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1. INTRODUCTION 

 
1.1 The concept of Internal Audit has drastically changed from a system of mere 

checking the arithmetical accuracy of accounting data as in former days to a 
system of appraisal of the effectiveness of accounting, financial and other 
operations and controls as an aid to Management to achieve its goals of 
maximising production and profits. 

 
1.2 By constant review and appraisal of the workings of the systems and 

procedures introduced, Internal Audit enables Management to control and 
utilise widespread resources properly. It acts as eyes and ears of Management 
in implementing its plans and decisions since most Management decisions 
have financial implications on the Company's affairs. 

 
1.3 It is meant to be an effective means for the rapid and simultaneous observation 

of multiple events and transient situations which, properly assembled, can give 
a reliable guide to the well-being of an organization, an advance warning of 
undesirable trends and an indication of corrective action. 

 
1.4 The main purpose of having an Internal Audit System in an organisation is to 

verify and review the activities of all cost centres so as to assist them in seeing 
that the assets of the business are properly protected and accounted for, that 
current transactions are promptly and completely recorded, that faulty, 
inefficient or fradulent operations are revealed and that the business is 
adequately protected against waste, fraud and loss. The purpose of this form of 
control is to assure early detection and rectification of errors to minimise their 
recurrence in future, to achieve economy in expenditure and all-round 
efficiency. It ensures that various rules and procedures laid down by the 
Management are actually followed and acted upon by all the cost centres. 

 
1.5 In view of the amendment of the Companies Act with a social audit concept in 

India, it has become a statutory obligation on the part of a Company having a 
paid-up capital of Rs. 25 lakhs and above to have an Internal Audit System as 
the Statutory Auditors are required to comment upon the size end soundness 
of the Internal Audit System of the Company. Statutory Auditors and Govt. 
Auditors rely much upon an efficient and effective system of Internal Audit 
during the course of audit of the Company. 

 
1.6  With growing complexities and inter-relation of activities between various 

agencies, modern industries allover the world have realised the pressing need 
to have Internal Audit to help the Management at all levels in controlling the 
activities in the right direction. 



1.7  It is distinct from Statutory Audit as well as Govt. Audit. Statutory Audit is 
conducted by Auditors appointed under the Companies Act on behalf of 
shareholders of a Company and Govt. Audit is conducted by the Comptroller & 
Auditor General of India on behalf of the President of India where as Internal 
Audit is a part of the organisation and functions under the overall direction and 
control of its Management / Board and primarily responsible to it. 

 
1.8  The function of Internal Audit in reviewing, appraising and reporting on 

established administrative policies, plans and procedures of the Company as 
an aid / assistance does not, however, in any way relieve the department / unit 
/ tea estate / person concerned of responsibilities assigned to it / him. 

 
2. ORGANISATIONAL STRUCTURE 
 

2.1 The Internal Audit Department is under the overall charge of the General 
Manager (Internal Audit) / Chief Internal Auditor who is responsible directly to 
the Chairman of the Company. He functions under the Director              
(Finance) through the Financial Controller. 
 

2.2 Internal Audit Department - Organisational Structure of the Centralised   
      Department of Andrew Yule & Co. Ltd. 

 
 

General Manager (Internal Audit) / Chief Internal Auditor 
 

 
Sr. Manager (internal Audit) (vacant at present) 

 
 

4 Asst. Managers (1 vacancy at present) 
 
 
 

 

IAE IAE IAE IAE IAE IAE IAE IAE 
 
 
• IAE means Internal Audit Executive. 

 
2.3 The Internal Audit Department shall conduct audits of departments / units  

/ tea estates of the Company and its subsidiaries as well as its Branches  
/ Offices and / or Associate Companies as per direction of Chairman  
through Director (Finance) and / or Financial Controller. 
 
 
 



3. SCOPE & FUNCTIONS 
 

3.1 The scope of Internal Audit is very wide and cannot be laid down precisely. 
However, broadly Internal Audit is concerned with any phase of business 
activity which can be the basis of service to Management. 

 
3.2 Internal Audit can focus the factors responsible for loss, failure or inefficiency 

so that they are rectified immediately, if possible, or measures can be taken to 
avoid their recurrence in future.  

