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CHAIRMAN’S  
COMMUNIQUE

Dear CMA Students,

It gives me immense pleasure to connect with 
you through the February 2026 issue of the 
CMA Student E-Bulletin. As the Chairman of 

the Training & Educational Facilities Committee of 
ICMAI, I am excited to share the latest developments 
and initiatives that aim to enhance your learning 
experience and professional growth.
At ICMAI, our commitment to excellence in 
education and training remains unwavering. We 
continuously strive to provide you with the best 
resources, state-of-the-art facilities, and cutting-
edge training programs that will prepare you to excel 
in the field of cost and management accounting. 
Your success is our primary motivation, and we are 
dedicated to supporting you every step of the way.
In today’s digital age, leveraging technology to 
facilitate learning is paramount. We have introduced 
several innovative learning platforms to ensure that 
you have access to high-quality education regardless 
of your location. Our online classes, interactive 
webinars, and virtual workshops provide you with 
the flexibility to learn at your own pace while 
maintaining the highest standards of education.
In addition to theoretical knowledge, practical skills 
are crucial for your professional development. 
We have designed a variety of skill development 
programs that focus on real-world applications and 
industry-relevant practices. These programs include 
case studies, simulation exercises, and hands-
on training sessions that bridge the gap between 
academic knowledge and practical implementation.
Our collaborations with leading organizations 
and industry experts provide you with invaluable 
insights and opportunities to apply your knowledge 

in real-world scenarios. Through internships, live 
projects, and guest lectures, you can gain practical 
experience and understand the nuances of the 
industry. These collaborations also open doors to 
networking opportunities that can be instrumental 
in your career growth.

At ICMAI, we believe in the holistic development 
of our students. Alongside academic excellence, 
we emphasize the importance of soft skills such 
as communication, leadership, and teamwork. 
Our comprehensive training programs include 
workshops and seminars focused on developing 
these essential skills, ensuring that you are well-
rounded professionals ready to take on leadership 
roles.
I am confident that the initiatives and programs we 
have implemented will significantly enhance your 
learning experience and prepare you for a successful 
career. I encourage you to take full advantage of 
these opportunities and remain dedicated to your 
goals.
I extend my best wishes to all of you. Your hard 
work, determination, and passion are the driving 
forces behind our efforts. Let us continue to work 
together to achieve excellence and elevate the 
standards of the cost and management accounting 
profession.

Warm regards,

CMA Vinayranjan P.

Chairman, Training & Educational Facilities 
Committee, ICMAI



www.icmai.in	  CMA Student E-Bulletin - February 2026	    7

VOL 11   I   NO. 02  

FO
U

N
D

AT
IO

N

CMA 
FOUNDATION 
COURSE

Syllabus 2022



8    CMA Student E-Bulletin - February 2026				    www.icmai.in

VOL 11   I   NO. 02
FO

U
N

D
AT

IO
N

Topic 

Fundamentals of 
Business Laws -

Module 2:           
Indian Contracts 
Act, 1872

Business 
Communication - 
Module 5:     
Business 
Communication

FOUNDATION

Paper-1 

Fundamentals of 
Business Laws and 
Business
Communication 
(FBLC)
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SECTION – A: FUNDAMENTALS OF BUSINESS LAWS

1. 	 An agreement enforceable by law is called:
a) 	 Promise
b) 	 Proposal
c) 	 Contract
d) 	 Offer

2. 	 Communication of acceptance is complete against 
the proposer when:
a) 	 It is written
b) 	 It is posted by the acceptor
c) 	 It is received by the proposer
d) 	 It is read by the proposer

3. 	 A proposal may be revoked:
a) 	 After acceptance
b) 	 Before acceptance is complete as against the 

proposer
c) 	 After performance
d) 	 After consideration is paid

4. 	 Consideration may move from:
a) 	 Promisee only
b) 	 Promisor only
c) 	 Any third person
d) 	 Government only

5. 	 An agreement without consideration is:
a) 	 Always valid
b) 	 Void
c) 	 Illegal
d) 	 Voidable

6. 	 A contract entered into under undue influence is:
a) 	 Void
b) 	 Illegal
c) 	 Voidable at option of aggrieved party
d) 	 Valid in all cases

7. 	 Fraud includes:
a) 	 Silence in all cases
b) 	 Active concealment of fact
c) 	 Mistake of law
d) 	 Coercion

8. 	 A mistake of Indian law makes the contract:
a) 	 Void
b) 	 Voidable
c) 	 Valid
d) 	 Illegal

9. 	 An agreement in restraint of trade is:
a) 	 Valid

b) 	 Void
c) 	 Voidable
d) 	 Enforceable with court permission

10. 	Wagering agreements are:
a) 	 Valid
b) 	 Void
c) 	 Illegal in all states
d) 	 Contingent contracts

11. 	A contingent contract dependent on impossible event 
is:
a) 	 Void
b) 	 Valid
c) 	 Voidable
d) 	 Enforceable later

12. 	Rohit contracts with Meera, a famous classical 
singer, to perform at his daughter’s wedding. Before 
the event, Meera sends her trained student to perform 
instead, without Rohit’s consent. Rohit refuses to 
allow the student to perform.
Which of the following is correct?
a) 	 Rohit must accept the substitute performance
b) 	 Meera can delegate performance in all cases
c)	 Rohit can refuse because the contract involves 

personal skill
d) 	 The contract automatically becomes void

13. 	A agrees to deliver 100 bags of rice to B, and B 
agrees to pay the price upon delivery. On the delivery 
date, A refuses to deliver unless B pays first, while B 
refuses to pay unless A delivers first.
This situation represents:
a) 	 Independent reciprocal promises
b) 	 Dependent reciprocal promises
c) 	 Concurrent reciprocal promises
d) 	 Void agreement

14. 	Time is generally of essence in:
a) 	 Sale of immovable property
b) 	 Commercial contracts
c) 	 Marriage contracts
d) 	 Insurance contracts

15. 	Supervening impossibility is covered under:
a) 	 Section 10
b) 	 Section 25
c) 	 Section 56
d) 	 Section 73
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a) 	 Alteration of terms only
b) 	 Substitution of new contract
c) 	 Cancellation without consent
d) 	 Breach

17.	 In case of breach of contract, compensation is 
governed by:
a) 	 Section 73
b) 	 Section 24
c) 	 Section 52
d) 	 Section 13

18. 	A contract of indemnity involves:
a) 	 Two parties
b) 	 Three parties
c) 	 Four parties
d) 	 Government authority

19. 	In contract of guarantee, the liability of surety is:
a) 	 Secondary
b) 	 Primary
c) 	 Independent
d) 	 Optional

20. 	Bailment requires:
a) 	 Transfer of ownership
b) 	 Delivery of goods for specific purpose
c) 	 Written agreement
d) 	 Consideration compulsory

21. 	Finder of lost goods has rights of:
a) 	 Owner
b) 	 Bailee
c) 	 Surety
d) 	 Agent

22. 	Agency can be created by:
a) 	 Agreement
b) 	 Ratification
c) 	 Necessity
d) 	 All of the above

23. 	An agent acting beyond authority makes the contract:
a) 	 Always void
b) 	 Always valid

c) 	 Binding only if ratified
d) 	 Illegal

24. 	E-contracts are legally valid under:
a) 	 Only Indian Contract Act
b) 	 Information Technology Act provisions
c) 	 RBI guidelines only
d) 	 Not legally recognized

25. 	The process of converting ideas into symbols is 
known as:
a) 	 Feedback
b) 	 Encoding
c) 	 Decoding
d) 	 Channelizing

26. 	The grapevine communication network is:
a) 	 Formal
b) 	 Written
c) 	 Informal
d) 	 Vertical

27. 	Which barrier arises due to differences in values and 
beliefs?
a) 	 Physical barrier
b) 	 Semantic barrier
c) 	 Psychological barrier
d) 	 Cultural barrier

28. 	A business memo is primarily used for:
a) 	 External advertising
b) 	 Internal communication
c) 	 Legal notice
d) 	 Social media promotion

29. 	Active listening involves:
a) 	 Hearing only
b) 	 Interrupting speaker
c) 	 Giving full attention and feedback
d) 	 Note-taking only

30. 	In business writing, “conciseness” means:
a) 	 Lengthy explanation
b) 	 Avoiding unnecessary words
c) 	 Using technical jargon
d) 	 Repeating key points

Answer:

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15
c b b c b c b c b b a c c b c

16 17 18 19 20 21 22 23 24 25 26 27 28 29 30
b a a a b b d c b b c d b c b
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Fundamentals
Module 3: 
Preparation of Final 
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Fundamentals of 
Cost Accounting
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Fundamentals of 
Financial and Cost 
Accounting (FFCA)
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down value method 

(A) 	remains same over the years;

(B) 	decreases year by year;

(C) 	increases year by year;

(D) 	fluctuates

2. 	 Purchase price of a Machine is `8,90,000, freight 
`7,000, installation charges `30,000 and insurance 
`20,000. Estimated useful life 5 years with no 
residual value. Calculate the amount of second year 
depreciation under SLM.

(A)	`1,69,400; 

(B)	`1,79,400;

(C) `1,85,400;

(D) `1,77,900

3.	 Bank has directly paid `2,250 for electricity bill as 
per standing instruction, In BRS starting with Pass 
Book Overdraft.

(A) 	̀ 2,250 will be added to Pass Book Overdraft;

(B) 	̀ 4,500 will be added to Pass Book Overdraft;

(C)	`2,250 will be deducted from Pass Book 
Overdraft;

(D) 	None of the above

4. 	 X sends goods to Y, costing `2,50,000. Goods are 
to be sold at cost plus 25%. The consignor asked 
consignee to pay an advance for an amount equivalent 
to 60 p.c  of sales value. The amount of advance will 
be 

(A)	`1,80,000;

(B)	`2,00,000;

(C)	`1,50,000;

(D) 	̀ 1,87,500

5. 	 Goods costing `20,000 destroyed by Fire , insurance 
claim ‘nil’

(A)	`20,000 will be credited to Joint Venture 
Account;

(B) 	No entry in the Books of Joint Venture;

(C)	`20,000 will be debited in Joint Venture Account 
as loss ;

(D)	`20,000 will be credited in Venturer Account

6. 	 At the time of dishonour of an endorsed bill which 
one of these accounts would be credited by the 
Drawee? 

(A) 	Bill Payable Account ;

(B) 	Drawer’s Account ;

(C) 	Bank Account ;

(D)	Bills Dishonoured Account

7. 	 Opening Stock `50,000, Closing Stock `40,000, 
Sales `2,40,000; If Profit margin is 20% on Cost, 
then purchases will be `.……………..

(A) `1,90,000; 

(B) `1,82,000;

(C) `2,00,000;

(D) `2,02,000

8. 	 For sole proprietorship , income tax is :

(A) 	Debited to profit and loss account ;

(B) 	Shown in the balance sheet as a current liability ;

(C) 	Treated as proprietor’s personal expense ;

(D) 	None of the above

9. 	 When at the end of year the entry ‘Closing stock A/C 
debit with `65,000 and Purchases A/c credit with 
`65,000’ is made in the books then closing stock will 
be shown :

(A) 	in Trading Account only ;

(B) 	in Balance Sheet only ;

(C)	both in Trading Account and Balance Sheet;

(D) 	as footnote with Balance Sheet

10. 	Final Accounts consist of:

(A)	Trial Balance and Cash Book; 

(B)	Trading Account, Profit & Loss Account and 
Balance Sheet; 

(C)	Ledger and Journal; 

(D)	Bank Reconciliation Statement

11. 	Which Account shows financial position of a business:

(A)	Trading Account; 

(B) 	Profit & Loss Account; 

(C) Balance Sheet; 

(D) Cash Book

12. 	Interest on Capital is -

(A)	Expense of business;

(B)	 Income of business; 

(C) 	Liability; 

(D)	Asset
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(A)	Trading Account; 

(B)	Profit & Loss Account;  

(C)	Balance Sheet;

(D)	Manufacturing Account

14. 	Balance Sheet prepared 

(A) 	on last day of accounting period; 

(B) 	on first day of accounting period; 

(C) 	any day;

(D)	for the year

15. 	Rectification of errors is made to

(A) 	Increase profit; 

(B) 	Decrease tax; 

(C) 	Correct accounting mistakes; 

(D) 	Close accounts

16. 	Errors which do not affect the Trial Balance are called 

(A)	One-sided errors; 

(B) 	Two-sided errors; 

(C) 	Errors of omission; 

(D) 	Errors affecting agreement

17.	 A Purchase of `5,000 is posted to the credit of 
Purchases Account , it is 

(A) Error of omission; 

(B)	Error of commission; 

(C)	Compensating error; 

(D)	Error of principle

18. 	If Sales Book is overcast, it will 

(A)	Increase profit; 

(B) 	Decrease profit;

(C) 	Not affect profit; 

(D) 	Affect only assets

19. 	Rectification entries are passed in:

(A) 	Journal Proper; 

(B)	Cash Book; 

(C) 	Sales Book;

(D)	Purchases Book

20.	 Purchase of Furniture debited to Purchases Account is 

(A) 	Error of commission; 

(B)		 Error of omission; 

(C) 		Error of principle; 

(D) 		Compensating error

21. 	If Trial Balance difference is placed on the Debit side 
of Suspense Account, it means :

(A)	Debit total is more; 

(B) 	Credit total is more; 

(C) 	Profit is less; 

(D) 	Assets are less

22. 	EOQ (Economic Order Quantity) minimises 

(A) 	Labour cost; 

(B) 	Material price; 

(C)	Ordering and carrying costs; 

(D)	Selling cost

23. 	Cost Centre is 

(A)	Unit of product; 

(B) 	Location where cost is incurred; 

(C) 	Profit centre; 

(D)	Revenue centre

24. 	Process Costing is used in 

(A)	Automobile repair; 

(B) 	Printing press; 

(C) 	Cement manufacturing; 

(D) 	Interior designing

25. 	Abnormal loss in process costing is 

(A) 	Charged to costing P&L; 

(B) 	Added to good units; 

(C) 	Ignored; 

(D) 	Treated as asset

26. 	Sunk cost is:

(A) Relevant for decision-making; 

(B)	Future cost; 

(C)	 Irrecoverable past cost; 

(D)	Variable cost

27. 	Opportunity Cost is:

(A) 	Historical cost; 

(B)	Cost of next best alternative; 

(C) 	Fixed cost; 

(D) 	Indirect cost
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(A)	Cannot be changed; 

(B)	 Is controlled by a manager at a given level; 

(C)	 Is always fixed; 

(D) 	Is irrelevant

29. 	Relevant costs are those which

(A) 	Remain unchanged under all conditions; 

(B 	 Affect decision-making; 

(C) 	Have already been incurred; 

(D) 	Are fixed in nature

30. 	Cost that can be easily traced to a specific product is 
called 

(A)	Indirect Cost; 

(B) 	Fixed Cost; 

(C)	Direct Cost; 

(D) 	Sunk Cost

Answer:

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15
B C C D B B A C B B C A C A C
16 17 18 19 20 21 22 23 24 25 26 27 28 29 30
C B A A C B C B C A C B B B C
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and Measures of Central tendency & dispersion--Refer 
Module 1 and Module 5 of Study guide

1. 	 The ratio of A’s income to B’s income is 4: 5. If their 
total income is R45000, what is A’s income?

(a) 	R15000

(b) 	R18000

(c) 	R20000

(d) 	R25000

2. 	 The ratio of the ages of A and B is 3: 4. After 6 years, 
the ratio will become 4: 5. What is the present age of 
A?

(a) 	12 years

(b) 	18 years

(c) 	24 years

(d) 	30 years

3. 	 If x varies directly as y and x = 15 when y = 5, what 
will be the value of x when y = 12?

(a) 	30

(b) 	36

(c) 	40

(d) 	45

4. 	 If x varies inversely as y, and x = 12 when y = 8, what 
will be x when y = 6?

(a)	 14

(b) 	16

(c) 	18

(d) 	20

5. 	 A sum of money is divided among A, B, and C in the 
ratio 2 : 3 : 5. If C receives R10000, what is the total 
amount?

(a) 	R15000

(b) 	R28000

(c) 	R20000

(d) 	R35000

6. 	 If a : b = 3 : 4 and b : c = 5 : 6, then a : b : c = ?

(a) 	15 : 20 : 24

(b) 	9 : 12 : 16

(c) 	3 : 4 : 6

(d) 	12 : 16 : 20

7. 	 What is the future value of R10000 invested for 2 
years at 10% compound interest annually?

(a) 	R11000

(b) 	R12000

(c) 	R12100

(d) 	R13000

8. 	 What is the present value of R12100 due after 2 years 
if the interest rate is 10% per annum?

(a) 	R10000

(b) 	R9500

(c) 	R9800

(d) 	R10500

9. 	 If R5000 is invested at 8% compound interest for 3 
years, what will be the approximate future value?

(a) 	R6298

(b) 	R6000

(c) 	R5800

(d) 	R6500

10. 	The present value of R1 received after 1 year at 10% 
interest is:

(a) 	0.91

(b) 	0.95

(c) 	0.85

(d) 	0.80

11. 	If R20000 grows to R24200 in 2 years, what is the 
compound annual interest rate?

(a) 	8%

(b) 	9%

(c) 	10%

(d) 	12%

12. 	A person deposits R5000 every year for 3 years in a 
bank at 10% interest. What is the future value of the 
annuity? (Given: ((1.1) ^3 = 1.331))

(a) 	R15000

(b) 	R16550

(c) 	R17500

(d) 	R18000

13. 	A measure of central tendency is used to:

(a) Measure variability in data

(b) Represent the entire dataset with a single value



www.icmai.in	  CMA Student E-Bulletin - February 2026	    17

VOL 11   I   NO. 02  

FO
U

N
D

AT
IO

N(c) 	Measure correlation between variables

(d) 	Eliminate extreme observations

14. 	Which measure of central tendency is most affected 
by extreme values (outliers)?

(a) 	Median

(b) 	Mode

(c) 	Mean

(d) 	Geometric Mean

15. 	The median is defined as:

(a) 	The most frequently occurring value

(b) 	The arithmetic average of the data

(c) 	The middle value of an ordered dataset

(d) 	Half of the largest value

16.	 Which measure of central tendency is most 
appropriate for nominal data?

(a) 	Mean

(b) 	Mode

(c) 	Median

(d) 	Geometric Mean

17. 	Which average is most suitable for calculating 
average growth rates in finance and business?

(a) 	Arithmetic Mean

(b) 	Geometric Mean

(c) 	Harmonic Mean

(d) 	Median

18.	 If all values in a dataset are increased by a constant 
value, the mean will:

(a) 	Remain unchanged

(b) 	Increase by the same constant

(c) 	Decrease

(d) 	Become zero

19. 	Which measure of central tendency may not be 
unique in a dataset?

(a) 	Mean

(b) 	Median

(c) 	Mode

(d) 	Geometric Mean

20. 	Which average is most appropriate when dealing 
with rates such as speed or price per unit?

(a) 		 Harmonic Mean

(b) 	Geometric Mean

(c) 	Arithmetic Mean

(d) 	Median

21.	 In a positively skewed distribution, the relationship 
among mean, median and mode is generally:

(a) 	Mean < Median < Mode

(b) 	Mode < Median < Mean

(c) 	Mean = Median = Mode

(d) 	Median < Mean < Mode

22. 	Dispersion in statistics refers to:

A. 	 Central location of data

B. 	 Frequency of observations

C. 	 Relationship between variables

D. 	 Spread or variability of observations

23.	 Which measure of dispersion is simplest to calculate?

(a) 	Variance

(b) 	Standard Deviation

(c) 	Range

(d) 	Quartile Deviation

24. 	Range is defined as:

(a) 	Difference between mean and median

(b) 	Difference between highest and lowest values

(c) 	Difference between quartiles

(d) 	Average deviation from mean

25.	 Which measure of dispersion is based on quartiles?

(a) 	Variance

(b) 	Standard deviation

(c) 	Quartile deviation

(d) 	Range

26. 	Standard deviation is the square root of:

(a) 	Mean deviation

(b) 	Variance

(c) 	Range

(d) 	Coefficient of variation
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The study guide needs to be read thoroughly. Supplementary readings could be made from other resources.  In 
this issue MCQs are based on basic concepts taught in the respective modules/sub modules of the study guide. 
Students should try to solve individual questions with expertise developed after studying guide book to understand 
the correct answer of each question.  Formula used here are all covered in study guide. Hints given for calculus 
portion.

Best Wishes.

27. 	Which measure of dispersion is most widely used in 
business and economic analysis?

(a) 	Range

(b) 	Quartile Deviation

(c) 	Mean Deviation

(d) 	Standard Deviation

28. 	If the standard deviation of a dataset is zero, it means:

(a) 	All observations are equal

(b) 	The mean is zero

(c) 	Data are highly dispersed

(d) 	Median equals mean

29.	 The coefficient of variation (CV) is used to:

(a) 	Measure central tendency

(b) 	Compare variability between datasets

(c) 	Calculate the mean

(d) 	Measure correlation

30.	 A dataset with smaller standard deviation indicates:

(a) 	Greater variability

(b) 	More dispersion

(c) 	Data values are closer to the mean

(d) 	Mean is larger

Answer:

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15
b b b b c a c a a a c b b c c
16 17 18 19 20 21 22 23 24 25 26 27 28 29 30
b b c a a b d c b c b d a b c
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Let us start our MOCK TEST       

I.	 Choose the correct answer:

1.	 Who was the proponent of the scarcity definition of 
economics?

A.	 Samuelson

B.	 Robbins

C.	 Pigou

D.	 Marshall

2.	 Who invented “Multiplier theory”?

A.	 Schumpeter

B.	 Samuelson

C.	 Keynes

D.	 None of the above

3.	 If the level of expenditure on a commodity remains 
the same, even if the price of it falls, the price 
elasticity of demand will be

A.	 Greater than unity

B.	 Less than unity

C.	 Equal to unity

D.	 None  of the above

4.	 A point to the left of the mid point of a linear demand 
curve will have price elasticity of demand which is

A.	 Relatively elastic

B.	 Relatively inelastic

C.	 Unit elastic

D.	 None of the above

5.	 Demand for durable goods usually remains

A.	 Relatively elastic

B.	 Relatively inelastic 

C.	 Unitary elastic

D.	 None of the above

6.	 The price elasticity of demand for salt is

A.	 Elastic

B.	 Perfectly elastic

C.	 Inelastic

D.	 None of the above

7.	 When price elasticity of demand is infinity, then MR 
will be 

A.	 Greater than price

B.	 Equal to price

C.	 Less than price

D.	 None of the above

8.	 Law of increasing returns to scale is a

A.	 Long run phenomenon 

B.	 Medium run phenomenon

C.	 Short run phenomenon

D.	 None of the above

9.	 As output rises, AFC

A.	 Also rises

B.	 First falls then rises

C.	 Falls but it cannot be zero

D.	 None of the above

10.	 When AVC is rising then

A.	 SMC > AVC

B.	 SMC < AVC                                                                                                                                      

C.	 SMC = AVC

D.	 None of the above

11.	 When AVC curve is rising

A.	 SMC curve will also be rising

B.	 SMC curve will be falling 

C.	 SMC curve will be parallel to x-axis

D.	 Nothing can be predicted

12.	 Profit will be maximum when

A.	 AR=MR

B.	 MR curve cuts the AR curve from below

C.	 Both A and B

D.	 None of the above

13.	 Internal economies of scale occurs when

A.	 LAC curve sloping downward

B.	 SAC curve sloping downward

C.	 LAC curve sloping upward

D.	 SAC curve sloping upward
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A.	 LAC curve shifts downward

B.	 SAC curve shifts downward

C.	 LAC curve shifts upward 

D.	 SAC curve shifts upward

15.	 The principal goal of a monopoly firm is assumed to be

A.	 Sales maximization

B.	 Revenue maximization

C.	 Profit maximization

D.	 None of the above

16.	 Product differentiation is the other name of 

A.	 Monopoly

B.	 Discriminating monopoly

C.	 Monopolistic competition

D.	 None of the above

17.	 Kinked demand curve is related to

A.	 Oligopoly

B.	 Monopoly

C.	 Monopolistic competition

D.	 None of the above

18.	 Under perfect competition, a firm faces a demand 
curve which is

A.	 Downward sloping

B.	 Parallel to the x- axis

C.	 Upward rising

D.	 None of the above

19.	 What is the name of the central bank of England?

A.	 Central bank of England

B.	 Bank of London

C.	 Bank of England

D.	 None of the above

20.	 Inflation can be controlled if

A.	 Bank rate is increased

B.	 Govt. bond is sold in the open market                               

C.	 CRR is increased

D.	 All the three above

21.	 The narrow money in an economy is denoted by

A.	 M4

B.	 M3

C.	 M1

D.	 None of the above

22.	 The final step in decision making process is

A.	 Selection of an alternative

B.	 Developing alternative

C.	 Evaluation of alternative

D.	 Implementation and follow up of decision

23.	 Free-rein Leadership is also known as 

A.	 Laissez Faire leadership

B.	 Participative leadership

C.	 Authoritarian leadership

D.	 None of the above

24.	 Selection is a process of rejection hence it is a

A.	 Positive process

B.	 Negative process

C.	 either A or B

D.	 none of the above

25.	 T-group training is also called

A.	 Class room training

B.	 Apprenticeship training

C.	 Internship training

D.	 Sensitivity training

26.	 Introduction of a person to a job is called

A.	 Induction

B.	 Placement

C.	 Orientation

D.	 None of the above

27.	 Vestibule training is considered as a part of

A.	 Off-the-job training

B.	 On-the-job training

C.	 Both A and B

D.	 None of the above
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Answer:

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15
B D B C B A B A C C C B A C A
16 17 18 19 20 21 22 23 24 25 26 27 28 29 30
B A C B A B A A C C C B B D D

So friends, 
      Hope you have enjoyed the mock test throughout. I hope you are studying the SELF 

LEARNING MATERIAL thoroughly. If you do, this mock test will be a cake-walk for you. Please 
maintain a record of your performance in all the mock tests. That will indicate your progress in 
this paper. Of course you should not consult the KEY before you finish off solving the test paper. 

     Wish you all the best !!!

28.	 Who takes the initiative in formulating major 
objectives, strategies, policies

A.	 Middle management

B.	 Top management

C.	 Lower management

D.	 All of the above

29.	 Which of the following are called standing plans?

A.	 Policies

B.	 Procedures

C.	 Rules

D.	 All of the above

30.	 Carrot and stick approach to motivation is adopted 
under which system?

A.	 Exploitative Autocratic

B.	 Benevolent Autocratic

C.	 Consultative

D.	 Democratic
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TERights and Duties of Partners under the Indian Partnership Act, 1932

Introduction

Partnership remains one of the most widely adopted 
forms of business organization in India due to its 
simplicity, flexibility, and minimal legal formalities. The 
legal framework governing partnerships is primarily 
contained in the Indian Partnership Act, 1932, which 
codifies the relationship between partners and establishes 
their respective rights and duties. Unlike companies, 
partnerships are fundamentally based on mutual trust, 
cooperation, and contractual agreement among partners. 
Consequently, the internal functioning of a partnership 
depends heavily on how partners exercise their rights and 
fulfill their obligations.

The provisions relating to the rights and duties of partners 
are primarily contained in Sections 9 to 17 of the Act. 
These sections outline the principles governing the 
conduct of partners, decision-making authority, sharing of 
profits and losses, and fiduciary responsibilities. The Act 
recognizes that the partnership agreement plays a crucial 
role in determining the exact rights and obligations of 
partners; however, in the absence of an agreement, the 
Act provides default rules to regulate their relationship.

Understanding these rights and duties is essential because 
conflicts between partners often arise from ambiguity 
regarding authority, profit sharing, or managerial control. 
The legal framework ensures fairness, accountability, and 
the smooth functioning of partnership enterprises.

