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Test Series: April, 2018 

MOCK TEST PAPER 2  

FINAL (NEW) COURSE: GROUP – I  

PAPER – 3: ADVANCED AUDITING AND PROFESSIONAL ETHICS 

Question No. 1 is compulsory. 

Attempt any five questions from the Rest. 

Time Allowed – 3 Hours Maximum Marks – 100 

1. (a) Rishikumar & Co. has been appointed as an auditor of PK Ltd. for the financial year 2016 -17.  

CA. Kumar, one of the partners of M/s Rishikumar & Co., completed entire routine audit work by 

29th May, 2017. Unfortunately, on the very next morning, while roving towards office of PK Ltd. to 

sign final audit report, he met with a road accident and died. CA. Rishi, another partner of  

M/s Rishikumar & Co., therefore, signed the accounts of PK Ltd., wi thout reviewing the work 

performed by CA. Kumar. Advise, whether CA. Rishi is right in expressing an opinion on financial 

statements the audit of which is performed by another auditor.  

(b) The auditor of CROX Ltd. accepted the gratuity liability valuation based on the certificate issued 

by a qualified actuary. However, the auditor noticed that the retirement age adopted is 65 years as 

against the existing retirement age of 60 years. The company is considering a proposal to increase 

the retirement age to 65 years. Comment. 

(c)  As an auditor of XYZ Limited, in view of given circumstances, you are required to draft Adverse 

Opinion and basis for adverse opinion due to a Material Misstatement of the Consolidated Financial 

Statements. 

 Audit of a complete set of consolidated financial statements of a listed company (incorporated 
under the Companies Act, 2013) using a fair presentation framework. The audit is a group 
audit of an entity with subsidiaries (i.e., SA 600 applies).  

 The consolidated financial statements are prepared by management of the entity in 
accordance with the Accounting Standards prescribed under section 133 of the Companies 
Act, 2013 (a general purpose framework).  

 The terms of the audit engagement reflect the description of management’s responsibility for 
the consolidated financial statements in SA 210.  

 The consolidated financial statements are materially misstated due to the non -consolidation 
of a subsidiary. The material misstatement is deemed to be pervasive to the consolidated 
financial statements. The effects of the misstatement on the consolidated financial statements 
have not been determined because it was not practicable to do so (i.e., an adverse opinion is 
appropriate).  

 The relevant ethical requirements that apply to the audit are the ICAI’s Code of Ethics and 
the provisions of the Companies Act, 2013.  

 Based on the audit evidence obtained, the auditor has concluded that a material uncertainty 
does not exist related to events or conditions that may cast signif icant doubt on the entity’s 
ability to continue as a going concern in accordance with SA 570 (Revised).  

 SA 701 applies; however, the auditor has determined that there are no key audit matters other 
than the matter described in the Basis for Adverse Opinion section.  

 Those responsible for oversight of the consolidated financial statements differ from those 
responsible for the preparation of the consolidated financial statements.  
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 In addition to the audit of the consolidated financial statements, the auditor has other reporting 
responsibilities required under the Companies Act, 2013.  

(d) In an initial audit engagement the auditor will have to satisfy about the sufficiency and 

appropriateness of ‘Opening Balances' to ensure that they are free from misstatements, which may 

materially affect the current financial statements. Lay down the audit procedure, you will follow, 

when financial statements are audited for the first time. If, after performing the procedure, you are 

not satisfied about the correctness of 'Opening Balances', what approach you will adopt in drafting 

your audit report? (5 x 4 = 20 Marks) 

2. (a)  Mr. 'A' is a practicing Chartered Accountant working as proprietor of M/s A & Co. He went abroad 

for 3 months. He delegated the authority to Mr. 'Y' a Chartered Accountant his employee for taking 

care of routine matters of his office. During his absence Mr. 'Y' has conducted the under mentioned 

jobs in the name of M/s A & Co. 

(i) He issued the audit queries to client which were raised during the course o f audit. 

(ii)  He attended the Income Tax proceedings for a client as authorized representative before 

Income Tax Authorities. 

  Comment on eligibility of Mr. 'Y' for conducting such jobs in name of M/s A & Co. and liability of 

Mr. 'A' under the Chartered Accountants Act, 1949. 

(b)  ABC Pvt. Ltd. and XYZ Pvt. Ltd. are the companies in which public are not substantially interested. 

During the previous year 2017-18, ABC Pvt. Ltd. received some property, being shares of  

XYZ Pvt. Ltd., the details of which are provided below: 

  No. of Shares:  1,000 

  Aggregate fair market value of shares:    Rs.  75,000 

  Consideration value:       Nil 

 The management of the company contends that the shares need not to be furnished in Form No. 

3CD. As the tax auditor of ABC Pvt. Ltd., how would you deal with the matter? 

(c) During the course of audit of GST Ltd. for the financial year 2017-18, it has noticed that  

Rs. 3.00 lakhs of employee contribution and Rs. 8.50 lakhs of employer contribution towards 

employee state insurance contribution have been accounted in the books of accounts in respective 

heads. Whereas, it was found that Rs. 4.50 lakhs only has been deposited with ESIC department 

during the year ended 31st March, 2018. The Finance Manager informed the auditor that due to 

financial crunch they have not deposited the amount due, but will deposit the amount overdue 

along with interest as and when financial position improves. Comment as a statutory auditor.  

(d)  XY Ltd. is a manufacturing company, provided following details of wastages of raw materials in 

percentage, for various months. You have been asked to enquire into causes of abnormal wastage 

of raw materials. Draw out an audit plan. 

Wastage percentage are 

July 2017 2.5% 

Aug 2017 2.7% 

Sep 2017 2.4% 

Oct 2017 8.1% 
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Or 

  As an internal auditor for a large manufacturing concern, you are asked to verify whether there are 

adequate records for identification and value of Plant and Machinery, tools and dies and whether 

any of these items have become obsolescent and not in use.  Draft a suitable audit programme for 

the above.  (5 x 4 = 20 Marks) 

3. (a) CA Raman is practicing in the field of financial management planning for over 12 years. He has 

gained expertise in this domain over others.  

 Mr. Ratan, a student of Chartered Accountancy course, is very much impressed with the knowledge 

of CA. Raman. He approached CA. Raman to take guidance on some topics of financial 

management subject related to his course. CA. Raman, on request, decided to spare some time and 

started providing private tutorship to Mr. Ratan along with some other aspirants for 3 hours in  a 

week. However, he forgot to take specific permission for such private tutorship from the Council. 

Comment on above with reference to the Chartered Accountants Act, 1949, and Schedules thereto. 

(b) Dalal, Banerji and Mallick are partners in a firm sharing profits and losses in the ratio 2:2:1. The 

partners have agreed to take Mr. Mistri as a partner with effect from 1st April, 2018 as 1/4 th partner. 

What are the important steps involved while conducting investigation on behalf of Mr. Mistri, the 

incoming partner? 

(c) You are appointed as an auditor of Nawab Limited, a listed company which is a main supplier to 

the UK building and construction market. With a turnover of Rs. 2.9 billion, the company operates 

through 11 business units and has nearly 1,80 branches across the countries. As an auditor, how 

will you draft the report in case (a) When the Parent’s Auditor is also the Auditor of all its 
Components? and (b) When the Parent’s Auditor is not the Auditor of all its Components?  

(d) As a statutory auditor of a company, comment on the accounting policy on Revenue Recognition 

for a company engaged in manufacture and sale of chemical products was stated as "Revenue is 

recognized only when it can be reliably measured and it is reasonable to expect ultimate collection".  

