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Answer 1: 
(A) 
 Evaluating the Work of Management’s Expert : As per SA 500 “Audit Evidence,” when 
information to be used as audit evidence has been prepared using the work of a management’s 
expert, the auditor shall, to the extent necessary, having regard to the significance of that expert’s 
work for the auditor’s purposes – 

(1) Evaluate the competence, capabilities and objectivity of that expert; 
(2) Obtain an understanding of the work of that expert; and 
(3) Evaluate the appropriateness of that expert’s work as audit evidence for the relevant 

assertion. 

The auditor may obtain information regarding the competence, capabilities and objectivity of a 
management’s expert from a variety of sources, such as personal experience with previous work of 
that expert; discussions with that expert; discussions with others who are familiar with that expert’s 
work; knowledge of that expert’s qualifications; published papers or books written by that expert. 

Aspects of the management’s expert’s field relevant to the auditor’s understanding may include 
what assumptions and methods are used by the management’s expert, and whether they are 
generally accepted within that expert’s field and appropriate for financial reporting purposes. 

The auditor may also consider the following while evaluating the appropriateness of the 
management’s expert’s work as audit evidence for the relevant assertion : 

(i) The relevance and reasonableness of that expert’s findings or conclusions, their 
consistency with other audit evidence, and whether they have been appropriately 
reflected in the financial statements; 

(ii) If the expert’s work involves use of significant assumptions and methods, the relevance 
and reasonableness of those assumptions and methods; and 

If that expert’s work involves significant use of source data, the relevance, completeness, and 
accuracy of that source data. 

 
(B) 
 As per SA 240 on “The Auditor’s Responsibilities Relating to Fraud in an Audit of Financial 
Statements,” fraud can be committed by management overriding controls using such techniques as 
Recording fictitious journal entries, particularly close to the end of an accounting period, to 
manipulate operating results or achieve other objectives. 

Keeping in view the above, it is clear that Company has passed fictitious journal entries near year 
end to manipulate the operating results. Also Auditor’s enquiry elicited a response that need – 
based consultation was obtained round the year, but there is no documentary or other evidence of 
receipt of the service, is not acceptable. 

Accordingly, the auditor would adopt the following approach – 

If, as a result of a misstatement resulting from fraud or suspected fraud, the auditor encounters 
exceptional circumstances that bring into question the auditor’s ability to continue performing the 
audit, the auditor shall : 



 

3 | P a g e  

(i) Determine the professional and legal responsibilities applicable in the circumstances, 
including whether there is a requirement for the auditor to report to the person or 
persons who made the audit appointment or, in some cases, to regulatory authorities; 

(ii) Consider whether it is appropriate to withdraw from the engagement, where withdrawal 
from the engagement is legally permitted; and  

(iii) If the auditor withdraws : 
(1) Discuss with the appropriate level of management and those charged with 

governance, the auditor’s withdrawal from the engagement and the reasons for the 
withdrawal; and 

(2) Determine whether there is a professional or legal requirement to report to the 
person or persons who made the audit appointment or, in some cases, to regulatory 
authorities, the auditor’s withdrawal from the engagement and the reasons for the 
withdrawal. 

Further, as per section 143(12) of the Companies Act, 2013, if an auditor of a company, in the 
course of the performance of his duties as auditor, has reason to believe that an offence involving 
fraud is being or has been committed against the company by officers or employees of the 
company, he shall immediately report the matter to the Central Government (in case amount of 
fraud is Rs. 1 crore or above) or Audit Committee or Board in other cases (in case the amount of 
fraud involved is less than Rs. 1 crore) within such time and in such manner as may be prescribed. 

The auditor is also required to report as per Clause (x) of Paragraph 3 of CARO, 2016, Whether any 
fraud by the company or any fraud on the company by its officers or employees has been noticed 
or reported during the year; If yes, the nature and the amount involved is to be indicated. 
 
Answer 2: 
(A) 
       Definition of Key Audit Matters: SA 701 “Communicating Key Audit Matters in the Independent 
Auditor’s Report”, define Key audit matters as matters that, in the auditor’s professional judgment, 
were of most significance in the audit of the financial statements of the current period. Key audit 
matters are selected from matters communicated with those charged with governance. 

