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DATE: 27.02.2022   MAXIMUM MARKS: 100                TIMING: 3¼ Hours 

 

PAPER  : AUDITING 
  

DIVISION – A (MULTIPLE CHOICE QUESTIONS) 

 

ANSWER (1-20) CARRY 1 MARK EACH  

 

1. Ans. c 

2. Ans. b 

3. Ans. c 

4. Ans. d 

5. Ans. d 

6. Ans. d 

7. Ans. c 

8. Ans. a  

9. Ans. c 

10. Ans. c 

11. Ans. c  

12. Ans. d 

13. Ans. a 

14. Ans. d  

15. Ans. b  

16. Ans. d 

17. Ans. d 

18. Ans. b  

19. And. d  

20. Ans. d  

 

ANSWER (21-25) CARRY 2 MARKS EACH 

 

21. Ans. d 

22. Ans. b 

23. Ans. b  

24. Ans. a   

25. Ans. a   

 

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: As per the Standard on Auditing (SA) 520 “Analytical Procedures” „the 

term “analytical procedures” means evaluations of financial information through 

analysis of plausible relationships among both financial and non-financial data. 

(ii) Incorrect: As per the provisions of  the Companies Act,  2013, a person is 

disqualified to  be appointed as an auditor of a company if his relative is holding any 

security of or interest in the company of face value exceeding Rs. 1 lakh. Therefore,  

AB  &  Co.  shall  be  disqualified  for  being   appointed  as   an   auditor  of  XYZ 
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Ltd. as Mr. C, the relative of Mr. B who is a partner in AB & Co., is holding securities  

in XYZ Ltd. having face value of Rs. 2 lakh. 

(iii) Incorrect: As per SA 240 “The Auditor‟s Responsibilities Relating to Fraud in an 

Audit of Financial Statements”, fraudulent financial reporting May involve 

manipulation, falsification or alteration of account records or supporting documents 

from which financial statement are prepared, misrepresentation in, or intentional 

omission from, financial statement of events, transactions or other significant 

information or intentional misapplication of accounting principles relating to amounts, 

classification, manner of presentation or disclosure. 

(iv) 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. 

(v) Incorrect: Inherent risk is the susceptibility of an account balance or class of 

transactions to misstatement that could be material either individually or, when 

aggregated with misstatements in other balances or classes, assuming that there 

were no related internal controls. 

(vi) Incorrect: Section 138 of the Companies Act, 2013 requires every  private company 

to appoint an internal auditor having turnover of Rs. 200 crore or more during the 

preceding financial year; or outstanding loans or borrowings from banks or public  

financial institutions exceeding Rs. 100 crore or more at any point of time during the 

preceding financial year. 

(vii) Incorrect: The term “internal check” is defined as the “checks on day to day 

transactions which operate continuously as part of the routine system whereby the 

work of one person is proved independently or is complementary to the work of 

another, the object being the prevention or early detection of errors or fraud”. 

(viii) Incorrect: As per the provisions of the Companies Act, 2013, a person is 

disqualified to be appointed as an auditor of a company if he is holding any security 

of or interest in the company. 

As the chartered accountant is holding securities of S Ltd. having face value of Rs. 

950, he is not eligible for appointment as an auditor of S Ltd. 

 

Answer 2:  

(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 

understated) or overstated, the Balance Sheet would not show a true and fair view of 

the state of affairs of the entity. 

 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 

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) 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 
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entity and other parties. External confirmation procedures also may be performed to 

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: 

 Bank balances and other information relevant to banking relationships. 

 Accounts receivable balances and terms. 

 Inventories held by third parties at bonded warehouses for processing or on 

consignment. 

 Property title deeds held by lawyers or financiers for safe custody or as 

security. 

 Investments held for safekeeping by third parties, or purchased from 

stockbrokers but not delivered at the balance sheet date. 

 Amounts due to lenders, including relevant terms of repayment and 

restrictive covenants. 

 Accounts payable balances and terms. 

 

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 
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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: 

 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) Audit evidence is necessary to support the auditor‟s opinion and report. It is 

cumulative in nature and is primarily obtained from audit procedures performed during 

the course of the audit. It may, however, also include information obtained from other 

sources such as previous audits. In addition to other sources inside and outside the 

entity, the entity‟s accounting records are an important source of audit evidence. Also, 

information that may be used as audit evidence may have been prepared using the 

work of a management‟s expert. Audit evidence comprises both information that 

supports and corroborates management‟s assertions, and any information that 

contradicts such assertions. In addition, in some cases the absence of information (for 

example, management‟s refusal to provide a requested representation) is used by the 

auditor, and therefore, also constitutes audit evidence. 

 Most of the auditor‟s work in forming the auditor‟s opinion consists of obtaining and 

evaluating audit evidence. Audit procedures to obtain audit evidence can include 

inspection, observation, confirmation, recalculation, re-performance and analytical 

procedures, often in some combination, in addition to inquiry. Although inquiry may 

provide important audit evidence, and may even produce evidence of a 

misstatement, inquiry alone ordinarily does not provide sufficient audit evidence of 

the absence of a material misstatement at the assertion level, nor of the operating 

effectiveness of controls. 

