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Test Series : April, 2021 

MOCK TEST PAPER -II 

FINAL (NEW) COURSE: GROUP – I 

PAPER – 3: ADVANCED AUDITING AND PROFESSIONAL ETHICS 

All MCQs are compulsory 

Question No. 1 is compulsory. 

Attempt any four questions from the Rest. 

Time Allowed – 3 Hours Maximum Marks – 100 

DIVISION A – MCQs (30 Marks) 

Questions no. (1-10) carry 1 Mark each and Questions no. 11-20 carry 2 Marks each. 

1.  KB Associates a chartered accountant firm has been appointed as an auditor of the company for the 

financial year 2020-21. It consists of two partners CA K & CA B.  CA K is brother of the father of the 

finance director of the company.  CA B is an old friend of the finance director of the company.  

What kind of ethical threat is associated with appointment of KB Associates as an auditor of ABC LTD.? 

(a)  Self Interest Threat. 

(b)  Advocacy Threat. 

(c)  Familiarity Threat. 

(d)  Self-Review Threat. 

2.  The audit team has obtained the following results from the trade receivables circularization of Nemi Co 

for the year ended 31 March 2021. 

Customer Balance as per 

sales ledger 

Balance as per 

customer confirmation 

Comment 

 Rs. Rs.  

AM Co 2,25,000 2,25,000  

AN Co 3,50,000 2,75,000 Invoice raised on 29 March 2021 

AO Co 6,20,000 4,80,000 Payment made on 30 March 2021 

AP Co 5,35,000 5,35,000 A balance of Rs. 45,000 is currently 

being disputed by AP Co. 

AR Co 1,78,000 No reply  

Which of the following statements in relation to the results of the trade receivables circularisation is 

TRUE? 

(a)  No further audit procedures need to be carried out in relation to the outstanding balances with  

AM Co. and AP Co. 

(b)  The difference in relation to AN Co. represents a timing difference and should be agreed to a pre-

year-end invoice. 

(c)  The difference in relation to AO Co. represents a timing difference and should be agreed to pre-

year-end bank statements. 

(d)  Due to the non-reply, the balance with AR Co. cannot be verified and a different customer balance 

should be selected and circularized. 
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3.  Mr. R, (friend of Mr. P) a CA in practice invited Mr. P to set up a ‘Network Firm’ along with 2 more friends. 

All the four auditors agreed to the same and decided to start a network firm by the name M/s RP & Co. 

However, one of the auditors suggested that they cannot use the term ‘& Co.’ and it needs to be changed. 

But Mr. R informed that there is no such Regulation rega rding the firm’s name. Which among the name 

shall be suitable to the newly started ‘Network Firm’, in accordance with the provisions of Chartered 

Accountant Act and Regulation? 

(a)  RP and Co. 

(b)  RP & Associates. 

(c)  RP and Networks.  

(d)  RP & Affiliates. 

4.  AJ Associates a chartered accountant firm is acting as an auditor of the XYZ Ltd. Provisions of the cost 

audit are also applicable to the XYZ Ltd. Two years ago, ABC Associates was appointed as cost auditor 

of the XYZ Ltd. However, this year due to some reason the Cost Auditor firm resigned. The management 

being of the opinion that AJ Associates being the auditor of the company knows everything about the 

company so AJ Associates should be appointed as the cost auditor of the XYZ Ltd for the current year. 

Select the correct statement with respect to the appointment of AJ Associates as the cost auditor of the 

Company? 

(i)  Practicing CA/CWA/CMA can be appointed as cost auditor of the company, so appointment of AJ 

Associates as cost auditor being a company auditor is valid. 

(ii)  Only Practicing CWA/CMA can be appointed as cost auditor of the company, but appointment of 

AJ Associates as cost auditor being a company auditor is invalid.  

(iii)  Company Auditor can be appointed as cost auditor subject to fulfilment of certain conditions as 

specified under section 148 of the Companies Act 2013. 

(iv)  Company Auditor cannot be appointed as cost auditor of the company.  

(a)  (i) and (ii). 

(b)  (ii) and (iv). 

(c)  (ii) and (iii). 

(d)  (i) and (iv). 

5.  During the conduct of audit, it was found that the management has intentionally made material 

misstatements in the several items of the financial statements to deceive the users of the financial 

statements, to reduce the pressures of meeting market expectations and to increase the reputation of 

the company. What would be the implications on the auditor’s report if no adjustments are made to the 

financial statements regarding the misstatements made by the management?  

(a)  The auditor would issue a qualified audit opinion stating that ‘except for’ these matters the financial 

statements are fairly presented. The auditor should also include a ‘Basis for Qualified Opinion’ 

paragraph below the opinion paragraph. 

(b)  The auditor would issue an adverse audit opinion stating that ‘except for’ these matters the financial 

statements are fairly presented. The auditor should also include a ‘Basis for Qualified Opinion’ 

paragraph below the opinion paragraph. 

(c)  The auditor would issue an adverse audit opinion stating that  financial statements ‘do not give a 

true and fair view’. The auditor should also include a ‘Basis for Adverse Opinion’ paragraph below 

the opinion paragraph. 
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(d)  The auditor would issue an adverse audit opinion stating that financial statements ‘do not g ive a 

true and fair view’. The auditor should also include a ‘Basis for Qualified Opinion’ paragraph below 

the opinion paragraph. 

6.  While verifying the salary expense of employees, the auditor has been asked to rely on the values as 

per SAP software and some hard copy reports and documents as the HRMS package (source software) 

has become corrupt during the year and the management is not having any data backup. How should 

the auditor deal with this issue? 

(a)  The auditor should issue a disclaimer of opinion as records are destroyed and he is unable to 

obtain sufficient appropriate audit evidence.  

(b)  The auditor should perform alternative procedures to obtain sufficient and appropriate audit 

evidence before disclaiming the opinion.  

(c)  The auditor should issue an adverse opinion stating that it is deficiency in internal controls.  

(d)  The auditor can rely on the SAP data and there is no need for qualification of report.  

7.  You are the audit manager of Ranker & Co are responsible for the audit work to be managed for the 

fixed assets of the company. Ranker & Co has 5 properties amounting to Rs.11.5 crore. One of the 

important tasks ahead for you is to confirm the ownership of these properties.  

Which of the following would provide the most persuasive evidence of the ownership? 

(a)  To conduct a physical inspection of all the properties located at different areas.  

(b)  To ask the management registration documents of these properties and inspect and verify them.  

(c)  To check whether all the properties are recorded properly in the fixed asset register and 

depreciation has been calculated correctly.  

(d)  Enquire with the management if these properties are insured and review the insurance 

documentation. 

8. ABC Private Limited uses in-house developed application system for Accounting. The auditor observed 

that user ID and password is mandatory to access the application system and felt that this is a good 

control. What type of control is this?  

(a)  IT General Control. 

