	Excise Audit Manual

	Chapter 1 
INTRODUCTION

	Purpose:
1.1.1 The purpose of the Excise Audit Manual is to outline the principles and policies of audits conducted under the Central Excise Act and the Rules framed there under.
Guidelines provided herein are intended to ensure that:

· the Central Excise audits are carried out in a uniform, efficient and comprehensive manner, adhering to stipulated principles and policies; and 

· the audit standards (as contained in Chapter 5 of this Manual) are observed while conducting the audit. 

1.1.2 It is recommended that the Standard Audit Programme, Working Papers, previous Audit Reports, Participant Manual and Board’s instructions issued from time to time etc. may be studied for the detailed instructions on Central Excise Audit.

Standard Audit Programme (contained in Part II) is a self-contained and systematic outline of procedures to be followed by an Auditor to conduct a Central Excise audit.
Audit Report and Working Papers (contained in Part III) are elaborate documentary records of an audit conducted by the Auditor.

Participant Manual is a document prepared by the National Academy of Customs, Excise and Narcotics for the participants undergoing training course on Central Excise audit to familiarize themselves with the Audit Manual and principles, standards and objectives of Audit.

1.2 Scope:

1.2.1 The manual covers subjects that are related to principles, policies and special issues pertaining to conduct of a Central Excise audit. For detailed audit steps or audit procedures, Parts II and III of this Manual may be referred to. The manual does not deal with legal interpretations and rulings on excise matters.

1.2.2 The manual does not contain the answers to all the problems that may arise in the day-to-day audit work. In such cases, the auditor has to apply his mind, keeping in view the spirit of the principles and policies outlined in the manual. If needed, he may seek guidance from the supervisory officer.

1.3. Amendments

1.3.1 Future changes in the Central Excise Act and the Rules framed thereunder, administrative policies and procedures may require changes to this Manual. The experience gained during the conduct of audit would also necessitate its periodic updating to maintain its utility. 

1.3.2 The users are welcome to provide suggestions for the improvement of this Manual and to make its scheme and contents more useful. Suggestions may be forwarded to Directorate General of Audit through local Commissioners.

Chapter 2 
AUDITOR’S RESPONSIBILITY AND AUTHORITY
 
2.1. Definition of Auditor: 

2.1.1. Auditor means ‘a Central Excise officer entrusted with the responsibility of conducting audit’. It includes an Assistant Director (Cost).

2.2 Role of the Auditor: 

2.2.1 While conducting audit, the Auditor is required to carry out his duties with utmost sincerity, integrity and diligence. The Auditor has immense responsibility in detection of non-compliance, procedural irregularities and leakage of revenue due to deliberate action or ignorance on the part of the assessee. At the same time, the Auditor should keep in view the prevalent trade practices, the economic realities as also, industry and business environment in which the assessee operates. Therefore, the Auditor should take a balanced, scrupulous and rational approach while conducting the audit. During the course of the audit if certain technical infractions, without any revenue implications, arising due to bonafide oversight or ignorance of the assessee, are noticed, the assessee should be guided for immediate correction. Such cases should also be mentioned in Working Papers discussed in Part III.

2.2.2 The audit process should be transparent so that all the findings are intimated to the assessee and an opportunity is given to the assessee to give his explanation before an objection is finalised and consequential action is initiated.

2.2.3 The Auditor should take into account the explanation from the assessee regarding all points of dispute before taking the final view. If necessary, the Auditor should contact his supervising Asstt. / Deputy Commissioner to ensure that the views taken by him are consistent with the law and the upto date instructions.

2.2.4 An Auditor is responsible for conduct of audit and should endeavour to take a final view on all issues raised by him during that audit. The Auditor should document all his findings in the Working Papers so that a record of steps leading to an audit point is available. The Working Papers for each of the step should be filled as soon as that step is completed. 

2.3. Dealing with the Public:

2.3.1 The objective of the Central Excise Department is to collect correct amount of duties levied under the Central Excise Law in a cost effective, responsive, fair and transparent manner and also to maintain public confidence in the system of tax collection. This should be reflected in the Auditor’s conduct and attitude.

2.3.2 The Auditor should establish and maintain a good professional relationship with the assessee. The Auditor should recognise the rights of the assessee, such as, the right to impartial, uniform and transparent application of law and the right to be treated with courtesy and consideration. All law-abiding assessees stand to gain from such audit in as much as: -
(a) They will be better equipped to comply with the Central Excise Law and Procedures;
(b) The preparation of prescribed returns and self-assessment of Central Excise duties will be better focussed, correct and complete; 
(c) The scrutiny of business accounts and returns submitted to various agencies, in the course of audit will remove any deficiencies in their accounting and internal control systems;
(d) The disputes and proceedings against them would be substantially reduced or even eliminated.

2.3.3 Auditor should be tactful to gain the goodwill and confidence of the assessee. Where there is lack of co-operation, deliberate failure to provide information and records by the assessee or in case of other exigency, the Auditor should inform his superiors and follow it up by a written report, if necessary.

2.3.4 Confidentiality should be maintained in respect of sensitive and confidential information furnished to an Auditor during the course of audit. All records submitted to the audit parties in electronic or manual format, should be used only for verification of levy of excise duty or for verification of the tax compliance. These shall not be used for any other purposes without the written consent of the assessee. Maintaining the confidentiality is necessary to secure the trust and co-operation of the assessee. 

2.4. Auditor’s Authority under the Central Excise Law:
2.4.1 There is no separate cadre known as `Auditor' under the Central Excise Law. The departmental audit is conducted by the Central Excise Officers and all the powers vested in the Central Excise Officers under the Act and Rules are available to the officers conducting the audit. Thus, the Auditor is also a ‘proper officer’.
 
2.4.2 Most of the statutory documents and records that were earlier maintained under the Central Excise rules have been dispensed with. Therefore, the Auditor, for conducting audit, has to mainly rely on the records maintained by the assessee in the ordinary course of business. Under sub rule (2) of rule 22 of Central Excise Rules, 2002 the assessee is required to furnish a list in duplicate of all the records prepared or maintained by him for accounting of transactions in regard to receipt, purchase, manufacture, storage, sales or delivery of goods including inputs and capital goods. Sub rule (3) of rule 22 of Central Excise Rules, 2002 provides that the assessee, on demand shall make available the following documents for scrutiny to the audit parties:
a) Records maintained or prepared by him in terms of sub rule (2) as aforesaid;
b) The cost audit reports, if any, under Section 233 B of the Companies Act, 1956 (1 of 1956); and
c) The Income Tax Audit reports, if any, submitted under Section 44 AB of Income Tax Act, 1961 (43 of 1961).
 
2.4.3 Therefore all records maintained by the assessee for accounting of transactions in regard to receipt, purchase, manufacture, storage, sales or delivery of the goods including inputs and capital goods are to be furnished on demand by auditor, whether maintained manually or in computer. Where an assessee maintains or generates his records by using computer, he should provide these records to the auditor in electronically readable format like floppies, Compact Discs, etc. after due authentication.
2.4.4 The Auditor, as an officer of Central Excise, has power of free access to any registered premises for carrying out verifications and checks for conduct of audit. 
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	Excise Audit Manual
Chapter 3
AUDIT SELECTION
3.1 Audit by selection:

3.1.1 Mere emphasis on coverage of more number of units obviously dilutes the quality of Audit. Selection of units for audit is extremely important as it permits deployment of the existing administrative resources for achieving effective audit results. Selection of units for audit, which is also referred to as ‘work load selection’, means selection of units to be audited during a specified period depending upon the available administrative resources.

3.1.2 Notwithstanding the above principle, there are certain types of units (depending on criteria such as the quantum of annual duty payment), which are to be audited mandatorily every year. The remaining units are to be subjected to audit by selection. The units for such selective audit should be identified on the basis of assessment of the risk potential to revenue. This process is known as Risk Assessment. The Board from time to time issues instructions in this regard which have to be strictly followed. 

3.1.3 The Audit selection guidelines, therefore, would apply to the non-mandatory units. The concept of risk assessment is an essential feature of audit selection. This method involves identification of certain risk parameters, which are broadly of two types: 
(i) Benchmark Ratio based risk parameters; and
(ii) Stand alone risk parameters.
Category (i) covers risk parameters based on benchmark ratios, which study the quantitative deviation of an individual assessee’s parameters from the industry norm. One such risk parameter R1, as already identified, represents the risk factor derived by comparing performance of an individual unit with the ‘All India’ average performance of all units manufacturing the same goods. To illustrate one of the benchmark ratio based risk parameters can be the total CENVAT credit availed divided by the total duty paid. The extent of deviation of the ratio for the individual unit from the benchmark ratio for the industry as a whole is used to arrive at a quantitative assessment of ‘rupee risk’, which gives a systematic and reasonable projection of possible extent of non-compliance by the assessee. The units are ranked in descending order of ‘rupee risk’ to facilitate selection. 

3.1.4 In working out the benchmark ratio, it would be necessary to classify the units into various industry groupings and further each grouping into sub-groupings on the basis of turnover (for e.g. big, medium or small). These ratios would be computed centrally by the Directorate General of Audit in close co-ordination with the Directorate General of Systems and Data Management. The utility of these parameters is especially important for selection of smaller units for audit. Selection becomes critical especially in view of the large number of units in the non-mandatory category.

3.15 Category (ii) covers stand alone risk parameter, which is described as R2 risk factor. Under this, the individual ratio of the assessee is compared at successive points of time for the same unit without calculating the ratio for the industry as a whole. Thus this can relate to the difference between the amount of input CENVAT credit availed divided by the value of dutiable clearances (including export clearances under bond) for the previous year and the year before the previous year.
Due to non-availability of requisite facilities with Directorate General (Audit), it has been decided as an interim measure to do the selection process based only on R2 risk factor together with local risk factors.

3.1.6 Method of selection of such units based on risk assessment: The exercise for selection of units for audit should be carried out for the entire year at the beginning of the financial year. The following steps are to be undertaken sequentially. 
Ø Preparation of updated list of all registered units of the Commissionerate falling under different duty slabs (i.e. above Rs. 1 crore, between Rs. 10 lakhs and 1 crore and below Rs. 10 lakhs).
Ø Preparation of updated list of all 100 % EOUs.
Ø Deciding upon the maximum number of audits that can be carried out in different duty slabs in non-mandatory categories taking into account:
(i) The instructions of Board,
(ii) The available audit man-power, and 
(iii)Available audit man-hours after conducting the mandatory audits.
Ø Working out of risk parameters as prescribed by the Board (R2 factor, at present) together with local risk parameters. Local risk parameters, which may vary from one Commissionerate to another and from one commodity to another are illustrated below:

a) High duty paying units;
b) Units availing high percentage of CENVAT or showing fall in revenue but increase in CENVAT;
c) Units undertaking expansion or diversification entailing one time excessive availability of CENVAT credit in respect of Capital goods.
d) Units producing evasion-prone/high duty final products; 
e) Units having bad track record with the department;
f) Units manufacturing goods on job work basis;
g) Manufacturer of consumer durables particularly having MRP based assessment.
h) Units manufacturing both dutiable and exempted goods.
i) 100 % Export Oriented Units;
j) Duty paying SSI units whose value of clearances remain just below the threshold level for the last few years;
k) Units manufacturing items like Molasses whose distribution is controlled.
l) Units undertaking job on Turnkey basis. 
m) Units, which have been subject to merger or amalgamation recently.
n) Units selling goods through related/associated units.
o) Unit where assessable value shows a downward trend or production is stagnant or falling.
p) Units in respect of which important legal changes from Excise angle have taken place.
q) Units also engaged in Trading of similar goods.
 
Ø Identification of Reference Units. (As explained in para 10.4, these are the units with very low or negative risk-value with out any local risk factor. The Audit of such selected units helps in ascertaining the efficacy of risk parameters like R1 and R2.)
Ø Preparation of final annual lists of units selected for audits by applying the prescribed risk parameters together with local risk factors.

3.1.7 Commissionerates should achieve the audit targets by suitably enhancing the audit manpower. However, if it is not possible to cover all such units due to manpower constraints, priority should be given to the units in the category of mandatory audits (i.e. units paying annual PLA revenue of above Rs. 1 crore and 100 % EOUs). The selection of non-mandatory units should be made in descending order of their risk perception for each category (i.e. below Rs. 10 lakhs and between Rs. 10 lakhs and Rs. 1 crore of annual PLA revenue) keeping in view the available manpower, the number of units in each category and Board’s instructions. 

3.1.8 It is clarified that all 100 % EOUs fall under the category of mandatory audits and should be audited at least once a year. 

3.1.9 Risk profiling may also be done for identifying risk areas in case of mandatory units. For this purpose various risk based ratios for the unit may be compared with respective bench mark and stand alone ratios to find out potential risk areas. This may form part of desk review for the unit.  

3.2 Allocation of units for Audit:

3.2.1 As detailed in paras 6.4.1 and 6.4.2, an “Audit Cell” in the Audit Section of the Commissionerates shall be responsible for planning, allocation, coordination of monitoring and evaluation of audits. Once the units are selected for audit, they should be allocated among the available audit parties. For such allocation, the Audit Cell should maintain a profile of each Auditor in computer which should also mention the expertise, if any, of the officer. Educational background of the Auditor, background in accountancy, his experience in the department in various fields, his expertise, and his previous postings would be relevant for the allocation of audit work. It must be ensured that an officer who has been Superintendent or Inspector in-charge of the same factory in the preceding 5 years is not detailed for auditing the unit.
A profile of each auditor will be maintained by the 'Audit cell' in computer comprising interalia the following information:
Name of the officer.
Designation.
Experience in the Department.
Professional qualification, if any.
Experience in Central Excise Range or Divisional office (in years).
Whether undergone training in audit.
Experience in audit wing.
Number of major audit points raised by him on his own (to be taken from Working Papers) in his career. Amounts involved in such cases.
Any commendation/awards, rewards, etc. received.
Each auditor should furnish a self-appraising resume containing the above information immediately upon joining the audit section, which should be upgraded on yearly basis so long as the officer continues to be posted in the Audit Section.

3.2.2 Efforts should be made to arrange special training programmes for major industrial sectors in the jurisdiction of a Commissionerate so that auditors have the necessary specialization and sufficient number of auditors specializing in major industries are available. Allotment of unit for audit will be done for a quarter so as to give enough time for auditors to prepare background material and familiarise with the units.

3.2.3 Asst. Director (Cost) should be associated with all major audits, involving valuation issues. Wherever the Commissionerate has no Assistant Director (Cost), the Chief Commissioner (CE) of the zone should make his services available to such Commissionerate. 
 
3.3. Deployment of Auditors:
 
3.3.1 Normally, officers selected and posted to the audit section should be allowed to continue to function in the audit wing for a minimum period of three years.
 
3.3.2 In case of a unit, which has been identified as one with heavy workload (as transactions are quite large and heavy), more than one audit party may be deployed at a time and the items of audit work should be specifically assigned to them by the supervising officer.
 
