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Preface

After the issue of detailed CBDT Instructions on Receipt and
Internal Audit in 2006 and 2007, the

procedural aspects of Internal Audit have been clearly
delineated. Role of Internal audit as a

mechanism to place check on tax manipulations by professionals
and those dealing with taxation

matters, and taxpayers returns cannot be emphasized enough. The
recent expose of the 2G-

Spectrum scam by the CAG is a telling case in point.

This compendium , relies heavily on the compendium of the DTRTI,
Lucknow compiled in 2008

by Sh. O.P. Aggarwal, then DDIT (Training). An effort has been
made by DTRTI Chandigarh to

reorganize the chapters and proved the officers/officials with
the latest updated check sheet

items, nature of common mistakes and types of mistakes covered
in the C & AG Review on

implementation of the Supreme Court judgments ad update the
auditing and accounting

standards.

While instances of good practices are many, what is lacking in
most offices is Institutional

memory, an here a Handy Ready-Reference, suitably updated can
act as an effective aide to

those discharging duties pertaining to Audit. Hence this
Handbook on Audit for the Workshops

for Audit Officers being organized all over India.

The Departmental Audit Manual is also under Compilation and
should be released shortly by

CBDT. In the meanwhile there may be scope for further
improvement and possibly some

unintended errors might have crept into this handbook.
Corrections and suggestions can be e-

mailed [email protected] faxed at 0172-262056.

G.G. Shukla

Director General, NADT, Nagpur

mailto:[email protected]:[email protected]:[email protected]:[email protected]
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CHAPTER-I

OBJECTS AND SCOPE OF INTERNAL AUDIT

Internal Audit was introduced in 1954.and after the audit of
receipt was entrusted with Comptroller &

Auditor

General of India in the year 1960,the scope of duties of
Internal Audit were made co- extensive with that of

statutory Audit .

The Central Board of Direct Taxes, New Delhi has now introduced
the new internal audit set up, procedure

for working and dealing with the internal audit objections,
responsibilities of the officers and staff and

procedure for settlement of internal audit objections with
special reference to different views expressed by

the courts. The Instruction now introduced is Instruction No.03
of 2007 dated 16-04-2007 circulated vide F

.No. 246/109/2004-A&PAC -I dated 17-04-2008. This
Instruction supersedes the old Instructions, which is

now broad based, has wider scope and is more comprehensive.

OBJECTIVES OF INTERNAL AUDIT

The three fold objectives were laid down by the Central Board of
Direct Taxes in the Year 1972

(i) To have a preventive and reforming effect in direction of
avoiding mistakes.

(ii) To play the corrective role by pointing out mistakes and
ensuring remedies without loss oftime.

(iii) To improve quality of assessments so as to reduce the
criticism of the working of department

by statutory audit and the Public Accounts Committee.

The main objective of Internal audit is to detect the mistake
and errors committed during the assessment

work, TROs and Administrative Officers/Superintendents, so that
a suitable/appropriate remedial action is

taken to retrieve the loss caused to the revenue not to allow
relief to the assessee in case of overcharge

/over assessment. The other objective of internal audit is to
find out whether the procedure and laws laid

down are properly followed or not and whether there is any
violation of CBDT Guidelines, Instructions and

Circulars. Internal audit shall also exercise vigilance for
prevention of mistake having both deterrent as well

as reformative effect. Ultimate aim is to improve quality of
assessments by reducing the errors and

omissions which are subsequently detected by receipt audit.

SCOPE OF INTERNAL AUDIT

The scope of scrutiny by Internal Audit has been continuously
enlarged and in 1969 it was made

coterminous with that the Receipt Audit. The scope of scrutiny
by the Receipt Audit is discussed in ChapterII. However, the scope
of checking by internal audit is broadly laid down as under:-
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i) Whether the return has been filed in time: or it is delayed
and whether the assessee is liable for

payment of interest for late filing of returns and has the
assessing officer charged interest correctly

and initiated the relevant penal provisions.

ii) Whether the returns is correctly signed and verified by the
authorized person.

iii) Arithmetical mistake in the computation of income/tax in
the return of income filled by the

assessee and also in the processing / assessment order passed by
the Assessing Officer.

iv) Correct application of rate of tax and surcharge, if any.
Also whether the credit of advance tax

paid, TDS deducted and self assessment tax paid is properly
allowed.

v) Whether the interest under different provisions of Act for
the defaults committed by the assessee

has been properly charged and correctly calculated.

vi) Checking of correct dates of payment of advance tax and tax
deducted at source and the defaults

committed by the assessee which remained undetected by the
assessing officer.

vii) Looking into missing of certain additions in the final
computation which were discussed in the body

of the assessment order.

viii) Incorrect computation of depreciation, investment
allowance, export allowance, incorrect

allowance of provisions of bad and doubtful debts, incorrect
computation and deduction of other

allowances, incorrect carry forward set off of unabsorbed
depreciation, business losses and any

other allowances.

ix) That the claims of tax payers are perused with due diligence
and are not abandoned or reduced

except with adequate justification or proper authority.

x) To point out apparent mistake of law including the mistake of
law arising as a result of subsequent

ruling by the Supreme Court. Other example of apparent mistake
of law would be a case where

mandatory provisions of Act have not been applied or where
deduction is allowed for an item

which is patently chargeable to tax, or where the interpretation
of law in the assessment order is in

conflict with the decision of the Jurisdictional High Court and
that of the Supreme Court.[ Also see

Instruction No 03 of 2007-Annexure-3 to this Handbook]

xi) To bring out cases of general departure from the order of,
or procedures prescribed by CBDT

/Directorate/ CCsIT/CCsIT

xii) To check whether the AOs have recorded in the body of the
assessment order the fact of having

waived or reduced the interest chargeable under various sections
of the Act
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xiii) To check whether the procedures and terms prescribed by
the Income Tax Department are

adequate, the instructions issued and procedures prescribed by
the Board are being duly

implemented.

xiv) To check whether Board's Instruction No. 598 dated 25-08-73
and 646 dated 10-01-74 regarding

checking of tax calculations by Sr TAs Supervisory staff and
A.Os are being complied with. Failure

to follow these instructions should be reported to the
Commissioner of Income Tax through

Addl.CIT1JCIT each month. It is necessary to find out in how
many cases which have not been

checked by the AOs, and Office Superintendents, mistakes in
calculation of tax have been

detected by the Auditing Officers.

xv) The Auditing Officer should further check the points as
mentioned in the check sheet given in

Chapter XII. The check sheet is not exhaustive and the scope of
scrutiny/enquiry can go beyond

points mentioned in the check sheet and the Auditing Officer is
free to comment on any law and

interesting points that come to light during their scrutiny.
However, the Auditing Officer should not

raise vague and ambiguous objections. Cogent reasons should be
given by the Auditing Officer

while expressing his views or pointing out mistakes in the Audit
Memo. There must be mention of

under assessment / over assessment amount as well as tax effect
in the Audit Memo.

[Source: Manual of Office Procedure Vol-III-issued by
DI(O&MS)

For further details on Internal Audit:-

1. For Auditors - Check Sheets liven in Chapter XII of this
Handbook

2. For Instruction No 03/2007 -See Annexure -3

3. For Ledger Cards and other details -See -Overview -Chapter IV
of this Handbook.

4. For AOs & Auditors Common Mistakes -See Chapter XII! of
this Handbook]
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CHAPTER-II

OVERVIEW OF AUDIT IN I.T. DEPARTMENT

(With reference to the CBDT Instructions & with Flow
Charts)

1. Internal Audit was introduced in 1954

2. Scope of duties of Internal Audit were made co- extensive
with statutory Audit after audit of

Receipts introduced by Comptroller & Auditor General of
India in the year 1960.

3. The three fold objectives were laid down by the Central Board
of Direct Taxes in the Year 1972

(i) To have a preventive and reforming effect in direction of
avoiding mistakes.

(ii) To play the corrective role by pointing out mistakes and
ensuring remedies without loss of

time.

(iii) To improve quality of assessments so as to reduce the
criticism of the working of

department by statutory audit and the Public Accounts
Committee.

4. Types of Mistakes- Committed by the AOs

1. Legal Mistakes.

2. Arithmetical Mistakes

3. Mistakes offacts

4. General Mistakes

5. Organizational Set up-

CBDT

Member (A&J)

JS(CIT) A

DG (Admn.) Dy. Secretary (A & PAC)

US-PAC-I

DI (Audit) US-PAC-II

Addl./JDIT (Audit)

DDIT (Audit/ADIT (Audit)
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Posts of 22 - CIT (Audit), 22 Addl. CIT (Audit), 22 DCIT/ACIT
SAPs & 88 IAPs as per CBDT Instruction No.

03/2007 were created.

