FORMAT OF CERTIFICATE TO BE ATTACHED TO REPORT,IF NECESSARY

Name of the Unit :

Scope of Audit : Stocks & Book debts declared by the borrower in their statement as at ……. We certify that the valuation of the stock and book debts is done on the basis of accepted accounting principles and those specified by the bank. We have obtained all the information and explanation, which to the best of our knowledge and belief were necessary for the purpose of our Audit. In our opinion proper books of account as required by law/ bank have been kept by the company so far as appears from the examination of the books.

……….. % of stocks of the finished goods ………% of  WIP and …… % of raw materials have been physically verified by us. We certify that the stock position as declared in the stock statement as at ………… reflects the true and correct picture of the stocks as reflected in the books of accounts of the borrower company in terms of quantity & value. No material discrepancies have been noticed on physical verification of such stocks as compared to the records

On the basis of our examination of stock records, we are of the opinion that, valuation of stock is fair and proper and done in accordance with the normally accepted accounting principles and is on the same basis, as in the preceding year.

We also certify that market value of stocks offered as security to the bank is adequate to cover the outstanding after providing for margin as stipulated by the bank.

We certify to the best of our knowledge, the figures, facts and details furnished in this report read along with the Annexure and schedule thereof, are true and correct and are compiled after due diligence.

Place

Date:

STOCK AUDIT REPORT:

Sub: Stock Audit Report of  ………………. Conducted between…………….               TO …………………..

A. COMPANY PROFILE:

1. Name and Address of the: 



Branch:

     Borrower Company

2. Date of Commencement &:


Last inspection 

     Date of completion




of stock done on 

3. Sole / Multiple / Consortium:


Names of persons








who conducted








Valuation:

4. Audit based on the stocks / Book


Date:

    debts declared by the borrower


Month :

     in their statement as at ……….. 


Covered:

B. PHYSICAL VERFICATION OF STOCKS (RM, WIP & FG).

1. Description of stock declared:

(Here give the major items of materials, brand name, quality, whether they are normally used by the type of industry carried on by the Borrower)

Opening Stock as on ………………….

Rs.

Purchases





Rs.

Used / Sold





Rs.

Closing stock as on……………….


Rs.

( Furnish the details both in terms of quantity and value. The stock should be valued at cost price or market value , whichever is less)

2. Bifurcation of Closing Stock at various locations / godowns as declared by the borrower ( including goods lying with the processing / outstation godown, goods in transit, if any) Where the borrower is having different units/ division, division wise details shall be furnished. Full address of the location of the premises where the stock is held is to be furnished Unit wise, Division wise. If the stocks held in any division / location is not verified / valued, the reasons for not verifying and value of such stocks should be specified.

Site No.

Site No.

Site No.

Qty. Value

Qty. Value

Qty. Value

a. Raw Materials

    less Unpaid stock

​​​​​​​​​​​​​​​​​​​​​​

    Imported

 Indigenous

b. Work in Process

c. Finished goods

d. Stores / Spares


TOTAL

3. Comments on Quantity & Value of goods :

(Here specify the major items that constitute more than 5% of total value of stocks. If the number / variety of such materials is innumerable)

4. Details of the goods, if any , received :

a. Goods received under LC :

b. Goods received under BG :

c. Goods on consignment basis :

d. Goods on Credit Purchases :

e. Any other stock not paid for :

f. Others

====================

TOTAL VALUE OF GOODS HELD BY THE BORROWER ( IF THERE IS ANY DIFFERENCE IN THE VALUE DECLARED BY THE BORROWER & ACTUAL STOCK, THE SAME SHOULD BE COMMENTED IN DETAIL)

Value of stocks held as on stock statement audited   __________________

Value of  Stock as per stock statement

_________________

Difference





_________________

5. Whether stock received for processing ( job work) is included ? Whether such goods are separately accounted ?

6.  Stocks Physically verified :

Note : High value items are to be checked 100%. Medium and low value items could be checked 25 % to 50 % on random.

