Mock Test Paper - Series I: March 2025
Date of Paper: 17th March 2025
Time of Paper: 10 AM-1PM

INTERMEDIATE GROUP - I
PAPER - 5: AUDITING AND ETHICS
Time Allowed - 3 Hours Maximum Marks - 100
PART | - Case Scenario based MCQs (30 Marks)

Write the most appropriate answer to each of the following multiple-choice questions by
choosing one of the four options given. All MCQs are compulsory and carries 2 Marks
each.

Case Scenario 1

Jin Kushal & Associates is a firm of Chartered Accountants practicing in Delhi. The firm consists
of two partners namely, CA Jin and CA Kushal. The Statutory audit team is generally headed
by CA Jin and his team consists of three articled assistants and one qualified Chartered
Accountant, CA Reshu. With respect to the audit work of 4 clients for which the audit team
intends to start the audit work, CA Jin discussed with the team members about the development
of audit programmes for individual clients. One of the articled assistants, Mr. Sumit, was of the
view that one single audit programme can be developed for all the 4 clients operating in different
industries.

With respect to one of the clients namely, Saraswati Ltd., a labour-intensive company, CA Jin
asked CA Reshu to compare the amount of wages paid by the company in the current year and
last year. Also, she was asked to verify the relationship between the number of employees and
wages paid in both the years by the company.

The audit firm started the audit of another client, namely, Sarthak Ltd. having maximum
transactions in foreign currency. CA Jin asked one of the team members, Mr. Rahul, to verify
whether the calculations related to conversion of the foreign currency into local currency is
proper or not.

While verifying the share issue transactions of one client, namely, Laxman Ltd., CA Reshu found
that the company has issued sweat equity shares during the year under audit. She asked one
of the articled assistants, Mr. Saurabh, to further verify whether the relevant provisions of the
Companies Act 2013, have been complied by the company in this regard. Also, with respect to
Sarthak Ltd., there was reduction of share capital during the year. Mr. Saurabh was asked by



the engagement partner to verify the compliance of relevant provisions of the Companies Act,
2013 in this regard also. Mr. Saurabh was of the view that there is requirement of passing of
Special Resolution by the respective company for both.

While starting the audit work of another client, Rintex Ltd., the audit team noticed that the
company has its internal audit team. Mr. Sumit was of the view that the statutory audit team can
use and rely on the work of the Internal Auditors of the company and as such there is no
requirement for the statutory audit team to perform audit procedures again as the internal audit
team must have verified the financial transactions of the company in detail. Further, while
verifying the expenses ledger, Mr. Sumit noticed that the company has implemented a system
whereby the entries related to expenses incurred during the year can be entered into the
accounting system by authorised personnels only. However, with respect to travelling expenses
which constituted about 30% of the total expenses, the entries were made by employees who
were not authorised to make such entries.

Based on the above facts, answer the following: -
1. Is the view of Mr. Sumit with respect to the development of audit programme correct?

(@)  Yes, the view of Mr. Sumit is correct as developing one audit programme for all
the clients will avoid duplication of efforts of audit team.

(b)  No, the view of Mr. Sumit is not correct as all the four clients operate in different
industries and evolving one audit programme for all businesses is not practicable.

(c)  Yes, the view of Mr. Sumit is correct as development of audit programme is not
affected by the nature of client business.

(d)  No, the view of Mr. Sumit is not correct as development of audit programme is not
the responsibility of the audit team. The individual clients will develop their
respective audit programmes.

2. Identify the audit procedures Ms Reshu was asked by CA Jin to perform with respect to
Saraswati Ltd.

(@)  Substantive Analytical Procedures.
(b)  Test of details.

(c)  Test of transactions.

(d)  Test of Controls.

3. Whether understanding of Mr. Saurabh regarding the passing of Special Resolution is
correct?
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(d)

The understanding of Mr. Saurabh is partly correct as ordinary resolution is
required in case of issue of sweat equity shares by the company though special
resolution is required to be passed by the company in case of reduction of share
capital.

The understanding of Mr. Saurabh is partly correct as special resolution is
required in case of issue of sweat equity shares by the company though ordinary
resolution is required to be passed by the company in case of reduction of share
capital.

The understanding of Mr. Saurabh is correct as special resolution is required in
case of issue of sweat equity shares by the company and reduction of share
capital.

The understanding of Mr. Saurabh is not correct as ordinary resolution is required
in case of issue of sweat equity shares by the company as well as in case of
reduction of share capital.

Is the view of Mr. Sumit correct with respect to using and relying on the work of the
Internal Audit team of Rintex Ltd.?

Yes, the view of Mr. Sumit is correct.

No, the view of Mr. Sumit is not correct as the statutory audit team cannot use the
work of the internal audit team of the client company.