 (5 x 4 = 20 Marks) 

4.  (a) Mr. P and Mr. Q are running a firm of Chartered Accountants in the name of  

M/s PQ & Co. On 23.05.2017, they included the name of Mr. R, a practicing Chartered Accountant, 

without his knowledge, as a partner while submitting an application for empanelment as auditor for 

Public Sector Bank branches to the Institute. However, they added Mr. R as a partner to their firm 

offering a share of 21% of the profits, on 25.05.2017. Comment with reference to the Chartered 

Accountants Act, 1949.  

(b) The management of CSITA Ltd. has prepared its summary financial statements for the year 2017 -

18 to be provided to its investors. Consequently the company wants to appoint you for conducting 

audit of summary financial statements. What are the procedures that you will perform and consider 

necessary as the basis for forming an opinion on the summary financial statements?   

(c) Girnar is appointed as an auditor of National Insurance Company limited. State the verification 

procedure to be followed by Mr. Girnar in case of Re-insurance outward. 

(d) Identify the controls which are automated, manual or IT dependent manual for the below mentioned 

cases? 

(i)  Price master configured in the sales master can only be edited by authorised personnel in the 

system. 

(ii)  Invoice cannot be booked in SAP in case Purchase orders are not approved. 
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(iii) Inventory ageing report is pulled out from the system based on which provisioning is calculated 

after analyzing the future demand by the inventory personnel and approved by the controller. 

(iv) All invoices are signed by warehouse personnel before the goods are dispatched to the customer. 

(v) Credit limit is assigned to the customer and goods cannot be sold in excess of credit limit 

configured in the system. 

(vi) All changes to the credit limit is approved manually by sales manager. 

(vii) Ageing report is pulled out from SAP based on which provisioning is calculated by accounting 

personnel and approved by financial controller. 

(viii)  PO, GRN (Good received note) and invoice are matched by the system before it is posted in the 

financial records.  

(e) ‘The areas covered in comprehensive audit vary from enterprise to enterprise depending on the nature 

of the enterprise, its objectives and operations.’ You are required to list down some of the broad areas 
to be examined in comprehensive audit. (4 x 5 = 20 Marks) 

5. (a) MNC Pvt. Ltd. appointed CA. Moksh for some professional assignments like company’s ROC work, 
preparation of minutes, statutory register etc. For this, CA. Moksh charged his fees depending on 

the complexity and the time spent by him on each assignment.  

 Later on, MNC Pvt. Ltd. filed a complaint against CA. Moksh to the Institute of Chartered 

Accountants of India (ICAI) that he has charged excessive fees for the assignments comparative to 

the scale of fees recommended by the Board as well as duly considered by the Council of ICAI. 

Comment with reference to the Chartered Accountants Act, 1949.  

(b) Munch Ltd. is a public company having Rs. 40 lacs paid up capital in previous financial year which 
raised to Rs. 60 lacs in current financial year under audit. The company had turnover of previous 
three consecutive financial years being Rs. 49 crores, Rs. 145 crores and Rs. 150 crores. During 
the previous year, Munch Ltd. borrowed a loan from a public financial insti tution of Rs. 110 crores 
but squared up Rs. 20 crores by the year end. The company does not have any internal audit 
system. In view of the management, internal audit system is not mandatory.  

 You are required to state the provisions related to applicabil ity of internal audit as per the 

Companies Act, 2013 and comment upon the contention of the management of the company.  

(c)  The objective of the Environmental Audit is to evaluate the efficacy of the utilisation of resources 

of man, machines and materials, and to identify the areas of environmental risks and liabilities and 

weakness(es) of management system and problems in compliance of the directives of the 

regulatory agencies and control the generation of pollutants and/or waste. List down the important 

features of environmental audit.  

(d)  “Every listed entity shall constitute a qualified and independent audit committee in accordance with 
the terms of reference.” State the main features of the Qualified and Independent Audit Committee 

set up under SEBI (Listing Obligations and Disclosure Requirements) Regulations, 2015. 

(e)  Yex Ltd. has five entertainment centers to provide facilities for public especially for childr en and 

youngsters at 5 different locations in the peripheral of 200 kms. Collections are made in cash. 

Specify the adequate control system towards collection of money.  (4 x 5 = 20 Marks) 

6. (a) “The auditor shall determine, from the matters communicated with those charged with governance, 

those matters that required significant auditor attention in performing the audit. In making this 

determination, the auditor shall take into account the key factors”. You are required to define key 
audit matters and briefly discuss the factors determining the key audit matters. 
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(b) Elucidate the power of Tribunal to change the auditor of a company if found acted in a fraudulent 

manner as provided under sub-section (5) of section 140 of the Companies Act, 2013. 

(c) T & Co. wants to issue a prospectus, to provide potential investors with information about future 

expectations of the Company. You are hired by T & Co. to examine the projected financial 

statements and give report thereon. What are the requirements you will consider before accepting 

the audit engagement? 

(d)  In course of audit of Fair Samaritan Bank as at 31st March, 18 you observed that in a particular 

account there was no recovery in the past 18 months. The bank has not applied the NPA norms as 

well as income recognition norms to this particular account. When queried the bank management 

replied that this account was guaranteed by the central government and hence these norms were 

not applicable. The bank has not invoked the guarantee.  Advise.  Would your answer be different 

if the advance is guaranteed by a State Government? 

(e)  Reviewers, based on the conclusions drawn from the quality review, shall issue a preliminary report 

and subsequently the final report. As a quality reviewer briefly discuss the basic elements of Quality 

Review Report.  (4 x 5 = 20 Marks) 
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Test Series: April, 2018 

MOCK TEST PAPER - 2 

FINAL NEW COURSE: GROUP – I  

PAPER – 3: ADVANCED AUDITING AND PROFESSIONAL ETHICS 

SUGGESTED ANSWERS/HINTS 

1. (a) Relying on Work Performed by Another Auditor: As per SA 220 “Quality Control for an Audit of 

Financial Statements”, an engagement partner taking over an audit during the engagement may 

apply the review procedures such as the work has been performed in accordance with professional 

standards and regulatory and legal requirements; significant matters have been raised for further 

consideration; appropriate consultations have taken place and the resulting conclusions have been 

documented and implemented; there is a need to revise the nature, timing and extent of work 

performed; the work performed supports the conclusions reached and is appropriately 

documented; the evidence obtained is sufficient and appropriate to support the auditor’s report; 
and the objectives of the engagement procedures have been achieved.  

 Further, one of the basic principles, which govern the auditor’s professional responsibilities and 
which should be complied with wherever an audit is carried, is that when the auditor delegates 

work to assistants or uses work performed by other auditor and experts, he will continue to be 

responsible for forming and expressing his opinion on the financial information. However, he will 

be entitled to rely on work performed by others, provided he exercises adequate skill and care and 

is not aware of any reason to believe that he should not have so rel ied. This is the fundamental 

principle which is ethically required as per Code of Ethics.  

 However, the auditor should carefully direct, supervise and review work delegated. He should 

obtain reasonable assurance that work performed by other auditors/exper ts and assistants is 

adequate for his purpose. 

 In the given case, all the auditing procedures before the moment of signing of final report have 

been performed by CA. Kumar. However, the report could not be signed by him due to his 

unfortunate death. Later on, CA. Rishi signed the report relying on the work performed by CA. 

Kumar. Here, CA. Rishi is allowed to sign the audit report, though, will be responsible for 

expressing the opinion. He may rely on the work performed by CA. Kumar provided he further 

exercises adequate skill and due care and review the work performed by him  as required in 

compliance with SA 220. 