Fiduciary Nature of Partnership Relations

The relationship between partners is fundamentally 
fiduciary in nature, meaning that each partner is expected 
to act with honesty, good faith, and loyalty toward the 
other partners and the firm. Section 9 of the Act explicitly 
provides that partners are bound to carry on the business 
of the firm to the greatest common advantage, to be just 
and faithful to each other, and to render true accounts and 
full information of all things affecting the firm.

This fiduciary obligation is comparable to the duties of 
trustees or agents in other areas of law. Partners must 
prioritize the interests of the firm over their personal 
interests when dealing with partnership matters. Any 
concealment of information or misuse of partnership 
resources constitutes a breach of this duty.

Judicial decisions have consistently emphasized this 
fiduciary obligation. Courts have held that a partner 
must disclose all material facts related to partnership 
transactions and cannot secretly derive personal benefits 
from business opportunities belonging to the firm.

Rights of Partners

The Indian Partnership Act recognizes several rights 
that enable partners to participate effectively in the 
management and benefits of the firm. These rights may 
be modified by mutual agreement, but in the absence of 
such provisions, the statutory rules apply.

a)	 Right to Participate in Business Management

	 Every partner has the right to participate in the conduct 
of the partnership business. This right ensures that 
all partners have a voice in managerial decisions and 
prevents domination by a single partner. However, 
partners may agree that specific individuals will 
manage the firm’s daily operations.

	 This principle reflects the democratic nature of 
partnership governance, where decisions are typically 
made through consultation and mutual consent.

b)	 Right to Be Consulted

	 Partners are entitled to be consulted on matters 
affecting the firm. Ordinary matters relating to 
business operations may be decided by a majority of 
partners, but fundamental changes, such as altering 
the nature of the business, require unanimous consent.

	 This provision ensures that major structural decisions 
cannot be imposed upon partners without their 
approval, thereby protecting their financial and 
managerial interests.

c)	 Right to Access Books and Accounts

	 Transparency is essential in partnership operations. 
Section 12(d) grants every partner the right to inspect 
and copy the books of accounts of the firm. This 
ensures that partners remain informed about financial 
transactions and prevents mismanagement or fraud.

	 Access to financial records allows partners to monitor 
the firm’s financial health and verify the accuracy of 
profit calculations and expenditure.

d)	 Right to Share Profits

	 Unless otherwise agreed, partners are entitled to 
share the profits of the firm equally, regardless of 
their capital contributions. Similarly, losses are also 
shared equally unless a different arrangement is 
specified in the partnership agreement.

	 This statutory rule reflects the principle that 
partnerships are based on mutual cooperation rather 
than solely on financial investment.
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	 Under the Act’s default provisions, partners are not 
entitled to interest on their capital contributions 
unless an agreement provides otherwise. However, 
if a partner advances money to the firm beyond the 
agreed capital contribution, the partner is entitled to 
interest at a statutory rate of 6 percent per annum.

	 This rule incentivizes partners to provide financial 
support to the firm when necessary and ensures 
equitable compensation for such contributions.

f)	 Right to Indemnification
	 A partner has the right to be indemnified by the 

firm for payments made or liabilities incurred in the 
ordinary and proper conduct of the business. If a 
partner acts in good faith and incurs expenses for the 
benefit of the firm, the partnership must reimburse 
those expenses.

This provision safeguards partners who act responsibly in 
the firm’s best interests.
Duties of Partners
In addition to conferring rights, the Act imposes several 
duties intended to promote fairness and accountability 
within the partnership structure.
a)	 Duty to Act in Good Faith
	 Partners must conduct the firm’s business with 

honesty and integrity. Any act that harms the firm or 
benefits a partner at the expense of others constitutes 
a breach of this duty.

	 Good faith forms the foundation of partnership 
relationships and fosters mutual trust among partners.

b)	 Duty to Render True Accounts
	 Partners must provide accurate accounts and complete 

information regarding all business transactions. 
Concealing profits or misrepresenting financial 
information violates the fiduciary obligations 
imposed by law. This duty promotes transparency 
and helps prevent disputes related to financial 
mismanagement.

c)	 Duty to Avoid Secret Profits
	 Partners cannot make personal profits from 

transactions related to the partnership business 
without the consent of other partners. If a partner 
earns secret profits, those profits must be accounted 
for and returned to the firm.

This rule prevents conflicts of interest and ensures that 
business opportunities are not diverted from the firm.
If a partner causes the firm losses through fraudulent 
conduct, the partner must compensate the firm. Fraudulent 
actions may include misrepresentation, misuse of funds, 
or unauthorized dealings.

This provision enhances accountability and deters 
unethical conduct. Partners are also obligated not to 
compete with the firm.

Partners must not engage in any competing businesses 
that conflict with the partnership’s interests. If a partner 
carries on a competing business, any profits derived from 
such activity must be shared with the firm.

This rule protects the firm’s commercial interests and 
prevents unfair competition among partners.

Contractual Modification of Rights and Duties

The Indian Partnership Act allows partners considerable 
flexibility to modify their rights and duties through a 
partnership agreement. Such agreements may specify 
different profit-sharing ratios, managerial structures, or 
decision-making procedures.

This contractual flexibility illustrates that partnerships 
are voluntary associations governed by mutual consent.

However, even when partners modify their rights through 
agreement, they cannot eliminate fundamental fiduciary 
duties such as honesty and good faith.

Practical Significance in Modern Business

In contemporary business environments, partnerships 
frequently include professional firms such as law firms, 
accounting practices, and consulting organizations. 
In these contexts, clearly defined rights and duties are 
essential to prevent disputes.

Modern partnership agreements typically address capital 
contributions, dispute resolution mechanisms, partner 
retirement, and non-compete clauses. Such provisions 
promote organizational stability and transparency.

Furthermore, the emergence of Limited Liability 
Partnerships (LLPs) has introduced a hybrid structure 
that allows partners to retain managerial flexibility while 
benefiting from limited liability.

Conclusion

The rights and duties of partners under the Indian 
Partnership Act, 1932, constitute the foundation of 
partnership governance. By balancing authority and 
accountability, the Act facilitates effective cooperation in 
the firm’s management and operations.

Although partners possess significant freedom to structure 
their relationships through contractual agreements, 
the statutory framework imposes essential fiduciary 
obligations to ensure fairness and transparency. Principles 
of good faith, mutual trust, and shared responsibility 
remain central to partnership law.

As business structures evolve, these foundational 
principles continue to guide partnerships in maintaining 
ethical conduct, effective management, and sustainable 
commercial relationships.
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Introduction

A central feature of partnership under the Indian 
Partnership Act, 1932, is the principle of mutual agency, 
which establishes the legal foundation for partner liability. 
The Act defines partnership as a relationship between 
individuals who agree to share the profits of a business 
conducted by all or any of them acting on behalf of all. 
This definition underscores that each partner functions 
both as a principal and as an agent for the firm and the 
other partners.

The doctrine of mutual agency distinguishes partnerships 
from other business structures, such as co-ownership 
or associations. Actions taken by one partner within 
the scope of the partnership business bind the entire 
firm and all partners. Consequently, partners share joint 
responsibility for the firm’s obligations.

This principle has significant implications for liability, 
authority, and risk management in partnership enterprises. 
A thorough understanding of the legal framework 
governing partner liability is essential for evaluating the 
advantages and limitations of partnership as a business 
structure.

Concept of Mutual Agency

Mutual agency grants each partner the authority to act on 
behalf of the firm and to legally bind the firm through 
their actions. When a partner enters into a contract or 
transaction within the scope of the firm’s business, the 
entire partnership assumes legal responsibility for that 
transaction.

This concept arises from the fundamental agency 
relationship in partnerships. Each partner simultaneously 
serves as:

A principal, because the partner is represented by other 
partners in business dealings.

An agent, because the partner represents the firm and 
other partners in transactions.

Mutual agency is widely regarded as the definitive 
criterion for establishing a partnership. Individuals who 
merely share the profits of a business are not recognized 
as partners unless they possess the authority to act on 
each other’s behalf.

Authority of Partners

The authority of partners to bind the firm may arise in 
different ways.

Implied Authority

Partners possess implied authority to undertake acts that 
are customary and necessary for the operation of the 

firm’s business. For instance, in a trading partnership, a 
partner may purchase goods, hire employees, or borrow 
funds in the firm’s name.

However, implied authority does not extend to 
extraordinary acts, such as submitting disputes to 
arbitration or admitting liability in a lawsuit, unless 
specifically authorized by the partnership agreement or 
by all partners.

Partners may also act with express authority arising from 
explicit provisions in the partnership agreement or from 
decisions made collectively by the partners.

Such authority enables partners to undertake specific 
actions on behalf of the firm that go beyond their ordinary 
powers.

Apparent Authority

In certain circumstances, a partner may bind the firm 
through apparent authority, which arises when third 
parties reasonably believe the partner has authority to 
act. Even if the partner exceeds actual authority, the firm 
remains liable if the third party acted in good faith.

Liability of Partners

The doctrine of mutual agency imposes extensive 
liability on partners. Unlike shareholders in companies, 
partners generally face unlimited liability for the firm’s 
obligations.

Joint Liability

Under the Act, partners are jointly liable for debts and 
obligations incurred during their tenure. As a result, 
creditors may pursue all partners collectively to recover 
outstanding debts.

Joint liability ensures that business creditors can rely on 
the partnership’s collective responsibility.

Several Liability

In practice, partner liability is typically treated as joint 
and several, allowing a creditor to recover the entire debt 
from any one partner. The partner who pays the debt may 
then seek a contribution from the other partners.

This principle offers enhanced protection to creditors 
engaging with partnerships.

Liability for Wrongful Acts

The firm is liable for wrongful acts or omissions 
committed by a partner while acting in the ordinary course 
of business. For example, if a partner is negligent while 
providing professional services on behalf of the firm, 
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This rule prevents firms from avoiding liability for 
misconduct during business operations.

Liability for Misapplication of Money 

If a partner misapplies money or property received from a 
third party while acting within the scope of business, the 
firm is liable for the resulting loss. This rule safeguards 
third parties who engage with the partnership.

Incoming and Outgoing Partners

Partnership liability of partners also depends on the 
period during which they are associated with the firm.

Incoming Partners

A new partner is not liable for obligations incurred by 
the firm prior to joining, unless an agreement provides 
otherwise.

This rule protects new partners from historical liabilities 
in which they had no involvement.

Outgoing Partners

A partner who retires from the firm remains liable for 
obligations incurred during their tenure. However, 
liability for future transactions ceases once proper public 
notice of retirement is given.

Public notice is essential to inform third parties that the 
retired partner no longer has authority to represent the 
firm.

Liability after Dissolution

Even after a partnership’s dissolution, partners may 
remain liable for obligations arising before dissolution. 
Additionally, partners may bind the firm for acts necessary 
to wind up the firm’s affairs. These provisions ensure that 
creditors and business associates are not disadvantaged 
by the partnership’s termination.

Limitations of Mutual Agency 

Although mutual agency facilitates efficient business 
operations, it also exposes partners to significant risks. 
Careless or unauthorized actions by a partner can create 
liabilities for the entire firm. To mitigate these risks, 
partnership agreements often limit partners’ authority 

and establish internal approval procedures for significant 
decisions.

However, these internal restrictions may not protect the 
firm from liability to third parties who are unaware of 
them.

Contemporary Relevance of Business Structures

The risk of unlimited liability resulting from mutual 
agency is a key factor motivating businesses to adopt 
structures such as Limited Liability Partnerships (LLPs) 
or companies. In LLPs, partners are generally not held 
liable for wrongful acts committed by other partners.

Traditional partnerships remain common among small 
businesses and professional firms, where trust and direct 
personal involvement are fundamental to daily operations.

The doctrine of mutual agency continues to provide 
operational flexibility and enables partners to conduct 
business efficiently on behalf of the firm.

Conclusion

The doctrine of mutual agency is the cornerstone of 
partnership law under the Indian Partnership Act, 1932. 
By allowing each partner to act as both agent and 
principal, the law facilitates efficient business operations 
and ensures that partnerships function as unified 
commercial entities.

This operational flexibility, however, entails significant 
legal consequences. Partners assume extensive liability 
for the actions of their co-partners, and the firm may be 
bound by transactions conducted by any partner within 
the scope of business.

Although partnerships offer managerial autonomy and 
operational simplicity, they require a high degree of trust, 
transparency, and cooperation among partners. Well-
drafted partnership agreements and clear communication 
are essential to mitigate risks associated with mutual 
agency.
The balance between authority and liability inherent 
in the doctrine of mutual agency remains a defining 
characteristic of partnership law and continues to 
influence the selection of business structures in India.
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Rectification of Errors 
Capital and Revenue Transactions

Capital and Revenue Transactions are two fundamental 
concepts in accounting that distinguish between different 
types of expenditures and receipts. They help in 
understanding how different financial activities impact a 
company’s financial statements.

Capital Transactions

Capital Expenditure: These are expenses incurred 
to acquire or improve fixed assets (e.g., purchasing 
machinery, buildings, vehicles). Such expenses provide 
benefits over a long period and are capitalized, i.e., added 
to the cost of the asset on the balance sheet.

Examples:

	 Purchase of land, building, or machinery.

	 Installation costs for new equipment.

	 Legal fees for purchasing property.

Capital Receipts: These are funds received that either 
reduce liabilities or increase the owner’s equity without 
impacting the company’s profit or loss. They are not 
generated from the day-to-day business activities.

Examples:

	 Sale of fixed assets.

	 Issue of shares or debentures.

	 Loans received from banks or financial institutions.

Revenue Transactions

Revenue Expenditure: These are the costs incurred 
in the ordinary course of business to maintain daily 
operations. These expenses provide benefits for a short 
term, typically within a single financial year, and are 
charged to the profit and loss account.

Examples:

	 Wages and salaries.

	 Rent, utilities, and insurance.

	 Repairs and maintenance.

Revenue Receipts: These are incomes generated from 
the core business activities, typically recurring in nature. 
They contribute directly to the profit of the business.

Examples:

	 Sales revenue from goods and services.

	 Interest received on investments.

	 Commission received.

Differences between capital expenditure and revenue expenditure
Criteria Capital Expenditure Revenue Expenditure

Nature Incurred to acquire or improve long-term 
assets.

Incurred for day-to-day operations.

Purpose Aimed at increasing earning capacity or 
extending asset life.

Aimed at maintaining earning capacity and 
daily functions.

Treatment in Financial 
Statements

Capitalized and shown as an asset on the 
balance sheet.

Expensed in the income statement (profit and 
loss account).

Recurrence Typically non-recurring, involves large sums. Recurring, involves regular and smaller 
amounts.

Impact on Financial 
Statements

Affects both the balance sheet and income 
statement through depreciation.

Directly impacts the income statement by 
reducing profit.

Examples Purchase of machinery, construction of a 
building.

Payment of wages, rent, repairs, utilities.

Long-Term vs. Short-
Term Impact

Provides long-term benefits, often over 
several years.

Provides short-term benefits within the current 
year.

Depreciation Subject to depreciation over the useful life 
of the asset.

Not subject to depreciation; fully expensed in 
the current year.

Impact on Profitability Initially reduces cash flow but spreads cost 
over time.

Directly reduces profits in the year incurred.

Example Scenarios Buying a new factory, installing new 
equipment.

Routine maintenance, office supplies, utility 
bills.
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Adjustment Entries and Rectification of Errors

Differences between capital receipts and revenue receipts

Criteria Capital Receipts Revenue Receipts
Nature Non-recurring receipts that affect liabilities 

or equity.
Recurring receipts from normal business 
operations.

Source Derived from non-operational activities like 
financing.

Generated from operational activities like sales.

Impact on Financial 
Statements

Recorded on the balance sheet. Recorded on the income statement (profit and 
loss account).

Recurrence Typically non-recurring. Regular and recurring.
Impact on Capital 
Structure

Affects capital structure (increases equity 
or liabilities).

No impact on capital structure.

Examples Sale of fixed assets, issue of shares, loans 
received.

Sales revenue, interest earned, commission 
received.

Long-Term vs. Short-
Term Impact

Long-term impact, linked to investment/
financing activities.

Short-term impact, related to current period’s 
earnings.

Repayment or 
Obligation

May involve future obligations (e.g., loan 
repayment).

No repayment obligation.

Tax Treatment May not be taxable, subject to specific rules. Fully taxable as business income.
Example Scenarios Selling land, borrowing from a bank, issuing 

shares.
Income from sales, interest on deposits, rent 
received.

Adjustment Entries

Adjustment entries are made at the end of an accounting 
period to update the accounts before financial statements 
are prepared. They ensure that revenues and expenses are 
recorded in the period they occur, regardless of when the 
cash is received or paid.

Key Types of Adjustment Entries:

1.	 Accrued Revenues: Revenue earned but not yet 
received or recorded.

•	 Example: Interest receivable.

2.	 Accrued Expenses: Expenses incurred but not yet 
paid or recorded.

•	 Example: Salaries payable.

3.	 Prepaid Expenses: Payments made in advance for 
expenses that have not yet been incurred.

•	 Example: Prepaid rent.

4.	 Unearned Revenues: Cash received before revenue 
is earned.

•	 Example: Advance payments from customers.

5.	 Depreciation: Allocation of the cost of a tangible 
fixed asset over its useful life.

•	 Example: Depreciation on machinery.

Rectification of Errors

Rectification of errors involves correcting mistakes in 
financial records. Errors can occur due to omission, 
incorrect recording, or misclassification of transactions.

Types of Errors:

1.	 Errors of Omission: A transaction is completely 
omitted from the books.

•	 Example: Forgetting to record a purchase.

•	 Rectification: Record the omitted entry in the 
relevant accounts.

2.	 Errors of Commission: A transaction is recorded 
but with the wrong amount or in the wrong account.

•	 Example: Recording Rs.500 as Rs.50.

•	 Rectification: Correct the amount or the account 
in which the entry was made.

3.	 Errors of Principle: A transaction is recorded in 
violation of accounting principles.

•	 Example: Treating revenue expenditure as 
capital expenditure.

•	 Rectification: Reverse the incorrect entry and 
record it correctly.

4.	 Compensating Errors: Two or more errors that 
cancel each other out.
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overstating expenses by Rs.200.

•	 Rectification: Identify and correct each error 
separately.

5.	 Errors of Duplication: Recording the same 
transaction more than once.

•	 Example: Entering a purchase invoice twice.

•	 Rectification: Reverse the duplicated entry.

Methods of Rectification:

1.	 Before Preparation of Trial Balance: Correct the 
error directly in the ledger accounts.

2.	 After Preparation of Trial Balance: Use a Suspense 
Account to temporarily hold discrepancies until they 
are resolved.

Adjustment entries are crucial for accurate financial 
reporting and ensuring compliance with accounting 
principles. Here’s why they are important:

1.	 Accurate Financial Statements:

	 Adjustment entries ensure that revenues and 
expenses are recognized in the correct accounting 
period, providing a true and fair view of the financial 
position.

2.	 Compliance with Accounting Standards:

	 These entries are necessary to adhere to the Matching 
Principle (matching revenues with related expenses) 
and Accrual Principle (recording transactions when 
they occur, not when cash is received or paid).

3.	 Reflect True Profit or Loss:

	 Adjustments for accrued expenses, prepaid expenses, 

depreciation, and provisions help calculate the actual 
profit or loss for the accounting period.

4.	 Preparation for Audit:

	 Adjustment entries help ensure that the books of 
accounts are accurate, reducing discrepancies during 
audits.

5.	 Improved Decision-Making:

	 Adjusted financial statements provide stakeholders 
with accurate data for making informed decisions.

6.	 Legal and Tax Compliance:

	 Proper adjustments ensure that income and expenses 
are reported accurately, aiding in compliance with 
tax laws and regulations.

Importance of Adjustment Entries

Rectification of errors is vital to maintain the integrity 
and reliability of financial records. Here’s its importance:

1.	 Correct Representation of Financial Data:

	 Rectifying errors ensures that the financial statements 
reflect the true financial position of the business.

2.	 Maintaining Trustworthiness:

	 Accurate books of accounts enhance the credibility 
of the business among stakeholders, investors, and 
regulatory authorities.

3.	 Facilitating Audit Process:

	 Errors in financial records can complicate audits. 
Rectification ensures smooth audits by presenting 
accurate data.

4.	 Compliance with Laws and Standards:

	 Correcting errors helps in adhering to accounting 

standards and legal requirements, avoiding penalties 
or legal complications.

5.	 Avoidance of Misinterpretation:

	 Financial errors can mislead management and 
stakeholders, resulting in poor decisions. Rectification 
prevents such issues.

6.	 Reduction of Financial Risks:

	 Errors, if uncorrected, can escalate over time, causing 
larger discrepancies. Rectification mitigates such risks.

7.	 Smooth Preparation of Future Accounts:

	 Correcting errors in the current period ensures that 
opening balances for the next period are accurate.

8.	 Transparency and Accountability:

	 Identifying and rectifying errors fosters transparency 
and accountability in accounting practices.

Importance of Rectification of Errors
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Answer:

1 2 3 4 5 6 7 8 9 10
B C B B C C C A B D

Questions:

1. 	 Which of the following is a capital expenditure?

A) 	 Payment of salaries

B) 	 Purchase of machinery

C) 	 Repair of machinery

D) 	 Rent for the office building

2. 	 Which of the following is considered a revenue 
receipt?

A) 	 Loan from a bank

B) 	 Sale of old furniture

C) 	 Revenue from sales

D) 	 Issue of shares

3. 	 Which of the following would be recorded as a 
capital receipt?

A) 	 Cash sales

B) 	 Loan from a bank

C) 	 Rent received

D) 	 Interest received on investments

4. 	 Revenue expenditure is typically incurred for which 
of the following?

A) 	 Acquiring new machinery

B) 	 Day-to-day operations

C) 	 Purchasing land

D) 	 Constructing a new building

5. 	 Which of the following is NOT a characteristic of 
capital expenditure?

A) 	 Long-term benefit

B) 	 Non-recurring in nature

C) 	 Expensed in the profit and loss account

D) 	 Increases the earning capacity of the business

6. 	 Which of the following is an example of an accrued 
expense?

A) 	 Prepaid Rent

B) 	 Unearned Revenue

C) 	 Salaries Payable

D) 	 Depreciation Expense

7. 	 If a transaction is completely omitted from the books, 
it is an error of:

A) 	 Commission

B) 	 Principle

C) 	 Omission

D) 	 Compensating

8. 	 Which of the following errors will not affect the Trial 
Balance?

A) 	 Posting to the wrong account

B) 	 Omitting an entry in the ledger

C) 	 Entering a debit as a credit

D) 	 Adding up the ledger incorrectly

9. 	 The process of distributing the cost of a tangible asset 
over its useful life is known as:

A) 	 Amortization

B) 	 Depreciation

C) 	 Accrual

D) 	 Prepayment

10. A customer paid in advance for services, but the 
services have not yet been provided. This should be 
recorded as:

A) 	 Revenue
B) 	 Expense
C) 	 Asset
D)	 Liability
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In India, agricultural income is typically exempt from 
income tax under section 10(1) of the Income Tax Act. 
The primary reason for this exemption is to support the 
agricultural sector and the farmers. However, there are 
specific rules and conditions that determine what qualifies 
as agricultural income and how it’s treated.

While India’s economy is deeply rooted in agriculture, 
the treatment of agricultural income under the Income-
tax Act is one of the most fascinating and widely debated 
areas of direct taxation. On the surface, section 10(1) 
grants a straightforward exemption to agricultural income 
to support the farming sector. The true complexity lies 
in strictly defining what qualifies as agricultural activity 
under Section 2(1A)—especially the Supreme Court’s 
critical distinction between ‘basic’ and ‘subsequent’ 
operations. Furthermore, navigating the apportionment 
rules for partly agricultural businesses (like tea, coffee, 
and rubber) and mastering the unique mathematical 
mechanism of “partial integration” for tax computation 
are highly tested, practical skills. Let us decode the strict 
statutory conditions and operational nuances that govern 
the taxation and exemption of agricultural income.

Meaning

Agricultural income means -

a.	 Any rent or revenue derived from land, which is 
situated in India & is used for agricultural purposes;

b.	 Any income derived from such land by agricultural 
operations#; 

c.	 Any income derived from such land by the cultivator 
by processing the agricultural produce raised or 
by the receiver of rent in kind by processing the 
agricultural produce received; so as to render it fit for 
sale in the market.

d.	 Any income derived from such land on sale made by 
the cultivator of the agricultural produce raised; or by 
the receiver of rent in kind of the agricultural produce 
received; without carrying on any process, other than 
the process required to render it fit for the market.

e.	 Any income derived from a building subject to 
fulfillment of the following conditions 
	 The building should be occupied by the cultivator 

or receiver of rent in kind. 
	 The building should be on or in the immediate 

vicinity of the land, being situated in India and 
used for agricultural purposes.

	 The building should be used as dwelling house 
or store-house or other out building. 

	 The land is either situated in rural area or assessed 
to land revenue.

#Agricultural operation means:
•	 Basic Operation: It means application of human skill 

& labour upon the land, prior to germination. E.g. 
Tilling of land, sowing of seeds, planting, irrigation, etc.

•	 Subsequent Operation: It means operations which 
fosters the growth and preserves the produce; for 
rendering the produce fit for sale in market; and 
which are performed after the produce sprouts from 
the land. E.g. pruning, cutting, harvesting, etc. 

Taxpoint: Income derived from saplings or seedlings 
grown in a nursery shall be deemed to be agricultural 
income. 

Chart for understanding
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		 Growing & manufacturing tea: 60% is agricultural income and 40% is non-agricultural income.

		Growing & manufacturing rubber: 65% is agricultural income and 35% is non-agricultural income.

		 Growing & manufacturing coffee:

•	 If coffee grown and cured by the seller: 75% is 
agricultural income and 25% is non-agricultural 
income. 

•	 If coffee grown, cured, roasted and grounded 
by the seller: 60% is agricultural income and 40% 
is non-agricultural income. 

		 Any Other Case: In such case, assessee will prepare 
two statements of income, i.e., one for agro-business 
and another for non agro-business and for computing 
agricultural income, the market value of any 
agricultural produce, which is utilised as raw material 
in such business, is to be treated as revenue for agro-business and deductible expenditure for non agro-business.

Impact of Agricultural Income on Tax Computation (Partial Integration)

Conditions: 

1.	 The assessee is an individual, HUF, a BOI, an AOP, or an artificial juridical person.

2.	 The assessee has non-agricultural income exceeding the basic exemption limit. 

3.	 The agricultural income of the assessee exceeds ₹ 5,000.

Treatment

Step 1: Compute income tax on the total income of the assessee including agricultural income.

Step 2: Compute income tax on (Agricultural income + Basic Exemption Limit)

Step 3: Tax liability before cess = (Tax as per step 1) - (Tax as per step 2) 

State -vs.- Central Jurisdiction

In this context it is worthwhile to note that the taxation of agricultural income falls under state jurisdiction due to the 
devolution of powers from the central government to states as per the Constitution. Each state has the authority to levy 
taxes on agricultural activities within its boundaries, although most states prefer to align with the central exemption to 
avoid administrative complexities and support the agricultural sector.
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1.	 Which of the following is an agricultural income?