(b)  Application Control. 

(c)  Detective Control. 

(d)  Preventive Control. 

9.  While examining the computation of Demand and Time liabilities which of the following is to be included 

in liabilities: 

(a)  Part amounts of recoveries from the borrowers in respect of debts considered bad and doubtful of 

recovery. 

(b)  Amounts received in Indian Currency against import bills and held in sundry deposits pending 

receipts of final rates. 

(c)  Net credit balance in branch adjustment accounts including these relating to foreign branches. 

(d)  Margins held and kept in sundry deposits for funded facilities.  

10.  In Case of PSU, Direct Reporting Engagement does not include 

(a)  Performance audits. 

(b)  Compliance audits. 
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(c)  Financial audits. 

(d)  Comprehensive Audit. (10 x 1 = 10 Marks) 

Questions (11-20) carry 2 Marks each 

MCQ 11. -15.  

Integrated Case Scenario 1 

Arogya Pradhan Limited is a public company incorporated in September 2011 with a registered office in 

Chennai. The company is in business of Healthcare services. The company has 151 Ayurvedic clinics and 

303 Ayurvedic pharmacies throughout the country.  

In the previous year, company achieved turnover of Rs. 3,000 crore and had earned the Net Profit of Rs. 25 

crore. The company had borrowed a term loan of Rs. 100 crore from State Bank of India. 

M/s Bright Moon LLP are appointed as statutory Auditors of the company for the year 2019 -20. After 

completing the initial engagement procedures and audit planning, the audit team started with the verificati on 

of Internal Financial Controls of the company. 

While understanding the controls established by the management in the ‘Revenue Process’, the audit team 

observed that there is only one Review Control wherein 20 executives had to prepare the sales invoice and 

Mr. Darshan - Sales Manager, had to review and authorise all the invoices. It was observed that on many 

occasions, Mr. Darshan had more than 1000 invoices to authorise in a single day. Further, he has frequently 

asked 2 senior most executive to review pending invoices and he has relied on them by directly giving his 

authorization on the invoice. It was observed that Mr. Darshan did not take any leave during the entire year. 

It was observed that Mr. Darshan’s performance bonus was linked with number of invoices authorised by him. 

In addition, Mr. Darshan was the sole authority to approve the sales commission and sales discount which 

was to be applied by the customers. 

The audit team has set Rs. 30 crore as materiality based on 1% of Turnover. For selecting the samples,  

Mr. Santosh – Audit Executive, used the below mentioned formula:-  

days 365 *y Materialit

100 * Balance Ledger
 

Mr. Santosh selected 30 samples for the verification of above mentioned “Review Control”. It was observed 

that out of 30 samples, 20 samples had irregularities in invoices which was clearly due to improper functioning 

of review control. The amount of irregularity in 20 invoices amounted to Rs. 4 crore. The auditor still issued 

the clean audit report and took the written representation letter from the management for efficient 

implementation of Internal Financial Controls. 

On the basis of the abovementioned facts, you are required to answer the following MCQs:  

Multiple Choice Questions (5 questions of 2 Marks each): 

11.  Is the Control “Designed” appropriately? 

(a) No, because there are irregularities amounting to Rs. 4 crore in the samples selected by Auditor s. 

(b) No, because Mr. Darshan’s performance bonus is linked with number of invoices authorised. 

(c) No, because there are no leave taken by Mr. Darshan during the entire year.  

(d) Yes. ‘Review Control’ is designed appropriately. 

12. Is the Control “Implemented” effectively? 

(a)  No, because Mr. Darshan delegates his work of review to other executives who are senior in 

experience. 

(b) No, because Mr. Darshan is heavily burdened with excessive work.  
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(c) No, because Mr. Darshan is authorized to finalize sales commission and sales discount. 

(d) Yes. ‘Review Control’ is implemented appropriately. 

13. In the above case, to whom should M/s Bright Moon LLP report first? 

(a) To ROC. 

(b) To Central Government u/s 143(12) of Companies Act, 2013 as the impact in above case is more 

than Rs. 1 crore. 

(c) To Those Charged with Governance. 

(d) To Shareholders as they are the appointing authority. 

14. How samples are to be selected for the purpose of verification of Internal Financial Control?  

(a) Monetary Unit Sampling. 

(b) Sampling based on Materiality. 

(c) Sampling based on probability of default of the control . 

(d) Sampling based on frequency of functioning of control . 

15. In the current scenario, how should M/s Bright Moon LLP report? 

(a)  Clean Report with Other Matter paragraph. 

(b) Clean Report with Emphasis of Matter paragraph. 

(c) Clean Report with reporting in Key Audit Matter. 

(d) Qualified Report (both main report and ICFR report). 

MCQ 16. -20.  

Integrated Case Scenario 2 

Andy & Co; a reputed Chartered Accountants firm is appointed as a statutory auditor of Manava Swaroopam 

Limited. The Company is into manufacturing of copper products. The company has advanced in all its 

endeavours by supplying million Copper units. The company has incorporated another company “Daiva 

Swaroopam Private Limited” by investing 45% in the share capital of the company and at the same time 

having 100% control over the Board of Directors as per the agreement with the majority shareholder. The 

company is listed in the US Stock Exchange but in the process of listing in the Indian Stock Exchanges, 

having a net worth of INR 245 crore. The product is promoted by Ali Baba, as its product Brand Ambassador. 

You are the audit manager in-charge of the audit team this year and your 1st year trainee asks you the 

following questions listed down. He has also noted down some of the questions for you to answer to discuss 

the impact on the planning stage after understanding the entity and its environment:  

• The company is required to appoint the Internal Auditor as per provisions of the Companies Act, 2013 

and the company complied with the same by delegating the duties to an employee, who joined the 

company as 1st year Architect. The audit team is planning to use the work performed by the Internal 

Audit function as the reports given by him are designed in a marvellous fashion. Even the Board of 

Directors are astonished by the design of the Internal Audit report.  

• The company is planning to use the working papers of the previous auditor by demanding the audit 

working papers from him citing the confidentiality clause. The auditor also plans to use the same for 

testing the opening balances during the year. The previous year auditor having been appointed as the 

auditor of subsidiary; the company plans to use his work for verifying the investment balance during the 

year. 
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On the basis of the abovementioned facts, you are required to answer the following MCQs:  

Multiple Choice Questions (5 questions of 2 Marks each): 

16. The engagement partner has requested you to comment upon the usage of work of Internal auditor by 

the engagement team in accordance with relevant Standard on Auditing:  

(a)  As the work done by the internal auditor is marvellously designed and presented the same can be 

considered to the extent the statutory auditor can use it. As the work is highly appreciated even by 

the Board of Directors, the same should be definitely used by Andy & Co.  

(b)  The work done by the Internal Auditor need to be assessed for the sufficiency and should be used 

to avoid the double work. The audit team of Andy & Co need to reduce the unnecessary work as 

the same has been performed by the other auditor. 