(b) Evaluating the Work of Management’s Expert: As per SA 500 “Audit Evidence”, when 
information to be used as audit evidence has been prepared using the work of a management’s 
expert, the auditor shall, to the extent necessary, having regard to the significance of that expert’s 
work for the auditor’s purposes,-  
(a) Evaluate the competence, capabilities and objectivity of that expert;  

(b) Obtain an understanding of the work of that expert; and  

(c) Evaluate the appropriateness of that expert’s work as audit evidence for the relevant 
assertion. 

 The auditor may obtain information regarding the competence, capabilities and objectivity of a 

management’s expert from a variety of sources, such as personal experience with previous work 
of that expert; discussions with that expert; discussions with others who are familiar with that 

expert’s work; knowledge of that expert’s qualifications; published papers  or books written by that 

expert. 

 Aspects of the management’s expert’s field relevant to the auditor’s understanding may include 
what assumptions and methods are used by the management’s expert, and whether they are 
generally accepted within that expert’s field and appropriate for financial reporting purposes. 
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 The auditor may also consider the following while evaluating the appropriateness of the 

management’s expert’s work as audit evidence for the relevant assertion:  

(i) The relevance and reasonableness of that expert’s findings or conclusions, their consistency 
with other audit evidence, and whether they have been appropriately reflected in the financial 

statements; 

(ii) If that expert’s work involves use of significant assumptions and methods, the relevance and 

reasonableness of those assumptions and methods; and 

(iii) If that expert’s work involves significant use of source data, the relevance, completeness, and 
accuracy of that source data. 

 In the instant case, CROX Ltd. accepted the gratuity liability valuation based on the certificate 

issued by an expert i.e., a qualified actuary who is management’s expert. Here basis for 
computation and valuation is taken as age 65 years by the actuary, which is not correct as company 

is considering proposal to increase the retirement age from existing age to 65 years. Therefore, 

assumptions and methods used by the management’s expert are not appropriate for financial 
reporting purposes. Hence, auditor may qualify the report accordingly. 

(c)  Adverse Opinion : We have audited the accompanying consolidated financial statements of XYZ 

Company Limited (hereinafter referred to as the “Holding Company”) and its subsidiaries (the 
Holding Company and its subsidiaries together referred to as  “the Group”), its associates and 
jointly controlled entities, which comprise the consolidated balance sheet as at March 31, 2XXX, 

the consolidated statement of profit and Loss, (consolidated statement of changes in equity){where 

applicable} and the consolidated statement of cash flows for the year then ended, and notes to the 

consolidated financial statements, including a summary of significant accounting policies 

(hereinafter referred to as the “consolidated financial statements”).  
 In our opinion and to the best of our information and according to the explanations given to us, 

because of the significance of the matter discussed in the Basis for Adverse Opinion section of our 

report, the accompanying consolidated financial statements do not give a true and fair view in 

conformity with the accounting principles generally accepted in India, of their consolidated state of 

affairs of the Group, its associates and jointly controlled entities, as at March 31, 20XX, of its 

consolidated profit/loss, (consolidated position of changes in equity) ){where applicable} and the 

consolidated cash flows for the year then ended. 

 Basis for Adverse Opinion 

 As explained in Note X, the Group has not consolidated subsidiary PQR Company that the Group 

acquired during 20XX because it has not yet been able to determine the fair values of certain of 

the subsidiary’s material assets and liabilities at the acquisition date. This investment is therefore 

accounted for on a cost basis. Under the accounting principles generally accepted in India, the 

Group should have consolidated this subsidiary and accounted for the acquisition based on 

provisional amounts. Had PQRCompany been consolidated, many elements in the accompanying 

consolidated financial statements would have been materially affected. The effects on the 

consolidated financial statements of the failure to consolidate have not been determined.  

 We conducted our audit in accordance with Standards on Auditing (SAs) specified under section 

143(10) of the Companies Act, 2013. Our responsibilities under those Standards are further 

described in the Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements 

section of our report. We are independent of the Group, its associates and jointly controlled entities, 

in accordance with the Code of Ethics and provisions of the Companies Act, 2013 that are relevant 

to our audit of the consolidated financial statements in India under the Companies Act, 2013, and 

we have fulfilled our other ethical responsibilities in accordance with the Code of Ethics and the 

requirements under the Companies act, 2013. We believe that the audit evidence we have obtained 

is sufficient and appropriate to provide a basis for our adverse opinion.  
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(d) Audit Procedure for ensuring correctness of Opening Balances:  As per SA 510 “Initial Audit 
Engagements-Opening Balances”, the auditor shall obtain sufficient appropriate audit evidence 
about whether the opening balances contain misstatements that materially affect the current 

period’s financial statements by -  
(i) Determining whether the prior period’s closing balances have been correctly brought forward 

to the current period or, when appropriate, any adjustments have been disclosed as prior 

period items in the current year’s Statement of Profit and Loss;  
(ii) Determining whether the opening balances reflect the application of appropriate accounting policies; 

and 

(iii) By evaluating whether audit procedures performed in the current period provide evidence 

relevant to the opening balances; or performing specific audit procedures to obtain evidence 

regarding the opening balances. 

 If the auditor obtains audit evidence that the opening balances contain misstatements that could 

materially affect the current period’s financial statements, the auditor shall perform such additional 
audit procedures as are appropriate in the circumstances to determine the effect on the current 

period’s financial statements. If the auditor concludes that such misstatements exist in the current 

period’s financial statements, the auditor shall communicate the misstatements with the 
appropriate level of management and those charged with governance.  

 Approach for drafting Audit Report: SA 705 establishes requirements and provides guidance on 

circumstances that may result in a modification to the auditor’s opinion on the financial statements, 
the type of opinion appropriate in the circumstances, and the content of the auditor’s report when 
the auditor’s opinion is modified. The inability of the auditor to obtain sufficient appropriate audit 
evidence regarding opening balances may result in one of the following modifications to the opinion 

in the auditor’s report: 
(a) A qualified opinion or a disclaimer of opinion, as is appropriate in the circumstances; or  

(b) Unless prohibited by law or regulation, an opinion which is qualified or disclaimed, as 

appropriate, regarding the results of operations, and cash flows, where relevant, and 

unmodified regarding State of Affairs. 

 If the auditor concludes that the opening balances contain a misstatement that materially affects 

the current period’s financial statements and the effect of the misstatement is not properly 
accounted for or not adequately presented or disclosed, the auditor shall express a qualified 

opinion or an adverse opinion, as appropriate, in accordance with SA 705.  

2.  (a) Delegation of Authority to the Employee: As per Clause (12) of Part I of the First Schedule of 

the Chartered Accountants Act, 1949, a Chartered Accountant in practice is deemed to be guilty of 

professional misconduct “if he allows a person not being a member of the Institute in practice or a 
member not being his partner to sign on his behalf or on behalf of his firm, any balance sheet, profit 

and loss account, report or financial statements”. 
 In this case CA. ‘A’ proprietor of M/s A & Co., went to abroad and delegated the authority to another 

Chartered Accountant Mr. Y, his employee, for taking care of routine matters of his office who is a 

member of the Institute of Chartered Accountants but not his partner.  

 The Council has clarified that the power to sign routine documents on which a professional opinion 

or authentication is not required to be expressed may be delegated and such delegation will not 

attract provisions of this clause 12 for example issue of audit queries during the course of audit, 

asking for information or issue of questionnaire, attending to routing matters in tax practice, subjec t 

to provisions of Section 288 of Income Tax Act etc. 

