HINTS FOR INTERNAL AUDIT 

BY BHANUPRAKASH HB (AUDITOR)

Purchases and creditors
1. Centralization of purchase department – controlled by  HO 
2. (a) Purchases to be made from approved suppliers
      (b) List of approved suppliers to be maintained

(c) Master list to be maintain for more than one source of supply for all  

      Important materials 

3. Purchase orders based on valid purchase requisitions dully signed by authorized person to be maintained 
4. Special approval required for purchases of capital goods like bulding, macchineris, office equipments, furniture and fixtures, etc.  
5. We have to obtained two or more competitive quotations from two or more suppliers

6. If the price verification clause is included we have to take approval by senior official

7. Numbering to be made for purchase orders and do control exercise.

8.  Following information to be review in purchase orders  

(a) Name of supplier
(b) Delivery terms

(c) Quantity

(d) Price

(e) Fright terms

(f) Payments terms

(g) Tax calculations

9. Copies of  P O and revisions to be forwarded to accounts and receiving                Departments

10. List of pending P O complied by the purchase department at least once in every Quarter
11. in the receiving department they are received directly by users/processors/suppliers there we have to make an procedure of obtaining acknowledgement for the quantity received and the condition of goods
12. And we have to measure ,inspect,counting,the materials in receiving department And we have to compare with our P O

13. We have to obtain acknowledgement from suppliers for goods returned
14. And all receipts of materials must have evidenced by pre numbered goods received notes
15. We have to forward copies of goods received notes to accounts and purchase department
16. In the case of materials returned we have raise a debit note 
17. Next we have to enter receipts in to stock records

18. We have to verify original invoice if no avoid payment 
19. and we have to attach relative PO and goods received notes to the invoice for payment
20. we have to obtain authorization for advance payment 

21. We have to make a list of  pending advances /payments for every quarter
22. we have to maintained list of our employees , by designation, with limits of authority in respect of several matters relating to purchase process 
23. We have to compare suppliers statements with ledger accounts

SALES AND DEBTORS

1. Verification of  market value of  goods

2. Verification of written orders from customers in all cases and numerical control on this order.
3. If we received oral or telephonic or e-mails we have to maintain a register
4. We have to take approve for credits limits to customers and made review periodically
5. Check credit limits before accepting orders
6. Authorization of displaceable goods
7. Numerical control of dispatch notes/ gate passes or relating documents
8. We have to match dispatch notes with sales invoice value, no, duties and taxes, fright payable etc….

9. Made a review on unmatched dispatch notes periodically and to be                                                         

Check with customer’s orders

10. Acknowledgements to be obtained from the customer for goods delivered 
11. Than marked customers orders for goods delivered
12. Investigate if any shortage in goods delivered

13. Verify credit notes related to shortage and claim against carriers and insurers if any damage in transit

14. Made pre numbers in all sales invoices serially
15. Verify all sales invoice entries made in the same month or not 

16. Check price, quantity , customer name , date of trans, tax calculation conditions of payment, and authorization in sales invoice
17. Send invoices to accounts dept and to customers by using e mail When transaction was accrued
18. Does the receiving dept count ,weigh, or measured the goods returned by customers 
19. Copies of sales returned notes to be sent to accounts dept and sales dept and to customers 

20.  Returned goods details to be taken in to stock

21. Made proper credit notes With numerical control and authorization
22. Send statements of accounts regularly to all customers
23. Obtain confirmation of balances periodically

24.  If necessary take approval for bad debts 
25. In the case of export sales maintained import entitlements

     INTERNAL AUDIT AND CHECK LIST 

1) Verification of opening balances 

2) Purchase vouching Has to be done 100%

(a) Are the bills in the name of company

(b) Bills related to the period of audit

(c) Are any purchases in the nature of capital expenditure

(d) Are the following details correctly recorded in the purchase register 
(1) Date and no of bill

(2) Name of the supplier

(3) Quantity and rate of goods purchased

(4) Duties and taxes calculations

3) Sales vouching
(a) Are the sales bills serially numbered and are they sequentially issued                                                            

(b) Are the sales bills recorded properly in to the ledger

                 4)  Expenses Vouching

                     (a) Vouching from bills to cash and bank books
                     (b) Date of bill
                     (c) Expenses related to capital nature, personal or revenue

                     (d) Bills must relate to Business
                     (e) Are the entire bill in the name of company? 

