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Syllabus

PAPER 19: COST AND MANAGEMENT AUDIT (CMAD)
Syllabus Structure
The syllabus comprises the following topics and study weightage:

A | Cost and Management Audit 60%
B Internal Audit and Operational Audit 20%
C | Case Study on Performance Analysis 20%

ASSESSMENT STRATEGY

There will be written examination (including case study/ caselet analysis) paper of three hours

OBJECTIVE

To promote the knowledge of Cost and Management Accountancy to provide educational facilities for training of budding

professionals for excelling in the field of management accounting. To promote the decision-making skills and administrative
competence relevant to management accounting and corporate management in general.

Learning Aims

The syllabus aims to test the student’s ability to:

Focus on basic costinformation, appropriately computed cost centre wise, system based cost data support for decision-
making processes

Ensure uniformity and maintain cost records as per Generally Accepted Cost Accounting Principles

Tabulate the costinformation and construct the system thus evolved for gainful operation and use in the strategy making
for measuring productivity, profitability, etc.

Prepare cost audit report in compliance with statutory obligations

Understand the usefulness of cost audit and interpret for stakeholders view

Discuss the concepts of management audit and demonstrate its usefulness

Evaluate the performance of an organization through cost accounting records and cost audit reports

Recommend desired course of action for optimal utilization of scarce resources which can lead to improve the productivity

and profitability of an organization

Skill Set required

Level C: Requiring skill levels of knowledge, comprehension, application, analysis, synthesis and evaluation.

Section A : Cost and Management Audit 60%
1. Companies (Cost Records and Audit) Rules, 2014 [in lieu of CARR and CAR]
2.  Cost Accounting Standards
3.  Cost Auditing Standards [CAAS - renamed as Cost Auditing Standards as per Section 148(3) of Companies
Act, 2013]
4.  Cost Auditor - appointment and related issues
5. Management Reporting under Cost Audit
Section B: Internal Audit and Operational Audit 20%
6. Internal Audit and Operational Audit
Section C: Case Study on Performance Analysis 20%




SECTION A: COST AND MANAGEMENT AUDIT [60 MARKS]
1. Companies (Cost Records and Audit) Rules, 2014
(in lieu of Cost Accounting Record Rules, 2011 & Cost Audit Report Rules, 2011)

Cost Accounting Standards
Cost Auditing Standards
(in lieu of Cost Audit & Assurance Standards)

4. Cost audit, appointment of cost auditor
(@) Nature and scope of cost audit
(b)  Provisions under Companies Act relating to maintenance of Cost Records and Cost Audit
(c) Cost auditor-appointment, rights and responsibilities
(d)  Structuring the cost audit
(e)  Product-group Classification
5. Management Reporting under Cost Audit
(@) Management Reporting issues under Cost Audit
Section B: Internal Audit and Operational Audit [20 marks]
6. Internal audit and operational audit
(a) Concept of internal and operational audit
(b) Internal Audit-techniques and procedures
(c) Internal Audit Report
(d) Operational Audit—techniques and procedures
(e) Operational audit report
0] Special report for banks, shareholders, employees etc

(g) Evaluation of internal control system, budgetary control system, inventory control system, management
information system

(h)  Management Audit—concepts, procedures

Section C: Case Study on Performance Analysis — based on information as per Companies (Cost Records and Audit) Rules,
2014 [20 marks]

FORM OF THE PERFORMANCE APPRAISAL REPORT
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Study Note - 1

COST AUDIT _ﬁ_

This Study Note includes

1.1 Cost Audit — Basics

1.2 Origin of Cost Audit

1.3 Genesis of Cost Audit in India

1.4 Relevance of Cost Audit

1.5 Objectives of Cost Audit

1.6 Cost Records and Cost Audit — as per Companies Act, 2013
1.7 Companies (Cost Records and Audit) Rules, 2014

1.1 COST AUDIT - BASICS

Cost Audit involves an examination of cost books, cost accounts, cost statements and subsidiary and
prime documents with a view to satisfying the auditor that these represent true and fair view of the
cost of production. This includes the examination of the appropriateness of Cost Accounting system.

The term cost audit has been defined by the Institute as “Cost audit is an independent examination of
cost and other related information in respect of a product or group of products of an entity whether
profit oriented or not, irespective of its size or legal form, when such an examination is conducted with
a view to expressing an opinion thereon”.

The Institute of Cost Accountants of India on the other hand, defines cost audit as “a system of audit
introduced by the Government of India for the review, examination and appraisal of the cost accounting
records and attendant information, required to be maintained by specified industries.”

Thus the concept and scope of cost audit as defined in India is more specific and lays emphasis on the
evaluation of the efficiency of operations and the propriety of management actions as introduced by the
Government of India for specified industries. In this sense, cost audit in India appears to be synonymous
with efficiency audit mainly as a guide for management policy and decision making besides being a
barometer of actual performance.

1.2 ORIGIN OF COST AUDIT

In India, methods and techniques of cost accounting and audit of cost accounts can be traced back
to pre-independence era when a large number of firms were given contracts by the Government of
India on cost plus basis. The Government then started verifying and investigating into the cost structure of
such firms. This frend continued on a large scale during World War Il that led to the recognition of cost as
a distinct concept not only in India but also in the industrial economies of the world. A phenomenon of
cost consciousness started taking shape in the country and the Institute of Cost and Works Accountants
of India was set up in 1944 with the objectives of promoting, regulating, and developing the profession
of cost accountancy in the country.

The Institute of Cost and Works Accountants of India ( now The Institute of Cost Accountants of India) was
later incorporated as a statutory body by an Act of Parliament in 1959. In moving the Cost and Works
Accountants Bill for reference to the Joint Committee, the Deputy Minister of Commerce and Industry
explained the nature and purpose of cost accounting as follows (Lok Sabha Debates, Vol. XXIV, dated
20th December, 1958, pp. 6608-09):
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“Cost accounting is a function entirely different from general or financial accounting. Cost accountancy
covers a wide range of subjects, with special emphasis on cost accounting, factory organization
and management, engineering techniques, and knowledge of the working of the factories. The cost
accountant performs services involving pricing of goods, preparation, verification, cerfification of cost
accounts and related statements, or recording presentation or certification of cost facts or data. In a
manufacturing concern, he works out the economical cost of production and evaluates its progress
at each stage of production. In mass production enterprises, he points out wastage of manpower due
to overstaffing or inefficient organization and indicates the output, the capacity of the machines and
labour, the stock position, the movement of stores and weakness in the production process. The systematic
determination of costin every single and distinct process of manufacturing provides a continuous check
on the margin of waste in the processing of raw and semi-finished materials, on the utilisation of machinery
installed, on manpower expended and the percentage of rejection of finished products. This pinpoints
also the particular process in which defects and deficiencies exist, thereby enabling immediate remedial
measure being taken. Costing, in short, aims at making the organization efficient and economical, by
providing the minimum of labour and material and getting the full capacity of the machine output. The
cost accountant, therefore, is concerned solely and mainly with the internal economy of the industry,
and renders services essential to the day-to-day management of the undertaking.”

1.3 GENESIS OF COST AUDIT IN INDIA

In the mid-fifties, famous case of corporate frauds in Dalmia-Jain companies virtually jolted the then
Government. It resulted in the Government appointing Vivian Bose Commission and later the Dutta
Commission and Daphtary-Sastri Committee. These Commissions/ Committees observed inadequacies
in the then existing system of financial accounting and audit and also in the then existing system of
corporate disclosures. They recommended a more effective system of cost accounting and cost audit,
to supplement the financial accounting and auditing practices.

Further, in the initial phase of industrial development of the country, there was an acute shortage of
goods & materials, as well as, majority of inputs and resources for the production/manufacture of various
capital & consumer goods. In the face of scarcity and shortage of almost all the inputs, products and
services, Government had to resort to a policy of permits and licensing. A mechanism of Cost audit
and maintenance of structured cost data were considered as important instruments in the hands of the
regulatory authorities fo monitor, control and regulate the efficient use of scarce resources and inputs
so made available and monitor cost of production and administer prices. Thus, Cost Audit as a unique
feature of corporate management in India, emerged.

1.4 RELEVANCE OF COST AUDIT

In the initial years, Cost Audit was taken merely as a tool for ‘price control mechanism’ for consumer
and infrastructure industries in India. The main objective of Cost Audit when statutorily introduced under
the provisions of the Companies Act, 1956 was to meet the Government requirements for regulating
the price mechanism in some core industries. The objective was to provide an authentic data to the
Government to regulate the demand and supply in the country through a price control mechanism.

The liberalization of the economy and consequential globalization has further enhanced the need for
authentic data.

The Expert committee formed by the Government of India to study the Cost Audit scenario in the country,
highlighted the following benefits of cost information:

% Cost Information enables the organization to structure the cost, understand it and use it for
communicating with the stakeholders.

% Costing is an important tool in assessing organizational performance in terms of shareholder and
stakeholder value. It informs how profits and value are created, and how efficiently and effectively
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operational processes transform input into output. It contributes to the data input on economy
level parameters like resources efficiency, waste management, resources allocation policies etc.

% Costing includes product, process, and resource-related information covering the functions of the
organization and its value chain. Costing information can be used to appraise actual performance
in the context of implemented strategies.

< Good practice in costing should support a range of both regular and non-routine decisions when
designing products and services to

o meet customer expectations and profitability targefts;
. assist in continuous improvements in resources utilisation; and
. guide product mix and investment decisions.

¥ Working from a common data source (or a single set of sources) also helps to ensure that output
reports for different audiences are reconcilable with each other.

< Integrating databases and information systems can help to provide useful costing information more
efficiently as well as reducing source data manipulation.

As per International Federation of Accountants (IFAC), the general principles of costing and the design
of costing systems in this Guidance are generally applicable to all types of organization. For example,
cost information is an equally important driver of performance information and reporting in public and
not-for-profit organizations. However, some jurisdictions apply legislative expectations on performance.
These legislative mandates require reporting entities to develop and report cost information on a
consistent and regular basis. Rules in some jurisdictions prescribe the calculation of unit costs to (q)
allow comparisons between public authorities, and (b) establish the performance of specific activifies.

Cost audits help to ascertain whether an organization’s cost accounting records are so maintained
as to give a true and fair view of the cost of production, processing, manufacturing, and mining of a
product. Therefore, cost audits can be used to the benefit of management, consumers and shareholders
by (a) helping to identify weaknesses in cost accounting systems, and (b) to help drive down costs by
detecting wastage and inefficiencies. Cost audits are also of assistance to governments in helping to
formulate tariff and taxation policies.

The Expert Group noted that the Indian economy has to migrate from the current status to the top end
position of the global competitiveness index in a short/medium time span. In a paper published by Mr.
P.L. Joshi (University of Bahrain in 2001) based on a survey of firms in India on adoption of management
accounting techniques it has been stated that, “Indian managements are generally conservative in
adopting to new techniques of management accounting.” Considering the maturity levels of cost and
management accounting in Indian economy caused by the legacy of protected environment, we have
along way to traverse without the luxury of time. We do not have the luxury of a long experience curve
for this to happen and need to work out the strategies including policy intervention which will position
cost and management accounting as a soft infrastructure towards building national competitiveness.
We can look at the following maturity levels for devising a strategy:

Base Level Plethora of legacy practices of cost accounting/ management
Levelll : A National standard level of cost accounting discipline
Level lll : A self driven level of world class cost/management accounting

The Expert Group was of the view that migrating through above levels should be at great speed and
especially Level Il will require statutory drive through standard cost accounting practices for the entire
corporate sector. Once an enterprise crosses Level llinto Level lll it will be in a mode of voluntary adoption
of all cost and management accounting guidelines to be issued by professional bodies either for internal
financial management or for external reporting.
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Hence, the Expert Group recommended phased introduction of cost accounting and cost audit
framework in all companies to achieve the highest levels of competitiveness

The Group strongly believed that the Indian economy is at a maturity level of Il. Therefore, instead of
strict rules and laws, Indian industry needs directions, principles and guidance from the Government.
At this maturity level, the Group felt that the industry should be given more freedom and flexibility and
ultimately, over a period of tfime, the industry will achieve sufficient maturity level where driving force will
be self discipline rather than any law of the Government. Till Indian industry reaches at the highest level
of maturity, there is a need for compliance & monitoring mechanism in all fundamental parameters of
economic activities.

The group also recognized that there is a major focus shift from the corporate governance to the
enterprise governance. IFAC too, has started recognizing the need for adequate cost information and
reporting framework to the governing body of enterprises for risk-management and decision making
needed to enhance the stakeholders’ value. IFAC has also very clearly highlighted the usage of such
framework in the functioning of government and other public agencies. It is significantly clear that
government regulation has to come to stay in the global economy. The international bodies, concerned
with economic activities, like WTO, European Union etc. have emphasized the need for regulation in
one form or other. At present, the regulatory bodies have prescribed their own formats in which the
companies are required to submit the necessary cost information. In the absence of accurate and
reliable cost data at the end of the companies/utilities, the regulatory bodies cannot discharge their
statutory responsibilities in, say, fixing the correct tariff and other charges. They take the certified cost
data in the prescribed formats from the companies/service providers. Such data is generated from
the companies costing systems and if they are not well designed and implemented, even the certified
copies may not provide relevant and reliable data to the regulatory bodies on which they base their
decisions. Hence, it is highly mandated and imperative to ensure that the companies are maintaining
proper records of costing through well designed costing accounting system and get these records duly
audited/certified from an independent cost expert.

1.5 OBJECTIVES OF COST AUDIT

Cost Audit has both general and social objectives. The general objectives can be described to include
the following:

Verification of cost accounts with a view to ascertaining that these have been properly maintained
and compiled according to the cost accounting system followed by the enterprise.

7

< Ensuring that the prescribed procedures of cost accounting records rules are duly adhered to
Detection of errors and fraud.

R/
0.0

Verification of the cost of each “cost unit” and “cost center” to ensure that these have been
properly ascertained.

% Determination of inventory valuation.

< Facilitating the fixation of prices of goods and services.

% Periodical reconciliation between cost accounts and financial accounts.

< Ensuring optimum utilization of human, physical and financial resources of the enterprise.
< Detection and correction of abnormal loss of material and time.

< Inculcation of cost consciousness.

< Advising management, on the basis of infer-firm comparison of cost records, as regards the areas
where performance calls for improvement.

« Promoting corporate governance through various operational disclosures to the directors.
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% Among the social objectives of cost audit, the following deserve special mention :

« Facilitation in fixation of reasonable prices of goods and services produced by the enterprise.

< Improvement in productivity of human, physical and financial resources of the enterprise.

< Channelising of the enterprise resources to most optimum, productive and profitable areas.

< Availability of audited cost data as regards contracts containing escalation clauses.

% Facilitation in settlement of bills in the case of cost-plus contracts entered into by the Government.

%  Pinpointing areas of inefficiency and mismanagement, if any for the benefit of shareholders,
consumers, etc., such that necessary corrective action could be taken in time.

1.6 COST RECORDS AND COST AUDIT — AS PER COMPANIES ACT, 2013

As per section 2(13) of Companies Act, 2013, “books of account” includes records maintained in
respect of—

(i) all sums of money received and expended by a company and matters in relation to which the
receipts and expenditure take place;

(i) all sales and purchases of goods and services by the company;
(iii) the assets and liabilities of the company; and

(iv) theitems of cost as may be prescribed under section 148 in the case of a company which belongs
to any class of companies specified under that section;

Books of account, etc., to be kept by company [Section 128]

(1) Every company shall prepare and keep atits registered office books of account and otherrelevant
books and papers and financial statement for every financial year which give a frue and fair view
of the state of the affairs of the company, including that of its branch office or offices, if any, and
explain the tfransactions effected both at the registered office and its branches and such books
shall be kept on accrual basis and according to the double entry system of accounting:

Provided that all or any of the books of account aforesaid and other relevant papers may be kept
at such other place in India as the Board of Directors may decide and where such a decision is
taken, the company shall, within seven days thereof, file with the Registrar a notice in writing giving
the full address of that other place:

Provided further that the company may keep such books of account or other relevant papers in
electronic mode in such manner as may be prescribed.

(2) Where a company has a branch office in India or outside India, it shall be deemed to have
complied with the provisions of sub-section (1), if proper books of account relating to the
fransactions effected at the branch office are kept at that office and proper summarised returns
periodically are sent by the branch office to the company at its registered office or the other
place referred to in sub-section (1).

(3) The books of account and other books and papers maintained by the company within India shall
be open for inspection at the registered office of the company or at such other place in India
by any director during business hours, and in the case of financial information, if any, maintained
outside the country, copies of such financial information shall be maintained and produced for
inspection by any director subject to such conditions as may be prescribed:

Provided that the inspection in respect of any subsidiary of the company shall be done only by the
person authorised in this behalf by a resolution of the Board of Directors.
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(4)

()

(6)

Where an inspection is made under sub-section (3), the officers and other employees
of the company shall give to the person making such inspection all assistance in connection with
the inspection which the company may reasonably be expected to give.

The books of account of every company relating to a period of not less than eight financial years
immediately preceding a financial year, or where the company had been in existence for a
period less than eight years, in respect of all the preceding years together with the vouchers
relevant to any entry in such books of account shall be kept in good order:

Provided that where an investigation has been ordered in respect of the company under Chapter
XIV, the Central Government may direct that the books of account may be kept for such longer
period as it may deem fit.

If the managing director, the whole-time director in charge of finance, the Chief Financial Officer
or any other person of a company charged by the Board with the duty of complying with the
provisions of this section, contravenes such provisions, such managing director, whole-time
director in charge of finance, Chief Financial officer or such other person of the company shall be
punishable with imprisonment for a ferm which may extend to one year or with fine which shall not
be less than fifty thousand rupees but which may extend to five lakh rupees or with both.

Central Government to Specify Audit of Items of Cost in respect of certain Companies [Section 148]

(1)

(2)

(3)

(4)

()

The Cenfral Government may, by order, in respect of such class of companies engaged in the
production of such goods or providing such services as may be prescribed, direct that particulars
relating to the utilisation of material or labour or to other items of cost as may be prescribed shall
also be included in the books of account kept by that class of companies.

Provided that the Central Government shall, before issuing such order in respect of any class of
companies regulated under a special Act, consult the regulatory body constituted or established
under such special Act.

If the Central Government is of the opinion, that it is necessary to do so, it may, by order, direct
that the audit of cost records of class of companies, which are covered under sub-section (1) and
which have a net worth of such amount as may be prescribed or a turnover of such amount as
may be prescribed, shall be conducted in the manner specified in the order.

The audit under sub-section (2) shall be conducted by a Cost Accountant in practice who shall
be appointed by the Board on such remuneration as may be determined by the members in such
manner as may be prescribed.

Provided that no person appointed under section 139 as an auditor of the company shall be
appointed for conducting the audit of cost records.

Provided further that the auditor conducting the cost audit shall comply with the cost auditing
standardes.

Explanation.— For the purposes of this sub-section, the expression "cost audifing standards” mean
such standards as are issued by the Institute of Cost and Works Accountants of India, constituted
under the Cost and Works Accountants Act, 1959, with the approval of the Central Government.

An audit conducted under this section shall be in addition to the audit conducted under section
143.

The qualifications, disqualifications, rights, duties and obligations applicable to auditors under this
Chapter shall, so far as may be applicable, apply to a cost auditor appointed under this section
and it shall be the duty of the company to give all assistance and facilities to the cost auditor
appointed under this section for auditing the cost records of the company.

Provided that the report on the audit of cost records shall be submitted by the cost accountantin
practice to the Board of Directors of the company.
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(6) A company shall within thirty days from the date of receipt of a copy of the cost audit report
prepared in pursuance of a direction under sub-section (2) furnish the Central Government with
such report along with full information and explanation on every reservation or qualification
contained therein.

(7) If, ofter considering the cost audit report referred to under this section and the information and
explanation furnished by the company under sub-section (6), the Central Government is of
the opinion that any further information or explanation is necessary, it may call for such further
information and explanation and the company shall furnish the same within such time as may be
specified by that Government.

(8) If any default is made in complying with the provisions of this section,—

(a) the company and every officer of the company who is in default shall be punishable in the
manner as provided in sub-section (1) of section 147;

(b) the cost auditor of the company who is in default shall be punishable in the manner as
provided in sub-sections (2) to (4) of section 147.

1.7 COMPANIES (COST RECORDS AND AUDIT) RULES, 2014

The salient features are as follows:

e The Companies are required fo maintain Cost Records if furnover exceeds X 35 crores or more
during immediately preceding Financial Year in respect of the products and services specified;

* The Companies (Cost Records and Audit) Rules, 2014 has categorised the entities info Regulated
Sector and Unregulated Sectors;

¢ The entities falling under the Regulated sectors having overall annual turnover of ¥ 50 crores or more
and the aggregate turnover of the individual products or services of ¥ 25 crores or more have to
get their Cost Records Audited;

e Sixsectors are brought under the Regulated category namely Telecommunication services; Power
generation, Transmission, Distribution and Supply; Petroleum products; Drugs and Pharmaceuticals;
Fertilisers; Sugar and Industrial alcohol;

* The entities falling under the Unregulated category viz. Business of plastics and polymers, glass,
electrical, textiles, milk powder businesses, etc., having annual turnover of ¥ 100 crores or more
and the aggregate turnover of the individual products or services of ¥ 35 crores or more have to
get their Cost Records Audited;

* Exemptions are provided to Companies whose revenue from exports, in foreign exchange, exceeds
75% of total revenue and Companies operating from Special Economic Zones.

[This is explained in details in Study Note 2]
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Study Note - 2

COMPANIES (COST RECORDS & AUDIT) RULES, 2014 &
GUIDANCE NOTE ON COST ACCOUNTING STANDARDS

R o S

This Study Note includes

Section - A

2.1 Companies (Cost Records & Audit) Rules, 2014

Section - B

2.2 Guidance Note on Cost Accounting Standard on Cost of Production for Captive

Consumption (CAS-4)

2.3 Guidance Note on Cost Accounting Standard on Material Cost (CAS-6)

2.4 Guidance Note on Cost Accounting Standard on Employee Cost (CAS-7)
2.5 Guidance Note on Cost Accounting Standard on Cost of Utilities (CAS-8)
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SECTION - A

2.1 COMPANIES (COST RECORDS & AUDIT) RULES, 2014

An analysis through — diagrammatic representation

Rules/Forms

Summary

Rule 1: Short title
commencement

and

(1) These rules may be called the Companies (Cost Records and
Audit) Rules, 2014.

(2) They shall come into force on the date of publication in the
Official Gazette i.e. 30.06.2014.

Rule 2: Definitions

In these rules, defined various points -

(a) Act; (aa) Central Excise Tariff Act Heading; (b) Cost Accountant
in practice; (c) cost auditor (d) cost audit report; (e) cost records; (f)
form; (g) institute; (h) all other words and expressions used in these
rules but not defined, and defined in the Act or in the Companies
(Specification of Definition Details) Rules, 2014 shall have the same
meanings as assigned to them in the Act or in the said rules.

Rule-3: Application of
Records

Cost

Two categories (regulated sectors and non-regulated sectors)
have been retained and a general threshold of turnover of ¥ 35
crores or more has been prescribed for companies covered. Micro
enterprise or a small enterprise as per MSMED Act, 2006 have been
taken out of the purview.
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Rule 3: Diagrammatic Representation

Applicability for maintenance of Cost Records

'

Domestic or Foreign Company

!

Listed In Table of Rule 3

!

!

Regulated Non-regulated

!

!

Engaged In Production of goods or providing services

!

Overall turnover from all of Its products and services
>3 35 crore (preceding financial year)

Rule-4: Applicability
Audit

for

Cost

Even for regulated sectors like Telecommunication, Electricity,
Petroleum and Gas, Drugs and Pharma, Fertilizers and Sugar, Cost
audit requirement has been made subject to a turnover based
threshold of ¥ 50 crores for all product and services and X 25 crores
for individual product or services. For Non-regulated sector the
threshold is ¥ 100 crores and X 35 crores respectively.
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Rule 4: Diagrammatic Representation
Applicability of Cost Audit
(Rule 4)
w‘ v
Regulatory Sectors Non- regulatory Sectors
(A) (B)
A 4 \ 4
v A v l v v
Overall If revenue If If revenue If Overall
annual from export Operating from export Operating annual
turnover (foreign from (foreign from turnover
during exchange) Special exchange) Special during
immediately > 75% of Economic > 75% of Economic immediately
preceding fotal Zone (SEZ) total Zone (SEZ) preceding
financial year revenue revenue financial
>3 50 crore year
>% 100 crore
v v v
Aggregate Aggregate
turnover of A turnover of
the Rule 4 shall not the
Individual apply. Individual
product or Only Rule 3 will product or
products or apply products or
service or service or
services services
>3 25 crore =Y 35 crore

Require Cost Audit

under Rule 4

Rule-5: Maintenance of Cost

Records

The requirement to maintain cost records in Form CRA-1 have been
postponed to Financial Year 2015-16 for the following companies in
some non-regulated sectors, namely; Coffee and Tea, Milk Powder
and Electricals and electronic machinery.

