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Message from the Chief Editor

Dear Friends

Wishing you all a very Happy New Year, 2018

It has been one year since I was given the privilege to serve as the Chief Editor of the Indian
Journal of Accounting (IJA), an official publication of Indian Accounting Association (IAA). I am
grateful to the Indian Accounting Association (IAA) for giving me this opportunity to shape the
premiere publication forum in my field. The journal provides a forum for new advances in the
field of accounting research and practices that spans a wide swath of topics. Over the past
some years, the journal has not undergone major change. However, regular and timely
publication is continuously being ensured, which is important for its continuing growth.

Now, we need to respond, as professionals, and to position our response appropriately. We will
need to improve results from within and challenge the detractors from outside, to provide a
positive response, meaningful dialogue, and self-reflection. The Journal will help to serve as the
voice of our profession and provide a forum for open debate. Our main objective will be to
strengthen the boundaries of the journal, the reviewer database, and to motivate potential
authors from all over the country and from abroad as well, to contribute for the journal. In parallel,
we all should join hands in preventing plagiarism, duplicate articles and unreliable research.

We have taken an initiative in the direction of including the journal in the list of approved
journals by the UGC, and it has been included at Serial No. 43333. We hope to be able to
bring about gradual changes in the near future for a successful indexation and more
importantly, for further progress of the journal. I invite the authors to submit original and first-
hand articles, which will help to achieve our goal of obtaining higher Global Impact Factor for
the journal to maintain the relevance of the quality in a highly competitive field.

Finally, I would like to thank Prof. (Dr.) Karamjeet Singh, President IAA and his team, past
presidents, past secretaries, the editorial and advisory board, reviewers, technical team,
authors and well wishers, who are promoting this journal. I would also like to express my
gratitude to those who have supported me during the last seven months and to those who are
going to be with me in the journey of the journal for a higher level. With these words, I
conclude and promise that the standards will be maintained eventually.

Thanking you.

Prof. (Dr.) SS Modi
Chief Editor
Indian Journal of Accounting
A Journal of Indian Accounting Association
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President€s Message

Dear Friends,

Greetings!

I'd first like to wish you all a Happy New Year 2018.

As a president of the Indian Accounting Association (IAA), it is a matter of great pride for me
to present before the accounting professionals, teachers and accountants Vol. XLIX (2) of the
€Indian Journal of Accounting•. This journal is UGC-approved and I must congratulate the
Chief Editor of the Journal, Prof. (Dr.) S. S. Modi for keeping up the tradition of his
predecessors for its timely publication with good research articles after getting it reviewed
from the experts in the area of accounting.

Indian Journal of Accounting, a biannual research journal, is an official publication of IAA to
promote research in accounting education. Inaugurated on February 14, 1970, IAA is proud to
have a network of 50 branches in India with more than 5500 life members. The vision of IAA is
to shape the future of accounting through teaching & research and developing thought leaders
in accounting. Our endeavor is to create an environment, which could provide us an
opportunity to refine teaching strategies/materials and perfect the craft of teaching accounting.
We need to integrate cutting-edge technology practices into existing accounting courses and
focus on critical thinking skills.  Contemporary issues like big data analytics, emergence of
bitcoin currency, relevance of statutory cost audit, focus on learning outcomes, ethics in
classroom and profession, behavioral aspects of accounting etc need to be addressed.

In academics, research and publication have a special place. It is presumed that research
enriches teaching and learning process and contributes to the body of knowledge, which
results into the enhanced prestige of the publication. Any Journal will be assessed and
evaluated on the basis of research output. Over a period of time, editorial team of our journal
has worked hard and selected good research articles for publication. After completing almost
49 years of its publication, we are fully conscious to make efforts to enhance quality in terms of
research output devoid of plagiarism, duplicate articles and unreliable research.

I am sure that under the stewardship Prof. (Dr.) S.S.Modi, Chief Editor, this Journal will meet
the contemporary requirements and his team will work to produce requisite research output.

Best regards,

Prof. Karamjeet Singh
President, IAA
Director, UGC-Human Resource Development Centre
Panjab University, Chandigarh.
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ABSTRACT

1980€s have witnessed a growing awareness of environmental and ecological degradation all over
the world in general and India in particular. Industry has been generally considered arch-polluter on a
massive scale compared to transport / garbage / sewage / human and animal wastes. Realizing this a
few companies here and there which are environmentally conscious have started making half hearted
attempts to communicate with the society at large about their concern for effective environmental
management system. The fund strapped companies in the country are slow to respond to the
environmental issues. The main objective of the study was to know the environmental concern of 231
companies selected in India on random sampling basis which have been identified by central pollution
control board as polluting industries. The study has revealed that annual report published by the
companies has been the main medium of communication of environmental concern. The Environmental
concerns are reported in a descriptive way and sample companies do not provided any concrete
quantitative information in most of the cases. The suggestion based on our findings will have long term
policy implication and make annual reports provide more meaningful information to users on
environmental concerns.

KEYWORDS: Environmental & Ecological Degradation, Arch-polluter, Corporate Strategy, Socialism.

_______________

Introduction

The last decade of 20th century has brought in its wake several issues namely, political, social,
economical, environmental etc. among which environmental issues have come to occupy an important
place. Corporate organizations which simultaneously generate wealth and environmental degradation
have started feeling that they require a benign and simple physical environment in which to be able to
sustain their future activities. Thus, the environmental agenda is no longer one of ethical or social
sentiment, but it is now at the heart of corporate strategy. Without, a secure base of environmental
resources, no business anywhere on this planet is safe from legal, political or financial pressures. The
environmental challenge provides a much more formidable and permanent target for business than
socialism or communism ever did, because a healthy environment is necessary prerequisite for a healthy
business. Pollution control and cleaner environment have become the catch words of the day, yet many
industries still resist investing in environmental protection deeming it a liability which would not bring in
any profits. But, with the changing times followed by consumerism, environmental awareness, and shift
from shareholders to stockholders companies are gradually becoming environmentally responsive. This
is even more true of most large multinational companies who have to guard their worldwide reputation.

They usually have far stricter standards for control, monitoring, reporting and auditing of
environmental assessment. Now the industry combats and treats the pollution as it has been mandatory
in India. Yet its implementation has still remained partial and unsatisfactory.

ð* Professor of Commerce, Bangalore University, Bengaluru, Karnataka, India.
ð*ð* Professor of Economics, Bangalore University, Bengaluru, Karnataka, India.
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Statement of the Problem

1980€s have witnessed a growing awareness of environmentaland ecological degradation all over
the world in general and India in particular. Industry has been generally considered arch-polluter on a
massive scale compared to transport/ garbage / sewage / human and animal wastes. Realizing this a few
companies here and there which are environmentally conscious have started making half hearted
attempts to communicate with the society at large about their concern for effective environmental
management system. The fund strapped companies in the country are slow to respond to the
environmental issues. However, the order of the supreme court and growing people€s direction action
against polluting industries have created an awareness in the industry circle that they to have to change
and stop polluting to be in operation.

Review of Literature

Kristrom and Lundgron (2001) argured in their paper that why some firms over comply about the
environmental standard. They come to the conclusion that effects of regulatory activity and different
regulatory regimes are specially depend on the design and implementation by the regulator. Through there
is a voluntary compliance of some firms it is not by all firms. There is a still a room for environmental policy.

Branndlund and Kristrom (1997) have shown that during last decade pulp and paper mills in
Sweden have made efforts for beyond regulatory requirement to lower emission of toxic substances. This
has resulted in a rapid reduction of emissions while during the same period, pulp and paper production
has grown steadily.

Harte and Owen ( 1992) have examined disclosures of 30 UK firms and concluded that 10
companies provided information an environmental matters is a separate section of the annual report and
this section consisted of one to two pages. In case of other companies only a little detailed Environmental
Impact (EI) is provided in annual reports. In another study by the same scholars (1992) it is found that 54
percent of top 250 UK firms in terms of size disclosed Environmental Information in some form or the
other and 23 percent made mention of Environmental Information. Information disclosed by the medium
sized firms was non-quantitative and non-financial in nature.

Freeman and Stagliano (1992) conducted a comparative analysis of environmental and social
disclosures of firms from 12 members of European Economic Community (EEC). They found that the
differences in environmental and social disclosures of European Community countries related both to the
total amount of disclosures and the category of disclosures.

Yamagami and Kokubu (19 91) examined the Environmental Information disclosures in 49 top
Japanese companies. The study used the following three categories for analysis; environment (including
energy and product safety), community involvement and employee relations. The results of this study
indicated that disclosures relating to environment were much-less frequent than disclosures on research
and development. Only 11 percent of the firms included some type of environmental disclosures. All such
disclosures were found in a special report known as the •Public Relations Report‚.

J.Guthrie and L.D. Parker (1989) in their comparative analysis of social disclosure practice in
UK, U.S.A and Australia based on 50 largest companies in each country found that UK companies
scored well on the disclosure of Environmental Information is modest, only 14 percent disclosed
information on environmental issues, 10 percent on products, and 2 percent on energy.

C. Barrow and A. Barnet (1990) survey of 200 small companies revealed that most of the
companies have no policies and procedures on the environment, only 10 percent have carried out
environmental audits.

Studies in India

Dr. K. Eresi study (1996) is one of the serious works done on the subject. He examined among
others, whether green (environmental) awareness of many companies as expressed in different annual
reports of companies are translated into specific action plan. His sample comprised 68 companies
divided into 10 industry groups for the period of 1991-92 and 1992-93. His study revealed that only 30%
of the companies are aware of environmental implications and poplar amongst them were chemicals,
paper and paper products and pharmaceuticals. The studies in Indian context are mostly on corporate
social responsibility accounting. G.C. Maheshwari (1980) on Enterprise Theory and Corporate Social
reporting highlighted that the companies should identify the social needs and report on social
responsiveness after proper audit.
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Subash Chander (1989) conducted a study to examine the quantum of Corporate Social
Responsibility (CSR) disclosure in the annual reports of public and private sector companies and reached
a conclusion that corporate social responsibility disclosure by public sector companies was significantly
greater than that by private sector companies. The Institute of Chartered Accountants of India (1981) in
its survey of 202 companies found that only 123 companies provided some information in their director€s
report regarding companies contribution in social responsibility areas. Out of these 123 companies only
one company has disclosed on environmental pollution. In another study carried out by Porwal and
Sharma (1991) to examine the state of social reporting with respect to 30 companies in public sector
made some sort of social disclosure where as only 35 percent of the companies in the private sector did
the same.

Thus, a close scrutiny of these studies reveals that Indian companies are gradually responding to
the societal needs by disclosing in 5 key areas namely community involvement, product contribution,
employee welfare and development conservation of energy and environmental protection. In this present
study an attempt is made to probe into only concerns for environment by sample companies and their
efforts in improving the environmental protection.

Objectives of the Study

General Objectives of the study is to know the environmental concern of selected corporate
houses in India, but the specific objectives are:

ð· To identify the stimulating factors for their concern for environment by studying their annual reports.
ð· To assess the actual cost incurred for maintaining environmental concern in sample corporate

company.
ð· To suggest measures to improve their level of participation in maintaining clean environment.

Material and Method

The study is based on purely secondary data of 231 sample companies selected on random basis
which have been identified as polluting industries by central pollution control Board. The secondary data
are mostly from Journals, Publications on economic and environment issues, annual reports of
manufacturing companies through print versions or on the web, seminar presentation, documentation,
etc. Assessment is totally based on information supplied by respective organizations. The assessment
period pertains to time series data gathered from their Annual reports.

Limitations of the Study

ð· Since the concern for environment by the corporate houses is of recent origin, there are no
sufficient quantitative secondary data for a comprehensive analysis. We have to mostly depend on
the annual reports and the information contained in the reports. The study is based on the annual
reports of 231 selected Indian companies covering industries which have already been identified
by the central Pollution control Board as polluting industries. For the sake of volume and other
reasons, we could not include all the pollution-prone Indian companies.

ð· Regarding the costs for protecting the environment by the corporate houses, it is always a meager
portion in their annual budgets. By studying the annual reports one cannot come to the solid
conclusions and it amounts to an important limitation of this study.

ð· The habit of strict compliance of the environment regulation in Indian corporate houses is low. We
have employed a method (content analysis) for the identification and quantification of
environmental information. This method has its own limitations. All these limitations might have
influenced the result.

Keeping the limitations set aside, it is to be hoped that the study has thrown  light on the
environmental reporting practices by Indian companies so as to attract attention of all those who are
concerned for a better solution of the problem at the academic and professional level, on the one hand,
and at the Government level, on the other.

Analysis on Environmental Practices

The present section deals with the analyses on (i) the nature of environmental practices by Indian
companies as to whether they are conscious about environmental problems arising out of their activities,
and (ii) the extent of environmental practices to have an idea as to whether there is an increase or
decrease in the quantity, quality and total environmental reporting by Indian Companies. Thirteen years
period from 1992-93 to 2005-06 is chosen for this study.
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Response to Environmen tal Issues

Companies have to disclose environmental information in their annual reports. It may be regarded
as a reflection of the company€s consciousness about environmental issues. In this study over a period of
13 years, 231 sample companies have expressed their responses to environmental issues during the
study period. An important finding of their study is that 200 out of 231 companies have expressed their
responses to environmental issues frequently (more than 50% of the number of years) during the entire
study period of 13 years while only thirty companies are exceptions having reported less frequently.

Table 1: Response to Environmental Concern (Frequency Wise)

Reporting Period (no. of years)
Companies

No. (%) (cum.%)
13
12
11
10
9
8
7
6
4

50
50
30
20
10
20
20
10
21

21.74
21.74
13.04
8.70
4.34
8.70
8.70
4.34
8.70

21.74
43.48
56.52
65.22
65.56
78.26
86.96
91.30

100.00
Total 231

Source: Computed from the Annual reports of companies.

It transpires from the above table that 65% of the samples companies have disclosed information
for at least 07 years roughly 87% of the companies have reported environmental information in more than
50% of the possible situations.
Place for Environmental Concern

In this study, different sections of the annual reports have been identified for environmental
reporting purposes. These sections can be grouped under two heads:

ð§ Non-financial Section, and
ð§ Financial Section.

ð· Non-Financial Section : It includes Chairman€s Statement, Directors€ Report, Annexure to
Directors€ Report and Special Section concerning environment. Directors€ Report and /or Annexure
to Directors€ Report Section have been used by most of the companies for reporting environmental
information. Only in one occasion Chairman€s Statement Section has been used for reporting
purpose. A ƒSpecial Section€ concerning environment has been used in four annual reports.

ð· Financial Section: Profit and loss Account, Schedules and notes have been used by the
companies for reporting environmental information in a very few annual reports. Different Sections
of reports identified and classified in the study, are hereby presented in table 2.

Table 2:  Place of Environmental Concern

Sections (Including combination) used for Reporting
Annual Reports

No. %

Chairman€s Statement 1 0.43
Director€s Report 80 34.63
Annexure to Director€s Report 15 6.49
Profit and Loss Account 2 0.87
Schedule 13 5.63
Both Director€s Report and Annexure to Director€sReports 24 10.39
Both Profit and Loss Account and Director€s Report 3 1.30
Both Schedule and Director€s Report 53 22.94
Both Schedule and Annexure to Director€s Report 4 1.73
Both Schedule, Director€s Report as well as Annexure to Director€s Report 29 12.56
Notes, Schedules, Director€s Report 1 0.43
Notes, Schedules, Director€s Report and Annexure to Director€s Report 2 0.87
Special Section 4 1.73
Total 231

Source: Computed from the annual reports of companies.
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As can be observed from the table 2, in 80 annual reports, 34.63% Director€s report sectionhas
been preferred for reporting environmental information. Both the ƒSchedule€ and the •Director€s report‚
Section have been used for reporting environmental information in 53 annual reports. Both the ƒSchedule€
and the ƒAnnexure of Director€s report€ section have been used for information in 4 annual reports only.
Furthermore, the combination of ƒProfit and Loss Account€ and ƒDirector€s report€ sections, ƒProfit and
Loss Account€ Section, the combination of  ƒNotes€, ƒSchedules€, ƒDirector€s report€ and ƒAnnexure to
Director€s Report€ Sections, ƒChairman statement€ section and the combination of ƒNotes€, ƒSchedule€ and
ƒDirector€s report€ section have been used for environmental information in 3,2,2,1and 1 reports
respectively. ƒSpecial section€ has been used infour annual reports as started earlier. The study exposes
the different sections of the annual reports have been in use for reporting environmental issues. Neither
any single section of annual reports nor all sections have been preferred in reporting environmental
information. Apart from this, there is more or less some preference for each section in reporting
environmental issues. This situation can be presented in table 3.

Table 3: Preference of the Place of Environmental Concern
Section Used No. of Annual Report

Chairman€s Statement 1
Director€s Report 192
Annexure to  Director€s Report 74
Profit and Loss Account 5
Schedules 102
Notes 3
Special Section 4

Source: Computed from the annual reports of companies.

Table 3 shows that Director€s Report section has been used for reporting environmental
information in 192 annual reports (out of a total no. of 231 annual reports) while ƒSchedule€ section as
been preferred in 102 annual reports. ƒAnnexure to Director€s Report€ sectionhas been preferred in 74
annual reports in disclosing environmental information. ƒChairman€s Statement€ section, ƒProfit and Loss
Account€ section, ƒNotes€ and ƒSpecial Section€ have been used in a very few number of annual reports.
Types

During the study period, most of the companies disclosed their environmental information in
descriptive form. Some of the companies provided environmental information in both descriptive and
quantitative form. Only a few have used quantitative form of reporting and that too in a small percentage.
This trend can be observed from table 4. From a company wise analysis, it appears that in total, 140
companies have used descriptive form of reporting for 50% - 100% times and 30 companies have used
the same form for 8.33% to 38.46% times. Both the description quantitative forms of reporting have
simultaneously been used by 90 companies in 50% to 100% times while 4 companies have used this
combined form, in 10% - 30.77% times. Only 5 companies have taken the help of quantitative form,
percentage ranging from 7.7% to 37.50%. Besides, taking in view the whole gamut of annual reports,
descriptive form of reporting can be traced in most of the cases. Some annual reports have used both the
forms. Only a few reports contain quantitative information.

Table 4:  Type of Environmental Concern
Type of Environmental Reporting % of Reports

Descriptive
Quantitative
Both

54.11
05.63
40.26

100.00

Source: Computed from the annual reports of companies.

One may notice from Table 5.4 that 54% of the reports offer descriptive type of environmental
information while only 5.63% of the annual reports offer quantitative form of information. Both the
descriptive and the quantitative forms have simultaneously been used in 41% of the annual reports.
Theme of Environmental Concern

In case of the sample companies, five broad themes have been identified. They are:
ð· Pollution Abatement;
ð· Environmental Preservation;
ð· Installation of Pollution Control Equipments and costs incurred thereon;
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ð· Social Obligations; and
ð· Other Environmentally related information.

All of the themes have observed to be in use for reporting environmental information in the annual
reports of the sample companies. But some of the companies are found to remain confined in using any
theme singularly for reporting environmental information. Rather, more than one theme has always been
traced in the annual reports. As can be observed from Table 5.5, theme (1) and theme (2) have been
used by most of the companies along with other themes. 30% companies used theme 1, 2 and 4 while
another 30% companies used themes (1), (2), (3) and (4). 17% companies included themes 1, 2, 3 and 5
in their annual reports. 8.70% companies used themes 1, 2 and 3.4% companies utilized themes 2and 4
while another 4% companies used themes 2, 3 and 4. all the themes have been used by another 4%
companies in their annual reports.

Table 5:  Use of themes of Environmental Reporting
Theme Company (%)

Both (2) and (4)
(1),(2) and (3)
(1),(2) and (4)
(2),(3) and (4)
(1),(2),(3) and (4)
(1),(2),(3) and (5)
(1),(2),(3),(4) and (5)

4.35
8.70

30.43
4.35

30.43
17.39
4.35

Source: Computed from the annual reports of companies.

Extent of Environmental Concern
For ascertaining the extent of concern, statistical analyses have been made on the selected data

available from the annual reports of selected companies over a period of 13 years (1992-93 to 2005-06).
Levels of environmental reporting of the studied companies have been tested using environmental themes
as bases for analysis both by a quantity score (QTS) to measure quantitative aspect and by a quantity score
(QTS) to measure quantitative aspect by various sections of the annual reports. Environmental themes
have been chosen after a careful review of the annual reports of the sample companies.
Summary of the Findings

The summary of the findings are as follows:
The main objective of the study is to examine the extent of environmental concern in Indian

Corporate houses and to identify the stimulating factors. During the last two decades, industries have
been more or less taking efforts so as to protect the environment. Accordingly, reporting of the
environmental issues have been finding place in the annual reports of the companies. But such
environmental reporting is not found regularly in the annual reports of the Indian Companies. It is also
found that there is no purposeful accounting standard and standard definition while dealing with the
environmental issues. Indian companies also have no standard guideline for identification and appraisal
of costs, identification and measurement of liabilities, etc. Moreover, there are also no methodologies
available for the treatment of environmental costs „ whether to be capitalized or to be charged against
revenue. Most of the companies have been reporting in a descriptive way guided by their consciousness
to the environmental issues. They do not provide any concrete quantitative information in most of the
cases. A few, however, have disclosed monetary data in their financial statement without mentioning
accounting procedure followed by them. We have made an attempt to ascertain the nature of concern by
Indian companies have been found that environmental concern by Indian companies have been gaining
importance with the passage of time. As evident from discussion that,  65% companies have disclosed
environmental information for at least 10 years out of the total study period of 13 years and 87% of the
companies have reported information in more than 50% of the possible situations. As regards the place
used for reporting purpose, it has been unearthed that Directors€ Report section has been used by many
companies. Most of the companies have disclosed environmental information in descriptive form of
reporting. An attempt has also been made to assess empirically the extent of reporting on environmental
issues by Indian Companies. As evident from descriptive statistics that quantitative reporting, qualitative
reporting and total environmental reporting have increased in 10 years out of 13 years.

Sugg estions for Policy Implications

In this section, suggestions emanating from the summary conclusions are referred for policy
implications. These are the indicators of the direction in which action is needed. Suggestions are
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tentative but needs rigorous action. It has been mentioned earlier that both quantitative and qualitative
reporting are not yet so developed as may be sufficient to meet the needs for better information to the
user-groups. It would be possible by the introduction of a separate report on environmental issues in the
annual report and inclusion of monetary data in the financial statement. An environmental report of a
company should include:

ð· Environmental policy of the company,
ð· Programmes undertaken, and
ð· Target achieved by the company, if not achieved reasons for the same.

Environmental policy should consider the following:
ð§ Uses of the natural resources by the company, expressing both in physical & monetary terms;
ð§ Various types and sources of pollution that may be generated by the company;
ð§ Various pollutants generated from operations of the company;
ð§ Measures to be undertaken by the company;
ð§ Environment improvement activities; and
ð§ Community development works.

As regards the accounting aspect, there should be specific mention of the treatment of
environmental costs, liabilities and contingent liabilities. Capitalized part of the environmental costs should
be shown in the Balance Sheet or Schedule forming part of the Balance Sheet, while revenue nature of
environmental costs should be recorded in the Profit and Loss Account or Schedule forming part of Profit
Loss Account. Accounting note should be given with regard to the treatment of capital environmental costs
and revenue environmental costs„ which costs are to be treated as capital or which are as revenue.
Contingent liabilities should be estimated as far as practicable and it should be shown in the footnote. So far
environmental information is concerned; environmental reporting by Indian Companies yet to gain much
importance. A little effort by some of the Indian Companies is not sufficient to the user„ groups. Information
provided by most of the companies is descriptive in nature without any quantification of the information.

The companies do not disclose information on various types of pollution, sources of pollution,
name of the pollutants, measures undertaken by them; nor do they report about their achievement in
controlling identified pollutants, or the positive or negative effects of such environmental problems.
Environmental expenditures incurred by them are not clearly mentioned in the annual report so as to
identify the nature of expenditure, treatment of such expenditure, accounting procedure followed by the
companies. In this connection, we propose to suggest three formats for environmental reporting which
may be of help to provide meaningful information in the annual reports. The forms have been filled up by
hypothetical information of X.Y.Z Steel Company Limited in Karnataka, India. It is hoped that the three
forms (A,B & C with or without modification) which have been suggested,  if followed by the companies,
will add to the effective steps in reporting environmental issues.
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APPENDIX

Form A

Environmental Reporting of XYZ Steel Co. Ltd.

S.N. Items Air Pollution Water Pollution Soil Pollution Noise Pollution

1. Main sources of
pollution

During coke
production, are
preparation, iron
production, steel
production, casting,
rolling and finishing

During coke
production, iron
production.

Casting rolling
and finishing
processes
discharge
waste materials
to the soil, etc.

Sound from engine,
vibration from
heavy equipments,
shifting of raw
materials and end
products, use of
trucks, and
dumpers etc.

2. Pollutants CO,SO2 .NO2 , Flue
gas, Dust, etc.

Phenols, ammonia,

cyanide, thiocynatate,

Sulphide, chloride
and arsenic
compounds.

Lubricating and
hydraulic oils,
grease, waste
materials etc.

Sound above
minimum national
standard (MNS) as
specified by
pollution control
board.

3. Pollutants

a)
Operation of the
existing
equipments and
technologies like
ESP€x, dry
mechanical
collector, wet
collector etc.

EXP-12 , Fabric filter
collector-3, Dry
mechanical collector-4

Iron exchange,
reverse osmosis,
filtrations of
suspended solids

Treatment of
released
chemicals

b)
Addition of new
equipments and
technologies.

Sulphur di oxide
recovery equipments -
2, wet collector -3 .

Neutralization of
acidic and alkaline
waste water.

Minimum
dumping of
minerals.

Arrangement o
sound proof cabin,
vibration control.

4. Overall pollution control measures

a) Re-use of waste i) Re-use of waste water after proper treatment for air-conditioning,
horticulture and gardening.

ii) Fly and bottom ash used for making bricks

b) Afforestation programme An afforestation programme undertaken by the company on 40
hectares land and app. 2600 plants have been planted to control soil
pollution.

c) Community development works Supply of drinking water, contribution to local educational institutional,
organization of free health care programmes etc.

d) Other activities undertaken The company has identified a research programme to be under taken
by Kuvempu university and sponsored an endowment fellowship which
will enable the company to know the effect of  reuse of treated water for
irrigation and also to assess the chemical, physical and biological
properties of soil .

ð· Form A contains information on the nature of the environmental problems connected with the
pollution„ prone industries and measures undertaken by them (i.e. programmes undertaken in
controlling them).

ð· Form B aims at highlighting the achievement towards curbing the environmental pollution of the
company in comparison to Minimum National Standard (MNS) as stipulated by Pollution Control
Board.

ð· Form C is concerned with the cost incurred for environmental issues.
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From B

Maintenance of Environment

Item Ammonia Sulphur
dioxide

Suspensed

particulate

matter

pH Temperature
Oils and
Grease

(mg/litre)

Maximum
limits (as
per pollution
control
board)

759 80 200 5.5-9.5 Not to exceed
40oC

15

Air Quality
inside the
company

37.5 0.013 29.43 6.5 20oC 5

From C

Maintenance of Environment

Activities
Undertaken

Cost
Incurred
(lakhs)

No. of

Beneficiaries

(in case of
community)

Environmental
Liabilities

Nature of
Expenditure

(capital/ revenue)

Place in

Final A/c

Expected
Benefit

(No. of years)

Installation of 10
ESPs at cost of
Rs.1 crore per
ESP

1000.00 Capital Assets side of
Balance sheet

(B/S)

5 years

Tree planted
during the years
stood at 28000

2.00 Capital Assets side B/s

Pollution
Abatement
expenses

3.00 Revenue Dr. side of Profit/
Loss A/c

1 years

Community
developments
programmes like
supplying
drinking water,
adult education
and health care
programme.

200.00 265 villages Revenue

Treatment f the
respiratory
troubles f the
neighborhoods

5.00 Hospital
cost

Liability side B/S

Total 1205.00 5.00

ð 
ð 
ð 
ð 
ð 
ð 
ð 
ð 
ð 
ð 
ð 
ð 
ð 
ð 
ð 
ð 
ð 
ð 
ð 
ð 
ð 
ð 
ð 
ð 
ð 
ð 
ð 
ð 
ð 

ðmð[ðmð 
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ABSTRACT

The study examines to what extent the Earnings per Share (EPS), Dividend per Share (DPS) and
Price Earnings (P/E) Ratio can be used as a significant explanatory variable for predicting share Market
prices. The data was collected from seven automobile companies for five years (2012-16) and all these
companies are listed and traded on National Stock Exchange (NSE). Using Karl Pearson€s coefficientof
Correlation, Multiple Regression Analysis and Analysis of variance, the authors explain that a) EPS,
DPS, PE Ratio influence the share price of select companies in automobile sector. b) There is strength of
association among these variables. Investors can take better informed decisions once the pattern of
these movements is analysed and understood.

KEYWORDS: EPS, DPS, PE Ratio, Automobile Sector, Stock Price Movements, Liberalization.
_______________

Introduction
Auto Mobile Industry: An Overview

The automobile industry coupled with the development of an extensive road system, made possible
the growth of suburbs and shopping centre's around major cities, and played a key role in the growth of both
urban and rural economy through development of ancillary industries including the oil and travel businesses.
The auto industry has become one of the largest purchasers of many key industrial products, such as steel.
The large number of people the industry employs has made it a key determinant of economic growth.
Automobile is self-propelled vehicle which is used for the transportation of passenger and good upon the
ground. The liberalization policies had a salutary impact on the Indian economy and the automobile industry
in particular. The automobile industry in the country is one of the key sectors of the economy in terms of the
employment opportunities that it offers. The industry directly employs close to around 0.2 million people and
indirectly employs around 10 million people. The prospects of the industry also has a bearing on the auto-
component industry which is also a major sector in the Indian economy directly employing 0.25 million
people. The automobile industry in India is gradually evolving to replicate those of developed countries. The
trends are emerging in the industry across segments, namely, passenger cars, multi-utility vehicles,
commercial vehicles, two-wheelers and tractors. The qualitative analysis of the various trends reveals that
the industry offers immense scope even for allied industries and those looking at investing in the auto
industry. The Indian automobile industry is undergoing a revolution of sorts. The vehicle war is on and it's a
fight to the finish. Within the span of a few years, the vehicle market has displayed an array of models that
were hitherto undreamt of Ford, General Motors, Toyota, Volvo are household names today. Launch of a
vehicle in one category spawns aware for the throne.

There are 48 companies in the Automobile Industry in India that comprise of all vehicles, including
two and three-wheelers, Passenger Cars and multi-utility vehicles, light ,medium and heavy commercial
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vehicles, agriculture and earth moving machinery. From the inception of the Automobile Industry in India
to liberalization (1942 to 1991), in a span of 50 years, only 31 companies were established, while in post-
liberalization period in a ten-year period from 1992 till 2001,17 companies surfaced the Indian Automobile
industry.

POST-1991 This was the time when the companies enjoyed all the freedom to grow, expand and
diversify. As part of LPG policies, Government of India made some radical changes in its polices in
respect of trade, foreign investment, exchange rate, industry, fiscal affairs etc. Mass Emission Norms
were introduced for in 1991 for Petrol Vehicles and in 1992 for Diesel Vehicles. In 1991 new Industrial
Policy was announced.  Economic liberalisation dismantled License Raj and this opened the gates for
true expansion in the Automobile Industry in India. Another phase was 1996 when the emission norms
were tightened. The Supreme Court passed an order in 1999 directing all car manufacturers to comply
with Euro I emission norms. In 1997 National Highway Policy has been announced which will have a
positive impact on the Automobile Industry. The Indian Automobile market in general and Passenger
Cars in particular have witnessed liberalization. Many multinationals like Daewoo, Peugeot, General
Motors, Mercedes-Benz, Honda, Hyundai, Toyota, Mitsubishi, Suzuki, Volvo, Ford and Fiat entered the
market. Various companies are coming up with state-of-art models of vehicles. TELCO diversified in
Passenger Car segment with Indica. Despite the adverse trend in the growth of the industry, it is
resolutely trying to meet the challenges. Various issues of critical importance to the industry are being
dealt with forcefully. The 1990s  saw  both the Indian and foreign manufacturers entering with  new
models like Maruti ��s� �C�l�a�s�s�i�c�,� �A�l�t�o�,� �S�t�a�t�i�o�n� �W�a�g�o�n�,� �F�o�r�d ��s� �I�k�o�n� �a�n�d� �M�i�t�s�u�b�i�s�h�i� �L�a�n�c�e�r�.

Impact Analysis of Independent variables on Stock price Movements

The companies will be in dilemma on how the investors will be reacting towards the company
against its dividend decisions. So by analyzing the past data we will know the impact of the independent
variables on the market price of a share. So the need for the study is to analyze the impact of Earnings
per Share, Dividend per Share, and Price Earnings Ratio on the various share price movements of
various companies of various sectors of National Stock Market, which is also funneled down to the NIFTY
stocks. This study explains the impact of independent variables of a share on its market price.

