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SECTION-A: COST AUDIT

UNIT-1: Basics of Cost Audit

↓ cost .
- A price that must be paid for something or to cause loss of something

2. Audit-official examination of present state of something , especially financial

recordsE Books

3.cost Audit - examination of cost statements
,

cost recordsa other cost related

information of entity

4.cost Accounting : Process of Identification , classification, measurementId assignments

of cost to various cost objects

Management - will take proper steps in preparation & presentation of

cost records & cost statements

* cost Accounting cost auditing
↓ ↓

cost Accounting standards standards on cost auditing
↓ ↓

Guidelines/Rules for companies Guide for cost auditor

I cost accounting treatment 1. procedures to be followed
,

2 disclosure requirements 2. Responsibilities & cost reporting

3. ensure comparability , consistency stremline audit
,

Better planning a

& completeness of cost records Documentation
,
Effective implementation

↓

following both will improve the overall quality of audit

* IfRequiredI satisfied the cost auditor can rely on work done by another auditor
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* scope of cost audit

objective < Accuracy & exact

of cost data computation of

cost of a product

=> cost audit is not just a compliance tool

It has a very
wider scope

I

↓ X ↓ ↓ ↓

Control over Determine Supports Standards Improved
element wise sale priced management & Budget efficiency

cost margin decisions controls
↓

↓ Y
↓ ↓

Identities areas

Helps in monitority provides accurate Assist met in
Sets budgets

of inefficiencies

E identifying
cost data

making strategic
↓

areas where costs
↓ decisions helps company

may
be reduced

Better cost audits

eg
: launching new

to minimize

↓
↓ Products (or)

waste E

like material
helps to determine discontinuing unprofit optimize

labour
appropriate sales

ones .

resources

overheads
priceEx morigin

-
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Genesis of cost Audit

-> Methods & Techniques of cost accounting & audit of cost accounts

can be traced back to pur independence ea

Government of India -> contracts -> large number of firms

on

verity & Investigateon
>

cost plus basis [Expenses + fee forjob
↓

fee wouldwa
the cost Structure fixed %

↓ 21939-19423

cost has been recognised as different concept

In mid 1950's - case of corporate fraud in Dalmia jain companies

1. This company was involved in fraud3 other commercial crimes

2. falsified its accounts

3 . Tampered records for personal gains E

Y . Tax evasion etc.

However
, obtaining evidence was difficult because accounts books

have been destroyeda the companies involved were no longer in existence.

* Vivian Bose Commission appointed by Recommended effective system of cost accounting

3Dutta Commissiona government
->

3 cost audit a to improve system of corporate disclosures

Daphatary Sastri Committee

↓

After which a mechanism of cost audit + maintenance of cost data were considered

as important instruments
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1944 = Institute of cost and work Accountants of India [ICWAI] was set up

Renamed as ICAI (Institute of cost Accountants of India) inS
-

under companies Act 1913 as company

objective - Promote
, regulate develop cost Accountancy in Indiaa

-

1959 ICAI incorporated as statutory body by Act of parliament

under costE works Accountants Act 1959 .

History of cost Audit

Sec 233B of companies Act

2 1956

1965 Cost Audit was Introduced
->Cost Audit

&

- Sec 209(1) (d) for

1965 - 2008 under cost record maintenance &
maintenance of

Cost Records

cost audit of company
-> around

44 Industries

are covered

2008
To study existing system of maintenance of costAccounting Expect group was

Records and audit set up.

2009 Report on study was submitted by expect group
to

central government.

2011
Mandatory cost Audit Manufacturing, mining

of cost records
>

processing operations

maintained by companies

2014 -

companies (cost Records & Audit Rules) 2014 issued under

companies Act 2013.
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cost Audit tool for price control mechanism

objective Initial
years

num

1. To meet government requirementsfor regulating
the administered price mechanism in industries

2. To provide an authentic data to the government to

regulate demand a supply through price control mechanism

↓ ↓

General objectives. social objectives.

Determine
verification ensuring verifying pricing Preventing

of cost accounts Prescribed Inventory valuation
of products are

>

orepricing/

Procedures are justified underpricing.

periodic followed. ToFacilitate Clost as pee Quality)

reconciliation
fixationof prices

when products are

of CAS FA
of Goods 3 services. in global market Removing

looking into no differences

Detect & correct ensure optimum cost based economic blu prices of

abnormal loss. utilisation of imbalance Products

resources

efficient

utilisation Reducing waste .3
-

ofresources promoting practices

that benefit

Society
-
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Benefits ofLost Audit

As pee International Federation of Accountants:

-> Helps to ascertain whether organisation records are maintained

to give true &, fair view of

·

cost of production

· Processing

·

Manufacturing

·

Mining of Product

-> Helps to identify weakness in cost accounting system.

-> Helps to drive down costs by detecting wastage & inefficiencies

-> Assists government in helping to formulate taxation policies.

Benefits of cost Information

-
↓ ↓ ↓ ↓

cost Information Assessing scope of Decision Data

use Performance costing
. Support. consistency
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Section8 of companies,

Central genment to secify audit of
emsofcost espect of certain t

1 central Government- > order -> class of companies

↓

Production of such goods/
To include in Books ofAccounts < Providing services such

↓
as

may
be prescribed.

utilisation of material/labour/other

items of cost

If companies areRegulated ->
Central

->
consult such regulatory

by special act government body before issuing order .

2 . central Government if Audit of cost

is of opinion to
-> direct-> Manner of

->
records of

do so, conducting class of companies

& having to (or) Milwas

may
be prescribed3

3. Audit -> conducted by -> cost Accountantin shall be appointed by
->

Practise Board

* Auditor of company cannot be appointed as cost Auditor.

shall always comply with cost auditing

Standards
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4
. cost Accountant -> Submit -> Report on Audit

->
Board of directors

of cost records of the company.

5. within zodays

from Receiptof -> company ->> To furnish with

[Report central government
Reportalongwithion]

6. central government ->

may
ask for additional

information if needed.

7 . Default

V ~

company & every officerof cost auditor of company

company (punishable) (Punishable)

as pee
Section 147 (1) as pee Section 147(2)E 147(5)-
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UNIT-2

Companies (cost Records and Audit Rules 2014

Section 148 (companies Act 2013)

Y

Gave Powers to central government
to for companies engaged

Make Rules regarding maintenance of cost records > in specified industries
,

Manufacturing/providing

->
goods/services

centralgovernment > subordinate legislative power

~

It is a process by which executive is

given powers by primary legislation to

make laws in order to implement

administer the requirements of primacy legislation.

primary legislation. subordinate legislation
↓ ↓

Act that has been passed central government

by the parliament
. which has only power to

make small changes to the Aet

CG -> from time to time issues notifications (ow orders

/ ↓

1 Guidance/clarifications Specific order

on law provisions Passed by Gov.

Providing S
2. prescribe procedures which is

information for compliance intended to be

3. Introduce changes in followed by

provisions/regulations target group
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Lost Records & Audit Rules

GRules

I

↓ ↓ ↓ ↓ ↓ ↓

① ② ③ ④ ⑤ ⑥

Title & Definitions Application Applicability Maintenance cost

commencement of cost for cost of cost Audit

wXofficial Gazette

V Y ↓

companies cost Records came into force as on

legal newpaper
that

& Audit Rules 2014. 30-06-2014.

publishes -> new

law Regulations court legal
· decisions Notice

Rule 2 : Definitions

Act
customs cost Accountant

cost costaudit
cost

tariffAet
in practise .

I heading CMA

Auditor report records

holding Duly signed S

As referred in CMA.

Books

Companies
Ist Schedule

valid certificateof in report on cost of Accounts

At2013 . Practise. & is Practise records&d cost
Relating to

customis tarif
deemed to be

appointed
Statements i . e ; utilisation of

(Additional notes) who is

JAct 1975
in Practise I

by
Prepared as pee materials & labour

cudes Board rules other costs relating

des toProduction:->

fir ofCMA's
obnexues, qualifications of goods/provision
trevations included i of service

ot
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Form INIDAS Institute

form annexed IND As referred ICAI under

to these rules in companies ICWAI Act 1959 .

cle: ApplicabilyDASRulesds
Maintenance - Domestic n engaged in production of

of cost by companies specified goodsproviding series
Records ~ foreign

Does not apply

Regulated sectorsmon-regulated sectors.

↓

on overall turnover from all products & services

- 35 crores in preceeding F . Y :

(i] foreign companies having only

connection-Saison offices - Representative office
Cus

bond .

eg
: parent company Business parties

(foreign) "Ciudia)

helps to"facilitate close

working relationships

[ii] companies classified

into

& As pee Micro
,

small & medium

Micro
(or)

small
-

enterprises Development Act
,

2006.

enterprise enterprise
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Rule 4 : Application of cost Audit.

Regulated Sectors Non-regulated sectors-

I

overall annual Aggregate turores Overall annual Aggregate turnove

turnover during of the individual turnover during of Individual

imm pre F - Y product/services Run pre F . Y products/services
= 500r 2 25cr . I 100cu ↳ 35c5 .

Non applicability of Rule 4 Sonly Rules will apply3

Regulated sectors Non Regulated sectors

companies

If Revenue from exports If operating engaged in generation of electricity

(foreign exchange) from special for captive consumption through

> 75% of total revenue economic zone (SE2] captive generating plant.

meaning

Loomanlaced
sumed anotheaeunit

for producing another

captive consumption Product.

>

throughP owner of power plant

uses atleast 51 % of the

electricity it generates
for own consumption
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Rule 5 : Maintenance of cost Records.

companies >
Maintain in

,
CRA-1 for each Y

(units & branches) cost Records on /after 01-04-2014

V

Non regulated sectors

-> Coffee E Tea

-> Milk Powder for each FY

-> electricals & 3 onl after 01-04-2015 .

-> electronic machinery .

intenanceof cost Records facilitate #calculationofPenitcostofa
s

services

for every
F.X -> on monthly/quarterly/

half yearly I annual basis.

helps company
to exercise

* control over various operations

* control over costs to achieve optimum

utilisation of resources &

* To provide necessary data which is

required to furnish underthese rules.
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Rule 6
:

Cost Audit

1 : Board meeting
-> within (180 days of commencement of F. Y)

Appoint cost Auditor.

2. company -> inform -> cost Auditor

About his I her appointment & obtain consent letter a certificate from him

3. certificate -> cost auditor-> Individual or firm

* is eligible for appointment & not disqualified.

* satisfies the criteria provided in (qualifications
, disqualifications

section 141 I Responsibility of auditor).

* Appointment is within limits & a pee rules.

* Matter disclosed in certificate is true & correct .

4 . company
-> file notice ->> central

government
within

zodays of Board meeting isodays from commencement

in which such appointment (or) of the financial year
is made.

-

chever
is earlier.

Y

In Form CRA-2·

through electronic mode along with

prescribed fee

5. Auditor -> to continue in his office.

till expiry of isodays till he/she submits
Con

from closure of FY the report
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6. cost Auditor Appointed -> can be removed from his office

Before expiry of his term)

Y

Through boards resolution & Robe to be given to cost auditor

Board -> shall also record the reasons in writing for such removal.

7 · For Appointing Another auditor also

company
-> file CRA2 -> central government

.

8 :

Nothing contained in this rule shall prejudice the right of
cost auditor to resign from such office.

% · casual
vacancy

to be filled by Bop within zodays.

"whether due to resignation,
death or removal

* company -> shall inform in CRA-2 -> central government

(within sodays of appointing new auditor)

10 : cost statements
,

& other statements to be annexed to

cost Audit report
↓

shall be approved by BoD before signed.

11 · cost Auditor -> submit -> cost audit Report -> duly signed
In CRA-3.

Along with reservations/qualifications/observations/suggestions

12..
cost Audit Report -> Submit to BOD -> within isodays

13 - company -> within sodays from

receipt of copy of- > furnish ca in

cost Audit report CRA-4 -
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Time line for Rule 6 :

Current F. Y) within 180 days 30 days of receipt

Submit cost Audit
company to furnish

report to Board
F. Y in Form CRA-3 .

to CG in Form CRA-4·
F .Y

End
Start

within 180 days so days

Appoint
from appointment

cost Auditor
Intimate to

CG

in Form CRA-2

↳com
Form CRA-1 Maintenance of cost Records.

Specified Requirements in 31 headings

heading is Capacity determination

how
many products made

-

can be measured Amount of Service

Machine hours

Man-hours

Installedcapacity Normal capacity capacity utilization

Theoretical maximum Realistic output after It shows how efficiently a

production accounting for holidays, plant is using its installed

maintenance & otherfactors capacity based on actual output

Actual production
Installed capacity.

[]
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Installed capacity
-

> Manimum possible output of production unit under

ideal conditions.

1. Manufacturers ,

Technical specifications
Determined 2. capacities of Individual production centers

2

based on 3. capacity of critical machines

u . Number of shifts.

nalcapacityis a vis installed capacity
.

↓

Practical output after some adjustments to installed capacity like.

① Q ③ ④ ⑤

holidays,
time lost Time lost in loss in efficiency Number of

Shutdowns in Batch Maintenanced due to Aging shifts .

-EetineChangesBreakdowns
of equipmenta

Normal price -> * price charged for comparable& Similar products

* in ordinary course of business

* price charged in sole consideration of sale

* sale is not made to related party

* Transactionis not clouded due to proximity
*Transactionis not made under

any influence

Basis adopted to determine Normal price

Cup Resaleprice costplus Profit split Transactional

method method method method net margin method
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Form CRA-2 Intimation of appointment of cost auditor by co . to CG

I . Corporate Identity Number Lor) Foreign company Registrationnumber

Global location Number -13 digit unique identification

No · assigned to enlity
* to identify physical locations, legal

entities etc.

common in retail & logistics industries

2. General Information

Nameof Address of emailed phone no nature of

co . Registered of co .

