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Chapter 9: Audit of Items of FS 
Additions to Topics 
1. Assertions pertaining to Sales Transactions 

Occurrence: Recorded Sales represent goods which were ordered by valid customers and were 
despatched and invoiced in the period. 
Completeness: All the genuine Sales have been recorded. 
Cut-off: Sales shall include the despatch of goods made at the year end as they belong to 
the relevant period. 
Measurement: Sales are recorded correctly in the books based on the invoices. Discounts have 
been properly adjusted or accounted for. 
Presentation and Disclosure: Revenue shall be disclosed separately as revenue arising from 
— Sale of Products 
— Sale of services and 
— Other operating Revenues. 

2. Amendment in Section 53 
According to Section 53 of the Companies Act, 2013, a company shall not issue shares at a 
discount, except in the case of an issue of sweat equity shares given under Section 54 of the 
Companies Act, 2013. 
Any share issued by a company at a discounted price shall be void. 
Where a company contravenes the provisions of this section, the company shall be punishable 
with fine which may extend to an amount equal to the amount raised through the issue 
of shares at a discount or five lakhs, whichever is less. The company shall also be liable 
to refund all monies received along with interest at the rate of 12%.p.a. from the date of 
issue of such shares to the persons to whom such shares have been issued. 

3. Reduction of Capital 
Two more verification aspects have been added: 

i. Examine that there has been no default w.r.t repayment of deposits accepted by 
company or payment of interest on such deposits. Reduction of capital shall not be 
affected if such default exists. 

ii. Check if the company have complied with all the terms and conditions imposed 
by the tribunal while confirming reduction of share capital. 
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4. Valuation of PPE – Classification between capital and revenue expenditure 
The Valuation of PPE becomes a very important aspect of consideration by the auditor in the 
course of his audit. The auditor should analyse the expenditure incurred on PPE, whether they 
are of Revenue or Capital in nature.  
Capital expenditure should be added to the cost of PPE. The following expenses shall qualify 
as capital expenditure: 
a. Acquisition cost of the asset. 
b. Additions to the assets that increases the earning capacity. 
c. Benefits derived which are of long term in nature. 
d. Expenditure incurred to minimize the cost of production. 
Certain revenue expenses also qualify as capital expenditure like wages on installation of 
machinery, legal expenses in purchase of land and building, freight inwards on purchase of 
assets etc.  
These 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. 

Correct-Incorrect Questions 
i. Material and wages are considered to be revenue expenditure when incurred for construction 

of building. 
Incorrect: Material and Wages incurred on construction of building qualify to be capital 
expenditure as per AS 10 “Plant, Property and Equipment”. Therefore, these have to be added 
to the cost of the asset i.e building and shall not be expensed off to Statement of Profit 
and Loss. 

ii. Tangible assets are depreciated when the asset is actually put to active use. 
Incorrect: Depreciation is a fall in value of asset due to obsolescence, usage and effluxion of 
time, Therefore, depreciation is charged when the asset is ready for use. Active use of asset 
is not a mandatory criteria for charge of depreciation. 

iii. Increase in authorised capital of the company requires special resolution to be passed at the 
general meeting. 
Incorrect: Increase in Authorised capital requires alteration of capital clause of memorandum 
of Association. Therefore, ordinary resolution is passed for increase in authorised capital of 
the company as per the Companies Act, 2013. 

iv. Capital redemption reserve can be used for distribution of dividends. 
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Incorrect: Capital Redemption reserve is not a free reserve. It is a restrictive reserve and 
can be used only for purposes given in the Act. Since it is not a free reserve, it cannot be 
utilised for payment of dividends. CRR can be used only for the purpose of issuing fully paid 
up bonus shares. 

v. Dividends are recommended by the Board, and declared by the Shareholders. 
Correct: The dividends are recommended by the Board of Directors by passing a resolution 
at the board meeting. The Shareholders declare the dividends at the AGM by passing an 
ordinary resolution. Declaration of dividend is an item of ordinary business. However, the 
shareholders can decrease the amount of dividends recommended by the board but cannot 
increase it. 

vi. In verifying Trade Receivables balance, Direct Confirmation Procedure is one of the important 
audit activity. 
Correct: While auditing trade receivable balance, direct confirmations as per SA 505, is 
considered to be the most important audit activity. Direct confirmation can be sought from 
the debtors directly confirming their balance due. The replies to the confirmation can be then 
matched with the records maintained by the client. Any discrepancies so revealed, can be 
investigated and checked in detail for possibility of any risk of material misstatement. Auditor 
selects few debtors’ balances and ask the client to prepare the confirmations properly 
addressed to the debtors. Auditor maintains strict control over this process. 

Theoretical Questions 
i. ABC Ltd. has issued shares for cash at a premium of Rs 450, that is, at amount in excess 

of the nominal value of the shares which is Rs 10 for cash. Section 52 of the Companies Act, 
2013 provides that a Company shall transfer the amount received by it as securities premium 
to securities premium account. Advise the means in which the amount in the account can be 
applied. 
Hint: Utilisation of Securities Premium Account as per Section 52 

ii. The auditor A of ABC & Co., firm of auditors is conducting the audit of XYZ Ltd and while 
performing testing of additions wanted to verify that all PPE (Property, Plant and Equipment) 
purchase invoices are in the name of the entity he is auditing. For all additions to land, 
building in particular, the auditor desires to have concrete evidence about ownership. The 
auditor is worried about whether the entity has valid legal ownership rights over the PPE 
claimed to be held by the entity and recorded in the financial statements. Advise the auditor. 
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Hint: Audit Procedures to verify the ownership rights for PPE 
iii. Write the audit Procedure for verification of existence of Trade Receivables. 

Hint: Audit Procedures to verify the existence of Trade Receivables 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 


