
1 

Test Series: April, 2018 

MOCK TEST PAPER – 2 

FINAL (Old) COURSE: GROUP – I  

PAPER – 3: ADVANCED AUDITING AND PROFESSIONAL ETHICS 

SUGGESTED ANSWERS/HINTS 

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

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

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

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

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

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

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

the evidence obtained is sufficient and appropriate to support the auditor’s report; and the 

objectives of the engagement procedures have been achieved. 

 Further, one of the basic principles, which govern the auditor’s professional responsibilities and 

which should be complied with wherever an audit is carried, is that when the auditor delegates 

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

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

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

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

principle which is ethically required as per Code of Ethics.  

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

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

adequate for his purpose. 

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

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

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

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

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

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

SA 220. 

(b) According to SA 450 “Evaluation of Misstatements identified during the Audit”, the following 

are the sources of misstatements arising from other than fraud - 

(i)  An inaccuracy in gathering or processing data from which the financial statements are 

prepared;  

(ii)  An omission of an amount or disclosure;  

(iii)  An incorrect accounting estimate arising from overlooking, or clear misinterpretation of facts; 

and  

(iv)  Judgments of management concerning accounting estimates that the auditor considers 

unreasonable or the selection and application of accounting policies that the auditor considers 

inappropriate.  
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(c)  As per SA 210 on “Agreeing the Terms of Audit Engagements” , the auditor may decide not to 

send a new audit engagement letter or other written agreement each period. However, the following 

factors may make it appropriate to revise the terms of the audit engagement or to remind the entity 

of existing terms: 

(i) Any indication that the entity misunderstands the objective and scope of the audit.  

(ii) Any revised or special terms of the audit engagement. 

(iii) A recent change of senior management. 

(iv) A significant change in ownership. 

(v) A significant change in nature or size of the entity’s business.  

(vi) A change in legal or regulatory requirements. 

(vii) A change in the financial reporting framework adopted in the preparation of the financial 

statements. 

(viii) A change in other reporting requirements. 

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

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

necessary, as the basis for the auditor’s opinion on the summary financial statements:  

(i)  Evaluate whether the summary financial statements adequately disclose their summarised 

nature and identify the audited financial statements.  

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

evaluate whether they describe clearly:  

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

(2)  The law or regulation that specifies that the audited financial statements need not be 

made available to the intended users of the summary financial statements and 

establishes the criteria for the preparation of the summary financial statements.  

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

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

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

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

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

applied criteria.  

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

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

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

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

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

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

summary financial statements.  

2. (a)  Related Party Disclosures: As per definition given in the AS 18 “Related Party Disclosures” 

parties are considered to be related if at any time during the reporting period one party has the 

ability to control the other party or exercise significant influence over the other party in making 

financial and/or operating decisions. Related party transaction means a transfer of resources or 
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obligations between related parties, regardless of whether or not a price is charged.  

 In the instant case, the managing director of XYZ Ltd. is a partner in the firm with his son which 

has been paid Rs. 3 lakhs as job work charges.  The managing director is having a substantial 

holding in XYZ Ltd. The case is squarely covered by AS 18. According to AS-18, in the case of 

related party transactions, the reporting enterprise should disclose the following:  

(i) the name of the transacting related party; 

(ii) a description of the relationship between the parties; 

(iii) a description of the nature of transactions; 

(iv) volume of the transactions either as an amount or as an appropriate proportion;  

(v) any other elements of the related party transactions necessary for an understanding of the 

financial statements; 

(vi) the amounts or appropriate proportions of outstanding items pertaining to related parties at 

the balance sheet date and provisions for doubtful debts due from such parties at that date; 

and 

(vii) amounts written off or written back in the period in respect of  debts due from or to related 

parties.” 

 Further, SA 550 on “Related Parties”, also prescribes the auditor’s responsibilities and audit 

procedures regarding related party transactions. 

 The approach of the managing director is not tenable under the law and  accordingly all disclosure 

requirements have to be complied with in accordance with the AS 18. Auditor should insist to make 

proper disclosure as per the AS and if management refuses, the auditor shall have to modify his 

report. Also it has to be seen whether section 184 of the Companies Act, 2013 regarding disclosure 

of interest by director has been complied with. If it is not complied with, the auditor needs to modify 

the report appropriately. 

