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 Note:  All questions are compulsory. 
 
 
Question 1(8 Marks) 

 Engagements to Report on the Compilation of Pro Forma Financial Information: As per SAE 3420,” 
Engagements to Report on the Compilation of Pro Forma Financial Information Included in a 
Prospectus”, before agreeing to accept an engagement to report on whether pro forma financial 
information included in a prospectus has been compiled, in all material respects, on the basis of the 
applicable criteria, the practitioner shall- 
 

1.   Determine that the practitioner has the capabilities and competence to perform the engagement;  
(1 Mark) 

2.  On the basis of a preliminary knowledge of the engagement circumstances and discussion with the 
responsible party, determine that the applicable criteria are suitable and that it is unlikely that the pro 
forma financial information will be misleading for the purpose for which it is intended; (1 Mark) 

3.  Evaluate the wording of the opinion prescribed by the relevant law or regulation, if any, to determine 
that the practitioner will likely be able to express the opinion so prescribed based on performing the 
procedures specified in this SAE; (1 Mark) 

4. Where the sources from which the unadjusted financial information and any acquiree or divestee 
financial information have been extracted have been audited or reviewed and a modified audit opinion 
or review conclusion has been expressed, or the report contains an Emphasis of Matter paragraph, 
consider whether or not the relevant law or regulation permits the use of, or reference in the 
practitioner’s report to, the modified audit opinion or review conclusion or the report containing the 
Emphasis of Matter paragraph with respect to such sources; (1 Mark) 

5. If the entity’s historical financial information has never been audited or reviewed, consider whether the 
practitioner can obtain a sufficient understanding of the entity and its accounting and financial 
reporting practices to perform the engagement; (1 Mark) 

6. If the event or transaction includes an acquisition and the acquiree’s historical financial information has 
never been audited or reviewed, consider whether the practitioner can obtain a sufficient 
understanding of the acquiree and its accounting and financial reporting practices to perform the 
engagement; and (1 Mark) 

7. Obtain the agreement of the responsible party that it acknowledges and understands its responsibility 
for: (2 Marks) 

 a. Adequately disclosing and describing the applicable criteria to the intended users if 

these are not publicly available; 

 b. Compiling the pro forma financial information on the basis of the applicable criteria; 

and 

 c. Providing the practitioner with: 

 

i) Access to all information (including, when needed for purposes of the 
engagement, information of the acquiree(s) in a business combination), such 
as records, documentation and other material, relevant to evaluating 

whether the pro forma financial information has been compiled, in all 
material respects, on the basis of the applicable criteria; 

ii) Additional information that the practitioner may request from the 
responsible party for the purpose of the engagement; 
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iii) Access to those within the entity and the entity’s advisors from whom the 
practitioner determines it necessary to obtain evidence relating to 
evaluating whether the pro forma financial information has been compiled, 

in all material respects, on the basis of the applicable criteria; and 
iv) When needed for purposes of the engagement, access to appropriate 

individuals within the acquiree(s) in a business combination. 
   

Question 2 (8 marks) 
a) As per SA 402 “Audit Considerations relating to an Entity Using a Service Organisation”, for 

obtaining understanding of the user entity in accordance with SA 315, the user auditor shall 
obtain an understanding of how a user entity uses the services of a service organization in the 

user entity’s operation including: (1/2 mark for each point)  
1. The nature of services provided by the service organisation and the significance of such 

services to the user entity, including its effect on the internal control of user entity. 
 

2. The nature and materiality of the transactions processed or accounts or financial reporting 

processes affected by the service organisation. 

3. The degree of interaction between the activities of the service organization and those of user 

entity and 

4. The nature of the relationship between the user entity and the service organization including 

the relevant contractual terms for the activities undertaken by the service organisation. 
 

When obtaining an understanding of internal control relevant to the audit in accordance with SA 

315 “Identifying and Assessing the Risks of Material Mis-statement through Understanding the 

Entity and its Environment”, the user auditor shall evaluate the design and implementation of 

relevant controls at the user entity that relate to the services provided by the service organisation, 

including those that are applied to the transactions processed by the service organization. 

