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Cost Audit & Operation Audit or Cost Audit 

1. Salient features of the "Cost Audit Report Rules, 2001 "(highlighting the main differences over the Existing 

Provisions). 

The following are some of the salient features of the Cost Audit Report Rules, 2001. 

1. 	 The Cost Audit Report is to be supplied in duplicate, as against the previous procedure of submission in 

Triplicate. 
2. 	 The Cost Audit Report should be placed before the Board of Directors of the Company. 
3. 	 The Cost Proforma and Annexure to the Cost Audit Report should be authenticated by the Company 

Secretary and a Director or by Two Directors. rllrther, the company should fill up 28 Paragraphs of the 
Annexure to Cost Audit R('port and the Cost Proforma within 135 days from the close of the financial year 
as against the present time lag of 90 de\)'> 

4. 	 The Cost Auditor should check all tlw information given by the Company within 45 days and submit the 
Cost Audit Report within 180 days of the close of the year. 

5. 	 The Form of the Cost Audit Report has been enlarged. 
6. 	 The opinion! suggestion of the Auditors contained in Para 14 of the old Report are now included in the 

main Format at the Cost Audit Certificate. 
7 	 The Cost Auditor has a special responsibility on reporting "Related Party Transactions" and offer his 

comments on (i) Pricing, (ii) Reasons for Loss, (iii) Calculation of BEl', etc. 
8. 	 Thus the pOSition of Cost Auditor has been elevated as a true 'Watch Dog'. 
9. 	 The cost auditor will be required to offer specific comments on protection from cheaper imports and exports 

benefits availed by the company. Para No.1 will give more statistical information than before like Date of 
Board of Directors approval of the Annexures to the Cost Audit Report, No. of Audit committee meetings 
held, Namp Qualification and Designation of Head of Costing Department, etc. 

2. 	 (i) Why is Cost Audit Report nol made public Whether the Members of Parliament have access to the 
Cost Audit Report. 

(ii) 	 A company, manufacturing Cotton Textiles, wrote off in the same year the expenditure in replacement 
of Copper Rollers used for Printing Fabrics and Stamless Steel Frames used for Dying Yarn. Whether 
the Cost Auditor can qualify the rpport for these. 

(iii) 	 A pers,,!) has been appointed as Cost Auditor for Twenty products manufactured in seven companies. 
He is again proposed for appointment as Cost Auditor for three more products manufactured by two 
other companies. Will this appointment be 'In Order'? 

(iv) 	 A person is doing Internal Audit on one of the factories manufacturing 'Cement' ina company. He was 
proposed for appointment as Cost Auditor in another factory of the same company manufacturing 
cement for the same period. Is this appointment as Cost Auditor 'In Order'? 

(i) 	 AccordL'1g to Cost Audit Report Rules, the cost auditor is required to submit the Cost Audit Report to the 
Central C;overnmt'nt and a copy thel'(~ol to the company concerned. The shareholders! the general public 
unlike Financial Audit report have no access to Cost Audit report. It is treated as a confidential document. 
Report contains Important confidential information which if divulged would affect the competitiveness in 
trade and business of a company whose information is divulged. It contains lots of information, viz .. 
(a) 	 A detailed note on the manufacturing process of the company. 
(b) Quantities and rates of various items of input materials i.e., the e"tirt' recipe is given. 
(c) 	 Quantities and rates of utilities cOllsunwd 
(d) Average Sales realization, discount allowed for each item of product and the Sales promotion expenses. 
(e) 	 Details of export market, quantity ,'xport\,d' r",o.8. realization t'te. 
(f) 	 Any other energy saving measure or technical improvement in process, which a company might have 

implemented, arising out of its own research. 
Such data, as a measure of business strategy should not be made availablt' to the competitors, who may take 
advantages and put the. company to (l disadvantageous position. Such positions of law imply that cost data 
is a serrt't mattN dnd the company secrets and its management strategy contained therein should not be 
disclosed. Even though, thert' is i1 provision under subsection (10) of section 233-13 of the Companies Act 
that the Central C;OV{'!'nHlent can dir,~Cl ... (OI\\PdllV tP Circulate the full or part of the Cost Audit Report to 
the Sharehol(krs. rhlS power has not b(,(,11 l:x,'rcrs('d so fM 

It is for tilt' same reason mentioned abovt~ !'hJt I11l~mbers oj parliament ilre not allowt'd to access the Cost 
Audit Report. Tlwre havl' beE'1\ several dt'nlill1ds in parhilment asking for vihd information from Cost Audit 
Report. Bul sillce parJi,nn<!nt bas already mad,· law under which Cost Audit Report is to be treated as a 
confidential do, lJlllcnt ot'h"f than for (;ovcrnment and Board of Directors of the Company. Parliament was 
politely inf6rnwd that unkss the lit w is ch,mgpd, llI(,lI1ber can not'have access to the Cost Audit Report 
But Gov.-mm;·"l have dgrE't>d to give' .Ill l1un-cunfIdenti.ll information like. overall profitability, capability, 
capaCity 'utilizdtioll pic. from til" CO!it Audil Report 
As reg<lrd!i nlcml,('rs of parliamenl (MP,), lIwy .Ht' rcpres'!l1tdtiv,'s of til<' public In vit'w of what has been 
staled in tIw PM'; ,\buvc. tIWf" io; no 'il,('cil i, in the Compilnies IVI or Cost Audit Report Rules to 
make' tlw ((lst Audit Reporl b,'il\g m,ld" ,\b1il,11>I,' to thellI. 

\1. 	 I'h(' Cusl .'\ut/il(\! ,0; Juslifil'd in lllldlliv his r"I'ml beedllsP ,,(cordill); to Co';\ Accounting Record" 
(Textiles) I{llil's, «(l~t oJ ill'ms lik,' C"PP"<' R"II,'r, llsed lor printing I,\bm' and Ihe stainless steel frarnt's 

used for dv(!;)\ VdI'i\ pUI into Uq' in Ih,' !Vlev,lnt vpar shall bc tn'dled ,1S dd"Trl'd n~Vel\\lt' expenditure' ilnd 
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spread over the effective life of such items. Thus writing off such items in the same year is not correct. 
iii. 	 Under section 224(1-B) of t!1e Companies Act, 1956 a person can be appointed as a Cost Auditor for 20 

companies of which not more than 10 companies shall have a paid-up capital of Rs. 25 lakhs or more. In this 
case, a person has been appointed as Cost auditor only in seven companies and he has been proposed for 
appointment in two more companies thus making it to a total of nine companies. He is well within the limit 
of 20 or IIJ compal1les. as the case may be. bl'cause the number of products has no relevance. It is only the 
number of companies, which has been spenfied in law and not the number of products. 

IV. 	 A Cost Auditor can be appointed separately for each factory. If a person is working as an Internal Auditor 
of onl' factory, there is no objection on the same person working as a Cost Auditor of another factory of the 
same company, even though both factories are manufacturing the same product. 

3. Steps to be takl'n by a company from the time the Cost Audit is ordered for its product and the report are 

submitted by the Cost Auditor to the Covernment, Specifying the time schedules and penalties for 

noncompliance. 

Steps to be taken by a company brought under Cost Audit for U1e first time: 

i. 	 Shortlist a panel of Cost Accountants in practice and place before the Board of Directors for selection of a 

Cost Auditor. 

II. 	 Board to pass a resolution proposing the name of Cost Auditor and fixing his remuneration; prior to this, 
the company should obtain a certificate from the proposed Cost Auditor under section 224 (1-'B) that he 
does not suffer from any disqualification and that the audit will be withill the ceiling of number of audits 
prescribed. 

iii. 	 Make an application in Form 23C to the Central Government seeking approval for appOintment of the Cost 
Auditor, with the prescribed fee, within 45 days from the commencement of the accounting year for which 
approval is sought. 

iv. 	 Approval of the Central Govt. will be communicated to the company, with copy to the Auditor. 
v. 	 The company shall notify the Cost Auditor about his appointment. 
vi. 	 The copy shall periodically make available to the Cost Auditor the Cost Accounting Records prescribed 

under section 209 (1) (d), at l'~ast on a quarterly basis. 
vii. Within 115 days from the close of the accounting year, the company shaU prepare the Annexure to the Cost 

Audit Report under the Cost Audit (Report) Rules, 2001, and place the same before the 'Board of Directors. 
The Annexures should be signed by the secretary of the company and one Director, and if there is no 
Secretary, by the Directors, and place it before the Auditor for audit. 

viii 	The Cost Auditor shall within 180 days from the close of the accounting year, audit the Cost Accounting 
I{ecords under section 209 (1) (d) and the Annexure to the Cost Audit Report and submit his Report to the 
Central Government with a copy to the company. 

Penalties for Noncompliance: If the company contravenes the provisions of the Companies Act or the Cost 
Audit Report Rules, tile Compar,y and every officer thereof in default shall be punishable with fine which may 
extend to five thousands rupees, and where the contravention is a continuing one, with a further fine which 
may extend to five thousand rupees for every day during which such contravention continues. 
1/ deiault is made by the Cost Auditor in complying with the provisions, he shall be punishable with fine which 
mav extend to five thousand rup?es. 

4. "Anti-dumping duty"[the provisions in the Cost Accounting Records Rules and Cost Audit (Report) Rules 
covering this aspect] 
When a product or commodity IS exported at a price which is lower than its cost of production in the exporting 
country, it is treated as "Dumping" As this practice affects the competitiveness of manufacturers/producers of 
that product/ commodity in the importing country, the Government of that country usually, in order to protect 
the interests of those producers, I<>vy additional import duty which is called "Antidumping Duty". The W.T.O., 
under GATr'94, has laid down the norms and criteria for levy of such duties. 
As this exeTClse calls for detailed analysiS and verification of the cost of production, the Cost Accounting Record 
Rules prescribed during the last few years provide for maintenance of proper records - whenever W.T.o. 
provisions are attracted to identify the competitiveness of the product in the domestic as well as global market, 
and the expenses, if any, incurred to combat the competition arising out of WTO. provisions. Adequate 
statistical records shall also be maintained to identify the market share of the product manufactured and the 
likely Impact thereon on accounl of competitive goods imported into the company. These records shall indicate, 
inter alia. the total volume of imports, names of importers, countries of origin ami contain such empirical 
evidence as to show whether su,h imporl~ can be construed as dumping and affecting the market share of the 
product. Proper records shall <11so be maintained containing such details as may be necessary to show that the 
export pricl' of the product is not such as to be construed as dumping In the importing country, by applying the 
prov1slOns 01 WT.O. regarding antidumping measures under Arlicles VI of CATT'94. 
TIll' C()~l /\ucid (Reporl) Rull". 2()()1, celiis for thl' Auditor'S ob~t'l\dli()n~/sugge~tions on steps reqUired to 
st{engtllPl1 the.' company llndl'r lllP compptillve eIWlronn1(,l1t especl,1llv with refjard to n<.>ed for proter.tion from 
chedlwr imp",.!.", II "!lV. hn lI11S l'llrp(),';C', the company is n~lJulr(;d 10 provide dald III Pdra 22 of the Annexure to 
tlk Cost :'\udll j\('porl 

,!,,,f,.s 111,,1 ("W bt, Iwr/ornwd 1,\ " l osl ,1I1d Management i\C«(lUntdlll 111 1'1",lCl'ice U1 tlw following arl'a,: 
(d) 	 I )il'1'('\ T,X 1.,1 Wei; Ih) ('cntral '::XCiS(l; ,ind (c) Hanks and Financiallll'itItutluns. 
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(a) Direct Tax Laws: These include Income-tax, Wealth tax etc. 

The scope of work available for a Cost Accountant in practice in this area could be 

(i) 	 Appearing before the Income-tax Authority or Appellate Tribunal as authorised representative of the 

assessee. 
(ii) In Wealth Tax. he can register himself as a certified valuer of stocks, shares, debentures, etc. 
(b) 	 Cenrral Excise: A Cost Accountant can undertake­
(i) Conduct A:udit u/s 14(a) for Excise Tax/Duty. 
(ii) 	 He can certify figures of production for goods used for captive consumption u/s 4 of the Central Excise Act 

and Central Excise (Valuation Rules) 
(iii) He can provide guidance to the company in ascertaining the cost of production for goods used for captive 

consumption. 
(iv) He can undertake certification 01 deduction permitted from the invoice value to determine assessable value. 
(v) 	 He can act as an authorised representative before the Customs, Excise and Gold Control Appellate Tribunal 

and other such authorities. 
(c) 	 Banks and Financial InstitutioIls : 
(i) 	 He is eligible for appointment as concurrent auditor for All India Financial Institutions and Nationalised 

Banks, 
(ii). He can assist in Bureau of Industrial and Financial Reconstruction (BIFR) matters 
(iii) He is eligible for enlistment in the panel of consultants for All India Financial Institutions and Nationalised 

Banks. 

6. Structure of WTO and its functions. Provisions of Cost Accounting Records Rules relating to the impact of 

multilateral trade agreements. 

The WTO has a three tier organizational structure. 

1. 	 The Ministerial conference is the highest body, and is composed of the representatives of all the members. 

2. 	 The General Council is an Executive Forum.composed of representatives of members and discharges the 

functions of the MC during the intervals between the meetings of the MC which normally take place once 
into two yeats. 

3. 	 There are three functional councils under the General council ­
(a) Council for trade in goods. 
(b) Council for .trade in service. 
(c) Council for Trade related aspects of intellectual property rights. 

The main functions of the WTO are :­
(a) Facilitating the management of multilateral and Plurilateral Trade Agreements. 
(b) Acts as a forum for negotiation of the above agreements between members. 
(c) Administration of the understanding on Rules and procedures governing settlement of disputes. 
(d) Coordination with other wings of the UNO. 

Some of the Cost Accounting Records Rules recently promulgated stipulate that wherever WTO provisions are 
attracted, proper records shall be maintained to identify the competitiveness of the product in the domestic and 
global markets. Proper records shall also be maintained to show that the export price is not such as to be 
construed as dumping in the importing country under Article VI of GA TI' 1994. 

7. A BIFR company -a turn around package for the company -note to prepare a turn around plan. 

Turnaround package preparation for the sick company. 

The following steps will be there:­
i. 	 Carry out a SWOT analysis, 
ii. 	 Identify causes for the sickness. 
iii. 	 Generate ways to build up on the strength and, opportunities by discussions with the top level executives of 

the company and by brainstorming . 
iv. 	 Examine and evaluate the ideas generated and determine priorities among them. 
v. 	 Discuss the proposals with all concerned and generate acceptability, 
vi. 	 Estimate the resources needed for the implementation. 
vii. Draw up a time frame for the turnaround. 

8. You will treat the following items in the Cost Accounting Records- (i) Interest received on security deposit 
with the Electricity Board, (ii) Commission paid to the Managing Director, as a percentage of profit, included in 
the financial accounts under the head 'Salaries and Wages', (iii) Voluntary Retirement Compensation paid to 
workers, included undf'rWages', (iv) 'CENVAT' availed as credit on purchased raw materials., (v) Profit on sale 
of fertilisers to cane-gro W<'!l'S by iI SlIgar company. . 
i. 	 Interest on security deposit with the Electricity Board can be set off against interest paid or alternatively, it 

can be taken as a credit against overheads. 
Ii. 	 This is clearly an ih~m to be ,'xclud"d from cost. This should be shown as an item in the reconciliation 

statement bt'tw('en Costir1g ilnd Financial P& L accounts. 
iii. 	This is i.l onetlllw llonn:(Urrirl)', expenditure. Even if it is included under 'Salaries and Wages' in Financial 

Accounts. It shulIld h,' "" Illtit'd ror ellS I Accounts purpose. This item is also is an item of reconciliation 
between eusl and i'rll"IHilli :\n:mlllls. 

iv. 	 This is to lw dl'ducted I(,"n tilt' cost "I raw mat,;rials, and only the net value should be taken in the pric,·:d 
stores ledger. which forIlls Ill" b.lsis for pricing material issues to cost centres. 
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v. 	 This is purely a trading activity. Hence profit derived from such activity should be shown as an item of 

reconciliation between Financial and Cost Accounts. 

