


a) Verify the movement in the PPE schedule compiled by the management i.e. Opening balances + Additions during the period – Deletions during the 

period = Closing balances. Tally the closing balance to the entity's books of account.

b) Check the arithmetical accuracy of the movement in PPE schedule. Tally the opening balances to the previous year audited financial statements. 

For additions and deletion during the period under audit, obtain a listing of all additions from the management and perform the following 

procedures:

In relation to Addition to PPE,

1- Verify whether proper internal processes and procedures like inviting competitive quotations/ floating tenders etc. were followed prior to finalizing the 

vendor for procuring items of PPE/ awarding of work contract for capital projects by checking the supporting documents of the samples selected.

2- Test the purchase invoice, installation certificate or report or other similar documentation maintained by the entity to verify the date of addition, for all 

additions samples of PPE during the period under audit.

3- Verify whether the PPE additions have been approved by authorized personnel.

4- Items such as spare parts, stand-by equipment and servicing equipment are recognized in accordance with AS 10 (Revised) when they meet the definition of 

property, plant and equipment. Otherwise, such items are classified as inventory. Ensure that the entity is not recognizing costs of the day-to-day servicing in 

the carrying amount of an item of property, plant and equipment.

In relation to deletions to PPE, 

1- Understand from the management the reason and rationale for deletion (example could be new purchase of similar asset once the old asset was no longer fit 

to be used in production process) and the manner of disposal. 

2- Obtain the management approval and discard note authoring disposal of the asset from its active use. 

3- Verify the process followed for sale of discarded PPE, for example - inviting competitive quotes, tenders and the basis of calculation of sales proceeds.

4-  Verify that the management has accurately recorded the deletion of PPE (original cost and accumulated depreciation up to the date of disposal) and the 

resultant gain/ loss on disposal of PPE item in the entity's books of account.

a) Review entity's plan for performing 

physical verification of PPE i.e. whether 

performed by own staff or by a third party 

and the policy regarding periodicity i.e. 

whether physical verification shall be done 

on annual basis or once in two years/ three 

years.

b) Evidence of appropriate supervision of 

those performing physical verification of PPE 

should be examined.

Obtain PPE physical verification report 

backed by the working sheets from the entity 

and perform the following procedures:

i. Assess if all items of PPE are properly tagged 

and carry identification marks/ numbers and 

physical verification work papers do capture 

the asset identification numbers for assets 

physically verified.

ii. Reconciliation of items of PPE as physically 

verified with the fixed asset register 

maintained by the entity as at the date/ 

period of undertaking physical verification. 

Specifically verify if the PPE additions up to 

the date of physical verification have been 

updated in the fixed asset register.

iii. Verify the discrepancies noted, based on 

physical verification undertaken and the 

manner in which such discrepancies have 

been dealt with in the entity's books and 

financial statements. 

a) In addition to the procedures undertaken for 

verifying completeness of additions to PPE 

during the period under audit, the auditor 

while performing testing of additions should 

also verify that all PPE purchase invoices are 

in the name of the entity that entitles legal 

title of ownership to the respective entity.

b) land and building the auditor should check 

the conveyance deed/ sale deed to verify 

whether the entity is the legal and valid owner 

or not.

c) The auditor should insist and verify the 

original title deeds for all immoveable 

properties held as at the balance sheet date.

d) In case the entity has given such immoveable 

property as security for any borrowings and 

the original title deeds are not available with 

the entity, the auditor should request the 

entity's management for obtaining a 

confirmation from the respective lenders that 

they are holding the original title deeds of 

immoveable property as security.

e) In addition, the auditor should also verify the 

register of charges, available with the entity 

to assess that any charge has been created 

against the PPE.

It is a common understanding that the value of 

fixed assets/ PPE depreciates due to efflux of 

time, use and obsolescence. The diminution of 

the value represents an item of cost to the entity 

for earning revenue during a given period. 