(c)  The auditor is required to assess the competence and professional care of the work performed by 

the Internal Auditor. Thus, the auditor Andy & Co needs to reconsider the audit strategy and cannot 

use the work of the Internal Auditor. 

(d)  The work performed by the internal auditor can be used by the External Auditor in this case if the 

architect is not an employee of the company but is in private practice.  

17.  The Trainee asked whether the audit team is to perform any procedures over the investment in Daiva 

Swaroopam Private Limited: 

(a)  The company need to prepare the consolidated financial statements and the same need to be 

audited by the auditor and the auditor needs to consider the financial information and also assess 

regarding the need to use of the work of the component auditor.  

(b)  The auditor needs to perform audit procedures over the balances in investments and transactions 

with its related party. 

(c)  The auditor need not perform any procedures as the investment in Daiva Swaroopam Private 

Limited has already been made in the previous year. 

(d)  Both (a) & (b). 

18  The trainee asked about role of auditor in case the investment in Daiva Swaroopam Privat e Limited is 

increased to 60% in the next year: 

(a)  The auditor need not do any additional procedures compared to this year except for audit 

procedures over the increase in Investment value and its disclosures in the Financial Statements.  

(b)  The auditor should also audit the group consolidated financial statements as the consolidation 

becomes applicable for the company being the investment is raised from 45% to 60%.  

(c)  The auditor needs to audit the subsidiary’s books of accounts to get comfort over the balances in 

the material subsidiary. Thus, the audit strategy will change for verifying the investment.  

(d)  The auditor can either on its own, audit the subsidiary or use the work of another auditor to get 

comfort over the balances in the subsidiary from the next year. 

19.  The company has requested its previous auditor to give back its audit documentation (“working papers”) 

and warned the previous auditor with legal notice to submit them back to the company showing the 

confidentiality clause: 

(a) The previous auditor is bound to return the workpapers as the company has raised the 

confidentiality clause over the audit firm. Thus, the SA – 230 is not applicable in such scenario as 

the original owner itself is requesting to return the working papers.  

(b)  The auditor has a right over its working paper, and he is the owner of the workpapers but he cannot 

give the workpapers to any person even at the request of the company.  
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(c)  The auditor has a right over its working paper, and he is the owner of the workp apers and he may 

give at his discretion make available the workpapers to the company.  

(d)  The auditor has a right over its working papers but the owner of them is the company. He should 

make available the workpapers to the company at its request and SQC-1 mandates the auditor to 

make copies made available to its clients. 

20. The trainee asked you whether the IND AS is applicable to the group or not?  

(a)  Yes, but only Manava Swaroopam Limited need to prepare its financial statements as per the 

Companies (Indian Accounting Standards Rules), 2015. 

(b)  Yes, the Company Manava Swaroopam Limited and its subsidiaries (including associates) need to 

prepare its financial statements as per the Companies (Indian Accounting Standards Rules), 2015.  

(c)  The Company is not required to prepare financial statements as per Companies (Indian Accounting 

Standards Rules), 2015 as the company’s net worth is below 250 crore and is not listed in any 

recognised stock exchange in India. 

(d)  The Company is required to prepare books of accounts as per US GAAP as it is listed in US Stock 

Exchange and get the books audited by the CPA but not the Indian Chartered Accountant.   

(10 x 2 = 20 Marks) 

Division B- Descriptive Questions-70 Marks 

Question No. 1 is compulsory. 

Attempt any four questions from the Rest. 

1. Comment on the following: 

(a)  ANUSHA Associates, Chartered Accountants, conducting the audit of Rishabh Ltd., a listed 

company for the year ended 31st March 2021 is concerned with the auditor's responsibilities relating 

to other information, both financial and non-financial, included in the Company’s annual report. 

While reading other information, ANUSHA Associates considers whether there is a material 

inconsistency between other information and the financial statements. As a basis for the 

consideration the auditor shall evaluate their consistency, compare selected amounts or other 

items in the other information with such amounts or other items in the financial statements.  Guide 

ANUSHA Associates with examples of "Amounts" or "other items" that may be included in the "other 

information" with reference to SA 720. (5 Marks) 

(b) AMRO Limited is availing the services of ABN Private Limited for its payroll operations.  Payroll 

cost accounts for 67% of total cost for AMRO Limited. ABN Limited has provided the type 2 report 

as specified under SA 402 for its description, design and operating effectiveness of control.  

ABN Private Limited has also outsourced a material part of payroll operation M/s RST & Associates 

in such a way that M/s RST & Associates is sub-service organization to AMRO Limited. The Type 

2 report which was provided by ABN Private Limited was based on carve-out method as specified 

under SA 402.  

CA Param while reviewing the unmodified audit report drafted by his assis tant found that, a 

reference has been made to the work done by the service auditor. CA Param hence asked his 

assistant to remove such reference and modify report accordingly.  

Comment whether CA Param is correct in removing the reference of the work done by  service 

auditor? (5 Marks) 

(c)  While verifying the employee records in a company, it was found that a major portion of the labour 

employed was child labour. On questioning the management, the auditor was told that it was 

outside his scope of the financial audit to look into the compliance with other laws. Comment in 

accordance with relevant Standards on Auditing. (4 Marks) 
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2.  (a)  BN Limited is a listed entity having two subsidiaries namely BUS Limited and ROBUS Limited. Both 

the subsidiaries are unlisted and are incorporated in Australia. The consolidated net worth of BN 

Limited and its subsidiaries is Rs. 350 crore (including net worth of BUS Limited and ROBUS 

Limited Rs. 36 crore & Rs. 80 crore respectively) in the immediately preceding year 2019-20. On 

observing this fact, your senior manager advises you to inform the management of BN limited to 

make certain changes in the board of directors of both the subsidiaries, in accordance with the 

LODR regulation 24(1). Comment. (5 Marks) 

(b)  The Property, Plant and Equipment of Peer Ltd. included Rs.39.61 crore of earth removing 

machines of outdated technology which had been retired from active use and had been kept for 

disposal after knock down. These assets appeared at residual value and had been last inspected 

seven years back. As an Auditor, what may be your reporting concern in view of CARO, 2016 on 

matters specified above? (4 Marks) 

(c) Mr. Sudhir, a Chartered Accountant in practice, delivered a speech in the national conference 

organized by the Ministry of Textiles. While delivering the speech, he told to the audience that he 

is a management expert and his firm provides services of taxation and audit at reasonable rates. 