Liter ature Review
Nikolas (2002) examined the behaviour of ex-dividend day on share prices in the Chinese stock

market. It was observed that in an efficient capital market, the stock prices are the reflection of all the
information that is available in public and private. In general stock price will be declining/decreasing on the
ex-dividend day.  Nikolas quantified such decline in the value of stock price. In general, decline in the stock
price is considered to be very negligible when compared with the dividend declared on a stock on dividend
day. A drop of stock price on ex-dividend day is considered to be the same as amount of dividend paid on
dividend day. Four hypotheses were tested in this study using raw price ratio (RPR), Market adjusted price
ratio (MAPR), raw price drop ratio (RPD), and the Market adjusted price drop (MAPD). The experimental
and theoretical values of mean and median for raw price ratio (RPR), Market adjusted price ratio (MAPR),
raw price drop ratio (RPD), and the Market adjusted price drop (MAPD) were represented. T-test was used.
The study reveals that in non-taxable observations, the share price will fall on the ex-dividend day exactly
same as the amount of dividend that has been declared on it and for the taxable stock. It was concluded
that the price of the stock drops as regard as the same amount of dividend that has been declared on a
stock by the company.

Van Horne (2003) examined the effect of stock split on the value of stock price. When the stock split
is done, it is observed that, it does not result in the increase of the ownership of an investor in the company.
The stock split will not result in the increase of ownership in the company as the ownership is unaltered.
Despite the fact that they will be getting more number of shares because of the stock split, the ownership of
the investor in the company remains unaltered. The stock dividend may increase and hence the
shareholders get additional money as dividend. But, the market price of a share should decline
proportionately to maintain the same value of ownership in the company and thus the reputation of the
company is protected from the increasing ownership of the investors.

Brigham and Houston (2004) observed that the primary and ultimate goal of an organization is to
maximize the wealth of a shareholder. From the shareholders€ point of view,earnings can be maximized in
the form of dividends by investing in good yielding companies. It is good to know about the preference of the
individual investor, in terms of dividends or the capital gains. More individual investors prefer the lesser
taxed benefits so that they can enjoy the earnings with peace of mind. The individual investors will prefer the
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dividends instead of the capital gains when  the tax rate of dividends is higher than that of the capital gains.
There are many numbers of theories that explain why the individual investors will be preferring the criterion
dividend over the capital gains.

Jones (2006) observed that data available in the market is of traditional nature and this can be used
to determine the value of the stock prices. In the weak form of efficient market hypothesis, the market prices
of the stocks reflect the historical prices. Jones says that the three market hypothesis proposed by Fama in
1970 are the cumulates. In other words, the strong form of efficient market hypothesis, in this context,
consists of both semi-strong and weak form of efficient market hypothesis. Similarly, the semi-strong form of
efficient market hypothesis consists of weak form of efficient market hypothesis.

Kevin (2006), states that the rational investors are not influenced by the historical prices of the
stocks. The new values of stock prices are completely arbitrary. In the weak form of efficient market
hypothesis, the new pieces of information may be available and these could drastically impact the market
trend. In other words, the price movements of the stocks are not just influenced by the historical movements
of the stock. The efficient market theory says that the investors not always aware of the stock market price
changes as the value of stock prices will be adjusted continuously. Hence the investors cannot decide
whether to buy or sell immediately.

K. P. Balakrishnan (2016) analyses that many investors would be reacting differently to the EPS,
DPS and PE ratios. Such reactions impact the demand and supply of the concerned stocks. In general,
EPS, PE Ratio and dividend can be ranked as 1 to 3 as determinant factors of market price of a share.  This
study, however, rejects the hypothesis that the set of variables determining equity price behavior for two
investment groups would be significantly different from each other due to the different in the nature and
motive of investment. Finally, the investors are advised to take investment decisions based on the market
price of the given share under consideration, company progress in term of financial and market parameters
and general and specific conditions prevailing in the economy.

Research Gap From the above review of literature, it is evident that the impact of EPS, DPS, PE
Ratio on various share price movements of various companies of various sectors of NIFTY stocks is not
analysed in detail. This paper is intended to analyze how the market will be reacting against the decisions
taken by the companies on the dividend policies.
Objectives of the Study
ð· To analyze the pattern in the  share price movements of the selected companies
ð· To study the impact of Earnings per Share (EPS), Dividend Per Share (DPS) and Profit Earnings

(P/E) Ratio on the market price movements of the share
ð· To measure the strength of association  between the independent variables (namely EPS, DPS

and P/E Ratio) and market price of share
Hypothesis
H0 : The independent variables namely, Earnings per Share (EPS) , Dividend Per Share (DPS) and

Profit Earnings (P/E) Ratio have no impact  on the  share price movements.
Scope of the Study

This paper focuses on the investment patterns of investors relate to the price changes due to
EPS, DPS and P/E Ratio of seven select companies in the Automobile sector for the years of 2012-16.
These companies are as given below:
ð· Ashok Leyland Ltd.
ð· Bajaj Auto Ltd.
ð· Hero Moto Corp Ltd.
ð· Mahindra & Mahindra Ltd.
ð· Maruti Suzuki India Ltd.
ð· TVS Motor Company Ltd.
ð· Tata Motors Ltd.

The samples are chosen from the NSE India site, which are actively traded automobile industries.
The data for the present study is collected through the NSE India, and websites of the above companies.
And also through research articles are being published on the topic in various magazines. The
information in the NSE India has helped to analyze the price changes.
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Data Analysis and Discussion

Table 1: Correlation Analysis
S.

No. Name of the Company
Price / EPS Price / DPS Price / P-E Ratio

r r2 r r2 r r2
1 Ashok Leyland Ltd. 0.4708 0.2216 0.6065 0.3678 -0.235 0.0552
2 Bajaj Auto Ltd. -0.4243 0.1800 -0.8114 0.6583 0.9196 0.8456
3 Hero MotoCorp Ltd. -0.3243 0.1052 -0.6139 0.3768 0.9097 0.8276
4 Mahindra & Mahindra Ltd. -0.10995 0.0121 0.4544 0.2065 0.9193 0.8450
5 Maruti Suzuki India Ltd. -0.8874 0.7874 -0.8476 0.7184 0.96 0.93
6 TVS Motor Company Ltd. -0.7363 0.5421 -0.7548 0.5698 0.8567 0.7339
7 Tata Motors Ltd. 0.51196 0.2621 0.5113 0.2614 0.6848 0.4689

Source: Primary Data

ð· Ashok Leyland Ltd .: Here, the market price of the Ashok Leyland shares has high correlation with
DPS as revealed by the correlation (0.6065). 36.78% of the variations of the share price movements
are determined by the Dividend per Share. Next comes the EPS that has positive correlation with the
share market price movements as revealed by value of correlation (r) is (0.4709). In this case,
22.16% of the share market price movements are determined by the Earnings per Share. The Price
Earnings Ratio shows negative correlation (r=-0.235). 5.52% of the share price movements are
determined by the Price Earnings Ratio (Coefficient of determination r2 is 0.0552).

ð· Bajaj Auto Ltd .: Here, the market price of the Bajaj Auto shares has high correlation with Price
Earnings Ratio as revealed by r (0.9196).  84.56% of the variations of the share price movements
are determined by the Price Earnings Ratio. Dividend per Share is negatively correlated with the
share market price (r =-0. 8114). 65.83% of the share market price movements are determined by
the Dividend Per Share. The Price Earnings ratio has negative correlation (-0.4243). 18% of the
share price movements are determined by the Earnings Per Share.

ð· Hero Moto Corp Ltd .: Here, market price of Hero Moto Corp has high correlation with Price
Earnings Ratio (r=0.9097. 82.76% of the variations of the share price movements are determined
by the Price Earnings Ratio. DPS has negative correlation with the share market price movements
(r=-0.6139). 65.83% of the share market price movements are determined by the Dividend per
Share. The Earnings per Share has negative correlation (-0. 3243). 10.52% of the share price
movements are determined by the Earnings per Share.

ð· Mahindra & Mahindra Ltd .: Here, the market price of Mahindra & Mahindra share has high
correlation with Price Earnings Ratio( r=0.9193).The Price Earnings Ratio is positively correlated with
the market price of the share. 84.5% of the variations of the share price movements are determined
by the Price Earnings Ratio. DPS is positively correlated with the share market price movements
(r=0.4544). 20.65% of the share market price movements are determined by the Dividend per Share.
The Earnings per Share is negatively correlated (but very low) (r=-0.10995).1.21% of the share price
movements are determined by the Earnings per Share.

ð· Maruti Suzu ki India Ltd .: Here, the market price of Maruti Suzuki has high correlation with Price
Earnings Ratio (r=0.96). 93% of the variations of the share price movements are determined by the
Price Earnings Ratio. EPS is negatively correlated with the share market price movements
(r=-0.8874). 78.74% of the share market price movements are determined by the Earnings per
Share. DPS is negatively correlated (r=-0.8476). 71.84% of the share price movements are
determined by the Dividend per Share.

ð· TVS Motor s Ltd .: Here, the market price of TVS Motors share is positively correlated with Price
Earnings Ratio (r=0.8567). 73.39% of the variations of the share price movements are determined
by the Price Earnings Ratio. DPS is negatively correlated with the share market price movements
(r=-0.7548). 57% of the share market price movements are determined by the Dividend per Share.
The EPS shows high negative correlation (r=-0.7363). 54.21% of the share price movements are
determined by the Earnings per Share.

ð· TATA Mo tors Ltd .: Here, the market price of Tata Motors share shows high correlation with Price
Earnings Ratio (r=0.6848). 46.89% of the variations of the share price movements are determined
by the Price Earnings Ratio. EPS is positively correlated with the share market price movements
(r=0.512). 26.21% of the share market price movements are determined by the Earnings per
Share. DPS reveals very low degree of correlation (r=0.5113).  26% of the share price movements
are determined by the Dividend per Share.
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Table 2: Multiple Regression and T -Test Analysis
Company Variable Coefficient Std Error T Value P Value At 5% LoS At 10% LoS

Ashok
Leyland Ltd.

Constant 21.9587 95.8664 0.2291 0.8567 Accept H0 Accept H0

EPS -104.3206 122.3521 -0.8526 0.5505 Accept H0 Accept H0

DPS 305.4239 250.9076 1.2173 0.4378 Accept H0 Accept H0

P-e ratio 0.0865 0.4836 0.1788 0.8873 Accept H0 Accept H0

Bajaj Auto
Ltd.

Constant -1567.033 860.2405 -1.8216 0.3196 Accept H0 Accept H0

EPS 15.6069 2.8909 5.3985 0.1166 Reject H0 Reject H0

DPS -2.5185 11.6904 -0.2154 0.8649 Accept H0 Accept H0

P-e ratio 107.1085 14.1284 7.5811 0.0835 Reject H0 Reject H0

Hero
MotoCorp
Ltd.

Constant -1224.4904 240.8581 -5.0839 0.1236 Accept H0 Accept H0

EPS 14.7804 1.0660 13.865 0.0458 Reject H0 Reject H0

DPS -6.7656 2.0897 -3.2375 0.1907 Accept H0 Accept H0

P-e ratio 109.4603 4.0959 26.724 0.0238 Reject H0 Reject H0

Mahindra &
Mahindra
Ltd.

Constant -900.8319 204.1433 -4.4127 0.1419 Accept H0 Accept H0

EPS 21.9709 7.2629 3.0251 0.2032 Reject H0 Reject H0

DPS -25.7849 40.9972 -0.6289 0.6426 Accept H0 Accept H0

P-e ratio 55.3764 5.7085 9.7007 0.0654 Reject H0 Reject H0

Maruti
Suzuki India
Ltd.

Constant -3401.5865 999.3935 -3.4037 0.1819 Accept H0 Accept H0

EPS 61.0804 12.1310 5.0351 0.1248 Reject H0 Reject H0

DPS -146.2734 26.9033 -5.4370 0.1158 Accept H0 Accept H0

P-e ratio 72.6324 7.5641 9.6022 0.0661 Reject H0 Reject H0

TVS Motor
Company
Ltd.

Constant -135.9917 69.9529 -1.9440 0.3025 Accept H0 Accept H0

EPS 117.3089 17.1510 6.8398 0.0924 Reject H0 Reject H0

DPS -367.9864 50.9520 -7.2222 0.0876 Accept H0 Accept H0

P-e ratio 5.2402 0.5692 9.2056 0.0689 Reject H0 Reject H0

Tata Motors
Ltd.

Constant -31.5960 32.9827 -0.9579 0.5137 AcceptH0 Accept H0

EPS -20.7479 2.4711 -8.3962 0.0755 Accept H0 Accept H0

DPS 106.2975 9.6014 11.071 0.0573 Reject H0 Reject H0

P-e ratio 0.6521 0.0503 12.949 0.0491 Reject H0 Reject H0

Source: Primary Data

Multiple Regressions: From Table 2, the following regression equations are formulated:
Ashok Leyland
Y=21.9587-104.3206 EPS+305.4239 DPS+0.0865 P/E Ratio
Bajaj Auto
Y= -1567.033+15.6069 EPS-107.1085 DPS+107.1085 P/E Ratio
Hero Moto Corp
Y=-1224.4904+14.7804 EPS-6.7656 DPS+109.4603 P/E Ratio
Mahindra & Mahindra
Y=-900.8319+21.9709 EPS-25.7849 DPS+55.3764 P/E Ratio
Maruti Suzuki India
Y=-900.8319+21.9709 EPS-25.7849 DPS+55.3764 P/E Ratio
TVS Motor Company
Y=-900.8319+21.9709 EPS-25.7849 DPS+55.3764 P/E Ratio
Tata Motors
Y=-900.8319+21.9709 EPS-25.7849 DPS+55.3764 P/E Ratio

T-Test: Analysis of Results
Given Degree of freedom=n-1=5-1=4, Level of Significance=5%=0.05 and at 0.05 significance

level and 4 degrees of freedom from t-distribution is 2.1318, the following is the analysis of T-Test results:
ð· Ashok Leyland Ltd. : DPS, EPS and PE Ratio have no influence on the market price changes, so

the Null Hypothesis is accepted. The same holds good at 10% level of significance also.
ð· Bajaj Auto Ltd. : EPS and PE Ratio have a significant influence on the market price changes. But

DPS did not show significant influence on market price. Hence, Null Hypothesis is rejected (H0) in
case of Earnings per Share & Price Earnings Ratio. The same is accepted in respect of Dividend
per share. The same holds good even at 10% level of significance
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ð· Hero Moto Corp Ltd .: EPS and PE ratio, here, have a significant influence on the market price
changes where as DPS did not show any influence on market price. Hence, the Null Hypothesis is
rejected (H0) in case of Earnings per Share & Price Earnings Ratio Where as it is accepted in
respect of Dividend per share. The same holds good at10% level of significance.

ð· Mahindra & Mahindra Ltd .: Here, EPS and PE ratio had a significant influence on the market
price changes. But, DPS did not show has not show any significant influence on market price.
Hence, the Null Hypothesis is rejected in case of EPS and PE ratio. The null hypotheses are
accepted in case of Dividend per share. The same holds good at 10% level of significance.

ð· Maruti Suzuki India Ltd .: EPS and PE Ratio have a significant influence on the market price
changes but not DPS. Here, the Null Hypothesis is rejected in case of EPS and PE ratio.
However, it is accepted in case of DPS. The same holds good at 10% level of significance

ð· TVS Motor Company Ltd .: EPS and DPS showed up a significant influence on the market price
changes whereas DPS did not show significant influence on market price. Hence, the null
hypothesis is rejected in case of Earnings per Share & Price Earnings Ratio. The same is
accepted in case of Dividend per share. The same results hold good at 10% level of significance.

ð· Tata Motors Ltd .: Here, DPS and PE Ratio have a significant influence on the market price
changes whereas EPS have no significant influence on market price. Hence, the null hypothesis is
rejected DPS and PE Ratio. The Null Hypothesis (H0) is accepted in case of EPS. The same holds
good at 10% level of significance.

Global T -Test
Null Hypothesis (H0): EPS, DPS and P/E Ratio do not affect market price.

Global T -Test Interpretation

ð· Ashok Leland Ltd. : Here, the null hypothesis  is accepted at 5% significance level i.e., the market
price of a share is not significantly influenced by the independent variables. It holds same when
we opt for 10% significance level.

ð· Bajaj Auto Ltd. : In case of Bajaj Auto the Null Hypothesis (H0) is rejected at 5% significance level
i.e., the market price of a share is significantly influenced by the independent variables. It holds
same when we opt for 10% significance level.

ð· Hero Moto Corp Ltd. : In case of Hero Moto Corp the Null Hypothesis (H0) is rejected at 5%
significance level i.e., the market price of a share is significantly influenced by the independent
variables. It holds same when we opt for 10% significance level.

ð· Mahindra & Mahindra Ltd. : In case of Mahindra & Mahindra the Null Hypothesis (H0) is rejected
at 5% significance level i.e., the market price of a share is significantly influenced by the
independent variables. It holds same when we opt for 10% significance level.

ð· Maruti Suzuki India Ltd. : In case of Maruti Suzuki India the Null Hypothesis (H0) is rejected at
5% significance level i.e., the market price of a share is significantly influenced by the independent
variables. It holds same when we opt for 10% significance level.

ð· TVS Motor Company Ltd. : In case of TVS Motors the Null Hypothesis (H0) is rejected at 5%
significance level i.e., the market price of a share is significantly influenced by the independent
variables. It holds same when we opt for 10% significance level.

ð· Tata Motors Ltd. : In case of Tata Motors the Null Hypothesis (H0) is rejected at 5% significance
level i.e., the market price of a share is significantly influenced by the independent variables. It
holds same when we opt for 10% significance level.

Regression Analysis
Table 3: Regression Analysis

Name of the Company Multiple R R Square Adjusted R Square Standard Error
Ashok Leyland Ltd. 0.847146591 0.717657347 -0.129370612 41.27682314
Bajaj Auto Ltd. 0.997458375 0.99492321 0.979692838 42.30101368
Hero MotoCorp Ltd. 0.99956587 0.999131928 0.996527713 32.5931814
Mahindra & Mahindra Ltd. 0.99809266 0.996188958 0.984755832 26.56337326
Maruti Suzuki India Ltd. 0.998878389 0.997758036 0.991032145 115.5256267
TVS Motor Company Ltd. 0.997555161 0.995116299 0.980465197 18.47291354
Tata Motors Ltd. 0.997932932 0.995870136 0.983480545 15.25951503

Source: Primary Data
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ANOVA
Table 4: ANOVA Results

Company Source df Sum of Squares Mean Sum of Squares F Significant F
Ashok
Leyland

Regression 3 4330.650871 1443.5503
0.8473 0.643205

Residual 1 1703.776129 1703.7761

Bajaj Auto
Regression 3 350672.6322 116890.877

65.3249 0.090644
Residual 1 1789.375758 1789.3758

Hero
MotoCorp

Regression 3 1222702.22 407567.407
383.6595 0.037508

Residual 1 1062.315474 1062.3155
Mahindra &
Mahindra

Regression 3 184443.9652 61481.3217
87.1318 0.078552

Residual 1 705.6127988 705.612799
Maruti Suzuki
India

Regression 3 5939547.043 1979849.01
148.3459 0.060265

Residual 1 13346.17043 13346.1704
TVS Motor
Company Ltd.

Regression 3 69533.73847 23177.9128
67.9209 0.088906

Residual 1 341.2485346 341.2485
Tata Motors
Ltd.

Regression 3 56149.8292 18716.6097
80.3796 0.081767

Residual 1 232.8527989 232.8528
Source: Primary Data, here Level of significance = 0.05; F0.05= 1.645

ANOVA Results: From table 4, it can be observed that

ð· Ashok Leyland : Here, p-value is less than 0.05 significance alpha (•) i.e., 1.645. Hence  the null
hypothesis is rejected i.e.,  the variables EPS, DPS and P-E Ratio will not show significant effect
on the market price of a share.

ð· Bajaj Auto Company : Here, p-value is greater than 0.05 significance alpha (•) i.e., 1.645. Hence
the null hypothesis is accepted, i.e., the variables EPS, DPS and P-E Ratio will show a significant
effect on the market price of a share.

ð· Hero Moto Corp : Here, p-value is greater than 0.05 significance alpha (•) i.e., 1.645. Hence the
null hypothesis is accepted, i.e., the variables EPS, DPS and P-E Ratio will show a significant
effect on the market price of a share.

ð· Mahindra & Mahindra : Here, the p-value is greater than 0.05 significance alpha (• ) i.e., 1.645.
Hence the null hypothesis is accepted, i.e., the variables EPS, DPS and P-E Ratio will show a
significant effect on the market price of a share.

ð· Maruti Suzuki : Here, p-value is greater than 0.05 significance alpha (•) i.e., 1.645. Hence, th e
null hypothesis is accepted, i.e., the variables EPS, DPS and P-E Ratio will show a significant
effect on the market price of a share.

ð· TVS Motors : Here, the p-value is greater than 0.05 significance alpha (•) i.e., 1.645. Hence, the
null hypothesis is accepted, i.e., the variables EPS, DPS and P-E Ratio will show a significant
effect on the market price of a share.

ð· Tata Motors : Here, p-value is greater than 0.05 significance alpha (•) i.e., 1.645. Hence, the null
hypothesis is accepted, i.e., the variables EPS, DPS and P-E Ratio will show a significant effect
on the market price of a share.

Findings

Relationship Patterns

ð· There is positive correlation between dividend per share and market price in respect of Ashok
Leyland. The P-E Ratio is highly correlated with the market price of share in case of the other
companies namely Bajaj Auto, Hero Moto Corp, Mahindra & Mahindra, Maruti Suzuki India, TVS
Motor Company and Tata Motors Ltd.

ð· Dividend per Share is having negative correlation with Market price in respect of Bajaj Auto (-
0.811354496), Hero Moto Corp (-0.613862292), Maruti Suzuki India (-0.847557812), TVS Motors (-
0.75481957) and positive correlation with Ashok Leyland (0.45442952), Mahindra & Mahindra
(0.606457234), Tata Motors Ltd (0.511255146).

ð· Earnings per Share is having negative correlation with Bajaj Auto (-0.424302156), Hero Moto Corp (-
0.32434306), Mahindra & Mahindra (-0.109954669), Maruti Suzuki India (-0.88737603), TVS Motors
(-0.736295594) and is positively correlated with Ashok Leyland (0.470757468) and Tata Motors
(0.511958525).

ð· It is found that in global test at 5% level of significance the Null hypothesis is rejected in case of Bajaj
Auto, Hero Moto Corp, Mahindra & Mahindra, Maruti Suzuki India, TVS Motors and Tata Motors
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companies i.e., the market price of a share is significantly influenced by the independent variables.
Even at 10% significance level also, the result is same.

ð· In individual test it is found that at 5% significance level the Null hypothesis is rejected for Bajaj Auto,
Hero Moto Corp, Mahindra & Mahindra, Maruti Suzuki India, TVS Motors and Tata Motors
companies. In other words, the market price of a share is significantly influenced by the variables
(EPS and P-E Ratio), whereas the Null hypothesis of DPS is accepted for all the companies i.e., the
market price of a share is significantly not influenced by the variable.

ð· In case of Ashok Leyland, the Null hypothesis is accepted for all independent variables i.e., the
market price of a share is significantly not influenced by the independent variables. It holds same at
10% significance level also.

ð· In global test the Null Hypothesis is rejected at 5% significance level for Bajaj Auto, Hero Moto Corp,
Mahindra & Mahindra, Maruti Suzuki India, TVS Motor Company and Tata Motors Ltd. i.e., the
market price of a share is significantly influenced by the independent variables and is accepted for
Ashok Leyland Ltd. i.e., the market price of a share is significantly not influenced by the independent
variables. It holds same when we opt for 10% significance level also.

Conclusion

The following are the conclusions drawn from the findings done in this work:

ð· The Price Earnings Ratio is the more correlated variable with the market price of the share. It is
the main variable that the automobile companies must concentrate on.

ð· Next to Price Earnings Ratio Dividend per Share is the more correlated variable with the market
price and sometimes it is negative also for some companies. So the companies must clearly
understand the direction of correlation and proceed.

ð· The least influencing variable is the Earnings per Share.
ð· To say out of the three variables price earnings ratio and the dividend per share has a very good

influence on the market price of the equity shares. So according to the previous researchers€
finding the independent variables do show a significant impact on the market price of a share on
the ex-dividend day. The other conditions and/or variables also may show influence on the market
price of the share. But finally the investors should also consider these variables during the time of
buying or selling of the equity shares.

Suggestions

ð· The companies must take care while the dividend decisions, because the company€s equity share
market price is influenced significantly by these decisions.

ð· The investors must be aware of these variables before buying and/or selling the equity shares in
the stock market on the ex-dividend day.
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Annexure -1
Company

Names Variables Mar-16 Mar-15 Mar-14 Mar-13 Mar-12

Ashok
Leyland

EPS 2.54 1.2 0.11 1.63 2.13
DPS 0.95 0.45 0 0.6 1
Profit -earning s ratio 12.5984252 18.45833333 205.4545455 45.42944785 51.76056338
Market Price 32 22.15 22.6 74.05 110.25

Bajaj Auto

EPS 126.2 97.2 112.1 105.2 103.8
DPS 55 50 50 45 45
Profit -earnings ratio 13.05071315 18.32613169 18.42283675 19.19961977 23.31262042
Market Price 1647 1781.3 2065.2 2019.8 2419.85

Hero
Motocorp

EPS 156.86 119.46 105.61 106.07 119.09
DPS 72 60 65.05 60 45
Profit -earnings ratio 12.80504909 12.83484011 21.30480068 25.03865372 24.77999832
Market Price 2008.6 1533.25 2250 2655.85 2951.05

Mahindra
and
Mahindra

EPS 53.51 56.23 63.67 56.85 48.97
DPS 12 12 14 13 12.5
Profit -earnings ratio 13.20500841 15.24275298 15.70833988 21.14511873 24.40677966
Market Price 706.6 857.1 1000.15 1202.1 1195.2

Maruti
Suzuki
India

EPS 151.33 122.85 92.13 79.19 56.6
DPS 35 25 12 8 7.5
Profit -earnings ratio 8.653604705 10.45014245 20.9578856 46.0247506 65.78091873
Market Price 1,309.55 1,283.80 1,930.85 3,644.70 3,723.20

TVS Motor
Company

EPS 9.1 7.32 5.51 2.44 5.24
DPS 2.5 1.9 1.4 1.2 1.3
Profit -earnings ratio 4.637362637 4.364754098 17.50453721 104.4262295 61.9370229
Market Price 42.2 31.95 96.45 254.8 324.55

Tata
Motors

EPS 0.68 -14.72 1.03 0.93 3.9
DPS 0.5 0 2 2 4
Profit -earnings ratio 409.2205882 -17.8457880 387.2621359 600.9784946 97.34615385
Market Price 278.27 262.69 398.88 558.91 379.65

ð 
ð 

ðmð[ðmð 
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ABSTRACT

Intangible assets form a significant part of the assets many enterprises. The valuation of intangible
assets acquires importance since it affects the enterprise value. Accounting standards prescribe methods
which are conservative.  Also, they do not allow capitalization of internally generated intangible assets. In
such a scenario, the true value of an enterprise may not be reflected in the financial statements reported.
This article explores how capital markets are more indicative of the true value than the financial
statements prepared as per accounting standards.

KEYWORDS: Intangible Assets, Enterprise Value, Accounting Standards, Capitalization, Capital Markets.

_______________

Introduction
Intangible assets are one of the emerging assets which got lot of significance and attracted

attention from research point of view as they have a major role for various segments of industry. Tangible
assets are normally valued on cost basis or market value basis. The valuation of tangible assets is fairly
easy and straight forward since comparable assets or market value are available. In case of intangible
assets, the value of assets changes based on time, origin, usage and on the business transaction.
Because of their complex nature, unique and not frequently traded in the market freely. This makes the
valuation of intangible assets difficult. Intangible assets such as brands, trademarks and copyrights are
unique in their nature and are much more valuable than their cost value. Hence, the valuation method for
an intangible asset depends on its origin, its usage and its impact on the market for a product or service.
The value of an entity may be differently valued due to the intangible assets owned by it. Even the stock
price of an entity has been found to be valued differently based on its intangible assets such as brand
value or technical knowhow. This article analyses how the capital markets value an enterprise because of
its intangible assets, though its book value does not reflect the fair value of intangible assets.
Intangible Assets

Indian Accounting Standards AS 26 or the convergence standard  Ind AS 38 are applicable for
measurement and recognition of intangible assets. Ind AS 38 is applicable for companies which are
required to adopt international accounting standards IFRS. Others are governed by AS 26. Intangible assets
have been defined in the Indian Accounting Standards Ind AS 38 as an €identifiable monetary asset without
any physical substance•. It can be better understood by examples of intangible assets. Examples of
intangible assets are brands, technical know-how, copyrights, patents, trademarks, computer software,
titles, formulae, models, designs and goodwill. According to Indian Accounting Standard AS26 ‚ Intangible
asset is initially measured at cost. Internally generated brands, mastheads, publishing titles, customer lists
and items similar in substance should not be recognized as intangible assets. Expenditure during Research
phase not recognized as intangible asset. Similarly, start-up costs, expenditure on advertising and
promotional activities should not be recognized as intangible assets. If separately acquired, value of
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intangible asset will be purchase consideration or acquisition cost. If part of amalgamation, value of
intangible asset will be fair value on date of amalgamation. A definite life of maximum 10 years is prescribed
in AS 26. According to IND AS38-Intangible asset is initially measured at cost. Subsequently, intangible
assets will be recognized at revalued amount. The appropriate method of disclosure for intangible assets in
a company varies based on its corporate actions, based on the industry to which it belongs and external
factors. Who do enterprises acquire or generate intangible assets? Business enterprises acquire intangible
assets by one or more of these activities (i) by internal generation (ii) through Research & Development (iii)
by purchase (iii) through merger with another entity (iv) through licence or franchise (v) by way of goodwill.
For example, the following companies spend huge amounts for promoting their brands which are not
capitalized but expensed even though the benefits may be derived over many future years.

Name of Company No. of Brands Owned Amt Spent on Advertisement Rs. Cr.
Hindustan Unilever 35 4526
ITC 60 894
Dabur 35 712

Name of Company Intangible Asset Amount Rs. Cr.
Infosys Brand Development 629.00
ITC Design & Product Development 169.28
Dr. Reddyƒs Laboratories R&D 6174.1

Source: Annual Reports of the companies www.bseindia.com
Capital Market

Capital Market is a market for financial securities such as equity shares, debentures, bonds. There
are buyers and sellers who trade in financial securities. There is the Primary Market which deals with issue
of new securities. The Secondary Market deals with exchange of existing or previously issued securities.  In
India, the National Stock Exchange of India and Bombay Stock Exchange are the two biggest stock
exchanges. Capital markets help channelize surplus funds from savers to institutions which then invest
them into productive use. The issue taken up in this article is, do financial statements reflect the true value
of intangible assets and hence the true value of an enterprise? It is seen that accounting standards do not
allow capitalisation of internally generated brands, goodwill etc., R & D costs cannot be capitalized. Also
external factors such as economic factor, market factor, Government policies and decisions and time factor,
are not taken into account for valuation purpose. For the above reasons financial statements do not reflect
the true value of enterprises. This is one of the reasons for the market value of an enterprise with intangible
assets to be higher than its book value. The following analysis further brings out this fact from data of top 50
Indian companies which are listed on the National Stock Exchange (NIFTY 50).
Analysis of Nifty 50 Companies

In this, secondary data from annual reports of companies listed on the stock exchange were
collected and analyzed. NIFTY 50 index is a National Stock Exchange Index of Fifty (NIFTY) companies
with large market capitalization and actively traded. The NIFTY 50 index was launched in1996 by National
Stock Exchange of India (NSE). The index is managed by NSE. The index includes 13 sectors of the Indian
economy. The index is a free float market capitalization weighted index. The analysis was done for a six
year period from financial year 2010-11 to 2015-16. Study was also done on the disclosures of intangible
assets made by these companies in their annual reports. The results of the analyses are presented below.
ð· Analysis of Intangible Assets Vs. Market Capitalization

An Analysis was undertaken to study the correlation between value of intangible assets and the
market capitalization of listed companies in National Stock Exchange of India under the index NIFTY 50.
The NIFTY 50 companies selected for the analysis are as follows:

Name of the Company
1 HCL Technologies Limited 26. Indian Oil Corporation Limited
2 Infosys Limited 27. ACCLimited
3 Tata Consultancy Services Limited 28. Ambuja Cements Limited
4 Tech Mahindra Limited 29. Grasim Industries Limited
5 Wipro Limited 30. Ultra Tech Cement Limited
6 Cipla Limited 31. Coal India Limited
7 Dr. Reddy Laboratories Limited 32. Hindalco Industries Limited
8 Lupin Limited 33. Tata Steel Limited
9 Sun Pharmaceuticals Limited 34. Bajaj Auto Limited

10 Aurobindo Pharma Limited 35. Bosch Limited
11 Bharti Airtel Limited 36. Hero Moto Corporation Limited
12 Idea Cellular Limited 37. Mahindra & Mahindra Limited
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13 Bharti Infratel Limited 38. Maruti Suzuki Limited
14 Zee Entertainment Limited 39. Eicher Motors limited
15 Asian Paints Limited 40. Tata Motors Limited
16 Hindustan Unilever Limited 41. Bharat Heavy Electricals Limited
17 ITC Limited 42. Axis Bank Limited
18 Bharat Petroleum Corporation Limited (BPCL) 43. Bank of Baroda Limited
19 Gail(India) 44. Housing Development Finance Corporation Limited
20 National Thermal Power Corporation 45. HDFC Bank Limited
21 Oil Natural Gas Company Limited 46. ICICI Bank Limited
22 Power Grid Corporation of India Limited 47. Indusind Bank Limited
23 Reliance Industries Limited 48. Kotak Mahindra Bank Limited
24 Tata Power Limited 49. State Bank of India Limited
25 Larsen And Toubro Limited 50. Yes Bank Limited

ð§ Industry Wise Analysis : The companies selected for analysis were initially classified according
to the group of Industry they belong.  The value of Gross Intangible Assets (ITA) was taken from
the Annual Reports of the companies available on the annual filings with National Stock
Exchange. Market Capitalization is calculated by multiplying the number of shares outstanding
with the market value per share.

