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Test Series: March, 2018 

MOCK TEST PAPER  

FINAL (OLD) COURSE: GROUP – I  

PAPER – 3: ADVANCED AUDITING AND PROFESSIONAL ETHICS 

SUGGESTED ANSWERS/HINTS 

1. (a) As per SA 501 “Audit Evidence – Additional Considerations for Specific 

Items”, the auditor should perform audit procedures, designed to obtain sufficient 

appropriate audit evidence during his attendance at physical inventory counting. SA 

501 is additional guidance to that contained in SA 500, “Audit Evidence”, with 

respect to certain specific financial statement amounts and other disclosures.  

 If the auditor is unable to be present at the physical inventory count on the date 

planned due to unforeseen circumstances, the auditor should take or observe some 

physical counts on an alternative date and where necessary, perform alternative 

audit procedures to assess whether the changes in inventory between the date of 

physical count and the period end date are correctly recorded. The auditor would 

also verify the procedure adopted, treatment given for the discrepancies noticed 

during the physical count. The auditor would also ensure that appropriate cut off 

procedures were followed by the management. He should also get management’s 

written representation on (a) the completeness of information provided regarding the 

inventory, and (b) assurance with regard to adherence to laid down procedures for 

physical inventory count. 

 By following the above procedure it will be ensured that the physical verification 

conducted by the management was in order. 

(b) As per SA 510 “Initial Audit Engagements—Opening Balances”, in conducting 

an initial audit engagement, the objective of the auditor with respect to opening 

balances is to obtain sufficient appropriate audit evidence about whether:  

(i) Opening balances contain misstatements that materially affect the current 

period’s financial statements; and 

(ii) Appropriate accounting policies reflected in the opening balances have been 

consistently applied in the current period’s financial statements, or changes 

thereto are properly accounted for and adequately presented and disclosed in 

accordance with the applicable financial reporting framework.  

 Being new assignment audit evidence regarding opening balances can be obtained 

by perusing the copies of the audited financial statements. 

 For current assets and liabilities some audit evidence can ordinarily be obtained as 

part of audit procedures during the current period. For example, the 
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collection/payment of opening balances of receivables and payables will provide 

audit evidence as to their existence, rights and obligations, completeness and 

valuation at the beginning of the period. 

 In respect of other assets and liabilities such as fixed assets, investments long term 

debt, the auditor will examine the records relating to opening balances. The auditor 

may also be able to get confirmation from third parties (e.g., balances of long term 

loan obtained from banks). 

(c) External Confirmation: This is a case of external confirmation, covered by  

SA 505 “External Confirmations”. The identities of trade payables are not traceable 

to confirm the credit balance as appearing in the financial statement of the 

company. It is also not a case of pending litigation. 

 The statutory auditor should examine the validity of the credit balance as appeared in 

the company’s financial statements. He should obtain sufficient evidence in support of 

the balance. He should apply alternative audit procedures to get documentary 

proof for the transaction/s and should not rely entirely on the management 

representation. Finally, he should include the matter by way of a qualification in his 

audit report to the members. 

(d) Validity of Written Representation: The physical verification of stock is the 

primary responsibility of the management. The auditor, however, is required to 

examine the verification programme adopted by the management. He must satisfy 

himself about the existence and valuation of stock. In the case of Moon Pvt. Ltd., 

the auditor has not been able to verify the existence and value of certain stock 

despite the verification procedure followed in routine audit. He accepted the 

certificate given to him by the management without making any further enquiry.  

 As per SA 580 “Written Representations”, when representation relate to matters 

which are material to the financial information, then the auditor should seek 

corroborative audit evidence for other sources inside or outside the entity.  

 He should evaluate whether such representations are reasonable and consistent 

with other evidences and should consider whether individuals making such 

representations can be expected to be well informed on the matter. “Written 

Representations” cannot be a substitute  for other audit evidence that the auditor 

could reasonably expect to be available.  