(b)  Basic system of Control: Internal Checks and Internal Audit are important constituents of 

Accounting Controls. Internal check system implies organization of the overall system of book-

keeping and arrangement of Staff duties in such a way that no one person can carry through a 

transaction and record every aspect thereof. 

 In the given case of New Life Hospital, the person-in-charge of inventory inflow and outflow from 

the store house is also responsible for purchases and maintaining inventory records. Thus , one of 

the basic system of control i.e. internal check which includes segregation of duties or maker and 

checker has been violated where transaction processing are allocated to different persons in such 

a manner that no one person can carry through the completion of a transaction from start to finish 

or the work of one person is made complimentary to the work of another person.  

 The general condition pertaining to the internal check system may be summarized as under -  

(i) No single person should have complete control over any important aspect of the business 

operation. Every employee’s action should come under the review of another person. 

(ii) Staff duties should be rotated from time to time so that members do not perform the same 

function for a considerable length of time. 

(iii) Every member of the staff should be encouraged to go on leave at least once a year. 

(iv) Persons having physical custody of assets must not be permitted to have access to the 

books of accounts. 
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(v) There should exist an accounting control in respect of each class of assets, in addition, there 

should be periodical inspection so as to establish their physical condition. 

(vi) Mechanical devices should be used, where ever practicable to prevent loss or 

misappropriation of cash. 

(vii) Budgetary control should be exercised and wide deviations observed should be reconciled. 

(viii) For inventory taking, at the close of the year, trading activities should, if possible be 

suspended, and it should be done by staff belonging to several sections of the organization.  

(ix) The financial and administrative powers should be distributed very judiciously among different 

officers and the manner in which those are actually exercised should be reviewed periodically.  

(x) Procedures should be laid down for periodical verification and testing of differe nt sections of 

accounting records to ensure that they are accurate. 

(c)  Risk Assessment - The auditor in accordance with SA 315 “Identifying and Assessing the Risks 

of Material Misstatement through Understanding the Entity and its Environment”, should mak e an 

assessment of inherent and control risk for material financial statement assertions.  

 In a CIS environment the risk of a Material financial statement ascertain being erroneously stated 

could arise from the deficiencies in the following case as-  

(i) Program Development and maintenance. 

(ii) System software support. 

(iii) Operations including processing of data. 

(iv) Physical CIS security. 

(v) Control over access to specialized utility program. 

These deficiencies would tend to have a negative impact on all application systems that are 

processed through the computer. 

3. (a) Non-Compliance of Laws and Regulations: As per SA 250 “Consideration of Laws and 

Regulations in an Audit of Financial Statement”, it is the responsibility of management, with the 

oversight of those charged with governance, to ensure that the entity’s operations are conducted 

in accordance with the provisions of laws and regulations, including compliance with the provisions 

of laws and regulations that determine the reported amounts and disclosures in an entity’s financial 

statements.  

 The auditor is responsible for obtaining reasonable assurance that the financial statements, taken 

as a whole, are free from material misstatement, whether caused by fraud or error. In conducting 

an audit of financial statements, the auditor takes into account the applicable legal and regulatory 

framework. Owing to the inherent limitations of an audit, there is an unavoidable risk that some 

material misstatements in the financial statements may not be detected, even though the audit is 

properly planned and performed in accordance with the SAs. 

 If the auditor concludes that the non-compliance has a material effect on the financial statements, 

and has not been adequately reflected in the financial statements,  the auditor shall express a 

qualified or adverse opinion on the financial statements. 

 Further, the auditor is required to report on certain matters specified in Para 3 of CARO, 2016 

under section 143 of the Companies Act, 2013. 

 One of such matter is non-payment of dues to Government, on account of any dispute. As per 

clause (vii)(b) of Para 3 of CARO, 2016, in case dues of income tax or sales tax or  service tax or 
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duty of customs or duty of excise or value added tax have not been deposited on account of  any 

dispute, then the amounts involved and the forum where dispute is pending shall be mentioned.  

 In the present case, there is Income Tax demand of Rs. 125 Lacs and the company has gone for 

an appeal, it needs considerations as to whether the entire demand is disputed, because it is 

difficult to presume that the demand by Income Tax authority is without any basis. Therefore, as 

per AS 29 “Provisions, Contingent Liabilities and Contingent Assets”, partly to the extent the 

company considers that the demand is based on some logical basis, that amount may be provided 

for and the remaining may be disclosed as the contingent liability. Further, it should be brought to 

notice of the members by reporting. 