(i) In the given case, Mr. ‘Y’, a chartered accountant being employee of M/s A & Co. has issued 
audit queries which were raised during the course of audit. Here “Y” is right in issuing the 
query, since the same falls under routine work which can be delegated by the auditor. 

Therefore, there is no misconduct in this case as per Clause (12) of Part I of First schedule 
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to the Act. 

(ii) In this instance, Mr. “Y”, CA employee of the audit firm M/s A & Co. has  attended the Income 

tax proceedings for a client as authorized representative before Income Tax Authorities. Since 

the council has allowed the delegation of such work, the chartered accountant employee can 

attend to routine matter in tax practice as decided by the council, subject to provisions of 

Section 288 of the Income Tax Act. Therefore, there is no misconduct in this case as per 

Clause (12) of Part I of First schedule to the Act.  

(b) Reporting for Receipt of Shares, the Aggregate Fair Market Value of Which Exceeds  

Rs. 50,000: In this case, ABC Pvt. Ltd. is a company, other than a company in which the public 

are substantially interested. During the previous year 2017-18, the company received property, 

being shares, for no consideration, the aggregate fair market value of which i s Rs. 75,000. 

 Provisions and Explanations: A tax auditor has to furnish the details of shares received during the 

previous year, under clause 28 of Form 3CD, in case, the assessee has received any property, 

being share of a company not being a company in which public are substantially interested, without 

consideration or for inadequate consideration as referred to in section 56(2)(viia) of the Income 

Tax Act, 1961.  

 Section 56(2)(viia) provides that where a firm or a company not being a company in which t he 

public are substantially interested, receives, in any previous year any property being shares of a 

company not being a company in which the public is substantially interested,  

(i) without consideration, the aggregate fair market value of which exceeds Rs. 50,000, the whole 

of the aggregate fair market value of such property;  

(ii) for a consideration which is less than the aggregate fair market value of the property by an 

amount exceeding Rs. 50,000, the aggregate fair market value of such property as exceeds 

such consideration,  

 shall be chargeable to income-tax under the head “Income from other sources”.  
 The fair market value of shares means the value as determined in accordance with the method 

prescribed in Income Tax Rules, 1962. 

 Conclusion: As per the facts of the case, provisions and explanations given above, the income 

generated by ABC Pvt. Ltd., being whole of the aggregate fair market value of shares received (i.e. 

Rs. 75,000), is chargeable to income-tax under the head “Income from other sources” as per 
section 56(2)(viia) of the Income Tax Act, 1961.  

 Therefore, the tax auditor of ABC Pvt. Ltd. is required to furnish the details of such shares received 

under clause 28 of Form 3CD. The contention of the management of the company, for no t reporting 

such receipt of shares, is not acceptable. 

(c)  Non-Compliance of Laws and Regulations & Reporting Requirements:  As per SA 250 

“Consideration of Laws and Regulations in an Audit of Financial Statement”, it is the responsibility 
of management, with the oversight of those charged with governance, to ensure that the entity’s 
operations are conducted in accordance with the provisions of laws and regulations, including 

compliance with the provisions of laws and regulations that determine the reported  amounts and 

disclosures in an entity’s financial statements. The auditor is responsible for obtaining reasonable 
assurance that the financial statements, taken as a whole, are free from material misstatement, 

whether caused by fraud or error. In conducting an audit of financial statements, the auditor takes 

into account the applicable legal and regulatory framework. If the auditor concludes that the non -

compliance has a material effect on the financial statements, and has not been adequately reflected 

in the financial statements, the auditor shall express a qualified or adverse opinion on the financial 

statements.  

 Further, the auditor is required to report under clause (vii)(a) of Para 3 of CARO, 2016 whether the 

company is regular in depositing undisputed statutory dues including provident fund, employees' 
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state insurance, income-tax, sales-tax, service tax, duty of customs, duty of excise, value added 

tax, cess and any other statutory dues to the appropriate authorities and if not, the extent of the 

arrears of outstanding statutory dues as on 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 by the auditor.  

 In the instant case, even though accrual principles have been followed, disclosure of non-payment 

is necessary. The auditor should disclose the fact of non-payment of rupees 6.50 lakhs in his report. 

(d)  Audit Plan to locate the Abnormal Wastage of Raw Material:  To locate the reasons for the 

abnormal wastage, the auditor should first of all assess the general requirements as under:  

(i) Procure a list of raw materials, showing the names and detailed characteristics of each raw 

material. 

(ii) Obtain the standard consumption figures, and ascertain the basis according to  which normal 

wastage figures have been worked out.  Examine the break-up of a normal wastage into that 

in process, storage and handling stages. Also obtain control reports, if any, in respect of 

manufacturing costs with reference to predetermined standards. 

(iii) Examine the various records maintained for recording separately the various lots purchased 

and identification of each lot with actual material consumption and for ascertaining actual 

wastage figures therein. 

(iv) Obtain reports of Preventive Maintenance Programme of machinery to ensure that the quality 

of goods manufacture is not of sub-standard nature or leads to high scrappage work. 

(v) Assess whether personnel employed are properly trained and working efficiently.  

(vi) See whether quality control techniques have been consistent or have undergone any change. 

(vii) Examine inventory plans and procedures in report of transportation storage efficiency, 

deterioration, pilferage and whether the same are audited regularly.  

(viii) Examine whether the basis adopted for calculating wastage for September is the same as 

was adopted for the other three months. 

(ix) Obtain a statement showing break up of wastage figures in storage, handling and process for 

the four months under reference and compare the results of the analysis for each of the four 

months. 

 In addition, some specific reasons for abnormal wastage in process may be considered by the 

auditor are as under: 

(i) Examine laboratory reports and inspection reports to find out if raw materials purchased we re 

of a poor quality or were of sub-standard quality.  This will be most useful if it is possible to 

identify the wastage out of each lot that has been purchased. 

(ii) Machine breakdown, power failure, etc. may also result into loss of materials in process .  

Check the machine utilisation statements. 

(iii) A high rate of rejections in the finished lots may also be responsible for abnormal wastage; 

therefore, examine the inspectors’ reports in respect of inspection carried out on the 
completion of each stage of work or process. 

(iv) It is possible that the wastage may have occurred because the particular lot out of which 

issues were made was lying in the store for a long time, leading to deterioration in quality or 

because of a change in the weather which may have led to the deterioration.  Compare the 

wastage figures.  

(v) Abnormal wastage in storage and handling may arise due to the following reasons:  

(1) Write offs on account of reconciliation of physical and book inventories:  In case of 

periodical physical inventory taking, such write offs will be reflected only in the month 

such reconciliation takes place. 
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(2) Accidental, theft or fire losses in storage: The auditor should examine the possibility of 

these for the purpose. 

(vi) Examine whether any new production line was taken up during the month in respect of which 

standard input-output ratio is yet to be set-up. 

OR 

 The Internal Audit Programme in connection with Plant and Machinery and Tools and dies 

may be on the following lines: 

(i) Internal Control Aspects: The following may be incorporated in the audit programme to 

check the internal control aspects- 

(a) Maintaining separate register for hired assets, leased asset and jointly owned assets.  

(b) Maintaining register of fixed asset and reconciling to physical inspection of fixed asset 

and to nominal ledger. 

(c) All movements of assets are accurately recorded. 

(d) Authorisation be obtained for – 

(1) a declaring a fixed asset scrapped. 

(2) selling a fixed asset. 

(e) Check whether additions to fixed asset register are verified and checked by authorised 

person. 

(f) Proper recording of all additions and disposal. 