No, the view of Mr. Sumit is not correct as the statutory auditor has the sole
responsibility for the audit opinion expressed.

The view of Mr. Sumit is partly correct as the statutory audit team can use and
rely on the work of the internal audit team if the same is agreed while signing the
engagement letter.

Identify the type of risk noticed by Mr. Sumit with respect to entries related to travelling
expenses entered into the accounting system of Rintex Ltd.

(a)
(b)
(c)
(d)

Inherent Risk.
Detection Risk.
Control Risk.
Audit Risk.



Case Scenario 2

MA & Associates, a Chartered Accountant firm is appointed as an auditor of XYZ Pvt. Ltd. Amit,
partner of the firm, has recently bought stock in XYZ Pvt. Ltd. He believes that the company's
goodwill will increase after the audit report is finalised, which could lead to a rise in stock price.
As he reviews the company’s financial statements, Amit decides to give unmodified opinion to
help his investment.

During the audit of trade receivables, Amit selects a sample using a technique that ensures
larger balances have a higher chance of being selected. However, this approach results in the
exclusion of many smaller balances, potentially overlooking some crucial misstatements.

Meera, another Partner of Firm, is reviewing calculation of software development costs method
adopted by XYZ Pvt. Ltd. Meera helped in creating this method earlier. She worries that her
previous involvement in this method might affect her ability to review it.

Meanwhile, Raj, the CEO of XYZ Pvt. Ltd., has requested them to modify certain disclosures in
the financial statements in a way that could mislead stakeholders. He argues that a more
favourable presentation will help the company secure additional investments. Meera feels that
complying with this request would compromise ethical standards and worries about potential
conflicts with the client.

Based on the above facts, answer the following: -

6. Amit has bought stock in XYZ Pvt. Ltd., and his investment could benefit from issuance
of unmodified opinion in his audit report. This indicate existence of:

(@)  Self-interest Threat.
(b)  Self-review Threat.
(c)  Advocacy Threat.
(d)  Familiarity threat.
7. In the given case, Amit is selecting a sample to verify the trade receivables balances

where larger balances have a higher chance of being included, causing smaller
balances to be overlooked. This method is known as:

a Random Sampling.
c Block Sampling.

(
(
(
(d

)

b)  Systematic Sampling.
)
)

Monetary Unit Sampling.



8. Meera is reviewing a method for calculating software development costs that she helped
in creating while working at XYZ Pvt. Ltd. This may involve:

a Advocacy Threat.

c Familiarity Threat.

(a)
(b)  Self-interest Threat.
(c)
(d)

d Self-review Threat.

9. Raj, the CEO, is requesting the Meera and Amit to modify the financial statement
disclosures in a misleading manner. Which fundamental principle of professional ethics
would be violated if they agree to do s0?

(@)  Integrity.

(b)  Objectivity.

(c)  Confidentiality.

(d)  Professional Competence and Due Care.

Case Scenario 3

A government department was allocated a specific budget for infrastructure development
projects during the current financial year. During the audit process, the auditor reviewed the
department’s expenditure and management of funds and found several discrepancies that
raised significant concerns regarding the management and utilisation of the allocated funds.
The key findings from the audit were as follows:

° Several payments were processed without obtaining the necessary approval from the
competent authority.

o The department implemented a large-scale project. However, the audit found no record
of assessment being conducted to determine whether the project achieved the expected
benefits.

o Another serious concern identified during the audit was the utilisation of funds from an
account that had no budgetary provision was made.

The auditor now needs to determine which type of audit would be most effective in addressing
each of these concerns.



Based on the above facts, answer the following: -

10.

1.

12.

MCQs
13.

Which type of audit is most likely to identify payments processed without proper approval
from the competent authority?

(@) Audit against Rules & Orders.
(b)  Audit of Sanctions.

(¢)  Audit against Provision of Funds.
(d)  Propriety Audit.

Identify the type of audit to evaluate whether the expected benefits of a large-scale
infrastructure project were achieved or not.

(@)  Propriety Audit.

(b)  Audit against Rules & Orders.
(¢)  Audit of Sanctions.

(d)  Performance Audit.

Which type of audit addresses the issue of funds being used from an account without a
budgetary provision?

(@) Audit against Provision of Funds.
(b)  Audit of Sanctions.

(c)  Performance Audit.

(d)  Audit against Rules & Orders.

PQR Ltd., a manufacturing company, has been facing operational challenges. Recently,
they struggled to find essential raw materials due to supply chain disruptions. This
shortage has significantly impacted production, leading to delays in fulfilling customer
orders. The company’s financial health has also deteriorated, with declining cash flows
leading to inability to pay creditors on time. Additionally, key financial ratios have
worsened, and the company has stopped paying dividends to shareholders due to
liquidity concerns.
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14.