There were a number of old instructions on Audit in the
Income-tax Department and after the scrapping of

chain audit, the structure of Audit has gone through a change.
The introduction of Instruction No. 09 of

2006 did. 21-11-2006 - w e f 01-12-2006 and introduction of
Instruction No. 03 of 2007 on Internal Audit

dtd 17-04-2007 we .f 01.06.2007 a number of difficulties faced
by the officers /staff of the department are

sought to be addressed by the Central Board of Direct Taxes.
Earlier Instructions issued by CBDT/DIT

(Audit) which have been since been superseded are given at the
end of this chapter.

The salient features of the changes brought about by the two
instructions as referred to the above are

discussed as under:-

A. Receipt Audit -

(See Instruction No. 09 of 2006 as Annexure of this handbook in
detail)

(i) The receipt audit done by the C & AG has undergone
changes by introduction of System Review of

the cases in different types of businesses, professions,
industries and trades. Focus of receipt audit

has, now shifted from individual cases to block of cases under
particular provisions of the Income-tax

Act, 1961. Accordingly changes have been brought about by the
CBDT in the Instructions issued.

Now, replies are to be sent by the CCIT (CCA) office to CBDT and
role of CIT (Audit) has become very

important as he assists the CCIT (CCA) and also coordinates with
the concerned CCIT/ DG and

jurisdictional administrative CIT. The time limits of sending
report from the initial level of AO to the

CCIT (CCA) have now been fixed in cases of LAR's and Draft Para
Reports to the office of Accountant

General of the State.

(ii) In Half Margin Cases reply should be given by the AO within
3 days accepting or not accepting the

audit observation.

(iii) On Local Audit Report (LAR) - Part - I Part -II- Reply
should reach from AO through Addl./JCITwithin 30 days. Addl./JCIT
must send reply within a fortnight to CIT. Therefore, time
available with AO

is

only for 15 days. In cases where the tax' effect involved is Rs
1,00,000 and above in IT/CT cases and

Rs. 30,000 and more in other taxes cases, the appropriate
remedial action must be taken within one

month. The AOs must be prompt in sending replies.

(iv) On Local Audit Report (LAR)-Part-III-A.0. may not reply but
appropriate remedial action should be

taken within three months. The AOs must immediately start the
process of collecting records & taking

steps for remedial action.


	
7/25/2019 A Hand Book on Audit-mk.pdf

10/280

DTRTI, Chandigarh/2010-11/Departmental Publication Series/Volume
3/Handbook on Audit 9

(vi) If AG Office intimate about proposed Draft Para, the reply
must be immediately sent

(vii) In DP cases, Proforma Reports in Part A and Part B has to
reach C & AG within 4 weeks to CIT;

Therefore, AOs should not wait for last days and must send their
reply within a week preferably.

(a)- The AO's should follow instruction No. 09/2006 on Receipt
/Revenue Audit of CBDT

The AO's should follow Instruction No. 9/2006 of Receipt
/Revenue Audit of CBDT in the manner, the

salient features of the same are detailed below: -

(i) Reasons for not providing relevant records to the RAP have
to be given to them in writing. Failure

to do so may attract action against the defaulter
officer/staff.

(ii) Prescribed registers be maintained accurately.

(iii) Reply is to be filed within three days of receiving half
margin note clearly indicating agreement

/disagreement with the objection.

(iv) The AO is to send report regarding part-I & II within
30 days of receipt of LAR and to take

appropriate action regarding part-II within 3 months. The Addl.
CIT will forward the report to CIT

within a fortnight with comments.

(v) Addl. CIT to order remedial action to A.O. within a month of
receipt of LAR cases where revenue

involved is less that Rs. 1,00,000/- in I.T./C.T cases or less
than Rs. 30,000/- in order cases after

carefully considering remedial action u/s' 154/147/263 in view
of the legal provisions and

sustainability in appeal.

(vi) Whether or not the audit objection is accepted remedial
action should be taken within 2 months of

receipt of LAR, as a precautionary measure.

Remedial action should invariably be initiated where:-

(a) Audit's interpretation of law/fact is conflicts with that of
a non jurisdictional High Court.

(b) There are conflicting decisions of High Court (other than
jurisdictional High Court)

(c) There is no decision of any High Court on the matter
involving interpretation of statute.

To drop remedial action intimated as above, Board's prior
approval is necessary.

Therefore, the AOs should identify such cases at the earliest
possible so that time taken at the level of

higher authorities is available to them sufficiently.

(vii) Remedial action should also invariably be initiated where
an assessment u/s 143(2) was

made and the audit objection could not have been considered
under the provisions of section 143(1)

(viii)-Remedial action need not be initiated where CPI' is of
the view that:-

a) Audit's interpretations conflicts with Supreme Court
decision.

b) Audit's interpretations conflicts with jurisdictional- High
Courtsdecision

c) A.O. acted in conformity with Board's circular
/instruction

d) Audit objection is factually incorrect

(ix) Report in all cases of Draft Paras pending as on 01.12.2006
must be sent in modified format

Proforma Report Part 'A'& 'B'. [Given in Annexure `2'of this
Handbook]In case defaults accountability must be fixed and action
be taken against defaulting /erring Officers

d t ff
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Some of earlier Instructions have been superseded by Instruction
No. 09 of 2006. Brief details of such

Instructions are given in Annexure-S of this Handbook for ready
reference. `Performance Audit' of Union

of India made by the C & AG is the System Review and other
cases of audit observations of C & AG

are published every, year which have to be replied.[ Briefs of
the same are given from the year 2002

to 2008 are given in chapter VIII of this Handbook and for
details please see the Reference material

on, CD enclosed with this Handbook].

The CCsIT (CCA) CITs are required to give replies not only in
illustrative cases but

also on the key cases. Where details of key of cases are not
available, the AOs/Addl CITs /Officers in the

office of the CCII (CCA)ICITs dealing with Audit should
immediately contact the concerned AGIDAG of

the State. The details of the C & AG reports from 2002 to
2008 can also be uploaded from C & AG website

www.cag.gov.in.The manner in which replies to Half- Margin
Notes, LARs and draft para reports are to be

sent to AG are given in Flow Chart at the end of chapter and
Frequently Asked Questions in Chapter-VII to

this Handbook

(11). The CBDT Central Action Plan 2008-09 for Audit is as
under:-

SL. No. Key Result Target

1. Disposal of Audit Objections The targets for settlements of
Receipt AuditObjections are as under:

A. Proforma replies to draft Auditparas

B. Receipt Audit Major Objections(Arrear)C Receipt Audit Major
Objections

(Current)D. Receipt Audit Minor objections

(Arrear & Current)

A. 100% by 31.12.08B. 90% of pendencyC. 80% of pendencyD. 100%
of pendency

B. Internal Audit

The Internal Audit set up has undergone changes after the issue
of CBDT Instruction no. 03 of

2007.Salient features are given as under :-(1) The CBDT vide
Instruction No. 03 of 2007 has scrapped the chain Audit System
involving

audit by assessing officers.

(2) Quality Audit introduced in the year 2005 has also been
scrapped.

(3) Now, newly sanctioned posts of 22 CITs (Audit), 22 Addl.
CsIT (Audit), 22 Dy/ACIT

(SAP), 88 ITOs, 176 ITIs, 66 PAs /Stenographer, 176 Sr. TAs/TAs
have created for the

Internal Audit wing throughout the country. Now, Special pay is
to be given to the auditing

staff posted in audit wing and normal tenure will be of two
years.

(4) In the new field organizational set up of Internal Audit,
there are two CsIT (Audit) at Metros

in Mumbai, Delhi, Chennai and Kolkata. under respective CCsIT
(CCA) and there is only

one CIT (Audit) at Non-Metro Stations under CCIT (CCA).New set
ups are given as

http://www.cag.gov.in.the/http://www.cag.gov.in.the/
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INTERNAL AUDIT SETUP -METRO

CCIT (CCA)

CCIT CCA

I--------------------------------------

CIT (Audit)-I(PA/STENOGRAPHER-I)

I

I

I --------------------------------- I

CIT (Audit)-II(PA/STENOGRAPHER-II)

I

I---------------------

I

I

I ---

I

I

ADDITIONAL CIT (AUDIT)

(PA/STENOGRAPHER-I)

-----------------

I I

----------------------

I I

I

I

I--------------------------------

I I

I

ITO(HQ) ITO (HQ) (I ITI +2 Sr. TA/TA)(I ITI+2 Sr. TA/TA)

I

I

__________ I

I I I I I

SAP-I SAP II (ONLY DELHI/MUMBAI IAP(HQ) IAP-IAP-2 ---------
IAP-M

INTERNAL AUDIT SETUP - NON METRO

CCIT (CCA)I

CIT (AUDIT)(PA/STENOGRAPHER-I)

I------------------------------------ I
-----------------------------------------------I

I II -----------------------------------------I I II ITO (HQ)
ITO (HQ)

ADDITIONAL CIT (AUDIT) (I ITI+ 2Sr. TAJTA) (I ITI+ 2Sr.
TA/TA)(PA/STENOGRAPHER-I)

II

I I I I ISAP IAP(HQ) IAP-I IAP-2-------------- IAP-X

(EXCEP'T`

GUWAHATI.NAGPUR,LUCKNOW
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(5) The norms for selection of auditable cases and number of
cases to be audited by Addl.