3.3.3 Normally, each audit party may consist of one Superintendent, two Inspectors and a Deputy Office Superintendent. However depending on the availability of the officers of the aforesaid grades the constitution of an audit party may be modified (e.g. there can be more than one Superintendents in an audit party when sufficient number of inspectors are not available. In that case senior most Superintendent should lead the audit party). The supervising officer of the rank of Assistant Commissioner / Deputy Commissioner must frequently (especially in important and sensitive units) associate with the actual audit and attend to the areas of risks identified during desk-review. As prescribed in para 10.5, all units listed to be audited should be intimated at least 15 days before the commencement of audit verification in their premises. Every audit party is required to inform the Assistant / Deputy Commissioner (Audit & that of the Division) about their presence in a factory as soon as they reach the factory so as to enable the supervisory officer to contact them whenever necessary.


Chapter 4 
Conducting the Audit

4.1       Introduction:
4.1.1 Audit will be conducted as per the Standard Audit Programme in Part II. The Standard Audit Programme enumerates steps for conducting audit in a systematic manner and on sound auditing principles to assess the degree of tax compliance by the assessee. 
4.1.2 The broad principles are:
(i) Audit will be conducted in a systematic and comprehensive manner.
(ii) Emphasis will be on scrutiny of records maintained in the normal course of business.
(iii) Audit effort will be based on materiality principle – higher the potential risk, greater the intensity of scrutiny.
(iv) Recording of all findings.
(v) Audit is clearly distinct from anti-evasion activity – audit can uncover non-compliance only to the extent of their reflection in the books of accounts.
(vi) During the audit if it is found that the guidelines in the Standard Audit Programme are in conflict with provisions of the Central Excise Act / Rules / Notifications / Instructions because of changes made subsequent to publication of this Manual, the provisions of Act / Rules / Notifications shall prevail over the guidelines of the programme.

4.2 Period to be covered during audit:
 
Every audit should invariably cover the retrospective period up to the previous audit by Departmental Audit Party or the last 5 years whichever is less and should extend up to one completed month preceding the date of current audit.

4.3 Duration of audit:
 
Efforts should be made to complete each audit within the following general time limits:-

i) Units with annual PLA duty above Rs.1 crore (mandatory units) – 10 working days.
ii) Units with annual PLA duty between Rs.10 lakhs and Rs.1 crore – 7 working days.
iii) Units with annual PLA duty upto Rs. 10 lakhs – 5 working days (out of which normally not more than 3 days for verification in the assessee’s unit).

The duration, as above, covers the entire period spent on audit of a particular assessee from Desk Review to preparation of report of audit results (i.e. days spent in office as well as in a factory). In exceptional cases, aforesaid period may be extended with the approval of Deputy/Assistant Commissioner (Audit). Further, in accordance with the requirements of the audit of a particular assessee such duration can suitably be reduced with the express prior concurrence of the Deputy/Assistant Commissioner (Audit) provided the verification as per the Audit Plan is completed in the prescribed manner.

4.4 Overview of the Audit Programme:
 
4.4.1. The details of the steps to be followed while conducting audit are available in the ‘Standard Audit Programme’. However, the steps in brief are mentioned below. It is important that the auditor records all of the steps, in appropriate Working Papers, as he goes along. 

4.5. Preparing for Audit:
 
Preliminary or Desk Review.
 
4.5.1 Upon assignment of an audit, the auditor must do complete preparation before the visit to the unit. This is done in the office and involves reviewing all the information available about the unit, its operations, reasons for selection for audit and possible issues that can be identified at this stage. Perusal of Assessee Profile, Annual Report, Trial Balance, Cost Audit Report and Income Tax Audit Report will help the auditor in the preliminary review.

4.5.2 The auditor should also get the assessee profile and other information from the computer wherever computerized information is available. If the information is incomplete, the same should be entered so that in due course information becomes complete.
 
Gathering Information about Assessee and the Systems followed by him.
 
4.5.3 At this stage, the auditor gathers information about various activities of the unit like tax accounting, procurement of raw materials, production, marketing, stocks and sales. This information is gathered through discussions with the senior management. In the case of bigger units paying annual PLA revenue of over Rs. 1 crore, this may be done during a brief preparatory visit to the unit and in other cases at the beginning of the single visit for audit-verification. A sample reconciliation of the tax returns with the financial accounts is done. This information collected is documented so as to test it against the actual functions during ‘walk through’ (as explained in para 11.5.6 of the Part II) conducted while evaluating the internal control.
Evaluation of the Internal Controls.

4.5.4 Internal Controls form a basis for reliability of the company’s own accounting records. The evaluation of Internal Controls is necessary for determination of the scope and extent of audit checks required for the assessee. 

4.5.5 If the internal controls are well designed and working properly, then it is possible to rely on the books maintained by the assessee. The scope and the extent of the audit can be reduced in such a case. The reverse would be true if the internal controls are not reliable. One of the ways of evaluating internal control is to do a ‘walk through’ (as explained in para 11.5.6 of Part II). 
Revenue Risk analysis.

4.5.6. Having assessed the reliability of company’s accounting records, the next step is to assess the “potential” risk to the revenue. If the risk is low, i.e. accounting records are accurate; the extensive tests may not be required. There are several methods to assess the revenue-risk, such as, comparison of the derived (from financial records) dutiable clearance and tax liability vis-à-vis actual clearance shown and duty paid. Details of these methods are discussed in Standard Audit Programme. 
Trend analysis.
 
4.5.7. This is an important step in assessing a company’s accounting records. Analysis of various trends will help highlight unusual situations or abnormal trends. Trend analysis involves comparing operations from year to year and comparing with other units in the same sector. 
Illustrative examples of the important trends are:
a) Trends of production of finished goods (including by-products, scrap etc.).
b) Clearance of excisable goods for home consumption as well as for export.
c) Trends in assessable values in current year and a few preceding years.
d) Value of Sales to related person vis-à-vis to unrelated person.
e) Movement of goods on job work in terms of quantity over a period of time vis-à-vis total production (in quantity).
f) Ratio of total duty paid to taxable manufacturing turnover over the years.
g) The ratio of CENVAT credit availed to the total duty paid over the years.
h) Trend of clearances of excisable goods without payment of duty say e.g. to EOUs, UN Organisations etc.
 
Developing the Audit Plan.
 
4.5.8 This is one of the most significant steps in the audit programme. The auditor should assess all the information gathered so far and develop a plan to examine detailed records related to the areas where material problems are indicated or foreseen. 

4.5.9 The Audit Plan should be documented in the Working Papers. It should be consistent with complexity of the unit, materiality, problems and risk factors identified up to this point and the reasons for selection of the unit for audit in the first place.

4.5.10 The draft Audit Plan should be submitted for approval of Addl. / Joint Commissioner (Audit) and the audit should be undertaken only after such approval.
 
4.6 Verification:
 
4.6.1 This is the detailed verification as per Audit Plan. Entry in the working paper must be made for each item of the Audit Plan. At the end of each entry in working paper, auditor must indicate objections and findings. If any of the planned verifications is not conducted the reasons thereof must be recorded.

4.6.2 Audit objections raised must be fully supported by documentary and legal evidence. This will greatly help in explaining and discussing the objections with the assessee and other follow up action.
Tour of the Premises / Plant
 
4.6.3. This is used to gather information about the systems. A physical tour provides confirmation of much of the information gathered during previous steps and it also helps resolve issues noted earlier. Often, the tour brings out operations and technical details about inputs used and products/by-products/wastes manufactured, some of which may not have been discussed during the discussions. It provides clues about important aspects of the operations of the unit. If necessary the auditor should speak to the plant manager or foreman during the tour.
Summarising Audit Findings.
 
4.6.4. This step involves putting together all of the audit findings in one place to be placed in the audit file. Where necessary, important objections and findings must be reviewed with the immediate supervisor before discussing them with the assessee.
Informing the Divisional Deputy/Assistant Commissioner of major audit points. 
 
4.6.5 If the audit party detects a major audit points involving short levy / short payment, which requires immediate attention of the jurisdictional officers including time-bound proceedings for recovery of the dues, the head of the audit party should, as a measure of abundant caution personally discuss the issue with the Divisional Deputy/Assistant Commissioner This may be done immediately after completion of the audit of the unit to bring all such points to the notice of the Deputy/Assistant Commissioner in-charge of the Division.
Reviewing results with the Assessee.
 
4.6.6 It is important that the auditor informs the assessee of all the objections before preparing draft Audit Report. The assessee must have the opportunity to know the objections and to offer clarifications with supporting documents. This process will resolve potential disputes early and avoid unnecessary disputes.
Compliance of Audit objections.
 
4.6.7 Where the assessee is in agreement with the audit findings, in part or in full, the auditor must request that payments be made promptly to stop accrual of interest. Voluntary compliance should be encouraged so as to avoid protracted legal wrangles. Attention of the assessee may be invited to sub section (2B) of Section 11 A of the Central Excise Act, 1944.
Future Compliance.
 
4.6.8 This is the final step before the auditor leaves the assessee’s premises. The auditor must discuss with the assessee, steps to improve compliance including systemic improvement and modifications in the legal arrangements. The brief summary of the discussions and the views of the assessee must also figure in Working Papers.
Reporting.
 
4.6.9 The draft Audit Report needs to be completed at this stage after the auditor has recorded all the findings against each of the detailed audit steps. All the Working Papers must be included as attachments to the final Audit Report.
 
4.7 Audit Follow up:
 
4.7.1 After the submission of the Audit Report along with the Working Papers, -
The Superintendent in-charge of the audit team should discuss the major audit points with Assistant/Deputy Commissioner audit. After preliminary discussion the action points should be identified by the audit team.
The Audit Report should be submitted for evaluation to the Audit Cell (please refer to para 6.4.2).
The Audit Cell should evaluate the Audit Report and score each report as per the instructions of the Board. (Circular No. 514/10/2000 – CX. dt. 16.2.2000).
This Cell, headed by the Commissioner, during its monthly meetings should review the Audit Reports for final acceptance (or non-acceptance) of the audit points. Thereafter the draft Audit Report would be finalised by the Audit Cell.
The minutes of the meeting of the Audit Cell should clearly state the required action to be taken in respect of each of the audit points.
The Audit cell should update the Assessee Master file based on the information available in the Audit Report.
The audit section should maintain Registers of Audit Planning and Audit Follow-up in prescribed format (details given in para 12.3.1 and 12.3.7) until the closure of the audit point either by issue of a show cause notice and recovery of dues or by non-acceptance of the audit point by the Audit cell. 
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Chapter 5 
Audit Standards
5.1. Definition:
5.1.1. ‘Audit Standards’ in the context of Central Excise Audit is defined as:
“The minimum level of performance of the audit, consistent with established departmental instructions/ procedures, accepted professional audit techniques and procedures generally accepted by accounting profession so as to measure the level of tax compliance as required under the Central Excise Act and the Rules. These are the standards that a competent auditor would follow while conducting an audit” 
“Audit Standards” are necessary for achieving the desired quality and goals of an audit.
 
5.2 General:
5.2.1 This manual and the other documents mentioned in Chapter 1 aim at ensuring the minimum levels of performance during the conduct of audit. Therefore, the standards laid down in these documents should be strictly adhered to. The methods and procedures used in achieving the standard level of performance for conducting an audit must also be clearly indicated in the audit Working Papers. Separate formats of Working Papers for units paying annual PLA revenue of over Rs. 1 crore and those paying less than Rs. 1 crore are prescribed in Part III. The findings and the conclusions of the Audit Report are required to be supported by evidence and rationale clearly brought out in the Working Papers.
 
5.2.2 The supervisory officers will ensure that all the prescribed guidelines and criteria have been followed and the work done by the Audit parties is documented completely and proper conclusions have been reached based on such detailed docu​mentation. It should also provide useful help in planning and conducting the next audit as also the grounds for issuance of notices, in cases of detection of short levy/non-levy.
 
5.2.3 The audit file must be complete, updated and properly maintained, i.e., registration and other applications and other information of permanent nature be filed on the left hand side of the file whereas the Audit Report and the audit Working Papers on the right hand side. Conduct of audit shall be as per approved Audit Plan.
 
5.2.4 The Working Papers and the Audit Report must clearly show whether the Central Excise Act, the Rules, other applicable Acts, notifications, and instructions have been applied properly. These documents should also indicate that the audit has encompassed all pertinent and material aspects of the assessee’s operations including correct recording of production, clearances and remittance of the excise duties as also CENVAT availment and application of full or partial exemption. The audit Working Papers must provide information for use by senior officers in evaluating the adequacy of the audit, auditor’s performance and ensuring adherence to standards.
 
5.2.5 The auditor should ensure that audit is conducted in a focused manner with optimum utilisation of time and resources. The auditor must use judgement and experience to determine the materiality of any discrepancies and/or irregularities observed and decide what action is necessary under the circumstances, for example, 
(i) Cumulative effect of small items: An error of one isolated item might be insignificant but the cumulative effect of many individually unimportant items would signify systems’ failure. In fact, the relative materiality of an individual item has to be viewed against the net total effect on over-all compliance and revenue interest.
(ii) General or Particular Items: An error made in a particular transaction may be an aberration if it is a stray single instance but the effect may be material, if it is of recurring nature. (Frequency of error). 
(iii) Effect in relation to scale of an assessee’s operation: An error by itself may appear small but may have sizable implications due to the huge scale of an assessee’s operations.
5.3. Audit Plan and Working Papers:
5.3.1. To maintain the expected standards the following should be followed:
(i) The Working Papers should be recorded in a manner that these may be directly understood and utilised by various departmental officers for examination and resolution of the relevant issues and for conduct of subsequent audit.
(ii) The Working Papers should record relevant information necessary to draw assessee specific conclusions.
(iii) The Working Papers should specifically reflect the source of data. For all important points, relevant copy of such source-material should be enclosed. 
(iv) The information recorded at the time of conduct of desk review should be verified during the subsequent steps like ‘gathering information about assessee ad the systems followed by him’, ‘tour of premises/plant’ etc. Deviations, if any, noticed should be recorded with the reasons thereof.
(v) The information recorded in the Working Papers should be precise, covering all relevant aspects and supported by evidence, wherever necessary. 
(vi) The Working Paper for each step should be recorded immediately after completion of that step. Next audit step should be taken only after completion and proper recording of earlier steps unless steps are concurrent. It shall be the duty of the supervisory officers to ensure this. In case of any delay, the reasons thereof should be recorded.
(vii) The audit techniques used by the auditor must be indicated in the Working Papers, for example, the sampling technique used to sample the data, - e.g. statistical random sampling, interval (i.e. every 5th.) sampling, etc.
(viii) Each Working Paper must bear a heading showing the name of the assessee, the date of preparation and the audit period; must be initialled with date by the person preparing it; and must be cross referenced.
(ix) The Working Papers should indicate the scope of audit with reasoning supporting both the areas covered and the areas excluded.
(x) The auditor should specify the extent of examination in the following manner:
(a) He will state the size of sample-examination in relation to the total size, and the type of data examined in the sample. For instance, if the internal control is weak and different sampling techniques are used, the extent of the examination may be relatively large. If the auditor has ascertained through the review that the internal control is good, extensive checking may not be necessary, and
(b) He will record conclusions reached after the planned sampling has been completed.
(xi) In case the auditor has given any advice or direction to the assessee, the same should be recorded at the relevant place in the Working Paper.
(i) Audit Pan should be prepared after identifying the key issues and the specific areas to be probed in detail during the conduct of audit. For this purpose, the assessee’s profile, the previous Audit Reports and the observations made in the Working Papers of the earlier steps should be taken into account.
(ii) The Audit Plan should be specific for each audit and should point out the scope and areas of enquiry, the period under probe, the quantum of test sampling and the documents to be scrutinised.
(iii) Audits should be conducted strictly according to the Audit Plan and there should be no deviation unless a fresh area of enquiry emerges during the scrutiny of identified issues. In such cases the reasons for enlargement should be recorded. 
(iv) The Assessee must be informed of the audit findings after the conduct of audit. Such tentative observations must be discussed to enable the assessee to state his view-point and clarifications, if any, before the draft Audit Report is prepared. 
5.4 AUDIT REPORT
5.4.1 Audit Report is a formal statement (Please see Part II of this manual for its proforma) that summarises the results of the audit.
5.4.2 Audit Report must;
(i) disclose all significant findings so as to include even the procedural lapse which may not have revenue implications,
(ii) be precise & clear. However, it should cover all the important aspects. It should provide references to the Working Papers and the supporting evidences,
(iii) be free from errors; and 
(iv) suggest a systemic improvement for future compliance by the assessee.

