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DIVISION — A (MULTIPLE CHOICE QUESTIONS)

ANSWER (1-20) CARRY 1 MARK EACH

1. Ans. c
2. Ans. c
3. Ans. b
4, Ans. c
5. Ans. c
6. Ans. b
7. Ans. b
8. Ans. a
9. Ans. d
10. Ans. a
11. Ans. a
12. Ans. c
13. Ans. a
14, Ans. b
15. Ans. d
16. Ans. d
17. Ans. c
18. Ans. a
19. Ans. c
20. Ans. c
ANSWER (21-25) CARRY 2 MARKS EACH
21. Ans. b
22. Ans. b
23. Ans. d
24. Ans. b
25, Ans. c

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)

1. FALSE- Primary responsibility of prevention, detection & correction of fraud and
error is that of management. Thus if auditor performs his work in
accordance with basic principles governing an audit, he cannot be held
liable for non-detection of misstatement in financial statements.

2. FALSE- If all there fundamental accounting assumptions are being followed in
preparation & presentation of financial statements, specific disclosure is
not needed. Thus, disclosure is needed only in case of non-compliance
with the fundamental accounting assumption.
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3. TRUE- Substantive procedures are undertaken to check completeness, accuracy
and validity of data produced by accounting system i.e., transactions and
balances.

4, TRUE- Generally management/employees don't commit fraud in high value
items. Moreover, as a general practice, auditor checks high value items in
detail. Thus it is less risky that high value fraud and error may not be
detected. So, high materiality level leaves audit risk at lower degree.

5. TRUE- It asks the respondent to reply to the auditor in all cases either by
indicating the respondent's agreement/disagreement with the given
information or by asking the respondent to fill in information.

6. FALSE- It is not necessary in all cases for the results of the surprise checks to be
included in the auditor's report on the accounts. They should however be
included if, in the opinion of the auditor, they are material and affect a
true and fair view of the accounts.

7. FALSE- Any material weakness in the internal control noticed by the auditor
should be communicated in writing to the management in a timely
manner. However such communication should mention that the audit has
not been conducted to determine the adequacy of internal controls.

8. FALSE- There is an inverse relationship between detection risk and the combined
level of inherent and risk. Thus when inherent and control risk are high,
acceptable detection risk should be low to reduce the audit risk to an
acceptable level.

Answer 2: A

(a) In the given case of Ashu Pvt. Ltd., it has paid capital and reserves of Rs. 50 lakh i.e.

less than Rs. 1 crore, turnover of Rs. 9 crore i.e. less than Rs. 10 crore. However, it
has maximum outstanding borrowings of Rs. 1.40 crore (Rs. 70 lakh + Rs. 70 lakh)
collectively from bank and financial institution.

Therefore, it fails to fulfill the condition relating to borrowings. Thus, CARO, 2016
shall be applicable to Ashu Pvt. Ltd. accordingly.

Answer: _

(b) Objective of the Auditor- To Express Clearly an Appropriately modified Opinion As per

Standard on Auditing (SA) 705 “Modifications To The Opinion In The Independent

Auditor’s Report”, the objective of the auditor is to express clearly an appropriately

modified opinion on the financial statements that is necessary when:

(a) The auditor concludes, based on the audit evidence obtained, that the
financial statements as a whole are not free from material misstatement; or

(b) The auditor is unable to obtain sufficient appropriate audit evidence to
conclude that the financial statements as a whole are free from material
misstatement. -

Answer:

(c) When corresponding figures are presented, the auditor’s opinion shall not refer to the

corresponding figures except in the following circumstances.
1. If 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 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:
(@) Refer to both the current period’s figures and the corresponding

figures in the description of the matter giving rise to the modiﬁcation_
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when the effects or possible effects of the matter on the current
period’s figures are material; or

(b) 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.

2. If the auditor obtains audit evidence that a material misstatement exists in |

the prior period financial statements on which an unmodified opinion has been
previously issued, the auditor shall verify whether the misstatement has been
dealt with as required under the applicable financial reporting framework and,
if that is not the case, the auditor shall express a qualified opinion or an
adverse opinion in the auditor’'s report on the current period financial
statements, modified.