ð§ It Industry : There are four (4) IT Companies listed in the NIFTY 50 Index which are Infosys
Limited, Tata consultancy services limited, Wipro limited, and Tech Mahindra Limited. The
following is the Analysis of Value of Intangible Assets (ITA) and Market Capitalization.

Graph 1

(Source: Compiled from Annual Reports of the companies available on website www.bseindia.com and company website)

As can be seen from the above, a positive correlation exists between the market capitalization
and the value of intangible assets.

ð§ Pharmaceutical Industry : There are five Pharmaceutical Companies listed in the NIFTY 50 Index
which are Lupin Limited, Cipla Limited, Reddy Labs Limited, Aurobindo Pharmacy Limited and Sun
Pharmaceuticals Limited. The following is the Analysis of Value of Intangible Assets and Market
Capitalization.

Graph 2

(Source: Compiled from Annual Reports of the companies available on website www.bseindia.com and company website)
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As can be seen from the above, a positive correlation exists between the market capitalization
and the value of intangible assets.
ð§ Telecom Industry : There are three Telecom Companies listed in the NIFTY 50 Index which are

Bharti Airtel Limited, Idea Cellular Limited and Bharti Infratel Limited. The following is the
Analysis of Value of Intangible Assets and Market Capitalization.

Graph 3

As can be seen from the above, a positive correlation exists between the market capitalization
and the value of intangible assets.

ð§ Media and Entertainment Industry : There is one Media and Entertainment Company listed in
the NIFTY 50 Index which is Zee Entertainment Limited. The following is the Analysis of Value
of Intangible Assets and Market Capitalization.

Graph 4

As can be seen from the above, a positive correlation exists between the market capitalization
and the value of intangible assets.

ð§ FMCG Industry : There are three FMCG Companies listed in the NIFTY 50 Index which are
Asian Paints Limited, Hindustan Unilever Limited, and ITC Limited. The following is the Analysis
of Value of Intangible Assets and Market Capitalization.

Graph 5

As can be seen from the above, a positive correlation exists between the market capitalization
and the value of intangible assets.
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ð§ Energy Industry : There are seven Energy Companies listed in the NIFTY 50 Index which are
GAIL (INDIA) Limited, Tata Power Limited, NTPC Limited, Reliance Industries Limited, BPCL
Limited, ONGC Limited, and Power Grid Corporation Limited. The following is the Analysis of
Value of Intangible Assets and Market Capitalization.

Graph 6

As can be seen from the above, a positive correlation exists between the market capitalization
and the value of intangible assets.

ð§ Construction Industry : There is only one Construction Company which is listed in the NIFTY
50 Index which is Larsen and Turbo Limited. The following is the Analysis of Value of Intangible
Assets and Market Capitalization.

Graph 7

As can be seen from the above, a positive correlation exists between the market capitalization
and the value of intangible assets.

ð§ Oil and Natural Gas Industry : There is only one Oil and Natural Gas Company which is listed
in the NIFTY 50 Index. It is Indian Oil Corporation. The following is the Analysis of Value of
Intangible Assets and Market Capitalization.

Graph 8

As can be seen from the above, a positive correlation exists between the market capitalization
and the value of intangible assets.
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ð§ Cement Industry : There are four Cement Companies listed in the NIFTY 50 Index. They are ACC
Cement Limited, Ambuja Cement Limited, Grasim Industries Limited, and Ultratech Cements Limited.
The following is the Analysis of Value of Intangible Assets and Market Capitalization.

Graph 9

As can be seen from the above, a positive correlation exists between the market capitalization
and the value of intangible assets.

ð§ Steel Industry : There are three Steel Companies which are listed in the NIFTY 50 Index. They
are Coal India Limited, Hindalco Industries Limited, and Tata Steel Limited. The following is the
Analysis of Value of Intangible Assets and Market Capitalization.

Graph 10

(Source: https://www.financierworldwide.com/outlook-for-the-global-steel-market/#.Wa0wlvmGPIU)

The above analysis does not give a clear picture about the Steel Industry Gross Intangibles and
Market Capitalizations. Though the graph does not show positive correlation between the market
capitalization and the value of intangible assets, other market factors have affected the market
capitalization. Global steel industry has been facing turbulent times. Global excess capacity and
historically low prices have adversely affected the profitability of steel industry and hence, the market
capitalization has been declining. Finally in the given case there is an impact of intangible assets in
proportion with market capitalization. However, the same was dominated by other factors. Consequently,
the impact was mitigated to that extent and the results are depicted as above.

ð§ Automobile Industry : There are six Automobile Companies which are listed in the NIFTY 50
Index which are Mahindra Limited, Hero Moto Corp Limited, Tata Motors Limited, Eicher Motors
Limited, Maruthi Suzuki Limited, and Bajaj Auto Limited. The following is the Analysis of Value
of Intangible Assets and Market Capitalization.

Graph 11
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As can be seen from the above, a positive correlation exists between the market capitalization
and the value of intangible assets.

ð§ Manufacturing Industry : There is only one Manufacturing Company which is listed in the
NIFTY 50 Index which is Bharat Heavy Electricals Limited (BHEL). The following is the Analysis
of Value of Intangible Assets and Market Capitalization.

Graph 12

(Source: http://economictimes.indiatimes.com/bharat-heavy-electricals-ltd/chairmanspeech/companyid-11831.cms)

In the above case of BHEL, the graph does not show a positive correlation between the market
capitalization and the value of intangible assets.  However, there is no negative correlation too. Hence,
the market capitalization has been affected by other factors. The Chairman of the Company in his speech
in the Shareholdersƒ meeting had explained that €the company is in the midst of the toughest times it has
faced since its inception. The uncertain global economic order, caused by weak global recovery, slowing
global trade and China's growth transition, is the ''new normal''. The desired pace of growth continues to
elude the domestic industrial sector as it faces continued pressure from subdued capital expenditure and
capacity underutilization. Power generation equipment industry, in particular, has been facing a tough
time for the last few years, accentuated by the ongoing energy transition. In addition to this, geopolitical
disturbances in the target export markets and fluctuating energy prices have dampened the international
business. The overall subdued business environment due to these factors and the current business mix
affected the financial performance of the company•.

ð§ Financial Sector : There is only one Financial Company which is listed in the NIFTY 50 Index which
is HDFC. The following is the Analysis of Value of Intangible Assets and Market Capitalization.

Graph 13

As can be seen from the above, a positive correlation exists between the market capitalization
and the value of intangible assets.

ð§ Nifty 50: There are 50 NIFTY Companies as mentioned above. Out of them 10 Companies do
not have any Intangible Assets. The following is the Aggregate picture of trend Analysis of Value
of Intangible Assets and Market Capitalization for the 40 Companies for 6 years chosen.
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Graph 14

Findings : A positive correlation exists between the market capitalization and the value of
intangible assets in most of the Companies over the 6-year period chosen. The aggregate picture also
coincides with the Industry wise analysis. Even there, almost similar trend was observed except in BHEL
case and Steel Industry case.

Conclusion : For Listed companies, Intangible Assets play a significant role in Market
Capitalization during the period chosen subject the inflationary tendencies. An attempt is further made to
check the relationship between these two variables through Coefficient of Correlation

ð§ NIFTY 50 CORRELATION € Correlation coefficie nt - There are 50 NIFTY Companies as
mentioned above. Out of them, 10 Companies do not have any Intangible Assets. Hence, the
Correlation coefficient is calculated for the remaining 40 companies. The following formula was
used to calculate correlation coefficient is:

Where are the sample means of variable 1 (Value of intangible assets) and variable 2
(Market capitalization)

Table 15 Correlation •R‚ for the 40 Companies

NIFTY 50 CORRELATION COEFFICIENT- R
GAIL -1
TATA POWER -0.86
TATA STEEL -0.85
NTPC -0.8
HINDALCO -0.7
MAHINDRA MAHINDRA -0.43
BHEL -0.15
IDEA CELLULAR 0.17
COAL INDIA 0.24
WIPRO 0.3
HDFC 0.34
TECH MAHINDRA 0.35
LUPIN 0.4
BHARTI AIRTEL 0.46
LARSEN AND TUBRO 0.46
RELIANCE INDUSTRIES 0.5
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Graph 15

Findings: 1. Out of the 40 Companies, 7 Companies have Negative Correlation and 33
Companies have a positive correlation. 2. Within those 33 companies, 6 companies were having a
perfect correlation with value of r as 1.

Conclusion: There is a Correlation between the value of Intangible Assets and Market
Capitalization for Listed companies. Most of them are having positive correlation.

ð· Disclosures Anal ysis by Indian Companies

Analysis of disclosures by selected Indian companies in respect of the classes of intangible
assets, value of intangible assets, methodology of valuation used and value of intangible assets as
percentage of total assets and total revenue is made in the following paragraphs.

ð§ Analysis of Financial Statements of Companies that adopted IFRS Voluntarily

In the table, the details of Indian companies and their disclosure about the intangible assets in
their annual financial statements are given. The following companies issue financial statements as per
IFRS in addition to financial statements as per Indian accounting standards: Infosys Ltd., Dr. Reddyƒs
Laboratories Ltd., Wipro Ltd, TCS Ltd, HDFC Bank Ltd., Tata Motors Ltd., ICICI Bank Ltd, Bharti Airtel
Ltd. and Glenmark Pharmaceuticals Ltd.

Table 16 shows method of valuation adopted, amortization method used and details of
intangible assets disclosed in their financial statements as per Indian Accounting Standards.

INDIAN OIL 0.53
ACC CEMENT 0.6
HERO MOTO CORP 0.68
BPCL 0.7
ONGC 0.7
CIPLA 0.71
REDDY LABS 0.74
AMBUJA CEMENT 0.76
TATA MOTORS 0.78
AUROBINDO PHARMA 0.82
SUN PHARMA 0.87
GRASIM CEMENT 0.88
EICHER 0.88
INFOSYS 0.9
ZEE ENTERTAINMENT 0.9
MARUTI SUZUKI 0.9

BHARTI INFRATEL 0.97
ULTRA TECH 0.97
TCS 1
ASIAN PAINTS 1
HINDUSTAN UNILEVER 1
ITC 1
POWER GRID 1
BAJAJ AUTO 1
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Table 16: Disclosures by IFRS adopted Indian Companies

S. No. Company Name Disclosures Amortization
Method

Classes of Intangible
Assets

1 Infosys Ltd. Intangible assets are recorded at
acquisition cost. Goodwill arising on
consolidation or acquisition is not
amortized but tested for impairment.
Research costs are expensed. Software
development costs are expensed unless
their future economic benefits are
probable, in which case they are
capitalized.

Straight line
method

Goodwill
IPR Land-use rights

2 Dr. Reddyƒs
Laboratories

Valuation at acquisition cost. Straight line
method

Goodwill,
Customer Contracts,
Technical Know-how,
Product related
intangibles
Copy rights & Patents

3 Wipro Valuation at acquisition cost. Straight line
method

Goodwill, Technical
Know-how, Patents,
Trademarks

4 TCS Valuation at acquisition cost. Straight line
method

Goodwill, Acquired
Contract Rights, IPR,
Distribution Rights,
Rights under licensing
agreement and
software licenses.

5 HDFC Bank Valuation at acquisition cost. Straight line
method

Computer Software
Licenses, Electronic
Trading Platform
(Website), Bombay
Stock Exchange Card.

6 Tata motors Valuation at acquisition cost. Straight line
method

Technical knowhow,
Computer software,
Product Development
Cost

7 ICICI No disclosure No disclosure Goodwill
8 Bharti Airtel Valuation at acquisition cost. Straight line

method,
Bandwidth
amortized over
period of
agreement

Software, Bandwidth,
Licenses (Including
Spectrum)

9 Glenmark
Pharma

R & D revenue expenditure is expensed.
Development expenditure is capitalized if
future economic benefits are probable.
Intangible assets are de-recognized on
disposal or when no future economic
benefits are expected. Goodwill and
intangible assets that have indefinite lives
or that are not yet available for use are
tested for impairment annually; their
recoverable amount is estimated annually
at the reporting date.

Straight line
method,
Impairment
Testing

Computer Software,
Brands, Product
Marketing Rights,
Product know-how

(Source: Compiled from Annual Reports of the companies available on website www.bseindia.com and company websites)

Findings: 1.By observing Table 4.16, it can be inferred that Indian companies are using only
cost method for initial recognition. 2. Subsequently, some companies are testing for impairment. 3.
Banking companies make very little disclosure about intangible assets. 4. All the companies follow
methods as prescribed by AS26. They also strictly follow the standards for capitalizing the expenditure
related to intangible assets.

Findings: 1.The valuation methods are different under IFRS and under Indian AS26. Because
of this, the value of intangible asset itself can be different for e.g., Infosys. 2.  Impairment testing methods
are different as per IFRS and Indian accounting standard AS26 for e.g., Dr. Reddyƒs Laboratories. 3.
HDFC Bank has not made any disclosure under AS26 on the valuation method used. 4. Due to different
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methods adopted between Indian Accounting Standards and IFRS standards, there is huge difference in
the value of intangible assets which is summarised below:

Table 17: Difference between Indian AS and IFRS Valuation
S.
No.

Company Name Value as per Indian
AS Rs. Cr (A)

Value as per IFRS
Rs. Cr (B)

Difference in Rs. Cr.
(A)-(B)

1 Infosys Ltd. 4580 1439 3141
2 Dr. Reddyƒs Lab 6879 5416 1463
3 Wipro 10791.3 11783.2 -991.9
4 TCS 711.01 3951.28 -3240.27
5 HDFC Bank 187.16 7494.2 -7307.04
6 Tata Motors 62456.0 60791.27 1664.73
7 ICICI Bank 125.7 3555.1 -3429.4
8 Airtel 112016.6 129276.9 -17260.3
9 Glenmark Pharma 3485 3485.1 Nil

Source (http://www.pwc.in/assets/pdfs/publications/2015/pwc-reporting-perspectives-march-2015.pdf)

The table shows the summary of industry wise net intangible assets as on 31-3-2016 and the
trend graph.

Table 18: Net Intangible Assets Industry wise
Industry Net IA

FMCG 505.19
IT 562.7
Metals 822.77
Pharma 1029.64
Auto 1287.48

(Source: http://brandirectory.com/ league_tables/table/india-100-2016)which is not reflected in the financial statements

Graph 18

(Source: http://brandirectory.com/league_tables/table/india-100-2016)

FMCG industry has the lowest value of intangible assets whereas Auto industry has the highest.
This is actually contrary to the real fact. FMCG industry holds highest number of brands, but whose value
is not at all reflected in the balance sheet of the entities.

Overview of Observations

Generally, the disclosures by Indian companies includes the following under IFRS disclosures:
Method of valuation, Method of measurement of discount rate in determining present value, Method of
amortization, Period of amortization, Method of impairment testing, Types/classes of intangible assets,
Measurement of goodwill, Treatment R&D expenditure, Treatment of software costs, Treatment of
intangible assets with indefinite life, Segment wise allocation of goodwill,  Minimum value above which
the intangible assets will be recognized, Foreign exchange differences, How the gain or loss on disposal
is treated in the accounts, Fair value adjustments. Under Indian AS26, the disclosures were
comparatively less and generally include the following: Method of valuation, amortization period,
Treatment of R&D expenditure, How the gain or loss on disposal is treated in the accounts, Intangible
assets under development, When an intangible asset is derecognized. It can be observed from the
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above that Indian Companies disclosure on intangible assets as per IFRS is much more detailed than
Indian Accounting Standards.  For example, TCS discloses intangible assets geographical wise too. In
cash flow statement, purchase of intangible assets is shown as a separate line item.  Infosys allocates
goodwill to its segments of operations as already mentioned above. Infosys also gives a detailed table on
changes in carrying value of intangible assets. Under IFRS, the bargain purchase gain or negative
goodwill arising on business combinations is recognized in profit or loss. Under Ind AS, the bargain
purchase gain can be recognized either in other comprehensive income or capital reserve but not in profit
or loss. Similar to business combination, bargain purchase gain on the acquisition of an associate is also
not recognized in profit or loss. Brand value, which is normally a huge value, is never reflected in the
intangible assets. Neither IFRS nor Indian Accounting Standards specify a method for valuation of brands
and incorporation of the same financial statements. For example, €Tata• the number one brand in India
has a value of USD 13,713 million (INR 91,857 Cr), Similarly Infosys has a brand value of USD 4794
million ( INR32,120 Cr.) which is nowhere reflected in the financial statements. It was observed that the
value of intangible assets as per the disclosures is not correlated to the market capitalization of the entity.
Intangible Assets Vs. Market capitalization

�I �n �t �a �n �g �i�b �l �e � �a �s �s �e �t �s � �V �S � �M �a �r �k �e �t � �C �a �p
�G �r �o �s �s

�I�n �t �a �n �g �i �b �l �e
�a �s �s �e �t �s � �R �s �. � �C �r �.

�M �a �r �k �e �t � �C �a �p � � �a �s � �o �n
�1 �1 �- �/ �6 �/ �2 �0 �1 �6 � �R �s �. � �C �r

�H �U �L �3 �1 �3 �1 �8 �3 �4 �0 �0
�B �a �j�a �j� �A �u �t �o �8 �9 �. �2 �9 �8 �1 �4 �0 �9
�I �d �e �a �4 �8 �4 �2 �0 �2 �5 �9 �4 �6
�B �H �E �L �4 �6 �9 �3 �3 �0 �1 �8
�A �s �i �a �n � �P �a �i �n �t �s �2 �7 �6 �1 �0 �0 �0 �1 �0
�B �o �s �c �h �6 �. �7 �6 �7 �5 �3 �7
�I �T �C �8 �9 �8 �3 �0 �1 �7 �8 �6
�D �r � �R �e �d �d �y �' �s �6 �8 �7 �9 �5 �0 �9 �7 �1
�A �d �a �n �i � �p �o �r �t �s �2 �2 �3 �5 �9 �7 �5 �7
�A �m �b �u �j �a � �c �e �m �e �n �t �s �1 �1 �4 �4 �7 �8 �2 �4
�I �n �f �o �s �y �s �4 �5 �8 �0 �2 �2 �2 �9 �8 �7
�T �a �t �a � �M �o �t �o �r �s �6 �2 �4 �5 �6 �1 �4 �7 �2 �0 �5
�D �a �b �u �r �6 �8 �2 �5 �2 �3 �4 �3
�S �u �n � �P �h �a �r �m �a �6 �0 �5 �7 �1 �5 �7 �0 �9 �6

(Source: www.bseindia.com)

Valuation Methodologies

As per Indian Accounting Standards, acquisition cost method or cost method is used for initial
recognition and later only fair value method is used. Goodwill is tested for impairment periodically as per
IFRS and the loss, if any, is recognized as expenditure. However, as per Indian accounting standards,
goodwill is not amortised but to be tested for impairment. But this is rarely done as there is no definite
way of testing the impairment of goodwill. For the purpose of impairment testing, goodwill acquired in a
business combination is allocated to the cash generated units (CGU) or groups of CGUƒs, which benefit
from the synergies of the acquisition. The chief operating decision maker reviews the goodwill for any
impairment at the operating segment level, which is represented through groups of CGUƒs.

BHEL

Bharat Heavy Electricals Ltd. has stated that if the intangible asset value is more than Rs.
10000, then only it will be capitalized. Expenditure on Research is charged to P&L account.  Expenditure
incurred on Development during development phase of R & D is capitalized if it meets the relevant
criteria. (Source: BHEL Ltd. Page 169 of Annual Report 2015-16).

Hindustan Unilever Ltd.

In the notes, the company has disclosed the policy on intangible assets as €stated at acquisition
cost net of accumulated amortization and impairment losses. Amortization is done on straight line basis.
(Source: Hindustan Unilever Ltd. Page 155 of Annual Report 2015-16).

Idea Cellular Ltd.

Idea Cellular made following disclosure in its Annual Report for 2015-16.  Copy Rights, Spectrum
Licenses are amortized on commencement of operations over the validity period.  Software, which is not
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integral part of hardware is treated as intangible asset and amortized over its useful economic life as
estimated by the Management between 3 to 5 years. Bandwidth/Fibre taken on indefeasible Right of Use is
amortized over the agreement period. Assets costing up to Rs. 5000 are depreciated fully in the month of
purchase. (Source: Idea Cellular Ltd. Page 155 of Annual Report 2015-16).

Asian Paints

Asian Paints values separately acquired intangible assets at acquisition cost initially. Intangible
assets acquired on business combinations are valued at fair value.  Trademarks are amortized over 5
years. Estimated life of each brand is assessed separately. Brand of bath fittings business is amortized
over 2years. (Source: Asian Paints Ltd. Page 113 of Annual Report 2015-16).

Bharti Airtel made the following disclosure on valuation and accounting of intangible assets:
Separately acquired intangible assets are recognized at cost. Software is valued at acquisition cost and
amortized over the life of the license. Spectrum and licenses are initially recognized at cost and
amortized on straight line basis over the validity period. Bandwidth is recognized at cost and amortized
over a period of agreement which may not exceed 15 years. Intangible assets under development
includes the amount of spectrum allotted to the Company and related costs for which services are  yet to
be rolled out.  (Source : Bharti Airtel Ltd. Page 136, 152 of Annual Report 2015-16).

Fair Value Method and Cost Method

IFRS based financial statements recognize intangible assets on a fair value based methods in
the case of business combinations. The valuation is normally done by independent valuers. Indian
Accounting Standards do not specify any method for business combinations. However, if the asset is
acquired in an amalgamation, the consideration is allocated on the basis of fair values on the date of
amalgamation. If an asset is acquired in exchange of shares or securities, then also it is taken at fair
value. Otherwise, cost method is widely used for valuation of intangible assets.

Conclusions & Suggestions

The above study reveals many gaps in the valuation of intangible assets in the financial
statements as reported by enterprises. However, capital markets go beyond the financial statements and
value enterprises. This is evident from the higher than book value valuatioins for enterprises which have
significant intangible assets, particularly popular brands. Accounting Standards give detailed guidance for
recognition and measurement of intangible assets. Initial measurement is mostly cost based and
subsequent measurement fair value based. They also give reference for valuation in various corporative
actions such as acquistions, business combinations, exchange of assets, by way of Government grant
etc., However, the Accounting Standards fail to take into account macro economic conditions ,market
conditions, government policies ,and time factor. Further some of the accounting These shortcomings
can impact the enterprise value adversely and hence market value of the shares of the enterprisewill also
be affected. The balance sheet of the enterprise may not reflect the true value and may not reflect global
value of the enterprise.Hence the guidance and methods provided by Accounting Standards are
inadequate. There is scope for improvement in the all standards right from national level to global level .

The Global Intangible Finance Tracker (2017), which reviews annually the intangible value of
top 100 enterprises, reports that the average enterprise value consists of 60% of intangible assets and
only 40% of net tangible assets. Out of the 60% of intangible assets only 10% are disclosed, balance
50% is not reported. The report further states that €there is huge black hole in conventional accounting
and financial reporting. Changes in the nature of the world economy over the last 20 years, and the
inexorable growth in the number of intangibles based enterprises, means that the need for better
reporting is now stronger than ever.• Table below shows how the market capitalization of global
enterprises is build upon intangible assets:

Name Total Intangible Value/Enterprise Va lue (%)
Apple Inc. 62%
Microsoft Corporation 88%
Amazon.com Inc 95%
AT &T Inc 95%
Facebook Inc. 85%

(Source: Global Intangible Finance Tracker 2017)
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Sir David Tweedie, Chairman, Board of Trustees, The International Valuation Standards Council
(IVSC), opines that €if purchased intangible assets can be put on the balance sheet of an enterprise,
there is no logic in banning internally generated brands being shown as assets•. David Herbinet, Global
Audit Leader, Mazars, member of the Praxity alliance, opines that €It is hard in the modern age of
accounting to ignore the reporting for brands, and other intangibles simply because these issues fell into
the „too difficultƒ box.• (Source:http://brandfinance. com/images/upload /gift_report_2017_bf_version_
high_res_version.pdf)

Suggestions

Accounting Standards require a re-look in the light of the changing scenario. Financial statements
and financial reporting should be tuned in a better way to the market and economic factors. Valuation
methods specified by Accounting Standards need a revamp so that they are in tune with the market
capitalization. In doing this, professionals Company Secretaries, Cost Accountants and Chartered
Accountants should play an important role. From the government, Ministry of Corporate Affairs may invite
opinions on the recognition and measurement methods of intangible assets. Entrepreneurs need to be
aware of the impact of intangible assets on the enterprise value. Finally, the investors awareness should be
more on the impact of intangible assets and their value to enable them make better investment decisions.
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ABSTRACT

€I promise to pay the bearerthe sum of one thousand rupees/five hundred rupees• undersigned by
the RBI governor on notes, seemed dubious the day when the  demonetization of two high denominated
Indian currencies i.e. 1000 rupee-note and 500 rupee-note was announced by the Prime Minister of India. It
was bound to hit the economic system of the nation as the whole country faced the problem of liquidity. The
recent move of demonetization in India has certainly affected the local traders adversely in all the regions of
the country but the change in their practice of holding unaccounted money was not studied  so far. The
present study is about the small shopkeepers of a region, change in their accounting practices and their
problems in shifting towards e-monetization i.e. cash less mode of payment after the accomplishment of the
demonetization process in India. The study is empirical in nature and is based on primary as well as
secondary data. Primary data has been collected through schedule of 15 questions filled by the
enumerators from the 40 shopkeepers dealing in daily needs, jewelry, hardware, mobile & accessories and
baked materials established in four major areas of Sagar city of Madhya Pradesh and secondary data has
been collected from websites of NPCI & RBI and various other sources. To categorize and quantify the
collected data, five point Likert scaling technique has been used and to check the goodness of fit,
Kolmogorov-Smirnov (K-S) test has been applied. For the interpretations, percentage technique has been
used wherever found necessary. The study concludes that the recent move of demonetization in India has
caused a significant decrease in unaccounted income of the local shopkeepers of select region and the
entire e- monetization at present will not stop tax evasion in the country.

KEYWORDS: Demonetization, Unaccounted Income/Money, E-Monetization, Black Money..
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Introduction

€I promise to pay the bearer the sum of one thousand rupees/five hundred rupees• undersigned
by the RBI governor on notes, seemed dubious the day when the demonetization of two high
denominated Indian currencies i.e. 1000 rupee-note and 500 rupee-note was announced by the Prime
Minister of India as he said, ‚these notes are just papers from tomorrowƒ1, and even in subsequent period
until the re-monetization took place, it remained in question. Between November 8 midnight and
December 30, 2016, there was a hue and cry among the common men as well as the prominent figures
of the country. Many a citizens as well as politicians criticized this move of the government and the
government too failed to have anticipated the complexities and catastrophic effect of the move in short
term. However the period of affliction was for a short span, it jolted the entire economic system of the
nation. Following the announcement, there was a rush at banks and ATMs, to exchange old notes and
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500, 1 000 Rupee Notes. NDTV. Retrieved from http://www.ndtv.com/indianews/pm � modi � speaks � to �
nation � tonight �at �8 �pm �1622948.
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withdraw new currency (Roy, Debayan, 2016).1 Moreover there was a series of notifications on daily
basis for withdrawal limits and exchange limits. Due to fast changing instructions by the government
during that period, it appeared that the government and the central bank were severely unprepared to
manage the whole situation (Gupta , Dinesh Kumar, 2017).2 The government justified by saying that the
demonetization drive was to thwart the entry of forged currency, to uproot the parallel economy and to
curb corruption, therefore every step was taken with confidentiality. The two withdrawn denominations
represented 86% of the currency in circulation (RBI, 2016).3 The government suspected the major chunk
of this to have been hoarded as unaccounted money by the tax evaders. This is the reason why only
these two denominated currencies were chosen for demonetization. It was bound to hit the economic
system of the nation as the whole country faced the problem of liquidity.

India is basically a cash-driven economy and more than 90 % transactions are settled in cash
(Patil, 2016).4 With the knowledge of such fact, it may not have been easy for the government to take
initiative for the demonetization move. It has been observed across the countries where the very move
had been exercised, that it is one of the risky measures to diagnose the limped economy as it succeeded
in a very few countries. At most places there were reported some dire side effects besides the failure of
the move. Going 70 years back into the history of Indian economy, it is found that this remedy has
already been applied in 1946 and then in 1978 but two of the times it did not come out with a panacea to
curb black money and to preclude the circulation of counterfeit currency in the country. It is evident that
the present government proscribed the currencies and expedited the process of exchange  with the
certain limits sagaciously.

The process of demonetization this time was good or bad can be just the matter of an
individualƒs opinion but its success or failure can be measured on the ground of impact on GDP, parallel
economy at large, tax collection, counterfeit currency, cashless transactions and the most importantly the
prevailing practices of keeping unrecorded money and evading tax on it. The issue of concern from the
governmentƒs side is the transparency in income disclosure by an individual or a firm. This is more or
less about the citizen of the country, whether he is salaried or self-employed, who expects the
government to follow the rectitude policy but he himself gets indulged in wrong practices on the pretext of
the failure of the government to put equilibrium in the society in terms of employment generation and
community development, corruption of beaurocracy, flaw in monitoring the policies, rising inflation and
consequently excessive pressure to earn more and more. The real issue is how the common man been
affected by the drive as the current demonetization has adversely affected the poor, wage labourers,
small businesses, farmers and other minorities (Shariff & Khan, 2016).5

Statement of Problem

The recent move of demonetization in India has certainly affected the local traders adversely in
all the regions of the country but the change in their practice of holding unaccounted money was not
studied so far, as known to the present authors therefore; it becomes necessary to study it. It has also
been observed that traders are moving towards digitalization after demonetization and there is also a
need to spread more awareness about it but what challenges these shopkeepers are facing in the same
regard have not been reported yet. Even the complexities left after the accomplishment of
demonetization exercise before this stratum, also need due study. And, above all the awareness about
this exercise of demonetization and its consequences, matters a lot to know why they do not or why they
should move towards e-monetization now. Therefore, the present study is about the small shopkeepers
of a region, change in their accounting practices and their problems in shifting towards e-monetization
i.e. cashless mode of payment after the accomplishment of the demonetization process in India.

1 Roy, Debayan. (2016, November 22). Demonetisation Rush at Banks has Cashiers 'Weeping', Say
Bank Unions. News18.com. Retrieved July 2, 2017, from News18.com: http://www.news18. com/news/
business/demonetisation �rush �at �banks �has �cashiersweeping �complain �bank � trade �unions �1314593.h

2 Gupta, Dinesh Kumar. (2017, March 12). Demonetization and Its Overall Impact. Retrieved July 2,
2017, from https://ssrn.com/abstract=2931740.

3 Reserve Bank of India. (2016). Withdrawal of Legal Tender Status for  ¹� �5�0�0� �a�n�d�  ¹� �1�0�0�0� �N�o�t�e�s� �:� �R�B�I
Notice.  Retrieved from https://rbi.org.in/Scripts/BS_ PressReleaseDisplay. aspx?prid=38520

4 Patil, A. (2016, December 25). History of Demonetization - Case Studies. Retrieved from ssrn.com:
https://ssrn.com/abstract=2996104

5 Shariff , A., & Khan, A. U. (2016, November 16). Why Demonetization Will Not Eliminate Black Money
or Corruption.
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Significance of Research

There have taken place a very few studies after the financial year started on April 1, 2017 post
demonetization. This study is meant to fill the gap between the anticipated effects and the current impact
of demonetization on the general public especially small shopkeepers. It is also supposed to help
understand the complexities faced by the small traders to adopt digital payments system so that
corrective measures can be taken on ground level. It is expected to show the true picture of the
accounting practices adopted by the local shopkeepers. Results of the study can be generalized to the
state level as study is based on a city of Madhya Pradesh and it may also lead to further studies.