 

CHAPTER 6
AUDIT MANAGEMENT

6.1 Introduction:
6.1.1. Audit management requires planning, organising, directing and controlling of the audit process. Structurally & functionally this is to be undertaken at two levels – apex level and local level. In order to monitor, co-ordinate and guide the effective implementation of new audit system, the Board has set up Directorate General of Audit as the nodal agency. At the local level, management of audit is entrusted to the Commissionerates supervised by Chief Commissioners.
 
6.2 Management at the Apex Level: 
 
6.2.1 The Directorate General of Audit with its 7 zonal units at Ahmedabad, Mumbai, Delhi, Bangalore, Kolkata, Chennai and Hyderabad is to provide directions, evolve and improve the audit techniques and procedures and ensure the effective and efficient implementation of new audit system by periodic review. This Apex body is also to co-ordinate with the external agencies as well as other formations within the Department. One of its important task is to suggest measures to improve tax compliance and to gauge the level of audit standards and the assessee’s views on prevalent audit system. With the help of its zonal units the Directorate General of Audit has to regularly monitor the conduct of audit in accordance with letter and spirit of EA 2000 and interact with Chief Commissionerates and Commissionerates for eliminating the deficiencies and improving the performance. It should also interact with select assessees for taking a holistic view of the internal audit and for formulating proposals to remove unnecessary irritants and obviate possible scope for irregularities. Developing a policy for a sound database as well as enhancing the skill of the auditors with a view to make audit effective and meaningful is also high on its agenda. On one hand it aids and advises the Board in policy formulation and on the other it guides and provides functional directions in planning, co-ordination, supervision and conduct of audits at the local level. Directorate General of Audit and its zonal units have to examine the various types of irregularities detected during the audits every month and circulate the major detections on all India basis for immediate corrective or preventive actions in all the Commissionerates in the country. The zonal units of the Directorate General (Audit) shall also build up data comprising of commodity/industry profiles reflecting the peculiarities in accounting system, procedures, movement of goods and vulnerability to evasion etc. with a view to suitably advising the Commissionerates. Directorate General (Audit) with its zonal centres would act as co-ordinating and supervising agency, with an important functional role in the audit of multi locational units, related or inter connected units, and companies formed as a result of merger or amalgamation. The Apex body and its zonal units would actively assist in organising training programmes for auditors to be conducted by NACEN and will also assist in updating NACEN’s relevant training manual.
6.2.2 The Directorate General of Systems Data Management makes available ER1/ER2/ER3 data at national level to Directorate General (Audit) and on that basis the apex body circulates the list of units identified on the basis of risk parameters (in descending order of rupee risk). With the said data from the Directorate General of Systems & Data Management, the Directorate General (Audit) would develop industry specific trend ratios and bench mark ratios etc. to help the Commissionerates in conducting purposeful audit. The relevant data from Custom Houses and other Customs formations will be received by Directorate General (Audit) (as also from Central Excise formations) with the assistance of the Systems which in some cases would be useful for risk assessment and desk review.
6.3 Role of the Chief Commissionerates: 
 
6.3.1 The office of Chief Commissioner is not an operational formation for the actual conduct of audit, but it provides an important link between the D. G. Audit and the Commissionerates of the Zone. The role of this office in the over all management of audit is as follows:
i. Collection, compilation and analysis of the data received from Commissionerates in standard formats and communication of the same to the respective Zonal Additional Director General (Audit) and to Directorate General (Audit).
ii. Review of the performance of the Commissionerates vis-à-vis audit targets fixed.
iii. Dissemination of information pertaining to audit to the Commissionerates.
iv. Resolving local level problems in implementation of audit system and bringing the same to the notice of Directorate General (Audit) if required.
v. Implementation of guidelines pertaining to the zonal Commissionerates issued by Directorate General (Audit).
vi. Effective deployment of AD (Cost) posted within the zone for audit as and when required.
vii. Monitoring the training for auditors and the officers of the zone in techniques of excise audit and accountancy.
viii. Arranging assistance to officers of Directorate General (Audit) in regularly examining the conduct of audit and results, in making available the required information to such officers and in interacting with the audit wings of the Commissionerates. 
6.4 Management at local level:
6.4.1 Management of audit at local level should be handled by the Audit Section in the Commissionerate. The Audit Section should function under the regular supervision of Additional/Joint Commissioner (Audit) and consist of Deputy/Assistant Commissioner (Audit) and a select team of auditors having sufficient field experience, well versed in the audit techniques and having knowledge of computer applications. Within the Audit Section the Commissioner should constitute an “Audit Cell” which will be entrusted with functions distinct from conducting primary audits viz., Planning, allocation, co-ordination of Monitoring and Evaluation of Audits.
6.4.2 The functions of Audit Cell are, -
1. Planning of Audit:
(i) To maintain a database of available manpower resources for effective deployment.
(ii) To maintain data of units to be audited mandatorily and others to be audited on the basis of risk analysis.
(iii) Selection of unit on the basis of: -
a. Risk parameter,
b. Board’s guidelines, and
c. Available manpower.
(iv) Maintenance of assessee master file (details in Standard Audit Programme in Part II).
(v) Planning the audit schedule in such a way so as to make optimum use of available resources.
(vi) Ensuring proper desk review before commencement of audit. 
(vii) Ensuring audit follow-up.
2. Co-ordination of Monitoring of Audits. 
For monitoring of audits the Commissioner should call a meeting, which should normally be held once a month. The meeting should be headed by the Commissioner and should be attended by the Audit Cell, Supervisory Officers of the Audit Teams, the concerned Divisional Deputy/Assistant Commissioner where required. The meeting should examine the sustainability of each audit objection and set out the future action points in the circulated minutes, which would be drawn and forwarded to the concerned field-officer alongwith the copy of relevant Audit Report. It should also examine the overall working of the audit system and identify the areas requiring special attention including training requirement.
3. Performance appraisal and Quality Assurance:
For achieving some of the aforesaid objectives, the Audit Cell should also simultaneously put up the Working Papers on each audit for monthly evaluation and scoring. The emphasis of the scoring system would be on conduct of audit in accordance with the norms laid down in this Manual and the Working Papers, and also the results achieved. The Scoring system divides the entire process of audit into five parts: (i) preparation of the Audit Plan; (ii) conduct of audit; (iii) revenue points raised (major objections and their quality); (iv) realisation of revenue; and (v) issues relating to future compliance by the company. A greater responsibility, therefore, rests on the senior officers to duly assess the reports and bring out the strength and weaknesses of the Audit Reports. Such regular appraisement would help in steering the audit into areas, which are the core of the new audit system by making good the deficiencies noticed. The scores of each team in different areas of audit should be reviewed every quarter. If the quarterly average in a specific field is found to be below 60 marks, immediate re-training of the concerned auditor for the subject should be organised. The cell should discreetly gather views from the trade/industry regarding the system of audit. Standard feedback format should be designed by the cell for this purpose. The conclusions of the cell should be an input for taking responsive measures. This cell should prepare a comprehensive report highlighting the areas needing training and quality improvement.
 
6.4.3 Role of Senior Officers:
 
I. Commissioner:-
 
1. Holding monthly meetings of monitoring committee.
2. Reviewing audit performance at local level and taking steps for improvement.
3. Taking remedial measures on the report of Audit Cell on performance appraisal and Quality assurance. 
4. Reviewing the performance and participation of the Additional/Joint Commissioner and Deputy/Assistant Commissioner of Audit wing.
5. Commissioner alongwith Addl./Joint Commissioner (Audit) should interact with senior management of the factories paying annual PLA revenue of above Rs. 5 crores at the stages of Audit Plan and post audit discussions whenever such factories are to be taken up for internal audit.
II. Additional/ Joint Commissioner (Audit): 
1. Co-ordination, planning and overall management of the audit branch.
2. Interacting with senior management of the factories paying annual PLA revenue of over Rs. 5 crores at the stages of Audit Plan and post audit discussion whenever such factories are taken up for audit.
3. Final selection of non-mandatory units on the basis of risk assessment to be audited during the year.
4. Approving the Audit Plan after ensuring that all the steps have been completed.
5. Suitable partial association in conduct of audit with regard to vital aspects in major units/sensitive units
6. Scoring and evaluation of Audit Reports.
7. Organizing training programmes for auditors.
8. Reviewing the follow-up actions.
 
III. Deputy/Assistant Commissioner (Audit):
 
1. Co-ordination, planning and day to day management of audit section.
2. Preparing the list of units to be audited on the basis of required minimum number of units to be audited as per Board’s instructions, the rupee risk calculated by the Commissionerates and availability of manpower etc.
3. Preparation of audit schedule with dates for each unit.
4. Supervision and approval of each of the steps leading to preparation of Audit Plan.
5. In select cases, interviewing the officers of the assessee during visit for preparing Audit Plan.
6. Visiting the units and suitably participating in the conduct of audit as frequently as possible especially in sensitive factories.
7. Scrutinising the draft Audit Report.
8. Ensuring preparation/updating of assessee master file.
9. Discussion with the assessee regarding audit objections in select cases.
 
IV. Divisional Officers:
 
1. Provide data to audit branch to build up data base. (Please refer to Chapter 9 on Assessee Master File).
2. Supply balance sheets, annual report, trial balance, cost audit report/income tax report etc. of the assessee to the audit cell.
3. Discussions with auditors on audit findings prior to preparation of Audit Report.
4. Taking follow-up actions on audit objections.
5. Suggestions regarding selection of units for audit.
 
V. Assistant Commissioners/Deputy Commissioners in-charge of other Sections in Headquarters. 
The details of orders-in-original passed by ACs/DCs accepted/appealed against may be submitted once in a month to the Audit Cell for their information. 
Important CEGAT decisions specially on appeals filed by the department before the CEGAT should be brought to the notice of the audit cell on a quarterly basis. 
The technical branch would ensure that copies of general circulars are sent to audit cell and important notifications, which have a bearing on the department’s work, are highlighted.
Give to the audit cell every month details of all show cause notices issued.
The anti evasion branch must give the details of all upto date important detections to Audit Cell. 
 
6.4.4 Computer Cell, Hqrs. Office would,-
a. make available the assessee profile in the SERMON package to the Audit cell.
b. make the ER-1/ER-2 data available to the audit system on a monthly basis. 
c. also generate trend analysis reports in respect of units in the Commissionerates for use by the Audit Cell.
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	Excise Audit Manual
Chapter 7 
GUIDELINES FOR AUDIT IN SPECIAL SITUATIONS
7.1 Multi-locational or Inter-connected Units: 

7.1.1 Following are the examples of multi-locational or inter-connected units:

i. A single manufacturer having more than one manufacturing unit for similar goods (multi-locational unit);
ii. Units of different companies under the same management manufacturing similar goods (inter-connected unit);
iii. Holding and subsidiary companies manufacturing similar goods (inter-connected unit);
iv. Two or more manufacturing units, which are related person or inter-connected units as per the Central Excise Act, 1944.
v. Units covered by (i) to (iv) above where one unit manufactures and supplies all or part inputs and the other manufactures final products.

7.1.2 There can be many possibilities as regards the geographical distribution of multi-locational or inter connected units:
a) The units and their Corporate/Head Office may fall within the jurisdiction of one Commissionerate.
b) All such units fall in the jurisdiction of a single Commissionerate, but their Corporate /Head office falls elsewhere (within or outside the Chief Commissionerate Zone).
c) Where such units are located in the jurisdiction of different Commissionerates.

7.1.3 The audit of the afore-said multi-locational or inter-connected units should be conducted in a coordinated manner. In respect of (a) above, the Audit Cell of the Commissionerate should prepare the audit schedule in a way that audit of such units is conducted in a coordinated manner. 

7.1.4 If the Corporate/Head Office of such units is situated outside the Commissionerate (situation (b) above) or where a unit under a Commissionerate has other units located outside the jurisdiction of that Commissionerate (situation (c) above), the Deputy/Assistant Commissioner (Audit) should refer the matter to the concerned Additional Director General (Audit) of his zone under intimation to the Director General (Audit), New Delhi, specifying the details of such units. In case the different units of an assessee or Corporate/Head Office fall under the jurisdiction of different Additional Director General (Audit), the planning and co-ordination as also the scheduling of the audit should be done by Additional Director General (Audit) under whose jurisdiction the unit paying the highest revenue is located. It is clarified that the Corporate/Head office may be visited by audit team only when such a visit is unavoidably essential for conduct of audit. No such visit is required where all the requisite information and documents are produced by the assessee in the factory itself. When in a few select cases visit to Corporate/Head office is considered necessary, the co-ordination, preparation of time-schedule for visit and identification of the specific party for such visit should be done by Additional Director General (Audit) of the concerned zone.

7.1.5. Only those units, which manufacture similar goods or where there are inter-unit transactions with respect to inputs/outputs or which have common financial accounts should be treated as multi-locational units as per para 7.1.1.

7.1.6. The coordinating Additional Director General (Audit) would identify the common points, the areas where replication is possible, and points peculiar to a particular unit. On the basis of such analysis, the individual Audit Plans would be drawn. Preferably, copies of Audit Plans of all such units should be supplied to each of the audit parties for cross-reference.

7.1.7 After the completion of verification, individual Audit Reports should be prepared and submitted to the coordinating Additional Director General (Audit), who will vet these reports collectively before submission to Monitoring Committee.

7.2 Mergers and Amalgamations: 
 
7.2.1 There are provisions relating to amalgamation and merger under the Companies Act. Under these provisions two companies can merge so as to form a new company or one company can amalga​mate with another existing company thereby losing its own identi​ty and becoming part and parcel of the amalgamating company.

7.2.2 Under Rule 8 (1) of the CENVAT Credit Rules 2002 unutilised CENVAT credit can be allowed to be transferred in case of merger/amalgamation, to the company formed as a result of such merger or amalgamation, provided the liabilities of the pre-amalgamated/pre-merged companies are also transferred and sub-rule (2) of the said Rule 8 is complied with.