(g) Examining procedure for the purchase of new fixed assets, including written authority, 

work order, voucher and other relevant evidence. 

(h) Regular review of adequate security arrangements. 

(i) Periodic inspection of assets is done or not. 

(j) Regular review of insurance cover requirements over fixed assets.  

(ii) Assets Register: To review the registers and records of plant, machinery, etc. showing 

clearly the date of purchase of assets, cost price, location, depreciation charged, etc.  

(iii) Cost Report and Journal Register: To review the cost relating to each plant and machinery 

and to verify items which have been capitalised. 

(iv) Code Register: To see that each item of plant and machinery has been given a distinct code 

number to facilitate identification and verify the maintenance of Code Register.  

(v) Physical Verification: To see physical verification has been conducted at frequent intervals. 

(vi) Movement Register: To verify (a) whether  Movement Register for movable equipments and 

(b) log books in case of vehicles, etc. are being maintained properly.  

(vii) Assets Disposal Register: To review whether assets have been disposed off after proper 

technical and financial advice and sales/disposal/retirement, etc. of these assets are 

governed by authorisation, sales memos or other appropriate documents.  

(viii) Spare Parts Register: To examine the maintenance of a separate register of tools, spare 

parts for each plant and machinery. 

(ix) Review of Maintenance: To scrutinise the programme for an actual periodical servicing and 

overhauling of machines and to examine the extent of utilisation of maintenance department 

services. 

(x) Review of Obsolescence: To scrutinise whether expert’s opinion have been obtained from 
time to time to ensure purchase of technically most useful efficient and advanced machinery 

after a thorough study. 
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(xi) Review of R&D: To review R&D activity and ascertain the extent of its re levance to the 

operations of the organisation, maintenance of machinery efficiency and prevention of early 

obsolescence. 

3. (a) Permission for Providing Private Tutorship: As per Clause (11) of Part I of the First Schedule 

to the Chartered Accountants Act, 1949, a Chartered Accountant in practice shall be deemed to be 

guilty of professional misconduct if he engages in any business or occupation other than the 

profession of chartered accountant unless permitted by the Council so to engage.  

 Further, regulation 190A of the Chartered Accountants Regulation, 1988 provides that a Chartered 

Accountant in practice shall not engage in any other business or occupation other than the 

profession of accountancy except with the permission granted in accordance with a re solution of 

the Council. Such general and specific permission granted is subject to the condition that the direct 

teaching hours devoted to such activities taken together should not exceed 25 hours a week in 

order to be able to undertake attest functions. According to the same there is no specific permission 

from the council would be necessary in the case of private tutorship.  

 In the given case, CA. Raman has started providing private tutorship to Mr. Ratan  along with some 

other aspirants 3 hours in a week, without obtaining specific or prior approval of the Council.  

 On this context, it may be noted that the Council has provided general permission for providing 

such private tutorship subject to the condition that the direct teaching hours devoted to such 

activities taken together should not exceed 25 hours a week. Therefore, CA. Raman would not be 

held guilty of professional misconduct under Clause (11) of Part I of the First Schedule to the 

Chartered Accountants Act, 1949. 

(b)  Steps involved while conducting investigation on behalf of an incoming partner: The general 

approach of the investigating accountant in this type of investigation would be more or less similar, 

irrespective of the nature of business of the firm-manufacturing, trading or rendering a service. 

 Primarily, an incoming partner would be interested to know whether the terms offered to him are 

reasonable having regard to the nature of the business, profit records, capital distribution, personal 

capability of the existing partners, socio-economic setting, etc., and whether he would be capable 

of deriving continuing benefit in the shape of return on capital to be contributed and remuneration 

for services to be rendered, which can be justified by the overall economic conditions prevailing 

and other considerations considering his own personality and achievements. In addition, he would 

be interested to ascertain whether the capital to be contributed by him would be safe and applied 

usefully. 

Broadly, the steps involved are the following: 

(a) Ascertainment of the history of the inception and growth of the firm.  

(b) Study of the provisions of the deed of partnership, particularly for composition of partners, 

their capital contribution, drawing rights, retirement benefits, job allocation, financial 

management, goodwill, etc. 

(c) Scrutiny of the record of profitability of the firm’s business over a suitable number of years, 
with usual adjustments that are necessary in ascertaining the true record of busi ness profits. 

Particular attention should, however, be paid to the nature of partners’ remuneration, which 
may be excessive or inadequate in relation to the nature and profitability of the business, 

qualification and expertise of the partners and such other factors as may be relevant. 

(d) Examination of the asset and liability position to determine the tangible asset backing for the 

partner’s investment, appraisal of the value of intangibles like goodwill, know how, patents, 
etc. impending liabilities including contingent liabilities and those for pending tax assessment. 

In case of firms rendering services, the question of tangible asset backing usually is not 

important, provided the firm’s profit record, business coverage and standing of the partners 
are of the acceptable order. 

(e) Position of orders at hand and the range and quality of clientele should be thoroughly 
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examined, which the firm is presently operating. 

(f) Position and terms of loan finance would call for careful scrutiny to assess its usefulne ss and 

implication for the overall financial position; reason for its absence should be studied.  

(g) It would be interesting to study the composition and quality of key personnel employed by the 

firm and any likelihood of their leaving the organisation in the near future. 

(h) Various important contractual and legal obligations should be ascertained and their nature 

studied. It may be the case that the firm has standing agreement with the employees as 

regards salary and wages, bonus, gratuity and other incidental benefits. Full import of such 

standing agreements would be gauged before a final decision is reached.  

(i) Reasons for the offer of admission to a new partner should be ascertained and it should be 

determined whether the same synchronises with the retirement of any senior partner whose 

association may have had considerable bearing on the firm’s success.  
(j) Appraisal of the record of capital employed and the rate of return. It is necessary to have a 

comparison with alternative business avenues for investments and evaluation of possible 

results on a changed capital and organisation structure, if any, envisaged along with the 

admission of the partner. 

(k) It would be useful to have a first hand knowledge about the specialisation, if any, attained by 

the firm in any of its activities. 

(l) Manner of computation of goodwill on admission as also on retirement, if any, should be 

ascertained. 

(m) Whether any special clause exists in the deed of partnership to allow admission in future of a 

new partner, who may be specified, on concessional terms. 

(n) Whether the incomplete contracts which will be transferred to the reconstituted firm will be a 

liability or a loss. 

 It would always be worthwhile to remember that, in a partnership, personal considerations count 

predominantly over other considerations and assessment of standing of the firm, standing and 

reliability of other partners, their personal reputation and the goodwill enjoyed by the 

products/services are important. 

 On the basis of the broad frame of considerations as given above, the investigating accountant 

should devise his own considerations in each case which may be quite diverse. Additional 

considerations may come up in the case of service-rendering firms where profit and business 

record, goodwill of the firm and of individual partners would assume greater significance.  

 Again, in the case of industrial firms, the network of customers, their scatter, size, etc., would be 

relevant for consideration. 

(c) When the Parent’s Auditor is also the Auditor of all its Components: While drafting the audit 

report, the auditor should report whether principles and procedures for preparation and 

presentation of consolidated financial statements as laid down in the relevant accounting standards 

have been followed. In case of any departure or deviation, the auditor should make adequate 

disclosure in the audit report so that users of the consolidated financial statements are aware of 

such deviation. Auditor should issue an audit report expressing opinion whether the conso lidated 

financial statements give a true and fair view of the state of affairs of the Group as on balance 

sheet date and as to whether consolidated profit and loss statement gives true and fair view of the 

results of consolidated profit or losses of the Group for the period under audit. Where the 

consolidated financial statements also include a cash flow statement, the auditor should also give 

his opinion on the true and fair view of the cash flows presented by the consolidated cash flow 

statements.  