9. 	 Certain requirements of audit based on principles of propriety are stipulated in the Cost Audit Report­
meaning of propriety audit and the aspect covered by Cost Audit. 
Propriety Audit has been defined by Kholer as "that which meets the tests of public interest, commonly 
accepted customs and standards ot conduct, and particu\aY\y as applied to pmtessiona\ performances and 
requirements of Government regulations." In propriety audit the emphasis is shifted from documents and 
vouchers to the substance of the transactions, and their appropriateness on considerations of financial prudence, 
public interest and wasteful expenditure. It is concerned with the scrutiny of executive action and decisions 
bearing on the fina ncial performalKP of the organisation. ' 
The fundamental canons of financial propriety as applicable when dealing with public finance are equally 
dpplicable in tlw rase of corporale undertakings also. The prinCipals standards adopted are as follows: 
(a) 	 The expenditure should not be the prima facie more than what is required for the purpose and the person 

authorising the expenditure should exercise the same degree of vigilance as he would when dealing with 
his own money. 

(b) 	 No person having the power to authorise expenditure should exercise the power to his own advantage 
directly or indirectly. 

(e) 	 The funds should not be utilised for the benefit of a particular person or group. 
(d) 	Apart from the agreed remuneration/ computerisation, these should not be left open any other avenue to 

indirectly benefit the executives or other employees, and allowances should not be allowed to be a source of 
profit for them, 

Cost Audit is in fact in the nature of propriety audit as the above concepts have been built into the structure of 
the Cost Audit Report. There are specific queries under auditor's observations in the main Cost Audit Report 
bearing on the above concepts. The Cost Auditor has to give his observations on matters which appear to him to 
be clearly wrong in principle or apparently unjustifiable, 

10.(a) Differences between 'Management Audit' and 'Operational Audit'. (b) Five measures that may be adopted 
to prevent and control 'Management Frauds'. 
(a) Management Audit 
i. 	 Appraises the efficiency of management at all levels throughout the organisation i.e., top, middle and 

supervisory levels. 
II. Management Audit questions the goals and objectives of the management, 

iiL The management Audit is an audit of the management. 

Operational Audit: 

i. 	 Op(>ralional Audit is revit~w of the performance of only the middle and supervisory levels, Thus the 

appraisal of top management is beyond the scope of operational audit. 
il. 	 Operational Audit is considered to be a limited form of Management Audit and is concerned only with all the 

operations of the business. 
iii. Thus operational audit is an audit for the management. 
(b) Measures for preventing and controlling Management Fraud: The following are some of the measures for 
preventing and controlling Management Frauds ­
i. Adequate internal control systems. 

Ii. Systems Audit to suggest improvement in systems and procedures. 

iii, Sound personal policies - reviewed and revised, if necessary, periodically. 

iv. 	Thorough supervision at all levels. 
v. 	 Total transparencies in the ollin' procedures 

11. The requirements to be complied with by a company in respect of corporate governance under the SEEI 

guidelines, in terms of the listing agreement. 

The important requirements of Corporate Governance as per SEEI guidelines: 

]. At least 50% of the Board of Directors should be non-executive directors. The proportion of independent 


directors should be one third, if there is a non-executive Chairman and 50% if there is an executive 
Chairman. 

2. 	 A qualified and independent Audit C0l11mittee of the Board should be set up and it should meet at least 
thrice a year. It should have at least 3 members, all being non-executive. 

3. 	 The remuneration of non-executive directors shall be decided by the Board of Directors. 

4. The Board meeting shaUl)(, h<2ld at least four times in a year. 

5, A Management Discussion dnd Analysis Report should form part of the Annual Report to the shareholders. 

6. 	 The shawholders must be provided with lull details of the pe·rson whenever a new director is appointed, 

/ 	 There shall bl' a separale! s,·~t'linn on Corporate Governanc<' giving details ,If compliance in the Annual 

R',port 
R. 	 A certih<':dte t rom Ih,> ':il,ltutnry Auditors regarding compliance with Corporate Governance guidelines 

should be '1J)lwnLi('(1 ttl lIw Annual R('port 

12. You Me c1ppoilltpd by Ill<' (':ncl COllllllls~ioner of Customs to carry out a Special Audit of accounts of a 
companv which lllanufachm's goods m (·ll.,h)lllS Bonded Warehouse. Detail of the procf2dures involved and the 
po!n~~\ to be cnvt,;rl"'d in yoU! l",-1' 11 rl 
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The procedure for Special Audit of accounts for goods manufactured in Bonded WarehousE has been laid down 
in the Board Regulatio~s issued in 1966, but the same was considerably simplified in 1998, 
i, The owner should make an application giving full details of the description of the warehouse, process of 

manufacture. details of imported materials. etc. 
ii. 	 Manufacture or physical removal will not be under the supervision of Customs officers but will be record 

based. However, the officers have thG, right to visit the warehouse and control and supervise the process. 
iii. 	 The basic records to be maintained are as follows: 

Bond register for receipts and issues of materials. 
Manufacturing Register. 
Finished Goods Register. 
Reject/Scrap Register. 
Export Regis teL 
Subcontract Register. 
Indigenous Goods Register 
Sales Regis teL 

The Audit Report should cover the foJ[owillg POll1ts : 
i. 	 Details of the manufacturer 
ii. 	 Details of the manufacturing process 
iii. 	 Input-output ratios - norms vis-,\··vis actual 
iv. 	 Documents checked 

v. 	 Correlation of Customs documents of Input and Export of Final products with financial accounts 

vi. 	 The details of scrap sales . 

vii. Sales in Domestic Tariff Area, (DTA). 

The auditor should not make any recommendation on the admissibility of any claim. as it is the domain of the 

adjudicating authority. 


13. (i) Net Worth as per Para 28. (ii) Dumping, (iii) Permanent File, (iv) Audit Committee, (v) Qualified Cost 

Audit Report.. 

(i) "Net Worth" as per Para 28 means Share Capital plus Reserves and Surplus (excluding revaluation reserves) 

less accumulated losses and intangible assets. 

(ti) "Dumping" is the transfer of goods to an ali,>n market, at a price which is less than the marginal cost of its 

production in the home country. It is an unfair practice and hurts the economy of the dumped country. 

(iii) "Permanent File" : The Audit Working Papers are kept in two files "a permanent file" for all the years and "a 

variable file" for each year of Audit. Copies of "Memorandum of Association", "Articles of Association", 

"collaboration agreements", Process FlOW Chart", "list of cost centres", "manufacturing process", "accounting 

codes", "accounting codes", "cost manual" etc. may belong to the "Permanent File". Thus permanent file Ilrefers to 

information which is unlikely to change from year to year. 

(iv) Audit Committee: Every Public Company having paid up capital of more than Rs. 5 crores shall constitute a 

committee of the Board known as "Audit Committee", This committee shall hold discussions; with the auditors 

periodically regarding internal control systems. observations of Auditors, and shall review half yearly and 

annual financial statements before submission t.6 the Board to ensure compliance of Internal control systems. 

(v) Qualified Cost Audit Report: When Cost Auditor is not satisfied with the data presented 

to him or if he finds some discrepancy in the data presented to him or if he is not satisfied with any explanations 

and information given to him, he may qualify his report. In other words, in a "Qualified Cost Audit Report", the 

Cost Auditor gives his opinion, subject tll certain reservations. 


14. "Cost Audit" is "Efficiency Audit". 

"Efficiency Audit" consists of the appraisal of rerformance to determine whether or not the plan has been 

execu ted efficien tly, \ 

The main purpose of Efficiency Audit is to ensure ­
1) that every rupee invested in capital or in other fields gives optimum returns, and 

2) the balancing investment between diff"rent functions and aspects is designed to give optimum results, 

"Cost Audit" may be appropriately called "Efficiency Audit" as outlined above. The following arguments will 

establish that cost audit is basically efficiency audit: 

(i) Cost Audit Report Rule, 4 deals with licensed capacity. installed capacity, actual production, etc.. to counter 

the problem of underutilization of capat'ily. Thus cost audit can help for improving efficiency by reducing the> 

idle capacity, 

(Ii) A careful study of information und('r Para ]() shall bring to focus the areas where wastage of raw materiab 

occur. 

(iii) Information revealed by the Cost Audit Report under Para 7 can be of great use for energy conservation and 

help the firms to improve: their effiCiency in tlw utilization of energy resources. 

(iv) Para 9 of the Cost Audit Rq)ort n,w.. b information for setting up a sound inventory management by 

revealing u5pful mformatioli r{': slow ,Hid non, moving inventory and shall help the firm to improve inventory 

turnover ratio. 

(v) Efficiency 01 industrial UllILs is "ffc'clL'd by abnormal costs. An analytical study of information under Para n 

can provide useful information lo til" linn to illlProve its working. 

(vi) Para 14 discios"s information il the funn, I)f the company have been used in a negligent/ insufficient 

manner, 
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(vii) Information under Para 12 can help Government to boost its export potentialities. Similarly information 
under other Paras like Para on financial position of the firm, Inter-firm comparison, and Cost Auditor's 
observations all will go a long way for cost reduction, increasing productivity, efficiency of the firm, etc. 
(viii) On the basis of the above pOints. It can be easily established that cost audit is well designed to bring to 
light the efficiency aspect of performance' of a company and is thus appropriately called "Efficiency Audit". 

15. The management of a very big l"ublic Sector Company suspects on the existence of "ghost workers". You, as 
an internal Auditor of the company are requin~d to formulate a system of Internal Control for payment of wages 
and salaries. 
Answer 
The following system of Internal Control is suggested, to prevent frauds and payment made to "Ghost 
Workers", if any: 
i. 	 Every employee should be Issu(·d ,\!l ldenhty card containing such particulars as Name, Employee No., 

Department with Photo affixed. 
Every employee should bp told to haVe' their identity card always with them and they should be able to 
show that on demand at any LIml~ for verification/ checking. One employee particulars register must be 
maintained by the Personnel Department with signature of the Depar~ental Head and Head of the 
institution. At the time of marking attendance and at the time of wage paymeht, he should show this card. 

ii. 	 The attendance of employees should be recorded by Time clerks/by dropping tokens, after checking in by 
the Security jTime clerks at the entrance 

iii. 	 A comparison should be made between the attendance time and time booked to the jobs and this will reveal 
detection of a dummy worker easily, since there would be no booking in the job card for the dummy 
worker. 

iv. 	 The system of internal checks should exist for preparation of wages sheets, such that work of each person is 
checked by another person. All the calculations and entries should then be checked by a responsible person. 

v. 	 Payment of wages should be made in presence of some responsible officers. Shop-floor Foreman should 
also be present for identification of workmen. In cases, where possible, payment should be directly credited 
to the bank accounts of the employee concerned. 

16. The role of the Audit Committee as per SEB! guidelines and as stipulated in Section 292A of the Companies 

Act. 

Role of the Audit Committee: 

A. As per SEB! Guidelines: 
1. 	 Oversight of the Company's Financial reporting process and disclosure of correct financial information. 
ii. 	 Recommending the appointment, removal and fixation of remuneration of the. external auditor. 
iii. Review of annual financial statements before submission to the Board, with particular reference to statutory 

compliances, related parly h'ansactions, major accounting entries which have impact on company's 
profitability and financial strength etc. 

iv. Review of internaL control system. 
v. 	 Review of adequacy of internal audit systems, the internal audit reports, corrective actions taken on the audit 

points etc., including frauds, malpractices. 
vi. To look into the reasons for substantial defaults in payments to the Lenders and creditors. 
B. 	 As per Sec. 292A ot the Companies Act, 1956. 
i. 	 To have discussions with statutory auditors periodically about internal control systems, the scope of audit, 

observations of auditors and revIew annual and half yearly finandal statements before submission to the 
Board 

II. 	 To investigate any matter ill relalion to'any of tIle above matters or referred to it by the Board. 

17. A list of precautions and safeguards a Cost Accountant should take before issuing a certificate to a client. 
A cost accountant has to be very careful in his certification by taking adequate precaution on the information 

certified particularly when they are in the nature of projections for the future. In the case of facts and past 
information, he has to certify with reference to proper evidences and records, whereas ili the case of projected 
information, he is required to look into the reasonableness of simulated information and apply his fair 
judgment. He should take adequate cam of his professional ethics and code of conduct as prescribed for the 
profession in all its aspects. In cases where alternative methods are available for compiling certain data, the 
certification shall cover c1ear.1y the method followed by the cost accountant, justifying the reasons for the 
method selected by him. if certain ll1atter~ are excluded from the purview of certification, such exclusion shall 
be specifically stated. A cost accountant should take adequate care of consistence in the methods followed 
withou t which the information milV get distorted. 

lK' Checklist for carrying (lui <111 <ludll of t1w (o~t~dfe([iveness of th(' selling <md distribution function in a 
comp.lI1V which n"Hket.~ (OSIIWllCS and ["il(,tr[1', through a lwtwork of fPgional offices, agents and travelling 
IepreSI:'n [(llives, 
Ci1('cklist for dll ,wdlt 01 selling <md ,lislni>utJ(11\ lunction 

l. 	 is the s,l!es department sl<1l1ed or overstaffed. Is the stilff dish'ibuted based on geographical 
location or tdl'W'l<'d markt'l jll'IH'lratioll. Is there flexibility in staff 111OV(,l11ent based on changes in sales 
patt(:rn 

II 
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iii. 	 How effective is the system of marketing performance appraisaL Js it based on sales invoiced in absolute 

rupee terms or other criteria. What are the other parameters used in measuring the performance of 
individuaJ salesman, such as feedback on customer reaction, competitors' activities, etc .. 

iv. 	 Does the system motivate the salesman to give their best performance. 
v. 	 Are the sales budgets realistic. Are they fixed in quantitative terms and/or productwise. Is it linked to 

producl;ion budget. and if so, is there flexibility for changes in product mix requirements by the market. 
vi, 	 Whatare1he procedures estabUshed for controlling the expenses of salesmen towards travelling, telephones 

and other,out of pocket expenses. 
vii. 	A:r:e tIre- travelling sales representatives given extra budget for entertainment of customers (bulk 

.' consumers/wholesalers). Is it discretionary. 
viii. Is there any tendency to show higher sales at the end of the appraisal period. Is it correlated with the sales 

returns of the subsequent period. 
ix. 	 Is there any check on the effectiveness of advertisement in various media. 
x. 	 Is the sales department associated in formulating the credit policy. 
xi. 	 What is the frequency of review of customers' outstanding. Is the review confined to the average 

outstanding or a detailed customer wise analysis is done. If so, at what level-GM, Marketing Manager, Sales 
Supervisor, etc. 

xii. What is the procedure for write-off of bad debts or issue of credit notes to customers. Who is competent to 
authorize such transactions. 

19. The risks covered by general insurance in respect of which a Cost Accountant can effectively use Costing 
methods and techniques in assessing losses. 
All risks covered by general insurance can be quantified in one way or the other, and there are clear sales for 
computation of the loss suffered by the insured. However, the following areas in particular give maximum 
scope for a cost accountant to use his skills in evaluating the loss: 
a. 	 Fire - in correctly working out the value of goods- lost (raw materials, work-in-progress or finished goods ­

especially in the two latter cases) 
b. 	 Transit damages or losses - in estimating the cost of repair or the value of goods lost 

c. Loss of pront - in identifying the period costs and the product costs, 

Risks such as SRCC or malicious damage involve more legal issues than pure accounting statements. 