 If the auditor is unable to obtain sufficient appropriate audit evidence that he 

believes would be available regarding a matter, which has or may have a material 

effect on the financial information, this will constitute a limitation on the scope of his 

examination even if he has obtained a representation from management on the 

matter. Therefore, the approach adopted by the auditor is not tenable.  

2. (a)  Corporate Responsibility under Sarbanes Oxley Act of 2002: The Sarbanes–

Oxley Act of 2002, also known as the Public Company Accounting Reform and Investor 
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Protection Act of 2002 is a United States federal law passed in response to a number of 

major corporate and accounting scandals including those affecting Enron, Tyco 

International, and WorldCom. The act contains eleven titles and establishes corporate 

accountability and civil and criminal penalties for white – collar crimes. The title three 

deals with the Corporate Responsibility which is as follows: 

(i) The audit committee to be more independent through enhancement of their 

over sight responsibilities and one of the Audit committee members to be 

financial expert.  

(ii) Requires CEO& CFO to issue certification of the quarterly financial results and 

annual reports to SEC as past of compliance with Form 10K. 

(iii) Provides rules of conduct for companies managerial and their officers 

regarding Pension matters.  

(iv) To Comply with SEC rules requiring attorneys to report violation of securities to 

the company’s CEO or chief legal counsel & to Audit Committee if no action is 

taken.  

(b) Holding of Shares by Relative of Partner: As per section 141(3)(d)(i) of the 

Companies Act, 2013, a person shall not be eligible for appointment as an auditor of 

a company, who, or his relative or partner is holding any security of or interest in the 

company or its subsidiary, or of its holding or associate company or a subsidiary of 

such holding company. However, as per proviso to this section, the relative of the 

auditor may hold the securities or interest in the company of face value not 

exceeding of Rs. 1,00,000.  

 In the instant case, M/s RM & Co. is an audit firm having partners CA. R and CA. M. 

Mr. Bee is a relative of CA. R and he is holding shares of Enn Ltd. of face value of 

Rs. 50,000 only (5,000 shares x Rs. 10 per share). 

 Therefore, M/s RM & Co. is not disqualified for appointment as an auditors of  

Enn Ltd. as the relative of CA. R is holding the securities in Enn Ltd . which is within 

the limit mentioned in proviso to section 141(3)(d)(i) of the Companies Act, 2013.  

(c)  Reporting of Fraud by Cost Accountant: As per section 143(12) of the 

Companies Act, 2013 read alongwith Rule 13 of the Companies (Audit and Auditors) 

Rules, 2014 if an auditor of a company, in the course of the performance of his 

duties as statutory auditor, has reason to believe that an offence of fraud, which 

involves or is expected to involve individually an amount of  

` 1 crore or above, is being or has been committed against the company by its 

officers or employees, the auditor shall report the matter to the Central Government 

after following the prescribed procedure. 

 It may be noted that the provisions related to reporting of fraud shall also apply, 

mutatis mutandis, to a cost accountant in practice conducting cost audit under 

section 148 of the Companies Act, 2013.  
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 In the given case, Mr. Suresh, being the cost auditor of RX Ltd., found misstatement 

resulting into fraud amounting 1.5 crore committed by the officers of the company, 

was required to report the fraud to the Central Government which he failed to do so. 

(d)  Characteristics of an Effective Computer Audit Program System: Normally, the 

computer audit program developed for general purposes shall have to be 

customised according to needs of the organisation. However, an examination of 

following features is necessary to ensure that it is effective- 

(i) Simplicity: The system should be simple to use and eliminate the need for 

remembering countless details normally required in writing or revising 

computer programs. 

(ii) Understandability: The system should be readily understandable by members 

of the audit staff, even those with little computer expertise. The capabilities of 

the system should be known and it should be easy to use. Coding forms 

provided should not be difficult to understand. 