 As explained in SA 200, “Overall Objectives of the Independent Auditor and the Conduct 

of an Audit in Accordance with Standards on Auditing”, reasonable assurance is obtained 

when the auditor has obtained sufficient appropriate audit evidence to reduce audit risk 

(i.e., the risk that the auditor expresses an inappropriate opinion when the financial 

statements are materially misstated) to an acceptably low level. The sufficiency and 

appropriateness of audit evidence are interrelated. 

 

Answer 3: 

(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 
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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 specialised 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. 

 

Answer: 

(b)  Information which assist the Auditor in accepting and continuing of relationship with 

Client: As per SA 220, “Quality Control for an Audit of Financial Statements” the 

auditor should obtain information considered necessary in the circumstances before 

accepting an engagement with a new client, when deciding whether to continue an 

existing engagement and when considering acceptance of a new engagement with an 

existing client. The following information would assist the auditor in accepting and 

continuing of relationship with the client: 

(i) The integrity of the principal owners, key management and those charged 

with governance of the entity; 

(ii) Whether the engagement team is competent to perform the audit 

engagement and has the necessary capabilities, including time and resources; 

(iii) Whether the firm and the engagement team can comply with relevant ethical 

requirements; and 

(iv) Significant matters that have arisen during the current or previous audit 

engagement, and their implications for continuing the relationship. 

 

Answer: 

(c) (a)  Modification of Opinion: The auditor shall modify the opinion in the auditor‟s 

report when- 

(i) The auditor concludes that, based on the audit evidence obtained, the 

financial statements as a whole are not free from material 

misstatement; or 

(ii) The auditor is unable to obtain sufficient appropriate audit evidence to 

conclude that the financial statements as a whole are free from material 

misstatement. 

(b) Disclaimer of Opinion: The auditor shall disclaim an opinion when the auditor 

is unable to obtain sufficient appropriate audit evidence on which to base the 

opinion, and the auditor concludes that the possible effects on the financial 

statements of undetected misstatements, if any, could be both material and 

pervasive. 

The auditor shall disclaim an opinion when, in extremely rare circumstances 

involving multiple uncertainties, the auditor concludes that, notwithstanding 

having obtained sufficient appropriate audit evidence regarding each of the 

individual uncertainties, it is not possible to form an opinion on the financial 

statements due to the potential interaction of the uncertainties and their 

possible cumulative ef fect on the financial statements. 
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(c) Adverse Opinion: The auditor shall express an adverse opinion when the 

auditor, having obtained sufficient appropriate audit evidence, concludes that 

misstatements, individually or in the aggregate, are both material and 

pervasive to the financial statements. 

(d) Qualified Opinion: The auditor shall express a qualified opinion when- 

(i) The auditor, having obtained sufficient appropriate audit evidence, 

concludes that misstatements, individually or in the aggregate, are 

material, but not pervasive, to the financial statements; or 

(ii) The auditor is unable to obtain sufficient appropriate audit evidence on 

which to base the opinion, but the auditor concludes that the possible 

effects on the financial statements of undetected misstatements, if any, 

could be material but not pervasive. 

 

Answer: 

(d) 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 

 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 crops 

raised, 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. 

 

Answer 4:  

(a) Reliability of Internal Control System in CIS Environment: For evaluating the 

reliability of internal control system in CIS environment, the auditor would consider 

the following- 

(i) That authorised, correct and complete data is made available for processing. 

(ii) That it provides for timely detection and corrections of errors. 

(iii) That in case of interruption due to mechanical, power or processing failures, 

the system restarts without distorting the completion of entries and records. 

(iv) That it ensures the accuracy and completeness of output. 

(v) That it provides security to application softwares & data files against fraud 

etc. 

(vi) That it prevents unauthorised amendments to programs. 

 

Answer:  

(b)  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. 
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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: 

(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) Since an Intangible Asset is an identifiable non-monetary asset, without physical 

substance, for establishing the existence of such assets, the auditor should verify 

whether such intangible asset is in active use in the production or supply of goods or 

services, for rental to others, or for administrative purposes. 

Example- for verifying the existence of software, the auditor should verify whether 

such software is in active use by the entity and for the purpose, the auditor should 

verify the sale of related services/ goods during the period under audit, in which such 

software has been used. 

Example- For verifying the existence of design/ drawings, the auditor should verify 

the production data to establish if such products for which the design/ drawings were 

purchased, are being produced and sold by the entity. 

In case any intangible asset is not in active use, deletion should have been recorded 

in the books of account post approvals by the entity‟s management and amortization 

charge should have ceased to be charged beyond the date of deletion. 

 

Answer 5: 

(a) 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 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. 

 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 
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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 

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

(iii) 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. 

 

Answer: 

(b) 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 specialised 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. 