SwithSDI
intimation of

office appointment of
cost Auditor

firm- Nameof Casual

registration auditor
vacancy

NO . date&d reason

3. Regulated sector orNowRegulated sector.

industry/sector/product/services

4 . Details of cost auditor

category Membership Name address city Date of type of

Ind/firm/Llp NO - State Board appointmen

country meeting (original/

Scope of audit Pincode Casual

vacancy)
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5 . Financial
year

to be covered

6. Details of previous cost auditor who has not been appointed

7 . Attachments-

copy of
Boards other

Resolutionof Attachments

-ocompany Audit report
Paet A PaetB Part C Paet D .

General For manufacturing ForService other Details

Information Sector Sector- & Statements.

Y

Name of Co.

Address &

email Ro - General detailsof Quantitative Information

Date ofStart & end of cost Auditor * Available capacity
-> reporting FY & J * Actual production

-> Previous F . Y.
>Late onon No * capacity utilisation

IND As applicability Name * stock & other Adjustments
No. of cost Auditors PAN

,
Address * Actual sales.

Date of Board meetings
.

email rd
, membership

Related
party transactions. NO .

Name ofproduct/service
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value addition -> Increase in value of business by

transforming raw materials/inputs into finished goods/services
-> It is difference blu

cost of inputs & price at which Fo are sold.

-> process of enhancing value of product/service

through various activities Manufacturing , processing,

11Packaging, branding ,
customer

Service

example -> Manufacturing
Rawmaterials

> finished goods

(steels/plastic) Lears
-

value is

higher than RM

Because of labour
, technology a expertise involved

in producing it.

-or
CRA4 : company to file cost Audit Report to central government

-

1. Corporate Identity No
,(ow) Foreign co · registration number

Global location Number

2. General Into

3. Details of Industry/sector/product/service
-

covered :n not covered

cost Audit in cost audit.

Report Report
.

u . observations of cost auditor

5. Attachments

XBRL Documents other attachments
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Work Book questions.

Ql . Sinjini Hd .

Step-1 : calculation of value addition.

Particulars.
I

Amount.E (in lakhs)
&

2023 2022.

Net sales 4
, 800 3,840 .

Add : Export incentives - -

Add : Increase in stock of finishedgoods.

-

less : Stuck of bought out inputs

Raw materials consumed 1
, 760 1

,
440.

Power & Fuel 240 192 .

stores & spaces 160 140

other Administrative overheads 260 220.

Packing & Forwarding 20 LG

other selling & distribution overheads 250 200

other manufacturing overheads. 430 . 370 .

working capital loans from bank. GO . 25 .

Audit fees. 30.

3 i33
value additions: 1

,
604 1

,
217 ·

Step 2 : calculation of Earnings available for distribution

particulars (Amount I in lachs)

2023 2022.

value addition. 1
,
604 1

,
217 ·

Add: other Income

Earning available for Distribution. 300200
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Step 3 : Distribution of Earnings to different claimants

Particulars. Amount (E) in lakhs

2023 2022 -

salaries
, wages,

bonus & gratuity 524. 422 -

cess &d local tanes : 436 - 300.

Total Depreciation. 120 - 120 .

Dividend to shareholders. 420. 230.

Interest on Debentures a Fixed loans. 120. 105 .

company as retained funds.

-.

Q2- Vennela Hel

Step-1 calculation of value added.

Particulars. Amount E in lakhs
↑

2023 2022-

Net sales . 7
,
120 5,700.

Add : Export incentives .
80. 60 .

Add : Increase in value of stock of finished

-goods.

30

less : cost of stock of bought out inputs.

Raw materils consumed 2,640 2
,

160.

Power & Fuel 360. 288 .

stores & spaces 240 20 .

other manufacturing overheads 645 555 .

Audit fees . 54 45 .

other administrative overheads 390 330.

Packaging a forwarding other overheads 30 24

375 300

Interest on working capital loans. 90 F5 .

3987.

>

48

value addition. 1788
-
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Step 2 . calculation of earnings available for distribution.

particulars. Amount E (in lachs)

2023 2022-

value addition. 2406. 1788-

Add : Income from other sources. 450
-

Earnings available for distribution- 22856. 300

Step 3 : Distribution of earnings to different claimants.

Particulars. Amount (E) in lakhs

2023 2022.

Direct
wages ,

salaries
,

Bonus & gratuity
. 786- 633 .

Total Depreciation. 180 180 .

Interest charges on fixed loans. 135 105

enterest charges on Debentures 45 45.

Tax paid including provision. 474 - 300.

shacholders dividend. 630. 345 .

Dividend distribution tan. 110 60 .

company as Retained funds.

-496g
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03 . ABC Itd -

calculation of operating profits
Particulars. Amount (E) in lakhs .

2023 2022 . 2021 .

Net sales . 1
,745 . 1

,
705. 1

,
610 .

less : cost of sales

Raw materials consumed. 1140 1060
.

975.

Direct
wages

. 35 32 27 .

stores & spares
6 5 4 .

Power &d Fuel 30 27- 24-

Factory overheads.

wages
. 5 43.

Rates & taxes I 11

overheads other 6 54

Administrative overheads.

wages
10 9 S

Rates. 2 2 2 -

other overheads. 162 154 148 -

selling 3 distribution.

wages
7 6 5.

Packaging & Forwarding 6 6 5.

other overheads. 124 118 10S

10Bonus &, gratuity
6
.

93.

operating profit. 199 . 266. 287:
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calculation of value addition.

Particulars Amount (E) in lakhs.

2023
.

2022- 2021 -

Net Sales. 1745 1705
.

1610.

less : cost of stockof bought out inputs.

Raw materials consumed. 1140 1060 975 .

Power & Fuel 30 27 24-

Stores & spaces 6 5 4
-

Factory overheads. G 5 4.

Administrative overheads. 162 154 148 .

packaging & Forwarding
.

6 6 5.

selling a distribution overheads. 124 118 108.

1474 1375 1268 .

value addition. 27 330 342-

(i) operating profit to the percentage of value addition.

, -

73 . 43 % 80 . 60 % 83 . 92 %

(ii) value addition as percentage of net sales

#1745.

15. 53% 19 . 35% 21. 24 %
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Reconciliation
-

Q4) . Trincus Textiles mills Itd

Reconciliation of profit between costE financialAccounts

particulars Amount(E) Amount(E)

Profit as
pee financial Accounts 22

,
14

,
100 .

Add :

Expenses· Not considered in cost.

Accounts

loss on sale of Investments 33
,

600.

voluntary Retirement compensation. 50
,
25

,
000

Donation paid . 75
,
000 51

,
33

,

600

less : Incomes not considered in cost

AccountsJprofit on sale of fixed Assets . 2
,

05
,

000.

Insurance claim received during

year.
5

,
08

,700.

profit from Retail trading Activity 32,
02

,
430

Interest Income from Enter

corporate deposits 6
.

15
,

000 .

Difference in valuationof stock 806070

=33
I
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05. Auto parts manufacturing company Hot.

I

particulars Amount) amountS

profit as per financial
Accounts

35
,

46
,
700

Add: Expenses not considered in

cost Accounts

CSR CommitteeExpenditure 58000

loss in Trading activity 48500.

45th of Renovation expenses 6
,

20
,
000.

undervaluation of closingRN. 29
,

600. 756100

less : Incomes not considered in

cost Accounts
.

profit from sale of oldmachine 2
,

76000

dividend Income- 84
,
50.

0

oreevaluation of closinginventing 65
,

400. 425
,
900

6900

stock Adjustments
.

oveevaluation of opening Inventory Add.

undervaluation of opening InventoryLess

oreevaluation of closing inventory less.

undervaluation of closing Inventory Add
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Mls Kaling pong himalaya private limited

05). Reconciliation of financial Accounts and cost Accounts

particulars. Amount(E). Amount(E1.

profit as per financial Accounts 1
,
54

,
28

,
642

Adjustments of valuationof stock :

Add: overvaluation of opening Wip
.

2
,
96

,
605.

less: undervaluationof opening FG. -26
,
71

,
403

. )

less : oveevaluationof closing wip
. (= 5

,
39

,
294)

Add : undervaluation of closingFor 62
,
65

,
71933,

51
, 600 .

Add : Expenses not considered in costAccounts

Donations given. 4
,
85

,
560 .

loss on sale of fixed assets 1
,
22

,
546 .

voluntaryretirementcompensations 16 ,
76

,
540 . 22

,
84,

646 .

less : Incomes not consideredin costAccounts

InterestIncome fromInter

Corporate depositi (6 ,
15

,
340]

value of cement taken for

own consumption (17,534)
cost of power drawnfrom own wm . (13 ,

35
,955)

Non operating Income (45,
36

,
770)

Insurance claim
24 ,

35
,

620)

&
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UNIT-3 COST Auditor

As
per companies (cost Records & Audit Rules) 2014

cost Auditor <1 . cost Accountantin practice

ERule 2(c)3 S who is appointed by Board.

cost Accountant in practice < I . cost Accountant

as defined in<KCWAIAct1959

2. holds valid certificate of practice

3 deemed to be in practice

↳ Individual, time and Lp3 of CMA's

As per

ICWAI Act 1959 .

> Every > follow certain

& Regulations. member * professionalethics

* code of conduct

Professional/misconduct. code of conduct
.

-> act or omission given in -> guidelines as expectations

Schedules on behavior of individual

-> Not to constraint powers within org
.

(or) community -

or duties of individuals -> ensure compliance oflaw

-> Inquire on conduct of prevent misconduct.

any
member. eg

: workspace behavior

interactions with clients
,

colleagues. E company

values:
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qualifications of cost Auditor

companies Act 2013 Section 141 [Qualifications eligibility&

disqualifications of

auditors in
company3

Read withSection 148 of companies Aet 2013

along with cost Records & Audit Rules
,

2014.

Cost Auditor.

person->
cost

<
As pee valid

Accountant
ICWAI certificate
Act

of practice

Y

eligiblefor appointment Name appear member of

Not disqualified in Register
[ Institute

satisfies Sec 141 of members

X

Includes > Individual Majority
Partnership fir < practicing in

India Es qualified
Up

for appointment

only Partners who

are cost Accountants

authorized. to actE

sign on behalf of firm.
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Disqualifications of cost auditor

Companies Act
,

2013 (Section 141)

read with
,

(Rule 10) of companies Audit & AuditorsRules 2014

&Section 148 of companies Act 2013 .

Individuals Cowl entities

Y

Body corporate person

except-> Llp . associated Person/relative/partner

companies with offices
holds securities / has

officer or
or employee

interest in ClA/SIH.

Relativeof any employee
partner of audit

fire holds. Person/ firm Da
Securities in Person/relative/partne Businessrelationship

company
> El lakhs Person/relative/ givenguarantee with clats/4/soft

Partner indebted
for indebtedness

to clasIn of third party in

Relative as > 51 E clats(n/softfor

Director of - Il I

kmp .

Fulltime employment

elsewhereE convicted forfraud engagedin

exceeded
& loyes period not

specialized

Auditor limit elapsed
services
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*ClatsI -> company/Associate/subsidiary/holding/
subsidiary of holding

.

* Auditors limit-> companies Act 2013 limits number of companies an

auditor can audit to 20.

exceptions -> OPC
,

small companies ,
Dormant company,

private limited
company if paid up

share capital
is < 100 crores rupees

* Body corporate ->

group of persons incorporated to
carry

out

specific enterprise ,
includes All entities registered in

India or outsideIndia.

* Business relationship:

Any transaction entered into for a commercial purpose

except transactions which are in the nature of professional

services permitted to be rendered by an

auditor/audit firm

② commercial transactions which are in ordinary course

of business of company at arm's length price

eg
: sale of products/services to auditor as

customer

*Where
any person appointed as auditor of company

incus

any disqualifications after appointment ,
he shall vacate his

office as such auditor
,

such vacation shall be

deemed to be casual vacancy
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* specialized services.

Person/its

subsidiary/ > Providing to
> company/

associate Services. subsidiary as

other entity
. date of appointment

disqualified.

-y Y
↓ ↓

Y

Accounting Internal Designe Actuarial Investment. outsourced Management
& Book audit . Implementation services advisory/ financial Services

keeping. of financial Banking Services services

Info . System

1 .

Accounting services Book keeping services

-> financial statements preparation. -> General ledger maintenance

-> Tax planning and preparing tax returns -> Payroll services

-> Auditing (Internal/external) -> Accounts Payable and Receivable

- Financial analysis. -> Bank Reconciliation

-> Recording transactions.

2. Internal Audit : - Improve & focus on Internal controls of company

- check
company operations are efficient

-> compliance with laws and regulations.

3 . Design and implementation of financial information System
-> enhance company's ability to

manage financial data

-> ensure accuracy
a

streamline operations

-> helps in accounting , budgeting , forecasting & reporting.
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4 . Actuarial services : - Applying mathematical a statistical techniques.

-> uses models to predict future events.

-> helps business in making decisions regarding risk

management , pricing5 strategic planning.

Areas :- Insurance
, pensions, Retirement

,
Risk management ,

health E

health care
,

Investmentis finance.

5. Investment Advisory services Banking
Services

-> providing clients with professional -> Savings Al

advice on managing theirInvestment. -> loans

-> financial planning -> wealth management
.

-> portfolio management ,
Asset Allocation

-> Retirement planning
.

6 outsourced financial services :

-> Maintaining financial records.

-> Preparing financial statements

-> Making journal entries &

-> trail balances

-> filing tan returns

-> Audit services .

7. Management Services :

-> project planning -> Recruitment

-> Executing project -> staffing

-> Resource Allocation -> payroll management
-> performance monitoring -> Training:

-> Risk management
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* Appointmentofcost
auditora

WrittenNotes Refer Section 148 from

unit 2 companies cost records & Audit rules 2014

concept Refer concept : 4 Appointment of cost Auditor.

from concept Book.

* Rimignation Section 140(2) of companies Act 2013 .

Auditor<Resigns <
within 30 days -file formal

from office from resignation statement with

L S

company Registrar

of companies.