(iii) Adaptability: The system should be capable of writing computer audit 

programs for the various types of computers used in the company or expected 

to be acquired. Thus the package will be usable if the equipment is changed in 

the future. 

(iv) Vendor technical support: In considering the types of package to be 

acquired, it is important that the vendor provides adequate support. This 

includes assisting in the initial installation and providing adequate 

documentation. In addition, training provided for the audit staff is important. 

Also, maintenance service should be furnished, and provision made for future 

revisions in the programs. 

(v) Statistical sampling capability: Since statistical sampling is an important 

application in auditing, the package should be able to perform the various 

statistical routines. This should include the selection of items on a random 

basis, determination of sample size, and evaluation of results at different 

confidence levels. In addition to simple random sampling and stratified 

sampling, it should have routines for more complex sampling such as cluster 

and multistage sampling. 

(vi) Acceptability: The system should be acceptable to both the auditors and to 

computer centres. For the auditors the programs should be easily carried to 

the site and practical to use. For the computer centre the programs should be 

compatible with the system and be capable of minimum interference with 

normal routines. 

(vii) Processing Capabilities: The package should be able to process many 

different types of applications. For example, it should accept all common file 

media and process multiple file input. It should have the capability for extended 
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data selection and stratification. It should have the ability to operate under 

multiprogramming situations. It should have powerful, generalized audit 

commands. 

(viii) Report Writing: The package should have a strong report writing function. 

This should include the ability to prepare multiple reports in a single program 

run and to generate flexible output report formats. 

3. (a) Factors determining Key Audit Matters: As per SA 701 “Communicating Key 

Audit Matters in the Independent Auditor’s Report”, the auditor shall determine, from 

the matters communicated with those charged with governance, those matters that 

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

determination, the auditor shall take into account the following:  

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

identified in accordance with SA 315 Identifying and Assessing the Risks of 

Material Misstatement through Understanding the Entity and Its Environment.  

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

involved significant management judgment, including accounting estimates 

that have been identified as having high estimation uncertainty.  

(iii)  The effect on the audit of significant events or transactions that occurred 

during the period.  

 (b) Elements of the Practitioner’s Report for Review Engagement:  As per SRE 

2400 “Engagements to Review Historical Financial Statements”,  The practitioner’s 

report for the review engagement shall be in writing, and shall contain the following 

elements:  

(1) A title, which shall clearly indicate that it is the report of an independent 

practitioner for a review engagement; 

(2) The addressee(s), as required by the circumstances of the engagement;  

(3) An introductory paragraph that: 

(i) Identifies the financial statements reviewed, including identification of the 

title of each of the statements contained in the set of financial statements 

and the date and period covered by each financial statement;  

(ii) Refers to the summary of significant accounting policies and other 

explanatory information; and 

(iii) States that the financial statements have been reviewed; 

(4)  A description of the responsibility of management for the preparation of the 

financial statements, including an explanation that management is responsible 

for:  

(i)  Their preparation in accordance with the applicable financial reporting 
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framework including, where relevant, their fair presentation;  

(ii) Such internal control as management determines is necessary to enable 

the preparation of financial statements that are free from material 

misstatement, whether due to fraud or error; 

(5) If the financial statements are special purpose financial statements:  

(i) A description of the purpose for which the financial statements are 

prepared and, if necessary, the intended users, or reference to a note in 

the special purpose financial statements that contains that information; 

and  

(ii)  If management has a choice of financial reporting frameworks in the 

preparation of such financial statements, a reference within the 

explanation of management’s responsibility for the financial statements to 

management’s responsibility for determining that the applicable financial 

reporting framework is acceptable in the circumstances;  

(6)  A description of the practitioner’s responsibility to express a conclusion on the 

financial statements including reference to this SRE and, where relevant, 

applicable law or regulation;  

(7) A description of a review of financial statements and its limitations, and the 

following statements: 

(i) A review engagement under this SRE is a limited assurance engagement;  