CIT JCIT(Audit), SAPs headed by DC/ACIT(Audit) /lAPs headed by
ITO for corporate and

non-corporate cases have been fixed..

(6) Now, other Metros (apart from Delhi and Mumbai) include
Chennai, Kolkata Banglore,

Ahmedabad, Pune and Hyderabad for the purpose of Selection Norms
of Auditable

Cases.

(7) The SAPs have not been given to CCIT (CCA), Guwahati,
Nagpur, Lucknow and Kochi

Regions.

(8) For TAP (Central), TAP will audit cases in Central charges
not taken up by Addl. CIT

(Audit) and SAP (Audit).

(9) The responsibilities and roles are now fixed at different
levels from AOs to CCIT (CCA)

and DI (Audit) for dealing with the Internal Audit.

10. Targets laid down for number of auditable cases for each
audit unit are as under:-

Targets-Auditable cases have been laid down

Workload The CCIT (CCA) and CsIT (Audit) shall draw

Addl. CIT-50 Action Plan for the year taking into account

IAP-600 (corporate cases)

-700 (Non-corporate cases)

Case selected by the CCIT and depending up themanpower
available

11. The distribution of newly sanctioned ITOs, ITIs and
Sr.TAs/TAs at the headquarters of CIT (Audit) shall

be as under:

Sl.No. Designation ITOs ITIs PA/Steno Sr. TAs/TAs

1 CIT (Audit) 2 2 1 42 Addl. CIT( Audit) 1 2 1 2

3 Dy. Asst. CIT (SAP) Nil 2 1 1

4 ITOs (IAP) 1 2 - 1

The distribution of posts of officers and staff, station wise
Special Audit Parties / Internal Audit Parties have

been given in detail in Instruction No.03/2007

12. Norms for Selection of Auditable Cases-Norm of auditable
cases have been separately fixed for

corporate and non-corporate cases

(A) For Additional CIT/Joint CIT (Audit)
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(B) For Dy/Assn CIT (Audit) -SAP

(C) For 1AP (Central)

(D) For I TO (IAP)

The accounts fixed for different categories vary from 25 Lakhs
to 25 crores.

[For details see Para III- (A) to D -Ins. No. 03 of
2007-ANNEXIJRE-3 to this Handbook}

13. Roles of various authorities have now been fixed .The role
of CCIT (CCA) have been increased and

each of the officer, has to ensure timely compliance from the
officers under them. Though separate

responsibilities have been fixed but the combined effect is
to

(i) To ensure settlement of audit objections at the earliest
possible.

(ii) To ensure that remedial action is taken within the time
limits prescribed

(iii) To maintain accountability at different levels from staff
to CIT level

Salient features of Role of DIT(Audit)

To Monitor the functioning of Internal Audit and settlement of
their objections

To carry out Inspection of Internal Audit work of CCIT (CCA)
with the approval of DGIT

(Admn.)

To co-ordinate with CIT(Audit) under CCIT (CCA) &
administration CIT regarding

maintenance of various registers ledgers cases

Submission of Annual Report to CBDT

To monitor the settlement of major Internal Audit objections
Collection and collection of information regarding critical areas
where mistakes have been

deleted by Internal Audit & Revenue Audit

To monitor implementation of Instructions of the CBDT.

Role of authorities in Field Stations

(a) Role CCIT (CCA)- Salient features

To review the performance of Internal Audit wing quarterly.

To monitoring functioning and performance of Internal Audit wing
under CIT (Audit) To provide requisite infrastructure to officers
and staff to Internal Audit wing.

To co-ordinate for training imparted to officers and staff in
Internal Audit wing with NADT/

RTIIMSTUs To provide updated material on case laws, circulars
etc to CIT (Audit),

Ranges

and AOs

To ensure that norms or targets, laid down are followed for
Internal & Receipt audit.

To ensure that necessary reports or statistics are sent to Board
/ Directorates.

(b) Role of CCIT (having administrative control over CIT/DIT)
-Salient features
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and

CIT (Audit) in cases under his charge where audit objection has
been raised whether an

audit objection raised by an LAP is to be accepted or not

(c) Role of CIT (Audit)-Salient features

To hold jurisdiction for Internal Audit - cases assessed under
CsIT assigned to him

To hold Administrative control over Addl. CsIT (Audit), SAPS
& IAPs

To regularly review the work of LAPs & SAPs

To co- ordinate with Administrative CCsITIDGsIT and
CsITIDsIT

(a) for preparation of lists of auditable cases

(b) Timely production of records/ reports to Internal /Receipt
Audit teams within scheduled link

(c) Smooth conduct of audit

(d) Settlement of Internal as well as receipt audit
objections(e) Action to be taken against officers /staff in respect
of Internal Audit

Other functions of CIT

Maintenance of ledger cards and register in receipt of Internal
receipt audit.

Draw action plan for Internal Audit for the year in consultation
with CCIT/DGII- with to approval of

the CCIT (CCA completion of Internal Audit completed with 30
days

Prepare and send necessary reports and statistics to Board,
Directorates and AGs.

Settle with Administrative CIT concerned(a) Upto Rs. 1,00,000 in
IT/CT cases

(b) Upto Rs. 30,000 in other direct taxes cases

(c) Also ensure that Addl. CIT (Audit) settled IAP cases
involving tax effect below / above

limits within 4 months of sending Audit memos to CsIT.

(d) Role of Addl./Ji.CIT (Audit)

To ensure settlement of lAP cases involving tax effect below
/above limits within 4 months of sending Audit

memos to CsIT/Addl./Jt. CIT i.e.

(a) Below Rs. 1,00,000 in I.T./C.T. Cases.

(b) Below Rs. 30,000 in other Direct Taxes Cases.

(e) Role of administrative CsJT/DsIT ; The administrative CsIT
/DsIT shall:

(i) To extend all cooperation to the CIT(Audit) for preparation
of the list of auditable cases, production

of records / registers to the Internal Audit within the
scheduled time frame, conduct of audit by the

Internal Audit and settlement of internals. as well as Receipt
of internal audit;

(ii) To ensure maintenance of ledger Cards and the Registers,
manual as well as in electronic media,

as per guidelines given in the Internal Audit Manual, 200' , as
amended from time to time;

(iii) To prepare and send the necessary reports and statistics
to the CIT(Audit);
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CIT(Audit) concerned by the 10th

of the following month;

(v) To ensure that the relevant records / registers are produced
before the Internal Audit along with the

list of auditable cases, and wherever records etc arc not given
to Internal Audit without adequate

reasons, to watch that suitable action against the officers /
staff concerned under intimation to the

CIT(Audit);

(vi) To ensure that the internal audit objections are examined
in accordance with parameters laid down

in paras V and VI of Instruction No 3/2007, and that remedial
action in accepted cases are initiated

accordingly within a month of the receipt of the internal audit
memos:

(vii) To ensure that acceptance / non-acceptance of the internal
audit objection is done with appropriate

reasons and the details of remedial action initiated in accepted
cases, is communicated to the

CIT(Audit) within 3 months of receipt of the internal audit
memos;

(viii) To settle, with the CIT(Audit) concerned, the major
internal audit objections having

tax effect above Rs 1,00,000/- and Rs.30,000/- in Other Taxes,
and ensure that the Addl/Jt. CIT

Range settles the internal audit objections involving tax effect
below these limits with the AddI.CIT

(Audit), within 4 months of the receipt of the Internal Audit
memos :

(ix) In a case where there is dispute between the administrative
CIT and the CIT (Audit) with regards to

the settlement of the internal audit objection, and t or the
remedial action taken, the administrative

CIT shall report the matter, with full facts and reasons, to his
/ her jurisdictional CCITs, who shall

take up the matter with the CIT (Audit), and the decision of the
CCIT shall be final.

