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A | to Management

5.4...COST AUDIT .-

. S-1.1. Meamng and Deﬁmtlon of. Cost. Audit - zoe w,w Tt
;~-rA.ud|L s an attcst ﬁmctton- It olS: ;thé. accredltatwn or“vahd}il’ion process of R
examining~ evidence’ regarding a report, statement, or other assertion (0. L
determine its correspondence to established criteria. The audit of. a..set. of i oy
financial statements teflects underlying business transactions followmg existing o ik
criteria for financial statement preparatton" : ' -

_Cost Audit is auditing of cost records to comument whether they are properly
- maintained so as-to-give a truc and fair view of the cost of production, cost’ of
sales and margin of product. The cost audit is a critical- examination on .
maintenance of cost records to express an opxmon on their adcquacy. truth. and

fa.lmess compliance to cost accounting pnnc1plcs

According to I.C.M.A  London, “Cost audit is the venﬁcauon of cost accounts
and a- chcck on the adhcrencc to the cost accountmg plan®. : :

Accordxng to ICWAI cost audit as, “an audit of efﬁcu:ncy, of minute details
-of expendlmrcs while the work. is.in. progress' and not 'a post- monem
-examination. . Fmancxa.l audit is a ‘fait.accompli’.’ Cost -audit ‘is mainly a- .-
prevenuve'ineasure, 4" guide.for managcmcnt pohc;/ and decxslon m addltlon to’

bemg a’ batometer of performance

Accordlng tp Snntb and Day, “By the term ‘Cost audlt is mcant the detmled
checkmg ‘of " the. costing system, technique and accounts -tQ venfy their
correctness and to-ensure adherence to the objective of cost accountmg
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L2 ObJectlves of Cost Audlt

‘The main objectives of-cost audit are:
1) Protectlon. Cost audxt protects the busmcss It asccnams and controls cost

by '
LR Exammmg the correctness of cost records;

“11)- Detcctmg-crrors, undue "wastage—or losses and cnsunng that ‘cost

‘records are compiled accurately; and
iii) Ascertaining whether the cost accounhno plan has been adhered tO Or ROL.

2) Constructlve Appraisal: The success of cost audit depends on the outlook
' of management and . scope -of . cost. audit. . The cost auditor provides

*. constructive suggesnons based on his’ ﬁndmgs "from cost audit for the
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1)" Useful information is provxdcd to managemcnt f‘or TER
producuon, selecting economical methods of operauon,

.. ©Operations costs .and re-formulating plans etc.’ e hl‘)
1) Suggesuons for modification .of existing. procedurC. submissi ..
returns, etc., if they are not in confom:uty with the modem techm

and ehmmauon of unwanted procedures. -

- =,

iv) Information regardmg rehablhty and effectiveness of the exJ:'
procedures for taking managerial demsxons

; Suggestmns for, snecessary- acuon if the; prOJected expcnmmrc fS;
madequate 10 produce opumum results e
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A 3) Improved Productnnty. Cost audit creates cost conscxousness at dszf:

v -wue levels within the- organization which results in cost reduction and -¢g
control. Moreover; cost audit improves productivity - by using efﬁcxn
scarce resources, i.e., men, material, machines etc. :

"4)  Pre-Audit: Cost auditor checks whcther the expendlture has been prOVl_
- _for in the budget estimates and the cumulatwe expenchturc has cxceed
- the budgeted prowsxons ' g

S.1.3.  Typesof Cost Audlt

rnanagenal glecxsxons and to ensure that the costmg departmem

functioning accordmg to the plan. In this audit, the cost auditor helps.
management in several ways by pointing out the drawbacks of the SYSteRE £33
and suggesting ways and means to control. and reduce costs. 'I'he €ITOrs-3
orrecr.ed and defa]catxons are prevented. :

SR The Cost- Aualtor 18" appomted by the management for‘ thns audxt““ -

2) Cost Aud:t by the Government. Besides the Starutory audlt the audu

- " be institated by any Government — Central or State — for the fol]owm

purposes: . ;!an.. o3

i) To ascertain cost of prOdUCthl‘l and marketing in case of industries to
__whom finangcial, assistance in the form.of subsxdy, grant-m-axd loweé;

== 777 7 or free rates of taxes, etc., is to be provxded ST I L Y 'S4
ii) To ascertain costs in order to fix maximum prices of products, . \-‘3
e

w00 iii) To ascertain cost of contracts to be glven to contraccors under C
“plus contracts, and » , °“’§
To fix hmJts of {oans to. be advagccd by ﬁnancxal P r’_{‘;j

~eeeaCO ora
scalc mdnsmes,&and» banks to'd}fferem. ,maugmes B An051s Small.

roduChOn COstS.
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55y.Gost Audit by Contractees: Where it is decided by the contractee with th

8- _contractor that the contractor would be paid the cost of the contract lu:

- fixed percentage of profit. as in case of ‘Cost-plus’ conwmacts, the uud?t is

5_ dpsuxmed by .the  contmactee to ascertain correct cost of the contrac

g sumlarl) "where a contractor appoints sub-cqQntractors on the basis of cost -
d pront basns the contractor msututes cost audit of the accounts of sub-

contr.ictors to scttle payments.

\4

v 3
Cost Audit by Tribunals: To settle.labour disputes on wages, bonus,
proﬁt -sharing, etc., the Tribunals may ask for cost audit of the concerned
‘busmesses ermlarly Incomc—tax Tnbunals may dxrcct cost audu tor_

T L |-' Coia ,._»

;“ ~rature costs ‘are compared with each o(hcr under Unxform Cosung or
. Inter-firm comparison by Trade Associations. Trade Associations-want
=~ to know costs to seek concessions from the Governments in the

gestation or take-off periods of certain concerns and for that purpose
'cost audit is required. s J
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5 1.4. - Cost AUdlt TeChnlques and Procedures
The techniques and procedures used by a cost accountant while conducting cost
audit are similar to that used by an audltor of ﬁnancml accounts. These can bo
summarized as follows: : i N

1) -Ascertain Internal Controls: The auanr should examine the cost
B accountmg system and ascertain the ‘effectiveness.- of intenal! control.
systems in operation with regard to the cost funcuon. This determines the -
detail and depth of exammauon and the exi¢nt of: rchance on test checking. " -

2) Vouchlng° Vouchmg refers 16 establishing correctness of cost records
" with the help of documentary cvidences, called vouchers, supporting
- and substantiating these records. These vouchers may ‘be internally or
externaily generated. In case of financial records externally generated
vouchers are larger in number, while in case of cost records internally
...... .geg“c_:a‘tcd vouchers.areg.larger.in. number. In ,vouching, the.auditor does oy
Lot herely Seék proof that the:‘e'xpendnure has actually been mcurré‘c'I"Ir*’“"*";r’:
examines . the soundness of vouchers, and_ ascertains that the
cxpendxture is properly autborized, appropnately recorded and has

resulted in desired value addition.

.For example, a cost auditor examines ‘that materials ‘are issued against
“duly. ~ authorized .- Material = Requisition' = Note, used” ~for~. the
purpose -for which they have been issued, and surplus materials- have
been accounted for and supported by Material Return Note or Material
Tranbfer Note.
3) Checlung and Tlckmg Coct audxtor docs tallym totalling, examination
it “of postings- -and. cast. compugqtiqns..il‘hey put check marks . or. tick-marks - :;,;1;
“Fwith coloured penéﬂs ér”pens t6 indicate the Work that has dOne :[‘hey may e
“also put checked stamp and his signatures. . L8
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: .;' - JY) It dimproves. cost accouiting methtfds and*’th‘e,effecuveness zof: .co$t‘
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6)
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5.1.5.°, Advantages of Cost Audlt ; :~
- The important advantagcs denved-from cgst_aydlt,axe L el ~
: 15’"’ Berefits to Management -

~‘costs incurred. . - 5 A A _ -

¥, appomted = Centgal ‘Government or Court or the rnanagement ete.
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internal cost control system operational in the orgamzatlon they: ey
resort to test checkmg instead of detailed: examination of each 1tem,>.. I

test checking may be based on random san‘rplmor or deliberate samphng @ :‘7;:

e,

Valuation and Verlficatxon. Under cost audn this work is parueui" i :
significant with reference to calculauon of deprecxatlon on produc‘ :
assets.and inventories of raw materials, work- -in-progress and finis "
goods. Valuation and. verification of: inventories involves examma
of records relating to production,’ sales and those maintained by 5
_store- keeper et '

o~ e
,,--.‘_‘

Workmg Papet‘S° *Cost audltor should obiaxu a'nd file W‘lth COpleS of "
manual, relevant ‘decisions, cost codes;. audrt procedure followed by
and cost audit quesﬂonnalre et s e e

Audlt Notes: Cost auditor should mamtam prec1se notes of all signifi _
facts discovered by him, important clarifications sought, clarlﬁcatlons S
- which they could not be satisfied, further clarifications required, defeCC& Br
‘the system of internal control, frauds, and policy deficiencies. Workisgs
Papers and Audit _Notes help cost audxtor in- carrying out audit w,f
‘preparation’ of Cost Audit Report, and in defending himself subsequeng
-‘against an allegauon if made, that they- falled to discharge his duties wj
due skill, care and. dxhgence -

Questxonnaxres., Cost auditor prepares questlonnalres for obtainiy =
" information regarding procedures and pracUces relating to ‘various types {)g

Cost Audit. Report. The report is. the culmmauon -of cost audit. ‘I’he Co
Auditor submlts the report.to the authority at whose order he’ has be__ &

specunen of statutory cost audit report is glven later.

g *M'
l
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i) . It helps to detect-errors, frauds mconsxstencxes etc. Thxs improves dg
_morale. makes the staff more watchful and helps tHem to u’nplove tt@

,‘

accuracy in their work. By

L]

11) It ensures a high degree. of; rghabxhty of cost data, _e g., price ﬂxm%
“~dccision-making, “etct, "which' helps the managemerTf“to improve th
quality of cost reports. . o "j
iii) It highlights: the weaknesses m the systems and procedure'ﬁ
Inefficiencies in the working of the company .are brought to. the hotick
of the management by companng actual achxevements w1th the targ1
performances for corrective action,”

=" control and cost reduction schernes by pomtmg ‘but ‘avoidable losses. 5
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. v) It establishes a reliable check in the valuation of 'g'mﬁmg.mgm{ and
N5 wWIP, | .

oy, Vi) Audited cost dara is more suitable for inter-firm comparison.

vii) Tt makes management by exception possible through allocation of
responsibilities to individual managecrs. 3

.. Vi) It  reduces wastes by continuous .checking and reporting 1o

. management. e
®Y; . ix) Budgetary control and standard costing system will be greatly
3t facilitated. " :

§2) ~Benefits to the Consumers

1 B .
By

e

consumer goods. Thus the consumers get the benefits of fair price for
- the products of the company. - Bt T o

Ai) COStauth doi;s_not allow the producers to make excess profits by

. Increasing the price at regular intervals. This helps the -consumers to

maintain a higher standard of living and saves them from unreasonable
price-hike. - e oy e T L R

.

= dii) 'I,t','ﬁé"lp's to reduce and ‘control .cost and.maké pioper. usé of scarce’
resources. 4 I :
" 3) - ‘Beneéfits to the Shareholders “ leT L, : gt s 5

v- i) Cost audit helps to make proper valuation of "closing stock and Wip
A and reveals ‘the true prcture of profitability of:each '.p'roa_lré:t Vis-Q-vis
for the entire company. It also highlights whether the management is

making aptimum utilization of resources by. eliminating inefficiencies: -+ - +--i-

. 11) _If helps- the shareholders to .ASSESS ‘whether they are getting adequate
; return.on their investment. “an i congalied B
4) Benefits to Government |
i) When the Government enters into a cost-plus contract, cost audit h
" to fix the price of the contract accurately. This hélps the Govern
to settle the cost claims of bills under cost-plus contract quickly.
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:.;._:Ji)'-_:c{-,-s-p’gudrt ‘helps: the Government to.. fix selling prices’ of “essential DA

commodities accurately and thus prevents undue profiteering.

iii) Cost a{jdit data is considered ‘more reliable for giving protection to
certain industries in public interest. :
“iv) Cost audit helps the Government to focus its attention on inefficient
-~~~ qnits-and-increase-their-productivity by taking-effective measures. This
“*""" improves the nauonal income of Lhecoumry.. ‘ .
V) Tt ﬁcl'pS the Government to settle industrial disputes regarding wages,

bonus, fringe benéfits, ‘etc., through’conciliation:
"vi) Actaracy in price fixation génerates 2 hezlthy;competition amfong the
- “different units in an- ‘industry. ‘This :checks. inflationary trend. .
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. 5) Benefits to Statutory Financi

i) Cost audit generates reliable

check. Costing data, e.g., closing siock
finished stock, etc., is of great help to the statutory {inanc

i) It helps to prepare profit and loss account eas:lv.

al Auditor
data by maintaining constant mtc *.4,,.& 2

s of raw matendls, WP 3 ;;,,.?, -
1al dudltOr ‘«r '5{‘7,.'__

5.1.6.  Cost Auditors -

Cost auditor is an mdependem firm engaged by the client subject to the c X
audit, to express an opinion on whether the company's Sheet are free 7ot
matenal misstatements, whether due to fraud. or.emror. . : ;.>

?_"r'nay a.lso be - requu:ed .r,
express arn’ opinion over -the effectiveness - of internal
over cost reporung These are specialized person called cost accountams 3

managemem accountant or ceruﬁ

- India & CMA globally either cost &

= .—-.-.,..
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management accountants. -

- Powers and Duties of Cost Auditors ; : ‘,"
The Cost Auditor-is vested with the same powers and duties in relat1on A 20
ditor (financial audlt) h f

.the cost- -audit conducted by him as-a statutory au
in terms of Section-227(1) of the’ Companies” Act [
report should be presénted to the Central Governme
form and within the period fixed for the purpose A cop

should be forwarded to the company.