6 ( a) Comments on value of old / obsolete goods, non moving stocks, sales returns , and % of such stocks to the total stocks

7. As per information gathered and to the best of our knowledge , the following stock to be further excluded from the stock declared in column 4 under item No. 6 above for the reasons mentioned .

( This shall include old / obsolete and slow moving goods, goods in transit, goods received from others for processing / job work etc. )







(Amount for exclusion)

Description

Quantity

Value


Reasons for 







( Rs. In lakhs)

exclusion

C . SYSTEMS OF INVENTORY CONTROL

1. a. Observation on the quality of stock. ( To include method of storage safety and security protection from rain, sun, moisture, dust, pilferage etc.)

b. Observation on market, demad / supply position, future prospects.

c. Observation regarding the movement of stock and holding level of Raw Materials, Work in Process and Finished goods :

d. Whether consumption of Raw material is commensurate with production activity & other production expenses :

Comments on holding level of inventory by the borrower company vis a vis the industry :

e. Risk perception and suggestions for risk management :

f. Comments on inventory control and management systems in vogue. Comments regarding maintenance of Books of accounts , Bin cards. Procedure adopted for deployment of stocks ( FIFO / LIFO) , Valuation of stock in process and finished goods.

2. Brief comments on description of production activity, whether there were any special events like , break down in production activity, loss of materials and other relevant issues, which are relevant to the financing bank.

D. METHOD OF COSTING OF RAW MATERIALS , WORK IN PROCESS & FINISHED GOODS.

( Comment on valuation method adopted by the company)

E. 1. PLANT LAYOUT AND PLANT MAINTENANCE :

( here comment on functioning of plant and machinery , capacity utilization, whether any machine is remaining idle for long, Maintenance of the machineries).

2. Insurance Coverage :

a. Whether the goods are fully insured

     for all the industry specific risks.

b. Extent of insurance cover available

c. Whether the policies are in force :

d. Whether Banker’s Clause included in the Policy :

e. Whether additional risks like risk / strike,

     electrical, theft, etc, are included in the policy :

f. Location of goods properly stated

    in the policy with D. No. / Survey No.

    Municipal No. etc.

g. Goods sent to the processing units / subcontractors whether 

           insured / transit insurance obtained .

h. Whether any location / godown is not covered in the insurance. Whether any risk is excluded ; if so , specify the reasons .

F. QUALITY CONTROL

( comment on quality control measures like quality audit, ( ISO Audit), Internal quality improvement process, R & D orientation)

G. LABOUR TURNOVER

( Comment on method of measurement of Labour turnover : here specify replacement method or separation method, industrial relation and overall position relating to industrial peace)

H. DRAWING POWER CALCULATION

1. ( Comment on whether the drawing power is computed as per the norms advised by the bank : whether there is any difference in computation of DP).

Value of Stocks held as on – (As per our Valuation)

Less: Non moving / Obsolete Stock:

Less: Sundry Creditors:


Less: Margin



DRAWING POWER

2. Your Observations as to the marketability / saleability of the stock ( Briefly describe market condition, demand pattern, marketing arrangement etc)

3. Any qualifying comments of the statutory auditors of the company regarding maintenance of Books of accounts and Accounting policy adopted by the Borrower. This should be commented.

I. VALUATION OF SUNDRY DEBTORS / BOOK DEBTS

1. a. Total Book Debts declared as on

b. Of which bills discounted with the bank

2. a. Age wise bifurcation

    Outstanding upto 30 days

Rs.

31 to 90 days

Rs.

91 to 120 days

Rs.

Above 181 days

Rs.

b. Details of Partywise Outstanding ( whether outstanding of any particular debtor is in excess of 5 to 10% of the total debtors )

3. Book debts as percentage of total sales . Cumultaive figures should be furnished from the beginning of the fiscal year till the date of valuation ( Cumulative from …… to ………..)

4. Book debts identified as receoverable 

Rs.

    Doubtful of recovery



Rs.

    Bad debts




Rs.