7.2.3. In addition to these specific provisions under the Central Excise Rules, mergers, amalgamations, etc. also appear to be relevant from the following angles in respect of companies that are merging/amalgamating under the Companies Act:
(i) Crystallisation of liability in respect of central excise cases, which are under investigation.
(ii) Transfer of future liability, if any, in respect of show cause notices already issued.
(iii) Transfer of liability in respect of confirmed demands.
(iv) Recovery of duty etc. 
(v) Prosecution under the Central Excise Act.

7.2.4 In case the Audit Cell has information regarding proposed merger or amalgamation, such units should be audited on priority so as to ascertain the liabilities that are likely to be transferred. The findings of such audit/Audit Report should be necessarily preserved and placed with the assessee master file of the new Company. In addition to this, the new Company should be audited subsequent to the merger at the earliest.

7.3 100 % Export Oriented Units.

7.3.1 These units have to be audited once every year. 

7.3.2 While conducting the audits of EOUs, the auditors should examine the following issues in addition to the usual checks:

1. Whether approval of Board of Approval/ Development Commissioner / prescribed authority has    been obtained; whether unit has become operational during validity of the letter of the approval; whether the items of manufacture and rejects conform to such approval;
2. Whether a unit actually has the manufacturing capacity as per the scale of production declared and approved in LOP by Development Commissioner.
Whether benefits of Customs/ Central Excise exemptions have been availed only on admissible items listed in the notifications; whether the goods imported/ indigenously procured duty free are required and conform to the declaration submitted to the Development Commissioner and are actually used for the manufacture/processing of export goods; whether such goods are available in the factory or otherwise accounted for;
Whether goods covered under all the CT-3 forms issued during the period of Audit have been received and duly accounted for; whether such duty free goods are properly declared in terms of description, value and quantity; and whether the capital goods, raw materials, components, etc. have been used within the prescribed period;
Whether any goods are imported in CKD condition in violation of the EXIM Policy;
Whether there is any un-authorised removal of goods for job work;
Whether permission for DTA sales has been obtained and if so whether the details of foreign exchange earnings and utilisation, supplied to the Development Commissioner tally with the records of the unit; and whether the conditions of exemption notification are satisfied; 
Whether, the goods under DTA sales have been correctly valued in terms of Customs Act read with Customs Valuation Rules and instructions issued by the Board; whether the DTA sale is within the prescribed limit and made on the basis of actual physical exports (and not deemed exports);
Whether excess DTA sales are effected at concessional duty by inflating the FOB value of exports.
Whether duty on DTA sales is short-paid by under-invoicing the value or mis-classification.
Whether the facility of partial conversion of DTA unit into EOU is being misused. Such misuse is possible, firstly, when the duty free capital goods or raw materials etc. are used by a non-entitled unit i.e. the DTA unit. Secondly, duty free imported goods may be diverted to the DTA unit and also the production of the DTA is shown as the production of EOU for obtaining concession which can easily be done especially, when two units shares common facilities and where they may not be under continuous Customs or Excise supervision.
Whether there is any fudging and concealing of non-fulfilment of conditions and non-fulfilment of export obligation by resorting to large scale inter-unit transfer; whether goods are removed against proper advance release orders and the material has reached the actual destination (Sometimes, EOU furnishes copies of only Shipping Bills as filed, as proof of export even though the goods are not exported under such shipping bills. Careful scrutiny of shipping bills will indicate that no goods have been exported and only shipping bill has been filed {and later withdrawn in some cases});
Whether export obligation as prescribed is shown as fulfilled under both EOU scheme and duty exemption scheme by double counting of the same exports.
Whether values of exports are being mis-declared for, showing the fulfilment of export obligation incorrectly.
Whether re-warehousing certificate has been obtained in case of goods sent for inter-unit transfer or else duty due has been demanded; and whether goods claimed to have been exported have actually been exported.
 
7.4 Units availing Export Benefits:

7.4.1 Units availing the benefit of various export promotion schemes like EPCG Scheme, DEPB Scheme, Drawback, etc. are generally required to give declarations, under various authorities pertaining to non-availment of certain facilities (like CENVAT credit) under Central Excise Law. The auditor in such cases shall keep this point in view at the time of making Audit Plan, and also conduct the verification thereof.

 

CHAPTER 8
Introduction 
8.1 The Standard Audit Program enumerates steps for conducting audit in a systematic manner and on sound auditing principles to assess the degree of tax compliance by the assessee. Therefore, it is important that the auditor should adhere to all the steps detailed herein thereby ensuring that all relevant areas are examined for compliance. 

8.2 The auditor has to conduct the audit by scrutinizing all the records of the assessee maintained for his business. It is, therefore, of utmost importance that details of all the records maintained by the assessee in the course of his business are known to the auditor. For this purpose the auditor shall ensure supply of all relevant records by the assessee in accordance with his legal authority (Refer para 2.4 of Chapter 2 of Part I). 
 
8.3 Normally the auditor should follow the audit steps sequentially unless there is sufficient reason for deviation. After completing each step the details of the scrutiny conducted and conclusions drawn must be recorded in the relevant Working Paper before proceeding to the next step. This would ensure that no relevant detail is lost sight of.
 
8.4 The steps detailed in this document are based on sound auditing principles. It is, therefore, necessary that the auditor should be aware of the basic principles of accountancy and auditing. It is recommended that auditor should study books on accountancy specially those explaining the financial records. 
 
8.5 The auditor should also keep himself abreast of the changes in the law and procedures, upto date exemption notifications and instructions issued by the Board from time to time. For this purpose they should keep copies of these documents and should consult the Electronic Library circulated to the departmental officers. In case such provisions or instructions contradict any part of this document, the former should prevail. 
 
8.6 An auditor can verify the level of tax compliance mainly from the records made available to him or facts noticed during the tour of assessee’s premises. However, during the course of audit if the auditor has sufficient grounds to suspect any duty evasion, which is beyond the scope of audit to investigate, he should report the matter to the senior officer for taking immediate suitable action. To illustrate, if there are reasonable indications of clandestine removals necessitating extension of enquiry to the consignees, the matter can be better investigated by anti-evasion wing of the Commissionerate.
 
8.7 The auditor can expect better audit results if he gathers information about the assessee, goods manufactured and general trade practices before conducting the audit. Careful scrutiny of the assessee master file and relevant information available in different sections of the Commissionerate, together with a sincere desk-review would, therefore, be essential.
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Chapter  9
Assessee Master File
9.1 A comprehensive Data Base about an assessee to be audited is an essential pre-requisite for selection of units as well as for undertaking preliminary Desk Review, for effective conduct of audit. A substantial amount of data is already available in the various sections of the Commissionerate starting from the details contained in the Registration Certificate. Some of the data like those contained in annual financial statements keep changing over years. The first step for conducting an effective audit is to collect all relevant information about the assessee from various sources, arrange it in a systematic manner and update it periodically so that the audit can be planned in a result-oriented manner. For this, it is necessary to maintain separate master files for each of the assessees.
 
9.2 The Assessee Master File should contain all the useful information of an assessee. The information should be in the form of statistical data as well as in narrative form. This file should be useful not only for the future audits, but also as a ready reckoner for the other purposes, such as for reply to the Parliament Questions and generating Management Information System (MIS) reports.
 
9.3 The Audit Cell would be responsible for the data management, updating and upkeep of the Assessee Master File. This file should invariably be created for each assessee. If not already done, it may be done immediately, in any case, before conduct of next audit.
 
9.4 The master file should be updated periodically after completion of each audit. The Audit Report, duly approved during the audit monitoring meeting, should be filed properly in the Audit Cell along with all the audit Working Papers. The copies of documents listed in Annexure A should also be kept along with the Audit Report. Some of these documents have to be collected from the assessee during the course of audit, while others are to be procured from the department.
 
9.5 The audit party should also furnish certain relevant information in the proforma, as in Annexure B, for electronic data entry by the Audit Cell. Initially, the auditor should carry a blank proforma of this Annexure, fill it up during the course of audit and submit it to audit cell with the Audit Report for data entry. For subsequent audit of the assessee, the auditor should take along a print out of the filled Annexure B for updating during the course of audit. The audit cell should periodically incorporate these changes in its database. 

9.6 The Audit cell should maintain the Assessee Master File in two forms i.e. (a) hard copies of certain documents and (b) information in electronic format. All the hard copies of the documents should be placed in a separate file for each assessee, which should be allotted a unique serial number after a due entry in the file opening register of the Audit cell. The hard copies of the documents should be placed in the same order as they appear in Annexure A. The documents of one type should be placed in a chronological order with the oldest document at the back and the most recent document at the front (e.g. old and recent Audit Reports should be arranged in this sequence).

9.7 The hard copies of the documents should be maintained for a period of 5 years. Documents older than 5 years should be stripped/removed, unless they are relevant to any current proceedings. The disposal of any of the stripped documents should be done with the approval of the Deputy/Assistant Commissioner of Audit.

9.8 The Audit cell should allot a separate electronic folder to each assessee in the computer and make all the entries pertaining to that assessee in that folder only. The information provided by the audit party in Annexure B should be entered in the said folder. The date of the first entry of the proforma should be entered at the top of the first page of the proforma along with the name of the officer compiling the data. Normally, the folder should be updated after every subsequent audit. However, the Audit cell, on a quarterly basis, should update the information that changes periodically. At the initial stages, most of the information would be available in the form of hard copies and the updating has to be done manually. Progressively, the information would be maintained in electronic format with automated data transfer through networking system and could be automatically updated. 

9.9 When revised information in Annexure B is received from the audit party, the information should be updated accordingly. The date of last updating should be mentioned at the appropriate place on the first page of the proforma. 

9.10 Keeping in view the security of the information, the hard copies should be made accessible only if the information contained therein is not available in the electronic format. In any case, the file containing the hard copy should not be taken out of the Audit cell unless permitted by the head of the Audit cell and after due entry in the file movement register. The information contained in these files would, however, be available to all the officers for any legitimate official purpose.

9.11 The electronic data should be kept in properly secured format so that it can be altered or modified only by the authorized officer of the Audit cell. The data should, however, be accessible to all the concerned officers. 

CHAPTER 10
PREPARATION FOR AUDIT


Actions to be taken by the Audit Cell.
The annual audit exercise begins with Audit Cell undertaking the following steps: 
10.1 Selection of unit for audit during the year: The principles for selection of units for audit have been indicated in Chapter 3 of Part I. All units paying annual PLA revenue over Rs. one crore have to be mandatorily audited every year. For non-mandatory units the instructions at present are as under: -

10.1.1 Those paying PLA duty of Rs. 10 lakhs and above but less than Rs. 1 crore in a financial year should normally be covered once in 2 years. The units paying PLA duty of less than Rs. 10 lakhs have to be covered once in 5 years. The units with an annual revenue yield of below Rs. 1 crore are to be selected on the basis of risk assessment. Two risk parameters namely R1 and R2 have initially been identified for selection of units on risk assessment, which are described in paras 3.1.3 and 3.1.5 of Chapter 3 in Part I. The Commissionerate’s Audit Cell should itself prepare the list of units to be audited on the basis of ‘stand alone risk parameter’ (R2) as well as local risk factors (as mentioned in clause (a) to (q) in para 3.1.6 of Part I). R2 parameter is further explained in the succeeding para. As regards the units paying annual revenue of below Rs. 1 crore, the audit schedule should be prepared in such a manner that the high risk units are placed at the top. This will ensure that in the event of time over-run in conducting some of the audits, only the low risk units are left un-audited. Normally, the final audit schedule has to be prepared on a quarterly basis. Such schedules should be made well in advance so as to ensure that all units listed to be audited receive the intimation at least 15 days in advance.

10.1.2 In case of multi-locational units, related units and inter-connected units as mentioned in para 7.1.1 and 7.1.5, above, the audit schedule should be made as per paras 7.1.4 and 7.1.6 above. 

10.2 Working out of R2 ratios and R2 rupee risk values: The R2 ratios and R2 rupee risk values of all the non-mandatory units should be calculated by adopting the following steps. 
v Ascertain the total CENVAT credit utilized by the assessee in the previous financial year (complete financial year immediately preceding the year of selecting the unit for audit) – CENVAT (T1). Also ascertain the same for financial year immediately before that. – CENVAT (T2).
v Ascertain the value of dutiable clearances of the assessee (including clearances specified in Rule 6(5) of the CENVAT Credit Rules, 2002 namely cleared to a unit in a FTZ, cleared to a unit in SEZ, cleared to 100 % Export Oriented Undertaking, cleared to a unit in EHTP or STP, cleared to UN or international organisation and cleared for export under bond) during the previous financial year – VC (T1) and for the year immediately before that – VC (T2). The value of other exempted or nil rated goods than those mentioned above shall be excluded.
R2 ratio for the previous financial year would be
               CENVAT (T1)                   CENVAT (T2)
=             ---------------       (-)        ---------------
                    VC (T1)                          VC (T2)

v Ascertain the total (CENVAT + PLA) duty paid by the assessee during the previous year – D (T1).
R2 rupee risk for the previous financial year would be 
= R2 ratio (x) D (T1)
v It is possible that the R2 ratio and the R2 rupee risk for some units may be zero or negative figure. 

Illustration of R2 ratio and R2 rupee risk.
Suppose the figures for unit X, to be selected for audit during 2003-2004 are as follows:

Year 

CENVAT Credit utilized (in Rs.)

Value of clearance (in Rs.)

Total Duty paid ( in Rs.)

2001-2002 (T2)

3,05,00,000 CENVAT (T2)

34,09,80,000 VC (T2)

-------

2002-2003 (T1)

4,71,00,000 CENVAT (T1)

42,39,50,000 VC (T1)

6,57,00,000 D (T1)

 


Therefore,
                                       4,71,00,000                       3,05,00,000
               R2 Ratio =         --------------      (-)             --------------    = 0.02170 and
                                       42,39,50,000                      34,09,80,000

R2 rupee risk factor = 0.02170 (x) 6,57,00,000 = Rs. 14,25,690

While selecting a unit on the basis of R2 rupee risk factor, the Audit Cell should take into account the CENVAT credit availed by the assessee in respect of Capital Goods. This is relevant because such credit on Capital Goods may in some cases inflate the figures of total credit availed, in a particular period only, and may not have a direct co-relation with the credit normally utilised for day-to-day clearances of finished goods. In such cases, the R2 rupee risk should be assessed in accordance with the realities of the situation and due importance should also be given to the local risk factors as illustrated in clause (a) to (q) under para 3.1.6. in Part I.

10.3. Revision of the lists by re-arranging the units in descending order of R2 rupee risk value: After tabulating the R2 rupee risk for all the units in each of the two duty slabs the list of the assessees should be re-arranged in descending order of rupee risk. In other words the re-arranged list would have the highest R2 rupee risk assessee of that duty slab at the top and the lowest R2 rupee risk assessee at the bottom. For selecting units on the basis of risk assessment, the rupee risk value as calculated above and local risk factors should be combined together with proper weightage for each and the final list should be prepared on the basis of the total profile. The list of the selected units should be finalised after due approval by the Additional/Joint Commissioner (Audit).

