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CA FINAL - PAPER 5 - STRATEGIC COST MANAGEMENT AND PERFORMANCE  EVALUATION
“Corporate social responsibility is a hard-edged business decision. Not because it is a nice thing 

to do or because people are forcing us to do it... because it is good for our business.”
–  Niall FitzGerald, Former CEO, Unilever

Financial measures have long been the benchmark for evaluating a business, market and industry performance. In modern 
businesses, it is no longer sufficient to only consider shareholders in strategic decisions and reporting. More recent 
expectations need a wider methodology where accounting information involves data to all relevant stakeholders. To adopt this 
methodology, accountants should identify their stakeholders and their expectations and adapt their practices accordingly. 
‘Sustainability accounting and reporting practices’ identify and interlink the social, environmental and economic costs and 
benefits of a business’s strategies and actions and inlays them into future strategic decision making.
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*�is portion of the article aims to provide an understanding of the framework – Integrated Reporting (as 
presented by the International Integrated Reporting Council (IIRC)) and Sustainability Reporting as presented 
by the Global Reporting Initiative (GRI). Since these frameworks are good indicator of the performance of an 
organisation, it is good to have at least basic understanding of the concepts involved. �ese topics are for the 
“Knowledge Update” of the Students and not for examination purpose. 
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long run. When these resources run out, organisations may have to 
close down unless they take corrective action now. So, there is an 
important realisation that “Sustainability” of the environment is 
critical for “sustainability” of organisation. An organisation should 
try to reduce its “ecological footprint” for example minimise 
“carbon footprint” generated by its activities. It should avoid 
wastage of natural resources in business operations. Develop CSR 
activities that can nurture the natural resource, like use renewable 
energy, recycling waste, rehabilitation of mines from which mining 
activities are done, rehabilitation of wildlife, fisheries etc.

•	 Societal impact: Business operations impact the lives of the 
employees that work with them as well as the society in large. 
Organisations have to be socially responsible. Exploitation of 
workforce through long work hours, low wages, child labour 
etc. are examples of unethical business practices that should 
cease. If businesses can impact the community it influences 
through corporate social responsibility programs, it will improve 
the quality of life for such communities. CSR programs help in 
building healthier communities, this nurtures talent. 

•	 Economic impact: For profit organisations have their main 
objective to deliver financial returns to their investors. While 
profit is important, it is crucial for organisations to ensure that 
profit objective does not negatively impact the environment or 
society. �e investing community has become more sensitive to 
these issues and wants transparency about how the organisation 
creates “value”. 

To address this change in investor mindset, a number of initiatives to 
develop useful, transparent corporate reporting was undertaken that 
has culminated in development of few Frameworks that organisations 
can use to report about their activities in relation to sustainability 
and value creation. Organisations can choose to present their 
information using any of the following frameworks:
1. Triple Bottom Line (TBL report). As explained earlier, traditional 

accounting systems had a restricted view limited to the financial 
performance of the organisation. �is concept expands this view 
to include the impact of business on environment and society as 
well. �e 3Ps draws the organisation’s attention to not just “Profit” 
motive but also to nurturing “Planet” and “People” towards a 
sustainable future.

2. Global Reporting Initiative report (GRI report) as per the 
GRI Guidelines issued by an independent institute called GRI 
whose mission is to develop and disseminate globally acceptable 
sustainability reporting guidelines.

3. Integrated Report <IR> as per the Integrated Reporting 
Framework laid out by the International Integrated Reporting 
Council (IIRC). It provides the providers of ‘capital’ with a holistic 
view of the organisation’s value creation process.

Triple Bottom Line Reporting 
British business author John Brett Elkington in year 1994 coined the 
term TBL. But the origin of concept actually lies in Brundtland report 
by World Commission on Environment and Development, (now 
known as Brundtland Commission) published in year 1987, in which 
Sustainable Development is explained as is “development that meets 
the needs of the present without compromising the ability of future 
generations to meet their own needs”. It is also important here to note 
that United Nations Conference on Environment and Development 
taken place in year 1992, gave stress on sustainable development.

As mentioned earlier every business needs to be sustainable 
rather only profitable. 
But what comes to mind is: 
 When can a business be called sustainable? 
 �e obvious answer is when management makes sustainable 

business decisions. 
Hence, the real question is:
 When does a business decision become sustainable? How 

does one measure the performance of business decisions in 
terms of sustainability?

Answer lies in TBL i.e. Triple Bottom Line.

Framework for external reporting on 
sustainability and value creation
•	 Triple	Bottom	Line	(sustainability)
•	 GRI	(sustainability)
•	 Integrated	 Reporting	 Framework	

(sustainability through value 
creation)

Performance Reports

Frameworks for Reporting to External  
Stakeholders about Sustainability and 
Value Creation: Global Trends  

Background
Corporate Reporting is the platform used by organisations to 
provide information to its users about its business. Corporate 
Reporting is a useful tool to connect with stakeholders, external to 
the organisation because: 
•	 Presentation	 of	 their	 business	 performance,	 in	 particular	 their	

financial performance, enables them to get access to equity, debt 
or other types of financing. 

•	 By	showcasing	their	performance,	capabilities	and	strategy,	these	
reports can assist organisations to negotiate with customers and 
suppliers. 

•	 Showcasing	their	strong	performance	would	assist	them	to	recruit	
talented employees and retain them. Talented employees in turn 
are an asset that every company should nurture for future growth.

�erefore, corporate reporting is an important exercise that goes 
beyond reporting past performance. Instead, it is a very important 
tool to present the organisation’s business and its future prospects. 
A widely read corporate report would be the annual report released 
each year by organisations. It has a plethora of vital information 
that is useful to assess an organisation’s performance. Information 
contained here is largely focussed on financial performance, 
current year and of past years. At the same time, it also focusses on 
management narratives and non-financial issues.
Good quality corporate reporting helps an organisation 
demonstrate to its stakeholders its operational capabilities, take 
advantage of opportunities and its ability to manage risks due to 
changes in the business environment. To enable this understanding, 
the report should contain information that is concise, relevant 
and transparent. Importantly, the user must be able to connect 
information spread over many pages/ reports to get a complete 
understanding of the business model. 
Many frameworks govern corporate reporting. Examples are Indian 
Accounting Standards (Ind AS), International Financial Reporting 
Standards (IFRS), disclosures under Companies Act 2013, SEBI 
Guidelines and Disclosures etc. All of them aim at full, accurate and 
timely disclosures of financial and relevant non-financial information.
In the recent past users of the corporate reports, felt that information, 
while available in sufficient detail, was scattered within different 
reports or sections of the annual report. It has been difficult to piece 
together relevant information to get complete information about the 
business. 
In the recent past, human race has taken quantum leaps due to 
globalisation and changes in technology impacting daily life. �ere is 
also a highlighted concern about climate change and its impact. �is 
has led to the following realisations:
•	 Environmental impact: Businesses utilise natural resources as 

inputs, convert them into outputs to make profits out this activity. 
So, businesses deplete natural resources to earn profits. Natural 
resources are limited in supply since nature cannot replenish 
the deleted resource at the same rate. For example, the resource 
that gets deplete faster than its replenishment rate is fossil fuel. 
Likewise, there are many other resources that get utilised without 
the sources being allowed renew itself. It might lead to scenarios 
where these resources may not be available to future generations. 
It could also affect the ability of the businesses to sustain in the 

© The Institute of Chartered Accountants of India



SCMPE  

 08   February 2021  The Chartered Accountant Student

To measure the performance of business decisions in economic 
terms we consider only one bottom line i.e. profit, but to consider 
sustainability of business decisions, there are three bottom lines i.e. 
People, Planet and Profit (also known as dimensions of TBL). 

TBL truly extends the scope of traditional accountancy, and 
transforms it into modern day sustainability reporting (which 
is beyond financial reporting because it considers social and 
environmental performance too). Some organisations even have 
separate business sustainability reporting system and they apply the 
standard of sustainability reporting pronounced by Global Reporting 
Initiative, which is the independent, international organisation that 
helps businesses and other organisations take responsibility for their 
impacts, by providing them with the global common framework 
(standards) to report those impacts.

Dimension (sets) of TBL 
•	 Planet – the environmental bottom line measures the impact on 

resources, such as air, water, ground and emissions to determine the 
environment impact and ecological footprints.

•	 People – the social equity bottom line relates to corporate 
governance, motivation, incentives, health and safety, human 
capital development, human rights and ethical behaviour. 

•	 Profit – the economic bottom line refers to measures maintaining 
or improving the company’s success in term of adding value to 
shareholders.

A sustainable decision is one which is acceptable from the aspect 
of each bottom line.
TBL believes in a stakeholder approach rather than a shareholder 
approach. TBL implies that businesses must consider the full  
cost, hence becoming a substitute to full cost accounting with even 
wider perspectives.
TBL can be used to encourage each division and manager within the 
organisation to act in a responsible manner from holistic perspective.

Global Reporting Initiative (GRI)
Global Reporting Initiative (GRI) is an independent organisation 
that is working at promoting the use of globally applicable reporting 
standards. �ey are promoting the GRI Standards that promote 
transparency and accountability on sustainable development by 
reporting on economic, environmental and social issues. �ey 
have a range of partners who believe in their vision that include 
governments and various donor foundations.

Need for “Global Reporting Initiative”
�e Framework has been developed to encourage organisations 
across the world to report on how their business activities are 
impacting “Economic, Environmental and Social” sustainability. �e 
need for standardised reporting globally is that users can compare 
reports of different organisations to identify the ones that are more 
sustainable to these three aspects – economy, environment and social. 
Sustainability is important to leave behind a conducive environment 
and healthy society for our future generations.

Global Reporting Standards
A Sustainability Report prepared as per GRI Framework is used by 
organisations to report their impact on the economy, environment 
and society. Impact includes both positive and negative matters. 
Users can then be better informed about the risks and opportunities 
that the organisation faces. 
�e degree to which the GRI Standards have been applied gives an 
organisation the choice to prepare the report as per:
i) Core Option : indicates that the report has minimum information 

needed to understand the organisation, material topics and 
related impacts and how they are managed.

 or 
(ii) Comprehensive Option: In addition to information that comes 

under the “core option”, it has additional disclosures regarding  an 
organisation’s strategy, ethics and integrity. �e report should have 
extensive discussion about the material topics and related impacts.

�e report has to clearly state that it is “in accordance” with Core 
Option or Comprehensive Option.
�us, Core Option has less details than Comprehensive Option.
Organisations can also prepare “GRI referenced” report when 
it wants to report on specific economic, environmental or social 
impact as per selected standards but is not looking to provide a full 
report as per the GRI Standards. Include specific reference to which 
standard or section has been used.
An overview of the GRI Standards are:

Universal Standards
3 Universal Standards are applicable to all organisations.
(1) GRI 101 – Foundation, starting point for using GRI Standards. 

It contains the Reporting Principles that define the report 
content and quality. 

 Reporting Principles for ‘Report Content’ include: Stakeholder 
Inclusiveness, Sustainability Context, Materiality and 
Completeness.

 Reporting Principles for ‘Report Quality’ include: Accuracy, 
Balance (positive and negative impacts), Clarity, Comparability, 
Reliability and Timeliness.

 GRI 101 is used to identify material matters related to the 
economy, environment and society. �e organisation will then 
use the topic specific standards to report on them.

(2) GRI 102 – General Disclosures, to report contextual 
information about an organisation. Information related to”

 (a)  organisation’s profile, 
 (b)  strategy, 
 (c)  ethics and integrity, 
 (d)  governance, 
 (e)  reporting process, and
 (f )  stakeholder engagement process are reported here.
(3) GRI 103 – Management Approach, to report management’s 

approach to material matters. It discusses why a matter is 
material, where is the impact and how is the organisation 
managing the impact. Management Approach will include the 
policies, goals, responsibilities, resources, grievance methods, 
specific actions related to the material topic.

