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Depreciation: Systematic allocation of
PPE's (Property, Plant, and Equipment)
depreciable value over its useful life.

Detintion]

Amortization: Systematic allocation
of an intangible asset's depreciable
amount over its useful life.

Audit of Depreciation
and Amortization

| Expense asset's cost proportionally
based on the expected usage period.

Understand the entity's
depreciation and amortization policy.

Understand

Compliance with CL“—

Accounting Policy |

st iisbino /il Act and accounting standards.

| Ensure compliance with Companies 'I

Check for consistent application and "

Application and Change " adequate disclosure of changes.

Verify adjustment of residual value from asset "

cost.
Key Considerations for Calculation Accuracy f
Auditing Depreciation @ Confirm validity, accuracy, and appropriate
and Amortization period recording of charges.

Asset-Combonent Ensure proper identification of
- ldenitt ficg tion separately depreciable
components.

_| pepreciation Method || Assess the suitability of the

7 depreciation method for each
Appropriateness component.

Confirm recorded

Occurrence | expenses were incurred

during the period.

Ensure all relevant
expenses are recorded

Completeness ‘ without

Assertions for Auditing understatement or
Depreciation and overstatement.
Amortization &

Verify appropriate

Measurement | measurement of

expenses.

Presentation and Check for adequate and
Disclosure appropriate disclosures.
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-IProcess Understanding" | Obtain an understanding of the entity's depreciation "

and amortization process.

Obtain, Review“——l Obtain and review the fixed asset register.

Fixed Asset Register
Review

expensing of capital expenditure.

Check for capitalization of revenue expenses or “

Perform physical verification of material fixed assets. "

Obtain a list of additions/deletions with proper approval. "
5 Select a sample of assets based | Verify depreciation rates and
Sample Testing I on materiality. " calculations.
” | Ensure proper amortization of intangible
intangible Assats assets over their useful life.
Depreciation | Confirm depreciation is charged from the date
Audit Procedures for Commencement the asset is ready to use.
Depreciation and et - =4 =
Amortization _ | Verify proper accounting of depreciation on
Revalved Assets l revalued amount from revaluation reserve.
Income Tax Act Ensure additions tally with Companies Act and
Compliance opening WDV matches Tax audit schedule.

Perform analytical procedures to assess
overall reasonableness of expenses.

-[Analytical Procedures

Check arithmetical accuracy and perform
independent calculations.

Confirm depreciation and amortization
are charged as per useful lives.

| | Useful Life and Residual
Value "

Ensure proper verification of residual
values.

Verify prospective computation of
-lChanges in Useful Life "—- depreciation and amortization upon
changes in useful lives.
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Obtain an understanding of the hiring, appraisal,
and retirement process.

Attendance records "

Employee master "

Test the effectiveness of internal Payroll processing and
controls (can reduce substantive disbursement authorization
testing) over the employee benefit

Understanding the
Process

computation

payment process, including: Employee deductions "

(gratuity, leave encashment,

Accrual of other benefits
bonus, etc.)

1

documents (appointment letters, appraisal letters, attendance

Select a random sample of transactions and examine related
records, HR policies, employee master, etc.).

Monthly Expense
Reasonability

| | Substantive Analytical
Procedures

Comparison with Identify and investigate
Previous Period: significant variances.

Compare the
N - expectation with the Investigate and explain
Ex::s?::sna?;:rg ||—— client's business any material
P - operations and industry differences.
trends.

Occurrence: Confirm recorded expenses were incurred during the

period.

Assertions to be —_—————————

Completeness: Ensure all relevant expenses are recorded
appropriately.

Examined

Measurement: Verify appropriate measurement of expenses
without understatement or overstatement.

Presentation and Disclosure: Check for adequate and appropriate

disclosures.
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Attendance Process: Understand the entity's employee
attendance capturing process.

Fictitious Employees: Address the risk by meeting employees in
H person (sample basis) and requesting bank details/identity proofs
from the payroll department.

Employee List: Obtain a period-end employee list with monthly "

movement (new hires, leavers, continuing employees).
g ——————————————————————————

i New Hires: Select a random sample, obtain appointment letters,
and verify salary processing for the first and subsequent months.

Resigned Employees: Select a random sample, obtain full and final
computation, verify dues payment (including post-retirement
benefits), and check employee acknowledgement.

I Audit Procedures “--l Salary Registers: Obtain monthly salary registers for all 12 months. “

Average Salary Analysis: Calculate average salary per employee
per month, compare with previous year and preceding month, and
analyze variances.

| | Accruals and Provisions: Verify accrual/provision for all employee
benefits and obligations.

PF and ESI: Compile reasonability by applying the rate to basic
- wages, compare with recorded amounts, analyze variances, and
obtain monthly deposit challans.

| | Analytical Procedures: Perform analytical procedures to assess
overall reasonableness of expenses.
——

Units Produced per Employee: Analyze units produced per "

— employee, compare with previous years and industry trends, and
inquire about significant variations.

Salaries and wages

Contribution to
provident and other
funds

Ensure appropriate
classification of
employee benefit

expenses:

Expense on Employee
Stock Option Scheme
(ESOP) and Employee
Stock Purchase Plan
(ESPP)

Required Disclosures

Staff welfare expenses
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