Objectives

ð· To know the level of awareness of the select group about the demonetization move and its
consequences over the Indian economy

ð· To analyze the accounting practices adopted by the select group pre and post demonetization
ð· To understand the challenges experienced by the select group post demonetization
ð· To study the complications faced by the select group to shift towards e-monetization and to

review their knowledge over the advantage of online transactions.

Organization of Paper

This paper is structured into the following sections: (Section 1 Introducing the background and
statement of problem followed by significance and objectives of the study) Section 2 provides a review of
the past and recent literature on the impact of demonetization move in India on small traders and others,
awareness of digital transactions among them and similar measures taken in other countries, with the
identification of research gaps; Section 3 presents the sample framework and outlines the hypotheses;
Section 4 describes the methodology and data collection process, with the statement on research ethics;
and Section 5 presents the analysis, empirical results and findings. Finally, it has been concluded by
summarizing and discussing the outlook for further studies.

Literature Review

During November and December 2016

This was the time in which demonetization in the country was on operative mode, that is why all
the studies were done without the data and facts but with the experiences and facts of previously taken
such move in India or outside India.

CARE Ratings (2016) in its report, highlighted that demonetization will abolish parallel
economy, stop the circulation of fake currency for a short span and restrict the anti-social activities like
smuggling however money supply, the prices on consumer goods, real estate and property, gold and
luxury goods and automobiles will decline consequently, the demand will also fall. Agriculture and related
sector, small traders , SMEs, services sector, households, political parties, professionals like doctor,
carpenter, utility service providers, etc. and retail outlets will have adverse impact and apart from these,
GDP and banks will also be affected. Digital transactions will be on boom and people will search
alternative modes of payment.

NIPFPi (2016) marked the prospective impact of demonetization in short run in terms of decline
in cash transactions, adverse effect on demand of daily needs , fruits, vegetables, transportation
services, etc., increase in credit in the market, fall in property prices and augmentation in tax collections.
If the cash replacement is done within a period of one to two months, even then agriculture, automobiles
and construction sector will be  adversely affected in short term. In medium term, due to the increase in
deposits, banks will be capable to create more credit in the economy. Certain sectors including banking
will face transition issues as well; means it cannot be conceived as the success of the drive as the
deposit of hidden money will soon be withdrawn and banks cannot lend it out.

Ramdurg & Basavaraj (2016) threw the light on the history of the demonetization in the world as
well as in India. They showed that Zimbabve, Soviet Union, Myanmar, Australia, Ghana, Nigeria, Zaire,
Pakistan and North Korea have also fallen in queue of using demonetization as a measure to cure their
economy; some for controlling hyperinflation, some for curbing black money and corruption and some for
removing counterfeit currency. In India as well it is the third time but this time it had various objectives which
were needed to be achieved. They further did the analysis of pros and cons of the demonetization move
and finally concluded that it should not be repeated albeit it benefitted for the economy and now such
measures should be taken which can sustain the dividends of the demonetization exercise in long run.
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Mali (2016) talked about the reasons of demonetization in India and major effects of it. He then
reported that due to demonetization online retail stores temporarily stopped cash on delivery facility,
disbursement rate of microfinance institutes slowed down, Micro Businesses were affected adversely and
e-wallet firms gained good business. At last, he gave a concluding remark that in spite of affecting some
sectors favorably and aderversely, demonetization will aid to control black money in the country in long run.

Singh & Singh (2016) collected the experiences of demonetization from various countries viz.
Russia, North Korea, Zaire, Myanmar,Ghana and Nigeria and compared these with the recent move of
demonetization in India. They also compared the performance of Indian stock market with Asian stock
market one month post demonetization. While estimating the probable consequences of the move, they
reported that Indian stock market has fallen down in almost all major sectors, bank rates and interest
rates are expected to reduce, bank deposits and credit allowance are supposed to increase and
demonetization along with GST would curb black money in the country. They also reported the short
term and long term effects of demonetization move and with experiences of other country, it was
concluded that the move failed to fix a debt-burdened and inflation-ridden economy.

Patil (2016) did a case study on demonetization moves taken in Zimbabve, Russia and India.
He found that demonetization process in Zimbabve, from 15 June to 30 September in 2015, was to
stabilize the hyperinflation where prices went three times a day but the process was reported failure as
hyperinflation turned into deflation and citizens of the country lost the trust in banking system. Similarly,
demonetization exercise conducted in Russia in 1991 fell flat and the government lost the trust of the
general public however it was done to fight. parallel economy, as country experienced 300% rise in
inflation. Russia repeated this move in 1998 by removing three zeroes from the currency and this time it
was successful. In India, on 12 January 1946, government banned Rs. 500, Rs. 1000 and Rs. 10,000
notes as a part of demonetization to punish black money hoarders but all the money was converted
therefore, the objective of the move could not be achieved. Subsequently, in 1978 Indian government
again banned Rs. 500, Rs. 1000 and Rs. 10,000 notes to combat corruption, black money and terrorism
but this time too the move was not as successful as it was supposed to be. He concluded that one
should always learn from history and such measure like demonetization should be applied only in
extreme cases and that too with careful planning. He also mentioned some proposed benefits of the
recent demonetization move in India.

Thus, it was identified that reports of CARE and NIPFP described the expected impact of the
move as these studies were done in very earlier phase of it whereas the studies of Ramdurg &
Basavaraj, Singh & Singh and Patil just compared the move in India with that of other nations but worth
noting point is that first two studies and study of Mali assented that small traders, micro businesses and
trades related to daily needs will be adversely affected however the claim was not made on the basis of
any evidence.

During Januar y, February and March 2017

This was the period when demonetization process had then ended and financial year of Income
Tax was about to end.

Krishnan & Siegel (2017) along with their team surveyed 28 slum neighbourhoods in Mumbai
city of Maharashtra and reached over the conclusion that most of the respondents were aware of the
demonetization drive and reacted to it positively however there was a slight drop in income which was
correlated with their changing expenditure and savings. It was also found that Paytm was commonly
used as cashless method of payments and more than half of the respondents assessed the move in a
positive manner.

Zhu et al. (2017) studied the issue of recent demonetization in India more closely by basing
their study on 90 households belonging to the four rural regions of Sunderbans, West Bengal in India.
They basically used econometric model to understand the causal impact of demonetization on
consumption purchases, non-consumption expenditures and borrowing activities. They found that
consumption-related purchases and instances of loans have increased and borrowing has reduced post
demonetization among the selected group. They also highlighted the short run loss of welfare of selected
sample in terms of losses to savings due to time lost in bank queues, reductions in earnings due to being
engaged with banks instead of being employed and losses to income from receiving old notes, to be
exchanged subsequently. They also mentioned long run loss due to increase in consumption related
expenditure and decrease in sale of agriculture produce. They, at last, concluded that selected
households did have immediate loss of welfare but they tried alternative strategies too to rid their
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unwanted currency notes and local credit markets can help households leverage for short-term
adjustments to macroeconomic shocks.

Paramahamsa & Eliot (2017) discussed the long-term benefits and short-term costs of
demonetization. They also showed benefits as well as the negative face of cashless economy and the
effects of demonetization on circulation of currency, GDP, black money, corruption and taxation.

Gupta (2017) mentioned the major targets of government behind demonetization move and
also discussed its pros and cons. He called it a less-cash strategy instead of cashless plan and also
admitted that post demonetization, e-payments and digital payments have augmented. While expressing
the benefits of cashless system, he inferred the country moving towards rematerization. Finally, he
consented that despite much difficulty, this drive was welcomed by the general public and the author also
hoped that the public will adopt cashless modes of payment in coming time. The studies of Krishnan &
Siegel and Zhu et al. were based on the experiences of the households whereas the studies of
Paramahamsa & Eliot in Economic Survey and Gupta mainly discussed the pros and cons of cashless
economy and demonetization though Gupta and others claimed that modes of cashless payment have
increased but there was no base of it.

After April 1, 2017 till date

This is the period when the long term impact of demonetization move started casting its shadow
and there can be seen a consensus amongst the people over the post demonetization effects.

Ligo (2017) made an attempt to seek influence of demonetization on unorganized sector, taking
the sample of 20 traders and 100 customers from Pathanamthitta district of Kerala. The author then
found that gender of the respondents relate neither with change in shopping behavior nor with
awareness of payment apps and nor with reason for not using mobile apps. Conclusion was that
unorganized sector had adverse effect of demonetization move as afterwards majority of regular
customers shifted to different shops and change in their behavior was also observed however customers
need to be more digitally literate.

Pandey & Nema (2017) analyzed the impact of demonetization on common people, taking the
sample from Allahabad city of Uttar Pradesh with reference to the socio-economic profile of the selected
respondents. After analysis, they reported that the factors casting impact of demonetization on common
people and their socio-economic profile are associated and interpreted that the demonetization move
was an initial step to fight corruption and albeit people have moved towards digitalization post
demonetization, a lot more needs to be done in the same regard. The study of Ligo is quite relevant for
the present study as the author chose unorganized sector and customers and on the basis of data
collected and analysis done, adverse effect of demonetization was reported and awareness of digital
payment modes was observed low homogeneously study done by Pandey and Nema expressed the
need of digital literacy among the common people.

Hypotheses Development

Table 1: Decrease in Unacco unted Income after Demonetization Move

Nature of Business Not at all Very less Less Much Very Much Total
Daily Provisions 2 2 3 3 5 15
Jwellery 1 2 0 2 1 6
Hardware 1 1 2 2 1 7
Mobile & Accessories 1 1 2 3 1 8
Baked Materials 1 2 0 1 0 4

Total 6 8 7 11 8 40

The collected primary data compiled in Table 1 shows at first glance the experience of the
selected sample over the question of decrease in unaccounted income of the shopkeepers after the
demonetization exercise, which states that the unaccounted income after demonetization move has
decreased much. It arises a question over the goodness of fit of the above set of data to the assumed
distribution. Therefore, it leads to formulate the following null and alternate hypotheses respectively:

H01 : The set of data showing much decrease in unaccounted income of the shopkeepers after
demonetization move follows the assumed distribution.

Ha1 : The set of data showing much decrease in unaccounted income of the shopkeepers after
demonetization move does not follow the assumed distribution.
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Table 2: Extent of Complete E -Monetization to Stop Tax Evasion

Nature of Business Not at all Very less Less Much Very Much Total
Daily Provisions 1 2 1 3 8 15
Jwellery 0 0 0 1 5 6
Hardware 0 0 0 5 2 7
Mobile & Accessories 0 0 1 4 3 8
Baked Materials 0 0 0 2 2 4

Total 1 2 2 15 20 40

Table 2 compiled from the collected primary data shows that the complete E-Monetization will
stop tax evasion very much in the opinion of the selected sample. Here, a question arises over the
goodness of fit of the above set of data to the assumed distribution. Therefore, it leads to formulate the
following null and alternate hypotheses respectively:

H02 : The set of data showing that the complete E-Monetization will stop the tax evasion very much
follows the assumed distribution

Ha2 : The set of data showing that the complete E-Monetization will stop the tax evasion very much
does not follow the assumed distribution

Methodology

The present study is empirical in nature and both the methods; qualitative and quantitative have
been used herein. It is based on primary as well as secondary data having adopted simple random
sampling technique. Hypothesis has been tested on the basis of non- parametric test on 5 % level of
significance and interpretations have been made thereof.

Data

For collecting primary data, schedule of 15 questions was prepared and two enumerators were
set to have that filled from the four main areas of Sagar city of Madhya Pradesh, namely Gopalganj,
Katra, Civil Lines and Sneh Nagar and secondary data was retrieved from the websites of NPCI and RBI,
journals, newspaper articles and working papers of concerned institutions.

Study Period .

Questions asked from the respondents in schedule were related to the post demonetization
effects on their trade practices till date therefore, the study period is of six months i.e. from January 2017
to June 2017. Moreover the secondary data has also been collected of the same period.

Sample Size

Sample of 50 small local shops of Sagar city of Madhya Pradesh state of India was selected for
the study but out of these only 40 filled the schedule fully; therefore sample size for the present study is
40. The shops dealing in daily needs, jewelry, hardware, mobile & accessories and baked materials were
targeted for the study.

Tools & Techniques Used

To categorize and quantify the collected data, five point Likert scaling technique has been used
and to check the goodness of fit, Kolmogorov-Smirnov (K-S) test has been applied. For the
interpretations, percentage technique has been used wherever found necessary.

Justification

Sample of only small shopkeepers dealing in the most frequent transactions nature of business
was chosen after having done an informal survey about the majority of the nature of shops in the selected
region, as relevant to the research gaps sought and the problem stated in the study. As the calculation of
the total population was quite difficult and time consuming, simple random sampling technique was adopted
on the basis of the consent of the shopkeepers to answer the required questions of the schedule prepared.
As the collected data is qualitative in nature, non-parametric test was required for the study. K-S test was
chosen on being more appropriate in case of small sample size i.e. less than 50.

Statement on Research Ethics

Researcher has been unbiased while choosing the respondents and they were promised not to
disclose their and their shop names. Assurance of confidentiality encouraged them to give consent to
answer all the concerned questions of the schedule. Enumerators were instructed to assist the
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respondents in case the respondents find difficulty. This is to state that the present study is purely
original and neither full nor any part of it has been published or presented anywhere else. All the sources
have been duly cited and plagiarism has also been made checked.

Analysis and Findings

Under five point Likert scale, points are allotted as follows: 1,2,3,4 and 5 to the options, Not at
All, Very Less, Less, Much and Very Much respectively.

Table 3 : Calculation of the Maximum Absolute Difference for the Testing of H 01

Points Observed
Frequency

Observed
Probability

Expected
Probability

Observed
Cumulative

Probability (OF)

Expected
Cumulative

Probability (EF)

Dii=
„OF-EF„

1 6 0.150 0.2 0.150 0.2 0.050
2 8 0.200 0.2 0.350 0.4 0.050
3 7 0.175 0.2 0.525 0.6 0.075
4 11 0.275 0.2 0.800 0.8 0.000
5 8 0.200 0.2 1.000 1.0 0.000

The maximum value of Dcal
iii = 0.075 which is point 3. The table value Dn for sample size 40 at

significance level of 5% is 0.21.

Since the calculated value is less than table value hence, H01 is accepted. It means that it can
be certainly said that there is much decrease in unaccounted income of the shopkeepers after the
demonetization drive. This is what the government expected from the demonetization move.

Table 4 : Calculation of the Maximum Absolute Difference for the Testing of H 02

Points Observed
Frequency

Observed
Probability

Expected
Probability

Observed
Cumulative

Probability (OF)

Expect ed
Cumulative

Probability (EF)

D =

€OF-EF€

1 1 0.025 0.2 0.025 0.2 0.175
2 2 0.050 0.2 0.075 0.4 0.325
3 2 0.050 0.2 0.125 0.6 0.475
4 15 0.375 0.2 0.500 0.8 0.300
5 20 0.500 0.2 1.000 1.0 0.000

The maximum value of Dcal = 0.475 which is point 3. The table value Dn for sample size 40 at
significance level of 5% is 0.21.

Since the calculated value is more than table value hence, H02 is rejected. It indicates that the
views of the selected sample over the complete e-monetization to stop the tax evasion are not consistent
with the normal distribution, which means that all the shopkeepers of the city, state or nation do not think
the complete e-monetization to put a check on the problem of tax evasion however the sample reported
adverse to that.

Table 5: E xtent of Reduction in Black Money in th e Country due to Demonetization
Nature of Business Not at all Very less Less Much Very Much Total

Daily Provisions 3 8 3 1 0 15
Jwellery 0 1 2 2 1 6
Hardware 1 0 0 5 1 7
Mobile & Accessories 1 1 1 3 2 8
Baked Materials 0 1 1 1 1 4
Total 5(12.5%) 11(27.5%) 7(17.5%) 12(30%) 5(12.5%) 40(100%)

Table 5 shows that out of the sample of 40 shopkeepers,12.5% shopkeepers think that
demonetization has not at all reduced black money in the country, 27.5% shopkeepers say that
demonetization has reduced vey less black money in the country, 17.5% shopkeepers opins that
demonetization has reduced less black money in the country. 30% shopkeepers accept that
demonetization has reduced much black money in the country and only 12.5% shopkeepers consider
that demonetization has reduced very much black money in the country. As only 12.5% shopkeepers
support the statement that demonetization has not at all reduced the black money in the country, it can
be interpreted that mostly shopkeepers  are aware of the consequences of the demonetization move
over the Indian economy.
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Table 6: Real Income Disclosure to Government by the Shopkeepers
Nature of Business Yes No Total

Daily Provisions 7 8 15
Jwellery 2 4 6
Hardware 4 3 7
Mobile & Accessories 1 7 8
Baked Materials 1 3 4
Total 15(37.5%) 25(62.5%) 40(100%)

Table 6 depicts that only 37.5% shopkeepers agree to that all shopkeepers do not disclose their
real income to government and 62.5% shopkeepers do not agree to this statement out of the sample of 40
shopkeepers. It clearly cites that majority of the shopkeepers disclose their real income to government.

Table 7: Major Change in Accounting by Shopkeepers after Demonetization move

Nature of Business
Increase

in Taxable
Income

Decrease
in Savings

Decrease
in Cash Sales

Increase
in Payments

through Cheque

No
Change Total

Daily Provisions 0 3 4 4 4 15
Jwellery 0 1 4 1 0 6
Hardware 1 1 3 0 2 7
Mobile & Accessories 0 1 6 0 1 8
Baked Materials 0 1 3 0 0 4

Total 1(2.5%) 7(17.5%) 20(50%) 5(12.5%) 7(17.5%) 40(100%)

Table 7 shows the biggest change in the accounting of the shopkeepers after the jolt of
demonetization. Only 2.5% favours that the major change is the increase in taxable income, 17.5%
considers the decrease in savings a major change, 50% say that cash sales has decreased significantly,
12.5% find increase in payments through cheques as a big change and the remaining 17.5% states that
there is no change after the demonetization process is completed. Here, it can be understood that
decrease in cash sales and savings and increase in cheque payments hints that the practice of holding
unrecorded income has mitigated however taxable income has not increased significantly.

Table 8: Problems faced by the Shopkeepe rs after Demonetizatio n Process

Nature of Business
Increase in

Credit
Transactions

Shortage of
Small Notes

& Coins

Incapability in
Online

Transactions

Increase in
Old Notes

All of the
Above Total

Daily Provisions 2 1 3 5 4 15
Jwellery 0 0 0 2 4 6
Hardware 3 1 0 0 3 7
Mobile & Accessories 3 1 1 2 1 8
Baked Materials 1 0 0 0 3 4

Total 9(22.5%) 3(7.5%) 4(10%) 9(22.5%) 15(37.5%) 40(100%)

Table 8 highlights that out of the selected sample, 22.5% respondents find that there was an
increase in credit transactions post demonetization, only 7.5% experienced the shortage of small
denominated notes and coins post demonetization, 10% of them found themselves incapable in online
transactions, 22.5% respondents faced the problem of increase in old currency notes and the rest 37.5%
respondents nodded to have experienced all such problems. It is clear by the study that the shopkeepers
faced the aforesaid problems immediately after the demonetization announcement and the major
problems were increase in credit transactions and increase in old currency notes.

Table 9: Extent of Effect of Demonetization on the Business after Demonetization Process
Nature of Business Not at all Very less Less Much Very Much Total

Daily Provisions 5 4 2 3 1 15
Jwellery 0 1 0 1 4 6
Hardware 1 0 0 4 2 7
Mobile & Accessories 0 1 2 3 2 8
Baked Materials 0 0 0 0 4 4

Total 6(15%) 6(15%) 4(10%) 11(27.5%) 13(32.5%) 40(100%)



Narendra Verma & Dr. J. K. Jain: Demonetization: Curbing the Practice of Holding Unaccounted ....... 41

Table 9 shows that 15% of the selected respondents say that their business was not at all affected
due to demonetization exercise, another 15% think that their business was very less affected, 10% respond
that their business had less effect of demonetization, 27.5% admit that their business was much affected
and the remaining 32.5% claimed that their business was very much affected due to demonetization, in
which jwellers and bakers were majorly included. It can be interpreted on the basis of the above data that
the business of jwellery, bakery and hardware was affected more than that of others due to demonetization.

Table 10: Shifting of Shopk eepers towards Online Transac tions after Demonetization move
Nature of Business Yes No Total

Daily Provisions 4(26.67%) 11(73.33%) 15(100%)

Jwellery 1(16.67%) 5(83.33%) 6(100%)

Hardware 1(14.29%) 6(85.71%) 7(100%)

Mobile & Accessories 2(25%) 6(75%) 8(100%)

Baked Materials 1(25%) 3(75%) 4(100%)

Total 9(22.5%) 31(77.5%) 40(100%)

Table 10 shows that only 22.5% shopkeepers out of the sample of 40 have moved towards online
transactions for their business and the rest 77.5% still remain confined to offline mode of transactions. It can
also be noticed that the shopkeepers dealing in daily provisions business have moved towards online mode
of transactions for their business more than others, i.e. 26.67% out of 15 shopkeepers whereas 16.67%
jwellers out of 6 jwellers, 14.29% and 25% bakers out of 4 bakers have admitted that they have moved to
online mode for their business transactions after demonetization. Thus, it is interpreted that majority of the
shopkeepers have still not adopted digital mode for their business transactions.

Table 11: Extent of E -Monetization in Favour of Country Interest
Nature of Business Not at all Very less Less Much Very Much Total

Daily Provisions 1 3 1 3 7 15

Jwellery 0 0 0 3 3 6

Hardware 0 0 0 5 2 7

Mobile & Accessories 0 0 0 3 5 8

Baked Materials 0 0 0 2 2 4

Total 1(2.5%) 3(7.5%) 1(2.5%) 16(40%) 19(47.5%) 40(100%)

Table 11 shows that only 2.5% respondents think that e-monetization is not at all in the interest
of the country, 7.5% find it very less in the interest of the country, other 2.5% say that it is less in interest
of the country whereas 40% and 47.5% of the sample of 40 respondents find it much and very much in
the interest of the country respectively. On the basis of the present data it can be understood that mostly
shopkeepers are ready to move towards e-monetization i.e. cashless monetary system.

Below, Table 12 compiled from the data retrieved from the website of the National Payments
Corporation of India (NPCI) depicts the volume and value of online transactions through various modes of
payment namely RTGSiv, NEFTv, CTSvi, IMPSvii, NACHviii, UPIix, USSDx, Debit & Credit Cards at POSxi,
PPIxii and Mobile Banking. The figures show that from November 2016 to December 2016, the crucial
period of demonetization process, the volume as well as value of online transactions from all modes except
Mobile Banking has increased 671.5 million to 957.5 million in volume and Rs.94004.2 billion to
Rs.104055.3 billion. Further, in January 2017 both volume and value decreased to 870.4 million and
Rs.97011.4 billion respectively however there was increase in transactions in terms of volume as well as
value in case of IMPS, UPI and USSD, as promoted by the government during that phase. In February
2017, all the online payment modes reported decrease in aggregate volume as well as value, i.e. 763.0
million and Rs.92594.5 respectively but in March 2017, all the payment modes except USS149589.1D
increased the aggregate number of online transactions to 893.9 million and the value to Rs. 149589.1
billion. In the month of April, some modes lodged decrease and some increase in volume and value,
consequently overall number of transactions and their value came down to 853.1 million and Rs.109602.2
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billion respectively whereas in the month of May, except NACH and CTS, all modes of payment went up to
858.5 million and Rs.111109.3 billion in terms of volume and value respectively. A few modes had increase
and a few decrease in volume as well as value, resulting total volume and value to 844.7 million and Rs.
113745.2 billion respectively in June 2017. Despite some fluctuations, the total number of online
transactions and their value have increased to approximately 25.8% and 21% respectively from November
2016 to June 2017. Thus, it can be interpreted that the countrymen whether sellers and buyers are moving
towards e-monetization in the country and the measure of demonetization has accelerated the pace of it.
Table 13 brings out the extent of the problems faced by the local shopkeepers if they wish to shift towards
online mode of payments. Questions were asked over the problems viz.

Table 12: Electronic Payment Systems ( Volume in Million & Value in Billion)
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Table 13: Extent of Problems Experienced by the Sho pkeepers in Online Transactions
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Understanding of the online system, net connectivity, security of the payments, suitability for
petty payments and awareness of the consumers, out of the sample of 40 shopkeepers, 7.5%
respondents say that they not at all face the problem of understanding the online payment system,
32.5% feel very less problem of understanding it, 30% face less problem of understanding it, 22% find
much problem of understanding and only 7.5% feel very much problem of understanding. Therefore,
there exists the problem of understanding the complexities of the online payment system however
majority of the respondents find not at all, very less and less problem in understanding.

On the issue of net connectivity, 7.5% think that there is not at all the problem of net
connectivity, 37.5% say that there is very less problem of connectivity, 20% feel less problem of
connectivity, 30% find much connectivity problem and only 5% face very much problem of net
connectivity. It is evident that 92.5% respondents face the problem of net connectivity at the extent of
very less, less, much and very much. Hence, it appears to be a major problem.

As far as it is concern about the security of payment, 17.5% respondents say that it is not at all
a problem, 27.5% face very less such problem, 25% find less problem of security, 17.5% face much
problem over security issue and 15% respondents find very much problem of security of payment. As
82.5% respondents face this issue at the extent of very less, less, much and very much, this is again a
matter of concern. Over the question of unsuitability for petty payments, 12.5% respondents do not
consider it a problem at all, 17.5% face very less such problem, 20% say it a less problem, 25% claim to
have much problem of this nature and the rest 25% find very much problem in making frequent and small



44 Indian Journal of Accounting (IJA) Vol. XLIX (2), December, 2017

amount payments. 87.5% respondents somewhere and some level do not find online mode suitable for
petty payments therefore, it is a major problem.

In matter of awareness of consumers, 10% shopkeepers say that it is not at all a problem,
42.5% find very less of such problem, 17.5% say it is a less problem, 20% face much problem of this
kind and the rest 10% respondents face very much of this problem. As 90% respondents feel the
awareness of the consumers a problem related to online mode of payments very less, less, much and
very much, it becomes a serious problem in adopting online mode.

Conclusion

The study concludes that the recent move of demonetization in India has caused a significant
decrease in unaccounted income of the local shopkeepers of Sagar city of Madhya Pradesh as H01 is
accepted, which means that the collected data follows the assumed distribution. There is a strong
probability that it is alone sufficient to have an overview of the entire state of Madhya Pradesh as the
sample passes goodness of fit test (vide Table3). Decrease in savings and cash sales and increase in
payments through cheques also indicate in the same regard (see Table7). Thus, it can be said that all
the small shopkeepers in the state have experienced decrease in unaccounted income post
demonetization ignoring the particular regionƒs specific differences.

It also concludes that the entire e-monetization at present will not stop tax evasion in the
country as H02 is rejected, which means that the collected data does not pass the goodness of fit test
(vide Table4) however 47.5% respondents and 40% respondents claim e-monetization to be much and
very much interest of the country respectively (see Table11). The study also reports that the
shopkeepers of Sagar are aware of the consequences of demonetization move as only 12.5%
respondents claim that demonetization has not at all reduced black money in the country and others
have admitted the adverse impact of demonetization on black money in the country (see Table5). It also
reports that the major problem experienced by the shopkeepers post demonetization was the significant
increase in credit transactions and old currency notes however 37.5% respondents faced all the
problems asked in the schedule (see Table8) and that the business of Jwellery, hardware and baked
items was affected more adversely in comparison to other business like daily provisions and mobile &
accessories (see Table9).

The study highlights the shift towards e-monetization as data collected from NPCI & RBI shows
that from November 2016 to June 2017, there has been marked growth of 25.8% in the number of online
transactions and growth of 21% in the total value of such transactions through various electronic modes
(vide Table12) though only 22.5% respondents of the sample studied have adopted online mode for their
business transactions, despite being small percentage, it indicates that they have started shifting towards
e-monetization (see Table10), that may be due to the problems experienced by the shopkeepers, which
consist of the problem of net connectivity, problem of security of the amount, problem of unsuitability for
petty payments and the problem of unawareness of the consumers (Table13). These restrict the
shopkeepers to move on to the digital mode for their business transactions, the sooner these problems
are sorted out, the earlier the small shopkeepers will adopt the online platform and then entire e-
monetization can be expected.
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ABSTRACT

Online Accounting Education has become essential due to technological changes at global level.
In India initiatives are taken up to meet the challenging situation. One such initiative is €ArthaVidya• an
online accounting education which meets the ever changing demands of business and industry. Though
many online courses along with Artha Vidya are offered at different levels, students discontinue the
courses after taking admission for several reasons. The burden falls on the business and industry to
make them corporate friendly. €ArthaVidhya• could make the course student friendly and the number of
students who discontinued the course as compared to other online courses has been less. Therefore,
this paper attempted to study the compatibility of €Artha Vidhya• course to expected skills of
companies/students. The study also identifies the reasons for discontinuation of course registered for.

KEYWORDS: Online Accounting Education, Artha Vidhya, Factors for Discontinuance, Certification.

_______________

Introduction

Today€sliberalized economy all over the world in general and India in particular is facing many
challenging situations. Business and industry is exposed to challenges like cut-throat competition, quality
and cost consciousness, outsourcing the means of production etc. along with up-gradation of technology.
9th Federation of Indian Chambers of Commerce and Industry - Higher Education Summit, 2014  in the
context •FICCI Vision 2030 for Higher Education in India‚ had a presentation from Earnest and Yale
about •Higher Education in India: Moving towards global relevance and competitiveness‚. In the
presentation, it was commented that •Indian higher educational system has made considerable growth in
terms of capacity creation and enrolment...‚ but had identified one of the gaps as low employability of
graduates driven by several factors including lack of institutional and industry linkages1. The presentation
also commented that less than 5 percent of Indian accounting graduates are considered employable as
on 2012. The corporate world is expecting ƒjob ready€ employees with lesser training time. Academic
Curriculum is not sufficiently transforming its students into ƒjob ready€ employees. ƒAcademic curriculum in
Indian universities is observed to be far from relevance in terms of changing information technology and
in terms of expectations of global stakeholders.€2. As per KPMG in India€s research and analysis, 2017,
Online Education Market in India, towards Re-skilling and online certifications is worth 93 million US
Dollars with number of paid users being 499 thousand in 2016, accounting for 38 percent of market size.
It has a potential to increase with a Compound Annual Growth Rate of 38 percent to 463 US Dollars by
2021 accounting for 23percent of market size3. Accounting in business and industry also is undergoing
change adapting to ever up-gradation of technology due to globalization. Today, technology based
accounting has become a necessity. In this scenario, the expectations of the stake holders are also
changing. Accounting knowledge is required to be adapted and updated as application of knowledge to
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keep in touch with the expectations of business and industry. Changing and renewing accounting education
through online mode is one of the alternatives for updating and application of accounting process. Courses
like EduPristine, ArthaVidya, IIMBx, Prolearn, are some of the accounting education courses to name a few.
This paper is focused to identify the compatibility of ƒArthaVidya€ in online accounting education.

ƒArtha Vidhya€

ƒArtha Vidya€, is an Endeavour of ePlamleaf ITES Private Limited, promoted by Chartered
Accountants and Engineers with work experience in corporate houses. The organization was started with
an objective to provide process based online accounting education to bridge the gap between the
expectations of corporate and availability of resources in the form of graduates. The online courses
designed by ƒArthaVidya€ simulate the corporate accounting procedure through process based training to
enable students to understand corporate process requirements. The courses are completely online,
interactive and experiential learning in the field of Finance and Accounting apt for entry level finance
professionals on corporate processes. The student is made to work in corporate working environment
during the course by creating a virtual office. Various accounting transactions performed in the normal
accounting process of any corporate office are identified and created as steps to be followed in each of
the transaction. The student on the completion of the course would have performed around 150 to 250
and more transactions equivalent to ƒ3 to 6 months of work experience€.

Process of Learning

The process/method of imparting practical knowledge is through videos, information on the
utility of documents, instructions on screen, online chat with facilitator, discussion forums, link with faculty
for clarification of doubts, quizzes and job readiness assessment. The course flow consists of Initial
Assessment, Creation of Virtual Company, Working in the Virtual Company, View of Financial Reports,
Interim Evaluation, Real Time Office, Final Evaluation, Viva, Employability Readiness Assessment and
Certification. A Typical transaction is carried out as:

ð· Start the process„ Triggered by a document or event.
ð· Verification„ Verification of the trigger based on contract or agreement.
ð· Generate transactional document„ Preparing the transactional document and managing audit trail
ð· Approval„ Approval of transactions
ð· Recording„ Recording accounting entry and viewing financials.

The course is completely student driven. The students after enrolment continue the course at their
convenience. Online chat helpline is offered by ƒArthaVidya€ facilitator between 8 am to 10 pm on all 365 days.

Courses offered and Certification

The courses offered are BAP Executive, BAP Statutory & Payroll and BAP Executive PLUS,
with GST compliance ranging in the duration of 60 to 120 hours. The courses have a certification code
which is prescribed by Banking, Financial Services and Insurance sector (BFSI), skill council of National
Skill Development Council (NSDC) as National Occupational Standard (NOS).