(ii) The practitioner performs procedures, primarily consisting of making 

inquiries of management and others within the entity, as appropriate, and 

applying analytical procedures, and evaluates the evidence obtained; and 

(iii) The procedures performed in a review are substantially less than those 

performed in an audit conducted in accordance with Standards on 

Auditing (SAs), and, accordingly, the practitioner does not express an 

audit opinion on the financial statements; 

(8) A paragraph under the heading “Conclusion” that contains:  

(i) The practitioner’s conclusion on the financial statements as a whole in 

accordance with this SRS, as appropriate; and  

(ii)  A reference to the applicable financial reporting framework used to 

prepare the financial statements.  

(9) When the practitioner’s conclusion on the financial statements is modified:  

(i) A paragraph under the appropriate heading that contains the 

practitioner’s modified conclusion in accordance with this SRS, as 

appropriate; and  
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(ii) A paragraph, under an appropriate heading, that provides a description of 

the matter(s) giving rise to the modification; 

(10) A reference to the practitioner’s obligation under this SRE to comply with 

relevant ethical requirements; 

(11) The date of the practitioner’s report; 

(12) The practitioner’s signature; and 

(13) The place of signature.  

 (c) Reporting under CARO, 2016 

(i) Utilisation of Term Loans: According to clause (ix) of Para 3 of CARO, 2016, 

the auditor is required to report “whether moneys raised by way of initial public 

offer or further public offer (including debt instruments) and term loans were 

applied for the purposes for which those are raised. If not, the details together 

with delays or default and subsequent rectification, if any, as may be 

applicable”. 

 The auditor should examine the terms and conditions of the term loan with the 

actual utilisation of the loans. If the auditor f inds that the fund has not been 

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 for the use of the director who was 

involved in the R&D activities.  

Car though used by R&D Director does not fall within the meaning of R&D 

equipment. The auditor is required to state the fact in his report as per 

Paragraph 3 clause ix of the CARO 2016, that out of the term loan taken for 

R&D equipment, ` 15 lakh was not utilised for the purpose of acquiring R&D 

equipment.  

(ii) Non-cash Transactions with Relative of Director: As per Clause (xv) of 

paragraph 3 of CARO, 2016, the auditor is required to report “whether the 

company has entered into any non-cash transactions with directors or persons 

connected with him and if so, whether the provisions of section 192 of 

Companies Act, 2013 have been complied with”. 

Section 192 of the said Act deals with restriction on non-cash transactions 

involving directors or persons connected with them. The section prohibits the 

company from entering into such types of arrangements unless it is an 

arrangement by which the company acquires or is to acquire assets for 

consideration other than cash, from such director or person so connected. 

In the instant case, RPS Ltd. has entered into non-cash transactions with Mr. 
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Rahul, son of director which is an arrangement by which RPS Ltd. is in process 

to acquire assets for consideration other than cash and falls within the 

meaning of section 192 of Companies Act, 2013. 

The reporting has to be two fold. The first part requires the auditor to report on 

whether the company has entered into any non-cash transactions with the 

directors or any persons connected with such director/s.  The second part 

requires the auditor to report whether the provisions of section 192 of the Act 

have been complied with.  Therefore, the second part of the clause becomes 

reportable only if the answer to the first part is in affirmative.  

In the given situation, RPS Ltd. has entered into non-cash transactions with 

Mr. Rahul, son of director which is affirmative answer to the first part of the 

Clause (xv) of Paragraph 3 of CARO, 2016, thus, reporting is required for the 

same. Draft report is given below. 

According to the information and explanations given to us, the Company has 

entered into non-cash transactions with Mr. Rahul, son of one of the directors 

during the year, for the acquisition of assets, which in our opinion is covered 

under the provisions of Section 192 of the Companies Act, 2013. . 

