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DIVISION – A (MULTIPLE CHOICE QUESTIONS) 

 

Answer (1-20) carry 1 Mark each  

Answer (21-25) carry 2 Marks each 

(1) Ans. c  

(2) Ans. d 

(3) Ans. b  

(4) Ans. d  

(5) Ans. a  

(6) Ans. b  

(7) Ans. b 

(8) Ans. c 

(9) Ans. d  

(10) Ans. c  

(11) Ans. d 

(12) Ans. b 

(13) Ans. c 

(14) Ans. d 

(15) Ans. a 

(16) Ans. a   

(17) Ans. c  

(18) Ans. a   

(19) Ans. a  

(20) Ans. c 

(21) Ans. c  

(22) Ans. d   

(23) Ans. b   

(24) Ans. d    

(25) Ans. b   

 

Division B-Descriptive Questions 

Question No. 1 is compulsory 

Attempt any four questions from the Rest. 

 

Answer 1: 

Examine with reasons (in short) whether the following statements are correct or 

incorrect : (Attempt any 7 out of 8)  

(i) Incorrect: 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. 
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(ii) Incorrect: 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. 

(iii) Incorrect: 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. 

 Appropriate planning assists in making sufficient time and resources available for 

the conduct of the audit. Notwithstanding this, the relevance of information, and 

thereby its value, tends to diminish over time, and there is a balance to be struck 

between the reliability of information and its cost. 

(iv) Incorrect: The auditor should plan his work to enable him to conduct an effective 

audit in an efficient and timely manner. Plans should be based on knowledge of the 

client’s business. 

(v) Correct: According to SA-300,  ―Planning  an Audit  of Financial Statements‖, 

planning is not a discrete phase of an audit, but rather a continual and iterative  

process  that often begins shortly after (or in connection with) the completion of 

the previous audit and continues until the completion of the current audit 

engagement. 

(vi) Incorrect: The auditor may include copies of the entity’s records (for example, 

significant and specific contracts and agreements) as part of audit documentation. 

Audit documentation is not a substitute for the entity’s accounting records. 

(vii) Incorrect: SQC 1 ―Quality Control for Firms that perform Audits and Review of 

Historical Financial Information, and other Assurance and related services‖, 

requires firms to establish policies and procedures for the timely completion of the 

assembly of audit files. An appropriate time limit within which to complete the 

assembly of the final audit file is ordinarily not more than 60 days after the date of 

the auditor’s report. 

(viii) Incorrect: When the auditor has determined that an assessed risk of material 

misstatement at the assertion level is a significant risk, the auditor shall perform 

substantive procedures that are specifically responsive to that risk. When the 

approach to a significant risk consists only of substantive procedures, those 

procedures shall include tests of details. 

 

Answer 2: 

(a) Substantive Analytical Procedure: Substantive analytical procedures are generally 

more applicable to large volumes of transactions that tend to be predictable over 

time. The application of planned analytical procedures is based on the expectation 

that relationships among data exist and continue in the absence of known 

conditions to the contrary. However, the suitability of a particular analytical 

procedure will depend upon the auditor’s assessment of how effective it will be in 

detecting a misstatement that, individually or when aggregated with other 

misstatements, may cause the financial statements to be materially misstated. 

In some cases, even an unsophisticated predictive model may be effective as an 

analytical procedure. For example, where an entity has a known number of 

employees at fixed rates of pay throughout the period, it may be possible for the 

auditor to use this data to estimate the total payroll costs for the period with a high 

degree of accuracy, thereby providing audit evidence for a significant item in the 

financial statements and reducing the need to perform tests of details on the 

payroll. The use of widely recognised trade ratios (such as profit margins for 

different types of retail entities) can often be used effectively in substantive 

analytical procedures to provide evidence to support the reasonableness of 

recorded amounts. 

 

 

{
O

n
e
 M

a
r
k
 f

o
r
 C

o
r
r
e
c
t 

o
r
 I

n
c
o

r
r
e
c
t 

a
n

d
 1

 M
a
r
k
 f

o
r
 E

x
p

la
n

a
ti

o
n

}
 

{2 M} 

{1 M} 



MITTAL COMMERCE CLASSES                  INTERMEDIATE – MOCK TEST 

3 | P a g e  
 

Answer: 

(b) The chief utility of audit lies in reliable financial statements on the basis of which            

the state of affairs may be easy to understand. Apart from this obvious utility, there 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

are other advantages of audit. Some or all of these are of considerable value even 

to those enterprises and organisations where audit is not compulsory, these 

advantages are given below: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

(a) It safeguards the financial interest of persons who are not associated with 

the management of the entity, whether they are partners or shareholders, 

bankers, FI’s, public at large etc. 