He also requested the audience to approach his firm of chartered accountants for these services 

and at the request of audience he also distributed his business cards and telephone number of his 

firm to those in the audience. Comment with reference to the Chartered Accountants Act, 1949, 

and Schedules thereto. (5 Marks) 

3.  (a) You have been appointed to carry out the audit of Blue Insurance Company Ltd. for the year  

2020-21. In the course of your audit, you observed that the commission paid to agents constituted 

a major expense in operating expenses of the Company. Enumerate the audit concerns that 

address to the assertions required for the Auditor to ensure the continued existence of internal 

control as well as fairness of the amounts in accounting of commission paid to agents.  (4 Marks) 

 (b)  (i) Mr. Shantinath was appointed as an auditor of RST Co. During the course of audit he finds 

that the company has availed an excess ITC of Rs. 40 lakh. Accordingly, he made 

recommendations in Part V of GSTR-9C.  The management of the company refused to pay 

the excess ITC and argued that auditors recommendations are not binding. Comment. 

  (ii)  Mr. Bahubali, made an outward supply of Rs. 4.00 lakh to M/s. S.S. Enterprises on 30 th April, 

2020 on a credit period of 15 days. However, M/s. S.S. Enterprises made the payment to  

Mr. Bahubali after 45 days along with interest for 30 days delayed payment @ 12%. As such, 

Mr. Bahubali received total payment of Rs. 4,04,000/- along with interest. However, while 

filing Form GSTR-3B/ Form GSTR-1, Mr. Bahubali declared his outward supplies at Rs. 4.00 

lakh. Even while filing Form GSTR-9, Mr. Bahubali did not discharge his tax liability. As a GST 

auditor in Form GSTR-9C, what action is recommended by the auditors. Comment. 

(6 Marks) 

(c)  Mr. Dhawal, a practicing CA, is appointed as a Director Simplicitor in Gautam Pvt. Ltd. After three 

year of appointment, Mr. Dhawal resigned as the Director and accepted the Statutory Auditor 

position of the Company. Is Mr. Dhawal right in accepting the auditor position? Comment with 

reference to the Chartered Accountants Act, 1949, and Schedules thereto.  (4 Marks) 

4.  (a)  Mr. Shripal has been appointed as an auditor of ASG Ltd., a NBFC company registered with RBI. 

Mr. Shripal is concerned about whether the format of financial statements prepared by ASG Ltd. is 

as per notification issued by the Ministry of Corporate Affairs (MCA) dated October 11, 2018. The 

notification prescribed the· format in Division III under Schedule III of the Companies Act, 2013 

applicable to NBFCs complying with Ind-AS. Mr. Shripal wants to know the differences in the 

presentation requirements between Division II and Division III of Schedule III of the Companies 

Act, 2013. Help Mr. Shripal. (6 Marks) 
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(b) Mr. Sheetal is appointed as a statutory auditor of Mahi Ltd. Mahi Ltd is required to appoint an 

internal auditor as per statutory provisions given in the Companies Act, 2013 and appointed  

Mr. Kunthu as its internal auditor. The external auditor Mr. Sheetal asked internal auditor to provide 

direct assistance to him regarding evaluating the sufficiency of tests performed and the adequacy 

of disclosures in the financial statements and other matters affecting the auditor’s report . Discuss 

whether Mr. Sheetal, statutory auditor, can ask direct assistance from Mr. Kunthu, internal auditor 

as stated above in view of relevant Standard on Auditing.  (4 Marks) 

(c) CA. Rani is practicing since 2007 in the field of tax audit. Due to her good practical knowledge, she 

was offered editorship of a ‘Tax Audit’ Journal which she accepted. However, she did not take any 

permission from the Council regarding such editorship.  Comment with reference to the Chartered 

Accountants Act, 1949, and Schedules thereto. (4 Marks) 

5.  (a) SSP Bank was engaged in the business of providing Portfolio Management Services to its 

customers, for which it took prior approval from RBI. Your firm has been appointed as the statutory 

auditors of the Bank’s financial statements for the year 2019 -20. Your senior has instructed you to 

verify the transactions of Portfolio Management Services (PMS). While verifying the transactions 

you noticed that the bank has not maintained separate record for PMS transactions from the Bank’s 

own investments. As a statutory auditor what methodology will be adopted by you for verification 

of PMS transactions? (4 Marks) 

(b) During the process of extracting the exception reports,  the auditors noted numerous purchase 

entries without valid purchase orders. In terms of percentage, about 40% of purchases were made 

without valid purchase orders whereas few purchase orders were validated after the actual 

purchase. Also, there was no reconciliation between the goods received and the goods ordered. 

You are required to briefly explain the audit procedures to address the validity of account balance 

level.  (4 Marks) 

(c) RAJUL & Co.” is an Audit Firm having partners “Mr. R”, “Mr. A”, “Mr. J”, “Mr. U” and “Mr. L”, 

Chartered Accountants. “Mr. R”, “Mr. A”, “Mr. J”, “Mr. U” and “Mr. L” are holding appointment as an 

Auditor in 4, 5, 6, 10 and 15 Companies respectively. 

(i) Provide the maximum number of Audits remaining in the name of “RAJUL & Co.” 

(ii) Provide the maximum number of Audits remaining in the name of individual partner i.e.  

“Mr. R”, “Mr. A”, “Mr. J”, “Mr. U” and “Mr. L”. 

(iii) Can RAJUL & Co. accept the appointment as an auditor in 80 private companies having paid-

up share capital less than Rs. 100 crore which has not committed default in filing its financial 

statements under section 137 or annual return under section 92 of the Companies Act with 

the Registrar, 2 small companies and 1 dormant company? 

(iv) Would your answer be different, if out of those 80 private companies, 65 companies are having 

paid-up share capital of Rs. 115 crore each?     (6 Marks) 

6. (a) Sunshine Limited is a public sector undertaking engaged in production of electricity from solar 

power. It had commissioned a new project near Puducherry with a new technology for a cost of Rs. 

4,926 crore. The project had seen delay in commencement and cost overrun. State the matters 

that a Comprehensive Audit by C&AG may cover in reporting on the performance and efficiency of 

this project. (5 Marks) 
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(b) Atishaya Ltd. holds the ownership of 10% of voting power and control over the composition of 

Board of Directors of Neenu Ltd. While planning the statutory audit of Atishaya Ltd., what factors 

would be considered by you as the statutory auditors of Atishaya Ltd for the audit of its consolidated 

financial statements prepared under Ind AS?  (5 Marks) 

(c) While auditing REAL Ltd., you observe certain material financial statement assertions have been 

based on estimates made by the management. As the auditor how do you minimize the risk of 

material misstatements? (4 Marks) 

OR 

 Briefly explain the difference between Peer Review and Quality Review.   (4 Marks) 
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Test Series: April, 2021 

MOCK TEST PAPER - 2 

FINAL (NEW) COURSE: GROUP – I 

PAPER – 3: ADVANCED AUDITING AND PROFESSIONAL ETHICS 

SUGGESTED ANSWERS/HINTS 

DIVISION A - MCQs (30 Marks) 

Questions no. (1-10) carry 1 Mark each and Questions no. 11-20 carry 2 Marks each. 