10.4. Identification of Reference Units: In order to ascertain the effectiveness of R2 and local risk factors it is also necessary to conduct audits of a small percentage of such units, which have low or no risk indications in terms of the risk parameters. These are called the ‘Reference Units’. A comparison of the audit results of these Reference Units with that of the high risk units would show whether the risk parameters selected are valid indicators for correct and effective selection. For this purpose, the Commissionerate should choose 5% of the total units from list 1 (i.e. of units paying annual PLA duty between Rs.0 to 10 lakhs) and 5% of the units from list 2 (i.e. of units paying annual PLA duty between Rs.10 to 100 lakhs). These units should be selected randomly from the bottom half of the lists which have very low (or negative) R2 rupee risk values and preferably attract no local risk factor.  In other words, generally these units should be the ones, which normally would have not been selected for audit based on risk assessment parameters. The said audit of ‘Reference Units’ should be accommodated within the periodicity and over all limits of 50% and 20% for each category.

10.5 Preparation of Audit Schedule: The Audit cell prepares the schedule of the units selected for audit. While preparing the schedule care should be taken to ensure that all units to be audited mandatorily during the year are fully covered. As regards the non-mandatory units, a schedule of units to be audited should be prepared in such a manner that the high-risk units are placed at the top. This will ensure that in the event of time overrun in conducting some of the audits, only the low risk units are left unaudited. Normally, the final audit schedule is prepared on a quarterly basis. Such schedules should be made well in advance so as to ensure that all units listed to be audited receive the intimation atleast fifteen days before the commencement of audit. In case the units have related units, interconnected units, and separate Head office etc., located within the Commissionerate or outside the jurisdiction of that Commissionerate, the audit schedule should be made in the manner laid down in paras 7.1.3, 7.1.4 and 7.1.6 above. 

10.6 Allocation of audits amongst the audit parties: The audit schedule should also mention the Group No. of the audit party to conduct audit of a particular unit. The allocation of the audit of a unit to a particular group should be done carefully depending upon the experience and specialisation of the auditors, e.g. in case of an audit involving scrutiny of complex accounting documents, auditors with Commerce background should be selected. Besides, the services of Assistant Director (Costs) should also be utilised effectively. Similarly, for audit of units maintaining accounts in electronic format, a computer-savvy audit team should be preferred. If the situation demands, the audit parties can be reconstituted as per the needs. It must be ensured that the team members of the audit party are fully trained for conducting audit in accordance with the guidelines in this manual.

10.7 Action to be taken by the auditor: Once the audit schedule, with team allocation, is finalised, the action shifts to auditors. The auditor should have adequate time to complete the preparation for audits to be conducted as per the quarterly audit schedule. It must be kept in mind that the outcome of all steps, (as listed below) prior to preparation of Audit Plan, would culminate in an Audit Plan. Therefore, the auditor should record each step in the relevant working paper before taking next step. 
(a) Assessee’s profile.
(b) Nature of business operations.
(c) Assessee Master file.
(d) Rupee risk and local risk factors.
(e) Selection.
Preliminary or Desk Review 

10.7.1 This is the first phase of the audit programme done in the office. The idea is to gather as much relevant information about the assessee and its operations as possible before visiting the unit. A good Desk Review under the supervision of senior officers is critical to the drawing up of good Audit Plan. 

10.7.2 The auditor should immediately refer to the Assessee Master File (Annexures A and B refer). Study of the Assessee Master File could throw up important points, which may merit inclusion in the Audit Plan. In addition, the auditor should also obtain the latest Trial Balance Sheet, Tax Audit Report, Annual Financial Statement, Cost Audit Report or any such document prepared or published after last updating of Assessee Master File. From the scrutiny of these documents, certain points may further emerge for inclusion in the Audit Plan. The auditor should also incorporate the result of any parameters brought to light by risk analysis into the desk review for pin pointing specific issues for scrutiny during audit. An illustrative list of important areas to be scrutinized from the audit angle is given at Annexure C.

10.7.3 From the Assessee Master File, Trial Balance and Annual Financial Statements (Profit & Loss Account and Balance Sheet) it is possible to work out important financial ratios. The said ratios should be compared with the ratios of earlier year and wherever significant variation is noticed, these areas may be selected for audit verification. It may be kept in mind that any adverse ratio is only an indicator for verification of such an area and there may be valid reasons for the same. Therefore, only on the basis of such an adverse ratio, a point for verification can be selected. An illustrative list of important ratios is given at Annexure D.

10.7.4 At this stage, the auditor should also take into account the following facts, -
(i) The reason for selection of a unit (to give an idea about potential problems). 
(ii) Results of last audit/ audits.
(iii) Anti evasion profile and any such action in progress, if any.
(iv) Availment of any conditional, full or partial exemption.
(v) Special benefits availed under various export promotion schemes.
(vi) Pricing and marketing patterns in case of ad valorem rates. 
(vii) Returns filed with State sales tax, Income tax Department, Banks and such agencies.
(viii) Industry specific reports submitted to various Departments.
(ix) Units having large imports.

10.7.5 Some of the other documents which auditor would find useful for carrying out Desk Review are listed under Annexure `E. Documents which need to be perused while formulating the Audit Plan and conducting the subsequent verification are given at Annexure M. The auditor should go through the same at the Desk Review stage as well.
Revenue Risk Analysis:

10.7.6 Risk Analysis is a method of identifying potential revenue risk areas by employing modern techniques. It can be carried out by (i) reconciling various specific financial data, comparing it with different business accounts/documents, (ii) deriving certain data and comparing with the actual figures of the financial document & (iii) comparing the key data figures of the unit with the average all industry figure of similar kind (if available) or part figures of the same assessee. For example, excise duty payment shown in the returns can be reconciled with that shown in the financial accounts. Further, from the reconciled figure of excise duty payment, assessable value of the sales can be worked out. This can then be compared with the sales figure shown in financial records. The difference, if any, must be analysed. The unit assessable value of the assessee can be compared with that of another assessee manufacturing the same item. This method would give an idea whether the valuation and duty calculation system of the assessee is high/low risk area. 
An illustrative example is annexed as Annexure F
 
Trend Analysis:
10.7.7 Trend analysis is a type of computational support needed for the analysis preparatory to planning, by analysing historical data and working out future projections. Historical data is analysed to discover patterns or relations that would be useful in projecting the future production, clearances and values etc.

10.7.8 For audit purposes either absolute values or certain ratios are studied over a period of time to see the trend and the extent of deviation from the average values during any particular period. 

10.7.9 The auditor can study the trend of following data.

1. Gross operating profit vis-à-vis sales. Whenever the Gross profit has either declined or remained constant despite increase in production and sales, a detailed study may have to be undertaken to see whether there is any undervaluation. Conversely, an abnormal increase in gross profit without commensurate increase in the sale value may indicate suppression of clearance and sale or undervaluation 
2. CENVAT as a percentage of either PLA or the total duty paid. Large variations in such ratios merit detailed examination. 
3.  Trends of production of finished goods as well as scrap.
4. Trends of production of dutiable goods vis-à-vis exempted goods.
5. Clearance of excisable goods for home consumption as well as for export.
6. Value of sales to related person vis-à-vis total sales.
7. Movement of goods on job work in terms of quantity over a period of time vis-à-vis total production (in quantity)

10.7.10 The summary results of Desk Review, alongwith the completed Working Papers, should be submitted to the Deputy/Assistant Commissioner (Audit) for approval and guidance, if any.
Gathering information about assessee and his internal systems:

10.7.11 The relevant information about the assessee and the systems in use in his unit is also essential for the audit process. In the case of bigger assessees (i.e. units paying annual PLA revenue of over Rs. 1 crore), such information can be gathered from the officer in the factory as deputed by the assessee during the brief preparatory visit to the unit. In case of other categories of assessees this may be done at the beginning of the visit for audit verification. Before the discussion, the said officer should be asked to give a list of all the documents maintained by the assessee in respect of purchase and receipt, stores, issue and rejection, usage (production records), packing, despatch, transportation, insurance, accounting and costing, imports and exports, trading etc. as well as those submitted to various departments, financial institutions and other agencies. This list can be verified at the time of discussion. The discussion should be structured and should cover all the aspects enumerated in the relevant working paper. It can be further supplemented depending upon the points of interest noticed during the desk review. Special emphasis should be given for any organisational or systemic change that has occurred since the last audit. 

10.7.12 At this stage, the audit team should also determine the sections/ parts / departments of the unit, which it intends to tour. In case, the assessee is not forthcoming with the required information during the visit to factory, the auditor should himself make a systemic study of the assessee and fill up the relevant Working Papers. The auditor should start with an overview of the assessee’s business and organisation. This should be followed by a detailed review of various sub systems, with special attention to those having impact on the tax liabilities (i.e., raw material receipt storage & issue; sales & purchase accounts; production records; finished goods issue and despatch etc.). Assessee maintains number of accounts and documents and also files number of returns with other departments. A general review of all these documents would give the auditor a broad view of the activities of the assessee. 
Audit Plan

10.7.13 Audit Plan is the most important stage before conduct of audit. All the previous steps are actually aimed at preparation of a purposeful Audit Plan. Therefore, it is important that all previous steps are completed and the relevant Working Papers of each of the steps filled up before commencing its preparation. By now, the auditor is in a position to take a reasonable view regarding the vulnerable areas, the weak points in the systems, abnormal trends and unusual occurrences that warrant detailed verification. Certain unanswered or inadequately answered queries about the affairs of the assessee may also be added to this list. 

10.7.14 Audit Plan should be a detailed plan of action, preferably in a standard format. The Audit Plan should be consistent with the complexity of the audit and the reasons for selection of specific issues for audit. It must specify, -
1. Subject: - For example availment of exemption, valuation, Cenvat etc.
2. Specific Issue to be verified: - Under this column, the auditor should mention the precise issue pertaining to the subject. For example, discounts passed on to the buyer, utilisation of inputs for repair/re-processing, etc.
3. Source Document/ Information to be verified: - documents/information reflecting or having a bearing on payment of Central Excise duty, to be verified. For example Central Excise Invoice showing a particular discount and original invoice under which CENVAT credit is taken.
4. Back-up Document: The documents to be examined to check the correctness of the information contained in the source document. The method of examination may also be specified under this column. For example commercial invoice, customer ledger, discount policy documents, price circulars, etc. reflecting the said discount.
5. Period of coverage: - Normally, the coverage will be for the whole of the audit period. However, the auditor may cover a specific extended past period after recording reasons and obtaining permission from senior officer.
6. Selection Criteria: - In case, the volume of documents for verification is very large, the auditor may adopt sample verification after recording reasons for the same. In such a case, the sample selection techniques should be spelt out in the Working Papers. The sample should be chosen in such a way that it is a true representative of the whole.
7. Verification Serial Number: It is the paragraph number of the Verification Paper showing the result of verification conducted by the auditor (please see para 11.4 of this section and heading K in Working Papers in Part III of this Manual). Verification Paper is part of Working Paper for a distinct record of each issue identified in Audit Plan as actually verified during Audit.

10.7.15 The Audit Plan must be discussed with the Deputy Commissioner / Assistant Commissioner (Audit) and should be finalised after approval by the Additional/Joint Commissioner (Audit).
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	Excise Audit Manual
Chapter 11 
Audit Verification
11.1 Audit verification is done on the lines of the Audit Plan for checking the correctness of tax 
payment by the assessee. While conducting the verification, the auditor should try to determine 
whether the apparent weaknesses in the internal control system of the assessee has led to any 
loss of revenue. He should also identify the procedural infractions on part of the assessee, which
are recurrent in nature and which may obscure a vital fact. During the process, he must cross check
the entries made by the assessee in various records and note discrepancies, if any. In all cases
involving discrepancies or unexplained variations in trend-ratios, the auditor should make detailed 
enquiries regarding the cause of the discrepancies and their revenue implication. Illustrations in this
behalf are given in Annexure H.

11.2 The auditor should examine the documents submitted to various Government departments/
agencies like Customs, Income Tax, Sales Tax, Banks, etc. by the assessee. This should be used in 
cross verification of the information filed by the assessee with the Central Excise department. For
example, examination of sales tax returns with other relevant factory records can help the auditor
in ascertaining the clearances and discharge of duty. 

11.3 The audit verification is not a mechanical process. This gives maximum opportunity to the 
auditor to go through the assessee’s records in his unit. Therefore, auditor may come across a 
new set of information or documents, not earlier known, during any of the earlier stages. Further, 
while examining an issue, the auditor may come across a fresh issue also requiring detailed examination. In such a situation, the auditor should go beyond the scrutiny envisaged under the 
Audit Plan after obtaining the approval of his Dy. Commissioner/Asst. Commissioner and recording
full reasons thereof. Despite audit verification being a structured process, it is flexible enough to accommodate the spot-needs. 

11.4 The auditor should conduct the verification in a systematic manner, following the 
sequence of steps, envisaged in the Audit Plan, as far as possible. He should also complete the relevant verification paper on completion of each step in format given as Annexure I (part of 
Working Papers). Each verification paper should be given the same serial number, which appears
 for that issue in the Audit Plan. The issues, which are added later, should normally appear at 
the end.While the process of verification for each audit would be unique in terms of Audit Plan,
 it should involve some general steps as discussed below:
 
Tour of Premises/Plant:
 
11.5.1 A physical tour provides confirmation of much of the information gathered during previous 
steps and it also helps resolve issues noted earlier. It helps the auditor to familiarise himself 
with the manufacturing processes, identify the intermediate goods, by-products and wastes/rejects
and locate activities not declared by the assessee or otherwise escaping notice. During the 
tour to a particular section, the auditor should physically verify the samples of each of the listed 
documents maintained in that section. The auditor should be accompanied by one of the senior 
managers, plant manager and /or the plant foreman and should obtain clarification from them, as 
necessary, on any issue. During the tour the auditor should go through the ground plan of the
factory and process charts to get an overview about the layout and the activity of the unit. The 
plant tour should cover all areas, from receipt of raw material, through manufacturing process,
to the finished goods, storage and the shipping areas. The auditor should ensure 
that he encompasses each and every aspect necessary for him to complete the Audit Working
Papers. Before undertaking the tour to the factory, the auditor should also prepare a 
Questionnaire to gather information for evaluation of internal controls of the assessee. An 
illustrative Questionnaire is placed as Annexure J for guidance of the auditor though he can 
modify the same according to the need. 

11.5.2 The purpose of this tour is to gather information from the assessee about the various
systems followed by him in the areas of purchase, stores, sales, job work, tax reporting etc. 
This information can be test-checked by conducting walk through. 
Evaluation of Internal Controls:

11.5.3 An evaluation of Internal controls helps in formulating a detailed programme of 
verification of relevant internal controls of the assessee. The level of deficiencies in internal 
controls would determine the coverage and depth of audit verification required for a particular 
sub-system in the unit. In this regard, an auditor would normally examine the following:

· Characteristics of the company’s business and its activities. 

· System of maintenance of records and accounts. 

· Identifying the persons handling records for Central Excise purposes. 

· Allocation of responsibilities at different levels. 

· System of internal checks. 

· System of movement of documents having relation to excise assessment. 

· Inter-departmental linkages of documents and information, and 

· System of assessee’s own internal audit. 