(b) It acts as a moral check on the employees from committing defalcations or 

embezzlement. 

(c) Audited statements of account are helpful in settling liability for taxes, 

negotiating loans and for determining the purchase consideration for a 

business. 

(d) These are also useful for settling trade disputes for higher wages or bonus  

as well as claims in respect of damage suffered by property, by fire or  

some other calamity. 

(e) An audit can also help in the detection of wastages and losses to show the 

different ways by which these might be checked, especially those that 

occur due to the absence or inadequacy of internal checks or internal 

control measures. 
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(f) Audit ascertains whether the necessary books of account and allied records 

have been properly kept and helps the client in making good deficiencies or 

inadequacies in this respect. 

(g) As an appraisal function, audit reviews the existence and operations of 

various controls in the organisations and reports weaknesses, 

inadequacies, etc., in them. 

(h) Audited accounts are of great help in the settlement of accounts at the 

time  of admission or death of partner. 

(i) Government may require audited and certified statement before it gives 

assistance or issues a license for a particular trade. 

 

Answer: 

(c) The auditor is not expected to, and cannot, reduce audit risk to zero and cannot 

therefore obtain absolute assurance that the financial statements are free from 

material misstatement due to fraud or error. This is because there are inherent 

limitations of an audit. The inherent limitations of an audit arise from: 

(i) The Nature of Financial Reporting: The preparation of financial statements 

involves judgment by management in applying the requirements of the 

entity’s applicable financial reporting framework to the facts and 

circumstances of the entity. In addition, many financial statement items 

involve subjective decisions or assessments or a degree of uncertainty, and 

there may be a range of acceptable interpretations or judgments that may 

be made. 

(ii) 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. 

(iii) Timeliness of Financial Reporting and the Balance between Benefit and 

Cost: 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. 

Appropriate planning assists in making sufficient time and resources 

available for the conduct of the audit. Notwithstanding this, the relevance 

of information, and thereby its value, tends to diminish over time, and 

there is a balance to be struck between the reliability of information and its 

cost. 

(iv) Other Matters that Affect the Limitations of an Audit: In the case of certain 

subject matters, limitations on the auditor’s ability to detect material 

misstatements are particularly significant. Such assertions or subject 

matters include: 
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- Fraud, particularly fraud involving senior management or collusion. 

- The existence and completeness of related party relationships and 

transactions. 

- The occurrence of non-compliance with laws and regulations. 

- Future events or conditions that may cause an entity to cease to 

continue as a going concern. 

 

Answer: 

(d) Planning an audit involves establishing the overall audit strategy for the 

engagement and developing an audit plan. 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. 

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

basis. 

3. Helping the auditor properly organize and manage the audit engagement 

so  that it is performed in an effective and efficient manner. 

4. 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. 

5. Facilitating the direction and supervision of engagement team members 

and the review of their work. 

6. Assisting, where applicable, in coordination of work done by auditors of 

components and experts. 

 

Answer 3:  

(a) Provisions and Explanation: Section 141(3)(c) of the  Companies  Act,  2013 

prescribes that any person who is a partner or in employment of  an  officer  or 

employee of the company will be disqualified to act as an auditor of a company. 

Sub- section (4) of Section 141 provides that an auditor who becomes subject, 

after his appointment, to any of the disqualifications specified in sub-sections (3)  

of  Section 141, he shall be deemed to have vacated his office as an auditor. 

 Conclusion: In the present case, Mr. A, an auditor of Laxman Ltd., joined as 

partner with Mr. B, who is Manager Finance of Laxman Limited. The given situation 

has attracted sub-section (3)(c) of Section 141 and, therefore, he shall be deemed 

to have vacated office of the auditor of Laxman Limited in accordance with sub-

section (4) of section 141. 

 

Answer: 

(b) 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. 