 Additionally, the demand notice has been received for Customs duty of Rs. 85 lakhs and is 

outstanding on the closure of financial year, for which no action has been taken by the 

management. Therefore, it should also be brought to notice of the members by reporting.  

(b) Types of Audit under GST Law by Chartered Accountants: Contention of Rajul Rani & 

Associates, a firm of Chartered Accountants is not correct. GST envisages two types of Audit by 

Chartered Accountants i.e.  

(1)  Audit of accounts [Section 35(5) read alongwith section 44(2) and rule 80]  

(2)  Special Audit wherein the registered person can be directed to get his records including books 

of account examined and audited by a chartered accountant or a cost accountant during any 

stage of scrutiny, inquiry, investigation or any other proceedings; depending upon the 

complexity of the case. [Section 66 and rule 102] 

 

1.  Audit of Accounts [Section 35(5) read along with section 44(2) and rule 80] 

 As per sub-section 5 of section 35 read along with section 44(2) and rule 80 of the CGST 

Rules, 2017 stipulates as follows: 

Every registered person must get 

his accounts audited by a 

Chartered Accountant or a Cost 

Accountant if his aggregate 

turnover during a FY exceeds  

Rs.  2 crores.   

(ii) Such registered person is required to furnish 

electronically through the common portal along with 

Annual Return a copy of: 

 Audited annual accounts 

 A Reconciliation Statement, duly certified, in 
prescribed FORM GSTR-9C. 

 Reconciliation Statement will reconcile the value of supplies declared in the return furnished 

for the financial year with the audited annual financial statement and such other particulars, 

as may be prescribed. 

GST AUDIT

Audit by GST Tax Authorities

General Audit

Special Audit

Audit by Professionals 
To File Returns+Audited 
Accounts+Reconcilation 

Statements
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2.  Special Audit under section 66: Availing the services of experts is an age old practice of 

due process of law. These experts have done yeoman service to the process of delivering 

justice. One such facility extended by the Act is in Section 66 where an officer not below the 

rank of Assistant Commissioner, duly approved, may avail the services of a Chartered 

Accountant or Cost Accountant to conduct a detailed examination of specific areas of 

operations of a registered person. Availing the services of the expert be it a Chartered 

Accountant or Cost Accountant is permitted by this section only when the officer considering 

the nature & complexity of the business and in the interest of revenue is of the opinion that:  

 Value has not been correctly declared; or 

 Credit availed is not within the normal limits. 

 It would be interesting to know how these ‘subjective’ conclusions will be drawn and how the proper 

officers determines what is the normal limit of input credit availed.  

(c)  Indebtness to the Company: As per section 141(3)(d)(ii) of the Companies Act, 2013, a person 

who is indebted to the company for an amount exceeding Rs. 5,00,000 shall be disqualified to act 

as an auditor of such company and further under section 141(4) he shall vacate his office of auditor 

when he incurs this disqualification subsequent to his appointment.  

 However, where the person has liquidated his debt before the appointment date, there is no 

disqualification to be construed for such appointment.  

 In the given case, CA Adroit was indebted to Infructuous (P) Ltd. for a sum of Rs. 6,00,000 as on 

01.04.2017. He was appointed as an auditor of the company for the year ended 31.03.2018 at the 

Annual General Meeting held on 16.07.2017. He also repaid the loan amount fully to the company 

on 10.7.2017 i.e. before the date of his appointment.   

 Hence, the appointment of CA Adroit as an auditor is valid and the shareholder’s complaint is not 

acceptable.  

4. (a) Title deeds of Immovable Property in the name of Bank:  As per Clause (i)(c) of Paragraph 3 of 

the CARO, 2016, the auditor is required to report on whether the title deeds of immovable 

properties are held in the name of the company. If not, company is required to provide the details 

thereof. This clause shall cover the immovable properties which are covered under the Fixed 

Assets, as reporting under Clause (i) (a) and (i) (b) of Para 3 of CARO, 2016.  

 The auditor should verify the title deeds available and reconcile the same with the fixed assets 

register. The scrutiny of the title deeds of the immovable property may reveal a number of 

discrepancies between the details in the Fixed Assets register and the details available in the title 

deeds. Accordingly, the auditor should carry out a detailed examination of the Registered sale deed 

and related documents of Land and Building. 