Unless this cost in the form of depreciation is 

charged to the accounts, the profit or loss would 

not be correctly ascertained and the values of 

PPE would be shown at higher amounts. The 

auditor should:

a) Veri fy  that  the ent i ty  has charged 

depreciation on all items of PPE unless any 

item of PPE is non- depreciable like freehold 

land;

b) Assess that the depreciation method used 

reflects the pattern in which the asset's 

future economic benefits are expected to be 

consumed by the entity. It could be Straight 

line method, diminishing value method, unit 

of production method, as applicable.

c) The auditor should also verify whether the 

management has done an impairment 

assessment to determine whether an item of 

property, plant and equipment is impaired as 

per the requirements of AS 28 - Impairment 

of Assets.

AUDIT PROCEDURE FOR PROPERTY PLANT AND EQUIPMENT

EXISTENCE RIGHT & OBLIGATION VALUATION

 COMPLETENESS 

CA Kapil

Goyal

Mobile User
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Land, Building, Plant & Equipment, Furniture & Fixtures, 

Vehicles, Office Equipment, Computers etc. referred to AS 

“Property, Plant And Equipment” (“PPE”)
The Valuation of PPE becomes a very important aspect of consideration by the 

auditor in the course of his audit. The auditor should analyze the expenditure 

incurred on PPE, whether they are of Revenue or Capital in nature.

Recognition Criteria for PPE

The cost of an item of PPE should be recognised as an asset if, and only if:

(a) It is probable that future economic benefits associated with the item will 

flow to the enterprise, and

(b) The cost of the item can be measured reliably.

An enterprise evaluates under this recognition principle all its costs on 

property, plant and equipment at the time they are incurred. These costs 

include costs incurred:

(a) initially to acquire or construct an item of property, plant and equipment; 

and

(b) subsequently to add to, replace part of, or service it.

Measurement at Recognition - An item of property, plant and equipment 

that qualifies for recognition as an asset should be measured at its cost.

Elements of Cost - The cost of an item of property, plant and equipment 

comprises:

(a) its purchase price, including import duties and non –refundable 

purchase taxes, after deducting trade discounts and rebates.

(b) any costs directly attributable to bringing the asset to the location and 

condition necessary for it to be capable of operating in the manner 

intended by management.

(c) the initial estimate of the costs of dismantling, removing the item and 

restoring the site on which it is located, referred to as decommissioning, 

restoration and similar liabilities', the obligation for which an enterprise 

incurs either when the item is acquired or as a consequence of having 

used the item during a particular period for purposes other than to 

produce inventories during that period.

Examples of directly attributable costs are:

(a) costs of employee benefits (as defined in AS 15, Employee Benefits) 

arising directly from the construction or acquisition of the item of 

property, plant and equipment;

(b) costs of site preparation;

(c) initial delivery and handling costs;

(d) installation and assembly costs;

(e) costs of testing whether the asset is functioning properly, after 

deducting the net proceeds from selling any items produced while 

bringing the asset to that location and condition (such as samples 

produced when testing equipment); and

(f)  professional fees.

Examples of costs that are not costs of an item of property, plant and 

equipment are:

(a) costs of opening a new facility or business, such as, inauguration costs;

(b) costs of introducing a new product or service (including costs of 

advertising and promotional activities);

(c) costs of conducting business in a new location or with a new class of 

customer (including costs of staff training); and

(d) administration and other general overhead costs.

The expenses have to be analysed and properly classified. The revenue 

expense like regular repairs on assets have to be charged off to the Statement 

of Profit and Loss.

The below table summarises the audit procedures generally required to be 

undertaken while auditing tangible fixed assets.

a) Meaning and purpose of Depreciation

AS 10 "Property, Plant & Equipment” defines depreciation as the 

systematic allocation of the depreciable amount of an asset over its useful 

life.

Purposes of Depreciation      

(a)

accomplished by retaining the amount of depreciation charged in 

the profit and loss account in the business.

(b)

assets depletes gradually by consumption during the process of 

production, it is necessary that such consumption of value be 

charged in the accounts for determination of the true cost of 

production.

(c)

expense represented by the loss in value of fixed assets arising on 

use, it is charged to the profit and loss account for determining the 

profit or loss during a year.

(d)

since the original costs of fixed assets gradually decreases due to use 

and other factors, it is improper to continue to carry such assets at 

original costs. Therefore, the amount of depreciation charged in the 

profit and loss account representing the loss in value of the assets is 

deducted from the original cost on a cumulative basis so as to reflect 

in the balance sheet a true and fair value of the fixed assets.