4. (a) Reporting of Payments Exceeding ` 35,000 in Cash: Disallowance under section 

40A(3) of the Income Tax Act, 1961 is attracted if the assessee incurs any 

expenses in respect of which payment or aggregate of payments made to a person 

in a day, otherwise than by an account payee cheque drawn on bank or account 

payee draft, exceeds ` 10,000. However, in case of payment made for plying, hiring 

or leasing of goods carriage, limit is ` 35,000 instead of ` 10,000.  

  Further, as per section 40A(3A) of the Income Tax Act, 1961, where an allowance 

has been made in the assessment for any year in respect of any liability incurred by 

the assessee for any expenditure and subsequently during any previous year the 

assessee makes payment in respect thereof, otherwise than by an account payee 

cheque drawn on a bank or account payee bank draft, the payment so made shall 

be deemed to be the profits and gains of business or profession and accordingly 

chargeable to income-tax as income of the subsequent year if the payments made 

to a person in a day, exceeds `  10,000 (`  35,000 in case of plying, hiring or 

leasing of goods carriages). 

  However, exemption is provided under Rule 6DD having regard to natu re and extent 

of banking facilities available and other relevant factors.  

  Subsequently, under clause 21(d)(A) and 21(d)(B) of Form 3CD, the tax auditor has 

to scrutinize on the basis of the examination of books of account and other relevant 

documents/evidence, whether the expenditure covered under section 40A(3) and 

40A(3A) respectively read with rule 6DD were made by account payee cheque 

drawn on a bank or account payee bank draft. If not, the same has to be reported 
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under abovementioned clauses.  

  Therefore, as per the provisions and explanations discussed above, the given cases 

are dealt as under- 

(i) Payments of 6 invoices of ` 5,000 each aggregating ` 30,000 made in cash on 

4th July, 2017 need not be reported as the aggregate of payments do not 

exceed ` 35,000. 

(ii)  Payments of 2 invoices of ` 18,000 each made in cash on 5 th July, 2017 and 

6th July, 2017 respectively aggregating ` 36,000 need not be reported as the 

payment does not exceed ` 35,000 in a day. 

(iii) Payment of ` 40,000 made in cash against an invoice for expenses booked in 

2016-17 is likely to be deemed to be the profits and gains of business or 

profession under section 40A(3A) of the Income Tax Act, 1961. Thus, the 

details of such amount needs to be furnished under clause 21(d)(B) o f Form 

3CD. 

(b) In respect of Telegraphic Transfers and Demand Drafts, the audit assistant 

would be given the following guidance- 

(i) The bank should have a reliable private code known only to responsible 

officers of its branches, coding and decoding of telegrams should be done only 

by such officers. 

(ii) The signatures on a demand draft should be checked by an officer with the 

Signature Book. 

(iii) All the T.Ts and D.Ds. sold by a branch should be immediately confirmed by 

the advices to the branches concerned. 

(iv) If the paying branch does not receive proper confirmation of any T.T. or D.D. 

from the issuing branch or does not receive credit in its account with that 

branch, it should take immediate steps to ascertain the reasons.  

(c) Ceiling on Number of Audit: 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 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 ` 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 3 partners, the overall ceiling will be 3 × 20 = 60 company 
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audits. Sometimes, 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. 

 In the given case, CA Mukti is holding appointment in 4 companies, whereas CA 

Shakti is having appointment in 6 Companies and CA Yukti is having appointment in 

10 Companies. In aggregate all three partners are having 20 audits.  

(i) Therefore, MSY & Co. can hold appointment as an auditor of 40 more 

companies:  

 Total Number of Audits available to the Firm = 20*3 =  60 

 Number of Audits already taken by all the partners 
 in their individual capacity = 4+6+10 =  20 

 Remaining number of Audits available to the Firm   = 40 

(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) CA Mukti can hold: 20 - 4 = 16 more audits. (2) CA 

Shakti can hold 20-6 = 14 more audits and (3) CA Yukti can hold 20-10 = 10 

more audits. 