15.

Given this situation, which of the following is not a financial event or condition that may
cast significant doubt on the entity’s ability to continue as a going concern?

a Adverse key financial ratios.

)
b)  Inability to pay creditors on time.
c)

Shortages of important supplies.

(
(
(
(d)  Arrears or discontinuance of dividends.

AMN Ltd. has capitalised a software as an intangible asset in its financial statements. To
verify whether the software is actively in use, the auditor reviews the sale of goods and
services that rely on this software during the audit period. Which assertion regarding
intangible assets is the auditor verifying?

a Completeness.

b Valuation.

(a)
(b)
(c)  Disclosure.
(d)

d Existence.

ABC Ltd. appointed CA Jai to conduct the statutory audit. During the audit, the auditor
identified some errors in the financial records and he got it corrected. The audited
statements were then submitted to tax authorities for compliance purposes. The audit
procedures also helped the company improve its record-keeping processes. However,
the management assumed that since the financial statements were audited, they could
be used to predict future profits with certainty. In view of above, which of the following is
not a likely benefit of auditing?

(@)  Since auditing is connected to future events, audited information can be easily
relied upon by users.

(b)  Errors or frauds may be discovered during audit.
(c)  Government authorities can make use of audited accounts for different purposes.

(d) It can help in bringing out deficiencies in maintenance of financial records.



PART Il - Descriptive Questions
Question No. 1 is compulsory.

Attempt any four questions from the Rest.

CA T is the statutory auditor of QRS Ltd. While performing testing of additions
during the year, he wanted to verify that:

() All PPE (property, plant and equipment) are in the name of the entity he is
auditing.

(i)~ For all additions to land and building in particular, the auditor desires to
have concrete about the ownership.

(i)~ CAT also wants to know whether the entity has valid legal ownership rights
over the PPE, where it is kept as security for any borrowings.

Advise the auditor CA T on the audit procedure to be undertaken by him to
establish the Rights and Obligations of the entity over the PPE. (5 Marks)

Sigma Ltd. has approached CJK & Associates to appoint them as their auditor for
a period of 5 years in accordance with provisions of the Companies Act, 2013.
The prospective client company is new to audit firm. SQC 1 requires that a firm
before accepting engagement should inquire vital information about the client
which helps firm to decide about integrity of client. Apart from integrity, obtaining
such vital information about client is helpful to audit firm in deciding about which
other matters? Which matters would be considered by audit firm with regard to
integrity of client? (5 Marks)

CA Yash is conducting audit of a company for year 2023-24. The company is
engaged in export of ethnic rugs to buyers in Europe. The audit is nearing
completion in month of July 2024. However, it becomes known to the auditor that
one of overseas buyers has made a legal claim against the company on 1st June
2024 for injury caused to a customer of one European buyer due to sub-standard
dyes used in rugs of one lot of order shipped in August, 2023. The management
of company has decided to agree to an out of court settlement of ¥ 5 crore to
protect its reputation. The financial statements of the company are silent on this
issue. Discuss, how, CA Yash should proceed to deal with above issue.

(4 Marks)



Significant risks often relate to significant non- routine transactions or judgmental
matters. Non-routine transactions are transactions that are unusual, due to either
size or nature, and that therefore occur infrequently. Judgmental matters may
include the development of accounting estimates for which there is significant
measurement uncertainty.

In context of significant risk, explain the factors to be considered by the auditor in
exercising judgment as to which risks are significant risks. (5 Marks)

No inspection under Section 79 of Multi-State Co-operative Societies Act, 2002
shall be made unless a notice has been given to the multi-state co-operative
society. Explain clearly when and how such inspection can be made. Also state
the powers available with the Central Registrar in this regard along with provisions
relating to communication of the inspection report under the said section.

(5 Marks)

As the auditor of CRT Ltd., a construction company, for the year 2023-24, you are
preparing an audit programme to systematically guide the audit procedures. A
well-structured audit programme not only ensures efficient execution but also
serves as documentary evidence in case of any allegations of negligence against
the auditor. In this context, briefly explain advantages of audit programme that will
supports the auditor during the audit of CRT Ltd. (4 Marks)

Audit against rules and orders aims to ensure that the expenditure conforms to
the relevant provisions of the Constitution and of the laws and rules made
thereunder. The job of audit is to see that these rules, regulations and orders are
applied properly by the subordinate authorities. It is, however, not the function of
audit to prescribe what such rules, regulations and orders shall be. Analyse and
Explain. (5 Marks)

A deficiency or combination of deficiencies in internal control that, in the auditor’s
professional judgment, is of sufficient importance to merit the attention of those
charged with governance. Give examples of indicators of significant deficiencies
in internal control. (5 Marks)

During an audit of MNT Ltd., CA Shubh, the auditor discovers an issue with stock
valuation. To ensure the accuracy and reliability of his observations, CA Shubh
needs to document the audit procedures, evidence collected, and his observations
thoroughly.