Topic Specific Standards
Circumstances unique to each organisation’s business operations will 
determine what to report under the Topic Specific Standards.
Below is a summary of the discussions that happen under each 
category covered under the Topic Specific Standards. 
Under each of the sub-topics under the economic, environmental 
and social categories, the report should include discussion about 
management’s approach disclosures, topic specific disclosures or both.
�is list is only for the student’s reference to help them understand 
the content of the report better.

�e below standards will apply to all reports published on or after  
July 1, 2018 except GRI 207, GRI 303 and GRI 403 w.e.f. Jan 2021 
and GRI 306 w.e.f. Jan 2022.
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(A) GRI 200 – Economic
201: 
Economic 
Performance

•	 Direct	economic	value	generated	and	distributed
•	 Financial	 implications	 and	 other	 risks	 and	 opportunities	

due to climate change
•	 Defined	benefit	plan	obligations	and	other	retirement	plans
•	 Financial	assistance	received	from	the	government.

202: Market 
Presence

•	 Ratios	of	standard	entry	level	wage	by	gender	compared	to	
local minimum wage

•	 Proportion	 of	 senior	 management	 hired	 from	 the	 local	
community

203: Indirect 
Economic 
Impacts

•	 Infrastructure	investments	and	services	supported
•	 Significant	indirect	economic	impacts

204: Procure-
ment Practices

•	 Proportion	of	spending	on	local	suppliers

205: Anti-
corruption

•	 Operations	assessed	for	risks	related	to	corruption
•	 Communication	 and	 training	 about	 anti-corruption	

policies and procedures
•	 Confirmed	incidents	of	corruption	and	actions	taken

206: Anti-
competitive 
behaviour

•	 Legal	 actions	 for	 anti-competitive	 behaviour,	 anti-trust,	
and monopoly practices

207: Tax •	 Approach	to	tax
•	 Tax	governance,	control,	and	risk	management
•	 Stakeholder	 engagement	 and	 management	 of	 concerns	

related to tax
•	 Country-by-country	reporting

(B) GRI 300 – Environmental
301: Material •	 Materials	used	by	weight	or	volume

•	 Recycled	input	materials	used
•	 Reclaimed	products	and	their	packaging	materials

302: Energy •	 Energy	consumption	within	the	organisation
•	 Energy	consumption	outside	of	the	organisation
•	 Energy	intensity
•	 Reduction	of	energy	consumption
•	 Reductions in energy requirements of products and services

303: Water 
and Effluents

•	 Interactions	with	water	as	a	shared	resource
•	 Management	of	water	discharge	related	impacts
•	 Water	withdrawal
•	 Water	discharge
•	 Water	consumption

304: Bio-
diversity

•	 Operational	sites	owned,	leased,	managed	in,	or	adjacent	
to, protected areas and areas of high biodiversity value 
outside protected areas

•	 Significant	impacts	of	activities,	products,	and	services	on	
biodiversity

•	 Habitats	protected	or	restored
•	 IUCN	 Red	 List	 species	 and	 national	 conservation	 list	

species with habitats in areas affected by operations
305: 
Emissions

•	 Direct	(Scope	1)	GHG	emissions
•	 Energy	indirect	(Scope	2)	GHG	emissions
•	 Other	indirect	(Scope	3)	GHG	emissions
•	 GHG	emissions	intensity
•	 Reduction	of	GHG	emissions
•	 Emissions	of	ozone-depleting	substances	(ODS)
•	 Nitrogen	 oxides	 (NOX),	 sulfur	 oxides	 (SOX),	 and	 other	

significant air emissions
306: Waste •	 Waste	generation	and	significant	waste	related	impacts

•	 Management	of	significant	waste	related	impacts
•	 Waste	generated
•	 Waste	diverted	from	disposal
•	 Waste	directed	to	disposal

307: 
Environment 
Compliance

•	 Non-compliance	with	environmental	laws	and	regulations

308: Supplier 
Environmental 
Assessment

•	 New	 suppliers	 that	 were	 screened	 using	 environmental	
criteria

•	 Negative	environmental	impacts	in	the	supply	chain	and	
actions taken

(C) GRI 400 – Social
401: 
Employment

•	 New	employee	hires	and	employee	turnover
•	 Benefits	 provided	 to	 full-time	 employees	 that	 are	 not	

provided to temporary or part-time employees
•	 Parental	leave

402: Labor / 
Management 
Relations

•	 Minimum	notice	periods	regarding	operational	changes

403: 
Occupational 
Health and 
Safety

•	 Occupational	health	and	safety	management	system
•	 Hazard	 identification,	 risk	 assessment,	 and	 incident	

investigation
•	 Occupational	health	services
•	 Worker	 participation,	 consultation,	 and	 communication	

on occupational health and safety
•	 Worker	training	on	occupational	health	and	safety
•	 Promotion	of	worker	health
•	 Prevention	 and	 mitigation	 of	 occupational	 health	 and	

safety impacts directly linked by business relationships
•	 Workers	 covered	 by	 an	 occupational	 health	 and	 safety	

management system
•	 Work-related	injuries
•	 Work-related	ill	health

404: 
Training and 
Education

•	 Average	hours	of	training	per	year	per	employee
•	 Programs	 for	 upgrading	 employee	 skills	 and	 transition	

assistance programs
•	 Percentage	 of	 employees	 receiving	 regular	 performance	

and career development reviews
405: 
Diversity 
and Equal 
Opportunity

•	 Diversity	of	governance	bodies	and	employees
•	 Ratio	of	basic	salary	and	remuneration	of	women	to	men

406: Non-
Discrimination

•	 Incidents	of	discrimination	and	corrective	actions	taken

407: 
Freedom of 
Association 
and 
Collective 
Bargaining

•	 Operations	and	suppliers	in	which	the	right	to	freedom	of	
association and collective bargaining may be at risk

408: Child 
Labour

•	 Operations	and	suppliers	at	significant	risk	for	 incidents	
of child labour

409: 
Forced and 
Compulsory 
Labour

•	 Operations	and	suppliers	at	significant	risk	for	 incidents	
of forced or compulsory labour

410: Security 
Practices

•	 Security	 personnel	 trained	 in	 human	 rights	 policies	 or	
procedures

411: Rights of 
Indigenous 
People

•	 Incidents	 of	 violations	 involving	 rights	 of	 indigenous	
peoples

412: Human 
Rights 
Assessment

•	 Operations	that	have	been		subject	to	human	rights	reviews 
or impact assessments

•	 Employee	training	on	human	rights	policies	or	procedures
•	 Significant	 investment	 agreements	 and	 contracts	 that	

include human rights clauses or that underwent human  
rights screening

413: Local 
Communities

•	 Operations	 with	 local	 community	 engagement,	 impact	
assessments, and development programs

•	 Operations	with	significant	actual	and	potential	negative	
impacts on local communities

414: Supplier 
Social 
Assessment

•	 New	suppliers	that	were	screened	using	social	criteria
•	 Negative	 social	 impacts	 in	 the	 supply	 chain	 and	 actions	

taken
415: Public 
Policy

•	 Political	contributions

416: 
Customer 
Health and 
Safety

•	 Assessment	of	the	health	and	safety	impacts	of	product
•	 Incidents	 of	 non-compliance	 concerning	 the	 health	 and	

safety impacts of products and services

417: 
Marketing 
and 
Labelling

•	 Requirements	 for	 product	 and	 service	 information	 and	
labelling

•	 Incidents	 of	 non-compliance	 concerning	 product	 and	
service information and labelling

•	 Incidents	 of	 non-compliance	 concerning	 marketing	
communications

418: 
Customer 
Privacy

•	 Substantiated	 complaints	 concerning	 breaches	 of	
customer privacy and losses of customer data

419: Socio 
Economic 
Compliance

•	 Non-compliance	with	 laws	 and	 regulations	 in	 the	 social	
and economic area

Source: https://www.globalreporting.org/standards/gri-standards-download-center/?g=9c1bfe70-c407-4c4b-9139-04d64d5ba335
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Integrated Reporting
�is article is based on the International <IR> Framework (Dec’2013). 
�e International Integrated Reporting Council (IIRC) has published 
on 19 Jan’2021 revisions to the International <IR> Framework, 
originally released in 2013, to enable more decision-useful reporting. 
�is latest version applies to reporting periods commencing 1 
January 2022.

Integrated Reporting Framework and the 
Integrated Report
�e International Integrated Reporting Council (IIRC) is a global 
coalition of regulators, investors, companies, standard setters, the 
accounting profession, academia, NGOs. IIRC’s long-term vision 
is to promote “integrated thinking” that will result in efficient 
allocation of capital, that enable financial stability and sustainability. 
Integrated thinking takes into account the inter-relationships 
between its various functional and operating units and “the capital” 
that the organisation uses. As explained later, the term “capital” is not 
restricted to financial capital alone but is defined to include a wider 
variety of resources / enablers that support the value creation process 
of a business. �is “integrated thinking” is facilitated by presenting 
the “Integrated Report” (<IR>). 
Need for “Integrated �inking”  
Impact of “intangibles” to the business model: Traditionally 
assets of an organisation have been tangible assets, that have been 
reported within the financial statements. Intangibles have also been 
recognised, pegged a monetary value and reflected in the financial 
statements. �e tangible assets have traditionally formed major part 
of the assets side of the balance sheet. �is worked well as long as 
value created by business was more internally driven. “Internally 
driven” implies that business being less impacted by the changes in the 
external environment in which it operates. Examples of which could 
include: its ability to get raw materials directly from the source rather 
than depending on suppliers, business reach being more regional 
rather than having national or globalised reach, labour force creating 
products being majorly semi-skilled therefore easily replaceable etc. 
However, due to globalisation many businesses have become national 
/international players rather than being limited to being regional in 
scope. Due to outsourcing of business processes, the supply chain 
of organisations has changed. An organisation is now dependent on 
other organisations for its materials, labour, IT systems etc. Use of 
technology within the business many times becomes a game changer 
driving value for the business. (e. g.) Online sales versus brick and 
mortar outlets). �e service sector has seen tremendous boom in 
development (e.g. IT industry, banking). Consequently, human 
capital has become more skilled, so talented employees have become 
a critical value driver of business.
To summarise, during the last two decades, every organisation has 
become inter-dependent on other organisations and the external 
environment to conduct its business. Businesses have become dependent 
on relationships with suppliers /customers /government agencies, 
natural resources, human capital, infrastructure and technology. �ese 
relationships and interactions are intangibles, that cannot be strictly 
quantified and reflected in the balance sheet. �ese can be looked upon 
as “capitals” beyond the regular financial capital of the balance sheet. 
�is aspect cannot be immediately perceived by the users of corporate 
reports unless they are informed about it. However, this interdependency 
is very critical for an organization to function. For example, if it runs 
out of a particular natural resource with which it makes products, then 
this could impact business. (World is facing shortage of ‘Silica’ which 
is used in innumerable industries like electronics, construction. �e 
other natural resources in short supply are energy giving fossil fuels 
and water.) Likewise, only talented employees can deliver on attaining 
strategic objectives, therefore talent has to be groomed. In the modern 
world innovation is the key to success, something that can be driven 
only by motivated, talented employees.
�erefore, the need to have a narrative in the form of an Integrated 
Report <IR> that spells out how an organisation can manage, preserve 
and grow /deplete these “capitals”. Information about managing these 
capitals has become paramount to assess business performance, 
stability and sustainability.