Section 223B(M)]. Th
nt in the prescnbe
7 of such report

5 Under Secnon 227(1) every auditor of a-company shall s IR L TN
1) Have the right to gaun access at.all times to the books, accounts and

. vouchers of the company wherever kept;
2).'.Be entitled .to. require- from the officers: of the company Whateve s 2

~ information and eXplanat:on he thinks necessary for performing his dunes;“' =

l LIk

as an audltor. )

S.1. 7.. . Cost Audlt Report . . :
the cost aUdltO( has ta: Smelt& *gj

Under Sectlon 23_3_B of the.Companies: Act,, 15.£Q.S)
T e Central | Govermment - in the prescnbe&' Form™ ank “‘f‘:

d a copy of the report to the company. The company has’:
] Government full information and explanations og. -_."

 every reservation or quahfxcatxon contained in the cost audit report, thhm
30 days from the date of receipt of the copy of the report. After con31denng o
d_the information.and: -explanations-furnished. by. thé company. ™

... the. ‘report an
. ditor’s reservations or qualifications, the Central Government S

_o6n the cost au
can also call for further information and explanauons from the - COmpany to R

" pe furnished within specxfxed time. | .
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The Central Govemmem can also. dxrcct the -company:. to
v Circulate
.. members; ‘alongwith the notice. of thé: annual general meetmg t0 be held fz)o :hts i
v the "=

1; fﬁr}';ﬂ;ﬂmﬁ“ after: thes SUHISSJQH~of the: cgs( AlditTépod:s e
‘24 -'pb{»nons of’ the cost udif’ feport as it m’éy s{?WlfY m{lﬁ?%‘ﬁhaﬂl)fa ‘*.SVthe O.{'".\Eubh_‘i‘f’.‘?'4
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1'5;171 ~ Cost Audit (Report) Rules; 2001 _
%‘Obt Auditor is required to submit his report afier completing his auodit.” The

B ital Government has issued Cost Audit (Report) Rules, 2001 amendable

>m time (o time, which specify the form of the report to be made by the Cost

Zuditor. The important provisions in this regard are as follows: .

?") Application: These rules shall apply to every company in respect of which
é an audit of the cost accounting records has been ordered by the Central

2 Government under Sub-section (1) of Section 233B of the Act The cost

3+ - audit report submitted on or after 1®' October 2002, irrespective of the

& financial year of the company to which it relates, shall be in the fo

T I O )y
il LT R e a i

i

3 .

:.;\"“;.,.thox_fouglﬂy.. and should express his independent opinion on the matters as -

% the "Cost Audit (Report) Rules prescribe. ’..Hé should also express his:
=. comments on certain material * issues under the head “Auditor’s .

:Observations and Conclusion™ in the. ‘Annexure’ part of the report.: -

Submission of Report: Every Coét'_Ail'ditor. who .performsa%t o}' the cost
" accounts and records of the company shall submit the report (a rard copy and a
=4 soft copy) alongwith zduditor’s observations and suggestions, anniexure, and

proforma to the Central Government® in the prescribed..form (including -
i agncxu:cs) and at the same time forward a copy of the repsa-t{; K Eompany.
: 4. Ti:iié'Liinit-for Submission of ‘Report: The Cost Auditor shall forward
-~ ’his report.to the Central Government and to the'c oncérmed company within
- one hundred and eighty days from the close of thé" company’s finarcial -

.- year (o which the cost audit-report-relates. - -

5) * Power of the Cest Auditor: The company’ and every officer theréof; shall’
" make available to the Cost Auditor within one hundred and thirty five days
from the close of the financial year of the-company, all-such accc'm.n'ting-
records, cost statements, other books and documents, annexure -and
proforma to the report, duly complétéd; that! would” bé required for

5 N s A

a5 0 P ey ot
o o A et

% Contents of ‘the Report: Cost Auditor should examine the cost records . :

i W N P R Ay A PR by A R ity e g 1Y A R Tt 33 2 e F AN S TN L i BV e o AP SN A T A S TN e oy e T
el I7’&,"‘{1«(11(01' 'SB;"aS‘tO enable‘hlmtcomplefe,th.e;aggxgﬂand _submn_ hleCpérfWi(hfn SIS
- . the iime limit specified by the Act. Tl S dae At ol

6) .Authentication of the Annexure to the Cost Audii Repon; The Board - .

of Diréctors shall approve the annexure and proforma prescribed to the cost
audit report before submitting the same to the-Central Government by the

- ~“Auditor. The: c_dmpax'_x:'y'_ secretary .and atleast one director on behalf ofs the—-: -«
; '¢om_15;ny shall 2lso sign’the anzdexure and proforma, duly' signcd. by the

- .Cost Auditor. In the absence of company secretary in the company, the

same shall be signed by atleast two directors.
7y .. Pénaltiess. .~ .. e . D0 Yekie ot ol
" i) If default is made by any. CosC Auditor in complying with the

Pz 32 ” v

2 g e shall o punishablc Wi A, WHICH may extond to 28,000 L% -

g ®
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u) lf a company contravenes the provisions as regards furmshmg wath 1;,“: '
. M) _lbk'.".-
COSl AUdllOl‘ Cost accountmo I'CCOl'dS and authentxcatnon of-a a“niaf}a,

and proforma to the cost audit report, the company and evcxyro uq $E7
o ‘thereof, who is at default, shall, subject to the provisions of" .-.~6-'-xa

.~233B of the Act. be punichable with fine which may extend to ?5’ e‘a 2

..'
RF e
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S.1.7.2. Contents of the-Report of Cost: Audlt
Following are the contents of the cost audit report:
1) The cost auditor should report if a large quantity of raw rnatenals
: stocked and which remained unutilised for a long_time and thus Iockm" &
_ k of the w vorking. capital of the company. Trg - .,' =
AR 2) He should rep()rt 1f the: macl-unes and: lagour rema.med rdle dunng the.
because.of the shortage of raw materials.. - -
3)  He sheuld report whether the cost records mamtamed by the company’ e
adequate for the purpose of.audit. - : 5 3
4) -He should report whether the broad pohcy laid down by the manag e
was faithfully followed. R s a ot
5) His report should coricentrate’ more on the cost of producuon, COmipa *
meﬁtabrhty and Operating efﬁcrency of different lines in- whlc A hRed
company is engaged- rather than the routme stausucal or f ve .*“-A-‘ X
. ‘information. ; B
6) He sheuld report if there has -been a.rise in the cost of productlo.
3 compared with.the prévious year. He should.analyse. the.causes of sughE=
T ‘rise. which might have been due to lapses.or. negligence on the  PArt.of X ﬁr
managernent or.because -of rise in the price of raw materials of labour.coss
. Or reasons: beyond the control: ‘of the: management, "e.B., 1mposmon >oF
; rmport duty on raw materials, if used j In producuon etc. )
.-~ 7)- 'Hé should. report_if there has béén any _Wastage dunno the processyf
rnanufacmte and how cou.ld it be avoided. : o ol S L E T e
8) -He. should - mentloh the areas m whrch 1t is possrble-to reduee; the‘-ooét}.j
producnon. i Sy gt TR SR SN . S I

view of the: cost of roductlon He: should see _whether the - cost accQ a1

o 5 IEOTRIRE Ee Coripy W o o g Ve G R
- T down’ by the T management‘ has’been or has‘not been-followed RRSLSS
3 . ’:; ‘3
se fme Wl i~ 37 - 3. -_.."'\ ‘f; S
5 1 7 3 For.m tO'the CostAuth Reportx SLigty i e TR %
Schedule [See 2(e) and rule 4] Form of Cost Audrt Report g 2 ‘*‘Eﬁ
PP 4 L [See rule.2(¢).and rule.d4] | - 233]3' hf gT
| o %l in Auditor(s), under Sectxon of the=
[/We. ...... havmo been appomted as Cost :
Companies Act, 1956, (1 of 1956) of :..... (mention name of the compan){)‘::

-c“

having_ its registered office At ;e " (mention registered office gdél]re;s O}Esd;e

' (o)
e any) (hcremafter refcrred to as the company), have ex;u;un::on ;Ogoof th&&
compms prescribed under clause (d) of. subrsecuon (1),of Secu =
accou

tion. the:s
cords for the year enged ...... (men
Sad At T relevant re(mentlon na’me of tbeproduc;t) mamtamed bF’

ﬁna:ncral—ycar) felatmg to - =

mm

P

- -
-
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e company “and roport subjecl 10 my/our commentS under the Q@%ﬁlﬂﬂ

uditor's Obscrvauons and Conclusions’ contamcd 1n the Annexure to.this
;',port that: -

"‘ L 261 i
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-

the best of my/our knowledge and belief were necessary for the purpose of . 'f:‘
this audit.

- ‘Proper cost accounUng records as requu-ed under clause (d) of sub section 1‘
(1) of Section 209 of the Companies Act, 1956 have/have not been kept by gk
the.company. L

Proper returns adequate for the purpose of my/our Cost Audit havc/have =
_.not been received: ‘from branches not \usned by mMe/US. v nas T2 - e b

\4)‘ +*The” said:books ;and: -records” give/do:not ‘give“the mformfatwn reqmred by o
3 -, the Compames Act, 1956 (1 of 1956) in'the manner so required. . - -

- In my/our ‘opinion, the company’s cost accounting records have/have not

been propcrLy kept, .SO. as to give a true and fair. view’ of the ¢ost of. - -J.
production, processing; manufacturing or mining acuvmes, ;as thc case mays. |, «
be, and markct.mg of the product under refercnce ~ : R C i
A ',.;6) The, cost statements -in. respect -of product under referencé.as’ Specmd in g 1SS

_the’ Annéxures/Proformae of Schedules I.and I of the Cost Accounting i
' Records Gesisa) Rules duly audited by me/us are/are not kept n the company. - . %

*~The matters contained-in.the Annexure and Proforma to this re BT

port form part of A
- this report,;. whichlis.also subject to my/our observauons made- therein. . - ~ 7 o3
= Datcd tbls ..-.:-:,.;.f.-..;...dhtx':fgf-.-t. ...... e 19 it L, g, i

ST e T A (Iv‘[cnuon name of t.he place of srgmng this report) . T
am £ ;. . : . A A Nl Cos( AUdItor(:)- ko

[_: 1) Deletc mapphcable words . A : T Cre B

) :Spee1fy théxtitle.of Cast: Accountmg Records Rules ‘made undet clause, (d) of = T-iE

: sub-section (1) -of{ Section 209 of the Compames Act, 1956 thch are CiR

. Bt ve apphcablelo/mc*pméuctofﬂlecompan.y N £ S . 2

T AR . Tt
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5.2.1. Meaningand Definition of Management Audit
The overall“or. part -of: chcckmg an organisation’s transaction ijs called EE
management: audit. It compnses -of scrutinising of -effectiveness of the Bis
managers with.the, compani¢s.and professional standards; the correctness of -- - - j{
‘Mmanagernent dala, thc performance quality and all the Suggestions about %
. 1mprovement “af F . iy 5w _
The organmcd and unbiased examination along with the examination and - .

review  .of. "management *. overall .- ‘performance . ‘i .known g

view =} :
manaocmcm audit. It is a type,_ff‘ ,rc. 1_<.3 _ i‘t‘echaf;lsm wOf& the Overall I
8 4R w1 vh s‘ " "‘-'«"v'":’“-v - -."\ '"’. » .\:‘*ﬁ o r L v~'~ opee ‘: Prvrase- 0% .‘V. R ”3:‘
‘lmzﬁéffonnance Of managemem A D B NS i :

. .‘..'r‘.;‘.-. Lkt

Lf b A A




aim is to 1dentlfy exnstmg and potcnual" management weakness within aIfS*’

hf*j‘ M’BZ‘T)urd Semester (Strategw COSt Managemeﬂt) ’V:; 3

Accordmg to Wzlham P Leonard, “The management audit may ‘be defined:3y :
a comprehensive and constructive; exammadon of an organization structure: of‘, ._. 3

company and its plans and objectives, its means of operation and its use: 0

human and physical facilities”.

’§s

~ According to Churchil and Cyert, “Management audit is performed with the
ObJect of exammmo the efficacy of the information .control system\‘%

management and man'!a"gei*nén'('""ﬁf'déedures tewards he achievement  of#

-cnlerprises-goals”.

According to CIMA Terminology, “Management audit is an objecuve ang
_independent appraisal of the effectiveness of managers and effectiveness of the’Z

*"Corporate‘stiucture in-thedchievement:of company objéctives: -and policies. I63

Ofgamzauon and o recornmend ways to recufy these weaknesses Vil i1 '-.,;“

Hence managcmem audlt focuses on the cSUmatJon and assessment of lhe.m
contrel and information system in the overall or at some part of organisation. It
has increased its area to appraise in detaﬂ .the system and sub- systems
procedures job. separauon authonsauon accoumabxhtyt qua.hty of personnel
andinformaton generanon etc. e :

5. 2 . Objectlves of Management Audlt

The main objective of management audit is to enhance the overall effecnveneSS -

- of the organisation: To achieve this objecnve management audit performs the-~

activities of recogmslng the weak areas of internal control system and of"
advising the ways to improve the perforrnance. Thc other ob_;ectwes ofr—

management audit are as follows:

1) To make sure that all'the resources- (mcludmg human resburces) are used

38t e ey »-ﬁ-rOfga.msa iy

g I

“ Y -

optimally. . :
2) To identify the flaws and shortcormngs of company pohcnes objecnves, ,_
procedures, and plans. =
To recommend better methods available for. producnon and operanons. ' ,
To indicate the deficiencies in structure and internal control sysrem -of. the

tiom:and to- sugg_____t the . mcthods for.i 1mprovmg them.