Review of Literature
Leila Zamaniaufar and Monas ojdebee (2014) in their paper titled •Accounting Education and

Expectation of Accounting Professionals‚ 4 studied the status of Accounting Education in Iran and
suggested measures to improve the status of Accounting Profession in Iran. It was concluded that
students do not graduate with sufficient accounting knowledge. There is need to teach classes that are
relevant to today€s business world such as technology, globalisation and ethics.

Nishikant Mishra (2014) in his paper titled •Future Dimensions of Accounting Education in India‚5

studied effectiveness of Accounting Education to face future challenges of global economy in the field of
business and industry. It was concluded that specialisation courses should be introduced in Accounting
Education in order to face the emerging challenges of business and industry in liberalization era.

Lily Wong and Michelle Fong (2014) in their paper titled •Student Attitudes to Traditional and
Online Methods of Delivery‚ 6 investigated the students€ perception towards face-to-face learning and
online learning and benefits thereof. One of the conclusions was that there was no significant difference
between face-to-face and online learning options. Students prefer face-to-face learning found online
learning mode less effective and students who prefer to use online learning technology found face-to-
face learning mode less effective.
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Dr. Rupali Ambadkar and Asmita H. Vyas, CA (2015) , in their paper titled •Changing
Accounting Education in India through MOOCs‚ 7 studied the role of MOOCs (massive open online
courses) in the changing Accounting Education scenario. It was concluded that Accounting Education
can benefit from MOOCs provided the quality of course content is guaranteed as MOOCs can reach the
students of remotest areas. The study also concluded that imparting accounting education through
MOOCs might be still at an infant stage.
Research Gap

The review of literature revealed that Accounting Education needs to undergo curriculum
changes to cope up with technological advancements. There is need to meet the requirements of
business and industry through Accounting Education. The availability of online learning mode was
compared with face-to-face learning. Development of MOOCs might reach the vast population including
rural India. No studies were made on any specific online course, course compatibility to corporate
scenario and reasons for discontinuance of the course. Therefore, in this study an attempt is made to
study whether ƒArthaVidhya€ courses facilitate the students to be compatible to the corporate working
environment or make the students leave the course without completing it.

Objectives of the Study

ð· To study whether there is any association between online courses and their certification
ð· To identify whether ƒArthaVidhya€ course is able to provide corporate ready students
ð· To identify major reason/s for discontinuing ƒArthaVidhya€ course
Research Methodology

The study is empirical in nature. The required information was collected from primary and
secondary sources. Primary data has been collected with the help of a structured questionnaire and
secondary data from journals and websites. Questionnaires were prepared and administered to a sample of
500 employees,250 from the course of Artha Vidya and 250 from other online Accounting courses working
in accounts section of various  companies at Bangalore, namely BEL, HAL, Accenture, IBM, SLK, GMR on
convenience basis using snowball sampling method, who had registered for online accounting courses
Artha Vidhya or any other. There were responses from 365 respondents out of 500. The final sample
consisted of 141 respondents from Artha Vidya and 224 from other Accounting online courses. The
questionnaire had three parts. Part-A had general information about the employee. Part-B had the
questions relating to course content meeting the objective of ƒArthaVidhya€ course. This set of questions
was answered by only certified students, wherein questions relating to course content were asked. The
questions were relating to whether the course content covered the objective, course process properly
structured and concept explained, relevance to the place of work, effectiveness of support tools, evaluation
of the course, helpfulness in upskilling and issues faced being handled effectively, if they had completed the
course. Likert Scale on seven points (7 being Excellent, 6 being very good .. to 1 being Unacceptable) is
used to analyze the course content. Part-C had questions relating to reasons for discontinuation of course
like on the job training provided by the corporate, interest only in job related applications, non-availability of
spare time, no interest, no confidence in online courses, personal attention needed for learning. Likert Scale
on seven points (7 being fully agreed, 6 agreed to 80% ... to 1 not agreed).
Quantitative Techniques

The data was analysed using SPSS Version 21. The tools used are Chi-square and Factor
analysis. Chi-square analysis was applied to know the significance of association between online-
courses on accounting and course certification. Though the questionnaire was administered to all those
who have registered for any online course on Accounting, the respondents belonging to Artha Vidya
course only have been taken into consideration as the success rate is very high in completion of the
course ignoring the responses of others.  Accordingly, Factor analysis was applied for two data sets. First
data set, to identify principal factors which make students to opt for ƒArthaVidhya€ course and second
data set, to identify principal factors for discontinuation of ƒArthaVidhya€ course.

Reliability Test

Table 1: Reliability Statistics
Cronbach's Alpha Cronbach's Alpha Based on Standardized Items N of Items
.970 .972 8
.916 .923 6

Source: worked out using SPSS (Version 21)
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Table 1 indicates that the Cronbach€s alpha of 8 Likert scale statements in first data set is 0.970
and 6 Likert scale statements in second data set is 0.916 reflecting high internal consistency among them.
Results and Analysis

A sample of 500 employees who have undergone online accounting course, more so ƒArthaVidhya€
course, were given the questionnaire and 365 have responded to it. Table 1 shows the Sample Details.

Table 2 : Sample Details of Employees/Respondents
Description Number of Respondents Percentage

Undergone Online Accounting Course
ƒArthaVidhya€
Completed/Certified
Not Completed
Any other Accounting Course
Completed/Certified
Not Completed

141
95 (67%)
46 (33%)

224
40 (22%)

184 (78%)

39

61

Total 365 100
Source: Primary Data

It is observed from Table 2 that 39 percent of the sample opted for ƒArthaVidhya€ course and 61
percent opted for other online course in accounting.  Out of respondents opting for ArthaVidya course,
67% had completed the course and were certified where as 33% discontinued the course. Out of
respondents opting for any other accounting course, 22% had completed the course and were certified
where as 78% discontinued the course. To evaluate the association of certification and types of online
courses, Chi-square test was performed, null hypothesis (H0) being there is no significant association
between online courses and certification.

Table 3 : Chi -Square Tests

Value df
Asymptotic Significance

(2-sided)
Exact Sig. (2-

sided)
Exact Sig.
(1-sided)

Pearson Chi-Square 91.041a 1 .000 .000 .000

N of Valid Cases 365

a. 0 cells (0.0%) have expected count less than 5. The minimum expected count is 52.15. . Source: worked out using SPSS (Version 21)

As seen in Table 3, the Pearson€s Chi-Square value, .000 is < 0.05, null hypothesis is rejected.
Therefore, it can be concluded that there is a significant association between online course and certification.
Factor Analysis

As mentioned earlier, to evaluate the relevance of online accounting courses to business needs and
reasons for discontinuance of course, the respondents from Artha Vidya course are only considered. The
factors which make ƒArthaVidya€ course content relevant for business and industry have been analyzed using
Likert Scale. The factors were identified as: Course content covered the objective, Course was properly
structured, Process concept explained properly, Course relevant for work place, Supportive tool was effective,
Evaluation was relevant, Course helpful in up skilling and Issues faced were handled effectively. Table 4
shows the analysis of course content of ƒArthaVidhya€ in relation to factors (components).

Table 4 : Factors for Analyzing Course Content of •Artha Vidhya€

Factors
(Components)/Likert Scale

Excellent
(7)

Very
Good (6) Good (5) Fair

(4)
Adequat

e (3)
Inadequate

(2)
Unacceptable

(1)

Course content covered the
objective (1) 280 198 75 20 3 0 1

Course was properly
structured (2) 257 168 40 12 12 0 1

Process concept explained
properly (3) 322 150 70 12 15 2 1

Course relevant for work
place (4) 378 162 20 20 6 6 2

Supportive tool was
effective (5) 385 132 55 8 6 4 1

Evaluation was relevant (6) 329 138 95 20 0 0 1
Course helpful in
upskilling (7) 378 168 45 8 3 2 0

Issues faced were handled
effectively (8) 375 144 65 16 6 0 1

Source: Primary data
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The scores shown is total score of respondents = respondent€s score multiplied by number of
respondents.

Factor Analysis Results Regarding Relevance of •Artha Vidhya€ Course Content

Table 5 : KMO and Bartlett's Test
Kaiser -Meyer-Olkin Measure of Sampling Adequacy. .933

Bartlett's Test of Sphericity Approx. Chi-Square 591.988
df 28

Sig. .000

Source: worked out using SPSS (Version 21)

Table 5 indicates KMO (Kaiser-Meyer-Olkin) measure of sampling adequacy and Bartlett€s test of
sphericity. KMO statistic as 0.933 suggests that the sample is adequate for generation of meaningful factors
which is above the critical value 0.700. Bartlett€s Test determined that all factors were significant (p = 0.000).
Thus the reliability of factors increased the factor expression regarding relevance of course content.

Table 6 : Total Variance Explained

Component
Initial Eigen values Extraction Sums of Squared Loadings

Total % of Variance Cumulative % Total % of Variance Cumulative %
1 5.685 71.061 71.061 5.685 71.061 71.061
2 .550 6.870 77.931
3 .464 5.795 83.726
4 .353 4.412 88.137
5 .282 3.522 91.660
6 .277 3.459 95.119
7 .239 2.990 98.109
8 .151 1.891 100.000

Extraction Method: Principal Component Analysis. Source: worked out using SPSS (Version 21)

Table 6 shows the total load and Eigen values obtained for all the components as a result of factor
analysis. It can be seen that the total value for the first factor load and reliability value is 5.685 explaining
71.061 percent of variance. This indicates that all the concerned components represent one single
dimension that is course content covered the objective. There is no scope for rotation of components
because one component is extracted and retained. So it can be concluded that the course content of ƒArtha
Vidhya€ was successful in providing process based online accounting education to bridge the gap between
the expectations of corporate and availability of resources in the form of graduates.

Table 7 : Component Matrix a

course content covered the objective of the programme .880
course was properly structured .811
the process concept explained properly .858
the course is relevant for work place .778
the support tool like chat faculty reach etc was effective .860
the evaluation was relevant for the course .804
the course was helpful in upskilling .917
the issues faced were handled effectively .828

Extraction Method: Principal Component Analysis. a 1 component extracted. Source: worked out using SPSS (Version 21)

Table 7, signifies the loading of each variable on component 1. The factor loadings indicate
correlation between variables and the component, the Component Matrix reflects that the Component 7
•course was helpful in up skilling‚ is the most important variable in this direction with a factor loading of 0.917.

Factor Analysis Results regarding discontinuing of •Artha Vidhya€ Course

The factors (components)/ reasons for discontinuing ƒArthaVidhya€course were analysed using
Likert Scale. The factors were identified as: On the job training, Only work related applications learnt, No
time available after work, Not interested, No confidence in online course and Need personal attention for
learning. Table 9 shows the analysis of factors for discontinuation of Artha Vidhya course.
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Table 8 : Factors for Analyzing discontinuation of Artha Vidhya course

Factors
(Components)/Likert

Scale

Fully
Agree (7)

Agree up
to 80%

(6)

Agree up
to 60%

(5)

Agree up
to 40%

(4)

Agree up
to 20%

(3)

Agree up
to 10%

(2)

Do not
Agree (1)

On the job training
provided (1) 133 108 25 12 0 0 1

Only work related
applications learnt (2) 196 66 15 12 0 0 1

No time available after
work (3) 189 54 25 0 9 2 1

Not interested (4) 168 90 0 16 3 0 2
No confidence in
online course (5) 196 66 20 0 3 2 1

Need personal attention
for learning (6) 182 54 45 4 0 0 1

Source: Primary Source

The scores shown is total score of respondents=respondent€s score multiplied by number of
respondents.

Table 9: KMO and Bartlett's Test
Kaiser -Meyer-Olkin Measure of Sampling Adequacy. .890

Bartlett's Test of Sphericity Approx. Chi-Square 208.796
df 15
Sig. .000

Source: worked out using SPSS (Version 21)

Table 9 indicates KMO (Kaiser-Meyer-Olkin) measure of sampling adequacy. The KMO
statistics shows 0.890, above the critical value 0.700, suggesting the sample is adequate for generation
of meaningful factors. Bartlett€s Test determined that all factors were significant (p = 0.000). Thus the
reliability of factors increased the factor expression regarding reasons for discontinuing the course.

Table 10 gives the Eigen values of all components before and after extraction. Only Component
1 is retained with Eigen value 4.516 and explains 75.212 percent of variance. This indicates that all the
concerned variables represent one single dimension i.e. on the job training. There is no scope for rotation
of components as one component is extracted. So it can be concluded that the reason for discontinuation
of ƒArthaVidhya€ course was on the job training provided to employees.

Table 10: Total Variance Explained

Component
Initial Eigenvalues Extraction Sums of Squared Loadings

Total % of Variance Cumulative % Total % of Variance Cumulative %
1 4.516 75.272 75.272 4.516 75.272 75.272
2 .465 7.751 83.023
3 .409 6.815 89.838
4 .269 4.479 94.317
5 .214 3.568 97.885
6 .127 2.115 100.000

Extraction Method: Principal Component Analysis. Source: worked out using SPSS (Version 21)
Table 11: Component Matri xa

on the job training .920
only work related applications learnt/focused on .842
time not available after work .875
not interested .796
no confidence in online course .879
need personal attention for learning .889
Extraction Method: Principal Component Analysis.

a. 1 component extracted. Source: worked out using SPSS (Version 21)

Table 11, signifies the loadings of each variable on Component 1. The factor loadings indicate
correlation between the variables and the component. The Component Matrix reflects that the discontinuation
of ƒArthaVidhya€ Course is due to mainly on the job training (bycorporate), which is the most important
variable in with a factor loading of 0.920. So it can be concluded that the reason for discontinuation of
ƒArthaVidya€ course is on the job training.
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Conclusions

The changing technological scenario in India requires online education. Students are aware of
such changes and try to adapt to the situation by registering for online education inclusive of accounting
education. There are many online accounting courses available to choose from and ƒArthaVidhya€ is one
among them. This course has contributed to students€up skilling in accounting education to be corporate
ready. Though students register for the online courses, there is a tendency for discontinuation of course.
In case of ƒArthaVidya€ such percentage is less. Discontinuation of the course was mainly due to ƒon the
job training€ option. The benefits of online courses should reach every accounting student which makes
them corporate friendly and easily adaptable to working environment. The students of Accounting
Education have a bright future if they undergo online education. The online courses can be designed as
niche courses which focus on a limited area of accounting operation. Company accounting processes
such as GST, Pay Roll process, Direct Taxation relating to India or other countries, Bills management
and accounting, Financial analytics of companies and so on can be some of the examples for company
specific online courses.  Companies too can reduce their cost of training if they recruit the students who
have up skilled their skills using online accounting courses. The online courses should be made more
attractive as in the case of Artha Vidya which started tying up with companies, so that the company
specific skills can be imparted. This kind of academic and industry partnership will be a win „ win
situation for the both the participants.
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ABSTRACT

India is the 2nd largest telecom player in the world for its large subscriber base and the industry,
along with its massive size, plays a dominant role in the nation-building process. The industry is
characterized by complex and one-of transactions and features like€very large number of  customer
contracts, frequent modifications to the customer contracts, activation income, income from post-paid and
pre-paid cards, internet revenues, inter-connect revenues, income from indefeasible rights of use,
subscription income etc. Owing to the size and importance of the industry, the author has chosen the
industry to study the revenue recognition polices and their impact on accounting. AS-9, issued by the
Institute of Chartered Accountants of India, is the standard on •Revenue Recognition‚ followed by the
Indian trade and commerce. In addition, companies that produce consolidated financial statements adopt
the international standard IAS 18 on •Revenue‚. Per se there are differences between the two and hence
the statements made using each of these cannot be compared on a line item basis. As India is
progressing to implementing International Financial Reporting Standards (IFRS) in a phased manner, for
those companies where IND AS is applicable, IND AS 18 is followed (equivalent of IAS 18). The standard
IAS 18 was revised as it could not offer guidance on contract modifications etc. and hence the new
standard IFRS 15 (applicable from 1st Jan 2018) has been released. The equivalent of the same is IND
AS 115, which is yet to be notified in India. There are also certain differences between IND AS 18 and
IND AS 115, thereby leading to a confusion and judgment, in some cases for the recognition of revenues.
In addition to all these standards, Income Computation and Disclosure Standards-IV (ICDS) on •Revenue
Recognition‚, which does not have the principles of materiality and prudence, is also to be followed by
organizations. This mandates two sets of books to be maintained for tax and accounting purposes. All
these standards and stringent tax laws might create a tendency of tax-evasion by organizations, which
may also be termed as •revenuede-recognition‚. To arrest all such un-healthy practices, having a uniform
set of rule-based standards for revenue recognition will help the economy better, especially to the
telecom industry with a wide range of customer contracts.

KEYWORDS: Telecom Player, Disclosure Standards-IV, IFRS, ICDS, Pre-Paid Cards, Internet Revenues.

_______________

Introduction

Revenue from operations is usually the single largest figure in any profit or loss account. It
refers to the amount what a business house receives from its normal business activities.  It is the total
amount of monies received by the business house for the goods sold or services provided in an
accounting year. Because €One cannot manage what one cannot measure•, it is important that there be
and followed certain recognition and measurement principles of revenue. In this article, the author has
made an attempt to throw light on the available standards for recognizing and measuring revenue,
especially in the highly dynamic telecom industry that witnesses several complex transactions.

* Chartered Accountant, Shalivahana Nagar, Srinagar Colony, Hyderabad, Telangana, India.
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Why the Telecom industry?

I am sure those who are aware of this will certainly agree with me. Long ago, owning a
telephone was a luxury and was a symbol of status. Gone are the days, when owner of a telephone was
required to file an Income tax return under the ‚ scheme of the Income tax Act,1961 (Later on this
scheme has been withdrawn).There was only  one service provider in the field i.e. the one owned by the
Government of India. Though it was a monopoly, it could not reach rural India. The Indian telecom
industry has undergone tremendous and unprecedented growth and contributed to the national economy.
Thanks to the telecom revolution, the Government perceived the need for such a revolution and in its
new avatar, Indian Telephone Department has become BSNL (Bharat Sanchar Nigam Limited) and
penetrated to the rural India. The private players like Airtel and Idea have also entered into the market
and penetrated to the rural areas. It is now not an exaggeration to say that a mobile phone has become
dire need of the day. India has a strong telecommunication infrastructure in terms of telecommunication
ratings and ranks ahead of its peers in the West and Asia. It has the second largest subscriber base in
the world with a subscriber base of nearly 1,210.71 million (as of July 2017) . India has the third-highest
number of internet users with 431.21 million internet subscribers ( as of June 2017). This rapid  and
unprecedented growth in the industry have not only transformed the nation but also paved way for the
recently reforms taken by the Modi government, especially , the ƒMake in India„ and the ƒDigital India„.
Many basic amenities, like the LPG, are linked to a mobile phone, making it mandatory for every house
hold to own a mobile phone. Also mobile based Internet has become quite common and is a key
component of Indian Internet usage, with 7 out of 8 users accessing internet from their mobile phones.

Emerging Trends in Telecom Industry

In addition to the above, the landscape of the industry is witnessing several trends as below:

ð· Green Telecom: Aimed at reducing carbon footprint of the telecom industry through lower energy
consumption.

ð· Expansion to Rural Markets : There are over 62,443 uncovered villages in India; these would be
provided with village telephone facility with subsidy support from the government„s Universal Service
Obligation Fund.

ð· Emergence of Broadband Wireless Access (BWA) Technologies : 4G service launched by Airtel
in 2015 ; then by BSNL; Reliance-Jio launched its 4G services pan-India at free of cost.

ð· Internet of Things : This concept of electronically interconnected and integrated machines is quite
vital in the development of smart cities.

ð· Outsourcing Non-core Activities : As part of the recent outsourcing trend, operators have
outsourced functions such as network maintenance, IT operations and customer service.

ð· Rising Investments : Giants like Vodafone and Docomo  have made  investments in the order of a
few hundreds of millions in technology.

ð· Mobile Banking : Recently, the number of mobile banking transactions ticked more than a billion and
the government aims to multiply this 25-fold.1

That the telecom industry and infrastructure play a dominant role in the nation-building process,
needs no mention. In view of the size and the number of transactions in the industry and being an ardent
believer of the statement €Accountancy is a profession in the public interest•, I would discuss the revenue
recognition standards applicable (AS-9, IAS-18 or IND AS 18, IFRS 15 or IND AS 115 which is yet to be
notified)  in conjunction with the   Income Computation and Disclosure Standards -IV (ICDS-IV).

Revenue Recognition

A revenue policy is a policy that is consistently followed by an organization in recognizing its
revenues. Owing to the complexities of the telecom sector, the sector witnesses several types of incomes
and expenses. Broad range of incomes in the industry include activation income, income from post-paid and
pre-paid cards, internet revenues, inter-connect revenues, income from indefeasible rights of use,
subscription income etc. The guidance that is offered in recognizing these incomes is given by AS-9
(€Revenue Recognition•) as per the accounting standards issues by the Institute of Chartered Accountants
of India (ICAI), IND AS 18 (€Revenue•) which is the equivalent of IAS 18  and the  IND AS -115 (€Revenue
from Contracts with Customers• -yet to be notified and the equivalent of IFRS -15), as per the Indian GAAP .
AS-9 and IND AS 18 however, offer limited guidance and does not offer guidance in respect of all kinds of
transactions in the telecom industry. This brings in judgmental factors and leaves the treatment of certain
incomes to the organization„s ease. This creates differences in the treatment of same items of income for
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two different organizations, and hence the income tax paid by them. It is to be borne in mind that India is
converging towards International Financial Reporting Standards (IFRS) in a phased manner and the
organizations implementing the AS-9 would shortly (3 to 4 years) move to IND AS. Hence the current GAAP
of India includes AS for certain companies and IND AS for certain companies.  IFRS 15 or IND AS 115 is a
standard that has emerged out of the deficiencies of the present standards and is yet to be notified. As is
the importance of recognition of revenue, so is its de-recognition. In jurisdictions of tough tax regimes and
stringent tax laws, organizations also resort to ƒde-recognition„ of income using creative accounting and
other methods. Tax evasion methods are practiced and this means a lower income tax paid to the
department. Hence lowering the revenue earned by the department.

Overview of IND AS -18 and Comparison with other Standards

According to IAS-18, revenue is the gross inflow of economic benefits during the period arising
from the course of the ordinary activities of an entity when those inflows result in increases in equity, other
than increases relating to contributions from equity participants. Definition of ƒrevenue„ given in the IAS AS
18 is broad compared to the definition of ƒrevenue„ given in existing AS 9 because it covers all economic
benefits that arise in the ordinary course of activities of an entity which result in increases in equity, other
than increases relating to contributions from equity participants. While, as per the existing AS 9, revenue is
gross inflow of cash, receivables or other consideration arising in the course of the ordinary activities of an
enterprise. After the difference in definition, here are a few further differences between IND AS 18 and AS 9.

ð· Revenue arising from agreements of real estate development is specifically scoped out from
IND AS 18. Existing AS 9 does not exclude the same.

ð· As per existing AS 9, revenue is recognized at the nominal amount of consideration receivable.
IND AS 18 requires the revenue to be measured at fair value of the consideration received or
receivable.

ð· IND AS 18 specifically deals with the exchange of goods and services with goods and services
of similar and dissimilar nature. In this regard specific guidance is given regarding barter
transactions involving advertising services. This aspect is not dealt with in the existing AS 9.

ð· IND AS 18 provides guidance on application of recognition criteria to the separately identifiable
components of a single transaction in order to reflect the substance of the transaction. Existing
AS 9 does not specifically deal with the same.1

ð· Existing AS 9 requires the recognition of revenue from interest on time proportion basis. IND AS
18 requires interest to be recognized using effective interest rate method.

ð· Existing AS 9 specifically deals with disclosure of excise duty as a deduction from revenue from
sales transactions. IAS AS 18 does not specifically deal with the same.

Because of the above differences, those companies that follow AS …9 for reporting in India and
IAS 18 for reporting the consolidated figures, there are a few differences mentioned above in the way
revenue is measured and recognized. So to say, IND AS 18 provides guidance more than AS-9 but is still
deficient in certain transactions. For example, customers might pay at a time different from that when
they receive goods or services, and an entity might provide the promised goods and services over many
reporting periods. There may be many bundled transactions with multiple-elements etc. There is no
guidance for these kinds of transactions in the existing GAAP.

IFRS 15 or IND AS 115

Though the Generally Accepted Accounting Principles (GAAP) has put fourth prescription of
several practices in the form of standards, different entities have been adapting different methods in
recognizing revenue. Since there are diverse set of practices as per the standards, the entities follow
them conveniently to adapt and practice as per the transactions of business entity. Thus, recognition is
not purely based on the principles, but also transacted situations which help in judging the issue. This
obviously makes things different. Especially in the telecom industry, where the volume of bundled
transactions is high, judgment is resorted to by companies, turning down a common platform for
comparison. Hence came the IFRS…15…Revenue from Contracts with Customers, which is to be yet
notified and followed as Indian GAAP as IND AS 115.

So, in a nutshell, IND AS 115 contains guidance for transactions not previously addressed
(service revenue, contract modifications), improves guidance for multiple-element arrangements and
requires enhanced disclosures about revenue.
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Impact of IFRS -15 on Telecom Ind ustry

IFRS-15, the standard on €Revenue from contracts with customers• impacts the telecom
industry in the following ways:

ð· Significantly affects the timing of recognition of revenue and profits
ð· Current accounting systems and processes need a sea change …as the standard is more a

conceptual approach. The concept of applying this approach and of producing the detailed
disclosures required by the new standard in an industry typified by vast numbers of contracts
and a multitude of product offerings may be so great as to compel entities to develop new
systems.1

ð· The new standard requires the revenue from a contract be allocated to each distinct good or
service provided on a relative standalone selling price basis, while the previous standards paved
way for judgment for allocation of the same.

ð· Telecom operators usually witness customers modifying their contracts for increase or decrease
of minutes or addition or removal of services. The current standard also guides the operators as
how to account the change and whether to affect it retrospectively or prospectively.
IFRS 15 follows a five step framework as given below.

Five step Model Framework of IFRS -15

ð· Step-1 : Identify the contract with a customer
ð· Step-2 : Identify the performance obligations in the contract
ð· Step-3: Determine the transaction price.
ð· Step-4: Allocate the transaction price to the performance obligations in the contract
ð· Step-5 : Recognize revenue when the entity satisfies a performance obligation

Below is the illustration differentiating the accounting treatments between AS -9 (also IAS 18) and
IFRS-15:

For example ABC Ltd, a telecom company gives free handset and 12 month network services at
the cost of Rs. 5,000 p.m. Network Services package is Rs.4, 500 p. m and the handset cost is Rs.10, 000.
Say the contract started on 01.10.2016. Revenue recognition as per IND AS-18 and IFRS -15 are as
follows:

Particulars AS-9 IFRS-15
Handset 0.00 4,686  (Refer Note-1)
Network Services 30,000 (5000*6) 25,314  (Refer Note-1)

Total 30,000 30,000

Note-1: Calculation of Revenue as per IFRS-15

Perform ance Obligation Stand Alone Selling Price % on the total Revenue
Handset Rs.10,000 15.62%

(10000/64000)
Rs.9, 372

(60000*15.62%)
Network Services (12 months) Rs.54,000

(4500*12)
84.38%

(54000/64000)
Rs.50, 628

(60000*84.38%)
Total Rs.64,000 100.0% Rs.60,000

Revenue to be recognized for Network Services per month equals to Rs. 4,219 (i.e.; Rs.
50,628/12). Revenue to be recognized for Handset per month equals to Rs.781. (i.e.; Rs. 9,372/12).
Under IFRS-15, Journal entries to be passed will be as follows:

ð· When Handset is given:
Unbilled Revenue a/c          †Dr 9,372

To Revenue from sale of goods a/c 9,372
ð· Providing Network Services:

Receivable a/c †.Dr 5,000
To Revenue from Network Services a/c 4,219

(50,628/12=Rs.4, 219)
To Unbilled Revenue a/c 781

(9372/12=Rs.781)
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Thanks to the developments on the accounting side. International accounting standards in 1977
and subsequent accounting standards in our country have brought sea change in the accounting. Various
standards were implemented to promote uniformity, harmony and convergence among the various
practices of accounting.

ICDS-IV

In addition to the above, the ICDS are the applicable tax accounting standards for the purpose
of income tax. ICDS-IV deals with revenue recognition. For sale of goods, ICDS is identical to AS …9 but
when it comes to the revenue from services, ICDS only mandates the percentage completion method
where as the AS-9 allows completed contract method also. Most of the organizations recognize service
income as per the completed contract method. The same is not included in ICDS and this might cause
companies to maintain tax books as per percentage completion method for income tax purpose.1 The
criteria of ability to reliably measure the revenue for recognition of revenue is conspicuous by its absence in
most circumstances under this ICDS IV. This is a direct impact of omission of ƒprudence„ as a factor to be
taken into consideration while selecting accounting policies. As a result, wherever this ICDS becomes
applicable. Recognition of revenue cannot be postponed on account of the inability to measure the revenue
reliably except in cases where specific provision has been made by ICDS. ICDS also clarifies that in an
agency relationship it is not the gross inflow of cash that is to be considered as revenue but only the
amount of commission will be considered as the revenue. ICDS does not define interest. So the
definitions in the Act (IT Act, 1961) shall prevail.

Differences between the Standards

Reading all the three in Conjunction, the following Major Differences may be observed:

Particulars AS-9 IAS AS-18
Or IND AS 18 ICDS €IV IFRS 15

Or IND AS 115
Revenue
Recognition for
service transactions

Allows Completed
Service Contract
Method & Proportionate
Completion Method

Only Percentage of
completion method

Only Percentage of
completion method

Based on the
contract and
performance
obligations

Measurement of
revenue

Based on the
consideration received
or receivable.

Fair value of
consideration received

Based on the
consideration received
or receivable.

Five-step
model

Recognition of
interest income

accrual basis Effective interest
method

Accrual basis Based on the
contract

Because of the differences in the concepts given above,  it goes without saying that two sets of
books have to be maintained by organizations…one for accounting and the other for tax purposes. With
ICDS, the difference between the accounting income and taxable income is only going to widen. For
small service providers, say courier services etc., the application of percentage completion method would
be quite difficult practically. Moreover, ICDS do not have the concept of materiality or prudence, which
would be that an organization, for example, capitalizes a stapler that is buys for its stationery. This will
result in some companies coming under MAT since in the year in which expected loss from service
transactions is booked in accounts, it will not be allowed for computing the taxable income. On the other
hand, when for tax purposes such loss is allowed, the company may have book profit which may become
taxable under section 115JB of the Act.

Study of RR Practices of Airtel and BSNL

In light of the complexity of the industry and various standards, suggesting different methods of
recognition leaving judgment to the management and stringent tax laws, the corporate resort to adopting
deceitful and willful practices or frauds. An attempt is made by the author to study the various methods of
revenue recognition by two industry majors namely BSNL and Airtel and compare them with respect to
certain important line items of revenue:

ð· Income received from the prepaid services provided by the company is recognized on the cash
basis by BSNL i.e.., they recognize it as an income as soon as they receive cash for the prepaid
services. According to the Airtel revenue recognition treatment, they recognize the income from
prepaid services as per actual usage basis i.e..; they recognize the income so generated over
the period of usage.
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ð· The income generated from the installation of new connection will be recognized in the first year
of billing as per the BSNL revenue recognition treatment whereas the installation charges will be
recognized over the estimated customer relationship in the case of Airtel.

ð· The treatment of unbilled revenue in books of BSNL is they record it as accrued revenue during
the period in which services are provided. In the case of Airtel, they are billed in subsequent
periods based on the terms of billing plans/ contractual arrangement.

ð· For providing the bad debts BSNL considers the debts outstanding for more than two years
whereas in the case of Airtel they consider the amounts outstanding for more than 90 days from
date of billing for providing for bad debts.

From the above it is evident that the companies follow different methods of revenue recognition,
not just as an accounting policy but also including judgmental decisions. The recognition is discretionary
because of accounting flexibility. These different recognition methods impact the following areas of Sales
from operations, Income from other operations, Profit & Profitability, Assets, Liabilities and financial
Performance etc. It is needless to say that the financial statements of an entity reflects numbers and
behind the numbers, the financial performance of the entity. The numbers speak income, expenses,
assets and liabilities. Investors, shareholders, funders, credit agencies, creditors, employees, financial
institutions, revenue departments namely Income Tax and GST and many end users will eye on all the
numbers, remember them, use them, quote them and keep them in their memory. The financial
statements are made well within the accounting standards.