(f) Role of Addl. CsIT/JCsIT (AssessmentRange : The
Addl./Jt.CsIT (Assessment Range)

(i) To ensure that remedial action is taken within the
prescribed time limits, and shall facilitate prompt

recovery of tax;

(ii) To ensure that records requisitioned by the IAP/SAP are
made available expeditiously;

(iii) To ensure that the AOs maintain the relevant records and
registers with regards to Internal/Receipt

audit objections;

(iv) To ensure timely submission of reports relevant to the
Audit set up;

(v) To ensure that cases selected for internal audit are audited
by Internal audit before relevant case

records are given to Receipt Audit;

(i) To conduct Seminars / Workshops every year for the officers
/ staff posted in the Internal AuditWing in co-ordination with the
CCs(CCA) / CsIT(Audit), and ensure that similar training

programmes are organized by the CCs(CCA)1 Cs1T (Audit) every
year;

(ii) To devise necessary reporting mechanism, and to prescribe
the forms and register in consultation

with DIT ( System) and DOMS;

(iii) To prepare Annual Report of Internal Audit Functions of
the Departments, incorporating the

highlights gathered through Inspections and Performance Audit,
and submit the Annual Report to

the Board by 30" June every year.

(g) The AO 's should follow instruction No. 0312007 on Internal
Audit o CBDT

O f / f / f C
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salient features of the same are detailed below: -

(1) That relevant record to the LAP/SAP is made available
expeditiously.

(2) The prescribed registers are maintained accurately.

(3) Remedial action is taken within prescribed limits.

(4) The AO is to send report regarding timely submission of
reports to the Addl.CIT.

(5) To expeditiously send reports for taking remedial action.
within a month of receipt of

audit objection , where revenue involved is more than Rs.
1,00,000/- in T.T./C.T cases or less than Rs.

30,000/- in order cases after carefully considering remedial
action u/s 154/147/263 in view of the legal

provisions and sustainability in appeal whenever called for.

(6) Remedial action should invariably be initiated where:-

(a) Audit's interpretation of law/fact is conflicts with that of
a non-jurisdictional High Court.

(b) There are conflicting decisions of High Court (other than
jurisdictional High Court)

(c) There is no decision of any High Court on the matter
involving interpretation of statute

To drop remedial action intimated as above, higher authorities
prior approval is necessary. Therefore, the

AOs should identify such cases-at the earliest possible so that
time taken at various higher authorities

levels is sufficient available to them.

The details of the Roles of various authorities can be referred
to Annexure -3 of Handbook.

1. Role of CCIT (CCA)[Para IV 1 Annexure -3 of this
Handbook]

2. Role of Jurisdiction CCIT/DGIT [Para IV-2 Annexure -3 of this
Handbook]

3. Role of CsIT (Audit) [Para IV -3 Annexure -3 of this
Handbook]

4. Role of Administrative CsIT/DsIT - [Para IV -4 Annexure -3 of
this Handbook]

5. Role of Addl. CsIT (Audit) [Para IV -5 Annexure -3 of this
Handbook]

6. Role of Addl. CsIT/JCsIT

(Assessment Range)

[Para IV -6 Annexure -3 of this Handbook]

7. Role of DIT (Audit) [Para IV-7 Annexure -3 of this
Handbook]

14. Timely and appropriate action on remedial action on the
internal audit objection

(i) in respect of audit objections involving revenue of Rs.1,
00,000/- or more in Income

Tax/Corporate Tax cases and Rs.30, 000/- or other Direct Taxes
cases, the Commissioners

concerned shall be personally responsible for careful
examination of such objections and issues of

instructions to the AOs on the appropriate remedial action to be
taken within a month of the

receipt of Internal Audit objection memo,

(ii) in respect of audit objections involving revenue below the
limits Prescribed in (i) above,, the

Commissioners should ensure that the Addl. / A. CsIT Ranges
issue similar instructions to the AOswithin said period of one
month; and,
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considered in the light of existing legal provisions and its
sustainability in appeal.

15. Remedial action:

(i) An Audit objection should be accepted and remedial action
should be taken in a case where the

audit objection relating to an error of facts or an issue of law
is found to be correct;

(ii) Even if objection is not accepted by the CIT, remedial
action should be initiated, as a

precautionary measure, in respect of such audit objections
pending final settlement with the

CIT(Audit) / the decision of the CCIT concerned, except
where,

(a) the CIT of the view that the interpretation of fact or law
by the Internal Audit is in conflict with

a decision of the Supreme Court and the decision squarely
applies to the facts of the case, or,

(b) the CIT of the view that the interpretation of fact or law
by the Internal Audit is in conflict with

a decision of jurisdictional High Court, which is squarely
applicable to the facts of the case and the

operation of which has not been stayed by the Supreme Court,
or

(c) the CIT is of the view that the Assessing Officer has acted
in conformity with Board'sInstructions / Circular, or

(d) the audit objection raised is on facts, and CIT, after
necessary verification, is of the opinion

that the audit objection is factually incorrect.

(iii) Appropriate remedial action should invariably be initiated
within one month of the receiptof the

internal audit memo except for in circumstances mentioned in
sub-paras (ii) a, b, c, & d above.

16. Calling of Explanation & Action thereon:

Explanation of the office and staff concerned should be
invariablybe obtained where the Internal Audit

objection, involving revenue of Rs. I, 00,000/- or more in
Income - Tax / Corporate Tax and Rs. 30,000/- or

more in other Direct Taxes, have been accepted, or the mistakes,
inter alia, arise from any one more or

more of the following reasons:-

o failure to follow departmental instructions 1 circulars;

o failure to follow binding judicial decision; and;

Where palpable mistake on fact or law, or mistake arising from
gross negligence or malafide action;

explanation of the officer and staff concerned should
be.obtained, in a case of default in adhering to the

time limit prescribed or other defaults in complying with
requirements mentioned in para 17 Where failure

to take timely and appropriate remedial action in respect of
objections raised by Internal Audit leads toirretrievable loss of
revenue.

17. Accountability. Further, in cases of objections involving
arithmetical inaccuracy in calculation or

computation, the accountability of the dealing staff, besides
that of the assessing officer, cannot be

overemphasized. Hence, if the mistake is, inter alia, on account
of any one or more of the following

reasons, the explanation of the staff responsible for the
mistake should invariably be obtained,

Where an issue is considered / discussed in the body of
assessment order, and necessary

addition on the issue is directed to be made, or where a
deduction is directed to be allowed by the

assessing officer, but such directions are not taken into
account at the time of calculation of tax,

interest and surcharge;
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Where there is totaling mistake in the computation of
income;

Where an income disclosed in the return is not included in the
computation in the assessment

order, except where the assessing officer has discussed in the
body of assessment order and

directed hot to include it;

Where there is wrong calculation of tax including *application
of wrong rate of tax;

Where there is wrong calculation of including application of
wrong rate of interest or wrong

calculation' of period for which interest is leviable;

Where any income is added in the computation of income more than
once;

Where wrong set off brought forward losses, unabsorbed
depreciate, loss on long/ short term

capital gain etc. in the scrutiny 1 search assessment, not
commented by the assessing officer in

the assessment order, has been allowed;

Where wrong verification of, or failure to verify the arrear
demand before the issue of refund

results in wrongful issue of refund;

Where credit of pre-paid taxes is wrongly allowed;
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MAINTENANCE OF LEDGER CARD

The proper maintenance of Ledger Card is an essential step to
enforce accountability of both the

Assessing Officer and the Auditing Officer. It is also necessary
in order to reverse the existing trend of

increase in the detection of major irregularities by the
C&AG and Internal Audit Parties from year to year.

Ledger Cards will be maintained in respect of both Internal as
well as Receipt audit where objections have

been accepted by the Department.

Further, Ledger Card will be maintained in cases where
objections have been accepted by the

Department. It will be maintained in respect of both Internal as
well as Receipt Audit Objections accepted

by the Department. Ledger Cards will be maintained in respect of
both the Assessing Officer and Auditing

Officer who failed to detect the mistakes point out by the
Receipt Audit. Now, it is essential to maintain

Ledger Cards in such cases, where the tax effect involved is
above Rs. One lac in Income-tax/cor

oratetax cases and where the tax effect involved is above Rs.
Twenty thousand in other Direct Tax

cases. The Ledger Cards will be maintained in the office of the
CIT (Audit) as well as in flee officeofArlieeinistrative CIT in
flee formats Riven in the Annexure -- I and Annexure - II

Annexure - I (Chapter IV of the Hand Book)

RECORD OF MISTAKES I MAINTENANCE OF LEDGER CARD

(to be maintained in the CIT Office)

Applicable to all Assessing Officers i.e the Auditee
Officers

Name of the Official I Officer :Designation :

CIT Charge :

CCIT Region :

Sl.No. LAR

No. &

Date

Para

No.

Internal

Audit

Objection

No. & Date

Gist of

Objection

Tax

effect

(in Rs.).

Lakhs

Remedial

action

taken u/s

147/154/263

Officials

explanation

if called for

Remarks

1 2 3 4 5 6 7 8 9
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Annexure-II (Chapter IV of the Hand Book)

RECORD OF MISTAKES / MAINTENANCE OF LEDGER CARD

(to be maintained in the CIT Office)

Applicable to all the Auditing Officers including Addl. CIT/JCIT
Ranges

Name of the Official / Officer :

Designation :

CIT Charge :

CCIT Region :

S.No. of the AO in the Seniority list :

Date of Birth of the AO :

Sl.No. LAR

No. &

Date

Para

No.