3. Prior Period Financial Statements Not Audited- If the prior period financial
statements were not audited, the auditor shall state in an Other Matter
paragraph in the auditor’'s report that the corresponding figures are
unaudited. Such a statement does not, however, relieve the auditor of the
requirement to obtain sufficient appropriate audit evidence that the opening
balances do not contain misstatements that materially affect the current
period’s financial statements.

Answer:

(d)

Auditor Holding Securities of a Company: As per sub-section (3)(d)(i) of Section 141]

of the Companies Act, 2013 read with Rule 10 of the Companies (Audit and Auditors)
Rule, 2014, 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. However, the relative may hold security or interest in the
company of face value not exceeding Rs. 1 lakh.

Also, as per sub-section 4 of Section 141 of the Companies Act, 2013, where a-

person appointed as an auditor of a company incurs any of the disqualifications
mentioned in sub-section (3) after his appointment, he shall vacate his office as such
auditor and such vacation shall be deemed to be a casual vacancy in the office of the
auditor.

In the present case, Mr. Hanuman, Chartered Accountant, a partner of M/s Ram and |

Hanuman Associates, holds 100 equity shares of Shiva Ltd. which is a subsidiary of
Krishna Ltd. Therefore, the firm, M/s Ram and Hanuman Associates would be
disqualified to be appointed as statutory auditor of Krishna Ltd., which is the holding
company of Shiva Ltd., because one of the partners Mr. Hanuman is holding equity
shares of its subsidiary.

Answer 3:

(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|

{12 M)
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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. 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: i
(i) 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 principal 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 J
(i) 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

r{1 M}

r{1 M}

knowledge may have been enhanced from the review of the previous audit work of
the other auditor. .

Answer:

(b)

(i) Right to report to the members of the company on the accounts]
examined by him - The auditor shall make a report to the members of the
company on the accounts examined by him and on every financial statements
which are required by or under this Act to be laid before the company in
general meeting and the report shall after taking into account the provisions

of this Act, the accounting and auditing standards and matters which arel

required to be included in the audit report under the provisions of this Act or
any rules made there under or under any order made under this section and
to the best of his information and knowledge, the said accounts, financial
statements give a true and fair view of the state of the company’s affairs as
at the end of its financial year and profit or loss and cash flow for the year
and such other matters as may be prescribed. -
(i) Right to obtain information and explanation from officers - This right of ]
the auditor to obtain from the officers of the company such information and
explanations as he may think necessary for the performance of his duties as
auditor is a wide and important power. In the absence of such power, the
auditor would not be able to obtain details of amount collected by the
directors, etc. from any other company, firm or person as well as of any
benefits in kind derived by the directors from the company, which may not be
known from an examination of the books. It is for the auditor to decide the
matters in respect of which information and explanations are required by him.
When the auditor is not provided the information required by him or is denied
access to books, etc., his only remedy would be to report to the members
that he could not obtain all the information and explanations he had required

{2 M}

r {2 M}

or considered necessary for the performance of his duties as auditors.
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Answer:

(o)

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 | {1 M}

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 -

(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.

Answer:

(d)

Under sub-section (3) of section 141 along with Rule 10 of the Companies (Audit
and Auditors) Rules, 2014 (hereinafter referred as CAAR), the following persons shall
not be eligible for appointment as an auditor of a company, namely-

(a) a body corporate other than a limited liability partnership registered under the

Limited Liability Partnership Act, 2008;

(b) an officer or employee of the company;

(c) a person who is a partner, or who is in the employment, of an officer or
employee of the company;

(d) a person 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;

It may be noted that the relative may hold security or interest in the
company of face value not exceeding Rs. 1,00,000.

It may also be noted that the condition of Rs. 1,00,000 shall, wherever
relevant, be also applicable in the case of a company not having share
capital or other securities.