(iii) In view of above disussed provisions MSY & Co. can hold appointment as an 

auditor in all the 60 private companies having paid-up share capital less than ` 

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, MSY & Co. is already having 20 company audits and 

they can also accept 40 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 

rupees 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 60 private companies, MSY & Co. is offered 45 companies having paid-up 

share capital of ` 110 crore each.  

 Therefore, MSY & Co. can also accept the appointment as an auditor for 2 small 

companies, 1 dormant company, 15 private companies having paid-up share capital 

less than ` 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 40 private companies having 
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paid-up share capital of ` 110 crore each in addition to above 20 company audits 

already holding. 

5. (a) Failure to Communicate with the Previous Auditor in Writing: As per Clause (8) 

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 

accepts a position as auditor previously held by another chartered accountant or a 

certified auditor who has been issued certificate under the Restricted Certificates 

Rules 1932, without first communicating with him in writing. 

In the instant case, M/s CD & Co. accepted the audit under GST Law, carried out by 

M/s AB & Co., another firm of chartered accountants, in the previous year. The 

current auditor communicated their appointment over phone i.e. no written 

communication held. 

A communication in writing is mandatory requirement for all types of audit, if the 

previous auditor is a chartered accountant. Hence, the firm would be held guilty of 

professional misconduct under Clause (8) of Part I of  First Schedule to the 

Chartered Accountants Act, 1949. 

 (b) Areas to be Examined: The areas covered in comprehensive audit will naturally 

vary from enterprise to enterprise depending on the nature of the enterprise, its 

objectives and operations. Some of the broad areas are listed below- 

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

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

 Systems of project formulation and implementation. 

 Planned rate of return. 

 Cost control measures. 

 Research and development programmes. 

 System of repairs and maintenance. 

 Adequate purchase policies. 

 Effective and economical procedures. 

 Project planning. 

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

(c) Advantages of Cost Audit to Government: Cost Audit will be advantageous to the 

Government in the following manner- 

(i) Where the Government enters into a cost-plus contract, cost audit helps 

government to fix the price of the contract at a reasonable level.  
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(ii) Cost audit helps in the fixation of ceiling prices of essential commodities and 

thus undue profiteering is checked. 

(iii) Cost audit enables the government to focus its attention on inef ficient units. 

(iv) Cost audit enables the government to decide in favour of giving protection to 

certain industries. 

(v) Cost audit facilitates settlement of trade disputes brought to the government.  

(vi) Cost audit and consequent management action can create a healthy 

competition among the various units in an industry. This imposes an automatic 

check on inflation. 

(d) Factors to be considered in Assessing Future Maintainable Sales:  

In assessing the sales which the business would be able to maintain in the future, 

the following factors should be taken into account- 

(i) Trend: Whether in the past, sales have been increasing consistently or they 

have been fluctuating. A proper study of this phenomenon should be made. 

(ii) Marketability: Is it possible to extend the sales into new markets or that these 

have been fully exploited? Product wise estimation should be made.  

(iii) Political and economic considerations: Are the policies pursued by the 

Government likely to promote the extension of the market for goods to other 

countries? Whether the sales in the home market are likely to increase or 

decrease as a result of various emerging economic trends? 

(iv) Competition: What is the likely effect on the business if other manufacturers enter 

the same field or if products which would sell in competition are placed on the 

market at cheaper price? Is the demand for competing products increasing? Is the 

company’s share in the total trade constant or has it been fluctuating? 

6. (a) Sharing and Accepting of Part of Profits with an Advocate:  According to Clause 

(2) 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 pays or allows or agrees to pay or allow, directly or indirectly, any share, 

commission or brokerage in the fees or profits of his professional business, to any 

person other than a member of the Institute, for the purpose of rendering such 

professional services from time to time in or outside India.  

