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Test Series : September, 2015 

MOCK TEST PAPER – 1 

FINAL COURSE: GROUP – I  

PAPER – 3: ADVANCED AUDITING AND PROFESSIONAL ETHICS 

SUGGESTED ANSWERS/HINTS 
1. (a) Evaluation of Specific Work Done by Internal Auditor: The statutory auditor 

should as a part of his audit, carryout general evaluation of the internal audit 
function to determine the extent to which he can place reliance upon the work of the 
internal auditor.  

 As per SA 610 “Using the Work of Internal Auditors”, in order for the external auditor 
to use specific work of the internal auditors, the external auditor shall evaluate and 
perform audit procedures on that work to determine its adequacy for the external 
auditor’s purposes. The external auditor shall evaluate whether- 
(i) The work was performed by internal auditors having adequate technical 

training and proficiency; 
(ii) The work was properly supervised, reviewed and documented; 
(iii) Adequate audit evidence has been obtained to enable the internal auditors to 

draw reasonable conclusions; 
(iv) Conclusions reached are appropriate in the circumstances and any reports 

prepared by the internal auditors are consistent with the results of the work 
performed; and 

(v) Any exceptions or unusual matters disclosed by the internal auditors are 
properly resolved. 

 Irrespective of the degree of autonomy and objectivity of the internal audit function, 
such function is not independent of the entity as is required of the external auditor 
when expressing an opinion on financial statements. The external auditor has sole 
responsibility for the audit opinion expressed, and that responsibility is not reduced 
by the external auditor’s use of the work of the internal auditors. 

(b) Projected Financial Statements: The answer is divided into two parts i.e. (i) the 
things to be considered before accepting the engagement and (ii) audit evidence to 
be obtained for reporting on projected financial statements. 
(i) 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; 
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(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.  

(ii) Audit evidence to be obtained for Reporting on Projected Financial 
Statements: The auditor should document matters, which are important in 
providing evidence to support his report on examination of prospective 
financial information, and evidence that such examination was carried out.  

 The audit evidence in form of working papers will include: 
(1)  the sources of information,  
(2) basis of forecasts,  
(3) the assumptions made in arriving the forecasts,  
(4) hypothetical assumptions, evidence supporting the assumptions,  
(5)  management representations regarding the intended use and distribution 

of the information, completeness of material assumptions, 
(6) management’s acceptance of its responsibility for the information,  
(7) audit plan, 
(8) the nature, timing and extent of examination procedures performed, and,  
(9) in case the auditor expresses a modified opinion or withdraws from the 

engagement, the reasons forming the basis of such decision. 
(c) AS 18 “Related Party Disclosures” exempts parties being defined on the basis of 

significant influence in respect of providers of finance; trade unions; public utilities; 
etc. by virtue of only of those dealings. If an enterprise is completely dependent on 
an electricity distribution company because of monopoly in that region, but other 
than for this reason neither enterprises exercise control/significant influence, none 
of the transactions between them would be related party transactions for AS 18 
purposes.  
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 If a particular enterprise exercises control/significant influence on an electricity 
distribution company, for example, Colada Ltd. holds 35% equity of Rajasthan 
Electricity Ltd. (monopoly electricity distribution company) or vice-versa, all 
transactions (including the supply of electricity) between Colada Ltd. and Rajasthan 
Electricity Ltd. will be related party transactions and disclosure is necessary for the 
same as per AS 18.  

 Similarly, a provider of finance is not a related party by virtue of providing finance, 
however if the lender in addition to providing finance also holds equity of more than 
20% in an enterprise, then it would be deemed to be exercising significant influence 
on that enterprise unless demonstrated otherwise. 

 Based on the above cited provisions of AS 18, Colada Ltd. should disclose about 
Rajasthan Electricity Ltd. 

(d) As per Para 11 of AS-15 on “Employee Benefits”, issued by the Institute of 
Chartered Accountants of India,  an enterprise should recognise the expected cost 
of short-term employee benefits in the form of compensated absences in the case of 
accumulating compensated absences, when the employees render service that 
increases their entitlement to future compensated absences. 
Since the company obtained actuarial valuation for leave encashment, it is obvious 
that the compensated absences are accumulating in nature. An enterprise should 
measure the expected cost of accumulating compensated absences as the 
additional amount that the enterprise expects to pay as a result of the unused 
entitlement that has accumulated at the balance sheet date. 