                     (f) Weather the expenses are debited to proper head of account

                 5) Bank Reconciliation statements
(a) We have to check outstanding entries of last year

(b) If any entries out standing for more than six months we have to pass reversal entry

(c) Make a list of out standing entries with date,amount,ch-no,

(d) Bank charges and commission,intrest,to be debited to p&l account 

(e) And certification of closing balance to be obtained periodically

(f) And inoperative accounts to be verify

(g) And banks loans repayment schedule verification 

5) Journal vouching: date, accounts involved, types of accounts, rules to 
    Be follow, dr/cr, and supporting documents 

6) Statutory payments

a. Service tax – collected and paid details due date is 5th, 12.2% (transportation-4.90%)
b. TDS – due date is 7th  .qtrly statement to be submit (24Q)
	Interest payable on debentures and bonds (sec- 193)
	10% over Rs 2500/-

	Interest other than interest on securities  (sec-194A)
	10% over Rs 5000/-

	Interest on FD in banks & finance co’s
	10% over Rs 5000/-

	Payment to advertising agencies (194-C)
	1.122% over Rs 20000/-

	Payment to contractors 194 - C for sub contractor 1% over Rs 20000/- 
	2.244% over Rs 20000/-

	Insurance commission to agents 194D 
	10% over Rs 5000/-

	Commission and brokerage (other than transactions relating to shares and securities) 194H 
	5% over Rs 2500/-

	Rent to ind/huf 194I  
	15.33% over Rs 120000/-

	Rent to companies 194I 
	22.44% over Rs 120000/-

	Fee for technical services 194J
	5% over Rs 20000/-


	Sl. No.
	Section of Act
	Nature of Payment in Brief
	Rate for NonCompany%
	Rate for Company%
	Date within which TDS has to be remitted
	Qtrly. Return Form No.

	1
	192
	Salaries
	Average rate
	-
	Within the 7th of the next month
	24Q

	2
	193
	Interest on Securities > Rs.10,000(upto 31/05/07 Rs. 2,500)
	10
	20
	-do-
	26Q

	3.
	194A
	Interest other than Interest on securities > Rs.10,000
	10
	20
	-do-
	26Q

	
	
	(upto 31/05/07 > Rs.5,000)
	
	
	
	

	4.
	194B
	Lottery / Cross Word Puzzle > Rs.5,000
	30
	30
	-do-
	26Q

	5.
	194BB
	Winnings from Horse Race > Rs.2,500
	30
	30
	-do-
	26Q

	6.
	194C(1)
	Contracts > Rs.20,000)
	2
	2
	-do-
	26Q

	7.
	194C(2)
	Sub-contracts/Advertisements > Rs.20,000 
	1
	1
	-do-
	26Q

	8.
	194D
	Insurance Commission > Rs.5,000
	10
	20
	-do-
	26Q

	9.
	194EE
	Refund of NSS > Rs.2,500
	20
	 -
	On the day of deduction itself
	26Q

	10.
	194F
	Repurchase of units by MF/UTI
	20
	 -
	Within the 7th of the next month
	26Q

	11.
	194G
	Commission on sale of lottery tickets > Rs.1,000
	 
	10
	-do-
	26Q

	
	
	
	10
	
	
	

	
	
	
	 
	
	
	

	12.
	194H
	Commission or Brokerage > Rs.2,500
	10
	10
	-do-
	26Q

	
	
	
	(upto 31/05/07 – 5%)
	
	
	

	13.
	194I
	Rent paid for
	15(Individual & HUF)
	20
	-do-
	26Q

	
	
	a. Land
	20(Others)
	
	
	

	
	
	b. Buildings
	 
	
	
	

	
	
	c. Land appurtenant to a building(including factory building)
	 
	
	
	

	
	
	d. Plant & Machinery
	 
	
	
	

	
	
	e. Equipment
	 
	
	
	

	
	
	f. Furniture & Fittings
	 
	
	
	

	
	
	> Rs.1,20,000
	 
	
	
	

	14.
	194J
	Professional/Technical charges/Royalty & Non-compete fees > Rs.20,000
	10
	5
	-do-
	26Q

	
	
	
	(upto 31/05/07 – 5%)
	
	
	

	15.
	194LA
	Compensation on acquisition of immovable property > Rs.1,00,000
	10
	10
	-do-
	26Q