5 Stw’fo assistthe ’managemcnt 'by mforrnmg thern to know about ll'le'threat_s ﬁ}at ‘“

.. are likely to happen and also by advising the methods to avoid them..
65 “To recognise the problems in: advance ‘and propose suitable methods to!
- resolve them promptly. ’ :
7) To evaluate the performance of managers at all the leve.l°
s 8)-ndo highlight the . activities. and.decisions. whxch are not in accordance thh

. the objectives of the company. e
9) = To make. sure that employees: of all the levels olearly understand ‘the

ves. of the orgamsat:on |
ss all the plans, policies, ObJeC[lVCS elc of the organisation.

the. argmusatxonal structure, i.€. what dutres are assigned to’
oty s allocatcd to. employees etc. it

£ assessmem of*all;hcfaivmla"ﬁt e SOUre

3)
4)

- ob_}ccu
10) To asse

1] To assess
1) whom. how the autho
San "ﬁfécess 0

<
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= st Aud_ﬂ& Reporuug to‘Management (ModuleS) '
' Scope of Manaoement Aucht

N anagement audit’ is -a very wide topic and has almost no limitations.
b ectives of a business determine the areas that are to be rewewed thrOugh the ,
a{;agcment audit. Management audit has the follownng scope

1) it assesses whether the ObjCCtIVCS o
and compliable or not.

‘I'.» Yy

i T

f the organisation are practical, smtable

It reviews the. company image among the :generad pubhc among its
employees, and among the other players of the industry. -

’ . v

3) It analyses that what kind of returns are investors gettmg against theur

" It also-examines the rate of retarns
capital ‘projects of the compzny.

8] -

, top, middle, -and lower. .

investment in the company, i.e., very low, satisfactory, high, or very high.
_It also helps in-maintaining good relauonshlp with all the staLeholders of
- thc corgpany. i‘e., shareholders; customers, managers, workers, etc.-

'.,.u(n <

and ratm ‘of Operatmg remms on seVerzil

It evaluates the ObJeCthCS and efﬁc:ency of all the leVels of management

D) It also .encompasses the finarcial pohc;es and c,ontrol system pertaining to
et different functional ageas of the co'npanv aUC.h as, producuon ma:kelmo

.5.2.4.

and Sa\es dlstnb%aon etc

be(w.een .

o Cost Audit

_ Differen"cc and
. Management Audit - P
" Cost Audit’ :Mansgement Audit ]

1) Cost audis vahdates the cost. and

: 6) Cost audit can only be done by a cost

expendxture related | infermation in
order to. eyaluate ‘the mtcmal effi-
: cxcncy oif-the orgamsauou.

Management. audit not oaly examipes the
int€roul efficiency but it also works' in order

the i

o foster gdod relations among
orga.msauon and its external environmeat.

z) Dunng cost auditing, the: information

related to cost accountmg is,
-tnspected. .- .

'reviewed.

During managemcm auditing, the; objccuvcs

and © activities of the

management i

3) Cost.audit .,hould bc camied out by 2|
person who is equxpped with the
necessary knowledge to cany out a
cost,audxt. Fox

..T;,-..'__, s 1

=
Management audit should be conducted by a

person who is well acquainted with the

concepts of production planning and- cont:ol
management cantrol; TetC: sy

4) AN the orgamsauOns are legally
.bound to conduct ‘a cost audit
compulsorily. - .

.
Y-,

\---'lq "-.

Management aidit is an “Sptional’ pracucc tha(

may - or may not bc conductcd by an
organisation.

5) Cost auditing is camied on yearly
basis and repert is submitted every

.year. .

Management audit is very vast topic and

cncompasses almost all the activities of the
management.
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‘accountant or a chartered accountant;
provlded that he’is not a member of
the organisation under gudit.

Management audit can be done by any
person who -is "capable to do. it, undl and

unless he is a member of the organisation
under audit.

re o |
.

7) The. concemed aut.lonty has ﬁxcd al
time )imit within whmh the rcport of

: cost audlt Should bc subrmucd

Management audit- is not’ govcmcd by any
statute; hence, no ume lmm is fixed to

% submn,lhe audn o) S
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Sa9 Dmnﬁ in Management Audit Process . -

The essential steps of the management audit are: :
1) Identlfymo the Orgamsatlonal Objectives: Objectwes play a key FOIC,;

management audit process, hcnce, [dentify the Objectives
identifying the exact objectives is ) ‘
important for- canymg out w1th l e
HDITAEEMERL AUHE, ak-down the Objectives
2) Break-down the Objectives: The . Bre i A ™ : .
big- the size of an organisation, : }
bigger will be its objective — g
Sogg it’s- -important: : ;break .|, - /Assess the_AdaP‘_abﬂ“Y i
etk “dowr’i" 6b3éctwesv~mto wdermfed Pl j sivatN
‘targets and plans. . ] s ﬂ -
' ation of Performance
3) - Assess the Adaptablhty : Ey.aln.anon SR
-~ Evaluating the adaptability of the - 3 — j; Y o
organisation structure for . —— -
achlevmg the targets _effectively it 'Suggt_’astl'oﬂl and R?Ylf‘-'w,
is  impartant - judge . how -
- adaptable ~* .Lhe organisation

Steps in Management

structure is because the attainment Audit Proéess

of goal and implementation of
~plan is to be camed out by orgamsauona] structure only
4) Evaluanon of " Perfor'mance The evaluati

utmost xmpor‘tancc
- contributing its maxi

s EUNPTS T FUNIRRT.
A s el
3N gl J‘ (GINSS T b

. ———)

l'

S

ion of the performance is of 5
to -make :‘sure whether ‘each functlonal area is
mum so that the.targets are met xn ume., :
) Suggestrons and Réviews:
to improve the efﬁmency
‘the main step of manage
‘with pre-decided targets.

5.2.6. Advanta
¥'Management’ “Saudi f:"has
developing organisatio
basis because of its -n
mentioned below:

The: suggestions and review
and effectiveness: This step i

ment audit to ensure that man

S should be given .
s considereéd to-be .
agement ‘functions '

ges of Management Audlt N R B 1
béconie: Axwidéspread: practice ¥syof - “ow FEvery il
n. carries management  audit on dlscretlonary '“: )
umber of advantages Few of the advantages are &

v ‘ .;.1

1) Management audit makes easy for- the organisation to set funda.menta.l -y
guidelines and deterrmne goals and strategles : 3
I Nfanagemem audit assist in conﬁguran T

on of orgamsauonal SLructure for "3
eéxecuting its prcdetenmned goals. . '

3) Management audit works for the purpose of ac}nevemem of the long term .
goals, it also assists'in develo

" pmg a pracncal and easxly attamabje strategy
.for orgmnsat:on . . r f % -

3 S
REREA

A rking of the or anisation; t hel sm~ %
i drafting p plan apohc:es‘ ik )f"r‘*"“****‘gl"“’ g“f"% TR R
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3 Managament qudit helps in Arafting - and  ovaluaging
. - Information system (MIS) for quick decision making. - .
6) It helps organisation to grow powerful, management aidit hélps in

- examining the strength, weakness, opportunity and- threats "of. the
organisation. '

man'agemcm

Management audit that involves within itself the operational audit, perform

audit and .propriety audit, experiences . few operationa]
mentioned are few of such problems experienced b
1)~ Disputes-among Line and Staft Authoriti
- .- the line managers while. the staff inanagers direct and .recommend

ance

problems. Below
y.management audit:. . _

—

~, Management auditor’s instruction could give rise to a dispute among line
. .- and staff authorities. : - - sl 3 e

2). Resistance to Charige: The change is sometimes
*,. lotofiime to convirice people to welcome and transform to the ch
3y Fear of Criticism: -The'.}ﬁffiagf::uleht,.:éqdit ofte
. criticism in-the minds. of staff, as it could lead-

- employee, etc.- Lo, Pl Tl :

an ge.
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The-origin of the’ word ‘report’ comes from Latin la .,- . '
The woird “répdriare  fiicans “carry back’: Hence, the word »rapares o 207"
marration of an océ¢asion carried back to pérson or persons iq itees lg;:zfles the:
In génerz'il,'ri?pt_)r_l_ iricluc!gzs m¢m9randqm§’~ news _itéins and letrars S the event.

53.1. ' Meaniig and Definition of Repori "

nguage Wword ¢

In formal sense, a report is desiﬁbed -as a “statement describing wh
happened”. It can alsp be used for Flescnplr?g 2 state of affajrg s t%le % at has
world, there are many events Which require the presentarigy, BF “rengo. N
Feport ivesanelabordte-sbcout off i eventor st LRI
various steps taken as well as e findings or results of oy jype 1o SHO
report should be informative. It should show the f Stgation. A

. . ndin s . B
B0 endations. It also describes various actjong needed ti ;3 ec?;::lus:ons and
mim en,

According to Raymond V. Lesikar and John D. Pettit, « 5 st .

‘an orderly, objective communication.of facmal_informarig,, that sé:§ e 12
4 (1) T b rve . .

business purpose . . PETVeEs same

Report writing is a form Of written Communicatiop,
important too]l u'sec! to ful.ﬁl the need of_cpmmunication in or p_°"§ are
‘—'rep'orts are helpful in making various decisions.jn the organ; Banisatiop. The.

"and type of the organisauon ts Cter;mn;,_thp quantum’of ¢q ]s,anui co:t.' Tl:le_ Nature
.l + "f~ 3% Ay a o < o4 l ui ‘
ahroughizeRarts: SUEh QUAL R £90 depends, on. the giffic, 100 Feqiired -

R S P PyY 4, el - OfF

5.2.7. Problems Aséociated with Maxié‘geinent Audit - -

-t
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es‘ThCTWOI:'k.-I?pé rformed by
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Pposed, therefo'rc; it takes a

Nl PIOVES 'to' be u fear of
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5 3 2 »Meanmg and Défimtron of Managemen 2
Reportmg ' | :

The System of communication in an organisation is koown as Managemen
re€porting system. It generally involves written communication. The syste
helps in proper dissemination of information to different levels of
management to aid the process of decision making. Here the terfj

Information’ encompasses data which has been processed for a parucular

pUTPOSe Thus, the system of presenting mformauon to the management1 0,
-known as management reporting.

= According_ to. \hohler,vRepomng refers .to . A --body. of mformatl g
presentation’ Zonitransinission :to others. T often *mclua.

mtel‘pretanons recommendations and Fmdmgs with SUPpomng ev1dencc
the form of .other reports™. "

Accordmg to Dr. Mahmhwan “ Managemeni réporting system is '}_,—.
organised ‘method of providing each’ manager with all the ‘data and' -only thosg’

~ data which he peeds for his demsxons when he needs them an%n a form: wlncj
aids his understandmg and SUmuIates hrs actxon" L

5 3 3 Objectlves of Reportmg
Followmg are the objectives of reporting:
1) Evaluatmg Executive Performance. Reporting is helpful in the Drocess— =
" of proper evaluation" of executive performa.nce. It also shows various a_reas"l-f'.
oflmprovmg the performance, - .. R { B :é

£ = g TS

_2) . Helps. Dealing_with Changes. The orgamsauons - work. in ‘a- dynarmc. =
- environment. Reporting helps. in keeping ‘track of varidus chanccs in-=
different : vanables “The organisation. can change 1tself in response. go:
changes ir.- <env1ronment to reap the beneﬁts =

3) Offers Information: The reports arc an excellent source of mformatlon. It
" . provides data about various organisational activities, plans, prooress and'..
challenges: These are xmportant for planning process

) 2 -Supporis Cpgtrol P,,mcess::—'l’he reports he]p ine
-7 ‘ensure ‘'smooth” commumcatwn of performance
owner. 41 e Lk

P e

L
v‘

Loty

?;’: '

contro] purpgsewcxs they- o
of the employees to the

tf ‘.l:) ‘}

5). Better Coordination: The reports are helpful

coordination among the top level and lower level.
= . organisation.

e Pe

in ensuring better 3
-employees in the = RS

= C .-
A
VU IS | s sy B e .-L,. ‘1 :\""’-_.n- Rt ‘...:
A
- -

6) “"Contact: The reports are also helpful in creatmg :
with clients, govermncut and crcduors

and mmntmmng touch

7) Record Keepmg I‘he .events are recorded in the report for- the pPurpose of: :
proyiding refefences and aids in the process of decision making,