 Here, XYZ Ltd. shall accumulate the amount of leave encashment benefits as it is 
the liability of the company to provide 12% PF on amount of leave encashment. 
Hence, the contention of the auditor is correct that full provision should be provided 
by the company. 

2. (a)  Circulating Information Contained in Own Website: As per clause (6) of Part I of 
the First Schedule to the Chartered Accountants Act, 1949, a Chartered Accountant 
in practice is deemed to be guilty of professional misconduct if he solicits clients or 
professional work either directly or indirectly by circular, advertisement, personal 
communication or interview or by any other means.  

 However, the guidelines approved by the Council of the Institute of Chartered 
Accountants of India permit creation of own website by a chartered accountant in 
his or his firm name and no standard format or restriction on colours is there. The 
chartered accountant or firm, as per the guidelines, should ensure that none of the 
information contained in the website be circulated on their own or through E-mail or 
by any other mode except on a specific “Pull” request. 
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 Further, members are not required to intimate the Website address to the Institute. 
Members are only required to comply with the Website Guidelines issued by the 
Institute in this regard. 

 In the given case, Mr. Brilliant has circulated the information contained in the 
website through E-mail to public at large. Therefore, he is guilty of professional 
misconduct under clause (6) of Part I of the First Schedule to the said Act. However, 
there is no such misconduct for not intimating website address to the Institute. 

(b) Engaging into a Business: As per clause (11) of Part I of First Schedule to the 
Chartered Accountants Act, 1949, a Chartered Accountant in practice is 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 this case, CA. Raj is engaged in the occupation of trading in commodity 
derivatives which is not covered under the general permission. 

 Hence, specific permission of the Institute has to be obtained otherwise he will be 
deemed to be guilty of professional misconduct under clause (11) of Part I of First 
Schedule of Chartered Accountants Act, 1949. 

(c)  Maintenance of Books of Account by a CA in Practice: Chapter V of the Council 
General Guidelines, 2008 specifies that a member of the Institute in practice or the 
firm of Chartered Accountants of which he is a partner, shall maintain and keep in 
respect of his/its professional practice, proper books of accounts including the 
following- 
(i)  a Cash Book 
(ii)  a Ledger   

 Thus, a Chartered Accountant in practice is required to maintain proper books of 
accounts.  

 In the instant case, CA. Elegant does not maintain proper books of accounts and 
writes the fees received from various clients in notes in his mobile. Notes 
maintained by him in mobile cannot be treated as books of accounts. 

 Hence, CA. Elegant, being a practicing Chartered Accountant will be held guilty of 
misconduct for violation of Council General Guidelines, 2008. 

(d)  Issuing Certificate without having Certificate of Practice: As per Clause (1) of 
Part II of 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 
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misconduct, if he contravenes any of the provisions of this Act or the regulations 
made thereunder or any guidelines issued by the Council. 

 This clause requires every member of the Institute to act within the framework of the 
Chartered Accountants Act and the Regulations made thereunder. Any violation 
either of the Act or the Regulations by a member would amount to misconduct. 

 In the given case, CA. Vineet has issued a certificate in respect of a consumption 
statement of raw material to the manager of ZedEx (P) Ltd., as a Chartered 
Accountant in practice when he had not even applied for the CoP to the Institute, 
thereby contravening the provisions of section 6 of the Chartered Accountants Act, 
1949. 

 Therefore, CA. Vineet will be held guilty of professional misconduct in terms of 
clause (1) of Part II of Second Schedule to the Chartered Accountants Act, 1949 for 
contravention of provisions of this Act. 

3. (a) Expiration of Appointment Tenure: Section 139(2) of the Companies Act, 2013 
provides that as on the date of appointment, no audit firm having a common partner 
or partners to the other audit firm, whose tenure has expired in a company 
immediately preceding the financial year, shall be appointed as auditor of the same 
company for a period of five years. 

 In the given case, CA. John resigned from M/s JK & Associates where he was 
leading in-charge of the audit of Pinaco Ltd. for 10 years and joined  
M/s KL & Associates. The tenure of M/s JK & Associates has also been expired in 
Pinaco Ltd. immediately preceding the financial year i.e. the firm shall not be eligible 
for re-appointment as auditor in the same company for five years from the 
completion of such term.  

