Chartered Accountants Act, 1949, and 
completed the process in the year 2006. I believe 
that the amendments so made will enable the ICAI to 
restructure the profession of chartered accountancy 
in the desired manner and in the best interest of 
the nation. Among other things, these amendments 
would enable the Chartered Accountants to form 
multidisciplinary firms, which will help them face 
global competition more effectively. The Limited 
Liability Partnership form will be better suited for such 
multidisciplinary practices.

Today, trade and industry, particularly in small and 
medium sector, is facing acute shortage of qualified 
accountants. In order to address this problem we 
have been working for introduction of a second tier 
qualification enabling certification of a sizeable number 
of professionals as Accounting Technicians. This will 
serve twin purposes of providing new opportunities 
of gainful employment to lakhs of our young boys 
and girls while fulfilling the need of businesses. I 
would compliment the Institute, and its President in 
particular, for immediately responding to the call of 
the Government of this important issue. The course is 
likely to be available within couple of months. 

While concluding my address, I would like to call upon 
the accounting professionals to seize the opportunities 
unleashed by the economic liberalisation, globalisation 
and information technology while preserving and 
promoting the integrity and trustworthiness of their 
profession. With these words, I once again wish you 
the very best on this memorable occasion. 

Thank You and Jai Hind.”
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“I am extremely happy and privileged to be here as 
a Chartered Accountant who has been a humble 
member of this illustrious profession for last 44 years. 
The values and virtues of a professional and of a 
citizen that I have learnt while being a student and later 
on as a member of the Institute have always guided 
me in my public and professional life. Whatever I am 
today it is because I am a Chartered Accountant. I 
salute my profession.  

Looking back, the profession of Chartered Accountants 
has grown in India to become one of the most prominent 
worldwide. It is a profession in public interest - an integral 
part of the Indian economy, and indeed indispensable. 
The Chartered Accountants guide the policies, 
strategies and growth of the corporate sector and help 
the regulators in discharge of their functions in public 
interest.  It is one of the most sought after profession, and 
a qualification, which is within the reach of the students  
in the remotest part of the country and those in the 
economically weaker sections of the society.  

Whatever I am Today It is Because I am a 
Chartered Accountant: K. Rahman Khan

Following is the Speech for Hon’ble Deputy Chairman,  
Rajya Sabha CA. K. Rahman Khan delivered on the occasion 
of CA Day and inauguration of Diamond Jubilee celebrations 

of ICAI at Vigyan Bhawan, New Delhi on 1st July, 2008.

Deputy Chairman of Rajya Sabha 
CA. K. Rahman Khan addresses 

the gathering

The inaugural session of the 
function to launch Diamond 
Jubilee celebrations ended 
with the Vote of Thanks by 
ICAI Vice President CA. Ut-
tam Prakash Agarwal who 
thanked the Hon’ble Prime 
minister for inaugurating the 
Diamond Jubilee Celebra-
tions. Thanking the Hon’ble 
Prime Minister, he stated 

that he is truly regarded as “Architect of Modern India” for 

Hon’ble Prime Minister Sir, after having been in public 
life for years, I envision a much larger role for the 
profession of Chartered Accountants in development 
of Indian economy in the times to come. As an architect 
of modern Indian economy, you have always been 
concerned in taking the benefits of economic reforms 
to the poorest of the poor. Proper accounting and 
accountability of the public finances is a major issue. 
Need for greater financial discipline, and focus on 
outputs and outcomes in programme implementation 
and in the public service delivery mechanism has been 
long felt. The profession of Chartered Accountancy 
can play an important role in supporting Government 
of India’s initiatives in this direction.  

I congratulate the Institute of Chartered Accountants 
of India for attaining this milestone with excellence 
and wish the Institute, fellow members and students 
every success in their future endeavors for scaling 
new heights and many more years of valuable service 
to the nation. Thank You.” 

spurring economic growth, and pledged to strive for the 
cause of the society. He stated that the vision given by 
Dr. Manmohan Singh would be the guiding principle for 
the profession and assured that the Institute would follow 
the same. He gave assurance that the fraternity of char-
tered accountants will take steps and initiatives to further 
enhance the level and quality of service to the various 
segments of the Society. Thanking the Hon’ble Ministry of 
Corporate Affairs, he termed it as ‘friend, philosopher and 
guide to profession’. He also requested indulgence by the 
Hon’ble Deputy Chairman, Rajya Sabha, CA. K. Rahman 
Khan with the CA fraternity for all times to come. q
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Union Finance Minister Mr. P Chidambaram was the Chief Guest at the second session 
of the function held at Vigyan Bhawan, New Delhi on July 1, 2008 to launch the Diamond 
Jubilee celebrations of the ICAI. He released a Special Cover of Department of Post to 

commemorate the occasion. Following is a brief report on the proceedings of this session.

Union Finance Minister Mr. P Chidambaram releases a Special Cover of Department of 
Post to commemorate Diamond Jubilee of ICAI at Vigyan Bhawan, New Delhi on July 1, 
2008.

Union Finance Minister Mr. P Chidambaram with ICAI President CA. Ved Jain, ICAI Vice 
President CA. Uttam Prakash Agarwal, ICAI Secretary Dr. Ashok Haldia, Secretary, Ministry 
of Corporate Affairs Mr. Anurag Goel, ICAI Central Council members and other dignitaries 
on the occasion of the release of Special Cover of Department of Post to mark the ICAI 
Diamond Jubilee celebrations at Vigyan Bhawan, New Delhi on July 1, 2008.

Welcoming the 
Hon’ble Finance 
Minister Mr. P. 
Ch idambaram, 
the ICAI Secre-
tary Dr. Ashok 
Haldia recalled 
that we have just 
been through a 
historic moment 

when Dr. Manmohan Singh, Hon’ble Pr- 
ime Minister of India, inaugurated the Di- 
amond Jubilee celebrations. While des- 
cribing linkage between the growth of 
Profession to be coterminous with the 
growth of Indian economy and applaud-
ing the Hon’ble Finance Minister for his  
thrust on Financial Inclusion and perc- 
olation of economic reforms to all, he  
credited the Finance Minister for break-
ing the vicious circle of economic stag-
nation and leading the Indian economy 
to modern era of rapid growth and inn- 
ovation.

The ICAI Presi-
dent CA. Ved Jain, 
in his address, stat- 
ed that Hon’ble Fi- 
nance Minister is 
a person who in 
matters of style 
swim with the cur-
rent but in matters 

of principle stands like a rock and is an 
ardent advocate of value system, ethical 
corporate practices, fiscal discipline and 
transparency. Tracing the evolution of 
Indian Accountancy Profession, Mr. Jain 
stated that ICAI has made available a 
large number of world class accountants 
and has been developing high quality fi-
nancial reporting standards. While high-
lighting the contributions by ICAI in Taxa-
tion regime, he also added that ICAI has 
been providing inputs to Ministry of Affairs 
for widening the tax base, increasing tax 
collections and rationalisation of tax law. 

A Report on Second Session of the Function to 
Launch Diamond Jubilee Celebrations of ICAI

He also highlighted the ICAI’s initiative of constituting a group to 
study GST, innovative step of setting up a committee on Public 
Finance at ICAI to study issues related to resource mobilisation 
and public expenditure, initiatives relating to Outcome Budget 
and Sustainability Reporting and Accounting in the Government, 
Urban and local bodies.
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“I am very happy to join you in the Diamond Jubilee cel-
ebrations of the Institute of Chartered Accountants of 
India. I extend my best wishes on this occasion to the 
Institute, its members and students.
The ICAI is a statutory body responsible for regulation 
and development of profession of Chartered Accoun-
tancy. In this process, the Institute not only produces 
world class Chartered Accountants but also sets the 
benchmark for high quality of financial reporting for com-
mercial entities. The Institute has also played a signifi-
cant role in providing policy inputs to the Government in 
the areas of fiscal reforms, financial sector reforms and 
public finance. I thank you for the cooperation and sup-
port that you have extended to government, especially 
during my current tenure as Finance Minister, and I look 
forward to your continued support and advice. 
Diamond Jubilee is a solemn yet proud occasion. While 
the profession at large celebrates its glorious existence 
over the last 60 years, it is an opportune time to reflect 
on the past and also plan for the future. I learn that the 
Institute is organising a conference tomorrow on the 
theme of “Chartered Accountancy Profession in Retro-
spect and Prospect”. I would urge you to explore the 
role of the profession in national economic develop-
ment, particularly on how the accounting profession can 
support the Central Government in ensuring that outlays 
are translated into outcomes and the benefits of various 
programmes actually reach the intended beneficiaries. 
The Indian economy has recorded splendid growth in 
recent years. Simultaneously we have taken measures 
to reform the tax laws and their administration. This has 
resulted in substantial increase in resource mobilisation 
from direct as well as indirect taxes. The tax to GDP ratio 
had increased from 9.2 per cent in 2003-04, to 12.8 per 
cent in 2007-08 and is projected to rise to 13 per cent in 
2008-09 according to the Budget estimates. However, 
there is scope for better tax compliance and larger tax 
revenues. I would, therefore welcome suggestions from 
the Institute for widening the tax base, increasing volun-
tary compliance, simplification and rationalisation of tax 
laws, and enhancing efficiency of tax administration.  
Our endeavour is to provide a tax regime that is moder-

ICAI has Played a Significant Role in Providing Policy 
Inputs to Government: P. Chidambaram

Union Finance Minister 
Mr. P Chidambaram addresses the 

gathering.

Following is the full text of the speech of Hon’ble Finance 
Minister Mr. P. Chidambaram delivered in the second 
session of the function organised to launch Diamond Jubilee 
celebrations of ICAI on 1st July 2008 at Vigyan Bhawan, New 
Delhi. 

ate, efficient and friendly to the tax payer. As you are 
aware, we have taken a number of initiatives for stream-
lining tax administration. The message from our side is 
simple and clear: those who comply with the tax laws will 
be treated with courtesy and respect and will be facilitat-
ed to pay their taxes; those who evade or violate the tax 
laws will be tracked down and asked to face the conse-
quences under the law. As Chartered Accountants, you 
should convey the same message to your clients and 
advise them that it is in their interest as well as in the 
interest of the nation that they comply with tax laws. 
Government has already announced its decision to in-
troduce Goods and Service Tax by the year 2010. There 
is considerable progress in preparing a roadmap for in-
troducing the GST. We will value the suggestions that 
the Institute is able to provide on the approach to intro-
ducing the Goods and Service Tax. 
Financial inclusion of those who still do not have access 
to formal sources of finance is a major challenge be-
fore us. Chartered Accountants are spread throughout 
the length and breadth of the country. They can play 
a vital role in promoting financial inclusion by creating  

ICAI President CA. Ved Jain presents a memento and shield to Union 
Finance Minister Mr. P. Chidambaram during the function at Vigyan 
Bhawan, New Delhi on July 1, 2008.
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awareness among the people about financial literacy 
and encouraging them to join the formal financial sys-
tem. They can educate the masses about micro finance 
and other innovative initiatives being taken by the Gov-
ernment, NABARD and other institutions. 
High quality financial reporting lends credibility to the 
financial markets. The institute has done commend-
able work in prescribing Accounting Standards. Ensur-
ing compliance with the Accounting Standards while 
preparing the financial statements is the responsibility 
of the management of the enterprise. It is the duty of 
the members of the Institute to examine whether the Ac-
counting Standards are complied with in the presenta-
tion of financial statements covered by their audit. I urge 
members of the Institute to be diligent in the exercise 
of their duty because a true and fair presentation of ac-
counts is the basis of good corporate governance and a 
sound financial information system. 
The International Financial Reporting Standards is-
sued by the International Accounting Standards Board 
are increasingly being recognised as Global Reporting 
Standards. More than hundred countries, including the 
countries of the European Union, Australia and Russia, 
currently require the use of IFRSs in their countries. 
Countries such as China, Canada and the United States 
of America have also taken up convergence projects. I 
compliment the Institute for the efforts made in bench-
marking accounting, auditing and ethical standards in 
India with the International standards and pursuing the 
programme for full convergence by the year 2011. I re-
quest the Institute to also focus on enhancing the ca-
pacity of preparers, users and auditors of the financial 
statements for ensuring effective compliance with the 
new requirements.    
Emergence of a knowledge economy and developments 
in information technology have redefined world trade and 

“There is scope for better tax compliance 
and larger tax revenues. I would, therefore 
welcome suggestions from the Institute 
for widening the tax base, increasing 
voluntary compliance, simplification and 
rationalisation of tax laws, and enhancing 
efficiency of tax administration.”

“Financial inclusion of those who still 
do not have access to formal sources 
of finance is a major challenge before 
us. Chartered Accountants are spread 
throughout the length and breadth of 
the country.”

commerce. The forces of globalisation are not only break-
ing down borders but also opening numerous opportuni-
ties for Indian    Accountants. The profession of Chartered 
Accountancy should develop the ability to cope with the 
changing economic and business environment. The do-
mestic accounting firms in India should take up effective 
capacity building measures in order to equip themselves 
to face competition from international accounting firms. I 
commend the Institute for its initiative in taking up Con-
tinuing Professional Education (CPE) projects.  
Indian Chartered Accountants are considered among 
the best in the world and are in demand. The Institute 
should promote movement of accountants and account-
ing services from India to various parts of the world. The 
non-tariff and other barriers coming in the way of such 
cross-border movement should be taken up with coun-
tries that impose such barriers. In the ultimate analysis, 
services such as accounting will – and should – become 
truly global so that excellence is recognised and reward-
ed anywhere in the world. 
Apart from excellence in the profession, adherence to 
high ethical standards is also an essential condition for 
growth and development of any profession. I have been 
told that ethical standards of the chartered accountan-
cy profession are as stringent in India as in any other 
country. The true test, however, lies in the application 
and enforcement of these standards. We cannot have 
rigorous standards and soft enforcement. There should 
be a speedy, transparent and participatory method of 
redressing grievances of clients and customers against 
the members of the profession. In these matters, per-
ception is as important, if not more important, than the 
reality. You must do everything to retain the faith and 
confidence of the people in your profession.
I once again compliment the Institute of Chartered Accoun-
tants of India and wish you success in your endeavours.
Thank you.”

The session ended with the 
Vote of Thanks by the ICAI 
Vice President CA. Ut-
tam Prakash Agarwal who 
thanked Union Finance Min-
ister Mr. P. Chidambaram 
for taking part in the Dia-
mond Jubilee celebrations. 
He added that the words of 
wisdom by the Hon’ble Fi-
nance Minister has encour-
aged professional fraternity 

to achieve newer heights. He assured that the Institute 
will continue to strive for rendering quality services re-
flecting “Services with Excellence, Independence and 
Integrity” in every sphere of life in the years to come. 
He also thanked Mr. P. K. Gopinath, Chief Post Mas-
ter General, and the Ministry of Communications and 
Information Technology for having agreed, at a short 
notice, for the release of a Special Cover on this un-
forgettable occasion. He assured that the fraternity of 
Chartered Accountants will take steps and initiatives to 
further enhance the level and quality of service to the 
various segments of the society. q
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A REPORT ON DIAMOND JUBILEE CONFERENCE ON

As a part of the overall Diamond Jubilee celebrations of the ICAI, a conference on “Chartered Accountancy 
Profession in Retrospect & Prospect” was also organised by the ICAI on 2nd-3rd July 2008 at New Delhi. Given 

below a brief report on the proceedings of the conference:

“Chartered Accountancy Profession in Retrospect & Prospect”

CA. K. Rahman Khan ob-
served that initially, ICAI 
had started with 1700 mem-
bers but now the strength 
has increased to 1,50,000. 
There is a need for the pro-
fession to be more vibrant 
and dynamic so that Char-
tered Accountants can play 
their role in both traditional 
as well as new areas. 

He pointed out some issues, which constantly 
need to be considered, like,

Credibility•	
Contribution in economic development espe-•	
cially in rural areas

Special Address by CA. K.Rahman Khan, Deputy Chairman, Rajya Sabha 

1DAy

Delivering keynote address 
on “Government Account-
ing Reforms: Approach and 
Way Forward”, Mr. Vinod Rai, 
Comptroller and Auditor Gen-
eral of India dwelt at length 
on the Government Account-
ing Reforms Framework. He 
noted that at present, the Gov-
ernment Accounting is cash 
based and follows bookkeep-

ing rules rather than accounting principles. The cash 
system of accounting is not depicting the full cost of 
services being provided by the government as well as 
not capturing the distinction between the capital and 
revenue expenditure.
He noted the following:

The role of the CA profession is commendable in 1. 
the ongoing process of accounting reforms in ur-
ban local bodies. The members of the CA profes-
sion would continue to play an important role in 
the reforming of the accounts of Central Govern-

Government Accounting Reforms: Approach and Way Forward 
Key Note Address by Mr. Vinod Rai, CAG of India

Transparency	and	efficiency	in	dealings•	
Good governance and accountability•	
Participation of civil bodies in growth•	
Commercialisation of agricultural sector•	
Use	of	Information	technology	in	financial	sys-•	
tem
Purchasing power parity-for social sector de-•	
velopment
Reforms in Government accounts especially •	
Public Expenditure

He also noticed that the average rate of growth in 
developing countries is more than twice the av-
erage rate of growth in developed countries. He 
concluded by stating that proliferation of MNCs 
requires changes in our approach.

CA. K. Rahman Khan

Mr. Vinod Rai

ment, State Governments and Local Bodies.
The Government accounting is lacking in ac-2. 
countability and transparency. Consequently, it is 
deprived	of	the	benefits	of	Accrual	system	of	Ac-
counting such as full cost service recovery, strong 
stewardship, capturing capital and revenue ex-
penditure, accrual based outcome budgeting etc. 
The complexities in valuation of heritage and 3. 
defence assets are the concerns for developing 
standard practices.
The practice of signing the internal control state-4. 
ments in U.K. to control risks in internal control 
environment is to be considered for adoption in 
India in order to align with the best global prac-
tices and thereby ensure public accountability 
of the government.
The government accounting reforms involve a 5. 
lot of changes in the present accounting and 
budgeting system of the government. The vision 
of ICAI would be useful to the government in the 
government accounting reforms process.
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This session was chaired 
by CA. Kamlesh Vikamsey, 
President, CAPA.  The theme 
of the session was “Achiev-

Theme: Achieving Convergence with IFRSs in Emerging Economies

The Ministry of Corporate Af-
fairs is responsible for taking 
into account various day-to-day 
affairs in Company Law and to 
bring the legal framework in 
sync with the environment of 
today. The vision of Ministry 
of Corporate Affairs (MCA) is 
to start a system, which can 
see the future scenario. As 
a first step in this direction, it 

changed its name from “Ministry of Company Af-
fairs” to “Ministry of Corporate Affairs”. He said 
that MCA is to be the leader in corporate re-
forms with a view to promote and facilitate cor-
porate functioning, investor protection and good  
governance. 
He further explained various initiatives taken by 
MCA like proper regulation of services, amend-
ment in the respective acts, introduction of vari-

Key Note Address: Changing Profile of Company Law 
Mr. Anurag Goel, Secretary, Ministry of Corporate Affairs

Key Note Address:  Emerging Competition Regime
Mr. V. K. Dhall, Acting Chairman, Competition Commission of India

The Competition Act actu-
ally came into light in 2003 
and has been amended in 
September last year. As per 
WTO, the Competition Act is 
the modern economic law. 
The regulations which the 
Competition Commission of 
India (CCI) has posted on its 
website have been recogn-
ised globally.

The Competition Act has been enacted to pro-
mote competition, for higher level of efficiency and 
for greater interest of consumer. There are some 
kinds of market failures such as Cartels in the form 
of abuse of dominance, Merger etc in which the 

Mr. Anurag Goel

ous bills and notifications, creating disciplinary 
structure of three professional Institutes i.e., 
ICAI, ICSI and ICWAI to bring more transpar-
ency and establishing Quality Review Board for 
reviewing of quality, multiple services by profes-
sionals, limited liability partnerships, modifying 
Accounting Standards for true and fair financial 
reporting to shareholders, enacting Competition 
Act, making Companies Act, 1956 a compact 
law for enabling globally competency of the cor-
porates.
He stated that the ICAI and its members are 
the natural partners of MCA. Chartered ac-
countants would ensure compliance with the 
law through the procedure of audit. They can 
bring out the lacunas in the law, which would 
help the MCA in plugging loopholes. In fact, 
both share the same vision of ensuring inves-
tors’ rights and reporting of correct and true 
picture by the companies.

competition does not reach the consumers and 
main motive is own profit maximisation. 
There are broadly four areas on which CCI would 
work i.e., to prevent and prohibit Anti-Competitive 
Agreement, to prevent abuse of dominant posi-
tion, to control merger and to advocate and create 
public awareness about this Act through Self Com-
pliance Program, Compliance Booklet etc. 
CCI needs some prerequisites such as more staff 
and establishment of Appellate Tribunal. Unfortu-
nately, India is the only large economy in the world, 
which is without CCI. Chartered Accountants have 
huge opportunity under the Act because they 
would find it easier to understand terms prevailing 
in Competition Act like Predatory Pricing, Cartel 
etc. 

ing Convergence with IFRSs in Emerging Econo-
mies”, an issue whose current relevance cannot 
be overemphasised. Emerging economies of the 
world including India are in the process of conver-

CA. Kamlesh Vikamsey

Mr. V. K. Dhall
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Mr. Wayne Upton gave a 
short introduction of the prog-
ress and plans of IASB on 
converging with International 
Financial Reporting Stan-
dards (IFRSs) with special 
reference to U.S.A. on “Up-
dating IASB-FASB, Memo-
randum of Understanding”. 
He also briefly explained his 
views on International Finan-

cial Reporting Standards for Small and Medium 
Enterprises (IFRSs for SMEs).
He mentioned about the composition and work-
ing of ‘IASC’, ‘FASB’ and detailed the modalities 
of IASB-FASB Convergence Program which inter 
alia includes Norwalk Agreement for eliminating 
differences in existing Standards, SEC 2005 road 
map for eliminating reconciliations requirements 
and 2006 MOU regarding replacing weaker Stan-

 “Updating IASB-FASB, Memorandum of Understanding”.
    Mr. Wayne Upton, IASB Director (International Activities) 

gence with IFRSs. CA. Kamlesh Vikamsey’s con-
cerns were that these emerging economies should 
work hard to achieve convergence. The challeng-
es highlighted were: capacity building, preparation 
and implementation of road map, fair value mea-
surement, taxation issues, regulatory and legisla-

tive changes, and changes required in insurance 
and banking financial statement formats and, com-
plexity of implementation of Standard on Financial 
Instruments. He also mentioned that India is the 3rd 
largest economy of the World and thus it should have 
a representation in IASB.

dards with stronger Standards. He informed that 
11 major projects have been identified under the 
said MOU and the target date of completion of 
these major projects is stated to be June 2011. 
He further stated that top priorities have been as-
signed to the: Revenue Recognition, Fair Value 
Measurement Guidance, Consolidation policy, 
De-recognition, Financial Statement Presentation, 
Post Retirement Benefits, Lease Accounting and 
Financial Instruments. 
He also informed about the present status of the 
project on “IFRS for SMEs”. He inter alia told that 
the title of the proposed Standard will be “IFRS for 
Private Entities” and this will be fully stand-alone 
i.e. no cross reference to full IFRS. He also high-
lighted the benefits of having IFRS for SMEs such 
as, access to capital, improved quality, compa-
rability, users’ trust building, and ease of burden 
on SMEs of full IFRS. The case study regarding 
adoption by South Africa was also presented.

Mr. Wayne Upton

Mr. Suresh Senapaty reflect-
ed the need for convergence 
in India by identifying the ra-
tionale for the same such as 
confidence in home-market, 
growing share of global mar-
ket, ECB, rising corporate  
profitability. 
He explained the reasons 
for convergence with IFRSs 

such as need for high quality financial information in 
a common accounting language, better allocation of 
risk capital, investors seeking information on finan-
cial performance comparable across jurisdictions, 
lower compliance costs, need for one GAAP for multi-
country operations. He said that this will also avoid 

“Preparing Industry for Compliance”. 
Mr. Suresh C. Senapaty, CFO, Wipro Ltd  

costs on converting /reporting under multiple GAAPs 
and will provide opportunity for qualified profession-
als to expand into global markets and thus address 
customers across globe. There will be greater scope 
of achieving system and process excellence, accep-
tance by international credit rating agencies & global  
analysts.
Shri Senapaty also mentioned the current status of 
convergence in India and also India’s approach to con-
vergence. The differences and issues in Indian GAAP 
vs. IFRSs were also highlighted.
He also suggested the way forward strategy such as 
implementing IFRS across organisation vs conver-
sion to IFRS at group level, understanding business 
impacts, diagnostic review of key differences vis a vis 
IFRS.

Mr. Suresh Senapaty
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Mr Doshi began his presentation 
with the remark that India is the 
fastest growing free market de-
mocracy. In 1990, we had less 
than 4.9 per cent growth rate, 
less than 1 billion dollars of for-
eign exchange, about 97 million 
dollars of FDI, per capita income 
of US $390 and inflation as high 
as 9 per cent. In 2008, we have 
a totally different scenario. The 

GDP growth rate has jumped to over 8.7 per cent, for-
eign exchange reserves have crossed US dollars 300 
billion, FDIs stand at more than US $12.7 billion, per 
capita income has nearly doubled and inflation rate is 
more than 11 per cent. India’s share in the world ex-
ports has improved from 0.7 per cent in 2001 to 1 per 
cent in 2007. He noticed that with the pace with which 
Indian economy is growing, it is expected that 2015 
onwards, it will outperform the other BRIC economies. 

India Inc.: Integrating to Global Economy
CA. Gautam Doshi, Group Managing Director, Reliance ADAG

Dr. R.C. Vaish commenced his 
speech on international taxation by 
explaining the concept of quantum 
physics, which triggered electronic 
revolution leading to internet and 
e-commerce. It was thereafter that 
transactions started taking place 

Theme: Diverse Demand, Disciplined Approach
Special Address: Issues in International Taxation by Dr. R.C. Vaish 

2DAy

Member of Parliament and a 
Chartered Accountant, Mr. C. 
Ramachandraiah introduced 
the subject. Delivering his key-
note address Mr. Ramachand-
raiah said a public auditing and 
accounting system should be 
there in place on all the gov-
ernmental expenditure on wel-
fare programmes. He was very 
critical about the drawbacks in 

the implementation of welfare programmes like Na-
tional Rural Employment Guarantee Programme. He 
emphasised that the targeted groups are not being 
benefited from such programmes and public money 

Role of Accountancy Profession in Anchoring Economic Order. 
Mr. C. Ramachandraiah, Member of Parliament

CA. C. Ramachandraiah

CA. Gautam Doshi

Dr. R. C. Vaish

is being siphoned.  The huge amounts sanctioned 
for the implementation of these programmes are not 
being properly utilised. He also welcomed good sug-
gestions from ICAI on this issue. He also criticises 
the ways in which government accounts are being 
made. He also sought suggestions for improving 
accounting practices in the government bodies. He 
remarked that even in budget presentations   there 
is a lot of window dressing. National accounts also 
do not give a fair picture of the state of country’s af-
fairs. Many items are not shown while calculating fis-
cal deficit and as a result it is under reported. He re-
quested CAs to come forward and help in improving 
the government accounting system and cater to the 
needs of the country.

Over a period of time, India’s integration with the world 
economy has strengthened as is evidenced by Tata 
Steel buying Corus, Hindalco acquiring Novelis, Tata 
acquiring Land Rover and Jaguar, Essar Steel taking 
over Algoma Steel. India’s remarkable performance 
has been made possible by economic reforms under-
taken by the Indian government since 1991. These re-
forms embrace almost all the sectors namely industries, 
taxation, finance and banking, international trade, and 
power sector. However growth demands more reforms 
especially in the fields of financial services and FDI. Ac-
cording to Mr. Doshi, insufficient and incomplete reforms 
are leading to uncertainty and insecurity in the corporate 
sector. Second generation reforms are needed in Direct 
Taxes (namely foreign tax credits and underlying tax 
credits, CFC rules, DTAA interpretation), Indirect Taxes 
(namely Central VAT and Local and Municipal Octroi), 
Company Law reforms (bankruptcy, decisions needing 
government approvals), Labour laws and Accounting 
reforms (E-governance, IFRS and valuation) etc.

in cyber space and the existing concepts of permanent 
establishment and business connection became non-
workable.
As a consequence of the disparity between the eco-
nomic order and the tax system, tax havens emerged 
and business and industry were attracted to these tax 
havens. He pointed out that shifting of income from a 
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Mr. V.N. Kaila narrated the 
accomplishments of his de-
partment which included, 
prompt payment and settle-
ment of claims, timely ren-
dering of accounting informa-
tion, e-receipts, e-payments 
and e-Lekha and greater 
transparency. He discussed 
that accrual accounting is re-

quired in Government bodies due to various rea-
sons like, changing information needs of decision 
makers, changing concept of accountability, im-
plication of the FRBM Act, and outcome oriented 
budget, and greater disclosure and transparency 
requirements. Further, he elaborated the benefits 
of Accrual Accounting, which include better allo-
cation of resources, better management of assets 
and liabilities etc.
He also discussed how Government accounting dif-
fers from private sector accounting. There are many 
points of distinction, for example, absence of profit 
motive in the case of government, Government’s 

Special Address: Issues in transition to Accrual Accounting in Government  
Mr. V.N.Kaila, CGA, Government of India

Mr. V. N. Kaila

social and national commitments etc. Any new ser-
vice proposed by the Government requires parlia-
ment approval.
There are many issues in transition to accrual ac-
counting in Government, like, how this task can be 
completed with available resources, what would 
be the benefits and costs consideration in accru-
al accounting, whether we should go for accrual 
budgeting, how soon should the various depart-
ments be covered by accrual accounting etc. Re-
ferring to the implications of Accrual Accounting, 
he said that the distinction between Revenue and 
Capital would have to be revisited with a view to 
differentiating between revenue expenses and 
capital items. 
There are many other issues also like, who would 
be the reporting entity (Central Government, 
State Government), which standards and poli-
cies (international standards, standards of other 
nations, Indian public standards, private sector 
standards etc.) would have to be followed etc.  
Keeping accrual accounting simple is another is-
sue involved.  

high tax country to a low tax country is inevitable and in 
this context, transfer pricing becomes very important.
He also explained that the present trend of cross border 
merger involves the transfer of ownership itself and not 
the transfer of wealth. He pointed out that there is an on 
going tussle between the developing countries and de-
veloped countries. Developing countries use tax incen-
tives as an instrument for promoting economic growth. 
He explained that the tax forgone by the developing 

countries is collected by the developed countries. The 
solution to this problem lies in the harmonisation of tax 
laws.  However, business and industry cannot wait till 
then. This results in a gap and it is the responsibility of 
the Chartered Accountants to bridge this gap between 
“what is” and “what is to be”.
He concluded his brilliant speech aptly with a few words 
of advice to the emerging Chartered Accountants
“Young men – Go Global”

In this technical session CA. Ved Jain, President, 
the Institute of Chartered Accountants of India, wel-
comed Shri Syed Mohammad Shabbar Zaidi, Pres-
ident, SAFA; Shri Imran Afzal, President, Institute 
of Chartered Accountants of Pakistan; Shri Mohd. 
Humayun Kabir, President, Institute of Chartered 
Accountants of Bangladesh; Mr.S.Rajapakse, Insti-
tute of Chartered Accountants of Sri Lanka and Shri 
Ratnaraj Bajracharya, President, Institute of Char-
tered Accountants of Nepal.  
CA. Ved Jain, President, ICAI discussed the issues 
regarding the role of small and medium enterprises. 
He observed that a chunk of the chartered accoun-
tants in practice belong to the small and medium 
category. He also explained as to how services of 

Accountancy Profession in 2021

the chartered accountants can 
be networked.
Shri Shabbar Zaidi, President 
SAFA opined that there would 
be only one accounting and 
reporting standard regulating 
framework by the year 2021.  
He added that the proportion of 
women chartered accountants 
would have gone up consider-

ably by the year 2021. The chartered accountants 
would be sought after not merely for complying with 
law but also for strategic planning and planning of 
financial affairs. Their role would be more focused 
on tax planning and not merely tax compliance.

Mr. Shabbar Zaidi
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The post lunch session witnessed exciting pre-
sentations of three successful Chief Financial Of-
ficers respectively from Bharti Airtel Ltd, Jubiliant 
Organosys Ltd. and the software major, Satyam 
Computer Systems Ltd.
Making a presentation on the Changing Profile 

of CFOs, Airtel Group Manag-
ing Director, CA. Akhil Gupta 
said, the role of CFOs has un-
dergone significant changes in 
the recent past. He said that 
earlier, CFOs were only ac-
countable for results i.e., loss 
or profit. But, now they have 
become the most important 
spokesman of the company to 
the outside world. Praising the 
role being played by the ICAI 

in imparting training, Mr.Gupta said such high pro-
fessionalism couldn’t be gained from any other 
stream. Now a days, CFOs are a part and parcel 
of the business and actively participate in the en-
tire sphere of planning and administration. The 
quality of professional training provided by ICAI is 
quite good as it trains people to get fitted easily in 
the top slot. But we still find people from marketing 
and other streams being at the top of the helm. 
He called upon the Chartered Accountants to find 
reasons for this. Mr.Gupta said perhaps “We are 
too finance oriented. We are unable to come out 
of that aspect. This is a serious drawback. If we 
want to reach the top order, we need have to come 

Changing Profile of CFO
out of the finance structure”. The CAs should also 
change their mindset of remaining only as facilita-
tors. Mr.Gupta also urged ICAI to include more HR 
and other Management sub-
jects in the CA curriculum.
In his presentation, the CFO 
of Jubilant Organosys Ltd. Mr. 
Sankariah described in detail, 
the role and functions of CFOs. 
He called upon the CFOs to 
work in tandem with the CEOs. 
Calling for a change of strategy 
of CFOs, Mr. Sankariah put for-
ward a three-way shift in their 
functioning. They are: -
(a) Transformation
(b) Cost and Profit Centre focus
(c) Decision making system 
Mr. Sankariah said that apart from insisting on 
good corporate governance and practices in the 
company, the CFO should es-
tablish excellent relationship 
with the investors. He should 
also play a major role in acqui-
sitions. 
Making a power point presenta-
tion on the subject, CA. V Srini-
vas of the Satyam Computer 
Systems strongly suggested 
that there should be collabora-

Mr. R. Sankariah

CA. V. Srinivas

CA. Akhil Gupta

Shri Mohd. Humayun Kabir, 
President, Institute of Char-
tered Accountants of Bangla-
desh opined that by the year 
2021, the number of BPOs/
KPOs would significantly in-
crease. Also, networking of the 
CA profession will increase and 
affiliation of membership will be 
spread across many countries. 
New challenges will emerge in 

our profession. Further, forensic accounting will 
get its due recognition. 
Shri Ratnaraj Bajracharya, 
President, Institute of Chartered 
Accountants of Nepal congratu-
lated ICAI on celebrating its 
diamond jubilee year. He said 
that Institute of Chartered Ac-
countants of Nepal was estab-
lished in 1977. Presently, there 
are 7000 registered auditors in 
Nepal. He explained that the 

biggest challenge for Institute of Chartered Accoun-

tants of Nepal is to continue to educate those regis-
tered auditors.  
Mr.S.Rajapakse, from the Sri 
Lankan Institute strongly sug-
gested that the accounting pro-
fessionals should be there in 
the Board of Directors of every 
company. Defending the profes-
sion, he said, the accounting 
professionals should not remain 
as mere back room operators. 
He also called for more reliabil-
ity in the Financial Statements.
Responding to the question rose regarding the 
capturing of businesses by the big 4 firms, CA. 
Ved Jain answered that the way forward in this re-
gard lies in networking. 
Shri Shabbir Zaidi, President SAFA responded to 
the question on the position of CAs vis-a-vis MBAs 
in 2021 by answering that the trust reposed on the 
auditors is unparallel. CA Ved Jain supplemented 
the answer by adding that, by the year 2021, CAs 
will play a predominant role in the economy. 

Mr. Humayun Kabir

Mr. S. Rajapakse

Mr. Ratnaraj Bajracharya
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Shri Montek S.Ahluwalia 
congratulated the Institute on 
its diamond jubilee year. He 
highlighted the three relevant 
factors, which are responsible 
for the growth of the Indian 
Economy, namely, shift from 
public to private sector, growth 
of financial intermediation and 
growth of capital markets and 
globalisation.

He opined the chartered accountancy profes-
sion has to bring out simplified guides in ac-
counting. He pointed out that the public sector 
is also gearing up to switch over to commercial 
accounting. He also highlighted that the role of 
accounting and standards have become very 
important in identifying and eliminating risks. He 
congratulated the Institute for its role in ensuring 
transparency and aligning its standards with the 

global standards. He said that to do well in a global 
world, we have to follow global standards. In this 
regard, he explained that globalisation could be in-
terpreted as to how the rest of the world views our 
financial system.
He emphasised that the ICAI has to chart out a cred-
ible approach for globalisation of the profession. 
Presently, the world economy is passing through an 
exceptional phase of high prices. He concluded that 
hopefully, sooner rather than later, the world econo-
my would get back to its normal form.
On this occasion, he also released the book ti-
tled “The Accountancy Profession and Economic 
Development in India”, 
which is an attempt to 
construct an integrated 
picture of the monumen-
tal work being performed 
by the Institute as a part-
ner in nation building.

Mr. Montek Singh Ahluwalia

tion between ICAI and the Industry. He said that as 
a CFO, CAs need to take care of entity, propriety 
and society. He has also suggested the following 
for the consideration of ICAI: -

(a) CFO survey
(b) Online forum for up gradation of skills
(c) New benchmarks

Two noted journalists and a 
most successful CEO par-
ticipated in the last session. 
Three subjects were presented 
in the session. The President 
and CEO, Genpact, Mr. Pra-
mod Bhasin spoke on the sub-
ject “Leveraging Knowledge 
Economy for CA Profession”. 

He made a power point presentation on the as-
pects that led to the growth of his company. He 
explained in detail the strategy of his company 
for scaling new heights. Winding up the presen-
tation, Mr. Bhasin called upon the urgent need of 

molding talents for the present 
day need.
Introducing the subject, “Im-
peratives of New Economic 
Order”, eminent Journalist 
Dileep Padgaonkar stated 
that India couldn’t sustain the 
high GDP without maintain-
ing a minimum standard in 
the goods and services. La-

Accounting Profession-New Challenges, New Opportunities

menting on the present day politics, Mr. Padgo-
ankar said that a sound economy depends upon 
sound governance. India had survived all the 
setbacks in the past. The generation change 
from old to young is remarkable in India. This is 
our strength. India also out numbered the rest 
of the world in the number of youth with profes-
sional and other skills, he said.
Speaking on the subject “Per-
spective on Role of Account-
ing Profession in National Eco-
nomic Development”, Mr. T.K. 
Arun, Resident Editor, Eco-
nomic Times urged the profes-
sional Chartered Accountants 
to go for introspection about 
their role. He urged the CAs to 
think about what they can con-
tribute further rather than what they are contribut-
ing now. Mr. Arun also called for a mechanism to 
compensate the farmers who lost their land in the 
name of industrialisation. The CAs have a ma-
jor role in making a fair evaluation of the price. 
He also asked ICAI to understand the gravity of  
the problem.

Mr. Pramod Bhasin

Mr. Dilip Padgaonkar

Key Note Address: Professionalism as a tool to Economic Growth by Shri Montek 
S. Ahluwalia, Deputy Chairman, Planning Commission

Mr. T. K. Arun
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A Panorama of the Institute’s
Diamond Jubilee Celebrations

The ICAI Diamond Jubilee Celebrations in the national capital had some lighter moments as well. As a prelude to 
the Diamond Jubilee Celebrations (which were formally launched on 1st July, 2008), a marathon was organised 
from Vijay Chowk, Rajpath to India Gate to promote the cause of environment on June 29, 2008. Thousands 
of  members and students turned out for the event. Chief Minister of Delhi Mrs. Sheila Dikshit was the Chief 
Guest on the occasion.

The same afternoon Swami 
Ramdevji Maharaj addressed 
the Chartered Accountants 
and their families on ‘Lifestyle 
Management using Yoga & 
Meditation’. In his discourse, 
which was coupled with 
selective bouts of simple 
rhythmic exercises, Ramdev 
stressed that in today’s world, to 
live life to the fullest, one needs 
to eat properly, exercise and 
have a positive outlook towards 
life. In a lighter vein, he stated 
that “health is also like balance 
sheet … thoda mismatch hua to 
…..health loss”. The health tips 
given by him on the occasion 
were very well received by 
gathering of more than 1000 
people on the occasion. He 
particularly focused on daily 
dose of small exercises to keep 
professional stress at bay. An 
enlightening panel discussion 

saw a team of elite doctors having one-to-one exchange of views with Swami Ramdev on medicine and yoga 
and how the two can supplement each other. 

ICAI President CA. Ved Jain presents a memento to Delhi Chief 
Minister Mrs. Sheila Dikshit, the Chief Guest at marathon event 
on June 29, 2008.

Swami Ramdev with ICAI President CA. Ved Jain, ICAI Vice President CA. Uttam Prakash 
Agarwal and ICAI Secretary Dr. Ashok Haldia at a discourse on ‘Lifestyle Management 
using Yoga & Meditation’ on June 29, 2008.

A view of marathon organised on June 29, 2008 from Vijay Chowk, 
Rajpath to India Gate to promote the cause of environment.
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The famous Sharma sisters performed at a ‘Bhajan Sandhya’ on 
29th June 2008. Through their mesmerising rendition of bhajans, they 
added a spiritual flavour to the celebrations.

On June 30, 2008, a free health check-up camp was organised for 
the benefit of members and students wherein a team of doctors from 
Escort Hospital and Mahavir Netra Chikitsalya provided their services 
to all. Further the Rotary club, Delhi organised a Blood Donation 
Camp, which received good response from members and students. 

The same day, renowned management and motivation guru Mr. Shiv 
Khera addressed a workshop on ‘Motivation: Key to Success’ for the 
benefit of Chartered Accountant students. Mr. Khera emphasised 
on the importance of first setting up clear goals and then directing 
one’s resources to achieve the goals. He stressed that ‘winners and 
achievers always walk the extra mile’, and exhorted youths to be 
actively involved in the world around them and act responsively. The 
workshop was attended by more than 1000 students.        

Flag Hoisting: On the 60th foundation day of the Institute on July 
1, 2008, on which day the ICAI also entered the 60th year of its 
existence, the ICAI President CA. Ved Jain hoisted the flag at the ICAI 
Headquarters in the presence of Vice President CA. Uttam Prakash 
Agarwal, Council Members, Northern India Regional Council Members and employees of the Institute. Tributes 
were also paid to the first president of ICAI Mr. G.P Kapadia. 

Management and motivation guru Mr. Shiv 
Khera at a workshop on ‘Motivation: Key
to Success’ on June 30, 2008.

Mayor of Municipal Corporation of Delhi Ms. Aarti Mehra plants sapling in the 
Institute headquarters premises on July 1, 2008.

The Diamond Jubilee Celebrations in the national capital had 
entertainment dimension as well. The delegates and invitees 
to the Diamond Jubilee Celebrations were enthralled to see live 
performance by Padmashri Hema Malini and her troupe on 1st July 
2008. The dance performance, which was oriented to Lord Shiva 
and Maa Durga (Shakti), kept the audience spellbound. A musical 
night was organised on 2nd July 2008 during which noted singers 
Ms. Shreya Ghoshal, Mr. Toshi Sabri and other members of their 
troupe performed live and rendered latest chart blockbusters to the 
joy of the audience.

Padmashri Hema Malini performs at Siri Fort 
Auditorium in New Delhi on July 1, 2008.

Sapling Plantation: On the ICAI’s 60th 
anniversary on July 1, 2008, commemo-
rating Diamond Jubilee Celebrations, 
the Institute has decided to work towards 
the noble cause of ‘Saving Environment’ 
by planting trees across Delhi. As a sym-
bolic gesture in this regard,  Mayor of 
Municipal Corporation of Delhi Ms. Aarti 
Mehra planted a sapling in the institute 
premises followed by ICAI president 
CA. Ved Jain, Vice President CA. Ut-
tam Prakash Agarwal, Chairman NIRC 
CA. Sudhir Agarwal and ICAI Secretary 
Dr. Ashok Haldia. On this occasion, the 
ICAI President promised to get planted 
more than 60,000 saplings over the year 
around Delhi.        
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Glimpses of Nation-wide Celebrations
The Institute of Chartered Accountants of India’s entry into Diamond Jubilee year was celebrated in 
various other cities and regions across the country as well. A series of programmes were organised to 
mark the occasion, which were attended by a host of dignitaries. Following is a brief report on some 
of such programmes:

Haryana Governor Dr. A.R. Kidwai was the Chief Guest at a pro-
gramme organised by Faridabad branch of NIRC of ICAI on July 
5, 2008. Dr. Kidwai said that the future of the Indian Chartered Ac-
countants was very bright as they are one of the best human re-
sources that the country has. He urged the Chartered Accountants 
to increasingly equip themselves with the global knowledge and re-
quired skills in tune with the transition in Indian and world economy, 
and help national as well as world economy to grow further. He also 
urged them to continue to stick to high ethical and professional stan-
dards for the larger benefit of the society and country.

ICAI President CA. Ved Jain presents a memento to Haryana Governor  
Dr. A.R. Kidwai at a programme in Faridabad on July 5, 2008.

Tamil Nadu Governor Mr. 
Surjit Singh Barnala was the 
Chief Guest at a programme 
organised in Chennai by SIRC 
of ICAI on July 17, 2008, which 
was attended bash more than 
850 delegates. Mr. Barnala 
said the accountants should 
continuously strive to add val-
ue to government initiatives 
for ensuring good governance 
and better quality of life for citi-
zens. Eminent columnist CA. 
S. Gurumoorthy also spoke on 
the occasion. Some founding 
members of ICAI from Chennai 
were also felicitated. Other pro-
grammes in Chennai included a 
‘walkathon’ at Marina Beach which was flagged off by Past President of ICAI CA. T.N. Manoharan, a mass 
‘diabetes prevention & awareness camp’ and a meeting on the topic ‘Know Your Kidneys’.

Tamil Nadu Governor Mr. Surjit Singh Barnala with other dignitaries at a programme 
organised in Chennai by SIRC of ICAI on July 17, 2008.

Union Minister for Urban Development 
Mr. S. Jaipal Reddy was the Chief Guest at 
the Diamond Jubilee conference organised 
at Hyderabad on July 18-19, 2008. In his ad-
dress, Mr. Reddy appreciated the contributions 
made by the ICAI in the last 59 years towards 
the growth of Indian business and economy 
and in promoting the profession at internation-
al level. He welcomed the ICAI’s decision to 
adopt the IFRS with effect from 2011. He also  
acknowledged that over the years, the Govern-
ment had been constantly giving recognition 
to the accountancy profession, and made it a 
partner in growth of economy. He said that the 
Institute of Chartered Accountants of India’s 

ICAI President CA. Ved Jain with Union Minister for Urban Development Mr. S. 
Jaipal Reddy at the Diamond Jubilee conference organised at Hyderabad on July 
18-19, 2008.
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are taken and given due importance in framing various economic and commercial laws in the country. 
Members of the profession are nominated on the Boards of Public Sector Undertakings Banks, Insurance 
companies etc. He hailed the ICAI for “restructuring the CA course to make it a world class professional 
course”. He said that without the active involvement and guidance of Chartered Accountants, the growth in 
Indian business and economy can neither be achieved nor sustain. ICAI President CA. Ved Jain was also 
present at the conference, which was attended by 2100 delegates from Andhra Pradesh, Maharashtra, 
Tamil Nadu and Orissa.

Union Minister of State for 
Home Mr. Sriprakash Jaiswal  
was  the Chief Guest at a confe 
rence on the theme “Blooming Cor-
porates- Blossoming Opportuni-
ties” organised by Central India 
Regional Council in Kanpur on 
July 5-6, 2008. ICAI President 
CA. Ved Jain, Vice President CA. 
Uttam Prakash Agarwal and Ra-
jya Sabha member Vinay Katiyar 
were also present on the occa-
sion. Addressing the gathering, 
Mr. Jaiswal commended the con-
tribution of Chartered Accoun-
tants in the economic develop-
ment of the Nation and sought 
their increased involvement in 
formulation and administration of 
state economic policies. 

Gujarat Chief Min-
ister Mr. Narendra 
Modi was the Chief 
Guest at a program 
me organised as pa 
rt of the ICAI Diamo 
nd Jubilee celebra-
tions at Ahmedabad 
on July 1, 2008. Mr. 
Modi spoke at length 
on his vision of Gu-
jarat, the immense 
present and future 
opportunities avail-
able for CAs in the 
state, and the role 
Chartered Accoun-
tants could play in the 
state’s development. 
He said that the  state 

would be in need of more Chartered Accountants  once the Gujarat International Finance Tech (GIFT) city 
comes up in more than 27,000 hectares of land near Ahmedabad. This project is likely to put Gujarat on the 
global finance sector map. He added that the state’s booming agriculture would also be a new avenue for 
CAs as their services would be required by farmers who had crossed national boundaries to reach global  
markets.

Gujarat Chief Minister Mr. Narendra Modi was the Chief Guest at a programme organised as part of 
the ICAI Diamond Jubilee celebrations at Ahmedabad on July 1, 2008.

Union Minister of State for Home Mr. Sriprakash Jaiswal speaks at a conference on 
the theme “Blooming Corporates  - Blossoming  Opportunities” organised by CIRC of 
ICAI in Kanpur on July 5-6, 2008.
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National Advisory Committee on  
Accounting Standards (NACAS)  
had notified all Accounting Stan-

dards issued by Institute of Chartered 
Accountant of India (ICAI) AS 1 to AS 
29 (except AS 8) on 7-12-2006. The 
rules say that all these Standards would 
come into effect for accounting year 
commencing on or after 7-12-2006. As 
per the provisions of Companies Act, 
till NACAS notifies, all Standards pre-
scribed by ICAI will be the mandatory 
Standards. Hence, for the year 2006-07 
the Standards issued by ICAI were the 
mandatory Standards. NACAS has not 
made any changes in the Standards. 
But, in the applicability, it has 
combined level II and level III 
enterprises as single group. 
This means all Standards 
applicable to level II enter-
prises are also applicable to 
level III enterprises.
ICAI has originally made AS-
15 (Revised) as mandatory 
for all accounting years com-

mencing on or after 1-4-2006. Consider-
ing the notification issued by NACAS, 
ICAI has also postponed the applicability 
of AS 15 (Revised) to accounting years 
commencing on or after 7-12-2006. This 
means for the Accounting year 2006-07 
old AS-15 is applicable. 
The notification from ICAI came very late 
and in the meanwhile many companies 
for interim financial reporting purpose 
based on AS-25 have started implement-
ing provisions of AS 15 (Revised) from 
1-4-2006. The ICAI encourages early ap-
plication of a new Accounting Standard. 
Hence, some companies implemented 
AS 15 (Revised) with effect from 1-4-

2006.
Formation of a Committee
Considering the quantum of ad-
justment, it looks as though AS 15 
(Revised) has increased scope of 
coverage, accounting treatment, 
presentation and disclosures, 
compared to old AS 15. There-
fore, it is more important to have 

– CA. L.Venkatesan
 (The author is a member of 
ICAI. He can be reached at 
l.venkatesan@hotmail.com)

ComplianCe with 
aCCounting Standard 
15 (reviSed) 2005 – an 
aCtion plan

ACCOUNTING

Considering the quantum and percentage 
of adjustments made by the companies who 
have implemented Accounting Standard 15: 
Employee Benefits (Revised) 2005 from 1-4-
2006, the implementation of this revised stan-
dard is a team effort and an elaborate exercise 
to be understood by everybody concerned. It is 
also worth referring to the published Financial 
Statements of the companies who have imple-
mented the AS 15 (Revised). This article at-
tempts to provide an action plan with regard to 
compliance with Accounting Standard 15 (Re-
vised) 2005.
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ICAI has originally made AS-15 (Revised) as mandatory for all 
accounting years commencing on or after 1-4-2006. Considering 
the notification issued by NACAS, ICAI has also postponed the 
applicability of AS 15 (Revised) to accounting years commencing on 
or after 7-12-2006. This means for the Accounting year 2006-07 old 
AS-15 is applicable.

an in-depth understanding of 
various provisions of AS 15 (Re-
vised). The first step is to form 
a committee, being the first year 
of implementation, consisting of 
representatives from Human Re-
sources, Finance, Internal Audit, 
External Auditors and Actuaries. 
This will enable smooth imple-
mentation of AS 15 (Revised). 
The Finance people should have 
two or three meetings with the 
committee members explaining 
the provisions of AS 15 (Re-
vised). Similarly the Actuaries 
should explain the critical factors 
involved in actuarial valuation so 
that everybody will understand 
and participate as a team at the 
first time implementation. 
Coverage of Employees
The standard does not define 
the term “Employee”. Paragraph 
6 of the Standard states that ‘an 
employee may provide services 
to an enterprise on a full-time, 
part-time, permanent, casual or 
temporary basis and the term 
would also include the whole-
time directors and other man-
agement personnel. The stan-
dard is applicable to all forms 
of employer–employee relation-
ships. There is no requirement 
for a formal employer–employee 
relationship. All relevant factors 
need to be considered to deter-
mine the nature of relationship.
Generally, ‘outsourcing contracts’ 
may not meet the definition of 
employer–employee relation-
ship. However, such contracts 
need to be carefully examined to 
distinguish between a “contract 
of service” and a “contract for 
services”. A ‘contract for servic-
es’ implies a contract for render-
ing services, e.g., professional 
or technical services which is 
subject to limited directions and 

control whereas a ‘contract of 
service’ implies a relationship 
of an employer and employee 
wherein the person is obliged 
to obey orders in the work to be 
performed and as to its mode 
and manner of performance.
Since the coverage is wide par-
ticularly one should ensure that 
state contributions like Provident 
Fund and ESI are regularly re-
mitted both for temporary and 
contract workers. The contract in 
respect of such workers should 
be studied in detail and clauses 
relating to Post Employee ben-
efits such as Gratuity etc. have 
to be properly defined in the 
contract.
The contracts should specifically 
make the contractors respon-
sible for all employee benefits. 
Human Resources Department 
should assist them in making 
the contractors to fund the post 
employee benefits of contract 
workers as per the practice of 
the company. Suitable represen-
tation should be obtained by the 
Auditors from the management 
after duly verifying the records 
that all the employees liability 
are taken into account for the 
purpose of implementation of 
AS 15 (Revised), including con-
tract workers.
Some of the employees who 
have left the organisation would 
not have been paid separation 
benefits like gratuity, leave en-
cashment etc. While reconciling 
the number of eligible employ-
ees, in the case of left employ-
ees suitable inclusion should 
be made for employees whose 
settlement is not yet complete 
and the provisions should cover 
such employees also. Since ob-
ligation in the form liability, fund-

ing etc. is on the employer as 
per the provisions in AS-29 and 
AS-15, the termination letter is-
sued to employee should set a 
time limit making the employee 
and the employer to settle such 
benefits in a time bound manner. 
Human Resource Department 
should include necessary claus-
es in the termination letter.
Identification of Benefits
The Standard covers all the em-
ployee benefits: 
l Short Term Employee Be- 

nefits – payable within 12 
months from the end of 
the financial period.

l Post Employment Ben-
efits such as gratuity, pen-
sion, other retirement ben-
efits and post-employment 
medical care.

l Other long-term employ- 
ee benefits including long- 
service award, leave ava- 
ilment and encashment, 
other long service benef- 
its, long-term disability be 
nefits and deferred compe- 
nsation – Payable after 12 
months.

l Termination Benefits.
All the companies are generally 
familiar with short term employ-
ee benefits, termination ben-
efits, post employment benefits 
such as gratuity, super annua-
tion, provident fund, pension etc. 
The standard requires identifica-
tion of other long-term employee 
benefits including long-term ser-
vice award, leave-availment and 
encashment on separation and 
other long service benefits, long-
term disability benefits and de-
ferred compensation. Here, the 
representative from the Human 
Resource department should  
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help in identifying all such ben-
efits, which requires measure-
ment and valuation. Consider-
ing the enormous responsibility 
on the management and taking 
account the current trends, the 
employee benefits may be re-
defined. The committee should 
also take into account the major 
changes during the current year 
in respect of the following:
l Wage Settlements.
l Introducing Voluntary Re-

tirement Schemes.
l Introduction of any new 

Employee Benefit plan or 
any amendment to an ex-
isting plan.

l Retrenchments. 
l Closure of a section of the 

enterprise.
l Settlements where an ex-

isting obligation has been 
extinguished by payment 
of a lump sum, etc.

An example of long-term em-
ployee benefits is the grant of 
relocation expenses from the 
place of employment to the na-
tive place of the employee. Con-
sidering the present attrition rate, 
a number of companies are pay-
ing substantial long-term award, 
incentive and retention bonus. All 
the benefits should be properly 
identified by the committee and 
placed before the audit commit-
tee giving the suitable descrip-
tion of the benefits covered. The 
team should specifically look into 
informal practices which will re-
sult in formal obligation later.
Leave Special Consider-
ations
There are generally three types 
of leave:

i. Casual leave which can-
not be carried forward be-
yond one year.

ii. Earned (or Privilege) leave, 
which can be encashed/
carried forward till separa-
tion with certain limits.

iii. Sick leave that can be car-
ried forward with certain 
limits but cannot be en-
cashed. 

Bifurcation of the above said 
leaves into Short Term and Long 
Term Benefit is one of the im-
portant elements, while comply-
ing with AS 15 (Revised). When 
leave is expected to be taken 
within 12 months from the end 
of the financial period, based on 
past experience it will fall under 
short-term benefits and the bal-
ance will fall under long-term 
benefits. Short-term benefits 
have to be provided at full cost 
to the company and long-term 
benefits need to be provided at 
the encashable value subject to 
actuarial valuation.
A reading of paragraph 8(b) to-
gether with paragraph 7.2 would 
imply that the classification of 
short-term compensated, ab-
sence should be only when ab-
sences have “fallen due” and 
are also “expected to occur”. 
In other words, where employ-
ees are entitled to earned leave 
which can be carried forward to 
future periods the benefit would 
be a short term benefit provided 
the employee is entitled and 
also encashes/utilises the bene-
fit during the twelve months after 
the end of the period when he 
became entitled to the leave and 
is also expected to do so. Whilst 
it is necessary to consider the 
earned leave which “falls due”, 
the pattern of actual utilisation/
encashment by employees, al-
though reflective of the behav-
ioral pattern of employees, does 
determine the status of the ben-

efit, i.e., whether ‘short term’ or 
‘long term’. The value of short-
term benefits should be deter-
mined without discounting and 
if the benefit were determined 
as long term, it would be recog-
nised and measured as “other 
long term benefits” in accor-
dance with paragraph 129 of the 
Standard. The categorisation in 
short-term or long-term employ-
ee benefits should be done on 
the basis of the overall behav-
ioral pattern of all the employees 
of the enterprise as a group and 
not on individual basis. 
Obligation in respect of unuti-
lised casual leave (CL), as on 
valuation date has to be valued 
without discounting again based 
on behavioral pattern. Using 
the Last in First Out (LIFO) ap-
proach and taking into account 
the past experience one needs 
to estimate the provision for CL, 
which will lapse without giving 
rise to any liability. The remain-
ing unutilised CL should be val-
ued in full on CTC (cost to com-
pany) basis. As far as PL/EL is 
concerned, only a portion is like-
ly to be encashed/availed within 
twelve month of the date of valu-
ation. In such cases the whole 
of such leave may be treated 
as long term compensated ab-
sence in terms of provisions for 
encashment and dealt with as 
per the requirement stated in 
paras 127 – 132 and 49 – 91 
(Excluding paras 55 and 61) of 
AS 15 (Revised).
Enterprises, which offer “sick 
leave” benefits to their em-
ployees, do not usually permit 
encashment of unavailed sick 
leave. In other words, sick leave, 
which has not been availed, 
usually lapses after the ceiling 
is reached or on separation. 

The Standard does not define the term “Employee”. Paragraph 6 of 
the Standard states that ‘an employee may provide services to an 
enterprise on a full-time, part-time, permanent, casual or temporary 
basis and the term would also include the whole-time directors and 
other management personnel. The Standard is applicable to all forms 
of employer–employee relationships.
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Therefore, this benefit has to be 
valued taking into account the 
probability that a portion of this 
leave will lapse without giving 
rise to any liability. Such leave 
may be valued using actuarial 
assumptions.
All forms of leave will involve the 
best estimation of consumption 
of leave at credit expressed as a 
percentage- 

a. Availment during service – 
within 12 months and after 
12 months.

b. Encashment during ser-
vice – within 12 months 
and after 12 months.

c. Encashment on retire-
ment.