Internal

Audit

Objection

No. & Date

Gist of

Objection

Tax

effect

(in Rs.).

Lakhs

Remedial

action

taken u/s

147/154/263

Officials

explanation

if called for

Remarks

1 2 3 4 5 6 7 8 9

Note:-

[Ledg er Cards giv en in Internal Aud i t Manual -2003 is as per
Para 4(i i ) of Instru ct ion No 03 of

2007] FLOW CHARTS are given on next p age.
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FLOW CHART FOR DEALING WITH HALF MARGIN NOTES, L.A.Rs, SOFs AND
DRAFT

PARAS

RAP- Audit Memo -- Half Margin Note

Any Irregularity or Mistake in Individual Cases

Including Cases where the Validity of Objection needs future
consideration

AO- Agrees with Audit Memo or Not must reply

Within three days of date of its receipt reply must be given

Local Audit Report (LAR)

DAG

A.O

must reply on

AO- Part- I (Introductory and Outstanding objections of the
previous report) - Copy to CIT

+

AO- Part-II (Major irregularities and Important Points)

AO shall send report (excepting Part-III) To CTT through
Addl/Jt.CIT-Range within 30days of Receipt of LAR

AO has to take

Appropriate remedial action

must be taken by AO within three months.
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AO's report on Part-I & Part 1I of LAR

Jt/ Addl. CIT after examination of AO's Comments

within a fortnight sent a reply to CIT

Decision is taken by CIT- App. Reply to AG/DAG within
fortnight

.Statements of facts-SOF

AG does not accept the views of CIT on

LAR or

AG s not prepared to drop -Audit Objection.

AG Conveys its view to CIT

Through Statements of FACT

(SOF)

On AGs SOF -CIT should send appropriate reply to AG

Within a fortnight of the receipt of "SOF"
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DRAFT PARA REPORT

ON " SOF"

AG

Does not accept the views of CIT or is not prepared to drop the
audit Objection

Audit Objection is converted into

"Draft Para" - Proposed to be included in the "Audit Report" of
the C & AG of India

CIT should send Report Also DIT (AUDIT)

Through CCIT in Proforma of one copy of Proforma Report ATN
(Action Take Notes)

Board should send Report

Within Six weeks (Scheduled) (Acceptance or Non Acceptance)

To C & AG of India

Endorsing a copy to CCIT /CIT! DIT (Audit)
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After `Audit Report' presented to the parliament

DIT (Audit) gives concluding shape to the ATNS on Audit
Paras

(Performance Audit) included in Audit Report now

Renumbered as, 7 or 8 from 2006

{Earlier Audit Report No. 12, 12A or 13}

DGIT (Adorn.)

CBDT

(After vetting and consideration in the Board

TO

C & AG of India
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FLOW CHART AND TIME LIMITS FOR DEALING WITH INTERNAL AUDIT

OBJECTIONS

I- INTERNAL AUDIT OF A PARTICULAR MONTH

CIT (Admn) to ensure that the list of auditable cases (category
wise) of

a particular month are sent to CIT (Audit) concerned by 10th of
the

following month. Auditors after audit must

Hand over Records/ Registers and the list of the audited cases
to

Addl./ Jt CIT Range (Assessment) or AO as the case may be

TIME PERIOD - within one week of audit of cases.

II- AUDIT OBJECTION MEMOS ARE SENT

CIT (Admn.) One copy One copy

Addl./Jt. CIT AO
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Overview of Audit in I.T. Department

III- REMEDIAL ACTION

(Acceptance or non - acceptance of Internal Audit objection)

Remedial action most be taken within one month of receipt of
Audit Objection Memo.

Where revenue involved

in Income tax/ corporate tax cases

is more than Rs. 1,00,000/- and / or

more than Rs. 30,000 in other Direct

Tax cases.

To be ensured by the CIT (Admn.)

Where revenue involved

in Income tax/ corporate tax cases

is less than Rs. 1,00,000/- and / or

less than Rs. 30,000 in other DirecTax cases.

To be ensured by the Addi/Jt CIT (R

IV- Other Important points for settlement of Internal Audit
objections

I - Choice of remedial action Existing legal provisions

U/s 154 or 147 or 263 be

carefully examined in the

light of Its sustainability in appeal

Remedial action must be taken svid in 4 months of receipt of
Audit memo to CIT

2- Where audit objection of

IAP related to an error of Remedial action must be

facts or an issue of law is taken within one month

found to be correct of receipt of audit memo.

3- Remedial action must be taken as a precautionary measure

Even if objection is not Even if Audit objection is pending
final

accepted by the CIT settlement with CIT (Audit)/ CCIT

concerned - decision is pending


	
7/25/2019 A Hand Book on Audit-mk.pdf

28/280

DTRTI, Chandigarh/2010-11/Departmental Publication Series/Volume
3/Handbook on Audit 2

4- Exceptions

Where the CIT is of the view that the interpretation of fact or
law by internal Audit

Is in conflict with Is in conflict with a

a decision of decision of Jurisdictional

Supreme Court & High Court & decision

decision squarely squarely applies to the

applies to the facts of the case and

facts of the case. operation of which has not

been stayed by the

Supreme Court, or

The CIT is of the

view that the

Assessing Officer has

acted in conformity

with the Board's

Instructions/ Circular,

or

The audit ob

raised is on

CIT, after ne

verification,

opinion that

objection is f

incorrect.

Settlement of Internal audit objection must be done within four
month of sending aud

memo to CIT.
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CHAPTER III

How To Deal With Internal Audit Objections

There are six authorities as per Instruction No 03 of 2007 in
hierarchy, who in Internal Audit

set up are dealt by the assessing officer

Assessing Officer

to Co-ordinate with

CIT (Admn) CIT (Audit) Addl./Jt CIT (Audit) Range IAP (ITI)
etc.

or DC (SAP) s Addl./Jt CIT

or ITO (IAP)

Assessing Officer to deal with Corporate and Non-corporate
cases

Pending arrear Pending arrear Pending Current Pending Current
Current Cases

Major Audit Minor Audit Major Audit Minor Audit

Objections Objections Objections Objections

Internal audit matters are now settled by CIT (Audit),Addl/Jt
CTT(AUDIT) and CIT (Admn) & Range Addl/Jt

CIT offices with almost similar lines as in case of Receipt
Audit Objections .But. the responsibilities and roles

has been laid down separately by CBDT Instruction No 03/ 2007 as
discussed in Chapter 4 Chapter 5 of the

handbook . Functioning of these functionaries is illustrated as
under:-

i. CIT Audit office under CCIT CCA deals with

Major Internal audit Objections arrear and Current where the tax
effect is Rs 1,00,000/-& above in Income-

tax and Corporate tax cases and Rs 30,000/-& above in Other
Taxes cases
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ii CIT (Audit) office Co-ordinates with

CCIT (CCA) DI(Audit) CIT(Admn)

iii CIT (Admn) office deals with

Major Internal audit Objections arrear and Current where the tax
effect is Rs I, 00,000/-and above in

Income-tax and Corporate tax cases and Rs 30,000/- in Other
Taxes cases

Pending arrear Pending Current

Major Audit Major Audit

Objections Objections

iv. CIT (Admn)Co-ordinates with

DI (Audit) CCIT (CCA) CIT (Audit) Addl. ,Jt. CIT

Range

V. Addl./Jt. CIT (Audit)) in coordination with

CIT(Audit)deals with

Major Internal audit Objections arrear and Current where the tax
effect is less than Rs 1,00,000/- in Income-

tax and Corporate tax cases and less than Rs 30,000/- in Other
Taxes cases

vi Addl/Jt CIT Range in co-ordiantion with

CIT(Admn) deals with

Major Internal audit Objections arrear and Current where the tax
effect is less than Rs 1,00,000/- in Income-

tax and Corpn :ate tax cases and less than Rs 30,000/- in Other
Taxes cases
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2. Suggested tips to liquidate pendency of Internal Audit
Objections for the staff and

officials working in audit

: In CIT(Audit)/CIT(Admn) office verification of pendency and
sorting out cases relating to pending audit

objections which are likely to be settled be taken up on
priority (Corporate and Non-corporate cases)

: In Addl/JtCIT(Audit)/Addl/JtCIT,range office verification of
pendency and sorting out cases relating

audit objections which are likely to be settled early be done to
speed up reduction;,,.

AOs should also conduct the similar exercise.

: Cases which are likely to be struck off be separated category
wise in Major Audit Objection Cases and

Minor Audit Objection Cases.