 Therefore, M/s KL & Associates will be disqualified to be appointed as auditor of 
Pinaco Ltd. for next five financial years as CA. John was the partner of  
M/s JK & Associates whose tenure in Pinaco Ltd. has expired. 

(b) Appointment of Relative of Director as an Auditor: Section 141 of the 
Companies Act, 2013 deals with the eligibility, qualifications and disqualifications of 
Auditors. Sub-section (3)(f) of the section 141 of the Act, explicitly disqualifies a 
person from being appointed as an auditor of a company whose relative is a director 
or is in employment of the company as a director or key managerial personnel. 
Further, the definition of the term “relative”, as defined under the Companies Act, 
2013, includes son’s wife i.e. daughter-in-law. 

 Further, as per Council Guidelines 2008, a member of the Institute shall desist from 
expressing his opinion on financial statements of any business or enterprise in 
which one or more persons who are his relatives within the meaning of AS 18 have, 
either by way of themselves or in conjunction with such members, a substantial 
interest in the said business or enterprise. Therefore, if the director has substantial 
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interest in the company then his relative should not accept the appointment of 
auditor of that company.  

 In the instant case, Mr. Robert is the director of Alliance Ltd. and holding  
25% shares of the company. Further, CA. Stephny is his son’s wife i.e. a relative 
according to the definition of “relative” given under the Companies Act, 2013. 
Therefore, she should not accept the appointment as an auditor of that company. If 
she accepts such appointment, she would be guilty of professional misconduct and 
would also be liable for punishment for contravention of the provisions of the 
Companies Act. 

(c) Difference between Control Accounts and Subsidiary Records: The huge 
differences found between control accounts and subsidiary records in the books of  
ABC Ltd. indicates that there may be material misstatements requiring detailed 
examination by the auditor to ascertain the cause. The contention of Chief 
Accountant cannot be accepted simply because the company has done huge 
volume of business.  Such a phenomenon indicates that recording of transactions is 
not being done properly or the accounting system in the company which might have 
several branches spread over the country fails to capture all transactions in time. It 
would also be interesting to see whether it is a recurring phenomenon or such 
reconciliation could not be done at a subsequent date. Having regard to all these 
circumstances, it appears from the facts of the case that these differences indicate 
the possibility of some kind of material misstatements.   

 As per SA 240, “The Auditor’s Responsibilities relating to Fraud in an Audit of 
Financial Statements”, when the auditor identifies a misstatement, the auditor shall 
evaluate whether such a misstatement is indicative of fraud. If there is such an 
indication, the auditor shall evaluate the implications of the misstatement in relation 
to other aspects of the audit, particularly the reliability of management 
representations, recognizing that an instance of fraud is unlikely to be an isolated 
occurrence. When the auditor confirms that, or is unable to conclude whether, the 
financial statements are materially misstated as a result of fraud, the auditor shall 
evaluate the implications for the audit. 

 Further, as per section 143(12) of the Companies Act, 2013, if an auditor of a 
company, in the course of the performance of his duties as auditor, has reason to 
believe that an offence involving fraud is being or has been committed against the 
company by officers or employees of the company, he shall immediately report the 
matter to the Central Government within 60 days of his knowledge and after 
following the prescribed procedure. 

 The auditor is also required to comment under clause (xii) of Para 3 of CARO, 2015 
whether any fraud on or by the company has been noticed or reported during the 
year. If yes, the nature and the amount involved is to be indicated. 
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(d) Changes to Evidence Evaluation: With increasing complexity of computer 
systems and control technology, it is becoming more and more difficult for the 
auditors to evaluate the consequences of strength and weaknesses of control 
mechanism for placing overall reliability on the system.  

 Auditors need to understand- 
(i) whether a control is functioning reliably or multi functioning, 
(ii) traceability of control strength and weakness through the system. In a shared 

data environment a single input transaction may update multiple data item 
used by diverse, physically disparate user, which may be difficult to 
understand. 

 Consequences of errors in a computer system are a serious matter as errors in 
computer system tend to be deterministic, i.e., an erroneous program will always 
execute data incorrectly. Moreover, the errors are generated at high speed and the 
cost and effort to correct and rerun program may be high. Errors in computer 
program can involve extensive redesign and reprogramming. Thus, internal controls 
that ensure high quality computer systems should be designed implemented and 
operated upon. The auditors must ensure that these control are sufficient to 
maintain assets safeguarding, data integrity, system effectiveness and system 
efficiency and that they are in position and functioning. 