20. "Energy Audit- its objectives and methodology. 
Energy Audit means monitoring the energy efficiency of different operations and processes in a plant and 
looking into ways and means by which the total sum of energy consumed can be cut down without affecting 
production. It serves to identify all forms of energy consumed by a facility and to quantify every form of energy 
used in relation to discrete functions. 
The methodology employed to carry out an energy audit is ­
i. 	 Forming a multi-disciplinary team 
ii. 	 Conducting a survey of use of every kind of energy such as coal, oil., steam, electrical units, chilling, 

refrigeration etc. 
iii. 	Department wise energy consumption computation 
iv. 	 Study of energy generation 
v. 	 Study of distribution of energy 
vi. 	 Conducting technical studies of energy uses 
vii. Identifying opportunities for conserving energy in each department/operation. 
viii, Heat recycling 
ix. 	 Identifying alternative sources of energy 
x. 	 Studying Heat balance 
xi. 	 Examining the use of better variable drie~, ek:. 
xli. Improving power factor. ; 

21, The requirements of Cost Audit Report Rules in regard to installed capacity and production. 

Para 4 of the Annexure to the Cost Audit Report calls for information in regard to production under thl-' 

following among other heads: 

i. 	 Installed capacity 
ii. 	 Capacity enhanced during the year 
iii. 	 Total available capacity 
iv. 	 Production during the year 

v. Capacity utilization percentage. 

The capacity should be expressed wherever necessary in standard measurable term$. 

The percentage of actual production to installed capacity has a direct bearing on the unit cost of production. II 

there is imbalance in production capacity between different departments, there will be idle capacity in som" 

depattmant'i and the depreciation and other fixed overheads of those departments will be unnecessarily loaded 

to the cost of production. In computing tlle unit cost of production, the fixed expenses attributable to idl(' 

capacity should be excluded, to ensure that the cost is at normal value. 


22. I\s a Cost Accountant in practice, you are asked to certify the cost of production for Captive Consumption 

The procedure involved and statutory requirements to be complied with. 
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Tlw df'termination of cost of production for purpose of valuation of goods captively consumed is governed bv 

the Cosl Accounting Standard 4 (CAS-4), which has become mandatory. This standard should be read with 

"Ull'r Cost Accounting Standards already issued, viz., 

('A~ 1 - for classification of costs. 

CA~ 2 - for capacity determination 

CA~] - for apportionment of overheads. 

Although the standard is applicable for valuation for all purposes such as transfer pricing, inventory valuati(Jn. 

S")jllH.'nt performance, etc. it has been statutorily prescribed itS till' onlv method to bp adopted for calculation 01 


Cenlral Excise Duty, under Rule H of the Central Excise Rules d"dling with valuation. This ru"" detl'rlllil1l's till' 

t1"'1 Ilsdction value as 110% of the Cost of Production arrivl'd a t as f'l'l" C N-; 'I. . 

1"11<' cost of production of manufactured goods is d"filll'd itS thl.' d).;grc'gate of materials consumed (nl't 01 


I"l','()V(,I"ll'S for sale of scrap), direct wages and salaries, diTl'ct l'Xp('ns('s, works overhead, qualily control costs, R 

K. II cosls, packing costs and administrative overheads relating to produclion. "Caplive consumption" is defined 
dS consumption of goods manufactured by one division or unit bv another division or unit of til(' SilllW 
"rgilnizrltion or by another division or unit of the same organiziltion or relaled undertaking for manufacturing 
dnotlH~r product. 

Thl:' (osl of production should be based on "normal capacity". In other words, the fixed costs shall be absorbed 

b'lsl'd on normal capacity or actual capacity utilization whichever is higher. N<lTIllal capacity is defined in CAS­

::> dS practical capacity minus the loss of production capacity due lo extl'rna! factors. 

Whl~rl' tIl<' cost records have been prescribed under sec. 209(1)(d) of the Companies Act, the cost records shall he 

ldkl'n <1S thl' basis. In other cases, the format prescribed in CAS-4 may bl' followed for calculating thl' cost of 

production. 


2:1. The relevance of Cost Audit in India 
Liberalization and Globalization: The liberalization of the economy has increased the relevance of Cost Audit in 
India more than ever before .In the present competitive scenario of globalization; the Cost Audit Reports haw 
assumed greater importance and significance as the only source of reliable and authentic feedback to the 
government and its various departments and agencies. It has become very important that the product and 
,,'rviCl'S arl' made more competitive by constantly improving efficiency by reducing vital input costs and 
reduction of wastage. This constant exercise has to be monitored by Cost Audit only. 
I'or toning up efficiency and productivity: Cost Audit is a powerful too! to highlight areas of ineffici('!lc), rlnd 
improving performance. As such the need for Cost Audit is more in thl' present scenario than before 
/\ntidumping: The Cost Record and Cost Audit Report will play a good source document for the Indian 
ncporll'rs to substantiate thl'ir fair approach against any allegation of dumping. Further, for imposing Allti­
dUlllplllg dutil'S OIl the import into India, the expertise of Cost Auditors and certification by them will he useful. 
Tl"ansil'l" pricing issue: Cost Audit Report rules, 2001 hitvc' bl:'en aillended to take care of the issue of 'Transfer 
I'T1ClIlg' in right perspective in judging its impact on business activities. 
i\udit Committee: The formation of Audit Committee is a big leap in <'nsuring good corporate governance. Cost 
Auditor plays a key role in the Audit Committee meetings. 
Major source of information for Direct & Indirect Tax authoriti,'s: All independently verified audited Cost 
Records and the resultant Cm;t Audit Report become a major sourcp of information, which can b(' effectivl'l\ 
uSl'd by both the Direct & the Indirect Tax authorities. 
C;,'rv,'s ('l'nlral Excise authorities: The Cost Audit Report is uSl'd by Cl'ntra I Excise Aulhorities for verifying lhe 
liailll of lllt' companips relating to ex-factory prices of thl' excisabll' goods, especially in the case of Inter-unit 
lr,lIlsil'r 
I'i:>'dtion of Tariff by the Tariff commission: The Tariff Commission relies on the authenticity of the Cost Audit 
Reports for fixing the tariff of the products, covered under Cost Accounting Records Rules. 
Other rl'levant roles: Cost At:.dit serves the interests of shareholders. It is also made use of by income Tax 
Aulhorities. Further, the Banks and Financial Institution also find the report as useful. The Cost Audit Report i.s 
Llsed as l'vidence by DGIR (Directorate General of Investigation and Registration) in pursuit of cases with thl' 
MRTP Commissioll. 

2·1. Your company has received iln order from the Governnwnt of India dirl'cting your company to havl' til<:' 
( o~t ACl ounting Records audited. The actions to b~' taken bv til<' company step bv step from appointnll'nt of 
( (lS! Auditor till tIll' submission of the Cost Audit I{eporl specifY111g till' tinw sciwduil'. 

I"IH' (",'l1lr<l1 g<w,'rnnwnt issuE'S a specific ordl'r undl'r s('dion ::>:n-B( 1) of the ('om pani('s Act 10 .1 COil) pan\" tu 
gl't its cost accounting records audited by a practicing Cost /\ccollnl,llll, indicating tIl(' product lor whi," 
llH' ,wdit is orden,d and till' year from which it is ordl'rl'd Th" ol"d,'r is automatically applilabll' for ,'V('l\ 
'lIh~l'qll('llt Yl'ar tlwrl'after. 

I: 	 ()Il r('ceipl of ll1(' l'run, th" Board of Dir"cturs ~il(luid 5<'i('( I c1 ('usl ;\("(oulltal1t or ,1 firn, "f ( ,,,I 
.\« ()UI11,lnls, ,1n<l pass a resolution at till' Board Ml'l'ling dF'I'(llnling llll' Cosl Audilor 1"Ill' I\odl"d md\ 

,1ppoinl till' salllP Auditor for all products and factoril's cO\'l'I"l'd bv lhl' ,m.I('I', or diffl'T<'nl ,1udilors for 
difh'rl'llt products or lactories. It should be ('nsul"('d that th" ,ltlditor or auditors so ,11)poil1ll'd d,) nol sufi",. 
,1Il\' of llll' disLju,llifications undl'r Sl,("tion 2]:1-1:\(5). or "Xll'"d till' lluillber 01 <llldih lI/s22;( IB). Ji)(' 

. ""'I'<lIlv should tak" d dl'claration from lh" auditor to this dft'cl. 
I:! 	 I·h,· sl'lI"l'l,,,.v of tlH.' companv or a l>irl'ctor should makl' ,1:) dl'l'lic,ltilll1 lotlll' ('('lllr,1I (;(I\'l'I'I1I11('111 :11 1:('1111 

. .1« ol1lpalli"d b\' Ihl' applic<lble 1('(', I,ll" ,1pp,,",lnwlll l'; Ill(' ( 11';: }\udil(}1" lilt' ,1pl'iil "li(lll ,1""lld Ill' 

http:www.pksal.com


P.K.SIKDAR'S ADVANCE LEARNING 

23 C,EKDAUA PLACE 


KOLKATA -700019 

M: 98301 65501 


Web: www.pksal.com - 9 ­
made within 45 days from the commencement of the accounting period/year for which the audit is to be 
conducted, or from the data on which the order is received from the Government for the first time. Such an 
application should be made for every year thereafter. 

iv. 	 On receipt of the approval from the Government, the company should issue a letter to the auditor con­
firming his appointment and the remuneration agreed. 

v. 	 Within 90 days from (he do~ of the accounting year, the company should. make available all the Cost 
accounting records u/s 2.09(1,) (d) to the auditor and render all assistance to him to carry out the audit. 

vi. 	 Within 135 days from the close of the accounting year, the company should prepare the Annexure to the 
Cost Audit (Report) Ruleil, ;2001,get it audited and place before the Board of Directors. The approved 
Annexure and Proforma should be signed by one Director and Secretary and if there is no secretary, by two 
Directors. 

vii. The Cost Auditor should submit his Report in the prescribed form along with the Annexure and proforma 
to the Government of India within 180 days from the close of the accounting year-in one hard copy and one 
soft copy. 

25. (a) The circumstances which have brought about the development of "Management Audit" (b) The statutory 
and specific field of audit, verification and certification open to 'Cost Accountants in Practice' other than the 
Cost Audit. 
(a) Uses of Management Audit: 
i. 	 Management audit is useful in synthesizing, accounting, economic and other data required by management 

in constructing basic policy framework. 
ii. 	 Management audit assist in establishing, reviewing and improving the planning system. 
iii. 	Management audit makes substantial contribution to system of goal setting in the organization. 
iv. 	 Management audit ensures that the management is getting the adequate information for correct decisions. 
v. Management audit ensures that the management properly uses the information that it is getting. 
vI. Management audit aids in the design and maintenance of adequate authority structure. 
vii. It helps in the improvement information system to expedite flow of information among responsibility 

centers. 
viiI. It substantially contributes for improvement of entire communication system. 
ix. 	 It helps management in pinpointing key functions or operations in the profit making process. 
x. 	 It helps management in establishing better criterion for measuring results. 
xi. It helps management to avoid wasteful, unnecessary and extravagant use of resources. 
The following factors have led to the development of 'Management Audit': ­
Size, scale & complexity of business Operations: The very size & scale of business operations have lent 
complexity to the affairs of the organizations. Eventually a stage comes when further development / expansion 
is either uneconomic or unmanageable. In order to deal with the problems of complexity, a number of 
techniques and tools have been developed - out of which Management Audit is one such technique - basically 
meant to overcome the human limitations of top management. 
Need to improve productivity: The industrial development to-day is characterized by a continuous search for 
improvement of productivity-cum-efficiency through economic utilization of resources-national, physical, 
human and capital-because of their constraints and limitations. This has called in for Management Audit to cope 
up in a world of diminishing resources. 
Granting financial subsidy by the Govt. /Financial Institutions to sick enterprise is preceded by identification of 
problems, as faced by the company. This calls for the necessity of Management Audit. 
Take over Bid's: When a business firm plans to acquire another business enterprise/the Govt. desires to take 
over any enterprise, the acquiring organization needs to study and evaluate fundamentally (he other firm's 
financial, technical and managerial aspects - which call for a Management Auditor's study. 
Societal Need: A business unit to-day has to meet. the needs of the society in order to survive. Management 
Audit will be able to guide the company for ind\lstrial management of social-well-being. 
Equity participation: LIC, IFC, UTI and different financial Institutions may like to conduct Management Audit 
of the company before deciding for Equity participation. 
Foreign Collaboration: The foreign collaborators, while investing funds in the associated companies, may feel 
the necessity of conducting Management Audit of those units for which collaboration agreement is likely to D(' 
finalized.. This will ensure that the funds are invested for growth and expansion. 
(b) The following are some of the statutory and specific field of Audit open 10 the Cost Accountants in practice: 
i. 	 Internal Audit: in industrial and commercial enterprises run by some of the State Govt. / Central GovL 

Undertakings. 
ii. 	 Central Excise: Certification of cost of production, for goods used for captive consumption, under Central 

Excise Rules. 
iii. 	 Income tax: U /S 288(2) of 1.1'. Act & I.T Rules, Cost Accountants are entitled to appear as Authorized 

representatives before 1.1'. Authorities. 
iv. 	 Excise Audit: Practicing Cost Accountants alone arc authorized for ExCIse Audit U/S 14A illld 14;\A of 

Central Exci,e Act 
v. 	 Companies Act: Under Rule 28, practicing Cost Accountant can appear before th(~ Company Law Board 

Benches as authorized representatives. 
vi. 	 R.LF.R: Practicing Cost Accountant can be appointed to assist B.I.F.R. 
vii. 	 Drugs (Price Control) Order, 1987: Practicing Cost Accountant is authorized to certify various forms 

specified in the fourth Schedule under D.P.C, 87. 
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viii Import/Expnrt: A Cost Accountant in practice is authortr:ed to certify documents under Impmt! I'.xpnrt 

policy & procedure as per notification 326/PN/92-97 of 10 Nov., 1995. 
lX. As C(lncurr<~nt Auditor: P.CA. can be appointed as ConcufI'pnt Auditor by the various All inti},l findn, jdl 

institu lions. 
,. IIw(,l1tory Audit: P.CA can accept assignment~ for the inv(>nlory audit in Banks/financial institu lions 

26. The scope of work for Cost Accountant in practice <IS a loss assessor The types of claims and the wit' of till' 

Cost Accountant in assessinr; thi.' quantum.of loss. 

Scope of work as a Loss Assessor. 

The Controller of Insurance, Government of India, has recognized the Cost Accounting ql1alification .<J'i 

('quivalent additional technical qualification for granting of license u/s 64 UM of the Insurann' I\cl for 
appointment as a Surveyor or Loss I\ssessor. There are various types of general insurance policies such .1,;: 

Fire, Marine, Accident, loss of profit, fidelity guarantee, malicious damage, natural calamities, etc Tlw [{"Ill 

"marine" also includes inland tTansit by road or raiL 
The Surveyor should thorou~;hly study the terms and conditions of the policy and understand the types of rish.s 
covered, restrictions on the claims, conditions 10 be fulfilled by the policyholder etc. 
Loss generally arise due to one of the following reasons:­

Marine- Loss in transit due to leak, pilferage etc 
Ii. Damage in transit due to accident or improper packing. 
iii. 	 Strikes, Riots of Civil commotion. 
iv. 	 Fire- Loss of stock or plant and Machineries. 
v. 	 Accident- Road accident involving vehicles accident within the facLory e.g., explosion in a chemical piant 
vi. 	 Malicious damage- willfnl damage of equipment by militant trade unions or political parties, 
vii. Fidelity guarantee- Misappropriation of cash by cashier, 
viii. Cash-in-transit, cash-in-safe etc. etc. 
In all the above cases, the surveyor should assess the quantum of loss stTictly as per conditions laid down in the 
policy. The Insurance Surveyors measures/ assess and report on thE' insured's financial loss. Their r('port is tlw 
basis in which the insuranc(' companies compensate the insured. The ethics of the insurance surveyors' 
profession are broadly laid down in subsection 7 of section 64 UM of the Insurance Act. The surveyor shall not 
suppress any material fact having a bearing on the claim. In all the above spheres, the Cost Accountant can plav 
an effective, role in assessing the actual quantum of loss and assist in the settlement of claim. 

27 (a) 	 A factual report is given to a newly appOinted Chief Executive of a company (after a month or assut1lll1g 
the charge) regarding his staffs are by and large demoralized. 