Definition of Integrated Report <IR> 
An Integrated Report <IR> can be defined as: “An integrated report is a 
concise communication about how an organisation’s strategy, governance, 
performance and prospects, in the context of its external environment, 
lead to the creation of value over the short, medium and long term”. 
Source: https://integratedreporting.org/resource/international-ir-framework/

Objectives of Integrated Report
Information presented in an integrated or connected manner can 
enable the user to understand the following:
•	 The	various types of capitals (defined later), in addition to financial 

capital that the organisation uses to create value. Understand their 
interdependencies, including trade-offs between them.

•	 Capacity	 of	 the	 organisation	 to	 respond	 to	 various	 stakeholder’s 
legitimate needs and interests. Stakeholders here include not 
just the providers of financial capital, but includes customers, 
suppliers, local communities, government authorities, employees 
and any other interested party.

•	 Ability	 of	 the	organisation	 to	 respond to changes in the external 
environment towards both risks and opportunities.

•	 Promotes	 understanding	 of	 the	 organisation’s business model, its 
activities, performance (financial and non-financial metrics) outcome 
over a period of time – past, present and future. Traditional corporate 
reporting has primarily presented historic (past) information. 

 <IR> is a more future oriented report that focusses on how an 
organisation's strategy can be aligned to the external environment. 

•	 Enables	 accountability	 and	 stewardship	 for	 the	 different	 types	
of capital (financial, manufactured, human, intellectual, natural, 
social and relationship). An organisation can create value only 
when it is able to develop the interest of its key stakeholders, 
broadly contained within the various “capitals”. 

•	 Disclosure about how the organisation is working towards 
maintaining its capital in the report can serve as a tool for better 
corporate governance. 

•	 Supports	integrated	thinking	that	can	enable	better	decision	making	
to create value over short, medium and long term time horizons.

In India SEBI has mandated the reporting of “Business Responsibility 
Report” (BRR) for the top 500 listed companies. For the year 2017-
18 they may voluntarily adopt “Integrated Reporting” and include it 
in the annual report. Alternatively, they may present this separately 
on their website and give reference to it in the annual report. 

Integrated Framework as prescribed by IIRC
�e <IR> should be prepared in accordance with the Integrated 
Framework laid out by IIRC. �e Framework provides Guiding 
Principles and Content Elements that can be referred to while preparing 
the <IR>. �e Framework does not prescribe any specific KPI metrics 
or measurement methods or about the disclosure of individual matters. 
It is left to the judgement of the preparers of the report to decide on the 
content based on the case-specific scenario of each organisation. Points 
to consider while preparing an Integrated Report:
•	 Preparers	must	use	judgement	about	materiality of a matter under 

consideration to determine its inclusion in the report.
•	 Preparers	 must	 use	 judgement	 about	 manner of disclosure of 

matters including the basis for measurement, disclosure methods 
as found appropriate. 

•	 If	 information	 presented	 in	 the	 <IR>	 is	 similar	 to	 information	
presented elsewhere, then the content in the <IR> should be 
prepared on the basis or should be reconciled with the information 
presented elsewhere. 

•	 It	may	be	prepared	in	compliance	with	governing regulations. 
•	 <IR>	 aims	 at	 explaining	 how	 an	 organisation	 creates	 value	

over time. �e report can contain quantitative and qualitative 
information to explain this. It is more than just a summary of other 
communication that an organisation publishes. It makes explicit 
connectivity of how value is created by an organisation.

•	 It	 may	 either	 be	 a	 standalone	 report	 or	 be	 included	 as	 a	
distinguishable part of another report (example an annual report). 
It has to be clearly identified as an <IR>.

•	 Those	charged	with	governance	should	acknowledge the (i) integrity 
of the information in the report (ii) that the report was prepared by 
seeking their opinion and (iii) an opinion as to whether the report 
is in accordance with the Framework.
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Users of <IR> would primarily be those who provide financial 
capital to the organisation. However, there may be interested 
parties like suppliers, customers, employees, business partners, 
local communities, regulators, legislators and policy makers who 
may also want to understand <IR>.

Fundamental Concepts related to the Integrated Report 
Value creation for the organisation and for others
�e integrated report provides qualitative and quantitative disclosures 
about how the organisation creates, diminishes or preserves value.
Value created for the organisation itself enables financial returns to 
the providers of financial capital. 
Value created for others is also of interest to the providers of financial 
capital. Notably it must be understood that:
•	 Value	is	influenced	by	external environment.
•	 Value	is	created	through	relationships with stakeholders, internal 

and external. Internal factors like management and operations, 
employees, licenses, patents, financial stability of the organisation. 
External factors that impact value creation are suppliers, 
customers, prevailing economic conditions, government policies 
etc. Together they can enhance /deter /preserve the value created 
by the organisation.

•	 Value	creation	is	subjective and changes based on the perspective 
of each stakeholder. Example could be: A good employer may not 
be very profitable. �erefore, while the employee may be satisfied 
with the value an organisation provides them, but if the target 
financial metrics are not met, the investors may not be satisfied 
with the value an organisation provides them.

Value creation is not an independent activity within the organisation’s 
sole control. Value is created using capital. In integrated reporting, 
capital is not limited to just financial capital. �ere are six different 
categories: financial, manufactured, human, natural, intellectual, 
social and relationship capitals (details are covered later). A 
combined effect of these capital is what results in value creation for 
the company. 
�e ability of an organisation to create value is linked to the value it 
creates for others. �is happens through a wide range of activities, 
interactions and relationships. Example:
Sales to customers will change financial capital. �is is reflected in the 
financial statements. At the same times, after sales support interactions 
handled by after-sales personnel (human capital) can impact customer 
satisfaction (social capital). Customer satisfaction will determine 
their willingness to give more business to the organisation in future 
(developing a relationship). Any material issues with customer 
satisfaction like harmful content detected while consuming product 
that has resulted in causalities, faulty technology leading to product 
recalls will have to be disclosed and discussed in the Integrated Report. 
Positive instances like superior technology (intellectual capital) 
enhancing customer satisfaction can also be discussed.
Another instance would be willingness of key suppliers to trade with 
the organisation and the terms and conditions of these agreements. 
Suppose there is a case of vendor lock-in, where the organisation has 
to be dependent on one particular supplier and is unable to switch 
to other suppliers without substantial switching costs. �is may be 
disclosed and discussed to make the users aware of potential risks 
to business. Likewise highlighting positive instances where long 
term procurement agreements will improve business operations and 
product quality can also be disclosed in the report.
�erefore, the play of activities, interactions and relationship are 
building blocks for the value chain. An organisation’s strategy, 

leadership and culture are internal factors that need to be aligned 
with the external environment in which the business operates. �e 
business model should promote development of all stakeholders in 
order to sustain in the long run. �erefore, by disclosing issues that 
are relevant to stakeholders, an organisation can align itself better to 
promote mutual development. It will also give the user insight about 
the building blocks in the value creation process. <IR> thus serves 
as a tool to make the organisation align towards its own financial 
stability and sustainability and better corporate governance. Capital 
allocation can then be streamlined to support activities that would 
enable sustainability and stability of the organisation.
�e Framework also includes scenarios where there may have 
been no change in the value or that the value of the company 
is preserved. Scenarios when value preservation may need to be 
discussed would be:
(i) Businesses being merged and acquired. Generally the “value 

creation” of an acquired /merged business does not happen 
immediately. In reality, integration of two businesses is challenging 
due to operational and organisational cultural differences. So in 
reality, although the deal may be closed, the “value creation” from 
the acquired business is deferred. Here, the management may 
wish to point out the steps it wishes to take to steer the business 
integration so that it creates value in the long run. �is could 
include measures to stabilise the acquired business. Discussion 
could centre around how the experience of the top management 
(strategic initiative) will enable the management at the operational 
level (tactical initiatives) to have seamless integration. �ese are 
steps taken by an organisation to “preserve value”. 

 �is discussion may be needed in order to reassure the providers 
of finance that the management has a clear road map on how 
to manage the “business /value acquired” so that it generated 
sustainable value in the long run. Others such as employees of the 
company may also be interested in the management’s outlook.

(ii) Debt Restructuring: Challenges faced by an organisation may 
lead to situations where there is a cash flow crunch in operations. 
�is may hinder it from meeting its debt obligations. If fresh 
capital investments cannot be infused, the organisation may go 
for debt restructuring. It negotiates with the bank to draw up 
a better scheme of arrangement that can enable it to meet its 
obligations. Such instances put concerns about the organisation’s 
liquidity on various stakeholders like investors, bankers, 
suppliers, employee union, government who would be anxious if 
the organisation would be able to meet its obligations. 

A discussion by the management on the road map that the 
organisation plans to follow to improve its solvency would highlight 
the risks that the organisation faces. Accordingly, the stakeholders 
can make informed judgements about the organisation’s value.
�e report should also take into consideration the effects of business 
operations that have been “externalised”. For example, smoke 
emission from the factory does not impact the organisation directly. 
However, the impact is felt in the form of air pollution in the city. 
Similarly, waste dumped in landfill does not impact the organisation 
but does impact the city living conditions. �ese are impacts that 
are externalised. Where judged material they need to be discussed 
in the report. Providers of financial capital may need to be aware of 
material information of these externalities to assess their effects. 
Example, externality could negatively impact business: Chennai 
city faced severe drinking water supply the summer of 2019. �e 
crisis impacted normal life for many months. Many IT firms had 
to request their employees to work from home since they could not 
provide water facilities at office. If unprepared, this crisis could have 
disrupted business for some of these firms.

     Do You Know?
�e Business Roundtable (BRT) is an association of CEO’s of America’s top companies. �ese CEO members lead companies with more 
than 15 million employees and more than $7 trillion in annual revenues. �e BRT released an updated statement on the ‘Purpose of 
a Corporation’ in Aug’ 2019. �e statement stated a fundamental commitment to all stakeholders- customers, employees, suppliers, 
communities and shareholders; representing a move away from the long-standing view that shareholder profit is the only purpose of 
corporations. �e statement received support from 181 CEOs, including the leaders of Abbott, Accenture, Amazon, Apple, American 
Airlines, American Express, Bank of America, Boston Consulting Group, Citigroup, �e Coca-Cola Company, Cognizant, Dell, Procter & 
Gamble and Walmart.
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�e Capitals – Financial, Manufactured, Human, Intellectual, 
Natural, Social and Relationship
Capitals are the stocks of value change through activities and outputs 
of an organisation. For example, financial capital increases when 
profit is made, human resource capital improves when employees are 
better trained. Overall Value of stock of capital keeps changing. One 
type of capital can be transformed into another, so there is constant 
flow between the capital. For example, (i) New equipment purchased 
increases manufactured capital while decreasing financial capital or 
(ii) talented employees (human resource capital) have developed 
a patent for a component (intellectual capital) that increases the 
product’s sales, thus profits (financial capital) or (iii) a school is built 
for local community children to study in (societal and relationship 
with the outflow of financial capital).

Categories and descriptions of capitals
(1) Financial Capital: Refers to the conventional “monetary” capital. 

It is generated through financing (either in the form of equity or 
debt), investments and surplus generated from business operations. 
Businesses use this pool of funds to create value by transforming it 
into other forms of capital like manufactured, intellectual, people, 
environmental, social and relationship capitals. 

(2) Manufactured Capital: �e “physical infrastructure” needed 
to manufacture a product or provide service. �ese are 
manufactured physical objects (as against natural physical 
objects like lakes and mountains). Examples, machinery, 
building, infrastructure such as roads, bridges or even inventory 
held for sale / captive consumption. 

(3) Intellectual Capital: �ese are resources that are critical to 
value creation. Examples, of intellectual property are patents, 
copyrights, software, licenses, brand value. 