· 11.5.4 An auditor needs to acquaint himself with the systems of control and 

· documentation in operation. This knowledge is obtained either by discussion with various managers or by going through documents like procedure manuals, organisation charts, job 
descriptions, flow-charts and records maintained. In the case of first audit, the auditor needs 
to maintain detailed written record of his observations of the internal control system. 

11.5.5 It is essential to test the application of internal controls in practice to judge and form
an opinion about how effectively the prescribed procedures are actually followed. This study will
enable an auditor to assess the level of compliance and level of reliability of the prevalent 
internal control system. This is done by selecting a few representative samples from different 
categories of transactions and examining them in depth, especially with regard to the procedural 
and control aspects. This test can be carried out on the basis of the information gathered in the
format given in Annexure J. The above steps may have to be undertaken by the auditor in the
unit of the assessee. Undertaking a ‘Walk-through’ and conducting ABC analysis during this 
process would help the auditor to evaluate the system of internal control in a scientific manner.
Walk-through: 

11.5.6 ‘Walk-through’ is a process by which the auditor selects any transaction by sampling 
method and traces its movement from the beginning through various sub systems. The auditor
verifies this transaction in the same sequence as it had moved. By this method the auditor can get
a feel of the various processes and their inter linkages. It is also useful method to evaluate
the internal control system of an assessee. The auditor can undertake walk through process 
of sales, purchase, excise, account adjustment systems etc. Certain model ‘Walk-through’ routes
are given in Annexure K. Annexure E gives utility of some of the documents/ registers of the 
assessee that can be made use by the auditor while undertaking Walk-through process.
ABC Analysis: 

11.5.7 It is a known fact that in any field of activity an enormous data is generated and all 
data is not equally important. In order to filter out the irrelevant or relatively insignificant data, 
various techniques are applied and ABC Analysis is one of such data management technique. In
ABC analysis the whole data population is classified into three categories based on the importance. 
A-category is the class of data that is most important from the point of view of managing and 
controlling the same. B-category is the class of data, which should invariably be controlled, but 
the degree of control is not as intense as for A-category. C-category is the class of data, which has
much less revenue-implications and can be controlled by suitable test-checks. 

11.5.8 The auditor can apply ABC Analysis specially in case the quantum of data/information
to be analysed is voluminous. In such a case auditor can classify them according to their utility 
towards potential risk into A, B and C categories. For example while dealing with the issue of 
CENVAT credit availment, the inputs involving lesser number of documents but higher value of
CENVAT credit can be classified as category A documents and subjected to 100% detailed 
scrutiny. Inoices for other major inputs involving moderate number of documents as also less
credit amount can be classified as category B documents and subjected to 100% standard 
checks. The balance documents pertaining to CENVAT, classified as C category can be subjected
to sample test checks. The technique of ABC analysis can also be suitably applied for evaluating 
the systems of internal controls while carrying out verification.

11.5.9 As a result of the observations and test carried out, the auditor has to evaluate as
to how far he can rely on the internal control system. He should assess whether the control 
procedures as prescribed and applied in practice are effective in preventing or detecting material 
errors and irregularities in the accounting system. This is essentially a question of a best
judgement in a particular situation. If there exist certain errors or infirmities in the system, he 
should try to adjudge the impact of the same on tax compliance. Based on the evaluation, the 
auditor will grade the soundness of the level of internal control of each sub-system as “reliable”, “
adequate” or “poor”. Thus, evaluation of Internal controls is important as it helps in determining 
the scope and duration of the audit. 

11.6 In case of a EOU, the auditor has to lay special emphasis on verification of documents,
registers and returns that are mentioned or filed either to the customs authorities or to the 
any other authority. Certain useful tips to conduct audit verifications, as well as drawl of Audit 
Plan, in such units are detailed as Annexure L. Similarly, units exporting under various 
export promotion schemes require special attention. Most of these schemes are available 
to the manufacturer exporters, only if they do not avail cenvat credit. Further, the quantum
of export benefits depends on fulfilment of prescribed conditions and the export sales price.
Sales to DTA also constitute a sensitive area. The auditor should scrutinise the records 
and returns pertaining to these schemes for verification of fulfilment of such conditions.
The auditor should also verify the actual receipt and utilization of capital goods as 
well as raw material, imported or procured indigenously at concessional rates of duty
under these schemes.

11.7 Apparently, the financial and other documents maintained by the assessee for his private 
use and in compliance of other statutes are of great importance which may reveal substantial 
short/non-payments of duty. Annexure M provides an illustrative list of such records/ documents, 
as also the relevant information that can be gleaned from them. The auditor may take note of the
same during ‘Gathering information about the assessee and the system followed by him’,
and go through them during ‘Audit Verification’. 

11.8 If the auditor comes across particular type of document apart from the listed documents, 
which is useful for future audits, he may report the same through proper channel to Directorate
General of Audit, New Delhi. 
 


CHAPTER 12 
PREPARATION OF AUDIT REPORT AND FOLLOW UP


Preparation of draft Audit Report:

12.1.1 After completing audit verifications, the auditor should prepare the verification paper (as 
referred to in the previous chapter). This document should record the results of verification
conducted as per Audit Plan. Any additional issue (not mentioned in the original plan) 
verified/point noticed should also be mentioned. The auditor would then inform the assessee 
of each of such issues pointing out either short levy or procedural infractions. The
initial views of assessee must be recorded in the verification document. Details of spot
recoveries and willingness of the assessee to pay short levy should also be recorded.
This document would then become the basis of preparing the draft Audit Report. 

12.1.2 The draft Audit Report must be prepared in consultation with the Deputy/Assistant
Commissioner (Audit), in standardised format as given in the Board’s circular No. 514/10/2000 –
CX dated 16.2.2000 (copy placed at Annexure N). The narration of the objections in the Audit 
Reports should be concise, to the point and self-contained. Where the objections are based on
any circulars, clarification or a Section 37B Order issued by the Board, these should be quoted. 
Cases in which certain specified conditions are not fulfilled giving rise to objections should be 
clearly brought out. Similarly, where objections are backed by interpretations as decided 
by the court judgments or decisions made by the Appellate or Revisionary authorities or 
supported by technical literature, these should be cited. All objections should be sequentially 
numbered. The auditor should enclose the following documents alongwith the draft Audit Report: 

     (i)   Completed Working Papers of all the steps prior to Audit Plan with a summary report.
     (ii)  Copy of Audit Plan.
     (iii) Copies of verification papers.
     (iv) Copies of all the documents/evidences in support of the objections, alongwith 
           calculation sheets of the short levy details.
     (v) Copies of relevant documents listed in Annexure A in Part IV.
     (vi) Copy of completed proforma as listed in Annexure B in Part IV.

12.1.3 The draft Audit Report should be finalised within the time frame envisaged by Board’s 
Circular dated 16.2.2000, i.e. with 20-25 days of the commencement of the audit in the 
assessee’s unit. Before submitting the draft Audit Report it should be given a unique serial
number as follows: 

A. R. No./Name of Commissionerate/Name of Division/Year. 
Even a nil report should be allotted numbers. A. R. (Audit Report) No. is a running Serial No. to
be given for the financial year. This should be obtained from ‘Audit Follow-up Register’
maintained in the Audit Cell. (see para 12.3.7). The information in columns 1 to 8 in the 
said Register should be filled up at the time of taking A. R. No. from the Register. The same
unique Sr. No. will also be the File No. in Audit Section which will obviate any separate 
file number for the audit file and will facilitate linking any future correspondence from field
formations to the concerned file.

Preparation of final Audit Report:
12.2.1 Auditor should submit draft Audit Report, to the Assistant Commissioner / Deputy 
Commissioner (Audit) alongwith all the enclosures, for examination and vetting. Thereafter 
the same, alongwith enclosures, should be submitted to Audit Cell for considering in Monitoring
meeting. Please refer to para 6.4.2. 

12.2.2 The Audit Cell should organise monitoring meetings periodically during which each of
the audit objections/observations would be examined for its sustainability. To facilitate prompt 
decision, the jurisdictional Divisional and Range officers and the officers from the Technical branch
should also attend these meetings to offer their views on the spot. The minutes of each such 
meeting should be drawn, pointing out the decision on each of the audit objection regarding its 
sustainability and directions for future action. The objections rejected by the meeting will be 
treated as closed. Similarly all points of a nil draft Audit Report are treated as closed after their 
approval by Additional/Joint Commissioner (Audit). Copies of the minutes should be,- (i) enclosed 
with the Audit Report, (ii) sent to all officers required to take future action and (iii) kept in the
master file.12.2.3 Based on the decision of the monitoring meeting, the draft Audit Report
should be finalised by the Audit Cell within fifteen days from the date of the meeting. In 
case of a nil draft Audit Report the same should be finalised with the approval of
Additional/Joint Commissioner (Audit). The Audit Report alongwith supporting documents
should be forwarded to the officer required to take further action. In case the action is 
required to be taken by the officers of other Commissionerates, the Audit Group will be 
responsible for sending the communication to the concerned Commissionerate 
through their Commissioner. This may happen in cases like points relating to Service Tax 
where service provider may fall in the jurisdiction of other Commissionerate or the 
assessee also manufactures similar items in a unit falling in other Commissionerate. 
12.2.4 The Monitoring Meeting shall also evaluate the working of Audit Group in respect of each 
audit. The scoring of Audit Report and Working Papers should be carried out by the Commissioner
 and Addl. Commr./Jt. Commr. (Audit). As instructed in Ministry’s Circular No. 514/10/2000-Cx 
dated 16.2.2000 the scoring committee should score the Audit Report and the Working Papers 
with a view to evaluate the standard of the audit conducted. Greater emphasis should be 
placed on the quality of Audit Plan and systematic conduct of audit rather than the quantum of 
detection of short levy and recovery thereof. The scoring system is not meant for reprimanding 
any auditor or fixing any responsibility but is aimed at assessing the quality of audit and
correcting the shortcomings for future. A copy of scoring sheet as appearing in the said circular
is enclosed as Annexure O.

12.2.5 Officers required to take action on an objection should forward the copy of the action taken 
documents (such as copy of SCN) to the Audit Cell. An objection should be closed after requisite 
action has been taken on it. In case new facts come to the knowledge of officers required to take 
action on an objection, which may involve re-consideration of findings in Audit Report, they should
 send their report with supporting material for reconsideration of the matter in the Audit Cell. 
But this action must be taken most expeditiously, say within one month of receipt of Audit Report. 
Only in exceptional cases involving cogent grounds, the views taken in the Monitoring 
Meetings can be requested for re-consideration.

12.2.6 Each Audit Report should be examined by the Audit cell. Any objection with
 major revenue implication, objection peculiar to a particular industry or those describing 
a novel modus operandi should be selected for (i) issue of Modus operandi circular
 within the Commissionerate, (ii) for communicating the same to the Chief Commissioner’s 
office for circulation within the zone (iii) communicating to Directorate General (Audit) for 
issue of audit circulars and (iv) communicating to Directorate General of Central Excise
Intelligence for information.12.2.7 On completion of the above procedure the Audit Cell
shall place the documents in Assessee Master file (please see chapter 9 and Annexure A) 
and update the electronic file of the assessee (please see Chapter 9 and Annexure B).
Records to be maintained in the Headquarters Audit Section:

12.3.1. A register of units planned for audit (Audit Planning Register) in the format given below 
should be maintained in Audit Cell. It will facilitate in ensuring:
    (i) all units allotted to an Audit Group have been audited; and 
    (ii) wherever audit has been completed, the Audit Reports are issued in time.
  It will also ensure that if audit of any unit could not be taken up, the same can be included in the
  schedule for the subsequent period.

 

APPR No./Sl. No. of Unit

Name of the Unit

IAP No. & name of Supdt.

Proposed Month of Audit

Actual Date of Visit to units

Date of submission of report to audit cell

Audit report no.

Date of Issue

Remarks

1.

2.

3.

4.

5.

6.

7.

8.

9.

 

 

 

 

 

 

 

 

 

The APR No. and Sl. No. of the unit shall be assigned by the Audit Cell while issuing the Audit 
Schedule. The Col. Nos. 1 to 3 shall be entered by the Audit Cell at the time of issue of Audit 
Schedule. The subsequent columns shall also be entered by the Audit Cell on receipt of a
monthly Audit Performance Report discussed in ensuring paras.

12.3.2 To enable monitoring of the progress of audit after a unit has been allotted to an Audit 
Group, it is necessary that all the units included in the Audit Schedule should be entered in the
Audit Planning Register and all further action taken should also be entered in this register. 
As already mentioned in paras 10.5 and 10.6, the Audit Schedule should be issued in each quarter
to enable despatch of the advance audit intimation in time and also to plan the audit of large 
and small assessees by the Audit Group as per overall convenience of the assessees. For this
purpose, each Audit Schedule should be given a unique Serial No. as follows:
ASR No./Serial No. of the unit/Year.

12.3.3 ASR No. may be given as ASR1/ASR2 and so on for each quarterly Audit Schedule. 
The Serial No. of the unit will be a running Serial No. starting from No. 1 at the start of the financial
year. For example, if 25 units have been planned for audit in the Schedule of the first quarter of 
the year, the Serial No. of the units will run from No. 1 to 25. If 30 more units have been planned 
for audit in the next schedule, the Serial No. of the units will run from 26 to 55 and so on. 

12.3.4 Monthly Audit Performance Report (Audit Group-wise):
Each Audit Group shall submit a monthly audit performance report by 2nd of each month to the 
Planning Cell in the following format:

APPR No./Sl. No. of Unit

Name of the Unit

Proposed Month of Audit

Actual Date of Visit to units

Date of submission of AR to audit cell

1.

2.

3.

4.

5.

 

 

 

 

 

 

APPR No.

Date of Issue

Amount Involved in Audit Paras 

Spot recovery during Audit

Reason for non-completion of  audit

1.

2.

3.

4.

5.

 

 

 

 

 

Note: Column Nos. 8 & 9 should be filled up only when Audit Report has been approved by the
Monitoring Meeting.

Alongwith the said report, an abstract of important audit objections should also be given to the 
Audit Cell. The said information would be used for preparing quarterly Audit Bulletins.12.3.5    
The Audit Cell shall update the Audit Planning Register based on the reports received from 
audit group. (Col. No. 4 to 8 of Audit Planning Register). This report will also be used for 
discussion during monthly meeting of audit officers to evaluate the performance of each 
Audit Group. In the 1st week of every month, an abstract of Monthly Audit Performance
Report for all Audit Groups should be put up to Jt./Addl. Commissioner in the format given
below:

Abstract of Monthly Audit Performance Report:
 

Audit Group No.

OB of units to be audited 

No. of new units planned for audit during the month

No. of audits completed during the month (AR issued)

Balance units for auditing 

1.

2.

3.

4.

5.

 

 

 

 

 

 

Period of Pendency 

Total Duty involved in Objections raised during the month

Amount of Spot Recovery during the month

0-1 months

1-2 months

2-3 months

6.

7.

8

9

10

Note: 
(i) Amount in Columns 9 and 10 should be entered only for the units where Audit Reports
have been approved in Monitoring Meetings.
(ii) Audit is treated to be completed only when an Audit Report has been issued.