The best estimate as to be 
based on past experience is 
preferably a three-year moving 
average. In this respect both 
Human Resources Department 
and Finance Department should 
work closely to arrive at the best 
estimate.
Actuarial Valuation
Most part of the Standard dis-
cusses the actuarial valuation 
and its impact in Profit and Loss 
Account and Balance Sheet. A 
detailed discussion with Actuar-
ies should help in understanding 
the actuarial valuation. 
Actuarial valuation involves esti-
mating present value obligations 
payable on exit. This is arrived 
at by taking into account service 
up to valuation date multiplied 
by the projected salary on the 
date of retirement. This value is 
discounted using the discount 
rate – Government Bonds rates 
of the term, which is equal to 
estimated balance term at em-
ployee service.
The debit to Profit and Loss Ac-
count is bifurcated into current 
service cost, interest cost, past 
service cost and actuarial losses 
and gains. In order to arrive at 
the current service cost, the sal-
ary as to be projected up to the 
date of retirement/exit taking into 
account promotion and future 

salary increases. Here again 
it should be a joint exercise 
of both Human Resource 
Department and Finance 
Department based on past 
trend and expected future 
increases. The interest cost 
is a new concept and is de-
termined by multiplying the 
Discount rate by 'Present 
Value of Obligations (PVO)' 
at the beginning of the year 
after adjusting the same 
for any material changes in 
the obligation. Past service 
cost arises only if there is a 
change in terms of benefit. 
Actuarial gain and losses 
represent expected changes 
in fair value of obligation and 
asset due to changes in ac-
tuarial assumptions and also 
includes difference between 
actual interests earned mi-
nus the expected return on 
investment.
One of the important assum- 
ptions in actuarial valuation 
is arriving at the “Attrition ra- 
te” of employees. The term 
attrition rate refers to exit ot- 
her than death but includes 
resignation/ill-health retirem- 
ents/voluntary retirement and 
any other form of separation 
coming under this category. 
A multiple decrement table 
is constructed taking into ac-
count all forms of exit. This 
table gives probability of exit  
at each age and at the norm- 
al retirement age. This will 
vary from industry to indust- 
ry and within industry from 
company to company. Gene 
rally, software companies ex- 
perience a very high attrition 
rate. Attrition rate is decided 
by the enterprise based on 
past experience and future 
trends. This should be arriv- 
ed at after taking into accou- 
nt the past experience, exp- 
ected future trend and com-
panies policies on Human 
Resources. Human Resou- 
rces Department should play  
a key role in arriving at this 
rate.
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The Balance Sheet contains the 
Present Value of Obligations 
(PVO) of a defined benefit plan. 
Actuarially determined PVO is 
the present value of the benefits 
payable on exit viz, normal re-
tirement or death or resignation 
or earlier retirement duly using 
discounted cash flow method 
using a Discounting Rate. While 
computing this, one takes into 
account future projected salary, 
but service up to valuation date 
only. This is known as Projected 
Unit Credit Method. It considers 
each period of service as giving 
rise to an additional unit of ben-
efit entitlement and measures 
each unit separately to build up 
final obligation. The Finance De-
partment plays a major role in ar-
riving at the discount rate which 
is determined by reference to 
market yield [as on the relevant 
balance sheet date] of Govern-
ment Bonds of term which is 
equivalent to estimated term of 
the benefit obligations. This is 
arrived at by applying a single 
weighted average discount rate 
that reflects the estimated timing 
and amount of benefit payment. 
This is one of the new require-
ments and for the first time the 
discount rate has been de-linked 
from the yield on invested as-
sets.
The next important figure to be 
arrived at is the Fair value of the 
planned asset on the Balance 
Sheet date. The fair value of plan 
assets can be defined as the 
amount at which an asset could 
be exchanged or a liability settled 
between knowledgeable willing 
parties in an arm’s length trans-
action. Where no market price is 
available, fair value is estimated 
by discounting expected future 
cash flows. All Plan Assets are to 
be valued at its ‘Fair value’. This 
is at variance with the current 
practice of valuing Plan Assets at 
cost. The finance people will play 
a major role in estimating the fair 

value of the Plan Assets. Here, 
one needs to also calculate the 
expected rate of return at Plan 
Assets, which refers to average 
rate of earning expected on the 
funds invested or to be invested 
during the year. Since, a lot of 
estimations are involved, these 
should be approved by Audit 
Committee. 
Data Collection
In addition to the above financial 
data, actuarial valuation requires 
employee-wise details of Name, 
Date of Birth, Date of joining, Sal-
ary ranking for retirement ben-
efits, Date of retirement, details 
of leave at credit. In addition to 
valuation of leave, the salary re-
quires employee-wise availment 
of leave and encashment for ar-
riving at average as explained 
above. With the help of actuaries, 
a proper format should be devel-
oped employee-wise for giving 
necessary particulars to arrive at 
the valuation. Here, the actuar-
ies play an important role in de-
signing a proper format for giving 
necessary particulars. Both the 
Human Resources Department 
and Finance Department should 
get involved in completing the 
format and reconciling the em-
ployee numbers at the beginning 
of the year to the end of the year. 
One should not forget to give the  
details of the employees who 
have left the organisation but 
whose accounts are not yet set-
tled. 
Transitional Provisions
The enterprises, to which the pre-
revised AS 15 was applicable, 
were required to comply with the 
provisions of that Standard in the 
preparation and presentation of 
the financial statements. In case 
an enterprise had not created a 
provision for retirement benefits 
as per the earlier Standard, the 
amount of benefit as at the com-
mencement of the financial year 
when the revised Standard is first 

applied would be a prior period 
item as it represents an omission 
in the preparation of the financial 
statements of earlier periods. The 
amount of such benefits should 
be charged to the profit and loss 
account in the period when it is 
first accounted for and should 
be dealt with in accordance with 
AS 15. The enterprise would not 
be entitled to use the transitional 
provisions of the revised AS 15 
to account for such under-pro-
visioning. The transitional provi-
sions of revised AS 15 can be 
applied only to those items where 
the revised Standard requires 
recognition and measurement 
for the first time and to changes 
in the principles of recognition 
and measurement in the revised 
Standard as compared to the 
pre-revised Standard. Errors or 
changes in actuarial assumption 
will become current year cost 
representing actuarial gain or 
losses for the current year. The 
transitional provision cannot be 
utilised to recognise or provide 
for errors in measurement based 
on the pre-revised Standard for 
the periods in which that Stan-
dard was applicable. 
Limited Revision To AS – 15 
(Transitional Provision)
The ICAI has announced the 
limited revision to Accounting 
Standards (AS) 15, Employee 
Benefits (Revised 2005), with a 
view to provide the following:

i. Under the Transitional Pr- 
ovisions, an option  has 
been given to charge add- 
itional liability arising upon 
the first application of the 
Standard as an expense 
over a period up to 5 yea- 
rs. On the lines of IAS 19,  
the Transitional Provisio- 
ns of revised AS 15 requi- 
re disclosure of un-recog- 
nised amount. If this option 
is chosen then it cannot be 

Actuarial valuation involves estimating present value obligations pay-
able on exit. This is arrived at by taking into account service up to valu-
ation date multiplied by the projected salary on the date of retirement.
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reversed during the period 
of 5 years.

ii. An entity may disclose the  
amounts required by Para- 
graph 120(n) i.e., giving 
comparative figures for the 
past four years–as the am- 
ount determined for each  
accounting period prospe- 
ctively from the transition-
al date.

This limited revision is published 
in The Charted Accountant Jour-
nal in December 2007 issue. As 
per the provisions of Sections 
210(A) and 211(3C) of the Com-
panies Act, 1956, this amend-
ment requires the approval of 
the NACAS and hence may not 
be applicable to companies to 
whom Companies Act, 1956 is 
applicable unless NACAS notifies 
before the accounts are signed. 
However, certain Corporations or 
Banks, to whom the standards is-
sued by ICAI applies, but not the 
Companies (Accounting Stan-
dards) Rules, 2006 and other 
entities to whom the Standards 
issued by ICAI apply could take 
benefit of the above revision. The 
ICAI may approach NACAS for 
early notification of this limited 
revision.
Provident Fund Trust
Notes to the half yearly accounts 
of Infosys Technologies Ltd. 
state that: “Accounting Stan-
dard Board guidance on imple-
menting AS 15, Employee Ben-
efits (Revised 2005) states that 
the benefits involving employer 
established provident funds, 
which require interest shortfall 
to be compensated, are to be 
considered as Defined Benefit 
Plans. Pending the issuance 
of the Guidance Note from the 

Actuarial Society of India, the 
Company’s actuary has ex-
pressed an inability to reliably 
measure provident fund liabili-
ties. Accordingly, the company 
is unable to exhibit the related 
information”. 
However, some of the actuar-
ies maintain that the obligation  
of the enterprise to make good 
the differential interest is simi-
lar to the obligation of the seller 
of a floor who has to compen-
sate the buyer when the actual 
rate of interest [on an interest 
reset date] turns out to be less 
than the guaranteed rate. The 
Black’s Model [which is an ex- 
tension of the Black-Scholes 
Model for valuing options] is a 
valuation model that is widely 
used for valuing the potential 
obligations associated with an 
interest rate floor. The Black’s 
Model provides for the stochas-
tic behavior of future interest 
rates by assuming that the fut- 
ure interest rates follow a log- 
normal probability distribution.
Larsen & Tubro Ltd. for the 
year ended 31-3-2007 has val-
ued the provident fund based 
on actual valuation. However, 
the surplus value of the pres-
ent value of the planned assets 
over the present value obliga-
tion has not been recognised in 
the companies account for the 
reason that provident fund trust 
is an irrecoverable trust and 
surplus cannot be recognised 
in the books of the accounts as 
per the provisions of the Provi-
dent Fund Act. 
Coromendal Fertilizers Ltd. on 
the other hand has given a gen-
eral note stating the liability has 
been actually valued and there 

The enterprises, which offer “sick leave” benefits to their employees, 
do not usually permit encashment of unavailed sick leave. In other 
words, sick leave, which has not been availed, usually lapses after the 
ceiling is reached or on separation. Therefore, this benefit has to be 
valued taking into account the probability that a portion of this leave 
will lapse without giving rise to any liability. Such leave may be valued 
using actuarial assumptions.

has been no deficit. A greater 
clarity is expected to emerge on 
this point shortly.
Role of Audit Committee
The Finance Department should 
submit a detailed plan of action for 
implementation of AS 15 (Revis- 
ed) based on the above discus-
sion. The Audit Committee sho- 
uld particularly approve estima-
tions in the areas of:
l Valuation of liability as at 

the beginning of the year 
bifurcating into liability 
arising out of mistakes in 
estimation under the old 
AS 15 and additional  lia-
bility towards the applica-
tion of AS 15 (Revised).

l Determination of attrition 
rate, expected return on 
planned asset, discount-
ing rate, interest rate.

l Determination of expected 
increase in salary levels. 

l Major changes during  
inter-valuation period like 
wage settlement, introduc- 
tion of voluntary retirement 
scheme, introduction of any 
new Employee Benefit Pl- 
an or any amendment to 
an existing plan, retrench- 
ments, closure of a secti- 
on of the enterprise, settle-
ments where an existing 
obligation has been extin-
guished by payment of a 
lump sum, etc.

Being the first year of introduc-
tion, the Actuaries should give a 
presentation to the Audit Com-
mittee explaining the salient 
points.q             
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For service companies, customer 
profitability is far more important 
than product profitability because 

the costs of providing a service prod-
uct are usually determined by cus-
tomer behaviour. Take the example of 
a standard product like a savings/cur-
rent account. One customer may make 
very few deposits, withdrawals or bal-
anced and service requests, and use 
only electronic channels - ATM and In-
ternet. Such a customer imposes low 
demands on the bank’s resources. A 
second customer, how-
ever, may manage her 
Savings/current account 
balance very closely, 
keeping only the mini-
mum amount on hand, 
and make many in-per-
son branch withdraw-
als and deposits. This 

customer’s account may be highly 
unprofitable under current pricing ar-
rangements. Service companies need 
to identify the differential profitability of 
individual customers, even those using 
standard products. The customer almost 
completely determines the quantity of 
demands for the organisation’s operat-
ing activities, so, unlike manufacturing 
companies, the variation in demand for 
organisational resources is much more 
customer-driven than product-driven. 
Customer balances or sales volume are 

poor proxies for profitability. 
Small-balance customers c- 
an be quite profitable and 
large-balance customers can 
be highly unprofitable. And 
to complete the picture, finan 
cial service companiesneed 
to integrate information abo 
ut the transfer price of fund 

— CA. Venkata Ramani 
(The author is Sr. Consultant, Dun & 
Bradstreet Predictive Sciences and 

Analytics, Chennai. He can be reached 
at kpmramani@gmail.com)

For service companies, cus-
tomer profitability is far more 
important than product 
profitability because the 
costs of providing a ser-
vice product are usually 
determined by customer 
behaviour. Activity Based 
Costing (ABC) helps to find 
out customer profitability as well as 
product profitability. ABC is a technique for 
calculating the expenditure associated with the 
performance of group of tasks within an organisation. 
However, one must know when to go in for ABC as it is slight-
ly costly affair as compared to other traditional costing methods. 
This article delves into the concept.

Activity BAsed costing 
in service sector 

ACCOUNTING
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When Activity Based Costing is implemented, then every department 
head will be required to oversee activity costs and he will be on 
tenterhooks to reduce the costs. He will voluntarily surrender idle 
assets to improve his bottom-line. He will say: “I have space which I 
do not need and use, please use it for some other activity.”

s and the cost of risk (e.g., loan 
loss provisions and reserves, 
and risk-adjusted cost of equity) 
when calculating individual cus-
tomer profitability.
Activity based costing (ABC) 
helps to find out customer prof-
itability as well as product profit-
ability. Before going deep into it, 
we must know when to go in for 
ABC as it is slightly costly affair 
as compared to other traditional 
costing methods.
The use of volume-based allo-
cations which is traditional one 
will provide fairly accurate cal-
culated costs when the follow-
ing conditions exist.
 Few and very similar prod-

ucts and service lines.
 Low overhead expenses.
 Homogeneous process-

es, channels, customer 
demands and customers.

 Very very high margins.
How many banks posses those 
characteristics today? Hardly 
any.
Five people go to a restau-
rant. One of them does not 
want to eat, he orders one cold 
drink. The others order cock-
tail drinks, a full meal and a 
desert. The total bill comes to 
Rs.5000. Whether this amount 
will be shared by all? If it is to 
be shared, then this is the sur-
est way of losing friends. In a 
sense, ABC is like this. You 
have to put the resources in the 
right activity, right pocket. Oth-
erwise, you lose customers.
In Traditional accounting, num-
ber of transactions or volume 

forms the base for apportioning 
the total expenses among prod-
ucts. Transaction for a particu-
lar activity may be sizeable and 
for another, it may not be so, for 
e.g., for opening a cash credit 
account process, activities are 
more but for opening one simple 
savings account, it is simpler on 
KYC basis. One activity takes 
much more time and effort as 
compared to another. So there 
is differential cost impact.

In another example, a machine 
manufactures two products. As-
suming that the production vol-
ume of the two products is the 
same, using traditional costing 
methods, the cost of using the 
costly machine will be factored 
by two and assigned to the two 
products. However, this might 
not be correct as one product 
might require more processing 
time in the machine than the 
other. Traditional costing meth-
ods always assume a relation 
between overhead and the pro-
duction volume. It always fails 
to take into account the size or 
complexity of the product. In re-
ality, it is not safe to assume that 
the manufactured volume of the 
final product is directly propor-
tionate to the product cost as 
not all overheads vary with the 
number of units produced. With 
traditional costing methods, 
there is always a danger of one 
product subsidising another. 
In one more case, a company 
was having ten products and 
the advertisement and selling 
costs are apportioned based 
on volume of sales. When con-
cerned Sales Manager was in-
terviewed, he was of the view 

that he did not labour much 
for nearly seven products and 
the orders were automatically 
coming. Out of the advertise-
ment and selling costs budget, 
hardly 20% is spent on seven 
fast moving products. He was 
compelled to do lot of canvass-
ing only for three products by 
way of advertisements, person-
al persuasions, and visuals etc. 
by spending 80% of budget for 
pushing up sales. In fact, seven 
products cross-subsidised the 
three products.

We can have another good ex-
ample. We all know that most 
customers have a better pay-
ment history than others. Let's 
say ABC assessed cost to 
chase customer payments is 
Rs.10,00,000 a year and con-
cerned bank have 10000 cus-
tomers. On traditional cost ba-
sis, the cost per customer will 
be Rs.100. ABC dictates that 
only customers who pay late 
cause the costs of “chasing 
customers for late payment”. 
If 90% of bank customers pay 
on time, then the remaining 
10% alone should receive this 
cost, i.e., Rs.1000 per custom-
er. Further when we go deep 
into the details, some custom-
ers had to be reminded many 
times about late payments and 
hence their share should have 
been more than Rs.1000 as 
compared to others. So ap-
plication of traditional method, 
which is based on total num-
ber of customers and total 
cost of chasing the custom-
ers for payment, affects cus-
tomer relationship i.e., 9000 
customers who do not want to 
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pay for this activity for which 
they are not responsible. They 
will be dissatisfied with this 
levy though they are right in 
time for payment. This type 
of view could not be obtained 
through traditional costing  
methods.
Any sensible marketing man 
will not sell his product un-
less he recovers men, material 
and overhead costs along with 
some profit. Only in exception-
al cases and market catching 
activities, compromise may be 
made temporarily on pricing. 
In the same way, each activ-
ity enjoyed by the customer of 
any firm or bank should pay 
for the services. Otherwise, 
in the long run, the firm/bank 
may incur losses. At least a 
total income from bundle of 
complex activities should ex-
ceed the cost of the activities 
though some plus and minus-
es are there among the activi-
ties. Hence ABC is the reme-
dy for this complex business 
where overhead plays major 
part and, customers in service 
sectors are demanding only 
complex or bundle of products  
nowadays.
ABC stands out from tradition-
al costing methods especially 
when: 
- Overhead is high, 
- Products are complex, and 
- Competition is stiff. 
Activity Based Costing (ABC) is 
a technique for calculating the 
expenditure associated with the 
performance of group of tasks 
within an organisation.
 Cost objects consume 

activities. 
 Activities consume re-

sources. 
 This consumption of re-

sources is what drives 
costs.

Activities know no boundaries of 
department or division as some 
activities like loans depending 
on values go to higher levels 
for sanction. Costs increases or 
decreases as there are chang-
es in the work load that affect 
the activity costs via their cost 
drivers. Work activities are trig-
gered by events and the costs 
react as the effect.
Some Definitions
An Activity is defined as "a val-
ue adding process which con-
sumes resources".
Cost driver is "an activity or factor 
which generates cost", for exam-
ple, a cost driver could be number 
of material receipts in the stores 
department which is measurable 
or it can be a natural disaster like 
earthquake or electrical short-cir-
cuit fire which cannot be expected 
or measurable in advance. We are  
concerned with measurable  
drivers.
Resource drivers: Trace ex-
penditures to work activities.
Activity drivers: Trace work 
activity to cost objects.

An activity driver may be the 
number of times an activity is 
performed—transaction driv-
er—or the length of time an 
activity is performed-duration 
driver or deep intensive opera-
tion-intensity driver.

The traditional report and activ-
ity based report are shown in 
Table A & B. The General Led-
ger uses a chart of account 
whereas ABC uses a chart of 
activities as its language. When 
you translate those “chart of ac-
counts” expenses into the “chart 
of activities” that consume the 
financial general ledger’s ex-
penses, a manager’s insights 
from viewing the activity costs 
begin to increase. His responsi-
bility is defined and he will take  
interest in showing perfor- 
mance.

ABC is very work-centric whereas 
the General Ledger is transaction-
centric. The General ledger view 
on the traditional view describes 
“what was spent” whereas the 
activity-based view describes 
“what for it was spent?”

Traditional Costing

OBJECTS OBJECTS

RESOURCES

RESOURCES

Activity Based Costing

Traced by resource 
drivers

Traced by activity 
drivers

ACTIVITIESAllocate based on 
traditional allocation 

base

Consume

Consume
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Traditional Presentation of Costs (Table A)
Dept: X

Expense Head                          Amt in Rs.
Direct Labour cost 2600

Direct material 100
Direct expenses 100
Indirect expenses 500
Total costs: 3300

ABC Method of Presentation of Costs (Table –B)
Dept: X

Departmental activities cost No. of   
transac-

tions

Cost/trans 
(actual Rs)

Sanctioning and opening loan 
a/cs - term loans

1000 10 100

Sanctioning and opening loan 
a/cs - project loans

1500 10 150

Follow up of term loans 50 10 5

Follow up of project loans 50 10 5

Transactions in term loans 300 15 20

Transactions in project loans 400 20 20

Total activity costs: 3300

Six General Steps to Activ-
ity-Based Costing Imple-
mentation:
1. Identify Cost Centres or 
Strategic Business Units: First 
identify the cost centres or SBU 
of the banks or service units.

2. Identify Activities: First we 
should conduct an in-depth anal-
ysis of the operating processes. 
Each process may consist of one 
or more activities required by 
outputs. Activities may be subdi-
vided into tasks if need be. 

Some of the activities in a sav-
ings section of a bank which is a 
service sector are:
 Opening savings account

wherein all costs/revenues can 
be captured as a routine and for 
identification activity wise.
3. Assign Resource Costs to 
Activities: This is also referred 
to as "tracing," assigning costs 
to cost objects determines why 
costs were incurred. 
4. Identify Outputs: Then we 
have to identify all of the out-
puts for which activities are 
performed and resources are 
consumed. Outputs can be 
products, services, or custom-
ers-persons or entities to which 
a bank is required to provide 
goods or services. 
5. Assign Activity Costs to 
Outputs: We can use activity 
drivers to assign activity costs to 
outputs based on individual out-
puts' consumption of or demand 
for activities. For example, a 
driver may be the number of 
times an activity is performed—
transaction driver—or the length 
of time an activity is performed-
duration driver or intensity driv-
er, which emphasise about in-
tensity or quality of the product.
6. Note and Report Unneces-
sary Activities and Unused 
Capacity: We can note down 
and report unnecessary activi-
ties which consume resources 
but not benefit to customers 
and growth of bank and also re-
port any underutilised capacity. 
These can be identified when 
we look into facets of activi-
ties and its importance in value 
chain of the bank.
For activities, there is one un-
written rule i.e., “It is wise to 
pay heed to the “5% rule” which 
states that if any activity which 
does not account for 5% or more 
of the department's time, then it 
should probably be aggregated 
with another activity”. So in a 
department, there can be maxi-
mum of 20 activities.

 Cash collection
 Cheque collection
 Cheque payment
 Electronic payment
 Setting up internet ac-

count access
 Cheque issue
 Customer complaint/en-

quiry processing 
 Pass book updating

Activity Dictionary is to be 
made department wise or cost 
centre wise which will help map-
ping up all activities and to avoid 
any overlapping of activities. 
If this is supported by codes it 
will help to prepare a software 
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Cost from Chart of accounts Or Gen-
eral Ledger accounts

Sustaining activity with no driver 
linkage

Residual overheads to be adjusted 
against overall profits

Division/Dept/
Cost centre

Internal Service 
Depts

External Service 
Depts

Non-specific one off 
costs like donations

OVERALL VIEW OF ACTIVITY BASED COSTING

Activities driven by products, channels, customers

Customers, products, Channels

The mapping is self-explanato-
ry. Using this method of ABC, 
we can identify costs per activ-
ity whether it is inside branch 
of a bank or in virtual bank like 
internet banking or in insurance 
company etc. When customer 
using these activities can be 
analysed for costs and these 
costs can be compared with the 
revenues they give to the ser-
vice sector thus profitability per 
consumer can be worked out. 
Product profitability is also easy 
to calculate. The only major 
problem is to identify the activi-
ties properly using cost and ac-
tivity drivers and assign to prod-
ucts/customers/channel etc. 
Direct costs can be assigned 
directly. Only indirect costs can 
be identified with activities us-
ing resource drivers and cost 
objects like customers, prod-
ucts, channel etc. can be identi-
fied with activity drivers. 

What Happens When ABC 
is Done in Service Sector
When Activity Based Costing 
is implemented, then every de-
partment head will be required 
to oversee activity costs and he 
will be on tenterhooks to reduce 
the costs. He will voluntarily sur-
render idle assets to improve 
his bottom-line. He will say: “I 

have space which I do not need 
and use, please use it for some 
other activity.”
Someone will say “I have sur-
plus people, so take them away. 
I am having machines, I am not 
using it most of the time, it is in-
herited, take them away or al-
low it to be shared with others.”
If we see the substitute in banking, 
it is electronic payments which 
cost very meagre amount per 
transaction. It is swift and smart. 
It is extremely customer centric 
without seeing the customer in the 
bank. Customer stay at home and 
we will look after his interests. At a 
negligible cost, great personal re-
lationship gained. But of course, 
chances of cross selling the prod-
ucts are lost. This can be only 
managed with frequent visits by 
officers to the residences of good 
customers because at branch, if 
valued customer comes, tea or 
coke offered, bank time is spent 
for transactions and it also costs 
the bank. Activity base has con-
verted a deliverable to the bottom-
line. If deliverables go to bottom-
line which is the least incidence of 
costs, bank can maximise those 
transactions with least incidence 
of cost.
If the electronic data processing 
mechanism is cheaper for most 

of the activities with less man-
power, it is better to go for the 
software. The banks can seek 
system administrator rather than 
clerks as customers have to pay 
high for clerks for improving their 
competitiveness and cost reduc-
tion. ABC helps to identify the 
areas. Live contacts with cus-
tomers are also a must as cross 
selling is catching up to prop up 
the revenues of the service sec-
tors. So marketing department of 
service sector should be geared 
to analyse the customer trends 
based on ABC and identify the 
existing good customers where 
there is chance to cross sell more 
products. It'll cost you five times 
more to attract a new customer 
than it is to bring one of your past 
customers back to you. It is still 
cheaper to cross sell to your ex-
isting customers. If you're a smart 
business owner, you'll under-
stand that every cent you invest 
in advertising is going towards 
acquiring new customers. You'll 
also realise that once you've ac-
quired the customers, you just 
can't afford to let them go.

 More banks are now opting for 
ABC due to its utility in com-
plex product mixing as in banks 
products are sold as bundles 
from different segments.
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A.  Facts of the Case
1. A public sector undertaking 
is engaged primarily in the ex-
traction and sale of manganese 
ore from its mines in two States. 
It also produces and sells ferro 
manganese, a value added 
product at one of its mines in 
one of the States by using a 
small quantity of its manganese 
ore production as principal raw 
material. 

2. The company has recently 
ventured into generation of 
electricity by installation of wind 
turbine generators in one of the 
States. The company has en-
tered into an agreement with 
another company (which in-
stalled and commissioned the 
generators) for operating the 
wind turbine generators by pay-
ing operations and maintenance 
charges. 

3. The existing regulations 
framed by the State Govern-
ment permitted the company to 
opt for any one of the following:

 (a) Direct sale of electric-
ity to X State (West-
ern Region) Electricity 
Distribution Company 
Ltd., at the rates de-
cided by the regulatory 
authority. 

 (b) Use of the power units 
generated at the Wind 

ACCOUNTING TREATMENT FOR WIND MILL PROJECT SET 
UP TO PRODUCE POWER FOR CAPTIVE CONSUMPTION

The following is the opinion given by the Expert Advisory Committee of the Institute in 
response to a query sent by a member. This is being published for the information of 
readers.

Mills Project (WMP) 
for the company’s own 
activities at any other 
location in State X by 
transmitting the power 
generated to grid thro- 
ugh the X State (Wes- 
tern Region) Electricity 
Distribution Company 
Ltd., and drawing 98% 
of the units generated  
from the X State (Eas- 
tern Region) Electrici- 
ty Distribution Compa- 
ny Ltd., for its specifie- 
d consuming units.  In  
this case, the compa- 
ny enters into an agre- 
ement with various ar- 
ms of the X State Go- 
vernment, viz., (i) X- 
State (Western Reg- 
ion) Electricity Distrib- 
ution Company Ltd. 
(where power is gen-
erated), (ii) X State 
Power Transmission  
Company Ltd. (thro- 
ugh which power is  
transmitted) and (iii) X 
State (Eastern Reg- 
ion) Electricity Distri-
bution Company Ltd., 
(where actual consu- 
mption is made).

4. As the company is in a posi-
tion to get more benefit by way 
of reduction in electricity bills of 
consuming units as compared 

with direct sale of electricity, 
the company has opted for (b) 
above. The company has identi-
fied one of its manganese mines 
and ferro manganese plant as 
its specified consuming unit. By 
virtue of the agreement with the 
above distribution/transmission 
arms of the electricity compa-
nies (hereafter referred to as 
‘XEDCL’), gross consumption 
by manganese mine and ferro 
manganese plant is reduced by 
actual power generated at the 
WMP less 2% towards wheel-
ing charges/transmission and 
distribution losses. Thus, the 
company gets electricity bills of 
specified consuming units for 
net amount payable to XEDCL.

5.  Further, if the actual consu- 
mption at the consuming units 
is less than the units generat- 
ed at the WMP, the reduction in  
power units is restricted to act- 
ual consumption at the consum 
ing units. The additional units 
generated, termed as “inadver-
tent flow”, are compensated at 
a specified fixed rate per unit by 
the distribution company.

6.  The querist has stated that 
although the revenue gener-
ated from the project is not sub-
stantial in relation to the total 
turnover of the company, the in-
vestment in the project is more 
than 10% of its gross block of 
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assets. In view of this and the 
fact that the risks and rewards 
of the new venture are different 
from that of the existing busi-
ness, the company considers 
the WMP as a separate report-
able segment. 

7.  The querist has stated that 
the company considers the fol-
lowing accounting treatment 
and presentation to be appro-
priate and in line with the ac-
counting standards: 

 (i) Since the ultimate con-
sumers are units of 
the company itself, the 
transaction shall not 
be termed as ‘sale of 
electricity’.

  Consumption of prod-
ucts of one of the units 
by other units, com-
monly referred to as 
‘captive consumption’, 
is generally charged 
to other units as the 
cost of production of 
the producing unit. 
However, in this case, 
the revenue generated 
from the project shall 
be disclosed separate-
ly under the heading 
‘other income’ in the 
profit and loss account 
for the following rea-
sons–

  (a) The reduction al-
lowed in electricity 
bills by XEDCL to-
wards units gener-
ated at WMP, which 
otherwise would 
have been charged 
to consuming units 
at normal power 
tariff rates, repre-
sents gain realised 

‘in cash’ as dis-
tinguished from a 
mere book adjust-
ment.

  (b) Power generated 
by the company 
goes into the grid 
and loses its iden-
tity there itself (as 
distinguished from 
a case where the 
same commodity is 
transported to an-
other location).

  (c) Power generating/
consuming com-
pany, power receiv-
ing company and 
power distributing 
company are three 
different legal enti-
ties involved in the 
transaction and a 
third party (XEDCL) 
is quantifying the 
value of electricity 
generation.

In view of the above, the net 
reduction in electricity charges 
of the two divisions, i.e., ferro 
manganese plant and manga-
nese mine, equal to the value 
of credit given by XEDCL in its 
monthly bills, shall be treated 
as revenue generated from the 
project. Further, in the event of 
generation at WMP exceeding 
the consumption at consum-
ing units, amount credited by 
XEDCL in electricity bills shall 
also be treated as revenue 
generated from the project and 
shall also be treated as ‘other 
income’. 

The querist has furnished a 
statement containing extracts 
from the electricity bill for No-
vember 2006 for the perusal of 

the Committee to explain the 
methodology. As against the 
gross bill of Rs. 39,14,579, the 
company is required to pay only 
Rs. 26,85,455 thus resulting 
in reduction of Rs. 12,29,124 
towards power generation at 
WMP. This sum of Rs. 12,29,124 
shall be treated as revenue gen-
erated from the project.

Separate accounting of 2% 
wheeling charges on expendi-
ture side, by grossing up rev-
enue, is not considered neces-
sary because the reduction is 
made by XEDCL at generation 
point and accounting on expen-
diture side will pose difficulty in 
allocation of the charges to con-
suming units.

 (ii) Operations and main-
tenance charges are 
payable after a speci-
fied period at agreed 
rate per machine on 
annual basis. Besides 
this, administrative ex-
penses like rates and 
taxes, inspection fees, 
etc., are to be borne by 
the company right from 
the first year of opera-
tion. All the above ex-
penses shall be dis-
closed separately in 
the profit and loss ac-
count as expenditure 
of wind mills division. 

 (iii) Depreciation on WMP 
assets shall be indi-
cated separately below 
the fixed assets sched-
ule in line with the prac-
tice followed by the 
company in respect of 
manufacturing units.  

 (iv) Ferro manganese 
plant and mine will not 
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be charged with actual 
cost of generation of 
electricity at WMP be-
cause (a) these units 
continue to consume 
the same quantity of 
power (b) the credit 
given by the XEDCL 
in electricity bills of 
these units towards 
electricity generation 
at WMP represents 
gain realised in cash, 
(c) power generating/
consuming company, 
power receiving com-
pany and power dis-
tributing company are 
three different legal 
entities involved in the 
transaction and a third 
legal entity (XEDCL) is 
quantifying the value 
of electricity gener-
ated and (d) profit cen-
tre concept does not 
permit such an adjust-
ment.

  In view of the above, 
the company shall also 
value stock of man-
ganese ore and ferro 
manganese by con-
sidering gross cost of 
power at these power 
consuming units with-
out deduction of credit 
given by XEDCL in 
electricity bills.

 (v) Net profit from oper-
ating wind mills, after 
deducting operational/ 
administrative expens-
es and depreciation, 
shall be disclosed in 
segment reporting and 
memorandum profit 
and loss account sep-
arately.

B.   Query
8.  In view of the above, the 
querist has sought the opinion 
of the Expert Advisory Com-
mittee specifically on the issue 
of the treatment of reduction 
in electricity bills on account 
of credit given by XEDCL in 
electricity bills towards genera-
tion of electricity at wind mills  
division. 

C.  Points considered by the 
Committee
9.  The Committee notes from 
paragraph 8 above that the 
querist has raised the issue 
only with respect to the treat-
ment of reduction in electricity 
bills on account of credit given 
by XEDCL in the electricity bill 
towards generation and supply 
of electricity by the company 
through its wind mill division. 
The Committee has, therefore, 
considered only this issue and 
has not considered or touched 
upon any other issue arising 
from the Facts of the Case, 
such as, segment reporting for 
wind mill division, treatment of 
various expenses of the wind 
mill division, disclosure of de-
preciation on the assets of the 
wind mill division, etc.

10.  The Committee notes from 
the Facts of the Case that the 
company is not selling the pow-
er generated at its wind mill 
division.  Rather, the company 
is using the power generated 
at the wind mill division for the 
company’s own activities at an-
other location. For this purpose, 
the company is transmitting the 
power generated through a dis-
tribution company. The extracts 
from the agreement with the 
distribution company furnished 

by the querist also indicate that 
the power is being transmitted 
by the company to the distribu-
tion company for its self-use 
only. For this purpose, wheel-
ing charges in the form of 2% of 
the energy fed into the system 
by the company, are paid to the 
distribution company. Thus, the 
company is drawing only 98% 
of the energy fed into the sys-
tem for its self-use at a differ-
ent location. The energy drawn 
above this limit is charged to 
the company separately. In 
case, a lesser quantity of en-
ergy is drawn by the company, 
the company is compensated 
for the excess units generated 
at specified rates. The Com-
mittee notes that the distribu-
tion company in the electricity 
bill sent to the company shows 
charges for the full energy 
drawn by the company and 
then gives a credit for 98% of 
the energy that was actually fed 
into the system by the company 
itself. The Committee is of the 
view that this is only a manner 
of disclosure in the electricity 
bill. It does not amount to sale 
and purchase of energy to and 
from the distribution company. 
Thus, the Committee is of the 
view that the energy drawn by 
the company for its self-use is 
only an inter-divisional transfer 
from the wind mill division to its 
consuming divisions, though at 
a different location.

11.  The Committee notes that 
the querist has argued in para-
graph 7 above that the net re-
duction in electricity charges of 
the consuming divisions equiv-
alent to the 98% of the energy 
fed into the system by the com-
pany by its wind mill division, 
should be treated as revenue 
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generated by the wind mill divi-
sion. In this context, the Com-
mittee notes the definition of the 
term ‘revenue’ as per Account-
ing Standard (AS) 9, ‘Revenue 
Recognition’, which is repro-
duced below: 

  “4.1 Revenue is the 
gross inflow of cash, 
receivables or other 
consideration arising in 
the course of the ordi-
nary activities of an en-
terprise from the sale 
of goods, from the ren-
dering of services, and 
from the use by others 
of enterprise resources 
yielding interest, roy-
alties and dividends. 
Revenue is measured 
by the charges made 
to customers or clients 
for goods supplied 
and services rendered 
to them and by the 
charges and rewards 
arising from the use 
of resources by them. 
In an agency relation-
ship, the revenue is the 
amount of commission 
and not the gross inflow 
of cash, receivables or 
other consideration.”

The Committee is of the view 
that as per the definition of the 
term ‘revenue’ as reproduced 

above, inter-division transfers 
do not constitute revenue. The 
Committee further notes that as 
per an Announcement issued 
by the Institute of Chartered Ac-
countants of India in the year 
2005, titled ‘Treatment of Inter-
divisional Transfers’, transfers 
within an enterprise cannot 
be considered as fulfilling the  
definition of the term ‘revenue’.  

12.  The Committee also notes 
that the reduction in the electric-
ity bills of the consuming units 
does not constitute ‘income’ for 
the company. In this context, the 
Committee notes that the Frame-
work for the Preparation and 
Presentation of Financial State-
ments, issued by the Institute of 
Chartered Accountants of India, 
defines the term ‘income’ as 
“increase in economic benefits 
during the accounting period in 
the form of inflows or enhance-
ments of assets or decreases of 
liabilities that result in increases 
in equity, other than those relat-
ing to contributions from equity 
participants”. The Committee is 
of the view that selling to itself 
does not result in enhancement 
of assets and, therefore, the re-
duced electricity bills do not fit 
into the definition of the term ‘in-
come’ as above. Accordingly, it 
is not appropriate to present the 
same as ‘other income’.

13.  The Committee is of the 
view that the expenditure in-
curred by the wind mill division 
together with the electricity 
charges paid by the consum-
ing divisions to the distribution 
company for excess electricity 
drawn, would represent the cost 
on account of electricity charg-
es of the consuming divisions. 
Thus, no separate accounting 
entries need be passed for the 
saving in cost towards electric-
ity charges.  However, it may be 
noted that to the extent of the 
‘inadvertent flow’ of electricity 
to the XEDCL (referred in para-
graph 5 above), the compsen-
sation received towards the 
same would be treated as sale 
of electricity and appropriately 
disclosed in the profit and loss 
account.

D.  Opinion 

14.  On the basis of the above, 
the Committee is of the opinion 
that the accounting treatment 
suggested by the querist for the 
reduction in the electricity bills 
on account of credit given by the 
distribution company in elec-
tricity bills towards generation 
and supply of electricity by the 
wind mill division, is incorrect. 
The correct treatment would 
be as given in paragraph 13  
above.

1. The Opinion is only that of the Expert Advisory Committee and does not necessarily repre-
sent the Opinion of the Council of the Institute.

2. The Compendium of Opinions containing the Opinions of Expert Advisory Committee has 
been published in twenty-five volumes, which are available for sale at the Institute's office 
at New Delhi and its regional council offices at Mumbai, Chennai, Kolkata and Kanpur.

3. Recent opinions of the Committee are available on the website of the Institute at URL: 
http://www.icai.org/icairoot/resources/resource_index.jsp
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A. DIRECT TAXES
INCOME-TAX ACT

I. Notifications
1. Notification No. 70/2008-
FTD, dated 18-06-2008
The Central Board of Direct 
Taxes has through this Notifi-
cation clarified that agreement 
between the Government of 
the Republic of India and the 
Government of the Republic of 
Botswana for the avoidance of 
double taxation and the preven-
tion of fiscal evasion with re-
spect to taxes on income shall 
be given effect to in the Union 
of India with effect from 01-04-
2009.
For Details visit:
http://law.incometaxindia.gov.
in/DitTaxmann/Notifications 
/IncomeTaxAct/2008/notf70_20 
08.htm
B. INDIRECT TAXES
EXCISE
I. Notifications:
1. Notification No. 23/2008 
CE (NT) dated 23.05.2008 has 
amended rule 17 of the Central 
Excise Rules, 2002 to provide 
that the in case of removal of 
excisable goods from 100% 
export oriented undertaking to 
domestic tariff area, the duty 
leviable on such goods shall 
be paid by utilising the CEN-
VAT credit or by crediting the 
duty payable to the account 
of the Central Government in 
the manner specified in rule 8.  
Thus, duty can be paid monthly 
in case of removals from 100% 
EOUs also. 
Further, sub-rule (4) has been 
inserted in rule 17 to provide 
that the proper officer may on 
the basis of information con-
tained in the return filed by the 
unit under sub-rule (3), and after 
such further enquiry as he may 
consider necessary, scrutinise 

NOTIFICATIONS AND CIRCULARS
Significant Notifications/Circulars Issued during the Month of May-June, 2008

the correctness of the duty as-
sessed by the assessee on the 
goods removed, in the manner 
to be prescribed by the Board.
Sub-rule (5) has also been in-
serted to provide that every as-
sessee shall make available to 
the proper officer all the docu-
ments and records for verifica-
tion as and when required by 
such officer.
The above amendments shall 
be effective form 01.06.2008.
For Details visit:
http://www.cbec.gov.in/excise/
cx-act/notfns-2k8/cent23-2k8.
htm
2. Notification No. 24/2008 
CE(NT) dated 23.05.2008 has 
prescribed a new monthly re-
turn [Form ER-2] for hundred 
percent export-oriented un-
dertakings in respect of goods 
manufactured, goods cleared 
and receipt of inputs and capital 
goods.
For Details visit:
http://www.cbec.gov.in/excise/
cx-act/notfns-2k8/cent24-2k8.
htm
II. Circulars:
1. Circular No. 868/6/2008-CX 
dated 09.05.2008 has clari-
fied certain issues in respect of 
amendments made in rule 6 of 
CENVAT Credit Rules, 2004. 
For Details visit:
http://www.cbec.gov.in/excise/
cx-circulars/cx-circulars-08
/868-2008-cx.htm
2.Circular No. 869/07/2008 CX 
dated 16.05.2008 has been is-
sued to prescribe a procedure 
relating to sanction and post-
audit of refund/rebate claims.
For Details visit:
http://www.cbec.gov.in/excise/
cx-circulars/cx-circulars-08
/869-2008-cx.htm
3. Circular No. 870/08/2008-CX 

dated 16.05.2008 has withdrawn 
Circular No. 599/36/2001-CX 
dated November, 2001 wherein 
the issue of the applicability of 
the provision of section 11D of 
the Central Excise Act, 1944 in 
cases of payments made under 
erstwhile rule 57CC (1) of the 
Central Excise Rules, 1944 was 
examined. The said circular has 
been withdrawn in view of some 
decisions of the Tribunal contrary 
to the said circular and amend-
ments made in rule 6 of the CEN-
VAT Credit Rules, 2004.
For Details visit:
http://www.cbec.gov.in/excise/
cx-circulars/cx-circulars-08
/870-2008-cx.htm
CUSTOMS
I. Notification:
1. Notification No. 64/2008 
Cus. (NT) dated 29.05.2008 
has amended rule 3 of the 
Customs, Central Excise Du-
ties and Service Tax Drawback 
Rules, 2008 to provide that no 
drawback shall be allowed on 
any of the goods falling within 
Chapter 72 or heading 1006 or 
2523 of the First Schedule to 
the Customs Tariff Act, 1975. 
Rule 6 and rule 7 have also 
been amended to provided that 
no amount or rate of drawback 
shall be determined in respect 
of any of the goods falling within 
Chapter 72 or heading 1006 or 
2523 of the First Schedule to 
the Customs Tariff Act, 1975.
For Details visit:
h t t p : / / w w w. c b e c . g o v. i n / 
customs/cs-act/notifications/
notfns-2k8/csnt64-2k8.htm  
II. Circular:
1. Circular No.7/2008-Cus 
dated 28.05.2008 has been is-
sued in respect of sanction of 
customs duty refunds. It has 
been clarified that in terms of 
sub-section (2) of section 27, 
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the concerned Assistant/Dep-
uty Commissioner of Customs 
has to go through the facts 
of the case and the material 
placed before him in order to 
determine whether the amount 
claimed by an applicant is re-
fundable to him or not. Further, 
the Assistant/Deputy Commis-
sioner of Customs should go 
through the details of audited 
balance sheet and other related 
financial records, certificate of 
the Chartered Accountant etc., 
submitted by the applicant in 
order to decide whether the ap-
plicant had not passed on the 
incidence of the duty and inter-
est thereon, if any, to any other 
person. The Order-in-Original 
passed by the Assistant/Deputy 
Commissioner of Customs in 
the adjudication process should 
be a speaking order providing 
specific details including the rel-
evant financial records that are 
relied upon to arrive at a conclu-
sion whether the burden of duty 
or interest, as the case may be, 
has been passed on or not. 
Refund orders issued in a rou-
tine and casual manner there-
by sanctioning the amount but 
crediting the same to the Con-
sumer Welfare Fund without 
going through the factual details 
of the case and the due process 
as provided in the first proviso 
cannot be considered as a com-
plete and speaking order.   
For Details visit:
h t t p : / / w w w. c b e c . g o v. i n / 
c u s t o m s / c s - c i r c u l a r s / c s - 
circulars08/circ07-2k8-cus.htm
SERVICE TAX
I. Notifications:
1. Notification No. 18/2008 
ST dated 10.05.2008 has noti-
fied 16.05.2008 as the date on 
which the services introduced 
by the Finance Act, 2008 would 
become effective. Further, the 
amendments made in the ex-
isting service vide the Finance 
Act, 2008 would also become 
effective from 16.05.2008.

For Details visit:
http://www.servicetax.gov.in/
notifications/notfns-2k8/st18-
2k8.htm
2. Notification No. 19/2008 ST 
dated 10.05.2008 has made 
the following amendments in 
Service Tax Rules, 1994: 
(i)  in rule 4A, for the words “to 
a customer” wherever they oc-
cur, the words “to any person” 
have been substituted with ef-
fect from 16.05.2008; 
(ii) in rule 4B, for the words “to 
the customer”, the words “to the 
recipient of service” have been 
substituted with effect from 
16.05.2008; 
(iii) in rule 6, - 
(a) in sub-rule (1), after the third 
proviso, the following Explana-
tion has been inserted, namely: 
“Explanation. - For the removal 
of doubts, it is hereby declared 
that where the transaction of 
taxable service is with any as-
sociated enterprise, any pay-
ment received towards the val-
ue of taxable service, in such 
case shall include any amount 
credited or debited, as the case 
may be, to any account, wheth-
er called ‘Suspense account’ or 
by any other name, in the books 
of account of a person liable to 
pay service tax.” 
(b) after sub-rule (7A), sub-rule 
(7B) has been inserted with ef-
fect from 16.05.2008. Sub-rule 
(7B) provides that the person 
liable to pay service tax in rela-
tion to purchase or sale of for-
eign currency, including money 
changing, provided by a foreign 
exchange broker, including an 
authorised dealer in foreign 
exchange or an authorised 
money changer, referred to in 
sub-clauses (zm) and (zzk) of 
clause (105) of section 65 of the 
Act, shall have the option to pay 
an amount calculated at the rate 
of 0.25% of the gross amount of 
currency exchanged towards 
discharge of his service tax li-
ability instead of paying service 

tax at the rate specified in sec-
tion 66 of Chapter V of the Act.
However, such option shall not 
be available in cases where the 
consideration for the service pro-
vided or to be provided is shown 
separately in the invoice, bill or, 
as the case may be, challan is-
sued by the service provider. 
Illustration 
Buying rate $US 1 = Rs.38, sell-
ing rate $US 1 = Rs.40 
(i) Person exchanged $100 for 
equivalent rupees 
Transaction value = Rs.3800 
(Rs.38 x 100) 
Service tax payable = R s . 9 . 5 
(0.25% x 3800) 
(ii) Person exchanged equiva-
lent rupees for $100 
Transaction value = Rs.4000 
(40 x 100) 
Service tax payable = R s . 1 0 
(0.25% x 4000).
For Details visit:
http://www.servicetax.gov.in/
notifications/notfns-2k8/st19-
2k8.htm
3. With effect from 16.05.2008, 
Notification No. 20/2008 ST 
dated 10.05.2008 has made 
the following amendments in 
sub-rule (1) of rule 3 of the Ex-
port of Services Rules, 2005:
(a) in clause (ii), for the brack-
ets, letters and word “(zzzf) and 
(zzzp)”, the brackets, letters and 
word “(zzzf), (zzzp), (zzzzg), (zzz-
zh) and (zzzzi)” have been substi-
tuted; 
(b) in clause (iii), after the pro-
viso, the following proviso has 
been inserted, namely:- 
“Provided further that where 
the taxable service referred to 
in sub-clause (zzzzj) of clause 
(105) of section 65 of the Act is 
provided to a recipient located 
outside India, then such taxable 
service shall be treated as ex-
port of taxable service subject 
to the condition that the tangi-
ble goods supplied for use are 
located outside India during the 
period of use of such tangible 
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goods by such recipient.”
For Details visit:
http://www.servicetax.gov.in/
notifications/notfns-2k8/st20-
2k8.htm
4. With effect from 16.05.2008, 
Notification No. 21/2008 ST 
dated 10.05.2008 has made the 
following amendments in rule 3 
of the Taxation of Services (Pro-
vided from Outside India and Re-
ceived in India) Rules, 2006:
(a) in clause (ii), for the brack-
ets, letters and word “(zzzf) and 
(zzzp)”, the brackets, letters and 
word “(zzzf), (zzzp), (zzzzg), (zzz-
zh) and (zzzzi)” have been substi-
tuted; 
(b) in clause (iii), the following 
proviso has been inserted at 
the end, namely: - 
“Provided that where the tax-
able service referred to in sub-
clause (zzzzj) of clause (105) of 

section 65 of the Act is received 
by a recipient located in India, 
then such taxable service shall 
be treated as taxable service 
provided from outside India 
and received in India subject to 
the condition that the tangible 
goods supplied for use are lo-
cated in India during the period 
of use of such tangible goods 
by such recipient.”
For Details visit:
http://www.servicetax.gov.in/
notifications/notfns-2k8/st21-
2k8.htm
5. With effect from 16.05.2008, 
Notification No. 22/2008 ST 
dated 10.05.2008 has made 
the following amendments 
in Notification No.1/2006 ST 
dated 01.03.2006, which pre-
scribes various abatements in 
respect of certain taxable ser-
vices specified therein:
In the said notification, Table, - 

(i) in case of mandap keeper 
services, for the words “to the 
client”, the words “to any per-
son” have been substituted; 
(ii) in case of convention ser-
vices, where service provided 
includes catering service, for 
the words “client”, the words 
“recipient of service” have been 
substituted; 
(iii) in case of erection, com-
missioning or installation ser-
vice, for the words “customer”, 
the words “recipient of service” 
have been substituted.
For Details visit:
http://www.servicetax.gov.in/
notifications/notfns-2k8/st22-
2k8.htm
6. With effect from 16.05.2008, 
Notification No. 23/2008 ST 
dated 10.05.2008 has amend-
ed the following notifications in 
the manner given below:

S. No. Notification No. and date Amendments 
1. 18/2002 ST dated 16.12.2002: It exempts the taxable services provided 

by a consulting engineer to a client on transfer of technology from so 
much of the service tax leviable thereon as is equivalent to the amount 
of cess paid on the said transfer of technology under the provisions of 
Section 3 of the Research and Development Cess Act, 1986.

In the said notification, for 
the words “to a client”, the 
words “to any person” shall 
be substituted. 

2. 33/2004 ST dated 03.12.2004: It exempts the taxable service 
provided by a goods transport agency to a customer, in relation 
to transport of fruits, vegetables, eggs or milk by road in a goods 
carriage, from the whole of service tax leviable thereon. 

In the said notification, for 
the words “to a customer”, 
the words “to any person” 
shall be substituted. 

3. 34/2004 ST dated 03.12.2004: It exempts the taxable service 
provided by a goods transport agency to a customer, in relation to 
transport of goods by road in a goods carriage, from the whole of 
service tax where-xxxx

In the said notification, for 
the words “to a customer”, 
the words “to any person” 
shall be substituted. 

For Details visit: http://www.servicetax.gov.in/notifications/notfns-2k8/st23-2k8.htm

7. With effect from 16.05.2008, 
Notification No. 24/2008 ST 
dated 10.05.2008 has amend-
ed Notification No.41/2007 ST 
dated 06.10.2007, which ex-
empts certain specified taxable 
services received by an export-
er and used for export of goods. 
The following services received 
by an exporter and used for ex-
port of goods have also been 
exempted vide this notification 
subject to fulfillment of condi-
tions specified therein: - 

(1) Services of purchase or sale 
of foreign currency, including 
money changing provided to 
an exporter in relation to export 
goods [Section 65(105)(zm)]. 
(2) Services of purchase or sale 
of foreign currency, including 
money changing provided to 
an exporter in relation to export 
goods [Section 65(105)(zzk)].  
(3) Services of supply of tan-
gible goods for use, without 
transferring right of possession 
and effective control of tangible 

goods, provided to an exporter 
in relation to goods exported by 
the exporter [Section 65(105)
(zzzzj)].
For Details visit:
http://www.servicetax.gov.in/
notifications/notfns-2k8/st24-
2k8.htm
8. Notification No. 27/2008 ST 
dated 27.05.2008 has amended 
Notification No. 1/2006 ST dat-
ed 01.03.2006 so as to provide 
an abatement of 30% in case 
of services provided in relation 
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to chit from the gross amount 
charged for such service.  Chit 
has been defined to mean a 
transaction whether called chit, 
chit fund, chitty, kuri, or by any 
other name by or under which 
a person enters into an agree-
ment with a specified number of 
persons that every one of them 
shall subscribe a certain sum of 
money (or a certain quantity of 
grain instead) by way of periodi-
cal installments over a definite 
period and that each subscriber 
shall, in his turn, as determined 
by lot or by auction or by tender 
or in such other manner as may 
be specified in the chit agree-
ment, be entitled to the prize 
amount. 
For Details visit:
http://www.servicetax.gov.in/
notifications/notfns-2k8/st27-
2k8.htm
9. With effect from 01-07-2008 
Notification No. 28/2008 ST 
dated 04.06.2008 have intro-
duced the Dispute Resolution 
Scheme Rules, 2008. As per 
this Rules the declaration, un-
der section 94, in respect of tax 
arrears and the amount pay-
able under the Scheme shall 
be made in Form 1 and the cer-
tificate under sub-section (2) of 
section 96, stating full and final 
settlement of tax arrears, shall 
be issued in Form 2.
For Details visit:
http://www.servicetax.gov.in/
notifications/notfns-2k8/st28-
2k8.htm
10. Notification No. 29/2008 ST 
dated 26.06.2008 has exempts 
the taxable service of supply of 
a goods carriage, without trans-
ferring right of possession and 
effective control of such goods 
carriage, referred to in sub-
clause (zzzzj) of clause (105) of 
section 65 of the Finance Act.
For Details visit:
http://www.servicetax.gov.in/
notifications/notfns-2k8/st29-
2k8.htm

II. Circulars:
1. Circular No. 101/4/2008-ST 
dated 12-05-2008 
The notification No. 41/2007-
ST, dated 6/10/2007 allows re- 
fund of service tax paid on sp- 
ecified services used for exp- 
ort of goods. This notification 
stipulates that a merchant exp- 
orter shall file the claim of ref- 
und to the Assistant Commis-
sioner/Deputy Commissioner of 
Central Excise having jurisdic-
tion over the registered office 
or the head office. Vide Circu-
lar No. 101/4/2008-ST dated 
12-05-2008 the Central Board 
of Excise & Customs clarified 
that refund claims can be filed 
from any premises/office of a 
merchant exporter provided 
the same is registered for ser- 
vice tax purposes under the Fi- 
nance Act, 1994 or rules made 
thereunder. However, even in 
such cases, if the merchant 
exporter so desires, he may 
file refund claim at the location 
where his head office/register- 
ed office is ocated.
For Details visit:
http://www.servicetax.gov.in/cir-
culars08/st-circ-101-2k8.htm   
2. Circular No. 102/5/2008-ST 
dated 04-06-2008  
The Central Board of Excise & 
Customs Vide Circular No. 101 
/4/2008-ST dated 12-05-2008 
issued Guidelines in respect of 
the Dispute Resolution Sche- 
me, 2008. The Dispute Resolu-
tion Scheme Rules, 2008 ha- 
ve been issued vide notification 
No. 28/2008-ST, dated 4.6.2008. 
This compounding scheme has 
been notified as a one-time me 
asure for quick resolution of disp 
utes (a) involving small service 
tax amounts upto Rs 25000; 
and (b) involving non-recovery 
of penalty or interest. However, 
cases involving non-payment 
of service tax after having col-
lected the same from client/cus 
tomer are not included in the 
Scheme.

The salient features of this 
Scheme are as follows: 
(i) The Scheme covers all such 
cases where tax arrears, includ-
ing interest and penalty, were 
payable or leviable under the 
Finance Act, 1994, but not paid 
prior to 1.3.2008 and where 
a Show Cause Notice/order 
has been issued on or before 
1.3.2008. 
(ii) This Scheme would be in 
operation from 1.7.2008 to 
30.9.2008. The benefit, con-
cession or immunity under the 
Scheme would only be avail-
able in respect of the case in 
respect of which declaration is 
made under the Scheme within 
this period; 
(iii) The Scheme shall not apply 
to (a) any show cause notice or 
order issued under section 73A 
of the Finance Act, 1994, i.e., 
cases involving non-payment 
of service tax after having col-
lected the same from client/cus-
tomer; and (b) any case where 
tax arrears includes service 
tax amount of more than Rs 
25,000; 
(iv) The order passed under the 
Scheme would be conclusive 
and would not be subjected to 
any appeal. Any pending ap-
peal in the matter shall stand 
withdrawn. In such cases where 
the declarant has pursued a pe-
tition in a court of law, he shall 
withdraw such petition for avail-
ing benefit of this Scheme in re-
spect of such matter; 
(v) The amount paid under the 
Scheme would not be refund-
able under any circumstances; 
(vi) The Central Government 
shall have power to make rules 
to implement this Scheme as 
well as for removal of difficul-
ties for implementation of this 
Scheme.
For Details visit:
http://www.servicetax.gov.in/ 
circulars08/st-circ-102-2k8.htm
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LEGAL DECISIONS1

A. DIRECT TAXES
Recovery of Debts
1. Agricultural lands owned 
by partners of appellant firm 
had been attached and sold 
in public auction following 
entire procedure for recovery 
of debts. Whether revenue 
was justified?
Janatha Textiles and Others 
vs Tax Recovery Officer and 
Another (SC) 16 May 2008
The appellant is a registered 
firm with four partners. The firm 
and its partners were in arrears 
of tax. The agricultural lands 
owned by the partners of the ap-
pellant firm had been attached 
and sold in public auction after 
following the entire procedure 
laid down under second sched-
ule to the Income Tax Act, 1961. 
No procedural irregularity or ille-
gality in public auction process 
was even alleged by the ap-
pellants. The appellants never 
complained about fixing of the 
reserve price before holding of 
auction, though they were inti-
mated of the same through sale 
proclamation. Later, the appel-
lants contended that the land 
was of higher value than the 
price at which it was auctioned.

It is established principle of 
law that third party auction pur-
chaser’s interest in the auc-
tioned property continues to be 
protected notwithstanding that 
the underlying decree is subse-
quently set aside or otherwise.

After going through the facts of 
the case the Supreme Court ob-
served that law makes a clear 

distinction between a stranger 
who is a bona fide purchaser of 
the property at an auction sale 
and a decree holder purchaser 
at a court auction. The strang-
ers to the decree are afforded 
protection by the court because 
they are not connected with the 
decree. Unless the protection is 
extended to them, court sales 
would not fetch market value or 
fair price of the property.

Upholding the order of the High 
Court, the Supreme Court dis-
missed the appeal.

