[To be published in the Gazette of India, Extraordinary, Part I1, Section 3, Sub-section (i)]

GOVERNMENT OF INDIA
MINISTRY OF CORPORATE AFFAIRS
NOTIFICATION

New Delhi, the S/ December, 2014

G.S.R..... (E). — In exercise of the powers conferred by sub-sections (1) and (2) of section 469
and section 148 of the Companies Act, 2013 (18 of 2013), the Central Government hereby makes
the following rules to amend the Companies (Cost Records and Audit) Rules, 2014, namely:-

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

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

2. In the Companies (Cost Records and Audit) Rules 2014, -

(i) in rule 2, after clause (a), the following clause shall be inserted, namely:-

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

(ii) for rule 3, the following rule shall be substituted, namely:-

“3. Application of Cost Records.- For the purposes of sub-section (1) of section 148
of the Act, the class of companies, including foreign companies defined in clause (42) of
section 2 of the Act, engaged in the production of the goods or providing services,
specified in the Table below, having an overall turnover from all its products and services
of rupees thirty five crore or more during the immediately preceding financial year, shall

include cost records for such products or services in their books of account, namely:-



Table

(A) Regulated Sectors

Sl
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Industry/ Sector/ Product/ Service

CETA Heading
(wherever applicable)

Telecommunication services made available to users by
means of any transmission or reception of signs, signals,
writing, images and sounds or intelligence of any nature
(other than broadcasting services) and regulated by the
Telecom Regulatory Authority of India under the Telecom
Regulatory Authority of India Act, 1997 (24 of 1997);

Not applicable.

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

———————

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

2709 to 2715;

Drugs and pharmaceuticals;

2901 to 2942; 3001 to
3006.

Fertilisers;

3102 to 3105.

Sugar and industrial alcohol:

1701; 1703; 2207.

(B) Non-regulated Sectors

SN

Industry/ Sector/ Product/ Service CETA

applicable)

Heading (wherever

excluding any ancillary item or items;

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

Machinery and mechanical appliances used in | 8401 to 8402; 8801 to §805;
defence, space and atomic energy sectors | 8901 to 8908.

Turbo jets and turbo propellers; 8411

w2

Arms and ammunitions; 3601 to 3603; 9301 to 9306.

Propellant powders; prepared explosives (other | 3601 to 3603




than propellant powders); safety fuses;
detonating fuses; percussion or detonating caps;
igniters; electric detonators;

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

8526

Tanks and other armoured fighting vehicles,
motorised, whether or not fitted with weapons
and parts of such vehicles, that are funded
(investment made in the company) to the extent
of ninety per cent. or more by the Government
or Government agencies;

8710

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

Not applicable.

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

Not upplicable,

Steel;

7201 to 7229; 7301 to 7326

10.

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

Not applicable.

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

4001 to 4017

12.

Coffee and tea;

0901 to 0902

13.

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

8601 to 8608.

14.

Cement;

2523; 6811 to 6812

15.

Ores and Mineral products;

2502 to 2522; 2524 to 2526;
2528 10 2530; 2601 to 2617

16.

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

2701 to 2708

17.

Base metals;

7401 to 7403; 7405 to 7413:
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7419; 7501 to 7508; 7601 to

7614; 7801 to 7802; 7804;
7806; 7901 to 7905; 7907;
8001; 8003; 8007; 8101 to
8113,
18. Inorganic chemicals, organic or inorganic | 2801 to 2853; 2901 to 2942,
compounds of precious metals, rare-earth metals | 3801 to 3807; 3402 to 3403;
of radioactive elements or isotopes, and Organic | 3809 to 3824,
Chemicals;
19. | Jute and Jute Products; 5303, 5310
20. | Edible Oil; 1507 to 1518
21. | Construction Industry as per para No. (5) (a) as | Not applicable.
specified in Schedule VI of the Companies Act,
2013 (18 of 2013)
22, Health services, namely functioning as or | Not applicable.
running hospitals, diagnostic centres, clinical
centres or test laboratories;
23. | Education services, other than such similar | Not applicable.
services falling under philanthropy or as part of
social spend which do not form part of any
business.
24. | Milk powder; 0402
25. | Insecticides; 3808
26. | Plastics and polymers; 3901 to 3914; 3916 to 3921;
3925
27. | Tyres and tubes; 4011 to0 4013 )
28. | Paper; 4801 to 4802.
29. | Textiles; 5004 to 5007; 5106 to 5113;
5205 to 5212; 5303; 5310:
5401 1o 5408; 5501 to 5516
30. | Glass; 7003 to 7008; 7011; 7016
31. | Other machinery; 8403 to 8487
32. | Electricals or electronic machinery; 8501 to 8507; 8511 to 8512;
8514 to 8515; 8517; 8525 to
8536; 8538 to 8547.
33. | Production, import and supply or trading of [ 9018 to 9022