In this situation, how does audit documentation help CA Shubh support his
findings in audit in accordance with Standards on Auditing? (4 Marks)

The auditor’s report shall include a section with a heading “Responsibilities of
Management for the Financial Statements.” SA 200 explains the premise, relating
to the responsibilities of management and, where appropriate, those charged with
governance, on which an audit in accordance with SAs is conducted. Explain.

(5 Marks)

Jay & Associates, a Chartered Accountant firm is appointed as an auditor of XYZ
Ltd., a manufacturing company with multiple branches across the region. CA Jay,
Partner in firm, is conducting the audit of financial statements of XYZ Ltd. for the
financial year 2023-24. As the lead auditor assigned to this engagement, Jay is
responsible for planning the audit in accordance with SA 300. Briefly explain why
it is necessary to plan the audit of XYZ Ltd.'s financial statements? (5 Marks)

While conducting the audit of Pummy Limited, the statutory auditors collected
written representations from the Management. The audit was finalised in addition
to other audit procedures but, without making any inquiries, as the statutory
auditors were short of time. In the light of this information, elaborate “inquiry” as
one of the methods of collecting Audit Evidence. (4 Marks)

Advances generally constitute a major part of the assets of the bank. There are
large number of borrowers to whom variety of advances are granted. The audit of
advances requires the major attention from the auditors. Explain the broad
considerations about which the auditor is primarily concerned with obtaining
evidence in carrying out audit of advances. (5 Marks)

WEQ Ltd. has issued shares for cash at a premium. In accordance with
section 52 of the Companies Act, 2013, the company is required to transfer the
premium received from the issuance of shares to the securities premium account.
What are the specific applications allowed for the funds in the securities premium
account, as per the provisions of the Companies Act, 20137 (5 Marks)

An audit is a reasonable assurance engagement, whereas a review is a limited
assurance engagement. Both types of assurance engagements provide
assurance to users, but they differ in the degree of assurance offered.

In light of this, explain the difference between reasonable assurance
engagements and limited assurance engagements, with examples. (4 Marks)

10



CA T, the statutory auditor of a company, is in the process of designing external
confirmation requests to be sent to trade receivables outstanding as of
March 31, 2024. As properly designed confirmation requests are essential to
ensure the reliability and effectiveness of the audit evidence obtained. Further,
well-structured requests help in reducing the risk of misstatements, non-
responses, or misunderstandings by the recipients.

In this context, explain why designing a proper confirmation request is necessary
and discuss the key factors an auditor should consider when designing
confirmation requests. (5 Marks)

Much of the information obtained by the auditor's inquiries is obtained from
management and those responsible for financial reporting. However, the auditor
may also obtain information, or a different perspective in identifying risks of
material misstatement, through inquiries of others within the entity and other
employees with different levels of authority.

Explain the same in view of above. (5 Marks)

SKN Ltd. a biopharma company and global manufacturers of select critical care
medical products has been sanctioned working capital limits of ¥ 5.99 crores from
a nationalized bank on the basis of security of current assets. During the year
under audit, the statutory auditor of SKN Ltd. considers that inventory is material
to the financial statements and performs audit procedures over the company's
final inventory records to determine whether they accurately reflect actual
inventory count and without any major discrepancies for each class of inventory.
What are the reporting requirements regarding physical verification of inventory
under CARO 2020 in this case? (4 Marks)

OR

SRT Pvt. Ltd., based in Mumbai, is engaged in export of brassware goods. The
company has huge export receivables as on 315t March 2024. It is also analysed
from Export Sales account of the company that large number of small shipments
were almost despatched daily during the month of March 2024.The auditor is
ensuring that all goods despatched prior to the year-end have been invoiced.
Which assertion concerning trade receivables is being verified by auditor? List out
few audit procedures you would adopt as an auditor to verify this assertion.

(4 Marks)

"
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(a)

Mock Test Paper - Series I: March 2025

Date of Paper: 17th March 2025
Time of Paper: 10 A.M. -1 P.M.

INTERMEDIATE: GROUP - I
PAPER - 5: AUDITING AND ETHICS
SUGGESTED ANSWERS / HINTS

Part | - Multiple Choice Questions

Part Il - Descriptive Answers

CA T should undertake the following audit procedure to establish Rights and
Obligations of the entity over 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.

For all additions to land and building in particular, the auditor should check
the conveyance deed/ sale deed to verify whether the entity is the legal
and valid owner or not.