(a)	 Dividend paid by a company to its shareholders 
out of agricultural income

(b)	 Share of Profit of a Partner from a firm engaged 
in an agriculture operation

(c)	 Income from supply of water by an assessee 
from a tank in agriculture land

(d)	 Interest received by a money lender in the form 
of agricultural produce

2.	 Which of the following incomes received by an 
assessee are exempt under section 10 of the Income-
tax Act, 1961?

(a)	 Agricultural Income

(b)	 Salary of a partner from a firm

(c)	 Salary received by a member of a ship’s crew

(d)	 Cash gift of ₹ 5,00,000 received from a friend 

3.	 In case of an individual or HUF, agricultural income 
is –

(a)	 Exempted

(b)	 Exempted but included in the total income for 
the rate purpose

(c)	 Fully taxable provided it is earned from India

(d)	 Taxable at a flat rate of 10%

4.	 In case of an assessee engaged in the business of 
manufacturing of tea, his agricultural income is –

(a)	 60% of total receipt of the business

(b)	 60% of income of the business

(c)	 Nil

(d)	 40% of income of the business

5.	 Remuneration to partner of a firm engaged in the 
business of growing and manufacturing of rubber in 
India is –

(a)	 Partly agricultural income and partly non-
agricultural income

(b)	 Agricultural income

(c)	 Non-Agricultural income

(d)	 Exempted income

6.	 Out of the following, which activity shall be 
considered as an agricultural activity?

(a)	 Subsequent operation on the agricultural land

(b)	 Basic operation on the agricultural land

(c)	 Marketing operation of the agricultural produce

(d)	 None of the above

7.	 Agricultural income is exempt u/s _______ of the 
Indian Income-tax Act, 1961.

(a)	 10(1)

(b)	 2(1A)

(c)	 10(2A)

(d)	 10A

8.	 Income from saplings shall be considered as 
__________ .

(a)	 Agricultural Income

(b)	 Business Income

(c)	 Partly agricultural income and partly business 
income

(d)	 Income from other sources

9.	 Which of the following is not an agricultural income?

(a)	 Rent received from a land situated in India for 
agricultural purpose

(b)	 Income derived from agriculture produce

(c)	 Income derived from land being let out for the 
marriage of a farmer

(d)	 Income from producing of tea leaves

10.	 Mr. X is engaged in growing and manufacturing tea 
in India. His income from this activity is ₹ 1,40,000. 
His agriculture income will be –

(a)	 ₹ 70,000

(b)	 ₹ 84,000

(c)	 ₹ 1,40,000

(d)	 ₹ 56,000

Answer:

1 2 3 4 5 6 7 8 9 10
b a b b a b a a c b
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In the dynamic landscape of the Goods and Services Tax (GST), establishing the exact moment a tax liability crystallizes 
is just as critical as determining the value or nature of a transaction. This crucial timestamp is legally termed the “Time 
of Supply”. The Time of Supply dictates the precise point at which a supply of goods or services is deemed to have 
occurred, which in turn triggers the mandatory due dates for tax payment and return filing. Because the statutory rules 
diverge significantly between goods and services—and further branch out into forward charge, reverse charge, and 
residual scenarios—this article provides a structured, visual walkthrough of Sections 12 and 13 of the CGST Act to 
simplify these strict compliance timelines.

Time of Supply of Goods – Forward Charge [Sec. 12(2)]

The time of supply of goods shall be the earlier of the following dates:

a.	  date of issue of invoice by the supplier; or

b.	 the last date on which he is required to issue the invoice with respect to the supply u/s 31; or

Taxpoint

A registered person supplying taxable goods shall issue a tax invoice, before or at the time of:

Where the supply involves movement of goods Removal of goods for supply to the recipient
Where the supply does not involve movement of goods Delivery of goods or making available thereof to the 

recipient
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Time of Supply of Goods in case of reverse charge [Sec. 12(3)]

In case of supplies in respect of which tax is paid or liable to be paid on reverse charge basis, the time of supply shall 
be the earliest of the following dates:

a.	 the date of the receipt of goods; or

b.	 the date of payment as entered in the books of 
account of the recipient; or 

c.	 the date on which the payment is debited in 
his bank account; or

d.	 the date immediately following 30 days 
from the date of issue of invoice or any other 
document, by whatever name called, in lieu 
thereof by the supplier.

Taxpoint: 

	 Where it is not possible to determine the time of supply as per aforesaid rule, the time of supply shall be the date 
of entry in the books of account of the recipient of supply.

	 Please note that in case of reverse charge, to determine time of supply, payment date is relevant

Time of Supply of goods in residual cases [Sec. 12(5)]

Where it is not possible to determine the time of supply under any of the aforesaid provisions, the time of supply shall be:

Where a periodical return has to be filed The date on which such return is to be filed
In any other case The date on which the tax is paid.

Time of Supply in case of enhancement in value on account of interest, late fee, etc. [Sec. 12(6)]

The time of supply to the extent it relates to an addition in the value of supply by way of interest, late fee or penalty for 
delayed payment of any consideration shall be the date on which the supplier receives such addition in value.

Time of Supply of Services – Forward Charge [Sec. 13(2)]

The time of supply of services shall be the earliest of the following dates, namely:

Situation Time of Supply
If the invoice is issued within 
the period prescribed u/s 31

a.	 The date of issue of invoice by the supplier;
b.	 The date of receipt of payment 

-	 whichever is earlier
If the invoice is not issued 
within the period prescribed u/s 
31

a.	 The date of provision of service;
b.	 The date of receipt of payment 

-	 whichever is earlier
In any other case The date on which the recipient shows the receipt of services in his books of account
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	“The date of receipt of payment” shall be the date on which the payment is entered in the books of account of the 
supplier or the date on which the payment is credited to his bank account, whichever is earlier.

	The supply shall be deemed to have been made to the extent it is covered by the invoice or, as the case may be, the 
payment.

	Where the supplier of taxable service receives an amount up to ₹ 1,000 in excess of the amount indicated in the tax 
invoice, the time of supply to the extent of such excess amount shall, at the option of the said supplier, be the date 
of issue of invoice relating to such excess amount. 

	Time limit for issuance of invoice u/s 31 r.w. r. 47 is general scenario: Within 30 days from the date of the 
supply of service (45 days in case of insurance/banking company or a financial institution, including NBFC)

Time of Supply of Services – Reverse Charge [Sec. 13(3)]

In case of supplies in respect of which tax is paid or liable to be paid on reverse charge basis, the time of supply shall 
be the earlier of the following: 

a.	 the date of payment as entered in the 
books of account of the recipient; or 

b.	 the date on which the payment is 
debited in his bank account; or

c.	 the date immediately following 60 
days from the date of issue of invoice 
or any other document, by whatever 
name called, in lieu thereof by the 
supplier, in cases where invoice is 
required to be issued by the supplier.

d.	 the date of issue of invoice by the recipient, in cases where the invoice is required to be issued by them.

Taxpoint

	Where it is not possible to determine the time of supply as per aforesaid rule, the time of supply shall be the date 
of entry in the books of account of the recipient of supply.

	In case of supply by associated enterprises, where the supplier of service is located outside India, the time of supply 
shall be the date of entry in the books of account of the recipient of supply or the date of payment, whichever is earlier.

Time of Supply of Services – Residual Cases [Sec. 13(5)]

Where it is not possible to determine the time of supply of service under any of the aforesaid provisions, the time of 
supply shall be:

Where a periodical return has to be filed The date on which such return is to be filed
In any other case The date on which the tax is paid.

Time of Supply in case of enhancement in value on account of interest, late fee, etc. [Sec. 13(6)]

The time of supply to the extent it relates to an addition in the value of supply by way of interest, late fee or penalty for 
delayed payment of any consideration shall be the date on which the supplier receives such addition in value.

Conclusion
In conclusion, the “Time of Supply” serves as the indispensable clock that governs the entire GST compliance cycle. 
Misjudging this critical milestone can lead to severe cascading consequences for a business, including delayed tax 
discharges, heavy interest burdens, and penalized return filings. As we have explored, the GST law relies on specific 
chronological triggers—ranging from the date of invoice issuance and payment receipts to strict statutory day-limits 
under the reverse charge mechanism—to pin down this exact moment. For aspiring Cost and Management Accountants, 
a firm grip on these provisions is non-negotiable. Absolute conceptual clarity on Sections 12 and 13 will not only secure 
vital marks in your examinations but will also empower you to ensure flawless, penalty-free indirect tax compliance in 
your future professional practice.
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Process Costing

Process Costing is a separate method of costing that 
refers to costing of operations or process involved in 
converting raw materials into finished goods or products. 
It is suitable for those types of business where continuous 
and mass productions of homogeneous products are being 
produced.

At least one question either from Normal / Abnormal Loss 
/ Abnormal Gain or from Inter-Process-Profit or from 
Equivalent Production or from Joint Product / Byproduct 
are expected from this chapter for all examination. For 
solving a problem it is very important to learn various 
methods of valuation of work-in-progress, completed 
production, Abnormal Loss/ Gain etc. Abnormal Loss or 
Abnormal Gain should be treated as good units. Difference 
among Joint Product, By-product and Co-product should 
be clearly y understood.

Job Costing:

It is that specific method of costing where cost are 
determined by the Job itself and production is done by 
specific orders. Here cost is calculated after the completion 
of job. As production is not continuous, more meaningful 
attention is required for proper control. Normally there 
may or may not be any opening or closing WIP.

Normal Loss:

It is that kind of losses which is inherent in the processing 
operations. It can be expected or anticipated in advance 
i.e. at the time of estimation. Cost of Normal Loss is 
considered as part of cost of production in which it occurs. 
If normal loss units have any realizable scrap value, the 
process account is credited by the amount. 

Abnormal Loss: 

It is that loss which is caused by unexpected or abnormal 
conditions such as accident, machine breakdown, 
substandard materials etc. These losses are segregated 
from process costs and investigated to prevent there 
occurrence in future. The Process Account is to be credited 
by Abnormal Loss Account with cost of materials, labor 
and overhead equivalent to good units and the loss due 

to abnormal reasons is to be transferred to Costing Profit 
and Loss Account.

Abnormal Gain:  

If the actual loss of a process is less than the expected 
loss then the difference between the two will be treated as 
abnormal gain. The value of abnormal gain is transferred 
to the debit side of the relevant process and ultimately 
closed by crediting it to the Costing Profit and Loss 
Account. 

Features of process costing

1. 	 The products are produced in one or more process.

2. 	 The products are of standardized and homogeneous 
nature

3. 	 When a product is produced through more than one 
process, then the output of each process will be input 
of the next process.

4. 	 The cost of one process is transferred to next process.

5. 	 The total cost of each process after deducting scrap 
value is divided by the total production units to obtain 
cost per unit in the process.

Application of Process Costing

Process costing can be used in a large variety of 
industries. It is very suitable for such industries where the 
product is manufactured through a continuous sequence 
of operations.

Generally, the processes costing are used in the following 
types of industries:

(i) 	 Textile and Chemical industries.

(ii) 	Manufacturing Industries like iron and steel, cement, 
paper mill, soap-making etc.

(iii)	Mining Industries-coal, oil etc.

(iv)	Public utility services-such as gas, electricity, water 
supply etc.

A  Problem based on Normal and Abnormal Loss is given 
below for your easy understanding:
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A product finally obtained after it passes through three distinct processes. The following information is available from 
the cost records:-

                                                               Process—I            Process—II         Process—III          Total (₹)

     Materials (₹)                                      2600                     2000                        1025                    5625

     Direct Wages (₹)                                2250                     3680                       1400                    7330 

     Production O/H                                  -----                        ----                           ---                     7330

500 units @ ₹ 4 per unit were introduced in Process –I. Production Overheads are absorbed as a % of Direct Wages.

The actual output and Normal Loss of the respective Process are: 

                                                                        Output (units)    Normal Loss % of Input    Value of Scrap (₹)        

Process -I                                                             450                           10 %                                 ₹ 2

Process –II                                                          340                            20 %                                 ₹ 4

Process –III                                                         270                            25%                                  ₹ 5

Prepare the Process Accounts and the Abnormal Gain and Loss Accounts.

Process – I  Account

------------------------------------------------------------------------------------------------------------------------------------------      

       Particulars             Units   Rate    Amount (₹)                          Particulars              Units    Rate   Amount (₹)  

--------------------------------------------------------------------------------------------------------------------------------------   

To   Input                     500        4           2000                          By Normal loss                  50       2              100 

To Materials                                           2600                          By Process II                    450      20           9000

To Direct Wages                                    2250                           (transferred) 

To Production O/H                                2250                             

                                       500                  9100                                                                       500                     9100

Process – II  Account

------------------------------------------------------------------------------------------------------------------------------------------  

To Process I A/c         450                 9000                            By   Normal Loss                  90         4            360 

To Materials                                       2000                            By Abnormal Loss               40        50          2000

To Direct Wages                                 3680                            By Process –III A/c           320         50       16000

To Production O/H                             3680                               (transferred)

                                   450                18360                                                                       450                    18360

------------------------------------------------------------------------------------------------------------------------------------------ 

Process – III Account.

To   Process –II A/c    320                      16000                           By Normal Loss                   80         5            400 

To   Materials                                           1025                         By Finished Stock A/c          270      80.93    21853

To Direct Wages                                      1400

To Production O/H                                  1400

To Ab. Gain.                 30       80.93       2428                   

                                    350                     22253                                                                        350                    22253
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Budget 

It is a plan expressed in monetary terms, stop. It is prepared 
and approved prior to the budget period may show income, 
expenditure, and the capital to be employed. It may be 
drawn up showing incremental effects on formal budgeted 
or actual figures to be completed by zero based budgeting.

Budgetary Control 

It is designed to assist management in carrying out its 
functions by allocating responsibility and authority, to 
aid in making plans and estimates for the future and to 
assist in the analysis of variation between the actual and 
estimates in order to develop the bases for measurement 
with standard for the purpose of measuring efficiency of 
operations. Budgetary control is a system of planning and 
controlling cost through continuous comparison of actual 
with the budgeted results.

Steps required for an efficient budgetary control system: 

1. 	 Dividing the organization according to function, 
known as budget centre.

2. 	 Preparation of separate budget for each centre.

3. 	 Coordination between the centers for establishing the 
responsibilities.

4. 	 Measurement of actual performances. 

5. 	 Composition of actual performance with the budget 
in order to develop the deviations. Six analyse the 
variance is into its possible causes for motivating 
the right people to take right decisions and action in 
proper time.

6.  Taking remedial measures to readjust the budgeted 
estimates. 

Budget Centre:-

It is an area or section of an organization for which 
control may be exercised and budget is prepared. Budget, 
which refers to a budget Centre, is a departmental budget. 
A budget Centre may consist of number of cost centers.

Budget Committee:-

A budget committee is a committee to formulate a 
general program for preparing budget and to exercise 
overall control. As budgeting aims at coordination of 
activities. The main functions of the budget committee is 
to reconcile divergent views, to coordinate and finally to 
submit proposals for approval by the top executives.

Budget Period:-

The budget period may be defined as the period for 
which budget is prepared and used for controlling actual 
performances. In fact, there is no fixed period and the 

budget period varies according to requirements of the 
organization.

Budget Manual:-

Budget manual is a schedule or document setting out the 
responsibilities of the person engaged in, the routine of, 
and the forms and records required for budgetary control. 
It serves as a guide for departmental heads.

Budget Factor:-

Budget factor is the factor whose influence must fast be 
assisted in order to ensure that functional budgets are 
responsibly capable of fulfillment. Often sales is the 
budget factor, but the other factor, such as men, materials, 
machines, capital, etc. May also act as budget factor.

Functional Budget:-

It is a budget of income and expenditures that relates 
to any of the functions of an organization. There are 
various types of functional budgets depending on the size 
and policy of the organization. The budgets which are 
prepared frequently are:

Sales Budget:-

Sales budget is a quantitative statement of future sales 
of an organization expressed in monetary terms. It is the 
most important functional budget, as sales are the key 
factor of an organization.

Production Budget:-

It is a forecast for the quantities to be produced in a period 
for achieving the sales target. It may be prepared in terms 
of units or standard hours.

Capital Expenditure Budget:-

It is a plan for proposed outlay on fixed assets during the 
budget period. The Capital expenditure budget is fast 
prepared on long-term basis keeping in view the potential 
demand for product, existing capacity of production and 
long-term business policy. 

Personal Budget:-

This budget is prepared to show the planned outlay on 
direct and indirect labor cost during the budget period as 
well as to show the number of skilled, semiskilled and 
skin manpower required to fulfill the production. 

Purchase Budget:-

This budget is prepared to show the materials to be 
brought during the budget period. This budget helps the 
organization in setting out the money required to purchase 
direct and indirect materials required for production or to 
purchase finish goods for trading operations. It is prepared 
showing quantity to be bought and its value.
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This is prepared to show the estimated overhead expenses 
in sales and distribution to the goods to be sold during the 
budget period. It is prepared on the basis of sales budget, 
as it shows the cost quantities on sales budget. 

Distribution expenses include the cost for handling the 
order, after sales service, expenditures, storage, outward, 
freight, credit collection, expenses, packing, export duty, 
insurance, etc. After consolidation of all these estimates, 
the final selling and distribution cost budget is to be 
presented to the budget committee for its approval.

Production Cost Budget: -

It is the forecast of the estimated cost of production based 
on product production budget. It is actually the summary 
of material budget, labor, budget, factory overhead 
budget, and may be expressed by analyzing into its 
departments and or products. 

Plant Utilization Budget:- 

It is the budget closely connected with the production 
budget, which will show the estimated plant facilities 
required to meet the budgeted production. This enables 
one to estimate the number of machines required to be 
installed for production and at what time and for which 
production. The budget can be expressed in terms of 
working hours or in any other suitable units.

Administration Cost Budget:- 

Administration cost budget is the budget showing the 
estimated cost of formulating the policies, directing 
the organization and controlling the operation of an 

undertaking. Administrative costs are mainly fixed in 
nature for a given period of time.

Research and Development Cost Budget:- 

The Research and development cost budget is planned 
outlay on research and development for a given period. It 
helps in coordination with other plans and programmers 
of an organization. The budget will show the permissible 
limit within which the activities are to be pursued.

Cash Budget:-

It is the budget that forecast the cash receipts and 
payments for a given period. This budget is prepared after 
the preparation of all functional budgets. For efficient 
running of an organization, the anticipated cash requires 
should be known in advance. 

Master Budget:-
It is a budget, which is the summary of all functional 
budgets of an organization. It includes:

Budgeted, profit and loss account, budgeted, profit and 
loss, appropriation account, budgeted balance sheet, 
and budgeted cash flow statement. Budgeted costs are 
classified and summarized by types of expenses as well 
as by departments.

Flexible Budget:-

A flexible budget has been defined as a budget which 
is designed to change in accordance with the activities 
attended. Particularly it is a series of budgets for 
different levels of activities. Here costs are analyzed, 
behaviourwise, Viz., Variable, Fixed and semi variable 
expenses. 
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Operations Management

In this issue we will discuss on Spares Management. 
Spares management (or Spare Parts Management) 
is a critical subsystem of Maintenance, Repair, and 
Operations (MRO). 
It involves the strategic planning, procurement, stocking, 
and distribution of replacement parts required to maintain 
machines and equipment in peak operational condition.
While standard inventory management deals with finished 
goods or raw materials, spares management is unique 
because the demand is often unpredictable, and the cost 
of a stock out can result in massive downtime losses.
1. 	 Key Objectives

•	 The primary goal is to strike a balance between 
service level (availability of parts) and inventory 
investment (cost of holding parts).

•	 Minimizing Downtime: Ensuring critical parts 
are available to resume production immediately 
after a failure.

•	 Optimizing Capital: Reducing the amount of 
“dead capital” tied up in parts that may rarely be 
used.

•	 Maintenance Efficiency: Supporting planned 
preventive maintenance schedules with the right 
components.

2. 	 Classification of Spares
•	 Because not all spare parts carry the same risk 

or value, operations managers use specific 
classification techniques to prioritize them:

•	 V-E-D Analysis (Vital, Essential, and Desirable): 
	Categorizes parts based on the criticality of 

the equipment.
	 Vital: Production stops immediately without it.
	 Essential: Production can continue at reduced 

efficiency.
	 Desirable: Does not immediately affect 

production.
•	 F-S-N Analysis (Fast, Slow, Non-moving): 
	Categorizes parts based on their consumption 

rate.
•	 H-M-L Analysis (High, Medium, and Low): 
	Categorizes parts based on their unit cost.

3. 	 Strategies for Effective Management
•	 Standardisation and Interchangeability
	Reducing the variety of parts by using 

standardized components across different 
machines. 

	This lowers the total inventory volume and 
simplifies the procurement process.

•	 Forecasting and Lead Time Management
	Unlike regular inventory, spares often follow 

a Poisson distribution rather than a normal 
distribution because failures are discrete, 
random events. 

	Managers must account for “Lead Time”—
the interval between placing an order and 
receiving the part.

•	 Centralized vs. Decentralized Warehousing
	Centralized: Lower holding costs and better 

control, but longer “travel time” to the 
machine.

	Decentralized: Parts are kept near the 
production line for instant access, though 
this increases the risk of duplicate inventory.

4. 	 The Life Cycle of a Spare Part
•	 Spares management isn’t just about storage; it 

follows a definitive flow within the operations 
ecosystem:
	Identification: Determining which parts are 

likely to fail based on Mean Time between 
Failures (MTBF).

	Procurement: Sourcing parts from Original 
Equipment Manufacturers (OEMs) or 
alternative suppliers.

	Storage & Preservation: Ensuring parts 
don’t degrade (e.g., rust or rubber perishing) 
while on the shelf.

	Issue & Consumption: Tracking the usage to 
trigger re-order points.

	Disposal/Reconditioning: Deciding whether 
to scrap a used part or repair it for future use.

5. 	 Challenges in Spares Management
•	 Obsolescence: Technology changes may make 

stocked parts useless before they are ever needed.
•	 Lumpy Demand: Long periods of zero demand 

followed by a sudden requirement for multiple 
units.

•	 Price Volatility: Critical spares for older 
machinery may become extremely expensive as 
they go out of production.

Now-a-days effective spares management are done 
through using a VED-ABC Matrix.
This is one of the most common tools used by Operations 
Managers to prioritize inventory.
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how much effort and money to spend on each spare part

Category Description Strategy Examples
AV, EV, BV High Criticality 

(Vital/Essential)
Maximum Control. Keep high safety stocks. 
Use precise forecasting.

Specialized Turbine Seals, Main 
Circuit Boards

AD, BD High Value, Low 
Criticality

Low Stock. Order only when needed to 
avoid tying up capital in “Desirable” items.

Aesthetic machine panels, 
backup non-essential sensors

CV, CE Low Value, High 
Criticality

Bulk Stock. These are cheap but essential. 
Always keep plenty on hand.

Bearings, O-rings, specialized 
fuses.

CD Low Value, Low 
Criticality

Minimal Control. Purchase in bulk; review 
once a year

Standard nuts, bolts, and 
washers

In the ABC-VED Coupling Matrix, letters combinations 
represent the intersection of Inventory Value (ABC) and 
Operational Criticality (VED).

To manage spares efficiently, operations managers don’t 
just look at how much a part costs; they look at how much 
it hurts if that part is missing.

Understanding the Codes:

•	 The first letter refers to the ABC Analysis 
(Investment):

	A (High Value): Accounts for ~70% of total 
inventory value but only ~10% of quantity.

	B (Moderate Value): Accounts for ~20% of value 
and ~20% of quantity.

	C (Low Value): Accounts for ~10% of value but 
~70% of quantity.

•	 The second letter refers to the VED Analysis (Criticality):

	V (Vital): Production stops immediately if this 
part fails.

	E (Essential): Production continues but at 
reduced efficiency or quality.

	D (Desirable): Absence doesn’t stop production 
(e.g., a broken handle or nameplate).

Breakdown of the Specific Categories

•	 AV (High Value + Vital)

	These are the “nightmare” items for an operations 
manager. They are very expensive to keep in 
stock, but if we don’t have them, the entire plant 
shuts down.

	Strategy: Maximum control. High safety stock 
levels are maintained despite the cost. Procurement 
is usually handled by senior management.

	 Example: A specialized main motor or a custom-built 
motherboard for a CNC machine.

•	 EV (Moderate Value + Vital)

	These are vital for production but aren’t as 
expensive as ‘A’ items.

	Strategy: Moderate to high safety stock. Since 
they don’t tie up as much capital as ‘AV’ items, 
you can afford to be a bit more generous with 
your stock levels to ensure 100% availability.

	 Example: Critical sensors or specialized high-
pressure valves.

•	 BV (Low Value + Vital)

	These are the “low-hanging fruit” of spares 
management. They cost very little, but their 
absence is catastrophic.

	Strategy: Always keep these in stock. Because the 
holding cost is negligible compared to the risk of 
a shutdown, you should maintain a high buffer.

	 Example: A R10 fuse that protects a R1, 000,000 
machine.

•	 Why this matters

	By categorizing spares this way, we avoid the 
two biggest traps in operations:

	 Overstocking “AD” items: Wasting money on 
expensive parts that aren’t critical.

	 Understocking “BV” items: Shutting down a factory 
over a cheap bolt or fuse.

6. Key Performance Indicators (KPIs)

•	 To measure if a spares management system is 
working, operations teams track:

•	 Stock out Rate: How often a machine stays down 
because a part isn’t in the warehouse.

•	 Inventory Turnover Ratio: How quickly the stock is 
used and replaced.

•	 Service Level: The probability that a part is available 
when a technician asks for it (e.g., a 95% service 
level).
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Suggestions:
This lesson could be used as an aid to teaching on spares management by study guide. Concept of spares and 

its management depending upon its value and criticality vital in studying Operations Management. For Proper 
understanding read supplementary readings by referring resources mentioned in study guide published by the 
institute.  

Best Wishes.

Case Study: Spares Management at ITC Limited
ITC Limited is a diversified Indian conglomerate with a 
massive presence in the FMCG (Fast-Moving Consumer 
Goods) sector—ranging from cigarettes and snacks to 
personal care and stationery. For a company like ITC, 
which operates sophisticated automated manufacturing 
units (like the Integrated Consumer Goods Manufacturing 
and Logistics (ICML) hubs), Spares Management is the 
backbone of operational continuity.
1. The Challenge: High-Speed Production vs. Downtime
•	 In ITC’s food factories (e.g., Bingo! or Aashirvaad), 

production lines run 24/7 at extremely high speeds.
•	 The Cost of Failure: A single bearing failure on a 

high-speed packing machine can stall a line producing 
thousands of units per hour, leading to lost sales and 
wasted raw materials.

•	 The Inventory Dilemma: ITC manages thousands of 
Stock Keeping Unit (SKU) s of spare parts across 
multiple locations. Keeping too much stock ties up 
working capital; keeping too little risks “Stock outs.”

2. ITC’s Strategic Framework
•	 ITC utilizes a technology-driven, multi-layered 

approach to manage its Maintenance, Repair, and 
Operations (MRO) inventory.

•	 Centralized Data via ERP (SAP)
	ITC uses SAP PM (Plant Maintenance) and SAP 

MM (Materials Management) to create a “Single 
Version of Truth.”

	Every spare part is codified. Whether a part is 
in the Kolkata unit or the Bengaluru plant, the 
system tracks its age, cost, and usage history.

	Result: This prevents “Hidden Inventory” where 
one plant buys a part that is already sitting idle in 
another plant’s warehouse.

•	 The ABC-VED Integration
	They use the matrix we discussed earlier:

	 Insurance Spares (AV): High-value, critical 
components (like a main turbine blade for their 
paperboards division) are kept as “insurance.” They 
may not be used for 5 years, but they are stocked 
because the lead time to buy a new one is 6 months.

	 Consumption-Based Spares (CV): Low-cost, high-
wear items like belts and filters are managed using 
Automated Reorder Points. When the stock hits a 

certain level, the SAP system automatically triggers 
a purchase order.

•	 Advanced Practices: Industry 4.0
	ITC InfoTech (the company’s IT arm) helps the 

manufacturing units move from “Fix it when it 
breaks” to Predictive Maintenance.

	Sensors: Many of ITC’s critical machines are 
fitted with sensors that monitor vibration and 
temperature.