Rule-6: Cost Audit

Any casual vacancy in the office of a cost auditor, whether due to
resignation, death or removal to be filled by the Board of Directors
within thirty days of occurrence of such vacancy and the company
shall inform the Central Government in Form CRA-2 within thirty
days of such appointment of cost auditor.
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Cost Audit (Rule 6)

A

Board Meeting
(Appointment within 180 days of the commencement of Financial Year)

\ 4 \ 4

Company shall inform Whichever is earlier
the Cost Auditor
concerned of his or its
appointment

v \ 4
File a no’r.ice of File a notice of such
such appointment appointment with
with the CG within the CG within a
a period of 30 days period of 180 days
of Board meeting in from the
Whigh such _ commencement of
appointment is the financial year
made.
v v \ 4

Auditor shall continue in office fill the expiry of 180 days from the closure of the financial year or fill
he submit the report

A 4

Casual Vacancy shall be filled
by BOD within 30 days

A 4

Inform the CG in CRA - 2 within
30 days of such appointment

A

Submit Cost Audit Report by
Cost Auditorin CRA-3

A 4

Cost Audit Report submitted to
BOD within 180 days

A 4

Company within 30 days from the date of receipt of a
copy of Cost Audit Report, furnish to the CG in CRA- 4
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CRA-1: Forms in which cost|The form CRA-1 prescribes the form in which cost records shall be
records shall be maintained maintained. The form categorises the requirement of maintaining
[Pursuant to rule 5(1)] proper details as per 30 headings. The headings are as follows: (1)
Material Cost, (2) Employee Cost, (3) Utilities, (4) Direct Expenses,
(5) Repair and Maintenance, (6) Fixed Assets and Depreciation,
(7) Overheads, (8) Administrative Overheads, (9) Transportation
Cost, (10) Royalty and Technical Know-how, (11) Research and
Development expenses, (12) Quality Control Expenses, (13)
Pollution Control Expenses, (14) Service Department Expenses,
(15) Packing Expenses, (16) Interest and Financing Charges, (17)
Any other item of Cost, (18) Capacity Determination, (19) Work-
in-progress and finished stock, (20) Captive Consumption, (21) By-
Products and Joint Products, (22) Adjustment of Cost Variances,
(23) Reconciliation of Cost and Financial Accounts, (24) Related
Party Transactions, (25) Expenses or Incentives on Exports, (26)
Production records, (27) Sales records, (28) Cost Statements, (29)
Statistical Records, (30) Records of Physical Verification.

CRA-2: Form of infimation of [ (1) Corporate Identity number (CIN) or foreign company

appointment of cost auditor registration number (FCRN) of the company
by the company to Central | (2) General Information
Government

(3) Product(s)/Service(s) to which Cost Audit relates
[Pursuant to rule 6(2) & (3A)] (4) Detalils of all the Cost Auditor(s) appointed
(5) Financial year to be covered under the Cost Audit

(6) Details of previous Cost Auditor which has not been
reappointed

(7) Attachments
- Copy of the Board resolution of the company

- Optional attachment - if any

CRA-3: Form of Cost Audit | Clause (vii) have been added to auditor’s report as under:

Report Detailed unit-wise and product/service-wise cost statements
[Pursuant to rule 6(4)] and schedules thereto In respect of the product/services under
reference of the company duly audited and certified by me/us

are/are not kept in the company.
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Annexure to Cost Audit Report

Annexure has been reclassified into four parts as under:

Part-A
General Information,

General Details of Cost Auditors,
Cost Accounting Policy,
Product/Service Details —for the company as a whole.

Part-B For Manufacturing Sector

Quantitative Information,

Abridged Cost Statement,

Details of Materials Consumed,

Details of Utilities Consumed,

Details of Industry Specific Operating Expenses.

Part-C For Service Sector
Quantitative Information,

Abridged Cost Statement,

Details of Materials Consumed,

Details of Utilities Consumed,

Details of Industry Specific Operating Expenses.

Part-D

Product and Service Profitability Statement,
Profit Reconciliation,

Value Addition and Distribution of Earnings,

Financial Position and Ratfio Analysis,
Related Party Transactions,
Reconciliation of Indirect taxes.

CRA - 4: Form for fiing Cost
Audit Report with the Central
Government

[Pursuant to rule 6(6)]

(1) Corporate identity number (CIN) or foreign company
Registration number (FCRN) of the company
(2) General Information
(3) Corporate identity number (CIN) or foreign company
Registration number (FCRN) of the company
(4) Details of Industries/Sectors/Product(s)/Service(s) (CETA
headling level, wherever applicable as per Rules for Regulated
and Non-regulated sector) for which the Cost Audit Report is
being submitted
(5) Details of Industries/Sectors/Product(s)/Service(s) (CETA
headling level, wherever applicable as per Rules for Regulated
and Non-regulated sector) not covered in the Cost Audit
Report
(6) Details of the cost auditor(s) appointed
(7) Details of observation of the Cost Audit report
(8) Attachment
- XBRL document in respect of the cost audit report and
Company’s informatfion and explanaftion on every
Qualification and reservation contained therein

- Optional atftachment, if any.

Detailed Rule as per pronouncement by the MCA, GOl is reproduce for reference:-
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The Companies (Cost Records and Audit) Rules, 2014 came into force on 30" June, 2014. These rules
were amended on 31 December’ 2014 giving effect to Rule 2, 3, 4,5, 6, 7 and Form CRA 1 & CRA 3. It
was further amended on 12" June’2015 to giving effect on Form CRA 2 & CRA 4.

Represented hereunder the existing provisions as applicable, after considering amendments till date,
as mentioned above:

1. Short title and commencement [Rule 1]
(1) These rules may be called the Companies (Cost Records and Audit) Rules, 2014.

(2) They shall come into force on the date of publication in the Official Gazette.

2. Definitions [Rule 2]
In these rules, unless the context otherwise requires -
(@) "Act” meansthe Companies Act, 2013 (18 of 2013);

(aa) “Central Excise Tariff Act Heading” means the heading as referred to in the Additional Notes in
the First Schedule to the Central Excise Tariff Act, 1985 [5 of 1986];

(b) "Cost Accountantin practice” means a cost accountant as defined in clause (b) of sub-section
(1) of section 2 of the Cost and Works Accountants Act, 1959 (23 of 1959), who holds a valid
certificate of practice under sub-section (1) of section 6 of that Act and who is deemed to
be in practice under sub-section (2) of section 2 thereof, and includes a firm or limited liability
partnership of cost accountants;

(c) ‘“cost auditor’ means a Cost Accountant in practice, as defined in clause (b), who is appointed
by the Board;

(d) “cost audit report” means the report duly audited and signed by the cost auditor including
aftachment, annexure, qualifications or observations etc. to cost audit report;

(e) “costrecords” means books of account relating to utilisation of materials, labour and other items
of cost as applicable to the production of goods or provision of services as provided in section
148 of the Act and these rules;

(f)  “form” means a form annexed to these rules;

(g) “institute” means the Institute of Cost Accountants of India constituted under the Cost and Works
Accountants Act, 1959 (23 of 1959);

(h) all other words and expressions used in these rules but not defined, and defined in the Act orin
the Companies (Specification of Definition Details) Rules, 2014 shall have the same meanings as
assigned to them in the Act or in the said rules.

COST AND MANAGEMENT AUDIT | 2.7 <



Companies (Cost Records & Audit) Rules, 2014 & Guidance Note on Cost Accounting Standards

3. Application of Cost Records [Rule 3]

For the purposes of sub-section (1) of section 148 of the Act, the class of companies, including foreign
companies defined in clause (42) of section 2 of the Act engaged in the production of the goods
or providing services, specified in the Table below, having an overall turnover from all its products
and services of rupees thirty five crore or more during the immediately preceding financial year, shall
include cost records for such products or services in their books of account, namely:-

Table of Rule 3
(A) Regulated Sectors

S. No. Industry/ Sector/ Product/ Service CETA Heading
(wherever applicable)

1. Telecommunication services made available to users by means | Not applicable.
of any transmission or reception of signs, signals, writing, images
and sounds or intelligence of any nature (other than broadcasting
services) and regulated by the Telecom Regulatory Authority of
India under the Telecom Regulatory Authority of India Act, 1997 (24
of 1997);

2. Generatfion, fransmission, distribution and supply of electricity | .............
regulated by the relevant regulatory body or authority under the
Electricity Act, 2003 (36 of 2003), other than for captive generation
(referred to in the Electricity Rules, 2005);

3. Petroleum products regulated by the Petroleum and Natural Gas 2709 to 2715;
Regulatory Board under the Pefroleum and Natural Gas Regulatory
Board Act, 2006 (19 of 2006);

4, Drugs and pharmaceuticals; 2901 to 2942; 3001 to
3006.

5. Fertilisers; 3102 to 3105.

6. |Sugar and industrial alcohol; 1701; 1703; 2207.

(B) Non- regulated Sectors

S. No. Industry/ Sector/ Product/ Service CETA Heading
(wherever applicable)

1. | Machinery and mechanical appliances used in defence, space and | 8401 to 8402; 8801 to
atomic energy sectors excluding any ancillary item or items; 8805; 8901 to 8908.

Explanation - For the purposes of this sub-clause, any company
which is engaged in any item or items supplied exclusively for use
under this clause, shall be deemed to be covered under these rules.

2. | Turbo jets and turbo propellers; 8411
3. | Arms and ammunitions; 3601 to 3603; 9301 to
9306.
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4, Propellant powders; prepared explosives (other than propellant | 3601 to 3603
powders); safety fuses; detonating fuses; percussion or detonating
caps; igniters; electric detonators;
5. Radar apparatus, radio navigational aid apparatus and radio | 8526
remote control apparatus;
6 Tanks and other armoured fighting vehicles, motorised, whether or | 8710
not fitted with weapons and parts of such vehicles, that are funded
(investment made in the company) to the extent of ninety per cent.
or more by the Government or Government agencies;
7. Port services of stevedoring, pilotage, hauling, mooring, re-mooring, | Not applicable.
hooking, measuring, loading and unloading services rendered by a
Port in relation to a vessel or goods regulated by the Tariff Authority
for Major Ports under section 111 of the Major Port Trusts Act, 1963 (38
of 1963);
8. | Aeronautical services of air fraffic management, aircraft operations, | Not applicable.
ground safety services, ground handling, cargo facilities and
supplying fuel rendered by airports and regulated by the Airports
Economic Regulatory Authority under the Airports Economic
Regulatory Authority of India Act, 2008 (27 of 2008);
9. Steel; 7201 to 7229; 7301 to
7326
10. |Roads and other infrastructure projects corresponding to para No. | Not applicable.
(1) (o) as specified in Schedule VI of the Companies Act, 2013;
11. | Rubber and allied products being regulated by the Rubber Board | 4001 to 4017
constituted under the Rubber Act, 1947 (XXIV of 1947).
12. | Coffee and tea; 0901 to 0902
13. | Railway or tframway locomotives, rolling stock, railway or tramway | 8601 to 8608.
fixtures and fittings, mechanical (including electro mechanical)
traffic signalling equipment’s of all kind;
14. | Cement; 2523; 6811 to 6812
15. | Ores and Mineral products; 2502 to 2522; 2524 1o
2526; 2528 to 2530;
2601 to 2617
16. | Mineral fuels (other than Petroleum), mineral oils etc.; 2701 to 2708
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17. | Base metals; 7401 to 7403; 7405 to
7413; 7419;7501 to
7508; 7601 to 7614;
7801 to 7802; 7804;
7806; 7901 to 7905;
7907; 8001; 8003; 8007;
8101 to 8113.

18. |Inorganic chemicals, organic or inorganic compounds of precious | 2801 to 2853; 2901 to
metals, rare-earth metals of radioactive elements or isotopes, and | 2942; 3801 to 3807;
Organic Chemicals; 3402 to 3403; 3809 to

3824.

19. | Jute and Jute Products; 5303, 5310

20. | Edible Oil; 1507 to 1518

21. | Construction Industry as per para No. (5) (a) as specified in Schedule | Not applicable.

VI of the Companies Act 2013 (18 of 2013)

22. | Healthservices, namely functioning as orrunning hospitals, diagnostic | Not applicable.
centres, clinical centres or test laboratories;

23. | Education services, other than such similar services falling under | Not applicable.
philanthropy or as part of social spend which do not form part of any
business.

24. | Milk power; 0402

25. | Insecticides; 3808

26. | Plastics and polymers; 3901 to 3914; 3916 to

3921; 3925
27. | Tyres and tubes; 4011 to 4013
28. | Paper; 4801 to 4802.
29. |Textiles; 5004 to 5007; 5106 to
5113; 5205 to 5212;
5303; 5310; 5401 to
5408; 5501 to 5516

30. | Glass; 7003 to 7008; 7011;
7016

31. | Other machinery; 8403 to 8487

32. | Electricals or electronic machinery; 8501 to 8507; 8511 to
8512; 8514 to 8515;
8517; 8525 to 853¢;
8538 to 8547.
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33.

Production, import and supply or trading of following medical | 9018 to 9022

devices, namely:-

0]
(i)
(iii)
(iv)
V)
(vi)
(vii)
(viii)
(ix)
)
(xi)
(xii)
(xiii)
(xiv)
(xv)

(xvi)

Cardiac stents;

Drug eluting stents;
Catheters;

Intra ocular lenses;

Bone cements;

Heart valves;

Orthopaedic implants;
Internal prosthetic replacements;
Scalp vein seft;

Deep brain stimulator;
Ventricular peripheral shud,;
Spinal implants;

Automatic impalpable cardiac deflobillator;
Pacemaker (temporary and permanent);
Patent ductus arteriosus, atrial septal defect and ventricular

septal defect closure device;
Cardiac re-synchronize therapy ;

(xvii) Urethra spinicture devices;
(xviii) Sling male or female

(xix)

(xx)

Prostate occlusion device; and
Urethral stents:

Provided that nothing contained in serial number 33 shall apply to foreign companies having only

licison offices.

Provided further that nothing contained in this rule shall apply to a company which is classified as a
micro enterprise or a small enterprise including as per the turnover criteria under sub-section (9) of
section 7 of the Micro, Small and Medium Enterprises Development Act, 2006 (27 of 2006).

4. Applicability for Cost Audit [Rule 4]
(1) Every company specified initem (A) of rule 3 shall get its cost records audited in accordance with

@)

3

these rules if the overall annual turnover of the company from all its products and services during
the immediately preceding financial year is rupees fifty crore or more and the aggregate turnover
of the individual product or products or service or services for which cost records are required to
be maintained under rule 3 is rupees twenty five crore or more.

Every company specified in item (B) of rule 3 shall get its cost records audited in accordance
with these rules if the overall annual turnover of the company from all its products and services
during the immediately preceding financial year is rupees one hundred crore or more and the
aggregate turnover of the individual product or products or service or services for which cost
records are required to be maintained under rule 3 is rupees thirty five crore or more.

The requirement for cost audit under these rules shall not apply to a company which is covered in
rule 3, and -

whose revenue from exports, in foreign exchange, exceed, seventy five per cent of its fotal
revenue; or

(i) which is operating from a special economic zone.”
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5. Maintenance of Records [Rule 5]

)

(2

3

Every company under these rules including all units and branches thereof, shall, in respect of each
of its financial year commencing on or after the 1st day of April, 2014, maintain cost records in form
CRA-1.

Provided that in case of company covered in serial number 12 and serial numbers 24 to 32 of
item (B) of rule 3, the requirement under this rule shall apply in respect of each of its financial year
commencing on or after 1st day of April, 2015.

The cost records referred to in sub-rule (1) shall be maintained on regular basis in such manner
as to facilitate calculation of per unit cost of production or cost of operations, cost of sales and
margin for each of its products and activities for every financial year on monthly or quarterly or
half-yearly or annual basis.

The cost records shall be maintained in such manner so as to enable the company to exercise, as
far as possible, control over the various operations and costs fo achieve optimum economies in
utilisation of resources and these records shall also provide necessary data which is required to be
furnished under these rules.

6. Cost Audit [Rule 6]

)

@)

©)

The category of companies specified in rule 3 and the thresholds limits laid down in rule 4, shall
within one hundred and eighty days of the commencement of every financial year, appoint a
cost auditor.

Every company referred to in sub-rule (1) shall inform the cost auditor concerned of his or its
appointment as such and file a notice of such appointment with the Central Government within a
period of thirty days of the Board meeting in which such appointment is made or within a period
of one hundred and eighty days of the commencement of the financial year, whichever is earlier,
through electronic mode, in Form CRA-2, alongwith the fee as specified in Companies (Registration
Offices and Fees) Rules, 2014.

Every cost auditor appointed as such shall continue in such capacity fill the expiry of one hundred
and eighty days from the closure of the financial year or till he submits the cost audit report, for the
financial year for which he has been appointed.

(8A) Any casual vacancy in the office of a cost auditor, whether due to resignation, death or removal,

4)

®)

(6)

)

shall be filled by the Board of Directors within thirty days of occurrence of such vacancy and
the company shall inform the Cenfral Government in Form CRA-2 within thirty days of such
appointment of cost auditor.

Every cost auditor, who conducts an audit of the cost records of a company, shall submit the cost
audit report along with his or its reservations or qualifications or observations or suggestions, if any,
in Form CRA-3.

Every cost auditor shall forward his report to the Board of Directors of the company within a period
of one hundred and eighty days from the closure of the financial year to which the report relates
and the Board of directors shall consider and examine such report particularly any reservation or
quadlification contained therein.

Every company covered under these rules shall, within a period of thirty days from the date
of receipt of a copy of the cost audit report, furnish the Central Government with such report
alongwith full information and explanation on every reservation or qualification contained therein,
in Form CRA-4 alongwith fees specified in the Companies (Registration Offices and Fees) Rules,
2014.

The provisions of sub-section (12) of section 143 of the Act and the relevant rules made thereunder
shall apply mutatis mutandis to a cost auditor during performance of his functions under section
148 of the Act and these rules.
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Annexure

FORM CRA-1

(Pursuant to Rule 5(1) of the Companies (Cost Records and Audit) Rules, 2014)
Particulars relating to the Items of Costs to be included in the Books of Accounts

1. Material Costs.-

(a) Proper records shall be maintained showing separately all receipts, issues and balances both in
guantities and cost of each item of raw material required for the production of goods or rendering
of services under reference.

(b) The material receipt shall be valued at purchase price including duties and taxes, freight inwards,
insurance, and other expenditure directly attributable to procurement (net of trade discounts,
rebates, taxes and duties refundable or to be credited by the taxing authorities, that can be
quantified with reasonable accuracy at the time of acquisition.

(c) Finance costsincurred in connection with the acquisition of materials shall not form part of material
cost.

(d) Self-manufactured materials or captive consumption shall be valued including direct material
cost, direct employee cost, direct expenses, factory overheads, share of administrative overheads
relafing to production but excluding share of other administrative overheads, finance cost and
marketing overheads.

(e) Spares which are specific fo an item of equipment shall not be taken to inventory, but shall be
capitalized with the cost of the specific equipment. Cost of capital spares or insurance spares
whether procured with the equipment or subsequently, shall be amortised over a period not
exceeding the useful life of the equipment.

(f) Normal loss or spoilage of material prior to reaching the factory or at places where the services
are provided shall be absorbed in the cost of balance materials net of amounts recoverable from
suppliers, insurers, carriers or recoveries from disposal.

(g) Losses due to shrinkage or evaporation and gain due to elongation or absorption of moisture etc.,
before the material is received shall be absorbed in material cost to the extent they are normal
with corresponding adjustment in the quantity.

(h) The forex component of imported material cost shall be converted at the rate on the date of the
transaction. Any subsequent change in the exchange rate till payment or otherwise shall not form
part of the material cost.

(i) Any demurrage or detention charges, or penalty levied by transport or other authorities shall not
form part of the cost of materials.

()) Subsidy or Grant or Incentive and any such payment received or receivable with respect to any
material shall be reduced from cost for ascertainment of the cost of the cost object to which such
amounts are related.
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(K

0]

(m)
()

(0)

(P)

(@)

Q)

()

®

(u)

V)

(w)

2.
(a)

Issues shall be valued using appropriate assumptions on cost flow, e.g. First-in-First-out, Last-in-First-
out, Weighted Average Rate. The method of valuation shall be followed on a consistent basis

Where materials are accounted at standard cost, the price variances related to materials shall be
treated as part of material cost.

Any abnormal cost shall be excluded from the material cost.

Wherever, material costs include transportation costs, determination of costs of fransportation
shall be governed by Para No. 9 on Determination of Cost of Transportation.

Self-manufactured components and sub-assemblies or captive consumption shall be valued
including direct material cost, direct employee cost, direct expenses, factory overheads, share
of administrative overheads relating to production but excluding share of other administrative
overheads, finance cost and marketing overheads.

The material cost of normal scrap or defectives which are rejects shall be included in the material
cost of goods manufactured. The material cost of actual scrap or defectives, not exceeding the
normal shall be adjusted in the material cost of good production. Material Cost of abnormal scrap
or defectives shall not be included in material cost but freated as loss after giving credit to the
realisable value of such scrap or defectives.

Material costs shall be directly fraced to a Cost object to the extent it is economically feasible
or shall be assigned to the cost object on the basis of material quantity consumed or similar
identifiable measure and valued as per above principles.

Where the material costs are not directly traceable to the cost object, the same shall be assigned
on a suitable basis like technical estimates.

Where a material is processed or part manufactured by a third party according to specifications
provided by the buyer, the processing or manufacturing charges payable to the third party shall
be treated as part of the material cost.

Wherever part of the manufacturing operations or activity is subconfracted, the subcontract
charges related to materials shall be treated as direct expenses and assigned directly to the cost
object.

The cost of indirect materials shall be assigned to the various Cost objects based on a suitable
basis such as actual usage or technical norms or a similar identifiable measure.

The cost of materials like catalysts, dies, tools, moulds, patterns etc., which are relatable to
production over a period of fime shall be amortized over the production units benefited by such
cost.

The cost of indirect material with life exceeding one year shall be included in cost over the useful
life of the material.

Employee Cost

Proper records shall be maintained in respect of employee costs in such a manner as to enable
the company to book these expenses cost centre wise or department wise with reference to
goods or services under reference and to furnish necessary particulars. Where the employees
work in such a manner that it is not possible to identify them with any specific cost centre or
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service cenfre or department, the employees cost shall be apportioned to the cost centre or
service cenfres or departments on equitable and reasonable basis and applied consistently.

(b) Employee cost shall be ascertained taking into account the gross pay including all allowances
payable along with the cost to the employer of all the benefits.

(c) Bonuswhether payable as a statutory minimum or on a sharing of surplus shall be treated as part
of employee cost. Ex gratia payable in lieu of or in addition to bonus shall also be treated as part
of the employee cost.

(d) Remuneration payable to Managerial Personnel including Executive Directors on the Board and
other officers of a corporate body under a statute shall be considered as part of the employee
cost of the year under reference whether the whole or part of the remunerate is computed as
a percentage of profits. Remuneration paid to non executive directors shall not form part of
employee cost but shall form part of administrative overheads.

(e) Separation costs related to voluntary retirement, retrenchment, termination and other related
matters shall be amortised over the period benefitting from such costs.

() Employee cost shall not include imputed costs.

(g) Cost of Idle time is ascertained by the idle hours multiplied by the hourly rate applicable to the
idle employee or a group of employees.

(h) Where employee cost is accounted at standard cost, variances due to normal reasons related
to employee cost shall be treated as part of employee cost. Variances due to abnormal reasons
shall be treated as part of abnormal cost.

(i)  Any subsidy, grant, incentive or any such payment received or receivable with respect fo any
employee cost shall be reduced for ascertainment of cost of the cost object to which such
amounts are related.

()  Any abnormal cost where it is material and quantifiable shall not form part of the employee cost.

(k) Penalties, damages paid to statutory authorities or other third parties shall not form part of the
employee cost.

()  The cost of free housing, free conveyance and any other similar benefits provided to an employee
shall be determined at the total cost of all resources consumed in providing such benefits.

(m) Any recovery from the employee towards any benefit provided, namely, housing shall be
reduced from the employee cost.

(n) Any change in the cost accounting principles applied for the determination of the employee
cost shall be made only if it is required by law or a change would result in a more appropriate
preparation or presentation of cost statements of an enterprise.

(0) Where the employee services are traceable to a cost object, such employees’ cost shall be
assigned to the cost object on the basis such as time consumed or number of employees
engaged or other related basis or similar identifiable measure.

(p) While determining whether a particular employee cost is chargeable to a separate cost object,
the principle of materiality shall be adhered to.

(@) Where the employee costs are not directly traceable to the cost object, the same shall be
assigned on suitable basis like estimates of time based on time study.
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The amortised separation costs related to voluntary retirement, retrenchment, and termination
or other related matters for the period shall be treated as indirect cost and assigned to the cost
objects in an appropriate manner provided that unamortized amount related to discontinue
operations, shall not be treated as employee cost.

(s) Recruitment costs, fraining cost and other such costs shall be treated as overheads and dealt
with accordingly.

(t) Overtime premium shallbe assigned directly to the cost object ortreated as overheads depending
on the economic feasibility and the specific circumstance requiring such overtime.

(u) Idle time cost shall be assigned direct to the cost object or freated as overheads depending on
the economic feasibility and the specific circumstances causing such idle time.

3. Utilities

(a) Properrecords shall be maintained showing the quantity and cost of each major utility such as
power, water, steam, effluent tfreatment and other related ufilities produced and consumed by
the different cost centres in such detail as to have particulars for each utility separately.

(b) Each type of utility shall be treated as a distinct cost object.

(c)

(d)

(e)

®

)

(h)
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Cost of utilities purchased shall be measured at cost of purchase including duties and taxes,
transportation cost, insurance and other expenditure directly attributable to procurement (net of
frade discounts, rebates, taxes and duties refundable or to be credited) that can be quantified
with reasonable accuracy at the time of acquisition.

Cost of self-generated utilities for own consumption shall comprise direct material cost, direct
employee cost, direct expenses and factory overheads.

In case of utilities generated for the purpose of inter unit transfers, the distribution cost incurred for
such transfers shall be added to the cost of utilities determined as above.

Cost of utilities generated for the intercompany transfers shall comprise direct material cost, direct
employee cost, direct expenses, factory overheads, distribution cost and share of administrative
overheads.

Cost of utilities generated for the sale to outside parties shall comprise direct material cost, direct
employee cost, direct expenses, factory overheads, distribution cost, share of administrative
overheads and marketing overheads. The sale value of such utilities shall also include the margin.

Finance costs incurred in connection with the utilities shall not form part of cost of ufilities

The cost of utilities shall include the cost of distribution of such utilities. The cost of distribution shall
consist of the cost of delivery of utilities up to the point of consumption.

Cost of utilities shall not include imputed costs.

Where cost of utilities is accounted at standard cost, the price variances related to utilities shall
be treated as part of cost of utilities and the portion of usage variances due to normal reasons
shall be freated as part of cost of utilities Usage variances due to abnormal reasons shall be
treated as part of abnormal cost.
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() Any subsidy or grant or incent.ve or any such payment received or receivable with respect to
any cost of utilities shall be reduced for ascertainment of the cost to which such amounts are
related.