  Furthermore, Clause (3) of Part I of the First Schedule to the said Act states that a 

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

if he accepts any part of the profits of the professional work of a person who is not a 

member of the Institute.  

  However, a practicing member of the Institute can share fees or profits arising out of 

his professional business with such members of other professional bodies or with 
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such other persons having such qualifications as prescribed by the Council under 

Regulation 53-A of the Chartered Accountants Regulations, 1988. Under the said 

regulation, the member of “Bar Council of India” is included.   

  Therefore, Mr. B, an advocate, a member of Bar Council, is allowed to share part of 

profits of his professional work with Mr. A. Hence, Mr. A, a practicing Chartered 

Accountant, will not be held guilty under any of the abovementioned clauses for 

paying and accepting part of profits from Mr. B. 

(b) Engaging into Business/Profession Other Than the Profession of CA: 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. 

 Further, the Chartered Accountants Regulation, 1988 provides that a Chartered 

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

than the profession of accountancy except with the permission granted in 

accordance with a resolution of the Council. According to the same, general 

permission has been granted for authorship of books and articles.  

 In the given case, CA. Ritu has written a cookery book without obtaining specific or 

prior approval of the Council.  

 On this context, it may be noted that no specific permission is required to be 

obtained for authorship of books and articles. Therefore, CA. Ritu would not be held 

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

the Chartered Accountants Act, 1949. 

(c) Compliance of Prudential Norms by NBFC 

(i) The auditor has to verify the compliance of prudential norms relating to (1) 

income recognition; (2) Income from investments; (3) Asset classification; (4) 

Provision for bad and doubtful debts; (5) Capital adequacy norm; (6) 

Prohibition of granting loans against its own shares; (7) Prohibition on loans 

and investments for failure to repay public deposits and (8) Norms for 

concentration of credit etc. 

(ii) The auditor shall ensure that Board of the NBFC shall frame a policy for 

granting demand/call loans and implement the same. 

(iii) The auditor should verify the classification of advances and loans as standard/ 

substandard/doubtfull/loss and that proper provision has been made in 

accordance with the directions. 

(iv) Auditor should ensure that unrealised income from non-performing assets has 

not been taken to Statement of Profit and Loss. 

(v) The auditor should check all NPAs of the previous years to verify whether 
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during the current year any payments have been received or still they continue 

to be NPA during the current year also. 

(d) Soliciting Clients: As per Clause (6) 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 solicits clients or professional work either directly or 

indirectly by circular, advertisement, personal communication or interview or by any 

other means except applying or requesting for or inviting or securing professional 

work from another chartered accountant in practice and responding to tenders.  

 Further, section 140(4)(iii) of the Companies Act, 2013, provides a right, to the 

retiring auditor, to make representation in writing to the company. The retiring 

auditor has the right for his representation to be circulated among the members of 

the company and to be read out at the meeting. However, the content of letter 

should be set out in a dignified manner how he has been acting independently and 

conscientiously through the term of his office and may, in addition, indicate, if he so 

chooses, his willingness to continue as auditor, if re-appointed by the shareholders. 

 Thus, the incorporation as an independent professional, made by CA. Munish, while 

submitting representation under section 140(4)(iii) of the Companies Act, 2013 and 

indication of willingness to continue as an auditor if re-appointed by shareholders, 

does not leads to solicitation.  

 Therefore, CA. Munish will not be held guilty for professional misconduct under 

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

7. (a) Restriction on Shareholding in a Co-operative Society: According to section 5 

of the Co-operative Societies Act, 1912 (Central Act), in the case of a society where 

the liability of a member of the society is limited, no member of a society other than 

a registered society can hold such portion of the share capital of the society as 

would exceed a maximum of twenty percent of the total number of shares or of the 

value of shareholding to Rs. 1,000. The auditor of a co-operative society will be 

concerned with this provision so as to watch any breach relating to holding of 

shares. One should also watch whether any provision in the bye-laws of the society 

is not contrary to this statutory position. The State Acts may provide limits as to the 

shareholding, other than that provided in the Central Act.  