8., Sugggrts, oo, o ,Action;. Reports aro, Useful, o mc'-'[illfbdsc; o

L..,4 P o e LA TR L i Fiady Y0 -.-m:’\v fer™ o
-“.’7«?3 ZIvehy w-'z'*z i P Ta '!*:7"‘ e SR X A L T ey A,
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Eﬁollowmg are the main uses of reports: : PO St
,bl) Communicauon. The reports -are mam]y used for dethtaunp _smooth
E(f_’?,_:' ‘communication. , - ;
:2;2) Rccord Keeping: It also hclps in kccpmg records whlch may be uscful for
% providing present and future referenceés. ‘ i ek B
?5";3) Legal chmrcmcnts‘ ‘According to the appthblc laws, the' firms are
“ i required to prepare and submit the reports to' various authoritics. As an
example, Companies Act 2016, requires the submission of annual reports -
" which are also prowdcd to the shar;:holdcrs of the company el e—— '_ :
“’ ),;Decxslon Making' The, managemcnt rcpprt §crves' thf:tprocess of decmon L
Al A maklng ' v %
'55), Improving Public Relations: chons help in generaung goodw;ll as thesc
17 éanbe, uséd for giving information to the public. e
6)- 'Pcrforman(.c -Mecasurement: Reports are important for recording
i employcc performance. This . helps in the process of performam.c :
" measurement such as performancc appraxsal ‘i
'7) Countrol: It helps in exercising control over various funcuons of " the
4 '-busmc ,
) 'Feedback Reports help the lower management levcls in providing
. -feédback to the management in the form of reacuons on decisions'taken by ;
" the managcmcnt ' 3 : ;
9) ‘deer Contact with User3° Repons help In maintaining the contacts with
g vanous _parties such as consurmers, <ustornérs -and pubhc X
e : ; :
S. 3 5. chulsxtes of a Good Report : 't
Main features of an efficient reporiing system are as follows:
1) Proper Form: A report should provide deep analysis and have proper title
and heading. A good report further has requisite sub- -héadings and
paragraphs for casy readmg and refercncmg
2)-::Contents: "A”good-report should be” sxmplc‘in ROt ;;;‘ﬁ‘é;e:‘g;;g(, A B o s
logical process of the presentation. The visual aids may be used for better
presentation of the’informatioh. Visual aids include diagrams chans and
other figures. .
3)- Promptness: The reports should be prcpared and subrruttcd in ume, so that -
~_.users-can use it-for.decisions Making. 5. ccaee o liat il e v vt ey -
4) Accuracy: Reports should provide accurate mformauon This entails P
taking proper care-while compiling a report according (0 guidelines. |
e

5) Comparability: An effective report offers. comparablhty It ensures that .
the information Contained ‘in thé report can be used for the purpose. of

companson 'I'h1§ is a conycmcnt way tO ﬁﬂd dcvxaupna ﬂﬂd [akC relevant

T T ‘«'"‘"’ ""‘—-f‘-, SIE e ) o4 11 N e o T e T B -
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6) Consistency: Cousxstcncy is important as it facnhtates comparison. Lt"‘ 3

be achieved by following uniform principles for the purpose of co]lccuon

classification and presenting information. _ ’,z
. Sl
7) Relevancy: The reports should contain relevant inforrmation. 5T

__increases the usability of the reports. The irrelevant data leads to was. ‘
“of resources and may cause faulty decisions. :

8) . Simplicity: The reports should be simple in their format and presentauo'
It should minimise the use of technical jargon and complicated figures an

i - _doubling of work. gl o i m _ - ’>'- ‘:f
D) Fl‘éi{’iblhty':‘f”[‘h?:’réﬁorts “Shonld:be | ﬂemble so that‘ it can be changed:
accordance to the change in circumstances and reqmrements "

¥

10) Cost-Benefit AnalyS|S' The costs assocxated with ma.kmo reports shouI

be less than the commensurate benéfits arising out of Lhem ;’,

11) Pnnc'*‘os of Exception: The rcports should - follow. - pnnmple o -
managemem by exception because the. managemcnt has very.less tmgtan o=
effort. The repons should be de51gned in such a way that xmportant
are highlighted..~, ===~ . .. .. T -

12) Controllablhry Reports are requued to bc dnrccted to a deﬁn
dcpa.rtment or- centre. It is important for the purpose of designing couten >
of the repori:-The factors should be classified into uncontrollable angx
controllablc category.” The employees should. not be-held accountable fg
uncoantrolldble .factors. The corrective acuon should be taken fore

2 2¢]
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uncontrollable factors in Lhe report. Z o PO Lo JEat] : -";"-

5.3.6. Clas'sifi'cati_ons of Rep'o'r',t' A T i -*"‘E
Classifications of Report-* ; ' '

[ T [ ] oo [ | I
Opbo the Oan the On the . Oa the On 'L Onithe - .On the. * On the I ‘f‘*:
Criteriop of  Criterion Criterion of Criterion of C“‘::_""“ Criterion-of  Criterion of Criterion t‘:’:

ek ~_,__‘.45.—.chalA oL s Qf'x"'—" 5 “‘Funcuon % Numbetpf Py LR S .LC%!!_,, i Sub\), cl. . ~=,of Nature. oy
i o Require’meﬁir "Formality * -t | i S Pérson AF‘“‘“"“’ S s Malucr x5 J:f Suabjcc:’ f::%
ar : 1 . .|Marketing’ Accounting Production|-” , -5
4 Formal - Informatve lnterpredve Fl;z:gx :Egcol:s Reports  Reports Reéports | o
< n m Rc orts R Ort ¥ Sy : ' ‘;.3.1
- Reponts Reporns p~ ! cports . A
i ool ¢ A e
domoe s v v v} T, . .y : . N ’ “x x:

; - m g

. : R . : Rep nsﬁy i Problem  Technical
b s . Statutory Non-Stattory ln‘;‘:?::’i:;’s . Committee ~_Short Long Pf-leﬂmmng RCPO“S K
chons Reports ar Sub- Repons F.epons Rcports - e

Committees i

, e el On the Cntenon of Legal Requ:rement In this rqgard the repons can be
N cateconsed as below: .’

«
-‘-\

i) StatutorymRepoms These ~reports;;are ‘%prcpax;cd‘ acqprdmcr. tQ;! the'

VRL ie "-‘\’n ~z

_ - .--«appllca’olc ‘Taws:: For example ‘the rcports “Submitted t to?thc regxstf'ar of
: companies prepared by Director or Secretary.
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with the matters which are. rclevant 1o more than a
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" On the Cri(crion'of Formalit

s formauis designed as. of the users in; the organfsation,
S THE maln e of these Teports is to mray:

1) Informational Reports

i) Reports -By. Individual Persons:

" P

: mcm‘(Moanvc 5,)' : 209
i) NOI\'-'gl‘x\lnlory chdr‘s:

required bhug are: crente
policies and oty decis

The voarious formal reponts are not legally
d 10 help manngement in planning, designing
ion making purposes,: = ,

y: Following are the main types of reports
classified on the basis of formaliry; " b . '
1)  Formaj Reports: The reports which are required to be prepared‘ag per .

the set format ape ki\own as formal report.. Thege reborts arc circulated
" using prescribe channels, ' '

i1)  Informal Reports: These reporg have informal structure. Their
Per. the needs,

» P o
S O i

4 ey
ST LN D8 TR S

FEPOrts is 1o provide'in ormation, offfer reporting

of events of to' check the cevolvement of operations. They can- be

Informatiye or:rgcommcndnlory report. They are prepared in the
© forny of'pgrs‘o,n-to-pcrson comiunication or as g’ letter, . .

On ‘the' Criterion of TFunct|

"accbrding.}q this criterion,

ons: Following are the main types of reports

3t These reports contain only the data coﬁ?:‘dgd
in a systematic manner, These 'C¢ports ‘ate not designed (o Provide
' are only intended: to ajd management in the

i) Idtcmrctf?c Report: Thege lype: of repont

On’ the Criterion of 'Number qf People:
classificatans in this regard:

their respective dcpartmcnts‘ or divisions,

ii) ‘Reports’ by Committees or Sub-Committees: "These rcpqﬁs’ deal
SAg B gy rn Y g

S Are relevant to more _A‘,,h,q.‘,:.ﬂng!,%,gggmefnnf::-.g?gf:,;r.:i-.e‘g.;;::
.t “These’reports-tend /t6 Be mord important and Tequire attention'o |

. ) more
than just one person. Such reports generally follow forma) styling
: | crion, following are 1he

sy -.A,-\-'s,-l_ 8 A ch b

'On ‘the Criterion of Freqiiency: Using this crit
in types of reports: .
zl)mmRoutine Reports: Thesc teports are prepared

Ports and are e

.information to the
and monthly reports are €Xa S :
management. Annual reports m y rep mples of thjs

kind of reports. It records the day to day and current informatjon.
nd o g ' -

ii) S'pc‘cial Reports: ‘Such reports are prepared to Providé inform
n) -

ation
bout specific_events. A report about uvxc,fcasxbxhly Of -introdyc
about ¢ -111C, CVEILA. ! LU {

’ “strike'is ‘an-example: Thiese reports-are’ cone ""dl’p'g R SR
e e s e TR SR T A ¢ Gt ¢ ¢ o %]
.éfn‘?-.,.wﬁé’w-.prUdll!:_té.istnkc.,1s_an,c_x . s e g i
' non-recurring issues. |
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0) - On the Crlterlon of Length Follomng are the main cIassAicaﬁons in: )

regard: ot

e )g Short Reports:. Such reports dqal w1th well-deﬁned ISSUCS 2ﬂd gener: 3

P are, limited in their scope. The methodology used for such reports is. caSig

, _ and simple. The léngth of short reports is generally close to five pages. TR
o ) ‘Long Reports: These reports prowde deep analysis and are focusghsies
‘I ¢ _."on unponant issues. Long reports tend to be more comprehenqwe Tt
© thelr approach than the short report ;

‘:. ..\ 0y

"’""-;"f*}a;g)__["Markeiing Report Th;s repon deals W“h explanauon “of ,‘yanonsé

;cOmponents ‘of “supply chain such “as CUSIOMMETS, supphers aﬂd_‘q

. competitors markét demand and various sales, etc. ok .-;:*;:j

' u) . Accounting Reports: These reports provxde information about financial: e
stete of the business mcludmg its assets and liabiljties. It also provxdeg_f;»j
‘data about eXpenses and reveriues. Therc are different formats for different:: s,

.accoun ommation. All the repons give useful information to memei?‘%

-

* 111) Productxon Reports: - These, ‘reports provxdc mforrnatlon ‘*from %

- employees to. managerial staff. It .helps 'management n evaluatmg 3

performance of the-employee and’ the work units. It reports about the —
quantity and -units of. production. dunng °pec;.ﬁc time.

?
;j} g8) On the Criterion of Nature of Subject- Folloxvxng are the main types ~w
51 o s ’,.based on this criterion: -
iﬁ < e 1) Problem Deterrmmng Reports 'I'hese l‘eports endeavour to f‘md the p
| . root cause. of dxfferent issues. These repaxts. also determme whether a.
:' . problem e:usts at all’ or not. w?

;_’_ ; .- i) Technical Reports These reports prcscnt -information’ for spec{de-:
i,'i; ST _ Sub‘]eCtS These may or rnay 7ot have: comments o
g . Fraas > Sk
T 5.3.7. Structure of Repo‘rt AP
{,'ﬁ'. ¢ Foliowing are the main features of a report: M 37 53
7: el l)ﬁ, T;tle,Page;ﬂT ‘itle. pgge cohtmh&;he_qde as well. gs ,suchcts contamcd,qri*m@k

por't Tt also defines tHe Game of the autho

r. submissi ey
recewer of the report. on date’ and‘tme

Table of Contents: All the sections are men
sub-sections with respective page numbers.

Executive Summary or Abstract: The tnam
reports are summarised here. This may be omitte

_Inu‘_oductmn- The background and scope of
Iiroouc] pe of the: report 1s rnennoned under
1) Objective: The aims-and objecuves of th
€ re
. also shows terms of reference. Purpose of tgon = .Spemﬁed here It
"may also show the’ details of the o - VENEERE, Tt

’ } q::mf,ﬂut‘,bu(m% Wmeh mev iﬂ‘e h&p;nggfm‘: %Z%;“:Skl}g tll\e report and all
- e at iy -n,cx fix e

txoned here along wi'th the

pomts .and results of th
d from short ; reports, )

W

“7‘\# o) C‘J
wehs At P ,,‘" N i

% =YW Lt
.‘x‘\“,
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#9541 Audit & Réporting to Management (Module'5) == = fafiie ;\ b
Xi:5i): ~Methodology: This section-defines 1hc.—mcth0'd"0f‘°°.“f’°°ngh gg:ilng 5 Al |2
g the way- it will be used. Sometimes, the reasons -behind c:iou ‘about 2
partcular methodology may be cxplaincfi- I_" e vers }nf?r}na ’ ;’ 3 2
- thetSpic, a summary content and the limitation of the pfojt;f:t: ! ,\‘ .‘—'7'
P2<) Body of the Report: It is the main part of the report. It, pm;m(;z i
20" explanations and possible solutions:to t}_n_z'.prgblgms‘.‘_mg_p‘gr} prcg:;lf he.. -
findings categorised in various. sections and sub-sections. Difteren
sections as well ‘a§ the sub-sections should be suitabl_y.numbcred and
.~ . should be given titles and headings. Following are the crtical elements 10
.__ the body of the report. =~ . ~uin - . : IR . g
“Fiy “Literature Reviéw: The body of the report-should:inclyde L e R
O avIew T S :':f,:'t B/ i 4':1 S I ":. *"&"J‘:‘vl? T = & i
.ii) Method: It describés -various actions undertaken and the reasons
” behind them. B - : L
. ’iii) What You Found: It includes various findings like quantitative and .
qualitative data, outcomes and observations are stated here. :
..iv) Discussion: 7Tt describes varnious deductions and their relevance to 2
. previous findings. These results are presented relative to applicable - /
- theoretical framework. Appropriate references should Be =rnvided. _ %
6) Conclusion: This part sums up all the major points taken into ’ o

{
|
|
consideration for reaching the conclusions. Ail the key points of the study li
are summarised in it. This part should not contain anything new. .
: i

7) Recommendations: The possible solutions to the problem should be-

4 enumerated here. The recommendations should be presented. and = g
z | - - discussed. The recommendations are optional. . : e i ) :
4 -8) Bibliograpby: This part shows all the .books, -journals, articles and - .. _.i.- =3
;8 websites, etc. réferred for writing the report. * , . . ‘ i
9) Glossary: This part includes the terms which are used in the .body_ of i -
: ‘repori. The important terms are detailed in glossary portion. ; :

i 10) Appendix: This is placed at the conclusion of the report. Various retevant 1 O
| 4-,,piece§ﬂ?o,f,inforrna_t.ion,hwh\igh were too elaborate to be posted in the bod i

P AT e G e e e e e 1 3 e Pz B AT i TN PP ST ST 22 0 | S S TR Lo ME i b
v Section:of:the report, should-be .-pi,as:ed,herc.,nggcrenuypgs_,ofgmgqﬂﬁa&p&;m,ﬂzsﬂ ;

—

s 5

I LT D 41‘1 . A ,.,,,‘_, et Bl
S ubsidiay ‘parts miedtioned iat number:3; 4-and S-aeoaly dnclided i long
. 'ah (

should be Pl?.ccd'undér’-'aiffcrent'- 'éppcndix. These “appendixes may be

referred to in the report. : 5
Basic and Subsidiary Parts of Report ' 4% =

g . Basic Parts Subsidiary Parts ) : ' v
e 'E) Executive Summary..| 1)° Cover  ~— =~ e e
1 2) Inmoduction 2) Tide Page Te S ”

3) Discussion =7 3) Tsble of Contents y “

[ 2). Recommendation  ° | 4) Bibliography/References R - I -

[ 5) Appendix 3o 5) Glossary: i . B e L

!