As Per Rule s of companies (Audit & Auditors)Rules 2014.

formal statement , to be
>

For

filed ADT-3

Penalty for Non compliance. > fine

Not less may
extend

than 50
,
000 I to manimum

I 2 lakhs
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* Rotation :
mi

cost Auditors Same
, Rights as

,
financial

governed by qualifications auditors

There is no legal requirement for their rotation

companies may
choose to adopt their own rotation policies

If
>

adopt Relevant >
Section 139(3)

>

companies Rotation applicable of companies Act 2013

policies Section read with

company's AuditE Auditor's

Rules 2014·

* Ration :

Appointinga determining remuneration of cost Auditor

Section 148(3) of companies Act 2013 E

Rule 14 of companies (Audit & Auditors) Rules 2014.

V Y

companies with companies without

Audit committee (AC) Audit committee. (c)

L S L 2

Appointment Remuneration Appointment Remuneration

Ac Recommends Ac Recommends Board of directors Board decides

Y
↓ ↓

Board of directors(BOD) BoD Considers a Approve Appoint costAuditor Ratified by

Appoint cost Auditor Shareholders .

Ratifiedby shareholders
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Ratified Means : confirmation or Sanction

Agreement officially accepted by voting or signing it

Audit committee : Section 177 of companies Aet 2013

-> listed companies

-> Public companies having
Paid

up share capital of at least 10 crores

turn over of at least 100 crores

outstanding loans
, debentures/deposits

atleast 50 crores.

* Removal :
m

As per Rule 6 of companies cost Records & Audit Rules 2014.

BOD -before > can remove > by passing

expiry of cost Auditor Boards resolution

team
Y

to be given Reasonable

opportunity of being heard.

* casual vacancy > BoD must fill

Resignation Removal Death with zodays of its occurrence

within zo days of appointment
.

inform
"central

government in From

CRA-2.
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cost Auditor Section 148(5) of companies Aet 2013.

Rights Duties .

↓↓ Access
toRecords & information I compliance with standards

2. Assistance from the company
2. Submission of Report

3. Independence 3 contents of Report.

4. Reporting of fraud I 4 . Reporting fraud

5. protection from liability
.

5 :

Timely Reporting

Section 143 of companies Act 2013 :

Auditor > Reason
> offence of > offices or

V
to believe Fraud is employees of

Sec 143 (12) committed company

↓ ↓

Report
:Include lessee than specified higher Amount

1 Nature of Fraud Amount
Y

2. Amount involved Report directly
3 parties involved

[
Report"to Audit committee to central

Y: Remedial actions Or Board of directors government
.

taken ; Y

Disclose details of fraud

in Board's report
.

contents of Report
-

>

1. confirmation : Information is obtained only

annexures to cost auditreportgives tree fair view

2. Verification : cost records are maintained

unit wise cost statements are kept.

3. Assurance : Received Returns from branches not visited

4. Opinion ? Booksa records provide information as per law

Adequate internal audit system is maintained
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Sec (43 (13) > Auditor > Reporting to central government

In "good faith < is protected by law.

Auditor has to report fraud immediately,
but not later than 2 days after

hel she becomes aware of that fraud.

If costAuditor
,

cost Accountant
, company Secretary in practice

- listed companies -> penalty 5 lakh E

contravenes

> other companies
->

Penalty I lakh E

Maximum fine can be E 25 lakhs.
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-> strategic positions for cost Accountants·

kMP Independent Technical Technical company

Section203 director memberof member of liquidator

Section 149(4) tribunal Appellate tribunal Section 275(2)

Section 109(3) Section 411(3)

Administrator Expert Registered Appearance

Section 259 Section 2(38) values before

Section 211(2) Section 247 tribunal

Section 432

Mediation & conciliation.

Section 442

9 Mediation
conciliation

helps disputing parties
takes more

Mediator -> communicate and conciliator> active role

negotiate to reach by offering

voluntary agreement
solutions or

recommendations
Y

Does not offer solutions but
to resolve

facilitates discussions. dispute

final decision -> parties
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I key managerial personnel < Managing director (u) CEO (b) manager (or) WTD

company Secretary

CFO .

2.Independent director :

Public
,
companies

·

med Yunlisted
m

At least3rd of total Paid up Sc . -locores/more

No. of directors Turn over-100cr/more
-> At least 2 directors

outstanding loans
, Deposits upon total shall be

50cr/more Re dependent:

3. Technicalmember -> Tribunal Appellate tribunal .

cost Accountant in practice cost Accountantin employment

at least 15
years of service

or practice

experience at least 25 years

u .

company liquidator
5

. Administrator 6. Expert

CA
,

advocates
,

CMA
,

CS Appointed by tribunal CG -> establishes

having at least 10years experience from data bank maintained SFO

in panel maintained by CG by 2G/ any institute/agency headed by director

authorised by CG Es Experts in

Banking, finance etc.

7 . Registered valuers. 8. Appearance before tribunal

Appointed by Audit committee NCLT (or) NCLAT

or Board of directors in matters of meegee, Amalgamations
to value property ,

shares, winding up ,
Revival of sick companies

stocks .
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↑

liabilities of cost auditor

Y Y

statutory liabilities contractualliabilities

Y
Y

under companies Act 2013 under otherActs

Income tanAet 1961

↓ ↓ Lost Accountants Act 1959

civil liabilities criminal liabilities. lifeInsurance Act 1956

↓ Banking RegulationAct 1949.

1 misstatements in prospectus
2:

Liability for Misfeasance

↓ ↓
↓ ↓ ↓ ↓

Punishment for Refusal Fraud in Fraud for Punishment for

Misstatement in Punishment for
or failure to produce DocumentsRelation to company

false Statement
false evidence

Prospectus. Non compliance by Auditors.
-> 6 months imprisonment in winding up

Punishment

Imprisonment :

Punishment under
sec 139 Appointment

-> fine : 25000 to 1
,
00

,
000 E

Imprisonment - Min 3years

uls 447.

Section 447
sec 144 prohibited services

further E 2000/day for

Min 3years, Max -years

Sec 145 Duty to sign Reports
Continuation

Max 5
years fine : upto 10, 00

,
000

I fine : Min &1 ,00
,
000

General "Willful fraud dit
Max E 3

,
00

,
000

↓

Refud
o

nation
fir

Min : 25000 Jail I
year ↓

fine : pay forfines both firm

thaahs,
Minio. damages ifE partners are

Mah,
a s

liable.

· imprisonment

only partners.
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* Professionals

objectives of accountancy profession :

credibility Professionalism quality ofservice confidence in

ethics .

Trust in Information Gaining recognition Provide high standards

↓

E information system from employers of performance
establish trust

through aframework

of ethical standards.

Fundamental principles

Integrity objectivity competence confidentiality professional
Behaviour

*
Section7 of companies
A

: Punishment for frauda

Y Y

Fraud involving at least fraud involving E 10 lakhs or

E Iolakhs (ou) 1 %of Turnover
1 % of company's turn over

Whichever is lowers (whichever is lowers

Y

Imprisonment fine Imprisonment fine .

Min : 6 months Min : Not less than up
to 5years up

to 50 lakhs

-

Max : 10 years
Amount involved or both

fraud involves public Interest Max : upto 3 times

Min : 3 years. ofAmount involved.
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Professional andthee misconduct
mm

cost and works Accountants At 1959 .

Act - > for regulation of profession of cost . & management Accountants

council -> for Management of affairs & to discharge functions assigned to it by Aet

Institute -> Council finds prima facie case of professional/other misconduct.

institute enquiry
-> Investigate matter E take disciplinary actions.

Schedules to Aet

I

↓ ↓

First Schedule Second Schedule .

↓ ↓ -

Part 1 : Relationto cost Accountants in practice Part 1 : Relation to cost Accountants in practice

Part 2 : Relation to Members of institute in Service Part 2 : Relation to members of institute generally

Part 3 : Relation to Members of institute generally Part 3 : Other misconduct in Relation to

Part 4 : Other misconduct Members of institute generally members of institute generally

* Penalties under Thet
mm

1

Y, ↓ ↓ ↓ ↓ V

Section 24 Section 25 Section 26 Section 27 Section 28 Section 29.

falsely claiming using name ofcouncil companiesNot to unqualified person offences by Sanction to

to be member & awarding degrees engage in cost not to sign companies. Prosecute:

↓ ↓ Accountancy- documents

fine-upto 1000 fine-upto 1000 ↓,
fine-sootto 1

,
00

,
000

subsequently subsequently fine upto 1000

Imprisonment-6months Imprisonment-smonths subsequently
subsequently-

fine upto5000 fine up to :5000 fined upto5000 Imprisonment-1 year

Both Both fine - 10000 to 52
,
00,

,
000

or Both
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UNT-4
: Overviewof costcountingA

1. Difference between standard & Principles.

· standards are specific ,
detailed I often mandatory rules or guidelines that must be

followed
,They are instructions on how to handle specific tasks/ situations.

· They are like recipe with precise measurements & instructions that must be followed to

achieve consistent result.

example : CAs dictate specific methods to classify + allocate costs. ECAS 1-243

· Principles are fundamental concepts/guidelines that provides generalframework

for decision making.

·

They are based on accepted norms or common practices: they does not enforce any

strict rules.

· Principles are like guidelines for cooking-i. e ; we have basic idea of dish but

You can adjust ingredients a techniques based on Preferences.

· GACAP are general concepts like cost behavior
,

classification but does not give exact

method.

2.What is costAccounting Standards :

-> guidelines for companies to
manage

their cost accounting practices-

-> Rules to govern how cost should be measured
, reported a analyzed.

The Institute of cost Accountants of India (ICAI)

to have systematic approach in both manufacturing & service sectors.

Y

established the cost Accounting Standards Board (CASB)

-> It is responsible for issuing , formulating I regulating standards related to

cost Accounting
.

Y

Issued CAS cost Accounting Standards (CAS) 31-243.
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* CAS should be followed to ensure

-consistenceinfinancialdata
oeng3

& transparency cost information.

3. * Advantages :

Better cost Enhanced quality compliance with

Management
. of cost Information Statutory requirements

.

Improves internal with use of Info

controls. Better decision making
.

4. Do all companies. have to follow cost accounting standards?

NIO

companies > Applicability of cost Records. Rule-3

subject to Applicability of cost Audit. Rule-4 .

↓

companies (cost Records & Audit Rules) 2014 .

Emple :

Manufacturing industries ServiceSector.

-> cement
,

Steel
,

telecommunications
,

electricity&

fertilizees & pharmaceuticals . healthcare.
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objectivesof1.
uniformity in costTransparency Guidance for Adopting to legal &

Accounting practices & Disclosure cost measurement. Industry changes.

structure of cost Accounting standards.

I.

3
7 & 8.

Introduction objective . Scope
presentation

& Disclosure .

4
. 5.

6 - 9.

Definitions & principles of Assignment effective

explanations measurement of cost. date

CAS-1 : Classificationof costs·

Introduction active Scope
m

· uniformity

Guidelines for cost classification ·

consistency classification
,

presentation &

wr.t cost of Products/services. · clarity & accuracy
Disclosureof costs.

in cost statement.

· Disclosure E presentation

of cost

initions

E
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① cost :

Monetary value of Resources in production of

(in terms of money) goods/services.

Price cost

Amount of money charged to Amount incurred by business

Products/services in production of goods/services.

either in Making/purchase of materials.

cost

Normal cost 2. abnormal cost.

usual cost incred unusual or unexpected cost) expense.

during cost of business irregular & often due to abnormal conditions.

in Production/ operations.

eg
: Accident

,
natural disasters

,
&d unusual events.

3 conversion cost :

Raw materials transform into
> finished goods.

~

cost incurred during this

period is conversion cost -

--
J

includes excludes

labore E other production cost ofRaw materials

costs -

bought in.

4. classification of cost :

organizing costs into logical categories.

cost

By nature subjective)
>>

By purpose
.

(objective)

Based on type of cost. Based on why cost is incred.

eg
: Material

,
labour eg : production ,

administration
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5. cost center : Any part of company where costs are incurred- but doesn't

directly contribute to revenue. Ceg : division
, department, employees)

r

Y V Y Y

Personal cost center Impersonal (C operating ca Support Service <C

Individuals/group Area/unit directly involved in gives services to

of people. eg
: Machine

, department production process operating c.

eg
: Machine shop,

call center eg: Maintenance,

Powersupply,transport

6 . cost object :· Anything for which costs are measured.

eg : Activities
,

contracts
,

cost centers
, products, services

,

customers

7. cost unit .

Measure of volume of production/services.

cement Automobiles Transportationeg

:Powe
a

walt (w) metric ton (1) Number(units) Tonne-km-

Example : Adithiya. Motors. > Car Manufacturing company.

cost unit cost center . cost driver cost object
.

single car. Paint department factor which cause

Any model of

incus expense of labour
,

material change in entire cost cal

& equipment but doesn't directly of activity. eg
: sur Model.

relate to product (Car) eg : Number of cars electric vehicle

painted. Survey cars.

↑Painted cars ↑ costof
paint/

labour.
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S . overheads Indirect costs that could be

9. Indirect material - costs cannot be directly linked to cost object

oils
, cleaning supplies,

screws
,

bolts
, packaging materials

10 . Indirect Employee cost ->

examples- Lost incurred to
pay employees who directly do not work on product

salaries to supervisors , managers ,
maintenance staff , quality control inspector ,

Human resource . Staff cost ·

11 . IndirectExpenses :

Rent
,

utilities
, Depreciation ,

office supplies, Marketing & advertising
.

12. production OM : Indirect costs associated with producing goods/services
Cors

Manufacturing
includes - factory overheads -> Manufacturing overheads

-> works overheads. -> Administrative costs related

to production.

eg : factory went
, Depreciationof machinery , factory utilities,

Maintenance Repairs ,
salaries of supervisors.