	
	
	w.e.f.01/10/2004
	
	
	
	

	16.
	195
	Payment to non-residents
	Rates in force
	Rates in force
	-do-
	27Q

	 


  c. FBT - Due date for companies 31/10/yyyy
                  Others – 31/7/yyyy

                  Advance pymt – 15th Jul, Oct, Jan, mar

                  Interest 1% tax 33.66%
	Tour and travel - 
	5% of expenditure

	Entertainment ,conference,hospitality,sales promotion ,employee welfare , conveyance, use of hotel,bording,lodging,repaires,running and maintenance, and depreciation on motor car 
	20% of expenditure


	Use of telephone , maintenance of  guest house festivals calibration
	20% of expenditure

	Use of health clubs and other clubs and gifts 
Scholarships
Free conational tickets for private journey & contribution towards superannuation fund
	50% of expenditure
100% of expenditure


       d.VAT –total output tax – total input tax = vat payable / receivable
           Due date 20th vat -100

       e. PT – form 5A .Due date – 20th
           3000-4999       - 30

           5000-7999       - 60

           8000-9999       - 100

           10000-14999   - 150

            15000- above - 200

       f. PF – 15th, 12%
       g. ESI – 21st employer 4.75% employee 1.75%
OTHER TAX AUDIT MATTERS
1. 6DD Expenditure of capital and personal in nature
2. 269T loan repayment sch
3. 145 significant a\c g policies and changes 
4. Prior year items
5. Provision for gratuity 40(A) 
             6. Deductions under chapter 6 A 
                     943B. 10Notwithstanding anything contained in any other provision of this                           Act, a deduction otherwise allowable under this Act in respect of—

             11[(a) any sum payable by the assessee by way of tax11a, duty, cess or fee, by whatever name called, under any law for the time being in force, or]

          (b) any sum payable by the assessee as an employer by way of contribution to any provident fund or superannuation fund or gratuity fund or any other fund for the welfare of employees, 12[or]

          13[(c) any sum referred to in clause (ii) of sub-section (1) of section 36,] 14[or]

         14[(d) any sum payable by the assessee as interest on any loan or borrowing from any public financial institution 15[or a State financial corporation or a State industrial investment corporation], in accordance with the terms and conditions of the agreement governing such loan or borrowing 16[, or]

       16[(e) any sum payable by the assessee as interest on any 17[loan or advances] from a scheduled bank in accordance with the terms and conditions of the  agreement governing such loan 18[or advances],] 19[or]
        20[(f) any sum payable by the assessee as an employer in lieu of any leave at the credit of his employee,]

shall be allowed (irrespective of the previous year in which the liability to pay such sum was incurred by the assessee according to the method of accounting regularly employed by him) only in computing the income referred to in section 28 of that previous year in which such sum is actually paid by him :
7. Amounts debited to p&l a\c capital & personal nature expenditures  
8. Expenditure incurred at clubs \ penalties \ fines 
            9. In admissible amounts relating to sec            43(a), 33AB,(tea & coffee development )   40A (3) Section 40A(3)

                              Business disallowance - Cash payments  exceeding Prescribed limits
Constitutional validity
Provision is constitutionally valid - Section 40A(3) cannot be said to be invalid on the ground that it places a restriction on the right to carry on business and is arbitrary - Attar Singh Gurmukh Singh v. ITO [1991] 191 ITR 667 (SC).

Even after the deletion of sub-clauses (1) and (2) of rule 6DD(j), section 40A(3) cannot be considered as constitutionally invalid. On the contrary, the objects of curbing the circulation of black money and regulating the business transactions become more strengthened and it avoids any undue advantage being taken by unscrupulous assessees or litigation being multiplied. One cannot plead ignorance of law and make cash payments contrary to law. It is too late in the day to accept any such proposition. In the present day banking scenario the mode of payment by way of crossed cheques or demand drafts cannot be said to be onerous duty cast on an assessee, which can be made a foundation for attacking the validity of the provision - Smt. Ch. Mangayamma v. Union of India [1999] 106 Taxman 339/239 ITR 687 (AP).

‘Expenditure’ - meaning of
All outgoings, including purchase of stock-in-trade are covered - Section 40A(3) refers to the expenditure incurred by the assessee in respect of which payment is made. It means all outgoings are brought under the word ‘expenditure’ for the purpose of the sub-section. The expenditure for purchasing the stock-in-trade is one of such outgoings. - Attar Singh Gurmukh Singh v. ITO [1991] 191 ITR 667 (SC).