(m) The cost of production and distribution of utilities shall be determined based on the normal
capacity or actual capacity utilization whichever is higher and unabsorbed cost, if any, shall
be freated as abnormal cost. Cost of a Stand-by Utility shall include the committed costs of
maintaining such a utility.

(n) Any abnormal cost where it is material and quantifiable shall not form part of the cost of utilities

(o) Penaltiesdamages paid to statutory authorities or other third parties shall not form part of the cost
of utilities.

(p) Credits or recoveries relating to the utilities including cost of utilities provided to outside parties
material and quantifiable, shall be deducted from the total cost of utility to arrive at the net cost
of ‘utility.

(@) Any change in the cost accounting principles applied for the measurement of the cost of
utilities shall be made only if. it is required by law or a change would result in a more appropriate
preparation or presentation of cost statements of an organization.

(n  While assigning cost of utilities, traceabi.ity to a cost object in an economically feasible manner
shall be the guiding principle.

(s) Where the cost of utilities is not directly traceable to cost object, it shall be assigned on the most
appropriate basis.

(t) The most appropriate basis of distribution of cost of a utility to the departments consuming services
is fo be derived from usage parameters.

4. Direct Expenses

(a) Properrecords shall be maintained in respect of direct expenses in such a manner as to enable
the company to book these expenses cost centre wise or cost object or department wise with
reference to goods or services under reference and to furnish necessary particulars.

(b) Direct expenses incurred for the use of bought out resources shall be determined at invoice or
agreed price including duties and taxes, and other expenditure directly attributable there to net
of trade discounts, rebates, taxes and duties refundable or to be credited.

(c) Other direct expenses shall be determined on the basis of amount incurred, in connection
therewith.

(d) Direct expenses paid or incurred in lump- sum or which are in the nature of ‘one- fime’' payment,
shall be amortised on the basis of the estimated output or benefit to be derived from such direct
expenses.

(e) If anitem of direct expenses does not meet the test of materiality, it can be treated as part of
overheads.

(f)  Finance costs incurred in connection with the self- generated or procured resources shall not
form part of direct expenses. Direct expenses shall not include imputed costs.

() Where direct expenses are accounted at standard cost, variances due to normal reasons shall
be treated as part of the direct expenses. Variances due to abnormal reasons shall not form part
of the direct expenses.

(h) Any subsidy or grant orincentive or any such payment received or receivable with respect to any
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direct expenses shall be reduced for ascertainment of the cost of the cost object to which such
amounts are related.

Any abnormal portion of the direct expenses where it is material and quantifiable shall not form
part of the direct expenses.

Penalties, damages paid to statutory authorities or other third parties shall not form part of the
direct expenses.

Credits recoveries relating to the direct expenses, material and quantifiable, shall be deducted
tfo arrive at the net direct expenses.

Any change in the cost accounting principles applied for the measurement of the direct expenses
shall be made only if, it is required by law or a change would result in a more appropriate
preparation or presentation of cost statements of an organisation.

Direct expenses that are directly traceable to the cost object shall be assigned to that cost
object.

Repairs and Maintenance.-

Proper records showing the expenditure incurred by the workshop, tool room and on repairs and
maintenance in the various cost centres or departments shall be maintained under different
heads.

Repairs and maintenance cost shall be the aggregate of direct and indirect cost relating to
repairs and maintenance activity. Direct cost shall include the cost of materials, consumable
stores, spares, manpower, equipment usage, utilities and other identifiable resources consumed
in such activity! Indirect cost shall include the cost of resources common to various repairs and
maintenance activities such as manpower, equipment usage and other costs allocable to such
activities.

Cost of in-house repairs and maintenance activity shall include cost of materials, consumable
stores, spares, manpower, equipment usage, utilities, and other resources used in such activity.

Cost of repairs and maintenance activity carried out by outside contractors inside the entity shall
include charges payable to the contractor and cost of materials, consumable stores, spares,
manpower, equipment usage, utilities, and other costs incurred by the entity for such jobs.

Cost of repairs and maintenance jobs carried out by contractor at its premises shall be determined
atinvoice or agreed price including duties and taxes, and other expenditure directly attributable
thereto net of discounts (other than cash discount), taxes and duties refundable or to be credited.
This cost shall also include the cost of other resources provided to the contractors.

Cost of repairs and maintenance jobs carried out by outside contractors shall include charges
made by the contractor and cost of own materials, consumable stores, spares, manpower,
equipment usage, utilities and other costs used in such jobs.

Each type of repairs and maintenance shall be freated as a distinct activity, if material and
identifiable.

Cost of repairs and maintenance activity shall be measured for each major asset category
separately.

Cost of spares replaced which do not enhance the future economic benefits from the existing
asset beyond its previously assessed standard of performance shall be included under repairs
and maintenance cost.

High value spare, whenreplaced by a new spare and is reconditioned, which is expected to result
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in future economic benefits, the same shall be taken into stock. Such a spare shall be valued at
an amount that measures its service potential in relation to a new spare which amount shall not
exceed the cost of reconditioning the spare. The difference between the total of the cost of the
new spare and the reconditioning cost and the value of the reconditioned spare shall be tfreated
as repairs and maintenance cost.

(k) The cost of major overhaul shall be amortised on a rational basis.

()  Finance costs Incurred in connection with the repairs and maintenance activities shall not form
part of Repairs and maintenance costs.

(m) Repairs and maintenance costs shall not include imputed costs.

(n) Price variances related to repairs and maintenance, where standard costs are in use, shall be
freated as part of repairs and maintenance cost. The portion of usage variances attributable
to normal reasons shall be treated as part of repairs and maintenance cost. Usage variances
attributable to abnormal reasons shall be excluded from repairs and maintenance cost.

(o) Subsidy or Grant or Incentive or amount of similar nature received or receivable with respect to
repairs and maintenance activity, if any, shall be reduced for ascertainment of the cost of the
cost object to which such amounts are related.

(P) Any repairs and maintenance cost resulting from some abnormal circumstances, namely, major
fire, explosion, flood and similar events, if material and quantifiable, shall not form part of the
repairs and maintenance cost.

() Fines, penalties, damages and similar levies paid to statutory authorities or other third parties shall
not form part of the repairs and maintenance cost.

() Credits or recoveries relating fo the repairs and maintenance activity, material and quantifiable,
shall be deducted to arrive atf the netf repairs and maintenance cost.

(s) Any change in the cost accounting principles applied for the measurement of the repairs and
maintenance cost shall be made only if, it is required by law or a change would result in a more
appropriate preparation or presentation of cost statements of an organisation.

() Repairs and maintenance costs shall be traced to a cost object to the extent economically
feasible.

(u) Where the repairs and maintenance costis not directly traceable to cost object, it shall be assigned
based on either of the following the principles of (1) Cause and Effect - Cause is the process or
operation or activity and effect is the incurrence of cost and (2) Benefits received - overheads
are to be apportioned to the various cost objects in proportion to the benefits received by them.

(v) If the repairs and maintenance cost (including the share of the cost of reciprocal exchange of
services) is shared by several cost objects, the related cost shall be measured as an aggregate
and distributed among the cost objects.

6. Fixed Assets and depreciation.-

(a) Proper and adequate records shall be maintained for assets used for production of goods or
rendering of services under reference in respect of which depreciation has to be provided for
These records shall, inter-alia, indicate grouping of assets under each good or service, the cost
of acquisition of each item of asset including installation charges, date of acquisition and rate of
depreciation.

(b) Depreciation and amortisation shall be measured based on the depreciable amount and the
useful life. The residual value of an intangible asset shall be assumed to be zero unless:
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(i) thereis a commitment by a third party to purchase the asset at the end of its useful life, or
(i) thereis an active market for the asset and:

a. residual value can be determined by reference to that market; and

b. itis probable that such a market will exist at the end of the asset’s useful life.

c. The residual value of a fixed asset shall be considered as zero if the entity is unable to
estimate the same with reasonable accuracy.

The minimum amount of depreciation to be provided shall not be less than the amount calculated
as per principles and methods as prescribed by any law or regulations applicable to the entity
and followed by it.

In case of regulated industry the amount of depreciation shall be the same as prescribed by the
concerned regulator.

While estimating the useful life of a depreciable asset, consideration shall be given to the following
factors:

(i) Expected physical wear and tear;
(i) Obsolescence; and
(iii) Legal or other limits on the use of the asset.

The useful life of an intangible asset that arises from contractual or other legal rights shall not
exceed the period of the contractual or other legal rights, but may be shorter depending on the
period over which the entity expects to use the asset.

If the contractual or other legal rights are conveyed for a limited term that can be renewed
the useful life of the intangible asset shall include the renewal period(s) only if there is evidence
fo support renewal by the entity without significant cost. The useful life of a re-acquired right
recognised as an intangible asset in a business combination is the remaining contractual period
of the contract in which the right was granted and shall not include renewal periods.

The useful life of an intangible asset, in any situation, shall not exceed 10 years from the date it is
available for use.

Depreciation shall be considered from the time when a depreciable asset is first put into use
An asset which is used only when the need arises but is always held ready for use. Example: fire
extinguisher, stand by generator, safety equipment shall be considered to be an asset in use
Depreciable assets shall be considered to be put into use when commercial production of goods
and services commences.

Depreciation on an asset which is temporarily retired from production of goods and services shall
be considered as abnormal cost for the period when the asset is not in use.

Depreciation of any addition or extension to an existing depreciable asset which becomes an
integral part of that asset shall be based on the remaining useful life of that asset.

Depreciation of any addition or extension to an existing depreciable asset which retains a separate
identity and is capable of being used after the expiry of the useful life of that asset shall be based
on the estimated useful life of that addition or extension.

The impact of higher depreciation due to revaluation of assefs shall not be assigned to cost object.
Impairment loss on assets shall be excluded from cost of production.

The method of depreciation used shall reflect the pattern in which the asset’s future economic
benefits are expected to be consumed by the entity.
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(p) An entity can use any of the methods of depreciation to assign depreciable amount of an asset on
a systematic basis over its useful life, namely, Straight-line method; Diminishing balance method;
and Units of production method, efc.

() The method of amortisation of intangible asset shall reflect the pattern in which the economic
benefits accrue to entity.

(n The methods and rates of depreciation applied shall be reviewed at least annually and, if there
has been a change in the expected pattern of consumption or loss of future economic benefits,
the method applied shall be changed to reflect the changed pattern.

(s) Spares purchased specifically for a particular asset, or class of assets, and which would become
redundant if that asset or class of asset was retired or use of that asset was discontinued, shall form
part of that asset. The depreciable amount of such spares shall be allocated over the useful life of
the asset.

(t) Cost of small assets shall be written off in the period in which they were purchased as per the
accounting policy of the entity.

(u) Depreciation of an asset shall not be considered in case cumulative depreciation exceeds the
original cost of the asset, net of residual value.

(v) Where depreciation for an addition of an asset is measured on the basis of the number of days
for which the asset was used for the preparation and presentation of financial statements,
depreciation of the asset for assigning to cost of object shall be measured in relation to the period,
the asset actually utilized.

(w) Depreciation shall be traced to the cost object to the extent economically feasible.

(X) Where the depreciation is not directly traceable to cost object, it shall be assigned based on
either of the following two principles; namely

(i) Cause and Effect - Cause is the process or operation or activity and effect is the incurrence
of cost and

(ii) Benefitsreceived - overneads are to be apportioned to the various cost objects in proportion
to the benefits received by them.

7. Overheads

(a) Proper records shall be maintained for various items of indirect expenses comprising overheads
pertaining to goods or services under reference. These expenses shall be analysed, classified and
grouped according to functions.

(b) Overheadsrepresenting procurement of resources shall be determined at invoice or agreed price
including duties and taxes, and other expenditure directly attributable thereto net of discounts
(other than cash discounts), taxes and duties refundable or to be credited.

(c) Overheads other than those referred to above shall be determined on the basis of cost incurred
in connection therewith.

(d) Any abnormal cost where it Is material and quantifiable shall not form part of the overheads.

(e) Finance costsincurred In connection with procured or self-generated resources shall not form part
of overheads.

() Overheads shall not include imputed cost.

(g) Overhead variances afttributable to normal reasons shall be treated as part of overheads.
Overhead variances attributable to abnormal reasons shall be excluded from overheads.
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Any subsidy or grant or incentive or amount of similar nature received or receivable with respect
to overheads shall be reduced for ascertainment of the cost of the cost object to which such
amounts are related.

Fines, penalties, damages and similar levies paid to statutory authorities or other third parties shall
not form part of the overheads.

Credits or recoveries relafing to the overheads, material and quantifiable, shall be deducted
from the total overhead to arrive at the net overheads. Where the recovery exceeds the total
overheads, the balance recovery shall be treated as other income.

Any change in the cost accounting principles applied for the measurement of the overheads shalll
be made only if, it is required by law or a change would result in a more appropriate preparation
or presentation of cost statements of an entity.

While assigning overheads, fraceability to a cost object in an economically feasible manner shall
be the guiding principle. The cost which can be traced directly to a cost object shall be directly
assigned.

Overheads shall be classified according to functions, viz., works, administration, selling and
distribution, head office, corporate efc.

Assignment of overheads to the cost objects shall be based on either of the following two principles;
(1) Cause and Effect - Cause is the process or operation or activity and effect is the incurrence of
cost and (2) Benefits received - overheads are to be apportioned to the various cost objects in
proportion to the benefits received by them.

The variable production overheads shall be absorbed to products or services based on actual
capacity utilisation.

The fixed production overheads shall be absorbed based on the normal capacity.
Assignment of Administration Overheads shall be in accordance with para No. 8.

Marketing overheads that can be identified to a product or service shall be assigned to that
product or service.

Marketing overheads that cannot be identified to a product or service shall be assigned to the
products or services on the most appropriate basis.

Administrative Overheads

Administrative overheads shall be the aggregate of cost of resources consumed in activities
relating to general management and administration of an organisation.

In case of leased assets, if the lease is an operating lease, the entire rentals shall be included in
the administrative overheads. If the lease is a financial lease, the finance cost portion shall be
segregated and treated as part of finance costs.

The cost of software (developed in house, purchased, licensed or customised), including up-
gradation cost shall be amortised over its estimated useful life.

The cost of administrative services procured from outside shall be determined at invoice or
agreed price including duties and taxes, and other expenditure directly attributable thereto net
of discounts (other than cash discount), taxes and duties refundable or to be credited.

Any subsidy or grant or incentive or any amount of similar nature received or receivable with
respect to any Administrative overheads shall be reduced for ascertainment of the cost of the
cost object to which such amounts are related.
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(f) Administrative overheads shall not include any abnormal administrative cost.

(g) Fines, penalties, damages and similar levies paid to statutory authorities or other third parties shall
not form part of the administrative overheads.

(h) Credits or recoveries relating to the administrative overheads including those rendered without
any consideration, material and quantifiable, shall be deducted to arrive at the net administrative
overheads.

(i) Any change in the cost accounting principles applied for the measurement of the administrative
overheads shall be made only if it is required by law or a change would result in a more appropriate
preparation or presentation of cost statements of an organisation.

() While assigning administrative overheads, traceability to a cost object in an economically feasible
manner shall be the guiding principle.

(k) Assignment of administrative overheads to the cost objects shall be based on either of the following
two principles; namely: -

(i) Cause and Effect - Cause is the process or operation or activity and effect is the incurrence
of cost.

(i) Benefitsreceived - overheads are to be apportioned to the various cost objects in proportion
to the benefit received by them.

9. Transportation Cost

(a) Proper records shall be maintained for recording the actual cost of transportation showing each
element of cost such as freight, cartage, fransit insurance and others after adjustment forrecovery
of tfransportation cost. Abnormal costs relating to fransportation, if any, are to be identified and
recorded for exclusion of computation of average transportation cost.

(b) In case of a manufacturer having his own transport fleet, proper records shall be maintained to
determine the actual operating cost of vehicles showing details of various elements of cost, such
as salaries and wages of driver, cleaners and others, cost of fuel, lubricant grease, amortized cost
of tyres and battery, repairs and maintenance, depreciation of the vehicles, distance covered
and trips made, goods hauled and transported to the depot.

(c) In case of hired transport charges incurred for despatch of goods, complete details shall be
recorded as to date of despatch, type of transport used, description of the goods, destination
of buyer, name of consignee, challan number, quantity of goods in terms of weight or volume,
distance involved amount paid and other related details.

(d) Records shall be maintained separately for inward and outward transportation cost specifying the
details particulars of goods despatched, name of supplier or recipient, amount of freight etc.

(e) Separate records shall be maintained for identification of transportation cost fowards inward
movement of material (procurement) and transportation cost of outward movement of goods
removed or sold for both home consumption and export.

(f) Records for transportation cost from factory to depot and thereafter shall be maintained
separately.

(g) Records for transportation cost for carrying any material or product to job-workers place and back
shall be maintained separately so as include the same in the transaction value of the product.

(h) Records for transportation cost for goods involved exclusively for trading activities shall be
maintained separately and the same shall not be included for claiming any deduction for
calculating assessable value excisable goods cleared for home consumption.
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Records of transportation cost directly allocable to a particular category of products shall be
maintained separately so that allocation can be made.

For common fransportation cost, both for own fleet or hired ones, proper records for basis of
apportionment shall be maintained.

Records for transportation cost for exempted goods, excisable goods cleared for export shall be
maintained separately.

Separate records of cost for mode of transportation other than road like ship or air are to be
maintained, which shall be included in total cost of transportation.

Inward transportation costs shall form the part of the cost of procurement of materials which shall
be identified for proper allocation or apportionment to the materials or products.

Outward transportation cost shall form the part of the cost of sale and shall be allocated or
apportioned to the materials and goods on a suitable basis.

The following basis shall be used, in order of priority, for apportionment of outward transportation
cost depending upon the nature of products, unit of measurement followed and type of transport
used, namely

0] Weight;
(i) Volume of goods;
(iii)  Tonne-km:;
(iv)  Unit or Equivalent unit;
v) Value of goods;
(vi) Percentage of usage of space.
Once a basis of apportionment is adopted, the same shall be followed consistently.

For determining the tfransportation cost per unitf, distance shall be factored in fo arrive at
weighted average cost.

Abnormal and non recurring cost shall not be a part of transportation cost.

Royalty and Technical Know-how.-

Adequate records shall be maintained showing royalty or technical know-how fee including other
recurring or non-recurring payments of similar nature, if any, made for the goods or services under
reference to collaborators or technology suppliers in terms of agreements entered into with them.

Royalty and technical know-how Fee paid or incurred in lump-sum or which are in the nature
of ‘one-time’ payment, shall be amortised on the basis of the estimated output or benefit to be
derived from the related asset. Amortisation of the amount of royalty or technical know- how fee
paid for which the benefit is ensued in the current or future periods shall be determined based on
the production or service volumes estimated for the period over which the asset is expected to
benefit the entity.

(c) Amount of the royalty and technical know-how fee shall not include finance costs and imputed

costs.

(d) Any subsidy or grant or incentfive or any such payment received or receivable with respect to

amount of royalty and technical know-how fee shall be reduced to measure the amount of
royalty and technical know- how fee.
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(e) Penalties, damages paid to statutory authorities or other third parties shall not form part of the
amount of royalty and technical know-how fee.

(f) Credits or recoveries relating to the amount royalty and technical know-how fee, material and
quantifiable, shall be deducted to arrive at the net amount of royalty and technical know-how
fee.

(9) Any change in the cost accounting principles applied for the measurement of the amount of
royalty and technical know-how fee shall be made only if, it is required by law or a change would
result in a more appropriate preparation or presentation of cost statements of an organisation.

(h) Royalty and technical know-how fee that is directly fraceable to a cost object shall be assigned to
that cost object. In case such fee is not directly traceable to a cost object then it shall be assigned
on any of the following basis, namely: -

(i)  Units produced;
(i)  Units sold; or
(iii)  Sales value.
() The amount of royalty fee paid for mining rights shall form part of the cost of material.

(3)) The amount of royalty and technical know-how fee shall be assigned on the nature or purpose of
such fee. The amount of royalty and tfechnical know-how fee related to product or process know
how shall be treated as cost of production; if related to trademarks or brands shall be treated as
cost of sales.

11. Research and Development Expenses

(a) Research and development costs shall include all the costs that are directly fraceable to research
or development activities or that can be assigned to research and development activities strictly
on the basis of (a) cause and effect or (b) benefits received Such costs shall include the following
elements, namely:-

(i) the cost of materials and services consumed in research and development activities;

(i) cost of bought out materials and hired services as per invoice or agreed price including
duties and taxes directly attributable thereto net of trade discounts, rebates, taxes and duties
refundable or to be credited;

(iii) the salaries, wages and other related costs of personnel engaged in research and
development activities;

(iv) the depreciation of equipment and facilities, and other tangible assets, and amortisation of
infangible assets to the extent that they are used for research and development activities;

(v) overhead costs, otherthan general administrative costs, related toresearch and development
activities;

(vi) costs incurred for carrying out research and development activities by other entities and
charged to the entity;

(vii) expenditure incurred in securing copyrights or licences;
(viii) expenditure incurred for developing computer software;
(ix) costsincurred for the design of tools, jigs, moulds and dies; and

(x) other costs that can be directly attributed to research and development activities and can
be identified with specific projects.
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Subsidy or grant or incentive or amount of similar nature received or receivable with respect to
research and development activity, if any, shall be reduced from the cost of such research, and
development activity.

Any abnormal cost where it is material and quantifiable shall not form part of the research and
development cost.

Fines, penalties, damages and similar levies paid to statutory authorities or other third parties shall
not form part of the research and development cost.

Research and development costs shall not include imputed costs.

Credits or recoveries relating to research and development cost, if material and quantifiable,
including from the sale of output produced from the research and development activity shall be
deducted from the research and development cost.

Research and development costs attributable to a specific cost object shall be assigned to that
cost object directly. Research and development costs that are not attributable to a specific
product or process shall not form part of the product cost.

Development cost which results in the creation of an infangible asset shall be amortised over ifs
useful life. Assignment of development costs shall be based on the principle of “benefitsreceived”.

Research and development costs incurred for the development and improvement of an
existing process or product shall be included in the cost of production. In case the Research and
development activity related to the improvement of an existing process or product continues for
more than one accounting period, the cost of the same shall be accumulated and amortised over
the estimated period of use of the improved process or estimated period over which the improved
product shall be produced by the entity after the commencement of commercial production, as
the case may be, if the improved process or product is distinctly different from the existing process
or product and the product is marketed as a new product. The amount allocated to a particular
period shall be included in the cost of production of that period. If the expenditure is only to
improve the quality of the existing product or minor modifications in attributes, the principle shall
not be applied.

Development costs atfributable to a saleable service namely, providing technical know-how to
outside parties shall be accumulated separately and treated as cost of providing the service.

12. Quality control expenses

CY

(b)

(c)

(d)

Adequate records shall be maintained to indicate the expenses incurred in respect of quality
control department or cost centre or service centre for goods or services under reference.
Where these services are also utilized for other goods or services of the company, the basis of
apportionment to goods or services under reference and to other goods or services shall be on
equitable and reasonable basis and applied consistently.

Quality control cost incurred in-house shall be the aggregate of the cost of resources consumed
in the quality control activities of the entity. The cost of resources procured from outside shall be
determined af invoice or agreed price including duties and taxes, and other expenditure directly
attributable thereto net of discounts (other than cash discounts), taxes and duties refundable or to
be credited by the Tax Authorities. Such cost shall include cost of conformance to quality, namely,
(a) prevention cost; and (b) appraisal cost.

Identification of quality control costs shall be based on traceability in an economically feasible
manner.

Quality conftrol costs other than those referred to above shall be determined on the basis of
amount incurred in connection therewith.
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(e) Finance costs incurred in connection with the self-generated or procured resources shall not form
part of quality control cost.

(f) Quality control costs shall not include imputed costs.

(g) Any Subsidy or grant or incentive or any such payment received or receivable with respect to any
quality control cost shall be reduced for ascertainment of the cost of the cost object to which
such amounts are related.

(h) Any abnormal portion of the quality control cost where it is material and quantifiable shall nof form
part of the cost of quality control.

(i) Penalties, damages paid to statutory authorities or other third parties shall not form part of the
quality control cost.

(1) Anychange in the cost accounting principles applied for the measurement of the quality control
cost shall be made only if, it is required by law or a change would result in a more appropriate
preparation or presentation of cost statements of an organisation.

(k) Quality control cost that is directly traceable to the cost object shall be assignhed to that cost
object. Assignment of quality control cost to the cost objects shall be based on benefits received
by them on the principles, namely:-

(i) Cause and effect - Cause is the process or operation or activity and effect is the incurrence
of cost and

(i) Benefits received - overheads are to be apportioned to the various cost objects in
proportion to the benefits received by them.

13. Pollution control expenses.-

(a) Adequate records shall be maintained to indicate the expenses incurred in respect of pollution
control. The basis of apportionment to goods or services under reference and to other goods or
services shall be on equitable and reasonable basis and applied consistently.

(b) Pollution control costs shall be the aggregate of direct and indirect cost relating to pollution control
activity. Direct cost shall include the cost of materials, consumable stores, spares, manpower,
equipment usage, utilities, resources for testing and certification and other identifiable resources
consumed in activities such as waste processing, disposal, remediation and others. Indirect cost
shall include the cost of resources common to various pollution confrol activities such as pollufion
control registration and such like expenses.

(c) Costs of pollution control which are internal to the entity shall be accounted for when incurred.
They shall be measured at the historical cost of resources consumed.

(d) Future remediation or disposal costs which are expected to be incurred with reasonable certainty
as part of onerous contract or constructive obligation, legally enforceable shall be estimated and
accounted based on the quantum of pollution generated in each period and the associated
cost of remediation or disposal in future.

(e) Contingent future remediation or disposal costs e.g. those likely to arise on account of future
legislative changes on pollution control shall not be freated as cost until the incidence of such
costs become reasonably certain and can be measured.