( % age of such doubtful and Bad debts should be specifically commented)

5.Collection machinery put in place

6. Whether the borrower has provided for doubtful of recovery book debts

7. Whether there are any disputes in respect of Book debts

8. Your observations as to the quality of book debts

1. Have you located any discrepancy on verification of the books of accounts :

2. Whether there are any inter firm / intra firm debtors . Whether all the debtors are arising out of commercial transactions.

3. Comments on Drawing power against book debts

4. If the dat is stored in computer system, the safety features / measures in force to prevent any manipulative corrections / changes to be commented upon.

J. GENERAL CHECK LIST :

1. Whether the turnover in the account is brisk, comparable with the past levels / operating levels . Please comment

2. 
Whether sale proceeds are routed in the account. Please comment. If not routed, the reasons are to be enquired and commented in the report.

3. 
Whether purchase commitment is met by issue of cheque on CC / CA . Please comment.

4. Whether the borrower holds stock received for processing ( job work) and whether they are separately stored.

5. If so, whether it is so declared and deducted from the total stock.

6. Whether Stock turnover is satisfactory.

7. Whether borrowers record maintenance of stock and accounting is satisfactory

8. Comment on accounts – conduct with other consortium banks / banks under multiple banking arrangements.

9. Comments on accounts with any other banks / any diversion of funds.( If no diversion is observed, specific comment should be made)

10. Whether random physical inspection now conducted represent a correct position of the entire stock .

11. Whether bank’s hypothecation board is displayed.

12. Whether stocks are properly stored

13. Whether stock book is maintained upto date.

14. Whether details of stock, as per Stock register and Stock statement tally. Whether value of stock statement tallies with stock declared in the Balance sheet and for insurance cover.

15. Whether Purchase / sale invoice is verified. Whether valuation of purchases is correct ? Whether over valuation  of purchases is done .

16. Whether there are any purchases from allied / sisiter concerns : Whether all such transactions are genuine.

17. Whether there are cash purchases. Whether such cash purchases are proportionate.

18. Whether level of Sundry Creditors is commensurate with past trends.

19. Compliance of sanctioned terms with reference to registration of charge on stocks and Book debts.

Any other observation on :

a. Verification of invoices :

b. Physical verification of stocks

c. Stocks held with Processing / Job works or outstation godowns:

d. Old, obsolete , non moving stock:

AUDIT PROGRAMME FOR STOCK AND RECEIVABLES

INSTRUCTION TO AUDITEE TO KEEP REQUIRED RECORDS UPDATED

1.
Up to date Stock registers

2. Purchase invoice files for raw materials / stores etc.

3. DC file for all materials issued to outsiders

4. Up to date bank statement along with tallied BRS

5. Ledgers, Cash Books and Journals

6. Registers for Job work received and given.

7. Registers for goods received / goods sent on consignment

8. LCs and Bill register

9. Age wise Analysis of Book debts

10. Production records

COLLECTION OF RELEVANT PAPERS

1. Detailed Stock statement

2. Details of stock lying with outside units/ processors

3. Details of waste / Obsolete/ non moving stocks

4. Latest Provisional Balance Sheet and P& L A/c

5. Details of all limits enjoyed including Adhoc limits

6. Details of all sister concerns and the limits enjoyed

7. Details of transactions with sister concerns

8. Up to date Debtors / creditors list

9. Cost sheet and cost audit report, if available
DISCUSSIONS WITH THE MANAGEMENT

1. The expansion or Diversification if any in the recent past.

2. Industrial / Locational norms for identical units

3. Present and Future prospects of the Unit

4. Expansion or Diversification of personal assets of partners or Directors

SCRUTINY OF FINANCIAL STATEMENTS

1. Cost composition of products:
Raw Material (% of total cost) –

Labor (% of total cost) –

Overhead (% of total cost) –

2. Existence of stock with third parties :
Whether Labor charges are paid to outsiders?

3. For help in Valuation:

Gross Profit Ratio =

Net Profit Ratio     =

4. Adequacy / Reasonableness of existing inventory levels vis a vis past performance and the possibility of non moving stocks:

What is the Trend in Stock Turnover ratio?