1. (c)   

2. (b)  

3.  (d)  

4.  (b)   

5.  (c)  

6.  (b)  

7.  (b)  

8.   (d)  

9.  (c)  

10. (c)  

Questions (11-20) carry 2 Marks each 

11.  (b)  

12.   (a)  

13.   (c)  

14. (d)  

15. (d)  

16.  (c)  

17.   (d)  

18.  (a)  

19.  (c)  

20.  (b)  

DIVISION B - DESCRIPTIVE QUESTIONS (70 Marks) 

1. (a) Examples of Amounts or Other Items that May Be Included in the Other Information : As per 

SA 720 “The Auditor’s Responsibility in Relation to Other Information”, the following are 

examples of amounts and other items that may be included in other information. This list is not 

intended to be exhaustive.  

Amounts  

(i) Items in a summary of key financial results, such as net income, earnings per share, 

dividends, sales and other operating revenues, and purchases and operating expenses.  

(ii) Selected operating data, such as income from continuing operations by major operating 

area, or sales by geographical segment or product line.  
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(iii) Special items, such as asset dispositions, litigation provisions, asset impairments, tax 

adjustments, environmental remediation provisions, and restructuring and reorganization 

expenses.  

(iv) Liquidity and capital resource information, such as cash, cash equivalents and marketable 

securities; dividends; and debt, capital lease and minority interest obligations.  

(v) Capital expenditures by segment or division.  

(vi) Amounts involved in, and related financial effects of, off -balance sheet arrangements.  

(vii) Amounts involved in guarantees, contractual obligations, legal or  environmental claims, and 

other contingencies.  

(viii) Financial measures or ratios, such as gross margin, return on average capital employed, 

return on average shareholders’ equity, current ratio, interest coverage ratio and debt ratio. 

Some of these may be directly reconcilable to the financial statements.  

Other Items  

(i) Explanations of critical accounting estimates and related assumptions.  

(ii) Identification of related parties and descriptions of transactions with them.  

(iii) Articulation of the entity’s policies or approach to manage commodity, foreign exchange or 

interest rate risks, such as through the use of forward contracts, interest rate swaps, or 

other financial instruments.  

(iv) Descriptions of the nature of off-balance sheet arrangements.  

(v) Descriptions of guarantees, indemnifications, contractual obligations, litigation or 

environmental liability cases, and other contingencies, including management’s qualitative 

assessments of the entity’s related exposures.  

(vi) Descriptions of changes in legal or regulatory requirements, such as new tax or 

environmental regulations, that have materially impacted the entity’s operations or fiscal 

position, or will have a material impact on the entity’s future financial prospects.  

(vii) Management’s qualitative assessments of the impacts of new financial reporting standards 

that have come into effect during the period, or will come into effect in the following period, 

on the entity’s financial results, financial position and cash flows.  

(viii) General descriptions of the business environment and outlook.  

(ix) Overview of strategy.  

(x) Descriptions of trends in market prices of key commodities or raw materials.  

(xi) Contrasts of supply, demand and regulatory circumstances between geographic regions.  

(xii) Explanations of specific factors influencing the entity’s profitability in specific segments.  

(b) Reporting by the User Auditor: As per SA 402, “Audit Considerations Relating to an Entity 

Using a Service Organisation”, the user auditor shall modify the opinion in the user auditor’s 

report in accordance with SA 705, “Modifications to the Opinion in the Independent Auditor’s 

Report”, if the user auditor is unable to obtain sufficient appropriate audit evidence regarding the  

services provided by the service organisation relevant to the audit of the user entity’s financial 

statements.  

The user auditor shall not refer to the work of a service auditor in the user auditor’s report 

containing an unmodified opinion unless required by law or regulation to do so. If such reference 

is required by law or regulation, the user auditor’s report shall indicate that the reference does 

not diminish the user auditor’s responsibility for the audit opinion.  
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Thus, in view of above, contention of CA. Param in removing reference of the work done by 

service auditor is in order as in case of unmodified audit report , user auditor cannot refer to the 

work done by service auditor.  

(c)  Compliance with Other Laws: As per SA 250, “Consideration of Laws and Regulations in an 

Audit of Financial Statements”, the auditor shall obtain sufficient appropriate audit evidence 

regarding compliance with the provisions of those laws and regulations generally recognised to 

have a direct effect on the determination of material amounts and disclosures in the financial 

statements including tax and labour laws. 

Further, non-compliance with other laws and regulations may result in fines, litigation or other 

consequences for the entity, the costs of which may need to be provided for in the financial 

statements, but are not considered to have a direct effect on the financial statements.  

In the instant case, major portion of the labour employed in the company was child labour. While 

questioning by auditor, reply of the management that it was outside his scope of financial audit to 

look into the compliance with other laws is not acceptable as it may have a material effect on 

financial statements.  

Thus, auditor should ensure the disclosure of above fact and provision for the cos t of fines, 

litigation or other consequences for the entity. In case if the auditor concludes that 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 statement as per SA 705 “Modifications to the Opinion in the Independent Auditor’s 

Report”. 

2. (a)  As per SEBI - LODR Regulation 24(1), at least one independent director on the board of directors 

of the listed entity shall be a director on the board of directors of the unlisted material subsidiary, 

whether incorporated in India or not.  

  For the purpose of Regulation 24(1), notwithstanding anything to the contrary contained in 

Regulation 16, the term ‘material subsidiary’ means a subsidiary, whose income or net worth 

exceeds 20% of the consolidated income or net worth respectively, of the listed entity and its 

subsidiaries in the immediately preceding accounting year. 

  In the given case, the fact that both the subsidiaries are unlisted and incorporated outside India is 

irrelevant. From the above case we have the following details:  

 20% of consolidated net worth of BN Limited = 350*20% = Rs. 70 crore. 

 Net worth of BUS Limited = Rs. 36 crore. 

 Net worth of ROBUS Limited = Rs. 80 crore. 

 Accordingly, it is clear that out of the two subsidiaries, the net worth of only one subsidiary (ie. 

ROBUS Limited) exceeds 20% of the consolidated net worth of BN Limited and all its 

subsidiaries. Therefore, the change in the composition of board of directors needs to be made 

only for ROBUS Limited and not both the subsidiaries.  

 Thus, contention of senior manager regarding change in composition of board of directors in BUS 

Limited is not in order as per Regulation 24(1). However, change in composition of board of 

director is required for ROBUS Limited. 

 Further, as per Regulation 24 (1) of LODR Regulation, 2015 one of the independent directors 

present in the board of director of BN Limited should also be made as a director in the board of 

directors of ROBUS Limited. 
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(b) Disclosure in Audit Report: The auditor is required to specifically include certain matters as per 

CARO, 2016 under section 143 of the Companies Act, 2013.  