(f) External costs of pollution which are generally the costs imposed on external parties including
social costs are difficult to estimate with reasonable accuracy and are excluded from general
purpose cost statements.
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(9)

(h)

0]

0)

()

V)

(m)

(n)
(0)

(P)

(@)

(s)

®

(u)

V)
(w)

Social costs of pollution are measured by economic models of cost measurement. The cost by
way of compensation by the polluting entity either under future legislation or under social pressure
cannof be quantified by fraditional models of cost measurement. They are best kept out of general
purpose cost statements.

Cost of in-house pollution confrol activity shallinclude cost of materials, consumable stores, spares,
manpower, equipment usage, ufilities, and other resources used in such activity.

Cost of pollution control activity carried out by outside contractors inside the entity shall include
charges payable to the contractor and cost of materials, consumable stores, spares, manpower,
equipment usage, utilities, and other costs incurred by the entity for such jobs.

Cost of pollution control jobs carried out by contractor at its premises shall be determined at
invoice or agreed price including duties and taxes, and other expenditure directly attrioutable
thereto net of discounts (other than cash discount), taxes and duties refundable or to be credited.
This cost shall also include the cost of other resources provided to the confractors.

Cost of pollution control jobs carried out by outside contractors shall include charges made by the
contractor and cost of own materials, consumable stores, spares, manpower, equipment usage,
utilities and other costs used in such jobs.

Each type of pollution control namely, water, air, soil pollution shall be treated as a distinct activity,
if material and identifiable.

Finance costs incurred in connection with the pollution control activities shall not form part of
pollution control costs.

Pollution control costs shall not include imputed costs.

Price variances related to pollution control, where standard costs are in use, shall be freated as
part of pollution control cost. The portion of usage variances attributable to normal reasons shall
be treated as part of pollution control cost. Usage variances attributable to abnormal reasons
shall be excluded from pollution control cost.

Subsidy or grant or incentive or amount of similar nature received or receivable with respect to
Pollution control activity, if any, shall be reduced for ascertainment of the cost of the cost object
to which such amounts are related.

Any Pollution control cost resulting from abnormal circumstances, if material and quantifiable,
shall not form part of the pollution control cost.

Fines, penalfies, damages and similar levies paid to statutory authorities or other third parties shall
not form part of the pollution control cost.

Credits or recoveries relating to the pollution confrol activity, material and quantifiable, shall be
deducted to arrive at the net pollution confrol cost.

Research and development cost to develop new process, new products or use of new materials to
avoid or mitigate pollution shall be treated as research and development costs and not included
under pollution control costs. Development costs incurred for commercial development of such
product, process or material shall be included in pollution control costs.

Any change in the cost accounting principles applied for the measurement of the pollution control
cost shall be made only if, it is required by law or a change would result in a more appropriate
preparation or presentation of cost statements of an organization.

Pollution Control costs shall be traced to a cost object to the extent economically feasible.

Direct costs of pollution control such as treatment and disposal of waste shall be assigned directly
to the product, where traceable economically.
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(X) Where these costs are not directly traceable to the product but are traceable to a process which
causes pollution, the costs shall be assigned to the products passing through the process based
on the quantity of the pollutant generated by the product.

(y) Where the pollution control cost is not directly traceable to cost object, it shall be treated as
overhead and assigned based on either of the following two principles; namely:-

(1) Cause and Effect - Cause is the process or operation or activity and effect is the incurrence
of cost and

(2) Benefits received - overheads are to be apportioned to the various cost objects in proportion
to the benefits received by them.

14. Service department expenses.-

(a) Proper records shall be maintained in respect of service departments, that is, cost centres which
primarily provides auxiliary services across the enterprise, to indicate expenses incurred in respect
of each such service cost centre like engineering, work shop, designing, laboratory, safety,
transport, computer cell, welfare and other related centres.

(b) Each identifiable service cost centre shall be treated as a distinct cost object for measurement of
the cost of services subject to the principle of materiality.

(c) Cost of service cost centre shall be the aggregate of direct and indirect cost attributable to
services being rendered by such cost centre.

(d) Cost of in-house services shall include cost of materials, consumable stores, spares, manpower,
equipment usage, utilities, and other resources used in such service.

(e) Cost of other resources shall include related overheads.

(f) Cost of services rendered by contractors within the facilities of the entity shall include charges
payable to the contractor and cost of materials, consumable stores, spares, manpower, equipment
usage, ufilities, and other resources provided to the confractors for such services.

(g) Cost of services rendered by contractors at their premises shall be determined at invoice or
agreed price including duties and taxes, and other expenditure directly attributable thereto net
of discounts (other than cash discount), taxes and duties refundable or to be credited. This cost
shall also include the cost of resources provided to the contractors.

(h) Cost of services for the purpose of inter unit transfers shall also include distribution costs incurred for
such transfers.

(i) Cost of services for the purpose of inter-company transfers shall also include distribution cost
incurred for such fransfers and administrative overheads.

(i) Cost of services rendered to outside parties shall also include distribution cost incurred for such
fransfers, administrative overheads and marketing overheads.

(k) Finance costs incurred in connection with the service cost Centre shall not form part of the cost of
Service Cost Centre.

()  The cost of service cost centre shall not include imputed costs.

(m) Where the cost of service cost centre is accounted at standard cost, the price and usage variances
related to the services cost Cenftre shall be freated as part of cost of services. Usage variances
due to abnormal reasons shall be treated as part of abnormal cost.

(n) Any Subsidy or grant or incentive or any such payment received or receivable with respect to any
service cost centre shall be reduced for ascertainment of the cost to which such amounts are
related.
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(P)

(@)

Q)

()

®

(u)

V)

15.
(a)

(b)

The cost of production and distribution of the service shall be determined based on the normal
capacity or actual capacity utilization whichever is higher and unabsorbed cost, if any, shall
be treated as abnormal cost. Cost of a stand-by service shall include the committed costs of
maintaining such a facility for the service.

Any abnormal cost where it is material and quantifiable shall not form part of the cost of the
service cost centre.

Penalties, damages paid to statutory authorities or other third parties shall not form part of the cost
of the service cost cenftre.

Credits or recoveries relating to the service cost centre including charges for services rendered to
outside parties, material and quantifiable, shall be reduced from the total cost of that service cost
centre.

Any change in the cost accounting principles applied for the measurement of the cost of
Service cost centre shall be made, only if it is required by law or a change would result in a more
appropriate preparation or presentation of cost statements of an enterprise.

While assigning cost of services, fraceability to a cost object in an economically feasible manner
shall be the guiding principle.

Where the cost of services rendered by a service cost centre is not directly fraceable to a cost
object, it shall be assigned on the most appropriate basis.

The most appropriate basis of distribution of cost of a service cost centre to the cost centres
consuming services is to be derived from logical parameters related to the usage of the service
rendered. The parameter shall be equitable, reasonable and consistent.

Packing expenses.-

Proper records shall be maintained separately for domestic and export packing showing the
quantity and cost of various packing materials and other expenses incurred on primary or
secondary packing indicating the basis of valuation.

The packing material receipts shall be valued at purchase price including duties and taxes, freight
inwards, insurance, and other expenditure directly attributable to procurement (net of trade
discounts, rebates, taxes and duties refundable or to be credited) that can be quantified at the
time of acquisition.

(c) Finance costs directly incurred in connection with the acquisition of packing material shall not form

(d)

(e)

®

(9)

part of packing material cost.

Self-manufactured packing materials shall be valued including direct material cost, direct
employee cost, direct expenses, job charges, factory overhneads including share of administrative
overheads comprising factory management and administration and share of research and
development cost incurred for development and improvement of existing process or product.

Normal loss or spoilage of packing material prior to receipt in the factory shall be absorbed in the
cost of balance materials net of amounts recoverable from suppliers, insurers, carriers or recoveries
from disposal.

The forex component of imported packing material cost shall be converted at the rate on the
date of the transaction. Any subsequent change in the exchange rate till payment or otherwise
shall not form part of the packing material cost.

Any demurrage, detentfion charges or penalty levied by the transport agency or any authority
shall not form part of the cost of packing materials.
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(h) Any subsidy or grant or incentive or any such payment received or receivable with respect to
packing material shall be reduced for ascertainment of the cost to which such amounts are
related.

(i) Issue of packing materials shall be valued using appropriate assumptions on cost flow, namely,
First-in-First-Out, Last-in-First-Out, weighted average rate. The method of valuation shall be followed
on a consistent basis.

(i) Wherever, packing material costs include fransportation costs, the determination of costs of
fransportation shall be in accordance with para No. 9 on determination of cost of fransportation.

(k) Packing material costs shall not include imputed costs.

()  Where packing materials are accounted at standard cost, the price variances related to such
materials shall be treated as part of packing material cost and the portion of usage variances
due to normal reasons shall be treated as part of packing material cost. Usage variances due to
abnormal reasons shall be treated as part of abnormal cost.

(m) The normal loss arising from the issue or consumption of packing materials shall be included in the
packing materials cost.

(n) Any abnormal cost where it is material and quantifiable shall be excluded from the packing
material cost.

(o) The credits orrecoveries in the nature of normal scrap arising from packing materials if any, shall be
deducted from the total cost of packing materials to arrive at the net cost of packing materials.

(p) Packing material costs shall be directly traced to a cost object to the extent it is economically
feasible.

(@) Where the packing material costs are not directly traceable to the cost object, these may be
assigned on the basis of quantity consumed or similar measures like technical estimates.

(N The packing material cost of reusable packing shall be assigned to the cost object taking into
account the number of fimes or the period over which it is expected to be reused.

(s) Cost of primary packing materials shall form part of the cost of production.

(t) Costof secondary packing materials shall form part of distribution overheads.

16. Interest and financing charges.-

(a) Interest and financing charges are costsincurred by an entferprise in connection with the borrowing
of fund or other costs which in effect represent payment for the use of non- equity fund.

(b) Interest and financing charges incurred shall be identified for-
(i) acquisition or construction or production of qualifying assets including fixed assets; and

(i other finance costs for production of goods or operations or services rendered which cannot
be classified as qualifying assefts.

(c) Interest and financing charges directly attributable to the acquisition or construction or production
of a qualifying asset shall be included in the cost of the asset.

(d) Interest and financing charges shall not include imputed costs.

(e) Subsidy or grant or incentive or amount of similar nature received or receivable with respect to
Interest and Financing Charges if any, shall be reduced to ascertain the net interest and financing
charges.

(f) Penal Interest for delayed payment, fines, penalties, damages and similar levies paid to statutory
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(9)

(h)

17.

authorities or other third parties shall not form part of the interest and financing charges. In case
the company delays the payment of statutory dues beyond the stipulated date, interest paid for
delayed payment shall not be treated as penal interest.

Interest paid for or received on investment shall not form part of the other financing charges for
production of goods or operations or services rendered;

Assignment of interest and financing charges to the cost objects shall be based on either of the
following two principles; namely:-

(1) Cause and Effect - Cause is the process or operation or activity and effect is the incurrence
of cost and

(2) Benefitsreceived - to be apportioned to the various cost objects in proportion to the benefits
received by them.

Any other item of cost.-

Proper records shall be maintained for any other item of cost being indispensable and considered
necessary for inclusion in cost records for calculating cost of production of goods or rendering of
services, cost of sales, margin in total and per unit of the goods or services under reference.

18.
()
(b)

(c)

Capacity determination.-

Capacity shall be determined in terms of units of production or equivalent machine or man hours.
Installed capacity is determined based on-

(i) manufacturers’ Technical specifications;

(i) capacities of individual or interrelated production centres;

(iii) operational constraints or capacity of critical machines; or

(iv) number of shifts

In case manufacturers’ technical specifications are not available, the estimates by technical
experts on capacity under ideal conditions shall be considered for determination of installed
capacity. In case any production facility is added or discarded the installed capacity shall be
reassessed from the date of such addition or discard In case the same is reassessed as per direction
of the Government, It shall be in accordance with the principles laid down in the said directives.
In case of improvement in the production process, the installed capacity shall be reassessed from
the date of such improvement.

(d) Normal capacity shall be determined vis-a-vis installed capacity after carrying out adjustments for

(e)

(i) holidays, normal shut down days and normal idle time;

(i) normal time lost in batch change over;

(iii) time lost due to preventive maintenance and normal break downs of equipments;
(iv) loss in efficiency due to ageing of the equipment; or

(v) number of shifts;

Capacity utilization is actual production measured as a percentage of installed capacity.
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19. Work-in-progress and finished stock

The method followed for determining the cost of work-in-progress and finished stock of the goods
and for services under delivery or in-process shall be appropriate and shall be indicated in the cost
records so as to reveal the cost element that have been taken into account in such computation.
All conversion costs incurred in bringing the inventories to their present location and condition shall
be taken info account while computing the cost of work-in-progress and finished stock The method
adopted for determining the cost of work-in progress and finished goods shall be followed consistently.

20. Captive consumption

If the goods or services under reference are used for captive consumption, proper records shall
be maintained showing the quantity and cost of each such goods or services transferred to other
departments or cost centres or units of the company for self-consumption and sold to outside parties
separately.

21. By-products and Joint Products

(a) Proper records shall be maintained for each item of by-product, if any, produced showing the
receipt, issues and balances, both in quantity and value. The basis adopted for valuation of by-
product for giving credit to the respective process shall be equitable and consistent and shall
be indicated in cost records. Records showing the expenses incurred on further processing, if
any, and actual sales realisation of by-product shall be maintained. The proper records shall be
maintained in respect of credits or recoveries from the disposal of by-products

(b) Proper records shall be maintained the cost up to the point of separation of products or services
shall be apportioned to joint products or services on reasonable and equitable basis and shalll
be applied consistently. The basis on which such joint costs are apportioned to different products
or services arising from the process shall be indicated in the cost records. Proper records shall be
maintained in respect credits or recoveries from the disposal of joint products or services.

22. Adjustment of cost variances

Where the company maintains cost records on any basis other than actual such as standard costing,
the records shall indicate the procedure followed by the company in working out the cost of the
goods or services under such system. The cost variances shall be shown against separate heads and
analyzed into material, labour, overheads and further segregated info quantity, price and efficiency
variances. The method followed for adjusting the cost variances in determining the actual cost of the
goods or services shall be indicated clearly in the cost records. The reasons for the variances shall be
duly explained in the cost records and statements.

23. Reconciliation of cost and financial accounts

The cost statements shall be reconciled with the financial statements for the financial year specifically
indicating the expenses or incomes not considered in the cost records or statements so as to ensure
accuracy and to adjust the profit of the goods or services under reference with the overall profit of the
company. The variations, if any, shall be clearly indicated and explained.

24. Related party transactions

(a) Related Party means related party as defined under clause (76) of section 2 of the Companies
Act, 2013 (18 of 2013).

(b) “Normal” price means price charged for comparable and similar products in the ordinary course
of trade and commerce where the price charged in the sole consideration of sale and such
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(c)

(d)

(e)

25.
(a)

(b)

26.

sale is not made to a related party. Normal price can be construed to be a price at which two
unrelated and non-desperate parties would agree to a fransaction and where such fransaction is
not clouded due to the proximity of the parties to the fransaction and free from influence though
the parties may have shared interest.

The basis adopted to determine Normal price shall be classified as under:
(i) Comparable uncontrolled price method,;

(i) Resale price method;

(iii) Cost plus method,;

(iv) Profit split method;

(v) Transactional net margin method; or

(vi) Any other method, to be specified.

In respect of related party tfransactions or supplies made or services rendered by a company to
a company termed “related party relationship” and vice-a-versa, records shall be maintained
showing confracts entered into, agreements or understanding reached in respect of -

(i) purchase and sale of raw materials, finished goods, rendering of services, process materials
and rejected goods including scraps and other related materials;

(i) utilisation of plant facilities and technical know-how;

(iii) supply of utilities and any other services;

(iv) administrative, technical, managerial or any other consultancy services;
(v) purchase and sale of capital goods including plant and machinery; and

(vi) any other payment related to the production of goods or rendering of services under
reference.

These records shall also indicate the basis followed for arriving at the rates charged or paid for
such goods or services so as to enable determination of the reasonableness of such rates in so far
as they are in any way related to goods or services under reference.

Expenses or incentives on exports

Proper records showing the expenses incurred on the export sales, if any, of the goods or services
under reference shall be separately maintained so that the cost of export sales can be determined
correctly. Separate cost statements shall be prepared for goods or services exported giving details
of export expenses incurred or incentive earned.

Proper records shall be maintained giving the details of export commitments license-wise and the
fulfilment of these commitments giving the reasons for non-compliance, if any. In case, duty free
imports are made, the cost statements shall reflect this fact. If the duty free imports have been
made after actual production, the statement shall reflect this fact also.

Production Records

Quantitative records of all finished goods (packed or unpacked) or services rendered showing
production, issues for sales and balances of different type of the goods or services under reference,
shall be maintained. The quantitative details of production of goods or services rendered shall be
maintained separately for self-produced, third party on job work, loan license basis etc.

27.

Sales records

Separate details of sales shall be maintained for domestic sales at control price, domestic sales at
market price, export sales under advance license, export sales under other obligations, export sales
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at market price, and sales to related party or inter unit transfer. In case of services details of domestic
delivery or sales at control price, domestic delivery or sales at market price, export delivery or sales
under advance license, export delivery or sales under other obligations, export delivery or sales at
market price, and delivery or sales to related party or inter unit fransfer. Such details shall be maintained
separately for each plant or unit wise or service centre wise for total as well as per unit sales realization.

28. Cost statements

(a) Coststatements (monthly, quarterly and annually) showing quantitative information in respect of
each good or service under reference shall be prepared showing details of available capacity,
actual production, production as per excise records, capacity utilization (in-house), stock
purchased for trading, stfock and other adjustments, quantity available for sale, wastage and
actual sale during current financial year and previous year.

(b) Such statements shall also include details in respect of all major items of costs constituting cost of
production of goods or services, cost of sales of goods or services and margin in total as well as
per unit of the goods or services. The goods or services emerging from a process, which forms raw
material or an input material or service for a subsequent process, shall be valued at the cost of
production or cost of service up to the previous stage.

(c) Cost Statements (monthly, quarterly and annually) in respect of reconciliation of indirect taxes
showing details of total clearances of goods or services, assessable value, duties or taxes paid,
CENVAT or VAT or Service Tax credit utilized, duties or taxes recovered and interest or penalty
paid.

(d) If the company is operating more than one plant, factory or service centre, separate cost
statements as specified above shall be prepared in respect of each plant, factory or service
centre. Any other statement or information considered necessary for suitable presentation of costs
and profitability of goods or services produced by the company shall also be prepared.

29. Statistical Records

(a) The records regarding available machine hours or direct labour hours in different production
departments and actually utilized shall be maintained for production of goods or rendering of
services under reference and shortfall suitably analyzed. Suitable records for computation of idle
fime of machines or labour shall also be maintained and analyzed.

(b) Proper records shall be maintained to enable the company to identify the capital employed, net
fixed assets and working capital separately for the production of goods or rendering of services
underreference and other goods or services to the extent such elements are separately identifiable.
Non identifiable items shall be allocated on a suitable and reasonable basis to different goods or
services. Fresh investments on fixed assets for production of goods or rendering of services under
reference that have not conftributed to the production of goods or rendering of services during
the relevant period or year shall be indicated in the cost records. The records shall, in addition,
show assets added as replacement and those added for increasing existing capacity.

30. Records of Physical Verification

Records of physical verification may be maintained in respect of all items held in the stock such as
raw materials, process materials, packing materials, consumables stores, machinery spares, chemicals,
fuels, finished goods and fixed assets etc. Reasons for shortages or surplus arising out of such verifications
and the method followed for adjusting the same in the cost of the goods or services shall be indicated
in the records.
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Form - CRA -2

(Pursuant to sub- rule (2) of rule 6 and sub- rule (3A)
of rule 6)

Form of intimation of appointment of cost
auditor by the company to Central Government

Form language O English O Hindi

registration number (FCRN) of the company

(b) Global location number (GLN) of Company

1. (a) * Corporate identity number (CIN) or foreign company | Pre-fill

Note: Refer the instruction kit for filing the form. All fields marked in * are to be mandatorily filled. IN
CASE OF REVISED CRA-2, ALL THE DETAILS MUST BE FILLED AFRESH.

2. (a) Name of the Company|

(b) Address of the registered
Office or of the principal
Place of business in India

of the company

(c) * e-mail ID of the company |

(d) *Phone (with STD code) |

Financial Year | |

(e) *Nature of intimation of appointment of cost auditor(s) | |

(f) (i) *SRN of CRA-2/23C filed earlier for appointment of cost auditor(s) for the current

(i) *Number of such auditor(s) whose place of office is vacated | |

(iii) Particulars of the auditor(s) whose place of office is vacated

(i) *Firm registration number (FRN) of the Cost Auditor/Cost Auditor’s firm/LLP |:|
(i) *Name of the Cost Auditor/Cost Auditor’s firm/LLP

(i) *Date of casual vacancy |

(v) *Reason of casual vacancy |
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3. *Product(s)/Service(s) to which cost Audit relates

(a) Number of Industries/Sectors/Products/Services (CETA Heading Level, wherever applicable as
per rules) covered under regulated sectors [ ]

Details of such industries/sectors/products/services

Industries/sectors/products/services CETA heading No. of tariff items/
(wherever Applicable) |Products/ services

(b) Number of Industries/Sectors/Products/Services (CETA Heading Level, wherever applicable as
per rules) covered under non-regulated sectors

Details of such industries/sectors/products/services

Industries/sectors/products/services CETA heading No. of tariff items/
(wherever Applicable) |Products/ services

4. *Details of all the cost auditor(s) appointed

*Number of cost auditor(s) | |

l. (a) Category of the auditor O Individual O Partnership firm O Limited liability partnership (LLP)

(b) (i) *Membership number of the Cost Auditor/ member representing the Cost

Auditor’s Firm/LLP | |

(i) *Name of the Cost Auditor/member representing the Cost Auditor’s Firm/LLP

| |
(iii) *Firm Registration Number (FRN) of the Cost Auditor/Cost Auditor's Firm/LLP [ |
(iv) *Name of the cost Auditor’s Firm/LLP

(c) () Address  *Linel | |

Linell | |

(i) *City | |

(iii) *State | |

(iv) *Country |

(v) *Pin Code | |

(vi) *e-mail ID of the firm or member|
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(d) *Date of the board meeting in which cost auditor was appointed [ | (DD/MM/YYYY)
(e) *Type of appointment

O Original O Appointment due to casual vacancy O Appointment for new products/services/
location

(f) *Scope of audit of the cost auditor/firm/LLP

5. *Financial year to be covered under the cost audit

Fom [ ] (DD/MM/YYYY) To | | (DD/MM/YYYY)

6. (a) *Is there any change in cost auditor(s) appointed, from the previous financial year O Yes
O No O Not applicable

(b) *Mention the Firm Registration number(s) and name of the previous cost auditor(s) which has
not been reappointed.

(c) *Reasons for change

(d) *Whether the previous cost auditor(s) has/have been informed about the change O Yes O

No
List of attachments
Attachments
(1) *Copy of Board resolution of the company Attach
(2) Optional attachment, if any. Attach Remove Attachment
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Declaration

| am authorized by the Board of Directors of the Company vide resolution number*[ ] dated
*[ Jtosign this form and declare that all the requirements of Companies Act, 2013 and the
rules made thereunder in respect of the subject matter of this form and matters incidental thereto
have been complied with. | also declare that all the information given herein above is tfrue, correct

and complete including the attachments to this form and nothing material has been suppressed.

*To be digitally signed by DSC BOX

*Designation | |

*Director identification number of the director; or PAN of the |
Manager or CEO or CFO or authorized representative;

Or Membership number of the company Secretary

Note: Attention is drawn to provisions of sections 448 and 449 of the Companies Act, 2013 which

provide for punishment for false statement / certificate and punishment for false evidence
respectively.

| Modify | | Check form | | Prescrutiny | | Submit |

This e-form has been taken on file maintained by the Central Government through electronic mode
and on the basis of statement of correctness given by the company.
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Form CRA-3
[Pursuant to rule 6(4) of the Companies (Cost Records and Audit) Rules, 2014]

FORM OF THE COST AUDIT REPORT

/We, i, having been appointed as Cost Auditor(s) under section 148(3) of the
Companies Act,2013(18 0f 2013) of....evvviniennnnes (mention name of the company) having its registered
office at..ooooviiii (mention registered office address of the company) (hereinafter referred
to as the company), have audited the Cost Records maintained under section 148 of the said Act,
in compliance with the cost auditing standards, in respect of the...................... [mention name(s) of
Product(s)/service(s)] for the period/year.................... (mention the financial year) maintained by the

company and report, in addition to my/our observations and suggestions in para 2.

(i) I/We have/have not obtained all the information and explanations, which to the best of my/our
knowledge and belief were necessary for the purpose of this audit.

(i) Inmy/our opinion, proper cost records, as per rule 5 of the Companies (Cost Records and Audit)
Rules, 2014 have/have not been maintained by the company in respect of product(s)/service(s)
under reference.

(i) In my/our opinion, proper returns adequate for the purpose of the cost audit have/have not
been received from the branches not visited by me/us.

(iv)  In my/our opinion and to the best of my/our information, the said books and records give/do not
give the information required by the Companies Act, 2013, in the manner so required.

(v) In my/our opinion, the company has/does not have adequate system of infernal audit of cost
records which to my/our opinion is commensurate to its nature and size of its business.

(vi)  Inmy/our opinion, information, statements in the annexure 1o this cost audit report gives/does not
give a true and fair view of the cost of production of product(s)/rendering of service(s), cost of
sales, margin and other information relating to product(s)/service(s) under reference.

(vii) Detailed unit-wise and product/service-wise cost statements and schedules thereto in respect of
the product /service under reference of the company duly audited and certified by me/us are/
are not kept in the company.

2. Observations and suggestions, if any, of the Cost Auditor, relevant to the cost audit.

SIGNATURE AND SEAL OF THE COST AUDITOR(S)
MEMBERSHIP NUMBER(S)
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Notes:

(1) Delete words not applicable.

(2) If as aresult of the examination of the books of account, the cost auditor desires to point out any
material deficiency or give a quadlified report, he/she shall indicate the same against the relevant
para (i) to (vii) in the prescribed form of the Cost Audit Report giving details of discrepancies he/
she has come across.

