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Division – A Multiple Choice Questions 

Case Scenario 1 

1. C 
 
2. B 
 
3. C 
 
4. B 
 
5. B 
 
Case Scenario 2 

1. B 

2. D 

3. A 

4. C 

5. D 

General MCQs 

1. D 

2. C 

3. C 

4. A 

5 B 

Division B – Description Answers 

1.(i) Incorrect : The opinion of Mr. Z is incorrect because one of the important aspects to be 

followed while conducting audit of a company is that a distinction is required to be made 

properly between revenue expenditure and capital expenditure. 

(ii) Incorrect : As per SA 210 “Agreeing the Terms of Audit Engagements”, the Audit 

engagement letter is sent by the auditor to his client. 

(iii) Incorrect : Businesses vary in nature, size and composition; work which is suitable to one 

business may not be suitable to others; efficiency and operation of internal controls and the 

exact nature of the service to be rendered by the auditor are the other factors that vary 

from assignment to assignment. On account of such variations, evolving one audit 

programme applicable to all business under all circumstances is not practicable 

(iv) Incorrect : Assertions refer to representations by management that are embodied in the 

financial statements as used by the auditor to consider the different types of the potential 

misstatements that may occur. 
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(v) Incorrect : As per section 138, the internal auditor shall either be a chartered accountant or 

a cost accountant (whether engaged in practice or not), or such other professional as may 

be decided by the Board to conduct internal audit of the functions and activities of the 

companies. The internal auditor may or may not be an employee of the company. 

(vi) Incorrect : Under Section 177 of Companies Act, 2013 read together with Rule 4 of 

Companies (Appointment and qualification of Directors) Rules, 2014 prescribe that audit 

committee is to be constituted by every listed public company and following classes of 

public companies only : - 

(i) the Public Companies having paid up share capital of ten crore rupees or more ; or 

(ii) the Public Companies having turnover of one hundred crore rupees or more; or 

(iii) the Public Companies which have, in aggregate, outstanding loans, debentures and 

deposits, exceeding fifty crore rupees : 

 Hence, the statement that all public companies are required to constitute audit committee 

is incorrect. 

(vii) Incorrect : Under provisions of Section 143 of the Companies Act, 2013, auditor has to 

report whether the company has adequate internal financial controls with reference to 

financial statements in place and operating effectiveness of such controls. The auditor has 

to report on adequacy and effectiveness of internal financial controls only and not internal 

controls. 

(viii) Incorrect : Depreciation is a fall in value of asset due to obsolenscene, usage and effluxion of 

time, Therefore, depreciation is charged when the asset is ready for use. Active use of asset 

is not a mandatory criteria for charge of depreciation. 

(14 MARKS) 

ANSWER : 2 (A) 

Reversal of Income: 

If any advance, including bills purchased and discounted, becomes NPA as at the close of any 

year, the entire interest accrued and credited to income account in the past periods, should be 

reversed or provided for if the same is not realised. This will apply to Government guaranteed 

accounts also. 

In respect of NPAs, fees, commission and similar income that have accrued should cease to 
accrue in the current period and should be reversed or provided for with respect to past 

periods, if uncollected. 

Further, in case of banks which have wrongly recognised income in the past should reverse the 

interest if it was recognised as income during the current year or make a provision for an 
equivalent amount if it was recognized as income in the previous year(s). 

Furthermore, the auditor should enquire if there are any large debits in the Interest Income 

account that have not been explained. It should be enquired whether there are any 
communications from borrowers pointing out differences in interest charge and whether 

appropriate action has been taken in this regard. 

(3 MARKS) 
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ANSWER : 2(B) 

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. 

Examples  

 Inquiries directed towards those charged with governance may help the auditor understand the 
environment in which the financial statements are prepared. 

 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 terms. 

 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 system personnel may provide information about system 
changes, system or control failures, or other information system – related risks. 

(4 MARKS) 

ANSWER : 2(C) 

While planning the audit of an NGO, the auditor may concentrate on the following: 

(i) Knowledge of the NGO's work, its mission and vision, areas of operations and environment 

in which it operate. 

(ii) Updating knowledge of relevant statutes especially with regard to recent amendments, 
circulars, judicial decisions related to the statutes. 

(iii) Reviewing the legal form of the Organization and its Memorandum of Association, Articles 

of Association, Rules and Regulations. 

(iv) Reviewing the NGO's Organization chart, then Financial and Administrative Manuals, 

Project and Programme Guidelines, Funding Agencies Requirements and formats, 

budgetary policies if any. 

(v) Examination of minutes of the Board/Managing Committee/Governing Body/Management 
and Committees thereof to ascertain the impact of any decisions on the financial records. 