: In such Major Audit Objection Cases separated , correspondence
shall he taken up first for calling

reports and comments as some of such cases may require attention
of higher authorities.

: Only then, Minor Audit Objection cases shall be taken up. But
where the limitation is involved with the

Ranges and AOs, these cases must be taken on priority.
Thereafter; other pending cases shall be

taken up to meet action plan targets of audit .

: Replies sent to the higher authorities must clearly state
whether the objection is accepted/acceptable

or not. In case of vague replies received, where the time period
is short records from the AOs may be

directly called for.

: Detailed reply must be given with reasons where objection is
not acceptable For support enclosures of

documents filed by the assessee and other supporting case laws
and CBDT Circulars may also be

enclosed.

: Targets be completed as per action plan or as fixed by the
CCIT (CCA) must be strictly adhered with.

: Action for the recovery of taxes after taking remedial action
by the AOs shall also be

watched.

3. Other important points for dealing with Internal Audit
Objections:-

Internal Audit organization serves two purposes. Firstly, it has
a deterrent and reforming effect in the

direction of prevention of mistakes, and secondly, it serves a
corrective role by putting a check on themistakes and having them
remedied without loss of time. It was also expected to improve the
quality of

our assessments and thus substantially reducing, if not
eliminating, criticism in the hands of Receipt

Audit.

2. The Field officers are expected to send the lists of
auditablc cases divided into the categories of

Corporate and Non Corporate cases to the Internal Audit Party
every month. In addition, the Internal

Auditing Officers are also supposed to go through the Demand
& Collection Registers and note down

the cases requiring checking immediately. Recently, the CBDT
have decided that irrespective of the

total income assessed, cases completed under Summary Assessment
Scheme under AST may not to

be included in the lists of auditable cases Now, there are three
categories of auditable cases at audit
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(SAP) and with ITO (IAP).Norms for Selection are given in CBDT
Inst.No 03/2007 [ See Annexure 3 of this

Handbook for details]

3. The procedure for dealing with Internal objections is on the
same lines as for Receipt Audit

Objections. As soon as an objection has been raised, the member
of the Audit Party has to bring it

to the notice of the officer concerned, who has to go through it
and give his comments at Half Margin

stage itself. After discussion, if there is no agreement between
the Audit Party and the Assessing

Officer, the Audit Party forwards the objection to the
Addl/JtCIT (Audit), the C1T(Audit) through

DCIT/ACIT (SAP)ILncome-tax Officer (Internal Audit),

who is required to vet the objection and then send the Internal
Audit Report for the month to the AO

for his final comments. However, for paucity of time and
particularly in mofussil charges, it is notpossible to have this
vetting and the objections are passed on to the officers as they
have been

received from the party. At the headquarters of the CIT
(Audit)/CIT, objections are bifurcated into

different categories of Major and Minor objections keeping in
view the tax effect pointed out by the

Audit. Cases having effect of more than revenue of Rs. 1,
00,0001- in Income-tax Corporate tax and

Rs. 30,000/- in other direct taxes are classified as major and
other as minor. The Assessing Officer

is expected to send reply to the said audit objection within a
period of 30 days to the

AddI/JtCIT(Audit),tlie DCIT/ACIT(SAP) income -tax Officer
(Internal Audit)in the office of CIT (Audit)

& CIT (Administration) respectively ,where the reply of the
AO is processed. Where the AO accepts

the audit objection, the mistake has to be rectified within a
period of 30 days. In case of any

disagreement between the Internal Audit and the Field officer,
the objection is further processed by

CIT(Admn)ICIT(Audit) and where the revenue effect is more than
1, 00,000/- in IT/CT cases & Rs.

30,000/- in Other direct tax cases, it is placed before the
CCIT(CCA) in case of difference of opinion

for final settlement.

4. The Range Officers and Assessing Officer should now be more
actively associated with the

settlement of the objections particularly because the
Instructions for remedial action in case

involving revenue effect of less than Rs. 1, 00,0001- in income
tax/CT cases and less than Rs.

30,000/- in other taxes have to be taken on directions of
Addl/JtCIT (Audit) and where the tax effect

is as given above, in such cases reports have to be sent to CIT
(Audit).

Responsibility on AOs and their Staff has also been fixed in
certain circumstances as given in the

Instruction No 03/2007 and also enumerated in Annexure -3 (in
Para 17 of II-Internal Audit) enclosed

to this Handbook.

5. When a mistake pointed out by Audit is accepted as correct,
remedial action for rectification can betaken under any of the
following sections:-Section 154/155 Sectio,r147 and Section 263 o
the

I T A t 1961T Th ti / 154 155 b li d i th h i t k i t d
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out by the Audit is apparent from record. Under this category,
cases can be covered for mistakes in

calculation of tax, like applying wrong rates, allowing basic
exemption twice or when it is not due.

Where there is any doubt or the point is debatable, it is
advisable not to resort to the provision of

section 154, because there is likelihood of the remedial action
being knocked down in appeal on the

preliminary ground that the mistake admitted to be, rectified
was not a mistake apparent from record

at all.

6. Most appropriate section for remedial action is sec.263 under
the income-tax and Sections 25 (2) and

24(2) of Wealth Tax Act 1957. These sections give very wide
powers to CIT and as far as possible

action should be taken under this section to remedy the mistake
pointed out by Audit. One major

difficulty for taking action under section 263(1) of the Income
Tax Act, 1961 for CIT is the time limit of

2 years i.e. from the end of the financial year in which the
order sought to be revised was passed.

7. Action u/s 147 can be taken only where there is any
non-disclosure on the part of the assessee. But

in most of the cases where mistakes are pointed out by the
Audit, action is possible only of u/s 147 of

the I.T. Act. While on the subject. of remedial action, a
reference may also be made to the Supreme

Court decision in the case of Indian and Eastern News Paper
Society Vs. CIT reported in 1979 ITR

Vol.119, 996.

8. The information furnished by the Audit should be utilized but
no reference should be made to the

Audit objection in the reasons recorded by the AO. The AO should
process the information furnished

by the Audit and then should satisfy himself about the same and
should mention this fact in thereasons recorded by him.

9. A reference may also be made to the old instructions of Board
regarding remedial action. Like the

objection raised by the Receipt Audit Parties, the Board have
observed that even in Internal Audit

Objections, remedial action should be taken in all cases as a
protective measure even where in the

first instance the audit objection is not acceptable. It is for
the AO to approach the CIT or his

ADDL./3T CIT for getting the instructions regarding appropriate
action. But now in case involving

revenue effect of less than Rs. 1,00,000/- in income tax/CT
cases and less than Rs: 30,00W- in other

taxes have to be taken on directions of Addi/3t CIT(Audit) and
in cases above these limits, the

CIT(Audit) has to ensure that timely remedial action is taken by
the concerned Assessing Officer.
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Chapter IV

OBJECTS AND SCOPE OF REVENUE AUDIT

Article 149 of the Constitution and the C&AG (Duties, Powers
and Conditions of Service Act, 197I),

empowers the C&AG of India to audit receipts from various
direct taxes. The Public Accounts Committee

lays its report before the Parliament. The main object of this
audit is to satisfy itself that the Income-tax

department has provided sufficient checks against errors and
fraud and that the procedures prescribed give

effect to the requirements of law. Receipt Audit constitutes an
effective check for ensuring proper

assessment, collection and allocation of taxes. Besides
scrutinizing individual cases, it also scrutinizes

whether procedures have been adequately provided to secure:-

i. collection and utilization of data necessary for the
computation of demand or refunds under the law;ii. prompt raising
of demands on taxpayers in the manner required by law;

iii. regular accounting of demands, collections and refunds;

iv. correct accounting and allocation of collections and their
credit to the Consolidated Fund;

v. proper safeguards against willful omission or negligence in
the levy or collection of taxes or issue of

refunds;

vi. due diligence in the pursuit of claims on taxpayers and
their abandonment, reduction or waiver with

adequate justification and proper authority; and

vii. prompt reporting and subsequent investigation of cases of
double, fraudulent or forged refunds or

other cases of loss of revenue.