(2 marks)  
  

 b) The user auditor shall determine whether a sufficient understanding of the nature and       

significance of the  services provided by the service organisation and their effect on the user 

entity’s internal control relevant to the audit has been obtained to provide a basis for the 

identification and assessment of risks of material misstatement.(1 mark) 

If the user auditor is unable to obtain a sufficient understanding from the user entity, the user 

auditor shall obtain that understanding from one or more of the following procedures:  (3marks) 

1. Obtaining a Type 1 or Type 2 report, if available; 

2. Contacting the service organisation, through the user entity, to obtain specific 

information; 

3. Visiting the service organisation and performing procedures that will provide the 

necessary information about the relevant controls at the service organisation; or 

4. Using another auditor to perform procedures that will provide the necessary 

information about the relevant controls at the service organisation 

 
Question 3 (8 marks) 

As per SRE 2400, “Engagement to Review Historical Financial Statements”, prior to accepting a review 

engagement, the practitioner shall: 
 

1. Determine whether the financial reporting framework applied in the preparation of the financial 

statements is acceptable including, in the case of special purpose financial statements, obtaining 

an understanding of the purpose for which the financial statements are prepared and of the 

intended users; and (1 mark) 
 

2. Obtain the agreement of management that it acknowledges and understands its responsibilities: 
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a. For preparation of the financial statements in accordance with the applicable financial 

reporting framework, including, where relevant, their fair presentation; (1 mark) 

b. 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; 

and(1 mark) 

c. To provide the practitioner with: (2 marks) 

(1) Access to all information of which management is aware that is relevant to the preparation 

of the financial statements, such as records, documentation and other matters; 

(2) Additional information that the practitioner may request from management for the 

purpose of the review; and 

(3) Unrestricted access to persons within the entity from whom the practitioner determines it 

necessary to obtain evidence. 

 

If the practitioner is not satisfied as to any of the matters set out above as preconditions for accepting a 

review engagement, the practitioner shall discuss the matter with management or those charged with 

governance. If changes cannot be made to satisfy the practitioner as to those matters, the practitioner shall 

not accept the proposed engagement unless required by law or regulation to do so. However, an 

engagement conducted under such circumstances does not comply with this SRE. Accordingly, the 

practitioner shall not include any reference within the practitioner’s report to the review having been 

conducted in accordance with this SRE. (1 marks) 

If it is discovered after the engagement has been accepted that the practitioner is not satisfied as to any of 

the above preconditions, the practitioner shall discuss the matter with management or those charged with 

governance, and shall determine: (2 marks) 

a. Whether the matter can be resolved; 

b. Whether it is appropriate to continue with the engagement; and 

c. Whether and, if so, how to communicate the matter in the practitioner’s report. 

 
Question 4 (5 Marks) 

Examples of Accounting Estimates that may have a High Estimation Uncertainty: As per SA 540, 

“Auditing Accounting Estimates, Including Fair Value Accounting Estimates and Related Disclosures”, 

the auditor shall determine whether, in the auditor’s judgment, any of those accounting estimates that 

have been identified as having high estimation uncertainty give rise to significant risks. (1 Mark)  

Examples of accounting estimates that may have high estimation uncertainty include the following:  (1 

Mark each) 

i Accounting estimates that are highly dependent upon judgment, for example, judgments about the 

outcome of pending litigation or the amount and timing of future cash flows dependent on 

uncertain events many years in the future.  

ii Accounting estimates that are not calculated using recognised measurement techniques. 
 

iii Accounting estimates where the results of the auditor’s review of similar accounting estimates 

made in the prior period financial statements indicate a substantial difference between the original 

accounting estimate and the actual outcome. 
 

iv Fair value accounting estimates for which a highly specialised entity-developed model is used or for 

which there are no observable inputs. 
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Question 5(5 Marks)  

  Auditor to make Inquiries regarding Management’s own Assessment of Risk of Fraud and Controls: As 

per SA 240 “The Auditor’s Responsibilities Relating to Fraud in an Audit of Financial Statements”, 

management accepts responsibility for the entity’s internal control and for the preparation of the 

entity’s financial statements. (1 mark) 

   Accordingly, it is appropriate for the auditor to make inquiries of management regarding 

management’s own assessment of the risk of fraud and the controls in place to prevent and detect it. 