 

Answer: 

(c) Provisions and Explanation: In the case of a Government Company, the 

appointment of first auditor is governed by the provisions of Section 139(7) of the 

Companies Act, 2013 which states that in the case of a Government company, the 

first auditor shall be appointed by the Comptroller and Auditor-General of India 

within 60 days from the date of registration of the company.  
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 Hence, in the case of Bhartiya Petrol Ltd., being a government company, the first 

auditor shall be appointed by the Comptroller and Auditor General of India. 

Conclusion: Thus, the appointment of first auditor made by the Board of Directors 

of Bhartiya Petrol Ltd., is null and void. 

 

Answer: 

(d) Permission of Central Government for Removal of Auditor Under Section 140(1) of 

the Companies Act, 2013: Removal of auditor before expiry of his term i.e. before 

he has submitted his report is a serious matter and may adversely affect his 

independence. 

Further, in case of conflict of interest the shareholders may remove the auditors in 

their own interest. 

Therefore, law has provided this safeguard so that central government may know 

the reasons for such an action and if not satisfied, may not accord approval. 

On the other hand if auditor has completed his term i.e. has submitted his report 

and thereafter he is not re-appointed then the matter is not serious enough for 

central government to call for its intervention. 

In view of the above, the permission of the Central Government is required when 

auditors are removed before expiry of their term and the same is not needed when 

they are not re-appointed after expiry of their term. 

 

Answer 4: 

(a) Duty of Auditor to Inquire on certain matters: It is the duty of auditor to inquire 

into the following matters- 

(a) whether loans and advances made by the company on the basis of  

security have been properly secured and whether the terms on which they 

have been made are prejudicial to the interests of the company or its 

members; 

(b) whether transactions of the company which are represented merely by 

book entries are prejudicial to the interests of the company; 

(c) where the company not being an investment company or a banking 

company, whether so much of the assets of the company as consist of 

shares, debentures and other securities have been sold at a price less than 

that at which they were purchased by  the company; 

(d) whether loans and advances made by the company have been shown as 

deposits; 

(e) whether personal expenses have been charged to revenue account; 

(f) where it is stated in the books and documents of the company that any 

shares have been allotted for cash, whether cash has actually been 

received in respect of such allotment, and if no cash has actually been so 

received, whether the position as stated in the account books and the 

balance sheet is correct, regular and not misleading. 

 

Answer: 

(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 may 

cause the auditor to believe that audit evidence is persuasive when it is, in fact, 

false.  
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 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. 

 

Answer: 

(c) Emphasis of Matter paragraph – A paragraph included in the auditor’s report that  

refers  to a matter appropriately presented or disclosed in the financial statements 

that, in the auditor’s judgment, is of such importance that it is fundamental to 

users’ understanding  of the financial statements. 

 Emphasis of Matter Paragraphs in the Auditor’s Report 

If the auditor considers it necessary to draw users’ attention to a matter presented 

or disclosed in the financial statements that, in the auditor’s judgment, is of such 

importance that it is fundamental to users’ understanding of the financial 

statements, the auditor shall include an Emphasis of Matter paragraph in the 

auditor’s report provided: 

(a) The auditor would not be required to modify the opinion in accordance with 

SA 705 (Revised) as a result of the matter; and 

(b) When SA 701 applies, the  matter has  not been determined to  be a key 

audit  matter  to be communicated in the auditor’s report. 

Separate section for Emphasis of Matter paragraph 

When the auditor includes an Emphasis of Matter paragraph in the 

auditor’s report, the auditor shall: 

(a) Include the paragraph within a separate section of the auditor’s report with 

an appropriate heading that includes the term ―Emphasis of Matter‖; 

(b) Include in the paragraph a clear reference to the matter being emphasized 

and  to where relevant disclosures that fully describe the matter can be 

found in the financial statements. The paragraph shall refer only to 

information  presented  or  disclosed in the financial statements; and 

(c) Indicate that the auditor’s opinion is not modified in respect of the matter 

emphasized. 

 

Answer: 

(d) Defalcation of Cash: Defalcation of cash has been found to perpetrate generally in 

the following ways: 

 

 

 

 

 

 

 

 

 

 

 (a) By inflating cash payments. 

Examples of inflation of payments: 

(1) Making payments against fictitious vouchers. 

(2) Making payments against vouchers, the amounts whereof have been 

inflated. 
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(3) Manipulating totals of wage rolls either by including therein names of 

dummy workers or by inflating them in any other manner. 

(4) Casting a larger totals for petty  cash expenditure  and  adjusting  

the  excess in the totals of the detailed columns so that cross totals 

show agreement. 