(4) Human Capital: �e combined know-how, skill, effort and 
experience of the workforce of an organisation forms its human 
capital. A motivated workforce can enable the organisation 
to achieve its objectives. To derive this mutual benefit, their 
work should be aligned with the organisation’s governance 
framework, risk management approach, ethical values. �ey also 
need to understand the organisation’s strategy and develop and 
implement it. To retain the work force loyalty, an organisation 
has to groom talent and the leadership team. 

(5) Social and Relationship Capital: An organisation has multiple 
stakeholders, direct and indirect, internal and external to the 
organisation. �ey include customers, vendors, suppliers, 
associates, alliances, dealers, sales network, government, 
regulatory authorities, communities and society.

 Social and Relationship capital refers to:
a. �e shared norms, common value and behaviour stakeholders 

may have with the organisation. For example, both the 
organisation and supplier may value not to employ child 
labour, value safe working environment for employees etc. 
An organisation may take due diligence while doing business 
with a supplier to ensure that these norms are met.

b. Key stakeholder relationships and the trust and willingness an 
organisation has built with external stakeholders. Trust must 
be earned but can be easily lost. �erefore, an organisation 
must strive to build trust be it with customers, suppliers 
or regulatory authorities. For example, timely settlement 
of suppliers’ dues will build strong relationships. �is will 
contribute positively because they will be more willing to 
engage with the organisation while doing business. 

c. Relationship is built on the brand and reputation that the 
organisation has developed. For example, the trust that 
the customer places on the organisation while consuming 
products manufactured by it, with the belief that it is not 
detrimental to the users’ health. �is trust and willingness of 
the customer forms the very basis of brand loyalty, value that 
the organisation has to maintain. 

d. An organisation’s social license to operate: Social license is 
the acceptance of an organisation’s business practices by its 
employees, stakeholders and larger public. An organisation 
has to work to build trust within itself and with the external 
environment it operates in. Closely linked to the Triple 
Bottom Line concept, it should take care of its employees, 
the environment and corporate social responsibility. Any 
issue that arises that can erode this social license should be 
quickly resolved.

 �e management may discuss any material matters relating 
to its social and relationship capital like the corporate social 
responsibility initiatives that it has undertaken. Any issue that 
can threaten social license to operate may also be addressed here.

(6) Natural Capital: Renewable and non-renewable natural 
resources that an organisation uses for its business operations. 
�ese would be land, water, air, fossil fuel etc. Certain industries 
for example those in the agriculture and mining industries are 
highly dependent on natural resources for their business. Proper 
utilisation and maintenance of these resources can determine the 
future sustainability of the organisation.

Not all capitals are equally relevant or applicable in all 
organisations. However, the Framework provides this guideline so 
that no aspect of the “value chain” is overlooked.

Source : https://integratedreporting.org/wp-content/uploads/2015/03/13-12-08-THE-INTERNATIONAL-IR-FRAMEWORK-2-1.pdf
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Value Creation Process
�e business model of an organisation uses capitals as inputs and 
through various business activities converts them as outputs 
(products or service). �e organisation’s activities and its outputs 
lead to outcomes in terms of their effects on the capital. Nurturing 
capital in terms of its availability, quality and affordability in order 
to sustain business in the long run. For example, if a company’s food 
product (activity leading to output) causes health issues like diabetes 
or obesity to the consumers (affects the society and relationship 
capital), in the long run the public will avoid its products. �is 
can impact business sustainability. �erefore, the company has to 
change its strategy to additionally provide healthy offerings so that 
consumers have a choice about the food they want to consume. �is 
change can nurture both customer satisfaction and public health to 
promote business stability and sustainability. �erefore, business 
models need to be flexible to adapt to changes internal and external. 

Preparation and Presentation of the Integrated 
Report
An <IR> is prepared with the help of Guiding Principles and Content 
Elements, preparers of the report can refer to Guiding Principles 
to understand the concepts that underpin the preparation and 
presentation of the report. �ey can refer to Content Elements to 
understand to understand what the report should include. �ese 
are not water-tight guidelines. Preparers must exercise judgement to 
decide on these matters while preparing the report.

Guiding Principles of the Integrated Report
1. Strategic focus and future orientation: �e report has to provide 

insight into the organisation’s strategy and enumerate how it can 
create value in the short, medium and long term time horizons. 
It might want to highlight significant risks, opportunities and 
dependencies flowing from the organisation’s market position and 
business model. �e management has to clearly articulate about 
the continued availability, quality and affordability of significant 
capitals relevant to the organisation’s business since only when 
capital is nurtured, it will help sustain business in future. �ey may 
provide their opinion about learnings from past experiences that 
have influenced future directions, relationship between past and 
future performance and factors that can change them. 

2. Connectivity of information : �e usefulness of the <IR> 
is enhanced when it is logically structured, presented in an 
understandable yet concise way. Information has to be clearly 
delineated but linked together to present a holistic picture of 
business model and value creation process. �e Content Elements 
(subject matter of the report) should have a clear narrative that 
helps conjure a total picture of dynamic and systemic interactions 
of the organization’s activities. Connectivity of information could 
talk about the flexibility and ability of the organisation’s strategy 
to help the business model adapt to changes within and to the 
external environment.  Qualitative, Quantitative and KPI metrics 
information can be used in the narrative to connect information.

3. Stakeholder relationships : An effective <IR> report would be 
transparent in providing accountability to key stakeholders by 
their disclosing legitimate needs and interests. Accountability 
places the organisation in the role of stewardship to take care 
of the value creating capitals. Engagement with stakeholders 
like suppliers, consumers and employees would happen in the 
regular course of business. In some cases, engagement with local 
communities or regulatory authorities, NGOs may happen in 
special circumstances. An organisation has to understand their 
information needs and concerns. Needs and concerns that are 
material may be discussed in the <IR> along with the actions 
and decisions the organisations have taken to address them. �us 
<IR> could serve as a tool to build trust and resilience between the 
organisation and its stakeholders.

4. Materiality : A matter related to value creation is material when 
its known or potential impact on the organisation’s value creation 
ability is significant and important. While exercising judgement 
about the magnitude of the effect it should be noted that it can 

be both quantitative or qualitative, financial or non-financial, 
internal or external to the organisation and relate to different 
time frames (short, medium or long). Disclosure of material 
matters requires judgement, an ability to think from different 
perspectives. �is can be developed with regular engagement 
with the providers of capital and other stakeholders. 

5. Conciseness : �e information should be presented in a logical 
structure, avoiding repetition and clearly cross-linked within the 
report to establish connectivity of information. �e narrative 
should be written in lucid language that is easy to understand.

6. Reliability and completeness : Information presented should 
include both positive and negative matters to make the report 
complete. Information should be without material error to 
enhance its reliability.

7. Consistency and comparability: Information presented should 
be consistently prepared over time. Any change in compilation 
or measurement of information should be disclosed. Tools such 
as industry benchmarks, presenting information in the form of 
ratios or comparing standard quantitative indicators enables 
users to compare the report with that of other organisations.

Content Elements of the Integrated Report
�e content of an organisation’s Integrated Report would vary 
depending on the individual circumstances of each organisation. 
�erefore, Content Elements are stated in the form of questions 
rather than of checklists of specific disclosures. Judgements need 
to be made to decide on what to report on using the Integrated 
Reporting Framework as a reference. Questions can be posed for 
each of the categories of Content Elements below:
1. Organisational overview and external environment

•	 What	is	the	Vision	and	Mission	of	the	organisation?	
•	 What	is	the	ownership	structure,	its	culture,	ethics,	values?	
•	 What	are	the	principal	activities	and	markets?	
•	 What	is	the	competitive	landscape,	the	organisation’s	position	

in the value chain? 
•	 Significant	legal,	social,	environmental,	political,	commercial	

aspects from the external environment in which the 
organisation operates may also be discussed. 

•	 Key	quantitative	information	may	be	presented	here.	
2. Governance 

•	 How	 does	 an	 organisation’s	 governance	 structure	 
influence value? 

•	 What	 are	 the	 skills	 and	 experience	 of	 those	 charged	 with	
governance? Actions they take to influence and monitor the 
strategic direction of the company. 

•	 Processes	 in	 place	 to	 make	 strategic	 decisions	 and	 
its implementation. 

•	 How	 are	 remuneration	 and	 compensation	 linked	 to	 
value creation? 

•	 These	 are	 some	 of	 the	 discussions	 that	 can	 be	 laid	 out	 in	 
this section.

3. Business model
•	 A	 business	 model	 with	 the	 help	 of	 business	 activities	

transforms inputs into outcomes or outputs that fulfill the 
organisation’s strategic objectives. 

•	 The	report	has	to	enumerate	what	constitutes	inputs,	business	
activities, outputs and outcomes. 

•	 There	 can	 be	 a	 pictorial	 representation	 of	 the	model	 along	
with an explanatory narrative. 

•	 Connection	with	 other	Content	 Elements	 like	 strategy,	 risk	
and opportunities, performance (financials and KPIs).  

4. Risks and opportunities  
•	 Specific	risks	and	opportunities	that	affect	the	organisation’s	

ability to create value. 
•	 How	is	the	organisation	dealing	with	them?	
•	 Address	 the	 continued	 availability,	 quality	 and	 affordability	 

of capital. 
•	 Disclosure	about	the	likelihood	of	occurrence	of	the	perceived	

risk and opportunity. 
•	 Discuss	specific	steps	to	mitigate	risk	or	to	create	value	from	

opportunities. 
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•	 Where	a	particular	risk	can	threaten	the	fundamental	ability	
of the organisation to create value, it needs to be reported 
even if the likelihood of occurrence is small.

5. Strategy and resource allocation 
•	 Identification	 of	 short,	 medium	 and	 long	 term	 

strategic objectives. 
•	 Resource	allocation	the	organisation	has	planned	to	achieve	

the objectives. 
•	 Link	 the	 strategic	objectives	with	 resource	 allocation	plans,	

ability to adapt to change in the external environment. 
•	 Discussion	about	what	gives	the	organisation	its	competitive	

advantage: innovation, development and use of intellectual 
capital, environmental and social considerations that give it 
the competitive edge.

6. Performance 
•	 The	 report	 may	 contain	 qualitative	 and	 quantitative	

information about the performance of the organisation. 
•	 Include	quantitative	indicators	comparing	actual	performance	

with targets explaining their significance and importance. 
•	 Include	a	narrative	of	the	organisation’s	effects	(both	positive	

and negative), connecting financial performance with regard 
to other capital. 

Case Study 
�e basic objective of  the case study is to allow the students to apply 
ideas and insights from theory to the real life issues and problems. 

Case Study - Triple Bottom Line
A preliminary investigation for 
the Vidyut Dam Project was 
completed in 1962 in a South-
Asian country (here-in-after 
referred as country) and its design 
was completed in 1973 with a 
600 MW capacity power plant. 
Construction began in 1979, but 
was delayed due to economic, 
environmental and social impacts. 