13 . Selling overheads :

expenses
on

↳ selling products/ <
includes all

Services indirectcosts

incurred in

eg
: sales commission

,
Advertising
& promoting cost selling process

.

salaries of sales staff ,
Travel expenseforsales.

14 . Marketing overheads :

selling overheads+ Distribution overheads.

eg
: Branding expense, promotional events

,
website maintenance

,

social media Advertising costs
,

content creation,

Digital marketing
etc...
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15 . Distribution overheads:

dispatch Reaches to
> final

goods- consumed

cost incurred in handling
this products

includes -> Enter unit transfers.

eg
: secondary packaging ,

outward transportationcost
,

warehousecost

clearing
5 forwarding cost-

16 Administrative of expenses incurred to
managea support general operations of business,

not directly related toProduction/sales.

↓

29 : Salaries
,

officeinstallS

cost

Indirect cost Direct cost.

17. Direct materials :

costs of materials that can be directly linked to product

eg : car manufacturing -> steel Furniture -> wood.

clothing production -> Fabric Bread Baking-> Your

18 . Direct employee cost : employee cost that can directly be attributable

to cost object.

employee
-> operates machinery/ -> Salaries/

->
Direct

assemble products in
wages paid employee

Cars to him. cost
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19. Direct Expense : costs other than direct material/employee cost

eg
: Royalties,

Job charges ,
hire charges for

,
software services

equipment used for needed for

particular job specific task

20· employee cost :· Al benefits paid/ payable to employees
includes -> temporary, parttime

,
contract employees.

->
can be paid in cash/kind

(i) contract employees. (ii) compensations paid (iii) prior period costs .

hired directly/ through due to past disputes/ recognized in current

contractors but Court orders will be period will form

exclude employees of employee cost but not part of current employee

contractors in jobs· production cost . cost but not production

cost

21 · fixed cost . 22 · variable cost.

-> costs do not change with level
-> changes directly with level

of activity or production volume. of activity

-> If fixed cost -> Indirect
-> variable -> Indirect costs

↓

fixed overheads. variable"overheads.

23. Standard cost : Predetermined cost based on technical specifications &

efficient operating conditions.

Reference-> compares Actual costs to identify variancesa

control costs.

24 . Semi variable cost :

fixed elements + variable elements.

eg : electricity bill -> Monthly fixed charge + variable based on usage.

Telephone Expenses ,
Maintenance cost·
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25· Research cost -

cost of planned investigation aimed at gaining new scientific or

technical knowledge.

26. Prime cost

Direct material cost + Direct employee cost + Direct expenses.

27 · packing material cost.

cost of material used for packaging product
!

↓ ↓

Primary packaging material Secondary packaging material

essential for holding
I preserving used for storage , transportE

the product for customer use. Marketing of product.

28. Material cost : cost of material used for

production of goods or services.

29. Normal capacity : Average level of production achievable under normal

conditions

30. Development cost :

Apply research to create
a new improved

results/newknowledge materials
, products,

~ process/services
cost incured.

31 cost of production :. Material cost
,

Direct employee cost
,

Direct expenses,

production on
, quality control cost

, packaging, RED.
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32 · cost of transportation :

Includes costs like freight , cartage ,
transit insuance

,
fleet other

incidental transportation charges .

excludes - Detention/demuerage changes.

--
W

Inward transportation cost Outward transportation cost -

cost of bringing materials in cost of transferring finished goods out

5. Principles of classification of costs.

①. cost should be organized grouping Similar cost components.

based on

T

↓

Nature attributes relationships.

② further classified according to their fundamental differences.

③ cost -> should be
-> & placed ->

similar items based

identified with on shared features

④ There could be Multiple classificationa purpose driven classification.

same costs can fit into cost to be aligned with

different classifications. how costs reports will be

used

⑤ Factors of classifications.

I

↓ ↓ ↓ ↓ ↓

Relation to
Nature of expense traceabilityto Relationto functions/production Behavior

cost object activities process.
# ↓ ↓

fixed Semi Variable
Direct Indirect

variable
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6. classification of cost

a) ByMature of expense.

Material cost Employee costs Expenses.

cost of materials All froms of compensation utilities

- trade discounts wages ,
salaries purchased services

rebates ↳ benefits

refundable taxes duties

b) Bymature of Traceabilityto cost object

cost

Direct cost < > Indirect cost -

↓ ↓ ↓, ↓

Material costEmployeecostExpense Material costEmployeecostExpense.

2) By function

production/

project
. Administration selling Distribution Research Development

d) By nature of Behavior.

-

fixedcost. variable cost Semi-variable cost

e) By nature of production/operation Process.

Batch cost Process cost operation cost contract cost Joint costs -
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CAS - 2 capacity determination

1 . Introduction :

(i) -> outlines > Principles > Determining
& Methods

capacity

of

that produces goods/ facility

providing of services.
↓,

Means production unit
, plant/

includes equipment, factory where goods are

machinery ,
resources

,
labour, Manufactured

materialsa utilities

(ii) determines the so to > determine the

capacity of entity cost of product/service.

(iii) guides ;

Presentation & Disclosure of

Information in > cost statements

2 objective :
3 ·

Scope :

-> uniformity
-> consistency Applies to cost statements.

-> Determine capacity
↓

across entities where capacity determination is

-> ensuring accuracy
necessary to assign Overheads.

in process.
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4. Definitions :

(i) capacity
-

Maximum level facility, can achieve

of outputormachinery -> over specific

production system period under

normal conditions.

(ii) Normal capacity :

capacity
-

> achieved)-> on an over several

achievable average
Periods under

normal circumstances

(iii) Actual capacity utilization :

volume of production >
Provided

or services during specific period.

expressed as % of Installed capacity
can be measured in

units produced services provided Equivalent machine

or man hours.

(iv) Installed capacity :

Maximum output Fuller utilization of available

a facility can Esoperatingese 3 machinery & resources

produce without
any interruptions.

conditions
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(v) Achievable/practicalcapacity :

Maximum productive
- >

inevitable internal

capacity interruptions
-> preventive maintenance

, Repairs, setups,

normal delays , weekly off days, holidays.

Does not include external factors(lack of orders)

(vi) Idle capacity :

Installed capacity - Actual capacity

Conly when Actual Installed capacity)

(vii) Excess capacity :

installed capacity - Actual capacity

(when Actual > Installed capacity)

(iii) Bottleneck :

Apoint -> Restricts flow

of productionprocess

* Reducing the capacity of overall system.

eg : Machine withlower processing speed

can cause backlog & slows the entire process
&

(ix) licensed capacity :

Appropriate >
Issues License

for
> Allowed capacity/

authority Allocated capacity
-

License capacity
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7. Presentation :

cost items
Recorded

, cost statements - Presented based on

in

Relevant classifications.

-

This classification has to followed

consistently

8 . Disclosures :

(i) changes in classification >
can only be

of cost made under 3 situations

↓, ↓ ↓,

If Required by To comply with cost If changes improves

law Accounting standards. Preparation & presentation

of cost statements.

(ii) changes in cost has any
material

classifications affect on I
should be

product costs disclosed in

costStatements.

(iii) impact of-> Partly/wholly >
Details of

>
disclosed

change unascertainable facts in Notes

Y

In cost statements
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5 . Determination of capacity :

(i) Measurement of capacity
- "based on

↓ ↓ ↓

units of production Services provided Equivalent machine/

man hours.

(ii)Determine. Installed capacity > Based on

↓ ↓ ↓ ↓ ↓

Technical Expert capacity of constraints shifts ,
machine

specifications evaluation Production centers from critical machines/ hours/man-

equipment [Bottleneck) hours .

Ley point
* If technical specifications * If Authority *When determining

are unavailable consider assessed capacity then Installed capacity

estimates from technical experts. follow those guidelines consider bottle neck.

[Licensed capacity]

(iii) calculate practical capacity :

Installed capacity adjustedforMaintenance time

downtime
, holidays,

setups, efficient losses.

(iv) If there are changes due to : Addition, Reassess

deletion
, ↳ Installed

modificationoffacilities capacity.

(v) calculation of Normal capacity : Based on Average capacity over 3-5 normal
years

excluding Intermations/ abnormal periods
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6 presentation :

* Installed capacity should be Means giving

normal capacity& presented < Absolute fixed/standalone

Actual production. in terms- number without

any reference/comparision

* Actual capacity utilization : expressed as % of installed capacity

7. Disclosures :

↓ ↓
Y

Basis for determining changes in changes in capacity

I
Details of Actual

capacity capacityAlong due to outsourcing Production.
↓, ↓

(Methodology used) with reasons. Means hiring/ self manufactured goods
contracting

V

eg
: If capacity increased/goodsbought from outsourcing

.

Reasons for decreased by

low capacity
hiring facility.

↑ > Abnormal cost

utilization If incurred

due to under

utilization of capacity

s . effective date : 1st April 2024.
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CAS-2 Problems

① (i) Installed capacity :

1200 units per hour x3shifts xshours x365days.

= 10512000 units

(ii)Practical Capacity :

1200 unit per
hour x (365-52-8) x3shifts x

Cshus-ihr)

= 1200 x 305 X 3X7 .

= 76
,

86,000 units.

(iii) Actual capacity
=wentproductionety

=0
,

000
0

=

66 . 50 %

(iii) Ideal capacity
- Installed capacity - Actual capacity.

1
,
05

,
12

,
000 - 69

, 90
,
000.

3522
,

000 Units .

Ideal capacity as % of Installed capacity is

5,
22

,
000

1
,
05

,
12

,
000.

- 33150 %

(iv) normal capacity :

-44+ 72 . 6 + 71 . 4+ 70 . 5 + 70 . 8 .

5

.

70 . 94. lakh units .

(v) Abnormal Ide capacity = practical capacity - Actual capacity.

↓ 76 . 86 :
= 69.9) lakhunits.

6.96 lake .
Units.
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② (i) Installed capacity =

1500unit X 318 x 365 .

1,31
,
40

,
000 units.

(ii) practical capacity =

installed capacity - Enterpations-

1500 unit x &x(8 = 13 x (365- 52 - 12)

948 , 500 units.

(iii) Actual capacity = 81 . 50 lakh units

Actual capacity as % of installed capacity.

#58

131 . 40
= 62 . 024 %

(iv)Normal capacity = Average data of production
in past 5 years.

-5
: 70 + 87. 42

+65
. 38 + 77 . 97 + 76 . 08

-8
2 .55

= 76 . 51 lab units

LV) Ideal capacity =
Installed capacity - Actual

131 . 40 = $1 . 50 .

49 . 9 lab units.

(vi) Abnormal capacity= Practical - Actual capacity
.

94 . 815 - 81 .50 .

13 . 315. Lakh units .

&
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3 .(i) Installed capacity = 2500 units x Shos X 3 * 365.

219 lakh units.

(ii) practical capacity :

2500 unit X (Shrs-0 .5hr)3 x

(365 - 52 - 10)

I 17043750nits

(iii)Actual

capacityalproduction
= 72 . 51 %

Liv) Normal capacity =

Average of
sales expectency in past syss

-54
. 50 + 159. 54 + 166 : 66

.

3 .

160 · 23 · lakh units .

(v) Ideal capacity :

Installed capacity- Actual capacity.

219 lakk - 158 . So la unit

60 . 2 lakh units.

as % of Installed capacity.

⑳calch umt X100

27. 48 %

(vi) Abnormal capacity= practical capacity - Actual

capacity

= 17043750 unit - 15880,000

1163750 units

200 .
) 11 . 6375 lakh units.
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4.

Particulars 2020-21 2021-22
.

2022-23.

Installed capacity -Ton 250 250 250

Production - TOD 240 230 125.

Actual capacity utilisation

Actualproduction100 92 % 50 %

cost
per

ton (E) 1000 1077 1660 .

Base
year

cost

price- 100 105. 107 .

cost.

1000 1077 -> 105 1660 -> 107

& I 100 100

1077X 1660x

1026 : 155/ .

cost of production
(costx productionTon) 2

,
40

,
000 . 2

,
35, 980 1

,
93

,
875.

variable cost- 402 402 401 .

Fixed cost

(Totalcost - vC) 1000- 402 1026-409 1551-40/

598 . 624 . 1150.

100 % fixed cost utilisationis 574 - 08 .

(1150 = 574 . 08)
575. 92 . E576 . /on .

Abnormal cost = 576X. 125 .

72000 .
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working notes

① . variable cost calculation -

2021-22 2022-23.

cost of production diff . (2,
40

,

000 - 2
,
35

,
980)

4020 42105.

235
,
980

3)= 1
,
93

,
875

Production in tons diff. 10. 105.

variable cost

fincoctiongo
units .

402 . 401 .

② 2020-21 fixed cost - 598 .

production perton 240.

capacity 96%

fixed cost 100 % utilisation ->

598 x 240.
= 1

, 43
,

520.
- 96 %

1
,
43

,
520

=

250 574- 08 .
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CAS-3 Production and operation overheads. I Revised 2015

old CAS 3 (Revised 2011) new Cass (Revised 2015)
CAs on overheads. Cas on production &

operation overheads.

1 Introduction :

CAS 3
> principles > classification , of production

deals with & methods measurement & operation
for assignment OH .

* To Determine cost of goods produced/servicesprovided

* presentation & Disclosure in cost statements:

2 . objective 3 .

Scope

* uniformity Applies to cost statements

* consistency-> in ↓

* principlesI method for

determining Production & operation OH .

* To have reasonable
accuracy

in cost determination- ofe
3. Definitions :

* Abnormal cost -> unusual/unexpected cost

* AdministrativeOn - Redirect cost - general management

excludes : production on
, marketing of& finance

* cost center
,

cost object ,
fixed cost

,
Normal capacity ,

indirect -> employee cost
,

material cost
, Expenses, standard& variable cost.
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* production or operation overhead:

-> Indirect cost related to production of product/providingof service

-> Terms production on
, operations or

, factoryor
,

works on
,

manufacturing on are same

-> Includes -> Administrative of relating to production

↓ ↓ ↓

variable of Semi-variable of Fixed on

* Imputed cost :

Notional cost/estimated cost not actually incurred *Lost -> That are not

- But used in decision making/performance evaluation recorded in books.

example -> Interest on owners capital * used for comparing

Salary to owner different decisions/

In evaluating profitability

accurately
.