De-recognitio n Practices in Telecom Industry

As mentioned earlier, in territories of tough tax regimes and stringent tax laws, organizations seek to
minimize the tax expense. While world over sincere attempts are made for revenue recognition, unfortunately
efforts are made for de-recognition of revenues by certain organizations. While fraud is a universal truth, the
favorite playground for fraudsters is Telecom Industry. There are the various methods to de- recognize the
revenues adopted by many corporate which fall under the umbrella of creative accounting. To mention some
usual methods to deal with the numbers are Wrong numbers, Accounting red flags, Difference between gross
and net revenues, Accounting frauds, Camouflage accounting, Sales manipulation game, Tax evasion,
Material accounting manipulations, Characterization of income, Invoice Accuracy, Deferment, Postponement,
Judgment, Concealment, Window dressing, Painting green or painting red or painting invisible, rapid
accounting, False accounting, Misrepresentation or pushing at the boundaries of law, Innovative or aggressive
or artificial or omission or not reporting or adapting unsuitable or recasting or restatement regrouping or re-
classification or re-arrangement. Some companies often manipulate their inflating revenue, assets, cash inflow
and understate expenses, liabilities and cash outflows. Inflation of earnings, understating expenses, red flags,
frequent changes in accounting policies are resorted to. Hence it is needed that there be uniform accounting
practices for accounting and taxation, without paving way for much judgment by the organizations.

Conclusion

Telecom Industry is large industry with wide operations and inherent complexities. The players
give stiff competition to each other. The daily price war with daily innovative schemes is order of the day.
Different standards failed to bring uniformity and harmony in recognizing revenue. Fraudsters resort to
creative accounting. The culmination of all these reasons, are resulting to financial irregularities and
cause harm to individuals, companies and society. Investors, employees, Banks, Lenders, Vendors and
public are demoralized. This leads to destabilizing the economy. Efforts should be made to bring uniform
accounting and reporting of financials by the regulators. Industry should not have flexibility in accounting
except to go for uniform accounting.

Limitations of the Study

The present study is limited to analyze the revenue recognition practices of two Telecom industry
majors. The exact amount of impact on account of different policies couldn„t be ascertained for wantof data.
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ABSTRACT

The study is an attempt to find the stock market integration between Indian stock market and stock
markets of U.K., Japan, France, Singapore, Australia and South Korea. It helps international investor in
portfolio diversification. The returns of daily closing prices for the period of fifteen years from 1 Jan. 2001 to
31 Dec. 2015 have been used. The statistical tools and techniques viz. descriptive statistics, correlation
analysis and econometric techniques called ADF test, Johenson€sCo-integration test, Granger causality
test, VAR, Variance decomposition and impulse response are used to find out the analytical results. The
results show the significant positive correlation between Indian and Singapore stock market. It also shows
that there exist no long run relationship between Indian and other selected stock markets.

KEYWORDS: Stock Market Integration, Econometric Techniques, ADF Test, Portfolio Diversification.

_______________

Introduction

Stock market integration assists international investors in portfolio diversification by reducing risk and
increasing returns. In financial assets, there are two types of risk, one is systematic risk and the other is
unsystematic risk. The unsystematic risk is the risk that can be reduced by diversification. Stock markets are
said to be integrated if they have long run relationship which indicate the presence of co integration among
the markets. We can get gains by portfolio diversification if the stock markets are low co integrated. If the
stock markets are integrated then diversification benefits might be limited according to modern portfolio
theory. There are a lot of reasons of stock market integration such as capital flows, technological
advancements, openness in economies in terms of trade, internet connectivity, flow of information etc. This
topic is also important for academicians, policy makers and international fund managers.

Review of Related Literat ure

Bodla and Turan (2004) study on the stock market of India, Taiwan, Singapore, Japan and Hong
Kong and collected monthly data from 1992 to 2002 of these markets. By using autocorrelation they
found low correlation between India and other Asian stock markets. Ahmed, Ashraf and Ahamed (2005)
investigated the long run relationship between US, Japan and India. Using data from 1999 to 2004 they
find that there was no long run relationship of India with US and Japan. Menon and Shubha (2009)
covered the period from April 1997 to May 2007 of India, U.S., China, Singapore and Hong Kong and
they showed the absence of co integration between Indian and American and Hong Kong stock markets
and also show strong co integration between India and Singapore.

Sharma and Bo dla (2011) collected daily closing prices of India, Pakistan and Sri Lanka form
2003 to2010. By using granger causality test, VAR model and Variance decomposition analysis and they
concluded that NSE granger cause Karachi stock exchange and Colombo stock exchange but not the
vice versa.

ð* Chairperson, Department of Commerce, Chaudhary Devi Lal University, Sirsa, Haryana, India.
ð*ð* Assistant Professor, Gandhi Memorial National College,  AmbalaCantt., Haryana, India.
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Batareddy et al. (2012) used ten years index data from 1998 to 2008 of emerging markets
namely India, China, South Korea and Taiwan and developed markets namely USA and Japan and find
the presence of one Co-integrating vector or long run relationship between these emerging and
developed stock markets.

Rajwani S. and Mukherjee (2013) conducted over a period of 21 years and examined the long
run relationship between Indian and other seven Asian stock markets namely Indonesia, China, Hong
Kong, Japan, Taiwan, South Korea and Malaysia. By using co integration test they found no co
integration between Indian and other selected Asian countries.

Tripathi, Seth and Kumar (2013) collected monthly data from 2003 to 2012 of India and other
markets of world and by using ADF test, correlation analysis; they find a positive and significant
correlation between India and other selected economies.

Roa (2014) take monthly closing prices of India, Australia, Hong Kong, Indonesia, Japan,
Malaysia, South Korea, Singapore and Taiwan from April, 2004 to March, 2014 and find high correlation
and bidirectional casual relationship between Indian and other selected stock markets.

Research Methodology

ð· Data: The study use daily closing prices of selected stock market indices for the period from 1st
Jan. 2001 to 31st Dec. 2015 from Yahoo finance. Following stock market indices are taken for
study: NIKKIE 225 (Tokyo Stock Exchange) for Japan, FTSE 100 (London stock exchange) for
UK, CAS-40 (Euronext Paris Stock Exchange) for France, KOSPI (Korea stock exchange) for
Korea, STRAITS TIMES Index (Singapore Stock Exchange) for Singapore, All ordinaries
(Australian Securities Exchange) for Australia and BSE SENSEX (Bombay stock exchange) for
India. The total number of observations is 3911. There were missing values in the data of some of
the stock exchanges for some days, when some stock exchanges were closed which were filled-
up by taking the average of the two nearest cases. We take the natural log (ln) of the ten series on
which the further analysis shall be performed. The formula of calculating the natural log of
indices/closing prices is given as follows:

Rt = ln (Pt /Pt-1)

Where: Rt = Return on day  €t•,  Pt =Index closing value on day  €t•,

Pt-1 = Index closing value on day €t-1•,  ln= Natural log

ð· Tools and Techniques

(i) Statistical tools

(a) Descriptive Statistics

Mean is computed as:

Mean = ‚‚‚‚‚‚‚‚‚‚‚‚‚‚‚.. (1)

The standard deviation is computed as:

ƒ = ‚...‚‚‚‚‚‚‚‚‚‚‚. (2)

Skewness measures the deviation of the distribution from symmetry:

Skewness = ‚‚‚‚‚‚‚‚‚‚.. (3)

Where:

=

Kurtosis measures the „peakedness… of a distribution. Kurtosis is computed as

Kurtosis = ‚ .....‚‚‚‚‚‚‚‚‚.. (4)

The Jarque bera computed as follows

= ‚‚‚‚‚‚‚‚‚‚‚. (5)
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(b) Correlation Analysis

Karl Pearson•s coefficient of correlation is used, which computes as follows:

r = ‚‚‚‚‚.‚‚‚‚‚‚‚‚‚‚‚(6)

Where, is correlation coefficient and ,

(ii) Econometric Techniques

(a) Augmented Dickey Fuller Test

The analysis of econometrics can be performed on a series of stationary nature. A process is said
to be stationary if it•s mean and variance remain unchanged over time. In other words, a time series is
said to be stationary if it•s probability distribution remains unchanged as time proceeds. To test the unit
root problem, the most widely used test is ADF. The general form of ADF test can be written at level and
first difference are as follows:

†Yt = ‡ +ˆt +‰Yt-1 +Š ‹i +Œt                    ‚‚‚‚‚..‚‚‚‚.. (7)

Yt = ‡ + ˆt + Yt-1 + + Œt ‚‚‚‚‚‚‚‚‚... (8)

Hence, if the hypothesis, is rejected for the above equations then it can be concluded that the

time series does not have a unit root and is integrated of order zero I (0) i.e. it has stationary properties.
(b) Granger Causality Test

After the stationarity of log series of the seven stock exchanges, we perform the Granger•s
causality model in order to observe whether the return at each stock exchanges granger causes the
return at the remaining six stock exchanges. In Granger•s Causality, there are bivariate regressions of the
under-mentioned form:

Yt = ‡0 + ‡1Yt-1 + ‚+‡1Yt -1 + p1Xt-1 +‚. +ˆ1Xt -1 + •t ‚‚‚‚‚‚. (9)

Xt = ‡0 + ‡1Xt-1+‚.+ ‡1Xt -1+ p1Yt-1 +‚+ ˆ1Yt -1+Œt ‚‚‚‚‚‚. (10)

For all possible pairs of (X, Y) series in the group. Where •t and Œtare two white noise random
disturbance terms.

(c) Johansen€s Co -integration Test

The Johansen (1988) (1991, 1995) procedure tests the presence of long run relationship between
the variables and to perform the Co-integration analysis. If the two or more series are found to be co-
integrating, consider a VAR of order p:

Yt = A 1 y t-1 + ............................ + A p y t-p +B x t+ • t ‚‚‚‚‚.. (12)

We may rewrite this VAR as,

‚ ‚ ..‚ (13)

Where,

(d) Vector Auto Regression (VAR) Model

The study follows the application of Granger•s causality with the Vector Auto Regression (VAR)
Model. The vector auto regression (VAR) is commonly used for forecasting systems of interrelated time
series and for analyzing the dynamic impact of random disturbances on the system of variables.

(e) Variance Decomposition Analysis and Impulse Response

The variance decomposition analysis has applied to find out the extent up to which the selected
indices one influenced by each other. While impulse response functions find the effects of a shock to one
endogenous variable on to the other variables in the VAR, variance decomposition separates the variation
in an endogenous variable in to the component shocks to the VAR. Thus, the variance decomposition
provides information about the relative importance of each random innovation in effecting the variables in
the VAR.
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(iii ) Empirical Results

a. Descriptive Statistics

The findings regarding the descriptive statistics (apply on returns) are given below:

Table 1: Descriptive Statistics from 2001 to 2015
India U.K. Japan France Singapore Australia South Korea

Mean daily % return 0.048 0.0003 0.007 -0.005 0.0107 0.0133 0.0341
Median daily % return 0.095 0.0265 0.031 0.025 0.0123 0.0433 0.061
Maximum daily % return 15.99 9.384 9.566 10.59 7.530 5.360 11.28
Minimum daily % return -11.8 -9.264 -12.11 -9.472 -8.6900 -8.553 -12.80
Std. Dev. daily % return 1.449 1.20 1.477 1.483 1.1097 0.9718 1.423
Skewness -0.1732 -0.142 -0.584 0.012 -0.289 -0.5666 -0.522
Kurtosis 11.65 9.8293 9.1102 8.099 9.3225 9.306 9.6619
Jarque B. 12222.2 7617.5 6309.7 4240.3 6572.187 6692.99 7413.8
Probability 0 0 0 0 0 0 0

Source: Computed Data.

In table 1, the highest mean return is 0.048% (percent) in India, while the lowest is -0.0058%
(percent) in France. It can reveal that all the stock indices have provided the positive daily average
returns expect France. The standard deviation of the Japan stock market is 1.48 percent, which shows
the highest risk in the France stock market. In case of skewness, the statists show that all the stock
exchanges show a negative skewness statistic except France. It implies that the return distributions of
the shares traded in these markets have a higher probability of earning positive returns.  All the series
are leptokurtic in nature as the Kurtosis statistics for all the stock exchanges to be more than 3.  The p
value is 0.0000 for all the stock market indicates that the null hypothesis of normality can be rejected for
all the selected stock exchanges. The Jarque-Bera statistic is very high for all stock markets, implying
that stock returns differ significantly from the normal distribution. Alternatively, this implies that in each
stock market there exist opportunities for investors to benefit from abnormal returns.

b. Correlation Analysis

Table 2: Correlation between India and Other Selected Stock Markets from the Year 2001 to 2015
India U.K. Japan France Singapore Australia S.K.

India 1
U.K. 0.360835 1
Japan 0.341029 0.31404 1
France 0.341601 0.893538 0.302565 1
Singapore 0.500785 0.410829 0.533154 0.390586 1
Australia 0.374528 0.339261 0.595579 0.31088 0.55941 1
S.K. 0.396335 0.295207 0.583414 0.285825 0.572094 0.554046 1

Correlation is significant at the 0.01 level (2-tailed).
Source: Computed Data

The table 2 shows the results of correlation analysis (implemented on return series). India is
significant correlated with Singapore with the correlation coefficient equal to 0.50. It is indicating towards
a strong relationship between India and Singapore.

c. Unit Root Test / Augmented Dickey Fuller (ADF) Test

Unit root test is used to check whether the time series are stationary or not. ADF is applied on
daily closing prices of every market. The results of ADF are as follows:

Table 3: Augmented Dickey Fuller Test on Closing Prices at Level

Intercept Trend None
India -0.5152(-3.4318) -2.874(-3.9603) 1.2479(-2.5655)
UK -2.1877(-3.4318) -3.3091(-3.9603) -0.320(-2.5655)
Japan -1.1692(-3.4318) -1.6174(-3.9603) 0.1299(-2.5655)
France -2.6538(-3.4318) -2.604(-3.9603) -0.8372(-2.5655)
Singapore -1.3679(-3.4318) -1.846(-3.9603) 0.2198(-2.5655)
Australia -1.6473(-3.4318) -1.9285(-3.9603) 0.4056(-2.5655)
South Korea -1.58075(-3.4318) -2.5581(-3.9603) 0.6388(-2.56565)

Level of significance 1%
Source: Computed Data
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Table 4: Augmented Dickey Fuller Test on Closing Prices at First Difference
Intercept Trend None

India -59.036(-3.4318) -59.0313(-3.9603) -58.9967(-2.5655)
UK -65.5123(-3.4318) -65.5108(-3.9603) -65.5207(-2.5655)
Japan -65.199(-3.4318) -65.2168(-3.9603) -65.204(-2.5655)
France -65.428(-3.4318) -65.438(-3.9603) -65.434(-2.5655)
Singapore -63.593(-3.4318) -63.587(-3.9603) -63.595(-2.5655)
Australia -64.5486(-3.4318) -64.5414(-3.9603) -64.547(-2.5655)
South Korea -61.8604(-3.4318) -61.8587(-3.9603) -61.843(-2.56565)

Level of significance 1%
Source: Computed Data

In all the cases t-statistics is more than the test critical value (irrespective of sign), this implies that
the variable does not have a unit root, which confirms that all the series are stationary at first difference.

d. Johenson€s Co -Integration Analysis

Co-integration of two or more time series suggests that there is a long run or equilibrium
relationship between them. As we found that all the series are stationary at first difference and now, we
proceeds with Johenson•s approach. We applied Johenson•s co-integration test on closing prices (which
are non stationary in nature) to see whether Indian stock market is co integrated with other stock markets
included in the study. The results of Johenson•s co-integration at trace (table V) and maximum eigen
value (table VI) are mentioned as follows:

Table 5: Unrestricted Co -integration Rank Test (Trace)
Hypothesized No. of CE(s) Eigen value Trace Statistic 0.05 Critical value Prob.**
None * 0.011154 124.5904 125.6154 0.0576
At most 1 * 0.008032 80.74381 95.75366 0.3403
At most 2 * 0.005112 49.21922 69.81889 0.6713
At most 3 * 0.004622 29.18484 47.85613 0.7595
At most 4 * 0.001575 11.07566 29.79707 0.9593
At most 5 * 0.000897 4.914767 15.49471 0.8178
At most 6 * 0.000359 1.405464 3.841466 0.2358

Trace test indicates no co-integration at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values
Source: Computed Data

Table 6: Unrestricted Co -integration Rank Test (Maximum Eigen value )
Hypothesized No. of CE(s) Eigen value Trace Statistic 0.05 Critical value Prob.**

None * 0.011154 43.84659 46.23142 0.0882
At most 1 * 0.008032 31.52458 40.07757 0.3297
At most 2 * 0.005112 20.03438 33.87687 0.7543
At most 3 * 0.004622 18.10918 27.58434 0.4861
At most 4 * 0.001575 6.160893 21.13162 0.9795
At most 5 * 0.000897 3.509303 14.2646 0.9072
At most 6 * 0.000359 1.405464 3.841466 0.2358

Max-eigenvalue test indicates no co-integration at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values
Source: Computed Data

Table 5 shows that there is no co-integrating equation at the 0.05 level in trace statistics. We
compare the Trace statistics with the critical value and see that in all the cases the critical value is more
than it•s trace value. This implies that there exist no co-integration equation and the results conclude that
no series are co-integrated. So there is no long run equilibrium relationship between Indian stock market
and other selected stock indices. The results of table VI (Maximum Eigen Value) also confirms the results
of trace value.

e. Granger Causality Test

We accept the null hypothesis for the cases with probability value above 0.05, we reject the ones
with lesser than 0.05 probability value. The table VII presents the result of granger•s causality model
(applied on return series) to the stock exchange of all selected countries.
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Table 7: Pair wise Granger Causality Test (Lag 2)

Null Hypothesis F-statistic Probability
R U.K. does not granger cause R India 32.4181 1.00E-14
R India does not granger cause R U.K. 2.54831 0.0783
R Japan does not granger cause R India 1.7256 0.1782
R India does not granger cause R Japan 61.7674 4.00E-27
R France does not granger cause R India 34.7103 1.00E-15
R India does not granger cause R France 1.65253 0.1917
R Singapore does not ganger cause R India 3.43654 0.0323
R India does not granger cause R Singapore 16.0971 1.00E-07
R Australia does not granger cause R India 2.37662 0.093
R India does not granger cause R Australia 65.3846 1.00E-28
R S.K. does not granger cause R India 7.09452 0.0008
R India does not granger cause R S.K. 38.5502 3.00E-17

Level of significance 5%
Source: Computed Data

We accept the following null hypothesis:
ð· R India does not granger causes R U.K.
ð· R Japan does not granger causes R India.
ð· R India does not granger causes R France
ð· R Australia does not granger causes R India.
We accept the under mentioned alternate hypothesis:
ð· R U.K. granger causes R India
ð· R India granger causes R Japan
ð· R France ganger causes R India
ð· R Singapore granger causes R India
ð· R India granger causes R Singapore
ð· R India granger causes R Australia
ð· R S.K. granger causes R India
ð· R India granger causes R S.K.

The above result indicates that there is unidirectional casual relationship between India and U.K.
U.K. granger causes India but not the vice-versa. In case of Japan and India there exists also a
unidirectional relationship between two countries. India granger causes Japan but not the vice-versa.
The bidirectional causal relationship is found between Indian stock market and the stock market of
Singapore and South Korea. But in case of France, the stock market of France granger cause India but
not the vice-versa, so there exist unidirectional relationship between the two countries. Also, in case of
Australian stock market, there exists unidirectional relationship between India and Australia.

f. Vector Auto Regression Analysis

By the application of the VAR model, we observe that the integration of a stock exchange with the
other can be established if the t-value is more than 1.96 (irrespective of sign). The results of vector auto
regression (applied on returns) are as follows:

Table 8: Results of Vector Auto Regression Analysis
India UK Japan France Singapore Australia SK

India(-1) 0.003681 0.037327 0.081628 0.031065 0.042806 0.053723 0.075698
-0.01898 -0.01585 -0.01777 -0.01957 -0.01414 -0.01122 -0.01772

[ 0.19396] [ 2.35433] [ 4.59416] [ 1.58728] [ 3.02784] [ 4.7899] [ 4.27173]
India(-2) -0.0431 0.015716 0.012939 0.016256 0.031127 0.029226 0.034317

-0.01895 -0.01584 -0.01775 -0.01955 -0.01412 -0.0112 -0.0177
[-2.27399] [ 0.99249] [ 0.72912] [ 0.83162] [ 2.20440] [ 2.6089] [ 1.93894]

UK(-1) 0.036719 -0.08766 0.158121 0.047928 0.123903 0.248326 0.087298
-0.04382 -0.03661 -0.0 4103 -0.04519 -0.03265 -0.0259 -0.04092

[ 0.83792] [-2.39415] [ 3.85378] [ 1.06048] [ 3.79520] [ 9.5878] [ 2.13329]
UK(-2) 0.118779 -0.00109 -0.0162 0.060154 0.032375 0.061581 0.019176

-0.04414 -0.03688 -0.04133 -0.04553 -0.03289 -0.02609 -0.04122
[ 2.69074] [-0.02956] [-0.39186] [ 1.32128] [ 0.98442] [ 2.3602] [ 0.46519]

Japan(-1) -0.03077 -0.01721 -0.19591 -0.00382 -0.07649 -0.06961 -0.12416
-0.0218 -0.01821 -0.02041 -0.02248 -0.01624 -0.01288 -0.02035

[-1.41190] [-0.94493] [-9.60034] [-0.16990] [-4.71060] [-5.4037] [-6.10035]
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Japan(-2) -0.02949 -0.04856 -0.00391 -0.05195 -0.01838 -0.01478 -0.02107
-0.02152 -0.01798 -0.02015 -0.02219 -0.01603 -0.01272 -0.02009

[-1.37061] [-2.70103] [-0.19395] [-2.34084] [-1.14674] [-1.1616] [-1.04857]
France(-1) 0.111849 0.028688 0.306933 -0.07632 0.120294 0.151338 0.268015

-0.03481 -0.02909 -0.0326 -0.03591 -0.02594 -0.02058 -0.03251
[ 3.21274] [ 0.98630] [ 9.41611] [-2.12561] [ 4.63799] [ 7.3549] [ 8.24400]

France(-2) 0.001451 -0.02182 0.100624 -0.06589 0.056859 0.034362 0.116289
-0.03526 -0.02946 -0.03302 -0.03637 -0.02627 -0.02084 -0.03293

[ 0.04115] [-0.74061] [ 3.04774] [-1.81178] [ 2.16438] [ 1.6487] [ 3.53157]
Singapore(-1) -0.03906 -0.01954 0.024081 -0.01516 -0.08125 -0.01692 0.033978

-0.02945 -0.02461 -0.02758 -0.03037 -0.02194 -0.01741 -0.0275
[-1.32620] [-0.79405] [ 0.87327] [-0.49902] [-3.70280] [-0.97194 [ 1.23546]

Singapore(-2) 0.03734 0.01135 0.071126 0.000135 0.010566 0.040066 0.019129
-0.02945 -0.02461 -0.02757 -0.03037 -0.02194 -0.01741 -0.0275

[ 1.26788] [ 0.46128] [ 2.57940] [ 0.00444] [ 0.48159] [ 2.3018] [ 0.69556]
Australia(-1) -0.06076 -0.03697 -0.14872 -0.08377 -0.10757 -0.21723 -0.13396

-0.03464 -0.02894 -0.03243 -0.03573 -0.02581 -0.02047 -0.03235
[-1.75401] [-1.27754] [-4.58543] [-2.34474] [-4.16837] [-10.610] [-4.14133]

Australia(-2) 0.008836 0.028582 -0.02371 0.043518 0.008338 -0.0072 0.022434
-0.03275 -0.02736 -0.03066 -0.03378 -0.0244 -0.01936 -0.03058

[ 0.26980] [ 1.04455] [-0.77328] [ 1.28838] [ 0.34172] [-0.3720] [ 0.73354]
SK(-1) 0.063014 0.036628 0.012144 0.059267 0.019077 -0.00702 -0.0567

-0.02218 -0.01853 -0.02076 -0.02287 -0.01652 -0.01311 -0.02071
[ 2.84138] [ 1.97679] [ 0.58484] [ 2.59118] [ 1.15460] [-0.5356] [-2.73789]

SK(-2) -0.01376 -0.01848 -0.05667 -0.02571 0.004651 -0.03883 -0.06359
-0.02214 -0.0185 -0.02073 -0.02284 -0.0165 -0.01309 -0.02068

[-0.62118] [-0.99872] [-2.7333] [-1.12586] [ 0.28195] [-2.9669] [-3.07530]
C 0.000496 -1.49E-05 9.83E-05 -8.28E-05 0.000106 0.000152 0.000367

-0.00023 -0.00019 -0.00022 -0.00024 -0.00017 -0.00014 -0.00021
[ 2.15697] [-0.07760] [ 0.45717] [-0.34966] [ 0.61854] [ 1.1165] [ 1.70872]

Source: Computed Data

The table 8 shows that the returns in India at lag 0 is influenced by India at lag 2, returns in UK at
lag 2 and returns in Japan and South Korea at lag 1. Returns in UK at lag 0 is influenced by the return in
UK, India and South Korea at lag 1 and return in Japan at lag 2. Returns in Japan at lag 0 is influenced
by the returns in India, UK, Japan and Australia at lag 1, returns in Singapore and South Korea at lag 2
and return in France at lag both 1 and 2. Returns in France at the lag 0 are influenced by returns in
Japan at lag 2, returns in France, Australia and South Korea at lag 1. Returns in Singapore at the lag 0
are influenced by the returns in India at lag 1 and 2, returns in UK, Japan, Singapore and Australia at lag
1 and returns in France at lag 1 and 2. Returns in Australia at lag 0 are influenced by returns in India at
lag 1 and 2, returns in Japan, France and Australia at lag 1, returns in Singapore and South Korea at lag
2. Returns in South Korea at the lag 0 are influenced by returns in India, UK, Japan and Australia at lag
1, returns in France and South Korea at lag 1 and 2 both.

g. Variance Decomposition Analysis

The variance decomposition analysis of the seven stock exchanges is presented by the tables from
9 to 15. The table decomposes the returns at the seven stock exchanges for a period ranging from 1 to 10.

Table 9: Variance Decomposition of India
Period S.E. India UK Japan France Singapore Australia South Korea

1 0.01434 100 0 0 0 0 0 0
2 0.01448 98.24108 1.17076 0.04616 0.27415 0.024458 0.04129 0.20207
3 0.01452 97.68139 1.65493 0.06622 0.27522 0.073732 0.04270 0.20579
4 0.01452 97.64604 1.68037 0.06995 0.27877 0.075526 0.04334 0.20598
5 0.01452 97.64165 1.68396 0.07012 0.27904 0.075523 0.04372 0.20597
6 0.01452 97.64149 1.68403 0.07018 0.27904 0.075525 0.04374 0.205974
7 0.01452 97.64146 1.68406 0.07018 0.27904 0.075526 0.04374 0.205974
8 0.01452 97.64146 1.68406 0.07018 0.27904 0.075526 0.04374 0.205974
9 0.01452 97.64146 1.68406 0.07018 0.27904 0.075526 0.04374 0.205974

10 0.01452 97.64146 1.68406 0.07018 0.27904 0.075526 0.04374 0.205974

Source: Computed Data
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Table 10: Variance Decomposition of UK
Period S.E. India UK Japan France Singapore Australia South Korea
1 0.0120 13.8403 86.1597 0.0000 0.0000 0.0000 0.0000 0.0000
2 0.0120 13.7845 86.0345 0.0225 0.0283 0.0081 0.0230 0.0992
3 0.0120 13.7345 85.8095 0.2106 0.0501 0.0171 0.0500 0.1283
4 0.0120 13.7387 85.7943 0.2179 0.0526 0.0182 0.0501 0.1283
5 0.0120 13.7386 85.7939 0.2179 0.0526 0.0182 0.0501 0.1287
6 0.0120 13.7386 85.7938 0.2179 0.0527 0.0182 0.0501 0.1287
7 0.0120 13.7386 85.7938 0.2179 0.0527 0.0182 0.0501 0.1287
8 0.0120 13.7386 85.7938 0.2179 0.0527 0.0182 0.0501 0.1287
9 0.0120 13.7386 85.7938 0.2179 0.0527 0.0182 0.0501 0.1287
10 0.0120 13.7386 85.7938 0.2179 0.0527 0.0182 0.0501 0.1287

Source: Computed Data

Table 11: Variance Decomposition of Japan
Period S.E. India UK Japan France Singapore Australia South Korea

1 0.0134 10.5203 6.6125 82.8672 0.0000 0.0000 0.0000 0.0000
2 0.0148 11.1959 14.9542 71.4677 1.9402 0.0002 0.4345 0.0072
3 0.0148 11.1679 15.0093 71.3378 1.9387 0.0623 0.4356 0.0485
4 0.0148 11.1685 14.9976 71.3057 1.9676 0.0666 0.4439 0.0501
5 0.0148 11.1681 14.9971 71.3066 1.9675 0.0667 0.4439 0.0502
6 0.0148 11.1680 14.9971 71.3065 1.9675 0.0668 0.4439 0.0502
7 0.0148 11.1680 14.9971 71.3065 1.9675 0.0668 0.4439 0.0502
8 0.0148 11.1680 14.9971 71.3065 1.9675 0.0668 0.4439 0.0502
9 0.0148 11.1680 14.9971 71.3065 1.9675 0.0668 0.4439 0.0502
10 0.0148 11.1680 14.9971 71.3065 1.9675 0.0668 0.4439 0.0502

Source: Computed Data

Table 12: Variance Decomposition of France
Period S.E. India UK Japan France Singapore Australia South K orea
1 0.0148 12.3082 67.7373 0.0532 19.9013 0.0000 0.0000 0.0000
2 0.0148 12.2659 67.5090 0.0544 19.9031 0.0029 0.0942 0.1705
3 0.0149 12.2190 67.2944 0.2387 19.8859 0.0036 0.1462 0.2122
4 0.0149 12.2225 67.2875 0.2440 19.8834 0.0043 0.1462 0.2122
5 0.0149 12.2225 67.2873 0.2440 19.8833 0.0043 0.1462 0.2125
6 0.0149 12.2225 67.2873 0.2440 19.8833 0.0043 0.1462 0.2125
7 0.0149 12.2225 67.2873 0.2440 19.8833 0.0043 0.1462 0.2125
8 0.0149 12.2225 67.2873 0.2440 19.8833 0.0043 0.1462 0.2125
9 0.0149 12.2225 67.2873 0.2440 19.8833 0.0043 0.1462 0.2125
10 0.0149 12.2225 67.2873 0.2440 19.8833 0.0043 0.1462 0.2125

Source: Computed Data

The table 9 reveals that in case of Indian stock market, there is somewhat visible impact of U.K for
the period from 2 to 10.  Table 10 shows that the returns of London stock exchange are composed by the
returns of BSE for the period from 1 to 10. Table 11 shows that the return at India and UK for the period
for 1 to10 and France from the period from 2 to10 influences the Tokyo stock exchange. The table 12
shows that return of U.K and BSE from period 1 to 10 have some visible impact on returns at Euro next
Paris stock exchange.

Table 13: Variance Decomposition of Singapore
Period S.E. India UK Japan France Singapore Austral ia South Korea

1 0.0107 24.2962 7.4376 8.0905 0.0523 60.1234 0.0000 0.0000
2 0.0111 23.0756 10.5864 9.0009 0.5653 56.3571 0.3831 0.0316
3 0.0111 23.2654 10.5455 9.0142 0.5677 56.1238 0.4292 0.0542
4 0.0111 23.2586 10.5392 9.0530 0.5719 56.0940 0.4290 0.0544
5 0.0111 23.2580 10.5390 9.0535 0.5719 56.0929 0.4294 0.0553
6 0.0111 23.2580 10.5390 9.0536 0.5719 56.0928 0.4294 0.0553
7 0.0111 23.2580 10.5390 9.0536 0.5719 56.0928 0.4294 0.0553
8 0.0111 23.2580 10.5390 9.0536 0.5719 56.0928 0.4294 0.0553
9 0.0111 23.2580 10.5390 9.0536 0.5719 56.0928 0.4294 0.0553
10 0.0111 23.2580 10.5390 9.0536 0.5719 56.0928 0.4294 0.0553

Source: Computed Data
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Table 14: Variance Decomposition of Australia
Period S.E. India UK Japan France Singapore Australia South Kore a

1 0.0085 13.4715 8.4888 11.3991 0.0345 4.1982 62.4079 0.0000
2 0.0097 12.8556 21.4809 11.1097 1.1448 3.5121 49.8914 0.0056
3 0.0097 12.9478 21.4886 11.1039 1.1626 3.5764 49.6839 0.0367
4 0.0097 12.9643 21.4791 11.1605 1.1813 3.5761 49.5996 0.0391
5 0.0097 12.9636 21.4782 11.1641 1.1813 3.5766 49.5970 0.0393
6 0.0097 12.9636 21.4781 11.1642 1.1813 3.5767 49.5969 0.0394
7 0.0097 12.9636 21.4781 11.1642 1.1813 3.5767 49.5969 0.0394
8 0.0097 12.9636 21.4781 11.1642 1.1813 3.5767 49.5968 0.0394
9 0.0097 12.9636 21.4781 11.1642 1.1813 3.5767 49.5968 0.0394

10 0.0097 12.9636 21.4781 11.1642 1.1813 3.5767 49.5968 0.0394

Source: Computed Data

Table 13 show that returns at the stock exchange of India, U.K. and Japan for the period 1 to 10
have some visible impact on Singapore stock exchange. Table 14 shows that the returns at Indian,
London, and Tokyo stock exchanges have some visible impact on Australian securities exchange for the
time period 1 to 10 and stock exchange of France for the period from 2 to 10 have some visible impact on
Australian stock exchange. The stock market of Singapore also influences the exchange of Australia for
the period of 1 to 10.