4. (a) Applicability of CARO, 2015: The CARO, 2015 specifically exempts a private 
limited company with a paid up capital and reserves not more than Rs. 50 lakh and 
which does not have loan outstanding exceeding Rs. 25 lakh from any bank or 
financial institution and does not have a turnover exceeding Rs. 5 crore at any point 
of time during the financial year. 

 In the case of Astha Pvt. Ltd., it has paid capital of Rs. 40 lakh i.e. less than  
Rs. 50 lakh, turnover is Rs. 4.75 crore i.e. less than Rs. 5 crore since excise duty is 
not taken into account if it is credited separately to excise duty account. However, it 
has outstanding loan of Rs. 30 lakh (Rs. 15 lakh + Rs. 15 lakh) collectively from 
bank and financial institution.  

 Therefore, it fails to fulfill the condition relating to outstanding loan. Thus,  
CARO, 2015 will be applicable to Astha Pvt. Ltd. accordingly. 

(b) Reporting Under CARO, 2015 
(i) Utilisation of Term Loans: According to clause (xi) of Para 3 of CARO, 2015, 

the auditor is required to comment whether term loans were applied for the 
purpose for which the loans were obtained. 
The auditor should examine the terms and conditions of the term loan with the 
actual utilisation of the loans. If the auditor finds that the fund has not been 
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utilized for the purpose for which they were obtained, the report should state 
the fact. 
In the instant case, term loan taken for the purpose of R&D equipment has 
been utilized for the purchase of car which has no relation with R&D 
equipment.  
Therefore, car though used for R&D Director cannot be considered as R&D 
equipment. The auditor should state the fact in his report that out of the term 
loan taken for R&D equipment, Rs. 15 lakh was not utilised for the purpose of 
acquiring R&D equipment.  

(ii) Physical Verification of Inventory: Clause (ii) of Para 3 of CARO, 2015 
requires the auditor to report on whether physical verification of inventory has 
been conducted at reasonable intervals by the management. Physical 
verification of inventory is the responsibility of the management which should 
verify all material items at least once in a year and more often in appropriate 
cases. The auditor in order to satisfy himself about verification at reasonable 
intervals should examine the adequacy of evidence and record of verification.   

 In the given case, the above requirement of CARO, 2015 has not been fulfilled 
as such and the auditor should point out the specific areas where he believes 
the procedure of inventory verification is not reasonable.  He may consider the 
impact on financial statement and report accordingly. 

(c) Compliance with the Accounting Standards: As per AS 26 “Intangible Assets”, 
when an expenditure is incurred to provide future economic benefits to an 
enterprise, but no intangible asset or other asset is acquired or created that can be 
recognised, then such an expenditure is recognised as an expense when it is 
incurred. Therefore, expenditures for commencing new operations or launching new 
products or processes (pre-operating costs) should be expensed off in the year of 
incurrence as no asset is created.  

 Further, as per AS 22 “Accounting for Taxes on Income”, tax expense for the period, 
comprising current tax and deferred tax, should be included in the determination of 
the net profit or loss for the period. It may also be noted that Deferred Tax is the tax 
effect of timing difference. Hence deferred tax should be recognised for all the 
timing differences, however, permanent differences do not result in deferred tax 
assets or deferred tax liabilities. Thus, Tax Expense = Current Tax + Deferred Tax.   

 Point no. (i) of additional information is in compliance with AS 26, hence no 
qualification is required in view of AS 26. But at the same time it leads to timing 
difference which will require the creation of DTA/ DTL as per AS 22. (DTA- Deferred 
Tax Assets, DTL- Deferred Tax Liabilities) 

 Similarly, point no. (ii) and (iii) of additional information are also the case of timing 
differences which creates DTA/ DTL as per AS 22.  
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 Creation of DTA / DTL on account of such timing differences needs to be reported in 
the Financial Statements. 

 However, point no. (iv) is a situation of permanent difference as per AS 22. Hence 
no DTA/DTL is required to be accounted for. 

 A prima facie look to the given Balance Sheet states that no tax expense has been 
provided for. Accordingly, qualification in audit report is required in view of  
non-compliance of AS 22. 