In year 1987, technical and financial assistance was provided by the 
neighbouring country to said country after signing of MoU, but this 
was interrupted just a year later with political instability. Hence, said 
country was forced to take control of the project and at the first, it was 
placed under the direction of the irrigation department of concerned 
home state of said country. However, in July 1989 the Vidyut Hydro 
Development Corporation Limited (VHDCL) was formed to manage 
1,900 MW Vidyut Hydro Power Complex; wherein 75% stake held 
by union government and remaining 25% stake by concerned 
home state government. �e 1,900 MW Vidyut Hydro Power  
Complex comprises of Vidyut Dam and 1,000 MW Vidyut Hydro 
Power Plant (250MW×4), Beejuree HEP (400 MW), and Vidyut 
PSP (500 MW). 
�e Vidyut Dam is a 260.61 m (855 ft) multi-purpose high rock and 
earth-fill embankment dam on the Karaka River near Chapala town. 
Its length is 574.85 m (1,886 ft), crest width 20.11 m (66 ft), and base 
width 1,128.06 m (3,701 ft). �e dam creates a reservoir of 4.0 cubic 
kilometres (∼32,00,000 acre ft). 
�e 1,000 MW Vidyut Hydro Power Plant (Vidyut HPP) was 
commissioned in 2007-08 as a multipurpose project, with variable 
speed features which can optimise the round trip efficiency under 
varying water levels in its reservoirs. Power is distributed to 10 
northern states (including concerned home state) of said country. 
�e complex will afford irrigation to an area of 2,71,139 hectares 
(=6,70,000 acres), irrigation stabilisation to an area of 6,07,028 
hectares (=15,00,000 acres), and a supply of 270 million imperial 
gallons (1.23×106 m3) of drinking water per day. 162 million gallons 
of drinking water for around 4 million people of the neighbouring 
state, apart from 108 million gallons of drinking water for around 3 
million people of the concerned home state. Due to regulated releases 
from the Vidyut storage reservoir, the existing downstream hydro 

VIDYUT DAM PROJECT

7. Outlook 
•	 Report	can	discuss	the	changes	the	organisation	can	expect	in	

the external environment. 
•	 How	is	the	organisation	equipped	to	respond	to	critical	risks	

and uncertainties that can arise? 
8. Basis of preparation and presentation  

•	 The	report	should	disclose	how	the	report	was	prepared.	
•	 The	 basis	 for	 determining	 materiality,	 reporting	 boundary,	

summary of significant framework and methods.

Conclusion
Investors well informed about the organisation’s business 
operations can take mature decisions that will improve the financial 
environment and the economy as a whole. Organisations that 
are profitable, by taking along their stakeholders in their success 
stories, will always be rewarded. Also, organisations that talk about 
the risks the business faces improve transparency of corporate 
report. With multiple scandals rocking the investment world, 
there is a need to improve the integrity of corporate reporting. 
�e Integrated Report aims to fulfill that needs.

projects are also benefitted by way of augmentation in generation at 
no additional cost to them. Concerned home state also gets 15% of 
generated power as free. �e total expenditure for this project was 
USD 1 billion. Since 2007-08, which was the first year of operation, 
VHDCL has been a profit making company. 
�e Vidyut Dam has been the object of protests by environmental 
organisations and local people of the region. �e protest was 
against the displacement of town inhabitants and environmental 
consequences of the weak ecosystem. “We don’t want the dam. �e 
dam is the mountain’s end” was the prominent slogan. 
�e relocation of nearly 1.5 lakh people or may be even more, from 
the area has led to protracted legal battles over resettlement rights 
and, ultimately, resulted in the project’s delayed completion despite 
the fact that land acquisition was started in 1980. �ere is no master 
plan for rehabilitation nor even a clear estimate of the number of 
people affected. According to the 2003 status report of the public 
work department of Chapala town, the Dam replaced 15,550 families. 
�is estimate excludes a large number of people who lost their lands 
but have not been officially recognised as project-affected. Among 
those officially recognised, allotted with land of poor quality or with 
multiple ownership claims. 
Near to year 2006, while filling of the reservoir has led to the reduced 
flow of Karaka River’s water from the normal 1,000 cu ft/s (28 m3/s) 
to a mere 220 cu ft/s (6.3 m3/s). �is reduction has been central to 
local protest against the dam, since the Karaka River is considered 
sacred river whose waters are crucial to religious beliefs.
Old Chapala town shifted and named as New Chapala Town (NCT) 
which is semi-ultra-modern hill station at height of 1,555-1,855 
m above MSL, with better road network and district head quarter 
(shifted to NCT, earlier about 65 kms away from Chapala). NCT 
equipped with better health (got 80 bed modern hospital against 25 
bed hospital in old Chapala, and also got 5 primary health centres 
with additional 75 bed facility in total) and education facilities (hostel 
facility of 900 students, degree college with university campus which 
can accommodate 440 residential students and faculties, and against 
1 inter college in old Chapala, 5 inter-college established (one in NCT 
and 4 in nearby villages). �is all done at project cost.
In addition to the human rights concerns, the project has spurred 
concerns about the environmental consequences of locating such a 
large dam in the fragile ecosystem of the foothills of great mountain 
range. �ere are further concerns regarding the dam’s geological 
stability. �e Vidyut dam is in a major geologic fault zone. �is 
region was the site of a 6.7 magnitude earthquake in September 1992, 
with an epicentre 55 km (34 mi) from the dam. Dam proponents 
claim that the complex is designed to withstand an earthquake of 
8.4 magnitude, but some seismologists say that earthquakes with 
a magnitude of 8.5 or more could occur in this region. Were such 
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a catastrophe to occur, the potentially resulting dam-break would 
submerge numerous towns downstream, whose populations total 
near half a million.
In spite of concerns and protestation, operation of the Vidyut Dam 
continues and is completed. But VHDCL was aware of these and 
tried to respond in a constructive way. �e spirit of CSR initiative is 
depicted by its CSR initiative title ‘VHDC Sahridaya’ (Corporate with 
a Human heart), wherein the focus areas are:  

•	 Shiksha - Education Development
•	 Svasth - Nutritional Health and Sanitation and Drinking 

Water Projects
•	 Nipun - Livelihood Generation and Skill Development Initiatives
•	 Unnaati - Rural and Infrastructure Development
•	 Yogy - Empowerment Initiatives
•	 Srrishti - Environment Protection Initiatives

Out of these ‘VHDC Srrishti’ has some special mentions, ‘Environment 
Focussed Initiatives’ is working with three objectives Soil and Water 
Conservation, Green Energy Generation and Technology Promotions 
and Environment Protection and Promotion.
To conserve soil and water VHDCL is working on water harvesting 
and water harvesting tanks (capacity 3,000 litres each) were installed 
in the project affected villages for rainwater harvesting. �rough 
this activity, beneficiaries were able to store almost 9 lakh litres of 
rainwater during monsoon. In addition, VHDCL under this program 
installed more than 730 LED based Solar Street Lights and more 
than 180 LED based Solar High Mast Lights in near-by towns and 
villages in year 2019-20. Moreover, to promote plantation of different 
fruit, fodder, and medicinal plants, VHDCL planted 2,70,202 plants/ 
sampling till now. 
VHDCL has won many awards in the last decade in different 
categories including CSR domain, but most recent and relevant (for 
case study) among them are 

•	 HR	Platinum	Award	for	Training	Excellence	in	2019-20
•	 National	CSR	Leadership	Award	2020	
•	 CSR	Innovation	and	Leadership	Award	2020	

It has not only gained recognition in term of awards, VHDCL has 
obtained following Certifications:

•	 ISO	9001:2015	Certification	(Quality	Management	System).
•	 ISO 14001:2015 Certification (Environment Management 

System).
•	 OHSAS	18001:2007	Certification	(Occupational	Health	and	

Safety Management System).
Required

As part of the policy initiative, if VHDCL is willing to implement 
the Triple Bottom Line (TBL) reporting initiative; then ADVISE 
the management regarding dimensions of TBL, and what are 
perspectives composed by different dimensions of TBL. Also, 
enumerate the challenges, expected benefits, and initiatives 
under each dimension in context of Vidyut Dam and Vidyut 
Hydroelectric Power Plant (1,000 MW). 

Solution 
British business author John Brett Elkington in year 1994 coined the 
term TBL. Every business needs to be sustainable, rather than only 
profitable. A business is said to be sustainable, when management 
makes sustainable business decisions. To consider sustainability of 
business decision there are three bottom lines i.e. People, Planet 
and Profit (also known as dimensions of TBL), instead of single 
bottom line (i.e. Profit).
Here-in VHDCL, shows strong commitment for CSR through the 
certification (regarding quality, environment and safety) they 
obtained and also through the awards they won (in the domain of 
CSR and Training). 
Dimensions (sets) of TBL 
(i) People, the social equity bottom line relates to corporate 

governance, motivation, incentives, health and safety, human 
capital development, human rights and ethical behaviour. 

 �e project has major concerns about the displacement of 
town inhabitants, followed by reduction in flow of Karaka River 
from the normal 1,000 cu ft/s (28 m3/s) to a mere 220 cu ft/s 

(6.3 m3/s). Former concern is more significant than the later 
concern, because later was of short duration; it is obvious when 
the reservoir is filled to its maximum capacity, the flow of the 
river will again become normal. Regarding the displacement, it 
is mentioned in the case itself that according to the 2003 status 
report of the public work department, the Dam replaced 15,550 
families. Further, this estimate excludes a large number of people 
who lost their lands but have not been officially recognised as 
project-affected. Even those officially recognised, allotted with 
land of poor quality or with multiple ownership claims. �is 
concern substantiates in absence of a full-proof master plan. 

 It is not the case that local resident were/ are in complete 
distress, they were/are compensated with alternative and 
better facilities and remedies as well that too at project cost, 
which includes the:
•	 Development	of	hill	 station	 to	attraction	 for	 tourism	–	The	

New Chapala Town (NCT) is developed with semi-ultra-
modern facility at height of 1,555-1,855 m above MSL as pre-
planned hill station which will attract the tourist. By creation 
of lake due to the impoundment of the reservoir of Vidyut 
Dam, scope of water sports is there. Hotels, Guides and Tour 
and Travels will cause employment opportunities for locals.

•	 Better	 road	 network	 leads	 to	 ease of living and improved 
communication channels which also help in establishing 
suitable industries according to environmental aspects. 

•	 Shifting	of	district	head	quarter	to	NCT	results	in	reduction	
of distance of travel by town residents to reach to district 
head quarter for any task by about 65 kms, hence life of locals 
will be further eased. 

•	 Improved health facilities - NCT equipped with better health 
facilities. It got 80 bed modern hospital against a 25 bed 
hospital situated in old Chapala town. Apart from this also 
got 5 primary health centres with additional 75 beds in total.

•	 Improved Education facilities in terms of hostel facility of 900 
students and increase in number of inter-colleges.

 Not only the local resident (directly affected), other too got 
benefit from project, such as 250 cusecs (∼162 million gallons 
per day) of water supply to neighbouring state, which will meet 
drinking water need of around 4 million people, apart from 
167 cusecs (∼108 million gallons per day) of water supply to 
concerned home state, which will meet the drinking water 
need of around 3 million people. Power is also distributed  
to 10 northern states (including concerned home state) of  
said country. 

 VHDCL showed social commitment through Shiksha, Svasth, 
Nipun, Unnaati, and Yogy as part of their CSR initiative.

(ii) Planet, the environmental bottom line measures the impact on 
resources, such as air, water, ground and emissions  to determine 
the environmental impact and ecological footprints.

 �e project has spurred concerns about the environmental 
consequences of locating such a large dam in the fragile 
ecosystem of the foothills of great mountain range, which will 
result in weak ecosystem and concerns over a catastrophe to 
occur (due to earthquake - the potential dam-break). Regarding 
the later concern, it is also mentioned in the case that the Vidyut 
dam is in a major geologic fault zone. �is region was the site of a 
6.7 magnitude earthquake in September 1992, with an epicentre 
55 km from the dam. In response to which the Dam proponents 
claim that the complex is designed to withstand an earthquake 
of 8.4 magnitude, but some seismologists say that earthquakes 
with a magnitude of 8.5 or more could occur in this region. 
Were such a catastrophe to occur, the potentially resulting dam-
break would submerge numerous towns downstream, whose 
populations total near half a million.

 �e major environmental benefit is generation of 1,000  
MW (3,532 MU of Annual Energy) of environment friendly 
peaking power. 