(3) The report, suggestions, observations and conclusions given by the cost auditor under this
paragraph shall be based on verified data, reference to which shall be made here and shall,
wherever practicable, be included after the company has been afforded an opportunity to
comment on them.

Annexure to the Cost Audit Report

PART - A
1. General Information

1 |Corporate identity number or foreign company registration

number
2 |Name of company
3 | Address of registered office or of principal place of business in

India of company
4 | Address of corporate office of company
5 |Email address of company
6 |Date of beginning of reporting financial year dd/mm/yyyy
7 |Date of end of reporting financial year dd/mm/yyyy
8 |Date of beginning of previous financial year dd/mm/yyyy
9 |Date of end of previous financial year dd/mm/yyyy
10 |Level of rounding used in cost statements Absolute/thousands/

lacs/crores

11 |Reporting currency of entity INR
12 |Number of cost auditors for reporting period
13 |Date of board of directors meeting in which annexure to cost

audit report was approved
14 |Whether cost auditors report has been qualified or has any

reservations or contains adverse remarks
15 |Consolidated qualifications, reservations or adverse remarks of all

cost auditors
16 |Consolidated observations or suggestions of all cost auditors
17 |Whether company has related party transactions for sale or

purchase of goods or services
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2. General Details of Cost Auditor

Whether cost auditor is lead auditor

Category of cost auditor

Firm’s registration number

Name of cost auditor/cost auditor’s firm

PAN of cost auditor/cost auditor’s firm

Address of cost auditor or cost auditor’s firm

Email id of cost auditor or cost auditor’s firm

Membership number of member signing report

O© | 0o | Nl ||~ W|DN|RF

Name of member signing report

o

Name(s) of product(s) or service(s) with CETA heading

=
=

SRN number of Form 23C / CRA-2

12 | Number of audit committee meeting attended by cost auditor during
year

13 | Date of signing cost audit report and annexure by cost auditor

14 | Place of signing cost audit report and annexure by cost auditor

3. Cost Accounting Policy.-

(1) Briefly describe the cost accounting policy adopted by the Company and its adequacy or
otherwise to determine correctly the cost of production/operation, cost of sales, sales realization
and margin of the product(s)/service(s) under reference separately foreach product(s)/service(s).
The policy shall cover, inter alia, the following areas:

(a) Identification of cost centres/cost objects and cost drivers.

(b)  Accounting for material cost including packing materials, stores and spares, employee cost,
utilities and other relevant cost components.

(c) Accounting, allocation and absorption of overheads.

(d) Accounting for depreciation/amortization.

(e) Accounting for by-products/joint-products or services, scarps, wastage etc.

(f)  Basis for Inventory Valuation.

() Methodology for valuation of Inter-Unit/Inter Company and Related Party fransactions.

(h)  Treatment of abnormal and non-recurring costs including classification of other non-cost
items.

(i) Other relevant cost accounting policy adopted by the Company.
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(2) Briefly specify the changes, if any, made in the cost accounting policy for the product(s)/service(s)
under audit during the current financial year as compared to the previous financial year.

(3) Observations of the Cost Auditor regarding adequacy or otherwise of the Budgetary Control
System, if any, followed by the company.

4. PRODUCT/SERVICE DETAILS (for the company as a whole)

Name of Product(s) /Services) UOM CETA Whether Covered Net Operational
heading under Cost Audit Revenue (net of
(wherever Yes / No taxes, duties etc.)
applicable)
Current | Previous
Year Year
3 3

Total net revenue from
operations

Other Incomes of company

Total revenue as per financial
accounts

Extra ordinary income, if any

Total revenue including
extra ordinary income, if any

Turnover as per Excise/Service
Tax Records

Note: Explain the difference, if any, between Turnover as per Annual Accounts and Turnover as per
Excise/Service Tax Records
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PART-B

For Manufacturing Sector

1. QUANTITATIVE INFORMATION (for each product with CETA heading separately)

Name of Product

CETA heading

Unit Current Previous

Particulars
Year Tear

1. Available Capacity

(a) Installed Capacity

(b) Capacity enhanced during the year, if any

(c) Capacity available through leasing arrangements, if any

(d) Capacity available through loan license / third parties

(e) Total available Capacity

2. Actual Production

(a) Self manufactured

(b) Produced under leasing arrangements

(c) Produced on loan license / by third parties on job work

(d) Total Production

3. Production as per Excise Records

4. Capacity Utilization (in-house)

5. Finished Goods Purchased

(a) Domestic Purchase of Finished Goods

(b) Imports of Finished Goods

(c) Total Finished Goods Purchased

6. Stock and Other Adjustments

(a) Change in Stock of Finished Goods

(b) Self/Captive Consumption (incl. samples efc.)

(c) Other Quantitative Adjustments, if any (wastage efc.)

(d) Total Adjustments

7. Total Available Quantity for Sale [2(d) +5(c) + 6(d)]

8. Actual Sales

(a) Domestic Sales of Product

(b) Domestic Sales of Traded Product
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(c) Export Sale of Product

(d) Export Sale of Traded Product

(e) Total Quantity Sold

2. ABRIDGED COST STATEMENT (for each product with CETA heading separately)

Name of Product

CETA heading

Unit of Measure

Finished Finished Captive
Production |Goods Stock Consump-
Purchased |Adjustment |tion

Other Quantity
Adjustments Sold

Current Year

Previous Year

Sl no. |Particulars Current Year Previous Year

Amount Rate Amount Rate
per per

®) it | © | unitE

Materials Consumed (specify details as per para 2A)
Process Materials/chemicals

Utilities (specify details as per 2B)
Direct Employees Cost

Direct Expenses

Consumable Stores and Spares
Repairs and Maintenance

Quality Control Expenses

Research and Development Expenses
Technical know-how Fee / Royalty
Depreciation/Amortization

Other Production Overheads

Industry Specific Operating Expenses (specify details as
per para 2C)

© 00 N O OB W DN P

e el
w N R O

14 |Total (110 13)

15 |Increase/Decrease in Work-in-Progress

16 |Less: Credits for Recoveries, if any

17 |Primary Packing Cost

18 |Cost of Production/Operations (14 + 15 to 17)

19 Cost of Finished Goods Purchased

20 |Total Cost of Production and Purchases (18 +19)

21 |Increase/Decrease in Stock of Finished Goods

22 |Less: Self/Captive Consumption (incl. Samples, etc.)
23 | Other Adjustments (if any)
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to 23)

25 | Administrative Overheads
26 |Secondary Packing Cost
27 |Selling and Distribution Overheads

24 | Cost of Production/Operation of Product Sold (20 + 21

28 |Cost of Sales before Interest (24 to 27)
29 |Interest and Financing Charges

30 |Cost of sales (28 + 29)
31 |Net sales Redlization (net of Taxes and Duties)

32 |Margin [Profit/(Loss) as per Cost Accounts] (31 — 30)

Notes:

1. | Separate cost statement shall be prepared for each CETA heading representing the product.

2. |In case the same product has different unit of measure, separate cost statement shall be
provided for different unit of measures.

3. | Theitems of cost shown In the Proforma are Indicative and the same shall be reflected keeping
in mind the materiality of the item of cost in the product. The Proforma may be suitably modified
to meet the requirement of the industry/product.

4. |In case the company follows a pre-determined or standard costing system, the above cost
statement shall reflect figures at actuals after adjustment of variances, if any.

2A. Details of Materials Consumed

Name of Product

CETA heading
Description of |Category| UOM Current Year Previous Year
Material
Quantity | Rate per | Amount | Quantity | Rate per | Amount
Unit () Unit )
1.
2.
3.
4,
5.
6.
7.
8.
9.
10.

Category: Indigenous/ Imported/ Self Manufactured
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2B. Details of Utilities Consumed
Name of Product
CETA heading
Description of UOM Current Year Previous Year
Material
Quantity | Rate per | Amount | Quantity | Rate per | Amount
Unit (%) Unit (%)

1.
2.
3.
4.
5.
6.
7.
8.
9.
10.

2C. Details of Indusiry Specific Operating Expenses

Name of Product

CETA heading

Description of Industry Specific Operating Expenses Current Year | Previous Year
Amount Amount

1.

2.

3.

4.

5.

6.

7.

8.

9.

10.
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PART-C

For Service Sector

1. QUANTITATIVE INFORMATION (for each service separately)

Name of Service

Service Code (if applicable)

Particulars Unit of
Measurement

Current Year

Previous Year

1. Available Capacity

(a) Installed Capacity

(b) Capacity enhanced during the year, if any

(c) Total available Capacity

2. Actual Services Provided

(a) Own Services

(b) Services under confractual arrangements

(c) Outsourced Services

(d) Total Services

3. Total Services provided as per Service Tax Records

4. Capacity Utilization (in-house)

5. Actual Sales

(a) Services rendered - Domestic

(b) Services rendered - Export

(c) Total Services Rendered
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2. ABRIDGED COST STATEMENT (for each service separately)
Name of Service
Service Code (if applicable)
Unit of Measure
Services Captive Other Services
Provided Consump- Adjustments rendered
tion
Current Year
Previous Year
Sl no. |Particulars Current Year Previous Year
Amount R;g? Amount R;é?
®) it | © | unite
1 | Materials Consumed (specify details as per Para 2A)
2 | Utilities (specify detalls as per Para 2B)
3 |Direct Employees Cost
4 Direct Expenses
5 |Consumable Stores and Spares
6 |Repairs and Maintenance
7 Quality Control Expenses
8 |Research and Development Expenses
9 |Technical know- how Fee / Royalty
10 | Depreciation/Amortization
11 |Other Overheads
12 |Industry Specific Operating Expenses (specify details

as per Para2 C)

13 |Total (1to 12)
14 |Less: Credits for Recoveries, if any

15 |Cost of Services provided (13 - 14)
16 |Cost of Outsourced/Contractual Services

17 |Total Services available

18 |Less: Self/Captive Consumption
19 |Other Adjustments (if any)

20 |Cost of Services Sold (17 -18 + 19)
21 | Administrative Overheads

22 |Selling and Distribution Overheads

23 | Cost of Sales before Interest (20+21+22)
24 |Interest and Financing Charges

25 |Cost of Sales (23 + 24)
26 |Nef Sales Realization (Net of Taxes and Duties)

27 | Margin [Profit/(Loss) as per Cost Accounts] (26 - 25)
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NOTES:

1. Separate cost statement shall be prepared for each service

2. | The items of cost shown in the Proforma are Indicative and the same shall be reflected keep-
ing in mind the materiality of the Item of cost in the service.

The Proforma may be suitably modified to meet the requirement of the industry/service.

4, In case the company follows a pre-determined or standard costing system, the above cost
statement shall reflect figures at actuals after adjustment of variances, if any.

2A. Details of Materials Consumed

Name of Service
Service Code (if applicable)
Description of | Category | UOM Current Year Previous Year
Material Quantity | Rate per | Amount | Quantity | Rate per | Amount
Unit ) Unit )
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
Category Indigenous/ Imported/ Self Manufactured
2B. Details of Utilities Consumed
Name of Service
Service Code (if applicable)
Description of Material UOM Current Year Previous Year
Quantity | Rate per | Amount | Quantity | Rate per | Amount
Unit }) Unit (%)
1.
2.
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2C. Details of Indusiry Specific Operating Expenses
Name of Service
Service Code (if applicable)
Description of Industry Specific Operating Expenses Current Year Previous Year
Amount Amount
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
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PART-D

1. PRODUCT AND SERVICE PROFITABILITY STATEMENT (for audited products/services)

Sl.
no.

Particulars

Current Year

Previous Year

Sales

Cost of Sales
T

Margin
3

Sales

Cost of Sales
T

Margin

Product 1

Product 2

Product 3

Service 1

Service 2

Service 3

2. PROFIT RECONCILIATION (for the company as a whole)

Sl.

no.

Particulars

Current
Year

i

Previous
Year

i

Profit or Loss as per Cost Accounting Records

(a) For the audited product(s)/service(s)

(b) For the un-audited product(s)/service(s)

Add: Incomes not considered in cost accounts (specify details)

a)

b)

c)

d)

e)

f)

9)

h)
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3 |Less: Expenses not considered in cost accounts (specify details)

a)
b)
c)
d)
e)
f)
9)
h)
)
)
4 | Difference In Valuation of stock between financial accounts and cost
accounts

5 |Other adjustments, if any

6 |Profit or Loss as per Financial Accounts

Note: Show abnormal wastages, expenses on strikes/lock-outs and any other items of expenses or
incomes of abnormal nature etc. not considered in cost separately

3. VALUE ADDITION AND DISTRIBUTION OF EARNINGS (for the company as a whole)

Sl. no. Particulars Current Year | Previous
k4 Year
£

Value Addition:

Gross Sales (excluding sales returns)

Less: Excise duty, etfc.

Net Sales

Add: Export Incentives

Add/less: Adjustment In Finished Stocks

OO |IWIN|PF

Less: Cost of bought out inputs

(a) Cost of Materials Consumed

(b) Process Materials / Chemicals

(c) Consumption of Stores and Spares
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(d) Utilities (e.g. power and fuel)

(e) Others, if any

Total Cost of bought out inputs

7 Value Added

8 |Add: Income from any other sources

9 Add: Extra Ordinary Income

10 |Earnings available for distribution

Distribution of Earnings to:

Employees as salaries and wages, refirement benefits, efc.

Shareholders as dividend

Company as retained funds

Government as taxes (specify)

Extra Ordinary Expenses

Others, if any (specify)

N | o 0|~ |W|IN|RF

Total distribution of earnings

4. FINANCIAL POSITION AND RATIO ANALYSIS (for the company as a whole)

Sl. no. Particulars Units Current | Previous
Year Year
A. | Financial Position
1 Share Capital
2 Reserves and Surplus
3 Long Term Borrowings
4 (a) Gross Assets

(b) Net Assets

5 (a) Current Assets
(b) Less: Current Liabilities
(c) Net Current Assets

Capital Employed
Net Worth

Financial Performance

Value Added

Net Revenue from Operations of Company
Profit before Tax (PBT)

W NP g o
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C. Profitability Ratios
1 PBT to Capital Employed (B3/A6) %
2 PBT to Net worth (B3/ A7) %
3 PBT to Value Added (B3/B4) %
4  |PBT to nef revenue from Operations (B3/B2) %
D. Other Financial Ratios
1 Debt- Equity Ratio
2 Current Assets to Current Liabilities
3 Value Added to Net Revenue from Operations %
E. Working Capital ratios
1 Raw Materials Stock to Consumption Months
2 Stores and Spares to Consumption Months
3 Finished Goods Stock to Cost of Sales Months

Note. 1 Capital Employed means average of net fixed a

financial year.

assets) plus Non-current investments and net current assets existing at the beginning and close of the

Note. 2 Net Worth is as defined under clause (57) of section 2 of the Companies Act, 2013.

ssets (excluding effect of revaluation of fixed

5. RELATED PARTY TRANSACTIONS (for the company as a whole)
SL Name and |Name of | Nature of | Quantity |Transfer| Amount | Normal Basis
no. Address the Transaction Price Price adopted
of the Product (Sale, to determine
Related |/ Service Pug:f’)lse the Normal
Party Price
1
2
3
4
5
6
7
8
9
10
NOTE. 1 Details shall be furnished for each Related Party and Product /Service separately.

NOTE. 2 Details of Related Party transactions without Ind
shall be considered as incomplete Information.

icating the Normal Price and the basis thereof
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6. Reconciliation of Indirect Taxes (for the Company as a whole)

Particulars Assessable | Excise | Service | Cess and | VAT
Value Duty Tax Others Ed
g g g g
Duties/Taxes Payable
Excise Duty
1 |Domestic
2 |Export
3 |[Stock Transfers (Net)
4 |Duty Free Clearance, Others efc.
5 |Total Excise Duty (1 to 4)
6 |Service Tax
7 | VAT, CST efc.
8 |Other State Taxes, if any
9 |Total Duties/Taxes Payable (5 to 8)
Duties/Taxes Paid
10 |Cenvat/VAT Credit Utillised- Inputs
11 |Cenvat/VAT Credit Utllised — Capital Goods
12 |Cenvat/VAT Credit Utillised — Input Services
13 |Cenvat/VAT Credit Utilised — Others
14 |Total (10 to 13)
15 |Paid through PLA/Cash
16 |Total Duties/Taxes paid (14 + 15)
17 |Duties/Taxes recovered
18 |Difference between Duties/Taxes Paid and
Recovered
19 |Interest/Penalty/Fines Paid
Note: Provide separate amounts in notes in respect of item 4 above.
SIGNATURE SIGNATURE SIGNATURE
NAME NAME NAME
COST AUDITOR COMPANY SECRETARY/DIRECTOR DIRECTOR
MEMBERSHIP NUMBER MEMBERSHIP/DIN NUMBER DIN NUMBER
SEAL STAMP STAMP
DATE DATE DATE
Note.

(1) Wherever, there is any significant variation in the current year's figure over the previous year’s
figure for any item shown under each para of the Annexure fo the Cost Audit Report, reasons
thereof shall be given by the Cost Auditor.

(2)  Wherever, duration of the current year or the previous year is not 12 (twelve) months, same shall
be clearly indicated in the Report.
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Form-CRA -4 Form for filing Cost Audit Report with the
Central Government

(Pursuant to sub- rule (6) of rule 6)

Form language O English O Hindi

Note: Refer the instruction kit for filing the form. All fields marked in * are to be mandatorily filled.

1. (&) * Corporate identity number (CIN) or foreign company | Pre-fill
Registration number (FCRN) of the company

(b) Globallocation number (GLN) of Company |

2. (a) Name of the Company |

(b) Address of the registered
office or of the principal
place of business in India
of the company

(c) *e-mail ID of the company

(d) *SRN of 23C/CRA - 2 filed for appointment of Cost Auditor(s) | | Pre-fill

3. (a) *Financial year for which cost auditor was initially appointed
From : (DD/MM/YYYY)  To | | (DD/MM/YYYY)

(b)*Whether any change in Financialyear Yes O No O

(c)*Changed Financial Year for which report is being filed From | (DD/MM/YYYY) | To
[ (DD/MM/YYYY)]

(d) *Date of Board of Directors meeting in which Annexure to the cost audit report was

approved | (DD/MM/YYYY)|

4. (a) *State number of Industries/Sectors/Product(s)/Service(s) (CETA headling level, wherever
applicable as per Rules) for which the Cost Audit Report is being submitted

() Regulated |:|
(i) Non- regulated |:|

(b) Details of such Industries/Sectors/Products(s)/Service(s) of the company

(i) Details of such industries/sectors/products/Services under regulated sectors

Industries/sectors/products/services CETA heading No. of tariff items/
(wherever Applicable) |Products/ services

(i) Details of such industries/sectors/product(s)/ Service(s) under non-regulated sector

Industries/sectors/products/services CETA heading No. of tariff items/
(wherever Applicable) |Products/ services
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5. (a) *State number of Industries/Sectors/Product(s)/Service(s) (CETA headling level, wherever
applicable as per Rules) not covered in the Cost Audit Report
() Regulated [ ]
(i) Non-regulated |:|

(b) () Details of such Industries/Sectors/Product(s)/Service(s) of the company under
regulated sector

Industries/sectors/products/services CETA heading No. of tariff items/
(wherever Applicable) |Products/ services

(i) Details of such Industries/Sectors/Product(s)/Service(s) of the company under non-
regulated sector

Industries/sectors/products/services CETA heading No. of tariff items/
(wherever Applicable) |Products/ services

6. Details of the cost auditor(s) appointed
*Number of cost auditor(s) appointed

(a) *category of the auditor O Individual O partnership firm O Limited liability partnership (LLP)

(b)() *Membership number of the Cost Auditor or member representing the Cost Auditor’s
Firm/LLP | |

(i) *Name of the Cost Auditor/member representing the Cost Auditor’s Firm/LLP

(iii) *Firm Registration Number (FRN) of the Cost Auditor/Cost Auditor’s Firm/LLP [ ]
(iv) *Name of the Cost Auditor’s Firm/LLP

(c) (i) Address *Line | | |

Line Il | |
(i) *City | |
(iii) *State | |

(iv) *Country | |
(V) *Pin Code | |

(vi) *e-mail ID of the firm or member | |

(d) *Date of the board meeting in which cost auditor was appointed |:| (DD/MM/YYYY)

(e) *Type of appointment O Original O Appointment due to casual vacancy O Appointment
for new products/services/locations

(f) *Scope of audit of the cost auditor/firm/LLP | |
(g) *Date of receipt of copy of cost audit report by the company |:| (DD/MM/YYYY)
7. (a) *Whether the cost auditor’s report has been qualified Yes O No O

If yes, Please state
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(b) *Whether cost auditor’s report has any reservations Yes O No O

If yes, please state

(c) *Whether cost auditor’'s report has any adverse remarks Yes O No O
If yes, please state

(d) *Whether cost auditor’s report contain any
observations or suggestions Yes O No O
If yes, cost auditor’'s observations/suggestions

Attachments

(1) *XBRL document in respect of the cost List of attachments
audit report and Company’s information
and explanation on every Qualification
and reservation contained therein

(2)  Optional attachment, if any. Attach Remove Attachment

Declaration

To the best of my knowledge and belief, the information given in this form and its attachments
is correct and complete. | have been authorised by the Board of Director's resolution
number[  ]date[  ]|(DD/MM/YYYY) to sign and submit the application.

Itis confirmed that the attached XBRL document(s) are the XBRL converted copy(s) of the duly signed
cost audit report as required under Section 148(2) and company'’s information and explanations
as required under Section 148(6) of the Companies Act, 2013 and the rules made thereunder. It is
further confirmed that such document(s) have been prepared using XBRL taxonomy as notified by
the Ministry of Corporate Affairs for this purpose.

*To be digitally sighed by

Director or Manager or CEO or CFO or Secretary of the company DSC BOX
(in case of Indian company) or authorized representative
(in case of Foreign company)

*Designation | |

*Director identification number of the Director; or PAN of the | |
Manager or CEO or CFO or authorized representative;
or membership humber of the Company Secretary

Note: Attention is drawn to provisions of sections 448 and 449 of the Companies Act, 2013
which provide for punishment for false statement / certificate and punishment for false
evidence respectively.

| Check form | | Prescrutiny | | Submit |

This e-form has been taken on file maintained by the Central Government through electronic mode
and on the basis of statement of correctness given by the company.
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1.1

1.2

FAQ-1
19/03/2015

Frequently Asked Questions on
Maintenance of Cost Accounting Records and
Cost Audit under Companies Act, 2013

Which Rules govern maintenance of cost accounting records and cost audit as per
Section 148 of the Companies Act, 2013?

The Central Government issued Companies (Cost Records and Audit) Rules, 2014 on June 30, 2014.
Subsequently, itissued Companies (Cost Records and Audit) Amendment Rules, 2014 on December
31, 2014. The Amendment Rules has infroduced certain changes to the original Rules issued on
June 30, 2014. The Companies (Cost Records and Audit) Rules, 2014 read with the Amendment
Rules 2014 are now applicable and governs the maintenance of cost accounting records and
cost audit as per Section 148 of the Companies Act, 2013.

What is the applicability of the Companies (Cost Records and Audit) Rules, 2014 and
what is the date on which it becomes effective and applicable?

(a) The Rules have classified sectors/industries under Regulated and Non-Regulated sectors. The
sectors/industries covered under Table A of the Rules are under the Regulated Sector and
sectors/industries covered under Table B are under the Non-Regulated Sector.

(b) Every company, including foreign companies defined in clause (42) of section 2 of the Act,
engaged in the production of the goods or providing services, specified in Tables A and
B, having an overall turnover from all its products and services of rupees thirty five crore or
more during the immediately preceding financial year, shall be required to maintain cost
accounting records.

However, foreign companies having only licison office in India and engaged in production,
import and supply or frading of medical devices listed in Sl. 33 of Table B are exempted. Further,
companies which are classified as a micro enterprise or a small enterprise including as per the
tfurnover criteria under sub-section (?) of section 7 of the Micro, Small and Medium Enterprises
Development Act, 2006 (27 of 2006) are also excluded from the purview of the Rules.

(c) The Rules are effective from April 1, 2014 in respect of certain class of companies
and for the others it is effective from April 1, 2015 as detailed below:

Rules Applicable from April 1, 2014 - Regulated Sectors

Sl.

Industry /Sector/ Product/Service CETA Heading

Telecommunication services made available to users by means | Not applicable
of any fransmission or recepftion of signs, signals, writing, images
and sounds orintelligence of any nature (other than broadcasting
services) and regulated by the Telecom Regulatory Authority
of India under the Telecom Regulatory Authority of India Act,
1997 (24 of 1997);
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Generation, tfransmission, distribution and supply of electricity
regulated by the relevant regulatory body or authority under
the Electricity Act, 2003 (36 of 2003), other than for captive
generation (referred to in the Electricity Rules, 2005);

Petroleum products regulated by the Petroleum and Natural
Gas Regulatory Board under the Petroleum and Natural Gas
Regulatory Board Act, 2006 (19 of 2006);

2709 to 2715;

Drugs and pharmaceuticals

2901 to 2942; 3001 to 3006.

o,

Fertilizers;

3102 to 3105.

Sugar and industrial alcohol;

1701; 1703; 2207

Rules Applicable from April 1, 2014 - Non-Regulated Sectors

Sl

Industry /Sector/ Product/Service

CETA Heading

Machinery and mechanical appliances used in defence,
space and atomic energy sectors excluding any ancillary item
or items;

Explanation. — For the purposes of this sub-clause, any
company which is engaged in any item or items supplied
exclusively for use under this clause, shall be deemed to be
covered under these rules.

8401 to 8402; 8801 to 8805; 8901
to 8908

Turbo jets and turbo propellers;

8411

w

Arms and ammunitions;

3601 to 3603; 9301 to 9306.

Propellant powders; prepared explosives (other than
propellant powders); safety fuses; detonating fuses;
percussion or detonating caps; igniters;  electric
detonators;

3601 to 3603

Radar apparatus, radio navigational aid apparatus and radio
remote control apparatus;

8526

Tanks and other armoured fighting vehicles, motorised, |8710

whether or not fitted with weapons and parts of such vehicles,
that are funded (investment made in the company) fo
the extent of ninety percent or more by the Government or
Government agencies;

Port services of stevedoring, pilotfage, hauling, mooring, re-
mooring, hooking, measuring, loading and unloading services
rendered by a Port in relation to a vessel or goods regulated
by the Tariff Authority for Major Ports under section 111 of
the Major Port Trusts Act, 1963 (38 of 1963);

Not applicable.

