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INTERNAL AUDIT REPORT OF ABC Pvt. Ltd 
 
 
Period 
 

 
 

Place  
 

Audit Team  
 
 

Supervision  
 
 

Audit Scope : Transaction Vouching, Inventory 
System Controls, Internal Controls, Intra 
Unit Transactions,  
Excise Records, 
TDS, FBT and Service Tax  
 

Audit Observations  

  
1. Custom Duty 

expenses 

Audit Observation 
 
 

Custom Duty paid on import Rs.  …….. 
debited in Custom duty account and 
grouped with Direct Expenses. 
 

  System Weakness 
 
 

Cost of import purchase will show at 
reduced cost and Cost of consumption will 
also be shown at reduced cost. Accordingly 
Valuation of W.I. P and Finished Goods will 
be affected. 
 

  Suggested 
Improvements 
 
 

Duty paid on Import should be shown 
together with Import Purchase and amount 
should be tracked with respective 
purchased items. 
It will enhance accuracy in Valuation of 
Closing Stock. 
 

2. Rubber Cess Audit Observation 
 
 

Rubber Cess of Rs. ….. paid on purchase 
of Rubber shown separately with Purchase 
Rubber. 
 

  System Weakness 
 
 

Cost of purchase will show at reduced cost 
and Cost of consumption will also be 
shown at reduced cost. Accordingly 
Valuation of W.I. P and Finished Goods will 
be affected. 
 



XYZ & Associates   

 

  Suggested 
Improvements 
 
 

Rubber Cess on purchase should be 
shown together with Rubber Purchase and 
amount should be tracked with respective 
purchased items. 
It will enhance accuracy in Valuation of 
Closing Stock. 
 

3. Stock transfer Audit Observation 
 
 

Stock has been transferred from ONE Unit 
to OTHER Unit and freight incurred on 
transfer has been entered with Freight 
Inwards separately. 
  

  System Weakness 
 
 

Practice will affect in correct valuation of 
Closing stock and Consumption. 

  Suggested 
Improvements 
 
 

Freight should be shown together with 
respective transfer and amount should be 
tracked with respective purchased items. 

4. Freight on 
Purchase 

Audit Observation 
 
 

(A) 
Freight paid on purchases is debited 
separately and grouped separately as 
freight Inwards and freight Exempted. 
 

  System Weakness 
 
 

This practice reduces the cost of purchase 
and accordingly reduces the valuation and 
consumption of inventory. 
 

  Suggested 
Improvements 
 
 

Freight paid on purchases should be 
shown together with respective purchase 
and amount should be tracked with 
respective purchased items. 
It will ensure correct valuation of Closing 
Stock. 
 

  Audit Observation 
 
 

(B) 
Freight paid on purchase of Cement and 
building material has been treated as 
revenue items and debited in profit and 
loss account. 

(Annexure A) 

  System Weakness 
 
 

This practice will reduce the Cost of 
building being capitalized and charging 
capital expense in the profit and loss 
account will result in wrong determination 
of Profit and Loss and accordingly affect 
True and Fair presentation. 
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  Suggested 
Improvements 
 
 

Freight Expenses should be treated as 
capital expenses and should be debited in 
Building Account instead of revenue 
account. 
 

  Audit Observation 
 
 

(C) 
Freight on purchase of Air Conditioner and 
Fire Fighting Equipments has been treated 
as revenue expenses and debited in profit 
and loss account. 

(Annexure A) 

  System Weakness 
 
 

It will reduce Cost of Capital assets 
purchased and charging capital expense 
in the profit and loss account will result in 
wrong determination of Profit and Loss 
and accordingly affect True and Fair 
presentation. 
 

  Suggested 
Improvements 
 
 

Freight Expenses should be treated as 
capital expenses and debited in Fixed 
Assets in Air Conditioner account and Fire 
Fighting Equipment account instead of 
revenue account, subject to materiality of 
amount i.e. > Rs.1,.000/-  
 

  Audit Observation 
 

(D) 
On analysis of purchases, we found that 
on several purchases no freight has been 
paid and management has to ensure 
whether these purchases are CIF or ex-
factory if latter applies, the freight must 
have been debited in the books. 
 
In the case of Raw Material purchase, a 
stamp should be affixed on purchase bill to 
indicate whether it is CIF or ex-factory 
where ever applicable.  
 

(Annexure B) 

5. Loading and 
Unloading 
Expenses 

Audit Observation 
 
 

Expenses paid on loading and unloading 
of material cement and plant and 
machinery items has been treated as 
revenue expenses and debited in profit 
and loss account. 

(Annexure C) 

  System Weakness 
 
 

It will reduce Cost of Capital assets 
purchased and charging capital expense 
in the profit and loss account will result in 
wrong determination of Profit and Loss 
and accordingly affect True and Fair 
presentation. 
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  Suggested 

Improvements 
 
 

Loading and unloading expenses should 
be treated as capital expenses and 
debited in Building Account and respective 
Plant and machinery account instead of 
being debiting in revenue account. 
 

6. Lab Equipment Audit Observation 
 
 

Freight bill on purchase of Lab equipment 
from Germany not found. 

  System Weakness 
 
 

Cost of Lab Equipment will not be correctly 
assessed. 

  Suggested 
Improvements 
 
 

Bill should be in place and be entered in 
books of accounts. 