 (b) By suppressing cash receipts. 

  Few techniques of how receipts are suppressed are: 

(1) Teeming and Lading: Amount received from a customer being 

misappropriated; also to prevent its detection the money received 

from another customer subsequently being credited to the account of 

the customer who has paid earlier. Similarly, moneys received from 

the customer who has paid thereafter being credited to the account 

of the second customer and such a practice is continued so that no 

one account is outstanding for payment for any length of time, which 

may lead the management to either send out a statement of account 

to him or communicate with him. 

(2) Adjusting unauthorised or fictitious rebates, allowances, discounts, 

etc. to customer’ accounts and misappropriating amount paid by 

them. 

(3) Writing off as debts in respect of such balances against which cash 

has already been received but has been misappropriated. 

(4) Not accounting for cash sales fully. 

(5) Not accounting for miscellaneous receipts, e.g., sale of scrap,  

quarters  allotted to the employees, etc. 

(6) Writing down asset values in entirety, selling them subsequently and 

misappropriating the proceeds. 

 (c) By casting wrong totals in the cash book. 

 

Answer 5: 

(a) Going Concern Basis of Accounting 

Under the going concern basis of accounting, the financial statements are prepared 

on the assumption that the entity is a going concern and will continue its  

operations  for the foreseeable future. When the use of the going concern basis of 

accounting is appropriate, assets and liabilities are recorded on the basis that the 

entity will be able to realize its assets and discharge its liabilities in the normal 

course of business. 

Objectives of the auditor regarding going concern are : 

(i) To obtain written representations from management and, where 

appropriate, those charged with governance that they believe that they 

have fulfilled their responsibility for the preparation of the financial 

statements and for the completeness of the information provided to the 

auditor; 

(ii) To support other audit evidence relevant to the financial statements or 

specific assertions in the financial statements by means of written 

representations, if determined necessary by the auditor or required by 

other SAs; and 

(iii) To respond appropriately to written representations provided by  

management and, where appropriate, those charged with governance, or 

if management or, where appropriate, those charged with governance do 

not provide the written representations requested by the auditor 
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Answer: 

(b) Audit Procedure Regarding Events Occurring Between The Date Of The 

Financial Statements And The Date Of The Auditor’s Report 

 The auditor shall 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. 

 The auditor is not, however, expected to perform additional audit procedures on 

matters to which previously applied audit procedures have provided satisfactory 

conclusions. 

The auditor shall perform the procedures required above so that they cover the 

period from the date of the financial statements to the date of the auditor’s report, 

or as near  as practicable thereto. The auditor shall take into account the auditor’s  

risk assessment which shall include the following: 

(a) Obtaining an understanding of any procedures management has 

established to ensure that subsequent events are identified. 

(b) Inquiring of management and, where appropriate, those charged with 

governance as to whether any subsequent events have occurred which 

might affect the financial statements. 

(c) Reading minutes, if any, of the meetings, of the entity’s owners,  

management  and those charged with governance, that have been held 

after the date of the financial statements and inquiring about matters 

discussed at any such meetings for which minutes are not yet available. 

(d) Reading the entity’s latest subsequent interim financial statements, if any. 

 

Answer : 

(c) Who can be appointed as Internal Auditor? 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. 

 Internal audit function: A function of an entity that performs assurance and 

consulting activities designed to evaluate and improve the effectiveness of the 

entity’s governance, risk management and internal control processes. 

 The objectives and scope of internal audit functions: As per SA-610, ―Using the 

Work of an Internal Auditor‖, the objectives of internal audit functions vary widely 

and depend on the size and structure of the entity and the requirements of 

management and, where applicable, those charged with governance. 

 The objectives and scope of internal audit functions typically include assurance and 

consulting activities designed to evaluate and improve the effectiveness of the 

entity’s governance processes, risk management and internal control such as the 

following: 
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1. Activities Relating to Governance: The internal audit function may assess 

the governance process in its accomplishment of objectives on ethics and 

values, performance management and accountability, communicating risk 

and control information to appropriate areas of the organization and 

effectiveness of communication among those charged with governance, 

external and internal auditors, and management. 

2. Activities Relating to Risk Management: The internal audit function  may 

assist the entity by identifying and evaluating significant exposures to risk 

and contributing to the improvement of risk management and internal  

control (including effectiveness of the financial reporting process). The 

internal audit function may perform procedures to assist the entity in the 

detection of fraud. 