Auditor's Duty

The auditor should pay attention to the following points:

i.

controls as regards accounting, maintenance and safeguarding of 

fixed assets and that a proper distinction is being made between 

capital expenditure and revenue expenditure.

ii.

considering the acquisitions or disposal, if any, of the fixed assets 

during the year.

iii.

10 on Property, Plant and Equipment.

iv.

Act have also been complied with by the company.

v.

reasonableness of depreciation and amortisation expense.

AUDIT OF DEPRECIATION AND AMORTZATION
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(Movement  Check= Op Bal + Addition Audit – Deletion Audit = 

Closing Balance )

� Obtain a schedule of short term and long term borrowings (including debts 

outstanding at the end of the previous year, as well as any new debt or renewal of 

debt) showing beginning and ending balances and borrowings taken and repaid 

during the year, and perform the following:

(a) Consider any evidence of additional debt obtained through examination of 

minutes of the board of directors, significant contracts, confirmations from 

banks/ lenders, support for subsequent cash disbursements (when testing 

payables) etc.

(b) Trace the closing balances as per the schedules to the general ledger.

� Review subsequent transactions after the end of the reporting period to determine 

if there are unrecorded liabilities at year- end and the transactions are recorded in 

the correct period. (Eg: Fresh loan taken near the balance sheet date) 

Direct confirmation procedures – SA 505 (No Need to Read in Final Revision)

� Roll out and obtain independent balance confirmations in respect of all the 

borrowings from the lender (banks/ financial institutions etc.) and perform the 

following:

(a) Ascertain that the confirmation asks for all information likely to be relevant to 

the tests of debt and related interest balances (e.g., applicable interest rates, due 

dates, collateral and security interests).

(b) Send reminders for non-replies.

(c) Compare the balances are per the confirmations  obtained  to  the books of the 

accounts. Ask for reconciliations, if there are any differences and test the 

supporting documents for the reconciling items on a test check basis.

General Points (Only Read)

1-  Determine that the accounting policies and methods of recording debt are appropriate and applied consistently.

2-  The auditor should also verify that the amount borrowed is within the borrowing powers of the company as laid down by the Articles of 

Association and Memorandum of Association.

3-  He should carefully review the borrowings from related parties and ensure  compliance  with  AS  18  or IND AS 24.

4-  Verify that the company has not contravened the restrictions laid down by Section 180 (related to Restrictions on Powers of Board) of the 

Companies Act, 2013 in respect of the borrowings of the company. Also, check compliance of Sections 185 (related to Loans to Directors, 

etc.) and 186 (related to Loan and Investment by company) of the Companies Act, 2013.

5-  Examine the purpose for which the amount is borrowed and ensure that the amount is not used against the interest of the company.

6-  Agree loan balance and loan payables to the loan agreement.

7-  Examine the due dates on loans for proper classification between long-term and short-term.

Special Points ( Learn them) 

1-  Recompute the interest and discount or premium on redemption, if any. Check computation of the amortization of premium or discount, 

if any.

2-  For foreign currency loans, check the closing exchange rate(s) used and verify the computations of the restatements of foreign currency 

balances outstanding at year end. (As per AS 11)

3-  Read the provisions in loan and debt agreements and perform the following:

(a) Test that the entity is in compliance with loan covenants and other significant provisions of the agreements.

(b) If there are any provisions with which the entity is not in compliance, determine whether the debt should be classified as current. If 

enforcement of the provisions has been waived by the lender in case of breach of any covenant by the entity, obtain confirmation of the 

waiver from the lender. 

Ÿ Review board minutes for approval of new lending agreements. 

During review, ensure that new loan agreements or bond issuances 

were authorized. Ensure that significant debt commitments were 

approved by the board of directors.

Ÿ Agree details of loans recorded (interest rate, nature and repayment 

terms) to the loan agreement. Verify that borrowing limits, if any, 

imposed by agreements are not exceeded.

Ÿ Roll out and obtain independent balance confirmations (SA 505) in 

respect of all the borrowings from the lender (banks/ financial 

institutions etc.).

Ÿ Agree details of leases and hire purchase creditors recorded to 

underlying contracts/agreements.

Ÿ In case of Debentures, examine trust deed for terms and dates of 

redemption, borrowing restrictions and compliance with covenants.