Agricultural Income
2. Income from ‘tea grown 
and manufactured’ business, 
the income shall be comput-
ed in accordance with provi-
sions of the Income-tax Act, 
1961 by the Assessing Of-
ficer under the 1961 Act and 
40% of the income is taxable 
under the 1961 Act and 60% 
income is taxable under the 
Bengal Agricultural Income 
Tax Act, 1944 by the State 
treating it as income from  
agriculture
UOI and Another vs Belgachi 
Tea Company Limited and 
Others (SC) 9 May 2008
The assessee is a public limited 
company carrying on the com-
posite business of growing and 
manufacturing tea in the dis-
trict of Darjeeling. The asses-
see company has tea gardens, 
which consists of the gardens 
and a factory for manufacture 
of tea. The assessee company 
sells the tea grown and manu-
factured in the tea gardens. The 

income from such business has 
been assessed all along under 
the provisions of Income Tax 
Act, 1961 (1961 Act). The claim 
of the assessee company is 
that the entire income should 
be assessed under the provi-
sions of the 1961 Act and after 
the income is assessed, the tax 
should be charged on 40% of 
such income under the 1961 
Act and on the balance 60%, 
the State can tax under the 
Bengal Agricultural Income Tax 
Act, 1944 (1944 Act).

The Supreme Court observed 
that a combined reading of  
Rule 8, Income Tax Rules, 
1962 and Section. 8 of the 1944 
Act and its amendment by in-
sertion of sub-Section (1A) in 
Section 8 of the 1944 Act left 
no doubt that the income from 
‘tea grown and manufactured’ 
business, the income shall be 
computed in accordance with 
provisions of the 1961 Act by 
the Assessing Officer under 
the 1961 Act and 40% of the in-
come is taxable under the 1961 
Act and 60% income is tax-
able under the 1944 Act by the 
State treating it as income from  
agriculture.

The Court observed that for 
the purpose of computation of 
income under the 1961 Act, it 
should be the mixed income 
from ‘tea grown and manufac-
tured’ by the assessee. As the 
income from sale of green tea 
leaves is purely income from 
the agricultural product, there is 
no question of taxing it as inci-
dental income of the assessee 
when there is a specific provi-

1These cases have been compiled and contributed by www.Indlaw.com. Readers are invited to send their comments on the selection 
of cases and their utility at eboard@icai.org. For the convenience of readers full text of these cases have been hosted on the website 
of the institute at the link: http://www.icai.org/icairoot/departments/editorial_board/dept_editorial_board_index.jsp?icaideptid=20
Edited by Journal Section, ICAI.
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sion and authority to tax that in-
come under the 1944 Act. The 
agricultural income cannot be 
taxed under 1961 Act. 

The Court held that in case the 
assessee directly sells the green 
tea leaves resulting into an in-
come from agricultural prod-
ucts, it cannot be taken as in-
cidental income to the business 
and whatever the income is de-
rived from the sale of the green 
tea leaves can be assessed by 
the Agricultural Income Tax Of-
ficer under the 1944 Act.

The Court upheld the view tak-
en by the Division Bench of the 
High Court.

Method of accounting 
3. Whether income accrued 
to assessee on registration 
of sale deed in favour of third 
party (plot purchaser) or 
whether it accrued at time of 
execution of tripartite agree-
ment?
CIT, New Delhi vs Realest 
Builders and Services Lim-
ited (SC) 7 May 2008
The Supreme Court held that 
in cases where the Department 
wants to tax an assessee on the 
ground of the liability arising in a 
particular year, it should always 
ascertain the method of account-
ing followed by the assessee in 
the past and whether change in 
method of accounting was war-
ranted on the ground that profit is 
being under estimated under the 
impugned method of accounting. 
If the Assessing Officer comes 
to the conclusion that there is 
under estimation of profits, he 
must give facts and figures in 
that regard and demonstrate 
to the Court that the impugned 
method of accounting adopted 
by the assessee results in under 
estimation of profits and is there-
fore rejected. Otherwise, the pre-

sumption would be that the entire 
exercise is Revenue neutral. In 
the instant case, that exercise 
has never been undertaken. The 
AO was required to demonstrate 
both the methods, one adopted 
by the assessee and the other by 
the Department.

The Court dismissed the appeal.

Film Producer
4. Whether the amortisation 
loss computed under Rule 9A 
of Income-tax Rules is subject 
to or not subject to the provi-
sions of Section 80 and Section 
139, Income-tax Act, 1961?
CIT, Thiruvanathapuram vs 
Joseph Valakuzhy (SC) 6 May 
2008
The assessee is a film producer. 
In his income tax return, the as-
sessee claimed the benefit of 
carry forward of Rs. X as amorti-
sation expenses.

The Supreme Court noted that 
the deduction for expenditure in-
curred on production of feature 
films is appropriately governed 
by Rule 9A of the Rules.

The Court held that that if a film 
is not released for exhibition on 
a commercial basis at least 180 
days before the end of such pre-
vious year, the cost of produc-
tion of the film insofar as it does 
not exceed the amount realised 
by the film producer by exhibit-
ing the film on a commercial ba-
sis, is to be allowed as a deduc-
tion in computing the profits and 
gains of such previous year and 
the balance, if any, is to be car-
ried forward to the next following 
previous year and allowed as a 
deduction in that year.

The appeal was dismissed.

Fringe Benefit Tax
5. Whether expenditure in-

curred by appellant, in pro-
viding transportation facility 
by bringing employees to Rig 
from their own country (out-
side India) and back is not lia-
ble to fringe benefit tax and the 
words ‘in India’ cannot be read 
after the word ‘residence’ in 
sub-section (3) of section 115 
WB of Income-tax Act, 1961?
R and B Falcon (A) Private 
Limited vs CIT (SC) 6 May 
2008 The appellant is incorpo-
rated under the laws of the Com-
monwealth of Australia and has 
a permanent establishment in 
India. It is engaged in the busi-
ness of providing Mobile Off-
shore Drilling Rig (MODR) along 
with crew on a day rate charter 
hire basis to drill offshore wells. 
The employees from different 
countries come to India, stay in 
the Rig for 28 days and go back 
to their own country being their 
place of residence for a further 
period of 28 days. 
Authority for Advance Ruling held 
that the company is liable to pay 
fringe benefit tax for providing 
transportation and movement 
of offshore employees for their 
residence and home countries 
outside India to the place of rig 
and back, opined that (1) The 
exemption provision contained 
in sub-section (3) of Section 
115WB is restricted to sub-sec-
tion (1) whereas the exemption 
falls under the deeming provision 
contained in sub-section (2); (2) 
Residence within the meaning 
of the said provision would mean 
residence in India and as the em-
ployees concerned are residents 
of the countries outside India, 
sub-section (3) of Section 115WB 
is not applicable.
The interpretation and/or ap-
plication of the provisions of s. 
115WB, Income Tax Act, 1961 
providing for imposition of tax 
on ‘fringe benefits’ is in ques-
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tion in the appeal.

The Supreme Court held that 
the employer incurs the expen-
diture, of bringing the employee 
to the Rig by providing air tick-
ets for their coming from their 
place of residence to the Rig, 
as of necessity. It, therefore, 
clearly falls within the purview 
of the words ‘consideration for 
employment’. If fringe ben-
efits are provided for consid-
eration for employment, which 
is given or provided to the em-
ployee by way of an amenity, 
reimbursement or otherwise, 
sub-section (1)(a) shall be  
attracted.

The Court held that when 
the expenditure incurred by 
the employer so as to enable 
the employee to undertake a 
journey from his place of resi-
dence to the place of work or 
either reimbursement of the 
amount of journey or free tick-
ets  therefore are provided by 
him, the same, would come 
within the purview of the term 
‘by way of reimbursement 
or otherwise’. Hence, mat-
ters enumerated in section 
115WB(2) are not covered by 
sub-section (3), and the ame-
nity in the nature of free or sub-
sidised transport is covered by  
sub-section (1). 

As regards to the question that 
whether the employee con-
cerned should be a resident 
of India the Supreme Court ob-
served that the appellant has a 
permanent establishment in In-
dia. It pays income-tax in India. 
It carries on business in India. It 
has for the purpose of carrying 
out its business activities en-
gaged persons from within In-
dia or outside India. If it makes 
any expenditure for bringing 
any employee from abroad, 
the same would also liable to 

be taken into consideration for 
the purpose of sub- section (1) 
of Section 115WB. Thus, AAR 
with respect was not correct in 
its view in reading the words ‘in 
India’ after the word residence 
in sub-section (3) of Section 
115WB.

The appeal was allowed.

Additional tax
6. Whether appellant-asses-
see was liable to pay addi-
tional tax on account of ad-
justment on its return under 
Section 143(1)(a) read with 
Section 143(1A), Income tax 
Act, 1961?
Kvaverner John Brown Engi-
neering (India) Private Lim-
ited vs Assistant CIT, Banga-
lore (SC) 29 Apr 2008
The Appellant claimed deduc- 
tion under section 80-O, Inco- 
me tax Act, 1961 in respect of  
qualifying income brought into 
India in convertible foreign ex- 
change. Assessee claimed gro- 
ss income, earned in foreign ex 
change, as qualifying income 
whereas the ITO granted dedu- 
ction by restricting the claim of 
the assessee to the net income.

The Supreme Court held that 
when there were conflicting 
judgments on interpretation of 
section 80-O, prima facie ad-
justments contemplated under 
section 143(1)(a) was not ap-
plicable and, consequently ap-
pellant was not liable to pay ad-
ditional tax under s. 143(1A).

The appeals were allowed.

Transfer of cases
7. Interpretation/application 
of Section 127 of Income-tax 
Act, 1961 vis-à-vis Provision 
of Block Assessment.
K.P. Mohammed Salim vs CIT, 

Cochin (SC) 24 Apr 2008 
A search was conducted by the 
Officers of the Income Tax De-
partment in the residence as also 
in the business premises of the 
assessee. Consequent where-
upon, it was proposed to transfer 
the cases pertaining to the as-
sessee to facilitate effective and 
coordinate investigation.

The Supreme Court observed 
that a block period not only 
would include ten years of as-
sessment but also that por-
tion of the assessment year in 
which assessment was to take 
place as on the date of the  
search. 

The Court further observed that 
only because in Section 127 of 
the Income-tax Act, 1961 the 
words “any case” has been 
mentioned, the same, would not 
mean that an order of transfer 
cannot be passed in respect of 
cases involving more than one 
assessment year. It would not 
be correct to contend that only 
because explanation append-
ed to Section 127 refers to the 
word ‘case’ for the purpose of 
the said Section as also Sec-
tion 120, the source of power 
for transfer of the case involv-
ing block assessment is relat-
able only to Section 120 of the  
Act. 

The power of transfer is in effect 
provides for a machinery provi-
sion. It must be given its full ef-
fect. It must be construed in a 
manner so as to make it work-
able. Even Section 127 of the 
Act is a machinery provision. It 
should be construed to effectu-
ate a charging Section so as to 
allow the authorities concerned 
to do so in a manner wherefore 
the statute was enacted. 

The word ‘any’ must be read in 
the context of the statute and for 
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the said purpose, it may in a sit-
uation of this nature, means all. 
The word ‘any’ may be read as 
all in the context of the Income 
Tax Act for which the power of 
transfer has been conferred 
upon the authorities specified 
under Section 127. Therefore, 
the power under Section 127 
can also be exercised in respect 
of a block assessment.

The appeals were dismissed 
with costs.

Special audit under sec-
tion 142(2A) of Income-
tax Act
8. Whether a pre-decisional 
hearing is required to be giv-
en to the assessee before an 
order under section 142(2A) 
is passed by the Assessing 
Officer?
Sahara India (Firm), Lucknow 
vs CIT, Central-I and Another 
(SC) 11 Apr 2008
In the present case, before 
passing the orders, no show 
cause notice was given to the 
appellants. Further, when the 
impugned orders were made, 
the Assessing Officer had no oc-
casion to have even a glimpse 
of the accounts maintained by 
the appellants.

The issue under consideration 
is whether in every case where 
the Assessing Officer issues a 
direction under Section 142(2A), 
Income-tax Act, 1961, the as-
sessee has to be heard before 
such an order is passed. 

The Supreme Court observed 
that an order under section 
142 (2A) does entail civil con-
sequences. The exercise of 
power under section 142(2A) 
leads to serious civil conse-
quences and, therefore, even in 
the absence of express provi-
sion for affording an opportunity 

of pre-decisional hearing to an 
assessee and in the absence 
of any express provision in sec-
tion 142 (2A) barring the giving 
of reasonable opportunity to an 
assessee, the requirement of 
observance of principles of nat-
ural justice is to be read into the 
said provision.

The appeals were allowed.

II. INDIRECT TAXES
EXCISE & CUSTOMS
Territorial jurisdiction 
and preventive detention
1. Territorial jurisdiction of 
High Court and parameters 
within which the Writ Court 
can provide its protection 
to the Petitioners at the pre-
execution stage of preventive 
detention were the issues be-
fore Court.
Maqsood Yusuf Merchant 
and Another vs UOI thru The 
Secretary and Others (DEL) 
19 May 2008
On information received by the 
Respondents, a consignment 
consisting of four hundred bags 
was examined and it was found 
to have been misdeclared. The 
Directorate of Revenue Intellig- 
ence (DRI) issued sundry sum- 
mons to several persons inclu- 
ding the petitioner who was ev- 
entually arrested and was pro-
duced in the Court of Additional 
Chief Metropolitan Magistrate, 
Mumbai. The High Court of Bo- 
mbay granted Bail.

The High Court observed that 
even if a small part of cause of 
action arises within the territori-
al jurisdiction of the High Court, 
the same by itself might not be 
considered to be a determina-
tive factor compelling the High 
Court to decide the matter on 

merit. In appropriate cases, the 
Court may refuse to exercise 
its discretionary jurisdiction by 
invoking the doctrine of forum 
conveniens. Any High Court is 
justified in exercising powers 
under Article 226 either if the 
person, Authority or Govern-
ment is located within its terri-
tories or if the significant part of 
the cause of action has arisen 
within its territories. The Bom-
bay High Court would indubita-
bly be the forum conveniens.

It was further held once it is 
found that the offence has been 
committed, or a violation of the 
Customs Act has been perpe-
trated in India, persons who 
have abetted in the perpetra-
tion of this violation would jus-
tifiably be charged as abettors. 
A distinction has to be drawn 
between the commission of an 
offence, or the perpetration of a 
violation of the Customs Act be-
yond the territory of India, and 
the abetment of this species of 
offences committed outside In-
dia. Once abetment is proved, 
the law would take its course 
even with respect to persons 
who were at the material time 
outside Indian boundaries.

It is important to draw a distinc-
tion between an inquiry and 
trial under the Cr.P.C, 1973 and 
preventive detention under 
the COFEPOSA or any other 
law. However, since Detention 
Orders have been passed by 
the Central Government, the 
proviso to s. 188 would stand 
impliedly complied with, as-
suming its applies. There can 
be no gainsaying that criminal 
prosecution and preventive de-
tention have different fields of 
operation and do not require 
to co-exist or to be prosecut-
ed contemporaneously. Every 
prosecution does not result in 
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preventive detention. Preven-
tive detention may, in certain 
circumstances, become im-
minently necessary, whereas 
prosecution may be initiated lat-
er on, especially since no pre-
scriptive period is prescribed in 
respect of such offences.

The petition was dismissed.

Demand of Duty
2. Whether the amount re-
ceived by the respondent to-
wards charges for designs, 
drawings, tooling, jigs and 
fixtures etc. as per the agree-
ment could have been loaded 
on the value of the machine 
made and delivered subse-
quently as per the separate 
written orders?
C.C.Ex., Belgaum vs Mysore 
Kirloskar Limited, Karnataka 
(SC) 9 May 2008
The respondent-company was 
manufacturing machine tools, 
their accessories, high-grade 
castings, pollution control 
equipments and other inciden-
tal and ancillary equipments. It 
used to accept orders to manu-
facture engineering machines 
as per the drawings, patterns, 
jigs, fixtures and tools etc. de-
veloped by it.

The Supreme Court held that it 
is true that the charges for draw-
ings, designs etc. have to be 
added to the assessable value 
of the machines manufactured, 
based on use of such drawings, 
designs, jigs, fixtures, tooling 
etc. However, before adding the 
value of the drawings etc, it has 
to be established that the con-
sideration had a nexus with the 
negotiated price of the assess-
able goods under clearance. 
Without establishing any such 
nexus, the Commissioner could 
not have demanded the duty on 

the additional amount of consid-
eration. On the basis of vague 
allegations made in the show 
cause notice neither the provi-
so to section 11A(1) could have 
been invoked nor penalty could 
have been imposed upon the 
respondent under rule 173Q, 
Central Excise Rules.

The appeal was dismissed.

Porcelain glazed tiles
3. Whether unglazed porce-
lain tiles imported by appel-
lants were goods fell under 
restricted list or free list of 
import?
Orient Ceramics and Indus-
tries Limited vs CC, New Delhi 
(SC) 29 Apr 2008
The appellants imported two 
consignments of unglazed por-
celain tiles and claimed clas-
sification of the tiles under 
sub-heading 6907.90 of the 
Customs Tariff Schedule. Since 
goods falling under sub-head-
ing 6907.90 were freely import-
able without any license, appel-
lants sought clearance of the 
same on payment of appropri-
ate customs duty. On examina-
tion, it was found that the goods 
were glazed tiles. Such tiles 
were classifiable under heading 
6908.90 of the Customs Tariff 
Schedule and being restricted 
for importation as per classifica-
tion, could not be imported with-
out proper license. Also, test 
report revealed that the goods 
had characteristics of glazed  
tiles.

The point involved relates to the 
classification of goods in ques-
tion under Indian Trade Classi-
fication (Harmonised System) 
[ITC (HS)] Policy.

The Supreme Court observed 
that from the reading of the re-
port of Central Revenue Control 

Laboratory (CRCL) and the dis-
tinction between the unglazed 
and glazed tiles pointed out by 
the appellants in their correspon-
dence with the Department, it is 
evident that the imported goods 
were not unglazed but glazed 
which was classifiable under 
tariff heading 6908.90. License 
of import for such goods was 
required, as per policy, before 
importing. In view of the report 
submitted by the CRCL, which 
is an expert body, the tiles im-
ported by the appellants were 
glazed tiles and were liable to 
be classified under tariff heading  
6908.90.

The Court further held that in 
the absence of any material to 
show that the tiles manufac-
tured by the appellants were 
porcelain tiles made out of ka-
olin and petuntse, it couldn’t be 
held that the tiles imported by 
the appellants were other ce-
ramic articles falling under tariff 
entry 6914.10.

The appeal was dismissed.

SERVICE TAX
Consulting Engineer 
Service
4. Whether technical know-
how fee and royalty paid to 
foreign collaborator fell un-
der the category of Consult-
ing engineer service?
Commissioner of Sales Tax, 
Ahmedabad vs Trumac En-
gineering Comoany Private 
Limited (CESTAT) 10 Jan 
2008
The respondents are engaged 
in the manufacture of textile 
machinery and parts. They en-
tered into a technology transfer 
agreement with a German com-
pany and paid technical know 
how fee and royalty to their for-
eign collaborator. The Revenue 
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was of the view that the same 
fell under the category of con-
sulting engineer.

The Tribunal held that the tech-
nical know-how provided by the 
foreign company as per the li-
censed agreements was trans-
fer of intellectual property rights 
and no consultancy or advice 
was involved. Hence, the same 
was not liable to service tax 
under consulting engineer ser-
vice.

The appeal was rejected.

Rent-a-cab Service
5. Vehicles not provided on 
rental basis for any continu-
ous period of time, whether 
come under the ‘rent-a-cab’ 
scheme and therefore, recov-
ery of demand to be stayed?
P. Sugumar vs C.C.Ex., Pondi-
cherry (CESTAT) 09 Jan 2008
The appellant had entered into 
an agreement with BSNL to 
provide vehicles with drivers for 
transport of officials employed 
with BSNL for their tours. The 
appellant provided his vehicle 
and vehicles hired by him from 
other parties. He received hire 
charges as per the agreed 
rates depending on the time of 
deployment of the vehicles and 
the distance run. The original 
authority demanded service tax.

The Tribunal observed that 
when the vehicles are not pro-
vided to a person on rental ba-
sis for any continuous period of 
time and are only made avail-
able for making journeys as and 
when required, will not come 
under the ‘rent a cab’ scheme.

The Tribunal therefore, directed 
waiver of pre-deposit of the tax 
demanded and stay of recovery 
of the same till the final disposal 
of the appeal.

Advertising agency
5. Whether charges collected 
towards services for evolu-
tion of prototype conceptual 
design (i.e. creation of con-
cept), on which service tax 
had been paid under the Fi-
nance Act, 1994 as amended 
from time to time is liable to 
tax under the Karnataka Val-
ue Added Tax Act, 2003 (the 
Act)?
Imagic Creative Private Lim-
ited vs Commissioner of 
Commercial Taxes (SC) 9 Jan 
2008 
The appellant is an advertising 
agency and provides for ad-
vertisement services. It creates 
original concept and design 
advertising material for their cli-
ents and design brochures, an-
nual reports etc.

In the case of Tata Consul-
tancy Services v. State of A.P. 
2005 (1) SCC 451 the Supreme 
Court held that the copyright 
in a programme may remain 
with the originator of the pro-
gramme, but the moment cop-
ies are made and marketed, it 
becomes goods, which are sus-
ceptible to sales tax. 

The Supreme Court observed 
that the Court, while interpreting 
a statute, must bear in mind that 
the legislature was supposed to 
know law and the legislation en-
acted is a reasonable one. The 
Court must also bear in mind 
that where the application of a 
Parliamentary and a Legislative 
Act comes up for consideration; 
endeavours shall be made to 
see that provisions of both the 
acts are made applicable.

The Court further held that pay-
ments of service tax as also 
the VAT are mutually exclusive. 
Therefore, they should be held 

to be applicable having regard 
to the respective parameters 
of service tax and the sales tax 
as envisaged in a composite 
contract as contradistinguished 
from an indivisible contract. It 
may consist of different ele-
ments providing for attracting 
different nature of levy. Hence, 
it is difficult to hold that in a case 
of this nature, sales tax would 
be payable on the value of the 
entire contract; irrespective of 
the element of service provided. 
The appeal was allowed.
Commercial and Industri-
al construction service
6. Whether construction of a 
warehouse for Central Ware-
housing Corporation on the 
land owned by Railway comes 
under purview of Commercial 
and Industrial construction 
service?
Gangaadhar and Sharma 
and Sons vs C.C.Ex., Bhopal 
(CESTAT) 3 Jan 2008
The applicant constructed 
warehouse on the land owned 
by railways. The railway land 
was leased out to Central Ware-
housing Corporation and Cen-
tral Warehousing Corporation is 
paying rent as per the terms and 
conditions of the agreement.
The Tribunal observed that 
service provided in respect of 
roads, airports, and railways 
is not covered under the com-
mercial or industrial construc-
tion service. On facts, it cannot 
be said that the applicant con-
structed a warehouse on behalf 
of the railway.
Hence, it is not a fit case for 
waiver of amount of service-tax.

SALES TAX / VAT
Rate of tax on Bubble-
gum
7. Whether Bubble-gum is 
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taxable as an unclassified 
good and would attract duty 
at rate of 10% inclusive of 
surcharge?

Commissioner of Trade Tax, 
UP vs Associated Distribu-
tors Limited (SC) 5 May 2008

The Tax Assessing Officer for 
the assessment year 1994 - 95 
has levied the tax with addition-
al tax at the rate of 10% treat-
ing Bubble-gum as unclassified 
and non-scheduled item.

The Supreme Court held that 
when common parlance test is 
applied and in fact ask someone 
to bring the sweets from the mar-
ket, he will never bring Bubble-
gum. In common parlance, even 
items of confectionery will not be 
construed as sweetmeat (mith-
ai). Chewing gum and Bubble-
gum do not fall in the category of 
Sweetmeat (mithai). 

The Supreme Court further 
held that the High Court came 
to the specific finding that the 
Bubble-gum cannot be treated 
as a sweetmeat but it is cer-
tainly an item of confectionery. 
In the impugned judgment, the 
High Court gave no reasons for 
its finding. The respondent did 
not give any break up of the 
ingredients of Bubble-gum. It 
was never the case of the re-
spondent that Bubble-gum is a 
sugar product. Confectionery is 
not even mentioned in the no-

tification. The High Court ought 
to have properly comprehended 
the object of the notification.

Hence, the tax is liable to be 
paid on Bubble-gum as an un-
classified item.

The appeals were allowed.

III. OTHERS
FEMA / FERA

Constitutional validity 
1. Constitutionality of section 
18(2) and (3) of Foreign Ex-
change Regulation Act, 1973 
on the ground of infringe-
ment of art. 14, Constitution 
of India, 1950

Seema Silk and Sarees and 
Another vs Directorate of En-
forcement and Others (SC) 12 
May 2008

The appellant No. 1, a partner-
ship firm, used to export gar-
ments and textiles to various 
countries. Appellants’ business 
came to a standstill because of 
its inability to repatriate export 
proceeds from a few overseas 
buyers. A notice was issued by 
the Enforcement Directorate 
under sections 18(2) and 18(3) 
alleging that in view of their fail-
ure to repatriate the entire sale 
proceeds of the exports, the 
provision is attracted.

The Supreme Court held that 
the Act was protected under 
art. 31B of the Constitution of 

India, 1950 having been placed 
in the Ninth Schedule. Discrim-
ination on the ground of valid 
classification, which answers 
the test of intelligible differen-
tia, does not attract the wrath 
of art. 14 of the Constitution of 
India, 1950. Hardship, by itself, 
may not be a ground for holding 
the said provision to be uncon-
stitutional. Commercial expedi-
ency or auditing of books of ac-
counts cannot be a ground for 
questioning the constitutional 
validity of a Parliamentary Act. 
If the Parliamentary Act is valid 
and constitutional, the same 
cannot be declared ultra vires 
only because the appellant 
faces some difficulty in writing 
off the bad debts in his books 
of accounts. He may do so. But 
that does not mean the statute 
is unconstitutional or the crimi-
nal prosecution becomes viti-
ated in law.

Further, the appellants did not 
obtain any general or special 
permission from the Reserve 
Bank of India for non-realisa-
tion of export proceeds beyond 
six months, which is the period 
specified under section 18(1).

The Court further observed that 
in absence of factual foundation 
having been pleaded, no case 
has been ma de out for declar-
ing the said provision ultra vires 
the Constitution of India, 1950.

The appeal was dismissed.

RECOGNITION OF CA STATUS

Mr. Nand Lal Kedia, Chartered Accountant, in his Criminal Revision Case before the Addl. Ses-
sions Judge, Delhi pleaded that if the police intends to proceed against him on any ground what-
soever, his professional qualification or status should be given due recognition, and his status i.e., 
Chartered Accountant may be suffixed with his name.

The Court held that the status of a person cannot be divorced from him. If the revisionist is a Char-
tered Accountant, he is bound to be given due recognition as per law.
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DISCIPLINARY CASE
Summary of a disciplinary 
case - The Council of the In-
stitute of Chartered Accoun-
tants of India Vs. Shri Ramesh 
R Kapadia  (Chartered Ac-
countant Reference No. 1 of 
2000) decided on 12.08.2004 
by the Bombay High Court 
under Section 21(6) of the 
Chartered Accountants Act, 
1949.
Facts of the case:
The Joint Director of Indus-
tries (hereinafter referred to as 
‘Complainant’) filed a complaint 
against Shri Ramesh R Ka-
padia, Chartered Accountant, 
(hereinafter referred to as ‘Re-
spondent’) under Section 21 of 
the Chartered Accountants Act, 
1949 (hereinafter referred to 
as the ‘Act’) to the Institute of 
Chartered Accountants of India 
(hereinafter referred to as the 
‘Institute’) alleging, inter alia, 
that the respondent had issued 
the certificates for consumption 
of raw material and production 
for the year AM-86/AM-87 in re-
spect of four units at Latur and 
there was no co-relation be-
tween the cost of raw material 
and value of finished products. 
It was also alleged that in the 
certificates, value of raw ma-
terial was shown as CIF value 
whereas this value should be a 
landed cost of the raw material 
including customs duty paid by 
the units. This was not taken 
into consideration by the Re-
spondent while reporting figures 
of production. It was further al-
leged that the certificates were 
issued without any records. 
The Council of the Institute 
prima facie opined that the Re-
spondent was guilty of profes-
sional and/or other misconduct 
and referred the case to the Dis-
ciplinary Committee for enquiry. 
The Disciplinary Committee on 

perusal of the documents on 
record, after recording the evi-
dence and hearing the submis-
sion made on behalf of the par-
ties came to the conclusion that 
the Respondent was guilty of 
professional misconduct under 
clauses (7) and [8] of Part I of 
Second Schedule of the Char-
tered Accountants Act, 1949 
read with Section 21 and 22 of 
the said Act. 
The Council on consideration 
of the report of the Disciplinary 
Committee along with the let-
ters of the Complainant, written 
representations of the respon-
dent and oral submission made 
by him accepted the Report of 
the Disciplinary Committee that 
the Respondent was guilty of 
professional misconduct within 
the meaning of Section 21 read 
with Section 22 of the Chartered 
Accountants Act, 1949 and 
clauses (7) & [8] of Part I of the 
Second Schedule to the said 
Act. The Council recommended 
to the High Court that the Re-
spondent be reprimanded.  As 
required under Section 21(5) of 
the Act, the matter was referred 
to the Bombay High Court with 
the recommendations of the 
Council.
The Judgement of the Division 
Bench of the Bombay High Court 
comprising Hon’ble Justice 
R.M. Lodha and Hon’ble Justice 
J.P. Devadhar is summarised 
below.
Decision of the Hon’ble 
Court:
The Hon’ble Court observed 
that there appears to be no dis-
pute that the respondent issued 
the certificates for consumption 
of raw material and production 
for the year 1986-87 in respect 
of four units of Latur district. The 
Court further observed that it 
also appears from the available 

material that there was some 
discrepancy in the cost of raw 
material and the value of the 
finished products in the certifi-
cates issued by the respondent. 
Shri Kapadia did not bring the 
working papers to satisfy the 
Disciplinary Committee that he 
had examined the relevant re-
cord before the issuance of the 
said certificates. In a way he 
admitted before the Disciplinary 
Committee that he did not verify 
the record, but the documents 
were verified by his office peo-
ple. The fact that all the certifi-
cates were issued on one day 
was not in dispute. He failed 
to satisfy that reasonable care 
and caution was taken by him 
in verifying and checking the 
relevant record before the issu-
ance of the said certificates. He 
admitted before the Disciplinary 
Committee that there was mis-
take, but his explanation was 
that the mistake was genuine.
On overall consideration of the 
entire material, the Hon’ble 
Court found that the certificates, 
four in number for consumption 
of raw material and production 
for the years 1986-87 in respect 
of the four units of Latur Region 
were issued by the respondent 
without proper care and caution 
and, thus, there was some pro-
fessional negligence on the part 
of the respondent. Accordingly, 
the Court upheld the finding of 
the Disciplinary Committee as 
accepted by the Council that 
the respondent was guilty of 
professional misconduct within 
the meaning of Clauses (7) and 
(8) of Part I of Second Schedule 
read with Sections 21 and 22 of 
the Chartered Accountants Act, 
1949 and ordered that the re-
spondent be reprimanded par-
ticularly in view of the fact that 
the respondent had been can-
did in admitting the mistake.
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Rent
Generally speaking, ‘rent’ is reward or 
consideration paid by one person (ten-
ant) to other person (owner) when the 
tenant is granted rights to hold, pos-
sess and use the property by himself. 
In absence of such rights, when owner 
holds, possesses and uses the proper-
ty and provides services 
or facilities to any other 
person then there is no 
tenancy and consider-
ation for facilities and 
services is not in the na-
ture of rent. 
Owner and Tenant
A guest of hotel can-

not be regarded as a tenant of hotel. A 
farmer or trader who keeps potatoes in 
cold storage cannot be called a tenant 
of cold storage. A farmer or trader who 
keeps grains in a warehouse cannot be 
called a tenant of warehouse.

Composite Activities
In businesses of warehousing, cold 

storage, clearing and forwa 
rding agents, selling agents, 
hotel etc. systematic, orga- 
nised and composite activ 
ities are carried out on regu 
lar basis to provide relevant 
facilities and rendering nec-
essary services to custom-
ers, clients or principals as 

TDS FROM RENT UNDER SECTION  
194-I – SOME CONTRADICTIONS

— CA. Dev Kumar Kothari
(The author is a member of ICAI. 
He can be reached at devkumar1 

@vsnl.net)

In businesses of warehousing, cold storage, clearing and forwarding agents, 
selling agents, hotel etc, the property is used by owner or operator and not 
by the customers who just enjoy facilities and services. These are not sim-
ply letting out of house property or plant and machinery to which section 
194-I, relating to TDS on rent can be applied. The CBDT has recently issued 
circular that in case of cold storage section 194-I is not applicable as there 
is no case of letting out of cold storage. The same principal is applicable in 
case of warehouse and hotel. However, old circulars prescribing TDS under 
section 194-I has not been modified though it is contrary to provisions of 
section 194-I. A corrective circular is desirable to avoid disputes.
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the case may be. The property 
is used by owner/operator and 
not the customers. These are 
not simply letting out of house 
property or plant and machin-
ery. The letting out of property is 
incidental to business activities.
“Rent” For the Purpose of 
Section 194-I 
Provisions relating to TDS on  
‘rent’ are subject matter of secti 
on 194-I of the Income-tax Act,  
1961. In the said section mean-
ing of ‘rent’ is provided by way 
of an explanation, which is rep 
roduced below with highlights:

"Explanation: For the purposes 
of this section, -

(i) “rent” means any payment, 
by whatever name called, under 
any lease, sub-lease, tenancy 
or any other agreement or ar-
rangement for the use of (either 
separately or together) any, -

(a) land; or
(b) building (including factory 

building); or
(c) land appurtenant to a build-

ing (including factory build-
ing): or 

(d) machinery; or
(e) plant; or
(f) equipment; or
(g) furniture; or
(h) fittings,

whether or not any or all of the 
above are owned by the payee".

On analysis, we find that:

1. Meaning of rent is exhaustive 

and is not subject to context. 
Therefore, the meaning is to 
be strictly interpreted.

2. Lease, sub-lease, tenancy 
or any other arrangement 
is necessary. The expres-
sion ‘any other arrangement’ 
would take its colour from 
other words used that is 
lease, sub-lease, or tenancy. 
That means there should 
be letting out of property in 
some or other manner. With-
out letting out of property, 
the tenant cannot have pos-
session and cannot use the 
property. Therefore, an ar-
rangement in which property 
is handed over to the tenant 
is a precondition.

3. The ownership is not neces-
sary. This is because some 
times, sub-lease or sub- ten-
ancy may exist. In such cas-
es also, the provision of TDS 
on rent may be applied. 

4. ‘Rent’ will be received when 
any land, building, plant or 
machinery, furniture... etc is 
given to any other person for 
use and not when the owner 
or operator keeps it with him-
self and uses it to provide 
some facilities or services to 
other person for some con-
sideration or charges.

Therefore, it appears that when 
possession of any such prop-
erty is not given to the tenant 
and possession remains with 
the owner or operator and he 
uses it in business of providing 

facilities, then the consideration 
received is not rent.

Rent Presupposes A Case 
Of Bailment Of Property
In case where rent is received, 
the position will be as follows:

The property is handed over 
to the tenant and he holds, 
possesses and uses it – he 
has some rights and obliga-
tions, which are governed by 
agreement, understanding, c- 
ustoms and trade practices. 
The tenant holds property as 
a bailee.

The owner cannot use the 
property as it is with tenant. 
The tenant has control and 
interest in property as per 
agreement during continua-
tion of tenancy. 

The consideration is pay-
able by the tenant, whether 
he uses or does not use the 
property. The consideration 
is for holding property for use. 
Actual use by tenant is not 
necessary. Though, in some 
situations, slab of rent may 
depend on extent of use. For 
example, agreement may 
provide varying rate of rent if 
the property is used in diff- 
erent manner or for varying  
hours (say working on sing- 
le shift or multiple shift bas- 
is). However, there is a mini-
mum element of rent, which 
is simply for right to hold and 
possess the property with a 
right to use.

From the circulars relating to hotels it appears that the letting out of 
property is recognised as an essence under section 194-I. However, 
the concept of letting out of property is misunderstood and misapplied 
by taking into an extraneous consideration - regularity. As discussed 
earlier in case of rooms taken in a hotel there is no letting out of 
property in its common sense.
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Simple examples:
The cases with or without letting out of property are illustrated in the following table.

Case of letting out of property Case not involving letting out of property
Cold Storage:
A cold storage building with plant and machinery 
is let out under lease, sub-lease or tenancy and 
possession is handed over to tenant. The tenant 
has control and uses the cold storage. The 
consideration for letting out of cold storage will 
be ‘rent’.

Cold storage is operated by owner/ operator. 
Customers who are owners of goods keep goods 
in cold storage. They have no control over cold 
storage and they do not use the cold storage. Cold 
storage is used by the owner/operator in providing 
cold storage facilities and services. Therefore, the 
consideration paid is not in nature of ‘rent’.

Car:
When a car owner or taxi operator or cab operator 
hands over car, taxi or cab to the customer who 
uses it and pays charges, the customer uses the 
car, taxi or cab and pays rent.

A taxi owner/operator uses car, taxi in his business 
of plying taxis for hire or reward popularly known 
as fare. He does not give possession of car, taxi 
or cab to the passenger. The fare received by 
him is not ‘rent’ within the above meaning.

Factory:
A factory owner lets out factory to tenant and 
hands over possession to tenant who uses facto-
ry for processing his goods. The factory does not 
remain in control of factory owner; the customer 
has its control and possession. Consideration 
payable is   rent.

A factory owner provides facility to others on time-
sharing basis or on piece rate basis for process-
ing of goods of customers. The factory remains 
in control of factory owner; the customer is not a 
tenant in any manner. Consideration payable is 
not rent.

Warehouse:
An owner of warehouses lets out one of his build-
ings to tenant and hands over possession to him. 
Tenant uses the building as a tenant and pays 
rent. The consideration is ‘rent’.

A warehouse owner/operator keeps goods of oth-
er persons in his warehouse without letting out 
any room or space. The owner has control over 
premises and the customer is not having posses-
sion or control. The consideration for warehous-
ing of goods is not ‘rent’.

Sewing Machine:
Sewing machine is hired out by owner to tailor, 
who takes it to his shop or home and uses it for 
his business of tailoring. It is a case of letting out 
of sewing machine. The consideration is ‘rent’.

Tailor uses machine for sewing dress of his 
clients. Machine is in his possession. Charges 
received – per hours or per dress, for stitching 
dresses in not ‘rent’ of machine.
Tailor allows Tailor Jr. to use his machine (taken 
on rent from owner- see column 1)) for three 
hours a day at premises of Tailor. Tailor Jr. is not 
in control and possession of machine though 
he can use the machine on time-sharing basis. 
Consideration payable is not ‘rent’.

Library:
Library lends/provides books with a right to take 
them to home or office of customers. The customer 
reads and uses books. The consideration will be 
rent.

Customers or members are allowed to sit in library 
and read books. Charges payable for sitting and 
reading facility are not in nature of rent.

Furniture:
Owner allows customer to take furniture to his place 
for few days and use them. The consideration is rent.
Hotel:
In a hotel, certain areas are provided to banks, 
travel agents, and boutiques to open their offices or 
shops. The bank, travel agent or shopkeepers have 
possession and control over designated area on a 
continuous basis. The consideration will be rent.

Owner as a caterer, decorator or event organiser 
takes furniture to place of customer for furnishing 
and decoration. The charges are not rent.
Hotel provides banquet hall to bank or boutique 
for holding exhibition. The consideration is not in 
nature of rent.
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In case of warehousing charges without examining the concept of 
letting out of property and use of property by tenant, it has been 
provided that section 194-I will apply. Thus the circulars directing TDS 
from warehousing charges and hotel charges are contrary not only to 
the provisions of section 194-I but are also contrary to the essence of 
letting out of property and use of property by payer of charges, which 
is recognised in circulars relating to cinema halls and cold storage. The 
same needs to be rectified by another clarificatory circular.

Cold Storage Facilities Not 
a Case of Simple Letting 
Out of Property

In cold storage the owner and/
or operator of cold storage pro-
vides facilities to other parties 
to keep their goods in the cold 
storage for certain period of 
time. He/she asks for cold stor-
age charges and the agreement 
is governed by understanding 
between parties and some trade 
customs and practices. The sa-
lient features of the arrangement 
are as follows:-

(i) The owner or operator of  
the cold storage holds goo- 
ds on behalf of others in the 
cold storage and, therefore,  
he/she is in capacity of ba- 
ilee of goods stored in his/
her cold storage by others  
who are owners of such go- 
ods who are bailor of such 
goods. Thus the contract is  
a commercial contract invo- 
lving bailment of goods, to 
be kept in controlled atmo-
sphere for certain period.

(ii) The owner of goods is a 
bailor of goods.

(iii) For storage, certain charg-
es are to be paid by bailor 
of goods to the bailee (cold 
storage).

(iv) Charges are paid as agreed. 
The charges are fixed based 
on requirement of space 

and duration of holding 
goods in cold storage. The 
agreement may provide for 
certain minimum charges 
and minimum/maximum du- 
ration.

(v) As per agreement and trade 
practice, the cold storage 
has to maintain proper envi-
ronment at prescribed level 
of temperature and humid-
ity, and properly maintain 
the space in proper condi-
tion of repair and cleanli-
ness, safe, secure, insured 
etc.

(vi) No letting out – In course 
of arrangement for cold st- 
orage, the owners of cold 
storage do not let out any 
premises to the owners of  
goods. The owners of goo- 
ds do not have any control 
over the premises. There 
may be provision for some 
locks on certain areas for 
which the keys may be he- 
ld by the owner of goods 
and cold storage owner joi- 
ntly/severally. However, ult- 
imate control over the pre- 
mises remains with the co- 
ld storage owner. There-
fore, the charges payable 
for cold-storage are not in 
nature of rent for letting out 
of any property.

(vii) The charges are for provid-
ing the space, maintaining 

controlled atmosphere as 
per specifications in the 
cold storage, safekeeping,  
security and handling char- 
ges etc. In the course of th- 
is activity, the cold storage 
deploys labour, buildings, pl 
ant and machinery, provid- 
es electricity to run and ma- 
intain the cold storage pla- 
nt. Therefore, the activity of 
cold storage is a business 
activity and it is not a simple 
letting out of properties.

Storage Facilities 

In warehousing business the 
owner and/or operator of ware-
house provides facilities to other 
parties to keep their goods in 
the warehouse for certain peri-
od of time, charge warehousing 
charges or storage charges and 
the agreement is governed by 
understanding between parties 
and some trade customs and 
practices. The salient features 
of the arrangement are as fol-
lows: -

(i) The owner or operator of 
the warehouse holds goods 
on behalf of others in the 
warehouse/storage space 
and, therefore, he is in ca-
pacity of bailee of goods 
stored in his warehouse. 
Owners of such goods are 
bailor of such goods. Thus 
the contract is a commer-
cial contract involving bail-
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In cases where a commercial property like factory building, warehouse 
building, cold storage, hotel, hospital etc are used in the business, 
application of provision of TDS under section 194-I is not justified. The 
provision of TDS is to collect tax at source in an estimated manner. 
Therefore, in such cases instead of TDS, reliance should be placed 
more on provisions of advance tax and self-assessment tax.

ment of goods, to be kept 
in warehouse for certain 
period.

(ii) The owner of goods is a 
bailor of goods.

(iii) For storage certain charges 
are to be paid by bailor of 
goods to the bailee (ware-
house/storage).

(iv) Charges are paid as agre- 
ed. The charges are fixed 
based on requirement of  
space and duration of hol- 
ding goods in warehouse. 
The agreement may provi- 
de for certain minimum ch- 
arges and minimum/maxi- 
mum duration.

(v) As per agreement and tra- 
de practice, the warehou- 
se has to maintain proper 
environment at prescribed 
level of temperature and  
humidity and properly mai- 
ntain the space in proper 
condition of repair and cle- 
anliness, safe, secure, ins- 
ured etc.

(vi) No letting out – In course 
of arrangement for wareh- 
ousing, the owners of ware 
house/storage do not let 
out any premises to the ow 
ners of goods. The owners  
of goods do not have any  
control over the premises. 
Control over the premises 
remains with the wareho- 
use/storage owner. There- 
fore, the charges payable 

for warehousing are not in  
nature of rent for letting 
out of any property— buil- 
ding or land.

(vii) The charges are for provid-
ing the space, maintain-
ing suitable atmosphere 
as per specifications and 
necessity for goods kept, 
safekeeping, security and 
handling charges etc. In 
the course of this activity, 
the warehouse may de-
ploy labour, buildings, plant 
and machinery; provide  
electricity for lighting, mate-
rial handling etc. Therefore, 
the activity of warehousing/
storage is a business activ-
ity and it is not a simple let-
ting out of properties.

Thus, we find that as in case 
of cold storage or warehouse 
the customer brings its goods/
packages for storage for a re-
quired period and takes away 
its goods/packages after pay-
ing warehousing charges. 
The customer does not hire 
the building, plant/machinery 
etc. in any manner and does 
not become a tenant of any  
kind.

Case of Hotel

In case of hotel rooms, confer-
ence halls, pandals etc. space is 
provided to customers (guests) 
with common facilities and ame-
nities. The owner/operator of 
hotel has control over the prop-
erty. Even for the room provided 

to the guests, the guest is sup-
posed to keep key of the room 
with staff concerned of hotel (at 
reception/booking section) and 
functions of cleaning, maintain-
ing etc. are carried out by hotel. 
Tariff charges received is not 
rent because control including 
ultimate control and possession 
remain with the hotel. Even in 
case of regular visitors/guests 
of hotel there is no letting out 
of property. Thus, consideration 
payable to hotel is not in nature 
of rent.

Nature of Income

It is well settled that the income 
derived by cold storage, ware-
housing, hotels, lending librar-
ies etc. is income from business 
and not income from house 
property. This is so because of 
the market difference in the ac-
tivities carried out in such busi-
nesses and simple letting out 
of a property. In case of simple 
letting out of property, statutory 
deductions are allowed on no-
tional basis against the income. 
However, in case of business 
activities all business related 
expenses are allowed. Under 
head income from house prop-
erty, depreciation is not allowed 
on property. In case of busi-
ness, depreciation on building, 
furniture, plant and machinery 
etc. is also allowed – in fact we 
find separate rate of deprecia-
tion for buildings used as hotel 
building, boarding house and 
cold storage etc. The pure rent 
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is considered as an unearned 
income whereas incomes from 
such business activities are 
considered as earned income. 
These factors are also relevant 
in the context of determining the 
nature of receipt even in context 
of provisions of TDS.

Letting Out of Buildings

I. Mr. O, the owner of a build-
ing let out the same to M/s. B, 
a businessman to use the build-
ing as a hotel. Mr. O hands over 
possession and control of build-
ing to B who uses the building 
for running as a hotel with facili-
ties of rooms, restaurant, con-
ference halls, exhibition halls 
etc. The consideration payable 
by B to O will be rent within the 
meaning of section 194-I. How-
ever, consideration collected by 
B from visitors and guests in the 
hotel will not be in the nature of 
rent.

II. (a) The owner is operating 
cold storage and providing facil-
ities to the others to store goods 
in cold storage. This will, as dis-
cussed above be a business 
activity and not mere letting out 
of property. Cold storage charg-
es received from customers is 
not rent because any property 
is not let out and allowed to be 
used by customers.

     (b) The owner lets out a part 
of the cold storage building and 
facilities to one of the owner 
of goods for certain charges 
as rent for the property for six 
months. The owner of goods is 
put into possession and control 
of the portion let out to him and 
he has right to use the same. 
The consideration will be rent.

Recent CBDT Circular 

In the latest Circular no.1 of 

10.01.2008, F.No.275/59/2007-
IT (B), the Board has clarified 
that the cold storage charges 
are not in nature of rent and pro-
visions of 194-I would not be ap-
plicable for cold storage charg-
es. The circular is reproduced 
below with highlights of context 
necessary for this write-up: 

“1. Representations have been 
received from various quar-
ters regarding applicability of 
the provisions of section 194-I 
to cooling charges paid by the 
various customers to the own-
ers of cold storages. It has 
been represented that the cold 
storage owners provide a com-
posite service, which involves 
preservation of essential food 
items including perishable 
goods at various temperatures 
suitable for specific food items 
for required periods and stor-
age of goods being incidental 
to the activity of preservation. 
The cooling of goods is con-
trolled through mechanical 
process. The customer brings 
its packages for preservation 
for a required period and takes 
away its packages after paying 
cooling charges. The customer 
does not hire the building, plant/
machinery etc. in any manner 
and does not become a tenant 
of any kind.

2. The matter has been exam-
ined. The main function of the 
cold storage is to preserve per-
ishable goods by means of a 
mechanical process, and stor-
age of such goods is only inci-
dental in nature. The customer 
is also not given any right to use 
any demarcated space/place or 
the machinery of the cold store 
and thus does not become a 
tenant. Therefore, the provi-
sion of 194-I is not applicable to 

the cooling charges paid by the 
customers of the cold storage.”

Old Circular About Cinema 
Halls

In Circular no. 736 of 13.02.1996 
also letting out of property is 
considered as an essential in-
gredient for applicability of sec-
tion 194-I. The relevant part of 
circular is reproduced below:

“Representations have been 
received from the various quar-
ters regarding applicability of 
the provisions of section 194-I 
of the Income-tax Act to the 
sharing of the proceeds of film 
exhibition between film distribu-
tors to a film exhibitor owning a 
cinema theatre. The matter has 
been examined by the Board 
and the Board is the view that 
the provisions of section 194-I 
are not attracted to such pay-
ment because:

(i) The exhibitor does not let out 
the cinema hall to the distribu-
tor;

(ii) Generally, the share of the 
exhibitor is on account of com-
posite services; and

(iii) The distributor does not 
take cinema building on lease 
or sub-lease or tenancy or un-
der any agreement of similar  
nature.”

Comments

As discussed in this article the 
recent circular and the circular 
about Cinema halls fully recog-
nises that letting out of property 
is a must and Section 194-I can 
apply only to simple cases of 
letting out of building (or other 
property) and not in nature of 
business activities of composite 
nature.
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Circular About Warehous-
ing Charges

In Circular no. 715 dated 
22.08.1995 provisions of sec-
tion 194-I were explained. The 
text of the circular to the extent 
necessary for this article is re-
produced below:

“Query No.3: Whether, the tax 
is to be deducted at source from 
warehousing charges?

Answer: The term "rent" as de-
fined in Explanation (i) below 
section 194-I means any pay-
ment by whatever name called, 
under any lease, sub-lease, ten 
ancy or any other agreement 
or arrangement for the use of 
any building or land. Therefore,  
warehousing charges will be 
subject to deduction of tax un-
der section 194-I.

Query No. 5: Whether sec-
tion 194-I is applicable 
to rent paid for the use of 
only a part or a portion of 
any land or building?

Answer: Yes, the defini-
tion of the term "any land" 
or "any building" would in-
clude a part or a portion of 
such land or building.”

Circulars About Hotel

In Circular no. 715 dated 
08.08.1995 vide Question 
no. 20 matter of payment 
to hotel was clarified as 
follows:

“Question 20: Whether 
payments made to a hotel 
for rooms hired during the 
year would be of the na-
ture of rent? 

Answer: Payments made 
by persons other than in-

dividuals and HUFs for hotel 
accommodation taken on regu-
lar basis will be in the nature of 
rent subject to TDS under sec-
tion 194-I".

Later on, the matter has been 
clarified by Circular no. 5 of 
30.07.2002 in relation to hotel 
with reference to the above Q. 
no. 20 as follows:

“In this context, doubts have 
been raised as to what con-
stitutes 'hotel accommodation 
taken on regular basis' for the 
purpose.

xxxxx 

(2) The Board has considered 
the matter.

xxxxx

Where an employee or an indi-

vidual representing a company 
(like a consultant, auditor, etc.) 
makes a payment for hotel ac-
commodation directly to the ho-
tel as and when he stays there, 
the question of tax deduction at 
source would not normally arise 
(except where he is covered un-
der section 44AB as mentioned 
above) since it is the employee 
or such individual who makes 
the payment and the company 
merely reimburses the expendi-
ture. 

Furthermore, for purposes of 
section 194-I, the meaning of  
"rent" has also been conside 
red. "Rent" means any payme- 
nt, by whatever name called, 
under any lease ... or any other 
agreement or arrangement for  
the use of any land.... The mea 
ning of "rent" in section 194-I is  
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wide in its ambit and scope.For 
this reason, payment made to 
hotels for hotel accommodati- 
on, whether in the nature of lea 
se or license agreements are 
covered, so long as such acco- 
mmodation has been taken on 
"regular basis". Where earmar 
ked rooms are let out for a sp- 
ecified rate and specified peri-
od, they would be construed to 
be accommodation made avail-
able on "regular basis". Simi-
lar would be the case, where 
a room or set of rooms are not 
earmarked, but the hotel has a 
legal obligation to provide such 
types of rooms during the cur-
rency of the agreement. 

However, often, there are insta 
nces where corporate employ-
ers, tour operators and travel 
agents enter into agreements 
with hotels with a view to mer- 
ely fix the room tariffs of hotel 
rooms for their executives/gu- 
ests/customers. Such agree-
ments, usually entered into for  
lower tariff rates, are in the nat- 
ure of rate contract agreements. 
A rate contract, therefore, may 
be said to be a contract for pro- 
viding specified types of hotel 
rooms at pre-determined rate- 
s during an agreed period. Wh- 
ere an agreement is merely in 
the nature of a rate contract, it 
cannot be said to be accommo-
dation "taken on regular basis", 
as there is no obligation on the 
part of the hotel to provide a 
room or specified set of rooms. 
The occupancy in such cases 
would be occasional or casual. 
In other words, a rate contract 
is different for this reason from 
other agreements, where rooms 
are taken on regular basis. 
Consequently, the provisions of 
section 194-I while applying to 
hotel accommodation taken on 

regular basis would not apply 
to rate contract agreements.”

Comments

From the circulars relating to 
hotels it appears that the let-
ting out of property is recog-
nised as an essence under 
Section 194-I. However, the 
concept of letting out of prop-
erty is misunderstood and 
misapplied by taking into an 
extraneous consideration - 
regularity. As discussed ear-
lier in case of rooms taken 
in a hotel there is no letting 
out of property in its common 
sense. Rooms are taken as 
a part of composite service 
agreement and not simply on 
basis of landlord and tenant 
relationship. Even in case of 
regularly occupying rooms 
there is no case of letting out 
of property. Therefore, in view 
of author the provisions of 
section 194-I are not at all ap-
plicable in case of payment to 
hotels for rooms as generally 
provided by hotels. In case 
of letting out of property only 
Section. 194-I will apply.

Similarly, in case of warehous-
ing charges without examin-
ing the concept of letting out 
of property and use of prop-
erty by tenant, it has been 
provided that section 194 I 
will apply. Thus the circulars 
directing TDS from ware-
housing charges and hotel 
charges are contrary not only 
to the provisions of section 
194-I but are also contrary to 
the essence of letting out of 
property and use of property 
by payer of charges, which is 
recognised in circulars relat-
ing to cinema halls and cold 
storage. The same needs to 

be rectified by another clarifica-
tory circular.

Thus, in view of author, TDS is 
not applicable in case of pay-
ment to warehouse for storage 
of goods and to hotels for occu-
pying rooms as a customer or 
guest of hotel in ordinary course 
of hotel business.

TDS u/s 194C or 194 I is 
Not Justified, Advance Tax 
Should be Preferred

In a case where a commercial 
property like factory building, 
warehouse building, cold stor-
age, hotel, hospital etc are used 
in the business of providing pro-
cessing, warehousing or cold 
storage facilities or accommo-
dation in a hotel to others there 
is not a simple case of letting 
out of property. In such cases 
systematic and organised com-
mercial activity is involved. It is 
not a simple case of letting out 
of property. Therefore, provi-
sions relating to computation of 
business income apply, includ-
ing depreciation allowance.

All these businesses are highly 
capital and labour intensive and 
require high fixed costs. There-
fore, break-even level is high 
and profitability depends on 
extent and regularity of occu-
pancy and use for customers. 
These businesses are also cy-
clical and seasonal.

Therefore, in such cases appli-
cation of provision of TDS un-
der section 194-I is not justified. 
The provision of TDS is to col-
lect tax at source in an estimat-
ed manner. Therefore, in such 
cases instead of TDS, reliance 
should be placed more on pro-
visions of advance tax and self-
assessment tax.
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CORPORATE GOVERNANCE

Good corporate governance is 
now widely recognised as very 
essential for establishing an 

attractive investment climate charac-
terised by competitive companies and 
efficient financial markets. The discus-
sion on ‘governance’ has absorbed 
most of the economies for more than 
a decade. Corporate Governance has 
not yet settled on any universally ac-
ceptable definition. In fact, the very def-
inition of corporate governance stems 
from its organic link with 
the entire gamut of ac-
tivities having a direct or 
indirect influence on the 
financial health of corpo-
rate entities (Kamesam 
1992). In its broadest 
sense, governance re-
fers to the range of insti-
tutions and practices by 

which authority is exercised to satisfy 
the interest of all stakeholders including 
society, and its meaning is shaped by 
the specific value system prevalent in 
the country.
Good corporate governance should pro-
vide proper incentives for the Board and 
Management to pursue objectives that 
are in the interest of the company and 
shareholders. It should facilitate effec-
tive monitoring, thereby encouraging 

firms to use the resources 
more effectively (OECD 
1999).
In general, good corporate 
governance practices en-
sure that:
1) Board members act in 
the best interest of share-
holders;
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Corporate Governance is often looked as a matter of regulatory 
compliance and not as a practice that could result in superior market 
valuations. Consequently, considerable research has been done glob-
ally on whether there exists a correlation between market valuations 
and the level of governance practised by companies. While many 
of these studies have established that market valuations certainly 
depend on the level of governance, the conclusiveness of studies 
varies. This article deals with the analysis of relationship between 
corporate governance level and market valuation.

Corporate Governance is often looked as a matter of regulatory 
compliance and not as a practice that could result in superior market 
valuations. Consequently, considerable research has been done glob-
ally on whether there exists a correlation between market valuations 
and the level of governance practised by companies. While many 
of these studies have established that market valuations certainly 
depend on the level of governance, the conclusiveness of studies 
varies. This article deals with the analysis of relationship between 
corporate governance level and market valuation.
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2) The company acts in a law-
ful and ethical manner in 
their dealings with all stake-
holders and their represen-
tatives;

3) All shareholders have the 
same right to participate in 
the governance of the com-
pany and receive fair treat-
ment from the board and 
management, and all rights 
of shareholders and other 
stakeholders are clearly de-
lineated and communicated;

4) The board and its commit-
tees are structured to act 
independently from man-
agement, individuals or en-
tities that have control over 
management, and other 
non-shareholder groups;

5) Appropriate controls and 
procedures are in place cov-
ering management’s activi-
ties in running the day-to-day 
operations of the company; 
and

6) The company’s operational 
and financial activities as 
well as its governance activi-
ties are consistently reported 
to shareholders in a fair, ac-
curate, timely, reliable, rele-
vant, complete and verifiable 
manner.

To improve corporate gover-
nance, the government of the re-
spective country and legal sys-
tems concerned obviously have 
very important role to play. The 
government should strengthen 
laws that protect shareholder 
interests and should ensure 
enforcement of such laws and 
regulations. It is also important 
for the firms to take action on 
voluntary basis. But do the firms 

have incentives to do so? This 
depends on whether a firm’s 
corporate governance practices 
have a positive effect on its mar-
ket value? If the answer is yes, 
then firms will have incentives to 
improve their governance, be-
cause by doing so, they increase 
their market value and reduce 
their future cost of investment. 
Review of Literature
Institutional investors in com-
panies based in emerging mar-
kets claim to be willing to pay as 
much as 30 per cent more for 
shares in companies that are 
well-governed. Do these inves-
tors mean what they say? The 
authors examined 188 compa-
nies from India, Korea, Malay-
sia, Mexico, Taiwan, and Turkey 
to test the link between market 
valuation and corporate-gov-
ernance practices. They found 
that companies with better cor-
porate governance had higher 
price-to-book ratios, indicating 
that investors do indeed reward 
good governance, and with 
quite a large premium: compa-
nies can expect a 10 to 12 per 
cent boost to their market valua-
tion by going from worst to best 
on any single element of gover-
nance (Mc Kinsey survey). One 
can relatively easily develop 
financial market, through a de-
termined effort to improve cor-
porate governance practices.
A number of studies published 
in recent years have shown a 
strong link between good cor-
porate governance and strong 
profitability and investment per-
formance measures. For exam-
ple, a joint study of Institutional 
Shareholder Services (ISS) 
and Georgia State University 

found that the best–governed 
companies — as measured by 
ISS’s Corporate Governance 
Quotient — had mean returns 
on investment and equity that 
were 18.7 % and 23.8% better, 
respectively, than those of poor-
ly governed companies during 
the year reviewed. Against this 
background, the present study 
in this article attempts to exam-
ine the impact of corporate gov-
ernance practices on operating 
performance and market valu-
ation of Infosys Technologies. 
Section I discusses the method-
ology. Section II deals with Cor-
porate Governance variables. 
Section III deals with Corporate 
Governance practices at Info-
sys. Section IV examines the 
relationship between CG score 
and Company Valuation. Finally 
the paper submits conclusions 
and suggestions in Section V. 
Section I: Methodology 
Scope: The study in this article 
has been conducted in the Indi-
an context on the effect of gov-
ernance levels on firm financial 
and operating performance and 
market valuations based on 
data available over a period of 
five years from the period FY 
2002-2007. 
Objective of the study: The 
objective of the study is to de-
velop a measure of Corporate 
Governance; to determine the 
corporate governance score of 
the company and its compre-
hensive financial performance; 
and, to examine the relationship 
between financial performance 
and market valuation with Cor-
porate Governance Score of 
the companies. 