(vi) Study the accounting system, procedures, internal controls and internal checks existing for 
the NGO and verify their applicability. 

(vii) Setting of materiality levels for audit purposes. 
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(viii) The nature and timing of reports or other communications. 

(ix) The involvement of experts and their reports. 

(x) Review the previous year's Audit Report. 
(4 MARKS) 

ANSWER : 2(D) 

Provisions and Explanation:  For non-compliance of sub-section  (2) of  section  140 of the 

Companies Act, 2013, the auditor shall be punishable with  fine, which shall not be less than fifty 

thousand rupees or the  remuneration  of the  auditor,  whichever is  less but which may extend to 

five lakh rupees, under section 140(3) of the said Act. 

Conclusion: Thus, the fine under section 140(3) of the Companies Act, 2013 shall not be less than 
Rs. 30,000 but which may extend to Rs. 5,00,000. 

(3 MARKS) 

ANSWER : 3 (A) 

As per SA 210  Acceptance of a Change in Engagement: An auditor who, before the completion 

of the engagement, is requested to change the engagement to one which provides a lower level 

of assurance, should consider the appropriateness of doing so. 

A request from the client for the auditor to change the engagement may result from a change in 

circumstances affecting the need for the service, a misunderstanding as to the nature of an audit 
or related service originally requested or a restriction on the scope of the engagement, whether 

imposed by management or caused by circumstances. The auditor would consider carefully the 

reason given for the request, particularly the implications of a restriction on the scope of the  
engagement, especially any legal or contractual implications. 

If the auditor concludes that there is reasonable justification to change the engagement and if 

the audit work performed complied with the SAs applicable to the changed engagement, the 

report issued would be appropriate for the revised terms  of engagement. In  order to  avoid 
confusion, the report would not include reference to- 

(i) the original engagement; or 

(ii) any procedures that may have been performed in the original engagement, except 

where the engagement is changed to an engagement to undertake agreed-upon 
procedures and thus reference to the procedures performed is a normal part of 

thereport. 

The auditor should not agree to a change of engagement where there is no reasonable 

justification for doingso. 

If the terms of the audit engagement are changed, the auditor and management shall agree on 
and record the new terms of the engagement in an engagement letter or other suitable form of 

written agreement. 

If the auditor is unable to agree to a change of the terms of the audit engagement and is not 

permitted by management to continue the original audit engagement, the auditor shall- 

(i) Withdraw from the audit engagement where possible under applicable law or 

regulation; and 

(ii) Determine whether there is any obligation, either contractual or otherwise, to report 

the circumstances to other parties, such as those charged with governance, owners or 

regulators.                 (6 MARKS) 
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ANSWER : 3(B) 

There are specific accounting and disclosure requirements for related party relationships, 

transactions and balances to enable users of the financial statements to understand their nature 

and effects on the financial statements. 

The auditor has a responsibility to perform audit procedures to identify, assess and respond to the 

risks of material misstatement arising from the entity’s failure to appropriately account for related 

party relationships, transactions or balances. 

The auditor needs to obtain an understanding of the entity’s related party relationships and 

transactions sufficient to be able to conclude whether the financial statements, insofar as they are 

affected by those relationships and transactions : 

(a) Achieve a true and fair presentation; or 

(b) Are not misleading (for compliance frameworks). 

In addition, an understanding of the entity’s related party relationships and transactions is relevant 

to the auditor’s evaluation of whether fraud risk factors are present as required by SA 240. This is 

because fraud may be more easily committed through related parties. 

Owing to the inherent limitations of an audit, there is an unavoidable risk that some material 

misstatements of the financial statements may not be detected, even though the audit is properly 

planned and performed in accordance with the SAs. In the context of related parties, the potential 

effects of inherent limitations on the auditor’s ability to detect material misstatements are greater 

for such reasons as the following : 

 Management may be unaware of the existence of all related party relationships. 

 Related party relationships may present a greater opportunity for collusion, concealment or 

manipulation by management. 

Planning and performing the audit with professional skepticism as required by SA 200 is therefore 

particularly important in this context, given the potential for undisclosed related party relationships 

and transactions. The requirements in this SA are designed to assist the auditor in identifying and 

assessing the risks of material misstatement associated with related party relationships and 

transactions, and in designing audit procedures to respond to the assessed risks. 

(4 MARKS) 

ANSWER : 3(C) 

The first section of the auditor’s report shall include the auditor’s opinion, and shall have  the 

heading “Opinion.” 