Ÿ When debt is retired, ensure that a discharge is received on assets 

securing the debt.

Ÿ Obtain Written Representation that all the liabilities which have been 

recorded represent a valid claim by the lenders.

 COMPLETENESS EXISTENCE 

VALUATION
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INTANGIBLE ASSETS 

a. Verify the movement in the intangible assets schedule (asset class wise like 

software, designs/ drawings, goodwill etc.) compiled by the management i.e. 

Opening balances + Additions – Deletions = Closing balances. 

Tally the closing balances to the entity's books of account.

b. Check the arithmetical accuracy of the movement in intangible assets schedule.

Audit of Addition of Intangible

For additions during the period under audit, obtain a listing of all additions from the 

management and undertake the following procedures:

i. For all material additions, verify whether such expenditure meets the criterion 

for recognition of an intangible asset as per AS 26.

ii. Ensure that no intangible asset arising from research (or from the research 

phase of an internal project) should be recognised. Expenditure on research (or 

on the research phase of an internal project) should be recognised as an expense 

when it is incurred. 

iii. Verify whether the additions (acquisitions) have been approved by appropriate 

entity's personnel.

iv. Verify whether proper internal processes and procedures like inviting competitive 

quotations/ proper tenders etc. were followed prior to finalizing the vendor for 

procuring item of intangible assets by testing those documents on a sample 

basis.

Audit of Deletion of Intangible 

For deletion during the period under audit, obtain a listing of all deletion from the 

management and undertake the following procedures:

i. In relation to deletions of intangible assets, understand from the management 

the reason and rationale for deletion and the manner of disposal. 

ii. Obtain the management approval and disposal note authoring disposal of the 

asset from its active use. 

iii. Verify the process followed for sale of discarded asset, example inviting 

competitive quotes, tenders and the basis of calculation of sales proceeds. 

iv. Verify that the management has accurately recorded the deletion of intangible 

asset (original cost and accumulated amortization up to the date of disposal) and 

the resultant gain/ loss on disposal in the entity's books of account.

Since an intangible asset is an identifiable non-monetary asset, without physical 

substance, for establishing the existence of such assets, the auditor should verify whether 

such intangible asset is in active use in the production or supply of goods or services, for 

rental to others or for administrative purposes.

Example 1- for verifying the existence of software, the auditor should verify whether such 

software is in active use by the entity and for the purpose, the auditor should verify the 

sale of related services/ goods during the period under audit, in which such software has 

been used.

Example 2- For verifying the existence of design/ drawings, the auditor should verify the 

production data to establish if such products for which the design/ drawings were 

purchased, are being produced and sold by the entity.

In case any intangible asset is not in active use, deletion should have been recorded in 

the books of account post approvals by the entity's management and amortization 

charge should have ceased beyond the date of deletion.

 COMPLETENESS 

EXISTENCE 

a) In addition to the procedures for verifying completeness of additions to intangible 

assets during the period under audit, the auditor while performing testing of 

additions should also verify that all expense invoices/ purchase contracts are in the 

name of the entity that entitles legal title of ownership to the entity.

The value of intangible assets may diminish due to efflux of time, use and/ or obsolescence. 

The diminution of the value represents cost to the entity for earning revenue during a given 

period. Unless this cost in the form of amortization is charged to the accounts, the profit or 

loss would not be correctly ascertained and the values of intangible asset would be shown 

at higher amounts. The auditor should:

i. Verify that the entity has charged amortization on all intangible assets;

ii. Verify that the amortization method used reflects the pattern in which the 

asset's future economic benefits are expected to be consumed by the entity.

iii. The auditor should also verify whether the management has done an 

impairment assessment to determine whether an intangible asset is impaired. 

For this purpose, the auditor needs to verify whether the entity has applied AS 

28 - Impairment of Assets for determining the manner of reviewing the carrying 

amount of its intangible asset, determining the recoverable amount of the asset 

to determine impairment loss, if any.