Aeronautical services of air traffic management, aircraft
operations, ground safety services, ground handling, cargo
facilities and supplying fuel rendered by airports and regulated
by the Airports Economic Regulatory Authority under the
Airports Economic Regulatory Authority of India Act, 2008 (27
of 2008);

Not applicable.

Steel;

7201 to 7229; 7301 to 7326

Roads and other infrastructure projects corresponding to para
No.(1) (a) as specified in Schedule VI of the Companies
Act, 2013;

Not applicable.
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Sl

Industry /Sector/ Product/Service

CETA Heading

11.

Rubber and allied products being regulated by the Rubber
Board constituted under the Rubber Act, 1947 (XXIV of 1947)

4001 to 4017

12.

Railway or framway locomotives, rolling stock, railway or
framway fixtures and fittings, mechanical (including electro
mechanical) traffic signalling equipment’s of all kind;

8601 to 8608.

13.

Cement;

2523; 6811 to 6812

14.

Ores and Mineral Products;

2502 to 2522; 2524 to 2526; 2528
to 2530; 2601 to 2617

15.

Mineral fuels (other than Petroleum), mineral oils etc.;

2701 to 2708

16.

Base metals;

7401 to 7403; 7405 to 7413; 7419;
7501 to 7508; 7601 to 7614; 7801
to 7802; 7804;

7806; 7901 to 7905; 7907;
8001; 8003; 8007; 8101 to 8113.

17.

Inorganic chemicals, organic or inorganic compounds of
precious metals, rare-earth metals of radioactive elements
or isotopes, and Organic Chemicals;

2801 to 2853; 2901 to 2942;
3801 to 3807; 3402 to 3403;
3809 to 3824.

18.

Jute and Jute Products;

5303, 5310

19.

Edible Oil;

1507 10 1518

20.

Construction Industry as per para No.(5) (a) as specified in
Schedule VI of the Companies Act, 2013 (18 of 2013)

Not applicable.

21.

Health services, namely functioning as or running hospitals,
diagnostic centres, clinical centres or test laboratories;

Not applicable.

22.

Education services, other than such similar services falling under
philanthropy or as part of social spend which do not form
part of any business.

Not applicable.

23.

Production, import and supply or tfrading of following medical

devices, namely:

Cardiac Stents, Drug Eluting Stents, Catheters, Intra Ocular
Lenses, Bone Cements, Heart Valves, Orthopaedic Implants,
Internal Prosthetic Replacements, Scalp Vein Set, Deep Brain
Stimulator, Ventricular peripheral Shud, Spinal  Implants,
Automatic Impalpable Cardiac Deflobillator, Pacemaker
(temporary and permanent), patent ductus arteriosus, atrial
septal defect and ventricular septal defect closure device,
Cardiac Re-synchronize Therapy, Urethra Spinicture Devices,
Sling male or female, Prostate occlusion device, Urethral Stents

92018 to 9022

Rules Applicable from April 1, 2015 - Non-Regulated Sectors

Industry /Sector/ Product/Service

CETA Heading

Coffee and teq;

0901 to 0902

Milk powder;

0402

w2

Insecticides;

3808
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4. |Plastics and Polymers; 3901 to 3914; 3916 to 3921; 3925
5. |Tyres and Tubes; 4011 1o 4013
6 |Paper; 4801 to 4802
7. |Textiles; 5004 to 5007; 5106 to 5113;
5205 to 5212; 5303; 5310;
5401 to 5408; 5501 to 5516
8. |Glass; 7003 to 7008, 7011, 7016
9. |Other machinery; 8403 to 8487
10. |Electricals or electronic machinery; 8501 to 8507; 8511 to 8512;
8514 to 8515; 8517; 8525 to
8536, 8538 to 8547.

1.3 The Institute of Cost Accountants of India (ICAI-CMA) had, from time to time, issued FAQs subsequent
to implementation of Companies (Cost Accounting Records) Rules, 2011 and Companies (Cost
Audit report) Rules, 2011. Will the clarifications and FAQs remain valid subsequent to Companies
(Cost Records and Audit) Rules, 2014 coming into effect?

The FAQs and clarifications issued earlier are no longer valid. The same may be considered as
withdrawn and not applicable for the Companies (Cost Records and Audit) Rules, 2014 unless
specifically mentioned in these FAQs.

1.4 What constitutes the cost records under Rule 2(e)?

As perRule 2(e) the Companies (Cost Records and Audit) Rules, 2014, “cost records” means ‘books
of account relating to utilization of materials, labour and other items of cost as applicable to the
production of goods or provision of services as provided in section 148 of the Act and these Rules’.
There cannot be any exhaustive list of cost accounting records. Any fransaction - stafistical,
quantitative or other details - that has a bearing on the cost of the product/activity is important
and form part of the cost accounting records.

Cost records are to be kept on regular basis to make it possible to “calculate per unit cost of
production/operations, cost of sales and margin for each of its products for every financial year
on monthly/quarterly/half-yearly/annual basis*. What is required is to maintain such records and
details in a structured manner on a regular basis so that accumulation is possible on a periodical
basis.

1.5 The Rules state that cost records are to be maintained in Form CRA-1. However, CRA-1 does not

prescribe any format but only provides principles to be followed for different cost elements. What
are the role and status of Cost Accounting Standards/GACAP and its applicability vis-a-vis CRA-1?

The principles of maintenance of cost accounting records have been nofified in the Rules in CRA-1.
The principles are in sync with the cost accounting standards. The Rules are principle based and no
formats have been prescribed for maintenance of cost accounting records like pre-2011 industry
specific rules. No separate format based records maintenance has been prescribed even for the
Regulated Industry and the prescription has left it open for industry to maintain cost accounting
records according fo its size and nature of business so long as it determines a frue and fair view
of the cost of production, cost of sales and margin of the products/services. The cost audit report
is required to be in conformity with the “cost auditing standards” as referred to in Section 148 of
the Companies Act, 2013.
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1.6

1.7

1.8

1.9

1.10

It is also to be noted that the Council of the Institute of Cost Accountants of India has made
it mandatory for cost accountants in practice to follow and conform to the Cost Accounting
Standards issued by it and it is incumbent on the cost auditors to report any deviations from cost
accounting standards.

What is the meaning of “Turnover” in relation to the Companies (Cost Records and Audit) Rules,
20147

Sub-section 91 of Section 2 of the Companies Act, 2013 defines “tfurnover” as “the aggregate
value of the realization of amount made from the sale, supply or distribution of goods or on
account of services rendered, or both, by the company during a financial year. For the purposes
of these Rules, “Turnover” means gross furnover made by the company from the sale or supply
of all products or services during the financial year. It includes any turnover from job work or loan
license operations but exclude duties and taxes. Export benefit received should be treated as a
part of sales.

Whether overall annual Turnover/individual turnover definition willinclude other operationalincome
like Job work income, scrap sale, frading turnover, export benefits, sales of services etc.?

The Turnover shall include other operational income like Job work income, scrap sale, frading
turnover, export benefits, sales of services etc.

Is maintenance of cost accounting records mandatory for a multi-product company where all
the products are not covered under the Rules even if the Turnover of the individual product/s that
are covered under the Rules is less than rupees thirty five crores?

The Rules provide threshold limits for the company as a whole irrespective of whether allits products
are as per the prescribed industry/sector provided under Table A or Table B. The Rules do not
provide any minimum product specific threshold limits for maintenance of cost accounting records
and consequently the company would be required to maintain cost accounting records for the
products covered under Table-A or Table-B or both even if the turnover of such products is below
rupees thirty five crores.

What is the difference between Cost Accounting policy and Cost Accounting system?

Cost Accounting Policy of a company state the policy adopted by the company for treatment
of individual cost components in cost determination.

The Cost Accounting system of a company, on the other hand, provides a flow of the cost
accounting data/information across the activity flow culminating in arriving at the cost of final
product/service.

A company meets the threshold limits for both maintenance of cost records and cost auditin Year-0
(previous year) and consequently comes under the purview of the Rules in Year-1 (current year).
If the turnover of company gets reduced to lower than the prescribed threshold limit in Year-1
(current year), whether Cost Records and Cost Audit will be applicable for Year-2 (next year).

Rule 3 of the Companies (Cost Records and Audit) Rules, 2014 states that a company engaged in
the production of the goods or providing of services as prescribed having an overall turnover from
all its products and services of rupees thirty five crore or more during the immediately preceding
financial year, shall include cost records for such products or services in their books of account.
Since the threshold limit for applicability of maintenance of cost accounting recordsis metin Year-
0, the cost records are required to be maintained from Year-1. Once the maintenance of cost
records becomes applicable, it would be maintained on a contfinuous basis in the subsequent
years also. In the same line, cost audit will be applicable from Year-1 and for every year thereafter.
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How to identify products covered under 4-digit CETA Code as mentioned in the Rules?

Central Excise Tariff Act Heading has been defined in Rule 2(aa) of Companies (Cost Records and
Audit) Rules 2014. It states “Central Excise Tariff Act Heading” means the heading as referred to
in the Additional Notes in the First Schedule to the Central Excise Tariff Act, 1985 [5 of 1986].

First Schedule to the Cenftral Excise Tariff Act, 1985 states — “heading” in respect of goods, means
a description in list of tariff provisions accompanied by a four-digit number and includes all sub-
headings of tariff items the first four-digits of which correspond fo that number.

The Rules prescribed in 2011 had introduced the concept of reporting under “Product Group”.
The present Rules are silent about Product Group. What is the requirement of preparation of cost
statements of products/services so far as maintenance of cost accounting records is concerned
and reporting thereof in the cost audit report?

The concept of "Product Group” has been dispensed with in the present Rules. The cost records
referred to in sub-rule (1) of Rule 5 is required to be maintained on regular basis in such manner
as to facilitate calculation of per unit cost of production or cost of operations, cost of sales and
margin for each of its products and activities. Hence, it is imperative that the cost accounting
records are required to be maintained and cost statements prepared for each and every product/
service/activity that the company is engaged in.

So far as reporting is concerned, Abridged Cost Statement for every product identified with the
CETA Code isrequired to be provided. For activities/services for which CETA Code is not applicable,
the Abridged Cost Statement shall be for each service/activity.

Whether separate Form CRA-2 is required to be filed by a company having two or more different
types of products covered under cost audit?

CRA-2 Form (intfimation for appointment of cost auditor to Central Government) has replaced the
earlier Form 23C (application seeking approval for appointment of cost auditor). A single Form
CRA-2 is required to be filed providing details of the sectors/industries covered under cost audit
and details of cost auditor. For Companies appointing multiple cost auditors, only one single Form
CRA-2 is required to be filed. Provision has been made in the Form to accommodate details of
multiple cost auditors.

The Tables listing the industry/sector/product/service in the Rules have described the same by way
of description as well as CETA Heading, wherever applicable. For certain sectors, the coverage
under the CETA Heading are apparently not in line with the description of the sector. How to
determine the coverage in such cases?

The description and the CETA Heading have fo be read harmoniously and construed to be
supplementing each other. The CETA Heading has been provided in the amended Rules in addition
to what was provided in the original Rules issued in June 2014. The CETA Codes are inclusive and
all products covered under the codes are covered irrespective of the description.

For example, in case of Petroleum Industry, the description states “Petroleum products regulated by
the Petroleum and Natural Gas Regulatory Board under the Petroleum and Natural Gas Regulatory
Board Act, 2006 (19 of 2006)” and the CETA Headings are 2709 to 2715. Hence, all products covered
under CETA Headings 2709 to 2715 are included as well as activities like storage, transportation,
distribution of Crude QOil or Gas etc. and any other activity that is defined under the Petroleum
and Natural Gas Regulatory Board Act, 2006 and regulated by the PNGRB are covered.

Similarly, Rubber and allied products would include all rubber products as specified under CETA
Codes 4001 to 4017 and will not be restricted only to such rubber products regulated by the Rubber
Board.
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Companies engaged in manufacturing Machinery and mechanical appliances falling under CETA
Codes 8401 to 8402; 8801 to 8805; 8901 to 8908 are similarly covered irrespective of its ultimate
customer/consumer, subject fo the company meeting the threshold limits prescribed and it is not
necessary that the products have to be exclusively used in defence, space and atomic energy
sectors.

What is meant by Telecommunication Services and what is its coverage?

The Companies (Cost Records and Audit) Rules, 2014 has covered “Telecommunication services
made available to users by means of any transmission or reception of signs, signals, writing, images
and sounds or intelligence of any nature (other than broadcasting services) and regulated by the
Telecom Regulatory Authority of India under the Telecom Regulatory Authority of India Act, 1997
(24 of 1997)". The Telecom Regulatory Authority of India Act, 1997 defines “telecommunication
service” as “service of any description (including electronic mail, voice mail, data services, audio
fext service, video text services, radio paging and cellular mobile telephone services) which is
made available to users by means of any fransmission or reception of signs, signals, writing, images
and sounds or intelligence of any nature, by wire, radio, visual or other elecfro-magnetic means
but shall not include broadcasting services”.

Subsequently, the Central Government has included broadcasting services within the ambit
of telecommunication services by noftifying “broadcasting services and cable services to be
telecommunication service”. [Notification No. 39 issued by Ministry of Communication and
Information Technology dated 9 January 2004, S.O. No. 44(E) issued by TRAI, vide F. No. 13-1/2004].

In view of the above, Telecommunication Services made available to users and regulated by the
Telecom Regulatory Authority of India under the Telecom Regulatory Authority of India Act, 1997
would include all such services being regulated by TRAI including broadcasting services.

What is the coverage of “Roads and other infrastructure projects” under ltem 10 of Table B of the
Rules?

“Roads and other infrastructure projects” has been defined to be corresponding to para No.(1)
(a) as specified in Schedule VI of the Companies Act, 2013. Sub-clause (a) to Para (1) of Schedule
VI of the Companies Act, 2013 covers “Roads, national highways, state highways, major district
roads, other district roads and village roads, including foll roads, bridges, highways, road fransport
providers and other road-related services”. Hence, every activity including construction and
maintenance of the above projects are covered under the Rules.

What is the coverage of Construction Industry under ltem 21 of Table B of the Rules?

Construction Industry has been defined to be corresponding to para No. (5)(a) as specified in
Schedule VI of the Companies Act, 2013. Para (5) of Schedule VI of the Companies Act, 2013
pertains to “Industrial, commercial and social development and maintenance” and covers “real
estate development, including an industrial park or special economic zone” as per sub-clause
(a). Hence, every construction activity in relation to the above are covered under the Rules.

What is the coverage of Aeronautical Services?

Clause 3(B)(8) of the Companies (Cost Records and Audit) Rules, 2014 covers under the ambit
of the Rules “"Aeronautical services of air traffic management, aircraft operations, ground safety
services, ground handling, cargo facilities and supplying fuel rendered by airports and regulated
by the Airports Economic Regulatory Authority under the Airports Economic Regulatory Authority
of India Act, 2008 (27 of 2008)”.

The Airports Economic Regulatory Authority of India Act, 2008 has defined “aeronautical services”
as follows:
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(i)  For navigation, surveillance, and supportive communication thereto for air traffic
management;

(i) For the landing, housing or parking of an aircraft or any other ground facility offered in
connection with aircraft operations at an airport;

(iii)  For ground safety services at an airport;

(iv) For ground handling services relating to aircraft, passengers and cargo at an airport;
(v) Forthe cargo facility at an airport;

(vi) For supplying fuel to the aircraft at an airport;

The Rule has covered all the above services under the ambit of maintenance of cost accounting
records and cost audit subject to threshold limits.

However, all airports and aircraft operations belonging to or subject to the confrol of the Armed
Forces or paramilitary Forces of the Union are excluded from the scope of these Rules.

Whether maintenance of cost accounting records and cost audit thereof, subject to threshold
limits prescribed, is applicable to products which are for 100% captive consumption?

The Companies (Cost Records and Audit) Rules, 2014 has specified different products and services
for which maintenance of cost accounting records and cost audit thereof, subject to threshold
limits prescribed, is mandatory.

In case a product is manufactured and 100% captively consumed for production of some other
product which is also covered under these Rules and is subject to cost audif, then the cost of
such captively consumed product would form part of the final product which is also under cost
audit and as such a separate cost audit report for the captively consumed product will not be
necessary.

However, if the product is partly for captive consumption and partly sold, or if the product is 100%
captively consumed for production of some other product which is not covered under these Rules,
then cost audit would be applicable for such captively consumed product(s).

What would be the freatment of cost consumption of electricity from a captive generating plant
and applicability of cost audit to such captive generating plants?

Rule 3(A)(2) dealing with generation, fransmission, distribution and supply of electricity has excluded
captive generation as defined in the Electricity Rules, 2005. It may be noted that in case of a
company whose product(s)/service(s) are covered under the Rules and it consumes electricity
from the captive generating plant, determination of cost of generation, transmission, distribution
and supply of electricity as per CRA-1 would be mandatory since the cost of consumption of
electricity has to be at cost. Hence, maintenance of cost records for generation, transmission,
distribution and supply of electricity would be applicable. However, cost audit will not be applicable
to such captive plants, provided the entire generation is consumed cayptively and no portion is
sold outside.

A Company is engaged in both Regulated and Non-Regulated sectors and all its products are not
covered under the Rules. How to determine applicability of cost audit for the products covered
under the Regulated and Non-Regulated sectors since different threshold limits have been
prescribed under Rule 4?

Rule 4 states that cost audit would be applicable for products under:

(a) Table A if the overall furnover of the company is at least ¥ 50 crore and

(b) Table B if the overall turnover of the company is X 100 crore.
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Hence, the coverage of cost audit for a company where all its products are covered under Table
A or Table B or a combination of the two would be guided by these threshold limits.

In case of a multi-product company where all its products are not covered under Table A or Table
B or a combination of both, then the following would apply:

(a) If the overall turnover of the company is more than X 50 crore but less than X100 crore, then
only products covered under Table-A will be covered under cost audit provided the sum
total of all the products of the company covered under Table A and Table B is more than
325 crore.

(o) If the overall turnover of the company is more than X100 crore, then:

(i)  productsunder both Table A and Table B will be covered under cost audit provided the
sum total of all the products of the company covered under Table A and Table B
is more than ¥ 35 crore

(i) only products of Table A will be covered if the sum total of all the products of the company
covered under Table A and Table B is more than X 25 crore but less than X 35 crore.

Explanation: Rule 4 has defined threshold limits for Table A and Table B separately but the aggregate
turnover of the individual product or products or service or services has been defined to be all
products for which cost records are required to be maintained under rule 3.

A company does job work for others. The raw materials are supplied to the company by the principal
and the job worker gets conversion charges only. The Job Worker company pays the excise duty
which is reimbursed by the principal. Will the job worker be covered under the Companies (Cost
Records and Audit) Rules, 2014?

The Rules are applicable to a company. If the products of the Jolb Worker is listed under Table A or
Table B of the Rules and the Job Worker company meets the threshold limits as prescribed, then the
job worker company will be required to maintain cost accounting records. If the threshold criteria
of the cost audit as prescribed are met, the company would be covered under cost audit also.
Payment of excise duty by the Job Worker and in turn getting reimbursement for it is immaterial
for application of the Rules.

Whether companies registered under Section 8 of the Companies Act, 2013 (corresponding to
Section 25 of the Companies Act, 1956) and One Person Company (OPC) infroduced in Companies
Act, 2013 covered under the Rules?

The Companies (Cost Records and Audit) Rules, 2014 are applicable to every company registered
under the Companies Act, 2013 which are engaged in production of goods or providing of
services listed in Table-A or Table-B of Rule 3. Different threshold limits have been prescribed in
the Rules for applicability of maintenance of cost accounting records and coverage under cost
audit. Exemption has been granted only to companies which are classified as a micro enterprise
or a small enterprise including as per the turnover criteria under sub-section (?) of section 7 of the
Micro, Small and Medium Enterprises Development Act, 2006 (27 of 2006) and foreign companies
having only liaison offices engaged in Production, import and supply or trading of medical devices
specified under Item 33 of Table-B of Rule 3. Any other legal entity registered as a company that
meets the conditions stated in Rule 3 and Rule 4 are covered.

The manufacturing process of a company generates Metal Scrap during production of its main
products which may or may not be covered under cost audit. Such scrap is sold in the market
after the same is cleared under CETA Codes that are covered in the Rules. Will the company be
covered under cost audit for generation of scrap?
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Generation of scrap is not a production or processing or manufacturing but is incidental to
manufacture of its main products. The Rules are applicable to production of goods or providing
of services. CETA Codes have been inducted in the Rules for proper identification of Products that
are manufactured. The act of payment of Excise Duty is immaterial in the context of application
of the Rules. The generation of scrap and its consequent sale in the market cannot be construed
to be covered under the Rules.

1.25 Whether Value Addition and Distribution of Earnings [Part D, Para 3] is to be computed based on
Cost record data or audited financial data?

Value Addition statement is to be computed based on audited financial accounts.

1.26 Whether Financial Position and Ratio Analysis [Part D, Para 4] is to be computed based on
Cost record data or audited financial data?

Financial Position and Ratio Analysis is to be computed based on audited financial accounts. This
reporting Para has been aligned with the nomenclature of Schedule Il of the Companies Act,
2013.

1.27 What is the procedure for appointment of cost auditor under the Companies Act, 2013?

The cost auditor is to be appointed by the Board of Directors on the recommendation of the
Audit Committee, where the company is required to have an Audit Committee. The cost auditor
proposed to be appointed is required fo give a letter of consent to the Board of Directors. The
company shall inform the cost auditor concerned of his or its appointment as such and file a
notice of such appointment with the Central Government within a period of thirty days of the
Board meeting in which such appointment is made or within a period of one hundred and eighty
days of the commencement of the financial year, whichever is earlier, through electronic mode,
in form CRA-2, along with the fee as specified in Companies (Registration Offices and Fees) Rules,
2014.

Any casual vacancy in the office of a cost auditor, whether due to resignation, death orremoval,
shall be filled by the Board of Directors within thirty days of occurrence of such vacancy and the
company shallinform the Central Government in Form CRA-2 within thirty days of such appointment
of cost auditor.

1.28 Who can be appointed as a cost auditor?

Only a Cost Accountant, as defined under section 2(28) of the Companies Act, 2013, can be
appointed as a cost auditor.

Clause (b) of sub-section (1) of section 2 of the Cost and Works Accountants Act, 1959 defines
“Cost Accountant”. It means a Cost Accountant who holds a valid certificate of practice under
sub-section (1) of section é of the Cost and Works Accountants Act, 1959 and is in whole-time
practice. Cost Accountant includes a Firm of Cost Accountants and a LLP of cost accountants.

1.29 What are the eligibility criteria for appointment as a cost auditor?

Eligibility Criteria under Section 141 of the Companies Act, 2013 read with Rule 10 of the Companies
(Audit and Auditors) Rules, 2014 and Section 148 of the Companies Act, 2013. The following persons
are not eligible for appointment as a cost auditor:

(a) Abody corporate. However, a Limited Liability partnership registered under the Limited Liability
Partnership Act, 2008 can be appointed. [Section 141(3)(a)].

(o) An officer or employee of the company. [Section 141(3)(b)].
(c) A person who is a partner, or who is in the employment, of an officer or employee of the
company. [Section 141(3)(c)].
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(d)

(e)

(f)

(9)

(h)

(k)

(1)

A person who, or his relative or partner is holding any security of or interest in the company
or any of its subsidiary or of its holding or associate company or a subsidiary of such holding
company. [Section 141(3)(d){(i)].

Relatives of any partner of the firm holding any security of or interest in the company of face
value exceeding X 1 lakh. [Sectfion 141(3)(d)(i) and Rule 10(1) of Companies (Audit and
Auditors) Rules, 2014].

A person who isindebted to the company orits subsidiary, orits holding or associate company
or a subsidiary or such holding company, for an amount exceeding X 5 lakhs. [Section 141(3)
(d)(ii) and Rule 10(2) of Companies (Audit and Auditors) Rules, 2014].

A person who has given any guarantee or provided any security in connection with the
indebtedness of any third person to the company or ifs subsidiary, or its holding or associate
company or a subsidiary of such holding company, for an amount exceeding X1 lakh. [Section
141(3)(d)(iii) and Rule 10(3) of Companies (Audit and Auditors) Rules, 2014].

A person or a firm who, whether directly or indirectly, has business relationship with the
company or its subsidiary, or its holding or associate company or subsidiary of such holding
company or associate company. [Section 141(3)(e) and Rule 10(4) of Companies (Audit and
Auditors) Rules, 2014].

“Business Relationship” is defined in Rule 10(4) of Companies (Audit and Auditors) Rules, 2014
and the same shall be construed as any transaction entered into for a commercial purpose,
except commercial fransactions which are in the nature of professional services permitted to
be rendered by a cost auditor or a cost audit firm under the Act and commercial fransactions
which are in the ordinary course of business of the company at arm’s length price - like sale
of products or services to the cost auditor, as customer, in the ordinary course of business,
by companies engaged in the business of felecommunications, airlines, hospitals, hotels and
such other similar businesses.

A person whose relative is a director or is in the employment of the company as a director
or key managerial personnel of the company. [Section 141(3)(f]].

A person who isin the full time employment elsewhere or a person or a partner of a firm holding
appointment as its auditor if such person or persons is at the date of such appointment or
reappointment holding appointment as auditor of more than twenty companies. [Section

141(3)(9)].

A person who has been convicted by a court for an offence involving fraud and a period of
ten years has not elapsed from the date of such conviction. [Section 141(3)(h)].

Any person whose subsidiary or associate company or any other form of entity, is engaged
as on date of appointment in consulting and providing specialised services to the company
and its subsidiary companies: [Section 141(3)(i) and Section 144].