Factors determining Key Audit Matters : As per SA 701 the auditor shall determine, from the 
matters communicated with those charged with governance, those matters that required 
significant auditor attention in performing the audit. In making this determination, the auditor shall 
take into account the following : 

(i) Areas of higher assessed risk of material misstatement, or significant risks identified in 
accordance with SA 315 Identifying and Assessing the Risks of Material Misstatement 
through Understanding the Entity and Its Environment. 

(ii) Significant auditor judgments relating to areas in the financial statements that involved 
significant management judgment, including accounting estimates that have been identified 
as having high estimate uncertainty. 

(iii) The effect on the audit of significant events or transactions that occurred during the period. 

 

 



 

4 | P a g e  

(B) 
 

Auditor’s responsibilities in cases where audit report for an earlier year is qualified is given 
in SA 710 “Comparative Information – Corresponding Figures and Comparative Financial 
Statements”. As per SA 710, When the auditor’s report on the prior period, as previously issued, 
included a qualified opinion, a disclaimer of opinion, or an adverse opinion and the matter which 
gave rise to the modified opinion is resolved and properly accounted for or disclosed in the financial 
statements in accordance with the applicable financial reporting framework, the auditor’s opinion 
on the current period need not refer to the previous modification. 
 

SA 710 further states that if the auditor’s report on the prior period, as previously issued, included a 
qualified opinion and the matter which gave rise to the modification is unresolved, the auditor shall 
modify the auditor’s opinion on the current period’s financial statements. In the Basis for 
Modification paragraph in the auditor’s report, the auditor shall either : 

(i) Refer to both the current period’s figures and the corresponding figures in the 
description of the matter giving rise to the modification when the effects or possible 
effects of the matter on the current period’s figures are material; or  

(ii) In other cases, explain that the audit opinion has been modified because of the effects 
or possible effects of the unresolved matter on the comparability of the current period’s 
figures and the corresponding figures. 

In the instant Case, if P Ltd. does not make provision for doubtful debts the auditor will have to 
modify his report for both current and previous year’s figures as mentioned above. If however, the 
provision is made, the auditor need not refer to the earlier year’s modification. 
 
Answer 3: 
(A) 
          Relying on Work Performed by Another Auditor : As per SA 220 “Quality Control for an Audit 
of Financial Statements”, an engagement partner taking over an audit during the engagement may 
apply the review procedures such as the work has been performed in accordance with professional 
standards and regulatory and legal requirements; significant matters have been raised for further 
consideration; appropriate consultations have taken place and the resulting conclusions have been 
documented and implemented; there is a need to revise the nature, timing and extent of work 
performed; the work performed supports the conclusions reached and is appropriately 
documented; the evidence obtained is sufficient and appropriate to support the auditor’s report; 
and the objectives of the engagement procedures have been achieved. 

Further, one of the basic principles, which govern the auditor’s professional responsibilities and 
which should be complied with wherever an audit is carried, is that when the auditor delegates 
work to assistants or uses work performed by other auditor and experts, he will continue to be 
responsible for forming and expressing his opinion on the financial information. However, he will be 
entitled to rely on work performed by others, provided he exercises adequate skill and care and is 
not aware of any reason to believe that he should not have so relied. This is the fundamental 
principle which is ethically required as per Code of Ethics. 

However, the auditor should carefully direct, supervise and review work delegated. He should 
obtain reasonable assurance that work performed by other auditors/ experts and assistants is 
adequate for his purpose. 



 

5 | P a g e  

In the given case, all the auditing procedures before the moment of signing of final report have 
been performed by CA. Kumar. However, the report could not be signed by him due to his 
unfortunate death. Later on, CA. Rishi signed the report relying on the work performed by CA. 
Kumar. Here, CA. Rishi is allowed to sign the audit report, though, will be responsible for expressing 
the opinion. He may rely on the work performed by CA. Kumar provided he further exercises 
adequate skill and due care and review the work performed by him as required in compliance with 
SA 220. 
  
(B) 
 Fraud Committed by Managing Director : The Managing Director of the company has 
committed a “Teeming and Lading” fraud. The fact that the amount involved has been 
subsequently deposited after the year end is not important because the auditor is required to 
perform his responsibilities as laid down in SA 240, “The Auditor’s responsibilities relating to Fraud 
in an Audit of Financial Statements”. First of all, as per SA 240, the auditor needs to perform 
procedures whether the financial statement are materially misstated. Because an instance of fraud 
cannot be considered as an isolated occurrence and it becomes important for the auditor to 
perform audit procedures and revise the audit risk assessment. Secondly, the auditor needs to 
consider the impact of fraud on financial statements and its disclosure in the audit report. Thirdly 
the auditor should communicate the matter to the Chairman and Board of Directors. Finally, in view 
of the fact that the fraud has been committed at the highest level of management, it affects the 
reliability of audit evidence previously obtained since there is a genuine doubt about 
representations of management. 