Table 15: Varian ce Decomposition of South Korea
Period S.E. India UK Japan France Singapore Austr alia South Korea

1 0.0134 14.6457 3.9200 14.3269 0.0574 5.7654 1.7795 59.5052
2 0.0142 14.5440 9.2434 14.6310 1.6125 5.1077 2.0653 52.7961
3 0.0143 14.6173 9.2444 14.5990 1.6340 5.0942 2.0852 52.7260
4 0.0143 14.6183 9.2505 14.6067 1.6681 5.0914 2.0853 52.6797
5 0.0143 14.6183 9.2505 14.6065 1.6682 5.0916 2.0854 52.6794
6 0.0143 14.6182 9.2505 14.6065 1.6683 5.0917 2.0854 52.6794
7 0.0143 14.6183 9.2505 14.6065 1.6683 5.0917 2.0854 52.6794
8 0.0143 14.6183 9.2505 14.6065 1.6683 5.0917 2.0854 52.6794
9 0.0143 14.6183 9.2505 14.6065 1.6683 5.0917 2.0854 52.6794
10 0.0143 14.6183 9.2505 14.6065 1.6683 5.0917 2.0854 52.6794

Source: Computed

Table 15 show that returns at BSE, UK, Japan, Singapore and Australia have some visible impact
on South Korea stock exchange for the time period from 1 to 10 and France stock exchange for the
period from 2 to 10.

h. Impulse Response
Figure
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The impulse response analysis investigates the influence of random shock on the markets.
Impulse responses of returns in various markets to a shock in their own and other market innovations are
also examined. It show that only the stock market of UK have some impact on Indian stock market.

Conclusion

The highest mean return is of India and the standard deviation (highest risk) of France stock
market. The Jarque-Bera statistic is very high for all stock markets, implying that stock returns differ
significantly from the normal distribution. There is a significant correlation between Indian and Singapore
stock market. The ADF test confirms the stationarity of the selected series. The Johenson•s co-
integration test found no co-integration between Indian and other stock markets in the study. The granger
causality test indicates the unidirectional causal relationship between Indian stock market and the stock
markets of U.K., Japan, France and Australia. On the other hand, there exist a bidirectional causal
relationship between India and Singapore and also between India and South Korea. The results of VAR
show that India is influenced by U.K., Japan, Singapore, Australia and South Korea. The results of
variance decomposition indicate that only the stock market of U.K. have some visible impact on Indian
stock market. On the other side Indian stock market have some visible impact on U.K., Japan, France,
Singapore, Australia and South Korea. Finally, the impulse response shows that only the stock market of
U.K. has some impact on Indian stock market. So we can conclude that there exist portfolio
diversification benefits in selected stock markets.
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ABSTRACT

This study models a manager who privately reports earnings to an independent audit committee
that, after its own due diligence, modifies the report for public release to investors. The audit committee is
to observe the highest standards of propriety involving impartiality, integrity and objectivity in relation to
the stewardship of public funds, the management of the company and the conduct of its business. The
audit committee's presence changes the impact of penalties and incentives on reporting, valuation, and
due �diligence activities. The audit committee alters the reporting and valuation dynamics by attempting to
remove the manager's reporting bias, but then presents the information it has collected with its own bias.
For example, increasing penalties can sometimes degrade the reporting process.

KEYWORDS: Audit Committee, Penalties & Incentives on Reporting, Due �Diligence Activities.

_______________

Introduction

Board of Directors has the power to constitute committees and delegate certain authority and
responsibility to these committees. These committees analysis the issue in depth and suggest
recommendations to the Board of Directors. Thus, committees help to improve its efficiency and
effectiveness. Board committees are divided into two categories i.e. Mandatory committees and Non-
mandatory committees. Non-mandatory committees such as finance committee, ethics committee, public
relations committee, are voluntary in nature, whereas audit committee, remuneration committee and
shareholders€ grievance committee are mandatory in nature. As under Clause 49 of the listing Agreement,
Board of Directors is required to constitute statutory committees.

Overview of Audit Committee

Audit Committee is one of the most important committee of the Board of Directors. It is a statutory
committee responsible for oversight over accounting, internal audit, external audit and reporting systems of
the company. It is conceive as an interface between the Board of Directors and the internal and external
auditors. It has become a crucial element of oversight of financial reporting thereby reducing the dominance
of senior executives in the audit process. The fundamental reason d€•tre of audit committees is to oversee
the integrity of financial statements. Committee needs to review annual and interim financial statements
carefully, understanding them, assessing the quality of earnings and being comfortable with management€s
conclusions. Audit committees function best when they have productive relationships with management and
internal audit with open, candid and ongoing lines of communication. Audit committees help in building
trusting and professional relationships with the external auditors in addressing responsibilities for selecting,
compensating, evaluating and retaining them, as well as overseeing independence.

Evolution of Auditing

Audit committee is an advancement of the auditing practice in a systemized and a regularized
manner by all the listed corporations across the world. The evolution of audit committee in the present form
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can be studied in a phase manner starting from origin of the discipline of audit in ancient times, its development
in the present form, to the formation of audit committees and their gradual emergence in statutory form.

Audit Committee Concept Formalization

With the growth in the auditor€s responsibility and the increased gap between ownership and
management coupled with proliferation of the volume of transactions, need was felt to develop a
committee of the board entrusted with the auditing procedure in a more systemized and transparent
manner. Historically, the concept of audit committee took shape in the following chronology:

ð· Introduction of the Concept of Audit Committee (1939): The New York Stock Exchange
(NYSE) first endorsed the audit committee concept composed of independent directors, entrusted
with the responsibility of selection of auditors for the company. Early twentieth century statutes
placed specific audit requirements on banks, insurance companies and similar financial
institutions, consequently, such organizations stood among the first corporations to establish audit
committees.1

ð· Canadian Initiatives for Audit Committee (Late 1960s to 1975): In late 1960s, the bankruptcy of
the Atlantic Acceptance Corporation in Canada led to a Royal Commission Report recommending
that all public companies to establish an audit committee (Collier, 1996, Walker, 2004). When the
Ontario Select Committee on Company Law and the Canadian Institute of Chartered Accountants,
Special Committee on Shareholder Audits made similar recommendations (Collier, 1996), several
Canadian provinces passed legislation requiring audit committees in corporations that offered
securities to the public. In 1975, Canada amended its Business Corporations Act to require that all
federally incorporated public companies establish an audit committee to approve the annual
financial statements before submission to the board of directors.2

ð· Security Exchange Commission Initiative for Audit Committee (1972): The SEC promoted the
audit committee concept after its investigation of the McKesson and Robbins case. In the
McKesson and Robbins fraud, a corrupt management claimed the existence of inventory that later
turned out to be bogus, a practice that resulted in on-site inventory inspections. At about the same
time, the collapse of Penn Central Railroad and Equity Funding in the United States renewed the
SEC€s interest in audit committees. In 1972, the SEC encouraged the establishment of audit
committees composed of independent directors and by 1974, the SEC began to require public
disclosure of whether audit committee members were, in fact, independent.

ð· Enactment of Sarbanes Oxley Act and its Implementations (2002): The United States
government responded to the corporate scandals by enacting Sarbanes‚ Oxley in July of 2002, which
sought to regulate the accounting profession, improve corporate governance and restore investor
confidence in the integrity and transparency of public companies financial statements by improving
the accuracy and reliability of corporate disclosures made pursuant to the securities laws.

ð· Post Sarbanes -Oxley Initiatives (2004 O nwards) : In 2004, when Sarbanes Oxley audit
committee requirements became effective, the Australian Stock Exchange amended its listing
rules to require that all entities included in the S & P All Ordinaries Index establish an audit
committee (Australian Stock Exchange, 2004), consisting of at least three members, a majority of
which are independent members and none of the members are an executive director.

The following table presents the list of forty large capital markets and the year- wise enactments
of audit committee requirements for listing.

Table 1 : Audit Committee Requirements for Companies in For ty Largest Capital Markets
Capital Markets With Mandatory Audit Committee Requirements

and Date of Implementation
Capital Markets With No Mandatory

Audit  Committee Requirements
1. Canada (1975) 1. Brazil
2. Nigeria (1990) 2. Iran
3. Hong Kong (1999) 3. Ireland
4. Thailand (1999) 4. Italy

1 Bryan A. Mc Grane, ƒThe Audit Committee: Director Liability In The Wake Of The Sarbanes-Oxley Act„,
Cornell Journal Of Law And Public Policy, Vol. 18:575, 2009.

2 Fichtner Jason Royce, ƒThe Recent International Growth of Mandatory Audit Committee Requirements„,
International Journal of Disclosure and Governance, Macmillan Publishers Ltd. 1741-3591, 2009.
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5. India (2000) 5. Japan
6. Indonesia (2000) 6. Norway
7. Korea (2000) 7. Saudi Arabia
8. Mexico (2001) 8. Switzerland
9. Argentina (2001) 9. Venezuela
10. United States of America (2002)
11. Spain (2002)
12. Turkey (2002)
13. Australia (2004)
14. Columbia (2005)
15. Austria (2006)
16. Portugal (2006)
17. South Africa (2006)
18. Russia (2007)
19. Finland (2008)
20. France (2008)
21. The Netherlands (2008)
22. Romania (2008)
23. Sweden (2008)
24. United Kingdom (2008)
25. Belgium (2009)
26. China (2009)
27. Czech Republic (2009)
28. Denmark (2009)
29. Germany (2009)
30. Greece (2009)
31. Poland (2009)

Source: Fichtner1, 2009.

The Companies Act, 2013 (India) specify a tight framework for Audit & Auditors, which is as follows:

ð· An Individual auditor can have a maximum term of five years, and Audit firm can have ten years.
ð· Incoming auditor should not be associated with the outgoing auditor; there should be no

common auditor or partner.
ð· Reappointment takes place only after end of five years, after an auditor completes its first term.
ð· Company can prescribe rotation of auditing partner and team within the audit firm.
ð· Companies will have to rotate auditors after every four years. This will prevent promoters and

auditors to unite and doctor books of account.
ð· Auditors can face imprisonment up-to one year for violating relevant provisions and pay

damages for incorrect or misleading statements.
Framework of Audit Committee

Audit committee€s constitution is a statutory requirement under the laws and codes of most
countries. The purpose of the audit committee is to assist the Board of Directors in oversight of the
company€s accounting, auditing and financial reporting processes. The concept of audit committee in the
framework of corporate governance endeavored to deliver correct and accurate financial statements
while ensuring smooth flow of the audit function of the organization.

Composition of Audit Committee

Effective functioning of the committee depends upon the right combination of directors on the
committee. The nature of the committee is not only contingent on constitution but adequate orientation
and training with specific appraisal could be advantageous for long term growth in profitability and higher
investor confidence along with enhanced corporate governance.

A qualified and independent audit committee shall be set up, which comprise of the following:

ð· The audit committee shall have minimum three directors as members. Two-thirds of the
members of audit committee shall be independent directors.

1 Op Cit. Fichtner., 2009.
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ð· All members of audit committee shall be financially literate and at least one member shall have
accounting or related financial management expertise.

ð· The Chairman of the Audit Committee shall be an independent director;
ð· Independent Directors must possess the specified qualifications. Listed companies must have at

least independent directors to be one third of all directors. An independent director cannot hold
more than two consecutive terms of three years. One independent director can represent small
shareholders in listed companies.

ð· The Chairman of the Audit Committee shall be present at Annual general Meeting to answer
shareholder queries;

ð· The audit committee shall meet at least thrice a year. One meeting shall be held before
finalization of annual accounts and one every six months.

ð· The quorum shall be either two members or one third of the members of the audit committee,
whichever is higher and minimum of two independent directors.

ð· The Company Secretary shall act as the secretary to the committee;
ð· The audit committee may invite such of the executives, as it considers appropriate to be present

at the meetings of the committee, but on occasions it may also meet without the presence of
any executives of the company. The finance director, head of internal audit and a representative
of the statutory auditor may be present as invites for the meetings of the audit committee.

Audit Committee Functions

The Audit Committee is formed to regularly review processes and procedures to ensure the
effectiveness of internal control systems so that the accuracy and adequacy of the reporting of financial
results is maintained at high level at all times.1 The committee carries out functions and adopted
additional policies and procedures as appropriate in light of changing business, legislative, regulatory,
legal or other conditions. The committee also shoulders to carry out any other responsibilities and duties
delegated to it by the board of directors from time to time related to the purposes of the committee.
Broadly the functions of the audit committee were represented in the following diagram:

Figure 1 : Basic Audit Committee Functions

Source : Braiotta. Louis, 2004 2

According to the diagram the functions performed by the audit committee could be broadly
classified into these three groups.3

ð· The Planning Function: In view of the fact that the basic objective of the committee is oversee
and monitor, the financial accounting and auditing process, it is needed that the committee adopts its own
coordinated plan of administration which is consistent with this objective. The plan includes appraisal of the
annual corporate audit plans covering financial, operational, external compliance audit and internal
compliance audit segments, consolidation of internal and external auditing groups, to formulate the audit
plan in accordance with the committee€s charter as well as committee€s recommendations of the audit goals
and objectives. Additionally, the committee considers in totality an integrated approach for combining initial

1 Aggarwal, Sanjiv, ƒCorporate Governancethrough Audit Committees„, the Chartered Accountant, November,
2006.

2 Braiotta. Louis, ƒThe Audit Committee Handbook„, Fourth Edition, John Wiley and Sons, U.S.A., 2004,
3 Ibid. Braiotta. Louis, 2004, pp 58-78.
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planning segment concerned with review and appraisal of the goals and objective of audit function and the
resource availability for the same, pre-audit segment demanding the cooperation of the independent
auditors, internal auditors and senior executive in order to have a clear understanding of the realistic
condition of the business and post-audit segment dealing with assessments to ensure that the plans for the
audit are effective.

ð· The Monitoring Function: In order to accomplish the planning function monitoring and oversight
function need to be administered by audit directors on corporation activities based on their jurisdiction. In
administering the monitoring function it is advisable for the committee to retain the necessary professional
expertise such as the corporations outside legal counsel or external data processing experts. The review
function strengthens the corporate structure and enhances staff independence. Monitoring  and review is
undertaken with respect to the internal auditing function, the internal control system and related business
risks, the financial reporting disclosures, conflict of interests, ethics and fraud audit activities, corporate
contributions to ensure compliance with corporate giving policy, information technology systems or any
other tasks as requested by the board. Additionally oversight of internal auditing policy, scope of internal
and external auditing plans and reports, assessing the competence of the auditing personnel and organizing
training for them including determination of special assignments are part of the monitoring function of the
committee.

ð· The Reporting Function: The audit committee report directly to the board. The report is critically
important to the board because it communicates to the board financial, accounting and auditing matters and
also contains an independent objective appraisal of the audit functions. The report is substantiated by a
summary of findings and recommendations with appropriate figures and narrative remarks. Primarily the
report is focused on matters such as, financial accounting policies and related industry accounting practices
like depreciation methods, inventory pricing; report of independent auditors and internal auditors on system
of internal control, report of legal counsel with respect to significant commitments, contingencies and
governmental compliance or any report of special investigation concerning the review of corporations
financial affairs. The report is titled as …the Audit Committee Report€, properly dated and addressed to the
board of directors. Report contains a statement of scope of committees review, including specific
information related to organization financial reporting requirements, annual reports and proxy materials,
system of internal control and scope of audit, coordination between internal and external auditors,
management justification for adopting specific accounting principles and entity€s compliance with applicable
laws and regulations and it is necessarily signed and the signing members of the committee are held
responsible for the facts stated in the report.

Audit Committee of a Public Sector Undertaking

Public sector undertakings which are listed government companies have to confirm to the
provisions of the Companies Act, 1956 and Clause 49 of the Listing agreement. In addition, Department
of Public Enterprise (DPE) has issued the guidelines on Corporate Governance (2007) for Central Public
Sector Undertakings. The Audit committee should comprised of three or more members of the board, at
least two-third being independent and the independence criteria of the members being determined by
applicable listing rules or legal requirement of relevant stock exchanges. It is desirable that all members
of the committee have a working familiarity with basic finance and accounting practices and at least one
member of the committee is required to be an …audit committee financial expert€.

Role of Audit Committee

The role of Audit committee should include the following:

ð· Oversight of the Company€s financial reporting process and the disclosure of its financial information
to ensure that the financial statement is correct, sufficient and credible.

ð· Recommending to the board the fixation of audit fees.
ð· Approval of payment to statutory auditors for any other services rendered by the statutory auditors.
ð· Reviewing, with the management, the annual financial statements before submission to the Board of

approval.
ð· Reviewing, with the management, the quarterly financial statements before submission to the Board

of approval.
ð· Reviewing the adequacy of internal audit function, if any, including the structure of the internal audit

department, staffing and seniority of the official heading the department, reporting structure coverage
and frequency of internal audit.
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ð· Discussion with internal auditors and/or auditors any significant findings and follows up there on.
ð· Reviewing the findings of any internal investigations by the internal auditors/auditors/agencies into

matters where there is suspected fraud or irregularity or failure of internal control systems of a
material nature and reporting the matter to the board.

ð· Discussion with statutory auditors before the audit commences, about the nature and scope of audit
as well as post-audit discussion to ascertain any area of concern.

ð· To look into the reasons for substantial defaults in the payments to the depositors, debenture holders,
shareholders and creditors.

ð· To review the functioning of the whistleblower mechanism.
ð· Carrying out any other function as is mentioned in the terms of reference of the Audit Committee.
ð· To review the follow-up action on the audit observations of the C & AG audit.
ð· To review the follow-up action taken on the recommendations of Committee on Public Undertaking

(COPU) of the Parliament.
The Role of the Comptroller and Auditor General of India (CAG)
ð· Public Enterprises are subject to Two Audits

ð§ First, commercial audit is conducted by Chartered Accountant as per the Companies Act 1956
and second a supplementary audit by the Comptroller and Auditor General of India (CAG).

ð§ Public enterprises are financed out of public funds, CAG checks the regularity of commercial
audit and also performs propriety audit. CAG carries out a periodical performance audit
through the medium of audit board. With the introduction of Audit Committee the relevance of
CAG has been reduced. The audit by CAG has become a burden on the company.

ð· Recommendation of Irani Panel

The Irani panel had said the CAG€s auditing of PSUs was superfluous. It said statutory audits by
chartered accountants would suffice. The CAG should not duplicate efforts of the audit committee. The
CAG should not waste resources in reviewing the work of Statutory Auditors. Moreover, with the review
of the accounting policy and audit comments by the audit committee the audit quality is likely to improve.
However, government decided not to pursue the Irani committee recommendation of dispensing with
CAG audit amidst opposition from Parliament. At the same time, CAG audits are also reckoned to be
qualitative in nature and a reliable source of information for the parliament about the functioning of the
PSUs. Audit by the CAG helps expose fraud, siphoning of funds, mismanagement and violation of law
the companies. The CAG should focus on the comprehensive review of PSUs. The comprehensive
review should be more a …management audit€ than an …operation audit€.

Disclosures of Audit Committee

The disclosures in relation to the functioning of the audit committee is two dimensional; the first
one relates to the disclosures made by the organization about the audit committee and the other is in the
form of reports of the audit committees. The following table presents the disclosing authority and the
types of disclosures made by the respective authorities.

Table 2 : Disclosures Made by the Company in Relation to Audit committee
General Disclosures made by th e Company€s Board of

Directors
Specific Disclosures made by the

Audit Committee
Written Charter of Audit Committee adopted by the Company Report on Review and Audit of Financial Statements
Presence of Financial Expert in Audit Committee Report on Review of Auditing Standards and

Adoption of Specific Provisions
…Independence€ of Audit Committee Members Report on Statutory Auditor€s Independence
Presence of Professional Experts on Audit Committee Recommendations by the Audit committee to the

Board of Directors
Management Assessment of Internal Control Review of Periodic Disclosures
Code of Ethics for Senior Financial Officers Report of Legal Compliance
Real Time Issuer Disclosures Rotation of Audit Partners
Report of Audit Committee in Proxy Statements Statutory Auditors Report
Off Balance Sheet Disclosure of Material Facts Report of Special Investigation
Disclosures of Transactions Involving Management and
Principal Stockholders

Report of Communications with Internal Audit
Department and External Auditors

Source: Recommendations of Blue Ribbon Committee, Sarbanes-Oxley Act and Clause 49 of Listing Agreement.
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Role in Corporate Governance
The audit committee assists the board in oversight over accounting, auditing, & financial reporting.

Its role can be strengthened in the following ways:
ð· The Internal Auditors should be required to report to the committee in the defined manner within

the prescribed limits.
ð· The work of checking financial disclosures and oversight over internal audit should be properly

divided among the committee€s members.
ð· Regular training needs to be provided to members of the committee so to update their

knowledge and skills in finance, information technology and other relevant areas.
Scope for Improvements of Audit Committee

The concept of audit committee is one of the turning stones in the area of good corporate
governance. The implementations of the mandatory regulations of the committee ensures conformity with
ethical business practice, protection of shareholder€s interest and increased transparency reducing the
chances of corporate frauds and failures. The audit committee in its formative shape is embedded with
several limitations which obstructed in the professional functioning of the committee.1 Some of these
restrictions are discussed below:
ð· It is mandated that disclosure about the composition of audit committee composition need to be

provided in the annual report, but the act failed to stipulate which part of annual report should
contain the said disclosure, whether it was to be included in the directors report under section
217 of the Companies Act 1956 or any other segment of the report. This provided freedom to
the companies to place the details about the functioning of the audit committee at any part of the
annual report and making it difficult for the time constrained stakeholders to locate the details of
the committee.

ð· It is mandated that in case of non-compliance of the provisions of the audit committee by the
board of directors, the same need to be communicated to the shareholder along with justified
reasons for such act. But nowhere in the act had mentioned the process of communication with
the shareholder regarding non-compliance of the recommendations of the audit committee.

ð· The provisions for the committee were also silent on remedial measures for aspects like if
external or internal auditor failed to attend the meetings of the committee due to various reasons
beyond his control or if the chairman of the committee fails to attend annual general meeting
because of similar reasons.

ð· The success of audit committee depends on the personal qualities and traits of members.2 The
rules for audit committee are also silent on behavioral aspects effects on member selection and
on the provisions for providing orientation and training to members.

ð· Publication of the charter of the audit committee is not compulsory for the companies only they
have to file the corporate compliance report with respective stock exchanges. In such case it
becomes difficult for all stakeholders to know the gamut of responsibilities of the committee and
evaluate their functions.

ð· The selection of members to the committee is vested in the hands of executive directors, and if
they wished they would select only those independent members to the committee who abide by
their vested interests.

ð· Guidelines for financial literacy for member€s qualification as mandated in various codes failed to
define what constituted financial literacy in real terms whether understanding of financial
statements or formal educational degree in related subjects.

ð· The mechanism of complaint submission whether by the employee of the company or by
anyone else with anonymous or pseudonymous name through intranet or internet web forum or
by email regarding a company€s …accounting, internal or accounting controls or auditing matters€
and possible course of action on it while maintaining the confidentiality was yet to be
accomplished.3

1 Dhar. Satyajit., ƒAudit Committees in Corporate India‚ Certain Issues„, SEBI and Corporate Laws, May 2001.
2 Tuteja. S.K., ƒEmpowering Audit Committee€s in India„, SEBI and Corporate Laws, August 2004.
3 Strasser. Mathias and Edgar Wieppl, ƒSarbanes_Oxley Act Stategies for Implenting Audit committee

Complaints Procedure„, CISA, Vol.5 2006.
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ð· With the wide acceptance of audit committee in various markets, it had been a phenomenon
that on reporting of material weakness there was decline in price of shares as well negative
impact on the careers of the executives responsible. This reality had encouraged an increasing
number of organizations to hire consultants independent of the external auditors to assist
compliance of section 404 of Sarbanes-Oxley Act. Thus, in the name of efficient management of
resources, the cost of managing has increased with the benefits accrued remained static.1

ð· According to the Internal Control Integrated Framework, issued by the Committee of Sponsoring
Organizations (COSO) in 1992, internal controls encompass a set of policies, rules and
procedures enacted by management to provide reasonable assurance that the financial
reporting was reliable, the operations were effective and efficient, and the activities complied
with applicable laws and regulations. Thus, internal control dealt with information processes,
operation processes and compliance processes. Whereas, an effective system of internal
control is needed to be built on the basis of the analysis of enterprise-wide risks by the
management and independent auditors and approved by the audit committee but in the present
form while the audit committee narrowed down the scope of internal control and deliberated to
cover all corporate governance frauds and failures as accounting failures.2

ð· No obligation on the directors to get the audit report printed in the same form as it was provided
by the auditor U/s 227(3)e, audit report along with observations or comments , disqualifications
of directors U/s 274(1)g.

To conclude, audit committee is an evolutionary concept and formative steps regarding various
aspects of the committee are needed in order to have an unbiased, independent and professional audit
committee supportive to the structure of corporate governance in the companies.
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ABSTRACT

In the modern era, where business has crossed the international boundaries and accounting has
international standards, Technical competency has a very crucial role to play. With its inbuilt facilities and
flexibility sky is the limit for cloud computing based accounting. The focus of this research paper is to
explore the level of awareness and adoption of cloud based accounting among the chartered accountants of
Udaipur and in addition, finds the association between awareness of cloud computing technology with age
and gender of the chartered accountants and to increase their awareness level in this regard. For this a
structured questionnaire was send to 200 chartered accountants out of which 140 responded and a related
analysis was done. Chi square test was used to find the association of age and gender with awareness of
cloud based accounting. In the analysis we found that most of them were aware of the concept of cloud
accounting and they used the storage as a service. Few also used software as a service. They were
interested in the service because it gave them location independence i.e. it gave them access to their data
anywhere and anytime. It also saved their cost on hardware and software. It was also found that the young
accounting professionals were more aware of the cloud based accounting technology and there was no
difference in this aspect when we associated the male CAs with the female CAs. It was also found that all of
the 140 respondents were willing to expand their work and use cloud computing services in one or the other
way after understanding the multiple benefits explained through our questionnaire.

KEYWORDS: Cloud Computing, Cloud Based Accounting, Software, Platform & Infrastructure As A Service.

_______________

Introduction
Cloud computing, is now no more a technical jargon. It is now a buzzword, pervasive in diverse

segments of the economy and hence finds its relevance among financial and accounting professionals also.
Change is inevitable and all the economies in the world have witnessed the rapid advances in science and
technology which ultimately has given birth to new business models. Accounting professionals are facing new
challenges due to increasing complexities of business environment and cut-throat competitions on global
platforms and the rising demands of global accounting standards and practices. The medium and small scale
business are further caught in the net due to additional cost of storage, internet bandwidth, specialized IT
staff to configure, install and update accounting software(otiilia dimitriu et al). Digitization of business and
rampant use of internet has and is changing the accounting scenario of all business. In addition cloud
computing has also proliferated in the accounting section of the business. All these advancements are bound
to influence and delineate the future of chartered accountants in India. Following research papers tries to
throw light upon the state of art for the cloud computing paradigm among the qualified and practicing
chartered accountants in the district of Udaipur. The focus of this paper is three fold. First, the level of
awareness and adoption of cloud computing based accounting was explored among the chartered
accountants of Udaipur. Secondly, reasons were identified for the adoption/ non adoption of the technology.

ð* Teaching Consultant, Department of Business Administration, MLSU, Udaipur, India.
ð*ð* Teaching Consultant, Department of Accountancy & Statistics, MLSU, Udaipur, India.
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In the third stage an association between awareness of cloud computing technology and age of the chartered
accountant and the relation between the awareness of the cloud based accounting and gender of the
chartered accountants in the district of Udaipur was found.
Cloud Accounting

In 2008, Buyya et.al. defined cloud computing as €A type of parallel and distributed system
consisting of a collection of interconnected and virtualized computers that are dynamically provisioned
and presented as one or more unified computing resources based on service- level agreements•. Cloud
computing finds its importance and application in various applications of business and so it has its own
worth and application in accounting. Accounting is an integral part of any business model and so the best
cloud accounting model can be tailor made which best matches with the requirements of the business
organization and adds value to both financial aspects and to the business itself. Cloud accounting thus
targets toward reducing the labour of accounting professionals by integrating on line system to the
numerous demands and complex activities. In this paper we have tried to explain the concept of cloud
accounting through some of its functions (otiilia dimitriu et al):
ð· Automatic generation of accounting notes for different transactions and operations.
ð· Automatic review in order to ensure the correlation between financial and management

accounting for the accounts involved.
ð· Preparation of any required periodical statements or synthetic financial reports and

dashboards.
ð· The possibility to use any alternative financial plans for preparation of accounting reports using

different financial reporting standards.
Review of Literature

Ercan, 2010 : Cloud computing is an emerging application platform and aims to share data,
calculations and services among users. The methods to model it with the challenges like user interface,
task distribution and coordination issues are explained and evaluated in their paper.

Mell & Grance, 2011 : Defined cloud computing as a model for enabling convenient, on- demand
network access to share pool of configurable computing resources that can be rapidly provisioned and
released with minimal management effort of service provider interaction. The service model in cloud
computing are classified based on the user requirements, namely (1) Infrastructure as a service (Iaas) where
users have control over the operating system, storage, network and application(2)Platform as a service
(Paas), where the users have the control over the application but not over the infrastructure (3)Software as a
service (Saas), where users only access services from the service providers and no control over the
applications or infrastructure. The types of cloud deployment are also divided into either public cloud (non-
exclusive) and private cloud (exclusive). The applications cover a wide range of areas inclusive of word
processing, social media, project management, email, web development, data storage, accounting, file
hosting and note taking. The advantages of cloud computing include creating economies of scale by waiving
the upfront cost for infrastructures acquisition hence leads for cost saving.

Gupta, Sheetharaman, & Rudolph, 2013 : Presented five factors influencing the cloud usage
by small and medium size enterprises ,whose needs and business requirements are very different from
large enterprises. Ease of use and convenience is the biggest favourable factor followed by security
and privacy and then comes the cost reduction. SMEs do not consider clouds as reliable and at last
SMEs do not want to use clouds for sharing and collaboration and prefer their old convenient methods
for sharing and collaborating their stakeholders,

Walterbusch, Martens, & Teuteberg, 2013 : Found that decision process in cloud computing
are conducted adhoc and lack systematic method. The presented method raises the awareness of
indirect and hidden costs in cloud computing. Their purpose was to present a total cost of ownership
approach for cloud computing services.

Sookhak, Akhunzada, Gani, Khan, & Anuar, 2014 : Proposed effectual remote data auditing
techniques based on algebraic signature properties for cloud storage system and also presented a new data
structure capable of efficiently supporting dynamic data operations like append, insert, modify and delete.
The comparative analysis with the state of the art RDA scheme showed that the proposed scheme was
secure and highly efficient in terms of computations and communication overhead on the auditor and server.

Dimitru & Matei, 2014 : Highlighted different points of views and definitions assigned to the
concept of €cloud accounting• and also the benefits and possible risks determined by the adoption of
these services, particularly in the field of accounting department. They also analyzed the key aspects
that should be considered by any company when deciding to choose the right accounting system.
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Business Standard Published Aug ., 2016: An article ‚India has huge potential for cloud
services: Alibabaƒ .The article said that Alibaba•s (A Chinese IT Giant) entry in India in the cloud
computing paradigm will add to the fierce competition between Amozon and Microsoft in India. The
same newspaper of July, 2014 wrote in an article by Itika Sharma, ‚Cloud Computing: sky is the limit for
IT firmsƒ that as much as 20-25% of large outsourcing deals in India now involve cloud computing.
Research Gap

After an intense study in the related field of cloud computing it was found that no concrete
research work related to cloud based accounting was done in India and particularly in context to
chartered accountant. This research gap motivated us to work on our set of objectives.
Research Methodology
Objective of the Study
ð· To explore the level of awareness and adoption of cloud based accounting among the

qualified chartered accountants of Udaipur District.
ð· To examine the reason for adoption and non adoption of the cloud based accounting.
ð· To increase the awareness among the chartered accountants of Udaipur district regarding

the concept of cloud based accounting.
ð· To find the relation of Age and gender with awareness of cloud based accounting.

Type of Research : Exploratory & Empirical Research the research is exploratory because
the reasons for the adoption and non adoption of cloud based accounting were explored and empirical
because a relation between age, gender and adoption of cloud based accounting was found.

Data Collection Method : Data was collected through mailed Questionnaire Method of
sampling- Convenient Sampling Sample Size -140 Qualified Chartered Accountants of Udaipur district.