(b) Audit Programme for Verification of Transportation Charges: 

(i) Check rates contracted with transporters for carriage of goods.  

(ii) Check whether the rates mentioned as per the contract are correctly taken in 

the transporter’s Invoice. 

(iii) In case of discrepancy, check whether the same is authorized by the 

appropriate sanctioning authority. 
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(iv) Check that the transporter’s invoice includes a delivery challan which has 

customers stamp indicating the receipt of goods. 

(v) In case there is no stamp on the delivery challan, check whether the goods are 

received back and there is a corresponding inward note. 

(vi) Check whether all the goods to be dispatched have a transport booking order 

reference. 

(vii) Check whether each transporter’s invoice mentions the transport booking order 

reference. 

(viii) Check whether all the transport booking orders have corresponding 

transporters names. 

(ix) Check whether the transport booking orders are pre-numbered. 

(x) Check whether all the invoices are correctly booked in the books of accounts.  

(xi) In case there is an additional charge by the transporter due to extra carriage, 

check for the relevant supporting (like material Inward Note/Customer 

Rejection Note) and necessary authorization by the sanctioning authority.  

(xii) Check whether service-tax on the transporters is correctly calculated and 

accounted. 

(xiii) Verify that there is a mechanism for linking all the Transport Bills to the sale 

invoices. 

(c)  Hoarding Advertisement Expenses: The following would be the usual evidence to 

justify the expenditure- 

(i) Copy of Resolution passed by the Company authorizing expenditure. 

(ii) Examination of Quotations received from various advertising agencies.  

(iii) Permission letter from the Municipal authorities. 

(iv) Copies of contracts with advertising agencies. 

(v)  Bill/Invoice from advertising agency to ensure that rates charged for different 
types of advertisement are as per contract. 

(vi) Receipts issued by the advertising agencies. 

(d) Preliminary Report Under Peer Review: In the process of peer review, After 

completing the on-site Review, if in the opinion of Reviewer, the systems and 

procedures are deficient or non-compliant with reference to any matter that has 

been noticed by him or if there are other matters where he wants to seek 

clarification. Then the Reviewer shall communicate his findings in the Preliminary 

Report to the Practice Unit, before making his Report to the Board.  However, no 

preliminary report is required in case no deficiencies or non- compliance are noticed 

by the reviewer. 
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 The reviewer while preparing the preliminary report should review and assess the 

conclusions drawn from the review that indicates the deficiencies to be reported 

upon. The preliminary report is addressed to the practice unit. The report, apart 

from mentioning the areas where systems and procedures of the practice unit have 

been found to be deficient, should also contain a paragraph that discusses the 

scope of the review performed by the reviewer. If the reviewer draws a conclusion 

that there existed a limitation on scope of review, the fact, along with  such limitation 

on the scope of the review, should also be communicated to the practice unit 

through the preliminary report. The reviewer should prepare the report on his 

letterhead. The report should be dated and also contain the reviewer's signature 

and membership number and reviewer's code number allotted by the Board.  

(e) Mandatory Review Areas of the Audit Committee: The Audit Committee shall 

mandatorily review the following information as per LODR Regulations-  

(i)  Management discussion and analysis of financial condition and results of 

operations; 

(ii)    Statement of significant related party transactions (as defined by the Audit 

Committee), submitted by management; 

(iii)   Management letters / letters of internal control weaknesses issued by the 

statutory auditors; 

(iv) Internal audit reports relating to internal control weaknesses; and 

(v)   The appointment, removal and terms of remuneration of the Chief internal 

auditor shall be subject to review by the Audit Committee.  

(vi) Statement of deviations: (a) quarterly statement of deviations including report of 

monitoring agency if applicable and (b) annual statement of funds utilized for 

purposes other than those stated in the offer document/ prospectus/ notice. 
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