. { formal TEPOTTS- For short rs‘;ﬁé@}?ﬁéddihg’%’ replace the‘cover-and title pages. -+

.
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operation in d.lfferent industries, its forelgn operatlons and -export sales, an
major customers. Reporting on each segment of the business has become
necessity over the recent years to communicate to the users of finan
3. statements about the operating performance of each segment of the business
i B _better analysis and understandmg of the enterpnse s performance including:

T : Yom &72e
‘ —"\-~

M‘.pcrfonnance‘m dtssumlar’and deEI‘SlﬁE:d actxvmes *-:._.:_ . ,wi-; § g

aNSR .‘;.- ,‘;-

SN od' g w

t) As busmess orgamsattons have become more complex over the years ang
PE A9 the: conglomerate form_of. organisation has ‘become. more poputar, it K

E}' ' 'become necessary: to concede that financial statements Which present

3t - full :scope of an enterprise’s operations have' déclined markedly in utili

i .- While it is certainly Ppossigle- 10 -access the overall financial health of thg

. entity using such financial reports. it is much ‘more, difficult to- evalual

".managecment’s operatxng and financial strategxes, pamcularly with regard
‘its emphasis on specific lines of busmess It is due to-: thls that segme
reportmg has been emphas1sed % .

3t

Iy pesnuny
44 7o e

—a

Tiad
= o

gy

ko 7
3 AT
o9u 0n
3 Steh
- - -
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financxal statements thh mformatlon on the relfative 51ze proﬁt, contnbuuo
and growth trend of the different industries-and-different geovraphxcal areas
---which dwerufied enterpnse operates to enable them Riss make--more mformed

Judgements about the enterpnse as:a whole ! = " .o st

St

L
Iy
“
ie
I
v

1
T

-5.4. 2 Objecuves of Segment Reportmg :
The ObjCCthC of this Standard is to establish principles for reporting financiat': -
information, about_ the different types of products and services an enterprise =

_-produccs and _the, dlffcrent geographxcal .areas in which. it operdles Such*—

YA A

i mntormaton hélpkusers of financial Staterientss sins < 2
1) Better understand the performance of the entcrprise;

2)  Better assess the risks and teturns of the enterprise; and.
3) Make more informed judgements.about the enterprise as a whole.

P
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-\__....Many enterprises provide groups of products and services or operate in:
geographical  areas- that are  subject to ‘differing rates of profitability,
opportunities for grewth, future prospects, and risks. Information about
different types of products and services of an enterprise and its operations in

+ . different geographical areas — often called segment information - is relevant tQ
assessing the risks-and'returns of a diversified ‘or multi-locationat enterpnse but
may not be determmahle from the aggregated data Thereforc rcpomng of -

.;::_,_sc;gment»xufoqnauon iS; Wldcl}' rcgarded as,nccesszu:y fgr rggettng the nceds of« 3

= 'users “of‘financial staterments. "7 FE s AR, SRR TR

. . ud 27
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3 Users of Segment Rep orting
s of segmem reporting are as follows:

gnvestor-s. They axe fascinated to acquanxt themselves about segment

& reporting on profitability, risk, growth, and return on- various segments..
o .This helps the investors to assess the future prospects of the enterprise. -

.‘3

(o, g
Y]
s 4,
Ot
2

PRI
2

3501 EmployeeS« They are concemed in’ the ‘performance of,dlversxﬁed products ™ T
= and -services and diversified .geographical localities. Besides, they are

| .‘engrossed to .evaluate the future prospects of- the enterprisé. They are

” . curious from the aspect of wage negotiations 4and job security.

§ 'Interna\ Management-- Thé:y unlzses ‘segment’ r‘epomng ~forz dec:sxorr“f 2T
" making. Management is mterested to-evaluate" individual® product‘and s
'zu;:.', erformance to appraise its profitdb_lhty ‘Besides, geographical area-wise

? -performance is judged. Based on the performance the management decides

-~ whether to continue.or drop the product. -

m",‘,v_Government Agencxes. At country as well as world levels are more .

" interested about. product-WISe and geographtcal area-wige. performance of

% an enterprise relating to quantxty, quahty and balance of payments. - .=

Customers: 'I'hey are fascinated to assess the quality, supply and
availability of products at a reasonable price to enable themselves to

) acqmre and consume.

".5 4.4. Terms Used in Segment Reportmg
The. following-terms are used in this Standard with the meanings specified:
D Busmcss Segment This is a distinguishable component of an enterprxse
~” " that is engaged:n prov1dmg an individual product or service or a group of
* related products or services and that is subject to risks and returns that are
> different from those of other business segments.

2) Geooraphlcal Segment' This -is a d1stmguxshable component of an
enterprisc that- is engaged in® providing PrOducts -or ' services "within a- e
economlC environment and that is subject to risks and returns il

<-pArticular.economic,
“that are: Freteht from-those Of- compotiefts opetatingrifivother-ecoomic, Ay

| env:ronments : | i
Segment This is a business segment or a geographical
ntified on the basis of foregoing definitions for which segment
dto be disclosed by this Standard. .

3) Reportable
segment ide
mformauon is requuc

ise R evenue: This is revenue from sales to: extemal cuStomers as

.the statement of profit and loss.

4) Enterpr
| This is the aggregars of:

reported in-
t Revenue:

5) Segmen _on of enterprise revenue that is directly-atributable to a.segment;
' 1? ?h I:zlevant portl.OD of enterprise revenue that can’' be allocated on a ~
Z o esonable basis to 2 segment; and :
R s Em iansactions” witht other segmems of thie’ enterpnse pecstpro e

R S
5f*ifiii)'*§Revenueﬁom ansd -
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.6) - Segment Result: This:is segment fevenue: less: §egmeﬂt exp i
se operating assets that ar; cm&gia"
a

. segment in its operating activities and that either are d;;z; a{ﬂe baSlS.
=== the segment or.can be a]located to the segment oh'aYe 4
A z 1n00m
- If the segment result'of a segment mcludes interest Or dlw:t:::nts b 3 ’

segment assets include the related recelvables loans, m‘t’e i not g Z
" interest or dividend generatmg assets. Segment assc sdeducung rela :
- -“ income tax assets. Segment asscts are. determmed after

aJlawanceSJprov:sxSnsfthaL.-are »reported as diréct soffsets oy ‘the; tb
“sheet of the enterprise.. .

7) ;chment Asset.s. Thesc are tho:

se 0peratmg hablhttes that result frot
d that either are directly attributa
gment on a reasonable basxs.‘

pense,. its segm’
Segment liability

i 8)* Segment Liabilities: These are tho
©* 7 ’the operating activities of a segment an
. to the segment. or can be. allocated to the se

If the segment result of a segment includes interest- ex
. liabilities include the related mtelest-bearmg habthCS-
do not mclude income tax liabilities. 3 - o

9) Segment Accounting Policies: These are the accounting pohCICS adopteg}.,_:
- for preparing and presenting the financial statements of the enterprise as_?
-well as those accountmg p01101es that relate specifically to- segme 4%

reportmcv. ;

COSTREDUCTION

‘ 5.'5.1-,
': 5 1. Meamng of Cost Reductlon

Cost reductxon is .planned, %ositive approach to reducing expendmn'e Cost- .
reduction exercises are planned campalgns 10 cut expenditure. It is a-continuous -+
process with the object of gett.mg a more or less permanent benefit. e
: - .;1.:
@ ,,‘.eS,Cost‘redugtlon iS'»deﬁnedwby o+ lZMA*‘;I;ondoxx,.as "d:eiaCMeveInent*oiJ.eaL\andx--
~permanent reducﬁon in the unit cost “of good manufactured Or services rendered
without lmpamng their suitability for use mtended”

Thus, the cost reduction is, therefore, the term used for planned and positive - !
, approach to the improvement of efficiency. It can be viewed in many ways,
such as increasing productivity, "elimination-of waste, 1mprovgmem)’
product design, better technology and techmques, incentive scheme 1
layouts” and. better methods, etc. If:thercost- -reductions are not bassedni\::

— ° sound reasoas, like improved methods then ve u
ickl
grow back to their original size. _ ry g y the costs wxll

515 2 . FeatllreS Of Cost Reductlon
e f F ﬁ ﬁ‘*uﬂ‘.\ﬂg §§:,—v _47-?‘-’ SIAZ IAD pUPE e 2 T G S A )
EA-E ?eatureso COS [ uc Gn’ar ’a follows, _rN.. 1,? A .k ql" ﬁ\u _g|1 s ‘;&
- *1‘).“ .COSt Reduction must be Real; Said, thfough lncrcase ;n s /
' changemproduct desxgn, unprovement in technology etc . Pmductwity;

.
[ J &
. . . -' . -
.
. . . * . I .
. .

R
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i Cost Reduction must be Permanent: T cmporary reductions in cost due to -7
wmdfalls change in tax rates, changes in market pnccs, etc., do not come .
.g i chc purvxew of cost rcducuon ; |

Cost Red,uctlon must not Impanr. The suitability of products or scrwccs %
=.for-the intended use. In other words, cost zreduction should not be at the i g

‘cost of esscnual charactensncs of the products or services.

I:‘l
5 3. Scope of Cost Reduction -
‘uowmg are the.areas or scope pf_cpst reducuon g e ey

koduct.DeSIgn =“The desigm of the. product prov1de& Lli@ orealestrscoga‘fop o
cost reduction. Product des:gn bemo the first step in producr.mn A Coct ; : =%
reduction can be made at design_ stage,_ then it is LxLely that the beneﬁts can .

e
*

“ybe avalled to the ma)umum. N o L
There are two basic pomts that should be kept in m_md whﬂe effecnng cost ;
reduction in product design: A H
T 1) The product should perform- all the functions for whxch it’is mtcnded xS
- .and - A #
ii) The product should retain its ‘esteem’ or 'aesthetic’ valué. T}us is in the RS vd
casc of many products which have the shape or other _charactensnc % D
wtuch pleases the eye. - . S A g 2 :
" Improvement in product design may result in cost rednctxon as xllustrated 2 S
below: . : . g -
£ 1) Material Cost: Change in design -of the product may result in savmg '

: in material cost. Economical_substitution for exr«ang matenal -may--
".-also be considered. For eXMple .in manufacturing kitchen utensils, - —~
brass may be substituted by cheaper alloys. In curtam nnos. metal r':a\ :
be substituted by plasuc..

ii) Labour Cost: Improvement in dunon rnay result in reduced operatmo
. time. i -

4‘,*111) ‘Eactory«OYerhead Rcduccd Qperaung_nmc nox\\oniy helps.Jn ,savmcz- o x-\:;o?w.;{;\, &
in labour cost but also in “factory overhead: HERT LN TR

v.\, L By - *‘V\“"Q m} -

?

iv) Packing and Transportation: Compact dcsxgn of a product results in

o8

reduced cost of packing and transportation.Cost of tools, jigs and :
fixtures can be reduced through design improvement. =
ro.
2) Orgamzatlon. Cost reduction may-also-be-achieved b¥ improving factow ARSI,

‘organization in the fonn of clear-cut lines of authority and responSbehty
‘well-defined channels of communications, co-ordinauon and co- Opcranor;
between various execuuves etc. ,

i i

1
/

.

[ giae
.