(b)

. The auditor should insist and verify the original title deeds for all
immoveable properties held as at the balance sheet date.

o 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.

. 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.

A firm before accepting an engagement should acquire vital information about the
client. Such an information should help firm to decide about:

° Integrity of Client

° Competence (including capabilities, time and resources) to perform
engagement

° Compliance with ethical requirements

With regard to the integrity of a client, matters that the firm considers include, for
example:

. The identity and business reputation of the client’s principal owners, key
management, related parties and those charged with its governance.

° The nature of the client’s operations, including its business practices.

. Information concerning the attitude of the client’s principal owners, key
management and those charged with its governance towards such matters
as aggressive interpretation of accounting standards and the internal
control environment.

. Whether the client is aggressively concerned with maintaining the firm’s
fees as low as possible.

. Indications of an inappropriate limitation in the scope of work.

o Indications that the client might be involved in money laundering or other
criminal activities.

o The reasons for the proposed appointment of the firm and non-
reappointment of the previous firm.



(c)

(a)

In the given case, the auditor has come to know of legal claim against the company
before issue of audit report. It has also come to his knowledge that management
of the company has agreed to an out of court settlement of Rs.5 crore. It is an
example of subsequent event between the date of the financial statements and
the date of the auditor’s report as per SA 560.

Auditor’s responsibilities regarding subsequent events between the date of
the financial statements and the date of the auditor’s report are as under:

. Perform audit procedures designed to obtain sufficient appropriate audit
evidence that all events occurring between the date of the financial
statements and the date of the auditor’s report that require adjustment of,
or disclosure in, the financial statements have been identified.

. If such subsequent events that require adjustment of, or disclosure in, the
financial statements have been identified, it shall be determined whether
each such event is appropriately reflected in those financial statements.

° Obtain a written representation from management or those charged with
governance that all events occurring subsequent to the date of the financial
statements and for which the applicable financial reporting framework
requires adjustment or disclosure have been adjusted or disclosed.

As part of the risk assessment, the auditor shall determine whether any of the
risks identified are, in the auditor’s judgment, a significant risk. In exercising
judgment as to which risks are significant risks, the auditor shall consider at least
the following:

(i) Whether the risk is a risk of fraud;

(i)~ Whether the risk is related to recent significant economic, accounting, or
other developments like changes in regulatory environment, etc., and,
therefore, requires specific attention;

(i) The complexity of transactions;
(iv)  Whether the risk involves significant transactions with related parties;

(v)  The degree of subjectivity in the measurement of financial information
related to the risk, especially those measurements involving a wide range
of measurement uncertainty; and

(vi)  Whether the risk involves significant transactions that are outside the
normal course of business for the entity, or that otherwise appear to be
unusual.
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(b)

(c)

Inspection of Multi-State Co-operative societies under Section 79

When: The Central Registrar may, on a request from

federal co-operative to which a Multi- State Co-operative society is
affiliated or a creditor or

not less than one-third of the members of the board or

not less than one-fifth of the total number of members of a Multi-State co-
operative society

How: By general or special order in writing in this behalf inspect or direct any person
authorized by him by order in writing in this behalf to make an inspection into the
constitution, working and financial condition of a Multi-State co-operative society.

Opportunity of Being heard: No inspection shall be made unless a notice of not
less than fifteen days has been given to the multi-state co-operative society.

Powers available: The Central Registrar or the person authorized by him shall
have the following powers:

(1)

He shall at all times have access to all books, accounts, papers, vouchers,
securities, stock and other property of that society and may, in the event of
serious irregularities discovered during inspection, take them into custody
and shall have power to verify the cash balance of the society and subject
to the general or special order of the central registrar to call a meeting of
the society where such general meeting is, in his opinion necessary.

Every officer or member of a Multi-State Co-operative society shall furnish
such information with regard to the working of the society as the central
registrar or the person making such inspection may require.

Inspection Report: A copy of the report of inspection under this section
shall be communicated to the Multi-State Co-operative society within a
period of three months from the date of completion of such inspection.

The advantages of an audit programme are:

(i)

It provides the assistant carrying out the audit with total and clear set of
instructions of the work generally to be done.

It is essential, particularly for major audits, to provide a total perspective of
the work to be performed.

Selection of assistants for the jobs on the basis of capability becomes
easier when the work is rationally planned, defined and segregated.



(a)

(vi)

(vii)
(viii)

Without a written and pre-determined programme, work is necessarily to
be carried out on the basis of some ‘mental’ plan. In such a situation there
is always a danger of ignoring or overlooking certain books and records.
Under a properly framed programme, such danger is significantly less, and
the audit can proceed systematically.

The assistants, by putting their signature on programme, accept the
responsibility for the work carried out by them individually and, if
necessary, the work done may be traced back to the assistant.