5. Existence of Defective or rejected goods:
Whether Heavy Sales returns?

6. Existence of Third Party stocks inside the premises:

Whether income from Labor charges is received?

7. Raw materials (as % of total inventory)      = 

Raw materials (as % of level of operation)  =

WIP (as % of total inventory)       =

WIP (as % of level of operation)   =

FG (as % of total inventory)          =

FG (as % of level of operation)     =

Stores and Consumables (as % of total inventory)  =

Stores and Consumables (as % of level of operation)  =

8. Assessment of Working Capital Cycle:

9. Deployment of Funds outside the system:

Any Interest income ?

10. Possibility of use of short term funds for repayment of long term liabilities
Is there Reduction in Long term funds like Capital, loan etc?

11. Increase in current liabilities without corresponding increase in turnover and / or current assets may indicate use of short term funds for long term uses:

What is the Trend of Current liabilities vis a vis turnover?

12. Existence of Sticky Debtors:

What is the Debtors Turnover ratio?

13. Analysis of composition of Current liabilities:


Sundry creditors 


Advances received from customers


Statutory dues

13. Wrong classification of non current assets as Current assets:

Do an Analysis of Current assets.

14. Notes on accounts, Accounting policies, Auditor’s remarks and Observations, Directors remarks:

They may furnish information like method of valuation, Expansion or diversification, Doubtful Debts, Transaction with Directors/ Partners and their associate or Sister concerns, Quantitative particulars of inventory

STUDY OF BANK STATEMENT AND RECONCILIATION WITH BOOKS

They give an idea about:

1.    Cash Sales/ cash deposited into bank

2. Cash withdrawals

3. Frequency of Cheque bouncing if any =

4. Frequency of overdrawing / Exceeding Limits =

5. Incidence of devolving of LCs =

6. Post dated cheques: issued and received

STUDY OF GENERAL SYSTEMS & PROCEDURES OF THE BORROWER

1. Structure and System available with the borrowers for inventory and book debts management and how far it is followed?

2. Study the registers maintained to record purchases, production, sales, scrap generation, excise records etc.

3. Types of Vouchers generated to authorize above movements like Materials requisition slip, Goods received note, Delivery challans etc.

How and what stage such vouchers are updated in the registers?

4. Whether sufficient records are maintained to separately identify special stocks like Job work, Consignment, packing credit, under repair stocks etc?

5. Whether stocks are located in more than one place and if so, the type of records maintained to track such inter unit movement of stocks

6. Particulars of sister concerns and the type of transactions of the unit with its sister concerns.

7. Whether any system of perpetual / periodic physical verification exists in the unit?

8. Time lag between recording of purchases / Sales and Receipts / Issues of goods

9. Billing System and time lag between incurring and recording of job charges

10. Review of purchase and sale procedures and policies.

PHYSICAL STOCK VERIFICATION
Examination of Stock records

1. Verify stock records with the stock statements furnished to the bank every month on a random basis

2. Verify whether the stock record is properly maintained by cross verifying the entries with the DCs, MINs, transfer sips etc.

3. Cross-verify purchase register / stock register with Excise Raw Materials Register to ensure whether all latest purchases have been journalized and posted.

4. See the past trend and observe any major divergence in stock holding levels esp. WIP, stores. Are there any such divergence ?

5. Check if there are adequate procedures and records, which would enable the party to give the correct quantity of stock at any given time.

Physical Stocktaking

1     Are Entire stock in all locations listed ?

 2.   Are Packing Credit Stocks separately earmarked ?

3.   Is Bank Hypothecation board prominently displayed and a permanent fixture ?

4
Just do Test check for low value items

5. WIP  

6. Method of storage and surrounding neatness one can make out whether some stocks are obsolete or non moving. See expiry date in packing for degradable items

7. If special distinguishing marks are available on the raw materials, make a note of it for subsequent cross verification with the invoices and records.