3y - Productxon. A cost rcducuon programme -should rnakc a smdy of
sequence of operations -to-find out the bcst one, to’ use the most suuabla
e Tmachmcs for the. work, 10 DSCJlgS "and’ ﬁxrures to reduccnpara T T
" reduce idle"tme, to reduce scrap by" théTuse “of ‘better qué.hty tools’““"‘ ""“:“".: s
. provide better working conditions conductive to efficiency. etc. T i L
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ho Adminis'tratxon' Items under this head. include. savings. affecteqd
modifying the range of cash discounts to ‘customers, mtrodtg

mechanical and electronic aids to. office routine, modxfymg mteméi’
external communication system, etc: . - -f

Sy Marketing: In this function, costs can be reduced by revxsmg the miethdd ,
- of reémuneration of sa.lesmen, re-arrange territorial responelbxlmes of sa.(
representatives, modxfymg current methods of advertising, improviilg
product design -and production quality so as to reduce after sales ser ;
economizing channels of distribution, improving packing, etc.

wrme ) Finances7A. cost feduction” prograrime” should -afmat “Seciringcapil

f‘”‘i’f""“e‘cé’ﬁbm:cal ‘¢o%t. ‘employing capital 10" glve “maximum’ Teturn. ’
= elxmmatmo over and under capltahzanon and wasteful use of capital, etc

‘. 5i54r Importance of Cost Reductlon '

+ . Cost rcduchonas 1mportant owing to the under-noted reasons:
4) It leads® 1o an improvement in’ the . competitive capabxht\es o£

- - -thereby ensures its- survival, growth and prosperity.
2)y- It leads to opumum utlhzatmn of the resources of the’ firm.
3) It ensures réasonable prices to consumers by not passmg on thé
5, mefﬁcwncy of the business itself. . . - ) :
‘4) -It-assists in the preservatwn of the nation’s scarce resources
5"_)’ By keepmg the prices charged to the consumers under control it helps th
T e government in controlhng mﬂauon ‘

-~ l

--'-.S 5.5. D;fﬁcultles in’ Cost Reductlon 3 -5l
D1fﬁcult1es in cost reduction are as follows: * ¢
1). Resistance by employees {0 pressuréato. reduce costs, usually because the f,'..'
- nature and purpose of the campaign has not been properly explamed to_‘
them, and they feel threatened by the change; : . )
2) They may be confined .to a. small "area of the business (e. g., to one- .=

\--.

T ~rdepartment) ‘with théTesult-that costsiare; redhced in"one castc centre only to =%
_ reappear as an extra cost in another cost centre .
5) Efforis tocut ‘material and-labouf cost may erode. confidence in  established
system for estimating material usage and labour productivity standards; .-i
4) Cost reduction campaigns are often introduced as a rushed, desperate
_measure instead of a carefully organized exercise. _ - S

5.5.6. Tools and Techniques for Cost Reduction
_ Tools and Techniques for cost reduction are as follows: .
1) Standard Costing: Standard Costing provides stability in the- cosung of
standard products Management’s . decision-making is -enhanced by .
L F sxmulauo't topis that allow to analyze the; effects of material or labour rate
e %hange ’Hus helpswﬁjth pnctgg decnsxons and also helps*to »1denufx_‘9.tcasf~

7, _1~
" that have potenual for cost reduction. -
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2 5?Bha.getarY'*'COhirolf‘Bu'dgc.tarj"co'birol is the most widely used tool for . F.lkr“ C
planning and monitoring organizational activities. Importantly, the ay
pudgets are inextricably linked with strategy formulation, cost analysis ﬂc

and performance management. It is crucial to interpret how
dgets and plans can be produced, and

sources . can, _ be . made
[ 2

‘5§ ©
$ho:. costs behave so that realistic bu
: a'ppr-cjpriat‘e ~.financial. and.. non-financial re

’ avaii?fblc to the business.

y Inventory Control: Inventory control is concermned with minimizing the

total'zcost of inventory. The" three main factors in inventory control

decision=making process-arc: .. »:xa.am
i~ i)~ Thecostof-holding thestock (e

€ oo g
e s

O O O

4 — o . - g S|

ad - 43
i o e VO i g g, Bt

based on-the interestirate) N = =l 0 v i

: ¢4) ABC Classificatior: The ABC classi
= 2 items according to annual sales volum
- smnall number of items that will accoun

. and that are the most important ones to con
4  management. : . o
"5) Re-Order Point: The inventory level R in which an
R = DXL, D = demand rate (demand rate pefiod (day,
= lead time.- . :

6) Safety Stock: Reémainin
- .placed and when new stoc
then a shortage 1nay OCCur.

e, in ‘an attempt to identify the e
t -for most of the salg_s volume -
trol for effective 1nventory

¢ 2
T i) ‘The cost of placing an order (e.g., for raw material stocks) or the set- o
L ¥ - 7 upcost of producuon. =t “ ® L . T |
2¢: “ ili) The cost of shortage, i.e., what is Jost if the stock is insufficient to O
= meet all demands. ' E ' |

fication -system is to grouping . ©¢

X Chen

.y ™

order-is lp.laééd"'whéré. ko
‘week, etc.)),’and L~

e

g inventory ‘between’ the times that an.order-.s- -« -
k is received. If thefe -are'not enough inventories

nning out of inventory. It is an extra

.Safcty-stock is a hedge against ru
events. It is often called buffer stock.

. inventory ‘to take care on unexpected
The absence of inventory is called a shortage. Ly
disciplinary:dpprodch::(o sproblem-#z2 SR

) |
W

~ ’

41 Résearch:-A7new:multi
alled Operations Research was developed. This was d
h basically concemed with the efficient allocation and
Multi-disciplinary operations research groups. largely

ntal

ol
kS
B

Y7y “Operation
~~ solving, €
quantitative approac
control of resources.
initiated and founded by government and quasi-governme

- organizations, WEI¢ formed. -

.
TeETeNT |, L
Y. - -

Planning and Control: Production planni'\rlé“zin‘cid'“::ghﬂt“rgf
d as the nervous systéem of the productior noperation. This

t efficient utilization of material resources, people and
ough planning, co-ordination 2an

> P AR R0 0

g) Production
can be viewe
- functiop aims 2

T

facili'ties' in any 'un__d_c!‘takin.g. t.hr : : .
¢ontrolling the production 4a‘ctivmc,s-'tha;-,t;ansfom_thq.raw. cnaterial o T TR
‘<he nents as a most optimal manner.” All the - 2 (9
; ‘5 A

Yot . ’ npo
= activities:in the:man i factunng.or:production £yélesmust be planneds Cosgdas wHs.
Sr 2 BCLLVIMIOS o= o e T e 0 A U0 A N I K ) N
T ordinated organized and controlled to its’objectives. . s .

s
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Stahstlcal Qunhty Control: It is desxrablc that.- thc process . itself - xgs":ég
adJusted in-such a way -that the number of defecuves rcmam wnthmg

. ageeptable " limits. This is based on preventiye pnn;xplcs In_ such a-«

o
~Za

S

10)

11)

(-_:-'

- quality is pre~determmed through (,areful rcsearch and Jnvesugallon

‘situation, we can even dispense with  inspection. . of mdnndua}

componcnts/products so long as we are assured that the defectives will notw
exceed pre-determined value within .a specified. confidence .level. The: J
method used for this purpose is called Statistical Quality Control (SQC)
Control charts are used for this purpose.

Statistical Quahty Control is the application of statistical techniques to
-accept-ox:\rcject products, already - produced or._to-control -the process-and, -
ztherefore;-product quality while the:part-is: belng‘lmadc ‘While‘the-{atter'i lS'
called process control, the former is named acceptance sarnplmg Statistical '~

r'_'.-_‘(

~quality c~ntrol is the apphcatnon of statistical techmqucs to determine how -~

far the -product conforms to the standards of .quality and precision and to- .
what extent its quality deviates from the standard quality. The purpose of

- statistical quality control is to discover and correct only those force which

are responsible for varidtions outside the stable pattern. The standard*"'

Value Analysxs~ Value Analysxs or Value Engineering (VE) is a’
systematic method to improve.the ‘‘value” of goods or products and -

‘services by using an examination of function. Value, as defined, is the ratio

of function to cost.” Value can therefore be increased by either xmprowm7 :
the function or reducing the cost. It is a primary tenet of valué engineering
that basic functions be preserved and not be reduced. as a consequence of .. -
pursuing value improvements. Value -analysis is a systemartic.effort to
improve upon cost and/or performam_e of prdducts . (services), either”
purchased or produced. It-examines tlie materials, processes, mformauon

systems, and the flow of materials involved.

Job Evaluation .and Merit Rating: Job evaluation techmque whlch.sceks mLY
to show in a réasonably objective manner the rclative worth. of jobs. It
attempts to do this by analyzing the content of each job under various ':

L e

categoncs s€.gx+- training:-required,’# degree“bf‘ rcsgtmmbzhty. Zworking:»:#

“1‘,

' 4y “Conditiofs, types of decisions involved and ‘so on, and ngmg a point score

for-each-factor. The total of the points’ scores for each job is then used to
establish the ranking of one job to another and, by reference to pay scales, -

- the normal salary for the job.

Unlike job ‘evaluation, Merit Rating is concemed with the individual _

-~ T

‘employee. It secks to rate an employee's performance to assist in dctemurung

- whether a person should receive a.merit award, promotion, demotion; etc. It

does this by considering the performance and attributes of an employee under
_various’categories, €.g., initiative, attendance, accuracy, willingness, etc.; and
ngmg a pumber of points. for each factor. Merit faung under various guise. is

-
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-42) ‘Market Rescarch: Purchasing and supply (markct) research refers to the
"~ systematic_study of all relevant factors which may affect supply and
¥ . demand of goods and services, for the purpose of securing the company’s
- current and futire requirements.

Purchasmg (marLet) research is used first of all-tofsupport purchasing
pelicies and decision-making; it must generate. data and alternatives on
which the buyer and/or ~management can base better- purchasmg

decisions. Purchasing research can have both an external and an

internal focus. Examples of purchasmg pohcxes are supplier studies,

:-supply market studies;and materials-cost and, pnce analyses. Examples-. - ...
o “of Jecisionmakinigare analysis of the company’s: purchasing: portfolro‘:“' '
' _and analysis of the costs that may be. related ‘to holding 1nventory: and -

“the qualny costs of mcommg materials. .. - s nes

5.6.

B 6.15 Meamng and Definition of Cost Control : %
Over a penod of ‘time, cost control has ‘acquired much more importance.than .

_ mere cost ascertainment. Bigger the size of a business; greater is the importance -
of cost controel. : g )

The Chartered Inshtute of Manaoement Accountants, London deﬁnes cost
“control as “‘the regulation .by executivé action of the cost of”’ Oper"Ung an .
underraking partu.ularly where such acuon 1s gu1dcd by cost d(,L()unung Cosl
~ control, thus involve: - - - s ks :
i) ~ Regulation, i.e., sxgmﬁcamly mﬂucncmv me CQSt opoperating'{he“'
L.ndcrtakmg, y :
2) The regulation is not zutomatic but due to consmous effort by the !
§ executive, . ik

3) The area of cost control are brought to the notice of the executive;

) )W :I'he suategxc pomts of exccutxve mterference are pre-deter:mncd and y_h\,
Vit iresponsibility’ is-fixed’c on’ ipd.lindua.l EXECULVES: And s TEmE e A SRS it i

SRR N O o N ES TR

5) Cost control operates as an essential component of the system of cost
accounting and is achieved by comparing actual performance with the pre-
determined level of achievement. Cost control is exercised through setting

targets, budgets, norms dr standards
and ascertaining deviation
for initiating corrective acnon. s oS, iese

......

oy h

A A s .

5.6.2. Features ot Cost Control
Features of cost control are as follows:

l) .Cost Accounting: Cost accountmg is feasible- ‘'only when an organization

J‘éas tan gftelcdut)e cost accéunting systemr to provide relevant: information.
s SOSIS should. be, categorized into contallable. and: n0n~conLr9Uab1e The,.

L ,5 o o 2 i * .
w2i? ngrgamzduon is’ dlvuied g’ TeSPODSlblhty ceme.rs Evel:y EXeCutive is: ﬁfé*dem;f,»g S

% —
S SO

responsible for the' pcrformancc of the centre duect]y “Urider-his control.

.
vl
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2) Cost Planning: Cost control aims at achieving the cost targets. So,
orgamzauon should have 'a proper .planning or budgeting system. Th;z
targets should be set after taking into consideration all relevant factors. Tb% 4
targets need to be feasible and capable of being achieved. el

e
<

f:T"
' 3) .Cost Reporting: Proper management reportlng system is necessary fctg’TJ .
A perfect monitoring. It must be in-built in the organization to have % a—:M

continuous. basis of information about the actual and predetermmed%-

costs of different products or services-to the concerned levels oE,»
management .

_».J.". 5
. TN R YIS

¢ i ,_,_,;
EERE ) ‘Correctxvé Actxon-“On oBservmg the' vanances, _t’ﬁe managementmu;é;,
. 1dent1fy the causes of 'vanances and take appropriate rémedial measures. -, o=

’ - $ ® g }GZ-’A_‘-:
5.6 3. - Advantages of Cost Control ..~ . e
The advantages of cost control are mainly as-followsz-- 2+ “~3t. + s v: =2 o -, =95
1) Achieving the expected retum on capltal employed by maxmusmg T—’T
. ‘optimizing-profif, - : == g ayi R R
- 2) - Increase in productvity of the avatlable resources, - - - g = ) “'
3). Reasonable price of the customers, - Lo B

4) Continued employment and job opportunity for the workers,

5) Economic use of limited resources of production, " - _ - 3
"6) Increased credit worthiness, and e ; = S
- 7) PrOSpenty and economic stabxhty of the industry.