The principal can control the progress of the various audits in hand by
examination of audit programmes initiated by the assistants deputed to the
jobs for completed work.

It serves as a guide for audits to be carried out in the succeeding year.

A properly drawn up audit programme serves as evidence in the event of
any charge of negligence being brought against the auditor. It may be of
considerable value in establishing that he exercised reasonable skill and
care that was expected of professional auditor.

Audit against Rules & Orders - Audit against rules and orders aims to ensure
that the expenditure conforms to the relevant provisions of the Constitution and of
the laws and rules made thereunder. It also seeks to satisfy that the expenditure
is in accordance with the financial rules, regulations and orders issued by a
competent authority. Audit of expenditure against regularity is of a quasi-judicial
type of work performed by the audit authorities. It involves interpretation of the
Constitution, statutes, rules, regulations and orders. The final power of
interpretation of these, however, does not vest with the C&AG.

These rules, regulations and orders against which regularity audit is conducted
mainly fall under the following categories:

(1)

Rules and orders regulating the powers to incur and sanction expenditure
from the Consolidated Fund of India or of a State (and the Contingency
Fund of India or of a State);

Rules and orders dealing with the mode of presentation of claims against
government, withdrawing moneys from the Consolidated Fund,
Contingency Fund and Public Accounts of the Government of the India and
of the States, and in general the financial rules prescribing the detailed
procedure to be followed by government servants in dealing with
government transactions; and



(i)  Rules and orders regulating the conditions of service, pay and allowances,
and pensions of government servants.

It is the function of the executive government to frame rules, regulations and
orders, which are to be observed by its subordinate authorities. The job of audit
is to see that these rules, regulations and orders are applied properly by the
subordinate authorities. It is, however, not the function of audit to prescribe what
such rules, regulations and orders shall be.

But, it is the function of audit to carry out examination of the various rules,
regulations and orders issued by the executive authorities to see that:

(@)  they are notinconsistent with any provisions of the Constitution or any laws
made thereunder;

(b)  they are consistent with the essential requirements of audit and accounts
as determined by the C&AG;

(c)  theydo not come in conflict with the orders of, or rules made by, any higher
authority; and

(d) in case they have not been separately approved by competent authority,
the issuing authority possesses the necessary rule-making power.

(b)  Examples of indicators of significant deficiencies in internal control are as
follows:

. Evidence of ineffective aspects of the control environment, such as:

" Indications that significant transactions in which management is
financially interested are not being appropriately scrutinised by
those charged with governance.

] Identification of management fraud, whether or not material, that
was not prevented by the entity’s internal control.

. Management'’s failure to implement appropriate remedial action on
significant deficiencies previously communicated.

. Absence of a risk assessment process within the entity where such a process
would ordinarily be expected to have been established.

° Evidence of an ineffective entity risk assessment process, such as
management’s failure to identify a risk of material misstatement that the auditor
would expect the entity’s risk assessment process to have identified.



(c)

(a)

o Evidence of an ineffective response to identified significant risks (e.g., absence
of controls over such a risk).

. Misstatements detected by the auditor’s procedures that were not prevented,
or detected and corrected, by the entity’s internal control.

. Disclosure of a material misstatement due to error or fraud as prior period items
in the current year’s Statement of Profit and Loss.

. Evidence of management's inability to oversee the preparation of the financial
statements.

During the audit of MNT Ltd., CA Shubh identifies an issue with stock valuation.
To ensure the accuracy and reliability of his observations, it is crucial for him to
document the audit procedures performed, the evidence obtained, and his findings
in a structured manner.

Audit documentation plays a vital role in supporting CA Shubh’s findings in
accordance with the Standards on Auditing. Its key purposes include:

1. Assisting the engagement team to plan and perform the audit.

2. Assisting members of the engagement team to direct and supervise the
audit work, and to discharge their review responsibilities.

3. Enabling the engagement team to be accountable for its work.
4. Retaining a record of matters of continuing significance to future audits.

5. Enabling the conduct of quality control reviews and inspections in
accordance with SQC 1.

6. Enabling the conduct of external inspections in accordance with applicable
legal, regulatory or other requirements.

Responsibilities for the Financial Statements: The auditor's report shall
include a section with a heading “Responsibilities of Management for the Financial
Statements.”

SA 200 explains the premise, relating to the responsibilities of management and,
where appropriate, those charged with governance, on which an audit in accordance
with SAs is conducted. Management and, where appropriate, those charged with
governance accept responsibility for the preparation of the financial statements.
Management also accepts responsibility for such internal control as it determines is
necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error. The description of
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(b)

management’s responsibilities in the auditor's report includes reference to both
responsibilities as it helps to explain to users the premise on which an audit is
conducted.

