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ANSWER-1
ANSWER-A

When a business operates in a more automated environment it is likely that we will see
several business functions and activities happening within the systems. Consider the following
aspects,

Computation and Calculations are automatically carried out (for example, bank
interest computation and inventory valuation)

Accounting entries are posted automatically (for example, sub-ledger to GL
postings are automatic)

Business policies and procedures, including internal controls, are applied
automatically (for example, delegation of authority for journal approvals,
customer credit limit checks are performed automatically)

Reports used in business are produced from systems. Management and other
stakeholders rely on these reports and information produced (for example,
debtors ageing report)

User access and security are controlled by assigning system roles to users ( for
example, segregation of duties can be enforced effectively)
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ANSWER-B

Special points of consideration while auditing certain transactions of a hospital are stated
below-

(i) Register of Patients: Vouch the Register of patients with copies of bills issued to them. Verify
bills for a selected period with the patients’ attendance record to see that the bills have
been correctly prepared. Also see that bills have been issued to all patients from whom an
amount was recoverable according to the rules of the hospital.

(ii) Collection of Cash: Check cash collections as entered in the Cash Book with the receipts,

counterfoils and other evidence for example, copies of patients bills, counterfoils of
dividend and other interest warrants, copies of rent bills, etc.

(iii) Legacies and Donations: Ascertain that legacies and donations received for a specific
purpose have been applied in the manner agreed upon.

(iv) Reconciliation of Subscriptions: Trace all collections of subscription and donations from
the Cash Book to the respective Registers. Reconcile the total subscriptions due (as shown
by the Subscription Register and the amount collected and that still outstanding).

(v) Authorization and Sanctions: Vouch all purchases and expenses and verify that the capital
expenditure was incurred only with the prior sanction of the Trustees or the Managing
Committee and that appointments and increments to staff have been duly authorized.
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ANSWER-2
ANSWER-A

Evaluation of Internal Controls over Advances: The auditor should examine the efficacy of
various internal controls over advances to determine the nature, timing and extent of his
substantive procedures. In general, the internal controls over advances should include, inter
alia, the following:

¢ The bank should make an advance only after satisfying itself as to the credit
worthiness of the borrower and after obtaining sanction from the appropriate
authorities of the bank.

All the necessary documents (e.g., agreements, demand promissory notes,
letters of hypothecation, etc.)should be executed by the parties before
advances are made.

The compliance with the terms of sanction and end use of funds should be
ensured.

Sufficient margin as specified in the sanction letter should be kept against
securities taken so as to cover for any decline in the value thereof. The
availability of sufficient margin needs to be ensured at regular intervals.

If the securities taken are in the nature of shares, debentures, etc., the
ownership of the same should be transferred in the name of the bank and the
effective control of such securities be retained as a part of documentation.

All securities requiring registration should be registered in the name of the bank
or otherwise accompanied by documents sufficient to give title to the bank.

In the case of goods in the possession of the bank, contents of the packages
should be test checked at the time of receipt. The godowns should be frequently
inspected by responsible officers of the branch concerned, in addition to the
inspectors of the bank.

Drawing Power Register should be updated every month to record the value of
securities hypothecated. These entries should be checked by an officer.

The accounts should be kept within both the drawing power and the sanctioned
limit.
All the accounts which exceed the sanctioned limit or drawing power or are

otherwise irregular should be brought to the notice of the controlling authority
regularly.

The operation of each advance account should be reviewed at least once a year,
and at more frequent intervals in the case of large advances.
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ANSWER-B

In addition to the procedures undertaken for verifying completeness of additions to 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, building in particular, the auditor
should obtain copies of conveyance deed/ sale deed to establish whether the entity is
mentioned to be the legal and valid owner.
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The auditor should insist and verify the original title deeds for all immoveable properties held
as at the balance sheet date. 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 the PPE that has been given as security to any third parties.

(4 MARKS)
ANSWER-3
ANSWER-A

Audit of Advances: Advances generally constitute the 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.

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

Amounts included in balance sheet in respect of advances 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 that
the recoverability of advances is recognized in their valuation.

The advances are disclosed, classified and described in accordance with recognized
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.

The auditor can obtain sufficient appropriate audit evidence about advances by study and
evaluation of internal controls relating to advances, and by:

examining the validity of the recorded amounts;

examining loan documentation;

reviewing the operation of the accounts;

examining the existence, enforceability and valuation of the security;

checking compliance with RBI norms including appropriate classification and provisioning;
and

carrying out appropriate analytical procedures.

In carrying out his substantive procedures, the auditor should examine all large advances while
other advances may be examined on a sampling basis. The accounts identified to be problem
accounts however need to be examined in detail unless the amount involved is insignificant.

Advances which are sanctioned during the year or which are adversely commented by RBI
inspection team, concurrent auditors, bank’s internal inspection, etc. should generally be
included in the auditor’s review.
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ANSWER-B

Matters which should be specially considered in the audit of accounts of a partnership:

(i) Confirming that the letter of appointment, signed by a partner, duly authorised, clearly states
the nature and scope of audit contemplated by the partners, specially the limitation, if any,
under which the auditor shall have to function.

(i) Studying the minute book, if any, maintained to record the policy decision taken by partners
specially the minutes relating to authorisation of extraordinary and capital expenditure,
raising of loans; purchase of assets, extraordinary contracts entered into and other such
matters as are not of a routine nature.

(iii) Verifying that the business in which the partnership is engaged is authorised by the
partnership agreement; or by any extension or modification thereof agreed to subsequently.

(iv) Examining whether books of account appear to be reasonable and are considered adequate
in relation to the nature of the business of the partnership.

(v) Verifying generally that the interest of no partner has suffered prejudicially by an activity
engaged in by the partnership which, it was not authorised to do under the partnership deed
or by any violation of a provision in the partnership agreements.

(vi) Confirming that a provision for the firm’s tax payable by the partnership has been made
in the accounts before arriving at the amount of profit divisible among the partners.

(vii) Verifying that the profits and losses have been divided among the partners in their agreed
profit-sharing ratio.
(4 MARKS)
ANSWER-4
ANSWER-A

Understanding and Documenting Automated Environment: Understanding the entity and
its automated environment involves understanding how IT department is organised, IT
activities, the IT dependencies, relevant risks and controls.

Given below are some of the points that an auditor should consider to obtain an
understanding of the company’s automated environment

e Information systems being used (one or more application systems and what they
are)
their purpose (financial and non-financial)
Location of IT systems - local vs global
Architecture (desktop based, client-server, web application, cloud based)
Version(functions and risks could vary in different versions of same application)
Interfaces within systems (in case multiple systems exist)

In-house vs Packaged

Outsourced activities (IT maintenance and support)

Key persons (ClO, CISO, Administrators)
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ANSWER-B

Shares Issued at Premium: In case a company has issued shares at a premium, that is, at
amount in excess of the nominal value of the shares, whether for cash or otherwise, section 52
of the Companies Act, 2013 provides that a Company shall transfer the amount received by it as
securities premium to securities premium account and state the means in which the amount in
the account can be applied. As per the section, where a company issues shares at a premium,
whether for cash or otherwise, a sum equal to the aggregate amount of the premium received
on those shares shall be transferred to a “securities premium account” and the provisions of
this Act relating to reduction of share capital of a company shall apply as if the securities
premium account were the paid-up share capital of the company.

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

(a) 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

(e) forthe 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.
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