- 5.64.: Techmques of Cost Control.:

Cost comrol is* *exercised- through the’ teehmt;ues of budgetmg Crid standard“ -
“costing:

-
A

2 - 1) Budgetary Control: It involves the followmg steps: ~ f]
i)  Establishment of budgets relatmg to responmbllmes ‘of execur.wes t .
the requirements of a policy. iy
Con) Companson of actual values thh the budgeted _value on conttnuous .
S AR A S S R e N D A O e e T P R T i e P i S
i) Asccrtamment of variances along with their causes. . ,:J
iv)- Dcvxsl‘ng and talung suitable corrective measures. ‘ ]
o
Budgets may be prepared for various activities like Productlon Marketing,: _ o
Capital Expenditure and Cash, etc. _ ¢ e
S 2) Standard Costing: It involves the followmg steps: L :_-;
i) Techmques of evolution and fixation of standards for the elements ofer
cost. s
u) Companson of actual costs with standard costs. . . Bl 8 i;:‘
ili) Ascertainment. of vanances aiong with - their causes and" pouus of: Wr
. incidence. . : ol
,'";.-'.:-'i‘;:,.\., TN EAS D g i s :, Fp ey s SRR o) e
L A V) Devzsmg_and’takmg suxtable coxrcctivemeasurcs Al MR RE SRR s
V) Evaluatlon of standards of different elements of cost 1f necessary T
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It s observe
. toncemed wj
. budgetary ¢
whole and pe

d from the
th 'cost aspects

nce it is cxtensive.

{-Further, .b..t.l.dé,

. =
standard costi

necessary

for cost control purposes.

1.i§1b‘:aSe:d:°n:Jhe e, e

[ Bud"gc'ta'_ly C
of cost control,
The other techniqu

. 1) _Ratio analysis,
2)
3):

1nu-a;ﬁrm and inter-firm comparisons.
Material Control:
materials,

4) Labour Contr(.)l:'-»Conti'Ql_- on
‘Productivity and remureration:
Overhead Control: |
distribution overheads. - . .

5)
6)
7)
8)

Control on Capital expenditure,
“Control Ratios, -

Efficient reporting.
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Control on '-pmduction; administrative and

| ‘S§S Diffeljengew, between ._,'Co_s_t_ .Control
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g

.

ey, - ol

. ing is basically
foregoing "that- standar_d' CQSUng_ :33 \shilc the
of a business and so it is mtens:)\;s,iness e
ntrol is concerned ‘with the operation of 'the

L tion of the
lary control is a prerequisite for successful opt:l’zll1 . o il
3 . . ' . echniques 4
N& system in the organization. Thus, both'the t q

' -y v adl Limits. Tt
of keeping costs within prescribed “;“;‘jmg
pinciple of - predetermination.. of (costs>and; achieving™ -

es-of cost.control are the followings: -

Control -on purchase, handling - and .invéstnl'lent-‘m,

labour cost. including labour ~time,

'.‘qelling' and

-

SN

-

&‘,_;Cosi,:
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" Cost Control ~Cost Reduction _
I)  Cost conurol process involves: Cost reduction is not concerned with
i)  Setting targets and standards, setting targets and standards ang
i) Ascertaining actual performance, - Maintaining performance accot;dm;_g to1
i boime b . e S RPN tandards. Cost reduction is - e fina
: actual erformance|S I ~ : :
1) 5?:;: I::rr;tgs B result in the cost control process.
“iv) ~Investigating the variances, and :
v) Taking corrective action. b
12) Cost coniol . aims - at - achieving Cost reduction aims. apfmproving the | .
"|  standards, i.e., cost targets. Tt assumes standards - It challengés standards and|-
- ~existence-of Sfandards: Rk K et U assumes . .existence:-. of . -concealed |
"‘: ::i’:i":;‘f:—:{x i;’:;—g;,:~$‘?g;';&:x;‘, ;'M.T.":;‘“: wspb L ke W s : ! ¢ » Ver Rl
e | e R P W -

A A
-y el

e teem

b oINS IV & ;_2._.-4‘. R S S NV o
potential savingsTin‘the standards,
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o
1 amd %
3) It follows a conservative procedure apd It. -is - continupus., . dynamlcl, o 5
lacks dynamic approach. linnovative ih ‘nature, looking a ways ,ﬁ; ‘
for measures and alternative ~ t0' ﬁﬁ
reduce costs. '[?1 . [ﬁ
i i tay 1)
4) Itisa prevenlive function. It is a corrective funcuon. 2
©..{S)...1n .. cost. control costs ..are. .optimized. In . cost..reducuog. there 1S 'always -
~ before t.hey“a;re mcurred assumed a scope for reducing the
' - incurred  COSGS under conuolledf::
condmons - _ '-:-'" i

6) It is generally applicable to items which This is applicable to evef}' acuvity o
“ 4: .-s.., ‘.\ have standards_.- :_ ],,.. : .} _' ‘ ’L f; j“"-‘:,.:.z::\,:‘ thc busmeSS s - & j;-‘,‘;»t;y-‘., _'_.‘.‘(.t “’ IS
75 -1 contains guidélifes and directive of |It°adds thmkmg ‘and analysIs to-action g
management as to howtodoa thmg at all levels of mana"emem

5.7.1. Meamng and PDefinition of Target Costlng .
It is. a pricing method and has been defined as ‘‘a_cost ‘management tool. for:%y
reducing the overall cost of a product over its enure life- cycle with the help of-
producnon engineering, research and design”. =

According-to Cooper, “Target Costing is a dlSClphDed process for determining¥ |
and realizing a total. cost at .which a proposed product swith - 5pec1ﬁed
functionality must be produced o generate the de:.lred proﬁtabxhty at 1its.
anumpatcd selling pnce in the future

Accordmg to CIMA, target cost is ‘a produyct cost esumate derivcd from 2
et F compenuve market price’”. In the context -of pricing in competitive
environment, it is used to reduce cost through continuous immprovement and‘f[..
replacement =% technologies and processes. This is what according’ to
management; the cost should be viewing the competitive market prices. ™.
" These costs are generated externally based on analysis of the cost structure‘,_
of the leadmg}:ompetntors in the mdustry

-~ ,:z,rnq oy ‘L SieSoe N

el ‘/u 5 > 4 ,_ WY AT 2

e +°~ ’ b g ‘.*‘ S "" 3 (’ "Lﬁ’ -f l‘ - gy
- o

‘.." £ ‘{' 2ir L ean
T s i I.‘v'.-,_.-u. _4:

5 7.2. Features of Target Costmg ! T
Following are the main features of target costing: .
1) Target costing is a market driven process. ; 2’

2). It 1s calculated by eubtractmg the desu'ed profit margin from t.hQ
; -,..zarget pnce b e o i re s e e ot L i i w5

-

3) The target cost is an independent variable and shguld not be affected by
- design decisions.

> Ay w

4) {t1s a simple yet powerful: process to affect the. proﬁtablhly of the busmess~
5): i can be ‘easily ¢ embedded in current processos e .

-6y drisa iogacal process for _achieving gargets,

'
\

af : 7> ' "’f g ' Ykt e u 'v
N .&A r L £ % 3 *-w"\ﬂ 9\' h 2l XN x - \9 }l:
5 ","4-‘1»,) > - ”_‘.__m, o "..;4-5‘ ) n""""c :"} B l{.’}fﬁ»}*‘ fe fawt ‘.i}"""' y Sper Ry ot \L“F‘ .‘;‘4.\":‘.. o5,

- i

‘ ') ”'; - ‘A;é' -'q—— i
AL el ﬁf?’l‘arget*cos -1ntegratcs ‘economic objectives and echinical kndv'&lcdg’é‘.‘"“’"f
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1.57.3. Prmcnpies of Targét Costmg '

fE I Target cosung can best be described as 2 systematic process of ".cost
2" panagement and profit planning. The six key principles of target costing are:

1.1) Price-Led Costing: Market prices are used to determine allowable — or
. targel — COSts. Ta.rget costs -are calculated using d formula,stmﬂar to the

following:
Market Price — Required Profit

Customer requ;.rements for
ed in product an

N - 3
o waTe D

t Margin = Target €Cost
e .2) Focus on Customers: ‘quality, cost, and time
d processidecisions and

are simultaneously incorporat
-z guide..cost ;;analysis;f-’;_'I}xe’ :

7 Fanchionality built “inta” ‘the™ proauct TOust ~’be greater»-
: prov1dmg those features. and functionality.- Bl e Sy
ost control is emphasxzcd at .tl;e/‘%rociuct .and

\
Mt

NN

J ¥

a1,
Q= ‘3
%. Ny

Re:

'3) Focus on Design: . C
" process’ design stage. Therefore,
production ‘begins, resultmg m
market” for new’ products . %

lower costs and 'educcd “txme -to-

l'.'l

-Cross-Functlonal Involvement.
‘- {eams are ‘responsible for the. enure product from initi

final production.

al concept thrugh

;e 15) Value-Cham mvolvemcnt.. All members of the vajuc cﬁam é: :

1" suppliers, distributors, service prov;derQ and custome
target costing process. R L3 fmE R
Total lee-cycle costs.are muuruzcd fo.. both the
Life- cycle costs’ include’ purchz-‘se pnce
rrbutmn COSts. ;

- 6) ”Lxl‘e-Cycle Onentatlon.
producer. and the customer.
'Operatmg costs mamterance and ‘dist

15.7.4: Objectlves of Taroet Costlng

-] Following are the main objectives of target costng:"
1) The fundamental objective of the process . is to promote proactive cost

i T anagement,, planning and cost reduction... ...
o D ‘r"'w..‘ﬁ"f"ff B S T ALY ;:'.::_**‘.’ fr"” Dy
which the product must be 'nanufactured

12 It helps in identifying the costs,
as if itis to eam-its profit margin at its expected farget selling price.

J 3) Target costing breaks down the target cost down to its component level and
" deternurung the efficient way to supply them. y

: -4)’» It -hélps managers to-make comprehenswe plans regardmg product costs
and decisions, 1mplementauon well ahead in time. e

'5) Ttisa comprchenswe process to p]an, manauge and reduce costs.

6) Target costing helps to understand the markets and .its competmon. It, alqo

-helps in making trade- bff analysis, ° .. kY .
: ,Tar erdg_“ﬁ—;, T A e 'i J ENA LA [ Ereripe oy ,«-:‘j? R 'A"»:’(.u. TR ""-é':’{, ROy R
Argercosting gives. attenhon ».the needs’ f’ cﬂstomers thfl~regatd' tquuaht

{.cost and .quantity which results in mcreased in proﬁt margin.-

‘value (1o -ttie‘cus;tomer) -of: *@xﬂ%ﬁ@ nd =

engineering changes must occur before

Cross- funcuonal product and process.‘ :

s are, mcluded m the -~

7’

. i
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' 5.7.5. Advantages of Targ
get COSt gl § . o
FO”OWU]g are the main ad"amagcs of target costms lItg g A ‘ @

1) Proper Delivery: Target costin , ;>3
g system
proposition to customers. ! delivers -the optimal vajl?%

2) Minimizing Complexity:. Thxs - ' &
te
" complexity, lowering-costs:- ;o ”helpS .m reducmg product’ ﬁe i

3) Selecting Appropriate Techno]o
. gies: Appro nate
‘technologies are required to the keeh edtte ifw p product -and prOCCSa

A>4) "Lowenng DeSlgn MD_C ‘Late in the Process: Target costing adopts zh
_.,.3 ;-th ;—;“ggggsqg -ng} ‘10 the ?tl'adltlonal way of. creatmg"’a ‘new: product 2

involving. product demgn late in the process of | product creation, it red'u G

the possxblhty of designing a product w}uch cannot be :
_market d
lugh price-or any other such reason. - - e due i&t‘

S—

B o

*!

- - s .o
- S

§)'. Create Competitive Future: It helps in creatmg “more" compeuu:g;
.company by designing and producing products which are more’ marketabl&:’

6) ‘Eliminating Cost Overruns: This system sets costitarget which helpstlcﬁ
- reducing. the'chances of tost.overruns: It alsa-makes the design.team kno?g»
that excecdmg the target may lead to a reduction in profit margin or tbe i
gross rejecnon of the product~

5.7.6. Dlsadvantages of Target Costmg

Following are the main msadvantages of target costing:

'1) Misuse of the System:.This, system. may:.be. rmsused ‘by producegs D3
squecze pr&ﬁt.:masgins of: supphers by dernandmg matcna]s at the” 10WEsts
_possxble cost _Fhis dxstracts the'. producex’s ﬁ:om" Sthe réa.f target" of' :

tetev,

tectinique. ™ °~ _ i s

2).. Stress, on the. Desxgn Team: Tbe system emohas'lzeé 0)1‘ keeinné cq"_"
" “below the target cost. This may cause uncertamty for the des1gn t,eam abe@z;:

the approval of the product; °

DA T8 A ha

- Wi -...,', LI

-:.3)..~L.akes Longél'lme. l,E‘l:oduct devclopment tune is-increased as, thc pro_ h

)'vo '--'r" = —-r

; undergoes severa] changes to reduce the costs and’ athieve the target.:

4) "~Too"Many Oplmons ‘Sincé design' téam con51sts of people from vano_fj :
departments wnth dwergmg agenda it may be dlfﬁcult to reach conse.nsu . 3

" BALANCED SCORECARD . '

5-8-' 7 =
5.8.1. ~Meaning & Def‘mxtlon of Balanced Scorecauw'

~

duced.-by Robert Kaplan

. “In the earl o™ century, balanced. scorecard was intro AT

e agd Davu)il Norton. as..a technique of performance evaluation. It helpS“_ -
’ cvaluatc the performance of thc organisation-from diverse viewpoints." =
-3FEason.; bchmd;;,uc{}. views:is;thal: managers-are-vlargely Jdent;fyul&mQﬂEc T

T valuating other facets of: ofganidational pérformance n"drder'to measire:

-.«-'-I
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value-creating activitios; Curgiitly: the balanced . scorecard has adopted a new
approach. . According “to this approach, it is a broad system of performance

‘cva]uahon that provides a balance between non- convenhonal ﬂnancml methods
and operational methods.