 According to clause (i) (a) of CARO, 2016 the auditor has to comment whether the company is 

maintaining proper records showing full particulars, including quantitative details and situation of 

fixed assets; and as per clause (i) (b) whether these fixed assets have been physically verifi ed by 

the management at reasonable intervals; whether any material discrepancies were noticed on 

such verification and if so, whether the same have been properly dealt with in the books of 

account; 

 In the given case, Peer Ltd. has intention to sale its earth removing machines of outdated 

technology which had been retired from active use and had been kept for disposal after knock 

down and these assets are appearing at residual value. Further, inspection of such machines 

(though it is a retired machine, however value is 39.61 crore which is material amount) was done 

seven years back, is not in compliance with CARO, 2016.  

 Hence, this fact needs to be disclosed in the Audit Report as per clause (i) (a) and (b) of 

Paragraph 3 of CARO 2016. 

(c)  Using Designation Other Than a CA and Providing Details of Services Offered:   

Clause (6) of Part I of the First Schedule to the Chartered Accountants Act, 1949 states that a 

Chartered Accountant in practice shall be deemed to be guilty of misconduct if he solicits client s 

or professional work either directly or indirectly by a circular, advertisement, personal 

communication or interview or by any other means. Such a restraint has been put so that the 

members maintain their independence of judgment and may be able to command respect from 

their prospective clients.  

 Section 7 of the Chartered Accountants Act, 1949 read with Clause (7) of Part I of the First 

Schedule to the said Act prohibits advertising of professional attainments or services of a 

member. It also restrains a member from using any designation or expression other than that of a 

chartered accountant in documents through which the professional attainments of the member 

would come to the notice of the public. Under the clause, use of any designation or expression  

other than chartered accountant for a chartered accountant in practice, on professional 

documents, visiting cards, etc. amounts to a misconduct unless it be a degree of a university or a 

title indicating membership of any other professional body recognised by the Central Government 

or the Council. 

 Member may appear on television and films and agree to broadcast in the Radio or give lectures 

at forums and may give their names and describe themselves as Chartered Accountants. Special 

qualifications or specialized knowledge directly relevant to the subject matter of the programme 

may also be given but no reference should be made, in the case of practicing member to the 

name and address or services of his firm. What he may say or write must not be promotional of 

his or his firm but must be an objective professional view of the topic under consideration.  

 Thus, it is improper to use designation "Management Expert" since neither it is a degree of a 

University established by law in India or recognised by the Central Government nor it is a 

recognised professional membership by the Central Government or the Council. Therefore, CA. 

Sudhir is deemed to be guilty of professional misconduct under both Clause (6) and Clause (7) 

as he has used the designation “Management Expert” in his speech and also he has made 

reference to the services provided by his firm of Chartered Accountants at reasonable rates.  

Distribution of cards to audience is also a misconduct in terms of Clause (6).  

3. (a) Commission: The commission is the consideration payable for getting the insurance business. 

The term ‘commission’ is used for the payment of consideration to get Direct business. 

Commission received on amount of premium paid to a re-insurer is termed ‘Commission on 

reinsurance accepted’ and is reduced from the amount of commission expenditure. The internal 
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control with regard to commission is aimed at ensuring that commission is paid in accordance 

with the rules and regulations of the company and in accordance with the agreement with th e 

agent, commission is paid to the agent who brought the business and the legal compliances, for 

example, tax deduction at sources, GST on reverse charge mechanism and provisions of the 

Insurance Act, 1938 have been complied with.  

 Role of Auditor: The auditor should, inter alia, do the following for verification of commission: 

 Ensure that commission/brokerage is not paid in excess of the limits specified by IRDAI  

 Ensure that commission/brokerage is paid as per rates with the agent and rates filed with 

IRDAI  

 Ensure that commission/brokerage is paid to the agent/broker who has solicited the 

business 

 Ensure that the agent/broker is not blacklisted by IRDAI and is not  terminated for fraud etc.  

 Vouch disbursement entries with reference to the disbursement vouchers with copies of 

commission bills and commission statements. 

 Check whether the vouchers are authorised by the officers-in–charge as per rules in force 

and income tax is deducted at source, as applicable. 

 Test check correctness of amounts of commission allowed. 

 Scrutinise agents’ ledger and the balances, examine accounts having debit balances, if any, 

and obtain information on the same. Necessary rectification of accounts and other remedial 

actions have to be considered. 

 Check whether commission outgo for the period under audit been duly accounted.  

 (b)  (i)  The management contention is correct. The auditor has only a recommendatory power, for 

recommendations given by the auditor may or may not be acceptable to the registered 

person. The registered person has the option to accept, reject or partially accept the 

recommended additional tax liability. In line with such recommendations, though not 

explicitly stated anywhere in the relevant Form or GST law – 

 the registered person can choose to make the payment of the additional tax liability in 

full or in part; 

 the registered person can even choose to reject the complete recommendations of the 

auditor and not make the payment at all. 

(ii)  In terms of section 15(2)(d) while computing value of taxable supply the transaction value 

shall include interest or late fee or penalty for delayed payment of any consideration for any 

supply. Since, Mr. Bahubali did not pay tax on interest component, he made violation of 

valuation provisions. Mr. Bahubali was having option to discharge such liability at the time of 

filing of Form GSTR-9, which he did not avail. Therefore, the GST auditor may recommend 

him to discharge such liability at the time of making reconciliation statement in Form GSTR-

9C.   

(c)  As per Clause (4) of Part I of the Second Schedule of the Chartered Accountants Act, 1949, a 

Chartered Accountant in practice is deemed to be guilty of professional misconduct if he 

expresses his opinion on financial statements of any business or enterprise in which he, his firm, 

or a partner in his firm has a substantial interest. 

 Section 141 of the Companies Act, 2013 specifically prohibits a member from auditing the 

accounts of a company in which he is an officer or employee. Although the provisions of the 

aforesaid section are not specifically applicable in the context of audits performed under other 
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statutes, e.g. tax audit, yet the underlying principle of independence of mind is  equally applicable 

in those situations also. Therefore, the Council’s views are clarified in the following situations.  

 As per the clarifications issued by the Council, a member shall not accept the assignment of audit 

of a Company for a period of two years from the date of completion of his tenure as Director, or 

resignation as Director of the said Company. 

 In the instant case, Mr. Dhawal, a practicing CA, is appointed as a Director Simplicitor in Gautam 

Pvt. Ltd. After three year of appointment, Mr. Dhawal resigned as the Director and accepted the 

Statutory Auditor position of the Company. In view of above provisions Mr. Dhawal can accept 

the Directorship of the company as tenure of two years after his resignation is completed.  

 Thus, CA, Dhawal would not be held guilty of professional misconduct under clause 4 of Part 1 of 

Second Schedule of the Chartered Accountants Act, 1949. 