(h) 	The review of 'Marketing Policies'- as a part of corporate development by a Management Auditor of d 

large organization. 
(a) A report on demoralization of employees. 
The investigation reveals that by and large the employees of the firm arc demoralized and dispirited There is " 
total absent of commitment and initiative on their part. There is a growing discontentment among, tht' 
employees. The following are the specific factors for the grave demoralization amongst the employees: 
Insufficient promotion opportunities. There is no system of 'Individual carrier growth plan' Some employees are 
stagnant and arc not getting promotion for long years. Such employees are totally frustrated and demoralized. 
A statement showing the details of persons stagnating for over 6 years' in the same post (discipline-wise) is put 
up vidp Exhibit No.1 attached. Preference is given to Direct Recruitment over internal promotions. Thert' is no 
'Management Succession System' and there is no system of 'Potential Spotting' amongst the employe<.~s. Neilhcl 
the company is serious about training its Human Resources in their functional areas. Direct recruitment in 
Management and senior staff position is being resented Lo by the Management. There is considerable imbalai1C<' 
in workload and in overtime opporl'unities. There is a system of assignment of personnel to taskB that do l10t 

interest/ encourage them. There is no "Employee Participation" in Management. The application of modern 
concepts like 'Job Enrichment', 'Job Rotation', 'Job Evaluation', 'Merit Rating' etc. are totally absent in 
organization. There is no scientific performance Appraisal system. Apart from the above, the human "speds of 
IwrsonneJ development viz. the program of informal education, recn'ation & culture, community d"velopl1H'nl 
('tl. 10 ('nhanc!' the quality of work-·life afe tntillly being neglected. Tlw company has been pursuing with WlllJ1i: 

personnel policies and proc(~dun:s. There is fdYoritisl11 and nepotism by Lhe management. 

There is no transfer policy and employees eIrI' transfprred at the whims '1n<l fancies of the manar,cmellL 

(hl 1\ 'luestionnaire for review of 'Marketing Policies pf the company. 

(il Consumer m~pds assessment: 

[s the policy rationale in tprrns of marching ('ustnmers' neptis with the linn's offerings and capabilitit·s. 

What is the likely conSU!11l'r r("Klio11 

What were the "valuations stud it'S und('rtdf;('l1 to ass('ss ((ll1SUI1lt'r reaction, particularly, in rl'sp('ct of-produ(1 

kdtures, price, distribution ()utlets. nl!w product con' "1'1, and 11<'\\ product introduction. 

(ii) f\.1.HkC'l scgnwnlatiol1 

Vv'hilt is tlw target 1l1Mk(,t (onn'lvcd 

Is the t11,)rkt't S(\gnH'lltnttol1 hit~~t'd Oil t'lllpirlt <11 d.:ltd <,uc h ,1'1 :I'--.(lg(', d{,lnOr/(lphic~, b('nefit~ SOUghti ~ ~i;l"'!lI1:i' 


( i"U11\( l(lrislic" (Oh. 


{iii; ('0111P(,tition and product po.~itinll 


Il(1\\ Indnv dfC cOlllp"titivp prOdll('(l~·S. 


\Vhdt is COll1pilnV'S foh<Hl' in tht' lolal markd 


. , 

'\.\'"
.... 
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J low many competitions have left the market over tht> last few years. 
What is the general competitive environml'nt 
What particular product characteristics docs the firm possess that contribute to th(~ market place. 
What is the relative market position of the products at different stages of their 'life cycle'. 
(iv) Marketing Mix: 
How is the optimum mix of pricing, distribution and pro\1lOt'ional policy for each of the pwducts of the firm 

, 1 determined. 
I 	 What are the company's approaches to issue lik" Product Design, Product Positioning, Price-nmge, advt'rtisillg 

,1I1d promotion media etc. etc.. 
(v) Marketing Program: 

Is the marketing program of the company designed to emphasize lower price, mass distribution chanm~l; ,HHI 


mass advertising to reach numerous market segments. 

(vi) Resource Allocation. 

Does the marketing program take into aCCllunt the inter-dependencies among the various options tlnc! d 


Resource Allocation Procedure to direct the company's commitment of resources among products, markl·t 

segments and the related marketing strategies to accomplish the objectives. 

If so, how is the resource allocation procedure has been established for different marketing decisions. 


28.(a) As a cost auditor, you will deal with tiw following. 
i. 	 A company has produced all accounting records within the stipulated time for your audit It howeVt'r is 

unable to produce audited financial accounts, as financial audit is not yet complete. 
ii. 	 A company has not maintained cost accounting records though having the obligation under secUon209(l)(d) 

of the Companies Act. 1956. The management is of the opinion that necessary steps could be taken after the 
cost audit order is received from the Government. Are the dir<..>ctors of the company absolved of th,' 
obligation to maintain cost accounting records. 

iii. 	 A company, which manufactures cables and conductors, has charged only a portion of the administrilti\',' 
overheads to cost of production and the balancp to the cost of sales of it~ product9. 

iv. 	 A sugilr mill, which produces sugar from sugarcane, uses bagasse as fuel to produce steam. In its e'.lsi 
statement, such input of bagasse is valued at nil value, as according to the company, it has incurred no cost 

in acquiring bagasse, which is only a waste product, 
v. 	 During plant stoppages, the operational labour is being utilized by the company for cleaning, oiling ,mel 

such other routine jobs of the same plant Thl>ir wages for that period also are treated as direct wages in (<lsi 

of production. 
(b) An Unbalanced Plant' and the different options as a Cost and Management Auditor, would like to offer as 
'rectification techniques' to remove 'imbalances' for ensuring better economic utilization of such a plai1L 
(a) 
i. 	 In case where the Cost Audit Report is finalizl'd with provisional figures a for warding letter should be 

attached by the Cost Auditor to the aforesaid report stating clearly that the company has been unable to 

produce audited financial accounts since the financial audit b not yet complete. As such the r<~porl 

submitted L., based on unaudited/ provisional figures only as has been given 10 him by the company Subse­
quently a supplementary report should be submitted by the Cost Auditor to the Government as soon as the 
audited financial accounts are made available. 

ii. 	 The obligation to maintain cost accounting records as per the rules provided u/s 209(1)(d) is a continuing 
one, independent of whether cost audit is ordered or not. Further the manual auditor also has an obligntion 
to certify under CARO that such cost records have been made and maintained. As such the directors of til<' 
company will not be absolved of the obligation under sec.209(1){d). 

iii. 	 In case administrative overheads are not analyzed separately, these may be apportioned to the cost III 

production and the cost of sales on so,nw tlppropriate basis. In the instant casp, the company is C(wJ'('clk 

treating the administrative overheads> Iiowev(,f, the Cost Auditor should rh(!ck th(' following in Ihi, 
connection: 

Apportionment of administrative overheads to the cost of production and tilt' cost of sdles j, 1111 <11' 


appropriate basis; and 

This practice is consistently foilowed from Y('iH to year. 


iv. 	 Bagasse is a by-product in sugar industry, which has a re,1iizablevalul'. As the company is using bagassl' ,\, 
,j fuel to produce steam, the bagasse should lx' vdlupd at its f('alizabll' valul'. Thus taking bagass{' at 'nil 
valu(" is not correct. 

v. 	 Where operating workers are required to pprform certain type of work which otherwise falls in the category 
of indin?ct labour, like oiling, cleaning, maint('nancl' etc, their wagl's should 1)(' twalc'd as indirpct wag!"; 
and accordingly included in the overhead. 

(h) 

;\n l;nhalanced Plant is il plant in which SOJll(' of Ilw machilws or work cc'nt('rs iln' ()V('rworkt'tl n,l,!!iv(' I" ii,· 

ldpacilit's whik> other work centl'rs art' undl'rutiliz('d "u,.·h a plant is dnr,llh'ri/('d bv . 


liottll'necks dUl' to (lverworkt,d machinl'rY/"qu'I'!1WI11 

Under-utilization of some machinery 

IndfidL'ncy and high unit cost 


An unbalanced plant is a drag on tlU' dficil'Jlcy <lilt! profttabiiJly 01 the' ('nt('rprisl'. TI1l'rt'lo!'(', it is Ill'Cl'SSar~ !.l 

!'l'elify an unbalanced plant so as to maintdll1 propl'!' bal'lncP, minimi:tl'd (osis and il1,D;rmizl' 
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J<,'dification Techniques: The following measures may be (ldopted for better economic utilization of an L1n­

halann'd plant: 

I. 	 <"OI1W extra machines may be lured on rental ,lr le<1s<' basis :0 ('as(' nvprloild on c('rtain milchines, 
II 	 111 (,1fit' overload is a regular feature, order, may b,' phlCl'd for IWI,' machines, which may lx' fully utilizpd In 

the long run. 
iii. 	 Multiple shifts may be introduced to stretch the c:ap,Kity of ovprworked machines, 
iv. Overtime may be allowed to workers on boUlcn('c:k machines, 
\>. Increase the speed of bottleneck machines to the maximum possibl,' exl('nt 
vi. 	 l.;ncter-utilized machines may be sold out 
vii. Improvise under-utilized machines to adapt to otlwr Iypp<; of w'''~ 
Viii. :v1ol'(' orders may be procured to keep undl'r utilized machllws bus\ 

lilt, preliminary information to a Cost Auditor how 11(' \vlll (oilt'<I It from tlw company which is subjpct· to 
("si dlldit for thl~ first time. 
!'lw following information from the company is generally reljull'l'd bv d cost auditor relatiJ1g to cost audit: 

I. 	 A brief history of the company and its business activities, 
II. 	 M,'nH1randum of Association and Articles of Association. 
III. Annual reports and accounts for the last three to five years. 

IV, A list including addresses of all factories, branch office's and lil'pots with tl1e names of managers-in-charge. 

v. 	 ()q~anization chart with details of key personneL 
VI. 	 Collaboration agreements, if any, including agreements for pilyment of royalty, 
vii 	 Details of manufacturing capacity installed, licenses and utilization of installed capacity for tlw last thret' 

years, 
viii. A detailed note indicating the system and procedure followed ill­

Cost department 
Financial accounting department 
Purchase, raw materials! packing mat!:'rials stores etc 

Time oWn' 
['roduction department 
Sales department 
M,Ulagemellt fnformation Sy~tem 
Int(~rnal audit department 

,:\ ('Optic'S of budget manual 
v Flow charts and description of manufacturing process 
\1 M,lior raw materialc; with quantitative details for each; unit of finislwd output 
',11, L,lhour incentive schemes, if any 
xiii Details of budgetary control and standard costing procedures with tn'atment for variances. 
,iv Copies of industrial licenses, if any, issued from time to tim~' 
xv. 	 Periodical reports submitted to Excise and other Government authorities. 

'IUa) The Managing Director of a company wants advise from a managemc~nt auditor on til(' points tl' lw 
considered for tllke over of a manufacturing company. (b) Today's cllstomer is the more demanding than til(' 
,'tlstOI1ll'r of yesterday. In view of this, the evaJuatiol1 of a M<llldgement Auditor of, Customer Servin's 
I kpartl1wnt". 
(a) Tuke over of a business of a company by another company or the merger of two business units has become 
quite common these days in India. It may be a case of a sickbusiness unit being taken over by a healthy unit or 
taking OVl~r may be the purpose of expansion, diversification, vertical integration, etc. The Management Auditor 
will have to evaluate and advice on taktng over or merger proposals and the terms thereof. The following points 
should 1)(' kept in mind by the management Auditor whik' advisil1,~ on the takeover of a manufachlring 
cOl11pany: 

I ,q~a I restrictions if any under different la ws like MRTP Art, I'l'M 1\, (:ompany' slaw, IT Act etc 
[':C,'a~olls for the company being offered for s,de. If it is <l sicl-- uniL r<'<1son for its sicknl'ss. 
The activities of the' manufacturing company- Is it compatibl" wllh til(' company taking over or is it d 

div('rsificdtiol1 plan. 
i'rodu< lion caparity 
! 'wi! l pl.'riormance for pr!'v lOU;, :, years. 
'Il'J",·t('cl profit performnl1ce for next 3 yl'llIS, 

(lrd,'r booking pOsition, 
l '0III pl'ti tors' profi les. 
1',ltt('rt1 of share holding. 
1)<'1'1 ils ()f financial and t(~chnici11 coilaborati(ln, \cI'I11S and <"l1d [lit "1', rq;a I'd ing term ina bnn, (OnlinU,l ~i()n "t, 
1'",hnologic'11 ,,<lv,mtdges, if dny. 


I('rm contracts <'n\erc'd inh' by til(' company. 

In~Uldnc\' cov(~r of its as'lt'[;;" 

I ,IS! "I I11djor plants <1nd l?quipnwnts de. 
i'.lsl iilldlKidl r",cords of till" company, accounting s','s[,'1n ('iI 

1\'ndil1g court CdSt'S, jf .11lY 

i 11(l1lH' t,lX, 'id Il~s tax! VAT iSSlies. 
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I )etails of contingent and other liabilities not provided for. 
Raw materials and other inputs. 
Labour relations and wage rates. 

(b) A customer is the most important person for a business because it is he who provides the profit. Theref,\j'c', 

the starting poi!1tJ~ any marketing strategy is identifying the customers, their needs and organizing the efforts 

of the company t~}W<j>rds satisfying such needs. 

In order to createartd··retains customers, certain services are to be provided by properly attending to their nl','ds 

and supplying right.. ~jiality goods at the right price. Such services would not only stimulate the d('mand for ttl(> 


products of the' company but also will help tD establish product acceptability and widen the scope of potential 

customers Custpmer services may be evaluatt'd on thl' follOWing lines: . 


1)0 thl' products manufactured by the company meet the needs of tlw cu~tol11er~ of different purchasing 

power ,md·different tastes. 

Are the prices of the products reasonable, considering the product qUillity. 

Are the prices competitive to sin1ilar other products available in the markl't. 

Are the customers given prompt and personal attention. 

Does the company guarantee the quality of its product'>. 

Does the company provide after-sales services. 

Are tht' customer complaints carefully and promptly attended to. 

Are spare parts of the products easily avaHablt~ in the company offices and in tile' open market. 

Are the products properly packed to avoid any damage to its products. 

Is there any provision for home-delivery services. 

Does the company undertake marketing research in regard to customer behavior ilnd cllstome'r "l'rvin's. 

Does the company make use of marketing research data to improve customer services. 

Docs the company's products bear lSI Mark/ AGMARK 

Are the company's products easily available at variDus retail outlets. 

How effective are the various channels of distribution used by the company. 

Does the company educate the customers about the use of the products through printed material and otlwr 

means.. 

Are the sales man retailers continuously motivated to provide the best attention and 5('fvices while selling 

company's products. 


31 (a) Management frauds; and with the system a management auditor will prevent and control these hauds. 
(b)As a management auditor of an engineering company, you are requested to submit a report to til(' 

management suggesting suitable control procedures for wastage, scrap, spoilage and obsolescencp of materiab. 
Draft a report explaining the areas, which you would like to highlight. . 
(a) 

Fraud is an intentional misrepresentation of fact'). In general it is seen that top executives like Managing 

Directors, General Managers and other such executives, occupying top positions in an organization nre found I" 

commit management frauds. These frauds are the deception practiced by thes(' mamlgers so as to show Ih"it 

performance better than what actually they are. 

The managers for their personal benefits may commit such frauds in kind or in ('(15h. On account of tlwir 

fidUCiary position and having easy access to the assets and greater power to conln)l accounting and financial 

stah~ment preparation, the managers have better opportunities to defraud the company and others. Stich frauds 

may take the form of misappropriation pf assets and manipulation of records. 

Control and prl'vel1tiol1 of Management Frauds: Control and prevention of Management Frauds is the' 

responsibility of the management. But when the top management itself is perpetuating frauds, it becom,'s verv 

difficult for the auditors or for that matter anyone else to detect it. 

The following measures may be adopted for the Gl.mtrol and prevention of management frauds: 


Adequate internal control system may be ir1troduced. 