The Opinion section of the auditor’s report shall also: 

(a) Identify the entity whose financial statements have been audited; 

(b) State that the financial statements have been audited; 

(c) Identify the title of each statement comprising the financial statements; 

(d) Refer to the notes, including the summary of significant accounting policies; and 

(e) Specify the date of, or period covered by, each financial statement comprising the 
financial statements. 

(4 MARKS) 
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ANSWER : 4(A) 

In most of the assertions much of the evidence be drawn and each one should be considered and 

weighted to ascertain its weight to prove or disprove the assertion. In this process, an auditor 

would be in a position to identify the evidence that brings the highest satisfaction to him about the 

appropriateness or otherwise of the assertion. 

An auditor picks up evidence from a variety of fields and it is generally of the following broad types: 

(a) Documentary examination, 

(b) Physical examination, 

(c) Statements and explanation of management official and employees, 

(d) Statements and explanations of third parties, 

(e) Arithmetical calculations by the auditor, 

(f) State of internal controls and internal checks, 

(g) Inter – relationship of the various accounting data, 

(h) Subsidiary and memorandum records, 

(i) Minutes, 

(j) Subsequent action by the client and by others. 

Example 

1. For cash in hand, the best evidence is ‘count’ 

2. For investment pledged with a bank, the banker’s certificate. 

3. For verifying assertions about book debts, the client’s ledger invoices, debit notes, credit 

notes, monthly accounts statements sent to the customers are all evidence : some of these 

are corroborative, other being complementary. In addition, balance confirmation procedure 

is often resorted to, to obtain greater satisfaction about the reliability of the assertion. 

The auditor, however, has to place appropriate weight on each piece of evidence and 

accordingly should prescribe the priority of verification. It is true that in all cases one 

procedure may not bring the highest satisfaction and it may be dangerous for the auditor to 

ignore any evidence that is available. By the word “available” we do not mean that the 

evidence available with the client is the only available evidence. The auditor should know 

what normally should be available in the context of the transaction having regard to the 

circumstances and usage. 

(6 MARKS) 

ANSWER : 4(B) 

The risk of not detecting a material misstatement resulting from fraud is higher than the risk of 

not detecting one resulting from error. This is because fraud may involve sophisticated and 

carefully organized schemes designed to conceal it, such as forgery,  deliberate failure to record 

transactions, or intentional misrepresentations being made to the auditor. Such attempts at 

concealment may be even more difficult to detect when accompanied by collusion. Collusion 
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may cause the auditor to believe that audit evidence  is persuasive when it is, in fact, false. The 

auditor’s ability to detect a fraud depends on factors such as the skillfulness of the perpetrator, 

the frequency and extent of manipulation, the degree of collusion involved, the relative size of 

individual amounts manipulated, and the seniority of those individuals involved. While the 

auditor may be able to identify potential opportunities for fraud to be perpetrated, it is difficult 

for the auditor to determine whether misstatements in judgment areas such as accounting 

estimates are caused by fraud or error. 

(4 MARKS) 

ANSWER : 4(c) 

When designing and performing substantive analytical procedures, either alone or in 

combination  with  tests  of  details,  as   substantive   procedures   in   accordance   with SA 330, 

the auditor shall: 

(i) Determine the suitability of particular substantive analytical procedures for given 

assertions, taking account of  the assessed risks of material misstatement and tests  of 

details, if any, for these assertions; 

(ii) Evaluate the reliability of data from which the auditor’s expectation of recorded 

amounts or ratios is developed, taking account of source, comparability, and nature and 

relevance of information available, and controls over preparation; 

(iii) Develop an expectation of recorded amounts or ratios and evaluate whether the 

expectation is sufficiently precise to identify a misstatement that, individually or when 
aggregated with other misstatements, may cause the financial statements to be 

materially misstated; and 

(iv) Determine the amount of any difference of recorded amounts from expected values 

that is acceptable without further investigation. 
(4 MARKS) 

ANSWER : 5(A) 

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. 

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 : 5(B) 

As per section 141(3)(d)(i), a person shall not be eligible for appointment as an auditor of a 
company, who, or his relative or partner is holding any security of or interest in  the company or 
its subsidiary, or of its holding or associate company or a subsidiary  of such holding company. 
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However, as per proviso to this section, the relative of the person may hold the securities or 
interest in the company of face value not exceeding of Rs.1,00,000. 

In the instant case, M/s RM & Co. is an audit firm having partners CA. R and CA. M. Mr. Bee is a 
relative of CA. R and he is holding shares of Enn Ltd. of face value of Rs. 50,000 only (5,000 shares x 

Rs. 10 per share). 

Therefore, M/s RM & Co. is not disqualified for appointment as an auditors of Enn Ltd. as the 
relative of CA. R (i.e. partner of M/s RM &Co.) is holding the securities in Enn Ltd. which is within 

the limit mentioned in proviso to section 141(3)(d)(i) of the Companies Act,2013. 