* Absorption of Production/operation on

Assign

production/operation > Using >
cost

overheads absorption rate object

Absorption rate = Production/operation on of the Activity

volume of activity
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5. Principle of measurement

* procurement of production Invoice/ agreed price

resources from <& operation >
(t) Duties & tanes

outside overheads (t) Direct expenses .

(Transportation
,

Installation
, handling)

1) Discountsother than cash 3

( trade discount
,

Seasonal discount)

#Taxes& Duties refundable

stof production/operation OH

* on
-> not related to procurement <

cost incurred in connection

Inhouse utilization of resources.

* cost of production a operation overheads

Includes excludes

-> overhead variances due to -> Abnormal cost

normal reasons (etmaterial is quantifiable)

->Imputed costs

* Any changes in cost accounting
-> variances due to abnormal

principles for measuring production/ reasons.

·
operation overheads. -> subsidy , grant , incentive/any

-> If it is required by law other Amount

-> to comply with cost accounting
-> fines , penalties

, damages &

Standards. levies paid to authorities/

-> If changes results in better third parties

preparation/presentation of
->

Any credits / recoveries that

cost statements. are materialE quantifiable

If recoveries > Total overheads

⑧
treated as other income.
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6 . Assignment of overheads

* cost > directly related > assigned

to cost object directly
.

* overheads assigned
,

based on 2 principles

↓ ↓

cause & effect Absorption of overheads

↓ ↓,

Process, cost variable fixed
OH .

operation incurred.

activity (BasedOactual) (Based
onnam

a

7 . presentation.

-> production & operation overheads
>

As separate head in cost statements

-> Details of production & operation of presented based on

↓ + ↓

element Behavior under absorption/
wise wise

over absorption
* Material * fixed, variable/ ↓

* labour Semi variable Reconciliation

statements.

8. Disclosures. :

Basis of assigningAny pood/op oh Bod/op of related

On to cost object incred in foreign to transactions

exchange with related parties.

Any subsidy, grant, credits/recoveries abnormal costs unabsorbed

incentive has been excluded excluded. production/

excluded from oh cost operation of
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* Disclosure- > should be
-> only if information

done is material
, significants

quantifiable

* place of Disclosures

-> Body of cost statements

-> as a foot note (Ou)

-> as a separate schedule.

* Any change in
>

has material
->

shall be

cost accounting principles affect
T

disclosed.

↓

If it is not quartifiable/ -> that fact

impact is not determinable

9. Effective date : CAS3 applies to cost statements

↓

Prepared onl after 1-04-2016
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CAS-4 cost of production/Acquisition/supplyof goods/provision of services

1 . Introduction :

old provision new provision

CAS-4 : cost of production CAS-4 (Revised 2018)

for captive consumption cost of production/Acquisition/

supply of goods/provision of services.

I
V Y

Determination when goods/services principles & methods of

of cost used within the - classification

3
to

company
rather than - measurements Determine

Sold - assignment cost .

-

This concept has become irrelevant after introduction of

Goods & Services tan (GST) on July 1st 2017.

↓

cost of production/manufacture -> major in -> determining value of

factor supply of goods/services

CGST Act 2017.

Section 15(1) Section 15 (4)

value of supply = Transactionvalue If transaction value cannot

↓ be determined

price actually paid/ payable where ↓

the supplier & recipient are unrelated determined as pee

& where price is sole consideration. Chapter IV of CGST Rules 2017 .

↓ ↓ ↓,

Rule 27 :Supplies where Consideration Rule 28 : Transactionbetween Rule 29 : supplies

is not entirely in
money related persons/distinctpersons - blu principal Es agent.
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Rule 27 : Supplies where consideration is not entirely in money
.

value- > open market value

Cous

Total monetary consideration + equivalent value in

non monetary terms

Coul

like kind a quality.

Rule 28 : Transaction between related persons/distinct persons.

value-
> open market value (OU)

value of like kind & quality

* when goods are intended

for sale by recipient >
value will be 90 % of

(unrelated) Price charged to the

recipient's customer.

Rule 29 : Supplies between principala agent

value > open
market value (OV)

90% of resale price charged

by agent to unrelated

customer -

If value of supply cannot be

determined under Rule 27-29.

↓ ↓,
Rule 30 Rule 31

·

value = 110 % of cost of Production,
Residual method . -> value is

acquisition or provision determined by Reasonablemeans

of services. consistent with section 15
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Reasonable means -> fair
, logicalE justifiable method.

can use any
method that * Reflects the true market value

* is consistent with general

industry practices

*Is transparent is defensible

* compliance with 4st principles.

2 . objective
- uniformity
-> consistently prepared cost statements for GST purpose .

-> Accuracy in calculatingTransactionvalue

-> clear disclosure requirements that enhance transparency.

3.

Scope :

* cost of production of goods

standard applies * cost of Acquisition of goods

to cost statements >* cost of supply of goods.

that involve * cost of provision/ supply of services

* Determination of value of

supply

4 . Definitions : Refer concept book

5. Principles of measurement :

-> cost of production/acquisition of goods/provision of services

* measure for each type separately.

* cost should be aggregate of Directs indirect costs.
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-> Material cost : measure separately for each type
i . e ; indigenous,

material
, imported material

, bought out components,

Process material,

self manufactured itemsa accessories.

* Normal Scrap/defective materials -> Included in material cost.

* abnormalScrap -> treated as a loss

* If scrap can be sold
,

sale value shall be subtracted from material cost.

-> Employeea utility cost used for production measure separately.

-> packaging cost before sale/dispatch of Products -> include in total cost of goods.

-> Direct cost measure separately
.

->

high value space parts (Machine parts) - should be treated as assetsE

↓ depreciated over time.

If used immediately -> include in inventory value

-> cost of maintenance

3DepreciationE calculate separately for each product/

R&D Service.

-> Joint products cost - measure separately after split off point
.

↳ value of scrap to be excluded.

-> Royalties & fees

a) for use of technology / know how
>

Include in

to produce goods/provide services cost

b) brand usage ,
not included

-> overheads & Quality control cost : Include in total cost 2-) taxes refundable/ITC

- Abnormal costs
, finance costs & losses : not included in cost of production

-> subsidies 3 Incentives : Deduct from cost

-> capacity utilization : cost- > based on normal capacity/actual capacity

whichever is highes
-> Foreign Exchange & Recoveries : Reduced from cost.

-> work in
progress

: cost is calculated based on current stage of completion

After adjusting opening & closing stocks.
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6. Assignment of cost :

1. cost -> determined -> based on normal operations

ignore abnormal a non recurring costs-

2 cost
↓

↓ ↓

That can be tracked to specific That cannot be assigned directly

product/service-assigndirectly
.

allocate based on 2 methods

I

↓ ↓

cause & effect Benefits Received.

3
. overheads

I

Fixed overheads variable overheads.

(like went is machinery depreciation) I like electricity usage)

spread over normal capacity whichever -> assign based on actual

3actualcapacity is higher Production.

4. Joint Products By products

process creates more than value of by products
I product should be deducted

shared cost -> allocated based on from cost of main

fair method . product

eg : No . of units produced (or)

selling value.

5. Joint services 6 miscellaneous income

process
-> multiple services Income related to

costs before split -> fairly divided production
between Services. like : selling scrap

deduct from total

cost of production.
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7 . presentation

* cost statements > as per applicable format

in appendix
-

It is a supplementary material v - Illustrative Examples , flowcharts

attached to standard it gives Diagrams, Definitions, Forms,

Templates, Additionalguidance.

① E
*

③ ⑭
statement of cost of Statement of statement of cost statement of open

production of taxable cost of provision) of Acquisition of market value/value

goods. supply of taxable taxable goods. as pee goods/services

services. of like kind 3 quality.

* companies -> covered in as per section 148 shall

companies costRecords of companies
-> Prepare &

↳ Audit Rules 2014.
Act 2013. Present

cost Records Es

* in compliance with Rules
, < cost statements

costAccountingStandards & GACAP.

* companies not covered in Rules 2014. -> Prepare cost records in

compliance with CASE GACAP

* cost statements -> certified by cost -
enable business to

Accountants in practice determine value

of taxable goods.
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* If at time of supply then
company

-> compute cost on

tone cost of goods are 3 Budget/standard
not determined. ↓, basis

cost Accountantmay
issue

provisional cost certificate

-> After costs are finalized cost certificate can be issued

-> variations in cost -> Supplier

↓

issue Debit or credit Note.

* certified cost statements:

① Registeredperson -> as per sec 10(1) of CGST Act

Composite scheme)

Aggregate tim over limit 1 . 5 crores

certified cost statements -> issued for 6 month period.

② Aggregate turnover 1 . 5 crores -> certified coststatement

shall be issued on

quarterly basis.

&

③ Annual certified cost statement - to be issued for

financial year

↓

Based on audited accounts

↓

onl beforeit December of

next financial year.
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* cost statement -> Prepared by management

signed by KMp in
company

pactnes -> firm

proprietor + soleproprietor
firm .

* shallbe also certified by costAccountant in practice-

8 . Disclosures :

shall be made change in cost accounting If opening stock i

only if it is principles if effect closing stock of wip

material
, significant ↓ are not available

E quantifiable shall disclose. for certification

9 . Effective date :

1st March 2019 .

↓

preparationE, certification of cost

will apply for - statements

ToDetermine the cost of production

Acquisition/ supply of goods/

provision of services.
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CAS-5 Determination of Average(equalized)cost of transportation.

1 . Introduction :

-> principles of cost
>

To ensure that all

accounting wac)cosents expenses are correctly

recorded a apportioned

-> uniformity < recording transportation expenses & calculating

transportation cost.

-> Transportationcost

So these costs

Procurement Distributing 3
have to be

of materials & finished goods recorded.

for production for sale. separately
.

-> Transportation cost -> shown separately in cost accounting records

↓

apart from material procurement/product sales.

-> Finance Act 2003 : when determining assessable value

of excisable goods

↓

certificate of transportation cost

is mandatory to claim deductions.
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2. objective

uniformity systematic

in application of Record Keeping Transparency.

Principles & methods * Establish system to track * in determining

for determining all transportation related expenses transportation cost-

transportation cost including : shipping , frieght , logistics,

fuel 3 other services cost.

↓

should be taken out separately from

operating cost to identify them clearly.

↓

* After collecting all costs ->> AllocateE apportion them -> to different cost centers

↓ E locations /

so that entire transportation cost will be distributed fairly Products.

across business
↓

This also helps to understanding costs associated with eachProduct
,

location /

↓
department.

we can ensure precise cost controlE analysis.

example: company
u 1

+ ↓*
excisable goods exempted Non excisable

↓ goods goods.

↓ ↓Goods subject to

exciseon
not included in

Alcohol Agricultureequipment act - no excise duty
Produced

tobacco S within handicrafts
, exports fruits

, vegetables
country

Petroleum products outside india
,

life Educational services

saving drugs . newspapers , printedbooks
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3.

Scope .

Applicable to calculate transportation cost

I
↓ X ↓ ↓

while calculating In case of damage/loss In case of fertilizesIndustries certain industries

assessable value during transportation Government gives subsidies operate under

↓ ↓

deductions for filing Insurance claims. proper calculation is required administered

transportation Expense helps to get compensation

togetSubsida
overall expenses

pricing. System

to know excise where Gov.

duty payable Sets the prices

↓ ↓

Inward freight costs are Inventory valuation

part of cost of purchase -> Transportationcost -> including freight charges

E to be included in to be included in cost ofgoods
↓

acquisition costs of materials It is necessary when using inventory

~

Expense incurred in transporting as collateral for loans/advances

wow materials/goods to company. from banks/financial institutions.

↳
. Definitions :

(i) cost of transportation : Rucludes

freight Cartage TransitInsurance operating fleet cost

Transports goods Moving goods for short distance
money spect to insure companys-

> own trucks/

from 1 place to other
eg

: transporting from goods to protect from vehiclesfor delivery

like shipping cost warehouse to store. damages,
loss / theft cost of fuel ,

maintenance,

through truck
,

train
, ship plane . during journey.

driver salaries & repairs.

Incidental charges

Additional Expenses come up

during transportations

eg
: tolls

pay , loding/unloadingfees,

secondary packaging cost.
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excludes -> Detention changes Demurrage changes

penalty paid when transport fees charged when goods

vehicle is delayed beyond Stay longer than allowed

Schedule time for loading/unloading at terminal

goods. * in port/train station/

causing delays

Transportationcost

Reward transportation cost outward transportation
cost

↓ ↓

Expenses to transport Expenses to transport

material/goods received at factory/placeof goods from factory,
use .

depot

-> Raw materials into production facility -> costs to deliver products to customers

-> local costs for moving items from pat to factory- moving from warehouse to store

-> loading fees ,
etc. -> Additional charges -> freight fees etc.

(ii) depot :

Premises for storing

materials/goods for dispatch

includes -> warehouses,

godons , stockyards.

(iii)

Kanalised transportations
(iv) Equalized freight

Average freight cost .

during specified period.
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5 Maintenance of Records for ascertaining transportation cost

* keep --> detail record of

3
after adjustments

transportation
related

: freight

Cartage
>

-> recoveries

Expenses transit Insurance - abnormal costs

* company>
owns fleet > record all expenses including

salaries for drivers
,

cleaners

fuel, grease,

maintenance
,types,

batteries
, trips made

,
distance

covered etc.

Y

* hired transportation vehicle. -> record should contain

Date of dispatch , type of transport,

description of goods .
Destination,

Challan No
., Quantity ,

Amount

paid,
distance covered .