Good governance requires a mindset within the corporation, which 
integrates the corporate code of ethics into the day-to-day activities of 
its managers and workers. As the sociologists Rossouw and Van Vuuren 
note, companies must move from the “reactive and compliance mode” 
of corporate ethics, to the “integrity mode”, where the functions of the 
entire organisation are completely aligned with its value system.
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CORPORATE GOVERNANCE

Data Collection: Following re-
sources have been explored to 
collect the data required for the 
present study: 
 Prowess database: The 

CMIE: (Center for Monitoring 
Indian Economy) database 
contains detailed information 
on the financial performance 
of Companies in India. The 
information has been com-
piled from the Profit and Loss 
Accounts and the Balance 
Sheet of companies. In addi-
tion to the financial informa-
tion, the database also con-
tains background information 
such as ownership pattern, 
product profile, etc.

 Bulletins from Asian Cor-
porate Governance Asso-
ciation, Confederation of In-
dian Industry (CII), National 
Institute of Corporate Gov-
ernance.

 Published Annual reports 
and corporate governance 
reports, websites of the 
companies chosen. 

 Company’s articles of or-
ganisation or by-laws; or

 National corporate gov-
ernance codes or stock 
exchange-mandated cor-
porate governance require-
ments.

Technique Used for the 
Study: In this study, the corpo-
rate governance score of the 
company is correlated with its 
market valuations, profitability, 
and dividends. For calculation 
of corporate governance score 
we have used the six major 
variables, which are then di-
vided into sub components. 
Weights are assigned to each of 

Investors should determine whether the board has established a 
committee of independent board members, including those with recent 
and relevant experience of finance and accounting, to oversee the 
audit of the company’s financial reports. The audit committee should 
be responsible for hiring and supervising the independent external 
auditors, ensuring that the external auditors’ priorities are aligned with 
the best interests of shareholders.

Table 1
Following Variables are assessed:  Weights

 (1)    Structure, Composition and Management of 
Board: (20%)  

 (a) Independence of the Board 6%

 (b) Qualifications of the Board 5%

 (c) Authority to hire External Consultants 2%

 (d) Board Member Terms and Meetings of the Board 4%

 (e) Presence and Implementation of Code of Ethics 3%

 (2) Board Committees: (20%) 

 (a) Audit Committee 6%

 (b) Remuneration Committee 6%

 (c) Nominations Committee 5%

 (d) Other Board Committees 3%

 (3) Transparency (20%)

 (a) Related Party Transactions 10%

 (b) Executive Compensation 10%

 (4) Shareholder Rights:  (15%)

 (a) Confidential Voting and Proxy Voting 7%

 (b) Voting for Corporate Changes 8%

 (5) Other Shareholder Rights Issues: (15%)

 (a) Ownership Structure 9%

 (b) Takeover Defences 6%

these components. (As shown 
in Table 1). The variables and 
weights have been taken after 
careful study of existing litera-

ture. The CG score has been 
calculated by assigning to each 
variable component points on a 
5 to 1 Linker’s Point scale.
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Section II: Analysis of Vari-
ables Used
(1) Structure and Composi-
tion of Board: 
Board members owe a duty to 
make decisions based on what 
ultimately is best for the long-
term interests of shareholders. 
In order to do this effectively, the 
board members need a combi-
nation of three things:
 Independence: A board 

should be composed of at 
least a majority of ‘Inde-
pendent Board Members’ 
with the autonomy to act 
independently from man-
agement.

 Experience: Board mem-
bers who have appropriate 
experience and expertise 
relevant to the company’s 
business are capable to 
evaluate what is in the 
best interest of sharehold-
ers. Depending on the na-
ture of the business, this 
may require specialised 
expertise by at least some 
board members. 

 Resources: There needs 
to be internal mechanisms 
to support the independent 
work of the board, including 
the authority to hire outside 
consultants without man-
agement’s intervention or 
approval. This mechanism 
alone preserves the integ-
rity of the board’s indepen-
dent oversight function.

(a) Independence: Indepen-
dence, as it relates to board 
members, refers to the degree 

to which they are not biased or 
otherwise controlled by compa-
ny management or other groups 
who exert control over manage-
ment. Whether the board is in-
dependent can be judged on 
whether following conditions are 
fulfilled: 
 Majority: Independent bo- 

ard members constitute, 
at a minimum, a majority  
of the Board. 

 Meetings of independent 
directors: Independent bo- 
ard members regularly 
meet without the presence 
of management and report 
on their activities at least 
annually to shareholders. 
Such meetings permit these 
board Members to discuss 
issues facing the company 
without influence from Ex-
ecutive Board members.

 Separation of Chairman/
CEO: The board chairman 
who also holds the title of 
chief executive, combin-
ing the two positions may 
give too much influence 
to Executive Board mem-
bers and impair the ability 
and willingness of inde-
pendent board members 
to exercise their indepen-
dent judgment.

(b) Experience and Qualifica-
tions: Investors should assess 
whether individual board mem-
bers have the knowledge and 
experience that is required for 
management of that Company, 
its businesses, and the competi-
tive environment. Board mem-
bers who lack the skills, knowl-
edge and expertise to conduct a 

meaningful review of the com-
pany’s activities are more likely 
to defer decisions to manage-
ment. 
(c) Authority to Hire Outside 
Consultants: Investors should 
determine whether the board 
and its committees have au-
thority to hire independent third-
party consultants without having 
to take approval from manage-
ment. It is important to recog-
nise that independent board 
members typically have limited 
time to devote to their board du-
ties. Consequently board mem-
bers need support in gathering 
and analysing a large amount 
of information relevant to man-
agement and overseeing of the 
company. 
(d) Board Member Terms and 
Board Meetings: 
 Shareholders should de-

termine whether board 
members are elected an-
nually and understand the 
mechanisms that provide, 
limit, or eliminate altogeth-
er their ability to exercise 
their rights to vote on in-
dividual board members. 
Shareholders elect board 
members every year, or for 
staggered multiple-year 
terms. An annually elected 
board may provide more 
flexibility to nominate new 
board members to meet 
changes and challenges 
in the marketplace. Stag-
gered boards also may 
on one hand serve as an 
anti-takeover device while 
on the other hand, a stag-
gered board may provide 
better continuity of board 
expertise. 

 Board Size: A large board 
may have difficulty coordi-
nating its members’ views, 
be slow to act, and defer 
decisions more frequently 
to the chief executive. 
A small board may lack 
depth of experience and 

 (6) Value Creation and Social Awareness: (10%)

 (a) Credit Rating 4%

 (b) Growth in Number of Employees 3%

 (c) Social Responsibility 3%

 Total Score 100%



305THE CHARTERED ACCOUNTANT                       AUGUST  2008

CORPORATE GOVERNANCE

counsel, and may not be 
able to adequately spread 
the workload among its 
members to operate ef- 
fectively. 

 Board Meetings: The bo- 
ard shall meet at least four 
times a year, with a maxi-
mum time gap of three 
months between any two 
meetings.

(e) Presence and Implemen-
tation of Code of Ethics: A 
company’s code of ethics sets 
standards for ethical conduct 
based on basic principles of 
integrity, trust, and honesty. 
It provides personnel with a 
framework for behavior while 
conducting the company’s busi-
ness, as well as guidance for 
addressing conflicts of interest. 
Reported breaches of ethics in 
a company often result in regu-
latory sanctions, fines, manage-
ment turnover, and unwanted 
negative media coverage, all of 
which can adversely affect the 
company’s performance.
(2) Board Committees
(a) Audit Committee: Investors 
should determine whether the 
board has established a com-
mittee of independent board 
members, including those with 
recent and relevant experience 
of finance and accounting, to 
oversee the audit of the compa-
ny’s financial reports. The audit 
committee should be respon-
sible for hiring and supervising 
the independent external audi-
tors, ensuring that the external 
auditors’ priorities are aligned 
with the best interests of share-
holders. Misrepresentations of 
the Company’s performance 
and financial condition ultimate-
ly could have a detrimental af-
fect on the Company’s share 
valuation.
(b) Remuneration / Compen-
sation Committee: Investors 
should determine whether the 
company has a committee of 

independent board members 
charged with setting executive 
remuneration/compensation. 
Committees that lack indepen-
dence could be overly pres-
sured by management to award 
compensation that is excessive 
when compared with other com-
parably situated companies, or 
to provide incentives for actions 
that boost short-term share 
prices at the expense of long-
term profitability and value. It is 
also responsible for ensuring 
that the remuneration packag-
es offered to management are 
commensurate with the level 
of responsibilities of the execu-
tive, and appropriate in light of 
the company’s performance.
(c) Nominations Committee: 
Investors should determine if 
the company has a nomina-
tions committee of independent 
board members that is respon-

sible for recruiting board mem-
bers. The nominations commit-
tee is responsible for:
  Recruiting new board 

members with appropri-
ate qualities and experi-
ence in light of the com-
pany’s business needs;

  Regularly examining the 
performance, independe- 
nce, skills and expertise 
of existing board mem-
bers to determine wheth-
er they meet the current 
and future needs of the 
company and the board;

  Creating nominations po- 
licies and procedures; and

   Preparing for the succes-
sion of executive man-
agement and the Board. 

(d) Other Board Committees: 
Investors should determine wh- 
ether the board has other com-
mittees that are responsible 
for overseeing management’s 
activities in certain areas, such 
as risk management, corporate 
governance, mergers and acqui-
sitions, or legal matters. Wheth-
er these committees consist of 
only independent members is 
an important factor to weigh in 
evaluating the degree to which 
the committee is dedicated to 
achieving what is best for the 
company and shareholders.
(3) Transparency
(a) Related Party Transac-
tions: Investors should inves-
tigate whether the company 
engages in outside business 
relationships for goods and ser-
vices on behalf of the company 
with management or board 
members, or individuals associ-
ated with them. To ensure the 
independence of board mem-
bers, the company should dis-
courage them from engaging in 
such related party transactions.
(b) Executive Compensa-
tion: Investors should anal-
yse both the amounts paid to 
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key executives for managing 
the company’s affairs, and the 
manner in which compensa-
tion is provided to determine 
whether compensation paid to 
its executives is commensurate 
with the executives’ level of re-
sponsibilities and performance, 
and provides appropriate incen-
tives. Disclosures of how much, 
in what manner, and on what 
basis executive management 
are paid shed light on how the 
board guards interests of share-
holder. A biased compensation 
programme may encourage ex-
ecutives to make decisions that 
generate additional compensa-
tion to them through short-term 
gains, rather than implement 
an appropriate strategy that 
focuses on long-term growth. 
On the other hand, an appropri-
ately designed programme can 
create incentives for company 
executives to generate positive 
results for shareholders.
(4) Shareholder Rights
Among the rights associated 
with shares of common stock 
is the right to elect board mem-
bers and to vote on matters that 
may affect the value of their 
holdings, such as mergers or 
acquisitions. Other rights may 
include the right to apply the cu-
mulative votes of one’s shares 
to one or a limited number of 
Board nominees, the ability to 
nominate persons to the Board, 
or to propose changes to com-
pany operations. Shareholders 
may not have all these rights in 
all cases, and even when they 
do, they may have difficulty ex-
ercising them. 
(a) Proxy Voting: Investors 
should determine whether the 
company permits shareholders 
to vote their shares by proxy 
regardless of whether they are 
able to attend the meetings in 
person. The ability to vote one’s 
shares is a fundamental right of 
share ownership. In some juris-
dictions, shareholders may find 

it difficult to vote their shares 
because the company accepts 
only those votes cast at its an-
nual general meeting, and does 
not allow them the right to vote 
by proxy or imposes other con-
straints. By making it difficult 
for Shareholders to vote their 
common shares, the company 
limits a shareholder’s ability to 
choose board members or oth-
erwise to express their views on 
other initiatives that could alter 
the company’s course.
(b) Convey Transfer of 
Shares: Shares traded through 
stock exchanges are transferred 
through book entry at the de-
positories. Cash settlement oc-
curs at the designated clearing 
banks of the stock exchanges’ 
clearinghouses. 
(c) Obtain  relevant  informa-
tion on corporation on a time-
ly and regular basis. Annual 
and half yearly statements are 
mailed to shareholders; quar-
terly accounts are published in 
newspapers and posted on the 
websites of issuers and stock 
exchanges. Companies must 
file their memorandum, articles 
of association and financial in-
formation with a Registrar of 
Companies. 
(d) Voting for Other Corporate 
Changes: Changes to certain 
corporate structures have the 
ability to affect the value, owner 
ship percentage, and rights as-
sociated with the company’s sec- 
urities. Among the issues share-
holders should review is the 
ability of shareholders to effect 
changes to the Company’s Ar-
ticles of organisation, by-laws, 
governance structures, voting 
rights and mechanisms, poison 
pills, and change-in-control pro-
visions.
(5) Other Shareholder Rights 
Issues
(a) Ownership Structure: A 
Company that assigns one vote 
to each share is more likely to 

have a board that considers 
and acts in the best interest of 
all shareholders. Conversely, a 
company with different classes 
of common shares in which the 
majority, or all, of the voting rights 
are given to one class of share-
holders is more likely to have a 
management team and board 
that are focused on the inter-
ests of only those shareholders. 
The rights of other shareholders 
may suffer as a consequence. 
Companies with dual classes of 
common equity could encour-
age potential acquirers to deal 
directly with those shareholders 
who own the shares with super-
voting rights. 
(b) Takeover Defences: 
Shareholders should carefully 
evaluate the structure of exist-
ing or proposed takeover de-
fences and analyse how they 
could affect the value of shares 
in a normal market environment 
and in the event of a takeover 
bid. Such disclosures should 
provide shareholders with in-
formation about the situations 
in which takeover defences — 
such as so-called golden para-
chutes, poison pills and green-
mail — could be used to counter 
a hostile bid.
(6) Value Creation and Social 
Awareness
Until recently value creation 
was primarily associated with 
satisfying the equity sharehold-
ers, given shareholder’s voting 
rights and power to influence the 
board constitution. The concept 
of equitable value creation for 
all stakeholders including debt-
holders, employees, custom-
ers, suppliers and society is now 
gaining momentum. Strong and 
equitable value creation for each 
of the stakeholders has undoubt-
edly been a contributing factor in 
this company’s continued suc-
cess. Thus, unless companies 
create value for stakeholders, 
shareholder wealth creation will 
not be sustained in the long run. 
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The shareholders should deter-
mine whether: 
  The company has been 

given high ratings by any 
approved credit rating 
agency like CRISIL and 
ICRA. 

  There is growth in the 
number of employees 
and the job opportunities 
created by the company.

  The company has con-
tributed to social projects 
and whether company 
has taken any steps to-
wards its environmental 
and social responsibility.

Section III: CG Practices of 
Infosys 
Infosys was incorporated in 
1981 with the vision of build-
ing a globally respected cor-
poration – a vision that has 
translated into a strong organi-
sational commitment towards 
discipline, fair play, and good 
corporate governance. Infosys 
was the first Indian company 
to emphasise on strong corpo-
rate governance practices in 
India. The company expanded 
its corporate governance prac-
tices significantly beyond what 
was required by the letter of 
the law. It voluntarily complied 
with the US GAAP accounting 
requirements, and was the first 
company to prepare financial 
statements in compliance with 
the GAAP requirements of eight 
countries. The company was 
also among the first in the coun-
try to incorporate a number of 
innovative disclosures in its fi-
nancial reporting, including hu-
man resources valuation, brand 
valuation, value-added state-
ment and EVAR report. ‘Integ-
rity, fairness and transparency 
across its operations’ has been 
the main mantra for Infosys.
Infosys emphasises its commit-
ment to a strong value system 
and corporate governance prac-
tices, by making this an integral 

part of the training of every em-
ployee. Infosys was a pioneer 
in inducting independent direc-
tors to its Board, thus greatly 
strengthening Board oversight 
of senior management in the 
company. Over the years, the 
management emphasised con-
tinuous dialogue with its inves-
tors and placed a high priority 
on investor relations and feed-
back. For example, Infosys’ 
early investments in stock mar-
kets ended as soon as it was 
apparent that investors felt that 
these added no value. Infosys’ 
focus on corporate governance 
not only brought global visibility 
to the company but also created 
pressure on other Indian firms 
to raise their governance stan-
dards. This led to an encourag-
ing trend of companies across 
industries scaling up their cor-
porate governance standards 
and going beyond mandatory 
requirements. 
Infosys believes that good cor-
porate governance must also 
translate into being a respon-
sible corporate citizen. The se-
nior executives of Infosys have 
also served on various task 
forces set up by the Indian gov-
ernment to develop meaningful 
corporate governance codes 
and ethical industry practices. 
Over the last 25 years, Infosys 
has remained committed to be-
ing ethical, sincere and open in 
its dealings with all its stakehold-
ers. It has enabled the compa-
ny to build an organisation that 
is trusted and admired not just 
in India but also by companies 
across the world. Its disclosure 
standards, detailed segmental 
data, presentation of accounts 
as per GAAP of eight countries, 
detailed cost break-ups - are 
among the best in the industry. 
Infosys also provides the most 
detailed manpower data - very 
important in its space. Age pro-
files, experience, education lev-
els and gender mix are all elabo-
rated in detail. Infosys is one of 

the very few companies in India 
to have a nomination commit-
tee, which provides training to 
its non-executive directors and 
appraises their performance. 
Where Infosys loses out is on 
the issue of stock options, high 
cash levels impacting return ra-
tios and a relatively large board 
with about 15 board members. 
Corporate governance has 
emerged as the foundation of 
successful companies both in 
India and globally. Today share-
holders, institutional investors, 
lenders and other stakeholders 
demand more information on the 
capability and integrity of boards 
and management of companies 
they deal with and the processes 
these companies follow.
Corporate Governance Rat-
ings
CRISIL: CRISIL assigned “CRI-
SIL GVC Level 1” rating to In-
fosys. This Governance and 
Value Creation (GVC) rating 
indicates capability to create 
wealth for all our stakeholders 
while adopting sound corporate 
governance practices.
ICRA: ICRA assigned CGR 1 
rating to corporate governance 
practices of Infosys. The rat-
ing of CGR 1 is the highest on 
ICRA’s Corporate Governance 
Rating (CGR) scale of CGR1 to 
CGR 6. Infosys is the first com-
pany to be assigned the highest 
CGR by ICRA. 
TNS Survey: “Ranked 1” in the 
category of “Good reputation In-
dex”.
The financial transparency 
and disclosure standards of 
Infosys are the world’s best. 
 It is awarded First position 

in SAFA (South Asian Fed-
eration of Accountants)

 Best Presented Accounts 
Award 2004 in the Com-
munication and Information 
technology Sector based on 
the evaluation of the Annual 
Report of the company.
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 “Best Annual report” 
award from the Institute of 
Chartered Accountants of 
India for the 10th succes-
sive year.

 Infosys topped the re-
gional rankings for best 
Corporate Governance in 
Asia Money’s Corporate 
Governance Poll.

 It has also received Na-
tional award for Excellence 

in Corporate Governance 
from the Institute of Compa-
nies Secretaries of India.

Section IV: CG Score & 
Company Valuation
Taking into account the above 
variables and studying the cor-
porate governance of the com-
pany in detail we got the following 
scores for Infosys Technologies 
Ltd. (The details of the scores 
are given in the table below)

Corporate Governance and 
Company Valuation: To de-
termine the relationship be-
tween Corporate Governance 
and Market Valuation following 
three indicators have been con-
sidered.
1. Company Valuation.
2. Dividend Payout Ratio.
3. Operating Performance. 
(Turnover and Profit after Tax)

Market capitalisation (the cur-
rent stock price multiplied by 
the number of shares outstand-
ing) also serves as a company's 
price tag. But market capitalisa-
tion ignores debt, and with some 
companies, debt is substantial 
enough to change the picture 
significantly. To overcome this 
shortcoming the latest concept 
is Enterprise Value, which is a 
modification of market capitali-
sation that incorporates debt. 

Period 2007 2006 2005 2004 2003 2002
Market 

Capitalisation  
(in Rs. Cr)

115307 82154 61073 32909 26847 24654

Enterprise Value 
(in Rs. Cr)

109657 78375 59390 31070 25208 23627

Corporate 
governance 

score

85% 85% 83% 81% 79% 75%

2007 2006 2005 2004 2003 2002
Corporate governance 
score

85% 85% 83% 81% 79% 75%

Market 
Capitali- 
sation

CG 
Score

Mean 4.68 0.81

Variance 0.07 0.001

Observ-
ations

6 6

Pooled 
Variance

0.039

Hypothe-
sised Mean 
Difference

0

It represents a company's eco-
nomic value -- the minimum 
amount someone would have 
to pay to buy it outright. It's an 
important number to consider 
when market value of a com-
pany is calculated.
To calculate enterprise value, 
company's market capitalisa-
tion value is taken, total debt 
added (found on a company's 
balance sheet, to get total debt, 
add together long and short term 
debt), and cash and investments 
subtracted (also on the balance 
sheet). 
Market capitalisation  = current 
share price times total shares 
outstanding
Debt = long-term debt + short-
term debt
Enterprise value = Market capi-
talisation - Cash and Equiva-
lents + Debt

Result of correlation: Between 
Market Capitalisation and CG 
Score is + 0.83 and between 
Enterprise value and CG Score 
is + 0.82
It is very interesting to note 
from the above table that with 
the rise in CG score the Market 
Capitalisation and Enterprise 
Value is also on the rise. Both 
of these clearly suggest a very 
high positive correlation be-
tween the variables.
Coefficient of determination: 
Coefficient of determination; in-
dicates how much variation in 
the response is explained by the 
model. The higher the R2 , the 
better the model fits the data.
Here, the coefficient of determi-
nation between the CG score 
and market capitalisation is:  
R = 0.90          R Square = 0.81                  
And, the coefficient of deter-
mination between the CG score 
and Enterprise valuation is: 
R = 0.85          R Square = 0.72 
Regression coefficients above 
suggest that 81% variation in 
Market Capitalisation and 71% 
Enterprise value is explained by 
corporate governance.
t-Test: Two-Sample 
Assuming Equal Variances

Corporate Governance Score of Infosys Technologies (2002-2007)

Following table shows the CG score, market Capitalisation and 
Enterprise Value of Infosys Technologies Limited.
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Enterpri- 
se Value

CG 
Score

Mean 4.66 0.81

Variance 0.07 0.01

Observa- 
tions

6 6

Pooled 
Variance

0.039  

Hypothesi-
sed  Mean 
Difference

0  

df 10  

P(T<=t) 
one-tail

6.69  

t Critical 
one-tail

1.81  

P(T<=t) 
two-tail

1.33  

t Critical 
two-tail

2.22  

Corporate Governance and 
Payout Policy 

The major objective of adequate 
corporate governance practices 
is the satisfactory payback to 
company shareholders. Under 
the assumptions of the original 
Modigliani Miller irrelevant the-
orems, dividend policies are ir-
relevant for company value and 
shareholders wealth. 

Among the various theories, the 

Df 10

P(T<=t) 
one-tail

5.98

t Critical 
one-tail

1.81

P(T<=t) 
two-tail

1.19

t Critical 
two-tail

2.23

2007 2006 2005 2004 2003 2002

Dividend  Payout 
Ratio

11.5 15 11.5 29.5 27 20

Corporate 
governance score

85% 85% 83% 81% 79% 75%

 

rent seeking theory of the effect 
of agency problems on payout 
policies seems to be especially 
relevant in India. Large and con-
trolling shareholders have the  
incentives and the power to ex-
tract private benefits of con-
trol at the expense of the mi-
nority shareholders, because 
they receive the full benefits 

CG Score and Dividend Payout Ratio of Infosys Technologies 
(2002-2007)

Dividend 
Payout

CG 
Score

Mean 19.08 0.81
Variance 60.74 0.00
Observa- 
tions 6 6

Pooled 
Variance 30.37

Hypothes- 
ised Mean 
Difference

0

df 10
t Stat 5.74
P(T<=t) one-
tail 9.36

t Critical one-
tail 1.81

P(T<=t) two-
tail 0.00

t Critical two-
tail 2.22

but only bear a fraction of the 
cost. In that context, a divi-
dend payment guarantees  
equal treatment to all share-
holders.

In this section, we correlate the 
dividend per share and corpo-
rate governance score of  the 
company for the period FY 2002- 
2007.

Result of Correlation:  + 0.62

Regression Statistics:                       

R = 0.62          R Square = 0.39

t-Test: Two-Sample Assuming 
Equal Variances

A moderate positive correlation 
has been established between 
CG and dividend payout. It signi-
fies that better CG though leads 
to better operating performance 
but does not necessarily mean 
high payout to shareholders.

Corporate Governance and 
Operating Performance

“Indeed reputation harm and 
financial damage that can be 
caused by conflicts of interest 
and poor oversight are undeni-
able”- Bob Stein

Improving the performance is 
related with profitability, which 
in turn is return of brand im-
age. Therefore, the brand is the 
practical reason for improving 
the governance. Improved gov-
ernance also protects the viabil-
ity of business by regaining the 
customer confidence and mar-
ket trust.

In this section, we correlate the 
profit after tax and turnover with 
corporate governance score of 
the company for the period FY 
2002-2006.
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Period 2007 2006 2005 2004 2003 2002

Profit after tax in Rs. (Cr) 3777 2421 1859 1243 958 808

Income (Turnover in Rs. Cr) 13149 9028 6860 4761 3623 2654

Corporate governance score 85% 85% 83% 81% 79% 75%

Results of Correlation: Corre-
lation with profit after tax is +0.83 
and with turnover is +0.86

Regression Statistics: with profit 
after tax is:                       

R = 0.95          R Square = 0.90

With Turnover is: 

R= 0.92           R Square = 0.84

Turnover proxy of Firm size is 
positively correlated with good 
corporate governance prac-
tices. High positive correlation 
between PAT also suggests that 
better corporate governance 
practices result in better operat-
ing performance. Coefficient of 
determination confirms the infer-
ences drawn from the coefficient 
of correlation. One can argue that 
even with the highest estimates 
of financial fundamentals one 
can achieve the same growth in 
value by more than twice sales 
growth or 35% increase in prof-
itability. Therefore, increase in 
financial results demands more 
efforts compared to corporate 
governance practices improve-
ment leading to the same value 
growth. But again improving 
the performance is related with 
profitability, which in turn is the 

CG Score, Turnover and PAT of Infosys Technologies Limited (2002-2007)

return of brand image. There-
fore, the brand is the practical 
reason for improving the gover- 
nance.

Section V: Summary and 
Conclusions

The relation between corporate 
governance and organisational 
performance is of fundamen-
tal importance to practitioners, 
academics and policy makers. 
Assumptions and strongly held 
beliefs about the importance 
of governance are shaping the 
current regulatory climate for 
the design of governance struc-
tures. In this study, we have 
developed through a compre-
hensive analysis a very high 
positive relationship between 
level of Corporate Governance 
and market valuations of the 
company which indicates that 
superior governance results in 
better valuations. Companies 
with high governance rankings 
enjoy superior market premi-
ums. 

To sum up:

1. We find that better corporate 
governance is associated 
with higher operating per-

formance and higher valua-
tions.

2. Firms could improve investors’ 
wealth and protection rights 
by increasing disclosure, se-
lecting well-functioning and 
independent boards, impos-
ing disciplinary mechanisms.

3. These results are consistent 
with results found in Gomp-
ers et al. (2001), which find 
that firms with stronger cor-
porate governance have 
relatively higher wealth cre-
ation in the US.

4.  Better Corporate Governance 
leads to value creation for all 
the stakeholders.

Good governance requires a 
mindset within the corporation, 
which integrates the corporate 
code of ethics into the day-to-
day activities of its managers 
and workers. As the sociologists 
Rossouw and van Vuuren note, 
companies must move from the 
“reactive and compliance mode” 
of corporate ethics, to the “integ-
rity mode”, where the functions 
of the entire organisation are 
completely aligned with its value  
system.
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The Indian banking landscape has 
witnessed unprecedented trans-
formation in the past decade. At 

one point of time Indian banking oper-
ated in a very tightly regulated environ-
ment but today it operates in an increas-
ingly deregulated and market driven, 
competitive environment. Alongside 
introduction of new players and instru-
ments, there has been strengthening 
of prudential regulation and supervi-
sion. With greatly improved strength 
and financials, Indian banks are now 
well placed to capitalise on increasing 
global opportunities for further growth 
through diversification. In the words 
of RBI Governor, Dr. Y.V. Reddy, “our 
banking cannot afford to lag behind 
international standards 
nor remain unaffected by 
global developments in 
banking”. Healthier bal-

ance sheets, consequent to the finan-
cial sector reforms, have created the 
enabling environment for banks to prog-
ress towards achieving global bench-
marks in terms of prudential norms and 
best practices.

Why Best Practices
Following international best practices 
and observing universally acceptablest 
andards and codes is necessary for str- 
engthening the domestic financial arch- 
itecture as also ensuring smooth integr- 
ation with world financial markets, tap- 
ping new markets and expanding bus- 
iness. This includes best practices in-  
areas such as risk management, corpo- 
rate governance, transparency and dis- 

closures in financial statemen- 
ts, business management, and 
customer access. Moreover, op 
erating in a liberalised system, 

— CA. P. Subbarao
(The author is member of ICAI. 

He can be reached at  
nibmweb@nibmindia.org)
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With greatly improved strength and financials, Indian banks are now 
well placed to capitalise on increasing global opportunities for fur-
ther growth through diversification. Healthier balance sheets, con-
sequent to the financial sector reforms, have created the enabling 
environment for Indian banks to progress towards achieving global 
benchmarks in terms of prudential norms and best practices.

GLOBAL BEST PRACTICES IN INDIAN 
BANKING
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driven by market forces, almost 
by definition, exposes financial  
intermediaries to greater risk 
and to the disequilibrium tende- 
ncies inherent in financial mar- 
kets. In order to reap the ben- 
efits of liberalisation, it is, ther- 
efore, desirable for financial in- 
stitutions to work within a def- 
ined framework in terms of cer-
tain minimum standards and to 
benchmark their performance 
and progress in terms of widely 
accepted best practices. For a 
bank, best practices provide a  
benchmark to assess performa 
nce vis-à-vis peers and indus-
try leaders, with the objective  
of enhancing value for all stak- 
eholders. 

Global Best Practices 
The reference to ‘best practic- 
es’ is usually a reference to ‘in- 
ternational standards’ set by in-
ternational financial institutions 
and other standard setting bod-
ies, notably the BCBS. These 
standards, or best practices, wh- 
ich have evolved mostly as a re- 
sult of the recognition and un-
derstanding of the weaknesses 
that precipitated financial cri-
ses, are generally accepted as 
good principles, practices and 
guidelines for relevant areas in 
the financial system. They are 
accorded importance because 
of their contribution to sound 
financial fundamentals, their 
role in strengthening financial 
regulation, enhancing transpar-
ency, facilitating institutions de- 
velopment and reducing vuln- 
erabilities. By facilitating infor- 
med decision-making in lend-
ing and investment, they help 

minimise the risks of financial 
distress and contagion. By pro-
moting convergence of practic-
es among countries, they allow 
clear assessment methodolo-
gies for comparability across 
jurisdictions.

Risk Management
In today’s competitive and com 
plex financial environment, the 
success of a bank depends cri- 
tically on how well it assesses, 
prices and manages risks; on 
its ability to limit losses from 
particular transactions; and to  
keep its overall exposure cont- 
rolled. Proactive management 
of risk ensures that risks are 
consciously taken with full kno- 
wledge, clear purpose and un- 
derstanding so that it can be  
measured and mitigated wher- 
ever it is felt necessary. In the  
era of Basel II, the art of effec- 
tively managing risk has beco- 
me even more challenging and 
require that the nature of risks 
inherent in banking business be 
properly understood.

Best practices in risk manage-
ment suggest that the perfor-
mance of commercial entities 
such as banks be measured 
not in accounting terms alone 
such as return on assets (ROA) 
or return on equity (ROE), but 
by measuring the contribution 
to shareholder wealth maximi-
sation, taking into account the 
actual risk taken to earn the ex-
pected return. To arrive at such 
a measure, viz the Risk Adjus- 
ted Return on Capital (RAROC), 
it is necessary to regard each 
business segment such as co- 

rporate, retail, trading, etc as 
a specialised business unit 
(SBU) with an expected target 
of return. If the SBU is able to 
earn a return higher than the 
target, it is adding value to the  
bank. Allocation of capital ba- 
sed on the contribution of each 
SBU to the overall risk of the 
bank, and risk-adjusted perfor-
mance measurement facilitates 
alignment of objectives at SBU 
and bank level as similar mea-
sures of performance are used 
throughout the bank. Establish-
ment of an enterprise-wide risk 
management system will enab 
le capital allocation to busines- 
ses within the bank based on 
risk-adjusted performance me- 
asurement. As Indian banks m- 
ove towards international best  
practices, integrating risk man- 
agement into the business pro-
cess, use of RAROC will help 
banks determine pricing, mea-
sure performance, and manage 
capital effectively. Transiting 
from capital adequacy to capital 
efficiency, banks may increas-
ingly focus on “just-in-time bal- 
ance sheet” management to en- 
sure efficient use of capital.

Since advances in technology, 
telecommunications, and mar-
kets have changed the way 
that banks assess, measure 
and manage their risks, the 
Basel Committee has drawn 
up the New Capital Adequacy 
framework, with a view to pro-
viding incentives “to advance 
the state of the art in risk man-
agement across the industry”. 
The Basel II framework envis-
ages a three-pillar approach. 

Best practices in risk management suggest that the performance of 
commercial entities such as banks be measured not in accounting terms 
alone such as return on assets or return on equity, but by measuring the 
contribution to shareholder wealth maximisation, taking into account 
the actual risk taken to earn the expected return.
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The first pillar aligns minimum 
capital requirements more 
closely to banks’ actual un-
derlying risks. Qualifying ba- 
nks will rely partly on their own 
measures of those risks, a rule  
that is designed to create ince- 
ntives for banks to improve th- 
ose measures. The second pil-
lar – supervisory review, allows 
supervisors to evaluate each 
bank’s assessment of its own 
risks and to determine whether 
those assessments seem rea- 
sonable. The third pillar - ma- 
rket discipline, provides exter- 
nal incentives for prudent man- 
agement. Disclosures allow ma- 
rket participants to assess key  
information on the scope of  
application, capital, risk expos- 
ures, risk assessment process 
and hence the capital adequa-
cy of a bank. It strengthens the  
ability of market participants 
to reward well-managed banks 
and to penalise poorly manag- 
ed ones by enhancing trans-
parency in bank’s financial rep- 
orting.

It is widely acknowledged that 
implementing Basel II is a com-
plex task, given the magnitude 
of data required, the need for 
technical skills, technology im-
plications, cost of compliance 
and capacity building. The task 
is particularly daunting in the 
Indian context given the diver-
sity of banks and divergence 
in structure. The implementa-
tion issues have to be, there-
fore, viewed in a country con-
text. For example, the extent of 

disclosures to be made would 
need to keep in view the level of 
maturity of the financial sector 
and the levels of assimilation of 
information by the stakeholders 
and the public. 

Keeping in view the Reserve 
Bank’s goal to have consisten- 
cy and harmony with interna-
tional standards and to adopt 
the pace as appropriate in the  
context of country-specific nee- 
ds, the Reserve Bank had in 
April 2003 accepted in princip- 
le to adopt the New Accord and  
taken several initiatives to sen- 
sitise banks to the opportuniti- 
es and challenges emerging fr- 
om Basel II norms. Accordingly, 
at a minimum, all banks in Ind- 
ia, to begin with, will adopt Sta- 
ndardised Approach for credit 
risk and Basic Indicator Appro- 
ach for operational risk. The im 
portance of capacity-building 
for successful implementation 
of the Accord has been recogn-
ised and appropriate action ini-
tiated by banks and RBI. After 
adequate skills are developed, 
both in banks and at superviso-
ry levels, some banks may be 
allowed to migrate to Internal 
Rating Based (IRB) Approach.

Anti-Money Laundering 
and Know Your Customer 
Norms
The globalisation of financial 
marts, dismantling of controls, 
capital mobility, and technologi-
cal advancement has exposed 
banks to the risk of criminal 
misuse for laundering of illegal 

proceeds. (Money Laundering 
refers to the process by which 
criminals attempt to conceal 
the true origin and ownership 
of the proceeds of their crimi-
nal activities. It encompasses 
involvement in a transaction or 
series of transactions that seek 
to disguise the nature or source 
of proceeds derived from il-
legal activities). In a deregu-
lated environment, with more 
operational freedom devolving 
on banks, the risk of being un-
wittingly used as intermediaries 
for transfer or deposit of funds 
derived from criminal activity 
is accentuated. Sound ‘Know 
Your Customer” (KYC) policies 
and procedures are, therefore, 
critical for protecting the safety 
and soundness of banks. The 
inadequacy of KYC standards 
can subject banks to serious 
customer and counterparty risk, 
resulting in substantial financial 
cost to banks.

Considerable work has been 
done by international standard-
setters such as Basel Commit-
tee and the Financial Action 
Task Force (FATF) to lay down 
detailed Guidelines on Account 
Opening and Customer Identi-
fication and Consolidated KYC 
Risk Management apart from 
the Customer Due Diligence 
process for financial institu-
tions. The Financial Action Task 
Force has formulated Forty 
Recommendations which pro-
vide a comprehensive blueprint 
of the action required to prevent 
the use of the financial system 

In order to pursue the global best practices, Dr A.S Ganguly, Chairman 
of the Consultative Group on Corporate Governance recommended 
and stressed, inter alia, the need for making the boards of banks more 
contemporarily professional by the observance of “fit and proper 
norms” in nomination of Directors. The whole-time directors should 
have sufficiently long tenure to enable them to leave a mark of their 
leadership and business acumen on the bank’s performance.
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for money laundering. Interna-
tional best practices for combat-
ing money laundering require 
banks to develop clear custom-
er acceptance policies and pro-
cedures, including a description 
of the types of the customers 
that are likely to pose a higher 
than average risk to a bank. By 
developing graduated customer 
acceptance policies and proce-
dures, banks can conduct more 
extensive due diligence for high-
er risk customers. 

In Indian context, it is empha-
sised that the customer accep-
tance policy should not be so re-
strictive that it results in a denial 
or access by the general public 
to banking services, especially 
for people who are financially or 
socially disadvantaged. On the 
other hand, quite extensive due 
diligence would be essential 
for an individual with a high net 
worth whose source of funds is 
unclear. 

Developing appropriate meth-
ods of monitoring is critical for 
identification of ‘suspicious ac-
tivity’ throughout the customer 
relationship, and reports are re-
quired to be made to the compe-
tent authorities. The Prevention 
of Money Laundering Rules, 
notified in July 2005, have pro-
vided a definition of what con-
stitutes ‘suspicious activity’ and 
the procedure for reporting by 
banks to the newly constituted 
Financial Intelligence Unit (FIU) 
is being finalised by the Govern-
ment in consultation with RBI. 
The same has already been 
communicated to banks. 

The extant KYC guidelines is-
sued by RBI incorporates best 
practices in this regard and pro- 
vides guidance to banks regar- 
ding account opening, risk ma- 
nagement, reporting of transac-
tions, record maintenance and 
training of staff. Recognising th- 
at there are certain issues in im- 
plementing KYC norms in the 
Indian context such as difficulty 
in obtaining suitable documen-
tation especially for customers  
in rural/semi-urban areas, sui- 
table relaxations have been ma- 
de. Notwithstanding initial dif-
ficulties such as in determining 
appropriate parameters for risk 
profiling and migration depend-
ing on account/transaction beh- 
aviour, need for customer edu-
cation, etc. the issue is to put in  
place the requisite systems and  
procedures for preventing crim- 
inal misuse of the banking sys- 
tem.

Corporate Governance
Corporate governance deals 
with “the ways that suppliers of 
finance to corporations assure 
themselves of getting a return on 
their investments”. In banks, de-
positors are the main suppliers 
of finance and, therefore, their 
interest is paramount. Strong 
banking system pre-supposes 
good leaders who would ensure 
that highest ethical standards 
are maintained while carrying 
on business operations with 
due diligence. The Basel Com-
mittee proposed the following 
seven principles, viz establish-
ing strategic objectives, setting 
and enforcing clear lines of re-

sponsibility and accountability, 
ensuring that board members 
are qualified for their position 
and not subject to undue influ-
ence from the management or 
outside powers, ensuring prop-
er oversight by senior manage-
ment, effectively utilising the 
work conducted by internal and 
external auditors, ensuring that 
compensation policies are con-
sistent with the banks’ ethical 
values, and conducting opera-
tions in a transparent manner.

In order to pursue the global 
best practices, Dr A.S Gangu- 
ly, Chairman of the Consultat- 
ive Group on Corporate Gover-
nance recommended and stre- 
ssed, inter alia, the need for ma 
king the boards of banks more 
contemporarily professional by  
the observance of “fit and prop- 
er norms” in nomination of Dire 
ctors. The whole-time directors  
should have sufficiently long te- 
nure to enable them to leave a  
mark of their leadership and bu- 
siness acumen on the bank’s 
performance. The Board’s foc- 
us should be on strategic issu- 
es, risk management systems, 
internal control processes and 
overall governance standards. 

Sound corporate governance is 
premised on two pillars, viz the 
mechanism by which corpora-
tions are directed and controlled 
and the mechanism by which 
those controllers of the corpora-
tions are supervised. The best 
corporate governance practices 
are essential to avoid risks of 
systemic crisis and to enhance 
value of all stakeholders. Em-

In Indian context, it is emphasised that the customer acceptance 
policy should not be so restrictive that it results in a denial or access 
by the general public to banking services, especially for people who 
are financially or socially disadvantaged. On the other hand, quite 
extensive due diligence would be essential for an individual with a high 
net worth whose source of funds is unclear. 



315THE CHARTERED ACCOUNTANT                       AUGUST  2008

BANKING AND FINANCE

pirical evidence has clearly 
proved that the effect of bad 
governance could lead to seri-
ous systemic crisis. 

There is an increasing body 
of public opinion that deems a 
business enterprise not merely 
as an economic unit but also as 
a good corporate citizen. For 
this, corporate governance in 
business organisations must 
be based on a genuine respect 
for business ethics and values. 
Organisations that do not follow 
good governance practices will 
not be able to create “value”. 
Value creation will be measured 
by the quality of business strat-
egy to achieve adequate bal-
ance between growth and prof-
itability.

The key to good governance 
goes beyond regulation and in-
cludes commitment to core val-
ues, ethics and culture but these 
are country-specific, and driven 
more by climate of acceptable 
behaviour than by board struc-
ture. The evolution of a culture 
of social conscience is difficult 
to capture and enshrine as best 
practices for all time and, there-
fore, would necessarily have to 
be constantly reviewed in a dy-
namic environment.

Transparency and Disclo-
sures in Financial State-
ments
The users of the financial state-
ments of a bank need relevant 
and reliable information which 
assists them in evaluating the 
financial position and perfor-
mance of the bank and which 

is useful to them in making 
economic decisions. The us-
ers of the financial statements 
of a bank are interested in the 
liquidity and solvency and the 
risks related to the assets and 
liabilities recognised on its bal-
ance sheet and also its off bal-
ance sheet items. The risks that 
a bank is exposed to such as 
risk arising from interest rate 
movements may be reflected 
in the financial statements, but 
users obtain better understand-
ing if the management provides 
a commentary on the financial 
statements which describes the 
way it manages and controls 
the risks associated with the 
operations of this bank. Banks 
use different methods for the 
recognition and measurement 
of items in their financial state-
ments.

The Generally Accepted Ac-
counting Principles (GAAP), en-
compass conventions, rules and 
procedures necessary to define 
accepted accounting practices 

at a particular point in time. The 
discussion of standards refers 
to the work by standard setting 
entities, i.e., International Ac-
counting Standards Committees 
(IASC), International Auditing 
Practices Committee (IAPC), 
United States Generally Accept-
ed Accounting Principles (US 
GAAP) and Accounting Stan-
dards Board (ASB). The adher-
ence to US GAAP has become 
necessary in view of the grow-
ing interest in raising resources 
through ADRs and listing in US 
exchanges. In India, the Ac-
counting Standards Board of the 
Institute of Chartered Accoun-
tants of India is responsible for 
setting accounting standards. 
ASB of ICAI has so far issued 32 
standards, which are at par with 
those of international standards 
subject of course to differences 
arising from country specific 
characteristics.

The Auditing and Assurance 
Standards Board (AASB) of the 
Institute of Chartered Accoun-

A bank can choose to follow a passive approach or a proactive 
approach in regard to adoption of best practices. What is important is 
to understand the logic underlying the evolution of the best practice 
and to use it as a benchmark to strive towards value enhancement for 
all stakeholders.
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tants of India has issued 35 
standards. 
Assessment of Position vis-
à-vis Industry Best Prac-
tices
Assessment of bank’s position 
vis-à-vis industry best practic-
es, using key benchmarking fi-
nancial metrics and processes, 
provides senior management 
with an external ‘snapshot’ of 
where the organisation ranks 
vs. peers and industry leaders. 
Assessment of best practices 
analyses the organisation’s 
processes, workflow, and staff-
ing major areas such as retail 
delivery, sales and customer re-
lationship management (CRM), 
human resources, finance and 

accounting. The objective of 
such an assessment is to re-
duce current operating ex-
penses, improve productivity 
to avoid future cost increases, 
increase revenue, improve the 
quality of consistency of service 
delivery and position the organi-
sation for continued growth and 
expansion.

In the growing trend towards 
consolidation, transitioning to 
the right market position, based 
on core competencies and 
capitalising on synergies, is a 
significant strategic decision for 
a bank, with the challenge of 
achieving successful integra-
tion of manpower and culture in 
the merged entity. Since it is the 

bank’s human resources, which 
is the driver of change, a critical 
issue is development of this hu-
man capital and leveraging of 
existing capacities/capabilities 
to achieve organisational goals 
in a dynamic environment. Ab-
sorption of appropriate technol-
ogy and better knowledge man-
agement will be key enablers 
for strategic business position-
ing to meet future challenges.

According to solution provid-
ers like SAP, many banks are 
moving away from traditional 
practices and adopting forward 
thinking “best practices” to sup-
port profitable growth in key 
areas (Strategies for Profitable 
Growth in Banking Industry).

Indian Approach
India has been playing an in-
creasingly active role in inter-
national fora, contributing to the 
formulation of best practices by 
providing the developing coun-
try perspective on relevant is-

Business Issue Traditional Practice Best Practice

Customer and 
market access

Multiple channels for customer 
access and service

Integrated multi-channel access linked to 
CRM tools for cross-setting, back office 
systems, and a single, risk related view of the 
customer

Product delivery Mass-market targeting for all 
products

Efficiently targeted market segments with an 
appropriate mix of fast time to time market and 
flexible product development capabilities – or 
focus on high volume sales combined with 
low-cost production and economies of scale

Business 
management 

Improved cost/income ratio 
through cost cuts incremental 
process enhancement within 
siloed, legacy systems and 
processes

Improved return on equity (ROE) and year 
over year revenue growth through increased 
business agility via. a step change in 
operational efficiency gained by streamlining 
business processes and making them more 
effective

Risk 
management 
and regulatory 
compliance

Viewed as cost of doing business 
and invested with the minimum 
effort and resources required

Leveraged risk management and regulatory 
compliance efforts for a better understanding of 
customers, markets, demands and processes 
while improving business efficiency and year 
over year revenue growth

sues. It was one of the first 
countries which subjected itself 
voluntarily to the Financial Sec-
tor Assessment Programme 
(FSAP) of the IMF and as-
sessed to be in high compliance 
with the relevant principles. The 

RBI’s association with the Basel 
Committee on Banking Super-
vision dates back to 1997 with 
India being among the 16 non-
member countries, which were 
consulted in the drafting of the 
Basel Core Principles. The Re-
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serve Bank of India became a 
member of the Core Principles 
Liaison Group in 1998 and sub-
sequently became a member 
of the Core Principles Work-
ing Group (CPWG) on Capital. 
Within the CPWG, the Reserve 
Bank has been actively partici-
pating in the deliberations on 
the Accord and led a group of 
6 major non G-10 supervisors 
which presented a proposal on 
a simplified approach for Basel 
II to the Committee.

Although best practices provide 
a benchmark for market partici-
pants to operate efficiently, their 
implementation will necessarily 
have to be suitable to country-
specific priorities and circum-
stances, varying under different 
economic circumstances. To 
quote Dr. Y.V. Reddy, “The Im-

plementation of standards must 
fit into a country’s overall strat-
egy for economic and financial 
sector development taking into 
account the stage of develop-
ment, level of institutional ca-
pacity and other domestic fac-
tors”. (Market Integrity, ibid). 
The Standing Committee on 
International Financial Stan-
dards and Codes, monitors de-
velopments in global standards 
and codes, and looks into ap-
plicability of these standards to 
the Indian financial system. The 
Reserve Bank’s approach to the 
Institution of prudential norms 
is one of gradual convergence 
with International standards 
and best practices with suitable 
country specific adaptations. 
The objective is to reach global 
best standards in a deliberately 

phased manner through con-
sultative process evolved within 
the country.

Conclusion
There is need to understand 
clearly the controllable and 
uncontrollable variables in the 
dynamic environment in which 
banks operate and to acknowl-
edge that ‘best’ practices are 
themselves evolving in the 
light of experience and in time 
with changing circumstances. 
A bank can choose to follow a 
passive approach or a proac-
tive approach in regard to adop-
tion of best practices. What is 
important is to understand the 
logic underlying the evolution 
of the best practice and to use 
it as a benchmark to strive to-
wards value enhancement for 
all stakeholders.
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World wide, the percentage of 
people over 60 years of age 
is expected to rise from 9% to 

16% in the next 35 years whereas in 
India, the number is estimated to dou-
ble between 1991 and 2016. Old age 
comes with its own share of problems. 
As a person grows older and his regular 
source of income dries up, his depen-
dence on others increases significantly. 
With health care expenses on the rise 
and little social security available, liv-
ing the golden years re-
spectfully can be quite 
a challenge for senior 
citizens in India. In such 
a scenario, a regular in-
come flow that can help 
them meet their financial 
needs and maintain their 
current living standards 
becomes important. One 

typical feature of most senior citizens is 
that their residential property accounts 
for a significant portion of their total as-
set composition. And, given its illiquid 
nature, property fails to aid senior citi-
zens on the liquidity front. 

The Genesis 
With unstable interest rate movement, it 
becomes very difficult to earn these days 
by investing in traditional instruments on 
a regular basis. Alternatively, investing 

in riskier instruments, which 
offer higher returns than tra-
ditional instruments, is not 
advisable for the elderly at 
this stage of their life. They 
simply cannot afford to gam-
ble with their hard-earned 
money. Moreover, not all of 
them are fortunate enough 
to have sufficient deployable 

— Dr. Pradeep Kumar Singh
(The author is Head, Department of 

Commerce, Mahatma Gandhi Govern-
ment College, Chalakkara, New Mahe, 

Pondicherry. He can be reached at 
drpks3@rediffmail.com)

SOCIAL SECURITY IN INDIA AND REVERSE 
MORTGAGE LOAN — RATIONALE, 

CONCEPT AND APPLICATION
Shift from joint families to nuclear families, particu-
larly in urban areas, and increasing lifespan over 
the years have given rise to old age social 
security concerns in India on a vast scale. 
Most of senior citizens in urban India 
today depend either on ‘retirement 
benefits’ or on their children for 
their financial needs, which 
increase with age, partic-
ularly in view of increase 
in medical expenses. While returns on investments in traditional 
saving instruments are increasingly proving inadequate for them, 
an investment in riskier high return instruments is not advisable 
for them. In this backdrop, the Reverse Mortgage Loan (RML), 
which has been recently introduced to Indian financial market, 
offers a viable option to the senior citizens to earn a steady in-
come by pledging their homes for a comfortable living. This arti-
cle provides an overview of this new concept in Indian context. 

BANKING AND FINANCE
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fund for investment and majority 
of them do not receive any pen-
sion. At present, there are only 
two main ways of getting cash 
for one's house, either by sell-
ing it or borrowing against the 
house. In the former, when the 
house is sold, one has to move 
out, while in the latter case, the 
person would have to make 
monthly loan repayments, both 
of which might not be feasible 
in old age. 

With the fall in returns on sav-
ings due to the soft interest rate 
regime and increased longevity, 
“reverse mortgage loan”, en-
abling senior citizens to earn a 
steady income by pledging their 
homes for a comfortable living, 
has recently been introduced 
to the Indian financial market. 
Unlike life insurance, where a 
person pays throughout life to 
get a lump sum amount at the 
end, reverse mortgage, a loan 
against home, enables a person 
get payment either in lump sum 
or on monthly basis or as cust-
omised by borrower, even as his 
or her income might be nil and 
need no repayment till death. A 
recent World Bank study found 
that only about 10 per cent of 
the population had some of oth-
er sort of social coverage in In-
dia. As such, nearly 90% of the 
population has no formal social 
security. National Housing Bank 
had commissioned a research, 
which found that there were 
3.87 million house-owning indi-
viduals above 65 years in India 
in March 2006.

Most of the reverse mortgage 
loans require no repayment for 
as long as the 'principal resident' 
lives in the house, but must be 
repaid in full, including all inter-
est and other charges, when 
the last living borrower dies, 
sells the house, or permanently 

moves away. Reverse mortgage 
loan would be better suited for 
the issueless senior citizens so 
that after their death, the lender 
could dispose it in the market. 
Unlike the situation in India 
where people need money for 
maintaining a comfortable living 
due to the reduced employment 
prospects after retirement, in 
the US, these types of mort-
gages typically go to the old-
est borrowers living in the most 
expensive homes. According to 
industry experts, it is right time 
that the concept is brought into 
India, especially when the real 
estate sector is resurgent. 

International Scenario
Reverse Mortgage (known as 
lifetime mortgage in the United 
Kingdom) is now a well-ex-
posed financial product in coun-
tries like USA, UK, Canada, 
France, Japan, Australia, and 
Singapore and in various other 
countries. A banker named Nel-
son Haynes of Deering Savings 
& Loan (Portland, ME); Maine 
issued the first known reverse 
mortgage in 1961 in USA. He 
delivered this product to Nellie 
Young, the widow of his high 
school football coach. In the 
US, the government launched 
the first RM product in 1991 
through a government under-
taking to build confidence in 
the product. Reverse mort-
gages were later used in other 
areas of US as well. But it was 
in eighties that their existence 
gained widespread popularity 
and got government endorse-
ment. Today, there are a host 
of both state insured reverse 
mortgages as well as privately 
funded products.

The Concept
Finance Minister of India in-
troduced the idea of reverse 

mortgage in 2007 Budget. To 
understand the concept of re-
verse mortgage, first let us un-
derstand what a regular mort-
gage is? In a regular mortgage, 
a borrower mortgages his new/
existing house with the lender 
(Banks/PLI) in return for the 
loan amount (which in turn he 
uses to finance the property); 
the same is charged at a par-
ticular interest rate and runs 
over a predetermined tenure. 
The borrower then has to repay 
the loan amount in the form of 
EMIs (equated monthly install-
ments), which comprise both 
principal and interest amounts. 
The property is utilised as a 
security to cover the risk of 
default on the borrower's part. 
Under RML, citizens aged 60 
year and above will be able to 
pledge their house and derive 
a monthly income or a lump 
sum for 15 years while living 
in it. If you go for the lump sum 
amount, you can deposit it in a 
bank, withdraw from your ac-
count according to your require-
ments and keep earning inter-
est on the balance. It is mainly 
meant for home rich senior citi-
zens who are otherwise cash-
poor. Reverse Mortgage works 
like a traditional mortgage loan, 
only in reverse direction. A bor-
rower does not make regular 
payments to a lender; instead 
he receives payments from the 
lender. The National Housing 
Bank (NHB), a subsidiary of the 
Reserve Bank of India (RBI), 
has prepared the operational 
guidelines on reverse mortgage 
loan. In Budget speech 2008-
09, the Finance Minister clari-
fied the doubts related to In-
come-tax, saying that incomes 
receivable by the home owners 
are only a part of loan not an 
income therefore there arises 
no liability of income tax under 
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Income-tax Act, 1961. 

The Scheme 
The National Housing Bank 
(NHB) recently introduced a 
novel product for senior citi-
zens: a RML under which a se-
nior citizen who is the owner of 
a house can avail of a monthly 
flow of income against the mort-
gage of his/her house, while re-
maining the owner and occupy-
ing the house throughout his/
her lifetime, without repayment 
or servicing of the loan. Under 
this new scheme, a senior citi-
zen, who owns a house, can 
be given a loan up to 40% of 
the market value of his house, 
if he is in the age group of 60-
65 years. If the borrower's age 
is between 66-70, he can avail 
loan up to 50% of the market 
value.  Similarly, people belong-
ing to the age group of 71-75 
can avail loans up to 55% of the 
market value of their houses. 
For the age group of above 75 
years, loans up to 60% of hous-
es will be offered. Borrowers 
can opt for receiving the money 
as fixed monthly payment also. 
In this case, the entire amount 
will be paid in the form of an-
nuity (a sort of monthly income) 
for 15 years, which will be fixed, 
irrespective of the age at which 
borrowers take the loan.

In terms of receiving the loan 
amount, the borrower can opt 
for monthly, quarterly, annual 
or lump sum payments or pay-
ments at any other point in time 
as per his requirement. Also, a 
revaluation of the property has 
to be undertaken by the bank/
HFC once every five years. 
However, before resorting to 
sale of the house, preference 
will be given to the owner or 
his heirs to repay or prepay the 
loan amount, along with the 
interest, and to get the mort-

Main Features of RML 
Scheme
1. When applying for a re-

verse mortgage, all owners 
must apply and sign the pa-
pers. The applicants must 
be at least 60 years old 
and own a home in India. 
Residual life of the home 
is more than 20 years, and 
must generally live in the 
home. Mobile homes are 
usually not eligible for re-
verse mortgages. 

2. A borrower can request 
regular monthly payments, 
a credit line, or a lump sum 
distribution of cash. A com-
bination of these payment 
plans can also be request-
ed. 

3. Loan amount is based on 
the age of the borrowers 
and co-borrowers, current 
and future value of the 
property, current interest 
rate and interest rate fluc-
tuations. 

4. Revaluation of the property 
is done ones in every five 
years and amount of loan 
may be revised on the ba-
sis of valuation of the prop-
erty.

5. RML will be secured by way 
of mortgage of residential 
property; commercial prop-
erty will not be eligible for 
RML. 

6. In Reverse mortgage there 
is no formal restriction for 
the use of money. It can 
be used for any purpose 
e.g. domestic expenses, 
medical expenses, life style 
expenses, traveling ex-
penses, and home repair 
expenses. etc.

7. Typically, a reverse mort-
gage loan requires no re-
payment for as long as 

gaged property released. Lend-
ers are entitled to retain only 
the amount lent by them and 
any surplus over and above the 
original loan amount belongs to 
the borrower's children or legal 
heirs since the amount owed on 
a reverse mortgage can never 
exceed the value of the home 
at the time the loan is extin-
guished. The amount received 
through reverse mortgage is 
considered as loan and not in-
come; hence it will not attract 
any tax liability. 

This kind of mortgage helps a 
senior citizen avoid selling his 
property and thereby losing pos-
session of the house during his 
lifetime, which he constructed 
as a shelter for his old age from 
savings of his lifetime. It is quite 
likely that whatever income he 
is having by way of pension or 
interest would be losing in value 
due to inflation, making it inad-
equate for his living. So the re-
verse mortgage offers a solution 
for the aged citizens who own a 
house. He can continue to live 
in the house till his demise and 
if the agreement is so worded, 
till the demise of himself or his 
spouse, whichever is later. 

In India, PNB is one of the first 
state-run banks to launch the 
product. Corporation Bank has 
signed up with the country’s 
largest insurer, Life Insurance 
Corporation of India to jointly 
launch a reverse mortgage 
product soon. Dewan Housing 
Finance Company Ltd. intro-
duced the first Reverse Mort-
gage product named “Sakh-
sam”, in 2006. Of late, ICICI 
has launched a new product in 
this segment. Recently, NHB 
has developed a scheme of Re-
verse Mortgage Loan for elderly 
in India.
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you live in your home. If 
the home is sold, the bor-
rower moves, or the last liv-
ing borrower dies, the loan 
must be repaid. Usually the 
home is sold to repay the 
mortgage. 