(a) accounting and book keeping services

(b) internal audit

(c) design and implementation of any financial information system
(d) actuarial services

(e) investment advisory services

(f) investment banking services

(g) rendering of outsourced financial services

(h) management services
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1.30 The Companies Act, 2013 has introduced provision regarding rotation of auditors. Is the provision
of rotation of auditors applicable to cost auditors also?

The provisions for maintenance of cost accounting records and cost audit are governed
by Section 148 of the Companies Act, 2013. The provisions of Section 148 clearly states that
no person appointed under Section 139 as an auditor of the company shall be appointed for
conducting audit of cost records of the company. Section 148 also provides that qualifications,
disqualifications, rights, duties and obligations applicable to auditors (financial) shall apply fo a
cost auditor appointed under this section. The eligibility, qualifications and disqualifications are
provided in Section 141 of the Act and powers and duties are provided in Section 143. Section
143(14) specifically states that the provisions of Section 143 shall mutatis mutandis apply to a cost
auditor appointed under Section 148. There are no other provisions governing the appointment
of a cost auditor.

Section 139(3) of the Act, applicable to appointment of auditors (financial), and Rule 6 of
Companies (Audit and Auditors) Rules, 2014 deals with the provision of rotation of auditors and
these provisions are applicable only fo appointment of auditors (financial). The Act does not
provide for rotation in case of appointment of cost auditors and the same is not applicable to
a cost auditor. It may, however, be noted that though there is no statutory provision for rotatfion
of cost auditors, individual companies may do so as a part of their policy, as is the practice with
Public Sector Undertakings.

1.31 What is the procedure to be followed for fixing the remuneration of a cost auditor?

Rule 14 of the Companies (Audit and Auditors) Rules, 2014 has laid down the procedure of
appointment and fixing the remuneration of a cost auditor. It states as follows:

Remuneration of the Cost Auditor: For the purpose of sub-section (3) of section 148,—
(a) inthe case of companies which are required to constitute an audit committee—

(i)  the Board shall appoint an individual, who is a cost accountant in practice, or a firm
of cost accountants in practice, as cost auditor on the recommendations of the Audit
committee, which shall also recommend remuneration for such cost auditor;

(i) theremuneration recommended by the Audit Committee under (i) shall be considered
and approved by the Board of Directors and ratified subsequently by the shareholders;

(b) in the case of other companies which are not required to constitute an audit committee,
the Board shall appoint an individual who is a cost accountant in practice or a firm of cost
accountants in practice as cost auditor and the remuneration of such cost auditor shall
be ratified by shareholders subsequently.

1.32 What are the duties of the Companies in relation to provisions of Section 148 of the Companies
Act, 2013 and the Rules framed thereunder?

Every company required to get cost audit conducted under Section 148(2) of the Companies
Act, 2013 shall:-

(a) Appoint a cost auditor within one hundred and eighty days of the commencement of every
financial year;

(b) Inform the cost auditor concerned of his or its appointment;
(c) File a notice of such appointment with the Central Government within a period of thirty days

of the Board meeting in which such appointment is made or within a period of one hundred
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1.34

1.35

1.36

and eighty days of the commencement of the financial year, whichever is earlier, through
electronic mode, in form CRA-2, along with the fee as specified in Companies (Registration
Offices and Fees) Rules, 2014;

(d)  Within a period of thirty days from the date of receipt of a copy of the cost audit report, furnish
the Central Government with such report alongwith fullinformation and explanation on every
reservation or qualification contained therein, in form CRA-4 along with fees specified in the
Companies (Registration Offices and Fees) Rules, 2014.

Is a cost auditor required to audit and certify monthly, quarterly, half-yearly and yearly cost
statements?

As perRule 5, every company under these rules including all units and branches thereof are required,
in respect of each of its financial year, to maintain cost records in form CRA-1. The cost records
are required to be maintained on regular basis in such manner so as to facilitate calculation of
per unit cost of production or cost of operations, cost of sales and margin for each of its products
and activities for every financial year on monthly or quarterly or half-yearly or annual basis. The
cost auditor is appointed to conduct audit of the cost records and make report thereon for the
financial year for which he is appointed. It is not incumbent upon the cost auditor to certify monthly,
quarterly, half-yearly cost statements.

CRA-3 requires Details of Material Consumed, Details of Utilities Consumed and Details of Industry
Specific Operating Expenses respectively [Part B and Part C, Para 2(a), 2(b) and 2(c)]. In case of
companies where number of materials or utilities or industry specific operating expenses is more
than 10 each, which items should be disclosed in the respective paras?

It is fo be noted that the cost audit report is required to be filed in XBRL mode and there is no
provision for extending the number of items under any of the heads to accommodate more than
10 items. Hence, in cases where number of such items is more than 10 under any of the heads of
material or utility or industry specific operating expenses, the 9 main items in terms of value should
be provided separately and the balance items should be clubbed together under “Others” and
shown as the tenth item.

Whether figures are to be provided for Rupees per Unit or Amount in Rupees in the Product and
Service Profitability Statement [CRA-3, Part D, Para 1]?

Amountin Rupees are required to be provided under this Para. The number of products or services
will be equal to the number of products and services covered under cost audit and for which
Abridged Cost Statement has been provided.

Is there any obligation on the part of cost auditor to report offence of fraud being or has been
committed in the Company by its officers or employees?

Sub-rule (7) of Rule 6 of the Companies (Cost Records and Audit) Rules 2014 states that “the
provisions of sub-section (12) of section 143 of the Act and the relevant rules made thereunder
shall apply mutatis mutandis to a cost auditor during performance of his functions under section
148 of the Act and these rules”.

As per sub-section (12) of section 143 of the Companies Act 2013, exfract of which is given above,
it is obligatory on the part of cost auditor to report offence of fraud which is being or has been
committed in the company by its officers or employees, to the Central Government as per the
prescribed procedure under the Rules.

As per the proviso to above sub-section, it has been stated that in case of a fraud involving lesser
than the specified amount, the auditor shall report the matter to the audit committee constituted
under section 177 or to the Board in other cases within such time and in such manner as may be
prescribed.
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FAQ-2
08/07/2015

Frequently Asked Questions on
Maintenance of Cost Accounting Records and
Cost Audit under Companies Act, 2013

What types of Educational Services are covered under the Companies (Cost Records and Audit)
Rules 20147

The Companies (Cost Records and Audit) Rules 2014 covers “Education services, other than such
similar services falling under philanthropy or as part of social spend which do not form part of any
business”.

Any company imparting training or education by means of any mode is covered under Education
Services. However, auxiliary services provided by companies, as a separate independent entity,
to educational institutions viz., (i) transportation of students, faculty and staff; (i) catering service
including any mid-day meals scheme; (iii) security or cleaning or house-keeping services in such
educationalinstitution; (iv) services relating to admission to such institution or conduct of examination
are not included under Education Services.

In case the educationalinstitution covered under the Rules is providing the above auxiliary services
as a part of their total operations, then the institution will be required to maintain records for such
auxiliary services also.

What types of Health Services are covered under the Companies (Cost Records and Audit) Rules
2014?

The Companies (Cost Records and Audit) Rules 2014 covers “Health services, namely functioning
as or running hospitals, diagnostic centres, clinical centres or test laboratories”.

Any company engaged in providing Health services through functioning as or running hospitals,
diagnostic cenftres, clinical centres, test laboratories, physiotherapy centres and post-operative/
freatment centres are covered within the ambit of the Companies (Cost Records and Audit) Rules
2014. Further, companies running hospitals exclusively forits own employees are excluded from the
ambit of these Rules, provided however, if such hospitals are providing health services to outsiders
also in addition to its own employees on chargeable basis, then such hospitals are covered within
the ambit of these Rules.

It is clarified that companies engaged in running of Beauty parlours / beauty freatment are not
covered under these Rules.

A company is engaged in construction of residential housing, offices, industrial units, Roads, Bridges,
Marine facilities etc. having sites in India and abroad. The company also has Joint venture projects
in India and abroad. Whether Companies (Cost Records and Audit) Rules 2014 would be applicable
to the company?

All companies engaged in construction business either as contractors or as subcontractors, who
meet with the threshold limits laid down in the Companies (Cost Records and Audit) Rules, 2014 and
undertake jobs with the use of own materials [whether self-manufactured/produced or procured
from outside] shall be required to maintain cost records and get cost audit conducted as per the
provisions of the Companies (Cost Records and Audit) Rules, 2014.

The provisions of the Companies (Cost Records and Audit) Rules, 2014 would also apply for
construction activities undertaken under BOT/BOOT mode, or the projects undertaken as EPC
contractor or the projects undertaken abroad by a company incorporated in India.

The Companies (Cost Records and Audit) Rules, 2014, do not make any distinction between the
Contractor and Sub-Contractor and accordingly all such companies will be included within the
ambit of the Rules.

A company is engaged in manufacturing products on its own as well as purchase the same products
from other companies. The outsourced products are treated as trading activity in the financial
accounts. Same products are also manufactured by supply of materials to converters. What would
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be treatment of such products for the purposes of maintenance of cost accounting records and
cost audit?

Products manufactured by the company as well as conversion activity through third parties will be
covered under the Companies (Cost Records and Audit) Rules 2014 and the company would be
required to maintain cost accounting records and get cost audit conducted subject to threshold
limits. The finished products bought from outside parties (treated as Trading Activity in Financial
Accounts) would be reflected as "Cost of Finished Goods Purchased” in Abridged Cost Statement.

The Companies (Cost Records & Audit) Rules, 2014 provides exemption from cost auditto a company
which is covered under rule 3, and whose revenue from exports, in foreign exchange, exceeds
seventy five per cent of its total revenue. How to determine the percentage to total revenue in the
following cases:

(i) In a company who is manufacturing Pharmaceutical products, the revenue from export of
pharmaceutical products earned in foreign exchange divided by total revenue including
other income etc. is 58%.

(i) Therevenue in foreign exchange earned from export of pharmaceutical products plus revenue
in foreign exchange earned from rendering of research & development service divided by
total revenue including other income etc.is 82%.

Cost audit is applicable for specified products/services. Rule 4(3) states “The requirement for cost
audit under these rules shall not apply to a company which is coveredinrule 3, and (i) whose revenue
from experts, in foreign exchange, exceeds seventy five per cent of its fotal revenue”. The inclusion
or coverage of a company under Rule 3 is in respect of products/services listed under Table-A and
Table-B and consequently the computation of 75% is to be calculated for the specific products/
services covered under Rule 3 and not in respect of all the products/services of the company.

The total revenue and turnover of R&D Activities, not being covered under Rule 3 cannot be taken
into consideration for computation of 75%.

In this connection it is also clarified that “total revenue” of a company is to be considered as the
total revenue as defined in Schedule Il of the Companies Act, 2013. Total Revenue as defined in
Schedule Il is Total Operating Revenue plus Other Incomes.

A company has units in SEZ and in non-SEZ areas. The Companies (Cost Records and Audit) Rules
2014 has exempted companies operating in special economic zones from cost audit. What would
be applicability of the Companies (Cost Records and Audit) Rules 2014 on such a company in
respect of maintenance of cost accounting records and cost audit?

Rule 3 of the Companies (Cost Records and Audit) Rules 2014 is specific and it has mandated
maintenance of cost accountfing records on all products/activities listed under Table-A and
Table-B subject to threshold limits. No exemption is available to any company from maintenance
of cost accounting records once it meets the threshold limits. Hence, the above company would
be required to maintain cost accounting records for all its units including the one located in the
special economic zone.

In view of the provisions of Rule 4(3)(ii) of the Companies (Cost Records and Audit) Rules 2014 the
unit located in the special economic zone would be outside the purview of cost audit and the
company would not be required to include particulars of such unit in its cost audit report. The other
units of the company located outside the special economic zone would be covered under cost
audit subject to the prescribed threshold limits.

A cost auditor is required to certify under Para 1(vii) of the Cost Audit Report - “Detailed unit-wise
and product/service-wise cost statements and schedules thereto in respect of the product/service
under reference of the company duly audited and certified by me/us are/are not kept in the
company”. Whether product Cost Sheet prepared SKU wise/ type-wise/ size-wise/ specification-
wise by the company is required to be certified by the cost auditor and kept in the company?

Rule 5(2) of the Companies (Cost Records and Audit) Rules 2014 requires that “the cost records
referred to in sub-rule (1) shall be maintained on regular basis in such manner as to facilitate
calculation of per unit cost of production or cost of operations, cost of sales and margin for each
of its products and activities”.
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2.9

2.10

2.1

2.12

The Rules have identified products as per CETA heading as defined in Rule 2(aa) which states
“Central Excise Tariff Act Heading means the heading as referred to in the Additional Notes in the
First Schedule to the Central Excise Tariff Act, 1985[5 of 1986]”.

First Schedule to the Central Excise Tariff Act, 1985 states — “heading” in respect of goods, means
a description in list of tariff provisions accompanied by a four-digit number and includes all sub-
headings of tariff items the first four-digits of which correspond to that number.

The above definitions make it clear that maintenance of cost accounting records should conform
to the CETA Heading and detailed unit-wise and product/service-wise cost statements and
schedules thereto are required to be certified by the cost auditor.

In the abridged cost statement, what are Industry specific operating expenses? When should this
be used?

Industry Specific operating expenses are those which are peculiar to a particular industry such as
Telecommunication Industry which shows expenses such as Network Operating cost, License fee,
Radio Spectrum charges, Microwave charges etc. which are peculiar to this Industry and should
be disclosed separately in the cost statement. The Industry Specific operating expenses will vary
from industry to industry depending upon the nature of operations. The industry specific operating
expenses shall have fo be identified and reported upon in the abridged cost statement.

What is installed capacity and how is this different from total available capacity? How the installed
capacity is to be calculated in a multi-product company using the same machine/ facilities?
Should installed capacity be the capacity at the beginning of the year or at the end of the year
under audit?

The Institute of Cost Accountants of India has defined “Installed Capacity is the maximum productive
capacity, according fo the manufacturer’s specifications or determined through an expert study”
[CAS-2 of Cost Accounting Standards]. The Installed Capacity fo be disclosed in the Quantitative
Details of CRA-3 is to be considered as at the beginning of the year. Capacity enhanced during
the year should be considered as the increase in Installed Capacity during the year on pro-rata
basis. Available capacity is the fotal installed capacity after adjustment of capacity enhanced
during the year and if any capacity is available by means of leasing arrangement or taking on
third-party capacity for increasing the total capacity.

If the same available capacity is utilised for production of multiple products, the following different

basis may be adopted to determine the available capacity in respect of each of the products:

(i) If the company has a system of allocating the total available capacity for production of
mulfiple products, then such allocated available capacity is to be considered for the products
being manufactured by utilising the same production facility.

(i) If the production allocation is not pre-determined and changes from period to period, then
the capacity utilisation is to be determined on the basis of total production of all the products
taken together and the total available capacity should be considered for all the products.

Whether each and every transactions with Related Parties is o be disclosed under Para D-5 of

Annexure to the Cost Audit Report?

Details of related Party Transaction are required to be provided in respect of each Related Party
and each Product/Service for the year as a whole and not fransaction-wise.

Revised Form CRA-2 has been made available by the Minisiry of Corporate Affairs conforming
to the Companies (Cost Records and Audit) Rules, 2014 on 31st December, 2014. What are the
required attachments to Form CRA-2?

The Form has provided an attachment bufton for attachment of certified copy of the Board
Resolution appointing the cost auditor. The consent letter of the cost auditor should be attached
as optional attachment.

Is CRA-3 applicable for companies whose financial year commenced prior to April 1, 2014? Which
Rules are applicable to companies whose financial year commenced on January 1, 2014?

The Section 148 of the Companies Act, 2013 and Companies (Cost Records and Audit) Rules, 2014
are applicable from April 1, 2014. Companies that were covered under the erstwhile Companies
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(Cost Accounting Records) Rules, 2011 and met the threshold limits prescribed therein are required
to get the cost audit of their companies audited for the financial year 01/01/2014 to 31/12/2014
under the 2011 Rules and submit their respective reports under Companies (Cost Audit Report)
Rules, 2011.

Companies (Cost Records and Audit) Rules, 2014 is applicable to companies maintaining calendar
financial year from 01/01/2015 onwards subject to the products/services being covered under
Table-A or Table-B of Rule 3 and meeting the prescribed threshold limits.

The Companies (Cost Records and Audit) Rules, 2014 requires submission of a single cost audit
report at company level. What is the procedure of certifying and submission of cost audit report
of a company where more than one cost auditor is appointed?

In case of a company having more than one cost auditor, it would be necessary for the company
to appoint/designate one cost auditor as the lead cost auditor for consolidation of the report.

The individual cost auditors appointed for specific units/products would be required to audit and
provide Para numbers A-4, B-1, B-2, B-2A, B-2B, B-2C, C-1, C-2, C-2A, C-2B, C-2C (as applicable),
D-1 in respect of the products/services coming under the purview of their respective audits. The
individual auditors would also be required to submit to the Board of Directors the individual cost
audit report as per Form of the Cost Audit Report given in CRA-3.

The lead auditor would be responsible for preparing the Para numbers A-3, D-2, D-3, D-4, D-5,
D-6 and consolidate Para numbers A-4, B-1, B-2, B-2A, B-2B, B-2C, C-1, C-2, C-2A, C-2B, C-2C (as
applicable), D-1 received from the individual cost auditors.

The consolidated report should contain the reports of all the individual cost auditors including
the report of the Lead Cost Auditor. In case individual cost auditors have any observations or
suggestions or qualifications, they would be required to mention the same under Para 2 of the
cost audit report and the lead auditor would have to mention the specific observations and/or
qualifications of all the individual cost auditors in the place provided for the same in the under
Para A-1.

The consolidated report so prepared would be converted to XBRL and submitted to the Central
Government by the Company in Form CRA-4.

The Companies (Cost Records and Audit) Rules, 2014 covers “Generation, fransmission, distribution
and supply of electricity” with no corresponding CETA Heading. Whether the Quantitative
Information and Abridged Cost Statement in respect of Electricity are required to be reported
under the Service Sector in the absence of a CETA Heading?

The reporting of electricity generation activity will be considered under “Manufacturing” and
should be shown under CETA Heading 2716. Transmission and Distribution activities should be
reported under the “Service Sector”.

A Company is engaged in both Regulated and Non-Regulated sectors and all its products are not
covered under the Rules. How to determine applicability of cost audit for the products covered
under the Regulated and Non-Regulated sectors since different threshold limits have been
prescribed under Rule 4?

The above issue was clarified in FAQ-1 vide FAQ 1.21. The issue is further clarified by means of the
following example for ease of understanding.

Turnover (X Crores) of Applicability of
Table A Table B | Table A + Other Total Cost Cost Audit
Products | Products B Products | Operating | Records
Products Revenue
Case 1l 5 10 15 19 34 No No
Case 2 5 10 15 25 40 Yes No
Case 3 10 15 25 26 51 Yes Only Table A
Product
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2.17

2.18

Pt
Case 4 0 25 25 26 51 Yes No
Case 5 20 14 34 75 109 Yes Only Table A
Product
Case 6 20 20 40 61 101 Yes Both Tables A
& B
Products

What is the status of companies after the notification of Companies (Cost Records and Audit) Rules,
2014, who have not filed cost audit report and/or compliance report pertaining to any year prior
to financial year commencing on or after April 1, 2014?

Companies that were covered under the Companies (Cost Accounting Records) Rules, 2011 or
any of the 6 industry specific Cost Accounting Records Rules and were required to file Compliance
Report and/or Cost Audit Report for and upto any financial year commencing prior to April 1,
2014 are required to comply with the erstwhile Rules and file the Compliance Report and/or Cost
Audit Report in XBRL Mode for the defaulted years. For this purpose, the Costing Taxonomy 2012
will contfinue to be available and such reports would be required to be filed in Form A-XBRL and
Form I-XBRL, as the case may be.

Many Companies have filed Form 23C as well as Form CRA-2 for 2014-15 in respect of different
products and/or multiple cost auditors, if applicable. Which SRN Number has to be reported in
the cost audit report while filing the same in XBRL Mode?

(a) Companies who have filed multiple Form 23C in respect of multiple cost auditors will be
required to provide the SRN Numbers against each Form 23C filed.

(b) In case the company after filing individual Form 23C has also filed Form CRA-2, in such case
the company will be required to provide the SRN Number of the latest CRA-2 only since the
details of multiple cost auditors, if applicable for the company, would be covered under one
Form CRA-2.

A company is engaged in manufacturing of multiple products. Some of the products are covered
under the Companies (Cost Records and Audit) Rules, 2014 and some are not. Part-A, Para 4 of the
Annexure to the Cost Audit Report (Product/Service Details for the company as a whole) requires
Net Operational Revenue to be reported for each CETA Heading for both the current year and the
previous year. Can the Net Operational Revenue of all the Products that are not covered under
the Rules be reported in this Para as a single line item?

Part-A, Para 4 of the Annexure to the Cost Audit Report of Companies (Cost Records and Audit)
Rules, 2014 require reporting of Net Operational Revenue of every CETA Heading separately
comprised in the Total Operational Revenue as per Financial Accounts. Hence, the company
would be required to report Net Revenue of every CETA Heading irrespective of whether the same
is covered under maintenance of cost accounting records and cost audit or not. In case some
of the Products are under the same CETA Heading but having different units of measurement
(UOM), then Net Revenue is to be reported for separate UOMs. It may be noted that the number
of quantitative details and abridged cost statements will have to be provided for each unique
combination of CETA Heading and UOM of the Products which are covered under cost audit.

If the company is engaged in manufacturing of products as well as providing of services and/or
frading, such services which are covered under the Companies (Cost Records and Audit) Rules,
2014 will be required to be reported separately according to the definition provided in the Rules
classified under different types of services within the same class of service. It may be noted that
the number of quantitative details and abridged cost statements will have to be provided for
each classification of service covered under cost audit.

Other services that are not covered under the Rules and Revenue from Trading Activity may be
reported under suitable heads denoting the service/activity.

The New Taxonomy has intfroduced a separate line item in this Para to report “*Other Operating
Incomes” which will form part of the Total Operating Revenue.
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SECTION - B

2.2 GUIDANCE NOTE ON COST ACCOUNTING STANDARD ON COST OF PRODUCTION FOR CAPTIVE

CONSUMPTION (CAS-4)

The Council of the Institute of Cost and Works Accountants of India has issued the Cost Accounting
Standard 4 (CAS-4) for Determination of Cost of Production for Captive Consumption. This standard lays
down the principles and methods for determining the cost of production of excisable goods used for
captive consumption, presentation and disclosure in the cost sheet.

This Guidance Note deals with the principles and methods as provided in CAS-4 and practical aspects
in connection with the determination of cost of production of excisable goods used for captive
consumption.

In the preparation of cost sheet including those requiring attestation, cost of production of excisable
goods used for captive consumption shall be determined as per CAS-4. The Cost Accounting Standards
have been set in bold italic type and reference number has been retained as in CAS-4 for ready
reference.

CAS 4 refers to Central Excise Act and Rules framed there under for determination of assessable value
of goods used for captive consumption. Therefore, this Guidance note refers to relevant sections of
Central Excise Act,1944, Central Excise Valuation (Determination of Price of Excisable Goods) Rules, 2000,
other relevant rules thereto, case laws on the subject and provides methodology for determination
of assessable value of captively consumed goods on cost construction method as a measure of
simplification.

Circular No. 692/08/2003-CX dated 13" February, 2003 issued by Department of Revenue (CBE&C) inter
alia provides “that for valuing goods which are captively consumed, the general principles of costing
would be adopted for applying Rule 8. The Board has interacted with the Institute of Cost & Works
Accountants of India (ICWAI) for developing costing standards for costing of captively consumed
goods.” Paragraph 3 of the above circular further provides:

“cost of production of captively consumed goods will henceforth be done strictly in accordance with
CAS-4.....”

The above circular is reproduced as Annexure |.

In view of above, CAS-4 is applicable from 13" February, 2003. The Department has, however, clarified
that though CAS-4 was approved by the Government of India on 13.2.2003, cases pending finalization
for the period earlier to this may be considered in line with costing principles laid down in CAS-4, issued
by the Institute of Cost and Works Accountants of India. Assessments finalized prior to 13th February,
2003 not to be opened.

CAS-4 applies to following type of organizations registered with Excise Department if goods manufactured
are for captive consumption:

1. Proprietorship concern

2. Partnership Firms

3. Cooperative Societies

4. Private/Public Limited Companies.

SSI units registered with Excise Department are exempt from payment of excise duty as per registration
conditions.
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Introduction

The scheme of valuation of excisable goods is contained in Sec. 3A, Sec. 4 and Sec. 4A of the Central
Excise Act, 1944. The goods manufactured have to be valued in a prescribed manner as per above
provisions to determine the excise duty payable by the assessee. Section 3 provides that excise duties
shall be levied and collected on all excisable goods which are produced or manufactured in India at
the rates set forth in Schedule to the Central Excise Tariff Act, 1985. Section 4 provides the mechanism to
determine the value of goods subject to duty for the purpose of assessment. Section 4 was replaced by
new Section 4 w.e.f 1-07-2000 and concept of ‘transaction value’ has been introduced under Section
4(3)(d). Section 4A provides for valuation of excisable goods with reference to retail sale price and
applicable to commodities as notified by the Government from fime to time and on which retail price
is required to be indicated under the provision of the Standard of Weights & Measures Act, 1976 and
the Rules made there under.

Section 4(1) (a) of Central Excise Act, 1944 deals with the Valuation of excisable goods when following
requirements are satisfied:

1. Goods are sold at the time and place of removal from factory/warehouse;
2. The assessee and the buyer of the goods are not related; and

3. The price is the sole consideration of sale.

Each transaction is treated as a separate transaction for valuation purposes.

If any one of the above requirements is not satisfied, assessable value shall be determined under the
Central Excise Valuation (Determination of Price of Excisable Goods) Rules, 2000 nofified on 30.6.2000, as
provided under Section 4(1)(b) of the Act. For ready reference extract of Section 4 of the Central Excise
Act, 1944 and the Central Excise Valuation (Determination of Price of Excisable Goods) Rules, 2000 are
annexed as Annexure Il and lll. Rules 8 and 9 deal with the valuation of goods captively consumed.