Further, as per section 143(12) of the Companies Act, 2013, if an auditor of a company, in the 
course of the performance of his duties as auditor, has reason to believe that an offence involving 
fraud is being or has been committed against the company by officers or employees of the 
company, he shall immediately report the matter to the Central Government (in case amount of 
fraud is 1 crore or above) or Audit Committee or Board in other cases (in case the amount of fraud 
involved is less than 1 crore) within such time and in such manner as may be prescribed. 

The auditor is also required to report as per Clause (x) of Paragraph 3 of CARO, 2016 whether any 
fraud by the company or any fraud on the company by its officers or employees has been noticed 
or reported during the year; if yes, the nature and the amount involved is to be indicated. 
 
Answer 4: 
(A) 
 Using the Work of Another Auditor : When the accounts of the branch are audited by a 
person other than the company’s auditor, there is need for a clear understanding of the role of such 
auditor and the company’s auditor in relation to the audit of the accounts of the branch and the 
audit of the company as a whole; also, there is great necessity for a proper rapport between these 
two auditors for the purpose of an effective audit. In recognition of these needs, the Council of the 
Institute of Chartered Accountants of India has dealt with these issues in SA 600, “Using the Work 
of another Auditor”. It makes clear that in certain situations, the statute governing the entity may 
confer a right on the principal auditor to visit a component and examine the books of account and 
other records of the said component, if he thinks it necessary to do so. Where another auditor has 
been appointed for the component, the principal auditor would normally be entitled to rely upon 
the work of such auditor unless there are special circumstances to make it essential for him to visit 
the component and / or to examine the books of account and other records of the said component. 
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Further, it requires that the principal auditor should perform procedures to obtain sufficient 
appropriate audit evidence that the work of the other auditor is adequate for the principal auditor’s 
purposes, in the context of the specific assignment. When using the work of another auditor, the 
principal auditor should ordinarily perform the following procedures : 

(1) advise the other auditor of the use that is to be made of the other auditor’s work and report 
and make sufficient arrangements for co – ordination of their efforts at the planning stage 
of the audit. The principle auditor would inform the other auditor of matters such as areas 
requiring special consideration, procedures for the identification of inter – component 
transactions that may require disclosure and the time – table for completion of audit ; and  

(2) advise the other auditor of the significant accounting, auditing and reporting requirements 
and obtain representation as to compliance with them. 

The principal auditor might discuss with the other auditor the audit procedures applied or review a 
written summary of the other auditor’s procedures and findings which may be in the form of a 
completed questionnaire or check – list. The principal auditor may also wish to visit the other 
auditor. The nature, timing and extent of procedures will depend on the circumstances of the 
engagement and the principal auditor’s knowledge of the professional competence of the other 
auditor. This knowledge may have been enhanced from the review of the previous audit work of 
the other auditor. 

Further, SA 230 issued by ICAI on Audit Documentation, and “Standard on Quality Control (SQC) 1, 
“Quality Control for Firms that Perform Audits and Reviews of Historical Financial Information, and 
Other Assurance and Related Services engagements”, issued by the institute, provides that, unless 
otherwise specified by law or regulation, audit documentation is the property of the auditor. He 
may at his discretion, make portions of, or extracts from, audit documentation available to clients, 
provided such disclosure does not undermine the validity of the work performed, or, in the case of 
assurance engagements, the independence of the auditor or of his personnel.” 

In the light of aforesaid, principal auditor was not within his right for asking for such sharing of 
working papers. It depends upon the discretion of auditor. 

 
(B) 
 As per SA 505, “External Confirmation”, factors to be considered when designing confirmation 

requests include: 
(i) The assertions being addressed. 
(ii) Specific identified risks of material misstatement, including fraud risks. 
(iii) The layout and presentation of the confirmation request. 
(iv) Prior experience on the audit or similar engagements. 
(v) The method of communication (for example, in paper form, or by electronic or 

other medium). 
(vi) 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. 