* Maintain separate recordsforinward transportation cost

-
outward transportation cost -

* separate records

Transportationfrom factory Transportationfor goods moved

to depot to jobworkers as back.

* Maintain distinct records for transportation cost made

exclusively for trading activities

↓

cannot claime deduction from excisable goods.
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* separate records - if costs can be directly linked

to specific product

↓

helps for easier allocation.

* Records based on apportionment in case of shared

transportation cost

eg
:

company

↓ ↳ supplier(another city)

manufactures-> needs ↓

furniture wood have to incue-own
fleet

transportation cost \no

un

fuel
,

labone
,

vehicle maintenance,

toll changes

* Separate records for exempt & exported goods.

* If goods transported through Now road (shiplair)
↓

maintain distinct records.

G . Treatment of cost -

Transportationcost

Inward transportation ~
outward transportation

cost cost

↓ ↓

treat as cost of procurement Treat as part of

of materials. cost of sale of goods.
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* outward transportation cost

Basis of apportionment -> depending on nature of product E

transportation mode

I

↓ ↓ ↓ ↓ ↓ ↓

weight of volume of Tonne unit/ value % of usage

goods of goods of space

~

ods - kn equivalentof

in vehicle.

once method is chos

it

should follow consistently

* while determining -transportation cost pee unit > distance

each unit travels

can be done by using L to be considered

weighted Average cost
approach

.

* Abnormal/Non recursing costs not be included

* penalties
,

detention charges,

3
to be excluded from

demnerage charges transportation cost-

abnormal breakdown expense

7 . cost sheet preparation.

* Prepare
-> using formats given in Appendix

I
↓ ↓,

Q ② ③

For tracking transportation transportation both own fleets

cost with own fleet cost for hired hired for

vehicle. different products
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* costs

own fleet hired

↓

costs - directly allowable to -> common transportation

specific product cost
↓

assign that cost to that Total should be apportioned

specific product to various products as

as per Appendix 3. per Appendix3.

↓

Basis of apportionment

have to followed.

(weight ,

volume
, value

* Additional columns in cost sheet for different type of transactions

I

↓ ↓ ↓ ↓

sales at sale"of Returns Goods sent Goods received

specific rates wastelscrap from customers for job work back after job work .

unit of measurement can vary in each case.

* job work cost -> maintain separate records.

* cost Records -> allow preparationE verification of

transportation cost

Easy apportionment of these costs to

various products

7. Transaction value (Section 8)

8 effective date cate of issue of this

Standard-
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CAS-6 : Material cost :

* Introduction :

CAS-s(focuseson ->

principles&
used to determina

Material cost

Material includes

I

↓ ↓ ↓ ↓ ↓ ↓ ↓

Raw materials Process Additives components & Accessories Semifinished consumable

Y
materials ↓ Sub Assemblies ↓ goods stores & spaces.
↓ ↓

Basic Substances processed Added to Manufactured/ Additional ↓ ↓

used in production during
.

enhance properties/ purchased parts items that requires Items used

Manufacturing characteristics integrated into support main further processing in production

final product. Product but not part

of final product

Material excludes -> packing materials (CAS-9)

-> LASG outlines Principles & for
, classification diff type of materials

methods measurement value Determination

Assignment Allocate cost - cost object

presentation & disclosure cost statements

Reporting.

Deals with following issues

-> principle of valuation of materials (value when received)

-> principle of valuation of issue of materials value when

issued)(
for production

-> Assignment of material cost to cost object

Methods to allocate cost- > Relevant cost object
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* objective :

uniformitya
-> following principles ->

for

consistency methods determing
Reasonable accuracy

.
-material cost

*
scope ↑

Applies to cost statements > classification

measurement

Assignment

presentation & Disclosures.

* Definitions. :

Abnormal cost
,

Administrative on
,

cost object , Defectives (Rework
, Rejects),

material (Direct
,

indirect)
,

material cost
,

production of
,

Scrap , Standard cost
,

waste &
Spoilage.

-> intermediate product : Requires further processing before sale

-> property , planta equipment

↓ * are used for production of Goods/

tangible assets >

supply of services

↓ -> Rental to others,

physical items -> business owns -> Administrative
, selling

seen
,

touched / measured & Distribution purposes .

Building, machines
,

-> Are expected to have useful life

Equipment ,
vehicles. beyond one accounting period.
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* principles of valuation of Receipts of materials

I valuation of material Receipt

purchase price It costs directly linked to procurement

Duties
,

tanes
, freight inwards

,

Insurances,

other expenses.

(-) Trade discounts
,

rebates

Refundable taxes/duties(like credits)

2. Finance cost related to material acquisition

Not included in material cost

3 valuation of self manufactured materials.

Includes . excludes

Direct cost Factory of
finance costs

,
↓ &

Material Administrative other administrative Es

Labou
,

on related marketing OH for

expenses to production captive consumption.

-> If space party/Equipments -> property plant s equipment

Recognize3 Definition.

depreciate
X

If not ; classity as inventory

E include in cost

when consumed.

-> normal loss) spoilage before reaching factory

include in cost of remaining materials.

is if any
recoverable amountfor insurance/

Supplier-
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- loss due to shrinkage/evaporation -> if normal

Adjust with cost

-> Foreign exchange -> value at rate on date of transaction

of imported latee changes do not affect

components material cost.

-

Demurrage

Detention
-

> not to include in

penalty material cost.

-

subsidy Y related t
-

deductonis

materials material cost

valuation of issue of materials.

-> material issue -> valued using
-> FIFO

,
Lo,

weighted average
rate

choosen method must be followed consistently
.

-> If valued using standard costing -> price variances to be

treated as part of material

cost

-> Abnormal cost to be excluded.

-> material cost include transportation cost

↓

calculate as per CAS-5
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valuation of self manufactured components

Renclude Exclude

Direct material cost other administrative of

Direct employee cost finance cost

Direct expenses marketing of

factory overheads relatedto for captive consumption
3

Administrative of production

normal scropl defective -> include in material cost

Abnormal -> Exclude Es

treat as loss

after crediting

realisable value

* Assignment of costs .

material DirectExpenses Indirect materials.

- Trace directly -cost object materials - processed by -> assign based on actual

Buyer
-> assign based on materials third party -> specifications usage ,

technical norms/

Part of
consumed processing charges -> material cost -> cost of dies

,
tools

,
moulds

treated as

-> If not traceable - estimates . - Subcontract-> Direct expenses to be amortised
↓

material cost -> materials+ useful life

include in cost you

↓

over useful life.

* Presentation

-> Direct materials Direct materials Indirect materials

#
sub

Purchased ↓

Raw Semi -> indigenous group
-> heads

materials components finished
assembles

-> imported
stores & Spaces

goods consumable
-> selfmanufactured Stores

Elz ..
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CAS- - Employee cost

1. Introduction :

Focus on
> principles > for determining

& methods Employee cost.

Addresses > classification

&
of employee cost

measurement ↓

assignment to determine

& cost of product/service

presentation Y- in cost statemena

2: objective :

To
-> uniformity -> Principles & - Determining

ensure consistency methods Employee

& cost

reasonable accuracy
.

3 .

Scope:

Applies to cost statements -> requiring
I

↓ ↓

classification measurement assignment Presentation

& Disclosure

-

of employee cost
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4 . Definition -
Paid

-

1 Employee cost ? All forms of considerations
Cos)

↓, -Payable

for servicesrendered by employees.

(Includes) (Excludes)

↓

Temporary part time
contractemployees * compensation (past periods) dueto

disputes/court orders.

Directly engaged by employee
* short provisions (prior periods)

on contract basis
made

up
current period.

Excludes : employees of

contracter engaged
in organisation.

Forms of payment
.

Regular payments contributions welfare other

↓ ↓ Expenses Benefits-

Salaries
, wager,

allowances contribution ↓

bonuses
,

incentives to PF
,

Welfare

other funds incentives

Future employee benefits General Benefits

Gratuity ,
leave encashment

, paid holidays, leavewith

Retirement Benefits, pay ,

insurance against
VRS acidents

,
health schemes,

workmen's compensation

free housing,



CMA PARVATHI

7 Direct -> cost that can be attributable

Employee cost to cost object

~ Indirect -> which cannot be attributable

Idle time ->> period- > employees are paid but do not work.

eg
: holidays ,

luch breaks.

overtime premium
-> extra

pay
-> beyond normal wages

↓

for beyond normal

working hours.

5. principles of measurement :

Employee cost

Includes. Excludes

gross pay
-> Remuneration to non executive directors

all allowances ↓

AdministrativeOn

benefits payable by employer
Bonus (Statutory/basedon surplus

-> Imputed cost

sharing) -> subsidy, grant, incentives

remuneration based on % of profits. to be deducted.

Remuneration to managerial personnel a - Abnormal cost (material, quantifiable)

executive director
, officers - penalties , damages -> authorities.

->Separation cost (vRs
,

retrenchment
,

termination) -> amortised over period

-> cost of idle time : idle hours hourly rate of benefit.

of employees
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-> employee cost ->

standard
normal variances

cost

>

Part of employee cost

abnormal variances

treated as abnormalcost

-> cost of benefits - Leg : free housing) conveyance)

↓

Total cost of resources used to provide that benefit.

-> recovery from employees -> towards benefits provided.

↓

deduct from employee cost

6 Assignment of cost

↓ cost - traceable -> cost object
assign based on-

> Time consumed,

no . of employees engaged
.

2. particular employee cost - chargeable to separate

cost object
↓

use principle of materiality.

3. employee cost -> cannot be traced directly

↓

do by suitable estimates

4. Amortised separation costs -> treat as indirect cost

↓

assign to cost object

accordingly
.
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5 · unamatised Amount -> related to discontinued

operations

(not part of employee cost)

6 cost ->

recruitment
,

training
o

treat as overheads -> assign accordingly

7.presentation

↳ Employee cost -> Separate cost head- cost statements.

2. Indirect Employee -> as part

cost of overheads- > present in

I cost

man admin mack statements.

3 . cost statement -> finish/account Employee cost

↓

category wise -> Salaries

3
Permanent overtime If

temporary benefits material.

part time

contract

8 . Discloses
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CAS-8 cost of utilities

1 Introduction -> * PrinciplesE methods

* classification
,

measurement
, assignment of

cost of utilities

↓,

to determine cost of product/service

* presentation3 disclosure -> cost statements.

2 objective : uniformity , consistency ,
reasonable accuracy.

3. Scope ?

* apply to cost statements -> classification
,

measurement,

assignment, presentation,

↓ disclosure of cost of utilities.

* To Determine cost of production
↓

arrive at assessable value of excisable utilities

used for captive consumption

* CAS8 -> not applicable -> to organisations
↓

primarily engaged in generation
Es sale of utilities.

4 . Definitions :

* utilities : Inputs > Power
,

steam
,

water,

compressed air

↓

which are used for manufacturing process

↓

but do not form part of final product
.
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* stand by utilities : Backup utility created against failure

of main source utilities

* committed cost : cost of maintaining stand by utilities.

5 . principles of measurement:

-> each type of utility -> treat as separate cost object.

Celectricity ,
water)

-> purchase utilities cost -> includes

I

↓ ↓ ↓

purchase cost Duties
,

tames
,

other

transportation,
insurance. expenses

excludes

> refundable taxes) discounts.

- self generated utilities cost < includes

I

Direct
material

, employeecost)
↓

Es expenses
& Factoryof

-> Transfeeof utilities

↓ ↓

Intee - unit Inter-company

↓ ↓

Include distribution cost DM
,

DL
,

DE
,

FONs

in utilities cost Distribution cost
,

AOM

-> utilities sold to outside parties :

cost > DM
,

DL
,

DE
,

FOM
,

AOH
,

MOH
,

Distribution cost
,

sale value

including profit magin.
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-> Finance cost
, emputed cost

, penalty, damages , finesExcluded)
-> utility cost calculated using standard costing.

↓, ↓

price E usage variances abnormal

(normal) ↓
↓

treat as

Include in utility cost abnormal cost.

-> subsidies/grant > deduct Recoveries.

-> utility cost > normal capacity

3Cor) whichever is

actual capacity higher.

-> utility cost include stand by utility cost.

-> change in principles only -> If required by law

COU)

to improve accuracy of

cost statements.

6 Assignment of cost :

* utility cost > directly traceable to

cost object
.

Cassign)
* If could not be traceable directly

↓

use appropriate bases such as

ge
parameters.

↓

consumption levels
, operating hours

, capacity usage

etc--



CMA PARVATHI

7 . presentation :

each
type of > Separato > in

utility cost. cost head cost statements.

* If for cost of utilities

↓ -purchased

separate cost statements
> classify

utilities

is prepared cost ↓ selfgenerated
utilitiess.

* Additional details in cost statements

1
↓ ↓ ↓

cost of utilities Quantitative data Rutee unit transfers

consumed by on consumption Rutee
company transfers

individual units. by each unit sales to outside parties

8. Disclosures -

Basis of distribution cost of purchase, cost of utilities

of cost of utility Production,
distribution

, using standard cost

to consumable centres. marketingEs price ↓

↓ price Es Usage

cost Exprice of utility sale to outside parties. variance .

-> supplied/received

from / to related party subsidy , grant ,
Incentive credits/

-> Inter unit transfers E reduced recoveries

↓

Intee company transfer

from cost of utility
-> foreign exchange . Abnormal

cost

penalties , damages excluded

excluded

change in principles &
methods onlyDisclose Body ofcost

effect on cost of utilities material
, significant statements,

quantificalla foot note
, separate

Schedule
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CAS - 9 Packing Material cost (Revised 2017)

Primary packing material Secondary packing materials Reusable packing materials

↓ ↓ ↓

Essential for product Non essential but and can beReused for

preservation & use in transportationa marketing packing products

↓ ↓ multiple times.

considered as part Included in distribution ↓

of cost of production overheads Assign to cost object

taking into account the

number of times/period

over which it is expected

to be reused.

cas 10 Direct Expenses

I

↓, ↓

From purchased From self manufactured

resources tools/dies

↓ ↓

Purchase price ,
taxes

,
Include all associated

duties , transportation production costs.

