APPLIED FINAN



Traditional approaches to measuring ‘Shareholders’ Value Creation used parameters such as
earnings capitalisation, market capitalisation and present value of estimated future cash flows.

Extensive equity research has now established that it is not earnings per se, but value which is
important.

A new measure called “Economic Value Added” (EVA) is increasingly being applied to
nderstand and evaluate financial performance.
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What does EVA show ?

EVA is residual income after charging the Company for the cost of capital provided
by lenders and shareholders. It represents the value added to the shareholders by
generating operating profits in excess of the cost of capital employed in the business.

When will EVA increase ?

(a) Operating profits can be made to grow without employing more capital, i.e.
greater efficiency.

invested in projects that return more than the cost of
itable growth.

apital, i.e., liquidate




Utility of EVVA Continued

(i) EVA is a management tool that discloses the impact of both strategic as well as
operational decision of the management. The examples of strategic decisions are:
what investment to make, which business to exist, which financial structure is

optimal, etc. While operational decision include, whether to make in house or out
ce, repair or replace equipment or, make short or long production runs, etc.
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The foreign exchange market is the market where the currency of one
country is exchanged for the currency of another country. Most

urrency transactions are channelled through the world-wide interbank
nterbank market is the wholesale market in which major




A foreign exchange rate is the price of one currency quoted in terms of
another currency.

When the rate is quoted per unit of the domestic currency, it is referred to
as direct quote. Thus, the US$ and INR exchange rate would be written

of domestic currency per unit of the




The spot exchange rate is the rate at which a currency can be bought or
sold for immediate delivery which is within two business days after the
day of the trade.

Bid-ask spread is the difference between the bid and ask rates of a
rency.
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following four international parity relationships:




“We frequently hear things like “the dollar strengthened (or weakened) in financial

Markets today” or the dollar is expected to appreciate (or depreciate) relative to the
Rupee.” When we say that the dollar strengthens or appreciates, we mean that the
value of a dollar rises, so that it takes more foreign currency to buy a dollar.
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Rupee has depreciated a record low of Rs. 57.32 on June 22-2012 against US dollar.

Loss of potential European export market. Due to Euro-zone debt crises. Financial
crunch and insolvency. The main countries are Greece, Ireland, Portugal, Spain and
Italy and France.

Export leads to foreign exchange inflow.
Huge oil bills due to import of crude oil.

FII’s turned bearish due to implementation of GAAR™* retroactively.

easons lead to scarcity of US dollar and depreciated partially

*General Anti Avoidance Rule aimed at preventing deals or incomeés that are
structured to avoid taxes 10



What is GAAR? General Anti Avoidance Rule is aimed at preventing deals or
Incomes that are structured only to avoid paying taxes.

Why is GAAR Required? Isn’t Tax Planning and Tax Savings Legitimate ; In
India the courts have ruled that savings of taxes through permissible instruments
of Tax planning is legitimate. But Tax Avoidance is illegal.

Why are Anti-Avoidance measures necessary? According to some expert in an
environment of moderate rates of tax, it is necessary that the correct tax base be

used for calculating taxes in the face of aggressive planning and use of opaque
ow tax jurisdictions for residents as well as for sourcing capital.

AR Affect ? Almost anybody and everybody. Corporations may
employees if Taxmen conclude that these




India’s is suffering from stagflation of its own version; Morgen and
Stanley

P.M. is rated as under-achiever; Times Magazine.

Indian economy downgraded from stable to negative; Standard & Poors.

Raising FDI Limit in insurance sector from 29% to 49%.

ode (DTC) to overhaul archaic income tax



PM promises in G20 summit at Los Cabos, Mexico, to provide $ 10
billlion (Appx Rs 56,000 crore) under deficit economy when the people
are subjected to growing economic burdens.

The three major rating agencies forced India to allow International
Capital flows by the recent reform witnessed. There is a strong
suspicions that these agencies promote agenda of international finance
capital by manipulating their ratings.

agencies had earlier given AAA rating to mortgage-based debt of




The retail sector in India conservatively contributes 11% of the GDP and
employs over 40 million people. According to the 4" Economic census,

38.2% of rural and 46.4% of urban employment is generated in this
sector.

Permitting multinational giants in retail will only displace these millions
into poverty and misery.
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