 Further, presentations of Fixed Assets are also not in compliance with disclosure 
requirement of AS 6 and AS 10. Therefore, as an auditor, we cannot certify that the 
company has complied with all the Accounting Standards. 

5. (a) Classification of Non-Performing Assets: An asset, including a leased asset, 
becomes non-performing when it ceases to generate income for the bank. 

 Criteria for the classification of a Non Performing Asset (NPA) is a loan or an 
advance where- 
(i) Interest and/or instalment of principal remain overdue for a period of more than 

90 days in respect of a term loan. 
(ii) The account remains “out of order” in respect of an Overdraft/Cash Credit 

(OD/CC). 
(iii) The bill remains overdue for a period of more than 90 days in the case of bills 

purchased and discounted. 
(iv) The instalments of principal or interest thereon remain overdue for two crop 

seasons for short duration crops. 
(v) The instalment of principal or interest thereon remains overdue for one crop 

season for long duration crops. 
(vi) The amount of liquidity facility remains outstanding for more than 90 days, in 

respect of a securitisation transaction undertaken in terms of guidelines on 
securitization dated 1st February, 2006. 

(vii) In respect of derivative transactions, the overdue receivables representing 
positive mark to Market value of a derivative contract, if these remain unpaid 
for a period of 90 days from the specified due date for payment. 

(b) Work-in Progress: The Cost Auditor will see the following- 
(i) that work-in-progress has been physically verified and that it agrees with the 

balance in the incomplete cost card; 
(ii) that valuation of the work-in-progress is correct with reference to stage of 

completion of each job or process and the value job cost cards or process cost 
sheet; 
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(iii) that there is no over-valuation or under-valuation of opening work-in-progress 
or closing work-in-progress, thereby artificially pushing up and down net profits 
or net assets as the case may be; 

(iv) that the volume and value of work-in-progress is not disproportionate 
compared with the finished out-turn. 

(c) SEBI’s Check List for Auditors in Respect of Contract Notes issued by a 
Stock Broker 
(i) Members should issue Contract Notes to his clients for all trades executed by 

him on their behalf. 
(ii) The  member  should  stamp  his  order  sheets/records  and  the  order  time  

should be reflected  in the Contract Note along with the time of execution of 
order. 

(iii) The Contract Notes should bear SEBI Registration number of the member. It 
should be pre-printed with serial numbers and issued within 24 hours of trade 
execution. Appropriate stamps should be affixed on the contract Note. 
Duplicate copies of the contract note should be maintained. 

(iv) The Contract Note should be signed by the member or his constituted attorney. 
(v) Contract note issued to the clients should show the brokerage separately. 
(vi) In case the broker acts as a principal, the Contract Note should be in Form B. 
(vii) Consent of the client should be taken for any trade done by the broker while 

acting as a principal. 
(viii) Brokerage should be within the limits prescribed by the exchange. 

(d) Instances of Capital Receipts to be Stated Under Clause 16(e): The following is 
an illustrative list of capital receipts which, if not credited to the statement of profit 
and loss, are to be stated under clause 16(e) of Form 3CD- 
(i) Capital subsidy received in the form of government grants, which are in the 

nature of promoters’ contribution i.e., they are given with reference to the total 
investment of the undertaking or by way of contribution to its total capital 
outlay. For example, Capital Investment Subsidy Scheme. 

(ii) Government grant in relation to a specific fixed asset where such grant is 
shown as a deduction from the gross value of the asset by the concern in 
arriving at its book value. 

(iii) Compensation for surrendering certain rights. 
(iv) Profit on sale of fixed assets/investments to the extent not credited to the 

statement of profit and loss. 
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6. (a) Behavioural Aspects Encountered in Management Audit: Financial auditors deal 
mainly with figures. Management auditors deal mainly with people. There are many 
causes for behavioural problems arising in the review function of management 
audit. Particularly, when management auditors performs comprehensive audit of 
operations, they cannot be as well informed about such operations as a financial 
auditor in a financial department. Operating processes may be unfamiliar and 
complex. The operating people may be speaking a language and using terms that 
are foreign to the auditor’s experience. The nature and causes of behavioural 
problems that the management auditor is likely to face in the discharge of the 
review function that is expected of him and possible solutions to overcome these 
problems are discussed below- 
(1) Staff / Line conflict: Management auditors are staff people while the 

members of other departments are line people.  Management auditors tend to 
discount the difficulties the line staff may face, if called on to act on the ideas 
of management auditors. Management auditors are specialists in their field and 
they may think their approach and solutions are the only answers.  