	 Predictive Spares Planning: If a sensor detects a 
motor is vibrating abnormally, the system flags a 
“Potential Failure.” The maintenance team then 
checks if the replacement part is in stock before the 
machine actually breaks.
	Local Indigenization: To reduce lead times and 

costs, ITC often works with local Indian vendors 
to manufacture spares that were previously 
imported from European OEMs (Original 
Equipment Manufacturers).

•	 Results & Outcomes: By implementing these 
strategies, ITC achieves:

•	 Reduced Working Capital: By eliminating “Slow-
Moving” and “Non-Moving” stock through regular 
aging analysis.

•	 Higher OEE (Overall Equipment Effectiveness): 
Ensuring machines are available for production as 
much as possible.

•	 Sustainability: Efficient spares management means 
machines run at optimal efficiency, consuming less 
energy and reducing waste.

Summary Table: ITC Spares Management:

Strategy Implementation Benefit
Digitization SAP ERP 

Integration
Visibility across all 

Indian plants
Criticality 
Analysis

VED 
Classification

Ensures “Vital” 
parts never run out

Maintenance 
Type

Predictive Parts are ordered 
before the 

breakdown occurs.
Sourcing Vendor Managed 

Inventory (VMI)
Suppliers maintain 

stock nearby, 
reducing ITC’s 

holding cost
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Topic: Preparation of the Statement of Profit and Loss and Balance Sheet

Comprehensive Problem 1

The following balances have been extracted from the accounting records of A.B Soya Products Ltd. as at 31st March, 
2025:

Particulars ₹
Sale of Soyabeans (Net of excise duty) 1,41,32,082
Other Operating Income 3,91,232
Other Income 2,60,176
Cost of Materials Consumed 61,63,684
Increase in Inventores of Finished Goods, W.I.P., etc. 13,93,376
Salaries and Wages 10,38,852
Contribution to P.F. and Gratuity Fund 5,00,000
Depreciation 6,65,186
Amortization Expenses 2,00,000
Power and Fuel 30,46,624
Rent. Rates and Taxes 26,42,492
Finance Cost 3,95,536
Tax Expenses (including deferred tax) 4,33,636
Paid-up Equity Share Capital of ₹ 10 each 5,42,000

You are required to:

(i)	 Preparo a Statement of Profit and Loss for the year ended 31st March, 2025.

(ii)	 Calculate earning per equity share.

Solution:

A. B Soya Products Ltd.

Statement of Profit and Loss for the year ended 31st March, 2025

Particulars Note No. ₹
I. Revenue from operations (1) 1,45,23,314
II. Other income 2,60,176
III. Total Revenue (I + II) 1,47,83,490
IV. Expenses:
Cost of materials consumed 61,6,3684
Purchases of Stock-in-Trade --
Changes in inventories of finished goods, WIP and Stock-in-Trade (13,93,376)
Employee benefits expense (2) 15,38,852
Finance costs 3,95,536
Depreciation and amortization expense (3) 8,65,186
Other expenses (4) 56,89,116
Total Expenses 1,32,58,998
V. Profit before exceptional and extraordinary items and tax (III-IV) 15,24,492
VI. Exceptional items --
VII. Profit before extraordinary items and tax (V-VI) 15,24,492
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VIII. Extraordinary Items --
IX. Profit before tax (Vil-VIII) 15,24,492
X. Tax expense (including Deferred Tax) 4,33,636
XI. Profit (Loss) fa the period (IX-X) 10,90,856
XII. Earnings per Equity Share: Basic and Diluted (5) Rs. 20.13

Workings:

Particulars Note No. ₹
1. Revenue from operations
Sale of Soya products (Net of excise duty) 1,41,32,082
Add: Power Generation 3,91,232

1,45,23,314
2. Employee Benefit Expenses
Salaries and Wages 10,38,852
Contribution to P.F. and Gratuity Fund 5,00,000

15,38,852
3. Depreciation and Amortisation Expenses
Depreciation 6,65,186
Add: Amortisation Expenses 2,00,000

8,65,186
4. Other Expenses 
Power and Fuel 30,46,624
Rent. Rates and Taxes 26,42,492

56,89,116
5. Earning per Equity Share
    = Profit after tax / Weighted average no. of equity shares 
    = 10,90,856/54200 ₹20.13

Comprehensive Problem 2

State under which head these accounts should be classified in Balance Sheet as per Schedule III of the Companies Act, 
2013.

a)	 Share application money received in excess of issued share capital.

b)	 Share option outstanding amount.

c)	 Deferred payment liabilities. 

d)	 Unpaid matured debentures and interest accrued thereon.

e)	 Loan and advances from related parties. 

f)	 Uncalled liability on shares and other partly paid investments.

g)	 Calls unpaid.

h)	 Intangible Assets under development.

i)	 Loan repayable on demand 

j)	 Money received against share warrant.

k)	 Long-term maturity of finance lease obligation.
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Section B: Auditing

Solution:

Identification of Appropriate Heads 

S. N. Items Head

a Share application money received in excess of issued 
share capital. Other Current Liabilities

b Sahre option outstanding amount. Reserve and Surplus
c Deferred payment liabilities. Non-current liabilities – Long term borrowing
d Unpaid matured debentures and interest accrued thereon. Other Current Liabilities
e Loan and advances from related parties. Current liabilities – Short term borrowing

f Uncalled liability on shares and other partly paid 
investments.

It is not to be shown in the Balance Sheet. However, 
in the Notes to Accounts’ it is to be disclosed.

g Calls unpaid. Share Capital — Notes to Account
h Intangible Assets under development. Non-current Assets: Fixed Assets
i Loan repayable on demand Current liabilities – Short term borrowing
j Money received against share warrant. Shareholders’ Fund
k Long-term maturity of finance lease obligation. Non-current Liabilities: Long-term Borrowings

Question 1: Discuss the significance of audit. 

Answer: Audit plays a vital role in the modern business 
environment by enhancing the credibility, reliability, and 
transparency of financial information. The significance of 
audit can be discussed under the following heads:

1. Enhances Reliability of Financial Statements

An audit provides independent assurance that financial 
statements are prepared in accordance with the applicable 
financial reporting framework and are free from material 
misstatement. This increases users’ confidence in the 
financial information.

2. Protection of Stakeholders’ Interests

Audit safeguards the interests of various stakeholders 
such as:

•	 Shareholders

•	 Creditors and lenders

•	 Employees

•	 Government and regulatory authorities

By verifying financial information, audit reduces the risk 
of misleading reporting.

3. Detection and Deterrence of Fraud and Errors

Although detection of fraud and error is not the primary 
objective of audit, the systematic examination of records 
acts as a deterrent against manipulation, misappropriation, 
and accounting irregularities.

4. Assessment of Internal Control System

Through evaluation of internal controls, audit helps:

•	 Identify weaknesses in systems and procedures

•	 Suggest improvements for better control and efficiency

•	 Reduce the likelihood of errors and frauds in future

5. Facilitates Management Decision-Making

Audited financial statements provide reliable data for 
management in:

•	 Planning and budgeting

•	 Performance evaluation

•	 Strategic decision-making

Management relies on audited figures for informed 
decisions.

6. Enhances Corporate Governance

Audit strengthens corporate governance by:

•	 Promoting accountability and transparency

•	 Ensuring compliance with laws and regulations

•	 Supporting the role of audit committees and boards

7. Compliance with Legal Requirements

In many cases, audit is a statutory requirement under 
corporate and tax laws. Compliance with audit 
requirements helps avoid legal penalties and enhances 
regulatory confidence.
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Banks, financial institutions, and investors rely on audited 
financial statements for:

•	 Granting loans and credit facilities

•	 Making investment decisions

•	 Assessing financial soundness and risk

9. Basis for Tax Assessment

Audited accounts provide a credible basis for income 
computation and tax assessments by tax authorities, 
reducing disputes and litigation.

10. Enhances Public Confidence

In a broader sense, audit promotes trust in the financial 
reporting system, which is essential for the smooth 
functioning of capital markets and the economy.

The significance of audit lies in its ability to enhance 
confidence, ensure accountability, improve internal 
controls, and protect stakeholders’ interests. By providing 
independent assurance on financial information, audit 
contributes significantly to sound corporate governance 
and economic stability.

Question 2: Discuss the Advantages of Audit

Answer: An audit provides several benefits to an 
organisation and its stakeholders by enhancing the 
credibility and usefulness of financial information. The 
major advantages of audit are discussed below:

1. Assurance on True and Fair View

Audit provides independent assurance that the financial 
statements present a true and fair view of the financial 
position and performance of the entity in accordance with 
the applicable financial reporting framework.

2. Detection and Deterrence of Errors and Frauds

Though not the primary objective, an audit helps in the 
detection of material errors and frauds. The possibility of 
audit also acts as a deterrent, encouraging employees to 
maintain accuracy and honesty.

3. Reliability of Accounting Records

Audit ensures that books of accounts are properly 
maintained, supported by documentary evidence, and 
comply with accounting standards and legal requirements.

4. Protection of Shareholders’ Interests

Shareholders, who are generally not involved in day-to-

day management, rely on audited financial statements. 
Audit protects their interests by ensuring that management 
presents correct and reliable financial information.

5. Improvement in Internal Control System

During the audit, weaknesses in internal controls are 
identified and reported. This leads to:

•	 Strengthening of internal control systems

•	 Improved operational efficiency

•	 Better risk management

6. Facilitates Borrowing and Credit Facilities

Banks and financial institutions prefer audited financial 
statements while granting loans or credit. Audit enhances 
the entity’s creditworthiness.

7. Useful for Management

Audit provides management with:

•	 Reliable financial data for planning and decision-
making

•	 Constructive suggestions for system improvement

•	 An independent review of operations

8. Compliance with Legal and Regulatory Requirements

Audit ensures compliance with various statutory and 
regulatory provisions. In India, audits are conducted in 
accordance with the Standards on Auditing issued by the 
Institute of Chartered Accountants of India (ICAI).

9. Basis for Tax Assessment

Audited accounts are generally accepted by tax 
authorities, which helps in:

•	 Quick assessment of tax liability

•	 Reduction in disputes and litigation

10. Enhances Reputation and Public Confidence

An audited set of financial statements improves the 
reputation and goodwill of the organisation and builds 
confidence among investors, creditors, and the public.

The advantages of audit extend beyond statutory 
compliance. By enhancing reliability, improving 
controls, protecting stakeholders, and strengthening 
public confidence, audit plays a crucial role in the sound 
functioning and governance of business organisations.
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Financial Ratio Analysis

Financial ratio analysis is a quantitative method used to 
evaluate a company’s performance, health, and efficiency 
by comparing key data from its financial statements. It 
helps stakeholders like investors and managers identify 
trends, strengths, and potential red flags by standardizing 
complex data into actionable metrics. 

Categories of Ratios

1.	 Liquidity (e.g., Current Ratio): Evaluates the 
ability to meet short-term debt obligations.

2.	 Solvency (e.g., Debt-to-Equity): Assesses long-term 
financial stability and debt management.

3.	 Profitability (e.g., Net Profit Margin, ROE): 
Measures the efficiency in generating earnings 
relative to sales or assets.

4.	 Efficiency (e.g., Inventory Turnover): Analyzes 
how effectively a company utilizes its assets.

5.	 Market Value (e.g., P/E Ratio): Indicates investor 
perception and stock valuation

Illustration 1  

From the following information, prepare the balance 
sheet Shri Murali and Co. Ltd. as at March 31, 2025. 

(i)	 Current ratio: 2

(ii)	 Working capital: ₹ 4,00,000

(iii)	Capital block to current asset: 3:2

(iv)	Fixed assets to turnover: 1:3

(v)	 Sales – Cash/Credit: 1:2 

(vi)	Debentures/share capital:  1:2 

(vii)Stock velocity: 2 months

(viii)Debtors Velocity: 2 months

(ix)	Gross profit ratio: 25% (to sales)

(x)	 Capital Block: 

Net profit 10% of turnover

Reserve 2.5% of turnover

Answer: 

Balance Sheet as at 31st March 2025

Liabilities Amount (₹) Assets Amount (₹)
Shareholders’ Funds: Non-Current Assets:
- Share Capital 6,00,000 - Fixed Assets 8,00,000
- Reserves & Surplus    60,000
-Profit and Loss account 2,40,000
Non-Current Liabilities: Current Assets:
- Debentures 3,00,000 - Stock 3,00,000
Current Liabilities: - Debtors 2,66,667
- Creditors 3,50,000 - Other Current Assets 2,33,333
-  Other Current liabilities    50,000

16,00,000 16,00,000

Workings: 

1. 	 Current Ratio:  A ratio of 2 implies that Current 
Assets (CA) = 2 × Current Liabilities (CL) 

	 Therefore, CA-2CL = 0 

	 Working capital = ₹4,00,000

	 CA-CL= ₹4,00,000

	 Or, 2CL -CL = ₹4,00,000

	 Or, CL = ₹4,00,000

	 CA = ₹8,00,000

2.	 Capital Block to current assets ratio 3:2 implies that 
long-term funds (Equity funds + debentures) are 
1.5 times of current assets: i.e. ₹8,00,000 × 1.5 = 
₹12,00,000. 

3.	 Total Assets = Total Liabilities = ₹16,00,000 
(₹12,00,000 long-term funds and + ₹4,00,000 Current 
Liabilities) 

4.	 Fixed Assets:  Total Assets (₹16,00,000)) - Current 
Assets (₹8,00,000) 

5.	 Fixed Assets Turnover (1/3) ; Or Sales = ₹8,00,000 × 
3 = ₹24,00,000. 
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sales are 1/3rd of total sales, i.e. 1/3 × ₹24,00,000 = 
₹8,00,000

	 Hence, credit sales = ₹8,00,000× 2 = ₹16,00,000. 

7.	 Gross profit = 0.25 × ₹24,00,000 = ₹6,00,000; Cost 
of Goods Sold = ₹18,00,000

8.	 Debtors = ₹16,00,000/6 (Debtors turnover ratio; 
12/2) = ₹2,66,667

9.	 Stock = ₹18,00,000/6 (Stock turnover ratio; 12/2) = 
₹3,00,000

10.	 Other Current Assets (CA) = ₹8,00,000 – (₹2,66,667 
+ ₹3,00,000) = ₹2,33,333

11.	 Reserves = 0.025 × ₹24,00,000 = ₹60,000. 

12.	 Credit Purchases = Cost of Goods Sold + Closing 
stock = ₹18,00,000 + ₹3,00,000 = ₹21,00,000. 

13.	 Creditors = ₹21,00,000 /6 = (Creditors turnover ratio; 
12/2) = ₹3,50,000. 

14.	 Other Current Liabilities = Total Current Liabilities – 
Creditors = ₹4,00,000 – ₹3,50,000 = ₹5,00,000. 

15.	 Debentures to Share capital ratio of Implies that 
Debentures in value are equal to one half of share 
capital (2 Debentures = Share capital). 

	 Further capital block is ₹12,00,000

	 ₹12,00,000 = Debentures + Share Capital + Net profit 
+ Reserves 

	 Or, ₹12,00,000 = 3 Debentures + ₹2,40,000 (10% of 
sales) + ₹60,000

	 Or, ₹3,00,000 = Debentures; 

	 So, Share capital = ₹6,00,000. 

Financial Scores

1. Altman’s Z Score

Z = 1.2X1 + 1.4X2 + 3.3X3 + 0.6X4 + 1.0X5 

Where, 

Z = Overall Index of Multiple Index Function 

X1 = Working Capital / Total Assets. It measures liquid 
assets in relation to the size of the company. 

X2  = Retained Earnings / Total Assets. It measures 
profitability that reflects the company’s age and earning 
power. 

X3 = Earnings before Interest and Taxes / Total Assets. 
It measures operating efficiency apart from tax and 

leveraging factors. It recognizes operating earnings as 
being important to long-term viability. 

X4 = Market Value of Equity / Book Value of Total 
Liabilities. It adds market dimension that can show up 
security price fluctuation as a possible red flag. 

X5  = Sales / Total Assets. Standard measure for total 
asset turnover (varies greatly from industry to industry).

Interpreting the Z Score

Standard thresholds for public manufacturing companies 
categorize the results into three zones:

1.	 Safe Zone (Z > 2.99):  The company is financially 
sound and has a very low risk of bankruptcy.

2.	 Grey Zone (1.81 to 2.99):  The company has a 
moderate risk of bankruptcy and warrants caution.

3.	 Distress Zone (Z < 1.81): The company is in financial 
distress with a high probability of bankruptcy within 
two years.

Illustration 2  

You are given the following financial data of XYZ Ltd. 

Financial Metric Value (₹)
Total Assets 2,000,000
Working Capital 500,000
Retained Earnings 600,000
EBIT 300,000
Market Value of Equity 1,500,000
Total Liabilities 1,000,000
Net Sales 3,000,000

Compute Altman’s Z Score and interpret the result. 

Answer: 

•	 X1: 500,000 / 2,000,000 = 0.25

•	 X2: 600,000 / 2,000,000 = 0.30

•	 X3: 300,000 / 2,000,000 = 0.15

•	 X4: 1,500,000 / 1,000,000 = 1.50

•	 X5: 3,000,000 / 2,000,000 = 1.50

Altman’s Z Score 

Z = 1.2X1 + 1.4X2 + 3.3X3 + 0.6X4 + 1.0X5 

    = 1.2(0.25)+1.4(0.30)+3.3(0.15)+0.6(1.50)+1.0(1.50)
Z = 0.30 + 0.42 + 0.495 + 0.90 + 1.50 = 3.615

As the value of Z is more than 2.99, so the company is 
financially sound and has a very low risk of bankruptcy.
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Data Organisation and Distribution

Data Organisation 

Data organisation is the process of arranging unstructured 
data in a meaningful manner. Classification, frequency 
distribution tables, image representations, graphical 
representations, etc. are examples of data organisation 
techniques. 

Objectives of data organisation for decision making:

1.	 Simplifying Data: To transform massive, complex, 
and raw data into a simple, concise, and logical 
format.

2.	 Facilitating Analysis and Interpretation: To make 
data ready for statistical analysis, allowing for 
easier interpretation and the drawing of meaningful 
conclusions.

3.	 Enabling Comparison:  To group similar data 
together, which makes it easier to compare, contrast, 
and identify relationships between different datasets.

4.	 Improving Data Retrieval Efficiency:  To reduce 
the time spent searching for specific information by 
arranging it systematically.

5.	 Minimizing Errors and Data Loss:  To maintain 
data integrity by organizing it in a way that reduces 
errors, omissions, and loss.

6.	 Enhancing Data Security:  To ensure proper 
management, maintenance, and controlled access to 
data.

7.	 Ensuring Data Utility and Reusability:  To 
categorize data to make it more usable for research 
or business operations. 

Data distribution

Data distribution is a function that identifies and 
quantifies all potential values for a variable, as well 
as their relative frequency (probability of how often 
they occur). Any population with dispersed data is 
categorised as a distribution. It is necessary to establish 
the population’s distribution type in order to analyse it 
using the appropriate statistical procedures.

Discreate data distribution 

A  discrete data distribution  is a statistical function that 

describes the likelihood of each outcome for a  discrete 
random variable. 

Key Characteristics

•	 Countable Values: The data consists of distinct, 
separate values, typically whole numbers or integers 
(e.g., 0, 1, 2).

•	 Probability Mass Function (PMF): This is 
the mathematical function, often denoted as  

  that assigns a specific 
probability to each exact value.

•	 Two Mandatory Conditions:

1.	 The probability of any individual outcome must be 
between 0 and 1. 

2.	 The sum of all possible probabilities in the distribution 
must equal exactly 1.  

Discrete data distributions: Types

(a)	 Binomial distributions: The binomial distribution 
quantifies the chance of obtaining a specific number 
of successes or failures each experiment. Example: 
When tossing a coin: The likelihood of a coin falling 
on its head is one-half and the probability of a coin 
landing on its tail is one-half.

(b)	 Poisson distribution: The Poisson distribution is the 
discrete probability distribution that quantifies the 
chance of a certain number of events occurring in a 
given time period, where the events occur in a well-
defined order. Example: Number of flaws, mistakes, 
accidents, absentees etc.

(c)	 Hypergeometric distribution: The hypergeometric 
distribution is a discrete distribution that assesses 
the chance of a certain number of successes in (n) 
trials, without replacement, from a sufficiently large 
population (N). Specifically, sampling without 
replacement.

(d)	 Geometric distribution: The geometric distribution 
is a discrete distribution that assesses the probability 
of the occurrence of the first success. Example: 
marketing representative from an advertising firm 
chooses hockey players from several institutions at 
random till he discovers an Olympic participant.
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A continuous data distribution describes the probabilities of outcomes for a continuous random variable, which is a 
variable that can take any value within a specified range. 

Common Continuous Distributions

Distribution  Description Typical Application
Normal 
(Gaussian)

A symmetric, bell-shaped distribution where most 
values cluster around the mean.

Human heights, standardized test scores, 
measurement errors.

Log-normal A distribution for a variable whose natural 
logarithm follows a normal distribution; it is right-
skewed.

Stock prices, income distribution, and certain 
biological measurements.

Uniform Every value within a specified range has an equal 
probability density.

Random number generation, wait times for 
an elevator.

Exponential Models the time elapsed between independent 
events occurring at a constant average rate.

Time between radioactive decays or customer 
arrivals.

Student’s t Similar to the Normal distribution but with 
“heavier tails,” allowing for more extreme values.

Estimating population means when sample 
sizes are small (typically n<30) 

Chi-Square A right-skewed distribution often used in 
hypothesis testing.

Testing goodness-of-fit or independence in 
categorical data.

F-Distribution: Used primarily in ANOVA (Analysis of Variance) and regression analysis to compare the variances 
of two populations.
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Cost–Volume–Profit (CVP) analysis, also called break-
even analysis, explains the relationship between cost, 
sales volume, and profit. It assists management in 
estimating profits when production and sales targets are 
achieved. The technique identifies the break-even point 
and measures the margin of safety. By analysing fixed 
costs, variable costs, and sales volume, CVP analysis 
supports decisions related to pricing, production planning, 
and profit objectives.

CVP analysis assumes that variable costs change in direct 
proportion to the level of activity, while fixed costs remain 
constant within a relevant range. Using the break-even 
equation, managers can evaluate the effects of changes 
in costs or sales volume on profitability. The break-even 
point indicates the minimum level of sales required to 
cover total costs, where profit is zero. Measures such as 
contribution per unit, contribution–sales ratio, and margin 
of safety are commonly applied in this analysis.

This approach studies the relationship between costs, 
revenue, and activity levels to understand their influence 
on profit. Knowledge of the break-even point enables 
businesses to plan operations more effectively and 
reduce the risk of loss. CVP analysis therefore assists 
organisations in determining the sales volume needed 
to achieve profit and supports short-term managerial 
planning and decision making.

The formula is for breakeven volume is below:

	Contribution per unit = unit selling price – unit 
variable costs

	Profit = (sales volume × contribution per unit) – fixed 
costs

	Break-even point = activity level at which there 
is neither profit nor loss = Total Fixed Costs÷ 
Contribution per unit = Contribution required to 
break-even÷ Contribution per unit

	Contribution÷ sales (C÷ S) ratio = profit/volume 
(P/V) ratio = (contribution÷ sales) × 100%

	Sales revenue at break-even point = fixed costs ÷ C/S 
ratio

	Margin of safety (in units) = Budgeted sales units – 
Break-even sales units

	Margin of safety (as %) = [(Budgeted sales - Break-
even sales) ÷ Budgeted sales] × 100%

	Sales volume to achieve a target profit = (Fixed cost 
+ Target profit) ÷ Contribution per unit

The assumptions of Break-Even Analysis are:

(i) 	 All costs, including production, administration, and 
selling and distribution, can be categorised into fixed 
and variable components.

(ii) 	Variable costs remain consistent per unit of output 
regardless of the output level, fluctuating directly in 
proportion to changes in output volume.

(iii) Fixed costs remain constant at all output levels.

(iv) Selling price per unit remains unchanged or constant 
across all output levels.

(v) 	Production volume is the sole factor influencing 
costs.

(vi) 	There will be no changes in the general price level.

(vii)Either there is only one product, or in the case of 
multiple products, the sales mix remains constant.

(viii)Production and sales are synchronized.

The assumptions of Cost-Volume-Profit (CVP) 
Analysis are as follows:

a)	 All other variables remain constant: The analysis 
assumes that factors other than volume remain 
unchanged, but variations in variables like production 
efficiency or sales mix can impact costs and revenues, 
potentially affecting the accuracy of CVP analysis.

b)	 Single product or constant sales mix: CVP analysis 
assumes either a single product or a consistent sales 
mix. Deviations from this assumption require careful 
interpretation of the analysis results.

c)	 Total costs and total revenue are linear functions of 
output: The assumption is that unit variable costs and 
selling prices remain constant, valid only within the 
relevant production range.

d)	 Profits are calculated on a variable costing basis: 
Fixed costs are treated as period expenses, assuming 
variable-costing profit calculations. Absorption-
costing profit calculations require production to 
equal sales for accurate predictions.

e)	 Costs can be accurately divided into fixed and variable 
elements: CVP analysis assumes accurate separation 
of costs into fixed and variable components, though 
this may be challenging with semi-variable costs.

f)	 Analysis applies only to the relevant range: 
CVP analysis is suitable only within the relevant 
production range and cannot accurately predict costs 
and revenues beyond this range.
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CVP analysis is based on short-term relationships 
between volume, sales revenue, costs, and profit, 
typically limited to one year, as significant changes 
to selling prices and costs are unlikely within this 
timeframe. Long-term decision-making is beyond its 
scope.

The limitations of Cost-Volume-Profit (CVP) Analysis 
are as follows:

a)	 Assumptions about fixed and variable costs: CVP 
Analysis assumes fixed costs remain constant in 
total and variable costs remain constant per unit at 
all output levels. However, in reality, fixed costs 
may change significantly with substantial changes 
in output, and variable costs per unit may fluctuate 
due to economies or diseconomies of scale. These 
assumptions are only accurate within a normal or 
relevant range of output.

b)	 Constant sales prices assumption: CVP Analysis 
assumes sales prices remain constant regardless of 
activity levels. However, in practice, sales prices may 
vary, particularly at higher output volumes where 
price reductions might be necessary to stimulate 
additional sales.

c)	 Ignoring production and sales differences: CVP 
Analysis assumes production and sales are identical, 
overlooking any variations such as increases in 
inventory levels or reductions in stock levels (de-
stocking).

d)	 Neglecting uncertainty in cost estimates: CVP 
Analysis often disregards uncertainties in estimating 
fixed costs and unit variable costs, potentially leading 
to inaccurate predictions.

Breakeven Analysis for Multi-Product Organisations 
In breakeven analysis for multi-product organisations, 
the assumption of a constant product sales mix is crucial. 
This assumption implies that when a certain quantity 
of one product is sold, a corresponding proportion of 
other products are also sold. For instance, if 100 units of 
Product A are sold, a predetermined number of units of 
Product B and Product C are also assumed to be sold in 
specific proportions.

This assumption allows for the calculation of a weighted 
average contribution per mix. The calculation involves 
assigning weights to each product based on the quantities 
sold in the assumed constant mix. For example, if Product 
A constitutes 40% of the mix, Product B constitutes 30%, 
and Product C constitutes 30%, then the weighted average 
contribution per mix is calculated accordingly.

The unit contribution of each product refers to the amount 
by which each unit contributes towards covering fixed 
costs and generating profit. In the context of a multi-
product organisation, the unit contribution of the product 
that makes up the largest proportion of the mix has the 
greatest impact on the average contribution per mix. This 
is because changes in the sales volume of this product will 
have a more significant effect on the overall profitability 
of the mix.