7. Office 
Equipment 

Audit Observation 
 
 

Freight bill on purchase of office 
equipment not found. 

  System Weakness 
 
 

Cost of capitalization of office Equipment 
will not be determined correctly. 
 

  Suggested 
Improvements 
 
 

Bill should be in place and be entered in 
books of accounts. 

8. Fixed Assets Audit Observation 
 
 

On verification of Fixed assets register, we 
found that freight charges and installation 
expenses was not entered in the books 
and not capitalized, also the fixed assets 
register was not complete. 
 

9. Building under 
construction 

Audit Observation 
 
 

On verification of building expenses, cost 
of labour has not been added in the capital 
cost of the building. 
 
Whereas a system must ensure a 
certification by in house engg. / supervisor  
to this effect that how much construction 
has been completed and there is not much 
difference in the capital cost of the 
completed portion and the pre estimated 
cost.   
 

10. Bank Interest 
 

Audit Observation 
 
 

Loan taken for construction of building. 
Bank interest (Rs. 702792 from April-07 to 
July-07) paid on loan has been debited in 
profit and loss account and treated 
revenue items, While building is still under 
construction. 
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  System Weakness 
 
 

Debiting amount in revenue account will 
reduce profit and reduce capital cost of the 
building, which is incorrect disclosures of 
financial account and violation of 
accounting standard 16 borrowing cost.   
 

  Suggested 
Improvements 
 
 

Pro-rata amount of bank interest should be 
capitalized instead of being debiting in 
revenue head till the time building is 
completed and ready for use. . 
 

11. Sample 
Expenses 

Audit Observation 
 
 

Duty paid on issue of sample is treated as 
expenses. 

  System Weakness 
 
 
 

Cost of sample and cost of Finished 
Goods can not be ascertained separately 
during to mixed accounting. 
 

  Suggested 
Improvements 
 
 

If possible separate accounting treatment 
from input issued to production of sample 
be maintained. 

12. ESI and PF 
employer 
contribution 

Audit Observation 
 
 

Grouped in Administrative head 

  Suggested 
Improvements 
 
 

Should be Grouped with Direct expenses 
together with wages. 

13. Cenvat  Audit Observation 
 
 

As per present system, following accounts 
are maintained for recording excise 
transactions 
a. Cenvat receivable and related cess 

accounts 
b. PLA and related cess accounts 
c. Excise duty on sales and related cess 

accounts 
d. Excise duty paid 
 

  System Weakness 
 
 

a. Excise duty paid account always 
shows a debit balance in the financial 
records 

b. Excise duty on sales always shows 
credit balance grouped with sales 

 
  Suggested 

Improvements 
 
 

a. At the end of the month, Excise duty 
payable account should be credited to 
the extent of the months liability by 
debit to excise duty on sales account. 

b. On 5th day of each month Excise duty 
payable account should be debited by 
crediting the Cenvat receivable and 
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PLA account. 
c. This will ensure proper reconciliation of 

Excise Records with Financial Records 
and in future system of VAT accounting 
can be implemented on the same lines. 

 
14. Valuation of 

Work in 
process and 
Finished goods 
 

Audit Observation 
 
 

Stock of Work in process is worked out at 
the end of the month and estimated rates 
are applied to arrive the figure of Value of 
WIP stock and accordingly valuation of 
finished goods is worked out. 
 

  System Weakness 
 
 

This system is not ensuring the valuation 
of WIP and FG at actual rate and 
accordingly erroneous valuation and 
profitability may arise. 
 

  Suggested 
Improvements 
 
 

Job no or batch no. wise production will 
ensure valuation of WIP and Finished 
goods at actual cost instead of estimated 
cost. This will eliminate the deficiency in 
existing system and enable determination 
of correct valuation and profitability. 
 

15. Stock 
transferred to 
other units 
 

Audit Observation 
 
 

Goods are transferred from one unit to 
other unit at standard rates, not at the 
actual rates. 

  System Weakness 
 
 

Inter-unit profit elements are not worked 
out and determination of correct profit 
becomes difficult. 
 

16. Voucher not 
made/corrected 

Audit Observation 
 
 

On vouching of Cash and Journal, various 
vouchers are not made and various 
voucher needs to be corrected. 
 

17. Difference in 
Tally record 
and excise 
record 
 

Audit Observation 
 
 

Various items in tally record showing 
difference from excise record. 

(Annexure D) 

18. Nomenclature 
difference 

Audit Observation 
 
 

We found nomenclature difference in few 
items from tally record to excise record. 

(Annexure E) 
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19. Material sent 
for Job Work, 
Charges not 
entered. 
 

Audit Observation 
 
 

Goods are sent for Job work and return but 
the charges for job work have not been 
entered into books in most of the cases. 

(Annexure F) 
 

20. 
 

Prior Period 
Expenses 

Audit Observation 
 
 

Various Expenses which were related to 
previous year has been entered in the 
current financial year. 

(Annexure G) 
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Management Comment/Action 
 

 

Point no.    
1. 
 

 

2. 
 

 

3. 
 

 

4. 
 

 

5. 
 

 

6. 
 

 

7. 
 

 

8 
 

 

9 
 

 

10 
 

 

11 
 

 

12 
 

 

13 
 

 

14 
 

 

15 
 

 

16 
 

 

17 
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21. 
 

 

 