following medical devices, namely:-

(i) Cardiac stents;

(ii) Drug eluting stents;
(iii) Catheters;

(iv) Intra ocular lenses:

(v) Bone cements;

(vi) Heart valves;

(vii) Orthopaedic implants;




(viii) Internal prosthetic replacements;

(ix) Scalp vein set;

(x) Deep brain stimulator;

(xi) Ventricular peripheral shud;

(xii) Spinal implants;

(xiii) Automatic impalpable cardiac
deflobillator;

(xiv) Pacemaker (temporary and permanent);
(xv) Patent ductus arteriosus, atrial septal defect
and ventricular septal defect closure device;
(xvi) Cardiac re-synchronize therapy ;

(xvii) Urethra spinicture devices;

(xviii) Sling male or female;

(xix) Prostate occlusion device; and

(xx) Urethral stents:

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

companies having only liaison offices.

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

(iii) for rule 4, the following rule shall be substituted, namely:-

“4. Applicability for cost audit.- ( 1) Every compuny specificd in item (A) of rule 3
shall get its cost records audited in accordance with these rules if the overall annual
turnover of the company from all its products and services during the immediately
preceding financial year is rupees fifty crorc or more and the aggregate turnover of the
individual product or products or service or services for which cost records arc required

to be maintained under rule 3 is rupees twenty five crore or more.

(2) Every company specified in item (B) of rule 3 shall get its cost records audited in
accordance with these rules if the overall annual turnover of the company from all its
products and services during the immediately preceding financial year is rupees one

hundred crore or more and the aggregate turnover of the individual product or products or
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scrvice or services for which cost records are required to be maintained under rule

3is
rupees thirty five crore or more.

(3) The requirement for cost audit under these rules shall not a

pply to a company which is
covered in rule 3, and -

(i) whose revenue from exports,

in foreign exchange, exceeds seventy five per
cent of its total revenue; or

(i) which is operating from a special economic zone.”

(iv) in rule 5, in sub-rule (1), the following proviso shall be inserted, namely:-

“Provided that in case of company covered in serial number 12 and serial

numbers 24 to 32 of item (B) of rule 3, the requirement under this rule shall apply in

respect of each of its financial year commencing on or after | day of April, 2015.”

(v) in rule 6, after sub-rule (3), following sub-rule shall be inserted, namely:-

“(3A) Any casual vacancy in the office of a cost auditor, whether due to resignation,
death or removal, shall be filled by the Board of Directors within thirty days of

occurrence of such vacancy and the company shall inform the Central Government in
Form CRA-2 within thirty days of such appointment of cost auditor.”

(vi) rule 7 shall be omitted;

(vii) in Annexure, for Form CRA-1 and Form CRA-3, the followin

g shall respectively, be
substituted, namely:-



FORM CRA-1
(Pursuant to rule 5(1) of the Companies (Cost Records and Audit) Rules, 2014)

Particulars relating to the Items of Costs to be included in the Books of Accounts

o8

(b)

(c)

(d)

(e)

(f

(8)

(h)

(i)

(i)

(k)

(n

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

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

Finance costs incurred in connection with the acquisition of materials shall not form part of material
cost.

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

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

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

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

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

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

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

Issues shall be valued using appropriate assumptions on cost flow, e.g. First-in-First-out, Last-in-
First-out, Weighted Average Rate. The method of valuation shall be followed on a consistent basis.
Where materials are accounted at standard cost, the price variances related to materials shall be
treated as part of material cost,



P

(m) Any abnormal cost shall be excluded from the material cost.