System audit should be conducted to suggest improvement in systems and proced tires. 

Organization structure of the company should be reviewed and reconstituted, if necessary. 

Personnel polici('s of the company should be review<'d and revised, if l1l'n~ssary. 


Supervision at all It'vels should be tightened. 

Info"mation revealf.'d by inter-firm comparison of performanct' ~h()uld b,' thoroughly dnulyzc'd. 

Prop,'r office procedure'S should be introduced 

A\I Significant variations from th(:' Budgets or Standards should bc' check(~d in 'd(,tail. The top l1Ull1di\t'l1ll'nt 

should be basically interested to control and pn'vcnt occurrc'J1CC of management frauds. 


(b) 
Th(' Managing Dirt'do!', 
M/s XY/, Co, 

~i~!.b~ S:~()!]lLlJl.-l).::gl~·th~I~~'iJ~·..r::Ll~t!!l~~'.t ~ul~L(.?J)~l:I~~(i'Jl~t.; 
vVith rl'k,'t'Ilc(' tll your il'tter datpd ..... rl'tjll('sting us to eXdmi,l(' dnll r,'po1't (l11 till' sysiPm "I ,(lll1m, 

dCCoullting 01 SCfdP, \'\'dSli.lg\'r spoiJage*"l eLi.'., in your CO!l1pany \Vt' \vould 1ik(, to slIggl1sl lht' introdu(lipp n! till.. 
ioli()\,'ving prou'dun,·..,j('ol1trois, \;vith i:1 vi!'\V to {InStil'(' rropt·r control: 
I'r<1cC'ciuH's/contruls, With <l vi('w to t'1l'iurp propl'r (o!ltrol: 

For idc'l1tifi"ltlon oj Wclstt', snap. 'poilag(' ,lilt! oi>snlt'll' lIl<ltt'rJdls, stilnd,l/cis b,lscd on \l1('ir V,lilil'S and ut:':1 
wiil hdVC to be II:\l'tl. 
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(lutput should be I1H'dsurc~d at the time oj produdron dnd IllPdllS to d(!t('rI11Jn(' wlwtJwf' till' quantTt'\ of ~cral' 
W'I1('rat(!li is normJI or ('X('C'SS]V(' should be C?stablished, 
I{<lsi,s for r('copti itinning or reusing, the strap materia Is should be fIX('lL 

I'll<' scrap generated should be properly accounted for, to avoid misappropriation, Proper arrdngt'l1lent 

should lx' introdun'd for their storage, 

IIw scrap should bt, prop<:r1y graded, taking into account their utility and realizable valu!' 

[{t'sponsibility for sale of snap should be fixed and scrap should b,' sold out ill periodical intervals, 

c-,t,\l1dard ratios should lw developed to control the occurrence of spoilage d(~pt'nding Oil 11K' conditions ('itlwr 

normal or abnormal. Proper recording and reporting of ~poildp;es should h(~ done, Control OWl' till' storagl' 

<lnt! handling of spoilages should be introdu('ed, 

I'ro~wr basis should be introduced for repr(lcessing or for disposal 01 spoilagps, 

Spoilages should b(' accounted for at tht> point of th,,!r production, 

Ml'thoo of utilization of spoilages should be standardized, 

On n,gular basis, reports rc: slow moving and nonmoving matPrials should he obtained ilnd actio!) takl'l1 t(l 

pn'vl:nt UllneCl'SScHY purchasing. 
,System should be developed for keeping track of obsolescence items, 

W(' would request you to kindly initiat(' steps for impLementation of the above suggestions I'leasl' [('pi (rPl' [" 
ask for clarifications, if any. 
Always we remain at your service, 

) ours faithfullv, 

XXXX 

(fVlnn,lgement Auditor) 


')2, EVdluation of the personnel function of an organization by the management auditor is by no mpans an eas\' 

task ~. the areas to be covered while a~sessing the pE'Tsonnel function of an organization: 

11 1<; very true that evaluation of the personnel function of an organization by the management audilor is 11\' 11(> 


me,ms an easy task, The Management Auditor needs to cover a large number of areas during hl~ til~k ,1/ 

<1,%(,55ing the personnel function of an organization. 

Important Areas that are to be covered: In our view the following are some of the important an'as that an' to bp 

covered while assessing the personnel funchon of an organization: 


Procedure for recruitment, promotion, transfers and training 

Action plan for reducing absenteeism. 

Method for wage payment and incentives, 

Mdhods developed to analyze labour turnover and steps taken lor their reduction, 

Steps taken for reducing accidents and pr('ventive measures for sufety, 

VVelfare measures, 

Labour productivity improvements, 

Discipline dnd toning up employee morale, 


I'omts to bp kept in mind while assessing the persol1lwl function of <111 organization 
'I'll(' following are some of the important point that is to be kept in mind while assessing the personnel function 
01 an organization: 

it is rather difficult to exactly quantify the influence or effects of the human factors and it" contribution to 

lh~~ success or failure of the organization. 

It is also difficult to develop a yardstick for the measurement of th(~ pt~Tformance of a large group of w()rk('r~ 


in a big organization. 

The fellow workers and the industrial environment influence the workers, 

[)paling with human being is always a difficult task, It is necessary for the organization to !llotival(' workpr~ 


in a proper way and bring them together towMds a common goal. 

l'll(' management auditor should assess whether the supervisors and the managers posses" [l'ild,'rship 

qualities and dynamic ideas to motivate their personnel. 

1'11(' pe'rsonmd fUllction is very important function because in tl1(' abS(~nCl' of ,\ weli-org<mizl,ti Iwr,(,,,,,,': 

fUllction, til(' companv will flot 1)(' ablP to utili,.(' other r('~ounl'S in an optimum I1ldl1n(~r. In 1')( t hlll1\,111 


I'('SOUIT<' is the most Import<lnl asset in an) organization, 


'I'll(' stt'ps to be takpl1 by il ('ompany from tilt' time tht' Cost !\udit is ordered for its product ilnd til(' l\('P'irl i'i 
submittl'd by the Cost Auditor ttl til(' Govt'rnmenl, specifying tilt' time schedules and pl'l1dlti('s for nol1­

cOl11pliann', 
'1'11(' following art: the steps 10 \)(' ldkt'n by d company brought undl'r tht' Cost Audit for tilt' first timp 
L Shortlist a panel of Cost Accountants in practir(' and pial'(' it \wfof{' tilt' Board of I )irpctnrs for St'ipclJol1 

pf a Cost AudItor 
> fL 	 i)o<lrd will pass ,1 rpsolutinn I'roposin)', lilt' nal1w 01 ('osl }\udiIIll ,lI1d fix IllS rl'nll!l1t'r,llion Prior!o rhi', 

lilt' ,'()IllP,lI1V slHlllld obtain ,1 c('rtificaLt' trom the' ((\sl fwdi;"r unti,'!' Section 22-+(1-11) lhell [1(' d,H'S Ill'[ stili: ' 
11'0111 "111' tiiStjUdlifi"lli,ll1 ,md ll1,11 I Ill' ,)lld;[ willi", \';ith;n til<' of Ilumh",- of ,wd;ls I'll''', Idle',' 

!II \itlh(' an (lppiic(ltion in 10n11 :~,JI ( tn lht· ( ('Iltr(ll (;ov('rn!11t'l1t "'>('('King (lppn)\.'d! for :lpr,(IrnlllH'!1! 1) [iI',' ' 

i\lI(illor. with l!1t' pn:"nii)('ti ic'c 
!\ppruvdl 01 thl' ('('ntla! {;~)Vl'rnIlH>lll \\11] b(' ((lJnllllJJll(cli~'d t(l tilt' (OfllPclI1Y, \\lti1 d \~)~')\ ~l\ 

Auditor 
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v, 	 The company shall periodically Ilwk,' dvailabie to the Cost Auditor the Cost Accounting I«'cords 

prescribed under section 209(1 ltd), of the Companies Act, 1956. 
vi. 	 Within 135 days from the close of the accounting year, the company shall prepare the Annexure to tht' Cost 

Audit Report under the Cost Audit Report Rules, 2001 and submit to the Cost Auditor for his audit, 
vii. 	Within 180 days the company "ball p,lare before the Board of Directors Annexure to the Cost Audit Report 

dnd Product Cost Sheets for their-approval. SubS{."quently they should be signed by the secretary ()l tl\(' 

company and one Director/by the: two Directors and forwarded to the Cost Auditor for his sigllatun·' alld 
submission to the Central Government (Cost Audit Hranch) 

viii. The Cost Auditor shall withil~ ;1'8~da}'s from the dose of the accounting Y(lar, aud it t1w Cost An,,;!!\! i i,·., 
Records under section 209(1)(d)aritl t1K' Annexure' to tIll' Cost Audit R<'port dnd submit his R('port [(1,11", 

Central Government with a copy to the Company. 
Penalties for non-compliance: If the comp,\I1v contravenes the provision of the Companies Ad or Cost i\udil 
Report Rules, the Company and ev('ry officer tilt'reof in default shaH be punishable with fine, which Illay l'xlt'nd 
to Rs.5000/- and where the contravention is a continuing one, with a further fine which may extend to Rs.500/ - 1m 
every day during which such contravention continues, If default is made by the Cost Auditor in complym!!, with 
the provisions, he shall be punishabk' with finC', which may extend to Rs.5000/­

34. The requirements of the Cost Audit Report Rules 2001, in regard to inventory. The relevancp of till' 

information called for in different paragraphs of the Annexure to the Cost Audit Report to the product cost 

The following paragraphs arc the Annexure to the Cost Audit Report prescribed under the Cost Audit Reporl 

Rules relate to inventory. 

Non-Movin Stock At the End of the Year) 

rP-a~r~ti-'c-u~la-r-s~~--~--------~-------C~.~~r-re-'n--tY-e-,-lr-------~~;_p;.~~~~;_-li--~~~,~~~~;~·~--, 

__.~_.~___+-____~____--l 

Current Year 

----.---~-- -.- .. ­ --~ 
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and rig5,I.l~and Fixtures. 
6. \'1'01'1 . ., I'r<JKres~: 

(il materi,l' cost 
(i i) conversIOn cost 
(ddails t(;b~ 
7. fil~goods: 
(i) unp,Kked 
(ii) packed 

I 

",. == 
: 

, 
I 

1\. Serap / wastage 
9, Others, if any I ! 
IW.Total value of inventory as per cost 

I:accounts : 
11 Total value as per i 

,l'inandal accounts I I 
12 Reasons for maior differences, if any I 

' .)f IWSlcaIVen rca IOn 0 f1 nventory: 
.-~-

I 
l'drlicular~ 

I'eriodicityof Storagt' value Excess value Net 
verification I (Rs.) '­ (Rs.) (R~.) 

I. Raw material 
- ~, 

2 .Chemicals, additives, consul!! 
3. Stores & Spares 
4. Packing Materials 
5, Tools and Implements 

10 WIP 
7 i~hc~t~ 

----­ I 
..-- ­

Is S(nl r \Vastage 
[t~-T(ltal 

In ali the ubove cases, the values are to be g:ri.ven S(l pdrat('iv" for raw materials, chemicals additives and 

('on~umables, stores and spares, packing materials, tools and implements, work-in-progress, finished good ,1nd 

S('fdp/Wilstl'. 

Bt'sid(!s, the basis of 'valuation, periodicity of verification, Pte. ilre also to be give'n: 


Raw Material Stock in term of number of months of consumption, 

Stores and Spares Stock in term of number of months of cor,sumption, 

Work-in-progress Stock in term of number of months ot cost of production. 

Finished Goods Stock in term of number of months of cost of ~ales. 


Scrap/Waste Stock in term of number of months of cost of Scrap/Waste, 

A close analysis of the above data will help the auditor to assess tilt' efficiency of inventory manage!1H'nt, 
turnover of working capital, imbalance in the product mix and idle capital employed in the form of I1PIl-movilil'. 
,tock. All these factors have direct relationship to the cost of sales of product, as the funds blocked in idle stllrk 
will increase the interest burden. 

:15, "Anti-dumping duty"- the provisions in thp Cost Accounting Records Rules and Cost Audit Report {{ull's, 

2001 covering this aspect. 
Anti-dumping duty: When a product or commodity is exported at a price which is lower than its cost 01 
production in the exporting country, it is treated as 'Dumping', As this practice affects the competitivt'IlPss 01 
manufacturers/producers of that prodl;lct/commodity in thp importing country; the Government of that country 
usually, in order to protect the interests of those producers, levy an additional import duty which is called 'Anti­
dumping Duty', The W.T.(), under GATf '94 had laid down til<' norm, and criteria for levy of such duties. 1\<; 
thl<, t'xl'rcise calls for detailpd analysis and verification of til<' cost of prodllction, the Cost Accounting Rec(\rd~ 
Rull's pr('5cribcd during the last few years providc' for Illtlinh'nanu' of proper records-whc'l1l'v('r WT.() 
provisions ar(' attrdcted to identify the compC'titiven('s<, ot til<' prod\lct in tlw domestic as wdT as global l11ar"('1 
,lilt! till! exp('nses, if any, incurred to combat the compt'tilion arislIl!!, Ollt of W.T.O, provisions. 
So, Il'Vy of such Anti-dumping Duty is permissibl(' as pCI' IN,T(). agrl>('nwnl, Anti-dumping action ran lw ld :""'1' 

only when there is an Indian industry producing "like ,lrllClps" 
I lUlllping duty for WT.O. Countries: Section 9B provick<; r('strictions on imposing dumping duties in (ilS\, ,,; 

imporls from W:r.O, countries or Cllulltri<:'s t~ivl'n "Mos! F<1Voun'd Nation" an agrt'('menL Dumping dntH'" 
(',111 lw ll~vipd on import from such c()untril'<;, only if ('<'nlr,1I COVl'I"Ill11l'111 dpriares that import of such Mlkl,'s in 
Illdid Cilllses material injury to industry l'slahlisl1('tl in !ndi,l ()r I11dl('II,ll1v r('lards <'stahlishnlPnt of indll~lrv III 

Intil'1. 

l)u,lnllllll ot Dumping Duty' '11l<' anti-dumping dut" \\ iii h.· d,ll£1pII:): !l1Mgin or injury I11drgin whir I1l'\"'1' " 

le\\.,"". Injury marr,in ml'ans diff('renn' lwtwl't'n fair ""lIing f'l'll" "I dOllll'slic industry and lantil'd e"SI ,:' 


imporl"d product Landed cost will incluti(; 1'10 ,lnd bil'iic(,lIstol11 tiut" 

!\d('qUdll' statisticnl n~cords sha!! also be maintained t(1 idr:ntii" !·,w ill<lf"l'l Sil,Ht' of [\1(' product 111,111llLldlilCd 


,lI1d tlw Iikl'lv impact tl)(,f('OI1 011 ,1CCl1tllll of rOl11pditlvl' goml' it11pnrl<'d into the companv. Tlws(' I'l'cor'ds ,11.11: 

!m.lie,lt,,! Inll'f alia, the lolal VOIUllW of il11pol'b! 11<111]('501 imi,orl:>!·c.. : (111 nlTil's of origin and contain slIch pml'iri, ,d 

['vidl'nn' dS to STlOW wlll'tlwr <;urh imports C<1n bl' lOllstructn: .1' (':, ,1I1d ,1ffl'cling thl' ll1arkl't shart' ot thl 
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product, Proper records shall also be mainlailwd containing stich details as may be necessary to show lhat tilt' 

export price of the product is not such as to be' construed as dumping in the importing country, by applying tile 
provisions of W:r.O. regarding antidumping Illeasures under Article VI of GA1"1"94. 
The Cost Audit (Report) Rules, 2001, calls for the Auditors obst~rvation/ suggestion on steps requiwd to 
strengthen the company under the competitive' environment especially with regard to ne(:'d for protection from 
cheapel' imports, if any. For this purpose, the company is required to providl' data in para22 of the Annexure to 
the Cost Audit Report. 