 
3.3 The main duties and functions of Internal Audit, inter alia, are broadly classified 

as under : 
 

  i) Systems Audit 
 ii) Operational Audit including Efficiency Audit 
iii) Management Audit 
 

3.4 Since Internal Audit is a Management tool, its object is to assist the 
Management at various levels by providing it in time with objective analysis, 
appraisals, pertinent comments and recommendations in respect of the 
Company's affairs to enable the Management to take timely remedial action. 
Simplification of procedures, setting up of effective and efficient co-ordination 
between departments, gearing up of internal controls, cost reduction by 
minimisation of wastages in various operations, revenue augmentation by 
proper inventory controls and maximum utilisation of machines, materials and 
manpower are same of the areas where Internal Audit can assist Management. 

 
3.5.1 Systems Audit : Ensuring that the rules and procedures as laid down by the 
Company from time to time are properly understood, correctly interpreted and 
complied with by the concerned personnel of the departments/units/tea estates of 
the Company is Systems Audit. 
 
The audit involves verification as to whether each deportment/unit/tea estate is 
maintaining proper records and having a reasonable system of recording receipts, 
issues end consumption of materials and stores and the system provides for 
proper allocation of the materials consumed, man hours spent and overheads 
incurred to the relative jobs. 
 
Improvements over the existing procedures need also be suggested, whenever 
necessary. When a change in the system is felt, only general recommendations 
should be indicated leaving the detailed system to the concerned department’s / 
unit's / tea estate's personnel. 
 
3.5.2 Operational Audit including Efficiency Audit : The functions of operational 
audit is to ensure that Management controls are functioning effectively and 
efficiently in all the business activities of the Company and all the operations are in 



tune with its objectives. This audit includes review of organisational structure, 
manufacturing processes, production planning and scheduling, adherence to 
prescribed technicalities in purchasing and other functions as apply to Govt. 
Companies to bring about overall efficiency. 
 
Audit examines that the broad and accepted principles of commercial accounting 
and practice have been consistently followed and any deviation from them is 
properly authorised and disclosed in the relevant statements. It sees that all 
transactions carried out are authorised and substantiated by proper vouchers / 
documents. 
 
3.5.3 Management Audit : It is basically an audit of Management's policies and the 
Department's / Unit's / Tea Estate's adherence to the same, its performance and 
efficiency and measuring of the profitability and productivity of capital invested. The  
main function of Management Audit is to review the efficiency or otherwise of all 
operations and see that the affairs of the Company are conducted on healthy lines. 
Other important areas in which this type of audit is applied are inventory controls, 
investment planning and decision making, optimum utilization of capacity and 
reduction and control of various costs and the like. 
 
3.6 For conducting audit effectively and efficiently, the Internal Audit Department 
shall study thoroughly the systems and procedures followed by the company's 
various departments, units And tea estates and their nature of work before 
commencing the audit. As the extent and type of checks to be applied In audit 
depend largely upon the nature of operations carried out, study of these systems 
and operations is of prime importance. The existing departmental checks / controls 
need also to be studied for the purpose and it should be ensured that they are 
adequate enough to bring to light any errors and frauds automatically in the normal 
course of carrying out operations in different departments / units / tea estates. 
 
3.7 The General Manager (Internal Audit) / Chief Internal Auditor would keep 
proper record of all the decisions of the Board / Management and relevant Govt. 
Notifications etc. 
 
3.8  For discharging the above functions, Internal Audit Department shall have full 
and free access to all departmental / Unit's / Tea Estate's records including those 
considered confidential and copies of minutes of Board Meetings, Management 
Committee Meetings, Management Circulars, Management Decisions and Orders, 
Govt. Circulars and Orders. Important orders/circulars/procedures issued by the 
Management find various Govt. departments shall invariably be endorsed to the 
General Manager (Internal Audit) / Chief Internal Auditor. Copies of all queries 
raised by Statutory / Govt. Auditors shall also be endorsed to Internal Audit. 
Confidential records / documents shall, however, be examined by the General 
Manager (Internal Audit) / Chief Internal Auditor only. 
 
 



4. INTERNAL AUDIT PROCEDURE 
 

4.1  As the operations and records to be audited era multifarious and varied in 
nature, it is not possible to lay down within the frame of this manual a 
comprehensive set of instructions / procedures for carrying out the audit. However, 
relevant instructions / procedures for carrying out audit will be issued from time to 
time to Internal Audit personnel by the General Manager (Internal Audit) / Chief 
Internal Auditor, depending on the nature of each assignment. 
 