 When the Parent’s Auditor is not the Auditor of all its Components: In a case where the 

parent’s auditor is not the auditor of all the components included in the consolidated financial 
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statements, the auditor of the consolidated financial statements should also  consider the 

requirement of SA 600 “Using the Work of Another Auditor”.  
 As prescribed in SA 706 “Emphasis of Matter Paragraphs and Other Matter Paragraphs in the 

Independent Auditor’s Report”, if the auditor considers it necessary to make reference to t he audit 

of the other auditors, the auditor’s report on the consolidated financial statements should disclose 
clearly the magnitude of the portion of the financial statements audited by the other auditor(s). This 

may be done by stating aggregate rupee amounts or percentages of total assets, revenues and 

cash flows of components included in the consolidated financial statements not audited by the 

parent’s auditor. Total assets, revenues and cash flows not audited by the parent’s auditor should 
be presented before giving effect to permanent and current period consolidation adjustments. 

Reference in the report of the auditor on the consolidated financial statements to the fact that part 

of the audit of the group was made by other auditor(s) is not to be construed as a qualification of 

the opinion but rather as an indication of the divided responsibility between the auditors of the 

parent and its subsidiaries.  

(d) Revenue Recognition: As per AS 9 Revenue Recognition, in a transaction involving the sale of 

goods, performance should be regarded as being achieved when the following conditions have 

been fulfilled: 

(i)  the seller of goods has transferred to the buyer the property in the goods for a price or all 

significant risks and rewards of ownership have been transferred to the buyer and the seller 

retains no effective control of the goods transferred to a degree usually associated with 

ownership; and  

(ii)  no significant uncertainty exists regarding the amount of the consideration that will be derived 

from the sale of the goods. 

 Therefore, revenue from sales transactions should be recognised when the requirements as to 

performance set out above is satisfied, provided that at the time of performance it is not 

unreasonable to expect ultimate collection. If at the time of raising of any claim uncertainty 

regarding collection exist, then revenue recognition should be postponed.  

 In the instant case, the company is engaged in manufacturing and sale of chemical products, and 

made disclosure in accounting policy on recognition of revenue as per AS 1 stating that revenue is 

recognized only when it can be reliably measured and it is reasonable to expect ultimate collection, 

is not correct. As accounting policy disclosed is not covering the aspect of transfer of risk and 

reward for the purpose of revenue recognition. Therefore, auditor should modify the report 

accordingly. 

4. (a) Submitting Wrong Information to the Institute: As per Clause (3) of Part II of the Second 

Schedule to the Chartered Accountants Act, 1949, a member of the Institute, whether in practice 

or not, shall be deemed to be guilty of professional misconduct if he includes in any information, 

statement, return or form to be submitted to the Institute, Council or any of its committees, Director 

(Discipline), Board of Discipline, Disciplinary Committee, Quality Review Board or the Appellate 

Authority any particulars knowing them to be false.  

 In the instant case, Mr. P and Mr. Q, partners of M/s PQ & Co., included the name of Mr. R, another 

Chartered Accountant, as partner in their firm, without his knowledge, in their application for 

empanelment as auditor of branches of Public Sector Banks submitted to the Institute. However, 

such a member was not a partner of the said firm as on the date of application submitt ed. Here, 

Mr. P and Mr. Q have submitted wrong information to the Institute.  

 Therefore, Mr. P and Mr. Q, both, would be held guilty of professional misconduct under Clause 

(3) of Part II of the Second Schedule to the Chartered Accountants Act, 1949.  

(b) As per SA 810, “Engagement to Report on Summary Financial Statements” , the auditor shall 

perform the following procedures, and any other procedures that the auditor may consider 

necessary, as the basis for the auditor’s opinion on the summary financial statements:  
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(i)  Evaluate whether the summary financial statements adequately disclose their summarised 

nature and identify the audited financial statements.  

(ii)  When summary financial statements are not accompanied by the audited financial 

statements, evaluate whether they describe clearly:  

(1)  From whom or where the audited financial statements are available; or  

(2)  The law or regulation that specifies that the audited financial statements need not be 
made available to the intended users of the summary financial statements and 
establishes the criteria for the preparation of the summary financial statements.  

(iii)  Evaluate whether the summary financial statements adequately disclose the applied criteria.  

(iv)  Compare the summary financial statements with the related information in the audited 

financial statements to determine whether the summary financial statements agree with or 

can be re-calculated from the related information in the audited financial statements.  

(v)  Evaluate whether the summary financial statements are prepared in accordance with the 

applied criteria.  

(vi) Evaluate, in view of the purpose of the summary financial statements, whether the summary 

financial statements contain the information necessary, and are at an appropriate lev el of 

aggregation, so as not to be misleading in the circumstances.  

(vii)  Evaluate whether the audited financial statements are available to the intended users of the 

summary financial statements without undue difficulty, unless law or regulation provides that 

they need not be made available and establishes the criteria for the preparation of the 

summary financial statements. 

(c) Verification of Re-insurance Outward: The following steps may be taken by the auditor in the 

verification of re-insurance outward: 

(i) The auditor should verify that re-insurance underwriting returns received from the operating 

units regarding premium, claims paid, outstanding claims tally with the audited figures of 

premium, claims paid and outstanding claims. 

(ii) The auditor should check whether the pattern of re-insurance underwriting for outward 

cessions fits within the parameters and guidelines applicable to the relevant year.  

(iii) The auditor should also check whether the cessions have been made as per the stipulation 

applicable to various categories of risk. 

(iv) The auditor should verify whether the cessions have been made as per the agreements 

entered into with various companies. 

(v) It should also be seen whether the outward remittances to foreign re-insurers have been done 

as per the foreign exchange regulations. 

(vi) It should also be seen whether the commission on cession has been calculated as per the 

terms of the agreement with the re-insurers. 

(vii) The auditor should verify the computation of profit commission for various automatic treaty 

arrangements in the light of the periodical accounts rendered and in relation to outstanding 

loss pertaining to the treaty. 

(viii) The auditor should examine whether the cash loss recoveries have been claimed and 

accounted on a regular basis. 

(ix) The auditor should also verify whether the Claims Paid item appears in Outstanding Claims 

list by error. This can be verified at least in respect of major claims.  

(x) He should see whether provisioning for outstanding losses recoverable on cessions have 

been confirmed by the re-insurers and in the case of major claims, documentary support 

should be insisted and verified. 
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(xi) Accounting aspects of the re-insurance cession premium, commission receivable, paid claims 

recovered, and outstanding losses recoverable on cessions have to be checked. 

(xii) The auditor should check percentage pattern of gross to net premium, claims paid and 

outstanding claims to ensure comparative justification. 

(xiii) The auditor should also check that the re-insurers balance on cessions and whether the sub 

ledger balances tallies with the general ledger balances. 

(xiv) The auditor should review the individual accounts to find out whether any balance requires 

provisioning / write off or write back. 

(xv) He should verify whether the balances with re-insurers are supported by necessary 

confirmation obtained from them. 

(xvi) He should verify whether opening outstanding claims not paid during the year find place in 

the closing outstanding claims vis-a-vis the reinsurance inwards outstanding losses 

recoverable on cessions appears in both opening and closing list. If not, the reason for the 

same should be analysed.  