12.3.6 The Commissionerates must have their own mechanism and records for tracking the 
details of adjudication and further actions like appeals pertaining to the show cause notices
issued as a result of the audit objection

12.3.7 The details of Audit Reports discussed by Monitoring Meeting, the decision taken in 
the meeting and the further follow up action should be entered in the Audit Follow up
Register (maintained in the format given below), as soon as the Audit Report is approved.
 

Audit follow up register :
Audit report No.

Name and address of the assessee

Range and Division

Registration of Assessee

Period of Audit

Dates of Audit (dates of visit to unit)

IAP No. and name of Supdt.

Para no. and objection in brief for each para

Whether objection accepted by the monitoring meeting (yes or no)

1.

2.

3.

4

5

6

7

8

9

 

 

 

 

 

 

 

 

 

 

Duty involved in each para

Sport recovery during audit

Duty recovered other than spot recovery before issue of SCN

Divisional file no.

SCN No. & Date

Amount demanded in SCN

Reasons for closure of para

Date of closure of para

Remarks

1.

2.

3.

4

5

6

7

8

9

 

 

 

 

 

 

 

 

 

Note: (i) Col. No. 1 to 8 shall be entered by Audit Group while obtaining the file number.
         (ii) Col. Nos. 9 to 11 shall be entered by the Audit Cell before issue of Audit Report .
         (iii) Col. Nos. 12 to 15 shall be entered on receipt of replies from Division. 

The following abstract for each month should be put up by Audit Cell to Addl./Jt. Commissioner
Audit by 10th of the following month.
  

Opening Balance

Total No. of Units audited during the month (Audit Note is issued)

Paras accepted during the month for action

Total No. of Paras closed during the month

Total Recovery during the month

Closing Balance

No. of Paras

Total Amount Involved

No. of Paras

Total amount involved

No. of Paras

Total Amount Involved

No. of Paras

Total Amount Involved

No. of Paras

Total Amount Involved

1.

2

3

4

5

6

7

8

9

10

11

 

 

 

 

 

 

 

Monthly Abstract of Audit Follow-up Register. 

  

Period wise pending

0 - 3 months

3 - 6 months

> 6 months

12

13

14

15

16

17

 

 

 

 

 

 

Note: The quarterly report to be sent to zonal Additional Dir. Gen. (Audit) shall be prepared 
based on this report. 

12.3.7 The quarterly report in the following format is required to be sent to the Zonal 
Additional Dir. Gen. (Audit).
  

(A) Details of audits conducted (Rupees in lakhs) 

  

Name of Commissionerate 

No. of units scheduled for audit

No. of units audited

No, of revenue paras raised

Total short levy detected

Total recovery

1.

2.

3.

4

5

6

 

 

 

 

 

 

(B) Action taken on final Audit Report paras accepted for action:

Opening balance 

Paras accepted during the quarter for action

No. of paras closed during the quarter and reasons 

SCN issued

Amount recovered and paras closed

Other reasons like closure like on merit

No. of paras

Total Amount Involved

No. of paras

Total Amount Involved

No. of paras

Total Amount Involved

No.of paras

Total Amount Involved

No. of paras

Total Amount Involved

1

2

3

4

5

6

7

8

9

10

 

 

 

 

 

 

 

 

 

 

 

Closing Balance 

Period wise pendency

0-3 months

3-6 months

6-12 months

>1 year

No. of paras

Total Amount Involved

No. of paras

Total Amount Involved

No. of paras

Total Amount Involved

No.of paras

Total Amount Involved

No. of paras

Total Amount Involved

1

2

3

4

5

6

7

8

9

10

 

 

 

 

 

 

 

 

 

 

Follow up action on Audit Reports: - 
12.4.1 All officers (such as Divisions/range, Headquarters preventive etc.) required to take future 
actions as per the minutes of the Monitoring meeting, should send a monthly status report of the 
action taken on the audit objections to the Audit Cell, latest by the 10th of the next month. The 
same should be used by the Audit Cell for updating the “Audit Follow Up Register” mentioned 
above. The Audit Cell should prepare monthly report on audit performance and follow up action. 
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	Excise Audit Manual
CHAPTER 13
ENHANCING TAX COMPLIANCE
13.1    The ultimate aim of conducting audit is to increase the level of assessee’s tax compliance. Therefore, no audit can be considered to be complete unless the auditor has made all efforts to ensure maximum recovery of short levy before he leaves the premises of the assessee.  
13.2    As the current Audit system adopts a transparent methodology, it is necessary that all the audit objections noticed by the audit party are conveyed to the assessee with a view to ascertaining his view point before preparing the draft Audit Report. Accordingly the audit objections should be intimated in writing to the assessee. It should be clarified in such written communication that the same is not in the nature of any show cause notice and is only a part of participative and fact-finding audit scheme under which even the preliminary and tentative audit observations are being shared with the assessee to know his view point. Where satisfactory explanation or evidence is submitted to the auditor, the findings should be revised as necessary after approval of Deputy/Assistant Commissioner (Audit).
13.3    It is the auditor’s responsibility to explain all his objections to the assessee and to make all attempts to resolve any disagreements before they are finalised. It is also the auditor’s responsibility to make sure that his senior is aware of potential disagreement and the position taken by the assessee.
13.4    The assessee must be advised of his rights and obligations with respect to items in dispute. However it should be pointed out that interest would continue to accrue in terms of Section 11 AB of Central Excise Act, 1944.
13.5    Where the assessee is in agreement with the short levy, as noticed, the auditor should persuade him to pay the duty promptly. The assessee can be informed that on making spot payment he gets the benefit of Section 11 A (2B) of Central Excise Act, 1944 except the cases covered by the Explanation 1 appended thereto.
13.6    Where a substantial amount remains unpaid, because of assessee’s disagreement or otherwise, the auditor should attempt to collect any information that will aid in future collection. This will include bank information, ownership of the assets and receivables, financial liquidity, cash flow situation or any other factor, which may help recovery of duty.
13.7    Before leaving the assessee’s premises, the auditor must discuss future compliance issues with the senior management of the unit. Steps the unit management can take to reduce specific errors detected in the audit and to improve compliance and systems should be pointed out. Written or verbal assurances as given by assessee should be recorded in the Audit Report. 
13.8    If there is any way the department can assist the assessee to reduce errors and improve compliance, attempts must be made to offer such assistance.

 
CHAPTER 14
WORKING PAPERS TO BE USED WITH STANDARD AUDIT PROGRAM FOR UNITS PAYING ANNUAL PLA REVENUE BELOW RS. 1 CRORE.
(Approximate period of audit inclusive of preparation – 5 working days)
INSTRUCTIONS FOR FILLING UP THE WORKING PAPERS
(i)                 Each part of the Working Paper (starting from Part D) should be filled up on completion of the relevant audit step. The date on which such part is completed and Working Paper filled should be mentioned. Part A to C can be filled up at the end before submission of the Working Papers.
(ii)               The completed Working Papers must be submitted by the audit team with the draft Audit Report (prepared as per proforma given in Annexure N in Part IV) forming the top sheet.
(iii)             Copies of supporting documents/records/evidences referred to in the Working Papers must be annexed at the end. Each of the copy should be marked with the relevant WP reference No. 
(iv)              The Working Papers form the basis of audit objection. They also show the detailed steps undertaken by the auditor during the preparation for and conduct of the audit. Therefore they should be filled carefully, giving observations and conclusions of the auditor duly supported by evidences/documents, wherever required.
(v)                The Working Papers should be filled in by the auditors themselves and in no case should be handed over to the assessee for filling them up.
(vi)              Some of the entries appearing in the Annexure in Part IV may appear to overlap with the entries of the Working Papers. It must be kept in mind that SAP and Annexures in Part IV are only for the reference and guidance to the auditor. Therefore the auditor should fill in the Working Paper taking into account the facts and circumstances of each case and not merely copy out the illustrations given in the Annexures in Part IV.
(vii)            Before the conduct of audit verification, the Audit Plan should be approved and signed by senior officer not below the rank of Additional/Joint Commissioner in charge of audit. During the verification if any issue arises or is noticed the same may be verified after obtaining prior approval of the said senior officer.  
Date of Preparation________________              W/P No.______________
 A.      DETAILS OF AUDI
(i)                 DATE OF AUDIT:
(ii)               DATE OF SUBMISSION OF AUDIT REPORT:
(iii)             DRAFT AUDIT REPORT NO.             :
            (Pl. see para 12.1.3 )
(iv)              DETAILS OF THE AUDIT TEAM:
 
S. No.
Name of the officer
Designation
 
 
 
 
B.      ASSESSEE PROFILE
(Please fill in only in case there is a change in the information as provided in the Registration Application).
1.         Name of the Registrant
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
2.    Details of Permanent Account Number (PAN) 
​​​​​​​​​​​​​      Tick any one box
(i)         Not applied for PAN    ?  (ii)        Applied for PAN but not received number  ? (iii) Allotted PAN number  ?   
      If (iii) provide the following details:
(a)        PAN   
 
 
 
 
 
 
 
 
 
 
(Issued by the Income Tax Department) 
 
(b)        Name of the Registrant (as appearing in PAN)
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
3.    Specify (tick only one box) Manufacturer   ?   Warehouses   ?   Export Oriented Unit (EOU)   ?   Unit within FTZs     ?  Manufacturer’s Depot   ?   Dealer  ?   
4.     Constitution of business. (tick only one box)
        Proprietorship ? Partnership ? Registered Co. ? Unregistered Co. ? Trust ? Society ? others ?
 
5.    Address of business premises
(i)         Name of Premises/Building 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(ii)         Flat/Door/Block No.
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(iii)        Road/Street/Lane
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(iv)        Village/Area/Locality
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(v)         Block/Taluka/Sub-Division
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(vi)        Town/City/District                  (vii) State/Union Territory (Please see instruction No. 6(a))
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(viii)       PIN                   Post office
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
3)               (i)  Obtain and study other documents illustrated in para 10.7.11
 and Annexure E in Part IV and conduct examinations as illustrated
 in Annexure C. List out the documents studied. 
___________________________________________
___________________________________________
(ii)                  Identify and mention (with justifications), the areas or issues 
which merit verification during the conduct of audit. (refer para 10.7.11).
             ________________________________________
________________________________________
4).              Work out some of the important financial ratios as mentioned in para 
10.7.6 and Annexure D. Mention the important indicators, which require
 detailed verification during the conduct of audit.
             _______________________________________________
________________________________________________
________________________________________________
5).              Mention changes in the law and rates of duty pertaining to the products
 manufactured and inputs since previous audit.
             ________________________________________________
________________________________________________
________________________________________________
6)         Mention details of Anti-evasion cases booked in recent past or are in 
progress and past audit objections, which have not been settled so far, 
by way of assessee acceptance, adjudication, appeals etc.   
             _______________________________________________
________________________________________________
________________________________________________ 
7)         Observations of the Auditor on any other issue emerging during Desk
 Review, if any.
            ________________________________________________
            ________________________________________________ 

E.     CONDUCT OF AUDIT
Note:  As the normal period of audit envisaged for assessees paying annual PLA revenue below Rs. 1 crore is around 7 or 5 working days (including the days spent in office for desk review and preparation of Audit Report), some of the preparatory and other steps as applicable to mandatory units have been combined or restructured. Thus, the pre-verification visit to the factory and the interview with the officers of the assessee as a preparatory step have been merged with the visit to the factory for the conduct of audit itself. Certain other steps like gathering of information about the assessee and the systems followed by him, evaluation of internal controls, walk through and revenue loss analysis are made concurrent with the conduct of audit. However, the Auditor should obtain complete list of documents/records maintained by the assessee and should also obtain copies of selected documents/records for scrutiny prior to audit verification. Accordingly, while visiting the units for audit, the Auditor should also (i) undertake a tour of the factory premises; (ii) interview key personnel who may provide requisite information; (iii) undertake the walk-through of selected sub-systems; and (iv) obtain remaining relevant information and evaluate the internal control systems. The following action, together with verification should be undertaken.
Date of Preparation________________                     
1)               Whether the assessee has submitted list of all documents maintained in respect of items mentioned under para 10.7.7 (enclose the list).
                  ________________________________________________
                  ________________________________________________
 
2)               Obtain audited Balance sheet and Profit and Loss Account and trial balance.  Review any notes in the Balance sheet / profit and loss account.  If unit is a division of a company, check if internal financial statements are prepared for the unit before consolidation with other related units.  Work out purchase of raw materials value to sales value of manufactured goods ratio and compare with CENVAT ratio. Obtain a copy of last two reports.  Mention issues verified during conduct of audit.  
                   ________________________________________________
                   ________________________________________________

3)         Identify all business activities like sale of manufactured goods, sale of trading goods, non-manufacturing activity like repair, service activities and major source of ‘Other Income’.  Mention issues verified during conduct of audit.  

                   ________________________________________________
                   ________________________________________________
4)               Compare total turnover as per profit and loss account with the corresponding figures submitted to the department in the returns for three years. Mention discrepancies verified/reconciled during conduct of audit.  

________________________________________________
________________________________________________
5)               Identify other revenues as reported in the financial statements (Incomes other than from sales). Select such other revenues, which may form part of the assessable value (for verification during conduct of audit).
                   ________________________________________________
________________________________________________
6)               Study the purchase details of major capital goods acquired and put to use since last audit.  Mention issues verified during conduct of audit.
                  ________________________________________________
________________________________________________
7)               Conduct revenue risk analysis, covering a period of one year or a minimum of one return, for Excise duties.  The excise duty payable may be derived from the Income Statement in the Profit and Loss Account by excluding non-manufacturing income and the income from exempted manufactured items and applying the excise duty rate. This may be compared with total excise duty paid as per monthly return. Mention results indicating possible problem areas and mention issues verified during conduct of audit.
                  ________________________________________________
________________________________________________
8)         Conduct revenue risk analysis, covering a period of one year for CENVAT Credits and record your observations as to the potential revenue loss.  Value of input purchased as per the expenditure statement in the Profit and Loss account may be used for working out CENVAT credit available and compare it with CENVAT credit availment given in the CENVAT return.  Mention results indicating possible problems areas and mention issues verified during conduct of audit.
                 ________________________________________________
________________________________________________
9)         Undertake analysis of trends as illustrated in para 10.4.21 or other trends as relevant. Mention issues verified during conduct of audit.
                   ________________________________________________
________________________________________________
10)             Refer to information furnished under para 5 of part D of this document. Mention whether changes in law and rates of duty are relevant from the point of view of revenue in respect of the assessee which were verified.
11)      Refer to information furnished under para 6 of Part D of this document. Mention whether the issues involved in the anti-evasion cases booked/past audit objections are relevant during the current audit, being repetitive or recurring in nature.
 12)      Gather information about the Internal Control System as illustrated in Annexure E in Part IV by interviewing the section in-charges. Mention issues verified during conduct of audit and results thereof.
13)            Conduct tour of the premises. Gather information relevant to revenue during the course of Tour of the premises. Mention issues verified during conduct of audit and results thereof.
14)           Conduct interview of the key personnel specially in respect of manufacturing process, input-output norms, accounting of wastes, movement of documents relating to purchases/stores/sales/captive consumption, any dealings with related or sister concerns etc. Identify the issues that may be relevant from the revenue point of view. Mention issues verified during conduct of audit and results thereof.
15)      Perform a walkthrough for a few selected systems (i.e. Sales / Central Excise Account/ purchase system (including capital assets)/ Stores, CENVAT adjustments/ Tax Accounting etc.).  Trace a few samples of transactions. Mention results. 
16)           Make general evaluations of the internal control over various systems (i.e. purchase, stores, sales, production, general accounting etc.). Identify areas where the internal control is weak. Undertake detailed verification of such areas having relevance to revenue. Mention results.
17)           During these verifications, the following information should be correctly obtained and recorded.
i)        Number of workers employed on manufacturing side.
ii)      Number of shifts running.
iii)    Number of places for despatch of goods outside the factory.
iv)    Whether any input is exclusively used in the manufacture of fully exempted goods.
v)      Whether any inputs used in the manufacture of fully exempted as well as dutiable goods.
vi)    Whether any Capital goods on which CENVAT credit is availed are exclusively used in the manufacture of fully exempted goods.
18)            Examine whether any discrepancy of facts relevant to Central Excise has been noticed between what was made known to the audit team earlier and what was observed during the audit. Record details of such observations together with action taken thereon.
 19)            Any new facts not declared/disclosed earlier but noticed during the audit having relevance to the tax compliance by the assessee should be properly probed and recorded with results.  
20)            The system of movements of goods (including inputs) from the stage of raw materials to the removal of the finished goods for sale together with the movement of the covering documents should be examined. Specific details of such movements and covering documents verified during the audit should be recorded alongwith the results.
21)            All important findings during audit, specially those pertaining to short/non-payment of duty should be discussed with the assessee on the completion of audit and his explanation/clarification alongwith the supporting material, if any, should be taken into consideration before taking a definitive view. All the details in this behalf should be recorded. 
22)      After completion of audit, the head of the audit party should also point out to the assessee various deficiencies in the operative systems and accounts etc. with guidance/suggestions for rectification improvement and future compliance. 