It may also be noted that in the event of acquiring any security or
interest by a relative, above the threshold prescribed, the corrective -
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action to maintain the limits as specified above shall be taken by the |
auditor within 60 days of such acquisition or interest
(i) Is indebted to the company, or its subsidiary, or its holding or

associate company or a subsidiary of such holding company, in excess

of Rs. 5,00,000; or

(iii) Has given a guarantee or provided any security in connection with the
indebtedness of any third person to the Company or its Subsidiary, or
its Holding or Associate Company or a Subsidiary of such Holding
Company, in excess of Rs. 1,00,000. :

(e) A person or a firm who, whether directly or indirectly has business
relationship with the Company, or its Subsidiary, or its Holding or Associate
Company or Subsidiary of such holding company or associate company, of
such nature as may be prescribed;

(f) A person whose relative is a Director or is in the employment of the Company
as a director or key Managerial Personnel.

(9) A person who is in full time employment elsewhere or a person or a partner of
a firm holding appointment as its auditor, if such person or partner is at the
date of such appointment or reappointment holding appointment as auditor of
more than twenty companies other than one person companies, dormant
companies, small companies and private companies having paid-up share
capital less than Rs. 100 crore. -

(h) A person who has been convicted by a Court of an offence involving fraud and |
a period of ten years has not elapsed from the date of such conviction.

() Any person whose subsidiary or associate company or any other form of

r {1 M}

r{1 M}

entity, is engaged as on the date of appointment in consulting and specialized
services as provided in section 144. /

Answer 4:

(a)

Liabilities in addition to borrowings (discussed above), include trade payables]
and other current liabilities, deferred payment credits and provisions. Verification of

liabilities is as important as that of assets, considering if any liability is omitted (or {2 M}

understated) or overstated, the Balance Sheet would not show a true and fair view of
the state of affairs of the entity. J
Further, a liability is classified as current if it satisfies any of the following criteria: ]

. It is expected to be settled in the entity’s normal operating cycle

. It is held primarily for the purpose of being traded

. It is due to be settled within twelve months after the reporting period

" The entity does not have an unconditional right to defer settlement of the [ {2 M
liability for at least twelve months after the reporting period. Terms of

a liability that could, at the option of the counterparty, result in its settlement
by the issue of equity instruments does not affect its classification.

Answer:

(b)

Misappropriation of Assets: -
It involves the theft of an entity’s assets and is often perpetrated by employees in
relatively small and immaterial amounts. However, it can also involve management
who are usually more able to disguise or conceal misappropriations in ways that are
difficult to detect. Misappropriation of assets can be accomplished in a variety of
ways including:
> Embezzling receipts (for example, misappropriating collections on account
receivable or diverting receipts in respect of written-off accounts to personal
bank account).
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> Stealing physical assets or intellectual property (for example, stealing |
inventory for personal use or for sale, stealing scrap for resale, colluding with
a competitor by disclosing technological data in return for payment). .

> Causing an entity to pay for goods and services not received (for example, |
payments to fictitious vendors, kickbacks paid by vendors to the entity’s
purchasing agents in return for inflating prices, payments to fictitious
employees).

Example:

Vineet is a manager in Zed Ex Ltd. He is having authority to sign cheques up to Rs.

10,000. While performing the audit, Rajan, the auditor, noticed that there were

many cheques of Rs. 9,999 which had been signed by Vineet. Further Vineet had

split large payments (amounting to more than ° 10,000 each, into two or more [

cheques less than Rs. 10,000 each so that he may authorize the payments). This

raised suspicion in the auditor.

The auditor found that the cheques of Rs. 9,999 were deposited in Vineet's personal

account i.e. Vineet had misappropriated the amount.

Splitting the cheques into lower amounts involves manipulation of accounts.

The fraud was committed by an employee.

> Using an entity’s assets for personal use (for example, using the entity’s
assets as collateral for a personal loan or a loan to a related party).

Misappropriation of assets is often accompanied by false or misleading records or

documents in order to conceal the fact that the assets are missing or have been

pledged without proper authorization.