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

 
 A positive external confirmation request asks the confirming party to reply to  the auditor  in 
all cases, either by indicating the confirming party’s agreement with the given information, or 
by asking the confirming party to provide information. A response to a positive confirmation 
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request ordinarily is expected to provide reliable audit evidence. There is a risk, however, that 
a confirming party may reply to the confirmation request without verifying that the 
information is correct. The auditor may reduce this risk by using positive confirmation requests 
that do not state the amount (or other information) on the confirmation request, and ask the 
confirming party to fill in the amount or furnish other information. On the other hand, use of 
this type of “blank” confirmation request may result in lower response rates because additional 
effort is required of the confirming parties. 

 
Answer 5: 
(A) 
     Existence of Contingent Liability: As per AS 29 "Provisions, Contingent liabilities and 

Contingent Assets", a contingent liability is a possible obligation that arises from past events 
and the existence of which will be confirmed only by the occurrence or non- occurrence of 
one or more uncertain future events not wholly within the control of the  enterprise. 

   
  Further, future events that may affect the amount required to settle an obligation should  be 

reflected in the amount of a provision where there is sufficient objective evidence that the 
event will occur. 

  As per SA 570 “Going Concern”, there are certain examples of events or conditions that, 
individually or collectively, may cast significant doubt about the going  concern assumption. 
Pending legal or regulatory proceedings against the entity that may, if successful, result in 
claims that the entity is unlikely to be able to satisfy is one of the example of such event. 

   
  When the auditor concludes that the use of the going concern assumption is appropriate  in 

the circumstances but a material uncertainty exists, the auditor shall determine whether the 
financial statements adequately describe the principal events or conditions that may cast 
significant doubt on the entity’s ability to continue as a going concern and management’s plans 
to deal with these events or conditions; and disclose clearly that there is a material uncertainty 
related to events or conditions that may cast significant doubt on the entity’s ability to 
continue as a going concern and, therefore, that it may be unable to realize its assets and 
discharge its liabilities in the normal course of business. 

 
In the instant case, ABC Company has filed a law suit against Unlucky Company for ` 5 crores. 
Though, the attorney of Unlucky Company feels that the suit is  without merit so  the company 
merely discloses the existence of law suit in the notes accompanying its  financial statements. 
But the auditor may evaluate the source data on which basis the opinion is formed. If the 
auditor finds the uncertainty, he may request the management t o adjust the sum of ` 5 crore 
by making provision for expenses as per AS 29. If the management does not accept the request 
the auditor should qualify the audit report. 

 
(B) 
 Special Consideration with Regard to Inventory : As per SA 501 “Audit Evidence – specific 
Considerations for Selected Items”, when inventory is material to the financial statements, the 
auditor shall obtain sufficient appropriate audit evidence regarding the existence and condition of 
inventory by : 

(a) Attendance at physical inventory counting, unless impracticable; to 
(1) Evaluate management’s instructions and procedures for recording and controlling 

the results of the entity’s physical inventory counting ; 
(2) Observe the performance of management’s count procedures; 
(3) Inspect the inventory; and 
(4) Perform test counts; and 
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(b) Performing audit procedures over the entity’s final inventory records to determine 
whether they accurately reflect actual inventory count results. 
 

(b) Attendance at Physical Inventory Counting Not Practicable : In some cases, attendance at 
physical inventory counting may be impracticable. This may be due to factors such as the 
nature and location of the inventory, for example, where inventory is held in a location that 
may pose threats to the safety of the auditor. The matter of general inconvenience to the 
auditor, however, is not sufficient to support a decision by the auditor that attendance is 
impracticable. Further, as explained in SA 200 “Overall Objectives of the Independent 
Auditor and the Conduct of an Audit in Accordance with standards on Auditing”, the matter 
of difficulty, time, or cost involved is not in itself a valid basis for the auditor to omit an audit 
procedure for which there is no alternative or to be satisfied with audit evidence that is less 
than persuasive. 
Further, where attendance is impracticable, alternative audit procedures, for example, 
inspection of documentation of the subsequent sale of specific inventory items acquired or 
purchased prior to the physical inventory counting, may provide sufficient appropriate audit 
evidence about the existence and condition of inventory. 

 
 
  In some cases, though, it may not be possible to obtain sufficient appropriate audit evidence 

regarding the existence and condition of inventory by performing alternative audit 
procedures. In such cases, SA 705 on Modifications to be Opinion in the Independent 
Auditor’s Report, requires the auditor to modify the opinion in the auditor’s report as a 
result of the scope limitation. 


