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Q.1 I)  What are analytical procedures?  
(a) Substantive tests designed to assess control risk  
(b) Substantive tests designed to evaluate the validity of management’s 
representation letter  
(c) Substantive tests designed to study relationships between financial and 
non-financial data  
(d) All of the above 

 II) Which of the following is not an analytical procedure?  
(a) Tracing of purchases recurred in the purchase book to purchase invoices. 

(b) Comparing aggregate wages paid to number of employees  
(c) Comparing the actual costs with standard costs  
(d) All of them are analytical procedures 

 III) Analytical procedures issued in the planning stage of an audit, generally:  
(a) help to determine the nature, timing and extent of other audit procedures  
(b) direct attention to potential risk areas  
(c) indicate important aspects of business  
(d) All of the above 

 IV) The basic assumption underlying the use of analytical procedures is:  
(a) It helps the auditor to study relationship among elements of financial 
information  
(b) Relationship among data exist and continue in the absence of known 
condition to the contrary  
(c) Analytical procedures will not be able to detect unusual relationships  
(d) None of the above 

V) What is the primary objective of analytical procedures used in the overall 
review stage of an audit?  
(a) To help to corroborate the conclusions drawn from individual 
components of financial statements  
(b) To reduce specific detection risk  
(c) To direct attention to potential risk areas  
(d) To satisfy doubts when questions arise about a client’s ability to continue 
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 VI) While auditing a cinema hall, the auditor needs to verify that-  
(a) entrance to the cinema-hall during show is only through printed tickets  
(b) tickets are serially numbered and bound into books  
(c) that for advance booking a separate series of tickets is issued  
(d) All of the above 

VII) ________aims at ascertaining that the expenditure incurred has been on the 
purpose for which the grant and appropriation had been provided and that the 
amount of such expenditure does not exceed the appropriation made.  
(a) Audit against provision of funds  (b) Propriety audit  
(c) Audit of sanctions  (d) Audit against rules and orders  

Q.2 What are the factors that determine the extent of reliance that the auditor places 

on results of analytical procedures? Explain with reference to SA-520 on “Analytical 

procedures”.  

ANS:- The reliability of data is influenced by its source and nature and is dependent on the 

circumstances under which it is obtained. Accordingly, the following are relevant 

when determining whether data is reliable for purposes of designing substantive 

analytical procedures: (i) Source of the information available. For example, 

information may be more reliable when it is obtained from independent sources 

outside the entity; (ii) Comparability of the information available. For example, broad 

industry data may need to be supplemented to be comparable to that of an entity 

that produces and sells specialised products; (iii) Nature and relevance of the 

information available. For example, whether budgets have been established as 

results to be expected rather than as goals to be achieved; and (iv) Controls over the 

preparation of the information that are designed to ensure its completeness, 

accuracy and validity. For example, controls over the preparation, review and 

maintenance of budgets. The auditor may consider testing the operating 

effectiveness of controls, if any, over the entity’s preparation of information used by 

the auditor in performing substantive analytical procedures in response to assessed 

risks. When such controls are effective, the auditor generally has greater confidence 

in the reliability of the information and, therefore, in the results of analytical 

procedures. The operating effectiveness of controls over non-financial information 

may often be tested in conjunction with other tests of controls. For example, in 

establishing controls over the processing of sales invoices, an entity may include 

controls over the recording of unit sales. In these circumstances, the auditor may test 

the operating effectiveness of controls over the recording of unit sales in conjunction 

with tests of the operating effectiveness of controls over the processing of sales 

invoices. Alternatively, the auditor may consider whether the information was 

subjected to audit testing. SA 500 establishes requirements and provides guidance in 

determining the audit procedures to be performed on the information to be used for 

substantive analytical procedures. 
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Q.3 You have been appointed as an auditor of an NGO, briefly state the points on which 

you would concentrate while planning the audit of such an organisation? 

ANS:- While planning the audit of an NGO, the auditor may concentrate on the following:  
(i) Knowledge of the NGO’s work, its mission and vision, areas of operations and 
environment in which it operate.  
(ii) Updating knowledge of relevant statutes especially with regard to recent 
amendments, circulars, judicial decisions related to the statutes.  
(iii) Reviewing the legal form of the Organisation and its Memorandum of 
Association, Articles of Association, Rules and Regulations.  
(iv)  Reviewing the NGO’s Organisation chart, then Financial and Administrative 
Manuals, Project and Programme Guidelines, Funding Agencies Requirements and 
formats, budgetary policies if any.  
(v) Examination of minutes of the Board/Managing Committee/Governing 
Body/Management and Committees thereof to ascertain the impact of any decisions 
on the financial records.  
(vi) Study the accounting system, procedures, internal controls and internal checks 
existing for the NGO and verify their applicability.  
(vii) Setting of materiality levels for audit purposes.  
(viii) The nature and timing of reports or other communications.  
(ix) The involvement of experts and their reports.  
(x) Review the previous year’s Audit Report. 

Q.4 The general transactions of a hospital include patient treatment, collection of 

receipts, donations, capital expenditures. You are required to mention special 

points of consideration while auditing such transactions of a hospital? 