{2 M}

Answer:

(c) External confirmation procedures frequently are relevant when addressing]
assertions associated with account balances and their elements, but need not be
restricted to these items. For example, the auditor may request external
confirmation of the terms of agreements, contracts, or transactions between an
entity and other parties. External confirmation procedures also may be performed to [ r1 m3
obtain audit evidence about the absence of certain conditions. For example, a
request may specifically seek confirmation that no “side agreement” exists that may
be relevant to an entity’s revenue cut-off assertion. Other situations where external
confirmation procedures may provide relevant audit evidence in responding to
assessed risks of material misstatement include:

o Bank balances and other information relevant to banking relationships. g
. Accounts receivable balances and terms. g
. Inventories held by third parties at bonded warehouses for processing or on| o
consignment. >
. Property title deeds held by lawyers or financiers for safe custody or as| &
security. L ®
. Investments held for safekeeping by third parties, or purchased from ,,""_,
stockbrokers but not delivered at the balance sheet date. -g
. Amounts due to lenders, including relevant terms of repayment and| o
restrictive covenants. N
) Accounts payable balances and terms.
Answer:

examination of various transactions from the view point of whether or not these have

(d) The relationship between auditing and law is very close one. Auditing involves}
{1 M}
been properly entered into. It necessitates that an auditor should have a good
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knowledge of business laws affecting the entity. He should be familiar with the law of
contracts, negotiable instruments, etc. The knowledge of taxation laws is also {1 M}
inevitable as entity is required to prepare their financial statements taking into
account various provisions affected by various tax laws. In analysing the impact of
various transactions particularly from the accounting aspect, an auditor ought to}{1 M}
have a good knowledge about the direct as well as indirect tax laws.

Answer 5:

(a) As per the guidelines, Agricultural Advances are of two types,
(1) Agricultural Advances for “long duration” crops and
(2) Agricultural Advances for “short duration” crops {2 M}
The “long duration” crops would be crops with crop season longer than one year and
crops, which are not “long duration” crops would be treated as “short duration” crops.

The crop season for each crop, which means the period up to harvesting of the |

cropsraised, would be as determined by the State Level Bankers’ Committee in each

State.

The following NPA norms would apply to agricultural advances (including Crop Term

Loans):

) A loan granted for short duration crops will be treated as NPA, if the installment of
principal or interest thereon remains overdue for two crop seasons and,

. A loan granted for long duration crops will be treated as NPA, if the instilment
of principal or interest thereon remains overdue for one crop season.

2 m}

Answer:
(b) Not prudent to follow stages of asset classification. It should be straight-away]
classified as doubtful or loss asset as appropriate.

(i) Erosion in the value of security can be reckoned as significant when the
realisable value of the security is less than 50 per cent of the value assessed {12 M}
by the bank or accepted by RBI at the time of last inspection, as the case
may be. Such NPAs may be straight-away classified under doubtful category
and provisioning should be made as applicable to doubtful assets. J

(i) If the realisable value of the security, as assessed by the bank/ approved
valuers/ RBI is less than 10 per cent of the outstanding in the borrowal
accounts, the existence of security should be ignored and the asset should be [ {12 M}
straight-away classified as loss asset. It may be either written off or fully
provided for by the bank. |

Answer: _

(c) Propriety audit - According to ‘propriety audit’, the auditors try to bring out cases
of improper, avoidable, or infructuous expenditure even though the expenditure has
been incurred in conformity with the existing rules and regulations. With the passage
of time, it was felt that regularity audit alone was not sufficient to protect properly
the public interest in the spending of money by the executive authorities. A
transaction may satisfy all the requirements of regularity audit insofar as the various {1 ™M}
formalities regarding rules and regulations are concerned, but may still be highly
wasteful. A building may be constructed for installing a telephone exchange but may
not be used for the same purpose resulting in infructuous expenditure or a school
building may be constructed but used after five years of its completion is a case of
avoidable expenditure. .
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Answer:

(d)

Audit should, therefore, try to secure a reasonably high standard of public financial]
morality by looking into the wisdom, faithfulness and economy of transactions. These
considerations have led to the evolution of audit against propriety which is now being
combined by the audit authorities with their routine function of regularity audit. It is
hard to frame any precise rules for regulating the course of audit against propriety.
Such an objective of audit depends for its acceptance on its appeal to the common
sense and straight logic of the auditors and of those whose financial transactions are
subjected to propriety audit. However, some general principles have been laid down
in the Audit Code, which have for long been recognised as standards of financial
propriety. Audit against propriety seeks to ensure that expenditure conforms to
these principles which have been stated as follows: .

(a) The expenditure should not be prima facie more than the occasion demands. ]
Every public officer is expected to exercise the same vigilance in respect of
expenditure incurred from public moneys as a person of ordinary prudence
would exercise in respect of expenditure of his own money.