2. Receipt Audit also covers-

i. Examination of the Board's general circulars, instructions,
notifications and orders in specific cases so

as to check whether these are in accordance with law and have
been issued under proper authority.

ii. Checking of the CIT's orders under sections 263, 264 and 273
and orders under the corresponding

provisions of the other direct tax laws so as to identify cases
involving any deviation from law.

iii. Checking the penalty orders passed by the JC1Ts/Addl. CITs
and other instructions issued by them

to the A.O.s so as to ensure that they are in conformity with
the provisions of law and the instructions

of the Board.

iv. Checking the orders of the CITs (Appeals) so as to ensure
that they are not against the law or against

the procedure that has been laid down.

v. With reference to assessment work, seeing whether

a. the assessment made is in accordance with the provisions of
the relevant Act and the Rules;

b. the block assessments are correctly made.

c. the procedure laid down by the CBDT lthe CCIT has been
followed; and the instructions or

orders issued by the higher authorities have been complied with.
It may be noted that Receipt

Audit will not call into question the exercise of discretionary
powers vested with various
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authorities under the statute, but it is competent to see
whether the departmental

interpretation of law and facts is not contrary to any decision
of the jurisdictional High Court or

that of the Supreme Court.

vi. Scrutinizing orders of reassessment, rectification, penalty,
refunds and relief u/s 89 of the I.T.Act, and

also giving orders giving effect to appellate orders.

vii. Checking whether recovery has been credited under the
proper head of account. Audit may also

point

out cases of undue delay in recovery to pinpoint faults in the
procedure.

viii. Test -checking entries in the registers of the Assessing
Officer with a view to seeing that no

irregularities occur in assessment, collection and adjustment of
taxes due to improper maintenance of

the prescribed registers and that the statistical reports of the
department truly reflect the figures shown

in the registers.

ix. Examining the cases checked by the Internal Audit to verify
its effectiveness.

X. Point out cases of over-assessment.Xi Specially checking the
classification of revenue receipts and refunds under various heads
of account.

xii. Scrutinizing orders of write off to see if they are passed
by the competent authority after following the

prescribed procedure, rules and statutory provisions.

xiii. Checking whether arrears have been correctly carried
forward.

l .3 Consistent with their objectives, RAPs are free to enlarge
the area of scrutiny even beyond the points

listed above and to report uncommon issues to the C&AG The
mistakes/irregularities pointed out by the

RAPS in individual cases of assessment, etc., find place in the
local audit reports(LARs) pertaining to the

ward/circle. Some of the more serious mistakes / irregularities
might be converted into Draft Paras; which

eventually might be incorporated as Audit Paras in the C&AG
Report placed before Parliament and

examined by its Public Accounts Committee. Likewise, the
C&AG orders `Systems Reviews' by selecting a

special area or areas for audit each year. While conducting
`Systems Review' on a subject, the RAPS would

follow the same procedure as in the case of regular audit but
instead of issuing a LAR, the mistakes /

irregularities, are aggregated, and are incorporated in the
`Systems Review' on the subject. The manner of

replies as also the importance that has to be assigned to the
mistakes/irregularities pointed out either in the

course of a regular audit or `Systems Review' is from the
departriient's point, of view generally the same.

Monthly and quarterly reports on important irregularities are
sent by Receipt Audit to Director (Audit). Thelater, in turn,
circulates them to the field formations for necessary action.[Also
see -Reviews of C&AG

of India Chapter VIII]

2. Organizat ional A rrangement

In order to obviate adverse criticism of the department by the
C&AG and the PAC, the Assessing Officers

and their supervisory authorities have to ensure that the
assessments made are error-free and that there are

sufficient safeguards provided against any leakage of th .
revenue. Internal Audit has to complete the audit

of the wards/circles before the RAP commences auditing them.
Infernal Audit has the onerous responsibility

of ensuring that mistakes are detected early and that final
orders are error free Wherever mistakes are
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pointed out, the department has to ensure that remedial action
is taken and the lost revenue is retrieved

promptly.

2.1 Role of Assessing Officer

I. Presently, Receipt Audit is required to intimate it,:
programme of audit to the concerned Assessing

Officer at least one month in advance. The Assessing Officer has
to ensure that the internal audit of the

circle/ward is concluded before the commencement of Revenue
Audit. If for any reason, internal audit

has not been completed prior to receiving the intimation of the
programme of audit from the Receipt

Audit; the notice period of one month has to be utilized for
completion of internal audit.. The Assessing

Officers and the audit wing are also have to watch the recovery
of demand raised /refunds ordered as a

result of the objections raised by Receipt Audit in the
preceding audits. This is important especially since

the objections are treated as settled by the department only on
completion of remedial action, raising of

demand or ordering of refund and quoting DCR No. in the reply
furnished to Receipt Audit.II. The assessment records requisitioned
by the Receipt Audit parties should be supplied promptly.

Reasons for not supplying any records may be required in writing
by higher authorities.

III. Wherever the Receipt Audit Party notices a mistake, it
issues a `Half-margin Note'; to the Assessing

Officer. This contains the details of the mistake. The Assessing
Officer should attend to the mistake at

this stage itself, and, in any case, before the Receipt Audit
Party winds up audit of the circle/ward. The

need to furnish a complete reply, unless the issue raised is
complicated and calls for extensive study, is

obvious, since the file is available before the Assessing
Officer, the facts are fresh and the Officer in-

charge of the RAP is available for an effective discussion. This
is especially relevant in regard to the

objections raised by the Receipt Audit Party which are factually
incorrect. Attending to the `Half-margin

Notes' in this manner would obviate the chances of an
unacceptable objection being incorporated in the

Local Audit Report (LAR). The Receipt Audit Party issues this
after the audit is concluded: This

procedure normally ensures that the LAR contains a minimum
number of objections. It also has the

advantage of ensuring that the time of the department is not
wasted in attending to unacceptable

objections at various levels. Towards the achievement of his
objective, the Assessing Officer should also

set aside sufficient time for discussion at the end of audit,
with the officer-in-charge of the Receipt Audit

Party.

IV. Whenever Receipt Audit points out a mistake which has
already been detected by the Internal Audit or

by the A.O. himself, the RAP should be appraised of this fact in
reply to the Half Margin Note. This will

ensure that the RAP would not include the mistake as an
objection in the LAR. Further, all the important

objections involving mistakes likely to have been committed in
other cases /otherA.O.s or are repetitive

in nature should be promptly brought to the notice of the higher
authorities so that corrective remedial

action is taken in all the cases without loss of time. The AO
shall furnish a reply to the Audit Memo, in all

cases, stating clearly, whether he agrees with the Audit Memo
within 3 days of receipt of Half Margin

Note.

The Assessing Officers will also be responsible for -

a. keeping a proper record of Receipt Audit objections.

b. initiation and completion of remedial action against the
mistakes promptly within the prescribed time
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limits; and

c. maintenance of proper records and registers to ensure
accurate and timely submission of the

prescribed statistical reports

2.2 CIT (Audit)/Addl/Jt. Commissioners of Income Tax (Audit) are
also ensure for:-

I. settlement of Receipt Audit objections

II. maintenance of registers pertaining to receipt audit and
timely disposal of receipt audit

objections.

III. ensuring that compliance reports are sent in all cases
where Receipt Audit objections have been

settled after taking appropriate remedial action.

IV. discussions with the Audit Officers of the rank of the AG/
Senior DAG regarding major disputes

relating to objections raised by Receipt Audit; and

V. assisting the CIT in matters relating to Receipt Audit

2.3 The Commissioners of Income Tax (Audit) and Commissioners of
Income Tax (Administration):

The CIT (Audit) is now nodal officer for coordination with
Revenue audit, administrative CsIT, CCs1T and

CCIT (CCA). In the metropolitan charges of Mumbai, Chennai,
Delhi and Kolkata two CIT (Audits) have

been posted and in non-metropolitan charges, one CIT (Audit)
performs this function in respect of

CCIT(CCA) Region. Instruction No 9 of 2006 dtd 07 -11-2006 and I
instruction No.0 3 of 2007 dated 16-04-

2007 give in detail the responsibility of planning of work;
maintenance of the record of receipt audit

objections; ensuring prompt remedial action, maintenance of
ledger cards and furnishing of reports to theCCIT (CCA) and the
CBDT/ DIT (Audit) on the Draft Paras and the Action Plan. The
Commissioner of

income-tax (Administration) has to ensure expeditious settlement
of audit objections. Some of the

responsibilities of the CIT (Audit) are detailed below:-

i. sending Proforma reports on the Draft Para (Part A and B)
received as per CBDT Instruction No 9 of

2006 to the CBDT and DIT Audit within the specified due dates
after personally verifying the

correctness and completeness of the data contained in the
reports,

ii. maintaining liaison with the Accountant

iii. holding discussions' on important questions of law arid
facts arising out of the Receipt

Audit objections with CCIT/DGIT, DIT(Audit), CBDT, etc..

iv. monitoring and supervising the work of the
TCsIT/Adcll.CsIT(Audit) in such a manner that the

objections are attended to promptly within the prescribed time
limits and that replies are furnished

expeditiously to Receipt Audit and to the CBDT/DIT(Audit)
through CCIT(CCA) with regard to the

queries raised;

v. examining the cases of mistakes of a serious nature from the
vigilance angle, maintaining a record

of the same and informing the CCIT(CCA) for review and
appropriate action;

vi. identifying mistakes of general and/or repetitive nature,
devising ways and means of taking

immediate remedial action and ensuring issue of appropriate
circulars in order to ensure that these
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vii. test checking the registers maintained in field offices to
ensure that they are properly kept and that

the statistical reports furnished are correct and complete;

viii. over-all supervision, collation and maintenance of
statistical data of CCIT(CCA) for:

a. submission of reports and information to the PAC and the
C&AG;

b. planning performance targets;

c. sending monthly MIS Report to the CCITIDGIT;

d. transmitting quarterly reports and statements to the
DIT(Audit) through CCIT/ DGlT;

ix. maintaining ledger cards, in the prescribed form, for each
Assessing Officer recording therein

mistakes accepted by the department involving a tax-effect of
Rs. 1,00,000 and above in income tax

and company cases and Rs.20000 or more in respect of other
taxes. The ledger cards have to be

maintained both for the Internal and Receipt Audit objections
and should contain details of both the

Assessing Officer and the Auditing Officer who failed to detect
the mistakes pointed out.