:3(1. Tlwpurposl' of the audit prescribed u/ s. 1 .. /\/\ of the C<'ntral Excise Act. As a Cost Accountant in pmctice" 

Commissioner of Central Excise has appointed you to e'xarnine and report for correctness for the credit of duty 

,ivailed and utilized under the Rules by a manufa,ture'r is with'in the normal limit. The possible art'a;; for 

misuse/malpractice. 

i'he special purpose of audit undE'r section 14AA of the Central excise Act is as follows: If the COl1lmissiolll'i 

of Central Excise has reason to belief that thl' credit of duty availed of or utilized under the rules by tilt' 

manufacturer is not within the normal limits, or has been availed of or utilized by reason of fraud, etc. Ik !lWV 


have the accounts of the manufacturer audited by <1 Cost Accountant nominated by him. 

The follOWing aspects will cover under this st...'Cnon: 

(a) 	 Type of industry. 
(b) 	 Principal raw materials used and the input output ratio of raw materials. 
(c) 	 Percentage of s-rap/wa5re/loss and its comparison with the standard and actual. 
(tI) 	 Value of input for which the CENVAT credit availed and the value of input consumed in lhl' Proli,l<: 

/ manufacture. 
(e) 	 Jn the case of consumables for which CENVAI' has been avaikd w bether pxpenses charged to fl'VenUl' 

are gross or net of CENVAT. 
(I) 	 In the case of capital goods for which CENVAT has been availed whether depreciation has been claimed 011 

the element of CENVA T included in the cost of capital goods. 
(g) Procedure adopted for payment of duty on goods sent to sub-contractors/other factories of the Assessee. 

The followlng are the possible misuse! malpractice: 

L Consumption of inputs has shown in higher side than the norms and corresponding higher wastagl' 


/ scrap/ loss. The result of that paying duty on lower production and availing CENVAT on higher input. 
ii. 	 Claiming CENVAT on inputs used for production of goods exempted from duty. 
iii. 	 Claiming CENVAT on capital goods which are specially excluded. 

:17.( i) Energy Audit,( ii)Valuation Audit and Cenvat Audit ,(iii) Dumping, (iv) Safeguard Duty, 
(v) Management Audit, (vi) SWOT AnalYSiS, (vii) Productivity Audit 

Answer 

(i) Energy Audit means monitoring the energy efficiency of different equipment and process in a plant and 
looking into way by which the total sum of energy cOfLsumed can be cut down without affecting production. 
Energy utilization and conservation play an important role in an industry in the present circumstances of rapid 
diminishing fossil fuels, explosive price rise in till' area and a possible switchover to alternative source of energy 
both tor conserving energy costs and attempt altl'rnative sourn' of energy. 
(ii) Valuation Audit and CENVAT Audit: 
Valuation is one of the most vital and important aspect of assessment of excise duty payable, in order to pnSUf(' 
that duty is being paid on correct "Assessable Value', a provision has been made to order a 'Special Audit' in some 
specific cases, vide section 14A of CM. The audit can be ordered with prior approval of Chief Commissioner of 
Central Excise. 
VIS 14AA of CM, special audit of CENV AT creditavailed or utilized can be ordered by Commissioner of Cl'ntnll 
Excise. Such Audit can be ordered if the CO\?l1\issiol1er of Central Excise hilS reason to belief that 
a. 	 CENVAT credit availed or utilized is ndt within the normal limits, havi.ng regard to nature of final products 

and type of inputs. 
b. 	 CENVAT credit has been availed or utilized by reason of fraud, colJusion or any willfulmiss-statenwnt OJ 

suppression of facts. Such audit can be done by practicing Cost Accountant to be appoinkd bv lil,' 

Commissioner of Central Excbe. Remuneration and (;'xpenses shall be paid by Central C;OVl'1'I1111t'l1t (I'."'I'" 
Department). 

(iii) Dumping is the transfer of goods to an ,111('1) markd at <l price which is less than till' Il1lHgillal cost of ih 

produdiol1 in the home country. 

(I V) Salt'guard duty is a step in providing need baSl'd protection to domt'stit industry tor a lil11itt'd period with 

the ultimate objecti\(e of restoring free and fair competition. 

(v)l\ccording to CIMA terminology managenwnl ,Iudi! is an objl'divc' and indl'pl'l1dl'nt 'lppmisal of the 

l'Ih'cllvelwss uf tlw managers as well as the corporatp s[mctun' itself 1I1 the' achi<.'vl'I11(~l1t of COll1P,1l1Y ()bJt'dlv"~ 


,lI1d policie~. 


Its 'tlinl)s to idt'ntity ('xisting and rotpntial tllUntlgPlllPnt \\'l~tlknt'sses 'tv-it-hin ,111 organization dnd to rl·CtHl1flh.'!HI 


\\'en'S to or t'i,-'l))OY(\ theSl) wCi:lknt!ssc's, 


(vi) SWOT 1\11<1lysis f1W,1I1S the al1aly~is of strl'l1gths, ",<,,,I-.m'<;<;t's, opporlunitll's i1l1d thrv<1ls oj <111 orgill1l/."li"" 

,"lei ,1"1<;( in ll1aking thl' organization strongl'!'. II l'i d tc'elmique ad'll'l<'d in tl1\' ,'ourst' ()! lIldllil);('nwnl ,W,1. 


wl1;1(' tflL' first lWo, (strength and Wl'ilkl1t'sses) ill".' il1 (<.' 1'11,1 1to Ilw of')',,1I1i/.dtioll, till' ,,!iwr two (upl'ortllllllil"'" 

thrt'<:lt:,) pt)rt'tnl1 to the l·xternal (~nVirnllnlcnl., '~'!~t' ,t.;tn..'ngths (Hl,--i \1\/t::akl1(,'~<}C's lnn;..' l'\lst in allY or llH' fUllciiol 


MeW.. , dllt! till' opportuilities and thrcdts mil)' bl' d:H' to C;ovprnnwnt pollli,'s, :1I1Cl'rt,lint\' 111 pOWl'r "v'):I.1I,;" 


http:v'):I.1I
http:www.pksal.com


PXSIKDAR'S ADVANCE LEARNING 

23 C, EKDALIA PLACE 


KOLKATA - 700019 

M: 98301 65501 


Web: www,pksaLcorn ,18 
li1r("lts trom competitors, etc. 

(vii) Productivity audit is basically the analy~is of the flr,)Liuclivity of the resources deployed by all 

org<lIlizatioll, The resources would include not only nWIlCY, but"lllen, materials, machinery and methods, 
Productivity dudit is the process of monitoring and evaludting orgalli/,alional practices to determine whl'th(~r 
tunctions, programmers and the nrgani?.ation itself are utili;dng the resources dfectively and efficiently to 
<lcn1mplish corporate objectives, It is measured in terms of til<' r('lationsi1lp lwtwl:ell the output and input of till' 
dbov(' resources in physical and/or financial terms, 

',i) rill' informatiOl.l has to be provided by a Cost Auditor for "Wrilt(,1l (iff Stork" liming th" year u1lCh~r Par,; 1 X 
(il) 

I Jndcr Para 18(6) the fol1owing information has to be providpd by tlw (.'ost Auditor. 
I Jirt'ct Material 

:2 indirect Material 
's W If' 
-1. Finished Goods 
S Total 

I'he information may be further grouped in various categori('s suitabl(' for analyses, Co~t Auditor should r<'vip\;', 
<1) the G1USe explained by the company for "written off" of tll!' ih~ms. 
1» lhl' action taken by the company for recovery of realizabk' vaIUl'/ rl'sidual ~alue 
c) til(' accounting policy of the company for written off of varioll~ categories of inventory, 

:W, {'orporate Governance the key aspect'> which should be sharl:d by the Board, 

Corporate Covernance is a system by which companies are diwded and controlled by the managemE'nt in the best 

intprest of the shareholders as well as others with greater transparency and better and timely reporting, 

Ctlrporate Governance is key to survival in the competitive business environment and the corporate governance 

codes all over the world are directed to achieve good Corporate C;overnance through Non-executive Directors, 

The following aspects which should be shared by the Board are as follows: 


Annual operating plans and budgets together with updated t<'Tm plans, 
II. Clpital Budgets, man-power and overhead budgets, 

HI, Quarterly results for the company as a whole and its operating division for business segments, 

iv Internal audit reports, including Cases of theft and dishonesty of d material nature. 

v, Details of any joint venture or collaboration agreement 

vi, Transactions tha't involve substantial payment tow~rds goodwill, brand equity or intellectual property, 

vii, Labour problem and their proposed solutions, 

viii, Fat,t! or serious accidents, dangerous occurrences and allY effluent or pollution problems, 

i\. 1Jddult in payment of interest or non-payment of th(' principi11 or any s('cUfC'd creditors or finandal 


im,litutioI1s. 
;., Rl'Cfuitment and remuneratiOI1 of Senior Officers just lwlow tl1<' Hoard ll'vt'l, including appointment or 

1'('I1('wdl of the Chief Finam:ial Officer and the Company Secrdary 
\1 '-1how Cause', demand dnd prosecution notices received from till' I'l'\,(:nup authorities which are consilkn:d (0 

be- matl'rially important. 
,II (Juarterly details of foreifln exchangl' exposure and thl' stl'PS ta ken by managetnE'nt to Jim it the' ris" of 

nLiverse exchange rate movement 

,~o, (a)VAT; (b)Service Tax; (c) Desk Review of EA-2000 Audit; (d) Management Audit Programme, 
(a) VAT stands for "Value Added Tax", Concept of VAT has been developl>d to avoid cascading effect of taxes. 
VAT has been found to be a very good and transparent tax collC<'tion system which reduces tax evasion, ensures 
better tax compliance and increases tax revenue. 
{;l'l1crally, any tax is related to the selling price of the' product In modern production technology raw mat('rldi 
1)"~'i(,S tlH()ugh various stages and processes till it reaches tlw ulli111at(' 'itage ('.g" st(,pl illf,ot an:' madc, 111 d 

sll'!'! mill. These ilW rolled into plates by il fl'-rolling mill/ unit, whill' til(' next manufacturer mi1kes lurnitun' 
! rolll tiWSl' plates, Thus thl~ output of the first manufacturer b('('(ll1ws tl1(' input for the second manufaclllrl'r, who 
in tllrn carries out further processing and supplies it to the hard manutartUrL!r, This pme<>ss thus continues till ,1 
lin,ll produ(temerges, This product then goes to the wh()Jl~salpr!distribut(lrs, who s<ilps it to till' rl't<likr <HId lIwll 

Ii Il'dchps to the ultimate customer, 
ii,' :il' j~ bd'i(!d 011 'idling price of d product, til<' laA burdel1 gOl''> \'11 11l( rl'dsinl', ilS r,lW matNi»1 and lil1<)1 Ilr()LiuCI 

I',)",!,s IriOl)1 olle stage to ililothl'r For l'x<unple, let liS ,15SlIl11l' thdt ttlA OIl a product is 1(1');, ot splling pri«', 
\1"mll,lctul'l'r 'X supplies his output to 'B' at Rs.lOO. Thus, '13 );d,,, jill' Il1<lll'ridl ,lt I\s.ll0 inciusiv(' of !.l\! '<I) 10"", 

I Ie- C<l I'm'S (lut fu rlht'r pro('l'ssing il11d sl'lls his (lU tpu t to '(" d l [(s l:ill (a leu ItIling his cost, 'B' hilS C(lilsidl'fl'd i1" 
!lun hilS!' (ost of Illall'rials dS Rs. 110 dnd add"d RsAO ,IS his (,011\'('rsi(1;; ("'Hges, While sl'lIing pruLiu( t to 't" 11 
~\!li (i1>l1'g(' Ux 'lgain Ii,! 10');,. Thus, 'C' will ["l't the itl'1il al Rs.lb" !')l; ;tl"" t,IX), ;\s sl<1g"s 01 producti()11 ,lilt! ill! 

',,1 Ct)nt!nu('! PHch ~ubs('qu()nt purchaser hdc) to pay tel\: dgain (1;'1(i ;lgdil: lht' llHll('rldi \v 1l1di l)dS a'n\Hh' l.;ultcn't.~ 

:.l'\ ! h!'-. i:-. l..'t-lllc·d t'ifpci 

'...\ I \\ ,)'., d{'Vt'lopcd to ~]vuid Ulscddjng {\ftpct of td\:(\t.;. in th(~ ,1h';'('~,iid ( "V,lluc Add{'{r h\' 'I;' i~ ;:ill\ 

f:,:1 ! !OJ, [,\\ on whirh w(luld have !llX'il (llll\' [{s"t willi", i,]\ l<s,I:;, In V:\I; liw Ilk,\ is [h,l\ :I: 
'''' "" ,)nIy i{s.-ll1 i,\' Vdlul' addl'd him, l'IWI1, itlildk.'s J~(l dlll('It'(KC' wlwi!l('r ,I prtldlld p""~l'S through 
()ldj',~'r.." (1.') ('\/prv ~)(~rson vvdl pHV 1(1, only 011 'lV(lIU(' Ad{l\·d" 11\" :ltt:1 !~) prnducl dlH! t1()t O!\ tnir)! ,,('H!ng rll ;(, 

\ /\ i h d Id\ credit '"~yslenl, undt-r \t\'hich (fetid i'-) gIven ,it ('d! n ",l;l',!z''')1 PdHj <It {'dr!1t'f ··d.lgl'. 
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(b) Servicle Tax: The provision to Service Tax wen' brought into force with effect from 1" July, 1994 to wilol,' of 

India except the state of Jammu & Kashmir. TIlt;' services, brought under the tax net in the year 1994-95 We''''' 
Telephone, Stockbroker and general Insurance, Under SL'Ction 65(105) of Finance Acl, I 994,,],he Finance Act(2)1L)% 
enlarged the scope of levy of Service Tax covering three more services viz, Advertising agencies, courier ,1gellc!t" 

and Radio pager services. The' Fjnilnce Act of 1997 and 1998 further exknded tlw SCOPl' of service tax to CUVl'" " 

larger number of servicesrendEl~ed'by service providers like- consulting (>I1gineer, custom house agents, st(~a nil'! 
agents, clearing and forwardi:ng,agent, Air travel agent, Tour operators, Govt. of India notified imposition of 

Service Tax on twelve new service:> in '1998-99 Union Budget. These services were-Architects, interior I)PCOI'HWL 

Management Consultants, Practicing Chartered Accountants, Practicing Company Sccret<1rit~s, Practicing Co.,t 
Accountants, Real Estilte Agents/Consultants, Credit Rating Agencies, PriVett!, securitit,s Agt'l1cies, Mil~'k"t 

I<esearch Agenci(ls and underwriters Agencies etc. In the Budget 2002-2003, 10 more s{'l'vices haw beell ,lddeci to till' 
tax net. In the Budget of2003~2004 to 2005-2006, more and more services brought under the service tax Iwt, llll' 
service tax wvenue would now form a major part in Govt. Revenue earnings, St'rvicl'T<lx is ,1tiministl'reti hv lil,' 
Central Excise Commissioners working under thl' Central Board of Excise and Customs, 
Department of J{c'venue, Ministry of finance, C(lvt of India, Further an education cess of 2% of Servicl' lil'- has 
been imposed vide st.'Ction 95 of the Finance Act,20{)4, System of self-assessment of Servin' Tax RehlnlS by Servin' 
Tax assesses has been introduced w,eJ. 01.04,2001. The jurisdictional superintended of Central Excise is authorized to 
cross verify the correctness of self-assessed returns, Tax returns are expected to be filed half yearly. 
(c) Desk Review of EA-2000 Audit: Central Board of Excise and customs vide a circular issued in November,2005 
has decided to take up the help of PractiCing Chartered/Cost Accountants in the Desk Review of EA-2000 
Audit. This consists as first step of gathering advance information about assessee from departmental records 
published documents like Balance Sheet, annual statements etc., analysis of returns submitted by the asses,,',. 
Cost audit report collecting other details from assessee and through enquiries and identifying areas wlwl(' 
revenue leakage is possible. This helps in finalizing audit plan, so that concentration can be mfld" in thos(' an,;\,; 

during audit. Thus Desk Review helps in concentrating audit efforts on major areas. Offer of "Desk Revk'w" lo 
Cost Accountant is an acknowledgement of his skills and knowledge in indirect taxes, Industries will also pxcC'nt 
Cost Accoul'Jtants to guide them in submission of these returns so that they can answer audit queries properly, 
Desk Review will open a new field for practice by a Cost Accountant from department side as well as assessee side 
Through Desk Review, the audit team decides the areas where it will concentrate during audit i.e" possibll' nrl'.i 

of revenue leakage. At the Desk Review stage, there is only scrutiny of returns and records available with 
department. There is no contact with assessee at that stage. As per the circulars issued, Chartered ACCOllllt,lllt 
will study ER-4 returns while Cost Acro;nltant wm scrutize ER-5 and ER-6 r(;'turns. He will have to studv 
assessa"s master file available with the excise department, other returns submitted by the aSSl!SSee, B<llal1ll' 