(xvii) Any major event after the Balance Sheet date which might have wider impact with reference 

to subsequent changes regarding the claim recovery both paid and outstanding and also re -

insurance balances will need to be brought out suitably. 

 (d) (i) Automated control as there is inbuilt control for editing of the price master by the authorised 

personnel. 

(ii)  Automated control as system doesn’t allow approval of invoice in case Purchase Order is not 
booked. 

(iii)  IT dependent manual control as Inventory ageing report is pulled out from the system after which 

provision for inventory is manually approved.   

(iv)  Manual control as sign off is required to be done for the invoice before the dispatch of the goods. 

(v)  Automated control as system doesn’t allow goods to be sold if credit limit assigned to the customer 
has been crossed. 

(vi)  Manual control as sign off is required for every change to the credit limit. 

(vii)  IT dependent manual control as ageing report is relied upon for calculation of provisioning for 

debtors. 

(viii)  Automated control as PO, GRN and invoice is matched by the system before recording of the 

invoice to the vendor account. 

(e) Areas to be Examined: The areas covered in comprehensive audit will naturally vary from 

enterprise to enterprise depending on the nature of the enterprise, its objectives and operations. 

Some of the broad areas are listed below- 

 Comparison of overall capital cost of the project with the approved planned costs.  

 Production or operational outputs vis-à-vis under-utilisation of the installed capacity. 

 Systems of project formulation and implementation. 

 Planned rate of return. 

 Cost control measures. 

 Research and development programmes. 

 System of repairs and maintenance. 

 Adequate purchase policies. 
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 Effective and economical procedures. 

 Project planning. 

 Undue waste, unproductive time for men and machines, wasteful utilisation or even non-

utilisation of resources. 

5. (a) Charging Excess Fees: The prescribed scale of fees for the professional assignments done by the 

chartered accountants is recommendatory in nature. Charging an excessive fee for a professional 

assignment does not constitute any misconduct in the context of the provisions of the Chartered 

Accountants Act, 1949 and regulation made thereunder since the matter of fixation of actual fee 

charged in individual cases depends upon the mutual agreement and understanding between the 

member and the client.  

 In the given case, CA. Moksh has charged excess fees compared to the scale of fees 
recommended by the Board as well as duly considered by the Council of ICAI. In this context, it 
may be noted that the scale of fees is the minimum prescribed scale of fees.  

From the above facts and provisions, it may be concluded that CA. Moksh is not liable for any 
misconduct under the Chartered Accountants Act, 1949. Therefore, the contention of MNC Pvt. 
Ltd. is not tenable. 

(b) Applicability of Provisions of Internal Audit: As per section 138 of the Companies Act, 2013, 

following class of companies (prescribed in Rule 13 of Companies (Accounts) Rules, 2014) shall 

be required to appoint an internal auditor or a firm of internal auditors, namely: -  

(A)  every listed company;  

(B)  every unlisted public company having-  

(1)  paid up share capital of fifty crore rupees or more during the preceding financial year; or  

(2)  turnover of two hundred crore rupees or more during the preceding financial year; or  

(3)  outstanding loans or borrowings from banks or public financial institutions exceeding one 

hundred crore rupees or more at any point of time during the preceding financial year; 

or  

(4)  outstanding deposits of twenty five crore rupees or more at any point of time during the 

preceding financial year; and  

(C)  every private company having-  

(1)  turnover of two hundred crore rupees or more during the preceding financial year; or  

(2)  outstanding loans or borrowings from banks or public financial institutions exceeding one 

hundred crore rupees or more at any point of time during the preceding financial year.  

 In the given case, Munch Ltd. is a public company. The company borrowed a loan from a public 

financial institution of Rs. 110 crores during the previous year. At the year end, the loan outstanding 

after being squared up is Rs. 90 crores (Rs. 110 crores - Rs. 20 crores) which is less than the 

minimum prescribed limit of Rs. 100 crores for applicability of internal audit. Although, the 

outstanding loan at previous year end is Rs. 90, it was Rs. 110 crores at some point of time which 

is the requirement of the section (refer Rule 13(B)(3) as mentioned above). 

 Hence, Munch Ltd. has the statutory liability to appoint an Internal Auditor and mandatorily conduct 

internal audit. Consequently, the contention of the management of the company is not tenable.  

(c)  Features of Environmental Audit:  The following are features of environmental audit: 

(i)  Management tool – Environmental audit is generally considered as one of the management 

tool which is a part of internal control system and is mainly used to assess, evaluate and 

manage environmental performance of a company. 

(ii)  Aim of environmental audit – A green audit may be conducted for many purposes, for 
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example, to comply with environmental laws or as a social responsibility measure or to meet 

some certification requirements. But the main and ultimate aim of any environmental audit is 

to evaluate and control the adverse impact of economic activities of an organization on the 

environment. 

(iii) Environmental audit should be distinguished from Environmental Impact Assessment 

(EIA) – EIA is a tool used to predict, evaluate and analyze environmental impacts mostly 

before a project commences. It assesses the potential environmental effects of a proposed 

facility. The essential purpose of an environmental audit is the systematic scrutiny of 

environmental performance throughout a company’s existing operations.  
(iv)  Systematic – Environmental audit is a systematic process that must be carefully planned, 

structured and organized. As it is a part of a long-term process of evaluation and checking, it 

needs to be a repeatable process so that over time, it can be easily used by different teams 

of people in such a way that the results are comparable and can reflect change in both 

quantitative and qualitative terms. 

(v)  Documented – Like any other audit, the base of any environmental auditing is that its findings 

are supported by documents and verifiable information. The audit process is designed in such 

away that it seeks to verify on a sample basis past actions, activities, events and procedures 

with available evidences to ensure that they were carried out according to system’s 
requirements and in a correct manner. 

(vi)  Periodic – Environmental audit is generally conducted at pre-defined intervals. It is a long-

term process.  

(vii)  Objective Evaluation – Though environmental auditing is conducted using pre-decided 

policies, procedures and a proper documented system, there is always an element of 

subjectivity in an audit, particularly if it is conducted internally. In addition to internal 

environmental audits, having independent audit teams that have specialized skill s and who 

come back periodically (say annually) to repeat audits tends to increase objectivity in the 

system. Hence for the sake of objectivity, external environmental audits are preferable. This 

is also required under many certification guidelines (e.g. ISO 14001). 

(viii) Environmental Performance – As mentioned before, the essence of any environmental audit 

is to find out how well the environmental organization, environmental management and 

environmental equipments are performing. The ultimate aim is to ensure that organization’s 
environmental performance meets the goals set in its environmental policy and also to ensure 

compliance with standards and regulatory requirements. 

(d) The main features of a qualified and independent audit committee to be set up under SEBI 

(Listing Obligations and Disclosure Requirements) Regulations, 2015 are as follows: 

1. The Audit Committee shall have minimum three directors as members. Two-thirds of the 

members of audit committee shall be independent directors. 

2.  All members of Audit Committee shall be financially literate and at least one member shall 

have accounting or related financial management expertise. 

 Explanation (i): The term “financially literate” means the ability to read and understand basic 
financial statements i.e. balance sheet, profit and loss account, and statement of cash flows.  

 Explanation (ii): A member will be considered to have accounting or related financial 

management expertise if he or she possesses experience in finance or accounting, or 

requisite professional certification in accounting, or any other comparable experience or 

background which results in the individual’s financial sophistication, including being or having 

been a chief executive officer, chief financial officer or other senior officer with financial 

oversight responsibilities. 

3.  The Chairperson of the Audit Committee shall be an independent director and he shall be 

present at Annual General Meeting to answer shareholder queries. 
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4. The Company Secretary shall act as the secretary to the committee.  