 In order to leave improved environment footprint and to trade-
off the environmental loss caused during construction, VHDCL 
through initiative ‘VHDC Srrishti’ working on:
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•	 Rainwater Harvesting – It has installed the necessary 
infrastructure in the affected areas to harvest almost 9 lakh 
litres of rainwater during monsoon.

•	 Green Energy Generation and Technology Promotions 
through installing LED based Solar Street Lights and LED 
based Solar High Mast Lights.

•	 Environment Protection and Promotion through plantation 
of 2,70,202 samplings so far, of different fruit, fodder, and 
medicinal plants.

(iii) Profit, the economic bottom line refers to measures 
maintaining or improving the company’s success in terms of 
adding value to shareholders.

 It is an inherent feature (rather project specific concern) of 
hydro power projects that the duration of construction is quite 
lengthy and huge capital outlay is involved. In case of Vidyut 
Dam too, Construction began in 1979, but was delayed due to 
economic impact apart from social and environmental pressure. 
In 1987, technical and financial assistance was provided by the 
neighbouring country, but this was interrupted years later with 
political instability. Project then placed under the direction 
of the irrigation department of concerned home state of said 
country. However, in July 1989 the Vidyut Hydro Development 
Corporation Limited (VHDCL) was formed to manage such 
1,900 MW Vidyut Hydro Power Complex; wherein 75% 
stake held by union government and remaining 25% stake by 

concerned home state government. �e total expenditure for 
this project was USD 1 billion. Since 2007-08, which was the first 
year of operation, VHDCL is a profit making company. 

 �e initiative includes the feature of variable speed, the 1,000 
MW Vidyut HPP has variable speed features which can optimise 
the round trip efficiency under varying water levels in its 
reservoirs to keep the cost of operation low. 

 �e quantifiable economic benefits include:
•	 The	generation	of	1,000	MW	(3,532	MU	of	Annual	Energy)	

of environment friendly peaking power. �is will no  
doubt lead to industrial and agricultural growth in the 
northern region. 

•	 15%	of	generated	power	will	be	given	free	to	the	concerned	
home state, apart from power as per their share, where the 
distress is caused due setting up of the project. Hence, the 
state has economic benefit from the project too.

•	 Irrigation	 of	 2.71	 lakhs	 hectares	 of	 area,	 beside	 irrigation	
stabilisation of 6.07 lakhs hectares. Hence, supporting other 
economic activities as well indirectly. 

To conclude, the project largely seems sustainable as running 
in profit since it was operational, leaving minimal and positive 
environmental footprint, and also payback society (especially 
directly affected local population) with alternate better facilities 
and compensation (may be with few minor exceptions or 
irregularity on case to case basis).

Case Scenario
Case Scenarios, as opposed to Case Studies, are short cases. Written 
in a more compact style with an appealing narrative, the Case 
Scenario’s focus is on covering more depth in a specific area. 

Case Scenario – Six Sigma 
Smooth Connect Telecom (SCT) is the 
private sector telecom company. SCT is 
second largest player in telecom sector of 
country, with subscriber base of more than 
10 million. SCT achieved this magnificent 
growth by acquiring competitor in recent 
years. SCT deals in fixed line telephone 
services, corporate services and mobile 

(cellular) services. SCT is meeting all the requirements from 
regulator in efficient and timely manner. 
SCT is known for continuous innovation in its services, with changing 
pace of technology and business need like wise use of Optical Fiber 
Wire and VoLTE (Voice over Long-Term Evolution) etc. �is helps 
the SCT in acquisition of many corporate clients. 
�e largest player in telecom industry is Voice Telecom, which is 
resulting company out of corporate restructuring of state-owned 
telecom corporation. Voice Telecom still own largest market share 
due infrastructural advantage over other players in the market. SCT 
is also facing tough competition from Voice Telecom on pricing and 
customer volume. 
Majority of telecom operators, including SCT and Voice Telecom, 
usually criticised by customers for poor customer services, 
misallocation of call duration and call drop; but majority of 
complaints are on account of;

a. Calculating wrong tariff, and 
b. Dull and delayed response from customer care executives.

Hence, by focussing on customer services, if SCT improves its billing 
process and handles the customer complaints wisely; then SCT 
can gain competitive advantage over other players including Voice 
Telecom. In order to improve the quality of customer services, SCT 
decide to practice Six Sigma initiative.

Required
Enumerate the modus operandi that ‘how SCT can APPLY 
DMAIC method to implement Six Sigma’. 

Solution  
Six Sigma was first used by Mr Bill Smith of Motorola Corporation 
in 1986 for improvement of manufacturing process and elimination 

of defects. Six-Sigma seeks to improve the quality of process by 
identifying and removing the cause of defects (defect can be anything, 
which lead to customer dissatisfaction). Six Sigma uses quality 
management and statistical methods with special infrastructure of 
people. Six-Sigma can be implemented through two methodologies;

1) DMAIC (Define, Measure, Analyse, Improve and Control) - 
Improve existing business process (remove defect).

2) DMADV (Define, Measure, Analyse, Design and Verify) - 
Create new business process (defect free).

DMAIC methodology of Six Sigma implementation at SCT

Define – Define the improvement area
Define includes definition of customer requirement or problem faced 
by customer. 
First and foremost, requirement of is to ensure customer must be 
billed correctly, because wrong billing may lead to either of; 

a. Delayed revenue – due to litigation for wrong billing
b. Loss of revenue – due to porting to alternate telecom 

operator by customer
Customer care executives need to be trained, so that they can guide 
the customer in most appropriate way and ensure lowest possible 
wait time to solve customer complaint.
Measure – Existing process for comparison
Existing performance needs to be measured 
Since performance need to be measured specially in two domains 
‘billing processes’ and ‘customer complaint handling’, hence 
SCT needs to have a system through which it can collect reliable 
information (likewise number of complaints as percentage of 
total customers, similarly wrongly billed customers against total 
customers; is there any process of reissue the correct bill? – if yes 
–than in how many cases it is issued? and average time to solve 
complaints) in order to measure existing performance. 
Performance is required to be measured against each of critical 
success factors (which will create value for customer).

SCT
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Mr Sodhi, Head Workshop and Repairs agrees that the repair issues 
in case of recently sold vehicle have been increased.
Mr Murthy, VP Production and Operations who recently joined the 
SAL replied, firstly large percentage of worker are unskilled; secondly 
due to large amount and categories of raw materials, dumped by store 
at production floor; that’s too well prior to need. �ese two reasons 
cause worker fails to differentiate among parts which appear similar. 
He also mentioned entire business process, especially production 
process is quite old and contains certain activities which are purely 
unnecessary, he also highlight importance of industry 4.0 and give 
stress on business re-engineering through artificial intelligence, 
machine learning, etc.
Mr Naidu, VP Purchases immediately responded about economics 
of discount involved behind purchase of large quantity and also 
mentioned buying too less may lead to stock-out situation.

Required
You were also presented at meeting as deputy to Mr Reddy. Post 
meeting you came back to your desk and start working. Mr Reddy 
called to you to his cabin, on reach to his cabin; he asked you to 
prepare draft of report (ADVISE) seek by CEO; and meet him 
with copy of draft after half an hour from now.

Solution  
Report 

Addressed to;
Office of CEO,
Shakti Automobiles Limited (SAL).
Dated – 19th Jan 2021
Report on underlying reasons behind current performance and 
Lean Management, Cost Management tools
 

Analyse – Cause effect relationship between factors of process
Existing process needs to be mapped in order to determine the root 
cause of problem 
SCT should further analyse the information collected in second 
point (measure) above for determining the performance, in order to 
reach to root cause of customer complaints and wrong billing; So that 
necessary preventive and corrective steps then can be taken.  
Improve – Plan improvement on basis of analysis
Existing process need to be improved in order to mitigate the root 
cause threats
Once the SCT done with the analysis, it has to identify the possible 
solution to root causes, in order to improve the performance. 
Any improvement, which is so ever is suggested; needs to be both 
feasible from SCT prospective and valuable from customers’ 
perspective.
Improvement can be done by reissue of bill where it was wrongly 
issued earlier, if already process of revision of bill is in existence than 
wait time for reissue need to be curtailed. 
Control – Continuous control to identify and correct the 
process variance
Improved processes need to be controlled continually in order to 
assure enhanced performance shall be maintained
Post improvement in process (issue of bill and handling of customer 
complaints), the manager who is responsible for such process at 
SCT need to assure continuous control over the process, so that 
customer services should create same value for customer and keep 
them satisfied.
For monitoring, KPI against CSFs can be established and reported on 
daily basis, likewise number of complaints (especially which remain 
unresolved at day end) and wrong billing cases. �ese KPI will also 
act as early signal to Line Manager or Senior Management.
In order to implement Six Sigma as per DMAIC method, SCT need 
to form a team of line managers from different processes which 
are need to be improved (or critical from prospective of customer 
services). Team and implementation project should lead by some 
senior management person (may be CEO him-self ). 

Case Scenario – Performance Measurement
Shakti Automobiles Limited (SAL) is a leading battery based 
e-rickshaw manufacturing firm, under brand ‘Shah Swaari’ in three 
models – Super, Star, and Speed. SAL started this business around 5 
years back when it was only manufacturer of such e-rickshaw. SAL 
manufactures all assembly components themselves, irrespective 
of fact that these components can be acquired from market at a 
cheaper rate. Major component of total costs in manufacturing of 
such e-rickshaw is variable in nature. Company was performing 
well, earning reasonable and enjoyed large market share up-till two 
year ago majorly due to first mover advantage. But due to increasing 
competition as new entrant coming into market and rough macro 
economic conditions, market share starts shrinking; resultantly 
profit starts declining. If no major steps taken, then company may 
run into red in year to come.
Mr Pillai, CEO attended some workshop last week, where he learned 
about the lean management and techniques of cost management. 
He asked Mr Reddy, Chief Management Accountant to report on 
underlying reasons behind current performance with available set of 
possible solution. Mr Reddy immediately convened a meeting of top 
ranked officers, which is chaired by CEO, at meeting;
Mr Swami, VP Marketing mentioned that it is difficult to maintain 
same level of sales in upcoming years because price of Shah Swaari 
is much higher than price offered by all the competitors in market. 
Quality and features of other are also similar.
Mr Dutta, Customer Relation Officer also supported Mr Swami 
and said that the popularity of their product is declining, he quoted 
that he receives lot of complaints from buyers in e-mails and tele-
calls due to manufacturing defects; which arise in product within 
a month period of purchase and frequency of such calls and emails 
have increased in recent years. He also mentioned that in some cases, 
customer reported that assembled part did not belong to model 
they purchased, and some customers say, assembly is not as per 
specification provided.

(i) First reason behind weak financial performance is highlighted by 
Mr. Swami i.e. Price of SAL’s Product Shah Swaari is much higher 
than price offered by all the competitors in market. Quality and 
features of other products are also similar. 

 Target Costing as cost management technique can be applied. 
Since market condition are stiff and bargaining power of customers 
is high due to multiple competitors, and these competitors are 
selling the product at price lesser then price offered by SAL. 
Hence, price offered by such vendors should be considered as 
‘Target Price’ and after reducing ‘Target Profit’ from same ‘Target 
Cost’ can be identified. Production, operations facilities along with 
product need to be reengineered to achieve such ‘Target Cost’. 

(ii) Second reason is that SAL manufactures all assembly components 
themselves, irrespective of fact that these components can be 
acquired from market at a cheaper rate.

 Relevant cost of both, ‘Make or Buy’ needs to be compared. As 
mentioned that major component of total costs in manufacturing 
of such e-rickshaw is variable in nature, hence, such major 
component of costs can be controlled if SAL buy the all the 
components instead of Making them.