Multiple Choice Questions (MCQs):

1. 	 In break-even charts, the angle of incidence 
represents:

a) Rate of profit after break-even point

b) Total fixed cost

c) Variable cost behaviour

d) Sales growth

2. 	 The break-even point is the level where ________.

a) Profit is maximum

b) Sales exceed cost

c) Total revenue equals total cost

d) Variable cost equals sales

3. 	 Selling price ₹150, variable cost ₹90 and fixed cost 
₹48,000. Break-even sales (₹) will be:

a) ₹96,000

b) ₹1,20,000

c) ₹1,50,000

d) ₹1,80,000

4. 	 The P/V ratio represents the relationship between 
________.

a) Contribution and sales

b) Profit and cost

c) Sales and labour

d) Fixed cost and profit

5. 	 Margin of safety is the difference between ________.

a) Actual sales and break-even sales

b) Profit and contribution

c) Fixed cost and sales

d) Total cost and sales
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Total sales will be:

a) ₹1,80,000

b) ₹2,00,000

c) ₹2,20,000

d) ₹2,40,000

7. 	 A company has fixed cost of ₹ 20,000 and contribution 
per unit of ₹ 10. The break-even point is ________.

a) 1,000 units

b) 2,000 units

c) 3,000 units

d) 4,000 units

8. 	 If sales are ₹50,000 and contribution is ₹20,000, the 
P/V ratio is ________.

a) 20%

b) 30%

c) 40%

d) 50%

9.  	 If actual sales are 6,000 units and break-even sales 
are 4,000 units, the margin of safety is ________.

a) 1,000 units

b) 2,000 units

c) 3,000 units

d) 4,000 units

10. 	A product sells at ₹250 per unit and variable cost is 
₹150. Fixed cost is ₹1,00,000. How many units must 
be sold to earn a profit of ₹50,000?

a) 1,200

b) 1,400

c) 1,500

d) 1,800

11. 	If fixed cost is ₹15,000 and contribution per unit is 
₹5, break-even point will be ________.

a) 2,000 units

b) 3,000 units

c) 4,000 units

d) 5,000 units

12. 	If contribution is ₹25,000 and fixed cost is ₹20,000, 
profit will be ________.

a) ₹5,000

b) ₹10,000

c) ₹15,000

d) ₹20,000

13. CVP analysis assumes that variable cost per unit 
________.

a) Remains constant

b) Continuously increases

c) Continuously decreases

d) Changes randomly

14. 	If selling price per unit increases while costs remain 
constant, break-even point will ________.

a) Increase

b) Decrease

c) Remain constant

d) Become zero

15. 	If fixed cost is ₹30,000 and P/V ratio is 30%, break-
even sales will be ________.

a) ₹ 60,000

b) ₹ 80,000

c) ₹ 1,00,000

d) ₹ 1,20,000

Answer

1.	 A

2.	 C

3.	 B

4.	 A

5.	 A

6.	 B

7.	 B

8.	 C

9.	 B
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11.	 B

12.	 A

13.	 A

14.	 B

15.	 C

Fill in the blanks 

1.	 Contribution per unit = Selling price – __________.

2.	 The point at which total revenue equals total cost is 
called the __________.

3.	 Profit = (Sales volume × Contribution per unit) – 
__________.

4.	 The ratio of contribution to sales is known as the 
__________.

5.	 Margin of safety = Actual sales – __________.

Answer 

1.	 Variable costFalse

2.	 Break-even pointTrue

3.	 Fixed costs

4.	 P/V ratio

5.	 Break-even sales

True and False

1.	 Break-even point is the level of sales where total 
revenue equals total cost. 

2.	 Contribution is calculated by subtracting fixed cost 
from sales. 

3.	 Margin of safety indicates the excess of actual sales 
over break-even sales. 

4.	 CVP analysis assumes that selling price per unit 
remains constant within the relevant range. 

5.	 If contribution per unit increases, the break-even 
point will increase. 

Answer 

1.	 True

2.	 False

3.	 True

4.	 True

5.	 False
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Marginal costing is a vital managerial accounting tool 
widely used in short-term decision-making. It focuses 
on the behavior of costs and revenues relevant to specific 
decisions, enabling managers to make economically 
sound choices by considering only variable costs and 
contributions rather than full costs. 

Concept of Marginal Costing in Short-Term Decisions

Marginal costing is based on the separation of costs into 
variable and fixed components. Variable costs change 
with the level of production, whereas fixed costs remain 
constant regardless of output within a given period. 
Marginal costing treats fixed costs as period costs, 
charging only variable costs to the product or service. 
This approach is particularly beneficial for decisions 
that affect production levels or involve choosing among 
alternatives over a short time frame, where fixed costs are 
often unavoidable and irrelevant to the decision.

In short-term decision making, the focus is on incremental 
costs and revenues — costs and revenues that will change 
as a direct result of the decision. Marginal costing helps 
identify the contribution margin (sales revenue minus 
variable costs), which is pivotal in understanding the 
profitability of an option.

Key Applications of Marginal Costing in Short-Term 
Decision Making

1. Pricing Decisions
Setting the right price is critical for both new products 
and existing ones, especially under competitive and 
dynamic market conditions. Marginal costing aids pricing 
by emphasizing the contribution margin rather than 
total costs. For instance, when a company faces price 
reductions due to external pressures or special orders, it 
should base the decision primarily on whether the selling 
price covers the variable cost and contributes something 
towards fixed costs.

Full cost pricing can mislead because it includes fixed 
costs which do not vary in the short term, potentially 
resulting in overpricing or missed market opportunities. 
Marginal costing helps identify a profit-maximizing price 
by focusing on variable costs and additional revenues 
generated by increased sales.

2. Make-or-Buy Decisions

A frequent managerial dilemma is whether to manufacture 
a component in-house or buy it from an external supplier. 
Marginal costing evaluates this by comparing the 
marginal cost of in-house production with the purchase 
price, considering the opportunity cost of displaced work 
or resources.

If producing internally requires sacrificing contribution 
from other profitable activities due to limited resources, 
the effective cost includes not just direct variable costs 
but also the lost contribution. The decision hinges 
on minimizing incremental costs and maximizing 
contributions, reflecting marginal cost principles.

3. Accept or Reject Special Orders

Companies often receive one-time or special orders at 
prices lower than regular prices. Using marginal costing, 
management evaluates whether accepting the order will 
increase overall profit. If the special order price exceeds 
the additional variable costs incurred and contributes 
towards fixed costs, accepting it can be profitable in the 
short run.

This analysis ignores sunk fixed costs and focuses on 
whether the incremental revenue surpasses incremental 
cost, thereby improving the overall contribution margin.

4. Product Discontinuation Decisions

Marginal costing allows managers to assess the 
profitability of continuing or discontinuing a product 
line by analyzing the contribution margin each product 
offers. Products that fail to cover their variable costs and 
contribute positively toward fixed expenses may warrant 
discontinuation.

However, decisions should also consider possible fixed 
costs that might become avoidable upon discontinuation 
and the strategic implications of withdrawing products.

5. Limiting Factor or Key Factor Analysis

Many businesses face constraints such as limited machine 
hours, labor, or raw materials — referred to as limiting 
factors. Under such conditions, marginal costing guides 
product mix decisions by prioritizing products that yield 
the highest contribution per unit of the limiting resource.

This helps maximize total contribution and, consequently, 
profits, by efficiently allocating scarce resources where 
they generate the most value.

6. Shutdown or Continue Decisions

Sometimes, firms must decide between continuing 
production or shutting down temporarily due to adverse 
market conditions. Marginal costing aids these decisions 
by comparing the contribution margin against avoidable 
fixed costs and shutdown costs.
If the contribution margin covers avoidable fixed 
costs, it is generally preferable to continue production, 
minimizing losses compared to shutting down. Shutdown 
costs, which are fixed and unavoidable expenses that 
persist even when production halts, must also be taken 
into account.
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Marginal costing provides a framework to evaluate 
whether replacing equipment or machinery is financially 
beneficial. When the incremental cost of operating older 
equipment exceeds the marginal cost associated with new 
equipment, replacement can enhance overall profitability.

8. Expansion and Subcontracting Decisions

In case of opportunities to expand business or subcontract 
production, marginal costing analyses the additional 
variable costs, contributions, and fixed costs to decide 
whether expansion or subcontracting is financially 
advantageous.

Important Considerations in Marginal Costing

•	 Relevance of Fixed Costs: Typically, fixed costs are 
considered irrelevant for short-term decisions as they 
do not change with production volume. However, if 
fixed costs can be altered or avoided due to a decision 
(incremental fixed costs), they must be included.

•	 Opportunity Costs:  Marginal costing decisions 
must consider opportunity costs, especially when 
scarce resources are involved.

•	 Non-financial Factors: Although marginal costing 
focuses on financial data, strategic and qualitative 
factors, such as supplier reliability or market 
positioning, should also influence decisions.

Marginal costing is a powerful decision-making tool in 
short-term managerial choices, helping managers focus 
on relevant costs and revenues—primarily variable 
costs and contribution margins. It simplifies complex 
cost structures by ignoring sunk and unavoidable fixed 
costs, directing attention to the incremental impact of 
decisions. Applications range from pricing, make-or-buy, 
and special order acceptance to product discontinuation, 
limiting factor analysis, and shutdown decisions.

Using marginal costing assists businesses in optimizing 
profitability and resource utilization during short-term 
operational challenges, enabling informed tactical 
decisions aligned with overall strategic objectives.

Multiple Choice Questions (MCQs):

1. 	 Which of the following focuses on costs that change 
with production level?

a) Fixed cost analysis

b) Variable cost analysis

c) Standard costing

d) Absorption costing

2. 	 Which element helps in measuring the profitability of 
each unit sold?

a) Fixed cost

b) Contribution

c) Overheads

d) Standard cost

3. 	 The P/V ratio mainly indicates:

a) Cost control efficiency

b) Relationship between contribution and sales

c) Fixed cost coverage

d) Profit after tax

4. 	 Margin of safety helps managers to understand:

a) Risk of loss in business

b) Increase in variable cost

c) Total fixed cost level

d) Cost per unit

5.	 Fixed costs in short-term managerial decisions are 
usually treated as:

a) Controllable costs

b) Irrelevant costs

c) Incremental costs

d) Direct costs

6. 	 When a company reaches the break-even point:

a) Total sales exceed total cost

b) Profit equals fixed cost

c) Total revenue equals total cost

d) Variable cost equals fixed cost

7. 	 Marginal costing assists managers mainly in:

a) External financial reporting

b) Internal decision making

c) Government taxation

d) Inventory valuation

8. 	 Shutdown decisions are generally based on 
comparing:

a) Contribution and avoidable fixed costs

b) Total sales and profit

c) Standard cost and actual cost

d) Average cost and selling price
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a) Limiting factor

b) Profit factor

c) Cost factor

d) Sales factor

10. 	If contribution increases while sales remain constant, 
the P/V ratio will:

a) Decrease

b) Increase

c) Remain unchanged

d) Become negative

11. 	If Sales is ₹2,00,000; Fixed Cost ₹40,000; BEP 
₹1,60,000, what will be the amount of profit?

a) ₹ 20,000

b) ₹ 10,000

c) ₹ 15,000

d) ₹ 22,500

12. 	The total production cost of H Ltd. for making 6000 
units is ₹ 35,000 and the total production cost for 
making 15,000 units is ₹ 69,000. Once the production 
exceeds 10000 units additional fixed cost of ₹7000 
are incurred. What will be the total production cost 
per making 12000 units?

a) ₹ 50,000

b) ₹ 75,000

c) ₹ 80,000

d) ₹ 60,000

Answers: 

1.	 B

2.	 B

3.	 B

4.	 A

5.	 B

6.	 C

7.	 B

8.	 A

9.	 A

10.	 B

11.	 B

12.	 D

Fill in the Blanks:

1.	 Contribution = Sales – _____________.

2.	 The point where ________equalstotalsales revenue 
is called the Break-even Point.

3.	 P/V ratio is calculated as ____________÷ Sales × 
100.

4.	 ____________= Actual Sales –Break-even Sales

5.	 In ___________, fixed costs are treated as period 
costs.

Answers: 

1. 	 Variable Cost.

2. 	 total cost 

3. 	 Contribution 

4. 	 Margin of safety 

5. 	 Marginal costing

True/False Questions:

1.	 Marginal costing considers only variable costs in 
product cost determination.

2.	 Contribution helps a firm to cover fixed costs and 
generate profit. 

3.	 Break-even point occurs when total revenue is less 
than total cost. 

4.	 Margin of safety measures the risk level of business 
operations. 

5.	 P/V ratio decreases when contribution increases with 
the same sales level.

Answers: 

1. 	 True

2. 	 True

3. 	 False

4.	 True

5.	 False
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Competition Act - an overview
1.0 Competition    Act, 2002

•  	 The Monopolies & Restrictive Trade Practices Act, 
1969 is the first enactment to deal with competition 
issues and came into effect on 1st June 1970.  Based  
on a        committee recommendation the Competition 
Act, 2002, was enacted on 13th January 2003. It 
was last  amended in April, 2023.     It provides for 
different notifications for making different provisions 
of the Act effective including repeal of MRTP Act 
and dissolution of the MRTP Commission and 
constitution of , Competition Commission of India 
and the Competition Appellate Tribunal  which have 
been established in October 2003.

1.1. Objectives of the Act

The objectives of the Competition Act are to:

•	 prevent anti-competitive practices, 

•	 promote and sustain competition,

•	  protect the interests of the consumers and

•	  ensure freedom of trade.

•	 competition advocacy by creating awareness 
among various levels at Government, industry and 
consumers.

The objectives of the Act are being  achieved through the  
Competition Commission of India.  

1.2. Competition Commission of India (CCI)

CCI is a body corporate and shall have a full time 
chairman with minimum 2 and maximum 6 to 7 members. 
Commission may appoint Secretary and other officers as 
may be required.

i) 	 CCI shall prohibit anti-competitive agreements, 
which determine prices, limit or control markets, bid 
rigging etc.

ii) 	 Abuse of dominance,  through unfair or discriminatory 
prices or conditions, limiting or restricting production 
or development, denying market access etc. and 
regulate combinations (merger or amalgamation 
or acquisition) which cause or likely cause an 
appreciable adverse effect or competition through a 
process of enquiry. 

iii) It shall give opinion on competition issues on a 
reference received from an authority established under 
any law (statutory authority)/Central Government.

iv) 	CCI is also mandated to undertake competition 
advocacy, create public awareness, promote 
competition, protect interest of consumers and ensure 
freedom of trade and impart training on competition 
issues.

v) 	 Inquiry into certain agreements and dominant 
position by giving notices to the parties. 

1.3. Prohibition of certain agreement

An agreement includes any arrangement, understanding 
or concerted action entered into between parties, oral  or 
in writing or  intended to be enforceable in law.   Anti-
competitive agreement shall be presumed to have 
appreciable adverse effect on competition and thereby 
deemed to be restrictive.

-    	An anti-competitive agreement is an agreement 
having appreciable adverse effect on competition. 
Anti-competitive agreements include:-

•   	 agreement to limit production & supply, storage, 
distribution

•    	agreement to allocate markets

•   	 agreement to fix price

•      bid rigging (manipulating the bids) or collusive 
bidding (bidding with understanding among the 
bidders)

•    	conditional purchase/sale (tie-in arrangement)

•    exclusive supply/distribution arrangement-limit/
restrict/withhold/allocation of an area

•    	 resale price maintenance

•   	 refusal to deal 

The whole agreement shall be construed as “void” if it 
contains anticompetitive clauses. However, agreement 
for restriction for protection of intellectual property shall 
not fall under this category.

1.4. Abuse of dominance

Dominance refers the  strength which enables a the  firm 
to operate independently in India of competitive forces 
or to affect its competitors or consumers or the market in 
its favour. 

	impedes fair competition between firms, 

	exploits consumers and makes it difficult for the other 
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players to compete with the dominant undertaking on 
merit.  

	imposing unfair conditions or price, predatory 
pricing, limiting production/market, creating barriers 
to entry and applying dissimilar conditions to similar 
transactions.

Specific instances of  dominance under Competition Act

(a)	 directly or indirectly, imposes unfair or discriminatory 
conditions in purchase or sale of goods or services, 
including predatory price;

(b)	 limits, restricts production of goods/ provision of 
services/ technical development

(c)	 denial of market access

(d)	 uses dominant positioning one market to enter into 
other relevant market.   

2.0  Who can make a complaint?

•  	 Any person, consumer, consumer association or 
trade association can make a complaint against 
anti-competitive agreements and abuse of dominant 
position. 

• 	 A person includes an individual, Hindu Undivided 
Family (HUF), company, firm, association of 
persons (AOP), body of individuals (BOI), statutory 
corporation, statutory authority, artificial juridical 
person, local authority and body incorporated outside 
India. 

3.0.  Orders the Commission 

•	 To  grant interim relief restraining a party from 
continuing with anti competitive agreement or abuse 
of dominant position 

•	 To impose a penalty of not more than 10% of turn-
over and in case of cartel - 3 times of the amount of 
profit made out of cartel or 10% of turnover of all the 
enterprises whichever is higher

•  	 To discontinue and not to re-enter anti-competitive 
agreement or abuse the dominant position

•    	To award compensation

•    	To modify agreement

• 	 To recommend to the Central Govt. for division of 
enterprise in case it enjoys dominant position.

*	 Declare an agreement to be void.

*	 Violation of orders may result to imprisonment.     

4.0 “Combination” under the Act and  regulation 
thereof

Combination includes acquisition of shares, acquisition 
of control, shares, voting rights or assets of an  enterprise 
over another merger and  and amalgamation between or 
amongst enterprises.

Combination, that exceeds the threshold limits, which 
causes or is likely to cause an appreciable adverse effect 
on competition within the relevant market in India, can be 
scrutinized by the Commission 	

4.1 In case of combination the threshold limits are-

 For acquisition –

•   	 Individual :Combined assets of the firms (acquirer 
and the enterprise) is more than ₹ 2,000 Cr. or 
turnover is more than ₹ 6,000 Cr. (these limits are 
US$ 1 billion including at least ₹1,000 Cr. in India 
and 3 billions including at least 3,000 cr. in India in 
case one of the firms is situated outside India). 

•    	Group: The limits are more than ₹ 8,000 Cr or ₹ 
24,000 Cr and US$ 4 billion including at least ₹1,000 
Cr. in India and 12 billions including at least ₹3,000 
Cr. in India in case acquirer is a group in India or 
outside India respectively.

CG has exempted enterprise whose control, shares, 
voting rights or assets are being acquired has assets of 
value of not more than ₹350 Cr. and turnover of not more 
than ₹1,000 Cr.
4.2 For merger/amalgamation –
•  the above limit will be valid for mergers also.

A firm proposing to enter into a combination, may, 
at its option, notify the Commission  the details of the 
proposed combination within  30 days  approval of the 
board of directors or execution of the agreement or other 
document for acquisition. No combination shall come 
into effect until 210 days have passed from the day on 
which the notice has been given to the Commission or 
Commission has given no objection, whichever is earlier. 

5.0 Procedure for investigation of combinations

If  the Commission is of the opinion that a combination is 
likely to cause or has caused adverse effect on competition, 

•	 It shall issue a notice to show cause the parties.

•	 On receipt of the response, if Commission is of the  
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opinion that the combination has or is likely to have 
appreciable adverse, it may direct publication of 
details inviting objections of public and hear them.

•	 It may invite any person, likely to be affected by 
the combination, to file his objections. It  may also 
enquire whether the disclosure made in the notice is 
correct and combination is likely to have an adverse 
effect on competition. 

5.1 Orders the Commission can pass in case of 
combinations

 	 It shall approve the combination if no appreciable 
adverse effect on competition is found

  	It shall disapprove of combination in case it forms an 
opinion of appreciable adverse effect on competition

  	May propose suitable modification in the agreement/
arrangement.

5.2 Prohibition of abuse of dominance

i) 	 an enterprise shall be considered to be dominant in 
the referent market in India, if - 

(a)	 operate independently of competitive forces;

(b)	 affects the consumer, competitor or the relevant 
market in its favour.

ii) 	 using of unfair or discriminatory condition in purchase 
or sale or price of goods and services or restricting 
quality of production, services or scientific development 
to prejudice customers, denial of market access, 
supplementary obligations or predatory pricing.

5.3 Regulation of combinations 

i) 	 no person shall enter into combination which causes 
or likely to cause appreciable adverse effect on 
competition in the relevant market in India;

ii) 	 persons propose to enter into combination shall give 
notice to the Commission with 30 days of approval of 
the  Board or execution of any agreement;

iii) 	no combination shall be effective before lapse of 
210 days of giving notice or getting approval of the 
Commission, whichever is earlier;

iv) 	do not apply to bank, FI, FII or venture capital fund. 
7 days notice needs to be given to Commission. 



74    CMA Student E-Bulletin - February 2026				     www.icmai.in

VOL 11   I   NO. 02
FI

N
AL

Topic 

Module 3:      
Leasing Decisions 

Module 17:  
Digital Finance

FINAL

Group III - Paper-14 

Strategic Financial 
Management (SFM)



www.icmai.in 	 CMA Student E-Bulletin - February 2026	    75

VOL 11   I   NO. 02  

FI
N

AL

Topic: Leasing Decisions
Comprehensive Problem 1

PQR. Ltd. is considering the possibility of purchasing a multipurpose machine which cost ₹10 lakhs. The machine has 
an expected life of 5 years. The machine generates ₹ 6 lakhs per year before depreciation and tax, and the management 
wishes to dispose the machine at the end of 5 years which will fetch ₹1 lakh. The depreciation allowable for the 
machine is 25% on written down value and the company’s tax rate is 50%. The company approached a NBFC for a 
five-year lease for financing the asset which quoted a rate of ₹28 per thousand per month. The company wants you to 
evaluate the proposal with purchase option. The cost of capital of the company is 12% and for lease option it wants 
you to consider a discount rate of 16%.

Solution: 

Evaluation of Purchase Option                                                                                                                        (₹ lakhs)

Particulars 0 1 2 3 4 5
Initial outlay (10) - - - - -
Operating Profit 6.00 6.00 6.00 6.00 6.00
Less: Depreciation 2.50 1.88 1.40 1.06 0.79
Profit before tax 3.50 4.12 4.60 4.94 5.21
Less: Tax (a.1 50% 1.75 2.06 2.30 2.47 2.60
Profit after tax 1.75 2.06 2.30 2.47 2.61

Add: Depreciation 2.50 1.88 1.40 1.06 0.79
Salvage value of machine - - 1.00

Net cash Inflow 4.25 3.94 3.70 3.53 4.40
Present value factor @ 12% 1.00 0.893 0.797 0.712 0.636 0.567
Present values (10) 3.80 3.14 2.63 2.25 2.49

Net present value of the purchase option is ₹ 4,31,000

Evaluation of Lease Option                                                                                                                              (₹ lakhs)

Particulars 1 2 3 4 5
Operating profit 6.00 6.00 6.00 6.00 6.00
Less: Lease rent 3.36 3.36 3.36 3.36 3.36
Profit before tax 2.64 2.64 2.64 2.64 2.64
Tax @ 50% 1.32 1.32 1.32 1.32 1.32
Profit after tax 1.32 1.32 1.32 1.32 1.32
Discount factor @ 16% 0.862 0.743 0.641 0.552 0.476
Present values 1.14 0.98 0.85 0.73 0.63

The net present value of lease option is ₹ 4,33,000.

Suggestion: From the analysis of the above we can observe that NPV of lease option is more than that of purchase 
option. Hence, lease of machine is recommended. 

Comprehensive Problem 2

XYZ Ltd. is considering a proposal to acquire an equipment costing ₹5,00,000. The expected effective life of the 
equipment is 5 years. The company has two options - either to acquire it by obtaining a loan of ₹5 lakhs at 12% interest 
p.a. or by lease. The following additional information is available:

(i)  	the principal amount of loan will be repaid in 5 equal yearly instalments.

(ii) 	the full cost of the equipment will be written off over a period of 5 years on straight line basis and it is to be 
assumed that such depreciation charge will be allowed for tax purpose.
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(iii)	the effective tax rate for the company is 40% and the after-tax cost of capital is 10%.

(iv) the interest charge, repayment of principal and the lease rentals are to be paid on the last day of each year.

You are required to work out the amount of lease rental to be paid annually, which will match the loan option. 

Solution: 

Calculation of Interest under Loan Option and Depreciation                                                                                    (₹)

Year Principal amount at 
beginning of year

Repayment at end 
of year

Principal at end 
of year

Interest for year 
@ 12%

Depreciation.
for year

1 5,00,000 1,00,000 4,00,000 60,000 1,00,000

2 4,00,000 1,00,000 3,00,000 48,000 1,00,000

3 3,00,000 1,00,000 2,00,000 36,000 1,00,000
4 2,00,000 1,00,000 1,00,000 24,000 1,00,000
5 1,00,000 1,00,000 Nil 12,000 1,00,000

Calculation of Present Value under Loan Option                                                                                                       (₹)

Year Repayment 
of principal

Interest 
on loan

Total  
(1)+(2)

Tax on 
depreciation

Interest Total   
(a)+(b)

Net outflow  
(3)-(c)

Discount 
factor

NPV

(1) (2) (3) (a) (b) (c)

1 1,00,000 60,000 1,60,000 40,000 24,000 64.000 96,000 0.909 87,264

2 1,00,000 48,000 1,48,000 40,000 19,200 59,200 88,800 0.826 73,349

3 1,00,000 36,000 1,36,000 40,000 14,400 54,400 81,600 0.751 61,282

4 1,00,000 24,000 1,24,000 40,000 9,600 49,600 74,400 0.683 50,815

5 1,00,000 12,000 1,12,000 40,000 4,800 44,800 67,200 0.621 41,731
Total present value of cash outflows 3.790    3,14,441

Annual cash outflow after-tax = 3,14,441/3.790 = ₹ 82,966

Annual lease rental which will be indifferent to loan option = 82,966/1 - 0.40 = ₹ 1,38,277

Multiple Choice Questions (MCQs)

1. 	 Digital finance primarily refers to the delivery of 
financial services through:

A. 	 Physical bank branches

B. 	 Paper-based systems

C. 	 Digital devices such as computers and smartphones

D. 	 Informal money lenders

	 Answer: C. Digital devices such as computers and 
smartphones 

2. 	 Which of the following is NOT a key advantage of 
digital finance?

A. 	 Improved accessibility

B. 	 Reduced operational cost

C. 	 Increased dependence on physical infrastructure

D. 	 Faster transaction processing

	 Answer: C. Increased dependence on physical 
infrastructure C

3. 	 Which technology is considered the prime enabler of 
digital finance integration?

A. 	 Data centers

B. 	 Mobile applications

C. 	 Internet

D. 	 Enterprise portals

Answer: C. Internet

4. 	 Digital finance has significantly contributed to 
financial inclusion mainly because of:

A. 	 High interest rates

B. 	 Expansion of physical bank branches

Topic: Digital Finance
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C. 	 High mobile and internet penetration

D. 	 Increased paperwork

	 Answer: C. High mobile and internet penetration

5. Central Bank Digital Currency (CBDC) is best 
described as:

A. 	 A private cryptocurrency

B. 	 A stablecoin backed by commodities

C. 	 A digital version of fiat currency issued by a 
central bank

D. 	 A decentralized peer-to-peer currency

Answer: C. A digital version of fiat currency issued 
by a central bank

6. 	 Which of the following is a key feature of CBDC?

A. 	 Issued by private fintech firms

B. 	 Liability of the central bank

C. 	 Highly volatile in nature

D. 	 Anonymous and untraceable

Answer: B. Liability of the central bank

7. 	 Non-Fungible Tokens (NFTs) are termed “non-
fungible” because:

A. 	 They cannot be traded

B. 	 They exist only offline

C. 	 Each token is unique and not interchangeable

D. 	 They are backed by fiat currency

Answer: C. Each token is unique and not 
interchangeable

8. 	 Asset tokenization refers to:

A. 	 Conversion of cash into cryptocurrency

B. 	 Mining of digital coins

C. 	 Creation of digital tokens representing assets on 
a blockchain

D. 	 Encryption of financial data

	 Answer: C. Creation of digital tokens representing 
assets on a blockchain

9. 	 Which cryptocurrency was the first and most widely 
traded?

A. Ethereum

B. Litecoin

C. Dogecoin

D. Bitcoin

	 Answer: D. Bitcoin

10. 	Which of the following is a major disadvantage of 
cryptocurrencies?

A. Low liquidity

B. Centralized control

C. High price volatility

D. Lack of encryption

	 Answer: C. High price volatility

11. 	Stablecoins are primarily designed to:

A. Maximize speculative profits

B. Replace central bank money

C. Reduce price volatility of cryptocurrencies

D. Operate without any reserve backing

	 Answer: C. Reduce price volatility of cryptocurrencies

12. 	Which of the following is NOT a variant of stablecoin 
mentioned in the document?

A. Fiat-collateralized stablecoin

B. Commodity-backed stablecoin

C. Crypto-backed stablecoin

D. Equity-backed stablecoin

Answer: D. Equity-backed stablecoin

13. 	Digital wallets are classified as:

A. Open payment systems

B. Credit instruments

C. Prepaid payment instruments

D. Settlement accounts

Answer: C. Prepaid payment instruments

14. 	Unified Payments Interface (UPI) allows users to:

A. Access only one bank account

B. Make payments only during banking hours

C. Link multiple bank accounts through a single 
mobile application

D. Transfer funds only through cards

	 Answer: C. Link multiple bank accounts through a 
single mobile application

15. 	A neobank is best described as:

A. A cooperative bank

B. A foreign bank

C. A digital-only bank without physical branches

	 D. A central bank subsidiary

	 Answer: C. A digital-only bank without physical 
branches
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Tax Implications of Amalgamation

Corporate restructuring is the act of reorganizing a 
company’s legal, ownership, or operational structures to 
make it more profitable and better organized for its present 
needs. Companies increasingly resort to such strategies, 
particularly amalgamation, to consolidate, grow rapidly, 
enhance market competitiveness, and drive shareholder 
value. Because any change in ownership or operational 
structure carries significant tax implications, proper 
tax planning is essential to reduce restructuring costs. 
Recognizing this, the Income-tax Act grants tax neutrality 
to amalgamations, subject to prescribed conditions, to 
ensure genuine business reorganization. Ultimately, 
if the amalgamated entity is an Indian company, the 
amalgamation generally remains tax-neutral.