F       SUMMARY OF AUDIT RESULTS
Provide an outline in following format of all objections, which involve short/non payment of duty and interest amounts (say under Sec. 11D), irregular availment/utilization of credit, irregular payment of refund and non-payment of interest due. Details of objections of technical/procedural in nature without involving revenue / credit / interests/amounts should also be mentioned. Indicate whether the assessee has agreed to the objections and if so, whether he has made spot payment (if so details thereof).
S. No.
Description of commodity
CETSH No.
Code – audit points
Code – records / document 
Assessee acceptance (Y/N/P)
Amount of detection in (Rs. 000)
Amount of recovery in (Rs. 000)
(1)
(2)
(3)
(4)
(5)
(6)
(7)
(8)
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Provide details for each Sr. No. in respect of columns (4) to (8) above alongwith reference to Sr. No. of Working Papers and particulars of source document and back-up documents.
(1)
(i)    ________________________________________
(ii)   ________________________________________
(iii)  ________________________________________
(2)
(i)     ________________________________________
(ii)    ________________________________________
(iii)   ________________________________________
(Auditor)
 
Name/Designation
 
Place: _______________
 
Date:   _______________
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	Excise Audit Manual
CHAPTER 15

WORKING PAPERS TO BE USED WITH STANDARD AUDIT PROGRAM FOR UNITS PAYING ANNUAL PLA REVENUE MORE THAN RS. 1 CRORE.
(Approximate period of audit inclusive of preparation – 10 working days)
INSTRUCTIONS FOR FILLING UP THE WORKING PAPERS
(i)                 Each part of the Working Paper (starting from Part D) should be filled up on completion of the relevant audit step. The date on which such part is completed and Working Paper filled should be mentioned. Part A to C can be filled up at the end before submission of the Working Papers.
(ii)               The completed Working Papers must be submitted by the audit team with the draft Audit Report (prepared as per proforma given in Annexure N in Part IV) forming the top sheet.
(iii)             Copies of supporting documents/records/evidences referred to in the Working Papers must be annexed at the end. Each of the copy should be marked with the relevant WP reference No. 
(iv)              The Working Papers form the basis of audit objection. They also show the detailed steps undertaken by the auditor during the preparation for and conduct of the audit. Therefore they should be filled carefully, giving observations and conclusions of the auditor duly supported by evidences/documents, wherever required.
(v)                The Working Papers should be filled in by the auditors themselves and in no case should be handed over to the assessee for filling them up.
(vi)              Some of the entries appearing in the Annexure in Part IV may appear to overlap with the entries of the Working Papers. It must be kept in mind that SAP and Annexures in Part IV are only for the reference and guidance to the auditor. Therefore the auditor should fill in the Working Paper taking into account the facts and circumstances of each case and not merely copy out the illustrations given in the Annexures in Part IV.
(vii)            Before the conduct of audit verification, the Audit Plan should be approved and signed by senior officer not below the rank of Additional/Joint Commissioner in charge of audit. During the verification if any issue arises or is noticed the same may be verified after obtaining prior approval of the said senior officer.  
Date of Preparation________________              W/P No.______________
 A.      DETAILS OF AUDI
(i)                 DATE OF AUDIT:
(ii)               DATE OF SUBMISSION OF AUDIT REPORT:
(iii)             DRAFT AUDIT REPORT NO.             :
            (Pl. see para 12.1.3 )
(iv)              DETAILS OF THE AUDIT TEAM:
 
S. No.
Name of the officer
Designation
 
 
 
B.      ASSESSEE PROFILE
(Please fill in only in case there is a change in the information as provided in the Registration Application).
1.         Name of the Registrant
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
2.    Details of Permanent Account Number (PAN) 
​​​​​​​​​​​​​      Tick any one box
(i)         Not applied for PAN    ?  (ii)        Applied for PAN but not received number  ? (iii) Allotted PAN number  ?   
      If (iii) provide the following details:
(a)        PAN   
 
 
 
 
 
 
 
 
 
 
(Issued by the Income Tax Department) 
 
(b)        Name of the Registrant (as appearing in PAN)
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
3.    Specify (tick only one box) Manufacturer   ?   Warehouses   ?   Export Oriented Unit (EOU)   ?   Unit within FTZs     ?  Manufacturer’s Depot   ?   Dealer  ?   
4.     Constitution of business. (tick only one box)
        Proprietorship ? Partnership ? Registered Co. ? Unregistered Co. ? Trust ? Society ? others ?
 
5.    Address of business premises
(i)         Name of Premises/Building 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(ii)         Flat/Door/Block No.
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(iii)        Road/Street/Lane
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(iv)        Village/Area/Locality
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(v)         Block/Taluka/Sub-Division
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(vi)        Town/City/District                  (vii) State/Union Territory (Please see instruction No. 6(a))
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(viii)       PIN                   Post office
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
3)               (i)  Obtain and study other documents illustrated in para 10.7.11
 and Annexure E in Part IV and conduct examinations as illustrated
 in Annexure C. List out the documents studied. 
___________________________________________
___________________________________________
(ii)                  Identify and mention (with justifications), the areas or issues 
which merit verification during the conduct of audit. (refer para 10.7.11).
             ________________________________________
________________________________________
4).              Work out some of the important financial ratios as mentioned in para 
10.7.6 and Annexure D. Mention the important indicators, which require
 detailed verification during the conduct of audit.
             _______________________________________________
________________________________________________
________________________________________________
5).              Mention changes in the law and rates of duty pertaining to the products
 manufactured and inputs since previous audit.
             ________________________________________________
________________________________________________
________________________________________________
6)         Mention details of Anti-evasion cases booked in recent past or are in 
progress and past audit objections, which have not been settled so far, 
by way of assessee acceptance, adjudication, appeals etc.   
             _______________________________________________
________________________________________________
________________________________________________ 
7)         Observations of the Auditor on any other issue emerging during Desk
 Review, if any.
            ________________________________________________
            ________________________________________________ 

E.     CONDUCT OF AUDIT
Note:  As the normal period of audit envisaged for assessees paying annual PLA revenue below Rs. 1 crore is around 7 or 5 working days (including the days spent in office for desk review and preparation of Audit Report), some of the preparatory and other steps as applicable to mandatory units have been combined or restructured. Thus, the pre-verification visit to the factory and the interview with the officers of the assessee as a preparatory step have been merged with the visit to the factory for the conduct of audit itself. Certain other steps like gathering of information about the assessee and the systems followed by him, evaluation of internal controls, walk through and revenue loss analysis are made concurrent with the conduct of audit. However, the Auditor should obtain complete list of documents/records maintained by the assessee and should also obtain copies of selected documents/records for scrutiny prior to audit verification. Accordingly, while visiting the units for audit, the Auditor should also (i) undertake a tour of the factory premises; (ii) interview key personnel who may provide requisite information; (iii) undertake the walk-through of selected sub-systems; and (iv) obtain remaining relevant information and evaluate the internal control systems. The following action, together with verification should be undertaken.
Date of Preparation________________                     
1)               Whether the assessee has submitted list of all documents maintained in respect of items mentioned under para 10.7.7 (enclose the list).
                  ________________________________________________
                  ________________________________________________
 
2)               Obtain audited Balance sheet and Profit and Loss Account and trial balance.  Review any notes in the Balance sheet / profit and loss account.  If unit is a division of a company, check if internal financial statements are prepared for the unit before consolidation with other related units.  Work out purchase of raw materials value to sales value of manufactured goods ratio and compare with CENVAT ratio. Obtain a copy of last two reports.  Mention issues verified during conduct of audit.  
                   ________________________________________________
                   ________________________________________________

3)         Identify all business activities like sale of manufactured goods, sale of trading goods, non-manufacturing activity like repair, service activities and major source of ‘Other Income’.  Mention issues verified during conduct of audit.  

                   ________________________________________________
                   ________________________________________________
4)               Compare total turnover as per profit and loss account with the corresponding figures submitted to the department in the returns for three years. Mention discrepancies verified/reconciled during conduct of audit.  

________________________________________________
________________________________________________
5)               Identify other revenues as reported in the financial statements (Incomes other than from sales). Select such other revenues, which may form part of the assessable value (for verification during conduct of audit).
                   ________________________________________________
________________________________________________
6)               Study the purchase details of major capital goods acquired and put to use since last audit.  Mention issues verified during conduct of audit.
                  ________________________________________________
________________________________________________
7)               Conduct revenue risk analysis, covering a period of one year or a minimum of one return, for Excise duties.  The excise duty payable may be derived from the Income Statement in the Profit and Loss Account by excluding non-manufacturing income and the income from exempted manufactured items and applying the excise duty rate. This may be compared with total excise duty paid as per monthly return. Mention results indicating possible problem areas and mention issues verified during conduct of audit.
                  ________________________________________________
________________________________________________
8)         Conduct revenue risk analysis, covering a period of one year for CENVAT Credits and record your observations as to the potential revenue loss.  Value of input purchased as per the expenditure statement in the Profit and Loss account may be used for working out CENVAT credit available and compare it with CENVAT credit availment given in the CENVAT return.  Mention results indicating possible problems areas and mention issues verified during conduct of audit.
                 ________________________________________________
________________________________________________
9)         Undertake analysis of trends as illustrated in para 10.4.21 or other trends as relevant. Mention issues verified during conduct of audit.
                   ________________________________________________
________________________________________________
10)             Refer to information furnished under para 5 of part D of this document. Mention whether changes in law and rates of duty are relevant from the point of view of revenue in respect of the assessee which were verified.
11)      Refer to information furnished under para 6 of Part D of this document. Mention whether the issues involved in the anti-evasion cases booked/past audit objections are relevant during the current audit, being repetitive or recurring in nature.
 12)      Gather information about the Internal Control System as illustrated in Annexure E in Part IV by interviewing the section in-charges. Mention issues verified during conduct of audit and results thereof.
13)            Conduct tour of the premises. Gather information relevant to revenue during the course of Tour of the premises. Mention issues verified during conduct of audit and results thereof.
14)           Conduct interview of the key personnel specially in respect of manufacturing process, input-output norms, accounting of wastes, movement of documents relating to purchases/stores/sales/captive consumption, any dealings with related or sister concerns etc. Identify the issues that may be relevant from the revenue point of view. Mention issues verified during conduct of audit and results thereof.
15)      Perform a walkthrough for a few selected systems (i.e. Sales / Central Excise Account/ purchase system (including capital assets)/ Stores, CENVAT adjustments/ Tax Accounting etc.).  Trace a few samples of transactions. Mention results. 
16)           Make general evaluations of the internal control over various systems (i.e. purchase, stores, sales, production, general accounting etc.). Identify areas where the internal control is weak. Undertake detailed verification of such areas having relevance to revenue. Mention results.
17)           During these verifications, the following information should be correctly obtained and recorded.
i)        Number of workers employed on manufacturing side.
ii)      Number of shifts running.
iii)    Number of places for despatch of goods outside the factory.
iv)    Whether any input is exclusively used in the manufacture of fully exempted goods.
v)      Whether any inputs used in the manufacture of fully exempted as well as dutiable goods.
vi)    Whether any Capital goods on which CENVAT credit is availed are exclusively used in the manufacture of fully exempted goods.
18)            Examine whether any discrepancy of facts relevant to Central Excise has been noticed between what was made known to the audit team earlier and what was observed during the audit. Record details of such observations together with action taken thereon.
 19)            Any new facts not declared/disclosed earlier but noticed during the audit having relevance to the tax compliance by the assessee should be properly probed and recorded with results.  
20)            The system of movements of goods (including inputs) from the stage of raw materials to the removal of the finished goods for sale together with the movement of the covering documents should be examined. Specific details of such movements and covering documents verified during the audit should be recorded alongwith the results.
21)            All important findings during audit, specially those pertaining to short/non-payment of duty should be discussed with the assessee on the completion of audit and his explanation/clarification alongwith the supporting material, if any, should be taken into consideration before taking a definitive view. All the details in this behalf should be recorded. 
22)      After completion of audit, the head of the audit party should also point out to the assessee various deficiencies in the operative systems and accounts etc. with guidance/suggestions for rectification improvement and future compliance. 

F       SUMMARY OF AUDIT RESULTS
Provide an outline in following format of all objections, which involve short/non payment of duty and interest amounts (say under Sec. 11D), irregular availment/utilization of credit, irregular payment of refund and non-payment of interest due. Details of objections of technical/procedural in nature without involving revenue / credit / interests/amounts should also be mentioned. Indicate whether the assessee has agreed to the objections and if so, whether he has made spot payment (if so details thereof).
S. No.
Description of commodity
CETSH No.
Code – audit points
Code – records / document 
Assessee acceptance (Y/N/P)
Amount of detection in (Rs. 000)
Amount of recovery in (Rs. 000)
(1)
(2)
(3)
(4)
(5)
(6)
(7)
(8)
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Provide details for each Sr. No. in respect of columns (4) to (8) above alongwith reference to Sr. No. of Working Papers and particulars of source document and back-up documents.
(1)
(i)    ________________________________________
(ii)   ________________________________________
(iii)  ________________________________________
(2)
(i)     ________________________________________
(ii)    ________________________________________
(iii)   ________________________________________
(Auditor)
 
Name/Designation
 
Place: _______________
 
Date:   _______________
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