8. Maximum duration of the 
RML product is 15 years.

9. House owners are respon-
sible for repairs, local taxes, 
and insurance of the house. 
A default on any of these 
could cause your loan to 
become payable in full. 

10. Reverse mortgage loan is 
not free of cost. Other than 
interest, some costs include 
application fees, closing 
costs, insurance, appraisal 
fees, credit report fees, le-
gal fee, stamp duty and reg-
istration fee and possibly a 
monthly service fee. 

11. The home is usually sold to 
repay the loan or the heirs 
can choose to repay. If the 
home is sold and the selling 
price exceeds the amount 
of the balance owed, the 
excess goes to the heirs. 

12. Money received from a re-
verse mortgage is tax-free 
and does not affect social 
security or medicare ben-
efits. 

13. All reverse mortgages have 
a "non-recourse" feature, 
which means that the total 
amount owed can never ex-
ceed the appraised value 
of the home. If the amount 
owed exceeds the home's 
appraised value, then the 
lender or the NHB will ab-
sorb that loss.

Other than Reverse Mortgage 
products, there are a good num-
ber of similar Home Equity 
Conversion-based Products 
available in various countries. 

These include:

Mortgage Loan & Sharing 
Appreciation: In this scheme 
lender gets a pre-agreed share 
in any appreciation that may 
take place in the property value 
beyond the accumulated value 
of the loan. Here, the lender 
charges lower-than-market in-
terest rate. Loan is fully repaid 
on death/sale/movement.

Mortgage Loan with interest-
only Payment: People having 
limited loan repayment capacity, 
but in urgent need of lump sum 
amount can take advantage of 
this product. During the tenure 
of the loan, the borrower is not 
required to make any payment 
of principal amount. He/She is 
to make only interest payments. 
The principal is due only on ma-
turity/death/permanent move/
sale. 

Mortgage Loan for Annuity In-
come: Here the loan amount is 
used to buy a life annuity. The 
interest on mortgage based 
loan is deducted from the an-
nuity and the balance is paid 
as income periodically. The 
principal is repaid on death. 
The special feature of the prod-
uct is that the annuity contin-
ues even if the borrower sells 
the house or moves out perm- 
anently.

Risk Associated With Re-
verse Mortgage
Reverse mortgage loan is not 
free form risk. Many direct or 
indirect risks are involved in Re-
verse Mortgage. The major risk 
here centers on mortality factor, 
interest rate factor and house 
property price factor. Mortality 
Risk surfaces if the borrower’s 
life gets extended. Consequent-
ly, the loan repayment is also 
delayed and the loan outstand-
ing goes on increasing with in-

terest application. Interest Rate 
Risk arises due to rate volatility 
which may disturb anticipated 
future rate structure altogether. 
Rise in interest rate increases 
loan outstanding. Real Estate 
Market Risk arises with fall and 
rise of property prices. A decline 
in home price always creates a 
risky proposition for the lender. 
All or any one or combination of 
these risks may create a situa-
tion of under securitisation for 
the lender. 

Reverse Mortgage Cost / 
Fees
Reverse Mortgage loans are 
not free of cost. Other than in-
terest cost, some other costs 
are also involved in the form of 
various fees, which are charged 
by the banks/financial institu-
tions at the time of reverse 
mortgage agreement, which  
includes:

1. Origination Fee: The Origi-
nation Fee is the upfront fee 
charged by the Reverse Mort-
gage lender to initiate the loan.

2. Mortgage Insurance Cost: 
This is the cost of Reverse Mort-
gage insurance, which guaran-
tees that reverse mortgage bor-
rowers will continue to receive 
benefits under any circumstanc-
es and ensures that they will 
never owe more than the value 
of the home.

3. Appraisal Fee: An appraiser 
is responsible for assigning a 
current market value to your 
home. In addition to placing a 
value on the home, an appraiser 
must also make sure that there 
are no major structural defects, 
such as a bad foundation, leaky 
roof or termite damage. It is 
mandatory that your home be 
structurally sound, and complies 
with all home safety codes, in 
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order for the reverse mortgage 
to be made.

4. Third Party Closing Costs: 
Third Party Closing Costs repre-
sent a number of services such 
as, title searches, surveys, in-
spections, recording fees, cred-
it report fee, document prepa-
ration fee, title insurance etc. 
that may need to be undertaken 

before the Reverse Mortgage is 
sanctioned.

5. Service Fee Set Aside: The 
Servicing Fee Set Aside is an 
amount of money taken out of 
the loan funds on a month-by-
month basis to cover the future 
costs of monthly service fees 
charged to the loan.

6. Termination Fee: Some lend-
ers may charge a termination or 
maturity fee. This fee is the actual 
cost of arranging for the sale or 
foreclosure of the house property 
securing the Reverse Mortgage 
loan. This could include broker’s 
fees, advertising costs, legal and 
other fees that the lender incurs.

Exhibit I: Steps to Getting a Reverse Mortgage Loan 

Awareness: Homeowner learns about reverse mortgages loan from a news article, advertisement, 
word-of mouth, etc. 

Upfront Education: Homeowner contacts a reverse mortgage lender or the National Housing 
Bank (NHB) to learn more about reverse mortgages.

Application/Disclosure: Homeowner fills out a loan application and selects a payment plan, 
whether fixed monthly payments, lump sum payment, line of credit, or a combination of these. 
Lender discloses to homeowner the estimated total cost of the loan, Homeowner provides lender 
with required information, copy of deed to home, information on any existing mortgage(s) etc. 

Processing: Lender orders an appraisal, which the homeowner pays for, to place a value on the 
home. The appraiser makes sure the physical condition of the property meets NHB guidelines. If 
any structural defects are found, the homeowner must hire a contractor to complete the repairs 
after the reverse mortgage closes.

Underwriting: After receiving all pertinent information and data, lender finalizes loan parameters 
with homeowner (i.e., determining payment option, frequency of loan interest rate adjustments) 
and submits loan package for final approval. It can take anywhere from 1-2 months to underwrite 
a loan package. 

Signing: If the loan package is approved, signing of loan is scheduled: interest rates are calculated: 
closing papers and final figures are prepared. Closing costs are normally financed as part of the 
loan. Lender or Title Company has homeowner sign loan papers.

Disbursement: After signing papers loan funds are disbursed. Homeowner accesses the funds 
in the form of the payment option selected. Any existing debt on the home is paid off. A new lien is 
placed on the home. The homeowner may use the loan proceeds for any purpose. 

Repayment: Homeowner doesn’t make any monthly mortgage payments during the life of the 
loan. The loan is repaid when the homeowner ceases to occupy the home as a principal residence. 
The loan may be repaid by the homeowner or the heirs/estate, with or without a sale of the home. 
The repayment obligation can’t exceed the home’s value or sales price.
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Benefits 
The following are the benefits of 
the RMLs:

1. In this scheme the house 
owner retains its owner-
ship and is entitled to live 
in the same throughout 
his lifetime along with reg-
ular income, which can 
help meet his day-to-day 
needs. 

2. Payment received under 
RML will be treated as 
loan, not as income and 
no liability of income tax.

3. Home owners can pull 
needed cash from the eq-
uity of the home, without 
incurring monthly expens-
es. 

4. Lenders cannot force 
home owners to sell the 
property to pay back the 
loan. 

5. Reverse mortgages pro-
vide guarantee that the 
home owner can stay on 

Exhibit II: Reverse Mortgage: Various plans 

Plan-1

All at once in a 
single lump sum 
of cash advance 
on the first day 
of the loan.

Plan-2

As a regular monthly 
installment of cash advance 
for a specific number of 
years as per terms of the 
loan, or for as long as 
the borrower lives in his/
her home, or for using the 
loan to buy an annuity for 
the rest of one’s life, no 
matter where one ends up  
living.

Plan-3

As a line of credit that 
let’s the borrower 
decide how much 
cash to use and 
when to use it. 

Plan-4 

Borrower may 
choose any com-
bination of these 
payment plans.

the property for as long as 
he or she lives, even if the 
outstanding loan and in-
terest grow to exceed the 
valued property’s value.

6. From the banks/HFC's 
point of view mortgage on 
the property in its favour 
ensures that there is no 
scope for default.

Disadvantages 
1. Reverse mortgage fees 

can be high, although the 
fees are often rolled into 
the loan and not paid up-
front. A reverse mortgage 
can cost thousands more 
than a conventional mort-
gage. 

2. It’s important to calcu-
late the cost of a reverse 
mortgage against what 
you would gain, because 
once you enter a reverse 
mortgage agreement, 
the mortgage company 
essentially owns your 
home. 

3. In reverse mortgage plans 
it is better to discuss with 
your legal and financial 
advisors and family mem-
bers, before making a 
decision. Because home 
ownership is often a per-
son's most valuable as-
set and getting a reverse 
mortgage is essentially 
the same as spending the 
money you'd expect to 
leave to your heirs. 

4. Be sure that the older 
homeowner is thinking 
clearly when making this 
decision because hav-
ing a sudden arrival of 
cash can be a heady ex-
perience and it would be 
a shame to waste it or 
become the victim of a 
scam. 

5. Reverse mortgages are 
often seen as a last resort 
if the homeowner needs 
cash and there are no 
other options. 
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Comparison of Traditional Mortgage and Reverse Mortgage

Items Reverse Mortgage Loan (RML) Conventional Mortgage Loan (CML)
Purpose of loan To release the equity in the home 

and use the proceeds to live a more 
comfortable, stress-free, retirement.

To purchase a home for residential 
purpose.

Before loan closing You have substantial equity in the 
home.

No or little equity in the home.

Regular income For RML no regular income is 
required.

For CML regular income is required.

At loan closing You owe very little and have 
substantial equity.

Owe a lot, and have little equity.

Credit capacity For RML credit capacity is not 
required, at the time of agreement 
residual life of the house is important 
factor.

For CML credit capacity is must along 
with regular income. Cost of the 
residential house and security is also 
a matter of judgment. 

Monthly installments There are no monthly installments or 
the repayment of loan. Entire loan is 
payable after the death of borrower 
or co-borrowers.

Here monthly installments are regular 
you have to pay each and every 
installment till the loan is over.

Duration of the loan Duration of the loan is 15 years 
or the death of the borrowers and 
co-borrowers, thereafter loan is 
payable.

Maximum duration of the loan is 20 
years. You have to pay the loan within 
that period of time.

Age limitation In case of RML, age limit in India is 
60 or more years.

In case of CML you cannot take a loan 
after the age of 70 years.

While the loan is 
outstanding

You receive payments from the 
lender, Loan balance rises, Equity 
declines.

You make payments to the lender, 
Loan balance goes down, Equity 
grows.

At the end You owe whatever amount was 
borrowed, plus accrued interest; 
Have much less, little, or no equity.

Owe nothing, Have Substantial 
Equity.

Final analysis Rising Debt-Falling Equity Loan 
Program.

Falling Debt-Rising Equity Loan 
Product.

Taxation Issues
Following are the main taxation 
issues involved in RMLs:

1. From the tax-planning 
angle, a person who has 
to mortgage the property 
for his living expenses is 
not likely to have any tax 
liability, especially in the 
light of exemption up to 
Rs.1,95,000 for the senior 
citizens aged above 65 
years (form the A.Y. 2008-
09 on words). Since what 
he receives is a mere 

loan, even if he receives 
it in instalments, it should 
not be taxable. 

2. There would be liability 
only if the property is sur-
rendered for an annuity, 
which is always taxable. 

3. For the lender (banks/
FIs), there is no saving in 
tax, as tax would have to 
be paid on interest on ac-
crual or cash basis. 

4. Major issue is related to 
capital gains. No liabil-
ity for capital gains would 

arise when the property 
is mortgaged because a 
mortgage is not consid-
ered as 'transfer' within 
the meaning of this term 
as given in section 2(47) 
of the Income Tax Act, 
1961 (Act). This ques-
tion would arise when the 
property is finally sold. At 
that time, the amount of 
capital gain or loss can be 
computed in accordance 
with the provisions of sec-
tion 48 of the Act after tak-
ing into account the cost 
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inflation index for consid-
eration in the hands of the 
borrower or his heirs, as 
the case may be. 

Reverse Mortgage Insur-
ance Scheme
The National Housing Bank 
(NHB) has proposed a mort-
gage assurance scheme in line 
with the bancassurance scheme 
that is operated by banks. Ac-
cording to NHB, the housing 
finance regulator is negotiating 
with insurance regulator IRDA 
to develop reverse mortgage 
insurance. NHB is also in talks 
with several insurance compa-
nies to build on the mortgage 
assurance concept further. Re-
cently, NHB disclosed norms 
for reverse mortgages, follow-
ing the announcement in this 
year’s budget. The housing 
and refinancing agency is also 
planning to develop a slide of 
financial products for the poor, 
which could be offered to them 
through microfinance. From ex-
perience, it has been noticed 
that there is a latent desire 
among them to own a house af-
ter their income stabilises a bit. 
The poor also have displayed a 
high degree of willingness to re-
pay. The NHB plans to provide 
guarantee to borrowers against 
default by lenders by starting a 
loan mortgage company. The 
company would also safeguard 
the interest of lenders in case 
borrowers bungle on the terms 
of the agreement.
Issues and Challenges
Legal issues: Various legal is-
sues arise in case of RMLs. In 
case of a simple housing loan 
product now we have the Secu-
ritisation Act to take care of de-
faults. In case of reverse mort-
gage, the legal heirs may not 
agree to dispose off the proper-
ty though they may be reluctant 
to settle the debt with lenders or 
may not have the funds to do 
so. In that situation a separate 

law is required to protect the 
RML lenders.
Social issues: It is one of the 
common phenomenons, that 
joint families are still widespread 
in many parts of India, although 
their number has significantly 
reduced in size. In many cases, 
the culture of joint families con-
tinues even after nuclearisation. 
In this scenario, many parents 
would still prefer to leave their 
house to their children rather 
than live off it. Social status 
and emotional attachment are 
among the key challenges for 
RMLs. 
Regulation and transparency 
issue: In RML products, a solid 
regulation and transparency 
is required. In India, it is bet-
ter to permit for RML products 
those banks and PLIs who have 
good track record of the finan-
cial dealing and transparency 
in their transactions. At least 
they should disclose their entire 
scheme to the borrowers before 
the RML agreement, particu-
larly with respect to exact loan 
amount, any interest rate varia-
tion in future etc. 
Financial issues: For banks 
and HFCs, it is a big challenge 
to maintain level of capital as 
per their requirement, because 
while in traditional mortgage 
they monthly get some amount 
as instalment of loan, which fa-
cilitates liquidity to the banks, in 
case of RML they have to pay 
monthly instalment of loan to 
the borrowers. It is only after 
a long period of time (after 15 
years or more) that they will get 
entire amount back. During this 
period management of capi-
tal as per the requirement is a 
major challenge for the Banks/
HFCs. 
Accounting issues: For the 
banks/HFCs, accounting of 
RML product is also a major 
issue. There are two methods 
for accounting of RML— ac-

crual method and cash method. 
In case of RML, banks and fi-
nancial institutions earn inter-
est every year but they will get 
entire amount (principal  and 
interest) only after 15 years or 
more. Now the question is inter-
est income of banks will be tax-
able on accrual basis or cash 
basis. If it is taxable on accrual 
basis, in that condition interest 
earned by the banks every year 
will be treated, as income and 
it will be taxable. At the time of 
final disposal of agreement, en-
tire amount, which are paid by 
the borrowers, are exempted 
for tax. But another issue is that 
what will be the accounting ad-
justment for the loss if at final 
disposal the receivable amount 
is less than the total due (prin-
cipal and interest). Because in 
accrual method interest is al-
ready treated as income in the 
previous years. Under cash 
method entire interest will be 
treated as income at the time 
of final disposal and during the 
RML tenure interest will not be 
treated as income. In that situa-
tion at the time of final disposal 
of loan total interest earned will 
be treated as income and it will 
be a huge burden of tax for the 
banks and HFCs. 
Interest rate regulations and 
fluctuations: Now-a-days inter-
est rate regulation is one of the 
major issues for all the banks. In 
the last two years, interest rate 
on conventional mortgage loan 
has gone up from 7.5% to 11% 
which is very crucial for borrow-
ers because it adversely affects 
their EMIs (equated monthly in-
stalments)/duration of the loan. 
A variation of interest rate is a 
big challenge in case of RML 
products too. How PLIs (Primar-
ily lending institutions) manage 
their interest rate fluctuations, is 
equally important for the senior 
citizens too because after en-
tering into RML agreement they 
generally will not be in position 
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to cancel their RML and pay en-
tire principal and interest. 
Supervisory issues: In case of 
RML, supervisory work is very 
important. Once agreement is 
over and loan disbursed to bor-
rowers it is important to super-
vise it. The aspects like regular 
monthly instalments, market 
value of the property, working 
conditions of the property, pay-
ment of local taxes, insurance 
of the property etc. are all very 
important. Similarly, to keep 
track of the main beneficiary of 
RML and how they are utilising 
his money is also an important 
supervisory issues related with 
RML. 
Indian Scenario
In India, reverse mortgage loan 
is a new financial product for the 
senior citizens recently lunched 
by the NHB. Saksham is a ma-
jor reverse mortgage product 
launched by Mumbai-based De-
wan Housing and Finance Cor-
poration Ltd (DHFCL) in Sep-
tember 2006. The company has 
received close to 200 enquiries 
from major cities in India about 
Saksham, which shows that se-
nior citizens are waiting for such 
type of new financial products to 
meet their financial needs. Mean-
while, in anticipation of reverse 
mortgage gaining popularity in 
India, HDFC proposes to enter 
the market with a customised 
mortgage product for the elderly. 
The process of identifying poten-
tial customers has already been 
initiated in Athashri in Pune, a 
housing society exclusively for 
senior citizens. HDFC Realty 
Fund has made a major invest-
ment of almost Rs.75 crore in 
Pune’s senior citizens project 
under the Paranjape Schemes 
banner. With its interests in the 
project, HDFC would extend a 
moderate mortgage policy to the 
residents of Athashri. Paranjape 
plans to go national with its se-
nior citizens projects in the next 

2-3 years, and HDFC has ex-
pressed its willingness to part-
ner them all the way. 
PNB is the first Public Sector 
Bank to come out with a Re-
verse Mortgage concept based 
product for senior citizen titled 
"PNB Baghban". The product 
addresses one of the very im-
portant requirements of the so-
ciety in the fast changing cul-
ture of Indian society. Their rate 
of interest is 10%.
According to demographic pro-
jections, reverse mortgage loan 
products could be a hit among 
the metros and also in areas 
like Kerala, Tamil Nadu, Goa 
and Chandigarh in India where 
most the old age families are 
residing in India.          
In India, RML’s success will de-
pend on its structure and con-
fidence-building ability. As per 
NHB estimation, in our country a 
big market of Rs 5,000 crore is 
available with the plan of 15-year 
period. There are many private, 
public sector banks and HFC, 
which are waiting for operational 
guidelines of this product. Now 
with NHB having already pre-
pared all the operational guide-
lines related with RML, it is great 
opportunity for the banks as well 
as borrowers in current competi-
tive environment. At the same 
time, mandatory reinsurance (as 
proposed by the NHB) to protect 
lenders and borrowers from un-
due risks, and the non-recourse 
nature of RMs, are attractive 
features. However, success will 
depend on the government rec-
ognising RMs as part of its own 
welfare obligation and ensuring 
they are not taxed as income 
in the hands of individuals. In 
India, initial seekers of RM are 
likely to be individuals who have 
no family support or prefer to live 
independently rather than worry 
about inheritance laws or leaving 
assets for their heirs. It is advis-
able to ensure that regulations 

are structured to prevent any 
harassment of senior citizens 
through unreasonable property 
maintenance conditions, stop-
page of monthly payments or 
the threat of eviction from their 
homes. The products must be 
developed with due sympathy 
and a realisation that the very 
ages of these borrowers prevent 
them from fighting long battles in 
consumer courts. In India Union 
bank of India, State Bank of In-
dia, Central Bank of India, Pun-
jab National Bank, Indian Bank, 
LIC Housing Finance, State 
Bank of Mysore, Union Bank, 
Oriental Bank of Commerce, Al-
lahabad Bank, National Housing 
Bank, DHFL are the main banks/
HFCs who have launched differ-
ent RML products with different 
names according to the guide-
lines with the NHB.  
Conclusion
No doubt reverse mortgage loan 
is a noble product for the senior 
citizens, which caters to their 
financial needs in their second 
inning. RML is a nice product for 
elderly couples that do not have 
any child or those who don’t 
want to depend upon others for 
their old age financial needs. 
But regularisation and transpar-
ency is very important for the 
better execution of this product, 
especially in country like India 
where most of the people are 
emotionally attached with their 
residential property and want 
to preserve such properties for 
the next generation. The extent 
to which the potential of reverse 
mortgage gets realised in India 
will depend a lot on the guide-
lines that will govern it. More or 
less, it will also depend on how 
Indian society takes it. The gov-
ernment must ensure that only 
the most credible institutions 
are allowed to offer RM prod-
ucts and that they keep inter-
est rates and service charges 
reasonable, with no hidden in-
crease of rates. 
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One of the most important com-
forts of a lender (banks/finan-
cial institutions) lies in tangible 

and marketable assets as a security 
cover for any loan/advance. Real es-
tate comprising open land or land with 
structures thereon has almost all the 
attributes of an ideal security except 
that its ‘conversion time’ into hard 
cash involves larger time span unlike 
any non-fixed asset.
A properly structured real 
estate loan / advances are 
advantageous and remuner- 
ative for the lender in many 
respects. Not only that real 
estate value appreciates 
generally over time, the ser- 
vicing of loan/advance in  
terms of repayment of Prin-
cipal and Interest often be-

comes spontaneous at times. This is es-
pecially when mortgaged premises are 
let out and rentals are directly deposited 
in the account maintained with financing 
bank/financial institution.
From socio-economic angle in develop-
ing / underdeveloped countries, in par-
ticular, real estate financing while taking 
shape by way of financing small dwelling 
houses for poor people, has high value 
implications aimed at the well being of 

the masses.
What is the Exact Cov-
erage of Real Estate Fi-
nancing?
As per dictionary, the word 
‘Estate’ implies ‘landed prop-
erty’ i.e., simply land or land 
with structure thereon. In that 
sense the word ‘Real’ does 

— Prof. S. K. Bagchi
(The author is Professor, Banking 

& Finance, NMIMS University, 
Mumbai. He can be reached at 
bagchi_sandip@rediffmail.com)

BANKING AND FINANCE

RISK IN REAL 
ESTATE FINANCING AND FOCUS OF 

BASEL II ACCORD

The regulatory authori-
ties have from time to 
time encouraged banks/
financial institutions to 
deal with credit applica-
tions for real estate on 
priority. However, the 
fixation of higher risk 
weights as advised by 
RBI needs review for 
smooth growth of this 
sector. Certain lend-

ing safeguards such as 
creation of a system of 
Property Insurance and 
Credit Guarantee cover 
may require consider-
ation by Government 
of India/RBI. This will 
certainly pave way for 
a balanced and healthy 
real estate portfolio by 
banks/financial institu-
tions in India.
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The Basel Accord II is primarily concerned with the capital adequacy 
aspect of banks with respect to their risk-weighted assets. In this 
respect the Accord does not seem to consider real estate financing on 
a different risk constituting item. In fact, the Accord provides incentive 
of lower risk weights for real estate exposures having probably taken 
a world-view of lower risk elements in real estate financing.
not have any additional con-
notation from the viewpoint of 
lending.
Real Estate may have three 
classifications:

1) Owner occupied residen-
tial real estate. 

2) Income-producing Real 
Estate.

3) Developing Real Estate 
i.e., creating structure /
building for eventual sale.

It would appear that the clas-
sification need not always be 
entirely compartmentalised. It 
may so happen that a portion 
of land and building is occupied 
by the owner and remaining 
portion let out. Also developing 
a real estate may be for resi-
dential purpose or for multiple 
purposes.
The financing requirements for 
real estate may cover any of 
the above purposes. However, 
at present public sector finan-
cial institutions/banks treat fi-
nancing residential premises 
for occupation by the borrow-
ers with greater priority, espe-
cially low-cost dwelling houses 
for people with relatively low 
income.
Situation Prevailing before 
90’s and After
Indian commercial banks were 
not at all involved in real estate 
financing till 90’s except, how-
ever, in cases of construction 
of factory building and/or fac-
tory workers, residential prem-
ises that were of course treated 
under the package of industrial 
finance. The main reason was 

certainly the long-term nature 
of such finance. With the com-
mencement of implementation 
of financial sector reforms in 
India from 1990’s the regula-
tory authorities directed that 
commercial banks – particular-
ly Public Sectors Banks should 
increasingly take part in real 
estate financing in the form of 
financing residential houses. 
This was treated as a nation-
al priority in view of the need 
of providing ‘Own Shelter’ of 
the masses and thereby to do 
away with the shackles of land-
lords with their restrictive cov-
enants for letting out of their 
properties.
It was also concurrently felt 
that for a rapid progress of the 
economy, finance for construct-
ing of properties for the pur-
pose of ‘renting out’ should also 
be liberalised so that a larger 
supply of rental properties for 
residential as also commercial 
purposes were available.
Therefore, it would appear that 
there was a clear policy shift, 
which meant that providing fi-
nance for real estate was a 
bankable proposition unlike 
before 90’s. In a sense, it was 
an ‘opening out’ of financial/
banking system to a new area 
of financing.
What are Special Risks in 
Financing Real Estate?
In any financing proposition a 
lender is predominantly con-
cerned with ‘default’ risk, which 
has the effect of total/partial 
erosion of funds lent. That way, 
financing of real estate is no 
better or no worse either. But 

banking/financial system is 
confronted with following ‘spe-
cial’ risks in real estate lend-
ing:
 Funds are lent generally 

for a larger period say 
over 10 years. The ca-
pacity and/or willingness 
of the borrower to service 
the debt for such a long 
period is more uncertain.

 The value of property to 
remain under security for 
the loan may go down 
over a period of time for 
various macro-economic 
and/or societal reasons. 
It had so happened sub-
stantially in 1980’s in USA 
and in Japan in particular.

Currently as per progress re-
ports in metropolis like Mumbai 
& Kolkata property prices are 
reportedly moving southwards. 
Thus, the safety of loan with re-
spect to market value remains 
always suspect as such loans 
remain in the books of the 
lender for a fairly long period.
 While lawyer’s scrutiny re-

ports and search reports 
are always taken before 
financing against prop-
erty, the same do not al-
ways come to the rescue 
of the lenders if eventu-
ally some defects in land 
records and/or scrutiny of 
the property come to light. 
The lender loses the se-
curity and the loan turns 
out irrecoverable.

 Generally, mortgage by 
deposit of title deeds 
(known popularly as eq-
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uitable mortgage) under 
section 58(f) of Transfer 
of Property Act is pre-
ferred in financing real 
estate for reasons of con-
venience as well as cost. 
A number of reports have 
come to light recently that 
due to fraudulent act of 
the borrower (and some-
times may be in associa-
tion with lending officers) 
the forged/duplicate Title 
Deeds were offered as 
security. In practice it is 
difficult for any lender to 
insulate itself from such 
risks.

 Another aspect, which 
may not strictly be treat-
ed as a risk but certainly 
is a major hurdle in bank 
finance in real estate is 
with respect to ‘maturity 
mismatch’ from Asset-Lia-
bility Management angle. 
Commercial banks are 
permitted to hold deposit 
for maximum of 10 year 
– duration, while most of 
the real estate loans are 
for a period longer than 
10 years. This mismatch 
creates a negative effect 
in bank lending for real 
estate. ‘Banks’ owned 
fund (share capital + Re-
serves) are thus required 
to be utilised in account-
ing sense to finance real 
estate.

 Viewed in the above 
mentioned context, there 

Real Estate financing will be the order of the day in new-age bank/
institutional lending in the interest of the development of the country. 
Real Estate financing is no longer ‘untouchable’ as it used to be before 
1990’s. However, it is also a fact that this sector contains a higher order 
risk ‘default’ and lower order scope of eventual ‘recovery’ since the 
fate of real estate is inter-woven with macro-economic fundamentals 
and volatility of asset prices.

financing a larger risk segment 
going by the overall macro-
economic parameters and ex-
isting legal system in obtaining 
real estate as security cover 
by the lenders as also default 
experience over last couple of 
years. 
Quoted below is RBI’s guide-
line on residential property and 
commercial real estate (income 
– producing) for a fair assess-
ment of the position:
"5.10. Claims secured by 
residential property
5.10.1 Lending to individuals 
meant for acquiring residen-
tial property which are fully 
secured by mortgages on the 
residential property that is or 
will be occupied by the bor-
rower, or that is rented, shall be 
risk weighted at 75%, provided 

is currently some noise 
about the larger inten-
sity of risk in real estate 
financing.

Basel Accord II Risk Man-
agement
The Basel Accord II is primar-
ily concerned with the Capital 
Adequacy aspect of banks with 
respect to their risk-weighted 
assets. In this respect, the Ac-
cord does not seem to con-
sider real estate financing on a 
different risk constituting item. 
In fact, the accord provides in-
centive of lower risk weights for 
real estate exposures having 
probably taken a world-view of 
lower risk elements in real es-
tate financing.
Reserve Bank of India, how-
ever, has a different view. It 
seems to consider real estate 
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there is a margin of at least 25 
per cent over the amount of the 
loan, based on Board approved 
valuation policy.
5.10.2 Lending for acquiring res-

idential property, which 
meets the above criteria 
but have a margin lesser 
than 25%, will attract a 
risk weight of 100%.

5.10.3 All other claims secured 
by residential property 
would attract the higher 
of the risk weight ap-
plicable to the counter-
party or to the purpose 
for which the bank  
has extended finance.

5.10.4 Loan/exposures to in-
termediaries for on len-
ding will not be eligible 
for inclusion under cla-
ims secured by resi-
dential property but will 
be treated as claims on 
corporates or claims in-
cluded in the regulatory 
retail portfolio as the 
case may be.

5.11 Claims secured by com-
mercial real estate 
5.11.1 Commercial real estate 
exposure is defined as “fund 
based and non-fund based ex-
posures secured by mortgages 
on commercial real estates (of- 
fice buildings, retail space, mu- 
lti-purpose commercial premi- 
ses, multi-family residential bu- 
ildings, multi-tenanted comme 
rcial premises, industrial or wa- 
rehouse space, hotels, land ac 
quisition, developme-nt and co 
nstruction, setting up Special 
Economic Zones (SEZs) or for 

the death of the borrower when 
out of sale proceeds the loan 
will be repaid/reduced without 
any financial obligation on the 
legal heirs of the deceased. Al-
though this type of loan is more 
risky – but it has a very valid 
social cause and hence needs 
full support from institutional fi-
nancial system. Though, theo-
retically speaking, such loan 
may require higher risk weight 
say 200% or so, it is felt that the 
risk weight may be limited to 
100% only as otherwise it may 
create a clear disincentive for a 
lending bank.
Suggestions
Real Estate financing will be 
the order of the day in new-age 
bank/institutional lending in the 
interest of the development of 
the country. Real estate financ-
ing is no longer ‘untouchable’ 
as it used to be before 1990’s. 
However, it is also a fact that 
this sector contains a higher 
order risk ‘default’ and lower 
order scope of eventual ‘recov-
ery’ since the fate of real estate 
is inter-woven with macro-eco-
nomic fundamentals and vola-
tility of asset prices.
In order to contain risk factor in 
real estate financing, following 
suggestions are offered:
1. Land records at land 

registration offices in the 
entire country be stream-
lined and be brought un-
der contemporary tech-
nology support system.

2. Banks / Financial Insti-
tutions should create a 
special cadre of credit 

acquiring units in SEZs etc.).
5.11.2 Commercial real es-

tate exposures as de-
fined above will attract 
a risk weight of 150 per 
cent.”

It is clear that real estate fi-
nancing by banks in India has 
to be more risk – focused and 
with higher provision of capital 
charge. 
It is likely that RBI is guided 
past unsatisfactory experience 
of banks/financial institutions 
in lending against real estate. 
However, the situation seems 
to be changing for the better 
and it is expected that RBI also 
may fine-tune its directives over 
a period of time. In this context 
one may appreciate the com-
ments of Mr. Deepak Parikh – 
Chairman of HDFC: -
“Over the years, we have seen 
the Indian housing sector evo- 
lve and take different and som- 
etimes unexpected turns alon- 
g the way. Today, we find ours- 
elves in a vastly distinct enviro- 
nment from the one we faced 
just a few years back”.
A New Dimension
The regulatory authorities have 
now approved of a new vehicle 
of real estate financing in the 
form of Reverse Mortgage. The 
senior citizens (over 60 years 
of age) would now be allowed 
loan for 15 years without the 
requirement of servicing install-
ment and/or interest against 
the landed property occupied 
by them. The question of repay-
ment would come up only after 

The banks/financial institutions in India have by now acquired a 
decade’s experience in financing this sector. While, in general, the 
experience is fairly in line with other forms of lending, instances of 
fraudulent play by some unscrupulous persons in offering forged title 
deeds/duplicate deeds have often dampened the spirit and enthusiasm 
of the lenders.
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investigation offices 
who have to perform 
like private det-ectives 
to ascertain track record 
of would – be borrow-
ers/generators. Inciden-
tally, it may be stated 
that in 1970’s/80’s 
many large banks used 
to have their own credit 
investigators. Based on 
their feedback various 
lending decisions used 
to be taken.

3. No loan / advance sh- 
ould be granted merely 
against deposit of title 
deed by way of Equita- 
ble Mortgage as is per- 
missible presently. Ins- 
tead simplified Registe- 
red mortgage system  
(as is prevalent in ma- 
ny advanced countries) 
is devised with provisi- 
on for low registration 
fee for loans against a- 
ny real estate. This will  
remove the ‘fraud’ asp- 
ect in depositing forged 
/duplicate title deeds.

4. ‘Title Insurance’ system 
be devised in terms of 
which lenders may ob-
tain insurance cover 
against any defective ti-
tle of documents or any 
infirmities in the prop-
erty from any approved 
insurance company.

5. At corporate headquar-
ters of each bank/finan-
cial institutions there 
should be a cell as “Real 
Estate Financing Cell” 
who would be involved 
in the entire cycle start-
ing with sanction, dis-
bursement of such loan 
to periodical monitoring 
and recovery thereof.

6. Risk weight for any real 
estate finance may be 
fixed at maximum of 

75% for banks financi- 
ng against real estate.

7. An institutional credit 
guarantee system (in 
line with guarantee 
cover for SSI Units / 
Small Borrowers) sh- 
ould be devised to pr- 
ovide credit guaran-
tee cover against de-
fault risks in financing 
ainst real estate.

Conclusion
No business is ‘risk-free’ – 
more so, in the case of busi-
ness of lending. It is, of course, 
true that there is always a de-
gree of difference of risk in 
relation to purpose, security 
and above all capacity/willing-
ness of borrower/guarantor 
in meeting financial commi- 
tments. 
Real Estate financing in India 
by banks/financial institutions 
made its real public appear-
ance upon the implementation 
of financial sector reforms from 
1990’s. The banks / financial 
Institutions have by now ac-
quired a decade’s experience 
in financing this sector. While, 
in general, the experience is 
fairly in line with other forms 
of lending, instances of fraud-
ulent play by some unscrupu-
lous persons in offering forged 
title deeds/duplicate deeds 
have often dampened the 
spirit and enthusiasm of the  
lenders.
Real Estate financing, par-
ticularly financing acquisi-
tion of residential properties, 
serves a very important so-
cial purpose – provision of 
‘shelter’. Mr. Deepak Parikh 
has rightly observed: 
“Across cities, across in-
come levels and across age-
groups, owning one’s home is 
realising one of life’s primary  
quests”.
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One of the strategies adopted by 
India Inc, which has placed India 
on the Global Map and made it 

a focus of other economies, is that of 
‘Outsourcing & Off-shoring’. Outsourc-
ing in its simplest form is contracting 
with an external supplier to provide part 
or all of a business process 
or function. Outsourcing has 
a specific niche market for 
India Inc due to the Labour 
Arbitrage that India enjoys 
with around 16% of world’s 
population concentrated in 
India. China is the immedi-
ate rival to India in this bat-

tle of outsourcing followed by Brazil and 
Russia. Albeit less populated than China, 
India enjoys competitive advantage in 
outsourcing business due to wide range 
of knowledgeable population particularly 
in young age groups. 

The factors that drive out-
sourcing and have proved as 
a competitive advantage for 
India Inc are: – 

 Competitive and budget-
ary pressures – focus on cost 
reduction.

 Advances in technology 
and communications. 

— CA. Sapan Sanghani
(The author is a member of ICAI. 

He can be reached at  
sapan.sanghani@gmail.com)

REVERSE OUTSOURCING — 
CONTEMPLATING BEYOND 
OUTSOURCING HORIZON

   Take hold of the future or future will take hold of you
    -- Dr. Patrick Dixon (Business Thinker and Futurist)

Outsourcing has undoubtedly its own advantages and is an effective 
strategy for five to ten years down the line. But if we take a vision of 
more than a decade or even two decades, which is how sustainability is 
colloquially quantified, the outsourcing business does not seem to re-
main equally lucrative and would result into diminishing returns, particu-
larly with growth in economy and resultant rise in per capita income and 
labour costs. As such, India Inc has to look beyond outsourcing and get 
prepared for the challenges and opportunities lying ahead. One of the 
strategies, which India Inc can adopt, is that of Reverse Outsourcing, i.e., 
outsourcing its non-core processes and activities to other countries.

BANKING AND FINANCE
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 The need for improved performance. 
India has so far led the global market 
for outsourcing services with its rela-
tively cheap workforce and abundant 
supply of skilled labour. This trend 
is likely to continue as the demand 
for knowledge workers in developed 
economies outstrips supply. Compa-
nies are forced to look beyond the 
geographical boundaries of the coun-
tries they are located in for the skills 
they need.

Outsourcing has evolved over a period of 
time in different forms from Business Pro-
cess Outsourcing, Knowledge Process Out-
sourcing, Legal Process Outsourcing and 
most recent – People Process Outsourcing.

The advantages of outsourcing for exter-
nal supplier are obvious ranging from cost 
reduction, radical transformation, growth 
through business partnering and increased 
innovation. However, it also entails certain 
drawbacks. To name a few are – loss of con-
trol, risk to proprietary data, risk to innova-
tion etc.

Outsourcing for India has mainly opportuni-
ties in terms of –

1. Greater Business Opportunities.

2. Greater Employment.

3. Business Partnership.

4. Sharing of Information, Knowledge-
base & Technology Infrastructure.

5. Exploiting the disparity existing be-
tween two economies particularly in 
terms of timing and currency rates.

Towards Beginning of the End
Outsourcing has undoubtedly its own ad-
vantages and is an effective strategy for 
five to ten years down the line. But, if we 
take a vision of more than a decade or even 
two decades, which is how sustainability 
is colloquially quantified, the outsourcing 
business does not seem to remain equally 
lucrative and would result into diminishing 
returns. This is because the basic rationale 
of outsourcing is based on labour arbitrage, 
which exists between two economies. 
Once this arbitrage opportunity is eliminat-
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ed or reduced, which is most 
likely to happen with growth 
in economy and increase in 
its per capita GDP, the returns 
which outsourcing bestow cur-
rently shall also be eliminated 
or reduced. This can be more 
clamoring particularly when 
another economy akin to India 
and China emerges which can 
provide similar talent & labour 
at a cost lower than India. In 
other words, the sustainability 
of outsourcing is questionable, 
given the fact of rising economy 
of India. 
If we were to perform a scenario 
analysis for the situation exist-
ing two decades from now, the 
most evident scenario, which 
emerges, would be something 
as evinced under – 
Outsourcing business today fu-
els India’s growth; this growth 
would result into increase in per 
capita GDP, as a corollary of 
which the Indian Majdoor would 
become costlier; costly maj-
door would eventually reduce 
the labour disparity between 
two economies; this in turn can 
dilute the existing niche out-
sourcing business; developed 
countries may then siphon their 
business process to other econ-
omies where the labour cost is 
lower than ours – What After 
That? How will India Inc sus-
tain after this opportunity is el- 
iminated?
On the other hand, Indian Inc 
would be developing vertically 
in Business Value Chain; as 
Indian Inc moves up the value 
chain, they would now focus 
on their core business while 
outsourcing their non-core 
processes. As a corollary, a 
reverse trend would be mani-
fested, which can be termed as 
‘Reverse Outsourcing’.
The strategy suggested here 
to attain sustainable growth of 

Rationale of Reverse Out-
sourcing
At the epicenter of Offshoring/
Outsourcing is the cost advan-
tage which the outsourcers 
achieve by delegating work 
and processes beyond its own 
the enterprise & across the na-
tional boundaries. This is driven 
through developments in tech-
nology, evolution of internet 
and other telecommunication 
facilities, which have led to 
seamless integration of national 
economies. Technology has 
brought about metamorphosis 
in concept of Globalisation. It 
can be said that value creation 
in outsourcing is the function of 
Technological Innovation and 
Labour Arbitrage. 
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India Inc is to look beyond out-
sourcing and getting prepared 
for the challenges & opportu-
nities lying ahead on the road. 
One of the strategies, which 
Indian Inc can adopt, is that 
of Reverse Outsourcing, hues 
of which has already started 
shading in industries like de-
sign, aircraft pilots, film-making 
technology, architecture, civil 
consulting etc. 

Without referring to academic 
definitions & jargons, Reverse 
Outsourcing, in its simplest 
form means India Inc outsourc-
ing its non-core process & non-
essential activities, to other 
countries. The countries to 
which outsourcing is done may 
be developed, developing or 
under-developed.

Thus, as evinced from the 
above, outsourcing plays a sal-
utary role in creating a win-win 
situation for both the parties to 
the outsourcing. 

There are various possible rea-
sons for labour disparity exist-
ing between the two econo-
mies. However, one of the most 
significant and direct factors 
contributing to such a disparity 
is the stage of economic devel-

opment of the two economies. 
Labour Arbitrage can exist only 
between a developed & devel-
oping economy or developing 
and under-developed economy. 
However, the skill set and qual-
ity of labour available in under-
developed economies is not 
competitive enough to meet the 
needs of companies based in 
developed economies.

Due to this reason, countries 
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that are in the de-
veloping phase, 
like Brazil, Rus-
sia, India and Chi-
na (alias BRIC), 
are preferred 
destinations of 
outsourcing and 
off-shoring for de-
veloped econo-
mies like US, UK, 
Canada, Australia 
and others.

Labour cost has 
direct positive 
correlation to cost 
of living and infla-
tion of a particular 
economy. Going 
by Fischer’s The-
orem supported 
with Purchasing 
Power Parity Re-
lationships, cet-
eris paribus, the 
labour disparity between two 
economies (assuming the avail-
ability of required skill set) will 
be equal to the differentiation 
existing between the currencies 
to the said economies, which will 
then be offset with inflation exist-
ing between the two economies. 
Thus, at the bottom of outsourc-
ing pyramid lays economic fac-
tors, which determine the stages 
of development. If we take the 
instance of US and India, the 
labour arbitrage exists between 
the two economies mainly due 
to the different stages of devel-
opment of two economies.

As mentioned earlier, outsourc-
ing helps in the economic devel-
opment of both the economies; 
more so for the developing 
economies like India. It makes 
the slope of escalating econom-
ic graph even steeper. 

If we apply the S-Curve phe-
nomenon, every thing – wheth-

of the most certain conjectures 
by the economists’ world over is 
that by 2025 India will emerge as 
one of the leading economic pow-
ers, ranking among the zenith of 
developing economies and may 
also be on the trajectory of devel-
oped economies. 

As the economic growth and 
labour disparity are inversely 
related, the rising economy of 
India will reduce the labour dis-
parity, thereby diluting the exist-
ing niche market of outsourc-
ing. 

Albeit, India may not be at par 
with US, there is all the eventu-
ality of other economies evolv-
ing which can render greater 
and better labour arbitrage as 
India does at present. In other 
words, labour cost of India Inc 
would increase with economic 
growth making it less competi-
tive with labour cost of other 
economies that would be rela-

er it is an economy, industry, 
company or a product – passes 
from four different development 
phases – which are colloquially 
referred to as initiation phase, 
growth phase, maturity phase 
and decline phase. While US 
is on growth-maturity phase 
of its growth cycle, India is still 
in the growth phase, with its 
growth being registered as high 
as 8-9% per annum (in terms of 
GDP). With the rising pace of 
economic growth, the economic 
gap between the two econo-
mies is and will be reducing and 
so will be labour disparity, which 
is a direct function of economic 
development.

It would be highly speculative to 
say anything about when India 
Inc will be at par with that of US 
in terms of economic growth. To 
some economists, the landmark 
is not far beyond 2050 and to 
some optimists it is likely to hap-
pen much before it. However, one 
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tively at lower stage of eco-
nomic development. With these 
low cost economies coming into 
play, the competitive positioning 
of India Inc is most likely to di-
lute. In other words, as Indian 
economy grows and labour 
disparity reduces, India may 
no longer remain the preferred 
destination of outsourcing for 
developed countries like US. 
At this point, economies like 
US would be looking for other 
emerging economies, which can 
provide outsourcing service at 
competitive cost than India Inc. 

Thus there will be siphoning of 
outsourcing business from India 
Inc to other economies. 

Thus there lies a threat & risk in 
future, which mainly augments 
from natural process of growth 
of economies. Although the 
threat lies ahead in decade af-
ter 2020, opposite sustainability 
strategies need to be adopted 
now if India Inc is to combat po-
tential threat effectively.

Extending the above graph fur-
ther till the period of 2025, fol-
lowing scenario emerges.

Utopia News: To some, the 
trend of Reverse Outsourcing 
has already started. Following 
statements hitting the headlines 
in recent times, manifests the 
glimpses of Reverse Outsourc-
ing utopia.

Dr. Gupta, CEO, Inkoru (ex-
cerpts of speech)

“Today I would like to post on a 
trend called by some as reverse 
outsourcing. Here India or other 
countries outsource jobs to US 
companies or individuals. Of 
course, this is not as strong a 
trend as offshore outsourcing 
but the fact is that it is there and 
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With growth of economy, India Inc 
Becoming a less preferred destination
Of outsourcing – diluting its niche market 
Affecting its economic growth

has been for a very long time. 
In fact, if you go back about 10 
years or so then from countries 
like India it was mostly reverse 
outsourcing and very little off-
shore outsourcing from US to 
India. 

Even today areas like Manage-
ment Consulting, Marketing 
and Management Guru (Tom 
Peters, Philip Kotler, Michael 
Porter, Stephen Covey etc.) 
trainings and seminars see a lot 
of reverse outsourcing. Similar 
in creative areas like design, 
architecture, very large scale 
project contracts or project man-
agement the projects typically 

go to US firms or in some cases 
European firms. Take areas like 
Filmmaking technology etc. and 
again you will see reverse outs- 
ourcing.

The tide keeps turning and it 
could happen more and more 
again.

Excerpt of Article in Financial 
Magazine
The outsourcing story so far 
has been one way --- of Indi-
ans and Indian firms eating into 
jobs in the US and UK (often re-
ferred to as “Being Banglored”). 
As Indian Information Technol-
ogy firms reach global scales, 
a reverse trend is evolving --- 
Americans and others from the 
west are finding employment in 
overseas operations of Indian 
firms. This is to add to the many 
out-of-work executives from US 
who have shifted base to India 
in search of better opportuni-
ties. It is being termed as re-
verse outsourcing.
In the past, Indian outsourcing 
companies have set up offices 
in the United States, but they 
have been largely restricted to 
marketing, generating new cli-
ents as well as establishing a 
countrywide network that have 
created very few jobs and that 
too mostly for Indians. Sev-
eral reports now indicate that 
Indian IT giants such as Info-
sys, Wipro, Tata Consultancy 
Service have resorted to hiring 
western employees to deal with 
local populations abroad riding 
profits generated on huge inter-
national business deals as well 
as the need to penetrate mar-
kets further.

‘We No Longer Discuss the 
Future of India; We Say The 
Future Is India’
– Mr. Kamal Nath, Union Min-
ister of Commerce & Industry 
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Islam as a religion has several com-
mandments for its followers regard-
ing their financial dealings. No other 

religion in the world has such specific 
directives to its followers regarding 
their financial and business dealings. 
The followers of Islam are required to 
invest their savings in only those av-
enues and instruments, which adhere 
to the Islamic law called 
shariat. While a variety of fi-
nancial products suiting the 
requirements of different in-
vestors have emerged over 
time, the followers of Islam 
could not avail of these in-
vestments. The concept 
of banking which evolved 

and became popular across the globe 
was contrary to the basic tenet of Islam, 
which prohibited charging interest on 
loans. Such income was not approved 
by the Islamic law. Riba prohibits charg-
ing interest on loans either as a bor-
rower or a lender. Due to this limitation, 
certain investment avenues were devel-
oped in the Arab world, which complied 

with the shariat laws. How-
ever, as the oil rich Arab 
world began to have more 
wealth, the need for appro-
priate investment products, 
which were as per the Is-
lamic codes, was felt more 
acutely. Thus, the Islamic 
finance, which was purely 

— CA. Ashutosh Verma
(The author is a member of ICAI. 
He can be reached at ashutosh@

iifm.ac.in)

Financial dealings and investment of a follower of Islam have 
to be in accordance with the laws of shariat, which contain 

tenets and code of conduct on these topics. These tenets 
not only prohibit the concept of interest in any financial 
dealing, they also specify the type of contracts and na-

ture of con- tracts, which are permissible. This led to 
the growth of a branch of finance, which could be as per 

the shariat laws, and it has come to be popularly 
known as Islamic finance. India has a negligible 
presence of Islamic finance despite a vast 

population of followers of Islam 
and, as such, it opens up an ar-
ray of opportunities to both the 

investors and the financial 
service providers. 

ISLAMIC FINANCE: AN OVERVIEW
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While prohibition of interest is the key feature of Islamic finance, 
it is not the only thing in this system. The shariat also codifies the 
concept of risk sharing, nature of contracts, compliance of contract 
and the penalty in case of non-compliance with the contracts. Islam 
treats business as an integral part of the overall religious life of its 
followers.  

within the domain of interpre-
tation of Islamic clergy, started 
getting the necessary support 
from finance professionals and 
the Islamic finance, as a branch 
of finance began to grow. To-
day some of the world’s largest 
banks like HSBC and Citi Bank 
offer financial products, which 
are shariat compliant.

Tenets of Islamic Finance
The shariat laws contain certain 
directives to the followers of Is-
lam, which they are required to 
practise in their financial deal-
ings. The two most important 
tenets of Islamic finance are: 

1. Interest is Prohibited: The 
concept of riba, which is akin to 
‘interest’, as interpreted by the 
religious scholars of Islam is 
prohibited. According to shariat 
laws, whether it is a sale or a 
loan, if there is a clause, which 
directly or indirectly specifies 
any pre-determined accretion 
to the loan amount at maturity 
is riba and is prohibited (haram) 
for a follower of Islam. This con-
cept is based on equity and cre-
ation of a better social order. It 
requires that the profit as well 
as the losses have to be shared 
between the one who is carry-
ing on the business and the one 
who has lent money to carry on 
that business. The shariat laws 
do not forbid the sharing of prof-
its but precludes the payment of 
a pre-determined amount as a 
reward to the supplier of capital. 
In the traditional financial sys-

tem, the concept is based on 
proportionate risk reward sys-
tem whereas in Islam the em-
phasis is on all dimensions like 
religious, spiritual and social, 
ultimately hoping to have a bet-
ter and equitable society. Due 
to this prohibition, all are inves-
tors in the business including 
the lender and the risk has to be 
shared by everyone. According 
to Islamic clergy, this promotes 
entrepreneurial activities in the 
society, as there is risk sharing 
in this system and there are no 
creditors who can demand a re-
turn even in an adverse situa-
tion, but Islam does recognise 
the time value of money.  

2. Nature of Contracts: While 
prohibition of interest is the key 
feature of Islamic finance, it is 
not the only thing in this sys-
tem. The shariat also codifies 
the concept of risk sharing, na-
ture of contracts, compliance 
of contract and the penalty in 
case of non-compliance with 
the contracts. Islam treats busi-
ness as an integral part of the 
overall religious life of its follow-
ers. A follower will be in breach 
of shariat if he is following the 
religious tenets in other walks 
of life but is not complying with 
the directives in his business 
activities. Therefore, the shariat 
also indicates the kind of activi-
ties into which a Muslim is not 
supposed to make investments, 
which include liquor, gambling 
etc. A person is also prohib-
ited from entering into activities 

where the outcomes are highly 
uncertain and the risks are very 
high. Islam stresses on abso-
lute full disclosure at the time of 
entering into a contract. It is the 
sacred duty of every Muslim to 
uphold and honour the contrac-
tual obligations. 

Types of Financial Con-
tracts
Islamic financial system is very 
broad even though the growth 
in the Islamic banking has been 
most significant. This covers 
capital formation, insurance 
and capital markets. Some of 
the popular contracts, which 
are shariat compliant and gen-
erally adopted in Islamic finan-
cial markets are: -

i. Buy-Sell Back: This is 
called murabaha wherein 
there is trade with a mark-
up or a cost plus sale. 
The investor or the banker 
(lender) enters into a con-
tract with the customer that 
he/she will purchase the 
particular asset on credit at 
cost plus a margin.  Once 
this agreement has been 
reached the investor buys 
the asset and sells it off to 
the customer. The mark-
up is determined in such a 
contract on the basis of the 
traditional financial markets’ 
prevailing interest rates.

ii. Leasing: The Arabic name 
for this is Jiara or Mushara-
ka Mutaraqisa wherein the 
lender buys the property 
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and either on its own or 
through a special purpose 
vehicle leases it out to the 
borrower or the customer 
who is required to make a 
consolidated monthly pay-
ment, which consists of two 
components. The first part 
is the monthly rent, which 
is calculated, based on the 
prevailing interest rates. 
The second part is towards 
the principal amount. One 
such variation is like hire 
purchase called as Ija-
rah, which enables the 
lessee, the same advan-
tages which are curable in 
a conventional leasing ar-
rangement. The terms and 
conditions provide for the 
flexibility enabling the les-
see to have better planning 
and budgeting. 
This arrange-
ment facilitates 
off -balances 
financing and 
the payments 
made by les-
see are fully 
tax-deducta-
ble. In an Ija-
rah-wd-Iqtina 
the bank or 
the client gives 
a unilateral 
undertaking to 
take the as-
set at the end 
of the lease 
but this condi-

The shariat also indicates the kind of activities into which a Muslim 
is not supposed to make investments, which include liquor, gambling 
etc. A person is also prohibited from entering into activities where 
the outcomes are highly uncertain and the risks are very high. Islam 
stresses on absolute full disclosure at the time of entering into a 
contract. It is the sacred duty of every Muslim to uphold and honour 
the contractual obligations. 

tion does not form part of 
the subject matter of the 
contract.  Another variation 
is Musauramah, which is 
a normal sale transaction 
wherein the price is deter-
mined without taking into 
consideration the cost in-
curred by the seller. In this 
contract, the seller is not 
under an obligation to dis-
close the cost.

iii. Profit Sharing: This is 
termed as Mudaraba and 
involves the concept of 
profit sharing and is similar 
to investment fund in which 
managers handle a pool of 
funds. In this case there are 
two parties, the fund pro-
vider and the fund manager 
and the banker or the fund 

manager is called Mudarib. 
The provider either does 
not have the expertise or 
capability or is otherwise 
constraint by other factors 
to carry on a business on 
his own by investing the 
funds. The fund manager 
has ideas or business, 
which can reap huge, prof-
its but lacks the capital or 
funds to start the business. 
In such a situation the fund 
provider hands over the 
funds to the fund manager. 
This may be equated with 
venture capital but with one 
very distinct feature, i.e., 
the contract entered into 
clearly specifies the risk 
sharing arrangement and 
is just and equitable to both 
the parties ensuring a re-
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turn, which is halal (permis-
sible) as per the directives 
of shariat. In profit-sharing 
arrangements, the terms 
of the contract have to be 
strictly in accordance with 
the dictates of shariat and 
have to necessarily imbibe 
the spirit of risk sharing. Is-
lamic banks have popular-
ised this concept by pooling 
in the deposits from various 
fund providers and then de-
ploying them profitably by 
identifying various invest-
ment opportunities. While 
in case of profits, the bank 
will charge the fees for the 
time and efforts, but in case 
there is a loss the bank will 
not charge any fee for the 
services.  

iv. Joint Venture: This is 
termed as Musharakah 
wherein the parties come 
together to jointly contribute 
to capital and manage the 
operations of the business. 
This is like a joint venture 
where both or all the parties 
contribute in terms of capi-
tal, assets, managerial and 
technical know-how in either 
equal or different propor-
tions and agree in advance 
about the ratios in which the 
profits will be shared. How-
ever, the losses will have to 
be shared in proportion to 
the capital contributed into 
the business.

Islamic Financial Institu-
tions

productivity, the basic thrust of 
an Islamic financial system is 
ethical code of conduct with an 
underlying idea of equitable and 
just distribution of resources to 
achieve an equitable society. 
The concept of efficiency and 
productivity of resources comes 
later in this system. The Islamic 
banking is currently undertaken 
through two channels, the Is-
lamic banks and Islamic win-
dows. Islamic banks are purely 
based on Islamic principles and 
all their operations are in con-
formity with shariat. Islamic win-
dows are services provided by 
the traditional commercial banks 
to Muslim customers who en-
gage in Islamic banking through 
an exclusive window. 

Islamic Insurance (Takaful) 
Institutions
Risk sharing and management 
is an important constituent of 
any financial system. There 
are scholars who believe that 
insurance can never find place 
in an Islamic financial system as 
a Muslim should be dependent 
upon Allah (tawakkul) and 
getting insured amounts to 
challenging the will of Allah. 
But there is another school 
of thought, which believes 
that a Muslim should take all 
precautions to mitigate the risk 
and then not worry about the 
outcome and leave it to the will 
of Allah. The traditional concept 
of insurance is considered to 
be Maisir (gambling) and a 
contract, which has lot of gharar 

It was in the late 1960s and 70s 
that Islamic Financial institutions 
emerged on the global financial 
system. While the Islamic finan-
cial institutions started almost 
fifty years back, the growth was 
slow in the early stages and it 
is a system which is still young, 
evolving and expanding in terms 
of innovation and geographi-
cal location. It is estimated that 
as of now there are more than 
three hundred Islamic financial 
institutions spread across both 
the Islamic and non-Islamic 
countries. Some of the major 
forms of Islamic financial institu-
tions are:

Islamic Banking
Islamic banking is the most 
popular form of financial insti-
tution and it is estimated to be 
into several hundred billion dol-
lars. There are different models 
of Islamic banking, one wherein 
the Islamic banking is a private 
institution with a traditional con-
ventional economy, second is 
a nationalised Islamic banking 
and third is the existence of both 
the Islamic and conventional 
banking system running paral-
lel. Many commercial banks 
have innovated and engineered 
new products, which have led to 
their impressive growth. While 
countries like Iran and Pakistan 
follow the second model, Egypt, 
Sudan, Malaysia follow the first 
model whereas Arab countries 
have both the first and the third 
model. In a traditional system 
the stress is on efficiency and 

The Islamic financial market, as it evolved had one problem that is 
the absence of a unified acceptable framework and guidelines and 
standardised products. To overcome these barriers, the International 
Islamic Financial Market was founded with an objective to provide a 
common platform to the participants and the regulatory bodies, which 
are involved in Islamic capital and money markets.
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(uncertainty).  Islamic insurance 
is based on takaful wherein 
every person participating gives 
a donation or tabarru, all these 
donations together constitute 
the fund from which any 
participant that suffers a loss or 
damage gets reimbursement. 
The balance amount, if any, left 
in the fund is returned back to 
the participants.