Meaning of Captive Consumption:

“Captive Consumption” means that the goods are not sold by the assessee but are used for consumption
by him or on his behalf in the production or manufacture of other articles in the same premises or
elsewhere.

When goods manufactured are supplied to a related party who does not sell the goods but consumes the
same in manufacture of another product(s), such goods are also deemed to be “captively consumed”
for the purpose of valuation under Excise Laws.

In some cases during the manufacture, certain intermediate goods emerge and are used in
manufacture/production of other goods. The use of such intermediate product within the factory is also
termed as “Captive Consumption”.

Sometimes the goods are not removed from the factory but are used in the further manufacture/
production of goods and in such cases also, duty is payable as soon as the goods are manufactured/
produced within the factory unless exempted. Goods captively consumed in the same factory of the
manufacturer are exempted from duty as per Notification No. 67/95-CE dt.16.03.1995, if duty is payable
on the final product. For example, the manufacturer of motor vehicles manufactures various parts of
the motor vehicles like brakes, panels etc. These parts are also excisable goods and have separate
entry in the schedule to Central Excise Tariff Act, 1985. If these parts are removed from the factory, duty
is payable but if these parts are used in the same factory of the manufacturer in the assembly / further
manufacture of motor vehicles then the use of parts and components is called as captive consumption,
and is not subject to excise duty in view of above notification.
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Type of Goods:

Following type of goods are covered under CAS-4:

1. Goods manufactured not sold but captively consumed

2. Goods manufactured partly sold and partly captively consumed

3. Goods manufactured sold to related party for captive consumption

Goods manufactured, not sold but captively consumed:

Rule 8 of the Central Excise Valuation Rules provides that where the excisable goods are not sold but
are used for consumption by assessee or on his behalf in the production or manufacture of other articles,
the value shall be 110% (as of now)of the cost of production or manufacture of such goods. (115% was
substituted by 110% vide nofification no. 60 / 2003 — CE (NT) dated 05-08-2003) In other words, when
goods are captively consumed, the assessable value will be 110% of cost of production. The earlier
concept of deemed profit / notional profit has been done away and margin of 10% by way of profit etc
is prescribed in the rule itself for ease of assessment of goods used for captive consumption. The cost of
production is to be determined as per CAS-4 vide Government of India, Ministry of Finance & Company
Affairs (Department of Revenue’s Circular dated 13" February, 2003 (refer Annexure 1)).

Judgement of Supreme Court dated 1.8.2006 :

In a landmark judgment dated 1.8.2006 in case No. Appeal (civil)2947-2948 of 2001 Commissioner of
Central Excise, Pune vs M/s Cadbury India Ltd.(Refer Annexure V), Hon’ble Supreme Court of India,
observed :

“the Institute of Cost and Works Accountants of India (ICWAI) has laid down the principles of determining
cost of production for captive consumption and formulated the standards for costing: CAS-4. According
to CAS-4 the definition of “cost of production” is as under:

“4.1 Cost of Production : Cost of Production shall consist of Material consumed, Direct wages and salaries,
Direct expenses, Works overheads, Quality Control cost, Research and Development cost, Packing cost,
Administrative Overheads relating to production.”

“The cost accounting principles laid down by ICWAI have been recognized by the Central Board of Excise
and Customs vide Circular N0.692/8/2003 CX dated 13.2.2003. The circular requires the department to
determine the cost of production of captively consumed goods strictly in accordance with CAS-4. “

The Tribunal in the case of BMF BELTINGS LTD. vs. CCE : 2005 (184) E.L.T. 158 (Tri. Bang.) for the period
1995 to 2000 has directed the department to apply CAS-4 for the determination of the cost of production
of the captively consumed goods. In ITC vs. CCE (190) ELT 119 the Tribunal held that the department
has to calculate the cost of production in terms of CAS-4. Other decisions of the Tribunal, wherein it
has directed that CAS-4 be applied for determination of the cost of production, are Teja Engineering
v/s CCE 2006 (193) ELT 100 (Tri-Chennai), Ashima Denims v/s CCE 2005 (191) ELT 318 (Tri-Mumbai), and
Arti Industries vs. CCE 2005 (186) ELT 208 (Tri-Chennai). This is therefore a consistent view taken by the
Tribunal. The department has not filed any appeal in these cases and accepted the legal position. Apart
from this, in the light of several decisions of this Court, the Department is also bound by the said circular
N0.692/9/2003 CX dated 13" February,2003 issued by the CBE&C.”

In view of the above judgement also,the cost of production for captively consumed goods is to be
determined as per CAS-4.

Valuation of Goods Partly Captively Consumed And Partly Sold:

Where the goods to be valued are captively consumed in one’s own factory, valuation will be done
on the basis of 110% of the cost of production of goods. If the goods are partially sold by the assessee
and partially captively consumed, the goods sold would be assessed on the basis of transaction value
under section 4 and the goods captively consumed would be valued under rule 8 i.e.110% of the cost
production of goods, states the Board’s circular no.643/32/2002-CE dt. 1-7-2002.
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There can be situations where an assessee may manufacture an intermediate product (which is excisable)
which requires be processing or using for further production in another unit of the same manufacturer
located at a different place. In such a situation also, the principle of rule 8 is applicable. The cost of
production of good manufactured plus 10% thereof is to be adopted for determining the assessable value.

Valuation of Goods sold to related party:

Rule 9 of the Central Excise Valuation (Determination of Price of Excisable Goods) Rules, 2000 deals
with sale fo related person. Related person has been defined in Section 4(3) (b) of the Excise Act (Refer
Annexure Il). If a manufacturer sells goods to any of the related person, it will be treated as goods sold
fo related person. Rule 9 specifies that the goods can be sold to related persons for two purposes, one
for onward sale when the related person is dealer/ distributor of the assessee and secondly the related
person buys goods from the assessee for consumption in the production or manufacture of articles. In
case, the related person does not sell the goods but uses or consumes such goods in the production
or manufacture of the articles, the value shall be determined in the manner specified in rule 8, i.e.
assessable value to be 110% of cost of production as per proviso to Rule 9.

Rule 10(a) of Central Excise Valuation (Determination of Price of Excisable Goods) Rules, 2000,also
provides that where excisable goods are sold to the related party/ inter connected undertaking who
does not sell the goods but uses or consumes such goods in the production or manufacture of articles,
the value of goods shall be determined in the manner specified in Rule 8 . The details of persons who
shall be deemed to be related are prescribed under Section 4(3) (Refer Annexure II).

Valuation of capital goods manufactured and captively consumed:

Capital goods manufactured in a factory and used within the factory of manufacturer for manufacture/
production of excisable goods, are exempt from payment of excise duty as per Notification No.67/1995-
CE dated 16" March,1995. This exemption is also available in case capital goods are manufactured by
third party in the factory of manufacturer.

Free sample

CBE&C vide its circular No.643/34/2002 CX dated 1.7.2002 had clarified that for excisable goods removed
as free sample, provision of Rule 4 will not apply but excise duty will be paid on 110% of cost of production
as per Rule 8. However on reconsideration, the CBE&C has modified the above circular. As per revised
circular No. 813/10/2005 CX dated 25.4.2005, value of free samples should be determined under Rule 4
of the Valuation Rules. The revised circular thus provides that valuation should be on the basis of value
of identical goods cleared at or around the same time. However, in case of new or improved product,
price of similar goods may not be available. Therefore for such goods, valuation should be on the
basis of cost of production plus 10%, under Rule 11 read with Rule 8, in the absence of any other mode
available for valuation.

Goods removed for test/trial outside the factory:

In above case Rule 4 is invoked as soon as assessee removes the manufactured goods for trial outside
the factory. Since similar goods have been sold, the assessable value will be determined based on
sale of such goods after making adjustment on account of difference in dates of delivery and the
specification of goods.

Definitions
The following terms are used in this guidance note with the meaning specified.

Cost of Production: Cost of production shall consist of Material Consumed, Direct Wages and Salaries,
Direct Expenses, Works Overheads, Quality Control cost, Research and Development Cost, Packing cost,
Administrative Overheads relating to production. To arrive at cost of production of goods dispatched
for captive consumption, adjustment for Stock of work-in-Process, finished goods, recoveries for sales
of scrap, wastage etc shall be made.
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Captive consumption: Captive Consumption means the consumption of goods manufactured by one
division or unit and consumed by another division or unit of the same organization or related undertaking
for manufacturing another product(s).

Normal Capacity is the production achieved or achievable on an average over a period or season under
normal circumstances taking into account the loss of capacity resulting from planned maintenance.
(CAS-2)

Principles for Determination of cost of production for captive consumption
5.1 Material Consumed
Material Consumed shall include materials directly identified for production of goods such as:

(a) indigenous materials

(b) imported materials

(c) bought out items

(d) self manufactured items

(e) process materials and other items

Cost of material consumed shall consist of cost of material, duties and taxes, freight inwards, insurance,
and other expenditure directly attributable to procurement. Trade discount, rebates and other similar
items will be deducted for determining the cost of materials. Cenvat credit, credit for countervailing
customs duty, Sales Tax set off, VAT, duty draw back and other similar duties subsequently recovered/
recoverable by the enterprise shall also be deducted.

Various types of materials used for production of goods have been indicated. It depends on the type
of product and process of manufacture involved. For example for production of engineering product
both indigenous and imported raw materials may be used besides bought out items. In process industry,
it may be indigenous/imported raw materials and other item of materials.

Materials are also classified as direct material and indirect material. Direct materials identified to finished
product is a part of material cost while indirect material is part of overheads.

The cost elements to be considered for determining the cost of material consumed have been indicated
above. The cost of material should be measured at purchase price including duties and taxes, freight
inwards, insurance, and other expenditure directly attributable to procurement. (net of trade discounts,
rebates, taxes and duties refundable or to be credited by the taxing authorities) that can be quantified
with reasonable accuracy at the time of acquisition. The method of valuation of material consumed
shall be as per financial accounts, i.e., First in First out (FIFO) or weighted Average Rate.

LC charges/ Bank charges will not form part of material cost.

Normal loss or spoilage of material prior to reaching the factory will be absorbed in the cost of materials,
after reducing the amounts chargeable to suppliers and recovery as scrap. Losses due to shrinkage or
evaporation and gain due to elongation or absorption of moisture before the material is received will
be absorbed in material cost to the extent they are normal.

Records relating to of material cost such as purchase, receipt, storage, issued for manufacture, sales or
delivery of goods, including inputs and capital goods as the case may be, are required to be maintained
under the Central Excise Law besides excise records for daily production report, daily stock account,
CENVAT credit account for inputs, and the like . In briefitis to be ensured that there is effective material
management system, properly documented, correctly accounted for to arrive at quantity and cost
of material consumed for different types of products produced/manufactured. The item-wise material
consumption for major item is reconciled with financial account.

The cost of material consumed is determined with respect to (i) the source / type of material consumed,
and (i) the method of valuation followed for issue of goods to production.
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Any subsidy/grant/incentive and any such payment received /receivable with respect to any material
shall be reduced from the cost of material consumed.

In case raw material is imported through advance license/DEPB or under any other scheme and used
for manufacture of goods for captive consumption, adjustment for import duty shall be made to bring
the raw material cost to the level of duty paid import. However, Duty Drawback refund benefit shall
not be reduced from the input cost. Other export benefits like DEPB and DFRC will not be adjusted for
calculation of cost of production.

Any demurrage or detention charges or penalty levied by transport or other authorities shall not form
part of the cost of materials.

Bought out components:

Landed cost of indigenous / imported / bought out items shall be calculated on the above basis.
lllustrations of calculation of landed cost of indigenous and imported material are at Annexure VA and VB.
Self manufactured Items:

These willinclude any goods manufactured with raw material, indigenous orimported bought out material
etc. by the manufacturer in the same factory for further use in manufacture of final product. For this
purpose, the cost of production of such self manufactured items shall be considered as material cost
for the subsequent product, after considering inward freight, octroi, etc., as applicable. Intermediate
products/ goods transferred by another unit of the same manufacturer etc. shall be based on cost of
production as per CAS-4.

Process material, colour and chemicals, packing materials: The cost of these shall be calculated on
the same lines as above. In some cases, these items may get manufactured on job work basis from
outside parties. In such cases, cost should consist of the cost of material supplied plus job work charges/
processing charges paid to the job worker/processor. The incidental charges like freight, insurance,
handling charges etc, if any, shall also form cost of material.

In case of certain process materials like catalysts having longer process useful life, the cost of catalyst
should be spread over its useful life.

Quantity of Material consumed:

The quantity of material consumed is to be worked out from material issue records from stores for each
product. Such consumption in quantity may be derived by two methods.

Method (i): Based on actual issues for batch, unit or job - This method is preferred as it establishes direct
relationship of actual material usage for the product.

Method (ii): Based on any method other than actual e.g. Standard

Under this method material is issued at Standard Bill of material. The standard cost for each direct
material is defined at the beginning of the year. The variances from standard on account of price/
usage and the like are adjusted to consumption at the end of the period. Some organizations follow
“Back flush Costing "“system for issue of material. As soon as a finished good is ready for stock, material
is back flushed (issued) as per the bill of material for that product. Any variation between the actual
issues (both quantity and value) and the standard as accumulated over the period is charged off to
consumption at the end of the period. Abnormal consumption, if any, shall not form part of material
consumption on products.

This method is to be used in case of goods, where the direct link of actual consumption for productis not
available. The manufacturer using this method should certify the quantitative requirement considered
for calculation of material consumption as per Bill of Material. It may be ensured that usage variance
is within reasonable limit and it should be adjusted in calculation of cost of production.

Reconciliation of cost of material consumed - It is advisable that cost of the material consumed for
working out cost of production is reconciled with financial books. For major direct materials, reconciliation
is to be ensured both in quantity and value.
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5.2 Direct Wages and Salaries:

Direct wages and salaries shall include house rent allowance, overtime and incentive payments made
to employees directly engaged in the manufacturing activities.

Direct wages and salaries include fringe benefits such as:

L. Contribution to provident fund and ESIS

ll.  Bonus/ ex-gratia payment to employees

lll.  Provision for retrement benefits such as gratuity and superannuation
IV. Medical benefits

V. Subsidised food

VI. Leave with pay and holiday payment

VIl. Leave encashment

VIII. Other allowances such as children’s education allowance, conveyance allowance which are
payable to employees in the normal course of business etc.

Direct wages and salaries are also termed as Employee cost. Employee cost are classified as direct
employees cost and indirect employees cost. Direct employee cost is assigned to or linked with a cost
centre or cost object. Indirect Employee Cost is treated as Overhead as dealt later.

Employee cost shall include the employee benefits as detailed above. If fringe benefits have not be
identified with relevant cost centre, these should be allocated in the ratio of direct salaries and wages
of the cost centres. Where an employee has worked in more than one departments/cost centres, it
may be assigned on the basis of time spent.

The manufacturer shall prepare a detailed statement indicating Direct Employee Cost to different
products and basis of allocation. Total Employee Cost shall be reconciled with financial accounts.

VRS payment, if any, shall not form part of cost of production.
5.3 Direct Expenses

Direct expenses are the expenses other than direct material cost and direct employee’s costs which
can be identified with the product.

Direct Expenses Include:

l. Cost of utilities such as fuel, power, water, steam, etc
ll.  Royalty based on production

. Technical Assistance/ know —how fees

IV. Amortized cost of moulds, patterns, patents etc

V. Job charges

VI. Hire charges for tools and equipment

VIl. Charges for a particular product designing etc.

Utilities include Power, water, steam, compressed air, Effluent Treatment etc. Some of the ufilities are
generated within the plant and others are purchased from outside source. Actual cost of utilities should
be accumulated through utility cost centres and charged to user cost centres/departments on actual
or technical estimates. In case meters have been installed, allocation of power/steam shall be as per
actual reading. If any utility is supplied by a sister concern, the same shall be at landed cost. In case a
utility cannot be identified with a product or service cost centre, the same may be treated as part of
works overhead.
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If a utility is partly produced and partly purchased, it shall be charged on weighted average rate.

A separate cost sheet for each of the utilities is to be prepared by the manufacturer. illustrations of
power and steam utilitiy cost sheet are given at Annexure VI and VII.

Royalty:

Royalty is payable either in relation to production or sales. If royalty payment is in respect of production
of the goods captively consumed, then the same should be added as the cost element. Royalty
for Marketing and Distribution, if paid, will be excluded from cost of production. Sometimes, royalty
payments are one time payment at the time factory is established and are identified with the plant
cost. It is capitalized and depreciated/ amortized with the plant cost.

Technical Assistance/Know-how fees:

Technical Assistance/know-how fees should be apportioned to products for which it is payable based
on the payment/ provision for the relevant period as per agreement with the supplier and its impact
shall be determined with reference to planned production.

Amortized cost of moulds, dies, patterns, designs, drawings etc.:

The cost of moulds, dies, patterns, patents etc should be apportioned to products for which such moulds,
pafterns, patents are used which are directly identifiable with the products, based on the useful life of
the item.

Based on the representation received from foundry manufacturer, the department has clarified treatment
of pattern cost vide MF (DR) Circular No. 170/4/96-CX 1(F.N0.6/14/94-CX 1) dated 23.1.1996 (Annexure
VIII) as under:

“the proportionate cost of pattern has to be included in the assessable value of the castings even in cases
where such patterns are being supplied by the buyers of the castings or are prepared / manufactured
by the job worker at the cost of the buyer. In cases where there is a difficulty in apportioning the cost of
pattern, apportionment can be made depending onthe expected life and capability of the pattern and
the quantity of castings that can be manufactured from it and thus working the cost to be apportioned
per unit. For this purpose a certificate from a Cost Accountant may be accepted.”

Job / Processing charges:

Job Work Charges / Processing Charges which are directly identified or linked with the products will
form part of direct expenses.

Hire charges for tools and equipment:

Hire charges inrespect of tools and equipments which can be directly identified with a particular product
will form part of direct expenses. Hire charges for tools and equipment for general use is in the nature
of indirect expenses and is to be included in works overheads.

Charges for a particular product designing etc:

Product design charges fo the extent charged or amortized in the books of account inrespect of tools and
equipments which can be directly identified with a particular product will form part of direct expenses.

5.4 Works Overheads:
Works overheads are the indirect costs incurred in the production process.

The term Works Overhead, Factory Overheads, Production Overheads and Manufacturing overheads
denote the same meaning and are used interchangeably. Works overheads shall include administration
cost relating to production, factory, works or manufacturing.

Works overheads include the following expenses:

l. Consumable stores and spares.
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ll.  Depreciation of plant and machinery, factory building etc.

lll.  Lease rent of production assets

IV. Repair and maintenance of plant and machinery, factory building etc

V. Indirect employees cost connected with production activities

VI. Drawing and Designing department cost.

VIl. Insurance of plant and machinery, factory building, stock of raw material & WIP etc
VIIl. Amortized cost of jigs, fixtures, tooling etc

IX. Service department cost such as Tool Room, Engineering & Maintenance, and Pollution Control
etc.

These expenses are incurred in the production process or in rendering service. These are used for a type
of cost that cannot be directly assigned to a cost centre or product, but can only be apportioned to
cost units/ cost object. Cost Accounting Standard 3, which deals with the methods of accumulation,
allocation, apportionment of overheads to different cost centres and absorption thereof to products
or services, should be followed.

Areconciliation statement showing the amount incurred under different heads of overheads and amount
absorbed by different products used for captive consumption and for sale should be prepared by the
assessee. The reconciliation will help in ensuring accuracy of cost statements.

List of items of expenses for works overheads, as indicated above, are illustrative and their treatment is
indicated below. Other expenses such as Security, dispensary, canteen, staff welfare and the like will
also form part of works overhead.

Consumable stores are items used in the maintenance of plant for example lubricant, cotton waste,
paint and the like. Spares are purchased items used for replacement of worn out part of machinery
and the like. Other indirect materials are items of small value such as bolt, nut nails, and the like which
cannoft be directly identified economically with a product and are treated as indirect material. These
form part of the works overhead.

The depreciation on the fixed assets shall be as per the method of depreciation followed for the purpose
of financial accounts as specified under Companies Act, 2013. Depreciation on idle fixed assets shall
be excluded from cost of production. Further, depreciation should not be calculated based on the
replacement value or notional value on revaluation of the assets. As per CAS-4 Depreciation of plant
and machinery, factory building and the like is part of works overhead.

Insurance premium for various assets and risk connected with production activity should be included in
works overheads. However, insurance on loss of profit policy and finished goods in fransit policy should
not be part of works overnead. Lease rental on fixed asset shall be also considered under this head.

5.5 Quality Control Cost:

The quality control cost is the expenses incurred relating to quality control activities for adhering to
quality standard. These expenses shall include salaries & wages relating to employees engaged in
quality control activity and other related expenses.

Quality control cost shall include various costs related to Quality Control, Quality Assurance Department
functions and activities such as inspection of incoming material, inspection during progressive stages of
manufacture of product on completion of finished product, Testing, Analysis Charges, Fees / Charges
paid to IS / QS/Quality certification expenses efc. Expenses shall be identified under major heads such
as salaries and wages, ISO cerfification efc.

CAS-4 provides that the quality control cost is to be shown separately in the cost sheet.
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5.6 Research and Development Cost:

The research and development cost incurred for development and improvement of the process or the
existing product shall be included in the cost of production.

Research and Development costs are the cost of undertaking research to improve quality of the present
product or improve process of manufacture, develop a new product, etc.

The R & D cost for the existing product/ process shall be included in the cost of production. In case the
company has followed a policy to treat a part of the R & D cost of existing product/process as deferred
cost, share applicable for the year/period will be included in cost of production.

R & D cost incurred for developing a new product should be excluded from calculation of cost of
production.

R&D cost is to be shown separately in the cost sheet as per Appendix | to CAS-4.
5.7 Administrative Overheads:

Administrative overheads need to be analyzed in relation to production activities and other activities.
Administrative overheads in relation to production activities shall be included in the cost of production.
Administrative overheads in relation to activities other than manufacturing activities e.g. marketing,
projects management, corporate office expenses etc. shall be excluded from the cost of production.

The role of administration is to facilitate the manufacturing, general policy making and marketing
activities. The administrative overheads shall be included in the cost of production only to the extent they
are attributable to the factory. Administrative overheads in relation to activities other than manufacturing
activities e.g. marketing, selling, depot/branches etc. shall be excluded from the cost of production.

Administrative Overheads for production may include share from:

e  Salaries of staff for administrative and other departments relating to production such as Accounts,
Purchase, HRD, Production Planning, Security etc.

e General office expenses - like rent, lighting, rates & taxes, telephone, stationery, postage etc.
. Depreciation of office building, office equipment, furniture, vehicles, etc

e Repairs & Maintenance of office building, office equipment, furniture, vehicles, etc.

* lLegal expenses in relation to factory.

Treatment of Head Office/Corporate Office Expenses:

A company may have a number of factories with a head office. In a mulfi-locational/ multi-product
company, there are common activities carried out at Head Office like purchase, inventory management,
finance, personnel, R & D, Quality Assurance, security etc. These activities sometimes, are centralized
at one place i.e. Head Office for business convenience and scale of economy and booked as head
office expenses along with other activities like secretarial, project, freasury, investment, frading, efc.
They do not form part of the Administration overheads. For example: Industrial relation Department;
Material management; Operation/production planning Department; Human Resources, System Design
& Development Set Up and the like are production related activities. Nomenclature or place where
the activity takes place is not relevant. In such a situation, activities at Head Office/Corporate level
are to be clearly demarcated and segregated so as to distinguish activities that contribute clearly and
directly to production activities from general management and administration activities. Itis necessary
to properly analyze the expenses of such activities of head office and allocate these to plants/products
on rational basis.

Freight and forwarding charges on dispatch of goods for captive consumption:
In case goods for captive consumption are dispatched from one factory premises to another factory
premises, the cost of transportation incurred by sender of the goods is to be treated as cost of
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transportation under Rule 5 of the Central Excise Valuation (Determination of Price of Excisable Goods)
Rules, 2000, hence excluded from calculation of cost of production for CAS.

5.8 Packing Cost:

If product is transferred/dispatched duly packed for captive consumption, cost of such packing shall
be included.

Packing cost includes both cost of primary and secondary packing required for transfer/dispatch of the
goods used for captive consumption.

Packing Cost includes:

l. Cost of Packing Material used

ll.  Job charges paid for manufacture of packing material, if any.

lll.  Packing charges including salaries & wages of the persons involved in packing activity.
IV. Other expenses relating to packing activity.

Landed cost of the packing material should be calculated as per the guidelines given in para related
to material cost. If product for captive consumption is transferred without packing (unpacked), packing
cost need not be included in the cost of production. In case, captive product s transferred on returnable/
durable packing container, pro-rata cost shall be estimated and charged based on the life of the
container. In case packed goods are sent to job worker, the cost of packing will form part of cost of
production, unless these are returned to buyer for re-use.

Packing cost includes both cost of primary and secondary packing required for transfer/ dispatch of
the goods used for captive consumption.

5.9 Absorption of overheads:
Overheads shall be analyzed into variable overheads and fixed overheads.

Variable Overheads are the items which change with the change in volume of production, such as cost
of utilities etc.

Fixed overheads are the items whose value do not change with the change in volume of production
such as staff salaries, rent etc.

The variable production overheads shall be absorbed in production cost based on actual capacity
utilization.

The fixed production overheads and other similar items of fixed costs such as quality control cost,
research and development costs, administrative overheads relating to manufacturing shall be absorbed
in the production cost on the basis of the normal capacity or actual capacity utilization of the plant,
whichever is higher.

Absorption of overheads:

Based on behaviour, overheads are classified as variable overhead and fixed overhead. Variable
Overheads comprise of expenses which vary in proportion to the change in the volume of production
e.g. cost of utilities, royalty, job charges, etc.

Fixed overheads comprise of expenses which do not vary with the change in volume of production such
as of rent, insurance, technical assistance/know-how fees, amortized cost of moulds, patterns, patents,
hire charges for tools and equipments, charges for a particular design, and the like.

The principles laid down in CAS-3, relating to the methods of accumulation, allocation, apportionment
of overheads to different cost centers and absorption thereof to products or services on a consistent
and uniform basis in the preparation of cost sheet should be 