2.4 Role of the Director of Income Tax (Audit):With a view to
expediting settlement of the Receipt

Audit objections, DIT (A) is required to bring to the notice of
the Board all those irregularities which are not

settled within four months. Further, for each audit Para finally
included in the C&AG's- report, the DIT (A) has

to ensure that a correct and complete book and brief is prepared
for Board much before the PAC meeting.

3. Assistance to Receipt Audit

3.1 For proper conduct of audit by the Receipt Audit Parties,
all relevant records and registers should be

made available to them in time. Besides, the Sr.DAG/DAG is also
entitled to requisition files.

3.2 The register for cases requisitioned by the Receipt Audit
should contain the following details:

a. Cases requisitioned for test-check by RAPs.

b. Files actually made available to Receipt Audit for
checking.

c. Particulars of Major Objections, i.e., the name of the
assessee and the assessment year,

raised at the half margin stage

d. Similar particulars relating to minor objections raised at
the half margin stage.

3.3 A rubber stamp ought to be affixed on the outer cover of the
relevant files supplied to Receipt Audit

Party indicating "Issued to Receipt Audit on ... . ".

3.4 In a foot note below the order of assessment, the Assessing
Officer should record a gist of the

objection raised in the audit memo and his own comments on the
validity of the objection.

3.5 A reply to an audit memo should be issued within 3 days of
its receipt, retaining the original memo or

a copy thereof on the permanent record.
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from the Assessing Officers (Please refer to Annexure-I for the
proforma). Failure on the part of an

Assessing Officer to maintain these registers or their incorrect
or incomplete maintenance should be brought

to the notice of the CIT.

4. Procedure of handling audit objections

Upon detection of a mistake, the RAP issues audit memos (half
margin notes) for each mistake. The

Assessing Officer is required to furnish replies to each memo to
the Receipt Audit Party within three days,

clarifying facts and figures. At this-stage, the Assessing
Officer should avail this opportunity to furnish a

complete reply rather than routinely replying that the objection
would be looked into. On the last day of audit,

the Accounts Officer in-charge of RAP-will discuss the draft
local audit report, that is, the half margin memos

and the replies thereto, with the Assessing Officer. The
mistakes indicated in the half margin memos are

dropped if the RAP is convinced that the premise on which the
mistake was pointed out was incorrect. The

mistakes that are not. dropped at this stage are treated as
objections and are included in the LAR. Thediscussion with the RAP
before the audit is wound up would prove fruitful in thrashing out
contentious

issues. It is, therefore, essential that the Assessing Officer
should familiarize himself with the facts of each

case and ensure that the objections that are incorrect and
unacceptable are not incorporated in the LAR.

Failure on the part of the Assessing Officer to avail this
opportunity might lead to avoidable involvement of

other authorities at higher levels, including the Board, thus
resulting in unproductive use of the scanty

resources of the department.

4.1 Half-margin notes, which are not dropped by the Receipt
Audit Party, are edited by the

Sr.DAG. After editing, a copy each of the report, called as the
Local Audit Report (LAR) is sent to the

Assessing Officer, the range JCIT/Addl.CIT, JCIT/Addl.CIT
(Audit) O/o CCIT and the CIT.

The LAR Comprises three parts:

Part-I:-

This gives introductory information like the names of the
officers who held the charge of the circle/

ward and the objections outstanding and carried from the earlier
LARs.

Part II:This part has two sections

a. Section A contains major irregularities, otherwise known as
the major revenue audit

objections, involving tax effect of Rs. 1,00,000 and above
relating to the cases under the IT Act, and Rs.

30,000 and above in relation to the other direct taxes
cases.

b. Section B contains details of the objections involving tax
effect of at least Rs. 2500 but

below the monetary. limits applicable to the major objections.
These are known as the minor revenue audit

objections.
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Part III:-

This contains other irregularities and objections involving tax
effect below Rs.2500

Regarding Part III of LAR, there is no need for the Assessing
Officer to send a separate report. Nevertheless

the Assessing Officer has to take remedial action within three
months against these objections as well. TheAG reviews the progress
in this regard through the RAP in the following audit cycle.

4.2 The AG selects some important objections in Part IIA
(Section A of Part II) of the LAR as potential

cases for inclusion as draft paras in the report of the
C&AG. The AG refers such cases, known as proposed

draft para (PDP) cases, to the CIT for verification of facts.
The AG issues this reference terming it as

`Statement of Facts' (S.F.) to the CIT. This reference has to be
replied to within a period of four weeks. This

affords yet another opportunity for the department to ensure
that incorrect and unacceptable objections are

not converted into draft paras. It is, therefore, necessary that
replies to the S.F. are furnished to the A.G.

within the stipulated period lest an unacceptable objection is
converted into a draft para by sheer default, onaccount of the
failure of the department to furnish a reply in time.

4.3 In the light of the reply to the S.F., the AG makes his
recommendations on the draft audit paras to

the C&AG. The C&AG consider such recommendations. He
then sends the C&AG's `Select List' of draft

audit paras to Ministry of Finance for their comments. The
P&AC Section of the CI3DT calls for a report from

CITs on these select draft audit paras. The CIT has to furnish
the report on the draft para in the profornia

report. This comprises two parts- Part A and Part B (Please
refer to Annexure-2 of this Handbook for the

proformae). The CIT has to send the proforma report to the
A&PAC Section of the Board within t . lime limit

specified in the Board's reference. The proforina reports
received from the CITs are p, %,:ssed in the Board

and the Ministry's replies are then sent to the C&AG. After
obtaining the Ministry's 03,iard's) comments, the

C&AG finalize the audit paras. The paras, unless dropped at
this stage, forms part of the C&AG's audit

paras. These may eventually find place in the C&AG's Report
for the year.' Thereafter the Report of the

C&AG is placed before Parliament. The Public Accounts
Committee (PAC), examines the Report. The PAC

convenes meetings with the Finance Ministry for discussing the
findings and the observations contained the

C&AG's Audit Report.

4.4 The Assessing Officer's reply to `half margin notes' issued
by Receipt Audit should be sent to the

party within three days through CI;T clarifying the facts and
figures involved in the objection raised. Half

Margin note should be retained. in the permanent folder of the
assessment record and a note detailing the

summary of the objection should be left at the foot of
assessment order and also in the register of

requisitions. [Also see the flow chart in Chapter IV]

4.5 The Assessing Officer should send his report on the
objections contained in the LAR (Part IIA

&B) to the JCITIAddi.CJT, in duplicate, within 15 days of
its rece_igt in his office. One copy of this

report should also be sent to the CIT. The Joint/Addl.ClT of the
Range will forward one copy of the

Assessing Officer's report together with his comments to the CIT
and the CIT will send report to Sr.

DAG/DAG concerned within a fortnight of its receipt. Objections
for which the Department does not

have an arguable case should be accepted. In cases where a
difference of opinion persists between the

Sr DAG and the department the CIT should report the facts of the
case to specifically mentioning the
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dates by which the limitation for remedial action expires to
Sr.DAG within a fortnight finally informing

him whether the objection is acceptable or not the. In any case,
the time limits should he adhered to so that

the final reply of the department reaches the Sr.DAG/DAG within
8 weeks of the receipt of the LAR by the

Assessing Officer. The CIT, in turn, may refer important cases
of unacceptable objections to the CBDT.

He, however, has to ensure that adequate time is available for
taking remedial action, in case the objection

is accepted by the department

4.6 As soon as an important mistake which is likely to have been
committed elsewhere is detected,

the Assessing Officer should immediately bring the sane to the
notice of his higher authorities so that steps

are taken at the appropriate time to correc
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                        REPORT SUMMARY SHEET...IPC Independent Audit Activity Hand Hygiene and Bare Below the Elbow Self Audit Scoring The Southern Trust promotes good hand hygiene at the ‘point of care’.
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