(2) Control: The management auditor is expected to evaluate the effectiveness of 
controls, there is an instinctive reaction from the auditee that the report of the 
auditor may affect them. There is a fear that the action taken based on the 
management audit report will affect the line people. It breeds antagonism. The 
causes are under: 
(i) Fear of criticism stemming from adverse audit findings. 
(ii) Fear of change in day to day working habits because of changes resulting 

from audit recommendations. 
(iii) Punitive action by superior prompted by reported deficiencies.   
(iv) Insensitive audit practices. 
(v) Hostile audit style. 

 Solution to Behavioural Problems: The following steps may be taken to overcome 
the aforesaid problems- 
(i) To demonstrate that audit is part of an overall programme of review for 

protective and constructive benefit. 
(ii) To demonstrate the objective of review is to provide maximum service in all 

feasible managerial dimensions. 
(iii) To demonstrate the review will be with minimum interference with regular 

operation. 
(iv) The responsible officers will be involved in the process of review of the 

findings and recommendations before the audit report is formally released.  
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 It is essential to create an atmosphere of trust and friendliness so that audit reports 
will be understood in their proper perspective. 

 Finally, it needs hardly any emphasis that there should be right management 
culture, enlightened auditees and auditors of the right calibre. May be to expect a 
combination at all times of all the three is asking for the impossible. But, a 
concerted effort by the management, auditors and auditees to achieve a more 
acceptable climate would go a long way to achieve the goal. 

(b) Due Diligence Review of Cash Flow  
(i) Review the historical pattern of cash flows of the organisation and look for 

change in trends. 
(ii) See whether the company is able to meet its cash requirements from internal 

generations/accruals or does it seek outside sources from time to time. 
(iii) Check whether the company honours its commitments to trade payables, 

government and other stock holders. 
(iv)  Verify the ability of the company to turn its inventory into trade receivables i.e. 

sale ability of its products. 
(v) Ensure that the company follows up with trade receivables and that the trade 

receivables collection period is not very large. 
(vi) Check the ability of the company to deploy its funds in profitable investment 

opportunities. 
(vii) Look into the investment pattern of the company, whether they give maximum 

benefits to the company and are easily realisable. 
(c) Powers of Comptroller and Auditor-General of India 

(i) Supplementary audit under section 143(6)(a) of the Companies Act, 2013: 
The Comptroller and Auditor-General of India shall within 60 days from the 
date of receipt of the audit report have a right to conduct a supplementary 
audit of the financial statement of the company by such person or persons as 
he may authorize in this behalf; and for the purposes of such audit, require 
information or additional information to be furnished to any person or persons, 
so authorised, on such matters, by such person or persons, and in such form, 
as the Comptroller and Auditor-General of India may direct. 
Comment upon or supplement such Audit Report under section 143(6)(b) 
of the Companies Act, 2013: Any comments given by the Comptroller and 
Auditor-General of India upon, or supplement to, the audit report shall be sent 
by the company to every person entitled to copies of audited financial 
statements under sub-section (1) of section 136 of the said Act i.e. every 
member of the company, to every trustee for the debenture-holder of any 
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debentures issued by the company, and to all persons other than such 
member or trustee, being the person so entitled and also be placed before the 
annual general meeting of the company at the same time and in the same 
manner as the audit report. 

(ii) Test audit under section 143(7) of the Companies Act, 2013: Without 
prejudice to the provisions relating to audit and auditor, the Comptroller and 
Auditor-General of India may, in case of any company covered under  
sub-section (5) or sub-section (7) of section 139 of the said Act, if he considers 
necessary, by an order, cause test audit to be conducted of the accounts of 
such company and the provisions of section 19A of the Comptroller and 
Auditor-General's (Duties, Powers and Conditions of Service) Act, 1971, shall 
apply to the report of such test audit. 

7. (a) Frauds Committed Through Supplier’s Ledger: Fraud through supplier’s ledger 
could be made in any of the following ways, which the auditor has to take care of- 
(i) Inflating supplier’s account with fictitious or duplicate invoices and subsequent 

misappropriations as if payments are made to the supplier.  
(ii) Suppressing credit notes issued by the suppliers and withdrawing the 

corresponding amount not claimed by them. 
(iii) Withdrawing amounts which remain unclaimed for more than the normal time 

limit for one reason or other by showing the same have been paid to the 
parties.  