 Only those products need to be made in house whose variable 
cost of manufacturing is less then market price and vice versa.

(iii) �ird and major reason is popularity of their product is 
declining, this is evident from declining in market share and 
lot of complaints from buyers in e-mails and tele-calls for 
manufacturing defects.

 Since these defects arise in product within month period of 
purchase. Hence, product needs to be looked at. Further, some 
of cases customer reported that assembled part is not belonging 
to model they purchased and some customers say assembly is 
not as per specification provided. Hence, quality is needed to be 
ensured in the product delivered. 
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 One of way to look at ‘Quality’ is conformance to need of 
customer, to ensure same Total Productivity Management/ Total 
Quality Management supported by Six Sigma need to be applied 
as part of Lean System Management.

 Total Quality Management is management of entire process, 
including planning process, to meet customer’s requirements. 
PRAISE analysis can be used in order to achieve improve quality.

 Using DMAIC (Define, Measure, Analyse, Improve and Control) 
methodology of Six Sigma, existing business process can be 
improved to ensure customer satisfaction, reducing cycle time 
and reduction in waste also.

(iv) Fourth reason being, large percentage of worker are unskilled. 
Each worker should be provided with requisite training. 
�ough Kaizen, workers should be involved into improvement 
of existing process so that they become able to address small 
problems or improve a process.

(v) Fifth and second major reason is large amount and categories 
of raw materials, dumped by store at production floor; that’s 
too well prior to need. �is reason may be root cause of one 
of complaint by customer that assembled part is not belong to 
model they purchased.

 JIT can be implemented as part of lean system. JIT is pull system 
of production, with single piece flow after considering takt 
time. In JIT, production facility is need to be integrated with 
vendor system for signal (Kanban) based automatic supply which 
depends upon demand based consumption. Under JIT system 
of inventory storage cost is at lowest level due to direct issue of 
material to production department as and when required and 

resultantly less/no material lying over in store or production floor.
 Note - Takt time is the maximum time to meet the demands of the 

customer, this will help to decide the speed of/at manufacturing 
facility. Heijunka can be applied in order to reduce variation 
between takt times over the production.

 Cost benefit analysis of ‘reduction in storage cost along with 
opportunity cost saved’ and ‘increase in ordering cost, purchase 
cost along with stock-out cost’ need to be made.

(vi) Sixth reason for low performance is old established businesses 
processes, especially production processes and contains certain 
activities which are purely unnecessary. 

 Value Analysis is need to be applied in order to ensure maximum 
value to customer by eliminating activities which are not value 
generating, this will control cost also, that’s too strategically. 

 Process Innovation and Business Process Re-engineering can 
also be applied.  Re-engineering is rethinking and radical design 
of business process in order to achieve improvement. It will 
help the SAL to keep them at par with changing technology by 
synchronisation along with redesign, retool the business process.

Further details can be tabled on requisition basis. 

Closure of Report

Mr Reddy, 
Chief Management Accountant
(For Management Accounting Division)
Shakti Automobiles Limited

Skill Assessment Based Questions
�e questions at this level are based on skill assessment. An 
illustrative list of the verbs that appear in a question requirement for 
each question is given in November 2019 issue. It is important that 
students answer the question according to the definition of the verb.
Question 1

About Problem Target Verb/(s)

Life Cycle Costing Advise

Royal Bakers is famous for cakes and cookies. Mr Das the owner 
at Royal Bakers is interested in offering affordable products to 
their customers, hence keen to capture the small scope of cost-
effectiveness. Royal Bakers located in the centre of the city where 
space has a huge cost and royal baker is running out of space during 
peak hour causing loss of sale. Most of the customers are regular to 
Royal Bakers. Royal Bakers is known for fast service, Mr Das wish to 
be true to the tagline ‘Close your eyes to wish and open them to find it 
cooked for you’. �e hurdle rate is 12%.  
Non-availability of skilled workers and high attrition rate of 
workers including chefs is the cause of worry for Mr Das. In order 
to retain workers, Royal Bakers is paying a higher salary than 
industry standards. �e raw material is easily available as and 
when required. Royal Bakers is considering two different models of  
baking oven machine to replace its old oven. �e baking capacity of both 
machines are the same and both will occupy a similar amount of space.
�e first model is the automatic oven which will cost about 
R10,00,000. Another model is the semi-automatic oven which will 
cost at R5,60,000. �e annual operating cost (including depreciation) 
is 40% of the acquisition cost and R4,20,000 in case of automatic and 
semi-automatic oven respectively. After 3 years of use, the automatic 
oven can be salvage at R70,000, whereas semi-automatic oven will 
fetch R20,000 only. �e automatic oven is more advanced and 
equipped with latest technologies to speed up the baking, because 
only ingredient need to be inserted in right proportion and mix. 
Whereas in semi-automatic machine some part of the process needs 
to be performed manually by the workers.
Required 
ADVISE which oven shall royal baker acquire.

Note- You can ignore taxes but need to consider the time value of 
money; decimal accuracy up-to two digits is expected.

Answer
Statement of the Comparable Life Cycle Cost 

Particulars Automatic 

(R)

Semi-
Automatic 

(R)
Acquisition Cost 10,00,000 5,60,000

PV of Entire Life Cash 
Operating Cost (W.N.2)

2,16,000 5,76,000

PV of Salvage Value (W.N.3) (49,700) (14,200)
Total Cost of the Oven over the 
life cycle

11,66,300 11,21,800

Note – Hurdle rate of 12% (marginal cost of capital rate) is considered, 
for purpose of application of time value of money.  

Working Note 1 – Depreciation (R) 
Particulars Automatic Semi-

Automatic
Acquisition Cost 10,00,000 5,60,000
Salvage Value 70,000 20,000
Depreciable Value 9,30,000 5,40,000
Useful life in a number of years 3 3
Depreciation on SLM basis 3,10,000 1,80,000

Working Note 2 – Present Value of Entire Life Cash Operating Cost
Particulars Automatic Semi-

Automatic
Annual Operating Cost 4,00,000 4,20,000
Depreciation (see W.N. 1) 3,10,000 1,80,000
Annual Cash Operating Cost 90,000 2,40,000
Cumulative PV factor @ 12% 
for 3 years

2.40 2.40

PV of Entire Life Cash 
Operating Cost (R)

2,16,000 5,76,000

*Annual operating cost is 4,00,000 i.e., 40% of 10 Lakhs, in case of 
automatic machine.
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Working Note 3 – Present Value of salvage value

Particulars Automatic Semi-
Automatic

Salvage Value 70,000 20,000

PV Factor @ 12% for 3rd year 0.71 0.71

PV of Salvage Value (R) 49,700 14,200

Advise
Based upon life cycle cost, Royal Bakers are advised to acquire semi-
automatic oven, because it causes a saving of R44,500. �e cost has 
qualitative implications too, apart from quantitative or monetary 
implications. Similarly, a management decision is also impacted by 
qualitative and non-monetary quantitative factors. Hence, decision 
taken in part a above may differ if Royal Bakers consider-

Finishing of bake products – the look and taste
It is obvious the presence, which one important feature for bakery 
product in order look delicious and tempting; will be way different if 
cooked in the automatic and semi-automatic machine. �e taste may 
also be different, which is more critical from prospective of customer 
retention because a large number of the customers are regular to 
the royal baker, hence maintaining the principal customer is maybe 
a key consideration. �is factor may go in favour of any of version 
oven. If look goes in favour of automatic oven, then taste may be in 
semi-automatic due to corrections by the worker during baking and 
relatively authentic preparation.

Manpower 
Availability of skilled workers and retention of workers is the cause 
of worry presently. In order to operate an automatic oven obviously 
fewer workers are required; hence money can be saved by cutting 
down recruitment cost and excess salary paid to the worker in order 
to retain them. On the other hand, skilled workers are already in 
scarcity, automatic machine obviously requires a more technically 
competent operator. But largely this factor moves in favour of 
automatic machine despite is costlier. 

Space
Royal Bakers located in the centre of the city where space has a huge cost 
and Royal Bakers is running out of space during peak hour causing loss of 
sale. Although the size of both the ovens are same, the number of worker 
and space required for them surely be less in case of the automatic oven. 
Hence, this factor again moves in favour of automatic oven.

Power consumption and availability 
Although the power consumption cost is presumed to already 
include in annual operating cost hence considered as a monetary 
factor but need and availability of power is a very important factor; 
in order to ensure uninterrupted baking. In the absence of stand-by 
power back-up, power cut may lead to downtime. It will complete 
downtime for the automatic oven and to a certain extent in the case 
of semi-automatic (because the manual process will keep going on). 
Stand-by power back-up will also have an additional cost. 

Customisation 
In case of cookies, it may be ok to produce the standard product; but 
the cake needs to base upon the order of the customer, who may seek 
customisation. Scope of customisation needs to evaluate. In the case 
of the semi-automatic oven, the scope of customisation and ethnicity 
will be relatively high. 

Speed
Royal Bakers is known for fast service, and Mr Das wish to be true to 
tagline ‘Close your eyes to wish and open them to find it cooked for 
you’. �e automatic oven is more advanced and equipped with latest 
technologies to speed up the production. Hence, this factor moves in 
favour of automatic oven.

Detection of the defect 
If speed thrills, then it kills too. In case of the bakery, rework and 

reprocessing is hardly possible, even if possible then at a huge cost; 
hence, it is essential to keep vigil control over quality and detection 
of defect at the earliest stage. In the semi-automatic oven, there is 
the scope of reviewing the material after stage/s and improvisation 
can be done.
Overall, Royal Bakers should take the decision only after due and 
careful consideration of above factors.

Question 2

About Problem Target Verb/(s)

�eory of Constraints Calculate, Interpret, Apply

Ajanta Digital Solutions (ADS) is a renowned name for 
manufacturing a wide variety of digital stationery products for office 
and academic use. �e ‘Abacus division’ of ADS is engaged in the 
production of basic calculators, capable of academic and commercial 
use. Presently Abacus is manufacturing only three models,  
named C-100, C-125, and C-500. �ese calculators are sold to 
customers through wide-spread retailers and distributors’ network 
across the country. 

During manufacturing process, each calculator needs to pass 
through various steps, before it gets ready. PC-IA is the essential step 
and performed manually, where processing chip is being installed, 
activated, and tested. �e production capacity of Abacus is constraint 
by PC-IA. �e basic information pertaining to top-line and the prime 
cost is as follows (Amount in R)-

Particulars C-100 C-125 C-500
Sale price per unit 140 200 450
Material cost per unit 72 104 200
Labour cost per unit 30 52.5 75

All the process and division at ADS are operating for a single shift 
of 8 hours in a day. Conversion cost per hour (including labour 
cost) is R5,600. �e standard output for PC-IA during a day is the 
processing of either 800 units of C-100 or 560 units of C-125, or 
320 units of C-500. ADS is capable of sale more than, what they are 
presently capable to produce in all range of models. �e CEO of 
ADS recently attended a science fair, Robo-tech 4.0; where he saw a 
Robot developed by Synergy Robotics Limited, capable to assembly 
including installation of processing chip to any sort of device.
Required
Management hired you as cost consultant, advice on the  
following aspects
(i) On a random day if 480 units, 140 units and 120 units of 

C-100, C-125, and C-500 respectively are produced and sold, 
CALCULATE at what efficiency level current constraint 
(bottleneck) is operational. INTERPRET the same. COMPUTE 
profit earned during such day.

(ii) FIND production of which model is more beneficial, considering 
the ranking (based upon throughput performance ratio).

(iii) APPLY Goldratt’s five steps to remove the bottleneck at Abacus.

Answer 
(i) Efficiency level can be measured with help of Efficiency Ratio, 

which is one among the control ratios.
 Efficiency ratio indicates the degree of efficiency attained 

in production. It is expressed in term of standard hours for 
actual production as a percentage of the actual hours spent in 
producing that work.

