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Guidance notes are issued by the Auditing and Assurance Standard Board (AASB) of The Institute of
Chartered Accountants of India (ICAl). These should be read in conjunction with the “Preface to the
Standards on Quality Control, Auditing, Review, other Assurance and Related Services” issued by ICAI. The
purpose is to assist professional accountants in implementing the Engagement Standards and the
Standards on Quality Control issued by the AASB under the authority of council of ICAI. These publications
provide guidance on generic or specific audit issues.

In case a professional accountant does not apply the guidance given in the Guidance note, she should be
prepared to justify the appropriateness and completeness of the alternate procedures adopted by her to
deal with the objectives and basic principles set out therein. Important to note here that Guidance note
on Audit of PPE does not supersede the ICAl’s publications which provide guidance on audit of PPE with
special reference to certain statutory requirements. Needless to say, in case there is a conflict between
an Auditing Standard on Auditing and the Guidance note, the Standard shall prevail.
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Scope

Whether your audit client is preparing financial statements under IFRS converged Indian Accounting
Standards (Ind-AS) or Accounting Standards (AS), this Guidance note is going to help, as it was prepared
considering requirements of revised Ind-AS-16 and revised AS-10. Just keep in mind that audit of
Investment Property and Intangible Assets are out of scope for this Guidance note.

This Guidance note carries lot of information and advice on audit procedures to be carried out by the
auditors while auditing PPE. Generally, the tone of the Guidance note is in nature of advice to the auditors
using the word ‘should’, but few places ‘must be ensured’ has also been used, conveying importance.

Synopsis

The Introduction part provides basic information like explaining the term PPE and what might be classified
as such, with an understanding that subjectivity about classification might exist. Of course, recognition
has to be according to principles laid down in relevant accounting standards.

The Guidance note conveys importance of PPE in financial statements, especially for manufacturing
entities, due to significant amount in comparison to other assets and mentions about features which may

impact audit procedures. taxsutra
Risks associated with auditing of PPE QR:E&N]]GKetaiI in clause 10 of this guidance note,
including inherent risks and guidance is provided to the auditor on keeping in mind questions like how to

substantiate existence, establish completeness, verify cut off, valuation and accuracy besides
determination of rights and depreciation value.

Potential mis-statements in case of PPE due to frauds and errors have been given for auditors
understanding and defines weakness in Internal Controls as one of the root causes. Further the guidance
is given to the auditors on how to review the systems of Internal Controls related to PPE, for example
controls over self-constructed or acquired PPE, accountability and utilization controls, information
controls and safeguarding of assets related controls.

In next section, this publication provides guidance to the auditors on substantive procedures, which in
my opinion, must be quite helpful to the auditors. What exactly the auditor should be looking at, while
carrying out specific audit procedures. To share an example, ‘physical verification of PPE is responsibility
of the management’ this fact has been highlighted again here. Perception that the audit team will
physically verify the PPE every year, needs a correction in society as a whole.

Principles mentioned in Standard on Auditing (SA) - 501 “Audit Evidence - Specific Considerations for
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Selected Items” have been referred in clause 38 of this Guidance note to convey procedures like
attendance of audit team during physical count. How to carry out alternate procedures in physical
verification of PPE in complex industries like Oil and Gas companies has also been elaborated.
Appropriateness of accounting policies, proper capitalization or non-capitalization should also be covered
in audit procedures. Guidance is given to the auditors to consider ‘component approach’ as required by
the standards.

How the auditors should verify the records to review opening balances, capital work in progress, addition
or otherwise in PPE is all mentioned here. Verification of title deeds is an important part of audit
procedures for ascertaining ownership of PPE. Guidance has also been provided to the auditors for
procedures related to Impairment of and Deletion. The publication also discusses instances to help auditor
understand various possibilities. Guidance related to auditing of Recognition of assets as PPE and its
Valuation has also been given in this publication.

Auditors face challenge when Government Grants have been provided to the client for acquisition of PPE.
You will find details on how the audit should be carried out. Besides detailed guidance on audit procedures
related to Depreciation and impairment, the instances related to Revaluation has been given. Specific
guidance related to audit in IT environment is quite practical and will help the auditors tremendously.

_ taxsutra
Conclusion R ENTI K
In nutshell, this Guidance note helps an audi oﬁyy E»rowinggght on various aspects of PPE and touching

different dimensions and possibilities. This publication should help the auditor in defining audit
procedures and finally reaching the conclusion. Most important part will remain documentation. How you
have documented audit planning, execution, evidence and communication - the audit working paper file
MUST be self-speaking.

...And for those senior accountants and auditors, please don’t use the term ‘Fixed Assets’ in your financial
statements and the schedules, Property Plant and Equipment is there.

Click here to access the Guidance Note issued by ICAI.

Disclaimer:

The information contained herein is intended solely for the use of the subscriber, user or other entity who is named in
this document, and others authorised to generate/ receive/ use it. If you are using our Services on behalf of a business,
that business accepts these terms. It will hold harmless and indemnify Taxsutra and its affiliates, officers, agents, and
employees from any claim, suit or action arising from or related to the use of the Services or violation of these terms,
including any liability or expense arising from claims, losses, damages, suits, judgments, litigation costs and attorneys’
fees. If you are an unintended recipient of this document, please notify us immediately by email and then delete it from
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your system. Any action based on content in this document shall be at the sole risk, responsibility and liability of the
individual or other entity taking such action. The contents of this document shall not, under any circumstance, be
construed as any kind of professional advice or opinion and we expressly disclaim any and all liability for any harm, loss
or damage, including without limitation, indirect, consequential, special, incidental or punitive damages resulting from

or caused due to your reliance and actions/ inactions on the basis of this content. Contents of Disclaimer document available
here is an integral part of this disclosure.
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