(4 MARKS) 

ANSWER : 5(C) 

The Nature of Audit Procedures: There are practical and legal limitations on the 

auditor’s ability to obtain audit evidence. For example: 

1. There is the possibility that management or others may not provide, intentionally or 

unintentionally, the complete information that is relevant to the preparation and 
presentation of the financial statements or that has been requested by the auditor. 

2. Fraud may involve sophisticated and carefully organised schemes designed to conceal it. 
Therefore, audit procedures used to gather audit evidence may be ineffective for detecting 

an intentional misstatement that involves, for example, collusion to falsify documentation 
which may cause the auditor to believe that audit evidence is valid when it is not. The 

auditor is neither trained as nor expected to be an expert in the authentication of 

documents. 

3. An audit is not an official investigation into alleged wrongdoing. Accordingly, the auditor is 

not given specific legal powers, such as the power of search, which may be necessary for 
such an investigation. 

(3 MARKS) 

ANSWER : 5(D) 

Right of Lien means any person having the lawful possession of somebody else’s property, on 

which he has worked, may retain the property  for non-payment  of  his dues on account of the 

work done on the property. On this premise, auditor can exercise lien on books and documents 

placed at his possession by the client for  non-payment of fees, for  work done  on the books and 

documents. 

Under section 128 of the Companies Act 2013, In case of company,  books  of  accounts must be 

kept at the registered office. These provisions ordinarily make it impracticable for the auditor to 

have possession of the books and documents. The company provides reasonable facility to auditor 

for inspection of the books of account by directors and others authorised to inspect under the 

Companies Act 2013. 

Taking an overall view of the matter, it seems to be correct that though legally, auditor may 

exercise right of lien in cases of companies, it is mostly impracticable for legal and practicable 

constraints. 

(3 MARKS) 
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ANSWER : 6(A) 

In today’s digital age when companies rely on more and more on IT systems and networks to 
operate business, the amount of data and information that exists in these systems is enormous. A 

famous businessman recently said, “Data is the new Oil”. 

The combination of processes, tools and techniques that are used to tap vast amounts of electronic 
data to obtain meaningful information is called data analytics. While it is true that companies can 

benefit immensely from the use of data analytics in terms of increased profitability, better 

customer service, gaining competitive advantage, more efficient operations, etc., even auditors can 
make use of similar tools and techniques in the audit process and obtain good results. The tools 

and techniques that auditors use in applying the principles of data analytics are known as 

Computer Assisted Auditing Techniques or CAATs in short. 

Data analytics can be used in testing of electronic records and data residing in IT systems using 

spreadsheets and specialized audit tools viz., IDEA and ACL to perform the following, 

 check completeness of data and population that is used in either test of controls or 
substantive audit tests 

 selection of audit samples – random sampling, systematic sampling 

 re-computation of balances – reconstruction of trial balance from transaction data 

 reperformance of mathematical calculations – depreciation, bank interest calculation. 

 analysis of journal entries as required by SA 240 

 fraud investigation 

 evaluating impact of control deficiencies 
(4 MARKS) 

ANSWER : 6(B) 

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 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: 

(a) 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 
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(b) 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. 

(6 MARKS) 

ANSWER : 6(C) 

The manner of reporting the matter to the Central Government is as follows : 

(a) The auditor shall report the matter to the Board or the Audit Committee, as the case may 

be, immediately but not later than 2 days of his knowledge of the fraud, seeking their reply 

or observations within 45 days. 

(b) On receipt of such reply or observations, the auditor shall forward his report and the reply 

or observations of the Board or the Audit Committee along with his comments (on such 

reply or observations of the Board or the Audit Committee) to the Central Government 

within 15 days from the date of receipt of such reply or observations ; 

(c) in case the auditor fails to get any reply or observations from the Board or the Audit 

Committee within the stipulated period of 45 days, he shall forward his report to the Central 

Government along with a note containing the details of his report that was earlier 

forwarded to the Board or the Audit Committee for which he has not received any reply or 

observations ; 

(d) the report shall be sent to the Secretary, Ministry of Corporate Affairs in a sealed cover by 

Registered Post with Acknowledgement Due or by Speed Post followed by an e – mail in 

confirmation of the same; 

(e) the report shall be on the letter – head of the auditor containing postal address, e – mail 

address and contact telephone number or mobile number and be signed by the auditor with 

his seal and shall indicate his Membership Number; and  

(f) the report shall be in the form of a statement as specified in Form ADT – 4. 

(4 MARKS) 

 

 

 