RIGHT & OBLIGATION

VALUATION

Movement Check ( Op+Addition-Deletion = Closing )

a. Obtain a list of all advances and other current assets and compare them with balances in the 

ledger.

b. Verify loan agreements and acknowledgements of parties in respect of outstanding loans. A 

loan or an advance, if material, is granted only if authorised by the Memorandum and Articles 

of Association in the case of Company.

c. In addition, the auditor should confirm that the loans advanced were within the competence 

of persons who had advanced the same, directors in the case of a Company, partners in the case 

of a firm and trustees in the case of a trust.

d. Inspect the minutes of meeting of board of directors to confirm if all material loans and 

advances were approved by the board of directors.

e. Verify that the loan has been acknowledged by the party and in addition, inspect if any 

security has been deposited against due repayment of the loan. Ascertain if loans are being 

recovered regularly as per agreed instalments.

f. If there are any related party loans and advances, review whether they were properly 

authorized and the value of such transactions were reasonable and at arm's length.

g. In  relation  to  balances  with  statutory authorities like GST input credit, prepare a 

reasonability with respect to purchases/ expenses by applying the applicable rate to the 

purchases/ expenses and in case of any variance with the asset recorded by the entity, reasons 

for variance should be requested from the entity.

h. Further, the auditor should obtain statutory returns filed with the authorities like GST 

returns and verify whether the amount recorded as per books of account tallies with the claim 

made with the authorities.

 COMPLETENESS 
Confirmation (SA 505 ) –  No Need to read before exam

For  establishing  existence  of  loans  and advances, direct confirmation 

procedures, similar to those performed for Accounts receivable balances are 

should be performed with the only difference that while performing 

circularisation of direct confirmations, in addition to the principal amount, 

interest receivable, if any, as per the agreed terms between the parties, may 

also be included as part of the balance to be confirmed.

a. Assess the allowance for doubtful accounts. Review the process followed by the 

Company to derive an allowance for doubtful accounts. This will include a consistency 

comparison with the method used in the last year, and a determination of whether the 

method is appropriate for the underlying business environment.

b. Obtain the ageing report of loans and advances. Also, obtain the list of loans and 

advances under litigation and compare with previous year.

c. Scrutinize the analysis and identify those loans and advances that appear 

doubtful; discuss with management about the reasons as to why these loans/ 

advances are not included in the provision for doubtful balances.

d. Assess bad loans/ advances write-offs. Prepare schedule of movements on Bad 

loans/ advances – Provision Accounts and loans/ advances written off.

e. Check that write-offs or other reductions in the recoverable balances have been 

approved by the authorsied and appropriate senior authority

f. Check that the restatement of foreign currency loans and advances/ other current 

assets has been done properly in accordance with AS 11

EXISTENCE 

VALUATION

LOANS AND ADVANCES AND OTHER CURRENT ASSETS
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TRADE PAYABLES AND OTHER CURRENT LIABILITIES

The auditor needs to perform the following cut off procedures:

1- For the last 5 invoices received/ recorded at the end of the reporting date (cut off date) and which have been included 

in the trade payables; the goods should have been received/ risk and rewards of ownership in goods should have been 

transferred in favour of the entity;

2- All goods received prior to the period/ year- end should have been booked in the form of purchases and included in 

trade creditors.

3- Test purchases/ expenses on a sample basis selecting the same from the accounts payable ledgers and checking their 

supporting documents to ensure that the purchases were recorded at the correct amounts and correct dates.

4- Match purchase invoice dates to the gate entry (inward) dates to check whether the purchases are being recorded in 

the correct accounting period. This can include an examination of purchase/ expense invoices received subsequent to 

the period being audited, to see if they should have been included in the period under audit.

5- Review subsequent expense vouchers. Review all material expense vouchers recorded post the balance sheet date to 

see if they relate to transactions from within the audit period.

Advance and Dispute with Customer

6- For advance received from customers/ revenue received in advance, obtain the customer wise listing along with its 

ageing and the nature. 

7- Enquire from the entity's management if there has been any dispute with the customer and if there is any additional 

liability to be recorded. For all such advances, the auditor should verify the underlying documentation based on which 

the entity had received the advance.

Statutory Dues Payable Points  (Already covered in Advance) 

8- In relation to statutory dues liability like withholding tax (TDS) payable, GST payable, luxury tax payable, professional 

tax payable, PF and ESI payable etc., prepare a reasonability with respect to sales/ purchases/ employee benefit 

expenses. Example- GST liability for last month may be calculated by applying the applicable rate to the sales made 

and in case of any variance with the GST liability recorded by the entity, reasons for variance should be requested from 

client and in case found satisfactory, the same should be maintained as part of audit documentation.