 Standard hours for actual production × 100
 Actual hours worked

 = (9.8/8) × 100 
 = 122.5%
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 Working Note – Standard hour required for actual production 

Product Actual 
output 
(Units) 

(a)

Standard 
Daily 

Output 
(Units) 

(b)

Standard 
Hourly 
Output 

(Units) (c)
(b)/8

Standard 
Hour 

Required 
(a)/(c)

C-100 480 800 100 4.8
C-125 140 560 70 2
C-500 120 320 40 3

Standard Time Required (in hours) 9.8
 Interpretation – 122.5% signifies that efficiency (usage) of 

exploiting bottle-neck activity is 22.5% better than the standard 
use. PC-IA is producing out-put which require 9.8 hours, in  
8 hours.

 Profit earned during the day
Particulars Amount in (R)
Revenue  
[(480×140) + (140×200) + (120×450)]

1,49,200

Less: Material Cost  
[(480×72) + (140×104) + (120×200)]

73,120

Less: Conversion Cost  
(including labour cost) [5,600 × 8hrs.]

44,800

Profit 31,280

(ii) Statement of ranking, based upon throughput performance 
ratio (using throughput contribution) 

Particulars C-100 C-125 C-500
Sale price per units                                                      

…(a)
R140 R200 R450

Material cost per unit
…(b)

R72 R104 R200

�roughput contribution per 
unit                     …(c) = (a) – (b) 

R68 R96 R250

Maximum possible production                                    
…(d) 

800 560 320

Maximum possible throughput 
contribution         …(e)= (c)×(d)

R54,400 R53,760 R80,000

Conversion cost (including 
labour cost) (5,600×8hrs)   …(f )

R44,800 R44,800 R44,800

�roughput performance ratio                                       
                                          ...(e)/(f )

1.21 1.20 1.78

Ranking II III I
 Considering the throughput performance ratio (or TA ratio) 

and ranking above most beneficial model to produce is C-500 
followed by C-100 and C-125.

TA Ratio = �roughput contribution
Conversion cost

•	 Throughput	 accounting	 developed	 by	 Galloway	 and	
Waldron which use the term factory cost and completely 
relay upon the Goldratt’s theory of constraints which use the 
term operating expenses, but the meaning of factory cost 
and operating expenses used at both places are identical. 

•	 Theory	of	constraints	consider	short-run time horizons and 
assume other current operating cost to be fixed costs.

•	 Higher	 the	 throughput	performance	 ratio	 (or	TA	 ratio)	 is	
better and beneficial. 

•	 All	 the	 products/	 models	 which	 have	 throughput	
performance ratio (or TA ratio) more than one may  
be produced/ continued to produce, depending upon 
constraint function.

(iii) Application of Goldratt’s five steps to remove the bottleneck 
at Abacus

 Goldratt’s theory of constraints describes the following 
mentioned five steps process of identifying and taking steps to 
remove the bottlenecks that restrict output.

1. Identifying the System Bottlenecks – At Abacus division of 
ADS, PC-IA is bottleneck.

2. Exploit the Bottlenecks – Bottleneck activities’ capacity 
must be fully utilised. Although the efficiency of bottleneck 
activity is already 122.5% but further attention on the 
possibility to enhance the flow of products from bottleneck 
activity is needful. 

3. Non-bottleneck activities are subordinate – Bottleneck 
activity should setup the pace for non-bottleneck activities. 
Abacus shall plan its production keeping PC-IA at the centre 
point, because even if the efficiency of other activities which 
are non-bottleneck enhanced beyond current level; the 
output can be maximum possible by PC-IA. 

4. Elevate the bottleneck – Eliminate the bottleneck by 
enhancing the capacity and efficiency. Major change (business 
reengineering) or continuous minor change (Kaizen) may do. 
In the case of Abacus, the introduction of the robot may be a 
way to elevate the bottleneck. 

 Note – �ere will always be one bottleneck in the system, if 
such bottleneck is eliminated then a new constraint emerges 
as a bottleneck. Hence, this process continues. Ultimately 
improvement is a never-ending continues process.

5. Repeat the process – Apply step 1 to new bottleneck activity 
which emerges at Abacus and repeat the process.

Question 3

About Problem Target Verb/(s)

Target Costing Explain, Calculate, Evaluate

Venice Light Works (VLW) manufactures multicolour glow bulb 
(MCG-10) used for lighting and decoration. MCG-10 considered as 
reliable product in market due to zero-defect. VLW sells MCG-10 
through retail-chains and individual shopkeeper apart from factory 
outlet. MCG-10 has demand throughout the year but there is high 
demand during festival seasons especially ahead of Diwali. Company 
follows the lot purchase system and manufacture the product ahead 
of peak season of festivals. Presently the VLW is working at 80% of 
capacity and manufacture 4,00,000 bulbs annually, at following per 
unit cost: 

Particulars Behaviour Amount (R)
Direct Material Variable 22
Direct Labour Variable 6
Factory Overhead
1. Engineering Cost
2. Machining Cost
3. Inspection Cost

Fixed
Fixed

Variable

10
5
5

Administration Overheads Fixed 12
Selling and Distribution 
Overheads

Fixed 12

Total Cost 72
Recently the competition in decorative lights and electronic markets 
has escalated, due to goods imported from Chinese manufactures at 
cheap rates. Such imported light bulbs are also sold through same 
shops at which MCG-10 is available for sale. Due cheaper in rate 
customer prefer imported light bulb rather MCG-10. 
To be competitive in market, the marketing department of VLW 
conducted applied research and suggested that price should be 12.5% 
lower than the current prices. VLW during last three financial years 
and during current year records the pre-tax profit @ 10% rate of sale, 
management of VLW wish to earn the same rate of profit (margin) in 
upcoming years too. 
Production and operation manager is of opinion that cost reduction, 
in order to be competitive in market may result in reduction in 
quality, whereas Manager - Quality control suggests, if number of 
inspection staff increased, then inspection can be performed at each 
stage and defect can be curtailed at the earliest stage to eliminate 
rework cost. 
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Management accountant is of the opinion that since MCG-10 is 
mature product, hence majority of cost associated in production 
of MCG-10 are committed in nature, price cutting seems difficult; 
it may hit the top line and bottom line adversely. In response to 
him, Chief engineer suggest product (MCG-10) can be redesigned; 
but marketing manager shown his resistance on the suggestion of 
redesigning of product because according to him ‘existing product 
appearance and features are key reasons for popularity of product in 
market and leads to sale’. 

Required
(i) CALCULATE the price suggested by marketing department.
(ii) COMPUTE the target cost and new margin, appraise percentage 

decline in margin.
(iii) If proportionate cost reduction plan is applied, then 

(a) CALCULATE planned cost reduction for each cost 
category. 

(b) EXPLAIN proportionate cost reduction plan.
(iv) Based upon discussion taken place among the functional 

manger, EVALUATE the possibility of cost reduction in order 
to analyse the possibility of application of target costing. Also 
suggest course of action to adopt. 

Answer
(i) Price suggested by marketing department (Target Price)
 Current cost per unit – R72 per unit
 Profit (Margin) @10% of sale price 
 Sale Price = R72 + 10% of Sale Price
 So, let presume sale price is ‘X’ 
 X = R72 + 10% of X
 X = R72 + 0.1X
 X - 0.1X = R72
 0.9X = R72
 X = R72/ 0.9 
 X = R80 
 New price will be 12.5% less than current price
 R80 – 12.5% of 80 
 R80 – R10 = R70
(ii)  Target cost and new margin
 Target Price – Margin (i.e. 10% of sale price) = Target Cost
 Target Cost = R70 – 10% of 70 
 R70 – R7 = R63 
 New Margin (under target costing) is R7
 Percentage decline in margin
 Existing Margin – New Margin (under target costing)

Existing Margin                                                                                                             × 100

 = 
8-7
8   × 100

 = 12.5% 
 Note
 �ere is decline in margin in absolute term, whereas in relative 

term the margin remains same i.e. 10% of sale price.

(iii)  Planned cost reduction for each cost category under 
proportionate reduction plan

 Amount in R

Particulars Existing Cost Target Cost
Direct Material 22 19.25
Direct Labour 6 5.25
Factory Overhead
1. Engineering Cost
2. Machining Cost
3. Inspection Cost

10
5
5

8.75
4.375
4.375

Administration Overheads 12 10.5
Selling and Distribution 
Overheads

12 10.5

Total Cost 72 63

 Under proportionate reduction plan cost for each category 
is proportionately reduced in proportion of existing weight. 
Here, a presumption is needed to be taken that all the cost are 
avoidable in nature, where as in case of every business; there 
are some of cost categories which are true sense unavoidable 
and committed in such a way that, these continue to occur 
even in shut down situation (e.g. salary to guard, minimum 
rental for electricity and water meter etc.); same is pointed by 
Management Accountant, that product is matured in nature 
(means not in designing or research phase) hence committed 
cost may be unavoidable in nature.

 Note 
 Students must note that fixed costs are not as same as 

unavoidable cost. Fixed cost may be avoidable in nature.

(iv)  Possibility of cost reduction and Suggested course of action 
for VLW

 Target costing comprises four stages. First being determining 
the product target price, quality, and functionality; second 
determine the target cost; thirdly designing the product and 
production process to achieve the target costing, and fourth 
use pilot project to evaluated feasibility. Based upon discussion 
taken place among the functional managers, it is evidential that 
VLW is presently moving towards third stage. 

 As stated by management accountant that product MCG-10 is 
mature nature hence majority of cost are of committed nature, 
hence may be unavoidable in nature. Product MCG-10 is 
material-oriented product and raw material cost is around 30% 
of total cost. So, if gain sharing arrangement can be entered with 
vendor then surely VLW can save some portion of material cost. 

 As said by production and operation manager, cost reduction may 
lead to compromise with quality. He may be right, but he needs to 
look for scientific way to reduce the cost of operations like change 
in batch size (if required can shift to JIT) or outsource some part 
of operations; scientific management can also be applied in order 
to curtail motion time and reduction in labour cost. 

 Quality Manager is of opinion with extra inspection staff, 
quality can be assured, but appointment of additional inspector 
and supervisor will also lead to increase in cost; hence effective 
way to ensure quality while reducing cost of application of 
practice of TQM and Kaizen. Kaizen costing will be great help 
to management of VLW to cut the cost, with support and 
participation from worker. 

 Chief engineer suggestion is appreciable, because target costing 
is most beneficial in those case where the product is in designing 
and planning phase. As per research around 70-80% of cost is 
committed at stage of designing of product. It is important 
to note that the word ‘committed’ is used as ‘not incurred’; 
therefore, cost being committed (i.e., not incurred cost) will 
be incurred when it became due in course of production. But 
redesigning is not feasible from the prospects of marketing of 
product as per the statement made by marketing manager. 

 Marketing manager can conduct applied research in order to 
develop understanding the temperament of customer of MCG-
10, whether they are price sensitive or conformance to need 
is their priority. If customer found price sensitive (existing 
recommendation of marketing team shows high possibility of 
this, because marketing team feels customers can be retained is 
price is reduced by 12.5%) then product redesign may opted. But 
if conformance to need is their (customers) priority, then value 
chain analysis can be used to identify the activities which creates 
value to customer and other than these activities (which are not 
creating the value) can be eliminated in order to reduce the cost.

 So, there are possibility to reduce the cost, even if not in all the 
cost category then surely in some of categories; so that target 
cost can be achieved.

“Every effort has been made to include all possible elucidations 
for a given case/ question aided by outline and well-chosen 
photographs for quick industry/ concept reference”.
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