Advance payments are also covered - Even if the payments were made by way of advances and were ultimately treated as discharg​ing the liability to pay the price of the goods purchased, the payments so made must be considered to fall within the expression ‘expenditure’ incurred for payment of the price of the goods - Kejriwal Iron Stores v. CIT [1988] 169 ITR 12 (Raj.).

Applying monetary limit
Limit applies to payment to a party at one time - The statutory limit of Rs. 10,000 applies to payment made to a party at one time and not to the aggregate of the payments made to a party in the course of the day as recorded in the cash book. The word ‘sum’ in section 40A(3) is used only to indicate an amount of money and does not refer to the totality of the expend​iture. - CIT v. Aloo Supply Co. [1980] 121 ITR 680 (Ori.).

Limit applies to cash portion of payment - Where the payment was made partly in cash and partly by way of post-dated cheques, section 40A(3) will apply only if the cash payment exceeded the prescribed limit - H.A. Nek Mohd. & Sons v. CIT [1982] 135 ITR 501 (All.).

Limit applies to all items in a bill, and not to individual items - Section 40A(3) concentrates on the size of the payment and the manner of the payment. If different items are included in a single bill, it would not be right to dissect the bill and find out whether each item of expenditure is above Rs. 10,000; the proper way is to read the entries in a wholesome fashion - Addl. CIT v. Shree Shanmuga Gunny Stores [1984] 146 ITR 600 (Mad.).

Limit applies to each transaction - The words used are ‘in a sum’, i.e., single sum. Therefore, irrespective of any number of transactions, where the amount does not exceed the above amount in each transaction, the rigours of section 40A(3) will not apply - CIT v. Triveniprasad Pannalal [1997] 94 Taxman 381 (MP).

When not-applicable
When income is estimated on gross profit rate, no disallowance can be made - When the income of the assessee was computed by applying a particular gross profit rate and when no deduction was allowed in regard to the purchases of the assessee, there would be no need to look into the provisions of section 40A(3) and rule 6DD(j) - CIT v. Banwari Lal Banshidhar [1998] 229 ITR 229 (All.).

Others
ITO should adopt practical and not a technical approach - The ITO should take a practical approach to problems and strike a balance between the direction of law and hardship to the assessee. He should not enmesh himself in technicalities. After all, the object is not to deprive the assessee of the deduction which he is otherwise entitled to claim - Girdharilal Goenka v. CIT (supra).

Cash payment due to non-availability of bank facility is not disallowable - The object of the provisions of section 40A is to curb flow of black money and not to put an impediment over the trade and business. Where the assessee did not have any bank account at the place where purchases were made, and the actual payment to be made was to be become known only at the time of actual purchase, with the result that it was not possible to obtain bank drafts to make the purchase, and the identity of the payee has been successfully established, cash payment made for the purchase could not be disallowed under section 40A(3) - CIT v. Brij Mohan Singh & Co. [1994] 209 ITR 753 (Punj. & Har.).

10. Quantitative details of goods 

Deduction to tea growers/manufacturers - In case of taxpayers engaged in the business of growing and manufacturing tea deduction under section 80HHC is to be allowed after the income chargeable to tax under the head ‘Profits and gains of business or profession’ has been computed under rule 8.—Circular : No. 600, dated 23-5-1991.
‘Counter’ sales as exports - Past cases where assessments have already been completed will not be reopened with a view to check up whether ‘counter’ sales have been treated as exports for purposes of relief under section 80HHC. Where, however, the records of the assessee clearly show that such sales over the counter have been given relief under section 80HHC, the Assessing Officer will have to take necessary action to rectify the mistake—Circular : No. 624, dated 23-1-1992.
Receipts from bilateral countries - Receipts of sale proceeds in non-convertible rupees from bilateral account countries (e.g., Russian Roubles) will be treated on par with sale proceeds received in any other convertible foreign exchange for the purposes of section 80HHC.—Press Note : dated 22-6-1983, issued by CBDT.
Filing of auditor’s report in old format - The submission of Auditor’s Report in the old format of Form No. 10CCAC in place of the new format is a defect which can be corrected by filing the Auditor’s Report in the revised format during the course of assessment proceedings - Circular : No. 1/2001, dated 17-1-2001.