What Constitutes an “Amalgamation”? [Sec. 2(1B)]

Amalgamation means the merger of one or more 
companies with another company, or the merger of two 
or more companies to form one company. To qualify for 
tax benefits under Section 2(1B), the merger must satisfy 
the following conditions:

•	 	Transfer of Assets: All assets of the amalgamating 
company or companies must become the assets of the 
amalgamated company.

•	 	Transfer of Liabilities: All liabilities of the 
amalgamating company or companies must become 
the liabilities of the amalgamated company.

•		 Shareholder Continuity: Shareholders holding 
not less than 75% in value of the shares in the 
amalgamating company must become shareholders 
of the amalgamated company. 

Taxpoint: The number of shares allotted is not relevant.

Exception: Mergers resulting simply from the acquisition 
of property by purchase, or distribution of property after 
winding up, are not treated as amalgamation. Where the 
whole of the share capital is held by another company 
(e.g., a wholly-owned subsidiary merging into its holding 
company), it qualifies as amalgamation if the other 
conditions are met.

Tax Neutrality: A Tri-Perspective View

The Income-tax Act provides specific exemptions to 
ensure that a genuine amalgamation does not trigger 
capital gains tax.

A.	 In the Hands of the Shareholder

Aspect Tax Treatment
Capital Gains 
[Sec. 47(vii)]

Any transfer of shares in the 
amalgamating company is not treated 
as a transfer (hence, no capital gains) 
provided the consideration is allotted 
in shares of the amalgamated company, 
and the amalgamated company is an 
Indian company.

Cost of 
Acquis i t ion 
[Sec. 49(2)]

The cost of shares in the amalgamating 
company shall be deemed to be the cost 
of shares in the amalgamated company.

Period of 
Holding [Sec. 
2(42A)]

Calculated from the date when the 
shares in the amalgamating company 
were originally acquired.

B.	 In the Hands of the Amalgamating Company

Aspect Tax Treatment
Transfer of 
Assets [Sec. 
47(vi)]

Any transfer of a capital asset to 
the amalgamated company is not 
treated as a transfer (no capital 
gains) provided the amalgamated 
company is an Indian company.

Foreign 
Amalgamations 
[Sec. 47(via) & 
47(viab)]

Exemption applies to the transfer 
of shares of an Indian company (or 
a foreign company deriving value 
substantially from an Indian company) 
between two foreign companies if: 
a.	  At least 25% of shareholders 

continue in the amalgamated 
foreign company. 

b.	  The transfer does not attract 
capital gains tax in the country 
of incorporation.

C.	 In the Hands of the Amalgamated Company

Asset Type Tax Treatment
Non-Depreciable 
Capital Assets

Cost of acquisition is deemed to be 
the cost to the previous owner [Sec. 
49(1)]. The period of holding of the 
previous owner is included.

Depreciable 
Assets

The actual cost of the block of assets 
shall be the WDV of the block 
in the case of the amalgamating 
company for the immediately 
preceding previous year, reduced 
by depreciation actually allowed. 
Depreciation in the year of 
amalgamation is apportioned based 
on the number of days used.
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Asset Type Tax Treatment
Stock-in-Trade If a capital asset becomes stock-in-

trade for the amalgamated company, 
the cost of acquisition is the cost to 
the amalgamating company, plus 
improvement/transfer costs [Sec. 
43C(1)].

Set-Off and Carry Forward of Losses & Depreciation 
[Sec. 72A]

Section 72A is a critical relief mechanism allowing the 
amalgamated company to inherit the accumulated non-
speculative business losses and unabsorbed depreciation 
of the amalgamating company.

•		 Applicable Entities: Amalgamation involving a 
company owning an industrial undertaking, a ship, 
a hotel, a banking company with a specified bank, or 
public sector companies.

Strict Conditions for Compliance

To avail this benefit, stringent conditions apply to both 
entities:

1.		 Amalgamating Company: Must have engaged in the 
business for 3 or more years and held at least 75% of 
the book value of fixed assets continuously for two 
years prior to amalgamation.

2.		 Amalgamated Company: Must hold continuously for 
a minimum of 5 years at least 75% of the book value 
of acquired fixed assets, and continue the business 
for 5 years.

3.		 Rule 9C Requirements: The amalgamated company 
must achieve at least 50% installed capacity 
production before the end of 4 years, maintain it till 
the 5th year, and furnish a certificate in Form No. 62 
verified by an accountant.

Treatment of Losses (Important for AY 2026-27 
onwards)

The accumulated business loss and unabsorbed 
depreciation are deemed to be those of the amalgamated 
company.

•	 	Key Rule: The non-speculative business loss shall 
be carried forward for the remaining life of the loss 
(not exceeding 8 assessment years immediately 
succeeding the assessment year for which such 
loss was first computed for the original predecessor 
entity).

•		 Breach of Conditions: If conditions are violated, the 
set-off/allowance previously claimed is deemed as 
taxable income in the year of the breach.

Deduction of Restructuring Expenses

The Income-tax Act allows the amortized deduction of 
specific expenses incurred during restructuring to an 
Indian Company:

•		 Amalgamation Expenses [Sec. 35DD]: 1/5th of 
expenses incurred wholly and exclusively for 
amalgamation are deductible for 5 successive years.

•		 Residual Period Deductions: The amalgamated 
company steps into the shoes of the amalgamating 
company to claim the residual period deductions for:

	 Capital Expenditure on Scientific Research [Sec. 
35(5)].

	 Telecom/Spectrum License Fees [Sec. 
35ABB/35ABA].

	 Preliminary Expenses [Sec. 35D].

	 Voluntary Retirement Scheme (VRS) Expenses 
[Sec. 35DDA].

Corporate restructuring through amalgamation is a 
strategic tool for enhancing operational efficiency 
and shareholder value. Because changes in ownership 
structures carry significant tax implications , proper tax 
planning is essential to minimize restructuring costs. 
Under the Income-tax Act, a tax-neutral framework exists 
to facilitate genuine business reorganizations. In a nutshell, 
where the amalgamated company is an Indian company 
and statutory conditions are met, the amalgamation 
remains tax-neutral. For professionals, mastering these 
provisions—including the strict compliance required to 
carry forward losses—builds the expert acumen needed 
to guide tax-efficient corporate consolidations.
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Learning Curve

1. Meaning and Concept
A learning curve refers to the concept that labour efficiency 
improves with repeated performance of a task. As workers 
gain experience through continuous production, the time 
taken and cost incurred per unit gradually decrease.
In other words, the learning curve captures the 
relationship between experience and efficiency, showing 
that increased repetition leads to better performance, 
reduced time, and lower costs.
2. Basic Principle
The core principle of the learning curve is that whenever 
cumulative output doubles, the average time per unit 
decreases by a constant percentage, known as the learning 
rate.
For example, if the first unit requires 100 hours and a 
90% learning curve is applicable:
- 	 For 2 units, the average time per unit becomes 90 

hours, resulting in a total of 180 hours
- 	 For 4 units, the average time per unit further reduces 

to 81 hours, resulting in a total of 324 hours
This demonstrates that efficiency improves with 
experience, although the rate of improvement slows 
down over time.
3. Assumptions
- 	 The learning rate remains constant throughout the 

production process
- 	 The work performed is repetitive in nature
- 	 Production conditions remain stable
- 	 There is no change in methods, tools, or technology
- 	 The process is labour-intensive
- 	 Production is continuous without interruptions
4. Limitations
- 	 It is not suitable for highly automated industries
- 	 The learning effect may eventually cease after a 

certain level of efficiency is reached
- 	 Labour turnover can disrupt the learning process
- 	 It does not take into account factors such as fatigue, 

boredom, or motivation
- 	 It assumes constant conditions, which may not 

always exist in practice
5. Mathematical Model
Y = aX

b

Where:
Y = Average time per unit for X units
a = Time taken to produce the first unit
X = Cumulative number of units produced
b = Learning index

Learning Index:
b = log (Learning Rate)/log(2)
Since the learning rate is always less than 1, the value 
of b is negative, indicating a decline in average time as 
production increases.
6. Types of Learning Curve
•	 Negatively Accelerated (Convex) Curve
	 This is the most common type, often observed in 

simple and repetitive tasks or manual work.
	 Pattern: Improvement is very rapid in the initial 

stages as basic skills are quickly acquired. However, 
the rate of improvement gradually slows down as the 
learner approaches their physical or mental limits.

	 Example: Learning routine activities such as data 
entry or manual assembly work

•	 Positively Accelerated (Concave) Curve
	 This type of curve is generally associated with 

complex tasks that require a strong conceptual 
foundation before noticeable progress can be 
achieved.

	 Pattern: Progress is slow at the beginning and may 
feel difficult or frustrating. Once the fundamental 
concepts are understood, the rate of learning increases 
significantly.

	 Example: Learning a programming language or 
working with advanced analytical software

•	 S-Curve (Sigmoid Curve)
	 The S-curve represents a combination of both slow 

and rapid learning phases and reflects a more realistic 
pattern of skill development.

	 Pattern: It begins with a slow initial phase where 
basic understanding is developed, followed by a 
phase of rapid improvement, and finally ends with a 
plateau where performance stabilizes.

	 Example: Training a new employee in a role that 
involves multiple skills and responsibilities

•	 Complex Learning Curve
	 This curve represents long-term learning processes 

that involve fluctuations in progress rather than a 
smooth pattern.

	 Pattern: It includes several cycles of improvement 
followed by plateau periods where no visible progress 
is observed. These plateaus often occur while the 
brain reorganizes and consolidates information. 
It may also involve “over-learning,” where a skill 
becomes automatic and requires minimal conscious 
effort.

	 Example: Mastering a musical instrument over an 
extended period.
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COST AND MANAGEMENT AUDIT

Management Reporting Issues

Michael Jensen and William Meckling in their seminal 
paper (1976) “Theory of the Firm: Managerial Behaviour, 
Agency Costs and Ownership Structure” is the first pointer 
to understand the requirement of Management Reporting. 
It plays a critical role in decision-making, performance 
evaluation, governance, and strategic control. However, 
several structural and operational issues affect the 
effectiveness of management reporting systems. The key 
issues are outlined below The Management Reporting 
need to be purposive, crisp but clear to purpose, action 
oriented, timely and relevant. The Management Report 
should be free from: 

1. 	 Information Overload

•	 Excessive volume of reports leading to confusion 
and decision fatigue

•	 Irrelevant or redundant data obscures critical 
insights.

•	 Lack of prioritization of key performance 
indicators (KPIs).

2. 	 Lack of Relevance

•	 Reports not aligned with strategic objectives.

•	 Focus on historical financial data rather than 
forward-looking indicators.

•	 Insufficient integration of risk-related 
information.

3. 	 Timeliness Issues

•	 Delayed data compilation and reporting cycles.

•	 Manual processes causing lag in real-time 
decision-making.

4. 	 Accuracy and Reliability Problems

•	 Data inconsistencies across departments.

•	 Weak internal controls over data aggregation.

•	 Errors in consolidation processes.

5. 	 Lack of Integration

•	 Financial and non-financial data reported 
separately.

•	 Risk management reports disconnected from 
operational reports.

•	 ERP and reporting systems not fully integrated.

6. 	 Poor Visualization and Presentation

•	 Overuse of complex tables without dashboards.

•	 Absence of trend analysis and graphical 
representation.

•	 Lack of comparative benchmarking.

7. 	 Inadequate Risk Reporting

•	 Failure to capture emerging and dynamic risks.

•	 Reporting focused only on compliance risks.

•	 Weak linkage between Enterprise Risk 
Management (ERM) and management reports.

8. 	 Behavioural and Organizational Issues

•	 Management bias in report preparation.

•	 Suppression or selective reporting of negative 
information.

•	 Lack of accountability for report accuracy.

9. 	 Technology Constraints

•	 Outdated MIS systems.

•	 Lack of automation and analytics tools.

•	 Cybersecurity risks affecting data integrity.

10. 	Standardization Challenges

•	 Absence of uniform reporting templates.

•	 Different departments using varied metrics.

•	 Inconsistent KPI definitions.

A good Management Reporting Implication: Reduces 
managerial efficiency and delays strategic action.

Implication: Misalignment between reporting outputs 
and managerial needs.

Implication: Reactive rather than proactive management.

Implication: Reduced credibility of reports and flawed 
decisions.

Implication: Fragmented view of organizational 
performance.

Implication: Difficulty in interpreting performance patterns.

Implication: Governance gaps and unmanaged strategic 
risks.

Implication: Ethical concerns and governance 
weaknesses.

Implication: Limited analytical capability and strategic 
forecasting.

Implication: Difficulty in cross-functional comparison.

Implication: Reduces managerial efficiency and delays 
strategic action.
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From a governance and ERM standpoint (especially 
relevant to sectors like cement manufacturing), 
management reporting issues often arise due to:

•	 High operational complexity

•	 Capital-intensive structure

•	 Environmental compliance requirements

•	 Multi-location operations

Effective management reporting should integrate:

•	 Financial metrics

•	 Operational KPIs

•	 ESG indicators

•	 Risk metrics

•	 Compliance status

Few examples as reported in Secondary database to bring 
clarity in reporting issues.

Management reporting issues have been widely discussed 
in corporate governance literature and are often reflected 
in disclosures, audit observations, and regulatory actions. 
Below are key management reporting issues, illustrated 
with references to reported companies (including Indian 
cement and large corporates).

Satyam Computer Services Ltd. The 2009 accounting 
scandal revealed falsified revenues, inflated cash balances, 
and manipulated financial statements—demonstrating 
failure in internal reporting controls and management 
oversight

Infrastructure Leasing & Financial Services (IL&FS) 
Credit risk exposures and debt servicing challenges were 
not adequately reflected in management reporting prior to 
the 2018 crisis, leading to systemic governance concerns.

Dalmia Bharat Ltd. reports ambitious carbon neutrality 
targets in sustainability reports, yet financial statements 
not fully quantify climate-related financial provisions or 
asset impairment linked to transition risks.

The India Cements Ltd. discloses sustainability initiatives 
but limited integration of climate scenario analysis into 
mainstream financial reporting.

Jaiprakash Associates Ltd. faced debt distress, yet earlier 
management discussions emphasized optimistic outlook 
narratives without proportionate disclosure of leverage 
stress and liquidity risks.

DHFL Issues in loan book reporting and governance 
oversight raised serious concerns regarding transparency 
and internal control systems.

Operational Audit and Internal Audit under the Companies 
Act, 2013

The Companies Act, 2013 strengthened corporate 
governance and internal control mechanisms in India. 
While the Act explicitly mandates Internal Audit under 
Section 138, it does not expressly define “Operational 
Audit.” However, operational audit is indirectly embedded 
within the broader internal audit and governance 
framework.

Internal Audit under the Companies Act, 2013

Section 138 of the Companies Act, 2013 provides 
for mandatory internal audit for prescribed classes of 
companies.

The detailed requirements are prescribed under:

Rule 13 of the Companies (Accounts) Rules, 2014

Applicability

Internal audit is mandatory for:

•	 Listed companies

•	 Certain unlisted public companies meeting prescribed 
thresholds

•	 Certain private companies exceeding prescribed 
limits of turnover or borrowings

(Thresholds are specified under Rule 13.)

Definition and Scope

Although the Act does not define internal audit elaborately, 
it broadly refers to:

Evaluation of internal controls, risk management 
processes, and governance mechanisms.

Internal audit includes:

•	 Examination of internal financial controls

•	 Review of operational efficiency

•	 Compliance verification

•	 Risk assessment

Appointment

•	 Internal auditor is appointed by the Board of 
Directors.

•	 May be a Chartered Accountant, Cost Accountant, or 
other professional as decided by the Board.

•	 The internal auditor may be an employee or external 
professional.

Internal audit supports:

•	 Audit Committee oversight (Section 177)

•	 Internal Financial Controls (Section 134(5))

•	 Risk management framework
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Thus, internal audit acts as a monitoring mechanism 
reducing agency conflicts and improving governance 
transparency.
Operational Audit under the Companies Act, 2013
Operational audit refers to:
A systematic review of organizational activities to 
evaluate efficiency, effectiveness, and economy (3Es).
It examines:
•	 Process efficiency
•	 Resource utilization
•	 Production performance
•	 Cost optimization
•	 Compliance with operational policies
Statutory Position
The Companies Act, 2013 does not explicitly mention 
“Operational Audit.”
However, operational audit is implied within:
•	 Scope of Internal Audit under Section 138
•	 Board’s responsibility for internal controls under 

Section 134(5)(e)
•	 Risk management oversight under Section 134(3)(n)
Thus, operational audit functions as a subset or component 
of internal audit.
Operational Audit Objective has been coined after 
the name of connoisseur of TQM ( Total Quality 
Management) ,  W E Deming. To define the objective the 
word ‘DEMING’ is used, where each of the word stands 
for a definitive objective accomplishment. 
D – Detailed understanding for existing process to suggest 
improvement
E -  Eliminate Waste, Duplication of work
M – Merge Operations /Process to reduce Turn Around 
Time
I – Improve /Increase Quality, Volume ,Revenue
N – New Methods , Techniques , Devices for better result/
throughput
G – Govern Man, Machine, Methods and Money
To carryout the heightened expectations of Stakeholders 
on their shoulder, Auditors can no linger spend their time 
looking  down at financial controls and compliances rather 
to spend much more time in operation reviews.  Gone are 
the days of ‘pushing the pencil’ ; ‘brain power’ is taking 
place of ‘brawn power’. To support the accomplishment of 
aforesaid objective, the audit process to lend appropriate 
support. Process provides a methodology for intelligently 
and efficiently integrating People, Tools, Procedures and 
Technology for the best results/outcome.

Difference between Internal Audit and Operational Audit

Basis Internal Audit Operational Audit

Statutory 
Status

Mandatory under 
Section 138 
(for prescribed 
companies)

Not separately 
mandated

Scope
Financial + 
compliance + risk + 
operations

Focus on efficiency 
& effectiveness

Objective
Strengthen 
internal control & 
governance

Improve 
operational 
performance

Reporting
To Board/Audit 
Committee

Usually part of 
internal audit 
reporting

Internal audit under the Companies Act, 2013 aligns with 
modern governance reforms emphasizing:

•	 Risk-based auditing

•	 Enterprise Risk Management (ERM)

•	 Internal Financial Controls (IFC)

•	 Accountability and transparency

Operational audit enhances:

•	 Productivity

•	 Operational efficiency

•	 Cost control

•	 Strategic alignment

•	 Sustainable performance

In capital-intensive industries (e.g., cement sector), 
operational audits play a crucial role in:

•	 Energy efficiency

•	 Cost optimization

•	 Capacity utilization

•	 Environmental compliance

Conclusion

Under the Companies Act, 2013:

•	 Internal Audit is statutorily mandated (Section 138).

•	 Operational Audit is not separately defined but forms 
an integral part of internal audit functions.

Together, they strengthen corporate governance, reduce 
agency risks, and enhance organizational performance.
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Topic: Specific Accounting Standards

Comprehensive Problem 1

An entity constructs a new warehouse commencing on 1st September, 2024, which continues till 31st December, 2024 
(and is expected to go beyond a year). Directly attributable expenditure at the beginning of the month on this asset are 
₹ 4 lakhs in September 2024 and ₹ 8 lakhs in each of the months of October to December 2024.

The entity has not taken any specific borrowings to finance the construction of the building but has incurred finance 
costs on its general borrowings during the construction period. During the year, the entity had issued 9% debentures 
with a face value of ₹ 60 lakhs and had an overdraft of ₹ 8 lakhs, which increased to ₹ 16 lakhs in December 2024. 
Interest was paid on the overdraft at 12% until 1st October, 2024 and then the rate was increased to 15%.

Calculate the Capitalization rate for computation of accordance with Ind AS 23 ‘Borrowing Cost’. 

Solution:

Calculation of capitalization rate on borrowings other than specific borrowings

Nature of general 
borrowings

Period of outstanding 
balance

Amount of loan 
(₹)

Rate of 
interest p.a.

Weighted average amount of 
interest (₹)

a b c d = [(b x c) x (a/12)]
9% Debentures 

Bank overdraft 

12 months

9 months

2 months

1 months

60,00,000

8,00,000

8,00,000

16,00,000

9%

12%

15%

15%

5,40,000

72,000

20,000

20,000
92,00,000 6,52,000

Weighted average cost of borrowings	

= {60,00,000 × (12/12)} + {8,00,000 × (11/12)} + {16,00,000 × (1/12)} = 68,66,667

Capitalization rate = (Weighted average amount of interest / Weighted average of general borrowings) × 100 = (6,52,000 
/ 68,66,667) × 100 = 9.50% p.a.

Comprehensive Problem 2

XYZ Ltd. has two CGUs, A and B. Carrying amount of CGU A and B are ₹1,500 and ₹500 lakhs respectively on 
31.03.2020. The company has an administrative building of ₹600 lakhs and a R&D centre of ₹450 lakhs. Administrative 
building can be allocated but R&D centre cannot be allocated to the CGUs. Due to the spread of corona virus and 
lockdown, impairment tests have been done on 31.03.2020. Remaining useful life of A is 10 years and of B 5 years. 
Fair value less cost of disposal is not determinable. Future expected cash flows from CGU A are ₹300 lakhs p.a. (for 5 
years) and ₹150 lakhs p.a. (for 5 years), from B is ₹175 lakhs p.a. (for 5 years). Future expected cash flows from XYZ 
Ltd. as a whole is ₹475 lakhs p.a. (for 5 years) and ₹200 lakhs p.a. (for 5 years). Discounting rate is 12% p.a. 

Annuity of 12%: 1-5 years = 3.6048, 6-10 years = 2.0454. 

Calculate the impairment loss to be recognized in the financial statement and also determine the allocation of impairment 
loss. Calculate revised carrying amount of all CGUs.

Solution: 

Since FV less cost of disposal is not available, Recoverable amount = Value in Use

Again, value in use = PV of Cash flows.

So, Recoverable amount of A = 300×3.6048 + 150×2.0454 = ₹1,388.25 lakhs.

So, Recoverable amount of B = 175×3.6048 = ₹ 630.84 lakhs.

So, Recoverable amount of XYZ Ltd. = 475×3.6048 + 200×2.0454 = ₹2,121.36 lakhs

Break-up of administrative building:
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CGU Proportion (based on carrying value × remaining no. of years) (`) Allocated administrative building (`)
A 1500×10 = 15000 500 (i.e. 600×15000/17500)
B 500×5 = 2500 100

17500 600

Calculation for impairment loss:

CGU Carrying amount Allocated H.O 
Building

Total carrying 
amount

Recoverable 
Amount

Impairment Loss

₹ ₹ ₹ ₹ ₹
A 1500 500 2000 1388.25 611.75
B 500 100 600 630.84 -

Impairment loss adjusted against CGU Asset = 611.75×1500/2000 = ₹458.8125 and administrative building = 
611.75×500/2000 = ₹152.9375 lakhs.

Revised carrying amount before R&D adjustment: administrative building = 600 – 152.9375 = ₹447.0625 lakhs; A = 
₹1500 – 458.8125 lakhs = 1041.1875; and B = ₹500 lakhs.

Impairment test on overall basis:

Carrying amount of CGU A, B, administrative building and R&D = 1041.1875 + 500 + 447.0625 + 450 = ₹2438.25 lakhs.

Recoverable amount = ₹2121.36 lakhs.

Impairment loss = 2438.25 – 2121.36 = ₹316.89 lakhs

Since carrying amount is higher than recoverable amount, the asset is impaired.

Set off Impairment loss against CGU Asset A = 316.89×1041.1875/2438.25 = ₹135.32 lakh; 

B = 316.89×500/2438.25 = ₹64.98 lakh; 

Administrative building = 316.89×447.0625/2438.25 = ₹58.17 lakhs; and R&D = 316.89×450/2438.25 = ₹58.48 lakh

So, final carrying amounts are as follows: 

A = 1041.1875 – 135.32 = ₹905.8675 lakh;

B= 500 - 64.98 = ₹435.02 lakh; 

Administrative building = 447.0625 – 58.17 = ₹388.8925 lakh; 

R&D = 450 - 58.48 = ₹391.52 lakh

Topic: Accounting of Financial Instruments

Comprehensive Problem 1

A Ltd. issued 50,000, 8% Debentures of face value ₹100 each on par value basis on 1st January, 2024. These debentures 
are redeemable at 12% premium at the end of 2027 or exchangeable for ordinary shares of A Ltd. on 1:1 basis. The 
interest rate for similar debentures that do not carry conversion entitlement is 12%. 

You are required to calculate the value of the debt portion and equity portion of the above compound financial instrument 
and show the journal entry at the inception of the financial instrument.     

The present value of ₹1 at the end of years 1 to 4 at 8% and 12% are supplied below:

8% 12%
End of year 1
End of year 2
End of year 3
End of year 4

0.926
0.857
0.794
0.735

0.893
0.797
0.712
0.636
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Solution:

Present value of Debentures redeemable in 2027 [₹50,00,000 × 1.12 x 0.636]			   ₹35,61,600

Present value of interest on debentures [₹4,00,000* × 3.038 (sum of 4 years		   

		  discount factors @12%)]			   ₹12,15,200

Value of Debt component of the convertible debentures (I)			   ₹47,76,800

Issue proceeds from convertible debenture (II)                                            			   ₹50,00,000

Value of equity component (II – I)			   ₹  2,23,200

* Interest payable on debentures every year = ₹50,00,000 × 8% = ₹4,00,000.

Journal entry at initial recognition 

Particulars Dr. (₹) Cr. (₹)
Cash/Bank A/c					     Dr.