 Where the title deeds of the immovable property have been mortgaged with the Banks/ Financial 

Institutions, etc., for securing the borrowings and loan raised by the company, a confirmation about 

the same should be sought from the respective institution to this effect . The auditor may also 

consider verifying this information from the online records, if available, of the relevant State.  

 In the given case, CT Ltd. owns a piece of land and building situated at IP road Mumbai and title 

deeds for the same are deposited with State Bank of India for obtaining credit facilities by the 

company. Thus, the auditor needs to follow the audit procedure as mentioned above and shall 

report on the same under Clause (i)(c) of Paragraph 3 of the CARO, 2016. 
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 The reporting under this clause, where the title deeds of the immovable property are not held in 

the name of the Company, may be made incorporating following details, in the form of a table or 

otherwise: 

A In case of land:- 

 total number of cases,  

 whether leasehold / freehold, 

 gross block and net block, (as at Balance Sheet date), and  

 remarks, if any. 

B In case of Buildings:- 

 total number of cases,  

 gross block & net block, (as at Balance Sheet date) and 

 remarks, if any.  

(b) Power of Central Government to direct special audit in certain cases : As per the Multi-State 

Co-operative Societies Act, 2002, where the Central Government is of the opinion:  

(i) that the affairs of any Multi-State co-operative society are not being managed in accordance 

with self-help and mutual did and co-operative principles or prudent commercial practices or 

with sound business principles; or  

(ii) that any Multi-State co-operative society is being managed in a manner likely to cause serious 

injury or damage to the interests of the trade industry or bus iness to which it pertains; or 

(iii) that the financial position of any Multi-State co-operative society is such as to endanger its 

solvency. 

 The central Government may at any time by order direct that a special audit of the Multi -State co-

operative society’s accounts for such period or periods as may be specified in the order, shall be 

conducted and appoint either a chartered accountant or the Multi -State co-operative society’s 

auditor himself to conduct the special audit. However, Central Government shal l order for special 

audit only if that Government or the State Government either by itself or both hold fifty -one percent 

or more of the paid-up share capital in such Multi-State co-operative society. 

(c) Statutory Liquidity Ratio (SLR) Requirements: The Reserve Bank of India requires statutory 

central auditors of banks to verify the compliance with SLR requirements of 12 odd dates in different 

months of a financial year not being Fridays. The resultant report is to be sent to the top 

management of the bank and to the Reserve Bank. The report of the statutory auditors in relation 

to compliance with SLR requirements has to cover two aspects:  

(i) correctness of the compilation of DTL (Demand and Time Liabilities) position; and  

(ii) maintenance of liquid assets.  

Audit Approach and Procedure: 

(i) Obtain an understanding of the relevant circulars of the RBI, particularly regarding 

composition of items of DTL. 

(ii) Require the branch auditors to send their weekly trial balance as on Friday and these are 

consolidated at the head office. Based on this consolidation, the DTL position is determined 

for every reporting Friday. The statutory central auditor should request the branch auditors to 

verify the correctness of the trial balances relevant to the dates selected by him. The branch 
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auditors should also be specifically requested to examine the cash balance at the branch on 

the selected dates. 

(iii) Examine, on a test basis, the consolidations regarding DTL position prepared by the bank 

with reference to the related returns received from branches. The auditor should examine 

whether the valuation of securities done by the bank is in accordance with the guidelines 

prescribed by the RBI. 

(iv) While examining the computation of DTL, specifically examine that the following items have 

been excluded from liabilities- 

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

doubtful of recovery. 

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

pending receipts of final rates. 

(c) Un-adjusted deposits/balances lying in link branches for agency business like dividend 

warrants, interest warrants, refund of application money, etc., in respect of 

shares/debentures to the extent of payment made by other branches but not adjusted 

by the link branches. 

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

(v) Similarly, specifically examine that the following items have been included in liabilities -  

(a) Net credit balance in branch adjustment accounts including these relating to foreign 

branches. 

(b) Interest on deposit as at the end of the firm half year reversed in the beginning of the 

next half-year. 

(c)  Borrowings from abroad by banks in India needs to be considered as ‘liabilities to other’ 

and thus, needs to be considered at gross level unlike ‘liabilities towards banking system 

in India’, which are permitted to be netted off against ‘assets towards banking system in 

India’. Thus, the adverse balances in Nostro Mirror Account needs to be cons idered as 

‘Liabilities to other’ 

(d)  The reconciliation of Nostro accounts (with Nostro Mirror Accounts) needs to be 

scrutinized carefully to analyze and ascertain if any inwards remittances are received on 

behalf of the customers / constituents of the bank and have remained unaccounted and/ 

or any other debit (inward) entries have remained unaccounted and are pertaining to any 

liabilities for the bank. 