9- Similarly, Provident Fund liability for last month may be calculated by applying the applicable rate to the employee 

benefit expense and in case of any variance with the liability recorded by the entity, reasons for variance should be 

requested from client and in case found satisfactory, the same should be maintained as part of audit documentation.

10- Further, the auditor should obtain and verify the challans for deposits made subsequent to the period-end for all 

statutory liabilities as at the balance sheet date and also analyse the reasons, if any, in consultation with the 

management for any variance between the amounts deposited subsequently vis-à-vis the liability recorded in books 

of account.

11- He shall prepare a complete list of all statutory dues and consider his reporting requirements under CARO,2020.

i. Check whether there are controls in place to ensure that any purchase/ expense invoice does not get recorded more than once and payable balances 

are automatically recorded in the general ledger at the time of recording of expense.

ii. Obtain the accounts payable ageing report and trace its balances to the general ledger. If there are any differences, investigate reconciling items. 

Journal entries specially for large amounts should be carefully examined.

Direct confirmation procedure (SA 505 – No Need to Read Before Exam)

1. An important audit activity is to contact vendors directly/independently and ask them to confirm the amounts of accounts payable as of the end of the reporting period under audit. 

2. This should necessarily be done for all significant account payable balances as at the period-end and for parties from whom material purchases have been made during the period under audit even if 

period- end balance of such parties is not significant.

3. The auditor employs direct confirmation procedure with the consent of the entity under audit. 

4. There may be situations where the management of the entity requests the auditor not to seek confirmation from certain trade payables. 

  In such cases, the auditor should  consider  whether  there  are  valid grounds for such a request. In appropriate cases, the auditor may also need to reconsider the nature, timing and extent of his audit 

procedures including the degree of planned reliance on management's representations.

5. The trade creditors may be requested to confirm the balances either (a) as at the date of the balance sheet, or (b) as at any other selected date which is reasonably close to the date of the balance 

sheet. The date should be decided by the auditor in consultation with the Company.

6. The form of requesting confirmation from the trade creditor may be either (a) the form with balance as at year end wherein the trade creditor is requested to respond whether or not he is in agreement 

with the balance shown, or (b) the form with no balance wherein the trade creditor is requested to respond the balance as per his records. The use of the form with no balance is preferable.

7. The method of selection of the trade creditors to be circularised should not be revealed to the Company until the trial balance of the trade payables' ledger is handed over to the auditor. 

8. A list of trade creditors selected for confirmation should be given to the entity for preparing request letters for confirmation which should be properly addressed. 

  The auditor should maintain strict control to ensure the correctness and proper dispatch of request letters. 

  In the alternative, the auditor may request the client to furnish duly authorised confirmation letters and the auditor may fill in the names, addresses and the amounts relating to trade creditors selected by 

him and mail the letters directly. 

  It should be ensured that confirmations as well as any undelivered letters are returned to the auditor and not to the client.

9. Any discrepancies revealed by the confirmations received or by the additional tests carried out by the auditor, may have a bearing on other accounts not included in the original sample. The entity should 

be asked to investigate and reconcile the discrepancies. 

  In addition, the auditor should also consider what further tests he can carry out in order to satisfy himself as to the correctness of the amount of trade payables taken as a whole.

10. Where no reply is received, the auditor should perform additional testing regarding the balances. This testing could include: (Imp for Exam)

A. Testing of subsequent payments in respect of the trade payables to whom confirmations were rolled out but no replies received;

B. Agreeing the details of the respective balance to the underlying vendor invoices;

C. Preparing a detailed analysis of the balance, ensuring it consists of identifiable transactions and confirming that these purchases/ expense transactions actually 

occurred. (examination in depth)

D. If there are any related party payables, review whether they were properly authorized and the value of such transactions were reasonable and at arm's 

length.

E. Review a trend line of purchases/ expenses and accounts payable, or a comparison of the two over time, to see if there are any unusual trends. Make 

inquiries about reasons for changes in trends from the management.