This section of the auditor’'s report shall describe management’s
responsibility for:

(i)

(ii)

Preparing the financial statements in accordance with the applicable
financial reporting framework, and for such internal control as
management determines is necessary to enable the preparation of
financial statements that are free from material misstatement, whether due
to fraud or error;[because of the possible effects of fraud on other aspects
of the audit, materiality does not apply to management’s acknowledgement
regarding its responsibility for the design, implementation, and
maintenance of internal control (or for establishing and maintaining
effective internal control over financial reporting) to prevent and detect
fraud.] and

Assessing the entity’s ability to continue as a going concern and
whether the use of the going concern basis of accounting is appropriate as
well as disclosing, if applicable, matters relating to going concern. The
explanation of management’s responsibility for this assessment shall
include a description of when the use of the going concern basis of
accounting is appropriate.

Planning an audit is necessary to carry out it effectively in a timely manner.
Besides ensuring compliance with professional standards, it helps in performing
audit engagement effectively.

Adequate planning benefits the audit of financial statements in several ways,
including the following: -

1.

Helping the auditor to devote appropriate attention to important areas of
the audit.

Helping the auditor identify and resolve potential problems on a timely
basis.

Helping the auditor properly organize and manage the audit engagement
so that it is performed in an effective and efficient manner.

Assisting in the selection of engagement team members with appropriate
levels of capabilities and competence to respond to anticipated risks, and
the proper assignment of work to them.



(c)

(a)

Facilitating the direction and supervision of engagement team members
and the review of their work.

Assisting, where applicable, in coordination of work done by others such
as experts.

Therefore, planning an audit ensures that audit risk is reduced to an acceptable
low level. When audit work is adequately and properly planned, it reduces the risk
of inappropriate opinion by the auditor.

Inquiry, as a method of obtaining audit evidence, is explained in accordance with
SA 500, "Audit Evidence," as follows:

Inquiry consists of seeking information of knowledgeable persons, both
financial and non- financial, within the entity or outside the entity. Inquiry is
used extensively throughout the audit in addition to other audit procedures.

Inquiries may range from formal written inquiries to informal oral inquiries.
Evaluating responses to inquiries is an integral part of the inquiry process.

Responses to inquiries may provide the auditor with information not
previously possessed or with corroborative audit evidence. Alternatively,
responses might provide information that differs significantly from other
information that the auditor has obtained, for example, information
regarding the possibility of management override of controls. In some
cases, responses to inquiries provide a basis for the auditor to modify or
perform additional audit procedures.

Although corroboration of evidence obtained through inquiry is often of
particular importance, in the case of inquiries about management intent,
the information available to support management’s intent may be limited.
In these cases, understanding management’s past history of carrying out
its stated intentions, management’s stated reasons for choosing a
particular course of action, and management’s ability to pursue a specific
course of action may provide relevant information to corroborate the
evidence obtained through inquiry.

Advances generally constitute a major part of the assets of the bank. There are
large number of borrowers to whom variety of advances are granted. The audit of
advances requires the major attention from the auditors.



(b)

In carrying out audit of advances, the auditor is primarily concerned with
obtaining evidence about the following:

(1)

(vii)

Amounts included in balance sheet in respect of advances which are
outstanding at the date of the balance sheet.

Advances represent amount due to the bank.

Amounts due to the bank are appropriately supported by loan documents
and other documents as applicable to the nature of advances.

There are no unrecorded advances.

The stated basis of valuation of advances is appropriate and properly
applied and the recoverability of advances is recognised in their valuation.

The advances are disclosed, classified and described in accordance with
recognised accounting policies and practices and relevant statutory and
regulatory requirements.

Appropriate provisions towards advances have been made as per the RBI
norms, Accounting Standards and generally accepted accounting
practices.

Application of Securities Premium Account: The securities premium account
may be applied by the Company:

(1)

towards the issue of unissued shares of the company to the members of
the company as fully paid bonus shares;

in writing off the preliminary expenses of the Company;

in writing off the expenses of, or the commission paid or discount allowed
on, any issue of shares or debentures of the company;

in providing for the premium payable on the redemption of any redeemable
preference shares or of any debentures of the company; or

for the purchase of its own shares or other securities under section 68.

The auditor needs to verify whether the premium received on shares, if any, has
been transferred to a “securities premium account” and whether the application of
any amount out of the said “securities premium account” is only for the purposes
mentioned above.

10



(c)

(a)

Difference between Reasonable Assurance Engagement and Limited

Assurance Engagement:

Reasonable assurance
engagement

Limited assurance engagement

Reasonable assurance engagement
provides high level of assurance.

Limited assurance  engagement
provides lower level of assurance than
reasonable assurance engagement.