(vi) Examine whether the consolidations prepared by the bank include the relevant information in 

respect of all the branches. 

(vii) It may be noted that, even though interest accrues on a daily basis, it is recorded in the books 

only at periodic intervals. Thus, examine whether such interest accrued but not accounted for 

in books is included in the computation of DTL. 

(viii) The auditor at the central level should apply the audit procedures listed above to the overall 

consolidation prepared for the bank as a whole. Where such procedure is followed, the central 

auditor should adequately describe the same in his report. 

(viii) While reporting on compliance with SLR requirements, the auditor should specify the number 

of unaudited branches and state that he has relied on the returns received from the unaudited 

branches in forming his opinion. Recently, there has been introduction of Automated Data 
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Flow (ADF) for CRR & SLR reporting and the auditors should develop necessary audit 

procedures around this. 

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

verification of re-insurance outward- 

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

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

premium, claims paid and outstanding claims. 

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

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

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

applicable to various categories of risk. 

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

entered into with various companies. 

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

as per the foreign exchange regulations. 

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

terms of the agreement with the re-insurers. 

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

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

loss pertaining to the treaty. 

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

accounted on a regular basis. 

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

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

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

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

should be insisted and verified. 

(xi)  Accounting aspects of the re-insurance cession premium, commission receivable, paid claims 

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

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

outstanding claims to ensure comparative justification. 

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

ledger balances tallies with the general ledger balances. 

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

provisioning / write off or write back. 

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

confirmation obtained from them. 

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

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

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

same should be analysed.  

(xvii) Any major event after the Balance Sheet date which might have wider impact with reference 
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to subsequent changes regarding the claim recovery both paid and outstanding and also re -

insurance balances will need to be brought out suitably. 

(b) Records or Documents to be checked for transactions of Dematerialized Securities: On 

account of compulsory dematerialisation of most of the securities listed on the Exchange, all stock 

brokers are required to maintain two accounts with their Depository Participants (DP) for handling 

the receipt and delivery of securities in demat.  

 One account is ‘Beneficiary Account’ wherein the demat securities belonging to the members’ 

for their own account are held and  

 the other is ‘Pool Account’ wherein the demat securities of the clients are temporarily lodged 

for transfer to/from the Clients / Clearing House in the Pay-in/Pay-out.  

In case of sale of securities by clients, the clients transfer the same in the demat form to the 

member’s Pool Account to the Clearing House on the Pay-in day.  

In case of purchase of securities by the Client, the Clearing House transfers the securities to the 

Pool Accounts of the members and the members then transfer the same to the accounts of 

individual clients.  

The members are required to maintain a proper record of all shares received and delivered from 

their Pool Account as well as preserve acknowledged copy of the delivery instructions given to their 

DP’s for transferring the securities from the Pool Account to the Clients’ account after the Pay-out. 

The auditor should verify whether the securities received by the member in the Pool Account are 

regularly transferred to the buying clients’ Demat Accounts within 24 hours of declaration of Pay -

out of the relevant settlement of the Exchange.  

The auditor should check that the shares lying in the Pool Account have not been utilized by the 

member to meet his own pay-in obligations or used for meeting auction obligations. 

(c) Relevant Sections and Steps involved in Audit of Government Companies: Section 143(5), 

143(6) and 143(7) of the Companies Act, 2013 are relevant sections in case of Audit of Government 

Companies. 

The following steps are involved in the audit of government companies:  

(i) Appointment of Auditors under Section 139(5) and 139(7) read with section 143(5) of 

the Companies Act, 2013 - Statutory auditors of Government Company are appointed or re-

appointed by the Comptroller and Auditor General of India.  

The C&AG may direct the appointed auditor the manner in which the accounts of the 

Government company are required to be audited and thereupon the auditor so appointed shall 

submit a copy of the audit report to the Comptroller and Auditor-General of India which, among 

other things, include the directions, if any, issued by the Comptroller and Auditor-General of 

India, the action taken thereon and its impact on the accounts and financial statement of the 

company. 

(ii) 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. 

© The Institute of Chartered Accountants of India



11 

(iii) 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 entit led 

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 

debentures issued by the company, and to all persons other than such membe r 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.  