Sheets, Cost Audit Report, audit report u/ s 44AB of Income Tax Act, his past records etc. to ena bit, him to [,1 k(' 
an overall view of the business of the assessee and possible revenue leakagt's, 
There is no doubt that the Cost Accountant should possess adequate knowledge of excise-Iaw-particularl\' 
Valuation and Cenvat so that he can do a good job of a "Desk Review". 
(d) Management Audit Programme: 

Review of the organizational objectives and plans. 

it Study of the policit.'S and practices of the management. 

iii A critical review of the organizational structure, 

iv, Study of the systems and procedures. 

v, Evaluation of operations, 

vi. Study of the efficiency of the use of physical resources available, 

vii Exercise of proper management control. 

viii Maintain a suitable monitoring system through management information system (MIS), 

ix. Check on adherence to the statutory obligatiun and 
x, 	 Above all, review the effiCiency of manpower handling, which ultimately results in tJworgani/,atiolls 

success, 

41.(a) Six areas where disputes in determining the assessable value of the goods for l'xcist' duty liability m,\l1\ 
arise. (b) A check list for carrying out an audit undl'r section 14AA of the CentTal Excise Act. 
(a) Thl' following are the common areas in which dispuh"S in dl'tcrmining the asspssable valli(' lor l'XCiSl' till!\, 

commonly arisl': 
(i) Types and tjuantum of deduction to lx' clain1l'd lor arriving at the asst'ssabl,' valu(', 
(ii) Existencl' (if difterent classes of buyers dnd its "Hl'll on the value of the good~. 
(iii) Sak·s through depots as against sa It'S from till' factory gate>. 
(iv) Sales through interested persol1s 
(v) Valuation of cdptively consumed goods. 

(vi)Valuation uncll'r job work, 

(vii)Valuation for dl'lerrnining till' exemption limit 01 'OSI Units 

(b) l'hel:'k list for c.trrying out an audit under S"CIl<1I1 14;\/\ of ("l'ntrail':x(,ls,' Act ,11'(' <lS !"Il,l\v" 


(i> ;\!,lJ11l' 01 [Ill' industry and the Illl'thod 01 c()slll1g 'ldopted, 

(ii) 	 l'rincip.11 filW materinls lISl'li, llll' input/oulput I',rtio norms cstablisl1l'd for till' ;ndustrv/ro!1lI',IlI\ 

(iii) 	 !'<'rc('l1lage 01 wastage/scrap/loss - si,u1(iMti and ,1('[ual lor the pr('vious f,ve Vc'MS 

(iv] 	 V,lilll' 01 inpllt:5 for which ('('nv<H has b('l'll .lv.!ill'd/utilizpd ViS-,l-vis the V,dlH' or inl.1l1[s adu,lIh l(li",lIn,"l; 
lor produclion, 
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(vJ 	 In thp case of c()nstlmabl,~s for which Cel1vat has lWt'n avaiic'd, whether l'x~wns('s chargl'd to n'W'I1!If' 

gross or net o( ...:envat 
(vi) 	 Procedures adopted for payment of dUly on good sends t.o sub-contractors/ other facloril's of tile itS'>(''''>,''' 

(vii) 	In case of Capital Goods for CENVAT availed - whether dqm.'Clation 11,\5 bc('n clainwd on the l'iCl1l('il[ 01 
C('twal included in the cost of Capital Gootis. 

·12. (a)Causes and Symptoms for Ind.llstrial St~,kness; (b) Eiwrgy Conservation; (c) Descrilw quail!.il'" and 
function of a Management Audftor:& (d) SWOT Analvsis. 
(a) Causes and Symptoms for Industrial SeeknC'ss: Acompany is d,;clared as a seek induslrial (ompallY if it 
l(lcurs cash losses continuously for three years. Some of the major causes and symptoms of set'klwss M(' a~ 
fo!lows:­
(I) Internal Causes: 
i. 	 In adequate h~chllical know-how/outdated pwduction process. 
ii. 	 High cost of inputs. 
iii. 	 Over estimation of demand for the product/under estimation of r<:quirement of working capital. 
iv. 	 Dependents on a single Of a small number of ("uston1<'rs. 
v. 	 Defc'ctive pricing policy, 
vi. 	 Diversion of funds. 
vii. 	 Incompetent/ dishonest management. 
(2) External Causes: 
i. 	 Product obsolescence. 
ii. 	 I nfrastructure bottlenecks/ chronic power shortage. 
iii. Natural calamities/Political uncertainties. 
iv, Sudden changes in Government policies. 
(3) 	 Symptoms of 5<~ekness: 
i. 	 Low capacity utilization. 
n. 	 I .arger and longer oUlstanding. 
iii. Default in payment of statutorv Iiahilities. 
iv Continuous irregularity in cash ("redit account. 
v. 	 Diversion of working capital funds. 
(b) l:l1ergy Conservation: Energy Conservation refers to optimum lise of energy or getting the 111aximllill 
production for every unit of e~ergy conservation, which means improving its productivity and il~ optimum ll~<'. 
1, Identifying the variable and fixed element of energy. 
2. Identifying the cost centres which consumes 80% of each typ.~ of energv. 
"'. Comparative energy efficiency of similar machine. 
4. 	 Relationship between setup time and energy consumed. 
S. 	 Investment and time required for alternative energy sources. 
6. Investment justification in case of under taking new projecl~ for alternate sourn's. 

7 Input-output study of energy. 

(e) Desirable qualities and function of a Management Auditor: 

Qualities: The most important and essential qualities for a Management Auditor are: 


i. 	 Ability to grasp the business problems. 
ii. 	 General understanding of the motive, purpose and objectives of the organization to be audited, 
iii. 	 Knowledge about the basic management principles and practices, 
iv. 	Sufficient knowledge about Engineering, Statistical techniques, Cost and Management Accountancy, 

Prod uction planning and control, 

\'. Ceneral understanding of various laws lik(' Company l.aw, Customs, Central Excise, [nCOI11(' Tax, M1\T1'. 
Fl~MA de 

vi Ability to preparl' reports for different levpjs of managl!lllt'nt, 
vii. Ability to move ilnd get ,dong with all pcnple at diHerl~nt lewis. 
viii. Effective communicator with ability to t'licillllfornldtioll. 

Functions of a Management Auditor: 

i. I It, should ensure that all perlilll'nt information needl'd for planning reaches the higlwr m,lnagt'!1l<'l1i 


il. I lc should ensure that the deciSions art' based on the ob,ectivt!s of tht' management, 

ill. lie should focus maximum attention 011 functIOns/ operations, which df(' profit making/ f('Vl'nllC' yic'kling. 

iv. 	 I [e should keep ahreast with t11(' dl'velopnll'llts taking place in Information Technology and inlrodun' liltesl 

nwthQds of information and communication systems consistt'nt with cost benefit studies Ill'('ch'ci I" 

Improve tlll'systems, 
v. 	 TIlt' implicatioll nt changes in tlw budgt't<Hy I'rop",<ds should \)(' projected bv him 'lllc'qllatl·k bnlh I' 

rt'sl1('ct ol direct" and indirect taxation. 
Vi !\ssislllw I1ldJ1<lgell1l'nt in dchil'ving the most ('lficiC'l1i ,111.1 PlIt'eliv" dr.imilllslration 
ttl rc;WOT ;\ nd lysis: 
',\\,() I' '\)1"IV5is 1'(''''r5 III till' idl'lli,ti(<lIIOIl of " '''I11},'lIW'S Strength. \Vc<lkn('ss, Opportllllitil" ,lilt! 1111,'''[0, 

IVllr1,' tilt' firsl tW() ,In' 1111('rl1<11 to tl1<' organi:t.nltot), lh" (ltill'r tWll an' I'xternal l'nvirOlll11l'nl. Th" follo\\'l1l1; .,:' 

,!,,!H',lllli" II.,t of l"lul'slions f(11' "'hiell Answers must Iw ()blilinl'<'~ to 111<1\..(' ,111 Ohjl'ctiv(' '-1\1V()'I' Ani,!,',!' 
!"I!,)\\y 

1. <>In'ngth/WeakllC'ss: 
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(a) Financial 
(b) Marketing 
(e) Personnel 
2. Opportunlties/Threal~ 
(a) Power requirement and availability 
(b) International competition 
(c) Product obsolescence 
(d) Export potential 
(e) Opportunities available in the country 
(I) Government policy regarding the industry. 

43. (a) The 'R('('Ords' are considered as part of t!1l' Cost Accounting ul1l!t:r Sec. 209(1) (d); (b) Review-sl1OlIld h,' 

made by a Cost Auditor of Cost Accounting Records. 
(a) The following records are considered "S part of lilt' Cost Accounting r,'cords: 
(1) Production. 
• 	 Consumption resister of raw materials, packing mat(>rials, dc. 

• 	 Production Report 
Scrap, Wastages, Spoilage and ddeclive report and material reconciliation etc. 
Machine Utilization Report and Idle Time J{pport 

• 	 Details of Production Hours, Labour Hours and Machine Hours 

• 	 Other related matters of production, if any 
(2) 	 Raw Materials, Stores etc. 

• 	 Goods received resisters 

• 	 Bin Cards and Stores Ledger 

Material Consumption and Stock Report'; 


(3) Utilities (Steam, Power and Watpr etc.) 

• 	 Records of Inputs and Outputs 
• 	 Records of cost centre wise allocation of products 

• 	 Records for own generated power and purchased power 
(4) Wages and Salaries including benefits 

• 	 Attendance resisters 


Payroll 


LeavE' Wages and gratuity payments, VRS payment etc 


• 	 Overtime and Idle Time records 
(5) Overheads: 

• 	 Overheads analysis/ distribution resisters 

• 	 Overht'ad absorption details 
(6) Repairs and maintenance 


Work order resister 

(7) 	Work-in-progress and Finished Goods 

• 	 Cost Centre wise/ product wise stock resister 


Product wise Finished Goods resister 

(8) 	 Cost Accounts records and statements 

• 	 Cost ct'ntre wise assets register 

Product Ledger 


• 	 Annexure and proforma as per Cost ACC(1U;,ting Rt'cord [{uks 


{{econciliation of profit/ loss as per finflncia I rl'nrrds 

(9) Sail'S 

• 	 Sales rl'gister induding export sak,s rl'sis\n 

Sales analysis of by-products (quality, siz,' pte.J 


(b) 

The Cosll\utiitor during the course of audit willli1ol'Oughlv review till' cost accounting n,cords as folhmy 

(1) Method of costing in US£!- Batch, lob, PnKl'SS dc, 

(2) System of fixation of cost centres. 

('l) l'roct'dures for accounting of malenals alld sl'iln'~ t'~C 


(~) Methods of accounting of wastages, r('jc'ction<; and defc'ctiws 

(5) Systt>m of H'<:ording of wages, salark;s and ov,'rlinw and th,>ir ,lllocation. 
(6) ltKC'ntive s('hen1('s in vogue, 
(7) Basis uf allocation/ apportionnlC'llt of utilit!,>, 
(B) f\1t'thud of dccountillfl of dl'prt\ciation {~l1l! dt'prl''''llli!Pll to '- os!. (,'n1rv" 
(<.» M(,thod nl dpportiolllllenl of S('fvin' 1)t'PtH!IH('nt j',xpt'rL~t''") to Production; ){'t)drtnH'llt 

( I ()) Basis of d bsorption of overhead, tn prnd ",·t~ 
(11) !)(l4)is of' dhsorption o! inl(:lrest bOlHJS, g!'i~iu dJH~ ~t,tling and 1l1'-1tribu:ioll OVVriH'dds 

(12) I)udgetary <'ontml syslem 

(1:\) Inh>rnal audit 'v~I<'Jll 
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(1,+) Method of accounting of production and sales 
(15) Treatmt>nt of research and development ('xpenses 
(16) Checking of Type/size/product wise cost sheet wIth I'ROl'()RMA for statement showing the cost of 
production, cost of sales, salE's reali:lation and margin in resp('([ of products under rderpnce produced durin)', 
til" yeari period. 

44. The basic differences between any two oul oj the following: (.el) inventory Audit and Audit und<>r sl'ct,iol1 J,l 

!\A of the Central Excise Act; (b) Voluntary Cost Audit ilnd !ntenldi Audit; (e) Sales and Marketing. 
(a) Inventory audit involves the following aspects: 
(i) Physical verification of stock 
(H) Methods of valuation adopted 
(iii) Curn~ncy of stock (i.e. movement) 
Und,!r section 14AAof the Central Excise Act the purpose of audit is to find out that the credit of duty availed of 
or utilized is not within normal limits having regard to til,> nalur., of the excisable goods produced, th,' types uf 
inputs used and other relevant factors, 
(b) Cost audit is need not necessarily be ordered by GoVt'rnmt'nL Many ()rganizations feel the need to have tlw 
audit done every year or even before the period of COIl1!1WnCPInl'llt as per law. Cost audit is conduckd under 
the report for voluntary cost audit. Internal audit is conducted for intt'rnal checking all the areas of the concern. 
The appointment of internal audit is made by tilt' manag('llwnt of the Ct>ncerl1 am! report is submitted to th!' 
lHaDclgenlellL 

(c) Saks ':overs execution of order and coll(~ction of money from customers, whereas marketing creates the 
dl'll1and for the product by advertising and other marketini; te(hniqu('s Sales are one of the Marketing or!'d. 

4',. SWOT analysis& Social Responsibility Management 

1"1)(' different lypes of pollution for which a manufacturing COIl1P,lIlY is I,'sponsihl(' 

(,1) c..;WOT analysis rders to the id,~ntification of <1 comp,Hly\ Stn'l1gth, Weakness, Opportunities and Thn'<1h. 

vI/hill' the tlrst two are internal to the organization, th(~ other two cIl'e ,'xternal environment. 