8. Stocks with third parties – (Page 27)

Precautions & other aspects during stock taking

1. If movement of stocks is unavoidable during stock taking, a procedure for identifying and recording such movements should be made before commencing the physical verification.

2. Appropriate cut off procedures should be adopted to ensure that (a) goods received but not accounted are excluded or liability for purchases are taken into account and (b) goods sold but not dispatched are excluded from stocks or reduced from book debts.

3. Similar adjustment should be made for stock in transit.

4. If there are other entities within the same premises and their stocks?

5. General comment on Fire fighting equipment.

6. Exclude items for sampling or testing for quality control.

7. Exclude capital items like tools, dies, jigs, molds, patterns etc from the inventory as they are usually financed by term loan.

8. Review the efficacy if the unit has a system of regular physical verification. See how discrepancies were analyzed and remedial steps taken.

9. Whether the unit has a regular and reliable system to identify obsolete, non moving, defective, slow moving, damaged or redundant stocks and is taking steps to dispose off the same and taking preventive steps for for its non recurrence.

10. Verify if the unit is also holding any third party stocks.

ANALYTICAL REVIEW PROCEDURES

1.Opening Stock + purchases +production = sales – closing stock = Correct ?

2. Closing stock qty and amount for 2007 with 2006 =

3. Stock quantities and amounts with sales and purchases for 2007 and 2006 =.

4 Closing raw material as a % of total stocks for 2007 and 2006. =

5 Gross profit for 2007 and 2006 =

6 Actuals vs. budgets =

7 Ratios of inventories with industry norms =

8 Lead period, operating cycle and Minimum economic quantity =

9 Terms of supply =

DIRECT CONFIRMATION

VALUATION OF STOCKS

(A) VALUATION OF DIFFERENT ITEMS OF INVENTORY

1. Selection of items for valuation – From the detailed stock statement, use ABC Analysis. The process of ABC classification should be based on the rate, value as well as average level of holdings and not merely on the total value as on the valuation date.

2. Disclosure requirements – Disclosure of method of valuation and cost formula is required to be made in the report.

3. Basis of valuation – Valued at cost

4. Components of Cost  - Expenses directly related to production like raw materials, labor and other production overheads. Goods unrelated to the activity of the borrower shall be excluded. Exclude pre paid expenses. Exclude expenses for procurement of raw materials. Add: Advances paid to suppliers of raw materials.

5. Methods of determining Cost – Specific price or FIFO or Weighted average method.

( B) EXCLUSION OF ITEMS NOT ELIGIBLE FOR BANK FINANCE

a. Goods received for job work 

b. Goods received on consignment

c. Goods received for rectification or repair

d. Goods received on LCs to the extent not paid for

e. Goods sold but not dispatched

f. Goods received but not recorded in the books of account

g. Goods received on approval

h. Goods not belonging to borrower

i. Obsolete, redundant & non moving stocks. However slow moving stocks may be included with a specific disclosure

( C)  ASSESSMENT OF CREDITORS TO ASCERATAIN PAID STOCKS


Average sundry creditors (for goods used in the business) are deducted from the value of stocks to calculate Drawing power.

D.P = a + b + c - d –e – f

a = value of inventory

b= unfinanced eligible receivables

c = Advance payment made to supplier of raw materials

d = Advance payment received from clients

e = Creditors for goods received including those under L/Cs, accepted bills and BGs

f = stipulated margins.

Sum of b & c should not exceed the sum of d & e.

AUDIT OF RECEIVABLES

They include trade receivables, trade acceptances, third party instruments, and amounts due from officers, stockholders, employees, or affiliated companies.

Amounts invoiced to customers ( Billed) + Accrued sales for goods delivered but not billed ( Unbilled) + Contract retentions + Supplier’s debit balances – Provision for bad debts – Credits for returns- Allowances – cash discounts and rebates.