5.  The Audit Committee at its discretion shall invite the finance director or the head of the finance 

function, head of internal audit and a representative of the statutory auditor and any other 

such executives to be present at the meetings of the committee, provided that occasionally, 

the Audit Committee may meet without the presence of any executives of the listed entity.  

(e)  Control System over Selling and Collection of Tickets: In order to achieve proper internal 

control over the sale of tickets and its collection by the Yex Co. Ltd., following system should be 

adopted - 

(i) Printing of tickets: Serially numbered pre-printed tickets should be used and designed in 

such a way that any type of ticket used cannot be duplicated by others in order to avoid 

forgery. Serial numbers should not be repeated during a reasonable period, say a month or 

year depending on the turnover. The separate series of the serial should be used for such 

denomination. 

(ii) Ticket sales: The sale of tickets should take place from the Central ticket office at each of 

the 5 centres, preferably through machines. There should be proper control over the keys of 

the machines. 

(iii) Daily cash reconciliation: Cash collection at each office and machine should be reconciled 

with the number of tickets sold. Serial number of tickets for each entertainment 

activity/denomination will facilitate the reconciliation. 

(iv) Daily banking: Each day’s collection should be deposited in the bank on next working day of 
the bank. Till that time, the cash should be in the custody of properly authorized person 

preferably in joint custody for which the daily cash in hand report should be signed by the 

authorized persons. 

(v) Entrance ticket: Entrance tickets should be cancelled at the entrance gate when public 

enters the centre. 

(vi) Advance booking: If advance booking of facility is made available, the system should ensure 

that all advance booked tickets are paid for.  

(vii) Discounts and free pass: The discount policy of the Y Co. Ltd. should be such that the 

concessional rates, say, for group booking should be properly authorized and signed forms 

for such authorization should be preserved. 

(viii) Surprise checks: Internal audit system should carry out periodic surprise checks for cash 

counts, daily banking, reconciliation and stock of unsold tickets etc.  

6. (a)  Definition of Key Audit Matters : SA 701 “Communicating Key Audit Matters in the Independent 

Auditor’s Report”, define Key audit matters as matters that, in the auditor’s professional judgment, 
were of most significance in the audit of the financial statements of the current period. Key audit 

matters are selected from matters communicated with those charged with governance.  

 Factors determining Key Audit Matters: As per SA 701 the auditor shall determine, from the 

matters communicated with those charged with governance, those matters that required significant 

auditor attention in performing the audit. In making this determination, the auditor shall take into 

account the following:  

(i)  Areas of higher assessed risk of material misstatement, or significant risks identified in 

accordance with SA 315 Identifying and Assessing the Risks of Material Misstatement through 

Understanding the Entity and Its Environment.  

(ii)  Significant auditor judgments relating to areas in the financial statements that involved 

significant management judgment, including accounting estimates that have been identified 

as having high estimation uncertainty.  

(iii)  The effect on the audit of significant events or transactions that occurred during the period. 
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(b) Power of Tribunal in case Auditor acted in a Fraudulent Manner: As per sub-section (5) of the 

section 140 of the Companies Act, 2013, the Tribunal either suo motu or on an application made 

to it by the Central Government or by any person concerned, if it is satisfied that the auditor of a 

company has, whether directly or indirectly, acted in a fraudulent manner or abetted or colluded in 

any fraud by, or in relation to, the company or its directors or officers, it may, by order, direct the 

company to change its auditors. 

 However, if the application is made by the Central Government and the Tribunal is satisfied that 

any change of the auditor is required, it shall within fifteen days of receipt of such applica tion, make 

an order that he shall not function as an auditor and the Central Government may appoint another 

auditor in his place. 

 It may be noted that an auditor, whether individual or firm, against whom final order has been 

passed by the Tribunal under this section shall not be eligible to be appointed as an auditor of any 

company for a period of five years from the date of passing of the order and the auditor shall also 

be liable for action under section 447 of the said Act.  

 It is hereby clarified that the case of a firm, the liability shall be of the firm and that of every partner 

or partners who acted in a fraudulent manner or abetted or colluded in any fraud by, or in relation 

to, the company or its director or officers. 

(c) Projected Financial Statements -Acceptance of Engagement: As per SAE 3400, “The 

Examination of Prospective Financial Information”, before accepting an engagement to examine 

prospective financial information, the auditor would consider, amongst other things:  

(1) the intended use of the information; 

(2) whether the information will be for general or limited distribution;  

(3) the nature of the assumptions, that is, whether they are best -estimates or hypothetical 

assumptions; 

(4) the elements to be included in the information; and 

(5) the period covered by the information. 

Further, the auditor should not accept, or should withdraw from, an engagement when the 

assumptions are clearly unrealistic or when the auditor believes that the prospective financial 

information will be inappropriate for its intended use. 

 In accordance with SA 210, “Terms of Audit Engagement”, it is necessary that the auditor and the 
client should agree on the terms of the engagement.  

(d) Government Guaranteed Advance: If a government guaranteed advance becomes NPA, then for 

the purpose of income recognition, interest on such advance should not to be taken to income 

unless interest is realized. However, for purpose of asset classification, credit facility backed by 

Central Government Guarantee, though overdue, can be treated as NPA only when the Central 

Government repudiates its guarantee, when invoked.  

 Since the bank has not revoked the guarantee, the question of repudiation does not arise. Hence 

the bank is correct to the extent of not applying the NPA norms for provisioning purpose. But this 

exemption is not available in respect of income recognition norms. Hence the income to the extent 

not recovered should be reversed.  

 The situation would be different if the advance is guaranteed by State Government becau se this 

exception is not applicable for State Government Guaranteed advances, where advance is to be 

considered NPA if it remains overdue for more than 90 days.  

 In case the bank has not invoked the Central Government Guarantee though the amount is overdue 

for long, the reasoning for the same should be taken and duly reported in LFAR.  
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(e) Basic Elements of the Reviewer's Report in case of Quality Review:  The quality review report 

should contain elements relating to audit quality of companies and elements relating to quality 

control framework adopted by the audit firm in conducting audit which are given belwo:  

(A)  Elements relating to audit quality of companies:  

i.  A reference to the description of the scope of the review and the period of review of audit  

firm conducted alongwith existence of limitation(s), if any, on the review conducted with 

reference to the scope as envisaged.  

ii.  A statement indicating the instances of lack of compliance with technical standards and 

other professional and ethical standards. 

iii.  A statement indicating the instances of lack of compliance with relevant laws and 

regulations.  

(B)  Elements relating to quality control framework adopted by the audit firm in conducting 
audit: 

i.  An indication of whether the firm has implemented a system of quality control with 

reference to the quality control standards.  

ii.  A statement indicating that the system of quality control is the responsibility of the 

reviewed firm.  

iii.  An opinion on whether the reviewed firm's system of quality control has been designed 

to meet the requirements of the quality control standards for attestation services and 

whether it was complied with during the period reviewed to provide the reviewer with 

reasonable assurance of complying with technical standards in all material respects.  

iv.  Where the reviewer concludes that a modification in the report is necessary, a 

description of the reasons for modification. The report of the reviewer should also contain 

the suggestions.  

v.  A reference to the preliminary report.  

vi.  An attachment which describes the quality review conducted including an overview and 

information on planning and performing the review.  

Further, the Quality Review Report should be issued on the reviewer's (individual) letterhead 

and signed by the reviewer. The report should be addressed to the Board and should be dated 

as of the date of the conclusion of the review. 
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