(iv) 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 the Comptroller and Auditor -General's 

(Duties, Powers and Conditions of Service) Act, 1971, shall apply to the report of such test 

audit. 

(d) Scope and extent of investigation - When a chartered accountant is appointed to carry out an 

investigation, the extent of enquiry, the objective of the investigation and the various matters 

referred to for investigation are specified in the order of investigation issued by the appointing 

authority. On a consideration thereof, the investigating accountant should determine the areas of 

accounts which require investigation and the extent to which the enquiry is to be made as well as 

his general approach to the enquiry. For example, if the allegation is that certain transactions have 

been entered into in contravention of the provisions of the Companies Act, the nature of 

transactions, the persons who were parties thereto, the amount or amounts involved and the 

circumstances under which these were entered into must be examined. If the loss suffered by the 

company has given rise to a gain by a director and other managerial personnel or its associates, 

the manner in which the benefit has accrued and the amount thereof shall have to be investigated.  

 In case of a company having subsidiaries or where one or more directors are interested in one or 

more concerns, all the dealings with these concerns should be examined for these may have been 

entered into with the intention of transferring profit. Generally, a ll sales and purchases of goods 

and assets from directors and their associated concerns should be scrutinised since these also 

can be a vehicle of illicit transferring of profits. 

 Any breach of duty or abdication of responsibility for purposes of investigation would be material 

only if it has resulted in a loss to the company. In such a case, the factors responsible for the loss 

or losses, besides the amount thereof, shall have to be investigated. Negligence would be culpable 

only if it was in relation to a duty cast by the Act, Articles of Association or by a resolution of the 

shareholders or that of the Board of Directors. 

 Any negligence in the discharge of duty of a director or any other managerial personnel must be 

construed very broadly, for apart from being the agents of the company, they are trustees of its 

property. 

 It may be necessary for an investigator to interrogate directors, officers, agents, and others 

concerned with matters under his enquiry. Before drawing up his brief in this regard as we ll as for 

framing his conclusions, he should, if necessary, take legal assistance. If the Investigating 

accountant is required to report on the efficiency of the management, he should be discreet in 

expressing his opinion. Usually, it is sufficient if he merely indicates the general limitations of the 

management. The inspector must ensure that the persons who figure in the investigation get the 

fullest opportunity to explain their action and conduct.  
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6. (a)  Charging Excess Fees: The prescribed scale of fees for the professional assignments done by 

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

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

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

actual fee charged in individual cases depends upon the mutual agreement and understanding 

between the member and the client.  

 In the given case, CA. Moksh has charged excess fees compared to the scale of fees 

recommended by the Board as well as duly considered by the Council of ICAI. In this context, it 

may be noted that the scale of fees is the minimum prescribed scale of fees.  

 From the above facts and provisions, it may be concluded that CA. Moksh is not liable for any 

misconduct under the Chartered Accountants Act, 1949. Therefore, the contention of MNC Pvt. 

Ltd. is not tenable. 

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

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

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

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

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

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

profession of accountancy except with the permission granted in accordance with a resolution of 

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

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

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

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

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

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

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

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

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

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

Chartered Accountants Act, 1949. 

(c)  Advising on Portfolio Management Services:  The Council of the Institute of Chartered 

Accountants of India (ICAI) pursuant to Section 2(2)(iv) of the Chartered Accountants Act, 1949 

has passed a resolution permitting a Chartered Accountant in practice to render entire range of 

“Management Consultancy and other Services”. A clause of the aforesaid resolution allows 

Chartered Accountants in practice to act as advisor or consultant to an issue of securities including 

such matters as drafting of prospectus, filing of documents with SEBI, preparation of publicity 

budgets, advice regarding selection of brokers, underwriters etc., advice regarding post issue 

activities, like, follow up steps for listing of instruments, dispatch of certificates, refunds etc. It is, 

however, specifically stated that Chartered Accountants in practice are not permitted to undertake 

the activities of broking, underwriting and portfolio management services.  

 In the given case, Mr. Okesh has started advising his clients on portfolio management along with 

other management consultancy services related to an issue.  

 Therefore, Mr. Okesh would be guilty of misconduct under the Chartered Accountants Act, 1949 

as a chartered accountant in practice is not permitted to manage portfolios of his clients.  
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(d)  Submitting Wrong Information to the Institute: As per Clause (3) of Part II of the Second 

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

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

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

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

Authority any particulars knowing them to be false.  