Investment Banking and Mu-
tual Funds               
The conventional investment 
banking deals with raising capi-
tal for a business either through 
sale of shares to the public or 
allotting the shares to certain 
Qualified Institutional Buyers 
(QIB). Investment banks also 
create venture capital funds 
wherein they provide seed 
capital for the start-up business 
and capital for subsequent 
growth stages of the business. 
The Financial Services Au-
thority in U.K. has authorised 
European Islamic Investment 
Bank to undertake investment-
banking activities, which are 
in compliance with shariat 
laws. An investment banker 
raises money through equity, 
debt and other investments 
like derivatives. An Islamic in-
vestment banker cannot deal 
in debt instruments and de-
rivatives. In case of equity and 
preference shares, the majority 
of Islamic scholars permit it on 
the ground that it involves pro-
rata ownership of assets of the 

company. But the investment 
bankers must deal with only 
those companies, which are 
engaged in shariat compliant 
business. Venture capital fi-
nancing by investment bankers 
should be after fully apprais-
ing and evaluating the venture, 
which will eliminate uncertainty  
(gharar) and, therefore, per-
missible. Investment in the 
form of venture capital without 
analysing the business proposi-
tion is outside the preview of an 
Islamic investment banker as it 
has lot of uncertainty involved 
in it. Dealings in the second-
ary market by fund managers, 
which are purely speculative 
in nature, are un-Islamic. The 
pre-condition for Islamic mutu-
al funds is that there can be no 
assured profits and the profits 
and losses from the investment 
of the pooled funds will have to 
be shared on a pro-rata basis. 
Though this type of fund re-
sembles a traditional mutual 
fund, but the funds have to be 
invested in a company only 
if it fulfills certain conditions 
prescribed in the shariat laws. 
One of these conditions for the 
company is that its principal 
business must be halal, that 
is, it should not be dealing in 
business like pork selling, li-
quor, gambling. Secondly, the 
company should not be using 
debt, in other words having no 
borrowed money on which it is 
paying interest and it should 
not be keeping its money in a 

The Islamic investment requires that the investors can pool in their 
money and invest it to earn halal (shariat compliant) profits but in 
India, there are no well known established banks, which are engaged 
in Islamic banking. In India wherever it is prevalent, it is done at a 
very small scale at local levels. Therefore, there is an urgent need 
to develop and promote the growth of Islamic financial system  
in India.

bank, which pays interest on 
these deposits. These two con-
ditions, especially the second 
one about interest on deposits 
and borrowings make it almost 
impossible for the followers of 
Islam to invest their money in 
stock markets through pooled 
funds. However, certain schol-
ars have advocated that if the 
business of the company is ha-
lal and it is a zero debt com-
pany and it receives a small 
amount from its deposits with 
banks, then if an investor who 
receives dividends, gives away 
that part of the dividend which 
is attributable to the interest on 
deposits, then such income will 
be considered halal. Thirdly, 
the shares of company can 
be purchased only if the com-
pany holds a combination of 
liquid and illiquid assets. If all 
the assets are in money then 
the shares will have to be pur-
chased at par. There has been 
a huge growth in Islamic equity 
funds and there are Islamic in-
dexes, one of the popular ones 
is the Dow Jones Islamic in-
dex. Even though a fund may 
be tracking an Islamic index, 
this by itself does not make 
the profits fully shariat compli-
ant. There are two conditions, 
which must be satisfied before 
the returns from a fund become 
halal for a follower of Islam. 
These two conditions are:

i. The fund must be super-
vised by a board consisting 
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of scholars who are well 
versed with the interpreta-
tion of shariat laws relating 
to finance.

ii. Since a component of re-
turns from the funds will 
automatically consist of 
interest, it is necessary to 
have the purification pro-
cess wherein the appropri-
ate interest portion must 
be given away as charity 
(sadaqah).  

Islamic Mortgage Compa-
nies
The traditional concept of mort-
gage and house loans is not in 
accordance with Islamic faith 
as it involves interest. There-
fore, a number of Islamic mort-
gage companies have come 
into existence even in the 
western world to provide home 
acquisition financing to faithful 
Muslims. The usual procedure 
followed by Islamic mortgage 
companies is to first raise the 
amount or obtain the funds in 
accordance with shariat laws. 
The funds are then used to 
buy the property jointly in the 
name of the company and the 
customer, but the title deeds 
are in the name of the com-
pany. The customer occupies 
the property and for this he/she 
is charged a rent, which is cal-
culated with reference to some 
benchmark, says London-In-
terbank-Offered Rate (LIBOR). 
The customer also pays a cer-
tain amount towards the cost of 
the house and buys the share 
of the company gradually over 
a number of years. The agree-
ment entered into at the be-
ginning requires the customer 
to promise to buy the share of 
the company over a number 
of years. There is a school of 
thought, which objects to the 
rent being calculated with ref-
erence to the benchmark as it 

brings uncertainty into the con-
tract.

Mudaraba Companies
These companies adopt the 
transaction discussed in  
mudaraba or profit sharing 
contracts. The Mudareb, who 
has the skills and ability, man-
ages the funds provided by the 
other person. This is akin to a 
partnership where the fund pro-
vider is a dormant partner and 
the profit and losses may be 
agreed upon well in advance. 
Mudaraba may be of two types, 
in a single-tier, the fund provid-
ers directly provide the resourc-
es to the fund-managers in a 
two-tier structure; the investors 
pool the funds and provide it to 
an intermediary who then iden-
tifies the business partners for 
the investors.

International Islamic Finan-
cial Market (IIFM)
The Islamic financial market, 
as it evolved had one problem 
that is the absence of a uni-
fied acceptable framework and 
guidelines and standardised 
products. To overcome these 
barriers, the International Is-
lamic Financial Market was 
founded with an objective to 
provide a common platform to 
the participants and the regula-
tory bodies, which are involved 
in Islamic capital and money 
markets. The central banks of 
Bahrain, Sudan, Malaysia, In-
donesia were the main promot-
ers of IIFM. The main activi-
ties of IIFM involve bringing in 
uniformity and standardisation 
of products, contracts and fi-
nancial instruments across the 
Islamic financial world. It also 
aims at integrating the Islamic 
financial market with the main-
stream financial markets while 
trying to maintain the basic te-
nets of Islam. 

Conclusion
While Islamic finance has been 
growing and evolving, there 
have been efforts from certain 
quarters of diluting the basic 
characteristics of Islamic fi-
nance to make it suitable to 
the current scenario and make 
it more productive and profit-
able. Though, efficiency is the 
most important characteristic 
of any financial system, what is 
to be appreciated is that in an 
effort to increase allocational 
efficiency, the basic tenets of 
shariat cannot be diluted and 
there should be no efforts to 
have distorted interpretation. 
Therefore, the big challenge 
for Islamic financial system is 
to strike a balance between its 
Islamic jurisprudence and an 
efficient financial system there-
by providing the real Islamic 
financial investment avenues 
to the followers of Islam. In a 
country like India, which has 
a huge population of follow-
ers of Islam, there is almost a 
negligible presence of Islamic 
banking and finance in India. In 
many other parts of the world, 
Islamic finance has enabled 
the participation of those peo-
ple who refrained from deal-
ing with the traditional financial 
system. Even the huge growth 
and returns in the Indian capi-
tal markets have not been able 
to benefit the followers of Is-
lamic shariat law. The Islamic 
investment requires that the in-
vestors can pool in their mon-
ey and invest it to earn halal  
(shariat compliant) profits but in 
India, there are no well known 
established banks, which are 
engaged in Islamic banking. In 
India wherever it is prevalent, it 
is done at a very small scale at 
local levels. Therefore, there is 
an urgent need to develop and 
promote the growth of Islamic 
financial system in India.
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AAS 15 (Audit Sampling)
 While determining the sam-

ple size, the practicing units 
(PUs) does not consider the 
sampling risk, the tolerable 
error, and the expected er-
ror.

 No use of either statistical 
or non-statistical sampling 
methods to design and se-
lect an audit sample.

 Audit objectives have not 
been specified while select-
ing the sample and its size. 
It has not been indicated 
whether sampling risk has 
been minimised or not.

AAS 17 (Quality Control of 
Audit Work)
 System for scheduling and 

staffing for carrying out the 
audit engagement needs to 
be established.

 No system to lay down quali-
fications deemed necessary 
for various levels of respon-
sibility to ensure the techni-
cal standards and profes-
sional competence required 
to enable them to fulfill their 
responsibility with due care.

 The units does not have a 
written manual for policy of 
review of audit work.

 Review of work done by as-
sistants and supervisions, 
directions given or any ob-
servation are not found in 
few files particularly in large 
audit.

 Proper system of control not 
in existence.

ENHANCING AUDIT QUALITY

As you are aware, in the June 2008 issue we had published certain observations of the Reviewers 
noticed during the conduct of Peer Review exercise, for the information of the members and 
to empower them in their day-to-day work and thus finally enhance the overall image of the 
profession. Continuing with the observations earlier published, given below are some more 
observations relating to Technical Standards. 

 Work assigned to staff is re-
gardless of the qualification 
required.

 Monitoring of progress of 
engagements has not docu-
mented.

 Review of audit work per-
formed by each assistant 
not done by the personnel of 
at least equal competence. 

 Complete record of work as-
signment and instructions to 
Audit Assistants found lack-
ing.  

 A system of second partner 
review is not prevalent in 
some firms.

   The practice units has not 
established system for sec-
ond person review.

 There was no checklist or 
standardised format or ques-
tionnaire on record to show 
the review of work by senior 
partner for compliance with 
technical standards.

 No proper policies & proce-
dures for quality control of 
the attestation services.

 No panel for outside consul-
tation and the record of such 
consultation is maintained.

AAS 23 (Related Parties)
 Sufficient audit evidence 

was not received regarding 
the identification and disclo-
sure of related parties and 
related parties’ transactions 
that are material to financial 
information.

 In few cases, related parties 

list and organisational struc-
ture are not available.

AAS 26 (Terms of Audit En-
gagement)
 Acceptance letters are not 

sent to clients.
 PUs does not have any 

practice of issuing engage-
ment letter.

 Engagement letters of Tax 
audits not obtained.

AAS 28 (The Auditor’s Re-
port on Financial State-
ment)
 It was noticed that the quali-

fications in the Auditors re-
ports to the members of the 
company were not in accor-
dance with the requirements 
of this AAS.

 The basis of confirmation 
from outside parties viz., 
Debtors, Creditors, etc. not 
on record.

 Audit reports are invariably 
in report formats as pre-
scribed under relevant stat-
ute & without incorporating 
reporting standard as pre-
scribed (AAS 28).

AAS 29 (Auditing in a Com-
puter Information System 
Environment)
• In case of auditing in comput-

erised environment, scope 
and nature of the terms of 
assignment and extent of re-
sponsibility not specified.

(To be continued in the next 
issue...)
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IT Investment Regions not Eligible for New Tax Benefits
The Information Technology Investment Regions (ITIRs) planned across the country will lay stress 
only on creating infrastructure and 'investor-friendly' policy environment for the information technol-
ogy (IT) sector. The ITIRs will not be eligible for new tax benefits, according to Mr Jainder Singh, 
Union IT Secretary. If there are any special economic zones in the ITIR area, those will get existing 
tax benefits eligible for them.

Global Broadcasters of Cricket to be Taxed in India
Global broadcasters making big money from live telecast of cricket matches in India will have to pay 
taxes in India, ruled the Commissioner of Income Tax (CIT) while dismissing the plea of sports chan-
nel Nimbus, which said that it was not liable to be taxed. Although the Singapore-based World Sports 
Nimbus (WSN) has decided to file an appeal against the CIT (Appeals) order with the Income Tax 
Appellate Tribunal (ITAT), the tax case will have wide implications for foreign companies telecasting 
live cricket matches. The decision of the Income tax Appellate tribunal in this case will have a bearing 
on the broadcasters of the high profile Indian Premier League (IPL), Sony-WSG combine.

Make Compliance Audit Mandatory
The Competition Commission of India (CCI) said it had asked market regulator Securities and 
Exchange Board of India to amend regulations relating to corporate governance to make compli-
ance auditing mandatory for listed companies. The CCI had written to SEBI in this regard. The 
ambit of Clause 49 of the listing agreement, which deals with corporate governance and disclosure 
norms, could be expanded to include an audit report on the status of compliance with the Com-
petition Act. Inclusion of compliance audit would help ensure safety of shareholders' wealth, he  
added.

BCCI - Whether Qualify as a Charitable Organisation
The Central Board of Direct Taxes (CBDT) is examining whether the Board of Control for Cricket in 
India (BCCI), the organisers of the money-minting Indian Premier League, can qualify as a charitable 
organisation, which entitles it to a tax holiday on all its earnings. CBDT, which had, through a circu-
lar in 1984, classified promotion of sports or games as a charitable purpose, is now examining the 
circular's validity in the backdrop of IPL and the changes made in the definition of charitable purpose 
in the Finance Act this year. 

Law Commission Moots Duty of Care on Taxman
The Law Commission is considering duty of care provisions to protect taxpayers from taxman who 
acts wrongfully. The Law Commission is considering the need for more redress against public sector 
bodies such as HM Revenue & Customs (HMRC) when they act wrongfully, making compensation 
more available under judicial review and reforming the tort of negligence – the area of the law which 
governs duty of care. 

Agriculture a New Avenue for CAs 
"As one of the fastest growing states, Gujarat offers immense opportunity to professionals such as 
chartered accountants (CAs), who will be in short supply once the Gujarat International Finance 
Tech (GIFT) city shapes up," said Gujarat Chief Minister Narendra Modi. He added that apart from 
GIFT, the state's booming agriculture would also be a new avenue for CAs, as their services would 
be required by farmers who have crossed national boundaries to reached global markets. Modi was 
addressing an event organised by the Ahmedabad branch of Western Indian Regional Council, a 
part of the Institute of Chartered Accountants of India on Tuesday. The event was part of the ICAI's 
Diamond Jubilee Year celebrations. 
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Rs 9,000-cr Tax Evasion in Import of 270 Aircraft 
The Customs department has unearthed tax evasion of more than Rs 9,000 crore in the import of 
aircraft and the list of wrongdoers reads like a who's who of Indian business. Sources say that as 
many as 270 aircraft imported under the non-scheduled operator (NSO) category in the past 30 
months and as many as 68 operators (business concerns), have been diverted for private use rather 
than to run passenger services. "The duty liability arising out of alleged violation of post-importation 
conditions of the aircraft might be well over the conservative estimate of Rs 9,000 crore at 28% duty," 
said a source familiar with the investigations. However another source in the customs department 
said the aircraft operators might go scot-free by paying much less duty as the current DGCA rules 
are ridden with loopholes.

R 9 000 T E i i I t f 270 Ai ft

CBDT Relaxes Scrutiny Norms in a Few Cases
The Central Board of Direct Taxes has decided to relax norms on scrutiny of taxpayers, whose 
premises have been surveyed by the officials, a step aimed at encouraging evaders to pay up. "The 
decision is likely to provide relief to thousands of taxpayers and it would save them from harass-
ment at the hands of taxmen apart from litigation costs,"said a senior Finance Ministry official. The 
decision has been taken following Finance Minister P. Chidambaram's assertion that government 
wanted to send a message that those who comply with the tax laws would not be harassed by the 
tax officials.

CBDT Relaxes Scrutiny Norms in a Few Cases

Income Tax Day on July 24th

In the recent conference of Chief Commissioners of Income Tax held in June 2008, a decision was 
taken to celebrate the Income Tax Day on 24th July. To mark this occasion, it was also decided to 
bring out a compilation of best orders and practices in the form of a booklet.
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Business Continuity Management Systems Auditor Certification Programme
The International Register of Certificated Auditors (IRCA) has announced the launch of its new Busi-
ness Continuity Management Systems Auditor Certification Programme. Developed in partnership with 
the Business Continuity Institute (BCI), the programme responds to the international demand for com-
petent auditors of business continuity management systems. Under the new scheme, IRCA offers cer-
tification across six auditor grades for business continuity management systems auditors, consultants 
and practitioners.

Young Accountant Becomes Olympic Hopeful
Haley Chura, an associate at CPA firm Bennett Thrasher, is trying out for a spot on the U.S. Olympic 
swimming team on July 4. She will be competing in trials for the 200-meter backstroke event in Omaha, 
hoping to earn a place at the Summer Olympics in Beijing. Chura, 22, is currently seeded 21st out of ap-
proximately 90 swimmers on the strength of her college swimming experience.     (www.webcpa.com)

IFAC’s International Auditing and Assurance Standards Board Issues Strategy and Work 
Program for 2009-2011
The International Auditing and Assurance Standards Board (IAASB) released its Strategy and Work 
Program, 2009-2011. The three-year strategy includes an emphasis on the development of standards 
that contribute to the effective operation of the world's capital markets and that address the needs of 
small- and medium-sized entities and small and medium practices. The Strategy and Work Program 
2009-2011 can be downloaded free-of-charge from the IFAC online bookstore http://www.ifac.org/store.                                                                                                                                           
                                                                                                                                            (www.ifac.org)

Risk Management Concerns Audit Committees
Risk management has become a top concern of audit committee members, according to a new report. A 
survey of 300 audit committee members found that only 28 percent consider themselves "very satisfied" that 
they understand the process used by management to identify and assess significant business risks. Only 21 
percent are very satisfied with the risk reports they receive from management.  (www.webcpa.com)

IAASB Issues Auditing Standard on Related Parties; Makes Further Progress on Clarity 
Standards
Following the consideration and approval of due process by the Public Interest Oversight Board (PIOB), 
the International Auditing and Assurance Standards Board (IAASB) released International Standard on 
Auditing (ISAs) 550 (Revised and Redrafted), Related Parties and three clarity redrafted ISAs. The com-
plete set of clarified ISAs, including newly revised standards such as ISA 550 (Revised and Redrafted), 
will be effective for audits of financial statements for periods beginning on or after December 15, 2009. The 
ISAs can be downloaded free-of-charge from the IFAC online bookstore at http://www.ifac.org/store.         

IFAC’ I t ti l A diti d A St d d B d I St t d W k

IFAC's International Ethics Standards Board Issues Proposals to Clarify Code of Ethics for 
Accountants
To further promote and facilitate accountants' adherence to high ethical and independence standards, the 
International Ethics Standards Board for Accountants (IESBA), an independent standard-setting board 
within the International Federation of Accountants (IFAC), has proposed changes to the IFAC Code of 
Ethics for Professional Accountants. The changes, outlined in an exposure draft with the same title, fo-
cus on enhancing the clarity of the Code. The proposed changes make clear the specific requirements 
that are contained in the Code and refine the application of the Code's conceptual framework. Com-
ments on the exposure draft are requested by October 15, 2008. The exposure draft may be viewed 
by going to http://www.ifac.org/eds. Comments may be submitted by email to edcomments@ifac.org.                                                                                                                                            

(www.ifac.org)

(www.ifac.org)
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Readers are Invited to contribute write-ups or any relevant and interesting piece of information for 
this feature at eboard@icai.org.

Economic Indicators
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BOOK REVIEW

The decision of the Council of 
the Institute of Chartered Accou- 
ntants of India (ICAI) to have co- 
nvergence with the International 
Financial Reporting Standards 
(IFRS), effective from April 1, 2011, 
is in consonance with the world-
wide trends. Within the entire set 
of IFRSs, the standards related 
to financial instruments, i.e., IAS 
32, IAS 39 and IFRS 7, require 
more interpretational and appli-
cation inputs, and hence always 
carry resultant complexities. Re- 
cent announcement by Ministry 
of Corporate Affairs to move tow- 
ards convergence in India is an 
important policy decision and shall  
accelerate the process of obser-
vance of IFRSs in the corporate 
world.  

In such a scenario, there is a 
need for a guide, which can pro-
vide application guidance with 
the research-based interpretation 
and analysis. This gap seems to 
have been filled by Pooja Gupta 
through her work, Financial In-
struments Standards: A Guide on 
IAS32, IAS 39 and IFRS 7. 

Divided into eleven chapters 
containing about 200 pages, the 
Guide deals with the entire gamut 
of issues related to financial in-
struments including embedded 
derivatives, de-recognition of fi-
nancial instruments and hedge 
accounting. Written in a very lucid 
and simple language, it provides 
prelude and scope to the finan-
cial instruments standards and 
moves on to explain their pre-
sentation, classification, recogni-
tion and measurement. It further 
delves on de-recognition of the 
financial instruments and hedge 
accounting including its models, 
and concludes with the explana-

FINANCIAL INSTRUMENTS STANDARDS*

tion of their disclosure require-
ments. The worked-out example 
to illustrate the explanations and 
to practically explain complex 
calculations and disclosures is 
another feature of the Guide. A 
comparison of IFRS, US GAAP 

and Indian GAAP given in the 
appendix will surely be handy in 
understanding nitty-gritty of the fi-
nancial instruments standards. 
Overall, it will prove be a value-
addition to the shelf of a profes-
sional’s library.    

Title :  Financial Instruments Standards: A Guide on IAS 32, 

  IAS 39 and IFRS 7

Author : Pooja Gupta

Publisher : Tata McGraw-Hill

*Reviewed by CA. Amarjit Chopra, Central Council Member and Chairman, Accounting Standards Board of the ICAI.
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(Comments invited by August 30, 2008)  
In May 2008, the International Accounting Standards 
Board (IASB) and US Financial Accounting Standar- 
ds Board (FASB) published for public comment:  
(i)  Exposure Draft of An improved Conceptual Frame-
work for Financial Reporting: Chapter 1: The Obje- 
ctive of Financial Reporting and Chapter 2: Quali-
tative Characteristics and Constraints of Deci-
sion - useful Financial Reporting Information  
(ii) Discussion Paper on Preliminary Views on an 
improved Conceptual Framework for Financial Re-
porting: The Reporting Entity. 

The IASB and FASB seek public comment on two of 
the eight phases of their joint project to develop an 
improved conceptual framework. IASB and FASB 
invite comments to be received by September 29, 
2008. The objective of the project is to develop an 
improved conceptual framework that provides a 
sound foundation for developing future accounting 
standards.

Exposure draft of Chapters 1 and 2 of the frame-
work

The exposure draft of chapters 1 and 2 of the frame-
work seeks views on an improved objective of fi-
nancial reporting, the qualitative characteristics of 
information provided by financial reporting and con-
straints on the provision of that information. The draft 
reflects the boards’ updated proposals in the light of 
comments received on an initial consultation docu-
ment published in July 2006. The exposure draft now 
proposes that the objective of financial reporting is 
to provide financial information that is useful to pres-
ent and potential equity investors, lenders and other 
creditors in making decisions in their capacity as 
capital providers. It also presents an improved de-
scription of ‘faithful representation’, one of the quali-
tative characteristics that financial information should 
possess if it is to provide a useful basis for economic 
decisions. 

Preliminary views on the reporting entity con-
cept

The discussion paper on Preliminary Views on an im-
proved Conceptual Framework for Financial Report-
ing: The Reporting Entity sets out the boards’ prelimi-

EXPOSURE DRAFT OF AN IMPROVED CONCEPTUAL FRAMEWORK 
FOR FINANCIAL REPORTING AND DISCUSSION PAPER ON 

PRELIMINARY VIEWS ON AN IMPROVED CONCEPTUAL FRAMEWORK 
FOR FINANCIAL REPORTING ISSUED BY  

IASB AND FASB

nary views on the reporting entity concept and related 
issues. Although the reporting entity concept deter-
mines some important aspects of financial reporting, 
the boards’ existing frameworks do not address it spe-
cifically. The boards’ preliminary views are: 

 a reporting entity is a circumscribed area of 
business activity of interest to present and 
potential equity investors, lenders and other 
capital providers. 

 control is the basis for determining the com-
position of a group reporting entity. 

 consolidated financial statements should be 
prepared from the perspective of the group 
reporting entity.

With the Indian Accounting Standards converging 
with the IFRSs, need has been felt to play an influ-
ential role in finalisation of IFRSs and other related 
pronouncements of the IASB. Hence, the Account-
ing Standards Board of the Institute of Chartered 
Accountants of India invites comments on any as-
pects of (i) Exposure Draft of An improved Concep-
tual Framework for Financial Reporting: Chapter 1: 
The Objective of Financial Reporting and Chapter 2: 
Qualitative Characteristics and Constraints of Deci-
sion - useful Financial Reporting Information (ii) Dis-
cussion Paper on Preliminary Views on an improved 
Conceptual Framework for Financial Reporting: The 
Reporting Entity, issued by the IASB and FASB. 

Comments would be most helpful if they indicate the 
specific paragraph or group of paragraphs to which 
they relate, contain a clear rationale and, where appli-
cable, provide a suggestion for alternative wording.

Comments should be submitted in writing to the 
Secretary, Accounting Standards Board, The Insti-
tute of Chartered Accountants of India, ICAI Bha-
wan, Post Box No. 7100, Indraprastha Marg, New 
Delhi – 110 002, so as to be received not later than 
August 30, 2008. Comments can also be sent by 
e-mail at tdte@icai.org or at edcommentsasb@ 
icai.org.

Downloadable version of documents is available 
on IASB's website www.iasb.org
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Members may kindly refer to the announcement 
published in the July, 2008 issue of the Journal 
whereby members were apprised of the Council’s 
decision with regard to making the CPE hours 
requirements mandatory, w.e.f. 15th May 2008, 
also for the members of the Institute, who are 
attaining the age of 60 years during a particular 
calendar year within 2008-2010 or are at present 
of the age of 60 years and above. Such members 
could earn the CPE hours either by structured 
or unstructured CPE learning activities.  
We understand that the members are not clear on 
the issue of unstructured CPE learning activities. 
It is therefore, reiterated that unstructured CPE 
learning activities are equally applicable to 
Members attaining the age of 60 years during 
a particular calendar year within 2008-2010 or 
are at present at the age of 60 years and above. 
The unstructured learning activities includes the 
following:

 Web-based learning modules (e-learning)

 e-learning is “instructional content or 
learning experiences delivered or en-
abled by electronic technology”. Elec-
tronic technology encompasses every-
thing from Computer-Based Training 
(CBT), to compact disks (CDs), to 
Web-based applications.”

 Self-learning modules and courses (use of 
audiotapes, videotapes, correspondence 
courses, computer based learning pro-
grammes).

 Reading and individual home study

 Reading and Individual Home Study 
may constitute reading articles in the 

Important Announcement for Members attaining the age of 60 years or 
are at present at the age of 60 years and above

Journal, ‘The Chartered Accountant’ of 
the Institute, reading technical, profes-
sional, financial or business literature.

 Group or bilateral discussion on technical 
issues

 Acting as visiting faculty or guest faculty at 
the various Universities/Management Insti-
tutions/Institutions of National Importance

 Participation in CPE Teleconferencing Pro-
grammes without the supervision of the 
POU

 Providing solutions to questionnaires/puz-
zles available on Web/Professional Jour-
nals

 Internal Training Programmes being or-
ganised by firms of Chartered Accountants 
having seven or more partners

We would also like to inform the members that an 
Advisory on Unstructured CPE Learning Activities 
has also been issued which was published in 
the June, 2008 issue of the Institute’s Journal. 
According to this advisory, the members would 
be required to submit a self-declaration form 
once in a year, before 31st May, to avail the CPE 
Hours Credit for the entire Unstructured Learning 
Activities undergone by them in the previous 
year. These forms would have to be submitted 
to the concerned Decentralised Offices. The 
members could also submit the same to the Sub-
Decentralised Offices for onward submission to 
the concerned Decentralised Offices.

The format of the said self-declaration form is 
published elsewhere in this issue of the Journal.

Continuing Professional Education Committee

FOR YOUR INFORMATION
59th Annual Report and Audited Annual Accounts of the Institute for the year 2007 – 2008.

Members of the Institute are hereby informed that full text of the 59th Annual Report and Audited Annual 
Accounts for the year 2007 - 2008 together with `Activities in Detail’ will be hosted on the Institute’s 
Website (http://www.icai.org) for general information of the Members in the month of September/
October, 2008. With a view to making available, free of cost, the hard copy and/or soft copy of the Annual 
Report and Accounts to interested members, it has been decided to seek their consent/willingness.  
Accordingly, you are requested to kindly indicate your willingness for the same to Shri T. Karthikeyan, 
Director [email: councilaffairs@icai.org]. It may please be noted that a copy of the Abridged version of 
said Annual Report and Accounts would in any case be sent to all members, after its publication in the 
Gazette of India, as required.
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ICAI Encourages Members abroad to form Chapters abroad and Liaison Point
Formation of a Chapter of member abroad in 
the city/country reside would not only add to the 
knowledge and skill up-gradation but they will also 
bring the Indian accountancy profession visible 
to the outside World and creating a bonhomie. 
The Institute is taking initiatives in promoting the 
Indian Chartered Accountants as a “brand” to 
promote various range of value added services, 
which can be provided by members abroad and 
for addressing the issues and concerns/interest 
of them. The Chapter aboard and member 
abroad as integral part of the Chapter would 
play a vital role in promoting the Indian chartered 
accountancy as preferred brand worldwide.  
The opening of Chapter inter alia requires 20 
members in a city, if Chapter is to be formed in 
a city of foreign country and 100 members, if 
Chapter is to be formed at country level. Your 
active participation and role would go in the larger 

interest of making further forays in furthering 
the interest of the profession worldwide. Given 
the globalisation of business and opportunities 
coming in way of services trade; the Institute 
would request its members to form Chapters 
in the area/country they reside; the Guidelines 
of which are available at http://www.icai.org/
icairoot/overview/network/guidelines.jsp. 

Another organ which has been contemplated for 
promoting the activities of the Institute in foreign 
territories is the liaison point wherein any mem-
ber of the Institute can forward the proposal for 
carrying forward the work programme of the In-
stitute in the respective country/city in a foreign 
territory as per the structured format available 
at http://www.icai.org/icairoot/departments/inter-
national_affairs/icai_liaison_info.pdf   

 For further details, please write to ia@icai.org. 

1. ESTABLISHMENT
The S.Vaidyanath Aiyer Memorial Fund was 
established in the year 1963 to commemorate 
the name of the late S.Vaidyanath Aiyer, a former 
President of the Institute by raising contributions 
on voluntary basis from the members of the 
Institute.

2. BENEFITS TO THE MEMBERS
 Providing an annual award to one or more 

members of the Institute who have made 
outstanding contribution in the field of Ac-
countancy or in any allied field.

 Payment of honoraria for delivering Research 
Memorial Lectures or for contributing a series 
of articles in the Journal of the Institute.

 Financing a research in project by payment 
of expenses of a research in advanced as-
pects of accounting or auditing either inde-
pendently or in collaboration with a Univer-
sity Research Foundation or Chambers of 
Commerce.

3. BENEFITS TO THE STUDENTS
 Providing financial assistance to poor and 

BECOME MEMBER OF SVAMF AND HELP OUR STUDENTS’ FRATERNITY

AN APPEAL
The S.Vaidyanath Aiyar Memorial Fund

deserving articled and/or audit assistants 
for payment of coaching board and exami-
nation fees.

4. MEMBERSHIP
Life Members : One time nominal  
   payment of Rs.500/-
Ordinary Member : Annual Subscription  
   of Rs. 50/-
Voluntary Contribution : Any amount

5. EXEMPTION
Contribution to SVAMF is exempted from Income 
Tax under Section 80G of the Income Tax act.

APPEAL
I therefore urge the members to attain the 
membership of the said fund and also motivate the 
members to carry out research Activities & at the 
same time help the needy & deserving candidates 
pursuing the Chartered Accountancy Course. 
The prescribed Form for the life membership is 
available at www.icai.org
 Vice President 
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Eligibility for Admission: (i) 10+2 or its equivalence; (ii) Passed Common Proficiency Test/PE-1/
Foundation From ICAI; and (iii) Registration in Professional Competency Course/PE-II/Intermediate of 
ICAI (OR) Already passed Professional Competency Course/PE-II/Intermediate of ICAI
Duration: 3 Years (1 year for those who have already passed CA First Stage)
Medium of Instruction: English and Hindi           Fee: Rs.4,000/- consolidated

MASTER OF COMMERCE IN FINANCE AND TAXATION (M.COM F&T)
Eligibility for Admission: (i) Graduate in any discipline or equivalence from a recognised University/
Institute; and (ii) Admitted in Chartered Accountancy Final Course (OR) Already passed Chartered 
Accountancy
Duration: 2 Years (1 year for those who have already passed CA)
Medium of Instruction: English               Fee: Rs.5,000/- consolidated
The Student Handbook and Prospectus can also be obtained from 15th July 2008 from all the Regional 
Centres of IGNOU, or from the Registrar, SR&E Division, IGNOU, Maidan Garhi, New Delhi-110068, in 
person on payment of Rs.400/- in cash or through post by sending an IPO or Demand Draft of Rs.450/- 
drawn in favour of IGNOU 
Last Dates 
Requisition for supply of Prospectus by post:   10th August 2008 
Submission of forms at the Regional Centres:   31st August 2008 
Late and complete application forms shall be summarily rejected. No correspondence in this regard will 
be entertained.
Please see the website of ICAI “www.icai.org ----students---bos announcement

Invites Application for Admission to the  
B.COM WITH MAJOR IN ACCOUNTANCY AND FINANCE (B.COM A&F)

    M.COM IN FINANCE AND TAXATION (M.COM F&T)
For July 2007 session

Exclusively for Chartered Accountancy students
Designed and Developed in collaboration with

The Board of Studies, The Institute of Chartered Accountants of India
BACHELOR OF COMMERCE WITH MAJOR IN ACCOUNTANCY AND FINANCE (B.COM A&F)

INDIRA GANDHI NATIONAL OPEN UNIVIERSITY
Maidan Garhi, New Delhi-110 068

EXAMINATION DEPARTMENT IMPORTANT ANNOUNCEMENT

Sub: UPWARD REVISION OF VERIFICATION FEE OF THE CHARTERED ACCOUNTANTS 
EXAMINATIONS

The Council of the Institute has decided to increase the verification fee of answer books of the Chartered 
Accountants Examinations and accordingly , the revised verification fee will be Rs. 100/- per paper, 
subject to a maximum of Rs. 400/- effective from May 2008 Chartered Accountants Examinations.
Candidates intending to apply for verification of answer books after the declaration of results of May 
2008 CA Examinations may kindly note the above change in verification fee and pay the revised fee as 
indicated above alongwith the application for verification of answer books.

                                                                                 (G. Somasekhar)
                                                                      Sr. Joint Secretary (Exams)
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The Committee for Members in Industry of the Institute organises Campus Placement Programme for 
newly qualified Chartered Accountants at various centres all over India. The scheme has been evolved 
to provide an opportunity both to employing organisations as well as the young professional aspirants to 
meet and explore the possibility of taking up positions in Industry. In the last such Interviews conducted in 
February-March-April, 2008 at various centres, about 250 recruiting teams of leading organisations of the 
country reviewed the bio-data of around 3800 newly qualified Chartered Accountants.

INVITATION TO CANDIDATES QUALIFIED IN CA FINAL MAY 2008 EXAMINATION
It has been decided to organise Campus Placement Programme at 18 centres, viz., Ahmedabad, Bangalore, 
Baroda, Chandigarh, Chennai, Coimbatore, Ernakulam, Hyderabad, Indore, Jaipur, Kanpur, Kolkata, 
Mumbai, Nagpur, Nashik, New Delhi, Pune & Surat in August-September 2008. As earlier, a large number 
of leading organisations are expected to participate. 
The revised schedule of the Campus Placement Programme is as below: 

Centre Dates*
Pune 26th August 2008 to 29th August 2008
Ahmedabad, Baroda, Chandigarh, Coimbatore, 
Ernakulam, Hyderabad, Indore, Jaipur, Kanpur, 
Nagpur, Nashik and Surat

2nd September 2008 to 5th September 2008

Bangalore, Chennai, Kolkata, Mumbai and New 
Delhi

17th September 2008 to 25th  September 2008

* Excluding Sunday
INVITATION TO EMPLOYERS
The Committee for Members in Industry of the Institute provides opportunity to the employers to interact 
with newly qualified Chartered Accountants and makes all arrangements at its centres, thereby providing a 
cost effective mode of recruiting newly qualified Chartered Accountants.
Organisations intending to recruit newly qualified Chartered Accountants through the above said scheme of 
Campus Placement Programme are requested to get in touch with Dr. Surinder Pal, Secretary, Committee 
for Members in Industry, Indraprastha Marg, New Delhi - 110002, Tel. No. (011) 30110450/442 E-mail: 
placements@icai.org, spal@icai.org; Fax- +91(11) 30110583 (or) Mr. Ajeet Nath Tiwari, Placement 
Coordinator, at Tel +91(11) 30110450..
An organisation can also participate in one or more centres, as per its requirements. Firms of Chartered 
Accountants are also welcome to join. For further details please log on to www.cmii.icai.org or http://www.
icai.org.

 Chairman
Committee for Members in Industry

Museum of the Institute
Attention of members are invited that it has been decided to have a museum of the Institute which can 
enable students and members to explore collections for inspiration, learning and enjoyment. You are 
therefore requested to provide any such item, viz., historic press clippings, mementoes, any document 
whose heritage needs to be shared with others, classic photographs and ancient paintings related to 
the Institute and the profession, handicrafts having any link with the culture heritage of our Institute, 
stamps, video shoots, posters etc, or an item which according to you may be preserved and displayed 
in the said museum for the inspiration of our coming generations. 
In case the material to be sent is delicate/bulky and, thus, needs extra care, you may inform us and the 
suitable arrangement for collecting the same shall be made.

- President

CAMPUS PLACEMENT PROGRAMME 
AUGUST-SEPTEMBER 2008

FOR NEWLY QUALIFIED CHARTERED ACCOUNTANTS
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AUDITING AND ASSURANCE STANDARDS BOARD (AASB)
Exposure Drafts Comments Due by

Revised Standard on Auditing (SA) 600, Special Considerations – Audits of Group 
Financial Statements (Including The Work of Component Auditors)
(Published in June, 2008 issue of the Journal.)
http://www.icai.org/icairoot/announcements/announ1453.pdf

July 31, 2008

Revised Standard on Auditing (SA) 260 “Communication with Those Charged 
with Governance”
(Published in May, 2008 issue of the Journal.)
http://www.icai.org/icairoot/announcements/announ1379.pdf

June 15,2008

Revised Standard on Auditing (SA) 530, Audit Sampling 
(Published in March, 2008 issue of the Journal.)
http://www.icai.org/icairoot/announcements/announ1321.pdf

April 30, 2008

Revised Standard on Auditing (SA) 250, The Auditor’s Responsibilities Relating 
to Laws and Regulations in an Audit of Financial Statements
(Published in February, 2008 issue of the Journal.)
http://www.icai.org/icairoot/announcements/announ1296.pdf

April 30, 2008

Revised Standard on Auditing (SA) 580, Written Representations
(Published in November, 2007 issue of the Journal.)
http://www.icai.org/icairoot/resources/revised_sa580.pdf

December 15, 2007

Revised Standard on Auditing (SA) 570, Going Concern
(Published in October, 2007 issue of the Journal.)
http://www.icai.org/icairoot/resources/expd_sa_570.pdf

December 15, 2007

Note: Though, for the benefit and information of the interested readers, an exposure draft shall continue 
to be hosted on the website of the AASB even after its last date for comments has expired, no comments 
thereon, after the expiry of the said date, would be considered by AASB, as the case may be.
An exposure draft would be removed from the AASB’s website when the final standard is issued or if the 
project is dropped. 

Auditing and Assurance Standards Board
Outstanding Exposure Drafts (Issued by AASB)

As an endeavour to achieve its objectives, the Committee on Insurance & Pension has started compiling 
an electronic newsletter containing the daily news updates in the area of Insurance & Pension, which is 
uploaded on its portal [www.insuranceicai.org] on daily basis, except for Saturdays, Sundays and other 
Gazetted holidays. The newsletter focuses on topics related to:

 Life Insurance: covering news from various life insurance companies.
 Non life Insurance: covering news from various general insurance companies.
 Developments relating to health Insurance
 Developments relating to Reinsurance
 Developments relating to Pension/PFS
 Developments relating to The Insurance Regulatory Development Authority (IRDA)
 Excerpts from interviews with CEO’s, CFO’s and CMD’s of Insurance companies.
 News involving global players such as Lloyd’s, Swiss Re and Munich Re (related to India)

The Newsletter is available at hyperlink:
http://www.insuranceicai.org/pressclippings.aspx
Members and others concerned to keep abreast of the developments in Insurance & Pension sectors 
may make use of this facility.

ANNOUNCEMENT REGARDING ELECTRONIC NEWSLETTER
ON INSURANCE AND PENSION

COMMITTEE ON INSURANCE AND PENSION
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It has always been the focus of the Institute to provide learning opportunities to all the members and 
also to introduce new courses and IT based programmes for our members and students to acquire 
proficiency in the sphere of Information Technology and attain the required level of competency in 
the professional world.
We would like to draw your attention towards the President’s message page of the April, 2008 issue of 
the Journal, ̀ The Chartered Accountant’. In his address to the professional colleagues, the President 
has emphasised on the need to ensure that all members of the Chartered Accountant fraternity of 
1,45,000 plus members, especially senior members, become computer savvy and hence, be able to 
use the latest technology to synchronise with the dynamic working methodology. The President has 
expressed his desire that all members should become proficient in the use of computers by the end 
of this year, without dependency of any kind.
Keeping the above in view, the Continuing Professional Education Committee and the Committee 
on Information Technology, in this Diamond Jubilee Year of the Institute, are together organising 
Computer Awareness Programmes (CAPs) at Regional and Branch levels, especially for senior 
members, to ensure their compatibility with the latest technologies and to make them self-depend- 
ent in using computers. These programmes intend to make the members conversant with the usa- 
ge of computers for their day-to-day working. To enable the participants to have a future reference 
material, a brief background material along with a set of Computer Based Training CDs is also bei- 
ng provided to the POUs without any cost to them.
We therefore suggest all the senior members of the Institute, who find it difficult to work on computers, 
to approach the concerned Regional Councils and Branches to coordinate and participate in these 
programmes and also encourage other professional colleagues to join the same, if felt necessary by 
them also. 

Announcement for Senior Members regarding Computer Awareness 
Programmes (CAPs)

Chairman,
Continuing Professional Education Committee

 Chairman,
 Committee on Information Technology

Chennai Delhi Mumbai
MS-Excel as an Audit tool Aug-09 CAAT's/GAS Tools Aug-24 Tally for Auditors Aug 9-10
Demo Of Penetration Tool Aug-23 MS-Excel as an Audit tool Aug-31 CAAT Tools Aug 30-31

Further details about these workshops are available on the ISA Portal at www.isaicai.org.  Workshop 
registration is on first-come-first-served-basis on receipt of duly filled-in form with workshop fee.  Please 
book seats well in time.  Walk-in registrations are generally not available.

B. ICAI ERP Courses - SAP FICO, Oracle 11i Financials & Microsoft NAV Dynamics

The Committee has identified ERP as the next focus area for the development of members, after 
Information Systems Audit (ISA), which has been very popular amongst the members.  As a part of this 
initiative, special training programme on (a)  SAP ERP FICO module training, (b) Oracle 11i Financials 
(c)  Microsoft NAV Dynamics (Delhi Aug 22-24, Mumbai Aug 28-30) (d)  IT conference at Kolkatta (Aug 
29-30). Further details are available on the official website of the Institute at www.icai.org (Exact URL is 
http://www.icai.org/icairoot/announcements/announ1056/TechnologyInitiativeERP.html).

C. Information Systems Audit Course (ISA)
Members interested in qualifying the Information Systems Audit (ISA) Post Qualification Course (PQC) AT 
in December 2008 attempt may join now and complete their ISA Professional Training by, October 2008. 
For further details about the ISA PQC, please refer to ISA Prospectus available at sale counters of the 
Institute and the ISA Portal at www.isaicai.org.

Committee on Information Technology, ICAI

A. Practical Workshop Scheduled for July-August, 2008
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ICAI AWARDS FOR EXCELLENCE IN FINANCIAL REPORTING
Invitation to Participate in the Competition for the year 2007-08

Last date for receipt of entries: 30th September, 2008
Objective

To recognise and encourage excellence in the preparation and presentation of financial information with the 
mission of greater accountability and well-informed decision making.

Categories of the Awards
Category I Manufacturing and Trading enterprises (including Processing, Mining, Plantations, 

Oil and Gas enterprises)
Category II Banking and Financial Institutions (including NBFCs, Mutual Funds, Unit Trust of 

India, Investment Bankers, HFCs etc.)
Category III Service sector (including Hotels, Consultancy, Transport, Stock Exchanges, R&D, 

Private Hospitals)
Category IV Insurance Sector
Category V Information Technology, Communication and Entertainment enterprises
Category VI Infrastructure & Construction sector (including Power Generation and Supply, Port 

Trusts, Metro, Roads)
Category VII Others (Section 25 companies, Educational Institutions, NGOs, Charitable hospitals 

and other organisations)
In a case, where an organisation is engaged in more than one business, the dominant source of revenue 
will determine the category to which the organisation belongs.

Awards to be distributed
One Gold Shield and one Silver Shield will be awarded in each category for the best entry and the next best 
entry, respectively.

Conditions for Entry
I The Annual Report for entry to the 2007-08 Competition should relate to the financial year ending 

on any day between 1st April, 2007 and 31st March, 2008 (both days inclusive).
II Ten copies of the following documents should be sent:

(a) Annual Report
(b) Quarterly/Half-yearly Financial Results published during the year (specifically mentioning their 

date of publication) alongwith the Limited Review/Audit Report, where applicable.
III The following documents (or such other similar documents as are prepared by the  

organisation concerned) should form part of the Annual Report:
(a) Balance Sheet
(b) Profit and Loss Account
(c) Directors’ Report
(d) Chairman’s statement or speech at the Annual General Meeting. If a copy of the state-

ment or speech of the Chairman was circulated to the shareholders alongwith the Annual  
Accounts, specific mention of this fact may be made.

IV The entry to the Competition should be accompanied by a declaration that the Annual  
Reports submitted are the same that have been circulated to the common shareholders.

V No fee is payable.
VI Cyclostyled copies of the Annual Report and Accounts will not be accepted. This condition, however, 

does not apply to entities covered by Category VII.
VII In all matters concerning the Competition, the decision of the panel of judges appointed  by the 

Institute will be final.
Entries to the Competition for the year 2007-2008 should be submitted in the duly filled entry form (available on 
the Institute’s Website www.icai.org under the link http://www.icai.org./icairoot/announcements/announ1487.
pdf or can be obtained from the Institute’s Office at New Delhi) with relevant enclosures and sent to:
Secretary, Research Committee, The Institute of Chartered Accountants of India, ICAI Bhawan, Post Box 
No. 7100, Indraprastha Marg, New Delhi – 110 002; E-mail: research@icai.org, tdte@icai.org. 
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Announcement for all Members regarding Self Declaration Form for 
availing CPE Hours Credits through Unstructured Learning Activities 

The CPE Committee has been issuing various pronouncements for guidance and reference of the members 
to enable them to comply with the CPE requirements easily. 
Since, the Unstructured CPE learning activities have been made applicable w.e.f. 1st January 2008, the 
Council has issued a new CPE Advisory on Unstructured CPE Learning Activities, which was published 
in the June, 2008 issue of the Institute’s Journal. This Advisory serves as a guidance and direction to the 
members who desire to avail CPE Hours Credits through Unstructured CPE Learning Activities.  
According to this Advisory, the members would be required to submit a self-declaration form once in a year only 
before 31st May, to avail the CPE Hours Credit for the entire Unstructured Learning Activities undergone by them 
in the previous year. The last date of submission of the Self Declaration Form for the current calendar 
year is 31st May 2009. The format of the said self-declaration form is given below for reference of the members. 
This format has been included as Annexure I in the CPE Advisory on Unstructured Learning Activities. This  
form would have to be submitted to the concerned Decentralised Offices. The members could also submit the 
same to the Sub-Decentralised Offices for onward submission to the concerned Decentralised Offices.

Self-Declaration Form to avail CPE Hours Credit for Unstructured Learning Activities 
For the Calendar Year _________

Name: 
Membership No.:
Address:
Contact No.:
E-mail id:

Details of Unstructured Learning Activities Undergone
Type of ULAs Particulars Details

Topic Date Requested 
CPE hours

Web-based Web-based Learning modules
Self-learning Self-learning Modules and Courses

(1) Audio-tapes/video-tapes. 
(2) Correspondence courses.
(3)Computer based learning programmes

Home study Reading and Individual Home Study
Discussion on Technical Issues Group or Bilateral Discussion on Technical Issues
Acting as Faculty Acting as visiting faculty or guest faculty at 

various Universities/Management Institu-
tions/Institutions of National Importance

Teleconferencing Programmes Participation in CPE Teleconferencing Pro-
grammes without supervision of the POU

Questionnaires/Journals Providing solutions to questionnaires/puzzles 
available on Web/Professional Journals

Internal Training Programmes Internal Training Programmes being or-
ganised by firms of Chartered Accountants 
with seven or more partners

Total CPE Hours requested

Undertaking 
I, _______________________________________________, (name of the Member) hereby declare that I 
have undergone the unstructured learning activities as indicated by me in this form above.
I also confirm that the information given by me for claiming CPE credit hours for each unstructured activity is correct.
Place:
Date:                                                                                                                     Signature of the Member
Note: Members may annex a separate sheet if the given format is not sufficient for filling in complete details.

Continuing Professional Education Committee 
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NEW PUBLICATION FROM THE COMMITTEE ON 
INTERNAL AUDIT

Technical Guide on Internal Audit in Telecommunications Industry 
(Pages: 69 + 13 initial pages+ 2 Cover pages)
Price: Rs. 125/- (including CD)
The Committee on Internal Audit recently has issued Technical Guide on Internal Audit in 
Telecommunications Industry for the members as well as other readers who are working 
as internal auditors with a view to provide an in-depth understanding of the business culture, 
systems, and processes in the Telecommunications industry. It would help the readers in 
understanding the various technicalities arising during the internal audit in a telecom com-
pany.
Significant features of the TechnicalGuide 
are:
 Extensive knowledge about the basic op-

erations, regulations  of the activities of 
the industry.

 Detailed guidance about the network archi-
tecture, regulatory framework, frauds and 
telecom related risks, revenue recognition.

 Internal auditor's procedures in respect of 
aspects such as metering and billing audit 
network, dunning process, waiver manage-
ment.

 A list of abbreviations and glossary of the 
terms is also given in this Guide for the 
ease reference of the reader.

 The Guide comes with a CD of the entire 
Guide to ensure ease of  reference and re-
usability.

Ordering information:
The publication(s) can be obtained from the 
sales counter at the regional offices or at the 
Head office of the Institute. Copies can also be obtained by post. To order by post, send a 
demand draft for the amount of price of the publication (add the charges indicated below 
for the desired mode of delivery) in favour of the "The Secretary, The Institute of Char-
tered Accountants of India, New Delhi", payable at New Delhi, to the Postal Sales Depart-
ment, the Institute of Chartered Accountants of India, A-94/4, Sector-58, Noida - 201301 -  
(U.P.).
Postal Charges:
By Courier: Within Delhi:  Rs. 12/-.
 Rest of India:  Rs. 22/-.
By Registered Parcel: Within India:  Rs. 36/-.
By Unregistered Parcel: Within India:  Rs. 19/-.
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         Two Days Workshop on IFRS
Organised by Committee for Members in Industry of ICAI

Objective The Program is intended to give an overview of Application of IFRS in Indian Sce-
nario. The program focuses more on concepts that are relatively new under Indian 
GAAP and on topics which by and large potentially impact the net worth and prof-
it or loss under more common situations. Additionally it is intended to give over-
view on select other topics across the spectrum. Considering the fact that a lot of 
challenges are faced during the first time implementation, a session is dedicated 
on sharing implementation experience by various consultants and users both large  
and SME. 

Date & Time August 29 – 30, 2008  (0830 hours to 1730 hours daily) 

Venue Welcom hotel, Baroda

CPE Credit 12 hrs

Resource Persons Nationally renowned experts having in-depth knowledge, experience and expertise 
about the IFRS will be addressing the program. 

Topics to be discussed

Fees Rs. 3,000/- for members 
Rs. 4,000/- for non-members
Cheque (local)/draft in favour of “Workshop on IFRS” payable at Baroda.

Contact Details

Programme Chairman CA. Sanjeev Maheshwari, Chairman CMII
+9198211 19043
Email: casanjeevmaheshwari@gmail.com

Programme Director CA. Ashok Rameshchandra Thakkar
Chairman, Baroda Branch of WIRC
+91 9327243479\9825048551,   
Email: artvca@gmail.com

Programme Coordinator CA. Atul Parikh 093762 17261

For Registration and En-
quiry Contact

Dr. Surinder Pal
Secretary, Committee for Members in Industry
The Institute of Chartered Accountants of India 
ICAI Bhawan, Indraprastha Marg
New Delhi – 110 002
Ph. 011-30110442; Fax No. 011-30110583
Email: spal@icai.org; cmii@icai.org

Hosted By Baroda Branch of WIRC of ICAI

  Overview of IFRS – Model IFRS Financial Statements  
First Time Adoption of IFRS

  Consolidation/Joint Venture and Equity Affiliates, Business Combinations
 Revenue Recognition, Financial Instruments, Foreign Currency Transactions 

and Translation
 Employee Benefits including ESOPs
 Fixed Assets/Asset Retirement Obligation/Embedded Leases/Borrowing 

Costs/Impairment/Deferred Tax Provisions, EPS, Segmental Information, Re-
lated Parties

 Changes in Accounting Policies and estimates
 Events after Balance Sheet Date, Intangible Assets, Discontinued Operations, 

Interim Financial Statements, Service Concession Agreements
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THREE DAYS RESIDENTIAL REFRESHER WORKSHOP

Date & Time 22nd to 24th August  (Friday - Sunday) (Reporting time 2 .00PM on 22nd August and 
Check out at 1.00 PM on 24th August, 2008)

Venue Lake Palace, Thirumala Ward, Chungam, Alleppey, Kerala 
Website address: www.lakepalaceresort.com

CPE Credit 12 hours

Discussion
Sessions 

 International Taxation
 Inbound & Outbound Foreign Investments
 Raising of Financial Resources – through Private Equity
 Issues & Implementation of Important Accounting Standards
 Compliance issues in Taxation - e-filing, TDS, etc.

Resource Persons Eminent Speakers will address the Residential Refresher Course

Fees

Residential (including accommodation, breakfast, lunch, dinner and course 
material):
For Members:        Per Participant (on twin sharing basis):  
                           Rs. 8000/- ;  Per Participant – Individual:             
                           Rs.15,000/- ;  Accompanying person: - For   
                           Spouse: Rs. 6000/-, -  For Children: Rs.4,500/-   
                             (Age below 15 years)
For Non-Members: Rs.10,000/-
Non- Residential : ICAI Members - Rs.4,000/- ; Non-Members      
                              -    Rs.5,000/-

   Fees payable by DD/Cheque in favor of `Chairman, Alleppey Branch of SIRC of 
ICAI’ payable at Alleppey and send it to Chairman, Alleppey Branch of SIRC of 
ICAI, “ICAI Bhawan”, Behind District Co-operative Bank Building Lane, Munici-
pal Office Ward, Opp. Town Hall, Palace Road, ALAPPUZHA-688 001.

  Restricted to 50 participants on FIRST COME FIRST SERVED BASIS
For further information logon to www.icai.org; www.placements-icai.org

Contact Details

Programme Chairman CA. Sanjeev Maheshwari, 
Chairman, Committee for Members in Industry
Mob. 098211 19043, Email:casanjeevmaheshwari@gmail.com 

Programme Director CA. V.C. James,
Member, Committee for Members in Industry
Mob. 098470 34528, Email: vcjames_2005@yahoo.com; vcjames@airtelmail.in

Programme Chief - 
Coordinator

CA. Antony Mathew.M.
Chairman, Alleppey Branch of SIRC of ICAI
Mob. 98470 85332; 0477 - 226 1458, Email: amalayil@vsnl.com

Programme Coordinator

Dr. Surinder Pal
Secretary, Committee for Members in Industry
The Institute of Chartered Accountants of India
ICAI Bhawan, Indraprastha Marg
New Delhi – 110 002
Ph. 011-30110442; Fax N. 011-30110583, Email: spal@icai.org; cmii@icai.org
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NATIONAL MEGA CONFERENCE – ‘GOA 2008’
Organised by Continuing Professional Education Committee 

& Hosted by Goa Branch of WIRC of ICAI
 TITLE “INVIGORATING INTELLIGENCE”
Date & Time Friday, Saturday & Sunday, 22nd - 24th August 2008
Venue Holiday Inn Resorts & Spa, Varca – Salcete - Goa.

Discussion
Sessions

CPE Credit Hours 12 hours

Fees

Registration – 
Residential: Rs. 7,950/- per Member
                     Accompanying Spouse Rs. 6,950/-
                     Accompanying Children: Below 12 years Rs. 3875/-
                                                             Above 12 years Rs. 6,950/-
                    (Includes Course Material / 2 nights Stay / 2 lunches / 2 Dinners
                     / 2 Breakfast / Entertainment & Conference)
 Non Residential: Rs. 2,750/-
                              (Includes Course Material / 2 lunches / Conference 2 Days)
Cheque/DD to be drawn in favour of “Goa Branch of WIRC of ICAI” payable at Goa and 
should be sent to:
Goa Branch of WIRC of ICAI, Kamat Towers, 201/202, Second Floor, Patto Plaza, Panaji Goa.

Contact  

Persons

&

Contact 

Details

Topics Speakers
Technical Session I
Direct Tax issues in Real Estate Transactions/ Immov-
able Properties & Construction Contracts
Technical Session II
Service Tax – Union Budget ’08 Changes & Recent 
Developments
Technical Session III
Indian Capital Markets – 10K or 24K? Portfolio Manage-
ment/Consulting for HNI’s 
Technical Session IV
Accounting Standards Insights/Auditing standards 
insights- Perspective for SME’s and Getting Ready for 
the Future
Technical Session V
Direct Tax Issues – International Taxation & Tax Plan-
ning (FBT/TDS etc) – SME Perspective
Technical Session VI
Direct Tax Issues in Tax Audit (Including Reference to 
Accounting Standards Applicable)
Technical Session VII
Brief Insights into Accounting & Taxation aspects of 
Carbon Credits

CA. Tarun Ghia

CA. A. R Krishnan

CA. C. S Nanda, Chairman
CFM & IP

CA. Rakesh Agarwal

CA. Sunil Kothare

CA. Jayant Gokhale, Central 
Council Member, ICAI

CA. Rajkumar S. Adukia, 
Central Council Member, ICAI

CA. K. Raghu
Chairman, CPE Committee
Conference Chairman

E-Mail: Kraghu9999@gmail.com

CA. Preeti P. Mahatme
Vice-Chairperson, CPE Committee
Conference Director

E-Mail: preeti@mahatmeindia.com

CA. Gautam R. Verlekar
Chairman, Goa Branch
Joint Co-ordinator

E-Mail: gautamscorpio@rediffmail.com
Mobile No. 09326102192

CA. Shreepati G. Hegde
Vice-Chairman, Goa Branch
Joint Co-ordinator

E-Mail: sghegde_goa@sancharnet.in 
Mobile No. 09422063632
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Two days programme on Professional opportunities in Drafting, conveyancing,  
registration and stamping of commercial and other documents
Organised by Committee on Economic and Commercial laws

of the Institute of Chartered Accountants of India
Hosted by Western India Regional Council of ICAI

  At J.S. Lodha Auditorium, ICAI Bhawan, Mumbai
On 1st and 2nd August 2008

CPE Hours – 12 Hours 

Topics Speakers
Principles of good drafting and conveyancing Shri Jairam Chandnani, Advocate 

Provisions of Indian Stamps Act -- States Acts 
—Planning --- Stamp duty amnesty scheme

Shri Vinod Sampat, Advocate*

Mandatory registration of documents --- advan-
tages of registration of non-mandatory documents

Shri Praveen N Veera, Advocate *

Drafting of sole selling agency agreements, 
merger schemes, scheme of rehabilitation

CA Rajkumar S. Adukia, Chairman, CECL, ICAI

Drafting trust deed (Private/public), Partnership 
deeds, Memorandum of Association

Shri Ankoosh Mehta*

Drafting of foreign collaboration agreements and 
joint venture agreements

Shri Vishal Gandhi, Advocate

Drafting of LLP agreements and anti competitive 
agreements

Shri Ramnarayan, Advocate * 

Drafting of wills-Provisions of Indian Succession 
Act 1925, Hindu Succession Act, 1956

Shri Jairam Chandnani, Advocate

Other laws relating to intestate and testate suc-
cession Agreements

Dr. A.L. Saini

 Contact Persons

       Email: - kdhiraj123@hotmail.com

Fees

Rs. 2,200/- per participant, Rs. 2,500/- for non-members. 
The cheque should be drawn in favour of Western India 
Regional Council of the Institute of Chartered Accountants 
of India payable at Mumbai and should be sent to West-
ern India Regional Council of the Institute of Chartered 
Accountants of India, ICAI Bhawan, 27, Cuffe Parade, 
Colaba, Mumbai 400 005. 