It performs elaborate and extensive
procedures to obtain sufficient
appropriate evidence.

It performs fewer procedures as
compared to reasonable assurance
engagement.

It draws reasonable conclusions on
the basis of sufficient appropriate
evidence.

It involves obtaining sufficient
appropriate evidence to draw limited
conclusions.

Example of reasonable assurance

Example of limited assurance

engagement  is  an audit | engagement is review engagement,
engagement, Audit of financial | Review of financial statements.
statements.

The design of a confirmation request may directly affect the confirmation response
rate, and the reliability and the nature of the audit evidence obtained from
responses. Therefore, designing a proper confirmation request by auditor is
necessary.

Factors to be considered when designing confirmation requests include:

(i)
(il
(i)
(iv)
(

V)

The assertions being addressed.

Specific identified risks of material misstatement, including fraud risks.
The layout and presentation of the confirmation request.

Prior experience on the audit or similar engagements.

The method of communication (for example, in paper form, or by electronic
or other medium).

Management’s authorisation or encouragement to the confirming parties to
respond to the auditor. Confirming parties may only be willing to respond
to a confirmation request containing management’s authorisation.

The ability of the intended confirming party to confirm or provide the
requested information (for example, individual invoice amount versus total
balance).

11



(b)

(c)

Inquiries of Management and Others Within the Entity: Much of the information
obtained by the auditor's inquiries is obtained from management and those
responsible for financial reporting. However, the auditor may also obtain
information, or a different perspective in identifying risks of material misstatement,
through inquiries of others within the entity and other employees with different
levels of authority.

Inquiries directed toward internal audit personnel may provide information
about internal audit procedures performed during the year relating to the
design and effectiveness of the entity’s internal control and whether
management has satisfactorily responded to findings from those
procedures.

Inquiries of employees involved in initiating, processing or recording
complex or unusual transactions may help the auditor to evaluate the
appropriateness of the selection and application of certain accounting
policies.

Inquiries directed toward in-house legal counsel may provide information
about such matters as litigation, compliance with laws and regulations,
knowledge of fraud or suspected fraud affecting the entity, warranties,
post-sales obligations, arrangements (such as joint ventures) with business
partners and the meaning of contract.

Inquiries directed towards marketing or sales personnel may provide
information about changes in the entity’s marketing strategies, sales
trends, or contractual arrangements with its customers.

Inquiries directed to the risk management function (or those performing
such roles) may provide information about operational and regulatory risks
that may affect financial reporting.

Inquiries directed to information systems personnel may provide
information about system changes, system or control failures, or other
information system- related risks.

As per clause (i) of Paragraph 3 of CARO, 2020 the auditor is required to report,
in respect of physical verification of inventory and in respect of sanctioned working
capital, that:

(i)

whether physical verification of inventory has been conducted at
reasonable intervals by the management and whether, in the opinion of the
auditor, the coverage and procedure of such verification by the
management is appropriate; whether any discrepancies of 10% or more in

12



(c)

the aggregate for each class of inventory were noticed and if so, whether
they have been properly dealt with in the books of account.

whether during any point of time of the year, the company has been
sanctioned working capital limits in excess of five crore rupees, in
aggregate, from banks or financial institutions on the basis of security of
current assets; whether the quarterly returns or statements filed by the
company with such banks or financial institutions are in agreement with the
books of account of the Company, if not, give details.

OR

In the given situation, the auditor is verifying Completeness assertion by ensuring
that all goods dispatched prior to the year-end have been invoiced.

Audit procedures to be adopted by the auditor to verify the Completeness
assertion are as under:

Check that in respect of invoices raised in last few days nearing the cut-off
date, goods have been actually dispatched and not lying with the company.

Test invoices listed in receivable report. Select few invoices from the
accounts receivable ageing report and compare them to supporting
documentation to see if they were billed with the correct amounts, to the
correct customers, and on the correct dates.

Match invoices to shipping/ dispatch log. Match invoice dates to the
shipment dates for those items in the shipping/ dispatch log, to see if sales
are being recorded in the correct accounting period. This can include an
examination of invoices issued subsequent to the period being audited, to
see if they should have been included in the period under audit.

Assess bill and hold sales. If there is a situation where the Company is
billing customers for sales despite still retaining the goods on-site (known
as “bill and hold”), examine supporting documentation to determine
whether a sale has actually taken place or not.

Review the receiving log to see if the Company has recorded an
inordinately large amount of customer returns after the audit period, which
would suggest that the Company may have shipped more goods near the
end of the audit period than what the customers had authorized to inflate
the profits of the company.

Review the process of giving discounts/ incentives and check whether the
same were given as per the Company’s policy/ general industry trends.

13
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