     To 6% Debenture (Liability component) A/c

     To 6% debenture (Equity component) A/c

(Being equity and the debt component recognized on issue of convertible debentures)

50,00,000

47,76,800

2,23,200

Comprehensive Problem 2

B Ltd. issued 6% convertible debentures amounting to ₹4.5 crore on 1st April, 2022 and repayable on 31st March, 2027 
at par, the holder on maturity can elect to exchange their convertible debentures for ordinary shares in the company at a 
discount of 20% of prevailing market price on 31.03.2027. The prevailing market interest rate for 5 yearly convertible 
debentures which had no right of conversion was 8%. Using an annual discount rate of 8%, the present value of ₹1 
payable in five years is 0.68 and the cumulative present value of ₹1 payable at the end of years one to five is 3.99.

Required:  Calculate the value the debt & equity components of the proceeds of the issue. Also calculate finance cost 
with respect to Convertible Debentures for the year ended 31.03.2023 and 31.03.2024.

Solution:

Calculation of the liability and equity components on 6% convertible debentures:

(₹ ’000)
Present value of principle payable at the end of 5th year (A) (₹45,000 thousand × 0.68)       30,600 
Present value of interest payable annually for 5 years (B) (₹45,000 thousand × 6% × 3.99)                                               10,733
Total liability component (A+B) 41,373
Total proceeds from the issue 45,000
Equity Component 3,627

Calculation of finance cost and closing balance of 6% convertible debentures

Year Ended Opening balance  
(₹ in ‘000)

Finance cost @ 8% 
(₹ in ‘000)

Interest paid @ 6% 
(₹ in ‘000)

Closing balance        
(₹ in ‘000)

a b = a × 8% c d = a + b - c
31.03.2023

31.03.2024

41,373

41,983

3,310

3,359

2,700

2,700

41,983

42,642

Finance cost of convertible debentures for the year ended 31.03.2023 is ₹3,310 thousand and that for the year ended 
31.03.2024 is ₹3,359 thousand. 
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Value of Supply 
The Goods and Services Tax (GST) is a comprehensive 
indirect tax reform in India that replaced a plethora of 
cascading central and state taxes with a single, unified tax 
structure. In any indirect tax system, the identification of 
the taxable event (which is “supply” under GST) must be 
followed by two critical determinations: the rate of tax 
applicable and the precise measure on which this rate is to 
be applied. Under the GST regime, the “value of supply” 
is this fundamental concept that determines the ultimate 
tax liability of businesses.

It represents the exact price at which goods or services 
are transacted and serves as the undisputed statutory 
basis for calculating the GST payable to the government. 
Section 15 of the CGST Act lays down the primary 
rules for valuation, particularly addressing diverse and 
complex business transactions involving consideration 
in cash, in kind, or through related parties. For Final-
level students and tax professionals, a thorough, granular 
understanding of valuation principles is absolutely crucial 
for ensuring correct GST payment, avoiding severe penal 
consequences, and ensuring seamless input tax credit 
(ITC) utilization.

The Core Concept of Transaction Value [Section 15(1)]

The bedrock of valuation under the GST law is the 
concept of “Transaction Value.” The value of supply 
is clearly defined under Section 15(1) of the Central 
Goods and Services Tax Act, 2017 (CGST Act) as the 
price actually paid or payable for the supply of goods 
or services. However, this transaction value is accepted 
by the tax authorities only when two strict, concurrent 
conditions are met:

1.	 Unrelated Parties: The supplier and the recipient of 
the supply must not be related persons. If the parties 
are related (e.g., holding and subsidiary companies, 
or members of the same family), the transaction 
price might be artificially suppressed or inflated, 
necessitating the use of the specific GST Valuation 
Rules to determine the open market value.

2.	 Price is the Sole Consideration: The price must 
be the sole consideration for the supply. If the 
buyer provides any additional non-monetary 
consideration (for instance, supplying free materials 
to the manufacturer to be used in the final product), 
the transaction value mechanism fails, and special 
valuation rules apply.

When these two conditions are satisfied, the transaction 
value represents the agreed-upon price in an arm’s-length 
commercial transaction.

Statutory Inclusions in the Value of Supply [Section 
15(2)]

To prevent tax evasion through the artificial unbundling of 
prices, Section 15(2) strictly mandates that the following 
specific elements must be added to the transaction value 
if they are not already included:

•	 Taxes and Duties (Other than GST): It includes all 
taxes, duties, cesses, fees, and charges levied under 
any law for the time being in force (other than the 
CGST, SGST, UTGST, and IGST Acts) that are 
charged separately by the supplier. For example, 
Municipal Taxes or Entertainment Tax charged by 
the supplier must form part of the taxable value.

•	 Third-Party Payments made by Recipient: Any 
amount that the supplier is legally liable to pay in 
relation to the supply, but which has been incurred 
and paid directly by the recipient, must be added 
back to the value.

•	 Incidental Expenses: Any incidental expenses 
incurred by the supplier on behalf of the recipient, 
such as freight, packing, or commission, are also 
included if they are part of the transaction price and 
charged before or at the time of delivery.

•	 Interest, Late Fee, or Penalty: Any interest, late fee, 
or penalty charged by the supplier for the delayed 
payment of consideration is strictly includible in 
the value of supply. It is practically assumed that 
such penal additions are inclusive of GST, meaning 
a back-calculation must be performed to derive the 
taxable value.

•	 Non-Government Subsidies: Subsidies directly 
linked to the price of the supply are included in the 
value. However, there is a blanket exemption for 
subsidies provided by the Central Government and 
State Governments.

Statutory Exclusions from the Value of Supply 
[Section 15(3)]

Conversely, certain commercial realities dictate that the 
final price paid by the buyer is often lower than the listed 
price due to discounts. Section 15(3) allows the exclusion 
of specific components from the value of supply, provided 
strict documentary conditions are met:

•	 Pre-Supply or On-Supply Discounts: Any discount 
given before or at the time of the supply is excluded 
from the taxable value, provided such a discount is 
duly recorded directly in the tax invoice issued for 
that specific supply. Trade discounts and standard 
quantity discounts fall under this category.

•	 Post-Supply Discounts: Discounts given after the 
supply has been effected (such as year-end turnover 
discounts) are more complex. They can only be 



www.icmai.in 	 CMA Student E-Bulletin - February 2026	    93

VOL 11   I   NO. 02  

FI
N

AL

excluded from the value of supply if they satisfy 
three rigorous conditions:

1.	 The discount is established in terms of a prior 
agreement entered into at or before the time of such 
supply.

2.	 The discount is specifically linked to relevant 
invoices.

3.	 The input tax credit (ITC) attributable to the discount 
on the basis of the document issued by the supplier 
has been reversed by the recipient of the supply.

Additionally, the GST amount itself, along with any taxes 
and duties not charged separately by the supplier, are 
completely excluded from the base value calculation.

Special Cases: Valuation vs. Taxability (Section 8 vs. 
Section 15)

In certain specific scenarios involving bundled goods or 
services, the determination of the value of supply requires 
careful consideration and a strict legal differentiation 
between the rate of tax applicable and the base value of the 
transaction. Final-level students must clearly distinguish 
between the provisions of Section 8 (Taxability) and 
Section 15 (Valuation):

•	 Composite Supplies: Composite supplies involve 
a combination of two or more taxable goods and 
services that are naturally bundled and supplied in 
conjunction with each other in the ordinary course 
of business, one of which is a principal supply. 
As per Section 8, a composite supply is treated as 
a supply of the principal supply for the purpose of 
determining the applicable tax rate. However, the 
value of the composite supply is simply the total, 
combined transaction value (consideration) paid for 
the entire bundle under Section 15.

•	 Mixed Supplies: Mixed supplies involve a 
combination of two or more individual goods or 
services made together for a single price, where such 
bundle does not constitute a composite supply. As per 
Section 8, a mixed supply comprising two or more 
supplies shall be treated as a supply of that particular 
supply which attracts the highest rate of tax. Again, 
the value on which this highest rate is applied is the 
total transaction consideration paid for the bundle.

Furthermore, in cases involving Barter Transactions, 
where payment is made in kind, the transaction value 

fails, and the value of supply is determined strictly based 
on the open market value of the goods or services under 
the Valuation Rules. This ensures that the tax liability is 
based on the true commercial value of the transaction. 
Similarly, the value of supply for Works Contracts 
(which involve the supply of both goods and services) 
is determined based on the total consideration received 
for the entire contract, encompassing both the cost of 
materials and labor.

The Strategic Significance of the Value of Supply

The value of supply plays a foundational and pivotal role 
in the GST regime for several administrative and strategic 
reasons:

•	 Precise Tax Calculation: The value of supply is 
the absolute base on which GST is calculated. The 
final tax liability to be discharged in cash or credit 
is determined simply by multiplying the value of 
supply by the applicable GST rate.

•	 Input Tax Credit (ITC) Integrity: The ITC 
mechanism allows businesses to set off the GST 
paid on inward supplies against the GST payable on 
outward supplies. The quantum of ITC available to 
businesses is inextricably linked to the value of the 
supply of inputs.

•	 Compliance and GST Returns: Businesses are 
required to maintain highly accurate records of 
the value of supply for tax compliance, annual 
reconciliation, and departmental audits. The value of 
supply is a critical data element in the preparation 
and filing of monthly and annual GST returns, where 
businesses must accurately report the value of both 
taxable and exempt outward supplies.

Conclusion

The concept of the “value of supply” is vital under the 
GST law as it forms the indispensable statutory base 
for the levy and collection of the tax. Any errors in 
valuation, whether due to ignorance of inclusions or 
improper deduction of post-supply discounts, can lead 
to immediate short payment or overpayment of GST, 
triggering severe interest burdens and penalties. Hence, 
businesses and tax professionals must strictly adhere to 
the nuances of Section 15 and the related valuation rules, 
exercising immense caution especially in complex cases 
of barter, bundled supplies, or transactions executed with 
related persons.
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Performance Measurement
Performance measurement involves collecting, collating, 
analyzing, interpreting and reporting data that can be 
used to summarize and assess the way an activity or a 
process or a project is being implemented and carried 
out. Performance measurement is intended to generate 
information to improve a program, a process, an activity 
or a project with a focus on continuous improvement with 
reference to some acceptable benchmark, standards or 
yardsticks that are pre-determined or may be revised from 
time to time.

Implicit in performance measurement is the idea of 
performance management, in which data are actively 
used to review & revise an ongoing activity to improve 
efficiency or consequent results. Typically, performance 
management will include steps & process to  communicate 
data in actionable forms (such as dashboards or easily 
intelligible reports) to key personnel of an enterprise 
— from organization boards to senior management 
to frontline staff— to collectively analyze and make 
decisions based on this information.

To be most effective, performance measurement should 
be based on an underlying theory of change. A theory 
of change can be understood as a conceptual road map 
that outlines how a series of actions can bring about a 
desired outcome. For example, an out-of-school program 
that uses sports to improve academic outcomes might 
say that developing teamwork skills will lead to better 
self-discipline and confidence that will, in turn, improve 
young children’s classroom performance.

A theory of change is often articulated more formally 
in the form of a logic model, a graphic that shows how 
an activity or a process is intended to work and achieve 
results. A logic model depicts a path towards a goal. It 
will make clear what specific resources are needed to be 
in place, what activities need to be carried out, and what 
possible changes from the perspectives of short term, 
midterm and long-term horizon will ultimately lead to 
desired outcomes or may hinder the outcome planned or 
desired.

The approach used in performance measurement is 
the pre-post analysis, in which possible  outcomes are 
measured at the beginning and at the end of an activity 
or process. Differences between the “pre-activity” and 
“post-activity” results can be considered as a  partial 
evidence as to whether an activity is progressing towards 
better results as per pre-set standards or benchmark.

Performance Evaluation

Evaluation covers a variety of activities that provide 
evidence about what an activity or a project did and 
whether (or how well) it achieved its aims. While these 
evaluation methods, if applied well, can provide valuable 

information about a function or activity, not all of them 
measure the impact directly or provide generalized 
conclusions about whether an activity or a function or 
a process was effectively carried out. It is important to 
understand what questions a particular type of evaluation 
can answer. Further, evaluation methods should be 
viewed as complementary—using more than one method 
can give a more complete picture in a given circumstance.

The dividing line between performance measurement 
and evaluation, particularly formative evaluation, can be 
blurry, with some activities and goals common to both. 
But a few things generally distinguish evaluation from 
performance measurement.

Performance measurement is ongoing, while evaluation 
is discrete. Performance measurement is part of a 
continuous improvement process, in which data are 
collected, analyzed, and reported as close to real time 
as possible, giving the management immediate and 
actionable feedback on a program’s status. Evaluation, 
whether formative or summative, is not done 
continuously but rather during particular periods of an 
activity or process or during implementation thereof and 
over a specified timeframe. For example, a formative 
evaluation may be carried out during the first six months 
of a project’s planning and implementation, while a 
summative evaluation might be done during the fifth year 
of a project.

Performance measurement is responsive and adaptive; 
evaluation answers a predetermined set of questions. 
While performance measurement is intended to answer 
questions about a project’s execution. These questions 
are not fixed and can change as the project evolves. 
Performance measurement data themselves may suggest 
additional questions to be answered and new data to be 
collected. In contrast, an evaluation starts with a set of 
questions and then uses appropriate methods to answer 
those specific questions. 

While performance measurement exploits program and 
outcome data, which can also be used in evaluation, 
evaluation usually involves additional data collection and 
research methods. Performance measurement uses data 
that can be collected routinely during project operations, 
such as clients’ use of services, and assessment tools that 
measure outcomes. An evaluation will often expand on 
those data sources, however, by collecting additional data 
through surveys, direct observation, or other means.

Furthermore, evaluations frequently use qualitative 
methods, such as observations, interviews and focus 
groups, to gather information about client or staff 
experiences.

Performance measurement is mostly done by program 
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or project staff, whereas evaluation is typically carried 
out by people outside the program. While this is not a 
hard and fast rule, program or project staff are most 
closely engaged in collecting and examining performance 
measurement data, although performance measurement 
specialists or a team that assists in this work may be 
engaged. In contrast, program or project evaluations are 
often conducted by an outside evaluator. The evaluator 
might be a separate individual or an organization hired 
person, or it may be a distinct evaluation unit within the 
organization itself. The main reasons for using an outside 
evaluator are to get a more objective assessment than 
what might be provided by internal project staff or to 
access certain required skills and expertise not available 
within the organization.

Types of Evaluation-

■	 Formative evaluation

»	 Planning study

»	 Process study

■	 Summative evaluation

»	 Experimental study

»	 Comparison study

Evaluation results can be used to help organizations 
decide whether activities might be successfully scaled 
up progressively. The ability to draw this conclusion 
depends on an evaluation’s internal validity, that is, 
how accurately an evaluation measures a function’s or 
project’s impact on outcomes in a given case. In addition, 
evaluation results may help an organization decide 
whether to expand the activities to other locations or to 
different units. The strength of the results in answering 
this question depends upon the evaluation’s external 
validity, that is, the extent to which conclusions can be 
reliably generalized. For example, can a successful job 
training program in one unit be replicated in another unit 
of an organization when going for diversification? The 
theory of change/logic model can help organizations 
assess the external validity of an evaluation results for 
other similar activities, functions, processes or projects in 
different environments. 

Formative Evaluation

The purpose of formative evaluation is to learn how 
an activity is being designed or carried out, with the 
objective of providing information that can be used to 
improve implementation and desired results.  One type 
of formative evaluation, a planning study, takes place 
during the design or planning phase of an activity  to 
clarify activity-process and to make improvements at an 
early stage. Questions addressed by a planning study can 
include the following:

■	 What are the goals and objectives of the activity?

■	 Are the activity components appropriate for the 
identified goals and results?

■	 What impact is the activity expected to have on 
the overall organizational performance? Is there 
sufficient evidence to support this predicted impact?

■	 Are the available resources (staff, facilities, 
equipment, funding) adequate to accomplish the 
activity’s goals and objectives?

■	 Is the activity’s implementation timeline achievable?

In addition, a planning study can lay the groundwork 
for future formative and summative evaluations by 
developing realistic indicators and benchmarks. 

Formative evaluation can also be undertaken throughout 
project implementation phase or during an activity 
process, as an implementation or process study. A process 
study can be particularly important for a project or an 
activity that are still developing, so that changes during 
the implementation phase can be clearly documented. A 
process study  answers questions, such as the following, 
about the quality of implementation:

■	 What interventions were implemented?

■	 Did the results obtained as intended? If not, why not?

■	 Are the resources (staff, facilities, equipment, 
funding) sufficient to accomplish the goals and 
objectives?

■	 Did staff encounter problems in setting up or running 
the project or activity?  Are they able to respond to 
and address all challenges?

Data collected during process studies can also be 
invaluable for subsequent summative evaluations that 
assess performance vis a vis organizational impact. 

Formative evaluations typically use a variety of research 
methods to achieve their objectives.

Certainly, performance management data can be a valuable 
input to process studies. Evaluators may also want to 
collect additional data through surveys, direct observation 
of clients or staff, or other means, to supplement routine 
performance management data. Organizations will most 
likely analyze these data using descriptive methods, such 
as creating summary tables or charts, rather than the 
multivariate methods common in summative evaluations. 
Further, formative evaluations often employ qualitative 
research methods, such as interviews or focus groups 
with clients or staff, to gather more descriptive data on 
how well an activity or a function is meeting its goals and 
objectives.
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Summative Evaluation

While formative evaluations examine current projects / 
activities or operations and results or outcome, summative 
evaluations look retrospectively at what has been 
accomplished. The purpose of a summative evaluation 
is to learn how effectively an activity or a function has 
changed the conditions described in the theory of change/
logic model from its performance perspective, thus, 
relying largely on performance measurement information. 

A summative evaluation can help determine whether 
deployment of additional resources would be a good 
investment in a given situation. On the other hand, it would 
also decide that whether an activity or a function failing to 
show positive impact should be redesigned or phased out 
or postponed for a certain period. Summative evaluations 
may cover experimental studies or comparison studies 
depending on a given context in an organization.

Performance Improvement Tools –

Following are the important Tools in the context of 
Performance Improvement:

a)	 Balance Score Card

b)	 DuPont Analysis – Three Component &amp; Five 
Component Analysis

c)	 RONA ( Return on Net Assets ) Analysis

d)	 Bench marking and Bench Trending Process

e)	 Six Sigma and Lean Management Application

f)	 Statistical Quality Control ( SQC )

g)	 Management Information System ( in the context of 
Digital Environment )

h)	 Total Productive Maintenance ( TPM ) Process

i)	 Total Quality Management ( TQM ) Process

Conclusion

This brief provides a basic overview of performance 
measurement and evaluation. As discussed, any activity, 
process or function should be considered from the 
perspective of theory of change, perhaps accompanied by 
a logic model, and clearly defined outcomes that frame 
performance measurement and evaluation activities. At 
the earliest stages, the theory of change/logic model may 
be more theoretical and not validated through real- world 
experience and data. As staff build the capacity to collect 
performance measurement data and use it to check actual 
implementation against certain valid assumptions or 
standards and to review possible outcomes, the activities 
can be further refined through a process of continuous 
improvement. These performance measurement activities 
can be supplemented by periodic formative evaluations 
that will allow interim revisions and gain confidence that 
the process or activity is functioning as expected.

Laws & Compliance in Business Valuation

Business valuation refers to the process of determining 
the economic worth of a company or its assets. In India, 
valuation has gained increasing importance with the 
rise of startup investments, cross-border transactions, 
and regulatory scrutiny. Valuers must not only apply 
appropriate financial methodologies but also comply 
with various legal provisions set by statutes such as the 
Companies Act, Income Tax Act, FEMA regulations, IBB 
Code , SEBI regulations ,etc. and multiple guidelines 
issued by the professional bodies.

1. Companies Act, 2013

The Companies Act, 2013 is one of the most significant 
legislations governing business valuation in India. 
It mandates valuation in several corporate actions 
such as mergers, amalgamations, issue of shares, and 
restructuring.

Key Provisions:

• Section 247: This section introduces the concept of 
Registered Valuers. Only individuals or entities registered 
with the Insolvency and Bankruptcy Board of India 
(IBBI) can conduct valuations for specified purposes. 

•	 Valuation is required in cases of: 

o	 Issue of shares on a preferential basis 

o	 Buyback of shares 

o	 Corporate restructuring (mergers and demergers, 
etc) (Sections 230, 231 and 232 related to 
mergers & amalgamations)

Compliance Requirements:

•	 Appointment of a registered valuer 

•	 Ensuring independence and impartiality 

•	 Disclosure of valuation methods and assumptions in 
valuation reports 

2. Insolvency and Bankruptcy Code, 2016 (IBC)

The IBC plays a crucial role in valuation during insolvency 
proceedings. Accurate valuation is essential to determine 
liquidation value and fair value of assets.

Key Aspects:

•	  Registered valuers are appointed to determine: 

o	 Fair Value: Estimated realizable value under 
normal conditions 
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o	 Liquidation Value: Value, if assets are sold 
under distress 

Compliance Requirements:
•	 Valuers must follow IBBI Valuation Rules 
•	 Confidentiality of valuation reports 
•	 Use of internationally accepted valuation standards 
3. Income Tax Act, 1961
Valuation has direct implications for taxation, particularly 
in the context of share transfers and issue of shares.
Important Sections:
•	 Section 56(2)(viib): Taxes on excess premium 

received by closely held companies over fair market 
value (commonly known as “Angel Tax”) 

•	 Section 50CA: Governs valuation of unquoted shares 
for capital gains 

•	 Rule 11UA: Prescribes methods for determining fair 
market value (FMV) 

Compliance Requirements :
•	 Use of prescribed valuation methods (DCF or NAV) 
•	 Certification by a merchant banker or chartered 

accountant (depending on a given case) 
•	 Proper documentation to justify valuation 
4. Foreign Exchange Management Act (FEMA), 1999
FEMA regulations are critical in cross-border transactions 
involving foreign investors.
Governing Authority:
•	 Reserve Bank of India (RBI) 
Key Guidelines:
•	 Valuation must be done as per internationally 

accepted pricing methodology 
•	 Pricing guidelines apply to: 

o	 Issue of shares to non-residents 
o	 Transfer of shares between residents and non-

residents 
Compliance Requirements :
•	 Fair valuation on an arm’s length basis 
•	 Certification by a SEBI-registered merchant banker 

or a chartered accountant 
•	 Adherence to sectoral caps and pricing norms 
5. Securities and Exchange Board of India (SEBI) 
Regulations
SEBI governs valuation for listed companies and entities 
accessing capital markets.
Relevant Regulations:
•	 SEBI (Issue of Capital and Disclosure 

Requirements) Regulations (ICDR) 

•	 SEBI (Substantial Acquisition of Shares and 
Takeovers) Regulations (SAST) 

•	 SEBI (Delisting of Equity Shares) Regulations 

Valuation Scenarios:

•	 Initial Public Offerings (IPOs) 

•	 Open offers during acquisitions 

•	 Delisting of shares 

Compliance Requirements:

•	 Transparent pricing mechanisms 

•	 Disclosure of valuation basis in offer documents 

•	 Fairness opinions from independent experts 

6. Indian Accounting Standards (Ind AS)

Ind AS plays a significant role in valuation, especially for 
financial reporting.

Key Standards:

•	 Ind AS 113 – Fair Value Measurement 

•	 Ind AS 36 – Impairment of Assets 

•	 Ind AS 103 – Business Combinations 

Compliance Requirements :

•	 Use of fair value hierarchy (Level 1, 2, 3 inputs) 

•	 Regular impairment testing 

•	 Consistency in valuation techniques 

7. IBBI (Registered Valuers and Valuation) Rules, 2017

These rules establish the framework for the valuation 
profession in India.

Key Features:

•	 Registration of valuers under IBBI 

•	 Categorization into asset classes: 

o	 Land and building 

o	 Plant and machinery 

o	 Securities and financial assets 

Compliance Requirements :

•	 Adherence to a code of conduct 

•	 Continuous professional education 

•	 Maintenance of valuation records 

8. International Valuation Standards (IVS)

Although not mandatory in all cases, IVS is often 
followed for global consistency and for cross-border 
mergers & acquisitions

Importance:

•	 Used in cross-border transactions 
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•	 Enhances credibility with international investors 

Compliance Requirements :

•	 Adoption of globally accepted valuation approaches: 

o	 Market approach 

o	 Income approach 

o	 Cost approach 

9. Stamp Duty and State Laws

Valuation affects stamp duty payable on transfer of assets 
and shares.

Key Considerations:

•	 Stamp duty is levied based on transaction value or 
circle rate 

•	 States may have different rules 

Compliance Requirements :

•	 Proper valuation to avoid underreporting 

•	 Adherence to state-specific stamp laws 

10. Competition Act, 2002

Valuation is relevant in mergers and acquisitions that may 
affect market competition.

Governing Authority:

•	 Competition Commission of India (CCI) 

Compliance Requirements :

•	 Determining transaction thresholds 

•	 Filing combinations with CCI if thresholds are 
exceeded 

•	 Supporting valuation data in filings 

11. SARFAESI Act, 2002

The Securitization & Reconstruction of Financial Assets 
and Enforcement of Security Interest ( SARFAESI ) Act, 
2002 is a legislation that has been framed to address the 
problem of NPAs or bad assets thru a separate process and 
mechanisms. This enactment enabled banks and financial 
institutions to sell off their NPAs to asset reconstruction 
companies registered with RBI.

The objectives of the Act are: 

a)	 To regulate securitisation of financial assets

b)	 Enforcement of security interest and to provide for 
a central database of security interests created on 
property rights.  

Hence, in case of valuation of financial assets falling under 
the aforesaid category for the purpose of securitisation, 
the provisions of this Act have a bearing.

12. Sector-Specific Regulations
Certain industries have additional valuation requirements.

Examples:

•	 Banking and Financial services (RBI guidelines) 

•	 Insurance (IRDAI regulations) 

•	 Telecommunications (DoT guidelines) 

Compliance Requirements:

•	 Industry-specific valuation norms 

•	 Specific Regulatory approvals, where required 

13. Documentation and Reporting Standards

Regardless of the governing law, valuation reports must 
meet certain standards.

Key Elements:

•	 Purpose of valuation 

•	 Scope and limitations 

•	 Methodology used 

•	 Assumptions and disclaimers 

Compliance Requirements:

•	 Transparency and defensibility 

•	 Proper record-keeping 

•	 Ability to withstand regulatory scrutiny 

Challenges in Compliance

Business valuation in India faces several challenges:

•	 Frequent regulatory changes 

•	 Differences as to approach  between tax and 
regulatory valuation methods 

•	 Subjectivity in assumptions 

•	 Lack of standardized practices across sectors 

Valuers must exercise professional judgment while 
ensuring adherence to applicable laws.

Conclusion

Business valuation in India is deeply intertwined with 
legal and regulatory compliance. From the Companies 
Act to FEMA, Income Tax laws, and SEBI regulations, 
each framework serves a specific purpose in ensuring 
that valuations are fair, transparent, and reliable. The 
introduction of registered valuers and standardized rules 
has significantly improved the credibility of the valuation 
process but there are certain grey areas and overlap that 
needs to be addressed.