(b) No authority should exercise its powers of sanctioning expenditure to pass an
order which will be directly or indirectly to its own advantage.

(c) Public moneys should not be utilised for the benefit of a particular person or
section of the community unless:

(i) The amount of expenditure involved is insignificant; or

(i) A claim for the amount could be enforced in a Court of law; or

(i) The expenditure is in pursuance of a recognised policy or custom; and

(iv)  The amount of allowances, such as travelling allowances, granted to
meet expenditure of a particular type should be so regulated that the
allowances are not, on the whole, sources of profit to the recipients.

Role of C&AG is prescribed under sub section (5), (6) and (7) of section 143 of the
Companies Act, 2013.

Section 143(5) of the Act states that, in the case of a Government company or any
other company owned or controlled, directly or indirectly, by the Central
Government, or by any State Government or Governments, or partly by the Central
Government and partly by one or more State Governments, the comptroller and
Auditor-General of India shall appoint the auditor under sub-section (5) or sub-
section (7) of section 139 i.e. appointment of First Auditor or Subsequent Auditor
and direct such auditor the manner in which the accounts of the Government
company are required to be audited and thereupon the auditor so appointed shall
submit a copy of the audit report to the Comptroller and Auditor-General of India
which, among other things, include the directions, if any, issued by the Comptroller

{1 M}

r{1 M}

r{1 M}

and Auditor-General of India, the action taken thereon and its impact on the
accounts and financial statement of the company. -

The Comptroller and Auditor-General of India shall within sixty days from the date of

receipt of the audit report have a right to,

(a) conduct a supplementary audit under section 143(6)(a), of the financial
statement of the company by such person or persons as he may authorize in
this behalf; and for the purposes of such audit, require information or
additional information to be furnished to any person or persons, SO
authorised, on such matters, by such person or persons, and in such form, as
the Comptroller and Auditor-General of India may direct; and .

9|Page
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(b)

Answer 6:
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:

(a)

(a)

(b)
(©)

comment upon or supplement such audit report under section 143(6)(b). Any
comments given by the Comptroller and Auditor-General of India upon, or
supplement to, the audit report shall be sent by the company to every person
entitled to copies of audited financial statements under sub-section of
section 136 i.e. every member of the company, to every trustee for the
debenture-holder of any debentures issued by the company, and to all
persons other than such member or trustee, being the person so entitled and
also be placed before the annual general meeting of the company at the same
time and in the same manner as the audit report.

Test Audit under section 143(6)(b): Further, without prejudice to the
provisions relating to audit and auditor, the Comptroller and Auditor- General
of India may, in case of any company covered under sub-section (5) or sub-
section (7) of section 139, if he considers necessary, by an order, cause test
audit to be conducted of the accounts of such company and the provisions of
section 19A of the Comptroller and Auditor- General’s (Duties, Powers and

| {11/2 M}

Conditions of Service) Act, 1971, shall apply to the report of such test audit.

Determine the professional and legal responsibilities applicable in the

circumstances, including whether there is a requirement for the auditor to |¢4/2 M}

report to the person or persons who made the audit appointment or, in

some cases, to regulatory authorities;

Consider whether it is appropriate to withdraw from the engagement,

where withdrawal is possible under applicable law or regulation; and

If the auditor withdraws: .

() 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

(i)  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

(i) 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

r{1/2 M}

r{2 M}

engagement and the reasons for the withdrawal.
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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:

*VVvVvyv

Answer:

(c)

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

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).

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)
(ii)
(iii)

Knowledge of the NGO's work, its mission and vision, areas of operations
and environment in which it operate.

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

Reviewing the legal form of the Organisation and its Memorandum of
Association, Articles of Association, Rules and Regulations.
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(iv)

(v)

(vi)

(vii)
(viii)
(ix)
(x)

Reviewing the NGO's Organisation chart, then Financial and Administrative
Manuals, Project and Programme Guidelines, Funding Agencies
Requirements and formats, budgetary policies if any.

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.

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

Setting of materiality levels for audit purposes.

The nature and timing of reports or other communications.

The involvement of experts and their reports.

Review the previous year's Audit Report.
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