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

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

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

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

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

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

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

7. (a) Technical, Ethical and Professional Standards as per Statement on Peer Review: As per the 

Statement, Technical, Professional and Ethical Standards means- 

1. Accounting Standards issued by ICAI and /or prescribed and notified by the Central 

Government of India; 

2. Standards issued by the Institute of Chartered Accountants of India including-  

(i) Engagement standards 

(ii) Statements 

(iii) Guidance notes 

(iv) Standards on Internal Audit 

(v) Statements on Quality Control 

(vi) Notifications / Directions / Announcements / Guidelines / Pronouncements/ Professional 

standards issued from time to time by the Council or any of its committees.  

3. Framework for the Preparation and presentation of financial statements, framework of 

statements and Standard on Auditing, Standard on Assurance Engagements, Standards on 

Quality Control and Guidance Notes on related services issued, from time to time, by the 

Institute of Chartered Accountants of India and framework for assurance engagements;  

4. Provisions of the various relevant statutes and / or regulations which are applicable in the 

context of the specific engagements being reviewed including instructions, guidelines, 

notifications, directions issued by regulatory bodies as covered in the scope of assurance 

engagements. 

(b) Areas Covered in Comprehensive Audit: 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-a-vis under-utilisation of the installed capacity. 

 Systems of project formulation and implementation. 

 Planned rate of return. 

 Cost control measures. 
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 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) The main features of a qualified and independent audit committee to be set up under SEBI 

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

1. The audit committee shall have minimum three directors as members. Two-thirds of the 

members of audit committee shall be independent directors; 

2.  All members of audit committee shall be financially literate and at least one member shall 

have accounting or related financial management expertise; 

 Explanation (i): The term “financially literate” means the ability to read and understand basic 

financial statements i.e. balance sheet, profit and loss account, and statement of cash flows.  

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

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

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

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

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

oversight responsibilities. 

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

4.  The Chairperson of the Audit Committee shall be present at Annual General Meeting to 

answer shareholder queries; 

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

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

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

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

6.  The Company Secretary shall act as the secretary to the committee.  

(d)  Key Audit Matters— As per SA 701, “Communicating Key Audit Matters in the Independent 

Auditor’s Report (New)”, those matters that, in the auditor’s professional judgment, were of most 

significance in the audit of the financial statements of the current period. Key audit matters are 

selected from matters communicated with those charged with governance.  

 Circumstances in Which a Matter Determined to Be a Key Audit Matter Is Not Communicated 

in the Auditor’s Report: The auditor shall describe each key audit matter in the auditor’s report 

unless:  

(i) Law or regulation precludes public disclosure about the matter; or  

(ii) In extremely rare circumstances, the auditor determines that the matter should not be 

communicated in the auditor’s report because the adverse consequences of doing so would 

reasonably be expected to outweigh the public interest benefits of such communication. This 

shall not apply if the entity has publicly disclosed information about the matter.  
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(e) KYC Norms for CA in Practice: The financial services industry globally is required to obtain information 

of their clients and comply with Know Your Client Norms (KYC norms). Keeping in mind the highest 

standards of Chartered Accountancy profession in India, the Council of ICAI thought it necessary to 

issue such norms to be observed by the members of the profession who are in practice.  

 In light of this background, the Council of ICAI approved the following KYC Norms which are 

mandatory in nature and shall apply in all assignments pertaining to attest functions.  

 The KYC Norms approved by the Council of ICAI are given below: 

1. Where Client is an Individual/ Proprietor  

A.  General Information  

Name of the Individual  

PAN No. or Aadhar Card No. of the Individual  

Business Description  

Copy of last Audited Financial Statement 

B.  Engagement Information  

Type of Engagement 

2.  Where Client is a Corporate Entity 

A. General Information  

Name and Address of the Entity  

Business Description  

Name of the Parent Company in case of Subsidiary 

Copy of last Audited Financial Statement 

B.  Engagement Information 

Type of Engagement 

C. Regulatory Information 

Company PAN No. 

Company Identification No.  

Directors’ Names & Addresses  

Directors’ Identification No. 

3.  Where Client is a Non-Corporate Entity 

A.  General Information  

Name and Address of the Entity 

Copy of PAN No.  

Business Description 

Partner’s Names & Addresses (with their PAN/Aadhar Card/DIN No.)  

Copy of last Audited Financial Statement 

B.  Engagement Information 

Type of Engagement 
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