(h) Corporate Sodal Responsibility: As part of the infrastructufl" requirements for running any business ,11 

manufacturing industry, a company has to depend on the society and community of people living in the an'a in 
which the factory is situated. Therefore, the company owes a duty and responsibility for ensuring that the 
normal life of the community is not affected by the manufacturing process, Although the Government of the 
Stdte iln the Central.Government have enacted legislations for prpvpntion of environmental pollution and 
provision of safety measures, the company on its own should take nwasurps for community development 
ilt'sides prott>ctiol1 of environment. Many companies providp ,,,,'dirall,]('ilit'ies and run educational institutions 
not only for their own employees, but also for the public In general in the areas in which they aU! operating, 
This b termed as corporate social responsibility. 
The following are some of the types of pollution which nl'ed to b,' prevented or mntrolled:­
l. 	 /\11' Pollution - caused by burning or letting out of chemicals III tlw atr leads to respiratory diseases. 
II 	 Watt·,. Pollution - caused by letting out of effluents in water bodIE'S or agricultural lands by industri<'s likn 

l'annenes, Dyeing units etc., result ill contamination of ground water making it unsuitablt' for human 
consumption and in pollution of quality of soil affecting agrh'ultuHc. 

iii, 	 Noise Pollution - by the running of heavy industries watl'f ;,,'('11 drilling etc. lead to loss of hearing and 
psychological disorders, 

IV. 	 Thermal or Climate Pollution - caused by excessive heat gem,>rate'd in the manufacturing process will af((>ct 
the environment resulting in deforestation or stunted plant growth, 

v. 	 Radiation Pollution· caused by Nuclear Power Plants will affect lhe heath of the people living in tlH' 
vicinity 

H, (a) TIll' purpose of the audit prescribed under Sec. '14/\;\ of tl1<' Central Excise Act; (b) The possible areas for 

!l1IStlst'/Inalpractice; (c) A checklist for carryll1g out an iludil un<il'r "ie'!' 14AA of the Central Excisp J\ct 
(,1, TIl(' purpose of audit under s~ction 14AAof Centra! J':xcisp :\d is to fmel out tlw reasons of fraud whf'n th,' 
("'l11misSIOl1l'l of Central Exdse has reason to Iwliev(' Ih'll 111<' (""cilt 01 duty <wail('d of or utilizl'd unde'r the 
iU it's I'y a manufacturer is not within the normal limits. 
Ib) P,'ssiblc areas for misuse/ malpractice art' as follows:­
I. '-'howing consumption of inputs higher than tlw norms and corresponding higher wastage/ snap. 

i!. Udiming CENVAT on inputs used for production of goods "x,'ml'ipd (rom duty. 

id CI<lil11ing depreciation on tht' CENVAT element il1chHj,'d in tl](' v,liLH' oj capital goods. 


;: Udillling CTNVAT on capit<l! goods which dl'(' sp<'cifi( ,1 Ii " ('x,ILI,h'd, 

I, ) ('11,>, k list for carrying our an ,1udilunder S(" 1['111 '1·1/\:\ ,,( (,':llr,,: J>", is,, Ad dr,' ,LS follows: 


\.,11l1<' or til<' industry and till' ml'thod of ('osling atioj':,'d 

II j'I'!IlCiP,ll raw n1<}tl'rials ust'd, the input/output ral'l(ll1(1rJ1lS "c""hhslwd lor til<' induslry/co111I'"1I1V 


;11...l\'rtt'nt()gt.' of \v(1stag(~/.scrdP/Joss - ~tdlidc1rd tHld i'trtlhd (or Hlt' f)r,'\;i~'!ls ilv(' Y('<lrS. 

!\ 	 \:,,j:l<' ,,' inputs for which CFNVAT 11,1S il""p ll\."iivd /ut'ii/,'d .is-,l-vi, tlw valLi!' of in!'"ls "<ill"II, 

,""','"11('(1 lor production. 
ill til<' (dS<' of U'llSlIl1Hlblps fOl' which CFNV:\'I hd' b,"'11 dv"ii,'d. ",i,,'llwr ('xpellSl'S charged to n'V('lHJ(' ,In' 

gruss ,'r Ild of CENV AT 
\i 	I'n\l l,<lures adopted for payment of duty on goods 5('111 [II subvll,,[r.lc1nrs/ollwf f,l(torics of til" ,\ss<'''",',' 
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47. (a)Enprgy Audit; (b) Audit Committee; (e) Industrial Sickness; (d) Management Frauds. 
(a) EIll'rgy Audit: Energy Audit means the monitoring of the effective' utilization of ,-nergy by difkrt'n! 

et}uipments & processes in a plant and suggesting WllyS and means of reducing till' overall energy COI1SU 1ll!,1 i, ,n 

It covers nIl types of energy such as electrical POt'qW, fuel such as oil, gas, coal, firpwood, bagasse. 

(b)Audit Committee: Audit Committee is set up by the company and their details are as follows:­

I. 	 The auditc,ommittee shall have minimum three membprs. 
ii. 	 The chaumluJ o{ the <;ommittee shall be an independent director. 
iii. 	 The chairman' Of'the committee shall be present at Annual Ceneral M,~ting to answer 

share hcilqe;r's queries. 
iv. 	 The company secretary shaH act as the secretary of tht' committee. 
v. The audi(committee shall meet at least thrice a year . 
v!. The'aqdit committee shall hav,~ powl'r;; as follows:­

To il'l\{'~~'tigatt' any activity. 
To spek information from an emploYe'e. 
To obtain outside legal or other profeSSIOnal advise'. 

(c) Industrial Sickness: A company is declart·d dS a sick industrial company if It incurs cash losses conlinuou,h' 

lor:~ years. Some of the major causes and symptoms of sickness are as follows:­
(i) Internal causes: 

ia. Inadequate technical know-how/outdated prod uction process. 

ib. High cost of inputs. 

ie. Overestimation of demand for the product/unlit'r estimation of requirement of workIng capit<lL 

id. Dependence on a single or a small number of customer. 

it'. Defective pricing policy. 

if Diversion of funds, 

ig. Incompetent/dishonest management. 

(ii) External causes: 

iia. Product ob:'lolescence. 

iib. Infrastructural bottlenecks/ chronic power shortages. 

iie Natunil calamities/ political uncertainties. 

iid. Sudden changes in Government policies. 

(iii) Symptoms of sickness: 

iii.:r.l.ow capacity utilization. 

iiib. Larger and longer outstanding. 

iik. Default in payment of statutory liabilities 

iiili.Continuous irregularity in cash credit account. 

iiie. Diversion of workingcapital funds. 

(d) ManagemE'l1t Frauds: Fraud is an intentional misrepresentation of facts. In g,meral, it is seen Ihat lop 


executives like Managing Directors, Directors, General Managers and other such executives occupying tilt' 

positions in an organization are found to commit Management Frauds. Thest' Frauds are till' d,'cppti()11 

practiced by these managers so as to show their performance better than what actually tlwy an'. 

The Manager/Top Executives for their personal bpnefit may comlnlt of tllt'ir fiduciiH'Y position and having ('>1S\ 


<len's, to th<.' assP[S and greater power to control accounting and financial sldlement prt'piH'ation, Ut(' 


:vlamlgers/Top Executives have better opportunities to defraud the company and otlwn'L Such frauds I11d\, tdk,' 


tht' form of misappropriation of assets and manipulation of records. 


-iii. In spitl' of increase turnover, continuously for thre<' years, a company has started incurring cash losses, and 

has b,'come sick. The factors which have It-d to thiS situation from the Cost Audit Report and tIw relevant 

paragraphs in tilt' Annexure to the Report. 

Factors to b", considered for the followings: ' 

a. Turnover of the Company is increasing continuollsly for three years. 

b. Still company is incurring cash losses and became sick. 

Following are various Annexure of Cost Audit Rl'port which will provid~' pxplanation about Company', 

position. 

(1) Pm<1 S(A) Raw Materials Consumption This will help ill finding nHnparison of quanliti('s lIs('d ;Inti 1'1';'" 

tlhl t is p<1 id for rna k~rials: 


(I. lndig(>r1oll!-. 

h. Import,-d 
'-;,-If··!\Aanul,h·!lIH' 

In(TPtl'-)e in Rc1'lA' ~'1att'ridi prices luay b(, rc,)son I'l)r rnur(,' {,IXPCI1(,iit-urL', 

(2j Pal'<l S(B)·· Raw Matl'ridl Usagt' 
in this l\u,) Slandard Consumption ,1Ild Actual (onsumptio!1 is highligl1t<'d ,1I1d ,lis() tI.'"))',,, Im'llili"!)' Y " 
focu<.)(,tl 

(?,) Pard b· Imported I{aw Mat(,ridl 
In this 1'"",1 till' ddails of import"d prin' is highlighl<,d 
(,J) Para 7(;\). COn.,ulnption of Puvvc:r & PueL Thi.'1 !II11'(1 gIve dl\h:1!I~ of PU\\(1" &: l'Ut'l t \)n(.,ul1ipti()!l ,/ J, :';,']l 

!'llrchil~l'd. EI",·trKity Cl!l1t'r,lted, IISl) (lit ("IS de 

!'drd :-(H) L,,>a~_',c' of !'OWl'!' &, !'-Ul.'!: Thi,t., l~,:!',l highlight the (i{ tU;lJ tl~dgi.' dnd ~t{l;HJd,'li COl'l',tlln~)~llj: 

I'.\v( lrh ii-v !)l'r unit lIt Productiun and ~irrdldr!y i l~l) ()J!, tldt.; C1( 
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(6) \'MIOliS J~xpC'nses: Following MP various I'dI'dS which will provldv of de'tails oj v,lI'iou,~ ('xpl'nscs I!1cUJ'I'e'd !<)i 

lilt' product. Th" figun's are providnj for Curr"nl \('<11' dnd [''''\'I(llIS I'w(l '1'(',)1" will( h '1",11,1" :, 

!<ldgt' in{TP{1S('" in (~xpf'nst.'s. 

r',11 ,1 ri' :-;,) ;Mll',', &: \'\iages of DIrt'c!, I ntim'ct, Ad rninisll\llivv olnd ( )[11('1''> 

1")1" 'I' R, 1'<1 irs &: I1HlIntenancc of iluilding of Offin', ~t"f( C,!uarll'1's, :'1'1Il1 &: :\'idcilin<'IT ami OU1I'1'>, 

1'.,1',) 1:2: ( lVl'r1lt!ads which Cl'r"isls (If Factor\', Ad Illinislrdtivl', ""!ling" nd Di:,triblll'ion 
I'Mil!'\ , Research &: l:kvelopnwnt. 

1"11'<1 14: I\oyalty 

Para 1 (Juality Control 

Para 16: Pollution Control 


Para 17 - Abnormal Expenses: This Para deals of ilhnorm.l1 ~'xp('nditun: incurred during tll(> Yl'ar in rc'sped 01 
Strike, Lockout, Brcakdown of Machinery and Stoppage of work due' to Power ('lit, Shortage of Raw malprlal" 
/\b<;"lll('Pism etc. 

(K) 1',11"<120·, Sales: This is important Para for amtlysis ilnd ullimdll' r(,~lIJt of tilt, CO/lcern. In this I'ara lhl~ figlHI's 
.Jr,' IlIghl1ght(!d of (a) Domestic and (b) ExportSdl('s. 

(9) I'M,1 21 Sal(~ Margin: This is also important Para for ,lI1alvsis. TIllS will highlight pl'Ofit,1iJilitv of tIll' 
l oll'l'dn\' by (~) Product wist' and (b) Region wisp. This will also hplp in finding whl'thel' tIwrc is ,1Il ddwrsl' 
,hang<' in producl mix. . 

!\fl('r <lnalysis of the all the above Annexure causes for decline in Profit ,md j~r('asl' in lossl's can [1(> found out 
,lnd snf1W of th(!In art' mentioned b(!low; 

111l'1'<' may Ill' adverse change in product mix so that thou/;h till'1'" inlTc'asL' ill :-;<1I('s V"lunw hll(S 

'(!!1lribul1on is reduced. 

': i'h,'n' n1.1)' b" lI1CrC;il~l' ip b.:penses which Illight be due' to 


(d) 	 lncf<!dse 1!l R"tt's 
(b) IndfiClency in us<' 

jll, Vlldnge in Credit Period - Though there is incredse in S"les Volume' which is du" to incrl',lsl' in ('r"dit 
Pl,'riud. This might have resulted in increase in Interest cost. 

iv Cdpilal expenditure - The concern has incurred huge capital explmciHuf<' wh('fe bendil is it's;; t·han (Osl 
incnrrc'd in initial period, 

Aftpr studying t11(~ actual facts, correct analysis is possible. 

,I'), (il) J{('quirc>d ll1fonnation II> to 1x> furnished by the Cost Auditor in till:' "Annexure to the Cosll\udJl R('porC, 


<lnt! "ObSl!rvation dlld Suggestion" in regard to exports, if any, of tl1(' pmduclundpr audit. (b) Abnorm,11/~(Jn-
1'p<'urring Costs to be treated in Cost as per Para 17 of the Ann" :Uf(' Ie ~lw Cost Audit R"porl Rule'S, 20m (;i\·(, 


l!iustr"tlol1 of such Costs, 


(ill (Obt Auditor should furnish In his Cost Audit Reporll~ult~s, 20D I, as follows: 

1. 	 In I'ara 20, separate details should be furnished for exports, There may lx~ three situations which ha\,(' to 11(> 

rt'garded as Export Sales: 
<1, fransactions in which t11e goods supplied leave the country and the sales value is realizl'd/ waliz,lbl,' in 

lordgn currency, 
b 	 Transactions in which the goods supplled do not leave thl' country ,1ml the sales vdlul' is n'dliz('d J 

r<',llizablc in Indian rupee, (deemed exports) 
I mnsactiol1s in which the goods supplied leav(~ th" country and tlw salt'S valu\' is w(lliz('(1/ fl\li1wbll' 111 

indidll rupee. 
-, 	 In \',11'<1 21, "MMgin per U'lit of output" in n'sp(~ct of Exporl 01 '-ial"s to bt, provided. In thi., Para sl'P.1r,11l'I\' 

will lil' p;ivl'l1 f(lf Type-wispjCountry-wls(' of Cost 01 Sal('s, Sail'S RC,1lis,ltiol1 <Inti Mdrgin which will 1<111<, 
\\ itil I'mlnrma 
il: [\\1." 22, "( omf'l'liliv(' l'vt.ngll1 a~;ainsl imports" stilleS III c,\. ,;" 7(l) Cos! oj prod/units (I·:"!,,,,I ',,)1,'1 dl1d 

II) ~';I. 1H1.7(d) (ost of ~al('s,'ullil (Export s,lil') 
l osl ;\uditor in his observations and sUggl'SIIllI1S ,,/so stal<' tin' FAilort cO!1lI11i1nwnts of thl' Comp,11lv vi, d 

vis aclildl exports for tlw yeM under review. Also comment on comparativv profitability and priem); po!i( \ 
III the' company for donwsl'ic and export sales, The auditor also ~UPPQs(' to flivl' impact of l'XportS 
bplwlits/ in('entlv(':> offered by the Government on export profitability, 

(b)/\s" normal costing practICl', normal .1nd recurring expenditure ,11011(' l>i1ould be charged [0 cust of units 
prnducpd and abnormal and non-recurring expenditure which Mt' g('lwr,1!lv ci1argc'd 10 Cosling !'rolit ,"HI ! ()'" 
,\n ounl ,mel not book('d to the Cost of Product 
I'h,' iollowmgs aI'\' till' Jllu,tratiol1s 01 I;ll' situalions wh(,11 dbnorm.l! ,,(),t !l1"\' <1I'I.S(, olS loil"" S'­

c'··eMcit\' of 1{<1W i'v1dt('ri,lis 


I I :-;tni-,l'<;, lockou I 

Iii .\l,ljor breakdowns in tIll' PI.Hl! 

IC' C,lIhsldnlidl power cuh 


C,('rrllll~ ,Il cidents 
"(~itlld :£on undc'r l10rtllal c()nditjnn~ giving d~(' hI rlb1l0rnldI non n'l'Ui rin~» co;.,! dn' d .... tnllo\t\''-; 

ion of N<.'w h'ci1nnlog\' 


.! i :nrodll( lion of lWI\' pril!iUll.s 

~Il {Ol;ll)lj'i..... 'oning of n('\V flld( lilnt',-; or pl~H';!"~ 


; II'.\' diH)V{' ((l~es, lht' pnH.iucUcl!; !lIn)" not v~,t tH.' st<lbiiiz{'~J .--L',d ; :):~'l;;d\>I'(1!)!(, \\,(1'i~d;~C'-'" 01 ;Ildtl'ridl inf'lIh Illd', 

::h til !'{'d ,I"', rh(' nrgdnll"dti(/!l ln~>: ...,ti/! be tfH' b~',\I,!llning (It !t'clrill'!"" "1"1'1' 'i"gllJ'(l~ ~": htl prt''-.i'I1I(\{1 ,;!)dr."r ~h!(> i ):, 

http:ilhnorm.l1