E other procurement costs

(Reduce : discounts/rebates)

lump Sum Expenses( eg
: royalties >

Amorise over

Technicalknowhowfee the period of

benefit.

Direct expenses
> Immaterial Treat as overheads.
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CAS" Administrative overheads

* Includes All Resources consumed in activities related to

general management
.

↓

Employee cost
,

utilities
,

office supplies, legal expenses ,
outside services)

leased Assets

I
↓ ↓

operating leases Finance leases

↓ ↓

entire rental only non finance

income included cost is included

Software
> prechased/

cost developed/ Amortise over its

customized useful life-

CAS 12 Repairs & Maintenance cost

* cost-> includes both direct & indirect .

In house maintenance outsourced Repairs by Repairs by

cost maintenance cost contractors at outside

↓ ↓ their premises contractors

↓ ↓

Includes -> Material
,

contractor charges , Invoiced/agreedprices contractors changes

spaces , manpower, material
,

utilities
,

(t) Duties
,

taxesE own materials,

equipment usage , Stores & spaces , expenses consumables
, spaces,

utilities
,

Resources manpower & 2- Discounts
,

taxes manpower , equipment,

(costs) Resources(Cost) refundable duties utilities
, resources -
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spares high value space parts
↓ *

Replacement spaces if

do not enhance asset's

ReplacSpanise
So
i

performance consider as

Repairs & maintenance

cost property , plant meet criteria

Es equipment of PRE

↓ ↓

depreciate classify as

accordingly inventory E

# Major overhaul cost <Amortise over period recognise in cost

of benefit. when consumed

CAS 13 : cost of service cost center

CAS 14 % pollution control cost

CAS 15 : selling E distribution cost

CAS 16 : Depreciation & Amortisation Refer

CAS 17 : interest on financing charges -> concept
CAS 18 : Research & Development cost Book.

CAS 19 : Joint cost

CAS 20 % Royalty & Technicalknow how fee

As 21 : Quality control cost

CAS 22 : manufacturing cost

CAS 23 : over burden removal cost

CAS 24 : Treatmentof Revenue in cost statements
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PACAp (Generally Accepted cost Accounting principles)

MCA ministry of corporate affairs

↓

constituted an Expect group
> to find out

uncodifiedAccounting
practices in Indian

Industries.

Recommended
a formal codification

of GACAP *To provide structured

framework

* eliminate needless

diversities in

following which"Mca implemented Practise

↓ * To create uniform

companies (cost Records& AuditRules(2014. approach ·

I
↓ ↓

objective Rules mandates

↓ ↓ Records must be

To Stremline Every company prepared According

Accounting practises subject to rules to GACAPE

Across diverse must maintain costAccounting
Sectors : cost records for Standards-

all productsE
activities
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*
Benefits

,

of GACA
T

↓ X I

uniformity clarity E Regulatory Attestation

Transparency compliance E Audit

*

objectivesofGacAp
↓ ↓ ↓ X ↓

codify the Reduce To provide Help stakeholders Track new

principles Differences Reference understand practices

* General principles Applicable to Al elements of cost.

&

Material employeeDirect utilities

cost cost Expenses

Repairs Es production Depreciation
maintenance overheads

cost

Administrative

InterestE selling E overheads.

Finance Distribution

charges overheads

Sales Joint

packing common costs

material costs

cost
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unit 5

cost Auditing and Assurance standards.

under See 14s of Ministry of notified

companies Act
> corporate <

cost Anding
2013 affairs Standards

↓

To be followed

Issued by by auditors

Through [
Institute of cost conducting cost audit.

central government Accountants of India

approval

Overview

International Federation of Accountants (IFAC)

↓

Issued International Standards on Auditing [ISA's]

↓

primarily focused on financial audits.

↓

Institute (ICAI)-> member of [IFAC]

↓

with some modifications in frameworkis content wherever necessary to suit

cost Audit

↓

through approval from government [MCA]

↓

Issued standards on cost Auditing
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101-standard on planning an Audit of cost statements.

Requirements
um

① ensure cost Auditor Appointment is
proper

by compliance with legal

requirements:
Y

confirm that adhered to

&

regulations understand the terms

of (scope,
units is products

Services to be covered)

② Audit partner is key
members > equally participate

in plannings, discussions

③ Develop > Audit Strategy (scope, timing &, direction

of audit)

should be based on

-> previous audits knowledge -> nature
,
timingE resources required

-> Business understanding -> nature E scope of audit.

-> statutory deadlines. -> results of preliminary activities

④ create Auditplan
covering aspects risk assessments,

audit procedures &

Resource allocation-

⑤ plan how -> Audit team members will be

Directed> supervised -E their

work reviewed
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⑥ can update audit plan & strategy if needed.

⑦ Initial Audit procedures > verify client's acceptance

↓

communicate with previous

auditor.

Application guidance.

① planning activities vary

Based on

↓ ↓ I,

size Es complexity Auditor's prior changes in

of entity's operations experience with circumstances

entity during audit-

② planning , ongoing process
not onetime phase .

↓

Prioritise & Sequence audit procedures (early risk assessment)

③ AuditorEnsure> * No conflicts of interest/

Management integrity issues arise

after accepting audit.

* maintain am's length relationship

with entity

④ Audit partners 3 team members -> give insights -> improves

audit's effeciency.
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⑤ factors to be considered while formulating audit strategy se plan.

cost Reporting Industry Reliance on IT statutory

Framework regulations
other Auditors System timelines Resources.

↓ ↓ ↓ ↓

Reconcille with uniqueIndustry Include / Reporting Available

finance reports features thatInternalfinancial other deadlines & manpower,

↳ legal framework impact audit. auditors systems. Board/Audit equipments

Committee meetings etc.

③ Detailed Audit plan-> includes + specific procedures

-> timing
-> risk assessment outcomes

⑦ extent of supervisions review depends on

sizea complexity of entity ,
risk assessment

, competence

ofaudit team

⑧ Adjustments during Andit.

⑦ Initial Audit engagements
consult with saniting of Procedures Additional

previous auditor previous yus transactions to validate quality

E review past E cost related opening control

records. issues- balances measures .

⑩ For smaller entity
-> Audit plan need not be

elaborative

↓

but should include all factors
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102-standard on cost Audit Documentation.

-> purpose of cost Audit Documentation

① Basis for Auditor's ② serves as proof that

conclusions cost audit was conducted

whether overall objectives in line with standard

were achieved E legal requirements.

-> functions of Audit Documentation.

helps Audit Assists ensure keep records Internal

team to plan supervisors in audit team of matters review by

E carry out guiding s reviewing is accountable that are quality
cost audit audit's team for work relevant for control

effectively work. performed future audit teams

as
per

External ↓ ↓

inspections. Audit quality Quality
Guidance manual review Board

* Requirements of audit Documentation.

① Lost Auditor -> Record Audit procedures performed

Relevant evidance obtained

conclusions reached.

⑧ Documentation -> should be clear
enough

↓

It should be understandable by

another competent person.
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③ Documentation < legal a regulatory requirements.

Adherence to standards

Results of procedures, including
audit evidence 3 significant

professional judgements made.

④ Record -> discussions with clients as pailies about

significant matters during audit.

⑤ Document-- > If any departures from requirements

from standards.

⑥ Include details -> Nature
, timing,

extentof procedures

* what was tested

* who performed I reviewed

⑦ Audit Documentation -> prepare on timely basis (to have accuracy

& completeness).

⑧ After Audit report is
->

Additionalprocedures performed
issued or new conclusions drawn

↓

document along with reasons.

⑦ Audit Documentation - should be organized E

assembled into audit file
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* Application guidance for cost Audit Documentation.

↓ Typical components of
cost

Audit Documentation

↓ ↓ ↓ ↓ ↓ ↓ Ftes
checklists Audit Analysis Audit Abstractsof letter of
↓

Programs
↓

avery
list contracts communication of

↓ ↓, ↓ ↓

compliance plans for Review Queries Representatio
contracts stock of

↓

with companies cost elements raised during that materials management
Act

,
CASE material cost auditEtheir affects with regarding

GACAP employee cost resolutions. costrevenue contractors matters.

2 form of Documentation Depends on

size a complexity computerization Assessed risk of Audit methodology

of entity level ofcost material tools used

records. misstatements

③ comment -> material consumption nors/related party transactions

ocal explanations cannot replace Documentation

① Documented -> Audit plans , appointment letters & meeting minutes

is essential

⑤ Document -> Risk of material mistatementsa

↓ significant judgements.

include mintes of

discussions ->

Management

gov
bodies

third parties
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⑥ small enlities documentation

Description of organizational manufacturing Internalcontrol significant

enlity a products chart
process flow wisk assessment Andit

chast findings

Econclusions

⑦ Document
I

↓ ↓ ↓ ↓

Alternative Basis of Timely If facts

procedures Deviate testchecksa Documentation discovered

from standard Select documents after audit

requirements based on value report

⑧ Dowment who prepared audit materials & their responsibilities

* Documentation is - property of cost auditor

↓

must be retained

for atleastoyears

from audit report date
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103-standard on overall objectives of Independent cost auditors

conduct of an audit in accordance with standard.

* Requirements :

ethical Requirements compliance understanding Full compliance professional
↓ with CAS CAS. with Standard Skepticism

guidelines
↓

↓ ↓

maintaining independence entire understandingAll applicable Consider all

in cost audit Application guidanceStandards follow material

correct implementation full
misstatements

If necessary to in cost

gather sufficient professional depart can follow statements.

Information & evidence judgement alternative procedures

to achieve objective

Evaluate

cost reporting

framework.

* Application guidance for cost Audit.

-> Audit & ethics -> Auditor must follow code of ethics issued

by ICAI

↓ ↓ ↓,
I

* ↓

Independence Integrity professional confidentiality professional

competenceE conduct

Due care
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-> conduct of Audit.

Application of compliance with Departure from

Standards legal 5 Regulatory Standard

Requirements. Requirements-

-> professional Skepticism :

Critical Assessment Reasonable Assurance Audit Audit not

↓
↓ limitations guarantee.

obtain sufficient evidence ↓ ↓

maintain questioning mind * profession future

throughout audit, judgement viabilityof
evaluate validity * Transations entity or

5 reliabilityof with related efficiency
audit evidence parties- of met

.

-> Audit Risk & materiality

* Audit risk
* components of * Responsibilities

↳ Business risks
Andit risk ofcost statements

↓
↓ ↓

·Auditor focuses only on I risk ofmaterial misstatements ① Mgt responsibility
risk that affect statements 2) Detection Risk

(fails
to

Detect
(PrepareE present cost

· Audit risk -> in appropriate errors/misstate statements)

opinion due to material 3) Assection levels risk & cost auditor's

misstatements in cost statements evaluates risk at both responsibility.

· The auditor reduces risk cost statements cost heads express opinion on whether

by obtaining Sufficient 4) Inherent risk

(Complex calculations) cost statements give

evidence & conclusion. uncertain estimates true E fair view

5) control risk. Internal controls will

not prevent material misstatements.
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* Non compliance

Mgt representation on non compliance.

cost auditor -> obtain written- >
non compliance

representationfrom with laws

Professional skepticism :

met
.

E regulations

* Auditor's mindset
-

> remains altert to

possible errors, > During an

fraud/unusual engagement
.

circumstances

* Professional Skepticism is fundamental to successful auditing
.

-> allow auditor to discharge responsibilities to stakeholders

effectivelyy
-> critically assessing audit evidence

-> ensuring reliability of documents Es responses obtained

* professional Skepticism -> helps auditors -> identitya respond

to fraud risk

where fraud risks are high

-> modify audit procedures & gather evidence

-> seek confirmation from third parties & specialists
.

-> Apply forensic audit3 techniques.

* elements of professional skepticism

Auditor Auditor Auditors

Attributes mindset Actions.

Skills E knowledge questioning Appropriate responses

that enable critical approach to changing audit

thinking to evidence conditions & pressures
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104-standard on knowledge of Business
,

its processes

E Business environment

* Requirements of cost auditor.

understanding understanding understanding It environment

Business E enlity E its entity's Internal Es control

Processes environment control

-> nature of enlity
-> conte environment - IT Archiecture

->

Industry & Regulatoryfactors -> Risk Assessment process systems & programs
-> cost accounting policies -> cost Information/MIS -> Access controls

-> performance measurement - control Activities -> Data change controls

-> monitoring controls - Information

Integrity & Data

* Identifying 3 Assessing risk of security
.

material misstatements. * Documentation

-> Identify risk 1)Identified risk of

-> Access Economic & Accounting Developments material misstatement

->Related party transactions at both cost statements

-> subjectivity in measurement E cost heads level

-> Revising risk Assessment 2) Risk & related controls
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unit 6 : cost Audit program

* Factors in planning cost Audit Assignment.

I

↓ ↓ ↓

① & ③

Audit Personnel Documentation of Quality control over

for Assignment Audit Procedures Es performance of

Evidence The Assignment

cost Audit Programme
↓

16 checklists.

Audit of production Audit of Audit of

- productwise Raw material Key Raw

costs- materials

Audit of electricity Inventory status

cost
Audit of electricity

generated by Audit of
Audit of stores DG set Demineralised

E spares water cost

cost Audit of

Audit of Repairs steam Audit of

3 maintenance cost Insurance

cost Audit of cost.

Audit of

Audit of Administrative
employee cost

Audit of

Depreciation overheads cost
Auditof selling Packing

cost
↳ Distribution material

Audit of sales value cost cost
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FORENSIC AUDIT

* Forensic Audit: Analysis & Review

↓ >
company to extract

of financial records of -> facts which

>
Person can be used

Y in count of law

To detect
any illegal action

Manipulation in Books of Accounts

siphoning of funds.