For businesses, investors, and professionals, 
understanding these legal requirements is essential not 
only for compliance but also for making informed financial 
decisions. As India continues to integrate with global 
markets, adherence to both national and international 
valuation standards will become increasingly important.
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Risk Management in Banking: Interest Rate Risk and Market Risk

Risk management is a fundamental function of modern 
banking. Banks operate by accepting deposits and 
extending loans, investing in financial instruments, and 
participating in domestic and international financial 
markets. In performing these functions, they are exposed 
to various financial risks, among which interest rate risk 
and market risk are particularly significant. These risks 
directly influence a bank’s profitability, capital adequacy, 
and long-term sustainability.
Interest rate movements and market price fluctuations can 
alter the value of a bank’s assets and liabilities, impact 
net interest income, and affect the economic value of 
equity. Consequently, managing these risks effectively is 
critical for maintaining financial stability. International 
regulatory standards developed by the Basel Committee 
on Banking Supervision provide guidance to banks on 
measuring and controlling these exposures. In India, 
supervisory oversight is exercised by the Reserve Bank 
of India, which prescribes prudential norms and risk 
management frameworks for banks.
a) Concept of Interest Rate Risk: Interest rate risk refers 
to the possibility that changes in market interest rates will 
adversely affect a bank’s earnings or economic value. 
Since banks borrow funds (mainly deposits) and lend 
money (through loans and investments), their profitability 
largely depends on the spread between interest earned and 
interest paid. Any fluctuation in interest rates can disturb 
this balance.
Interest rate risk arises because assets and liabilities 
often reprice at different times or at different rates. For 
example, a bank may have long-term fixed-rate loans 
funded by short-term deposits that reprice frequently. 
If market interest rates rise, the bank may have to pay 
higher interest on deposits while earning the same fixed 
return on loans, thereby reducing its net interest income.

Interest rate risk is inherent in traditional banking activities 
and is closely linked to asset-liability management 
(ALM). Effective management of this risk ensures stable 
earnings and protects the bank’s capital base.
b) Types of Interest Rate Risk:  Interest rate risk manifests 
in several forms, each affecting banks in different ways.

Repricing Risk arises from timing differences in the 
maturity or repricing of assets and liabilities. Mismatches 
between interest-sensitive assets and liabilities expose 
banks to fluctuations in income when rates change.

Basis Risk occurs when interest rates on different 
financial instruments do not move in perfect correlation. 
For instance, the interest rate on deposits may change 
differently from the rate on loans linked to a benchmark.

Yield Curve Risk arises from changes in the slope or 
shape of the yield curve. If short-term and long-term 

interest rates move differently, the value of fixed-income 
securities may be affected.

Embedded Option Risk stems from options embedded 
in banking products, such as loan prepayment options 
or deposit withdrawal rights. When interest rates fall, 
borrowers may refinance loans, affecting the bank’s 
expected income.

c) Measurement of Interest Rate Risk: Banks use both 
traditional and advanced techniques to measure interest 
rate risk. One common method is Gap Analysis, which 
assesses the difference between interest-sensitive assets 
and liabilities within specific time intervals. A positive 
or negative gap indicates potential exposure to rising or 
falling interest rates.

Another widely used technique is Duration Analysis, 
which measures the sensitivity of the economic value of 
assets and liabilities to changes in interest rates. Duration 
helps estimate how much the value of a bank’s portfolio 
will change when rates fluctuate.

More sophisticated banks employ simulation models and 
stress testing to assess potential impacts under various 
interest rate scenarios. These models project changes in 
net interest income and economic value under normal and 
extreme conditions.

d) Management of Interest Rate Risk: Effective 
management of interest rate risk involves several 
strategies. Banks attempt to align the maturity profiles of 
assets and liabilities through asset-liability management 
techniques. The Asset-Liability Committee (ALCO) 
plays a key role in monitoring interest rate exposures and 
deciding on appropriate corrective measures.

Banks may also use financial derivatives such as interest 
rate swaps, futures, and options to hedge against adverse 
rate movements. By entering into hedging contracts, banks 
can stabilize their earnings even when market rates fluctuate.

Diversification of investment portfolios and adjustment 
of lending policies are additional tools for mitigating risk. 
Regular monitoring and internal reporting ensure that 
deviations from risk appetite are promptly addressed.

e) Concept of Market Risk: Market risk refers to the 
possibility of losses arising from adverse movements in 
market prices, including interest rates, foreign exchange 
rates, equity prices, and commodity prices. While interest 
rate risk is a component of market risk, market risk 
encompasses a broader range of exposures, particularly 
those related to trading activities.

Banks engaged in treasury operations, foreign exchange 
transactions, and securities trading are especially 
vulnerable to market risk. Changes in market conditions 



102    CMA Student E-Bulletin - February 2026				     www.icmai.in

VOL 11   I   NO. 02
FI

N
AL

can lead to significant fluctuations in the value of trading 
portfolios and investment holdings.
Market risk became a major concern after financial crises 
revealed how rapid market movements could destabilize 
banks. Regulatory bodies, including the Basel Committee, 
introduced capital requirements specifically for market 
risk exposures.
f) Components of Market Risk: Market risk in banking 
can be categorized into several components.
Interest Rate Risk in the Trading Book affects 
securities held for trading purposes. Changes in market 
yields directly influence the value of bonds and other 
fixed-income instruments.
Foreign Exchange Risk arises when banks hold assets or 
liabilities denominated in foreign currencies. Exchange 
rate fluctuations can lead to gains or losses.
Equity Price Risk affects banks that invest in shares or 
equity-linked instruments. Declines in stock markets can 
reduce portfolio values.
Commodity Price Risk may arise in banks dealing with 
commodity derivatives or financing commodity-related 
businesses.
g) Measurement of Market Risk: One of the most widely 
used methods for measuring market risk is Value at Risk 
(VaR). VaR estimates the maximum expected loss over a 
specified time period at a given confidence level. For example, 
a one-day VaR at 99% confidence indicates the maximum loss 
likely to occur under normal market conditions.
In addition to VaR, banks conduct stress testing and 
scenario analysis to assess potential losses under 
extreme market events. These techniques simulate 
adverse economic conditions, such as sudden interest rate 
spikes or currency devaluations.
Sensitivity Analysis, which measures the impact of small 
changes in market variables, is also commonly used.
h) Management of Market Risk: Managing market risk 
involves setting exposure limits, diversifying portfolios, 
and implementing hedging strategies. Banks establish 
trading limits for dealers and monitor positions daily to 
prevent excessive risk-taking.
Hedging instruments such as derivatives help offset 
potential losses. For instance, foreign exchange forwards 
and options can reduce currency risk.
Robust internal controls, independent risk monitoring 
units, and periodic reporting to senior management 
strengthen oversight. The separation of front-office 
(trading), middle-office (risk management), and back-
office (settlement) functions reduces operational 
vulnerabilities.
i) Regulatory Framework and Capital Adequacy: 

Regulators worldwide require banks to maintain capital 
proportional to their risk exposures. Under international 
standards such as Basel III, banks must calculate capital 
charges for both interest rate risk and market risk.
The Basel Committee on Banking Supervision provides 
guidelines for standardized and internal model approaches 
to measuring market risk. These frameworks ensure 
consistency and comparability across institutions.
In India, the Reserve Bank of India monitors compliance with 
capital adequacy norms and conducts supervisory reviews to 
assess the effectiveness of risk management systems.
j) Integration of Interest Rate and Market Risk 
Management: Although interest rate risk and market 
risk are often discussed separately, they are closely 
interconnected. Changes in interest rates influence bond 
prices, foreign exchange markets, and equity valuations. 
Therefore, banks increasingly adopt integrated risk 
management frameworks that consider the combined 
impact of various market factors.
Enterprise Risk Management (ERM) approaches allow banks 
to view risk holistically rather than in isolated silos. Integrated 
reporting, centralized data systems, and coordinated 
governance structures improve decision-making.

k) Emerging Challenges and Technological Innovations: 
The financial environment is constantly evolving. Rapid 
technological changes, geopolitical uncertainties, and 
global economic shifts create new market dynamics. 
Digital trading platforms and algorithmic trading have 
increased market speed and complexity.
Advanced analytics, artificial intelligence, and real-
time monitoring systems are enhancing risk assessment 
capabilities. Banks are investing heavily in technology to 
improve forecasting accuracy and detect anomalies early.
Climate-related financial risks are also gaining attention, 
as environmental changes influence interest rates, asset 
valuations, and investment decisions.

To Sum Up:
Interest rate risk and market risk are central concerns 
in modern banking. Since banks operate in dynamic 
financial markets, fluctuations in interest rates and asset 
prices can significantly impact earnings and capital. 
Managing these risks requires a combination of sound 
governance, robust measurement tools, strategic hedging, 
and regulatory compliance.

Through asset-liability management, hedging strategies, 
stress testing, and adherence to international standards, 
banks can minimize vulnerabilities and maintain financial 
resilience. Regulatory guidance from institutions such as 
the Basel Committee and oversight by national authorities 
like the Reserve Bank of India further strengthen risk 
management practices.
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Risk Management in Insurance: Introduction to Insurance Business
Insurance plays a vital role in modern economic systems 
by providing financial protection against unexpected 
losses. Individuals, families, businesses, and governments 
face numerous uncertainties such as accidents, illness, 
natural disasters, property damage, and death. Insurance 
acts as a financial safety mechanism that helps manage 
these uncertainties by transferring risk from the insured 
to the insurer. Because the core purpose of insurance is to 
deal with uncertainty, risk management is at the heart of 
the insurance business.
The insurance sector is also essential for economic growth. 
By reducing financial uncertainty, insurance encourages 
investment, entrepreneurship, and long-term planning. In 
India, the development and regulation of the insurance 
industry are supervised by the Insurance Regulatory 
and Development Authority of India, which ensures that 
insurers operate in a financially sound and transparent 
manner while protecting policyholders’ interests.
a) Meaning and Concept of Insurance: Insurance is a 
contractual arrangement in which one party, known as the 
insurer, agrees to compensate another party, known as the 
insured, for financial losses arising from specified events. 
In return, the insured pays a premium at regular intervals 
or as a lump sum. Through this arrangement, the financial 
burden of risk is transferred from the individual to the 
insurance company.
The concept of insurance is based on the principle of risk 
sharing. Instead of one individual bearing the full impact 
of a loss, many individuals contribute small amounts of 
money to create a common fund. When a loss occurs, 
compensation is paid from this collective pool. This 
system allows individuals to manage financial uncertainty 
in a practical and organized manner.
Insurance also operates on several fundamental principles. 
These include utmost good faith, insurable interest, 
indemnity, contribution, and subrogation. Together, 
these principles establish fairness, transparency, and 
accountability in insurance transactions. 
b) Evolution and Importance of Insurance: The 
concept of insurance has existed in various forms for 
centuries. Early traders used risk-sharing arrangements to 
protect themselves against losses during sea voyages and 
trade expeditions. Over time, insurance evolved into a 
structured financial industry with specialized companies 
offering a wide range of products.
Today, insurance has become an integral part of economic 
development. It protects households against financial 
hardship, supports business continuity, and contributes to 
national financial stability. Life insurance provides financial 
security to families in the event of death, while general 
insurance covers property, vehicles, health, and liabilities.
Insurance companies also play an important role as 

institutional investors. The premiums they collect are 
invested in government securities, corporate bonds, 
infrastructure projects, and other financial instruments. 
These investments contribute to economic growth and 
capital formation.
c) Nature of Risk in Insurance: Risk is the central concept 
underlying insurance. In simple terms, risk refers to the 
possibility of loss or uncertainty about future outcomes. 
Insurance companies assume risks from policyholders in 
exchange for premiums and manage these risks through 
scientific assessment and financial planning.
However, insurers themselves face several types of risks. 
If claims exceed expectations, investments decline in 
value, or operational failures occur, the financial stability 
of the insurer may be threatened. Therefore, insurance 
companies must carefully manage both the risks they 
accept from policyholders and the risks arising from their 
own operations.
d) Objectives of Risk Management in Insurance: 
Risk management in the insurance sector serves multiple 
objectives that ensure both organizational stability and 
customer protection.
One key objective is maintaining solvency and financial 
strength. Insurance companies must ensure that they 
have adequate funds to meet claims obligations even 
during catastrophic events.
Another objective is protection of policyholders’ 
interests. Customers purchase insurance with the 
expectation that compensation will be available when 
needed. Sound risk management ensures timely and fair 
settlement of claims.
Risk management also supports sustainable profitability. 
Insurers must balance premium income with claims costs, 
administrative expenses, and investment returns.
Compliance with regulatory requirements is another 
important goal. Regulators impose strict guidelines 
regarding capital adequacy, solvency margins, and risk 
exposure to ensure stability in the insurance sector.
Finally, risk management contributes to strategic 
decision-making, enabling insurers to design appropriate 
products and expand their business responsibly.
e) Types of Insurance Business: The insurance industry 
is broadly divided into two main categories: life insurance 
and general insurance.
Life Insurance provides financial protection against 
risks related to human life, such as death, disability, and 
retirement needs. Policies may include term insurance, 
whole life policies, endowment plans, and pension 
schemes. Life insurance often combines risk protection 
with savings and investment elements.
General Insurance, also known as non-life insurance, 
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covers risks related to property, health, travel, and liability. 
Examples include motor insurance, fire insurance, marine 
insurance, health insurance, and crop insurance.
f) Types of Risks Faced by Insurance Companies: 
Insurance companies encounter various forms of risk that 
must be carefully managed.
Underwriting Risk arises when insurers incorrectly 
estimate the probability or size of claims. If premiums 
are set too low or risks are poorly assessed, the insurer 
may incur significant losses.
Market Risk results from fluctuations in interest rates, 
equity markets, and other financial variables affecting the 
insurer’s investment portfolio.
Credit Risk occurs when reinsurers, brokers, or other 
financial counterparties fail to meet their obligations.
Operational Risk includes failures in internal processes, 
fraud, system breakdowns, or human error.
Liquidity Risk arises when an insurer cannot quickly 
access funds to meet claims or operational expenses.
Catastrophic Risk refers to extremely large losses 
caused by events such as earthquakes, floods, pandemics, 
or hurricanes.
g) Risk Management Process in Insurance: The risk 
management process in insurance typically involves 
several systematic stages.
The first stage is risk identification, where insurers 
determine potential exposures from policyholders, 
investments, and operational activities.
The second stage is risk assessment, which involves 
estimating the likelihood and financial impact of potential 
losses. Actuarial models, historical data, and statistical 
methods are commonly used.
The third stage is risk control, where insurers adopt 
measures to reduce exposure. This may include careful 
underwriting, diversification of policies, and safety 
incentives for customers.
The fourth stage is risk financing, which ensures that 
funds are available to cover claims. Insurers maintain 
reserves, capital buffers, and reinsurance arrangements 
for this purpose.
The final stage is risk monitoring and review, ensuring 
that risk exposures remain within acceptable limits and 
that corrective actions are taken when necessary.
h) Role of Underwriting in Risk Management: 
Underwriting is one of the most critical functions in 
the insurance business. It involves evaluating the risk 
associated with insuring a particular individual or asset. 
Underwriters analyse various factors such as health status, 
occupation, location, and past claim history to determine 
the level of risk.
Based on this analysis, insurers decide whether to accept 
the proposal, set premium levels, impose conditions, or 

reject coverage. Proper underwriting ensures fairness, 
financial stability, and balanced risk exposure.
i) Role of Reinsurance in Risk Management: 
Reinsurance is an important mechanism used by insurance 
companies to reduce risk exposure. Through reinsurance 
agreements, insurers transfer a portion of their risk to 
other insurance companies known as reinsurers.
This process allows insurers to handle large policies, 
stabilize financial performance, and protect themselves 
against catastrophic losses. Reinsurance spreads risk across 
multiple institutions and international markets, thereby 
strengthening the resilience of the insurance system.
j) Regulatory Framework in Insurance: Insurance is 
a highly regulated industry because it deals with public 
funds and long-term financial commitments. Regulatory 
authorities establish rules to ensure transparency, 
solvency, and fairness.
In India, the Insurance Regulatory and Development 
Authority of India supervises insurance companies, 
approves products, monitors solvency margins, and 
ensures protection of policyholders.
Regulations typically require insurers to maintain 
adequate capital reserves, adopt prudent investment 
policies, and conduct regular audits. Such measures 
enhance public confidence in the insurance industry.
k) Emerging Trends in Insurance Risk Management: The 
insurance sector is undergoing rapid transformation due to 
technological advancements and changing risk landscapes.
Artificial intelligence and big data analytics are improving 
underwriting, fraud detection, and claims management. 
Insurers can now analyse large volumes of information to 
identify patterns and predict risks more accurately.
Climate change has become a major concern, as extreme 
weather events increase the frequency and severity of 
claims. Insurers are developing new models to assess 
environmental risks.
Cyber insurance is also growing in importance as 
businesses face increasing threats from cyberattacks and 
data breaches.
To Sum Up:
Risk management is the foundation of the insurance 
business. Insurance companies exist to assume and 
manage risks on behalf of individuals and organizations, 
providing financial protection against uncertainty. To 
fulfil this role effectively, insurers must adopt systematic 
approaches to identify, evaluate, and control risks.
Through sound underwriting, prudent investment 
practices, reinsurance arrangements, and regulatory 
compliance, insurance companies can maintain financial 
stability while meeting their obligations to policyholders. 
As the global risk environment continues to evolve, 
insurers must adapt their strategies, embrace technological 
innovations, and strengthen governance frameworks.
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Using Data Analytics to Advantage

Data analytics  is  the systematic process of collecting, cleaning, transforming, and modeling raw data to discover 
meaningful patterns, draw conclusions, and support informed decision-making. It acts as a bridge that turns unorganized 
information into «actionable intelligence,» helping organizations understand past behavior and predict future outcomes.

Data analytics empowers entrepreneurs to make informed decisions, minimize risks, and drive growth by transforming 
raw information into actionable insights. It enables optimized operations, targeted marketing, and improved customer 
understanding. Key benefits include identifying market trends, managing uncertainty, and enhancing competitiveness.

Source: https://nextgeninvent.com/blogs/data-analytics-in-business-driving-growth/

Why Data Analytics is important in business?

Data analytics in business is an indispensable tool for 
transforming this raw data into meaningful insights. By 
leveraging advanced analytical techniques, businesses 
can optimize operations, enhance profitability, and make 
well-informed decisions. 
1. 	 Improve Operational Efficiency: Business analytics 

plays a crucial role in streamlining operations, 
reducing costs, and improving service delivery. By 
looking at the business and analytics data, companies 
can identify bottlenecks, inefficiencies, and areas 
for improvement.  For example, a manufacturing 
company can use analytics to pinpoint delays in the 
production line, enabling it to optimize workflows 
and reduce downtime. By identifying the specific 
stages where delays occur, managers can implement 
targeted interventions, such as adjusting machine 
maintenance schedules or reallocating labor 
resources. 

2. Optimize Profit: Business analytics can help 
companies develop strategies that directly contribute 

to profitability. By analyzing pricing strategies, 
reducing costs, and optimizing business processes, 
analytics helps businesses make informed decisions 
that maximize profit margins.  An e-commerce 
platform can use data analytics to adjust prices based 
on real-time market demand, increasing sales while 
maintaining competitive pricing. 

3. Make Informed Decisions: Business analytics 
empowers leaders with data-driven insights, 
enabling them to make better strategic decisions. By 
leveraging comprehensive data analysis, executives 
can understand market trends, customer behavior, 
and operational performance. A tech company, for 
example, might analyze user data to decide which 
new features to develop for their software, ensuring 
alignment with customer needs and preferences. 

4. 	 Identify New Opportunities: Analytics can uncover 
new market opportunities and suggest areas for 
expansion. By analyzing market trends and customer 
data, businesses can identify untapped segments, 
emerging markets, and potential areas for growth. By 
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continuously monitoring market conditions and 
consumer preferences, businesses can adapt their 
strategies to capture new growth areas effectively. 

5.	 Spearhead Growth: Business analytics drives 
business growth by identifying trends and forecasting 
future growth areas. With accurate predictions 
and insights, companies can develop strategies to 
scale effectively.  By leveraging predictive models, 
businesses can anticipate future market conditions 
and position themselves strategically for sustained 
growth. 

6.	 Evaluate and Measure Performance: Analytics 
tools are essential for measuring the performance 
of various business initiatives and operations. By 
continuously monitoring key performance indicators 
(KPIs), businesses can ensure that objectives are met 
and identify areas for improvement. For example, a 
digital marketing agency can track the performance 
of its campaigns in real-time, making adjustments to 
maximize ROI

7.	 Leverage Patterns and Trends: Business analytics 
helps detect patterns and trends within big data, 
enabling organizations to anticipate market changes 
and adapt quickly. By understanding company 
analytics, businesses can make proactive adjustments 
to their strategies. For instance, a financial services 
firm might use trend analysis to anticipate shifts 
in the stock market, allowing them to adjust their 
investment strategies accordingly. 

8.	 Greater Insights into Customer Behavior and Habits: 
Analytics tools analyze customer data to improve 
marketing strategies, enhance customer engagement, 
and tailor products and services to better meet 
customer needs. By understanding customer behavior 
and habits, businesses can create more personalized 
experiences.   For example, a streaming service 
might analyze viewing habits to recommend content 
that aligns with individual preferences, increasing 
customer satisfaction and retention. 

9.	 Enhance Risk Management: Business analytics 
is also crucial in enhancing risk management. By 
analyzing historical data and identifying patterns, 
businesses can predict potential risks and develop 
strategies to mitigate them.  A financial institution 
can use analytics to detect fraudulent activities by 
identifying unusual transaction patterns. 

Steps of Data Analytics Process

1.	 Define the Business Problem: Identify specific, 
measurable goals (e.g., “Why did customer churn 
rise by 15%?” instead of “How to improve sales”). 
Engage stakeholders to align the analysis with 
organizational priorities and KPIs.

2.	 Identify and Collect Relevant Data: Gather 
information from internal sources (CRM, ERP, sales 
records) and external sources (social media, public 
APIs, market research). Ensure data aligns directly 
with the defined objective to avoid “data overload”.

3.	 Clean and Prepare the Data: Remove duplicates, 
handle missing values, and correct formatting 
inconsistencies to ensure reliability. This is often the 
most time-consuming phase, sometimes accounting 
for up to 80% of an analyst’s time.

4.	 Explore and Analyze the Data: Use Exploratory Data 
Analysis (EDA) to identify trends, correlations, and 
outliers using tools like  Python  or  SQL. Apply the 
appropriate analytical type such as: 

o	 Descriptive: What happened?

o	 Diagnostic: Why did it happen?

o	 Predictive: What will likely happen?

o	 Prescriptive: What should we do about it?

5.	 Interpret and Visualize Results: Translate complex 
statistical findings into clear narratives. Use 
visualization tools like Tableau or Microsoft Power 
BI  to create interactive dashboards that reveal 
patterns at a glance.

6.	 Implement Decisions: Establish a viable plan of 
action based on insights to meet business goals. 
Communicate findings to non-technical stakeholders 
to ensure organizational buy-in.

7.	 Monitor, Validate, and Iterate: Track the impact of 
decisions against original KPIs and performance 
benchmarks. Refine models and processes as new 
data arrives or market conditions shift.

Leveraging Data Analytics to Identify Market Trends and 
Opportunities

1.	 Identifying Market trends: In today’s data-driven 
world, entrepreneurs have a distinct advantage 
when it comes to understanding  market trends and 
uncovering new opportunities. By leveraging the 
power of data analytics, entrepreneurs can gain 
valuable insights into consumer behavior, industry 
trends, and competitive landscapes. 

2.	 Analyzing Consumer behavior:  One of the 
primary  benefits of data analytics  is the ability 
to analyze consumer behavior. By collecting and 
analyzing data from various sources such as website 
analytics, social media platforms, and customer 
surveys, entrepreneurs can gain a deep understanding 
of their target market. 

3.	 Tracking Industry Trends: Data analytics can also 
help entrepreneurs  stay ahead of industry trends. 
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By monitoring and analyzing data from industry reports, market research studies, and news articles, entrepreneurs 
can identify emerging trends and adapt their business strategies accordingly.

4.	 Competitive Analysis: In addition to understanding consumer behavior and industry  trends, data analytics can 
provide entrepreneurs with valuable insights into their competitors. By analyzing data on competitors’ pricing 
strategies, marketing campaigns, and customer reviews, entrepreneurs can identify gaps in the market and uncover 
opportunities for differentiation. 

5.	 Predictive Analytics: One of the most powerful aspects of data analytics is its ability to predict future trends and 
opportunities. By using predictive analytics models, entrepreneurs can analyze historical data to identify patterns 
and make informed predictions about future market behavior. 

[Source: https://fastercapital.com/content/Data-Analytics-for-Entrepreneurs--Unleashing-the-Power-of-Information.html]

Data analytics techniques and decision making 

Data analytics techniques empower decision-makers to move from intuition to evidence-based strategy. By applying 
specific statistical and computational methods, businesses can mitigate risk, optimize operations, and identify new 
revenue streams. 

1.	 Descriptive Analytics (“What happened?”): This technique summarizes historical data to identify past trends 
and current status. It helps for preparation of data aggregation, summary statistics (mean, median), and  Data 
Visualization (dashboards, bar charts). It tracks KPIs and identifies successes or failures in past campaigns.

2.	 Diagnostic Analytics (“Why did it happen?”): It uncovers the root causes of specific outcomes or anomalies. It uses 
Root Cause Analysis, drill-down analysis, and correlation tests. It helps managers understand why customer churn 
increased or why a product launch failed.

3.	 Predictive Analytics (“What might happen?”): It uses historical patterns to forecast future trends and probabilities. 
Statistical techniques such as Regression Analysis, time-series forecasting, and machine learning models are 
applied. It informs inventory planning, demand forecasting, and risk assessment (e.g., credit scoring).

4.	 Prescriptive Analytics (“What should we do?”): It recommends specific actions to achieve an optimal 
outcome. Optimization Algorithms, simulation models (e.g., Monte Carlo Simulation), and A/B testing are used to 
analyse data. It directly suggests pricing strategies, logistics routes, or resource allocations. 



www.icmai.in 	 CMA Student E-Bulletin - February 2026	    109

VOL 11   I   NO. 02  

FI
N

AL

Invitation to Contribute Articles for  
CMA Student E-Bulletin - Showcasing Your Expertise!

Dear CMA Student,

W
e are excited to extend an invitation to you to contribute an article for the 
CMA Student E-Bulletin, our esteemed monthly e-journal exclusively crafted 
for CMA students. This platform, managed by the Directorate of Studies 

at ICMAI, aims to provide a space for your insights, experiences and knowledge-
sharing within the CMA community.

Submission Guidelines:

	~ Article Length: Please prepare articles ranging between 1200 to 1500 words.

	~ Topic: The articles can cover a wide spectrum of subjects, including but not 
limited to advancements in finance, industry insights, case studies, personal 
experiences and emerging trends in the field.

	~ Originality: We encourage you to share your unique perspectives and 
experiences. Ensure that your submission has not been published elsewhere.

Submission Deadline: We kindly request you to submit your article by 20th of the 
previous month of publication. This will allow us ample time to review and prepare 
the upcoming issues of the CMA Student E-Bulletin.

Submission Process: Please send your article to studies.ebulletin@icmai.in with 
the subject line “CMA Student E-Bulletin Submission - [Your Name, Registration 
No.]”. Include a brief author bio and a high-resolution photograph to be featured 
alongside your article.

Recognition and Rewards: Selected articles will be featured prominently in the 
CMA Student E-Bulletin, providing you with a valuable platform to showcase your 
expertise. Additionally, authors of published articles will be acknowledged and the 
top contributors may be eligible for special recognition and rewards.

We believe that your unique insights and experiences will contribute significantly 
to the enrichment of the CMA Student E-Bulletin. Your participation will not only 
enhance your visibility within the CMA community but also foster a culture of 
knowledge-sharing and collaboration.

Best Regards,

Team DoS

The Institute of Cost Accountants of India

E-mail – studies.ebulletin@icmai.in
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Headquarters

CMA Bhawan, 3, Institutional Area, Lodhi Road, New Delhi - 110003

Ph: 011-24622156

Kolkata Ofce

CMA Bhawan, 12, Sudder Street, Kolkata - 700016

Ph: 033-40364743/40364735

studies@icmai.in

Behind every successful business decision, there is always a CMA

www.icmai.in