Sampling Frame : Qualified chartered accountants of Udaipur district.
Test - Chi Square test was used to find the association between age, gender and adoption of

cloud based accounting.
Hypothesis Framed for the Study
Ho1 : There is no association between age of CA and awareness of cloud based accounting.
Ho2 : There is no association between Gender of CA and awareness of cloud based accounting.
Limitation of the Study

We sent Questionnaire to 200 Chartered accountant of Udaipur district. Questionnaire were
prepared online by using Google Form which is based on cloud computing. Only 140 out of 200
Chartered accountants responded. Research was restricted to Udaipur district only.
Data Analysis and Interpretation

Table 1 : Demographic profile of Respondents
Age Frequency Percent Years of Experience Frequency Percent

Below 25 20 14.30% Less than 5 years 40 28.60%
25-35 Years 100 71.40% 5-10 years 70 50%
Above 35 20 14.30% More than 10 years 30 21.40%

Total 140 100.00% Total 140 100.00%

Gender Frequency Percent
Male 70 50%
Female 70 50%
Total 140 100.00%

Source: Own computation

Interpretation

Around 71.40 % of the respondents were 25-35 years of age. Out of total 140 respondents
50% were male and 50 % were female. Most of them were having 5to 10 years of experience.

Table 2 : Reasons for not Using Cloud based Accounting (n=40)
Frequency Percentage

I have never thought about Using/Not using Cloud Accounting 20 50%
Because I don't know exactly about what I can do with 'Cloud computing' 10 25%
Because when the confidential data is disclosed and published, on internet can
be accessed easier by hackers

20 50%
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fear of increasing cost 20 50%
I am not willing to change 10 25%
Cloud computing is not so popular and I am not sure about its future
that can be success or failure

10 25%

I may be bound by the cloud providers lock in period 0
No access to high speed internet to be able to use cloud
computing

10 25%

Lack of ability to customize 10 25%
Source: Own computation

Interpretation

Out of 140 respondents 40 respondents were not using Cloud based Accounting. These 40
respondents includes the 20 respondents who were not aware of the technology and 20 respondents who
were aware but for certain reasons were currently not availing the use of the available technology of cloud
computing. Of these 40 respondents, 50 % respondents said that. They had never thought of using cloud
computing based accounting or 2) feared that once their confidential data is disclosed and published on
internet it could be accessed easily by the hackers. 25% of these respondents (who are not using cloud
based accounting) said that they were not using it because 1) They were not willing to switch over from
their traditional way 2) They felt that cloud computing was not so popular and so they are not sure about
its future. 3) Some felt that since they didn•t had access to high speed internet to support cloud based
accounting, it was wise not to use it at all. 4) Few others did not support the concept owing to lack of
customization.

Table 3 : Reasons for Using Cloud Based Accounting (n=100)
Frequency Percentage

Instant scalability 30 30%
Location Independent 100 100%
Cost saving on hardware 40 40%
Cost saving on software 40 40%
Cost saving on IT staff 30 30%
Ability to address numerous and complex demands 20 20%
Reduced labour required by the IT staff 0 0
No upfront investment 50 50%
Automation of work 50 50%
Facilitates the generation of accounting reports and documents whenever
they are necessary

40 40%

Source: Own computation

Interpretation

Out of the 140 respondents we found 100 respondents were aware and are using cloud
computing. Of these 100 respondents all of them i.e. 100% of them used cloud based accounting
because of Location Independence which gave the users the ease to access data anywhere and
anytime and the facility to connect to the cloud easily over the internet.50 % of these respondents said
that they used this technical facility because of 1) automation of work like automatic generation of
accounting notes for different transactions and operations and because.2) No upfront investment is
required. Some chartered accountant felt that cloud based accounting helps to reduce cost. Not a single
CA opined on the fact that it helps to reduce labour required by the IT staff.

Table 4 : Types of Cloud Computing Services Used by CA
Frequency Percentage

Infrastructure as a service 70 70%
Platform as a service 0 0%
Software as a service 50 50%

Source: Own computation

Interpretation

Out of the 100 respondents who used cloud based accounting most of them (70%) were using
infrastructure as a service (Iaas). Of these 70 respondents, it was found that all of them were using the
storage service of the service providers. We found that none of them, as expected used platform as a
service. Further it was found that 50 % of the respondents used software as a service.
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Table 5 : Plans for Using Cloud Based Accounting in Future

Frequency percent
Yes 84 60%
No 0 0
May be 56 40%

Total 140 100%

Source: Own Computation

Interpretation

60 % of the respondents said that after going through our questionnaire they would adopt the
cloud based accounting. 40 % said they are not sure of using cloud based accounting in their working. It
was interesting to know that all of them had future plans to use cloud based accounting in future.

Hypothesis Testin g

Hull Hypothesis: There is no association between age of CA and awareness of cloud based accounting.

Table 6 : Association between age of CA and Awareness of Cloud Based Accounting
Age Awareness of

Cloud based accounting
Below 25 25-35 Above 35 Total

Yes 20 90 10 120
No 0 10 10 20

20 100 20 140
Calculated value of Chi square is = 39.65, Table Value at 5 % Level of significance and 2 DOF is 5.99

Source: Own Computation

ð· Decision &Conclusion- Since chi square calculated is greater than table value so we reject null
hypothesis at 5%LOS and hence conclude that there is association between age of CA and
adoption of cloud based accounting.

ð· With observation we can conclude that the young chartered accountants between the age
group25-35 are more open to embrace technology and use cloud accounting to their benefits.

Hull Hypothesis: There is no association between Gender of CA and awareness of cloud based
accounting.

Table 7 : Association be tween Gender of CA and Awareness of Cloud base Accounting

Gender Awareness of Cloud based Accounting Male Female Total

Yes 60 60 120
No 10 10 20
Total 70 70 140

Calculated value of Chi square is = 1.807, Table Value at 5 % Level of significance and 1 DOF is 3.841

Source: Own Computation

ð· Decision &Conclusion- Since chi square calculated is smaller than table value so we accept
null hypothesis at 5%LOS and hence conclude that there is no association between Gender of
CA and adoption of cloud based accounting. This leads us to the fact that both the males and
the females in the business of accounting are equally using the cloud accounting techniques.

Conclusions

The objective of the study was to analyze the level of awareness and importance of cloud
based computing among the chartered accountants of the district of Udaipur. we found it appropriate to
study the awareness and adoption level of the chartered accountants because they are the prime
source of external and even internal advise to various types of organizations with regard to accounting
technology. In this regard, we studied the perception of 140 chartered accountants whom we could
contact through questionnaire and mail. We found that most of them were aware of the basic concept of
cloud computing. A very few number was unaware of the concept. When probed in detail we found that
this small number which was not using or was unaware feared the security of their data if at all they
used the cloud computing. We also found that most of them feared that use of cloud computing will
increase their total cost and so they were not willing to switch over from their traditional method. Few
respondents showed the lack of high speed internet facility as a hindrance in using cloud computing.
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We also realized that respondents fear that since the concept is at a building stage its future is not
certain and so they will enter the arena only when its time proven and tested. The study also revealed
few interesting facts. Of the 100 respondents who were aware and used cloud computing, all of them
used the facility because it provided them location independence they could access their data anytime
from anywhere which also provided them a backup security. Most of them also felt that (unlike those
who did not use this technology) use of this technology helped them to save their cost through
automation of work, reduced investment in hardware and software. They also realized that use of
technology helped them to address numerous tasks and complex demands and this ultimately helped
them to serve their clients better.

In order to study the adoption level among these chartered accountants, we tried to find out the
type of cloud computing facility they availed. It is interesting to note here that all of them used the Iaas
(infrastructure as a service). They all used the storage as a service to enhance their data storage
capacity either to save on internal storage capacity or as a backup facility. Only Fifty percent of them
used the Saas (software as a service). This we understand can be because either they are unaware of
the service or can be because of the standardization of the software package. In our efforts, we also
tried to find the association between the age of the chartered accountants and the use of technology
and also the association between the gender of these professionals and use of cloud based accounting
techniques. In accordance to our expectations we found that the young professionals were keener to
adopt new technology and we were also pleased to find that women in the profession of chartered
accountancy were not on a back footing in adopting cloud computing based accounting. We also found
in our research that all of the 140 respondents were willing to expand their work and use cloud
computing (Ercan, 2010)services in one or the other way after understanding the multiple benefits
explained through our questionnaire.
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ABSTRACT

Life insurance is protection cover for human life and works in same manner as shield with sword
in the field of battle for soldiers, helmet for bike driver. Insurance provides both safety and protection to
individuals and also encourages savings among people. Life insurance companies of India plays a vital
role in the welfare of human well-being by providing insurance to millions of people against life risks such
as uncertain death or accident. The present study was selected with an objective to identify those factors
which influence customers towards selection of insurance company and other factors of decision-making
process. The research is descriptive and analytical in nature, which has used the facts and information
arranged through direct efforts to analyze the subject matter. The main emphasis of this study is to seek
the possibilities of the interest of the people in the field of life insurance services. In this study it was
explored whether the people like the public sector insurance services or private sector insurance services
and the reasons of their different rationales. Primary source is used for obtaining data from policyholders
and a questionnaire is meant for this purpose. The study area is limited to National Capital Region (NCR)
of India and sample size is 120 insured people which were selected through random sampling method.
The data is analyzed through table, charts and other relevant tools. The main finding of the study was
that LIC is undoubtedly market leader in life insurance sector in India and enjoying its place. The study
will helpful for investors/companies operating in the field, researchers, academicians and students to get
an understanding regarding the subject.

KEYWORDS: Life Insurance, Policy Holders, Policies, LIC, Socio-Economic Factors.

_______________

Introduction
The first thing that strikes one€s mind, when thinks of Indian Insurance is that the growth

potential of this sector is tremendous. There has been a steady rise in the penetration of Insurance, over
the last few years. All the same, it still remains at a very low level, when compared with the world
standards. The mercurial growth that the industry has witnessed, especially, in the life domain has largely
remained restricted to certain pockets- mainly urban and semi-urban, although there has been of late.
There has been some progressive growth in rural areas. Globalization access the new market for global
players, especially in case of Indian corporate world where private companies were not allowed in
banking, insurance and other financial services and sectors. The openness provides opportunities not
only to the corporations but also to the consumers. With reference to the opportunity of consumers, there
is some confusion in their mind when they make decisions regarding the use of multinationals services or
products. Still they make decisions, with the influences of large number of factors. In some areas private
players are doing well and have a strong dominance. Only few sectors are there, in India, where public
sector enterprises still holding a dominance. For the Indian Insurance Industry to reach global standards,
it is very essential that people resort to buy Insurance voluntarily, rather than being persuaded to do so.
Poverty has often been quoted as the single largest factor for the poor penetration levels of insurance but
when one really undertakes to analyse the causes more rationally, it does not take a great effort to
realize that there are other equally forceful factors that are responsible for such a phenomenon.
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Insurance has not remained at the top of the agenda for a large section of the Indian population that often
includes even highly literate persons. While one section of the population often treats Insurance as one of
their investment avenues, there are others that dismiss Insurance with disdain, claiming that they are
above the risks that insurance seeks to protect. Life Insurance market in India is growing rapidly after the
entry of the private players. The industry is developing very fast and many more players are eyeing to
enter this sector shortly. In view of expanding insurance sector it will be of interest to do research on
different aspects of insurance business. The insurance sector is still in its infancy and to grow it, the
obstacles and problem are to be highlighted and resolved.
Literature Review

Some of the studies pertaining to the insurance services in insurance industry have been
discussed in subsequent section. Manmilla Rajasekhar,(2008) in their article •Study on customer€s
expectations of Life Insurance Policies and Services€ have found that customers are now identifying
newer dimensions attached to life insurance to match their life cycle needs. He classified customer€s
expectations in two categories i.e. desired service, the level of service the policy taker hopes and
believes to receive and adequate service, the level of services the customer will accept. He assert the
factor influencing desired services expectations that are personal needs , personal service philosophy
and the derived services (services expectations affected by influence groups, such as friends and
relatives). Rajasekhar Mallela, Venkata Madhukar Kanagala & Purnananda Kumar Divakaruni (2007)
assessed that the particular disclosure ‚Insurance is the subject matter of solicitationƒ has little relevance
to non life insurance products, primarily because, customer have no ambiguity about the product being
insurance, and hence no scope for misleading information by solicitors. TS Rama Krishna Rao and
Samuel Babu S (2007) examined that in spite of the aggressive marketing tactics that the private insurer
adopted LIC continues to enjoy strong brand equity. This shows that •trust€ is a factor, which determines a
person€s purchase decision. Despite liberalization, LIC continues to lead the market in terms of market
share and enjoys customer support. When they come to claim settlement, LIC leads the table and is far
ahead of private life insurance companies. They found that Tata AIG, Met Life, Birla Sunlife, and HDFC
are at the top in terms of non-payment or rejection of claims. They conclude that private insurer look keen
to push products and sell the products to people but are indifferent when it comes to claim settlement.
They found that private life insurance companies settled 72.7% of the claims, LIC managed to settle
96.94 of the same. Athma. P and kumar. R (2007) in the research paper titled ‚an explorative study of life
insurance purchase decision making: influence of product and non-product factors". The empirical based
study conducted on 200 sample size comprising of both rural and urban market. The various product and
non-product related factors have been identified and their impact on life insurance purchase decision-
making has been analyzed. Based on the survey analysis; urban market is more influenced with product
based factors like risk coverage, tax benefits, return etc. Whereas rural population is influenced with non-
product related factors such as: credibility of agent, company€s reputation, trust, customer services.
Company goodwill and money back guarantee attracts many people for life insurance.

A number of researches have been done on insurance till now but there is a neglected research
on, why people like LIC of India more than private sector insurance companies, the most eminent purpose
to purchase insurance, factors which influence the buying decisions of the customers and the insurance
plans people like the most. This sector is performing very well. It is providing competitive edge with wider
options to the investors/policyholders. That€s why I have selected this topic. But due to limitation of time it
was not easy to cover some more parameters that€s why I took only selected, in my research.

Objective s of the Study

The objectives of the study are:
ð· To explore Life Insurance Company (public or private), people like the most.
ð· To know the extent to which category plans affects buying decisions of the customers.
ð· To find out the need priority, while people purchase an insurance policy.
ð· To find out the reason for people€s preference in choosing Insurance Company.

Research Methodology

The study covers the life insurance aspect of the insurance sector. The present study is an
exploratory and descriptive type in nature. In order to attain the objectives of the study, primary data has
been collected with the help of questionnaire through direct efforts consist survey of 120 insured people.
The study is also limited to coverage of insured in National Capital Region (NCR) in India. The data is
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analyzed with the help of statistical tools viz. Tabulation and percentage. The standardized questionnaire
was set up by seeking the opinion and discussing the matter with insurance executives and experts.

ð· Research Frame Work
ð§ Universe : National Capital Region (NCR)
ð§ Sampling Unit : Life Insurance Policyholders
ð§ Sampling Method : Random Sampling
ð§ Sample Size : 120

Data Analysis and Interpretati on

ð· Insurance Company People Like the Most

Table 1

Source: Customer Survey

The analysis of above table and chart shows that people like the LIC more than that of the
private sector insurance companies, where 55 percent respondent like LIC and private sector companies
likes by 17.5 percent people. However 27.5 percent people are indifferent towards selection of any type
of insurer since they like both private and public sector companies.

ð· Plans Affects Customer€s Buying Decisions

Table 2
Category of Plans No. of Respondent Percentage

Traditional Plans 57 47.5%
Unit Linked Insurance Plan (ULIP) 33 27.5%
Both the above Plans 30 25.0%

Total 120 100

Source: Customer Survey

Insurer No. of Respondent Percentage
Public Sector (LIC) 66 55.0%
Private Sector 21 17.5%
Both the Sectors 33 27.5%

Total 120 100
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The above table presents that traditional plan affects more (47.5 percent) the buying decisions
of the people than compare to other type of plans. It was found that unit linked insurance plans (ULIP)
also affects (27.5percent) the buying decisions of the customer next to traditional plans. Another
interpretation from the above data is concluded that both the plans affect (25 percent) the buying
decisions of the policyholders with approximately equal proportion to the ULIPs.

ð· Need Priority of Customers

Table 3
Priority Factor No. of Respondent Percentage

Tax Rebate 47 39.2%
Security 35 29.2%
Savings 25 20.8%
Investment 13 10.8%

Total 120 100

Source: Customer Survey

It was found that 39.2 percent people purchase the policy for saving the tax on their income,
29.2 percent people purchase the policy for security of their lives or dependents thereon. Policyholders
give priority to savings 20.8 percent and very less in terms of investment for purchasing insurance policy,
which was 10.8 percent in this case.

ð· Reason to Choose Insurance Company

Table 4
Name of  Factor Private Sector Public Sector (LIC)

Money Security 24% 76%
Services 49% 51%
Brand Name 32% 68%
Government/Private Co. 37% 63%
Claim Settlement 33% 67%
Attractive Name of Product 32% 68%
Long Term Player 35% 65%
Agents Access 42% 58%
Location of Offices 48% 52%
Advertisement 62% 38%
Lower Premium Rate 55% 45%

Source: Customer Survey
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The factors/reasons considered by the people for choosing an insurance company are analyses
as it was found that priority given by maximum people to LIC in case of money security (76%) and
services (51%). The preference given to LIC in case of Brand name and attractive name of the products
was same (68 percent in both the cases) in comparison to the private insurance companies€ i.e. 32
percent in these cases. In other words people select LIC because of its brand name and attractive names
of the products. Policy holders give more consideration to LIC than other private companies because of
its claim settlement procedure and long term player. Another reason to choose LIC is that its offices are
easily approachable. 63 percent choose LIC because of a government company. The product line of LIC
is increasing day by day as compared to other private companies. However people were less attracted by
the advertisements and lower premium rates of LIC but there are other strong factors which motivate the
people to choose LIC.

Limitations of the Study

Sample size of the 120 people is relatively small to make the study very comprehensive.
Moreover the findings of the study are based on the information provided by the respondents of NCR
only. Therefore this may not lead to formulation of a very definite line of action.

Conc lusions

To sum up, it may be said that LIC of India is definitely enjoying a better perception of its
customers than the competing brands in the Indian insurance sector. It has got a good response from
peoples on almost aspects taken by the researcher in his study. On the other hand, private sector
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insurance companies have failed in getting the positive response on the same aspects by the people.
Public sector Company, LIC was like by most of the people of India and was found a market leader in
Indian life insurance industry; private sector insurance companies were still in infancy in front of LIC.

Recommendations

The insurance sector of India is increasing very rapidly. In a free market environment, it is
expected that the most efficient player emerges the most successful. It, however, presuppose that the
market freedom is absolute; and success is measured in its entirety. Looking at the performance of the
public and private sector insurance companies the management of both the sectors should strive for
excellence in every sphere of performance. LIC need to work on some of its performance measurement
parameters like product diversification, customer services and need to work hard for trained its agents,
and focuses on their skill development, professionalism, market knowledge, personality development etc.
It is also required for LIC that to provide attractive advertisement that can easily approachable and make
distinctive in its nature.
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ABSTRACT

Corporate Social Responsibility can be defined as the set of policies, activities, or behavior
undertaken by an organization that goes beyond the traditional economic and legal obligations that the
firm has towards its internal and external stakeholders.€ The society is questioning the existence of
business houses, especially in the wake of the scandals and scams In response to it, the organizations
around the globe are forced to wake up to the need for being committed towards Corporate Social
Responsibility. Over the years this concept of Corporate Social Responsibility has gained unprecedented
momentum in business and public debate and has become a strategic issue crossing the departmental
boundaries, and affecting the way in which a company does business. In this paper, a study has been
conducted in the selected cement companies to find out the CSR for the requisites.

KEYWORDS: External Stakeholders, Corporate Social Responsibility, Human Civilization, Business Policy.

_______________

Introduction

Corporate social Responsibility (CSR) is old as human civilization; it is inbounded in Indian culture
and has its roots in the Indian context. Corporate social responsibility is more than a business policy or a
response to issues raised by society. €Corporate Social Responsibility can be defined as the set of policies,
activities, or behavior undertaken by an organization that goes beyond the traditional economic and legal
obligations that the firm has towards its internal and external stakeholders.• The society is questioning the
existence of business houses, especially in the wake of the scandals and scams In response to it, the
organizations around the globe are forced to wake up to the need for being committed towards Corporate
Social Responsibility. Over the years this concept of Corporate Social Responsibility has gained
unprecedented momentum in business and public debate and has become a strategic issue crossing the
departmental boundaries, and affecting the way in which a company does business. It has become so
important that many organizations have rebranded their core values to include social responsibility.

Conceptual Aspects of Corporate Social Reporting (CSR)

The concept of corporate social responsibility is not new to India though. It has been a tradition in
a number of organizations, particularly family-based firms with a strong community ethos. Historically it
has been a significant influence, impacting on business, government and society relationships. It has
been defined in a number of ways and to a large extent the discussions about 'what it is' have been
confused by the variety of perspectives adopted. The process though acclaimed recently, has been
followed since ancient times albeit informally. Philosophers like Kautilya from India and pre-Christian era
philosophers in the West preached and promoted ethical principles while doing business.

ð* Head, Department of Accounting & Taxation, Faculty of Commerce & Management, The IIS University,
Jaipur, Rajasthan, India.

ð*ð* Lecturer, Department of Economic Administration & Financial Management (EAFM), Faculty of
Commerce, LBS PG College, Jaipur, Rajasthan, India.
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Elements of CSR

Followings are the main elements of CSR:

ð· Reputation: Building trust in a company is a long, uphill battle, but losing it can have dramatic
effects on share prices and customer loyalty.

ð· Retention and Recruitment: Employees want to work for responsible companies that care about
their employees and contribute to society.

ð· Operational Efficiency: CSR can improve the bottom line by using materials efficiently and
minimizing waste.

ð· Increased Sales: Cause-related marketing, ethical and environmentally conscious labels, and
new product innovation can influence the top line.

Review of Literature

Following literature have been used for the present study:

Bhattacharyya & Chaturvedi (2012) , article entitled €CSR looks set to emerge as an
independent stream with measurable output• on India CSR site, stated about the proposed bill of CSR
that how the bill will affect the company‚s policies. The researchers presented their views and said that
due to this bill, company‚s activities will change a lot the companies who has not engaged in CSR
activities till now, will start investing on society. Further, who has already engaged in these areas will get
a strong foundation or bond with the society.

Bansal, Parida, Kumar (2012) , paper entitled €Emerging trends of Corporate Social
Responsibility in India• in KAIM Journal of Management and Research analyzed 30 companies of 11
sectors listed in the Bombay Stock Exchange with the help of their annual reports. Some of these sectors
were Transport Equipment sector, Finance and Metal Mining sector, IT & Power, Capital goods,
Telecom, Housing, FMCG, Oil & Gas and Cipla. The paper considered the nature and areas of society in
which the companies are investing.

Hajihassani (2012), A Comparison of Financial Performance in Cement Sector in Iran. This study
exhibited comparison of financial performance for the period study 2006 to 2009. It can be analyzed
comparison of financial performance of selected cement companies by using various financial ratios and
measures of cement companies working in Iran.

Harshad R. Tandel (2013) analyzed that the Financial Analysis of selected Plastic Manufacturing
Industrial Units of Gujarat for the period 2000-01 to 2009-10. The main objective of this study was to
analysis and evaluate the financial performance of selected companies in particular and the plastic
industry in general with the help of composited such ratios like Profitability, Activity, Liquidity and
solvency. He judge the financial performance with the help of Trend Analysis and Analysis of Variance.

Hartm an (2011), article €Corporate social Responsibility in the food sector in European review of
agriculture economics journal, analyzed the importance of CSR in food sector, particularly those
companies which have high brand. CSR is an important part of these companies. But SME‚s are less
capable in discharging their obligation towards society.

William & S. Seigal (2010) provided the importance of CSR as a strategy of enhancing reputation
of companies. The study indicated that firms selling convincing goods which comes under the umbrella of
CSR activities, leads to consumer loyalty and increased revenue.

Research Gap

CSR activities play an important role in cement sector. It is actually a social service for the rural
area of cement industry. The scope of CSR is vary vast in each of the sector, and hence, it is compulsory
for On the basis of the above literature it can be concluded that no study has been conducted on the
CSR activities in cement industry in India. Therefore, the topic has been selected for the research on
cement industry specifically on the selected cement companies in India.

Objectives of the Study

The objectives of the study are as follows:

ð· To find out the CSR activities of companies under study.
ð· To evaluate the CSR practices adopted by the companies under study.
ð· To examine the segment-wise fulfillment of corporate social responsibility.
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Hypothesis of the Study

Following are the main hypothesis of the study:

H01 : There is no proper CSR in the selected companies.

H02 : There is no significant difference among the factors affecting CSR in the selected companies.
H03 : There is no significant difference in the CSR practices of cement companies under study.
H04 : There is no significant difference between the impact of Income Level and adoption of CSR

practices of cement companies under study.
H05 : There is no significant difference between the impact of Experience and adoption of CSR

practices of cement companies under study.

Scope of the Study

The primary purpose of the present study has been to obtain a deep insight into and full familiarity
with the financial position companies of Cements sectors in India. This study is an attempt to bring into
focus the role and contribution of the selected Cement sector companies in India to investors and to
society, looking to the significance of the selected cement sector companies in context of the Indian
Economy. Keeping this in view, the proposed study seeks to cover the following selected cement sector
companies in India:

ð· Ambuja Cement Limited
ð· J. K. Laxmi Cement Limited
ð· Shri Cement Limited
ð· Ultratech Cement Limited
ð· The India Cement Limited
Universe of the Study

The arrangement of the sample and its method for the study has been designed on the basis of
the surroundings of the study:

Target Universe : Employees of the Selected Cement companies in India
Sampling Method : Random Sampling Method
Sample Size : 500 respondents (100 from each cement company)
Area of Survey : Rajasthan.

Sample Design

The study was conducted on the employees of selected cement companies in India from the
Rajasthan. For this purpose, employees were selected from 18 years to 60 years on the basis of
availability and their convenience.

Data Collection

ð· Primary data has been collected through a well structures questionnaire.
ð· Second ary data has been collected from the published reports, manuals, journals, books,

magazines and websites of the selected cement companies. The process of data analysis has
been made using IBM SPSS 20 (Statistical software‚s).

Tools for Data Analysis

The collected data has been analysed using several statistical tools to find out the results of the
research. There are various tools of analysis of data for research. In the present study, rank analysis,
statistical averages and percentage analysis has been used. The diagrammatic presentation has also
been used to make effective presentation of the results of the study. Some tests have also been used to
verify the collected data for the present research such as Chi-square test and F-test.

Variables

ð· Dependent Variable : CSR activities
ð· Independent Variable : Awareness, Usefulness, Satisfaction
Data Analysis and Interpretation

The collected data has been analyzed in tabular manner and inferences has been drawn with the
help of SPSS as follows:
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Reliability Test
To test the reliability of the data collected through questionnaire from the respondents, Cronbach‚s

Alpha is calculated. The value of reliability statistics is shown in the following table:
Table 1 : Reliability Test

Reliability Statistics
Cronbach's Alpha a N of Items

0.85 37
Interpretation

It is clear from the above table that Cronbach‚s Alpha is 0.85, which shows a high level of internal
consistency for the selected scale with this specific sample in this research. Thus, it can be concluded
that the data collected from the selected rural respondents of the cement companies has been reliable.
Hypothesis Testing

Following is the main hypothesis of the study:
H0 : There is no significant difference in the CSR practices of cement companies under study.
H1 : There is a significant difference in the CSR practices of cement companies under study.

Table 2 : Chi -square (Goodness of Fit) Testing and Interpretations
Chi -Square d.f. Asymp. Sig. Decision

Gender 80.656 b 1 0.000 Rejected
Age 88.848 a 3 0.000 Rejected
Designation 20.656 a 3 0.000 Rejected
Qualification 112.464 a 3 0.000 Rejected
Income 276.656 a 3 0.000 Rejected
Experience 112.784 a 3 0.000 Rejected
Good activity 52.320 c 4 0.000 Rejected
Benefit to staff 65.480 c 4 0.000 Rejected
Increase lifestyle 41.280 c 4 0.000 Rejected
Safety to staff 82.720 c 4 0.000 Rejected
Increase performance 43.400 c 4 0.000 Rejected
Essential step 48.000 c 4 0.000 Rejected
Medical facility 76.560 c 4 0.000 Rejected
Benefit to family 60.440 c 4 0.000 Rejected
Common factors 57.320 c 4 0.000 Rejected
Set standards 34.360 c 4 0.000 Rejected
Applied to all 53.680 c 4 0.000 Rejected
Fair CSR policy 54.920 c 4 0.000 Rejected
Non monetary benefits 53.680 c 4 0.000 Rejected
Designed for improvement 56.040 c 4 0.000 Rejected
Cause of stress 52.440 c 4 0.000 Rejected
Positive impact 40.200 c 4 0.000 Rejected
Constructive criticisms 36.640 c 4 0.000 Rejected
Barriers of promotions 38.800 c 4 0.000 Rejected
Creating diversity 35.480 c 4 0.000 Rejected
Identifying best employees 38.800 c 4 0.000 Rejected
Change behaviour 41.400 c 4 0.000 Rejected
Development conflict 31.280 c 4 0.000 Rejected
Motivation and job satisfaction 41.400 c 4 0.000 Rejected
Employees performance 32.320 c 4 0.000 Rejected
Healthy competition 36.120 c 4 0.000 Rejected
Employees development 43.880 c 4 0.000 Rejected
Training programme 44.400 c 4 0.000 Rejected
External reviewers 45.240 c 4 0.000 Rejected
Government plans and policy 44.400 c 4 0.000 Rejected
Monthly basis 45.240 c 4 0.000 Rejected

Interpretation

It is clear from the above table that the null hypothesis is rejected as the assumed significance
value (P value) is less than 0.05(@ 5% level of significance) i.e., 0.0000 which indicate that there is a
significant difference between the adoption of CSR activities  and selected variables of the rural area:
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H0 : There is no significant difference between the impact of Income Level and adoption of CSR
practices of cement companies under study.

H1 : There is a significant difference between the impact of Income Level and adoption of CSR
practices of cement companies under study.

Table 3 : Chi - square for Independence Testing and Cross Tabulation of the Impact of Income
Level and Adoption of CSR Practices

Variables Value d. f. Asymp. Sig. (2-sided) Decisions
Good Activity 17.08 12 0.147 Accepted
Benefits to Staff 12.03 12 0.443 Accepted
Increased Lifestyle 16.93 12 0.152 Accepted
Safety to staff 14.03 12 0.298 Accepted
Increase Performance 17.56 12 0.130 Accepted
Essential step 9.103 12 0.694 Accepted
Medical facility 6.404 12 0.894 Accepted
Benefit to family 8.90 12 0.711 Accepted
Common factors 9.54 12 0.656 Accepted
Set standards 10.40 12 0.580 Accepted
Applied to all 5.45 12 0.911 Accepted
Fair CSR policy 8.08 12 0.778 Accepted
Non-monetary benefits 5.42 12 0.941 Accepted
Designed for improvement 9.07 12 0.696 Accepted
Cause of stress 4.77 12 0.965 Accepted
Positive impact 7.77 12 0.804 Accepted
Constructive criticisms 6.78 12 0.871 Accepted
Barriers of promotion 10.95 12 0.534 Accepted
Creating diversity 8.79 12 0.727 Accepted
Identifying best employee 10.94 12 0.534 Accepted
Change Behaviour 10.01 12 0.615 Accepted
Conflict Development 16.40 12 0.173 Accepted
Motivation and job satisfaction 10.01 12 0.615 Accepted
Employees Performance 18.140 12 0.111 Accepted
Healthy competition 19.17 12 0.085 Accepted
Employees development 9.43 12 0.666 Accepted
Training programme 11.99 12 0.446 Accepted
External Reviewers 11.83 12 0.459 Accepted
Government Plans and Policy 11.99 12 0.446 Accepted
Monthly basis 11.83 12 0.459 Accepted

Interpretation

It is clear from the above table that the null hypothesis is accepted as the assumed significance
value (P-value)  of all the variables is more than 0.05(@ 5% level of significance) which indicate that
there is no significant association between the adoption of CSR activities  and impact of income level
during the period of study.

H0 : There is no significant difference between the impact of Experience and adoption of CSR
practices of cement companies under study.

H1 : There is a significant difference between the impact of Experience and adoption of CSR
practices of cement companies under study.

Table 4 : Chi - square for Independence Testing and Cross Tabulation of t he Impact of Experience
and Adoption of CSR Practices

Variables Value d. f. Asymp. Sig. (2-sided) Decisions
Good Activity 14.63 12 0.262 Accepted
Benefits to Staff 22.26 12 0.035 Rejected
Increased Lifestyle 17.71 12 0.125 Accepted
Safety to staff 17.73 12 0.256 Accepted
Increase Performance 14.84 12 0.250 Accepted
Essential step 12.17 12 0.432 Accepted
Medical facility 11.34 12 0.499 Accepted
Benefit to family 11.61 12 0.477 Accepted




























































