 

Answer: 

(c) 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 

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. 
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(ii) 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 

straight-away classified as loss asset. It may be either written off or fully 

provided for by the bank. 

 

Answer:  

(d) 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 6: 

(a) The special steps involved in its audit are stated below- 

 (1) Verify the internal control mechanism- 

(a) That entrance to the cinema-hall during show is only through printed 

tickets; 

(b) That they are serially numbered and bound into books; 

(c) That the number of tickets issued for each show and class, are 

different though the numbers of the same class for the show on the 

same day, each week, run serially; 

(d) That for advance booking a separate series of tickets is issued; and 

(e) That the inventory of tickets is kept in the custody of a responsible 

official. 

(2) Confirm that at the end of show, a statement of tickets sold is prepared and 

cash collected is agreed with it. 

(3) Verify that a record is kept of the „free passes‟ and that these are issued 

under proper authority. 

(4) Reconcile the amount of Entertainment Tax collected with the total number  

of tickets issued for each class and vouch and verify the entertainment tax 

returns filed each month. 

(5) Vouch the entries in the Cash Book in respect of cash collected on sale of 

tickets for different shows on a reference to Daily Statements which have 

been test checked as aforementioned with record of tickets issued for the 

different shows held. 

(6) Verify the charges collected for advertisement slides and shorts by reference 

to the Register of Slides and Shorts Exhibited kept at the cinema as well with 

the agreements, entered into with advertisers in this regard. 

(7) Vouch the expenditure incurred on advertisement, repairs and maintenance. 

No part of such expenditure should be capitalized. 

(8) Confirm that depreciation on machinery and furniture has been charged at an 

appropriate rate. 

(9) Vouch payments on account of film hire with bills of distributors and in the 

process, the agreements concerned should be referred to. 

(10) Examine unadjusted balance out of advance paid to the distributors against 

film hire contracts to see that they are good and recoverable. If any film in 
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respect of which an advance was paid has already run, it should be enquired 

as to why the advance has not been adjusted. The management should be 

asked to make a provision in respect of advances that are considered 

irrecoverable. 

(11) The arrangement for collection of the share in the restaurant income should 

be enquired into either a fixed sum or a fixed percentage of the taking may 

be receivable annually. In case the restaurant is run by the Cinema, its 

accounts should be checked. The audit should cover sale of various items of 

foodstuffs, purchase of foodstuffs, cold drink, etc. as in the case of club. 

 

Answer: 

(b) (1) Advertisement Expenses: 

(i) Verify the bills/invoices from advertising agency to ensure that rates 

charged for different types of advertisement are as per the contract. 

  (ii) See that the advertisement relates to client‟s business.  

  (iii) Inspect the receipt issued by the agency.  

(iv) Ascertain the nature of expenditure – revenue or capital expenditure 

and see that it has been recorded properly. 

(v) Ascertain the period for which payment is made and see that prepaid 

amount, if any, is carried to the balance sheet. 

  (vi)  See that all outstanding advertisement bills have been provided for. 

 (2) Sale of Scrap: 

(i) Review the internal control as regards generation, storage and 

disposal of scrap. 

(ii) Check whether the organization is maintaining reasonable record for 

generation of scrap. 

(iii) Analyze the raw material used, production and generation pattern of 

scrap and compare the same with figures of earlier year. 

(iv) Check the rates at which scrap has been sold and compare the rate 

with previous year. 

(v) Vouch sales, with invoices raised, advertisement for tender, rate 

contract with scrap dealers. 

(vi) Ensure that there exists a proper control procedure to identify scrap 

and good units and they are not mixed up and sold as scrap. 

(vii) Make an overall assessment of the value of realization from scrap as to 

its reasonableness. 

 

Answer:  

(c) Matters to be included in the auditor's report- statutory dues and repayment of loans 

or borrowing to a financial institution, bank, Government or dues to debenture 

holders (CARO, 2016) – 

 Clause (vii)(a) whether the company is regular in depositing undisputed statutory dues 

including provident fund, employees' state insurance, income-tax, sales-tax, service tax, 

duty of customs, duty of excise, value added tax, cess and any other statutory dues with 

the appropriate authorities and if not, the extent of the arrears of outstanding statutory 

dues as at the last day of the financial year concerned for a period of more than six 

months from the date they became payable, shall be indicated; 

 Clause (vii)(b) where dues of income tax or sales tax or service tax or duty of 

customs or duty of excise or value added tax have not been deposited on account of 

any dispute, then the amounts involved and the forum where dispute is pending shall 

be mentioned. (A mere representation to the concerned Department shall not 

constitute a dispute). 
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 Clause (viii) whether the company has defaulted in repayment of loans or borrowing 

to a financial institution, bank, Government or dues to debenture holders? If yes, the 

period and the amount of default to be reported (in case of defaults to banks, 

financial institutions, and Government, lender wise details to be provided). 

 

Answer: 

(d) 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) 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. 

 

 

__**__ 

{1 M} 

{1/2 M} 

{1/2 M} 

{2 M} 