 COMPLETENESS 

EXISTENCE 

VALUATION
1- Review the process followed by the Company to 

identify if any old creditor balance/ liability needs 

to be written back. This will include a consistency 

comparison with the method used in the last year, 

and a determination of whether the method is 

appropriate for the underlying business 

environment.

2- Obtain the ageing of payable balances, and the list 

of vendors with whom the Company has disputes 

and any claims from customers, under litigation 

and compare with previous year.

3- Check that write backs in the liability balances 

assessed as no longer payable have been 

approved by an appropriate and authorised 

member of senior management, for example – 

CEO/MD.

4- Check that the restatement of foreign currency 

trade payables has been done properly in 

accordance with AS 11.

5- Understand management's process to identify the 

principal amount and the interest due thereon (if 

any) remaining unpaid to any Micro, Small and 

Medium Sized Enterprises suppliers at the end of 

accounting year. Test check the management 

process to assess if the auditor could rely on the 

management process.

(Same as Debtors Cut off Procedure- 
No Need to Read Before Exam)
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SALE OF PRODUCTS AND SERVICES
• Identify the control points over sales.

• Tests the identified controls to determine how strong and reliable they are. If controls are assessed as strong, the auditor can reduce the 

amount of substantive testing.

• Selects a random sample of transactions and examines the related customer purchase orders, invoices and customer statements.

• Performing substantive audit procedures like vouching and substantive analytical procedure (SAP). SAP will consist of sales trend 

analysis, comparison of sales figures with previous accounting period etc.

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

(a) Examination of records;                      (b) Analytical review procedures.

Steps	to	be	followed

1. Ensure revenue is not overstated by performing following audit procedures 

(Imp)

a) Check whether a single sales invoice is recorded twice or a cancelled sales 

invoice could also be recorded.

b) Test check few invoices with their relevant entries in sales journal.

c)  Obtain confirmation from few customers to ensure genuineness of sales 

transaction

d) Whether any fictitious customers and sales have been recorded.

e) Whether any shipments were done without the consent and agreement of 

the customer, especially at the year end to inflate the sales figure

f)  Whether unearned revenue recorded as earned.

g) Whether any substantial uncertainty exists about collectability.

h) Whether customer obligations are contingent on other actions (financing, 

resale, etc.).

2. Review sequence of sales invoices

3. Review journal entries for unusual transactions

4. Calculate the ratio of sales return to sales and compare it with previous year and 

enquire for the reasons for increase/ decrease.

5. Check the sales return with sales invoice, challan, credit note, stock register, etc.

OCCURRENCE
i) Cut-off errors will usually arise when companies recognize revenue based on the 

date on which the sales invoices are generated rather than the date on which the 

risks and rewards are transferred to the buyer. In order to perform a robust sales 

cut-off test, auditors need to understand and consider the specific cut-off error 

risk of each engagement.

ii) Auditors should also verify the credit notes issued after the accounting period. 

Sometimes sales team or sales personnel can make fictitious sales before the 

year- end to meet performance target and cancel out those sales with a post year 

end credit note.

iii) Trace from the shipping documents to the sales journal.

iv) Check whether quantity is appearing in sales register or not and check 

reconciliation of total sales/goods dispatched as per stock records and financial 

records and statutory records like GST.

v) Review GST tax and GST returns and ensure that the same are reconciled with 

revenue reported in the profit and loss account. Verify reasonability say of GST by 

applying the applicable rate to the gross sales value and compare the amount of 

GST as per statutory returns and analyze the reasons for variance, if any.

1. Trace a few transactions from inception to completion. (Examination in depth)

E.g: Take few sales transaction, and check from the receipt of sales order to the 

payment of receivable balance, every underlying document to ensure if it is properly  

recorded  at  every  stage  and measured accurately taking into consideration all the 

incentives, discounts, if any. The recognition shall be according to the revenue 

recognition policy of the entity.

2- if the client is engaged in export sales, then compliance with AS 11 shall be ensured.

3- Auditor must understand client's operations and related GAAP issues e.g. point of 

sale revenue recognition vs. percentage of completion, wherever applicable.

4- Compare the rate of sales affected with related parties and review them for 

collectability, as well as whether they were properly authorized and the value of such 

transactions were reasonable and at arm's length.

MEASUREMENT

 COMPLETENESS 

Mobile User
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