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

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

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

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

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

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

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

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

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

cost,
(w) The cost of indirect material with life exceeding one year shall be included in cost over the useful life

of the material,

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

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



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

(d) Remuneration payable to Managerial Personnel including Executive Directors on the Board and
other officers of a corporate body under a statute shall be considered as part of the employee cust
of the ycar under reference whether the whole ur part of the remuneration is computed as a
percentage of profits. Remuneration paid L nun executive directors shall nol form part of
employee cost but shall form part of administrative overheads.

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

(f) Employee cost shall not include imputed costs.

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

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

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

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

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

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

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

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

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

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

(q) Where the employee costs are not directly traceable to the cost object, the same shall be assigned
on suitable basis like estimates of time based on time study.

(r) The amortised separation costs related to voluntary retirement, retrenchment, and termination or
other related matters for the period shall be treated as indirect cost and assigned to the cost objects



(s)
(t)

(u)

(b)
(c)

(d)
(e)

(f)
(g)
(h)

(i)
(k)

()

in an appropriate manner provided that unamortised amount related to discontinue operations,
shall not be treated as employee cost.

Recruitment costs, training cost and other such costs shall be treated as overheads and dealt with
accordingly.

Overtime premium shall be assigned directly to the cost object or treated as overheads depending
on the economic feasibility and the specific circumstance requiring such overtime.

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

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

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

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

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

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

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

Cost of utilities generated for the sale to outside parties shall comprise direct material cost, direct
employee cost, direct expenses, factory overheads, distribution cost, share of administrative
overheads and marketing overheads. The sale value of such utilities shall also include the margin.
Finance costs incurred in connection with the utilities shall not form part of cost of utilities.

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

Cost of utilities shall not include imputed costs.

Where cost of utilities is accounted at standard cost, the price variances related to utilities shall be
treated as part of cost of utilities and the portion of usage variances due to normal reasons shall be
treated as part of cost of utilities. Usage variances due to abnormal reasons shall be treated as parl
of abnormal cost.

Any subsidy or grant or incentive or any such payment received or receivable with respect to any
cost of utilities shall be reduced for ascertainment of the cost to which such amounts are related.

(m) The cost of production and distribution of utilities shall be determined based on the normal capacity

or actual capacity utilization whichever is higher and unabsorbed cost, if any, shall be treated as
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(n)
(o)

(p)

(q)

(r)
(s)

(t)

(b)

(c)
(d)

(e)
(f)
(8)

(h)

(i)
(i)

abnormal cost. Cost of a Stand-by Utility shall include the committed costs of maintaining such a

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

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

of utilities.
Credits or recoveries relating to the utilities including cost of utilities provided to outside parties,

material and quantifiable, shall be deducted from the total cost of utility to arrive at the net cost of
utility.

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

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

Where the cost of utilities is not directly traceable to cost object, it shall be assigned on the most

appropriate basis.
The most appropriate basis of distribution of cost of a utility to the departments consuming services

is to be derived from usage parameters.

Direct Expenses: (a) Proper records shall be maintained in respect of direct expenses in such a
Mmanner as to enable the company to book these éxpenses cost centre wise or cost object or
department wise with reference to gouds or services under reference and to furnish necessary

particulars.
Direct expenses incurred for the use of bought out resources shall be determined at invoice or

agreed price including duties and taxes, and other expenditure directly attributable thereto net of
trade discounts, rebates, taxes and duties refundable or to be credited.

Other direct expenses shall be determined on the basis of amount incurred in connection therewith.
Direct expenses paid or incurred in lump-sum or which are in the nature of ‘one~time’ payment,
shall be amortised on the basis of the estimated output or benefit to be derived from such direct

expenses.
If an item of direct expenses does not meet the test of materiality, it can be treated as part of

overheads.

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

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

Any subsidy or grant or incentive or any such payment received or receivable with respect to any
direct expenses shall be reduced for ascertainment of the cost of the cost object to which such

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

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

direct expenses.
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