In the recent years, balance scorecard has been able to deﬁne itself as a best
technique for strategie-control. It acts a basis for the firms to validate they have
launched the financial and strategic controls for their performance evaluation. It
is considered most suitable for business-level strategies and can also be app]ned
to.corporate-level strategnes

-According-to JCaplan~ananorton,- “The-balanced scorecard retains: traditional .

ﬁnancxal ’measuxes.:BuL“ﬁnancxal measures téll'the‘sté‘r?y “6f past evems “An adeqnate-" =

“and customer. relauonshlps were not critical for success. Th&se ﬁnanc1al measurcs

are inadequaite, however, for guiding and evaluating the journey that mformanon
-.age companies must make to-create future value through mvestment m customcr‘
supphers emplo) ees, processes, Lechnolooy and innovation” .

%
Accordmg ‘to Dav:d Chaudron, Balanced scorecard is deﬁned as: ‘- _
1) < A-\way of measurmg orga:usauona] business unit or" departmem success-_' e

-2) ' A way of balancing long-term and short-termn actions. A

3) A way of balancing different measures of ‘success such as — ﬁnancxal
customer. internal operanons hurnan resource ‘systems and deve lopme'n

" 4) A way of tymg strategy to measnres to acuon

s

-~

’phe feamres of balanoed scoxecardare as folIOWS s ' :

l) Balanced scorecard is- a management tool focusmg on both ﬁnancnal -and
. non-financial goals of an orgamsanon -

'2) Balanced scorecard 1s ‘a system of- aggregatmg fmancxal and non-fmancnal

1. fnéasures Of pérfortmarice in’ oie Sinigle card. g b e

“3)- ‘Balanced scorecard includes performancc measures ‘of four’ perspecuves -

sietin --ﬁna.ﬁcxal, :customer. mterna_i_lgqs_x_ggs_s‘ processes and 1earn'1b“g and_ growth.
““(inriovation).” %" | ' - i

4) It -need. not be-restncted to four perspectlv,es. more, may be\added The
somal reSPODSLbLhty and environmental performances are two possible
perspecnves suggested by I.M. Pandey The other is human resources

$oe tACCOUMUING. 5, +*0 7 f 35, W88l oo e o WML O et

d"-,
O A

_.-.j..-

ey

) s Balancdd: oscofecard foeuses on- the.- lmk between busmess processeS"""'

: decisions$ and results. :

-6). Balanced. scorecard is considered as~ a .dgvice to - guide strategy,

- - - formulation, implementation and communication. |

.‘7).'.- Balanced scorécard helps in tracking the performance and prOVIdlng qunck
" feedback for control and evaluatmn. aoy .

§;~%MQMamcd ,scorccard’ahgns:wuh stnategy Jcadmo 2io} beu;eﬁcommumcano

m-‘u._x srvv-vﬂ' _‘¥Q B w’

and: monvatmn ,whxch ‘causes better performance. " i

- -

Eeat’ﬁi'és of Ba]anced Seorecard e 2

A

==

.J
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5.837  Piirpose of" Balanced Scorecard IR
* The purpose of balance scored card are as follows: - -

1) For Strategy Communication and Clarification: Members Qf-. :
management utilise the balanced scorecard.for transformmg the strateglc A
~ goals into measureable targets. : : .,;---4

~2)-For - Commumcatmg AOrgamsahonal Objectives: With the help’ of
balanced scorecard, -tié 'macro objectives of the .organisation are changcd

into operational objectives, and are successfully communicated to all -
employees of the orgamsatlon :

=.3) sFor._Detecting.and... Ahgxung Strategic. Objectxves. With. the.. . help . °f b

--..g

RIS "o:ilanced\wscorecard& Stratégic objecmies Zare: effechvely ahgued‘ Wdﬂx
" organisational departments Or teams. ’

For Aligning Unit and’ Indxvxdua] Goals: W’lth the help of balanced
© scorecard, thé goals of the department/team are effectlvely ahaned W*th
" those of the Andividuals. B S : S gl
S) For havlng Perzodlc Performance Rewews. Wltb the help A": ok
balanced scorecard. it is-possible to have - ‘performance related feedback | :
from orgamsat}onal strategies and plans. This performance feedback is -
very important for'developing or modlfymg the.strategy u“.plem"med
in the orgamsauon
5.8.4. Four PerSpectlves of Balanced Scorecard
There are four maxn perspectlves to develop a balancc scorccard They are as
follows:

1) Financial Perspectlve' z(aplan and \xorton always conmdered the

" - traditional need for- financial data- but gave priority - [o on-time and

accurate financial data. Managers also follow the same criteria in case.

to finance and try tO arrange: it as soon as possible. Frequently, -there is:

excess financ1a] data for handling and: processing. Therefore, it is
required to " centralise and automate data

proccssmg through
_establishment of a corporatc;_;@a;abasc But with the.i increasing stress on
SErasfinance ¥ leads dz tthnbalanced”# sithations in "*comparxson thhwoth*ef‘i@

___ viewpoints. Thus, .there is a necessity to mvolve surplus ﬁnancxal data °
like cost-bcncﬁt data, risk assessment, etc.. : :

2) Customer I”erpec_txve: With the changmg phllosophxes of

S are of utmost importance to

-, basis, car-I2,In terms, ofitypes of custo ypes of LA
e ¥ Y i) w2 VL:.processes. s
ihe 47 fof-&mtomgm produ'"cmr serviBEiini s e s Sl Binet e used,

S >, VRIS T AR Y A
e FU N TN Il 2N § <%
Z w11 \
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rspectlvc is. also known as xntcmal

.3) Busmcss Process, Perspechye. This pe
' ‘helps the managers to assess the position

business processes. *his process'h
ucts and services offered by the

- of -the business and whether the prod
le to satisfy the customers Or "‘not.. Hence, thc balance

company arc ab
ho has in-depth knowledgc

scorecard is mainly designed by the person W
about the process and not by the oumders

4) Learning and Growth Perspective: This perspccuve is aSSOCIated
with the individual and corporate self-xmprovemcnt which - involves
corporate cultural attitude and employec training. In a knowledge-based

organisauon people/ workers are the main source of knowledge._It is -

~_ essential for such knowledge workers_to keeping on leammg, aBoﬂt t_hf,_
¢ To<'¢hanging octumhg"“m

ithe busmcss ehvxronment Managers -cdn’ us/c, the—=
scorecard 10 measure the funds requxred fo

r training. of such pcoplc
[earning and growth perspectxve is considered as a CI'UClal ‘aspect, of the
orgamsatlon for.their, success

learning is much more 1mportam. than

' training:. This process” comprises of tutors, ;,uxdc:s and mentors from the
- organisation and.it also. cnables the workers Lo seek help of them if they.

COIne d4cross 4aoy pcochm It-also_uses technological tools ‘known as th».

A “hlgh performancc work systems

Accordmo to Kaplan and Norton,

».which is called by B:lengc

Table 5.1: Strateglc Controls and F mancml Controls'in a Bdlanced
o Scorecard Framework :

d Perspec{ives 5 ; Criteria
JFinancial .. 1) . Cdshflow; .
s P - 12) Return on equity, and
; © .~ . |3) Retummn on assets. ;
Customer .’ " -11) Valuaton of ablhty to determme nceds of the} -

1  .customers,
2) Effectiveness of%ustomcr se ervice practices,

3) Proportion of repeat: business, and
14) Quality of communications with customers.

'I_nternal Business|l). = Asset utilisation improvements, = .. . ... ...}

A=

ST Fi‘ift&s’és S b ZAdvancemenitarremployee: selficonfidence~and| -+
| 3) Variations in turnover ratas. v .
Learning and |1). Developiments in the ability to’innovate,
|Growth 12): Number of new products compared to

competitors’, and
3) R1$em emplo_yecs' skills.

TP R g g YT Al PR YR

5.8.5. Advantages of Balanced Scorecard -
- Following are the advantages of balanced scorecard: B
1) Consensus on the Strategy at Executive Level: “A balanced scorccard is

developed after a lot of bramstonrung at the Board .or Top level.At this
_level, discussion about the vision and core. values. of orgamsauons.xs done.

Thercforc mvéiy«person camgct%ahgnedytof&hc Jnain; ochctwc and toii?.f.f

ot -

- - .
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. ‘executives can identify the Owﬂ",.&ﬁ?}e'g'fe.ﬁ{’cl?a{lywh -dc_t.c-_ﬁmrrcs-lmﬁ;i_?
priorities for the otganisation thereby miking the senior executives capablé -3

of visualizing the future inore clearly. i

o Communircales Strategy to the Orgaanisation: The steps nceded to bé

by the organisation for achieving the goals are specified with
ecifies the working of the-

" undertaken
""‘th‘e“'help'"of"'a"'balanced scorecard. It also sp e
serategy and sets the priorities by ensuring a proper balance betweefis
different internal and external constraints. Thus, it facilitates leadership and :-

makes the selected strategy valuable. 7
-y opgaESIates Strategy it Meaningful LGOATE: Thepreparationzofra
S '”E‘élain*c'c’d'sdﬁrcéaid“isdonc by idenufying thé specific ‘goals and taIgea_:;;g
This enables the organisatien to plan about the activities to beuadcrtakgn;f:q
‘to ensure the achievement of goals. Thus, by ctearly -deﬁning‘dléepﬁthi_éégs'_
and activities te be done eveittually evéryone 1s encouraged {o;_focx'xs_'z;ﬁ%’fti

goal achievement..

Theriiselves. with Geals: Since every -employee’ is
alanced scorecard, “therefore,; -
nfribution to the success and.
d be clearly explained- about -

4) - Employees Ideantify ’ B
‘assigned a specific goal whilé prepafing 2 ‘b
every employeé-can easily détermine their €o
growth of the ‘organization. Employees shoul - abot
the balanced scorecard at each probable opportunity as it will Tacilitate: -
‘them to undersn;xnd_ how- their: achieverrents are inﬂ_uencing-}d;ie future of7
organisation, This devélops a feeling.of affinity in -them -and encourages’=.

“them to be aligned with the: vision and mission of the orgasisation... TR

' 5)- Personal_Targets. Linked o - Strategy:- - The - goals identified by the

balanced-scorecard can be achieved only by the continuous; contibution. of:*

many employees.and process owners. The ernployees usually keep B

stretching their assignment. Therefote,. it is irhportant to define-a definite=:

timeline for completing the -assignment. However, sometimes the definirg:
ink the strategy with T

of timeline is not sufficient and it 1s important to 1

sra
-8
an
-

personal objectives of employees. This linKing can be ‘facilitated throogh::
svor _;:/-:"_v._‘,,,,__;—"-'4, ba.l i&apj;.gd ‘ASCQrc/C'a_.fd:‘)'-tx_‘,‘*f";‘“-,l‘-;:“..;.h.--.»,;x..-..\‘;..} S SAx SrE Jor Psios \.._:,- ,,,:’,;.‘ LIS '_;‘;‘«,_'-.",\:'{-,“_T,:‘:"-»;-. xl!'.. :A“,:‘ >

S e

5.8.6. Disadvantages.of Balanced Scorecard.. . - :
Along -with having several advantages and uses, balanced score card alsﬁi__j

possesses some disadvantages, which are as follows: ; g
1) Does not Provide Recommendations: Balanced scorecard is responsiblesa]
-““for-describing the overall performance-of the-organisation, but.it does adiik
provide recommendations for solving inconsistencies in the strategy. ThudZs
it cannot be used as a tool for strategic recommendations. . :-1,;_;’_'7"'
from Employees: Top* management  as ‘well as otﬁw}:\; ’.
ay oppose-thie impléememtation of balanced scorecard. THET]
behind. this resistance is the ‘perception’ that employeess:
ol G TR S G s
sSame-of the em] eesiseexitias, oA |
:Some,of fie’ employees: scesitias; exli

AT M e %

.’2) ‘Resistance

employees m
: major factor
: cpprfofmaces At not yaluéd:

WAL E T SN e

:; ; ":"_;,‘1’:' Mt e 2l o L ¥ e %
ST gad ol eXecutive’work s
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3) Not Fully Eﬁﬁcnent Balanced scorecard is not mcluswc of a]l ﬁn;ncml
activities, it becomes comprehenswc when mcorporatcd w1 an _

'acoountmg -system. . Therefore, it cannot glvc a complete pcrformancc

 evaluation of a company.
4) Takes Time: The srrateglc sysrem of the balanced scorecard is a lengthy
- process and consumes a lot-of time. Consequently, it rcqulrcs contmuous

reinforcement to qucccssfully end the process.

5) Can Show Low Profit: If a company has a low initial cost then usmg a
balanced scorecard will alvVays assess the. company -as_no- proﬁt mlialrc.l_n_g__ﬂ_;_-;

*“:"* 4 company ancLu would bc a:waste time: and. money. Thus; companies” Aasipg -

-4‘4 ‘s— .—‘

t{us method_ must have a hjgh mmal cost and t.une durauon.

l."‘