4.2  Internal Audit is usually conducted by means of test checks of items selected on 
the basis of random sampling or on percentage basis or specified monetary limits 
that may be decided upon from time to time depending on the situation. The degree 
of test checks may be varied according to the findings of audit. If audit reveals more 
irregularities, checking /verification will be strengthened. Audit coverage of all 
departments / units / tea estates and transactions is subject to availability of Audit 
personnel. 
 
4.3  The extent of examination of individual transactions would depend upon the 
system of controls in each department/unit/tea estate and its operation in practice 
and the measures instituted by Management for the protection of Company's 
properties / interest. In case these controls and measures are working effectively, a 
test chock of the records may be resorted to instead of detailed checking. However, 
depending upon each case, past experience and Statutory and Govt. Auditors’ 
observations, audit may be carried out either in depth or by test checking. 
 

5. AUDIT PROGRAMME & REPORTS 
 
5.1   For conducting internal audit effectively and systematically, a programme  of 
audit for a year will be prepared well in advance and got duly approved by the 
Chairman. The Internal Audit Year normally commences on 1st July and ends on 
30th June. This may be changed as and when found necessary. For drawing up 
such annual internal audit programme, the available working days in such internal 
audit year would be worked out. From this, privilege leave days (at present, 30 days) 
and an estimated number of days for sick leave (at present estimated at 10 days) 
would be deducted. The net figure of working days would be multiplied by the 
number of executives in the Internal Audit Dept. to arrive at the man days available 
in the Internal Audit Year. 10% of this would be set aside for contingencies and the 
balance man days would be allocated over suitable number of jobs to cover areas in 
each of the Departments / Units / Tea Estates in such a manner that over a period of 
3 years all areas of each Dept. / Unit / Tea Estate would be covered in audit at least 
once. For conducting outstation audits, transit time would have to be provided. 
 
5.2  Care should be taken while drafting the programme to include all important 
areas for review, and depending upon the strength of the Audit personnel, as many 
departments / units / tea estates as possible should be covered in the audit 
programme. To minimise objection of Statutory / Govt. Auditors on the Company's 



accounts, their previous observations and objections should be kept in view while 
preparing the programme. 
 
5.3  The audit work will be allotted among the Internal Audit personnel by the 
General Manager (Internal Audit) / Chief Internal Auditor. 
 

Internal Audit Department, as far as practicable, should adhere to the approved 
programme. Any deviation from the approved annual audit programme found 
necessary will be made with the concurrence of the Chairman, Director (finance) / 
Financial Controller. 
 
5.4  Normally prior intimation of the probable dates of audit would be sent to the 
concerned Chief Executive / General Manager / Superintendent and operational 
heads of departments / units / tea estates so that they can give necessary 
instructions to relevant officers to make available the requisite documents, files and 
records for audit. However, in cases where the audit is to be conducted by surprise 
or urgently on the instructions of Management, prior notice is not necessary. 
 
5.5 The following procedure should normally be followed by the Internal Audit 
Department for clearing the audit queries and drafting the final reports  : 
 
a) As far as possible, the queries arising during course of audit would be discussed  

personally by the Internal Audit personnel working on the respective assignments 
with the concerned department/unit/tea estate and settled then and there.  

 
b) Where a query is of such nature which requires further investigation by the  

concerned department / unit / tea estate and thus cannot be replied immediately, 
an audit memo would be issued which invariably is to be replied by the auditee 
department / unit / tea estate within 7 days of the receipt of the memo. This time 
span should not be exceeded unless special circumstances warrant more time 
which will be mutually agreed upon between the audittee department / unit / tea 
estate and the Internal Audit personnel. 

 
c) If any matter requires immediate attention and cannot wait till the final report,  

then the same shall, after obtaining comments from the Chief Executive / 
General Manager / Superintendent and operational heads of the department / 
unit / tea estate, be reported in the form of a progress / interim report. 

 
d) When the audit of a particular department/unit/tea estate is concluded, the 

Internal Audit personnel who conducted the audit will put up to the General 
Manager (Internal Audit) / Chief Internal Auditor through Senior Manager 
(Internal Audit) a draft report on audit findings using the time earmarked in each 
job for the same. Normally this will be done within 7 days of completion of the 
audit. Matters which require further enquiry and / or discussion shall be deferred 
for inclusion in a supplementary report, or if necessary, shall be deferred for next 
visit of Internal Audit to the department / unit / tea estate. 