(iv) Inflating values of items purchased and collecting the excess from suppliers 
i.e. accepting invoices at prices considerably higher than the market price and 
collecting the excess claim from the suppliers directly. 

(b) Factors Relevant in Evaluation of Inherent Risk: While developing an overall 
audit plan, the auditor is required to assess inherent risk at financial statement level 
and is then required to relate his assessment to material account balances and the 
class of transactions. To assess inherent risk, the auditor would use professional 
judgement to evaluate numerous factors, having regard to his experience of the 
entity from previous audit engagements of the entity, any controls established by 
management to compensate for a high level of inherent risk, and his knowledge of 
any significant changes which might have taken place since his last assessment. 
Normally an auditor evaluates inherent risk by assessing factors such as integrity of 
the management, experience and knowledge of the management, turnover of key 
management personnel, circumstances which may motivate the management to 
misstate the financial statement when its financial performance is not satisfactory, 
nature of entity’s business prone to rapid technological obsolescence, dealing with 
large number of related parties etc. 
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(c) Constitution of Audit Committee under the Companies Act: As per the section 
177 of the Companies Act, 2013, every listed company and the following classes of 
companies shall constitute an Audit Committee -  
(i) all public companies with a paid up capital of ten crore rupees or more;  
(ii) all public companies having turnover of one hundred crore rupees or more;  
(iii) all public companies, having in aggregate, outstanding loans or borrowings or 

debentures or deposits exceeding fifty crore rupees or more.  
 Explanation - The paid up share capital or turnover or outstanding loans, or 

borrowings or debentures or deposits, as the case may be, as existing on the date 
of last audited Financial Statements shall be taken into account for the purposes of 
this rule.  

 Where a company is required to constitute an Audit Committee under section 177, 
all appointments, including the filling of a casual vacancy of an auditor under this 
section shall be made after taking into account the recommendations of such 
committee. 

(d)  Approaches to be adopted by Peer Reviewer in the Review Process: The 
reviewer is required to adopt a combination of compliance approach and 
substantive approach in the Review process. 
(A)  Compliance Approach – Assurance Service Engagements 

The compliance approach is to assess whether proper control procedures have 
been established / followed by the Practice Unit to ensure that assurance 
services are being performed in accordance with Technical, Professional and 
Ethical Standards. 
The following areas shall be considered: 
♦ Assurance services records for Administration  
♦ Review and Evaluation of System of Internal controls  
♦ Substantive Tests 
♦ Financial Statements Presentation and 
♦ Assurance Services Conclusions 
♦ Assurance Services Reporting 

(B)   Substantive Approach - Assurance Service Engagements 
This approach requires a Review of the assurance working papers in order to 
establish the extent of compliance, whether the assurance work has been 
carried out as per the Technical, Ethical, and Professional Standards. 
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(e) Powers and Duties of an Auditor of a Multi-state Co-operative Society: Under 
section 73 of the Multi-State Cooperative Societies Act, 2002, every auditor of a 
multi – State Co-operative Society shall have a right of access at all times to the 
books, accounts and vouchers of the Multi-State Co-operative Society whether kept 
at the head office of the Multi-State Co-operative Society or elsewhere and shall be 
entitled to require from the officers or other employees of the Multi-State  
Co-operative Society such information and explanation as the auditor may think 
necessary for the performance of the duties as an auditor. 

 As per section 73(2), the auditor shall make the following inquiries: 
(i) Whether loans and advances made by the Multi-State Co-operative Society on 

the basis of security have been properly secured and whether the terms on 
which they have been made are not prejudicial to the interests of the Multi-
State Co-operative or its members;  

(ii) Whether transactions of the Multi-State Co-operative Society which are 
represented merely by book entries are not prejudicial to the interest of the 
Multi-State Co-operative Society; 

(iii) Whether personal expenses have been charged to revenue account; and 
(iv) Where it is stated in the books and papers of the Multi-State Co-operative 

Society that any shares have been allotted for cash, whether cash has actually 
been received in respect of such allotment, and if no cash has actually been so 
received, whether the position as stated in the account books and the balance 
sheet is correct, regular and not misleading. 
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