4. (a)  Differences between Division II (Ind- AS- Other than NBFCs) and Division III (Ind- AS- NBFCs) of 

Schedule III: The presentation requirements under Division III for NBFCs are similar to Division II 

(Non NBFC) to a large extent except for the following: 

(i) NBFCs have been allowed to present the items of the balance sheet in order of their 

liquidity which is not allowed to companies required to follow Division II. Additionally, NBFCs 

are required to classify items of the balance sheet into financial and non-financial whereas 

other companies are required to classify the items into current and non-current. 

(ii)  An NBFC is required to separately disclose by way of a note any item of ‘other income’ or 

‘other expenditure’ which exceeds 1 per cent of the total income. Division II, on the other 

hand, requires disclosure for any item of income or expenditure which exceeds 1 per cent  of 

the revenue from operations or Rs.10 lakhs, whichever is higher. 

(iii)  NBFCs are required to separately disclose under ‘receivables’, the debts due from any 

Limited Liability Partnership (LLP) in which its director is a partner or member. 

(iv)  NBFCs are also required to disclose items comprising ‘revenue from operations’ and ‘other 

comprehensive income’ on the face of the Statement of profit and loss instead of showing 

those only as part of the notes. 

(v)  Separate disclosure of trade receivable which have significant increase in credit risk & credit 

impaired 

(vi)  The conditions or restrictions for distribution attached to statutory reserves have to be 

separately disclose in the notes as stipulated by the relevant statute.  

(b)  Direct Assistance from Internal Auditor: As per SA 610 “Using the Work of Internal Auditor”, 

the external auditor shall not use internal auditors to provide direct assistance to perform 

procedures that Involve making significant judgments in the audit.  

 Since the external auditor has sole responsibility for the audit opinion expressed, the external 

auditor needs to make the significant judgments in the audit engagement. 

 Significant judgments include the following: 

 Assessing the risks of material misstatement; 

 Evaluating the sufficiency of tests performed; 

 Evaluating the appropriateness of management’s use of the going concern assumption;  

 Evaluating significant accounting estimates; and 

 Evaluating the adequacy of disclosures in the financial statements, and other matters 

affecting the auditor’s report. 
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 In view of above, Mr. Sheetal cannot ask direct assistance from internal auditors regarding 

evaluating the sufficiency of tests performed and the adequacy of disclosures in the financial 

statements and other matters affecting the auditor’s report.  

(c) Permission from the Council: As per Clause (11) of Part I of First Schedule to the Chartered 

Accountants Act, 1949, a Chartered Accountant in practice will 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.  

However, the Council has granted general permission to the members to engage in certain 

specific occupation. In respect of all other occupations specific permission of the Institute is 

necessary. 

In the instant case, CA. Rani accepted editorship of a journal for which she did not take any 

permission from the Council. In this context, it may be noted that the editorship of professional 

journals is covered under the general permission and specific permission is not required. 

Therefore, CA. Rani shall not be held guilty of professional misconduct in terms of Clause (11) of 

Part I of First Schedule to the Chartered Accountants Act, 1949. 

5.  (a)  Separation of Investment Functions: The auditor needs to examine whether the bank, as 

required by the RBI, is maintaining separate accounts for the investments made by it on their own 

Investment Account, PMS clients’ account, and on behalf of other Constituents  (including 

brokers). As per the RBI guidelines, banks are required to get their investments under PMS 

separately audited by external auditors.  

Thus, in the instant case, SSP Bank is required to prepare separate records for PMS and as per 

RBI guidelines PMS investments need to be audited separately by the external auditors and the 

auditors are required to give a certificate separately for the same. So, in the above case the 

auditor should not verify the PMS transactions and advise the bank to segregate the  PMS 

transactions from its own investments and provide the certificate of external auditor as described 

above. In case SSP Bank does not provide the same the auditor may report accordingly.  

(b)  In the given scenario, the auditors noted numerous purchase entries without valid purchase 

orders during the process of extracting the exception reports. Further, in terms of percentage, 

about 40% of purchases were made without valid purchase orders and also few purchase orders 

were validated after the actual purchase. Also there was no reconciliation between the goods 

received and the goods ordered. 

Audit Procedures: The following procedures may address the validity of the account balance:  

 Make a selection of the purchases, review correspondence with the vendors, purchase 

requisitions (internal document) and reconciliations of their accounts.  

 Review Vendor listing along with the ageing details. Follow up the material amounts paid 

before the normal credit period and analyse the reasons for exceptions.  

 Meet with the company's Purchase officer and obtain responses to our inquiries regarding 

the purchases made without purchase orders. 

 Discuss the summary of such issues with the client. 

(c)  In the instant case, Mr. R is holding appointment in 4 companies, Mr. A is holding appointment in 

5 companies, Mr. J is holding appointment in 6 companies, whereas Mr. U is having appointment 

in 10 Companies and Mr. L is having appointment in 15 Companies. In aggregate all five partners 

are having 40 audits.  

 Provisions and Explanations: As per section 141(3)(g) of the Companies Act, 2013, a person 

shall not be eligible for appointment as an auditor if he is in full time employment elsewhere or a 

person or a partner of a firm holding appointment as its auditor, if such person or partner is at the 
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date of such appointment or reappointment holding appointment as auditor of more than twenty 

companies other than one person companies, dormant companies, small companies and private 

companies having paid-up share capital less than Rs. 100 crore (private company which has not 

committed a default in filing its financial statements under section 137 of the said Act or annual 

return under section 92 of the said Act with the Registrar). 

 As per section 141(3)(g), this limit of 20 company audits is per person. In the case of an audit 

firm having 5 partners, the overall ceiling will be 5 × 20 = 100 company audits. Some times, a 

Chartered Accountant is a partner in a number of auditing firms. In such a case, all the firms in 

which he is partner or proprietor will be together entitled to 20 company audits on his account.  

 Conclusion: 

(i)  Therefore, RAJUL & Co. can hold appointment as an auditor of 60 more companies:  

 Total Number of Audits available to the Firm  = 20*5              = 100 

 Number of Audits already taken by all the partners 

 In their individual capacity    = 4+5+6+10+15   = 40 

 Remaining number of Audits available to the Firm     = 60 

(ii)  With reference to above provisions, an auditor can hold more appointment as auditor = 

ceiling limit as per section 141(3)(g)- already holding appointments as an auditor. Hence (1) 

Mr. R can hold: 20 - 4  = 16 more audits. (2) Mr. A can hold: 20 - 5 = 15 more audits. (3) Mr. 

J can hold: 20 - 6 = 14 more audits. (4) Mr. U can hold 20-10 = 10 more audits and (5) Mr. L 

can hold 20-15 = 5 more audits. 