Verification of debtors may be carried out by employing the following procedures:

a. Assessment of internal controls and checks

b. Examination of records

c. Analytical review procedures

d. Direct confirmation procedure

e.  Items to be excluded

A. ASSESSMENT OF INTERNAL CONTOL AND CHECKS

The auditor should examine the following:

1. Basis on which credit limits for customers is decided =

2. Prompt recording of debts and receipts and of linking receipts with debts?

3. Preparation of ageing at regular intervals?

4. Statement of accounts to be sent to debtors at regular intervals?

5. Material adjustments like allowances etc with approval of competent authority?

6. Periodic reconciliation of various debtors balances?

B. EXAMINATION OF RECORDS

Check:

1. Agreement of balances as shown in the schedule of debtors with Ledger

· Whether age has been properly determined ?

· Transfer from one account to another are properly evidenced ?

· Whether provision for allowances, discounts and doubtful debts made. Indicators of such debts are:

i. Terms of credit have been repeatedly ignored

ii. Lack of healthy turnover in the account

iii. Balance is continuously increasing inspite of receipt of payment

iv. Payment received are quite small in relation to total O/s balance

v. Repeated dishonor of cheques

vi. Old bill not paid or partly paid whereas later bills fully settled

vii. Under litigation, arbitration or dispute

2. Agreement of total of debtor balances with the related control accounts ?

3. Verification of subsequent realizations

4. For significant Debtors – Examine the correspondence or other documentary evidence

C. ANALYTICAL REVIEW PROCEDURES

1. Debtors in 2007 vs 2006 =

2. Debtors / Sales for 2007 and 2006 =

3. Actual Debtors  vs budget for 2007 =

4. Ageing schedule 2007 vs 2006 

5. Company debtors ratio vs Industry norms or similar companies =

D. DIRECT CONFIRMATION PROCEDURE

E. ITEMS TO BE EXCLUDED

a. Debtors not related to normal trade transactions

b. Show separately Debts due from associate / sister concerns

c. Bad & Doubtful debts

d. Debtors beyond eligible period

e. Bills discounted

f. Receivables sold to factors

OTHER ASPECTS

1. Insurance

1. Risks covered – Fire, Burglary, Natural calamities, Mechanical breakdowns, and Transit insurance?

2. Items -Whether all items covered?

3. Locations – All stocks at all locations including those with third parties. Whether storage and location is in consonance with the insurance policy?

4. Value – Value of policy should cover Maximum inventory levels?

2. Break down / Repairs - Ascertain arrangements for immediate repairs and regular maintenance of machinery, building and other infrastructure esp. of such breakdowns are likely to have an impact on the safety and condition of the stock

3. Prevention of fire - Fire fighting arrangements for both mechanical and electrical fires?

4. Other hazards like pests and Rodents, chemical, leakage etc?
5. Thefts, burglary, pilferage?
6. Deterioration and Obsolescence of goods?
7. Accidents?
8. Sale and purchases from Sister and Associate concerns (reasonable and comparable to those from outsiders?)

a. Value of stocks 

b. Credit period

c. Moving?

d. On account of genuine business requirements and not mere fund transfers?

9. Costing System
a. Proper?

b. Cost records maintained?

c. What is the Basis of charging raw materials, labor and overhead to cost of production?

10. System of Records


Whether proper records maintained to record:

a. Inward outward movement of goods?

b. Third party transactions?

c. Production?

d. Wastage and Yield?

e. By products / Joint products etc?

f. Interunit transfers?

11. System of Storage 

a. Whether adequate arrangement and skilled personnel for storage and retrieval in a scientific manner?

b. Whether Bin card system followed?

11. List of records and Books verified 

12. Review all the components of working capital 

13. Miscellaneous Aspects

a. Whether business of the company is brisk?

b. Whether the stocks are commensurate with the turnover?

c. Whether all sale proceeds are routed through bank?

d. Whether all purchases are mainly met through Cheques and draft

e. Whether the volume of cash transactions is reasonable?

f. Whether the transaction with other members of Consortium if any is proportionate with the terms of the Sanction? 