ANS:- Special points of consideration while auditing certain transactions of a hospital are 
stated below-  
(i) Register of Patients: Vouch the Register of patients with copies of bills issued to 
them. Verify bills for a selected period with the patients’ attendance record to see 
that the bills have been correctly prepared. Also see that bills have been issued to all 
patients from whom an amount was recoverable according to the rules of the 
hospital.  
(ii) Collection of Cash: Check cash collections as entered in the Cash Book with the 
receipts, counterfoils and other evidence for example, copies of patients bills, 
counterfoils of dividend and other interest warrants, copies of rent bills, etc.  
(iii) Legacies and Donations: Ascertain that legacies and donations received for a 
specific purpose have been applied in the manner agreed upon.  
(iv) Reconciliation of Subscriptions: Trace all collections of subscription and 
donations from the Cash Book to the respective Registers. Reconcile the total 
subscriptions due (as shown by the Subscription Register and the amount collected 
and that still outstanding).  
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(v) Authorisation and Sanctions: Vouch all purchases and expenses and verify that 

the capital expenditure was incurred only with the prior sanction of the Trustees or 

the Managing Committee and that appointments and increments to staff have been 

duly authorised. 

Q.5 What are audit working papers? Why should they be carefully preserved by the 
auditor?  

ANS:- Audit Working Papers: These refer to the documents prepared or obtained by the 
Auditor and retained by him in connection with the performance of his audit. 
Working papers should have the following features:  
1. Record of plan: working papers should record the following:  
• Audit plan  
• Nature, timing and extent of auditing procedures performed  
• Conclusions drawn from the evidence obtained.  
2. Proper design and Organisation:  
• Working papers should have design and properly organized to meet the condition 
of each audit and the Auditor’s requirement in respect thereof.  
• Standardization of working papers improves the efficiency with which they are 
prepared and reviewed.  
3. Completeness: it should be carefully completed and detailed for an Auditor to 
obtain an overall understanding of audit. The extent of documentation is based on 
Auditor’s judgment. It is neither necessary nor practical that the Auditor should 
content very observation, consideration or conclusions in his working papers.  
4. Significance: All significant matters which require the exercise of judgment 
together with auditor’s conclusion thereon should be included in the working papers.  
5. Evidence furnished by client: to improve the audit efficiency, the auditor generally 
obtains and utilizes schedules, analyses and other working papers prepared by the 
client. In such case, the auditor the auditor should satisfy himself that these working 
papers have been properly prepared.  
6. Classification: working paper files may be classified as — (a) Permanent Audit 
Files, which are updated currently with information of continuing importance to 
succeeding audits and (b) Current Audit Files, which contain information relating 
primarily to the audit of a single period.  
Firms to establish policies and procedures for the retention of engagement 

documentation.14 The retention period for audit engagements ordinarily is no 

shorter than ten years from the date of the auditor’s report, or, if later, the date of 

the group auditor’s report. 

The Auditor need not to include in audit documentation the superseded drafts of 

Working Papers and Financial Statements, Notes that reflect incomplete or 

preliminary thinking, previous copies of documents corrected for typographical or 

other errors, and duplicates of documents. 
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Q.6 Mr. S. a Chartered Accountant, was first time appointed as the Auditor of Titan Ltd. 
Mr. S. carried the audit procedure for verifying the opening balances only, but not 
the previous year’s accounting policies as it is not needed.  

ANS:- Contention of Mr. S, the auditor, is not correct and contrary to the SA 510 on “Initial 
Engagement – opening balance”. As per the said SA it is the duty of the auditor, 
auditing the financial statements first time, to verify and obtain appropriate audit 
evidence that:  
(a) The closing balances of the preceding period are correctly brought forward to the 
current period.  
(b) Whether any misstatement in opening balances is materially affecting the 
financial statements of the current period and  
(c) Accounting policies followed in the preceding period are also being followed in 
current period.  
Hence, in view of the above guidelines of SA 510 Mr. S should verify the accounting 

policies also to ensure its continuity. 

Q.7 Describe the audit procedures necessary in order to gain sufficient audit evidence 
to be able to form an opinion on the going concern status of a company?  

ANS:- Based on the audit evidence obtained, the auditor shall conclude whether, in the 
auditor’s judgment, a material uncertainty exists related to events or conditions that, 
individually or collectively, may cast significant doubt on the entity’s ability to 
continue as a going concern. A material uncertainty exists when the magnitude of its 
potential impact and likelihood of occurrence is such that, in the auditor’s judgment, 
appropriate disclosure of the nature and implications of the uncertainty is necessary 
for:  
(a) In the case of a fair presentation financial reporting framework, the fair 
presentation of the financial statements, or  
(b) In the case of a compliance framework, the financial statements not to be 
misleading.  
When the auditor concludes that the use of the going concern assumption is 
appropriate in the circumstances but a material uncertainty exists, the auditor shall 
determine whether the financial statements:  
(a) Adequately describe the principal events or conditions that may cast significant 
doubt on the entity’s ability to continue as a going concern and management’s plans 
to deal with these events or conditions; and  
(b) Disclose clearly that there is a material uncertainty related to events or conditions 
that may cast significant doubt on the entity’s ability to continue as a going concern 
and, therefore, that it may be unable to realise its assets and discharge its liabilities in 
the normal course of business.  
If adequate disclosure is made in the financial statements, the auditor shall express 
an unmodified opinion and include an Emphasis of Matter paragraph in the auditor’s 
report to:  
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(a) Highlight the existence of a material uncertainty relating to the event or condition 
that may cast significant doubt on the entity’s ability to continue as a going concern; 
and to  
(b) Draw attention to the note in the financial statements. 

 

If adequate disclosure is not made in the financial statements, the auditor shall 

express a qualified or adverse opinion, as appropriate. The auditor shall state in the 

auditor’s report that there is a material uncertainty that may cast significant doubt 

about the entity’s ability to continue as a going concern. 

 

 

 