(iii) In view of above discussed provisions, RAJUL & Co. can hold appointment as an auditor in 

all the 80 private companies having paid-up share capital less than Rs. 100 crore (private 

company which has not committed a default in filing its financial statements under section 

137 of the said Act or annual return under section 92 of the said Act with the Registrar), 2 

small companies and 1 dormant company as these are excluded from the ceiling limit of 

company audits given under section 141(3)(g) of the Companies Act, 2013.  

(iv) As per fact of the case, RAJUL & Co. is already having 40 company audits and they can 

accept only 60 more company audits. In addition, they can also conduct the audit of one 

person companies, small companies, dormant companies and private companies having 

paid up share capital less than Rs. 100 crores (private company which has not committed a 

default in filing its financial statements under section 137 of the said Act or annual return 

under section 92 of the said Act with the Registrar) . In the given case, out of the 80 private 

companies RAJUL & Co. is being offered, 65 companies have paid-up share capital of Rs. 

115 crore each.  

 Therefore, RAJUL & Co. can accept the appointment as an auditor for 2 small companies, 1 

dormant company, 15 private companies having paid-up share capital less than  

Rs. 100 crore (private company which has not committed a default in filing its financial 

statements under section 137 of the said Act or annual return under section 92 of the said 

Act with the Registrar.”) and 60 private companies having paid-up share capital of Rs. 115 

crore each in addition to above 40 company audits already held.  

6. (a) Matters covered in Reporting in case of Comprehensive Audit are: To facilitate a proper 

consideration, the reports of the C&AG on the audit of PSUs are presented to the Parliament in 

several parts consisting of results of comprehensive appraisals of selected undertakings 

conducted by the Audit Board etc. Some of the issues examined in comprehensive audit are:  

(i) How does the overall capital cost of the project compare with the approved planned costs? 

Were there any substantial increases and, if so, what are these and whether there is 

evidence of extravagance or unnecessary expenditure? 
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(ii) Have the accepted production or operational outputs been achieved? Has there been under -

utilization of installed capacity or shortfall in performance and, if so, what ha s caused it? 

(iii) Has the planned rate of return been achieved? 

(iv) Are the systems of project formulation and execution sound? Are there inadequacies? What 

has been the effect on the gestation period and capital cost?  

(v) Are cost control measures adequate and are there inefficiencies, wastages in raw materials 

consumption, etc.? 

(vi) Are the purchase policies adequate? Or have they led to piling up of inventory resulting in 

redundancy in stores and spares? 

(vii) Does the enterprise have research and development programmes ? What has been the 

performance in adopting new processes, technologies, improving profits and in reducing 

costs through technological progress? 

(viii) If the enterprise has an adequate system of repairs and maintenance? 

(xi) Are procedures effective and economical? 

(x)  Is there any poor or insufficient or inefficient project planning? 

(b) 10% Voting Power and Control over the composition of Board of Directors:  In this case, 

Atishaya Ltd. holds only 10 percent of the voting power but has control over the composition of 

the Board of Directors of Neenu Ltd.  

 In such a case, Atishaya Ltd shall be considered as a parent of Neenu Ltd and, therefore, it 

would consolidate Neenu Ltd in its consolidated financial statements as a subsidiary.   

 The auditor should verify Atishaya Ltd’s management’s assessment of having control in Neenu 

Ltd despite having only 10% voting power as per the requirements of Ind AS 110. Auditor would 

need to verify as to how Atishaya Ltd controls the composition of the Board of Directors or 

corresponding governing body of Neenu Ltd.  

 There can be various means by which such kind of control can be established. In this regard, the 

auditor may verify the minutes of Board meetings, shareholder agreement entered into by the 

parent, agreements with Neenu Ltd to which the parent might have provided any technology or 

know how, enforcement of statute, etc.  

 Further, the auditor should verify that the adjustments warranted by Ind AS 110 have b een made 

wherever required and have been properly authorised by the management of the parent. The 

preparation of consolidated financial statements gives rise to permanent consolidation 

adjustments and current period consolidation adjustments. The auditor should make plan, among 

other things, for the understanding of accounting policies of the Atishaya Ltd and Neenu Ltd and 

determining and programming the nature, timing, and extent of the audit procedures to be 

performed etc. 

 Further, the duties of an auditor with regard to reporting of transactions with any other related 

parties are given in SA 550 on Related Parties. As per SA 550 on, “Related Parties”, the auditor 

should review information provided by the management of the entity identifying the names of all 

known related parties. A person or other entity that has control or significant influence, directly or 

indirectly through one or more intermediaries, over the reporting entity are considered as Related 

Party. 

 In forming an opinion on the financial statements, the auditor shall evaluate whether the identified 

related party relationships and transactions have been appropriately accounted for and disclosed 

in accordance with Ind AS 110 and Schedule III and whether the effects of the related party 

relationships and transactions prevent the financial statements from achieving true and fair 
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presentation (for fair presentation frameworks) or cause the financial statements to be misleading 

(for compliance frameworks). 

(c) As per SA 540 “Auditing Accounting Estimates, Including Fair Value Accounting Estimates, 

and Related Disclosures”, the auditor shall obtain an understanding of the following in order to 

provide a basis for the identification and assessment of the risks of material misstatements for 

accounting estimates: 

(i) The requirements of the applicable financial reporting framework relevant to the accounting 

estimates, including related disclosures. 

(ii) How Management identifies those transactions, events and conditions that may give rise to 

the need for accounting estimates to be recognised or disclosed, in the financial statements. 

In obtaining this understanding, the auditor shall make inquiries of management about 

changes in circumstances that may give rise to new, or the need to revise existing, 

accounting estimates. 

(iii) The estimation making process adopted by the management including- 

(1) The method, including where applicable the model, used in making the accounting 

estimates.  

(2) Relevant controls. 

(3) Whether management has used an expert? 

(4) The assumption underlying the accounting estimates. 

(5) Whether there has been or ought to have been a change from the prior period in the 

methods for making the accounting estimates, and if so, why; and  

(6) Whether and, if so, how the management has assessed the effect of estimation 

uncertainty. 

Or 

 Difference Between Peer Review and Quality Review: Peer review is a review of the systems 

and procedures of an audit firm.  Although sample audit files are inspected by the peer reviewer, 

it is done for the purpose of testing the effectiveness of the systems and procedures. The 

intention is to not to find faults but to help the firm develop effective systems. It is a kind of 

mentoring process. Peer review is a part of the activities of ICAI aimed at improving the quality of 

service.  

 In contrast, a quality review is supposed to act as a deterrent.  Quality Review Board (QRB) is 

constituted by the Central Government and is independent of ICAI. As per Section 28A of the 

Chartered Accountant’s Act, the Central Government has the authority  to constitute a Quality 

Review Board. QRB carries out supervisory and disciplinary functions. A quality review normally 

pertains to one particular audit conducted by an audit firm. The main objective quality review is to 

find errors or inadequacies, if any, committed by the auditor while conducting the audit. Serious 

errors detected in quality review lead to disciplinary action against the member.      
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