* Subject to confirmation

  CA. Rajkumar S. Adukia, Chairman, Committee 
on Economic and Commercial laws

 CA Pankaj I. Jain, Central Council Member, ICAI, 
Programme Director

 Mob: 9820087168, E-mail: - pankaj@icai.org
 CA Brijmohan Agarwal, Chairman, WIRC, Pro-

gramme Co-ordinator
 Office: - 022-26691254, Mob: 09820188573
 Email- brijmohan@icai.org
  CA Dhiraj Kumar Khandelwal, Secretary, WIRC, 

Programme Co-ordinator 
 Phone: - 022-22073080, Mob: 09322516004
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Diamond Jubilee ALL INDIA CA CONFERENCE – 2008

Organised by Continuing Professional Education Committee 
& Jointly Hosted by Bhubaneswar & Cuttack Branches of EIRC of ICAI

 TITLE “TODAY’S CHALLENGES - TOMORROW’S OPPORTUNITIES”

Date & Time Saturday & Sunday, 23rd - 24th August 2008

Venue HOTEL SWOSTI PLAZA, BHUBANESWAR

Discussion
Sessions

CPE Credit Hours 12 hours

Fees

Members Rs. 1700/-
Non-Members Rs. 2000/-
Corporate Members - Rs. 2500/-

Cheque/DD to be drawn in favour of “Diamond Jubilee ALL INDIA CA CONFERENCE” 
payable at Bhubaneswar and should be sent to:

Bhubaneswar Branch of the EIRC of ICAI, “ICAI Bhawan”, A-122/1, Neelkant Nagar, 
Nayapalli, Bhubaneswar - 751 012
OR
Cuttack Branch of EIRC of ICAI, “ICAI Bhawan”, Room No. 210 & 211,  
Gallery No. 4, Barabati Stadium Complex, Cuttack - 753 005

Contact  Persons

&

Contact 

Details

CA. K. Raghu
Chairman, CPE Committee
Conference Chairman

E-Mail: kraghu9999@gmail.com

CA. Subodh Kumar Agarwal
Central Council Member, ICAI 
Conference Director

E-Mail: subodhka@yahoo.com
subodhka@gmail.com

CA. Sanjit Patra
Chairman, Bhubaneswar Branch, Joint Co-
ordinator

E-Mail: patrasanjit@yahoo.com
Mobile No. 09861166226

CA. Shiba Narayan Sahu
Chairman, Cuttack Branch, 
Joint Co-ordinator

E-Mail: shiba_narayan@rediffmail.com
Mobile No. 09437269919

Topics Speakers
Technical Session I
Moving towards complete convergence to 
IFRS.  
Technical Session II
Issues in Corporate Taxation  
Technical Session III
Motivation & Communication Skills
Restructuring Professional Practice

Technical Session IV
Technology shaping the audit Practice

Effectiveness of Audit Committee – myth or 
reality

Technical Session V
Taxation of Charitable Institutions
Technical Session VI
Current issues in Service Tax

CA. Dolphy D’Souza

CA. Suresh Senapati

Dr. S.K. Mishra
CA. Rajkumar S.  Adukia, Chair-
man Professional Development 
Committee

CA. S. Gopalakrishnan, Central 
Council Member ICAI
Prof. Mubeen

Dr. Girish Ahuja

CA. Raghuraman
Shri. Goutam Bhattacharya
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National Seminar on Corporate Governance
Organised by: Committee on Corporate Governance (CCG) of ICAI jointly  

with WIRC of ICAI.
   Sponsored by: National Foundation for Corporate Governance (NFCG)

Date Venue CPE (Credit) Fees
Saturday, August 23, 
2008

Raghuleela Mega Mall, Kan-
divali West, Mumbai

6 Hours For ICAI Members -Rs.1000/-  and  for 
Non-Members       Rs. 1200/-

Discussion Sessions
1st Technical Session: 
Proactive Role of Board to improve Corporate Gover-
nance effectiveness.

3rd Technical Session:
Corporate Governance in Family Owned Business & 
SME Sector.

2nd Technical Session: 
Corporate Governance practices in Public Sector Enter-
prises

4th Technical Session: 
Impact of IT in facilitating Corporate Governance & Risk 
Management.

Contact Persons and Contact Details
CA. S. Santhanakrishnan,
Chairman, CCG, ICAI.
Programme Chairman
Mobile: 09841073308
Email id: skca@sandsca.
com
ssca@vsnl.com

CA. Atul Bheda, Chair-
man, Committee on 
Information Technology, 
ICAI.
Programme Director
Mobile: 09323323667
Email id: bhedaac@mtnl.
net.in

CA. Brijmohan Agarwal, 
Chairman, WIRC of ICAI.
Programme Co-ordinator
Mobile: 09820188573,
09322867449 Email id: 
brij@bnmca.com,  
brijmohan@icai.org

CA. Dhiraj Khandelwal, 
Secretary, WIRC of ICAI. 
Programme Coordinator
Mobile: 09322516004, 
09867642684 Email id: 
dkkhandelwal@icai.org, 
kdhiraj123@hotmail.com

Kolkata Diamond Jubilee IT Conference on
IT - An Enabler in the Success of CA’s 

On August 29-30, 2008 from 9.30 am to 5.30 pm

At: Royal Bengal City Centre, Salt Lake, Kolkata
Session Theme 
1st ERP implementation & Audit Off Shoring and Outsourcing – Max. Benefits & Man. 

Risks.
2nd IS Audit Forensic Audit
3rd Taxation and IT Information Security & Management Standards 

including COBIT
4th Data Warehousing Valuation of Software Companies
5th IT Risk Management e-Filing
6th Panel Discussion

Conference Registration is on First-Come-First-Served basis on receipt of application with Conference Fee of 
Rs.1,600/- per delegate by DD/Pay-Order/Cheque drawn in the favour of “The Institute of Chartered Accountants of 
India, EIRC” payable at Kolkata at “The Eastern India Regional Council of ICAI, The Institute of Chartered Accoun-
tants of India, ICAI Bhawan, 7 Russell Street, Kolkata – 700 071”. Please register early to reserve seat, as seats are 
limited. For further/updated details see www.icai.org or Ph.033 30211132/33/34.

12
CPE

Hours

Conference Chairman Conference Director Conference Convener 
CA. Atul Bheda, FCA 

Chairman, Committee on IT, ICAI. 
E-Mail: bhedaac@mtnl.net.in

Mobile: 09323323667

CA. Subodh Kr. Agrawal
Member, Committee on IT, ICAI
E-Mail: subodhka@yahoo.com

Mobile: 9830022848

CA. Nirupam Haldar
Chairman, EIRC, ICAI

E-Mail: eircchairman@icai.org; nirupamhal-
dar@vsnl.net Mobile: 09830110453

Organised by Committee on Information Technology, ICAI Hosted by Eastern India Regional Council, ICAI
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Programme for Independent Directors of Mutual Funds & Asset Management Committees 
Organised by Professional Development Committee 

Hosted by Western India Regional Council
at Hotel Taj Lands End, Mumbai on 29th - 30th August, 2008

CPE Hours 12 Hours
Fees Rs. 4000/- for members and Rs. 4500/- for non-members. The cheque should be drawn 

in favour of “Western India Regional Council of the Institute of Chartered accountants of 
India” payable at Mumbai and should be sent to The Western India Regional Council of 
the Institute of Chartered Accountants of India, ‘ICAI Bhawan’, 27, Cuffe Parade Colaba 
Mumbai 400 005.  

Contact  Persons and 
Contact Details

• CA. Rajkumar S. Adukia, Chairman, PDC
• CA. Jayant Gokhale, Programme Director
   E-Mail: jayant@icai.org
• CA. N. K. Munjal, Secretary, PDC, Programme Co-ordinator
  Ph. 011-30110411; Fax: 011-30110583
  Mob. : 9350799907; E-mail: nkmunjal@icai.org
• CA. B. M. Agarwal, Chairman, WIRC, Programme Co-ordinator
  Ph. 022-26691254/55/56/57; Fax: 022-26691233
  Mobile:9820188573/9322867449;E-Mail:brij@bnmca.com

National Seminar on Corporate Governance
Organised by: Committee on Corporate Governance (CCG) of ICAI jointly with EIRC of ICAI.

 Sponsored by: National Foundation for Corporate Governance (NFCG)
Date Venue CPE (Credit) Fees

13th September, 2008 Park Hotel, Kolkata 6 Hours Rs 1000/-

Discussion Sessions
1st Technical Session:
CAs - An indispensable entity for ensuring better Gover-
nance leading to Corporations’ continual success. 

3rd Technical Session: 
Code of Governance for Public Sector Enterprises & 
NGOs.

2nd Technical Session: 
Corporate Governance practices in the Banking and 
Insurance Sectors.

4th Technical Session: 
Corporate Social Responsibility & Sustainability Report-
ing.

Contact Persons and Contact Details
CA. S. Santhanakrishnan,
Chairman, CCG, ICAI.
Programme Chairman
Mobile: 09841073308
Email id:  
skca@sandsca.com
ssca@vsnl.com
sk@icai.org

CA. Subodh Kumar 
Agarwal, Central Council 
Member, ICAI
Programme Director
Mobile: 09830022848.
Email id: subodhka@
yahoo.com

CA. Nirupam Halder, 
Chairman EIRC of ICAI,
Programme Co-coordi-
nator
Mobile: 09830110453
Email id:  
eircchairamn@icai.org

CA. H. Ghosh
Senior Deputy  
Director &  
Secretary, CCG,
Mobile: 09350799928
Email id:
corpgov@icai.org
ghosh@icai.org

Topics be Discussed at the programme                                         
(i)  Over view of mutual funds-in the world and in India
(ii)  Various types of MFs
(iii)  Structure of MF funds-sponsor, AMC-including drafting of MF deed/Trustee Company concept-Provisions of 

Indian Trust Act 1882  
(iv)  Overview of MF regulations-SEBI regulations 1996
(v)  Ideal Corporate governance in MF - Role of audit committee, internal control, risk management
(vi)  Business of MF, various schemes, NAV, maximising returns etc
(vii)  Investor relation committee
(viii) Accounting and taxation aspects of MF investments-Is the present accounting appropriate
(ix)  Inspection of MF by SEBI
(x)  Role of independent directors/independent trustee
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Each one of us makes thou-
sands of judgment calls over the 
course of our lives. Some are 

trivial, such as what kind of cereal to 
buy; some are monumental, such as 
whom to marry.  Our ability to make the 
right calls has an obvious impact on the 
quality of our own lives.
An organisation’s succe- 
ss or failure depends on 
leader’s judgment. On a 
more personal level, it is  
the sum of a leader’s jud- 
gment calls that will de-
liver the verdict on his or 
her career and life. Good 
leaders make a habit of 
sensing, framing, and 

aligning so that they are prepared for 
the call, which can arise at any moment, 
frequently without warning.  This is par-
ticularly important in crisis situations; 
the likelihood of making a good call is 
vastly increased if the call is made in the 
context of a story line. 

Decision Making
The ultimate test of a leader 
is not whether he makes 
smart decisions and takes 
effective action in the short 
term, but whether he teach-
es others to be leaders and 
builds an organisation that 
can continue to be healthy 
and to thrive when he is not 

THE ULTIMATE ACT OF 
LEADERSHIP

— Jagendra Kumar 
(The author is Corporate Head, 
Shriram Group of Companies. 

He can be reached at 
kumar_jagendra@rediffmail.com)

For leaders, the significance and consequences of judgment calls are 
magnified exponentially because they influence the lives and liveli-
hood of others. It is a leader’s judgment that determines an organi-
sation’s success or failure. Healthy organisations have good leaders 
who nurture the development of other leaders at all levels of the 
organisation. This article explores the concept of leadership from 
professional point of view.
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around. The first phase of judg-
ment, preparation, incorporates 
three steps. First is to sense and 
identify the issue, which entails 
reading early signals; second 
is to frame and name it, setting 
clear parameters and providing 
a context; and third is to mobilise 
and align key stakeholders, in-
viting their input and harnessing 
their energy. Leader’s most im-
portant role in any organisation 
is making good judgments— 
well informed, wise decisions 
that produce the desired out-
comes. When a leader shows 
consistently good judgment, little 
else matters.  When he or she 
shows poor judgment, nothing 
else matters. Of course, it is not 
humanly possible to make the 
right call every single time. But 
the most effective leaders make 
a high percentage of successful 
judgment calls at the time when 
it counts the most. 

The Story Line
Most leadership judgment calls 
arise in calmer circumstances. 
Business decisions may in 
fact be more complex than of-
ficial ones because the defin-
ing values are so diverse. But 
normally, business leaders en-
joy the luxury of more time, so 
they arguably have no excuse 
for inadequate preparation, es-
pecially for having no story line. 
For example, look at a strategic 
judgment call by Dhirubhai Am-
bani.  

Ms Piramal’s book chronicles how 
brokers loyal to Dhirubhai created, 
virtually overnight, the “Friends of 

Reliance Association” to pick up 
the large chunk of shares, which 
the Marwari cartel was dumping 
in the market. They reportedly 
bought up 8.57 lakh shares out 
of the 11 lakh shares which the 
cartel had short-sold, thereby 
saving the stock from certain col-
lapse. To break the cartel’s back, 
they even insisted on delivery 
and charged an unprecedented 
backwardation, or undha badla, 
of Rs 50 per share. And thus was 
born the legend of Dhirubhai. A 
man who, it is now said, not only 
created India’s largest corporate 
house, but shared his wealth 
with shareholders creating un-
paralleled loyalty among inves-
tors. His basic principle: if his 
shareholders and suppliers and 
everyone connected to Reliance 
earned money, Reliance would 
also generate wealth that way.

As Dhirubhai Ambani battled 
for his life at the Intensive Care 
Unit of Mumbai’s upmarket 
Breach Candy Hospital, the 
markets, which had so often 
chanted his name in awe, were 
waiting for every bit of informa-
tion, every statement emanat-
ing from the Ambani family. In 
Mumbai’s streets, trains and 
the crowded lanes surrounding 
Dalal Street, the predominant 
topic of discussion on a mon-
soon-washed day was Dhirub-
hai’s health condition. So what 
is it that keeps the Dhirubhai 
mystique alive at the markets? 
The legend of Dhirubhai was 
an enduring one in the mar-
kets. There have been many 
stories of his successes, which 

the market has heard over the 
years. The signs of Dhirubhai’s 
vision were clear when, after 
his first stroke 16 years ago, he 
clearly groomed his two sons 
Mukesh and Anil to take over 
the reins of his empire. There-
after, he became a kind of phi-
losopher and guide for his sons, 
while the two of them grew in  
stature. 

Creating the Culture
Leaders create the culture, the 
place, and the conditions for 
employees and their work. This 
includes the physical conditions 
and the  management process. 
The most effective leaders first 
look at those elements before 
looking to individuals or groups of 
employees for assigning blame 
or attempting a fix. Most failures 
of organisations are failure to 
the management process, not 
employees' behavior. Although 
most organisations have some 
form of process management, 
few can specify their behavior 
management process. Indeed, 
supervisors and managers are 
often advised to find a manage-
ment style that fits their person-
ality and the situation. Because 
there are so many different per-
sonality types and possible situ-
ations in an organisation, there 
will be many different solutions 
to the same problem. No effec-
tive, stable leadership process 
is possible with this number of 
uncontrolled management vari-
ables. Conflict is inevitable, but 
broken relationships are option-
al. Learn the skills necessary 
to make conflict an opportunity 

Leader’s most important role in any organisation is making good 
judgments-well informed, wise decisions that produce the desired 
outcomes. When a leader shows consistently good judgment, little 
else matters. When he or she shows poor judgment, nothing else 
matters.
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for growth. Effective leaders 
do not shy from confrontation, 
but those leaders also have the 
necessary skills to handle con-
flict successfully. Give the lead-
ers on your team the skills and 
the vision they need to make 
confrontation work to every-
one’s advantage.

The ‘Follower’ Syndrome 
An effective management pro-
cess causes employees to do 
the right things at the right time 
in the right way. To have an ef-
fective management process, 
it is critical that you have an 
understanding of the variables 
that affect performance. Get-
ting and keeping followers oc-
cupied in meaningful activity is 
essential to a leader. Is it pos-
sible to train people to do the 
safe thing or the quality thing 
and have them doing what you 
trained them to do every time? 
Can you communicate priorities 
and have employees make de-
cisions about their time accord-
ingly? Can you delegate to oth-
ers and know that you will not 
have to worry about the cost, 
quality, timeliness, or appro-
priateness of their actions? Of 
course you can. Thus, the key 
issue of healthy organisations 
is leadership development. 
The effective leader is not only 
a continuous learner himself; 
he must also be a continuous 
teacher and builder of others. 
He must pass along what he 
has learned to others who will 
then pass their learning along 
to others.

Leaders create the culture, the place, and the conditions for 
employees and their work. This includes the physical conditions and 
the management process. The most effective leaders first look at 
those elements before looking to individuals or groups of employees 
for assigning blame or attempting a fix. Most failures of organisations 
are failure to the management process, not employees' behavior.

Making Permutation & Com-
binations
Despite the common belief that 
the bigger the reward, the more 
it impacts behavior, science tells 
us that the most effective conse-
quences are those that are im-
mediate and certain. The least 
effective are those that are de-
layed and uncertain. While im-
portant, removing an obstacle to 
performance does not guarantee 
that the desired performance will 
take place. A bank discovered 
this truism after they spent mil-
lions of dollars removing certain 
types of paperwork from their 
branches. Their consultants had 
convinced them that the admin-
istrative burden was suppress-
ing sales. To increase sales, pa-
perwork was reduced by 90 per 
cent, yet sales didn't increase. 
They failed by not building in 
PICs for the new behaviours, 
a very common mistake. They 
built in bonuses, thinking that 
doing so would drive the correct 
behavior. Bonuses are positive, 
future, and uncertain conse-
quences from the performers' 
perspective and are weak per-
formance drivers. Guess which 
category is the most common 
in the modern organisation? 
Bonuses, profit sharing, promo-
tions, and raises in pay are all 
positive, but they are future and 
uncertain consequences to the 
performers and as such they 
have little impact on behavior 
on a day-to-day basis. The size 
of the payoff only increases the 
pool of people who want to par-

ticipate in the activity and has 
little to say about how well they 
will work once selected. Unfortu-
nately, not all consequences are 
created equal. Some are more 
effective than others. Most of 
the consequences that organi-
sations use, such as compensa-
tion, performance appraisal, and 
reward and recognition prac-
tices are weak when it comes to 
getting behavior to occur every 
day.

Transparent Character in 
Leadership
Leader is a mirror that shows 
the true picture. A leader reflects 
the total transparent image to 
his team. Leaders need to know 
how to build healthy boundar-
ies with the people they lead 
and within their organisation. 
Discover how to resist outside 
forces and set limits. Leaders 
know that they are serving and 
building something bigger than 
themselves. Learn the freedom 
of developing transcendent 
character as a leader. Much 
of what is common knowledge 
about leadership is, in fact, fal-
lacious. Ideas extracted from 
our experience or that of oth-
ers may not actually identify the 
critical variables that made that 
approach work in that specific 
situation. We are all taught, for 
instance, to lead by example 
and to communicate, commu-
nicate, communicate! This kind 
of advice peddles the banal as 
wisdom and ignores the essen-
tials. While the leader's actions 
and the visual images he or she 
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paints with words are important, 
these are not the most powerful 
influences on behaviour. Much 
more has been modeled and 
communicated than has been 
done. Simply put, the impact of 
your example and of your com-
munications is to get followers 
do something once, perhaps 
twice. After that, they must see 
some personal benefit from their 
actions or the response to your 
example and your communica-
tions will diminish.

Extracting Optimal Respo- 
nses
Leaders who think that people 
will do their best because that's 
what is expected of them are 
prone to make errors by rely-
ing primarily on antecedents. 
This is especially pernicious 
because it leads to leadership 
beliefs and practices that pro-
duce suboptimal responses 
from the followers. You can best 
understand this when you con-
sider the most important aspect 
of human behavior. The tele-
phone may ring, but because 
we are in a hurry, we ignore it; 
we may know a company policy 
and not follow it; we may know 
a safety rule but violate it every 
way; we may know the speed 
limit and the consequences for 
speeding but exceed it every 
day. All of these things point to 
the fact that most problems that 
organisations face daily are not 
the result of not knowing what 
to do but are often treated by 
the organisation as though they 
are. Most attempts to resolve 

performance issues involve em-
phasising the importance of the 
actions, stressing the cost of 
failure, making our expectations 
clear, re-telling them, creating 
new policies and procedures, 
re-training employees and sim-
ply nagging them to do the right 
things.

Setting the Example
Things that save your followers 
time and effort are almost always 
positive, immediate, and certain. 
Problem solving requires a dis-
ciplined approach, for instance, 
because the reinforcers for most 
people come from solving the 
problem, not from analysing the 
causes of the problem. Bypass-
ing the analysis phase allows 
them to get into action sooner 
so that they experience imme-
diate, positive consequences 
sooner and more often. This law 
means that every change must 
start with an analysis of what 
will happen to the performers if 
they do what we need and what 
will happen to them if they don't. 
While most leaders feel that 
consequences in an organisa-
tion are in place for those who 
do or don't do what is required, 
the consequences that are typi-
cally used are often ineffective 
in either maintaining desirable 
action or in stopping undesir-
able action. The closest thing 
we have to a behavioral law, 
as gravity is a physical law, is 
that the behavior is a function 
of its consequences. Antecede- 
nts get their power from the con-
sequences that are associated 

with them. The bottom line is 
that the effectiveness of most of 
what leaders do is determined 
by how they use behavioural 
consequences. If this simple 
statement was fully understood 
and put into practice then not a 
major organisation exists that 
could not improve by 20-30 per 
cent per year (the government 
by more than 50 per cent). This 
model shows that there are only 
two ways to change behavior: 
by what happens before a be-
havior and what happens after 
it. An antecedent is simply any-
thing that tells you what to do. 
It could be a memo, a meeting, 
company policy or a thousand 
things that we see, hear, touch, 
smell, or taste in a day. In most 
cases, the antecedent contains 
enough information to know 
exactly what to do. However, 
knowing what to do and doing 
it are two different things. This 
relationship is clear in the most 
basic expression of the causes 
of behavior.

Developing Down the Line 
Leaders
This is the desire of the truly 
great leader: to build other lead-
ers who will entirely outdo him. 
His goal is to raise leaders who 
will stand on his shoulders and 
then raise more leaders who will 
stand on their shoulders and so 
forth. Leadership building is the 
central activity of the effective 
organisation. It is hard-wired 
into everything everyone does. 
It is everyone’s responsibility to 
nurture and expect leadership 

An effective management process causes employees to do the 
right things at the right time in the right way. To have an effective 
management process, it is critical that you have an understanding of 
the variables that affect performance. Getting and keeping followers 
occupied in meaningful activity is essential to a leader.
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everywhere. This creates lead-
ership multiplication. A common 
leadership issue is the execu-
tion of strategy. Every day, op-
portunities for positive, immedi-
ate, and certain consequences 
arise for less consequential be-
haviors which compete with the 
leader's strategy. If the leader's 
process for implementing his 
strategy doesn't have built-in 
positive, immediate, and certain 
consequences, then such con-
sequences must be created to 
keep the implementation plan 
on schedule. The leader must 
ensure that the followers are 
receiving PICs on a daily ba-
sis. If they are not built into the 
business processes, the leader 
must find a way to overlay them 
onto the process. One of the 
ways leaders do this is by tak-
ing work out of the process. 
This is a common task where 
the leader removes obstacles 
wherever possible rather than 
requiring the follower to sur-
mount each obstacle unaided. 
In this way the leader reduces 
the number of negative, im-
mediate, and certain conse-
quences experienced by the 
followers. However, the deter-
minant of whether these things 
will be done is not the clarity of 
communication and effectiven- 
ess of training, but what hap-
pens to employees when they  
do what has been communi-
cated. 

Building leaders is, however, 
easier said than done. It is not 
sufficient merely to send some-

one to a seminar or to give 
them a book on leadership to 
read. Leadership development 
is highly complex and very lit-
tle understood. Consequently, 
in most organisations it is es-
sentially left up to chance. The 
small efforts at leadership de-
velopment that are made are 
usually haphazard and not part 
of any overall cohesive strat-
egy. Usually we simply hope – 
and pray – that the leaders will 
somehow raise themselves up! 
When asked what his leader-
ship development strategy was, 
one leader said, “You just have 
to let the cream rise to the top.” 
In other words, “We have no 
intentional strategy for leader-
ship development, we’re just 
hoping for the best!” If a person 
was trained to do something 
one way and when he applied it 
found that it didn't work, would 
he continue? If a person is giv-
en a priority assignment and 
then someone comes in with 
an emergency request, will the 
priority likely be put aside? If a 
person is delegated responsi-
bility for a project and the boss 
second-guesses every action 
that the person takes, will the 
person soon defer all decisions 
to the boss? You know the  
answer to these types of ques-
tions.

Leaders have the responsibil-
ity for creating a work environ-
ment that causes people to do 
their best every day. In theory 
this should be simple, since 
the overwhelming majority of 
employees are willing workers. 

Only an extremely small num-
ber of people take a job expect-
ing to get paid for minimal effort. 
Most people, by the act of tak-
ing a job, demonstrate that they 
want to do it well. We find that 
many companies squander this 
goodwill through their leader-
ship practices. Apparently, it is 
easier to lose discretionary ef-
fort than it is to build it. If people 
are willing to perform at their 
best and they don't, where does 
the problem lie? Dr Edwards 
Deming, the noted quality guru, 
attributed well over 90 per cent 
of the problems of quality not 
to front-line employees, but to 
management. I certainly agree 
and I extend this to most oth-
er performance deficiencies 
as well. The same leadership 
practices that throw away the 
employee's goodwill also create 
the climate that sub-optimises 
organisational effectiveness. Ef-
fective leaders personally invest 
time and emotional energy in 
building others. Moreover, they 
expect all other leaders to do 
the same. The effective organi-
sation is learning and teaching 
organisation. Its way of life is 
continuous learning and teach-
ing – at all levels. What scares 
more people than cancer, fly-
ing, an unfriendly takeover, 
being fired or mugged, losing 
one's hair or sex appeal? The 
world's most corrosive, but cur-
able, social disease is the fear 
of public speaking. The second 
greatest fear is doing something  
effective to deal with the  
first.

  

Leader is a mirror that shows the true picture. A leader reflects the 
total transparent image to his team. Leaders need to know how 
to build healthy boundaries with the people they lead and within 
their organisation. Discover how to resist outside forces and set  
limits.
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(The following is the text of 
the ‘Guidance Note on the 
Applicability of Accounting 
Standard (AS) 20, Earnings Per 
Share’, issued by the Council 
of the Institute of Chartered 
Accountants of India. Pursuant 
to the issuance of this Guidance 
Note, Accounting Standards 
Interpretation (ASI) 12 – 
‘Applicability of AS 20 (Re. AS 
20)’, stands withdrawn.
Introduction
1. This Guidance Note 
deals with the issue whether 
companies which are required 
to give information under 
Part IV of Schedule VI to the 
Companies Act, 1956, should 
calculate and disclose earnings 

Guidance Note on Applicability of Accounting Standard 
(AS) 20, Earnings Per Share1

per share in accordance with 
Accounting Standard (AS) 20, 
Earnings Per Share.
2. AS 20 came into effect in 
respect of accounting periods 
commencing on or after 1-4-
2001 and is mandatory in 
nature, from that date, in 
respect of enterprises whose 
equity shares or potential 
equity shares are listed on a 
recognised stock exchange in 
India.  AS 20 does not mandate 
an enterprise, which has neither 
equity shares nor potential 
equity shares which are so 
listed, to calculate and disclose 
earnings per share, but, if that 
enterprise discloses earnings 
per share for complying with 

the requirements of any statute 
or otherwise, it should calculate 
and disclose earnings per share 
in accordance with AS 20.
Recommendation 
3. Since Part IV of Schedule 
VI to the Companies Act, 1956, 
requires, among other things, 
disclosure of earnings per 
share, every company which 
provides information under 
Part IV of Schedule VI to the 
Companies Act, 1956, should 
calculate and disclose earnings 
per share in accordance with 
AS 20, whether or not its equity 
shares or potential equity shares 
are listed on a recognised stock 
exchange in India.

1 This Guidance Note was earlier issued as Accounting Standards Interpretation (ASI) 12, ‘Applicability of AS 20 (Re. AS 20)’ by the Institute of Chartered 
Accountants of India (ICAI). While the Accounting Standards notified by the Central Government under the Companies (Accounting Standards) Rules, 
2006, have incorporated the ‘Consensus’ part of various ASIs issued by the ICAI, ASI 12 has not been so incorporated as it was felt that it is primarily 
clarificatory in nature. The Council of the ICAI, has accordingly, decided to withdraw ASI 12, and issue the same as a Guidance Note as it provides 
appropriate guidance on the subject.

(The following is the text of the 
‘Guidance Note on Remunera-
tion paid to key management 
personnel – whether a related 
party transaction’ issued by 
the Council of the Institute of 
Chartered Accountants of In-
dia. Pursuant to the issuance 
of this Guidance Note, Account-
ing Standards Interpretation 
(ASI) 23, ‘Remuneration paid 
to key management person-
nel – whether a related party 
transaction (Re. AS 18)’, stands 
withdrawn.)
Introduction
1.  This Guidance Note deals 
with the issue whether remu-
neration paid to key manage-
ment personnel is a related par-

Guidance Note on Remuneration paid to key management 
personnel - whether a related party transaction1

ty transaction. Another related 
issue dealt by this Guidance 
Note is whether remuneration 
paid to non-executive directors 
on the Board of Directors is a 
related party transaction.
2. Accounting Standard (AS) 
18, Related Party Disclosures, 
defines “related party transac-
tion” as “a transfer of resourc-
es or obligations between 
related parties, regardless 
of whether or not a price is 
charged.” Further, paragraph 
24 of AS 18 provides as under:
 “The following are examples of 
the related party transactions 
in respect of which disclosures 
may be made by a reporting en-
terprise:

 purchases or sales of 
goods (finished or unfin-
ished);

 purchases or sales of 
fixed assets;

 rendering or receiving of 
services;

 agency arrangements;
 leasing or hire purchase 

arrangements;
 transfer of research and 

development;
 licence agreements;
 finance (including loans 

and equity contributions 
in cash or in kind);

 guarantees and collater-
als; and

 management contracts 
including for deputation of 
employees.”
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3. As per the definition of the 
expression ‘related party trans-
action’, the transaction should 
be between related parties to 
qualify as a related party trans-
action. Since key management 
personnel are related parties 
under AS 18, remuneration paid 
to key management personnel 
is a related party transaction 

requiring disclosures under AS 
18. Further, in case non-exec-
utive directors on the Board of 
Directors are not related par-
ties, remuneration paid to them 
is not considered a related party 
transaction.
Recommendation
4. Remuneration paid to 

key management personnel 
should be considered as a re-
lated party transaction requir-
ing disclosures under AS 18. 
In case non-executive directors 
on the Board of Directors are 
not related parties, remunera-
tion paid to them should not 
be considered a related party  
transaction.

1 This Guidance Note was earlier issued as Accounting Standards Interpretation (ASI) 23, ‘Remuneration paid to key management personnel - whether 
a related party transaction (Re. AS 18)’ by the Institute of Chartered Accountants of India (ICAI). While the Accounting Standards notified by the Central 
Government under the Companies (Accounting Standards) Rules, 2006, have incorporated the ‘Consensus’ part of various ASIs issued by the ICAI, ASI 
23 has not been so incorporated as it was felt that it is primarily clarificatory in nature. The Council of the ICAI, has accordingly, decided to withdraw ASI 
23, and issue the same as a Guidance Note as it provides appropriate guidance on the subject.

(The following is the text of the 
‘Guidance Note on Applicabil-
ity of AS 25 to Interim Financial 
Results’, issued by the Council 
of the Institute of Chartered Ac-
countants of India.  Pursuant to 
the issuance of this Guidance 
Note, Accounting Standards 
Interpretation (ASI) 27 - ‘Ap-
plicability of AS 25 to Interim 
Financial Results (Re. AS 25)’, 
stands withdrawn.)
Introduction
1. This Guidance Note deals 
with the issue whether Account-
ing Standard (AS) 25, Interim 
Financial Reporting, is appli-
cable to interim financial results 
presented by an enterprise pur-
suant to the requirements of a 
statute/regulator, for example, 
quarterly financial results pre-
sented under Clause 41 of the 
Listing Agreement entered into 
between Stock Exchanges and 
the listed enterprises.
2. Accounting Standard (AS) 
25, Interim Financial Report-
ing, issued by the Council of 
the Institute of Chartered Ac-
countants of India, came into 
effect in respect of accounting 
periods commencing on or af-
ter 1-4-2002. If any enterprise 
is required or elects to prepare 

Guidance Note on Applicability of AS 25 to Interim 
Financial Results1

and present an interim finan-
cial report, it should comply 
with this Standard (applicability 
paragraph).
3. AS 25 further provides as 
follows:

“1. This Statement does 
not mandate which enter-
prises should be required 
to present interim financial 
reports, how frequently, 
or how soon after the end 
of an interim period. If an 
enterprise is required or 
elects to prepare and pres-
ent an interim   financial 
report, it should comply 
with this Statement.
2.   A statute governing an 
enterprise or a regulator 
may require an enterprise 
to prepare and present cer-
tain information at an interim 
date which may be different 
in form and/or content as re-
quired by this Statement. In 
such a case, the recognition 
and measurement principles 
as laid down in this State-
ment are applied in respect 
of such information, unless 
otherwise specified in the 
statute or by the regulator.”
"4. The following terms are 

used in this Statement with 
the meanings specified: 
.....
Interim financial report 
means a financial report 
containing either a com-
plete set of financial state-
ments or a set of condensed 
financial statements (as de-
scribed in this Statement) 
for an interim period.”

Recommendation
4. The presentation and dis-
closure requirements contained 
in AS 25 should be applied only 
if an enterprise prepares and 
presents an ‘interim financial 
report’ as defined in AS 25. Ac-
cordingly, presentation and dis-
closure requirements contained 
in AS 25 are not required   to 
be applied in respect of interim 
financial results (which do not 
meet the definition of ‘interim 
financial report’ as per AS 25) 
presented by an enterprise. For 
example, quarterly financial re-
sults presented under Clause 
41 of the Listing Agreement 
entered into between Stock Ex-
changes and the listed enter-
prises do not meet the definition 
of ‘interim financial report’ as per 
AS 25. However, the recogni-



GUIDANCE NOTES

AUGUST  2008                         THE CHARTERED ACCOUNTANT376

tion and measurement princi-
ples laid down in AS 25 should 

be applied for recognition and 
measurement of items cont- 

ained in such interim financial 
results.

1This Guidance Note was earlier issued as Accounting Standards Interpretation (ASI) 27, ‘Applicability of AS 25 to Interim Financial Results (Re. AS 
25)’ by the Institute of Chartered Accountants of India (ICAI). While the Accounting Standards notified by the Central Government under the Companies 
(Accounting Standards) Rules, 2006, have incorporated the ‘Consensus’ part of various ASIs issued by ICAI, ASI 27 has not been so incorporated as it 
was felt that it was not relevant to the requirements of the Companies Act, 1956. The Council of the ICAI, accordingly, has decided to withdraw ASI 27 
and issue the same as a Guidance Note as it provides appropriate guidance on the subject.

(The following is the text of the 
‘Guidance Note on Turnover in 
case of Contractors’, issued by 
the Council of the Institute of 
Chartered Accountants of In-
dia. Pursuant to the issuance of 
this Guidance Note, Accounting 
Standards Interpretation (ASI) 
29 – ‘Turnover in case of Con-
tractors (Re. AS 7)’, stands with-
drawn.)
Introduction
1. This Guidance Note deals 
with the issue whether the rev-
enue recognised in the financial 
statements of contractors as per 
the requirements of Accounting 
Standard (AS) 7, Construction 
Contracts (revised 2002), can 
be considered as ‘turnover’.
2. AS 7 (revised 2002) deals, in-
ter alia, with revenue recognition 
in respect of construction con-
tracts in the financial statements 
of contractors. It requires recog-
nition of revenue by reference 
to the stage of completion of a 
contract (referred to as ‘percent-
age of completion method’). This 
method results in reporting of rev-
enue which can be attributed to 
the proportion of work completed. 
Under this method, contract rev-
enue is recognised as revenue in 
the statement of profit and loss in 
the accounting period in which the 
work is performed. 
3. The paragraph dealing with 
the ‘Objective’ of AS 7 (revised 
2002) provides as follows:

“Objective
The objective of this State-
ment is to prescribe the ac-

Guidance Note on Turnover in case of Contractors1

counting treatment of rev-
enue and costs associated 
with construction contracts. 
Because of the nature of the 
activity undertaken in con-
struction contracts, the date 
at which the contract activity 
is entered into and the date 
when the activity is completed 
usually fall into different ac-
counting periods. Therefore, 
the primary issue in account-
ing for construction contracts 
is the allocation of contract 
revenue and contract costs 
to the accounting periods in 
which construction work is 
performed. This Statement 
uses the recognition criteria 
established in the Framework 
for the Preparation and Pre-
sentation of Financial State-
ments to determine when 
contract revenue and contract 
costs should be recognised 
as revenue and expenses in 
the statement of profit and 
loss. It also provides practical 
guidance on the application of 
these criteria.”

From the above, it may be noted 
that AS 7 (revised 2002) deals, 
inter alia, with the allocation of 
contract revenue to the account-
ing periods in which construction 
work is performed.
4.  Further, paragraphs 21 and 
31 of AS 7 (revised 2002) pro-
vide as follows:

“21. When the outcome of 
a construction contract 
can be estimated reliably, 
contract revenue and con-
tract costs associated with 
the construction contract 

should be recognised as 
revenue and expenses re-
spectively by reference to 
the stage of completion of 
the contract activity at the 
reporting date. An expect-
ed loss on the construction 
contract should be recogn-
ised as an expense imme-
diately in accordance with 
paragraph 35.”
“31. When the outcome of a 
construction contract can-
not be estimated reliably:

(a)  revenue should be rec-
ognised only to the ex-
tent of contract costs 
incurred of which re-
covery is probable; and

(b) contract costs should 
be recognised as an 
expense in the period 
in which they are in-
curred. 

An expected loss on the con-
struction contract should be 
recognised as an expense 
immediately in accordance 
with paragraph 35.”

From the above, it may be noted 
that the recognition of revenue 
as per AS 7 (revised 2002) 
may be inclusive of profit (as 
per paragraph 21 reproduced 
above) or exclusive of profit (as 
per paragraph 31 reproduced 
above) depending on whether 
the outcome of the construction 
contract can be estimated reli-
ably or not. When the outcome 
of the construction contract can 
be estimated reliably, the rev-
enue is recognised inclusive of 
profit and when the same can-
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not be estimated reliably, it is 
recognised exclusive of profit. 
However, in either case it is con-
sidered as revenue as per AS 7 
(revised 2002).
5. ‘Revenue’ is a wider term. 
For example, within the meaning 
of Accounting Standard (AS) 9, 
Revenue Recognition, the term 
‘revenue’ includes revenue from 
sales transactions, rendering of 
services and from the use by 

others of enterprise resources 
yielding interest, royalties and 
dividends. The term ‘turnover’ 
is used in relation to the source 
of revenue that arises from the 
principal revenue generating 
activity of an enterprise. In case 
of a contractor, the construc-
tion activity is its principal rev-
enue generating activity. Hence, 
the revenue recognised in the 
statement of profit and loss of 
a contractor in accordance with 

the principles laid down in AS 
7 (revised 2002), by whatever 
nomenclature described in the 
financial statements, is consid-
ered as ‘turnover’.
Recommendation
6. The amount of contract rev-
enue recognised as revenue in 
the statement of profit and loss 
as per the requirements of AS 7 
(revised 2002), should be con-
sidered as ‘turnover’.

1This Guidance Note was earlier issued as Accounting Standards Interpretation (ASI) 29, ‘Turnover in case of Contractors (Re. AS 7)’ by the Institute of 
Chartered Accountants of India (ICAI). While the Accounting Standards notified by the Central Government under the Companies (Accounting Standards) 
Rules, 2006, have incorporated the ‘Consensus’ part of various ASIs issued by the ICAI, ASI 29 has not been so incorporated as it was felt that it is 
primarily clarificatory in nature. The Council of the ICAI, has accordingly, decided to withdraw ASI 29, and issue the same as a Guidance Note as it 
provides appropriate guidance on the subject.

Date & Time On Friday, 22nd August 2008 (09:30 p.m. to 06:15 p.m.) 
Venue Hotel Grand Bhagvati, Sarkhej-Gandhinagar Highway, Ahmedabad

Discussion 
Sessions

CPE Hours 6 hours
Fees Rs. 750/- for Members, Rs. 400/- for CA Students (limited to 75 Students only), 

and Rs. 1,000/- for non-members. Cheque should be drawn in favour of “Ahmeda-
bad Branch of WIRC of ICAI ”, payable at Ahmedabad and sent to Ahmedabad 
Branch of WIRC of ICAI, ‘ICAI Bhawan’, 123, Sardar Patel Colony, Nr. Usmanpura 
Underbridge, Naranpura, Ahmedabad – 380 014.

Contact 
Persons 

& 
details thereof

• CA. Rajkumar S. Adukia, Chairman, PDC
• CA. Parag R. Raval
  (M) 098243 39200, email - parag@gkcco.com
• CA. Purshottam H. Khandelwal
   (M) 098250 20844, email - phkhandelwal@rediffmail.com

National Seminar on “Emerging Professional Opportunities” at Ahmedabad 
Organised by the Professional Development Committee and Hosted by 

Western India Regional Council

Restructuring of Professional Practice 
and Capacity Building of Members

CA. Sunil H. Talati, Immediate Past Pres-
ident of ICAI (Session Chairman)
CA. Gopalakrishnan, Chairman of Capac-
ity Building Committee of ICAI (Speaker)

Professional Opportunities in new 
Economic and Commercial Laws

CA. Rajkumar S. Adukia, Chairman, Pro-
fessional Development Committee, ICAI 
(Session Chairman) CA. Ramaswamy 
G., CCM, Coimbatore (Speaker)

Issues in Takeover Code, Insider 
Trading, ESOPs, etc.

Ms. D. N. Raval  (Session Chairman)
Shri R. S. Loona, Advocate, Mumbai 
(Speaker)

Impact of Allied Laws on Business 
Restructuring – Stamp Duty, Rent Act, 
FEMA, Takeover Regulations, DIP 
Guidelines, etc.

CA. Mahesh P. Sarda, Central Council 
Member, ICAI (Session Chairman)
CA. Anup Shah, Advocate, Mumbai 
(Speaker)

EVENT



AUGUST  2008                         THE CHARTERED ACCOUNTANT378

EXPOSURE DRAFTS

Explanatory Memorandum to the Exposure Draft
Standard on Auditing (SA) 265 

Communicating Deficiencies in Internal Control

Background
The Institute is a member of the In-
ternational Federation of Accoun-
tants (IFAC).  Therefore, as a part of 
its membership obligations, while for-
mulating any Auditing and Assurance 
Standard it is required to harmonise 
with the corresponding International 
Standards on Auditing (ISAs), if any, 
issued by the International Auditing 
and Assurance Standards Board 
(IAASB) of the IFAC.  The IAASB felt 
that the definition of Material Weak-
nesses is too general, which needs 
to be improved upon so as to en-
hance the consistency with which 
auditor treat identified weaknesses 
in internal control as material and 
how it should be communicated and/
or reported to the management and 
Those Charged with Governance. 
Considering this fact, the IAASB de-
cided to develop the proposed Inter-
national Standard on Auditing (ISA) 
265, “Communicating Deficiencies 
in Internal Control” so as to provide 
the clear guidance on the relevant 
internal control-related matters to be 
communicated in an audit of financial 
statements, and above all, to ensure 
that the auditor communicates identi-
fied non-trivial deficiencies in internal 
control to those parties within the 
entity who can competently deal with 
them on a timely basis. In the light 
of the above decision, the IAASB 
had, in December 2007, issued 
the Exposure Draft of ISA 265 for 
public comments that also con-
tains the appropriate conforming 
amendments to be made to the 
relevant ISA so as not to use the 
term “Material Weaknesses” in the 
ISAs. 

IAASB’s Clarity Project
The IAASB, in December 2007, is-
sued the exposure draft of the ISA 265 
written pursuant to the style adopted 

under the Clarity Project. As a part 
of its Clarity Project, an International 
Standard on Auditing is divided into 
two sections, one, the Requirements 
part containing the fundamental prin-
ciples of the Standard and second, 
the Application and Other Explanato-
ry Materials section and Appendices, 
detailing the implementation aspects 
of the principles.  Attention of the 
readers is also drawn to, “A Guide for 
National Standard Setters that Adopt 
IAASB’s International Standards but 
Find it Necessary to Make Limited 
Modifications”1, issued by the IAASB 
in July, 2006.

ICAI’s Response
The Council of the Institute, at its 
267th meeting held in April, 2007, has 
also decided to adopt this approach 
for writing Standards.  The Council, 
at the said meeting, also decided to 
rename, re-categorise and re-num-
ber the existing Auditing and Assur-
ance Standards on the lines followed 
by the IAASB.  The readers are also 
requested to refer to the Preface to 
the Standards on Quality Control, 
Auditing, Review, Other Assurance 
and Related Services published in 
the July, 2007 issue of the Journal.  
This revised Preface is effective from 
April 1, 2008.

Highlights of the New Pref-
ace
I. Engagement Standards

The new Preface introduces the con-
cept of Engagement Standards.  The 
term “Engagement Standards” com-
prises the following Standards:

(a) Standards on Auditing (SAs), 
to be applied in the audit of historical 
financial information. 

(b) Standards on Review Engage-
ments (SREs), to be applied in the 
review of historical financial informa-

tion. 

(c) Standards on Assurance En-
gagements (SAEs), to be applied 
in assurance engagements, dealing 
with subject matters other than his-
torical financial information. 

(d) Standards on Related Ser-
vices (SRSs), to be applied to en-
gagements involving application of 
agreed upon procedures to informa-
tion, compilation engagements, and 
other related services engagements, 
as may be specified by the  ICAI .

The new Preface therefore, does 
away with the terminology “Auditing 
and Assurance Standards” in use 
till date.

The Standards on Quality Control  
(SQCs) are to be applied to all ser-
vices covered by the Engagement 
Standards.

II. Standards on Auditing

The Standards on Auditing (SAs) re-
ferred to in I. above are formulated 
in the context of an audit of financial 
statements by an independent audi-
tor. They are to be adapted as nec-
essary in the circumstances when 
applied to audits of other historical 
financial information. 

III. New Format of Presenting the 
Standards on Auditing

In line with the format adopted by the 
IAASB under its Clarity Project, the 
Standards on Auditing would now 
contain two distinct sections, one, 
the Requirements section and, two, 
the Application Guidance section.

Requirements Section
The fundamental principles of the 
Standard are contained in the Re-
quirements section and represented 
by use of “shall”.  Hitherto, the word, 
“should” was used in the Standards, 
for this purpose. Further, this format 

1 The full text of the Policy Position can be downloaded free of charge at http://www.ifac.org/IAASB/downloads/Modification_Policy_ Position.pdf.
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also does away with the need to 
present the principles laid down by 
the Standard in bold text.

Application and Other Ex-
planatory Material
The application and other explana-
tory material contained in an SA is an 
integral part of the SA as it provides 
further explanation of, and guidance 
for carrying out, the requirements of 
an SA, along with the background in-
formation on the matters addressed 
in the SA. It may include examples 
of procedures, some of which the 
auditor may judge to be appropriate 
in the circumstances. Such guidance 
is, however, not intended to impose a 
requirement.

In view of this format of writing, the 
standard portion or principles enun-
ciated in a Standard are no longer 
given in bold face.

There is no change in the author-
ity attached to the Standards, i.e., 
they are mandatory in nature, not-
withstanding the new format of 
writing the Standards.

This Exposure Draft
This Exposure Draft of the Stan-
dard on Auditing (SA) 265, “Com-
municating Deficiencies in Internal 
Control”, is based on the corre-
sponding Exposure Draft of ISA 265 
issued by the IAASB in December, 
2007 and follows the same writing 
style. The first, i.e., the Introduction 
and Requirements section contains 
the principles. The second, i.e., the 
Application and Explanatory Mate-
rial section contains implementation 
guidance on the topics discussed in 
the Requirements section. Cross ref-
erence to the relevant paragraphs of 
the Application Material is built within 
the Requirements section. The para-

graphs in the Requirements section 
have been numbered as 1 to 11 and 
the paragraphs in the Application and 
Other Explanatory Material are num-
bered as A1 to A22.  

Topics Covered by Standard 
on Auditing (SA) 265
The Standard contains the following 
main aspects:

(i) Scope 
(ii) Effective date
(iii) Objectives
(iv) Definitions
(v) Requirements

(a) Identification of Deficien-
cies in Internal Control 

(b) Communication of Defi-
ciencies in Internal Con-
trol

(vi) Application guidance on the 
above aspects.

Highlights of Standard on Au-
diting (SA) 265
1. The Exposure Draft of this Stan-
dard on Auditing (SA) deals with the 
auditor’s responsibility to commu-
nicate the non-trivial (including 
significant deficiencies) in internal 
control appropriately to management 
and Those Charged with Governance 
that the auditor has identified in an 
audit of the financial statements, and 
also the control matters that the audi-
tor considers important. 

2. The Exposure Draft requires the 
auditor to assess the risk of mate-
rial misstatement through under-
standing of the entity and the internal 
control, and accordingly to design his 
risk audit procedures. In addition to 
this, it also establishes the communi-
cation responsibilities for the auditor 
regarding identified deficiencies in in-

ternal control to the management and 
Those Charged with Governance so 
that they can fulfill their respective re-
sponsibility in relation to the financial 
statements.

3. The definition of significant 
deficiencies has been introduced 
to define those deficiencies meriting 
the attention of those overseeing the 
financial reporting process.

4. The Exposure Draft further re-
quires the auditor to communicate all 
non-trivial deficiencies (including sig-
nificant deficiencies) identified during 
the audit in writing to management 
at an appropriate level of responsibil-
ity on a timely basis.

5. The following Standards on 
Auditing (SAs) have undergone a 
limited revision pursuant to the is-
suance of proposed SA 265:

(a) SA 240 (Revised), “The Audi-
tor’s Responsibilities Relat-
ing to Fraud in an Audit of 
Financial Statements”

(b) SA 260 (Revised), “Commu-
nicating with Those Charged 
with Governance”

(c) SA 300 (Revised), “Planning 
the Audit of Financial State-
ments”

(d) SA 315, “Identifying and As-
sessing the Risks of Material 
Misstatement Through Un-
derstanding the Entity and 
Its Environment”

(e) SA 330, “The Auditor’s Re-
sponses to Assessed Risks”

(f) SA 600 (Revised), “Special 
Considerations—Audits of 
Group Financial Statements 
(Including the Work of Com-
ponent Auditors)”.

Your comments on the Exposure Draft should reach us by September 30, 2008.  Comments are most helpful if they 
indicate the specific paragraph(s) to which they relate, contain a clear rationale and, where applicable, provide a 
suggestion for alternative wording.  The comments should be sent to:

Secretary, Auditing and Assurance Standards Board
The Institute of Chartered Accountants of India

ICAI Bhawan, C-1, Sector-1,
NOIDA,

Uttar Pradesh – 201 301.

Comments can also be emailed at: aasb@icai.org 
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Proposed Exposure Draft (ED) of Standard on Auditing (SA) 265
Communicating Deficiencies in Internal Control

Introduction
Scope of this SA

1. This Standard on Auditing (SA) 
deals with the auditor’s responsi-
bility to communicate appropriately 
to management and those charged 
with governance deficiencies in in-
ternal control2  that the auditor has 
identified in an audit of the financial 
statements. This SA does not ad-
dress deficiencies in internal con-
trol the potential financial effects of 
which are clearly trivial.3 

2. The auditor is required to obtain 
an understanding of internal control 
relevant to the audit when identifying 
and assessing the risks of material 
misstatement.4  In making those risk 
assessments, the auditor considers 
internal control in order to design 
audit procedures that are appropri-
ate in the circumstances, but not for 
the purpose of expressing an opin-
ion on the effectiveness of internal 
control. Knowledge of deficiencies 
in internal control is relevant to man-
agement and those charged with 
governance in fulfilling their respec-
tive responsibilities in relation to the 
financial reporting process. This SA 
therefore establishes communica-
tion responsibilities for the auditor 
regarding identified deficiencies in 
internal control. 

3. Nothing in this SA precludes the 
auditor from communicating control 
matters that the auditor has identi-

fied during the audit that are not rel-
evant to the audit but that the auditor 
considers important.

Effective Date
4. This SA is effective for audits of 
financial statements for periods be-
ginning on or after ……………....

Objective
5. The objective of the auditor is to 
communicate appropriately to man-
agement or those charged with 
governance deficiencies in internal 
control relevant to the audit that the 
auditor has identified during the audit 
and that, in the auditor’s professional 
judgment, are of sufficient importance 
to merit their respective attentions.

Definitions
6. For purposes of the SAs, the fol-
lowing terms have the meanings at-
tributed below:

(a) Deficiency in internal control – 
A control that is either missing 
or is designed, implemented or 
operated in such a way that it 
is unable to prevent, or detect 
and correct, misstatements in 
the financial statements on a 
timely basis.

(b) Significant deficiency – A de-
ficiency or combination of de-
ficiencies in internal control 
relevant to the audit that, in 
the auditor’s professional judg-
ment, is of sufficient importance 

to merit the attention of those 
charged with governance.

Requirements
Identification of Deficiencies in 
Internal Control

7. The auditor shall determine wheth-
er, on the basis of the audit work 
performed, the auditor has identified 
one or more deficiencies in internal 
control. (Ref: Para. A1-A3)

8. If the auditor has identified one or  
more deficiencies in internal control, 
the auditor shall determine, on the 
basis of the audit work performed, 
whether, individually or in combina-
tion, they constitute significant defi-
ciencies. (Ref: Para. A4-A8)

Communication of Deficiencies in 
Internal Control

9. The auditor shall communicate all 
deficiencies in internal control (other 
than those that are clearly trivial) 
identified during the audit to man-
agement at an appropriate level of 
responsibility on a timely basis, un-
less: (Ref: Para. A9-A11, A22)

(a) The auditor has obtained suf-
ficient appropriate audit evi-
dence about the operating ef-
fectiveness of other controls 
that would prevent, or detect 
and correct, misstatements 
arising from the identified de-
ficiencies; or (Ref: Para. A3, 
A12)

*Presently, SA 200 (AAS 1), “Basic Principles Governing an Audit” and SA 200A (AAS 2), ”Objective and Scope of an Audit of Financial Statements” 
correspond to Proposed International Standard on Auditing (ISA) 200 (Revised and Redrafted).  Both the SAs are currently being revised in the light of 
the Proposed ISA 200 (Revised and Redrafted). Post this revision, the principles covered by SA 200 and SA 200A will be merged into one Standard, 
i.e., SA 200
2SA 315, “Identifying and Assessing the Risks of Material Misstatement Through Understanding the Entity and Its Environment,” paragraph 4(c), defines 
the terms “internal control” and “controls.” 
3[Proposed] SA 450 (Revised), “Evaluation of Misstatements Identified during the Audit,” paragraph [A1], explains “clearly trivial” as “matters that will be 
of a wholly different (smaller) order of magnitude than materiality used in planning and performing the audit, and will be matters that are clearly inconse-
quential, whether taken individually or in aggregate and whether judged by any criteria of size, nature or circumstances. When there is any uncertainty 
about whether one or more items are “clearly trivial,” the matter is considered not “clearly trivial.””
4SA 315,  paragraph 12. Paragraphs A56-A61 provide guidance on controls relevant to the audit.
.

Proposed Standard on Auditing (SA) 265, “Communicating Deficiencies in Internal Control” should be read in con-
junction with [proposed] SA 200 (Revised), “Overall Objective of the Independent Auditor, and the Conduct of an 
Audit in Accordance with Standards on Auditing*”.
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(b) It would be inappropriate to 
communicate directly to man-
agement in the circumstances. 
(Ref: Para. A13)

10. The auditor shall communicate 
significant deficiencies identified dur-
ing the audit to those charged with 
governance in writing and on a timely 
basis. (Ref: Para. A14-A18, A22)

11. The auditor shall include in the 
written communication of significant 
deficiencies: 

(a) A description of the deficiencies 
and an explanation of their po-
tential effects; and (Ref: Para. 
A19)

(b) Sufficient information to enable 
those charged with governance 
to understand the context of the 
communication. In particular, 
the auditor shall explain that: 
(Ref: Para. A20-A21)

(i) The auditor did not plan 
and perform the audit with 
a view to identifying all de-
ficiencies in internal con-
trol that might exist; 

(ii) The matters being report-
ed are limited to those de-
ficiencies that the auditor 
has identified during the 
audit and that the auditor 
has concluded should be 
reported to those charged 
with governance; and

(iii) The purpose of the audit was 
for the auditor to express an 
audit opinion on the finan-
cial statements, and the 
auditor has not performed 
audit procedures to obtain 
reasonable assurance, and 
is not providing any assur-
ance, on the effectiveness 
of internal control.

Application and Other Ex-
planatory Material
Identification of Deficiencies in 
Internal Control (Ref: Para. 7)
A1. Deficiencies in internal control 
may be identified at any stage of the 

audit. In determining whether the 
auditor has identified one or more 
deficiencies, the auditor may seek 
to agree the relevant facts and cir-
cumstances of the auditor’s findings 
with management. Doing so also 
provides an opportunity for the audi-
tor to alert management on a timely 
basis to the existence of deficiencies 
of which management may not have 
been previously aware.

A2. In agreeing the facts and cir-
cumstances of the auditor’s findings 
with management, the auditor may 
obtain other relevant information for 
further consideration, such as:

 Management’s understand-
ing of the actual or suspected 
causes of the deficiencies.

 Exceptions arising from the 
deficiencies that management 
may have noted, for example, 
misstatements that were not 
prevented by the relevant IT 
controls.

 A preliminary indication from 
management of its response to 
the findings.

A3. Management may also inform 
the auditor of controls not previously 
known to the auditor that it believes 
would prevent, or detect and correct, 
potential misstatements that would 
not be caught by the control(s) giv-
ing rise to the deficiencies. The ex-
istence of these other controls does 
not change the fact that the auditor 
has identified deficiencies in internal 
control. This SA does not require the 
auditor to obtain audit evidence re-
garding the design and operating ef-
fectiveness of these other controls. 
In concluding whether deficiencies 
in internal control exist, the audi-
tor is, however, not precluded from 
obtaining and evaluating additional 
audit evidence regarding such other 
controls.

Determination of Whether Identi-
fied Deficiencies Constitute Sig-
nificant Deficiencies (Ref: Para. 8)

A4. Controls may be designed to 

operate individually or in combina-
tion to effectively prevent, or detect 
and correct, misstatements.5 For ex-
ample, controls in an IT subsystem 
may consist of both automated and 
manual controls designed to oper-
ate together to prevent, or detect 
and correct, misstatements in the 
relevant account balances. A defi-
ciency in internal control on its own 
may not be sufficiently important to 
constitute a significant deficiency. 
However, a combination of deficien-
cies affecting the same account or 
disclosure, relevant assertion, or 
component of internal control may 
increase the risks of misstatement 
to such an extent as to give rise to a 
significant deficiency.

A5. Significant deficiencies may ex-
ist even though the auditor has not 
identified misstatements during the 
audit. The significance of a deficien-
cy or combination of deficiencies in 
internal control depends not only on 
whether a misstatement has actu-
ally occurred, but also on the risk 
that a misstatement could occur and 
the potential magnitude of the mis-
statement.
A6. Indicators of significant deficien-
cies include, for example:
 Deficiencies in the control en-

vironment6, such as:
 Ineffective oversight of the 

financial reporting process 
by those charged with 
governance, especially in 
an environment with lim-
ited segregation of duties.

 Identification of manage-
ment fraud, whether or 
not material, that was not 
prevented by the entity’s 
internal control.

 A deficiency in a control over a 
significant risk.

 Material misstatements detect-
ed by the auditor’s procedures 
that were not identified by the 
entity’s internal control.

 Re-statement of previously is-
sued financial statements to 

5 SA 315 , paragraph A62 provides guidance on evaluation of design of Controls.
6 The control environment means “the overall attitude, awareness and actions of directors and management regarding the internal control system and its 
importance in the entity”.
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reflect the correction of a mate-
rial misstatement due to error 
or fraud.

A7. Examples of other matters that 
the auditor may consider in deter-
mining whether a deficiency or com-
bination of deficiencies constitutes a 
significant deficiency include:

 The susceptibility to loss or 
fraud of the related asset or li-
ability.

 The subjectivity and complex-
ity of determining estimated 
amounts, such as those involv-
ing fair values.7

 The financial statement 
amounts exposed to the defi-
ciencies.

 The volume of activity that has 
occurred or could occur in the 
account balance or class of 
transactions exposed to the 
deficiency or deficiencies.

 The importance of the controls 
to the financial reporting pro-
cess; for example:
 General monitoring con-

trols (such as oversight of 
management).

 Controls over the pre-
vention and detection of 
fraud.

 Controls over the selection 
and application of signifi-
cant accounting policies.

 Controls over significant 
transactions outside the 
entity’s normal course of 
business.

 Controls over the period-
end financial reporting 
process (such as controls 
over non-recurring journal 
entries).

 The cause and frequency of 
the exceptions detected as a 
result of the deficiencies in the 
controls.