 
Such draft report will be forwarded to the respective Chief Executive / General 
Manager / Superintendent by the General Manager (Internal Audit) / Chief 
Internal Auditor and within 10 days of the date of receipt of the same, comments 
shall have to be given by the respective Chief Executive / General Manager / 
Superintendent and / or by the operational heads of the departments / units / tea 
estates or a discussion shall be held on the draft report, minutes of which shall 
be drawn up, signed and dated. 
 
In the case of outstation audits (Tea Estates and Branches), 21 days will be 
given from the date of despatch (to take care of the transit time etc.) for 
comments to be received by Audit. If within 10 days or 21 days, as the case may 
be, comments are not obtained / discussion is not held, the General Manager 
(Internal Audit) / Chief Internal Auditor will finalise the report on the basis of audit 
findings in the draft stage. Comments of the Chief Executive / General Manager / 
Superintendent and / or operational heads of departments / units / tea estates, if 
subsequently received, shall be given due cognisance in the follow-up on the 
report. 
 

e) Should the Chief Executive / General Manager / Superintendent and operational 
heads of the departments / units / tea estates hold any views which are net in 
consonance  with the Internal Audit findings and / or feel that further clarification 
is to be given, the matter may be referred by them to the Chairman with a copy to 
the General Manager (Internal Audit) / Chief Internal Auditor for Chairman's final 
disposal. 

 
f) The final report in which will be incorporated the outcome of comments / 

discussion referred in (d) above shall be submitted by the General Manager 
(Internal Audit) / Chief Internal Auditor to the respective Chief Executive / 
General Manager / Superintendent and operational heads of the departments / 
units / tea estates with a copy to the Chairman, Director (Finance) and Financial 
Controller highlighting the final results of audit. 

 
g) In order to make the audit report more clear and simple, and to convey what 

exactly it intends to convey and serve a useful purpose, the following main points 
should be borne in mind while drafting audit reports : 

 
i. Report must be simple and brief but comprehensive ; 
ii. It should contain appropriate headings ; 
iii. In the report will be incorporated all irregularities & objections 

which have not been replied or replied unsatisfactorily and those 
replied satisfactorily but have financial implications which were 
found during personal discussions or as per memos issued ; 

iv. Where Audit is satisfied with its findings on examination of any 
area during the course of a particular audit assignment, mention 
will be made of the same in the report ; 



v. The matter shall be presented according to significance i.e. most 
important points will be highlighted; 

vi. Suggestions, where necessary, shall be given by Internal Audit ; 
vii. The report shall be timely ; 
viii. Where possible, a summary of corrective action to be taken would 

be submitted along with the report; 
 

h)  It is the responsibility of Chief Executive / General Manager / Superintendent and 
operational heads of the departments / units / tea estates to give adequate 
consideration of, and take effective action on audit findings and 
recommendations. The respective Chief Executive / General Manager / 
Superintendent  / the operational heads of the departments / units / tea estates 
are normally required to implement the accepted suggestions within 3 months 
(90 days) of the date of receipt of the final report. The time span should not be 
exceeded and all efforts/ steps shall be taken by the operational heads of the 
auditee departments / units / tea estates to maintain the target date for 
implementation. Should some special circumstances or matter beyond one's 
control arise, extension of time shall be sought in writing clearly indicating the 
reasons and a revised date of implementation be given. 

 
i) Internal Audit will assess the implementation of accepted suggestions of the final 

report during its next visit to  the department / unit / tea estate. In case the 
accepted suggestions are not implemented within the time span of 3 months or 
the revised date, as the case may be, the same shall be reported to the 
Chairman by General Manager (Internal Audit) / Chief Internal Auditor with 
copies to Director (Finance) and Financial Controller through periodical reports. 

 
5.6 The remarks or observations if any of the Chairman / Director (Finance) / Financial 
Controller on the final audit report will be communicated to the concerned Chief 
Executive / General Manager / Superintendent and operational heads of the 
concerned departments / units / tea estates for information and necessary corrective 
action under intimation to the General Manager (Internal Audit) / Chief Internal Auditor. 
 
6.1 The General Manager (Internal Audit) / Chief Internal Auditor is expected to 
maintain evidence of work done by him and his internal audit teams by means of well 
designed working sheets or notes containing, inter alia, the nature of work done, the 
extent of checking done, names of individuals who have carried out the work with their 
initials, details of various important points observed, important queries raised in the 
course of audit and the clarifications obtained. 

 