The nature, extent and frequency of management’s assessment of such risk and controls may vary from 

entity to entity.(1 mark) 

  In some entities, management may make detailed assessments on an annual basis or as part of 

continuous monitoring. In other entities, management’s assessment may be less structured and less 

frequent. The nature, extent and frequency of management’s assessment are relevant to the auditor’s 

understanding of the entity’s control environment. For example, the fact that management has not 

made an assessment of the risk of fraud may in some circumstances be indicative of the lack of 

importance that management places on internal control. (1 mark) 

  The auditor’s inquiries of management may provide useful information concerning the risks of material 

misstatements in the financial statements resulting from employee fraud. However, such inquiries are 

unlikely to provide useful information regarding the risks of material misstatement in the financial 

statements resulting from management fraud. (1 mark) 

  Management is often in the best position to perpetrate fraud. Accordingly, when evaluating 

management’s responses to inquiries with an attitude of professional skepticism, the auditor may judge 

it necessary to corroborate responses to inquiries with other information. . (1 mark) 

 

Question 6 
As per SA 501 “Audit Evidence – Additional Considerations for Specific Items”, the auditor should 

perform audit procedures, designed to obtain sufficient appropriate audit evidence during his 
attendance at physical inventory counting. SA 501 is additional guidance to that contained in SA 500, 
“Audit Evidence”, with respect to certain specific financial statement amounts and other disclosures. 

 

If the auditor is unable to be present at the physical inventory count on the date planned due to 
unforeseen circumstances, the auditor should take or observe some physical counts on an 
alternative date and where necessary, perform alternative audit procedures to assess whether the 

changes in inventory between the date of physical count and the period end date are correctly 
recorded. The auditor would also verify the procedure adopted, treatment given for the 
discrepancies noticed during the physical count. The auditor would also ensure that appropriate cut 
off procedures were followed by the management. He should also get management’s written 
representation on  

(a) the completeness of information provided regarding the inventory, and  

(b) assurance with regard to adherence to laid down procedures for physical inventory count. 

By following the above procedure, it will be ensured that the physical verification conducted by the 
management was in order. 
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           (5Marks) 
  

Question 7 (5 marks)(1 mark for 1 factor) 
Factors Influencing the amount of Working Papers: As per SA 230 “Audit Documentation”, which 
refers to the record of audit procedures performed, relevant audit evidence obtained and 
conclusions the auditor reached, the amount of audit working papers depend on factors such as- 
a) The size and complexity of the entity. 

b) The nature of the audit procedures to be performed. 
c) The identified risks of material misstatement. 
d) The significance of the audit evidence obtained. 
e) The nature and extent of exceptions identified. 

f) The need to document a conclusion or the basis for a conclusion not readily determinable from 
the documentation of the work performed or audit evidence obtained. 

g) The audit methodology and tools used. 

h) Timely preparation of Audit Documentation       

             
Question 8(6 Marks) 

Non-Compliance with the Accounting Standards: As per SRS 4410, “Compilation Engagements”, the 

financial information may be prepared in accordance with a financial reporting framework designed 
to meet the common financial information needs of a wide range of users (that is, a “general 
purpose financial reporting framework”). The requirements of the applicable financial reporting 
framework determine the form and content of the financial information. The financial reporting 
framework may, in some cases, be referred to as the “basis of accounting.” (2 marks) 
 
Commonly used general purpose financial reporting frameworks includes Accounting Standards 

notified under the Companies (Accounting Standards) Rules, 2006, Indian Accounting Standards (Ind 
AS) issued by ICAI and Accounting Standards (AS) issued by ICAI etc. (2 marks) 

Thus, for not following and omission of some information which was required to be followed in the 
current situation for Hope Ltd., we should bring this matter to the attention of the management for 
rectification and, if the same is not rectified by the management, we should include the same in the 
Notes to the Accounts and the compilation report of the accountant. (2 marks) 

          

 
                                                               *************** 

 
 

 