3. Activities Relating to Internal Control 

(i) Evaluation of internal control. The internal audit function may be 

assigned specific responsibility for reviewing controls, evaluating 

their operation and recommending improvements thereto. In doing 

so, the internal audit function provides assurance on the control. For 

example, the internal audit function might plan and perform tests or 

other procedures to provide assurance to management and those 

charged with governance regarding the design, implementation and 

operating effectiveness of internal control, including those controls 

that are relevant to the audit. 

(ii) Examination of financial and operating information. The internal 

audit function may be assigned to review the means used to identify, 

recognize, measure, classify and report financial and operating 

information, and to. 

 

Answer: 

(d) Audit documentation: SA 230 on ―Audit Documentation‖, audit documentation 

refers to the record of audit procedures performed, relevant audit evidence 

obtained, and conclusions the auditor reached. (terms such as ―working papers‖  or  

―work  papers‖ are also sometimes used.) 

 Nature of Audit Documentation 

 Audit documentation provides: 

(a) evidence of the auditor’s basis for a conclusion about the achievement of 

the overall objectives of the auditor; and 

(b) evidence that the audit was planned and performed in accordance with 

SAs and applicable legal and regulatory requirements. 

Purpose of Audit Documentation 

The following are the purpose of Audit documentation: 

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. 

6. Enabling the conduct of external inspections in accordance with applicable 

legal, regulatory or other requirements. 

 

Answer 6: 

(a) 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: 
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 (a) 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; 

 (b) Consider whether it is appropriate to withdraw  from  the  engagement,  

where withdrawal is possible under applicable law or regulation; and 

 (c) If the auditor withdraws: 

(i) 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 

(ii) 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. 

(a) 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; 

(b) Consider whether it is appropriate to withdraw from the 

engagement, where withdrawal is possible under applicable law 

or regulation; and 

(c) If the auditor withdraws: 

(i) 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 

(ii) 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. 

 

Answer: 

(b) Techniques available as substantive analytical procedures: The design of a 

substantive analytical procedure is limited only by the availability of reliable data 

and the experience and creativity of the audit team. Substantive analytical  

procedures generally take one of the following forms: 

 Trend analysis — A commonlyused technique is the comparison of current 

data with the prior period balance or with a trend in two or more prior 

period balances. We evaluate whether the current balance of an account 

moves in line with the trend established with previous balances for that 

account, or based on an understanding of factors that may cause the 

account to change. 

 Ratio analysis — Ratio analysis is useful  for  analysing  asset  and  

liability accounts as well as revenue and expense accounts. An individual 

balance sheet account is difficult to predict on its own, but its relationship 

to another account is often more predictable (e.g., the trade receivables 

balance related to sales). Ratios can also be compared over time or to the 

ratios of separate entities within the group, or with the ratios of other 

companies in the same industry. 

 For example, Financial ratios may include: 

 Trade receivables or inventory turnover 

 Freight expense as a percentage of sales revenue 
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 Reasonableness tests — Unlike trend analysis, this analytical procedure  

does not rely on events of prior periods, but upon non-financial data for the 

audit period under consideration (e.g., occupancy rates to estimate rental 

income or interest rates to estimate interest income or expense). These 

tests are generally more applicable to income statement accounts and 

certain accrual or prepayment accounts. 

 Structural modelling — A modelling tool constructs a statistical model from 

financial and/or non-financial data of prior accounting periods to predict 

current account balances (e.g., linear regression). 

 

Answer: 

(c) Purpose of communicating key audit matters 

As per SA 701, ―Communicating Key Audit Matters in the Auditor’s Report‖, the 

purpose of communicating key audit matters is to enhance the communicative 

value of the auditor’s report by providing greater transparency about the audit that 

was performed. Communicating key audit matters provides additional information 

to intended users of the financial statements to assist them in understanding those 

matters that, in the auditor’s professional judgment, were of most significance in 

the audit of the financial statements of the current period. Communicating key 

audit matters may also assist intended users in understanding the entity and areas 

of significant management judgment in the audited financial statements. 

 

Answer: 

(d) 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 Organisation and its Memorandum of 

Association, Articles of Association, Rules and Regulations. 

(iv) Reviewing the NGO's Organisation 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. 

(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. 
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