 The interaction of the deficien-
cy in internal control with other 

deficiencies in internal control.

A8. Law or regulation in some juris-
dictions may establish requirements 
for the auditor to communicate to 
those charged with governance or 
to other relevant parties (such as 
regulators) details of specific types 
of deficiencies in internal control that 
the auditor has identified during the 
audit, and may define terms such as 
“material weakness”8  for this pur-
pose.

Communication of Deficien-
cies in Internal Control
Communication of Identified De-
ficiencies to Management (Ref: 
Para. 9)

A9. The auditor may identify defi-
ciencies in certain controls that do 
not relate directly to the financial re-
porting objective of internal control. 
These controls may, nevertheless, 
be relevant to the audit if they ad-
dress in particular the completeness 
and accuracy of information pro-
duced by the entity that the auditor 
intends to use in designing and per-
forming audit procedures. For exam-
ple, it is appropriate to communicate 
to management, in accordance with 
paragraph 9, a deficiency in a con-
trol that did not detect the use of a 
superseded price list by the entity’s 
computerized sales system, result-
ing in lower margins than would be 
expected.

A10. How the auditor communicates 
a deficiency may be influenced 
by whether the auditor has com-
municated it in a previous audit, or 
whether management already has 
knowledge of it. If the auditor has 
previously communicated the matter 
to management, the current year’s 
communication may include the 
same description of the deficiency 
as previously communicated. Al-
ternatively, it may be summarized, 
specifically referring to the previ-
ous communication. However, the 
fact that the auditor communicated 
a deficiency to management in a 
previous audit, or that management 

already had knowledge of the defi-
ciency through other means (such 
as from relevant work done by in-
ternal auditors), does not eliminate 
the need for the auditor to repeat 
the communication if remedial ac-
tion has not yet been taken. The 
auditor may ask management why 
the deficiency has not yet been 
remedied. A failure to act, in the ab-
sence of a rational explanation, may 
in itself represent a significant defi- 
ciency.

A11. Management may already be 
aware of deficiencies that the auditor 
has identified during the audit and may 
have chosen not to remedy them be-
cause of cost or other considerations. 
The responsibility for evaluating the 
costs and benefits of implementing re-
medial action rests with management. 
Accordingly, the requirement for the 
auditor to communicate deficiencies 
to management applies regardless of 
cost or other considerations that man-
agement may consider relevant in 
determining whether to remedy such 
deficiencies.

A12. Unless the auditor has obtained 
sufficient appropriate audit evidence 
about the operating effectiveness of 
other controls that would prevent, or 
detect and correct, misstatements 
arising from the identified deficien-
cies, the auditor does not have suffi-
cient audit evidence to conclude that 
a deficiency in internal control does 
not exist. Audit evidence regarding 
the effective design and implemen-
tation of such other controls is not 
in itself sufficient to support such a 
conclusion.

A13. It may be inappropriate to com-
municate identified deficiencies di-
rectly to management in situations 
that call into question the integrity 
or competence of management. For 
example, there may be evidence of 
actual or suspected fraud on man-
agement’s part, or management 
may exhibit an inability to prepare 
adequate financial statements that 
may raise doubt about manage-
ment’s competence.

7 SA 540 (AAS 18), “Audit of Accounting Estimates” establishes standards on the audit of accounting estimates contained in financial statements.
8 SA 315 , “Identifying and Assessing the Risks of Material Misstatement Through Understanding the Entity and Its Environment,” paragraph 4(f), defines 
the term, “Material Weakness”.
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Communication of Significant  
Deficiencies to Those Charged 
with Governance (Ref: Para. 10)

A14. Communicating significant de-
ficiencies to those charged with gov-
ernance in writing reflects the impor-
tance of these matters, and assists 
those charged with governance in 
fulfilling their responsibility relating 
to overseeing the financial report-
ing process. The communication 
may include details of any proposed 
remedial action from management, 
together with a statement as to 
whether the auditor has undertaken 
any steps to verify that such action 
has been implemented.

A15. In determining when to issue 
the written communication to those 
charged with governance, the audi-
tor may consider that receipt of such 
communication would be an impor-
tant factor in enabling those charged 
with governance to discharge their 
oversight responsibilities. Further, 
for listed entities in certain jurisdic-
tions, those charged with gover-
nance may need to receive the au-
ditor’s written communication before 
the date of approval of the financial 
statements in order to discharge 
specific responsibilities in relation 
to internal control for regulatory or 
other purposes. For other entities, 
the auditor may issue the written 
communication at a later date. Nev-
ertheless, in the latter case, as the 
auditor’s written communication of 
significant deficiencies forms part of 
the final audit file, the written com-
munication is subject to the overrid-
ing requirement9  for the auditor to 
complete the assembly of the final 
audit file on a timely basis.10 

A16. Regardless of the timing of 
the written communication of signifi-
cant deficiencies to those charged 
with governance, the auditor may 
communicate these orally in the 
first instance to management and, 
when the auditor considers it ap-
propriate to do so, to those charged 
with governance. This may assist 
them in taking timely remedial ac-

tion to minimize the risks of material 
misstatement. Doing so, however, 
does not relieve the auditor of the 
responsibility to communicate the 
significant deficiencies in writing to 
those charged with governance, as 
paragraph 10 requires.

A17. The level of detail at which to 
communicate significant deficiencies 
to those charged with governance is 
a matter of the auditor’s professional 
judgment in the circumstances. Fac-
tors that the auditor may consider 
in determining an appropriate level 
of detail for the communication in-
clude, for example:
 The nature and size of the en-

tity.
 The nature and volume of sig-

nificant deficiencies that the 
auditor has identified.

 The entity’s governance struc-
ture.

 The nature of the oversight re-
sponsibilities of those charged 
with governance.

 The preferences of those 
charged with governance.

 Legal or regulatory require-
ments regarding the communi-
cation of specific types of defi-
ciencies in internal control.

 Whether the significant defic 
iencies were communicated 
to those charged with gover-
nance in previous audits.

 Whether those charged with 
governance already had knowl-
edge of the significant defi-
ciencies through other means, 
such as from relevant internal 
audit reports.

A18. The auditor may also com-
municate other control deficiencies 
to those charged with governance, 
whether in summarized form or as 
otherwise agreed. For example, in 
some circumstances those charged 
with governance may prefer to know 
of all deficiencies communicated to 
management. In other circumstanc-
es, those charged with governance 

may prefer only brief descriptions or 
summaries of the nature of the other 
deficiencies.

Content of Written Communica-
tion of Significant Deficiencies 
(Ref: Para. 11)

A19. In explaining the potential ef-
fects of significant deficiencies, the 
auditor need not quantify those ef-
fects.

A20. The auditor may consider it 
appropriate to include the following 
information as additional context for 
the communication:
 An indication that if the auditor 

had performed more extensive 
audit procedures on internal 
control, the auditor might have 
identified more deficiencies to 
be reported, or concluded that 
some of the reported deficien-
cies need not, in fact, have 
been reported.

 An indication that such commu-
nication has been provided for 
the purposes of management 
and those charged with gover-
nance, and that it may not be 
suitable for other purposes.

A21. Laws or regulations may require 
the auditor or management to furnish 
a copy of the auditor’s written com-
munication on significant deficiencies 
to appropriate regulatory authorities. 
Where this is the case, the auditor’s 
written communication may identify 
such regulatory authorities.

A22. In case of certain entities, the 
auditor may have additional respon-
sibilities to communicate deficiencies 
in internal control that the auditor has 
identified during the audit, in ways, 
at a level of detail and to parties not 
envisaged in this SA. For example, 
significant deficiencies may have to 
be communicated to the legislature 
or other governing body. Legislation 
may also mandate the auditor to re-
port deficiencies in internal control, 
irrespective of the significance of the 
potential effects of those deficiencies. 
Further, legislation may require the 

9SA 230 (Revised), “Audit Documentation,” paragraph 14.
10SQC 1, “Quality Control for Firms that Perform Audits and Reviews of Historical Financial Information, and Other Assurance and Related Services En-
gagements”, Paragraph 75 prescribes that  the firm should fix an appropriate time limit for the completion of the  assembly of the final audit file, which  is 
ordinarily not more than 60 days after the date of the auditor’s report.
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auditor to report on broader internal 
control-related matters than the de-
ficiencies in internal control required 
to be communicated by this SA.

Material Modifications to ISA 
265, “Communicating Defi-
ciencies in Internal Control”
Deletion 

1. Paragraph A22 of the Application 
Section of ISA 265 dealt with the ap-
plication of the communication and/
or reporting requirements of ISA 265 
to the audits of public sector entities.  
Since as mentioned in the “Preface to 
the Standards on Quality Control, Au-
diting, Review, Other Assurance and 
Related Services”, the Standards is-
sued by the Auditing and Assurance 
Standards Board, apply equally to all 
entities, irrespective of their form, na-
ture and size, a specific reference to 
applicability of the Standard to public 
sector entities has been deleted.  

Further, it is also possible that such 
a specific communication and/or re-
porting requirement may also exist 
in case of non public sector entities 
pursuant to a requirement under the 
statute or regulation under which 
they operate. Accordingly, the spirit 
of erstwhile A22, highlighting the fact 
that in some cases, the auditor may 
be required by the legislature or the 
regulator to specifically communicate 
and/or report deficiencies in internal 
control that the auditor has identified 
during the audit. 

Limited Revision Consequen-
tial to issuance of Exposure 
Draft of the Standard on Au-
diting (SA) 265, “Communi-
cating Deficiencies in Internal 
Control”
The proposed amendments to the 
following Standards on Auditing 
(SAs) have been shown in track 
change mode.  

SA 240 (Revised), “The Auditor’s 
Responsibilities Relating to Fraud 
in an Audit of Financial State-
ments”

A1. Fraud, whether fraudulent finan-
cial reporting or misappropriation of 
assets, involves incentive or pres-
sure to commit fraud, a perceived 

opportunity to do so and some ratio-
nalization of the act.  For example:
 Incentive or pressure to com-

mit fraudulent financial report-
ing may exist when manage-
ment is under pressure, from 
sources outside or inside the 
entity, to achieve an expected 
(and perhaps unrealistic) earn-
ings target or financial outcome 
– particularly since the conse-
quences to management for 
failing to meet financial goals 
can be significant.  Similarly, 
individuals may have an incen-
tive to misappropriate assets, 
for example, because the indi-
viduals are living beyond their 
means.  

 A perceived opportunity to 
commit fraud may exist when 
an individual believes internal 
control can be overridden, for 
example, because the indi-
vidual is in a position of trust 
or has knowledge of specific 
weaknesses deficiencies in in-
ternal control.  

 Individuals may be able to ra-
tionalize committing a fraudu-
lent act.  Some individuals 
possess an attitude, character 
or set of ethical values that al-
low them knowingly and inten-
tionally to commit a dishonest 
act.  However, even otherwise 
honest individuals can commit 
fraud in an environment that 
imposes sufficient pressure on 
them.

Appendix 1 – Risk Factors Relat-
ing to Misstatements Arising from 
Fraudulent Financial Reporting

Internal control components are defi-
cient as a result of the following:
 Inadequate monitoring of con-

trols, including automated con-
trols and controls over interim 
financial reporting (where ex-
ternal reporting is required).

 High turnover rates or employ-
ment of accounting, internal 
audit, or information technol-
ogy staff that are not effective.

 Accounting and information 
systems that are not effective, 

including situations involving 
significant deficiencies mate-
rial weaknesses in internal 
control.

Attitudes/Rationalizations
 Management failing to correct 

remedy known significant defi-
ciencies material weaknesses 
in internal control on a timely 
basis.

Risk Factors Arising from Mis-
statements Arising from Misap-
propriation of Assets

Risk factors that relate to misstate-
ments arising from misappropriation 
of assets are also classified accord-
ing to the three conditions gener-
ally present when fraud exists: incen-
tives/pressures, opportunities, and 
attitudes/rationalization.  Some of the 
risk factors related to misstatements 
arising from fraudulent financial re-
porting also may be present when 
misstatements arising from misap-
propriation of assets occur.  For 
example, ineffective monitoring of 
management and weaknesses other 
deficiencies in internal control that is 
not effective may be present when 
misstatements due to either fraudu-
lent financial reporting or misappro-
priation of assets exist.  The following 
are examples of risk factors related 
to misstatements arising from misap-
propriation of assets.

Appendix 3 – Examples of Circum-
stances that Indicate the Possibil-
ity of Fraud

 An unwillingness to address 
identified significant deficien-
ciesweaknesses in internal 
control on a timely basis.

SA 260 (Revised), “Communi-
cating with Those Charged with  
Governance”

12. The auditor shall communicate 
with those charged with governance: 
(Ref: Para. A20)

(a) The auditor’s views about sig-
nificant qualitative aspects of 
the entity’s accounting practic-
es, including accounting poli-
cies, accounting estimates and 
financial statement disclosures. 
When applicable, the auditor 
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shall explain to those charged 
with governance why the audi-
tor considers a significant ac-
counting practice, that is ac-
ceptable under the applicable 
financial reporting framework, 
not to be most appropriate to 
the particular circumstances of 
the entity; (Ref: Para. A21)

(b) Significant difficulties, if any, 
encountered during the audit; 
(Ref: Para. A22)

(c) Unless all of those charged 
with governance are involved 
in managing the entity:
(i). Material weaknesses, if 

any, in the design, imple-
mentation or operating 
effectiveness of internal 
control that have come to 
the auditor’s attention and 
have been communicated 
to management as required 
by SA 315 or SA 330;

(ii) (i).Significant matters, if 
any, arising from the au-
dit that were discussed, 
or subject to correspon-
dence with management; 
and (Ref: Para. A23)

(iii) (ii).Written representations 
the auditor is requesting; 
and

(d) Other matters, if any, arising 
from the audit that, in the au-
ditor’s professional judgment, 
are significant to the oversight 
of the financial reporting pro-
cess. (Ref: Para. A24)

A44. The appropriate timing for 
communications will vary with the 
circumstances of the engagement. 
Relevant circumstances include the 
significance and nature of the matter, 
and the action expected to be taken 
by those charged with governance. 
For example:
 Communications regarding 

planning matters may often 
be made early in the audit en-
gagement and, for an initial 
engagement, may be made as 
part of agreeing the terms of 
the engagement.

 It may be appropriate to com-
municate a significant difficulty 

encountered during the audit 
as soon as practicable if those 
charged with governance are 
able to assist the auditor to 
overcome the difficulty, or if it 
is likely to lead to a modified 
opinion. 

 Similarly, the auditor it may be 
appropriate to communicate 
significant deficiencies mate-
rial weaknesses in the design, 
implementation or operating 
effectiveness of in internal con-
trol that the auditor has identi-
fied orally in the first instance 
to those charged with gov-
ernance practicable, prior to 
communicating these in writing 
on a timely basis as required 
by [proposed] SA 265.11 have 
come to the auditor’s attention 
as soon as practicable.

 Communications regarding in-
dependence may be appropri-
ate whenever significant judg-
ments are made about threats 
to independence and related 
safeguards, for example, when 
accepting an engagement to 
provide non-audit services, 
and at a concluding discussion. 
A concluding discussion may 
also be an appropriate time to 
communicate findings from the 
audit, including the auditor’s 
views about the qualitative as-
pects of the entity’s accounting 
practices.

 When auditing both general 
purpose and special purpose 
financial statements, it may be 
appropriate to co-ordinate the 
timing of communications.

SA 300 (Revised), “Planning 
the Audit of Financial State-
ments”
Appendix – Considerations in  
Establishing the Overall Audit 
Strategy

  Results of previous audits that 
involved evaluating the oper-
ating effectiveness of internal 
control, including the nature 
of identified weaknesses de-
ficiencies and action taken to 
address them.

SA 315, “Identifying and As-
sessing the Risks of Mate-
rial Misstatement Through  
Understanding the Entity and 
Its Environment”
4. For purposes of the SAs, the  
following terms have the meaning  
attributed below:

(f)  Material Weakness - A weak-
ness in internal control that 
could have a material effect on 
the financial statements.

14. The auditor shall obtain an un-
derstanding of the control environ-
ment. As part of obtaining this under-
standing, the auditor shall evaluate 
whether:

(a) Management, with the over-
sight of those charged with 
governance, has created and 
maintained a culture of hon-
esty and ethical behavior; and 

(b) The strengths in the control en-
vironment elements collectively 
provide an appropriate founda-
tion for the other components 
of internal control, and whether 
those other components are 
not undermined by deficien-
cies in the control environment 
weaknesses.. (Ref: Para. A65-
A74)

16. If the entity has established such 
a process (referred to hereafter as 
the ‘entity’s risk assessment pro-
cess’), the auditor shall obtain an 
understanding of it, and the results 
thereof. Where the auditor identi-
fies risks of material misstatement 
that management failed to identify, 
the auditor shall evaluate whether 
there was an underlying risk of a 
kind that the auditor expects would 
have been identified by the entity’s 
risk assessment process. If there is 
such a risk, the auditor shall obtain 
an understanding of why that pro-
cess failed to identify it, and evalu-
ate whether the process is appropri-
ate to its circumstances or if there 
is a material weaknesssignificant 
deficiencies in the entity’s risk as-
sessment process. 

17. If the entity has not established 
such a process or has an ad hoc 

11[Proposed] SA 265, “Communicating Deficiencies in Internal Control,” paragraphs [8 and A16].



AUGUST  2008                         THE CHARTERED ACCOUNTANT386

EXPOSURE DRAFTS

process, the auditor shall discuss 
with management whether business 
risks relevant to financial reporting 
objectives have been identified and 
how they have been addressed. The 
auditor shall evaluate whether the 
absence of a documented risk as-
sessment process is appropriate in 
the circumstances, or represents a 
significant deficiencymaterial weak-
ness in the entity’s internal control. 
(Ref: Para. A76)

Material Weakness in Internal 
Control

31.The auditor shall evaluate wheth-
er, on the basis of the audit work 
performed, the auditor has identified 
a material weakness in the design, 
implementation or maintenance of 
internal control. (Ref: Para. A124-
A125) 

32. The auditor shall communicate 
material weaknesses in internal 
control identified during the audit 
on a timely basis to management at 
an appropriate level of responsibil-
ity, and, as required by SA 260 (Re-
vised), “Communication with Those 
Charged with Governance”, with 
those charged with governance (un-
less all of those charged with gover-
nance are involved in managing the 
entity). (Ref: Para. A126)

A62. Evaluating the design of a con-
trol involves considering whether 
the control, individually or in com-
bination with other controls, is ca-
pable of effectively preventing, or 
detecting and correcting, material 
misstatements. Implementation of a 
control means that the control exists 
and that the entity is using it. There 
is little point in assessing the imple-
mentation of a control that is not ef-
fective, and so the design of a control 
is considered first. An improperly de-
signed control may represent a ma-
terial weakness significant deficiency 
in the entity’s internal control.  

A70. The existence of a satisfactory 
control environment can be a posi-
tive factor when the auditor assesses 
the risks of material misstatement. 
However, although it may help re-
duce the risk of fraud, a satisfactory 
control environment is not an abso-

lute deterrent to fraud. Conversely, 
deficienciesweaknesses in the control 
environment may undermine the ef-
fectiveness of controls, in particular in 
relation to fraud. For example, man-
agement’s failure to commit sufficient 
resources to address IT security risks 
may adversely affect internal control 
by allowing improper changes to be 
made to computer programs or to 
data, or unauthorized transactions 
to be processed. As explained in SA 
330, the control environment also in-
fluences the nature, timing, and extent 
of the auditor’s further procedures. 

A99. Risks at the financial statement 
level may derive in particular from a 
weak control environment (although 
these risks may also relate to other 
factors, such as declining economic 
conditions). For example, deficien-
ciesweaknesses such as manage-
ment’s lack of competence may have 
a more pervasive effect on the finan-
cial statements and may require an 
overall response by the auditor. 

A119. In some cases, management 
may not have appropriately respond-
ed to significant risks of material mis-
statement by implementing controls 
over these significant risks. This may 
indicate a significant deficiency ma-
terial weakness in the entity’s internal 
control.

Material Weakness in Internal Con-
trol (Ref: Para. 31)

A124. The types of material weak-
nesses in internal control that the 
auditor may identify when obtaining 
an understanding of the entity and its 
internal controls may include:
 Risks of material misstatement 

that the auditor identifies and 
which the entity has not con-
trolled, or for which the relevant 
control is inadequate.

 A weakness in the entity’s risk 
assessment process that the 
auditor identifies as material, 
or the absence of a risk as-
sessment process in those 
cases where it would be ap-
propriate for one to have been 
established.

A125. Material weaknesses may also 

be identified in controls that prevent, 
or detect and correct, error, or those 
to prevent and detect fraud.

A126. In case of certain audit en-
gagements, there may be additional 
communication or reporting require-
ments. For example, internal control 
weaknesses may have to be reported 
to the regulator.

Appendix 2 – Conditions and 
Events that may Indicate Risks of 
Material Misstatement

 • Weaknesses Significant de-
ficiencies in internal control, 
especially those not addressed 
by management.

SA 330, “The Auditor’s Responses 
to Assessed Risks”

18. The auditor shall evaluate wheth-
er, on the basis of the audit work per-
formed, the auditor has identified a 
material weakness in the operating 
effectiveness of controls.

19. The auditor shall communicate 
material weaknesses in internal con-
trol identified during the audit on a 
timely basis to management at an 
appropriate level of responsibility 
and, as required by SA 260, “Com-
munication with Those Charged with 
Governance”, with those charged 
with governance (unless all of those 
charged with governance are in-
volved in managing the entity).

A2. The assessment of the risks of 
material misstatement at the financial 
statement level, and thereby the au-
ditor’s overall responses, is affected 
by the auditor’s understanding of the 
control environment. An effective con-
trol environment may allow the audi-
tor to have more confidence in inter-
nal control and the reliability of audit 
evidence generated internally within 
the entity and thus, for example, allow 
the auditor to conduct some audit pro-
cedures at an interim date rather than 
at the period end. DeficienciesWeak-
nesses in the control environment, 
however, have the opposite effect; for 
example, the auditor may respond to 
an ineffective control environment by:
 Conducting more audit pro-

cedures as of the period end 
rather than at an interim date.



387THE CHARTERED ACCOUNTANT                       AUGUST  2008

EXPOSURE DRAFTS

 Obtaining more extensive au-
dit evidence from substantive 
procedures.

 Increasing the number of loca-
tions to be included in the audit 
scope. 

A40. A material misstatement de-
tected by the auditor’s procedures 
may indicate the existence of a ma-
terial weakness in internal control.

A56. An audit of financial state-
ments is a cumulative and iterative 
process. As the auditor performs 
planned audit procedures, the audit 
evidence obtained may cause the 
auditor to modify the nature, tim-
ing or extent of other planned audit 
procedures. Information may come 
to the auditor’s attention that differs 
significantly from the information 
on which the risk assessment was 
based. For example, 
 The extent of misstatements 

that the auditor detects by 
performing substantive pro-
cedures may alter the audi-
tor’s judgment about the risk 
assessments and may indi-
cate a material weakness sig-
nificant deficiency in internal  
control.

 The auditor may become 
aware of discrepancies in ac-
counting records, or conflicting 
or missing evidence.

 Analytical procedures per-
formed at the overall review 
stage of the audit may indicate 
a previously unrecognised  
risk of material misstatement. 

In such circumstances, the audi-
tor may need to re-evaluate the 
planned audit procedures, based 
on the revised consideration of as-
sessed risks for all or some of the 
classes of transactions, account 
balances, or disclosures and related 
assertions. SA 315 contains further 
guidance on revising the auditor’s 
risk assessment.   

SA 600 (Revised), “Special 
Considerations—Audits of 
Group Financial Statements 
(Including the Work of Com-
ponent Auditors)”
41. The group engagement team 

shall request the component audi-
tor to communicate matters relevant 
to the group engagement team’s 
conclusion with regard to the group 
audit. Such communication shall in-
clude: (Ref: Para. A60) 

(g) Description of any identified 
significant deficiencies mate-
rial weaknesses in internal control 
over financial reportingrelevant to 
the audit at the component level; 

46. The group engagement team shall 
make group management aware, on 
a timely basis and at an appropriate 
level of responsibility, of:

(a) Material weaknesses in the de-
sign or operating effectiveness 
of All deficiencies in group-
wide controls (other than those 
that are clearly trivial) that the 
group engagement team has 
identified, unless: ;
(i) The group engagement 

team has obtained suf-
ficient appropriate audit 
evidence about the op-
erating effectiveness of 
other group-wide controls 
that would prevent, or de-
tect and correct, misstate-
ments arising from the 
identified deficiencies; or 
(Ref: Para. A64)

(ii) It would be inappropriate 
to communicate directly 
to group management in 
the circumstances. (Ref: 
Para. A65)

(b) Significant deficiencies Mate-
rial weaknesses that the group 
engagement team has identi-
fied in internal controls at com-
ponents and judges are of sig-
nificance to the group; and 

(c) Significant deficiencies Materi-
al weaknesses that component 
auditors have identified in in-
ternal controls at components 
and brought to the attention of 
the group engagement team 
that the group engagement 
team judges are of significance 
to the group. 

A20. The terms of engagement iden-
tifies identify the applicable financial 
reporting framework. Additional mat-
ters may be included in the terms of 

a group audit engagement, such as 
the fact that:
 Important communications be-

tween the component auditors, 
those charged with governance 
of the component, and compo-
nent management, including 
communications on significant 
deficiencies material weakness-
es in internal control, should be 
communicated as well to the 
group engagement team.

A64. Unless the group engagement 
team has obtained sufficient appro-
priate audit evidence about the op-
erating effectiveness of other group-
wide controls that would prevent, or 
detect and correct, misstatements 
arising from the identified deficien-
cies, the group engagement team 
does not have sufficient audit evi-
dence to conclude that a deficiency 
in internal control does not exist. Au-
dit evidence regarding the effective 
design and implementation of such 
other group-wide controls is not in 
itself sufficient to support such a 
conclusion.

A65. It may be inappropriate to 
communicate identified deficien-
cies directly to group management 
in situations that call into ques-
tion the integrity or competence of 
group management. For example, 
there may be evidence of actual or 
suspected fraud on group manage-
ment’s part, or group management 
may exhibit an inability to prepare 
adequate group financial state-
ments that may raise doubt about  
group management’s competence.

Appendix 5-Required and Ad-
ditional Matters Included in the 
Group Engagement Team’s Letter 
of Instruction

Other information

 Significant deficiencies Mate-
rial weaknesses in controls 
that have come to the atten-
tion of the component audi-
tor has identified during the 
performance of the work on 
the financial information of the 
component, and information 
that indicates the existence of 
fraud.
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Explanatory Memorandum to the Exposure Draft
Revised Standard on Auditing (SA) 500 

Considering the Relevance and Reliability of Audit Evidence

Background

The Institute of Chartered Accoun-
tants of India had in May, 1988 is-
sued the Standard on Auditing (SA) 
5001 , “Audit Evidence”, effective for 
all audits relating to accounting pe-
riods beginning on or after January 
1, 1989. The Institute is a member 
of the International Federation of Ac-
countants (IFAC). Therefore, as a 
part of its membership obligations, 
while formulating any Auditing and 
Assurance Standard it is required to 
harmonise with the corresponding 
International Standards on Audit-
ing (ISAs), if any, issued by the In-
ternational Auditing and Assurance 
Standards Board (IAASB) of the  
IFAC.  

IAASB’s Clarity Project

The IAASB, in April 2007, issued the 
exposure draft of the redrafted ISA 
500 meaning thereby that the IAASB 
proposed a redrafted version of ISA 
500, written pursuant to the style 
adopted under the Clarity Project. 
As a part of its Clarity Project, an 
International Standard on Auditing 
is divided into two sections, one the 
Requirements part containing the 
fundamental principles of the Stan-
dard and second, the Application and 
Other Explanatory Materials section 
and appendices, detailing the imple-
mentation aspects of the principles. 
Attention of the readers is also drawn 
to, “A Guide for National Standard 
Setters that Adopt IAASB’s Interna-
tional Standards but Find it Neces-
sary to Make Limited Modifications”2, 
issued by the IAASB in July, 2006.
ICAI’s Response
The Council of the Institute, at its 

267th meeting held in April, 2007 has 
also decided to adopt this approach 
for writing Standards. The Council, at 
the said meeting, also decided to re-
name, re-categorise and re-number 
the existing Auditing and Assurance 
Standards on the lines followed by 
the IAASB. The readers are also re-
quested to refer to the Preface to the 
Standards on Quality Control, Au-
diting, Review, Other Assurance 
and Related Services published in 
the July, 2007 issue of the Journal. 
This revised Preface is effective from 
April 1, 2008.

Highlights of the New Preface

I. Engagement Standards

The new Preface introduces the con-
cept of Engagement Standards. The 
term “Engagement Standards” com-
prises the following Standards:

(a) Standards on Auditing (SAs), 
to be applied in the audit of his-
torical financial information. 

(b) Standards on Review En-
gagements (SREs), to be ap-
plied in the review of historical 
financial information. 

(c) Standards on Assurance 
Engagements (SAEs), to be 
applied in assurance engage-
ments, dealing with subject 
matters other than historical 
financial information. 

(d) Standards on Related Ser-
vices (SRSs), to be applied to 
engagements involving appli-
cation of agreed upon proce-
dures to information, compila-
tion engagements, and other 
related services engagements, 
as may be specified by the 
ICAI.

The new Preface therefore, does 
away with the terminology “Auditing 
and Assurance Standards” in use 
till date.

The Standards on Quality Control  
(SQCs) are to be applied to all 
services covered by the Engagement 
Standards.

II. Standards on Auditing

The Standards on Auditing (SAs) 
referred to in I. above are formulated 
in the context of an audit of financial 
statements by an independent 
auditor. They are to be adapted as 
necessary in the circumstances when 
applied to audits of other historical 
financial information. 

III. New Format of Presenting the 
Standards on Auditing

In line with the format adopted by 
the IAASB under its Clarity Project, 
the Standards on Auditing would 
now contain two distinct sections, 
one, the Requirements section 
and, two, the Application Guidance  
section.

Requirements Section

The fundamental principles of 
the Standard are contained in 
the Requirements section and 
represented by use of “shall”.  Hitherto, 
the word, “should” was used in the 
Standards, for this purpose. Further, 
this format also does away with the 
need to present the principles laid 
down by the Standard in bold text.

Application and Other Explanatory 
Material

The application and other explanatory 
material contained in an SA is an 
integral part of the SA as it provides 

1 Hitherto known as Auditing and Assurance Standard (AAS) 5.
2 The full text of the Policy Position can be downloaded free of charge at http://www.ifac.org/IAASB/downloads/Modification_Policy_ Position.pdf .
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further explanation of, and guidance 
for carrying out, the requirements of 
an SA, along with the background 
information on the matters addressed 
in the SA. It may include examples 
of procedures, some of which the 
auditor may judge to be appropriate 
in the circumstances. Such guidance 
is, however, not intended to impose a 
requirement.

In view of this format of writing, 
the standard portion or principles 
enunciated in a Standard are no 
longer given in bold face.

There is no change in the author-
ity attached to the Standards, i.e., 
they are mandatory in nature, not-
withstanding the new format of 
writing the Standards.

This Exposure Draft

This Exposure Draft of the Revised 
Standard on Auditing (SA) 5003, 
“Considering the Relevance and Re-
liability of Audit Evidence”, is based 
on the corresponding Exposure Draft 
of Redrafted ISA 500 issued by the 
IAASB in April, 2007 and follows 
the same writing style. The first, i.e., 
the Introduction and Requirements 
section contains the principles. The 
second, i.e., the Application and Ex-
planatory Material section contains 
implementation guidance on the top-
ics discussed in the Requirements 
section. Cross-reference to the rel-
evant paragraphs of the Application 

Material is built within the Require-
ments section. The paragraphs in 
the Requirements section have been 
numbered as 1 to 14 and the para-
graphs in the Application and Other 
Explanatory Material are numbered 
as A1 to A35.  

Topics Covered by Revised SA 
500

The Standard contains the following 
main aspects:

(i) Scope 
(ii) Audit Evidence
(iii) Effective date
(iv) Objectives
(v) Definitions
(vi) Requirements

(a) Information to be Used 
as Audit Evidence 

(b) Selecting Items for Test-
ing to Obtain Audit Evi-
dence 

(c) Inconsistency in, or 
Doubts Over Reliability 
of, Audit Evidence

(vii) Application guidance on the  
above aspects

Highlights of Revised SA 500

1. This SA is applicable to all the 
audit evidence obtained by the 
auditor during the course of the audit, 
i.e., all the information used by the 
auditor in arriving at the conclusion 
on which the audit opinion is based. 

It also deals with the auditor’s 
responsibility to design and perform 
the audit procedure to obtain relevant 
and reliable audit evidence. 

2. There is more emphasis on 
considering the relevance and 
reliability of the audit evidence 
obtained by an auditor during the 
course of an audit, and accordingly 
to focus on designing and performing 
the audit procedures by an auditor 
to obtain relevant and reliable audit 
evidence. 

3. The concept of risk assess-
ment procedures, as defined in SA 
315 and SA 330, has been built in the 
Standard so that the auditor could 
draw reasonable conclusions to form 
his audit opinion.  

4. Procedures for generating 
evidence have been changed 
significantly by introduction of the 
new technologies in the field of IT or 
in general. The Exposure Draft of SA 
500 contains guidance in respect of 
relevance and reliability of such audit 
evidence.

5. The Exposure Draft of Revised 
SA 500 also contains guidance on 
the factors to be considered by the 
auditor in deciding about the methods 
for selecting the items for testing to 
obtain audit evidence (as per SA 530 
(Revised), “Audit Sampling”) that are 
effective in meeting the purpose of 
the audit procedure.

3Revises the existing Standard on Auditing (SA) 500 (AAS 5), “Audit Evidence”, issued in May 1988.

Your comments on the Exposure Draft should reach us by September 30, 2008.  Comments are 
most helpful if they indicate the specific paragraph(s) to which they relate, contain a clear rationale 
and, where applicable, provide a suggestion for alternative wording.  The comments should be  
sent to:

Secretary, Auditing and Assurance Standards Board
The Institute of Chartered Accountants of India

ICAI Bhawan, C-1, Sector-1,
NOIDA,

Uttar Pradesh – 201 301.
Comments can also be emailed at: aasb@icai.org 
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Proposed Exposure Draft (ED) of 
Standard on Auditing (SA) 500 (Revised)

Considering the Relevance and Reliability of Audit Evidence

Introduction

Scope of this SA

1. This Standard on Auditing (SA) 
explains what constitutes audit 
evidence in an audit of financial 
statements, and deals with the 
auditor’s responsibility to design 
and perform audit procedures to 
obtain relevant and reliable audit 
evidence.

2. This SA is applicable to all the 
audit evidence obtained during 
the course of the audit. Other 
SAs deal with specific aspects 
of the audit, the audit evidence 
to be obtained, the procedures 
to be performed in obtaining au-
dit evidence, and the evaluation 
of whether sufficient appropriate 
evidence has been obtained.

Audit Evidence

3. Audit evidence is all the infor-
mation used by the auditor in ar-
riving at the conclusions on which 
the audit opinion is based. Audit 
evidence is necessary to support 
that opinion and the auditor’s 
report. It is cumulative in nature 
and is primarily obtained from au-
dit procedures performed during 
the course of the audit. It may, 
however, also include informa-
tion obtained from, e.g., previous 
audits and a firm’s quality control 
procedures for client acceptance 

and continuance. The entity’s ac-
counting records are an important 
source of audit evidence along 
with other sources inside and 
outside the entity. Audit evidence 
comprises both information that 
supports and corroborates man-
agement’s assertions, and any 
information that contradicts such 
assertions. (Ref: Para. A1-A3)

4. Most of the auditor’s work in 
forming the audit opinion consists 
of obtaining and evaluating audit 
evidence. Audit procedures to 
obtain audit evidence can include 
inspection, observation, confir-
mation, re-calculation, re-perfor-
mance and analytical procedures 
and inquiry, often in some com-
bination. Although inquiry may 
provide important audit evidence, 
inquiry alone ordinarily does not 
provide sufficient audit evidence 
to detect a material misstatement 
at the assertion level, nor of the 
operating effectiveness of con-
trols. (Ref: Para. A4-A19)

5. As explained in [proposed] SA 
2005 (Revised), “Overall Objec-
tive of the Independent Auditor, 
and the Conduct of an Audit in 
Accordance with Standards on 
Auditing”, reasonable assurance 
is obtained when the auditor has 
reduced audit risk to an accept-
ably low level by obtaining suffi-
cient appropriate audit evidence. 

Sufficiency is the measure of 
the quantity of audit evidence. 
The quantity of audit evidence 
needed is affected by the risks 
of misstatement (the higher the 
risks, the more audit evidence 
is likely to be required) and also 
by the quality of such audit evi-
dence (the higher the quality, the 
less may be required). Obtaining 
more audit evidence, however, 
may not compensate for its poor  
quality. 

6. Appropriateness is the mea-
sure of the quality of audit evi-
dence; that is, it’s relevance and 
its reliability in providing support 
for, or detecting misstatements 
in, the financial statements. The 
reliability of evidence is influ-
enced by its source and by its 
nature, and is dependent on the 
individual circumstances under 
which it is obtained.

7. The sufficiency and appropri-
ateness of audit evidence are 
interrelated. Whether sufficient 
appropriate audit evidence has 
been obtained to reduce audit 
risk to an acceptably low level, 
and thereby enable the auditor to 
draw reasonable conclusions on 
which to base the audit opinion, 
is a matter for the auditor to de-
termine using professional judg-
ment.

4  Published in the July, 2007 issue of the Journal. 
5 Presently, SA 200 (AAS 1), “Basic Principles Governing an Audit” and SA 200A (AAS 2)¸ “Objective and Scope of an Audit of Financial State 
  ments” correspond to Proposed International Standard on Auditing (ISA) 200 (Revised and Redrafted).  Both the SAs are currently being revised in   
  the light of the Proposed ISA 200 (Revised and Redrafted). Post this revision, the principles covered by SA 200 and SA 200A will be merged into one  
  Standard, i.e., SA 200.

Standard on Auditing (SA) 500 (Revised), “Considering the Relevance and Reliability of Audit Evi-
dence” should be read in the context of the “Preface to the Standards on Quality Control, Auditing, 
Review, Other Assurance and Related Services4,” which sets out the authority of SAs.
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Effective Date

8. This SA is effective for audits of 
financial statements for periods 
beginning on or after ________.

Objective
9. The objective of the auditor is 
to design and perform audit pro-
cedures so as to be able to ob-
tain relevant and reliable audit 
evidence.

Definitions
10. For purposes of the SAs, the 
following terms have the mean-
ings attributed below:

(a) Accounting records – The 
records of initial account-
ing entries and supporting 
records, such as cheques 
and records of electronic 
fund transfers; invoices; 
contracts; the general and 
subsidiary ledgers, journal 
entries and other adjust-
ments to the financial state-
ments that are not reflected 
in formal journal entries; 
and records such as work 
sheets and spreadsheets 
supporting cost allocations, 
computations, reconcilia-
tions and disclosures.

(b) Audit evidence – All the 
information used by the 
auditor in arriving at the 
conclusions on which the 
audit opinion is based. Au-
dit evidence includes both 
information contained in the 
accounting records underly-
ing the financial statements 
and other information.

(c) Sufficiency – The measure 
of the quantity of audit evi-
dence. The quantity of the 
audit evidence needed is 
affected by the risks of ma-
terial misstatement and also 
by the quality of such audit 
evidence.

(d) Appropriateness – The 
measure of the quality of 
audit evidence; that is, its 

relevance and its reliability 
in providing support for, or 
detecting misstatements in, 
the financial statements.

Requirements
Information to be Used as Au-
dit Evidence

11. When designing audit proce-
dures, the auditor shall consider 
the relevance and reliability of the 
information to be used as audit 
evidence. (Ref: Para. A20-A27)

12. When information used by the 
auditor for purposes of the audit 
was produced by the entity, the 
auditor shall evaluate whether 
the information is sufficiently re-
liable for the auditor’s purposes, 
including as necessary in the cir-
cumstances:

(a) Obtaining audit evidence 
about the accuracy and 
completeness of the infor-
mation;

(b) Evaluating whether the in-
formation is sufficiently pre-
cise or detailed for the audi-
tor’s purposes. (Ref: Para. 
A28-A30)

Selecting Items for Testing to 
Obtain Audit Evidence

13. When designing tests of con-
trols and tests of details, the au-
ditor shall determine means of 
selecting items for testing that 
are effective in meeting the pur-
pose of the audit procedure. The 
means available to the auditor 
are:

(a) Selecting all items (100% 
examination);

(b) Selecting specific items; 
and

(c) Audit sampling. (Ref: Para. 
A31-A34)

Inconsistency in, or Doubts 
Over Reliability of, Audit Evi-
dence

14. When audit evidence obtained 
from one source is inconsistent 

with that obtained from another, 
or the auditor has doubts over 
the reliability of information to be 
used as audit evidence, the audi-
tor shall determine what modifi-
cations to or additional audit pro-
cedures are necessary to resolve 
the matter. (Ref: Para. A35)

Application and Other Explan-
atory Material
Sources of Audit Evidence 
(Ref: Para. 3)

A1. Management is responsible 
for the preparation of the finan-
cial statements based upon the 
accounting records of the entity. 
Some audit evidence is obtained 
by performing audit procedures 
to test the accounting records, 
e.g., through analysis and re-
view, reperforming procedures 
followed in the financial reporting 
process, and reconciling related 
types and applications of the 
same information. Through the 
performance of such audit proce-
dures, the auditor may determine 
that the accounting records are 
internally consistent and agree to 
the financial statements.

A2. More assurance is ordinar-
ily obtained from consistent audit 
evidence obtained from different 
sources or of a different nature 
than from items of audit evidence 
considered individually. For ex-
ample, corroborating information 
obtained from a source indepen-
dent of the entity may increase 
the assurance the auditor obtains 
from evidence existing within the 
accounting records or from rep-
resentations made by manage-
ment.

A3. Information from sources in-
dependent of the entity that the 
auditor may use as audit evidence 
may include confirmations from 
third parties, analysts’ reports, 
and comparable data about com-
petitors (benchmarking data).

Audit Procedures for Obtaining 
Audit Evidence (Ref: Para. 4)
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A4. As required by, and explained 
further in SA 315, “Identifying and 
Assessing the Risks of Material 
Misstatement Through Under-
standing the Entity and Its Envi-
ronment” and SA 330, “The Au-
ditor’s Responses to Assessed 
Risks” audit evidence to draw 
reasonable conclusions on which 
to base the audit opinion is ob-
tained by performing:

(a) Risk assessment proce-
dures; and

(b) Further audit procedures, 
which comprise:

(i) Test of controls; and

(ii) Substantive procedures, 
including tests of details 
and substantive analyti-
cal procedures.

A5. The audit procedures de-
scribed in paragraphs A8-A19 
below may be used as risk as-
sessment procedures, tests of 
controls or substantive proce-
dures, depending on the context 
in which they are applied by the 
auditor. As explained in SA 330, 
audit evidence obtained from pre-
vious audits may, in certain cir-
cumstances, provide appropriate 
audit evidence where the auditor 
performs audit procedures to es-
tablish its continuing relevance.

A6. The nature and timing of the 
audit procedures to be used may 
be affected by the fact that some 
of the accounting data and other 
information may be available 
only in electronic form or only at 
certain points or periods in time. 
For example, source documents, 
such as purchase orders and 
invoices, may exist only in elec-
tronic form when an entity uses 
electronic commerce, or may be 
discarded after scanning when 
an entity uses image-processing 
systems to facilitate storage and 
reference.

A7. Certain electronic informa-
tion may not be retrievable after 
a specified period of time, e.g., if 
files are changed and if backup 
files do not exist. Accordingly, 
an entity’s data retention policies 
may require the auditor to request 
retention of some information for 
the auditor’s review or to perform 
audit procedures at a time when 
the information is available.

Inspection

A8. Inspection involves examin-
ing records or documents, wheth-
er internal or external, in paper 
form, electronic form, or other 
media, or a physical examination 
of an asset. Inspection of records 
and documents provides audit ev-
idence of varying degrees of reli-
ability, depending on their nature 
and source and, in the case of in-
ternal records and documents, on 
the effectiveness of the controls 
over their production. An example 
of inspection used as a test of 
controls is inspection of records 
for evidence of authorisation.

A9. Some documents repre-
sent direct audit evidence of the 
existence of an asset, for ex-
ample, a document constituting 
a financial instrument such as a 
stock or bond. Inspection of such 
documents may not necessar-
ily provide audit evidence about 
ownership or value. In addition, 
inspecting an executed contract 
may provide audit evidence rel-
evant to the entity’s application of 
accounting policies, such as rev-
enue recognition.

A10. Inspection of tangible assets 
may provide reliable audit evidence 
with respect to their existence, but 
not necessarily about the entity’s 
rights and obligations or the valu-
ation of the assets. Inspection of 
individual inventory items ordinar-
ily accompanies the observation of 
inventory counting.

Observation

A11. Observation consists of look-
ing at a process or procedure be-
ing performed by others, e.g., the 
auditor’s observation of inventory 
counting by the entity’s personnel, 
or of the performance of control 
activities. Observation provides 
audit evidence about the perfor-
mance of a process or procedure, 
but is limited to the point in time 
at which the observation takes 
place, and by the fact that the act 
of being observed may affect how 
the process or procedure is per-
formed. See SA 501 (Revised)6, 
“Audit Evidence—Additional Con-
siderations for Specific Items” for 
further guidance on observation 
of the counting of inventory.

Inquiry

A12. Inquiry consists of seeking 
information from knowledgeable 
persons, both financial and non-
financial, throughout the entity or 
outside the entity. Inquiry is used 
extensively throughout the audit 
as a complement to other audit 
procedures. Inquiries may range 
from formal written inquiries to 
informal oral inquiries. Evaluating 
responses to inquiries is an inte-
gral part of the inquiry process.

A13. Responses to inquiries may 
provide the auditor with informa-
tion not previously possessed or 
with corroborative audit evidence. 
Alternatively, responses might 
provide information that differs 
significantly from other informa-
tion that the auditor has obtained, 
e.g., information regarding the 
possibility of management over-
ride of controls. In some cases, 
responses to inquiries provide a 
basis for the auditor to modify or 
perform additional audit proce-
dures. 

A14. Although corroboration of 
evidence obtained through in-
quiry is often of particular impor-

6Currently, SA 501 (AAS 34), “Audit Evidence – Additional Considerations for Specific Items” is in force. The Standard is being revised in the light of the   
  corresponding International Standard.
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tance, in the case of inquiries 
about management intent, the 
information available to support 
management’s intent may be lim-
ited. In these cases, understand-
ing management’s past history of 
carrying out its stated intentions 
with respect to assets or liabilities, 
management’s stated reasons for 
choosing a particular course of ac-
tion, and management’s ability to 
pursue a specific course of action 
may provide relevant information 
about management’s intent.

A15. In respect of some matters, 
the auditor is required to obtain 
written representations from man-
agement to confirm responses to 
oral inquiries. See [proposed] SA 
5807  (Revised), “Written Repre-
sentations” for further guidance.

Confirmation

A16. Confirmation is a specific 
type of inquiry that is the process 
of obtaining a representation of 
information or of an existing con-
dition directly from a third party. 
Confirmations are frequently used 
in relation to account balances 
and their components. For ex-
ample, the auditor may seek di-
rect confirmation of receivables 
by communication with debtors. 
However, confirmations need not 
be restricted to these items. For 
example, the auditor may request 
confirmation of the terms of agree-
ments or transactions an entity 
has with third parties; the confir-
mation request is designed to ask 
if any modifications have been 
made to the agreement and, if so, 
what the relevant details are. Con-
firmations also are used to obtain 
audit evidence about the absence 
of certain conditions, e.g., the ab-
sence of a “side agreement” that 
may influence revenue recogni-
tion. See SA 505(Revised)8, “Ex-
ternal Confirmations” for further 

guidance.

Recalculation

A17. Recalculation consists of 
checking the mathematical ac-
curacy of documents or records. 
Recalculation can be performed 
manually or electronically.

Re-performance

A18. Re-performance involves 
the auditor’s independent execu-
tion of procedures or controls that 
were originally performed as part 
of the entity’s internal control.

Analytical Procedures

A19. Analytical procedures consist 
of evaluations of financial informa-
tion made by a study of plausible 
relationships among both financial 
and non-financial data. Analytical 
procedures also encompass the 
investigation of identified fluctua-
tions and relationships that are in-
consistent with other relevant in-
formation or deviate significantly 
from predicted amounts. See SA 
520(Revised)9, “Analytical Proce-
dures” for further guidance.

Information to be Used as Audit 
Evidence

Relevance and Reliability (Ref: 
Para. 11)

A20. As noted in paragraph 3, 
while audit evidence is primarily 
obtained from audit procedures 
performed during the course of 
the audit, it may also include in-
formation obtained from other 
sources such as, e.g., previous 
audits, and a firm’s quality control 
procedures for client acceptance 
and continuance. The quality of all 
audit evidence is affected by the 
relevance and reliability of the in-
formation upon which it is based.

Relevance

A21. Relevance deals with the 

logical connection with, or bear-
ing upon, the purpose of the audit 
procedure and, where appropri-
ate, the assertion under consider-
ation. Considering the relevance 
of information to be used as audit 
evidence includes considering the 
direction of testing. For example, 
if the purpose of an audit proce-
dure is to test for overstatement of 
accounts payable, testing the re-
corded accounts payable may be 
appropriate. On the other hand, 
when testing for understatement 
of accounts payable, testing the 
recorded accounts payable is not 
appropriate but testing such infor-
mation as subsequent disburse-
ments, unpaid invoices, suppliers’ 
statements, and unmatched re-
ceiving reports may be appropri-
ate.

A22. A given set of audit proce-
dures may provide audit evidence 
that is relevant to certain asser-
tions, but not others. For example, 
inspection of documents related to 
the collection of receivables after 
the period end may provide audit 
evidence regarding existence and 
valuation, but not necessarily cut-
off. On the other hand, the auditor 
often obtains audit evidence from 
different sources or of a different 
nature that is relevant to the same 
assertion.

Reliability

A23. Due to the fact that the re-
liability of information to be used 
as audit evidence, and therefore 
of the audit evidence itself, is in-
fluenced by its source and its na-
ture, and the circumstances under 
which it is obtained, including the 
controls over its preparation and 
maintenance where relevant, gen-
eralisations about the reliability of 
various kinds of audit evidence are 
subject to important exceptions. 
Even when information to be used 

7The Auditing and Assurance Standards Board has issued the Exposure Draft of the proposed Standard on Auditing (SA) 580 (Revised),which was pub     
 lished in the November, 2007 issue of the Journal and was also hosted on the website. The last date for sending comments on the same was December         
15, 2007.
8Currently, SA 505 (AAS 30), “External Confirmations” is in force. The Standard is being revised in the light of the corresponding International Standard.
9Currently, SA 520 (AAS 14), “Analytical Procedures” is in force. The Standard is being revised in the light of the corresponding International Standard.
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as audit evidence is obtained from 
sources external to the entity, cir-
cumstances may exist that could 
affect its reliability. For example, 
information obtained from an in-
dependent external source may 
not be reliable if the source is not 
knowledgeable. While recognising 
that exceptions may exist, the fol-
lowing generalisations about the 
reliability of audit evidence may 
be useful:

 The reliability of audit evi-
dence is increased when it is 
obtained from independent 
sources outside the entity.

 The reliability of audit evi-
dence that is generated in-
ternally is increased when 
the related controls, includ-
ing those over their prepa-
ration and maintenance, 
imposed by the entity are 
effective.

 Audit evidence obtained di-
rectly by the auditor (e.g., 
observation of the applica-
tion of a control) is more 
reliable than audit evidence 
obtained indirectly or by in-
ference (e.g., inquiry about 
the application of a control).

 Audit evidence in documen-
tary form, whether paper, 
electronic, or other medium, 
is more reliable than evi-
dence obtained orally (e.g., 
a contemporaneously writ-
ten record of a meeting is 
more reliable than a subse-
quent oral representation of 
the matters discussed).

 Audit evidence provided by 
original documents is more 
reliable than audit evidence 
provided by photocopies or 
facsimiles, or documents 
that have been filmed, digi-
tised or otherwise trans-
formed into electronic form, 
the reliability of which may 
depend on the controls over 

their preparation and main-
tenance.

A24. The auditor’s consideration 
of the reliability of audit evidence 
rarely involves the authentication 
of documentation. SA 240 (Re-
vised), “The Auditor’s Respon-
sibilities Relating to Fraud in an 
Audit of Financial Statements”10, 
deals with circumstances where 
the auditor has reason to be-
lieve that a document may not 
be authentic, or may have been 
modified without that modifica-
tion having been disclosed to the  
auditor.

A25. Test of controls are designed 
to evaluate the operating effec-
tiveness of controls in preventing, 
or detecting and correcting, mate-
rial misstatements at the assertion 
level. Designing tests of controls 
to obtain relevant audit evidence 
includes identifying conditions 
(characteristics or attributes) that 
indicate performance of a control, 
and deviation conditions, which in-
dicate departures from adequate 
performance. The presence or 
absence of those conditions can 
then be tested by the auditor.

A26. Substantive procedures are 
designed to detect material mis-
statements at the assertion level. 
They comprise tests of details and 
substantive analytical procedures. 
Designing substantive procedures 
includes identifying conditions rel-
evant to the purpose of the test 
that constitute a misstatement in 
the relevant assertion.

A27. When designing tests of con-
trols and tests of details, the auditor 
may need to make an assessment 
of the expected rate of deviation 
or expected misstatement in the 
population to be tested.

Information Produced by the 
Entity and Used for Audit Pur-
poses (Ref: Para. 12)

A28. In order for the auditor to ob-

tain reliable audit evidence, infor-
mation produced by the entity that 
is used for performing audit pro-
cedures needs to be sufficiently 
complete and accurate. For ex-
ample, the effectiveness of audit-
ing revenue by applying standard 
prices to records of sales volume 
is affected by the accuracy of the 
price information and the com-
pleteness and accuracy of the 
sales volume data. Similarly, if the 
auditor intends to test a popula-
tion (e.g., payments) for a certain 
characteristic (e.g., authorisa-
tion), the results of the test will be 
less reliable if the population from 
which items are selected for test-
ing is not complete.

A29. Obtaining audit evidence 
about the accuracy and complete-
ness of such information may be 
performed concurrently with the 
actual audit procedure applied to 
the information when obtaining 
such audit evidence is an integral 
part of the audit procedure itself. 
In other situations, the auditor 
may have obtained audit evidence 
of the accuracy and complete-
ness of such information by test-
ing controls over the preparation 
and maintenance of the informa-
tion. In some situations, however, 
the auditor may determine that 
additional audit procedures are  
needed.

A30. In some cases, the audi-
tor may intend to use information 
produced by the entity for other 
audit purposes. For example, the 
auditor may intend to make use 
of the entity’s performance mea-
sures for the purpose of analyti-
cal procedures, or to make use of 
the entity’s information produced 
for monitoring activities, such as 
internal auditor’s reports. In such 
cases, the appropriateness of 
the audit evidence obtained is af-
fected by whether the information 
is sufficiently precise or detailed 
for the auditor’s purposes. For 

10 Published in December, 2007 issue of the journal.
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example performance measures 
used by management may not be 
precise enough to detect material 
misstatements.

Selecting Items for Testing to 
Obtain Audit Evidence (Ref: 
Para. 13)

A31. An effective test provides 
appropriate audit evidence to an 
extent that, taken with other au-
dit evidence obtained or to be 
obtained, will be sufficient for 
the auditor’s purpose. In select-
ing items for testing, the auditor 
is required by paragraph 11 to 
determine the relevance and reli-
ability of information to be used as 
audit evidence; the other aspect 
of effectiveness (sufficiency) is 
an important consideration in se-
lecting items to test. The applica-
tion of any one or combination of 
the means of selecting items for 
testing identified in paragraph 13 
may be appropriate depending 
on the particular circumstances, 
e.g., the risks of material mis-
statement related to the assertion 
being tested, and the practical-
ity and efficiency of the different  
means.

Selecting All Items

A32. The auditor may decide that it 
will be most appropriate to exam-
ine the entire population of items 
that make up a class of transac-
tions or account balance (or a 
stratum within that population). 
100% examination is unlikely in 
the case of tests of controls; how-
ever, it is more common for tests 
of details. 100% examination may 
be appropriate when, e.g.: 

 The population constitutes a 
small number of large value 
items;

 There is a significant risk 
and other means do not 
provide sufficient appropri-

ate audit evidence; or

 The repetitive nature of a 
calculation or other process 
performed automatically 
by an information system 
makes a 100% examination 
cost effective.

Selecting Specific Items
A33. The auditor may decide to 
select specific items from a popu-
lation. In making this decision, 
factors that may be relevant in-
clude the auditor’s understand-
ing of the entity, the assessed 
risks of material misstatement, 
and the characteristics of the 
population being tested. The 
judgmental selection of specific 
items is subject to non-sampling 
risk. Specific items selected may  
include:

 High value or key items. 
The auditor may decide to 
select specific items within 
a population because they 
are of high value, or exhibit 
some other characteristic, 
e.g., items that are suspi-
cious, unusual, particularly 
risk-prone or that have a 
history of error.

 All items over a certain 
amount. The auditor may 
decide to examine items 
whose recorded values ex-
ceed a certain amount so 
as to verify a large propor-
tion of the total amount of a 
class of transactions or ac-
count balance. 

 Items to obtain information. 
The auditor may examine 
items to obtain information 
about matters such as the 
nature of the entity or the 
nature of transactions. 

A34. While selective examination 
of specific items from a class of 
transactions or account balance 

11The Auditing and Assurance Standards Board has issued the Exposure Draft of the proposed Standard on Auditing (SA) 530 (Revised), which was 
published in the March, 2008 issue of the journal and was also hosted on the website for public comments. The last date for sending comments on the 
same was April 30, 2008.

will often be an efficient means of 
obtaining audit evidence, it does 
not constitute audit sampling. 
The results of audit procedures 
applied to items selected in this 
way cannot be projected to the 
entire population; accordingly, 
selective examination of specific 
items does not provide audit evi-
dence concerning the remainder 
of the population. Audit sampling, 
on the other hand, is designed to 
enable conclusions to be drawn 
about an entire population on 
the basis of testing a sample 
drawn from it. Audit sampling is 
discussed in SA 530 (Revised)11, 
“Audit Sampling”.

Inconsistency in, or Doubts 
Over Reliability of, Audit Evi-
dence (Ref: Para. 14)

A35. Obtaining audit evidence 
from different sources or of a dif-
ferent nature may indicate that an 
individual item of audit evidence 
is not reliable, such as when 
audit evidence obtained from 
one source is inconsistent with 
that obtained from another. This 
may be the case when, for ex-
ample, responses to inquires of 
management, internal audit, and 
others are inconsistent, or when 
responses to inquiries of those 
charged with governance made 
to corroborate the responses to 
inquiries of management are in-
consistent with the response by 
management.

Material Modifications to Pro-
posed Redrafted ISA 500, “Con-
sidering the Relevance and Re-
liability of Audit Evidence”
The Standard on Auditing (SA) 
500 (Revised), “Considering the 
Relevance and Reliability of Au-
dit Evidence” does not contain 
any material modifications vis-
a-vis proposed Redrafted ISA  
500.
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Smile Please

ACROSS
3. An allied law to charitable trust
7. Form 10A to be made to it
8. One of the type of trust
9. Needed for Correct Interpretation of the Trust Deed
14. Other Name for Voluntary Contribution
15. Exemptions from Capital Gain Tax is not available to this In-

come for
18. Not for Charitable Cause
20. Trustee can seek this delayed Registration Application
22. One of the Charitable Purpose under IT Act
23. One of the Law applicable to Charitable Trust
24. Always Advisable to have the Deed
25. Element not essential to give relief to the poor
DOWN
1. One common cause for forming trusts
2. One of the three certainties of a valid Trust
4. Other name for the Instrument of Trust
5. One form of Charitable Trust
6. Propagation of this also is considered Charity
10. All Chambers of this kind is for general Public Utility
11. Also considered as an object for General Public Utility
12. Charitable Purpose must be directed towards this
13. Eligible Project under 35AC
16. Only this is required to be registered under Indian Registra-

tion Act
17. Required No of Form10G copies
19. Percentage of Income to be applied for Charitable Purpose 

under IT Act
21. Time Limit for Registration under IT Act

A little boy asked his father, 
"Daddy, how much does it cost 
to get married?" And the father 
replied, "I don't know son, I'm 
still paying."

OUT OF THE BOX

Make a fresh list of your priority 
jobs... and all the jobs that I have 
given to you should be listed as 
your priority number one!
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Note: The above crossword is related to charitable trusts. It has been 
contributed by CA. T. Muralidhara Kalkura from Chennai.