Y

Begins with suspicions & doubts

ends with performance of investigation procedures

* Forensic Audit can be done

↓ ↓

financial fraud Now financial fraud

↓ ↓

Fraud bankruptcy
embezzlement filing disputes

financial crimes closure of business

divorces

difference

financial audit forensic audit

↓ ↓

examination for Investigate financialrecords

Statutory compliance ofeality to derive

evidence support of fraud

↓

that can be used in court

of law/ legal proceedings
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* common areas of forensic audit.

Asset Instances
financial

misappropriation of corruption statement

fraud

-> cash theft
-> using company's funds

conflict
extortion Bribery

-> fraudulent financial

for fraudulent payments of reporting
-> Billing Frauds (fictious ( Interest ↓

↓
-> fraud - material

Suppliers
↓ Money/ misstatements

-> payroll Frauds (fictiouseyees) Individuals Demanding something -> deliberate

->

theft of Inventory from Making decisions money
! else ofvalue falsification

company. that benefits
favours

is offered coul omission

-> misuse of assets-

personal through in order to
-> misapplication of

interest
coercion/ Standards

threats
influence a

over company situation
·

interest .

Fraud triangle and Fraud wisk

* Three elements that are common for any fraud being
* Investigation Methodology of forensic Audit.

committed.

Fraud triangle -> Tool used in forensic auditing that explains 3 inter related elements

① ② ③ ④ ⑤

Accepting planning Gathering Reporting Court I

the the evidence proceedings.
↓ ↓ ↓

Investigation Investigation
Incentives (pressure) Attitude (Realisation) opportunity

↓ ↓ ↓

A motive that an ability to that enables

drives a person rationalize fraudulent a person

to commit behaviour to commit

Fraud . Fraud
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* Investigation Methodology of forensia Audit-

① ② ③ ④ ⑤

Accepting planning Gathering Reporting Court

the the evidence proceedings.

Investigation Investigation

1) Accepting the Investigation

Forensic -> Independent firm/ > to conduct

Audit
group of investigators unbiased & truthful

↓ investigation
Itstep

-> Determine whether

they have necessary tools,

skills & expertise to go

forward with investigation
↓

Do assessment for

own training E -> If -> go
ahead

knowledge of fraud satisfied E

detection accept the

investigation

2) planning the Investigation :

Ascertain the goal of audit being conducted

Determine procedure to achieve it.

use effective tools3 techniques.
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Identify type of fraud Identify traudsters involved

how long its been operating financial loss suffered by client

how fraud been concealed. Gather evidence to proceed in court

provide advise to prevent recurrence of fraud.

3) Gathering evidence Techniques that can be used

-> Reviews of public Documents & conducting background investigation/checks.

-> conducting Detailed interviews

-> Gather information from trustworthy sources

-> conducting surveilance

-> Going undercover

-> Analysing financial statements

-> Analysing evidence gathered.

4) Reporting : After investigatingI gathering evidence

investigating team- > submit report
.

-> findings of investigation

- Summery of evidence collected

-> conclusions about loss suffered to fraud.

-> how fraud was planneda how it unfolded

-> whole trail of events

-> suggestions to prevent fraud in future.

5) Court proceedings Auditors -> called to --> Jurisdictional court

↓

lay down factsa findings as easily understandable·
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* 9 Step method for fact findings in case of forensic audit engagement

① ② ⑤ ④

Accept forensic Evaluate the conduct due diligence complete the

audit engagement allegations/suspicious background notes preliminary stage

of investigation

⑨ ⑦ ⑥ ⑤

prepare report Gather required Begin with check prediction

of findings proofs & an external assuming that there

evidence investigations is a litigation

⑨ court proceedings.

Need for forensic Audit

Forensic Auditing early warning signals of fraud.

↓

is done to detect the frauda to determine organisation's needs.

Few instances occurrence of which -> entity -> direct forensic audit.

Theft of business Issues Reconciliations.

information/where identified resulted in suspicions of fraud/

business systems by whistle unidentified illegal activity
have been backed Blowers material differences

Turnover 3 Balances are showing negative results.
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= whistleblower -> Individual who

providesaget informationtrightDo a

* Fraud -> deliberate act/failure to act

↓
- oneself

to obtain unauthorized benefit· For Cou)

-

by
>

Institution

Deception falst suggestions suppression Yunethical

of truth means.

which are believed "and relied
upon by others.

* Examples of fraudulent acts

Forgery / Fraudulent unauthorized

embezzlement alteration of financial alteration/

documents reporting manipulationof

computer files

misappropriation) Authorization/

misuse of receipt of payment Authorization/

resources of goods not receipt of

received/services unearned

not performed wages/benefits

conflict of Interest
,

violation of ethics.
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* Business Fraud/corporate Fraud

↓

-
-> often extremely complicatedFlegalunetwal deliveactonong ↳ difficult to identify

in their capacity as employee of company.
↓

usually takes months to unravel

=> victims of corporate fraud

↓
↓ ↓ ↓ ↓ ↓

consumers/ other
company E its

clients creditors Investors businesses itself employees

=> why corporate fraud happens

① ②

The Desire/perceived need problems/ defects with

to attract/Retain company's products
Investors that they

want to hide.

E

Major corporate fraud cases in the world.

Euron waste 2222 wirecard

company management Best
company company

wells fargo

E company.
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* Fraud triangle

* opportunity
-

> weakness of internal controls

eg
: inadequate -> Supervision & review

opportunity Rationalization
-> separation of duties

-> management approval
pressure.

-> system control.

*
pressure

: -> motive

eg
: personal financial problems/unforeseen expenses

personal addictions such as gambling , drugs
unrealistic deadlinesa performance goals.

* Rationalization: Justification for traudulent activity

eg
: I need this

money I I'll pay
it back when I get pay

check

I didn't get raise
.

The
company owes me

Breaking the fraud triangle > Removing one of the elements to reduce

fraudulent activities

(opportunity) -> Cor it provides more

actionable route to do fraud.

* Red Flags for fraud :

↓

These are warning signals that fraud risk is higher without
any

evidence

of fraud occurring
existence of one two flags If multiple flags are present

are not something to But Es accounting irregularities/
be overly concerned week controls -> then

Internal audit department
should be contacted
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Employee Red flags Management Red flags.

I Sudden lifestyle changes 1 overriding of Internal controls

2. Significant personal debt a credit 2 decisions are dominated by Individual/group
Problems 3 . Shows disrespect to regulatory bodies.

3. Behavioural changes (addictions y . Policies5 Procedures are not documented

4 fear of losing the job 5. No monitoring ,
lack of experience

5· Refusal to take vacation/leave
.

6. frequent changes in bank accounts

7 .

excessines unnecessary year
end transactions

8. photo copied/missing documents

9 . Reluctant to provide records to auditors

10 . Sold
company

assets below market value.

* Financial Forensics

↓

Field that combines Accounting & Investigation
main

Purpose
-> Discover & gather evidence of criminal activity involving money

=> Financial forensic professional

① ② ③

Investigate Individuals help prevent Researches other

Es organisation finances financial businessess to

↓ crimes E determine their

Determine how they Recover lost the value .

manage them assets.
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common cases of financial forensics.

↓ ↓ ↓ ↓ ↓,

Financialtheft Securitiesfraud Money laundering corporate valuation Tax evasion

↓,
↓

disputes
↓

customer
, type of white Process of making ↓ person/

employee/Individual collar crime
money

earned Finding te value organization
↓

steals
money from someone presents through illegal of organisation avoids

organisation false information methods look Donewhen one paying their

to investors legal Business is acquiring taxes.

other Business

Qualities of Forensic Accountant/professional

Have a Give attention Be Give value questions

logical mind to details spontaneous to moral Everything/

Principles Inquisitiveness
Good understanding of

Accounting transactions5 impacts

* Investigation Techniques for forensic accounting.

-> Reviewing public Documentsa conducting Background checks

-> conducting DetailedInterviews

- Gathering Information from trustworthy sources

-> Analyzing evidence gathered
-> conducting Surveillance

-> Going undercover

-> Analyzing financial statements.
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* Fundamental ethical issues that organisations to maintain integrity
.

① ② ③ ④ ⑤

understanding Harassment Es Health & Safety Psychosocial Risk whistle blowing E

ethical standards Discrimination in in workplace Es mental health social media conduct.

↓ workplace
↓ ↓ ↓

↓
conduct

in Social media
-> Integrity trust lead to severe Employee Rights (OSHA) Job insecurity, Employee ↓

Influence his

-> Diversity & Inclusions financial E Reputational -> Fall protection ,
hazard high job demands, Employment Status

-> complianceE damage communications
, scaffolding effort-reward imbalance, Disloyalty

governance. Anti Discrimination laws (Required Resistance & Max weight), how autonomy
. Ambiguity

Age , Disability , Equal pay, Respiratory protection,
Powered

pregnancy ,
Race & ethnicity ,

Industrial trucks(tire)
,

ladders,

Religion,
Sexe , sender identity electrical E wining,

machine guarding

General electrical requirements.

⑥ ⑦ 8 ⑨

Ethics in legislative Non Disclosure TechnologyE

Accounting practices Response

porate
espionage. privacy practices

↓ ↓ ↓

Accurate Bookkeeping stringent financial theft of confidential info. Monitory employee

cooking the Books reporting requirements ↓ activities with

Impact on stakeholders by Sarbanes oxley Act Imp of NoneisclosureAgreement advancement of

-> protection of sensitive Ruto technology
-> legal Resources ->

consequences
↓

of unauthorized disclosures Surveillance

-> Deterrent effect -> penalties ↓

against potential breaches. For transparency

employee Awareness.
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* Ethical Responsibilities of Auditor

To achieve these objectives > auditors must follow certain set of principles

↓

Fundamental ethical principles

↓

quityobjectivityprofessional competence

↓ ↓, E Due care confidentiality professional

honestE unbiased E
↓

↓ Behaviour.

↓,

straight forward free from conflicts Maintain skillsa Respect confidentiality
-> ensure that findings of interest that knowledge ,

ensure of information Act in mannee

are transparent & reliable compromises judgement that they are uptodate acquired during that maintains

with latest regulations engagements reputation of

E practices . Profession .

* Major Threats in Auditing profession

self Interest selfReview Advocacy Familiarity Intimidation

threat threat threat threat threat-

-> when auditor has -> when auditor Auditor promotes / -> when auditor becomes- Auditor is couced/

financial interest in Performs non-audit advocates on behalf too close/familiar threatened by client's mgt,

auditing company services for a client of the client which with client's met/ directors E other influencial

-> Direct/indirect 3 audits those compromise their personnel leading to individuals.

financial stake same statements ability to remain impactial bias.

-> firm is reliant on

client fees -> outstanding

fees are due
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* To minimizeRisk of ethical violation
,

Auditors & organizations

Must take proactive steps to uphold those principles 5 Steps

① ② ③ ⑭ ⑤

Honestly Establish a Build a culture keep a value Re-evaluate E

AssessNeeds strong of Integrity from Focus in moments Revise as

↳ Resources Foundation Top down Big & Small Needed

↓ ↓ ↓ ↓ ↓

conduct honest -> written standards
-> ethical leadership

-> Hr Policies : Fairness &

-> conduct Risk

evaluation of of ethical workplace integrity
* Talk about importance

- Reward system : Reward Assessment
ethical risks that conduct of ethics regularly ethical behaviour

organization might face
->

training on standards
* inform employees about

- hiring a Retention :

-> Survey employees

Es ensure that there
-> company Resources decisionsEs actions that prioritize candidates with

-> hold Focus
groups

are sufficient resources

to address risks.

for advise on ethics
impact them strong ethical behaviour -> Measure

progress.

-> confidential Reporting * uphold promises &
- performance management ?

System commitments to stakeholders
Integrate ethical conduct

into performance evaluations

-> performance Evaluation
Es employees. -> promotion Decisions :

based on ethical conduct
* Acknowledgea reward promote individuals who

-> Disciplinary systems
.

ethical conduct. continuously demonstrate

* hold violators accountable integrity.

especially -> leadership positions

* characteristics of effective ethics
program

-> Freedom to Question Management without fear

-> Rewards for ethical conduct

-> NO Rewards for questionable practices.

-> positive feed back for ethical Behaviour

-> prepondeness to Address misconduct

-> willingness to seek ethics Advice.
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* challenges in Implementing an effective ethics policy within
company.

① ② ⑤

Resistance from costs of training Inability to Determine

employees. Es implementation Ror of ethics policy

* code of conduct in Forensic Audit

Applicability of code code of conduct in Forensic And it

-> Integrity

L S -> professionalism

certified Fraud Associate -> Responsibility to clientsEs public

Examiners Auditors -> commitment to excellence.

I

↓ ↓, ↓

standards code of ethics. Role of certified fraud

① professional conduct - professionalism & Due Diligence examiners.

② examination -> Avoidanceof Illegal/unethical ↓

③ Reporting . conduct 1 IdentifyingEvidence of fraud.

-> Integrity & competence 2 . conducting Interviews & writing Reports
.

-> compliance with count orders 3. proactivelyEvaluating Fraud Risk.

E Impartial Testimony

-> Evidence Based opinions

-> confidentiality
-> Full Disclosure of material matters

-> continual Improvement.
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AndMoney laundering

!
what is ML E AML

why to understand Am

connection with Terrorismfinancing
cycle of money

laundering
.

sees Definitions

sees Money laundering definition
Secu punishment
Sec5 Attachment of property

.

SecS AA .

Sec 16 power of survey
.

See 17
power of search a seizure.

See 18 power
to search a

person

See 19 Arrest

See 21 Retention of Records.

Sec 23 Inter connection transaction.

See 24. presumptiona onus of proof.

legal & Regulatory frame
work

↓ ↓ ↓ ↓ ↓

FIU of India Enforcement

directorate RBI StBI Other

Regulator
-> Reporting entity

Authorities

-> Financial Action task force. Recommendations
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Section C (unit 3)


